]
1y

I

Bl
nnd“""|“"““”“r
‘||||I|m|||l|

1

i
stk |I|II|‘||“|

hnn““p

p
i

Monday
December 16, 1985

Part Il

Department of
Transportation

Federal Aviation Administration

14 CFR Parts 11 and 198

Aviation Insurance; Comprehensive
Revision of Current War Risk Insurance
Regulations; Final Rule

SUH U TEEER e

i
Pl

W



51332

Federal Register / Vol. 50, No. 241 / Monday, December 16, 1985 / Rules and Regulations

DEPARTMENT OF TRANSPORTATION
Federal Aviation Administration

14 CFR Parts 11 and 198

[Docket No. 24223; Amdt. Nos. 11-27; 198~
2]

Aviation Insurance; Comprehensive
Revision of Current War Risk
Insurance Regulations

AGENCY: Federal Aviation
Administration (FAA), DOT.
ACTION: Final rule.

SUMMARY: This document revises the
provisions of the Federal Aviation
Regulations dealing with the Federal
aviation insurance program. These
revisions are necessary to reflect certain
amendments to the Federal Aviation Act
which broadened the scope of risks
which may be insured by the
Administrator. This rule implements
those legislative changes and, in
addition, extensively revises the current
aviation insurance regulations to better
reflect current air carrier insurance
needs and commercial insurance
practice.

EFFECTIVE DATE: January 15, 1986.

FOR FURTHER INFORMATION CONTACT:
Kenneth W. Harris, Office of Aviation
Policy and Plans (APO-230), Federal
Aviation Administration, 800
Independence Avenue, SW.,
Washington, DC 20591; telephone: (202)
426-3711.

SUPPLEMENTARY INFORMATION:

Background

In 1951, the Congress amended the
Civil Aeronautics Act of 1938 by adding
a new Title XIII which authorized the
Secretary of Commerce, with the
approval of the President, to provide
aviation war risk insurance adequate to
meet the needs of U.S. air commerce and
the Federal Government. This insurance
could only be issued when the Secretary
of Commerce found that war risk
insurance was commercially
unavailable on reasonable terms and
conditions.

The war risk insurance program was
established to provide the insurance
necessary to enable air commerce to
continue in the event of war. This was
needed because of several factors:
commercial war risk insurance policies
contained automatic cancellation
clauses in the event of major war; the
geographical coverage of commercial
war risk insurance could be restricted
upon reasonable notice to air carriers;
rates for commercial war risk insurance
could be raised without limit upon
reasonable notice to air carriers.

The aviation insurance program was
incorporated in Title XIII of the Federal
Aviation Act of 1958 (Act). Statutory
responsibility for the program was
transferred by the Department of
Transportation Act to the Secretary of
Transportation who delegated this
authority to the Federal Aviation
Administrator (49 CFR 1.47 (b)).

The definition of war risk in Title X1
was that traditionally employed by
commercial underwriters, and, as a
matter of policy, the FAA had always
conservatively interpreted the
definition.

In the early 1970's this definition led
to uncertainty about the extent of the
Administrator’s statutory authority to
provide insurance against loss or
damage arising from, for example,
undeclared wars, hijackings, and
terrorist acts. Because of a combination
of the progressive exclusion of these
news risks from commercial all risk
policies, and the failure of the
traditional definition of war risk to
cover these risks, a potential gap in
insurance coverage occurred with the
potential result of termination of
important air services in emergency
situations.

In recognition of the fact that the
Administrator needed broad
discretionary authority in extraordinary
circumstances to insure-air services
determined to be in the national interest,
Congress amended Title XIII on
November 9, 1977. These amendments,
included in Pub. L. 95-163, removed from
Title XIII all references to risk
categories. It authorized the
Administrator to provide insurance
against loss or damage due to any risk
arising from operations of aircraft in
foreign air commerce or between two
points outside the United States deemed
by the President to be in the foreign
policy interests of the United States.
Such insurance can only be issued if
commercial insurance for those
operations is not available on
reasonable terms.

