SENATE
COMMERCE & LABOR
COMMITTEE

Minutes of Meeting
Monday, March 28, 1977

The meeting of the Commerce and Labor Committee was held on
March 28, 1977, in Room 213, at 1:30 P.M.

Senator Thomas Wilson was in the chair.

PRESENT: Senator Wilson
Senator Blakemore
Senator Ashworth
Senator Bryan
Senator Close
Senator Hernstadt
Senator Young

OTHERS
PRESENT: See attached list.

The Committee considered the following:

S.B. 357 CREATES SOUTHERN NEVADA POWER DISTRICT. (BDR S-779)

SENATOR JOE NEAL stated the purpose of S.B. 357 is
to permit the people to vote in the district that

is now represented by Nevada Power as to whether or
not they would like to own and operate the public
utility system. He stated that is all the bill is
intended to do at the present. The other act would
follow if the people decided they would like to take
such action. He stated the bill would provide for
acquisition under the Act of Eminent Domain, as
found in Section 6.

He said it involves most of Clark County and a por-
tion of Nye County. He stated the franchise for
Nevada Power is coming up and it will be re-negotiat-
ed and covers approximately 50 years. He said he
cannot see where rates are going to stabilize or de-
crease and feels that something is going to have to
be done. May have to let the people run this them-
selves as a non-profit enterprise.
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SENATOR ASHWORTH asked if Senator Neal felt that
a power district owned by the people could deliver
power cheaper than free enterprise.

SENATOR NEAL indicated he did believe this and this
was the thrust. Refer to Tape 1 for full testimony.

PROVIDES FOR REFUNDS OF UNEARNED MORTGAGE LOAN FEES.

A.B.

269

(BDR 54-744)

Mr. ‘Les Goddard, Commissioner of Savings Assn., in-~
dicated support of A.B. 290 and submitted Exhibit A
for the Committee's consideration. He discussed
advance fees in relation to this bill. Refer to
Tape 1 for testimony. Also discussed relationship
of A.B. 290 to S.B. 313.

PROVIDES FOR OPTION TO ESSENTIAL INSURANCE POLICY-

HOLDERS TO PAY ANNUAL CHARGE IN LIEU OF ASSESSMENTS.
(BDR 57-15)

Mr. Robert Byrd, President, Nevada Medical Liability
Insurance Assn., stated he had reviewed the bill and
feels that it is a natural step in our essential
insurance plan. He has no basic arguments with it
and thinks they can live with it.

He stated in response to questions by SENATORS YOUNG
and WILSON that the purpose of the bill is to provide
a stabilization fund in lieu of the assessment pro-
vision of the existing bill. If the liabilities

ever exceed the assets, the Board of Directors shall
assess each physician insured during the period of
time that caused it to become bankrupt up to an addi-
tional annual premium. If that does not satisfy the
deficit, then they assess the admitted insurance
industry.

For the record it was indicated that the Nevada
Medical Liability Insurance Association is a quasi-
public organization that is insuring doctors.

Mr. Dick Rottman, Insurance Commissioner, stated he
favored this bill. He believes it would be a posi-
tive addition and is an outgrowth of the Interim
Committee.

91BUAS
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A.B. 343 PROVIDES PENALTY FOR MISAPPROPRfATING INSURANCE
PREMIUMS. (BDR 57-1012)

Mr. Dick Rottman, Insurance Commissioner, told the
Committee this bill is a brief and simple one that
rises out of the problem they have experienced in
the last few years where a small employer (usually
prior to closing his business) has collected monies
to pay for group health insurance for his employ-
ees, but has not transmitted it to the company.

The employees don't know that they don't have
coverage.

He said the D.A.'s office has indicated that it is
hard to do much with just an embezzlement thing,
which is hard to prove in this type of case, and
they would attempt to prosecute these people so that
the employees would not suffer a total loss.

SENATOR CLOSE discussed the wording of the bill
and the severe penalty that would be incurred for
being late in making a payment or being short as
little as one dollar.

Mr. Rottman discussed penalities for felonies with
the Committee. He indicated they drafted the bill
at the request of several people - most recently
from the D.A. in Winnemucca.

SENATOR WILSON discussed with Mr. Rottman the con-
stitutionality of this bill as worded.

SENATOR BLAKEMORE suggested a remedy would be to
notify the employees that their premiums had not
been paid.

A.B. 345 PROVIDES FOR YEARLY PAYMENTS OF UNCLAIMED INSURANCE
FUNDS INTO GENERAL FUND. (BDR 57-1011)

Mr. Rottman advised that the purpose of A.B. 345 is
merely to simplify what is now for the most part a
clerical procedure. It was recommended by the
Legislative Auditing Section. Should have been in-
cluded in another package. Asked favorable consi-
deration. In response to a question by SENATOR
BLAKEMORE, Mr. Rottman indicated they were tgﬁ%@gg
about $12,000-$15,000 per year.
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REPEALS BASIC REPARATIONS PROVISIONS OF AUTOMOBILE

INSURANCE. (BDR 57~1216)

Mr. Jack Lehman, Las Vegas, testified in favor of
S.B. 350. He stated it seeks to repeal the no-
fault insurance. He discussed the no fault policy
and his personal experience over the past 2 years
with it. He discussed slow payment of claims and
submittal of doctor's reports. Refer to Tape 2
for testimony.

SENATOR TY HILBRECHT told the Committee Senator
Gibson has a good file on the commitments made by

the insurance industry in aid of the no-fault. One
item promised was lower premium costs. He felt,
along with Senator Gibson, that the Committee should
have the opportunity to be provided some vehicle to
re-examine the concept based upon the promises the
insurance industry made. Both were quite optimistic
that either you might implement this bill or some
modification of it, they simply ask that the state of
law be generally put back with respect to motor
vehicle liability insurance to the position it was
before no-fault was enacted. However, that we pre-
serve the limitations on registration requirements

to try to insure compliance with the safety responsi-
bility act. They want the mandatory insurance certi-
cate prior to registration concept, but delete the
first party provisions in no-fault. Or, if you are
going to maintain no-fault perhaps extract some more
promises from the insurance industry if they are
interested in pursuing this concept.

He continued saying the intent was simply to repeal
the mandatory first party coverage, the socalled no-
fault coverage, but to retain the provisions of man-
datory liability insurance.

Jim Crockett, Lawyer, Las Vegas, spoke on behalf of
this bill. Mr. Crockett told the Committee that in
any insurance system the people who are rated are
people who are of driving age. The people the
insurance company are concerned about are the people
who it is insuring or will actually be operating the
car. The problem with no-fault is that they are in-
suring everyone in the world.

Refer to Tape 3 for full testimony.
J1eUAS
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Mr. Crockett discussed the $5,000 survivor benefit
and policy limits and no-fault coverage. Cited
examples of coverage on a childless couple vs.
that of a family. He urged the Committee to give
S.B. 350 earnest consideration.

Mr. Tom Bendorf, member of the Bar of South Carolina,
represents the Assn. of Trial Lawyers of America in
Washington, and appearing at the request of the
Nevada Trial Lawyers Assn., talked about rates. See
Exhibit on Insurance Facts, 1976 Edition, Property
Liability Marine Surety. Refer to page 64.

Frequency x severity = raw costs.
No. of accidents x costs of accidents and severity =
how much costs insurance company to pay a claim.

He said Oregon has $5,000 first party package for
medical expenses. Has a maximum of $9,000 for wage
loss, $1,000 for funeral expenses. First party basis-
no-fault with no torque liability restriction. He
said their records prior to the no-fault bill com-
pared with their records subsequent to no-fault bill
showed a decrease of 25% in the frequency. They now
have 75% of the torque claims that they had prior to
the adoption of their bill.

Mr. Bendorf stated the elimination of claims will
automatically raise the severity as a matter of
average and that equals approximately 90% of the
costs they had prior to the adoption of their bill.
So, a first party package which covers net economic
loss of about 76% of all injuries, without any re-
striction on torque and decrease of frequency by
25%, has increased the severity 20% and reduced the
raw costs of insurance 10%. Florida has a $1,000
threshold. Bill went into effect 1/72. Shows a
65% reduction in the frequency of torque claims, and
a 330% increase in the severity rate and that pro-
duces a cost increase of 25%. Refer to Tape 3 for
testimony.

He stated that the threshold from 500 - 1000 will
eliminate complete compensation at 92.4% and from
2500 ~ 5000 at 98.1%.

Frequency x Severity = Raw Cost.

JRUIS
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OREGON

.75 x 1.20
FLORIDA
.35 x 3.30 = 1.25

.9

il

If the goal of the threshold is to abolish rights
the higher threshold, the more severe the verbal
threshold, the more effective it becomes. You
have to abolish rights to make no-fault an effec-
tive system. Oregon doesn't. think so. Oregon
has a zero threshold. Refer to Tape 3 for exten-
sive testimony. '

Mr. Bendorf further advised that an insurance
company had compiled the following statistics:

At the end of 1975, 178 million Americans (more
than 8 out of 10) were protected by one or more
forms of private health insurance. Of the remain-
ing Americans (military personnel and families,
retired military personnel and families, public
health service, institutional inhabitants, Medicare
recipients) all have first party health insurance.
So, a no-fault insurance that mandates health in-
surance is simply the mandating of a duplication
of benefits which will cover the net economic loss
of automobile accidents. 62 million Americans out
of 83 million have wage continuation plans. Have
to add military, etc.

He discussed no-fault in many of the United States.
Refer to Tape 4 for testimony. He said Massachusetts
is the highest rate state and Texas is the lowest.

He discussed portfolio losses and actual increases

in insurance companies net worths. He went into
detail on various states on risk and rates.

Mr. Bendorf further stated they believe that people's
rights are important and thresholds, the deductions

of statutes and limitation, the elimination of general
damages, the elimination of punitive damages and the
limitations on contingent fees, are designed to shrink
individual's rights in society to be secure in their
person against the wrong doing of another. He told
the Committee the principle factor that goes into
Nevada's insurance that makes it different from other
states is that we are a very high single car accident

JeUIS
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state. He stated that if you go to a no-fault
system and are a high single car accident and a
high speed state, you have to go up in price.

Mr. George L. Ciapusci, State Farm Automobile In-
surance Company, stated that he is a claims super-
intendent. He opposes this bill. Talked about
Nevada experience, as well as State Farm experience.
Told Committee that State Farm insures approximate-
ly 20% of the registered vehicles in the State and
that in total policy count is 92,763 policies. He
said it costs State Farm $18.75 to issue a policy.
875,000 dollars in paper. $150,000 dollars spent
on the same item in 1974 when they went on no-fault.
From a clerical standpoint they are talking about
$350,000 dollars on the change over. If the act is
changed, the current pending claims on the books at
the date of turnover would continue to pend through
inception so there would be no cut off.

Mr. Ciapusci said he feels strongly that if the no-
fault is repealed that the bodily injury claim costs
would continue to rise in cost. There has been a
substantial rise in bodily injury costs in the state
since the inception of the no-fault plan. Inflationary
trends in medical, the abuses on the current no-fault
act, the trends today in settlements made on bodily
injury coverages have all contributed to this rise.

He said they have no quarrel with the no-fault concept
but believe that the Nevada Act as is currently written
is ineffective. He believes it could be strengthened.

SENATOR WILSON expressed concern as to how much of the
rate increases are attributable to specific problems
or to inflation.

Mr. Ciapusci stated that he had figures beginning
April 1, 1968 through December 31, 1976:
Actual Increase

Crash parts index increase 172.4% 72.4%
Semi Private Rooms increase 173.8% 73.8%
Consumer price index overall 73.3%
Insurance Rates 54.2%

He feels that the amended act is going to give the _
companies the controls and is not going to take a deserving
nickel away from the desiring claimant.

BUDS
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SENATOR WILSON asked Mr. Rottman, Insurance Commis-
sioner, what kind of data he had that develops in-
formation that leads him to conclusions of fact as
to the approximate cause of insurance premium levels.
Mr. Rottman responded that the bulk of it is the re-
sult of inflation.

In response to a question by SENATOR ASHWORTH, Mr.
Rottman indicated that pre-1974 would be less costly.
That torque system would possibly be less costly
than the no-fault is now.

SENATOR ASHWORTH asked what needed to be done in
order to make the no-fault less costly and Mr. Rott-
man stated that he thought that a reduction in bene-
fits might help.

George Ciapusci stated the average paid liability
claim is $5,140.00. Earned premium in 1976 is
$13,650,813.00 on his mutual company.

SENATOR BRYAN stated that the bottom line, according
to Mr. Rottman, seems to be that if S§.B. 306 passed

it would not have a substantial impact on the premium
dollar that the public is paying and if we repeal the
no-fault system, his projections are that it may cost
a lot less in terms of premium dollars to the motoring
public in Nevada.

Mr. S Galatz submitted Exhibit D.

ADMINISTRATIVE MEETING:

A.B. 345 PROVIDES FOR YEARLY PAYMENTS OF UNCLAIMED INSURANCE
FUNDS INTO GENERAL FUND. (BDR 57-1011)

SENATOR HERNSTADT moved DO PASS.
Seconded by SENATOR BLAKEMORE.
Vote: Unanimous (Senators Ashworth and Bryan absent.)

S.B. 357 CREATES SOUTHERN NEVADA POWER DISTRICT. (BDR S-779)

SENATOR HERNSTADT moved for indefinite postponement.

Seconded by SENATOR YOUNG.

Vote: All in favor except SENATOR BLAKEMORE who
voted NO. (Senators Ashworth and Bryan absent.

BUDS
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SENATOR YOUNG moved for approval of minutes for March
2, March 9 and March 18, 1977.

Seconded by SENATOR BLAKEMORE.

Vote: Unanimous except for Senators Ashworth and

Bryan who were absent.

A.B. 343 PROVIDES PENALTY FOR MISAPPROPRIATING INSURANCE
PREMIUMS. (BDR 57-1012)

SENATOR BLAKEMORE moved to KILL.

Seconded by SENATOR YOUNG.

Vote: Unanimous except for Senators Ashworth and
Bryan who were absent.

A.B. 269 PROVIDES FOR OPTION TO ESSENTIAL INSURANCE POLICY-
HOLDERS TO PAY ANNUAL CHARGE IN LIEU OF ASSESSMENTS.
(BDR 57-15)

SENATOR CLOSE moved to DO PASS.

Seconded by SENATOR YOUNG.

Vote: Unanimous except for Senators Ashworth and
Bryan who were absent.

There being no further business the meeting was adjourned.

Respectfully submitted,

=/

Lynd} " Lee Payne, SgCretary

ARUSS
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Bills or Resolutions Counsel
to be considered . Subject requested*
S. B. 357 Creates Southern Nevada Power District
(BDR S-779)
A. B. 290 Provides for refunds of unearned mortgage

loan fees (BDR 54-744)

A. B. 269 Provides for option to essential insurance
policyholders to pay annual charge in lieu
of assessments (BDR 57-15)

A. B. 343 Provides penalty for misappropriating
insurance premiums (BDR 57-1012)

A. B. 345 Provides for yearly payments of unclaimed

insurance funds into the general fund
(BDR 57-1011)

S. B. 350 Repeals basic reparations provisions of
automobile insurance (BDR 57-1216)

*Please do not ask for counsel unless necessary. : 1 36 421 s 5
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State of Nepuda
Qommissioner of Safiings Assoriations
Capitol Qouplex Tester ®. Goddard
Nyge Building Qomutissioner
Qarson ity, Negda 83710

(702) 885-4259
March 28, 1977

T0: Members, Senate Commerce and Labor Committee
FROM: Lester 0. Goddard, Commissioner of Savings Associations;z';s
SUBJ: Suggested change to Subsection 1 of AB 290 (NRS 645B)

I am in favor of AB 290, as an aid in controlling "advance fee" artists.

However, if SB 313 becomes law, subsection 1 of AB 290 would be virtually
meaningless, as the vast majority of "advance fees" are taken by people
who do not advertise in the media. Also, I believe subsection 1 should
specifically exempt those institutions and persons exempted from licensing
by NRS 645B.090.

Therefore, I suggest that subsection 1 of AB 290 be changed to read:
1. A person who acts in any capacity defined in subsection 2

of NRS 645B.010, whether or not-advertising in the media
and who is not exempted under NRS 645B.190, shall:

a division of the Department of Commerce
Michael L. Melner, Director
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MORTGAGE COMPANIES 6451.2060

4. The mortgage company shall, upon reasonable netice, account to
the comumissioner for all funds in the company’s impound trust account.
(Addcd to NRS by 1973, 1543)

645B.180 Excmption from execution or atfachment; commingling
prohibited.

1. Impound trust account funds are not subject to execution or
attachment on any claim against the snorteage company.

2. It is unlawful for any morteage company knowingly to keep or
cause to be kept any funds or money in any bank under the heading of
“impound trust account” or any other name desicnating such funds or
money beloncing to the debtors of the mortzaze company, except actual
funds paid to the morteace cempany for the payvment of taxes and insur-
ance premiums on proparty securing loans made by the company.

(Added to NRS by 1973, 1543)

MISCELLANEQUS PROVISIONS

645B.190  Applicability of chapfer. The provisions of NRS 645B.-
010 to 645B.230, inclusive, do not apply to:

1. Any person doing business under the laws of this state or the
United States relating to banks, mutual savings banks, trust ccmpanies,
savings and loan associations, common and consumer finance companies,
industrial loan companics, insurance companies or real estate investment
trusts as defined in 26 U.5.C. § 856.

2. An attorney at law rendering services in the performance of his
duties as attorney at law. ,

3. A real cstate broker rendering services in the performance of his
duties as a real estate broker. .

4. Any firm or corporation which lends money on real property and
is subject to licensing. supervision or auditing by the Federal National
Mortgage Association as an approved scller or servicer.

" 5. Any person doing any act under order of any court.

6. Any onc natural person, or husband and wife. who provides
funds for 1nvestment in loans secured by a lien on real property. on his
own account, who does not charge a fee or cause a fee to be paid for
any service other than the normal and scheduled rates for escrow. title
insurance and recording services, and who does not collect funds to be
used for the payment of any taxes or insurance premiums on the prop-
erty securing any such Joans.

(Added to NRS by 1973, 1542; A 1975, 962)

645B.200 Statutory and common law rights onaffected. NRS

645B.010 to 645B.230, inclusive, do not limit any statutory or common
law right of any person to bring an action im any court for any act

s 21895
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Donald L. Schaffer
Vice President .
Secretary and Genersl Counsel

July 3, 1975

K]
S. Lynn Sutcliffe, Esq. E
General Counsel
Sanata Commerce Commiittee

128 Russell Senate Office Building
Washington, D. C. 20510

Dear Mr. Sutcliffe:

As I indicated to you in my letter of June 16th we had heard
considerable talk that State Farm's costing of Senate 354 was quite
different aund substantially iower than the costing to which Allstate
testified in your Subcommittee hearings on April 30, 1975. Perhaps
~as a result of that letter the Committee mark-up sessions of Thursday,

June 26th, became open sessions and State Farm was invited to
present their costing of Senate 354. From the transcript.of that mark-
up session and the letters from State Farm to the Committee it becomes
much more understandable why Allstate and State Farm actuaries did
arrive at substantially different costing conclusions. While the session
did not produce a detailed explanation of all of the State Farm assump-
tions, calculations and projections, it did become apparent that certain
major assumptions caused the costing spread rather than ~any difference
in calculations or actuarial computations.

, The first substantial difference is that when Allstate appeared

on April 30th we costed Senate 354 in its form as of that date. Apparently
State Farm later was furnished with an advance copy of the Staff working
draft which had been amended in ways which made a2 major difference

in the cost irnplications. At the time of our costing, Section 111 pre-
cluded Loss Cost Transfer activity among insurers in commercial
vehicle private passenger accidents unless the economic loss exceeded
$5,000. That provision saved money for commercial vehicles to the
detriment of private passenger vehicles. The Staff draft which State
Farm costed reduced the $5, 000 figure to $100 and this provision was
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subsequently adopted by the Committee as an amendment to the bill.
This amendment, if interpreted as we assume it was intended, sub-
stantially changes the cost impact of Senate 354 on private passenger
automobiles and requires an updating of our costing projections. We
are attaching this update as Exhibit A.

The other differences in State Farm and Allstate costing
reflect a differing assumption on the probable amount of survivor’s
benefits and some differences in the assumption made as to whether
ar not increased utilization of medical services will result from
" requiring each state to provide unlimited medical and réhabilitation
coverage for victims of automobile accidents.

On the first point relating to survivor's benefits, State Farm
assumed that the states would select a $5, 000 survivor's benefit and
we assumed, and still assume, that the states would select a $15, 000
survivor's benefit. This difference is of major significance in costlng
because the survivor's benefit is a major cost component.

Why did we settle on $15, 000 as a probable figure? We reviewed
existing state no-fault laws and found that the present pattern was for
states to establish survivor's benefits at the same level as loss of
income benefits (the minimum income loss benefit under Senate 354 is
$15, 000). It seems obvious to us that a national no-fault bill which is
alleged to take care of all major economic loss, provides unlimited
medical expenses and a minimum of $15, 000 income loss, would be
expected by the public to provide more than $5, 000 survivor's benefit
in the compensation scheme which has been established. As to dependent
survivors, if they need $15, 000 income compensation during pendency
of the injury they are at least in equal need if the victim dies of the
injury. Perhaps survivor's benefits should be excluded because thay
are an experience component, but if included they must be reasonably

adequate.

Certainly this was the approach used by the National Conference
of Commissioners on Uniform State Laws in drafting UMVARA, the
model bill on which Senate 354 was technically based, and which recom-
mernded that states establish survivor’s benefits at the same level as

wage loss benefits.
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The general approach of equating survivor's benefits with
income loss benefits has been followed in Connecticut, Kansas, '
Kentucky, Michigan, Minnesota, Nevada and New Jersey. In an
instance or two this provides survivor's benefits substantially over
$15, 000 because the income benefit levels are substantially higher
and in a number of instances this provides survivor's benefits sub-
stantially under $15, 000 because the income loss benefits are at a
substantially lower figure. However, if the Federal bill would require
the states with lower levels to increase the income loss to a minimum
of $15, 000 we believe they would be almost required to establish
survivor's benefits at the same level.

Certainly Senate 354 is intended to require adequate benefits
for survivors and in the general scheme of the bill $5, 000 would certainly
not be an adequate benefit. Accordingly, we believe fairness demands,
and the public interest requires, that the cost projections circulated by
the Committee and other proponents of Senate 354 be premised on what
is likely to happen in the real world. Thus Senate 354 should be costed
on the basis of $15, 000 survivor's benefits. To require the states to
provide unlimited medical expenses and a minimum of $15, 000 income
loss and to then assume for costing purposes $5, 000 survivor’s benefits
flies infl:te face of common sense and actual need.

This difference in assumption of survivor's benefits accounts
for most of the apparent difference in the costing provided by State
Farm and the up-dated costing provided by Allstate. Our Exhibit A
with our new costing based on the present provisions of Senate 354
results in doubling the number of states which on a state-wide basis
would expérience price reductions under Senate 354. However, 38
states would still experience increases ranging up to 56% in Georgia
and 76% in Kansas. On an average countrywide basis our projections
indicate complying with Senate 354 would increase Allstate's automobile
premiums by 4.4%. Of course, there is a great variance among states

as I have indicated.

On the subject of whether or not complying with the standards
set forth in Senate 354 would produce increased utilization of medical
benefits, we believe there could be no doubt based on present experience
‘that this would result. In Florida even with a limited medical benefit,
we find a major escalation of utilization. In New Jersey with the
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unlimited medical benefits in effect which would be required else-
where under Senate 354, we find a fantastic escalation in utilization
producing major cost increases in first-party benefits. We find it
difficult to believe any company writing a substantial amount of no-
fault automobile insurance in Florida and New Jersey would not agree
with this assumption. Certainly with regards to New Jersey the
comments of the Reinsurance Association indicate the belief that
unlimited medical coverage will cause a major increase in utilization
and a substantial increase in reinsurance costs for smaller companies
required to reinsure this coverage. '

We believe our assumptions relate to actual experience and
common sense. While differing distributions of business will produce
some variance between State Farm and Allstate costing from state-
to-state, even using the same actuarial techniques, it appears to us
that the overall computations are substantially identical with the
exception of these two differing assumptions. It is these two differing
assumptions which produce the overall differences in costing produced
by the actuaries of the two companies. ‘

Accordingly, we are submitting Exhibit A as our costing which
would apply to about 85% of our _policyholders who presently carry
broader form covexages. The other 15% of our policyholders who
presently carry minimum coverages would be required to pay some-

what higher rates, but Exhibit A Télates to the great body of policy-
holders who presently carry broader coverages.

———

We still believe that a good deal more experience is needed in
the various states and that the enactment and modernization of state
automobile compensation laws should be left to the states and not at
this time mandated by the Congress. We still do not believe enough
knowledge has accumulated to see a clear national pattern which would
work effectively and equitably in every state.

Accordingly, we are submitting this letter to update the costing
data available to your Committee.

Sincerely,

Donald L. Schaffer
DLS:jz
Enclosure
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State

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana.
Iowa

Kansas
Kentucky (2)
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska

Nevada N e

New Hampshire:

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania (3)

Rhode Island

South Carolina
outh Dakota
ennessee

Texas

Utah

¢

Cost of S. 354
As Favorably Reported By
Commerce Committee (1)

+18.1
+17.1
+17.5

e
. . bt
NOWbhmmowmo n

+ o+
g w
wN:ooNNqN
*

ali S
R ol ) .
ENOR =Ny

*
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a2
Cost of S. 354
’ As Favorably Reported By
State ' Commerce Committee (1)
Vermont . +28.7
Virginia +30.8
Washington +18.2
West Virginia + 1.2
Wisconsin + 4.4
Wyoming +31.0
Countrywide . + 4.4 .
FOOTNOTES

(1) This pricing is based on those insureds wha cazry hodily injury

liability, uninsured motorist coverage, medical payments, or
personal iDWWWM states,
and any excess medj ayments or excess PIP coverages.
While thes& coverages are representative of approximately 85%
of Allstate msurm'any exceed those coverages

. . PR I
required by law in mosf stafes. Thus, that group of insureds

{/\vhich carry only the minimum required by law, which presumably'

would include most low-income persons, will experience even
greater price increases or lesser price Ses, depending on

the state in gquestion.

(2) Kentucky cost projections are based on Kentucky premium levels

under that state's tort system. Optional no-fault program becomes
effective in Kentucky July 1, 1975.

(3) Pennsylvania present pferﬁimns are based on projected no-fault

costs as of July 19, 1974.
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Attached is a copy of the latest No-Fault communication
between the Allstate Insurance Company and the Senate

Commerce Committee, dated July 3, 1975.

The figures reflect the changes in the bill which required
adjustments in Allstate's original cost projections delivered

to the Committee on April 30, 1975.

Two things should be noted. First, the Allstate figures
are conservative in that they are based on the driver who
carries "med-pay" and "uninsured motorist" coverage.
Motorists without this coverage would receive even greater
price increases. Second, where Allstate reflects a 4.4%
increase "countrywide" they have weighted the state figures
by the number of Allstate policies sold in each state.

An averaging of the state average increases shows a nation-
wide average increase of about 14% while an extrapolation
weighted to the number of passenger vehicles registered

in each state shows a nationwide increase of about 18%.

All of these figures clearly indicate a need for furthér
experimentation by the states. The results in the

states do not make a case for Federal No-Fault.
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by Craig Spangenburg

The pending federal no-fault auto

insurance bill, S. 354, demands that
every state enact a no-fault system
which will provide as a minimum:
medical and rehabilitation expense
payments unlimited in time and
amount; wage-loss payments up to
$1,000 per month for 15 months (aver-
age amount per state variable by for-
mula); “reasonable” replacement-of-
services benefits (dollar amount unde-
fined); and, “reasonable” survivors’
benefits in death cases (dollar amount

undefined, but assumed in the major -

costing formula to be only $5,000).
These benefits are coupled with a tort
exemption which will abolish all gen-

eral damages unless the victim suffers .

death, permanent or serious injury, or
total continuous disability for 90 con-
secutive days.

Twenty-four states have now en-
acted no-fault plans. Twenty-two have
benefit amounts less than the federal
minimums. The other two have lower
thresholds. Thus, every existing state
plan will be obliterated by the federal
“minimum” standards. ATLA haslong
urged Congress to wait until actual

Craig Spangenburg, of Cleveland,
0, is co-chairman of the ATLA Au-
bile Accident Reparation Com-
ee.

40 -

performance figures are in from the
state experimentsrather than to enact
national standards based on hy-
pothesis. It takes about two years
after a state plan becomes effective to
generate fairly reliable “real-world”
statistics. A few states have now run
diverse no-fault plans long enough to
provide hard data on the comparative
performance of high-threshold and
no-threshold (or “add-on”) systems.-
Experience has proved that the
threshold plans are rank failures.
The failures were predictable to any
thoughtful analyst. First, there are
only 100 cents to a premium dollar. A
system which pays out more dollarsin
benefits has to take in more dollarsin
premiums if the expense percentage
remains constant. No- t propo-

nents have long promised that a
thresho]@iséggﬁﬁ :ﬂﬁuld pay more vic-
tims, would pgy twice as many benefit

dollars, and wauld reduce premiums

15% e ise was too good
to be true, but it did generate hope for

the miracle. The miragle-hasnot hap-
pened. It cannot. No-fault_has paid
40% feueryictimsin-Massachusetts. It
has paid about 35% more victims in
other states than tort alone (not count-

ing medicalpay benehits). It has paid
T AT bt 1 has
not reduced system expense. Pre-
miums haveriseg sharplycompared to

traditional tort states, where the bod-

ily injury liability premium has been

stable féFtMe=past five years. Large
threshol@8 BAVE Tiot reduced residual

tort costs as predicted.
Residual 8Tt claims alone may cost

more Yhan %%e Eaﬁttort system for-
merly cost. The “add-on, take-off” sys-
tem which does not impair the tort
remedy at all, but reduces tort recov-
ery by the amount of first-party be-
nefits, has reduced tort costs just as
much as the threshold plans.

The cost of losses paid by an insur-
ance system is calculated by a simple
actuarial formula: frequency times
severity. “Frequency” means the
number of claims received from every
unit number of policies sold. A fre-
quency index of 5% would mean that
every 100 policies sold would produce
five separate claims. “Severity” means
average claim cost.

If four of the five claims per 100
policies were settled for $250, and the
fifth cost $4,000, the average claim
cost would be $1,000. When smaller
claims are knocked out of a system,
frequency decreases but severity in-
creases. In the example, if the four
small claims were knocked out by a
threshold but the large fifth claim re-
mained, frequency would drop from
5% to 1% but severity would increase
from $1,000 to $4,000.

Allstate recently released itsfigures
on residual tort ciaims from_several
e b
. v
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states. ALLQLLRG states have verbal
thresholds defining the type of serious
injury or disfigurement which passes
the threshold, and a geperal minimum
mediciLexeense’fEreshpld of a spec-

ified

Work has a
$500 medical-expense threshold. f_r;g-
quency has decreased by 40%. That is,
only 63;% as many victims now make a
residual fort claim, after passing the
threshold, as formerly_made tort
claims under the unrestricted liability
systeffl. Severity has increased by
50%. mrl's,_fé—eﬁerage residual
claim cosfs much to close as
the average tort claim cost before no-

fault. The resulting cost index, fre-
quency times severity, shows a change
measured by EM%@* 150%, or 90%.

That is, residual tort claims now cost
.9 times as much as the total tort sys-

“tem uged to cost. Savings arefar less

than the predicted amount and will
not fund t%e El%ﬁ Tevel of New York

first-party benefits. Premiums must

rise, and “The insurers are now de-

manding SUbstantial Tate increases.
New Jersey has a medical-expense

threshold of only $200. It was pre-

dicted in New Jersey that this modest
threshold could not reduce residual
tort costs as much as the New York
$500 threshold could. In fact, the New
Jersey performance is identical. Fre-
quency of above-threshold claims is

60% of former tort claims, and the sev-
erity of residual claims is 150% of
former tort claims. Residual tort costs
90% as much as the whole tort system

“used to cost, and that saving will not

pay for the additional first-party ben-
efits. New Jersey has experienced
heavy rate increases. A
Connecticut has fared worse, with
an intermediate threshold of $400 in
medical expense. Frequency is down
by a surprising 70%. Only 30% as
many victims make claims after pass-
ing the threshold, but the increase in
severity more than matches it. Aver-
age claim cost is 350% of the former

tort average. The resulting index, .3 .

times 3.5, gives a combined index of
1.05. That is, residual tort in Connec-
ticut now costs 5% more that the total
tort system cost in benefits paid before

_ no-fault. Premiums must increase as

costs rise. . ,

In Florida it was predicted that a
moderate benefit package of $5,000 for
combined medical expense and wage
loss, coupled with a $1,000 medical-

expense threshold, would produce

premium savings of at least 15%. At
the time Florida enacted no-fault,
State Farm’s average premium cost in
the Miami territory for $15,000/
$30,000 bodily injury, $10,000 prop-
erty damage, medical pay, and unin-
sured motorist coverage was $72.20.

After no-fault, the same coverage for
the same average motorist in the same
territory, plus $5,000 in first-party
personal injury protection benefits,
has required a series of premium in-
creases culminating in a rate filing of
$120.94 in October 1975. Thatisa 68%
increase instead of the predicted 15%
decrease! _

Part of the reason for the Florida
failure is the heavy utilization of
first-party benefits. A major addi-
tional reason is the failure of high-
threshold no-fault to reduce the cost of
residual tort claims. Returning to
Allstate’s actual cost figures, fre-
quency in Florida is down to 35%, but
severity is up to 330%. Only 35% as
many claimants now exceed the
threshold and make claims, but the
severity factor of 330% shows that the
average claim cost for the residual
claim is-3.3 times the average claim
cost under tort. The combined index,
.35 times 3.3, is 1.15. In short, residual
tort claims in Florida cost 15% more
than the total tort system formerly
cost.

C which elected to .
- try a mandatory add-on, take-off plan.

Every liability policy sold must carrya
first-party rider providing more ben-
efits for medical pay and wage loss
that the Florida plan does. There is no
(continued on page 44)
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but we think you'll ogree after reading the reproduction
at the right that GPN's Legal Problems in Broadcasting
may indeed be a fascinatingly interesting and
valuable piece of legal reference. -

About 20 teachers of broadcast law at as many
colleges and universities across the United States
apparently think so. They're using It In their classes.

The book was wiitten by three experlenced
communications afforneys from Washingion, D. C....
and it's cumrenfly in its second printing.

Reviewers have called it: “'must’ reading™..."a
combination of freatise and case book with the best £
aspects of both”..."a useful and coherent presentation™
..."handy as a reference book becouse of the way it [ -
Is structured and the amount of detail in the Table of £
Contents”..."especially intetesting (becouse of) the >
heavy use of case studies, so-called “hypotheticals’.”
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... YOUR CLIENT
AND YOU NEED

“THE CLIENT
RECORD
BROOK’’

Revised Dec. 1975
37 Pages of Instructions,
Checklist, and Record Book
The Complete Book
Has It All

"« IT EDUCATES THE
CLIENT :
« IT PRESERVES -
INFORMATION -
« IT IS COMPLETE

$ 1750 Order 6f 20 Books -
$6500 Order of 100 Books

Tax aﬁd Postaée Paid

Send your check today to:
BECKER PRINTING CO.

1080 Forsythe St. -
Beaumont; Texas 77701 .

It’s a durable, custom-designed Library
Case that will protect your copies of
TRIAL from dust and wear while it helps
you conserve space and reduce clutter.
In handsome green simulated leather,
its spine is embossed with 16-k gold let-
tering. Each Library Case also includes a
gold transfer so you can record the vol-
ume and year. Please order below.

To: Jesse Jones Box Corp. P.O. Box 5120,
Dept. T, Philadelphia, Pa. 19141
Please send me - TRIAL Library
Cases. Prices: $4.95 each; 3 for $14; 6 for
$24. My check (or money order) for
§. 0  _ isenclosed.

Only U.S. orders accepted.

State o seweoonmes o ZlPp.cisaseses
Nnte- Qatisfartion Guarenteed or money

restriction on tort clairus, except that
the victim who chooses to pursue a tort

. remedy must pay back the first-party .
_ benefits out of hisrecovery if he makes’

one. This reduces the total cost of
first-party benefits in the system and
effectively discourages the making of
uneconomical small claims. As a re-

" sult, the frequency of tort claims has
_been reduced by 25%. At the same

time, the severity index has increased
only 20%. That is, 75% as many tort-
eligible claimants now pursue the tort

- remedy, and.the average claim now

produces a 20% higher settlement.
The resulting cost index is 90% (.75 x
1.2) which means that the unre-
stricted tort system now costs 10% less
than the old tort system. The cost sav-

. ingisthe same as that produced by the

New York and New Jersey thresholds,
and greater than the saving under the
Connecticut and Florida thresholds.
There is no pressure on a claimant in
Oregon to over-utilize his medical
benefits in order to build a claim above
a threshold, and, as a result, Oregon
has maintained low premium rates

without increases for the past three -

years. ,

Congress has, in the past, relied
heavily on the Milliman and Rob-
ertson costing formula to predict no-

fault savings. The Milliman and .

Robertson study (hereafter called M &

" R for short) contains in Appendix.II a
state-by-state prediction comparing .

the cost of the state’s pure tort system
with a “Low Benefit-Loose Threshold

System.” “Low Benefit” means: unlim- -

ited medical; $15,000 wage loss; and
$5,000 in death benefits. The “loose
threshold” is death; serious and per-
manent injury; or 60 days of continu-

" . ous total disability, which M & R says
~is equivalent.in effect to a $600.

medical-expense threshold.

M & R estimates that with a $600
threshold, general damages will be re-
duced to 58% (on a 50-state average) of
the general damages paid by the tort
system. In reality, no state has come
close to that saving, even with higher
thresholds. M & R also estimates that
the benefit schedule will pay out 198%

as much in economic-loss payments .

per "radix,” or base, of 100,000 injured
victims as the tort system pays. These
estimates, if valid, will compel higher
premiums. The tort-liability system
for the past decade has paid out over 60
cents of the premium dollarin lossesto

claimants. Insurance company ex- :
pense for sales, acquisition, general -
and administrative expense, taxes, .
~and all loss-adjustment and claims-

- Spangenburg fon page 4

fault systems have produced no sav-
ings in the total expense ratio, and no
actuarial formula predicts any sub-
stantial change in the expense ratio.

Under pure tort, accordingtoM & R,
50% of the claim payment goes for

" economic loss and 50% goes for general

damages.- This produces a simple ta-
ble: '

Premium Dollar
All expense and profit- - 1 :
by the insurer 40%

* All payment for economic - :
loss 30%
All payment for general
damages - 30%

If the prophecy for no-fault is cor-
rect, the 30 cents for economic loss
would increase by 98% to 59.4 cents.
The 30 cents for general damages
would decrease by 42% to 17.4 cents.
Combined payout would increase from
60 cents to 76.8 cents. This would re-
quire a premium of $1.28 in place of
each present $1.00 in order to main-

tain the 40% expense ratio. Total ex-

pense would increase to 51.2 cents.
M & R has two-mathematical de-

. vices to reverse the apparent cost in-

crease. First, M & R assumes that all
medical payments under voluntary
options are part of the tort liability
system. Clearly they are not tort pay-
ments at all, but a voluntary no-fault
add-on. Curiously, M & R counts med-
ical pay as part of tort cost, but does -
not count the number of claimants re- -
ceiving medical payment as victims
paid by tort. Using medical payment
as an increase in tort cost, M & R pre-
dicts that total no-fault payments will
be only 12% greater, on a 50-state av-

"erage, than tort-system payments.

This should still require a premium
increase of 12%, except for the second
mathematical device, the “per-

insured” cost.

M & R assumes that all of the tort
cost is borne by 80% of the drivers who
are estimated to be insured under the
present non-compulsory system. It is
further assumed that half of the pres-
ently uninsured drivers would buy
the compulsory no-fault coverage, so

- that all no-fault cost would be borne by
- 90% of the motorists. The cost per

driver would be represented by the
fraction 100/80 for pure tort, 113/80 for
tort plus medical pay, and 128/90 for

. compulsory no-fault. The fraction

113/80 is essentially equal to 128/90
and therefore -@@Qould cost each
driver the sanie’amount on average as
tort does, while paying.12% more in



Spangenburg fomp. 4

Obviously this is a paper argument
in favor of compulsory insurance. If
tort were compulsory and produced a
90% insured ratio, then tort would
either pay 12% more in benefits or be
12% cheaper. Indeed, the M & R for-
mula predicted that when Kentucky
adopted its unique optional system, in
which a driver must elect whether to
take a no-fault system and accept a
threshold on his tort rights or take a
straight tort system with no loss of

rights, the no-fault system would cost -

12% more than the tort system.

The essential fallacy of the whole
compulsory argument is that it as-
sumes, first, that half the uninsured
drivers will in fact buy the insurance
with no added enforcement cost; and
second, that the newly insured drivers
will have the same claim frequency
and claim severity as the group of for-
merly insured drivers. On this point
the state of New Jersey can furnish
some threatening statistics. When
no-fault became compulsory, it did
happen that about half of the unin-
sured motoristsin the state bought the
new coverage and were added to the
pool of insured drivers. The first year’s
results have demonstrated that this
class of insured drivers had an acci-
dent and claim frequency 2.19 times as
great as the formerly insured group.
Furthermore, the severity, or average
claim cost, was 1.38 times the average
of the older insureds. The cost index,
frequency times severity, was 3.02.

In short, the cost to the insurer in
loss payments when he took on the
newly insured driver under compul-
sory no-fault was three times as great
as the average cost in claim payments
for the class of formerly insured driv-
ers. It did not reduce cost per driver, as
M & R had predicted, but substan-
tially increased it.

Florida had a similar experience. A
relatively small percentage of new in-
sureds were added to the system, but
the new insureds had a cost 76%
greater than the former insureds. A

-net loss to the system resulted.

In the legislative debates over no-
fault, the American Insurance Associ-
ation, the American Mutual Insur-
ance Alliance, State Farm Mutual
Insurance Co., and Milliman and
Robertson have all produced costing
formulas which predicted varying per-
centages of increased benefits and de-
creased premiums. Every one of the
formulas has been shown to be false by
current experience. Allstate’s formula
predicted premium increases. It too
was in error, but not greatly so. The

dicted by the Allstate formula, but it
has been far closer to the mark than
the rosy optimism of the other costmg
predictions.

In summary, no-fault has not kept
its promises. There are no miracles. It

‘is not more efficient. It does not deliver

substantially greater total benefits. It
does not reduce system expense ratios.
It increases rather than decreases
premiums. It does restrict the rights of
many innocent victims, but does not
produce the great savings guaranteed
by its proponents. It does force the pri-
vate passenger car driver to subsidize
the commercial driver, the good driver

to subsidize the bad driver who hits
him, the prudent driver to subsidize
the reckless driver who wraps his car
around a tree, the adult driver to sub-
sidize the juvenile driver, and the
rural driver to subsidize the urban
driver — these are not necessarily
good and just results. Threshold no-
fault has failed. Modest-benefit, add-
on, take-off plans still offer some
promise.

Further experience is necessary be-
fore any ultimate standard can ra-
tionally be formulated. Federal stan-
dards based on conjecture would be a

~ disaster.

New. Instant access to
Federal Evidence answers —
designed for use at trial.

While a trial is in progress, evidence questions arise sud-
denly. On-the-spot decisions must be made on matters of
admissibility; supporting authority must be located and set
forth to settle disputes. Your case may be wonor lost in a
matter of moments.

FEDERAL COURTROOM EVIDENCE is a new and re-

markably practical tool for fast, in-court review of the fed-

250 pages, looseleat
with 33 tabs

Biennial suppiementation
Price $25.00

eral evidence law in point. It contains the new Federal
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Practical trial suggestions making appropriate references to the Federal Rules of Civil
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Written by two experienced trial lawyers, Joseph W. Cotchett of the California Bar and
Arnold B. Ekind of the New York Bar, FEDERAL COURTROOM EVIDENCE is the
handiest, most efficient aid to quick and accurate federal evidentiary answers currently

in print.

Parker & Son Publications, Inc.

- 6500 Flotilla St., Los Angeles, Calif. 90022

(213) 724-6622

Please send a copy of FEDERAL COURTROOM EVIDENCE for 30 days
examination. One volume, price $25.00, plus $1.00 shlppmg
(California attorneys please add $1.50 sales tax.)
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{1 Check enclosed. (We pay shipping costs}
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TRANSCRIPT OF REMARKS BY CRAIG SPANGENBERG
ON NATIONAL NO-FAULT¥*

MR. SPANGENBERG. The bill, S-354, which is before you,
in general calls for unlimited medical payment and rehabilitation
expense payment, a rather complex formula for calculating wage
loss, but with the states now permitted to limit total wage loss
payments to an average of $15,000. . A very loose provision on death
benefits which says simply that the states may provide for a reason-—
able amount of death benefits, and the states may also provide for
a reasonable amount of survivors' 1oss; with no definition whatever
of what that "reasonable limit" might be.

On that level of benefits, coupled with the present tort
exemptions, there have been three major cost studies. One is by
Milliman and Rdbertson, one is by State Farm, one is by Allstate,
and one is by the committee staff itself.

I aon't intend to take much time going through them, but
you should know the basic differences between them. Milliman and
Robertson is the original cost prediction fo; the bill. 1In addiﬁion
to predicting costs for old S-354, they did an analysis of variants
of three different possible forms of S-354, and compared it to the
tort system.

The analysis is basically fraudulent. The tort system as
defined by M&R is not the tort system; it is the tort system plus
all medical payments on the assumption that every driver in the
state carries medical pay in the state average amount. This increases

“the relative cost of tort.

*Mr. Spangenberg is Co-Chairman of the ATLA Automobile Accident Repara-
tion Committee. The transcribed remarks were delivered as part of the
report of that Committee to the ATLA Board of Governors on November 8,

1975 at The Breakers, Palm Beach, Florida.
Zéu‘-wp 138917 1976
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In addition, the M&R formula has a very ingenious mathe-
matical dgvice for proving that what costs more costs less. When
you go through the whole anaiysis'in‘just abou£ every state they
predic£ a’cqst increase. 1In order to show a cost decrease, however,
fhey then do a kind of mathematical trick. I will deal just with
national average rather than state by state figures.

They say that on average, nationally, about 80 percent
of drivérs buy tort liability insurance; therefore the cost of pay-
ing for the tort system falls on 80 out of a hundred drivers.

| They further assume that undér no-fault, because of the
compulsory features, 90 perCent of the drivers will be insured.
Therefore they say no-fault costs will be»borné by 90 out of a hundred;
therefore you divide tort costs by 80, you divide no-fault costs by
90. The difference is twelve and a half percent.

