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Sponsor Statement 
Committee Substitute fo r Senate B ill 320 (TRA)

"An Acr prohibiting discrimination in insurance rates based on credit rating 
or credit scoring; and providing for an effective date."

CSSB 320 (TRA) relates to insurers using credit scoring and or rating in determining 
insurance policy rates and premiums. What does your credit score have to do w ith how 
much you pay for automobile insurance? EVERYTHING !

Currently Alaska allows credit scoring to be part o f insurance company rating plans, in 
which underwriting and rate setting is done. The Alaska D ivision o f Insurance has a 
statutory mandate (AS 21.36.120) to protect the Alaska consumer against discrimination. 
Every car and home insurance company in Alaska, except one, uses credit scoring. 
Companies believe this method is a way to predict risk in determining potential insurance 
losses. Credit has nothing to do with risk. The practice o f using this data discriminates 
against certain types o f consumers.

First o f all, credit scores and credit reports are many times inaccurate and contain errors. 
They are also very d ifficu lt and cumbersome to correct. Divorced woman are often 
disadvantaged, especially when left w ith a high debt-to-income ratio. A  sudden illness or 
employment loss may influence credit. M inorities may not use credit the same way as 
others and some religions don’ t even believe in the use o f credit. Personal circumstances 
become unimportant when basing rates on credit scores. This method o f calculating 
insurance rates favors the wealthy due to low debt-to- income ratios. You can have a 
spotless driving record, but maybe your business failed or you have a serious medical 
condition in your fam ily, or even an error on your credit report; any o f these situations 
would make you unavailable for preferred insurance, and you w ill pay a lot more in 
premiums. People without any credit history usually pay up to 25% more. Small 
business owners may pay up to 40% more because they operate on a line o f credit.

There are about 25 stales currently considering banning the use o f credit history in 
determining insurance rates. Hawaii banned this insurance underwriting and rate setting 
practice 15 years ago. Not only does Hawaii ban credit scoring, but they have gone so far 
as to eliminate age, gender, marital status, and length o f driving experience, as well.
Their premiums remain some o f the lowest in the United States.

The insurance industry wants to utilize this easy method to raise rates. Because of 
epidemic credit problems throughout our society, this is an easy way to target consumers 
and raise premiums. W hy are we punishing the 40-year old woman w ith a clean driv ing 
record sim ply because a divorce changed her credit status? Why are we raising the 
premiums o f a 70-year old man with a clean driving record whose medical bills affected 
his credit history? Your driving record alone should be the factor for rate increases.

The bottom line is common sense. We have mandatory insurance laws in this state. By 
using credit scores we are making it even more d ifficu lt and expensive for the consumer 
to obtain insurance. Simply, SB 320 prohibits insurance companies in Alaska from using 
credit scores in either underwriting or rate setting practices.
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A  B IL L  

FO R  A N  A C T  E N T IT L E D  

"A n  A c t p ro h ib itin g  d iscrim ina tion  in insurance rates based on c red it ra tin g  o r c red it 

scoring; and p rov id ing  fo r an effective date."

BE IT  E N A C TE D  B Y  T H E  L E G IS L A T U R E  OF T H E  S TA TE  OF A L A S K A :

* Section 1. AS 21.39.030 is amended by adding a new subsection to read:

(d) An insurer or underwriter may not base a standard, rate, or rating plan for 

insurance, in whole or in  part, directly or indirectly, upon a person's credit rating or 

credit scoring.

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

-1- CSSB 320(TRA)
N ew  T ext: U n d e r l i n e d  [DELETED TEXT BRACKETED]
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CROSS COUNTRY

Illinois W ins Top Spot 
In Economic Ranking

Illinois has displaced Michigan as the 
top state in a coveted economic-develop- 
ment ranking, thanks to a rules change.

Previously Site Selection magazine's 
Governor’s Cup was awarded to the 
state landing the most new or expanded 
corporate facilities. That prompted 
smaller states to complain that bigger 
states had an unfair edge. For the 2001 
rankings, to be announced today, nine 
additional criteria-including several per- 
capita measures-were added to “level 
the playing field," says Mark Arend, edi­
tor of the trade magazine published by 
Conway Data Inc. of Norcross, Ga.

Pam McDonough, director of the Illi­
nois Department of Commerce and Com­
munity Affairs, agTees the new rules 
are “much fairer." She also credits new 
tax incentives, including a package that 
lured Boeing Co.'s corporate headquar­
ters to Chicago from Seattle.

Officials in Michigan, which won the 
Governor’s Cup for the past four years 
and would have won again if the rules 
hadn't changed, weren’t as pleased. 
Kathleen Blake, senior vice president of 
business development for the Michigan 
Economic Development Corp., objects 
that the change was announced in No­
vember for a yearlong contest that 
ended in December. “They changed the 
rules at the 11th hour," she says. "We 
were shocked." Michigan tied for fourth 
with Virginia, behind Illinois. Kentucky 
and New York.

- K e n  Gepfert

A im ing at C red it Scoring
Indiana and Washington are likely to 

pass legislation to restrict the use of 
credit history in determining insurance 
rates and eligibility, according to insur- 
ance-industry officials.

These states are among 25 that are 
considering or expected to consider bills 
to ban or limit the controversial prac­
tice, known as credit scoring, which has 
become widespread in auto and home­
owners insurance in recent years. The 
reason insurers like credit scoring: They 
have established a correlation that shows 
people with bad credit are more likely to 
suffer an insured loss, such as a car ac­
cident, than people with good credit.

The insurance lobby, which insists 
credit scoring is fair, objective and accu­
rate, is fighting proposals to curb the 
practice. Critics, however, say credit 
scoring smacks of redlining-in which 
banks used neighborhood boundaries in 
evaluating loan requests to discriminate 
against the minorities and the poor.

Economic Focus /Retail Sales
Percentage change from year earlier in retail sales 
(4th Qtr. 2001 vs. 4 th  Qtr. 2000)

The Regions
Middle Atlantic
Great Plains 
Great Lakes 
New England 

United Stetes

Pacific
So. Central (E. of Miss. Riv.)

South Atlantic
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Rocky Mountain 5.8
So. Central (W. of Miss. Riv.)

Buyers Through and Through

Biggest Gains
Texas........................... 6.56%
New Mexico.................6.35
Utah..............................6.33
Arkansas......................6.31
Nevada.............. ...........6.29

Smallest Gains
Washington................. 3.47%
Hawaii...........................3.57
New Jersey.................. 3,58
South Dakota 3.63
Nebraska......................3.68

Source: Economy.com

Consumers remained resilient 
spenders in many s ta te s  dunng fourth 
quarter last year. The 5.2% gain in U.S. 
retail sales, compared with a year earlier, 
was caused partly by 0% auto-financing 
and other discounts. A big drop in gasoline 
prices and a record number of mortgage 
refinancings also gave consumers money 
to spend and outweighed layoff worries. 
Texas led in retail sales, partly because it 
was still adding jobs in the quarter. In 
Utah, sales were buoyed by preparations

for the Winter Olympics. New Mexico was 
boosted by increased spending a t its mili­
tary installations after the terrorist at­
tacks. But recovery from the afracks’ ef­
fects was uneven. Nevada started regain­
ing some jobs lost to air-travel cutbacks, 
but continuing attack-related disruptions 
damped residents' willingness to spend in 
New York and Washington, D.C. Another 
damper in areas ranging from Boston to 
Seattle: hot housing markets that once fu­
eled retail sales started to cool.

In Indiana, different versions of bills 
that would, at a minimum, prohibit using 
credit scores as the sole reason for can­
celing or denying coverage have passed 
each house of the legislature. And in 
Washington, bills to impose several re­
strictions on credit scoring, such as pre­
venting insurers from penalizing people 
with no credit histories, have cleared the 
Senate and a key House committee.

-R o b e r t  Gavin

D rug Crackdowns
Prompted by a spate of overdose 

deaths tied to abuse of painkiller Oxy- 
Contin, several states are seeking to 
crack down on illegal use of prescription 
drugs.

Lawmakers in Florida, Kentucky,
Ohio and Pennsylvania are considering a 
range of measures, including proposals 
to tighten physicians’ standards for pre­
scribing addictive pills, set up prescrip­
tion-tracking systems to catch fraudulent 
users and strengthen sentencing laws for 
offenders. Maine has adopted tougher 
penalties for illegally selling OxyContin 
and other prescription drugs, according 
to the National Conference of State Legis­
latures, while government studies were 
launched in Louisiana and Virginia to 
study possible legislative action.

Reports of widespread OxyContin 
abuse first surfaced in Appalachia, 
where users were crushing the pill, then

snorting or injecting it. The Drug En­
forcement Agency noted the painkiller 
was a probable factor in about 300 over­
dose deaths since January 2000. OxyCon­
tin maker Purdue Phanna UP, Stamford, 
Conn., says it supports measures that 
would more closely track patients seek­
ing multiple prescriptions, and says it is 
developing an abuse-resistant painkiller.

- W i l l  P inkston

Massive Layoffs To ll
The Northeast had the largest in­

crease in workers losing their jobs in ex­
tended mass layoffs in the fourth quar­
ter of 2001: The 65,305 layoffs were 70% 
more than those in the year-earlier quar­
ter, new data from the Bureau of Labor 
Statistics shows. The South had a 40% 
increase in such layoffs, with 83,769.
The agency tracks so-called mass lay­
offs, in which 50 or more workers are 
laid off in a single job cut, and ex­
tended layoffs, in which workers are out 
of a job for more than 30 days.

In sheer numbers, though, the North­
east still had the fewest total extended 
mass layoffs of the four regions. The 
West had the largest amount of workers 
laid off in large scale job cuts, with 
178,000 layoffs, driven by job cuts in ag­
ricultural companies. Heavy construction 
layoffs helped give the Midwest the sec­
ond highest number of layoffs: 154,367.

-A n d r e w  Caffrey
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Claims Consciousness
An insurer's loss experience measures dollars ofloss which are paid on claims that arc filed. The 

number of claims filed is less than ihc number o f accidents that actually occur. Consider two risks that are 
identical in all ways (from an insurer's perspective) except for the fact that one manages their financial 
affairs much better ihan the other does. The risk who has a troubled financial history and condition is much 
more likely to be in debt and to a larger degree: the need for capital to satisfy financial obligations has a 
bearing on decisions made in many areas of his/her life. Suppose for example, that these two risks are both 
involved in an auto accident, involving no injuries, but causing propeny damage to their own vehicles 
which is some nominal amount (say, SI00) more than the deductible. The risk whose financial condition is 
more sound has a disincentive to file Ihc claim. It may impact his/her rates at the next renewal; the time and 
effort involved may not be even worth the compensation obtained. The risk with the poorer record of 
financial management has a greater incentive to file the claim and obtain the compensation, as it has greater 
value to that individual.

Fraud: Increased Severities
Continuing with these same two risks, consider now the situation in which the damage to propeny 

was much greater than the deductible; the vehicles each sustained damage measuring in the thousands of 
dollars. If an auto repair technician suggesied a relatively easy way of recouping the deductible for the 
insured, or the benefits o f padding the repair costs, the individual under the greater financial pressure would 
be more susceptible to acquiesce. This does r.ai. however, imply thai risks with poor bill-paying histories 
have any less integrity than other risks. Some people would never commit fraud on any level; others would 
do so svith no need for provocation or encouragement; still others could be convinced to do so only under 
the proper conditions. This argument only implies that any individual who could  be induced to participate 
in this level of fraud would be more likely to do so if they were under financial pressure from other sources.

Fraud. Increased Frequencies
The presence of severe financial pressure could also produce claims lhal would noi have existed 

otherwise. There is some segment of the population (hat either docs or could view the insurance mechanism 
as a financial opportunity. Fraudulent claims in the form of staged accidents, phantom claimants, phantom 
vehicles or arson are a way that an individual can extract funds from the insurance mechanism. Once again, 
this argument does not imply anything about the integrity of a risk with poor bill-paying hisiory. What it 
docs assert is lhal an individual with severe financial pressure could look to all possible sources of funds to 
alleviate that pressure. Therefore, any individual who was capable o f commining this type of fraud is more 
likely to do so given the existence of that financial pressure compared to the absence o f it.

Stress
The assumption is made here that individuals who arc under financial pressure from  debt exist 

under a greater level o f  stress Ihan average. This stress could exist from the associated worries over future 
impact o f  financial condition. Individuals under such stress may be less focused on proper operation of a 
motor vehicle and make them more susceptible to accidents resulting from chance occurrences or 
distraction. It would be useful if there were some other condition which could produce this same level of 
stress, for which loss data was available, to strengthen Ihc argument. A few currently coded customer 
characteristics could be considered candidates. One such variable is number o f children under the age of 
16. One must first make the assumption that risks with three or more children under the age of 16 have a 
higher lcv :l of stress than average. Whether or not one agrees with (hat probably depends on whether or 
not they are a parent! In any case, the loss ratio for such risks reviewed in a 1993 research study was over 
20 points higher ihan average. Another possible variable candidate could be self-employed risks. The 
added responsibilities and worries of a small business owner could imply that their level of stress is higher 
than average. From that same 1993 study, self-employed risks had a loss ratio which was roughly 15% 
higher than average.

It is important to make note that this list is not suggested as a menu from which to select the one 
correct answer. It is likely that the impact on losses of financial management history is a cumulative impact 
o f sonic or all o f  these situations, as well as others not listed here.

r»

88



Rfivicw - Monaghan Wins Raicmaking Prize htip.7/casaci.org/pubs/actrcv/may00/raieprize.htm

Return to M^ln Page

M o n a g h a n  W in s  R a te m a k in g  P r iz e

James E. Monaghan, ACAS, M A A A , won the 2000 Ratemaking 
Prize for his paper, "The Impact o f Personal Credit History on Loss 
Performance in Personal Lines." Monaghan has worked for 
Metropolitan Property and Casualty Insurance Company in Warwick, 
Rhode Island since 1987. He has been responsible fo r pricing, 
reserving, strategic planning, research, and developing expert 

James Mongolian systems. CAS President A lice  G annon presented the Ratemaking 
Prize and a check for $1,000 to Monaghan. Papers can be viewed on 

the CAS Web Site at www.casact.org/ahoutcas/nmkpriz.htm.

http://www.casact.org/ahoutcas/nmkpriz.htm
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H o w  y o u r  c r e d i t h is t o r y  a f fe c ts  y o u r  a u to  

a n d  h o m e  in s u r a n c e  p r e m iu m s

by Brendan McKenna 
insure.com

Does having bad credit make you a worse driver or a riskier 
homeowner?

rfr i/f'3 igYl f'g

Think you are paying too 
much?

Most people believe they are 
paying too much for their car 
insurance. To find out how 
your state ranks in 
comparison with others in 
your region and across the 
country, read Best and worst 
states for auto insurance 
premiums.

No, but your premium bills m ight make 
you believe that your insurance 
company thinks so.

According to a study by Conning and 
Co., more than 90 percent o f auto 
insurance companies, and an increasing 
number o f home insurers, use your 
credit information, filtered through a 
formula to create an "insurance risk
score," to determine how like ly you are 

to file  a claim on an insurance policy. More than half o f those insurers 
use that information to determine how much to charge you in premiums.

