PRINTER S NO. 4072

THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 2833 *%%%”

| NTRODUCED BY DeVERTER, GODSHALL, VROON, FLICK, BOWSER, JOHNSON
FARGO, MERRY, BLACK, FOX AND DAVI ES, OCTOBER 6, 1986

REFERRED TO COVM TTEE ON | NSURANCE, OCTOBER 6, 1986

OCO~NOUITARWNE

AN ACT

Amendi ng the act of July 31, 1968 (P.L.738, No.233), entitled
"An act relating to establishnment of an Industry Pl acenent
Facility to make avail abl e basic property insurance agai nst
fire and other perils for residential and business properties
| ocated in certain areas of the Comonweal th of Pennsylvani a
t hrough the cooperative efforts of the Conmonweal th and the
private property insurance industry; providing for a sharing
by the Conmonweal th of insured | osses resulting fromriots
and other civil disorders through the formation of the
Pennsyl vania Civil Di sorder Authority; |evying an assessnent
on all policies of basic property insurance witten in the
Commonweal t h; and conferring powers and inposing duties upon
t he I nsurance Comm ssioner and upon certain property
i nsurers," broadening the purposes of the act; providing for
liability insurance coverage; and further providing for
i nspections by the Inspection Bureau for distribution of
ri sks, uninsurable risks and privil eged conmuni cati ons.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. The title and sections 102, 103, 201, 202, 2083,
204 and 207 of the act of July 31, 1968 (P.L.738, No.233), known
as The Pennsylvania Fair Plan Act, are anended to read:

AN ACT

Rel ating to establishment of an Industry Placenent Facility to

make avail abl e basic property and liability insurance
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[against fire and other perils] for residential and business
properties located in [certain areas of] the Commonweal t h of
Pennsyl vani a t hrough the cooperative efforts of the

Commonweal th and the private property and casualty insurance

i ndustry; providing for a sharing by the Commonweal t h of
insured |losses resulting fromriots and other civil disorders
t hrough the formati on of the Pennsylvania G vil Disorder

Aut hority; levying an assessnent on all policies of basic
property insurance witten in the Comonweal t h; and
conferring powers and inposing duties upon the Insurance
Commi ssi oner and upon certain property insurers.

Section 102. Purposes.--The purposes of this act are:

(1) To encourage stability in the property and liability

i nsurance market for property and operations |located in [urban

areas of] this Comonweal t h;
(2) To encourage nmaxi num use, in obtaining basic property

and liability insurance, as defined in this act, of the nornal

i nsurance market provided by the private property and liability

i nsurance industry;

(3) To encourage the inprovenent of the condition of
properties located in [urban areas of] this Commonwealth and to
further orderly community devel opnent generally;

(4) To provide for the fornulation and adm ni stration by an
I ndustry Placenent Facility of a plan assuring fair access to
i nsurance requirenments (Fair Plan) in order that no property

shall be denied basic property or liability insurance through

t he normal insurance narket provided by the private property and
liability insurance industry except after a physical inspection
of such property and a fair evaluation of its individual

underwiting characteristics;
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(5) To publicize the purposes and procedures of the Fair
Plan to the end that no one may fail to seek its assistance
t hrough i gnorance thereof;

(6) To provide for the fornulation and adm ni stration by the

I ndustry Placenent Facility of a reinsurance arrangenment whereby

property and casualty insurers shall share equitably the
responsi bility for insuring insurable property for which basic

property or liability insurance cannot be obtained through the

normal insurance market; and

(7) To provide a framework for participation by the
Commonweal th in a sharing of insured |losses resulting fromriots
and other civil disorders occurring in this Commonweal th through
the formation of a Pennsylvania Civil D sorder Authority, in
order that insurance conpanies doing business within this
Commonweal th may qualify for Federal reinsurance of such | osses
if Federal |egislation providing for such reinsurance is
enact ed.

Section 103. Definitions.--As used in this act, unless the
cont ext otherw se requires:

(1) "Comm ssioner” neans the |Insurance Conm ssioner of the
Commonweal t h of Pennsyl vani a;

(2) "Basic [property] insurance" [means insurance agai nst
direct loss to real or tangible personal property at a fixed
| ocation caused by perils defined and limted in the standard
fire policy prescribed in section 506 of the act of May 17, 1921
(P.L.682), known as "The I|Insurance Conpany Law of 1921," and in
t he extended coverage endorsenent approved by the conm ssioner
pursuant to section 354 of the act, and such vandalism
mal i ci ous m schief, burglary, theft, or such other classes of

i nsurance as may be determ ned by the Industry Pl acenent
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Facility with the approval of the comm ssioner, but shall not
i ncl ude i nsurance on notor vehicle, farmor such manufacturing
ri sks as nmay be excluded by the comm ssioner] neans:

