ALASKA LEGISLATURE COMMITTEE FILES
6431 SENATE LABOR & COMVERCE



fault insurance. The California Trial
Lawyers Association, adamantly
opposed to no-fault (which makes
lawsuits and lawyers' contingency fc?s
unnecessary in most cases), is back.ng
this initiative.

e The Association of California Insur-
ance Companies' initiative would man-
date no-fault auto insurance, prohibit
insurance rale regulation and reduce
the average premium for certain cover-
ages by 20 percent for two years. More
than 400 insurers are based in Califor-
nia, a state which accounts for 15 per-
cent of the nation's insurance business.
Not about to let California fall to tight
regulation, the insurance lobby is pre-
pared to spend millions of dollars (they
havt a starting budget of $8.5 million)
to fight the other initiatives in
California.

* Another initiative by the insurance

con panics, the Lawyers Fair Fee Initia-
tive, would limit lawyers' contingen-
cy fees.

e California Assemblyman Richard
Polanco has his own initiative, which
attempts a compromise by cutting
some aspects of auto insurance cover-
age (such as "uninsured motorist” and
bodily injury liability) by up to 50 per-
cent, and limiting auto accident claims
for non-economic losses (pain and
suffering) and lawyers' contingency
fees to 25 percent of economic losses
(auto repair, lost salary), except in
cases of serious injury or death.

"I made every attempt to get this
legislation through the Legislature,”
says Polanco. "But the two most
powerful interest groups—trial lawyers
and insurers—have been able to main-
tain the status quo. So I decided to lake
it directly to the consumers, who are

By David Seavey, USA TODAY

no longer requesting, but demanding,
rate relief."

T A ]Thile everyone believes there
I/ \ / is an auto insurance prob-
\Y V lem, few agree on its causes

and solutions. Insurers blame lawyers,

lawyers blame insurers, consumers
blame both.

Insurers point to the increasing costs
of the things insurance pays for as the
reason for escalating rates. Costs for
medical care rose 150 percent between
1977 and 1986. And auto repair
costs—Ilabor and parts—continue to
rise. For example, from 1977 lo 1987,
the cost of a front door for a 1977
Chevrolet Caprice from the manufac-
turer increased by 151 percent—from
$267 to $671. The Alliance of Ameri-
can Insurers discovered that while a
new Plymouth Voyager cost $12,766,
replacing all its parts would cost
$33,392.

Insurers also charge lawyers with
aggravating the costs by encouraging
the soaring volume of lawsuits.
According to Mechlin D. Moore,
president of the Insurance Information
Institute, the number of auto-related
lawsuits in California increased by 13.2
percent each year between 1982 and
1986. "As litigation increases, claim
costs go up because of the expenses
involved in paying the plaintiff's law-
yer, the defense counsel and court
fees,” said Moore.

The number of lawsuits filed in Los
Angeles County last year was almost
three times the number of suits filed in
Northern California counties. And in
Philadelphia, where premiums are
extremely high, 362 lawsuits claiming
bodily injury are filed for every 10,000
drivers, compared to only 83 per
10,000 drivers in Pittsburgh. In many
states, auto accidents account for half
the liability suits.

"As these costs rise,"” says Dean
Wolcott, president of the personal
financial security division, Aetna Life
& Casualty, "so do insurance rates.”

William Glennon of the California
Trial Lawyers Association, on the
other hand, blames high premiums on
"a total lack of competition in the
insurance industry.” Lawyers want to
get rid of the protection insurance
companies have from the anti-trust
laws. They also blame insurance com -
panies for inefficient management.

Attorneys vigorously resist legisla-
tion calling for no-fault insurance
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(mandated in 14 states as well as the
District of Columbia and Puerto Rico),
capping awards and regulating con-
sumers' ability to file lawsuits. Lai.yers
give numerous examples of how poor-
ly the no-fault system works for vic-
tims in Florida. They cite the
45-year-old teacher who is broad-sided
by a drunk driver on her way home
from school. She sustains multiple
internal injuries for which she has
several operations and is hospitalized
for two months. She misses almost a
full year of work and in the process
loses an opportunity to transfer to a
school close to her home with better
career possibilities. Her medical bills
total $60,000 and her lost wages total
$28,000.

Under Florida's no-fault law, she
would be compensated for $10,000 of
her bills and would have to hire an
attorney to sue for the remaining
$78,000. Because the cost of her inju-
ries fell below the state's no-fault floor,
she would be completely barred from
recovering any compensation for the
pain caused by the accident, two oper-
ations and long recuperation, she
could receive no compensation for dis-
ruption and deterioration of her life
over the year of recovery, and she
could receive no compensation for the
missed career opportunity.

"It's just not fair to cap pain and

suffering awards," says Glennon;
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"that's the only compensation the vic-
tim receives. Economic compensation
goes to doctors and auto repairmen;
nothing goes to the victim."

Consumer activists charge both law-
yers and insurers with causing the cri-
sis but tend to point the finger more
often at what they see as greedy insur-
ance companies. "According to the
insurers,” says Voter Revolt's Rosen-
field, "the astounding increases in rates
are the result of increased lawsuits
rather than their own inept business
practices. But the companies have
refused to reveal the information that
would justify their claims.”

Are insurance companies really los-
ing money on liability coverage!
According to A.M. Best Co., an
independent data gatherer, the private-
passenger auto line lost about a pen-
ny for each $1 in premiums last year.
But these numbers do notinclude cap-
ital gains from investments that have
helped the property-casualty industry
post record net incomes over the past
few years.

'The insurance companies are losing
money on an underwriting basis, but
that's not a realistic picture,” says Bob
Hunter, president of the National
Insurance Consumer Organization.
"There isno question thaton a bottom
line basis—including money earned
from investments—they are making
money."
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According to Rosenfield, the
property and casualty insure;s reaped
$13.7 billion in profits in 1987, a 722
percent increase in profits since 1985.

horny questions abound as
legislators try to find the best
ways to control costs. Should

states restrict a consumer's ability to

sue7 Should rural residents, whose
rates are always lower than city
dwellers, subsidize inner-city rates to
keep them affordable? Should rates be
more tightly regulated or left up to
market forces? And in states that man-
date coverage, should that minimum
coverage be lowered? The initiatives in
California address all these questions
in various ways.

Does state rate control work? New
Jersey and Massachusetts, states that
strictly control rates, have respective-
ly the highest and fourth highest aver-
age auto premiums in the nation.

Insurers complain that the provi-
sions of the no-fault systems in Mas-
sachusetts and New Jersey provide
compensation that is too generous—
particularly New Jersey's unlimited
payments for medical care—without
enough restrictions to offset the abili-
ty of victims to sue.

With no prospect of getting restric-
tions on liability claims, insurers are
trying to pull out of Massachusetts and
New Jersey. In New Jersey, Aetna Life



& Casualty Co. dropped 40 percent of
its agents .it the end of 1987. Now hall
the drivers in New Jersey are insured
by a quasi public pool developed Lv
high-risk drivers that is so deficil-
ridden (almost $2 billion) that all
drivers laced two pet-car surcharges
totaling $139 this year to rescue the
fund.

Should stales require that charges be
equalized ntalewidc7 In 19bo, the aver-
age policy in l,0s Angeles County was

$1,000 but in Eureka it was only about
$300. Ji»hn-Mi(duel Battaglia saw Ins
r.ites jump from $1,000 to $2,000
annually when he moved from 1.0s
Altos to North Hollywood. | have a
non-smoking, accident-free c.ir iiisur
ante policy with a leading insurer
(Farmer's Insurance), but as a result of
merely moving from one location to
another, | have just discovered that the
premium for the ex.n | same cc /erage
will more than double.”

If you can't beat 'em, join ‘em

Representative Andrew Carn got
so frustrated with the automobile
insurance problem in Philadelphia
that he decided to form his own
insurance company and offer
affordable rates.

Cam was spurred in his effort
when hisown automobile premium
Jumped to $15,694, but he says his
own situation is"just one example
of what ishappening to thousands
of people in the state."

Philadelphia rivals Los Angeles in
having some of the highest premi-
ums in the nation. According to
Bob Hunter of the National Insur-
ance Consumer Organization, pre-
miums over $3,000 are not un-
common, with the result that many
residents drive illegally without
insurance.

Stifled in hisattempt to get legis-
lation passed by the "need for
greed"” of the insurance companies
and the "insurance industry”s grip
on the Legislature,” Carn, along
with representatives Mark Cohen,
David Richardson and Ralph Acos-
ta have filed incorporation papers
with the insurance commissioner
seeking a license to provide auto
insurance coverage at '‘fair and
affordable rates."

The company has the support of
the Pennsylvania Insurance Depart-
ment. "The Department supports
the concept of a mutual insurance
company to help address the
problem of available and affordable
automobi le insurance for all Penn-
sylvanians, particularly Philadel-
phians,"” said Insurance Commis-
sioner Constance Foster.

"'Crying the blues about what the
insurance companies are doing tous
does not and will not change their

attitudes and actions. They feci
comfortable in thinking that we
have no place elsse to go but to
them," said Carn.

The Futura Mutual Insurance
Company will operate as a non-
profit corporation aimed at
Philadelphians. For $842 annually,
people will be able to buy the auto
insurance required by the stale, and
the policyholder®s future premiums
will be directly related to his acci-
dent and claim experiences.

The company also intends to
combat fraud by developing "anew
relationship between the insured
and the insurance provider. The
insured will feel and believe that
their company not only cares but
emanates from among them and is
therefore part of them." Futura
plans militantly to defend every suit
and never compromise a claim.
"Too often, insurance companies
simply pay repairs or medical bills
that clearly ought to be
investigated."

"Regardless of what the insurance
industry says, they are making
more profit now than they ever
did," said Carn. "They want us to
believe that the reason our insur-
ance rates are so high isbecause of
fraud, auto thefts, uninsured
motorists, ambulance chasing law-
yers and crooked doctors.' Carn
believes the effect of these factors
has been blown out of proportion
by the insurance industry.

"Although the existing insurers
are saying that they are losing
money, Futura will show that there
is profit to be made selling auto
policies in Philadelphia and other

urban areas."
-Jielays

Insurance costs more in large
metropolitan areas because claims are
more numerous there, A report by the
California Department <t Insurance
revealed that it the current sys* of
territorial rating were abolished, two
thirds ol the state's insured motorists
would pay an average 22 percent rate
ini tease, while one third would receive
a decrease of about 36 percent. Even
so, Massachusetts, Michigan and New
lersey currently restrict price differ-
entials between big cities and rural
areas.

In another attempt to cut down on
skyrocketing auto insurance costs,
Pennsylvania is looking .it a bill tli.it
would reduce mandatory coverage
requirements. The bill's author. Sena-
tor Edwin G. Ilull, says the legislation
could reduce auto insurance rates in
some areas by as much as 42 percent.
The bill would reduce the amount of
coverage required for bodily injury lia-
bility from $15,000 to $10,000 per per-
son and from $30,000 to $20,000 pur
accident. Moll's bill passed the Senate
and is now in a House comm ittee.

Colorado considered a similar meas-
ure this year that would have reduced
mandatory coverage from $130,000 t
$25,000 for one"s own injuries and
from $50,000 t© $30,000 for claims by
others. "l looked at my own insurance
rates and realized there was a
problem,"” said Representative Jim
Dyer, sponsor of the hill. ""Colorado
has the highest level of mandated
berefits. We figured smaller mandat-
ed benefits could cut premiums >y$75
10 $100." The bill was defeated by one
vote. Dyer said that while insurance
companies supported the hill, strong
opposition came from the critical care
hospitals, tearful of being stuck with
unpaid hills.

With so many consumers affected
by high insurance rates, this issue
promises to remain on political agen-
das for quite awhile. Ina poll conduct-
ed last spring, 77 percent of Califomia
voters believe their auto insurance
rates are ""much too high' and another
17 percent consider their rates "'some-
what high,"

"In terms of the public™s awareness,
interest and anger,"" said poll director
Mervin Field, "[the auto insurance
issue] shapes up to be another Propo-
sition 13. You can ask voters about a
lot of issues and they"re sort of vague,
but when you talk about auto insur-
ance, you better stand back." N
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OPINION

Hy William T. Pound

What"s Ahead in

When the IDIsl (ungiut* convenes in Unitary 1989
ithti* will he I new administration lor (lie first lime in
eight years iirul some transition in congressional leader
ship. But several o] the issues of gre.it importance lo
state legislatures and slate governmenls in the next
decade can lie seen now: the future pattern of the slale-
fedrial relationship and federal pressure on slate
revenue sources.

I he role of state government in relation to both ted
eral and local governments has changed profoundly in
the eight years ol the Reagan administration. Stale
governments have assumed an expanded and more
responsible role in our federal system. There have been
signilicant shifts toward state governments in domestic
policymaking, program authority and financial responsi-
bility. As columnist David Broder recently asserted,
"Rarely does anyone mention Reagan's substantial sue-
cess in achieving his long-cherished goal: shilling the
initiative for most domestic programs out of Washing-
ton and back to the states." The states, led by modern
representative legislatures, truly have become laborato-
ries ol democracy.

Recent developments in the federal system have sig-
nificant implications for state legislatures. The first
development is positive—the substantial shift to the
states of policy and administrative responsibilities. But
two otiier developments have more negative implica-
tions: Recent Supreme Court interpretations of the
Tenth Amendment (Garcia VS. San Antonio Transit
Authority and South Carolina vs. Baker) have signifi-
cantly eroded the protections the states previously had
thought to be in the Constitution. And the federal
government has shown a disturbing tendency to man-
date state action without providing adequate funding,
or to pre-empt state laws with a federal standard.

The Court has reasoned that "the states must find
their protection from congressional regulation through
the national political process.” As The w all StreetJournal
argued after the south carolina decision, "This leaves
the states on a par with every other special interest
group, from foreign governments to mustard makers."

It will now be tempting for Congress and a new
president to look to the interest on state and local
bonds—the focus of the south carolina case—as a
federal revenue source. State governments have been
innovative in developing and diversifying their econo-
mies. State and local bonds have been important in
financing these efforts, The Garcia and south Carolina
decisions are not just abstract arguments about fine
points of constitutional law. Instead they have critical
day in and day out implications for how state and local
governments work, how they are financed, and how
they relate to the national government.

The nation's 7,500 state legislators are disturbed
about the federal budget deficit. A committee of the
National Conference of State Legislatures, for example,
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has called reducing and eventually eliminating the

deli* it "our most serious national domestic policy
challenge." The deficit poses a threat to the nation's
economy and, in turn, to the fiscal health of slate and
local governments. It is, therefore, in the best, vital
interest ol all public olfii ials to develop and implement
strategies for reducing the deficit.

The federal government’s search lor budget solutions
may ultimately lead it lo revenue sources tli.it state
governments have historically used. As stale govern-
ments are asked to assume more and more responsibility
for domestic programs, the federal government should
not at the same time deprive them o! the means ol
funding those programs.

This intrusion already occurred when Congress elimi-
nated the deductibility ol stale and local sales taxes
from the federal income lax. Proposals now making the
rounds in Washington are even more disturbing and, ii
adopted, would drastically alter the nation's inter
governmental fiscal system.

I am particularly concerned about proposals for a
national consumption or value-added tax, It promotes
savings and would make the country more competitive,
but it is regressive. And what is often missing from the
debate is a discussion about how a national consump-
tion lax, really a sales tax, would aflect state revenue
systems.

Forty-five states use the sales tax as a source of
revenue. Imposition of a national consumption tax
would affect state sales tax revenues in two fundamental
ways. One, by making goods more expensive and
reducing demand, the national tax would automatically
reduce stale sales tax revenues. Two, by imposing a
national tax on top of a state's tax, it would make it
difficult, if not impossible, for a state's legislature ever
again to increase its own sales tax rate. Stale govern-
ments, which must balance their budgets, would then be
forced to turn to other revenue sources or reduce Serv-
ices. And a national sales tax would create great pres-
sure on state legislatures to bring their own sales taxes
into conformity with the national tax base.

There will be considerable pressure on the next Con-
gress to raise revenues to reduce the deficit. The recently
appointed National Economic Commission will issue
recommendations early in 1989. This report may have
profound implications for the future of the federal-state
relationship, particularly if it recommends that the
federal government seek revenues from traditional state
sources or that it apply a national value-added tax.

Our federal system is a dynamic, creative one, but it
is also in delicate balance. State legislatures must under-
stand the implications of these issues and take an active,
positive role in their resolution.

