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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number
2005 LEGISLATIVE SESSION Bill Version CSHB i6fL&C)
(H) Publish Date
Revision Dale/Time (Note if correction): Dept Affected Commerce
Title Proceriv/Casual!v Insuranc “rdu Insurance 016"
Regulation Component  Insurance
S p o ns o r_Labor & Commerce
Requester House Labor & Commerce Component No. 364

Expenditures/Revenues (Thousands of Dollars)

Note Amounts do not include inflabon unless otherwise noted below.

OPERATING EXPENDITURES FY 2006 ~ FY2007 FY 2008  FY 2009 FY 2010 FY 2011

Personal Services
Travel

Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( 1

FUND SOURCE (Thousanse o* ucrv'.i
1002 Federal Receipts

1003 GF Match

1004 GF

1006 GF,'Procram Receipts

1027 GF.Mor tal Health

Of rrs <v Tv(H-Do n.i! atoic inter
TOTAL 00 00 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: - 00 _
Mark this box (X) if funding for this bill is incmdcd in *.he Govcrnoi s FY 200G budget proposal:

POSITIONS

rut 'me

ANALYSIS: (Ann(siairtdra'f; ;v ,rnccrrr.vW

7+i s lejiSfntion relates fo insurance rate-making and form filing, and do.s not financially impact the

operations of the division
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Representative Tom Anderson
District 19- Anchorage

Sponsor Statement for MB 21(5

Title: “An Act relating to insurance rate-making and form filing."

Under existing law property/casualty insurance rales and forms are subject to the insurance commissioner's
prior approval before they may be put in place. While maintaining the insurance commissioner’s authority to
oversee rate changes, a key component of the bill is its creation of a percentage "flex hand.” HB 216 allows
an insurer to make rate increases and decreases within the llex band without having to hrst obtain the
insurance commissioner's prior approval. Rate changes outside of the flex band must be filed with the
insurance commissioner for her review before the rites are put into effect. I-"r forms. 1113 216 gives the
insurance company a choice. The insurer may seek the commissioner s prior approval, or the insurer may

file the form with the commissioner for a period of time before the form is used.

HB 216 lias three Basic purposes. First, the bill will create an environment where insurers compete mote
vigorously on rates and products offered to consumer.- Second, IIB 216 will encourage insurers who are in
the Alaska market to stay here and will attract new insurers to Alaska. |his will result in more competition,
which will give consumers more choices and more competitive prices. |bird, HB 216 is in line with the

national movement away from strict government price controls toward a more flexible, more competitively

emenied system for the regulation of insurance rates and forms.

IIB 216 is the result ol discussions among insurance .ompanies, agent - and the Director of Insurance and her
staff. Ihe discussions started [aSi July and have been ongoing over the p.tsi nine months | he participants in
this effort used the flex-rating model taw adopted by the National Conference of Insurance Legislators
(NCOII-) as a slatting point. Some elements of the NO W. model svere adopted - others wcie discarded
Howescr. HB 216 isconsMent with the NC OIL model's goal of modernizing Male inst ancc regulation \Se
believe that HB 210 will create a inure dynamic; nuue competitively oriented insurance market in Alaska.

7 he competition on tales and forms that HB 2lo will encomage wdl bench! Alaska insurance consumers

| urge Soul support of 1IB 216

Mutch 17).2005  lili."b- :M-LS1)349\F
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Alaska House Bill 216
Sectional Analysis

Summary ol"Alaska House Bill 216

House Bill 216 proposes the following changes to lhe current property and casually rate and form

review process:

llex-Rating

e Insurers would have the option of submitting rate filings excluding medical malpractice,
workers’ compensation, and assigned risk rates under a flex-rating procedure (a 10% band)
without prior approval. Rate changes outside of the flex band would still be subject to prior

approval.
e Advisory organizations would not have the option of submitting filings under the flex-rating

approach.

e Impaired or insolvent insurers operating under a rehabilitation plan, an order of supervision,
or an impaired financial condition would be precluded from submitting filings under the flex-
raling procedure.

e Insureis submitting a rate filing for a new product or coverage will be precluded from

submitting filings under the flex-rating procedure.

Form Filings

e Insurers would have the option of submitting form i ngs under a file and use approach with
i thirty-day waiting period. When an insurer chooses this option, a signed self-certification
form from an authorized company officer or a state filings manager stating that the filing
complies with Alaska statutes must |Iv included with the form filing. However, the Director
would still have the authority to disapprove any form violating Alaska statutes. Insurers will
he able to continue to submit form filings under the current prior approval piovisiuns.

e The bill includes specific monetary penalties for insurers submitting materially false or

misleading compliance certificates.

Consent to Rate (Section 4)
e Language was added to fin (her explain the leasons(s) fur the need to use a rate in cxce: s of a

filed rate for a specific usk.

Technical and Conforming Changes
* Technical and conforming changes were made [0 | H* 2 1 tn take into account the new

provisions.

f ollowiim is a detailed sectional analysis of House Bill 216:

Section | AS 21.0!!. 110il))

Statues 21.a‘i (rates and rating oiganizatloiis) and j521.42 (inmiaiiec contincts).

Section 2 AS 21.3'MMOuii
Rate filings are to be submitted under ti e specified filing procedures. AS @2 1.7>(14bprior

approval), or AS s21 ~OIlOiHex-utrngk AS 21,?'02u, tile and use. tiling ol rates,

supplementary rate information, and supporting information),
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Sectional An:il>sis

Section 3 AS 21.39.040(d)

This section pertains to the situation where an insurer does not provide sufficient information in
its rate filing. The Director shall require the insurer to furnish specific information upon which

the insurer supports the filing.

Section 4 AS 21.39.040(g)

Upon written application of an insured that states the reasons for unusual or extrahazardous
characteristics not otherwise contemplated in a filed rating plan, an insurer may file arate for use
on a specific risk that exceeds a rate provided by an otherwise applicable filing.

Section 5 AS 21.39 (New Section: 21.39.041)

Except for workers compensation prospective loss cost filings and assigned risk pool rates by
certain rating organizations, insurers and latir organizations must file medical malpractice,
workers compensation, and assigned risk rating ystems specified under Alaska law. Such filings
must he made with the director lor the purpose of review and approval prior to use.

filings made pursuant to this requirement are subject to a 15-day waiting period before they
become effective, but the director may extend the waiting period for up to an additional 15 days.
If the wailing period is extended, the director must so notify the insurer or rating organization
within the initial waiting period that additional time is required for consideration of the filing. If
the directoi determines the filing meets the requirements of these provisions, it must be approved.

This law specifies such filings must include the effective date, or in the absence of a specific
effective date, the insurer or rating oiganization may specify a reasonable period alter approval

for the filing to be effective.

Upon written application of the insurer or rating organization, the director may permit a tiling to
become effective before the expiration if the 15-day wailing period specified by this law. | dings
aie deemed to meet the requirements ol Alaska law regarding rates and rating organizations
unless the directoi disapproves the filing within the specified waiting period.

) a filing is not accoinpanii 1In the information supporting the tiling, and the director does not
have sufficient information lo detenu!..e whether the filing is in compliance with applicable
provisions of Alaska law . the insurer must be required to furnish the information supporting the
filing. Under such circumstances, the w.iiting period will commence as of the dale the required
information is furnished. .Such information may include the insurer or ruling organization’s
expciletue or judgment, or the experience of other insurers or rating organizations, any
interpretation of statistical data relied upon for the filing, and any other factors relev ant to the

filing.

When an insurer or rating oig.imzalion tails to pmside such information within 30days ol
receiv mg the director's icqnest. and upon receiving a written application foi an extension of the
waiting period submitted within the mtial 3(1 da\ response period, the director may extend the
w.atmg period tor an additional 15 days. The director may deem an insurer or rating
organization's failure to provide requested i .'ormution as aicqiicsi to withdraw the filing limit

laithe: consideration

It wit din the initial ie\iew period established by this law. the director deleimmes a filing fails to
meet the tequiieuienis of the >e piov isions. the dnectot must ‘end the instiiet or ruling
mgnni/.ition making the tiling a wniten nonce of disapproval. Such notice must indii ate the
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manner in which the filing fails to meet the requirements of this law and must specify the filing

will not become effective.

Section 6 AS 21.39.050(c)
Additionally, if at any time subsequent to the review period provided established by these

provisions, and after notice and hearing in accordance with this law, the director determines a
filing does not meet the requirements of Alaska law, he or she must give each insurer or rating
organization making the filing an order specifying the manner in which the filing fails to meet the

requirements set fortli by these provisions.

Section 7 AS 21.39.070(b)
Deviations permitted to be filed will remain effective for a period of at least one-} ear from the

effective date unless, with the director's approval, the insurer withdraws the deviation or the
deviation is otherwise terminated under specified provisions of Alaska law.

Sections AS 21.39.110(a)
This law specifies that groups, associations, or other organizations of insurers which engage in

joint underwriting or joint reinsurance, are subject to Alaska law regarding rates and rating
organizations, except those provisions regarding flex rating. Moreover, joint reinsurance is
subject to provisions regarding laminations, penalties, and bearing procedures and judicial
review under Alaska law regarding rates and rating organizations.