Insurance risk scores are sim ilar to credit risk scores —  used by lenders 
to determine whether o r not to approve a loan or line o f credit —  
because both look at your credit information, but the two are not the 
same thing, says Craig Watts, a spokesperson for Fair, Isaac, and Co., 
whose insurance risk scores are used by about 300 insurers nationwide.

"Consumers are becoming more 
fam ilia r with credit risk scoring, but 
insurance risk scoring is s till fairly 
arcane," says Watts.

W hile both insurance scores and credit 
scores look at the same five

A peak inside the "black 
box"

While Fair, Isaac & Co. will 
not release the details of their 
insurance risk scoring model 
to the public, spokesperson  
Craig Watts says that your 
credit score can give you an
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cnarauiensucs 01 a person s ereun 
report (see list at right), the data are 
weighted differently. This difference in 
weighting can swing 5 to 10 percent in 
each category.

"The biggest difference is that 
insurance risk scores look for stability, 
but credit risk scores look for a reliable 
pattern," says Watts. "Insurance scores 
are also more interested in how 
regularly you pay than in how much 
you already owe."

Insurers use these insurance scores to 
try to identify consumers who are 
consistent and reliable, as well as those 
who show a pattern o f demonstrating 
common sense with money. Insurers 
say these people are less like ly to file  a 
claim on an insurance policy.

"We've studied m illions o f records and 
have found that there is a clear and 
reliable correlation between credit 
history and insurance risk," says Watts.

Allstate Insurance Co. and State Farm 
Mutual Auto Insurance Co., the 
nation's two largest auto and home 
insurers, have also noted this 
correlation and have developed their 
own insurance risk-scoring systems 
that incorporate credit information.

"We went in and looked at our data . . .  
to see i f  we could find differences 
between groups o f people," says M ike 
Trevino, a spokesperson for Allstate. 
That analysis showed that people who 
have better credit —  at least as 
reflected in their insurance scores —  
tend to file  fewer claims, thus costing 
the insurer less money.

"Cur feeling is that using credit 
information allows us to more fa irly 
price our insurance," says Trevino. 
"Those that have better credit pay a 
lower rate."

Past payment h istory 
(approx. 35%)
How you've paid your credit 
bills in the past, if your bills 
have been paid on time, items 
in collection, the number of 
"adverse public records" 
(bankruptcy, wage  
attachments, liens), and the 
number and length of 
delinquencies or items in 
collection.
Amount of credit owed 
(approx. 30%)
How many accounts, what 
kind of accounts, and how 
close you are to your credit 
limits.
Length of time credit 
established (approx. 15%) 
How long you have had credit 
accounts and how long you 
have had specific accounts. 
New credit (approx. 10%) 
Number and proportion of 
recently opened accounts, the 
number of credit inquiries, and 
the reestablishment of positive 
credit history after payment 
problems.
Types of credit established 
(approx. 10%)
The number and activity of 
various types of credit 
accounts including credit 
cards, retail store accounts, 
installment loans, and 
mortgages.

Insurers place importance on 
the factors that show  
long-term stability, so  by 
demonstrating responsible 
use of credit and keeping your 
balances low, you should be 
able to improve your 
insurance score. That could 
translate into lower insurance 
premiums, if you've been  
impacted by a negative credit 
history in the past.

You can purchase your credit 
score, credit report, and tips 
on how to improve your score  
from mvFICO. a W eb site 
from Fair, Isaac & Co.

2 of 4 2/27/2002 1:04 PM
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D ick Luedke, a spokesperson fo r State ; ? vsB&t&i
Farm, which uses credit information only in deciding whether or not to 
issue an insurance policy, points out that in some cases use o f credit 
inform ation has allowed State Farm to cover people that wouldn't 
ord inarily have qualified.

"Study after study has shown that credit history can be correlated w ith 
the likelihood that someone v /ill file  a claim ," says Luedke. "We don't 
claim to have the defin itive answer as to why there is a correlation, but 
we believe one exists."

Corre la tions can't explain why insurance scoring works
That reasoning for using insurance risk 
scoring infuriates Georgia Insurance 
Commissioner John Oxendine, who is also a 
member o f the Consumer Protection W orking 
Group o f the National Association o f 
Insurance Commissioners.

"S tudy a fte r 
s tudy has 
show n th a t 
c re d it history 
c a n  b e 
c o rre la te d  
w ith th e 
like lih ood th a t 
som eon e will 
file a c la im ."

" I hear a lot o f talk about correlation, but no 
talk about causation," says Oxendine. 
"Insurers don't have any reason for why 
scoring works, they just say 'correlation' over 
and over."

W hile Oxendine acknowledges that credit 
information —  which has been used by some 
insurers for more than a decade —  can be 
useful to insurance companies for avoiding 
insurance fraud-motivated arson and sim ilar 
hazards, he places little  faith in 

computer-modeled insurance scores and statistical relationships.

" I f  you punch r nough numbers through a computer you can get 
anything," says Oxendine. "It's time we learn about how it works and 
make sure the criteria they use are in the best interest o f the public."

So far Oxendine has had little  success in getting insurers to divulge their 
methods for calculating insurance risk scores. "The information 
currently available to consumers seems designed to lim it their 
understanding o f [insurance] scores," says Oxendine. " I f  you don't know 
the rules o f the game, you can't protect yourself."

3 of 4 2/27/2002 1:04 PM

http://www.insure.com/auto/cieditscores.hti


insure.com - auto insurance - How your c...ts your auto and home insurance premiums http://www.insure.com/auto/creditscores.hirr.

I t  isn't quite that simple, says Dan Kummer, 
an expert on credit information issues and the 
director o f auto insurance fo r the National 
Association o f Independent Insurers, a 
property/casualty trade organization that has 
been an outspoken advocate for the use o f 
ciedit-based insurance risk scores for selling 
and pricing insurance.

The computer models used to generate 
insurance scores from credit information 
represent a tremendous investment o f time 
and money for insurers and they don't want 
that proprietary information to be leaked to 
other companies, says Kummer.

"If you p u n c h  
e n o u g h 
num be rs 
th ro u g h a 
c o m p u te r you 
c a n  g e t 
an y th in g ."

"This is very disturbing —  it's like a black box," counters consumer 
advocate J. Robert Hunter, the director o f insurance for the Consumer 
Federation o f America (CFA) and a former Texas Insurance 
Commissioner. "They haven't verified that minorities, people w ith 
disabilities, and the poor aren't discriminated against by these systems."

According to Kummer and Watts, insurance risk-scoring models do not 
discriminate. "In the studies we’ve done, we looked specifically at the 
scoring o f low- to moderate-income and high m inority areas," says 
Watts. "People in those areas score the same as in areas o f higher 
income. We didn't see a pattern o f indirect discrimination." Go to Page 
2 : G row ing  pains and grow ing regulation

Last updated Dec. 4, 2001
X i Warning ‘ . BOO S3

Your auto insurance spending may not be optimized.
Click OK now to obtain INSTANT and COMPARATIVE auto quotes

OK

'r~ri*actrafflrniQtion
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Wednesday, December 26, 2001,12:00 a.m. Pacific

Permission to reprint or copy this article/photo m u s t  be obtained from The Seattle Times. Call 206-464-3113 or 
e-mail resale@seattletimes.com with your request.

N o  c r e d i t h is t o r y ?  I t  m a y  ra is e  y o u r  in s u r a n c e

By Peter Lewis
S e a ttle  T im es c o n s u m e r -a ffa ir s  re p o r te r

In the war o f words over "credit scoring" —  a contentious practice used by f ~  E-maii th is artic le

insurance companies to set rates for drivers and homeowners based on their 21 Print this article
credit history —  there is at least one point o f agreement among advocates 
and opponents:

Those without credit histories cannot enjoy the system’s "benefits," meaning they pay as much as 25 
percent more for insurance.

Comparing the number o f adult Americans counted in the 2000 Census w ith the number of active-credit 
files maintained by major credit-reporting agencies, there appear to be between 4 m illion  and 19 m illion 
Americans who are IS and older without credit histories.

Critics o f the credit industry say most o f those are immigrants, older people, those who are culturally 
uncomfortable or distrustful o f credit, certain religious groups or those too poor to qualify.

A t its core, credit scoring is based on the belief there is a strong, statistical correlation between personal 
financial responsibility and the likelihood that someone w ill get into an accident or otherwise file  a claim 
to recover losses.

As a result, the system works against people who cannot prove through records kept by credit agencies that 
they have managed their money responsibly.

The consequences o f an absence o f credit came to light in Yakima, where many Hispanics live, at a public 
hearing in October hosted by Washington state insurance commissioner M ike Kreidler.

Testifying on the subject was an insurance-agency owner, David Hargreaves o f Yakima-based Argus 
Insurance. In a subsequent interview, Hargreaves said some Hispanics were forced to spend more on 
expensive policies because they lacked credit histories.

It's happened about a dozen times in the past year, he said, mostly in the last quarter, indicating the 
credit-scoring trend is on the upswing. "The biggest problem we have relative to the Hispanic population is 
that, culturally, they by and large pay cash and do not have an established credit history," Hargreaves said.

"Even though their 'credit' may be perfectly good, they pay in cash. By virtue o f that, when we order a 
credit score, we get a 'no h it' or it shows 'no credit.' And depending on the various insurance companies, i f  
they solely use credit scoring, then it's a negative, and they get placed in a more 'surcharged' market." he 
said.

I nil
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Depending on the particular insurance company's policy, the resulting difference w ill cost clients without 
credit histories from 10 to 25 percent more fo r auto insurance, Hargreaves said.

Kreidler, the insurance commissioner, recounted the impact on Hispanics, among other groups, in a 
presentation for state lawmakers in November. He used the occasion to announce his intent to introduce 
legislation in the upcoming legislative session to curb the practice, which has become widespread in the 
industry.

Kreidler, who fears credit scoring could increase the number o f uninsured motorists, wants to ban it as the 
sole criterion to cancel, nonrenew or deny coverage. He also wants to cap at 20 percent the premium 
differential tied to credit scoring.

Kreidler acted after listening to scores o f consumers at four public hearings last fa ll. Some consumers 
questioned the re liab ility  o f the underlying data in credit reports, and the potentially discriminating impact 
o f credit scoring on divorced people, those w ith sudden, staggering medical expenses and victims o f 
identity theft.

Even agents are frus tra ted

Credit scoring is an evolving technology that assigns a point value to attributes such as payment history, 
outstanding debt and the number and types o f accounts. No two models are alike, and different companies 
can give more or less weight to the overall value o f credit history vs. more traditional measures, such as 
driving history, accident records and claims.

Representatives o f the insurance industry maintain that credit scoring is an objective, effective tool to place 
consumers into the appropriate risk categories. They further assert it  permits companies to write more 
policies and to charge lower premiums for many consumers.

But because the companies do not spell out how they arrive at scores (they consider it intellectual 
property), some insurance agents have become frust-ated trying to explain to customers decisions that 
neither agent nor customer fu lly  understands. A lso worrisome, agents say, is the move by some companies 
to cut underwriting costs by downgrading or ignoring traditional yardsticks.

Even the system's advocates acknowledge that consumers w ith no credit history become instant losers. 
"We're not penalizing anybody. But they (people without credit history) won't get a reward for having good 
credit," said Michael Harrold, northwest regional manager o f the National Association o f Independent 
Insurers, an industry trade group with more than 690 members who write $98 b illion  in premiums 
annually.

D iscrim ination seen

Among those apparently not getting a reward are members o f certain ethnic and religious groups, including 
Hispanics, Asians, strictly observant Muslims and older Americans who lived through the Depression and 
do not believe in credit.

"Most immigrant communities have some kind o f mechanism where people pool their money w ith each 
other to have capital to begin whatever projects they need," said KaYing Yang, executive director o f 
Searac, a Seattle-based advocacy group fo r the Southeast Asian community. "I believe the Korean name is 
'kae.'

http://seattletimes.n
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"The question about credit is a serious one," Yang said. "People don't want to have debt in the cultures I'm 
aware of. A t the end o f the year, before the new year, they pay o ff  debt." This is particularly common in 
the Vietnamese-American community, she said, "to start the new year fresh."

Then there are observant Muslims. The Koran outlaws the paying o f interest. "To make money on money 
without working for it is not allowed," said Jamil Abdul Razaak, spokesman for Seattle's Idriss Mosque. 
There are many Muslims who overlook the prohibition out o f necessity, he said. But some strict followers 
o f the Koran could interpret ownership o f a credit card as a violation, even i f  they do not allow finance 
charges to accrue, Razaak said.

Others have an aversion to credit because o f their life experience. Bruce Reeves, lobbyist fo r the Senior 
Citizens Lobby, an Olympia-based advocacy group, said that many older people who went through the 
Depression "have a pretty jaundiced feeling about who we trust to do business with, and how we handle 
our money. A  number o f people don't have credit cards."

B im y Bimbaum, a former assistant insurance commissioner in Texas who now works as a consultant, 
maintains that credit scoring discriminates against the poor, who generally have a harder time qualifying 
for credit.

Pete McCorkell, a former vice president for Fair, Isaac, a California-based company that has developed 
some o f the most heavily used credit-scoring models, acknowledged that poor people and minorities are 
turned down for credit more often than others. But he maintained such outcomes are based on sound data 
and represent an accurate assessment o f the risks they pose.

M ike Trevino, a spokesman for Allstate Insurance, said his company insures customers without credit 
histories, but they pay more. They are charged more because data show that such customers "perform 
worse" than the average Allstate customi *. In other words their "loss costs" tend to be 12 percent to 25 
percent more than average.

S till, Trevino acknowledged that, intuitively, it  feels funny to charge customers more for the absence o f 
certain characteristics rather than for things they actually did, like p iling  up debt or having too many 
accidents.

Andy Schoenholtz, a professor at Georgetown University who has studied international immigration, said 
many immigrant groups "have no idea what the U.S. credit system is." They often come from places with 
no formal financial structures or where such institutions were reserved for the wealthy or business 
interests.

That does not mean that such people are not credit-worthy, Schoenholtz said. He says he believes that 
financial institutions need to figure out nontraditional ways o f tracking the saving, spending and regular 
payments made by those in immigrant communities.

It's only smart business to do so, the professor added, because otherwise the financial institutions and 
insurance companies "are missing a market for themselves."

Peter Lewis can be reached at 206-464-2217 or plewis@seattletimes.com.

Copyright © 2002 The Seattle Times Company
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OFFERED IN  THE SENATE 

TO: SB 327

22-I/S I460\C

BY SENATOR D O N LEY

Page I, line 1, fo llow ing "to"

o
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23

24

Insert "co n fid e n tia lity  o f insurance records and hearings and to"

Page 1, fo llow ing line 2:

Insert new b ill sections to read:

"*  Section 1. AS 21.06.060 is amended to read:

Sec. 21.06.060. Records. The director shall enter in permanent form records 

o f o ffic ia l transactions, examinations, investigations, and proceedings and keep those 

records in the office o f  the director. The records and insurance filings in the office o f 

the director are open to public inspection, except as otherwise provided in (b) - (g) o f 

this section or o the r provisions o f this title w ith  respect to particular records or 

filings.

