PLAN OF OPERATION
OF THE
NORTH CAROLINA INSURANCE UNDERWRITING ASSOCIATION

The North Carolina Insurance Underwriting Assooiatihas been established by Article 45 of
Chapter 58 of the General Statutes of North Caadimmprovide a method whereby adequate Fire,
Extended Coverage, Additional Extended Coveragéip@al Perils Coverage, Business Income and
Extra Expense Coverage, Vandalism and MaliciouscMé&f, Windstorm and Hail Coverage and
Crime Insurance, as herein defined and limited, rhbayprovided in the Beach area of North
Carolina and Windstorm and Hail Coverage may beideal in the Coastal area of North Carolina.

Section | — Purpose of the North Carolina InsuranceéJnderwriting Association

1. To provide an adequate market for Fire, Extendede@mge, Additional Extended Coverage,
Optional Peril Coverage and Vandalism and Maliciblischief Insurance that is necessary
to the economic welfare of the Beach area in aim@rsure its growth and development.

2. To provide adequate insurance upon property inBisgch area that is necessary to enable
homeowners and commercial owners to obtain fin@nton the purchase and improvement
of their property.

3. To provide an equitable method whereby every liednssurer writing Fire, Extended
Coverage and Vandalism and Malicious Mischief lasge in North Carolina is required to
meet its public responsibility.

4. To provide a mandatory Plan to assure an adequatkeinfor Fire, Extended Coverage,
Additional Extended Coverage, Optional Perils Cager Business Income and Extra
Expense Coverage and Vandalism and Malicious Mé$dhsurance in Beach areas of North
Carolina, to fulfill the purposes provided in Gemle6tatute 58-45-1; and, to assure an
adequate market for Crime Insurance, as hereimek:fand limited, in the same Beach area;
and, to offer separate policies of Windstorm andl Hesurance in the Beach area and

Coastal area of North Carolina.

Section Il — Definitions of Terms
1. “Essential Property Insurance” means insurancenagdirect loss to property as defined and
limited in the standard statutory Fire Policy, Exted Coverage Endorsement and
Vandalism and Malicious Mischief Endorsement, tbare as approved by the
Commissioner. Essential Property Insurance doésnotude Crime Insurance, Additional
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Extended Coverage, Optional Perils Coverage, Basinmmcome and Extra Expense
Coverage or policies of Windstorm and Hail Insuea@mnly.

2. “Association” means the North Carolina Insurancedéhwriting Association established
pursuant to the provisions of Article 45 of Chapb& of the General Statutes of North
Carolina.

3. “Plan of Operation” means the Plan of Operationnprtyated by the Association and
approved by the Commissioner.

4, “Insurable Property” means real property at fixeddltions in the Beach area and the Coastal
area of the State, as those terms are hereinagtared or the tangible personal property
located therein, which property is determined bg thssociation, after inspection and
pursuant to the criteria specified in the Plan pefation, to be in an insurable condition; but
shall not include insurance on motor vehicles. ulable property includes appropriate
classes of manufacturing risks, which meet readenatderwriting guidelines as approved
or modified therefore by the Commissioner of Insge Insurable property also includes
travel trailers when tied-down at a fixed locatiand meeting reasonable underwriting
guidelines established by the Directors of the Asgmn and approved by the
Commissioner.

“Commissioner” means the Commissioner of Insurafdee State of North Carolina.

“Beach area” means all of that area of the Statg¢hsand east of the inland waterway from
the South Carolina line to Fort Macon (Beaufortetjyl thence, south and east of Core,
Pamlico, Roanoke and Currituck Sounds to the Viegime, being those portions of land
generally known as the Outer Banks.

7. “Coastal area” means all of that area of the Siatéorth Carolina comprising the following
counties: Beaufort, Brunswick, Camden, Cartereipu@n, Craven, Currituck, Dare, Hyde,
Jones, New Hanover, Onslow, Pamlico, Pasquotankdd?e Perquimans, Tyrrell and
Washington. "Coastal area" does not include thieqms of these counties that lie within the
Beach area.

8. “Net Direct Premiums” means gross premiums (exclgdieinsurance assumed and ceded)
written on property in North Carolina for Fire, Extled Coverage and Vandalism and

Malicious Mischief Insurance, Farmowners Insurane®meowners Insurance and the
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property portion of Commercial Multiple Peril Pagka Policies, as computed by the
Commissioner, less return premiums upon cancelattaxds, dividends paid or credited, to
policyholders or the unused or unabsorbed portibnpremium deposits and further
excluding premiums on manufacturing risks.

“Insurer” means any insurance company or otherrorgdion authorized to write and engage
in writing property insurance, including the proyansurance components of Multiple Peril
Policies, on a direct basis in this State, exagphtand county mutual insurance associations
and assessable mutual companies.

“Crime Insurance” means insurance against lossasdtigg from robbery, burglary, larceny
and similar crimes, as more specifically defined &mited in the various Crime Insurance
policies approved by the Commissioner and issueithéyAssociation.

“Homeowners’ insurance policy” means a multiperdlipy providing full coverage of

residential property as described in Article 3@Nofkth Carolina General Statute 858-36.