Section 9 AS 21.39 (New Sections: 21.39.210 and 21.39.220)

Section 21.39.210 (Mcx-rating)
Unless a rate level change pertains lo workers compensation, medical malpractice, or assigned

b I plans, this law permits increases or decreases in an insurer’s rate level to take effect without
prior approval. However, such tale level changes must reflect a cumulative rate level increase or
decrease for all coverages, calculated from the effective date to 12 months before the effective

dale, of not greater than 1(1 percent.

lins law permits insurers to make multiple rate filings during any 12-month period if the
cumulative rate level change, as calculated from the effective date to 12 months before the

effective dale, is not greater than 10 percent.

|;or policies governed under these provisions, filings producing rate level changes within tir
limitations specified hv this law are effective without prior approval and may lake effect on the
i|] lie specilicd in the tiling. However, such filings v ill not he effective earliei than the dale the
tiling is received by the division. Kate level changes may not be applied 6>apolicy until the

beginning of the policy period.

liiilhcimoie. tilings submitted pursuant to these provisions must include exhibits showing the
calculation of the overall rate level change and the insurer's expense prov isions. Loss cost
adjustment f lings must include supposing information showing bow the loss cost adjustment is
calculated and the dnectoi tnav request ..elditional information it be or she does not have adequate
iiilormalioi) upon which to determine whether the filing is in compliance with Alaska law

regarding Kites and rating organizations.

filing 1 made pursuant to these provisions aie considered to be in compliance with Alaska's
instii.mtc law s. Kill, it the dilector detei mines the filing tails to meet the lequiicmeiits of
Alaska’s insurance laws, lie m she must issue an order specifying the specific piovisions ol
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Alaska law the insurer has violated and identifying the reasons the filing is not in compliance.
Moreover, the order must state a reasonable dale on when the filing is no longer effective. Orders
issued pursuant to these provisions do not affect any contract issued or made prior to the effective

date of the order.

These provisions do nol apply to rating organizations or impaired or insolvent insurers operating
under a rehabilitation plan, order of supervision, or an impaired financial condition as determined

by the director.

Section 2].39.220(New) (File and use, filing of rates, supplementary rale information, and
supporting information)

Insurer rate level increases or decreases falling outside the limitations provided under AS
21.39.210(a) (flex rating), are subject to file and use provisions under this law. unless otherwise
exempt under another provision of Alaska law regarding rates and rating organizations. Such rate
filings must he submitted to the director under these file and use provisions, Where an insurer is
operating under a rehabilitation plan, order of supervision or an impaired financial condition as
determined by the director, rate filings must be subin .cd lo the division under the prior approval
provisions of Alaska law. Filings must also be submitted for new products or coverage
introductions that do not have a rate on file under the file and use provisions.

Additionally, insurers must file all rates, supplementary rate information, and supporting
information with the director at least 30 days prior to the proposed effective date of a tiling. Such
filings must be reviewed within 15 days, but that period may be extended for an additional 15
days if the director gives the insurer or rating organization notice within the initial 15 day period
.stating additional lime for consideration of the filing is necessary. For purposes of this law, the
waiting period is the 30-day period following the date the director receives the filing.

Filings made pursuant to these provisions must include an effective dale, which may not he
before the end of the waiting period. If the insurer or rating organization applies in writing, the
director may permit the filing to become effective before expiration of the waiting period. Filings
are deemed to meet the requirements of this law and to become effective unless disapproved
within the waiting period. Additionally, the director must disapprove a rate if he or she
determines it does not meet the requirement of Alaska’s insurance laws.

if a filing is not accompanied by the information supporting the filing, and the director does not
have sufficient information to determine whether the filing is in compliance with applicable
provisions of Alaska law, the iiismer will lie required lo furnish the information suppoiting the
filing. Under such circumstances, the waiting period will commence as of (lie da'e the required
information is furnished. Such information may include the it surer or rating organization's
experience or judgment, or the experience of other insurers or rating organizations, any
interpretation of statistical data relied upon for the tiling, and any other factors relevant to the
filing. When an insurer or Kiting organization fails to provide such information within 5<tdays ol
receiving the director's request, and upon receiving a written application for an extension of the
waiting period, the director may extend the waiting period for an additional 15 days, if such
application is made witlun the initial 30 Ja> response period. Filings ma; he disapproved for
failure to provide requested information during the response period. Notices of disapproval must
indicate a reasonable future dale on which the filing is to be considered no longer cbectiu*.

If. within the specified waiting period, the director finds a filing does not meet the requirements
ol Alaska law regarding rates and rating organizations, the directoi must send the insuici or ralin*.1
organization which made Ihe filing, written notice of disappioval. Such notice must specily the
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manner in which the filing fails to comply with this law and must state a reasonable future date on
which the filing is to be considered no longer effective.

Filings and supporting information will be open to public inspection after the director completes

the review of the filing.

Section 10 AS 21.42.120(h)
Insurers and rating organizations must submit filings for prior approval under AS 21.42,123

(form filing subject to prior approval) or AS 21.42.125 (form filing subject lo file and use).

Section 11 AS 21.42.120
This law permits the director lo order an insurer or rating organization to submit a specific
insurance document or form, or a type of insurance document or form for prior approval if the

director believes such approval is necessary for the protection of the public.
Section 12 AS 21.42 (New Sections 21.42.123 and 2J.42.125)

Section 21.42.123 (Form filing subject to prior approval)
Prior approval filings must be made at least 30 days before the effective date of such filing. At

the conclusion of the 30-day period, the filed form is considered approved unless it has been
affiimatively disapproved by order of the director before the end of the 30-day period, if the
director approves the form before the end of the required 30-day period, such approval constitul ;s

a waiver of the uncxpired portion of the waiting period.

Additionally, the wailing period for approval or disapproval may be extended for up i lan
additional 30 days if the director gives the insurer or rating organization notice within the initial
30 day period. In the absence of a prior approval or disapproval, forms subject to an extended
waiting period are deemed approved at the end of the extended period. However, the director
may, at any lime after the notice, and for cause shown, withdraw the approval.

Insurers or eating organizations may he requited to revise a filing in order lo meet the prior
approval filme requirements under Alaska's insunncc laws. If an insurer or rating organization
fails to provide requested information within 30 days after such request hv the director, or within
an additional 15 das period granted upon llic insurer or rating organization’s written request, such
failure will be deemed a request by the insurer or rating organization to withdraw the filing from

further consideration.

filings made pmsiiaiil to these provisions mils, stale and effective dale or otherwise spicily a
icasunable time period after approval tor the filing to be effective. I'm the minic. prior approval
filings will be open to public inspection after such filings ccomc elfeclivc.

Section 21.42.125(1 oi iii filing subject to file and use; penalties!

File and use filings must be filed with 'he director for a waiting period of at least 3d days 1ut that
period may be 'e'.tended In die director o* the insurer or rating organization for up to an
additional 3b days rl notice is go on a- requccd by this law. Such notice must be give witlun the
initial 30dav period ami the filing mav become effective at the end ol the waiting period unle;

disapproved hv the diieetor will,m die rime of the waiting period.
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Filings must Slate an effective dale that must he after the wailing period but, upon the insurer or
rating organization's written request, the director may permit a reviewed filing to become

effective before the expiration of the waiting period.

File and use forms must include a signed compliance certificate certifying the filing complies
with Alaska’s insurance laws. Compliance certificates must be signed by an authorized officer of
the filing organization ot the organization's state filings manager and statethat, tu the best

knowledge of the signor, the filing complies with applicable laws.

In addition to other penalties provided by law, if an insurer or rating organization submits a
materially false or misleading compliance certificate, the director may require the organization to
submit future form filings for prior approval. Moreover, a person violating these requirements
regarding compliance certificates may also ne subject to civil penalties of up to $25,000 for each

violation. Filings that do not include a signed compliance certificate will be icviewed under the

prior approval procedure pursuant to Alaska law.

This law also permits the director to require insurers and rating organizations to provide
additional information demonstrating that a file and use filing meets the requirements of Alaska's
insurance laws, or the director may require such organizations to revise a filing to meet those
requirements. The director must consider an insurer or rating organization's failure to provide
information required pursuant to this provision as a request to withdraw the filing from further
consideration. File and use filings will he open tn public inspection aftei the filing becomes

effective.

Section 13 AS 21.39.U50CO
Tins law also repeals AS 2 1,3'>U.SOia.t pertaining to the disapproval of filings.
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SECTIONAL ANALYSIS FOR 1IB 216
BY: Representative Tom Anderson

This law modifies the following sections of Alaska Statutes: 21.09.1 I0fjoint underwriting or
joint reinsurance); 21.39.040, 21.39.040(d) and 21.39.040(ratc filings); 21.39.050(c)(disapproval
of filings); 21.39.070(b)(devialions); 21.39.110(a)(joint underwriting or joint reinsurance); and
21.42.120(liling, approval of forms). It also adds the A llowing sections to Alaska Statutes:
21.39.04 '(prior approval); 21.39.210( flex-rating); 21.39.220(file and use. filing of rates,
supplementary rate information, and supporting information); 21.42.123(form filing subject to
prior approval); and 21.42.125(form filing subject to lile and use; penalties). Additionally, this
law repeals 21.39.050(a) (disapproval of filings).

Section 1 AS 21.09.110(b)
This law specifics filing requirements for policy forms and rates requiring approval under Alaska

Statues § 21.39 (rates and rating organizations) and § 21.42 (insurance contracts).

Section 2 AS 21.39.040(a)
These provisions require each insurer to file every manual, minimum, class rate, rating schedule

or rating plan, rating rule, and any modification thereto which an insurer proposes to use.
However, such information is not required for mart tc ri>Ls which are not written according to
manual rates or rating plans and commercial insurance for which the director of insurance
authorizes an informational filing pursuant to this law, filings submitted pursuant to these
provisions must be in accordance with Alaska Statutes 8§ 21.39.041 (prior approval),
21.39.210(llex-rating), and 21.39.220(file and use, filing ol tales, supplementary rate
information, and supporting information). They must also stale the proposed filing efk melive date

and the character and extent of the coverage contemplated.

Section 3 AS 21.39.040(d)
Pursuant to AS 21.39.1140(d), if the director has insufficient information to detcimiui it a filing
meets the requirements of this law. (he directoi must require the insurer to furnish it formation

supporting the filing.

Section 4 AS 21.39.040(g)
t'pon written application of an insured that states the reasons for unusual ot tvs.iti ha/aulous

characteristics not otherwise contemplated in a filed lating plan, an insurer na\ Itie a rate for use
on a specific risk that exceeds a rale provided by an otherwise applicable filing.