Mllian T. Pound iseecutive director of The National Conference of
State Legislatires.
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OPINION

Kean: No-good No-fault Should 6o

By Doug Canliold, Editor

Though it’s too late for California, passage_ of Proposition 103
has forced legislators in other states to bring auto insurance
reform to the Tront burner. ,

Probably for the first time in hlstor¥, auto insurance was the
major topic of a governor's State of the State address. New
Jersey Gov. Thomas Kean said in a Jan. 10speech that his state’s
inefféctive no-faultauto insurance system and mandatory cover-
age laws should be scrapﬁed. o _

New Jersey’s no-fault threshold over which insureds can sue is
only $200. Average auto premiums. rank second in the nation,
below Massachusetts and above California. In 1983, New Jersey
established a hlgh—rlsk Joint Underwriting Association, which is
$2.5 billion in the red. Last year, Kean signed a bill designed to
ballkoutt the JUA and encourage drivers to return to the private
market.

“If we can’t have real no-fault, it is time to admit the system
doesn't work and shoot it and put us out of our misery,’” Kean
said. “The alternative 1suggest to you this afternoon is to elim-
inate no-fault and get rid of mandatory auto insurance.” _
~ Kean must feel the heat of 103. So must Gov. Michael Dukakis
In Massachusetts, where yet another insurer — Reliance — has
filed to pull out, But besides these and California, auto coverage
affordability crises loom for high-cost western states such as
Arizona, Névada and Alaska, _ S

The effect of 103 on state iegislators outside California is mix-
ed. Some in Nevada were quick to follow the “Sen.-Alan-
Robbins-all-of-a-sudden-1'm-a-consumer-advocate" bandwagon.
Others, such as Kean, seem to be well informed. It is up to our
industry to make sure the latter prevail.
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N.J. Gov. Blssts ALto Systean

By Roger Barnes
New Jersey Gov. Thomas Kean
said it may be accessary to elim-
inate no-fault '‘and mandatory auto
insurance in his state of the state
message last week.

Gov. Kean Calls
For Mandatory
Verbal Threstiold

mandatory threshold."

Such a proposal was passed by
the Assembly “several times,” only
to have the ‘will of the people
stymied by special interests when
the legislation reached the other

“Ifwe cant have real no-fault, it
is time to admit the system doesn’t work, close it
down, shoot it and put us out of our misery,” said Gov.
Kean, in his address before 800 legislators, officials and
guests at the War Memorial Building in Trenton.

“The alternative | suggest to you is to eliminate no-
fault and get rid of mandatory auto insurance,” the
governor said. “In the process, we can rid ourselves of
the three most obnoxious letters in a New Jerseyans
vocabulary— JUA.”

During his address, Gov. Kean said for six years he
has called for a mandatory verbal threshold allowing
lawsuits for pain and suffering only in cases involving
serious injuries or death. The governor noted that in
Michigan, which already has such alaw, insurance rates
are 20 percent less than New Jersey.

‘There isonly one way to really begin to reduce auto
insurance rates under the no-fault system,” said the
governor. ‘We have to reduce lawsuits by approving a

house,” said Gov. Kean.

“Even as we meet today, trial lawyers are planning to
spend a million dollars to convince New Jersey drivers
not to choose a verbal threshold in their own policies,"
he sitid. "But if we maintain our present dual system,
rates are going to continue to rise year by year."

The governor’s statements, which legislators greeted
with roaring applause, reflect growing frustration in a
state with many auto insurance problems.

New Jersey drivers pay one of the highest auto in-
surance premium rates in the nation, in addition to
premium surcharge? to keep the Joint Underwriting
Association afloat. (The JUA, which currently insures
half the drivers in the state, has a $2.5 billion deficit.)

New Jersey adopted legislation, which took effect
Jan. 1, mandating; depopulation of the JUA and offering
avoluntary verbal threshold which drivers may choose
to help reduce their premiums (see NU, Sept. 12).

During the first weeks of the new
year, groups representing lawyers in
New Jersey mounted a drive to ad-
vise consumers about the new auto
insurance law. The groups sent out
letters saying the new law’s voluntary
verbal threshold will not save drivers
as much money as predicted, but
would only limit their ability to sue
for pain and suffering.

“If they (drivers) believe they want
to give up the rights for themselves
and their families in return for a sav-
ings of S4 or $5 a month, thats a
choice some people will want to
make,” said Saul Wolfe, president of
the New Jersey State Bar Associa-
tion.

However, some say the content of

many of the lawyer group letters
went too far, including Insurance
Commissioner Kenneth D. Merin,

who has asked the state Supreme
Court to determine whether the
conduct of the lawyers breached
professional ethical codes.

President of the Senate John Russo
(D-Occan) called the elimination of
compulsory insurance the “only sen-
sible way to go." Sen. John Lynch
(D-Essex) said car insurance issues
should be placed on the ballot for
voter decision. |
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Insurer Grou Agrees with N.J. Governor's
Stance on "True™ No-Fault Auto Insurance

A major insurance industry association says it agrees with
New Jersey Gov. Thomas Kean’s proposed revisions in his
state’s no-fault automobile insurance law. William Bailey,
special counsel to the Insurance Information Institute, said the
"governor’s position and ours are really the same.” Gov. Kean
has tried unsuccessfully to reform the 16-year-old current system
by placing strict limits on lawsuits. Although 1.1.1, supports any
workable system that a state’s residents favor, Mr. Bailey said
that experience shows that ™in high-density states like New
Jersey, strict no-fault seems to work best.” He added that what
New Jersey now has is a "hybrid no-fault system"™ whose
threshold limits—the amounts atwhich itconverts to a liability-
based system—are too low.

A series of reforms took effect in the state January 1 to
contain rising rates, including one that would allow drivers to
limit their right to sue in exchange for lower premiums, but
the governor has called U inadequate. "I1f we.can't hayq real
no-fault, it is time to admit the system doesn’t work and shoot
itand put itoutof our misery,” he said in his annual State of
the State address to ajoint session of the New Jersey legislature.
The governor also suggested eliminating all forms ofmandatory
auto insurance™ A spokesperson for the governor said that Kean
made the statement out of frustration with lawmakers, and has
no formal proposal to abolish the system.

In the most recent display of consumer unrest over high
auto insurance rates, 200 New Jersey mQtorists marched on the
Statehouse. The protesters, part of an organization called
Citizens Auto Insurance Revolt, reenacted the Boston Tea Par-
ty by throwing stacks of insurance policies from a boat on a
flatbed truck. Three potential Rupublican gubernatorial can-
didates speaking to the group pledged to work for legislation
that would reform the system. Auto insurance rates in New

Jersey are reported to be among the highest in tlie nation.

Stiff Penalties For Insurers Approved In Calif,;
Banks Move Step Closer to Insurance License

Three measures designed to strengthen Proposition 103
cleared their first legislative hurdle in California, despite charges
that the bills are harsh. The state Senate Insurance, Claims and
Corporation Committee voted 6-2 Wednesday to levy hefty fines
on insurance companies leaving California in the wake of the
voter-approved initiative and voted 6-1 to keep companies from
transferring their p6licies to higher-cost subsidiaries.

Under the first bill by Sen. Alan Robbins (D-Tarzana), in-
surance companies would be required to renew policies unless
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d policylwafc'revoked for nonpayment, fraud, or serious driv-
ing violations. Sen. Robbins said that under Proposition 103
insurance companies can still get out of the business provided
thty first arrange for their policy renewals to be assumed by
another insurance company. The measure is aimed primarily
at Hartford, Conn.-based Travelers Corp., the only major in-
surance company refusing to renew auto policies in the state.

Seven Fireman’s Fund companies began renewing auto
policies in the state on Thursday after Insurance Commissioner
Roxani Gillespie cited the companies’ actions as a violation of
the insurance code. According to the insurance department, the
companies will offer renewals until a hearing is held and a final
decision is reached.

Another measure would prohibit insurance companies from
changing their underwriting standards in the wake of Proposi-
tion 103. The third measure approved by the Senate panel
establishes an insurance consumer advocate to be appointed by
the state attorney general.

In other developments, the Proposition 103 case was ab-
sent from the calendar of oral arguments posted by the state
Supreme Court for February, an indication that the court is
unlikely to take up the insurance initiative until atleast March.

Also, state Bank Superintendent Hpward-Gould has deter-
mined that.-Proposition 103 effectively repeals all state, laws
keeping banks outof the insurance business,an,opinion sup-
ported by Insurance Commissioner Roxani Gillespie”®

In a letter to the Independent Insurance Agents and Brokers
of California, Commissioner Gillespie said the insurance depart-
ment must take its lead from the state banking department with
respect to the status of the financial code and cannot reject a
license application from a state-chartered bank on the grounds
that banks cannot sell insurance. Agents argued that Proposi-
tion 103*3 wording could not be appliedJo the banking code.
Currently, two state banks have tiled for an agent’s, license.

1987 Auto Study Update

The automobile registration figures obtained from the
Federal Highway Administration, used by A.M. BestCompany
to calculate average automobile premiums by state (On-Line
Reports, Property/Casualty edition, January 2,1989), have been
challenged by some states, including Arizona and South
Carolina. The registration figures used in Best’s formula in-
cluded private passenger automobiles and commercial taxis, but
not state-owned vehicles or pickup trucks. The report divides
the total private passenger auto premiums for each state by the

number ofregistered passenger vehicles reported by the FHA .

(continued)
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Financial Mews

Average Automobile

T he insurance premium for the
average private gassenger auto-
mobile in the United States increased
$44.28to $486.30in 1987, In Massa-
chusetts, the state with the highest
average auto premiums, tlie increase
was $100.17, to a total of $655.72,
while in lowa, the state with the lowest
average auto insurance premiums in
1987, premiums paid there increased
only 5% to $255.61 per registered
automobile. _ _
The five states with the highest
average auto premiums in 1987 were
Massachusetts ($655.72), New Jersey
i\$634.84), California §$623.44,
rizona " ($601.96) and Nevada
($600.04)

One 'year earlier, in 1986, New
Jersey topped the list, Alaska was
number two and California ranked
third. In 1986 there were 10states with
average premiums above the $500.00
level. 'In 1987, there were 19 states
Plus the District of Columbia above
hat level, and the top five of those had
avera%% 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
states were helow the national average.

Washington Review

From 1986t0 1987, the growth of
average auto premiums increased b
more than the national avera?e (100%
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 Dakofa
(15.4%) and Rhode Island (15.2%).
daho 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
Passen er auto” insurance in 1987
otaled $64.3 billion, a 11.7% increase
over 198. The industry experienced
a $4.3 billion underwriting loss on this
business, which was not overcome by
$4.0 billion of related  investmerit
income. _ .
~In 1983, accarding to our prelim-
Inary estimates, the property/casualty
industry wrote almost $70 billion in
ﬁrlvate passenger auto premiums and

ad an _underwriting loss of $4.7
billion. Estimated investment income
of $4.5 billion fell short again, leav-

(continued on back)

M A N A G E M E N T

Perspectives

Insurance Premiums

R E P ORTS

A M Best Company
Oldwick. NJ 08AM
201439 2200

On-Line Reports

by State

About This Information

Thisannual A. M. Best Company
report on average private passenger
auto insurancepremiums by state has
been expanded toprovide more infor—
mation Fiveyearsofrankingsnow 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 1987have
been available since May from Bes'[’S
Executive Data Service, but auto reg—
istration talliesare nota . J 3ble until
December.

Results of this study can be

distorted by several factors. The
Federal Highway Administration$
figures includegovernment-owned and
commercial passenger vehicles (but
not trucks, buses and motorcycles).
Also skewing the averages is the
unknown number ofregistered, butnot

(continued)
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Average Automobile Insurance Premiums by State

Ranked by 1987 Premiums per Passenger Vehicle

imM7
IM7 Average
Rank flute Premium (1)
1 Massachusetts 5655 72
2 New Jersey 634 64
3 CaMorrue 623 44
4 Arijoru 601 96
*5 Nevada 600 04
6 Maryland 597 00
T Atax*-*. - 560 68 a *.
0 New York 503 69
9 Washington. 0 C 579 02
10 Pennsylvania 560 97
< 11 Rhode Island 54900
12 OeiawB/a 536 96
13 Hawaii 530 13
14 Louisiana 529 60
15 Connecticut 519 93
16 South Carolina 514 93
17 Michigan 509 20
10 New Hampshire 500 05
19 West Virginia 506 01
20 Georgia 501 14
*21 Arkansas 494 29
National Average 480,50
22 Texas 47433
23 Missouri 460 00
24  Minnesota 456.40
«25 Illirois 43946
26 Virginia 436 20
27 Oregon 435.09
20 Colorado 43497
29 Florida 433.91
30 Utah 431.01
31 Washington 430.20
32 Indiana 423.13
33 New Mexico 41557
34 Kentucky 409 43
35 Wisconsin 409.29
36 Nonh Carolina 400.42
«37 Vermont 40536
30 Montana 405.22
39 Oklahoma 370.26
40 Kansas 369.14
41 Maine 364.59
42 Ohio 350.04
43 Nebraska 340.27
44 1daho 345.66
45 Wyoming 345.02
*46 Mississippi 331.16
47 Tennessee 320.30
40 Norlh Dakota 320.23
49 Alabama 306.73
50 South Dakota 295.00
51 lowa 255.61

1000 IfIfIfI
1980  Average 1010 Average 1004
Rank  Premium Hank  Premium Rank
4 5555 55 3 5521 40 2
1 603 55 2 580 12 1
3 568 20 4 503 65 a
5 553 04 7 471 30 5
6 540 49 5 400 75 7
0 506 34 11 423 53 1
2 602 40 1 506 44 -4
7 522 06 0 405 07 3
15 463 13 19 385 27 20
9 51209 0 46503 8
12 476 60 15 405 93 17
13 469 15 14 406 04 16
17 453 60 12 417 59 19
0 515 30 9 443 24 10
14 466 00 13 412 52 12
20 449 74 17 398 66 14
1 40107 10 404 63 15
10 453 10 37 312 34 32
16 454 65 10 420 50 9
19 450 23 22 372 06 30
22 433 75 18 39227 18
442.22 390.04

23 426 09 20 303.7e 13
20 403 49 26 354 30 28
25 41698 34 318 29 23
24 41051 25 356 00 27
31 381 02 32 325.15 30
20 396 36 28 349 60 29
21 444 11 - 21 379 16 22
30 390 50 29 344.98 31
27 396.78 31 329.96 36
29 393.86 27 351.53 25
39 360 89 42 290 00 42
32 370.17 23 368.43 24
35 369.37 33 321.83 43
34 372.76 39 308.85 40
30 362.36 35 315.75 35
37 363.97 38 310.66 33
33 372.96 24 360.36 26
36 360.85 30 342.47 21
41 345.19 36 312.50 34
43 332.83 43 296.71 37
44 32701 45 279.39 44
45 323.98 44 288.02 41
42 344.30 41 300 43 45
40 347.91 - 40 307.51 39
47 297.25 47 271.02 46
48 292.49 48 261.15 48
46 307.13 46 278.07 47
49 278.46 49 260.63 50
50 2585.77 50 231.24 51
51 243.95 51 214.84 49

« Indcaies stnlos which did not have compulsory auto insuranca laws in 1987, according lo the Insurance Information Institute
Note: Vanoui lectors may skew results; see ted lor explanation ol how figures aro calculated.

insured, vehicles. Several statesstill do
not mandate coverage, and othershave
varying degrees of registered, but il-
legally operated uninsured cars. Also
affecting the averages are different

states' requirements for mninum
limits of coverage.