Section Ill — Inspections and Reports
Any person having an insurable interest in inswaghbperty located in the Beach area or
Coastal area of North Carolina may be entitledpplyato the Association for the coverages
herein authorized and for an inspection of the ergpby the Association. Such application
shall be submitted on forms prescribed by the Assion and may be made on behalf of the
applicant by a broker or agent authorized by hing, shall contain a statement as to whether
or not there are any unpaid premiums due from t@i@ant for fire insurance on the
property. Applications for the separate policiesAdhdstorm and Hail shall be submitted by
an insurance producer of the applicant’s choicaterpurpose of preparing a certificate that
the Essential Property Insurance is in force asired by Section IV. 9 of this Plan of
Operation. Applications from producers may be transmitted tetegcally upon forms and
guidelines approved by the Commission&he term “insurable interest” shall be deemed to
include any lawful and substantial economic intemeshe safety or preservation of property
from loss, destruction or pecuniary damage.
The manner and scope of the inspections shall escpbed by the Association with the
approval of the Commissioner.
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3. The Association must be provided full access tohihiéding, but the presence of the owner
of a building may not be required for a tenant segksurance.

4, An inspection report shall be made for each prgperspected. The report shall cover
pertinent structural and occupancy features as agethe general condition of the building
and surrounding structures. A representative grafuh of the property may be taken during
the inspection.

5. After the inspection, a copy of the completed imsijpe report (and any photographs),
indicating the pertinent features of building constion, maintenance and occupancy shall
be sent within five (5) business days to the Asstamn.

6. All reports of inspections performed by or on béhafl the association shall be made
available to members of the Association, applicatheir producers of record and the

Commissioner upon request.

Section IV — Procedure After Inspection

1. The Association shall, within ten (10) businessdafger receipt of the inspection report and
application, advise the applicant and his agerit tha
a. the risk is acceptable and will cause to be issaggolicy upon receipt by the

Association of the full amount of the premium; or
b. the risk is not accepted but will be acceptablamprovements noted in the action
report are made by the applicant and confirmedeinspection; or
C. the risk is not acceptable for the reason statélddraction report.
If no action is taken within the ten (10) days, tiek will be deemed acceptable without
surcharges, provided there has been no misrepatieendr no willful concealment on the
part of the applicant, in which case the policyl wé cancelled from inceptiomlg initio).

2. In the event a risk is declined because it failsnget reasonable underwriting standards, the
Association shall notify the applicant and his deated representative. Reasonable
underwriting standards shall include, but not b@tkd to, the following:

a. the amount of insurance requested, together witerohsurance, is within reasonable

relationship to the value of the property involved;
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b. physical condition of the property, such as itsstarction, heating, wiring, evidence
of previous fires or general deterioration;

C. its present use or housekeeping, such as vacancyaocupancy, overcrowding,
storage of rubbish or flammable materials;

d. violation of law, public policy, morals and the cheter or integrity of the property
owner or occupant, which results in increased exmo® loss.

3. Any one and two family dwelling built in substamtiaompliance with the Federal
Manufactured Home Construction and Safety Standamdy predecessor or successor
Federal or State construction or safety standaadd, any further construction or safety
standards promulgated by the Association and apprty the Commissioner, or the North
Carolina Uniform Residential Building Code and atryicture or building built in substantial
compliance with the North Carolina State Buildingpd@, including the design-wind
requirements, which is not otherwise rendered wmaide by reason of use or occupancy,
shall be an insurable risk within the meaning & Bian. Further, any structure commenced
on or after January 1, 1970, not built in substdntompliance with the Federal
Manufactured Home Construction and Safety Standamtsy predecessor or successor
Federal or State construction or safety standang further construction or safety standard
promulgated by the Association and approved byGbemissioner, or the North Carolina
Uniform Residential Building Code or the North Cara State Building Code, including the
design-wind requirements therein, shall not beresurable risk. The owner or applicant
shall furnish with the application proof in the rfiorof a certificate from a local building
inspector, contractor, engineer or architect thatstructure is built in substantial accordance
with the Federal Manufactured Home Construction Saféty Standards, any predecessor or
successor Federal or State construction or satahdards, and any further construction or
safety standards promulgated by the Associationagpadoved by the Commissioner, or the
North Carolina Uniform Residential Building Code tbre North Carolina State Building
Code. Provided, however, such individual certiicahall not be necessary in those cases
where the structure is located within a politicabdivision which has certified to the
Association on an annual basis that it is enfor¢heg North Carolina Uniform Residential
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Building Code and the North Carolina State Build@gde and has no plans to discontinue
enforcing these codes during that year. Individwgatificates will be required for dwellings
built in substantial compliance with the Federal ndfactured Home Construction and
Safety Standards, and any predecessor or sucdesderal or State construction or safety
standards, and such certificates shall state tiatdtvelling meets the wind design load
requirements for “Hurricane Zones” identified iret8tate of North Carolina Regulations for
Mobile Homes, when said dwelling is, in fact, a nh@home.

A risk shall not be declined for neighborhood, arkeation or environmental hazards
beyond the control of the applicant or owner of phaperty.