(i) insurance on real and tangi bl e personal property agai nst

direct |l oss or danage of a fixed |ocati on caused by perils

defined and limted in the standard fire policy prescribed in

section 506 of the act of May 17, 1921 (P.L.682, No.284), known

as "The | nsurance Conpany Law of 1921," and in the extended

cover age endor senent approved by the conmni ssi oner pursuant to

section 354 of the act, and such vandalism malici ous ni schief,

burglary, theft, or such other classes of property insurance as

may be deternm ned by the I ndustry Placenent Facility with the

approval of the conmi ssioner, but shall not include i nsurance on

not or vehi cles or such other risks as nmay be excl uded by the

conmi sSsi oner; or

(ii) insurance covering legal liability i nposed by | aw

ari sing out of the ownershi p, mai ntenance and use of real and

t angi bl e personal property, including business operati ons

i ncidental to such ownership and such other forns or cl asses of

liability i nsurance as nay be determ ned by the | ndustry

Pl acement Facility with the approval of the conm ssioner, but

shall not include i nsurance on notor vehicles or such other

ri sks as may be excluded by the comm ssi oner;

(3) "lnspection bureau" neans the organi zation or
organi zati ons designated by the Industry Placenent Facility with
t he approval of the comm ssioner to inspect and to determ ne the
condition of the properties for which basic property insurance
i s sought;

[(4) "Urban area"” nmeans any nunicipality of the Commonweal t h

having a blighted, deteriorated or deteriorating area (i) which
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the Secretary of the Departnment of Housing and Urban Devel opnent
of the United States has approved as eligible for an urban
renewal project; or (ii) which has been designated as an urban
area by the Industry Placenent Facility with the approval of the
commi ssi oner; |

(5 "Premiunms witten" means gross direct prem uns charged

on all policies of basic property or liability insurance and the

basic property and liability insurance conponents of al

mul tiple peril policies covering property in this Comobnweal th
| ess all premuns and dividends returned to policyhol ders and
t he unused or unabsorbed portions of prem um deposits;

(6) "CGovernnment" neans the Federal governnent and the
government of the Commonweal th of Pennsyl vania, or any agency or
instrunmentality, corporate or otherw se, of either of them

(7) "Municipality" nmeans any city, borough, incorporated
town or township established in the Cormonweal t h of
Pennsyl vani a;

(8) "Federal reinsurance facility" neans any agency, or
instrunmentality thereof, or any body corporate, created by the
Federal governnment for the purpose of providing reinsurance for
| osses resulting fromriots and other civil disorders;

(9) "lnsurer™ means any insurance conpany or group of
conpani es under conmon ownership which is authorized to engage
in the insurance business under the |aws of any State, and al so
i ncl udes any pool or association of insurance conpanies fornmed,
associ ated or otherw se created for the purpose of sharing risks
witten in accordance with this act.

Section 201. Industry Placenent Facility.--(a) Menbership.
Each insurer which is authorized to wite and is engaged in

witing wwthin this Comonwealth, on a direct basis, basic
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property and liability insurance or any conponent thereof

contained in a multiple peril policy, including homeowners and
commercial multiple peril policies, shall participate in the
I ndustry Placenent Facility, as hereinafter described, as a
condition of its authority to wite such kinds of insurance
within this Coormonweal th. Qther insurers nay beconme nenbers
provided they are eligible unlicensed insurers under the act of
January 24, 1966 (P.L.1509).

(b) Purposes. The purposes of the facility shall be twofold,
as nore fully set forth in this article:

(1) To formulate and adm ni ster, subject to the approval of
t he comm ssioner, a plan assuring fair access to insurance
requirenents (Fair Plan) in order that no property [in urban
areas] shall be denied basic property insurance through the
normal insurance market provided by the private property and
casualty insurance industry, except after a physical inspection
of such property and a fair evaluation of its individual
underwiting characteristics; and

(2) To formulate and adm ni ster, subject to the approval of
t he comm ssioner, a reinsurance arrangenent whereby the nenbers
of the facility shall share equitably the responsibility for
insuring property [in urban areas] which is insurable but for
whi ch basic property insurance cannot be obtai ned through the
nor mal insurance narket.

(c) Oganization. Wthin [forty-five] sixty days follow ng
the effective date of this anendatory act, the Industry
Pl acement Facility shall submt to the comm ssioner for his
review a proposed plan of operation of the facility, consistent

the facility, which shall provide for the Fair Plan, the
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rei nsurance arrangenent, and the econom cal and efficient

adm nistration of the facility, including, but not limted to,
managenent of the facility, prelimnary assessnent of al

menbers for initial expenses necessary to conmence operations,
establ i shment of necessary facilities within this Comonwealth,
assessnment of nenbers to defray | osses and expenses, conmm ssion
arrangenents, reasonable underwiting standards and limts of
liability, acceptance and cession of reinsurance, and procedures
for determ ning anounts of insurance to be provided.

