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Honorable Thomas H. KtHm, Govet Hut· 

Honorable John F. Russo, President of the Senate 

Honorable Chuck Hardwick, Speaker of the Assembly 

Members of the New Jersey Legislature 

This report on the availability and affordability of 
automobile insurance coverage is hereby submitted by the study 
commission which was empaneled pursuant to NJSA 17:30-E23. 

The report includes roll call votes on 19 recommendations. 
Additionally, several members have supplied separate opinions of 
their own. 

The report also includes a historical analysis prepared by 
the Department of Insurance which examines many of the 
regulatory and marketplace issues which the legislation 
requested that this commission address. 

In presenting this report to you, the commission members 
wish to point out that we are keenly aware of and troubled by 
the auto insurance proposals which have drawn attention during 
this election year. We believe it is important for tis to comment 
on these proposals. 

We acknowledge that quick-fix auto insurance plans have 
great popular appeal because auto insurance laws are so 
complicated and premiums are frustratingly high. But to acl1ieve 
success, we must carefully analyze the current system, pinpoint 
exactly what the problems are, and then devjse solutions 
addressing those particular problems. 

Therefore, we wish to emphasize that it will be 
unproductive to merely abolish the JUA or to roll back auto 
insurance rates by 20 percent. Such actions may vent our 
frustrations, but they won't address the real problems and are 
likely to present us with new, more formidable ones. 





California voters rolled back auto insurance rates in this 
manner. The California Supreme Court, however, said the rollback 
cannot be automatically applied if the result of such an 
application is confiscatory in nature and fails to provide the 
company with a fair rate of return. In essence, the California 
Supreme Court established a standard which permits reasonable, 
not excessive profits. 

That is the standard we had in New Jersey for a quarter 
century. Unlike California, New Jersey has had a prior 
approval rate system, in which companies have not been able to 
raise rates without the state's advance permission. However, 
starting July 1, 1989, New Jersey began a file-and-use-type 
system permitting insurance companies to establish rates at 
three percentage points above certain consumer price indices 
without the prior approval of the Insurance Commissioner. 

The Department of Insurance and the Department of the 
Public Advocate have analyzed data and reviewed filings to 
protect New Jersey motorists against excessive rates and will 
continue to do so. Since 1986, New Jersey's Excess Profits Law 
has required companies to issue refunds if profits exceed a 
certain level, and that level was made more stringent in 1988. 
The Department of Insurance annually reviews filings to enforce 
that law. 

The 20 percent rollback ballot question was a gut reaction 
which assumes that all insurance companies are reaping too much 
profit. A better way to regulate companies exists in the 
systematic reviews 'which have been implemented by the 
Departments of Insurance and the Public Advocate. 

Regarding the JUA, we reco.gnize that it may be possible to 
devise a better mechanism for delivering insurance to drivers 
whom insurance companies won't cover voluntarily. We have no 
argument with any comprehensive, thoughtful, documented plan to 
replace the JUA with another cost-effective insurance system. 

It is important to recognize that the JUA of today is a 
vastly different organization from the institution which was 
implemented in 1983. Thanks to adjustments and improvements made 
in 1987, and major reforms made by law in 1988, the JUA will 
deliver insurance benefits and colle~~ remiums more 
efficiently. We recommend further·r ors in this report. 

Jan y 8, 9 -

Keneth D. Me 
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THE COIIMISSION'S CHARGE 

This study commission began its work in February 1987 and, 

in the intervening two years, has attempted to learn why both 

the driving public and the insurance industry have been 

dissatisfied with New Jersey's automobile insurance system, and 

whether reforms enacted in 1983 corrected the perceived problems. 

To no one's surprise, we learned that rates are perceived 

by the public as too high, while the industry considers rates 

too low to provide mandated benefits. More importantly, we also 

learned that no single reform can effectively solve this 

system's complex problems. 

We consider it important to enact a variety of reforms 

that is, to take a comprehensive, multifaceted approach. In the 

past, piecemeal approaches have served us poorly. 

This report outlines New Jersey's efforts over the past 20 

years to make automobile insurance accessible and affordable. 

This history involves several well-intentioned government 

actions which achieved their primary goals but also produced 

unfortunate side effects that still afflict us today. 

We recommend taking steps to correct those side effects. 

Unlike those who propose drastic actions such as eliminating 

no-fault or abolishing the JUA, we believe the most prudent path 

is to improve the current system. 



This study commission found it difficult to reach a 

concensus on an entire package of auto insurance reforms. 

Furthermore, reforms were being enacted in 1988 concurrent with 

our efforts to finalize this report. It is too soon to evaluate 

the effectiveness of the 1988 reforms. 

But we nonetheless have pinpointed the major problems and 

have agreed upon major recommendations. We hope our analysis 

will focus public attention on the steps we feel are necessary 

to control rates and stabilize the market. 

In preparing this report, we held ten full commission or 
, 

subcommittee meetings, conducted a public hearing, met with JUA 

officials, conducted research with the cooperation of the 

Department of Insurance, and communicated recommendations and 

comments through several exchanges of correspondence. 

This study ~ommission was created by Assembly Bill 1696, 

signed into law by Governor Thomas H. Kean on February 10, 1983. 

That bill was codified as the "New Jersey Automobile 

Insurance Reform Act of 1982," NJSA 17:29A-33 to 17:29A-41, and 

the "New Jersey Automobile Full Insurance Availability Act," 

NJSA 17:JOE-l to 17:JOE-24. 

The law mandated vast changes in the automobile insurance 

market, doing away with the Assigned Risk Plan (ARP) for 

handling motorists whom insurance companies did not want to 

cover, and putting restrictions on rating practices in order to 

moderate the extreme differentials in those practices. 

2 



The law created the JUA to take over ARP policies as they 

expired during the 1984 calendar year. The JUA began writing all 

new residual market business January l, 1984. 

This report frequently refers to A-1696 and to reforms 

enacted in late 1988. Both are explained in EXHIBIT A. 

The Legislature gave this study commission a broad mandate 

to evaluate not only the success of the JUA itself but also the 

effectiveness of virtually all automobile insurance laws, 

regulations and company practices. 

The statute states: 

•The coamri.ssion study shall evaluate market conditions 

resulting from the implementation of the aforesaid two acts with 

respect, but not limited, to: market availability, affordability 

and equity of automobile insurance coverage; the operation and 

effectiveness of the modified two-tier rating system, including 

the effectiveness and adequacy of merit rating plans and 

surcharge systems; the fairness of, and statistical basis for 

territory and classification systems in use; the effectiveness 

of the prior approval system; the effectiveness and fairness of 

the New Jersey Automobile Full Insurance Underwriting 

Association, including the adequacy and fairness of its funding 

system; and the creation of genuinely competitive market 

conditions.• 

The statute required this study commission to submit its 

report by January 1, 1988, but it was not completed on time 
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because of ongoing problems in collecting and compiling the 

necessary information. 

4 



INTRODUCTION 

For decades, automobile insurance in New Jersey has been in 

the forefront of controversy. Since the mid-1970s, the common 

perception among New Jersey motorists has been that they are 

paying unusually high rates. That perception was given a boost 

in late 1982, when the A.M. Best Co. began publishing annual 

state-by-state rankings of automobile premiums. 

Best, based in Oldwick, N.J., is the nation's most widely 

recognized analyst of the insurance industry. Best receives 

data from insurance companies, organizes the data, compares and 

analyzes it, and publishes its conclusions about company 

solvency and industry trends. 

For six years in a row, Best announced that New Jersey's 

average automobile insurance premium was the the nation's 

highest. EXHIBIT B Best's original 1985 ranking was later 

revised to place New Jersey at No. 2, behind Alaska. But New 

Jersey remains pegged by Best as the most-expensive auto 

insurance state for 1981, 1982, 1983, 1984 and 1986. 

The 1987 ranking, announced in January 1989, put 

Massachusetts at the top for the first time, with New Jersey at 

No. 2. 

So the public perception is that New Jersey's rates are the 

highest, even though Best itself concedes that the methodology 

for its ranking is too simple. 
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Best merely divides the total annual automobile insurance 

premium paid in each state by the number of registered cars. 

Obviously this "average" is lower in states where insurance is 

optional, or where the state requires much less coverage than 

New Jersey. Best's ranking system does not consider these 

important factors. 

A more accurate comparison is the New Jersey Department of 

Insurance study of premiums paid through the Insurance Services 

Office (ISO) rating bureau. These were total premiums paid by 

motorists whose companies used rates filed in each state ·by ISO, 

a private industry-funded statistical organization. ISO is a 

major rating bureau in most states, and in New Jersey it 

represents 70 percent of the voluntary market. 

That study placed New Jersey's average 1987 premium at 

$735, the nation's eighth highest, behind five states and the 

District of Columbia and Puerto Rico. The same Department of 

Insurance study found residual market rates to be 22nd highest. 

EXHIBIT C 

Moreover, ISO and most independent filers did not receive a 

general rate increase in New Jersey for five years, while other 

states have approved double-digit increases. 

It is small consolation, though, to know that rates are 

even higher in a few other states, or that New Jersey rates were 

stable for five years. Motorists believe rates have been far 

too high for a long, long time, and they were outraged when rate 

increases and a new JUA surcharge took effect in 1988. 
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If the perception among New Jersey motorists was that rates 

were too high, the reverse was true for insurers. 

It is the industry's position that auto insurance rates 

have been kept far too low -- except during a few years in the 

mid-1980s, and that the Department of Insurance responds too 

slowly to rate increase requests. Also, the industry believes 

that mandatory auto insurance benefits were increased as part of 

the no-fault package in 1973 without providing for adequate 

rates. 

The industry, therefore, was selective in whom it wauld 

cover voluntarily. And in the mid-1980s, when the JUA took over 

the residual market, the industry tightly restricted voluntary 

coverage because it was concerned that insurers would be 

assessed, based on their market shares, for any JUA deficits. 

So the diverse perceptions on rates and on the insurance 

climate in New Jersey produced a second problem: unavailability 

of coverage. 

New Jersey's residual market -- the cars covered through 

the ARP or JUA -- has grown at a steady clip since the early 

1970s and is now half of the entire market. Except for 

Massachusetts, New Jersey has the largest residual market for 

automobile insurance in the nation, in terms of both absolute 

numbers of cars and market share. EXHIBIT D 

A major reason for the ARP increase in 1980 was the 

withdrawal of GEICO and Nationwide from New Jersey. Most of 

their customers were forced into the ARP. 
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As the residual market grew, it took on a less homogenous 

makeup and inevitably included many motorists with good driving 

records. These "good drivers" were penalized by being forced 

into the ARP through no fault of their own. They received 

relatively poor service, they had to pay the higher ARP 

liability and physical damage rates, and they could not purchase 

the same liability limits available in the voluntary market. 

Before 1971, they couldn't buy physical damage coverage at all. 

The JUA was seen as the answer to those problems of access 
,' 

and equity. Commencing January 1, 1984, the ARP was abolished 

and, instead of about 200 auto insurance companies handling 

residual market business, only 15 insurance companies, called 

servicing carriers, remained involved. 

The JUA became. responsible for the residual market. The 

servicing carriers were hired merely to do the legwork -

writing policies and paying claims with the JUA's money. 

Under the JUA, consumers in the residual market have 

received better service and fair prices. The consumer's local 

agent or broker deals regularly with only one JUA servicing 

carrier, preventing the confusion which arose when agents and 

brokers dealt with many different ARP companies. The servicing 

carriers generally have provided good service to consumers, as 

indicated by market conduct investigations by the NJ Department 

of Insurance. EXHIBIT E In addition, the ARP surcharges 

were abolished; by law, the JUA charges the same rates as the 

voluntary market. 
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JUA premium revenues have been buttressed by new insurance 

surcharges collected from licensed motorists by the Division of 

Motor Vehicles for convictions of certain moving violations or 

for the accumulation of six or more motor vehicle points. The 

DMV keeps some of that surcharge revenue to cover administrative 

expenses, but 80 percent of the revenue went to the JUA from 

1984 through 1988, and 90 percent or more is going to the JUA 

starting in 1989. 

The law also placed "caps" on rates, to moderate the 

extreme charges to motorists with several negative rating, 

factors (such as single young men in urban areas) because there 

was insufficient statistical justification for those high rates. 

The law also required administrative costs (such as 

clerical and postage costs, license fees, advertising and other 

acquisition costs) and taxes to be charged as flat fees rather 

than percentage of premium. This was because a company's 

administrative costs are unrelated to rating categories, so 

there was no justification for charging higher-than-average 

administrative costs to motorists whose premiums were already 

higher than average. That old system had compelled high-rated 

drivers to subsidize other drivers. 

At about the same time, the Legislature required insurance 

companies to offer consumers the choice of buying less than the 

"basic" package of coverage. The "Automobile Insurance Freedom 

of Choice and Cost Containment Act" allowed elimination of 

lost-wage and death benefits, shifting some medical costs to the 
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consumer's health insurer, partial benefit reimbursement if the 

consumer collected damages in a lawsuit, a greater restriction 

on the motorist's right to sue, and a greater range of physical 

damage deductibles. 

These measures have had five years to mature. 

The focus of this report is the effectiveness of the 

1983-84 reforms in making automobile insurance available and 

affordable. 
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HISTORICAL PERSPECTIVE 

New Jersey has a long history of consumer dissatisfaction 

with automobile insurance rates and of tight rate regulation 

which the industry has found objectionable. EXHIBIT F 

A major reason for high rates, and consequently tight 

regulation, are demographic factors beyond anyone's control. 

New Jersey has more people, more cars, more roads and, 

consequently, more accidents per square mile than almost any 

other state. The population density is the nation's highest, 

986 people per square mile, compared with the national average 

of 64, according to the 1980 census. 

New Jersey has the highest number of registered vehicles 

per square mile (611) and the highest number of vehicles per 

highway mile (141), according to statistics from the Alliance of 

American Insurers. And New Jersey is a corridor state, taking 

on the risks posed by an unusually high amount of out-of-state 

traffic. 

EXHIBIT G shows that, although fewer deaths occur on New 

Jersey roads than in most other states, more injuries happen. 

New Jersey's rate of nonfatal injuries occuring per 100 million 

vehicle-miles of travel was the second-highest in both 1986 and 

1987, the most recent statistics from the U.S. Department of 

Transportation. Only New York had a higher injury rate. 

These demographic factors were cited as one of the two 

major causes of New Jersey's high automobile insurance rates in 
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a 1983 study commissioned by the Department of the Public 

Advocate and authored by Joseph Ferreira, Jr., of the 

Massachusetts Institute of Technology, and J. David Cummins, of 

the Wharton School, University of Pennsylvania. 

(The other major cause they cited was New Jersey's 

unbalanced no-fault system, which will be discussed later.) 

In its regulation of auto insurance, New Jersey operates 

under a "prior approval" system, requiring companies to receive 

Department of Insurance permission before increasing rates. New 

Jersey's rate controls have been perceived by the auto insurance 

industry as too tight and restrictive for at least two decades. 

In the industry's view, the department historically has 

taken too long to decide rate cases, and usually permits much 

less than companies really need. Also, companies believe the 

prior approval system has been slowed down too much since 1974, 

when the Public Advocate's office gained the right to intervene. 

Moreover, the state's tight restrictions on the cancelation 

or nonrenewal of policies has been cited as a reason for 

companies' reluctance to write new business in New Jersey. 

EXHIBIT B Companies say they are afraid they will not be 

able to unload a policy which proves unprofitable. 

* * * 

As long ago as 1967, there was a heated dispute over 

ratemaking. 

Automobile insurance companies, then represented in rate 

cases by two now-defunct organizations, filed in January and 
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February of 1967 for a rate increase from Commissioner of 

Banking and Insurance Charles R. Howell. In February 1968, 

Howell denied the applications and thereby challenged the 

industry's previous assumption that it enjoyed a right to a 5 

percent "profit and contingency" factor in auto insurance rates. 

The case went to the New Jersey Supreme Court, which sent 

the matter back to the Department of Insurance for "more 

information." This provided the opportunity for a frontal 

assault on industry assumptions about rates and profits, and 

virtually every aspect of auto insurance rates and investment 

proceeds were examined in 33 public hearings and an exhaustive 

study overseen by Insurance Commissioner Robert L. Clifford, who 

is now a New Jersey Supreme Court associate justice. 

On his last day as commissioner, February 6, 1972, Clifford 

ordered auto insurance companies seeking rate increases to 

factor in a portion of their investment income as part of their 

projected underwriting profit. 