It should Be noted that each year
the AM. Best Company and tre
Federal Highway Administration both

1004
Average
Premium

5400 00
565 77
423 49
423 65
41090

374 20
447 34
453 26
339 10
418 70

350 29
350 70
349 57
401 86
373 0t

305 38
35904
304 55
404 97
305 48
349 73

351.46

372 48
309 81
326 69
31269
281.17

306 65
329.91
304.58
284 22
315.99

268 56
325.97
268.25
279.96
285.78

291.12
314.46
332.78
286.14
263.48

260.60
269.25
256.61
281.05
250.53

235.82
243.00
224.10
213.47
229.89

15
16
29
1
30
23

1001
Avaraga
Premium

1418 Sd
521 21
37303
354 35
30792

350.44
39611
421 70
301 96
384 61

325 12
323 29
360 90
303 72
33005

33493
320 24
291 00
356 41
287 10
294 67

322,20

343.32
291.11
292.30
307.75
268.05

302 22
301.36
291.55
265 58
293.52

259.19
246.97
241.44
245.93
239.36

250.85
240.41
291.09
281.70
258.60

237.31
257.63
248.71
277.50
240.34

215.07
247.64
200.24
208.66
222.18

el*1

adjust figures published in prior
reports to ensure that the best currently
available information is reported.
These adjustments could change rank-
ings reported inprior years' reports.
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S0/17
Orowlh
Rank

O 4O T DWPN —

Stata

Wash. D C
Massachusetts
Maryland
Indiana
Hawaii

South Dakota
Rhode Island
South Carolina
Delaware
Virginia
Missouri
Arkansas
North Carolina

New Hampshire

Tennessee

New York
Connecticut
West Virginia
Mississippi
Vermont

Texas.
Georgia
Florida
Pennsylvania
Kentucky

Alabama
New Mexico
Wisconsin
Oregon
California

Maine
Minnesota
Washington
Nevada
Arizona

Montana
Utah
Nebraska
Ohio
Kansas *

North Dakota
Michigan
New Jersey
Illinois

lowa

Louisiana
Idaho
Oklahoma
Wyoming
Colorado

National Avaraga

Growth of Average Auto Premiums

86/87
Growth
Percent

2520
1803
1792
17 25
1887

15.37
15.19
14.50
14.45
14.24

14.22
13.96
12.71
12.31
1227

11.81
11.55
11.47
11.41
11.37

11.32
11.31
11.12
1.1
10.85

10.15
9.89
9.80
3.71
9.72

9.54
9.47
9.23
9.20
8.69

8.65
8.63
7.50
7.29
6.94

6.87
5.86
5.19
5.00
478

2.17
0.39
0.39
-0.83
-2.06
-2.25

10.01

Five Years, Ety State

88/88
Growth
Percent

20.21
655
1955
21.07
862

10.61
17.41
12.76
14.98
17.43

13.86
10.58
14.78
45,07
12.00

7.62
12.99
6.59
9.68
17.16

11.03
21.01
13.19
10.12
14.77

6.84
2.64
20.69
13.35
12.82

12.18
31.01
12.04
10.17
17.49

3.50
20.25
12.48
17.05
10.46

10.45
18.89

4.04
17.56
13.55

16.28
14.60
7.70
13.14
17.13
1.18

iSST

84/89
Growth
Percent

13.81

6.85
13.18
10.99
19.46

8.32
15 88
9.16
16.35
15.64

14.38
12.16
10.49

2.56
10.74

7.02
10.59
533
8.18
6.71

3.03
21 .ec
13.27
11.05
19.97

16.30
13.03
10.32
14.03
18.93

4.67
-2.57
1124
19.04
11.27

14.59
16.09
6.97
7.21
9.21

14.43
12.70

2.54
13.85
-6.55

10.30
17.07
2.91
9.42
14.93
33.11

83/94
Growth
Percent

12.30
17.14
498
3.62
-3.14

2.30
174
9.09
848
4.58

6.42
18.68
19.39

4,65

9.65

748
11.00
13.63

424
12.46

8.49
6.37
447
8.86
1.1

11.92
31.99
13.84

146
13.28

9.58
17
1.65
8.01
19.56

26.59
7.02
451
9.82
1.57

-1.87
9.39
8.55
1.61
3.47

473
3.18
14.32
1.28
947
12.93

9.08

No(a: VVtnoui Isdoi* m*y sXrw resuits: see Kxt lot expisnstew of how figure* a/a cifcuiaiad.

62/83
Growth
Percent

14.37
9.08
11.92
1443
-1.09

3.74
8.02
9.39
9.06
8.00

10.45
12.85
13.59
11.02

8.93

9.59
9.89
3.40
11.26
-0.97

10.65
11.99
10.41
744
6.72

5.05
7.45
7.09
3.79
4.36

6.27
2.35
3.83
0.90
17.52

-1.54
581
418
488
595
266
6.92

1433
553

-3.00

4.11
7.55
15.73
5.00
5.01

7.99

82/87
Growth
Percent

119.62
7170
87.48
86.80
4528

46.70
82.40
68.17
81.15
71.98

74.87
89.29
93.82
94.14
66.31

51.68
70.02
47.03
53.30
55.08

52.87
95.43
64.31
58.94
80.97

60.91
80.80
78.23
49.43
74.05

49.78
59.84
52.17
56.08
99.63

60.61
7172
40.84
55.05
38.83

36.07
65.88
39.25
50.70
11,59

4370
49.47
4722
30.55
51.56

63.06

Number of Companies
Writing In 8tete

1987

166
169
263
353
105

209
177
184
187
283

324
251
216
164
316

259
216
198
267
170

403
336
370
234
283

283
246
31
257
374

185
284
274
207
299

190
220
254
346
276

211
236
213
384
290

319
211
286
176
303
124

1,120

1908

178
170
262
356
103

218
179
191
185
271

328
257
225
170
312

270
226
199
267
181

405
331
365
294
286

294
250
310
265
375

184
287
268
216
297

195
227
251
343
284

221
251
228
380
298

320

281
173
302
128

1,097

N
N
N

Net Chango

-12
-1

.
N @

-11
-2

1
.
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[
[,
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ing another operating loss.

Newly included in this annual
report on auto insurance is the number
ofinsurance companies writing in each
state. During 1987, a net of 15 com -
panies ceased writing private passen-
ger automobile insurance in each of
New Jersey and Michigan; 12compa-
nies left Washington, D,C. and 11
pulled out of New York, Vermont,
Alabama and Idaho. In all, 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 had no netchange.

In 1987 there were 1,120 individ-
ual insurance companies writing pri-
vate”passeoger.auto 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 1987. Rates had been increasing for
years, but the high price of insurance
moved Californians to action as drivers
displayed their outrage and anger to-
ward insurance companies, state and
federal legislators and even each other
as they sought to change the system in
1988. (lronically, California’s average
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 over”~half..

the state’s voters approved Proposition
103. The insurance industry spent
more than S50 million to influence
voters, yet failed to justify premium

Copyright 4 1989 by A M Best Company. Irc.. All rights 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
unrestover auto insurance rates could
make voters receptive to supporting
limitations on the price of insurance.

Insurers are taking this seriously,
especially in states like California
where rates in metropolitan areas are
sharply higher than in outlying dis-
tricts.

As some insurers leave the Cali-
fornia auto market, the aspectofdriv-
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 inthe U S A



CIt3 n STEVE COWPER, GOVERNOR

DEPARTMENT OF COMMERCE & FU(I)\iEi(L)JXA?LASKA 99811-0800
ECONOMIC DEVELOPMENT PHONE: (907) 465-2515

DIVISION OF INSURANCE

February 14, 1939

Honorable Richard Shultz
House of Representatives
P.O. Box V

Juneau, AK 9811

Dear Representative Shultz:

| have been asked to respond to your questions concerning automobile
premiuns as well as Alaska's basic limits for automobile insurance.
The reason the basic limits have continued to change is because of the
purchasing power of the dollar. The limits have been adjusted twice
from their 1999 level of October 29, 1985 due to inflation. The rates
were changed to 15/30/5 in 1966 as inflation dropped the dollar value
and were adjusted again in 1975 to the current level of 25/50/10.
Exhibits A and B show the purchasing power of the dollar limits from
1959 through 1983 arid with the subsequent basic limits changes.

Exhibit C shows the basic auto insurance limits for all 50 states, the
District of Columbia and the Canadian provinces. As you can see,
Alaska's basic rates are the highest in the nation. Southern states
tend to have the lowest rates.

Exhibit D is a ten-year history both private passenger and commercial
auto premiums collected nationwide along with the annual percentage of
change and the combined ratio for each year. The combined ratio
measures the relationship between premiums and company expenses and
claims losses. A combined ratio above 100 nmeans that for every $100
paid in premiums, nore than $100 went to expenses and claims losses.
The chart shows a gradual rise in the combined loss ratio for liabil-
ity insurance until 1985 when it leveled off. The physical damege
loss ratio has continued to drop from a high of 100.6 in 1984.

Exhibit E is a state by state comparison of all auto premiums written
by state for 1987. Alaska ranks 46th nationally in total premuns
written.

Exhibit F compares the cost of an average automobile insurance policy
per state-for the years 1983 through 1987. Alaska is only one of
three states in which the cost of a policy declined in 1987. The
other two were Colorado and Wyoming.



Honorable Richard Shultz -2- February 14, 1989

Exhibit 6 shoans the growth of average premuns by state for the last
five years. It also shows the number of companies writing in dif-
ferent states for 1986 and 1987. Exhibit H further expands on the
nunber of companies as it shows 1982 figures and the net change since
then. Alaska has lost eight companies since 1982

If you have any questions, please don't hesitate to call Bob Sims of
the Alaska Division of Insurance, 465-2517.

Sincerely,
Jim Jordan
Deputy Director
JJ/sa4865s
2138%a
Enclosures

cc: Representative Davie Donley
Representative Kay Wallis
Linda Wild, Special Assistant to Commissioner, DD
Joan Brown, Administrative Officer



In view of the interest being expressed by a number of

persons 1in reviewing the limits of liability required by the
Alaska Safety Responsibility Act (financial responsibility law)
the Division of Insurance has updated exhibits originally
prepared when the limits were last revised in 1975.

EXHIBIT A reflects the purchasing power or value of the dollar
based on the annual average value as measured by consumer prices.
The base year utilized 1is 1959, the year of Alaska Statehood.

The indices used were developed by the U. S. Bureau of Labor
Statistics. Column (3) shows the limits of liability for bodily
injury applicable to the particular year. Column (5/ does the
same for property damage. The figures for 1982 and 1983 are
projections and are not firm.

EXHIBIT B is the same concept as EXHIBIT A except it uses the
date of last change of limits as the base year and thus uses
a shorter span of years.

EXHIBIT C is an excerpt from the FC&S BULLETINS published by the
National Underwriter Company of Cincinnati, Ohio. It depicts the
current (as of January 1983) 1limit of liability for each state of
the United States and for each province in Canada.

March 1, 1983

Division of Insurance
Department of Commerce & Economic Development
State of Alaska



EXHIBIT A

PURCHASING POWER OF FINANCIAL RESPONSIBILITY LAW LIMITS USING 1959
(statehood) AS BASE YEAR

() ) S @ (©) N ®
Year  Purchasing B.1. Limit3 Purchasing P.D. Limit  Purchas:
Power indx (000) Power of (3 (000) Power o
1959 1.000 10/20 10000720000 5 5000
1960 -984 10/20 9840/19680 5 4920
1961 .975 10/20 9750/19500 5 4875
1962 -964 10/20 9640/19280 5 4820
1963 .953 10/20 9530/19060 5 4765
1964 -940 10/20 9400/18800 5 4700
1965 .924 10/20 9240/18480 5 4620
1966 -899 10/20 8990/17980 5 4495
1966 -899 15/30 134 85/269"0 5 4495
1967 .873 15/30 13095726190 5 4365
1968 .838 15/30 12570/25140 5 4190
1969 . 796 15/30 11940/23880 5 3980
1970 .751 15730 11265/22530 5 3755
1971 .720 15/30 10800/21600 5 3600
1972 .698 15/30 10470/20940 5 3490
1973 .657 15/30 9855/19710 5 3285
1974 .587 15/30 8805717610 5 2935
1975 .542 15/30 8130/16260 5 2710
1975 .542 25/50 13550/27100 10 5420
1976 .512 25/50 12800/25600 10 5120
1977 .481 25/50 12025724050 10 4810
1978 447 25/50 11175722350 10 4470
1979 -402 25/50 10050/20100 10 4020
1980 -355 25/50 8875/17750 10 3550
1981 -325 25/50 8125/16250 10 3250
1982est. -310 25/50 7750/15500 10 3100
1983est. -295 25/50 7375/14750 10 2950
Proposals
1983est. .295 507100 14750/29500 25 7375
1983est -295 100/200 29500/59000 25 7375

Prepared by : Alaska Division of Insurance

Based on U.S. Bureau of Labor Statistics
Date: March 1, 1983



EXHIBIT B

PURCHASING POWER OF FINANCIAL RESPONSIBILITY LAW LIMITS USING 1975 (date
of last change 1in financial responsibility law limits) AS BASE YEAR

€} 2 ©) O] ®) (6)
Year Purchasing B.I. Limits Purchasing P.D. Limit Purchasing
Power Indx (000) Power of (3) (000) Power of (5)
1975 1.000 25/50 25000/50000 10 10000
1976 .945 25/50 23625747250 10 9450
1977 .887 25/50 22175744350 10 8870
1978 .824 25/50 20600741200 10 8240
1979 .74 2 25/50 18550/37100 10 7420
1980 .654 25/50 16350/36700 10 6540
1981 .599 25/50 14975/29950 10 5990
1982est. .572 25/50 14300/28600 10 5720

Prepared by: Alaska Division of Insurance
Based on: u.S. Bureau of Labor Statistics
Date: March 1, 1983



EXHIBIT IV CHART 1

AUTOMOBILE FINANCIAL RESPONSIBILITY/COMPULSORY LIMITS

LIABILITY LIABILITY
STATE LIMITS* STATE LIMITS-
ALABAMA 20/40/10 RHOOE ISLAND 25/50/10
ALASKA 50/100/25 SOUTH CAROLINA 15/30/5
ARIZONA 15/30/10 SOUTH DAKOTA 25/50/25
ARKANSAS 25/50/15 TENNESSEE 20/40/10
CALIFORNIA 15/30/5 TEXAS 20/40/15
COLORADO 25/50/15 UTAH 20/40/10
CONNECTICUT 20/40/10 VERMONT 20/40/10
DELAWARE 15/30/10 VIRGINIA 25/50/10
DISTRICT OF COLUMBIA ~ 25/50/10 WASHINGTON 25/50/10
FLORDIA 10/20/05 WEST VIRGINIA 20/40/10
GEORGIA 15/30/10 WISCONSIN 25/50/10
HAWAII 35/UNLIMITED/10 WYOMN3 25/50/20
IDAHO 25/50/15
ILLINOIS 20/40/15 CANADA
INDIANA 25/50/10
IOWA 20/40/15 ALBERTA $200,000
KANSAS 25/50/10 INCLUSIVE"
KENTUCKY 10/20/05 BRITISH COLUMBIA $200,000
LOUISANA 10/20/10 INCLUSIVE"
MAINE 20/40/10 MANITOBA $200,000
MARYLAND 20/40/10 INCLUSIVE"
MASSACHUSETTS 10/20/05 NEW BRUNSWICK $200,000
MICHIGAN 20/40/10 INCLUSIVE"
MINNESOTA 20/60/10 NEWFOUNDLAND $200,000
MISSISSIPPI 10/20/05 INCLISIVE"
MISSOURI 25/50/10 N.W. TERRITORIES $200,000
MONTANA 25/50/5 INCLUSIVE"
NEBRASKA 25/50/25 NOVA SCOTIA $200,000
NEVADA 15/30/10 INCLUSIVE"
NEW HAMPSHIRE 25/50/25 ONTARIO $200,000
NEW JERSEY 15/30/5 INCLUSIVE"
NEW MEXICO 25/50//1 0 PRINCE EDWARD ISLAND $200,000
NEW YORK- 10/20/05 INCLUSIVE"
NORTH CAROLINA 25/50/10 QUEBEC— * $200,000
NORTH DAKOTA 25/50/25 INCLUSIVE"
OHIO 12.5/25/7.5 SASKATCHEWAN $200,000
OKLAHOMA 10/20/10 INCLUSIVE"
OREGON 25/50/10 YUKON $200,000
PENNSYLVANIA 15/30/5 INCLUSIVE"

* e THE FIRSTTWO FIGURES REFER TO BODILY INJURY LIABILITY LIMITSAND THE THIRD FIGURE TO PROPERTY DAMAGE
LIABILITY. FOR EXAMPLE, 10/20/5 MEANS COVERAGE UP TO $20,000 FOR ALL PERSONS INJURED INAN ACCIDENT.
SUBJECT TO A LIMIT OF $10,000 FOR ONE INDIVIDUAL, AND $5,000 COVERAGE FOR PROPERTY DAMAGE.

"+ -INCLUSIVE’ MEANS THAT AMOUNT OF LIABILITY INSURANCE SHOWN IS AVAILASLE TO SETTLE EITHER BODILY INJURY
OR PROPERTY DAMAGE CLAIMS «OR BOTH. WHEN A CLAIM INVOLVING BOTH BODILY INJUTY AND PROPERTY OAMAGE REACHES
THE -INCLUSIVE* LIMIT. PAYMENT FOR PROPERTY DAMAGE IS LIMITED TO $20,000 IN BRITISH COLUMBIA. MANITOBA.

NEW BRUNSWICK AND NEWFOUNDLAND. AND TO $10,000 IN THE OTHER TERRITORIES HAVING -INCLUSIVE" LIMITS.