So in effect they say if no-fault costs twelve and a half
percent more, it costs the same, by going through the cost per in-
sured. The answer to that is now coming out of state statistics
and I think it's a very irﬁportant" answer:

I have done some writing on it. First of all, Professor
Brainard pointed out last year in his testimony that this is not an
argument for no—faplt.‘ It is simply an argument on paper for com-
pulsory insurance. If YOu made tort compulsory, you would have to
divide both numbers by 90. Then if no~faﬁlt did cost more, it would
still cost more.

The best example of that is Kentucky, which did pass a
bill making it compulsory ﬁo'buy either no-fault or tort. You had
to buy one or the other. If you elected to remain in tort, you gave

up any no-fault benefits, but you kept your right to recover in tort.

1381



-3-

'.‘Tﬁe Mi;liman & Roberfson comparison in Kentucky is
beautiful. They prediéted that in Kentucky no-fault would cost
14 percént more than torﬁ, wheh both systems operated in the same
state with the same people, same highway, but both compulsory.
That's just one part of it.

The second major aséumptibn in that mathematical device
you should understand is that if you prédict that ydu can save costs
per insured by compelling more people to buy insuranée, you are
necessarily implying that when you bring in the twelve and a half
percent additional insureds £hey will have the same accident ratio
and the same loss ratio as the whole'group-of old insureds.

Now, Milliman & Robertson concededly makes that assumption.
Thé new insﬁred will have the same cost impact as the old insured.
Thereforé'you can divide it by 90 instead of>by 80 and get an
accurate result. |

Actual figures have shown that asSumption is invalid. In
New Jersey where we now have some very good figures, it was true
that compulsory no-fault in the state did compel about half of the
uninsured drivers in the state to become insured. The uninsured
drivers had an accident rgtio so much higher than the old group of
insureds, and with sevérity so much greater than the old group of
insufeds, that it actually cost more to bring into the system the
worst drivers in the state, instead of costing less. |

The same has not quite been true in Florida because notk
half of the uninsureds did buy insurance. Some did. Those that did
had a cost to the system of about 75 percént'more on average than the

old insureds, which is part of the reason for the cost increase in
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If you have followed that, you will understand that

. the fact that state plans have now been in 6peration ‘long enough

to develop some actual statistics for no-fault has enabled us to
make comparisons of how valid the Milliman and Robeftson formula
was. Its accuracy index is about minus 35 percent.

» That is, in states that have adopted no-fault, if you .
apbly the MsR formula, the éctuél cost to the state is in fact
about 35 perceht greater than the formula predicted.

Florida, for example: Ms&R formula says 15 percent de-
crease for the Florida plan. Florida fact: 264percent increase
rather than fifteen pefcent decrease. |

| The M&R formula has not proved out in New Jersey, New
York, in'Michigan, and that allowé me for the first time since
1968 when yéu gave me the‘job of being a no-fault researcher --
has given me some optimism thét the tide is running our way and
that no-fault may achieve the failure it deserves. -

The giéat benefit we have had this fall has been the
Allstate cost predictions. Their formula origiﬁally did predict
cost increases. The A.I.A.'s‘formula predicted great cost savings;
Milliman & Robertson moderate cost savihgs; State Farm, modefate cost
savings; A.M.I.A., about even on cost; and Allstate's formula pre-
dicted some incréaée in'cost. Those are all.theoretical.

Allstate's actual figures now have shown that their formula
was the most accurate of all the formulas, but their formula in'it-
self underpred%cted the actual cost. That is, the formula that pre-
dicted the highest cost increase did not predict them as high as they

have been in fact.
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® The Price of No-Fault

By Craig Spangenberg

ne of the most infuriating
forms of disillusionment is
finding out that all the old
clichés are true; it’s hearing I told you
so once too often. In this sense,
evaluating the economic value of no-
fault insurance to the average con-
sumer is particularly frustrating. De-

spite all the attention and acclaim the -

no-fault rules have received, a look at
some basic facts and figures of insur-
ance mathematics reminds us that the
old maxim still applies: You get what
you pay for. If no-fault insurance de-
livers a substantial increase in con-
sumer benefits, it will only be at the
cost of proportionally higher pre-
miums. The simple rule of insurance
cost is that for every 15 cents in addi-
tional benefits the consumers obtain,
they must first pay 25 cents in insur-
ance premiums,

The automobile industry delivers
back to the consumer, in benefits, 60%
of the premiums paid in to the system.
Benefits equal .6 times cost. The re-
verse is necessarily true: Cost equals
1.67 times benefits. B=.6C. C=1.67B.

To better understand this principle,
examine the facts. The premium dol-

lar contains only 100 nonstretchable

cents. No theory and no rhetoric can
increase its content or its value. The
one premium dollar must be divided
up to pay the benefits to claimants and
the insurance company expenses, with
enough left over for a profit. (In the
vocabulary of insurance, benefits
gained by the claimant are called “los-

Craig Spangenberg is co-chairman
of ATLA’s Automobile Accident Repa-
ration Committee.

ses incurred.” The expenses of the in-
surer are classified as: “commissions
and brokerage;” “other acquisition,”
which includes advertising and pro-
.amotion; “general,” or “general and
administrative;” “taxes;” and “loss ad-
justment.” All of these expenses come
under the umbrella term, “underwrit-

.ing expense.” The detail for each ex-

pense item of every property and
casualty insurer in the United States
is published once a year in the au-

thoritative compilation of A. M. Best -

& Co., called “Best’s Aggregates and
Averages.”) Simply stated, total pre-
miums minus total underwriting ex-
pense equals underwriting profit or
loss. Calculations can be made in
either dollars or percentage.

Profit and loss figures vary from
year to year, but in general, the ex-
penses as a percentage of premium
remain the same for all the common
lines of insurance. The constant ratio,
for all lines of automobile insurance
for many years, has been about 38% of

_premium to cover expense in all the

automobile liability lines; and 35% to
36% for the auto physical damage
lines, such as collision, comprehensive
fire and theft. The ratio will remain
the same under no-fault. It does so in
theory, and it has proven so in fact in
the laboratories of existing state no-
fault systems.

- Suprising utopjobile insurance

has the lowest expe atio of all the
common lines of individual coverage
the consuming pyblic.huys. It is not

the “least efficignt,” as no-fault prop-
agandist out t the most effi-
cient. Best’'s “Ageregates and Aver-

ages” prove this every year.

To find the expense ratio: Take the
annual totals for every different line of
insurance for every stock insurance
company and every mutual insurance
company; add the annual totals for
every different line of insurance for
every stock insurance company and
every mutual insurance company; add
the loss incurred percentage to the

-underwriting profit or loss percent-

age, plus or minus, and deduct this

total from the premium total. The re--
sult will be the total of all expenses,

‘including loss adjustment expense.

Example: In Best’s 1974 edition, the
grand total of premiums for all the fire
insurance writers in the United
States, both stock and mutuals, was"
$2.448 billion. The stock companies
had alossincurred ratio of 50.6%, with
an underwriting profit of 10.3%. Com-
bined loss incurred and underwriting
profit was 60.9% Deducting this from
100% of premium yields 39.1% of the
premium as the total of all the ex-
penses. The mutual fire insurance
writers paid out 46.0% of premiums in
losses incurred, with an underwriting
profit of 17.2%, which leaves 36.8% of
the premium as the amount paid for
total expenses.

The weighted average for combined
stocks and mutuals was 38.7%. In
general, the mutual companies have a
lower expense ratio than the stocks,
and a higher underwriting profit by a
few percentage points, but. the stock

(continued on next page)

——adl) 0 5 o0

T PR e P TI]

August1976

200 00‘0034

3P0

1384 s




.

companies command a much larg!; :
share of the market and write about -

" five times as much business as the
mutuals.

Dealing with expense ratios only,
the same method of computation
yields the following retained expense
ratios for all the common lines of prop-
erty or casualty insurance the indi-
vidual consumer might buy:

Best’s 1974 ratios
Total expense retention of
combined stock and mutual

companies

Fireinsurance 38.7%
Allied lines 39.8
Homeowner's 42.2
Inland marine 40.1
Miscellaneous

liability 51.7
Non-group accident

and health 43.6
Private passenger

auto liability 374
Private passenger auto

physical damage 35
Commercial auto

physical damage - 372
Combined auto, private

and commercial, liability

and physical damage 37

Note that the total private pas-
senger auto liability premiums in
1974 were $8.45 billion. At least 35%
of this premium was for property
damage liability, which is not affected
by no-fault. The premium in which the
consuming public has a stake under
S.354, private passenger bodily injury
liability, was about $5.5 billion in the
1974 report of Best’s. This is substan-
tial, but nowhere near the newspaper
columnists’ figures of a “Twenty Bil-
lion Dollar industry” which will be
changed by no-fault.

The 1974 compilation shows that
the stock companies paid out 64% of
their premiums in their private pas-

senger auto liability line in losses in-

curred, with an underwriting loss of
2.3% . The mutuals paid out. 60.8% in
the same line with an underwriting
profit of 3.5%. The industry under-
writing loss, weighted average, was
0.2%, or very nearly break even at a

weighted average payout of 62.4%.

It is a financial rule of insurance
that in the auto liability lines $1.00 of
premium will generate $1.00 of re-
serves. The investment profit on re-
serves makes the insurance business
profitable at a break-even, or zero, un-
derwriting profit. Nevertheless, an
underwriting profit of 2% is not un-
reasonable, and consumers should be
satisfied with an expense ratio of
about 38% in the liability lines, with a
payout of 60%, and insurer’s under-
writing profit of about 2%.

No-fault systems can do no better.
Many fac?nﬁﬂ_'_m_drive expenses
up and to shrink reserves. Since in-
vestment income _on the reserve ac-
counts must_diminish under no-fault,
the insurance companies need a high-
er margin 0T underwriting profit. in
order to retain their capacity to satisfy
the market demaggd for new and re-
newal policies. Confirmation of these
ratios may be found in the Report of
Hearings before the House Subcom-
mittee on Consumer Protection and
Finance on the House versions of fed-
eral no-fault bills. On page 595 of the
Report (Serial No. 94-42, late 1975),

‘the following table is included in the

testimony of T. Lawrence Jones, pres-
ident of the American Insurance As-
sociation:

Distribution of premium
dollar stocks, mutuals,

reciprocals
Private passenger and
commercial auto liability
(percent)
Tort No-
system fault

Operating expense
(commissions,
other acquisi-
tion general

administrative,

taxes) 26 26
Loss

adjustment 12+ 9.5*%:
Losses

incurred 60 60
Underwriting

profit . - 2 4.5

100 100
*Estimated

+Actual

‘5. caveat should be entered that the
prophecy ion in loss adjust-
ment expense by 2.5% of the premium,
(based on the Milliman and Robertson
formula) hasno n realized in ac-
tual experience in the no-fault states.

There i$Tittle hioge for a reduction in
adjustment expense percentage,
which meam%-t—h-e theoretical un-
derwriti%%%@s% will be re-
duced to 2% 1t payout remains at 60%.
This "May De an inadequate profit
margin fof Tndustry health if invest-

ment incfMe continues to fall as re-
N————-
serves_glosedueed.

In summary, auto liability insur-

ance expense and profit take 40% of
the premium. Benefits to claimants
can properly take 60% of the premium.
Higher benefit levels lead to under-
writing loss. These ratios have held
true for more than a decade, and re-
main true under no-fault systems as
they did under tort. Tort benefits cost
the consumer $1.00 in premium for
every 60 cents in benefits. If no-fault
delivers additional benefits, the added
benefits will cost 50 cents in added
premium for every additional 30 cents
received by the public. The benefitis .6
times premium. The cost in premium
is 1.666 times the benefit.

The “bargain” for the consumer is
an illusion. The staff of the Senate
Commerce Committee has invented a
table of benefits, published at page

595 of the Commerce Committee Re- .

port on 2.354, which states that on a
national average 37% more victims
will receive compensation under
S.354, and total benefit dollars paid
out will be 43% greater than tort sys-
tem benefit dollars. If these figures
were true, it would mean that the con-
sumers face a 43% premium increase.
Benefits, at 60 cents of the premium
dollar, would rise to 86 cents (tort plus
43%). Expenses, at 40 cents of the
premium dollar, would rise to 57 cents
(tort plus 43%). The premium, com-
pared to each $1.00 for tort liability,
would rise to $1.43. The consuming
public would receive 26 cents more in
benefits than the tort system provides
per dollar of premium, but would have
to pay 43 cents more per dollar of tort
premium to get that 26 cents. The rule
would hold: Cost=1.67 Benefits. ?
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'l' MEMORANDUM
TO: Senator Thomas R.C. Wilson, Chairman DATE: March 29, 1977
Senate Commerce and Labor Committee
FROM: George L. Ciapusci, froperty Claim RE: S.B. 350 - Repeals basic
Superintendent, State of Nevada reparations provisions of
State Farm Insurance Companies automobile insurance

As requested of me during the March 28, 1977 Committee Hearing on the captioned, I
provide you and your Committee with data relative to State Farm Insurance Company's
history in the State of Nevada since the inception of the No Fault Act. For comparison
purposes, I provide data from 1973, the year before No Fault was the law, through 1976.

During the Committee Hearing I testified State Farm Insurance Company's policy count
in the State of Nevada totaled 92,591 as of December 31, 1976. This policy count is
the combined total of two State Farm Companies which write automobile insurance in
the state. These are State Farm Mutual Automobile Insurance Company with a policy
count of 85,525 and State Farm Fire and Casualty Company with a policy count of 7,066.
The Mutual Company insures our preferred book of business while the Fire and Casualty
Company insures those individuals who do not meet our preferred risk standards. For
the purpose of this report, I will include only the statistics of the Mutual Company
as they are representative of the larger number of our policyholders and are a true
reflection of our statewide operations.

State Farm Mutual Automobile Insurance Company

Nevada
Automobile Policy Count Automobile Premium-All Coverages
1973 65,583 $ 9,870,016
1974 72,848 $10,724,842
1975 78,585 $11,517,241
1976 85,325 $13,648,664

Automobile Premium - Bodily Injury Liability

1973 $2,715,000
1974 $2,062,164
1975 $1,759,229
1976 $2,245,428
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. Senator Thomas R.C. Wilson
Marchs 29, 1977

rage Two
Automobile Premium - Basic Reparation Benefits
1973 None
1974 $2,323,498
1975 $2,451,338
1976 $2,638,459
Bodily Injury Liability
Number Reported Number raid Total Dollars raid Average raid Cost
1973 948 553 $1,682,424 $3042
1974 686 343 $1,438,370 84194
1975 606 351 $1,756,578 $5005
1976 673 437 : $2,246,220 $5140
Basic Reparation Benefits
. Number Reported Number faid Total Dollars Paid Average pPald Cost
1973 None None None None
1974 1134 504 $ 698,827 $1,387
1975 1484 1031 $1,296,444 $1,282
1976 1416 1282 $1,587,635 $1,238

with these figures in mind, I ask you take into consideration the fact that during the

period of 1972 through 1976, the Consumer Price Index rose 32%. Our rate history for the

time frame of 1968 through 1976 reflects an overall percentage increase of 29.1. At
gear end 1976, State Farm Mutual reported a $4,883,729.00 Underwriting loss in the State
of Nevada. This represents an operating loss ratio of 135.8%. As reflected in the
figures above, the most significant item we can point to as a major contributor to this
loss is the 1707 difference between the $3042.00 we paid per bodily injury claim in
1973 (before enactment of No Fault) and the $5140.00 we were paying per bodily injury
claim in December 1976. True, the number of reported bodily injury claims dropped

significantly with the enactment of the No Fault law but, as you will note, the frequency

is on the up-swing and history in other states tells us it is not impossible to meet
and exceed the reported figures which preceded No Fault. In addition, there has been
a substantial increase in benefits and payments therefore under the No Fault coverages.
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.Senator Thomas R.C. Wilson
March 29, 1977
fage Three

These, because of the nature of the protection afforded, far exceed the limited
benefits formerly available under the old Medical Payment coverages.

Another area which must be taken into consideration by you and your committee relates
to the generally accepted goals of no fault reform. These are:

1. To promptly compensate accident victims for such out of
pocket expenses as medical bills and lost wages, without
fault.

2. To finance the broader distribution of benefit payments
by limiting the accident victim's rights under tort law
to those who have suffered certain types of serious
injury.

independent medical examination requirement, and S.B. 306, as relates to a "verbal”
threshold. It 1s State Farm's position that no fault laws can reduce bodily injury
ingsurance costs if they are designed for that purpose. They can also increase costs if
benefits are added without cost-saving offsets. The main advantage of the no fault
system is not cost reduction, however, but a more equitable distribution of the auto
insurance dollar. The figures we furnish with this report clearly reflect that under the
current act the greater portion of our premium dollar continues to be paid to the

third party bodily injury liability claimant.

. In our judgment, those goals can only be met by passage of S.B. 305, as relates to the

Attached to this memorandum please find a copy of the Insurance Backgrounder, published
by State Farm, which states our position on No Fault as of December 1975. Although the.
article addresses itself to the Federal No Fault standards which were being discussed at
that time, it contains statements of policy with regard to the various state acts which .
accurately reflect State Farm's current position on the issue at hand. You may copy and
distribute this issue of the Insurance Backgrounder to your Committee members if you

so desire.

festerday, you heard testimony from a witness who implied among other things that an

underwriting profit was not necessary for an insurance company to survive in today's
market. I am attaching a reprint of the Best Insurance News Digest, October 4, 1976
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Senator Thomas R.C. Wilson
March 29, 1977
Page Four

issue which addresses this very issue and refutes the implications contained in
the witness' testimony. I cannot suggest it be copied but you may wish to route it
to your Committee members for their review.

-~

« George %iﬂapu%ﬁ
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WEAGCKCROUNGER

Background information on insurance topics for the news media
Published by the Public Relations Department of the State Farm Insurance Companies
One State Farm Plaza, Bloomington, lllinois 61701 . . . Phone (309) 662-2625

No-Fault: Putting it in Perspective

Recent critics of the cost performance of existing state no-fault laws are unwittingly pro-
viding the most powerful arguments yet for the passage of the federal no-fault standards bills in
Congress.

Much of the criticism is unfounded, for the no-fault laws now in operation in 16 states are

a solid success in accomplishing the basic purpose of no-fault: to pay more of the insurance

premium dollar to accident victims and to do it more fairly and promptly.

Some of the criticism is justified, however. This criticism reflects failures caused by certain
defects in most state no-fault laws. These defects can be remedied by the passage of federal no-fault
standards. No-fault advocates have been aware of the defects since the laws were enacted.

‘ The most serious of these defects is the weak restriction on lawsuits found in most existing
no-fault laws. Of the 16 laws now on the books, 14 have lawsuit restrictions that are grossly
!'Eadequate.

Another serious defect in most no-fault laws was a mandatory cut in insurance rates not
justified by the weak restriction on lawsuits. ,('wae';r/

These defects are directly responsible for the problem areas in current no-fault laws that are

causing criticism.

The general theme of this criticism, reported by the Wall Street Journal, the New York
Times, and other publications, is that (1) no-fault has driven up the cost of auto insurance, when it
was supposed to reduce it, and (2) high claim payments in no-fault states are causing insurance
companies to suffer heavy financial losses.

When these so-called ‘‘failures’ of no-fault are placed in perspective and viewed in the light
of all the facts, conclusions emerge that are quite different from those reached by no-fault critics:

—The purpose of no-fault is to distribute more of the insurance dollar to victims and to do

it more equitably. No-fault laws are doing a good job of that.

‘ Published January 29, 1976. If you use this Backgrounder several ‘weeks after this date, please call above number and ask whether
q 6 a later edition is available.
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2- No-Fault: Putting it in Perspective

—Sound no-fault laws don’t push up inSurance costs and may even reduce them slightly,

although the weak laws passed by most states may force costs up.

—No-fault isn’t the cause of heavy financial losses by msurers These losses are caused by

severe inflation and inadequate rates imposed by some legislatures and state insurance departments.

Losses are equally severe in coverages not affected by no-fault.

—The criticism of the weak no-fault laws enacted at the state level demonstrates the need
for federal standards requiring states to adopt strong laws with effective restrictions on lawsuits
and abuse of benefits. ; I R ,

State Farm, the largest auto insurer in 32 states and the‘seoond largest in eight others, pro-
vides insurance for 15/ million vehicles. Consequently, it’s in a unique position to evaluate the
effects of no-fault laws on the auto insurance marketplace. 7 |

The Purpose of No-Fault 7

From the time it first reached the public consciousness, no-fault has had the misfortune of
being misunderstood. A possible side-effect of certain types of no-fault. laws—a slight reduction in
insurance costs—was seized upon by over-zealous supporters, political leaders and mlsmformed
segments of the news media and portrayed as the basic reason for sw1tchmg to no—fault But the
real advantage lay in another direction altogether.

No-fault was designed to remedy certain deficiencies in the tradltlonal tort hablhty (or

fault) system of automobile accident reparations. , B

. Under the liability system, an accident victim receives no beneﬁts unless he jc,an',‘p‘rove the
negligence of another driver caused his injuries. This automatically excludes:all‘v\ictimsof one-car
accidents, which account for more than one-third of all fatal crashes.’ ,It',excludes all accident
victims who were themselves solely at fault in causing the crash. And it usoélly ‘eXCludes those
hurt in accidents where the fault can’t be determined or is shared about equally by both drivers.
As a result, nearly half of all accident victims can’t receive bénefits fr'omtheliabi,l‘ity system. The
economic loss suffered by them often becomes a burden on society; )

Even for the victims who can get benefits, the system doesn’t work too well. Those with
serious injuries are compensated for only 30 per cent of their economic lo'ss ‘by the fault system,
while victims with minor injuries receive far more than their economic loss, according to a 1970
study by the Department of Transportation. | L

This situation develops because the tort liability system allows an injured person to recover
more than his actual economic losses from the negligent driver at fault in the accident. The victim
can also recover general damages, usually known as damages for pain and suffering. Courts often
allow general damages equal to three or four times the amount of the victifn’s economic loss in suits

for small amounts.
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As an example, the lawyer representing a victim who spent $200 on medical treatment may
ask for $600 in general damages, even though his client’s pain was minor and his suffering minimal.
For the insurer, settlement of these small claims is less costly than going to court.

Seriously injured persons, who have many thousands of dollars of medical bills and lost
wages, receive quite a different response from the liability system. Since a large amount of money
is at stake, a hard-fought legal battle frequently takes place. The negligent driver rarely carries
enough liability insurance to cover a large award. Finally, a big slice (a third to one-half) of the
money awarded to a seriously injured victim goes to his attorney for fees and legal expenses. The
net result is that most seriously injured victims—the ones who need help the most—don’t receive
enough from the fault system to cover their actual losses. And the help they do get frequently
comes too late.

Because of the requirement that fault be legally proved, much of the insurance premium
dollar goes for legal fees, claims adjustment costs, and other expenses inherent in the liability
system. Only 25 cents of it finally reaches the accident victim as compensation for actual expenses.

No-fault was designed to remedy these deficiencies by removing automobile accident repa-
rations from the legal fault system and placing them under a first-party insurance system similar to
health insurance or fire insurance.

By guaranteeing benefits to virtually all accident victims, no-fault insurance would be paying

money to a vastly greater number of injured persons than the liability system does. Normally,

insurance rates would have to rise. No-fault tries to avoid this by taking much of the money

formerly paid out in general damages and legal fees and using it to compensate the additional

victims for their actual economic loss.

. To do this, no-fault eliminates the right to sue for general damages when injuries are minor.

o~

‘Where the lawmakers draw the dividing line between minor and severe injuries is critically important

to the success of a no-fault law. The number of cases removed from the liability system must be

large enough to generate savings equal to the additional dollars paid to victims through the no-fault

_system.

If the savings don’t equal the extra dollars paid out, rates must go up. Of course, when the

savings are larger than the extra dollars, rates will go down. This is the only way no-fault can

. actually cut insurance casts.

According to actuarial estimates, the kind of no-fault system required by the federal
no-fault standards bills in Congress would double the number of premium dollars available to
compensate victims for economic loss without forcing up insurance costs in terms of fixed dollars.

In fact, a slight cost reduction might occur, compared to the costs of the present system.
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This, then, was and is the purpose of no-fault: to pay more of the insurance premium

dollar to accident victims, and to pay benefits to all victims regardless of fault. It was never in-

tended as a way to keep insurance rates from rising. No-fault can’t repeal inflation.

No-Fault Laws Are Accomplishing Their Purpose

Are the no-fault laws now in operation in 16 states actually paying more dollars of benefits
to more accident victims? In other words, are they accomplishing the purpose for which they were
designed? There are no figures available that can precisely measure thé effectivenéss of ’no-'fault
laws, because the results of no-fault are intertwined with the results of othér fa’c‘—rto'rs." But the
available figures do provide a fairly reliable indication of how well no-faul‘t"‘ifsf working. ‘They indi-
cate it is definitely returning more of the premium dollar to act‘:iden'tl victims than the liability
system did. ‘ - -
After no-fault took effect in Florida, the portion of the premium dollar recelved by v1ct1ms
for economic losses increased by 44 per cent, while in Michigan it jumped 68 per cent.

These figures are not precise measurements of no-fault effectiveness: because they are un— '
avoidably distorted by other factors. But they demonstrate that the percentage of the premlum
dollar actually being received by accident victims for real out-of-pocket’ expenses has mcreased

sharply under the no-fault systems now in existence.

Expenence in no-fault states proves that these laws are accomphshmg their purpose They
are paying more benefits to more accident victims. They are doing it promptly They are’ returmng
more of the premium dollar to victims for economic losses, while reducing the amount spent for-

general damages and attorney fees.
Sound No-Fault Doesn’t Increase Rates

One of the two major charges being leveled by no-fault critics is that the existing no-fault
laws are causing sharper rate increases than those being expéﬁenced 1n states With 'thétfaﬁlt éystem.

A brief look at the recent history of auto insurance rates will show this is untrue. From
mid-1971 until the begmnmg of 1975, State Farm’s rates were reduced in most states and remained
stable in others. In addition, the company was able to refund more than_$300 mﬂhon in dividends
to its policyholders. These rate cuts and dividend payments were poSsiblé; fduring"a’period of
inflation, because the frequency of accidents was declining,. : o '

Accidents generally stopped declining in 1974, however. In thf; ‘me'antiine,, the most severe
inflation in recent history sent insurance claim payments skyrocketfhg.'VFyof’e'Xémple‘,‘hospital room
rates went up more than 60 per cent between 1970 and 1975. o '

Because of this unchecked inflation, auto insurance rates began going up across the country”

in 1975, both in states with no-fault and without it.
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Critics forget that no-fault affects only the personal injury coverages, which account for

about 40 cents of the insurance premium dollar. The other 60 cents buys coverage for loss or

damage to vehicles. But even when total insurance rates are considered, they haven’t gone up faster

in no-fault states than in-others.

Although one no-fault state—Florida—had extremely sharp rate increases, the 16 no-fault
states as a whole received an average increase of 9.8 per cent during 1975, compared with 10.9
per cent for all states combined and 12.2 per cent for the states without any type of no-fault law.

In other words, there was no significant difference between State Farm rate increases in no-fault

“states and tort liability states.

Even if it were true that rates in no-fault states went up more than average, that fact would
not indicate that a sound no-fault system increases insurance costs. No-fault critics forget that only
two or three of the no-fault laws now in existence can be termed “‘sound.” Most of them have weak .
restrictions on lawsuits for general damages.

A no-fault law should have a lawsuit restriction that will save enough on payments for
general damages, legal fees, and claim adjustment costs to provide the extra dollars paid out in
benefits under no-fault. Very few of the existing no-fault laws have a lawsuit restriction strong
enough to do this.

All no-fault laws except Michigan’s allow accident victims to sue for general damages if their
medical costs go above a certain level, known as a threshold. In 13 of the 16 no-fault states, this
threshold is set at $1,000 or less—usually less, At today’s inflated medical costs, an attorney finds
it easy to develop $200, $500, or $1,000 in medical bills for his injured client. This has been
particularly true in Miami, Fla., where abuse of that state’s $1,000 threshold helped to produce the
sharpest rate increases in the nation in 1975.

No-fault systems with adequate lawsuit restrictions won’t drive up insurance costs. The
national no-fault standards bills now in Congress would not permit suits for pain and suffering
unless the victim was disabled for more than 90 days or suffered serious and permanent injury or
disfigurement.

The experience of Michigan, ;avhich prohibits recovery for pain and suffering unless the
victim has serious impairment of body function or permanent serious disfigurement, demonstrates
that no-fault laws with strong restrictions on lawsuits can provide benefits for all injured persons
without pushing up insurance costs.

 State Farm rates in Michigan were increased 10.7 per cent on Jan. 15, 1976—slightly less
than the 10.9 per cent average increase for all states combined in 1975. Rates in Michigan are now

only 11 per cent higher than they were in 1970, although the Consumer Price Index has gone up
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6 - No-Fault: Putting it in Perspective
more than 40 per cent during that time. This rate level appears to be adequate at present to finance
the unlimited medical and rehabilitation benefits and the high benefits for income loss provided by

the Michigan no-fault law. However, moderate future increases may be necessary because of

continuing inflation.
No-Fault Isn't Causing Financial Losses of Insdrers
No-fault critics are charging that many existing no-fault laws‘ are causing heavy financial
losses for insurance companies. So many more dollars are being paid out in claims under no-fault,
the critics contend, that insurers are losing money at an alarming‘rate'and‘their financial siabi]ity
is threatened. . - | ,
Ironically, this accusation merely demonstrates that these no?faultrlasz‘arre doing what' they

are supposed to do: pay out more money to more accident victims. If insuMce'compames are

losing money in no-fault states, their losses are caused by inflation combined with rates that we?re

set too low by legislators and state insurance departments, not by no-fault.

When most no-fault laws were enacted, the legislatures put provisions in fhem‘,requilfiﬁg .
insurance companies tb reduce their rates for personal injury coverages bya certaih'peff ééht;most ‘A
commonly, 15 per cent. In some cases, state insurance departments later pressured 1nsurers to cut
their rates still more. | :
The fact that most existing no-fault laws have weak restrictions on Iawsu’ité has élready been
discussed. In view of that fact, there was no basis for reducing rates. These'mandatb‘ry :ra'te cuts ' .
were political acts made for political, rather than actuarial, reasons. Infiatiqn has inadé the effects
still worse. R |
Knowledgeable observers knew the reduced insurance rates would bé inadequate when these
laws were passed. State Farm noted when the New Jersey law was énacted;';fof example, that “the
generous no-fault benefits of the New Jersey law cannot be financed ou‘trorf the modéSt restrictions
the law places on tort recoveries. . .”’ ' L |
In its No-Fault Press Reference Manual, State Farm voiced simila;r warﬁings when the
no-fault laws were enacted in New York, Connecticut, Georgia, and Pennsylvania. It:should come
as no surprise to no-fault critics that insurance companies are now losing money in many no-fault
states. ' o '
The severe effect these mandatory rate cuts have had on insurance company finances is
demonstrated by looking at State Farm rates from 1971 through 1975. At the end of 1975, rates in
the 16 no-fault states were only 3.2 per cent higher than they were at fhe beginning of 1971, while
in all states combined they were an average of 10.2 per cent higher. ’
These figures show all too clearly why some insurers are suffering heavy financial losses in
many no-fault states. These losses are not caused by no-fault. The culprit is ;ﬁhe mandated rate cuts ,
that were not justified by the weak restrictions on lawsuits in the no-fault laws. ‘ '




No-Fault: Putting it in Perspective -7

Federal Standards Only Hope Foylr Strong No-Fault Laws
The experience of the 16 no-fault states indicates that the no-fault concept is working well.
The problems encountered by insurance companies and the public have been caused by the weak-
nesses of the restrictions on lawsuits found in most existing laws and by unjustified rate cuts forced
on insurers by legislators, compounded by uncontrolied inflation.

State Farm has worked for well-designed no-fault laws at the state level since the early vears

of this decade. The results have not been rewarding. Time after time legislators have weakened

good no-fault bills by watering down thresholds until they were too low to generate the savings

_needed to pay for the no-fault benefits. Then the legislators have often compounded their mistake

by requiring mandatory rate cuts when no-fault laws took effect.

State Farin has reluctantly decided that a federal no-fault standards law is the only way to
achieve well-designed no-fault systems throughout the country. Only in this way can the political
stumbling blocks in state legislatures be circumvented, and confusion and costly errors avoided.

State Farm supports federal no-fault standards of the type found in Senate Bill 354 and
House Bill 9650. These bills would require states to provide no-fault coverage with high benefit
levels. To pay for this extensive coverage without raising insurance rates, lawsuits for general
damages would be prohibited unless the victim was disabled for more than 90 consecutive days or
suffered serious and permanent injury.

State Farm’s actuaries estimate that the extensive no-fault coverage required in these bills
could be provided without any increase in insurance costs, in terms of fixed dollars. (Insurance
rates would, of course, continue to rise along with inflation.) In fact, on a nationwide basis, cal-
culations indicate that costs might be reduced slightly.

Despite the charges of no-fault critics, the experience of 1975 has not proven that no-fault
doesn’t work. It’s merely demonstrated that most existing no-fault laws need considerable improve-
ment. That isn’t news to State Farm. It’s the reason State Farm has worked for a federal no-fault

standards law since 1973.
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. Big Insurance Hike -

NFW YORK (UPD — The State Insuramo D(-pannu-m m .

keep (xovernmem Fmployem Insurance Co. from guing owl nl
business. granted the firm an average 47 per cent aummnlnh- m
surance rate increase. a spokesman said Saturday 77

_The new rates are scheduled to take effect May 3. and xullnw &

pattern in several other states of granting permitting GEWO
which reported 1975 losses of 5124 mxlhon to charge hng}wr ”'"‘;

for auto insurance

; -

it

- GEICO had reported profits of $26 million in 1974 An nsuranee -

department spokesman said the financial tailspin was mn eableto .7
suddenly rising costs of medic al services and auto rep‘nr\ the two el
‘,major auto insurance mmpany expenses. :?" :

“AT. -

“In the New York City area, medical service m&ts wem np N

~ per cent lasiyear Thefost

arts — parmul.;rh L

bumpers and grillwork — in the last two vears went.up 65 per cent -

That means that if You wanted to buy the parts of a car umswnml- o
- ed it would cost $23.000." he said.

e~

L
N et T M

LEE .
PR R RV a0 e v ity .

“GEICO's one big edge had been its Iower rate~ be( auw n . o

dxdn t have agents " the spokesman sal
M
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-
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s ”Berge Istra on Dec. 29 symbollzed the kind oi
' "-t;year 1975 was for casualty insurers ~ com-
- panies that insure automobiles, homes, and
j;'~[§busnnesses against “accidental loss. Total in-
~; .+ surance losses for the Norweglan vessel and 1ts
- 188,000-ton .cargo of Brazilion iron ore are ex-°
- pected to exceed $27 million, of which Lloyds of
;;‘Lmndon is liable for $13°million.” ;.
- 1f Lloyds has reason to feel glum, con-.
?i*: snder the plight of the American casualty

E@ﬂnﬁ@m@ﬂ

Casualty
Insurancei* ;
Problems

aid the industry paid -out nearly $108 in

\ “There are a lot of reasons for theflosses

2 Times.' “Inflation has raised the cost of autc”
“repairs, medical cay

The mystenous smkmg oi the supertanker :>

‘’Alexander Auerbach wrote in the Los Angel& k
.. precipitous declines that compounded the
. underwriting Tosses. In the past 18 months -

"30 compam"'es' Tlave gone ugger, the largest

» st of other items - :
;" that liability Insurance paysfor, so claims have .- . .

.. risen sharply Jurtes have been mcreasmglyf il
- generous ‘in- their awards, The . ‘number of i Sl
product liability lawsuits being filed — and won = -

l'

— against manufacturers,has a]so sbot'up

o
R i5 L
Lote v

Some Blame

L 'per cent profit Trom unaerwrltmg operations.
Rates were cut BX 15 per cent or so to attract:’
~more premxum income" for investment pur»

- poses; The néw goal was.aloss of up to 5 U0 g AT
- .cent on underwriting, with increased invest- .
ment profman maklng up " the

claims and expenses for every $100 1t eam ' difference.

Then along eamg a bear marke ,and
the compani d-for capital gains
- from their stock holdings turned. into

- first nine montﬁs [ast year. The. company wan
- to raise its rates 23 per cent on auto insurance,

e S the state K "'" :

g Such factors are beyond the i msurance com-f; e '

. .07 panies control, but the industryitself is not = -

. without plame. In the eg;]g 1970s, hundreds of . %\
& . companies abandoned the traditional goal of 5

insurance industry. ‘According to AL M. v

- Best Co,, which charts the industry’s per- .« .

':;formance, casualty insurers suffered an’

- §aggregate undervriting loss of about $4.2

. billion in 1975. Stated another way, Best-l,;j :

The average loss gagment per conlsxon
claim for subcompact cars_last year was $690

" faces a long period of conslidation. and, .
*reconstruction,” Business Week observed
*in an éditorial, “Rates will have to be iden- j

- help' the industry brmg underwntmg in-"
- come into line with losses.”
"will fold and consumers may find it more dif-

Ea panies will survive, but the shakeout w11l be
: pamful for all concerned

Co. took an underwntmg loss of $750 000 m th

That will hit p'ohcxes on 77 000 cars and trucks mi

:";,‘

Loss Payment

Sy e

‘The casuﬂty insurance industry “now

tified and forced to pay. full fare. The state
_regulatory agencies ... will have to .

In the process, more companies probably

ficult to obtain insurance. The strongest com:

&
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"My insurance company? | am an insurance company. Why?”

INSURANCE

&E1CO at the Brink

Once upon a quite recent time, the
staid insurance industry had a Cinder-
ella firm called Government Employees
Insurance Co. (GEICO). By charging low
premium rates, GEICO skipped past
older firms to become the fifth largest
auto insurer in the land. Investors from
far and wide flocked to buy a piece of
GEICO, bidding its stock up to more than
$60 a share. Then Cinderella turned into
a pumpkin.

Today GEICO stock is selling at about
$2.50 and the company is on the brink
of bankruptcy. A GEICO crash would be
costly to the company’s 2.8 million pol-
- icyholders in 25 states, who would lose
some of the $660 million a year they
have .been paying GEICO in premiums,
and to other insurers, who would have
to take over payment of claims against
GEICO. The company has lost $150 mil-
lion since the start of 1975. Worse, Max-
imilian Wallach, Superintendent of In-
surance in Washington, D.C., where
GEICO is headquartered, seems to be fail-
ing in a rescue attempt. i

Costly Pullout. For weeks Wallach
has been phoning executives of other

rance companies to persuade them

ansure 40% of GEICO’s policies and
EICO $26 million in cash com-
Ssions in return for a share of future
premium income. He also sought their
agreement to buy whatever part of a
planned $75 million offering of GEICO

TIME, JULY 19, 1976

convertible preferred stock the com-
pany’s present shareholders do not pur-
chase (shareholders must approve the
offering ‘at a meeting next week). By
late June, Wallach had rounded up
enough pledges to put off a deadline
he had once set for moving to have
GEICO declared bankrupt.

But last week State Farm Mutual
Automobile Insurance Co., the nation’s
largest auto insurer, withdrew its offer
to reinsure 6% of GEICO’s policies. State
Farm had warned Wallach that it would
carry out the agreement only if other in-
surers agreed to reinsure 34% of GEI-
CO’s policies by June 30. With State
Farm out, it is now doubtful that other
insurers can be persuaded to pump
enough cash into GEICO to keep the com-
pany alive. GEICO directors are planning
to offer 300,000 shares of senior pre-
ferred stock (which would have first pri-
ority on any future dividends) in case
the $75 million convertible preferred is-
sue does not sell, but who might want
to buy the senior preferred—and why
—is open to question.

How did GEICO get into such a mess?
Founded in Texas in 1936, GEICO from
the start sold policies directly to custom-
ers. By dolng w gents it was able
to set prenﬁw as 25% below
what competttors charged. Initially, too,
it insured only federal, state and mu-
nicipal government employees—a re-

sponsible, low-risk group. So it was one
of the very few insurers that actually
made a profit on underwriting (premium
income matched against claims pay-
ments) as well as on investments.

Later, GEICO sold insurance to just
about anybody, and for a while under-
writing profits continued. During the
rapid inflatiog Qfdbaeaarly "/Us, how-
ever, the costs gL autagobile parts and

medical car%Wns in claims
against GEICO—rose even faster than

prices generally. lagged in rais-
ing premium rates and failed to set up
adequate r&se@ay claims. In 1974
GEICO squeezed out a $26 million over-
all profit, but in 1975 it plunged $125
million into the red.

Backstop Scheme. Some insurance
officials feel that D.C. Superintendent
Wallach let the situation drift too long
before taking action. Says one executive:
“It’s inconceivable that a company of
GEICO’s size could run up such a loss in
one year without.Wallach saying ‘Hey,
fellas, what's going on here? ” In May

GEICO directors ousted Chairman Nor-

man L. Gidden, 59. New Chairman
John J. Byrne, 44, has pulled GEICO out
of New Jersey—a dismally unprofitable
state—and pledged to trim. by 20% the
2.4 million auto-policies in force (there
are 400,000 homeowner policies too).

- Byrne is also eager to get rate increases

wherever possible; even before his ar-
rival, GEICO had won a 40% increase in
New York.

If GEICO should nonetheless go un-
der, policyholders would have from 30
to 60 days, depending on their state, to
find another insurer. Most would lose
some part of the premiums they have al-
ready paid to GEICO. Claims against

GEICO would be paid out of state-run in- -
surance guaranty funds, which are em-

powered to assess other insurance com-
panies up to 2% of their premium
income. Those companies would then

divide GEICO's assets—if any were left.

Since insurers are far from eager to
be assessed to pay GEICO’s claims, they

may yet band together to save the com-

pany. Wallach and GEICO officials could
conceivably soon decide to consider the
reinsurance scheme a success if only
30% of the premiums are taken over.
There is also a slim chance that the D.C.

Department of Insurance may exercise’

its legal right to take over management
of GEICO, though Wallach has not yet
suggested it. Whatever happens, the fias-
co could well rekindle congressional in-
terest in setting up a federal body to in-
sure insurers the way the Federal
Deposit Insurance Corp. guarantees the
safety of bank deposits. Efforts to set up
such a backstopping scheme have nev-
er made much headway, but the largest
failure in insurance history—or even a
cliff-hanging escape—would dramatize
the need as nothing else has done.

ot 47
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A%Las Vegas Review-Jonrnal—Monday, January 12 1976

iR-J viewpoint -

gLet S drlve the hahltual *

ffender off the road

~More than half of those kllled and malmed on Amenca s hlghways each
year — and there were 46,200 in the first category in 1974 — are victims of

the ' HOD, the Habitual Offender Driver, says the National Assocxatwn of ;

' Insurance Agents (NAIA) (-

Statlstxcally, the number of HODs 1s few, only about 5 per cent of the
vmg populatwn, but the wake of destruction they leave is enormous. .

"The Habitual Offender Driver drwes too fast and the number one cause
ot all fatal accxdents on rural roads in 1974 was speedmg s

E: 4The HOD dnves left of center and that was the number two cause of 1974
ﬁital accxdents e ;

3 ,"Then comes fallure to YIEld rlght of way, improper overtaklng, makmg:

: g‘nproper turns~and following too closely — and the arrogant and
n'respons:ble HOD is gmltyof all these o e 2%

: »-‘Pohce files in one state show a HOD who in 11‘ years was arrested 25 txmes

‘ “for traffic violations — 10 arrests for drunk driving. 10 for driving under .

~ Suspension, and five for speeding, reckless driving and running a red light.

- He-has been arrested an average of 2.3 times a year, has held his license
legally for only three months durmg the 11 years yet he contmues to drlve,
'says the NAIA .

« Records from another state show 1 365 convxctlons for 100 habitual
' offenders Still another state shows one man with 32 convictions that have
eost him over $5,000. Despxte his revoked dnver s license, he is still dnvmg

K *'The NAIA which represents mdependent insurance agents in each state,
‘has long campaigned for laws to get the HODs-off the road and keep them
fo which means putting them in Jaﬂ if necessary.

-In 1968, Virginia became the first state to pass habxtual offender
' *‘Iegtslatlon Its law stated that any driver with three major or 12 minor
“traffic convictions within a 10-year period was to be certified as a Habitual

'one to five years | 1f caught driving after losing his license. -

S did after they started serving time in the state penitentiary.
© “ - The law was credited with a drop in Virginia’s highway death rate of
" ‘some 20 per cent within two years. By contrast, states which lacked antl-
. HOD laws continued to record increases in trafflc fatalities. =
.- Other legislatures began lookmg at the NAIA’s model law, which reqmres
no outlay of state funds, requires no additional manpower, keeps licensing
- -~ at the state level and makes for umform deflmtxons, en.forcement and
penaltxes
- .'Since Vlrgxma in 1968 20 other states have passed habxtual offender
legxslatxon North Carolma New Hampshire, Rhode Island, Vermont,
sMaine, Massachusetts, Washmgton, Indiana, Georgia, Florida,” Kansas,
= Ohto, Delaware, Lomsxana, South Carohna, Oregon, ¢olorado Tennessee,
Iowa and Montana. . o o
i ;Butin29 states the HOD is stlll allowed at large : N §& -
- = Until all the states join the fight to get the Habitual Offender Driver off
the road, says M. Jay Wanamaker, president of the NAIA, the nation’s auto
: ﬁtihty and m]ury toll w111 continue to be traglcally and needlessly hxgh
gh. - ;

PYAN

¥ “Offender Driver, lose his driver's license for 10 years and go to pnson for :

* When the law went into effect in ergxma, 36 HODs didn’t behevent They '

1398



"~ By PENNY LEVIN
+ SUN Staff Writer

‘No “fault insurance is going

1sonably wel " Nevada,” Dick Rott-
n, cm insurance for the

vada Insurance Department said in -

s Vegas Tuesday.:

ottman said there are a-few areas t

ere no fault could be improved in-

ding “‘putting more teeth into the -

tion which. maka insurance man-

'Ol:y n 4 e
nan mtemew thh the SUN Rott-

n said -there are still a- sugmfxcantf

f persons in the state who are
d but there are -no real
n the law which would make

se people see the nec&slty of gettmg, LR

urance.

‘The uninsured motonst pnoblem in
state [STOTASTEVere as it once was, "

vever, ottman.
‘he commissioner was in Las Vegas
deliver the welcoming address to the.

wal meeting of the National Associa- -
1 of Independent Insurers meeting .
ough Thumday at the Las Vegas i

ton Hotel. -

No fault'is a good p:ogiam but 1t 1s‘ ;

a panacea,” said Rottman.

