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January 10, 2007

ALABAMA INSURANCE CASE LAW UPDATE
PARTIAL REJECTION OF UNINSURED MOTORIST COVERAGE

On January 5, 2007, the Alabama Supreme Court released its opinion in the case of Federated Mutual Insurance Company v. Vaughn.  The underlying facts revealed that Melvin Vaughn was employed at Farmer=s Tractor Company, Inc.  On April 25, 2002, Vaughn was driving a vehicle owned by Farmer=s and covered by an insurance policy issued by Federated.  On that date, Vaughn=s vehicle collided with a vehicle driven by Ellen Chapman.  

Vaughn was injured in the accident and claimed that Chapman was responsible for his injuries.  He filed suit against Chapman and also asserted a claim with Federated for uninsured\underinsured-motorist (AUM@) benefits.  Vaughn asserted that he was legally entitled to damages from Chapman in excess of the limit of her liability insurance.

Under Federated=s policy, Farmer=s maintained UM coverage for its directors, officers, partners, owners and family members who qualified as insured’s.  However, Farmer=s had expressly rejected UM coverage for “any other person who qualifies as an insured.@  As an employee, Vaughn qualified as an insured, but he was not included in any of the categories for which Farmer=s maintained UM coverage.  Therefore, Federated denied Vaughn=s claim for UM benefits.

Vaughn sued Federated alleging breach of the insurance contract and bad faith failure to investigate the insurance claim.  Federated moved for summary judgment and the trial court granted same with respect to the bad faith claim.  The court however denied Federated=s Motion for Summary Judgment on the breach of contract claim.  The trial court certified the denial so that it could be appealed to the Alabama Supreme Court.  

On appeal, the Alabama Supreme Court cited to the language of the Alabama Uninsured Motorist Statute found at Ala. Code §32-7-23.  Specifically, the court stated that the UM Act establishes the general rule that a motor vehicle policy must provide UM coverage for the protection of the insured’s and it also provides an exception to the rule in that the named insured has the right to reject such coverage.  On appeal, Vaughn argued that while Farmer=s could reject UM coverage altogether, it could not maintain such coverage with respect to some of the insured’s but reject it with respect to others.

In its analysis, the Alabama Supreme Court noted that this was a question of first impression in Alabama.  The court held that '32-7-23 gave Federated the right to reject UM coverage, and did not qualify or restrict that right.  The court stated:

“Because the greater typically includes the lesser, the right to reject totally UM coverage implies the right to reject it partially.@
The court went on to state that it could not interfere with Federated’s freedom to contract on public policy consideration.  Ex parte Life Ins. Co. of Georgia, 810 So.2d. 744 (Ala. 2001).  Since the Supreme Court overruled the trial court’s holding on the breach of contract claim (an essential element of the bad faith claim), the Supreme Court held that the defendants’ were entitled to a judgment as a matter of law on all counts.  

I hope you have found the above summary helpful and informative.  For a copy of this and other publications regarding recently released cases of interest in the State of Alabama, 

please feel free to visit our website at www.rfpc.net/publications.  Also, if you would like to receive these updates via email, please send an email to sroberts@rfpc.net. 
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