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FOREWORD 

Th is  s tudy  concerning access t o  p r o p e r t y  insurance i n  areas suscept ible 
t o  na tura l  disasters was p repa red  i n  response t o  House Resolution No. 434, 
adopted d u r i n g  t h e  1987 legis lat ive session. 

For  p r o v i d i n g  information and  assistance in var ious ways, t h e  Bureau 
wishes t o  thank  t h e  fo l lowing ind iv idua ls :  Sesnita M. Brundage; Paul M. 
Cogswell, Vice President, National Committee on Proper ty  Insurance; Robert 
Grantham, Vice President, Government A f fa i rs ,  F i r s t  lnsurance Company of 
Hawaii, L td . ;  H a r r y  Kim, Chief Adminis t rator ,  C i v i l  Defense Agency, County  
o f  Hawaii; Ann Roney, real estate agent  f o r  T r a c y  Lewis Realty; Hiram 
Tanaka, Deputy  Insurance Commissioner, Insurance Division, Department o f  
Commerce and Consumer Af fa i rs ;  Chery l  K .  Kakazu, at torney,  Kobayashi, 
Watanabe, Sugita, Kawashima & Goda; Brom Hunt ,  Marke t ing  Representative, 
West Regional Of f ice o f  t h e  National Flood Insurance Program; and  Ken 
Garner,  insurance agent, former Pacific Regional manager o f  t h e  National 
Flood Insurance Program. 

For p rompt ly  responding t o  requests f o r  information, t h e  Bureau 
expresses i t s  appreciat ion t o  t h e  managers of FAIR plans opera t ing  i n  o ther  
states. 

Samuel 9 .  K .  Chang 
D i rec tor  

January,  1989 
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Chapter  1 

INTRODUCTION 

House Resolution No. 434 

House Resolution No. 434, adopted d u r i n g  t h e  1987 Regular Session o f  
t h e  Hawaii State Legislature, requests t h e  Legislat ive Reference Bureau t o  
s t u d y  t h e  ex ten t  t o  which basic p r o p e r t y  insurance is unavailable t o  residents 
i n  Hawaii because o f  t h e  location o f  t h e i r  p roper t ies  i n  areas suscept ible t o  
na tura l  d isasters o r  because o f  t h e  location, age, o r  di lapidated condit ion o f  
t h e i r  dwel l ings.  

T h e  Resolution f u r t h e r  requests an assessment o f  whether  t h i s  
unavai labi l i ty  o f  p r o p e r t y  insurance, upon examination, warrants t h e  adoption 
b y  t h e  State o f  a remedial measure, and a review of t h e  s t rengths  and 
weaknesses o f  plans which are possible remedial measures. T h e  Resolution 
describes two possible plans t o  be  considered, a FAIR (Fa i r  Access t o  
Insurance Requirements) Plan and a JUP (Joint  Underwr i t i ng  Plan).  A copy 
o f  House Resolution No. 434 is inc luded as Appendix A .  

T h e  Scope o f  t h e  S t u d y  

T h i s  s t u d y  w i l l  f i r s t  p rov ide  a v e r y  broad overv iew of basic insurance 
def in i t ions and pr inc ip les,  p r o p e r t y  insurance, and f lood insurance. A basic 
unders tand ing  of these aspects i s  assumed in t h e  s tudy 's  remaining 
discussion. 

Th i s  s tudy  w i l l  then discuss t h e  unavai labi l i ty  o f  p r o p e r t y  insurance, as 
af fect ing residents i n  Hawaii whose proper t ies  are  located in areas w i t h  a h igh  
exposure t o  t h e  hazard o f  volcanic lava flow, and t h e  inadequacy o f  insurance 
t o  cover  t h e  losses experienced b y  residents f rom extensive water  damage 
f rom Hur r icane lwa i n  1982 and t h e  heavy rains on New Year's Eve, 
December 31, 1987. T h e  s tudy  focuses on t h e  insurance concerns o f  persons 
owning o r  leasing resident ial  proper t ies,  a l though much of t h e  discussion can 
also app ly  t o  owners and  tenants o f  business proper t ies .  

T h i s  s t u d y  also describes t h e  FAIR plans and t h e  JUPs which are  i n  
operat ion i n  o the r  states, examines t h e  experiences of these states, and 
describes t h e  elements o f  a plan which should b e  inc luded i n  such a program 
f o r  Hawaii i f  a plan is adopted. 

Final ly,  t h i s  s t u d y  wi l l  present  pub l ic  pol icy considerations f o r  assessing 
whether  t h e  descr ibed si tuat ion o f  l imited avai lab i l i ty  o f  p r o p e r t y  insurance is 
best addressed by adoption o f  a plan. 



Chapter  2 

DEFINITIONS AND PRINCIPLES OF INSURANCE 

Operat ion of Insurance 

Insurance may be  def ined as ''a f inancia l  arrangement which red is t r ibu tes  
t h e  costs o f  unexpected losses" and also as "a legal contract  whereby  t h e  
i n s u r e r  agrees t o  compensate t h e  insured p a r t y  f o r  losses." '  For  an 
insurance system t o  red i s t r i bu te  t h e  costs o f  losses, the  i nsu re r  collects a 
premium f rom each par t i c ipant .  I n  exchange f o r  payment of t h e  premium, 
each par t i c ipant  receives a promise f rom t h e  i n s u r e r  t o  be  compensated i n  t h e  
event  of a loss. I n  most insurance systems on ly  a small percentage of 
i nsu red  par t i c ipants  actual ly experience losses. Thus,  an insurance system 
red is t r ibu tes  t h e  costs of losses f rom those who experience losses t o  all 
par t i c ipants  who pa id  premiums.' 

T h e  insurance contract,  called a pol icy, creates r i g h t s  and 
corresponding obl igat ions f o r  t h e  cont rac t ing  par t ies .  The  i nsu red  has t h e  
r i g h t  to  col lect f rom t h e  i n s u r e r  compensation f o r  losses, in accordance w i th  
t h e  pol icyts  terms, and t h e  obl igat ion t o  pay  premiums and comply w i t h  t h e  
insurer 's  o the r  condit ions i n  o r d e r  t o  maintain t h e  r i g h t  t o  compensation. 
Correspondingly ,  t h e  i nsu re r  has t h e  obl igat ion t o  compensate f o r  t h e  
insured 's  losses and t h e  r i g h t  t o  receive premiums and specify condit ions f o r  
par t ic ipat ion i n  t h e  insurance system. ' 

Indiv iduals purchase policies t o  par t i c ipa te  i n  t h e  insurance system 
because b y  do ing  so, t hey  t rans fe r  t h e i r  r i sks  t o  t h e  i nsu re r .  I n  t h e  
contex t  o f  insurance, r i s k  may be  def ined as  " the  uncer ta in ty  associated w i t h  
an exposure t o  loss." Loss exposure may be  def ined as " the  possib i l i ty  o f  
loss resu l t ing  f rom a specif ied per i l , "  wherein loss means "a reduct ion o f  
economic value" and  pe r i l  means "a  condit ion causing loss."' I nsu red  par t ies 
do  no t  have t o  b e  uncer ta in  about  bear ing  t h e  f inancial  bu rdens  of large 
losses because t h e  i n s u r e r  wi l l  p a y  f o r  these losses i n  accordance w i th  t h e i r  
policies; hence, t h e  insured par t ies t rans fe r  t h e i r  uncer ta inty ,  i .e. ,  t h e i r  
r i sks ,  t o  t h e  i nsu re r . '  

While insured par t ies minimize t h e i r  r i sks  b y  t r a n s f e r r i n g  them t o  t h e  
insurer ,  t h e  i nsu re r  minimizes r i s k  b y  aggregat ing t h e  insured par t ies '  r i sks  
i n to  separate r i s k  pools. '  I n  a mathematical context,  r i s k  means " the  
var iab i l i t y  in possible outcomes o f  an event  based on chance." T h e  degree o f  
r i s k  refers t o  " t he  accuracy w i th  which an event  based on chance can be 
pred ic ted . "  As t h e  degree of r i s k  increases, t h e  pred ic t i ve  accuracy 
declines. ' 

Pooling t h e  r i sks  o f  many par t ic ipants increases t h e  pred ic tab i l i t y  o f  
losses. A mathematical p r inc ipa l  called t h e  law o f  large numbers explains how 
t h i s  relat ion works .  I n  respect t o  insurance, t h i s  law states t h a t  t h e  greater  
t h e  number of exposure un i ts  i n  a pool, t h e  more l i ke ly  w i l l  t h e  actual loss 
experience approximate t h e  mathematical predic t ion o f  losses f o r  t h e  pool as a 
whole. I n  terms of bo th  uncer ta in ty  and var iab i l i t y  o f  outcome, r i s k  is 
reduced b y  pool ing exposure un i ts  because t h e  law o f  iarge numbers allows 
t h e  i nsu re r  t o  make a re iat ive iy  accurate pred ic t ion  of i o s ~ e s . ~  
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A re lat ive ly  accurate pred ic t ion  o f  losses is essential t o  t h e  i nsu re r  f o r  
determin ing t h e  premium t o  charge members o f  an insurance pool. T h e  
premium is determined as a share of t h e  expected losses, operational 
expenses, and a reasonable margin f o r  contingencies and  p r ~ f i t . ~  T h e  share 
of expected losses i n  a premium may be  calculated as t h e  average loss p e r  
exposure un i t ,  t h e  estimated total  losses d i v ided  b y  t h e  tota l  number o f  
exposure un i ts  i n  t h e  pool. '' 

T h e  i n s u r e r  aggregates i n  each insurance pool exposure uni ts  which are 
reasonably similar and  face ident ical  per i l s .  B y  do ing  so, t h e  i nsu re r  f u r t h e r  
reduces r i s k  and also reduces adverse selection. Risk is reduced because t h e  
s imi lar i ty  o f  t h e  exposure un i t s  and t h e  covered per i l s  effects a more narrow 
range o f  potent ia l  aggregate losses, which, i n  mathematical terms, means a 
lower degree o f  var iance f o r  t h e  aggregate r i s k .  I' 

Adverse  selection re fers  t o  t h e  tendency of persons w i th  re lat ive ly  
g rea ter  exposure t o  loss t o  seek insurance protect ion."  To  reduce adverse 
selection, t h e  i n s u r e r  must make insurance a t t rac t i ve  t o  persons w i th  
re lat ive ly  lower exposure t o  loss. I n  any  pool, t h e  un i t s  w i th  lower exposure 
pay  a premium which, because i t  is based on t h e  average loss which includes 
un i ts  w i t h  h igher  exposure, is more than they  would have t o  pay if 
segregated i n to  a r i s k  pool of t h e i r  own.  Uni ts  w i t h  lower exposure would be  
more w i l l ing  t o  purchase insurance at a premium which closely approximates 
t h e i r  own expected loss. When a pool is nar rowly  def ined b y  t h e  s imi lar i ty  of 
exposure un i ts  and covered per i ls ,  t h e  range o f  t h e  members' expected losses 
is more nar row so t h a t  t h e  average expected loss is re lat ive ly  closer t o  t h e  
expected loss o f  each member, inc lud ing  those w i th  lower exposure.13 

I f  t h e  d i spa r i t y  between t h e  average expected loss and t h e  expected 
losses o f  un i ts  w i t h  low exposure is substant ial ,  those un i ts  w i t h  low 
exposure may d r o p  o u t  o f  t h e  pool because they  f i n d  a l te rna t ive  means o f  
protect ion cheaper than insurance. As those un i t s  d r o p  out ,  a pool wi l l  
consist  mostly of un i t s  w i t h  h igh  exposure, requ i r i ng  t h e  premium t o  be  
raised t o  re f lec t  t h e  h igher  average expected loss and  p lac ing pressure  on 
t h e  remaining un i t s  w i th  low exposure t o  also d r o p  out .  Ult imately, t h e  
insurance system wi l l  not  be  economical t o  operate because t h e  premium, 
which also covers operat ionai expenses, w i l l  b e  too high re lat ive t o  t h e  
expected losses o f  even members w i th  h igh  exposure."  

There  is, however, a l imit  t o  t h e  ex ten t  t ha t  exposure un i ts  can be  
segregated. As d is t inct ions between pools o f  r i sks  are  d rawn  more f ine ly ,  
these pools contain smaller numbers o f  exposure uni ts ,  and t h e  law o f  large 
numbers cannot operate as well. i nsu re rs  t r y  t o  achieve a balance between 
pool ing small g roups t o  reduce variance and adverse selection and pool ing 
large groups f o r  t h e  law o f  large numbers t o  w o r k . I 5  

The  i nsu re r  reduces r i s k  b y  pooiing t h e  r i sks  of many similar un i ts  
fac ing t h e  same per i ls ,  b u t  t h i s  only  holds t r u e  if t h e  r i sks  are  uncorrelated. 
An insurance pool is expected t o  experience several losses ove r  a per iod  o f  
time, but on ly  a small percentage of t h e  pooi su f fe rs  losses a t  any one time 
when t h e  r i sks  are  ~ n c o r r e l a t e d . ' ~  The  i nsu re r  can accumulate small 
premiums f rom each member and  have enough funds  a t  any one time t o  pay 
f o r  those losses which do  o ~ c u r . ~ '  I n  contrast,  if r i sks  were h igh l y  
correlated, a l l  members would exper ience loss at one t ime. if so, t h e  insurer  
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would have t o  maintain a large reserve, and t h e  premium needed t o  cover  t h i s  
reserve  may exceed t h e  cost f o r  a member t o  maintain a reserve t o  cover 
one's own expected loss. I s  

Proper t y  Insurance 

Homeowners policies compile many important  coverages related t o  
p r o p e r t y  i n to  one convenient package and  are t h e  p r imary  fo rm of insurance 
f o r  owners o f  p r i v a t e  residences, tenants res id ing  i n  ren ted  premises, and 
condominium u n i t  owners. ' '  T h e  business owners pol icy is similar t o  t h e  
prov is ions o f  t h e  homeowners policies and  i s  available t o  small businesses, 
inc lud ing  small apartments and of f ice bu i ld ings .  O the r  insurance packages 
are  avai lable t o  business which are  l a rge r  o r  have pa r t i cu la r  insurance 
needs. '@ 

Homeowners policies cover  t h e  fo l lowing main areas o f  exposure: 

(I) Loss and damage t o  t h e  dwel l ing and o ther  s t ruc tu res  on t h e  
premises; 

(2) Loss and damage t o  most personal p r o p e r t y  a t  t h e  described 
premises and w i th  some qual i f icat ion, anywhere i n  t h e  world; 

(3) Loss o f  use, specif ical ly temporary addit ional l i v i n g  expenses 
necessary t o  maintain t h e  household's normal s tandard  o f  i i v i n g  
when t h e  dwel l ing is rendered uninhabi table by damage; 

(4) Legal l iab i l i t y  f o r  bod i ly  i n j u r y  t o  o the r  persons a n d  others '  
p r o p e r t y  negl igent ly  caused b y  t h e  insured o r  upon t h e  insured 's  
p rope r t y ;  and 

(5) Medical payments t o  compensate f o r  in ju r ies  t o  o the r  persons 
w i thout  a f i nd ing  o f  legal l i a b i l i t y . 2 1  

Separate coverage is also available, a l though not  as common, f o r  each of these 
areas o f  exposure. 

Homeowners policies are  classi f ied according t o  t h e  per i l s  which are  
covered f o r  t h e  f i r s t  two areas o f  exposure. Some types  o f  policies p rov ide  
"named per i l s "  coverage. T h e  "basic form" pol icy insures against specif ic 
per i l s  l i s ted  in t h e  pol icy w i t h  numerous exclusions. T h e  "broad form" pol icy 
covers several addit ional per i l s  in addi t ion t o  those per i l s  l i s ted  i n  t h e  "basic 
form" pol icy and less exclusions. T h e  tenant  homeowners pol icy and t h e  
condominium owners pol icy normal ly p rov ide  "named per i l s "  coverage f o r  
personai p r o p e r t y  and improvements to t h e  res idence.z2 

Two  o the r  types  o f  policies p rov ide  "al l  r i s k "  coverage. T h e  "special 
form" pol icy insures against a l l  r i sks  o f  physical  loss to the  dwel i ing, except 
those specif ical ly excluded, and against named per i l s  f o r  personal p rope r t y .  
T h e  "comprehensive form" pol icy p rov ides  coverage against al l  r i sks  o f  
physical  loss t o  bo th  t h e  dwefl ing and  personai p rope r t y ,  unless t h e  r i sks  are  
specif ical ly exc luded.  2 3  
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Understandably,  t h e  premium is correspondingly  h ighe r  f o r  policies w i th  
g reater  coverage. T h e  most popu lar  homeowners pol icy is t h e  "special form" 
pol icy because it prov ides comprehensive coverage f o r  t h e  dwel l ing, usual ly 
t h e  insured 's  la rges t  asset .24  

A l l  homeowners policies inc lude coverage f o r  t h e  fo l lowing per i ls :  f i r e  
and l igh tn ing ,  explosion, windstorm and hail, smoke, vehicle and a i rcraf t ,  
riot and c i v i l  commotion, vandal ism and malicious mischief, t he f t ,  and glass 
breakage. Exclusions fo r  al l  policies are  extensive, b u t  t h e  major ones 
include: flood, water  back ing  u p  t h r o u g h  sewers and dra ins,  ear th  movement 
i nc lud ing  earthquakes and landslides, war  and nuclear damage, normal wear 
and tear,  and mechanical b reakdown .25  For  a h igher  premium, coverage can 
be  added f o r  earthquakes and f o r  f lood. 

The National Flood Insurance Program 

T h e  Federal Emergency Management Agency ( " F E M A " )  c u r r e n t l y  
administers t h e  National Flood Insurance Program ("Program") which makes 
subsidized f lood insurance available t o  p r o p e r t y  owners and  residents i n  
par t i c ipa t ing  communities. Communities qua l i f y  t o  par t i c ipa te  i n  t h e  Program 
b y  adopt ing and enforc ing  sat is factory land-contro l  and  land-use ordinances 
f o r  reduc ing  ident i f ied  f lood haza rds .26  Al l  counties i n  t h e  State o f  Hawaii 
are pa r t i c i pa t i ng  i n  t h e  Program; therefore,  any  p r o p e r t y  owner o r  res ident  
i n  t h e  State can purchase f lood i n s u r a n ~ e . ~ "  

Flood insurance policies are  sold b y  p r i v a t e  insurance agents and are 
p rov ided  b y  t h e  Program d i rec t l y  o r  b y  p r i v a t e  i nsu re rs  under  t h e  "Write 
Your  Own" Program. The  "Write Your  Own" Program authorizes p r i va te  
i nsu re rs  t o  p rov ide  federal  f lood insurance as a r i d e r  t o  t h e i r  homeowners 
policies o r  as separate contracts.  T h e  Program reimburses par t i c ipa t ing  
p r i v a t e  insurers  f o r  losses which exceed t l i e  premiums and  income f rom t h e  
investment o f  these premiums.z8 T h e  table i n  Appendix B d isp lays f o r  each 
is land t h e  number o f  f lood insurance policies i n  effect, t h e  tota l  amount o f  
coverage, and t h e  tota l  amount o f  premium paid.  

I n  pa r t i c i pa t i ng  communities, basic f lood insurance coverage can be  
purchased a t  subsidized premium rates, known as chargeable rates, 
regardless o f  t h e  pa r t i cu la r  f lood hazard.  D i f fe ren t  chargeable rates app ly  t o  
resident ial  uni ts ,  resident ial  contents, commercial units,  and commercial 
contents w i th  set l imits on  t h e  amounts o f  coverage ava i lab le .z9  

Addit ional coverage is available a t  actuar ia l ly  determined rates w i t h  set 
l imits on t h e  amounts o f  coverage available at these rates."  T h e  total  
coverage available is t h e  combined amounts o f  coverage available under  t h e  
chargeable and actuarial  rates. 

T h e  actuarial  rates which are  charged f o r  i n s u r i n g  a cer ta in  bu i l d ing  
and  i ts  contents depend on t h e  bu i ld ing 's  location and construct ion.  Based 
on h is tor ica l  and hydro log ic  data, areas subject t o  f looding are  d iv ided in to  
zones which indicate t h e  levels of exposure t o  t h e  hazard o f  f lood.  Actuar ia l  
rates f o r  bu i ld ings  i n  h ighe r  r i s k  f lood zones are  more expensive than f o r  
bu i ld ings  i n  lower r i s k  f lood zones." Furthermore, bu i ld ings  w i th in  f lood 
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hazard zones wh ich  conform t o  county  bu i l d ing  codes usual ly receive lower 
insurance rates than  nonconforming bu i ld ings . "  

Flood insurance covers losses resu l t ing  f rom flood, def ined as "a general 
and temporary condi t ion o f  par t ia l  o r  complete inundat ion o f  normally d r y  land 
areas," f rom t h e  over f low o f  in land o r  t ida l  waters, t h e  unusual and rap id  
accumulation o r  r u n o f f  o f  sur face waters from any source, mudslides caused 
b y  accumulation of waters, and unusual erosion caused by waves o r  cu r ren ts  
o f  water exceeding normal l eve l s .33  In addit ion t o  various standard 
exclusions, t h e  policies do no t  cover  losses caused by rain, snow, sleet, hail 
o r  water spray,  freezing, thawing, t h e  weight o f  ice o r  water o r  any 
condit ion solely related t o  t h e  described premises o r  losses which are  
substant ia l ly  conf ined t o  t h e  described premises o r  p roper t ies  immediately 
adjacent thereto.  