It does not reduce crashes nor doés it o
=v1ate pam and suffenng,” saxd Rott- b

6 added, Basically," v fardt hasi.
ie what it was supposed to do. Ithas- -
uced litigation and allowed for  more.

mpt payments to the insuree.’

lottman said there is still more work
se done on no fault to clear up some - ...
‘he problems which remain. ™ -,

le declmed to - elaborate ‘on- the
blems.:# G o
n prior yeans msurance compam

icies when someone had an accident
n e a claxm agamst thexr com--

y! ;
T, hcxes aren’t bemg cancello
liNGSAey were in the 1960s and early 3

)s," according to Rottman. .
e attributed part of this in Nevada

non-cancellation “and non-renewal - :
s which were passed by the state A

slature in 1971.
ottman said he also believes that

e iranse Tild realize they can’t

: -happy. with hxs insurance agent change
- .agents. - .

4 ‘tinuing service. If.they don’t, a person
<. should find -an agent who Wlll ” said
- ‘Rottman.

~"about- an -insurance "agency or- agent
- should file a complaint with his office.
......In_another area, Rottman discussed

“panies in the past had not done
e criticized for cancelling out on .~
. see howgood a risk they might be.

2 tors whose patients loads are so great
~ that they.are not good risks. .

people in a-shoddy manner. % .
- He suggested that anyone who i is un-

-“‘Agents are supposed to glve con-
He said anyoné who' has a complamt

- malpractice i msurance and some: of 1ts
problems Bged b

e Insurance Commlssioner :
< He sald “that many insurance com-’

characteristic evaluations of doctors to_

For example, he-said, there are some
“physicians who are “practlcmg outsnde?
thew field of expertise,’ - ;.. ey

' Additionally, he said, there a::e doc-

Rottman said it is a complex problem
and blame: cannot be placed. smgularly
on physicians, pahents or attorneys. j

. He said much work is heino dane an’

sy ‘7;5-4333\;‘)5?.&5( PITE R, S S -4‘,,. g
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P 5
. The opponents still: are- agamst‘
~Congressxonal standards because, they:
say;: this- would infringe”on the states®:
“sovereignty and might lead ultimately to
complete federal regulation or even a-
federally financed no-fault system. .;..*
--The" companies: that “advocate the‘
federal standards say they have decided,
in‘some cases reluctantly, that federal.
‘standards.are the only patlrto sensible
4improvanent “of - nofailt - insurancei
because - the- state:- legxslaturw have
. shown they can’t or won’t do an' ade-:
quate _job...These supporters. feel.
minimum federal: ‘standards for state
_laws may be the only alternative to im-
ough ‘national ‘no-fault

,»-frmdustry still is- dlvidedover whether
"I+ Congress should ;et nﬁnlmmn standards

- The compam
Amalan Insurance ..Association,

vocafmg the basic no-fault pnnmple 2
- Now State Farm Mutual, one of the
.largat companies outside. tpe -ATA; and.

" trol of automobile-insurance; has‘come.
- out strongly in favor-of federal no—fault

huge Allstate Insurance group is agalnst
" the bills in Congress 'and the Insurance
" Information. Institute says much of the
* rest of .the industry js: divided on the
; . question. .Some compamed still oppose

cost. projections are not the real issue.*
What i m'}rmm-xme quality of -
insurance protectlon motorists are going --
to-get apd 'his. company fs- convmced .\1

quahty “Not only wxll there be mo 5

appearedtobebasedasmuchoncost
benefit payments to more clannants.bu

predxchons as.on prmclple. Allstate,’ Afor.
example;; rpredxcged ‘that. setting‘u

crease ‘bodily’ inniry insurance rates. by
... 17 per:cent but: ‘State~Farm:said- it

: /. misleading to_promise inst ance rates |
10 per cent. In recent weeks; however, definitely w.xm_gg_ggm if: federal no-

ik ' tithe two sides" have- narrowed the gap fault standards are adopted: Hesaid I in-
.+ between their cost predictions by adc - flatlbi~and other. risin s
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~ which I shall get into later. =" - ar
One of the provisions of no-fault is 0.
provnde a fund whereby an injured per- :

(R 2SN

You know ‘come Feb 1, the nOofault
auto insurance law goes into effect.
With. it, there is provision for- com-
pulsory liability insurance. It will be
against the law for a driver to venture
forth upon the highways without at least .
$15,000 per person liability insurance,
$30,000 per accident, $5000 property
damage insurance. . -

This means a motonst is legally

obhgated to have that much. protection f law, and it will

for claims arising out of injury, death to
other persons, or damage to- other
property, when the motorist is at fault.

Our city editor asked me to write a -

news piece about no-fault, which I shall -
do at a later date; but having attended °

one seminar, and about to ‘attend W
another, ‘1 thought .it would ‘be' in- °

teresting to get into some of the off-beat " -

, ramnf;catxons of the law and 1ts eventual %

apphéabon ~ Gl
Motorcycles Exempt

‘ Flrst of all, the law has- no.lung to do
with motorcyclists. They cannot buy the’

protection which will be afforded, nor .
can they be exempted from suit up to

. $750 as set out by the new law. They °
- shoyld continue present insurance
coverage as if nothing else happenedz.*‘ E

The same'is true of people who are:

old enough to be on Medicare. It is not

necessary for them to buy the no-fault .
portion.. of insurance coverage; but
again, they would not be exempt from
sult—same as the motorcyclist. They do
have the option to buy, and in my opi-

" niom, they should. There are many-;
" benefits, which I. shall detaxl m the

- future news article. 5o ’*
*The senior type citizen has the optlorf '

ta*buy — the motorcyclist does not. .
. Many Exceptions ;‘
' There. are . some other. except.\ons,

son.in an auto accident can hire.a sub- -
stitute to perform non-work duties. The
classic example cited is a housewife who
is laid up, and cannot perform normal

home duties. A person can be hired to *
do the housekeeping, up to $18 per day, -~
I shall leave to you the obvious ques- -
_tion which is always raised by husharids~
in these seminars. 'And it was the opi- .
nion of those in charge, that there may °

be no legal obJectxon toa paxd love subo
tute p

" the drunk. - i

FIaws In No Fault

pravxsnon foz a fund to pay medical ex-
penses for those who do not come under
any- insurance for auto injuries. The
classic example here is a drunk wandet-
mg into the side-of a car. -

If this individual does not own. a car,
has no insurance, and if the auto driver
has no insurance, this fund takes care oi

** There are man amblguxtxes in the
ake time, prachce and
legal decxslons to lanfy

Unique Category ( t. :‘;,
One other pecuhax spin-off: there is’ ,

7 will be the same as those presently in-"
" voked by the Financial Respons;bmty :
Law: in case of involvement-in an.acci-1]

- dent, suspension or revocation of driv-
‘- ing license, limitation of driving-upon:
" renewal, filing with the Motor Vehicle:

- policy of insurance. Buying a policy un- |

" sive, too.

2 tucky, last July and Miller’s ‘tate for his
BMW 900 Jumped from $119 to $835

tucky, works part time for a motox:cycle;
escort service in Dayton, Ohio. He said =

dxtxonal charge for the new benefxts s
which are part and parcel of no-fault. -}
Actually, premmms wﬂl be shghtly 5
higher:

And there is no provision for enforw
ment of the compulsory section of the:
law. The only penalty which will be im- ]
posed ' upon non-complymg moumsw

Department for three years, with a.
der this clrcumstance gets pretty expen-

The meat and potatoes of no-fault m a i
future news plece '
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- The Air Bag

Why we're for it. IR
It’s not that we’re against the ' ¢ i .
seatbelt /ignition interlock system. We're all for
any system that will help reduce injuries and death
on America’s highways. Unfortunately, studies
show a large majority of people resist using belts.
) But we believe the air bag/lap belt, or air
cushion restraint system, is an alternative safety
system with a definite advantage. It eliminates
the need for the ignition interlock apparatus. And
the need for shoulder belts. The bags are tucked
away, out of sight until you need them—in a g
frontal-type crash at a speed high enough to cause s 3
serious injury. Then, they automatically inflate. ) :
In a aplit second. Protecting the driver and
front seat passenger.
- As for reliability —air bags are a passive
restraint system proven reliable in over
50 million miles of on-road testing. -
This year, General Motors is makmg the air
cushion restraint system available to the public.
On a limited number of Oldsmobiles, Buicks, and
Cadillacs. It’s being offered as optional
equipment in lieu of the interlock system.
Allstate commends GM on its
progressive stand.
And now that air bags have become a
reality on certain production line cars, Allstate
introduces a new auto insurance discount:
The Allstate Air Bag Discount. For owners
of any factory equlpped air bag cars, Allstate will

tion on the medical coverage
portxon O eu' auto insuran

cars will qualify for this chscount soon.
In the meantime, be sure to buckle your
seatbelts every time you drive.

el SR

Working to hold your ¢
insurance costs down.

nd the Allstate Air Bag Discount.
dsmobiles, Buicks, and Cadillacs.

Air Bag Discount not available in Miss., N.J., N.C., Oklahoma or Texas. . 1@02



CARSON CITY iUPI) - fState Insurance Comrmssxoner Dick ;
Rottman testified Thursday that 30-35 per cent of Nevada dnvers don’t ;

t o vk :

fault insurance law, those thhout the reqmred coverage dropped only : Rottman reviewed his budget whxch ‘doés’ not propose any new’

about five per cent. . : FAEY S ’programs for the coming two years. And he received a pat on the back’
“Makmg 1nsurance mandatory is trau t v ’j_‘ 'fromWendell Cutler aLasVegas msuranceman, o A

He said the actuary was needed as an “protective device” by e
gency to revxew agplicatxons by companies for permission to. raise

PSRV ASEg SR L)

program. -
“The 1973 Leglslature enacted a no-fault‘ insurance law wtuch‘i
requiresall driverstohaveinsurance, ~ ... * 0 i el
Rottman asked the Finance Committee for a $5,000 appropriationto ’
hire an outside attorney to defend an expected constitutionai challenge
to the no-fault insurance law. o
- “Sometime within the next year I feel a constltutional suit will be
brought " Rottman said. *'I feel I should have outsxde legal counsel,””
- Sen. William Raggio, R-Reno questxoned ‘whether drivers got_ ]
decrease in rates as promised when the no fault law was enacted.
Raggio said one of the main selling points was lower premiums and a
survey of his constitutents showed most ielt they had to' pay higher

>
Vo
o
)

Rottman said 75-80 per cent ot the drivers got a small decrease which , insurance premxum rates B AT :
: kol | _The committee did not take any actiononthe budget ¥




il T/ DIAIE/ NEW ENGLAND

Car Insurance Freezé

Q/lsredlcfed in House

By DICK LAMERE
The Legislature will vote overwhelmingly

%o freeze the 1976 auto.insurance rates in

’Massachusetts at the 1975 level in the face
of an industry request for a. record $244
xmllhon rate- increase, the House chairman
‘of the Committee on Insurance predlcted
'yesterclay

1~ Rep. Raymond LaFontame (D- Gardner)
| said he has encountered' “general opposi-

i tion” to the industry proposal to hike rates.
by 46 percent overall for drivers through—

ouf_the - s
i The 3244 million rate hike request is

i a fraud,” charged LaFontaine.” “I’ve even
lbeen approached - by insurance -agents
i who said theéy didn’t think it was justified,
“1_have no idea what Gov. Dukakis will
! do. But it seems if there is overwhelming
’support for the freeze in the Leglslature,
he willi find it fruitless to veto it.”
i LaFONTAINE COMMENTED -after he
| and Sen. Daniel J. Foley (D-Worcester)
‘flled an order calling for auto insurance
'1ates to be frozen. Foley is the Senate
i chairman of the Committee on Insurance.
.  LaFontaine said he- expected the late-
filed order to be admitted by the Commit-
i tee on Rules, headed by House Speaker
; Thomas McGee (D-Lynn) for legislative
| consideration; McGee is: already on record
i as being “appalled” at- .the huge increase
snuaht by casualty compames
If approved the rate  increase would

'

i jump premiums paid by some drivers in

{ the under-25 age category by as much as
l$500 and substantially hlke those of other
mororxsts

The order would requlre state Insurance'
Comr James M. Stone-to carry over the .

i 1975 rates “into- 1976.- When . the possibility
‘ of -afreeze ‘was raised by Sen. Joseph
" Timilty of Boston last week, Stone said he
. would not want to take such action bécause
“ it would likely be overturned by the cour®.
. STONE HAS SCHEDULED public' hear-
ings on the rate .hike request . beginning
Sept "2, but r‘xose hearings. may be post-
_ poned two weeks at the. request. of Atty.
Gen Franc:s X Bellottl v

" was-being JiTWTEd on Beacon Hill.. -

¥ “Personally 1 dont thmk a- freezej w1ll
mean a hardship for the mdustr'y—)ut it
~will give us time to decide in what{other
directions we can go so that we cin be

sure the rates are equitable,”  declared -
LaFontaine in advance of a mee;ng to be ;|

held today with Comr. Stone.

Even though the insurance industry con-
tends it is 1% g money on property dam-

-age coverage, EaFontame said he was not
+ impressed. “He T@md it was important that
- the tctal financial picture of the firms be

-brought to light”~and not just what's_

"~ transpiring in property damage.”

LaFontaine the -insurance com-- -
- panies ‘‘refused to_cooperate and give us
<

any statistica ” when requested on
two occasions when malpractice legislation

- “We asked Jhem, twice for statistical
data and they ided only skeletal in-

*formation,” the Gardner lawmaker as-  §

. seried.

property damage, I don’t see any casualty
compaines leaving the state,” he added.
Meanwhile, Comr. Stone has tacked on

‘'some amendments in a Senate bill that

would include setting up a state rating bu-
reau so that regulatory agencies ‘would not
-have to rely on statistical data provided by
the Massachusetts Auto Rating Bureau, the
industry’s statistics-gathering arm. -

‘He complaingd that e industry has un-

limited resour nd experts to prepare

-and present evidence and testimony at rate -

setting hezre le “we have only two
actuarles both of them well past thelr 60th
birthdays.” ===

“EVEN THOUGH THE insurnce com-
panies contend they are losing .money on

-One of Stone’s amehdments would allow: 3

for the hiring of twe certified ‘public- ac-
‘countants at salaries of $25 000 and $30,000

.a year,- two attomeys in .the same . pay g
_ bracket and six. actuary- statlstlclans at. &

salaries of 330,000 and $40,000.
Stone said these additions would enhance

'reoulatory scrutiny, not' only insurance .

cases but in others where rate hikes are

. being-  sought affectmo Massachusetts :

resxdents

a ,5,-,;_..W_._a,,,‘&,,& ———

u-«wu,._“-ii
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Auto replacement part"

—

Y

resveees

AT

-

B m o ——

WASH[NGTON (AP) - The Whtte House consumer affairs ofﬁce
says costs of auto repairs and insurance for an average family is rising

repairs and insurance, $50 more than in 1974.

automotive replacement parts particularly crash parts,” he said. -

-exclusively through franchised new car dealers.

~ such as fenders, bumpers and grills, mcreased 32 per cent m 1974 25

" offset loss of new car profits, Pohankasaid ‘“‘the prices haven’t
. changed that much, and competition wouldn't allowit.” . -~ oo~ .00
" Robert M. McElwaine, executive vice president of the Amencan..
; ‘Imported Automobile Dealers Association, said franchised dealers in* .-
foreign cars sell parts to independent shops at discounts of 15 to 20 per -
cent and many dealers are losing money. after absorbmg the expense_ -
of stocking and delivering the parts. ; oS A
- Thesystem, he said, “does not dxsa’umnate agamst the mdependent =
garage owner, nor cause hardshxp tothe consumer.”™ ' .

costs h]kmg msurance e

quickly — mostly because of mcreases m the prlces
rep]acementparts

Edward J. Hexden dn*ector of economic pohcy and planmng for the
Office of Consumer Affairs, told a Senate commerce panel Monday
that the average family of four probably spends $300 a year now for

- “Much of this increase is due to one cause — mé escalatmg 1

Heiden said one way to curb the rapid rise in costs would be to
require that auto makers stop selling auto body repau' parts

Heiden said a government survey shows that prices of crash parts

per centin 1975 and are still rising.

He said the increase raises the question whether auto manufacturers e
and dealers have mcreased parts prices to compensate for declmmg

new car sales. -

. The present system of dxstnbutmg parts needed to repalr colhsmn-'"' 'k ;
damaged cars has “tended to raise consumer prices substantially with .-

little or no offsetting benefits,” he told the hearing on escalating pnces
of auto “crash parts” and related insurancerate increases. . -

Spokesmen for franchised dealers of domestic and foreign cars N
"opposed opening of manufacturers’ parts warehouses to independent. -
.auto body repair shops, claiming it would not result in lower costs to~ -
- consumers and would decrease the avaﬂabmty of repair parts. - .-
- Heiden, speaking for Virginia H. Knauer, President Ford’s specml-
. assxstant for consumer affairs, said complaints about auto prices and
. ,repau: delays outnumber any other category by two and a half times.
.. Heiden said his office will cooperate in an mvestxgatmn on the matter
- ]ust begun by the Council on Wage and Price Stability. -
" .John-J. Pohanka of McLean, Va., “president of the Nati

al
Automoblle Dealers Association, saxd new-car dealers have an
mcenuve to stock little-used body parts to keep their customers, while

, “mdependent wholesalers have no such inoennve and deal mmnly in
-~ tast-moving parts.’ e

Responding to the suggwtion that dealers are raxaing parts pnces to

‘, o~
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‘State Farm Insuranca

Asks 25% Rate Hike

- CARSON CITY (UpI) A company figures: . * Since State Farm began wntmg
“rate specialist for the State In-- - George  Burt, an assmtant:
surance  Division - testified -vice president inthe actuarial .
“Thursday.'that State Farm:_ “ department of State Farm, said
‘Mutual Insuranée Co., had.an - despite covering 25 per cent of
underwriting ‘loss of $750,000 - the vehicles, it receives only 18
 during the first nine months of - - Per cent of the total insurance .

insurance in 1928, it has sustain- -
"ed an operating loss of $129, 000

guntll September 1975 he said.

State Farm is propomng the 'i v
property damage-bodily injury
“section of an” auto insurance -

"1975 but wants to raise its auto -
insurance premiums to bring in-
'an addmonal $2 6 mllhon a:
year

e et

premiums paid.  He said this
was due to:lower rates charged ’
by the ﬁrm o s

policy be increased.by. 59.8-per~ “t
 cent; that.collision rise by 13.3 g
“. per cent; uninsured motorist " t'

2 Burt saxd the company has--:-

Charlas Knaus, an msurance . not had a,long term profit from

coverage go.up 90 per cent and -

* there be:no change in no-fault *

 rate analyst, “told a public hear-"

-auto policy. holders in, Nevada Mor comprehensxve coveragey .

“ing7*conducted' by State ‘In-*
surance Commissioner chk
Rottman that State Farm’ s loss
] m-‘1974 was $500000

= ,N.Nr'

:K‘_:

.:»Rottman sald the company
. must.prove the rates requested |
en’t -excessive. State Fram -
as asked for permission to
ise auto rates by 23 per cent -

effectlve March.l. =

Knaus- testified there were |

deficiencies in. the. company’s -
application -and insufficient

documentationin some areas. _~,

State Farm writes more than
77,000 auto policies in Nevada,|.
* covering- about: 25 per cent of|.
,fv...,the pnvate autos accord1 to:

. el

Stat‘é Farm giveny '

T Pes N o fau—l ; 3
Okay, on rate ﬁl_aoo‘s;t,;,qoy

- CARSON CITY (UPI) -
for motorists who instre’ thehf :
vehicles through State Farm Mu- ‘ARatehxkeswilIbe a mﬂemghe
tual Insirance Company, will be~: i1 5. Vegas than in the Reno- -
going up an’ average’ 115-16"per ; Carson City area because of the |
cent, State Insurance’ Commis- Fating schedule; Rottman- said. .
Si"“ Dick Rottrman saidMonday. _--gpate Parm Mutual is the largest
i The company. _asked for ai ~'{‘i‘pnvate auto_insurer in Nevada -
overall 23.8 per cent increase in ° * with more than. 77,000 policies in
auto rates but Rottman sald itdid - - effect. That covers about 25 pa-

book storaf bld:

" RENO (AP) — The Reno O - gamace
‘Council has refused to issue a higher o
busmess hcense to: an adult book

The conncﬂ drew cheersfroma s oy mor rt of the pre-
crowd of 75 Monday when it mmmofanypohcy .
urneddownallcenseapp]iwﬁm L T

meoloee bl

[




By Phillip M~ Stern .- 4

pecial ashington
© Post-Outlook . - - .
ASHIN — The place is

Olympic Hotel m downtown
itle, .

1et1mersJune8 1975 and the
1sion is the semi-annual meet-
of the National Association of
irance Commissioners — the
state- officials charged with
ecting the public by regulat-
the $91. billion-a-year insur- .
eindustry. =

1at, at any rate, IS what the
ers in the hotel lobby pro-
m. Among the color-coded
ges in the lobby and around -
meeting rooms, however,
e are few white badges be-
ing to the commissioners and

" a smattering of blue ones . !
industry: they ‘are_paid for by

n by the commissioners’ staff
nbers Everywhere, the pre-

lor-is green — worn..

tatives of the insur-
B : salesmen, com-
y executives, trade associa- -
officials. Indeed, the official
stration desk in the Spanish
nge has only ene position for ..
ing in the commissoners and
- staffs, but three, alphabeti-
y divided, for accommodat-

the industry participants..

e wonder: The official regist-

n roster shows attendance =

4 commissioners (not count-
three from Canadian pro-
es), 265 members of their

s, and . 718 mdustry tepre-y

atives, .. . !
lis is. supposed to be a.mee
of the state commissioners,

week progresses, green—bad

uently fill all the seats while”

:ommissioners stand agains
valls. 2 AR
this;; then, a conventmn of th
lators — or of the regulated?

r many reasons, that ques-::

rst, the stakes'are huge
rican families and busi

es spend $91 billion' a:-year:
ng:insurance — twice.what -
spend on automobilés; and

mous numbers of people are

ted; two out of three Amerf- ..

 are covered by: life: msur-_},‘_ presxdenhalA

» there is open “house for all-
2 onmera.. sonrtesyeaf the Insur-::

> and eight out ten cars are
red. © .- ity

problems » But do they Most” “the positions of the NAIC and

of the commissioners are here in  those of the- insurance industry.

Seattle; the industry is surely - “If you compare the NAIC
here, in force; but where are stand on natignal health insur-
those “interested members of the . ance with that of the Health

" ance industry ..

: ’ratlon and pressrelations.” .

s of Americans who
ance, health insur-:

public”’? The NAIC color-coding -
system has a special badge color
(gold) set aside for those repre-
senting “academic and consumer
organizations”; but: the official
registration‘roster lists on}g three

academicians.and not a single -

consumer spokesman (One rea- _
son: consumer representatives
have to pay theu' own way.)
Then, clearly the commissioners

_and their staffs will hear but a

single point of
dustry’s,“:a

Inat least one respect the NAIC
gatherings truly do belong to the -

“1ew the in-

- industry money. " Each of the 718
" company and trade -association
_representatives in‘ Seattle has -
paid a $100 registration fee and
another $50. 1£ he has brought lus
\ﬂ'lfe. E‘ B o i G

Industry support is sometxma
even more extensive. The maga-
. zine “Busines Insurance” report-.
“ed that before the December 1970~
. NAIC meetmg in Chicago, insur-
“ance company funds provided “a

‘press and public. information

committee. ... iéaded by a paid

“lobbyist for the Ilhnms autoinsur- -
assxsted by two
?pubhmsts for major insurance

. companies domiciled in linois.” i
.-In addition the magazine said the :
“Tllinois insurance commissioner.

- had “appointed: itwo leading Chi-*
yet, in the meeting rooms, as ;.

ago- insurance company ex-
ecuhves as; general chairmen’ of *

to. conclude that. “the insurance

NAIC, “even down-to its regrst—

he meeting.’’ All of this
_prompied “Business Insurance’”

mdustry is clearly running the -

Insurance Association of Ameri-
ca,” White says, “you’ll ﬁnd they
are almost identical.
1t can be said that the NAIC is
the industry’s most effective -
. trade association.”
The most unportant question on
- which the NAIC and the industry
. positions ‘agree is that of state
“versus federal regulation. In fact
-preservations of state control —
the stand the industry embraces
‘, — is,-in fact, one of the NAIC’s
ofﬁmaﬂy stated ‘“‘objectives.”
The industry has not always
- favored state control. In the early
part of this century, concerned
"about the disparity in state po-
- licies, ‘the indusiry tried unsuc-

_cessfully to get the Supreme

Court to rule that insurance was
subject to federal regulation.
_Later its enthusiasm for federal
control waned, and when the
Supreme Court finally did rule in .
favor of federal control, in 1944,
. industry lobbyists persuaded
Congress, in. just two months

time, to enact the McCarran- |

Ferguson Act prohibiting federal
control as long as there is effec- -
tive state regulation.

~Today the industry - continues
xts strong support of state control,
. and well it might, for the balkani-
zatwn of insurance regulation
 offers built-in barriers to reform.
‘With the regulatory task frag-
;mented among’.50 widely dis- -
: persed state: officxals the only °
< vehicle for change ig the cumber-

personnel to support its work and
commnssxoner§~are mvarlably
: short-staffed.’ :

Indusu'y largessevgoes beyond
the‘busmess _aspects of NAIC
: £

_and their staffs are ‘welcome in” -
" various . “hospxtahty suites.” In: -
'the, Olympic. Hotels $200-a-day
i Q- example,: ...

after study is either conducted or-
paid for by insurance companies
or trade associations. The results
are evident in Seattle, at a meet-
ing of the NAIC’s Committee on
- Rates and Ratings, in thrs se-
i quence of events. - A BT

" (ISO) which répresents i;lOD,‘

companies in staté rate hearings.
- —Report of the Task Force on
Policy Readability, given by Carl

Black, executlve vzce presldentof :

1S0. ; s
The comnuttee’s oonsxderation
of the important question of whe-
ther there is justification for auto-
insurance surcharge rates for
special groups such as young
people and. commuter$ illumi-
nates another problem faced. by
the regulators: They have noneof

the statistical data needed to¢
- arriveata judgement. - .

~ Circumstances conspire

- against prompt NAIC action, For

-one thing, the commissioners asa

_rule are political appointees, sub-

ject to instant removal from of-

fice when a governorship -
changes hands One subcom- -
‘mittee reported in Seattle thatits . -

work had been substantially de-

layed by the departure of four of

itsmembers. - o]

plains that the NAIC rarely deals
with problems that are of day-to-

day concern to regulators, gxch -

as the matter of scrutinizing new.

kinds of life insurance policies
that companies are contmually ,

xntroducmg,_ often on a multx
state basis. ;
« “It’s absurd and mefﬁcxent

50 separate insurance depart--'?;
ments to be looking at the same

policy and- duplicating each

other’s work,”" White says, “But :
that’s not the sort- of; practical .

problem the NAIC deals with.”. -

- But the geographic dispersion. .
of the commissioners and their;
" $taffs. is probably .the greatest
‘f . enemy.. of bigorous - action :To. -
illustrate: In 1973, the NAIC de-
cided to take up the questxon of
-requiring- life insurance com-.
* ‘panies to pay minimum cash
. surrender refunds to persons who .
~ cancel life policies early, In true -

- NAIC style, the matter was rele-
chairman from California and a_

3 000 miles away.

intense work — the way :any -

insurance company would tackle -
anrgent problem, But instead,I
find - myself having to" deafs?by*?";j
‘mail with my colleagues in Cali- - }

tornia and Tennacees Wa meat .

gated to a subcommittee with a

vice chairman from N Jersey._.;

; * White, the vice chamnan, tells .
‘1ts services and the hard-pressed | what this meant: “The way toget -
regulators accept. Thus, study | action on a problem like this isto " *
sit the experts down for a week of -

Stop Play that back
‘really be that the state
--Jersey, which collects mo
450 million a year in tax
fees from the 700 insuranc
 panies doing business ther
afford to send its top life
ance actuarytoMilwaukee
“It’s true, and it points u
maybethe single most im;
obstacle to effective ins
regulation by the states. ]
New Jersey leglslature 6
Vits i msnrance ‘department,
: professional staff of abou‘

" performthesetasks
~ “*“ZRule on more. fha

_requests edch month fron
;erty-casualty“and bealth
ance companies for action
increases and related matt
< —License more than 40,
surance agents and brol

i -—Approve each 'montl
-provisions in- life insuran

* Hcies that compames want
William White, of Lhe New Jer-
sey insurance department com--

-in New Jersey.
»—Handle. nearly 10 00
'sumer complaints a year.

~ —~Serutinize the finance
operating methods. of ins
“companies that seek Hecer
do business in New Jersey.




anies. (Insurance is, for ex
m le. one of the.few. areas m

et;of just$583,4oaa yearv. SO ,
.AAnd here they are in Seattle,
kta mdmg around the edges of the :
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Gayle Smookler, Executive Director
100 North Arlington, Reno, Nevada 83501, Phone [702] 786-1858 wem—

March 10, 1977

Sen Cliff Young

Nevada State Senate

Nevada Legislature Building
Carson City, Nevada 89710

Re: S.B. 304, 305 and 306 (Modifications
to Nevada No-Fault Scheme)

Dear Cliff:

Senator Dodge has recently referred to the committee on
Commerce and Labor Senate Bills 304, 305 and 306 which seek
to modify Nevada's No-Fault Scheme. These bills should be
viewed with much suspicion and skepticism because they do
absolutely nothing except take away more legal rights of
injured Nevadans, to the benefit of the casualty insurance
companies whose coffers will be further enriched and fattened
should any of these bills pass.

S.B. 304 increases the (unconstitutional) monetary
"threshold" from $753;%2_£9,§2_5ﬂﬂ_ﬂn_and removes the exception
to the threshold of "chronic" injury, so that a person with
a chronic injury would not be entitled to seek reparation
from the tort feasor and would have an additional $1,750.00
requirement of medical bills imposed upon him, before he was

deemed injured severely enough to seek reparation for general
damages for pain, suffering, anguish and disability.

Suggestion: An amendment to S.B. 304 at page 2, line 5
and line 13 so that it would read $250.00 rather than $2,500.00.
A further amendment at line 6 should be made to allow the
word "chronic" and also to add the words "or serious.”

S.B. 305 seeks to give no-fault insurance carriers the
absoglute, unbridled and unmitigated right to send their
insured claimant of no-fault benefits to an independent
medical examination "at any time." The present statutory
provision allows the insurance company to seek a court order
to do this. If we change the law and allow the insurance
company to command its insured claimant to go to a doctor of
the insurance company's choice, any time it wants to do so,
without a court order, you are obviously going to see a
tremendous increase in cases in which insurance companies

Affiliate of the Association of Trial Lawyers of America
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Sen. Cliff Young
March 10, 1977
Page Two

seek to escape their responsibility to provide no-fault coverage,
or at least to delay that responsibility, by exercising the
unbridled power that S.B. 305 gives to them. Present law at
least has some check and balance to it in that the insurance
company must get a court order if the parties cannot agree.
There is no evidence that this has been a problem and I can
tell you from personal experience that in cases where my
‘client's insurance companies (no-fault) have requested the
medical exam, it has always been granted. Nevertheless, a
time will probably come, when an insurance company will want to
send one of my clients to an "insurance" doctor whom I believe
will be unfair and in that event, I would like the right to
have a court determine this.

No other kind of no-fault insurance, such as Blue Cross,
Blue Shield, other hospital insurance, disability insurance,
etc., gives this broad of a power to the insurance carrier
to command its insured to go to a physician of the insurance
company's choice, on penalty of witholding of insurance benefits
automatically. That is what S.B. 305 does and I would hope
that this measure would be defeated in the interests of injured
Nevadans.

S.B. 306 compleialy chapges the "threshold" requirements,
and takes out monetary.thzeshold® (which is commendable) and
substitutes a "philosophical' threshold in its place instead.
The philosophical threéshold includes death, dismemberment,
permanent losT O DOUILy tunction..pexmanent injury, significant

permanent scarring o{_E_Esfgggggg_d&sabt%tty of ninety (90)

days or more.

S.B. 306 is not acceptable as drafted but it might improve
the state of the law somewhat if an amendment were made which
added the following:

"(7) Any injury which is traumatic in nature and which
causes serious pain, suffering, anguish or disability."

S.B. 306 is also not acceptable with respect to the language
in lines 24 through 33 of Page 2. What this language attempts
to do is take away the right to jury trial and substitute in the
tridl judge as the jury. Under this language the judge has an
absolute right to dismiss the case if he is not satisfied "that
plaintiff's injury comes within one of the threshold exceptions."
Obviously, under the present state of the law, under Rule 56 of
Nevada Rules of Civil Procedure, providing for motions for summary
judgment, judges do have certain powers to dismiss if the facts
are absolutely clear.

But S.B. 306 gives judges extraordinary powers and would
appear to subvert the substantive and procedural due process
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requirements of the Nevada Rules of Civil Procedure in cases
wherein a party asks for summary judgment. Therefore, the
amendment contained in lines 24-33 should not be adopted.

With kindest regards, I remain

ncerely yzérs,

Peter Chase Neumann

PCN:173

cc: Senator Richard Brian
Senator Spike Wilson
Senator Richard Blakemore
Senator Mel Close

bce: - Pat Cashill, Esqg.
Heil Galatz, Esqg.
Zent Robison, bsd.

Allan Larl, Esq.
Jack Lehman, Lisq.
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-Editor's- Note: The following is a reprint of the Best’s Insurance News Digest, property and casualty edition,;of
October 4, 1976: It provides an insightful overview of the property and casualty industry today, and reinforces
several points State Farm senior management people have made in speeches before many industry groups.

We feel you as first fine field management will be interested in the opinions of the respected industry

observers at A.M. Best, and we thank them for their kind permission to reprint.

The Outlook for the
Property and Casualty Insurance Industry

By the Editors of the Property/Casualty and Magazine
Divisions of the A. M. Best Company

Industrywide figures for the first two quarters of
1976 appear to offer some grounds for hope that
rate increases, tighter underwriting and better expense
control are bringing an end to the worst period of
underwriting losses the property/casualty insurance
business has ever experienced. But the very fact that
any utterance of subdued optimism is possible in
the wake of a quarter in which the underwriting loss
was more than $600 million tells better than a page
of statistics how deeply the industry has been in
trouble — and still is. The momentum finally has
turned in the direction of improvement, but for
many good reasons the last thought appropriate
to the occasion is jubilation. This is a time for analysis
and reflection — have the causes of the industry’s
worst two years in history been eliminated, or is
there the chance that some or all of this could happen
again?

There are many exceptions to every statement
when a business as large as insurance is treated as a
single entity. It is a fact, however, that over the last
20 years the insurance industry overall did perform
in a certain manner, and that company managements
tended to act and react more or less similarly to
the temptations, conditions and problems with which
they had to deal. This is particularly true of the large
agency stock companies.

Our observations at the A. M. Best Company of the
trends of the business since World War II, and es-
pecially since enactment of the multiple-line under-
writing laws in the mid-1950s, cause us to conclude
that insurance company managements followed a
course of action which inevitably produced the
underwriting fiascos of 1974 and 1975.

We are mindful of the remarkable diversity of

ressures and problems with which the insurance
business had to deal. There are no simple answers
when management must cope with stockholders,

policyholders, politicians, new technology, a chang-
ing legal scene, a shift in social values, economic
fluctuations involving inflation and high interest
rates, scientific discoveries that create undreamed
of new risks and consequent demands for coverage —
perhaps of a nature beyond the industry’s ability
to fulfill — and other influences of lesser importance
but numerous enough to help divert attention from
primary areas. We also recognize that the insurance
business has varying degrees of control, ranging
from near zero to about 90%, over all of these in-
fluences and pressures. And, last but not least, we
are aware that it is far easier to criticize, especially
after the fact, than it is to participate in decision
making at a time when there is no apparent satis-
factory solution.

With all of these qualifications, it is still safe to
say that the insurance business switched off the main
track about 20 years ago. Had it been operating
under a different basic philosophy, the disaster of
the last two years probably would not have occurred.

In the 1950s and 1960s, the assets of insurance
companies began to become interesting to the larger
financial world. Part of the education insurance
company managements received in their dealings
with this differently-oriented melange was the beliet
in and emphasis attached to the importance of
“the bottom line.” The theory of the bottom line

is quite lenient to managements, in that it forgives

the failures in one area if successes in another are

sufficient for the operation overall to reflect those

two vital catchwords: growth and earnings.

Insurance managements for many years have main-
tained that their industry is ‘‘different,”” and in the
case of the bottom line we wholeheartedly agree
that it is. Nevertheless, for 20 years many insurance
carriers managed to operate with a certain amount

of success on the bottom line theory. even though

more than half the time the combined loss and

expense ratio exceeded 100%. The theory came apart
{contimeed)
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when the market went down in 1974 and the per-
ennially unreliable underwriting operation also
happened to be in decline, a combination which
nearly wrecked the industry.

The key to this situation was the known uncer-
tainty of underwriting experience. It had become
conventional wisdom that a combined ratio of 102

-

tribute enough for a growth in business — new
policyholders, new risks — to the tune of about 10%
annually. The growth that comes from inflation
— the need for higher premiums to support increase

underwriting exposure, or, in other words, an en(’

larged potential loss liability — must be met by

underwriting profits. Failure to realize an under-

or 103 was acceptable because investment income

writing profit results in a drain on investment income

would more than offset the underwriting loss, and,
together with capital appreciation, would insure an

and limits or eliminates development of new business;

it may even reduce surplus. If this goes on too long

operating profit and provide funds for growth. In a
relatively stable economy with only modest infla-
tion, this proposition more or less works out; but

too many things have to be right to make it success-

ful in the long run. One of those things that has to
be right is the ability to meet the objective of a
102 combined ratio. We haven’t seen the company
yet that can call the shots on its underwriting within
a point or two.

The element that is essential to the success of an

insurance operation i1s the achievement of an under-

_writing profit. Underwriting is the foundation of the

source of money for investments. IT profits cannot
consistently be produced from underwriting, then
ultimately the company will be leveraged into an
impossible position. A management that accepts
as satisfactory a combined ratio of 102 invites dis-
aster. Planning that concedes an underwriting loss
runs contrary to the very purpose of engaging in the
insurance business and contributes to the erosion
of the basic undertaking.

Economists presently seem agreed that the long-
term outlook is for inflation at a rate two to three
times that which prevailed up to the early 1970s,
and the insurance industry is now faced with the
need to support two types of growth: a growth that

keeps pace with inflation, and real growth in new

<usiness that keeps pace with an expanding economy.
One lesson the insurance business has learned
is that its growth must be funded internally. Debt

capital expansion calls for interest rates that
are virtually prohibitive. The only way money

can be created to sustain both inflationary and new

business growth is that there be an underwriting
profit. Investment income alone cannot pay dividends
to stockholders, support an underwriting loss and
provide growth of the enterprise. Historically, stock-
holder dividends have run 40% or more of invest-
ment income — and this is a necessity if there is to be
investment capital. Investment income overall runs
about 7.5% of direct premiums written; if 40% of
this goes to the stockholders, then investment income
— free of paying for underwriting losses — can con-

the companies cannot respond to needs or oppor-
tunities in the marketplace.

We think the case for underwriting profit is irrefut-
able both in terms of the financial well-being of an
insurer and its psychology of operation.

* % *

The remarkable underwriting profits recorded in
1971 and 1972 were destroyed by the failure of
company managements to recognize the accelerating
change in social and judicial attitudes with which
were combined the onset of substantially higher
rates of inflation than had existed for nearly two
decades. Not only were these two danger signals
overlooked, the industry simultaneously indulged
itself in competition for premium dollars to such
a degree that rates were pushed to ruinously low
levels. The outcome of this bad timing in the race
for discounted premiums when more, not less,
money was needed to cover an expanding risk poten-
tial, should have created in the minds of carrier
managements a permanent impression of the folly
of ignoring the necessity for an underwriting profit.
Many people had lifelong attitudes imbued in them
as a consequence of the Great Depression. It is to be
hoped that the memory of 1974 and 1975 will infuse
into carrier managements a lasting acknowledgement
of the essential goal of an underwriting profit.

It is not likely that the excesses of the past few
years will be quickly forgotten, but competition
in the insurance business is a strange thing. What
constitutes sharpening up a quotation to one com-
pany might look like irrational rate cutting to
another. The operation of the insurance marketplace
is such that there is a tendency to follow the loser —
which is to say that many companies are willing to
write business at known inadequate rates rather
than pass and pick it up at the right price on the
rebound. No company that is cutting rates can

take all of the market, or even enough of it to set
waves in motion if companies which know the il

difference between a realistic rate and a hopefu‘ '

one decide — in their own interest and that of their -

policyholders — to stay with rate adequacy. If enough
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-
companies 'get caught up in the hunger for premium
dollars and will sacrifice sound underwriting to get
them, everyone pays eventually through a constricted
Qmiket and ultimately even through guaranty fund
ssessments.

% ok *

There is, moreover, a newly emerging reason for
maintaining rate adequacy and underwriting profits
that becomes more compelling each year, and that
is that the structure of the insurance business has
been weakened to the point where it simply cannot
stand another shock like 1974-75. The business
today is not what it was 20 years ago, and to think
of it and operate it in terms of the mid-1950s could
well mean that a gross misjudgment is being made
of the composition of the underwriting exposure
and the industry’s capabilities.

What has happened to the insurance industry
in the last 20 years that has caused us to question
its ability to weather further serious adversity?

Before trying to answer that, a word about loss
reserves. The establishment of loss reserves is subject
to the limitations of information available to those
who must attempt to determine a realistic figure;
'and once set, reserves are subject to the influences

ol economic change, social and judicial change, and -

liberalizing legislation — to say nothing of the second
thoughts of those who put them up in the first place.
We believe that loss reserves are today, more than at

deficiency. When the leverage exceeds two-and-u

half times reserves to surplus, deficiencies in the loss
reserves become very serious indeed.

any other time in the history of the insurance busi-

fess, the most volatile item on the balance sheet;
they are of prime importance to future solvency.
To relate loss reserves to policyholders’ surplus
provides a fairly simple test of the leveraged position
of insurers which we think tells a good deal more
significantly the extent of their exposure than does
the premium-to-surplus ratio.

Loss reserves, as a measure of a company’s known
loss liability, used to be a place for hiding profits,
and the IRS had to tighten up this haven by limiting
tax-free redundancy to 15%. Managements are no

longer ccncerned with this ruling — there is very -
little, if any, redundancy in current loss reserves. In

fact, research we have seen indicates loss reserves

are inadequate by as much as 10% for those com-

panies heavily involved with third party lines. The
Teverage of reserves to surplus, therefore, becomes a
critical matter. A company with $100 million in

reserves and $100 million in surplus pays dollar
or dollar from surplus for a deficiency in loss reserves;
company that has $200 million in reserves and $100

million in surplus and is 10% under-reserved will

close 20% of its surplus making up the 320 million

The amount of money that has gone into loss
reserves in the last five years indicates that there hus
been an understatement and that there is quite likely
a continuing overall deficiency. The surpluses of
many companies are imperiled (a) to the extent that
loss reserves are understated and, (b) more signifi-
cantly, as the ratio of loss reserves to surplus moves
upward. We have seen the operation of the reserves
to surplus formula in two spectacular cases in the
last two years, and the effect of making up a reserve
deficiency from ar already leveraged position is
devastating.

To return to the question of the changed cap-
abilities of the industry. Twenty years ago loss re-
serves of the property/casualty insurance business
totaled almost $4.7 billion and aggregate policy-
holders’ surplus totaled $9.1 billion. By the end
of 1975, loss reserves had grown to $37.9 billion
and aggregate policyholders’ surplus to $24.2 billion.
That is a 708% gain in loss reserves against a 164%
gain in the aggregate net resources available to meet
contingencies. The relationship turned completely
around. Meantime, premium writings increased 368/
and the ratio of premiums to surplus doubled.

Those are discouraging statistics, but there is more
in them than the simple numbers, because it should
be emphasized that when we speak of ‘“‘aggregate
surplus” it is not to be confused with ‘“‘consolidated
surplus.” The point here is that holdings in affiliates
rose from 15% of surplusin 1955 to 37% in 1975. Of
the $9 billion of holdings in affiliated operations at

the end of 1975, over $4 billion was invested in =
property/casualty subsidiaries. If only the latter. .

holdings were consolidated, the $24 billion of aggre-
gate surplus drops to $20 billion and the ratio of
reserves to consolidated surplus is at the maximum
danger point of two times while premiums to sur-
plus are at a ratio of 2.5 to one.

This being the present position of the industry. its
ability to withstand further severe underwriting
losses, substantial drops in the stock market or even
modest reserve deficiencies is highly questionable. Put
any two of these factors together, and a number of
companies would require extreme emergency treat-
ment.

Twenty years ago insurance company manage-
ments were working with operations of unchallenged
solidity. Every year since the business has become
weaker. For example, if in 1955 loss reserves had
been 100% deficient, that deficiency could have been
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covered by consolidated policyholders’ surplus and
there would have been sufficient money left over to
maintain a 3.2 to one premium-to-surplus ratio. But
the industry which could cover a 100% reserve
deficiency 20 years ago and stay on its feet would be
in shock over a 10% inadequacy today — that shortage
would wipe out 20% of the surplus and raise the
reserves to surplus ratio to 2.8 and the premium-to-
surplus ratio to 3.2. Note that the premium-to-
surplus ratio after a 10% deficiency in 1975 is the
same as that resulting from a IOQ% deficiency in
1955. Then the question is, could the industry stand
the added burden of even a relatively minor distur-
bance in either underwriting loss or stock market
decline?

The situation for the stock companies is, as might
be guessed, noticeably tighter than for the mutuals.
The stock companies, with the benefit of the stock
market recovery in 1975, at last year end had a
reserve to consolidated surplus ratio of 2.2 times
against 1.7 times for the mutuals; the stock com-
panies were writing business at 2.6 times consolidated
surplus against 2.3 times for the mutuals. If loss
reserves of the stock companies are understated by
10%, the reserve-to-surplus ratio becomes 3.1 to one
and the premium-to-surplus ratio 3.4. If the reserves
are understated by 10% and the stock market were to
go 10% lower than its December 31, 1975 position,
the reserve-to-consolidated-surplus ratio of the stock
companies rises to 3.3 and the premiums-to-
consolidated-surplus ratio to 3.9.

*® k Kk

From this perspective — a vastly different one from
that of 20 years ago, and, in respect of the enormous
increases in loss reserves and investments in affiliates,
substantially changed from only five years ago —
some things seem evident:

(1) The use of policyholders’ money for invest-
ment in 100% ownership of an affiliated operation,
which is in effect the use of the same dollar twice, has
reached the stage at which this practice must be
considered dangerous. Forty-two percent of the stock
companies’ surplus is involved in this type of invest-
ment. Until recent years, most of the investments in
affiliates were in subsidiary property/casualty carriers:
now they have expanded to life companies and a wide
range of ventures outside the expertise of insurer
managements.