March lo, 201)5 Illi 21d 34-1 .50 )49\f



Section 5 AS 21.39 (New Section: 21.39.041)

Except for workers compensation prospective loss cost filings and assigned risk pool rates by
certain rating organizations, insurers and rating organizations must file medical malpractice,
workers compensation, and assigned risk rating systems specified under Alaska law. Such
filings must be made with the director for the purpose of review and approval prior to use.

Filings made pursuant lo this requirement are subject to a 15-day waiting period before they
become effective, but the director may extend the waiting period for up to an additional 15 days.
If the waiting period is extended, the director must so notify the insurer or rating organization
within the initial waiting period that additional time is required for consideration of the filing. If
the director determines the filing meets the requirements of these provisions, it must he

approved.

This law specifies such filings must include the effective date, or in the absence of a specific
effective date, the insurer or rating organization may specify a reasonable period after approval

for the filing to be effective.

Upon written application of the insurer or rating organization, the director may permit a filing to
become effective before the expiration of the 15-day waiting period specified by this law.
Filings are deemed to meet the requirements of Alaska law regatding rates and rating
organizations unless the director disapproves the filing within the specified waiting period.

Ifa filing is nol accompanied by die information supporting the filing, and the director does not
have sufficient information to determine whether the filing is in compliance with applicable
provisions of Alaska law, the insurer must be required to furnish the information supporting the
filing. Under such circumstances, the waiting period will commence as of the date the required
information is furnished. Such information may include the insurer or rating organization’s
experience orjudgment, or the experience of other insurers or rating organizations, any
interpretation of statistical data relied upon for the filing, and any other factors relevant to the

filing.

When an insurer or rilling organization fails to provide such information within 30 days of
receiving the director's request, and upon receiving a written application for an extension of the
waiting period submitted within the initial 30 day response period, the director may extend the
wailing period loi an additional 15 days. The director may deem an insurer or rating
organization's failure to provide requested information as a request to withdraw the tiling from

further consideration.

If within the initial review period established by this law. the director determines a filing fails to
meet the requirements of these pr rvisions, the director must end the insurer or rating
oigani/.ation making the filing a written notice of disapproval. Such notice must indicate the
manner in which the filing fail. to meet the requirements of this law and must specify the filing

will not become effective.

Section 6 AS 21.39.050(c)
Additionally, if at any time .subsequent to the review period provided e tablislied In these

provisions, and after notice and hearing, in accordance with tins law. the diiectoi determines a
tiling does not meet the requirements of Alaska law, he or she must give each insurer or rating
organization making the filing an order specifying the manner in winch the filing fails to meet

the requirements set foith by these provisions

March 19, 2005 - 11B 216 24-LS034°AF



Section 7 AS 21.39.070(b)

Deviations permitted to be filed will remain effective for a period of at least one-year from in —
effective dale unless, with the director’s approval, the insurer withdraws the deviation or the

deviation is otherwise terminated under specified provisions of Alaska law.

Section 8 AS 21.39.110(a)

This law specifies that groups, associations, or other organizations of insurers which engage in
joint underwriting or joint reinsurance, are subject to Alaska law regarding rates and rating
organizations, except those provisions regarding flex rating. Moreover, joint reinsurance is
subject to provisions regarding examinations, penalties, and hearing procedures and judicial

review under Alaska law regarding rates and rating organizations.

Section 9 AS 21.39 (New Sections: 21.39.210 and 21.39.220)

Section 21.39.210 (Flex-rating)

Unless a rate level change pertains to workers compensation, medical malpractice, or assigned
risk plans, this law permits increases or decreases in an insurer's rate level to take effect without
prior approval. However, such rate level changes must reflect a cumulative rate level increase or
decrease for all coverages, calculated from the effective date to 12 months before the effective

date, of nol greater than 10 percent.

This law permits insurers to make multiple rate filings during any 12-month period il the
cumulative rate level change, as calculated from the effective date to 12 months before the

effective date, is not greater than 10 percent.

For policies governed under these provisions, filings producing rate level changes within the
limitations sp’tified by this law are effective without prior approval and may take effect on the

date specified in the filing. 1llowevcr, such filings will nol be effective earlier than the division

icceives the date the filing. Rate level changes may not be applied to a policy until the beginning

of tile policy period.

Furthermore, filing:, submitted pursuant to these piosisions must include ex' ibits showing the
calculation of the overall rate level change and the insurer's expense provisions. Loss cost

adjustment filings must include supporting information showing how the loss cost adjustment is
calculated and the director may request additional information il lie ot she does*i. thave

a..:quale information upon which to determine whether tlu: lilii'g is in compliance with Alaska

law icgatding rates and rating organizations.

Filings made pursuant to these provisions are com ' ed lo be in compliance \\illi Alaska’s

insurance laws, But. if the directoi determines the onug fails to meet the iec|uiiements of
Alaska’s insurance laws, he or she must issue an order specif\ mg the specific provisions of
Alaska law the insurer lias violated and identifying the reasons the filing is not in compliance.
Mot cover, the order must stale a reasonable date on when the filing is no buiget elletfivi.
(Jrdcr.s issued pursuant to these provisions do not alfect any contract issued oi made prior to ihe

effective date o the order.

1llicse provision; do not apply h>rating organizations or impaitcd or insolvent insuieis updating

under a rehabilitation plan, ordci ol supcivision, or an impaired financial condition a

determined by the diicctor.

March 19, 2005 -1111 216 211.503W



Section 21.39.220(New) (File and use. filint: of rates, supplementary rate information.
and supporting information)

Insurer rate level increases or decreases falling outside the limitations provided under AS
21.39.210(a) (flex rating), are subject tc file and use provisions under this law, unless otherwise
exempt under another provision of Alaska law regarding rates and rating organizations. Such
rate filings must be submitted to the director under these file and use provisions. Where an
insurer is operating under a rehabilitation plan, order of supervision or an impaired financial
condition as determined by the director, rate filings must be submitted to the division under the
prior approval provisions of Alaska law. Filings must also be submitted for new products or
coverage introductions that do not have a rate on file under these File and use provisions.

Additionally, insurers must file all rates, supplementary rate information, and supporting
information with the director at least 30 days prior to the proposer’ effective date of a filing.
Such Filings must oe reviewed within 15 days, but that period may be extended for an add’tional
15 days if the director gives the insurer or rating organization notice within the initial 15 day
period slating additional time for consideration of the filing is necessary. For purposes of this
law, the waiting period is the 30-day period following the date the director receives the filing.

Filings made pursuant to these provisions must include an effective dale, which may not be
before the end of the waiting period. If the insurer or rating organization applies in writing, the
director may permit the filing to become effective before expiration of the waiting period.
Filings are deemed lo meet the requirements of this law and to become effective unless
disapproved within the waiting period. Additionally, the director must disapprove a rate if he or
she determines it does nol meet the requirement of Alaska’s insurance laws.

Ifa filing is nol accompanied by the information supporting the filing, and the director does not
have sufficient information to detcimine whether the filing is in compliance with applicable
provisions of Alaska law, the insurei will he required to furnish the information supporting the
filing. Under such circumstances, the waiting period will commence as of the date the required
information is furnished. Such information may include the insurer or rating organization’s
experience orjudgment, or the experience of other insurers or rating organizations, any
interpretation of statistical data relied upon for the filing, and any othei factors relevant to the
filing. When an insurer or rating organization fails to provide such information within 30 days
ol receiving the director's request, and upon receiving a written application for an extension of
the waiting period, the director may extend the waiting period for an additional 15 days, if such
application is made within the initial 30-day response pc.tod. Filings may he disapproved lor
failure to provide requested information during the response period. Notices ol disapproval must
indicate a reasonable future date on which the filing is to be considered no longer effective.

If, within the specified waiting periow, tlie director finds a filing does rot meet the require  *nis
of Alaska law regarding rales and rating organizations, the director must send the insurer or
rating organization, which made the filing written notice "1 disapproval. Such notice must
specify the manner in winch the filing fails to comply with this law and must state a reasonable
future date on which the filing is to he coiisideied no longer effective.

Filings and supporting inhumation will be open to public inspection aftct the director completes
die review of the filing.

March 19, 2005 - 1B 210 2H..SU3-W



Section 10 AS 21.42.120(b)
Insurers and rating organizations must submit filings for prior approval under AS 21.42.123
(form filing subject to prior approval) or AS 21.42.125 (form filing subject to file and use).

Section 11 AS 21.42.120

This law permits the director to order an insurer or rating organization to submit a specific
insurance document or form, or a type of insurance document or form for prior approval if the
director believes such approval i>necessary for the protection of the public.

Section 12 AS 21.42 (New Sections 21.42.123 and 21.42.125)

Section 21.42.123 (Form tiling subject to prior approval)
Prior approval filings must be made at least 30 days before the effective date of such filing. At

the conclusion of the 30-day period, the filed form is considered approved unless it has been
affirmatively disapproved by order of the director before the end of the 30-day period. If the
director approves the form before the end of the required 30-day period, such approval
constitutes a waiver of the unexpired portion of the waiting period.

Additionally, the wailing period for appioval or disapproval may he extended for up to an
additional 30 days if the director gives the insurer or rating organization notice within the initial
30 day period. In the absence of a prior approval or disapproval, forms subject to an extended
wailing period are deemed approved at the end of the extended period. However, the director
may, at any time after the notice, and for cause shown, withdraw the approval.

Insurers or rating organizations may be required to revise a filing in order to meet the prior
approval filing requirements under Alaska's ‘nsuratice laws. If an insurer or rating organization
fails to provide requested information within 30 days after such request by the director, or within
an additional 15 day period granted upon the insurer or rating organization's written request,
such failure will be deemed a request by the insurer or rating organization to withdraw the filing

from further consideration.