Chapter  3 

INSURANCE DIFFICULTIES I N  AREAS PRONE T O  NATURAL DISASTERS 

Natura l  Disasters General ly 

I nsu rab i l i t y  of Natura l  Disasters 

Insurers  have general ly encountered d i f f i cu l t ies  i n  i nsu r ing  na tura l  
d isasters.  A na tura l  disaster usual ly affects whole areas a t  one time. 
Consequently, t h e  r i sks  o f  persons l i v i n g  i n  cer ta in  areas are  corre lated f o r  
losses f rom a pa r t i cu la r  t y p e  o f  natura l  d isaster .  Furthermore, adverse 
selection occurs because t h e  demand f o r  insurance coverage against t ha t  t y p e  
o f  na tura l  d isaster  is usual ly  concentrated i n  these areas. As another 
problem, t h e  in f requency  of a natura l  disaster y ie lds l imited stat ist ical  data 
f o r  determin ing i t s  probabi l i t ies and expected losses. '  

These problems entai l  ex t ra  costs in insurance which are d i f f i cu l t  t o  
f i g u r e  in to  premiums. I n  t h e  1890's and 1920's, many insurance companies 
wh ich  sold f lood insurance went b a n k r u p t  due t o  severe f looding i n  t h e  areas 
where t h e  demand f o r  coverage was concentrated. Consequently, o ther  
companies were discouraged f rom i n s u r i n g  against f lood, and thereaf ter ,  f lood 
insurance was not  available un t i l  t h e  National Flood Insurance Program began 
i n  1968.2 

Cur ren t l y ,  insurance companies which o f fe r  coverage against earthquakes 
are  fac ing  t h e  d i f f i cu l t ies  described. Recognizing these d i f f icu l t ies,  an 
organizat ion has formed i n  t h e  i n d u s t r y  t o  propose federal legislation t o  
create a federal ear thquake insurance program. T h e  program is be ing  
designed t o  p rov ide  resident ial  p r o p e r t y  insurance f o r  d i rec t  losses caused by 
earthquakes and  also volcanic erupt ions.  The  program is also expected t o  
o f f e r  reinsurance t o  insurers  f o r  excess losses, resu l t i ng  f rom an ear thquake 
o r  volcanic erupt ion,  i n  many lines o f  coverage, inc lud ing  f i re ,  the f t ,  and 
homeowners pol ic ies. ' 

Hazard Assessment 

An area's suscept ib i l i ty  t o  a na tura l  d isaster  can be  viewed as t h a t  
area's exposure t o  t h e  hazard o f  t ha t  natura l  d isaster .  Evaluation o f  hazard 
exposure involves s tudy ing  an area's natura l  condit ions i n  o r d e r  t o  assess 
tha t  area's l ikel ihood o f  being affected b y  a pa r t i cu la r  na tura l  d isaster .  The  
evaluat ion is general ly  based on t h e  postulate tha t  probable similar f u t u r e  
occurrences wi l l  most l i ke ly  fol low past  pattern^.^ 

Evaluation o f  hazard exposure d i f f e rs  f rom t h e  evaluat ion of r i s k  which 
focuses on t h e  l ikel ihood o f  loss o f  l i fe  and p r o p e r t y  i n  t h e  g iven area. 
Consequently,  r i s k  increases as areas exposed t o  a hazard become cul t ivated,  
populated, o r  otherwise developed. Even areas w i t h  low exposure t o  a hazard 
may b e  classif ied as hav ing  a h igh  degree o f  r i s k  i f  t hey  are  densely 
populated. 
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The Hazard o f  Lava Flow 

Locat ions of H i g h  Exposure  

T h e  is land of Hawaii, t h e  B i g  ls iand, has h ighe r  exposure than the  
o the r  is lands o f  t h e  State t o  hazards related t o  volcanic ac t i v i t y  due t o  i t s  
act ive volcanoes. Appendix C displays a volcanic hazards map which 
indicates t h e  re la t i ve  levels o f  exposure t o  volcanic hazards f o r  d i f f e ren t  
areas of t h e  B ig  Is land.  

D i f f i cu l t ies  w i t h  Insurance Coverage 

Since 1983, lava has repeatedly f lowed f rom vents  o f  t h e  Kilauea volcano 
in to  t h e  southeastern coastl ine region o f  t h e  B i g  Is land which has exposure 
levels o f  E and  F f o r  volcanic hazards f low (see Appendix C ) .  The  lava has 
covered major p a r t s  o f  res ident ia l  communities i n  t h e  Kapa'ahu and Kalapana 
areas i n  t h a t  zone. Approximate ly  64 homes have been d e s t r ~ y e d . ~  

No more than  25% of t h e  destroyed homes were covered b y  p rope r t y  
insurance. '  Since t h i s  area was not  well developed, several homes were 
rough ly  cons t ruc ted  and would no t  have qual i f ied f o r  p r o p e r t y  insurance. 
T h e  fol lowing is a descr ipt ion o f  t h e  Royal Gardens d iv is ion which was 
covered extensively  b y  lava: 

Royal Gardens was created i n  t h e  i960s, a subd iv i s ion  w i t h  no 
water l i n e s ,  no power l i n e s ,  no phones. I t s  roads run from the  
coast up the s ide  o f  K i lauea 's  east f lank ,  and are crossed by 
s t r e e t s  a t  regu la r  i n t e r v a l s ,  a meshed network. 

There were on ly  about 50 residences on the  1 , 5 0 0  Royal Gardens 
l o t s ,  and some o f  those were i n  the  form of t r a i l e r s  and rough 
she l te rs  r a t h e r  than t r a d i t i o n a l  homes.' 

For those homes which were covered b y  p r o p e r t y  insurance, there  was 
some quest ion about whether  destruct ion b y  t h e  iava f low i tse l f  was a covered 
per i l .  One posit ion put f o r t h  was t h a t  "homeowners w i th  f i r e  insurance 
should be  covered f o r  t h e i r  losses as long as the  house i tse l f  caught  f i r e  
before t h e  lava h i t .  I f  t h e  house is destroyed b y  t h e  lava i tsel f ,  t h e  
des t ruc t ion  is considered a n  'act o f  God' and may no t  b e  c o ~ e r e d . " ~  The  
Hawaii I nsu re rs  Council set f o r t h  i t s  posit ion t h a t  a lava f low is a f i r e  and 
t h a t  t h e  homeowners poiicies issued b y  i t s  members w i l l  cover  any f i r e  
damage t o  t h e i r  ( t h e  pol icyholders ' )  insured dwel l ings resu l t ing  f rom the  iava 
flow."in Since t h e  Counci l 's members issue more than 900, of t h e  p rope r t y  
insurance i n  t h e  State, i t s  posit ion applies t o  most policies. 

Al though p r o p e r t y  policies cover  des t ruc t ion  f rom lava f low, insurers  
were re fus ing  t o  cont inue ex is t ing  policies and t o  issue new policies i n  t h e  
af fected area. The si tuat ion was t h e  focus o f  discussion between State 
Representat ive Andrew Levin, several affected homeowners, and Robert 
Grantham, t h e  representat ive member o f  t h e  Counci l .  From th i s  discussion, 
t h e  Hawaii Insurers  Council establ ished i t s  posit ion tha t  i t s  members i n  good 
fa i t h  will not  cancel or re fuse  t o  renew e x i s t i n g  poiicies. & h a t  difficulty 
remains i s  t ha t  new policies a r e  no t  available f o r  p roper t ies  in t h e  affected 
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area. T h e  persons af fected are new buyers,  new bui lders,  residents who d i d  
not  p rev ious iy  purchase insurance, and res idents who prev ious ly  obtained 
insurance f rom insurance companies which no  longer e x i s t . "  

T h e  Hazard o f  Flood 

Locations o f  H igh  Exposure 

Flood Insurance Rate Maps indicate t h e  re lat ive levels o f  exposure t o  
f lood hazards f o r  d i f f e ren t  areas o f  t h e  State based on past f looding pat te rns  
and o the r  hydro log ic  data.  Areas subject t o  t lood, called f lood plains, a re  
d i v ided  i n to  zones ind ica t ing  t h e  levels o f  exposure.  "V" zones are mainly 
coastal areas, such as Hi lo  and Oahu's N o r t h  Shore, where exposure t o  
tsunamis and f looding is h ighest .  ' 'A"  zones are  h igh  exposure areas j us t  
in land of "V" zones o r  near r i v e r s  and streams, i nc lud ing  a l l  o f  Waikiki and 
t h e  area along side t h e  Ala Wai Canal. " 9 "  and "C" zones have t h e  lowest 
exposures w i th in  f lood plains and inc lude most o f  metropol i tan Honolulu, 
except  areas along streams and  coasts. l 2  "DM zones are  areas located near 
f lood channels b u i l t  t o  contro l  in land water runo f f s .  Since most "DM zones 
have no extensive storm histor ies, t h e i r  exposure t o  f lood hazards is not  as 
predic table b u t  is expected t o  be low. l 3  

Di f f i cu l t ies  w i th  Insurance Coverage 

Hur r icane lwa 

Hur r icane iwa h i t  t h e  State on November 23, 1982. H igh  veloc i ty  
hu r r i cane  winds caused damage i n  ail areas o f  t h e  State. The  swells and 
h igh  s u r f  generated by lwa caused extensive wave damage t o  the  southwest 
coast o f  Kauai, f rom Poipu Beach t o  Kekaha, and t o  t h e  western coast o f  
Oahu, i n  t h e  Makaha and Nanakul i  areas."' 

Homeowners insurance covers damage f rom w ind  action and those ra infa l l  
losses which resu l t  d i rec t l y  f rom w ind  action, f o r  example, ra in  damage t o  t h e  
contents inside a dwel l ing which sustained roof damage f rom t h e  w i n d . I 5  
Many residents, however, d i d  not  have homeowners insurance coverage. Red 
Cross estimates suggest t h a t  on ly  3000 o f  3,310 homeowners who had sought  
assistance had insurance coverage on t h e i r  homes. l6 

Losses f rom w ind  damage are covered b y  homeowners insurance b u t  
losses f rom wave damage are  on ly  covered b y  federal f lood insurance which 
must be  purchased separately.  According t o  FEMA estimates, between 300 t o  
500 act ive f lood insurance policies were in  e f fec t  on Kauai and  between 3,500 
t o  4,000 policies were i n  ef fect  on  Oahu before Hur r icane lwa s t r u c k . "  

Al though a well-developed s t re tch  of Kauai's south shore was heavi ly  
damaged, on ly  29 f lood damage insurance claims f rom Kauai were f i l ed  b y  
December, 1982 w i th  l i t t l e  expectation of many more the rea f te r .  From Oahu, 
35 claims were f i led  d u r i n g  tha t  time span. I s  As one possible explanat ion f o r  
t h e  low number o f  claims, p r o p e r t y  owners may p r e f e r  t o  a rgue t h a t  
hur r icane losses resul ted f rom t h e  h ioh  winds ra the r  than f rom t h e  waves. 
,'."-# 

! nis n,akes c i a r n a n t s  eligibie for r e i r n b u r s e m e n t d  homeowners insurance 
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policies t h a t  have lower deduct ibles, h ighe r  rates o f  coverage, and qu icker  
paybacks than d o  f lood insurance p o l i c i e ~ . " ' ~  

Fur thermore,  much of t h e  losses caused b y  wave damage were not  
recovered under  f lood insurance because many affected dwel l ings were not  
covered by f lood insurance. T h e  fol lowing is a descr ipt ion of t h e  si tuat ion: 

I t  i s  known t h a t  a s u b s t a n t i a l  number o f  t h e  res idents  of 
tsunami zones i n  Hawaii are unaware o f  t h e  v u l n e r a b i l i t y  of these 
l oca t i ons  and thus do n o t  purchase insurance. I n  f a c t ,  many coas ta l  
res idents  who consul ted e x l s t i n g  insurance maps found t h a t  t h e i r  
p rope r t i es  were loca ted outs ide  designated f l o o d  hazard zones. 
Unfor tunate ly ,  such maps proved t o  be poor i n d i c a t o r s  o f  r i s k  from 
Hurr icane Iwa's  f l ood .  O n  t h e  day a f t e r  t h e  storm, a e r i a l  damage 
assessment teams detected evidence o f  f l o o d  damage 2 0 0  t o  3 0 0  f t  
beyond the  i n l a n d  boundaries of hazard areas shown on cu r ren t  f lood 
insurance maps o f  Poipu and adjacent c o m m u n i t i e ~ . ~ ~  

From t h i s  descript ion, it i s  ev ident  t h a t  " the  f lood impact resu l t ing  f rom 
Hur r icane lwa was f a r  g rea ter  t han  what  could be  expected b y  consul t ing t h e  
Flood Insurance Rate Map."" T h e  Map does not  represent  hazards o f  
Hur r icane lwa t y p e  events because t h e r e  i s  l i t t l e  documentation of them on 
which t h e  Map can be  based. Instead, t h e  Map is a be t te r  representat ion o f  
h is tor ica l  f looding as caused b y  tsunamis, heavy ra infa l ls  and  h i g h  s u r f . "  

Rainstorm on New Year 's  Eve, December 31, 1987 

On Kew Year's Eve, December 31, 1987, an unusual ly  heavy surge o f  
ra in  d u r i n g  t h e  evening hours  created h igh  levels of f looding, landslides, and 
debr is  f lows which caused extensive damage t o  many proper t ies  i n  cer ta in 
resident ial  areas of Oahu. I n  t h e  "Coconut Grove" area o f  Kailua, more than  
300 homes received u p  t o  f i v e  feet  o f  f lood water  o r ig ina t ing  pr imar i l y  f rom 
storm waters col lect ing i n  Kawainui Marsh which came ove r  t h e  levee 
separat ing t h e  Marsh f rom t h e  resident ial  area. I n  Waimanalo, t h e  heavy 
downpour caused severe erosion i n  t h e  upland fa rm areas and u p  t o  f o u r  feet  
o f  f looding f rom the  combined r u n - o f f  f rom t h e  upper  watershed and  local 
ra infa l l .  I n  t h e  upper  por t ions o f  East Honolulu's resident ial  valleys, heavy 
debr is- laden f lood f lows surged downward causing major damage t o  resident ial  
p roper t ies  and pub l ic  dra inage systems and s t ree ts . "  

The  ra instorm caused d i f f e r e n t  forms o f  f lood damage, all of which are  
covered b y  f lood insurance on l y .  A l though near ly  a thousand resident ial  
p roper t ies  experienced one o r  more forms o f  f lood damage," approximately 
s i x t y - f i v e  f lood insurance were f i led .  Th i s  low number o f  claims 
indicates t h a t  many o f  t h e  af fected homes were not  covered b y  f lood 
insurance.  

Several factors cont r ibu ted  t o  t h e  low number o f  f lood insurance policies 
i n  e f fec t  i n  t h e  damaged areas. F i rs t ,  f looding effects extended beyond t h e  
h igh  r i s k  areas indicated on t h e  Flood Insurance Rate Map f o r  Oahu; 
therefore,  many residents would not have reaiized t h e  f lood hazard b y  
r e f e r r i n g  t o  the Map i t s e l f . z 6  
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Fur thermore,  t h e  East Honolulu resident ial  val leys severely affected b y  
t h e  storm, specif ically, Hahaione, Kul iouou and N iu  Valleys, a re  ident i f ied  as 
"D" zones on t h e  Map. Since t h e  level o f  exposure i n  "D" zones is 
undetermined, most residents i n  t h i s  zone t y p e  are  j u s t  as un l ike ly  t o  
perceive a t h r e a t  f rom f lood and t o  purchase t h e  protect ion o f  f lood 
insurance. T h e  c u r r e n t  Map also does no t  show t h e  recent  development i n  
those val leys; f o r  example, many homes were flooded on st reets which were 
not  shown on t h e  Map. '' 

Other  Hazards 

T h e  Insurance Commissioner does not know o f  any o the r  d i f f i cu l t ies  
extensively  experienced w i t h  insurance due t o  an area's exposure t o  t h e  
hazard o f  a na tura l  d isaster . "  Unavai labi l i ty  o f  insurance has been a 
problem i n  areas of o ther  states which are h igh l y  exposed t o  such natura l  
hazards as windstorms and b rush f i res .  These hazards have not  y e t  created 
an insurance problem i n  Hawaii. 

T h e  lnsurance Commissioner has conducted a su rvey  o f  residents i n  t h e  
State who are  unable t o  obtain homeowners insurance. As of t h i s  wr i t ing ,  
t h e  resul ts  o f  t h i s  su rvey  are  s t i l l  pending; therefore, i t  is not known 
whether  t h i s  s u r v e y  d i f ferent ia tes among t h e  reasons f o r  t h e  unavai labi l i ty  of 
homeowners insurance. 

O the r  Areas Exper iencing D i f f i s u i t v  in Obta in ing  insurance 

O the r  sections o f  t h e  east and southeastern r u r a l  region o f  t h e  B ig  
ls land may no t  be  imminently threatened b y  t h e  recent  lava f low; however, 
several residents i n  these areas have repor ted  tha t  t hey  f i n d  it d i f f i c u l t  o r  
impossible t o  obta in p r o p e r t y  insurance. As was descr ibed w i t h  respect t o  
t h e  Royal Gardens subdivision, these o the r  remote areas o f  t h e  B ig  Is land 
also have no water  lines, no  power lines, and no telephones. Instead of 
county  roads, p r i v a t e  roads are  t h e  means of t rave l  i n  these areas.'' 
Residents o f  o the r  r u r a l  areas i n  t h e  State may also find it d i f f i c u l t  t o  obtain 
p r o p e r t y  insurance. 

Several insurance companies hesitate t o  p rov ide  p r o p e r t y  insurance i n  
these areas which are  no t  connected t o  county  f i r e  and police serv ices.  3 0  I n  
t h e  absence o f  these services, these areas have a h igh  exposure t o  the  
poss ib i l i t y  o f  losses f rom f i r e  and t h e f t .  I n  many cases, p r o p e r t y  insurance 
is available on l y  a t  v e r y  h igh  premiums which are  unaf fordable t o  most 
residents o f  these areas. 

Insurance companies which are  based i n  t h e  State are more w i l l ing  than 
o the r  insurance companies t o  p rov ide  p r o p e r t y  insurance f o r  reasonable 
premiums i n  these areas and wi l l  consider applications f o r  insurance f rom 
these areas on an ind iv idua l  basis. On a n  application f o r  p r o p e r t y  insurance, 
a locally based insurance company's af f i rmat ive decision on coverage would 
depend t o  a large ex ten t  on t h e  residence's s t ruc tu ra l  and  maintenance 
condit ions, inc lud ing  solar cells i n  good work ing  o rde r  and an adequate water 
reserve.  However, insurance against t h e f t  may not  be  prov ided.  3 1  



Chapter  4 

RESIDUAL MARKET MECHANISMS I N  OTHER STATES 

Fair  Access t o  lnsurance Requirements (FAIR)  Plans 

Purpose 

Fai r  Access t o  lnsurance Requirements ( "FAIR")  plans "are vehicles f o r  
p rov id ing  p r o p e r t y  insurance t o  t h e  residual market  f o r  wh ich  insurance 
might  not  otherwise be  avai lable." '  FAIR plans make available insurance 
against d i rec t  losses f rom f i r e ,  extended coverage, vandalism, and  malicious 
mischief.  Extended coverage means coverage against t h e  per i l s  o f  windstorm, 
hail, explosion, r io t ,  c i v i l  commotion, a i rc ra f t ,  vehicle, and smoke.= 

FA lR  plans g i v e  p r o p e r t y  owners " f a i r  access t o  insurance based solely 
on t h e  s t ruc tu ra l  soundness o f  t h e i r  p r o p e r t y . " '  lnsurance coverage under  a 
FAlR plan cannot b e  denied on t h e  basis o f  environmental hazards which are 
"beyond t h e  contro l  o f  t h e  p r o p e r t y  owners,"' inc lud ing  an area's h igh  cr ime 
rate, r i o t  potent ial ,  o r  h igh  level of exposure t o  a na tura l  hazard.  

H is to ry  

Because of f requen t  r io ts  and c i v i l  d isorders  i n  t h e  mid-1960's, i nne r -  
c i t y  p r o p e r t y  owners found  i t  d i f f i c u l t  o r  impossible t o  obta in p r o p e r t y  
insurance d u r i n g  t h a t  t ime. Congress was concerned t h a t  " the  lack o f  such 
insurance coverage accelerates t h e  deter iorat ion o f  these areas by 
discouraging p r i v a t e  investment and res t r i c t i ng  t h e  avai lab i l i ty  o f  c r e d i t  t o  
repa i r  and improve p r o p e r t y  therein, and t h i s  deter iorat ion poses a serious 
th rea t  t o  t h e  national economy. "' 

Consequently, Congress passed t h e  Urban  Proper ty  Protect ion and 
Reinsurance Ac t  o f  1968, Public Law 90-448. Under  t h i s  Act, insurers  could 
purchase federal  r i o t  re insurance against excess losses f rom r io ts  and c i v i l  
d isorders.  I n  o r d e r  t o  qua l i f y  f o r  t h e  re insurance program, insurers  were 
requ i red  t o  par t i c ipa te  i n  federal ly  approved FAlR plans adopted by t h e i r  
respect ive states. ' 

I n  1983, Congress terminated t h e  federal  r i o t  re insurance program 
because only  a small number of insurers  were b u y i n g  reinsurance. '  T h e  
major i ty  o f  states have cont inued t h e  operat ion o f  t h e i r  FAIR plans. 
C u r r e n t l y  28 states have FAlR plans i n  operat ion. 