— + 50/100 IN CASES OF WRONGFUL DEATH

"" « QUEBEC HAS A COMPLETE NO-FAULT SYSTEM FOR BODILY INJURY CLAIMS. SCALED DOWN FOR NON-RESIDENTS N
PROPORTION TO THEIR DEGREE OF FAULT. THE $50,000 LIMIT RELATES TO LIABILITY FOR PROPERTY DAMAGE IN QUEBEC
AND TO LIABILITY FOR BODILY INJURY AND PROPERTY DAMAGE OUTSIDE QUEBEC.

SOURCES: AMERICAN INSURANCE INSTITUTE; INSURANCE BUREAU OF CANADA;
INSURANCE INFORMATION INSTITUTE



YEAR

1978
1979
1980
1981
1982

1983
1984
1985
1986
1987

AUTOMOBILE LIABILITY INSURANCE
(000's Omitted)

EXHIBIT I CHART 3

PRIVATE PASSENGER

WRITTEN
PREMIUMS

$16,047,755
$17,385,444
$18,590,37”
$19,649,912
$21,487,468

$23,349,939
$24,809,382
$28,243,882
$32,972,920
$37,449,134

ANNUAL %
0F CHANGE

8.3%
6.9%
5.7%
9.4%

8.6%
6.3%
13.8%
16.7%
13.6%

COMBINED
RATIO™

98.3
100.8
102.6
108.9
110 .1

1
112.8
118.9
117.9
116 .1

1978 - 1987

WRITTEN
PREMIUMS

$4,335232
$4,716,903
$4,728,913
$4,745262
$4,738,978

$4,736,128
$5,407,281
$7,842,789
$11,108,002
$11,755 444

COMMERCIAL

ANNUAL %
OF CHANGE

8.8%
0.3%
0.3%
-0.1%

-0.1%
14.2%
45.0%
41.6%

5.8%

COMBINED

RATIO*

99.3
104 .4
109.1
117.5
125.6

132.1
142.4
126.3
111.6
107.1

*-BEFOREDIVIDENDS TO POLICYHOLDERS. THE COMBINED RATIO MEASURES THE RELATIONSHIP BETW EEN
PREMIUMS AND INSURANCE COMPANY EXPENSES AND CLAIM LOSSES. ACOMBINED RATIO ABOVE 100 MEANS
THAT FOR EVERY $100 PAID IN PREMIUMS. MORE THAN $100 WENT TO EXPENSES AND CLAIM LOSSES.

YEAR

1978
1979
1980
1981
1982

1983
1984
1985
1986
1987

AUTOMOBILE PHYSICAL DAMAGE INSURANCE
(000*9 Omitted)

PRIVATE PASSENGER

WRITTEN
PREMIUMS

$10,540,718
$11,909,408
$13,086,150
$14,033,370
$15,292,070

$16,974,304
$10,497,769
$21,180,583
$24,198 891
$26,838,193

ANNUAL %
0OF CHANGE

0%
9%
2%
0%

© N ©o©o w

11.0%
9.0%
14 5%
14.3%
10.9%

COMBINED
RATIO*

95.9
100.3
96.6
98.6
101.4

96.3
100.6
98.9
93.6
89.7

1978 - 1987
COMMERCIAL
WRITTEN  ANNUAL %
PREMIUMS OF CHANGE
$2,294 195
$2,628,293 14.6%
$2,746,853 4.5%
$2,713,919 -1.2%
$2,713,417 0.0%
$2,773,199 2.2%
$3,268,035 17.8%
$4.066,138 24 4%
$5,106,615 25.6%
$5,157,198 1.0%

COMBINED
RATIO*

89.5
93.6
95.9
99.8
106.1

105.9
110.9
97.1
§2.1
79.4

*-BEFOREDIVIDENDSTO POLICYHOLDERS. THE COMBINED RATIO MEASURES THE RELATIONSHIP BETW EEN
PREMIUMS AND INSURANCE COMPANY EXPENSES AND CLAIM LOSSES. ACOMBINED RATIO ABOVE 100 MEANS
THAT FOR EVERY $100 PAID IN PREMIUMS, MORE THAN $100 WENTTO EXPENSES AND CLAIM LOSSES.

SOURCE:

AM. BEST COMPANY

INC., BEST'S AGGREGRATES & AVERAGES



EXHIBIT | CHART 4

AUTOMOBILE DIRECT WRITTEN PREMIUMS BY STATE IN 1987
(000's Omitted)

11

PRIVATE PASS.

AUTOMOBILE

STATE LIABILITY
ALABAMA $362,830
ALASKA $77,451
ARIZONA $666,115
ARKANSAS $244,691
CALIFORNIA $6,071,104
COLORADO $576,600
CONNECTICUT $700,939
DELAWARE $127,704
DIST.OF COLUMBIA $86,439
aORDIA $2,344,836
GEORGIA $1,049,085
HAWAII $214,419
IDAHO S113.529
ILLINOIS $1,431,029
INDIANA $621,134
[OWA $262,901
KANSAS - $283,343
KENTUCKY $411,862
LOUISIANA " $641,071
MAINE'! JpS - . r,, . $125,680
, 'm N - "“2(.* o
MARYLAND $1,099,115
MASSACHUSETTS $1,240,909
MICHIGAN $1,195,345
MINNESOTA $723,'592
MISSISSIPPI $213,222
MISSOURI $646,222
MONTANA $98,606
NEBRASKA $157,894
NEVADA $228,409
NEW HAMPSHIRE $176,263
NEW JERSEY $1,942,249
NEW MEXICO $181,472
NEW YORK $2,855,224
NORTH CAROLINA $790,318
NORTH DAKOTA $65,129
OHI0 $1,366,231
OKLAHOMA $371,757
CRB3CN $453,104
PENNSYLVANIA $2,312,841
RHODE ISLAND $109,257
SOUTH CAROLINA $549,876
SOUTH DAKOTA $62,431
TENNESSEE $509,728
TEXAS $2,010,230
UTAH $178,390
VERMONT $64,509
VIRGINIA $956,224
WASHINGTON $732,942
WEST VIRGINIA $221,787
WISCONSIN $550,430
WYOMING $45,300
COUNTYRW IDE $38,659,149

SOURCE:

PRIVATE PASS.
AUTOMOBILE
PHYS. DMO.

$440,933
$53,713
$358,017
$214,488
$3,633,943
$385,492
$486,933
$75,486
$56,072
$1,319,107

$746,489
$103,215
$85,080
$1,281,837
$534,696
$229,723
$263,340
$321,404
« ° $381,602
*YPff $124,016
T r. - »
$517,692
$975,290
. $1,575,199
$397,688
$229,601
$579,912
$67,810
$141,262
$119,317
$172,054

$1,172,916
$147,503
$1,986,209
$626,305
$50,494
$1,081,040
$340,048
$260,175
$1,183,160
$137,782

$364,048
$57,735
$534,501
$1,907,777
$143,048
$68,425
$607,625
$422,287
$184,926
$418,483
$50,755

$27,624,269

INSURANCE INFORMATION INSTITUTE

COMMERCIAL
AUTOMOBILE
LIABILITY

$172,313
$26,091
$163,084
$118,980
$1,491,732
$137,786
$245,899
$45,547
$26,244
$762,260

$358,019
$59,659

$36,501
$517,547
$253,767
$124,226
$110,906
$121,347
$253,264

1 r '$64,756

$288,969
$372,267
$348,703
$214,191
$112,916
$221,754
$46,893
$83,534
$52,954
$70,176

$776,606
$55,875
$1,118,610
$278,638
$25,635
$423,057
$127,292
$130,435
$708,810
$56,366

$123,312
$33,181
$234,260
$689,662
$57,718
$30,592
$291,207
$198,275
$57,309
$195,446
$18,895

$12,548,274

COMMERCIAL
AUTOMOBILE
PHYS. DMG,

$00,348
$7,634
$62,161
$49,818
$591,341
$69,784
$97,946
$17,204
$0,383
$271,563

$133,318
$17,661
$20,926
$231,104
$147,099
$65,606
$67,370
$78,644
$62,894
$33,629

$104,817
$202,714
$235,229
$80,987
$62,192
$109,136
$24,422
$45,235
$20,322
$10,279

$244,765
$29,600
$360,043
$117,267
$16,722
$223,689
$71,409
$61,294
$260,428
$23,526

$51,982
$19,323
$101,470
$302,734
$28,220
$17,444
$104,612
$84,291
$33,944
$105,938
$11,611

$16,901,952

TOTAL ALL
LINES OF INS.

$2,596,553
$622,144
$2,666,487
$1,506,961
$28,716,912
$2,545,997
$3,981,176
$617,343
$710,662
$10,114,380

$5,024,804

$988,689

$620,237
$9,577,137
$3,450,920
$1,827,819
$1,022,168
$2,158,147
$3,263,090

$972,107

$4,024,508
$6,318,505
$7,720,598
$3,646,168
$1,529,852
$3,090,857

$552,437
$1,117,993

$826,337
$1,103,159

$8,930,318
$948,151
$17,047,401
$3,791,336
$427,203
$6,680,921
$2,126,549
$2,064,783
$10,149,393
$944,976

$2,208,953
$433,369
$3,207,038
$12,967,251
$870,090
$478,305
$4,166,127
$3,009,649
$913,996
$3,295,856
$288,240

$199,478,139



BEST"S INSURANCE MANAGEMENT REPORTS £kh Itek_\.]L

Average Automobile Insurance Premiums by State
Ranked by 1987 Premiums per Passenger Vehicle

1067 1986 1905 1904 1903

1087 Avenge 1966 Average 1908 Average 1904 Averege 1943 Averege
Rink Stall Premium (1) Renk Premium Rank Premium Rank Premium Renk Premium
1 Massachusetts 1655 72 4 J555 55 3 1521 40 2 (488 00 3 (416 56

2 Muw Jorsey 634 04 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 85 12 354 35
«5 Nevada 600 04 6 549 19 5 490 75 7 410 99 5 387 92
6 Maryland 597 08 10 506 34 11 423 53 1 374 20 10 356 44

7 Alaska 508 08 2 60245 1 595 44 4 447 34 4 396 11

fl New York 583 69 7 522 06 6 405 07 3 453 26 2 421 70

9 Washington, D C. 579 82 15 463 13 19 305 27 20 339 10 21 301 98
10 I"ennaylvama 568 97 9 51?709 8 46503 0 418 76 6 384 61

e 11 Rhode Island 549 00 12 476 60 15 405 93 17 350 29 17 325 12
12 Delaware 536 96 13 469 15 14 400 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 68 8 515 39 9 443 24 10 401 86 7 383 72
1Q Connecticut 519 93 14 466 09 13 41252 12 37301 14 336 05
16 South Carolina 514 93 20 449 74 17 308 66 14 365 38 15 334 93
17 Michigan 509 28 1 481.07 16 404 63 15 35904 16 328 24
18 New Hampshire 508 85 18 453 10 37 312 34 32 304 55 29 291 00
19 West Virginia 506 81 16 454 65 10 420 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 18 349 73 23 294 67
National Avaraga 486.S0 442 .22 390.04 351.40 322.20
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 456.48 25 416.98 34 318 29 23 326 69 25 292.30
* 25 alllinois - 43946 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 Orogon 435.09 28 396 36 28 349 68 29 306 65 20 302.22
28 Colorado 434.97 21 444 .11 21 379.16 22 329.91 22 301.36
29 Florida 433.91 30 390 50 29 344.98 31 30458 26 291 55
30 Utah 431.01 27 396.78 31 329 96 36 284 22 34 265.58
31 Washington 430.20 29 39386 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 Nonh Carolina 408.42 38 362.36 35 315.75 35 285.78 46 239.36
m37 Vermont 405.36 37 363.97 38 31066 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 41 345.19 36 312.50 34 206.14 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 44 260.60 a7 237.31
43 Nebraska 348.27 45 323.98 44 288.02 41 269.25 38 257.63
44 1daho 345.66 42 344.30 41 300.43 45 256.61 39 248.71
45 Wyoming 345.02 40 347.91 40 307.51 39 281.05 32 277.50
*46 Mississippi 331.16 47 297.25 a7 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 47 243.00 41 247.64
<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

« Indicates stalos which did not have compulsory aulo insurance laws in 1987, according lo Ihe Insurance Inlormelion Institute.
Note: Various lectors may skew results: see text for explanation ol how ligures are calculated.

insured, vehicles. Several statesstilldo states” requirements for minimum adjust figures published in prior
notmandate coverage, and others have limits of coverage. reports to ensure that the best currently
varying degrees of registered, but il— Itshould be noted that each year available information is 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 Feports.
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80/07
Growth
Rank

OO ~NO) UTRAWN —

o

Slats

Wash 0C.
Massachusetts
Maryland
Indiana

Hawaii

South Oakota
Rhodo Island
South Carolina
Delaware
Virginia

Missour
Arkansas

Nonh Carolina
New Hampshire
Tennossee

Now York
Connecticut
West Virginia
Mississippi

. Vermont

Texas
Georgia
Florida
Pennsylvania
Kentucky

Alabama
New Mexico
Wisconsin
Oregon
California

Maine
Minnesota
Washington
Nevada
Arizona

Montana
Utah
Nebraska
Ohio
Kansas

North Dakota
Michigan
New Jersey
[llinois

lowa

Louisiana
Idaho
Oklahoma
Wyoming
Colorado

._Alaska

National Avaraga

Growth of Average Auto Premiums

86/87 85/86
Growth  Growth
Percent  Percent

2520 2021

10 03 6 55
1792 1965
1725 21 07
16.07 8.62
1537 10.61

1519 17.41

14 50 12 76

14.45 14.98

14 24 17.43

14 22 1386

1396 10.58

12.71 14 76

12 31 45,07

12.27 1200

11.01 71.62

11.55 12.99

11.47 6.59

11.41 9.68

11.37 17.16

11.32 11.03

1131 21.01

1112 13.19

1.1 10.12

10.85 14.77

10.15 6.84

9.09 2.64
9.80 20.69
9.77 13.35
9.72 12.82
9.54 12.18
9.47 31.01
9.23 12.04
9.20 10.17
0.69 17.49
8.65 3.50
0.63 20.25
7.50 12.48
7.29 17.05
6.94 10.46
6.87 10.45
5.86 18.89
519 404
5.00 17.56
478 13.55
2,11 16.28
0.39 14.60
0.39 7.70
-0.83 13.14
-2.06 17.13
b fopry 118
10.01 13.38

Five Years, By State

84/85
Growth
Percent

13.61
605
13 10
10 99
19 46

832
15 88
9.16
16.35
15 64

14.38
12.16
10.49
2.56
10 74

7.02
10.59
533
8.18
6.71

3.03
21.80
13.27
11.05
19.97

16.30
13.03
10.32
14.03
18.93

4.67
-2.57
1124
19.04
11.27

14.59
16.09
6.97
7.21
9.21

14.43
12.70

2.54
13.85
-6.55

10.30
17.07
2.91
9.42
14.93
33.1

10.98

83/84
Growth
Percent

1230
17 14
498
362
-3 14

230
771
909
8438
4.50

842
18.60
19.39

4.65

9.65

748
11.00
13.63

424
12.46

8.49
6.37
447
8.88
1.1

11.92
31.99
13.84

146
13.20

9.58
177
7.65
8.01
1966
26.59
7.02
451
9.82
1.57

-1.87
9.38
8.55
1.61
347

4.73
3.18
14.32
1.28
9.47
12.93

9.08

Note: Various (actors may skow results; see text lor explanation ol how figures are calculated.

62/83
Growth
Percent

14.37

908
1192
14 43
-1 09

374
802
9.39
9.06
6.00

1045
12.85
13.59
11.02

8.93

9.59
9.89
340
11.26
-0.97

10.65
11.99
10.41
144
6.72

5.05
7.45
7.09
3.79
4.36

6.27
2.35
3.83
0.90
17.52

-1.54
581
4.18
488
595
2.66
6.92

1433
553

-3.00

4.11
7.55
15.73
5.00
5.01
M
799

82/07
Growth
Porcent

119 62
7170
07.40
80.80
4528

46.70
82 40
68.17
01.15
71.98

1487
89.29
93.02
94.14
66.31

51.68
70.02
4703
53.30
55.08

52.07
95.43
64 .31
58.94
80.97

60.91
80.80
78.23
4943
74.05

49.78
59.84
52.17
56.08
99.63

60.61
7172
40.84
55.05
38.83

36.07
65.88
39.25
50.70
11,59

4370
4947
4722
30.55
51.56
66.31

63.06

Number of Companlee
Writing In State

1987

166
169
263
353
105

209
177
184
187
203

324
251
216
164
316

259
216
190

-267

170

403
336
370
204
283

283
246
311
257
374

105
284
274
207
299

190
220
254
346
276

211
236
213
384
290

319
211
286
176
303
124

1,120

986

178
170
262
356
103

218
179
191
185
277

328
257
225
170
312

270
226
199
267
181

405
331
365
294
286

294
250
310
265
375

184
287
260
216
297

195
221
251
343
284

221
251
228
380
298

320
222
281
173
302
128

1,097

Net Change

-12
-1

1
-3
2

_;;Oﬁclom-b G)N\INLO

-11
-10
-1

-11

CHP— —00, P>

'
' — —

.
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BEST'S INSURANCE MANAGEMENT REPORTS - > * EEEA |

Some Auto tnaurera Retreat _
~ Over the past five years, writers of private passenger auto
insurance have shifted their business in and out of states. While
the total number of individual companies wrlt_mﬁ private
assenger auto increased from 1,088 to 1,-120), a slight majori-
of the states experienced a net decrease of insurers wrltmg
auto business. The District of Columbia and 26 states each ha
a five-year decline of writers, as shown in the table below.
This table supplements last week’s On-Line Report,
"Average Auto Premiums by State," which showed a one-year
change of writers.