The plan of operation shall be subject to approval by the
comm ssioner and shall take effect [ten] forty-five days after
havi ng been approved by him If the conm ssioner disapproves the
proposed plan of operation, the facility shall within fifteen
days submt for review an appropriately revised plan of
operation and, if the facility fails to do so, or if the revised
plan so filed is unacceptable, the comm ssioner shall promul gate
a plan of operation.

(d) Amendnment of Plan of Operation of Facility. The facility
shall, onits own initiative, subject to prior approval by the
conmi ssioner, or at the direction of the comm ssioner, amend the
pl an of operation.

(e) Admnistration. (1) The facility shall be governed by a
board of seven directors, elected annually by the nmenbers of the
facility. Each nenber of the facility shall be allotted votes
bearing the sane ratio to the total nunber of votes to be cast
as its degree of participation in the facility bears to the
total participation. Pending the determ nation of the degree of
participation of the nmenbers in the facility, each nenber of the
facility shall be allotted votes bearing the same ratio to the

total nunmber of votes to be cast as each nenmber's witten
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prem um on basic property and liability insurance during

cal endar year [1967] 1986 bears to the statewide total witten

prem um for basic property and liability insurance during such

year. The first board shall be elected at a neeting of the
menbers or their authorized representatives.

(2) Any vacancy on the board shall be filled by a vote of
t he ot her directors.

(3) If at any time the nmenbers fail to elect the required
nunber of directors or a vacancy renmains unfilled for nore than
fifteen days, the comm ssioner may appoint the directors
necessary to constitute a full board.

(f) Participation. Al menbers of the facility shal
participate in its expenses and in its profits and | osses (or in
such categories thereof as may be separately established by the
facility) in the proportion that the premuns witten (as herein
defined, but excluding that portion, if any, of prem unms which
is attributable to the reinsurance arrangenent maintai ned by the
facility) by each such nenber during the second preceding
cal endar year bear to the aggregate premuns witten in this
Commonweal th by all menbers of the facility. Such participation
by each nmenber in the facility shall be determ ned annually by
the facility on the basis of such premuns witten during the
second precedi ng cal endar year as disclosed in the annual
statenments and other reports filed by the nmenber with the
conmi ssi oner .

Section 202. Fair Plan. The Fair Plan shall contain
provision that: (1) Any person having an insurable interest in
real or tangi ble personal property [at a fixed location in an
urban area, his representative, an insurance agent or broker, or

an insurer] or liability arising out of the ownership,
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mai nt enance or use of such property or operations incidental

thereto and situated within this Commonweal th, may request the

facility for an inspection of the property by representatives of
t he I nspection Bureau, such inspection to be without cost to the
applicant for insurance. The request for such inspection need
not be nmade in witing. No such risk shall be witten at
surcharged rates or be denied insurance coverage for basic
property insurance by an insurer unless such an inspection has
first been made.

(2) The plan of operation of the Inspection Bureau, the
manner and scope of the inspection, and the formof the
i nspection report, which shall include, but need not be limted
to, pertinent structural and occupancy features as well as the
general condition of the building and surroundi ng structures,
shall be prescribed by the Industry Placenent Facility subject
to the approval of the comm ssioner.

(3) Pronptly after the request for inspection is received by
the facility, if no policy has been issued, the inspection shal
be made, a witten inspection report prepared, and such report
filed with the insurer or insurers, if any, designated by the
applicant; a copy thereof shall be nmade available to the
applicant or to his representative upon request. If no insurer
has been designated by the applicant, the facility shall proceed
as in clause (7) bel ow

(4) After the inspection report is received by an insurer,
it shall pronptly determine if the risk neets reasonable
underwriting standards at the applicable premumrate, including
approved surcharges for [physical] risk characteristics, and
shall pronptly return to the Industry Placenent Facility the

i nspection report and provide an action report setting forth:
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(i) the amount of coverage it agrees to wite, and if the
insurer agrees to wite the coverage with an approved surcharge,
the i nprovenents necessary before it will provide coverage at an
unsur charged prem um rat e;

(ii) the anbunt of coverage it agrees to wite if certain
i nprovenents to the [property] risk specified in the action
report are made; or

(ti1) the specific reasons for which it declines to wite
coverage. The inspection report and the action report shall be
kept on file with the facility.

If the insurer declines the risk or agrees to wite it on
condition that [the property] it be inproved as specified, the
insurer shall, at the time of returning the inspection and
action reports to the facility, send a copy of both reports to
the applicant for insurance. The insurer shall advise the
applicant at the tine of sending the reports to himof his right
to appeal such determ nation to the comm ssioner and shal
advi se the applicant of the nmeans by which to initiate such an
appeal .