(2) Competition of the sort that characterized the
insurance business in the years 1973 through 1975 —
and we are speaking about competition in which

insurance principles were disregarded in favor of
cash flow — will, if resumed, very likely ruin a large
number of companies.

(3) The change in the mix of business over the las‘ '

20 years has resulted in a leverage in the loss reserves
which makes any deficiency a threat to surplus. The
importance of maintaining adequate reserves cannot
be overstated. For one thing, deficient reserves lead

to the conclusion that rafe levels are adequate ot

perhaps even redundant. If rates are moved down-

ward on the assumption that loss reserves fairly
reflect underwriting results, the hole the company is
already in suddenly becomes much deeper.

(4) The necessity for an underwriting profit as a

fundamental in the philosophy of conducting an

insurance business becomes inescapable. The in-
dustry’s aggregate underwriting achievement. after
dividends to policyholders, over the last 20 years is
a loss of nearly $9.5 billion. This averages out to
nearly $500 million annually. Think what a drain that
has been, what an obstacle to growth! Admittedly it
is tough to make an underwriting profit, but the lack
of it year after year is the biggest single reason why
the industry is so much weaker today than it was 20
years ago.

* ¥ k

The enduring value of insurance arises from the
fact that it is essential to a free enterprise economy.
Even though today the industry is weakened by 20
years of change in its financial structure and mix of
business, it has shown the ability to withstand the
acute crisis of 1974-75; all the plus factors remain.
But if the industry is to have a future as a dynamic
element in the private sector, we think two things
should be kept in mind:

(1) Adherence to sound accounting principles
which recognize the insurance company’s respon-
sibility to the policyholder as the primary function
of its operation must be maintained. The fact that
insurance is essentially fiduciary in nature cannot
be forgotten.

(2) The state of the business today and its oppor-
tunities for tomorrow make it a requirement that
whatever available funds exist be put back into the
business to provide capacity for growth in step with
our expanding economy and that of the world.
Financing insurance company growth is almost
entirely internally generated, and additional fundin
to overcome the present capacity shortage and allo
the industry to move into a position of leadership in
the economy is vital to the future of the business.
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CONSUMER EXPECTATIONS AND CONSUMER
VALUES IN THE NO-FAULT CONTROVERSY

" The original argument for No-Fault was that it would give
more benefits to the consumer at a lower cost. The accumulated evidence
from the many state No-Fault experiments is that the ratio between
benefits and cost remains constant. A plan which produces more benefits
produces more cost and higher premiums, and the total premiums paid by
the consumers will be 67% greater than the total benefits received.

The failure 6f No-Fault to deliver the promised premium
reduction has caused the proponents to claim that the value of No~Fault
protection to the consumer is so great that the conéumer should be
forced to buy it despite the higher price. This argﬁment has.little
appeal’for the average policy purchaser. Although the general public
may not know the specific odds on the risk of automobile accident injury,
the average motorist certainly feels that the risk of suffering an
injury-producing accident is slight and femote. No one really expects.
to be injured when he rides in an automobile. The need for protection
against loss from automobile accidents ranks very low in the priorities
of the American consumer, and he is properly and prudently unwilling to
assign many dollars from a limited budget for insurance protection
which he regards as unnecessary and unrewarding.

The actual statistics of automobile accident injuries prove
that the consuﬁer is right in believing that his individual risk of

injury and loss is too small to justify a high annual premium payment.
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The final report of the Department of Transportation‘s study of auto .

accidents, titled "Motor Vehicle Crash Losses",says that in 1967

about 4,200,000 persons suffered some type of automobile-related injury,
and about 50,000 suffered death. In that year, the total population
was about 199 million, and the motor vehicle mileage driven on all
roadways was about 1 trillion. The numbers mean that the risk of any
one individual sustaining any type of injury that year, if he rode in
an automobile the average number of miles (about 9,500), was 2.14%.
In other words, the consumer could expect that he would sustain some
degree of automobile-related injury once in 47 years of average automobile
use. |

These odds might seem too high if all the injuries were

serious, but they are not. Most injuries are minor. According to the

Department of Transportation's final summary report, 88% of all the .
injuries included in the estimated total were classified as "less than |
serious". The average loss in this large number of persons sustéining‘
nonserious injury, comprising 3,750,000 individuals, was $131 in medical
expense, and $81 in wage loss, and $12 in other expense. By definition

of "less than serious"” no individual in the class sustained a total
economic loss exceeding $1,500, and of course, most losses were far less.
The number of consumers who could not stand this levei of loss is
miniscule. For the overwhelming majority of consumers there would be

no net actual loss at all. Blue Cross or other hospital insurance,
medical insurance, medical pay auto insurance, sick leave and wage
continuation benefits, and other first-party benefit coverages,in addition

to tort liability claims,would pay these small losses in full in almostl

. every instance.



. This leaves a small class of “"serious" or fatal injuries
.which might produce heavier economic loss. In the base year 50,000
deaths were attributed to the use or misuse of motor vehicles. The
odds on any one consumer suffering death in that year were .00025 to 1,
which means that the average consumer could expeat to travel the |
average automobile mileage for 4,000 years before the fatal acciden£
struck. Although the loss in the rare death case might be great, in
most cases life insurance, Social Security and other coverages in addition
to tort liability help defray the loss. It is significant that the
proponents of S.354 suggest only $5,000 as a ﬁreaSonable" level for
survivor's benefits.
The remaining class of victims, about 450,000 in total,

' sustained injury of a degree classified as "serious" by the Dapartment
of Transportation in its separate study called "Economic Consequences of
Automobile Accident Injuries". The definition of "serious" in this
study must not be confused with the definition of "serious" used in the
minimum threshold provision of S.354, where a disability is serious only
if it produces a continuous and total diaability for at least 90 days.
In the D.0.T. study the definition was far less stringent, classifying :
an injury as "serious“ if it produced taree weaks loss of time from work;
or 6 weeks of parﬁial disability for uneﬁployed persons; or a total of
two weeks hospitalization for treatment or therapy; or $500 in total
medical costs‘exclusive of hospitalization. Under these alternative
criteria, it was estimated that about 10.6% of all auto~related injury

victims would have a "serious" injury. The mathematical probability
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of being "seriously" injured in any one year is .00226, which means .

that the average consumer traveling the average annual mileage in a

motor vehicle could expect to sustain one such injury in 442‘years.
Even the defined "serious" injury will not necessarily

produce long term disability or extensive economié loss. The "Economic
Consequences”" study does a detailed breakdbwn of all estimated past and>
future loss’for the entire class of both "serious" and fatal injury
victims. Those with total losses between $5,000 and $10,000 numbered
59,723; or about 12% of the "serious/fatal"kclass, or 1.4% of all auto
injury victims, or 0.03% of the population. The total number of "serious/
fatal” victims sustaining economic loss between $10,000 and $25,000 was
estimated at 45,153. The losses in this class were extraordinary,
averaging over $76,000 per victim with a heavy weighting from survivor's
loss of the wage-earner's support in death cases and permanent total .
disability cases. No-Fault plans such as S.354 with a proposed $15,000 Y
wage loss benefit and a $5,000 death benefit do not pretend to cover this
very limited class of catastrophic loss cases. The cases are, fortunately,
rare. Only 9% of the "serious/fatal" class sustain such heavy loss-
producing injury; or 1% of‘all auto-accident injury‘victims; or 0.02%
of the population.

| Combining the figures for the entire clasé of victims
sustaining a "serious” or fatal injury with a total .economic loss
exceeding $5,000 produces the combined average of 27% of the "serious/

fatal" class; or 3.2% of all auto-related injuries whether major or

e ‘

minor; or 0.07% of the population.




The analysis in “Econoﬁic Consequences" may overstate the
case. The insurance industry has criticized the study on the ground
that the extent of economic loss was based solely on the victim's
unchecked ahd unverified estimate of what his future losses might total.
A leading proponent of S$.354 is State Farm Mutual Insurance Company.

In the hearings before the Senate Commerce Committee in 1973, State
Farm's Vice-President, Thomas Morrill, submitted a chart based upon the
insurance industry's "Personal Injury Claims" study (1969) which showed
that only 2% of all automobile accident victims sustained economic losses
exceeding $5,000, instead of the 3.2% figure derived from the other
Studies. This would reduce the total nﬁmber to 85,000. It follows

that if State Farm's esﬁimate is correct, then the average consumer

traveling the average annual mileage in a motor vehicle could expect

‘that he would suffer injury and a loss exceeding $5,000 just once in

2,380 years. If the other Department of Transportation estimates are
correct, the odds are that the average consumer traveling the average
ahnual mileage in a motor vehicle would sustain anvinjury producing $5,000
or more in economic loss just once in every 1,428 years.

On either figure the risk facing the individual policyholder
at the time he writes his annual premium payment check‘is a very slight
risk indeed. He will understandably resent a government-compelled pay--
ment for a commodity of such slight utility. The feSentment will be even
greater among that great majority of consumers who already have broad
range hospital and medical expense coverage and wage continuation coverage.
The compulsory duplication of protection against slight risk is an

econonic waste.
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No-Fault proponents might argue that the 1967 figures are .

no longer valid statements of the present risk of injury and loss. In.

fact, the propbrtions and percentages show almost no change. During

the period from 1967 to 1975, according to the "Statistical Abstract"

of the United States, the population increased from 199 million to

212 million. Annual automobile registrations and motor vehicle travel
increased in a higher proportion, with annual total motor vehicle mileage
on the nation's roadways increasing from 1 trillion to 1.3 trillion miles.
Although the average injury rate per mile declined, the total number

of injuries and deaths increased until 1972. Since then, the continuing
decline in the rate of accidents per mile has reduced faster than total
mileage has increased. The latest figures show an annual death rate

of only 46,000 which is less in total than the 1967 figure and much lesi

in ratio. The latest estimate of total injuries in the 1975 Statistica
Abstract is 4,600,000 which is about the same percentage of the population
as the 1967 figure; and a lesser injury rate per milé. The combination
of improved safety devices in automobiles and a lowered national speed
limit should continue to reduce the per-mile ratios of serious injury
or death. At the same time, increasing voluntary participation in
hospital, medical, and wage continuation insurance reduces the economic
impact of automobile-related injury and loss.

There is no doubt that No-~Fault could generate considerable
consumer appeal if it could really produce substantial premium savings.

If it continues to produce premium increases in real world experience,
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. one can expect to see growing public pressure for the repeal of the
.costly state experiments. The cost-benefit ratio is too low to make

No-Fault a good consumer value.
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 premiums. If the consumers want lower premiums, they must accept

DTE RGLE 0P N0=FTILY

N 5ORULE ;
COST: C=1.06738

There is one simple, fundamental, inexorable rule of
insurance mathematics which should eliminate all further argument‘
as to the consumer value of No-Fault. If the consuming public
wants more benefit dollars for automobile aééident injuries; the
No-Fault system can deliver them. It can deliver 25% more dollars,
or 50% more,or twice or three times as many total payment dollars.
The ruie of cost.is that for every 15 cents in additional benefits
the consuﬁers obtain, they must first pay 25 cents iﬁ insurance
lesser benefits. If they want more benefits, they must pay even
more in inéreased premiums.

The’automobile insurance industry will deliver back to
the consumer in benefits 60% of the premiums paid in to the system.
Benefits will equal .6 times cost. The reverse is necessariiy true:
Cost will eéual 1.67 timeé benefits. B=.6C. C=1.67B. |

The premium dollat contains only 100 nonstretchable cents.
No theory and no rhetoric can increase its content or its value. The
premium dollar must be divided up to pay insﬁrance conpany expenses
and profit as well as paying benefits to claimants. In the Vocabulary
of insurance, benefits gained by the claimant consumers ére called
"lLosses Incurred", winich can be stated either in absolute dollar

anounts or as a percentage of the premiums written or earned. The
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cxpenses of the insurer are classificd as "Commlissions and Broker i.

b
-~ - .,Dﬂn

or "General and Administrative", "Taxes", and "Loss Adjuetment"
expenses. The detail for each expense item of every property and
casualty insurer in the United States is published once a year in

the authorltatlve compllatlon of A.M. Best & Co., called "Best's |
Aggregates and Averages" ﬂhen all Losses Incurred, Loss Adjustment
Expense, and all the other expense (called "Underwrltlng Expense") has
been calculated and deducted from the premlums for the same year,

the result in dollars or percentage is called Underwrltlng Proflt or

LOSS» T B T L R T s CeTIET T "';'r:[,"':?w;‘r~—T'—,’l"'7‘ ,“"7";7‘“‘"’:7“3;::A:;; TR UTESS e R A T L T T »‘:1:?*,"*;

Profit and Loss figures vary from year to year, but in

general,rthefexpenees ae a percentage of premium remain the same fo
all the common lines of insurance. The'constanﬁ ratio; for all lines
of automobile insurance for many yvears, has been about 38% of premium
to cover expense in all the automobile}Liability lines; and 35% to

36% for the Auto Physical Damage lines, such astollision, Comprehensive
Fire and Theft. The ratio will remain the same under No—Fault. It
does in theofy, and it has proven so in fact in the laboratories of
existing state No-Fault systems.

Surprisingly enough, Automobile Insurance has the lowest
expense ratio of all the common lines of individual coverage the
consuning public buys. It is not the "least efficient”, as No~Fault
propagandists shout, but the most efficient. Best's "Aggregates and

Averages" prove this every year. To find the expense ratio, take t%
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annual totals for every different line of insurance for every Stock

insurance company and every Mutual insurance company, add the Loss
LOCUXILd prroonliliye Lo tia‘ug;;rv:LV;gg SoDELT 0x Los3 parcentage
(plus or minus) and deduct this total from the Premium total. The
result will be the total of all expenses, including Loss Adjustment
expense. | | |

Example: In Best's 1974 edition,‘the grand total of
premiums fdr all the Fire insurance writers in the United States,
both Stocks and Mutuals, was $2.448 billion. The Stock companies had
a Loss Incurréd ratio of 50.6% with an underwriting profit of 10.3%.
Combined Loss Incurred (benefits paid to public) and Undérwriting
Profit was.60.9%}’:Déducting this from 100% of'premium‘yields 39;1%7 B
of the premium as the total of all the expenses, The Mutual Firé ;
insurance writers paid out 46.0% of premiums'in Losées Incﬁrred, with
an Underwriting Profit of 17.2%, which leaves 36.8% of the premium
as the amount paid for total expenses.

The weighted}average forvcoﬁbined StockS-éhd'Mutuals was
38.7%. In general, the Mutual companies have é lower eXpense ratio
than the Stocks, and a higher underwriting profit by é few percentage
points, but the Stock companies command a much larger’share of the
market and write about 5 times as much business as the Mutuals.

Déaling with Expense ratios oniy, the same method of
" computation yields the following retained expense ratios for all the

common lines of property or casualty insurance the individual consumer

might buy:

1420



. .o < s
Das 4 o 47 Meas ol

TOTAL EXPENSE RETENTION OF COMBINED STOCK
AND MUTUAL COMPANIES ‘

Fire Insurance ' - 38.7%

Allied Lines 39.8%
Homeowner's ‘ 42.2%
Inland Marine 40.1%
Miscellaneous Liability 51.7%

Non~Group Accident : -
and Health : 43.6%
Private PésSenger Auto
Liability . ' : 37.4%

Commercial Auto Liability 39.9%

Private Passenger Auto :
Physical Damage 35%

Commercial Auto Physical
Damage 4 37.2%

Combined Autb, Private and

Commercial, Liability and
Physical Damage 37%

It may be of interest to note that the total Private
Passenger Auto Liability premiums in 1974'were $8.45 billion. At
least 35%_of-this premium was for Property Damage Liability, which
is not affected by No-Fault. The premium in which the consuming public
has a stake under S.354, Private Passenger Bodily Injury Liability,

was about $5.5 billion in the 1974 report of Best's. This is ‘

-



substantial, but nowhere near the newspaper columnists' figures of

[}

T Mo-Fault.

Cremmr Bl o0

o ldlar 1?x1<‘511r37“ ok wilol e changs
The 1974 compilation shows that the Stock companies paid
out 64% of their premiums in their Private Passenger Auto Liability
line in losses incurred, with an Underwfiﬁing Loss of 2.3%. The
Mutuals paid oﬁt»60.8% in the same line with an underwriting profit
of 3.5%. The industry underwriting loss, weighted average, was 0.2%,
or very nearly break even at a weighted average payout of 62.4%.
| | It is a financial rule of insurance that in the Auto
Liability lines $1.00 of premium will generate $1.00 of reserves. The
inveétmentipréfit.on,reserves.makes the insuranc&5business;profitableu
even at a break-even, or zero, underwriting profit.} Nevertheléss,
~an underwriting profit of 2% is not'unreasonable, and consumers should
be satisfied with an expense ratio of about 38% in the liability lines,
with a‘payout of 60% and insurer's underwriting profit of about 2%.
No-Fault systems can do no better. Many factorsbtend to
drive expénses'up, and to éhrink reserves. Since investment income
on the Reserve accounts must diminish under No-fault, the insurance
companies need a higher margin of underwriting profiﬁ in order to
retain their capacity to satisfy the market demand for new and renewal
policiés.‘ Confirmation of these ratios may be found in the Report of
Hearings befére the House Sﬁbcommittee on Cbnsumer Protection and
Finance on the House versions of federal No-Fault bills. On page 595
of the Report (Serial No. 94-42, late 1975), the following table is
included in the testimony of T. Lawrence Jones, President of the

American Insurance Association:
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DISTRIBUTION OF THE PREMIUX DOLLAR
STOCKS, MUTUALS, AND RECIPROCALS; .

AULO Liasabilicvy — i Peldl
Tort System No-Fault
Operating expense {(Commissions,
other acquisition, general
administrative, and taxes) 26 26
‘Loss Adjustment - 12 9.5 .
(actual) (estimated)
Losses Incurred ' 60 : 60
Underwriting Profit 2 4.5
: 100 ' 100

A caveat should be entered that the prophecy of a reduction
in loss adjustment expense by 2.5% of the premium, (based on“the =~ -

Milliman and Robertson formula) has not been realized in actual Q
ctLior

experience in the No-Fault states. There is little hbpe for a redu
in adjustment expense percentage, which means that the theoretical
underwriting profit of 4.5% wiil be‘:educed to 2% if payout(rémains
at 60%. . This may be an inadequate_profit margin>for'industry health
if investﬁent income continues to fall as Reserves are reduced.

In summary, auto liabiliﬁy insurance expense and profit
takes 40% of the premium. Benefits to claimants can properly take
60% of the premium. Higher benefit levels lead to underwriting lcgs.
These ratios. have held true for more than a decade, and remain true
under No-Fault systems as tﬁey did under tort. Tort benefits cost
the consumer $1.00 in premium for every 60 cents in benefits. If
No-Fault delivers additiohal benefits, the added benefits will cost
50 cents in added premium for every additional 30 cents received by‘
the public. The Benefit is .6 times Premium. The Cost in premium is

1.666 times the Benefit.



The "bargain" for the consumer is an illusion. The staff
of the Senate Commerce Committee has invented a table of benefits,

colisned at pa o U5 of S Comeeooo Comaltes s Pepove on 5,354, which
states that on national average 37% more victims will receive compensa-
tion under S.354, and total benefit dollars paid out will be 43%
greater than tort system benefit dollars. If these figures were true,
it would mean that the consumers face a 43% premium increase. Benefits,
at 60 cents of the premium dollar, would rise to 86 cents (tort plus
43%). Expenses, at 40 cents of the premium dollar, would rise to

57 cents (tort plus 43%). The premium, compared to each $1.00 for tort
liability, would rise to $1.43. The consuming public would receive_ |
26 cents more in benefits than the tort system provides per dollar of

premium, but would have to pay 43 cents more per dollar of tort -

premium to get that 26 cents. The rule would hold: Cost=1.67 Benefits.

CRAIG SPANGENBERG



OREGON NO-FAULT EXPERIENCE

Oregon's experience with its own style‘of no~-fault has been so
outstanding that it should serve as a model for other states which
might need some form of first-party auto accident compensation system.
The Oregon success should also chill the enthusiasm for a Federal
plan which ﬁould destroy the Oregon experiement and mandate a different
and untested approach. The expenses of running any insurance éystem .
(except group plans) are remarkably constant. The insurance company
retention of part of the premium for selling, general and administra-
tive expense, for loss adjustment expense and taxes have long been
the same for most lines of casualty and property insurance, including
automobile insurance, whether benefits are paid on a fault or no-fault
basis. If the expense is the same percentage of premium, and benefits
are increased, premiums must rise. An increase in payments to at—féult
victims means that premiums must increase, unless there is an offsetting
decrease in bénefits to innocent victims.

The Oregon plan} creates an offset, but relies on voluntary fac-
tofs to achieve the result. It is an Add-on, Take-off plan which re-
quires each car owner to buy a first-party protection package which will
"pay to the accident victim, regardless ;f fault, benefits up to $5,000
for'medical expense, up to $9;000 for waée continuation, and replécement
of service benefits up to $18 a day. There is no restricﬁion on tort
claims, no threshold to bar lawsuits, and no limitation on general damages.
If the innocent victim does elect to proceed with a tort claim, and re-

covers, then he must pay back the no-fault benefits he has received.
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This "Take-off" feature eliminates the cost of duplicate benefits, re- .

@

it economically impractical to pursue the smaller tort claims. Oregon's

duces the total cost of the first-party benefit payments, and makes

Insurance Commissioner has reported declines in tort claims filed
7against representative insurance carriers, both agency and direct-
writing companies, ranging up to a 52 percent decline after no—fault.
There was not only a decline in the first year of no-fault, but the
decline has continued thereafter despite an increase in population and
an increase in automobile registrations. Allstate has reported to the
Senate Commerce Committee that its own decline in tort claims, as a
percentage of policies sold, has been 25 percent. It must be expected
that when the smaller claims drop out of a systme, the average claim
cost for the remaining larger claims will rise. Allstate has reported

an increase in average claim cost of 20 percent. When 75 percent as

many claims are filed after no-fault, compared to claims per policy be-
fore no-fault, ana.the average claim cost increases by a factor of only
20 percent, then tﬂé total cost of all claims is reduced by 10 percent.
(.75 X 1.2 = .9). The net effect is that bodily injury liability pre-
miums are lower, on aQerage, in Oregon in 1975 than they were in 1971
despite inflation. Overall premium'rates‘for automobile insurance in
Oregon have stabilized, while other sta;es’whigh have adopted higher
benefit packages and thresholas have incﬁfred the higher premiumsvwhich
should have been expected. |

The threshold plan to reduce costs has been counter-productive
in Florida. The manaatory first—party benefit package in Florida is
subject to an overall maximum of $5,000 for medical expense, wage loss,

and replacement of services. This is only moderately expensive, and ‘
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it was assumed that a high threshold would produce such great savings
in residual tort claims that a net premium reduction of 15 peréent
could be compelled. In real world experiencé, the plan has failed.
Tort costs have actuaily increased, and premiums for the no-fau1£

and tort benefits have risen sharply.

The Florida threshold bars all tort claims unless the victim
has at least $1,000 in medical expense. This is comparable to the
threshold effect expected to be produced by S.354. (Milliman and
Robertson's cost model assumes that a $600 medical expense thrgshold
is equivalent té a 60-day total disability threshold; and a $2,000
medical expense threshold is equivalent to a six monthbtotal disabil-
‘ity threshold. It would follow, if the assumptions of the ‘cost model
are valid, that a $1,000 Florida threshold would bé equivalent to the
proposed 90-day total disability threshold of S.354;)

Allstate has reported its real world experience in Florida.
Residual tort claims have been reduced by 65 percent. Only 35 percent
as many tort claims, per policy, are made under high-threshold no-fault
as compared to claim frequency under the former tort system. The.
increase in average claims cost has been startling. It costs 333 per-v
cent as ﬁuch, on average, to pay the residual tort claim under no-
fault as it formerly cost to pay the trééitional tort claim. With
average Frequency down to 35 percent, and‘avérége claim Severity up.to _
330 percent, the resulting total cost is increésed 5y 15 percent
(.35 X 3.3 - 1.15). 1In short, it costs more-to pay the present residual
tort claims with the Flbrida $1,000 threshold than it used to cost to
pay for all of the tort claims, large and small, under the unrestricted

system. There is, of course, additional cost for the first-party
-3~
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protection package. Florida law haé the Take-off feature, or total
costs would be even higher. | .

New York has adopted a $500 threshold. Its early experience has‘
shown a drop in claim Frequency to 60 percent. Severity, or average
claim cost, has risen to 150 percent for the residual tort claims as
compared to the former unrestricted tort system. The resulting total
cost is 90 percent of former tort cost. (.6 X 1.5 = .9).

New Jersey has found an identical experience with a $200 medical
expense threshold for soft-tissue injuries. The residual liability.
claims have a Frequency factor of 60 percent and a Severity factor of
150 percent, with a total cost of 90 percent for residual tort comparedl
to all liability claims under unlimited tort. Again, these are Allstate's
real experience figures as distinguished from earlier predictions. New

York and New Jersey both have high benefit and high cost first-party '

packages. The cost of the benefits will be so high that the small
savings in residual tort liability cannot possibly offset the increase.
It should be interesting, if not frightening, to a Senator to

compare the predictions of no-fault costing models with the true life

experience. Milliman and Robertson and State Farm use similar formulas
which predict cost decreases on a theoretical basis, based on assump-
tions instead of the hard data of real ékperience. Allstate also

has a costing model, based on different éSsuﬁpéions, which predicts.
cost increases. The Milliman and Robertson and Stafe Farm models
predicted a net 15 percent decrease in Florida. The Allstate model
predicted a moderate 7 percent increase for its average policyholder.

The Milliman and Robertson and State Farm models were flagrantly wrong.
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Allstate's model was less in error, but still'predicted a cost lower
than the cost shown by true experience. The Florida cost increase ex-
ceeds 15 percent. Costs have increased, rather than decreased as
p;edicted by Milliman and Robertson and State Farm in both New Jersey
and in the developing figures in New York. State Farm has applied
for an increase in New Jersey, and in Florida, similar in percentage
to the Allstate application.

It is strange that the Senate Commerce Committee stiil relies
on Milliman and Robertson, and on State Farm cost predictions, when
the actualdata in experimental states has conclusively established that
those models predict substantial cost decreases instead of the true
life substantial increases. At the same time, the models predicted
cost increases, based on erroneous assumptions, fof the Oregon blan,
instead of cost reductions which have in fact occurred. The Senate
should not abolish the good and time-proven Oregon blan, relying on the

wistful prophecies of actuarial models which have tested to failure.
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HOW RATES ARE MADE

The basic principle of insurance is the sharing of risks. In other
words, many persons make small contributions—or premiums—as a
safeguard against severe loss or financial hardship in the event of a
traffic accident, a fire or other misfortune.

Since the birth of the insurance concept hundreds of years ago,
its sole objective has been to provide security—security of purse to
victims of storm, fire or other peril, and security (or peace) of mind
to those fortunate enough not to sustain a loss. But where early-day
insurers were forced to rely largely on judgment in the assessing of
fees for their services, today’s highly advanced professionals have the
benefit of years of experience upon which to draw in the development
of rate structures which reflect varying degrees of risks—or the loss
potential—of the many persons or interests they are called upon to
insure.

In fire insurance, for example, it is recognized that the chances
of a “fire-resistive” factory being destroyed by fire are far smaller
than the chances of a wooden factory burning down, other
conditions being similar. In automobile insurance,’it is recognized
that persons who regularly drive their cars to work through rush-
hour traffic are exposed to greater hazard than persons who drive
only for pleasure in the same city or community. The rates vary ac-
cordingly.

For the major lines of property and liability insurance, the rates
vary from state to state and even from community to community, de-
pending on the accident record of local motorists, the extent of fire
protection available for property owners, etc. But while many such
factors are considered in ratemaking, rates basically are dependent
on two primary factors:

1. The frequency of claims (which generally parallels the fre-
quency of such occurrences as auto accidents, fires and
thefts).

2. The cost of each claim (which in turn is affected by infla-
tionary and other considerations).

In their periodic reviews of rates, the companies use this “‘loss
experience” of the immediate past, supplemented by factors reflect-
ing economic trends, as a guide to the amount they will need to pay
claims in the immediate future and to defray the usual costs of doing
business.

Sles

AUTOMOBILE FINANCIAL
RESPONSIBILITY LAWS

. Every state has a law on its books, commonly known as a finan-
cial responsibility law, under which a person involved in an auto-
mobile accident may be required to furnish proof of financial re-
sponsibility (usually done in the form of automobile liability insur-
ance) up to certain minimum dollar limits. The provinces of Canada
have similar laws. Mexico has no financial responsibility law as such,
but requires an auto liability insurance policy written with a
Mexican company. ;

. Laws requiring registered car owners to have liability insurance
or, In some cases, some other approved form of security are in effect
in California, Colorado, Connecticut, Delaware, Florida, Georgia,
Ha}waii, Idaho, Kansas, Kentucky, Maryland, Massachusetts,
Michigan, Minnesota, Nevada, New Jersey, New York, North
Carolina, North Dakota, Pennsylvania, South Carolina, Utah,
Puerto Rico and the Virgin Islands.

Even where ownership of automobile liability insurance is not
compulsory, the existence of the financial responsibility laws, along
with the ever-present threat of a financially-crippling judgment in
the event of an accident, has come to make the possession of auto-
mobile liability insurance a virtual necessity for most motorists.

Nevertheless, there are many motorists who are considered
doub.tﬁll risks or whose poor driving records label them as obviously
bac‘l Insurance risks. In all states, there are procedures through
which such persons are able to obtain coverage. For additional infor-
mation about these procedures, see “Automobile Insurance Plans,”
page 28.
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STATEMENT OF
THE ASSOCIATION OF TRIAL
" LAWYERS OF AMERICA
TO THE
UNITED STATES SENATE COMMITTEE ON COMMERCE
APRIL 30, 1975 '

It is a privilege to be able to present to the Senate Committee on Commerce
the statement of the Association of Trial Lawyers of America on the subject of
No-Fault Automobile Insurance in general and upon S.354 specifically. The
Association of Trial Lawyers of America is an organization of 27,000 lawyers
who represent, for the most part, individuals and consumers rather than major
corporate and insurance interests.

A.T.L.A, does not now and has never opposed no-fault insurance or insurance
reform. We have, since 1967, consistently supported a plan which would pay levels
sufficient to pay in full the entire economic loss of at least 95% of ail accidént
victims. This plan would alleviate a social need without increasing cost and
without shearing away fundamental private rights.

We have consistently opposed the destruction of the legal system as it applies
to automobile accidents. The benefits of no-fault, deriving from prompt payment
of losses from first-party source, caﬁ all be realized without abolishing the
rights of innocent victims,.

Injured drivers can be treated, healed, and restored in substantial measure
by any type of health and accident insurance; but the laudable purpose of binding
up the wounds of the guilty does not justify enlarging the loss of the innocent.

In brief previéw, we support state action and prefer diverse state solutions,
We oppose a national, uniform, federally controlled plan. We support the concept
of no-fault, first-party automobile insurance. We oppose thresholds and other

arbitrary limitations on long-established and long-cherished individual rights.
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ii.

If Congress deems that it must act, then we urge that Congress enact a true mini- ‘
mum-standards act, compatible with the laws of the 24 states which have already
responded to the urging of the Department of Transportation to begin experimenta-
tion with diverse plans.
S$.354 in particular involves serious constitutional questions of federalism
which will require some consideration of the Policy and the Findings contained
in the bill on final passage by the Senate, which-are said to justify Congressional

intervention in a problem traditionally reserved for state solution.




I. DUE PRNOCESS AND EQUAL PROTECTION

The United States Constitution, Amendment V, adopted in 1791, provides
in part:
No person shall . . . be deprived of life,
liberty, or property without due process of law.
The United States Constitution, Amendment XIV, adopted in 1868, provides
in part:
Nor shall any State deprive any person of
life, liberty, or property, without due process
of law . . . .
The concept of due process of law limits the powers of both state and
federal governments. The Fifth Amendment limits the legislative power of
the national government, and the Fourteenth Amendment limits both the legis-
lative and the constitutional powers of the states. The origin of "due
process' can be traced to Chapter 39 of Magna Charta in 1215, which provided
fhat certain rights of a free man could not be impaired "except by the lawful

judgment of his peers and by the law of the land." The Latin phrase '"per

Legem Terrae," as used in Magna Charta, was translated into '"Due Process of

Law," in 1355, in Chapter 13 of 28 Edward III.

"Due Process of Law'" does not mean simply that a legislature must pass
a law destroying rights before those rights can be constitutionally destroyed.
Sir Edward Coke is credited with first announcing that the proper interpreta-

tion of "per Legem Terrae" is "by due process of the common law'". See Bonham's

Case, 8 Co. 107a, 118a, 2 Brownl. 255, 265 (C.P. 1610), in which Coke stated
that common law would invalidate an act of Parliment if the act were contrary
to common right and reason. It was the belief of Coke that '"due process of

the common law'" was intended to protect '"the fundamental rights of Englishmen"
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from any governmental attempt to inflict arbitrary injustice. Coke, 2 The .

Institutes, 50 (1817 Edition).

In Jones v. Robins, 8 tray 329 at 342 (Mass. S. Ct. 1857) Chief Justice

Shaw said:
We are to look at it (due process of law) as
the adoption of one of the great securities of private
rights handed down to us as among the liberties and
privileges which our ancestors enjoyed. :
Due process, then, is a primary guaranty derived from the Constitution
itself that the fundamental rights of free men as defined by the English common
law will be protected against governmental abolition, An expanded interpre-

tation of due process, asserted by some scholars and judges, is that the

"natural law," in John Locke's theory of the '"natural rights of man, is the

source of the rights protected by the Constitution, and the source of '"the
fundamental rights of Englishmen" as well. See Corwin, '"The 'Higher Law'
Background of American Constitutional Law," 42 Harv. L. Rev. 149, 365 (1928).
A parallel concept of the Fourteenth Amendment is that the rights of a
citizen must be accorded the "equal protection of the laws." Where due process
has a negative thrust, forbidding government to destroy fundamental rights,
"equal protection" states a dutyvon the part of the government of give equal
non-discriminatory protection to‘tbe natural righ;s of free men. See J. Ten
Broek, "Equal Under Law," 51 (1965).
. . o it 1s the duty of governmenf to protect men
in their natural rights by laws.
A critical issue is the determinationkof just what the '"natural rights

of men" are, or what 'the fundamental rights of English free men" were, with




respect to reparations from a stranger who wrongfully inflicted injury. There
can be no doubt that the common law of England recognized the right of the
injured victim to obtain full compensation for both special and general damages.
Blackstone, the pre-eminent authority on the 1aws.of England, had no doubt
about the fundamental nature of that right. The following quotations give

ample proof of the proposition. (Page references are to Chase's Edition of
Blackstone's Commentaries).

For the principle aim of society is to protect
individuals in the enjoyment of those absolute rights,
which were vested in them by the immutable laws of
nature; but which could not be preserved in place
without that mutual assistance and intercourse, which
is gained by the institution of friendly and social com-
munities. Hence, it follows, that the first and pri-
mary end of human laws is to maintain and regulate these
absolute rights of individuals. (p. 63)

" S—

And these (rights) may be reduced to three
principal or primary articles; the right of personal
security, the right of personal liberty, and the right
of private property.

kR

I. The right of personal security consists in a per-
son's legal and uninterrupted enjoyment of his life, his
limbs, his body, his health and his reputation. (p. 68)

E

Besides those limbs and members that may be neces-
sary to a man, in order to defend himself or annoy his
enemy, the rest of his person or body is also entitled,
by the same natural right, to security from the corporal
insults of menaces, assaults, beating and wounding; though
such insults amount not to destruction of life and member.

The same principle is stated to be derived from "natural law by Rutherforth

in his Institutes of Natural Law, wherein he states:

As the law of nature forbids us to hurt any man, it
cannot allow any act of ours, whereby another is hurt, to
stand good, or to obtain any effect., But the law, if it
does not allow such act to stand good, or to obtain any
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effect, must, after we have done it, require us to undo it
again. The only way of undoing it again, or of preventing
the effect of it, that is, the only way of satisfying

the law, is to make amends. for what any person has
suffered, who was hurt by it, or to make reparation for
the damages which such person has sustained. The same
law, therefore, which guards a man from heing hurt, by
requiring others not to hurt him, gives him a demand

upon them, when they have done him any hurt, to undo it
again, or gives him a right to demand reparation of dam-
ages. If such reparation be refused, the law gives him

a right to it, and allows him to support this right by all
such means as are necessary for that purpose, because a
right which he is not at liberty to enforce or bring into
execution, is, in effect no right at all.

To like effect is the expressive language of Puffendorf, in his Laws of

Nature Book 3, Chapter 1:

In the series of absolute duties, or such as oblige
all men antecedently to any human institution, this seems
with justice to challenge the first and noblest place,
that no man hurt another; and in case of any hurt or dam-
age done by him, he fail not to make reparation. For
this duty is not only the widest of all in its extent,
comprehending all men on the bare account of their being
men; but it is at the same time, the most easy of all to
be performed . . . .

Early cases in the state court reports follow the principle that the right

to reparations from a wrongdoer is a natural and fundamental right of every man

living in our society. See the language in Kerwhacker v. Railroad, Co., 3

Ohio St. 172 at 176 (1854):

A maxim of the law, tested by the wisdom of cen-
turies, exacts of every person, in the enjoyment of his
property, the duty of so using his own as not to injure
the property of his neighbor. It is in accordance with
this principle, that it has been held, that though a per-
son do a lawful thing, yet, if any damage thereby befalls
another, which he could have avoided by reasonable and pro-
per care, he shall make reparation. [ Emphasis added 1

It was said in Park v. Free Press Company, 72 Mich. 560 (1888):

It is not competent for the legislature to give one
class of citizens legal exemption for wrongs not granted
to others; and it is not competent to authorize any




person, natural or artificial, to do wrong to others
without answering fully for the wrong.

The key word in the quotation is '"to do wrong." If the "wrong' consists
of the violation of a rule of conduct defined by the legislature, then the
legislature may (in a rational way) redefine the rule of conduct. That is,
conduct which was "wrong' may become permissible conduct under new rules adopted
to meet the needs of a changing society. The principle is analyzed well in

New York Central R. Co, v. White, 243 U.S, 188 (1917). The issue in that case

was whether a workmen's compensation law which met the requirements of an
amended state constitution was permissible under the Fourteenth Amendment of
the U.S. Constitution. The Supreme Court said, at 243 U,S, 188, p. 198:
The common law bases the employer's liability

for injuries to the employee upon the ground of

negligence; but negligence is merely the disregard

of some duty imposed by law; and the nature and ex-

tent of the duty may be modified by legislation,

with corresponding change in the test of negligence.

The White case restates a proposition found in one of the leading earlier

cases, Munn v. Illinois, 94 U.S., 113, 134, (1876), where Chief Justice Waite said:

A person has no property, no vested interest, in
any rule of the common law. That is only one of the
forms of municipal law, and is no more sacred than any
other. Rights of property which have been created can-
not be taken away without due process; but the law itself,
as a rule of conduct, may be changed at the will, or even
at the whim, of the legislature, unless prevented by con-
stitutional limitations.

The Munn case and the White case are often cited for the proposition that
the legislature may abolish the right to recover for any type of wrongful conduct.

The proposition is unsound. Munn and White stand for the proposition that rules

of conduct may be modified, and when they are so modified, then compliance with
the modified rules can no longer be considered a "wrong'" requiring reparation.
As applied to the no-fault controversy, it is obvious that the basic '"fault"

in most automobile accident cases could be eliminated by legislative abolition
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of all the motor vehicle codes. It could, theoretically, become the law

of a state that any driver could drive on any portion of the road he chose,
without regard to the center line. The driver on the "wrong" side of the

road in a head-on collision would not be liable if the concept of "right side"
and "wrong side" of the center line was itself obliterated. 1If it were legal

to drive through either a red light or a green light, then the '"rule of conduct"
would be changed, and the liability of all drivers for light-crashing would

be abolished.

It must be apparent, however, that nothing in the no-fault laws makes the
slightest change in the traffic laws or the generally-accepted rules of the road.
The rules of conduct remain the same. Speeding, light-crashing, and wrong-side
driving, remain wrongful conduct. The sole change proposed is that in most
cases the driver who is both legally and morally wrong shall not be liable

to make reparation for his wrong. Neither White nor Munn justify this

proposition,

The Origin of the Negligence Action

It is said, in the Report of the Senate Commerce Committee of the last
Congress on 5.354, that "the concept of negligence aé an independent ground of
liability is of recent origin." (S. Report No. 93-382, 93rd Cong., lst Sess.
at 7). If it is a recent invention of the law, then recovery for wrongful
injury is not a constitutionally protected right, and liability can be sum-
marily abolished, the argument continues. This argument mistakes what no-
’fault does., It does not return to an older doctrine of no-fault and non-
‘liability. No-fault asserts a radically new idea -- that individuals are not

responsible for their conduct,




@

The time-tested, universal rule in human history has been that the
individual is liable for the results of his conduct. The ancient English rule
was that any man who injured another was liable to make restitution. He was
liable simply because he acted and the action produced an injury, regardless of
fault, This concept is diametrically opposite to the no-fault idea that the
man who causes injury is not liable for the consequences, regardless of fault.
The principle of strict liability cannot be converted by semantic legerdemain
into strict non-liability.

The history of the negligence action is reported in the Department of
Transportation's Auto Insurance Study entitled "The Origin and Development of
the Negligence Action" (1970). It can be simply summarized. The original rule
was absolute liability for the results of the actor's conduct. The "fault”
was that his action caused injury to another, which violated the fundamental
right of the injured man to enjoy his life and body free of harm.

It was suggested in case law in the early 1600's that if the actor was
wholly without fault or blame, and the injury was unavoidable, this should be
a defense to liability, This idea gradually became incorporated into the law,
and if the defendent could plead and prove total absen;e of fault on his part,
he was excused. The present negligence action evolved as a change in the bur-
den of pleadiﬁg and proof. The obligation was transferred to the claimant to
show that the defendent was not free of fault in causing the injury. The
doctrine of contributory fault evolved from the idea that liability should not
depend solely on injury-producing action, but rather on faulty or careless
action. If both parties were at fault, recovery was denied. The concept of
contributory fault is still evolVing, and there is a strong trend to make

liability depend on fault, with damages measured by comparative fault. Where
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the negligent conduct of both parties produces the injury, then damages are

apportioned on the basis of relative fault. Congress wisely adopted this

view in both the Federal Employers Liability Act for railroad workers and the
Jones Act for seamen. England has abandoned contributory negligence in favor

of comparative negligence, and so have several of the states.

Product Liabiligz

The common law has long recognized absolute 1liability for injury-pro-
ducing conduct. Despite the introduction of the negligence principle, absolute
liability was retained for many kinds of conduct. There is a trend to broaden
the areas of absolute liability. For example, most states now hold a manu-
facturer strictly liable for injury caused by a defective product marketed
by the manufacturer. It should be noted that a coﬁsiderable element of
"fault" remains. The manufacturer is not liable simply because his product

caused injury. Liability depeunds on proof that, as manufactured, the product

was defective,‘and not reasonably safe for use. The defect is deemed to be
within the manufacturer's ability to control.

In the same way, automobile liability does not depend on the simple fact
that the victim was injured by an automobile. The injured claimant must show

that defective driving conduct caused the injury.

Workmen's Compensation

Propounents of No-Fault argue that workmen's compensation laws furnish a
proper analogy to prove the constitutionality of no-fault automobile iunsurance
laws. The analogy fails. Workmen's compensation laws deal with tbe special-
ized rights of employer and employee within the confines of their industrial-
family relationship. The common law recognized that employer-employee rights

are wholly different from the rights between strangers and independent actors.

It was a judicial concept that the probability of a fellow workman's negligence
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was one of the natural and ordinary risks of industrial work, assumed by
the employee and compensated for in the wage scale. Defects in the ordinary
tools furnished by the employer were also one of the standard risks to be assumed.
The special immunities of the employer were comparable to other well-known
immunities of the common law: family-relation immunity, governmental immunity,
charitable immunity, and host-guest immunity. There is no comparable immunity
known to the common law applicable to all travelers on the public highways.
The early constitutional test of workmen's compensation laws reached the high
courts because employees were resisting the imposition of liability for
compensating their employees where no liability existed under common-law
doctrines.
The early compulsory workmen's compensation laws were uniformly struck
down as unconstitutional. In New York, the state's high court said:
Every man's right to life, liberty and pro-

perty is to be disposed of in accordance with

those ancient and fundamental principles which

were in existence when our constitutions were

adopted, and when our constitutions were adopted,

it was the law of the land that no man who was

without fault or negligence could be held liable

in damages for injuries sustained by another., . . .

(Ives v, South Buffalo Ry, Co. 201 N,Y. at 293,
294 N,E, 431, 439 (1911).

Ohio held its first workmen's compensation law constitutional only be-
cause it was structured in voluntary terms, with the option preserved either
to comply with the act's requirementnor to retain common-law rights and reme-
dies, The statute was held not coercive and therefore permissible in State,

ex rel v, Creamer, 85 Ohio St. 349 (1912). 1In order to make its statute man-

datory, Ohio later amended its constitution. New York also amended its con-

stitution to permit a compulsory workmen's compensation law. The new statute,
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free of state constitutional defects, was tested against the Fourteenth Amend-

ment in New York Central R,R. Co. v. White, 243 U.S, 188. The Supreme Court

upheld the state as not denying '"due process' to employer or employee. Its

reasoning must be studied to determine whether no-fault laws would receive

comparable approval,
The Court said (at 197, 198):

The close relation of the rules governing
responsibility as between employer and employee
to the fundamental rights of liberty and property
is, of course, recognized. But those rules, as
guides of conduct, are not beyond alteration by
legislation in the public interest, * * * The
Common law bases the employer's liability for in-
juries to the employee upon the ground of negli-
gence, but negligence is merely the disregard of
some duty imposed by law, and the nature and ex-
tent of the duty may be modified by legislation,
with corresponding change in the test of negligence,
Aside from injuries intentionally self-inflicted

. . it is plain that the rules of law upon the
subject in their bearing upon the employer's re-
sponsibility are subject to legislative change;
for contributory negligence, again, involves a
default in some duty resting upon the emplovee,
and his duties are subject to modification.

White held that the duties of both the employer and the employee could
be modified. The new duties were to be enforced by new remedies. The
remedies could be modified when the duties were modified, provided the new
remedies were a fair and reasonable exchange for the old remedy for breach of
the old duty.

The opinion in White requires a ''reasonably just substitute." The court
said (243 U.S. at 201):

It is true that in the case of the statutes
thus sustained, there were reasons rendering the
particular departures appropriate. Nor is it

necessary, for the purposes of the present case,
to say that a state might, without violence to
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‘ the constitutional guaranty of 'due process
of law' suddenly set aside all common law
rules respecting liability as between
employer and employee without providing a
reasonably just substitute, * * * It
perhaps may be doubted whether the state could
abolish all rights of action, on the one
hand, or all defenses on the other, without
setting up something adequate in their stead.
No such question is here presented, * * *
The statute under consideration sets another
system in its place.