* Sec. 2. AS 21.06.060 is amended by adding new subsections to read:

(b) Inform ation and records, including written documents and electronic data, 

designated as confidentia l or not available for public inspection under this section or 

other provisions o f  this title

(1) are not subject to inspection and copying under AS 40.25.110 -

40.25.220.

(2) may not be obtained from die director by subpoena, except for a 

subpoena issued by a state or federal law enforcement agency or grand ju ry ;

(3) may be used by the director in a regulatory or legal proceeding; and

(4) may be released for public inspection i f  the person who provided 

the information or records to the director consents or releases incomplete or 

misleading inform ation on the same topic to the public.

L -1-
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1 (c) The director or a person acting under the authority o f  the director who

2 receives information or records designated in this title as confidential or not available

3 for public inspection may not be permitted or required to testify about the information

4 or records in a c iv il action not involving the state or a state agency, officer, or

5 employee.

6 (d) A  person required or requested to provide information or records to the

7 director under this title  does not waive a claim o f  privilege that the person may have

S by providing the information or records to the director.

9 (e) In the performance o f duties under this title, the director may

10 (1) disclose confidential information or records to the legislature, state.

11 federal, and international regulatory or law enforcement agencies, or the National

12 Association o f Insurance Commissioners i f  the recipient w ill maintain the

13 confidentia lity o f  the information or records:

14 (2) receive information or records from state, federal, and international

15 regulatory or law enforcement authorities or the National Association o f Insurance

16 Commissioners and maintain the confidentia lity o f the inform ation or records i f

17 requested to do so or given notice that the information or record* are confidential

18 under the law o f  the ju risd iction supplying them: and

19 (3) enter into agreements consistent w ith this section governing the

20 sharing o f  information or records that are confidential under this title  w ith  other state.

21 federal, and international regulatory or law enforcement agencies or the National

22 Association o f Insurance Commissioners for the purpose o f furthering any regulatory

23 or legal action that may be taken as part o f the recipient's o ffic ia l duties.

24 (f) The fo llow ing inform ation or records submitted to or obtained by the

25 director are confidential:

26 (1) personally identifiable consumer information: however, the director

27 may disclose the inform ation or records for the purpose o f attempting to resolve a

2S consumer complaint;

29 (2) information or records established by a showing satisfactory to the

30 director to be a trade secret or proprietary business information, including

31 (A ) detailed health insurance claim cost data; and

L -2-
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1 (B) justification for usual, customary, and reasonable charge

2 determinations; and

3 (3) information or records provided by a person not subject to this title

4 at the request o f  the director i f  the inform ation or records are identified as confidential

5 by the director; and

6 (4) financial analysis ratios and examination synopses concerning

7 insurance companies that are submitted to the director by the National Association o f

8 Insurance Commissioners.

9 (g) The director may w ithhold information or records from public inspection

10 for as long as the director finds the w ithhold ing is

11 (1) necessary to protect a person against unwarranted in jur}'; or

12 (2) in the public interest.

13 * Sec. 3. AS 21.06.150(g) is repealed and reenacted to read:

14 (g) Inform ation or records obtained by the director under AS 21.06.120 or

15 21.06.140 and any related workpapers o f an examination are confidential. The

16 director may publish an examination report or a summary o f it in a newspaper or

17 electronic media in the state i f  the director determines that the publication is in the

18 public interest.

19 * Sec. 4. AS 21.06.210 is amended by adding a new subsection to read:

20 (h) The director may close a hearing to the public when the director finds the

21 closure is necessary to protect a person against unwarranted in jury or is in the public

22 interest.

23 * Sec. 5. AS 21.87.190(b) is amended to read:

24 (b) The service corporation shall, before use, file  w ith  the director (1) a

25 schedule o f  subscription rates, fees, or payments o f  any kind to be charged

26 subscribers; (2) every rating manual, schedule, plan. rule, or formula; and (3)

27 [BEFORE USE,] any m odification to the rating manual, schedule, plan. rule, or

28 formula. Each filin g  must state the effective date and must provide a comprehensive

29 description o f  the coverage. Detailed rate jus tifica tion , inc lud ing  rate form ulas, is

30 con fiden tia l [THE DIRECTOR M A Y  W ITH H O LD  THE R A TIN G  FO R M U LA

31 FROM  PU BLIC  INSPECTION FOR AS LONG AS THE DIRECTOR

L -3-
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DETERM INES T H A T  W ITH H O LD IN G  THE RATING  FO RM ULA IS 

NECESSARY TO PROTECT THE SERVICE CORPORATION AG AINST 

U N W A R R A N TE D  INJUR Y OR IS IN  THE PU BLIC  INTEREST].''

Page 1. line 3:

Delete "Section 1."

Insert "Sec. 6."

Renumber the fo llow ing  b ill sections accordingly.
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M I C H A E L  L  L E S S M E I E R  
G R E G O R Y  W .  L E S S M E I E R  
S H E L D O N  E.  W I N T E R S

V intage Business Park 
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Juneau, A laska 99801

T E L E P H O N E :  (9 0 7 ) 79& -4909 
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e -m a i l : 1-wOga.ngt

January 29, 2002
Senator Dave Donley 
State Capital, Room 506 
Juneau, A laska 99801-1182

Rc: Holderness - UM/UIM

Dear Senator Donley:

Pursuant to our recent conversation 1 am w rit in g  you on behalf o f  State Farm to 
request yo u r assistance in  resolving several problems in the U M /U IM  law  created by two 
recent A laska Supreme Court decisions. In  Holderness v  State Farm Fire and Casualty 
Com pany, the C ourt held that any lia b ility  po licy  that provides coverage fo r automobile 
lia b ility , even i f  on ly  on an incidental or excess basis, triggers the mandated offers o f  
U M /U IM  required by AS  21.89.020 (c). As a result o f  this ru ling , coverages which were 
never intended o r priced to include U M /U IM  are mandated to include this coverage, 
sometimes at high levels. In  each such situation where a po licy  is ju d ic ia lly  rewritten to 
inc lude this coverage, the insured should have already received on his o r her prim ary 
autom obile p o lic y  the mandated offers o f  21.89.020(c) and should have selected the lim its 
desired. I t  is thus d if f ic u lt  fo r us to understand any sound po licy  ju s tifica tion  fo r ju d ic ia lly  
rew riting  polic ies that provide autom obile lia b ility  coverage on ly as incidental to some other 
basic coverage.

Because o f  the im pact o f  this ru ling , we understand that at least one m ajor carrier has 
stopped o ffe ring  excess policies in  Alaska. I t  would not surprise us i f  other carriers have le ft 
these markets, as the ru ling  substantia lly and unnecessarily expands coverages that were 
w ritten  fo r other purposes. As a result o f  this ru ling, a carrier is now  required to make 
m u ltip le  offers o f  U M /U IM  coverage, firs t on the insured’s p rim a iy  automobile po licy, and 
then on each and every po licy  that may provide incidental automobile lia b ility  coverage. So 
long  as an insured has the opportun ity to select appropriate lim its  on his p rim ary automobile 
po licy , i t  is hard to see w hy such offers should be required on policies w h ich may prov ide 
autom obile lia b ility  coverage on ly  on an incidental basis.
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One w ay to f ix  th is problem  is to amend AS 28.89.020 to provide that the mandated 
offers are not required fo r  excess or um brella polic ies or polic ies that provide on ly incidental 
autom obile coverage. The C a lifo rn ia  statute accomplishes this by  provid ing:

A  p o lic y  shall be excluded from  the application o f  this section i f  the 
autom obile lia b ility  coverage is provided on ly  on an excess or um brella basis. 
N o th ing  in  this section shall require that uninsured m otorist coverage be 
o ffe red  or p rovided in  an hom eowner po licy , personal and residents’ lia b ility  
po licy , comprehensive personal lia b ility  po licy , manufacturers’ and 
contractors’ p o licy , premises lia b ility  po licy , special m u ltipe ril po licy , o r any 
other p o lic y  o r endorsement where autom obile lia b ility  coverage is offered as 
incidenta l to some other basic coverage . . .

I t  is d iff ic u lt,  i f  not impossible, to predict when a court may ju d ic ia lly  create 
autom obile l ia b ility  coverage when in terpre ting a lia b ility  po licy , ft is hard to imagine being 
in  the position  o f  having to o ffe r U M /U IM  coverage on every po licy  that a court may 
somehow construe to create autom obile lia b ility  coverage. Y e t that is exactly the position 
the industry is in, fo r i f  the coverage is not offered but the p o lic y  is la ter construed to create 
autom obile lia b ility  coverage, U M /U IM  is then included by im plica tion. We do not believe 
this situation was ever intended and hope you are w ill in g  to help us find  a legislative 
solution.

The second prob lem  is created by  the case o f  State Farm M utual Autom obile  
lnsurancc_Companv v. Lawrence. The Court there he ld  that U M /U IM  coverage includes 
coverage fo r pun itive  damages i f  coverage fo r pun itive  damages is not excluded under the 
insured’s lia b ility  p o licy . W e th in k  i t  one th ing fo r an insured to desire protection from 
lia b ility  associated w ith  the risk o f  pun itive  damages, but quite another to  then mandate the 
inclusion o f  the r ig h t to recover pun itive  damages under U M /U iM  coverage. W c do not 
believe the basic purpose o f  U M /U IM  was ever to mandate pro tection fo r pun itive  damages. 
N o r do we believe an insured should be forced to pay fo r such coverage.

A  sim ple so lu tion  to this problem  is to exclude pun itive  damages from  the mandated 
coverage sections o f  T itle  21 and T itle  28. For example, AS 21.89.020 (c) could be amended 
to state:

A n  insurance com pany o ffe ring  autom obile lia b ility  insurance in  this state fo r 
b o d ily  in ju ry  o r death shall in it ia lly  and at each renewal, o ffe r coverage 
prescribed in A S  28.20.440 and 28.20.445 or A S  28.22 fo r the protection o f 
the persons insured under the p o lic y  w ho are lega lly  entitled to recover
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damages, except pun itive  damages, fo r bod ily  in ju ry  or death from  owners or 
operators o f  uninsured or undcrinsured m oto r vehicles.

The same change w ould  need to be made to AS 28.20.440, AS 28.20.445 and AS 
28.22.101.

A n o the r a lternative w ould  be to amend the statutory scheme to a llow  an insurer to 
exclude pun itive  damages w ithout v io la ting  the o ffe ring  requirements o f  AS 21.89.020, AS
28.20 and AS 28.22.

I  thank you fo r  you r continued interest in th is subject. I f  you have any questions, 
please let me know.

Sincerely,

LE S S M E IE R  &  W IN TER S

By:
M ichael L . Lessmeier

M L L /tc w
0 0 15-006/Don lcy.wpd
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M  E M_0 R A N D U  M March 5, 2002

SU BJECT: M otor vehicle insurance - SB 327

TO : Senator Dave Donlev

FR O M : Michael F. Ford 
Legislative Counsel

You have requested a sectional summary o f the above-described bill.

As a prelim inary matter, note that a sectional summary o f  a b ill should not be considered 
an authoritative interpretation o f  the b ill and the b ill itse lf is the best statement o f  its 
contents. I f  you would like an interpretation o f the b ill as it may apply to a particular set 
o f circumstances, please advise.

I have also enclosed a letter from M ike Lessmier that provides background information 
on two issues raised in the b ill, regarding coverage for punitive damages and coverage 
provided on an excess or umbrella basis.

Section 1. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators is not required to cover punitive damages awarded against an 
uninsured or underinsured person.

Section 2. Adds several new provisions o f law relating to motor vehicle insurance, 
including requiring that insurers offer coverage for medical expenses, requiring coverage 
for at least 50 percent o f  the cost o f replacing a safety belt, i f  comprehensive coverage is 
provided, and adding a defin ition o f  "automobile liab ility  insurance" that excludes 
coverage provided only on an excess or umbrella basis.

Section 3. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators for a person subject to AS 28.20 is not required to cover liab ility  for 
punitive damages.

Section 4. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators under the mandatory insurance provisions o f  AS 28.22 do not require 
coverage for punitive damages awarded against an uninsured or underinsured person.

Section 5. Effective date.

MFF:med 
02-25 l.med
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Subject: [Fw d: SB 327]
Date: Tue, 16 A pr 2002 08:09:38 -0800

From : Senator Dave Donley <Senator_Dave_Donley@legis.state.ak.us> 
O rgan iza tion : Alaska State Legislature

To: Jos Govaars <Jos_Govaars@legis.state.ak.us>

Subject: SB 327
Date: Mon, 15 Apr 2002 12:45:29 -0800 

F rom : bob_lohr@dced.state.ak.us
To: David A  Donley <Senator_Dave_Donley@legis.state.ak.us>

Attached in the Division of Insurance's le tte r of support fo r your b i l l , 
along with a suggest technical amendment.

You had agreed to consider including in your b i l l language to protect 
the con fiden tia lity of investigative insurance records held by the 
d iv is ion . Talking points in support of con fiden tia lity are attached.

C onfiden tia lity provisions:

Would require the Alaska Division of Insurance to protect the 
con fiden tia lity of insurance investigative documents. Would increase 
the willingness of insurers to share confidentia l information with the 
div is ion . Would make i t  possible fo r the Alaska div is ion to receive 
investigative file s  from other insurance regulators with tigh te r 
con fiden tia lity laws that Alaska's current law.

Please le t me know i f  you have any questions.

Name: l_DonIeySB 327_.doc 
Type: W IN W O R D File (application/msword) 

Encoding: base64 
Download Status: Not downloaded with message

i 1 Donlev SB 327 .doc
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April 15, 2002

The Honorable Dave Donley 
Alaska S tate Senate 
S tate Capitol Building, Room 506 
Juneau , Alaska 99811

RE: SB 327

Dear Senator Donley:

Thank you for introducing legislation to address some of the issues raised in recent 
court cases th a t have resulted in a tightening of the personal umbrella m arket and 
for clarifying w hether punitive damages are covered under uninsured and 
underinsured motorists coverage.

The Alaska Division of Insurance supports the proposed new section in AS
21.89.020 clarifying th a t automobile liability insurance does not include coverage 
provided on an  excess or umbrella basis. We also support the exclusion of punitive 
dam ages from uninsured and underinsured motorists (UM/UIM) coverage. Without 
this revision, the policyholder is paying for punitive damages that the uninsured 
person should be paying. Including punitive damages in UM/UIM coverage 
increases the cost of insurance for the policyholder while having no effect on the 
uninsured tortfeasor.

Most insurers offer medical expense coverage. However, currently there is no 
requirem ent th a t the insured sign a waiver if the insured declines the offer. 
Requiring th a t the insured sign a waiver a t each renewal may complicate the 
renewal process. An easier alternative would be to follow the UM/UIM coverage 
procedure in which the insurer initially offers the medical expense coverage. If the 
insured elects not to purchase the medical expense coverage, the insured would sign 
a waiver. The insured may, at any future time, make a change to the medical 
expense coverage option initially selected, but would not be required to sign a 
waiver a t each renewal.

Comprehensive coverage usually covers direct and accidental loss to the insured’s 
own vehicle. If a safety belt is damaged due to a covered cause of loss, then it would 
be repaired up to the comprehensive coverage limits, less any deductible. Limiting



the coverage to a t least 50% of the cost of replacing the safety belt may result in less 
coverage than  is currently offered under comprehensive coverage.