Part ic ipat ion by t h e  lnsurance I n d u s t r y  

For  25 FAlR plans, legislation i n  each respect ive state requi res p lan 
par t ic ipat ion by all insurance companies t h a t  w r i t e  p r o p e r t y  insurance i n  t h a t  
state. '  T h e  legislat ion usual ly  p rov ides  tha t  an insurance company's 
au tho r i t y  t o  p rov ide  p r o p e r t y  insurance i n  t h a t  state is condit ioned upon t h e  
company's par t ic ipat ion i n  t h a t  state's FAIR p l a n . ' V h r e e  FAIR plans make 
membership vo lun ta ry .  See Appendix D-1 f o r  a table o f  FA lR plans w i t h  
mandatory and vo lun ta ry  membership. 



R E S I D U A L  M A R K E T  M E C H A N I S M S  I N  O T H E R  S T A T E S  

Part ic ipat ion in  a FAlR plan consists o f  shar ing  t h e  p ro f i t s  and losses o f  
t h e  plan, most of ten net  losses. Each par t i c ipa t ing  insurance company is 
assessed an amount o f  t h e  ne t  losses in p ropo r t i on  t o  t h e  amount o f  insurance 
wr i t t en  b y  t h a t  company i n  t h e  state f o r  a specif ied per iod . "  I n  six states, 
c red i t  against a member's plan assessment is g iven f o r  t h e  company's 
vo lun ta ry  wr i t i ngs  o f  policies which would have otherwise been prov ided by 
t h e  respect ive FAIR p lan.  lz 

Plan Operat ion 

Most FAlR plans have adopted by laws and are overseen by govern ing  
committees. See Appendix D-2 f o r  a general descr ipt ion of each plan's 
gove rn ing  committee. The  plans are also subject t o  v a r y i n g  degrees o f  
contro l  b y  t h e i r  respect ive states' insurance departments. " 

How policies are  issued under  a FA lR  p lan depends on whether t h e  plan 
operates t h r o u g h  a serv ic ing  ca r r i e r  o r  as a syndicate. The  serv ic ing ca r r i e r  
method o f  operat ion was common in t h e  ear ly  1970's when plans began t h e i r  
operat ions. l' On ly  seven plans c u r r e n t l y  use t h i s  method whi le 21 plans 
operate as syndicates. l5 

Under  t h e  serv ic ing  ca r r i e r  method o f  operation, a plan general ly 
reviews t h e  applications f o r  insurance and fo rwards  qual i f ied applications t o  
one o r  more members insurance companies, usual ly  j us t  one designated 
company. T h e  member insurance company receiv ing t h e  applications, which is 
t h e  serv ic ing  ca r r i e r ,  wr i tes  t h e  policies on r i sks  covered b y  t h e  plan and 
receives a fee f rom t h e  plan f o r  i t s  services. The  serv ic ing  ca r r i e r  keeps 
records of i t s  income and  expenses f rom policies which it wrote f o r  t h e  p lan.  
The  plan assesses all member companies f o r  t h e i r  respect ive shares o f  t h e  ne t  
loss i n c u r r e d  b y  t h e  serv ic ing  c a r r i e r  f rom t h e  plan's policies. l6 

T h e  serv ic ing  ca r r i e r  method o f  operat ion has been largely  replaced by 
t h e  syndicate method. The  syndicate method developed " i n  response t o  a 
need f o r  g rea ter  ef f ic iency and more central ized contro l  over  plan 
operat ions. "I7 Under  t h e  syndicate method, t h e  plan i tse l f  prov ides t h e  
policies as t h e  agent o f  i t s  members. T h e  p lan screens t h e  applications, 
wr i tes  t h e  policies, collects premiums, processes pol icyhoiders'  claims, and 
performs a l l  adminis t rat ive func t ions .  The  p lan assesses al l  member companies 
f o r  t h e i r  respect ive shares o f  t h e  net  loss i n c u r r e d  by t h e  plan. ls 

Peri ls Covered 

Fire, extended coverage, and vandalism and malicious mischief are t h e  
common opt ions o f  coverage which FAIR plans o f fe r  and pol icyholders can 
choose t o  pay f o r .  T h e  plans'  policies general ly  cover  on ly  d i rec t  losses 
resu l t ing  f rom t h e  named per i l s  and do not  inc lude losses f rom the f t ,  ind i rec t  
losses such as  loss of use. n o r  coverage f o r  personal l iab i l i t y .  However, ten 
FAIR plans also p rov ide  one o r  more of t h e  standardized homeowners 
pol ic ies. ' *  Several plans also o f fe r  opt ional coverage f o r  crime, such as 
the f t ,  and f o r  var ious o the r  per i l s  f o r  which insurance is not  readi ly  available 
i n  t h e i r  j u r i s d i c t i ~ n s . ~ ~  Appendix D-3 shows what coverages are available 
under  e a c h  s t a t e ' s  FAIR p lan.  
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Areas El ig ib le Under  t h e  Plans 

As Appendix 0-3 also shows, most states make insurance under  t h e i r  
FA lR  plans available statewide. Four  states make insurance b y  t h e i r  
respect ive FAlR plans available on l y  t o  specif ic geographic areas i n  t h e i r  
jur isd ic t ions.  I n  Washington2' and Indiana," t h e  e l ig ib le areas are 
designated u rban  areas. I n  Louisiana, policies under  i t s  plan are  available i n  
areas outs ide t h e  zone e l ig ib le f o r  insurance u n d e r  t h e  state's windstorm 
p l a n . 2 3  I n  Cal i fornia, t h e  insurance commissioner designates urban and 
b r u s h  areas which are  e l ig ib le f o r  coverage under  t h e  FAlR plan, and t h e  
commissioner may expand o r  cont rac t  t h e  designated areas i n  response t o  t h e  
avai lab i l i ty  o f  insurance i n  t h e  vo lun ta ry  market . ' "  

Even when i t s  insurance is available statewide, a FA IR  plan may prov ide  
t h e  major i ty  o f  i t s  policies w i th in  specif ic areas o f  i t s  s tate.  I n  par t icu lar ,  
t h e  FAlR plans operat ing i n  C o n n e c t i c ~ t , ~ ~  Ohio,26 and Nor th  Carol inaz7 have 
indicated t h a t  t h e  major i ty  o f  t h e i r  businesses comes f rom u rban  areas, 
especially where t h e r e  is a heavy concentrat ion o f  tenant-occupied proper t ies.  
T h e  FAIR p lan i n  Nor th  Carolina also prov ides many policies t o  " r u r a l  areas 
where the re  is a prevalence o f  a rson . "28  

Condit ions f o r  Coverage 

FA lR  plans cannot refuse t o  p rov ide  insurance on t h e  basis o f  
environmental hazards. b u t  coverage can be denied i f  basic f i r e  safety 
standards o r  o ther  specif ic condit ions are no t  sat is f ied b y  an  appl icant 's 
p r o p e r t y .  Most FAIR plans deny coverage if a n y  o f  t h e  fol lowing 
substandard condit ions ex is t :  vacancy susceptible t o  trespass, poor  physical 
condit ions, inc lud ing  unrepa i red  damage from f i r e  o r  o the r  per i l ,  poor 
housekeeping causing h igh  exposure t o  f i r e  hazards, occupancy v io lat ing a 
law o r  pub l ic  pol icy, and  i n  some states, any s t r u c t u r e  not  b u i l t  i n  
conformance t o  govern ing  bu i l d ing  and safety codes.2g Furthermore, many 
plans do  not  p rov ide  coverage t o  proper t ies used f o r  farming and 
manufactur ing and t o  mobile homes. '' 

I nspection o f  Premises 

I n  o rde r  t o  assess t h e  condit ions o f  propert ies, FA lR  plans general ly 
make rou t ine  inspections of p roper t ies  being considered f o r  new coverage o r  
renewal of ex is t ing  policies. I f  a p rope r t y  fails t o  meet t h e  p lan 's  standards, 
t h e  p r o p e r t y  owner is not i f ied of t h e  resul ts  and is g i ven  a per iod  o f  time t o  
make repairs i n  o r d e r  t o  qua l i f y .  I f  the  bu i l d ing  has minor  deficiencies, t h e  
pol icy may be  issued w i th  a premium surcharge which applies t o  al l  proper t ies 
i n  similar condit ion. 'l 

Limits on  Insurance L iab i l i t y  

A l l  FA lR plans place a maximum l imit  on t h e  amount o f  insurance which 
can be  purchased t o  cover  a bu i l d ing  and i ts  contents.  As displayed i n  
Appendix D-4 ,  each plan has specif ied l iab i l i ty  l imits f o r  habitat ional bu i ld ings  
and contents, and f o r  commercial bui ld ings,  depending on t h e  construct ion,  
and contents. 3 z  
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Premium Rates 

Many FA lR  plans use t h e  premium rates used i n  t h e  vo lun ta ry  market  
and p rov ided  by r a t i n g  bureaus which calculate t h e  rates on a stat ist ical  
basis. As shown i n  Appendix D-5, several plans add v a r y i n g  surcharges 
depending on t h e  bu i ld ing 's  use. As mentioned, FAIR plans general ly  add 
surcharges f o r  minor deficiencies w i t h i n  t h e  cont ro l  o f  t h e  i nsu red  p a r t y . 3 3  

Common Problems 

Since FA lR  plans p rov ide  p r o p e r t y  insurance t o  t h e  residual market, 
t h e y  a r e  subject  t o  business cycles caused by t h e  vo lun tary  market .  When 
t h e  vo lun ta ry  market  t ightens i n  a state, t h e  volume of applications received 
and policies issued rises under  t h e  state's FA lR  p lan.  When a "so f t  market" 
ex is ts  i n  t h e  p r i v a t e  i ndus t r y ,  t h e  FA lR  plan's volume is steady and may 
decrease. FAlR plans must be  prepared f o r  t h e  of ten rapid "acceleration and 
volume upward  and downward"  i n  t h e i r  business and make appropr iate 
business decisions t o  minimize s t ra in  on t h e i r  resources." 

As another aspect o f  p r o v i d i n g  insurance t o  t h e  residual market,  FAlR 
plans p rov ide  "a dumping g r o u n d  f o r  all marginal o r  undesirable hazards. 
H i g h - r i s k  classi f icat ions such as bars ,  bowl ing  alleys, and restaurants a re  
fo rced i n to  t h e  plan because i nsu re rs  refuse t o  cover  them outs ide t h e  
p l a n . " 3 5  Given t h e  h igh  r i s k  populat ions which FAlR plans serve, a good 
major i ty  o f  plans, no t  su rp r i s i ng l y ,  i ncu rs  large underwr i t i ng  losses. 
Append ix  E shows t h e  earned premium amounts and underwr i t i ng  resul ts  f o r  
each p lan i n  t h e  years f rom 1982 t o  1986. 

With underwr i t i ng  losses due  t o  t h e  na ture  of t h e i r  business, FA lR plans 
are  concerned w i t h  cont ro l l ing  unnecessary loss experience, especially cases 
o f  arson-re lated insurance f r a u d  known as "a rson - fo r -p ro f i t . "  As a residual 
market  mechanism, FAlR plans p rov ide  insurance t o  most applications and are 
l imited i n  t h e i r  abi l i t ies t o  assess proper t ies  and t h e i r  owners o r   occupant^.'^ 
A r s o n - f o r - p r o f i t  occurs when pol icyholders over insure  t h e i r  proper t ies,  of ten 
located i n  economically depressed areas, and  cr iminal ly  p r o f i t  by se t t ing  f i r e  
t o  t h e i r  p roper t ies  and col lect ing t h e  f u l l  amounts of t h e i r  policies." Several 
FA lR plans have taken var ious measures t o  minimize t h e  occurrence o f  arson- 
f o r - p r o f i t ,  f o r  example, b y  p r o v i d i n g  coverage based on t h e  actual cash value 
o f  t h e  p rope r t y ,  improving invest igat ion of arson f i res, and suppor t ing  
community measures t o  c u r b  and i den t i f y  arson  incidence^.'^ Furthermore, 
most FA IR  plans apply a shor te r  t ime of not ice f o r  pol icy cancellation when 
cer ta in except ions occur,  inc lud ing  evidence o f  owner o r  occupant 
incendarism. " 

Beach and  Windstorm Plans 

Propert ies i n  t h e  beach areas o f  southern coastal and g u l f  states, known 
as t h e  "hur r icane belt ,"  have especially h igh  exposure t o  losses due t o  
windstorm. Many p rope r t y  owners i n  these areas were unable t o  obtain 
insurance i n  t h e  vo lun ta ry  market  against windstorm as well as o the r  per i l s .  
T o  p rov ide  access t o  p rope r t y  insurance i n  these areas, seven states w i t h  
areas located i n  t h e  hur r icane be l t  have enacted legislation f o r  t h e  formation 
of insurance pooling plans which func t ion  i n  a manner simiiar to F A I R  
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 plan^.“^ I n  s i x  o f  t h e s e  s ta tes ,  p a r t i c i p a t i o n  i n  t h e  r e s p e c t i v e  s ta te 's  p l a n  i s  
r e q u i r e d  fo r  i n s u r a n c e  companies d o i n g  bus iness  i n  t h a t  s ta te .  F i v e  p lans  
opera te  as synd ica tes  w h i l e  t w o  p l a n s  o p e r a t e  t h r o u g h  s e r v i c e  c a r r i e r s . " '  
See A p p e n d i x  F f o r  a t a b l e  o f  t h e  seven  beach a n d  w i n d s t o r m  p lans .  

In a l l  p lans ,  c o v e r a g e  is  ava i lab le  o n l y  t o  d e s i g n a t e d  coastal  areas i n  t h e  
r e s p e c t i v e  s ta tes .  T h e  p l a n s  g e n e r a l l y  p r o v i d e  coverage  aga ins t  f i r e  a n d  
e x t e n d e d  coverage,  w i t h  t w o  p l a n s  also o f f e r i n g  t h e  o p t i o n s  t o  i n s u r e  aga ins t  
vandal ism a n d  mal ic ious m isch ie f .  T w o  o t h e r  p lans  o n l y  o f f e r  i n s u r a n c e  
aga ins t  w i n d s t o r m  a n d  ha i l  w h i l e  a n o t h e r  adds  h u r r i c a n e s  t o  these  t w o  
per i l s . ' *  

T h e  p l a n s  make r o u t i n e  inspec t ions  a n d  d e n y  coverage  f o r  c e r t a i n  
unacceptab le  p r o p e r t y  c o n d i t i o n s  as s i m i l a r l y  d e s c r i b e d  f o r  F A l R  p lans.  A l l  
p lans  h a v e  c o v e r a g e  l im i t s  f o r  t h e  d i f f e r e n t  t y p e s  o f  b u i l d i n g s  a n d  c o n t e n t s .  
A s  a d i s t i n g u i s h i n g  f e a t u r e  f r o m  F A I R  plans,  beach a n d  w i n d s t o r m  p lans  
g e n e r a l l y  s a f e g u a r d  a g a i n s t  s h o r t - t e r m  a d v e r s e  se lec t ion by r e f u s i n g  t o  accept  
app l i ca t ions  w h e n  p o t e n t i a l  s t o r m  damage i s  i m ~ n i n e n t . ' ~  I n  c o n t r a s t  t o  t h e  
low p e r c e n t a g e  of F A I R  p l a n s  w i t h  t h i s  p r o v i s i o n ,  mos t  beach a n d  w i n d s t o r m  
p lans  p r o v i d e  c r e d i t  aga ins t  members '  p l a n  assessments w i t h  respec t  t o  t h e i r  
v o l u n t a r y  w r i t i n g s  o f  po l ic ies  in t h e  des igna ted  coastal  a reas . "  

Joint U n d e r w r i t i n g  P lans 

A J o i n t  U n d e r w r i t i n g  Pian o r  J o i n t  U n d e r w r i t i n g  Associat ion ( "JUP" o r  
"JUA" )  i s  a n o t h e r  mechanism t o  p r o v i d e  access t o  a f f o r d a b l e  i n s u r a n c e  to  a 
res idua l  m a r k e t  by a m a n d a t o r y  poo l ing  o f  i n s u r e r s  d o i n g  bus iness  in t h a t  
s ta te .  I n  f i v e  s ta tes  (F lo r ida ,  Hawai i ,  Mich igan,  M issour i ,  a n d  New J e r s e y )  a 
JUP p r o v i d e s  access t o  automobi le i n s u r a n c e  t o  h i g h  r i s k  moto r i s t s  w h o  d o  n o t  
q u a l i f y  f o r  c o v e r a g e  i n  t h e  v o l u n t a r y  m a r k e t . "  T e n  s ta tes (F lor ida,  Kansas, 
Massachusetts,  Minnesota,  New Hampshi re ,  New Y o r k ,  Pennsy lvan ia ,  Sou th  
Caro l ina,  Texas ,  a n d  Wisconsin) h a v e  J U A s  i n  o p e r a t i o n  t o  p r o v i d e  access t o  
medical  ma lp rac t i ce  i n s u r a n c e . "  Severa l  s ta tes  h a v e  fo rmed J U A s  t o  p r o v i d e  
access t o  l i a b i l i t y  i n s u r a n c e  t o  o t h e r  h i g h  r i s k  bus inesses such  as d a y  c a r e  
c e n t e r s . & '  

JUPs g e n e r a l l y  o p e r a t e  in a manner  s im i la r  t o  F A l R  p lans  operating; 
t h r o u g h  s e r v i c i n g  c a r r i e r s .  T o  es tab l i sh  a JUP, a s ta te ' s  leg is la t ion w o u l d  
r e q u i r e  al l  i n s u r a n c e  companies w h i c h  w r i t e  po l ic ies  of a spec i f i ed  n a t u r e  t o  
p a r t i c i p a t e  in t h a t  s ta te ' s  J U P  as a c o n d i t i o n  o f  d o i n g  bus iness  i n  t h a t  s ta te .  
A l im i ted  n u m b e r  of members p e r f o r m  t h e  f u n c t i o n s  o f  s e r v i c e  c a r r i e r ,  
i n c l u d i n g  t h e  w r i t i n g  o f  pol ic ies,  co l lec t ion o f  premiums, a n d  t h e  p r o c e s s i n g  
o f  p o i i c y h o i d e r s '  c la ims. Based u p o n  t h e  i n s u r a n c e  company 's  s h a r e  o f  t h e  
spec i f i c  v o l u n t a r y  m a r k e t ,  each member i s  assessed a s h a r e  o f  t h e  
u n d e r w r i t i n g  r e s u l t s  f r o m  t h e  s e r v i c e  c a r r i e r s '  po l ic ies  i ssued  for t h e  J U P . " '  

T h e r e  does n o t  appear  a t  t h i s  t ime  to  b e  a n y  s t a t e  w h i c h  has estab l ished 
a JUP t o  p r o v i d e  access t o  p r o p e r t y  i n s ~ r a n c e . ' ~  T o  p r o v i d e  t h e  same t y p e  
o f  mechanism as a JCP f o r  p r o p e r t y  i nsu rance ,  severa l  states u t i l i z e  F A l R  
p lans opera ted  t h r o u g h  s e r v i c i n g  c a r r i e r s .  

One not iceab le  d i f f e r e n c e  between t h e  o p e r a t i o n  o f  a JUP a n d  a F A I R  
p l a n  u s i n g  t h e  s e r v i c i n g  c a r r i e r  method  i s  t ha t  a JUP is  o f t e n  es tab l i shed  as 
a mechanism w i t h i n  the srate 's  i n s u r a n c e  d e p a r t m e n t  a n d  admin is te red  d i r e c t l y  
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by t h e  s ta te ' s  i n s u r a n c e  commissioner.  I n  some states,  t h e  s ta te  i n s u r a n c e  
commissioner i s  empowered by s t a t e  leg is la t ion  t o  a c t i v a t e  a J U P  if t h e  
commissioner de te rm ines  t h a t  i n s u r a n c e  is  unava i lab le  f o r  a g i v e n  l i n e  o f  
i n s u r a n c e .  5 0  

I n  c o n t r a s t ,  a F A l R  p l a n  is  g e n e r a l l y  es tab l i shed  by leg is la t ion  as a n  
e n t i t y  w i t h i n  t h e  i n s u r a n c e  i n d u s t r y  a n d  sub jec t  t o  t h e  a p p r o v a l  a n d  
superv is ion ,  but n o t  t h e  d i r e c t  admin is t ra t ion ,  o f  t h e  s ta te 's  i n s u r a n c e  
commissioner.  In a t  l eas t  o n e  state,  the leg is la t ion  w h i c h  g o v e r n s  t h e  s ta te ' s  
F A l R  p l a n  also a u t h o r i z e s  t h e  s ta te 's  i n s u r a n c e  commissioner t o  es tab l i sh  a 
JUP "if a t  a n y  t ime  t h e  commissioner de te rm ines  t h a t  t h e  ( F A I R )  f a c i l i t y  i s  
n o t  adequa te ly  f u l f i l l i n g  i t s  s t a t e d  ( leg is la t i ve )  p u r p o s e .  " 5 1  Such  a p r o v i s i o n  
ind ica tes  t h a t  a F A l R  p l a n  g e n e r a l l y  operates,  t o  a l a r g e  e x t e n t ,  o u t s i d e  t h e  
d i r e c t  c o n t r o l  o f  t h e  i n s u r a n c e  commissioner,  w h i l e  t h e  JUP, o n  t h e  o t h e r  
hand,  operates a t  t h e  d i r e c t i o n  o f  t h e  s ta te ' s  i n s u r a n c e  r e g u l a t o r s .  