Number of Companies

Writing In State Net
State 1987 1982 Change
Alabama 283 301 -18
W luki 124 132 -8
Arizona 299 291 8
Arkansas 251 264 -13
California 374 359 15
Colorado o 303 307 -4
Connecticut 216 212 4
Delaware 187 196 -9
Wuh. D.C. 166 173 -7
Florida 370 348 22
Georgia 336 315 . 21
Hawaii 105 105 0
|daho 211 233 -22
Dlinoia 384 374 10
Indiana 353 348 5
lowa 290 295 -5
Kansas 276 267 9
Kentucky 283 288 -5
Louisiana 319 309 10
Maine 185 183 2
Maryland 263 237 26
Massachusetts 169 181 -12
Michigan 236 273 -37
Minnesota 284 285 -1
Mississippi 267 259 8
Missouri 324 320 4
Montana 190 203 -13
Nebraska 254 255 -1
Nevada 207 220 -13
New Hampshire 164 177 -13
New Jersey 213 229 -16
New Mexico 244 254 -8
New York 259 279 -20
North Carolina 216 226 -10
North Dakota 211 213 -2
Ohio 346 324 22
Oklahoma 286 267 19
Oregon 257 256 1
Pennsylvania 284 273 1
Rhode Island 177 183 -6
South Carolina 184 209 -25
South Dakota 209 222 -13
Tennessee 316 297 19
Texaa 403 385 18
Utah 220 230 -10
Vermont 170 178 -8
Virginia 283 269 14
Washington 274 265 9
West Virginia 198 191 7
Wisconsin 311 286 25
Wyoming 176 182 -6

National Total 1,120 1,03* 82

£ yUAJTF hi

EXECUTIVE NOTES

American Banker* Insurance Group

. Jay Fuchs was promoted to executive vice '&r_eﬂdent, finan-
cial markets, of American Bankers Group, Miami. In other
management changes, Bonnie Blackburn was named senior vice
president, marketing services; Darrell Gambero was appointed
senior vice president, manufactured housing and consumer
finance; F. Thomas Hayes was named senior vice president,
retail and special marketS; Stanford Neubarth was named senior
vice president and secretary, corporate planning and acquisi-
tions; and Stephen Williams was appointed senior vice presi-
dent, regional sales.

Fred. S. James & Co.

~Quill 0. Healey was elected president and chief operating
officer of Fred. S."James & Co., New York. He previously-,
served as group director of the company’s retail office* in the
eastern United States. Appointed executive vice presidents in
the Chicago office are John E. Doerr, former president of Dogrr,
Bums & Associates; James M. Herrmann, previously senior
vice president and sales manager for large accounts; and William
R. Storie, former senior vice president. _
Appointed senior vice presidents in the Chicago office were
Cynthia L. Ferrara, most recently a vice president, human
resources, Patricia A. Sacony, former vice president, finance;
Kenneth Gladkowsld, prevmuslg, a vice presicent and account
executive and Terry R. McCubbin, who most recentIY served
as]E %?ptr_ty managing vice presicent at Alexander & Alexander
of St. Louis.

AMBAC Indemnity _ _ _

H. Russell Fraser is stepping down as president and chief
executive officer of AMBAC Inc. and AMBAC Indemnity, New
York, effective January 1 He will remain on the boards of AM-
BAC Inc., AMBAC Indemnity and Capital Markets Assurance,
New York. All are subsidiaties of Citibank, N.A.R. Daniel
Massey, currently senior executive vice president of AMBAC,
will become the new president and chief executive officer of
AMBAC and AMBAC Indemnity.

Financial Guardian Group _ _

Darrell Prater was promoted to president and chief
operating officer of Financial Guardian Group, Kansas City,
Mo. Inother management changes at the company, Frank Wit-
thun was elected executive vice president, Ken Schultz was
named vice president and treasurer and Dick Juntunen was ap-
pointed senior vice president.

First Tranaamarlca Life

_Joseph Flanagan was named president of First Transtmerica
Life Insurance, a New York-based affiliate cf Transaroerica Life
Insurance Companies. He most recently served as the company's
executive vice president and chief operating officer.

(continued otTSupplement)



Arvcherage, T-)atilv[ Nevtfs
Uninsured drivers still Tiable >
fordamages incaraccidents

By MARILEE ENGE state st|II has insurance re- tafflc accident | IR which the
Daily News reporter qunemens mage Is more than. gr
AIthouah Alaska’s - Greg Stewart, i W %h someofe Is mHure
datory altg, insirang oL O &UC g Po ho ust Mok av zbility fq pay
expircd a F artments traft nit, damages. it
drivet e ff leqally, - dp NERLD a8 mlsta en-. for, U damages I|ab|I|%
sponsiple-for dama ey pad g et ey 10 lopger are’  INSurance must post. g cash

use in automo e Akt s Xh Tnanc,éﬁ Wit

dents, accordin by R f.of
g’l cor& D T8 on5|0| when they State, submit 5500 o Al
ehlc cause acciaents. Vionot ”[]{1

smﬁ clor reément to
as ans «are no o'| IHVGSU ated an aC%J-’ aw a?\?ersvc\)lws not' at fault
required to carr |I&B@ pt tQ a]g ere UXSI or o tain a release f romﬁla—
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On December 22, 1988, Laura Fleming from Senator Eliason's office called for some
statistical information concerning the Financial Responsibility (FR) and Manda-
tory Insurance (MI) Laws. Thus, the following information was compiled. An
important item to keep in mind is that suspension notices are sent under the FR
Law only to uninsured drivers who were at fault and caused damage to another
person's property. Under the MI Law the notices are sent to all wuninsured

drivers regardless of fault, or whose property was damaged.

1981: Accidents involving 25,380 drivers were processed.

2,616 FR suspension notices were generated, which was 10.3% of the

drivers.

22% of those suspended never complied with the law and the suspensions
were terminated three years after the effective date. This is 2.2% of

the tota , drivers involved in accidents.

1982: Accidents involving 31,812 drivers were processed.

2,749 FR suspension notices were generated, which was 8.6% of the

drivers.

22% of those suspended never complied with the law and the suspensions
were terminated three years after the effective date. This is 1.9% of

the total drivers involved in accidents.

1983: Accidents involving 34,428 drivers were processed.

3,320 FR suspension notices were generated, which was 9.6% of the

drivers.



30% of the those suspended never complied with the law and the suspen-
sions were terminated three years after the effective date. This is

29% of the total drivers involved in accidents.

Accidents involving 35,820 drivers were processed.
3,326 FR suspension notices were generated, which was 9.3% of the

drivers.

30% of those suspended never complied with the law and the suspensions
were terminated three years after the effective date. This is 2.8% of

the total drivers involved in accidents.

Due to the change in procedures incorporated with inception of MI Law,
FR figures are incomplete for this year. Partial year figures reflect
that for accidents involving 26,098 drivers, 1,743 FR suspension

notices were generated, which was 6.7% of the drivers.

Accidents involving 32,559 drivers were processed.
2,027 FR suspension notices were generated, which was 6.2% of the

drivers.

3,415 MI suspensions generated as a result of accidents remained in
effect for the full term, which reflects 105% of the drivers did not

submit proper proof of insurance.

Accidents involving 28,444 drivers were processed.



1988:

NOTE:

1,713 FR suspension notices were generated, which was 6.07. of the

drivers.

2,770 Ml suspensions generated as a result of accidents remained in
effect for the full term, which reflects 9.7% of the drivers did not

submit proper proof of insurance.

(Partial Year) Accidents involving 21,963 drivers were processed.
1,322 FR suspension notices were generated, which was 6.0% of the

drivers.

1,826 MI suspensions generated as a result of accidents remained in
effect for the full term, which reflects 8.3% of the drivers did not

submit proper proof of insurance.

1985 through 1988 figures do not reflect the number of FR suspensions
in which the driver nevercomplied with the law, thus, the party
receiving  the damages may not have been compensated. The figure for

1985 will not be available due to changed in record keeping pro-
cedures. For the other years, the figures will not be available until

three years elapse following the suspension.

It should also be noted thatsome of the FR suspensions were voided due
to the driver being able to prove there was insurance in existence to
cover the accident. Compliance with the law can also be accomplished

by obtaining a release from, or entering into a settlement agreement



with, the person who suffered the loss. Statistics were not maintained

to reflect the method n person complied with the law.

It should also be noted that the FR suspensions include only those
generated when accident reports were worked or reviewed. They do not
Include unsatisfied judgments, defaults, etc., which is generally an
additional suspension to a driver who was previously suspended when the
accident report was originally reviewed, however, under a different
section of the law.
Another figure requested was the number of court suits initiated as a result of
uninsured accidents, and whether or not these would change as a result of no Ml
law. 1 am unable to provided figures concerning this subject. There has defi-
nitely been an increase in civil cases the past couple of years, which I believe
is a national trend. DW has noticed a large increase in unsatisfied judgments
and defaults on confession of judgment. This specific increase had nothing to do
with the MI law. However, with it's repeal, and the possibility of more unin-
sured, the likelithood of an additional increase in civil suits in cjurt is quite

possible.

For informational purposes our figures reflect that the number of drivers who
were not insured when involved in motor vehicle accidents prior to the inception
of the MI law are as follows:

1984 - Not available

1983 - 19%
1982 - 20%
1981 - 21%

Bill Brown

Chief of Driver Services
Division of Motor Vehicles
465-4335



Automobile Financial Responsibility/Compulsory Limits

Liability Liability
Sale Lamrt* Stole Lixniti*
Alabama 20/40/10 Rhode Island 25/50/10
Alaska 50/100/25 - South Carolnr 15/30/5
Arizona 15/30/10 South Dakota 25/50/25,
Arkansas 25/50/15 Tennessee 15/30/102
California 15/30/5 Texas - 20/40/(5
Colorado 25/50/15 Utah 20/40/10
Connecticut 20/40/10 " Vermont 20/40/10
Delaware _ 15/30/10 Virginia 25/50/10
District ol Columbia 25/50/10 Washington 25/50/10
Horida 10/20/5 West VrgHa 20/40/10
CGeoga 15/30/10 Wisconsin 25/50/10
Hawali 35/unltrnted/I0 Wyoming 25/50/20
[dalio 25/50/15
Illinois 15/30/10° CANADA
frig a0 Alberta 5200000
Kansas 25/50/10 " : inclusive
Kentucky 95/50/10 British Columbia 5200.099
Louisiana 10/20/10 : Inclusive
Maryland 20/40/10 New Brunswick ndlisiver™
Massachusetts 10/20/5 ew Brunswic IOptpes
Michigan 20/40/10 neusive
Minnesota 30/60/10 Newfoundland 5200;092
Mississippi 10/20/5 B Inclusive
Missouri 25/50/10 - o Northwest Territories _ 550,099
Montana 25/50/5 . inclusive
Nebraska 25/50/25 Nova Scotia 5200000
Nevada 15/30/10 . inclusive
New Hampshire 25/50/25 Ontario 5200.000
New Jersey 15/30/5 , , Inclusive
New Mexico 25/50/10 Prince Edward island ] 5200.09Q
New York 10/20/5' inclusive
North Carolina 25/50/10 Ouobec 550,000
lorth Daota 25/50/25 ' (fmpe”yl
125/25/75 S alnage-
Iahoma 16720710 askatchewan 5200, 000
?f 25/50/10 Yk '”g'zugg’gss
ukon \
Pennsylvama 15/30/5 Inclusive™*

*7be firat two figure* trier to bodily injury liability limit* and the third figure lo property damege liability. For eiyjmple, 10305
Beam coverage up lo 120000 for all peraooa injured in aa accident, eubjert B a limit of SIQ100fcr on* bdiridual; and 1S/XX)
coverage for property darmege.

++ “Induarve” meant that the amount of liability mnraoce abovm a available Is Kttie either bodily injury or property damege
dumi— or both. When aclaiminvolving both bodily injury and property damege trochee the ““induahre” Kuril, payment for proper’
ty damage ia limited lo SSPOO in Northotat Temtorim; lo SX¥100n Brisko Cohmbm, Manitoba and Newfoundland and lo
110/XX) In the other ternloot* having “inclusive” lirmit*

*J¥100 in caeca of wrongful death .
a. of Jan. 1.1967,25/50110* of Jan. 1.1990. .,

bee h * aeornple* uoftuh tysaemfor bodily inpny daimea, waled down foreeeeeidie* ia proportioa |* their degree ofteak
SSO/XX) limhrelai* to liabibty furdamage lap- ty in Quebec and lo fabibty for bodily injury and property damege oat:
al

Soures: American ireurinc* Asaodabort; ktturanca . oi Cmfc.



. keep state-by-state accident comparison fig- : .r.i. L ike Alaska, New Jersey has a high manda-
Alaska drivers pay ustashone fena o Hno of (o hisapsttanins . S i P
2nd-H 10 hest rates 26 deaths ner 100,000,000 vehicle mites Alas. drVING UP AlaSKa S TATES TS;  the nations So many, in fact, that the state has

developed a joint underwriting association to

. k|
. ka’s rate is 20. . the COSt Otauto repa”. ' « . accommodaté them all." With the number of
forauto insurance ot o b gy - " A oo 0

! fepalr. L~ T running a massive. deficit, Rosenberg explains,
Bv DEBBIE McKINNEY must be shipped up to Alaska via air freight  state legislature this year, the law will be-  Insurarce companies are sticking regular driv
y or barge. And because wages are high in  come defunct as of m|dn|ght Dec. 31, Once it . ers with a surcharge to help Dail out these
Daily Nows reporter _ Alaska, auto repairmen generally chart};e more  does, Sims expects rateS to go higher as, — assigned-risk drivers.
; Alaska has the dubious hor having the ~ for their services than their” counterparts  drivers start to drop their insurance. When an \ The real source of agaravation for Calif
second-highest auto insure v.t _ates in the  Outside. uninsured driver is involved in an accident ¥ . ' IE4 SOXTCR OF ?tg toeis Los Ar?gle?ers:

Country. Only New Jersey’; are higher. Alaska also has one of the highest mandato- ~ with an insured driver, the insured driver’s - . -

;I Theaverage national adto insurance premi- r% liability limits in t_hg_e nation — insurance company, effectively, does the bail- trﬁ.‘SIdetnhts farhmolr_e tollnsuhre th_elrthveh{c{es
um is $440.60 a year. While New Jersey  $50,000/$100,000 for bodily injury per acci- ing out. The only way for insurance companies -Inglr}rané)eserg\\,/otljte;\s/evfasnetwraetrees Igaseg %ﬁ eé
residents pay an average of $603.50 a yeaf,  dent, and $25,000 for property damage —as  to recover their losses is by charging higher statewide average, which means rates would

Alaskans pay $602.50. California has” the  set by the Alaska legislature. Bob Sims,  premiums. , -
third-highe[s)t rates al $568. lowa has the market analyst with the state Division of The reason New Jersey’s rates are high is ?grdeovvgp g%re Le?sseAngeIes residents and go up
lowest at $244. Insurance in" Juneau, attributes these stan-  partly due to the fact that its population y :

-Icy roads, driving in the dark and other  dards to hi%h medical and auto repair costs.  density is higher than any other state in the Now for the good news locally. Alaska’s
dangerous conditions play a minop-r-eie‘in the ~ In 1985 Alaska passed a mandatory auto  union, "Thatjust means you have more people ~ auto insurance rates actually dropped this
cost of insuring a vehicle in .Alaska. The insurance law, which put a lot of marginal ~ bumping into each othér more often,” says_ year. They are down 2% Ipercent to 3 percent
fNational Safety Council in Chicago, Jrhich  and hlgh-rlsk drivers = the insurance pool. ~ Marc Rosenberg, of the Insurance InformationT ,* from last yea* due to a slight decline in auto

complies highway safety statistics, does not  Since the m mdatory insurance bill died in the  Institute in Washington, D.C.. repair claims.