Comprehensive coverage does not cover repair to a malfunctioning safety belt due to 
wear and tear. If the in ten t of new subsection AS 21.89.020(j) is to require repair or 
replacem ent of a malfunctioning safety belt, when the reason for the damage is not 
a covered cause of loss, then the statutory language needs to be clarified to describe 
the situations under which the additional coverage should apply.

The Division offers these technical suggestions to clarify the provisions of SB 327.

Sincerely,

Robert A. Lohr 
Director
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R equester S e n a te  Transportation___________________________ Com ponent No. 354

Expenditures/Revenues________________________________ (Thousands of Dollars)
Note: A m ounts do not include inflation un less otherw ise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Serv ices 
Travel 
Contractual 
Supplies 
Equipm ent 
Land & S tructures 
Grants & Claims 
M iscellaneous

0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES____________

CHANGE IN REVENUES ( ) |

FUND SOURCE_______________________   (T housands of Dollars)
1002 Federal R eceip ts
1003 GF Match
1004 GF
1005 G F/Program  R eceipts 
1037 GF/M ental Health
1156 GF R eceipt Supported Services

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

E stim a te  o f a n y  c u rre n t y e a r (FY2002) c o s t:  0.0
C h eck  th is  b o x  (X) if fu n d in g  fo r  th is  bill is  in c lu d e d  in th e  G o v e rn o r 's  FY 2003 b u d g e t p ro p o s a l:  

POSITIONS
Full-time
Part-tim e
Tem porary

ANALYSIS: (Attach a separate paqe if  necessary)

This bill has no fiscal impact on this component.

Prepared  by: Robert A. Lohr._Director____________________ P h one 907-269-7900
Division Insurance Date/Tim e 4/17/02 11:52 AM
Approved by: Deborah B. Sedwick, Commissioner_________________  Date 4/17/2002
Agency Department of Community & Economic Development
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S e n a t o r  D a v e  D o n l e y
ALASKA STATE LEGISLATURE

SPONSOR STATEMENT 
FOR SENATE BILL 327 

"AN ACT RELATING TO MOTOR VEHICLES INSURANCE."
4 /1 6 /0 2

Senate B ill 327 allows insurance companies to specifically exclude punitive damages 
from  coverage provided by Uninsured and Under Insured Motorists.

As first party insurance, no public policy (absent successful subrogation) is served by 
requiring U M  /  U IM  to pay punitive damages.

In the case o f State Farm Mutual Automobile Insurance Company v Lawrence, the 
court held that Uninsured M otorist /  Under Insured M otorist coverage includes 
coverage for punitive damages i f  coverage for punitive damages is not excluded 
under the insured’s lia b ility  policy. In a sense the courts mandated the inclusion o f the 
right to recover punitive damages under U M  /  U IM  coverage, SB 327 w ill reverse 
this decision.

Senate B ill 327 w ill also require insurance companies to offer in w riting  in itia lly , and 
at each renewal o f automobile insurance, coverage for medical expenses as a result o f 
bodily in ju ry  o r death resulting from the operation o f a motor vehicle. This ensures 
Alaskan insurance consumers the opportunity to better protect themselves and their 
families.

Senate B il l 327 also requires comprehensive coverage to include a provision 
providing fo r at least 50 percent o f the cost o f replacing a worn or defective seatbelt 
in a covered motor vehicle. This provision would encourage the replacement o f 
possible malfunctioning seatbelts, and hopefully save lives and reduce injuries.

D D /jg
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Vice-Chair: Senate Judiciary Committee 
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1 Page 3, fo llow ing  line 13:

2 Insert a new b ill section to read:

3 " *  Sec. 4. AS 28.20.445(f) is amended to read:

4 (f) I f  both the owner and operator o f  the uninsured vehicle are unknown,

5 payment under the uninsured and underinsured motorists coverage shall be made only

6 where direct physical contact between the insured and uninsured or underinsured

7 m otor vehicles has occurred, o r where a person o ther than the insured attests tha t

8 a m o to r vehicle invo lved in the accident le ft the scene w ith o u t being id e n tifie d . A

9 vehicle that has le ft the scene o f the accident w ith  an insured vehicle is presumed to be

10 uninsured i f  the person insured reports the accident to the appropriate authorities

11 w ith in  24 hours."

12
13 Renumber the fo llow ing  b ill sections accordingly.

14

15 Page 3, fo llow ing  line 22:

16 Insert a new b ill section to read:

17 " *  Sec. 6. AS 28.22.201(b) is amended to read:

18 (b) I f  both the owner and operator o f  a vehicle are unknown, payment under

19 the uninsured and underinsured motorists coverage may be made only where direct

20 contact between the m otor vehicles has occurred, o r where a person o the r than the

21 insured attests th a t a m o to r vehicle invo lved in the accident le ft the scene w ith o u t

22 being id e n tif ie d . A  vehicle and operator that have left the scene o f an accident w ith

23 another vehicle are presumed to be uninsured i f  the insured person reports the accident

24 to the appropriate authorities w ith in  24 hours."

OFFERED IN  TH E SENATE 

TO: SB 327

L -1-
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1
2 Renumber the following bill section accordingly.
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FISCAL NOTE

2002 LEGISLATIVE SESSION Bill Version: SB 327
() Publish Date: _______

STATE O F  ALASKA Fiscal Note Number: ______

Revision Date/Time (Note if correction):________________________ Dept. Affected:!_________ DCED
Title An Act relating to motor vehicle insurance; and BRU Insurance (116)
providing for an effective date_________________________________ Component Insurance Operations
Sponsor Senator Donley_______________________________  ____________________
Requester Senate Transportation_________________________ Component No. 354

Expenditures/Revenues________________________ (Thousands of Dollars)
Note: Amounts do not include 'nflation unless otherwise noted below.________________
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES___________

CHANGE IN REVENUES ( ) |

FUND SOURCE_____________________    (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
1156 GF Receipt Supported Services

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any cu rren t year (FY2002) cost: 0.0
Check th is  box (X) i f  fund ing  fo r  th is  b ill is  included in the G overnor's FY 2003 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill has no fiscal impact on this component.

Prepared by: Robert A. Lohr. Director________________________________________ Phone 907-269-7900
Division Insurance_________________________________________________ Date/Time 4/17/02 11:52 AM

Approved by: Deborah B. Sedwick, Commissioner______________________________Date 4/17/2002
Agency Department of Community & Economic Development_________
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OFFERED rN THE SENATE BY SENATOR DONLEY
TO: SB 327

1 Page 3, following line 13:
2 Insert a new bill section to read:
3 "* Sec. 4. AS 28.20.445(f) is amended to read:
4 (f) If both the owner and operator of the uninsured vehicle are unknown,
5 payment under the uninsured and underinsured motorists coverage shall be made only
6 where direct physical contact between the insured and uninsured or underinsured
7 motor vehicles has occurred, or where a person other than the insured attests that
8 a motor vehicle involved in the accident left the scene without being identified. A
9 vehicle that has left the scene of the accident with an insured vehicle is presumed to be

10 uninsured if the person insured reports the accident to the appropriate authorities
11 within 24 hours."
12
13 Renumber the following bill sections accordingly.
14
15 Page 3, following line 22:
16 Insert a new bill section to read:
17 "*Sec. 6. AS 28.22.201(b) is amended to read:
18 (b) If both the owner and operator of a vehicle are unknown, payment under
19 the uninsured and underinsured motorists coverage may be made only where direct
20 contact between the motor vehicles has occurred, or where a person other than the
21 insured attests that a motor vehicle involved in the accident left the scene without
22 being identified. A vehicle and operator that have left the scene of an accident with
23 another vehicle are presumed to be uninsured if the insured person reports the accident
24 to die appropriate authorities within 24 hours."

L -1-
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OFFERED IN THE SENATE BY SENATOR DONLEY
TO: SB 327

1 Page 1, line 1, following "to":
2 Insert "confidentiality of insurance records and hearings and to"
j
4 Page I, following line 2:
5 Insen new bill sections to read:
6 "* Section 1. AS 21.06.060 is amended to read:
7 Sec. 21.06.060. Records. The director shall enter in permanent form records
8 of official transactions, examinations, investigations, and proceedings and keep those
9 records in the office of the director. The records and insurance filings in the office of

10 the director are open to public inspection, except as otherwise provided in (b) - (g) of
11 this section or other provisions of this title with respect to particular records or
12 filings.

13 * Sec. 2. AS 21.06.060 is amended by adding new subsections to read:
14 (b) Information and records, including written documents and electronic data.
15 designated as confidential or not available for public inspection under this section or
16 other provisions of this title
17 (1) are not subject to inspection and copying under AS 40.25.110 -
18 40.25.220:
19 (2) may not be obtained from the director by subpoena, except for a
20 subpoena issued by a state or federal law enforcement agency or grand jury;
21 (3) may be used by the director in a regulatory or legal proceeding; and
22 (4) may be released for public inspection if the person who provided
23 the information or records to the director consents or releases incomplete or
24 misleading information on the same topic to the public.

L -1-
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1 (c) The director or a person acting under the authority of the director who
2 receives information or records designated in this title as confidential or not available
3 for public inspection may not be permitted or required to testify- about the information
4 or records in a civil action not involving the state or a state agency, officer, or
5 employee.
6 (d) A person required or requested to provide information or records to the 

director under this title does not waive a claim of privilege that the person may have
8 by providing the information or records to the director.
9 (e) In the performance of duties under this title, the director may

10 ( 1) disclose confidential information or records to the legislature, state.
11 federal, and international regulatory or law enforcement agencies, or the National
12 Association of Insurance Commissioners if the recipient will maintain the
13 confidentiality of the information or records:
14 (2) receive information or records from state, federal, and international
15 regulatory or law enforcement authorities or the National Association of Insurance
16 Commissioners and maintain the confidentiality of the information or records if
17 requested to do so or given notice that the information or records are confidential
18 under the law of the jurisdiction supplying them: and
19 (3) enter into agreements consistent with this section governing the
20 sharing of information or records that are confidential under this title with other state.
21 federal, and international regulatory' or law enforcement agencies or the National
22 Association of Insurance Commissioners for the purpose of furthering any regulatory
23 or legal action that may be taken as part of the recipient's official duties.
24 (f) The following information or records submitted to or obtained by the
25 director are confidential:
26 ( 1) personally identifiable consumer information; however, the director
27 may disclose the information or records for the purpose of attempting to resolve a
28 consumer complaint;
29 (2) information or records established by a showing satisfactory to the
30 director to be a trade secret or proprietary business infomiation. including
31 (A) detailed health insurance claim cost data: and

L -2-
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(B) justification for usual, customary, and reasonable charge 
determinations: and

(3) information or records provided by a person not subject to this title 
at the request of the director if the information or records are identified as confidential 
by the director; and

(4) financial analysis ratios and examination synopses concerning 
insurance companies that are submitted to the director by the National Association of 
Insurance Commissioners.

(g) The director may withhold information or records from public inspection 
for as long as the director finds the withholding is

( 1) necessary to protect a person against unwarranted injury’; or
(2) in the public interest.

Sec. 3. AS 21.06.150(g) is repealed and reenacted to read:
(g) Information or records obtained by the director under AS 21.06.120 or 

21.06.140 and any related workpapers of an examination are confidential. The 
director may publish an examination report or a summary of it in a newspaper or 
electronic media in the state if the director determines that the publication is in the 
public interest.

Sec. 4. AS 21.06.210 is amended by adding a new subsection to read:
(h) The director may close a hearing to the public when the director finds the 

closure is necessary to protect a person against unwarranted injury or is in the public 
interest.

Sec. 5. AS 21.87.190(b) is amended to read:
(b) The service corporation shall, before use, file with the director (1) a 

schedule of subscription rates, fees, or payments of any kind to be charged 
subscribers; (2) every rating manual, schedule, plan. rule, or formula; and (3) 
[BEFORE USE.] any modification to the rating manual, schedule, plan. rule, or 
formula. Each filing must state the effective date and must provide a comprehensive 
description of the coverage. Detailed rate justification, including rate formulas, is 
confidential [THE DIRECTOR MAY WITHHOLD THE RATING FORMULA 
FROM PUBLIC INSPECTION FOR AS LONG AS THE DIRECTOR
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DETERMINES THAT WITHHOLDING THE RATING FORMULA IS 
NECESSARY TO PROTECT THE SERVICE CORPORATION AGAINST 
UNWARRANTED INJURY OR IS IN THE PUBLIC INTEREST]."

Page 1. line 3:
Delete "Section 1."
Insert "Sec. 6."

Renumber the following bill sections accordingly.
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L e s s m e i e r  &  W i n t e r s
L A W Y E R S  - LLC

MICHAEL L LESSMEIER GREGORY W. LESSMEIER 
SHELDON E. WINTERS

V intage Business Park 
3000 V intage Boulevard 

Suite  100 
Juneau , A laska 99801

TELEPHONE: (907) 790-4999 
FACSIMILE: (907) 790-4998 

e-mail*. LwOQcinol

January 29, 2002
Senator Dave Donley 
State Capital, Room 506 
Juneau, Alaska 99801-1182

Rc: H o  Idem ess - U M /U IM

Dear Senator Donley:

Pursuant to our recent conversation 1 am writing you on behalf of State Farm to 
request your assistance in resolving several problems in the UM/UIM law created by two 
recent Alaska Supreme Court decisions, in Holdemess v State Farm Fire and Casualty 
Company, the Court held that any liability policy that provides coverage for automobile 
liability, even if only on an incidental or excess basis, triggers the mandated offers of 
UM/UIM required by AS 21.89.020 (c). As a result of this ruling, coverages which were 
never intended or priced to include UM/UIM are mandated to include this coverage, 
sometimes at high levels. In each such situation where a policy is judicially rewritten to 
include this coverage, the insured should have already received on his or her primary 
automobile policy the mandated offers of 21.89.020(c) and should have selected the limits 
desired. It is thus difficult for us to understand any sound policy justification for judicially 
rewriting policies that provide automobile liability coverage only as incidental to some other 
basic coverage.

Because of the impact of this ruling, we understand that at least one major carrier has 
stopped offering excess policies in Alaska. It would not surprise us if other carriers have left 
these markets, as the ruling substantially and unnecessarily expands coverages that were 
written for other puiposes. As a result of this ruling, a carrier is now required to make 
multiple offers of UM/UIM coverage, first on the insured’s primary automobile policy, and 
then on each and every policy that may provide incidental automobile liability coverage. So 
long as an insured has the opportunity to select appropriate limits on his primary automobile 
policy, it is hard to see why such offers should be required on policies which may provide 
automobile liability coverage only on an incidental basis.
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One way to fix this problem is to amend AS 28.89.020 to provide that the mandated 
offers are not required for excess or umbrella policies or policies that provide only incidental 
automobile coverage. The California statute accomplishes this by providing:

A policy shall be excluded from the application of this section if the 
automobile liability coverage is provided only on an excess or umbrella basis. 
Nothing in this section shall require that uninsured motorist coverage be 
offered or provided in an homeowner policy, personal and residents’ liability 
policy, comprehensive personal liability policy, manufacturers’ and 
contractors’ policy, premises liability policy, special multiperil policy, or any 
other policy or endorsement where automobile liability coverage is offered as 
incidental to some other basic coverage . . .

