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I F STEVE COWPER, GOVERNOR

PUBLIC DEFENDER AGENCY gbleBEA?NETTESTREET

FAIRBANKS. ALASKA 99701-4510
PHONE: (907) 452-1621

November 2, 1988

Bruce Geraghty
P.0. Box 55028 ;
North Pole, Alaska 99705

Dear Mr. Geraghty:

Earlier today, we discussed the problem Ms. Starr Tucker has encountered 1in

attempting to secure a driver®s license. Ms. Tucker and 1 both appreciate
your interest in her situation and your prompt response to her request for
help.

In September of 1985, Ms. Tucker was involved in a motor vehicle accident; the
other vehicle was driven by a gentleman named Cleve Davis, Jr. Because she
didn*"t have insurance, Ms. Tucker®s license was revoked for ninety days,
pursuant to AS 28.22.240(a)(1), and she will be required to satisfy the SR-22
insurance requirement described in AS 28.22.260(b) until January 1989. She
understands these provisions and is fully prepared to comply with them. The
problem relates to the additional requirement of a security deposit which
appears in AS 28.20.150. Under that provision, she must also post security in
an amount specified by DMV in order to get her license back. Ms. Tucker has
been, and continues to be, financially unable to satisfy that requirement.

As Mr. Delaney told me this morning, the obvious purpose of that requirement
is to protect the other person involved in the accident? it is inapplicable in
the event of execution of a release, AS 28.20.100, entry of judgment, AS
28.20.110, or settlement of the claim, AS 28.20.120. Ms. Tucker has been
unable to settle the claim or obtain a release because Mr. Davis appears to
have left Alaska for parts unknown. Normally, under these circumstances, it
would be a simple matter for her to go to court and obtain an adjudication of
nonliability. But she is precluded from doing that by the fact that the
relevant statute of limitations has already run. See AS 09.10.070.

Ms. lacker®s predicament seems to be the result of an inconsistency within the
statutory scheme. Any liability she might have had toward Mr. Davis was
extinguished as of September 1987. Yet the security requirenent, which is
supposed to protect Mr. Davis, remains effective until January 1989. That
requirement is obviously pointless with regard to the period between those
dates. What 1is worse, though, is that it deprives Ms. Tucker of the
opportunity to regain her driving privileges during that pericd and there is
apparently nothing she can do about it.

02-B34LH
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Senate
P.O. BOX V
State Capitol

Official Business Juneau, Alaaka 99811

January 31, 1989

Michael F. Combs, President
Combs Insurance Agency

Box 1108

Palmer, Alaska 99645

Dear Michael:

Thank you for writing me with your suggestions on the
Mandatory Automobile Insurance legislation.

House Bill 44, which is the companion version to my Senate
Bill 4, has already passed the House and is presently in the
Senate Labor and Commerce Committee. | am taking the liberty

of forwarding your letter and comments to Senator Dick
Eliason, who chairs this committee.

| appreciate your taking the time to besospecific with your
suggestions; it is certainly helpful. Again, my thanks.

Sincerely,

JK:pt
cc: Senator Eliason



CASUALTY LIFE

Combs AUTO 1FIfIE

Insurance Jfo

Agency, Inc 1106  PALMER. ALASKA 99645  PHONE. (907) 745-2144
01-25-89

Senator Jay Kerttula

Alaska State Senate
P.0O. Box Vv s..is 2 7 VJ89.

Juneau, Ak. 99811

Re: Senate Bill #4.
Mandatory Automobile Insurance Act.

Dear Jay,

I have had a chance to read over your proposed bill for the
Mandatory Automobile Insurance Act, and |1 feel that you have done a
very good job on this presentation.

I would like to offer one suggestion for a change 1in the bill,
and that would be regarding the limit of liability required, under Article
2. GeneralPolicy Provisions, on paqge 6.

I would like to suggest that thelimit of liability be changed
to require a "Combined Single Limit of Liability for Bodily Injury and
Property Damage, 1in an amount not less than $125,000.00".

In referring to page 9, of the same General Policy Provisions,
you will see that (2) states that the limit of liability for Uninsured/
Underinsured Motorist Coverage shall be a single combined coverage;.

The general practice of the insurance industry is to offer a
combined single limit of liability for automobile liability, as well as
other liability coverages.

The premium difference between the "Split Limit" of $50,000.00/
$100,000.00 Bodily Injury and $25,000.00 Property Damage, to $125,000.00
Combined Single Limit is very minor, yet provides for the same total limit
of liability coverage, but allowing for a single major injury, or single
major property loss to have $125,000.00 available.

The situation that is occurring with alarming frequency is that

with one insurance company offering a "Split Limit" and one offering a



Page 2.

01-25-89

Senator Jay Kerttula
Cont.

Re: Senate Dill #4.
Mandatory Automobile Insurance Act.

Combined Single Limit, there is always the exposure to the
Combined Single Limit company to an Underinsured loss each time there
is any bodily injury.

Example: Company A Providing "Split Limits" $50,000./$100,000./
$25,000. Bodily Injury and Property Damage. |Involved in an at fault
accident with Company B which 1is Providing "Combined Single Limit"
$125,000. Bodily Injury and Property Damage.

Same total limit of liability for each, and little, if any,
difference 1in premium.

Company A renders policy limit settlement to injured person 1in
Company B vehicle. Total payment $50,000.00. Injured person in Company
B vehicle then turns in claim against "Underinsured Motorist™ coveracre
under Company B, and receives additional $75,000.00. (The difference
between $50,000.00 and $125,000.00.)

This then exposes Company A insured to a subrogation claim from
Company B for $75,000.00, and causes "Underinsured Motorist" coverage to
Drovide a higher settlement than the primary liability coverage, causing
"Underinsured Motorists"™ coverage to eventually skyrocket in price for
everyone.

Had both Company A, and Company B had the same "Combined Single
Limit", then there would have been no claim to the innocent driver®s
insurance, as Company A would have paid the entire $125,000.00 claim,
thereby putting the expense with the at fault party.

Please consider this change in your bill, and 1 would suggest
that AS 28.20 the Motor-Vehicle Safety Responsibility Act, and Bulletin
Order #78-7 the Alaska Automobile Insurance Plan be changed to this same/
minimum limit of liability.

IfT 1 can be of any further assistance to you, please let me know.

j Sincerely

MFC/mc Michael F. Combs
President
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of compulsory insurance. The only figures | have available right
now concern the uninsured motorist rate change history for State
Farm Mutual 1in Alaska, which indicate the following:

January 15, 1980 11.9% decrease
July 1, 1981 8.1% 1increase
April 15, 1984 19.2% increase
November 1, 1985 18,2% increase
June 1, 1987 0.0%

As I also indicated to your committee, the automobile
insurance rates 1in Alaska have been quite stable. For example,
State Farm Mutual has had a 13.1% overall rate decrease over the
last ten years. I also told your committee that the ratio of

uninsured motorist bodily injury claims to bodily 1injury claims
for the State Farm Mutual Company for the year 1988 was 1in excess

of 20%.

Finally, if this Committee does choose to move the
legislation before you, we vrecommend the following change to

Section 28.22.301:

A provision in this chapter may not be
interpreted to prohibit a motor vehicle

liability policy from including
limitations, conditions, exceptions,
exclusions, or other provisions. [that do

not violate the requirements of  this
chapter or other applicable laws.] This
chapter 1is not intended to modify, amend,
or invalidate existing motor vehicle
liabi litv insurance policy terms.
conditions, limitations, or exclusions, or
to preclude insurance companies from using
similar terms, conditions, limitations, or
exclusions in existing or future
contracts.

We recommend this language because of the difficulties we
had in other states where by judicial decision courts have
interpreted mandatory coverage as meaning absolute or total
coverage regardless of policy conditions, limitations, or



Senator Eliason Hughes Thorsness Cantz Powell & Brundin
March 1, 1989 attorneys at law

Page 3

0034L/220-92 and 30-213

exclusions. We do not believe that to be the 1intent of this law,
and this small change would simply clarify that.

Sincerely,

HUGHES, THORSNESS, GANTZ,
POWELL & BRUNDIN

By:
Michael L. Lessmeier
MLL:srs/0034L
Enclosure: Statement dated Febrary 27, 1989
Statement dated May 31, 1983



STATEMENT IN OPPOSITION TO
THE ENACTMENT OF A COMPULSORY AUTOMOBILE LIABILITY
INSURANCE STATUTE IN ALASKA
HEARING BEFORE THE
SENATE LABOR AND COMMERCE COMMITTEE
FEBRUARY 27, 1989

Mr. Chairman, Membersof the Labor and Commerce Committee, my name

is Michael Lessmeier. I ama Lawyer from Juneau and am here on
behalf of Allstate Insurance Company and State Farm Insurance
Company, Almost six years ago | was here before you when this

Committee was first considering the adoption of Compulsory

Insurance. At that time | told you that both Allstate and State
Farm had had a long and generally negative experience with
Compulsory Insurance. That experience has not changed. We told

you that we felt that Compulsory Insurance laws aren"t needed,
create more problems then they solve, don"t benefit the public or
our policyholders and in the final analysis don"t work. We

continue to feel the same way today. I am here to again urge that

this Committee not adopt Compulsory Insurance in Alaska.

I have brought with me the testimony | gave before this Committee
in 1983 and I will not repeat what |1 said there. Instead I will
try to respond as specifically as 1 can to some of the concerns

that were raised at the first hearing this Committee had on



Compulsory Insurance. Before | do so, | want tio make clear that
Wo have historically opposed and will continue to oppose
compulsory insurance. The philosophy of compulsory insurance is
inconsistent with tho concepts of free enterprise and a
competitive market, both of which we fully support. Wo do not

believe that compulsory insurance can be justified on any social,

philosophical or economic grounds.

The fact of the matter is that compulsory insurance simply does
not work in practice. To date, no state has found a way to remove
the uninsured motorist from their highways. For example the state
of New York in fiscal year 1986-1987 spent $11,220,000 to enforce
their compulsory insurance law. This information is from the data
reported by the New York Motor Vehicle Dept. Our most recent

contacts with representatives of that Department indicate that

they still believe that approximately 12% to 15% of their
motorists are uninsured. In 1986-1987 South Carolina spent
$3,795,000 to enforce their law. They have 29 state patrolmen

whose sole job is the enforcement of compulsory, the picking up of
license tags, registrations, etc., and at last report it appeared
that in excess of 10% of the South Carolina motorists were still
uninsured. It appears that at the very most, compulsory insurance

is a deterrent that affects only a small percentage of the

uninsured population.



Why does compulsory insurance not work? To answer this question

one need only Jlook at the traditional vreasons people buy liability

insurance. Most people buy Jliability insurance because they feel
they need it to protect assets, not to protect others. In other
words, people who had few assets had 1little 1incentive to purchase
liability insurance. 1In fact, the primary reasons people don"t buy

liability insurance is either they can"t afford it or don"t feel
they need it because they have few assets to protect. Requiring
insurance of low income households will not compel them to

purchase something they do not feel they can afford.

Others who are commonly found in the wuninsured <category 1include
those who do not have a driver®s license, do not register their

vehicles, are driving stolen vehicles or vehicles involved 1in hit
and run accidents. Many of these people will not purchase
liability insurance regardless of whether there 1is a compulsory
law. Others in this category include out of state drivers and new
residents with vehicles registered elsewhere. Experience shows us
that 4% to 5% of +the public will <continue to drive even 1in an

unlicensed status or will <continue to operate an unregistered

vehicle.

Compulsory automobile insurance affects 1low income households in
another way, for i1t in effect, forces such households to buy

protection for others which they may not be able to afford for

their own families. Even though these 1individuals may have few or



no assets to protect, <compulsory insurance forces them to buy
insurance, largely in an effort to protectothers.Because of
their economic status, people with low incomes may well be forced

to pay high premiums relative to their income in order to obtain

benefits for others, which those others could more readily
afford.

Compulsory insurance has other negative effects as well. Often,
after the enactment of compulsory nsurance, we see some form of

cross subsidization, where certain categories of the market pay
more in order to subsidize others. We have seen the residual
market pressures increase, and unless the residual market rates
are actuarially sound, the additional costs are spread across the
voluntary market. We have seen coverage expanded more frequently
through judicial decision after compulsory insurance is enacted,
and while the insurance industry may initially suffer from
expansions of coverage, ultimately, it is the policy holder who

pays for such expansions in terms of increased cost.

Finally, the judicial trend in many areas seems to be that

mandatory coverage means absolute or total coverage regardless of

policy conditions, limitations, or exclusions, at least up to the
financial responsibility limits. In a number of states, courts
have through a judicial decision, eliminated the exclusions and

conditions of the ‘insurance contract to extend coverage to risks

that were never contemplated to be insured.



If you proceed with this legislation, and we hope that you don"t,
we have some language that we would propose, that would recognize
the need for the existing motor vehicle liability insurance policy
terms, conditions, limitations, and exclusions. However, before
you choose to proceed, we would urge you to take a careful 1look at
why people buy insurance, and the current 1incentives which already

exist to do so.

One of the things you should 1look at 1is the Motor Vehicle Safety
Responsibility Act set forth at Alaska Statute 28.20.010 et seq-.
We believe this Acc provides as much incentive to purchase
insurance as does virtually any mandatory 1insurance proposal. If
an individual involved 1in an accident resulting in bodily 1injury
to, or death of a person, or damage to property exceeding $500.00,
is not Tfinancially responsible to the 1limits set forth there for
damages negligently caused, that person®s license is suspended
until such financial responsibility 1is provided and established
for the future. The suspension can continue for three years. It
is hard to understand how a compulsory insurance law would provide
more 1incentive than this. A further advantage of such an Act 1is
that it directs state resources to the minority of motorists who

cause problems, vrather than the majority who don"t.

We also urge you to consider the fact that there 1is an eminently
affordable mechanism of dealing with the uninsured and
underinsured driver through a mandatory offer of uninsured
motorist coverage and underinsured motorist coverage. By

purchasing uninsured and underinsured motorist coverage, a vehicle



owner is assuring that all drivers and passengers in the insured
automobile will have protection against losses caused by an
uninsured motorist. Because compulsory insurance, at the most, is
a deterrent, even with the enactment of <compulsory insurance

uninsured motorist coverage and underinsured motorist coverage is
necessary. A compulsory wuninsured and wunderinsured requirement
does not impose the administrative cost to <either the public or
private sector that compulsory liability ‘insurance would impose.
We furthermore believe that any deterrent effect of <compulsory
liability insurance can be achieved through similar publication of

the Motor Vehicle Safety Responsibility Act.

We thank you for the opportunity to address this issue, and are
open to any questions you might have. If we don't have the answer

or the information you desire, we can probably obtain it shortly.



STATEMENT IN OPPOSITION TO
THE ENACTMENT OF A COMPULSORY AUTOMOBILE LIABILITY
INSURANCE STATUTE IN ALASKA
HEARING BEFORE THE
SENATE LABOR AND COMMERCE COMMITTEE

MAY 31, 19083

Mr. Chairman, members of the Labor and Commerce Committee, my
name 1is Michael Lessmeier. I am a lawyer from Juneau and 1 am
here on behalf of Allstate Insurance Company and State Farm
Insurance Company. Both.Allstate and State Farm have had a long
and generally negative experience with compulsory 1insurance. We

believe compulsory insurance laws, such as the bill before you,

aren ™ needed, create more problems than they solve, don"t benefit

the general public or our policyholders, will unnecessarily raise

premium rates and 1in the final analysis, don"t work.

The real question is whether the cost of compulsory insurance

justifies the realistic benefit we can hope to achieve from it.

We believe the answer to this question 1is no and we want to explain

why .

The theoretical goal of compulsory 1insurance 1is to guarantee that

innocent victims of automobile accidents are compensated for their

injuries. But we know that the enactment of compulsory 1insurance



1k n<et euai.lllli mtilll lllkee jwegwl< will Im>sol <njnen: 111 i.
Comi]1111-i>ly 11510 lulele hds litevi;l in .my stall. 1 11lle tih joc Bw<ses

sought 1¥ its sponsols.

One of 1lIn: mason:; coiiipyil:;oiy 1insurance has not;boon ot Ljva,
is that, uui nsm ml ill i.vers are generally made up of those who
can"t, at IDid 1insurance, have no drivers _license, do not. register
their veh ic les ,aie driving r.tolcn vehicles, or vehicles involved
.in hit-and-run accident:;. Many of: t.heso people will, not; purchase
liability insurance leij.ild less of whether there .is a compulsory
law. Others in this catccjory include out-o f"skato drivers and
new residents with vehicles registered elsewhere. Most: of these
people will continue to remain uninsured even after passing a

compulsory law and this 1is shown by experience in other states.