In any case where a risk, not accepted becausertiperty does not meet reasonable
underwriting standards, can be improved to meeh sstandards, the Association shall
promptly advise the applicant and his agent whadravements, noted in the action report
should be made to the property to make it acceptablpon notice to the Association of
completion of such improvements, the Associatioallspromptly arrange to have the
property re-inspected and if, after such re-ingpactthe property is found insurable, the
Association shall, upon receipt of the full amowftthe premium, cause to be issued a
policy.

If the inspection of property reveals the existeotsubstandard conditions, charges shall be
applied in conformity with rating plans approved tee Commissioner. The applicant or
policyholder and producer shall be notified of ampstandard conditions and what must be
done to remove the charges.

If the risk is declined, or if the applicant is ffied that coverage will be written if stated
improvements are made, the Association shall witleim (10) days send copies of the
inspection and action reports to the applicantp@icyholder) and the producer and shall
advise the applicant of the right to appeal andptioeedures therefore.

No new or increased coverage shall be bound oicgioin for new or increased coverage
accepted after 12:01 A.M. the following dashen the center of a designated hurricane is
located with Longitudes 65° West and 85° West,laatdudes 20° North and 37° North. The
term “designated hurricane” is a windstorm desigdads a hurricane by the National

Weather Service.
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Policies of Windstorm and Hail Insurance are awdaonly for risks for which essential
Property Insurance has been written by licensearéns. In order to be eligible for a policy
of Windstorm and Hail Insurance, the applicant lspidvide the Association, along with the
premium payment for the Windstorm and Hail Insumna certificate that the Essential
Property Insurance is in force. For the limitedgmse of obtaining Windstorm and Hail
Coverages at a fixed location, Inland Marine Buki&®isk Coverage shall be deemed to be

Essential Property Insurance as that term is us#us paragraph.

The rate for Commercial Windstorm and Hail Insuesball be no greater than the manual
credit authorized by the Insurance Services Offareexcluding the Windstorm and Hail

Peril for Commercial Property Coverage.

Homeowners’ insurance policies shall be availabl@drsons who reside in the Beach and
Coastal areas and who are unable to obtain homesWwineurance policies from insurers
that are authorized to transact and are actuallyngthomeowners’ insurance policies in this
State. The Association shall issue, for princiggidences, homeowners’ insurance policies.
The terms and conditions, including forms, ratesd ainderwriting guidelines, of the
homeowners’ insurance policies shall be issued rdoog to rules approved by the

Commissioner of Insurance.

Section V — Placement of Insurance
An agent who is properly licensed as an agénd company which is a member of the
Association shall not be deemed an agent of thedsaton. Consistent with the foregoing,
the Association shall be temporarily bound by atemi temporary binder of insurance issued
by any duly licensed insurance agent or broker.eCaye shall be effective upon payment to
the agent or broker of the entire premium or pathe premium, as prescribed in the Plan of
Operation. However, nothing shall impair the rigbtgshe Association under law to decline
to issue a policy based upon a lack of insurabdgydetermined by the Association or the

existence of an unpaid premium due from the applica
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Temporary coverage addressed in this section shinate of its own accord upon the
earliest of the following:

(2) thirty (30) days from the date the temporaryarage is bound,

(2) on the date the Association issues a policynefirance pursuant to North Carolina
General Statute 858-45-35(b), or

(3) on the date the Association refuses to isqualiay under North Carolina General Statute
858-45-35(b).

Any unearned premium on the temporary binder dtmlteturned to the policyholder if the
Association refuses to issue a policy.

Nothing in this section shall prevent the Assaoiatfrom temporarily suspending binding
authority in accordance with the Plan of Operation.

The Association shall establish rules and procedwt@ch may change from time to time to
include any limitations for binding authority. Tdee underwriting guidelines, including
limitations, rules and procedures, shall be filethwand approved by the Commissioner.
Upon approval by the Association of an appiccafor insurance and upon receipt by the
Association of the full amount of the required pnem in cash, certified check, bank check,
money order, the check of a licensed lending usbih, or the electronic transfer of funds
such as but not limited to credit card payment,ctebmic checks, or Automatic
Clearinghouse (ACH) transfers or a check remittgdabNorth Carolina licensed agent,
provided satisfactory evidence is submitted to Alssociation that a valid agent’s license
from the Insurance Department is in force, the Asdmn shall cause to be issued a policy
of insurance. A check remitted by a policyholderapplicant is also proper payment for
Policyholder Billed policies of insurance.

Subject to the limitation set forth in Sectigh(3)(e) of this Plan, interim coverage shall be
extended to eligible occupied habitational and paxl commercial risks upon receipt of a
properly completed application and the estimateduahpremium. For purposes of this
paragraph of the Plan of Operation, the effectiate @f interim coverage shall be 12:01 am,
the day following the postmark affixed by the USstab Service, on the envelope carrying to

the Association a properly completed applicatiod Hre estimated annual premium. In the
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absence of such postmark, the effective date véll1B:01 am on the day the properly

completed application and premium are receivetiebffice of the Association.