It is difficult, if not impossible, to predict when a court may judicially create 
automobile liability coverage when interpreting a liability policy, ft is hard to imagine being 
in the position of having to offer UM/UIM coverage on every policy that a court may 
somehow construe to create automobile liability coverage. Yet that is exactly the position 
the industry is in, for if the coverage is not offered but the policy is later construed to create 
automobile liability coverage, UM/UIM is then included by implication. We do not believe 
this situation was ever intended and hope you are willing to help us find a legislative 
solution.

The second problem is created by the case of State Farm Mutual Automobile 
lnsurancc_Companv v Lawrence. The Court there held that UM/UIM coverage includes 
coverage for punitive damages if coverage for punitive damages is not excluded under the 
insured’s liability policy. We think it one thing for an insured to desire protection from 
liability associated with the risk of punitive damages, but quite another to then mandate the 
inclusion of the right to recover punitive damages under UM/UIM coverage. Wc do not 
believe the basic purpose of UM/UIM was ever to mandate protection for punitive damages. 
Nor do we believe an insured should be forced to pay for such coverage.

A simple solution to this problem is to exclude punitive damages from the mandated 
coverage sections of Title 21 and Title 28. For example, AS 21.89.020 (c) could be amended 
to state:

An insurance company offering automobile liability insurance in this state for 
bodily injury or death shall initially and at each renewal, offer coverage 
prescribed in AS 28.20.440 and 28.20.445 or AS 28.22 for the protection of 
the persons insured under the policy who are legally entitled to recover
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L e s s m e i e r  & . W i n t e r s
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damages, except punitive damages, for bodily injury or deatli from owners or 
operators of uninsured or undcrinsurcd motor veliicles.

The same change would need to be made to AS 28.20.440, AS 28.20.445 and AS 
28.22.101.

Another alternative would be to amend the statutory scheme to allow an insurer to 
exclude punitive damages without violating the offering requirements of AS 21.89.020, AS
28.20 and AS 28.22.

I thank you for your continued interest in this subject. If you have any questions, 
please let me know.

Sincerely,

LESSMEIER & WINTERS

By:
Michael L. Lessmeier

MLL/tcw
0015-006/Doiiley.wpd
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(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Slop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF A LASKA State Capitol 
Juneau. Alaska 99801-1182 

Deliveries to: 129 6th St.. Rm. 329

M E M O R A N D U M March 5. 2002

SUBJECT: Motor vehicle insurance - SB 327

TO: Senator Dave Donlev

FROM: Michael F. Ford 
Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be considered 
an authoritative interpretation of the bill and the bill itself is the best statement of its 
contents. If you would like an interpretation of the bill as it may apply to a particular set 
of circumstances, please advise.

I have also enclosed a letter from Mike Lessmier that provides background information 
on two issues raised in the bill, regarding coverage for punitive damages and coverage 
provided on an excess or umbrella basis.

Section 1. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators is not required to cover punitive damages awarded against an 
uninsured or underinsured person.

Section 2. Adds several new provisions of law relating to motor vehicle insurance, 
including requiring that insurers offer coverage for medical expenses, requiring coverage 
for at least 50 percent of the cost of replacing a safety belt, if comprehensive coverage is 
provided, and adding a definition of "automobile liability insurance" that excludes 
coverage provided only on an excess or umbrella basis.

Section 3. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators for a person subject to AS 28.20 is not required to cover liability for 
punitive damages.

Section 4. Specifies that motor vehicle insurance coverage for uninsured or underinsured 
owners or operators under the mandatory insurance provisions of AS 28.22 do not require 
coverage for punitive damages awarded against an uninsured or underinsured person.

Section 5. Effective date.

MFF:med 
02-25 l.med
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Subject: [Fvvd: SB 327]
Date: Tue, 16 Apr 2002 08:09:38 -0800 

From: Senator Dave Donley <Senator_Dave_Donley@legis.state.ak.us> 
Organization: Alaska State Legislature

To: Jos Govaars <Jos_Govaars@legis.state.ak.us>

Subject: SB 327
Date: Mon, 15 Apr 2002 12:45:29 -0800 

From: bob_lohr@dced.state.ak.us 
To: David A Donley <Senator_Dave_Donley@legis.state.ak.us>

Attached in the Division of Insurance's letter of support for your bill, 
along with a suggested technical amendment.

You had agreed to consider including in your bill language to protect 
the confidentiality of investigative insurance records held by the 
division. Talking points in support of confidentiality are attached.

Confidentiality provisions:

Would require the Alaska Division of Insurance to protect the 
confidentiality of insurance investigative documents. Would increase 
the willingness of insurers to share confidential information with the 
division. Would make it possible for the Alaska division to receive 
investigative files from other insurance regulators with tighter 
confidentiality laws that Alaska's current lav/.

Please let me know if you have any questions.

Name: l_Donley SB 327_.doc 
Type: WINWORD File (application/msword) j 

Encoding: base64 
Download Status: Not downloaded with message

:l 1 Donlev SB 327 .doe

4/16/2002 5:10 PN
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Organization: Alaska State Legislature |
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Subject: SB 327
Date: Mon, 15 Apr 2002 12:45:29 -0800 

From: bob_lohr@dced.state.ak.us 
To: David A Donley <Senator_Dave_Donley@legis.state.ak.us>

Attached in the Division of Insurance's letter of support for your bill, t
along with a suggested technical amendment. i?

You had agreed to consider including in your bill language to protect £
the confidentiality of investigative insurance records held by the %
division. Talking points in support of confidentiality are attached. 0

Confidentiality provisions: f

Would require the Alaska Division of Insurance to protect the
confidentiality of insurance investigative documents. Would increase >
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A pril 15, 2002

The Honorable Dave Donley 
Alaska S tate Senate 
S tate Capitol Building, Room 506 
Juneau , Alaska 99811

RE: SB 327

Dear Senator Donley:

Thank you for introducing legislation to address some of the issues raised in recent 
court cases th a t have resulted in a tightening of the personal umbrella m arket and 
for clarifying w hether punitive damages are covered under uninsured and 
underinsured motorists coverage.

The Alaska Division of Insurance supports the proposed new section in AS
21.89.020 clarifying th a t automobile liability insurance does not include coverage 
provided on an excess or umbrella basis. We also support the exclusion of punitive 
damages from uninsured and underinsured motorists (UM/UIM) coverage. W ithout 
this revision, the policyholder is paying for punitive damages th a t the uninsured 
person should be paying. Including punitive damages in UM/UIM coverage 
increases the cost of insurance for the policyholder while having no effect on the 
uninsured tortfeasor.

Most insurers offer medical expense coverage. However, currently there is no 
requirem ent th a t the insured sign a waiver if the insured declines the offer. 
Requiring th a t the insured sign a waiver a t each renewal may complicate the 
renewal process. An easier alternative would be to follow the UM/UIM coverage 
procedure in which the insurer initially offers the medical expense coverage. If the 
insured elects not to purchase the medical expense coverage, the insured would sign 
a waiver. The insured may, a t any future time, make a change to the medical 
expense coverage option initially selected, but would not be required to sign a 
waiver a t each renewal.

Comprehensive coverage usually covers direct and accidental loss to the insured’s 
own vehicle. If a  safety belt is damaged due to a covered cause of loss, then it would 
be repaired up to the comprehensive coverage limits, less any deductible. Limiting



the coverage to a t least 50% of the cost of replacing the safety belt may result in less 
coverage than  is currently offered under comprehensive coverage.

Comprehensive coverage does not cover repair to a malfunctioning safety belt due to 
wear and tear. If the intent of new subsection AS 21.89.020(j) is to require repair or 
replacem ent of a malfunctioning safety belt, when the reason for the damage is not 
a covered cause of loss, then the statutory language needs to be clarified to describe 
the situations under which the additional coverage should apply.

The Division offer s these technical suggestions to clarify the provisions of SB 327.

Sincerely,

Robert A. Lohr 
Director
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Requester

Senate Transportation
Senate Transportation Component No. 354

E x p e n d itu re s /R e v e n u e s (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous *

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Rerw’pts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any curren t year (FY2002) cost: 0.0
Check th is  box (X) i f  fund ing fo r th is  b ill is  inc luded in the G overnor's FY 2003 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill has no fiscal impact on this component.
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Appendix I IState Legislation Governing Aftermarket Crash Parts and Recycled Airbngs
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Appendix IIState Legislation Governing Aftermarket Crasli Ports and Recycled Alrbngs

"Some slates require that written repair estimates contain a disclosure slatemant notifying consumers 
that aftermarkat crash parts will be used In the repair.
bSomo slates specify that aftermarket crash parts can only be used after the consumer has signed a 
written consent for their use.
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Sponsor Statement 
Senate Bill 348

"An A ct relating to insurance for and work on certain motor vehicle repairs; and 
providing for an effective date."

In the case of motor vehicle repairs, there are many cases where consumers are not currently 
provided with full information on the many types of repiacement crash parts, which are 
available to be used in the repair of their collision-damaged vehicles. Some types of 
replacement crash parts may be of inferior quality or may void the warranty for adjacent parts 
or other original vehicle equipment. Alternative pans also can create unnecessary safety risks 
due to improper fitting. Despite this, some insurers direct the use or installation of pans other 
than “original equipment manufactures” (OEM) replacement crash parts without advising 
consumers of these considerations. While some replacement crash pans are comparable to 
those manufactured or distributed by the carmaker, the professionals have found others to be 
inferior to OEM parts in terms of fit, finish, and quality.

What SB 348 does is protect consumers from their new vehicle warranty loss. It merely states 
that the insurance company must be responsible for maintaining the warranty on a vehicle for 
aftermarket crash parts when applicable and if used. It also reinforces the consumers’ right to 
have a choice through the consent language to the use of non-OEM parts, during the year of 
the vehicle’s manufacture or during 3 years following that year. The vehicle repair shop must 
also disclose on the invoice when aftermarket parts are used in making a repair.

My message is that consumers are being shortchanged every time an inferior fender, bumper, 
hood, radiator, wheel spindle or steering component is used to repair body damage to a new 
vehicle. I believe when you buy insurance you have a reasonable expectation you car will be 
repaired and restored to the condition it was before and accident, and with out your original 
warranty being in jeopardy. Consumers are entitled to this.

A jury in the State of Illinois held State Farm in breach of contract with their policy holders. 
The policy holders contract was for State Farm to return the damaged cars to pre-accident 
condition. The lawsuit was a result of State Farm using non-OEM aftermarket parts. State 
Farm was liable for 1.18 billion in damages to their policy holders.

This bill will allow consumers to consider their options with regard to an insurer’s policy on 
the use of replacement crash parts, especially in newer vehicle’s where a manufactures 
warranty is still in effect.

mailto:Senator_John_Cowdery@leeis.state.ak.us


These photos show graphic results of tests simulating three years of a vehicle fenders 
exposure to a controlled corrosive environment
The fender on the left is a new genuine GM Replacement Part. The fender on the right is 
a foreign imitation fender.
The American Iron and Steel Institutes Corrosion Task Force has labeled this as one of the 
tests that best represents actual field use performance.

To get the full report on the results and fairness of Test GM9540P (Method 8) shown here, 
write to:

General Motors-SPO 
P.O.Box 33115 

Detroit, Ml 48232

N0 N-GA1 VANIZED FOREIGN IMITATION FENDER
Metal Tfiichness 0.030 Inches Diminishes Pori’s Strength and Integrity

lint layer Placement None Outside of Sheet Metal (eaves Metal Vulnerable to Sur/ate Rust

lint layer Placement None Inside of Sheet Metal Provides No Protection {rom Holes,
Which Typically Start on the Inside

line layer Volume None Mahes Part less Durable

DOUBIE-SIDED GAIVANIIED GM FENDER
Metal Thicks! 0.033 Inches

line layer Placement Outside of Sheet Metal

line layer Placement Inside o| Sheet Metal

line layer Volume dO Grams per Square Meter

Primer Thichness 1.2 to 1.3 Mils

Provides Greater Strength and Integrity 
to the Part

Resists Surface Rust

Helps Prevent Holes

Adds Durability

Extends Weather Protection and Add



uisurc.com - auto insurance - Are you en...-name repair pans? Know your OEM rights

©
hiipr/Avww.insure.com/auto/collision/ocmrights.html

w

1 of 6

InaurancBCnrnnonvGufdE':

y..

IfiHK'ittH'ilfi/Q.'lfrtHf iftH/vdiSfii-r/

: Tool* r  ?  ^ ’  V *
. .5 *■ •pT'’* 7*7? **<777

fnsurBnoB In y bur state?''! ? ? ■

.l1t, , Five leading auto insurers want 
| | | f  to show you their lowest quotes.

' CLICK. HERENOlU

A r e  y o u  e n t i t l e d  t o  b r a n d - n a m e  r e p a i r  
p a r t s ?  K n o w  y o u r  O E M  r i g h t s

By insure.com

Your insurance company promises to return your vehicle to its 
pre-accident condition after you're involved in a crash. Unfortunately, 
the definition of "pre-accident condition" is hazy at best, and the use of 
original equipment manufacturer (OEM) parts at repair time could 
develop into a tug of war involving many players.

You are certainly entitled to demand OEM 
parts after you crash your car, but your 
insurance company might not pay 100 percent 
of the repair bill if you do. What do you do if 
you're leasing a vehicle? And what do you do 
if you have to return it in the same condition 
as when you got it? Companies say non-OEM 
parts are just as safe and effective as original 
manufacturer parts. However, several class 
action lawsuits against major insurance 
companies call the safety of non-OEM parts 
into question.

The use of
original
equipment
manufacturer
(OEM) parts
at repair time
could
develop into 
a tug of war 
involving 
many players.

OEM parts are manufactured by the maker of 
your vehicle. Non-OEM pans, often called 
aftermarket parts, are made by third-party 
vendors. Many insurance companies
recommend cheaper non-OEM parts for the ________________
repair of damaged vehicles because it keeps
insurance costs down. The industry sees
non-OEM parts as quality replacements that are guaranteed and a
perfectly reasonable alternative to OEM parts.

"We believe the existence and use of [non-OEM] parts save consumers
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money ana ultimately serve tnem wen, says inaron i-razier, a 
spokesperson for State Farm Insurance Co. "All non-OEM parts [we 
recommend] must be Certified Automotive Parts Association [CAPA] 
certified. CAPA ensures that quality standards are followed in making 
competitive crash parts and making sure parts bearing the CAPA quality 
seal are in compliance with these standards."

State Farm encourages its policyholders to go with the non-OEM parts 
at repair time, and although the company allows you to choose between 
OEM and non-OEM parts, it discourages OEM usage through its 
practice of making you pay for the difference in costs.

Progressive Auto Insurance spokesperson Donna Marquard says her 
company will generally recommend that nonstructural parts, such as 
fenders, be replaced with non-OEM parts because that allows the 
company to save money.

However, Progressive's reimbursement practices depend on your policy. 
"If our policyholder specifically requests that OEM parts be specified on 
the estimate for all replacement parts, they may do so," says Marquard. 
"But they may have to pay the cost difference between the OEM part 
they desire and the non-OEM part we may have specified on the 
estimate."