Senate to

By REP. DAVE DONLEY

Alaska’s roads will be even dicier to drive
than usual this winter because it will be
twice as likely that the car sliding into you
on an icy street will be uninsured as well as
out of control.

Alaska's mandatory auto Insurance pro-

ram will end on Jan. 1because the Alaska

tate Senate chose to kill House Bill 44, a
measure that would have saved it. What does
that mean to ¥ou and me? A large increase in
the number of uninsured drivers on the road
and a likely increase in the cost of insurance
for the res[JonsmI_e rest of us.

In 1984 the legislature adopted a mandato-
ry automobile insurance program. Some leg-
iSlators opposed it. The insurance companies
opposed it. The der[])artment of public safety
wasn’t any too happy about having to
administer’it.

Some Alaskans felt that the state
shouldn’t require people to purchase insur-
ance and there was a real concern that a
mandatory program would raise insurance
COStS.

So Alaska’s program was narrowly tai-
lored to require minimum enforcement cost
to the department and minimum paperwork
to the industry and to the consumer. There
was also a “sunset” clause requiring the
legislature to adopt new legislation to con-
tinue the program or allow 1t to die on Jan.
1, 1989. _

“Unfortunately, that’s just what the Senate
did this ¥ear — they let the pro%ram die bly
refusing to allow HB 44 to come to a vote. It
didn’t just fall through the cracks during the
chaos of adJoumm.nt either. The House
adopted HB 44 unanimously the first day of
the 1988 session. o

HB 44 would have passed if it had been
brought to the floor, but the Senate leader-
ship didn’t want that to happen. So they
killed it by allowm?_ the sun to set in the
dark, away from public review.

b lam e

for

Recent statewide polls show that 80 per-
cent of Alaskans support the mandatory auto
insurance program and want it strengthened
to require proof of insurance "ulp front" in
order to register your vehicle. Alaska’s auto
insurance rates have not increased since the

death

0 f

law went into effect. In fact they have,
dropped twice in the last three years.
More importantly, our mandatory insur-
ance program has cut the number of unin-
sured drivers on Alaska’s highways in half
— to less than 10 percent today — one of the

Insurantce

la w

lowest rates in the nation. _

_ Before Alaska’s mandatory insurance law
it was estimated that as many as 40 percent
of our drivers were under or uninsured. And
that was in the boom times. Just how high
will that number go, given our current
economy, when Insurance is no longer re-
quired? Those Alaskans who own cars will
have to scramble to purchase under and
uninsured motorist insurance, the cost of
which is sure to increase dramatically. Alas-
kans who don't own cars will not be protect-
ed against uninsured drivers unless _they
purchase expensive health and income insur-
ance.

So the program is a clear success, the vast
majority of Alaskans want it, and the conse-
quences of ending it are several. So wh
would the Senate choose to put us all at ris
by killing a program that works so well? |
don’t know, but we shouldn't let them get
away with it. _

Local newspapers would have you believe
that Sen. Eliason from Sitka, chairman of
the Senate Rules Committee, killed the bill.
But the real responsibility lies much closer
to home. _

Alaska’s auto insurance program would
not die if the Senate leadership wanted to
save it. It is the Republican senators who
make up the leadership who pull the strings
in the Senate and this time they pulled n
&avor of special interests and against Alas-

ans.

But you can do something about it. If you
read this bjfore the governor calls a special
session, you can ask him to put Alaska's
mandatory automobile insurance program on
the agenda. If the Senate won’t responsibly
ﬁrotect Alaskans from uninsured motorists,

opefully the governor will.

O Dave Donley of Anchorage represents District
11-A In the House of Representatives.
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S enator
By JOHN LINDBACK

Daily News reporter

- JUNEAU —Alaska’s mandatory car
insurance law is scheduled to die Jan.
1 because a powerful state senator
killed a bill to keep it alive.

When the 1984 legislature passed the
law, it appeased the idea’s most vocal
critic, Sen. Dick Eliason, R-Sitka, by
tacking on a sunset provision: The law

would die Jan. 1, 1989, if the legisla-

ture didn’t renew jt. _
On the last night of the session,
*Eliason, chairman of the Senate Rules
Committee, held in his committee a
House bill to continue the law. All

b uriles

bills must pass through the rules com-
mittee on their way to the floor for
votes. _

The House had passed the bill 38-1
early in the session. )

“lwasn't being vindictive about it,”
Eliason said Thursday. “l was just
dom% my job." He said he killed the
law because of a report last year by
the Department of Public Safety that
cited problems and costs with adminis-
tering it. _ _

Besides, he said, “It's been a non-is-
sue on the Senate side. | only had a
coHJ_pIe people talk to me about it.”

he law was passed in 1984 after

C al

oonw  t?start
Vworkouts

I Sport8/PaaeB-1

ANCHORAGE, ALASKA, FRIDAY, MAY 13, 1988

In S U ra

years of complaints from Alaskans

about accidents with uninsured driv-

ers. (Under it, drivers involved in
accidents and serious traffic violations

must show proof of insurance to po-

lice. Those without such proof can
have their licenses suspended. The law
re8U|res vehicle owners to carry
$50,000 coverage for single injuries,
$100,000 coverqae for multlgle injuries
in a single accident, and $2
age for property damage. Rural areas
are exempted.

The state shouldn’t force, eopple to
buy insurance, Eliason said. People
can protect themselves because' the

,000 cover-

nce Jlaw

state requires insurance companies to
offer Alaskans uninsured-driver pro-
tection in their standard policies. Un-
insured-driver provisions add little to
the total cost of insurance, he claimed.

The prime._ sponsor of this year’s
House bill, Rep. Dave Donley, said
state statistics show the law is work-
ing. The statistics say the number of
uninsured drivers involved in acci-
dents has dropped from about 20 per-
cent to about 10 percent since the law
went into effect. =

"It wasn’t like it was a turkey,”

See 8ack Page, INSURANCE

- 1Twir-

A

PRICE 25 CENTS

Anchorage Daily News/Bob Haffreo

Sen. Dick Eliason
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HEART

Continued from Page A-1

blood through the circulatory
system. _

But doctors have implanted
artificial hearts In many pa-
tients to keep them alive un-
til donor hearts have been
available for transplant.’

Although laboratories and
hospitals reliant on federal
funds will no longer be able
to develoi) and experiment
with total artificial hearts,
privately financed institu-
tions will not be affected.

Among the latter is Hu-
mana-Audubon Hospital, .in
Louisville, Ky. The artificial
heart proPram there, support-
ed entirely by private funds,
is directed by Dr. William
DeVries, the surgeon who P_er-
formed the first implantation
of what was intended as a
permanent artificial heart_ in
a human being. The operation
was performed in 1982 on
Barney Clark, who died three
months later.

The NIH said that although
the government had contrib-
uted nearly $240 million to
the development of an artifi-
cial heart since 1964, the $2.7
million approgrlated this
year would be the last. From
‘now- on, a spokesman said,
research funding would focus
on the development of left
ventricular assist devices,
which will not only be used to

assist patients awaiting the”seorchers, saying the decision

transplant of a natural heart;
but may lead to further artifi-
cial heart development. When
a left ventricular assist device
has been perfected, a device
more closely approximating a
complete heart may be the
next step. _

In a statement attributed

Research

SR i T Rt PG eniment ™ RAEIH i WAL P

Inspect more tfian' 1 percent of
thosé containers

eUoid. chnuinem :fiindve in_its
polrt*})'mward "Sid e € containers

loses federal funding I NS UR ANCE Senator ends requirement
rant permission for each . .
sguch opp ratjon in advance. If, . ., Continued from Page A-1 loses only his or her license. cost-effective.” During the
Jarvik-7 E,BS no‘f gear V‘{j-]et e;.—iheng [ [Ph . "It doesn't do muﬁh tf)rth first full fiscal year it was in
A ww*prohl itany! pWe’said ursday:as‘;h]e Herson,—rwﬂ:q gets ur zana effect, the law  cost law en-
Jarvik-7 mimics the human heart, - ®*  « = + 0esnt'get;, compensated, forcement agencies and the

using machine-driven air',  y.&<,
pressure to Eump blood "-mK
throughout the body. Itis a
permanent replacement (or the

Bamaged human neart that the decision "does not

affect FDA approval for"the]
n }% L]

Blood collecta In moment.” ¢ u",

inner sac before
air pressure

forces it out carbon

valves

be

.jtemporary replacement ¥6&

“.thevpatlent’s nra:!arrﬂfl;h earFJ'

while"another Human U
was'being sought.
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to be installed Permane_ntl in -
a patient was the Jarvik
a_compressed-air powered de-
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while he was a medical stu-
dent at .the University of
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SUMMARY OF RESULTS

The average premium consumers pay Tor their automobile
insurance rose by more than 60 percent between 1982 and 1987
more than three times the increase iIn the Consumer Price Index.
These large 1increases reflect the interaction of a number of
factors, all tending to iIncrease the frequency of claims and the
costs of paying those claims. This 1s no comfort to consumers,
however, who have made their concerns clear at the voting booth.

Proponents of no-fault insurance have long believed that a
properly designed no-fault plan offers at least a partial solution
to the problem of spiraling insurance costs. However, quantitative
estimates of the potential savings to consumers have not thus far
been available. Previous studies (in particular, a comprehensive
1985 U.S. Department of Transportation review of the no-fault ex-
perience) have focused primarily on the many advantages of no-fault
for accident victims, and have not produced estimates of lower
premium costs.

This study systematically investigates the effect of no-fault
systems on average premium levels. The principal finding, based
on analysis of data from all 50 states plus the District of
Columbia on the determinants of automobile insurance premiums, Iis
that verbal-threshold no-fault plans yield substantial savings to
consumers in the form of reduced premiums. On the basis of 1987
data, the most recent available, we estimate that adoption of such
no-fault plans nationwide would yield annual savings to policy
holders of $3.7 billion.



Only three states — Florida, Michigan, and New York —
currently have such verbal-thresholdplana, that permit accident
victims to make claims under the traditional fault system only in
the event of a very serious iInjury. An additional eleven states
have dollar-threshold plans that afford accident victims much
greater ability to make fault-based claims. The results presented
here 1indicate that these dollar-threshold plans do not offer
comparable savings potential.

The actual effectof verbal-threshold no-fault on any
individual®s rate would depend on a complex set of factors that
insurance companies use to try todeterminethe riskiness of
individual drivers, including the driver®s age, sex, marital
status, driving record, and where he or she lives. The actuarial
process by which insurance companies develop their rate structures,
and the effect of no-fault on specific rates, 1is beyond the scope
of this study. However, the range of potential savings would be
large. It is reasonable to conclude that some households could see
declines in their annual 1insurance bills of as much as several
hundred dollars, 1if verbal-threshold no-fault plans were adopted

in their states.
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. INTRODUCTION

The average premium consumers pay fTor their automobile
insurance rose by more than 60 percent between 1982 and 1987
more than three times the increase in the Consumer Price Index.
These large increases reflect the interaction of a number of
factors. For example, the frequency (number of claims per car) of
bodily i1njury claims increased by about thirteen percent (between
1983 and 1987). Medical costs increased by 40 percent (between
1982 and 1987) — more than twice the change in the overall cost
of living. And, automobile thefts per registered car increased by
almost fTive percent (between 1982 and 1986).

Given these trends iIn the frequency of claims and the factors
that go i1nto paying those claims, it comes as no surprise that

premiums have been rising rapidly. This i1s no comfort to con-
sumers, however, who have made their concerns clear at the voting
booth. Proposition 103, passed recently by California voters,

calls for a 20-percent rollback In premium levels.

Proponents of no-fault insurance have long believed that
properly designed no-fault plans offer at least a partial solution
to the problem of spiraling insurance costs. However, quantitative
estimates of the potential savings available to consumers have not
thus far been made.

Previous studies (in particular, the May 1985 Department of
Transportation report entitled Compensating Auto Accident Victims:
1984 Follow-Up Report on No-Fault Auto Insurance Experiences) have
demonstrated many of the other benefits of no-fault for consumers.
Specifically, more accident victims receive compensation in states
with no-fault plans than in the traditional iInsurance states. In
addition, the compensation is on average higher and made available
to beneficiaries more rapidly under no-fault systems. The DOT
report did not, however, estimate the effect of no-fault on the
premiums consumers pay-



This study systematically iInvestigates the effect of no-fault
systems on average premium levels, and yields estimates of the
total savings to consumers that would result if no-fault iInsurance
were adopted nationwide.

M. NO-FAULT INSURANCE

All no-fault plans have a number of different provisions and
no two states have adopted plans that are identical in all
respects. However, each of the fourteen states generally con-
sidered a no-fault state has an insurance plan with the following
two principal defining characteristics:

1. Restricted access to the tort system. In no-fault states,
accident victims are precluded from making claims on other
drivers unless their accident-related costs exceed a specified
threshold. In eleven of the fourteen no-fault states,
accident victims are permitted to make claims under the
traditional tort system only if their accident-related medical
costs are above a specified dollar-threshold level. These
dollar thresholds range from $400 to $6,000. Three of the no-
fault states have adopted verbal thresholds, which permit
access to the tort system only i1f the accident victim has
suffered a very serious Injury. The fTollowing table clas-
sifies the no-fault states according to the type of threshold
they have adopted.

NO-FAULT VERBAL-THRESHOLD STATES

FLORIDA NEW YORK
MICHIGAN



NO-FAPLT DOLLAR-THRESHOLD B8TATES
(1987 dollar amount of threshold in parentheses)

COLORADO ($500) MASSACHUSETTS ($500)
CONNECTICUT ($400) MINNESOTA ($4,000)
GEORGIA ($500) NEW JERSEY ($1,700)
HAWAIl ($6,000) NORTH DAKOTA ($2,500)
KANSAS ($2,000) UTAH ($3,000)

KENTUCKY ($1,000)

2. Mandated purchase of personal iniurv protection (PIP)
insurance. All of the no-fault states listed above mandate
that drivers purchase PIP insurance, which provides compensa-
tion for medical expenses, lost wages, and other non-pain-and-
suffering costs, in the event of an accident.

Twelve additional states plus the D istrict of Columbia — the
"add-on" states — have adopted some elements of no-fault, without
lim iting access to the traditional fault system. Some of the add-
on states require that drivers purchase PIP, and all require that
insurance companies offer such protection. The following states

require purchase of PIP by drivers:

STATES REQUIRING PURCHASE OF PERSONAL INJURY PROTECTION

COLORADO KENTUCKY NORTH DAKOTA
CONNECTICUT MARYLAND OREGON
DELAWARE MASSACHUSETTS PENNSYLVANIA
FLORIDA MICHIGAN SOUTH CAROLINA
GEORGIA MINNESOTA UTAH

HAWAII NEW JERSEY

KANSAS NEW YORK



I11. EFFECT OF NO-FAULT ON PREMIUMS

IT no-fault iInsurance reduces unnecessary litigation expenses
and claims for nonpecuniary costa (i.e., pain and suffering), the
savings should be passed on to consumers in the form of lower
premiums. It would, however, be i1nappropriate to estimate these
savings simply by comparing the premium levels iIn the no-fault
states with those iIn the traditional states, because of the many
other factors that are important iIn determining premium levels.
If we did not control for these other factors, estimates of the
effect of no-fault on premiums might be seriously biased. Multiple
regression analysis is a statistical tool designed to isolate the
impact of each causal variable on average premiums and eliminates
this potential bias.

To test the hypothesis that no-fault leads to lower premiums,
we constructed a multiple regression model that relates average
insurance premiums In each state to a variety of factors, including
whether the state has adopted a no-fault plan and the characteris-
tics of that plan, as well as other important determinants of
accident costs and insurance premiums. By appropriately control-
ling for the many other factors that influence automobile i1nsurance
premium Hlevels, we can isolate the effect of no-fault and its

component elements.

Average iInsurance premiums are defined as total premiums —
including private passenger auto liability, physical damage and no-
fault premiums — divided by the number of registered cars. The
model controls for the following factors that would be expected to
have a significant effect on the costs of automobile accidents and,
therefore, on premium levels: automobile accident fatality rates,
auto theft rates, hospital costs, automobile repailr costs,
population density, the percent of cars that are insured, and
personal disposable income.