Filings made pursuant to these provisions must state and ellective date or otherwise specify a
reasonable time period after approval for the filing to be effective Furthermore, prior approval
filings will be open lo public inspection alter such filings become effective.

Section 21.42.125(Form filing subject to lilo and tiso: penalties)

File and use filings must be filed with the director for a waiting period of at least 30 days, hut
that period may be extended by the director or the insurer or rating organization for lip lo an
additional 30 days if notice is gisett as requited by this law. Such notice must he give within Ihe
initial 30 day period and the filing may become effective at the end of the waiting period unless

disapproved by the director within the time of the waiting period

Filings must state an effective date that must be alter the waiting period but, up a the insurer nr
rating organization's written request, the director may permit a reviewed filiiu to become

effective before the expiration <t the waiting period.

File and use foims must include a signed compliance ccitificnle ceitilying the tiling complies
with Alaska's insurance laws. Compliance certificates must be signed by an authoiizcd ollicer
i I'the filing oiganization or the organization’s slate filings manager and stale that, to the best

knowledge of the signor, the filing complies with applicable laws.
March 1% 2005 - HB 216 24.LS034'AF



In addition to other penalties provided by law, if an insurer or rating organization submits a
materially false or misleading compliance certificate, the director may require the organization to
submit future form filings for prior approval. Moreover, a person violating these requirements
regarding compliance certificates may also be subject to civil penalties of up to $25,000 for each
\iolation. Filings tnat di not include a signed compliance certificate will be reviewed under the

prior approval procedure pursuant to Alaska law.

This law also permits the director to require insurers and rating organizations to provide
additional information demonstrating that a Illc and use filing meets the requirements of
Alaska's insurance laws, or the director may require such organizations to revise a filing lo meet
those requirements. The director must consider an insurer or rating organization's failure to
provide information required pursuant to this provision as a request to withdraw’ the filing from
further consideration. File and use filings will be open to public inspection after the filing

becomes effective.

Section 13 AS 21.39.050(a)
This law also repeals AS 21.39.050(a) pertaining to the disapproval of filings.

M.ircli 1. 2(h=5 1IM2H.



COMMERCE

COMMUNIT Y AND
ECONOMIC DEVELOPMENT

DIVISION OF INSURANCE

Frank H Murkowski. Governor

March 31,2005

The Honorable Tom Anderson

Alaska House of Representatives
House Labor A Commerce Committee
State Capitol. Room 408

Juneau, AK 99801-1182

RF..  1IB 216 - An Act relating to insurance rate-making and form filing

Dear Representative Anderson:

During the hearing on 11B 216 on March 21. 2005. Representative Rokeberg asked for
information on what other states use for flex-rale bands, how much time it takes to get rates
approved and what are typical rate changes. This letter and its attachment provides the requested

information.

I'lease see the attached chart that summarizes the flcx-ratc laws of other states.
To provide information on typical rate changes, we have looked at rate filings that have been

submitted to the division since January I. 2000 for several different lines of business. For
personal lines, personal auto and homeowners lines rate history from 3 different companies for

each line are shown below

I"asutut! Amo ause Cluinge History

Kate Change Effective Date  Mev-iatiuu

7.0% 8/8/2000

4.8% 412212002 Yes
8.2% 8 30 2002 No
5.7% 0 S2003 Yes

[1aJ the flex-rating method oroposed in HB 216 heen available when these filings were made,
the April 2002 filing would have qualified to he filed under the flcviating provisions. The
August 2002 would not qualify since the total rate change in the 12 months prior v> August 30.
2002 is 13.4%. which is greater than the 10".. flex band. The September 8. 2003 filing would

[-o. [ii.\ [111M=, June.in, Alji:.l.i W8U-0S05
icUpIMIt- Cx(i7) #105-2515 las: i'i97) 4(.."-3-122 L\l rcli-phoni* (907) «U>5-54 C
lin.nl imuiaiH'tgn ri‘'miiieiu* sLilc alrii. IWRmlc: liilp W\xv> 0.nim me Mali- a). uv'itisuraucc



again qualify for flex-rating since it is the only change in the previous 12 months and the change
is less than 10%.

Company B

Kate Change  Effective Date Flex-rating
1.4% 5/15/2000

5.9% 8/1/2001 Yes

18.2% 1/1/2003 No

10.1% 10/1/2003 No

-0.10% 5/15/2004 Yes
-0.30% 12/15/2004 Yes

Had the flex-rating method been available when these filings were made, the August 2001 rate
change would have qualified to be filed under the flex-rating provisions. Neither the January
2003 filing nor the October 2003 filing would qualify for flex-rating as the changes are greater
than 10%. The May 2004 filing would qualify for flex-rating since the combined rate change in
the 12 months between May 15, 2003 and May 15, 2004 is 9.99%. The December 2004 filing
would also qualify for flex-rating since the 2004 filings have a combined impact of

-0.4% which is within the flex band.

Company C

j Rate Change  Effective Date  Flex-rating
8.0% 8/24/2000

1 8.3% 21412002 Yes

12.7% 712212002 No
5.4% 2/24/2003 Yes

Ilad the flex-rating method been available when these filings were made, the February 2002
filing would have qualified for flex-rating. ‘Jhe July 2002 would not qualify for flex-rating since
the total rate change over the 12 months between July 22. 2001 and July 22. 2002 is 11.2%. The
February 2003 rate change would qualifx for ilex-rating since the combined rate change between
February 24, 2002 and February 24. 2003 is 8.2%.

HviiwowiU'm Rule ( kanyy History

Company A

Rate Change  Effective Date  Elex-niting
2.4% 5/22/2000
: 15.0% 121 2002 No

0.2",, t 22 2002 No

Had the flex-rating method been available when these filings were made, the January 2002 filing
would not qualify for flex-rating, since the change is greater than 10%. The July 2002 filing also
would not qualify fui flex-tating since the combined late change lot the 12-month period from

July 22, 2001 to July 22, 2002 is 22.1",



Company B
Rate Change Effective Date  Flex-rating

-0.6% 4/15/2000

-6.4% 6/15/2001 Yes
12.3% 6/15/2002 Yes
13.2% 10/1/2003 No

Had ihe flex-rating method been available when these filings were made, the July 2001 filing
would qualify for flex-rating. The June 2002 filing would qualify for flex-rating since the
combined rate change over the 12-month period from June 15. 2001 to June 15. 2002 is 5.1%.
The October 2003 filing would not qualify for flex-rating since the combined rate change from

October 1. 2002 to October 1, 2003 is 13.2%.

Company C

Rate Change  Effective Date  Flex-rating
3.0%. 7/6/2000

3.0% 8/30/2001 Yes

10.4% 3/5/2003 No

Had the flex-rating method been available when these filings were made, the August 2001 filing
would qualify for flex-rating since it is less than 10% and the only filing in the 12 months prior
to August 30, 2001. The 2003 filing would not qualify for flex-rating since the change is greater

than 10%.

Commercial Lines

For the commercial lines, filings submitted by Insurance Services Office. Inc. are considered to
be representative of the rate changes for individual companies. Please note however, under IIB
210 filings submitted by a rating organization are not eligible for fl.x-rating.

General Liability Rale Change Histon
Rate Change  Effective Dale  Ilex-rating

-5.7% 12/1/1999

-6.2% 10/1/2000 No
4.5% 10/1/2001 A CS
-4.4%, 10 1 2004 Yes

llad ihe flex-ratingmethod been available when these filings wetc made, the IMober 2000 filing
would not qualify for flex-rating since tnc combine rate change between <Mohcr 1 1999 and
(Mohcr I, 2(KH) is -11.5%. Both the 2001 ami 2004 filings would qualify lor llex-rating since
they are the only changes within the 12-month period prior to the effective dates and both ate

less than « -10%.



Commercial Aito Rate Change History

Rate Change  Effective Date  Flex-rating

4.2% 9/1/2001
2.5% 10/1/2003 Yes
1.2% 10/1/2005 Yes

Had the flex-rating method been available when these filings were made, both the 2003 and 2005
filings would qualify for flex-rating since the changes are less than 10% and they are the only
changes in the 12-month period proceeding the effective date.

Commercial Property Rale Change Histoiy
Rate Change  Effective Date  Flex-rating

-2.5% 11/1/2001

-9.8% 11/1/2002 Yes
-8.0% 21112004 Yes
-4.1% 2/1/2005 Yes

Had the flex-rating method been available when tlie.se filings were made, the 2002. 2004 and
2005 flings would qualify for flex-rating since there is only one filing in a 12-month period and
the changes each fall with the flex band.

Filing Review Time

To demonstrate the length of time that it takes a filing to be approved we looked at rale filings
that were closed during February 2005. There were a total of 77 rate filings that were closed

with an average time 0 f40 days.

Number of Davs to Close  Number of Filings

Less than 15 davs 21
15 davs 16
10-30 davs 9
31-49 davs 7
50-100 15
More than 100 9

Thank you for the opportunity to address the issues that were asked at the hearing. Ifyou need
additional information, please let me know.



Summary of Othei Statu Flex-Rating Laws

State

Alabama

Kentucky

Louisiana

Now Jersey
Oklahoma

Oregon

South Carolina

Flex Range

+/-10%

+/-25%

+/-10%

#-7%;+/-5%
+MS%

»/-7%

Lines of Business

Commercial property and casually insurance
excluding workers compensation, medical
malpractice and other lines with proposed rate
increases of 10% or more

Personal and commercial lines of business.

Personal and commercial lines of business.
Personal auto and homeowners respectively.
Workers compensation

Specified commercial liability lines such as

products liability, medical malpractice, liquor
law, child care, and a few others.

Personal auto, fire, homeowners

Comments

Rate filings subject to the llex range arc file and use.
Rale filings outside the flex range are prior approval.
Personal lines rates are prior approval.

The flex band applies to any classification of risks in any
rating territory within a 12-month period. Rates outside
the flex band are prior approval.