For example, California spent $2.32 mi llion to increase the percent
age of .its insured drivers by five (5) percent. Maryland spent
$1.5 million to increase 1its percentage of insured drivers by the
same Tfive (6) percent. South Carolina paid $.1.3 million for an
eight (0) percent increase. Massachusetts, which has had a
compulsory insurance law longer than any other state, sti.1ll has
an estimated 10 -15 percent level, of uninsured drivers. Current
estimates of uninsured drivers 1in compulsory states still range

from five (5) percent to 15 percent, depend.i.net upon the level, of

enforcement.



Nor is the concept of compulsory insurance related to safety.

The enactment of a compulsory insurance law won"t reduce the number
of accidents. By its very nature, compulsory insurance relates to
what happens after an accident. Compulsory insurance laws simply
require insurance, they do not provide a means to remove high-risk

drivers from the road.

We do not believe that uncompensated injuries are reduced by the
enactment of a compulsory lav;. We believe that on the average,
insured car occupants will receive injuries from uninsured motorists
at about the same rate after enactment of compulsory legislation as
they do before passage of these laws. Although compulsory legisla—
tion may 1increase the insured population by a small percentage,

we do not believe it v/ill result in a measurable reduction in the

number of bodily injuries caused by financially irresponsible

drivers.

Even if we were to assume there would be a decrease in the number of
bodily injuries caused by financially irresponsible drivers, the
question still is whether tlie benefit we can realistically expect

from compulsory insurance is worth the cost and we believe the cost
will be significant. For example, we know there will be a significant
administrative cost to the State of Alaska simply to implement and
enforce the compulsory insurance legislation before you. In effect,

in a time of declining state revenues, virtually a whole new



bureaucracy will have Lo be crealcc.1 Lo .implement and eniorcc
Lhis legislation. The administrative cost to Die public is an

important concern, particularly when there are other pressing

needs in Lhis state.

The second cost aspect of this .legislation that must be considered

is tlie effect on premium rates of policyholders. Vie believe premium
rates of everyone will increase significantly ljccnu.se administrative
costs of tlie industry will 1increase, companies in effect will be
forced to take almost all applicants, the bill does away with policy
defenses in certain situations, the pure premium cost in a compulsory
state has been shown to increase much more rapidly than the pure
premium cost in a non-compulsory state, and finally, the cost of

compulsory 1insurance will probably lead to more claims and more

litigation.

Other costs which are 1impossible to quantify, 1include the social
cost to people who can"t afford insurance, and Die inconvenience of
adding another layer of intrusion by government into people®s lives.
Most people currently buy 1insurance because they feel they need it.
Liability insurance has traditionally been purchased by people who
have assets to protect, not to protect others. In other words,
people who, 1in the past, had few assets, had very little incentive
to purchase liability insurance. A report, Profile of Uninsured

Motorists in California showed that geographic areas with high



rates ak nninsneeds had significantly Juwrr iikllill incomer;, and a
higher incidence oi poverty level than areas with low rates of
uninsured drivers. A 19111 study by the All-Indus try Research

Advisory Council asked households with one or more uninsured vehicles

why the vehicles were uninsured. Forty percent of the people surveye
listed cost as the reason. The next major reason, "car not currently
in use"™, was only 16 percent of; the total response. In short,

requiring insurance of low-income households will not compel them to
purchase something they simply cannot afford. Ur. John Hall of

Georgia State University testified before South Carolina®s Joint-

Legislative Automobile Liability Insurance Study Committee in

December of 1979. Ur. Hall said:

As a practical, matter, the economically
disadvantaged have less real need for
liability insurance to protect their own
interests. As a practical matter, these
persons tend to be judgment proof. In
tiny event, they tend to be unaware of tho
benefits which a liability policy provides.
They perceive the liability insurance
policy as taking care of other people.
They must pay a high premium for insurance
which provides benefits for others as. a
condition precedent to having the right to
drive. because of their economic status,
most often they are unable to purchase
insurance to provide for their own 1injuries,
and those of their families, 1in accidents
where they are at fault. The compulsory
liability insurance system forces these
people to pay high premiums relative to
their income for benefits for others when
they cannot themselves afford adequate
benefits to cover their own losses.



Dr. 1I1lall concluded:

For these reasons, it appears morally
and socially wrony t:o recjui.ro liability
insurance on a compulsory basin an a
condition precedent to enjoying the

privilege of automobile driving and
ownership.

Mot only does compulsory legislation extract a disproportionate
cost from low-income groups, but it raises the price level of
everyone®s insurance. Compulsory 1insurance thus imposes the
additional higher premium and administrative costs on those
currently insured, which in any event is the vast majority of tlie

driving public, to get at the remaining minority, those currently

uninsured.

So the question remains, 1is the cost to everyone worth tlie
realistic benefit we can hope to achieve. Bodies 1investigating
compulsory insurance 1in other states have said no, primarily for
the same reasons. In 1901 a Tennessee Subcommittee studying auto—
mobile compulsory insurance laws made tlie following recommendation

Our findings reveal that despite considerable
and varied enforcement efforts 1in other states,
including the adoption of no-fault, no state
has devised a workable or cost-effective
enforcement system. In addition, experience
in other states 1indicate the adoption of
compulsory insurance 1in Tennessee would only
increase the percentage of insured drivers
from the current 00 percent to 013 percent;.
More 1importantly, the cost of Iliability
insurance plus uninsured motorist coverage in
Tennessee is less than the same coverage in
any compulsory state, and considerably less
than the same coverage 1in any compulsory no—
fault state. The responsible motorist should



not p/iy more for 1insurance coverage nor be
subjected to liarrnaameiit in a futi le; e lfort
to enforce a compulsory insurance lav/.

November ,19% 1901, letter from the Tennessee Subcommi ttoe Studying

Automobile Compulsory Insurance haw;;.

A similar conclusion v/as reached by the State Auditor of Wisconsin

on March 10, 1901:

Experience in other states indicates that man—
datory 1insurance programs do not substantially
reduce tlie number of uninsured motorists and
the cost of administering such a program is
more than double the cost of the safety
responsibility program.

March 10, 1901 letter from the State Auditor of Wisconsin.

If our goal 1is to guarantee compensation for victims of financially
irresponsible motorists, we can achieve that goal more efficiently
and effectively through compulsory uninsured and under-insured
legislation. If every person who bought insurance included this
coverage, careful drivers would be protected regardless of whether
the at-fault other party had liability insurance. Only those who

chose not to purchase this coverage would be without protection.

Uninsured motorist coverage 1is provided by companies to pay for
bodily injury damages to the policyholder caused by an uninsured
motorist. Virtually every state with a compulsory liability

insurance law also requires 1insurers to offer uninsured motorist

coverage, which in effect indicates a lack of faith 1in
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the tjl.icctd.voncss of; compulsory 1insurance legislation. By
purchasing uninsured motorist coverage, a vehicle owner is
assuring that all drivers and passengers 1in tlie insured auto—
mobile will have protection against losses caused by an un—
insured motorist. Compulsory automobile insurance cannot make

this promise.

Compared to the cost of liability insurance, uninsured motorist
coverage 1S very inexpensive. We urge each of you to look at

your own policies to gain an idea of its cost. Furthermore, a
compulsory uninsured and under-insured requirement does not impose
the administrative cost to either the public or private sector

that compulsory liability insurance legislation would impose.

In sum, we believe compulsory liability insurance, if enacted, will
prove to be both costly and burdensome to tlie State of Alaska,
and the insurance industry. Ultimately it will prove to bo both
costly and burdensome to our policyholder; and to members of the
general public. We urge this committee to seriously consider the
cost and effectiveness of compulsory insurance before recommending

such a progranm. We believe there are other alternatives available

which cost much less and achieve much more.



March 5. .1,89
Usyi Homer 1 RI-3.sk *

Mow is HIt" time for all RI5.sk-3.rts to wake UP to the dangers of
some horrible ledi.slytj.ovi workin9 through the Le9isl-a.tu.re this
year. The worst bit of Presumptive legislation | have seen since
the original Mandatory flto insurance is the attempt to ram a
new version of that onerous law ri.9ht down our throats. He
Rlaskans still, have the Financial responsibility Ret to Protect
us on the road. Unl ike the recent Ly and ri9htfu,lly sunsetbed
law < 1t does not Presume that all drivers- are 1irresponsible
children* It invokes Penalties only HlIFfER dama.9e 1is done and
restitution not made. Hot everyone 1is willing to act iIn a
responsible manner.* thus the TRH does not always work as well as
it could witli some tinker in9. Why not strengthen the exjstivd
law to make ik more workable; rather"l tha,vi layer us with another
unworkable”™ unnecessary * and uhcons-titutional lawY

PerhaPs the Financial Responsibility Ret can be strengthened to
cat 1 for revokation of auto registration; auto impoundment; -and
Performance of community service if ProPer restitution 1is not
made after dama.9e 1is done, fhe truly res-Pons-ible driver is- not
one who Prostitutes oneself to the iInsurance mobsters; but-
rather. they are those who realize that accidents do happen.-
drive 1In a manner*lso as to minimize damage in case of an
accident.* and are wil.Lin9 to take responsibility for damage they
do cause> The truly responsible driver-also wears safety
.apparatus Provided by the vehicle.* avid does not need the threat
of legal Penalty to act in their own best intrest# bince 198b
freedom loving Nlaskans have fou.9ht institution of a Mandatory
Seat Belt law. Let"s use our energies to tell People how silly
it 1s to oPerate an auto without seatbells. In a non-socjalistic
society.* such as ours Presumably is.* government- simply has no
business saving lives.How is the time to kill both of these
presumP tive Pieces ol "socialistic legis lat-ion*

IJremaid Vours- In freedom.*
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Huycke General Agency

2900 Boniface Parkway, Suite 200

(uénAMGAj Anchorage, Alaska 99504
FAX 907-338-7234 April 20, 1989 907-338 0491

Tc All Our Good Brokers:

Re: IM/UIM-BI/PD

None of un appreciate having to make rate increases (Scottsdale has not
made one in three years). But ever since Statute revisions requiring the
offer of Underinsured Motorists and also Property Damage coverage, our UM
experience has "been disastrous. And we no longer think it appropriate to
make the other Liability Coverage premiums cover the UM/IJIM loss experience.

Therefore, effective 14ay 1, 1989 for NEW business; and June 1, 1989 for
RENEWAL business, we are adding a $100. surcharge per auto on all auto
policies. As we issue renewal quotes within 60 days of expiration and hold
new quotes for 60 days, please make sure you adjust these quotes when re-
gquesting policies.

Finally, with this increase directly applicable to WMuinyi coverages, it is
probable you will see more requests by the Insured to reject such coverage.
We do hope you will go on written record with such insured as to what the
rejection means to avoid E & O situations when a claim is denied.
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: > Reply to: JUNEAU Ne TioirTet:o8

April 6, 1989
HAND DELIVERED

Senator Eliason

Labor & Commerce Committee Chailrman
P.O. Box V

Juneau, Alaska 99811

Re: Committee Substitute for House Bill 44
Dear Senator Eliason:

I recently received the enclosed graphs setting forth the
uninsured motorists/bodily injury frequency ratio for the States
of Alaska, New Mexico, Arizona, Indiana, and Texas. What these
charts show is that our uninsured motorists claims typically go
down i1mmediately after enactment of a compulsory 1insurance law,
but that the uninsured motorists claim very quickly climb back up
to at or near the levels they were at i1mmediately before the
passage of such a law.

I also just receive a memorandum from one of the State Farm

actuaries expressing concern about Section 6. This section
requires that a policy provide both liability and iIn some cases
physical damage coverage for rented motor vehicles. it places no

limitation on the number of days that an insured can rent a
vehicle and can have coverage. Nor does it limit the types of
vehicle that <can be vrented and be covered. Section 6
furthermore places no [limitation on coverage for business use
rentals.



Hughes Thorsness Gantz Powell 8 Brundin
ATTOWNEVg AT LAW

Senator Eliason
April 6, 19U9
Page 2

017 3L/220-92

We feel this requirement oE such broad coverage for rental

vehicles is unfair. It is unfair because it forces those who
never or only rarely rent vehicles to share the cost of those who
do rent vehicles frequently or for long periods of time. It is

particularly unfair if it forces people with personal auto
policies to share the cost of those who rent cars for business
purposes. Certainly the cost of business purpose rental should
be born by the business benefiting from those rentals and not
shared by the insuring public many of whom will end up paying for
something they do not take advantage of.

We believe the best approach to dealing with the rental
vehicle situation is the National Association of Insurance
Commissioners Model Act which Ilimits the rental company"s ability
to hold the renter responsible for damage to the vehicle. As
more and more states enact that legislation, it will become less
necessary for individual policies to extend coverage to rental
vehicles.

With respect to Item G of Section 6, we are not sure what it
is 1intended to accomplish. We see little valid purpose to
requiring a company to 1issue a short term policy which 1is valid
only for a maximum of seven days. The handling charges for such
a policy would be high, and as far as we know there 1is little
demand for such coverage.

I also should add that 1 yesterday received a telephone call
from Mike Ford vregarding the change we proposed to Section
28.22.301 of this legislation. We proposed this language because
of experience we have had 1in other states which have adopted
mandatory insurance where by judicial decision courts have
interpreted mandatory coverage as meaning absolute or total
coverage regardless of policy conditions, limitations or
exclusions. We do not understand this to be the purpose of this
legislation and hope that 1if the committee does choose to move
this bill, this change can be made.

The following types of exclusions are examples of what we
are concerned about:

1. Intentional acts to 1injure the person or property of third
parties.

2. Vehicle stolen or used without 1insured®s actual or 1implied
consent.
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3. insured"s failure to cooperate in reporting of accident or
forwacding of suit papers.

4. jhicle owned but not insured by named insured.

5. Vehicle rented to others.

6. Vehicle wused to carry persons for hire, but not 1in an
expense-sharing arrangement.

7. Vehicle being repaired, serviced, or wused by any person
employed or engaged in the automobile business.

8. Liability assumed under a contract.

9. Liability ircurred under workers* compensation or
occupational disability law.

10. Liability to any employee of the insured arising from
employment.

11. Liability to fellow servant arising from employment.

12.  Liability for damage to property owned by, rented to, in the
care of, or being transported by an insured.

13. Liability for injury or death to any 1insured or relative
resident of insured"s household.

14. Liability for injury or damage for which United States might
be liable for use of insured vehicle.

15. Liability incurred by or on account of driver specifically
excluded from coverage.

16. For insured"s concealment or material misrepresentation
which wrongfully induces insurer to issue policy of insurance.

AlIl  the risks which are excluded of course tend to narrow the
exposure and thus decrease the cost of automobile insurance. The
difficulty we have had, however, 1is that a number of courts after
the enactment of mandatory insurance, have found exclusions are
contrary to the philosophy of mandatory liability coverage and

thus have invalidated those exclusions. A good example 1is the
recent decision of the Montana Supreme Court 1in the case of lowa
Mutual Insurance Company v. Davis and Beck, Number 87-317

(March 18, 1988 Montana). TiT that case the 1insured"s son was
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specifically excluded from coverage. However, the Montana
Supreme court found that such an exclusion was 1inconsistent with
thephilosophy of mandatory automobile 1insurance and invalidated
this as well as other exclusions up to the limits of the
mandatory insurance law. Courts in Michigan, Louisiana, Utah,
Oklahoma, and Kansas have at one time or another done the same.
*This 1s why we continue to strongly recommend the following
change to Section 28.22.301:

A provision in this chapter may not be
interpreted to prohibit a motor vehicle
liability policy from including Ilimitations,
conditions, exceptions, exclusions, or other
provisions [that do not violate the
requirements of this Chapter or other
applicable law.] This Chapter 1is not intended
to modify, amend or invalidate existing motor
veBlcle liability insurance policy terms,
conditions, [limitations, or exclusions, or to
preclude insurance companies from using
similar terms, conditions, limitations, or
exclusions in existing or future contracts"?

Thank you for considering our suggestions.
Sincerely,

HUGHES, THORSNESS, GANTZ,
POWELL & BRUNDIN

Michael L. Lessmeier

MLL:srs/017 3L
Enclosure: Graphs

cc: Senator Rodey
Senator Faiks
Senator Kerttula
Senator Coghill
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! > Reply to: JUNEAU N e T

April 7, 1989
Ms. Sheila Peterson
Legislative Aide
Office of Senator Eliason
P.0. Box V
Juneau, Alaska 99811
Re: NAIC Collision Damage Waiver Model Act
Dear Sheila:
Enclosed herewith, please find a copy of the NAIC Collision
Damage Waiver Model Act. as well as a report of the Advisory
Committee that preceeded the NAIC passage of this Act. if we can

provide further information to you in this regard, please let us
know and we will be happy to do so.