This was a radical move. Previously, insurance companies 

projected a profit from premium income alone, after paying 

claims and administrative expenses. There was no consideration 

of the profits companies earned from the investment of their 

reserves. 

Under the "Clifford Formula," consumers have enjoyed lower 

auto insurance rates because companies' investment profits have 

offset some of the profits previously incorporated in the rates. 
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The specter of tight ratemaking, and the five-year delay in 

the rate decision caused by the lengthy litigation, prompted the 

automobile insurance industry to protect itself by tightening 

underwriting standards. The ARP population grew steadily as 

insurance companies became more selective in whom to cover. 

During the five-year litigation, the ARP market share 

nearly doubled -- from 6.5 percent or 138,543 cars in 1967 to 

13.4 percent or 362,588 cars in 1972. 

The ARP, at the time, was not equipped to adequately cover 

a major market share. It was a voluntary organization o~ly, 

created in 1941 by the insurance industry to share the risk of 

covering motorists who persisted in seeking coverage even after 

being rejected by one or more companies. At the time, 

automobile insurance was voluntary for motorists. 

But as more motorists were forced into the ARP, there was 

dissatisfaction that companies handling an ARP application 

offered only bare-bones coverage: $10,000/$20,000/$5,000 

liability coverage and no physical damage coverage. 

The Legislature enacted what became NJSA 17:290-1 (P.L.1970 

c.215), requiring the Commissioner of Insurance to establish a 

plan for "the apportionment of insurance coverage for applicants 

therefore who are in good faith entitled to, but are unable to 

procure the same, through ordinary methods." 

Pursuant to that 1970 law, Clifford issued a regulation, 

effective January 1, 1971, which transformed the ARP into a 

mandatory mechanism. For the first time, companies were 
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compelled to offer both physical damage coverage and higher 

liability limits -- $25,000/$50,000/$10,000 and 

$50,000/$100,000/$10,000. 

While all this was happening, the pressure was building in 

New Jersey to adopt no-fault automobile insurance, which was 

being considered in many states. 

Prior to that, automobile insurance throughout the country 

was a liability system. Most major claims were paid by the 

company covering the motorist who caused an accident. 

Studies conducted in the late 1960s indicated that , 

individuals hurt in auto accidents did not necessarily receive 

compensation for medical bills and lost wages. 

Ironically, small claims, which were covered by auto 

medical payment insurance, usually were settled, but more 

seriously injured persons -- the people who had the greatest 

need for insurance coverage -- had to prove another's negligence 

in order to receive compensation from auto insurance. This 

process often caused long delays in receiving compensation. 

Consequently, small claims tended to be overcompensated, 

while more serious claims tended to be shortchanged. 

Insurers did not want to absorb the costs of fighting smaller 

claims but thought it cost-effective to resist larger claims. 

Only a small percentage of every loss dollar actually went 

to pay for the financial losses of injured parties. More than 

half of total loss payments went to legal fees, general damages, 

and insurance company administrative expenses. 
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A further cost paid by auto liability insurance coverage 

began in August 1973, when a law was enacted establishing 

comparative negligence as the standard for determining 

liability. There is no documentation, but it is possible that 

this law caused the subsequent increase in the number of auto 

liability claims in New Jersey, because it has allowed people 

who were partly at fault for accidents to win partial 

compensation. 

When New Jersey implemented no-fault auto insurance in 

1973, the primary goal was to improve the delivery of benefits. 

No-fault was intended to provide faster and more equitable 

payments to injured parties. There would be higher payments to 

the seriously injured, but lower administrative and legal 

expenses. 

Development of the New Jersey no-fault system relied 

heavily on the 1965 study by Professors Robert E. Keeton and 

Jeffrey O'Connell, which recommended basing an automobile 

reparations system on the same premise as the workers 

compensation insurance system. In other words, they said: 

Eliminate minor liability controversies and lawsuits and utilize 

that money instead for direct benefits to injured parties. 

In New Jersey, the direct benefits were decreed by the 

Legislature to be full compensation of accident-related medical 

bills, limited compensation for lost wages, payment for some 

housekeeping or other personal needs while disabled, and funeral 

expenses. 

16 



Of the 24 states which ultimately adopted some form of 

no-fault, only New Jersey and Michigan required motorists to buy 

unlimited no-fault coverage for hospital and medical expenses. 

EXHIBIT I 

It was recognized that unlimited medical benefits would 

increase claim costs, but the increase was expected to be offset 

by savings from drastically reduced litigation expenses. 

Consequently, the legislation included a limitation on the 

right to sue, a "tort threshold." Professors Keeton and 

O'Connell recommended prohibiting lawsuits for cases involving 

less than $10,000 in economic losses and less than $5,000 in 

general ("pain and suffering") damages. 

The original New Jersey proposal was much less stringent. 

To file suit, the injured party needed to show only a 

hard-tissue injury (like a bone fracture) or $500 in medical 

bills exclusive of hospital and diagnostic expenses. With such 

a threshold, the insurance industry pledged to reduce bodily 

injury liability rates by 15 percent, and the reduction became 

part of the plan. 

When the bill was passed, however, the monetary tort 

threshold was set at $200 -- the weakest no-fault threshold in 

the nation. EXHIBIT I By comparison, Hawaii has a formula 

with a floating threshold that is now $6,000, and Minnesota has 

the highest stable monetary threshold, $4,000. Michigan was the 

only state with a strict "verbal" threshold, permitting lawsuits 
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only in cases of death or serious disfigurement or loss of 

function, which has stabilized lawsuits. 

Compounding the problem in New Jersey, the $200 threshold 

was especially easy to reach because the list of medical 

services which applied toward the threshold was broad. 

In fact, New Jersey enacted a dual insurance system, 

layering no-fault benefits atop the essentially unaltered 

liability system. Costs, therefore, were bound to increase. 

The expensive, unbalanced nature of New Jersey's system was 

detailed in a 1984 report by the U.S. Department of 

Transportation, "Compensating Auto Accident Victims: A Follow-up 

on No-Fault Auto Insurance Experiences." EXHIBIT J 

Nonetheless, the final version of New Jersey's no-fault law 

mandated the same 15 percent reduction in bodily injury 

liability rates that was originally proposed. 

As a further aggravation to the insurance industry, 

then-Insurance Commissioner Richard C. McDonough ordered a rate 

decrease larger than the 15 percent mandated by the no-fault law. 

McDonough ordered all auto insurers to submit their loss, 

expense and financial experience for review, and he ordered 

various decreases based on conclusions drawn from those 

documents. As a consequence, instead of the across-the-board 15 

percent bodily injury liability rate reduction ordered by the 

Legislature, those rates actually went down by anywhere from 

24.4 percent to 33.1 percent, depending on the driver's rating 

factors and liability limits purchased. 
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McDonough also ordered insurers to decrease collision rates 

by 3.4 percent to 12.4 percent, depending on the driver's rating 

factors and the type and value of the car covered. 

McDonough felt the rate decreases were justified by the 

data he reviewed. The companies disagreed. 

From the insurance companies' standpoint, all of these 

early 1970s developments doomed the automobile market in New 

Jersey. Benefits were drastically increased; rates were 

slashed; lawsuits could continue nearly unabated; and all 

motorists were required to purchase insurance, including .,the bad 

drivers who were undesirable business in any insurance climate. 

Eventually, insurance companies responded as they had in 

the past: Underwriting was tightened, new business was rejected, 

agents were terminated, and the ARP grew. 

The companies made a "good faith" effort to work within the 

new system during the first two years of no-fault. In 1974, for 

instance, the ARP was 340,659 cars, or 11.6 percent of the 

market, down from the 13.4 percent level of 1972. But by 1976 

the ARP population was 490,532 cars, or 16 percent of the 

market, and the residual market continued to grow until by 1987 

it comprised half of New Jersey's cars. EXHIBIT K 

When no-fault took effect January l, 1973, two other 

notable changes occurred: Automobile insurance became 

compulsory, and automobile insurance instead of health insurance 

became the primary payor for auto-related injuries. 
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At the time, auto insurance coverage for all motorists 

was considered integral to the new no-fault system. Without 

universal medical coverage, it was believed, injured parties 

would continue suing other drivers for payment of those bills. 

The shift to auto insurance policies, rather than health 

insurance, as primary payor was part of the same thinking. 

Coverage had to be universal to deter lawsuits, and since health 

insurance coverage was not as prevalent as it is today, auto 

insurance was named as primary payor. 

The shift was opposed at the time by Blue Cross of New 

Jersey on the grounds that auto insurance companies were 

ill-suited to handle large volumes of health claims. Blue Cross 

argued that health insurance companies could process claims more 

efficiently and could get better prices from health care 

providers, thereby giving injured parties better service more 

cheaply. 

The tenure of Insurance Commissioner James J. Sheeran from 

1974 to 1982 was marked by unrelenting rate requests and 

double-digit rate approvals, which drew the ire of consumers yet 

was viewed by the industry as too little too late. Rate 

increases granted to the Insurance Services Office, the dominant 

rating bureau for New Jersey auto insurance companies, are 

indicative of the trend for all filings. EXHIBIT L 

The industry complained that Sheeran delayed months in 

making decisions, and he never approved the full amount 

necessary to make a profit. 
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Sheeran, though, accused the industry of soaking automobile 

insurance consumers to make up for the insurance industry's 

irresponsible price-cutting in non-automobile lines of insurance 

and for a disappointing investment portfolio. Sheeran insisted 

that consumers not be forced to pay because the insurance 

industry was in a "down" period of its business cycle in 1974-76. 

There is a regular "business cycle" which the industry 

undergoes every seven to nine years that is geared to its 

earnings on investments. 

During an "up" period of the cycle, some insurance 

companies are fairly flexible about whom they will cover, and 

prices are comparatively low. This is so the companies can 

attract as many customers as possible to increase their cash 

flow for investments. 

Inevitably, the stock market and other investments cool off 

over time, and insurance prices have been slashed so 

dramatically that the investment income is insufficient to 

bridge the gap between premium income and actual expenses and 

produce a profit. Consequently, during this "down" period of 

the cycle, some insurance companies are low on cash with which 

to pay claims. 

These companies react by raising prices sharply and by 

refusing to write coverage for customers who are most likely to 

file significant claims or for whom they believe the profits are 

marginal. (The 1985 commercial insurance crisis was the worst 

such "down" period on record.) 
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Sheeran was aware of the companies' financial problems and 

blamed the companies, not consumers. He said the companies must 

bear the brunt of the cost of bad investment decisions, so he 

granted auto insurance rate increases which were smaller than 

those requested. 

Sheeran's position was buttressed by the Clifford decision, 

then only a few years old, which gave the companies unrestricted 

benefits from their investment decisions that produced 

significant "capital gains," but in turn decreed that capital 

losses must be suffered by the companies, not consumers. In 

other words, the insurance companies were held to a standard on 

investing policyholder reserves. If an insurance company 

elected to invest in high-risk ventures as opposed to following 

a safe, conservative investment strategy, they assumed the risk. 

The problem which occurred at the same time, though, was 

rising costs caused by the dual insurance system. The dual 

system began in 1973, but the full cost was not immediately 

evident because liability claims can take as long as seven to 10 

years to settle. The real financial squeeze caused by the dual 

system therefore began to emerge simultaneously with the "down" 

period in the cycle in the mid-1970s. 

During this time, the state government took one step to 

relieve the unusual financial burden which some companies were 

bearing because of the insurance dual system. The state 

established a pooling arrangement among all auto insurance 
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companies for the payment of the most costly no-fault claims, 

the individuals whose medical bills exceed $75,000. 

When no-fault began in 1973, each company was responsible 

for unlimited medical benefits for each of its insureds. But in 

1978, each company became responsible only for the first $75,000 

per injured person. The bills above that amount, called the 

"Excess Medical Benefit," were still paid by the company but 

were then reimbursed by a state agency, the Unsatisfied Claim 

and Judgment Fund {UCJF), which previously existed primarily to 

assure medical care for hit-and-run accident victims. 

The UCJF draws its revenues by a formula assessment against 

all automobile insurance companies based on their market share. 

So by this system, the companies were sharing the cost of the 

most expensive claims. 

But, most importantly, the UCJF sets its assessments on 

only a two-year projection of its necessary revenues. So the 

total cost of long-term care and rehabilitation for an injured 

motorist is not paid during the year in which the accident 

occurred. Standard insurance company practice is to set aside 

reserves for such long-term payments, but the UCJF assessment 

does not work that way. So the true cost of the dual 

insurance system was hidden. Costs have been deferred, and now 

the UCJF says its unfunded long-term liability is at least $600 

million, and other estimates have put it at $1 billion or more. 

Meanwhile, Sheeran was aware that the insurance industry 

was in the "down" period of its cycle, and he refused to permit 
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insurance companies to shift the burden of their bad investment 

decisions to consumers. In approving rates, he therefore 

discounted the auto insurance companies' loss and financial 

experience to eliminate the effects of their bad investment 

decisions. Sheeran believed the rates were adequate for the 

genuine losses caused by the dual system. 

Some property/casualty insurers kept writing auto insurance 

only because Sheeran refused to permit a company to turn in its 

automobile insurance license unless it gave up all its New 

Jersey licenses. 

GEICO and Nationwide did just that, but other companies 

coped by refusing new voluntary business, even drivers with 

clean records. So the ARP grew. 

By the end of Sheeran's term, when the ARP made up about 

35.3 percent of the total market, the public became keenly aware 

of the stigma attached to the ARP and the unfairness of being 

placed in the residual market with a clean record. 

The ARP base rates for the optional physical damage 

coverages, comprehensive and collision, were 25 percent and 42 

percent higher, respectively, than the ISO's voluntary rates. 

Also, if the ARP driver became involved in an accident, base 

rates were 36 percent and 93.2 percent higher, respectively, 

prior to the application of surcharges. EXHIBIT M 

In 1980, when the insurance industry sought a 78.5 percent 

rate increase for ARP business, Sheeran put on the brakes. 
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The ARP, he said, had so many drivers with clean records 

that he could not justify a further discrepancy between ARP and 

voluntary rates. At that point, the ARP comprised about 34.5 

percent of the total market, or about 1.2 million cars, 800,000 

of which Sheeran estimated were operated by good drivers. 

If the insurance industry had not been refusing to write 

policies for good drivers as a sign of their dissatisfaction 

with the insurance climate in New Jersey, Sheeran said, those 

800,000 good drivers would have voluntary policies with lower 

premiums. 

"It would not be fair," Sheeran said, "to approve a 

separate rating system for the (ARP) and put a great part of the 

burden of assigned risk losses on good drivers in the plan, who 

shouldn't be in the plan at all. 

"These losses must be spread among all the drivers in the 

state, voluntary and assigned." 

Sheeran made the comment in a news release EXHIBIT N 

announcing the first "policy constant," a flat charge paid by 

all motorists to offset residual market losses. Though it's a 

flat amount, the policy constant is applied to each kind of 

coverage. So motorists who buy optional coverages 

(comprehensive and collision) pay more than motorists who carry 

only liability and no-fault. 

In November 1980, Sheeran originally set the policy 

constant at $42 per car with full coverage, or $30 per car 

without comprehensive or collision coverage. In June 1983, 
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Insurance Commissioner Joseph F. Murphy increased the policy 

constant to $75 per car with full coverage or $49 per car 

without comprehensive and collision. 

When the JUA began in January 1984, Murphy set the per-car 

policy constant at $70 and $44, respectively, and pursuant to an 

act of the Legislature, he ordered all companies to remit the 

proceeds to the JUA. That order remains in effect. 

The policy constant was reduced by $5 at that time because 

Murphy simultaneously ordered a $5 increase in the standard 

premium for uninsured motorist coverage, from $7 to $12. 

At the same time that Sheeran instituted the policy 

constant in 1980, he was conducting an exhaustive probe into the 

essence of automobile insurance rate-setting itself -- the 

factors which determine why some drivers pay much more than 

others for identical coverage. Sheeran challenged the industry 

to show a statistical basis for its rating categories. 

The industry's data illustrated bottom-line cost 

differences between categories of insured motorists, but it was 

insufficient to be statistically credible for rating purposes. 

In some cases (such as sex) rate categories were instituted 

initially only because of subjective notions which were later 

supported somewhat by the aforementioned cost-based data 

collected after rates were in effect. 