The White case stands for the proposition that the special relationship

between employer and employee may be regulated with a fair substitution of

remedies, It does not mean that the rights of individuals against total

strangers may be summarily abolished. The discussion of the meaning of

' White in the later case of Truax v. Corrigan controls the effect to be given

to White,

Truax v. Corrigan, 257 U.S. 312 (1912) concerned the constitutionality

of an Arizona Statute which attempted to make abusive, libelous picketing
and boycott permissible conduct, immune from injunctive restraint. The

court said (at 328):

A law which operates to make lawful such a
wrong as is described in plaintiff's complaint
deprives the owner of the business and the premises
of his property without due process and cannot be
held valid under the Fourteenth Amendment.
. The court noted the argument that there was supposedly no vested right
in regulations of the state for maintaining peace and order, and that the

state has the inherent power to withdraw all protection from property rights,

The court then said, (at 329):
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This doctrine is supposed to find support
in the case of New York C.R. Co. v, White, 243,
U.S. 188, and cases there cited. These cases, all
of them, relate to the liabilities of employers
to employees growing out of the relation of employ-
ment for injuries received in the course of
employment. They concern legislation as to the
incidents of that relation. They affirm the power
of the state to vary the rules of the common law as
to the fellow-servant doctrine, assumption of risk and
negligence in that relation. They hold that em-
ployers have no vested right in those rules of
the common law. The broad distinction between
one's right to protection against a direct injury
to one's fundamental property right by another who
has no special relation to him, and one's liability
to another with whom he establishes a voluntary
relation under a statute, is manifest upon its
statement.

In short, the Supreme Court has warned that the rules announced in White
for employer-employee relationships cannot be extended to the non-voluntary

relationships among strangers that exist in most tort cases. Indeed, as to

tort cases, the Court indicated that equal-protection doctrines would prohibit
depriving selected members of the class of tort victims of their remedies.

The court said (at 337):

In adjusting legislation to the needs of the
people of a state, the legislature has a wide dis-
cretion, and it may be fully conceded that perfect
uniformity of treatment of all persons is neither
practical nor desirable, that classification of
persons is constantly necessary, and that questions
of proper classification are not free from dif-
ficulty. But, we venture to think that not in any
of the cases in this court has classification of-
persons of sound mind and full responsibility, having
no special relation to each other, in respect of
remedial procedure for an admitted tort, been
sustained., Classification must be reasonable,

The distinction between voluntary and involuntary relationships is a valid

one, Some states limit the right of the guest passenger to recover from his

host driver. The common law did the same, classifying the duty to a social
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guest as much less exacting than the duty to a stranger. The guest loses

no rights against outsiders and third persons who invade his rights. For
example, in a guest-act State, if the guest passenger is injured because of the
joint negligence of his host driver and the negligence of the driver of the
other car in a two-car collision, his rights against the other driver are un-
limited. The same principle applies under all of the workmen's compensation
statutes. If an employee is injured during the course of his employment by
reason of the negligent conduct of a third party unconnected with his employer,
his right to full recovery against the third party is preserved intact. The
hired taxi driver hit and hurt by a light-crasher will recover scheduled
workmen's compensation benefits from his own employer, but at the same time
may proceed to recover full damages from the other driver,

There is another feature of workmen's compensation which distinquished
it from the proposed no-fault legislation. Underrcommon-law master-servant
doctrines, the rights of the employee to recover from his employer were limited,
circumscribed by multiple exemptions and defenses, difficult to enforce, and
relatively valueless. The effect of the workmen's compensation statute was
to expand greatly the employee's right to recover. The employer was made
liable for injuries where no liability existed before. That was precisely
the ground of the employer's legal attacks of the statutes. A form of abso-
lute liability was imposed on the employer, who had to meet his new legal
burden by purchasing insurance, becoming a self-insurer, or contributing

to a state fund. No cost burden was imposed on the employee.

1434



-14-

It is doubtful that any workmen's compensation law would have passed the

legislature, or would have been upheld in the courts, if it had provided that
(a) the employer had no liability at all to the employee, regardless of employer
fault; and (b) that the employee for his own protection would be required to
purchase a health and accident insurance policy from a private agency and show
it at the plant gate before being permitted to work.

No-fault insurance is substantially the reverse of workmen's compensation.
The rights of the innocent driver are valuable and enforceable with relative
ease. Indeed, in the opinion of somekparts of the insurance industry, they are
too valuable. It is said that tort victims are being "overcompensated" merely
because they can threaten suit. These valuable rights are obliterated. The
driver who caused the injury is not subjected to a new and broader-based liabil-

ity. He 1is given immunity, or "tort exemption," so that he is not liable at all, '

regardless of actual fault. He gains no substitute rights for those he loses.

On the contrary, he is ordered to go out and purchase private health and accident
insurance in the private market as a condition of hié right to own a motor
vehicle, There is no fair exchange or "just and reasonable substitution" of
rights. He completely loses his fundamental rights, and, in addition, must
assume the burden of purchasing a specialized health and accident policy

which will duplicate the benefits wanv #~ivers already carry.

The "Findings" in S.354

In determining whether there is compelling necessity for a legislative
body to modify common-law‘remedies, the courts will look to see whether there is
reason to believe a social evil exists, and whether the remedies and classifi-
cations established are non-discriminatory and have a reasonable basis as a

solution to the problem. It is a rule of decision that the courts will not

ordinarily look beyond the legislative findings and the legislative statement

of policy.
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It would seem that a legislator who has taken an oath to uphold the
Constitution would be bound, in all conscience, to make honorable "findings."
It is unthinkable that he would merely invent fictitious ones as a slick means
of avoiding constitutional problems. A brief review of the findings in the
present draft of S.354 is thus within the scope of this Committee,

The present draft "finds" that it is necessary to have a "low-cost, com-
prehensive and fair system of compensating' accident victims to "avoid any
undue burden on commerce during the interstate or intrastate transportation of
individuals," and that the "maximum feasible restoration'" of all individuals
injured in automobile accidents "is essential to the humane and purposeful
functioning of commerce.," |

It will be admitted by the proponents of S.354 that there is no Department
of Transportation study and no testimony which indicate that any driver ever
took, or refused to take, any ride in, into, or across any state because of
the existence or lack of a state liability or compensation law.

There has been no showing that it is not "humane' to pay innocent victims
full damages. The corollary principle that the driver in the right should not
be compelled to compensate the victim who is wrong has been considered a
"humane'" rule for centuries.

This does not mean that it would be inhumane to ask the guilty victims
to purchase first-party benefit insurance. A self-insurance program may‘well
be needed and desirable. The issue is whether valuable rights should be
transferred from the innocent to the guilty by means of threshold tort exemp-
tions to fund the benefits.

The findings further pronounce that "careful studies, intensive hearings,

and some State experiments have demonstrated" that no-fault insurance ijf2§{355
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5.354 type is a "low-cost, comprehensive, and fair system." The fact is that
no studies and no state experimental data have demonstrated that a threshold
plan of the S.354 type will be low-cost or fair. (It will be comprehensive.)
The data presently available’indicate that "genuine nd-fault" costs more to
administer than tort liability, has a higher ekpense ratio, pays less of the
premium dollar back to the public, and compensates few additional victims.
(It may even, as in Massachusetts, compensate fewer victims,)

The report in favor of the bill suggests that automobile liability cases
are costly, time-consuming, and expensive, and thus are incompatible with a
low-cost system. The fact is that the D.0.T. study specifically concerned with
automobile accident litigation proves that it is a very efficient system,
because litigated cases constitute a miniscule proportion of the total claims.
It sets the standard by which many cases are disposed of, by settlement or dis-
missal., The statistics are surprising. It was shown, in "Automobile Accident
Litigation," that only 220,000 cases are filed in the United States annually
which are concerned with automobile accident injuries. This is to be compared
with the estimate that over 4,200,000 persons are injured annually. In short,
only 5% of all accident victims ever file a lawsuit,

Most lawsuits are settled. Only 7% of all suits filed are ever carried
to verdict. With 5% of injury victims filing suits, and 7% of suits tried, it
follows that only ,0035% of all potential claims result in trials. Stated

another way, only one injured person out of three hundred ever needs to use

the full court system for a jury verdict,
Although that one-in-three-hundred trial may be expensive, it sets the
standard by which all of the two hundred ninety-nine other potential injury

claims are handled.
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The cost per claim of the rare standard-setting trial is small.
I The no-fault system, even if the threshold is high, will retain the same
system cost. The '"serious" case will still be settled, depending upon values

established by the trial system. It is not realistic to assume that residual

tort claims will produce a lower incidence of trials than the present system

requires.
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II. THE EXCHANGE OF RIGHTS FOR EXEMPT IONS

The constitutional cases and authorities agree that, within limits,
legislatures can exchange one system of rights, duties, and remedies for
another, provided that the new system is a reasonable substitute, A fair
exchange is required.

There is little doubt that Congress can mandate a system of compulsory
first-party private insurance to assure that all victims of automobile accidents
will receive medical treatment and some level of wage continuation,

The dubious issue is whether high threshold plans, like Title II of
S.354, or complete abolition of all tort remedies, like Title IIT of S.354,
do meet the test of a fair trade;

A superficial approach to the problem is to rationalize that the victim
of injury gives up his right to seek whole compensation under tort remedies
and accepts a duty to buy his own health and accident rights, but at the same
time gets the benefit of personal exemptions from liability for his own mis-
conduct., As one witness on constitutional issues has said:

Thus the\requirement that the first party
insure himself is ., ., . a fair recompense for the
freedom from liability to others which is given him
by the plan.

The concept of a fair trade can be satisfied by bartering rights for freedom
from liability only if the group which loses its rights is the same group
exempted from liability., It is not fair if oné substantial group of citizens
do not have any liability, and are unlikely ever to have any, but are stripped
of all rights for the benefit of another substantial group who owe the liability.

Rights are individually owned, liabilities are individually owed. A fair

exchange cannot be forced unless the individual who loses rights is the same
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individual who owes, or potentially may owe, the liability.

Automobile tort liability is imposed, almost without exception, only
upon the driver of a motor vehicle, or upon the owner-employer whose .
employee drives the motor vehicle. The class of victims includes all persons
who come within striking distance of a moving motor vehicle, which is just
about the whole population of the United States not institutionalized or
incarcerated,

In broad terms, there are over 200 million persons who may be injured,
and just over 100 million active drivers, The non-driving, non-employing,
non-owning class of potential victims, comprising half the population, has
no liability to exempt. Many of them, the innocent victim class, will have
very valuable rights taken away.

Consider the senior class of citizens over 65, numbering somewhere
between 20 and 25 million in total. About 20 million are drawing Social '
Security benefits and eligible for Medicare. They will receive little, if
anything, from the S.354 benefit package. They will not have any wage loss
for the most part, and will receive medical treatment from deductible Medi-
care. A substantial proportion of these senior citizens do not drive at
all, 1In some families, only the husban or only the wife does the driving,

The non-drivers are non-liable,

The young population is larger than the aged. The "Statistical Abstract
of the United States," 1974, estimates a total of 68 million persons under
17, A small number may drive, but it would be a fair estimate that over
60 million children and young teenagers do not own a car, drive a car,
control a car, or otherwise expose themselves to liability for causing

automobile accidents., They ride as passengers, and use the streets and

$
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sidewalks as pedestrians. Many of them are painfully injured each year. The
benefits they receive will be limited., Wage loss is unlikely. Medical-
expense benefits will be paid, but 90 percent on average are already covered
for medical expense, The pretended '"fair exchange' of freedom from liability
in return for loss of tort rights is a mockery when applied to these millions
of children,

In the middle age group over 17 and under 65 are many citizens who do
not drive., Most of them do, but many never have and never will, What is
the "fair trade" between rights and exemptions for this group? The non-
driving housewife who, critically injured, suffers months of painful dis-
ability will give up her potential right to full recovery for her loss, if
she is the innocent victim, with no compensating exchange.

A less obvious point, statistically less provable, is that many good
drivers will never have an accident., Insurers try to rate the probable
risk that a particular driver will be in an accident and will be at fault,
The good drivers, with predicted lower risk, pay a preferred rate, High-
risk drivers are required to pay a higher rate, |

The good driver is penalized under no-fault for the benefit of the
chronically bad driver, About two-thirds of all drivers can expect their
rates to go up, while one-third of all drivers will pay lower rates, if the
average rate under no-fault remains the same. The good driver pays more
for the potential benefit and gives up rights which are more valuable because
he is likely to be innocent. He is freed of potential liability, but is
less likely to be liable than the bad driver. The exchange between the
-customarily good driver and the chronically reckless and aggressive one is

highly unfair.
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III, S.354 AND FEDERALISM

Over the last several years, constitutional scholars have filed written
statements with, and have éddressed, the Senate Commerce Committee on whether
there is Constitutional power in Congress to compel state officials to perform
specific state functions. This chapter will..not debate the case law, but will
zero in on the provisions of S. 354 which create a serious problem in state-
federal relations. Certain general propositions, long accepted in principle,
can be stated.

The powers granted by the people to the state and to the federal govern-
ment are separate. No state government can enact a federal law. The state
cannot give authority to a federal official, nor compel him to act in a state-
designated way in carrying out his official federal duties. The reverse of this
proposition is also true. The federal government cannot confer authority upon
a state official to act in a way not authorized by state law unless the state
official acquiesces. The federal government cannot compel a state official to
perform his duties in a particular, federally specified way. The federal
government must establish the fequired performance of federal officials, while
the state government controls the performance of its own officialsi -

Senate Bill 354 is structured in violation of the doctrine of division
of powers. It attempts to enact a state law in certain states, rather than a
federal law applicable to those states, It attempts to command specific categories
of performance by state officials. It attempts to authorize state officials to
conduct their offices and perform their duties under a federal mandate even if
the state has chosen not to grant such authority. A congressman, mindful of his
oath to support the Constitution of the United States, must search his conscience

before voting for a bill so destructive of the traditional principles of
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federalism,

Specific Provisions of S.354

The plan of S.354 is to create three separate titles. Title I contains
definitions, findings, and general provisions intended to apply to either state-
imposed or federally-imposed no-fault laws. Title II contains specific minimum
provisions which a state law must meet ;r exceed if it is to comply with federal
standards. Title III imposes an "alternative stéte no-fault plan" in any state
which does not enact its own plan in a manner satisfactory to the Secreatary of
Transportation. |

Title IT gives the state an apparent choice. 1Its language is optional in
form., ‘Section 201(b) provides, "a State MAY establish a no-fault plan for motor

vehicle insurance in accordance with this title." TIf the state will not, or

if the state under its constitution cannot, establish a "minimum state plan,"

then, under Section 201(e), "the alternative state no-fault plan" under Title III
"SHALL become applicable" on a date designated by the Secretary of Transportation.
Title III, Section 301, provides that the "alternative state no-fault

plan" which '"goes into effeét" is composed of sections 103 - 111 and section 114
of Title I, and sections 201(d), 203, 204(e), 204(f), 205, 207, 208, 210, and

211 of Title II, plus the additional sections of Title IIT (Sections 302, 303

and 304). The "alternative state plan'" is misnamed. It is in fact an

alternative federal plan which is imposed by federal statute npon any state

which cannot or will not pass its own law, or will not amend its own satisfactory
no-fault law to make it meet the federal standards. The federal no-fault law

is constructed from selected sections of the bill. The sections are drafted in
language which is suitable for a state to enact, but the language is inappropriate

for a federal act. The terms command state officials to act in multiple respects,
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and unlawfully grant authority to state departments and officers.

Section 105 deals with the availability of insurance, and requires the state
to form and administer an assigned-risk plan. Section 105(a)(1) provides: "the
commissioner SHALL establish and implement or approve and supervise a plap" --
a plan making insurance available to assigned risks,.

Section 1057a)(2) requires that the plan to be established’"SHALL make
available" coverages "which the commissioner determines are reasonahbly needed."

Section 1057a) (4) provides that insurers may consult and agree as to
operation and rates under the plan, "subject to the supervision and approval of
the commissioner,'" and rates shall be "first adopted or approved by the commis-
sioner," and rates shall be reasonable and non-discriminatory "pursuant to regu-
lations established by the commissioner."

Section 105(a)(5) requires the plan to give favorable rates to "any economi=-

cally disadvantaged individual," which rates shall be "determined by the State"
and "subject to the supervision and approval of the commissioner."

Section 105(a)(6) purports to make an extraordinary grant of power to the
state insurance commissioner. It is here quoted in full:

to carry out the objectives of this subsection, the
commissioner may adopt rules, make orders, enter into agree-
ments with other governmental and private entities and
individuals, and form and operate or authorize the

formation and operation of bureaus and other legal
intities.

It is clearly beyond the constitutional power of the Federal Government to
"make applicable" within a state a federal law which empowers the state insurance
commissioner to exercise guch broad authority. State law alone can define the

powers of the state's insurance commissioner.
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Section 108 provides for the estabiishment of an "assigned claims plan,"

requiring the creation of a fund in each state which has a no-fault plan under
Title II (State Law) or Title ITI (Federal Law).

Section 108(b) (1) authorizes insurers to organize an assigned claims bureau
plan and rules "subject to approval and regulation by the commissioner." »If the
plan is not organized in a manner "considered by the commissioner' to be in
accordance with the federal act and with state law, then the state insurance
commissioner is empowered and directed to "organize and maintain an assigned
claims bureau and an assigned claims plan." The act states that "he SHALL'
do so. The assigned claims bureau in the state, so organized, must operate and
must follow certain specific requirements of the federal act, even though the
state might wish to solve the problem by other means.

Section 109, captioned '"State Regulation," is one of the sections adopted

by reference in the federal act applicable to non-complying states. Section
109(a) provides that '"the commissioner...shall regulate' restoration obligors,
but this section has the saving grace that he shall do so only "in accordance with
the provisions of the applicable rating law of such state." Other subsections
are not so limited. Section 109(b) requires that "the commissioner SHALL provide
the means to inform purchasers of insurance" about the rates charged by insurers
for no-fault benefits and tort-liability insurance. The commissioner's infor-
mation must be given to purchasers "in a manner adeaquate to permit them to
compare prices.'" Presumably the Secretafy of Transportation will determine
' whether the manner is "adequate."

Section 109(c) (1) compels the commissioner to "establish and maintain a
program for the regular and periodic evaluation of medical and vacational

rehabilitation services.' The commissioner ""SHALL establish and maintain" the

program "to assure that" the services are necessary and the recipient is making
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progress, and 'to assure that'" the charges are reasonable. Under Section 109
(c)(1), progress reports on rehabilitation must be submitted by the supervising
physician to the state vocational rehabilitation agency, and '"the state voca-
tional rehabilitation agency SHALL file reports with the applicable restoration
obligor." Further, "there shall be provision for determininations'" to be made
of rehabilitation goals and needs and for periodic assessment of progress.

Section 109(c)(2) states that '"the commissioner is authorized to establish

and maintain a program for the regular and periodic evaluation of his State's
no-fault plan." It follows that if the state legislature does not authorize him
to do so, the state is a non-complying state, and the federal act then gives the
state insurance commissioner the authority withheld from him by his state.

Section 109(d) makes a similar broad grant of authority to the state

insurance commissioner to create emergency health-service systems. 'The
commissioner is authorized. . . to take all steps necessary to assure that

emergency medical services are available for each victim suffering injury in the
State." '"The commissioner is éuthorized to take all steps necessary to assure
that medical and vocational rehabilitation services are available for each

victim resident in the State." It might well be that a particular state would
believe that its department of health was the logical agency to provide for
medical and rehabilitation services, or might believe that its highway department
should administer emergency ambulance service. This determination, however,

is not left to the states. The state insurance commissioner is empowered, by
grant of federal authority, to '"take all steps necessary to assure'" both emer-
gency health service for all accident victims, and médical and vocational

rehabilitation services., No state insurance department presently regulates
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such services, and the federal government has no power to direct the state

to give regulatory power to one state agency in preference to another.

Section 111(d) provides that a restoration obligor shall promptly refer
each victim to whom basic restoration benefits are expected to be payable for
more than two months "to the State vocational rehabilitation agency.'" If the
state does not have one, the state is under/federal compulsion to create one.

As shown above, the state insurance commissioner is directed and empowered

to assure the creation. The federal act will require the state to process

absurd referrals. A simple fracture of the shinbone will require a long leg cast
and produce substantial disability for more than two months, entitling the victim
to benefits, Most such midshaft fractures of the bones of the extremities, how-
ever, heal without the slightest need for any vocational rehabilitation. It is

medically ridiculous to refer all properly set and casted long-bone fractures to

a vocational-rehabilitation center. This imposes a useless work load on state
agencies. N
Section 201(d) provides that "the commissioner in each state shall submit i
to the Secretary (of Transportation) periodically all relevant information which
is requested by the Secretary" so that the Secretary may "evaluate the success
of such {no-fault] plan in terms of the policy" of the act.
Section 211(a)(2) provides that any automobile liability policy will auto-
"matically be deemed to include no-fault benefits in the state of issue unless
the "commissioner determines by regulation" that the liability coverage is only
incidental in that policy."
Section 211(b) provides that all the terms and conditions of any policy
issued pursuant to either a state enactment or the Title III federal enactment

"are subject to approval and regulation by the commissioner in such State."
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"The commissioner shall approve only terms and conditions" consistent with the
é"purposes of the act and equitable. The commissioner is empowered to limit the
variety of coverages available.

It is submitted that if state law does not affirmatively give the state
insurance commissioner the poée; to limit the choice to coverages, federal law
cannot extend or enlarge his official authority. A federal commissioner could,

of course, exercise such power.

Permissible Alternatives

This discussion will assume that Congress does have power, under one of
its grants in the Constitution, to enaut a federal no-fault law. ‘low can
Congress administer it? The supremacy clause has never been used to compel
state officials to administer a state law which is invalid under the state
constitution; nor to compel state officials to administer a state law which does
not exist as a state enactment; nor to compel state officials to administer what
is in fact an exclusively federal law.

Federal authority can be used, however. to supply federal administration
to the federal law. The structure of S.354 provides that if a fully-complying
state no~fault law is not enacted within a given time, then Title III will
supply a federal law erroneously entitle& "The Alternative State No-Fault Plan."
When this occurs, the federal government musf carry the burden of administering
aﬁd reguiating the federally-imposed "alternative state plan." A federal insurance
commissioner administering a federal insurance department can be created to
perform all those duties and exercise the discretionary authority described
in Sections 105(a) (1), 105(a)(2), 105(a)(4), 105(1)(5), 105(a)(6), 108(b) (1),
109(a), 109(b), 109(c)(1), 109(c)(2), 109(d), 111(d), 201(d), 211(a)(2), and

211(b).
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This would produce an anomalous situation is which the Federal Insurance
Commissioner would regulate and administer the "alternative state plan" and the .
individual state commissioners would administer all insurance in the states having
true state plans under Title II., 1In a Title III state, the state insarance
commissioner would still regulate all insurance except automobile no-faulsg
insurance, and would necessarily be required to co-ordinate his regulatory
authority with that of the Federal Commissioner. This solution is probably
unacceptable politically. It is obviously contrary to the Congressional policy
announced in the McCarran-Ferguson Act.

An alternative approach would be to use the fiscal power of Congress to
persuade or bludgeon the states into following the federal éuidelines. There
are several precedents for this kind of action, notably the Highway Safety Act

of 1966, which provides that "Federal aid highway funds apportioned. ., .to

any state which is not implementing a highway safety program approved by the

Secretary of Transportation shall be reduced by. . .ten per centum of the amount

which would otherwise be apportioned to such state. . .until such time as such

" state is implementing an approved highway safety program'" /23 U.S.C. 8402(c)).
The Supreme Court has approved this method of obtaining state consent to

federal standards, saying, "The offer of benefits to a state by the United States

dependent upon co-operation by the state with Federal plans, assumedly for the

general welfare, is not unusual.'" (Oklahoma v. United States Civil Service
Commission, 330 U.S. 127, at 144),
There is a practical consideration which mitigates against the grant-in-

aid or consent approach. It is the announced purpose of 5.354 to compel a
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national no-fault program in which every state must have an operative no-fault
law including both minimum benefits and a specified abolition of traditional
legal remedies. The.weakness of a consent plan is that it does depend upon
state consent, The state which fails to consent will lose the proferred
federal benefits, but &ill avoid federal standards and control. A grant-in-
aid or consent statute cannot guarantee a uniform national plan.

In the context of an automobile accident reparations system, the with-
holding of highway funds would be illogical and counterproductive. The grant of
highway funds is intended to produce a safer highway system, reduce accidents,
the number of victims, and the severity of their injuries. The act of
withholding highway funds would increase the hazards on highways and promote
more accidents and more serious injuries. It does not seem sensible to threaten
a state that if it does not change itsvsytem for compensating accident victims,
Congress will take action designed to produce more victims and require more
compensation.

It is possible, of course, for Congress to tie the automobile accident
reparations program to other federal funds besides highway safety funds. It
is questionable, however, whether Congress would find it politically desirable
to limit revenue-sharing funds, or schoél lunch funds, on the condition that
the states consent to federal minimum standafds for automobile insurance,

It might be argued that no state would refuse to cooperate if threatened
by the loss of federal grants. The problem is not so easily dismissed. It
must be conceded that, in several states, the prohibitions in state constitutions
would prevent the state from enacting a no-fault plan complying with S.354,

This fact is not a bar to a grant-in-aid approach, but it does meah that the

state would be forced to amend its own constitution in order to permit
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legislative enactment of the required statute. There are strong psychological

barriers to the amendment of a constitution and it cannot be predicted that

the people of every state would willingly yield constitutional guarantees. It
cannot be predicted, either, that people want the kind of extreme no-fault
stated as "minimum" in the proposed federal bill. When a substantially similar
plan was laid before the votors of Colorado by referendum in 1972, it was
rejected by a powerful three-to-one majority. A federal plan which would
mandate constitutional amendment as a condition for receiving allocated federal
funds would remove the velvet glove, and the threatening federal fist might well
produce more popular resentment over the disdain of states' rights than Congress
would wish to face.

The problem of states' rights is as much a practical one as a constitu-

tional one. Even if Congress could authorize a mandamus action to compel a state

legislature to pass the congressional brand of no-fault, or could mandamus the
citizenry to amend a restrictive state constitution, the moral question would
remain. Should Congress so stretch its potential powers? The states are not
asking for national intervention. For the most paré, the states are insisting

on the right to solve their own problems, and the parallel right to attempt
different types of solution., If the constitutional debate concludes with a
congressional finding that Congress does have the ultimate power to enact S.354,
Congress should still debate whether it has sufficient wisdom to override the
condidered determinations of the legislatures, governors, and courts of

Arkansas, Colorado, Connecticut, Delaware, Florida, Georgia, Hawaii, Kansas,
Kentucky, Maryland, Massachusetts, Michigan, Minnesota, Nevada, New Jersey,

New York, North Dakota, Oregon, Penpsylvania, South Carolina, South Dakota, Texas,
Utah, Virginia, and Washington, where a state no-fault law is in effect and being

experimented with this very day.




IV, THE RETATIVE EFFICIENCY

OF AUTOMOBILE LIABILITY INSURANCE

In the course of past consideration of National No-Fault proposals; testimony
has been given by the American Insurance Association to the Senate Judiciary
Committee that automobile liability insurers pay only 44 cents of the premium
dollar to the claimants. The testimony was given to support the proposition that
autpmobile liability insurance is inefficient and wasteful. The quoted figure is
grossly inaccurate. The hard data proves that liability insurance is one of the
most efficient types of insurance offered to the public., The actual amount paid out
by all liability insurers doing business in the United States exceeds 60 percent
df the premium dollar.

The following figures come from the insurance companies themselves, in their

‘own official reports. Every year, every 1lnsurance company doing business in this
country compiles an annual report detailing its actual experience in the preceding
calendar year. These reports are published not only to stockholders, but also to
various state regulatory agencies, and to the rating bureaus. They are all gathered
and analyzed by the A.M. Best Company, which publishes an annual reference work summarizing
all the reports. The title of the report for the property-liability insurance field,
is "Bests's Aggregates and Averages, Property-Liability.'" The most recent edition,

dated 1974, compiles the 1973 results.
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Auto Liability Insurance - .

An example of the type of data available in "Aggregates and Averages' can be.

shown by listing the income, losses, and expenses of the Aetna Casualty Group, a major
stock underwriter, and of State Farm Mutual Insurance Company, the largest mutual
underwriter., Only one line, private passenger automobile liability, is presented here.

Aetna Casualty State Farm Mutual

Group
Net Premiums Written $329,215,000 $1,291,203,000
Unearned Premiums $ 99,601,000 $ 346,245,000
Net Premiums Earned $327,613,000 $1,280,455,000
Losses Incurred 65, 8% 61.5%
Adjustment Expense Incurred 10.5% 15.3%
(Loss and Adjustment Expense (76.3%) (76.8%)
Incurred, Combined)
Commissions and Brokerage 16.6% 1.47%
Incurred
Other Acquisition Expense 3.2% 9.8%
Incurred
General Expense Incurred 8.0% 3.4%
Taxes‘Incurred 3.4% 2.5%
Total Underwriting 31.2% 17.1%
Expenses Incurred
Combined Loss and 107.4% 93.9%
Expense Ratio :
Underwriting Profit or -$ 24,876,000 75,925,000
Loss (Statutory)
Ratio to Premiums Earned -7.6% +5.9%

Special interest will center in "losses incurred," exclusive of "adjustment

expense," This figure represents losses actually paid to claimants, plus or minus the
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‘et change during the year in the loss reserves which represent the insurer's best
estimate of the amount due and payable to claimants. Losses are stated as a proportion
of earned premiums., The following table shows the 1973 results for all the stock
companies, all the mutual companies, and all the reciprocal companies writing private

passenger auto liability and commercial auto ligbility in the United States in 1973.

Net Premiums Losses ﬁnderwriting
Incurred P/L

Stock, Private $ 5,448,332,000 64.0% -2.8%

Passenger

Stock, Commercial $ 1,802,203,000 67.8% -7.5%

Mutual, Private $ 3,065,665,000 60.8% +3.5%

Passenger

Mutual, Commercial $ 440,571,000 64,47 -2.3%
'Reciprocal, Private $ 1,010,638,000 61.7% +7.0%

Passenger

Reciprocal, Commercial $ 53,209,000 57.6% +4.,4%

Total $11,820,618,000 63.5% -0.1%

It should be noted that in the above table the coverage for automobile liability
includes both bodily=injury liability and property-damage liability, inclusive of both
statutory minimum coverage and excess-coverage underwriting. Best's has not separated
the bodily-injury and property-damage liability covered since 1970. A fairly accurate
breakdown between the two can be obtained by turning to the Annual Reports of the
New York Staté Department of Insurance, which separate the two coverages, though they
do not subdivide between private-passenger and commercial. The New York reports tabulate
results both for New York and the national experience of all companies writing in

New York, which includes all the major underwriters in the United States. The New York
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figures for nationwide, earned premiums for stocks and mutuals show bodily-injury ..
coverage at $5,578,900,000 and property-damage coverage at $2,673,627,000. This is
good evidence that the national average for all underwriters would divide the total
liability premium into 67% for bodily injury and 33% for property damage, and the
current percentages can be expected to hover around these figures. Applying these

percentages to the table derived from Best's Aggregates and Averages gives the

following breakdown:

1973 AUTO LIABILITY

NET PREMTIUMS
All Company, Private Passenger
Bodily-Injury Coverage : $ 7,919,814,000
All Company, Private Passenger
Property-Damage Liability Coverage $ 3,900,803,000
Total $11,820,618,000

Commercial-vehicle liability insurance, with its total net earned premiums of
$2,295,983,000, would presumably show a similar breakdown, with $1,538,308,000

attributable to property-damage liability,

Automobile Physical-Damage Insurancé

A classic form of no-fault insurance is automobile physical-damage (collision-
loss) insurance, in which the policyholder pays the premium to insure against the ;isk
of damage, regardless of fault, and recovers his losses (less agreed-upon deductibles)
regardless of fault. The grand total for all insurers writing automobile physical-
damage insurance in the United States in 1973 was a payout of 60.3% in losses incurred.
Note that the "inefficient liability insurance paid back to the public 3.2% more of the
premium dollar than was paid by the "efficient” no-fault collision insurance. The

following table shows the results, as reported by the companies themselves, for 1973.
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. AUTO PHYSTCAL DAMAGE
INSURANCE, 1973

Net Premiums Losses Underwriting

Incurred P/L
Stock, Private $3,500,539,000 61.27% +1,7%
Passenger
Stock, Commercial $ 883,032,000 57.2% +4 . 8%
Mutual, Private $1,841,103,000 59.8% +9.0%
Passenger
Mutual, Commercial § 194,325,000 57.2% +9.1%
Reciprocal, Private $ 547,527,000 64.0% +7.6%
Passenger
Reciprocal, $ 24,039,000 58.5% +11.3%
Commercial
'Grant Total $6,993,556,000 60.3% +4.7%

The division of premium damage to people and damage to the automobile can
be obtained by adding the property-damage liability premium to the physical-damage
premium, and comparing that combined figure with the total premium attributable to bodily-
injury coverage.

DIVISION OF 1973
PREMIUM DOLLARS

All Physical Damage S 6,993,556,000
All Property Damage $ 3,900,803,000
Total, Physical and $10,894,359,000
Property
Total Bodily Injury $ 7,919,814,000
Total for Physical, Property $18,814,163,000
Damage and Bodily Injury

’ercentage of Premium
for Injury to Person 42,1%
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It is less expensive to evaluate the physical damage from one collision to
car, and pay a single bill; than it is to evaluate continuing injury, medical expense,
wage loss, and intangible loss in a bodily-injury claim. The cost differential is
surprisingly small, The break-even point for liability insurance is quite close to the
break-even point for physical damage insurance. The combined figure for losses paid plus
underwriting profit for liability insurance was 63.4% of the net earned premium in 1973;

This means the total expense ratio was the balance, or 37.6%. The expense ratio for

physical damage was 35.0%.

Compared to Fire and Group Health Insurance

Many proponents of no-fault auto insurance argue that it could be as simple,
uncomplicated, and efficient as fire insurance. The operating results prove that fire
insurance is "efficient" in making extravagant profits for the insurance industry, bu'
very inefficient in paying benefits to the consumer. The following figures are taken

from the companies' own reports, as compiled in Best's Aggregates and Averages.

FIRE INSURANCE

1973
Net Premiums Losses Underwriting
Incurred B/L
All Stock Companies $1,993,156,000 50.6% +10.3%
All Mutual Companies : $ 398,922,000 46.,0% +17.2%
All Reciprocal $ 59,513,000 51,8% + 5.8%
Companies
$2,451,591,000 49.9% +11.6%

The combined percentage of loss and profit in fire insurance was 61,5%, which
necessarily means that the total expense ratio to net earned premiums was 38.5%. The
expense ratio for no-fault fire insurance is greater than the expense ratio for

automobile liability insurance. ‘

Another argument of the automobile no-fault proponents is that health and accident
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_‘nsurance is an example of no-fault insurance that is "efficient" and distributes
benefits at low cost. The fact is that group health insurance is very efficient, because
of small sales commissions and because the group employer does most of the claim-filing
paperwork without cost to the inéurer. Most automobile insurance is non-group, sold as
individual policies covering a single car. Auto insurance should be compared to non-
group accident and health insurance. The results are published in Best's for all insurers'

1973 operations.

OTHER THAN GROUP ACCIDENT AND HEALTH
INSURANCE - 1973

Net Premiums Losses Underwriting
Incurred P/L
All Stock Companies $340,091,000 55.0% +0. 8%
. All Mutual Companies $ 80,615,000 55.3% +3.9%
Grand Total $420,706,000 55,0% +1.3%

’

The Report of the Senate Committee on Commerce on S.354 of the 93rd Congress,
(S.Rep. No. 93-382, 93rd Cong., lst. Sess., August 15, 1973) makes statements, at 21,
unfortunately at considerable variance with the truth. The statement of the report is
quoted here not to endorse it, but as an introduction to the demonstration of its error:

According to the D.0.T. study, the present insurance system 'would
appear to possess the highly dubious distinction of having probably
the highest cost-benefit ratio of any major compensation system currently
in operation in this country' (Footnote, Final Report at 95), The present
system returns only about 44 cents in benefits to auto accident victims for
each dollar paid in premiums to insurance companies, For the most part,
this inefficiency is not the fault of either trial lawyers or insurance
companies; . . . a fault insurance system that pays benefits on the basis
of loss after a showing of fault is more expensive than that one which pays
on the basis of loss only.

The error is repeated at page 27 of the same report:

to consumers . , . a far greater percentage of the premium dollar
than the 44 cents out of the dollar paid to victims under the
negligence liability insurance system.

‘ A nationwide system of state no-fault plans . , . would return
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What are the facts? Is it true that automobile liability has the highest cost- .
benefit ratio? Is it true that a system which pays "on the basis of loss only" is more
efficient than a system which pays on the basis of fault? The D.0.T. studies will not
give the answer. Not a single one of the twenty-four volumes of the D.0.T. study reports
attempts a comparative analysis of the cost-benefit ratios of the multiple lines of
insurance sold in the United States. The epithets in the Final Report of the D.O.T.

Study are unsupported and unsupportable, The hard-fact answer can be supplied by Best's
Aggregates and Averages, which tabulates the results for all lines of insurance sold by
all the stock insurance companies writing in the United States in 1973. 'Losses incurred"
are stated as a percentage of "premiﬁms earned." For convenience in analysis, the table
from Best's is here rearranged in descending order from the highest percentage of benefits

paid to consumers, or victims, to the lowest percentage of pay-out.

STOCK INSURANCE COMPANY PERFORMANCE ‘
IN 1973 BY LINES
TYPE OF INSURANCE ‘ LOSS-INCURRED RATIO
: TO PREMIUM
Group Accident and Health 84.4%
Workmen's Compensation 69.3%
Commercial Auto Liability 67.8%
Private Passenger Auto Liability 64.1%
Miscellaneous Liability 62.0%
Private Passenger Auto Physical Damage 61.2%
Farm Owner's Multiple Peril 59.9%
Commercial Auto Physical Damage 57.2%
Other than Group Accident and Health 55.0%

(cont'd)
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LOSS -INCURRED RATIO

‘ TYPE OF INSURANCE
TO_PREMIUM
Homeowner's Multiple Peril 53.5%
Fire 50.6%
Inland Marine 49,9%
Commercial Multiple Peril 49,7%
Fidelity 46, 8%
Glass 43.,4%
Allied Lines 40.7%
Boiler & Machinery 32.4%
Burglary and Theft ’ 32.0%
Surety 29, 2%
‘ It might be suggested that 1973 was an unusual year, and perhaps the Reports of

D.0.T. and the Senate Committee on Commerce were accurate for 1967 or some other recent
year. That explanation is not available. Without repeating the whole compilation of
lines, the following sample of stock-company underwriting results in 1967 shows that the

performance then was much the same.

STOCK COMPANY LOSS RATIOS - 1967

TYPE OF INSURANCE LOSS INCURRED
RATIO TO PREMIUM
Automobile Bodily Injury 62.2%
Workmen's Compensation ,k 63.9%
Auto Collision (No-Fault) 56.8%
Fire Insurance 56.2%
Health and Accident (Non-Group) 50.2%
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Loss ratios for the decade, 1963 through 1972, are reported in Best's 1973 .

Edition at pp. 134-136. A combined figure for loss incurred plus adjustment expense

is given for each year, and for decade average. The single '"loss-incurred ratio"

can be obtained by deducting the allocated adjustment expense (based on the 1972 tables)
in order to find the amount of benefits paid to the public. The following table gives
the results. The loss incurred is the loss payable to claimants, exclusive of allocatedv

adjustment expense:

DECADE 1963 - 1972
STOCK INSURANCE COMPANY LOSS RATIOS

TYPE OF INSURANCE | LOSS - INCURRED
RATIO TO PREMIUM

Automobile Liability 64.17%
Workmen's Compensation 64,8%
Fire 55.3%
Allied Lines k 55.1%
Homeowner's ) 60. 2%
Commercial Multiple Peril 50.4%
Inland Marine | 56%

Accident and Health, (Non-Group) 497

Miscellaneous Liability , k49.8%
Automobile Physical Damage 59%

Fidelity 48,9%
Glass ' 51.1%
Burglary and Theft 49.1%
Credit | 39.37,
Boiler and Machinery 36.6%

Surety 29.2%
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‘ The Myth of Inefficiency

. The only lines of insurance paying out a highél.' percentage of premium in the form
of dollar benefits to the consumer in the whole decade 1963 -19?2 were group accident
and health (at 79.7%); ocean-marine (at 67.8%); and workmen's compensation, which (at
64.8%) paid just 0.7% more than auto liability.

In view of the actual verified annual reports of the insurance companies them-
selves, what is the justification for the repeated statement that automobile liability
insurance pays only 44 cents of the premium dollar in benefits to victims? In
all of the manyivolumes of D.0.T. studies, the sole referencelpo "44 cents'" is
foﬁﬁd in the final summary report titled '"Motor Vehicle Crash Losses and Their Compensation
in the United States." It is said at p.5l:

One analysis addressing the cost efficiency of the automobile
accident liability insurance system from the consumer's perspective
has indicated that forty-four cents out of every prem}gm dollar is

' used to compensate accident victims for their losses,.,
Footnote 14 reads: | |

Robért E. Keeton, Automobile Insurance Reform Tailored to

the Need, Statement Prepared for the Joint Committee on Insurance,

Massachusetts, March 11, 1969, pp. 1-8.

The statement made to the Joint Committee in Massachusetts is hot an official
D.0,T. study, and is nowhere referenced except By its adoption in the summary report.

In all fairness tq Professor Keeton, his Massachusetts figures have been misquoted to
begin with, and are inapplicable to states which have only one-third the average claim
experience and one-third the ratio of lawyer representation which obtained in Massachusetts,

The final report of the D.0.T. study makes an analysis of '"system" expenses, for
automobile liability insurance (p. 47-51 of M.V.C.L.) which is supposed to demonstrate

a high cost-benefit ratio, It is saild that it costs $1.07 in "system" expenses to

~ deliver $1.00 in benefits. It is highly misleading in that most of the '"'system' expenses
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calculated are present in all other i‘nsurance systems, and will remain as long as the.
private insurance industry participates in the system, whether fault-based or no-fault.
For example; the cost to the states of administering a compulsory insurance law is
included as "system" cost, as well as the cost to the state of regulating the industry.
The cost of the court systém is included, but the courts will remain, with or without
no-fault, Another listed "system" cost is the expense of the insurance company in
investing its unearned premium and loss reserves, though no accounting credit is given
for the profits from the investment. Insurers sales expenses, in the form of commissions,
brokerage, and other acquisition expense, are said to total 36% of the "system'" expense.
No-fault proponents over-argue their case with the artificial "costs of the
system" expense. All of the Milliman and Robertson reports on cost guesses for S.354

contain the caveat that they expect the sales and administrative (and investment) costs

of the insurance industry to remain the same, and they calculate adjustment costs for
combined no-fault benefits and residual tort claims of S.354 at nearly the same total cost

as is reported by the insurers under the existing system,

A Simple Solution

If cost of the system is the criterion, then the inescapable conclusion from
the D.0.T. analysis is that individual private insurance for automobiles must be
abolished. The cost ratio of Social Security is said to be only 10% of the premium
dollar. The cost ratio of non-profit group health plans, such as Blue Cross, is said to
be only 7% of the premium dollar. Puerto Rico's government-funded no-fault plan is said to
to cost only 10% of the premium dollar, If it is the sense of Congress that automobile

insurance should continue to be serviced by the private sector, then the whole elaborat

cost argument of the no-fault proponents must fail. Automobile liability insurance,

or individual health and accident insurance, or almost any other insurance the individual
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‘mtomobile owner buys for himself, Measured by the simple test of the percentage of
premium dollar paid back to the public, automobile liability insurance is the best buy

the average individual can make in the whole private marketplace!
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Auto Rates

5
Anger Fla. v*

Consumers -
Journal of Commerce Special
TALLAHASSEE,: Fla. -
Florida Insurance Comnmis-
sioner Bill Gunter-said 13,
065 signatures from con-
sumers angry over. high
auto insurance- rates- wil
help him convince the Leg-
islature to make major re-
forms. ‘ s

The petmon sxgnatures
presented to Mr.- Gunter
were collected by Gladys
Wallace, a Winter- Haven
grandmother. -

She started the: dnve af~

ter becoming- incensed at '

the sharp increase in her
auto insurance rates, - -

“I am convinced that we
have a mandate not to ba
timid, not to :simply - put
more bandaids and mercu-

- rochrome on a failing sys-
" tem, but to take a hard look
. and make the difficult deci- .

sions that will bring about

truly meaningful rate. re. .

lief,”” Mr. Gunter said.
However, Mr. Gunter re-
fused to specify what major
changes in auto msurance
he was considering. - ’
He said he -will presenb
his recommendations to the

Legxslature « (ammmm-four )

B G‘ﬂ‘b'

-Some " leading legxslatwe
insurance  experts, - in-
cluding Sen:. Kenneth
MacKay, D-Ocala,” have
said this is not the year to

- make major - changes in

auto - insurance 'becausge"*
new law just went- mto ef
fect last October. - L
However, Mr. Gunter sald
his office -'was compiling
statistics on how companies

+ are operating. under: . the..

new Iaw. He said those figs
ures should- convince law=
makers that something
needs to be done this year.:z

Mrs. Wallace said  she

had help from various civig
clubs in collecting the sige
natures which came from
all over the state, although
the bulk were from Centmk

Florida.

She said she started her
campaign after being -noti«
fied that her insurance rate
was going from -$126 for
nine months to $234 for six

.months. The petition de-

manded immediate ~action
to relieve the ;exorbxtant
cost of auto insurance. . .«

1sutal ot

|
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® A\ uto Insurance Rates Should Keep Rlsmg
but Not as Much as in 1975-76

EN A

A WALL STREET Jomuuu. News Roundup
,* Some of the steam may be going out of
‘ﬂw _months-long rise in auta insurance rates.

I’;{ Judging from a survey of key states by
fuuu Street- Journal reporiers, rates will
,xnntmue to- rise in 1977 but nat as much.

;rComllng & Co.. an insurance research and

,rmdm\gement concern based in Hartford,
‘Conn. predicts an increase of: 8% .to 107%,
eumpmed with an estimated increase- ot 2097
"t'im.year and 13 in 1975,

*‘We believe that it may be more ditﬂcult
sfor the industry to secure rate. approvals

“itfom state regulatory authorities) in 1977
“after having raised rates by such large
~ameunts in 1973 and 1976." Conning reports..
" The concern cites the prospect of milder in-
rcrenses in auto-repair nnd medlcal costs
_Next year. R

In addition. many smaller claims are

“likely to be eliminated by higher deducti-
bies. Collision deductibles, for example; are

_beitig raised to $100 from $50 and to $200
from 3100, Conning says. With motorists as-
suming more responsibility for losses below
a-specified amount, insurers can charge a
lower rate.