Sincerely

HUGHES, THORSNESS, GANTZ
POWELL & BRUNDIN

Michael L. Lessmeier

da-0207L

Enclosures
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COLLISION DAMAGE WAIVER
MODEL ACT
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1 Title of Chapter

This chapter shall be known and may be cited as the Collision Damage Waiver Model Act.

Section

2. Scope

This chapter shall apply to all persons and organizations renting private passenger automobiles from loca-
tions in this state

Drolling Note: This Act repllaces the Gallisian Damage Waiver Model Act adopted by the NAIC indure, 1986.

Section

3. Purpose

The purpose of this Act is to prohibit rental car companies from imposing liability upon renters subject to
certain stated exceptions and the sale ofthe collision damage waiver in connection with private passenger

automobi
Section
A

le rental agreements of thirty GO) days or less.
4. Definrtions

‘Rental Compan_Y”means an){) ‘o rson or organization in the business of providing private pas-
senger automobiles to the public

‘Renter”means any person or organization obtaining the use of a private passenger automobile
from a rental company under the terms of a rental agreement.

‘Rental Agreement”means any written agreement s_ettin% forth the terms and conditions govern-
ing the use of a private passenger autoniobile provided by a rental company.

"Damage” shall mean any damage or loss to the rented vehicle, including loss of use and any costs
and expenses incident to the damage or loss.

. “Private Passenger Automobile”or “Vehicle”shall mean a motor vehicle ofthe private passenger

type including passenger vans and minivans that are primarily intended for transport of persons.

‘Authorized driver7shall mean: the person to whom the vehicle isrented; his/her spouse ifa licensed
driver and satisfying the rental cquany_s minimum age requirement; his/her employer or
coworker ifengaged in business activity with the person to whom the vehicle is rented and ifa
licensed driver satisfying the rental company’s minimum age requirement; any person who oper-
ates the vehicle during an emergency situation or while parking the vehicle at a commercial

Gopyright 1983NAIC 728-1
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establishment; or any person expressly listed by the rental company on the rental agreement as
an authorized driver.

Section 5. Practices Prohibited

A.  No rental compan¥ snail, in rental agreements of thirty (30) continuous days or less, hold any
authorized driver Tiable for any damage, except where:

DrollingN\ote: It recommended by theNAI C thetnodsclctiblebe dharged by the rental carpeny . Any juristiiction tret
dmecs_ml cﬁlilg\’]%ignga?llo;\ed bleshouldbecareful 1o incluce languege whichwaulld prchibit tre offerrgofavaiver fonvhetever
nami .

() The damage iscaused intentionally by an authorized driver or as a result of his willful and
wanton misconduct;

@ Tliedamage arises qut ofthe authorized drivers operation ofthe vehicle while legally intox-
icated or under the influence ofany illegal drug as defined or determined under theé law of
the state where the damage occured;

(d Tho damage is caused while the authorized driver is engaged in any speed contest;

Drafting\ote: * antest' lsa ized term inmany States. iEsinnoway inteckd, hovever, tomean exceadinga
e Tt Eycgnizedterm inmany el gased

4 Tlie rental transaction is based on information supplied by the renter with the intent to
defraud tlie rental company;

() Tlie damage arises out of the use of the vehicle while com_mittinglor otherwise engaged in
a criminalact in which the automobile usage is substantially related to the nature of the
criminal activity;

Drafting Note: Thie intentofParagraph %istqmlyallwvon exgtimwhere tre \ehicke Busad In the comiission ofa felayar
otrer sriassaamimi actnatywhérein tre \ehicle sameans orqaerative tool of the act incluoing trargoort of illespl contraland
orasameans ofesge. It isiot intenced tocover minor trafficviolatios.

(6) The damage arises out of the use of the vehicle to carry persons or property for hire;

(7) Thedamage arises outofthe use ofthe vehicle outside ofthe United States or Canada unless
such use is specifically authorized by the rental agreement.

B.  Noaction for damage may be brought by a rental comﬁany against u renter who is a resident of
the United States except in the state and county of the renter's primary residence.

C. No security or deRosit for damage in any form may be required or requested by the rental
company during the rental period or pending resolution of any dispute

DraftingN\ote: Itsintenged that SubsectionC 'rolﬂ_a,mtmtbeliﬁtajr&g%g@ce
cardhresofaait?eglgtymaybeallomjhxtmlylnwmntsm lyi
retum oftre autori le.

iceofrecuiring sty inthe formofaredit
rmepawmrtgmﬂeamnta’smﬁlyﬁ

D.  Nowaiver may be offered to provide coverage for any of the exceptions [or deductible, ifapplica-
ble] listed above.
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Section 6. Penalties

Any rental comPany, found by a court ofcompetentjurisdiction or the delegated agency cha,r%ed with enforc-
Ing this Act in this state, to have violated n'provision of this Act, or to have proceeded with a lack of good
faith to impose I|ab|I|t?/ upon a renter os provided in this chapter, shall lie subject to u penulty of notless
than five hundred dolfars ($500.00) nor more than one thousand dollars ($1,000.00) for each violation.

Section 7. Effective Dote
The provisions of this Act ahull become effective within ninety (0) days after enactment.

legislative History (all ref'tenets art to the Proceedings (Zthe NAIC).

1383 Proc I1 (adopted!.

This model act replaces an earlier document by the same name which used a different approach,
1986 thoc 1112.17. 164 172 173, 177179 (ado/ted).

Copyright 1983NAIC 72843



REPORT OF THE MARKET CONDUCT ADVISORY COMMITTEE

March 14, 1988

At the December 8, 1987 meeting of the Market Conduct
Surveillance (EX3) Task Force, this AdvisoryCommittee was
requested to reexamine the Issue of the saleby rental car
companies of collision damage waivers. The Advisory Commit—
tee was also requested to comment on other problem areas
detailed 1In the report of the Subgroup on Rental Car Insur—
ance dated November 19, 1987. The following report 1is
offered 1in response to these requests.

The Advisory Committee met February 23 at NAIL head—
quarters In Des Plaines, Illinois. Prior tothat meeting,
Advisory Committee members had exchanged various telephone
calls in connection with vrecent legislative activity and
publicity 1involving the collision damage waiver 1issue.
The February 23 meeting was devoted to a detailed discussion
of these 1issues and has led to the recommendations contained
in this report.

History of NAIC Activity

The NAIC has been sensitive to the potential for
abuses in the sale of collision damage waivers (CDWs)
for several years. These concerns led to the passage of
the NAIC Model Collision Damage Waiver Act at the June, 1986
meeting. This model addresses the cost of CDWs by requiring
the filing of rate information at 1least 30 days prior to
use. It further requires car rental companies to be li—

censed to sell CDWs, to file policy forms for approval, and
to disclose to the consumer information contained in a
required notice. To date, no state legislature has enacted
the model collision damage waiver law, although several have
considered it.

At the time of passage of the model act, it was recog—
nized that rental car companies would still be able to sell
collision damage waivers for a fee, even though the protec—
tion offered was less than complete and may be unnecessary

for some renters. Many consumers would be 1inclined to
purchase collision damage waivers out of confusion or for
peace of mind. It was further recognized that rental car

companies could continue to advertise daily rental charges
that did not include the cost of collision damage waivers.
Consequently, the consumer would still face the common
situation of being attracted to the car rental company by an
advertised rate, only to find at time of rental that the
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Uotal charge was significantly higher due to the cost of the
collision damage waiver. Other Jlimitations recognized in
the model at time of enactment will be referenced later in
this report.

Recent Developments

Since the December meeting of the NAIC, new evidence of
the potential for abuse by rental car companies has sur—

faced. Specifically, Hertz has admitted to overcharging in
excess of $13 million dollars for damage to rental cars over
a seven year period. These overcharges have been paid by

individual consumers who had not purchased the CtWw (and who
had no 1insurance for damage to non-owned vehicles) and by
insurance companies on behalf of policyholders who had
purchased coverage for non-owned vehicles, typically in
connection with <collision coverage. The situation 1illus—
trates how the collision damage waiver aspect of the
car rental agreement 1is particularly prone to fraud and
other consumer abuse.

It should be noted that the regulation provided for in
the NAIC Model Act would not have prevented car rental
companies from overbilling for damage caused by car renters.
It further would not have protected consumers against other

adverse consequences, e.g., having points assessed against
their personal auto 1insurance policies due to inflated
claims being paid by 1insurers on their behalf. In order to

prevent 1instances of such overcharging and to address other
potential areas of consumer abuse, an approach other than
the existing NAIC Model Act must be considered.

It has been discussed frequently since the outset of
NAIC consideration of this 1issue that a collision damage
waiver 1is legally not insurance. Rather, it is the forgive—
ness by the lessor of a responsibility of the lessee arising
under common law or statutory principles of bailment. The
distinction between 1insurance and CCW is generally thought
to be not understood by the average consumer. This distinc—
tion has, however, been significant as attempts have been
made unsuccessfully to regulate CD/Js under a state®"s 1iInsur—
ance authority. The NAIC Model Act avoided this potential
problem by refraining from defining CDWs as insurance.

Limitation of Bailment Rights

After reviewing various suggestions made to date
regarding CDIls, the Advisory Committee has concluded that
the most effective way of eliminating actual and potential
abuse 1is by changing the law of bailment as it pertains to
car rental companies. Specifically, the Advisory Committee
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has determined that statutory change 1is necessary to re—
strict substantially the car rental company®s recourse for
damages caused by the car renter. (Recourse would still be
allowed 1in cases of gross misconduct on the part of the car
renter). Such a restriction would require car rental
companies to assume the risk of damage to their rental
vehicles as part of their normal business expenses. These
expenses consequently would be reflected 1in daily/weekly
rental car rates. The risk of loss posed by the elimination
of bailment recovery could be 1insured against or self-
insured .

The Advisory Committee recommends the following lan—
guage to accomplish this obiective:

"No person who leases private passenger motor
vehicles to consumersshall, in lease agreements
of less than 30 days, hold a consumer liable for
physical damage to the motorvehicle, including
loss of use, exceptwhere: (1) the damage 1is
caused intentionally by the consumer or as a
result of his willful or wanton misconduct; (2)
the damage arises out of the consumer®s or his
permissive users®"s driving while 1intoxicated or
under the influence of any drug; or (3) the damage
is caused while a consumer or his permissive user
is engaged 1in any speed contest.”

We would note that the exceptions contained 1in this
language are those the NAIC chose to include in the Model
CEW Act.

Advantages of a Bailment Restriction

This approach offers advantages to both the rental car
consumer and the automobile 1insurance policyholder. They
include the following:

(&) Elimination of opportunity for abuse. Under
this approach, rental car companies would no Longer have
recourse against car renters under traditional principles of
bailment. Consequently, rental car companies would have no
"right” to waive via the collision damage waiver. The
consumer would not be faced with the uncertainty he or she
may experience today at the rental car desk.

(2) Rental car expenses will be internalized. Without
the opportunity to charge for CD4s or to hold car renters
responsible for damage, car rental companies would be
required to incorporate the collision damage losses into
their operating expenses. These expenses would be reflected



in the dailLy or weekly rental, car charges. Since there would
be no payments from the automobile insurer for damage caused
by 1its policyholder to a rental car, auto insurance policy—
holders who would not want or need such coverage in their
personal automobile policies would not be required to pay
for it. Only consumers actually renting cars would be
paying (in rental car charges) for damage to rental cars.

(3) Equitable response to problems arising in the car
rental contex~t~I Ail parties agree that to the extent CL)W
abuses exist, they are caused exclusively by rental car
companies. The proposed solution would address such abuses
directly via a limitation on traditional bailment rights of
car rental companies. Imposing the solution on insurers
through mandatory coverage or other requirements would be
fundamentally unfair.

(4) Possible gaps 1in coverage for damage to rental cars
would be avoided. To the extent coverage for rental cars 1is
avail able In a renter®"s personal automobile insurance
policy, it 1is usually provided under the collision coverage

portion of the policy. However, this coverage 1is not
all-inclusive, as it typically does not apply to loss of
use to the rented car. Further, the policyholder who drops

collision coverage from his or her personal automobile
insurance policy may 1inadvertently be losing coverage for
rented cars. The approach recommended by the Advisory
Committee avoids these gaps altogether, 1inasmuch as the car
renter"s personal automobile 1insurance policy would not be
responding to claims for damage to rental cars. The several
CDW exclusions currently found 1in car rental contracts would
also cease to be a cause of concern to the consumer.

(5) Insurance regulatory resources would not be re—
quired . Problems associated with attempting to regulate
rental car companies under the provisions of the NAIC Model
Act would be avoided entirely. Since rental car companies

would not be able to sell CDWs, there would be no need for
insurance departments to approve rates, review policy forms,
or otherwise regulate rental car companies. Given the
already limited resources insurance departments have to
devote to regulating 1in these 1important areas as they
involve 1insurance companies, this approach would avoid the
need for extending such regulation to the rental car
industry.

(6) True price competition would be fostered. This
proposal would require rental car companies to compete on
even terms. Presently, the costs of the CDWs vary substan—
tially from company to company. Some companies even
incorporate the cost of such waivers in their quoted rental



rates already. The difficulty facing the consumer |In
determining 1in advance the approximate cost of renting an
automobile would be reduced, 1inasmuch as tlie overall rental
rate would include the collision damage waiver. Although it
can be argued in theory that this approach could increase
the cost of renting cars, pressure caused by enhanced price
competition would keep any cost 1increase to a minimum.
Since there are no reliable data currently available to
determine rental car company profitability, it 1is possible
that this approach will actually reduce the overall consumer
cost of renting cars.

(7) Other Advantages over the NA1C Model (Jo1llnis lon
Damage Waiver Act. Tnis approach would?%l ini*fnate the
potential for overcharging car renters or their insurers for
damage caused to rental vehicles. Insurance companies would
not be 1in the disadvantageous position they face today of
attempting to assess damage to a rental car caused by their
policyholders. The potential competitive disadvantages to
small rental car companies posed by tlie current NAIC Model
Act Tfiling requirements would be eliminated. The problems
of distinguishing the CO0J from insurance would be avoided.
Car renters would not find themselves "in the middle™ of
damage claims 1involving their insurance companies and rental
car companies. Car rental companies would have an incentive
to repair damaged cars expeditiously to reduce 1loss of

use.
Other Problems Identified by the Subgroup

The report of the NAIC Subgroup on Rental Car Insurance
also referenced sales practices 1involving personal effects
coverage, excess liability coverage, and accidental death
and dismemberment. Vie would note that these areas are
already subject to the insurance regulatory authority
of the states. To the extent that abuses in these areas are
occurring, state regulatory officials have the power to
correct them. Since the thrust of the Subgroup®s concerns
appear to be related to sales activity by rental car company
employees, we would mention particularly the existing
regulatory authority to require Jlicenses of 1insurance
producers.

In closing, the Advisory Committee urges the Task Force
to consider carefully the approach offered to resolve
problems associated with the sale of collision damage
waivers. The Advisory Committee 1is not suggesting that
common law and statutory principles related to all bailment
situations be modified; only bailment relating to the car
rental relationship. That relationship has been shown to be
particularly prone to abuse and confusion and consequently
merits special treatment to protect consumers.



The Advisory Committee shares the frustration of
Task Force members over problems 1in the sale of collision
damage waivers. These problems have harmed consumers
financially and need to be addressed effectively. We
believe that the best and most equitable solution in this
area lILes In the statutory change vrecommended 1in this
report. We will be pleased to work further with tlie Task
Force 1in discussing and refining this approach.



MEMORANDUM State of Alaska

TO:

THRU:

FROM:

LindaWild DATE: April 6, 1989
Special Assistant to Commissioner
DCED FILE NO.:
Paul Roller, Director teLepHone No.: (907) 465-2517
Division of Insurance
sussecT: Mandatory Auto
Insurance

Bob Sims

Insurance Hr'arket Analyst i

Division of Insurance

Department of Commerce and
Economic Development

This bill reinstates mandatory automobile insurance immediately upon passage.
Italso clls for the sunsetting of mandatory Insurance on January 1, 1994.

We have a concern about one section of the bill. On January 1, 1994 AS
21.89.020(F)(2) s repealed and reenacted to read:

""An automobile lisbility insurance policy must provide lisbility coverage for
motor vehicles rented In the United States or Canada by a person insured
under this policy: coverage required under this paragraph is primary if
multiple coverage exists.’

This proposed section of the bill concerns motor vehicle lisbility insurance for
rented vehicles. It would require that in the event a person had multiple
Insurance coverage, ie covera%g on his wehicle, insurance provided under AS
21.89.020(f)($2) would apple/ fore coverage from the rental car company"s
Insurance_policy would . Itmakes the renters” coverage primary. This
proposal is tatlored after a similar provision in Florida where tie system is
dr . Florida has a no fault lav.

Historically, auto liability insurance has been based upon the concept
"insurance folloas the auto.” Insurance premium and loss data are collected
based upon the type of vehicle and garage location. Personal Insurance is
distinguished from commercial insurance and business insurance. Personal
rates are based upon an individual"s personal use of owned wehicles in the local

area.