Sheeran concluded that the industry used anecdotes, 

stereotypes and biases for several rating factors and used 

wholly outdated rating territories drawn in 1946. EXHIBIT O 
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In 1981, his last year in office, Sheeran ordered sweeping 

changes but his order was challenged in the Appellate Division 

of Superior Court by the insurance industry. The industry won a 

stay of Sheeran's order, and the ensuing litigation remains 

unresolved. 

Commissioner Joseph F. Murphy took office in 1982 with a 

mandate to ease the combative tension which had developed during 

the Sheeran years between the insurance industry and the 

Department of Insurance. In 1982, the ARP comprised 37.9 

percent of the market. 

A reexamination of auto insurance rates was necessary, and 

Murphy acted quickly to provide rate relief. The need for the 

increases permitted by Murphy in 1982 and 1983 was confirmed by 

the Public Advocate's 1983 report. EXHIBIT P 

Under Murphy, ISO rates jumped 29.7 percent in one year. 

The increases were: 

May 1982 

July 1982 

- Allstate joins ISO, getting a 

13.1 percent increase 

- ISO (except Allstate), 15 percent 

- Prupac, 18.5 percent 

September 1982 - Travelers, 27.l percent 

October 1982 - Aetna, 25 percent 

January 1983 

June 1983 

- Allstate, 11 percent 

- Colonial Penn, 32.1 percent 

- ISO, 7 percent 

- ISO, 5.4 percent 
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* * * 

In summary, the period 1968 to 1983 was one of innovation 

and frustration. 

Drivers who were denied coverage in the voluntary market 

gained the right to purchase more coverage in the ARP than 

previously allowed, and the policy constant spread the cost of 

the ARP system to all motorists. 

New Jersey took bold steps, successfully challenging the 

insurance industry's right to reap investment income witnout 

sharing that benefit with consumers, and then implementing a 

no-fault system which has assured adequate medical payments for 

automobile injuries regardless of severity. 

Controls on the insurance industry were tightened, 

especially on rates. Consumers, therefore, were protected from 

the true cost of the dual fault/no-fault system. But a 

combative atmosphere developed between state government and the 

insurance industry. 

Legislative debate continued over the ever-rising 

premiums. The insurance industry squared off against the trial 

lawyers representatives, with the industry arguing that premiums 

could stabilize if New Jersey's no-fault system had a "verbal 

threshold" like Michigan's. 

The trial lawyers disputed the wisdom of reducing injured 

parties' rights, and they challenged the industry to prove that 
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the verbal threshold would reduce insurance premiums. The 

insurance industry never produced definitive documentation. 

So, despite persistent lobbying by Governor Brendan T. 

Byrne throughout his term, the verbal threshold languished. 

The pressure from the governor's office for a verbal 

threshold continued after Thomas H. Kean became governor in 

1982, and it remains a tense political issue to this day. 

29 



THE 1983-1984 REFORMS 

Despite the dramatic rate increases granted in 1982-83, the 

ARP continued to grow. 

During 1983, the ARP comprised 41.3 percent of the market, 

and motorists were frustrated at both high rates in general and 

at the particularly high rates paid by ARP motorists and those 

in the highest-rated territories or classes. 

The Legislature, therefore, passed A-1696 (P.L. 1983, c. 

65), which created the JUA, permitted limited automobile rate 

increases without prior approval, and moderated extreme 

disparities in rates among different motorists. 

The changes are explained in EXHIBIT A, which was 

distributed by the ,Department of Insurance at the time. 

The new rate increase system was never implemented; the 

Legislature repealed that provision before the first round of 

increases could have taken place. 

Also in 1983, the Legislature enacted the "Automobile 

Insurance Freedom of Choice and Cost Containment Act." It 

provided motorists with several options to reduce their 

insurance coverage, thereby lowering their premiums. 

EXHIBIT O explains the provisions of the act, and it 

shows that consumer acceptance of the options was limited. 

A news release announcing the rate savings for taking the 

options is attached as EXHIBIT R. 
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As a final step to hold down consumers' auto insurance 

costs, the Legislature enacted the Excess Profits Law in 1983. 

Under that law, the state, for the first time, had a system for 

monitoring auto insurance rates retrospectively, to assure 

after the fact that rates were not excessive, instead of 

examining rates only for future use. 

The 1983 Excess Profits Law, its 1988 amendments and its 

historical background and are explained in EXHIBITS. 

* * * 
, 

The primary goals of the 1983-84 reforms were to reduce 

premiums for some motorists, make auto insurance available 

without the hassles inherent in the ARP, and to try to assure 

more equal treatment of motorists in the voluntary and residual 

markets. 

By the mandate of law, the JUA has assured availability 

of auto insurance coverage and similar rates in the voluntary 

and residual markets. Motorists in the JUA can buy coverages 

which were unavailable in the ARP and which remain unavailable 

in the residual markets of many other states. EXHIBIT T 

JUA rates, by law, have been the same as voluntary market rates, 

even though JUA losses are greater than voluntary market losses. 

That was the easy part. Success was assured because the 

legislation dictated availability and equity, and then set up 

an organization to provide it. 

The necessary funding, though, has proven elusive. 
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The JUA's single failure -- its towering deficit -- is in 

fact the failure of the New Jersey auto insurance system as a 

whole. Coverage is expensive. Losses are great. The system 

simply costs more than motorists are willing to pay. 

The JUA's losses reflect the losses of the entire auto 

insurance industry, which has buckled under the pressures of New 

Jersey's dangerously out-of-balance dual insurance system. 

The dual system has been underfunded since no-fault began. 

The industry itself endured the losses through 1983, but as soon 

as the JUA was formed, it became the industry's mechanism for 

avoiding losses. 

In other words, neither the JUA nor its clientele is 

primarily to blame for its massive debt. The blame lies with 

the industry's failure to write auto insurance, and with the 

dual insurance system. The JUA's debt is in fact the price tag 

for that inordinately expensive dual system. 

Motorists are receiving both "fault" and "no-fault" 

benefits with few limitations. Those benefits are grossly out 

of proportion with current auto insurance rates. 

The 1983 laws correctly anticipated the problem and gave 

motorists the opportunity to reduce coverage. As noted, few 

motorists have opted for reduced coverage. Three reasons are 

probable: 

1) Motorists have a sincere desire for the full benefits 

afforded by the dual system. 

2) Motorists don't know what those benefits really cost. 
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3) Motorists don't understand the options. 

The cost has been hidden by tight ratemaking and by 

deferral of expenses by allowing the JUA and the Unsatisfied 

Claim and Judgment Fund (UCJF), which pools the industry's 

no-fault medical claims exceeding $75,000 apiece, to be funded 

only enough to pay claims as they come due for payment. That's 

contrary to standard insurance company procedure, under 

"statutory accounting," which requires setting aside reserves 

each year to pay claims for all of that year's accidents, 

regardless of delays in payment of as long as 10 years. -· 

Because they don't collect enough money to set aside 

"statutory" reserves, the JUA has an unfunded liability of 

approximately $2.9 billion (as of September 30, 1988) and the 

UCJF of more than $600 million. 

To put it in perspective, that total $3.5 billion unfunded 

debt equals the total auto insurance premiums paid by all 

New Jersey drivers in 1987. 

The only solution to the dilemma posed by this enormous 

unfunded liability is to reduce benefits or raise rates 

drastically. 

New Jersey citizens have made clear that the prospect of 

ever-higher rates is unacceptable. The answer, therefore, must 

be reducing the benefits -- putting balance into the no-fault 

system so that injur·ed parties can no longer "double dip" by 

receiving first-party medical benefits plus sue for pain and 

suffering regardless of the extent of their injuries. The 
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verbal threshold limiting lawsuits would eliminate unnecessary 

pain and suffering losses and related legal and administrative 

costs. 

The Legislature made several stabs at controlling auto 

insurance premiums in its 1983-84 reforms, but the enacted 

measures were not enough. 

As the Public Advocate's report plainly stated in 1983, 

"The most important step that could be taken to reform the 

system would be to raise the threshold ... A verbal threshold 

similar to the one in Michigan would be most effective and 

consistent with the original concepts underlying no-fault." 

EXHIBIT U 
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THE JUA: 

GENERAL ASSESSMENT 

The rest of this report centers on the JUA, not only 

because the JUA now constitutes half of the New Jersey auto 

insurance market but also because of the JUA's duty to handle 

the risks which the industry has turned down. 

The JUA was an innovation, and like any new organization, 

it was subject to refinements as flaws became evident only after 

operations were underway. 

Because it was new, the JUA's mission was not always clear 

to the casual observer. 

To some motorists, for instance, the JUA is perceived as 

the "bad driver" pool. In fact, it covers half of the market. 

To many people who witnessed the JUA's creation amidst a 

frenzy of legislative activity aimed at lowering auto insurance 

costs, the JUA has been misperceived as a cost containment tool. 

So it is important to emphasize early that the JUA was not 

intended to be a tool for lowering New Jersey automobile rates. 

EXHIBIT V and EXHIBIT W 

The JUA is only a mechanism for delivering a product. The 

mechanism, as the following chapter shows, had some problems 

when first established and is being improved. 

But the mechanism (the JUA) cannot be blamed for costs if 

the product (dual insurance benefits) is grossly expensive. 
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JUA improvements have been carried out in recent years, and 

more are recommended in this report. They will help make the 

mechanism more efficient, and therefore chip away at the debt. 

But the debt will grow anyway until rates are increased to be in 

line with benefits or benefits are reduced to meet the objective 

of lowering rates. 

* * * 

When the JUA was created, it held out these promises: 

1. Insurance companies would resume writing voluntary 

business sufficiently to reduce the JUA's population to a normal 

size for an urban, industrialized state, with consideration for 

the limits caused by the capping of rates. 

2. Auto insurers could expect a period of rate adequacy, 

having received several recent increases and no longer being 

liable for residual market losses. 

3. There would be economies of scale because only 15 

insurance companies became "servicing carriers" instead of the 

200 companies which wrote insurance under the ARP. Agents or 

brokers no longer would have to wrestle with dozens of 

unfamiliar forms for different companies handling assigned risk 

business. Instead, each agent or broker would be given one 

servicing carrier for all of his or her residual market business. 
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4. JUA rates would be tied by law to the ISO manual, 

promising motorists standard market rates if they could not 

obtain voluntary coverage. Motorists also were promised the 

same coverages and insurance limits offered by ISO companies. 

5. With standard market rates available through the JUA, 

uninsured motorists would be encouraged to obey the 

law and buy and maintain coverage. 

6. Equal treatment, too, would be accorded to drivers with 

motor vehicle violations on their records. Whether in the JUA 

or the voluntary market, drivers would pay the same Division of 

Motor Vehicle three-year insurance surcharges based on their 

driving records, using flat dollar amounts, no percentages. 

EXHIBIT X This ended the unfairness of motorists with 

voluntary coverage paying smaller surcharges or no surcharge for 

the same infractions which prompted stiff penalties for an ARP 

motorist. The OMV surcharges were originally expected to raise 

$100 million annually for the JUA, but collections in the first 

two years did not reach that plateau. 

7. The insurance surcharges would help offset the JUA's 

losses, which were expected to mount because ISO rates would not 

produce enough revenue to cover residual market drivers. The 

new insurance surcharges, along with efficiencies and economies 

of scale, would replace the revenue previously produced by the 
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ARP's Supplement I and Supplement II rate level differentials 

and surcharges. 

To a great extent, the .JUA has fulfilled those hopes, but 

overall it has two major problems: 

A GROWING POPULATION 

INSUF!'ICIENT REVENUES 

The problems are interrelated, especially since the 

composition of its growing population is a major reason ~or its 

deficit. 

It is interesting to note that the other states with huge 

residual markets have suffered the same problems that have 

plagued New Jersey's .JUA. 

Massachusetts'has 55 percent to 60 percent of its motorists 

in its residual mechanism, the Commonwealth Automobile 

Reinsurers (CAR). Rates in CAR are the same as voluntary rates, 

and CAR runs a deficit which is funded by a formula assessment 

against insurance companies, which is passed on to consumers, 

plus an average $125 per car surcharge on all motorists in 

1987. 

The South Carolina Reinsurance Facility, a separate entity 

which covers 35 percent to 40 percent of the state's market, has 

a running deficit covered, in part, with an annual surcharge on 

voluntary policies. For a driver with a clean record carrying 

full insurance coverage, the surcharge was $73 per car from July 

1, 1988 through June 30, 1989, and will be $71 per car starting 
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July l, 1989. For a motorist with motor vehicle violations 

and/or at-fault accidents, the charge is multipled two, three, 

four or five times depending on the actual driving record. 

So in New Jersey, ultimately one of the principal keys to 

solving the JUA's funding crisis lies in controlling the size 

and makeup of its population. 

* * * 

In 1985, in light of the JUA's persistent declarations of a 

deficit, the Department of Insurance instituted a four-pronged 

investigation of JUA matters. 

The investigation, which is continuing, has involved a 

financial examination of all JUA servicing carriers, a market 

performance audit of all servicing carriers, a review to ensure 

that all JUA funding sources are being fully utilized, and an 

examination of overall market conditions to identify the factors 

responsible for the JUA's growth and deficits. 

At the same time, the JUA examined its own procedures 

through audits and surveys conducted pursuant to its Plan of 

Operation. EXHIBIT Y 

These audits, surveys and investigations led to enactment 

of S-2790, which provided an array of JUA reforms aimed at 

greater efficiency and, therefore, financial stability. 

The bill, which was signed into law January 12, 1987, is 

summarized in EXHIBIT z. 
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Other proposals resulting from the Department of 

Insurance's investigation of the JUA became part of the 1988 

reforms explained in EXHIBIT A. 

Both exhibits will be mentioned frequently in subsequent 

pages during explanations of the JUA's problems and solutions 

implemented in 1986 through 1989. 
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TBE JUA: 

POPULATION GROWTH 

There are many reasons for the JUA's growing population. 

1. Insurance companies fear being assessed for JUA 

losses. 

The JUA was established as a no-profit, no-loss entity but 

was not initially understood to be a cash-flow operation. 

Rather, the common belief within the insurance industry was that 

the no-profit, no-loss standard would be applied to the 

Statutory Accounting procedures required of other auto insurers. 

Therefore, insurance industry officials were concerned very 

early that the JUA would be seriously underfunded. 

If the JUA's income from premiums, surcharges and 

investments are at optimum levels, yet there is still a deficit, 

the law gives the Commissioner of Insurance only one option -

to charge New Jersey motorists a per-car fee called the Residual 

Market Equalization Charge (RMEC). This fee applies to all 

cars, both those in the voluntary market and in the JUA, except 

those operated principally by motorists age 65 or over. 

The RMEC was ordered for the first time on January 21, 

1988, at an average $66 per car. It was increased August 1, 

1988, to an average $139. 

Nonetheless, companies fear that New Jersey's political 

climate could force the Commissioner or the Legislature to turn 
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to the companies, instead of the public, to foot the JUA's 

losses. Such a move would require an act by the Legislature, 

because the law has never authorized the commissioner to order 

an assessment against companies for JUA losses. 

The companies have feared that, should an assessment occur, 

it would be apportioned to companies based on their auto market 

share in New Jersey; i.e., the companies writing the largest 

book of voluntary auto business would pay a proportionately 

larger share of the deficit than a smaller company. So keeping 

its voluntary market share as small as possible is a company's 

hedge against such an assessment. 

There is an argument that companies should not fear an 

assessment for JUA losses. The law has never authorized the 

commissioner to levy such an assessment. When the need arose, 

the commissioner ordered the RMEC rather than assessing 

companies. And if an assessment occurred, companies could recoup 

their money by passing on costs to consumers, which is done in 

every other state where residual market assessments are made 

against companies. If New Jersey prohibited companies from 

obtaining money to pay the assessment, the state's action could 

be declared unconstitutional. 

2. Policies subject to the "caps" were shifted to JUA. 

The legislation set limits on how high an individual's 

premium could go, except for surcharges justified by his claim 
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record or driving record. The base rate for the highest-rated 

territory can't be more than 35 percent above the statewide 

average. An individual driver's base rate can't be more than 

two-and-one-half times the average base rate in his territory. 

At the same time, it ended the practice of computing taxes 

and administrative expenses by compounding them based on the 

premium. That system had served to further exaggerate the 

premium of a motorist already paying high rates because of high 

rating factors. 

With the caps, motorists who had been paying the highest 

rates received sharp reductions, and the cost of those 

reductions were spread among the premiums paid by low-rate 

drivers. EXHIBIT AA 

Before capping,- the highest-rated motorist was charged six 

times the statewide average rate. Capping reduced that 6-1 

ratio to 3.75-1. 