Only one rate increase per classification in any 12-month
period, A reduction in rates for a classification may be
approved at any time. Flex rale filings become effective
not less than thirty days after date of filing. Rale filings
outside the flex range are prior approval.

This is a limited rate filing prior approval process for
minor rate changes that requires limited supporting
information and a decision within 30-45 days.

Oregon is generally file and use with tho exception of rale
changes exceeding tire +/-15% for the specified lines.
Rates for the specified lines falling outside this band are
prior approval.

Filings within the (lex band become effective without prior
approval provided no more than one rate increase for
auto and no more than 2 rate increases for property, with
the second rate increase subject to prior approval, may
bo implemented during any 12-month period. Rates
outside the (ljx band are prior approval. Department
position is iliat tho maximum percentage change is 25%
Inany one policyholder.



Sectional Analysis for Amendments to HB216

Section
1

Statute Change

21.09.110(b) Amend

21.39.040(a) Amend

21.39.040(d) Amend

21.39.040(g) Amend

21.39.041(a) Amend

21.39.041(c) IAmend
21.39.041(d) Amend

21.39.041(f) Amend
21.39.070(b) Repeal

21.39.210(a) Amend

21.39.210(c) Amend
and (d)

21.39.220(d) Amend
21.39.220(c) Amend

Purpose or Effect

Remove the word “approval” and replace it
with “filing” as all forms and rates will no
longer require approval. However, filings are
still required.
Add “loss cost adjustment” to the required list
of types of rates that must be filed. Does not
add new filing requirements but clarifies a new
type of filing that did not exist when this statute
was originally enacted.
New language is added lo reference that this
section applies to Section 5 and Section 9 and
similar language is proposed to be deleted from
these sections to eliminate redundancy.
Language stating when a filing is open for
public inspection has been deleted as this is
addressed in the prior approval, flex-rating and
file and use sections.
Delete the word “cxtrahuzardous” as this
concept can be incorporated in the word
“unusual”. Allow special filings for rates that
are lower than the filed rate in addition to rates
that are higher. Clarifies that prior approval or
file and use filing methods apply 'o these
filings.
Add mortgage guaranty to list of prior approval
filings. Replace “chapter” with "title" for
consistency.
Replace "chapter" with “title” for consistency.
Delete duplicate requirement for supporting
information as this language appears in Section
3. Replace “may deem™ with “shall consider”
as deem is not terminulouv generally used.
Replace “chapter” with “title” for consistency.
Removes the requirement that a de\ iation tiling
remain in effect for one year for consistency
with 21.39.210 that allows more than one tiling
in a 12 month period.

j Add mortgage guaranty to list of prior approval
filinus for consistency with Section 5.
Replace "chapter" witli “tide" for consistency.

Replace “chapter” with "title" for consistency.
Replace "Kite" with "filing" for consistency.



12

12

21.39.220(f)

21.39.220(q)

21.39.220(h)
21.42.123(a)

21.42.123(b)

21.42.125(c)

Amend

Amend

Amend
Amend

Amend

Amend

Delete duplicate requirement for supporting
information as this language appears in Section
3.

Add language to clarify when a filing becomes
open for public inspection.

Replace “chapter” with “title” for consistency.
Clarify that a filing must be disapproved by
order only when the disapproval occurs after the
review period or the after the filing has been
previously disapproved.

Clarify that a filing must comply with the title
not just with the filing process,

Replace “materially false or misleading”
certificate with “incomplete or inaccurate”
certificate to describe when an insurer may no
longer be able to submit form filings under file
and use procedures.



LeSsmeier & W inters
LAWYERS - LLC

V intage Business Park
TELEPHONE: ;907) 79G-4999

MICHAEL L LESSIVEIER 3000 v ;
GREGORY W LESSVEIER Vintage Boulevard FACSIMILE: (907) 79G-4998
SHELDON E WINTERS suite 100 e-mail: Iw\&im
Juneau, A laska 99S01
Via Hand Delivery March ]'7, 2005

The Honorable Tom Anderson. Chair

Members of the House Labor & Commerce Committee
State Capitol Room 408

Juneau, Alaska 99801

Rc: State Farm’s Support lor HB 2J6

Dear Representative Anderson:

On behalf of State Farm Insurance, we would like to express support for HB 216.

Currently, insurers must obtain “prior approval” from the Division of Insurance before
adjusting rates upward or downward and before making products and product enhancements
available to customers. Such “prior approval” systems were first instituted in the early
1900’s as a way to make sure insurers charged enough to avoid insolvency, but they were not
intended lo help with insurance affordability. A 2001 Brookings Institute study perhaps best
summarizes the problems with antiquated “ prior approval” systems in today's modern market
place. The study made the following conclusions about prior approval rate regulation:

1 Prior approval had little or no long-term effect on reducing overall price levels;
2. Prior approval tended to make coverage less available in the voluntary market;
3. Prior approval tended to create larger residual markets;

<1 Prior approval tended to increase cost volatility for insurers and price volatility

for consumers; and
5. Prior approval tended to increase subsidization of residual market insurance by

those insureds in the voluntary market.

listory in other states indicates clearly that both the Alaska insurance industry and
insurance consumers will benefit by modernization of Alaska’s regulatory system to allow
rate flexibility and a use and file system lor policy forms and endorsements. 1IB 216 does
that, whiie a the same time preserving the Insurance Director’s authority to regulate rates

and forms.


mailto:l-w@gcl.nol

Lessmeier & Winters

Honorable Torn Anderson LAWYERS - LLC
March 17, 2005
Page 2

In conclusion, HB 216 will reduce entry barriers for insurers to do business in Alaska,
encouiage competition among insurers, allow insurers to respond more quickly to market
conditions to the benefit of consumers and allow the Division of Insurance employees to
spend their valuable time on activities that will better serve the insurance buying public such
as regulation of solvency, market conduct and consumer complaints. Based on experience
in other states, insurance availability should improve in the near term and insurance
affordability may improve in the longer term. We thank you for your support of this bill.

Sincerely,

LESSMEIER & WINTERS
Lobbyists For State Farm

By: LJ
Sheldon E. Winters

SEW/caf
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INSLRANCE RMPROGRESSNE

March 16, 2005
To: Alaska State House of Representatives
I am writing to strongly encourage you to pass House Bill 216.

There is common acceptance by all observers that the current insurance regulatory system in
Alaska needs to be reformed. Progressive Casualty Insurance Company and its affiliated and
subsidiary companies (Progressive) agrees that insurance regulatory reform is necessary and in
the best interest of all stakeholders. We believe that K'B 216 is a huge step forward and will:

« Encourage competition, availability, and innovation in product design;

 Eliminate mulliple layers of regulation;

« Facilitate the use of pricing and underwriting practices that are fair and actuarially
supported;

e Frovide speec to market so that forms and rates for new and existing products can be used
within reasonable time frames;

e Eliminate outdated regulatory requirements that no longer serve valid regulatory objectives;

= Provide flexibility that allows insurers to innovate and compete effectively against new rivals
in the rapidly converging financial services industry;

e Be administered by regulators who are professional, knowledgeable about the industry, and
capable of effectively balancing the interests of consumers and insurers; and

« Provide regulation that is consistent, sensible, reliable, and in accordance with law.

A regulatory system with these attributes will foster competition arid make reasonably and
accurately priced nsurance available lo more consumers. Itwill also encourage capital
investment and promote a healthy insurance market. This can only benefit consumers.

HB 216 fosters open competition, and in doing so, we believe establishes the optimal approach
to rate regulation yom both the consumer and industry point of view. Fostering competition
curtails excess profits and improves insurance availability. Free market forces should be
allowed to operate to assure the most efficient flow of services to the insurance-consuming
public. Open competition rating laws, such as HB 216, are the embodiment of this philosophy.

If Ican be of any assistance, or answer any questions pertaining to our support of this bill,
please do not hesitate to call me directly at 916-864-6175.

Thank you for supporting HB 216.

Sincerely,

Marcus Linden
Progressive Insurance
Agency Auto Product Manager Alaska
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Progressive Insurance supports HB 216 and strongly encourages you lo P>agsv «frr
House Bill 216. n
Ci'/fTm «[[E Dz bz, «f/ft.f-*
We believe Fonas represents a win for consumers, regulators, and industry.

Consumers will benefit from this bill because it will stimulate further
competition among insurance companies. Competition will be heightened for
two reasons. One, we believe non-present carriers will see the passage of
this bill as a sign that the State of Alaska and the Alaska DOI are serious
about attracting new carriers. HB 216 makes it less burdensome for

carriers to file their rates and maintain a program. States with a small
market, such as Alaska, need to make it easier, not harder, for companies

to do bu]glness otherwise itjust isn't worth it to carriers. \VWh-t

arnwal N now rrriprc cir«_cUoiws S H«k*«|yrto\/\/ef

heightened because insurance carriers will feel more comfortable being
aggressive with lower premiums. In the current environment, lowering rates
is perceived to be a risky move because raising rates”if orfes costs rise,
might take longer than is desired, resulting in unprofitability. The more
financially sound strategy is to maintain, rather than lower rates. The

flex band is designed to allow carriers some wiggleroom with respect to
aisvstsddeulyUisS-rtfiey-cnn
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Clearly consumers win if they have more choices and there is
heightened competition among those choices.

This bill is awin for the DOI as well. Less time will be spent reviewing
insurers' filings for a small rate change. Resources can be re-deployed
more efficiently to rate and program changes. More time can be sper.t
on other insurance issues of importance to Alaskans.

Finally, we like lhe bill because it reduces our administrative cost to
conduct business in the state and allows us to more easily bring new
products and services to Alaska. When we prioritize new programs to be
rolled out in the US, the most heavily regulated states get put at the

bottom of the list, if they make the list at all. This means consumers in
Alaska are not benefitting from new innovations that could very well be
saving them hundreds o( dollars a year_on car insurance. With the passage
of this bill we hope to bring our productrtn Alaska up to pa' with other
states. We believe this will generate growth for us as innovation helps us
out perform our competitors and is one of the keys to our success.