EAAE

- The insurance companies’ main argu-
ment for higher rates has been that inflation
hus accelerated faster over the past few
years than anyone expected. As one insur-

- ance executive put it, “It's costing much
more to fix property and to fix people -
mtich more than any of our rates ever con-
templated.””

Impact of Energy Crisis
During the 1974 energy crisis, many reg-
ulitors opposed higher rates on the assump-
“tion that people would drive less and thus
- have fewer accidents. The assumption was
" essentially correct. but double-digit inflation’
. and the resulting increase in the cost of auto
“parts and medical payments more than
- compensated for the decline in auto accident
-clnims. Then, in early 1973, Americans be-

“gan swarming buck onto the roads while |

rates remained at 1972 and 1973 levels. The
result wis sharp and continuing underwrit-
ing losses.

». “To make matters worse, many stalesrl

froze nuto premium rates in expectation of !
‘savings from newly introduced no-fault in- |
surance programs. No-fault, which allows
‘accident victims to collect directly from
‘their insurers for medical and hospital ex-

“penses and any loss of income, regardiess of
~who is at fault, was expected to save insur-
“ers 10 or more by eliminating long and ex-

pensive court hattles. .
As it turned out, inflation erased any‘

“lfoped -for no-fault savings, and a few com-
‘panies found themselves in financial ditti-|
-culty. In addition. insurers said broader pro-
‘tection required by some no-fault laws
-adtied to their expenses. Where conventional
‘insurance typically had a ceiling on an in-
surer ‘s liability, some states required com-
panies to pay all reasonable medical costs,
regurdlesa of ‘expense, urnder no-fault pro-
grams

In 1974, costs affecting insurance claims :
began moving up modestly, but accelerated.
to double-dxgit levels by midyear. Auto re-
prir and maintenance costs as measured by
the consumer price costs rose about 9% In- '
surance regulators approved rate increnses |
av emglng about 27; in the same period.

TTTAIlL this paved the way for the sharp rate | > |
‘increases of 1873 and 1976, - - :

Now the auto insurers are trying-to cut
their costs by limiting the number of drivers
they cover. They say they simply aren't
making any money insuring people. “If we
were making money,”’ one executive says,
~we'd take all the business we could get.”

_Critics point out that gaing from stock- !
market and other investments have helped ;
insurers show an overall profit. Indeed, the
Insurance Information Institute, a trade
group, estimates that in the first half of |
1976. auto and other property-casualty insur- (
ers earned $523.3 million despite underwrit-
ing losses of more than $1.9 billicn. The in- |
surers managed to show a profit because :
they earned more than $2.3 billin on their
investments.

J’Ld/l/

‘sudden their premiums increase 30%.

But the companies say their insurance .

business must stand on its own..They say :

dependence on stock-market gains could set

them up for a big fall, perhaps triggering a .

rash of insolvencies, if the market ever de~ ;

clines drastically again as it did in 1973-74.
In that bear market, some observers esti-
mate, the value of the property-casualty in-
dustry's securities holdings declined more
than $10 billion.
~ State Farm Mutual Automobile Insur-
ance Co., the nation's largest auto insurer;
says it plans to stop advertising its auto cov-
erage this fall. The company has been aver-
aging 80,000 applications a week this year
despite attempts to stem the tide; and a
company official says that more than 950 of
the new applicants are accepted. State
Farm, which insures about 145 of all U.S.
drivers, has ralsed rates 187, its officials
say. : :
Assigned-Risk Category

With even gilant insurers cutting back
business, it's no surprise that a growing
number of drivers who have had accidents
or traffic violations find themselves as.

signed to state-supervised insurance pools.

Although only 22 states require auto liability
coverage, the threat of a financially crip-
pling court judgment makes an autp policy a
virtual necessity anywhere. Last year the
assigned-risk category included nearly 5%
of all insured motorists, and experts say
that that could jump to about 77 in 1977.

Perhaps the most tragic aspect of the up-
ward rate gpiral is the plight of the average
driver with a clean record and a solid in-
surer behind him. **What really burrs peo-
ple up,” says James C. Schmitt, prestdent of
the Greater 8t. Louis Better Business Bu-
reatu- and- a- former insurance regulator, *‘is
when they've been with a company for 15
years, never had an accident, and all of a
" Typi-
cal premiums vary widely from state to
state and from city to city. In Ohio, for ex-
ample, the average premium last Jan. 1 was
$289 in cities, $219 in rural areas. The follow-
ing is a sampling of rate trends in states
across the nation:
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Calitornia: Insurance Comnussioner
Wesley Kinder estimates that auto insur-
ance premiums have climbed 209 so far
this year on top of a 137 to 209 increase in
1975. Mr. Kinder says he expects rates to
keep climbing until insurers start making a
profit insuring cars. In California, problem
drivers denied insurance by major firms
can apply for coverage under an assigned
risk plan..Rates for those drivers increased
another 137 this October.

Georgla: Auto rates have lncreased
17.5% this year says Steven Mason, adminis-
trative assistant to Georgia's insurance
chief. The increases, he says, were sparked
mostly by-inflated prices for parts. *'We re-
alize' you can't fix & car at 1976 prices if '
you're charging 1975 rates,” he says. But '

the economy will eventually dictate what |

happens to rates in-the future, he adds. It .
inflation levels off,” he says, “expect insur- ;
ance rates to level off.” ; -

Illinois: Richard Rogers, deputy director
of the administrative branch of Illinois™ in-
surance department, says rates there have
increased about 167 this year. He says
there is no sign they will stop rising. Ed-
ward B. Rust, president of State Farm Mu-
tual, which is based in llinois and is its
largest auto insurer, says that although fur-
ther increases are likely this year and next
year, they probably won't rise at “‘quite the
recent pace.” =

Massachusetts: The stma that ploneered {
no-fault auto coverage back in 1971 still has
the highest insurance rates in the country.
Still, the cost of insuring a Massachusetts
auto climbed 209, in 1976, the largest single

.

New Jersey: New Jersey's chief insur-
ance actuary, Philipp Stern, says rates
there have increased about 50% in the past
13 months. It has been a stormy period for
the state, which has galned a reputation
among insurers as unresponsive to rate re-
quests. The state has battled with Govern- |
ment Employees Insurance Co. (Geico),
which blamed New Jersey's rates when it
decided to pull out of the state this year, and
with Hartford Insurance Co. over the firm's
proposed requirement that all autos. it in-
sures in metropolitan areas be garaged ev-
ery night. -

New York: New York State's imrance
department reports that rates increased 309

so far this year, after a 807 rise in 1975. Bt- |
fective’ May '3, financially troubled Geico,
which handles about 8¢ of the motorists on |
the road in New York, received a 477 aver-
age rate increase. Still, New York, with its
"heavy concentration of urban drivers, has
faced increasing reluctance by insurers to
renew old business or take on additional
risks. The state has responded by listing
specific permissible grounds for ‘monrene- |
wal.

Ohio: Insurance companies raised rates
in eight Ohijo cities between January 1974
and Janurary 1976, and the average pre-
mium increased to $289 from 5232, In rural
areas, average premiums increased to $219
from 3167, a 31% increase. Progressive
Corp. of Cleveland, a firm that insures about
29,000 high-risk motorists in Ohio, said it in-
creased comprehensive premiums 527 since
March 1975. Progressive raised the same

increase in the state’s history. Officials
there don't expect rates to stop rising, but‘
there is a ray of hope for motorists in a re- '
vamped no-fault system that goes into eftect
next year. It could curb the pace of rate:
increases.

Michigan: Auto rates began rising last
fall after nearly five years of stability.

Harry Ruth. deputy insurance commis-|
sioner, says rates have climbed 157, to 209 | {

for property-damage coverage, 100 to 15% |
for liability insurance. He says rate In-i
creases may not be so high the next time | :
around. |
Missouri: Auto insurance rates )umped,
between 5% and 177 last year, says H Wi
Edmiston, director of insurance. “*Our hope,

and I think the insurance companies’ hope, !
" is that rates are probably adequate tor the -

next 12 to 18 months, counting from last
January.”” With companies benetiting from
rate increases and with fewer losses ex-
pected to show up in first-half resuits, Mr.
Edminston predicts a slowing down of rate-
increase requests.

rates 81¢¢ for unmarried male policyholders
aged 25 1o 29. A company spokesman said-
insurers are likely to seek additional in-.
creases, but the rate of mcrease may have
topped out.

Texas: The state insurance department
says auto insurance costs ahout 15.57% more -
this year than it did in 1975. Premiums are |

**Most major companies have either reduced
their intake of new business considerably or |
are trying to reduce their business,”’ says’!
assistant insurance superintendent Tom !
,{J ackson. Many Texas insurers are limiting
E the number of new policies agents can write .
and are emphasizing lower-risk drivers. )

West Virginia: In May, many West Vir-'
‘glnia insurers won a 207 increase in rates
for liability and collision insurance, says.
Steven Brown. director of the property-cas-
ualty division of the state's insurance de-
partment. State Farm Mutual, West Virgin-
ia’s largest insurer, is appealing the state's
decision to grant it a more modest 125 in-
crease.

‘ slated to rise again in Qctober, by 7%. f[
|
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After 3 Years, Mich. No-Fault Plan Receives Mixed

After three years in operation, the
~Michigan no-fault auto insurance law
has received mixed reviews,

Michigan Commissioner Thomas C.
Jones told the Michigan house insur-
-ance committee recently that he
thinks “no-fault’s performance has
substantially fulfilled its promises.”

But Patrick J. McNally, associate
counsel for National Assn. of Inde-
pendent Insurers, sharply criticized

the law’s unlimited medical benefits

_provision. This provision is contribu-

ting to massive overcharges for medi-
cal services to victims of auto acci-
dents, he told the house committee,
-and it is creating severe financial
problems in the auto insurance in-
dustry.

Some Complaints

Commissioner Jones conceded that
the Michigan insurance bureau has
received complaints about the un-
limited medical benefits provision
and a few other features of the law.
But “on the whole,” he added, “I can
only express satisfaction again on
how well the Michigan no-fault law

-has done the job it was designed to -

do.”

For example, he said the law has
fulfilled its first purpose—to “fairly
compensate all accident victims and
their families at an adequate and
realistic level.”

To illustrate, he recalled statistics
~indicating that the former repara-
tions system paid some victims too
much and others not enough. But un-
der no-fault, he asserted “every in-
jured person, regardless of fault, is
‘covered for all actual medical and
rehabilitation expenses and for 85%
of lost wages up to a monthly ceiling
of $1,285 for up to 36 months.”

In addition, he said recent data
indicates that over 30% of the catas-
trophe claims (for over $25,000) now
being paid under no-fault involved
single vehicle accidents. .

A high percentage of those claim
involved brain damage or paralysis,

he said, and the average age of the

claimants was 32.

The commissioner also contended
that the Michigan law has met two
other of its stated goals: eliminating
delays in claims payments, and di-
verting more premium dollars from
legal costs into benefits.

Concerning delays, Mr. Jones said
that before no-fault the average de-

lay before settlement of claims was
16 months. Now, he said, benefits are
i almost always paid within 30 days.

jof families that had suffered a seri-
i ous injury or fatality had to use their
‘own assets or borrow money to pay
. the costs associated with the acci-
| dent. “Now, that should not be neces-
{sary.”

i As for legal costs, Commissioner

- :Jones observed that “at one point

‘prior to no-fault, 40% of the litiga-
tion in Wayne county was related
to motor vehicle accidents.”

‘But he said that under no-fault,
litigation has “decreased dramati-
cally.” For instance, he reported that
from June, 1975 to June, 1976, auto
negligence cases filed with the Mich-
igan circuit court declined by 20%.

“These figures mean that fewer
premium dollars are used to pay at-
torneys and court costs” he con-
cluded, “and that more dollars are
available to pay benefits to people.”

A final goal of no-fault—to elimi-
nate duplication of insurance—has
met with success in one area but is
still in abeyance in another, accord-
ing to the commissioner.

Specifically, he said a survey per- i

formed by the United Auto Workers
showed that a “substantial number”
of consumers use the option in their
auto policy that permits them to re-
ceive a reduced premium by coordi-
nating their personal injury protec-
tion (no-fault) coverage with their
other health and accident coverages.
A 1974 amendment to the Michigan
no-fault law had mandated that auto
ir.xsurers offer this option in their poli-
cies. '

“Under no-fault,” he said,‘ “all of

these catastrophic claims are being
paid promptly, and to the full extent
of . the medical, rehabilitation, and
lost wages incurred by the victim.”

- - Ry E ?
L\ e 7 T
é}z’l"’ R ﬁ/ R

J

wtt L

And before no-fault, he added, 34%

Commissioner Jones said that the

Reviews

UAW survey also showed that the
percentage of policyholders request-
ing the option on new applications
and renewals is “increasing,” as peo-
ple become aware of its availability.

But Mr. Jones reported that an-
other legislative effort to mandate co-
ordination (and thus reduce aggre-
gate premiums) is now stalled by a
court case.

The legislature had mandated co-
ordination of no-fault personal injury

| benefits with other pgovernmental
benefits, such as workers’ compensa-
tion and Social Security, he said. But
. the Michigan court of appeals ruled
. the prov'ision unconstitutional, and
> the case is now on appeal before the
state supreme court,

If the appeals court decision is
upheld, the commissioner contended,
:‘the added costs to the automobile
- Insurance system may be as high as

$25 million per year.™ ; v
But Mr. McNally of NAII presented

a less favorable view of the law’s

performance in Michigan,

He told the house insurance com-
mittee that the law’s unlimited medi-
cal benefits provision is helping to
create a situation “that could make
it difficult, if not impossible, for many
people to obtain protection at any
price.”

To illustrate, he said that one in-
surance company hired a doctor and
a hospital comptroller to investigate
the reasonableness of medical bills
in just one case. “After painstaking
review of the records, as well as the
charges,” he said, “the company
found that the medical providers had
double-charged, over-charged and
charged them for services never ren-
dered.

“The unfortunate part about all
this is that the company knows this
is common, but it cannot afford the
cost of the investigation that would
be required to ferret out all these
abuses.

“There is no doubt that under an
unlimited medical benefit law these
practices are more prevalent because
by its very nature, there is little, if
any, restriction on suech services.”

He contended that another problem

!
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with the unlimited medical benefits
system is the burden it places on the
small insurance company. He said
the small insurer’s “heavily concen-
trated exposure in a smaller area,
and its difficuity in obtaining reason-
ably priced reinsurance because of
such concentration, places it in an
extremely difficult competitive posi-
tion and could easily affect its finan-
cial stability.”

Even larger companies have suf-
fered partially from this phenomenon,
Mr. McNally said. “The smaller ones
are having even more difficult prob-
lems, particularly with reinsurance
costs going up almost out of sight.

“The end result will be what is
happening in New Jersey, another
unlimited medical state—significant
reduction in the market and all of
the consequences emanating from
such reduction.”

NAII Study

He said a recent NAII study had
shown a huge increase in case re-
serves in Michigan for claims re-
served for $25,000 or more. The study
was developed from the claim files
of 40 companies that insure nearly
half of the private autos in the state,
he added.

“There were 443 cases reported:
with reserves of $25,000 and over for

medical expenses. The total amount
reserved was over $32 million.

Twenty-one percent of the claims re--

served for $25,000 and over were re-
served for $100,000 or more,” the NAII
associate counsel said.

“These claims account for 54% of
the total amount of reserves for
cases $25,000 and over. It was also
interesting to note that in cases origi-
nally reported for $25,000 or more,
the increase in reserves in only six
months was 39% in Michigan.

“These various developments, domi-

nant in the unlimited and high limit .
states, boil down so far to an ex-'

tremely costly system-—one that may

be beyond the reach of the average

citizen,” Mr. McNally concluded.

Commissioner Jones indicated that
he is aware of the complaints about
the unlimited medical benefits pro-
vision. “However,” he asserted, “the
industry’s own preliminary data does
not seem to support this concern.

“An analysis of companies repre-
senting 43% of the Michigan auto
insurance market indicates that the
total cost of medical claims exceed-
ing $25,000 in Michigan is $8 per car.

“While we will have to closely
monitor the cost of this no-fault hene.
fit, the preliminary data does not jus-
tify the extent of concern being ex-
pressed by the industry.”

The commissioner also said the
insurance bureau has been reeeiving
complaints about rates going up, the
inability of no-fault to hold at-fault
drivers responsible for collision dam-
ages in accidents, and the require-
ment that insureds pay a deductible

for collision damages that were not

their fault.
Concerning rates, the commissioner

conceded that there have been in-
creases. But he said these have been
“substantially less than those expe-
riericed by other comparable states,

whether they operate under a fault
system or a different type of no-fault
system.” Despite inflation, he said,

Michigan auto premiums remained .
“virtually level” from 1971 to 1875.

And since the last half of 1975, the
total average increase has been *about
20%.”
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Investment Profits
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Offset Firms’ Underwrltmt, LOSSBS"‘"

By FRED E. FOGARTY
Staff Writer

Florida's major auto insurance companics - .
reported heavy underwriting losses last year and

the brunt of blame was put on no-fault insurance,
unscrupulous doctors’ aud attorneys and suit-

.A . happy drivers.

But despite these. Flonda loss problems a
survey by The Fort Lauderdale News has de-
termined most insurors produced mind-boggling
investment profits in spite of inflation and re-
cession problems suffered by most segments of
American business.

Whllc auto insurors have kepl up a steady

flow of information on increasing property dam-
age. ‘and and personal huury losses, the. com-

Jpanies _haven't been . quite as vocal on profit

yields from huge investment portfolios.

State Farm Insurance Co., the Jargest i msuror
in Broward, Florida and the nation, reported

. recently it buffued .a.$90.2 million'nationwide
" oss, mdudmg a $28 mllllon dehcnt Jin Florlda in.

1975

State Farm Presxdent Robert B Rust was."f”

optimistic, however, when reporting the under-
writing loss because he said an increase of about

1S per cont in premnums llm ycm‘ wull put-the -
company in the hlm.k m !hu fmul quarter of this:
year,

i But the $902 milhon undt.rwrinng Joss was
guything but a disaster for State Farn;. since 1;,»;
also- reported ‘investment income of $213.7 mil-
lion on a $3.6 bnlllon portiollo of stocks and

‘bonds. - 1

Rep.-'Paul Slembu'g of Miami: Boach, vice 1
chairman of the state House Commerce Commit-

' ~tee that s probing insurance rates, said it's

pretty much a proven'fact that insurance cop:t{

- panies today are basically investment com-

(Continued on Page 64, Col. 1)
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~Florida Aum Inssuror Profits Probed

A —— e

(Continued l'rom Page lA)
pames
“In fact, we had an insurance
execuitive at one of our recent hear-
mge who admitted insurance com:

panies are just conduits for money,” -

he said.

And the Miami Beagh Democrat i IS;
cven morg ‘outspoken-on’ continued’
rate increase requests that are bmng
filed to cover underwriting, logses.,

“In -today’s business chma!e
many companies arg cutting ex-

_penses and fighting inflation, but .

what amazes me is insurance pe0pgq;
arg trying to recoup their losses in g

" matter of a few months hy qlmply :

rmsm;, their rates,” he said\" . _.

+Sen. Jon Thomas of F’Qrt;
Laudordale adds: “Somenmes you
wonder whether the state |§’ rpnmng

the msuruncc show m Florlda o 1he :

companies.’ ’

* While Thomas is dlreumg hx§ leg-;
i{lauve cffop:. towards stronger con-
trols in the 'title Insurance business't
the Fort Lauderdale Democrat said
he’s had 1o square off frequently with
the state's strong insurgnce Jobbylsts
op new legislative propqsals A

" State Farm is just one of the 250
companies writing auto insurance inf
Florida, hut there are other major

u)qurors who are show:pg high losses .
and handsome investméal profitg..ii -

¢ "But at least one of the state's mp

fwc insurors ‘is splitting 'up invest- <
ment profits with pohcyfal ers gven s
though it suffered an $& million’ se; -
~ back in lhls state last’ yeﬂr Lo

t United ‘;erwccs,/\umv,\qsoqatin
of San Antonio, Texas; i’ “the kate' B
fifth largw( insuror aml m gremlum
“volume in'1975 was abot $2 mllllm)f
Although the company sum;od an $81
million setback last year, It still paid;
each policy holder- 10 per c@m
dwldcnd e AN

“net profu each year with polu.y
Y

Col. Kennezh Chaxbmmeau the’
company's Florida manager < with
headquarters” in Tampa; . aald the
company is-one of only a fow in lha»
nation which splits nearly. glt of jts-

tholders . . m S

¥,
Charhunneau “said (he compahy
was. formv.d in lO‘S by a groua pf'\;.

< /.'> > far



Insu‘i‘ance

P A R L e S R gy

. Staff Writer .

~ Broward motorists have fewer dccidents’ than other Floridians, but are
digging deeper to pay soaring insurance premiums.

The paradox is rooted in the provnsrons of Florida’s no-fault msurance
law, which has both motorists and insurors reeling fraom economic stress.

In 1975 Florida's insurance companies paid out an estimated $600 million

in personal injury and property damage claims..And before 1976 expires,
claims payouts and premiums may climb a few more notches.

But ‘behind thé Florida -insurance fiasco are questronable claims,
mystériously high medical and hospital expenses, and soaring costs in auto
~ replacement parts.

~ Caught in the middle of this vicious merry-go-round of soaring and
questionable claims and unregulated prémiums is the consumer. He's been -
promised lower rates by improving his driving habits, urged to shop for -

insurance bargains. and other non-productive suggestions.
While Broward drivers have improved thejr highway safety record with

‘a 6 per cent decline in accidents during 1975, premium rates have ’ o

skyrocketed by as mich as 50 per cent for some drivers. . . "

But insurance company files reveal numerous inequities and abuses in

. the Florida no-fault system whtch has helped put the fmancml squceze on
Broward motonstst ) :

Y

~

{.'?./, /.ln/:?r' r.«";'r /fﬁ /{/ﬂ/{) <

Premmms Soar

e ““By‘ 'FRED'E! ‘FOGARTY‘*""’“'" e Accordmg to-various-instrance company records; 'here’s-howw somie=of ks
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your premium dollars were spent in Broward:

@ ‘A Fort Lauderdale claimant made 130 trips to a local chlropractor at-

$9 a visit to top the $1,000 minimum threshold in order to file an injury
claim. His injury resulted when his 1972 Dodge rear-ended a Toyota at five
miles an hour. The police report said: no injuries and $50 property damage.

o Another Fort Lauderdale claimant who asked the insuror for $3,500
for personal injuries submitted a medicat bill for $2,200. Insurance files

- show that he was treated by five doctors for everything from a cervical

sprain to post-nasal drip. , -

e A major insurance company ordered a claimant, who had filed a
£10,000 suit, to be examined by an mdependent doctor. The doctor’s report

said: ‘If claimant would stop wearing all of those corrective appliances,
- she'd get well immediately.” '

While the consumer keeps riding the premium mcrry-go-round, neither

the Florida Insurance Department nor the 365 companies writing auto .
insurance in the state have taken any noticeable action to correct the

abuscs, .
Fort Lauderdale attorney Ray Ferrero, chairman of the auto insurance

: subcommitteé .of the Florida Insurance Task Force, scoffs at clatms by

insurance carriers of widespread fraudulent claims.

“We've asked them for documentation of fraudulent claims, but thcy i

" (Continued on Page 2B, Col. 1)
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. DEVASTATING’

“EXCESSIVE RATES . .

nsurance Industry Accused;

of ‘Overreach’

By SAM HOPKINS
. 'l‘heimuranceindmtrywaschasﬁzedbya
fpdezta} official here Thursday about unjustified
rate increases and warned that “overreaching is
dangerous,”

“Past economic difficulties aside, excessive
rates to the consumer’s detriment will be politi-
cally devastating,” declared J. Robert Hunter,
acting federal insurance administrator with the
Department of Housing and Urban Development.

In a speech prepared for delivery to the
Atlanta Association of Independent e‘iynsurance
Agents, Hunter said that “last year’s 25 per cent
increase in private passenger auto liability
insurance may have been needed, but the rate of

change is beyond the inflationary rate which has -

::aendroppmg in response to a variety of fac-
ors.

“No one,” he added. “has a greater stake
than the (insurance) industry in avoiding the

stoking of the fires of inflation, but the use of .

exponential curves in trend projections, thus
assuming that inflation will never end and in-
deed increase, is not only unjustified by the cur-
rent facts but may amount to a self-fulfilling
prophecy.”

Hunter further charged that “some of the
rating procedures we see today might well have
been devised by a science fiction mind, rivalling
some of Stanley Kubrick’s greatest flights of
fancy.”

He said it is “becoming increasingly appar-

" ent that liability insurance—or the lack of it—is
becoming a a national problem . .. While no-
fault and malpractice have become common
terms, graduaily we are hearing more about the
problem of others who have traditionally relied
on liability insurance to protect themselves from
financial disaster. . . .

“Thus, the rates charged those in profes-
sions other than medicine, most notably archi-
tects and engineers, are also rising rapidly.
Local governments are finding that it is increas-

Ww7ite

ingly'difﬁcultoremensivewhymm

covering their police departments and other 4

municipal activities.”

Hunter said that as a result of increasing
lawsuits claiming injuries, insarance companies
“have raised their rates to levels unheard of just
five years ago or have severely resiricted the
kinds of coverage they will provide.”

He added that it has become “crystal clear
that the impact of the unavailability or the high
cost of liability insurance also falls heavily upon

the general consumer and that the medical mal-

practice and products liability insurance crises
have serious implications for the economy as a
whole.” o

Hunter said that “if any proof were needed
to illustrate the retaliation of the insurance-bay-
ing public to exorbitant rate increases, one has
only to look at what is happening in Michigan.”

He said that last May an affiliation of doc-
tors filed a formal petition with the Michigan

insurance commissioner against the entire mal-
practice insurance industry, demanding stricter
regulation of malpractice writers “by means of
full disclosure of income, expenses and profit
and loss, and an accounting of all investment in-
me.n .

The petition also charged the insurance
industry in Michigan “with realizing an un-
reasonably high rate of return from insuring
physicians,” Hunter said,

He added that while the charges were
“vigorously denied by the industry, the petition
apparently was well received by the Michigan
Insurance Bureau, which has now promulgated
nearly all the stricter ing requirements”

proposed by the doctors.
Hunter said that more available information

- about the insurance industry is needed by state

agencies for better regulation.

“Meaningful insurance data,” he added, “is
the closest thing to a perfect vacuum that man
has ever created.” ;
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. ‘Hunter Blasts Insurers

On Ratemaking Procedures

At Auto Insurance Hearing

NEW YORK —J. Robert Hunter,
Acting Federal Insurance Adminis-
trator, criticized the raternaking prac-

tices of insurers during testimony at |

a hearing held here by the New York
senate committee on insurance. The
committee is investigating charges of
high rates and unavailability of auto
coverage in the state,

In response to questions from the
committee chairman, Sen. John
Dunne, Mr. Hunter said: “Ratemaking
is part fact and part fiction. Some of
the ratemaking procedures we see
used today could have been devel-
oped by some of the great science
fiction minds—someone like Stanley
Kubrick, for example.”

Mr. Hunter, who is an actuary, said
that some of the rate reguest filings
he has seen recently have used trend
factors that are unjustifed by the
data submitted to support them. He
said one request he saw used an ex-
ponential curve trend line when, in
his office’s opinion, a straight line
trend should have been used.

“Using the company's method, the

data supported a 409 rate increase,” '
when |

Mr. Hunter said. “However,
our straight line trend factor was

used, we determined that the com-'

pany should decrease its rates by
3%, a significant difference.”

Mr. Hunter also took issue with
the economic projections being used
by many insurers in their ratemaking
procedures.

- “Many insurers are stxll projecting

Cont’d on Page 41

Cont’d from Page 1
future losses on the basis of increas-
ing rates of inflation—despite the
fact that inflation seems to have
flattened out,” he said.

Qualifying his statements some-
what, Mr. Hunter told the committee
that there were several “legltlmate"

- methods that could be used in de-

te}rnmmg rates, with room for honest
differences of opinion.

i the black—if not this year, certainly

Profits Predicted

Many companies are using more
conservative ratemaking procedures:
today, he said, because of the severe
losses in both underwriting and in-
vestments sustained by the property-
casualty business over the last couple
of years.

The more conservative ratemaking
procedures and the rate increases be-
ing granted, according to Mr. Hunter,
should improve the finanial position
of insurers in the near future.

“I think we'll see underwriting in

next year——and profits will rise dras-
tically to all-time highs.” Yet, he
charged, “the underwriter acts as
if we were still at the bottom [of the
recession].”

| to automobile insurance

Another aspect of ratemaking at-g
tacked by Mr, Hunter was the use:

of “percentage loads” for expenses. |
“People pay dollars, not percentages, !
and that’s the way [mcreases] should
be looked at,” he said. ‘

The percentage load for expenses
is unfair, according to Mr. Hunter,
because the high risk policyholder is
contributing more to defray overhead
than the lower risk policyholder.
“As far as I know,” he said, “the’
same amount of light falls on both-
policies.” ‘

He also questioned using percen-

tages of rates for determining ex-
penses and profits from another view-
point. “If expense and profit dollars
are tied to loss dollars,” he asked,

“what’s the incentive for loss preven-

tion?”

When asked by the committee how
the various states could oversee the
vagaries of different insurers in their
rate request filings, Mr. Hunter re-
sponded that the problem was im-
mense—and practically impossible
due to the number of companies li-
censed in each state.

However, he told the commxttee
that the New York insurance depart-
ment handled the problem very well
and recommended that the committee

place its trust in the department, i

“You have,” he told the legislators, |
“the finest department in the coun-
try.” ‘

Also appearing before the commit-
tee hearing was New York Superin-,
tendent Thomas A. Harnett.

Responding to a comment made by
Sen. Dunne that there had been a
“public outcry for adequate explana-
tion” of the recent rate increases, Mr.
Harnett said:

“At the outset, I state categorically
that it would have been easier and
more popular for me to have said ‘no’
increases.
However, that would have been ir-
responsible and would—in the long
and short run—have been ruinous
for the public and the insurance com-
panies.

“Such negative action could have
resulted in insolvencies of insurers
and deprived the public of its full
contractual rights provided by the
policies.”

Bolstering his argument, the super-
intendent reported that “from Dec.
31, 1972 through Dec. 31, 1975, the
total policyholders surplus of New
York licensed insurers declined from
$21.1 billion to $16.9 billion, or 20%,
while written premium volume was
growing from $31.6 billion to $39.7
billion, or 25%.” At the end of 1973,
he said, “the ratio of premium wri-
tings to surplus for all New York
insurers thus stood at the dangerous .
level of 2.35 to 1.” i

Mr. Harnett also disclosed his ideas
on how to increase availability of
auto insurance in the state,

“Adequate premium levels, coupled
with a market recovery, which
would increase surplus, are the re-
sponsible formula for open insurance
markets,” he said. “It would be an
invitation to insolvency for insurers
with reduced surplus to take busi-
ness which would result in still
higher multiple premium to surplus
ratios.”

Noting that finding solutions to the
auto insurance market problems in
New York is a difficult task requiring
input from the legislature, the in-
dusiry and consumers, Superintend-
ent Harnett suggested that the sen-
ate committee work with a special
task force for auto insurance estab-
lished by the department in seeking
to form a special statewide panel
similar to the recent governor's panel
on malpractice insurance.

The task force, The National Un-
derwriter has learned, met last Fri-
day with senior executives from the
top 40 or 50 companies licensed to
write auto coverage in the state.

It was one of a series of meetings
the task forcé has held with produc-
ers and company personnel around
the state to seek suggestions on how
to solve the state’s auto insurance
problems.

Several industry representatives °
also testified at the hearing. Details
of their testimony will appear next
week.
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V, THE VARIETIES OF NO-FAULT

YPure' No-Fault

There are three general types of no-fault plans, given various catchy names
by their advocates. The type called "pure" or "total" promises to pay all economic
losses to all victims of all automobile-related accidents, and totally abolishes all
general damages and all rights of the victim except pocketbook rights. This plan has
received little public acceptance, has few active proponents, and has no chance of
enactment in any legislative body. It simply costs too much. If the U. S. Depart-
ment of Transportation studx‘"Economic Consequences!' has any validity at all, the
"pure'" plan would have to double the premiums. Even the most extreme advocates who
still champion the "pure'" plan want to add impurities by limiting the wage loss to
specified ceilings per month with further limitations on the totals. Survivor's losses
and replacement-service losses are likewise capped. Medical costs are usually left
unlimited, because, in the nature of things, medical care is self-limited. The
catastrophic injury cases reach a point where no additional medical treatment will do

any good, or the need for treatment is terminated by death.

"Moderate'" or '"Genuine'' No-Fault-Thresholds

The type of no-fault plan generally called "moderate" was named ''genuine'
no-fault by the Senate Committee on Commerce of the 93rd Congress. In order to be

" "
genuine,

a no-fault plan has to strip away fundamental natural rights from innocent
victims of the lawbreaking, reckless driver. The supposed justification is cost.
Benefit levels vary among the many different subtypes, but all benefits are capped or
limited, There may be separate ceilings for medical expense and for wage loss, or a
combined ceiling for all losses, coupled with internal limits on wage loss, replacement-

service loss, survivor's loss, and funeral costs, The benefit levels are usually high

enough so that the payment of the economic loss of all victims, up to the specified
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ceiling amount, would cost more than the total payments under the tort system. In order .
to reduce the cost to something near present premium levels, money has to be found .
somewhere and put into the loss pool so that the bad drivers can be paid their pocket-
book losses with the money taken away from the good drivers.

Under the tort system, the good driver has a right to recover general damages for
his disability, disfigurement, loss of enjoyment of life, and agony. Those rights do
have value, and that value is great enough to pay the pocketbook loss of the light-
crasher or wrong-side driver who causes the injuries. The phrase commonly used to
justify the injustice is, "Someone has to sacrifice." Note that the only one who
would sacrifice is the completely innocent injured victim. The wrongdoer has no claim
of value and gives w nothing,

In these moderate or genuine plans, the abolition of rights is not total., A
few victimsrwill retain their rights, provided they can climb over a ''threshold"

which separates them from their rights., It is sometimes said that thresholds are

intended only to get rid of "nuisance" claims or small claims. The word '"small" is
deceptively used. Thresholds are designed to abolish the rights of 90% to 95% or more
of all victims. One would think that any permanent injury is more than a nuisance
and more thah "small," but, under S$.354, it takes an injury both serious and permanent
to surmount the threshold.

There is an obvious correlation between benefit packages and thresholds. A
high benefit level will require a high threshold to keep costs reasonably even. Low
benefit levels will not increase costs much, and the cost-reducing threshold can be

correspondingly low.

Add-On No-Fault

The third type of no-fault plan is called "add-on." It is sometimes called

"phony" no-fault by American Insurance Association spokesmen. This is the type of

no-fault which has been in existence for many years in every other nation of the free

world. All other countries have a multiple system in which all victims, right or
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wrong, receive some level of wage-continuation and medical-care benefits. 1In addition,
the innocent victims are entitled to full compensation under tort systems which exist

all over the world. Most of these plans in other nations pay the no-fault benefits

out of govermment funds (such as national health plans) and rely on the private market

to provide the tort liability insurance, If is cheaper that way, because compulsory
government funds eliminate sales and other costs, and normally pay out 90¢ or more of the
premium dollar. Private insurers pay far less because their costs are much higher.

There is no reason, except the economic one, why the private insurance industry
cannot operate an add-on system in which (1) the car-owner buys scheduled no-fault
benefits for himself and his passengers, payable regardless of fault, and (2) the
innocent victim recovers full compensation from the lawbreaker. It is sometimes
asserted that add-on plans have to cost more than tort plans because more victims
receive benefits, That is not true. They cost no more, and often cost less.

A more accurate name would be'add-on, take-off plans! The innocent victim
receives his contract no-fault benefits up to the specified limits, but when he seeks
a tort recovery, all of the first-party benefits he has received are deducted from his
tort recovery. He is made whole, but double recovery is notvallowed.

This means that every tort claim has a large, built-in deductible, which lowers
the benefits paid, lowers average claim costs, and reduces the tort liability premium.
In addition, the practical experience in states which have adopted add-on, take-off
plans is that many of the smaller claims drop out of the system of their own accord.
The claimant with modest injury, fully paid for all his out-of-pocket losses, finds
that it is not worthwhile to pursue a tort claim against the wrongdoer for the small
additional value of minor injury.

Massachusetts has reported a reduction of over 70% of tort claims with a.$500.00

threshold; Florida has shown a similar reduction (71%) with a $1,000.00 threshold;

1458



47~

and insurers in Delaware have reported a decrease of over 70% in Delaware residents'
tort claiﬁs with no threshold at all. The voluntary rate reductions which have occurred
in other no-fault states which have rejected the threshold approach - such as Oregon,
Washington, and Maryland - give practical proof that the mere existence of first-party
benefit payments will reduce claim frequency and total claim costs.

In most of the states which have enacted no-fault plans with no tort exemption
except set-off, and with no arbitrary threshold, the automobile-policy benefits are
primary for the most part. Workmen's compensation benefits and Social Security benefits
are commonly deducted, but payments from private insurance or from employer fringe-
benefit plans afe not, It would substantially reduce costs if the automobile-policy
health and accident benefits were made excess over the billions of dollars annually
paid out by all the other first-party systems. A proper descriptive name for the least
expensive type of no-fault coverage would be''add-on, take-off, excesd' insurance. '

It must be readily apparent that add-on, fake-off, excess no-fault would do
everything to remedy the ills of unpaid victims that the more expensive primary plans
woﬁld do, even though it might reduce the premium collections, cash-flow, and profits
of the private insurance industry. If it is true that "someone has to sacrifice," the
industry can afford it more easily than the premium-payer or the innocent victim, Such
a plar. would automatically be compatible with Social Security and Medicare, with Blue
Cross and Blue Shield, and with the entire private’health and accident insurance industry,

It would also be compatible with any National Health Insurance plan which Congress
might enact, whether an Administration plan, the Ullman plan, the Kennedy-Corman plan,

or any other.

4
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VI, HEALTH INSURANCE AND AUTO HEALTH INSURANCE

An analysis of the public need for automobile no-fault health insurance
requires consideration of health insurance presently carried by potential injury

victims., (The following numbers are all taken from the Statistical Abstract of the

United States, 1974 Edition, published by the United States Department of Commerce,

or from the Source Book of Health Insurance, 1974-75, published by The Health Insurance

Institute). By the end of 1972, 169.5 million Americans in the age group under 65,
or 91.1% of the total class of persons under 65, were covered by hospital insurance.
In addition, health insurance for the aged under Social Security furnished hospital
insurance to 21.6 million by July 1, 1973.

In the age group covered by Social Security, the Medicare program covered 20.9
million persons in 1973 for medical expense other than hospitalization. For the
population under age 65, 156;6 million or 84.27% of the entire class were covered by
surgical benefits at the end of 1972. An additional ten million in the population
group over age 65 carried private surgical-expense coverage to supplement Medicare
coverage.

Regular medical-expense coverage is carried by a substantial majority of all
Americans., For the population group under age 65, 72.3% were covered in 1972 for
in-hospital physician's services; 76.1% were covered for out-of-hospital x-ray
and laboratory exams; and 51.37% were covered for house calls and office visits.
Private-duty nursing services in hospitals, where required, were insured by 56.7%
of the population, and almost 607 were entitled to visiting nurse services under their

policies.

Increasing Health Coverage

It should be noted that there has been a steady annual increase in the number

and percentage of persons covered in every year for the past decade, both in Blue
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Cross-Blue Shield and private insurance coverage. Taking only surgical~expense
coverage as an example, the persons covered by private insurance, in all age groups,
increased from 117,.3 million in 1960 to 166.3 million in 1972 - an increase of
almost 42% in that short span of years.

In addition to the above groups, millions of Americans are eligible for
and receive medical care, surgical care, and hospital care through Medicaid; through
various state, county, and municipal welfare programs; through privaﬁely funded
charitable outpatient clinics; through veterans' and other governmental programs;
and through workmen's compensation.

An increasingly popular form of automobile no-fault medical insurance is the
medical-payments policy, which is carried as riders by about 80% of all insured
drivers. The coverage is so widely held that Milliman and Robertson's cost estimates
assume that every insured driver who carried liability insurance also carries
medical-payment and uninsured motorist additions. Most of these policies provide
for up to $2,000.00 of hospital, surgical, and medical coverage. That sum of
$2,000.00 might seem modest, but the D.0.T. studies have shown that 98% of all injury

victims have total hospital, surgical, and medical expense of less than $2,000.00
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VII., LOSS-OF~-INCOME PROTECTION

The number of persons protected by wage-continuation plans in case of
accident or illnéss is also surprisingly high. These plans are designed to
provide wage-earners with regular weékly or monthly payments in the event
their wages are cut off because of disability due to illness or injury. This
coverage takes the form of short-term or long-term protection., Short-term
policies éxtend beﬁéfits for é méximum of two years; long~term plans cover

longer periods,

At the end of 1973, according to the Statistical Abstract, 1974, the total

national civilian employed work force was approximately 88 million persons.

According the 1974-1975 Source Book of‘Health‘Ipsurance, nearly 62 million

had short-term income protection, defined as income-continuation benefits up

to two full years. The number of persons who also had long-term protection,
for periods beyond two years, was an additional 14 million, The disability-
income protection came from insurance-company disability insurance, formal
paid-sick-leave plans, and coverage through union-contract fringe-benefit plans
and other employee-organization group plans, This means that of the total
civilian employed labor force of 88 million, there is disability-income protec-
tion now in force, exclusive of any automobile insurance, for 86%. In additionm,
a substantial number of automobile accident victims injured in the course of
their employment will be covered by Workmen's Compensation benefits excluded

in the above calculations,
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A very small number of persons suffer enormous individual losses in
automobile accidents each year, and their losses afe not sufficiently
compensated now by any of the multiple systems paying first-party or third-
party benefits., The single most forceful demand made by all the advocates of
extreme no-fault plans is thaﬁ the system must pay all of the losses of the
most caﬁaétrophically damaged victim. This argument, because of its persistence

and importance, demands special analysis.
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VIII. ECONOMIC 10SS NUMBERS - HOW MANY LOSE HOW MUCH

The construction of a rational plan for compensating the basic needs of
automobile accident victims requires accurate data concerning the number of
victims and the distribution of loss levels. 1In hearings before the Senate
Committee on Commerce on February 6-7, 1973, dealing with Senate Bill 354 bf
the 93rd Congress, a Vice President of State Farm Mutual Automobile Insurance
Company, Mr. Thomas Morrill, submitted a chart showing the percentagé of
victims sustaining specific levels of "economic'" loss. The term, in that
testimony, included medical expense, wage loss, replacement-of-services loss,
and survivor's loss in death cases, but excluded property damage. ‘The chart
figures state that:

1. 89% of all victims lose less than $1,000.
2. 96% of all victims lose less than $2,500.
3. 98% of all victims lose less than $5,000.
4. 99.6% of all victims lose less than $10,000.
5. 99,94% of all victims lose less than $25,000.
6., 99.987 of all victims lose less than $50,000.

The charts submitted by State Farm Mutual Insurance Company also dealt
with the issue of total economic loss, stating what "portion of total economic
loss" would be recovered at various levels of first-party benefits paying the
first dollar of loss without deductibles or waiting periods. The information

is duplicated below:
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First Dollar Coverage
with Per Person Limit

Limit Portion of Cases Portion of Total
Compensated in Full Economic Loss Recovered
$1,000 89% ‘ 55%
2,500 96% 73%
5,000 - ; 98% 85%
10,000 99.6% 937%
25,000 99.947, o - 97%
50,000 : 99.98% | o 99.4%

How accurate are the above numbers? They are just as accurate as the

D.0.T. study, '"Personal Injury Claims) on which they are based. '"Personal
Injury Claims" was a survey of the claim files of sixteen insurance companies
in nineteen states, which were closed in a ten-day period beginning October 27,
1969, The percentage of claimants sustaining loss at certain levels, as
charted above, corresponds to Table V-8 at p. 50 of "Personal Injury Claims.”
The numbers are necessarily incomplete. They cover only the losses of paid
claimants, and cover only the economic losses to date of settlement. The
study itself notes that even after excluding one-car accidents, only about
65% of persons with '"serious'" injuries made any tort claim, and the percentage
is probably lower than that in the class of "nbn-sefious" claims.
(P.1I.C. p.42, citing "ﬁconomic Consequences," p.50).

In the closed-claim survey, 26,435 claims were paid (p.10) and 7,334 were closed
without payment (p.9). That is, about 78% of the claimants were paid. If it be trta

that only 65% of injured victims make a claim--excluding single-car accident
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victims~-and 78% are paid, then it follows that the "Personal Injury Claims"

study, surveying only Bgig.claimants, deals with only 50% of the injured
victims in multiple-car or car-pedestrian collisions.
This does hot, by itself, condemn the accuracy of the figures. There
is mno réason to believe that the whole class of unpaid victims sustain
injuries and losses which differ significantly from those of the paid claimants.
The exlusion of single-car victims should make some difference in the accuracy
of the tables, however. There is reason to believe that the average loss may be
higher in single-car crashes than in multiple-vehicle cases, because the single-care
accidents occur more often at high speed with a correspondingly higher severity

of injury.

D.0.T.'s Flawed Figures

The flaw in the personal injury claims study which will necessarily
produce an understatement of total loss is the fact that it tabulates only
economic losses '"to date of settlment.'" This would not significantly impair
the accuracy of the loss figures in the smaller loss categories. Where injuries
and losses are of limited duration it is rare that the claim is settled and paid
until the victim has terminated his treatment and has returned to work.

The statement that 96% of all vitims have total economic loss of less
than $2,500 should be reasonably accurate. The corresponding statement that
99.4% of all victims have losses of less than $25,000, and that the aggregate loss -
of this class is 97% of total economic loss, is necessarily invalid. The
statistical device of calculating loss only to date of settlement means that a
large amount of future wage loss in death cases and permanent disability cases
will be excluded. The Personal Injury Claims study itself warns of the discrepency,

saying, at p.28: "It is clear, therefore, that 'economic loss' as defined for
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this survey is not actually 'total economic loss.' It excludes a major
element . . . future lost earnings. TFor the seriously and fatally injured,

another study found future lost earnings to constitute 637 of their total

economic loss exclusive of property damage."

