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Court Rewrites No Fault Policy to Add Named Insureds Based on Public

Policy and Legislative Intent

By Mark Vanneste

At the heart of American contract law is the fundamental principle
that parties are free to contract as they see fit. Courts are charged
with enforcing these contracts as they are written by the parties,
except when the contract is in violation of law or public policy.
The Michigan Court of Appeals recently found such a violation in
regard to an insurance policy, and, as a result, reformed the policy
of insurance issued by Chrysler Insurance.

In Auto Club Insurance Association v DaimlerChrysler Insurance
Company, _ Mich App _ 2012, three insurance companies fought
over priority. The injured parties, a husband and wife, were both
named insureds in an Auto Club policy, the insurer of an
uninvolved vehicle owned by the couple. The husband, only, was
a named insured in a Foremost policy, the insurer of the couple’s
motor home. Chrysler Insurance insured a vehicle leased by the
couple. The Chrysler Insurance policy’s named insured was the
Chrysler Corporation and its United States subsidiaries, and not
the husband or wife. Chrysler Insurance’s policy’s stated PIP
benefits were available to a leasee except when they were entitled
to Michigan No-Fault benefits as a named insured under another

policy.

After the couple was involved in an accident in the leased vehicle,
the husband received PIP benefits from Auto Club and Foremost,
the two policies in which he was a named insured. The wife
received PIP benefits from Auto Club, the only policy in which

she was a name insured. Chrysler Insurance refused to contribute
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At times, a possible defense to an action seeking
benefits is that a claimant does not have an
insurable interest and, therefore, the policy of
insurance in question is invalid. Awuto Club v
DaimlerChrysler Insurance sets precedent for
courts to have the option of modifying the
policy to create an insurable interest. As a
result, even when circumstances are such that
the named insured does not have an insurable
interest, an insurer may not be off the hook,
even when other insurance is available.

In short, the defense that a policy is invalid due
to the insured lacking an insurable interest may
be defeated by a court’s decision to modify the
policy on grounds of public policy or Legislative
intent. In situations similar to this one, the
court may do so by replacing a named insured
without an insurable interest with one who does
have an insurable interest, creating a liability for

No-Fault benefits.

benefits because the injured parties were not named insureds and were entitled to benefits under another policy. In response,
Auto Club brought suit against Chrysler Insurance seeking reimbursement. The trial court dismissed the case indicating that
Chrysler Insurance was not liable under the terms of the policy.

On appeal, the Court of Appeals reversed the trial court’s ruling. The Court found that the Chrysler Insurance policy was
invalid under the No-Fault Act because the named insureds, Chrysler and its U.S. subsidiaries, did not have an insurable interest
and because the policy contravened the legislative intent of the No-Fault Act.



CONTINUED...

The Court pointed out that “under Michigan law, an insured must have an insurable interest to support the existence of a valid
automobile liability insurance policy.” An insured may have an insurable interest without having actual ownership of the
vehicle. The Court found that neither Chrysler nor its U.S. subsidiaries had an insurable interest. These entities were not the
owner or registrant of the vehicle nor reaped any benefit from it and, because they were not people, could not suffer accidental
bodily injury. Ultimately, the Court found that the policy must be reformed to be compatible with public policy and the No-
Fault Act to create an insurable interest belonging to a named insured.

In regard to the Legislature’s intent, the Court pointed out that insurance policies are subject to statutory regulation and that
courts are charged with the duty of reading into them mandatory statutory provisions. In Enterprise Leasing, a case decided by
the Michigan Supreme Court, a vehicle rental agreement was found to be invalid because it shifted responsibility for providing
primary insurance from the owner to the renter. This shifting of responsibility avoided the Legislature’s intent that a vehicle’s
owner be primarily responsible for providing insurance coverage.

The Court found that the Chrysler Insurance policy violated the intent of the Legislature by improperly shifting responsibility
for No-Fault coverage. The injured husband was the constructive “owner” of the vehicle and even paid insurance premiums as
part of the lease agreement. Therefore, because Chrysler and its U.S. subsidiaries were the named insureds instead of the injured
parties, the Chrysler Insurance policy shifted responsibility for coverage away from the owner. Ultimately, the Court reformed
the Chrysler Insurance policy to add the husband and wife as named insureds instead of Chrysler and its U.S. subsidiaries.

After the husband and wife were added as named insureds to the Chrysler Insurance policy, Chrysler Insurance was in equal
priority with Auto Club and Foremost. The husband was covered by all three policies, being a named insured on each, and
with each insurer contributing a pro rata share. The wife was covered by both the Auto Club and Chrysler Insurance policies,
the two in which she was a named insured.
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