Thank you for your time in hearing testimony on this bil. We support HB

216 and ask you fAym ir pupporl.£T (<>
Sincerely, i
Marcus Linden il \

Agency Product Manager AK w1~ x ,.J

1DD29 Disk Drive [N |
Rancho Cordova, CA 95670
916-864-6175
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Property Casun’ty Insurers
Association of America

Shapinj; lhe future of American Insurance

March 17, 2005

To: The Honorable Tom Anderson, Chair

Members of the House Labor and Commerce Committee
From: Samuel Sorich, Vice President
Re: PCl's Support for HB 216

The Property Casualty Insurance Association of America (PCIl) is an association of property/casualty
insurance companies. There are nearly 200 PCI member companies writing insurance in Alaska. PCI
members include Allstate, Progressive, Liberty Northwest, and GEICO.

PCI supports HB 216. Director Hall and her staff deserve to be commended for their regulatory
efforts. However, current statutes force them to process and review every change in rates and forms, no
matter how minor and no matter how well justified, before Ihe change can be put into effect. This system
burdens the Division staff and distracts them from other regulatory priorities. The system also has inherent
delays which force consumers to wait for new ra’ ng pirns and products.

Alaska’s current regulatory system discourages insurers from innovating on rates and products,
because any such changes face an often times lengthy review process. When the rates and products are
finally improve”., “'ey may no longer relate to market conditions and consumer needs.

HB 216 addresses these problems. The bill preserves lhe Insurance Director's authority to regulate
rales and forms but allows a degree of rate flexibility and offers an alternative lo the current system of strict
regulatory prior approval of policy lorms. We believe that HB 216 will create a more dynamic, more
competitively-oriented insurance market in Alaska. The compelilion on rales and forms that HB 216 will

encourage win benefit Alaska insurance consumers.

H3 216 was developed over the past nine months by an industry-wide drafting group. The group
included’some PClI members and several other insurance companies and associations, including State Farm
Insurance Company and the American Insurance Association which also support HB 216.

S.ncerelv.

Samuel Sorich
vheo President



Testimony of John George representing Properly Casualty Insurance Association of
America. 3/21/05

This bill is a result of nine months of discussions among insurance companies, agents, the
Director ol' Insurance and her staff. We have reached agreement on needed statutory
changes which will significantly increase competition, provide public protection and
improve the efficiency of the Division of Insurance.

11B216 has three basic purposes. First the bill will create an environment where insurers
compete more vigorously on insurance rates and products. HB21u will encourage

insurers who currently write insurance in Alaska to stay, will encourage companies with
minimal writings to expand their book of business and will attract new insurers to Alaska.
More competition is good for the public and a spreading of coverages among more
carriers lessens our dependence on any one company. 11B216 follows a national trend to
amore competition oriented system for regulation of insurance which has shown benefits
to consumers where similar regulatory modernization has occurred. And finally 11B216
allows the Division of Insurance more efficiently allocate their resources to provide better

consumer protection.

Discussions began using model legislation adopted by the National Conference of
Insurance Legislators. Some of those ideas were incorporated some were discarded, hut
the current bill is consistent with the NCOIL model goal of regulatory modernization.
The bill requires initial rates to be filed and approved by the Division of Insurance with
subsequent filings within a narrow rate band lo be filed and used without prior approval.
This Ilex rating system allows companies to react quickly to market conditions with out
waiting months seeking prior approvals. The hill contains a certification process whereby
companies certify that their filing meets statutory requirements. The Division of
Insurance retains the authority to regulate, and apply sanctions on companies that fail to

meet the required standards.

The hill as presently drafted has a few technical problems and some items need minor
adjustments to accomplish the intended goals. The Director of Insurance and industry
spokesmen are still working on language Ibr several changes and we are confident that
we will reach agreement on those issues. We bad hoped to have a committee substitute

bill ready for todays hearing but it is not ready yet.

| believe the Director of Insurance is on line today and I think it might be appropriate lo
get her comments on the bill and reserve testimony on the technical aspects of the hill
until we have a committee substitute bill ready for consideration.

The final hill will truly he a cooperative effort supported by industry and regulators
which will benefit the insurance buying public.
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AN ANALYSIS OF
INSURANCE RATE REVISIONS UNDER FLEX-RATING SYSTEMS

Introduction

A flex-rating system enables insurance companies to implement rate changes within a percentage
band without approval from the regulator, but it ensures that larger changes must still undergo
regulatory review before going into effect. Even small changes may still L disapproved if'they
do not meet the statutory requirements of being “not inadequate, excessive, or unfairly

discriminatory.”

This type of system allows insurers the flexibility to respond to competitive market conditions
and adjust certain rates more quickly in accordance with the changing loss experience. It has the
ability to stabilize the market by smoothing any fluctuations in the rate adjustments. Flexible
rate revisions under this mechanism are not as volatile as rales that require prior approval. By
reducing any sharp gyrations in the rale level, the system is beneficial to insurance consumers as
price continuity is maintained. Flex-rating provides a reasonable plan that lessens regulatory
burdens for both insurers and regulators without compromising consumer protection, and
consumers benefit from a market environment characterized by healthy competitive lorces and

flexibility.

While lawmakers and regulators may recognize the benefits of llex-rating, there is some
hesitancy to convert a less competitive rating law to a more llexible system. Understandably,
they are concerned that insurance companies will seize upon the opportunity to implement rate
changes very close to the threshold, knowing that these rates will not need regulatory approval

This paper provides evidence showing that the scenario described above is not the case. A
significant number of rate changes in llex-rating systems arc in fact reductions. One reason for
rate decreases under a Ilex-rating system is that insurers are allowed the flexibility to respond to
competitive market conditions and determine appropriate rate level changes more quickly. If a
competitive market exists, then this system, by definition, will allow some rates lo change more
quickly inaccordance with the changing loss experience.

Flexible rate revisions are not as volatile as tales that require prior approval. Since companies
are able 373p6367 * losses more accurately under a flex system, they feel more comfortable
in reducing rates if warranted because they realize they can increase them later il needed. This is
uot always the ease under a prior approvJ system, since companies face an additional
underwriting risk due to the time lag involved with the delays in the review process. What
typically occurs in stales with prior approval laws is that companies are hesitant to lower rates
because they experience regulatory delays when subsequent increases arc needed.

Because premiums are able to more accurately reflect projected losses under  llex-rating
system, actual loss ratios (i.e., losses relative to premiums) are more likely to match targeted loss
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ratios and favorable underwriting returns are produced. Companies are able to respond to
changing loss experience more quickly under flex-rating than under prior approval and they can
implement certain rate increases or decreases with all necessary flexibility, further strengthening
the competitive system. As a result, policyholders see lower increases in their rates and

sometimes even cost savings.

Congress could intervene in the regulation of the insurance business unless il is persuaded that
greater regulatory modernization at the state level is occurring. Meetings and hearings in recent
years have focused on flaws in the ci|r,~*nt state regulatory system, including the drag that
supervised or administered rating laws have on consumer choice and industry competition and
efficiency.  Flex-based rates make it possible for insurers to compete more vigorously and
swiftly on price, and Congressional leaders calling for more modernized insurance regulation
have cited “speed-to-market” and competition-bhased pricing as crucial elements in regulatory

modernization.

Effective consumer protection that focuses on local needs is the hallmark of state insurance
requlation because local and regional markets and the needs of consumers in those markets are
belter understood within the state framework. Modernization of insurance rates is a key element
to preserving stale regulation of insurance, and state legislators can play a key role in making
sure that modernization is implemented quickly and efficiently. Stale regulators arc on time and
on target to accomplish changes needed to modernize the system of insurance regulation in the
United States. The PCI remains committed to working with them to enhance and improve the
state regulatory system to foster a healthy and competitive insurance marketplace.

Flex-rating is a very logical and sound next step toward regulatory modernization, as free market
forces would operate to a greater extent to assure the most efficient flow ol setvices to the public.
It makes little sense for insurance companies to take advantage olthe flexible non-rcgulatory
approval feature byimplementing rate increases near the threshold, as they would simply lose
business by encouraging their policyholders to go lo other insurers. What does make sense is
that a llex-rating approach would:

« allow insurers tobetter predict their losses, resulting in lower loss ratios;

«  create lower rateincreases and even decreases, to the henefit ol consumers; and

« attract more insurers to enter the market, improving the level of competition in the state.

Personal Auto Kate and Loss Cost Activity
This section discusses rating activity in the various states that have llex-rating laws. Currently,
the following five states have auto insurance flex-rating systems in place:

Kentucky - effective July 15, 1988, llex band of 25 percent

Louisiana - effective January 1, 2004, Ilex band of 10 percent

Pennsylvania -effective February 19, 1998, llex band ol 10 percent

Rhode Island - effective July 7, 2004, llex band of 5 percent

South Carolina - effective Match 1, 1999, llex baud of 7 percent

Property Casualty Insurers Association of America
March 1.2U05



Page 3

In addition, some rating activity is provided for New York, a state that had a Ile”-rating law
beginning on June 30, 1995. The law, however, sunset in August 2001.1

In each example, personal auto rale changes made in these states were not right at the upper
limit. Insurance companies arc not arbitrarily filing rate increases near the threshold, knowing
they can get the maximum revision without insurance department approval. They do not treat
the size of the flex band lightly, but instead make prudent rating decisions according to the

changing loss trends and the competitive environment.

Rate Activity in South Carolina
By far, South Carolina appears to have received the greatest amount of attention with respect to

the adoption of its auto Ilex-band law in 1999." In a letter dated March 22, 2004, Dean Kruger,
property and casualty chief at the South Carolina Department of Insurance, asserts, "The
assumption used under the prior approval law was that requiring insurers to lower requested rate
increases saves money for consumers. If such an assumption were accurate, then premiums
should have increased during the implementation (of flex-rating). In fact, they dropped and this
indicates that the competitive marketplace is the more effective in controlling rate levels. The
key is to increase the number of market participants and a regulatory approach that causes
insurers to not enter our marketplace has a cost to the consumer."

