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ACTI ON NARRATI VE
TAPE 02-18, SIDE A
Number 001

#SB327

SB 327- MOTOR VEH CLE LI ABI LI TY | NSURANCE

CHAI RMVAN JOHN COANDERY cal l ed the Senate Transportation Conmttee
neeting to order at 2:22 p.m and announced SB 327 to be up for
consi derati on.

SENATOR DAVE DONLEY, sponsor of SB 327, said a recent Al aska
Suprenme Court decision in State Farm Mutual Auto |Insurance versus
{indisc.] held that wuninsured/underinsured notorist coverage
includes any punitive damages if the coverage for punitive
damages is not specifically excluded wunder the insured' s
liability policy.

SENATOR DONLEY said he is very pro-consuner when it conmes to
i nsurance and he could understand why a consuner would want a
wi ndf al | from punitive damages from hi s or her
uni nsur ed/ underi nsured policy, but no public policy exists for
such activity, unless you're planning on successful subrogation.
He st at ed:

The whole intent of punitives is to deter bad action
If your first party insurance is going to pay
punitives, there's no deterrence with the exception of
successful subrogation.

He said in this case, he agrees wth the insurance conpanies, but
his concern, fromthe consuners’ point of view, is that this wll
rai se the cost of coverage.

SENATOR DONLEY said this bill is intended to reverse that case
and clearly say that insurance conpanies don't have to provide
punitive damges coverage as part of uninsured/underinsured
coverage when they say they are not going to.

Additionally, Section 2 mandates an offer of nedical coverage. He
believes it is inportant that people be given the option of
purchasing a primary health insurance policy. Medical insurance
is very good for people to have and it is good public policy to
encourage people to buy it, because it protects them He said he
would be willing to give up the "each renewal" |anguage in the
bill as long as the option of health insurance was nmade with the
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initial offer. He added that insurance is the only area where
di scounting is forbidden because it is inportant that insurance
agents take the time to explain everything to their custoners. He
hoped t hey were doing that.

The ot her provision in the bill deals wth expanding
conprehensi ve coverage to include the cost of replacing defective
or worn out safety belts in vehicles. Al aska statute mandates the
use of safety belts and since equi pnment wears out, the ideais to
al l ow 50 percent reinmbursenment for seat belt replacenent fromthe
conprehensi ve insurance. He believes this would be good public
policy. He thought the insurance industry would whine about this
itemnot being a true part of conprehensive coverage.

SENATOR DONLEY said sone provisions were added about
confidentiality of insurance records and they are supported by
the industry, but he would defer to the division to explain it.
Amendnment C.1 clarifies current statutes on "UM and "U"
coverage. He stated:

Coverage shall be nmade only when a direct physical
contact between the insured and the underinsured notor
vehicle has occurred - and this is a problem that was
brought to ny attention at one point. If you have a
chain reaction accident, nunber 1 here is an uninsured
driver, plows into nunber 2 and nunber 2 is propelled
into nunber 3. Wll, you have no direct physical
contact between 1 and 3 and so there has been the
argunent raised in the past that the uninsured UM U
doesn't cover you for this because this person had
insurance - they hit you - although it wasn't their
fault. You don't have a claim against this person,
because it really wasn't their fault. R ght? They were
pushed into you by this uninsured driver. And this is

an effort to make it crystal clear - | don't believe
t hat people should be denied the protection of their UM
and U because of this - but just to make it extra
clear, that's what the attenpt is here - is to help

with this chain reaction type argunent...

SENATOR ELTON noted the anendnents had not been noved, but they
wer e addressed and he had a question about the anmendnent and the
bill.

SENATOR WARD noved to adopt Anmendnent 1, |abeled C. 2, and asked
for unaninobus consent. There were no objections and it was
adopt ed.

SENATOR WARD noved to adopt Anendnent 2, |abeled C 1.
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SENATOR ELTON objected to ask a question. He said he thought the
way to fix that problem is addressed on line 19 where it says
"may be made only where direct contact between the notor vehicles
has occurred.” That |anguage will remain in the bill and he
wasn't sure how the amendnent fixes the situation

SENATOR DONLEY agreed and said that M ke Ford, D vision of Lega
Services, could explain it. He said he didn't want any clever
insurance |awer thinking that they can avoid coverage |ust
because they're | ooking at this problem He said:

| think they should pay in this circunstance, because |
think it's real wunfair to deny coverage in this
circunstance. | want to make that real clear for the
record.

M5. SARAH MCNAI R- GROVE, Property Casualty Actuary, Division of
| nsurance, said this was the first time she had seen this
| anguage and she wanted to | ook at it before comenting.

SENATOR DONLEY said he would talk to Mke Ford again to see why
he thought this was a good fi x.

SENATOR ELTON asked if it would be easier to not advance the
anendnent now.

SENATOR DONLEY said that would be all right.

SENATOR WARD noved to withdraw his notion to adopt Amendnment 2
(C.1) and asked for wunaninobus consent. There were no objections
and it was so ordered.

SENATOR ELTON sai d he didn't understand "successful subrogation.”
SENATOR DONLEY expl ai ned:

In uninsured/underinsured coverage, this first party
i nsurance, you buy this insurance to protect yourself
agai nst the losses incurred to you by a third party. If
an uninsured driver hits you, you' ve got insurance for
that. Your insurance conpany pays you. They now have a
cl ai m agai nst the person that hit you and that's called
a subrogation - where they can sue that person on
behalf of your claim that they paid - the court fees
t hey shoul d have paid...