2.B  Interim coverage provided for in Section 2./ shall be extended to other eligible risks
without further action, if:

I. through no fault of the applicant, coverage has bexn either offered or denied
within twenty (20) calendar days after the date thquest for inspection was
received by the Association; and

il. the applicant, at the time of requesting the ingpecor at any time prior to the
receipt of an inspection report indicating that freperty is uninsurable, pays the
estimated annual premium. For purposes of thispsuagraph ii of the Plan of
Operation, the effective date of interim coveraballsbe 12:01 am of the Zoday
following the postmark affixed by the US Postalvsas on the envelope carrying the
Association the estimated annual premium. In theeace of such postmark, the
effective date will be 12:01 am on the"™26ay following the date the premium is
received at the office of the Association.

2.C  The estimated annual premium shall be basetbeoapplicable existing specific or class rate
in accordance with the manual rates or adjusted tssts promulgated by the rating
organization having applicable rate jurisdictioifthe coverage is presently provided under
an expiring policy written through the Associatitime deposit premium shall be no less than
the premium charged under such policy.

3. The Association shall cause to be issued insurapde the reasonable insurable value of the
property, subject to a maximum of $1.5 million Habbnal and $3 million Commercial
limit on any free-standing structure or any buitfianit within multiple firewall divisions,
provided the aggregate insurance on structures mithtiple firewall divisions shall not
exceed $6 million on all interest at one risk. Bleparate policies of Windstorm and Hail for
Habitational shall be subject to a maximum of $hilion Coverage A- Dwelling. The
separate “Homeowners Insurance policies” shalldigest to a maximum of $1.0 Million
Coverage A- Dwelling and a maximum of $100,000 aped Floater Coverage.

4, In the event that insurance is available to thdiegmt from other sources, the Association
may waive the pro-rata liability provisions of tkemmercial policy, and the habitational
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policy in excess of the Plan maximum, and may mgleprimary insurance. The premium
charged for such primary insurance will be deteadim a manner approved by the Board of

Directors and the Commissioner of Insurance.

Section VI — Standard Policy Coverage

1. All policies issued shall be on standard policynierfor Fire, Extended Coverage, Additional
Extended Coverage, Optional Perils Coverage andidam and Malicious Mischief and
also shall be issued for a term of one year, expelties of three (3) years may be issued by
the Association on eligible properties meeting sajga reasonable three (3) year
underwriting guidelines approved by the Commission&hort-term polices also may be
issued. All policies will be issued according tadelines approved by the Commissioner of
Insurance, State of North Carolina. Crime Poligkall be approved by the Commissioner
and issued by the Association; and shall not beemestrictive than those previously
available under the Federal Crime Insurance Prograthorized Law 91-609. Windstorm
and Hail Policies shall be approved by the Commissi and issued by the Association for a
term of one year, except policies of three (3) yeaay be issued by the Association on
eligible properties, meeting separate reasonahbleetl{3) year underwriting guidelines
approved by the Commissioner. Short-term Poliales may be issued. All policies will be
issued according to rules approved by the Commssi®f Insurance, State of North
Carolina.

2. Any policy issued pursuant to the provisions ottRian shall be renewed annually, upon
application therefor, so long as the property médetdefinition of “Insurable Property” and
reasonable underwriting standards. Payment optamium, as required by Section V(1),
for eligible habitational policies, including wintdsm and hail, and as provided for in
Section VII(3), shall be deemed to be an applicatm renewal coverag@Continuation of
Coverage).

3. Subject to the limitations imposed by Section Vragsaph 3, the insurance coverages
provided through the Association shall not exteagdmd the actual cash value of the insured
property at the time of loss or damage, except tipain a determination that the insured
property meets reasonable underwriting guidelines approved therefor by the
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Commissioner of Insurance, and if the insured so@sts, such coverages shall be provided
for real property, exclusive of mobile homes, omeplacement cost basis. Policies for
replacement cost will be written subject to thengiof standard property insurance policies.
Policies of Windstorm and Hail Only may also pravitr coverage on personal property on
a replacement cost basis if the policy providingerage for the other perils also provides

coverage on a replacement cost basis.

Section VII — Cancellation and Renewal (Continuatia of Coverage)

1. Grounds for cancellation by the association shalirnited to:
a. non-payment of premium; or
b evidence of incendiarism; or
C. misrepresentation of any material fact either beeforafter loss; or
d a cause which would have been grounds for non-gamcep of the risk under the Plan

of Operation, had such cause been known at thedfraeceptance; or

e. a cause, arising subsequent to the inspection wiiechd have been grounds for non-
acceptance of the risk under the Plan of Operatiad,such cause been known at the
time of acceptance.

2. Notice of Cancellation, together with a statemdrthe reason therefore, shall be sent to the
insured, identified mortgagees and the insuredlpeer of record. Such notice shall be
accompanied by a statement explaining that ther@éashas a right of appeal as hereinafter
provided.

3. With respect to the continuation of existing coge@) the following rules and procedures
shall apply:

(@) Automatic continuation shall be available only fetigible habitational and
commercial policies, including windstorm and hail.

