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Abstract

The insurance domain has a very important status in the globalization context and social trans-
formation.

Insurance, in law and economics, is a form of risk management primarily used to hedge against
the risk of potential financial loss.

Every year the cost of damages caused by floods and earth flow reminds authorities about a con-
troversial motion: mandatory home insurance

In this paper | will present the mandatory condition of home insurance, work home, protocol
home and holiday home of people and firms, also the relation between insurant and insurance com-
pany, the rights and obligations of each part involved, licensing of insurance company witch interact
and the establishment of the Reinsurance against Disaster Company. To determine the importance of
thisinsurance, a risk analysis fundamentals and a risk financing decisions is needed. For this analyze
we must taking in consideration the houses and the possibilities of insurance companies factors.
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1. The Mandatory Home Insurance

Romania is the only country in Europe to creategislative framework to introduce a
compulsory insurance for homes against naturabtiiss

In 2000, Turkey has implemented with the help & World Bank, a similar law. In
this case, the degree of penetration of insuraraeup 17%.

Japan, a country frequently hit by earthquakes ahggstem of home insurance and in-
surance premiums are high. For this reason, onlypbRtmes are insured.

In California, providing housing is administered dyrivate company without state in-
tervention and compensation are received only lmgehwho have signed an insurance
contract.

In Florida, this insurance product covers only ster
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Insurance companies have declared themselvesisgigshtvith their current rules on
compulsory insurance for housing. These take as shating point the fact that the project
does not take into account the needs of the market

Arguments Presidencies insurance based on the pasaiple of insurance: the trans-
fer of risk from a person to a person authorizedthly Commission for Supervision of
Insurance. But if the current draft legislation ¢alk about an aid fund, taking into account
the definition of risk: the future event possilidet uncertain, with the result wrong.

To support the allegations above are considereddke of housing built in flood or
houses ,with red splat ", where there may be tél& sk, but rather a certainty. This is be-
cause homes in flooded areas will be flooded withusty if the rain over the quota
allowed, and buildings ,with red splat" will centdy fall in an earthquake exceeding a cer-
tain degree. For this reason, so far, insurers havsigned such contracts, regardless of the
requirements owner, or if you still have signedtcacts of insurance (in the case of loans),
the premium was very high.

Basically, the current legislative framework by theners of these homes is indemni-
fying the money to those who have built solid heuderom this perspective, one can say
that this new system is a form of social solidaréguired.

By introducing this system, we can say that werreta the year 1995. The difference
is that when most owners do not even know that tiee/secured housing, as the premium
was charged with paying tax. After it was removiée degree of coverage in insurance
dropped from an average of 90% to 6.2% for urbamsbbolds, and only 1.8% for house-
holds in rural areas.

In the new system, local authorities seek to idgntie owners and send a notice with
the premium attracting non-punishment with a fihd@@0 lei and 500 lei.

Management system will organize a structure caHled! Insurance against Disasters
(PAID). This structure is organized as a joint &toompany which will manage the fund at
risk for the payment of sums insured in the compylsystem, in the event of natural disas-
ters, by companies authorized to conclude contrattéinsurance for this product, to
compensate owners.

From this legislation does not provide what hapgerthis company and the insurance
system, under which an insurer goes bankrupt othaninsurer wants to enter into this sys-
tem

Experts argue that developing detailed rules toegothe criteria for compliance to
subscribe to that company management, the trarefesurance and the reserve for finding
insured damage.

The legislative framework is part of "The reductiminrisk in the event of natural dis-
asters and preparing for emergencies”, implementadcordance with the provisions of the
Law nr.389/2004 for the ratification of the loarregment between Romania and the Inter-
national Bank for Reconstruction and Development .

This product is to cover the risks of natural disessuch as earthquake, flooding and
landslides.

The legal framework covering only two types of hiogs

« Buildings with the reinforced concrete or extenwalls of burnt brick, or any other
materials resulting from a heat treatment and/@nthbal - home type A - to a maxi-
mum of 20000 ensured value and a premium of 20 euro
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« Buildings with exterior walls of wood, stone other natural materials, subject-and
heat treatment or chemical - home type B - withaximum of 10 000 ensured value
and a premium of 10 euro.