Auto rates for car rental companies are based upon rental of that vehicle in the
location from which it is rented. Most wehicles are rented for business or

vacation use.

If personal auto "insurance" was covering business and non-local usage, the
statistical base for premiums would be undermined. In all likelihood, those
/ékl)askans who do not trael and rent autos would be subsidizing those of us who

PAGE 1



MEMORANDUM
Paul Roller
4/6/89

Furthermore, most Alaskans on vacation will rent a vehicle outside. Those
premiums and losses should not be included in the Alaskan data base.

Finally, because this proposal runs counter to the reasonable expectations of

vacationers coming to Alaska, mtmight vell adversely impact the state™s image
for tourists ifthey have surprises when they rent vehicles in Alaska.

PAGE 2



Alaska State Legislature

SENATE

Official Business

MEMORANDUM

To: Senator Dick Eliason

Senate Labor and C o m e finfcflttee
From: Senator Jack Coghi
Re: Mandatory Auto Insu
Date: April 5, 1989
Attached you will find a copy of a letter from
my constituents that has experiences a problem
present system of motor vehicle laws, as they

insurance.

I suggest that lengthy Labor

& Commerce hearings be held

P.O. Box V
State Capitol
Juneau, Alaska 99811

another one of
with our
relate to auto

this

interim to address the ten points raised in Arleen Burgess's
attached letter.

You w ill note that several of the issues raised in the letter
also have bearing on Judiciary Committee work. Therefore, |
have also notified Senator Faiks of my concern in this area.
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November 2, 1988

Bruce Geraghty
P.0. Box 55028 -
North Pole, Alaska 99703

Dear Mr. Geraghty:

Earlier today, we discussed the problem Ms. Starr Tucker has encountered in
attempting to secure a driver®s license. Ms. Tucker and 1 both appreciate
your interest in her situation and your prompt response to her request for

help.

In September of 1985, Ms. Tucker was involved in a motor vehicle accident; the
other vehicle was driven by a gentleman named Cleve Davis, Jr. Because she
didn"t have insurance, Ms. Tucker®s license was revoked for ninety days,
pursuant to AS 28.22.240(a)(1), and she will be required to satisfy the SR-22
insurance requirement described in AS 28.22.260(b) until January 1989. She
understands these provisions and is fully prepared to comply with them. The
problem relates to the additional requirement of a security deposit which
appears in AS 28.20.150. Under that provision, she must also post security in
an amount specified by DMV in order to get her license back. Ms. TUcker has
been, and continues to be, financially unable to satisfy that requirement.

As Mr. Delaney told me this morning, the obvious purpose of that requirement
is to protect the other person involved in the accident; it is inapplicable in
the event of execution of a release, AS 28.20.100, entry of judgment, AS
28.20.110, or settlement of the claim, AS 28.20.120. Ms. Tucker has been
unable to settle the claim or obtain a release because Mr. Davis appears to
have left Alaska for parts unknown. Normally, under these circumstances, it
would be a simple matter for her to go to court and obtain an adjudication of
nonliability. But she is precluded from doing that by the fact that the
relevant statute of limitations has already run. See AS 09.10.070.

Ms. Tucker®"s predicament seems to be the result of an inconsistency within the
statutory scheme. Any liability she might have had toward Mr. Davis was
extinguished as of September 1987. Yet the security requirement, which is
supposed to protect Mr. Davis, remains effective until January 1989. That
requirement is obviously pointless with regard to the period between those
dates. What is worse, though, is that it deprives Ms. Tucker of the
opportunity to regain her driving privileges during that period and there is

apparently nothing she can do about it.

02-B34LH



ALASKA STATE LEGISLATURE - SENATE

SENATOR RICHARD I ELIASON

PO BOX 14

MULES COMMIT TEE, CHAIRMAN
laboh acommerce committee,vice€hairman SIKA Al AS*A 99614
LEOIUIATIVe COUNCIL PO BOX V
RESOURCES COMMITTEE JUNEAU ALASKA 90811
(90N48S 491S

FISHERIES SUBCOMMITTEE, CHATRMAN

June 7, 1980

John Strasenburgh
P. 0. Box 100171
Anchorage, Alaska 99510

Dear Mr. Strasenburgh:

Thank you for your recent letter concerning the Senate's
failure to pass legislation extending the mandatory auto
insurance requirement. I can certainly understand your
interest in this issue due to your involvement in an accident
with an uninsured driver.

Mandatory auto insurance has been debated by the Legislature
for many years, and the issue has long been considered a
controversial one. The lav; now on the books (passed in 1984)
was made subject to a "sunset"™ provision, a provision put in
place so that the program could be reviewed to determine
whether or not it was performing as expected; if it was not,
it could be discontinued.

The Department of Public Safety recommended last year that the
law be sunsetted. The requirement of mandatory auto insurance
is being enforced by the Department only when an accident
occurs, and is not enforced when a 6-point violation occurs.
Enforcement capability has been limited by the amount of money
appropriated for the program.

The Department has also questioned whether the legislation s
cost-effective. Although the law did have an impact on
reducing the number of uninsured drivers, the question was
raised whether the value of the program justifies the costs of
administering it.

Your experience in being hit by an uninsured motorist
highlights one of the deficiencies of the law. Even with a
mandatory auto insurance requirement, uninsured and



John Strasenburgh
June 7, 1988
page two

underinsured drivers are on the road. It is possible to
reduce the odds of this situation occurring, to a certain
degree, but it is impossible to eliminate them.

When mandatory auto insurance is terminated (Jan. 1, 1989),
the financial responsibility law will remain. The financial
responsibility law provides that if you are involved in an
accident and the other person is at fault, they are liable for
the damages. If you are involved in an accident, and are not
at fault, and the other party has no insurance and no money to
pay for damages, even if the mandatory auto insurance law is
in effect, the only way you are covered is if you have

purchased uninsured/underinsured motorist's coverage. (From
your letter, | infer that you do have this coverage.
Incidentally, your rates should not go up as a result of an
accident unless you were more than 50% at fault, in which case
most carriers will increase your rates.)

Statistics reflect that the number of drivers suspended under
the financial responsibility law who were unable to comply
with the financial responsibility requirement constituted less
than 3% of the total number of drivers involved in motor
vehicle accidents. This does not mean that 2.9% of the people
who were involved in accidents, and not at fault, were not
compensated, as some may have had uninsured motorist coverage,
like yourself.

At the time the mandatory auto insurance legislation was
passed, | supported the enactment of legislation requiring
insurance companies that offered auto insurance to Alaskans to
offer uninsured motorist coverage as well. That requirement
will remain in effect even after the mandatory auto insurance
requirement is terminated, assuring the availability of that
coverage.

When you come down to it, you really buy insurance for
yourself; you make the choice whether you want to be covered

or not, whether it is health insurance, life ‘insurance, motor
vehicle insurance or optional uninsured motorist coverage. My
choice, like yours, is to take responsibility for myself, a
concept you describe as fundamental. I don't, as your letter
claims, "endorse the opposite.” I do recognize, as do most
responsible adults, that there are always going to be people
who do not assume full responsibility for themselves; that's
just a fact of life. You question, "What possible
justification can there be for allowing uninsured drivers and
vehicles on the road?" There is no justification, any more

than there is justification for people to break any law, but
the reality is that even with mandatory auto insurance you
can't assure total compliance.



John Strasenburgh
June 7, 1988
page three

Your letter states that you wrote to Rep. Donley to recommend
changes in the law to correct "weaknesses"™ and that one of
these suggestions was to require proof of insurance at the

time of vehicle regisration. This concept has received ample
discussion over the years, and made some progress in 1986.
Unfortunately it is not that much more effective. The

requirement can be circumvented by individuals through
obtaining binders or short-term policies, and the program
would have been costly to administer: a requirement that
insurance companies notify the Division of Motor Vehicles in
the event of a cancellation was estimated to increase costs by
$670,000.

Perhaps most noteworthy is that in 1986, when this approach
was being considered, about 9% of the Alaskans involved in
accidents were uninsured, a rate within the range of the 3% -
10% rate in states which already required proof of insurance
before registration. There is simply a certain group of
people one is never going to reach.

I don't expect this lengthy letter to change your views, but |
appreciate your taking time to look at some other aspects of
the issue. I'm sure it will be on the agenda for the next
legislative session. You may want to make your views known to
your elected representatives in the meantime.

Sincerely,

P.S. No, I'm not "one of them J[uninsured motorists]" myself.
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ALASKA STATE LEGISLATURE SENATE
SENATOR RICHARD I, ELIASON

RULES COMMITTEE, CHAIRMAN P.0.BOX 143
LABOR 4 COMMERCE COMMITTEE, VICE-CHAIRMAN SITKA, ALASKA 39835
LEGISLATIVE COUNCIL P.0. BOX V

JUNEAU, ALASKA 09811

RESOURCES COMMITTEE
(907) 465-4916

FISHERIES SUBCOMMITTEE. CHAIRMAN

May 31, 1988

Donald L. Craddick
P. 0. Box 678
Sitka, Alaska 99835

Dear Mr. Craddick:

In response to your recent letter expressing your
disappointment with the fact that mandatory auto insurance
legislation (CSHB 44[Fin]Jam) did not pass the Senate last
session, | would like to share a few thoughts with you.

The issue of mandatory auto insurance has been a controversial
one from the beginning, and although there was no lack of
debate on the current law prior to its passage in 1984 there
were many legislators who shared the view that this law was
not necessarily a good one. It was for this reason that the
law was made subject to a sunset provision.

As you know, sunset provisions are put in place so that
programs w ill be reviewed to determine whether or not they are
performing as expected. If they are not, then they can be
discontinued. The Department of Public Safety recommended
last year that the law be sunsetted. The mandatory insurance
requirement is enforced by the Department only when an
accident occurs, and is not enforced when a 6 point violation

occurs.

The cost of the law has not been adequately recognized when it

comes time to fund the program. The first year the law was in
effect the cost to the Dept, of Law, the Court system, and the
Dept, of Public Safety was three-quarters of a million

dollars, excluding costs of the police officer and costs to
the Dept, of Corrections.

While it is true that the mandatory auto insurance law did

have an impact on reducing the number of uninsured drivers, it
is questionable whether the value of the program justifies the
costs of administering it. The financial responsibility law

will kick in on January 1, 1989, when mandatory auto insurance
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page two
is terminated. Statistics compiled on Alaska's financial
responsibility law, indicate that of the drivers involved in

motor vehicle accidents, the number of instances of liable
uninsured motorists failing to fully reimburse amounted to
less than 3%. Some of the people involved in these accidents
may have carried uninsured motorists coverage, which would
further reduce the number of instances in which there was no
compensation.

Even with the mandatory auto insurance law in place, accidents
occur in which the liable driver is uninsured, and the party
who is not liable can end up without compensation unless

covered by uninsured motorists coverage. Uninsured motorists
coverage will remain available, due to a provision put into
law 4 years ago, at the time mandatory auto insurance
legislation was enacted. Even following the termination of
mandatory auto insurance, if one has this coverage and is hit
by an uninsured motorist, it will not cause one's rates to go
up.

I hold that auto insurance, much like homeowner's insurance,
health insurance, or life insurance, is purchased by and for
the individual on a voluntary basis. The cost of purchasing

auto insurance increased following the enactment of the
mandatory auto insurance law, although most insurance
companies will not acknowledge a causal relationship between
the two. Now that the mandatory auto insurance law has been
sunsetted, rates are going down, although insurance companies
attribute this to a decreasing numbers of accidents.

If the issue of mandatory auto insurance is truly close to the
public's heart (and | had no such indication during the
session from many members of the public or the majority of my
colleagues) it should not be difficult to address the issue

early in the next session. The mandatory auto insurance law
will remain in effect until January 1, 1989, although the
extent to which it has been enforced during the past year is
questionable. In order to comprehensively and successfully
address the matters of adequate coverage for motorists and
affordable insurance, it is important for other key issues to
be resolved: issues such as tort reform.

I appreciate you taking the time to consider my views.
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May 18, 1986

Senator Dick Eliason
Box JAJ
Sitka, Alaska 99835

Re: Auto Insurance Law
Dear Dick,

I cannot express too strongly my dissatisfaction and regret
that the State Senate allowed Alaska®™s mandatory auto
Insurance law to lapse.

I have defended automobile accident claims and 1 have
represented plaintiffs Ln automobile accident claims. I
cannot understand how a responsible state legislature could
fail to recognize the need for automobile insurance as a
pre-requisite to lawful driving in the state of Alaska.

I cannot accept as an excuse this bill languished 1in Stare
Affairs. Senators must have more interest in ".be welfare ;:
Alaska residents than that.

I do not accept that the Rules Committee (your committee) was
in a position of not being able to move the bill out of Rules
Committee when you finally did get it. To me, this simply
shows that the Senate fell down on the job, as it did in many
other areas this year with the respect to the enactment of

responsible legislation.
I am deeply disappointed.

Very truly yours,

Donald L. Craddick
Attorney at Law

DLC/kb

cc: Representative Ben Grussendorf
Mitch Abood (State Affairs Committee)
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May 17, 1988

Senator Richard [I. Eliason
Alaska State Legislature
P. 0. Box V

Juneau, AK 99811

Re: Mandatory Automobile Insurance
Dear Senator Eliason:

I was greatly disturbed to find out someone misin-
formed you about the effects of loss of mandatory automo-
bile insurance.

Enclosed is the headline article from the Anchorage
Daily News and an article from the Anchorage Times on
May 12, 1988 proving rate decreases. This is the second
decrease for automobile insurance in two years. I would
also like to point out the following:

1. Much of the public is unaware of the need for un-
insured motorist coverage. Did you wunderstand it before
you were elected?

2. Children, passengers and people who do not drive
are unprotected as innocent passengers if riding in a vehi-
cle without uninsured motorist coverage or liability cover-
age. Who asks them when they get in a vehicle? Children
are incapable to do so.

3. Since 1985 the automobile insurance rates have
gone down in Alaska as we distribute the cost and risk to
the high risk people who previously drove without insur-
ance. AIll of the responsible people are getting a break.

4. The law passed in 1984 and effective January 1,
1985 raised the minimum from $25,000 to $50,000 and now
carriers may be able to write the minimum at $25,000 again,
and our rates will go up for one-half the coverage the pub-
lic previously enjoyed.



Senator Richard I. Eliason
May 17, 1988
Page 2

5 As far as administrative cost, | view $750,000

paid by the State as cheap when State Medicaid will pay
far in excess of this amount (See AS 47.05.070) and hospi-
tals and doctors will pass the bill on to the State or to
the paying public for unpaid bills.

Please send me a copy of the January 16, 1987 report
to the legislature by the previous commissioner, William
Nix.

Who besides Nix had negative input on mandatory insur-
ance? An unfortunate mistake has been made that needs to
be swiftly rectified.

Sincerely yours,

STEPHEN M. SIMS

nis
ML/L14
Enclosures

cc: Representative Dave Donley
Pouch V, Juneau, AK 99811



ALASKA STATE LEGISLATURE - SENATE

SENATOR RICHARD L. ELIASON

RULES COMMITTEE, CHAIRMAN P.0.BOX 143
LABOR & COMMERCE COMMITTEE, VICE-CHAIRMAN SITKA, ALASKA 99835
LEGISLATIVE COUNCIL P.0. BOX V
RESOURCES COMMITTEE JUNEAU, ALASKA 99811
FISHERIES SUBCOMMITTEE, CHATRMAN (907) 465-4916

June 1, 1988

Stephen M. Sims
821 N. Street, Suite 206
Anchorage, Alaska 99501

Dear Mr. Sims:

Your letter of May 17 contains a request for a copy of
Commissioner Nix's January 16, 1987, report to the President
of the Senate. A copy of that report is enclosed.

I regret that you believe that someone has misinformed me
about the effects of loss of mandatory automobile insurance.
This was not the first year that the issue has come before the
legislature, and it has not ceased to be controversial.

The first point outlined in your letter, "Much of the public
is unaware of the need for uninsured motorist coverage. Did
you understand it before you were elected?"™ seems to be

rhetorical, however you may be interested to note that | was

involved in the successful effort to include provisions in law
at the time the mandatory auto insurance law was passed
requiring insurers doing business in the state to offer
uninsured and underinsured motorists coverage. These
provisions will remain on the books following the termination
of mandatory auto insurance provisions.

I received only a handful of communications from Alaskans on
the auto insurance issue during the last session, and the

issue did not loom large in the Senate. If the people of
Alaska clamor for mandatory auto insurance as they have
clamored for tort reform, the matter will likely be before the

Legislature early in the next session.