The Aviation Insurance Program

Title XIII authorizes the Administrator
to issue two forms of insurance:
insurance with premium and insurance
without premium. The two forms of
insurance do not differ in the scope of
coverage, only in the charge for
protection. In the case of premium
insurance, the Administrator accepts
financial liability for claims payable and
charges applicants a premium
commensurate with the risks covered. In
the case of nonpremium insurance,
coverage is provided to applicants
performing contract services for other
Federal departments and agencies

which have entered into indemnity
agreements with the FAA. Under the
terms of these agreements, the FAA
would be reimbursed for the costs of
any payable insurance claims.
Therefore, because the FAA does not
assume any financial liability in the
provision of this insurance, no premium
fees are charged. Applicants are charged
only a small aircraft registration fee to
recover the administrative costs of
providing the insurance. The
fundamental policy underlying both
programs is that the Government should
not provide insurance on a regular or
routine basis; rather, commercial
problems should be resolved by
commercial entities.

Currently, the Administrator may
issue aviation insurance for aircraft
registered either in the United States or
in a foreign country against damage or
loss resulting from any risk with regard
to aircraft and persons and property on
board provided the following conditions
are met: . .

{1) The President has determined that
the continuation of specified air services
is in the foreign policy interests of the
United States;

(2) The operation of the aircraft is
either in foreign air commerce or
between two points outside the United
States; and

(3) The Administrator has found that
insurance for the particular operation
cannot be obtained on reasonable terms
from the commercial insurance market.

In order for the first condition to be
satisfied, the Administrator must consult
with other interested Federal agencies
as the President may require to establish
a basis for determination by the
President that foreign policy reasons
mandate providing insurance so that air
service can continue. This condition is a
significant determinant of whether the
issuance of Federal insurance is
warranted. Before Title XIII was
amended, the key question was whether
the risk to be insured fell within the
category of “war risks” as defined in the
Act.

The foreign policy consideration is
linked to the second qualification: the
only rigks insurable are those arising
from the operation of an aircraft
between two points outside the United
States or in foreign air commerce. In

“light of the requirement that air service

be in the foreign policy interest of the
United States, in the case of aircraft
cengaged in foreign air commerce, only
that portion of a flight commencing with
the last stop in the United States and
continuing to be destination abroad will
‘be eligible for the Aviation Insurance
Program. For the third condition to be
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satisfied, the Administrator must
determine that commercial insurance is
unavailable on reasonable terms and
conditions. Establishing the
unavailability of coverage requires an
investigation of several facets of
commercial coverage. Specifically, the
Administrator must determine whether
certain risks are being excluded and for
which operations. An investigation also
must be made as to whether the
applicant for insurance can obtain
commercial coverage in amounts
sufficient to cover the full reasonable
value of aircraft and associated liability.
Finally, if adequate commercial
coverage is available, the Administrator
must ascertain whether that insurance is
available at reasonable premium rates.

Premium Program

In accordance with the provisions of
Title XIII, premiums for premium
insurance are based, insofar as is
practicable, upon consideration of the
risk involved. Rates charged for the
premium program have been geared to
the most recent charges for coverage
purchased from the commercial insurers
plus an increase judged necessary to
reflect the additional hazard which
caused the commercial insurers to
terminate coverage or increase its cost
to an unreasonable level. Recognizing
the purpose of Tile XIII, an effort is
made to arrive at a rate which is fair,
reasonable, and nondiscriminatory. The
amount of the premium ordinarily
includes a deductible and a factor for
claims adjustment expenses.

Furthermore, the rate is set at a level
high enough to encourage commercial
insurance companies to reenter the
market after a crisis has passed.

Nonpremium Program

In additien to the premium program,
the Administrator may, in accordance
with Section 1304 of the Act, provide
insurance for air carriers under contract
to other Federal departments or
agencies without premium, in
consideration of an indeminity
agreement between the Department of
Transportation and the department or
agency seeking insurance. At present,
indemnity agreements exist between the
Department of Transportation and the
Department of Defense (DOD) and State
(DOS) respectively. Under the terms of
those agreements, if DOD or DOS
requests insurance coverage for aircraft
operations in support of its
departmental activities, and commercial
insurance is unavailable, the FAA will
provide the necessary insurance. The
insurance is provided without a
premium cost to the air carriers
concerned; however, a $200 per aircraft

registration fee is required to recover the
administrative costs of providing this
insurance. In the event of loss or
damage due to a risk covered by
nonpremium insurance, DOD or DOS,
under the terms of the agreements, will
indemnify the FAA for payment of
claims.

At the present time, Title XIII
nonpremium insurance provides the
insurance basis for contract operations
which would be performed during
periods of activation of the Civil
Reserve Air Fleet (CRAF). DOD requires
each air carrier participant in the CRAF
program to apply to the FAA for
nonpremium hull and liability war risk
insurance. Commercial war risk aviation
insurance is unavailable for aircraft
operations performed pursuant ot CRAF
activation.