My argunment on whether or not your insurance conpany

shoul d pay you punitive damages that you were awarded
from that person who hit you is that it doesn't deter
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that person at all, because they're not paying it. Your
i nsurance conpany is paying it. Right? And the only
exception to that mght possibly be if you want to
think that your insurance conpany now has a claim for
the punitive damages they paid you on the court fees
t hat you have...

SENATOR ELTON said that nmade sense, but it seens if they want to
do that because it takes sone of the costs out of the system and
they are doing that, one of two things could happen: either
insurance rates don't rise as quickly or they would drop because
t hose costs di sappear fromthe system

SENATOR DONLEY said this was a fairly new case that created the
pr obl em and:

Hopefully insurance rates won't rise as quickly and
hopefully you'll deter people from retrenching in the
anmount of insurance they're selling too, because one of
t he dangers, of course, is the market would becone so
unattractive that they just decide not to participate
in the marketpl ace.

MR. M KE LESSMEIER, representing State Farm I|nsurance, said he
knew of one conpany that quit witing excess insurance because of
this problem He noted it would basically require people to pay a
prem um so they can collect punitive damages from soneone el se
under the guise of punishing them He said it nakes no sense at
al |l because they end up punishing thensel ves. He nmintai ned:

W think that wuninsured and underinsured notorist
coverage was created to conpensate people from
uni nsured and underinsured drivers and we need to get
back to that. We think this will have a positive effect
on | osses...

SENATOR W LKEN asked if State Farm or other insurance conpanies
in Alaska track their annual |osses or reinbursenents due to
uni nsured notori sts.

MR. LESSMEIER replied that he was sure they do. To get a rate
approval fromthe D vision of Insurance, they have to justify the
rate based on | oss experience. He said he would be happy to get
information on why their rates have grown for the commttee. He
i ndi cat ed:

You |l ook at State Farm | ast year - |lost nationw de $5.1
billion - the worst loss ever. In Alaska we're not
doing much better. W, in [the] autonobile insurance
market - as | wunderstand it the reason that the cost
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continues to go up is because you look at costs of
medi cal that continue to rise and the cost of repairing
autonobiles has continued to rise. The issue wth
respect to uninsured and underinsured prem um coverage
that we have always struggled with, and | know Senat or
Donley was here when we created this system is that
that coverage has changed and evol ved over the years
and it's great coverage in Al aska. And Senator Donl ey
has insured that it's great coverage, but there have
been things that have been tacked on to that coverage
by the courts.the [indisc.] case that created this
excess insurance issue - that was a huge payout for
State Farm and the sinple fact is that frequency of
| oss and severity of |oss are what drive rates. And the
experience has not been good...

MR. LESSMEIER said it is inpossible to elimnate uninsured
notori sts. Massive bureaucracies have been created to try to do
that, but they can give each individual the ability to choose how
much protection they want to insure thenselves for. Senator
Donl ey has created a system that he thought was the best in the
country, but it doesn't have anything to do wth the frequency of
| oss or the severity.

SENATOR W LKEN said he was interested i n those nunbers.

SENATOR ELTON asked if the |osses are attributable to investnent
| osses or to what they pay out in clains.

MR. LESSMEIER replied that he understands the figure to be just
t he | oss.

SENATOR ELTON asked that a representative of the Division testify
on the bill as amended.

M5. MCNAIR-GROVE said that she believed the commttee had a
letter from the Director of the Division in support of this
| egi sl ation. The nedical expense coverage option is of sone
concern because that would require a signed waiver on each
renewal . She questioned what woul d happen if the insured forgets
to send it back with their check.

SENATOR DONLEY asked her how inportant that is to the division
He wouldn't oppose deleting on line 24, page 2, "and at each
renewal offer".

M5. MCONAI R-GROVE said she didn't believe it would do that. She
again questioned what the insurer would do if they don't get a
si gned wai ver on the renewal and whet her they would automatically
supply coverage.
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CHAI RMVAN CONDERY asked if the division had any suggestions on the
subj ect of uninsured notorists.

M5. MCNAIR-GROVE said that they don't have a solution; the
coverage isn't very expensive, but the cost is increasing every
year.

MR. LESSMEI ER added that the offer idea is a good thing, but
there is probably no way they can have a signed witten offer
every tine.

SENATOR W LKEN asked if, when one signs up for autonobile
i nsurance, the agent would ask, "By the way, do you want to buy
medi cal i nsurance?”

MR. LESSMEI ER said when a custonmer signs up for any autonobile
i nsurance, the insurance agent should inform the custoner that
under Al aska law, he or she has the right to buy uninsured and
underinsured notorist coverage at different |evels. He thought
t hat people have to sign a waiver if they don't want coverage. He
said in the context of that discussion, the insurance agent would
tell the customer that he or she has the right to buy additional
coverage. That would be part of the initial offer and one would
sign one's choice. He said the offer would be nmade every six
nont hs.

SENATOR DONLEY said right now there is no mandatory offering
They are discussing whether the offer should be nade initially or
at every renewal .

M5. MCNAI R- GROVE commented that just an offer would be fine with
t he divi sion.

SENATOR WARD nmoved to pass CSSB 327(TRA) from committee wth
i ndi vidual recomendations and the acconpanying fiscal note.
There were no objections and it was so ordered.

#

CHAI RVAN COADERY adj ourned the neeting at 3:03 p. m
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