Included in Mr. Kruger’s letter is an exhibit of major personal auto insurers and their rate activity
since the flex system began (see Table 1). Revisions arc no changes, decreases or increase”
beyond the 7 percent threshold that would require regulatory approval. Six of the 34 rate
activities shown in the table were decreases and seven were increases above the threshold; the
remaining 21, including “no change”, tire generally well below the maximum limit. Clearly,
companies are not trying lo lake advantage of the new system by implementing rate increases at
levels near the llex band. Another observation is the fact that rate changes were not
automatically made each year, as seen for three insurers (Allstate, State Faun Fire and Casualty,

and South Carolina Farm Bureau).

Table 1
Major Personal Auto Insurers in South Carolina
Rate Level Activity Linder Flex-Rating (Band = 7%)

1999 2000 2001 2002 2003
Allstate Insurance Co. 0.0% 1.5% 3.6% No Chance 1.6%
State Farm Mutual Auto -0.3% 0.9% 5.9% 5.5% -0.5%
Nationwide -1.8% 4.7% 4.3%' 3.9% 1.8%
State Farm Fire and Casualty No Change -4.8% 10.2% 11.6% 3.9%
GE1CO -10.3% 6.0% 9.9% 3.5% 1.9%
Allstate Indemnity Co. New Program 5.0% 11 0% 12.75% 12.0%
South Carolina Farm Bureau -4.53% No Change  6.94% 0.01589% 7.26":-

Source: South Carolina Department of Insurance

1li is not kno' liether the flex-band system will be reinstated by the New York General Assembly.
Most likely, the spotlight has been on South Carolina due to the significant improvements flex-rating
had oil its residual market problem and the large increase in auto insurers entering ihe state.
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Rate Activity in New York
Like South Carolina, New York had a flex hand of 7 percent for personal auto insurance.

Although New York’s flex-rating law sunset in 2001, information is presented on rate changes
that took place in this state while the system was in effect and after the law sunset (see Table 2,
compiled by the Progressive Group). These changes reflect rating activity conducted by 10
insurance groups representing more than 70 percent (71.5%) of the market.

As previously shown, insurers do not view flex-rating as an opportunity to raise their rates as
much as possible. In fact, six insurers implemented rate changes substantially lower than the 7
percent band (Liberty Mutual, Metropolitan, Nationwide, New York Central, and Travelers all
had small increases, while Slate Farm lowered its rates by 2.5%). One insurer (GE1CO) had a
rate change near the limit during flex, but filed the lowest change after the law sunset. These
small increases resulted in GEICO’s having the second lowest overall rate increase (8.5%>) both
during and after flex-rating (the lowest is Nationwide, with a combined 6.0% increase during and
after flex). Three insurers (Allstate, 8.5%; AIG. 17.9%; and Progressive, 18.1%) had rate
changes greater than the 7 percent band during flex-rating and needed regulatory review and
confirmation before they were able lo put their rates into effect.

The average increase among the 10 groups presented was 5.3 percent during flex-rating, less than
half the average of 11.0 percent after the law reverted to prior approval. Clearly, New York
drivers on average were better off during the flex-rating penod than the prior approval period
because their insurance rales did not go up as much. This is especially true for policyholders of
seven of the 10 insurers (Allstate, Liberty Mutual, Metropolitan, Nationwide, New York Central,

State Farm and Travelers).

Table2 v
New York Personal Auto Kate Change History :
Pre- and Post-Flcx-Raling Sunset (Band = 7%) .

Rate Change Rate Change
Insurer Group During Flex-Rating After Flex-Rating Sunset
Allstate Insurance 8.5% 11.6%
American International Group 17.9% 15.5%
GEICO/Bcrkshirc Hathaway 6.5% 1.9%
Liberty Mutual Insurance Group 0.0% 5.9%
Metropolitan Group 1.8% 11.3%
Nationwide Corporation 1.6% 4.3%
New York Central Mutual 4.0% 9.3%
Progressive Group 18.1% 15.0%
State Farm -2.5% 21.8%
Travelcrs/Citigroup 2.5% 8.7%
Average 5.3% 11.0%

Source: Progressive via Martin & Company
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Rate Activity in Other States with Flex-Rating
In addition to South Carolina and New York, other stales with ilex-rating systems have seen

activity that should further case concerns regarding any alleged rating opportunities. Information
on these particular activities has been extracted from various newspaper articles and is presented
in Table 3, along with the date of the article, the state affected and the company filing for the
change. As before, all of the changes indicated arc quite a bit lower than the established
maximum beyond which insurance department approval is required, once again demonstrating
that insurers are not trying lo take advantage of the more competitive system.

. Tnhlc 3
Rate Activity of Major Insurers
In States With Flex-Rating Laws
Date of Major Insurance
Article State (Band) Company Action (line ofhusiness)
6,6% increase in 2002 (auto);

6/22/03  Kentucky (25%) Kentucky Farm Bureau  10.0% increase in 2002 (homeowners)
6.7% increase (homeowners);

6/22/03  Kentucky (25%) State Farm 0.5% increase (auto)
6/08/04  Kentucky (25%) State Farm 5.3% decrease (auto)
1/23/04  Louisiana (10%) USAA Group 2.2% decrease (auto)
3/04/04  Louisiana (10%) Farmers 6.8% increase (auto)
1/21/05  Louisiana (10%) State Farm 2.1% decrease (auto)
1/04/04  Pennsylvania (10%) Hrio 7% increase (auto)
2.5% increase in Philadelphia;
8/09/04  Pennsylvania (10%) Allstate 6.8% in rest of slate (auto)
6/12/04  Texas (30%)* State Farm 2.2% decrease (auto)
6/12/04  Texas (30%)* USAA 8.6% decrease (auto)

* Texas has since converted to a Ille-and-tisc rating system, effective December 1. 2004.

Sources: Kentucky - Ihe Courier-Journal (Undsvillc), June 22, 2003 and June 8, 200-1;
Louisiana - The Raton Rouge Advocate, January 23, 200-1. March 4,2004, and January
21. 2005; Pennsylvania Erie Timt's-News, January 4, 2004 and The Philadelphia
Inquirer, August 9, 2004; and Texas - San Antonio Fxprcss-Ncws, June 12. 2(K>f

The 21 percent reduction made by State harm Mutual Automobile Insurance Company in
Louisiana (effective February IS, 2005) affects about one-third of the state’s drivers. This
decrease meant annual savings of $19.3 million for these motorists, or an average of nearly $20
per policyholder. This is the lirst time in almost five years that Slate Farm has reduced its rates.
According to the state's insurance commissioner, J. Robert NVooley. auto insurance rates have
benefited from the llex-hand rating system. *“Insurers aren't as reluctant lo reduce rates when
business is good because they know they can also raise rates without incurring a political battle "
Cominissionei Wooley also remarked that smaller auto insurers in the stale filed lor rate
reductions as well, while others raised their rales by smaller percentages than in the p.isi lew

years.'

1Source: the Union Rtingc Advocate, January 21, 2005
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ISO Advisory l.oss Cost Changes in States with Flex-Ilating

Another source connected lo rating activity is the Insurance Services Office, Inc. (ISO), an
organization that makes advisory prospective loss cost filings for companies that use their
services. Based on aggregated data submitted by participating insurers, these loss costs are
adjusted for development and trending to assist companies in creating their own independent
rates. It is believed that rale changes made by companies using 1SO advisory loss costs are not
too different from these recommended changes.

Presented in Table 4 are recent advisory loss cost revisions for personal auto insurance for the
five states that now have flex-rating systems. These figures are taken from I1SO circulars made
available to PCI.

Tabled c . Ad'
Insurance Services Office, Inc.
Personal Auto Advisory Loss Cost Level Activity
On Combined Total Limits

State Rhode South
(c(T. date; Kentucky Louisiann Pennsylvania Island Carolina
Flex-Band)  (7/15/88; 25%)  (1/1/04; 10%) (2/19/98; 10%) (7/9/04; 5%) (3/1/99; 7%)

2000 -4.4% N/A -8.0% N/A -18.5%

2001 No change N/A -3.7% N/A No change

2002 +7.8%' N/A +7.0% N/A No change

+8.4%

2004 +1.5% No Change -1.5%+ (-0.8%**) +1.5%

Notes:

I) All time periods are through the 4thquarter, except for 2002, which i.;!; ough the 2, quarter.
Information for 2003 is not available at PCI.

2) N/A =not applicable (i.e., Ilex-rating has not taken effect yet)

* A decrease of -1.8% was disapproved in Pennsylvania.

" A decrease 0f-0.8% for basic limits is scheduled for implementation or approved effective 2: 1
quarter of 2005 in Rhode island.

Source: 1SO Chiefexecutive Circulars

Ihe loss cost revisions made bv 1SO were either substantially lower than the maximum limit
allowed in the llex baud QL were actually higher than the threshold (such as the 84,'< increase in
Rhode Island» the latter requiring prior approval by the regulator. None of these changes were
only slightly lower than the threshold, thus taking advantage of the system as some may think.
In fact, ball of the changes shown in Table -Jare implemented decreases. This is especially true
in Peiiiisyhania, where three of the advisory loss cost changes recommended by ISO since 20(10
are reductions. Another notable one isthe 18.5 percent decrease made by 1SO, shortly after llex-
taling was adopted in South Carolina

Propeity (“usually Insurers Association of America
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Other Positive Effects of Flex-Rating Systems

Although the primary purpose of this report is to show that rate changes are not influenced by the
maximum level of the llex band, there are several other positive changes resulting from a flex-
rating law that deserve mention. These are shown for South Carolina and New York.