How much can this cost you? Insure.com sought quotes for both an 
OEM rear bumper for a '90 Honda Accord and a non-OEM bumper. The 
Honda bumper was priced at $275 and the non-OEM bumper was $210. 
If you are a State Farm or Progressive policyholder, you'd have to come 
up with the extra $65 for the Honda bumper. An estimate for a 1996 
Ford Contour OEM hood was $585. The aftermarket hood was $299. 
You'd have to come up with at least $286 (not including the tax) to get 
your Contour fixed with an OEM hood as a Progressive or State Farm 
customer.

As another example, the Insurance Information Institute's March 1999 
report, "Where the Auto Insurance Premium Dollar Goes," says that it 
would cost $72,000 to totally repair a 1997 Ford Taurus GL with OEM 
parts. The Taurus retails for around $ 19,000.

Pennies from  heaven?

Aftermarket parts are certainly cheaper, but why? In a 
friend-of-the-court brief, Public Citizen, a consumer-watchdog group 
founded by Ralph Nader, says, "Non-OEM parts can be sold at reduced 
rates because their manufacturers do not bear the cost of research, 
development, advertising, or special packaging . . .  [and thus] the 
cost-savings made through the use of non-OEM parts runs into the 
hundreds of millions of dollars" for large insurance companies.

2 of 6 2/26/2002 5:39 PM
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Interestingly, non-OEM parts are not 
encouraged across the board, and whether 
you'll be pressured to accept them depends on 
your insurer. At Chubb Insurance Group, for 
example, the use of OEM parts is encouraged 
whenever possible. According to Cristoph 
Ritterson, marketing manager for personal 
lines at Chubb, the company has found that 
its customers want protection from potential 
car depreciation, and that means installing 
OEM parts at the time of repair. "The 
customer doesn't even need to ask [for the use 
of OEM parts]. That's what we expect to do," 
says Ritterson.

Whether you'll 
be pressured 
to accept 
non-OEM 
parts depends 
on your 
insurer.

And unlike State Farm, Chubb doesn't require its policyholders to scrape 
together the difference between a non-OEM and an OEM repair. "We'll 
reimburse our customer for 100 percent of the repair bill, regardless," 
promises Ritterson. "If they want to go with non-OEM parts, they can, 
but we've found that our customers feel OEM parts are better than 
non-OEM parts."

Ritterson does note an important trade-off for his company's 100 percent 
reimbursement for OEM parts: Chubb's auto policies are more 
expensive than others on the market.

Look before you lease

Choosing not 
to use OEM 
parts might 
cost you a 
part of your 
security 
deposit at the 
end of the 
lease.

Your lease company requires the vehicle to 
be in the same condition when you turn it in 
as when you began the lease. Both GE 
Capital Auto Leasing and Provident Auto 
Leasing Co. forbid their lesses to add any 
parts that would reduce the vehicle's value. In 
the case of a Provident lease, you can't 
replace any parts without Provident's 
permission. This means that if you're 
involved in an accident and have to make 
repairs, you'll likely have to use OEM parts. 
The question is, will your insurance company 
pay the full OEM amount?

The answer is not clear. "If we feel that the
------------------------ vehicle cannot be restored to pre-accident

condition using non-OEM parts," says 
Marquard of Progressive, "we write the estimate based on OEM parts." 
That means you'll be fully covered for repairs to your leased vehicle if
you're a Progressive policyholder.

However, if you're a State Farm policyholder and the company feels it

3 of 6 2/26/2002 5:39 PM
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can repair your leased vehicle to its pre-accident condition with 
non-OEM parts, you're probably going to be in a bind. Your lease might 
say explicitly that you have to use OEM parts at repair time, or it might 
imply that OEM parts must be used. If you choose OEM parts, you'll 
need to come up with the difference between State Farm's aftermarket 
part estimate and the OEM estimate.

Choosing not to use OEM parts might cost you a part of your security 
deposit at the end of the lease or you might be charged a disposition fee 
(typically between $200 and $500) when your lease runs out. The reason 
is that you're obligated to return the vehicle to your dealership in its 
pre-accident condition.

Safety of a fte rm ark e t p a rts  a  litigious issue

There are at least five lawsuits pending 
against insurance companies over the use of 
non-OEM parts for vehicle repair. State 
Farm, Allstate, GEICO, Nationwide, and 
USAA (five of the top 10 auto insurers 
nationwide) are being sued for, among other 
alleged no-nos, recommending the use of 
non-OEM parts.

"Imitation 
parts may be 
a serious 
safety threat."
--------------------------  "Imitation parts may be a serious safety

threat," says Steve Mitchell, an attorney with 
Hagens-Berman, a Seattle-based law firm that brought the lawsuits 
against Allstate, GEICO, Nationwide, and USAA. "Repair shops call 
these parts 'Taiwan trash* for a good reason — they have substandard fit, 
crash resistance, and mechanical operation. In a word, they are 
dangerous."

Mitchell bases his conclusions on a Consumer Reports study from 
February 1999 that shows non-OEM bumpers and fenders might cause 
more damage to vehicles in crashes than OEM parts.

However, the Insurance Institute for Highway Safety (LLHS), which 
conducts crash tests, says that non-OEM parts do not degrade the safety 
of a vehicle involved in a crash. In two separate advisories the IIHS 
published in 1987, it concluded that "the cosmetic parts used to repair 
cars are irrelevant to safety" and that "cars without any of these parts at 
all easily comply with the [frontal-]crash test requirements set" by the 
government. IIHS stands by its advisories today, saying the information 
is still "accurate" and "relevant."

The concern about non-OEM hoods is that they won't buckle properly in 
a crash due to inferior manufacture. Despite the aftermarket hoods' 
apparent shortcomings, the HHS predicted that, based on its 
examinations, non-OEM hoods would buckle correctly during a crash.
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GEICO spokesperson Greg Marsh says that his company uses non-OEM 
parts unless there is a safety issue involved. Marsh would not comment 
further on the issue because of the ongoing lawsuit.

Choose y ou r p a rts  wisely

States that do not 
require non-OEM 

part disclosure
Alabama
Alaska
Arizona
California
Delaware
Washington D.C.
Hawaii
Iowa 
Maine 
Montana 
New Mexico 
North Dakota 
Pennsylvania 
South Carolina 
Texas 
Vermont 
Washington

Consider whether you’re going to trade-in 
or sell your vehicle before making a 
decision on using OEM parts. "If you’re 
buying a Mercedes, you’re buying it, in 
part, for the craftsmanship," says Ritterson 
of Chubb. "Who’s going to want to buy a 
Mercedes with non-Mercedes parts?" 
Dealers routinely check the crash history 
of a vehicle to see what kinds of parts were 
used in its repair, according to Ritterson. 
Your resale or trade-in value might be hurt 
if non-OEM parts are used.

By the same token, you don’t want to buy a 
patch-work vehicle from a dealer, so the 
onus is on you to check the vehicle's crash 
history if you're suspicious of its condition. 
Web sites like Carfax.com and 
Vhronline.com will run the vehicle history 
for $25. Although you won't be able to see 
whether or not the vehicle was repaired 
with OEM parts, you will be able to see if 
the vehicle has been damaged and repaired 
in the past.

Source: National Association of 
Insurance Commissioners

Know, too, that you have the right to ask 
for OEM parts whenever you've been 
involved in a crash. Most auto policies say 
the insurance company will return your 
crashed vehicle to its pre-accident state 

with parts of "like kind and quality." Policies generally don't exclude the 
use of OEM parts (although your insurance company might not repair 
vehicles with OEM parts as standard practice), so don't be shy about 
insisting. In addition, some states do not require insurers to disclose to 
policyholders their use of non-OEM parts. It's important to know that in 
these states, you have to ask.

Aftermarket parts do help to keep auto insurance costs down. So if 
you're not concerned about keeping your vehicle free of imitation parts, 
you're likely doing yourself and your neighbors a favor in the long run. 
"Increased use of [aftermarket] parts would trim billions off the cost of 
the nation's auto insurance bill," according to the Insurance Information 
Institute's 1999 report on v/here your auto insurance premium dollars go. 
The group says that around 72 percent of all repairs are done with OEM

5 of 6 2/26/2002 5:39 PM
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HE ARGUMENTS ARE AS PARTISAN AS PRESIDENTIAL POLITICS, WITH LITTLE
or no middle ground being staked out by either side. From the 
perspective of the insurance industry and aftermarket (A/M) 
crash parts distributors, it’s about choice and freedom from a 
monopolv. both easily recognized as consumer issues.

For th, .• •'oosition, it, too, is about choice — a consumer's 
right to choose how his car is repaired and with which parts. 
It’s about not being told what’s in their best interest, but rather, 
being allowed to make an informed decision that takes safety, 
value and circumstances into consideration.

But didn't the landmark verdict in Avery v. State Farm, in 
which the insurance giant was found gui.ty of consumer fraud 
and breach of contract for its use of A/M crash parts, put an 
end to all this controversy? To put it simply, no. Though the 
stakes have been raised to billions of dollars, there are no clear 
winners at this point. As the case continues its rage on the Illi­
nois court system — State Farm lost its appeal and has peti­
tioned the Illinois Supreme Court for further review of the verdict 
— the A/M crash parts issue continues to plague the industry.

How this real-world-problem-turned-courtroom-drama plays 
out depends on market forces set in motion by consumers, cer-

! V  I
Two years after the land­

mark $ 1 . 2  billion State 
Farm class-action ver­
dict, the debate about 

aftermarket crash parts 
- j lJ p ra g e s . What does 

t ^ p i r e / h o ld  for these 
j j f  counterparts? If you 
thought the controversy 
ended when the verdict 

came down, think again.
by Charlie Barone



tirication agencies, repairers, industry 
associations and insurers alike. I don't 
have a crystal ball and can't predict 
exactly how these forces will affect 
the future of A/M crash parts, but I 
can tell you that insurance companies 
alorie won't be calling the shots.
Survival Strategy
When asked about the future of A/M

parts, SCRS Chairman Don Keenan 
— who's also president of Philadel­
phia-based Keenan Auto Body, a col­
lision repair business with six loca­
tions, and a Certified Automotive Parts 
Association (CAPA) board member — 
had encouraging words for CAPA.

“There will always be aftermarket 
crash parts." he says. "They were 
here before the insurance companies

-
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Despite the percentage of CAPA-cehtified A/M crash parts reported not to provide an acceptable 
fit, respondents to the 2001 BodyShop Business Industry Prollle aren’t Inclined to nolily 
CAPA regarding such parts problems. Only 10 percent say they notily CAPA all the time; 
15.5 percent say they notify CAPA 50 percent of the lime; and 55.5 percent say they never 
notily CAPA. Source: 2001 BodyShop Business Industry Profile.

startedjspecifying them, and there will 
always "be a market for them. Some 
people are driven by quality, others 
by price and still others by both. In 
the past, aftermarket parts manufac­
turers were led to believe it was all 
about price. Today, they're getting a 
strong signal that the driving force is 
quality. Quality repairers demand 
quality parts."

Keenan's pragmatic approach to 
the parts issue seems to be the con­
trolling attitude among some major 
players in the business. And despite 
sound defeats in the courts, the insur­
ers' advocacy of these generic parts 
appears as vigorous as ever, which 
includes some maior public relations 
moves, such as getting Ralph Nader's 
Public Citizen on board.

Still, the A/M parts issue has bled 
down to the consumer level, where 
A/M parts popularity rates about as 
well as big tobacco. HMOs and Fire­
stone Tire. The term “aftermarket 
parts" has even been used with nega­
tive connotations in the prime-time Fox 
Network sitcom "Titus."

In the other camp, Mark Cobb — 
CCRE president and owner of Cobb's 
Collision Center in Windham, Maine — 
isn’t nearly as optimistic as Keenan 
regarding the future of A/M parts.

"Consumer awareness and educa­
tion will clearly define the viability of 
imitation parts m the future," says 
Cobb. "As consumers become more 
and more aware of how these parts 
affect the safety and function of their 
vehicles, the use of these inferior 
parts will be so greatly challenged 
that the value of their use will be near­
ly diminished."

With that said, Cobb adds that it’s 
important to be completely clear on 
definitions. "Aftermarket parts encom­
pass all types of parts — batteries, 
shocks, suspension components, 
muffler systems and so on," he says. 
"In a broad sense, sheet metal would
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an

be included in that group, but sheet- 
metal parts are of a far different char­
acter and should be addressed with­
out reaching out for support from 
parts that have been tried and tested 
in the marketplace."
For the Record
W e live in a litigious society — a 
society in which lawyers are chal­
lenging big business, including the 
auto insurance industry and its use of 
A/M crash parts. Has this boldness 
forever changed the course of A/M 
crash parts or simply made a ripple 
in the waters?

Earlier this year, an aftershock trem­
bled the A/M crash parts market when 
an Illinois appellate court upheld the 
landmark lower court ruling finding 
State Farm Insurance Company guilty 
of fraud and breach of contract. Even 
though State Farm hasn't shown any 
signs of cutting their losses and giving 
up the fight, it's clear that the more 
they struggle, the deeper they sink in 
the A/M quagmire.

Another less publicized but signifi­
cant case was the class-action lawsuit 
against Country Companies Insur­
ance, alleging — this should sound 
familiar — fraud and breach of con­
tract for its practice of mandating the 
use of A/M crash parts in the repair of 
their insureds' vehicles. There were no 
allegations of a runaway jury in this 
case, or an admission of wrongdoing 
on the part of the defendant. The 
insurer simply settled.

While the monetary figure wasn't 
earthshaking ($6.2 million), the court 
ordered the company to radically 
change their habits in terms of how 
they settled claims for collision dam­
age with policyholders. Not only does 
Country Companies have to discontin­
ue its practice of limiting claims settle­
ments to the use of A/M crash parts, 
the insurer has been enjoined from 
participating in CAPA.

Examined at face value, this court 
order might appear unreasonable, 
such as a court telling a local busi­
ness that it can't be involved in the 
chamber of commerce. However, this 
penalty goes to the heart of the con­
sumer fraud question that was the 
foundation of the State Farm case. 
That is, it wasn’t so much what the 
parts were as it was how the parts 
were represented to the policyholders 
— and CAPA certification was part 
and parcel of that representation,

But what long-term affect have 
these cases really had on the future of 
A/M crash parts?

Shortly after the State Farm verdict, 
almost all insurance companies (with 
the exception of some 
uncompromising carriers 
like USAA) quickly with­
drew from the practice of 
mandating A/M crash 
parts in the repairs of pol­
icyholders’ cars — as if 
they suddenly realized 
they were standing too 
close to ari out-of-control 
fire, But no sooner had 
the smoke cleared when 
a number of companies, 
excluding State Farm, 
reverted to their old 
ways. Others claim that 
many shops are also reverting to their 
old ways.

According to Crash Fax, Brian Sulli­
van — of the Auto Insurance Report — 
spoke at a recent conference in Wash­
ington, D.C., and predicted that “non- 
OEM parts will start to creep back into 
the market. In fact, it's already hap­
pened. Some of them will come from 
insurers. But what's also happening is 
that the body shops are bringing these 
parts back." (Sullivan's referring to the 
fraudulent practice of shops substitut­
ing A/M crash parts for OEM parts and 
then pocketing the difference in cost.) 