Sincerely,



April 4, 1989

Senate Labor and Commerce Committee
Alaska State Legislature

P.O. Box V

Juneau, Ak. 99811

RE: 11B44— Ak. Mandatory Auto Insurance law
ATTN: Chairman Ricnard Eliason
Dear Chairman Eliason:

| feel immediate action must be taken on the HB44—
renewal of Alaska's mandatory auto insurance law.

As Alaskans, we are, or should be, responsible for all
of our actions. Auto insurance will serve just that

purpose for all Alaskan drivers— it will make a person
resoponsible for his/her actions while driving a motor
vehicle. The majority of Alaskans driving without any
auto insurance could never pay for personal or property
damages to a second party— and they don't particularly
care either. So, | feel it is just a natural thing to
do— impose mandatory insurance on all of us and help

make us all responsible for our actions while driving.

5060 East 98th Ave.
Anchorage, Ak. 99516

cc: D.Donley
House Labhor & Commerce Committee
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Saupe Enterprises, Inc.
Jobber, Chevron US.A. Inc. Products
P.0. Box 510, Fairbanks, AK 99/0/ e Phone: 452 1238

April 5, 1989

Senator Dick Eliason, Chmn.
Senate Labor & Commerce Committee
P.O. Box V

Juneau, AK. 99811
RE: HB-44

Dear Senator Eliason:

| would appreciate and wurge your passing out HB-44
"Mandatory Insurance" (or a similar Committee Substitute
if that is what is being prepared), at the earliest possible

date.

I believe it is not unreasonable to expect other drivers
who enjoy their driving privileges to provide at least
a reasonable amount of financial responsibility, and |
would be disappointed if this issue gets lost in the last

minute shuffle!
Your consideration would be appreciated.

Sincere



KJuOeou Umpire

HOW m r%ir a U i1 1w
apto Insurancea

te BN beSUCh a breade\A‘rplofeﬁe mxavﬁn;esyesten %ﬂe r%:
about 1 reoedented W

r%ra!&%%%mg%aﬁoﬁ'ﬁavem? k mu&p% InCrezss anf prenius e e,

/ _sanething about i inga ®nillioy 0 higher inGalrfomia, halfofall carowners arel®
ahertisingeffort by tre rﬂ.sg;?rﬁeywtedtoaxt lyj

ardar!‘g m?agﬁlrwm m%praﬂlumS tEION m ) I_'fT tf\‘]/éM iu»iVii iVii VUIV IUIOTYLI) Wild I*HJIgAIV A
; ceees tguly. = ougher federal safety standards for
oo MO, S g DreIs Wi 1/enforcerent of bl ould elpa Vo

9 lloulld be cesirable ingtreirown rngic R urringVn*
ichaosts, and Insurers aren Tabout tocommi't : ’Irwrersiooffer$l L eq %EII

suicice by writ iciesata los. The anly pracical™
MK msrugrépnloe prices Iﬂ(ﬁllf(]ﬂlaI%HﬂOﬁ‘Eh / ?ggrcglnlgm amage Jives car omersaway 1QI,/’]Q

[h1|gh-p|rern||un| stat%shleNew Jersey and “\B.Cinan enviroment ofever-higher trafficag s,

lorer aets. And treanly gpgfé?géolrsatgcreateam ytomake ablg‘
Oloier GHS B0 1SS U E 2 FTONT FiE- Uhich, Injury VICHITS Topensation IRt A

SAttonsyst .d dition of the " medical
ystens, -day's edition Of the ot Sinage slely Gmisedb iftfailed

matmalé? lt\/lrlLaIva— New York Times _ tored CISI:SJnman fryie A
PErs hale(jtgms'ef\/_ e "d A o lestoecace. The I\én however, Was not inconcept
J\,(hIQ mfgjlp The tpical —r mtln@ewtlm'/mdlrgmpressurefmntnalM*
wwrame remlum dobled, o$0); Sine <=~ lawers/nost state legislatires kftplenty of roon
JQQ]InBever £nlllsa3)—war—oldma1e withan *  senteirmofal . InFlorica/Ainicn" 515
:512,7(Da dag o at™uu i, insurance . OMMFE G
nsigeples y (hllfornlalmtdthtooassam—faJttlaN Infact,’\
ArecipeforYys. thevoters' st rejected” ro-fault aktermatie to /g
T Proposition ](qursoredbyﬂE|rstm| q

i
oo o kv erptter Dotz Buturth ok, eress areteby (Bnay Soher g
oftref. Premiuns vvould befroszorayear 1te, consun*e roups inother States. |l§</
irsurer could show thet itwas indanger of insohay. Ay iDarian A Insurance acsts istokeep acmderrt
After L, incresses auld, ke an elecle Ins autofthe courts™.
INsUrance COMmissioner; 3 o
The Califomiia_ Suprene Oourthas halted -&ll
enforcenent 10 ket insurers gopeal tre Infiatnes.
arsttuticelt /-l\b ,ae ssure what will happen iftheti
Ies lose treir ,gyedl. But thereSrot tre
sligniestevidence 1hat1he Insurance usiness i
iformia isexcessively luorative or thet companies ARY
oould Inefor _lag,with deep auts npremiurs./-1<
The bestguess s that sie bsinesses will leave tree
« £and arav?, yil become extreordirarily fussy Ix)L.
e e oy Wl i 8
rersWillend’ lipn igned i payirg
exorbrtantj U=




o $ NJE *

Mandatory car msurance

******* *|
yir ML g X

Vl\/M"""* LT

ay 9N s u Wl - A i

Is unnecessarysunwise

By DICK RANDOLPH

am and aIwaXs have
been opp oFed {0 man ator
Hsurance aws, srsmols

the Insurance Industry. They
are nnecefsar WISE,
unan orceab inefrective
and costly.

elUnnecessary — heca
aryone ca pP ?lc ase% dliey

i ur)tltred/unagrerlnt uregqar% -

tOrISr'[aCeOVEF gﬁESS Q/nﬂ I'§J
share of the cost of a manda

tory program with attem

ed yen@or ement. Pt

Iovv.sUtrnwmeo i gglcause it atl /

rntrude rnFt)o ¥vhat]§ 'erép

and |s one.of t Fe rnu

tries that is strl rgl trve
arket sensrrve

arge the ?urrent }/at 8
structures reflect and sprea

.rnvolved t

tr |n

Eaer £harge Iess than the
ﬁse [VE . us Tequirin
ethat-the goo |ve3 pa
more t an the
enforc alf
the premium cost according c uset Fre

to actoarrally sound risk fac- r]
re ress ve_ laws

7%5 thosg

%re alv
avol
n.other words, thos

FEIVGI’ classes and) ca S mos% te H te%yve%or e- '

attem
0 crash an sust n ment of manaa orY nsur-
éreatest leSSGS pay ] e ance laws In other states has

most”premium. to be verx/eco;{t §

cum ersom
When. th Itrcrans Het n}enrent the ‘I or
|sruﬁ |cE not very effec-
afl %pro very time a payment-
|s ate or an insured

actuariall
cessadr oaoca d cane
based on poli ompanres or any numbe
nete other tyo&al ro

rove

Et[ consr eratron trne trans
po liticI tfatans man, ate cover— actrons ace Ine en-"
&y get; Inval v(e orcgment gr CEss |s trrg
e the 1n ust gere and ¢ oses |gareat 0
rea rrver no mat- . dncert arney rustration and
er o | [regpons| 1e aj an i Inconventerice
fror a le™ " rate. hrs *|nefrec |v —experrewgI

forces. the Insurance ¢ RFS proved that states
s 1o Cover the had anvers  Now Jersey and ‘Massachu-



.*’

mandatory . laws" an
(ist Intrusiv othah In-

vovement— ave the hi

est rates, the moslt<

five msurance mar

rest P
I

ets the

Jerse % ercent of the
sured. drivers have, bee
orce méot e assigned- sz
P a,a ave vrey ﬂ magor
hes YOHI(f Oy se afd v cost Is
ther manda | surance ;x.are
étate nhtaavge ab e sam d
or —
[IVers ds non ma ator
Staths o, 'l y %aerg bgosles gand a

~ 1Costl Thecst oftr]mA
.n;grr]ease a* wi(plev

reased governgaent uregu- sure
aSSe

the 4, more costl

%appy ﬁ1r
The, answ r 'ﬁ to deal ef-

ﬁcu\fe al S stem an

0 Osse?ePIec tion of the Pn
“cosf (MNﬁat Insurance pays af

Fm% |ngeslBo|%se|bPe an

In th

S%fmal anggysaﬁs@r m’*’is

|tJC
ustr 7. dney are profected against
Ea%ilc ?He COSF Qgﬁnln Eh%seugjlﬁfnusrgredsa%ﬂg e

motorist covgra €.

setts—wrﬁhe most ev%re V| have(a""far llj%sm refgegtg\(ﬁ av?allahble

gogg/fols more un-

i

the abuaes Hn

aims.
e erest

.anad nese nt

nd bro- .
thelr re-

aged ca una
sate

WOU

under-

cracy Is™p the  The cost I fo nal an
taxpayer. In the end we erage up to $1,000,000. |s
oF.

Anchorage Daily News

Monday, January 30, 1989

B lfevﬁ accouita%j’e for[h theil
ence, . whe

an(Ee o t er

ost driv rs

LI

ther or not
ave Insurance.

heh legal S)ﬁstem re-
I8 g}e mreJ that, “whicn 1t does
e Al b Paaaesatae.rowaaama
ctor In ca Insyr

would . carr SuJ-
se caver thelr

I%- he, rISI IXH _q\e/r?aﬁl

or 0

fodle
R whe

fion to act respon-

0 Dick Randolph is a Fairbanks
Insurance agent and former
state legislator.



_Mﬁgerafi Vit ing the rent, putting food on the tabl

UM T T . uivii, U
°sVqu’§ Thv”ﬁ(@' hotected in- e nVWr*oLerandna oy insl nrl:JeT 0"

%re II an CI enﬁj In regt U, an I{}\anorare are%erg

e
el%es o ed 0 pro} Ctequbror}/naere% rest rceasblte
0 are V% e]n av ev rovr ecause We ¢ nnot af
ood obsa *1 eoru

er r C0 ass ig efere

rotect ave a a%s (nurchase in- r)rrst rﬁum&)aoﬂ‘r(dﬁgon the

b
ur ncé topr tect nangwaa%on

y
ae lieeliengle & arrﬂlu i

en or wemr e C¥ ur atr nnrn ured a[H

or ev ihle eeno no 10 nave,
whrch Lﬂe ack, srncé ane sr Uat ron
weae u rns ed, we haveu rn ere rsoe ast orn

sured, rrs COvera er ro ec andao rns ranc IS rn§e X
%JS an medrﬁal aL}/Hr rae srv nrster an orc
ourR we can rn er\(/)eur

aF g rnrured rve
Icle 1S mae dest ro owr o¥v eseh
ave col ISI0N TOVerage pairor Hvor in Junea oE]esee ano r1
ﬁu
wr%a

iepl cer sri rco eauer%o&ate err#]n
edﬁuc‘fv le; ] % 8 pp a'l % Cnern
%K/e ral anrfr%lerre J tourrraurf Pt v% ﬁi OrI rv% Br%nrt errve
Ismandatory 7  fvTr -"accra 8 t it.does ’tm o nrnsure f rce (?R v
insurance needed? errt ot er rIver is, Ingur or Togive up t er ars errrgB
Dear Edit ) Hne re a lot of ver goo§S 10 %r %o\r’)\’l% an o'r gllofo »
Cet's talk ab ebF e>rs 0a’ tn egrwnterests ”r%an% a lot, 8ut -0 1

rrr
rkreSEhedrrvelerr/hﬂ0 n%?%% eoga lesée Onaeo lerel S"?Qerpr eaas Eﬁ'&ﬁ%&%‘éray

ICense susp sro or man L|status srns of their yo
eep é& n etc. ,are gaing to, gause err rnsur’
ss ance re U stcE 3 no ical
are orn f0 assr os canno
er deverg |t|zeno e rtvrr cost
oursa Ay, ou cannof nsure ure W Wou v 0
the nrc alc oI S O | st ave rnsurancet am 8s all of us,
arndrun rom get Ing behind Ut 1t becomes a choice etween Day-

E{% i %f{? andlo O}rﬁhsr rSglponss()me gp%ﬁmdnv

"Juneau Empire =?///?7?



industries

over

20 Gimmon Cause Magasine

By Sheila

The

is one

July/August 1958

Kaplan

insurance industry

of the biggest

in America. And itg

riding roughshod

and

lawmakers, regulators

the American

public.

Federal Trade Commission

(FTC) knew it had a problem

when late-night TV commer-

cials for health insurance pre-

empted ads forGinsu knives and

Vegamatics. Agency staffers suspected

thousands of Americans would fork over

their retirement funds for overpriced, in-
adequate coverage.

Baned by federal law from investigating
the insurance industry, the FTC persuad-
ed Congress to make an exception, allow-
ing it to determine whether ads selling so-
called Medigap insurance, featuring ce-
lebrities like Harry Morgan and Ed
McMahon and targeting the elderly, were
deceptive. The FTC’s report, due for re-
lease this summer, isexpected to be highly
critical. But, says agency spokesperson
Anna Davis, "even ifwe find outthere isa
huge problem in this area we’ll just send a
report to Congress. We can’t do any-
thing.”

The agency has been similarly ham-
strung on property and casualty insurance
complaints of recent years, ranging from
soaring premiums and canceled or reduced
coverage to redlined neighborhoods and
cities.

"The fact that liability insurance in so
many industries is skyrocketing made us
wonder, is there perhaps collusion or were
costs actually rising that high?" Davis
says. "Were poor investments made and
were companies trying to recoup their in-
vestment losses through premiums? We
would have liked to study this, but we
can’t even look atit. .. because maybe
we’ll find a problem."

Maybe they would. But the 1945
McCarran-Ferguson Act exempts the in-
surance industry from federal study— and
from the antitrust laws that govern other
industries as well. The act followed a Su-
preme Courtruling that insurance compa-
nies feared might deny states the right to
oversee the industry and states feared
might forfeit their ability to tax insurance
companies. At the time, President Frank-
lin Roosevelt arid others said such worries
were unfounded, but Congress adopted
the measure, leaving insurance regulation
and oversight to the states.

"Frankly," FTC Chairman Daniel Oli-
ver told a meeting of state insurance com -
missioners, in reference to the bill, "1
don’t understand how anyone ever made

Sheila Kaplan is a staff uniter. Editorial
research assistant Anna Mangum also con-

tribuicd to this article.
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either of these arguments with a straight
face. Maybe no one ever did. ... But
with or without straight faces, insurance
companies won the right to continue to
conspire and combine to restraincompeti-
tion — without intervention from the
Feds."

Oliver's comments refer to the unusual
legal exemption that lets the insurance in-
dustry pool certain typesofinformation —
an arrangement insurance companies say
is vital to setting rates, but that critics say
sets the stage for price-fixing, boycotts and
other activities that hurt consumers.

This debate is central to a lawsuit filed
last March by the attorneys general of
eight states against four U.S. insurers —
Allstate, Hartford, Aetnaand CIGNA. It
alleges they conspired with other insur-
ance interests and the Insurance Services
Office (1SO), an industry group that gath-
ers information and recommends rates, to
reduce or end certain types ofcoverage as
away of increasing profits — kicking off
the so-called liability crisis. The attorneys
general claim the insurance companies vi-
olated the McCarran-Ferguson prohibi-
tion against boycotts, coercion and in-
timidation, charges the industry de-
nies. InJune, 10 other states filed a
similar suit against 31 insurance,
companies and industry
associations, and Texas,
has filed a separate
suit in state court.

Evidence pr
duced in the coursi
of the suits may fuel
the move for repeal,
but the industry has
managed to maintain its
antitrust break for more
than 40 years — de-
spite opposition from

three White House
administrations, the
FTC, the Depart
ment of Justice,
consumer groups
small business,
banks, some
members of
Congress and

the National
Association of
Attorneys
General.

During this time the average
household’s insurance bills have bal-
looned — today representing 15 percent
of its disposable income, just behind hous-

ing and food, according to the National
Insurance Consumer Organization
(NI1CO), a Virginia-based consumer ad-
vocacy group. Auto insurance increases
are among the most dramatic. Premiums
rose 9 percent in 1987, when inflation was
4 percent; 13 percent in 1986, when infla-
tion was | percent; ami 11 percent in
1985, when inflation was 4 percent. And
for all the industry's complaints about the
costofdoing business, last year it pulled in
$13.7 billion in profits on casualty and
property insurance — about one-third of
total industry profits.

Despite the size and significance of this
industry, in many parrs of the country it is
virtually unregulated. According to a Bu-
reau of Labor Statistics report for February
1988, insurance employs more than two
million people; banking, by comparison,
employs 1.7 million and is regulated by
the Federal Reserve Board, the Federal
Deposit Insurance Corp. and the Treasury
and independent state banking depart-
ments. Only a handful of states — among
them Florida, New York and New Jersey

— have the resources or the
mandate to give the

more than perfunctory attention.