Controlling for these factors, the model then estimates the
price impact of no-fault plans by including factors that indicate



whether a state is a no-fault state and the |V, -1 an
adopted. Specifically, no-fault plans are
NN | it t/e(

whether a state has a tort liniita (| |

if 1t does, whether the limitatic a
dollar-threshold limitation, 01 «Cl Uta -l cMiiuld

limitation; and
- whether purchase of PIP iInsurance is required.

The model was run separately using data for 1986, 1987, and
"pooled"™ 1986-87 data. All the data series used are standard for
insurance studies of this type and are publicly available. The
model, data sources, and the results obtained are discussed in more
detail in the attached appendix.

The model generally fTits the data quite well, explaining
between 76 and 80 percent of the variation iIn average premiums.
As expected, factors that influence accident-related costs (whether
insured or not), such as fatality and theft rates and hospital
costs, are important determinants of average premium levels.

With respect to the no-fault variables, the principal results
are as fTollows:

Not surprisingly, limiting access to the tort system can
be expected to decrease average premiums, while requiring
the purchase of PIP iInsurance can be expected to increase

them.

Adoption of a dollar-threshold no-fault plan may yield
savings, but these savings would be small relative to
those possible from a verbal-threshold plan. The effect
of a dollar-threshold tort limitation on premiums, while
tending to reduce them, 1is not statistically significant
at a high confidence level.



on the other hand, the effect of a verbal-threshold tort
limitation i1s substantial and statistically significant
at a high confidence level.

The negative effect on premiums of a verbal-threshold
limitation outweighs the positive effect of requiring the purchase
of PIP, so that the net effect of the two*is a reduction iIn auto
insurance premiums. On the basis of 1987 data, the most recent
available:

The net effect of adopting verbal-threshold no-fault
plans nationwide would be savings of $3.7 billion
annually.

The actual effect of verbal-threshold no-fault on any
individual®"s rate would depend on a complex set of factors that
insurance companies use to try to determine the riskiness of
individual drivers, 1including the driver"s age, sex, marital
status, driving record, and where he or she lives. The actuarial
process by which insurance companies develop their rate structures,
and the effect of no-fault on specific rates, 1is beyond the scope
of this study. However, the range of potential savings would be
large, and it is reasonable to conclude that some households could
see declines in their insurance bills of as much as several hundred
dollars, 1if verbal-threshold no-fault plans were adopted iIn their
states.



V. ESTIMATED SAVINGS USING 1986-87 DATA

The savings estimates presented above are based on the
statistical results obtained using statewide data for 1987. Pooled
1986-87 data, while less recent, represent a larger data base.
These data support the substantial savings potential of verbal-
threshold no-fault plans.

- On the basis of 1986-87 data, nationwide savings of $2.9
billion would be obtained if all states adopted verbal-

threshold no-fault plans.
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APPENDIX
DISCUSSION OF REGRESSION RESULTS

The regressions are aimed at determining whether the adoption
of no-fault insurance raises, lowers, or leaves unchanged average
automobile iInsurance premiums. Simply examining the relationship
between average premiums in no-fault states, however defined, and
average premiums in traditional fault states would be potentially
misleading because other determinants of tariffs are likely to be
correlated with no-fault variables. If we do not control for these
other iInfluences, the effect of no-fault on iInsurance prices 1Is
likely to be seriously biased. Multiple regression analysis 1is
designed to i1solate the impact of each causal variable on premiums
and eliminate this bias.

Automobile 1insurance premiums, like all other prices are
determined by a variety of cost and demand factors. The variables
included i1n the final regression results are defined in Table A_l.
The results are presented iIn Table A.2.

Table A.2 presents results obtained using three sets of data -
- 1986 observations, 1987 observations, and all observations pooled
for both years. Using appropriate tests, we are not able to reject
the hypothesis that the relationship between premiums and these
explanatory variables is constant over time. Thus, there iIs a case
for pooling the data.

The adjusted RZX range from .76 to .80 and the F statistics
are all significant at the 99 percent confidence level. The
coefficients of all the explanatory variables, with the exception
of DTORT are also generally significant at high confidence levels.

The results are mostly as expected. Average premiums are
positively related to fatalities per car (FATRCY) and thefts per
car (THEFTRCY). States with higher hospital costs (HR) have higher
auto Insurance premiums. States with higher disposable i1ncomes

11



(PC1) and percent of the car population insured (PERINS) - two
demand variables — also have higher premiums. The coefficient on
population density (DENS) 1is, somewhat unexpectedly, negative. We
would have expected the states with higher population density to

have higher premium levels. It turns out, however, that some very
low density states, such as Alaska and Nevada, have very high
premiums. The automobile repair cost variable (REPIND) has a

negative coefficient, rather than the positive one we would have
expected.

Our major interest, of course, iIs with the no-fault variables.
The effect of no-fault is captured by three variables:

1. The effect of a dollar-threshold tort limitation (DTORT) on
premiums 1S negative, but only at about the 80 percent
confidence level iIn the pooled equation and at lower levels
in the other equations.

2. The effect of a verbal-threshold tort limitation (VIORT) 1is
negative and much larger that the effect of the dollar
threshold. It is significant at the 95 percent level 1In the
1987 equation and at the 99 percent confidence level in the
pooled equation. This 1s a strong result, tempered only
slightly by the fact that there are only three verbal-
threshold states iIn the data base (six observations for the
pooled data).

3. Finally, as expected, requiring drivers to purchase PIP
insurance (PIPREQ) 1increases average premium levels.

12



TABLE A .|
DESCRIPTIVE STATISTICS AND SOURCES FOR REGRESSION VARIABLES
(Means and standard deviations are for pooled 1986 and 1987 data)

Std.
Variable Mean De .Vi EfiflniUpn/gource

AVPRM 433.92 98.40 Average premium per
registered car. Avg. pre-
mium includes auto
liability , physical
damage, and no-fault
premiums. For 1986,
Best"s Insurance Manag.
Reports, 1986 Avg,
Private Passenger Auto
Premiums bv State. For
1987, Best"s Executive
Data Service. Car reg-
istrations from Federal
Highway Administration,
Highway Statistics 1986

an.d_-1.98 7.

DTORT 0.22 0.41 Dummy variable equals 1
for dollar-threshold
states, O otherwise.
From American Insurance
Association, Summary of
Selected State Laws and
Regulations Relating to
Automobile Insurance.
1987-1988.

VTORT 0.06 0.24 Dummy variable equals 1
for verbal-threshold
states, O otherwise.
Same source as DTORT.

PIPREQ 0.36 0.48 Dummy variable equals 1
for states that require
personal injury
protection (PIP), O
otherwise. Same source
as DTORT.

FATRCY 0.0004 0.0001 Fatalities per car
registered. From Highway
Statistics 1986 and 1987.

13



DESCRIPTIVE STATISTICS AND SOURCES FOR REGRESSION

variable

DENS

HR

PCI

PERINS

REPIND

VARIABLES
Std.
Maan Pay.
352.58 1,380.31
501.99 114.33
12,280.98 2,022.16
1.006 0.15
12,382.24 1,730.71

14

(cont®"d)

lait ion/Source

Population Density - Res-
idents per square mile iIn
1986. From the Statist-
ical Abstract of the

LL.S 19.9.3» Table 21, Q.

19. 1986 data was
repeated for 1987.

Average hospital cost per
day per patient. From
American Hospital
Association, Hospital
Statistics 1987 and 1988.

Disposable personal
income per capita In
current dollars. From
the U.S. Bureau of
Economic Analysis, Survey
of Current Business.
August 1issues.

No. of car years insured
per car registered. For
1986, car years equals
the sum of voluntary car
years and shared car
years from AIPSO FACTS
1987/1988. FoOr 1987
CY/REG = (@ + avg. %
increase 1iIn the ratio
CY/REG from 1982 - 86) X
(the ratio of CY/REG 1in
1986) .

Payroll expenditures per
employee i1n general
automobile shops. From
the Census of Services
Industries. 1982. Bureau
of the Census. Same data
was used for both 1986
and 1987.



DESCRIPTIVE STATISTICS AND SOURCES FOR REGRESSION VARIABLES

(contid)

Std.
variable Mean Dev, Definition/Source
THEFTRCY 0.0073 0.0044 Motor vehicle thefts per

registered car. For
1986, thefts from the
1987 - 1988 Propertv/Cas-
ualtv Fact Book, per. 97.
For 1987, THEFTRCY = 1986
THEFTRCY x the avg.
annual growth in THEFTRCY
from 1977-86 from the
1987-88 Property/Casualty
Fact Book, pg. 97.
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Variable
C
DTORT
VTORT
PIPREQ
FATRCY
DENS
HR
PCI
PERINS
REPIND

THEFTRCY

R Squared
Adjusted
R Squared
F Stat

N

TABLE A .2

ESTIMATES OP THE EFFECT OF NO-FAULT

ON AVERAGE PREMIUMS (AVPRM)

INSURANCE

(Numbers in parentheses are t-scores)
1997 1997 1986-87
-241.80 -249._74 -260.42
(-3.09)**=* (-2.31)** (-4.23)***
-13.68 -29.61 -22.44
(-0.57) (-1.02) (-1.24)
-59.09 -87.79 -74.04
(-1.77)* (-2.16)** (-2.95)***
55.56 72.23 64.81
(2.47)** (2.84)*** (3.98)**=*
345,392.26 394,120.03 383,881.90
(4.56)*** (4.18)*** (6.86)***
-0.02 -0.02 -0.02
(-2.97)*** (-2.49)** (-3.98)***
0.17 0.17 0.18
(1.96)* (1.65) (2.92)***
0.03 0.04 0.04
(5.80)*** (6.15)*** (9_53)***
122.46 129.07 127.08
(2.39)** (2.06)** (3.30)***
-0.01 -0.02 -0.02
(-2.63)** (-3.12)*** (-4.75)**=*
12,689.84 15,726.84 13,974.43
(5.68)*** (5.63)*** (8.22)***
0.83 0.81 0.82
0.79 0.76 0.80
19_65**** 16_58**** 40_52****
51 51 102

Indicates coefficient significantly different
in a two-tailed test at 90 percent confidence

Indicates coefficient significantly different
in a two-tailed test at 95 percent confidence

Indicates coefficient significantly different
in a two-tailed test at 99 percent confidence

from zero
level.

from zero
level.

from zero
level.

Indicates hypothesis that all coefficients are zero is

rejected at 99 percent confidence level.
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Representative H.A. ™edll Boucher

Chairman House Committee on State Affairs « Special Committee on Telecommunications
Member Labor & Commerce Committee « Chairman Commission on the Future of the Permanent Fund

M EMORANDUWM

TO: Senator Richard Eliason, Chairman
Senate Labor and ffloTme.-rc& Committee

FROM: Representative™ """~ _Boucher
SUBJ: House Bill 48, "Lifeline Rates..."
DATE: February 20, 1990

I respectfully request the scheduling of House Bill 48, "An
Act relating to reduced rates and discounted local exchange
telecommunication service for low income individuals..." for
a hearing in the Senate Labor and Commerce Committee at your
earliest convenience.

Backup information has been provided to Sheila Peterson, of
your staff. IT you require any further information, please
contact Ronda Thompson, my Legislative Assistant or myself.

Room 102 Capitol «P.0. Box V eJuneau, Alaska «99811 = (907) 465-4931
3111 C Street = Suite 445 <Anchorage, Alaska « 99503 « (907) 561-7624
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Representative H. A.

HB 48 - SPONSOR STATEMENT

REPRESENTATIVE H.A. "RED"

LIFELINE RATES

HB 48 permits Alaska®"s telephone companies to
rates”™ to benefit the state’s
lifeline rate

to assure that significant rate increases will

low-income telephone customers.
is a reduced rate or a discounted service designed

re

CHAIRMAN
Special Committee on
elecommunications

MEMBER
Labor and Commerce
_ State Affairs
Finance—Subcommittee Administration

“Red?Boucher

BOUCHER

"lifeline
A

introduce

not force

low-income people to quit their telephone service.

Right now,
phone customers are not allowed in Alaska. In
statutes, discrimination in rates and service

purpose of HB 48 1is to remove that prohibition
providing lifeline rates to

HB 48 prepares the state of Alaska for the real
in telephone rates can occur within the
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TELEPHONE LIFELINE RATES

1. WHAT ARE THEY?
2. WHY ARE THEY NECESSARY?
3. WHO'S FOR AND WHO'S AGAINST IT7?

1. WHAT ARE THEY? Lifeline Rates Is a catch phrase or buzzword
for any of a variety of methods used by various states to subsidize the
cost of basic telephone service for people who can't afford it.

2. WHY ARE THEY NECESSARY? Lifeline Rate legislation is part of
the response that the FCC and most other states are making to the
trend of higher local telephone charges that result from tlie court
ordered divestiture of AT&Ts Bell system and consequent
deregulation of the telephone industry.

Current law does not allow the Alaska Public Utilities Commission to
approve tariff structures to telephone companies to grant discounts
and/or reduced service. Such discounts would have to be initiated by
the utility company and approved by the Commission.

3. WHO'S FOR IT AND WHO'S AGAINST IT? (The good guys are for
it and the bad guys are againstit.) Q)

Tne Federal Communications Commission and forty states have
enacted some sort of Lifeline Rate legislation. (See attached list)

Critics of Lifeline Rage legislation say it's just another welfare program.
There is no budget impact. The cost of the Lifeline Rates are borne by
the utility company and it's customers subject to APUC approval. This
procedure is accepted throughout the country because it is in the
public interest to keep as many people as possible on the telephone

system.



Representative H,A. "Red"™ Boucher

Chairman Huusc Committee on Slate Affairs ¢ Special Committee on Telecommunications

HISTORY OF CHANGES IN HB 48 (TELEPHONE LIFELINE RATES)

STATE AFFAIRS COMMITTEE
MB 48 passed the State Affairs Committee without amendment.
No fiscal note.

LABOR AND COMMERCE COMMITTEE

CS HB 48 (L&C) was drafted by Rep. Gruenberg in the Commerce
Committee. It clarifies the original bill and is stylistically superior.
Whereas the original bill added two, separate, but identical, subsections

to modify two, existing sections of statute, the CS uses one modifying
subsection and references the subsection in the two existing sections.

Some additional language changes are not substantive but they do make
the bill read better.

No fiscal note.
FINANCE COMMITTEE

The Finance CS differs from the L&C CS by deletion of one word, i.e.
(local).

Whereas the L&C CS references federal, state and local government
social service programs, the Finance CS deletes "local".

No fiscal note.

P.0. Box V eJuneau, Alaska 99811 « (907) 465-4931
3111 C Street * Suite 445 < Anchorage, Alaska 99503 « (907) 561-7624



Lifeilne and Connection Assistance Programs:

State

Alabama
Arizona
Arkansas
California
Colorado
Connecticut

District of Columbia

Hawaii

Idaho
Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio

Oregon
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utaﬁ
Vermont
Virginia

TABLE 2.1

Date of Approval

Lifeline

11/14/86
5/22/86

1/01/85*
7/25/86

3/18/86
10/27/86
7/2 1/87

8/11/87
5/22/86
1/27/88

10/01/87
8/11/87

4/28/87

4/01/87
11/02/87*"*
5/22/86

7/01/87
5/22/86

9/21/87
3/25/88

7/12/88
12/31/86
10/01/86
12/24/87

Link Up

10/01/87
1/15/88
10/01/87

11/13/87
11/13/87
8/19/87

4/25/83
3/10/88
1/27/88
12/24/787
10/25/88
8/11/87**
10/01/87
1/27/88
4/27/88
12/28/87
8/11/87
3/17/88

11/3/88
11/13/87
1/15/88
8/11/87
10/19/87
12/24/87
10/01/87
5/05/88
6/02/88
11/17/88
9/21/87
12/24/87
3/25/88
11/3/88
10/01/87
3/17/88
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TELEPHONE LIFELINE SERVICES

Telephone Lifeline Services have been and are being established in many states,
with recognition of the need of telephone service as a basic necessity for all.
Telephone Lifeline Service ia an affordable basic service which should be avail —
able to any household which lacks the resources to maintain a minimally adequate
standard of living, with the goal of maintaining service and preserving dignity.

In recent years, telephone services have been expanded in many parts of Alaska,
providing a vital basic communications service. However, there are elderly,
handicapped and low-income Alaskans who need telephone service for personal and
emergency communication, but simply cannot afford installation and monthly rates.
AARP defines "Lifeline" service as follows:

1. A simple statement of eligibility is required, whereby eligible consumers
do not have to demonstrate eligibility for other public benefit programs.