Chapter  5 

CONSIDERATIONS FOR A PLAN T O  PROVIDE 
INSURANCE ACCESS I N  HAWAII 

Sugqested Measures f o r  a Plan 

Legislat ion 

Since t h e  FA lR  p lan is t h e  common means employed by o ther  states t o  
p rov ide  access t o  p r o p e r t y  insurance, a FAIR plan, if d i rec ted  b y  t h e  
Legislature, can be  developed b y  assessing the  prov is ions o f  o t h e r  states' 
plans in relat ion t o  t h e  specif ic needs f o r  insurance access i n  t h e  State. 
However, before a plan is established, considerat ion should b e  g iven t o  t h e  
adverse ef fects t h a t  can be  expected. These adverse ef fects a re  described i n  
t h e  n e x t  p a r t  o f  t h i s  chapter .  

T h e  usual pa t te rn  i n  establ ish ing a FA lR  plan i n  a state is t o  enact 
legislat ion establ ishing t h e  plan, r e q u i r i n g  t h e  par t ic ipat ion o f  ai l  insurers  
do ing  business i n  t h e  state, subject ing t h e  plan t o  t h e  approval  and 
superv is ion o f  t h e  state's insurance commissioner, and ou t l i n i ng  t h e  plan's 
s t r u c t u r e  and procedures.  These prov is ions are re lat ive ly  simi lar i n  all states 
w i t h  mandatory FA lR  plans. 

As t h e  focus of t h i s  s tudy ,  residents o f  areas h igh l y  exposed t o  hazards 
comprise t h e  p r imary  populat ion f o r  which access t o  p r o p e r t y  insurance is t o  
be  p rov ided .  Most plans o f fe r  coverage statewide; however, one plan, t h e  
Cal i fornia FAlR Plan, has focused i ts  coverage on areas h igh l y  exposed t o  t h e  
hazard o f  b r u s h  f i r e  and on u rban  areas. Since t h e  Cal i fornia FAIR plan has 
been operat ing w i th  underwr i t i ng  p ro f i t s  i n  recent  years, i t s  plan may be  a 
w o r t h y  model f o r  developing a plan f o r  t h e  State, should t h e  legis lature 
des i re  one. A copy of t h e  Cal i fornia s ta tu te  establ ishing t h e  FA lR  Plan and a 
copy o f  t h e  Plan's plan o f  operat ion are  p rov ided  i n  Appendices G and H, 
respect ive ly .  

I n  par t i cu la r ,  t h e  Cal i fornia Plan has several features wh ich  seem t o  
minimize t h e  problems which FAlR plans general ly  encounter  as residual 
market  mechanisms. F i rs t ,  policies under  t h e  Cal i fornia FA lR  Plan are 
available on l y  " i n  those geographic o r  u rban  areas designated b y  t h e  
commissioner,"' specif ically, w i th in  ci t ies and designated b r u s h  f i r e  areas.' 
I n  t h i s  respect. t h e  Cal i fornia Plan is designed t o  p rov ide  insurance t o  
persons res id ing  i n  known areas of h igh  f i r e  exposure. T h e  Plan's l imited 
areas o f  coverage may reduce t h e  potent ial  volume f luctuat ions and t h e  
number o f  applications f o r  proper t ies f o r  which insurance was denied i n  t h e  
vo lun ta ry  market  not  f o r  environmental reasons b u t  f o r  t h e i r  condit ions o r  
o the r  reasons n o t  wi th in the  legislat ive i n ten t  o f  the  Plan. 

For  policies purchased i n  t h e  b r u s h  f i r e  areas, a specif ic b r u s h  
surcharge is inc luded i n  each premium and is determined b y  many factors, f o r  
example, " the  distance t h e  h i g h l y  inflammable na t ive  b r u s h  is cleared f rom t h e  
s t r u c t u r e . " '  Therefore,  t h e  Plan's premiums, t o  some extent ,  more closely 
approximate t h e  actual costs of i nsu r ing  t h e  h igher  b r u s h  f i r e  exposures and 
resu l t  i n  better underwr i t i ng  resul ts .  
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T h e  Cal i forn ia FA lR  Plan is also one o f  t h e  few which g i v e  c red i t  on 
members' p lan assessments f o r  t h e  policies which they  respect ive ly  w r i t e  
w i th in  t h e  Plan's designated areas . "  Th i s  p rov is ion  f u r t h e r s  one o f  t h e  
legis lat ive purposes o f  t h e  FA lR  Plan, which is " to  encourage maximum use, 
i n  ob ta in ing  basic p r o p e r t y  insurance, of t h e  normal insurance market  
p rov ided  by admitted i nsu re rs  and l icensed surp lus  l ine  brokers . " '  
Essent ial ly a FA IR  p lan  works  bes t  i n  i t s  role as a residual market  mechanism 
when i t s  s t r u c t u r e  and operat ion minimize i t s  share o f  t h e  insurance 
market, '  and  t h e  descr ibed prov is ions  of t h e  Cal i forn ia FAIR Plan seem 
focused i n  t h a t  d i rect ion.  

A p lan f o r  t h e  State should p r o v i d e  "basic p r o p e r t y  insurance,' '  which is 
descr ibed i n  bo th  t h e  legislat ion and plan o f  operat ion f o r  t h e  Cal i forn ia FA lR  
Plan as p r o v i d i n g  coverage f o r  t h e  fo l lowing:  

. . . p  e r i l s  insured under t h e  standard f i r e  p o l i c y  and extended 
coverage endorsement and vandalism and mal ic ious mischief  and such 
o ther  insurance coverages as may be added w i t h  respect t o  such 
p rope r t y  ( i n  the  designated l oca t i ons )  by the  i ndus t r y  placement 
f a c i l i t y  w i t h  t h e  approval of the  commissioner o r  by  the  
commissioner, but s h a l l  n o t  inc lude insurance on automobile o r  farm 
r i s k s .  ' 

With th i s  de f in i t ion  of "basic p r o p e r t y  insurance," e i ther  t h e  plan o r  t h e  
insurance commissioner can add o the r  opt ional p r o p e r t y  coverages which t h e  
vo lun ta ry  market  is re fus ing  t o  p rov ide  i n  the  designated areas. 

Operat ion 

While most FAlR plans operate as syndicates and p rov ide  policies 
d i rec t ly ,  a p lan f o r  t h e  State could in i t ia l l y  use t h e  serv ic ing c a r r i e r  method 
o f  operat ion. I n  t h i s  way, t h e  plan can begin operat ing w i thout  t h e  
addit ional t ime and  expense t o  establ ish procedures o f  i t s  own f o r  i ssu ing  and 
serv ic ing  policies. Once i n  operat ion, t h e  plan can switch t o  opera t ing  as a 
syndicate if t h e  demand f o r  t h e  p lan 's  services can be be t te r  served w i t h  t h i s  
method. 

A plan f o r  t h e  State should inc lude measures f o r  loss contro l .  For  
instance, t h e  plan should adhere t o  t h e  pr inc ip le  o f  l imi t ing coverage t o  t h e  
actual cash value of t h e  p r o p e r t y .  Th is  measure wi l l  reduce t h e  incent ive t o  
engage i n  "a rson - fo r -p ro f i t . "  Furthermore, t h e  State's plan can follow t h e  
example of windstorm and beach plans and safeguard against sho r t - t e rm 
adverse selection b y  re fus ing  t o  accept applications when a potent ial  na tura l  
hazards is imminent. 

I n  addi t ion,  t h e  State's p lan must  develop a cost-ef fect ive method of 
making p r o p e r t y  inspect ions. For small-scale FAlR plans which w r i t e  a large 
number of policies i n  r u r a l  areas, inspect ion b y  t h e  insurance agents prov ides  
t h e  pract ica l  means o f  assessing t h e  condit ions o f  p roper t ies . '  
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Publ ic Pol icy Considerat ions 

Subsidizat ion by Othe r  Pol icyholders 

Member companies o f  a residual market  mechanism share t h e  costs 
generated by t h e  mechanism, i nc lud ing  t h e  u n d e r w r i t i n g  losses and 
adminis t rat ive and  operational expenses. Ult imately, "these costs a re  passed 
along t o  t h e  member companies' pol icyholders t h r o u g h  t h e i r  p r o p e r t y  
insurance premiums. Therefore, t h e  p r o p e r t y  owner not  i nsu red  b y  t h e  FAlR 
plan subsidizes t h e  losses t o  t h e  proper t ies  insured b y  t h e  FA lR  p lan." '  

Similarly, i nsu red  motorists subsidize motorists who must purchase no- 
f a u l t  insurance f rom t h e  JUP under  t h e  d iv is ion o f  motor vehicle insurance. 
However, access t o  motor vehicle insurance is important  because no- fau l t  
insurance coverage o f  a motor vehicle is mandatory i n  t h i s  State f o r  t h e  
operat ion o f  t h a t  motor v e h i ~ l e . ' ~  I n  contrast,  purchase of p r o p e r t y  
insurance i s  no t  a legal requi rement  f o r  t h e  ownership o f  a home o r  o ther  
p rope r t y ,  a l though f inancial  ins t i tu t ions  may requ i re  i t  as a condit ion f o r  
mortgage loans. 

Fur thermore,  motor vehicle insurance benef i ts  t h e  pub l ic  general ly,  
because it indemnifies persons f o r  losses f o r  which t h e  owner o r  operator of 
an i nsu red  vehicle i s  legally l iable. Since most FAlR plans o n l y  cover  d i rec t  
losses f rom specif ic per i ls ,  t h e  benef i t  o f  i nvo lun ta ry  insurance would accrue 
on l y  t o  pol icyholders o f  t h e  insured p r o p e r t y .  Subsidizat ion o f  p r o p e r t y  
insurance may b e  d i f f i cu l t  t o  j u s t i f y  when t h e  subsid ized populat ion was on 
not ice t o  an area's h igh  exposure t o  a hazard and nevertheless chose t h e  
opt ion of l i v i n g  i n  t ha t  area f o r  o the r  reasons. Subsidizat ion allows these 
residents t o  t rans fe r  t h e  r i sks  o f  t h e i r  selection t o  an i nsu re r  albeit  an 
i nvo lun ta ry  one. 

Expected Increase i n  Risk f o r  Areas 
H i g h l y  Exposed t o  Hazards 

Since p r o p e r t y  insurance coverage is of ten a condit ion of mortgage 
loans, t h e  unavai labi l i ty  of insurance coverage f o r  p roper t ies  w i th in  an area 
presents an obstacle t o  construct ion w i th in  t h a t  area. I n  fact,  t h e  concept o f  
FA lR plans was f i r s t  developed as a means o f  removing t h i s  obstacle which 
was d iscouraging renovat ion in u rban  areas." 

Consequently,  one expected e f fec t  o f  a FAlR plan, o r  o the r  residual 
market  mechanism, is t h e  faci l i tat ion of development t h r o u g h  new construct ion 
w i th in  an area where construct ion was hampered by t h e  unavai labi l i ty  o f  
insurance.  However, development i n  an area may no t  be  desirable if i t  
increases r i s k  i n  tha t  area. A s  prev ious ly  explained, r i s k  increases when an 
area exposed t o  a hazard becomes more densely populated o r  otherwise 
d e ~ e l o p e d . ' ~  T .  M.  Banta, t h e  manager o f  t h e  Cal i fornia FAlR Plan 
Association, gives a good descr ipt ion o f  how a residual o r  i nvo lun ta ry  market  
mechanism can, b y  removing an obstacle t o  construct ion,  increase r i s k  i n  an 
area exposed t o  a hazard: 

b h i l e  a- involuntary market makes insurance available to 

presenz strucrures in an environaentaily distressed area, which can 
be considered a problem soived, i~ a l so  can pra~oie ccnstrucrioa of 



CONSIDERATIONS FOR A PLAN TO PROVIDE INSURANCE ACCESS I N  H A W A I I  

new s t r u c t u r e s  t h a t  would otherwise not and should not  be 
constructed i n  such hazardous a rea .  A f r e e  market would r e s t r i c t  
such cons t ruc t ion  s ince  requi red  insurance t o  back cons t ruc t ion  
loans wouid be d i f f i c u l t  t o  ob ta in  a t  a f fordable  r a t e s .  

I f  insurance is a v a i l a b l e  through an involuntary market and 
the re fo re  p ro tec t ion  i s  afforded t o  lenders ,  a  p o t e n t i a l  minor 
ca tas t rophe  can be b u i l t  i n t o  a  p o t e n t i a l  major ca tas t rophe  due t o  
extensive new cons t ruc t ion  i n  the  environmentally d i s t r e s s e d  a rea . "  

T h e  Civil Defense Division of Hawaii's Department of Defense has 
previously expressed  its disapproval  of legislation which may increase r isk by 
providing access to  insurance  in a r e a s  highly exposed t o  a  hazard :  

Tne passage of t h i s  b i l l  would r equ i re  t h e  S t a t e  t o  i n d i r e c t l y  
encourage insurance companies t o  underwrite some form of insurance 
fo r  a l l  r e s iden t s  without regard t o  t h e i r  loca t ion  of residence.  
With t h i s  provision of i n s u r a b i l i t y ,  ind iv iduals  would poss ib ly  be 
encouraged t o  bui ld  t h e i r  homes i n  high t h r e a t  a r eas .  From a publ ic  
s a f e t y  standpoint, people should not be encouraged t o  bu i ld  i n  such 
a r e a s .  l a  

Clearly, t h e  expected increase in r i sk  by g r e a t e r  development potential 
is an effect  which cannot  be  ignored in  creat ing access to  insurance  fo r  a reas  
with high exposure  to  hazards .  T h e  ultimate policy determination which t h e  
Legislature must make in  t h i s  area is whether  t h e  need t o  pro tec t  and 
possibly encourage residential development in a reas  known to  b e  suscept ible  
to  natural hazards is as  important an objective as  encouraging t h e  
redevelopment of blighted urban  a reas ,  o r  providing access  t o  motor vehicle 
insurance  which is required by law. 



Chapter  6 

FINDINGS AND RECOMMENDATIONS 

F ind inqs  

1. Na tu ra l  d isasters a re  pe r i l s  wh ich  are  d i f f i c u l t  t o  insure.  

A na tura l  d isaster  usual ly  affects whole areas a t  one time. Because o f  
t h i s  tendency,  a na tura l  d isaster  presents corre lated r i sks  and t h e  l ikel ihood 
o f  adverse selection. Fur thermore,  because a na tura l  d isaster  occurs 
in f requent ly ,  i t s  p robab i l i t y  o f  occurrence and  expected losses are  d i f f i cu l t  t o  
p red i c t  w i t h  accuracy. T h e  ef fect  on access t o  insurance b y  these d i f f icu l t ies 
has led t o  t h e  establishment of t h e  National Flood Insurance Program and a 
s t u d y  f o r  a possible federal  ear thquake and re insurance program. 

2. Residents l i v i n g  i n  areas af fected by t h e  recent  lava f lows are now no t  
able t o  purchase p r o p e r t y  insurance, b u t  those who obtained coverage i n  
t h e  pas t  a re  able t o  maintain it. 

T h e  Hawaii I nsu re rs  Counci l  has c la r i f ied  tha t  t h e  insurance policies o f  
i t s  members do  cover  t h e  losses d i rec t l y  caused b y  t h e  lava f low.  As a good 
fa i t h  agreement, i t s  members wi l l  no t  cancel o r  re fuse t o  renew ex i s t i ng  
insurance policies. However, p r o p e r t y  owners are  c u r r e n t l y  unable t o  
purchase new policies f o r  t h e i r  p roper t ies  i n  t h e  affected areas. Only a small 
number o f  p rope r t y  owners had insurance policies on  t h e i r  proper t ies before 
t h e  lava f lows entered t h e i r  areas. 

3.  Most res idents '  p r o p e r t y  insurance did no t  cover  p r o p e r t y  damage caused 
by f lood ing  f rom Hur r icane lwa and t h e  1987 New Year's Eve rainstorm. 

A la rge  major i ty  of residents whose proper t ies  were damaged b y  f looding 
did no t  have f lood insurance coverage on t h e i r  p roper t ies .  One reason f o r  
t h i s  was t h a t  t h e  Flood insurance Rate Maps do not  indicate t h e  affected 
proper t ies '  exposures t o  t h e  hazard of f looding f rom such sources as 
hurr icanes and extremely heavy ra in fa l l .  

4. In r u r a l  areas in t h e  B i g  Island's southwestern region and o the r  
locations w i th in  t h e  State, p r o p e r t y  owners have l imited access t o  
p r o p e r t y  insurance. 

Many insurance companies are  re luctant  t o  p rov ide  p rope r t y  insurance t o  
p roper t ies  i n  those areas which do not  have county  f i r e  and police services 
and are, therefore,  h igh l y  exposed t o  t h e  th rea ts  of f i r e  and t h e f t .  Locally 
based insurance companies may p rov ide  p r o p e r t y  insurance at a reasonable 
premium f o r  a p r o p e r t y  i n  these areas if t h e  residence's s t ruc tu ra l  a n d  
maintenance condit ions are  sat is factory.  
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5. A F A l R  p lan  i s  t h e  common res idual  market  mechanism f o r  p r o v i d i n g  
access t o  p r o p e r t y  insurance. 

Most states w i t h  FAIR plans make plan par t ic ipat ion mandatory f o r  al l 
insurance companies do ing  business i n  t h e i r  respect ive jur isd ic t ions.  Each 
member o f  a FAIR p lan is assessed a share o f  t h e  p lan 's  u n d e r w r i t i n g  losses 
upon t h e  basis of t h a t  member's share of t h e  vo lun ta ry  market .  A FA lR  plan 
operates e i t he r  as a syndicate o r  t h r o u g h  a se rv i c ing  c a r r i e r .  

A JUP is similar t o  a FA lR  plan opera t ing  t h r o u g h  a serv ic ing  ca r r i e r  
except  t h a t  a JUP is d i rec t l y  administered by t h e  respect ive state 's  insurance 
commissioner. A JUP is usual ly  establ ished t o  p rov ide  access t o  l iab i l i t y  
insurance.  The re  does not  appear t o  be  any  state wh ich  has establ ished a 
JUP t o  p rov ide  access t o  p r o p e r t y  insurance. 

6. O the r  pol icyholders i nd i rec t l y  subsidize persons i nsu red  by a residual 
market  mechanism, and  t h i s  e f fec t  is an impor tan t  po l i cy  considerat ion. 

Since al l  insurance companies do ing  business i n  a state are  requ i red  t o  
par t i c ipa te  i n  t h e  state's FA lR  p lan and  each pay  a share o f  t h e  plan's 
u n d e r w r i t i n g  losses, t h e  insurance companies pass on t h e i r  shares of t h e  
p lan 's  losses t o  t h e i r  pol icyholders as a cost o f  business. As another  t y p e  of 
res idual  market  mechanism, a JUP also causes subsidizat ion t o  occur;  
however, t h i s  e f fec t  may be  jus t i f ied  b y  t h e  pub l i c  pol icy reasons f o r  
establ ish ing a JUP, such as t h e  fac t  t h a t  people are requ i red  b y  law t o  have 
motor vehicle insurance f o r  any  car  t h e y  own.  

7. Development by increased const ruc t ion  i s  expected t o  occur  i n  areas 
which are highly exposed t o  hazards and  i n  which access t o  p r o p e r t y  
insurance i s  p rov ided  by a FAIR p lan.  

Since construct ion loans of ten requ i re  p r o p e r t y  insurance on t h e  
mortgaged p r o p e r t y ,  access t o  p r o p e r t y  insurance i s  l i ke ly  t o  promote 
cons t ruc t ion .  However, increased construct ion may no t  be  desirable i n  areas 
o f  h igh  exposure t o  hazards because t h e  r i s k  o f  p r o p e r t y  loss increases when 
these areas are  developed. Th is  e f fec t  i s  a s igni f icant  pub l ic  pol icy 
considerat ion i n  assessing t h e  consequences o f  establ ish ing a FAlR plan t o  
p r o v i d e  access t o  p r o p e r t y  insurance i n  areas h i g h l y  exposed t o  hazards. 

Recommendations 

1. A request  f o r  rev is ion o f  t h e  Flood lnsurance Rate Maps should b e  
submit ted t o  FEMA. 

T h e  c u r r e n t  Flood lnsurance Rate Maps do no t  ref lect  t h e  hazards of 
hur r icanes such as iwa o r  extremely heavy ra infa l ls  such as on New Year 's  
Eve, December 31, 1987. FEhlA should be  encouraged t o  s tudy  these o the r  
types  o f  f lood events which have occur red  i n  t h e  State and rev ise t h e  Maps 
t o  re f lec t  these types  o f  f looding hazards.  If t h e  Maps p rov ide  a be t te r  
ind icat ion o f  t h e  var ious f looding hazards, residents can make a be t te r  
assessment of t h e i r  p roper t ies '  level o f  exposure t o  f looding in decid ing 
whether  to p u r c h a s e  f lood insurance.  



PROPERTY INSURANCE--FOR NATURAL D I S A S T E R  AREAS 

2. I n  cons ider ing  t h e  implementation o f  a res idual  market  mechanism, t h e  
need t o  p r o v i d e  access t o  p r o p e r t y  insurance must  be  weighed against 
t h e  impor tan t  pub l i c  po l i cy  considerat ions. 

T h e  pub l ic  pol icy considerat ions are  t h e  residual market  mechanism's 
ef fects o f  subsidizat ion and increased r i s k  f rom expected development i n  areas 
h i g h l y  exposed t o  hazards. "A FAIR plan ( o r  o the r  residual market 
mechanism) should not  be  considered unless it is apparent  t h e  balance o f  
problems solved w i l l  outweigh t h e  problems created b y  t h e  plan. '"  I n  o ther  
words, t h e  Legis lature should not  d i rec t  t h e  establishment of a FAlR plan o r  
JClP unless it believes t h a t  t h e  benef i ts  o f  making insurance ava~ iab le  o r  more 
a f fo rdab le  t o  persons l i v i n g  i n  areas h i g h l y  suscept ible t o  na tura l  disasters 
outweigh t h e  disadvantages o f :  

(1 )  Having all o the r  pol icyholders subsidize these purchases; and 

(2) Possibly encouraging even more development i n  these areas--which 
can lead t o  even greater  damage i n  t h e  f u t u r e .  