Similarly, the ratio of the highest-rated motorist to 

lowest-rated was 12-1, but capping lowered it to 7-1. 

Rates throughout the state were adjusted to compensate for 

capping, so in total, the new system was intended to produce the 

same amount of revenue for insurance companies as the previous 

system. The new rates achieved some of the goals of the stalled 

1981 order by Commissioner Sheeran regarding rating factors. 

There was not sufficient statistical data to support the highest 

rating factors. Capping lowered those rates and spread the cost 

more evenly throughout the system. 
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But the insurance industry believed that it was being 

forced to undercharge for the riskiest drivers, and that the 

losses incurred by drivers in the capped territories and 

classifications would not result in rate adjustments. 

Consequently, some insurance companies stepped up their pace of 

declining new business, shifting the vast proportion of high 

risks and some average risks into the newly formed JUA. 

By 1985, about 80 percent of the drivers whose rates were 

capped by class and/or territory were in the JUA, compared with 

about 50 percent in 1983. EXHIBIT BB 

For instance, in Newark the voluntary market shrank from 

28.3 percent in 1983 to 17.4 percent in 1985. In Camden, 

voluntary business decreased from 28 percent of the total market 

in 1983 to 21.1 percent in 1985.· 

3. Automatic rate increases never occurred. 

This was the part of the JUA bill which had permitted 

insurance companies to implement annual rate increases equal to 

the average annual ISO increase over the previous three years 

without awaiting a decision by the Commissioner of Insurance. 

Companies saw this as their only safety valve in what was 

otherwise a risky undertaking. 

But this provision was repealed by the Legislature in 

January 1984, before the first round of automatic increases 

could take place. In response, the industry continued to shift 

unwanted business to the residual market. They feared that any 
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effort to depopulate the JUA would have an adverse effect on 

their experience, and rate relief to compensate for that effect 

would not be forthcoming. 

The automatic rate increase provision was repealed partly 

because of the increases authorized by Commissioner Murphy in 

1982 and 1983. The official Statement by the Legislature on the 

bill which repealed automatic rate increases noted that Murphy's 

prompt action on requests obviated the need for an automatic 

mechanism. 

Another reason, though, was the political furor at that 

time over a separate proposal to allow insurance companies to 

keep the proceeds of the "policy constant," even though all the 

ARP business was being shifted to the JUA. 

In November 1983, in preparation for the JUA's first year, 

Commissioner Murphy approved an ISO rate filing in which the 

policy constant was, as he put it in a news release, "blended 

into the rating system." The intent of this provision was to 

provide revenue to ISO companies to offset the higher losses 

they would incur by reducing the residual market voluntarily 

under the new JUA system. 

Public attention became focused on this issue. For more 

than a decade, the residual market had been growing, and there 

was no reason to believe that the insurance industry would 

suddenly write more voluntary policies. Murphy's rate approval 

"blending in" the policy constant gave insurance companies that 
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money up front, before the companies fulfilled their pledge to 

reduce the residual market. 

Governor Kean and the Legislature responded by requiring by 

law that companies remit the "policy constant" proceeds to the 

.JUA. Accordingly, Murphy rescinded his previous rate approval. 

EXHIBIT N, pages 8-9 

At the same time that the governor and Legislature required 

companies to send the "policy constant" proceeds to the JUA, 

they also repealed the automatic rate increase system. The two 

issues had become intertwined, and both changes were 

incorporated into the same bill. 

Now, five years later, a new automatic rate increase system 

is being implemented. The new system was part of the reforms 

enacted in late 1988. EXHIBIT A It will allow annual 

increases to take place without the commissioner's prior 

approval as long as each increase falls within parameters 

determined by the medical care and auto repair cost components 

of the Consumer Price Index for this region. 

4. Collpanies fear inadequate rates in the future. 

The history of rate requests in New Jersey has led 

companies to believe that any increase granted will be too 

small, and it will be delayed by the Department of Insurance or 

the Public Advocate or both, further hindering the collection of 

an adequate premium. 
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This is not a problem peculiar to New Jersey. Nor was New 

Jersey particularly unprofitable. In terms of auto insurance 

profitability, New Jersey ranked among the middle in states 

nationwide before the JUA, and especially in 1984 and 1985 was 

one of the more profitable. (The largest profits were returned 

to consumers under the Excess Profits Law enacted in 1983.) 

But companies nonetheless were concerned about the length 

of time required for prior approval of rates in New Jersey, and 

this concern was one reason they wrote few new voluntary 

policies during 1984 through 1988. So in 1988, when the,

Legislature ordered companies to start writing more business and 

thereby shrink the JUA population, the Legislature once again 

authorized a procedure for limited automatic rate increases, 

starting in the middle of 1989. EXHIBIT A If excessive 

rates occur inadvertantly because of this new procedure, the 

Department of Insurance is empowered to order refunds later 

under the Excess Profits Law. 

At the same time, the Legislature ordered all companies to 

make standard informational filings to the Department of 

Insurance each year, regardless of whether a company seeks to 

adjust rates. This annual filing was expected to provide the 

department with a solid base of data for careful review of 

company profits on a regular basis, thereby speeding up the 

approval process for future rate increase requests which exceed 

the parameters in the automatic rate increase system. 
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5. Cancelation and nonrenewal restrictions are tight. 

Insurance companies believe that, by forcing companies to 

retain customers they don't want, New Jersey is discouraging the 

writing of those motorists in the first place. With discretion 

to drop a policy, a company is more likely to accept a new 

applicant rather than send it to the JUA, the industry believes. 

In fact, though, the industry has had a special exemption 

from this regulation since October 1986. Under the exemption, 

if an insurance company covers a motorist who previously did not 

have a voluntary policy in New Jersey, the 

cancelation/nonrenewal restrictions are less stringent for three 

years. The company can terminate such a policy for underwriting 

reasons during the first three years of coverage. EXHIBIT 

CC Despite this provision, the JUA's population remained at 

48 percent of the total market in 1987 and 1988. 

Because of companies' concern about non-renewal 

restrictions, the auto insurance reforms of late 1988 will allow 

a company to non-renew a policyholder for their underwriting 

reasons as long as the company meets various quotas for 

depopulating the JUA and writing new business to replace the 

policies which are non-renewed. EXHIBIT A 

6. Agents have lost voluntary contracts. 

As part of their program to tighten the voluntary auto 

insurance market for two decades, companies have often 

48 



terminated agents. EXHIBIT DD, EXHIBIT EE and EXHIBIT 

FF When companies are writing less business, they have less 

need for agents. 

Those terminated agents, as well as newly licensed 

property/casualty producers who have been unable to get 

contracts with voluntary companies, have relied upon the JUA for 

all their automobile insurance policies. 

If the agent is terminated and therefore cannot get a 

renewal commission from the voluntary company, he will place it 

in the .JUA to get the commission. 

The consumer frequently is unaware of the change. This is 

an illegal subversion of the .JUA law which permits JUA coverage 

only as a last resort. 

These practices are being investigated by the Department of 

Insurance, which is developing plans to deal with the problem. 

7. Soae producers get higher comissions from the .JUA. 

If the .JUA pays a higher commission for a policy than a 

voluntary company, the producer has incentive to place the 

business in the JUA, even though it is supposed to be the market 

of last resort. 

The industry average in the voluntary market is a 10 

percent commission. The ARP, too, had paid 10 percent. The 

original .JUA commission set by law was 13 percent, just for the 

1984 transition year from assigned risk to the JUA, and then 

went to 11 percent in 1985. 
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As part of the JUA reform of January 1987, EXHIBIT Z, 

the producer commission rate was lowered to 10 percent in 1987 

and to 9 percent in 1988. 

The .JUA commission rate on new business, therefore, is less 

than the industry average. But the JUA pays the same 9 percent 

commission on renewals, too, while some voluntary companies pay 

much less for renewals (i.e., a 7 percent renewal commission by 

Allstate and 6.5 percent by Prudential), so the JUA remains an 

attractive source of auto insurance commissions. 

(The law mandates a further commission decrease, to 8 

percent, if the JUA's share of the auto insurance market falls 

below 30 percent.) 

8. The JUA provided a •fully earned commission." 

Pursuant to legislation creating the JUA, N.J.S.A. 

17:22-6.14a(b), producers in 1984, 1985 and 1986 argued that 

they were entitled to be paid commissions by the JUA in a manner 

which differed from the way automobile insurance companies 

compensated producers in the voluntary market. If the 

motorist's one-year policy was canceled mid-term, the producers 

said they nonetheless should receive the full commission for 

the entire premium amount. They called it "the fully earned 

commission." 

The fully earned commission was paid if the JUA policy was 

canceled for any reason usually because the motorist failed 

to pay all installments on the premium. 
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In the voluntary market, insurance companies don't pay the 

fully earned commission. They pay a commission which is reduced 

in proportion to the amount of premium actually paid. The fully 

earned commission was another attraction for producers to shift 

business to the JUA. 

The JUA board refused to pay the fully earned commission, 

so producers did not receive it during 1984 or most of 1985. In 

October 1985, after the Department of Insurance said the JUA law 

did indeed entitle producers to the fully earned commission, the 

JUA board started paying it. The producers then sued the' JUA 

seeking backpayment of the fully earned commissions for 1984 and 

1985, but the backpayments were denied in a 1988 ruling by the 

Appellate Division of Superior Court. 

The Legislature repealed the fully earned commission in 

January 1987 EXHIBIT Z ·because of its expense to the JUA 

treasury and because it encouraged the shifting of motorists to 

the JUA. 

A similarly unusual benefit to producers was repealed by 

that same law. Brokers originally were entitled to a commission 

for three years on any motorist they placed in the JUA, even 

if that motorist at some point obtained voluntary market 

coverage before the three years were up. In such a case, the 

voluntary insurer would not only pay its own agent a commission, 

it would also pay a commission to the broker who had handled 

that motorist's JUA policy previously. The Legislature repealed 
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this provision because it strongly discouraged insurance 

companies from taking motorists out of the JUA. 

9. Many motorists have not known they're in the JUA. 

From 1984 through 1988, motorists who received JUA coverage 

were paying ISO rates and were receiving all policies, brochures 

and correspondence prominently bearing the logo of a well-known 

insurance company. Only by careful inspection did they see the 

words, "New Jersey Automobile Full Insurance Underwriting 

Association." 

These motorists usually knew there was a JUA, and they 

became especially aware of the JUA when the RMEC started 

appearing on their premium notices in 1988. But many did not 

know that they them~elves were in the JUA, because the JUA 

acronym was not used. They believed they were covered by a 

regular insurance company, though in fact that company was only 

a servicing carrier. 

Many also did not know about the JUA's surcharges for bad 

drivers. 

Also, as described above, motorists in the JUA were not 

getting sales pitches from voluntary market companies. Those 

companies didn't want new business. 

In all, this translated into little incentive for motorists 

in the JUA to look for voluntary coverage. 

The situation may change because of the reforms enacted in 

late 1988. EXHIBIT A With the law's mandatory depopulation 
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quotas, companies are encouraged to seek new business. Also, 

four computer companies were about to take over as servicing 

carriers for most of the JUA's business, which will heighten 

consumers' awareness that they are in the JUA. And, finally, 

publicity in 1988 about the JUA and the RMEC has advertised to 

consumers that they have good reasons to get out of the JUA. 
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TSE JUA: 

INSUFFICIENT REVENUE 

The JUA deficit is caused by three key factors in addition 

to the intertwined problem of JUA population growth: 

1. The negative interactive effects of the JUA rate law 

with other laws and market conditions. 

The statutory requirement that the JUA use ISO rates has 

contributed heavily to the JUA deficit. EXHIBIT GG 

At the time of enactment of the JUA law in 1983, ISO rates 

were used for 73.5 percent of the voluntary market. The ISO 

data base still included a representative cross-section of 

high-to-low-rated risks, and therefore could be viewed as an 

acceptable surrogate for a standard voluntary market rate. 

Also at that time, automobile insurers were predicting that 

they would write more voluntary policies during the first year 

of JUA operations. So it was assumed that the loss experience 

of ISO companies would worsen progressively as they accepted 

drivers with characteristics indicating a greater likelihood of 

an accident or loss such as a car theft, which would justify 

future increases in ISO rates. 

In other words, ISO rates would go up as a direct result of 

depopulation of the JUA, making ISO even more representative of 

a standard voluntary market. 
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Higher ISO rates, of course, would mean higher rates for 

the JUA, pumping more money into the system. 

However, this never happened. Instead of depopulating the 

JUA, insurance companies accepted only the cream of the new 

business. All other applicants were referred to the JUA. 

Therefore, companies' loss experience did not worsen. 

In fact, ISO companies operated favorably for four years 

under 1983 rates without even seeking a rate increase. They 

were able to absorb the effects of inflation (including a 10 

percent increase in medical costs each year) by having th~ JUA 

handle all risks which were average or higher than average. 

The JUA ballooned from the ARP's final level of 41.3 

percent in 1983 to about 48 percent of the market in 1986. And 

as this growth occurred, the JUA buckled under the weight of not 

only bad drivers but also of the marginal and high risks whose 

loss experience would have justified frequent JUA rate 

increases if rates had been based on the JUA's own experience. 

By law, however, the JUA's loss experience was not used to 

set its rates from 1984 through 1988. So the JUA became swamped 

in debts, inextricably tied to ISO rates which were unrealistic 

when related to the JUA's experience. 

The ISO rates also proved inadequate for some other classes 

of motorists in the JUA: 

SENIOR CITIZENS In 1983, when the JUA law and other 

automobile insurance reforms were enacted, motorists aged 65 

years and older were legislatively provided with a 5 percent 
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discount. In addition, senior citizens' rates were capped so 

that no senior's rate could be 25 percent higher than the 

average senior citizens' rate statewide. As a result, the 

current senior citizens' rating factors are approximately 20 

percent below the base rate for adults. 

However, when actual rates paid during 1984 through 1987 

are compared, the difference amounts to less than 20 percent 

because the policy constants and expense-fees are constant 

dollar amounts. For instance, in high-rated territories the 

average discount is 18 percent, in medium-rated territories 12 

percent and in low-rated territories 11 percent. 

Starting in 1988, a RMEC has been imposed on all motorists 

except senior citizens. So, as long as there is a RMEC, the 

effective discount for seniors is increased. 

There was no actuarial justification for these discounts 

when they were legislatively mandated. However, these discounts 

began at about the same time that seniors lost a different 

discount which had been actuarily justified. 

This was a 50 percent PIP discount authorized in 1977 by 

then-Commissioner Sheeran, who believed that seniors previously 

had been overcharged for PIP because Medicare picked up most of 

their health care costs -- including auto accident related 

medical expenses. By 1983, the seniors' PIP discount had been 

increased to 55 percent. But also in 1983, Medicare refused to 

continue to provide any medical benefits to seniors in instances 

where they had other first-party medical benefits. As a result, 
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the PIP discount was discontinued by the Department of Insurance 

in August 1983. 

The result of these actuarially unjustified discounts was 

that some voluntary companies stopped writing coverage for 

seniors. By 1986, about 25 percent of all insured seniors in 

New Jersey were in the .JUA, which ultimately bore those losses. 

EXHIBIT BB. 

BOT RODS From 1983 to 1987, ISO's rating factors were 

inadequate for luxury cars valued at more than $25,000 and for 

most high-powered sports cars, so the industry relegated those 

cars to the .JUA, which has borne the losses. EXHIBIT II 

Those factors were adjusted in the ISO relativity filing 

approved by the Department of Insurance effective September 1, 

1987. However, even the adjusted rates remain insufficient for 

the .JUA because they are based on the experience of ISO, while 

most luxury cars are in the .JUA. 

Starting in 1989, under the 1988 reforms, the JUA is 

permitted to set its own comprehensive and collision rates based 

on its own experience. EXHIBIT A and EXHIBIT II But 

these rates, which are an average 24.5 percent higher than 

ISO's, apply only to bad drivers, comprising about 800,000 of 

the two million motorists in the JUA. 

In most states, the residual market mechanism does not even 

cover luxury cars because of the potential for very high 

losses. In those states, the only option left for owners of 

luxury cars is the very expensive coverage offered by 
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"non-standard" insurance companies. "Non-standard" coverage is 

expensive because it reflects the true cost of covering claims 

for such vehicles. This coverage currently is not permitted in 

New Jersey. 