Explanation of Changes

Part 198 is revised to reflect the
statutory changes with regard to
eligibility for Title XIII insurance and
the scope of insurance risks and to
reflect the current needs or air carriers
and evolving commercial aviation
insurance practice.

At the time Part 198 was originally
promulgated, commercial war risk
insurance policies contained a 24-hour
automatic cancellation clause in the
event of outbreak of war between any of
the five post World War II “great
powers.” This clause created a special
problem concerning the availability of
commercial insurance coverage. Since
notification 24 hours prior to
cancellation may not have provided
sufficient time for air carriers to remove
their aircraft from high risk
environments or for the FAA to process
an application for Title XIII premium
insurance, a potential gap in war risk
insurance coverage existed.

In recognition that this potential gap
in coverage could seriously constrain
the growth of international civil
aviation, Part 198 previously provided
for the issuance of interim coverage to
bridge this gap. This was accomplished
by issuing to air carriers interim binder
policies, of 3 years in duration, in
consideration of a $200 per aircraft
binding fee. Interim binders
incorporated by reference all the terms
of the standard premium war risk
insurance poliey. Coverage provided by
the interim binders automatically came
into force following activation of the 24-
hour cancellation clause in commercial
war risk insurance policies. The interim
binders remained in force until the FAA
either issued a premium war risk policy
or notified the insured of its intent to
cancel the interim binder policy and the
notice period has passed. Because the

FAA had to give 5 days advance notice
of its intent to cancel an interim binder
policy, ample time was provided for the
insured te remove its aircraft from a
high risk environment.

To an extent, technological
innovations in aviation eliminated the
need for the interim binder policies. The
introduction of long-range jet aircraft
and the establishment of instantaneous
global communications systems
currently enable air carriers to move
aircraft to insurance “safe-havens” from
any point on the globe on 24-hours
notice.

The introduction of the CRAF program
eliminated any residual need for the
interim binders. By providing a
mechanism whereby Title XIII
nonpremium insurance automaticaily is
substituted for commercial war risk
insurance in the event of major war, the
CRAF program bridged the potential gap
which previously existed between
commercial and Title XIII war risk
insurance coverage. In the event of
major war, commercial war risk
insurance would be automatically
terminated, CRAF would be activated
and that portion of the United States
civil aircraft fleet required to fulfill
United States foreign policy needs thus
would come under the control of DOD,
and Title XII nonpremium war risk
insurance coverage would become
effective, thereby precluding a need for
interim binder coverage.

Accordingly, the interim binder
policies have fallen into disuse. Because
no air carrier continues to have active
interim binder policies, the continued
availability of these policies apparently
serves no useful purpose. Therefore, this
revision will delete all specific
references to interim binder policies.

The principal statutory changes to
Title XIII enacted by Pub. L. 95-163 were
two-fold and complementary. On one
hand, Congress greatly expanded the
scope of insurable risks for which the
Administrator may provide insurance
coverage. On the other hand, Congress
strengthened the requirement for
Presidential review of the exercise of
this expanded authority. The statutory
changes are incorporated in §§ 198.1,
198.3, 198.5, and 198,7. These sections
present a revised and consolidated
statement of aircraft operations eligible
for insurance and the scope of insurance
coverage available. Section 198.1
contains a specific reference to the
requirement for Presidential approval of
the insurance. Similarly, §§ 198.3, 198.5,
and 198.7 reflect the fact that the
Administrator has broad discretionary
authority in extraordinary
circumstances to accept applications for
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any aviation insurance customarily
available for commercial sources. This
is accomplished by the deletion from
Part 198 of all references to categories of
insurable risks or types of insurance. In
addition, all references to nationality of
aircraft are deleted. Even prior to the
enactment of Pub. L. 95-163, the
Administrator possessed authority to
insure the operations of foreign-
registered aircraft, and retention in Part
198 of a distinction between United
States and foreign-registered aircraft
served no purpose. The reporting
requirements and responsibilities of
applicants for insurance have been
consolidated in §§ 198.9, 198.11, 198.13,

-and 198.15. Section 198.9 is a
restatement of the documentation an
applicant must provide to demonstrate
that commercial insurance is not
available on reasonable terms and
conditions. Section 198.11 emphasizes
the responsibility of air carriers to notify
the Administrator promptly of any
changes in the status of insured aircraft.
Sections 198.13 and 198.15 restate the
payment procedures for Title XIII
insurance.