The closed-claim survey goes on to say that some future losses could
be calculated. Total economic loss, including future wage loss, excluding
property damage, was $5,815,000 for fatality cases, compared to measured
loss "to date of settlement" of $997,800, The total loss, as defined, for
permanent disability cases was $3,198,000 compared to "loss to date of
settlement" of $323,400. That is to say that in permanent disability and
fatdlity cases, the exclusion of future lost earnings meant that only
$1,321,200 of the actual economic loss occurred before the "date of settle-
ment' and $7,691,800 after that date in the cases surveyed. In the most
serious class of cases, about 157 of the actual loss is tabulated and

85% is excluded! These catastrophic cases are few in number, but large in

dollar volume,

What other sources of information in the many D.0.T. studies can be
used to construct a more accurate profile of loss categories? The D.O.T.
final report, '"Motor Vehicle Crash Losses and their Compensation in the
United States)' refers to "unpublished data" to support the statement that
there are annually 3,750,000 persons in the cass of non-"serious" injury
(using the definition of "serious" given in "Economic Consequences').
This large class has no members sustaining loss of over $1,500. The averageA
loss for the whole class is said to be $224 each.

An additional source, ofvsome value but of doubtful accuracy, is the

Department of Tramsportation's data on "seriously" injured victims, as
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defined, published as "Economic Consequences of Automobile Accident
Injuries,”

This study took a sample of 1,376 accident victims and extrapolated
it to a theoretical universe of 513,000 fatality and '"serious injury'" cases
per year., An injury was classified as serious if the victim had two weeks
of hospitalization; medical costs excluding hospital costs of $500; three
weeks of missed work if employed; or, if not gainfully employed, six weeks
of missed normal activity. The authors stated that the criteria for serious
injury were "arbitrary at best, and one can anticipate some classification
error." ("Economic Consequences," p.l7).

Future losses in the study were based on the respondent's answers to
a questionnaire, giving an unverified estimate of future medical expense,
Future wage losses were derived from the respondent's estimate of the extent
and length of his disability. The authors warned against the ''speculative"
nature of the projections of future losses and cautioned against memory
error, response error, sampling error, and classification error, all of which
produced a study providing "more precise estimates of averages and ratios
than of aggregates." Unreliable as the data may be, however, this is the
only study of futﬁre losses available, and the Department of Transportation
has widely publicized the doubtful estimates of aggregate victims and losses.

The projections of the sample conclude that 513,098 persons (out of an
estimated class of 4,2 million total injured persons per year) should be
‘classified as serious-injury or fatality cases. The serious and fatality
classes are estimated to sustain an aggregate economic loss of the type called

"personal and family," discounting future losses, in the annual amount of
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$5,126,595,000; which means an average loss per victim of $9,991,00. (See
"Ec. Con." Table 31 FS 1 at p.277). '
A table can be constructed collating the data stated in the Department .

of Transportation's final report for'non-serious" injuries, data from '"Per-
sonal Injury Claims," and data from "Economic Consequences." This table will
show the speculative total number of auto accident injury victims in each
category of economic loss, the average loss for each persoﬁ in the category,
and the total loss which each category sustains if the assumptions of the

various studies are accurate.

D.0,T. ESTIMATES--1967
NUMBER OF PERSONS
SUSTAINING ECONOMIC LOSS

. Number of Percentage of

Class of Loss Persons Total Persons Average Loss Totals of Loss
Not "Serious

or Fatal" 3,750,000 88.00 $ 224 $ 840,000,000 .
"Serious/Fatal"

$1-499 28,021 0.70 332 9,302,972
$500-999 54,994 1,30 762 41,905,428
$1,000~

1,499 63,843 1,50 1,251 79,867,593
$1,500- _

2,499 108,606 2,50 1,945 | 211,238,670
$2,500~

4,999 121,341 2,80 3,486 422,999,766
55,000~ -

9,999 59,723 1.40 6,650 397,157,950
$10,000-

24,999 31,417 0.74 16,459 517,092,403
Over $25,000 45,153 1,06 76,341 3,447,025,173

TOTALS 4,263,098 100,00 $5,966,589,955




The discrepancy between the "Economic Consequences' data and the
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"Personal Injury Claims' data is small respecting percentage of claimants,

but large respecting percentage of total loss, Where ""Claims'" says that

99.9% of all claimants sustain no more than $25,000 in loss, comprising 97%

of all loss, "Consequences'" says that 99% of all claimants sustain a loss

of less than $25,000, but this is only 42.5% of all loss., A complete table

of loss, according to "Economic Consequences' data, can be computed as

follows:

PERCENTAGES OF PERSONS
SUSTAINING PERCENTAGES OF LOSS

Class of Loss % of Persons Cumulative % of Loss Cumulative
% of Persons % of Loss

Under $999 90 15

$1,000-

2,499 4 94 5 20
$2,500-

9,999 4.2 98.2 14 34
$10,000-

24,999 0.74 98.94 8.5 42,5
Over $25,000 1.06 100 57.5 100

Paying Losses: Tort Liability vs. No-Fault

If the data in "Economic Consequences'

is reliable, then the great bulk

of all economic loss lies in a very few cases where future wage loss is huge.

This poses a dilemma. If the numbers are correct, '"'moderate" no-fault plans

will not pay the enormous loss.

At the same time, if the numbers are correct,

the premium required to pay the losses will be so multiplied over present
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rates that the Américan motorist will not tolerate the increases; A system
will obviously not pay the catastrophic losses of a few victims--17% of

all those injured--if the system pays only wages losseé incurred within

one, two or three years; or if the system permits or mandates arbitrary’waée-
loss limits as does S.’354. It is curious that the supposed justification
for grandiose no-fault plans is the huge wage loss of very few yictims,

but no plan proposes full payment of those huge estimated future wage losses

because of the prohibitive cost,

Toért Liability System Compensates Only the Innocent

A fundamental fallacy in the argument claiming a great need for no-
fault is the assumption that the tort liability system is the primary system
for the payment of economic loss. It is not. Tort liability does pay back
to innocent victims their pocketbook losses, as well as general damages,
but there are other first-party or no-fault insurance and compensatién
systems specifically designed to pay economic losses to accident victims,
regardless of fault or kind of accident. Congress should be aware that the
total payments from all the other first-party or no-fault compensation
systems are substantially larger than the economic-loss repayments from the
tort liability system, This result should be expected. The tort system
is designed and intended to make the guilty wrongdoer bear his own loss,
Blue Cross, Blue Shield, wage continuation, and health and accident insurance
plans are intended to pay the guilty as well as the innocent, and they are
performing creditably. The following table is constructed from data in
the appendix to the D,0,T., "Economic Consequences" study, chiefly from

table 31FS:
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1967 PERCENTAGES,
. RECOVERY OF ECONOMIC LOSS
FROM TORT AND OTHER SYSTEMS

Amount of Total Average Loss Average Ratio of Ratio of Ratio of

Economic Loss in Class Recovery - Recovery Recovery Recovery
To Loss from Tort from Other
/ (%) (%) Systems

Under ‘

$2,499 $ 1,330 $ 1,888 142 68 74

2,500-

4,999 3,486 3,520 101 40 61

5,000- ‘

9,999 6,650 5,310 80 31 49

10,000

24,999 16,459 9,364 57 24 »33

Over Eg 5 23

25,000 76,341 21,641 ) 23 28

It is apparent that in every category of loss, the average injured person
sustaining loss recovers a higher percentage of his loss’from other compensa~
tion systems than he does‘from the tort system, It is also true that the
average victim sustaining a loss totalling $5,000 already recovers his
average loss in full from the existing combination of tort and other systems.
This group comprises about 967 of all paid claimants. This means that
primary automobile no-fault benefits will impose unnecessary and wasteful
premium burdens on the vast majority of injured motorists, already well
protected by existing coverages.

The average victim in the class sustaining losses between $5,000 and
$10,000 also recovers enough of the loss'(80%) so that additional insurance
to duplicate the recovery is not economically justifiable, Victims in that

very small class sustaining economic loss between $10,000 and $25,000,
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averaging $16,459, do not recover as gréat a percentage of their loss, One
reason 1s that many states require on1y7$10,000 as minimum bodily-injury
liability coverage, and many of the first-party benefit systems have ceilings .

for both time and total amount, The amount of additional no-fault insurance
required to take care of the average victim in this small category is modest,

A combined benefit package of $5,000 would to the job adequately:

Class of Average Average Tort Average Other If $5,000 % of Recovery

Loss Loss Recovery Recovery No-Fault
Added
$10,000- $16,459 $3,940 $5,454 $5,000 87.5
24,999 ,

Compensating for Catastrophes

All compensation systems falter when the level of loss exceeds $25,000.
This is the level where the class of victims is said to number just 1% of
all injured victims. The bulk of the estimated loss of this class consists ‘
of future wage loss or survivor's loss of future support, Senate Bill 354
collapses its benefits when loss reaches these levels. Maximum wage-loss
benefits required by state minimum statutes total only $15,000 and maximum
survivor's losses can be as low as $5,000. In order to pay the losses of
this 17 class, all benefits would have to be unlimited, for life., 1If the
estimates of "Economic Consequences'" are true, then 42.5% of all benefits
paid under a no-fault system would be paid to this 1% of very serious injury
or fatality cases. If 42,57 of the loss dollar were expended for this group,

then 42.5% of the premium dollar would be attributable to their losses.

Disregarded-signal, Wrong-side and Single~-car Crashes

At this point, thoughtful consideration should be given to the kind of

\

driving that produces the catastrophic injury. The general estimate found ‘

throughout the studies on automobile compensation is that one-third of all
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injuries come from single-car apcidents. Data on fatalities on the Inter-
state Highway systems shows that more than half of all fatalities occur in
single crashes with off-highway obstructions or in single-car rollovers at
high speeds. Single-car accidents as a class produce a higher proportion
of serious injuries than two-car collisions. A fair estimate would be that
407, of catastrophic injury and fatality arises from single-car, loss-of-
control accidents. The tort system is not intended to provide compensation
for the self-injuring driver.

| The kind of driving which causes serious or fatal injury in multi-car
collisions was investigated in one D,0.T. study called '"Price Variability in
the Automobile Insurance Market.'" The authors, Professors Brainard and
Carbine, investigated the open claim files of major liability insurers to
‘see what kind of cases had produced losses and injuries '"reserved" by the
insurer for more than $20,000. Analysis of the types of crashes involved in
these cases shows that half of them were head-on collisions in which one
driver was on the wrong side of the road. An additional one-fifth were high-
speed intersection crashes where one driver disregarded a light or a stop sign.
The lawbreaking driver would not recover under any tort system, even a
comparative negligence system.

It can be fairly assumed that with 40% of serious or fatal catastrophic
cases arising from single-car collisions, and.with an additional 36% (60% of
the remaining 60%), clearly excluded from recovery under the tort system,
at least 767% of all serious or fatal catastrophic cases are properly
excluded from the tort liability recovery pool. This accounté, of course,
for the low average: tort recovery of the whole class. The remaining one-

quarter who might make full tort recovery are limited by the assets or insurance
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coverage limits of the guilty drivers. Earlier versions of S. 354 would '

have solved this problem in large part by requiring minimum liability limits .

of $50,000, but this section has been deleted in the present draft.

Good Drivers to Subsidize Bad?

Fairness will be sacrificed if the majority of good drivers must pay
a heavy proportion of their premium dollars to fund the no-fault recovery
of the reckless, aggressive, out-of-control drivers who inflict catastrophic
injury on themselves as well as their victims. The sacrifice demanded of
the good driver is even more burdensome, and less justifiable, if his
fundamental right to recover general damages is also extorted from him to

fund the no-fault benefits of the driver who smashed into him.
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IX, THRESHOLDS - SMALL, MEDIUM, AND LARGE

The stated purpose of threshold plans is to eliminate small claims. The
stock phrase is: '"Small claims are overcompensated."

The data supporting the "overcompensation" argument is always expressed in
percentages. It is commonly asserted that claimants with émall injuries receive
"four times their economic loss.'" Perhaps it should be recalled that the scholar who

first investigated this phenomenon, Professor Alfred F. Conard, (Automobile Accident

Costs and Payments, Ann Arbor, MI: University of Michigan Press, 1964, p. 452),

pointed out that his studies did not prove overcompensation. His findings were that

a claimant with $20 in wage loss was likely to receive $100;00 in settlement, but
warned that the additional $80.00 was a fair, agreed compensation for very real pain
and temporary disability. His public opinion survey found further that most people
believed in the principle of general damages; believed that the wrongdoer should pay
for the suffering inflicted; and would resist abolition of their rights, In this

view of the matter, '"overcompensation' of economic loss really means fair compensation
for economic loss plus fair compensation for shock, aching pain, sleeplessness, and
temporary diéability.

The essential weakness of the overcompensation argument is that the total dollars
involved in small claims is such a small percentage of total claim dollars. The
percentages are high, but the actual cost is small, The word '"small" and the term
"small claim" are relative. If one half of all claims are small, and the remaining
one half are medium or large, then dollar values can be investigated.

The U. S. Department of Transportation study "Automobile Personal Injury Claims"
found that 56% of all paid claimants received a total payment for medical loss, wage
loss if any, and general damages of less than $500.00. This whole class of claims under

$500,00, more than half of all claims, received in aggregate only 7.8% of all claim
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dollars paid out, Elimination of the portion of that payment which goes for non-
economic loss should reduce total claim payments by something between 5% and 6%.
This will be only a theoretical reduction if any significant number of claimants
fight back by overtreating to exceed the threshold., Claim-handling costs will not
be significantly reduced.

The claim still has to be surrounded with paperwork to open, adjust, evaluate,

pay, and close it,

From the consumer's standpoint, a 5% reduction in the premium for bodily injury

will be only $2.00 to $3.00 a year for many drivers in many states. Their rights are
worth more than 25¢ a month. The bargain is not worth the price..‘

In any event, the insurance industry is the last group who should complain
of "overcompensation." The industry determines tﬁe compensation. These cases do
not go to lawsuit or verdict. In most small claims, no lawyer is ever hired, or even
consulted. It is the insurance claims adjuster who negotiates the value and makes
the agreement. If claims adjusters are overpaying claims, it is up to the industry

to retrain and control them,

Thresholds Eliminate Most Claims

Threshold devices are not really intended to eliminate only the 'nuisance' claim

or small ciaim. The height of the proposed thresholds proves that their true purpose
is to eliminate medium and large claims as well, leaving only very large and very
serious injuries in the tort system. It should be helpful to those considering
no-fault plans to know just how many deserving claimants can be thrown out of the
reparations system by various types of monetary and injury-defining thresholdé.

The public has little’knowledge how large medical expenses really are for
different types of injury, and for different groups of citizens. Legislators called

upon to evaluate the necessity for a particular threshold level, and the equity of a
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proposed threshold, ought to know the significance of the amount selected. Un-
fortunately, it is seldom, if ever, that a legislator voting on a threshold bill has
any conception of the number of automobile accident victims who will lose their basic

rights to full compensation by reason of the dollar limit programmed in the bill,

Serious Injury

The information is available, tucked away in the appendices of the Department
of Transportation's Automobile Accident Compensation Study. In its final report,
entitled "Motor Vehicle Crash Losses and their Compensation in the United States,"
the D.0.T. (at p. 4) pronounced that "serious'" injuries were defined and evaluated in
its "Economic.Consequences'" study, and that, in addition to those injuries, there
were 3,750,000 injuries neither fatal nor "serious," as that term has been defined.

- These 3,750,000 injured persons had average medical losses of $131.00 average wage.

losses of $81.00, and average additional expenses of $12.00. These numbers are said

to be "based on unpublished data from the Department of Transportation's personal

injury study." ©None of the 3,750,000 injury victims sustained medical costs in excess

of $500.00. If they had, they would have been counted in the "seriously injured" class of
the Economic Consequences Study. |

There were four criteria postulated for the classification of an injury as
"serious" in the D.0.T. study entitled "Economic Consequences of Automobile Accident
Injuries."” They were: (1) hospitalization for two weeks or more; or (2) $500.00 or
~ more of medical costs excluding hospital cost; or (3) if working, three weeks or more
of missed work; or (4) if not working, six weeks or more of missed normal activities.
By these four criteria, a particular victim would be classified as seriously injured
even 1f the medical costs did not reach the arbitrary $500.00 level. For example, a
broken leg, such as an uncomplicated fracture of the tibia, may well be reduced or set

with only a few hours' stay in the hospital clinic or doctor's office, Plaster-cast
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protection for three months while the patient remains at home may complete the treat-
ment for far less than‘$500.00, but the extensive disability would justify the classi-
fication of "serious."

The D.0.T. estimate from its sampling techniques, as published in "Economic
Consequences," states that 452,377 persons are injured seriously each year. (This
does not include the annual toll of 52,000 to 59,000 fataily injured). The total of
452,000 "serious" injuries an& 3,750,000 "non-serious'" injuries produces a total
~annual injury class of 4,200,000,

The "Economic Consequences'" study, Volume I, classified the number of victims

sustaining various levels of hospital and medical costs in Table 32S at page 281,

The table is reproduced, in part, below:

TOTAL MEDICAL AND HOSPITAL COSTS NUMBER _INCURRING SUCH COSTS

$1 - $499 135,123

$500 - $999 ‘ . 116,011

$1,000 - $1,499 61,066

$1,500 - $2,499 61,321

$2,500 - $4,999 53,935

$5,000 - $9,999 J 18,259

$10,000 - $24,999 6,662

$25,000 - or more none in this estimate
TOTAL 452,377

The average total medical and'hospital cost per person for the whole seriously

injured class of 452,377 persons is said to be $1;610, which can be compared to the
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’ average total medical and hospital cost of $131.,00 for the non-serious class of
3,750,000 persons. The percentages of accident victims sustaining a particular level
of loss can be readily obtained by dividing the number of persons in the particular
loss category by the total number of persons injured in automobile accidents annually.
For example, the 135,123 seriously injured (as defined) victims who sustain total
medical and hospital costs between $1.00 and $499.00 constitute 3.2% of the whole number
of all accident victims., The D.O.T. puglished estimate is that only 10.8% of the whole
class of injured persons meet the D.0.T. criteria for serious injury. This means that
about 7.6% of all accident victims sustain a medical-hospital loss in excess of
$500,00. Stated another way, a total medical-and-hospital expense threshold of $500.00
as a condition for retaining a remedy in tort will abolish any right to general damage
recovery of 92.,4% of all injured persons.
‘ The exclusionary effect of various levels of dollar threshold can be tabulated

as follows:

TOTAL MEDICAL AND PERCENTAGE OF ALL CUMULAT IVE EXCLUDED FROM TORT
HOSPITAL COSTS VICTIMS PERCENTAGE REMEDY

In excess of

$5,000 0.6% 0.6% 99.4%
$2,500 - 1.3% 1.9% 98.1%
$4,999
$500 - 4.,3% 7.6% 92.47%
$999
‘ A state legislature which adopts for the citizens of its state a medical-
hospital expense threshold of $2,500.00, is saying, in effect, that 49 out of every
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50 automobile accident victims must sacrifice all of their rights to a tort recovery ‘
under the long established state law. The purpose of the governmentally imposed

sacrifice is to benefit the fortunate uninjured motorists by reducing their bodily-

injury premiums a few dollars a year. The essential injustice of this concept is that

those of whom the sacrifice is demanded are broken, battered, lacerated, disabled,

and miserably suffering through no fault of their own.

The basic fallacy of any threshold is that it is essentially, unalterably
unjust, It is designed to shear away the rights of a minority - the innocent victims
of the misconduct of others - for the benefit of these who violate the traffic codes
and the rules of the road. It is a type of seizure of human rights by eminent domain,
without compensation. The supposed benefit to the sacrificial victim is that the

system will "give'" him nothing. The insurance benefits he gets will be those he has

bought and paid for., Indeed, under most no-fault plans, the driver must buy tbe .
benefits from private industry, at the industry's non-bargainable rates, or pay a
criminal penalty.

Dollar thresholds are not the only devices invented to sacrifice the right to
general damages, though the fixed dollar limit is far and away the favorite device of
the insurance industry's computer programmers., It is obviously simpler to evaluate
numbers than it is to evaluate human suffering.

Some no-fault plans do recognize that there is no valid correlation between
the cost of the medical treatment of an injury and the misery produced by that injury.
It may cosé far more to save and rebuild a torn-up leg than it would cost to amputate it.
It may cost far more to treat a fracture than it costs to treat torn cartilage, but the
torn cartilage may well produce much greater long-term disability. Further, it is the

recognized ethic of the medical profession to charge low fees to the poor and higher I
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fees to the weathly for the identical treatment. The inner-city clinics charge their
patients at lower rates than those charged by the prestigious private clinics. It

is not an American ideal that the rich man's broken arm is more worthy of compensation
than the poor man's broken arm, simply because the high-priced medical service the

rich man may obtain will carry him over the dollar threshold.

Verbal Thresholds

The device employed to soften the inequity of the dollar threshold is the verbal
threshold. Certain types of injury are described as meritorious, with all other
injuries deemed unworthy of consideration.

S.354 employs wholly verbal thresholds, The traditional right to general
damages is retained if the victim suffers death. In most cases, this exception will
be meaningless, The vast majority of wrongful-death statutes limit recovery to
pecuniary (or economic) loss in any event. Another threshold is disfigurement, provided
the disfigurement is both permanent and "serious.'" Token recognition is given to
temporary disability. In order to pass the threshold with a temporary disability, the
victim must suffer such overwhelming injury that for no part of any day for a period
of three months (90 continuous days) can he perform any substantial part of the duties

~of his occupation., The test is based entirely on the physical capability of the injured
man, without reference to the important question of whether his employer would allow
him to work a minuscule schedule., If the workman is found capable of working an hour

a day, three days a week in the twenty-sixth week post-injury, then he fails to meet

the threshold teét and joins the ranks of non-serious injuries.

The comparison between the two sets of standards is provocative. Where D,O.T.
considered that three weeks of missed work would connote a serious interference with
a workingman's normal life, the proponents of 5.354 consider that 13 weeks of total
and continuous inability to do any substantial part of normal work is the fair test of a

minimum disability.
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None of the D.0.T. studies give accurate information on what proportion of all .

victims will retain any tort remedy under S.354. It is estimated that approximately
1% of all auto accident victims suffer death. As noted above, when S.354 provides that the
tort remedy for non-economic detriment in death caées is not abolished, it preserves a
remedy that, for the most part, does not exist. It will have limited application for
excess losses and for conscious pain and suffering preceding death, but these cases will
be only a fraction of 1%.

The D.0.T. study titled "Personal Injury Claims" estimated that énly 4% of all
paid claimants sustained any permanent partial disability, and about 0.2% suffered
permanent total disability. No subclassification exists to estimate how many of the
4% permanent partial disability class suffered "serious" disability. Indeed, only the

draftsmen of the bill know what meaning they intended to give to "serious."

The term
is wholly undefined in the case law, the literature, and the statistical studies, It '
will mean, eventually, what many courts and juries finally decide it means, unaided by
any recognized criterion. The same observation applies to the test of '"serious" and
permanent disfigurement, The D,0,T., study, "Personal Injury Claims," estimated that
2.5% of all claimants had some degree of permanent disfigurement, No subclassification
or definition exists to separate serious and non-serious disfigurement, Is disfigure-
ment "serious" if, in the usual activities of daily life, it does not show? A broken
thigh, followed by open reduction, followed by osteomyelitis, can leave some hideous
scars, but the scars are normally covered by clothing.

Some rough assumptions can be made. If half of the permanent disability cases
are "serious," then 2% of all accident victims can pass that threshold. 1If half of the
permanent disfigurement cases are '"serious,'" then 1.25% of all victims can pass that

restriction, It is almost inconceivable that anyone so horrendously smashed that he ‘
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could not do any work for more than 90 days a year could survive without significant
permanent disability or serious disfigurement., This threshold has to overlap the others
almost entirely, Perhaps an additional 0.5% of victims could pass. Probably not more
than one gutomobile death case in five contains the element of "conscious pain and
suffering," which would be compensable. The usual death case involves instantaneous
death, or total unconsciousness for the variable time between impact and death. 1In
neither situation are general damages permitted., The 'death" threshold might apply

to as many as 0.2% of all victims.

In total, then, S.354 preserves the tort remedy for 4,15% of the victims of
wrongful misconduct. In the words of Dean Lindsey Cowen, Chairman of the Special
Drafting Committee of UMVARA¥* on which S.354 is partly based, "Some sacrifices have to
be made," The sacrificial bodies will total about 96% of all those victims who now
have the right to full recovery.

One of the witnesses before the Senate Judiciary Committee testified that the
thresholds of S.354 could not be more fair. Dean Griswold said:

Death, serious and permanent disfigurement, other serious

and permanent injury, more than six months continuous dis-
ability ~-- reflect more than minor amounts of pain and
suffering., On the other hand, the absence of all these four
factors indicates that the likelihood of substantial pain and
suffering is small, No fairer or more practical criteria have
been suggested for separating the substantial claims for pain
and suffering the Congress had reason to preserve from the minor
claims the public interest required it to eliminate, Con-
sequently, the classification chosen by the Congress does not
violate the equal protection concept embodied in the Fifth
Amendment.

The statement that ''no fairer or more practical criteria have been suggested"
is a cavalier dismissal of at least eleven different state threshold no-fault plans
and a denial of the "Economic Consequences' study by D.0.T. In that study, as indicated

above, three weeks of disability, off the job, was considered serious instead of the

90 days of S.354,

*Uniform Motor Vehicle Accident Reparations Act 14'?1
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New Jersey has determined that a $200.00 medical-expense threshold is fair.

Connecticut has fixed a $400.00 economic-expense threshold. Michigan believes that
any "serious impairment of any body function," even though temporary, is likely to
be painful and should be compensated,

No basis exists for the assertion that, in all injuries of lesser severity than
those described in S.354, "the likelihood of substantial pain and suffering is small."
That is medical nonsense. Broken legs hurt. So do broken arms, broken jaws, broken
backs, and fractured skulls. The majority of the painful and disabling fractures permit
the victim to regain a substantial part, if not all, of his normal function or activity
in less than 90 days. Most will heal without permanent disability, Indeed, brain
contusions may heal sufficiently to permit the victim to return to part-time duty or
other activity in less than 90 days - although residual disability may persist for
several non-permanent years, A common interrial-organ injury is a rupture of the spleen, .
which requires surgical removal., Only a witness who never underwent major abdominal
surgery could pontificate that the pain is "not substantial."

The blunt fact is that the threshold of S.354 in its present form is outrageous,
The only rationalization that can be mounted for it\is i1t makes the cost of injury -

and the cost of Justice - cheap.
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X. THE CASE AGAINST DUPLICATE COVERAGE: THE POLICY GAME

Be ﬁhat as it may, the odds are two to one against the buyers of any kind of
insurance. Insurance, in its simplest terms, is simply an application of the math-
ematigs of large numbers. If it can be predicted that in a group of one hundred people,
one person will have a loss of $1,000.00, then the risk of loss for each one is $10,00.
Each person who is unwilling or unable to stand the risk of being the single loser of
$1,000.00 can pay his $10,00 share of the risk into a pool sufficient to pay
the loss. If the amount he pays (the $i0.00 in the example) exactly equals the
value of the risk, then the odds are exactly even for the group and each person in

it,

Assume now that the people in the group do not fo¥m their own pool, but instead
hire an insurance company to collect the $10.00 payment frow the 100 people and pay
the $1,000.00 loss. In almost all lines of insurance, the company doing the business
will collect double the amount of money required to pay the loss. The insurer will
collect $20.00 from each person to make up a pool of $2,000,00, It will pay the loss
of $1,000.00, but will also pay itself $1,000.00 for its expenses, commissions, and
profits. At the same time, it will invest the money in the pool before the loss is
paid, and keep the interest or profit on the investment faor itself.

The odds against the premium-payer, and against the whole group of premium-payers,
thus become two to one. The odds against the payer in the insurance market are the
same as the odds against the player inm a "policy" or "numbers" game, in which the man
who picks the lucky number between one and one thousand is paid the prize of five hundred
times his bet. The payoff to the winner is 500 to one, but the chances against
winning are 1,000 to one, giving the house magnificent odds of two to one.

The consumer should never buy insurance to cover any risk of loss if the amount

of the possible loss is small enough that he can afford to lose the gamble, It is
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economically unsound to buy collision insurance for an old used car worth only a few .

hundred dollars. It is even more unsound to buy duplicate or triplicate coverage. Every
purchase multiplies the odds. It may bevpruaeht to pay $2.00 to buy protection against a
risk of loss worth $1.00, but it {s foolish to pay $6.00 for protection against a risk

worth $1.00 in the hope ofvgetting back $3.00,'énd making a "profit'" of $2,00 if the loss

occurs,

Most Economical Coverage -

The consumer who cannot afford to stand a sizeable loss, and buys insurance pro-
tection, will do better to buy one policy with the broadest protection he
reasonably needs. Most people will do better to buy a life insurance policy covering

death from any cause rather than a series of separate policies covering death from

drowning, death from avalanche, death from sky-diving, death from falling down stairs,
and death from an automobile accidgng.,‘Hqspitalization insurance covering a hospi-
talization from any kind of sickness‘and from any kind of accident is a better buy than
a policy covering only automobile accidents, .or only bathtub accidents.

If a person already has hospital insurance, medical insurance, and wage-
continuation insurance, it is economic nonsense to compel him to buy duplicate insurance
for any specific kind of accident or illness., That kind of policy game only benefits the

house.

To Reduce Costs

The simple way to maké’cdmpulsqry no-fault benefits cheaper is to make them
. excess instead of primary. If the automobile policy is written so that it pays benefits
only after all other availablé hospital, medicél,‘and wage~continuation benefits are

exhausted, then the policy will have to be ‘ve'r‘y"inexpensive. Based on all the D.O.T. ‘
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studies, which show low levels of economic loss for the great majority of victims, it

can be predicted with confidence that four out of five would never have to draw on their
excess benefits at all, 1In effect, an excess-liability automobile health and accident
policy would make all other health and accident benefits primary, amounting to a deduct-
ible of literally billions of dollars a year.

The cost of the exéess policies, spread across the whole group of automobile
owners, would have to be very low — assuming state insurance commissioners do an adequate
job of supervising rates. Total payout should still be maintained at 50% to 60% of the
premium; if the payout is small, the premium shoﬁld be correspondingly low,

It can be foreseen that the American Insurance Association, The American Mutual
Insurance Alliance, The National Association of Independent Insurers, and The
National Association of Insurance Agents will all unite on this issue in violent protest,
A plan which saves the consumer billions of dollars will take away from the private
insurance industry billions of dollars in cash flow and reserves, and will correspondingly
diminish investment income and agents' commissions. However, no-fault carries the banner
of consumerism and social reform, and true consumer protection should be achieved at

the lowest practicable cost to the public without undue enrichment of private interests.
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XI, THE STATES AS LABORATORIES

The Final Report to the Congress and the President by the Secretary of
the Department of Transportation, summarizing its expensive study of auto-
mobile accident compensation, concludes with six specific recommendations
for changes in the legal system and the insurance system, and further proposes
a step-by-step implementation. The section captioned "Implementation'" has
been overlooked by the proponents of stringent federal standards., The final
report, '"Motor Vehicle Crash Losses,'" states at page 140:

TMPLEMENTATION, Without question, any revision
of the system along the lines outlined above would
entail major changes in existing institutions and
practices, The orderly accomplishment of such changes
would require further study, cooperation, understanding,

planning and the dedicated effort of all concerned,
especially of the insuring public.

Mere speculation without observation of the actual
operation of a new system 18 an inadequate basis for
immediate and fundamental changes of a national scope
in an important area. Experience with diverse plans in
the states is essential, and one state has already, this
January, taken a step down the road. The states are the
best arena in which to solve the problem.
At the present time, 24 states have enacted no-fault laws, and their
plans possess the essential diversity called for by former Secretary Volpe.
No prophets have yet appeared who are willing to guarantee that their
visions of the no-fault paradise will, with certainty, come true. Every
prediction for the future success of a particular plan is coupled with the
caveat that it might very well fail if the multiple actuatrial guesses turn
out in actual experience to be wrong. The fact that all the plans so far
enacted are diverse is not a reason to enact uniform federal standards. On
the contrary, diversity is essential if enough solid actuarial and public
experience are to be gained to make an intelligent choice as to what

benefits are needed, what exemptions are required, and what remnants of

individual responsibility should be retained.
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Insufficient Experience

As the situation stands today, a substantial number of states are operating
under a variety of no-fault plans, no two exactly alike. The many combinations .
of benefit levels, thresholds, and other clauses ought to provide some enlighten-
ing comparisons, but two problems arise. First, few of the staistics required
to make reasoned judgments about the no-fault experience are current}y
determinable. Second, the few available are compiled in a format less

useful than it might be,

During the first year of operation of any new insurance plan, the losses
incurred, the reserves, .and many of the expenses anticipated are merely esti-
mates, In the second year of operation, the gstimates of the first year's
results can be refined, or, in actuarial terminology, '"developed." By the
end of the second year, fairly reliable statements about first-year peformance

can be made, but the difficulty then shifts to the reporting system. Most

insurers report experience on a calendar-year basis, Thus, during the first
few years of a state's No-Fault plan, a company will intermingle losses and
expenses for injuries occuring before the inception of the plan with those
pertaining to injuries after no-fault becomes effective. Comparisons between

years, then, is not instructive.

Need For Better Reporting

What is needed is reporting on an accident-year basis. Useful insights
would be gained from a segregation of old-law and new-law experience.
Every major insurance company with a specified level of no-fault experience
should be asked to appear before the Senate Commerce Committee and

to report, on an accident-year basis, exactly what has happened
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to premiums, claims frequency, losses, profits, and so on under the various
no-fault plans. If accident-year development is impossible, then the Committee
should make some general assumptions or findings from the calendar-year
figures. 1In the absence of statistics reported in a system which addresses
itself to the problem, this analysis will continue with only those figures

available.

A Threshold State (1): Massachusetts

The only states with threshold-type no-fault laws, providing for partial
abolition of the tort remedy, which have been in operation long enough to
develop good analytical data are Massachusetts (effective January 1, 1971)
and Florida (effective January 1, 1972). Thoughtful analysis of the results
of "genuine" no-fault in Massahcusetts and Florida prove that actuaries
can no more predict the results of a no-fault plan in a particular state
than alchemists can really transmute lead into gold.

Massahcusetts put its no-fault law into effect on January 1, 1971, with a
mandated rate reduction based on cost studies by insurers' associations and by
actuarial consultants, using company data and Department of Transportation
studies. Two key assumptions were made by the actuaries. First, it was
assumed that the total number of injury claimants eligible for payment under
the new law would be 30% greater than the number of claimants recovering
under the former tort system. Second, it was assumed that the average cost
of each claim under no-fault (with threshold-type residual tort remedy) would
be 35% less than the average»claim cost under the tort system. No-fault
would have a cost~increasing tendency with 307 more claimants, but this would
be offset by a cost-reducing 36% cut in average claim cost. The result of

the interaction of the two factors would be a reduction in pure losses of 15%,
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At the same time, property damage and collision premuims were increased
38%, so that total premiums paid.were increased,

None of the actuarial assumptions came within shouting distance of the
actual results., It had been assumed that eligible claimants would increase
from 119,353, in 1970 under tort to 155,000 in 1971 under no-fault. In fact,
the number of claimants in 1971 was drastically reduced to 69,000. Instead
of paying 30% more victims, the "genuine" no-fault plan paid 427 fewer
victims. There is good evidence that a substantial number of no-fault
claimants would have been ineligible to receive benefits under tort, so that
the predicted claimants who disappeared were for the most part innocent victims
of negligent drivers.

The prediction of a 357 reduction in average claim cost also turned out
to be false. The average claim cost, including an arbitrary allocated-adjust-
ment expense, was $842,00 in 1970, The average claim cost, including the
similar allocated-adjustment expense, reduced to $660.00 in 1971 under no-
fault., The percentage of reduction was only 20% instead of the assumed 35%.
The failure of the plan to achieve the predicted reduction in average claim
cost would have wiped out the assumed savings and inflicted unbearable losses
on, insurers if total claimants héd actually increased as much as expected.

A further significant failure of prophecy in Massachusetts concerns
insurance-company expense ratios, The‘Automobile Rating and Accident Pre-
vention Bureau has reported that losses incurred in 1971 were $48.8 million.
Insurance-company total expense, including loss-adjustment expense, was
reported as $46.3 million. An underwriting profit of 1% is allowed under
the state's rating laws., Converting these figurés to percentages, the Massa-

chusetts loss and expense ratios under no-fault were:




MASSACHUSETTS 1971 EXPERIENCE

Total Earned Premium 100%
Losses Incurred 51%
Insurer's Expense 48%
Underwriting Profit 1%

These results should be compared with standard loss and

decade's experience:

expense

ratios for the fault system, assuming a 1% profit, as proven over the last

STANDARD TORT SYSTEM PERFORMANCE IN AUTO LIABILITY

Total Earned Premium 100%
Losses Incurred 61%
Insurer's Expense 38%
Underwriting Profit 1%
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The expense ratio, amounting to 48% of adjusted earned premiums (after

statutory rebate), proves that in the Massachusetts laboratory 'genuine no-
fault" is more costly than the traditional tort system. It is easy to
understand why no-fault systems should be more expensive to administer if
they really paid twice as many claimants, as the proponents pfetend they will,
The cost of handling a doubled number of claims, and reviewing medical reports
and wage-loss statements and paying them monthly, is bound to be costly.

There is considerable hokum about how much it costs to investigate fault,

but fault investigation will still be necessary under state no-fault plans.
The prudent insurer will still investigate to see who was in the accident,

how bad the injuries were, and who was to blame, in order to establish proper
reserves for the potential residual tort claims, In addition, almost all

insured drivers carry property damage liability, and fault must be determined

with respect to car damage claims, Collision payment claims aré traditionally
subrogated, which requires fault-determination for inter-company arbitration.
"Safe Driver" rating systems also demand an investigation of fault. For all
these reasons, it could be expected that system expenses would increase in
Masshachusetts if more victims were paid. It is surprising that they in-

.creased so much when 427 fewer victims were paid.

A Threshold State (2): Florida

The second state laboratory to be considered is Florida. The annual
reporting system in Florida is on a calendar-year rather than an accident-
year basis, so that old fault claims and new no-~fault claims are intermingled
in the official reports. However, competent actuaries have analyzed insurance

company files in Florida, They have been able to separate and evaluate the claim‘

structure and the developed losses for the first 15 months of operation of the
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Florida no-fault law, It should be noted that the two states are not alike
in their plans or prior claim history. Florida enacted a plan with a limit of
$5,000.00 in benefits and a tort exemption based on $1,000.00 as the medical -
expense threshold. Massachusetts limited its benefits to $2,000,00, and its
medical-expense threshold for the abolition of tort remedies is $500.00.
Florida's claims frequency amounted’to six claims per year

per 100 insured units., The average claim cosf in Florida before no-fault,
per paid tort claim, was $1,848.00, compared to $842,00 in Massachusetts,
Masschusetts had a long histery of compulsory insurance, and insured vehicles
increased only 3% under no-fault., Florida's compulsory law, plus population
growth, produced a 15% increasé in the numbér of insured vehicles in the
first no-fault year. 1In order to make‘a good comparison in Florida, it is
necessary to convert some of the gross numbers into averages per insured

car or per insured claim.

Florida's first-year results were quite different from Massachusetts, and
also very different from actuarial predictions. Florida did produce an in-
crease in claimants paid, and did produce a reduction in average claim cost,
but the decreased cost per claim failed to offset the increase in claimants
paid. 1Instead of the loss costs (and premiums) reducing by a prophesied 15%,
the loss costs of the insurers increaéed, on average by 10%. Instead of saving
premium dollars by maintaining reduced rates, Florida insurers are now
demanding bodily-injury premium increases up to 20%.

Where claim frequency in 1971 (tort) had been two per 100 earned exposures,

in 1972 (no-fault), Personal Injury Protection claims were 1.84 per 100 insured
units, and residual bodily-injury claims were an additional 0.58 per 100

exposures. The combined B.I. and P.I,P, claims totalled 2.42 per 100 earned
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exposures, an increase of 21%. The gross number of claimants increased by

37%, but since the number of insureds had increased by 15%, the increase-

per -insured exposure was only 21%. This fact should be compared to the

promise of Florida's insurance that no-fault would pay, and has paid, "twice

as many people," and should be compared also to .the prediction of Milliman

and Robertson that §. 354 would pay approximately 807 more claimants than

would be paid under the tort system in Florida. The facts exploded assumptions.
As noted above, the average incurred-claim cost in 1971 had been

$1,848.00, which included both economic loss and general damages in tort.

In 1972, the average incurred-claim cost for the first party "P,I,P."

benefits was $801.00. The average claim cost for the residual bodily-injury

tort claime, for those victims exceeding the threshold limitation, was

$4,499.00. The number of innocent victims able to exceed the threshold and
make a tort claim was reduced by 71%. That is, claim frequency per insured
vehicle for general damages was only 297 of the 1971 figure, The P.I.P.
claims averaging $801.00 and the residual "B.i." claims averaging $4,499.00
produced a combined, total, average claim cost of $1,680.00.

In summary, fhe number -of-claimants-per-insured exposure increased by 21%--
substantially less than assumed. The average incurred-claim cost decreased by
9%--a decrease substantially less than assumed. The decrease in average claim
cost did not offset the increase in number of claims, and 'pure premium," or
average loss costs per insured vehicle, increased by 10%. The increase is a
fair average based on a 15-month "development' of first-year losses.

Inasmuch as the actuaries had predicted a 15% decrease in "pure-premium,"

the 10% increase demonstrates a total error of 25% in the actuarial predictions. I
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Legislators who promise rate reductions to their constituents based on untested
actuarial assumptions should realize that the crystal ball of cost prediction

is always cracked.

No-Fault Without Threshold: Ky., Md., Ore.

No-threshold no-fault is under daily test in state laboratories. Delaware
passed a no-fault law effective January 1, 1972 which pays all losses for medical
expense, wages, and loss of services up to a single combined_limit. The benefits
paid are not recoverable in a tort suit, butbthere is no threshold and no other
tort exemption or impairment. It is an add-on, take-off bill, At the end of its
first year of operation, the Delaware Insurance Commissioner reported that residual
tort claims by Delaware residents had been reduced from former levels by 70%; that
no resident had been asked to pay a highér premium for his insurance (unless he
added benefits or higher limits); and that overall premiums were down by a statewide
average of 8.5% for bodily-injury éoverage for all carriers writing in Delaware.

Oregon passed a no-threshold, no-exemption no-fault law effective January 1,
1972. It provides separate limits for medical énd wage losses, with a deductible
(14 days) on wage loss. The Insurance Commissioner of Oregon has testified
before the Senate Judiciary Committee that the plan works. Public reaction is
good, Court cases are reduced. The "bodily injury claim count has been reduced
drastically." Premiums have gone down on'liabil#ty policies, on which first-party
benefits are mandétory, with rate reductions ranging from 8% to 15%. Oregon's plan
is add-on, take off. The tort remedy is preserved, but the successful claimant
must pay back his first-party benefits,

Maryland's Reform Plan, effective January 1, 1973, has an unusual feature,

The state took over the assigned-risk pool and underwrites the high-risk claims in

a government-owned insurance company. Coverage is available only when the buyer
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is refused standard coverage in the voluntary market. Maryland's plan mandates a

single-limit first-party package for medical expense, wage loss, and loss of
services, with no waiting period or artificial ceilings. The total benefit package
is a mandatory $2,500, with unlimited voluntary additions available. This amount
was chosen because it pays in full the economic loss of 24 out of 25
accident victims., There has been no increase in cost, despite actuarial warn-
ings that it might be more expensive to add benefits. The Maryland delegate
who sponsored the reform has testified that the plan works well, The Maryland
Insurance Commissioner has reported that bodily-injury rates have been reduced and
the downward trend is continuing,

It is not contended that the no-threshold approach, by itself, reduces rates.
Rates under the tort system are bound to decrease, simply because safer automobiles

and safer highways are having a substantial effect in reducing deaths and injuries, .

and a decided effect in reducing the severity of injuries. The experience of the
no-threshold states does prove that their add-on plans do not increase rates, and
do not "stabilize'" rates, but on the contrary allow rates to decrease naturally
at about the same rate theyrare decreasing in states which have retained the
traditional system.

"Mere speculation without observation of the actual operation of a new system

is an inadequate basis for immediate and fundamental changes of a national scope

in an important area,'" says the D.0.T, final report. Experience in the testing

ground of real life is proving that when actuaries predict add-on rates will go up,

the rates in fact go down. When actuaries predict that a Flbrida threshold plan

will cut costs, in real experience it increases. Massachusetts proves that no

actuarial prophecy of claims frequency, average claim cost, or operating expense

should be taken seriously. "The states are the best arena in which to solve the ‘

problem," says the Department of Transportation. One reason the state laboratory
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is the best testing ground is that fewer people will be hurt by the errors inevitable
in an untried, untested, speculative plan -- and it may be easier for a single
state to undo its mistake (as in Illinois) than it would be for Congress to confess
nati§na1 error., Time will tell which plan is best. At the moment, Congress cannot
claim superior wisdom or inspired revelation. Congress may have the power to make
a blind guess, but should it leap so far with so little real knowledge?

The best state laboratory is Kentucky, where legislation was enacted in April
1974 granting the citizens of that state freedom of choice between compulsory tort
liability coverage and a no-fault insurance plan containing a $1,000 medical thres-
hold for tort action. This unique plan was devised specifically to meet the con-
stitutional proscription of that state against abolition or infringement on an
individual's right to recover for death or injury suffered in an automobile accident
within the state. The law is not yet in operation, but after awhile it éhould provide
us with very vital information, such as difference in cost between the two parallel
systems, consumer demand for one or the other, difference in premium, and the like.
Indeed, this rare opportunity to gather information from the two competing systems
running on closely parallel tracks will provide us with the kind of information

we should have before we take the drastic step required by S.354,
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XII. COST ANALYSIS OF S.354 (94th CONGRESS)

A Senator who votes yea or nay on S.354, as passed by the Senate during
. the 93rd Congress and as re-introduced in the 94th, should know the bill's effect on

premium costs in his state. The public has been told for years that no-fault
will pay all losses to all accident victims at lower cost than the tort system.
We have learned that the early promise was false. At best, no-fault plans propose
to pay some losses, with limits and deductions, and will take away many rights in
order to keep the cost down. If we take away rights, limit the benefits, compel
the purchase of new insurance, and then increase the cost, the public should
bitterly resent the deception,

Cost is important, A small percentage of drivers are injured. A very large
percentage buy insurance. The fortunate drivers who are never injured may not be
too concerned over the loss of their potential rights, but they will be deeply

. ~concerned over the premium.
Insurance Company Expenses

Every insurance system costs money to operate. The insurance company pays

out expenses for sales commissions, advertising, issuance and delivery of policies,
general administration, and taxes, and retains a portion of the premium for profit.
It costs money to report, investigate, evaluate, and adjust losses. This is called,

in insurance accounting, '"loss adjus;ment expepse,” It costs money to pay claimants
the agreed settlements or verdicts. While claims are pending, the money required
to pay them is segregated and placed in a loss reserve,

We can find out what proportion of the premium dollar is used to pay different
categories of loss and expense by reviewing the official reports of the insurance
companies themselves, as gathered, collated, and published in summary form every

year in Best's '"Aggregates and Averages,'
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In the latest year reported, automobile liability insurers paid out 63,5% of .
the premium dollar in "losses incurred." We have seen that automobile liability
insurance pays out a higher percentage of the premium dollar than any other insurance
the average individual buys. (See Chapter IV.,) It pays out substantially more
than automobile collision insurance, fire insurance, individual health and accident
insurance, or homeowner's insurance, The annual compilations in Best's and the
testimony given to the Senate Commerce and Judiciary Committees on actual insur-
ance company performance confirm this.