(b) At least forty-five (45) days prior to the expiti of the current policy a Billing
Notice will be sent to the payor (policyholder dentified mortgagee) with a copy
thereof to the producer of record. (Unless theran unpaid balance which is then
processed according to cancellation rules. If cagelis reinstated or the cancellation
notice is rescinded, a Billing Notice is then mdibes soon as possible during the final
forty-five (45) day time period prior to expiratign If the payor is an identified
mortgagee, a copy of the Billing Notice shall atsosent to the policyholder. If the
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payor is a Premium Finance Company, the Billing iddotwill be sent to the
policyholdet

(c) If the payment of premium, as required by Sectiofi)Ms not received by the
Association by the expiration of the then currentiqy, a Notice of Cancellation
effective on the 18 day (20" day for commercial only) after expiratiehall be sent
to the policyholder, identified mortgagee(s) andducer of record. If said premium
is received before the cancellation date there mgllno lapse in coverage. If said
premium is received within the T&lay (2f' day for commercial only) and Balay
following expiration of said policy, there will ba lapse in coverage from the
cancellationdate until the date such premium is received; piedj however, such
reinstatement of coverage will be subject to thecowerage limitations imposed by
Section IV(8). Premium received after the™6@ay following expiration will be
returned for reapplication unless submitted wigir@perly completed application.

(d) Payment of the premium as herein provided for shwdl deemed to be a

representation that there have been no substastiebges in the occupancy or
condition of the property.
(e) The interim coverage provisions of Sections V(2akd V(2.B) shall not apply to

Renewal (continuation of coverage).

Section VIII — Appeals

1. Any applicant for insurance and any person insureder the Plan of Operation or any
affected insurer may appeal in writing to the Boafdirectors within fifteen (15) days after
any final ruling, action or decision of the Assdma (other than a ruling, action or decision
relating to the cause or amount of a claimed logh® reasonableness of expenses incurred
by an insurer under NCGS 58-45-35(¢e)). The BoamhoAppeals Committee designated by
the Board shall schedule and advise appellant ci appeal hearing within thirty (30) days
after the same is filed. Such determination mayapeealed to the Commissioner within
thirty (30) days as provided by Statute.

2. Orders of the Commissioner shall be subject tocjatireview as provided by Statute.

Section IX — Underwriting Association
1. The Association shall make provisions for reservinmgearned premiums and reserving for
losses, including incurred but not reported losaad, loss expenses in accordance with G.S. 58-
3-71, 58-3-75, and 58-3-81.
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With respect to unearned premium reserves, thedkasan shall maintain reserves equal to the
unearned portions of the gross premiums chargednerpired or unterminated policies. The
Association shall make no deductions from grossmprms in force except for original

premiums canceled on risks terminated or reducémdexpiration.

With respect to loss reserves, the Associationahidirge as a liability loss reserves in an amount
equal to the aggregate of the estimated amountbpapn all outstanding claims reported to it
which arose out of any contract of insurance madi, land in addition thereto an amount fairly
estimated as necessary to provide for unreportese®incurred on or prior to the date of such
determination and including, both as to reported amreported claims, an amount estimated as

necessary to provide for the expense of adjustieh slaims

With respect to loss and loss expense reserveg\gbeciation shall include in its liabilities the
aggregate estimated amounts due or to become daecouint of all known losses and claims
and loss expenses incurred but not paid, incluthegestimated liability of any notice received
by the Association of the occurrence of any evemtivmay result in a loss, and the aggregate
amounts of liability for all losses and loss expeEn@curred but on which no notice has been

received, estimated in accordance with the Associatprior experience.

Consistent with the reserving practices identifiadove and in accordance with the
Association’s existing procedures, the Associatialh make an annual determination of the
amount of its Members’ equity or deficit. The Aswdion will maintain five open policy fiscal
years to facilitate the processing of loss reseorel®ss handling expenses. To close the fifth
open policy fiscal year, the Association may, mdiscretion, make a distribution of equity to
Members who participated in that fiscal year oraaeessment of Members to fund any existing

deficit. All such distributions or assessmentdlisieguire approval of the Board of Directors.
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The Association shall invest open reserves and Meshlequity funds in government securities,
U.S. Government Federal Agency, Nations TreasurgeRes and Nations Government

Reserves or other U. S. Government backed securitie

2. The Underwriting Association shall be authorizedptarchase reinsurance on behalf of its
members, provided such reinsurance is authorizeadrbgjority of the Directors.

3. Beach Area Writings. Each member of the Assoanasiioall participate in the expenses, profits
and losses of the Beach Area Writings and Operatilociuding Homeowners' Insurancie, the
proportion that the net direct premiums of such fenwritten in the State during the preceding
calendar year for residential and commercial prigeroutside of the Beach area and the
Coastal Area bear to the aggregate net direct prasvritten in the State during the preceding
calendar year for residential and commercial priiggeioutside of the Beach Area and Coastal
Area by all members of the Association. (For theppse of this calculation, farm writings
including Farmowners Insurance are not to be iregild The Commissioner shall certify to the
Association, after review of annual statementseotieports and any other statistics he shall
deem necessary, the aggregate net direct premiuittsniby all members. However, a member
shall annually receive credit for, as set fortholbel Essential Property Insurance, Homeowners
Insurance and the property portion of Commercialtidie Peril Package Policies voluntarily
written in the Beach Area and its participatiorthie expenses, profits and losses of the Beach
Area Writings and Operations including Homeownémnsurance, of the Associations shall be
reduced accordingly. Each member’s participatiorthie expenses, profits and losses of the
Beach Area Writings and Operations including Homeess' Insurance, shall be determined
annually. To encourage each member company tontasily write these coverages in the
Beach Area for commercial and residential propgrtesach company shall receive credits as
follows: a premium credit factor of 2 if its acherl voluntary Beach market share is 70% or
more of its non-Breach and non-Coastal market shangremium credit factor of 1.5 if its
achieved voluntary Beach market share is at |€8% 8f its non-Beach and non-Coastal share
and a premium credit factor of 1 if its achieveduvtary Beach market share is less than 35% of

its non-Beach and non-Coastal market share. leveat, however, will any credit be given for
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such insurance voluntarily written in the Beach &Arehere coverage for the peril of wind has
been excluded.