"Tlie insurance lobby has been able to
shield price-fixing from federal antitnist
scrutiny not by force of argument but by
sheer political muscle,” said Sen. Howard
Metzenbaum (D-Ohio) at a mid-June
hearing on Ills bill to repeal the McCar-
ran-Ferguson exemption. 1lic insurance
companies, Metzenbaum said, should
"play by the same rules as everyone else."
Oliver, the FTC’ Republican chairman,
agrees. McGirmn-Ferguson is unneces-
sary and "denies consumers the best array
of insurance services at the lowest possible
cost,” Oliver says.

Outgoing New Jersey Democrat Rep.
Peter Rodino chairs the House Judiciary
Committee, where a similar debate on
McCarran-Ferguson is taking place. He
says repeal would end a host of question-
able insurance practices that have ad-
versely affected consumers. "This measure
would ensure that the consumer has an ef-
fective safeguard against anti-competitive
conduct on the part of the insurance in-
dustry, whether through the mechanism
ofstate regulation or through the antitrust

laws," he says.
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Washington lobbyist for state environ*
mental officials. Tlie group's first Wash*
ington lobbyist, registered in March, is
former insurance executive Robert
Mackin, who is leading its fight to save
McCarnin-Fcrguson.

New York State Assemblyman Frank
Barbara (D-Brnoklyn) says most state*
house representatives view NCO ILus an
industry support group. “l think the insur-
ance industry has a right to set up lobbyists
wherever they want to,” Barbaro says.
"But it violates the openness of govern-
ment to set up an organization that is
clearly lobbying Insurance industry inter-
ests and trying to delude the public.”

Rep. Don Edwards (D-Calif.), who is
sponsoring the House bill to repeal the
McCarran-Ferguson exemption, says,
"They ate tilted toward the industry. It's
disgraceful the way the insurance commit-
teesdon’tdo their job. You know they arc-
justgung ho for insurance."”

One reason ismany NCO IL members
work for the industry. NCOIL's 1988 al-
manac, which lists occupations of many
but not all relevant comm ittee members,
shows that in 14 states, house or senate
committees that regulate insurance are
chaired by present or former insurance
professionals. In 11 states insurance pro-
fessionals serve as senate and assembly
presidents or minority leaders or in other
positions of party leadership. In 18 states,
insurance professionals serve as insurance/
commerce committee chairs, vice chairs
or ranking minority members. This gives
the industry a built-in lobby, not includ-
ing the registered lobbyists political ob-
servers say make up the biggest block of
lobbyists in many states.

“There arc at least 25 lobbyists up there
at all times,” says Minnesota’s Commis-
sioner Michael Hatch, reeling offa listof
firms he encounters in the state capitol.
“They are the largest lobby in the state.”

Hatch also points to insurance indus-
try campaign contributions, which he
says legislators know they can depend
on if they sign onto an insurance
committee. "It's incestuous and of
course they have adirect interest,”

Hatch says. "The person going
there isn’t going there for any
sense of idealism."

A look at financial disclo-
sure statements of NCOIL
members in key states where
figures are available shows a strong
reliance on industry money.

Insurance political action committees

(PACs) contributed a total of $65,767 to
Pennsylvania state legislators from 1985
through mid-June 1986. Almost half of
the total came from the Insurance federal
of Pennsylvania Inc. PAC. Republican
Sen. Edwin Iloll, chairman of the Bank-
ing anil Insurance Committee, was the
top recipient in the statehouse, netting
$8,750. State election records of his 1987
PAC contributions over $250 show Hull
received one-third, totaling at least
$11,000, from insurance PACs.

In New York, Sen. Joseph Bmno (R-
Bmnswick), chair ofthe Senate Insurance
Committee, got $37,700 — 35.6 percent
of his 1985-86 total — from groups with
insurance interests, according to financial
disclosure statements reported by the Al-
bany Times-Union. The newspaper also
disclosed that Del. Howard Lasher (D-
Brooklyn), chairman of the Assembly In-
surance Committee, received $61,400
from insurance interests during the same
period — representing an astounding 55.5
percentofhiscontributions. An examina-
tion of campaign contributions filed from
mid-January 1987 through 1988 shows
the insurance industry continued to pour
money in after the election, giving Lasher
more than $25,750, slightly more than
half his off-year intake.

In Arizona, senate and house insurance
committee chairmen William A. “Tony"
Westand James Meredith, major sponsors
of various pro-insurance measures in the
past few years, took advantage of the na-
tional N AIC conference
in December to add
their campaign coffers.

Several days before the conference be-
gan they held a joint committee hearing
on McCanran-Foiguson. Several insu
ante executives, including Debra Rana,
assistant counsel of the National Associa-
tion of Independent Insurers of Chicago,
and Prank Matricardi, vice president for
planning and legislation, Maxicnre Arizo-
na, testified against repeal. Thar night,
Rand and Matricardi were among the
contributors at a joint fundraiser for the
two lawmakers, sponsored by Jones, Skel-
ton and Hochuli, a law finn that lobbies
on behalfofseveral insurance companies,
and Blue Cross/Blue Shield of Arizona.
Tlie fundraiser brought in $3,560, almost
exclusively from insurance PACs, agents
or executives, some from out of state.

Several weeks later, West’s committee
adopted a resolution affimiing the state’s
support of McCarran-Ferguson. Tlie reso-
lution was passed hy the senate and is now
being considered by the house.

Arizona Democratic Rep. Dchby
McCune, a former insurance agent her-
self, says, "l think [giving money] isexact-
ly the kind of thing that would be smart
for a lobbyist to do. | don't necessarily
think that it's smart for a legislator to ac-
cept.”
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Campaigns for insurance commission
ers, elected in 11 states, arc also fueled by
the industry.

In Florida, for example, PACs and in-
dividuals in the insurance field hedged
their bets in 1986 by giving heavily to
both candidates. Records of donations of
$500 and above show the industry spenta
total of $304,000 in 1986 to help reelect
William Gunter, a former U.S. Congress-
man and N A IC president. Gunter’soppo-
nent, Van 13 Poole, drew $151,000 —
nearly 30 percent of his total receipts.

Brooklyn Democratic Sen. Donald
Halpcrin, newly elected president of
N CO IL, favors public financing of state
elections, but in the meantime, he says,
echoing several commissioners, lie’ll take
what comes. "I would love to solve this
problem and I don’t think it is limited to
the insurance industry,” he says.

Part of the blame for weak state regula-
tions can also be pinned on the revolving
door between state office and industry.

"Too many insurance com -
missioners spend their
time planning for the
day when they will

land a lucrative job

with the industry,”
charges Sen. Metz-

enbaum.
An analysis of
this year’s

NCOIL alma-
nac shows that

Ginunnr Cause

16 ofsome 53 current commissioners have
worked for the industry. A recent]Ouma
of Commerce survey of insurance comm is-
sioners who left their jobs in the past four
years shows that about 25 percent wer..
directly into the industry. Another 17
percent left for law firms where they han-
dle some insurance-related business.

Among the most controversial moves
was thatofformer Maryland Commission-
er Edward Muhl, who in December an-
nounced his resignation from his state of-
fice to accept a post with Royal Insurance
in North Carolina. Muhl presided over
the December 1987 N A IC meeting in the
interim. "1 think it’s incredible that no-
body even said boo," says the insurance
consumer organization’s Hunter, noting
in response to aN A IC survey, “Tlie rela-
tionship must be different ifN AIC isever
going to be viewed as a real regulatory
body."

Muhl characterizes Maryland’s current
ethics law as among the strictest in the
nation and notes that he followed it to
the letter, turning his work over to his
deputy and filing with the state ethics
commission once he made his decision.
"When | was a regulator | took my job
extremely seriously and attempted to do
the best job 1could for the citizens in my
state. | was in state service for 17 years. If
it’sa revolving door, it’sa very slow-mov-
ing one."

But the fact that the law is broad
enough to allow such actions isdisturbing
to some commissioners and consumer
groups. "It’s an illegitimate criticism of an

individual, butnot an
illegitimate criti-
cism of the sys-
tem, " says
Delaware's
Insurance
Commission-

David

Levinson, who favors a one-year hiatus
before an insurance commissioner could
work for a private insurance firm.

Texas attorney Tom Bond, of Akin,
Gump, Strauss, Hauer & Feld, and coun-
sel to N AIC, disagrees, saying, restrictive
legislation could affect the quality of ap-
plicants for public jobs. "It’s hard to go to
school and get a degree in insurance,”
Bond says. "You sort of have to learn
abouthow itworks somewhere, and many
of today’s regulators are learning iton the
job, which is fine. But what they’ll do
with their lives after they know something
about insurance is hard to imagine if they
cannotwork in and around the industry.”

In the meantime, the system works well
for the industry. “I do believe the insur-
ance industry has largely captured the
state process,” says Mark Kindt, who re-
cently resigned as West Virginia deputy
attorney general to become regional direc-
torofthe FTC in Cleveland.

Partofthe blame, Kindt points out, lies
with state regulators’ contradictory goals:
maintaining a healthy industry and ensur-
ing that rates are not excessive, inade-
quate or discriminatory. Add political
pressure, an average department funding
of less than one-tenth of 1 percent of the
typical state budget and the result is that
many states simply rubber-stamp rate
hikes and other industry requests.

Joseph Belth, insurance professor at In-
diana University and publisher of a
monthly newsletter on the subject, says
his state insurance department is severely
understaffed. "If [department officials]
want to fight an insurance company they
might have a part-time lawyer . . . and
the insurance company goes in with 10
top guns and hires the best lawyers in the
state with the most political power and
justoverwhelm the regulatory body."

/ f the states are paralyzed, can con-
sumers count on the federal govern-
ment tc take charge? Recent events

aren’t encouraging. West Virginia Attor-

ney General Charies Brown, testifying in

Congress before filing the lawsuit, pointed

to the industry's ability in 1986 to pull to-

gether nationally to exert pressure. "The
power displayed was the com -

bined, coordinated, simulta-

neous mass cancellation of

medical malpractice cov-

erage in our states,” he

maintains, and isan example

ofwhy the McCarran-Ferguson
exemption must be ended.



"Where else in the American economy da
prices rise for goods and services by huri
dreds of percents?"

Itwas during the crisis in liability cover-
age that many state regulators recognized
their embarrassing inability to get reliable
information on industry profits and losses.
"Throughout the whole insurance crisis
we became painfully aware that (the) data
was only ns good as that submitted by the
industry,™ recalls Minnesota Commis-
sioner Hatch.

In Washington similar problems were
uncovered during 1986 House Judiciary
Committee hearings on the insurance
“crisis.” "The insurance companies came
in and were very secretive,” recalls Re|p.
Don Edwards (D-Calif.). "They wouldn’t
tell us what their profits were and what
they had in reserve."

t"‘\ espite the industry’s closed-doar
/ operations and general lack of ac-
J Ly countability, Rodino said his sub-
committee was able to learn enough iro
conclude that the liability insurers actual-
ly received for more in premiums over the
previous decade than they had paid out in
claims. Specifically, 57 cents came in for
every 29 cents paid out. Similar discrep-
ancies came to light at the Senate sub-
committee hearing in June. Texas Attor-
ney General Mattox said industry figures
show that between 1985 and 1987 profits
on property and casualty insurance rcse
from $2.1 billion to $13.7 billion. His
own figures put the increase closer to $20
billion.

Despite such findings, repealofMcCar-
run-Ferguson looks like a dim possibility.
NAIC and NCOIL are both lobbying
against repeal, which they view as a step-
ping stone to further federal intervention.
The groundwork was set last summer,
when N COIL leaders and insurance in-
dustry lobbyists swanned a meeting of the
National Conference of State Legislatures
(NCSL) and persuaded N CSL members
to block continuation of the group’s previ-
ous support for repeal — a move that sub-
stantially hurt repeal efforts in Washing-
ton.

"L have rarely seen anything so heavily
lohhicd,™ says lllinois state Rep. Woods
Bowman (D-Cook County). ltdidn'tlurt
that some sympathetic NCSL members
arc also insurance agents, including state
Sen. Richard Worman of Indiana and
state Sen. John Larson of Connecticut,
president of the insurance firm Larson &.
Lysik.

/\/\/\/\/\kh

The industry line on McCarran-Fer-
guson remains that the federal govern-
ment should stay out of state affairs.
Robert Seiler, a senior executive with
Allstate Life Insurance Co. who testified
last August on behalf of 10 insurance
groups before a House subcommittee,
characterized the notion that the federal
government should intercede as "federal
elitism.” That stance is particularly
ironic since insurance lobbyists are beg-
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Sorr.e state legislators also favor repeal.
Ending the industry's antitrust exemp-
tion, they say, would bring enough federal
intervention to do the job and send the
message to the insurance industry that the
free ride is over.

Jeffrey Teitz, chairman of the Rhode Is-
land House Judiciary Com mittee, has told
Congress that McCarran-Ferguson actual-
ly impedes effective state regulation. Teitz
supports provisions to require companies

ndustry profits soared between 1985 and

1987,

despite widespreadfears ofan

insurance

“crisis. ” Between 1976 and 1986 liability

insurers collected5 7 centsfor every 29 cents

paid, out, one study showed.

ging the federal government to inter-
vene at the state level to keep banks out
of the insurance field.

N A IC officials also contend that exist-
ing regulations are enforced with suffi-
cient vigor, an assertion Metzenbaum
calls "unadulterated hokum."

In both the House and Senate versions
of the legislation amending McCarran-
Ferguson, states retain the right to enforce
their regulations. Metzenbaum and Ed-
wards view their measure as a means to
provide federal help on antitrust cases and
send a message to the insurance compa-
nies and statchouses that the era of lax
regulation is over. The federal govern-
ment could also help the states grapple
with reinsurance firms, which in effect are
subcontractors to the major insurance
firms and agree to take on partofthe risk.
These firms, many of which are overseas,
pose an enormous challenge to states re-
sponsible for assessing their solvency.

“lcan’tgo to the Cayman Islands, Ko-
reaand Litin America and investigate the
company thatisproviding the insurance,”
says New Jersey Insurance Commissioner
Kenneth Merin. “That’s for the feds."

to submit annual financial data to a feder-
al agency, which would collate it and re-
turn it to the companies, as well as state
agencies.

Such efforts, most supporters of repeal
believe, would help put aclamp on rates.
"We broke a monopoly on medical mal-
practice and rates were reduced over 5
percent,” recalls former Commissioner In-
gram. "What I'm talking about is creating
competition. Ifyoudon’thave McCarran-
Ferguson repealed, they'll keep [raising
rates] and say they arc within the law.”

Some consumer advocates see repeal of
McCarran-Ferguson as just part of the so-
lution. Tire consumer group NI1CO also
calls for establishing a federal office of in-
surance to create state standards and mon-
itor performance; repealing the bill bar-
ring the FTC from investigating insurance
fraud; expanding an existing law to allow
groups to join together to self-insure; and
instituting a national reinsurance pro-
gram.

These moves are likely to provoke even
more state opposition, however, and seem
impossible to achieve without McCarran-
lierguson repeal as a first step. *>

Jnly/Auuini WH  (jminionClum’' Magazine .s
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J s goes California, so goes the
. /1 nation.

fJ 1 Or at least so hopes the con-
1 sumer movement.

JKk. On November 7, ifconsumer
advocates are right, Californians will vote
in favor of a ballot initiative that would
roll back insurance rates and step up regu-
lation. Once California goeson record on
the insurance issue, consumer activists
reason, other states are sure to follow.

ons areasymbol, the group declared, of its
need to protect the petitions it gathered to
qualify its initiative for the November bal-
lot from raids by industry opponents.

Highway Robbery

California is a key state in the battle to
reform the insurance industry partly be
cause of its sheer size. With more than
$8.2 billion in auto insurance premiums
written last year, for example, California

By 'Peter Asmus

In the storehouseand at thepol s, moneyfuels

The latestCalifornia poll shows that 77
percent of the Golden State drivers re-
sponding think their rates are "much too
high.” The poll also indicates that 79 per-
cent endorse consumer reforms.

Partly because the stakes are so high,
California’s Election Day showdown has
galvanized some ofthe most powerful eco-
nomic and political interests in the state.
The result has been a bitter, drawn-out
contest that isexpected to cost the various
interests tens of millions of dollars before
the dust settles in November.

Tire Great Initiatives War,
pitted trial lawyers against insurance
agents, insurance companies against
banks and consumers against each other,
is by all accounts a byproduct of the state
legislature’sseeming inability to acton the
volatile insurance issue — despite mount-
ing public demands for change.