The Appendices to Part 198 are
substantially revised and consolidated.
Wheras the current Appendices to Part
198 contain a separate application form
and standard policy format for nearly
every type and form of insurance the
Administrator was authorized to issue
prior to 1977, the new Part 198, will
contain a single Appendix which
presents a standard application form for
insurance. This form has been designed
to enable an applicant to apply for any
type, form, or amount of insurance
coverage. All standard policies will be
deleted from Part 198. The
Administrator now possesses authority
to provide insurance coverage against
any risk or peril from specified aircraft
operations, and it is, therefore, no longer
possible to anticipate all the risk(s) or
peril(s) for which insurance may be
requested. Rather than attempt to
prepare a separate standard policy for
every conceivable risk or peril for which
an application for insurance may be
anticipated, preparation of policies will
occur after an application has been
accepted and the risks or perils for
which coverage is requested can be
precisely identified. Although all such
policy provisions are, therefore,
technically negotiable, the agency has
attempted to describe the principal
provisions which would be commonly
included in premium policies issued by
the agency. These principal provisions
will include: -

* An identification of the insurer and
insured parties.

* A description of the amounts of
insurance provided. i

—Insurance will be provided in any
amount requested, provided:

¢ The amounts do not exceed the
corresponding amounts by which the
insured is or was insuring or self-
insuring applicable aircraft or itself
against loss, damage, or liability from
the risk covered.

¢ The amount of hull insurance may not
exceed the fair and reasonable value
of the aircraft covered.

* A description of any deductibles.

» A single catastrophe limit.

¢ A statement of the time effectiveness
of the insurance.

* A description of the coverage,
including:

—An enumeration of the risks or perils
covered (coverage may be provided
against any risk or peril customarily
covered by commercial insurance
companies authorized to conduct
business in the United States).

—Any geographical or other operational
limitations.

¢ An enumeration of exclusions.

* A statement of premium rates,
including:

—Any requirement for deposit
premiums.

—Payment schedules and related
requirements.

—Any procedures for revision of
premium rates.

* A description of termination,
voidance, and cancellation
procedures.

—Termination will occur:

* Upon expiration of the statutory
authority to issue insurance.

¢ Upon expiration of a Presidential
determination of foreign policy need
for continuation of air services
covered by the insurance.

e If there is a change in the status
(ownership, registration, operational
mission) of aircraft covered.

» After notice of termination or
cancellation.

¢ Upon request of the insured.

—Voidance shall occur in the event of:

» Assignment or transfer of insurance
without written consent.

* Concealment, misrepresentation of
information, or fraud.

—Cancellation shall occur if:

* Comparable insurance becomes
available on reasonable terms and
conditions.

* Requested by the insured.

* A statement of general obligations of
the insured to:

—Defend itself against loss claims.

—Promptly notify the agency of any
event which may result in a claim for
compensation.

—Assist the agency in securing all
relevent information and evidence
concerning loss claims.

—Subrogate to the agency all rights
against any other person or entity
regarding loss claims.

Discussion

Interested persons were afforded the
opportunity to participate in the making
of this amendment by Notice 84-15,
published on page 35130-35135 of the
Federal Register of September 6, 1984.
Comments were invited for 125 days,
ending January 9, 1985. Due
consideration has been given to all
comments presented in response to this
notice.

The FAA received one response to
this notice. The commentor had three
comments to make.

1. The commentor did not believe that

~ fair market value was an appropriate

standard to apply when establishing the
maximum limits of hull insurance
coverage available under Title XIII. He
noted both that the aircraft market is
subject to erratic fluctuations and that
financiers and lessors of aircraft
generally require hull coverage equal to
or greater than a stipulated loss value,
which may exceed market value at a
particular time. Therefore, the
commentor suggests that the appropriate
standard for the limitation in the amount
of insurance coverage would be that it
could not exceed that which is currently
purchased in the commercial market,
and required by lenders and lessors as
the case may be. The FAA agrees with
the commentor that fluctuation in the
market value for aircraft negates its use
to establish maximum limits of hull
insurance coverage. Therefore, the
proposed reference to market value in
§ 198.7(a) is deleted and the fair and
reasonable value of the aircraft will be
the maximum limit of hull insurance
coverage. Fair and reasonable value is
the standard specified in Title XIII and
the existing Part 198.