PHYSICAL DAMAGE The 1983 ISO rates, which remained in 

effect and continued to affect the JUA through July 31, 1988, 

proved inadequate for several categories of deductible plans in 

comprehensive and collision coverages. To the extent that JUA 

insureds have been more likely to file claims than voluntary 

insureds, these inadequate rates have adversely affected,,the JUA 

more harshly than ISO companies. See EXHIBIT GG and 

EXHIBIT II again. 

The inadequacy of these deductible rating factors was also 

corrected in the ISO change on September 1, 1987. 

In every category, voluntary companies were able to 

mitigate their problems of rate inadequacy for certain 

categories of drivers by stringent underwriting and producer 

terminations, leaving to the JUA all doubtful prospects. The 

voluntary companies thus stabilized their losses, or experienced 

only slight loss increases or actual decreases. 

The JUA, meanwhile, was left defenseless against the 

problem of overall rate inadequacy. Unlike other insurers, the 

JUA could not limit its losses by refusing to write new policies. 

Therefore, JUA deficits were a fact of life as soon as 

coverage began, and they continue to grow. EXHIBIT JJ Even 

with subsidies from OMV surcharges and the "policy constant," 
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ISO rates never produced enough revenue to cover JUA claims. 

The JUA Board of Directors was keenly aware of the shortfall and 

lobbied publicly for a RMEC surcharge to offset JUA losses. 

EXHIBIT IQC and EXHIBIT LL 

Today the rate situation is even worse because the ISO data 

base now is significantly different than ISO's 1983 data base, 

so that it can no longer be viewed as representative of a 

standard voluntary market rate. With such low risks, ISO could 

be viewed as a preferred rate and therefore is extremely 

inappropriate as a basis for JUA rates. 

2. The costly out-of-balance no-fault system 

New Jersey's dual automobile reparations system, which 

provided both no-fault and total liability benefits virtually 

without limits until reforms took effect January 1, 1989, not 

only escalated insurance costs dramatically throughout the 

entire automobile insurance market but also had a particularly 

onerous effect on the JUA. 

Throughout 1983, Commissioner Joseph Murphy, in carrying 

out his mandate to "ease tensions" in the automobile insurance 

market, approved rate increases that made the rates adequate 

(profitable) across the entire market, both the voluntary market 

and the ARP. The 1983 Profitability Report of the National 

Association of Insurance Commissioners confirms this. The 

NAIC's report says New Jersey auto insurers were as profitable 
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"on average" as those doing business in other parts of the 

nation. 

However, in 1984, when the residual market shifted from the 

ARP to the JUA, for reasons previously discussed, auto insurers 

refused to write new business. They let the JUA handle nearly 

all new policies for high- and marginal-risk business, 

high-valued luxury and sports cars, and senior citizens. 

Consequently, the voluntary market's population in 1988 was

composed primarily of drivers who represented "the cream" of the 

system. On the other hand, the JUA had the vast majority 

of high risks and marginal risks who, along with the truly bad 

drivers in the system, produced extraordinarily high severity 

and accident claim frequency when compared to the voluntary 

market. 

This is borne out by EXHIBIT GG, which displays the 

1985 severity and claim frequency for the JUA and ISO. The 

JUA's claim frequency, on average, was almost double that of 

ISO's. Also, the JUA's claim severity (costs) was, on average, 

about 10 percent higher for liability coverages and about 50 

percent higher for physical damage coverages. 

Since the monetary tort thresholds contained in the 

no-fault law from 1984 through 1988 were only minimally 

effective, the JUA was subjected to large numbers of both 

no-fault claims and liability (fault) claims. The original $200 

medical expense tort threshold was weak initially and was later 

eroded by 200 percent inflation over 15 years. The higher tort 
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threshold introduced in 1984 brought some balance to the 

no-fault system, but it also was too low due to the wide variety 

of medical expenses which counted toward reaching the threshold, 

and because only about 34 percent of all motorists selected it. 

Moreover, the discount provided to motorists who have taken the 

option was initially too generous, hurting the JUA. 

From 1984 to 1987, under a Department of Insurance order, 

motorists who chose the higher tort threshold option received a 

discount of 35 percent off the basic bodily injury liability 

rate. Three years of experience showed that the higher 

threshold did not justify such a large discount, so the 

Department of Insurance reduced it to 25 percent. 

While all insurance companies were affected by this, the 

JUA was particularly hard hit because it had the greatest share 

of motorists who had taken the option. As of January 31, 1988, 

the higher option was chosen by 41 percent of JUA motorists, 

compared with 27 percent in the voluntary market. 

Essentially, the primary impact of New Jersey's dual auto 

reparations system fell on the JUA. Since the insurance 

companies were successful in shifting most of the drivers likely 

to produce losses to the JUA, the rates in the voluntary market 

remained adequate "on average" for four years while the JUA's 

experience worsened significantly each year. In other words, 

the voluntary market insurers were successful in shifting to the 

JUA the unbalance between total system income and costs. 

61 



Therefore, those claims for benefits from the dual 

insurance system, together with the obviously inadequate ISO 

rates for the JUA, were in large measure responsible for the 

JUA's $1.8 billion statutory deficit which accumulated as of 

December 31, 1987, just before the RMEC began. 

If, instead of imposing the RMEC in January 1988, the 

Commissioner of Insurance had started to fully fund this dual 

insurance system on a statutory basis, he would have had to 

assess both voluntary market motorists and JUA motorists $442 

per car and increase rates by about 13 percent annually. That 

would boosted the 1987 average per-car premium of $735 to almost 

$1,200, with annual $156 increases in future years. 

3. I111pleaentation of JUA operations 

The JUA functions under a "Plan of Operation" and a 

standard "servicing carrier contract," both approved in 1983, 

which created a decentralized and informal system. 

During this crucial startup period, servicing carriers had 

great leeway to establish their own procedures for underwriting, 

adjusting, reserving, etc. 

By 1985, when the Department of Insurance tried to review 

JUA operations, it found that the variety of servicing carrier 

procedures made the analysis of data extremely difficult. Hence, 

accurate conclusions could not be drawn about the servicing 

carriers' efficiency and integrity. 
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Accurate, standardized up-to-date data is essential for 

both the Department of Insurance and the JUA board to make 

decisions. 

The lack of such data continues to make analysis of what 

happened in 1984 through 1986 difficult. But, with the start-up 

of operations by new servicing carriers in 1989, standardized 

procedures and data collection are being implemented by the 

department and the JUA board. This study commission encourages 

that effort. 

A host of questions about the propriety or effectiveness of 

various JUA procedures have been raised by industry critics and 

by the Department of Insurance investigation which began in 1985. 

Many such issues are still being investigated by the department. 

The commission, however, notes these areas of concern: 

(a) Fees initially established for reimbursing servicing 

carriers for their expenses and compensating them for services 

proved to be more than adequate. 

(b) There is a lack of information about the JUA's early 

years because its data collection systems did not generate much 

of the data necessary to measure the quality of performance by 

the servicing carriers and producers. 

(c) The JUA's central office staff has been small and 

lacks computer equipment. 

(d) In early years, servicing carriers exercised too much 

control over the JUA. Conversely, no one other than servicing 

carrier officials assumed leadership roles. 
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(e) There are too many producers, and there were too many 

servicing carriers until 1989. 

(a) Servicing carrier fees 

The original fee levels, were based upon industry averages, 

recognized that servicing carriers would incur substantial 

start-up costs, and took into account the financial impact on 

servicing carriers of the anticipated major depopulation of the 

JUA during its first year. EXHIBIT MN 

As time went by, and depopulation did not occur, th~ 

Department of Insurance audited servicing carriers. The JUA 

Board of Directors also reviewed costs involving the servicing 

carriers and subsequently lowered servicing carrier fees twice. 

EXHIBIT NH 

Originally, servicing carriers received 11.5 percent of 

earned premium to cover the expenses of writing and renewing 

policies (in other words, all expenses except those for 

settling claims). This "non-claim fee" was reduced by the JUA 

board to 9.5 percent in August 1986 and to 8.5 percent in 

January 1988. 

The actual decrease was even greater than the percentages 

indicate because the method used to determine the base figure 

(earned premium) was changed to make the base figure smaller. 

Meanwhile, a management control was placed on the "claim 

fee," which covers servicing carriers' expenses for settling 

claims. Originally the fee was a percentage of the claim 

64 



payment (16.5 percent for liability losses and 12.9 percent 

for physical damage losses). This was theoretically backwards 

because the servicing carrier could earn more profit by 

deciding to pay out large claims, spending the JUA's money, 

not its own. 

It was never shown that servicing carriers had abused this 

backward system, but there nevertheless was the potential for 

abuse. So on January 1, 1987, the claim fee was changed to be 

12.3 percent of earned premium for unallocated claim expenses 

and dollar-for-dollar reimbursement for itemized expenses 

directly attributable to specific cases. The new fee was 

intended to be revenue neutral, but it removed that backward 

incentive. 

Data from 1984, 1985 and 1986 showed that some servicing 

carriers including CIGNA, Pennsylvania National and Hanover made 

substantial profit from the fees they collected, while others 

had much smaller profits. The data suggested that very 

efficient operations could service the JUA with lower fees and 

still turn a reasonable profit. EXHIBIT 00 

As a major step to lower JUA administrative and claims 

expense costs, S-2790 authorized the JUA, for the first time, to 

seek non-insurance entities to serve as servicing carriers 

through a competitive bidding process. The theory was that 

competition between insurers and non-insurers would lower costs. 

In fact, when the JUA accepted sealed bids in March 1988, 

the non-insurance companies bid much lower than most insurers. 
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The JUA announced in November 1988 that it would keep only 

Hanover as a servicing carrier and would turn over the rest of 

its business to four non-insurance companies. The new team of 

five servicing carriers began operations in early 1989. 

EXHIBIT PP 

The JUA anticipates saving $75 million in the first year of 

operation of the new servicing carriers, but the true impact of 

the plan won't really be known for years. 

(b) Insufficient data collection for .JUA 

In its early years, the JUA did not routinely collect 

certain types of data which the Department of Insurance wanted 

for the purpose of evaluating the performance of servicing 

carriers, and which would provide information regarding JUA's 

financial trends and administrative management. In part, this 

was because many of the JUA systems are not uniform. 

Also, statistical agents' systems are geared to the needs 

of the insurance companies in the voluntary market, not to the 

JUA's needs. Therefore, when an insurance company filled two 

roles handling its own policies in the voluntary market and 

handling business on behalf of the JUA - the company's main 

concern was to collect the data it needed. The JUA merely 

piggybacked on that system. As a result, the JUA did not 

routinely get some of the data which it needed or the Department 

of Insurance needed, or the data that was collected often was 

not be refined enough. 
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Servicing carriers reported the losses and expenses from 

their JUA business through their own accounting systems, so the 

JUA received different-style reports from different carriers. 

Also, servicing carriers had different ways of establishing loss 

reserves on known claims from JUA-covered motorists. 

The incompatible systems produced incompatible data, which 

impeded the Department of Insurance's efforts to assess the 

reasonableness of losses and expenses. 

This occurred because servicing carriers and many JUA board 

members argued in 1983 that utilizing servicing carriers', 

existing systems would be better and more efficient than 

creating new uniform systems. 

Regardless of the merits of that position, the lack of 

uniformity has led to problems in evaluating the JUA. 

Over the years, the JUA board itself has seen that some 

areas -- such as claims handling practices -- can benefit from 

standardization. 

Even without standardization, there has been some success 

in monitoring the JUA. Underwriting and claims audit committees 

have audited servicing carriers on a continual basis. 

EXHIBIT Y 

The standardization process will be easier with the five 

new servicing carriers starting in 1989, and continuous audits 

were mandated by law as part of the 1988 reforms. EXHIBIT A 
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The commission recommends stronger management by the JUA 

board and the JUA's central office. The JUA, not the servicing 

carriers, should decide which systems should be uniform. 

Meanwhile, the Department of Insurance is reviewing 

anecdotal reports or questions which have been raised regarding 

fees for servicing carriers during the early years. 

Among the issues are whether carriers properly reported 

their losses, expenses and reserves, and whether some carriers 

received higher fees than other carriers because their reporting 

procedures were different. Also being examined is whethe.r 

carriers received inappropriate reimbursement for expenses 

before they actually paid those expenses, and whether carriers 

retained for themselves the proceeds of investments made with 

JUA funds. 

It is also important to note that financial problems 

arising out of the JUA's servicing carrier fees and loose 

management practices pale in comparison to the financial 

problems attributable directly to the dual insurance system and 

the legislative tie between JUA and ISO rates. 

(c) JUA'a amall central staff 

At the end of 1988, the JUA's central staff was about two 

dozen people. It has minimal computer capability for data 

collection or data base management. 

The JUA needs up-to-date information, the most recent 

possible, which requires computerization. It should collect its 
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.2lfil data by computer. The data base provided to the JUA by 

the Automobile Insurance Plan Services Office (AIPSO) has been 

insufficient because it does not cover the full spectrum of the 

JUA's needs. 

(AIPSO, a national organization with its headquarters in 

Rhode Island, is an industry-supported data collection and 

ratemaking organization which primarily serves companies that 

provide "assigned risk" residual market coverage in states which 

still have systems like New Jersey's old ARP.) 

(d) Too much control by servicing carriers 

With creation of the JUA, insurance companies were relieved 

of the burden of paying for the losses caused by residual market 

drivers. Auto insurers, however, were not relieved of 

responsiblity for the administration and management of the 

residual market. The original JUA law required all licensed 

auto insurers to be JUA members, who then nominated JUA board 

members. 

In fact, though, the industry primarily nominated board 

members who were from the same few companies which were 

servicing carriers. Non-servicing carrier companies failed to 

closely monitor the JUA's activities. 

Even before the JUA commenced operations, its domination by 

servicing carriers was criticized by the Public Advocate's 

report. EXHIBIT 00 "The provisions in A-1696 appear more 

concerned with intercompany or company-agency effects than with 
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overall control of expenses and claim settlement practices," the 

report said. 

Under A-1696, eight of the 17 voting members of the JUA 

were insurance company representatives -- two each nominated by 

the American Insurance Association, the Alliance of American 

Insurers, the National Association of Independent Insurers, and 

.the remaining two from other insurance companies or JUA 

servicing carriers. By law, lists of nominees from each group 

were submitted to the governor, who chose the actual JUA board 

members from those lists. 

During 1984 through 1986, the servicing carriers dominated 

these eight seats, so essentially the servicing carriers were 

monitoring themselves. By 1988, servicing carriers held only 

six of those seats. 

In addition to the company representatives, the JUA board 

had one representative each nominated by the Professional 

Insurance Agents Association, the Independent Insurance Agents 

Association and the Insurance Brokers Association. 

That left only six of the 17 voting members who were not 

part of the insurance industry three appointed by the 

governor, one by the Senate President, one by the Assembly 

Speaker, and one representing the Division of Motor Vehicles. 

Unfortunately, even those six votes usually were not available 

because at least one "public member" position was vacant during 

most of 1984 through 1988. 
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The result was strong influence by the servicing carrier 

representives. When seats for public members were filled, those 

members were at a decided disadvantage because of the complexity 

of the issues involved. It took one or two years for a new 

board member without insurance experience to learn enough about 

the insurance industry to become an effective voice on the board. 

This situation will change drastically under the 1988 

reforms. EXHIBIT A All but one of the previous servicing 

carriers is being phased out. An entirely new, smaller JUA 

board without ties to auto insurers is being installed. 

(e) Too many servicing carriers and producers 

The servicing carrier system in effect from 1984 through 

1988, involving 12 to 15 carriers, was infinitely more efficient 

and less confusing than the ARP system with 200-plus ·companies, 

but further economies of scale are expected with the new 

five-carrier system. 

The number of producers, now about 10,000, will be reduced 

under the authority of S-2790, as previously explained in 

EXHIBIT Z. The .JUA board and the Department of Insurance 

are devising final guidelines for deciding which producers will 

be retained. 

* * * 

Resolving these .JUA implementation problems, as well as 

other potential problems being investigated by the Department of 

Insurance, will result in cost savings. 

71 



But these savings are very small compared to the cost of 

the dual insurance system. Improving the JUA's efficiency is 

not a substitute for reform of the dual system. 
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TBE JUA: 

0:tBER ISSUES 

Aside from the overriding concerns about the JUA's deficit 

and population growth, there are these other issues: 

High profitability for auto insurance companies 

Creation of the JUA relieved most·insurers of a tremendous 

burden because it reversed the 1971 and 1973 state actions which 

had required all companies to offer a wide array of coverages 

to all motorists. 