Tire battle between consumers and the
insurance industry isso intense that mem -
bersof the Voter Revolt to Cut Insurance
Rates, one of several groups pushing for
reforms, have mockingly sported shotguns
and semi-automatic weapons. The weap-

which has

[h  Cmunon C.uibc Mitraiinc Jiily/AuguM 1938

the battle over insurance.

isthe nation’s largest market. It isalso one
of the most expensive. In Los Angeles,
one of the hardest hit areas, rates average
more than $2,600. (New York City’s an-
nual average is $768.) Car owners rou-
tinely face much higher premiums —
$4,000 and $5,000 are not all that un-
common. Not long ago, of course, you
could buyacar for $5,000.

In certain high-risk sections of Los An -
geles, insuring an automobile can cost
$7,500. Consequently, between 70 and
90 percent of the residents in these often
impoverished areas don’t carry insurance
— despite a state law requiring universal
coverage. California’s rates are not only
among the highest in the nation but are
growing at a phenomenal pace. Over the
last two and a halfyears they have jumped
40 percent, compared to an average 28
percent increase elsewhere, according to a
recent study for the California state legis-
lature.

California also stands out because it has
one of the most laissez-faire approaches to
insurance regulation in the country. A
state law passed in 1948 to ban excessive
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rates is so weak that only one insurance
company violation has been investigated
to date, despite numerous complaints of
insurance fraud. At a pressconference last
May, Insurance Commissioner Roxani
Gillespie admitted that the problem is
“the state doesn't know what the insurers
do." A Consumers Union report lastsum

mer concluded that the state's industry

friendly Department of Insurance "is pro

tecting insurance company reputations in-
stead of protecting consumers’
pockctbooks.™

But if California is an extreme exam-
ple, itisn’t the only state where people are
saying they’re fed up. Over the past three
years the costofall insurance in the Unit-
ed States has increased at triple the rate of
inflation, according to Voter Revolt to
Cut Insurance Rates. At the same time
industry profits appear to be atan all-time
high. Between 1985 and 1987, according
toone calculation, they jumped from $2.1
billion to $13.7 billion.

“The eyes of the insurance industry
are focused on California," industry as-
sociation head George Tye told report-
ers earlier this year in a bit of an under-
statement. Anxious about the potential
impact of a successful California reform
drive, insurers from coast to coast have
pledged to kick in a total of $27 million
to help enact an industry-sponsored ini-
tiative at the expense of the consumer-
backed ones.

The November ballot is expected to
carry up to five measures, each aimed at
channeling voter rage and frustration into
new laws — some more meaningful than
others. Two of the proposals are consum -
er-oriented — one backed by well-known
consumer advocate Ralph Nader would
immediately roll rates back to November
1987 levels and reduce them another 20
percent. It also would outlaw redlining
and subject all future rate increases to ap-
proval by an elected insurance commis-
sioner; under the current system the head
ofthe state Departmentof Insurance isap-
pointed by the governor — and the last
seven appointees were former insurance
industry executives.

A competing, and many say more pal-
atable, consumer initiative, sponsored by
a group called Insurance Consumer Ac-

PetCr asm tu is a Sacramento-based uniter
uho souahzes i campaien fimnce jssyes.
Research ur this article was supported in [kin
by the Pro gct for Investigative Reporting on
Money in olitics.
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The Great Initiatives War has been
characterized front the beginning hy mn-
coraiul hardhall tactics, Lirly on, the in-
surance companies winked out a contract
with a major signature-gathering linn,
barring it from aidmr: any other insurance
initiative drive. (Professional signature
Katherine is a necessity in California be-
cnuse 372,178 signatures are needed r<get
ameasure on the ballot.) The trial lawyers
responded in kind, getting another major
firm to agree ro the same thing. Ultimate-
ly, when the trial lawyers decided not to
pursue their own initiative, the firm was
released from the contract.

Tension has also enipted among the
consumer groups. Because ircan cost sev-
eral million dollars to launch a successful
initiative diive in California, they have
Ix.-en forced to compete for dollars — as
well as ffee media coverage. Some of the
tension is simply part of doing political
battle, hut it has been costly in terms of
morale.

Sacramento For Sale

If the Great Initiatives War had a
theme song, it would be the same one
played in the state assembly: “Money Can

m -V

IR

Buy You Live.”

Ihe insurance lobby isone of the big-
gest and best heeled in Sacramento. The
Association of I California Insurance Com -
panies spent $917,000 on lobbying in
1987, according to the Pair Political Prac-
tices (Commission, a state government
agency. Because there have been no laws
in California restricting who may contrib-
ute to acampaignor how much, the insur-
ance industry also has been able to give
generously to election campaigns. During
1987 the Association of California Insur-
ance Companies’ Political Action ( Com-
mittee (PAC) alone pumped $417,250
into legislators’reelection efforts, the larg-
estamount contributed during anon-elec-
tion year hy a single industry. Insurance
agents gave an additional $154,015 in
1987 through their own PAC.

Such generosity buys access and sympa-
thy for the industry among state legisla-
tors. "With these contributions,"observes
Marry Snyder, West Coast director of
(Consumers Union, “special interest lob-
byists are buying an insurance policy
against legislative action, and it is the
coasumers who are paying the premiums."
Indeed, despite efforts to put insurance re-
form on the legislative front humor for the
last three years, it hasn’t gone anywhere.

"Tlie insurance companies are the

single most powerful lobby in the

state of California,” declares

Lloyd Connelly, Democratic as-

semblyman from Sacramento and

a key spokesperson for the ICAN

measure. Connelly points to re-

form legislation he introduced

last session. The bill attract-

ed support from consum -

ers, labor anions, se-

nior citizens, the

state attorney gen-

eral and newspaper

editorial writers around

the state, but in the end,

Connelly says, it was
“crushed.”

Willie3 Wares

When special interests like the insur-
ance industry want to get something done

ot un-done — in the legislature, they
often go to Assembly Speaker Willie
Blown, whose ability (o transform public
policy issues into fundraising opportuni-
ties for the Democratic Party is legendary.

Biown received approximately $65,000
in campaign contributions from insurance
industry groups during the last half of
1987, when the legislature was debating
the insurance issue continuously. During
1987 Blown also landed $7,000 in person-
al speaking fees from insurance groups.
Back in March 1986 the Association of
California Insurance Companies paid
$4,796 for the speaker to fly across the A t-
lantic to sit down and chat with execu-
tives of Lloyd's of London, a major inter-
national underwriter, to discuss the so-
called insurance crisis. More recently, the
president of the Association of California
Insurance Companies sent Brown $200
worth of men’s shirts.

The insurance issue has posed a dilem-
ma for Brown, however, because it in-
volves the political interest group closest
to his heart — trial lawyers. Brown is a
trial lawyer himselfand operates a private
practice in San Francisco.

Trial lawyers are the insurance indus-
try's biggest political enemy. In California
the insurance industry maintains it has
been forced to raise rates to cover litiga-
tion and liability costs that it says are
higher in California than elsewhere.

As the insurance industry’s economic
scapegoat, the trial lawyers have learned
to fight back. In 1987 the California Trial
Lawyers Association spent $849,000 lob-
bying in Sacramento. That year the group
also dropped $284,150 into legislators’
election races, coming in second place be-
hind the insurers. The lawyers' associa-
tion, together with individual attorneys,
gave over $80,000 to Willie Brown's cam -
paign war chest in the last six months of
1987 alone, plus $7,000 in honoraria —
and $225 in Napa Valley cabernet wine.

During the waning days of last year's
legislative session, Brown was under
heavy pressure from both groups, and to
accommodate Kith he helped seal a deal
that has been christened the "crowning
achievement" of the legislative session by
supporters — and a sell-out by critics.

Tlie origins of this deal go back two
years, when insurers and trial lawyers
went head-to-head over Proposition 51,
the so-called Deep Pockets initiative then



on the ballot. '"Hie measure, which limits
the amount courts can award plaintilfo (or
p.un and suffering, took off because many
M.ters hoped restrictions on lawyers' fees
would help reduce escalating insurance
rates. Wishful thinking as things turned
ait. but the measure passed overwhelm?*
imjy.

In the final hours of last year's session,

(operate legislators tried to stave olf a
"Son of 51" initiative that would have
placed various new caps on legal damages
and attorneys' contingency fees hy cutting
a deal with lobbyists representing all the
mirious vested interests, including the in-
urancc industry, lawyers, manufacturers
nd doctors. (Doctors like the notion of
>t reform, reasoning that if lawyers' fees
cere restricted there would be fewer mal-
‘ractice suits and coasequently lower mal-
ractice insurance costs.) Meeting pri-
ncely at a local Chinese restaurant called
rank Fat's, with Brown taking the role of
acilitator, they hammered out compro-
mise legislation. Then they all signed a
"non-aggression pact” sketched out on a
napkin, agreeing to take no further action
an a long list of issues, including insur-
ance, for the next five years.

The compromise bill, which makes it
harder and less lucrative to file civil suits,

i was rapidly steered through the legislature
j the next day. Gov. George Deukmejian,
I himselfthe recipientof $183,340 in insur-
|ance industry donations between July
1984 and July 1986, signed it into law.

Byron Sher, an assemblyman who has
taught product liability law at Stanford,
complained that it was “insulting" to leg-
islators to sacrifice the normal legislative
process for the sake ofexpediency.

Some legislators rationalized support for
the measure asa way to avoid a costly ini-
tiative slugfest funded by special interests.
At the same time, as a post-mortem in
The Washington Monthly wisely noted, this
step ensured that plenty of special interest
money would still be available to legisla-
tors at reelection time.

Left in the lurch was Assemblyman
Connelly's consumer bill, which would
have required regulation of insurance
rates. The last recorded vote on his bill,
on August 26, showed that those on the
Ways and Means Comm ittee who voted
no or were present but not voting had re-
ceived on average $13,550 from the Cali-
fornia insurance association and the insur-
ance agents’ PACs, while the ayes re-
ceived on average $2,005. Tw o days after
the vote Assemblyman Gerald Eaves (D -

Rialto), a critical Democratic "no" vote
on the panel, received two direct checks
totaling $5,000 from the two majorcon-
tributors to the insurance companies’
PAC — Great American Insurance Co.
and Fremont Compensation Insurance
Co.

A week before the vote the California
insurance association mailed a $15,000
check to Willie Brown, who consumers
had hoped wo’.’d throw his weight behind

various inierests uic expected to spend
tens of millions of dollars before Novem -
ber 7, much of iton negative TV and ra-
dio spots.

One not unlikely scenario is voter ap-
proval of several insurance-related initia-
tives. Some four or five are expected to
make iton the ballot, including nvo insur-
ance industry-supported measures impos-
ing limits on attorneys' contingency fees.
If all the initiatives pass, the California

17 heniCalifornians went to the

polls in June, they were asked to vote on two

measures that would lim it campaign contributions

to state lawmakers. Guess who gave heavily

to defeathboth?

the bill. The day after the vote he got an-
other $7,000 from the insurance agents'
PAC.

Another insurance reform bill, spon-
sored by Assemblywoman Maxine Waters
(D-Los Angeles), would have eliminated
the industry's state antitrust exemption. It
too came up for a vote and once again
campaign contributions are a good cali-
bratorofthe results. Those voting thumbs
down on whether to reconsider the bill in
January of this year received an average
$11,154 from insurance PACs — three
times more than the average received by
those voting in favor of it. Waters, in fact,
was the only one on tlie Ways and Means
Committee who didn't receive a single
contribution from either of the two insur-
ance PACs. "It sounds trite to say it, but
the insurance industry and their repre-
sentatives are just X>powerfu| here,” Wa-
ters told a reporter for The Sacramento Bee.
“It is the most amazing thing I've seen,
and I've been here 10 years.”

Only In California

As in past legislative battles, money isa
key ingredient in the various campaigns to
reform the system by ballot. All told the

Supreme Court will have to sift through
the contradictory and overlapping propos-
alsand declare which sections are valid.

As Michael Strumwasser, a lawyer with
the state attorney general's office, points
out, the only real solution to the insur-
ance mess is campaign finance reform,
which would help put an end to the dis-
proportionate influence of special inter-
ests in Sacramento and perhaps stimulate
the legislature to debate and resolve com -
plex issues such as insurance.

Apparently voters agree. In separate
initiative campaigns that ended June 7,
Californians endorsed two competing
campaign reform measures. Proposition
73, which limits contributions but bans
public financing of campaigns, received
more votes and therefore apparently nulli-
fied the more far-reaching runner-up,
Proposition 68, a proposed combination
ofcontribution limits, spending limits and
public funding (see page 45).

Proposition 73 initially was backed by
some of the state's biggest campaign con-
tributors. Then a campaign committee was
formed to defeat both campaign reforms. Ir
received $242,500 in contributions and
loans from insurance industry donors.

Jl/Agst 188 Common CauseMagazine 19
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ANCHORAGE - A judge says
Alaska Insurance'Director Paul
Roller willfully disobeyed her or-
ders to try, to salyage an insolvent
iinsuranc&cOmpaii% ,

*Superior,Cvurt 'Judge* Karen
*Htj.t ,removed, Roller,as jrepeiver
of Pacific Marine Co. of Alaska be-
cause he failed to cooperate with
Washingtonstate officials who
hope to save the Alaska firm and
Pacific Marine of Washington.

Roller “appeared to have
thrown up a paper barrier asking
for busy-work type responses”
from Washington state employees,
Hunt said., ,°

Roller said Tuesday he acted on
the advice of his lawyer.

Pacific Marine in both states
wrote piarine liability and work-
ers' compensation policies. Both
are under the management of state
regulators, and there are 1428
claims pending against them.

The Alaska company, with $11
million in cash, is in better finan-
cial shape than the Washington
company. As the state-appointed
receiver, Roller sought to liquidate
the Alaska company to pay off the
claims. **, , WL, AR

Washington officials hope to sell
both companies as a package.

On Jan. 10, Hunt told Roller to
work with his Washington counter-
parts to try to arrange a joint sale
of the companies. She said liquida-
tion would create chaos for policy
lolders, and put a severe strain on
the state fund set aside to guaran-
tee workers' compensation claims
get paid. ,
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n-Line Reports

Average Automobile Insurance Premiums by State

P T iinsurance premium for the
rage private passenger auto-
II mobile in the United States increased
$44.28 to $486.50 in 1987. In Massa-
chusetts, the state with the highest
\average auto premiums, the increase
\was $100.17, to a total of $655.72,
Vhile in lowa, the state with the lowest
average auto insurance premiums in
p.987, premiums paid there increased
nly 5% to $255.61 per registered
Automobile.

The five states with the highest
average auto premiums in 1987 were
Massachusetts ($655.72), New Jersey
($634.84), California ($623.44),
Arizona ($601.96) and Nevada
($600.04).

*One year earlier, in 1986, New
iJersey topped the list, Alaska was
'number two and California ranked
jthird. In 1986 there were 10 states with

javerage premiums above the $500.00
jlevel. In 1987, there were 19 states
j plus the District of Columbia above
/ thatlevel, and the top five of those had
average premiums of more than
$600.00.

Twenty states and the District of
Columbia had average premiums above
the national average of $486.50, and 30
v stetes were below the national average.

From 1986 to 1987, the growth of
average auto premiums increased by
more than the national average (10.0 %)
in 26 states. Among these, the follow-
ing seven reported increases of more
than 15%: Washington, D.C.
(25.2%), Massachusetts (18.0%),
Maryland (17.9%), Indiana (17.3%),
Hawaii (16.9%), South Dakota
(15.4%) and Rhode Island (15.2%).
Idaho and Oklahoma experienced in-
creases of less than 1%, while three
states— Wyoming, Colorado and
Alaska— reported small declines.

Net premiums written by the U.S.
property/casualty industry for private
passenger auto insurance in 1987
totaled $64.3 billion, a 11.7% increase
over 1986. The industry experienced
a $4.3 billion underwriting loss on this
business, which was not overcome by
$4.0 billion of related investment
income.

In 1988, according to our prelim-
inary estimates, the property/casualty
industry wrote almost $70 billion in
private passenger auto premiums and
had an underwriting loss of $4.7
billion. Estimated investment income
of $4.5 billion fell short again, leav-

(continued on back)

About This Information

Thisannual A. M. Best Company
report on average private passenger
auto insurancepremiums by state has
been expanded toprovide more infor—
mation, Five years ofrankingsnow are
shown, as well as the number of in—
surers writing in each state.

Although this report is being re—
leased nearly a month earlier than last
year"s study, the basic approach re—
mains unchanged. We divide private
passenger auto directpremiums writ—
ten for each state by the number of
each state"s registered vehicles, as
reported by the Federal Highway Ad —
ministration. Premiums for 1987 have
been available since May from Best’s
Executive Data Service, but auto reg—
istration talliesare not available until
December.