4. Coastal Area Writings. Each member of the Assmmathall participate in the expenses, profits
and losses of the Coastal Area Writings and Opmeratincluding Homeowners' Insurance, in
the proportion that the net direct premiums of suodmber written in the State during the
preceding calendar year for residential and comigepcoperties outside of the Beach area and
Coastal area bear to the aggregate net direct pnesnivritten in the State during the preceding
calendar year for residential and commercial priggioutside the Beach area and Coastal area
by all members of the Association. (For the puepofthis calculation farm writings including
Farmowners Insurance are to be included.) The Qesiomer shall certify to the Association,
after review of annual statements, other reportsary other statistics he shall deem necessary,
the aggregate net direct premiums written by allmipers. To encourage each member
company to voluntarily write in the Coastal area tloverages next set forth in his sentence each
member shall annually receive credit for Essefralperty Insurance, including farm properties,
Farmowners Insurance, Homeowners Insurance andptbperty portion of Commercial
Multiple Peril Package Policies voluntarily writténthe Coastal area and its participation in the
expenses, profits and losses of the Coastal Aredtingd and Operations including
Homeowners' Insurance, of the Association shallrdmticed accordingly. Each member’s
participation in the expenses, profits and losdeth® Coastal Area Writings and Operations
including Homeowners' Insurance, of the Associasiball be determined annually. In no event,
however, will any credit be given for such insumnoluntarily written in the Coastal area
where coverage for the peril of wind has been aleziu

5. To assist member companies to increase their varyrBeach area and Coastal area market
share, the Association shall establish and mairdditakeout” program whereby each member
company may voluntarily accept or reject renewalscantinuations of coverage and upon
acceptance will become the insuring company farrisk and so receive credit therefore.

6. Any insurer authorized to write and engage in wgtiEssential Property Insurance after the
effective date of this Plan shall become a memidethe Association on the January 1

immediately following such authorization and theedmination of such insurer’s participation
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in the Association shall be made as of the dasuoh membership in the same manner as for all
other members of the Association.

7. The Board of Directors, acting on behalf of the @dsation, is authorized to make preliminary
assessments upon all insurers and such furthessaseats as may be deemed necessary.

8. Each member of the Association shall have 45 dayewing notice of its percent of
participation in the Beach Area Writings and Operat and in Coastal Areas Writings and
Operations within which to appeal same as otherpisgided for in Section VIII. Appeals or
errors found after the forty-five (45) days willstdt in a recalculation of the percent of

participation if it benefits all members as a whole

Section X — Commission
1. Commission to the licensed agent or broker desaghdily the applicant shall be as
determined by the Board of Directors and approwethb Commissioner.
2. In the event of cancellation of a policy, or if amndorsement is issued which requires
premium to be returned to the insured, the prodsbatl refund ratably to the Association
commission on the unearned portion of cancellduiliipg and on reductions in premiums at

the same rate at which such commissions were atlgipaid.

Section XI — Administration

1. This Plan shall be administered by a Board of Doec(hereinafter referred to as the Board)
of the North Carolina Insurance Underwriting Assicin, subject to the review of the
Commissioner.

2. The Board shall consist of, a) seven [7] insurense{ of which shall be a domestic insurer};
b) three [3] individuals not employed by, or othessvaffiliated with, insurers, insurance
agents, insurance brokers, producers or othenemnbdf the insurance industry; and, c) four
[4] individuals who are North Carolina licensedurance agents or brokers. The seven [7]
members consisting of insurers shall be electeduahn by cumulative voting by the
insurers of the Association, whose votes in sueltigin shall be weighted in accordance
with the proportion that each insurer's premiumtten in the State during the most recent
calendar year for which data are available beah#oaggregate premiums written by all
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insurers in the Plan of Operation. Voting may i@erson or by proxy. Not more than one
insurer in a group under the same management oersvip shall serve on the Board at the
same time. The three [3] individual members nétiated with the insurance industry and

the four [4] agents or brokers shall be appointetbally by the Commissioner of Insurance.

Section XII — Annual and Special Meetings

1. The annual meeting of the insurers for the electibthe Board and such other business as
may be necessary, shall be held in the State ofhNDarolina, at a time and place to be
determined by the Board each year. At any reguiapecial meeting at which the vote of
the insurers is or may be required on any propasding may be in person or by written
proxy. Voting at regular or special meetings dfurers, or any vote of the insurers which
may be taken by mail, shall be cast and counted weighted basis in the same proportion
as each insurer’'s statewide net direct premiumstemrifor Essential Property Insurance
(excluding farms), Homeowners Insurance and thegatyg portion of Commercial Multiple
Peril Package Policies, bear to the aggregate irett dtatewide premiums written for said
insurance by all insurers. A proposal shall beceiffifiective when approved by the majority
of the votes cast on such weighted basis.