When the state made the ARP mandatory, with mandatory 

offering of higher liability limits and physical damage 

coverage, and then two years later required all motorists to buy 

insurance, companies were forced to assume financial liability 

for damages caused by motorists whom the companies normally 

would not cover. The JUA relieved them of that obligation. All 

motorists could buy coverage, but it was the JUA, not the 

industry, which bore the financial burden. 

Consequently, insurers' overall profitability improved, 

though the Excess Profits Law placed some constraints. 

Companies were able to compete for and write coverage for only 

the best drivers in New Jersey. Any doubtful prospects were 

relegated to the JUA. For a brief period New Jersey became one 

of the most profitable states for selling auto insurance. 

EXHIBIT RR 

73 New Jersey State Library 



For example, in 1980 auto insurance profitability was a 5 

percent operating loss in New Jersey while it was a 4 percent 

profit nationwide. But in 1985, auto insurers had a 4 percent 

operating profit in New Jersey but a 1.8 percent loss 

nationwide. The figures are from the Profitability Reports of 

the National Association of Insurance Commissioners. 

Despite these overall figures, not all auto insurance 

companies enjoyed a profit in New Jersey at that time. Profits 

tended to be concentrated among a few of the larger companies. 

The majority either broke even or lost money. 

Companies with the largest profits kept most of that money 

because of the technical flaws in the Excess Profits Law. 

The true cost of the dual insurance system 

Since January 1, 1984, many automobile insurance companies 

have earned profits while the JUA consistently fell into debt. 

There is nothing peculiar about the JUA that explains its $2.9 

~illion statutory debt over its first four years and nine months. 

At the core, the debt shows the true cost of New Jersey's 

gravely unbalanced no-fault insurance system. Prior to January 

1, 1989, motorists got the benefit of two insurance systems 

unlimited no-fault medical payments plus pain and suffering 

damages. 

Motorists have not been paying for these extraordinary 

benefits. Instead, the JUA mechanism has permitted deferral 

of the true cost of auto insurance, using cash-flow operations 
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instead of setting aside reserves each year to cover future 

payouts of that year's incurred losses. 

After four years, those delayed costs caught up with the 

JUA. 

The JUA's cash shortage shows how expensive the dual 

insurance system was for everyone, but especially for the JUA 

because it writes the risky business which results in claims -

dual claims. 

Until 1987, voluntary market insurance companies escaped 

the problem by referring any new high-risk driver to the/JUA. 

But by 1987, many of those companies, covering only the cream of 

the market, were feeling the pinch and needed rate relief. 

That was why Commissioner Merin ordered several rate 

increases in 1988 and why Merin granted the ISO increase only 

to ISO members whose individual records indicated they needed 

the increase. There had been no general rate increase for five 

years, despite continuing inflationary increases in the costs 

which insurance companies must pay when claims are filed, so 

many companies legitimately needed rate increases. 

Yet Merin, utilizing the Department of Insurance's new data 

collection and analysis capabilities, was able to pinpoint the 

ISO members which did not necessarily need the increase, and he 

was able to deny those companies all or part of the general ISO 

increase. 

Those 1983-1987 inflationary increases affecting insurers, 

and the 1988 auto rate increases, are shown in EXHIBIT SS. 
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The only way to avoid perpetuating this cycle of 

ever-increasing insurance costs is to correct the gravely 

out-of-balance no-fault system with the "verbal threshold" 

sharply limiting lawsuits. 
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THE .JUA: 

REDUCING THE DEFICIT 

From the start, there was alarm over the potential 

insolvency of the JUA. 

Even before the JUA wrote its first policy, the Board of 

Directors filed for a RMEC to be levied on all motorists to 

compensate for the JUA's anticipated first~year deficit. 

The industry repeatedly made the correct observation that 

the JUA's annual revenues would not be even close to the ·level 

necessary to pay each year's ultimate losses. 

The industry believes that statutory accounting -- the 

setting aside of reserves from each year's revenues to pay off 

the claims for occurrences in that year, regardless of how many 

years it takes to settle the claims -- is both prudent 

management and fair to motorists. Under this system, which 

insurance companies must observe by law, claims are paid from 

funds paid by the same pool of motorists who caused the claims 

-- not by future generations of motorists paying bills arising 

from old claims. 

The history of the JUA's deficit is set forth in 

EXHIBIT JJ. 

A-1696, however, has made an exception for the JUA and has 

permitted a cash-flow operation. In other words, the JUA is 

required to hold reserves only to the extent that it will have 

enough cash on hand to pay its bills as those bills become due. 
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This concept is reasonable because ultimately the entire 

motoring public is liable for the JUA debt, regardless of when 

claims arose. Under cash flow, New Jersey citizens are not 

required to pay a JUA surcharge until it is absolutely 

necessary to have that money in JUA accounts for the payment of 

due bills. 

There are negative aspects of cash-flow. For instance, the 

JUA does not earn as much investment income from reserves as it 

would under a statutory system. Also, as long as cash-flow 

helps to hold down premiums, it can make people complacent about 

attacking the causes of the debt. 

* * * 

overall, the JUA receives revenue from these sources: 

1. Preaiuas based on rating factors 

This money is inadequate because the rates are based at 

least in part on incompatible ISO experience, even under the 

1988 reforms. 

2. Preaiua surcharges based on accidents 

If a JOA-covered motorist is at-fault for a claim payment 

in excess of $300, an annual surcharge will be placed on his 

policy for three years. The annual surcharge when the JUA began 

in 1984 was $40 per coverage, or a total of $160 for a motorist 

with full coverage including comprehensive and collision. In 

1987, the per-coverage surcharge was changed to $70, for a total 

$280 surcharge with full coverage. 
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The accident surcharges provide equity in the market, so 

that motorists who generate claims assume part of the financial 

burden for the risk they bring to the JUA. 

3. DMV surcharges 

These are different from the premium surcharges, which are 

imposed only if a $300 at-fault claim is paid. The DMV 

surcharges are for motor vehicle convictions, regardless of 

whether there was an accident. All.motorists with certain 

convictions, both in the JUA and the voluntary market, pay the 

surcharges to benefit the JUA. 

4. Driver Improvement Plan surcharges 

These surcharges are levied by the JUA for motor vehicle 

violations which are not covered by the DMV surcharge program, 

and which are not necessarily associated with accidents. 

EXHIBIT TT and EXHIBIT UU 

5. Investment income 

Despite its perilous financial condition, the JUA holds 

millions of dollars which reap investment income. This revenue, 

of course, is small compared with what insurance companies can 

earn from investments because the JUA does not maintain 

statutory reserves. 

6. Policy constant 

This per-car surcharge is a holdover from the ARP days. 

Each car, whether in the JUA or the voluntary market, is 

assessed a flat surcharge per coverage. The minimum is $44 per 
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car. Many drivers have full coverage and therefore pay $70. 

Proceeds go to the JUA. 

7. RMEC 

This is the ultimate safeguard against insolvency of the 

JUA, a new per-car surcharge authorized by the JUA law. The 

Commissioner of Insurance can levy the surcharge to close a JUA 

deficit. Its underlying purpose is the same as the policy 

constant rate equity between the voluntary and residual 

markets, as originally explained by Commissioner Sheeran in 1980 

(see pages 21 and 22). Like the policy constant, the RMEC 

applies to all cars, both in the JUA and the voluntary market, 

with proceeds going to the JUA. But cars operated primarily by 

senior citizens (65 or older) are exempt. The major advantage 

of the RMEC is that, unlike the policy constant, its value is 

not reduced by agents' commissions, taxes and administrative 

expenses. 

* * * 
For the first four years of operation, the RMEC was the 

only untapped revenue source for the JUA, causing frequent 

bitter battles between the industry and the state government. 

Even before writing the first JUA policy, the JUA Board of 

Directors asked Commissioner Murphy in November 1983 to approve 

a $90 per-car RMEC in anticipation of the JUA's first-year 

statutory deficit. The request was based upon the JUA's 

analysis of data from the about-to-be abandoned ARP. 
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The Legislature was outraged. The $90 RMEC request 

occurred at about the same time that Commissioner Murphy 

approved the ISO rate filing permitting the industry to keep the 

proceeds of the $75 "policy constant." In essence, the JUA 

board was suggesting that consumers continue paying the old 

assigned risk subsidy (the $75 "policy constant") plus pay a 

new subsidy (the $90 RMEC). 

The Legislature prohibited any RMEC in the first year of 

.JUA operation, and it required insurance companies to give the 

.JUA the proceeds of the "policy constant," which was reduced to 

$70. EXHIBIT VV 

In June 1985, the JUA filed for a RMEC of $150 (using 

statutory accounting principles) or $99 (using generally 

accepted accounting principles "GAAP"). EXHIBIT WW 

Insurance Commissioner Hazel Frank Gluck, however, directed the 

.JUA to make a third filing pursuant to the RMEC filing 

guidelines contained in the .JUA's Plan of Operation, which were 

on a cash-flow basis. Consequently, the filing proposed a zero 

RMEC because the .JUA had sufficient cash and investment income 

on hand to meet all its obligations for the next few years. 

On May 1, 1986, Commissioner Gluck disapproved the JUA's 

statutory accounting and GAAP RMEC requests. She said the JUA 

had enough cash on hand, plus anticipated revenues, to continue 

to operate safely until the next reporting period without a RMEC. 

Commissioner Gluck put the .JUA on a cash-flow operating 

basis for the following reasons: 
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The JUA was in its infancy and all of its revenue 

sources had not matured at the time of the JUA's statutory 

accounting and GAAP RMEC requests. 

-- Because of the JUA's infancy, the JUA did not yet 

possess enough data from which to make credible forecasts of 

its financial condition. The JUA used ARP data to justify its 

requests. Insurance practice generally recognizes that at least 

three years of data is required before any useful evaluation of 

an insurer's financial condition can be made. It also was 

estimated that the JUA's funding mechanisms would take about 

three years to fully mature. 

-- The Attorney General's Office had advised the 

Commissioner that the RMEC should be viewed as a "revenue 

source" of last resort -- to be used only after she had 

ascertained that all the "regular" revenue sources were at 

"optimal" levels and were insufficient. 

-- In light of all the above, and because the JUA had in 

excess of $500 million cash and investment income on hand and 

the experts predicted that the JUA's cash-flow would be 

sufficient until January 1989, Commissioner Gluck ordered the 

JUA to continue operating on a cash-flow basis until credible 

JUA data could be collected and its funding sources had had time 

to mature and become optimal. She indicated that because the 

JUA had to make annual filings, adjustments could be made if 

necessary. 
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The JUA board challenged the decision in the Appellate 

Division of Superior Court but lost. 

In May 1986, at his Senate confirmation hearing, 

Commissioner Kenneth D. Merin stated that the JUA funding 

situation was the most serious problem confronting the 

Department of Insurance. Later that month, the JUA board 

asserted that its statutory deficit was running at about $300 

million to $350 million a year, and it would total $1 billion by 

the end of 1986. 

The board argued that it was imperative to order a RMEC, 

even a small one, to demonstrate the state's resolve to cover 

the JUA's losses without assessing insurance companies. 

But the board also agreed that the JUA had $500 million in 

its accounts and was not in danger of running out of cash until 

late 1988 or early 1989, so Merin took no action on the RMEC. 

The board came back in December 1986 requesting a $240 per-car 

RMEC, and that request, too, was not approved. 

In July 1987, the JUA board announced that its previous 

RMEC requests were too low. For the first time, the JUA said a 

RMEC was necessary not only on a statutory basis, but also on a 

cash flow basis. Under statutory accounting, a $490 per-car 

RMEC was justified, the JUA said. EXHIBIT XX Under cash 

flow accounting, the JUA said it could not get through 1988 

without a RMEC. EXHIBIT YY 

The cash-flow RMEC request was adjusted several times, but 

on January 21, 1988, Commissioner Merin approved the full 
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request on file at the time -- $73 on each car with full 

coverage, $44 for cars carrying only no-fault and liability, or 

an average statewide of $66. 

The public was incredulous, and grass-roots political 

actions resulted directly from the RMEC. So pressure built even 

more in July 1988, when Merin announced that the January revenue 

estimates proved to be incorrect, and the JUA still needed more 

cash to complete 1988 without bankruptcy. Merin boosted the 

RMEC to an average $139 per car, where it remains today. 

* * * 

Throughout 1986 and 1987, the JUA and the Department of 

Insurance worked together to generate as much revenue as 

possible without resortinj to the RMEC. The steps taken and the 

revenue impact are summarized in EXHIBIT ZZ. 

Most of those steps were authorized by S-2790, which was 

summarized previously in EXHIBIT Z. A most notable revenue 

item for the JUA is the Driver Improvement Plan, which places a 

heavier burden on JUA motorists who have claims and driving 

violations on their records. EXHIBIT Tr and EXHIBIT tru 

In all, the reforms related to that 1987 law were 

anticipated to increase annual revenue or reduce expenses by 

$300 million a year to benefit the JUA fund. However, the full 

amount is being realized only now because it took time to 

completely implement all the individual changes. 

With a $300 million annual benefit, these reforms were 

expected to offset the JUA's estimated $300 million to $350 
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million annual cash-flow deficit. The reforms would not 

diminish the roughly $900 million debt which had already 

accumulated from 1984, 1985 and 1986, but the reforms were 

expected to at least contain the problem. Then, as the JUA was 

depopulated, it was believed the debt could shrink gradually. 

But the estimates provided by the JUA board proved too 

optimistic. 

That is partly because the board had based its projections 

on both JUA data and old ARP data. ARP data was used because 

accurate forecasting of liability losses requires examination of 

seven years of data. Yet the ARP data was imperfect because the 

ARP population was vastly different from the JUA population in 

both size and makeup. The ARP had only about 50 percent of the 
J 

high-rated motorists, but e JUA has 80 percent of them. 

* * * 

An even more pressing problem was the cash flow. In its 

first two years, the JUA actually received more money than it 

spent because many claims remained unsettled. By 1986, though, 

payments on those old claims were being paid. In the second 

quarter of 1986, the JUA started paying out more cash per month 

than it received. By the end of 1987, that negative cash flow 

amounted to about $27.6 million a month. 

In early 1988, it appeared that the JUA would pay out $650 

million more that year than it received -- a $650 million 
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cash-flow deficit. The statutory deficit appeared to be $2 

billion. 

This was the critical data which prompted Commissioner 

Merin's approval of the RMEC requests in 1988. Without those 

surcharges, the JUA would have run out of cash to pay bills 

within months. 

At the same time, public outrage over the recent rate 

increases and the RMEC prompted legislative action to control 

auto insurance costs in general and to raise revenue for the JUA 

in particular. EXHIBIT A 

The Legislature's actions of 1988 have been mentioned 

several times before because those bills addressed many of the 

concerns of this study commission. 

The new laws permit motorists to limit lawsuits and require 

motorists to pay part of their own medical bills, both of which 

will chip away at the cost of the dual insurance system. The 

laws will allow companies to implement limited rate increases 

automatically and to non-renew some high-risk motorists, but 

companies are also required to depopulate the JUA. The JUA will 

get higher, more realistic rates, but only for drivers with poor 

records. 

The commission agrees with the steps taken by the 

Legislature in 1988, but we also recommend doing more. 
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COMMISSION RECOMMENDATIONS 

As the commission was doing its work in 1988 and 1989, 

major automobile insurance changes were already being enacted by 

the Legislature and Governor Thomas H. Kean. 

Most members of this study commission support the auto 

insurance reforms enacted in 1988. Some members have significant 

objections, which they describe in the dissents in the back of 

this report. 

This study commission report documents the problems~which 

occurred during 1984 through 1988, and it points out that the 

1988 laws were designed to address many of these problems. 

The following recommendations are intended to build upon 

the 1988 reforms, not to denigrate them. Most of the study 

commission members believe that the Legislature and Governor 

went in the right direction but did not go far enough. 

We recommend these further actions to make New Jersey's 

insurance system as cost effective as possible. 
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RECOMMENDATION #1 

Allow the JUA to charge adequate rates immediately. 