The I nspection Bureau shall submt to the comm ssioner
periodic reports setting forth information by individual
i nsurers including the nunber of risks inspected under the plan,
t he nunber of risks accepted, the nunber of risks conditionally
accepted and reinspections nade, the nunber of risks declined,
and such other information as the conm ssioner nmay request.

(5) Al policies witten pursuant to the Fair Plan shall be
pronptly witten after inspection or reinspection and shall be
separately coded so that appropriate records nay be conpiled for
pur poses of ratenmaking, perform ng | oss prevention and ot her

studi es of the operation of the Fair Plan.
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(6) If any single insurer will underwite only a portion of
the full insurable value of the property, the Industry Placenent
Facility shall assist the owner and his agent or broker in
obtai ning the renmai ni ng coverage from ot her nenbers of the
facility, except to the extent that deducti bl es, percentage
participation clauses, and other accepted underwiting devices
are needed to neet special problens of insurability.

(7) If no insurer to which an inspection report has been
forwarded pursuant to clause (3) above agrees pronptly to
provi de basic property insurance for the property in question,
or if no insurer has been designated by the applicant, the
facility shall take appropriate action to ascertain whether any
menber of the facility will provide basic [property] insurance
for the subject [property] risk at the applicable prem umrate,
i ncl udi ng approved surcharges for [physical] risk
characteristics.

(8) (i) No insurer shall direct any agent or broker or
ot her producer not to solicit business through the Fair Plan,
and no agent, broker or other producer shall be penalized in any
way by an insurer for submtting applications for insurance to
it under the Fair Plan.

(1i) Records of insurance procured under the Fair Plan shal
be mai ntai ned separate from other records of an agent's or
br oker's busi ness conducted with an insurer.

(9) Witten notice will be given to any policyhol der at
| east [twenty] forty-five days prior to the cancellation or
nonrenewal of any risk eligible under the Fair Plan (except in
t he case of nonpaynent of prem um or evidence of [incendiarisni

crimnal conduct), and the insurer shall, in the notice of

cancel l ati on or nonrenewal, explain to the policyhol der the
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procedures for obtaining an inspection under the plan.

(10) No agent or broker shall be permtted to refuse an
application for basic property insurance [within an urban area]
if heis licensed to wite and is actively engaged in witing
such insurance.

(11) A cooperative and continuing public education program
shall be undertaken by the Pennsylvani a | nsurance Depart nent,
the Industry Placenent Facility, and the nenbers of the facility
to assure that the Fair Plan is given adequate publicity.

Section 203. Distribution of Risks.--(a) The facility shal
have the power, on behalf of its menbers--

(1) to direct one or nore of its nmenbers to issue policies
of basic [property] insurance to applicants;

(2) to assune reinsurance fromits nenbers; and

(3) to cede reinsurance.

(b) Any nenber of the facility may cede to the facility
basic [property] insurance [covering property in urban areas,]
to the extent and on the ternms and conditions set forth in the
pl an of operation of the facility.

(c) If the facility has been unable to obtain basic
[ property] insurance for any [property] risk through the
vol untary action of its nenbers pursuant to section 202 above,
it shall pronptly determ ne:

(1) whether the property is insurable [(environmental
hazard, being any hazardous condition that mght give rise to
| oss under an insurance contract but which is beyond the control
of the property owners, shall not be considered by the facility
in determning insurable condition)]; and

(2) whether there is any unpaid prem um due fromthe

applicant for prior insurance on the property.
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If the facility determ nes that the property is insurable and
that no such unpaid premiumis due, it shall pronptly cause one
or nore of its nmenbers to issue a policy or policies of basic
[ property] insurance at the applicable premumrate, including
approved surcharges for [physical] risk characteristics[, in the
full insurable value of the property,] for a termof one year,
subject to total reinsurance of such risk by the facility.

Section 204. Uninsurable Risks.--If the facility finds that
the [property] risk is not insurable, it shall pronptly supply
to the applicant a witten statenent setting forth the features
or conditions of the [property] risk which prevent it from
constituting an insurable risk and the neasures, if any, which

if taken woul d make the property an insurable risk, including,

but not limted to, changes in the policy terns and conditi ons.

Section 207. Privileged Conmuni cations.--There shall be no
l[iability on the part of, and no cause of action of any nature
shall arise against insurers, the Inspection Bureau, the
I ndustry Placenent Facility, or their agents or enployes, or the
conmmi ssioner or his authorized representatives, for any
statenments made in good faith by themin any reports or

comuni cati ons concerning the property or operations to be

insured, or at the tinme of any hearings conducted in connection

therewith, or in the findings required by the provisions of this
article. The inspection reports and conmuni cati ons of the

I nspection Bureau and the Industry Placenent Facility shall not

be consi dered public docunents.

Section 2. This act shall take effect in 60 days.

F20L40RLC/ 19860H2833B4072 - 13 -