South Carolina

In South Carolina, the positive effects from flex-rating are as follows:

« The number of auto insurers grew dramatically when South Carolina adopted the new flex-
rating law (sec Figure 1 for the trend). During 1997 and 1998, there were 83 companies
writing auto insurance in this state. When the new law went into effect in 1999, the number
soared to 136, a two-thirds increase. The number of insurers continued to rise, peaking at
150 in 2001. This quantity has remained fairly constant over the last three years.4

Figure |
South Carolina
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« South Carolina motorists paid an average ol 4.4 percent, or $34, less lor auto insurance in
2000 (one full year alter its flex-rating law began) compared to 1998 ($732.53 in 2000 vs.
$766.23 in 1998)." Iliis post-flex premium dropped to the same level seen three years
earlier, in [*>07.

« During the four-year period before flex rating (1995 - 190S), the state's average personal
auto loss ratio was 80.6 percent of premiums After llex-rating (2000 - 2003), it tell nearly
12 percentage points, down to 6X 7 percent  Again, because rates can now he adjusted more
quickly to reflect changing losses, the loss ratios are more in line with those projected. This
resulted in the decline in average premium for die stale's drivers.

* Smute National Assignation ol Insurance thnumssioncr.x
' Source: National Association ol Insurance | 'omnnssioners. Shil .wvosiv [:\jirinlitiao <sfi<iminii\

far I'monal Aufu/fiatui' InMirurn r
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« Prior to Hex-rating, the personal auto residual market in South Carolina was extremely
problematic. The proportion of drivers in this group was one of the highest in the nation,
representing between 29 percent to 38 percent of (lie stale’s entire insured population before
the law was changed. This is in comparison to an average countrywide penetration of about
2 to 3 percent. After the 1999 change in rating law, South Carolina’s residual market
population dropped down to 8 percent during the year and is now less than 1 percent of the
insured population. In contrast, its voluntary market grew about 75 percent, from a
population of 1.6 million insured cars in 1996 to 2.8 million insured cars in 2002.7 'I'tie
largest increases in the voluntary market took place over the last three years after the
conversion to (lex-rating (see Figure 2), showing that the competitive market here is indeed

working now.

figure 2
South Carolina
Positive MTeeLs of Flex-Rating
Trench in YohinUry and Residual Market
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New York
Like South Carolina, one positive outcome of a conversion lo ilcx-iating from prior approval is

the growth in the number of personal auto writers in New York. Liguie 3 illustrates iliis trend
from 1993 to 2003. When Ilex-rating went into effect in 1995, there was an increase of 7 percent
m the number of insurers (230 insurers in 1995 compared to 215 the previous year), lhe level
continued to grow, accelerating to 276 insurers live years later. However, the New York llex
rating law sunset in 2001, and what resulted after its dissolution was an immediate reduction in
auto insurers. The number of writers dropped steadily alter llex-rating was removed. Iroin a
high of 270 writers prior to the sunset down to 2(>2 writcis now.

" Nihjilc: Automobile Insurance I'lons Seivice Oltke
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figure3

Trend in New York Personal Auto Insurers
After Hex-Rating Went into Effect

and After Fle\-Rating Suuse!
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Another observed benefit is that the average personal auto premium lor New York slowed down
after its new system was implemented. Figure 4 illustrates the change in average premium
between New York for a consistent period of time before and alter its Ilex-rating plan went into
effect. The periods selected are 1989 - 1994 bhefore flex and 1996 - 2001 after Ilex. Prior to
Hex, the average premium rose 28.8 percent from 1989 to 1994. During the same length of time,
hut post enactment of its new rating law (1996 - 2001), the premium experienced only a 2.4
percent increase.8 This is because certain rates were allowed to change more rapidly to more
accurately reflect the trends in loss experience, resulting in less volatile iate revisions than under
a prior approval system.,

Souiee: National Association of Insurance Commissioners. Stoir Avt niffi Iw/u lulttiih s A /Vrmi/i/m

for I\ rsoiutl Automotive tnsuiunvv
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Figure 4
New York
Five-Year Personal Auto Premium Growth
Itcfore and Alter Flex-Rating

llcfore Flex Alter Flex
(J9X9-1994) (1996-2001)

Source: NAIC

The reduced change in average premium growth for New York after flex-rating took place is
supported by the fact that the loss ratio also went down. The loss ratio declined after the change
in law because more filings were approved more rapidly under this system, permitting the losses
relative to the premiums to be closer to what was projected. Having an actual loss ratio closer to
the projected @amount means a greater likelihood for anticipated profitability results and less need

for future rate increases for customers.

The following illustration shows the average personal auto loss ratios before and alter New
York's Hex-rating effective date. Again, the periods examined, before llex and alter Ilex, arc
respectively 1989- 1994 and 19% - 2001*(see Figure 5).

= Sotucc: National Association ol Insurance Commissioueis, Ue/iori on Profitubility by Hue and hv Stole.
NAIC uses a simple arithmetic average tu generate mean | > ratios over time,
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Figure 5
New York
Average Personal Aulo Loss Ratios
Before and After Flex-Rating
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During the period prior to New York’s Hex-rating law, the average loss ratio was 0.720 (i.e.,
72.0% of earned premiums). Alter the new law went into effect, the loss ratio for the same
length of time dropped to 67.4 percent, a reduction of nearly 5 points. This decline in loss ratio
stemmed from insurers’ being able to adjust their rates on a more timely basis to more accurately
reflect losses under Hex-rating. And lower loss ratios mean lower premium increases.

Comparison ofAverage Premiums By Rating Law

Rate regulatory systems generally fall into two categories: “prior approval” and “open
competition” (or “competitive rating”). Competitive rating is the more efficient method of
setting insurance rales because il is self-adjusting. Insurers are belter able lo respond to current
loss trends and greater innovation is encouraged. Open competition creates an environment that
permits a more responsive and substantial expansion of coverage availability. If insurers set
rates loo high or too low, the market adjusts to drive rales to the competitive level. In addition,
innovation will he stimulated, thus making a wider variety of product, price and service

combinations available to consumers.

Rate levels are also found to be lower in competitive rating stales than in states with prior
approval laws. Presented in Table 5 are the 2002 average personal auto premiums, separated
between groups of non-competitive prior approval states (including slate-made and bureau-
made), flex-rating and open competition states that fell under these categories during that year.

Plupeily Casualty Insurers Association of America
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Table 5
Average Personal Auto Insurance Premiums - 2002
Comparison of Rating Laws

Group of States by Annual

Type of Rating Law Average Premium
Prior Approval (incl. State- and Bureau-Made) $940.63
Flex-Rating $862.00
Open Competition $826.01

Prior Approval: AL, AK, C/1, DE, GA, HI, LA, MA, MS, NE, NV. NJ, NM, NY, NC, ND, OK, TN,

WA, aiul WV
Flex-Rating: KY, PA, SC, TX
Open Competition: AZ, AR, CO, DC, FL, ID, IL, IN, IA, KS, ME, MD, MI. MN, MO, MT, NH, OH,

OR, RI, SD, UT, VT, VA, WI, and WY
Connecticut is not included in any group because its liability rates are subject to prior approval
and its physical damage rates are subject lo open competition.

Source: PCI, based on data compiled by the National Association of Insurance Commissioners

As a group, the states with non-compciitive prior approval laws and state- and bureau-made rates
have a higher average personal auto premium than states with more competitive rating laws. The
auto premium is 9 percent higher than flex-rating states ($940.63 vs. $862.00) and 14 percent
higher than open competition states ($940.63 vs. $826.01). Of course, it must be noted that other
factors contribute to the level of premiums as well, the most important being the amount of
insured losses that occur. This comparison nevertheless shows that in states where insurers are
allowed to operate more competitively, their customers have more affordable insurance.

Studies Discussing the Benefits oi Open Competition

I he subject of insurance rate regulation has been one of great interest over the last thirty years
Regulators and other governmental bodies, insurers, academicians, and economists all have
conducted in-depth research to examine the different regulatory approaches. They conclude that
an open competition rating law provides more benefits to both insurers and the public than does a
non-competitive prior approval law. Findings from several studies or cases are cited below:

« “A review of the particular alternatives (to the competitive rating law), especially a return to
prior approval, indicates thatthese problems would be made worse, not better, by the

alternat®® approaches.” ¥

« "If consumers in competitive rate states fare as well or better than they did in ‘non-
competitive’ rate states, there appeals to be no empirical economic justification for the
requlation of automobile insurance rates by regulatory authorities, especially when

T Source: Stale of New York Insurance Depailiicnt. Ihe Open Ruling lutw and Property 1lability
InMihince: Alt Evaluation oj Insurance Price Regulation. 1577
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considering the costs of regulating rates.” 11

« “..prior approval regulation of rates entails direct and indirect costs and serves no useful
purpose in modern, competitively structured insurance markets. Rather, the insurance-
buying public would benefit from deregulation of rates."12

« Justice Black stated that the philosophy of a less requlated market....
“rests on the premise that the unrestrained interactions of competitive forces will
yield the best allocation of our economic resources, and lowest prices, the highest
quality and the greatest material progress, while at the same time providing an
environment conducive to the preservation of our democratic, political and social
institutions.” 1

The Property Casually Insurers Association ofAmerica (PCI) is a trade association consisting of
more than 1,000 insurers of all sizes ami types, and representing 38 percent of the total
prapcrlWcasualls insurance business and IX percent of the personal auto business in the nation.

1 Source. Witt. Robert C. and Miller, Ilarrv. P si's Review. Vol. SJ, No. S Dee. 1980. "Is Auto

Insurance Rate Regulation Necessary'r

2 Harrington, Scott li. Alii-Brookings Joint (‘enter for Regulatory Studies; Insurance Deregulation and
the Public Interest. 2000

* Northern Pacific R Co. r\ United Slates 35b U.S. I (PJ5S)
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