I f  t h e  benef i ts  of a plan are  found t o  outweigh t h e  problems, a plan 
should be  implemented w i t h  t h e  elements descr ibed i n  Chapter  5. I n  
summary, such a plan should invo lve  mandatory par t ic ipat ion o f  insurers,  
designate specif ic areas where coverage is available, p rov ide  c red i t  f o r  
insurers '  vo lun ta ry  wr i t ings ,  p rov ide  basic p r o p e r t y  insurance t o  which o ther  
coverages can b e  added, charge premiums w i th  a surcharge t o  re f lec t  the  
increased r isks ,  and begin operat ion t h r o u g h  a serv ic ing  ca r r i e r .  

3. A t ten t ion  and  suppor t  should b e  d i rec ted  a t  t h e  ongoing s t u d y  o f  a 
possible federal  ear thquake and re insurance program. 

Since t h e  contemplated federal law would p rov ide  insurance coverage f o r  
volcanic erupt ions,  t h i s  federal  level mechanism would eliminate the  
unavai labi l i ty  o f  p r o p e r t y  insurance experienced b y  Hawaii c i t izens who own 
p r o p e r t y  o r  reside i n  areas h igh l y  exposed t o  volcanic hazards. The  
establishment of a federal  program would, therefore,  solve t h e  State's p r imary  
def ic iency of accessible p rope r t y  insurance, and t h e  State's implementation o f  
a residual market  mechanism would on l y  dupl icate t h i s  federal solution. 
Consequently, considerat ion o f  a FA lR  p lan f o r  t h e  State should include 
moni tor ing t h e  measures be ing  proposed at t h e  federal level .  
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Appendix A 

HOUSE RESOLUTION NO. 434, FOURTEENTH LEGISLATURE, 
1987 REGULAR SESSION, STATE OF HAWAII 

REQUESTING A STUDY OF METHODS FOR PROVIDING INSURANCE TO F i A X A I I  
RESIDENTS LOCATED I N  AREAS SUSCEPTIBLE TO NATURhL 
DISASTERS AND VANDALISM. 

WHEREAS, t h e r e  a r e  r e s i d e n t s  of Hawaii  who, b e c a ~ e e  t h e i r  
p r o p e r t y  i s  l o c a t e d  i n  a r e a s  which a r e  s u s c e p t i b l e  t o  n a t ~ r a !  
d i s a s t e r s ,  a r e  n o t  a b l e  t o  o b t a i n  b a s i c  p r o p e r t y  i n s u r a n c e ;  and 

WHEREAS, t h e r e  a r e  r e s i d e n t s  of  Hawaii who, due  t o  t h e  
l o c a t i o n ,  a g e ,  o r  d i l a p i d a t e d  c o n d i t i o n  of t h e i r  d w e l l i n g s ,  a r e  
n o t  a b l e  t o  o b t a i n  b a s i c  p r o p e r t y  i n s u r a n c e ;  and 

WHEREAS, t h e  L e g i s l a t u r e  r e q u i r e s  more i n f o r m a t i o n  on t h e  
a v a i l a b i l i t y  problem d e s c r i b e d  above: and 

WHEREAS, t h e r e  a r e  two mechanisms, a  FAIR ( F a i r  k c c e s s  io 
i n s u r a n c e  Requ i remen t s )  P l a n  and  JUP ( J o i n t  Underwr i t i ng  P i a n i  
which may be e s t a b l i s h e d  t o  p r o v i d e  i n s u r a n c e  c o v e r a g e  f o r  
t h o s e  p e r s o n s  d e s c r i b e d  above  who f i n d  p r o p e r t y  i n s u r a n c e  
u n a v a i l a b l e ;  and 

Wi3EHEAS, t h e  L e g i s l a t u r e  r e q u i r e s  a compar iso?  of these 
two p l a n s  f o r  r e l i e f ,  and recommendations a s  t o  whlch p l a n ,  i f  
e i t h e r ,  would be a b l e  t o  p r o v i d e  r e l i e f  t o  t h e  ?.bore-rnentic~ed 
p e r s o n s ;  now, t h e r e f o r e ,  

BE IT RESOLVED, by t h e  House of R e p r e s e n t a t i v e s  of t h e  
F o u r t e e n t h  L e g i s l a t u r e  of  t h e  S t a t e  of  Hawaii ,  R e g u l a r  S e s s i o n  
of 1987,  t h e  S e n a t e  c o n c u r r i n g ,  t h a t  t h e  L e g i s l a t i v e  R e f e r e n c e  
Bureau i s  r e q u e s t e d  t o  conduc t  a s t u d y  which would i n c l u d e  t h e  
i d e n t i f i c a t i o n  of t h e  n a t u r e  and e x t e n t  of t h i s  u n a v a i l a b i l i t y  
problem f o r  t h e  s p e c i f i c  p e o p l e  ment ioned ,  a d e t e r m i n a t i o n  a s  
t o  whether  t h e  problem j u s t i f i e s  government i n t e r v e n t i o n ,  and a 
compar ison  o f  t h e  r e l a t i v e  s t r e n g t h s  and  weaknesses  of  t h e  FAIR 
p l a n  and J o i n t  Underwr i t i ng  P l a n  i n  a d d r e s s i n g  t h i s  problem; and 



HE I T  FURTHER RESOLVED, t h a t  t h e  s t u d y  be s u b m i t t e d  t o  tF.- 
L e g i s l a t u r e  p r i o r  t o  t h e  conven ing  of  t h e  R e g u l a r  S e s s i o n  of 
1988;  and 

BE IT  FURTHER RESOLVED, t h a t  a c e r t i f i e d  copy of t h i s  
r e s o l u t i o n  be s e n t  t o  t h e  L e g i s l a t i v e  R e f e r e n c e  Bureau.  

OFFERED BY: L c - 2  ‘dzz-. 
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Appendix B 

NATIONAL FLOOD INSURANCE COVERAGE IN HAWAII 

Number of Policies in Effect Toral Total 
Residential Commercial Coverage Premiums 

7 9 477 $ 55,598,300 $1,045,222 

2 ,929 671 408,028,500 1 ,438 ,951  

165 582 91,649,600 293,623 

1 ,035  656 200,540,000 760,800 

Provided by Brom Hunt, Sarketing Representative, West Regional Office, 
National Flood Insurance Program, Petaluma, CA. 



Append ix  C 

ZONES OF OVERALL RELATIVE RISK FROM VOLCANIC HAZARDS 

0 10 20 Miles 

.7 . r~gure 12-8. Zones of overall relative risk from volcanic hazards. .A repre- 
sents the least risk, xhile F is the probable highest. Adapted from 

.. - . - -  . " 
xullineaux and peterscn, 5 :  2 ;  5 .  z r ~ ?  r s  scr:; 0.- !.r-:ciS, U. S. G. S. 
Open-file report 74-239, 1974.  

source: ~~i v .  steinbrugge, ,rapt;crs2;Gs, ;'.;!zar.-s, , ~ r d  ' : S Y ? ; X ~ E :  A . .T?~^/c::~ 

s" Fc;.aa-i.dc (New York: Skandia ilmerica Group, 19821, p. 271. 



Appendix D 

FAIR PLAN OPERATION I N  OTHER STATES 

Source: National Committee on Property Insurance, Compendium of 

State Property Insurance Plans (Boston, 19871, Summary 

of State Property Plans Operations. 

Footnotes on last page of Appendix. 



Appendix D-1 

MEMBERSHIP AND EXPIRATION DATE OF LEGI:';LATION 

su.mary of sfdte ~ropezty Plans operat,onr 
SeCtLo" I ...... 1......,.........................1....*...........*..........~...*.......~fi.*...............*"...........................~....~....*......*. 

GPOrgI. 
Illinois 
lodiarra 

Kansas 
Kentucky 
LOU1PIaaa 

maryland 

New Jelrey 
Nex Herico 
Ner Yort 
Hortb Carolina 

Ohio 
oregoo 
Pennrylvaoia 
Rhude Island 

Virginia 
uashington 
Yest Yzrginis 
VlSconlin 

voluntary mandatory 
...................... 

Type af 
Pool l a 1  

Expires 
f'crlloxing Date 

No Date 
Specified 

S 
S 

msc 

ssc 
SSC 
SSC 
s 

S 
SSC 

s 
SSC 

S 

lb i  lo "volrinfary" Plans armbrrshlp l a  voluntary and termlnstloo i s  not set by l,eq~rlatton. ................................................................................................................................................. 
lReviscd 101871 
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Appendix 0 - 5  

FAIR PLAN RATE SCHEDULE 

Same as  
Bureau Rates 

Surcharge 
Applied t o  

Bureau Rates;k S t a t e  Other - 

Cal i fo rn ia  
Connecticut 
Delaware 
D i s t r i c t  of Columbia 

Georgia 
I l l i n o i s  
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Mary land 

Massachusetts 
Plichigan 
llinnesota 
Missouri 

New Jersey  
New Mexico 
New York 
Korth Carol ina 

Ohio 
Oregon 
Pennsylvania 
Rhode Is land 

Virg in ia  
Washington 
West Virginia  
Wisconsin 

"Sot including surcharges f o r  minor property de f i c i enc ie s  wi th in  t h e  concroi 
of t h e  pol icyholder .  



Footnotes for Appendix D 

Appendix D-1 

Exoiration Dare of ienislation 

Connecricut: The pla? expires after federal 
iegislatios expires, upon ihe 
insurance commissioner's 
derermination, efrer  
cansuirazion cirh the lcsurance 
indssrry, that the program 1 s  
no longer needed. 

:wdisiana: The plan expires 5C days ai:er 
the close of the regular 
session of t h e  1984 Losisiana 
Legislarure. 

fibode island: The pi&:, shall :lor. terminare 
richwar the vrlrten ionsenr  of 
the comm;ssianei. 

Appendix D-2 

Connecricut: Ttis number includes one ex.  
oificio, r.onro:ing member. 

^regor.: One of :he four public members 
m s r  be ar. insurance agent. -~ 

6 -  as..~ngco:.: L Of thc f o u r  members who are 
appc:rted acd vatlng, one 
member 1 s  a srrll~ing c a r r i e r .  

Appendix D-3 

cilifo:?;~: - ;he plan covers urban and brcrh 
areas designated by the 
insurance commissioner. He nay 
expand or  contract areas  
according ro the availability 
of x n s i r a n c e  in che volunrary 
mai-ez 

lnsurince againsr iosses iron 
Z . C ~  , exsended coverage, 
..- vmndal:ss. and maixciu-s 

, ~ m;sir;;er are ellgiblt 
. a * . . . .. -t,ide. l i ~ a s r c r ~  and h&;: 

coverage is avax lab ie  on:y ;r 
:he w;ndsror% ard tail area .  

Ke n - - c ~ > - :  El.giL:i. A -, :s imxted r o  a r e a s  

v ; ih  f ~ r e  Fro:ectlon class 
rarzngs ! r5;a;gi: 1:. 

Lc;is;sxe: Publzi schools are eligible 
siare~;de. 

Coverage Provided 

California: Earrhqilake insurance is 
available for  one- to four-n~ir 
dwellings by the Earthquake 
Assumption Endariamen?. 

Conrecrlcur : lasurance for pubiic liability 
to B maximum of $ 5 0 , 0 0 3  is 
available on 1-family, 2 -  
family, 3-family, and seasonni 
dwellings 

Georgia: blndsrorn end hail insurance is 
available only in t h e  windsrarm 
and hail area. 

. . - .  ~il:nois : The "broed form" policy, rhe  
policy for renters or owners of 
cooperarive sparzments, and the 
policy for owners of older 
structures are offered. 
Coverage is nor provided on 
scheduled personal properry. 
3axlmum dwelling coverage ~s 
s100,C00. 

Kenrucky:  The plan provides t h e  broad 
form policy ar.d t h e  policy tor 
ownexs of older srrucrures in 
Class I through l o .  

L o u l i x b n a :  -. .ne policy for owners of older 
s r rucrures  is available. 

Xar>-land: Honeowsers program provides 
llmired coverage cirh the 
policy for owners of older 
S L I C C T L I B S .  

3assachuse:ts: The plan offers the "broad 
form" policy, the "spec;ai 
iara" policy, the 
"comprehensive for?," policy, 
the policy for renters or 
owners of cooperative 
aparrments, and tte pclxcy for 
owners of condominium 
apartments. Ccveragr is no; 
provided or scteduied personal 
property. 

New Yoork: Coverage is provided far tlmr 
eienest . 

horrh Carolma: Aad;rzcnsi extenaec coverage 
ar.d Oprzana: Per;ls C s i e i v g t  
are p r o i ~ o e d .  



Appendix D-3 fcont. ) 

Crime insurance u a s  available 
since October 1, 1987.  nine 
subsidence insurance is 
avaiiable in 37 cocnries, 
reinsured by t h e  Ohio nine 
Subsidence Insurance 
Underuricing Assacxa:ion 
(OYSILA;. Coverage is 
restricred to one- to four- 
family dceilings. 

Rhode island: Same honeowners coverage is 
arovided as described for 
3assachuse:rs. There is a cap 
of S?jC,OOC an dueiiing 
coverage 

Wesr Virginia: Coa: azne sibsidence coverage 
is offered in cerrain counties. 
This coverage is reinsured by 
t h e  West \';rginia >!ine 
Sabsiden~c %nd. 

k.  ,iconsin: . homeouners coveragc is afiered 
an as actual cash value basis 
subject :c e Sic: dveliing 
deducrib:e and a s25C rhef: 
deduciibie i c h c f r  coverage 
amounrs lir.ired to 85,OCO:. 
Properties valued at lens t han  
~ 1 5 , 0 0 0  art  nor ellglble. 

Appendix 0 - 4  

K b i L i t y  Limzrs 

Cannecricnr: Tkere  is a i s a  550,090 Pcblic 
i~abiliry an i-ianily, 2 -  
iim;ly, 3-faei:; and seasonal 
diellings. Commercial conrer.:s 
: ~ c i r s  r n ~  be doubled if sale 
occupancy. 

Delaware: ?laxinun aggregate (buiidirgs 
and cor~renrs combined) . . :;ability per iocat~oc is 
S33C,000. For vacant or 
uaaccu;led prcperr? rhe  
1;abiliry llrnlt on buildings is 

. - 
r e b i e d  by c u - r k l r c .  ! t c r  
Icsta:,ce, :i :he lxi: or a?. 
o.scupled building were 
i?iC.OOO. then ;he linir on ar 

;ecrg;t: i;n:rs :n excess cr :hese LP :C 

S: .i m:ll~os are icdrrid-ally 
ccnsldered by rhe Undervritrng 
S~tccmmitree of the full board 
of direcrars. 

Louisiana: 

New Jersey: 

Oregon: 

Fennsyivania: 

Rhode Island: 

h e s t  Vlrginia: 

The contents for  H.0.-8 is ser 
st 50% of t h e  coverage on t h e  
building. FAIR Plan will 
accep: ;00>f public schooi 
liability. 

*laximum allowed on H.G. is 
Si,OGO. Torai limit is t h e  s m  
of Coverage A id~elling;, C 
(contenrs), and D (addir~a~ai 
. . 11viag expenses), laximum 
amount fa: buildings and 
contents is $l,iOS,OOO for 
mulriple inreresf policies. 

iiabiliry limits for 
homeouners: No limit--rusr 
i n s u r e  u? to 80% of repiacemen: 
cost. 

Commercial contenrs liabiliry 
nay be doubled for sole 
occupancy. 

The mercantile limir is 
S500,OOO. The manufaccurxng 
limit is S100,000. Higher 
:inits may be approved bi t h e  
Board of C:recrors 

Yaximum liability per iccarlan, 
bcild~rgs, and concerti 
combined is Si.5 milliox. 
Commerc~il conrenis may be 
dosbied if sa i e  occupancy. 

kameowse;~ :~m;ts of liab~lity 
tor dwel:;i!gs only is S2jG,G3C. 

!lin~mnm liability per lozariar, 
buildings, and conrents 
combined, stall nor exceed r h e  
maximum limit of S?OC.SOO per 
iuiarxon. 

Kertucky : Prorecred Classes 9 and 1C 
iS?iC,O:L eaxlnam:. 





Appendix F 

BEACH PLAN OPERATION I N  OTHER STATES 

E x p i r a t i o n  D a t e  
Membership o f  L e g i s l a t i o n  ( b )  E l  i g i b i e  A reas  

t x p  i r e s  S p e c i f i c  
l y p e  o f  F o l l o w i n g  No D a t e  . . Geog raph i c  

v o  I u n t a  ry ManifaJ.o.toyy Poo I 1 a  1 
~ ... .. . .. . . . .. . D a t e  a . e c ~ f l _ e _ d  Sta3.eaj de Areas  - other 

Alabama X - - S  - - - -  - - X - - 
f l o r i d a  - - X S  - - X - - X - - 
L o u i s i a n a  -- X SSC - - ( 1 )  - - X - - 
M i s s i s s i p p i  -- X SSC - - X - - X - - 
N o r t h  C a r o l i n a  -- X S - - X - - X - - 
Sou th  C a r o l  i nu - - X S  - - X - - X - - 
l e r a s  ( 2 )  - - X S - - X - - X - - 

( 1 )  E x p i r e s  30  days  a f t e r  t h e  c l o s e  o f  t h e  1989 L o u i s i a n a  L e g i s l a t u r e .  

2 )  The i n f o r m a t i o n  p r e s e n t e d  has  n o t  been v e r i f i e d  b y  t h e  Texas C a t a s t r o p h e  P r o p e r t y  
I n s u r a n c e  A s s o c i a t i o n  s i n c e  1984 and i s  n o t  b e l i e v e d  t o  be  c u r r e n t .  

( a )  S  - S y n d i c a t e  
SSC - S i n g l e  S e r v i c i n g  C a r r i e r  

( b )  I n  " v o l t ~ n t a r y "  P l a n s  membership i s  v o l u n t a r y  and t e r m i n a t i o n  i s  n o t  s e t  b y  L e q i s l a t i o n .  

****IHXXWX**XUW*UX*X*******************X*******~****************UU**UU***U*********~*********************** 

SoiIrCe: N a t i o n a l  Curnmi t t e e  or1 P r o p e r t y  Ins i r rance,  m m n _ d  ium o f  S t a t e  P r o p e r t y  
i nsu ranae  P l a n s  (Bos ton ,  1981) ,  Summary o f  Reach P l a n s  O p e r a t i o n s .  ... ~. ~~~~ 



Appendix G 

4 10080. Statement of premiums received: Action for penalty 
The corporation niay bring action to recover s u c l ~  penalty, a'ith costs, 
in any court of competent jurisdiction. 
Enrcld 1915 

prior Err: 

(a) Forrncr CC 5 453c, 85 a d d 4  hy SIRIS 1901 ch 422 5 I p 572. 

(h) Slntr 1875-76 cb 472 $ 1  p 690. as amended by Stals 1897 ch 168 5 I p 221. 

CIIAPTER 9 

Bar;c Pn~pcrty inrrrrsnce inysprrlion nnd Placemmr Plan 

[Add& by Slots 1968 ch 174 5 I,  eITective July 15, 1969.1 

5 10090. Purposes of chapter 
5 10391. Definitions 
5 10392. Chapter not npplicahle 
5 10393, Inspccfion or property 
5 10094. California FAIR Plan Association 

10394.2. Credit f o ~  irtsuiing risks in hrush l~arard arcas 
5 10095. Plan of operalion 

I0096 Adn%irkislrvtive and judicial review 
5 10097. trnnaunily from liability: Confidentiality of docurncnls 
5 IW9R. Acceplance of risks required 
5 10399 Federal rcirks~rrsncc program 
5 10100. Reports conrcrnirtg risks insured 
5 lOl00.l. Distrihuliori of risks 

Cross Relprmcrs: 
Modificaliun of iii5urrr'r righl to canccl policy covering propcrty witbin Fair Plan 

arc* $ 2074 7. 

Collateral R P ~ P I ~ O C P I :  
Cnl Jur 2d lnsarsncc 5 413 

5 10090. Purposes of chapter 
The purposes of this chapter are to do  all of the following: 
(a) T o  assure stability in the property insurance market for property 
located in the State of California. 
(b) To  assure the availability of basic property insurance as defined by 
this chapter. 
(c) T o  encourage maximum use, in obtaining basic property insur- 
ance, of the normal insurance market provided by admitted insurers 
and licensed sitrplr~s line brokers. 
(d) To  provide for the equitable distribution among admitted insurels 
of the responsibility for insuring qualified property for which bastc 
property insurance canool be obtained through the normal insurance 

h06 

market by the estahlishnient of a FAIR Plan (fair access to insurance 
requirements), an industry placement facility and a joint reinsurance 
a~sociation. 
Addrd Slots 190R ch 514 5 I ,  eKeclivc J t ~ l y  11. 1968: Amended S c n e  1969 ch 649 5 I .  
eltcclivc July 11. 1969. 

Amendment.: 
I969 Amendment: ( I )  Deleted "rcidcs,ial" hcforc "p~operly 1n;nlcd" it, SUM (a): 

and (21 added "and ticcnicd surplus line h r o h r i '  in ?oM (c). 

r~ t I~ t .~ . l  ~ ~ r ~ ~ ~ ~ ~ ~ ~ :  
L.aw Revre$" Arrrclt.~: 

Riol isrurance-slate rcn?~d&al te~lrlalloa. 20 llr-l 1.J 1263. 