Commission vote: 8-4 

Members in favor: Dickson, Karpinksi, Jacobs, Merin, 

Slocum, Van Ness, Trope (with one caveat: the rates for the 

drivers who are in the JUA "not bad driver" pool should be 

capped until 1993, when companies are required to take a~l "good 

drivers." I would provide that "not bad drivers" pay not in 

excess of 20 percent of the ISO rate in 1991-1992. In that way, 

some "rate equity" would remain in the system until only bad 

drivers remain in the JUA. I agree that "bad drivers" should be 

increased to an adequate rate immediately.), and Doyle (The JUA 

should charge adequate rates immediately. However, there needs 

to be a revamping of the dangerous driver definition as outlined 

in paragraph (a) on page 6. The trigger for a dangerous driver 

should not be cancellation for nonpayment of premium, but an 

actual lapse in coverage of some specified period of time, i.e., 

30 days. There are many instances when drivers allow a policy 

to cancel for nonpayment when, in fact, they replace the 

coverage elsewhere, without lapse. These people should not be 

classified as dangerous drivers. In addition, a person who is 

on vacation and inadvertantly misses a payment, should not be 

classified as a dangerous driver.) 
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Members opposed: Connors (because this step alone would 

not create a level playing field between JUA and voluntary 

insurers), Hunter (because JUA rate increases would be too 

fast; would be in favor only if JUA were depopulated 

immediately), Ravin (In view of the fact that there seems to be 

serious questions as to the JUA's information gathering, rate 

setting and misplaced reliance on various carriers to settle 

claims, I do not believe that "adequate rates" is the kind of 

blank check I could vote in favor of.), and Costa (gradually, 

and only for bad drivers; rates should be self-sustaining for 

bad drivers insured by the JUA, consistent with the 1988 

enactments) 

Abstain: Paulsen 

When the JUA was created in 1983, its rates by law were 

required to be the same as rates used by the Insurance Services 

Office (ISO). This was the primary cause of the JUA's 1988 

financial crisis. None of the JUA's own experience had been 

considered in any ratemaking decisions. 

The goal of using ISO rates for JUA business had been to 

provide equity for good motorists who, through no fault of their 

own, were put into the residual market. But achieving that goal 

has, in turn, produced new problems, which are described in 

detail in this report. 

Because of those problems, and because of the lack of 

actuarial integrity in setting rates without considering half of 
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the experience in the state, the JUA should be untied from ISO 

rates immediately. 

The 1988 auto insurance reform legislation addressed the 

issue by allowing the JUA to begin filing rate requests based 

for the first time on its own claims experience, but that was 

only for comprehensive and collision coverages, and it affected 

only "bad" drivers -- defined as those with four or more motor 

vehicle points, two or more moving violations or one or more 

at-fault accidents in the three previous years. 

For other coverages, the JUA can charge those same 

high-risk drivers rates that are 10 percent higher than ISO's in 

1989, 20 percent higher in 1990, 30 percent higher in 1991 and 

40 percent higher in 1992. 

That is an improvement, but the JUA will continue to need 

subsidies until its rates are adequate for its own experience. 

Under the current law, that will not happen until 1993. 

Therefore, the RMEC will continue until at least 1993. 

The JUA should have adequate rates as soon as possible so 

that the RMEC can be reduced immediately and eventually 

eliminated. 

This argument is buttressed by the fact that ISO announced 

in early 1989 that it would no longer provide advisory rates to 

its member companies. ISO will, instead, provide members with 

prospective loss costs or estimates of future loss payments for 

various insurance products. The member companies will then 

calculate their own rates. 
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For the next few years, at least, ISO has agreed to provide 

the JUA with information which the JUA will use to calculate JUA 

rates before it begins filing independent rates in 1993. But 

the ISO action makes it all the more difficult, and pointless, 

to link JUA rates to the ISO. 

Another argument against keeping the current system is that 

surcharges imposed by the JUA through its Driver Improvement 

Plan and imposed on all drivers through the Division of Motor 

Vehicles are arbitrary and insufficient. 

There is good reason to look at a driver's eight-year 

history, instead of only three years, to determine whether he 

should be paying higher rates. For simplicity, higher rates 

charged directly by the JUA for high-risk drivers make more 

sense than a plethora of surcharges. 

Specifically, the commission recommends these actions: 

(a) The Legislature should enact a law with explicit 

descriptions of a bad driver. One example is the description in 

the Essential Insurance Act of Michigan, which states that a bad 

driver is one who has a suspended or revoked license, or has 

been convicted of insurance fraud or had a $1,000-or-more claim 

rejected because of fraud evidence during the past five years, 

or has been convicted of a motor vehicle felony or leaving the 

scene of an accident or reckless driving or driving under the 

influence of drugs/alcohol over the past three years, or if the 

car does not meet Michigan safety standards, or if the driver's 

insurance policy in the past two years was cancelled for 
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non-payment of premium. The important point is that the 

description be objective, explicit and part of the statutes. 

(b) All such drivers (as described in subparagraph (a)) 

covered by the JUA would constitute their own pool for rates. 

Their rates would be based on their own experience, apd the 

rates would be adequate to cover all of their pool's losses. 

(c) Any other drivers who remain in the JUA would 

constitute a separate pool. Their rates, too, would be based on 

their own loss experience and adequate to pay all of their 

pool's losses. The rates, then, would be similar to voluntary 

market rates. In any event, the rates would be fair because they 

would be based on the pool's actual experience. 

(d) OMV surcharges and other surcharges aimed at getting 

money from "bad" drivers should be curtailed. For instance, the 

OMV should charge only convicted drunken drivers and drivers 

with six or more motor vehicle points. The system should be 

simple to avoid confusion and the appearance of unfairness. 
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RECOMMENDATION #2 

Continue to depopulate the JUA and adopt the Michigan 

Essential Insurance Act. 

Commission vote: 6-2-3 

Members in favor: Jacobs, Karpinksi, Van Ness, Trope, 

Ravin, Doyle (Continue to depopulate the JUA. However, make 

sure that insurance companies could properly charge for people 

they accept with accidents and/or violations.) 

Members opposed: Hunter (because Michigan plan would not be 

implemented quickly enough) and Slocum (reasons cited in 

separate opinion) 

Special votes: Dickson favors the JUA depopulation plan but 

opposes the Michigan Essential Insurance Act; Connors favors 

Michigan Essential Insurance but believes JUA should be 

abolished immediately; Merin favors Michigan Essential Insurance 

but believes JUA depopulation should stop at 33%; Costa votes 

yes for depopulation, but abstains on the Michigan Essential 

Insurance Act 

Abstain: Paulsen 

Again, this criti~al issue was addressed in the 1988 auto 

reform legislation but it did not go far enough. 

The new law gives the insurance department authority to 

order voluntary market companies to increase their business by a 
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certain amount each year. The commissioner is authorized to set 

criteria defining which drivers must be considered eligible for 

voluntary market coverage. If companies do not meet their 

quotas each year through their own marketing efforts, the 

commissioner will assign business to them. 

As of September 1988, about 52 percent of New Jersey cars 

were insured in the voluntary market. The quotas will require 

that 60 percent of cars be in the voluntary market during a 

phase-in period generally covering 1989, that 70 percent be 

phased in during 1990, 75 percent during 1991, and 80 percent in 

1992 and thereafter. 

As part of the plan to depopulate the .JUA, regulations 

governing voluntary market policy nonrenewals will be eased. If 

a company meets and'maintains its .JUA quota, it gets the right 

to nonrenew drivers for its own underwriting reasons. 

Previously, a company could drop a customer only for a few 

specific reasons stated by regulation, such as failure to pay 

premium or loss of a driver's license. Now, a company may 

non-renew as many as two percent of its policyholders, as long 

as it meets the depopulation quota by replacing that business 

with other policyholders. 

The company may non-renew additional policyholders, but 

only if it replaces each such non-renewals with two new 

voluntary policies. 

After November 1989, every auto insurer using more than one 

rate level will be required to file with the Department of 
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Insurance its underwriting criteria which are then subject to 

department approval. The new law also prohibits any 

underwriting rule based solely on the driver's home territory. 

The commission believes that this program should proceed as 

provided by law, but when it is over, the only drivers left in 

the JUA should be the really high-risk drivers. 

So, when the Legislature passes a law defining a bad 

driver, as proposed in Recommendation #1, that same definition 

should be used to limit the size of the JUA from January 1, 

1993, and thereafter. 

From that date forward, the law should require voluntary 

insurance companies to provide coverage to any motorist who does 

not fit the bad driver description in the law. Michigan has 

been very successful with this plan. 

The law should state that, starting in 1993, the JUA must 

cover only drivers meeting that description, and voluntary 

companies must cover everyone else. 
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RECOMMENDATION #3 

The JUA should stop providing comprehensive and collision 

coverage. 

Commission vote: 4-6-2 

Members in favor: Connors, Dickson, Jacobs, Van Ness 

Members opposed: Hunter, Slocum, Ravin, Trope (at least not 

until 1993), Doyle (The JUA should continue to provide 

comprehensive and collision coverage. However, there should be 

a cutoff for high-valued vehicles whereby vehicles valued over 

$40,000, as an example, would not be eligible for physical 

damage coverage under the JUA because it is too difficult to 

establish adequate pricing.), Costa (because Recommendation #1 

will assure adequate rates for all JUA insurance.) 

Special votes: Karpinski believes JUA should provide 

coverage but only with high deductibles and no towing, labor or 

rental car reimbursement; Merin favors JUA coverage only for 

low-priced or moderately priced cars, no hot rods or luxury cars. 

Abstain: Paulsen 

The JUA exists because the state has an obligation to 

assure that there is a supplier of the insurance which state law 

requires motorists to buy. 

That means liability, PIP and uninsured motorist coverage. 
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There is no law requiring motorists to buy coverage for 

comprehensive or collision, so there is no reason to burden the 

state with this responsibility. 

This argument is compelling because the JUA has become the 

insurer of first resort for sports cars or other high-priced 

vehicles. Voluntary market companies have refused to cover 

expensive cars, especially in urban areas. 

This has added to the JUA's already-heavy burden. 

The JUA should get out of this market and allow other 

forces to work. Companies selling only comprehensive and,' 

collision coverage may enter the marketplace, or voluntary 

companies could charge higher rates to cover car models which 

are stolen frequently. That kind of risk should be insured in 

the private market. 
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RECOMMENDATION #4 

The state should not rush to pay the .JUA's statutory 

deficit but should instead allow the debt to float while the .JUA 

operates on a fira •cash-flow• basis. 

Commission vote: 8-4 

Members in favor: Doyle, Hunter, Jacobs, Merin, Ravin, 

Trope, Van Ness, Costa (The state should not pay the deficit. 

Any overpayments to JUA carriers should be recouped and used to 

reduce the deficit.) 

Members opposed: Connors, Dickson and Karpinski (who 

believe JUA debt should be paid off gradually), Slocum 

Abstain: Paulsen 

As explained in the report, the JUA's deficit is not an 

overdue bill. It represents the claims which must be paid over 

the next ten years for the accidents which are happening this 

year. 

It is true that state law requires other insurance 

companies to be "fully funded," i.e., to collect enough premium 

each year so it can pay all claims regardless of when the bills 

become due. But that is a protection against the company going 

out of business, leaving the state's jurisdiction or stopping 

sales of that line of insurance. 
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The JUA is not in that situation, so there is no need for 

it to bankroll money. Its "deficit" is a paper debt which is of 

concern only as each bill becomes due. 

If JUA rates are adequate, it can continue paying 

yesterday's claims with today's premium, and today's claims with 

tomorrow's premiums. 

The argument that insurance companies should pay the JUA's 

approximate $3 billion deficit is a simplistic approach which 

would ultimately result in consumers footing the bill. If 

companies pay this deficit, the costs will be trickled down to 

consumers through actuarily justified rate increases. As these 

costs trickle down to consumers, there will also be 

administrative costs, taxes, commissions and other unnecessary 

expenses added in. As maddening as JUA surcharges are, they are 

cheaper paid up-front under our current system than disguised as 

insurance company expenses. 

Furthermore, as stated in a previous recommendation, the 

surcharges can be reduced quickly and eventually eliminated by 

allowing the JUA to charge high-risk drivers adequate rates 

immediately. If the JUA becomes a pool for only high-risk 

drivers, and if they pay the true costs of their claims 

experience from this point forward, then the JUA's current 

deficit can be reduced to a manageable level and need not ever 

be paid in full. 
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RECOMMENDATION #5 

The study commission supports a mandatory verbal threshold 

in New Jersey. 

Commission vote: 8-4 

Members in favor: Dickson, Doyle, Hunter, Jacobs, 

Karpinski, Merin, Van Ness, Ravin (provided there is a 

concurrent attempt to quantify and limit medical fees and costs 

as far as possible) 

Members who favor keeping the current optional system: 

Connors, Costa, Slocum, Trope 

Abstain: Paulsen 

The history of no-fault insurance in New Jersey is replete 

with references to reducing lawsuits in exchange for speedy 

payment of auto-related medical bills. 

That trade-off was explicit in the original 

Keeton-O'Connell research in 1965, and it was implied by the 

$200 tort threshold in New Jersey's original no-fault law. 

Indeed, the Automobile Insurance Study Commission empaneled 

by the Legislature in 1970, which recommended establishing 

no-fault, devoted extensive space in its final report to an 

examination of that trade-off. EXHIBIT AAA That commission 

tried to quantify how much no-fault first-party coverage would 
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increase costs, and how much a tort threshold would decrease 

costs. 

The commission said quite frankly that it had no data on 

how many personal injury losses occurred but did not receive 

insurance reimbursement under the tort system in effect at that 

time. But it noted that authoritative studies, including one by 

the U.S. Department of Transportation, indicated that only 50 

percent to 60 percent of auto accident victims- received tort 

payments. Therefore, it said, under no-fault, claim frequency 

could nearly double. 

There was never a question about the need for a tort 

threshold. Without it, no-fault would not be a trade-off but 

instead an additional, expensive benefit. 

The only question was what kind of threshold would be 

effective. 

Again and again and again, throughout the history of auto 

insurance reform in New Jersey, a verbal rather than a monetary 

threshold consistently has been the preference of those who 

studied the issue thoroughly. 

It was recommended by: 

the Legislative Study Commission on No-Fault Automobile 

Insurance Reform in New Jersey, empaneled in 1976 and concluded 

in December 1977 (page 93 of final report); 

-- Brock Adams, when he was U.S. Secretary of 

Transportation in the Carter administration in June 1977; 
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-- the Cummins-Ferreira report in 1983 commissioned by the 

Department of the Public Advocate (See EXHIBIT U); 

-- the U.S. Department of Transportation again, in the 

Reagan administration, in its 1984 report, "Compensating Auto 

Accident Victims"; 

-- and a verbal threshold as an option to consumers was 

recommended by the Senate Special Committee on Automobile 

Insurance Reform in September 1986. 

Moreover, the original no-fault concept put forth by Keeton 

and O'Connell in 1965 proposed a monetary threshold, but it was 

extraordinary 

general damages. 

$10,000 for economic losses or $5,000 for 

That $10,000 threshold would be at least 

$48,000 in 1987 dollars, based on the Consumer Price Index for 

medical care costs from 1967 through 1987. 

The commission which studied no-fault in 1970 recommended 

only a $100 threshold, but it also made a significant cost 

control recommendation: When auto accident victims sue, they 

should be prohibited from collecting damages for losses already 

compensated by no-fault insurance. In other words, no 

double-dipping. That recommendation was never enacted. 

The $200 threshold, and even the optional higher threshold 

effective in 1984 through 1988, did not provide savings equal to 

the cost of the no-fault medical coverage which motorists are 

required to purchase. 

New Jersey data alone provides enough evidence to prove 

failure of the $200 threshold, but its failure is most obvious 
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when compared with Michigan. Like New Jersey, Michigan 

instituted no-fault in 1973 with unlimited PIP benefits, but it 

always had the verbal threshold. 

The differences are startling. 

Prior to no-fault, both states were suffering increases in 

the number of auto negligence lawsuits filed each year. After 

1973, the increases stopped in Michigan but continued in New 

Jersey. Now Michigan has about the same number of lawsuits 

filed each year as in 1973, but New Jersey has twice as many. 

The annual figures are listed in EXHIBIT BBB 

The lawsuit increase in New Jersey cannot be attributed 

to more auto accidents. The Department of Insurance compared 

the number of suits filed each year with the number of people 

killed or injured each year in auto accidents -- in other words, 

the percentage of potential lawsuits which actually ended up 

in court. The percentages are shown in EXHIBIT CCC. 

In Michigan, the percentage has remained fairly stable 

under both the old fault system and the current no-fault system 

with the verbal threshold, ranging from 5.5 percent through 8.8 

percent. 