2. The commentor is concerned that
the proposed eligibility criteria in
§ 198.1(b) and the supplementary
explanation of these criteria (i.e.,
domestic segments of operations to or
from a foreign point with an
intermediate stop in the United States
are not eligible for Title XIII insurance
coverage) may be a potentially serious
deficiency in this program because
situations may arise in which the
nonavailability of commercial insurance
coverage for domestic segments could
preclude operations in foreign air
commerce which are required to carry
out the foreign policy of the United
States. The exclusion of domestic
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segments from Title XII coverage
furthers the congressional intent that, to
the maximum extent possible, all
entities should self-insure for domestic
risks and is consistent with the
legislative history of the 1977
amendments to Title XIH. Therefore, the
FAA has not changed the eligibility
criteria in § 198.1 from those in the
NPRM.

3. The commentor is concerned that,
in circumstances other than Stage HI
activation of the Civil Reserve Air Fleet
(CRAF), Title XIII insurance may not be
available on a timely enough basis to
preclude gaps in insurance coverage. It
is recommended that the problem of
potential gaps in coverage possibly
could be resolved by provision of
immediate nonpremium Title XIII
coverage for all CRAF stages in the
event of cancellation of commercial
insurance and the issuance of binder
policies for non-CRAF operations.

The first suggestion raises several
policy and practical prablems. Title XIIE
nonpremium insurance coverage is
provided at the request of Federal
agencies which indemnify the
Administrator against losses claimed
under the coverage. The requesting
agency both assumes the financial risk
for loss claims and specifies which
operations it desires to be covered by
Title XIII insurance. Therefore,
provision of Title XIII coverage CRAF
Stages, I & Il would have to be requested
in initiated by the Department of
Defense.

Furthermore, the FAA is required by
statute to limit the provision of Title XIII
insurance to situations in which
commercial insurance cannot be
obtained on reasonable terms and
conditions. Because all commercial war
risk insurance policies contain a specific
CRAF Stage Il Activation exclusion or
automatic termination clause, the
nonavailability of commercial coverage
can be predetermined and
administrative provision made for the
automatic applicability of Title XIII
coverages. The FAA knows of no
circumstance involving CRAF Stages I &
1 operations in which the
nonavailability of commercial insurance
can be predetermined. Therefore, FAA
determinations concerning the
availability of commercial insurance for
all situations other than those specified
in exclusion or automatic termination
clauses must be made on a case-by-case
basis at the time of application. As a
practical matter, the FAA does not
believe that failure to provide for
automatic extension of Title XIII to
CRAF Stages I & II will impair a carrier's
ability to respond to Federal

Government airlift requirements in
emergency situations. Because Title XIII
policies already have been issued to
carriers for CRAF Stages Il operations,
these coverages can be extended at the
request of the Department of Defense to
CRAF Stages I and Il operations upon a
determination by the FAA of the
nenavailability of commercial

.insurance. The FAA believes that in all

conceivable circumstances this process
could be completed within 48 hours. In
fact, on several occasions during the
past 2 years, Title XIH coverage has
been provided on this basis for Stage 1
operations within 48 hours of the FAA's
receipt of notice of the need for Title
XIII insurance.

Past historical experience does not
support the commentor’s second
conclusion concerning the adequacy of
advance notice from commercial
insurers and a possible requirement for
issuance of binder policies. Binder
policies have been available to
applicants prior to issuance of this rule.
No carrier has applied for binder
policies within the last 5 years, and all
previously issued policies have eéxpired;
i.e., they have fallen into tetal disuse.
The FAA believes this is ample
evidence that the carriers perceive no
need, at this time, for the FAA to issue
binder policies.

Moreover, this rule in no way
precludes the issuance of binder policies
in the event need is demonstrated for
such policies. It merely deletes
standardized war risk binder policies
together with all other standardized
policies from Part 198. )

Furthermore, following the 1977
amendment of Title XIII, issuance of
binder policies would be contingent
upon an initial or recurrent Presidential
determination of foreign policy need.
The FAA does not believe such need
could currently be demonstrated on a
continuing basis.

In the final analysis, the issue raised
by the commenter is how much advance
notice commerical insurers will provide
and whether the FAA can provide Title
XIII insurance within that time frame.
When the potential need for Title XIII
premium insurance has arisen during
past emergency situations, the FAA has
been able to secure all required
determinations and complete all
administrative measures necessary to
issue Title XIII insurance within 48
hours. The FAA believes this response
capability has proved fully adequate to
meet the needs of air carriers and
thereby precludes the need to issue
binder policies.