"One of the purposes of the $600

million punitive damage award 
against State Farm was to deter other 
insurance companies from cheating 
their insureds the same way State 
Farm did," says attorney Tom Thrash, 
one of several lawyers representing 
the plaintiffs in the State Farm case. "I 
guess $600 million wasn't large 
enough. We’ll certainly bring this to 
the court's attention in the pending 
cases against these other ... insur­
ance companies. You can't cheat 
people and get away with it."

Still, the now-legendary State Farm 
class action has had its effects on the 
marketplace, especially, some say, on 
A/M parts manufacturers "he behav­
ior of a number of insurance compa-
________ nies [in changing] their

policies regarding after- 
market crash parts after 
the State Farm class- 
action verdict has devas­
tated the aftermarket 
industry." says Karen 
Fierst, president of 
KerenOr- Consulting and 
Taiwan Auto Body Parts 
Association (TABPA) liai­
son to the U.S. market. 
"While I believe most of 
the litigation will eventual­
ly be resolved in a way 
that enables the inde­

pendent aftermarket to flourish in the 
future, it's causing a serious setback 
to the industry."

Despite Fierst's claims of a devas­
tated A/M crash parts market, not all 
OEM suppliers credit the verdict for 
OEM sales increases. Art Garner, 
spokesman for American Honda, 
dismisses the case's effect on his 
company's parts sales and credits 
the strong economy of recent years 
for any increase. "We’ve had an 
across the board increase in sales, 
including our captive parts where 
there are no aftermarket competi­
tors," says Garner. •

•TTo,: quote Stale Fann, 
CAPA is a joke,’’ .says 

..attorney Tom TUrasu, one

OF SEVERAL LALVyEnS V'/lJO. 
REhfJESENTEO THE PLAINTIFFS 
IN THE STATE; FflRNI CASE, “If
thelrpaStisanyindica-; 
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"Ifctmiulimllty, till ttha- liHifljatnoni ra&lulng ttia public has dealt 
wniln oioniBUim«r Issues, [uims] we've king supported," says 
Coaution fot Collision Repair Excellence (CCRE) President Marx 
Cobb. "Tho Stale Farm verdict was a landmark, and we hope 
the ruling stands. But sven if it doesn’t,.insurers realize busi­
ness isn't as usual tram now on/Someone is out there watch­
ing their practices, so they’re gbing to have to be more attuned 
to proper claims handling.”

... She Said
"The politicization of the Issue, the allegations of safety';! 
problems and the Insistence [on] banning the products o>; 
havlng signed consent is simply antl-cohsumer," says Karen ’• 
Fierst. president of KerenOr Consulting and Taiwan Auto Body 
Parts Association (TABPA) liaison to the U.S. market, about the 
activities in both the courthouses and state houses to address 
the parts issues. “ This issue Is being used as a weapon for 
some In the repair segment to hit back at the insurance 
industry."

The Changing Face of 
Certification
IS THEBE ANY HOPE FOR CAPA EVER GAIN- 
ing recognition as a credible, inde­
pendent testing organization? It 
oepends on whom you ask. Keenan, 
a CAPA board member, says the 
organization has only begun to prove 
its value in the marketplace.

"In my opinion, CAPA has made 
more headway in assuring quality 
aftermarket parts in the last year or so 
than they have in their entire history," 
he says. “The vehicle test fit program 
has provided manufacturers with an 
accurate, real-life opportunity to see 
lust how their parts fit on a vehicle."

If you’re unfamiliar with recent 
changes at CAPA, the test Keenan is 
> eierring to is an actual vehicle test fit 
cl parts performed by real-life techni­
cians cn actual cars — a process pre- 
vous'y deemed unreliable by the cer-

Comments? \

Arc you impressed? Irritated? Angry? If 
you bave'somethingfosay—.aboutthis 
article, another article fn-BSB or some­
thing going on in the industry — we want 
to hear frond; you! Please fax your .com­
ments to (330) 535*0874 orlfe-mail them 

: to BSB:editor Georgina Kajganic at 
gfajganic@babcgx.com.'.

tifying organization. CAPA had always 
asserted that OEM vehicle-build quali­
ty was too inconsistent to serve as a 
means of testing replacement parts. 
With the test fit now a part of every 
certification process, that argument 
has apparently lost its supporters with­
in the organization. Perhaps with good 
reason: The parts are designed and 
intended for installation on those sup­
posedly unreliable OEM vehicles, as 
opposed to a test fixture developed in 
a laboratory.

Was this change made in a last-ditch 
effort to give the association credibility? 
Until now, CAPA never tested anything, 
though they Could’ve been doing these 
vehicle test fits for years. But the off­
shore, voluntary in-house testing at the 
point of manufacture bounced fewer 
parts, and members were happy with 
that. CAPA is, after all, an association 
of manufacturers.

As you might suspect, not everyone 
is impressed with CAPA’s so called 
"progress." "To quote State Farm, 
CAPA is a joke," says Thrash. "If their 
past is any indication of their future, 
CAPA has none. CAPA hasn't worked 
in the past, What on earth would make 
[anyonej think CAPA can work in the 
future?"

How is CAPA handling such indus­
try negativity?

In an apparent effort at damage

i viMir.vl ffWfie wake of CAPA Executive 
Director Jack Gillis' gaffes both in and 
out of court, the association :ook on 
some new blood early last year. Gen­
eral Henry "Butch" Viccello of USAA 
was appointed president cf the CAPA 
board.

"CAPA isn't a flawless organization, 
and while we'll continue to recruit 
insurance industry members to partici­
pate in The organization, a multi-indus­
try partnership is the only effective 
approach to a truly competitive mar­
ketplace — CAPA’s primary goal," 
says Viccello. "This partnership needs 
to include the collision repair industry, 
the insurance industry, parts manufac­
turers. parts distributor and those 
who promulgate policy through legis­
lation or legulation."

But even if A/M crash parts aren’t 
legislated and/or litigated out of exis­
tence, some degree of market forces 
may come to bear on the parts. Con­
sistently inferior parts will earn a repu­
tation as such, as will better fitting and 
performing parts. However, this type 
of brand recognition has yet to sur­
face in the collision repair market due 
to the generic nature of A/M parts. 
Most aren't identified by brand as 
much as they're ordered strictly by 
applicatioiji. The typical body shop 
operator has no idea what’s inside 
that string bikini packaging until it 
arrives.

"As an industry, the aftermarket 
crash part segment realizes that it 
must brand its products and provide a 
high level of consumer and repairer 
confidence in order to turn the image 
around," says Fierst.

"Until a few years ago, Taiwanese 
companies had hoped that CAPA 
would be the recognized brand for 
quality parts," she says. "They put 
their energies into the program think­
ing it would provide marketing and 
brand image support. It's become 
clear over the past few years that 
CAPA, while being a viable certifica­
tion option, isn’t the answer to the 
branding issue. ... The bottom line is 
that certification organizations should 
be invisible, like Underwriters Labora­
tory in the field of electronics."
What Consumers Really Want
While the battle over A/M crash parts
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has largely been waged on body 
snop and insurance turf, the party with 
the most at stake is the collision repair 
customer. (Though some aftermarket 
advocates would have us think cus­
tomers are oblivious to the parts 
issues.)

Do consumers really demand more 
affordable auto parts? In general 
terms, the answer is an unequivocal 
yes. However, just like with virtually 
every other consumer product, con­
sumers demand better quality, conve­
nience and service along with the bar­
gain price. This principle is the basis 
for the success of big box retailers like 
Wal Mart and The Home Depot.

But what you have to remember in 
regard to the A/M crash parts issue is 
that we're not talking about the tradi­
tional retail scenario. Autobody sheet 
metal is, at best, an arm's length 
transaction for consumers.

The automotive aftermarket has 
existed on the oversights, errors and 
excesses of OEMs, which is why we 
find a non-OEM battery with the most 
powerful name recognition in the busi­
ness. But are Diehard batteries and 
Gordon hoods analogous? The impli­
cation that they are could face skepti­
cism.

Even if A/M body parts and hard 
pads are similar in terms of value, 
consumers haven't shown any sub­
stantive desire for price conscious­
ness when the repairs to their cars are 
covered by an insurance claim 
(threats of premium hikes notwith­
standing). The prospect of savings 
passed along to policyholders in the 
form of lower rates tends to lose signif­
icance when you're talking about a 
consumer's personal vehicle. At that 
point, he or she typically doesn’t want 
to compromise. Most times, the only 
instance a consumer is willing to com­
promise is in the case of an older vehi­
cle without collision coverage, in 
which function is stressed over form 
and appearance. At that point, a 
generic part could very well be an 
acceptable alternative to declaring the 
ca' a total loss. But in general, the real 
demard for more affordable collision 
parts comes from third-party payers.

"I think most consumers give little 
thought to the issue of aftermarket 
parts." says Fierst. “Those who do

.i§ L
One Tech’s Thoughts on A/M Parts

F inally, a view from ground zero —  that of a flat-rate line technician, an often 

forgotten party to the A/M crash parts dispute. Barney Slifer is an ASE Certi­
fied collision repair tech with more than 25 years ot experience. He works at Arnell 

j Paint and Body, a dealer body shop in Burns Harbor, Ind. What’s his first-hand take 
on A/M crash parts?

"Not that it’s pertinent to the replacement sheet-metal 
arguments, but A/M inner-structure parts are equaljy mis­
erable as far as accuracy of lit," says Slifer.

"At present, I’m doing a Grand Am builder for which [the 
owner] bought a Taiwanese (Conjoin Key) upper tie-bar 
and left and right rad-support reinforcements. It’s all flim­
sy, lighter gauge metal, and it’s terrible when you’re jig­
ging up tiie parls as per a unibody data sheet. Nothing is 
accurate.

"Unlike OEM components, I can’t trust these parts tc be 
dimensionally correct. Once you weld them in, you’re com­
mitted. There’s no going back for further adjustments after 
you’ve jigged them to 'ictory specs, only to find yet another 
related A/M fit problem later on. This is the same reason I 
hate CAPA-certifiei1 A/M external sheet metal, such as fend­
ers. In addition to the usual reasons most anti-A/M parts 

j critics give, I find tlmm a real handicap to production.
I "[Some measuring system manufacturers] recommend 
jj using OEM front feeders as the final say-so when it comes 
3 to determining front datum measurements. If the fender fits

"Unlike OEM 
components, I 

can’t trust these 
parts to be 

dimensionally | 
correct." — } 

Barney Slifer, ‘ 
Arnell Paint and 

Body, Burns 
Harbor, Ind.

1 Irj
L,

the door, you're good to go. But I can't do it on this particu­
lar job because I can't trust the A/M part to be accurate 
enough to perform this kind of preliminary measuring. Even 
if I do correct the front datum to the factory height — which it now is — odds are, 
the Taiwanese fender won't fit the door without some serious modifications, which, 
might add, no one pays me for.”

have likely been influenced by the 
February 1999 'Consumer Reports' 
article or their collision repair profes­
sionals. In fny opinion, the negative 
image of aftermarket crash parts, as 
perceived by repairers, is far more 
problematic than that of consumers.

"This image is a perception that's 
evolved over the past 20 years. 
There's some historical basis for the 
perception, but problematic after- 
market parts aren’t found in the mar­
ket today as frequently as some peo­
ple would have us believe. In fact, 
while aftermarket part quality is con­
tinually improving, poor quality OEM 
parts are more and more evident in 
the marketplace."
The Power of Test Fits
In what has become a regular event (in 
addition to being a round of ammuni- 
t on for the A/M parts industry), the

Collision Industry Conference (CIC) 
parts test fit trials are often held up 
as a definitive measure of the parts’ 
suitability.

The test fit held in Orlando in 
December 2C00 indicated that a Yung 
Shine fender made in Taiwan was 
actually a belter part than the OEM 
replacement fender. Assuming the 
A/M part was reverse-engineered 
from the part it was judged against, 
this raises a question as to the test's 
validity: How can a copy of an original 
be better than the original? This 
assumes, of course, that the service 
parts made by the OEM are identical 
to the ones the vehicle came with, a 
fact A/M parts makers dispute.

At any rate, the blind test by indus­
try participants yielded higher scores 
for the imitation part. However, these 
types of tests only deal in the illusory 
qualities of appearance and don't

4 4  August 2001 BSB



acdress the mote substantive issues 
of the part's construction, long-term 
durability or effect on the owner's 
equity in the car.

When questioned as to whether 
the steel of the Yung Shine fender 
was made from two-sided galva­
nized steel like the Ford fender, 
CAPA spokesperson Stephanie Ack­
erman said: "As of Jan. 1, 1999, all 
CAPA sheet-metal parts are required 
to be constructed of double-sided 
galvanized steel. This part was no 
exception."

While her response was precise, it 
was somewhat ambiguous. CAPA 
standards may very well require that 
the Yung Shine part be constructed 
from two-side galvanized steel in 
order to be certified, but that in and of 
itself doesn't necessarily mean that 
the OE-grade of steel has made its 
way into parts inventories. E-mails and 
telephone calls to Yung Shine to con­
firm this weren't returned.

In follow up communication with 
Ackerman, she seemed less convinc­
ing. "I'm pretty sure that was a two- 
sided galvanized part," she said. "If it 
was certified, it's a given."

Asked for his assessment of the sig­
nificance of the CIC parts trials, 
George Gilbert — crash parts mer­
chandising manager, Ford Customer 
Service Division of Ford Motor Com-

@pany — says, "A lot of flurry comes 
out of those [CIC] tests. We never 
agree with the tests, even when we 
win. The real fit tests are done every 
single day by body shops."

Gilbert also touched on a cost issue 
in which the OEM part could conceiv­
ably have an advantage over its 
cheaper competitors. In terms of 
enhanced repair cycle time, which 
has become the biggest buzzword in 
the business, OEM parts usage could 
involve real net savings in repair 
costs. Because A/M parts have been 
associated with increased labor time 
for their installation, delivery time 
delays and the tedious process of 
trial-and-error fitting, OEM parts mak­
ers have been able to claim the high 
ground on that basis.

"Where the parts-to-labor ratios 
change and you start to do more 
replacement [work] than repair, I see it 
as an opportunity — anything that can 
improve value to the customer is 
worthwhile,” says Gilbert.
Survival of the Fittest
I can’t predict exactly how these 
forces will affect the future of A/M 
crash parts, but I don't see these parts 
disappearing .,. ever. Some will 
improve based on sales (what a con­
cept, huh?), while the not-sc good 
parts won't sell as well and will be

used primarily by re-builders of totals. 
The better fitting, better performing, 
better looking A/M crash parts will 
gain recognition as the good tjrands

Which brings us to branding. Like in 
every other business, some brands 
will be established as better than oth­
ers. Up until now, A/M crash parts 
have been generic: You ordered by 
the application, e.g. hood and fender 
for an F-150. In the future, however, it 
may be “Send me a Brand Y hood 
and fender for an F-150. I've had 
good luck with them in the past. And 
don't send me a Brand X hood or 
fender: they're baa."