The traditional way for establishing a premium rate is to calculate the amount
required to pay claimants or establish proper reserves. This amount is the predicted
"loss incurred." Loss-adjustment expenses are calculated as a percentage of losses

incurred. Next, sales and acquisition expenses are predicted as a percentage of

loss incurred, and so is general administration expense. Taxes and profits are also
estimated as a percentage of losses incurred.

As rates go up or down, the percentages of most expenses remain the same,
If losses paid are increased by 10%, it can be expected that expense and premium
will increase 10%.

No-fault May Increase Expenses

No-fault insurance may well turn out to have higher expense ratios than liability
insurance. It obviously costs more money to evaluate and re-evaluate an injury
claim every month, and pay a portion of it every month, than it costs to evaluate
and settle it once. During the 93rd Congress, the Judiciary Committee heard
testimony based on official figures of the Massachusetts Rating Bureau which showed
that under no-fault in Massachusetts, losses incurred were only 52% of the premium

dollar, with a profit of 1% and an expense ratio of 47%. Compare this with auto- ‘
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mobile liability insurance, where the national-average retained-expense ratio
is only 37.6%, with a loss of 0.1% and a loss-incurred or payout ratio of 63.5%.

The results of a study of the Florida plan published in the Journal of Risk

and Assurance show that despite predictions of 15% cost reductions, losses

have in fact increased by 107 on average. The insurance industry has sustained
heavy losses as a result of the failed predictions of lower costs. Allstate an-
nounced thatkit lost $14.6 million on auto insurance in 1973, and demanded a rate
increase in 1974,

It has been reported that Massachusetts has reduced bodily-injury rates by
40% with the adoption of no-fault. What is not generally known is that the number
of victims paid under Massachusetts no-fault has been reduced by over 40%, compared
to the number of persons paid under tort. Instead of paying twice as many victims,
Massachusetts pays three-fifths as many; Meanwhile, collision rates have been in-~
creased so greatly in Massachusetts that the total premium paid by the average
motorist has increased, while rates have been decreasing in states enjoying the
traditional tort system.

Effect of Losses on Premiums

With that background, we should take a hard look at the effect of the changes
the amendments to S.354 on final passage have made in the cost structure. If loss

costs go up, then premiums have to go up. Expense and sales ratios will remain just

about the same as they have been in all lines of insurance. For example, the
expense~retained ratio in fire insurance is 38.5%. The expense-retained ratio in
individual health and accident insurance is 43.7%. In auto collision insurance,
where no question of fault is involved and the fender damage is easily evaluated,

the total expense ratio is 35%.
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It is a delusion to believe that the present, efficient expense ratio of

37.6% in auto liability insurance can be significantly changed under no-fault.
No state experience has given any proof that the expense ratio can be improved.
Under no-fault, if we can assume that the insurers will be restricting under-
writing profits to present levels, then an increase in losses paid must result

in an increase in premiums charged.

The firm of Milliman & Robertson has filed with the Department of Transportation
appendiées for every state predicting total, pure loss costs (payments to claimants)
under the existing tort system and under different thresholds or deductions. The
figures show that a moderate threshold will reduce general-damage claims sub-

stantially. Severe thresholds do not produce significantly greater reductions in

general damages than modest thresholds. ‘ ‘
One state can be analyzed as a sample. All numbers used are taken directly

from Appendix II-20 of the M&R report. A copy is attached., Cost figures are based

on the existing "low benefit" level of S.354, requiring unlimited medical-expense

payment, wage-loss limits of $15,000 maximum, and an assumed maximum of $5,000

in death benefits.
A base figure consists of assumed "tort system'" recoveries. In 100,000

injuries, recoveries will be made as follows:

Claimants Average Payment Total Payment
Death Costs 1,415 $13,606 $19,253,000

General Damages 39,832 1,162 46,274,000
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Thresholds: Tight, Loose, or None

The efect of a threshold is investigated under three assumptions: no threshold,
loose threshold, or tight threshold. The definition of "loose'" is that claims will
exceed the threshold if the injured person suffers death, serious and permanent
injury, serious and permanent disfigurement, or total disability for more than two
continuous months. Since no data exists to predict how many victims have two
months of total temporary disability, M&R guesses that the number of injury victims
with total medical expense of $600 is equivalent to the number with two months
of disabillty.

It is estimated that this threshold will permit the same number of residual
death cases as recover under the tort system, and that these claimants will recover

just as much in addition to no-fault death benefits as they did under tort. These

assumptions produce the following table:

LOOSE THRESHOLD

Claimants Average Payment Total Payment
Residual
Death Cases 1,415 513,606 $19,253,000
Residual General-
Damage Cases 10,667 2,761 29,449,000

It will be observed that a loose threshold ($600 medical expense) reduces
eligible claimants from 39,832 to 10,667. This is a reduction to only 27% of
the number of innocent victims who now recover general damages under tort. The
amount of the average general-damage claim increases from $1,162 to $2,761, an
increase of 137.6%. When a threshold knocks out small claims, it leaves the

larger claims of much higher average value. When 277% as many claimants are paid

1482



-93-

claims which average 137% more than average tort claims, the total general-damage

recovery becomes $29,449,000. This is 63.6% as much as the total recovery of
general damages under tort. In other words, reducing the number of claimants by
73% reduces total general-damage recovery by only 36.4%.

Would it make a significant difference in cost if the six-month disability
threshold of 5.354 had been retained? M&R assumes that six months of total dis-
ability is equivalent to a medical-expense threshold of $2,000. It might be sup-
posed that increasing the threshold from $600 to $2,000 would make a big difference.
Surprisingly, it does not., The following table is taken from the M&R Tight Thres-
hold Table., It ignores the arbitary deduction of $2,500 per claim which was in
the draft of S.354 used by M&R for its study. M&R assumes that the public would rebel
against the artificial reduction of verdicts by $2,500 each, and would try to avoid
the apparent injustice by increasing the value of each claim by $1,250., As M&R . .
puts it, the '"net effective deduction" will be 50% of the mandated reduction of
$2,500. For the state of Maine, for example, the average claim cost of residual
general-damage claims under a tight threshold, with the former deduction of $2,500
under $.354, is said to be $2,502. This means that actual true value should be

$1,250 more, or $3,752 for each claim. The adjusted table follows:

TIGHT THRESHOLD WITHOUT DEDUCTION

Claimants Average Claim Total Payment
Residual
General Damages ’ $2,502
» + 1,250 $27,795,000
$3,752

It will be observed that eligible claimants are reduced from $39,832 to

$7,408, a reduction of 81%. Total recovery is reduced from $46,274,000 to $27,795,000,

a reduction of 40%. In other words, 19% as many claimants recover 60% as much
total money. ‘
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A comparison of the effect of the threshold is given in the following

table:
EFFECT OF THRESHOLD
Claimants General Damage
Tort 100% 100.0%
$600 Threshold 27% 63,.6%
$2,000 Threshold 19% , 60,0%

Once a threshold as high as $600 in medical expense has been reached, it
does not make a difference in total cost if the threshold is increased to $1,000,
or $1,500, or $2,000., There will be a decided effect on the number who have
their rights sheared away, but the major remaining claims will still account for
nearly as much total cost.

The arbitary reduction of $2,500 per claim in the former draft of S.354
did have a significant cost impact, even if it is assumed to be only 50% effective.
General-damage claims for Maine are compared in the following table under tight

threshold ($2,000 medical expense), both with and without the "effective" $1,250

deduction.
TIGHT-THRESHOLD, GENERAL DAMAGES
Claimants Average Claim Total Payment
With No Deduction 7,408 $3,752 ' $27,795,000
With $1,250 Deduction 7,408 2,502 18,535,000
Total Reduction 9,260,000
Percentage Reduction due 33 1/3%

to Deductible

S.354 as amended and passed by the Senate eliminates and reduces the
disability threshold to three months instead of six, It is obvious that if the M&R

prediction is reliable, there will be very little cost change between a three-
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month and two-month disability '"loose'" threshold. What effect will the change
have on average premiums in the state of Maine? Total cost of the tort system
payments for both economic-loss recovery and death-case recovery (per 100,000
injuries) is said to be $93,806,000.

Under S.354, economic-loss payments and death benefits plus residual death
recovery will amount to $92,601,000 with "low benefit" and '"loose threshold."

That is, economic-loss benefits alone will cost nearly as much as total tort-system
losses. 1In addition, $29,449,000 will be paid in residual general-damage claims
under '"loose threshold" with no deduction. Total payments will be $122,050,000.

In short, loss costs in Maine will increase from $93.8 million to $122 million,
an increase of 30%. M&R predicts loss-adjustment expenses will be 197 of tort
recovery, or $17,823,000 (excluding medical-payment loss adjustment). Loss-adjust-
ment expense will increase wunder $.354 (with loose threshold) by about 3% to
$18,372,000 when payout is increased.

If average costs increase 30%, then the cost to the drivers of private
passenger cars with good driving records will increase much more. Passenger-car
drivers are compelled to subsidize commercial operators, rental-car agencies, bad
drivers, uninsured drivers, and economically disadvantaged drivers under S.354.

M&R Conceals Increases

The M&R tables conceal the true cost increase by pretending that the present
cost of medical payments is a part of the cost of the "tort system." Of course,
it is not tort insurance at all. It is typical first-party insurance, payable
regardless of fault, purchased on a voluntary basis like Blue Cross or Blue Shield

medical insurance. M&R adds $9,557,000 to tort costs, which is 10.2% of the true,




~-096-

total tort-system cost, by the artificial assumption that medical-payment is
a type of tort-system insurance.

The second mathematical gimmick used by M&R is to divide tort costs by an
assumed percentage of insured drivers and to divide S.354 costs by an assumed,
much larger percentage of assumed drivers. 'Unit costs'" are then compared. All
this does is to assumé that compulsory insurance spread over more drivers is
cheaper in premium cbst tﬁan voluntary insurance. New York and Massachusetts havé
proved that this is not necessarily so in real life. According to the M&R formula,
compulsory torf insuranée woﬁld still be far cheaper than compulsory ho-fault
insurance. Indeed; M&R camé to eiactly this conclusion when they did a cost study
for the new Kentucky law, which makes the buyer elect whether he wants to accept
the Kenfucky no-fault system with a high medical-expense threshold or retain his
traditional tort rights and tort remedies. Even adding medical-payment to tort
costs, the Kentucky study showed that tort costs less than no-fault when a driver
must buy one or the other,

The following table shows the difference in cost increase on a state-by-state
basis for the states classified by M&R as "stndard," comparing the effect of a $600
threshold to the effect of a $2,000 threshold with no deduction. "Total tort '
cost" is the cost of economic-loss recovery, death cases, aﬁd general-damages
recovery under the true tort system based on M&R data. It does not include medical-
payments coverage or loss-adjustment expense. Loss=adjustment expense remains a
percentage of losses paid. The ratio of no-fault general damages with $2,000

threshold is the percentage derived by dividing total tort cost by the cost of the
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residual general-damage claims remaining after a $2,000 threshold is used, with
no deduction. The ratio of general damages with a $600 threshold is derived in
the same way. The difference between the two figures shows the cost of reducing
the threshold, expressed as a percentage of total tort system costs for liability
payments (again excluding medical-pay and loss-adjustment expense).

In the first state alphabetically, Alabama, total general-damage claims
with a $2,000 threshold will cost 30.9% of the total cost of all tort-liability
payments. This cost will rise to 33.6% of total tort-liability payments if the
threshold is dropped to $600, The difference in cost is 2.5%. By reference to
the Alabama appendix II-1, total liability payments (per 100,000 injuries) are
said to be $69.6 million. It would, therefore, cost $1.74 million to change

the threshold, per 100,000 injuries. The table follows:




Alabama
Alaska
Arizona
Arkansas
Colorado
Delaware
Florida
Georgia
Idahb
Indiana
Towa
Kansas
Kentucky
Louisiang
 Maine
Maryland
Michigan

Minnesota

Mississippi

Missouri
Montana

Nebraska

Total Tort,
Economic Loss
Plus General
Damages

-98-

Ratio of
No-Fault
General
Damages,
$2,000
Threshold

100%

"
1"

"

"

n

n

"

1

30.9%
22.2
29.4
27.4
28.5
25.4
25.4
30.9
27.5
28.7
28.4
29.1
28.1
22.3
29.6-
29.3
27.4
26.8
30.1.
28.9
25.5

27.7

Ratio of

" No-Fault

General
Damages,
$600

33.6%

27.2

31.9
31,2
30.6
28.6
29.2
32.9
29.5

30.7

- 30.1

31.7
30.7
25.6
31.4
31.3

30.1

- 29.6

32.1

31.4

28.1

29.3

Change
2,5%

5.0

2.5

3.3
2.1
3.2

3.8

2.0

2.0

2.0

1.7

2.6

2.6

© 3.3

1.8
2.0
2.7
1.8
2.0
2.5
2.6

1.6
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State

Nevada

New Hampshire
‘New Mexico
North Carolina
Ohio

Oklahoma
Oregon
Pennsylvania
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin

Vyoming

-99-

"STANDARD" STATES

Total Tort,
Ecaonomic Loss
Plus General
Damages

Ratio of
No-Fault
General
Damages,
$2,000
Threshold

100%

100

11"

o
n

"

n

27.6%
25.4

28.2

$29.3

27.3
24,7
27.7
26

27

28.2
25.6
29.8
30.4
26.5
28.7
27.9
27.4
27.?

24.7

LA TR PN N P DR
Fkde R TS

Ratio of
No-Fault
General
Damages,
$600

Threshold

31.3%

27.1
30.5
30.8

29.9

'27.2

29.6

- 29.1

28.9

30.1

29.3

32

32.5
28.4

30.6

30,7

" 30.4

30.2

27.4

Change
3.7%

1.7
2.3
1.5
2.6
2.5
1.9
3.1
1.9
1.9
3.7
2.2
2.1
1.9
1.9
2.8
3.0
2.5

2.7
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The preceding table dealt only With the cost of Residual Damage recoveries
under amended S..354, Stated as a percentage of total tort system payment.
They are costly because of the elimination of the $2,500 deduction. What will
this marked increase in residual general damageé, caused by amending S.354, do
to overall costs and premiums? ‘ .

The costvof liability coverage for bodily injury losses can be compared
to the cost of no-fault coverage for both economic loés and for the residual
general damage claims and the additional death case liability claims in those
cases which exceed the threshold. In the following table "Tort Liability" is
the total payment cost, per 100,000 injuries, to all tort claimants. 'No
Faplt Economic Loss'" is expressed as a percentage of tort liability cost. It
includes medical, wage, and service benefits under no-~fault at the present
lower benefit level of S. 354 ($15,000 wage loss méximum).k It also includes
both no-fault death benefits and residual liability death case payments.,

M&R assumes that the same amount of death loss as is preséntly paid in tort
will continue to be paid under no-fault, in addition to the direct no-fault
benefits to all claimants regardless whether they are tort eligible or not.
In-general, it will cost more to pay econqmicilosses és defined under no-fault
than it now costs to pay all tort liability claims:

In the next column in the table is the cost of residual general damage
claims which will be payable under S. 354 terms with the $2,500 deductible
eliminated and the threshold reduced to $600. The cost is expressed as a
percentage of tort liability cost.

The final column combines the cost of no-fault economic loss with the
added cost of no-fault general damage claims after threshold to show the net
cost increase of no-fault payments over tort liability payment. The table

follows:
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No-Fault Co%t of No-Fault Net Cost

Economic Loss General Damages, Increase of
~ and Death 8600 Threshold, No-Fault
Tort Cost, Percent Percent of Over’ Tort
Liability of Tort Total Tort
State Cost Cost

Alabama - 1007% 111.6% 33.6% ' +45. 27

Alaska oo " 93. 27.2 - 20.2.
Arizona " ' 97.1 . | 31.9 R . | 29;
Arkansas n 111.4 a2 42,6
Colorado " ©101.6 | 30.6 | | 42.6
Dalaware " 102.8 ' 28.6 .’31.4

Florida oo 93.3 29.2 - 22.5
Georgia " 110.7 , 32.9 43.6
. Idaho " 111.6 - 29.5 41.1
Indiana o 102.6 30-7,. o 33.3
Iowa " | 103.7 30.i 33.8
Kansas " 1094 3.7 41.1
Kentucky " 106.2 30.7 36.9

Louisiana " | 113.2 . 25.6 ~ 38.8
Maine " 198.9 31.4 30.3
Maryland " 87.6 . 31.3 o 18.9
Michigan " 99.2 30.1 . 29.3
Minnesota " 95.2 29.6 o 24.8
Mississippi " | 109.4 ' i 32.1 , | 41.5
Missouri " 93. 31.4 24 .4
Montana " 111.2 28.1 39.3
Nebraska " 106.8 29.3 | ' 36.1
Nevada " 103.2 31.3 34.5

New Hampshire " , 91.8 27.1 18.9
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No-Fault Co.;;t of No-Fault Net Cost
Economic Loss General Damages, Increase of
and Death $600 Threshold, No-Fault
Tort Cost, Percent Percent of Over Tort
Liability of Tort Total Tort
State Cost Cost
New Mexico " 106.7% - 30.5% . +37.2%
~ North Carolina " 95. 30.8 25.8
North Dakota " . 117.6 | 28.;4 - » 46,
~ Ohio " 98.3 129.9 28.2
Oklahoma‘ " 107.5 27.2 34.7
Oregon " 104.5 29.6 : 35.1
Pennsylvania " 91.3 29.1 - 20.4
South Carolina " : 107.2 28.9 : 36.1
South Dakota " 112.6 30.1 42.7
Tennessee " 95.9 S 29.3 25.2
Texas " 101.6 32. , : 33.6
Utah S 95.8 32,5 283
Vermont ™ %.  28.4 32.4
Virginia oo 102.6 30.6 0 33.2
Washington " 96.7 30.7 27.4
West Virginia " . 102, 1 30.4 32,4
Wisconsin n 94.6 30.2 24,8
Wyoming " o113, 27.4° 40.4
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NON-STANDARD STATES

No-Fault Cost of No-Fault Net Cost
Economic Loss  General Damages, Increase of
, and Death $600 Threshold, No-Fault
Tort Cost, Percent Percent of Over Tort
Liability of Tort Total Tort :
State Cost . Cost
california 100% 78% 30.3% 8.3
Connecticut " 79.2 29,1 8.3
Hawaii " 80. » 27.2 ‘ 7.2
Massachusetts S 83.4 v 19.3 1.7
Illinois " 94.9 - 28.8 23.7
New Jersey " 71.2 ’ 29.4 0.6
New York o 73.9 26.1 0.0

Rhode Island " | 86.8 30.5 17.3

* * hh K %R
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Great emphasis has been placed on Milliman and Robertson tables showing
predicted premium reductions. None of those reductions can be guaranteed in

any event, and none of them remain valid after the cost factors in the bill

have been amended.

Most No-Fault Data Unavailable

The proof of no-fault will be in real-life performance. It takes a year
of performance to generate cost figures and another year to collect and analyze
the data. Few states have had a plan long enough to develop valid data. Cer-~
tainly New Jersey and Michigan.ratés as published by Aetna Casuaity under the
new no-fault laws in those states are baséd entirely on estimates., Neither
state has actual experience to validate the estimated cost and rates, Neither
state has a plan with the same cost factors as S.354, Both plans will be
struck down by S$.354 if enacted after the time period allowed for change.

The cost-estimate sheets of Milliman and Robertson, relied on by the pro-
ponents, clearly predict an increase in loss costs at a national average rate
of 32.7% under the present version of S,354, This must result in a
corresponding premium increase. In addition, there is great danger that the
actuaries have underestimated the extent of increased cost under the national
bill, as they did under the Florida bill when it was proposed. The benefits
of $.354 will not and cannot be delivered to the consumer as cheaply as the
propoﬁents have promised.

The man who always bought insurance will pay more. The man who used to
buy minimum limits, or none at all, will pay a lot more under S.354. That will
make many big insurance companies happy, but will make the paying customer

miserable,
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ATTACHMENT (See page 103)

APPENDIX II-20

MAINE - LOW BENEFIT LEVEL

COMPARISON OF TORT AND NO-FAULT SYSTEMS

TORT SYSTEM TIGHT THRESHOLD
Benefit ) Injuries Average Amount Injuries Average Amount
Medical Expenses 41,924 380 15,914 76,401 441 33,710
Wage Loss 16,295 650 10,593 34,164 552 18,844
Services Loss 4,541 390 1,772 19,012 310 5,899
Death Costs 1,415 13,606 19,253 3,091 11,102 34,316
General Damages 39,832 1,162 46,274 7,408 2,502 18,537
Total Costs of Above 93,806 111,306
Medical Payments by Option 9,557 0
Loss Adjustment Expeﬁses ‘ 19,639 14,496
Total System Costs ‘ 123,002 125,802
LOOSE THRESHOLD NO THRESHOLD
Benefit Injuries Average Amount Injuries Average Amount
Medical Expenses 76,292 441 33,658 76,608 441 33,325
Wage Loss 34,118 551 18,804 33,833 550 18,617
Services Loss 18,985 308 5,846 18,814 304 5,715
Death Costs 3,086 11,112 34,293 3,055 11,180 34,154
General Damages 10,667 2,761 29,449 34,282 1,237 42,397
_Total Costs of Above 122,050 134,208
Medical Payments by Option 0 0
Less Adjustment Expenses 18,372 22,663 ‘
Total System Costs 140,422 156,871 |

Notes: 1) Injuries shown are numbers based on a radix of 100,000 injuries.
2) Averages are in dollars per injury, amounts are in thousands of dollars.
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Insurance cancellations s

By (xl LM’\ BUN]‘H\(;

Auto insurance companies are
swinging the axe more swiftly and fre-
quently this year. resulting in an in-
creasing number of cancellations and
non-rencwable policies, according to a
consensus ol local agents.

For a number of reasons, writing
car insurance policies today is becom-
fng a hazardous business and custom-
ers are feeling the crunch.

No-fault ingurance, a three-year mo-
ratorium on rate increases and sky-
rocketing auto repair costs have all
led to the policy non-renewable game,
according to Canton agent Frank
McMurray.

“Our philosophy is that we don't
like to cancel policies,” McMurray
said. “But if the company detects a
trend revealing that a client’s policy
is net yiclding a profit, then it will be
reviewed.’
~*“I FEEL SORRY, for the customer
who gets indiscriminantly canned,"
said one iocal agent who wished to re-
main unidentified.
case where a policy was cancelled be-
cause of one no-fault accident and a
stolen CB radio.

*‘Now the guy can't get insurance

“I know of one:

because he's carrying the stigma of
being cancelled.”

All of Lhe agents interviewed agreed
that cancellations will continue as a
wave of the future until the insurance
companies start showing profits. The
result will be more and more drivers
searching for new insurance policies.

are more stringent this iyear.’
McMurray added. ‘‘Because agents
can only accept so much new busi-
ness, fewer people. are elgible for new
policies.” '
The consensus of agents is for a

driver seeking a new policy with one-

accident or ticket in the past three

“‘Two forces {policy cancellations and entry
restrictions) are pulling against one another.
Sooner or later something’s going to give, and
either we’re going to have people who can’t get
Insurance or no insurance companies.’

“I get 5-10 calls a day from persons
requesting estimates,”” McMurray
said. ‘‘People are shopping for poh-
cies today more than I've ever seen.”

New business activity has been hard-
est hit with restrictions being placed

- on the number of new policies agents

can write. The reason given is

money—=85 per cent of new business '’

generates financial losses in the flrst
year, McMurray said. ;

“THE . ELGIBILITY requirements

years to forget it. Worse yet, some
companies aren’t issuing’ policies to
persons under 23 years of age unless

. insured with their parents.

According to Plymouth agent Mat-

‘thew Fortney, insurance companies

are in a strange position of having to
furn down business because each new
customer represents an additional
measure of risk.

“A lot of companies are out of bal-

ance in their premium-to-surplus

‘lid on new business,”

ratio,”” Fortney e\pldmed The pre-
mium-to-surplus ratio is basically an
indication of a company's ability to .
cover all its potential claims.

It is the ratio of annual business (in-
come or premiums from policy hold-’
ers) to the net worth (surplus) of the
company. The lower the ratio. the
stronger the p051t10n the company is
in.

“The suggested ratio is*3-1, but
some ‘companies are approaching 7-1
and are consequently forced to put a
Fortney said.

The more business a company does,
the highe: the ratio becomes. While
more business represents more in-
come (v an insurance company, it
also represenls more risk and poten-
tial claims.

The: classic reason cited by l-‘ortncy
for 2 low ratio is the case of a dis-
aster. The company with $1 behind
every §3 of liabilily is in a better posi-
tion that the company with $! behind
every $7 of potential claims. Insur-
ance companics don’t maintain a I-1
ratio simply because the odds are
strongly against every item the com-
pany insures being destroyed or dam-
aged simultaneously.

THE CULPRIT behind the entire sit-
uation is inflation, according to For-
tney. The cost of claims for almost all

“insurable items. such as houses, cars.

and people's health continues to in-
crease faster than premiums.
Aggaadditional problem faced by
anies began in 1973 and
Wy said many insurance
a ba:h in the stock market
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and the result was a reduced surplus
(net worth) of the companies.

insurancé companies
had relied on their investments to
keep them solvent, but many are still

feeling the sting of 1973 and "74 when
the bottom fell out of the market.

“They were losing it on both
"ends. Fortney said. A lot of com-
p:nies lose money on underwriling

wasn't intended to be that way. but

that's how it worked. Only a few com-
panies made money on underwriting.”

A final burden shouldered by the -

companies that remain solvent—more
than a few have gone under in the
last year—is that they are required by
law to-help bankrupt insurance com-
panies cover their outstanding claims.

It all adds up to insurance com-

panies shying away from new busi-

but make it up on investments. It

ness—especially if any extra measure
of risk is involved. Fortney explained.

Some companies have ordered mora-

toriums on new business and others
are keeping a tight lid on business in-
creases.

“One company representative said
15 per cent will be the maximum in-

-crease allowed for new business this
year, 10 per cent of which will be ab-’

sorbed by currént policy-holders.™

. Fortney said. 'This capacity crunch

will obviously take its toll on new car
drivers.”

Fortney's advice is to stick with
your present insurance company. The

emphasis isn't so much getting good
rates anymore as it is just remaining
insured.

THERE ARE alternatives, how-
ever, like being placed in a com-
pany’s secondary insurance group
which specializes in bad-risk drivers.
or assigned to a risk pool which
charges a base premium and a sur-

charge for all previous tickets and ac-.

cidents.

Drivers who feel they've been in-
discriminantly cancelled may file a
complaint with the Michigan Insur-

- ance Bureau on its toll-free number

(1-800-292-5943)._ Cpnsumers can also

check a company's ratings in Rest's
Key Rating Guide, which can be ob-
tained from the Dunning Hough Li-
brary. 223 S. Main. Plymouth.
The Michigan Insurance Burcau is
also readying a 1977 legislative pro-
posal to help’ guarantee ways for con-
sumers to obtain insurance and keep
it. according to Thomas C. Jones.
Michigan Commissioner of Insurance.
“Two forces (policy cancellations
and entry restrictions) are  pulling
against one another,”” one agent said,
“Sooner or later. something’s going to *
give. and either we're going to have
people wha can’t get insurance or no
insurance companics.” '
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Motor Vehicle Characteristics 599

No. 999. RecreEATIONAL VEHICLES—SHIPMENTS, By Tyre: 1961 To 1975

{In thousands]
TYPE 1961 1965 1970 1971 1972 1973 1974 1975

192,8 | 472,0 | 549.4 | 747.5 | 7525 | 529.2| 35520
(¥4) 01.7 98.4 | 1646 223.7| 2334 | 212.5
76.6 | 135.0| 100.8| 250.8 | 2123 | 124.3 150.6

47| 30.3| 57.2| 1168 120.0| 68.9 9.0
67.2 | 116.1 95.8| 110.2 | 97.7 55.2 48.1
4.3 95.9| 107.2] 105.1 80.8 | 45.4 4“3

NA Not available.

Source: Motor Vehicle Manufacturers Associstion of the United 4 Recrea-
s States, Inc,, Detroit, Mich. Data from

No. 1000. Speep or MoTor Vémcz.u: 1950 To 1974

mmmmmnm@mraummm tangent sections of main rursl
¢ highways during off-pesk hours. See also wmmﬂmm.mqmm

ITEX 1950 | 1955 | 1960 | 1965 | 1969 | 1970 | 1971 | 1972 | 1973 | 1874
280 | 305 | 450 | 552 | 383 | 488 | 430 | 414 | 632 | €2
47.6 | 50.5 | 52.6 | 56.4 | 60.0 | 50.2 | 60.6 | 60.3 | 60.3 | 53.3
48.7 | 52,0 | 53.8 | 57.8 | 61.3 | 60.6 | 62.0 | 61.6 | 61.6 | 55.8
43.0 | 45.6 ( 48.2 | 51.8 | 54.0 | 54.7 | 56.1 | 56.2 | 56.6 | 540
40.8 | 52.3 | 55.5 | 57.4 | 50.4 | 58.8 | 60.2 | 60.3 | 60.4 | 56.0
7| & | 92| 95| p8| 97| e8| 08| 908 ]
68| 72} 8| 83| 93| 93| 05| o4| 04 93
87| 50| 58| 73| 82| 83| 86| 8| 8 ™
20! 2| 37| )| 6| 68| 71| 70| 7 51
8| 14| 16| 34| 48| 47| S50 50| 0 21
(NA) | (NA) | (NA) | (NA) b4 n 30 30 3 6
(NA) | (NA) | (NA) | (NA) 13 12 14 L3 4 2

NA Not avaliable.
Source: U.8, Federal Highway Administration, Traffic Speed Trends, and unpublished data.

\/ No. 1001. AuromosiLeE INsUrANcCE: 1960 To 1975

[Money figures in millions of dollars. 1960 and 1065, direct premiums earned and direct losses incurred; 1970-1975,
premiums earned basis. Ses also Historical Statistics, Colonial Times to 1970, series Q 163-174)
1974 1975
ITEX 190 | 1 ; 1973
- o s Private Private
pas- | Com | pes- | oo
senger senger
| |
Number of = ; = 25
o s wm?‘munmn' " :::s ?z L: l:: 13, l"m&ll 2, ; 3,
Premiums earned 6,448 14,812 | 17,
Losses paid 3,645 | 5,221 | 11,108 | 12,237 | 13,428 n.g 2,524 | 16,814 25’;“
Dot} 565! 6.5 69.0 3| 77| .3 0 2
2,841 | 3,048 | 6,728 [111,804 {111,775 | 20,606 | 22,227 {312,730 | 22,411
607 | 2,450 | 5,256 |18,255 (38,814 27,312 |2 1,777 (*10,848 | 21,020
o T 2.3 s"zs.z 172.5 | 374.9 | 375.4 | 270.8 | 2812 | 280.0
P 1,219 L3567 | 28| (@
65| L0255, 221 | a ( g ® &
Physical 55.4| 65.4| #0.8| @ ( ® 5]
g’.ﬁ %84'3 i%ﬁ {ﬁ tiﬁ i'.:g 747 & 468 “%?i
33, 6oL1| 23| e8| 61.9] 75 2| 89| 73

f\ﬁ\eﬂm‘ "luﬁ%blk' ludes adjusti; Property damage included with bodily Injury
ng 1970, includes adjusting expenses. 2 %
3 Covers auto fire, theft, collmou.ni‘ud comprehensive.
Source: 1060 and 1965, The Spectator, Philadel; Pa., Tnsurance by States; thereafter, The National Under-
writer Co., Cincinnati, Ohlo, Argus F. C. & S. , annual (copyright).
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600 Transportation—Land

\/ No. 1002, Trarric AccipeNTs, INJURiEs, DEaTHS, AND Economic Loss: 1940 To 1975

[Estimates based on official reports from a representative crosssection ol States. Includes all motor vehicle accl-
dents, regardless of place of occurrence and all Injuries regardless of length of disability. See Historical Statistics,
Colonial Times to 1579, serles Q 208 for total deaths]

TEM 1940 | 1950 | 1960 | 1965 | 1970 | 1971 | 1972 | 1973 | 1974 | 1975
Acddenu. total 10,418 (11,420 (14,733 22,116 [22,650 (24,850 (25,640 (23, 744 | 24,818
injuries 440 | 1,709 | 3,078 | 3,082 | 4,083 | 4,994 [ 5,190 | 5,192 | 4,634 | 4,985
Deaths 34.8| 38.1( 4.2 .6| 54.7| 56.6 | 55.8 | 46.2| 458
)lotorc)clcs' = 10| .8| 16| 23| 26| 20| 33| 34| 33
Economic loss . ......_. 3,720 10,211 [14,177 (23,540 (25,488 28,670 30,407 (30,415 | 38,072

NA Not available. 1 Includes motor scooters and motorized blnycks.Soumo U.8. Dept. of Transportation,
National Highway Traffic Safety Administration, unpublished data. ? Wage loss; legal, medical, hospital,
and funeral expenses; insurance administrative costs; and property damege,

urce: Except as noted, Insurance Information Institute, New York, N.Y., Traffic Accident Erperience in
/Ac Lulud States, March 1973, and subsequent issues,

No.1003. MoTor-VEHICLE AcCIDENTS—NUMBER AND DEATHS, BY TYPE OF ACCIDENT
AND VErICLE: 1950 TO 1975

{See Historical Statistics, Colonial Times to 1970, serles Q 224-232]

1975
ITEM 1950 1958 1960 1965 1970 1972 1973 1974 (prel)
Motor-vehicle accldents....1,000..| 8,300 | 9,000 | 10,400 | 13,200 | 16,000 | 17,000 | 16,600 | 15,600 | 15,800
Vehicles involved by ype
(o IR Syt 20,300 | 28,500 | 24,500 | 23,300 | 20,600 | (NA)
Trucks ....... 2,550 | 3,200 | 3,500 | 8,700 | 3,400 | (NA)
235 805 343 378 876 | (¥A)
Acddenu per 10,000 nhlcm, 1,430 | 1,435 | 1,400 [ 1,280 | 1,160 1,140
Taflcdoathgl. . ...coor-nsaanes 49,200 | 54,600 | 56,600 | 55,800 | 46,200 | 43,600
léoolnue:uu&wddmu! 1,900 | 14,900 | 15,400 | 14,400 | 14,300 | 13,500 | 12,700
on
‘With other motor vehicles..... 11,700 | 14,500 | 14,800 | 20,800 | 23,200 | 24,200 | 24,200 | 18,100 | 18,500
With sed estrians.. .| 9,000 | 8,200 | 7,900 | 8,900 9,000 | 10,700 | 10,500 | 8,700 8, 600
With fixed objects®. 1, 1,600 | 1,700 | 2,200 | 3,800 | 4,600 | 4,300 | 3,600 3800
Traffic death rates:
Per 100,000 po; Lo Sy 2.0 2.4 21.2 25.4 26.8| 27.2 20.6 | 219 2.4
Per10000mo vehicles........ 7.1 6.1 5.1 5.4 4.9 4.7 4.3 34 3.3
erlwmn.uonnhlclemllu.... 7.6 6.3 53 5.5 4.9 4.5 4.3 a6 3.5
se|

ly.
1970, not comparable with previous years dus to class! ion change.
Source: National Safety Council, Chicago, IIL, Accident Facts, annual. (Copyright.)

NA Not available. ! Includes collision categories not shown
? Beginning

No. 1004. Deatas From MoTor-VEHICLE ACCIDENTS—BY StaTES: 1965 TO 1974

[By place of cecurrence]
STATE 1965 1970 1972 1973 1974 STATE 1965 1970 1972 1973 1974

US..cioe 49,163 | 54,845 | 56,528 | 55,759 | 45,629 1,500 | 1,487 1, 066
408 334 301
1,207 1,356 | 1,876 | 1,118 504 425 892

107 64 68 74 200 09

782 B58 | 1,008 765 172 145
595 750 664 625 1,352 | 1,341 1,101
5114 [ 5300 | 5,00 | 4,204 588 | e8| 88
o7 746 699 654 3,140 | 2,92 2,483
4“3 4441 816 40 026 | 1,02 | 1,608
138 130 | 137 132 206 | ‘280 | 1688
140 100 108 o1 2,336 | 2,287 1,786
2,181 2,570 | 2,704 | 2,280 792 776 742
HE| | H & e
320 424 2,187
S| sa| sl 3 1 o T
2,267 | 2,216 | 2,203 | 1,700 1148 | 8 895
1,587 578 | 1,620 | 1,253 ‘siz| 209 249
046 904 (832 | 72 1,523 [ 1,590 | 1,383
684 678 648 830 3,714 9 127
1,081 L114 | 1,155 812 354 3n o83

L1904 | 1,136 | 1,176 855

288 252 225 126 137 110
809 852 847 756 1,256 | 1,264 1,008
08 | 1,042| 1,02 om 836 | 828 808
2,172 2,236 | 2,186 | 1,863 578 408 463
1,023 1,052 | 1,045 858 L1488 | 1,12 008
o7 76 932 694 106 200 200

Source: U.5. National Center for Health Statistics, Vital Statistics of the United States, annual,




596 Transportation—Land

No. 993. EsrimatEp CosT oF OPERATING AN AvTomMoOBILE: 1960, 1970, axp 1978

[IWOuManmmm%mmh&m;%rmdmymm miles. Slmlh\

10 YEAR TOTAL COSTS CENTS PER MILE COST, 1978 (January) i

3d 6th Tth 10th
8ar

Tolal..comeccccrnancennensas $9,761 [$11,800 (517,879 | 17,88 | 18,73 | 17,79 | 17.04 | 19,94 17,63 3
10,537 | 16,317 | 16.32 | 16, 16.40 | 15.64 39 18.10 .3
3,185 | 4,884 4.8 8.38 5.54 3.43 3.08 4.88
1,821 | 3,664 3.67 1.08 a.61 41 7.42 87
385 48 A5 22 .21 N .59 .98
28 ) .00 .06 .08 .07 .13 15 -
L,733 | 3,19 3.19 319 a.19 .10 3.19 3.19 <
1568 170 A7 .10 .13 .19 .22 U
L722| 1, 168 148 L74 1.84 1.47 2.48
1,805 | 2,200| 221 173 201 222 22 a.a7
1,383 | 1,562| 1.88 2.4 L3 L4 1.55 18

1 For 1078, mu-mmmmvm%&mmmwmmh%'l
placement of minor parts such plugs, fan bel hoses, distrl fuel filter, and ;
P “mcjoum;ﬁnp,wbmomw:nmvuﬂidna -53“24« -4

control filters; minor repairs such as
re such as a complete “valve job."”

For 1976, covers 3 new ires and 4 new snow tires during life of car.
3 For 1978, includes a set 1 floor mats, seat and a pair of extra wheals,
4 For 1978, gasoline use set at 1 Omnugum. oll use at 1 gallon oll to 167 gallons gas.
& For 1978, includes $50,000 combined public ty ($15,000/330,000 bodily injury, and $5,000 damags),
uninsured motorist coverage, and full comprehensive coverage for the 10-year -
d ble collision insurance was sssumed for the first § years.
* For 1976, includes monthly charges of $12 for garage rental or cost of owner's garaging fseility, parking fee

Source: U.8. Federal Highway Administration, Cost of Operating an Aufomobile.
No. 994. Gasornwne—REeTAIL PRIcES, SELECTED CoOUNTRIES: 1970 TO 1975

[In U.S. cents per U.S. gallon]
1970, [ 1972, |, 1970, | 1972, ;
ITEM mid- . | 1973, | 1974, | 1978, ITEM mid- | mid- 1973, | 1874, | 1978,
year | year | OCt- | May [ Oct. year | year Oct. | May | Oct,
United States: Austria: !
Rej s i 38 40 55 50 | Regular....... 50 59 85 119 121
1 11 12 12 Ml IR 32 34 43 64 04
40 43 44 59 64| Premium...... 57 67 08 134 135
1 11 12 12 12 y . S 2 34 43 L] o7
Netherlands:
40 40 143 | (xA) 185 B*nhr ....... 61 ks 114 137 141
18 19| 114 | (Na) | 125 [ I 42 58 78 88 85
44 4 147 | NA) 160| Premium...... 64 8l 18 141 144
18 19| 114 (Na) 125 PRE. ooinessa 45 58 73 88 86
Norway:
74 82 110 142 149 T = manns ] 84 B84 147 139
55 50 81 80 BAl TEX. i 45 60 0 03 13
80 89 119 | 154 161 | Prewium...... 60 83 &8 150 | 143 .
58 62 85 L o RS 40 60 60 a3 115
Spaln:
58 75 108 130 1L R A— 53 80 i) 118 114
43 55 el smenavmns] B3 33 30 33 37
65 84 119 142 143 | Premium...... 59 e 9 139 130
43 56 Ml B TaE.Ll. 34 38 43 41 41
58 69 101 142 185 o4 81 101 118 124
46 54 78 20 113 42 53 a7 ] 73
63 3 107 150 173 70 84 105 123 128
47 55 78 o4 17 42 53 Ly a k)
47 48 64 o8| 127 52 69 83| 128( 138
34 33 41 50 68 80 35 37 44 44
50 49 67| 100| 131 60 82 96| 141 151
34 a3 41 50 67 30 35 a7 44 4“4

NA Notavailable, 1 As of September.

Source: U.S. Central i AR | 1978,
P, b B, entral Intelligence Agency, International Oil Developments, Statistical Survey, Jan. 22,

ist
1960 | 1970 | 1978 ear | y year x
(Oct.) | Gsn) | Gan) | aver- gﬁ.ﬁ;’ digoo | (e n&lm,lu ') 470 2

X "-.-;’&'.:- ‘f:g? {

»

(b ¥
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No. 104. Narionar Heavte Expexprtures: 1950 To 1975

In millions of dollars, except percent For years ending June 30. Prior to 1080, private expenditures exclude Alask s
T o Bee 71 i Statiuics, Cutontal Times 13 1970, serias B S0001. kor pelaniiar yeos dacel

1960 | 1965 | 1970 | 1972 | 1973 | 1o7a | aevss

TYPE OF EXPENDITURE 1950
.............................. 027 35, 69, 201 353| 104,031 118,495
o= T ——— - 'ﬁi i -8 o
Private expenditures, total... ... ... 8, 68, 552
Health and medical services...... ---| 8,710 65, 665

Direct payments. 7,107 509
Insurance benefits 879) %. 340
3T SRR 4,726
Medical research. .. 235
Medical-facilities coi 2,652
Publie clnndltur-. total. .

Percent of total...........

Health and medical services. .
OASDHI * (Medicare) 3
Tempo porury disability insur. (med.) ¢___
Workmen's compensation (med.) +._.__
Public assistance (vendor med. pay.). .
General hospital, medical care. __.__.._

Defense Dept. hospital, medical care..
Military dependenu‘ medical care. . ...

&
3
m WiLB‘M""‘ ffMﬁﬂ‘WAv.r.ﬁ.. bl ot Bussd e -Va;qu

419
592
Maternal child health programs. ... 540
School health (education les)s___. (NA)
Other public bealth activi 40! 3,457
Veterans' hospital, medical care. . i 879 3,242
Medical vocational rehabilitation . é 18 190
Medical researeh.....ooeeeonn... . 47 2,515
Medical facilities construction. . 578 B4S
Veterans Administration. ... 60 138
Oth 518
15,231] 22, 729
(¥A) | NA) 15,
(NA) | (NA) 57,411
6.1 years and over. (NA) | A 333
Private expenditures................... 11,762| 17,799 62,278
Percent of total. .. . K 7.2 783 60.3
Under 19 years old. . (NA) | NA 11,657
19-64 yearsold. .. (NA) | (NA) 40,153
65 years and over. (S8 | Q) 10, 466
Public expenditures. . : 3,460 4,930 924
Under 19 yearsold. .__.......... - o (NA) | (NA) 3,749
19-84 yearsold.................. o, NA) | Q) 17,258
65 yearsandover. .. ... ceceoea. on | sar | o 19,917

NA Not svailable. X Not applicable. ! Preliminary. 2 Gross national product; see section 13.

3 Old-age, survivors, disability, and health lnsurance + Includes medical benefits paid under pnbl!c law by
private insurance ers and sell<nsurers. Beginning 1974, considered an educational expenditure. Sees
table 480, ¢ See toolnnte 2, table 100,

Source: U.S. Social Security Administration, Social Security Bulletin, January and June 1976.

/ No. 105. Inpexes oF MeprcalL CAre Prices: 1960 To 1975
[1967=100. Prior to 1985, excludes Alaska and Hawaii. These indexes are eompnmnu of the consumer price index;
lgfmp%:\ilﬂouo‘lholndu,mmt.pp.ﬂlmdmsulb Historical Statistics, C'nbnlll'l‘m:folﬂo.wiu
PROFESSIONAL SERVICES Opto-
Average D.‘;T metric Semi-
YEAR Index, | annual Tonsil- exam- private
total | percent [ PRT | Physi. | Obstet- | | 270 | Den. | ination, | room
change | S0P~ | clans' | ‘rlcal | (TGN | tists’ eye rates
case ectomy fees glasses
3.5 104.5 77.0 73.4 80.3 82.1 85.1 57.3
2.5 100.2 88.3 89.0 L0 0”2 92.8 75.9
5.8 100.2 105.8 105.2 9 105.5 103.2 113.6
8.9 101.3 112.9 113.5 3 1129 107. 6 128.8
6.3 103.8 121.4 121.8 uza 119.4 113.5 145.4
6.5 105.4 129.8 129.0 125.2 127.0 120.3 163.1
3.2 105.6 133.8 133.8 129.9 132.3 124,90 173.9
3.9 105.9 133.2 138.1 132.8 186. 4 129, & 182.1
9.3 109.6 150.9 149.0 1441 146.8 138.6 201.5
120 1188 160.4 167.2 163.3 1619 140.6 236.1

Source: U.S. Bureau of Labor Statistics, Consumer Price Indezes for Selected Items and Groups, Monthly and
Annual Arerages.
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