2. As soon as practicable, after election to membprshithe Board, and thereafter from time
to time as it may elect, each member shall destgraatqualified alternate and shall
immediately notify in writing, the General Manag#rthe Association of such designation.
Insurer alternates must be from the same compantheasnsurer Board members they
represent.

3. Officers — the Board shall elect a Chairman, Vice-Chairm@acretary, Treasurer and
General Manager.

a. The Chairman shall preside over all meetings ofBbard and at all meetings of the
insurers. He shall discharge such other dutiesasbe incidental to his office or as
shall be required of him by these rules or by tbard.

b. The Vice-Chairman shall preside at any meetinghef Board in the absence of the

Chairman. In the event of death, incapacity oaldiigy of the Chairman, the Vice-
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Chairman shall perform the duties of the Chairmanl such office has been filled
by the Board.

C. The Secretary shall issue all notices of meetirggmrd minutes of all meetings, keep
the records of the Board and discharge such otlgesdas may be incidental to his
office or as shall be required of him by thesesuleby the Board.

d. The Treasurer shall discharge such duties as maylkental to his office or as shall
be required of him by these rules or by the Board.

e. The General Manager shall discharge such dutiesagsbe incidental to his office or
as shall be required of him by these rules or eyBbard.

4. Special Meetings— Special Meetings of the Board or of the insuraes/ be held upon the
call of the Chairman or in the event of his restgpm death or incapacity, upon the call of
the Vice-Chairman. Any six (6) members of the Baacting by their designated
representatives, may request the Chairman to caleting of the Board or of the insurers at
such time and place and for such purposes as magetbeut in writing in such request.
Should the Chairman decline to call such meetitigs,same may be called by the six (6)
members making the request. Such special meetiagsbe held at the principal office of
the Association or at such other place within thateS of North Carolina as may be
designated in the call. Participation in speciaktmgs by telephone conference call or other

electronic means is permitted.

5. Notices of Meetings— Notices of all meetings shall be given by ther8gary to the
members of the Board and in the case of meetingseoinsurers to the insurers, and shall
state the time and place and the principal purpdseseof, except that no notice of the
annual meeting shall be given to newly elected rersuin order to legally constitute the
meeting, provided a majority of the designatedesgntatives of the insurers shall be present
at such meeting. Such notices may be given bypltelee, facsimile or by mail (including
electronic mail) directed to the individual BoardeMbers and to the attention of the
designated representatives of any of the Insamdsshall be sent or mailed at least ten days

in advance of the meeting. Any individual Boardriveer, and any Insurer or the designated
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representative of any Insurer may waive noticamf meeting, and the presence of such
representative at any meeting shall constituteigenaf notice as to such Insurer.

Advance Agenda— The Secretary, after consultation with the Ghain, shall prepare in
advance of each meeting of the Board and each mgeetithe insurers, an agenda, which,
with such supporting data and information as maycbeveniently assembled, shall be
forwarded to the individual members of the Board &m the insurers or their designated
representatives, as the case may be, in advarasgyaduch meeting.

Committees— Subject to the Articles of Agreement, the Chainnof the Board may appoint
or the Board may elect such standing committeesicn temporary or special committees as
may be deemed necessary for the transaction diugsess. With the exception of the
Appeals Committee, all committees so appointedlected shall be advisory only. The
Appeals Committee shall consist of three (3) memloérthe Board, one of whom shall be
one (1) of the seven (7) individual members ofBoard and shall be appointed annually by
the Commissioner of Insurance and two (2) of whballde appointed by the Chairman.
Ex-Officio Members — The Chairman and Vice-Chairman of the Board|dbealex-officio
members of all standing or special committees, withight to vote.

Written Ballot — voting by written ballot is permitted by the &8d and by the Member
Companies upon the giving of at least ten (10) deyigten notice and provided that the
written ballot provisions of the Open Meetings Abt,C. Gen. Stat. 8§ 143-318.13, are
followed. Any matter voted upon by written ballghall be carried, provided it receives an
affirmative vote from a majority of the memberstio¢é Board. Any matter voted upon by the
written ballots of the member companies shall beiexd provided it receives an affirmative
vote from a weighted majority and provided no mitvan 5% of the votes entitled to be cast,
counted on a weighted basis, are negative votestteW ballot procedures do not apply to
meetings conducted with conference call participant

The Directors of the Association may, subject t® dpproval of the Commissioner, amend
the Plan of Operation at any time.