2. Need should be based on income alone, not age, as a criterion.

The connection fee is discounted by at least 50%, if not waived entirely.

w

Basic service charge 1is no greater than 50% of the flat-rate service
charge available to customers in the area-

I

5. Each eligible household would receive at least 60 free calls per month.

Although full Telephone Lifeline Services have not been proposed for Alaska at
this time, Representative Boucher has introduced HB 48: "An Act relating to
reduced rates and discounted service for low-income telecommunications customers."
Under this legislation, a utility may provide, but is not required to provide,
discounted or reduced-rate service. IT such service 1is provided, APUC cannot
require a utility to incur uncompensated costs or administrative burdens they
could not recover through approved tariffs.

The State Legislative Committee of AARP recommends passage of HB 48; and further
recommends that after one year, assessment be made of the impact on utilities
and on low-income Alaskans, and that this assessment result in such amendments
or further legislation as may be needed to equitably achieve the goal of making
these vital communications available to those who need this service.

Adopted 11/87
Amended 1/89

American Association of Retired Persons 1909 K Street. N.NV.. Washington. D.C 20049 >2021 N~2-4"ou
Louise D. Crooks Presidant Horace B. Deets Cw'cnme thimu



ALASKA PUBLIC UTILITIES COMMISSION
COMMENTS ON HB 48

April 11, 1990

The commission has always supported the objective of providing affordable,
universal telecommunications service throughout the state. This legislation is
directed toward achieving that objective by allowing telephone utilities to offer
discounted rates to low income individuals. Implicit in the legislation is that
other subscribers will subsidize the discounted service. The Legislature should
be aware that the proportion of customers that may qualify for discounted
services may vaiy greatly among utilities operating in the state.

The commission believes that the policy decision as to whether an exception
should be made to the discrimination clause in AS 42.05.391(a) is within the
urview ofthe Legislature. However, the commission objects to the provision of
§ection 2 that allows only the utilities to decide when and what essential
services should be discounted. If the Legislature endorses the underlying
premise of this bill, then the regulators should be given the same level of
discretion as the utilities to evaluate whether or not discounted rates are in the
public interest. This argument is further strengthened by the fact that the
utilities are insulated from the financial burdens of discounted services. The
commission, therefore, recommends that the words "to provide a discounted
service or reduced rate or" be deleted on page 1, lines 26-27.

LW/dgl6714D
041190a






DATE TURNED INTO OFFICE Z k h 1
2/28/89
Mr. President:

LABOR AND COMMERCE HB 61

Committee considered

governor®"s committee on employment of the handicapped; and relating to
Alaska Employ the Handicapped Week

and recommended

[ 1 replace with CS Il same title

[ 1 or adopt cs*® )1 new title
[1 technical

[ ] attached amendment(s) and title change
(HB only)

[ 1 letter of intent adopted

[i~do pass
[ 1 do not pass
[ 1 no recommendation

[ 1 individual recommendations

[ 1 further referral to

FISCAL NOTE(S) [ 1 zero [ 1 fiscal impact [ 1 appropriation no FN
[ ITnew [ 1 updated [ ] ptev™oiis
\\Sfsame as previous fiscal note(s) published

OTHER RECOMMENDATIONS

Chairman recommenda

[ ] Committee Backup attached



STEVE COWPER | »

GOVERNOR
IH
S tate o f A 1 a s k a
OFFICE OF THE GOVERNOR
JONBAU
January 9, 1989

The Honorable Sam Cotten

Speaker of the House

Alaska State Legislature

P.0. Box V

Juneau, AK 99811

Dear Representative Cotten:

Under the authority of art. 11lI, sec, 18, of the Alaska

Constitution, I am transmitting a bill changing the name of
the governor®s committee on employment of the handicapped to
the governor®s committee on employment of people with
disabilities. The bill changes, 1in the same manner, other
statutory references concerning the committee®s operations.

This change would make the state governor®s committee name
consistent with.the name of the national committee, which 1is
the "President"s Committee on Employment of People With
Disabilities.” "Each state®"s governor®s committee is affili—
ated with the president®s committee.

Additionally, the bill makes the same name change, and
changes the dates, for the governor®s week for recognition
of efforts to employ people with disabilities. The special

week would be renamed "Alaska Employ People with
Disabilities Week."™ The special recognition would be during
the first full week 1in October rather than the first Tfull
week in May. This <change of date will allow the state

recognition to concur with the present federal recognition
for the same activities 1in October.

The bill also makes a few minor technical corrections
unrelated to the changes described above.

The bill has the support of *s Committee on the
Employment of the Handica your prompt and
favorable consideration.



STATE OF ALASKA BILL VERSION: HB 61
1989 LEGISLATIVE SESSION PUBLISH DATE:

FISCAL NOTE

REQUEST:

Revision Date: Agency Affected: Labor

Title: "An Act relating to the governor's BRU: Employment Security

committee on employment of the handicapped"”

Sponsor Rules Committee Components: Committee on
Requestor:  house Labor & Commerce Employment of the Handicapped
EXPENDITURES/REVENUES (Thousands of Dollars)

OPERATING FY 89 FY 90 Fy 91 FY 92 FY 93 FY94
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND&STRUCTURES
GRANTS,CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0
CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERALFUND
FEDERALFUNDS

OTHER
TOTAL 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach aseparate page if necessary)

A -
Prepared by: Judy Knight, Deputy'Director Phone: 465-2712
Division: Employment Security Date: 1719/89
T
Approved by Come issioner: Jim Sampson Date: 1/19/89
Agency: Department of Labor

Distribution (by preparer) :
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of 1






FURTHER

4/14/789 DATE TURNED INTO OFFICE

Mr. President:

L&C
Committee considered

extending the termination date of the Board of Pharmacy; relating to
substitution of generic drugs that are therapeutically equivalent;
relating to pharmaceutical medical assistance for needy persons; etc

and recommended

[ ] replace with CS )[J same title
[ 1 or adopt cs" Y[1 new title
[l technical
[ 1 attached amendment(s) and title change
n , (HB only)
[ Q enn7r. letter of intent adopted
[ ] do pass

[ 1] do not pass
[ 1] no recommendation
[ rdMITndividual recommendations

[ 1 further referral to

FISCAL NOTE (S) [ 1 zero [ 1] fiscal impact: [ 1 appropriation no FN
[ 1 new [ ] updated [ 1 previous
[ same as previous Tfiscal note(s) published //Wf9

MEMBERS SIGNING DO PASS

Chairman signature and recommendation

[ 1] Committee Backup attached



HOUSE BILL 70

RELATING TO PHARMACY

CSHB 70 (Fin) relates to pharmaceutical medical assistance for
needy persons in the medicaid program- This legislation would

add prescribed drugs as a covered medicaid service.

During the last legislative session, the Department of Health
and Social Services was given the option to add pharmacy
services under the Medicaid program until June 30, 1989.
Since February 1 of this year, the pharmaceutical medical
assistance for needy persons has been under the medicaid
program. Passages of HB 70 will make this option permanent
and will enable the State to continue to receive Federal
matching funds for drugs dispensed to medicaid recipients.

This federal match is projected to be $2.5 million in FY 91.

Although there has been some dissatisfaction over the
implementation of this medicaid option, the Department of
Health and Social Services and Alaska pharmacists are willing
to work cooperatively together to ensure the success of this
program. Passages of HB 70, along with the Finance Committee
Letter of Intent, will guarantee that the State will continue
to be eligible for Federal matching funds to implement this
program and the letter of intent will provide a forum for the
pharmacists and the Department to solve their differences. |

recommend that the Senate pass CSHB 70 (Fin).



ADDITIONAL INFORMATION

1. IT HB 70 does not pass, and the Federal match 1is lost,
additional general funds ($2.5 million) would be required in
FY 90 to maintain the current level of pharmacy services for
needy Alaskans.

2. Alaska is the only State in the union which has not
adopted the pharmacy medicaid option.

3. Before the last legislative session, pharmacy services for
Medicaid eligible individuals were purchased from the General
Relief Medical Program. This money was all State money. The

pharmacists were reimbursed on an "usual and customary"™ cost -
ie. the same price that a paying customer would paid.



Letter of Intent

It is the intent of the Senate that the Department of Health
and Social Services will submit to the Health Care
Financing Administration (HCFA) for 1its approval a Medicaid
state plan amendment, which Incorporates Alaska data and
which 1s based upon the Texas reimbursement methodology for
pharmacy services as approved by HCFA, including a
dispensing fee which varies by ingredient cost. The
Department of Health and Social Services will work with
Alaska pharmacists to prepare this plan amendment and
vigorously promote 1its approval by the Health Care
Financing Administration. This plan amendment shall be
submitted to HCFA by the Department of Health and Social
Services as soon as practical (but no later than three
months) after formal HCFA approval of the Medicaid plan
amendments submitted March 31, 1989.

li_l._g-_thg_Intent of the Senate that the Department of Health
aDri_SQg-1Al Ser.vlc.e.g will work with Alaska Pharmacists to
-lnmedj ate ljy def Ine_a class of “&xpensive drugs””and then

.de ve LQP_ an._Interim methodology to adequately compensate
Pharmacy Providers for dispensing these expensive drugs with
a....nut.ual 1_y accePtabl e reimbursement formula.

The Department of Health and Social Services shall report to
the legislature by the tenth day of the Sixteenth Alaska
State Legislature on the Department®s progress in
implementing the pharmaceutical Medicaid option.



Summary of HB 70

* HB 70 makes permanent the pharmneutical medicaid option
which was adopted during the last legislative session.

* HB 70 enables the State to receive Federal matching funds
fur drugs dispensed to medicaid recipients. This federal
match is projected to be $2.5 million in FY 91.

* If HB 70 does not pass, and the Federal match is lost,
additional general funds would be required in FY 90 to
maintain the current level of pharmacy services for poor
Alaskans.

* Alaska is the only State in the union which has not adopted
the pharmacy medicaid option.

* The Department of Health and Social Services and Alaska
pharmacists have worked together to implement this medicaid
option. As the legislative intent indicates, this

cooperation will <continue through the study of alternative
reimbursement strategies.

ro\J\ loH b U ss



FISCAL NCTF

Surmary

Before the lost legislative cession, pharmacy services for Medicaid
eligible individuals were purchased fran tlie General Relief Medical program
because Alaska had not adopted the pharmacy ofrtion under tl>e Medicaid
program. During the last legislative session, CSSB 255, which was signed
into law as Chapter 120, SLA 1988, added pharmacy services as a Medicaid
option for the period October 1, 1988 - June 30, 1989. (SB 255 has a

sunset clause which repeals Chapter 120 effective July, 1989.)

Unless this legislation is passed, a general fund appropriation of $2,560
million will be needed in FY90 to continue bo pay for pliarmacy services for
poor Alaskans. In essence, the state would be relinquishing $2.56 million
in federal match and pharmacy services for Medicaid eligible individuals
would once again be purchased thrcxxjh the general relief medical program
(GRM). Should general funds not be appropriated, significant reductions in

pharmacy services wculd also likely occur.

Budgetary and Program Inpact

All services which are purchased by the state under the Medicaid program
receive a dollar-for-dollar federal match. All services purchased under

the General Relief Medical program are entirely general funds.

The Department has submitted its FY90 budget assuming this legislation
would pass, pharmacy services would remain as a Medicaid option and,
$2,560.2 in federal funds would be received as match. Consequently, this
legislation has a zero fiscal note. |If it passes, the total pharmacy cost

of $5,037 million is split between federal funds and general funds. The



@ -2- ®
prcposod FV90 budget contains sufficient general funds to pay the state

share, so pharmacy service3 would continue as currently provided.

If this legislation does not pass, federal matching funds for pharmacy
services would be lost. Should this occur, an additional $2,560.2 in
general funds would be needed to replace tlie federal funds so that existing

services could be maintained.

Wlien pharmacy legislation (SB 255) passed in FY89, the department estimated
$2 million in savings because the total drug program cost about $4 million.
Services to new eligibles and utilization and price increases have since
increased the total program cost to $5 million. Consequently, returning to
a totally general funded pharmacy program would cost $1 million more in
FY90 than it did in FY88, the last year in which pharmacy was entirely

funded by several funds.

Throughout tlie interim, tlie department has worked diligently with
pharmacists to fashion a Medicaid program, which captures federal
reimbursement while minimizing financial impact to pharmacists. A separate
document describes the policy making process, the research conducted on
pharmacy costs, and the reimbursement methodologies which resulted fron

that process.

If the legislature decides not to pass this legislation, the department
requests that the full $2.56 million in general funds be appropriated.

This amount includes the inflation in pharmacy service costs which occurred
fron FY88 to FY90 in addition to the restoration of the general fund which

had been supplanted by federal funds.



PHARMACY PROGRAM DATA

March B9
Dispensing Fees (per Rx) Cost of drugs
National Averagi$ 3.45 pharmaC|?s is
Lowest in Alaska 3.45 below "list."
Alaskan Average 7.90 Alaska will pav at least
Highest in Alaska 11.46 that much; more if defensible.
Average Rx sales (gross) for independent Alaskan pharmacies: 83381000

year.

Average Rx sales (gross) for all Alaskan pharmacies, including chains:
JBQijQO00 year.

Medicaid volume: 10-15% of Rx and $ per year.

Approximate savings from new program reimbursement rules is 17% compared to
old progranm.

Effect of the Medicaid program on the average pharmacies®™ annual gross
income is about a li% decrease.

Cost of developing and implementing this program: $160,000
Savings from new federal receipts this FY: SIM
Savings from new federal receipts next FY: $2.5M

Features of the Medicaid
Pharmacy Program: (1) encourages use of generics, but avoids
ineffective drugs (see attached report);

(2) allows for brand name drugs at doctor's
discretion;

(3) reimburses our pharmacies as much as
possible under federal rules (Texas has a
special program that would not be
acceptable to feds if it were being
proposed now - see attached letter; also
the Texas program pays pharmacies less for
costs of drugs than our program);



(4) doesn"t require pharmacies to bill other
insurance first - cuts red tape;

(5) doesn"t require pharmacies to collect $1
co-payment frcm patients - simpler than
the old program;

(6) has been developed with full participation
of the pharmacy conmunity;

(M will slow program cost increases over time;

(8) saves Alaska \ of the total oost of all
drugs for Medicaid ($4-5M/year) by
capturing federal receipts;

(@ allows continuation, without any increases
in the budget, of emergency dental services
for adults, chiropractic services and
eyeglasses that would otherwise be
eliminated.



Health Car*
DEPARTMENT OF HEALTH 8. HUMAN SERVICES Financing Admimitration

Eric S. Hansen, Chief

Medical Assistance

Division of Medical Assistance
Department of Health and Social Services
9933 Business Park Boulevard Building
Anchorage, Alaska 99503

Dear Mr. Hansen:

This 1is to confirm HCFA"s policy for establishing the dispensing fee and estimated
acquisition cost for drugs. As stated in your December 30, 1988 letter and discussed
with Bob Grauman of my staff on March 9, 1989, basing all or part of the dispensing
fee on the cost of ingredients is unacceptable because it contradicts HCFA"s cost
containment efforts. The use of ingredient costs as a basis tends to encourage
dispensing brand name products instead of generic equivalents as well as stimulate
price increases. Similarly, states cannot use average wholesale price (AWP) as the
estimated acquisition cost of drugs. Numerous studies have shown pharmacies
consistently purchase drugs at much less than AWP .

If you have any questions on this matter, our contact person is Bob Grauman. Bob can
be reached at 206/992-0995.

Sincerely,

Bi
State Medicaid Operations Branch

cc: Kim Busch
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A laska State Senate

SENATOR DICK ELIASON MEMBERS
SITKA SENATOR JAN FAIKS
CHAIRMAN ANCHORAGE

SENATOR PAT RODEY SENATOR JACK COGHILL
ANCHORAGE L abor and C ommerce C ommittee NENANA

VICECHAIRMAN
SENATOR JALMAR KERTTULA
PALMER

It is the intent of the Senate that the Department of Health
and Social Services will submit to the Health Care Financing
Administration (HCFA) for its approval a Medicaid state plan
amendment, which 1incorporates Alaska data and which 1is based
upon the Texas reimbursement methodology for pharmacy

services as approved by HCFA, 1including a dispensing fee which
varies by ingredient cost.

The Department of Health and Social services will work with
Alaska pharmacists to prepare this plan amendment and
vigorously promote its approval by the Health Care Financing
Administration. This plan amendment shall be submitted to
HCFA by the Department of Health and Social Services as soon
as practical (but no later than three months) after formal
HCFA approval of the Medicaid plan amendments submitted
March 31, 1989. The Department of Health and Social Services
shall report to the legislature by the 10th day of Sixteenth
Alaska State Legislature on the Department®s progress in
implementing the pharmaceutical Medicaid option.
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