Annexes that not make up the body together withdsyrand goods inside the home
cannot be insured.

Owners who have an insurance policy against disastfe time of entry into force of
the law are not obliged to sign a new contract.

Where owners receiving welfare, the premium willdapported from local budgets,
based on the amounts of revenue breakdown of &l Istidget for social aid.

In co-ownership, ending a single insurance contragiardless of the owner cannot be
done. Insurance premium will be paid by each ovimeelation to the share held.

The amount insured and the premium can be changeddially, depending on the
price of the real estate market, real estate dpusdmts in the structure and the rate of infla-
tion, and the frequency of occurrence of risks iedu This change is the decision by the
Insurance Supervisory Commission, based on econandctechnical documentation pro-
vided by the PAID with insurance companies acceedit

If the owner wants to provide homes to more thanstlim assured foreseen by law, or
wants to cover other risks, may conclude a contdditional voluntary. In the insurance is
mandatory sign an additional specification, whietssll the risks agreed to be covered and
the total sum insured.

The premium can and paid in full, ensuring 365 daysn part, rate of 50% of the to-
tal, providing 182 days. Premiums subsidized, iml&tor in part, the payment will be made
in full and in advance. With at least 45 days befihie expiry of the validity of the policy.

The insurance shall enter into force at zero hduh® day following that has paid the
premium against disaster.

The local public administration authorities have thbligation to provide a list of all
construction PAID purpose of homes, including tlieppse of social homes. This list will
contain the name and owner name, address of tiieneg tax, tax identification code and
the number of register nominal role only. Thesedat rechecked annually. In turn, PAID
transmit monthly list of owners who have not ygingid contracts of insurance, and the first
due for each. The section from each of the murlitipg will send notification by registered
mail to all debtors.

Insurance premium for this product is deductiblecaculating income tax for the
owner who paid full value.

It has been estimated that the subscribed premiuthe first year will be about 130
million, but more than half of that amount will beed for the reinsurance premium.

Regarding the request for compensation, it canaoeed home owners, successors in
title of the owner (where he died) or other persdesignated as beneficiaries in the insur-
ance contract.

In the event of claims compensation will be playégthin 15 working days from the
date of completion of file damage. Payment willlbade in the bank account opened by the
insurer at the nearest bank to the address ofwledlidg affected, or in an account specified
by the policyholder.

After payment the insured sum decreases with timepeasation. If the owner wants
reunification of the amount insured, it will pay additional premium, calculated as a per-
centage of the total premium, corresponding tcatheunt insured unused.
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The insurance company may refuse to pay compenséitchas not received compen-
sation within 30 days from the date of the riskuiesl. If there proof that it was in the
country at the time of the event, this period ieaged by 15 days.

If the policyholder has signed a contract and vidoy) PAID supports the minimum
amount insured, and the remaining sum insuredgpated by insurers.

The home insurance against natural disasters aglbime mandatory from 1 July 2009.

The following is presenting the impact of the irswe product on the insured and the
insurer.

From the perspective of the insured, it has thétylbo provide or not provide.

2. The Model

If the owner prefers not to ensure, is not a nawisaster, the initial incomey is not
affected, and the policyholder is liable to pay fhme prescribed by law. But when the
owner refused signing a contract of insurance atdral disaster occurs, in addition to the
fine, more support and financial loss.

In the first case, the income is:

y1=y-a (1)
Where:
Y - the original income of the owner
a — the fined between 100 lei and 500 lei
In the second case, the income is:
y,=y-a-L 2)
Where:

L — Caused financial loss of a decision naturahstisr. This loss cannot be influenced or
the likelihood of loss can not influence.
If the owner decides to sign an insurance contragt only for the minimum
amount, then the income is amended with the faghpent of insurance:

Ys =Y~ Pq ®)
Where:
Pq - the insurance premium for home insurance for imguis a maximum of 20 euro
g - the sum insured, if this insurance product ia1@0 000 euro

P - Share premium, which may cause the relatignSt# pq, therefore, is 0.1%.

In this case, the incomeys, = y — 20.
Given that home owner decides to sign an insuraoogract, the insured sum, if an
undesirable event is produced, then the incomméended as follows:
Y,=y-L-pa+q 4

Where:
L — Caused financial loss of a decision naturahstisr, which may be lower, higher or
can equal the maximum insured amount required.