Results of this study can be
distorted by several factors. The
Federal Highway Administration®s
figures includegovernment-owned and
commercial passenger vehicles (out
not trucks, buses and motorcycles).

Also skewing the averages is the
unknown number ofregistered, butnot

(continued)



BESTS INSURANCE MANAGEMENT REPORTS

Average Automobile Insurance Premiums by State

Ranked by 1987 Premiums per Passenger Vehicle

7 ic ms 1944 1943
M7 Avantgo 18M  Avar. ms Aveng* 1844 Avaraga 1043 Avaraga
Bank State Premium (1) Rank  Premium Rank  >ramlum Rank  Premium Rank Premium
1 Massachusetts $655.72 4 $555.55 3 $521.40 2 $488.00 3 $41658
2 Now Jersey 634 84 1 603.55 2 580.12 1 565.77 1 521.21
3 California 623.44 3 568.20 4 503.65 6 423.49 8 373.83
4 Arizona 601.96 5 553 84 7 471.38 5 423.65 12 354 35
*5 . Nevada 600.04 6 549.49 5 498.75 7 418.99 5 387.92
6 Marytrnd 597.08 10, 506.34 1 423.53. 374.20
71 A 00/45 VMMJAZtW *1' 447.34*- 386.tt
8 Now York 583.61 7' 522.06 - 6 485.07 3 453.26 2' 421.70
Washington, DC 579.82 15 463.13 19 385.27 20 339.10 21 301.96
10 Pennsylvania 568.97 9 51209 8 465.03 8 418.78 6 384.81
« 11 Rhode Island 549.00 ~ 12 478.60 15 405.93 17 350.29 17 325.12
12 Delaware . 538.96 13 469.15 14 408.04 16 350.70 18 323,29
13 Hawaii 530.13 17 453.60 12 417.59 19 349.57 9 360.90
14 Louisiana 529.60 8 515.39 9 443.24 10 401.86 7 383.72
15 Connecticut 519.93 14 466.09 13 412.52 12 373.01 14 . 336.05
16 South Carolina 514.93 20 449.74 17 398.86 14 365.38 15 334.93
17 Michigan 509.28 1 481.07 18 404.63 15 359.04 16 328.24
« 18 New Hampshire 508.85 18 453.10 37 312.34 32 304.55 29 291.00
19 Wast Virginia 506.81 16 454.65 10 426.56 9 404.97 1 356.41
20 Georgia 501.14 19 450.23 22 372.06 30 305.48 30 287.18
21 Arkansas 494.29 22 433.75 18 392.27 13 349.73 23 294.87
National Average 444.60 442.22 390.04 ' 351.46 322.20
22 Texas 474.33 23 426.09 20 383.76 13 372.48 13 343.32
23 Missouri 460.88 26 403.49 26 354.36 28 309.81 27 291.11
24 Minnesota 453.48 25 416.98 34 318.29 23 326.69 25 292.30
«25 lllinois 439.48 24 418.51 25 356.00 27 312.69 19 307.75
*26 Virginia 436.20 31 381.82 32 325.15 38 281.17 33 268.85
27 Oregon 435.09 28 396.36 28 349.68 29 306.65 20 302.22
28 Colorado 434.97 21 44411 21 379.16 22 329.91 22 301.38
29 Florida 433.91 30 390.50 29 344.98 31 304.58 26 291.55
30 Utah 431.01 27 396.78 31 329.96 36 284.22 34 265.58
*31 Washington 430.20 29 393.86 27 351.53 25 315.99 24 293.52
32 Indiana 423.13 39 360.89 42 298.08 42 268.56 35 259.19
33 New Mexico 415.57 32 378.17 23 368.43 24 325.97 42 246.97
34 Kentucky 409.43 35 369.37 33 321.83 43 268.25 44 241.44
« 35 Wisconsin 409.29 34 372.76 39 308.85 40 279.96 43 245.93
36 North Carolina 408.42 38 362.36 35 315.75 35 285.78 46 239.36
*37 Vermont 405.36 37 363.97 38 310.66 33 291.12 36 258.85
38 Montana 405.22 33 372.96 24 360.36 26 314.46 40 248/41
39 Oklahoma 370.28 36 368.85 30 342.47 21 332.78 28 291.09
40 Kansas 369.14 4 345.19 36 312.50 34 286.14 31 281.70
«41 Maine 364.59 43 332.83 43 296.71 37 283.48 37 258.68
42 Ohio 350.84 44 327.01 45 279.39 A4 260.60 47 237.31
43 Nebraska 348.27 45 323.98 44 288.02 41 269.25 38 257.63
44 1daho 345.66 a2 344.30 a2 300.43 45 256.61 39 24871
45 Wyoming 345.02 40 347.91 40 307.51 39 281.05 32 277.50
<46 Mississippi 331.16 47 297.25 47 271.02 46 250.53 45 240.34
«47 Tennessee 328.38 48 292.49 48 261.15 48 235.82 49 215.07
48 North Dakota 328.23 46 307.13 46 278.07 a7 243.00 a 247.64
49 Alabama 306.73 49 278.46 49 260.63 50 224.10 51 200.24
50 South Dakota 295.08 50 255.77 50 231 24 51 213.47 50 208.66
* 51 lowa 255.61 51 243.95 51 214.84 49 229.89 48 222.18

« IndcstM Mtoe which dk) not have compulsory «ulo insurance laws in 1987, according to the Insurance Informdtion Insitula.
Note Various fedora may ikew result*; see b»J lor explanation of how figure* m  caiculvad.

insured, vehicles. Several slatesstilldo states® requirements for minimum adjust figures published in prior
notmandate coverage, and others have limits of coverage. reports to ensure that the bestcurrently
varying degrees of registered, but il— Itshould Be noted that each year available information 1is reported.

legally operated uninsured cars. Also the A.M. Best Company and the These adjustments could change rank —

affecting the averages are different Federal Highway Administration both ings reported inprior years “reports.
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Growth of Average Auto Premiums
Five Years, By State

S0/67 06/67 85/M 84/85 83/64 82/83 82/87 Number of Compeniea
Growth Growth  Growth  QOrowth Growlh Growth Growth Writing In State
Rank Stata Percent Percent Percent Percent Percent Percent 1987 19M Net Change
1 Wash. D C. 25.20 20.21 13.81 12.30 14.37 119.62 166 178 -12
2 Massachusetts 18.03 6.55 6.85 17 14 9.08 7170 169 170 -1
3 Maryland 17.92 19.55 13.18 498 11.92 07.48 263 282 1
4 Indiana 17.25 21.07 10.99 382 14.43 86.80 353 356 -3
5 Hawaii 16.87 8.62 19.48 -3.14 -1.09 4528 105 103 2
6 South Dakota 15.37 10.61 8.32 230 374 48.70 209 218 -9
7 Rhode Island 15.19 17.41 15.88 1.74 8.02 82.40 177 179 -2
8 South Carolina 14.50 12.76 9.16 9.09 9.39 68.17 184 191 -7
9 Delaware 14.45 14.98 16.35 8.48 9.06 81.15 107 185 2
'10 Virginia 14.24 17.43 15.64 458 6.00 71.98 283 277 6
11 Missouri 14.22 13.86 14.38 6.42 10.45 74.87 324 328 -4
12 Arkansas 13.96 10.58 12.16 18.68 12.85 89.29 251 257 -6
13 North Carolina 12,71 14.76 10.49 19.39 13.59 93.82 216 225 -9
14 New Hampshire 12.31 45.07 2.56 4.65 11.02 9414 164 170 -6
15 Tennessee 12.27 12.00 10.74 9.65 8.93 66.31 318 312 4
16 New York 11.81 7.62 7.02 7.48 9.59 51.68 259 270 -11
17 Connecticut 11,55 12.99 10.59 11.00 9.89 70.02 216 226 -10
18 West Virginia 11.47 6.59 533 13.63 340 47.03 198 199 -1
19 Mississippi 1141 9.68 8.18 424 11,26 53.30 267 267 0
20 Vermont 11.37 17.16 6.71 12.48 -0.97 55.08 170 181 -11
21 Texas 11.32 11.03 3.03 8.49 10.65 52.87 403 405 -2
22 Georgia 11.31 21.01 21.80 6.37 11.99 95.43 336 331 5
23 Florida 11.12 13.19 13.27 447 10.41 64.31 370 365 5
24 Pennsylvania 11.11 10.12 11.05 8.88 144 58.94 284 294 -10
25 Kentucky 10.85 14.77 19.97 11.11 6.72 00.97 283 266 -3
26 Alabama 10.15 6.84 16.30 11.92 5.05 60.91 283 294 -11
27 New Mexico 9.89 2.64 13.03 31.99 7.45 80.e0 246 250 -4
28 Wisconsin 9.80 20.69 10.32 13.84 7.09 78.23 311 310 1
29 Oregon 9.77 13.35 14.03 1.46 3.79 49.43 257 265 -8
30 California 9.72 12.82 18.93 13.28 4.36 74.05 374 375 -1
31 Maine 9.54 12.18 4.67 9.58 6.27 4978 105 184 1
32 Minnesota 9.47 31.01 -2.57 11.77 2.35 59.54 284 287 -3
33 Washington 9.23 12.04 11.24 7.65 383 52.17 274 265 6
34 Nevada 9.20 10.17 19.04 8.01 0.90 56.08 207 216 -9
35 Arizona 8.69 17.49 11.27 19.56 17.52 99.63 299 297 2
36 Montana 8.65 350 1459 26.59 -154 60.61 190 195 -5
37 Utah 8.63 20.25 16.09 7.02 581 71.72 220 227 -7
38 Nebraska 7.50 12.48 6.97 451 418 40.84 254 251 3
39 Ohio 7.29 17.05 ' 7.21 9.82 4,08 55.05 346 343 3
40 Kansas 6.94 10.48 9.21 1.57 5.95 38.83 276 284 -8
41 North Dakota 6.87 10.45 14.43 -1.87 2.66 36.07 211 221 -10
42 Michigan 5.86 18.89 12.70 9.38 6.92 65.08 236 251 15
43 New Jersey 5.19 4,04 2.54 8.55 14.33 39.25 213 228 -15
44 Illinois 5.00 17.56 13.85 1.61 553 50.70 384 380 4
45 iowa 478 13.55 -6.55 347 -3.00 11,59 290 298 -8
46 Louisiana 2.77 16.28 10.30 473 411 43.70 319 320 -1
47 Idaho 0.39 14.60 17.07 3.18 755 49.47 211 222 -11
48 Oklahoma 0.39 7.70 2.91 14.32 15.73 4722 286 281 5
49 Wyoming -0.83 13.14 942 1.28 5.00 30.55 176 173 3
50 Colorado -2.06 17.13 14.93 9.47 5.91 51,56 303 302 1
2.25 1.18 33.11 12.93 A7 ... fifid3l .. 124" 1287

National. Avaraga 10.01 13.38  ~TH58 9.00 7.99 63.06 1,120 1,097

Nexa: Variotu fscion may skew raaufts; so* lari lor oxpfanation of how figufM a/a calculalad.
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ing another operating loss. .

Newly included” in this annual
report on auto insurance is the number
of insurance companies writing in each
state. During 1937, a net of "15 com-
panies ceased writing private passen-

er automobile insurance in each of

lew Jersey and Michigan; 12compa-
nies left Washington, D.C. and 11
pulled out of New York, Vermont,
Alabama and Idaho. Inall, the District
of Columbia and 32 states had a net
loss of insurers writing auto business
and 17 states had a net gain of new in-
surers. Mississippi bad no net change.

In 1987 there were 1,120 indivig-
ual insurance companies writing pri-
vat_e“passeuger.J?llto insurance In the
United States, although a number of
these were subsidiaries of groups. The
number of groups writing private pas-
senger auto insurance totaled 544,

~ For consumers in several states,
private passenger automobile insur-
ance premiums reached a crisis level
In 1937. Rates had been increasing for
years, but the high Prlce_of insurance
moved Californians to action as drivers
displayed their outrage and angler to-
ward Insurance companies, state and
federal legislators and even each other
as they sought to chan_?e the system in
1983, (Ironically, California’s avera%e
premium growth was lower than the
national average in 1987, albeit up
74% over five years.)

The insurance Industry’s own
frustrations, however, were never
more evident than In the recent
California elections, when overJialfL.
the state’s voters approved Proposition
103, The insurance industry spent
more than S50 million to influence
voters, et failed to justify premium

Copyright ? 1989 by A_M. Best Company. Inc.. All rigits reserved.

rates which are increasing faster than
the overall cost of living. _
Consumer groups have promised
to export the Proposition 103 move-
ment to other states where consumer
unrest over auto insurance rates could
make voters receptive to supporting
limitations on the price of insurance.
Insurers are ta |n?_th|s seriously,
especially in states Tike California
where rates in metropolitan areas are
sharply higher than in outlying dis-
tricts. _ _
As some insurers leave the Cali-
fornia auto market, the aspect of driv-
ing away insurers could become a
more serious concern for voters and
legislators to consider. But for many
people and many insurers in a number
of states, the price of auto insurance
has become a major public issue that
just will not go away. [

Printed in the U.S.A



Consumers

Insurance

Consumers in many

Rebel

Rates

parts of the country are irate

over ever-increasing automobile insurance rates. In
California, voters can choose among a number of
Initiatives that promise to reduce the rates.

By Julie Lays

bout the only thing Californi-
ans fear more than the big
earthquake is their big auto
insurance premium.

Every time Vail Kobbe of Los
Angeles gets her auto insurance premi-
um notice in the mail her stomach does
flip flops. "I'm afraid to open the enve-
lope because of the numbers that will
be on it." Her 9-year-old Honda
Accord LX has never been in an acci-
dent and she's never gotten a ticket.
Yet her premium for a year s
$1,706.20. In 1984 itwas $636. "When
| told my friends in Minnesota about
the rates here, they couldn't believe it,"
she says.

Rising auto-insurance premiums are
making it difficult for many drivers to
afford coverage, and in some places
even to get coverage. Three insurance
companies have pulled out of Mas-
sachusetts, claiming business there is
not profitable, and others are threaten-
ing the same in New Jersey and Penn-
sylvania. And the political heat is on
to do something about it.

Average automobile insurance
charges nati rnwide have risen faster
than the overall inflation rate for six
years in a row. The auto-insurance
component of the Consumer Price
Index climbed 8.3 percent lasi year,
more than twice the 3.7 percent

Jlie Lays B an asistat alitor of Stale
Legislatures.
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increase in the overall index. The aver-
age premium rose from $298 in 1982
to $477 last year.

Perhaps nowhere is public outcry
stronger than in California where
premiums have jumped 40 percent in
the past 2.5 years and can top $2,500
in central Los Angeles. Veterinarian
Mary Hiatt discovered the California
difference when she arrived from
Texas for her first job in Los Angeles.
Her 6-month premium rose from $174
in Texas to $517.66 in California. "I
knew the insurance on my 8-year-old
truck would go up out here, but |
couldn't believe it when | got my first
bill. With the same coverage, it cost
$50 more for six WEEKS than it did for
six months in Austin."

The cost of automobile insurance
has become unaffordable for many
Californians, says Senator Alan Rob-
bins, chair of the California Senate
Insurance Claims and Corporations
Committee. As a result, approximate-
ly 5 million drivers in California may
be driving without the insurance man-
dated by state law.

According to Sheldon Davidow,
chief consultant to the California
Senate Insurance Committee, the
California Legislature has so far been
unable to pass any legislation designed
to bring down costs because of the
"rigid, fixed positions of the special
interests involved, namely the lawyers,
the insurers and to a lesser degree the

d S

Soar

A Uuto

consumers. Fundamentally it's a
money issue. Lawyers don't mind
limiting insurance rates, insurers don't
mind limiting lawyers' fees, but no one
is willing to compromise.™

Faced with this stalemate, lawyers,
consumer activists and insurers are
taking their cases directly to the pub-
lic. Five proposals will face California
voters this fall:
e The "Voter Revolt to Cut Insurance
Rates"™ (an offshoot of the insurance
consumer advocacy group Access to
Justice) is promoting an initiative, with
the support of Ralph Nader, that
would cut all liability insurance rates
by 20 percent, require all future
increases to be justified to state regu-
lators, guarantee good drivers a 20 per-
cent discount, ban rate discrimination
on the basis of where a driver lives,
eliminate the anti-trust law exemptions
for the insurance industry (insurance
companies are exempt from anti-trust
law under the McCarran-Ferguson Act
of 1945), and make the office of state
insurance commissioner elective.

"You can pay more for your auto
insurance than for your car,” laments
Harvey Rosenfield, leader of the Voter
Revolt.
e The Insurance Consumer Action
Network's initiative would give good
drivers a 25 percent discount, require
that auto insurance rates be based sole-
ly on drivers' safety records, toughen
drunk driving penalties, and ban no-
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parliamentary procedures

for legislatures.
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