Regulatory Evaluation

As stated in the preamble to this final
rule, the FAA will: (1) Consolidate and:
simplify the regulatory procedures and
requirements applicable to the provision
of aviation insurance and {2} editorially
align these procedures and requirements
with changes in the FAA's statutory
authority to issue aviation insurance.
Because applicants for aviation
insurance currently are complying with
the statutory requirements for issuance
of aviation insurance, the FAA does not
contemplate applicants having to incur
any additional costs in securing
insurance. Rather, the proposed
simplification of the regulations may
enable applicants to-realize a smalt
administrative cost saving. Therefore,
the proposed amendment will have no
net adverse economic impact on the
public and a full regulatory evaluation
pursuant to the Department of
Transportation Order 2100.5 is not
required.

Regulatory Flexibility Determination

This rule will not impose any new
requirements on small entities. Because
it simplifies the regulatory procedures
and requirements for applying for v
aviation insurance, any applicant, small
or large, may realize a small
administrative cost saving. Therefore,
the FAA has determined that this
amendment will not have a significant
economic impact on a substantial
number of small entities.

International Trade Impact Analysis

This rule will not significantly
influence international trade involving
aviation products or services. This rule
implements changes in statutory
authority to provide Title XIII aviation
insurance. The changes did not change
the fundemental policy underlying the
administration of Title XIII; i.e,,
commercal problems should be resolved
to the maximum extent possible by
commercial entities and the Government
should provide aviation insurance only
in extraordinary circumstances. Rather,
these statutory changes sought only to
bring administration of Title XII into
conformity with current insurance
practices. FAA believes that the net ‘
impact on international trade in aviation
services of the regulatory
implementation of these changes
through this will be insignificant.
Therefore, the FAA believes that this
amendment will not eliminate existing
or create additional barriers to. the sale
of foreign aviation products or services
in the United States and will not
eliminate existing or create additional
barriers to the sale of U.S. eviation
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products and services in foreign
countries.

Paperwork Reduction Act

Approval for the data collection
requirements imposed by Part 198 has
been obtained from the Office of
Management and Budget. Part 11 is
amended by this final rule to include the
OMB approval number for those
requirements.

Note.—For the reasons set forth previously,
the FAA has determined that the revision: (1)
Does not involve a major rule under
Executive Order 12291, (2) is not significant
under the Department of Transportation
Regulatory Policies and Procedures (44 FR
11043; February 26, 1979); and (3) does not
warrant preparing a full regulatory evaluation
as the impact is minimal. For reasons set
forth previously, I certify that under the
criteria of the Regulatory Flexibility Act, this
rule will not have a significant economic
impact on a substantial number of small
enlities.

List of Subjects
14 CFR Part 11

Rulemaking, Exemptions, Agency
information collection.

14 CFR FPart 198

Transportation, Air transportation,
War risk insurance, Aviation insurance.
Issued in Washington, DC, on December 6,
1985. :

Donald D. Engen,
Administrator.

The Amendments
PART 11—[AMENDED]

In consideration of the foregoing, the
Federal Aviation Administration
amends Part 11 and Part 198 of the
Federal Aviation Regulations {14 CFR
Part 11 and Part 198) as follows:

1. The authority citation for Part 11 is
revised to read as follows:

Authority: 49 U.S.C. 1341(a), 1343(d), 1348,
1354(a), 1401-1405, 1421-1431, 1481, 1502; 49
U.S.C. 106(g) (Revised, Pub. L. 97449, January
12, 1983).

§ 11.101 [Amended]

2.In § 11.101 of Part 11, paragraph (b)
is amended to add the following listing:
(b) * X &

Part 198. 2120-0514

3. Part 198 is revised to read as
follows:

PART 198—AVIATION INSURANCE

Sec.
198.1 Eligibility of aircraft for insurance.
198.3 Basis of insurance.

Sec. .

198.5 Types of insurance coverage
available.

198.7 Amount of insurance coverage
available.

198.9 Application for insurance.

198.11 Change in status of aircraft.

198.13 Premiun insurance—payment of
premiums.

198.15 Nonpremium insurance—payment of
registration fees.

Appendix A Form of Application named in
§ 198.9

Authority: 49 U.S.C. 1531 through 1542; 49
U.S.C. 106(g) (Revised Pub. L. 97-449, January
12, 1983); and 49 CFR 1.47(b).

§ 198.1 Eligibility of aircraft for insurance.