The Association is subject to the Open MeetiAgs Article 33C of Chapter 143 of the
General Statutes, as amended.
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Section XIIl — Duties of the Board
The Board shall meet as often as required to partbe general duties of the administration
of the Plan of Operation or on the call of the Cassioner. Ten (10) members of the Board
shall constitute a quorum.
The Board shall be empowered to appoint or othenamtract for the services of a General
Manager; to budget expenses; levy assessmentsdinglpreliminary assessments; disburse
funds and perform all other duties provided hereinnecessary or incidental to the
administration of the Plan of Operation. The adwpbf substantive changes in pension
plans or employee benefits programs shall be subjeapproval of insurers. Assessments
upon each insurer shall be levied on the basitsgfdrcentage of participation. A late charge
of one-half percent (.5%) per week, not to excesata of four percent (4%) of the original
assessment, shall be applied to the assessmeny ofi@mber for any payment past due for
fifteen (15) days or more.
Annually, the General Manager shall prepare anaipey budget, which shall be subject to
approval of the Board. Any contemplated expenditar excess of or not included in the
annual budget shall require prior approval by toard.
The Board shall furnish to the Commissioner a emitteport of operations annually on or
before January 1 in such form and detail as the r@issioner may determine. The Board
shall furnish to all insurers a written report g@ieoations annually, in such form and detail as

the Board may determine.

Section XIV — Crime Insurance
Pursuant to Chapter 1027 of the 1985 Sessions (&e@ession 1986) Laws of North
Carolina, the North Carolina Insurance Underwritikggociation shall offer Crime Insurance
for eligible and insurable property located in tBeach area” of North Carolina.
The following provisions of the Plan of Operatiohal not apply to Crime Insurance;
Section IV, paragraphs 2, 3, 6 and 8; Section fagmaphs 2, 3 and 4; Section VII,
paragraph 1(b); and Section IX, paragraphs®aad 4" sentences) and 3.
Residential Crime Insurance will be provided in aimis approved by the Board of Directors
and the Insurance Commissioner, not to exceed 8Q0,0he Residential Crime Insurance
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Policy shall be a combination package for both lauygand robbery coverage. Commercial
Crime Insurance coverages offered shall be: 1) laygonly; 2) robbery only; or, 3) a
combination of burglary and robbery in uniform aarying amounts as specified by the
Board of Directors and approved by the Commissiometo a maximum of $15,000.

The Board of Directors, with the approval of then@oissioner, will establish rates.
Applicants must submit a properly completed, sigapglication to be considered for crime
coverage. The application will set forth minimumotective device requirements that must
be met for eligibility. These requirements will established by the Board of Directors and

approved by the Commissioner.

6. Reasonable underwriting standards shall includenbube limited to, the following:
a. physical condition of the property;
b. violation of law, public policy, morals and the cheter or integrity of the property

owner or occupant;

C. where the building has been subject to two (2) eriosses, each loss amounting to at
least $500 in any 12-month period; or three (3)soth losses in any 24-month
period; provided the cause of such crime loss wastd conditions, which are the
responsibility and within the control of the owmamed insured, the Association

may decline or decline to continue coverage fontérinsurance.

d. Such other standards as may be approved from trtimmé by the Commissioner of
Insurance.
7. The insured must notify local law enforcement atthes and the Association immediately

after discovery of a loss.

Section XV — Business Income
1. Business Income and Extra Expense Coverage Insursimal be made available in such
amounts and pursuant to underwriting guidelinestes! be established by the Board of

Directors and approved by the Commissioner.
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Section XVI — Catastrophic Losses for Wind and Hail
1. Catastrophic losses that are covered under Windsémd Hail Coverage in the Beach area
or Coastal area, shall be adjusted by the licemseder that issued the Essential Property

Insurance and not by the Association. The Assaciashall reimburse the reasonable

expenses incurred by the licensed carrier in adgisiuch losses.

2. A catastrophic loss is defined as “windstorm” lahse to a “named storm”, whether a

“hurricane occurrence” or a “tropical storm occue”.

a. A “hurricane occurrence”:

I. begins at the time a hurricane or tropical stornnnivegy is issued for any part
of North Carolina by the “National Weather Servicaid,

il. ends 72-hours following the termination of the lastricane or tropical storm
warning issued for any part of North Carolina by tiNational Weather
Service”.

b. “National Weather Service” means the National WeatBervice, or if the National
Weather Service ceases to exist, ceases to petf@runction of declaring weather
systems to be hurricanes or tropical storms, ose®do perform the function of
issuing hurricane watches or warnings, such otimityeas may replace it or as
determined by the North Carolina Rate Bureau.

C. “Hurricane” means a storm system that has beenadwtla “hurricane” by the
“National Weather Service”.

d. “Tropical Storm” means a storm system that has liestared a “tropical storm” by
the “National Weather Service”.

e. “Windstorm” means wind, wind gust, hail, rain, snowsleet caused by or resulting
from a “hurricane”, tropical storm” or a tornado @yclone originating from either.
This includes loss or damages to the inside of ildihg or the property inside a
building caused by rain, snow, sleet, hail and wstdif the direct force of the wind

during a "“hurricane or tropical storm occurrencilimages the building, causing an
opening in a roof or wall and the rain, snow, sléeil, sand or dust enters through
this opening. It also includes loss or damage ey wind-driven objects during a

“hurricane or tropical storm occurrence”.
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Section XVII — Related Parties Transactions

1. The North Carolina Insurance Underwriting Associatpays all operating expenses (except
Producer Commissions, Inspections and Premium Jaxebehalf of the North Carolina
Insurance Underwriting Association. Therefore, anthty Intercompany Transaction to
settle all receivables and payables between theehities are processed.

These Intercompany Transactions must be settlédebfifteenth of the following month
after the transactions are recorded.
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