5 10091. {)e(initinns (See amended section in following supplement par t . )  

Llnless the provision or content otherwise requires, the following 
definitions shall govern the construction of this chapter: 
(a) "Association" means a joint reinsurance association (the California 
FAIR Plan Association) consisting of all insurers licensed to write 
and engaged in writing in this state on  a direct basis, basic property 
insurance and crime insurance, o r  any component thereof in multi- 
peril policies. 
(b) "Commissioner" means the Insurance Commissioner of this state. 
(c) "Basic property insurance" means insurance against direct loss to 
real o r  tangible personal property a t  a fixed location in those geo- 
graphic o r  urban areas designated by the commissioner, from perils 
insured under the standard fire policy and extended coverage endorse- 
ment and vandalism and malicious mischief and such other insurance 
coverages as  may be added with respect to such property by the 
industry placement facility with the approval of the commissioner o r  
by the commissioner, but shall not include insurance on automobile 
or farm risks. 
(d) "inspection bureau" means the fire insurance rating organization 
designated by the industry placement facility with the  approval of the 
commissioner to make inspections to  determine tile condition of the 
properties for which basic property insurance is sought and t o  
perform such other duties as may be authorized by the industry 
placement facility. 
(e) "Industry placement facility," o r  "facility," means the organiza- 
tion formed bv insurers licensed to  write and eneaned in writitte basic 

eqt~itable apportionment among such insurcrs of such basic property 
insurance. 
(0 "Premiums written" means gross direct premiums charged with 

h07 

Source:  CaJfEn_ia.J-t?-ura&e-Codee c h .  9 (Deer ings  California Codes) 
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respect to  property in this state on all policies of basic property 
insurance and the basic property insurance premium components of 
all multiperil policies, less return premiums, dividends paid or cred- 
ited to policyholders, o r  the unused o r  unabsorbed portions of 
premium deposits. 
(g) "Insurer" means any person who undertakes to  indemnify another 
against loss, damage, o r  liability arising from a contingent o r  un- 
known event, and shall include reciprocals and interinsurance ex- 
changes. 
Added Slnlr 1968 ch 574 D I .  ciTcclire July  15. 1968; Amended Ststr 1969 ch 649 $2.  
eR~c l i rc  July 31, 1969; Slats 1970ch 633 5 1; Slalr 1911 ch 415 5 I ,  ciTeclivcfuly 29. 1911. 

Anrsndmmta; 
1969 Amendment: ( I )  I h l e l d  ''hon?cownrrs or other dwclling" kforc "multiperil" 

in suM (a): (2) s u h l i l u l d  " i s  llinre geographic or urban srcas dsignaicd by ihr 
commissioner" for "used sr a duelling" after "fired location" and "or farm risks" 
lor ", farm, commcrcinl, and niasufactstiag risks" in mM (c): (3) suhtitulcd 
"pra,nr'' for "dwllir~g owncn and =cupants" aner "rlati lo assist" in suM (r); 
(4) amended SUM (0 by (a) dcbling "dwclling" ancr "with rcvpecl to": and (b) 
ruhticuting "all" for "hommwers md o~hcr dweliin8" *ner "cr,mpntnts of'; 
end (I) added S U M  (8). 

1910 Amendment; Suhtiluted "who undcrlnkcs to indenmiry another againsl t a r ,  
dnmagc, or liability arising fiozn a contingcnl or unknown cucnc" lor "or 
urgnniznlioo sr speciIicd in Sn l i& ,n  826 of lhir c d e "  in SUM (8). 

1911 Amendment; Amcnded ruhd (a) by addinp ( I )  "(lhc California FAIR Plan 
Auoeiation)", and (2) "nnd crimr inrursncs;' 

Char Rehrmccr: 
Mdificnliuo of insurer's righl lo cnnccl p l i c y  conlaining basic property inrurancc: 

4 2074.1. 

g 10092. Chapter not applicable 
This chapter shall not apply to county mutual fire insurers nor to  
fraterr~al fire insurers. 
Addcd Sfsts 1968 ch 574 8 1, ciTcclive July IS ,  1968. 

$10093, Inspection of property 
(a) Any person having an insurable interest in real o r  tangible 
personal property who, after diligent effort, has been unable to obtain 
basic property i n s u r a ~ ~ c e  through normal channels from an admitted 
insurer or a licensed surplus line broker, shall be entitled upon 
applicatio~i to the facility to  an inspection of the property by repre- 
sentatives of the inspection bureau. Such inability to obtain such 
insurance after diligent effort through normal channels may, in the 
cliscretion of the association, be demonstrated by a signed general 
statement to  that effect on a form prescribed by the association. 
(b) T h e  manner and scope of the inspection and the form of the 
inspection report shall be prescribed by the facility with the approval 

M I X  

of the commissioner. The inspection shall include, but need not be 
limited to, pertinent structural and occupancy features as well as the 
general condition of the building and surrounding structures. A 
representative photograph of the property may be taken as part of the 
inspection. 
(c) Promptly after the request for inspection is received, an inspection 
shall be made and an insrrection renort filed with the comnanv o r  
companies designated by ' the  faciliiy. A copy of the cdmpfeted 
inspection report shall be sent to  the facility and to  the applicatit 

~ ~ 

upon request. 
Added Slats 1968 ch 514 5 I ,  rmctiv~ July  IS, 1968; Amcnded Slalr 1969 eh 649 5 3. 
cffcctive July 31. 1969; Statr 1970ch 613 8 2. 

Amendmsnta; 
1969 Amendment: Amendcd SUM (a) by (1) dclcling "at s A i d  location u . d  ar a 

dwelling" after "personal properly": and (2) adding "or s liccnrrd surplus line 
broker". 

1910 Amtndmenh Added the m o n d  Eenlcnce in ruM (a). 

Cross Relermroa: 
lnsurahlc inkerst: §$ 280 et rrq. 

4 10094. California FAIR Plan Association 
Within 30 days after the effective date of this chapter, with the 
approval of the commissioner, all insurers licensed to  write and 
engaged in writing in this state, on a direct basis, basic property 
insurance o r  any component thereof it1 multiperil policies, shall 
establish an industry placement facility, the California FAIR Plan 
Association, to formulate and administer a program for the equitable 
apportionment among such insurers of basic property insurance which 
may be afforded persons having an interest in real o r  tangible personal 
nronertv who. after d i l i~en t  effort (as soecified in subdivision (al of 
;ec~ioti'10093), are unabje to  procuie s&h insurance through normal 
channels from an admitted insurer o r  a surplus line broker. Each such 
insurer, a s  a condition of its authority to  transact such kinds of 
insurance in this state, shall participate in sucll industry placement 
facility program in accordance with rules to be established by a 
governing committee consisting of nine insurers elected annually in 
the manner to  be provided in the program. The governing committee 
shall, in addition. have as nonvotine members one renresentative of 

each to be appointed hy the Governor. The governing committee may 
erlablist~ separate classifications of written premiun~s for the purpose 
of eauitable distribution but shall not include nren~iums from automo- 
bile or farm risks. The program may also provide, with the approval 
of the comsticsioner, for assessil.cnt of all members in amounts 
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sufficient to operate the facility, znd may establish maximum liniits of 
liability to be placed tliroaglr the program, reaso~iable underwriting 
standards for detertninirrg iosorability of a risk, and comn~ission to he 
paid to the licensed producer designated hy the applicant. 
Added Stalr 1968 rll $74 ( I ,  cKkctiur July IS, 1968; Anlcndcd Stair 1969 ch M9 $4 .  
cllcctivc l u ly  31, 1969; Sluts IY70ch 613 5 3; Slats I971 ck 415 5 2, clTectiuc July 29, 1971. 

1969 Amendmm(; ( I )  Amcndnl fhr nrd scatfrtwr by (a) deleting "honrrowntis or 
o<hcl dwitting" 'c.,mp,rirni iticimr iil": (h) ddcling "a, a filed loca~ion 
tltni R S  a durlling" snrr  "taiigihlc wrsossl pioprly":  and (c) adding "or a 
rurplur line broker" an?, "sn adcnitlcd inrurcr"; (2) rtrhslitufcd "nine" ior "five" 
snrr "conristia~ oP' in thc sccond Emlence: (3) added the third rcsancc, and (4) 
ruh~t i tutcd "or ktni  risks" lor ", farm. commcrci~l. or mneuf~et i l r ing risks'' in 
the fourth 3cntcncr. 

I970 Amendmat(: Added ( I )  "(as rph-iiicd in suMiri$ion (a) of Seclion la'J93):' in 
chc first ss icsrc:  and (2) ". one ~rn incnta l i r t  or nsrolus line brokers." in chc . . . ~ 

third xnrmce. 
I971 Amendment: Addcd "the Cnliiornia FAIR Plan Asr~iation." in rhc Arrl 

mle,,ce. 
crou R t b r a n t a :  

Commitlee ro rervc as governing conts?iltn: of Riot and Civil Dieordcrr lnsucawe 
Ara~rialion: $ 13050 

Coll.tera1 Relcrencm: 

l a w  R w c w  Amcln 
Riot issar8ncc-sls,e rm,cdint lcgi~laiion 20 14nrt 1J 1261 

g 10094.2. Credit for insuring risks in brush hazard areas 
The facility shall, pursuant to regulations adopted by the commis- 
sioner, provide for a method whereby insurers who voluntarily write 
basic property insurar~ce on risks located in areas designated as brush 
hazard areas by the Pacific Fire Rating Bureau will, to that extent, be 
pn~portionately relieved of the liahility to participate in a plan 
adopted pursuant to this chapter. Nothing in this chapter shall 
preclude adoption of a plan or plans to allow proportionate credit for 
voluntary writings in other areas or for other classes of insurance. 
Added SlnLr I969 ch 649 § 5 ,  cKictivc July 31. $969. ch 12.37 8 I .  

10095. Plan of operation 
(a) Within 30 days fr~llowing tlre effective date of this chapter, the 
association shall sahniit to the commissioner. for his review, a 
proposed plan of operation, consistent with the provisions of this 
chapter, creatirlg an association consisting of all insurers licensed to 
write and en~aaed  in writirra in this state, on a direct basis. basic .. " " 
property insuratlce or any component tllereof in homeowners or other 
dwelling multiperil policies. Every such irlsurer shall be a mernber of 

the association and shall rernain e member as a condition of its 
authority to transact such kinds of insurance in this state. 
(b) The proposed plan shall authorize the association to assume and 
cede reinsurance on risks written by insurers in corlforlnity with the 
program 
(cj Lleder the plan, each insurer shall participate in the writings, 
expenses, profits and losses of the association in the proportion that 
its pren~iumswritten during the second preceding calendar year bear 
to the aggregate premiums written by all insurers in the prograrn, 
excluding that portion of the premiums written attributable to the 
operation of the association. 
(dj  The plan shall provide fix adnlinistration hy a governing cornrnit- 
tee under rules to be adopted by it with the approval of the 
comnrissioner. Voting on administrative questiorrs of the association 
and facilitv shall he weiabted in accordance with each insurer's 
premiums .written duringwthe second preceding calendar year as 
disclosed in the reports filed by the insurer with the commissioner. 
(e) The plan shall provide for a plan to encourage persons to secure 
basic property insurance through normal channels from an admitted 
insurer or a licensed surplus line broker by informing suclt persons 
what steps they must take in order to secure such irlsurancc through 
normal channels. 
(0 The plan sllall be subject to the approval of the comruissioner and 
shall go intn effect upnn the tentative approval of the con~niissiorrer. 
The con1missioner may, at any time, withdraw his tentative approval 
or he may, at any time after be has given his final approval revoke 
such approval if he fcels it is necessary to carry out the purposes of 
the chapter. The withdrawal or revocation of such approval shall rlot 
affect the validity of any policies executed prior to the date of sucll 
withdrawal. If the comn~issioner disapproves or withdraws or revokes 
his approval to all or arry part of the plan of operation, the associa- 
tion shall within 30 days, submit for review an appropriately revised 
plan or part thereof, and, if the association [ails to do so, or if the 
revised plan so filed is unacceptable, the cornmissioner shall prornul- 
gate such a plan of operation or part ?hereof as he rnay deem 
riecessary to carry out the purpose of this chapter. 
(g) The association may, on its own initiative or at the request of the 
commissioner, amend the plan of operation, subject to approval by 
the commissioner, who shall have supervision of the inspection 
bureau, the facility and the association. The commissioner or any 
person designated by him, shall have the power of visitation of and 
examirratirln into the operation and free access to all the books, 
records, files, papers, and documents that relate to operation of the 
facility and associali(:n, and may slirrknron, qualify and examine as 
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witnesses all persons having knowledge of such operations including 
officers, agents or enlployees thereof. 
Added Ststs 1968 ch 574 5 I. cRcctive fuly 15. 1968; Amended Scats 1912 ch 743 5 1. 

Arnendrnmk: 
1972 Amendment: (1) Added suM 6): and (2) ndsignnted former ruMr (c) and (0 

lo bc %"MI (0 snd (8) 

Collslsra1 Rtrerence.1: 

Isr Rrvieu Arrirln. 
Rcvicw arsclccted I912 Ccdr 1.cgirlaliue. 4 Pacific IJ 511. 

5 1W96. Administrative and judicial review 
(I) Any applicant or affected insurer shall have the right of appeal 
from any act or decision of either the facility or the association to the 
governing committee. A decision of the committee may he appealed 
to the commissioner within 30 days after such decision. Upon such 
appeal the commissioner may make any order to implenlent the 
purposes of the chapter and the plan. 
(2) All orders or decisions of the commissioner made pursuant to this 
chapter shall be subject to judicial review. 
Added Slats 1968 ch 514 5 I, cAcclivc July 15. 1968. 

SUGGESTED FORM 

eetitlon for writ or ampi ~ ~ s ~ ~ . ~ ~ .  C ~ ~ ~ I ~ I O ~ . .  TO h i s t  partl H..I~~ 
lnsunhls l n t c rn t  i n  Reel Propmy To Oblsin R u i r  P rop r l y  Insurance 
(Tvle of Coon and raurr/ 
I Pctitiuncr r n i d n  at .. ' ..... [addmql, iin the City of _'~-. County 01 ...'-._. 
Sintt of California. 

2. Rnpmdcnt is the Inruranrr tosnrniuionrr of the State o f  Cslifo~ornia and is rmpwrred, 
pursuant to Scciion t(OW of the lnn,rancc Ccdc ol rhe Sralc o f  California. lo a a ~ r e  thc 
availability ol haric property insurancr wilhin thc Statc of California. 

1. Pckitioncr is the owncr of ihc following real property imaled st [addmEl, in the 
City o f  Coi$nly o f  ... ! State or California, and dacribcd as follows: 

'..... L w  forth legs1 de$crigt;onl. 
4. Fmm ... ' .  .._. IP.?. lo 8 . ~ . ~ ,  19.'I. petitianrr x,ught through diligent cKort lo  
ohlein basic property insurance for the sforrmcnkioned property through nortnsl channels 
from the following . . .  [admitted inaurerr or licensed surplus line brokerrj: 
!<-.~. . Pelitioner was unsble tlsrough hia diligent cRortr to vcure  basic properly 

il3suranct front ihc aforementirxxd [admitled insurers or liccnwd surplus line 
b,"kcrs]. 

5 .  On .." .. . .  10 "., sr prcrcribed by Section ItX113 of thc lnrurnncc Ccde or the Sfatc 
of Cslifomia, petitioner applied in ... n.... ..... j m r f u i ~  plscemcnl AciR~yIfor sn inrpeclion 
of his p i op r t y  by rcprmnla t ivs  of ... 1% ........ (mspcct;un bureau/ A copy o f  petitiancr's 
applicslion il altnched. nlxrknl Exhibit " ." aod by rcfcrcncc made part hcrcof. 
6 ... ...... bFe( firth dr<a,l.s of in.$prie"J 

.. 7 On .. " ....... 19~stC. ihe rrpres-ien$atives of . .= finsption burraul filed lhrir 
icwrt with .... [foiuranrr conipany or conspania] deligoatd by _*< ........ (md~rs- 
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8. On -m - ....... 1927.. as a rau l r  o f  the rccommcndath,nr o f  ...= .......... /mspl;on 
.... bumul, n...... ._ fidzt,?rry placcmcnr raollttyl rcfommcedcd lhst petilioncr was no1 

eligible for haric property i~isurance. 

9. Petitioner is informed and believes and lhercon allcgs that the r cwmrnenda l i ~ ,~~~  or 
... ....... _ humau)are incorrect i n  thc following pnrticularr: ..".... 

10, [TI *ppic*Mc, W hr,h furlher  la.",^ ~""po,Iiii~ sUt&*lirn ;VI forth I" 
Pzrd&mph 91. 

.. 1 I On 35 19-*~ ,  pclitianer appealed the drcisius of _= [indu.slgr ~>laccmcnl 
....... liciirlylto ..a (govmiiig commhlmlas pracribed by Section BOW6 of the lnsurancs 

Ccdc of ihc Slalc o f  California. 
12. _n. . (w forth adm;n*lral;ve p m d t i r a  1i1rz.d by 8 o v ~ m ; g  commrtrcc h sctig 

.. ...... on pd;,iuncr's apprall. On _~"- 19 %. _.'%.. [8ovemin8 o~n>n>itlccj accepled 
. the rlcommcx~dationr ol_"-_.. /hdusrry pplsccnrml finlily/. 

13. On _::-. .., 19. "., as prescribed hy Ssi iou lmV6 o f  the lnlursnce Ccdc o f  the Slstc 
of Cslifornia. pelitioilei sppraled l o  respondent Come,issioncr from the decision of 

......... . . _'4 [ ~ovmina  comm;lteJ .'.. &%I forth adminisrraliuc pmedurn r~(I l izd 
.. by mrpondcnl m scitng on pcf,tiomcr's eppealJ On , 19 fl., respondenr upheld the 

decirion 01 [povrm;"g cornmdlmJ 

Rcspondcnt's order ~pho ld ing  lhc decision o l  .. .'L_--. [govcm;"~ comrn~llcc/ war bawd 
on the following Rndings o f  racl: 

14. Respondent erred in upholdiog the decision o f  [8<1,vcmiiig c0mnr;tI~lffor thc 
following reasons: .... "'. 
Is. [If appiiiible, set forth riifhcr nllcgarioira a i  pm7crit.W by Sn.non I094 J of 
the Code of OM1 Pnxdrtic. supporr;na an abuse of d;scmt;on by msmmdenr, or thsl (he 
hnd;ngs ~ f ~ s ~ > ~ d e n r  sm nor suppond by the c r i h e  or as Chc c8.w ntay be] 
16. Peiitioncr has crhaustcd all avsilable adn>iainrativc remedies rcquired l o  be p i r r rud  by 
him prior lo the filing o f  this petition. 

U.  Pctiti<,ner d w  not hsvc a plain, speedy, and adcqaale remedy in the ordinary coume of 
law ill chat .." .... _ .  
Wherefore. petitioner prnyr that there be isrued against respondent s writ of mandate. e copy 
o f  which is stlached herelo. such writ k i n g  madc lcrecur~,shlc wilhin romr hricf p e r i d  

.... cornpelling respondent to rcrcind the decision of - ~ * < .  [gob,c,n,ng conmvrtm/ and lo 
order .... M _  [N)~&ISIIY placcmcnl Actli!y] 6 0  assist petilioncr i n  rrcuting basic ptopcrty 
insurance for his slorcmcnrioned property. or show cause why respondent should 1x01 do ro 
Dated _*> .- ......, 19~"_. 

[s#"anrie/ 

 or ucnfic~~ion, see form scl our under CCI' # 4461 

Points and Authorities: 

5 10097. Immunity from liability; Conffdentia!ity of documents 
There shall be no liability on the part of, and no cause or action of 
any nature shall arise against the insurers, the inspection bureau, the 
facility, the association, the governing con~n~ittee, their agents or 
eniployee~, or the comniissioner or his authorized representatives, 
with respect to any inspections required to be undertaken by this 
chapter or for any acts or omissiorts in connection therewith, or for 
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any statetnent~ made in any reports and communications concerning 
the insurability of tlte property, o r  in the findings required by the 
provisions of this chapter, or a t  the hearings conducted in connection 
therewith. The reports and con~munications of the irrsnection bureau. 
tllr f:l.lI!l), I I IC  .l\\tlil:ltic)ll. and Ihr rrc(lrd5 nf thr go\erlling ctllllrr>it- 
t r r  ~h.311 IWI hc \on<iclcrrd public documpnts. 
Added Stalr 1968 ch 574 § I ,  rRcciivr July IS, 1968 

10098. Acceptance of rlsks required 
Acceptance of risks assigned under this chapter and performance of 
any act required by this chapter is a condition of the right to continue 
to  hold a certificate of at~thority to  transact insurance business in this 
state. All insurers, on and after the effective date of this chapter, by 
continuing to hold a certificate of authority to  transact insurance 
busitless shall he deemed to  have consertted to  the responsibilities 
imposed by this chapter. 
A d d d  Skalr 1968 ch 574 5 I. cAcclivc July IS. 1968. 

4 1W99. Federal reinsurance program 
i n  addition to any powen corrferred upon him by this o r  any other 
law, the commissioner is a~lthorized to  d o  all things necessary to  
enable the State of California and any insurer participating in any 
program approved by the commissioner to fully participate in any 
federal program of reinsurance which may be hereafter enacted for 
purposes similar to the purposes of this chapter. 
Addcd Slstr 1968 rh  574 5 I ,  cRnl i rc  Juts IS. 1968. 