An aircraft operation is eligible for
insurance if:

{a) The President of the United States
has determined that the continuation of
that aircraft operation is necessary to
carry out the foreign policy of the United
States, :

(b) The aircraft operation is in foreign
air commerce or between two or more
points all of which are outside the
United States; and

(c) The Administrator finds that
commercial insurance against loss or
damage arising out of any risk from the
aircraft operation cannot be obtained on
reasonable terms and conditions from
any company authorized to engage in an
insurance business in a State of the
United States.

§ 198.3 Basis of insurance.

(a) Application for insurance with
premium may be made if the eligibility
criteria in § 198.1 are met. Premiums
charged for insurance shall be based,
insofar as practicable, upon

- consideration of the risk involved.

(b) Applications for insurance without
premium may be made if the eligibility
criteria in § 198.1 are met and air
services are to be performed under
contract to a Federal agency which has
agreed to indemnify the Administrator,
acting for the Secretary of
Transportation, against all losses
covered by such insurance.

§ 198.5 Types of insurance coverage
available.

Application may be made for
insurance against loss or damage with
respect to the following persons,
property, or interests:

(a) Aircraft engaged in operations
which are eligible for insurance, as
defined in § 198.1;

(b) Any person employed or
transported on the aircraft referred to in
paragraph (a);

(c) The baggage of persons referred to
in paragraph (b);

(d) Cargoes transported or to be
transported on the aircraft referred to in
paragraph (a);

(e) Any other liability of the aircraft
referred to in paragraph (a) or of its
owner or operator of the nature
customarily covered by insurance.

§ 198.7 Amount of insurance coverage
available.

(a) For each aircraft the amount
insured may not exceed the amount by
which the applicant has otherwise
insured or self-insured the aircraft or
itself against damage or liability arising
from any risk. In the case of hull
insurance, the amount insured shall not
exceed the fair and reasonable value of
the aircraft.

(b) Policies issued without premium
may be revised from time to time, by
agreement of the Federal Aviation
Administrator and the insured and with
the approval of the Federal agency on
whose behalf contract air services are to
be performed, to add aircraft or
contracts or to amend amounts of
coverage if the insured has changed the
amount by which it has otherwise
insured or self-insured the aircraft or
itself.

§ 198.9 Application for insurance.

(a) Application for premium or
nonpremium insurance shall be made in
accordance with the applicable form set
forth in Appendix A of this part.
Application for hull and liability
insurance shall be filed on the same
form.

(b} Each applicant for insurance with
premium under this part also shall
submit to the FAA with its application a
letter describing in detail the operations
in which the aircraft is or will be
engaged and stating the type of
insurance coverage being sought and the
reason it is being sought.

§ 198.11 Change in status of aircraft.

In the event of sale, lease,
confiscation, requisition, total loss, or
any other change in the status of an
aircraft covered by insurance under this
part, notice shall be given to the
Administrator within 10 working days
after the change in status.

§ 198.13 Premium insurance—payment of
premiums.

The premium for insurance issued
under this part shall be paid within 10
days after receipt, by the insured, of
notice that premium payment is due.
Premiums shall be sent to the Federal
Aviation Administrator by check made
payable to the Federal Aviation
Administration.
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§ 198.15 Nonpremium insurance—
payment of registration fees.

(a) The registration fee for each
aircraft to be covered by nonpremium
insurance shall be $200. The fee shall
cover the cost of hull and liability
insurance.

(b) An application for nonpremium
insurance shall be accomplished by the
proper fee, payable by check to the
order of the Federal Aviation
Administration. Registration fees are not
returnable unless applications are
rejected.

{c) Requests made after issuance of a
nonpremium policy for the addition of
aircraft shall be accompanied by the
registration fee for each aircraft.

~ Appendix A—Form of Application

Named in § 198.9

UNITED STATES OF AMERICA
Department of Transportation
Federal Aviation Administration

Application for Aviation Insurance

Application is made for aviation insurance,
pursuant to Title XIII of the Federal Aviation
Act of 1958, as amended, and in accordance
with all provisions of law and subject to all
limitations thereof, on the aircraft described
in the attached "“Schedule of Aircraft,” with
the understanding that this application does
not commit the Government to any liability or
make the applicant liable for any premium or
fees unless insurance is effected by the
Federal Aviation Administrator.

Name of Applicant
Address

Basis of Insurance

( ) Insurance with premium

( ) Insurance without premium:
Contracting Federal Agency
Date and Number of Contract
Hull

Amounts set forth in the attached
“Schedule of Aircraft” as representing the
amount of hull insurance desired for each
such aircraft shall not exceed the amount in
effect on the date of this application, by
which the applicant has insured or'self-
insured that aircraft.