If L<q orL =q, then:
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Yo=Y~ Pq, 5)
Which shows that the policyholder not felt a loss?
If L>q, then:

Y.=y-L -pa+q, (6)

Where:
L, -additional loss suffered by the insured, whickhemds the amount of the maximum

insured required. In this situation there felt sslthat can be avoided by signing a con-
tract of voluntary insurance.
Policyholder pays the insurance premiupg without knowing the nature of states,

with the consequence of the reduction in incomebfith the state, but receives the sum as-
sured, if the event occurs unwanted. The stateatfra 1 represents the nature of the event
does not produce unwanted and the state of nattgpr@sents a situation in which the event
occurred involving an unwanted loss for the insured

To determine the restriction in the budget revenuée two states, using equations (3)
and (4), and the income. Thus,

Y, =y-L+@-p)q (7
A . Y=y S
nd usingq = fromy,, the budgetary restriction is:
1_
Vo=y-L+=P(y-y,). (®)

In terms of mandatory home insurance for the budgstiction is given by the rela-
tionship:

1-0,001
—y-L+————(y- =y-L+99 - . 9)
Yo=Y 0,001 (y-vs) =y Ay~ ¥s)
Budgetary restriction can rewrite as follows:
@-p)ystpy, =A-pP)y+p(y-L). (10)
In the case of mandatory home insurance, thisioelstiip becomes:
0,999y, + 0,001y, = 0,999y + 0,004y - L) (11)
Where:
0,999 - the right price on a unit of monetary incometia event that is not a natu-
ral disaster
0,001 - the right price on a unit of monetary incomethie event that there is a natural
disaster

0,999y, + 0,001y, -the costs involved in rights between the twoestaif nature

0,999y + 0,001y — L) - The initial allocation of income insurer, in theo states.
Tilt the right budget, which is the rate at whitle {policyholder may
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Transfer came from the situation in which thera isatural disaster, and the situation
in which the event takes place unwanted, throughrtburance contract is:

dy, __@-p)__0999_
dy, p 0,001

-999. (12)

Considering 77, the probability attached to insured to the naiirestate S, such

77, for the nature of state 1 and, for the nature of state 2, and using relations &)
(33), and that relationshipr; + 77, =1, then:

USERELAD :y_nzl-_q(p_ﬂz)- (13)
In the case of mandatory home insurance is fouad th

If p<7T,, then the share premium is less than the prahbabttached to the insured
for the occurrence of a natural disaster, andvsrid because the policyholder pays
below the level of risk. The level of risk is hightban 0.1%.

If p=77,, then share premium equal the probability attddbethe insured status of
nature 2. In these circumstances, the risk is 0Tl¥¢.area at risk of flooding is impos-
sible

If p>77,, then the share premium is greater than the pilityaattached by the in-

sured in the event of a natural disaster. Thuspttieyholder pays more than the level
of risk. This rule applies to the optional insuranc

3. Conclusion

Demand for insurance is at the basic training pba$ of insurance companies. Where
there is a high demand for a particular insuranoelyct, designated class product that will
have a significant weighting in the portfolio. Otivése, the share will be insignificant.

In the case of mandatory home insurance, ownelsrefiér to companies that offer
bonuses, or who may pay a premium rate lower fdiooal insurance. This product will

lead to the diversification of the portfolio of urance companies, and help with housing
class insurance to increase their share.

References

Biadescu A.V., Dobre I., Sacal B., Metode cantitatiesfuhdamentare a deciziilor Tn cotiidile riscsi
incertitudine, Editura Atlas Press, Buctie2005

Badescu A.V., Considetiaasupra deciziilor in condi de incertitudine, Revista Studii Cercetri de
Calcul Economigi Cibernetiéd Economid, nr.3, 2005

Badescu A.V., Dobre |., Modelarea deciziilor econoafiitanciare, Editura Conphys, 2001
Ben-Haim Yakov, Decisions under severe uncertalnfg—Gap, 2006

Dobre I, Bidescu A.V., Runa L., Teoria deciziei, ASE, Bucyte 2007

White. D.J., Decision theory, Aldine Transactiof0a