5 101W. Reports concerning risks insured 
T h e  commissioner may require such reports from insurers concerning 
risks insured under any program approved pursuant lo this chapter as 
he shali deem necessary to effect the purposes of this chapter. 
A d d d  Ststs I968 ch 174 8 1, rRcclive l u l y  IS. 1968. 

$ 10iW.1. Distribution of risks 
The facility, subject to the approval of the Insurance Commissioner, 
may provide for the eqnitable distribution of risks provided for in this 
chapter by means of assignment to individual members of such facility 
or by a pool o r  association of insurers participating in such facility. 
A d d d  Slats I968 ch 174 $ 1 .  rlfeziiue l u l y  15. 1968. 
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8 1Mi91. I>eRnitians 
Unless the provision or content otherwise requires, the following dellnitions 
shall govern the construction of this chapter: 
(a) "Association." "industry plarernent facility," or "facility," means n joint 
reinsurance assi~ialion (the California FAIR Plan Association), formed by 
insurers licensed to write and engaged in writing basic property insurance 
within this state to assist persons in securing basic propesty insurance and to 
forn~ulate and administer a program for the eqixilnhle nrnr~rtiontncat among 
such insur~rf nCsuc11 hasic property insurance. 
(b) "Commissioner" means the Insurance Camn~issioner of this state. 
(c) "Hasic property insurance" means insurance against direct loss to real a 
tangible personal property at s fined location in those geogrrtphic or urban 
areas designated by the commissioner, front perils insured under the stan- 
dard fire policy and extended coverage endorsenlent and vandalism and 
malicious mischief and such other insurance coverages as may be added 
with respect to such property by the industry placement facility wit11 the 
approv~l of the commissioner or by the commissioner, but shall not include 
insurance on automobile or farm risks. 
(d) "lnspection bureau" means the organization or organizations designnted 
by the assmiation with the approval of the commissioner to make inspec. 
lions to determine the condition of the properties for which basic property 
insurance is sought and to perform such other duties as may be authorized 
by the association. 
(e) "Premiums written" means gross direct premiums charged with respect 
to property in this state on all policies of basic property insurance arid the 
basic property insurance premium components of all o~ultiperil policies, less 
return premiums, dividends paid or credited to policyholden, or the unused 
or unabsorbed portions of premium deposits. 
(I) "Insurer" means any penon who undertakes to indemnify another 
against loss, damage, or liability arising from a contingent or unknown 
event, and shall include reciprocals and interinsurance exchangcq. 
Amnlded s u t ~  i980ch 121 f I ,  &'%tire May 11, 1980. 

Amadmb; 
1980 bdmat 11) Sobstilutrd sutd (a) iw r m n  sutd (a), (11 lmrndcd suM (d) by rub<itudng (%I 
"org.nilation or q s n i u t i o n l  dnignsied hy ibc ruocistion'' for "&re inrunnu: r s ~ n g  orgnniracion 
dnivatrd I,) t h ~  iodu,tiy p~8cm,cnt recitity"; -nuosi.tion- for "indurtiy p~accincllt raciiicy7 a 
th. md ihc s u ~ i r i r i o n ;  ($1 dric~ed romcr .UM (.); III redaignltcd fomcr (0 and (8)  to 

k *OM, (.) and (0. 



Appendix H 

CALIFOWLA FAIR PZSIV ASSOCIATION 

The C a l i f o r n i a  FAIR Plan ( h e r e i n a f t e r  r e f e r r e d  t o  a s  the  P lan)  has been 
f o m u l a t e d  by t h e  insurance indus t ry  f o r  the  purpose of making c e r t a i n  Proper ty  
Insurance a v a i l a b l e  t o  r espons ib le  a p p l i c a n t s  who have been unable t o  secure  
such insurance i n  t h e  normal insurance market. 

DIVISION I - Proper ty  Insurance Plan 

Sect ion I - Purposes of Plan 

The purposes of t h e  Plan a r e :  

A. t o  make a v a i l a b l e ,  s u b j e c t  t o  t h e  cond i t ions  h e r e i n a f t e r  s t a t e d ,  
Basic  P roper ty  Insurance and E s s e n t i a l  Proper ty  Insurance;  

B.  t o  e s t a b l i s h  a  FAIR Plan ( F a i r  Access t o  Insurance Requirements), 
and t o  provide f o r  t h e  e q u i t a b l e  d i s t r i b u t i o n  and placement of r i s k s  among 
Insure r s  i n  t h e  manner and sub jec t  t o  t h e  cond i t ions  h e r e i n a f t e r  s t a t e d ;  and 

C .  t o  conform w i t h  t h e  app l i cab le  p rov i s ions  of the  Urban Proper ty  
P r o t e c t i o n  and Reinsurance Act of 1968 and C a l i f o r n i a  Insurance Code, Chapter 9 ,  
P a r t  1, Divis ion 2 .  

Sect ion I1 - E f f e c t i v e  Date 

The Plan s h a l l  become e f f e c t i v e  a s  of J u l y  24 ,  1968 

Sect ion 111 - D e f i n i t i o n s  

A. " Insurer"  means any insurance company o r  o t h e r  o rgan iza t ion  which i s  
author ized t o  w r i t e  and is  engaged i n  w r i t i n g  proper ty  insurance business ,  on a  
d i r e c t  b a s i s ,  i n  t h i s  S t a t e .  

B .  1. "Basic Proper ty  Insurance" means insurance a g a i n s t  d i r e c t  l o s s  t o  r e a l  
o r  t a n g i b l e  pe r sona l  p roper ty  a t  a  f ixed  l o c a t i o n  i n  those  geographic o r  urban a r e a s  
des ignated by t h e  Commissioner, from p e r i l s  insured under t h e  s t andard  f i r e  po l i cy  
and extended coverage endorsement and vandalism and mal ic ious  mischief and such 
o t h e r  insurance coverages a s  nay be added w i t h  r e s p e c t  t o  such proper ty  by t h e  
Placement F a c i l i t y  w i t h  the  approval  of the  Cowmissioner o r  by t h e  Comiss ioner ,  but  
s h a l l  not  include insurance  on automobile o r  farm. Earthquake insurance s h a l l  be 
a v a i l a b l e  on one t o  f o u r  family res idences  t h a t  a r e  o therwise  e l i g i b l e  f o r  f i r e  
insurance coverage i n  the  Plan.  The coverage s h a l l  be a v a i l a b l e  through the  use 
of t h e  earthquaice damage assumption endorsement recommended by t h e  Insurance 
Services  Of f i ce .  

2 .  " E s s e n t i a l  Property insurancew means insurance a g a i n s t  d i r e c t  l o s s  t o  
proper ty ,  inc lud ing  b u i l d e r s  r i s k s ,  a s  def ined and l i m i t e d  i n  s tandard f i r e  
p o l i c i e s  and extended coverage endorsement thereon,  a s  approved by the  Commissioner, 
and insurance f o r  such types ,  c l a s s e s ,  and l o c a t i o n s  of p roper ty  a g a i n s t  the  p e r i l s  
of vandalism, mal ic ious  mischief ,  burglary ,  o r  t h e f t ,  a s  t h e  Secre ta ry  by r u l e  
s h a l l  des igna te .  Such insurance s h a l l  no t  inc lude  automobile insurance and s h a l l  
no t  include insurance  on such types of mancfacturing r i s k s  a s  may be excluded by 
the  C c m i s s i o n r r .  



C .  " I n d u s t r y  P lacement  F a c i l i t y "  ( h e r e i n  r e f e r r e d  t o  as t h e  Placement 
F a c i l i t y )  means t h e  o r g a n i z a t i o n  f o m e d  f o r  t h e  f o l l o w i n g  pu rpose s :  

1, t o  f o r n u l a t e  and a d m i n i s t e r  t h e  P l a n ;  

2 .  upon r e q u e s t  by o r  on b e h a l f  of  any p r o p e r t y  owner r e q u e s t i n g  
a n  i n s p e c t i o n  unde r  t h e  P l a n ,  t o  d i s t r i b u t e  t h e  r i s k s  i n v o l v e d  e q u i t a b l y  
among t h e  I n s u r e r s  w i t h  which i t  is  do ing  b u s i n e s s ;  and 

3 .  t o  p l a c e  i n s u r a n c e  up t o  t h e  f u l l  i n s u r a b l e  v a l u e  o f  t h e  r i s k  
t o  be  i n s u r e d  w i t h  one  o r  more I n s u r e r s  w i t h  which i t  i s  do ing  b u s i n e s s ,  
e x c e p t  t o  t h e  e x t e n t  t h a t  d e a u c t i b l e s ,  p e r c e n t a g e  p a r t i c i p a t i o n  c l a u s e s ,  and 
o t h e r  u n d e r w r i t i n g  d e v i c e s  a r e  employed t o  meet s p e c i a l  p rob lems  of i n s u r -  
a b i l i t y .  

D .  " I n s p e c t i o n  Bureau" means t h e  o r g a n i z a t i o n  d e s i g n a t e d  by t h e  Placement  
F a c i l i t y  w i t h  t h e  a p p r o v a l  of  t h e  Commissioner t o  make i n s p e c t i o n s  t o  d e t e r m i n e  
t h e  c o n d i t i o n  of t h e  p r o p e r t i e s  f o r  which B a s i c  P r o p e r t y  I n s u r a n c e  is  sough t  
and t o  pe r fo rm  s u c h  o t h e r  d u t i e s  a s  may be  a u t h o r i z e d  by t h e  P lacement  F a c i l i t y .  

E. "Urban Area" i n c l u d e s  any m u n i c i p a l i t y  o r  o t h e r  p o l i t i c a l  s u b d i v i s i o n  
a f  t h i s  S t a t e ,  s u b j e c t  t o  p o p u l a t i o n  o r  o t h e r  l i m i t a t i o n s  d e f i n e d  i n  r u l e s  
and r e g u l a t i o n s  of  t h e  S e c r e t a r y ,  and s u c h  a d d i t i o n a l  a r e a s  a s  may be  d e s i g n a t e d  
by  t h e  Commissioner.  

F. "Geographica l  Area" means any  a r e a  d e s i g n a t e d  by t h e  Committee w i t h  
t h e  a p p r o v a l  of  t h e  Commissioner.  

G .  "Premiums W r i t t e n "  means g r o s s  d i r e c t  premiums charged  w i t h  r e s p e c t  
t o  p r o p e r t y  i n  t h i s  S t a t e  on a l l  p o l i c i e s  of  B a s i c  P r o p e r t y  I n s u r a n c e  and of  
E s s e n t i a l  P r o p e r t y  I n s u r a n c e  and t h e i r  premium components of a l l  m u l t i p e r i l  
p o l i c i e s ,  less r e t u r n  premiums, d i v i d e n d s  p a i d  o r  c r e d i t e d  t o  p o l i c y h o l d e r s ,  
o r  t h e  unused o r  unabsorbed p o r t i o n s  of premium d e p o s i t s .  

H .  "Commissioner" means t h e  I n s u r a n c e  Commissioner of  t h e  S t a t e  o f  C a l i f o r n i a .  

I .  " S e c r e t a r y "  means t h e  S e c r e t a r y  of t h e  i j n i t e d  S t a t e s  Department of  
Housing and Urban Development.  

J .  "Plan" where used  i n  t h i s  D i v i s i o n  i s  a p p l i c a b l e  o n l y  t o  t h i s  D i v i s i o n  
e x c e p t  where o t h e r w i s e  p rov ided .  

S e c t i o n  I V  - FAIR P l a n  - I n s p e c t i o n s  and Repo r t s  

A .  Any p e r s o n  hav ing  a n  i n s u r a b l e  i n t e r e s t  i n  r e a l  o r  t a n g i b l e  p e r s o n a l  
p r o p e r t y  i n  t h e  S t a t e  of C a l i f o r n i a  w i t h i n  t h e  a r e a  covered  unde r  t h e  P l a n  
s h a l l  be  e n t i t l e d  upon w r i f t e n  o r  o r a l  r e q u e s t  t h e r e f o r  t o  t h e  P lacement  F a c i l i t y ,  
t o  a  prompt i n s p e c t i o n  of t h e  p r o p e r t y  by t h e  I n s p e c t i o n  F a c i l i t y  w i t h o u t  c o s t .  

B .  The manner and s cope  of  t h e  i n s p e c t i o n s  of FAIR P l a n  b u s i n e s s  s h a l l  be  
p r e s c r i b e d  by t h e  Placement  F a c i l i t y  w i t h  t h e  a p p r o v a l  of  t h e  Commissioner.  

C.  An i n s p e c t i o n  r e p o r t  s h a l l  be  made f o r  e a c h  p r o p e r t y  i n s p e c t e d .  The 
r e p o r t  s h a l l  cove r  p e r t i n e n t  s t r u c t u r a l  and occupancy f e a t u r e s  as w e l l  a s  t h e  
z e n e r a l  c o n d i t i o n  o f  t h e  b u i l d i n g  and s u r r o u n d i n g  s t r u c t u r e s .  A  r e p r e s e n t a t i v e  
photograph  of t h e  p r o p e r t y  may be  t aken  d u r i n g  t h e  i n s p e c t i o n .  
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D. The i n s p e c t o r  s h a l l  have no a u t h o r i t y  t o  a d v i s e  whether  any  Insure:  
w i l l  p r o v i d e  t h e  c o v e r a g e .  

E .  A f t e r  t h e  i n s p e c t i o n  a  copy of  t h e  comple ted  i n s p e c t i o n  r e p o r t ,  and 
any  photograph  i n d i c a t i n g  t h e  p e r t i n e n t  f e a t u r e s  of  b u i l d i n g ,  c o n s t r u c t i o n ,  
main tenance ,  occupancy  and s u r r o u n d i n g  p r o p e r t y  s h a l l  h e  s e n t  t o  t h e  d e s i g n a t e d  
i n s u r e r  o r  t o  t h e  Placement  F a c i l i t y  p rompt ly  and i n  any  e v e n t  w i t h i n  f i v e  
days  a f t e r  t h e  r e p o r t  i s  comple ted .  The r e p o r t  s h a l l  i n c l u d e  a  d e s c r i p t i o n  
of any c o n d i t i o n s  f o r  which  cha rges  o r  s u r c h a r g e s  may be  imposed. A copy of 
t h e  i n s p e c t i o n  r e p o r t  s h a l l  be  made a v a i l a b l e  t o  t h e  a p p l i c a n t  o r  h i s  agenz 
upon r e q u e s t .  

S e c t i o n  V - P r o c e d u r e  A f t e r  I n s p e c t i o n  

A .  The P lacement  F a c i l i t y  s h a l l ,  w i t h i n  t h r e e  b u s i n e s s  days  a f t e r  r e c e i p t  
of  t h e  i n s p e c t i o n  r e p o r t  and r e q u e s t ,  comple te  a n  a c t i o n  r e p o r t ,  a d v i s i n g  t h a t :  

1. t h e  r i s k  i s  a c c e p t a b l e  and i f  s u r c h a r g e d ,  t h e  improvements 
n e c e s s a r y  b e f o r e  i t  w i l l  p r o v i d e  cove rage  a t  an unsu rcha rged  rate; 

2 .  t h e  r i s k  w i l l  be a c c e p t a b l e  i f  t h e  improvements no t ed  i n  t h e  
a c t i o n  r e p o r t  a r e  made by t h e  a p p l i c a n t  and confirmed by r e i n s p e c t i o n ;  o r  

3 .  t h e  r i s k  i s  n o t  a c c e p t a b l e  f o r  t h e  r e a s o n s  s t a t e d  i n  t h e  
a c t i o n  r e p o r t .  

B .  I f  t h e  r i s k  i s  a c c e p t e d ,  t h e  Placement  F a c i l i t y  s h a l l  d e l i v e r  t h e  
p o l i c y  o r  b i n d e r  t o  t h e  a p p l i c a n t  upon payment t o  t h e  Placement  F a c i l i t y  of 
t h e  premium. 

C .  I n  t h e  e v e n t  a  r i s k  i s  d e c l i n e d  because  i t  f a i l s  t o  meet r e a s o n a b l e  
u n d e r w r i t i n g  s t a n d a r d s ,  t h e  Placement  F a c i l i t y  s h a l l  n o t i f y  t h e  a p p l i c a n t  
and s h a l l  i n c l u d e  a copy of t h e  i n s p e c t i o n  r e p o r t  and t h e  a c t i o n  r e p o r t .  
Reasonable  u n d e r w r i t i n g  s t a n d a r d s  s h a l l  i n c l u d e ,  bu t  n o t  be  l i m i t e d  t o ,  t h e  
fo l l owing :  

1. p h y s i c a l  c o n d i t i o n  of  t h e  p r o p e r t y ,  s u c h  a s  i t s  c o n s t r u c t i o n ,  
h e a t i n g ,  w i r i n g ,  e v i d e n c e  of  p r e v i o u s  f i r e s  o r  g e n e r a l  d e t e r i o r a t i o n ;  

2 .  i t s  p r e s e n t  u s e  o r  housekeeping ,  s u c h  as vacancy ,  overcrowding ,  
s t o r a g e  of r u b b i s h  o r  f l a m x a b l e  m a t e r i a l s ;  o r  

3 .  o t h e r  s p e c i f i c  c h a r a c t e r i s t i c s  of  owne r sh ip ,  c o n d i t i o n ,  occupancy,  
o r  main tenance  which are v i o l a t i v e  of  p u b l i c  p o l i c y  and r e s u l t  i n  un rea sonab l e  
exposu re s  t o  l o s s .  

Neighborhood o r  a r e a  l o c a t i o n  o r  any environxpental  h a z a r d  Seyond t h e  c o n t r o l  of 
t h e  p r o p e r t y  owner s h a l l  n o t  be deemed t o  be  a c c e p t a b l e  c r i t e r i a  f o r  d e c l i n i n g  
a r i s k .  

D. I n  t h e  e v e n t  t h e  r i s k  i s  c o n d i t i o n a l l y  d e c l i n e d  because  t h e  p r o p e r t y  
does  n o t  meet r e a s o n a b l e  u n d e r w r i t i n g  s t a n d a r d s  b u t  can  b e  improved t o  meet 
such  s t a n d a r d s ,  t h e  Placement  F a c i l i t y  s h a l l  p rompt ly  a d v i s e  t h e  a p p l i c a n t  
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what improvements noted in the action report should be made to the property, and 
the notification and advices to :he applicant shall include a copy of the inspection 
report and the action report. Upon completion of the improvements by the applicant 
or property obner, the Placement Facility, when so notified, will have the Troperty 
promptly reinspected. 

E. If the inspection of the property reveals that there are one or more 
substandard conditions, surcharges may be imposed in conformity with any applicable 
substandard rating plan. 

Section VI - California FAIR Plan Associatian - Placement and Distribution 
A. The California FAIR Plan Association (herein referred to as the Association) 

is hereby created consisting of all Insurers. 

B. The Association shall be authorized: 

I. to write and issue policies of insurance as provided in this Plan on 
behalf of its insurers; the respective liabilities of the Insurers shall be 
several and not joint, except as ~rovided in Section XVII of this Plan, and each 
such Insurer shall be considered t~ be a direct insurer for its share in such 
writings, such share to be determined for each Insurer pursuant to the provisions 
of Paragraphs D and E of this Section VI and other pertinent provisions of the 
Plan. 

2. to assume and cede reinsurance on behalf of its Insurers; 

3 .  to arrange for determination and collection of premium charges and 
disbursement of return premiums, comnissions and return co~.~uissions, and 

4. to direct and control the investigation, adjustment, defense, and 
payment of the losses and claims arising under the policies of insurance issued 
pursuant to this Plan. 

C. The maximum limit of liability which may be placed through this Plan is 
$1,500,000 at one location; provided, however, that higher limits of liability 
may be placed through the Plan if the limit of liability is specifically approved 
by a majority of the Governing Committee present and voting. "Location" means 
each noncommunicating building or structure which is separately rated by the 
local insurance rating authority. As to risks beyond this limit, the Placement 
Facility shall endeavor to place the balance of the risk. 

D. Each insurer shall participate in the writings, expenses, profits and 
losses of this Division in the same proportion as its Premiums Written bear to 
aggregate Premiums Written by all Insurers in the Plan except as modified in 
Paragraph E. of this Section VI and in Section X711. 

E. Insurers who voluntarily write Basic Property Insurance on risks located 
in areas designated as brush hazard areas by the Pacific Fire Rating Bureau will, 
to that extent, be proportionately relieved of the liability to participate in 
the Plan. 

F. A group of Insurers under the same management or ownership shall have 
the option of designating an Insurer from within the group to assume all obligations 
on behalf of the entire group. 



Sec t i on  V I I  - Standard  P o l i c y  Coverage 

A i l  p o l i c i e s  i s sued  s h a l l  5e f o r  Bas ic  Property Insurance  o r  E s s e n t i a l  
P rope r ty  Insurance  on s t anda rd  p o l i c y  £ o m s  and s h a l l  be i s sued  f o r  a  t e r n  
of one yea r .  

Sec t ion  V I I I  - Cance l l a t i on  

A. No p o l i c y  o r  b inde r  i s sued  under  t h i s  Plan s h a l l  be c ance l l ed  except :  

1. f o r  cause which would have been grounds f o r  non-acceptance 
of t he  r i s k  under t he  Plan had such cause  been known t o  t he  Placement F a c i l i t y  
a t  t he  time of accep tance ;  

2 .  f o r  nonpayment of premium; o r  

3.  wi th  t h e  approva l  of t he  Governing Committee 

Notice of Cance l l a t i on ,  t o g e t h e r  wi th  a  s ta tement  of t he  reason t h e r e f o r ,  s h a l l  
be s e n t  t o  t h e  insured ,  accompanied by a  s ta tement  t h a t  t he  insured  has a  r i g h t  
of appea l  a s  h e r e i n a f t e r  provided.  