Liability, Exclusive of Cargo

The type and amounts of coverage required
for the aircraft described in the attached
“Schedule of Aircraft” shall be indicated and
the limits of liability for each such coverage
shall be specified in the schedule, but such
limits shall not exceed the corresponding
amounts in effect on the date of this
application by which the applicant has
insured or self-insured against liability.

Liability of Cargo
Limits of liability desired for each of the

aircraft described in the attached “Schedule
of Aircraft” shall be specified.

General .

Insurance shall attach no earlier than the
commercial insurance terminates or at such
time as may be specified in the policy.

If application is for insurance with
premium, the rate of premium and the amount
of any deductible ghall be fixed by the
Federal Aviation Administrator, acting for
the Secretary of Transportation. The
registration fee for insurance without
premium is $200 per aircraft listed on the
“Schedule of Aircraft” and is not returnable
unless application is rejected. Registration
fees are due upon application or revision of
the “Schedule of Aircraft” adding aircraft and
are payable by check to the Federal Aviation
Administration.

The application shall be accompanied by
copies of any commercial insurance policy
and any company plan of self-insurance
applicable to the aircraft listed in the
“Schedule of Aircraft.”

The “Schedule of Aircraft” attached to
policies without premium may be revised
from time to time by agreement of the Federal
Aviation Administrator and the insured and
with the approval of the Federal agency on
whose behalf contract air services are to be
performed, to add aircraft or to add contracts.

The application also shall be accompanied
by a statement which shall be considered to
be incorporated in the application and to
form a part thereof, and which shall be
signed by the same corporate official who
signs the application on behalf of the
applicant. The statement shall show that the
applicant:

{a) Controls and operates the aircraft listed
in the attached “Schedule of Aircraft,” and if
application is for insurance without premium,
has committed such aircraft to the above
indicated contract(s);

(b) Is maintaining and has maintained
during the 6-month period preceding this
application (or since the aircraft was
acquired if acquired during the 6-month
period) insurance, including demonstrable
self-insurance, covering possible injury, loss
or damage in amounts which equal or exceed
the insurance coverages requested in the
application; and

or has partial commercial insurance
coverage, but is unable to obtain the
additional needed insurance of the type
requested on reasonable terms and
conditions from such commercial sources;

Verification shall include evidence of
premium rate history, the names of the
commercial insurance carriers which have
been contacted and the premium rates quoted
by such carriers which applicant considers
not reasonable, and any conditions or
limitations which those carriers would
impose or have imposed, such as evidence of
cancellation or notice of cancellation, which
would cause their insurance to be
inapplicable to some or all of the operations
by aircraft listed in the “Schedule of
Aircraft.”

If the application is for insurance with
respect to a foreign-flag aircraft, it shall be
accompanied by the statement setting forth
the registration number(s) of the aircraft, the
nationality of registration, and the name of
the owner or lessee.

" The insurance applied for hereunder shall
not cover risks to persons or property
engaged or transported exclusively in
operations between two points in the United
States as defined in Section 101(41) of the
Federal Aviation Act of 1958, as amended (49
U.S.C. 1301 (41)).

Applicant warrants that the particulars
herein are true and complete to the best of
his or her knowledge and that no information
has been withheld or suppressed.

Applicant agrees that this application,
including all attachments hereto and all
revisions of the “Schedule of Aircraft”
hereinafter accepted by the Government and
the terms and conditions of the form of policy
prescribed by the Federal Aviation
Administrator, acting for the Secretary of
Transportation, will constitute the basis of
any contract between him or her and the
United States’of America.

(c) Cannot obtain insurance of the type Applicant
requested on reasonable terms and By
conditions from companies authorized to
engage in an insurance business in a State of ~ (Name and Title)
the United States or the District of Columbia, Date
Schedule of Aircraft

HULL INSURANCE

Make, model, and

configuration FAA identification No.
{pas5enger, cargo, or or equivalent
convertibie,

Amount of hull
insurance desired for
each aircraft

Amount for which each
aircraft is currently
insured (including self-
insurance)

Loss payee

LIABILITY INSURANCE

{Exclusive. of cargo}

Amount requested per occurrence

Amount of insurance (including self-insurance) in effect per
occurrence
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LIABILITY TO CARGO

Amount of insurance {including self-insurance) in effect per

Amount requested oCOUTeNce
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