Like it or not, the A/M crash parts 
market will continue to evolve and 
mature. It may have a long way to go, 
but understand one thing: It's not 
going away.
Writer Charlie Barone has been work­
ing in and around the body shop busi­
ness for the last 27 years, having 
owned and managed several collision 
repair shops. He's an ASE Master 
Certified technician, a licensed dam­
age appraiser and has been writing 
technical, management and opinion 
pieces since 1993. Barone can be 
reached via e-mail at (charlie@auto- 
claimshelp.net).
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State Farm Argues Its 
Case Before Appellate 
Court
Claims decision to use non-OEM 
parts rests with individual shops

By Sheila Loftus, Hammer & 
Dolly

In its appeal of a $1.2 billion 
class action decision against it, 
State Farm argued last month 
before the Illinois Appellate 
Court in Mount Vernon, Illinois 
that State Farm doesn’t fix 
cars, it only pays for them to be 
repaired. Any issue wifh the 
repair -  or the parts used in the 
repair -  would seem to be the 
concern of the collision repair 
facility, State Farm indicated.

If State Farm loses its 
appeal (and a decision is 
expected sometime between 
now and the end of the sum­
mer), it has two more recours­
es, the Illinois Supreme Court 
and the United States Supreme 
Court.

Robert (Barney) Shultz Jr., 
State Farm’s lead attorney, 
argued that simply because a 
non-OEM crash part is speci­
fied on an estimate doesn’t 
mean the part is used in the 
repair. That decision, Shultz 
intimated, is in the hands of 
the shop. In addition, Shultz 
said State Farm’s obligation is 
"not to pay for a part that is 
equal to a brand new OEM 
part. It is to pay for a part to 
restore to preloss condition."

State Farm lost a $1.2 billion 
class action suit over its advo­
cacy of non-OEM parts in 
October of 1999 in a trial in 
Marion, 111. The judgment 
against it (and in favor of the 
4.7 million policyholders who 
were part of the- class) was the

largest class-action verdict in 
Illinois history.

The plaintiff’s lawyer, 
Elizabeth Cabraser, said State 
Farm breached its contract 
with policyholders by writing 
estimates for the cheapest 
parts, not parts that would 
restore their insureds' vehicles 
to pre-loss condition. The insur­
er relied on a computer to 
determine the cheapest part, 
she said, a decision State Farm 
based on cost-efficiency. But in 
seeking the cheapest part, 
State Farm committed fraud 
against its policyholders, she 
said. "State Farm," she said, 
"chose to use the computer" 
when it could have opted for a 
better way to ensure that its 
insureds’ vehicles were 
returned to preloss condition.

Another plaintiffs’ lawyer, 
Edward Kionka, argued that 
non-OEM crash parts are inca­
pable of restoring a car to 
preloss condition, "State Farm 
promised [its policyholder] 
parts of like kind and quality," 
he said. "When State Farm 
gave a cheaper part, [the insur­
er saved] $130 million by doing 
this."

The three judges hearing the 
appeal, Gordon Maag, Robert 
Welch, and Thomas Welch (no 
relation), were outspoken in 
their questioning of the 
lawyers. At one point, Maag 
paraphrased Supreme Court 
Justice Antonin Sealia to sug­
gest that Shultz was evading 
giving an honest answer to a 
question he asked.

Shultz repeated his main 
argument -  that State Farm 
doesn’t fix cars, only pays to 
have them fixed -  a number of 
times during the course of his

(continued on next paye)
February 2001 www.collision-insight.com

argument before the court.
Fifty-six people were in 

attendance at the courthouse, 
including four collision repair­
ers.

Since losing the class-action 
verdict, State Farm has not 
written for non-OEM parts.

Publisher's note: Our thanks 
to Sheila Loftus, publisher of : 
Hammer & Dolly, for this eye­
witness report.
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Alaska Auto Dealers Association

The Honorable John Cowdery 

Chair Senate Transportation Committee 

Alaska State Legislature 

Juneau, Alaska 99801-1182

Re: SB 348

Dear Senator Cowdery,

On Behalf of the Alaska Auto Dealers Association we wish to lend our support to 
SB 348. This Is a pro-consumer issue that is extremely important to the 
constituents of our state.
Throughout the country there has been a strong influx of potentially Inferior body 
parts. We feel that although these parts are touted as being less expensive and 
therefore have the potential of reducing insurance rates nothing could be fuither 
from the truth. These parts may not have the quality and longevity of OEM 
(original equipment) body parts. This could result in more expense for the 
consumer.
SB 348 does not simply single out Insurance carriers and their relation to body 
shops. It also provides protection in the consumer/body shop relationship by 
requiring strong, dear disdosure of the quality, type, and options available to the 
consumer.
We strongly support the Transportation Committees effort to advance SB 348.

P.O. Box 201305, Anchorage, Alaska 99520-1305

April 2,2002

teve Allwine
hair AADA Legislative Committee
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F airw eath er 
By Wesley T y rre ll 

F ou rth  G rad e

I

The Alaska Marine Highway System should name its new ferry after the Fairweather 
Glacier for two important reasons. First of all, the glacier, born on the border of Alaska 
and Canada, represents close relations between two nations. Secondly, Fairweather is the 
perfect name for a ship.

In 1778 Captain Janies Cook named a mountain range, Fairweather. It is odd that he 
should choose this name because this place gets some of the worst weather in the world, 
receiving 100 inche„ ;;f precipitation every year.

This weather sounds horrible for people but is fantastic for glaciers. Precipitation falling 
as snow on the summit of Mount Fairweather (15,300ft/4,660 m) does not melt. The ice 
crystals get deeper and heavier until they reach sixty feet deep, becoming a river of ice. 
Fairweather Glacier flows down the south side of this mountain to the Gulf of Alaska.

As the glacier creeps down the mountain it scrapes chunks of rock from the highest peak 
in British Columbia, Canada. The rocks are caught in crevasses, dragged through the 
glacier, and eventually deposited at its front in .Alaska. Sharing Mount Fairweather, its 
glacier, and its boulders, are two countries meeting together in friendship.

We want people to be confident about their trip on the state ferry. When people hear the 
name Fairweather, they will picture sunny blue skies and calm seas. The name cries out, 
"Excellent sailing! Good times! Terrific journeys!"

For these reasons, naming the ferry after the Fairweather Glacier is a great idea.
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Judging the Essays. Completed a m y i  should be tabranud 10 your jchocl teacher. O&eea* 
obown from  each school to Mod to  the school district, The school d lio iot w ill select essays ft 
public, private. charter, and home school* in its dl*met. A  Department o f  Education end Earl 
*eJecdon ro o t w ill then review th»«Baay* submitted by thodi»trl« i. Ten w a y s  w in  be salce 
this group and rent on for final ju d g in g  by Lieutenant Governor Fran U lm er and the Ieadarehi 
Alaska Lcgixliture. Two winners-Mill be selected.

Tim eGtK .
January 30 Student essays due to the sohnols
February 13 Best e**ay in each school subtniuod to the school district
February 22 Winning dirtrict essay* received by D E E D
W eek o f March 4 Winners announced

apar

\y  w ill be 
o m  all the 
!  Educadoa 
ad from 
i o f  the
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C h e n e g a  G l a c i e r  E s s a y
B y  E m ily  R ose O s k o lk o f f

P rin ce W illia m  S ound , ne s tle d in  the A la s k a ’ s C hugach M o u n ta in  
Range, has o v e r 20 g la c ie rs e n d in g a t sea le v e l; num e rous o the rs 
c lin g  to m oun ta in s id e s . These g la c ie rs fo rm  because w a rm , lo w - 
pressure system s sw eep in g in  o fF th e P a c if ic  O cean in  the w in te r 
encoun te r th e h ig h  m oun ta in s , ris e , c o o l and de p o s it th e ir excess 
m o is tu re as sn ow . M o re  snow  fa lls  in  th e lo n g  w in te r th e n m e lts 
d u rin g  th e s h o rt sum m er. The th ic k , a c c um u la tin g  snow  la ye rs 
com press in to  ice , w h ic h  g ra d u a lly  flo w s  d ow n to  the sea as 
g la c ie rs .

T he C henega G la c ie r lo ca te d on the m ap a t 60 -deg rees 14 ’N , 148 - 
degrees 2 8 ’ 2 0 ” W . T h is g la c ie r can be seen b u y boa t fro m  N assau 
F io rd  and is n e x t to  th e T ig e r T a il g la c ie r. T he re is a v illa g e  w ith  
the same nam e as th is  g la c ie r. Iv a n  P e tro f f f ir s t re p o rte d th e  
A lu t iiq  v illa g e  a t C henega B a y nam ed in  th e 1880 census. T h e 
v illa g e  w as de s tro ye d and a p p ro x im a te ly  1/3 o f the v illa g e rs  
pe rished w hen a tsu n am i caused b y th e  1964 ea rthquake h it th e 
P rin ce W illia m  Sound . The v illa g e  w as re e s ta b lis h e d in  th e m id - 
1980 ’ s on E vans Is la n d , a lth o u g h i t  is s t i l l n am ed Chenega.

I  chose th e nam e C henega because I lik e d  th e  sound o f it. B u t as I  
resea rched th is  g la c ie r and d is co ve re d w h a t had happened a t 
Chenega B a y in  1964 and how  the re m a in in g  fa m ilie s  had to  le a ve 
th e ir hom es and s ta rt a new  v illa g e  on E van s Is la n d  I n o w  th in k  
th a t n am in g one o f the n ew  sh ips C henega w o u ld  be a g rea t w a y to  
h o n o r the cou rageous peop le o f C henega .
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NEWS RELEASE

FOR IMMEDIATE RELEASE:

Two ferry nam es announced 
Students from Ninilchik and C entral win contest

The two new Alaska Marine Highway System ferries will be named the Fairweather and 
the Chenega. The names were announced today by Lt. Governor Fran Ulmer, Speaker of 
the House Brian Porter and Senate President Rick Halford after reviewing the top ten 
essays in the "Name the Feny" contest.

The name Chenega was submited by 6 th grader Emily Rose Oskolkoff of Ninilchik. "I 
chose the name Chenega because I liked the sound of it. But as I researched this glacier 
and discovered what had happened at Chenega Bay in 1964 and how the remaining 
families had to leave their homes and start a new village on Evans Island, I now think that 
naming one of the new ships Chenega would be a great way to honor the courageous 
people of Chenega."

Fourth grader Wesley Tyrrell of Central submitted the name Fairweather because "when 
the people hear the name Fairweather, they will picture sunny blue skies and calm seas."

Representative Brian Porter liked what Wesley wrote: "The name cries out, 'Excellent 
sailing! Good times! Terrific journeys!" To me the essay cries out "this is an excellent 
essay and should be chosen," Porter said.

"It was wonderful to see the strong participation by students throughout Alaska," said 
Senator Rick Halford. "All of the participants are to be commended."

Hundreds of elementary students in grades 2-6 participated statewide in the contest at the 
school level. Winning school essays were forwarded to the district level with judging 
based on criteria established by the Alaska Department of Education & Early 
Development.

Contact: G lenda Carino
907-465-3557 

FAX: 907-465-5400 
glenda_carino@gov.state.ak.us

www.state.ak.us

M arch 22,2002 0087
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mailto:glenda_carino@gov.state.ak.us
http://www.state.ak.us


Ferry names chosen 
Page 2
March 22, 2002

"We see this contest as a great way for kids to make history and have fun," Ulmer said. 
"The winners, their parents and teachers will receive a six-day cruise on a ferry and their 
essays will be permanently displayed in the new ferries."

Alaska laws require a state ferry be named after an Alaska glacier. The Name the Ferry 
contest was a developed and coordinated by the Office of the Lt. Governor, Alaska 
Marine Highway System, the Depratmenc of Transpotation and Public Facilities and the 
Alaska Department of Education & Early Development.

-30-



Alaska laws require a state ferry be named after 
an Alaska glacier. This contest will allow a 
student in the 2nd through 6,h grade to choose 
a name for one of our new ferries. To enter, 
write an essay of up to 250 words explaining 
why you picked a particular glacier name.
Judges at each school will pick the best essay 
from that school and forward it  to the school 
district. Each district will then choose essays to 
forward to the Department of Education and 
Early Development, which will work with Lt. Gov. 
Fran Ulmer and the Statewide Selection 
Committee to choose the winners. The essays 
will be judged on content, originality, 
compositionandwritingskills.grammar, and 
spelling.
All participants will receive a letter and 
certif icate of appreciation. District winners 
will receive a vessel photo. The top ten essay 
winners will win a three-day ferry pass for 
themselves and their parents. The winning essay 
for each vessel will be permanently mounted on 
the new vessel, and the winners and their 
parents will receive a six-day cruise, including 
stateroom and meals, on any Alaska Marine 
Highway vessel.

A b o u t  t h e  C o n t e s t •gri) ’to 

Q- ^ n S E
to 0)a.

Essay due date: 
January 30,2002

This is a project developed and coordinated by the 
Office of the Lt. Governor, Alaska State Legisla­
ture, Alaska Marine Highway System, the Depart­
ment of Transportation and Public Facilities, and 
the Alaska Department of Education and Earl/ 

Development. I f  you have questions, call: 
Coney Danitz (907) 465-8681.

N a m e  t h e  
N e w  F e r r i e s  

C o n t e s t  
f o r

A la s k a ' s  M a r in e  
H ig h w a y

W rite  an essay  to  name one 
o f  th e  new fe r r ie s  and win:

« A six-day cruise on one of Alaska's 
ferries, including a stateroom 
and meals (for both you and 
your parents)!

• Your essay permanently displayed 
on the ferry you name!

• A six-day cruise for your teacherl

M A R I N E  H IG H W A Y
A Proud Tradition

www.alaska.gov/ferry

http://www.alaska.gov/ferry


Here’s How You Do I t :

Get a list of Alaska glacier names. You 
can do this by contacting your school 
librarian, public librarian or the internet.

From the list of glaciers, pick out a name 
fo r one of the new ferries.

Write an essay of up to 250 words, abou* 
1 page, explaining why you selected the 
name. Be creative! Have fun with the 
essay.

Fill out the entry form and attach it  to 
your essay. Then turn in your essay to 
your teacher. That's all there is to it! 
Yours may be one of the winning essays!

Tips to  help you:

1. New and original ideas - something 
nobody hos thought of before.

2. Include facts about your glacier - both 
from science and history.

3. Your essay has a beginning, middle and 
an end and is easy to read.

4. A person reading your essay can tell how 
you feel about what you are writing.

5. You use interesting words. Your sentences 
are complete and make sense.

6. Your spelling, use of paragraphs, 
punctuation, and grammar are correct.

9e ta six f  W'nners (ond th • 
per^ n e n t iu jm<:als) plus t h ?  (with «

S a p *

Details on the New Femes

The New Metlakatla Ferry
Length overall 181 feet
Max. beam 50 feet
Vehicle capacity 18 cors
Passenger capacity..............................149
Speed 12 knots
Route..................Metlakatla to Ketchikan

The New Fast Ferry
Length overall 235 feet
Max. beam 60 feet
Vehicle capacity 36 cars
Passenger capacity.............................. 250
Speed 32 knots
Route No. 1........................ Sitka to Juneau