B. Not ice  of c a n c e l l a t i o n  of p o l i c i e s  on r i s k s  e l i g i b l e  f o r  Plan i n spec t i on  
o r  coverage, s e n t  by t h e  Placement F a c i l i t y  o r  by any I n s u r e r  p a r t i c i p a t i n g  i n  
t h e  P lan  s h a l l  be s e n t  t o  t he  insured  n o t  l e s s  than t h i r t y  days i n  advance a£ t h e  
e f f e c t i v e  d a t e  of c a n c e l l a t i o n ,  t o g e t h e r  wi th  i n t o n a t i o n  concerning F a c i l i t y  
placement procedures;  provided,  however, t h a t  t h i s  Paragraph B s h a l l  be i napp l i -  
cab le  i n  cases  of nonpayment of premiums, evidence of incendiar ism,  o r  evidence 
of m a t e r i a l  m i s r ep re sen t a t i on .  

C.  The p rov i s i ons  of Paragraph B immediately above s h a l l  a l s o  be a p p l i c a b l e  
t o  n o t i c e  t o  non-renewal of such p o l i c i e s .  

Sec t i on  I X  - R i ~ h t  of Appeal 

Any a p p l i c a n t  o r  I n s u r e r  s h a l l  have the  r i g h t  of appea l  t o  t he  Governing 
Committee. A d e c i s i o n  of t he  Committee may be appealed t o  t h e  Commissioner with- 
i n  t h i r t y  days from t h e  a c t i o n  o r  dec i s i on  of the  Committee. Each d e n i a l  of 
insurance  s h a l l  be accompanied by a  s ta tement  t h a t  the  a p p l i c a n t  has t he  r i g h t  
of appea l  t o  t h e  Governing Committee and t he  Commissioner and s e t t i n g  f o r t h  the  
procedures  t o  be followed f o r  such appea l .  

Sec t ion  X - Commission 

Commission, under t he  Plan s h a l l  5e determined 5y t he  Governing Committee, 
and s h a l l  be pa id  t o  t he  l i c ensed  producer  designated by t he  a p p l i c a n t .  

Sec t ion  X I  - Adminis t ra t ion  

A. l ih is  P lan  s h a l l  be adminis te red  by a  Governing Committee ( he r e in  re- 
f e r r e d  t o  a s  t h e  Committee) of t he  Placement F a c i l i t y ,  s u b j e c t  t o  t he  supe rv i s i on  
of the  Commissioner, and opera ted  by a  Manager appointed by t he  Committee. 

B .  The Committee s h a l l  c o n s i s t  of  n ine  vo t ing  I n s u r e r s ,  which s h a l l  be 
e l e c t e d  a s  fo l lows:  
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one from t h e  American Insurance  A s s o c i a t i o n  
one from t h e  American Xutual  Insurance  A l l i a n c e  
one from t h e  N a t i o n a l  Assoc ia t ion  of  Independent  I n s u r e r s  
one from a l l  o t h e r  s t o c k  I n s u r e r s  
one from a l l  o t h e r  non-stock I n s u r e r s  
f o u r  at  l a r g e  

Not l e s s  than  f o u r  of t h e  members of t h e  Commitree s h a l l  be C a l i f o r n i a  domici led  
companies. 

The Committee s h a l l ,  i n  a d d i t i o n ,  have a s  non-voting members one r ep resen ta -  
t i v e  of i n s u r a n c e  a g e n t s ,  one r e p r e s e n t a t i v e  of i n s u r a n c e  b r o k e r s ,  one r ep resen -  
t a t i v e  of t h e  p u b l i c ,  one r e p r e s e n t a t i v e  of s u r p l u s  l i n e  b r o k e r s  and each t o  be 
appo in ted  by t h e  Governor of t h e  S t a t e  of C a l i f o r n i a .  

Not more than  one p a r t i c i p a t i n g  I n s u r e r  i n  a  group under t he  same manage- 
ment o r  ownership s h a l l  s e r v e  on the  Committee a t  t h e  same t ime.  Representa- 
t i v e s  on t h e  Committee s h a l l  s e r v e  f o r  a  pe r iod  of one y e a r  o r  u n t i l  s u c c e s s o r s  
a r e  e l e c t e d .  

C. The Chairman of t h e  Committee s h a l l  a p p o i n t  a Xominating Committee 
c o n s i s t i n g  of no t  l e s s  t han  t h r e e  v o t i n g  members who s h a l l  p l a c e  i n  nomination 
t h e  v o t i n g  I n s u r e r s  f o r  e l e c t i o n  a t  t he  annua l  n e e t i n g .  I f  nominacions a r e  
made a t  t h e  annua l  meeting f o r  vo t ing  I n s u r e r s  o t h e r  than those  nominations 
made by t h e  Nominating Committee, such nominations s h a l l  d e s i g n a t e  t he  ca t egory  
of v o t i n g  I n s u r e r s  a s  i n d i c a t e d  i n  Paragraph B of  t h i s  S e c t i o n .  

D. Voting f o r  e l e c t i o n  t o  the Committee a t  t h e  annua l  meeting w i l l  be 
on a  weighted b a s i s  i n  accordance  withpremiums W r i t t e n  a s  d e f i n e d  i n  Div i s ion  I, 
Sec t ion  111, Paragraph G.  

Sec t ion  X I 1  - Annual and S p e c i a l  Meetings 

A. There s h a l l  be an annua l  meeting of I n s u r e r s  on a d a t e  f i x e d  by t h e  
Committee f o r  t h e  purpose of e l e c t i n g  t h e  members of t h e  Committee i n  t h e  
manner p r e s c r i b e d  i n  S e c t i o n  X I  and f o r  t h e  purpose  of conduct ing  such o t h e r  
i t ems  of b u s i n e s s  as may be p r o p e r l y  brought  b e f o r e  it .  

B.  A s p e c i a l  meeting of t h e  I n s u r e r s  may be  c a l l e d  a t  such  time and p l a c e  
des igna ted  by t h e  Committee; o r  upon t h e  w r i t t e n  r e q u e s t  t o  t h e  Committee of any 
t en  I n s u r e r s ,  no t  more than  one of which may be i n  a  group under t h e  same 
management o r  ownership.  

C. Twenty days  n o t i c e  of such  annua l  o r  s p e c i a l  meet ings  s h a l l  be  g iven  
i n  w r i t i n g  by t h e  Cozmittee t o  I n s u r e r s .  A m a j o r i t y  of I n s u r e r s ,  on a  weighted 
b a s i s  a s  s p e c i f i e d  i n  Paragraph E,  S e c t i o n  X I I ,  i n  person  o r  by proxy, w i l l  
c o n s t i t u t e  a quorum. Voting by w r i t t e n  proxy s h a l l  be p e r m i t t e d .  Not ice  of 
any meeting s h a l l  be accompanied by an Agenda f o r  such  meet ing .  

D. Any m a t t e r ,  i n c l u d i n g  amendment of t h i s  P l an ,  may be proposed and 
voted  upon by m a i l ,  p rovided  such  procedure is  unanimously a u t h o r i z e d  by t h e  
members of t he  Commitree p r e s e n t  and v o t i n g  a t  any meeting of  t h e  Committee. 
I f  s o  approved by t h e  Committee, n o t i c e  of  any p r o p o s a l  s h a l l  be mailed t o  
t h e  I n s u r e r  not  l e s s  than  twenty days  p r i o r  t o  t h e  f i n a l  d a t e  f i x e d  by t h e  
Committee f o r  v o t i n g  the reon .  
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E .  A t  any  r e g u l a r  o r  s p e c i a l  mee t i ng  a t  which a  v o t e  of  t h e  I n s u r e r s  
is  o r  may be r e q u i r e d  on any  p r o p o s a l ,  i n c l u d i n g  amendment t o  t h i s  P l a n ,  o r  
any  v o t e  of t h e  I n s u r e r s  v h i c h  may be t a k e n  by m a i l  on any  p r o p o s a l ,  s u c h  
v o t e s  s h a l l  be  c a s t  and counted  on a  weigh ted  b a s i s  i n  a cco rdance  w i t h  each  
I n s u r e r ' s  Premicns  W r i t t e n  a s  used  t o  d e t e r n i n e  i ts  p a r t i c i p a t i o n  i n  t h e  
A s s o c i a t i o n .  A p r o p o s a l  s h a l l  becope e f f e c t i v e  when approved  by a t  l e a s t  
two- th i rd s  of t h e  v o t e s  c a s t  on s u c h  we igh t ed  b a s i s .  

F.  Any amendment of  t h e  P l a  s h a l l  be  s u b j e c t  t o  a p p r o v a l  by t h e  
Commissioner.  

S e c t i o n  XI11 - D u t i e s  of t h e  C o m i t t e e  

A. The Comni t tee  s h a l l  meet a s  o f t e n  a s  may be r e q u i r e d  t o  per form t h e  
g e n e r a i  d u t i e s  of  a d m i n i s t r a t i o n  of t h e  P l a n ,  o r  on t h e  c a l l  of  t h e  Commissioner. 
A m a j o r i t y  of t h e  v o t i n g  members of t h e  Cornz i t t e e  s h a l l  c o n s t i t u t e  a  quorum. 

B.  The Committee s h a l l  be empowered t o  a p p o i n t  a  Manager and such  o t h e r  
p e r s o n n e l  a s  may be  n e c e s s a r y ,  who s h a l l  s e r v e  a t  t h e  p l e a s u r e  of  t h e  Committee; 
and t o  budge t  expense s ,  l e v y  a s se s smen t s ,  d i s b u r s e  f u n d s ,  and p e r f o r n  a l l  o t h e r  
d u t i e s  p rov ided  h e r e i n  o r  n e c e s s a r y  o r  i n c i d e n t a l  t o  t h e  p r o p e r  a d m i n i s t r a t i o n  
of  t h e  P l a n .  The a d o p t i o n  of o r  s u b s t a n t i v e  changes i n  pens ion  p l a n s  o r  
ercployee b e n e f i t  programs,  s h a l l  be s u b j e c t  t o  a p p r o v a l  of  i n s u r e r s .  

C.  The Committee s h a l l  be  f u r t h e r  empowered t o  modify o r  amend any pro-  
v i s i o n  of t h i s  P l a n  a s  r e q u i r e d  by l e g i s l a t i o n ,  o r  by r u l e ,  r e g u l a t i o n  o r  
a d m i n i s t r a t i v e  d e t e r m i n a t i o n  by t h e  S e c r e t a r y  o r  Commissioner.  

D. Annual ly ,  t h e  Manager s h a l l  p r e p a r e  an o p e r a t i n g  budge t  which s h a l l  
be  s u b j e c t  t o  a p p r o v a l  of  t h e  Committee. Such budge t  s h a l l  be  f u r n i s h e d  t o  
t h e  I n s u r e r s  a f t e r  a p p r o v a l .  Any con t emp la t ed  e x p e n d i t u r e s  i n  excess of  o r  
n o t  i n c l u d e d  i n  t h e  a n n u a l  budge t ,  s h a l l  r e q u i r e  p r i o r  a p p r o v a l  by t h e  Committee. 

E .  The Committee s h a l l  f u r n i s h  t o  a l l  I n s u r e r s ,  t o  t h e  Commissioner,  and t o  
t h e  S e c r e t a r y  a  w r i t t e n  r e p o r t  on o p e r a t i o n s  a n n u a l l y  i n  s u c h  form and d e t a i l  
a s  t h e  C o m i t c e e  may d e t e r m i n e .  

F. The Committee s h a l l  r e q u i r e  p e r i o d i c  r e p o r t s  f rom t h e  I n s p e c t i o n  
F a c i l i t y ,  and s h a l l  f u r n i s h  c o p i e s  of  s u c h  r e p o r t s  t o  t h e  Commissioner and t o  
t h e  S e c r e t a r y .  

G .  The Committee s h a l l  make e v e r y  e f f o r t  t o  o b t a i n  t h e  f u l l  c o o p e r a t i o n  
of  a l l  C a l i f o r n i a  p r o d u c e r s  l i c e n s e d  t o  w r i t e  p r o p e r t y  l i n e s ,  i n  connec t i on  w i t h  
t h e  o p e r a t i o n s  of t h e  Placement  F a c i l i t y  and of t h e  i l a n .  

S e c t i o n  XIV - i n d e ~ ~ l i f i c a t i o n  

A. The A s s o c i a t i o n  s h a l l  indemni fy  ( a )  e v e r y  d i r e c t o r ,  Governing Committee 
member, member of any  o t h e r  commit tee  o r  any subconmi t t e e ,  o f f i c e r ,  and employee 
of t h e  A s s o c i a t i o n ,  and h i s  h e i r s ,  e x e c u t o r s ,  and a d m i n i s t r a t o r s ,  and i b )  e v e r y  
i n s u r e r  member of :he A s s o c i a t i o n ,  b o t h  as a  member o r  by r e a s o n  of  such  
i n s u r e r  hav ing  one o r  sore of  i t s  r e p r e s e n t a t i v e s  o r  employees s e r v i n g  i n  any 
o f  t h e  c a p a c i t i e s  o r  p o s i t i o n s  s ? e c i f i e d  i n  c l a u s e  ( a )  he r e inabove ;  a g a i n s t  a l l  
judgments ,  f i n e s ,  amounts p a i d  i n  s e t t l e m e n t ,  r e a s o n a b l e  c o s t s  and  expense s  
i n c l u d i n g  a t t o r n e y  f e e s ,  and any o t h e r  l i a b i l i t i e s  t h a t  may be  i n c u r r e d  as a  
r e s u l t  of any c la i rc ,  a c t i o n ,  s u i t ,  o r  p roceed ing ,  whe the r  c i v i l ,  c r i m i n a l ,  
a d n i n i s r r a t f i ~ e  o r  o t h e r ,  prosecuted o r  t h r e a t e n e d  t o  be  p r o s e c u t e d  f o r  o r  on 
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account  of any a c t  performed o r  omi t ted  o r  o b l i g a t i o n  e n t e r e d  i n t o ,  i f  done o r  
o ~ . i t t e d  i n  good f a i t h  and wi thou t  i n t e n t  t o  def raud,  and i n  connec t ion  w i t h  t h e  
a d m i n i s t r a t i o n ,  management, o r  conduct  of t he  Assoc ia t ion  o r  i t s  a f f a i r s .  

B .  Such i n d e ~ n i f i c a t i o n  s h a i i  be provided whether  o r  no t  such person o r  
i n s u r e r  ho lds  o f f i c e  i n  t h e  Assoc ia t ion  a t  t h e  time such  c l a im,  a c t i o n ,  s u i t  
o r  proceeding  is begun, p rosecu ted ,  o r  t h rea t ened ,  and whether  o r  n o t  t h e  l i a -  
b i l i t y  indemnified a g a i n s t  w a s  i n c u r r e d  o r  t he  a c t  o r  omission occurred  p r i o r  
t o  t h e  adopt ion  of t h i s  S e c t i o n .  

The a d j u d i c a t i o n  o r  t e rmina t ion  o r  any such c la im,  a c t i o n ,  s u i t ,  o r  pro-  
ceeding  by judgment, s e t t l e m e n t ,  conv ic t ion ,  o r  p l e a  of no lo  contendere  o r  i t s  
e q u i v a l e n t ,  s h a l l  n o t  be deemed t o  c r e a t e  a  p r e s m p t i o n  t h a t  such  person  o r  
i n s u r e r  d i d  no t  a c t  i n  good f a i t h  o r  a c t e d  w i t h  i n t e n t  t o  de f r aud .  I f  any such 
c la im,  a c t i o n ,  s u i t  o r  proceeding  i s  compromised o r  s e t t l e d ,  t h i s  must be done 
w i t h  t h e  approva l  of t h e  Governing Committee of t h e  Assoc ia t ion .  

C .  Any such  person  o r  i n s u r e r  s h a l l  be c o n c l u s i v e l y  e n t i t l e d  t o  r e l y  upon 
a n  opin ion  of l e g a l  counse l  f o r  t h e  Assoc ia t ion ;  and i f  t h e  a c t  o r  omission 
involved  w a s  r ea sonab ly  done i n  r e l i a n c e  upon such  an op in ion ,  such  person  o r  
i n s u r e r  s h a l l  be e n t i t l e d  t o  t h e  indemni f i ca t ion  provided  f o r  by t h i s  Sec t ion .  
Such person o r  i n s u r e r  s h a l i  a i s o  be  e n t i t l e d  t o  i n d e m n i f i c a t i o n  hereunder if 
h i s  o r  i ts  de fense  t o  t h e  claim, a c t i o n ,  s u i t  o r  proceeding  has  been wholly 
s u c c e s s f u l ,  whether  on t h e  m e r i t s  o r  o the rwise .  

D. The r i g h t  of i ndemni f i ca t ion  hereunder s h a l l  n o t  be e x c l u s i v e  of o t h e r  
r i g h t s  such  person  o r  i n s u r e r  may have. 

E .  I n  each  i n s t a n c e  i n  which a  ques t ion  of i ndemni f i ca t ion  hereunder 
a r i s e s ,  de t e rmina t ion  i n  t h e  f i r s t  i n s t a n c e  of t h e  r i g h t  t o  i ndemni f i ca t ion  
hereunder ,  and of t h e  t ime ana manner of payment t h e r e o f ,  s h a l l  be  made by t h e  
Governing Committee. I n  t h e  even t  t h a t  a  m a j o r i t y  of t h e  members of t h e  Governing 
Committee a r e  s eek ing  indemni f i ca t ion  hereunder a s  a r e s u l t  o f  t h e  same occur-  
r ence ,  such de t e rmina t ion  i n  t h e  f i r s t  i n s t a n c e  s h a l l  be  made by v o t e  of t h e  
membership of t h e  Assoc ia t ion  taken on a  weighted b a s i s  as provided  i n  t h i s  
C a l i f o r n i a  FAIR P lan .  

Nothing con ta ined  i n  t h i s  Paragraph E is in t ended  t o  make an adve r se  d e t e r -  
minat ion  f i n a l l y  b ind ing  upon t h e  person o r  i n s u r e r  s eek ing  indemni ty  under t h i s  
Sec t ion ,  o r  t o  p rec lude  any such  person  o r  i n s u r e r  from appea l ing  a n  adverse  
de t e rmina t ion  a g a i n s t  him o r  i t ,  o r  from i n s t i t u t i n g  l e g a l  proceedings  t o  en fo rce  
a  r i g h t  of i n d e m n i f i c a t i o n  under t h i s  Sec t ion .  

F. The i n d e i r n i f i c a t i o n  provided  f o r  i n  t h i s  Sec t ion  s h a l l  be  deemed t o  be 
an expense of t h e  Assoc ia t ion  t o  which a i l  of t h e  mem~ers  of t h e  Assoc ia t ion  
s h a l l  c o n t r i b u t e  i n  t h e  p r o p o r t i o n  t h a t  each  member p a r t i c i p a t e s  acco rd ing  t o  
l a w  i n  t h e  w r i t i n g s ,  expenses ,  p r s i i t s  and l o s s e s  of t h e  Assoc ia t ion .  

Sec t ion  XV - " u b l i c  Education 

a;i I n s u r e r s  a g r e e  t o  under take  a  con t inu ing  p u b l i c  e d u c a t i o n  progra3 ,  i n  
coope ra t ion  w i t h  p roduce r s  and o t h e r s ,  t o  a s s u r e  t h a t  t h e  Plar.  r ece ived  adequate 
p u b l i c  a t t e n t i o n .  

S e c t i o n  X V I  - Terminat ion  of t h e  Plan  

h i n y  o b l i g a t i o n s  i n c u r r e d  by t h e  Associa t ion  s h a l l  no t  be impai red  by the  
c e m i n a r i a n  of tie ?lac and such r i s scc i a t i cn  s h a i l  be con t inaed  For t h e  purpose 
of  performing such s b l i g a r i o n s .  
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Section XVII - Insolvencv 
In the event any Insurer fails, by reason of insolvency, to pay its 

proportionate part of any expense or loss, the insolvent Insurer's proportionate 
part of such expense or loss shall be paid by the remaining Insurers, each of 
whom shall contribute to such paynent in the same proportion as specified in 
Sections V I  D. and E. of this Plan. In calculating each Insurer's proportionate 
share of the unpaid expense or loss, premium writings and voluntary brush writings 
of the insolvent Insurer shall he excluded. 

The Association shall be subrogated to the rights of the remaining Insurers 
in any liquidation 2roceeding involving the insolvent Insurer, and shall have 
full authority on behalf to the remaining Insurers to exercise such rights in any 
action or proceeding. 

Should the Association recover any or all of the unpaid assessment of the 
insolvent Insurer, such assessment or any portion thereof shall be credited and 
paid back to the remaining Insurers in the same proportion as utilized in 
calculating each remaining Insurer's contribution to paying the unpaid loss or 
expense. 

If rhe Association elects to make a distribution of funds to its Insurers, 
no amount which would otherwise he distributed under the Plan of Operation shall 
he distributed to an insolvent Insurer, or to its liquidator, receiver, conservator 
or statutory successor, until any and all financial obligations oE such insolvent 
Insurer to the Asscciation have been satisfied. Such distribution amounts shall 
be applied as a set-off against said financial obligation to the extent necessary 
to satisfy said obligation. Any balance remaining shall thereafter be remitted 
to the insolvent Insurer, or to its liquidator, receiver, conservator or statutory 
successor. 

Section XVIII - Citation to the Commissioner 
Failure of any member to comply with this Plan of Operation or with any 

rules prescribed thereunder by the Governing Committee or to pay any assessment 
levied within 30 days after notice thereof shall be grounds for Citation of such 
member to the Commissioner. 
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