But in New Jersey, the percentage increased except for the 

first few years of no-fault, going from about 14 percent in the 

late 1960s, down to as low as 11 percent in 1975, and up to 21 

percent in the mid-1980s. This means that under New Jersey's 

dual system, more cases went to court than under the tort 

system. That was the opposite of the goal of no-fault. 
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And, finally, the increased caseload translated into higher 

bodily injury liability insurance premiums. As EXHIBIT ODD 

illustrates, liability premiums in Michigan increased at a far 

slower pace than New Jersey's. 

This conclusion about the effectiveness of the verbal 

threshold is corroborated by the independent findings of the 

U.S. Department of Transportation. In its 1984 no-fault report, 

which has been previously mentioned, the DOT compared the bodily 

injury rates paid per car in Pennsylvania, New York and Florida 

with the Consumer Price Index for 1977 through 1980. See 

EXHIBIT EEE. 

Rates in Pennsylvania, which had a $750 threshold, 

increased more than the CPI. Rates in Florida and New York, 

which adopted verbal thresholds in 1976 and 1978, respectively, 

increased less than the CPI. 

One last argument must be made for the verbal threshold: 

No-fault benefits without a strong tort limitation actually 

encourage lawsuits. 

Before 1973, when a person was injured in an auto accident, 

the only way he could pay his medical bills and get 

reimbursement for his lost wages -- in other words, the only way 

he could survive economically in many cases -- was to get a 

settlement from the at-fault driver's insurance company. This 

victim faced large bills demanding immediate payment. 

Settling the claim as quickly as possible was important. 
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Now, though, those pressing bills and lost wages are paid 

quickly through no-fault. There are no creditors at his door, 

so there is no pressure to negotiate with the insurance 

company. Instead, the victim decides at his leisure whether to 

seek additional compensation for pain and suffering, and he can 

continue litigation indefinitely. There is not even the 

hindrance of legal fees because court rules authorize trial 

lawyers to work on contingency: If the lawyer loses the case, 

he is paid nothing; if he wins, the payment as set by New 

Jersey court rules is one-third of the award or a smaller' ratio 

for very large awards. 

Without a verbal threshold or some other stringent limit, 

the system does nothing to encourage settlement of disputes but 

instead rewards those who litigate the most. This is the danger 

which existed with the $200 threshold, and this danger persists 

despite the 1988 reform. 

The 1988 reform package took a major step in allowing New 

Jersey drivers to choose the verbal threshold, but it also 

allows the choice of a zero dollar threshold, which means 

drivers do not have to meet any requirements in order to file a 

pain and suffering lawsuit as the result of an auto accident. 

The majority of drivers are now choosing the optional 

verbal threshold, which means that a person involved in an auto 

accident may file a tort action only if death or a specific 

injury occurs. This limit is modeled after New York's law. 
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But, unlike New York, New Jersey allows drivers to choose 

to maintain the right to sue and pay a higher premium. The full 

impact of the verbal threshold savings will be felt only if the 

tort limitation is universal. 

It should be noted that a Department of Insurance report 

released in April 1989 asserts that approximately 75 to 85 

percent of all drivers in New Jersey are expected to take the 

optional verbal threshold, which went into effect on January 1, 

1989. 

The report goes on to say that, at this point, there would 

be little additional savings if the current optional verbal 

threshold were replaced with a mandatory verbal threshold. 

Should a mandatory verbal threshold be instituted, the only 

drivers who would see significant savings are the relatively few 

who have chosen to pay higher premiums for the unlimited right 

to sue. 
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RECOMMENDATION #6 

The collateral source rule should be amended to reduce an 

auto accident victim's court award by whatever P.I.P. 

compensation he has already received from his auto policy. 

Commission vote: 11-1 

Members in favor: Connors, Dickson, Doyle, Hunter, Jacobs, 

Karpinski, Merin, Slocum, Trope, Van Ness, Ravin 

Opposed: Costa ,. 

Abstain: Paulsen 

The collateral source rule bars a defendant from pointing 

out to the jury that the plaintiff had first-party health, 

disability, or workers' compens_ation insurance to draw on. It 

also prohibits reducing the size of an award due even if the 

victim has already been paid for medical or other expenses by 

outside sources. 

Continued use of the collateral source rule in New Jersey 

no-fault auto suits will continue to stymie true no-fault and 

will keep the cost of insurance high, and by allowing some 

litigants to, in effect, double dip, the ultimate loser will be 

those claimants who truly are in need. 

The commission recommends that the collateral source rule 

should still apply at trial. That is,evidence about insurance 

107 



compensation should not be introduced during the trial. But, 

after a verdict is rendered and the amount of damages is 

determined, the amount of PIP compensation already provided to 

the plaintiff should be subtracted from the award, and the 

defendant would pay only the balance. This would prevent injured 

parties from collecting twice for the same loss. 

This reform must be accompanied by an assurance that 

insurance premiums will be reduced accordingly. The law should 

require companies and the Department of Insurance to project 

savings from this reform and adjust rates immediately upon 

enactment, and then to monitor the actual loss experience 

resulting from this reform over the first few years and make 

further adjustments to the rates as the experience warrants. 

108 



RECOMMENDATION #7 

Establish a catastrophic injury fund, with funds from a 

gas tax, driver's license fee, auto registration fee or similar 

source. 

Commission vote: 9-2 

Members in favor: Connors, Dickson, Hunter, Jacobs, Merin, 

Ravin, Slocum, Trope, Van Ness 

Members opposed: Doyle, Karpinski 

Abstain: Costa, Paulsen 

Protection for,persons suffering a catastrophic injury is 

an unarguable neccessity; the issue is how to make such 

protection affordable. 

The commission believes that there is a potential savings 

to be gained by centralizing the responsibility for 

administering and paying the medical costs associated with 

catastrophic auto injuries in a single entity, rather than more 

than 100 individual property/casualty companies. While 

relatively small PIP coverage may continue to be provided by 

individual insurers, a streamlined, uniform system would be more 

efficient for larger claims. 
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This commission recommends the creation of a catastrophic 

injury fund which could assume the responsibility for medical 

bills after a victim's bills exceed a certain dollar level. 

Under this proposal, all major injury cases would be 

monitored and paid by the same organization, which can more 

carefully monitor quality of care and costs. The goal is better 

treatment and rehabilitation programs for auto accident victims, 

which in the long run costs less money. 

The most cost-efficient way to provide catastrophic 

protection for all injured motorists might be to establiih a 

catastrophic injury fund which could be funded via a vehicle 

registration fee, a driver's license fee, a gasoline tax, some 

other similar source, or a combination of these sources. 

Funding the program through these direct fees is cheaper 

than funding through the current system of premiums paid to each 

insurance company because direct collection avoids costs 

currently paid by the consumer -- taxes, commissions, 

administrative costs and profit from this part of the premium. 

The amount of money which must be collected for the program 

would depend upon the dollar level at which the catastrophic 

fund would take over. 

For instance, the Department of Insurance report in April 

1989 said that a catastrophic fund providing coverage to auto 

accident victims for bills exceeding $10,000 apiece would cost 

$350 million to $375 million. If that cost were paid in full by 

a vehicle registration fee, the fee would be $80 per year. If 
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that cost were paid in full by a gasoline tax, the tax increase 

would be 9.5 cents per gallon. 

On the other hand, catastrophic coverage only for accident 

victims with bills exceeding $75,000 would cost $83 million to 

$88 million. If that cost were paid in full by a vehicle 

registration fee, the fee would be $19 per car. If the cost were 

paid fully by a gasoline tax, the tax increase would be 2 cents 

per gallon. 

Any legislation would have to use the best available data 

to project the program's costs, the revenues to be collected, 

and the proper level of care for the catastrophic fund to cover. 

It should also contain a provision allowing for annual 

adjustments in the program to recognize the reality that costs 

of this program will increase each year much more than the 

general inflation rate. That is because not only do medical 

costs tend to increase more quickly than other costs, but also 

because the number of accidents increase each year, and because 

better technologies and better "medevac" programs assure that 

more auto accident victims receive more care each year. 
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RECOMMENDATION #8 

Better data collection by the .JUA. 

Commission vote: 12-0 

Members in favor: Connors, Costa, Dickson, Doyle, Hunter, 

Jacobs, Karpinski, Merin, Ravin, Slocum, Trope, Van Ness 

Abstain: Paulsen 

From its inception in 1984 until 1989, the JUA had 

contracted with 12 to 15 insurance companies to act as servicing 

carriers, performing customer service for the JUA such as 

writing policies, collecting premiums and adjusting and paying 

claims. For this work, the insurance companies received fees 

based on the premium they handled, plus some direct 

dollar-for-dollar expense reimbursement. 

When the servicing carrier contracts were first set up, it 

was agreed that each insurance company would set up its own 

system for handling JUA accounts, rather than conform to a 

uniform system. Without a uniform system for tracking data, it 

became difficult for the JUA to evaluate the reasonableness of 

JUA expenses, as well as the adequacy of claim settlement 

practices and underwriting accuracy. 

As an example, one important component of the old insurance 

company servicing carrier agreements was the proper use and 

ownership of JUA-designated reserves held by the carriers. Some 
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servicing carriers credited the JUA with income earned on those 

reserves; others did not. The JUA Plan of Operation was unclear 

about the issue, resulting in confusion: Did one company cheat 

the JUA, or did the other company voluntarily turn over revenue 

which it could have kept? 

This sort of issue may not have occurred had there been 

uniform procedures in place. An additional problem arises when 

audits of servicing carrier records are conducted. By allowing 

this piecemeal approach, audits were time-consuming and 

confusing. 

Recognizing the problems the old piecemeal system caused, a 

new, uniform method of handling JUA finances was developed. 

A more streamlined system is now in place. The 12 

remaining insurance -carriers were reduced to five, and the 

contract bid process included non-insurance companies. 

Four non-insurance companies and one insurer, Hanover, were 

selected to handle JUA business at a lower price. The 

first-year savings are expected to be $75 million. 

The changeover to the new system began in the spring of 

1989 and is expected to continue into 1990. 

All the new servicing carriers must adhere to accounting 

and underwriting procedures that are set by the JUA. 
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RECOMMENDATION #9 

Modify the makeup 

1988 law. 

of~ 
I 

Commission vote: 12-0 
! 
i 
I 

JUA board, as provided in the 

Members in favor: Connors, Costa, Dickson, Doyle, Hunter, 
! 

Jacobs, Karpinski, Merin, Ravin, Slocum, Trope, Van Ness 

Abstain: Paulsen 

A problem often mentioned by critics of the JUA in the past 

was that the JUA Board of Directors, as created by law in 1983, 

was made up primarily of insurance industry representatives, and 

of that group, most-were also acting as JUA servicing carriers. 

In addition to charges of a conflict of interest, the JUA board 

was criticized for being too large to be effective. 

The 1988 reforms whittled the board from its original 17 

members to nine voting members and, to avoid any appearance of a 

conflict of interest, no employee of a JUA servicing carrier is 

permitted on the board. 

Five board members are nominated by the governor and 

approved by the Senate. One member each is appointed by the 

Assembly speaker and Senate president. The last two members 

include the director of the Division of Motor Vehicle Services 

and the commissioner of insurance. 
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RECOMMENDATION #10 

Servicing carriers should refund any overpayments they 

received from the JUA. 

Commission vote: 12-0 

Members in favor: Connors, Costa, Dickson, Doyle, Hunter 

(who adds that agents, too, should refund any JUA overpayments 

they received), Jacobs, Karpinski, Merin, Ravin, Slocum, Trope, 

Van Ness 

Abstain: Paulsen 

An independent audit of the JUA and the servicing carrier 

fees it paid during,1984 through 1988 was completed in August 

1989. If it can be proven that the servicing carriers 

overcharged the JUA, as the auditors concluded, then it is 

imperative that the servicing carriers make restitution promptly. 

It is important to note that the 1988 reform legislation 

addressed this problem in two ways to assure that it does not 

reoccur. 

First, it required regular field audits of servicing 

carriers and uniform accounting procedures among servicing 

carriers to avoid the confusing variety of accounting methods 

which allowed overcharges to occur. 

Second, the law clearly requires that future cases of this 

kind will result in refunds to the JUA as soon as an overpayment 
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is discovered. The clarity of this law will help the JUA to 

actually collect money to which it is rightfully entitled. 

That law, codified as N.J.S.A. 17:30E-17.l, states: "If any 

servicing carrier is determined to have knowingly violated the 

plan of operation, or any rule of practice or guideline which 

has been established in connection therewith, with respect to 

the handling of claims or the underwriting of the policies of 

the association, or if a servicing carrier has been determined 

to have overcharged the association with respect to servicing 

carrier compensation, the servicing carrier shall repay ~ny 

money owed to the association within 15 business days of 

notification by the association that such money is due, or shall 

pay the association interest on the money due at a rate 

determined by the commissioner. If the servicing carrier is 

determined to have willfully violated the plan of operation, or 

any rule of practice or guideline which has been established in 

connection therewith, with respect to the handling of claims or 

the underwriting of the policies of the association, or has 

willfully overcharged with respect to servicing carrier 

compensation, the servicing carrier shall be liable for treble 

damages." 
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RECOMMENDATION #11 

Allow auto insurance rates to increase in a streamlined, 

efficient manner. 

Commission vote: 5-2-2 

Members for the "CPI-plus-3%" flex rating system: Dickson, 

Jacobs, Merin, Trope, Van Ness 

Members for the "file and use" system: Connors, Karpinksi 

Members for "prior approval" system: Hunter, Slocum·· 

Special vote: Ravin, "no" 

Abstain: Doyle, Paulsen, Costa (who believes the flex 

rating regulatory scheme in the 1988 enactments address this 

recommendation.) 

The commission members have significant disagreement about 

the appropriate process for implementing rate increases, but 

there is one area of agreement: Justified rate increases should 

be reviewed thoroughly yet implemented promptly to allow the 

marketplace to be truly competitive. 

In other words, New Jersey should try to shed its image of 

a state where rate increase requests languish endlessly while 

the Department of Insurance and the Department of the Public 

Advocate nitpick for more data. 
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That is the perception in most of the auto insurance 

industry. A rate increase which is implemented many months or a 

year too late is never adequate, they believe. 

All the commission members emphasize that New Jersey, 

unlike most other states, has a safeg-~ard against companies 

charging excessive insurance rates. New Jersey's strong Excess 

Profits Law will continue requiring companies to issue refunds 

if the rates turn out to be too high, generating too much 

profit. Only Florida has a law like this, and New Jersey's law 

limits profits more tightly than Florida's. 

Aside from that general statement, different commission 

members proposed these different rate systems: 

CPI-plus-3% flex rating system -- Thi~ is the reform 

enacted in 1988 which permita insurance companies to implement 

automatic rate increases or decreases each July 1 as long as the 

rate change is within a certain percentage range. 

The law limits the maximum statewide average rate increase 

to certain components of the Consumer Price index (CPI), plus 

three percentage points. The CPI compor1ents used for this 

purpose are the most recent available figures fer medical care 

services and for automobile maintenence and ~epair. 

If the comrnissionei· finds that the "C:PI-Plu& 3%" formula 

permits excessive rates, the allowable rate increase then can be 

modified. 
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Insurance companies must make an informational filing 

before implementing any rate increase under this provision. 

Larger rate increases still require prior approval by the 

insurance department. 

File and Use System -- This is used in Michigan and many 

other states for various lines of insurance, including auto. It 

does not place a direct restriction on rates. A company may 

implement rate increases merely by filing their new rates with 

the state insurance department. 

This system usually has a safeguard in that the insurance 

department can still review the filing and order the company to 

stop using certain rates which are excessive, unfair or perhaps 

too low for the company's own solvency. 

The advantage of this system for the companies is that they 

can adopt changes quickly, keeping income coming when losses 

mount, and keeping flexible enough to lower rates when 

competition demands it. 

For consumers, the advantage is better competition in the 

marketplace. Competition, rather than state regulation, would 

serve to keep prices low. The competitive marketplace is 

assisted by consumer advocacy programs, such as buyer's guide 

and price comparison brochures, helping consumers to find the 

best deals available. Such programs are also recommended by this 

commission in a separate item. 
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Prior Approval System -- This is the system which has 

been used by New Jersey for the past quarter-century. It 

requires each insurance company, or many companies filing as a 

group through a rating bureau, to seek state approval before 

changing rates. 

The advantage of this system is direct state control, which 

is a safeguard against unreasonable rates ever being 

implemented. To raise rates, a company must prove that its 

current rates are not adequate to conduct business. 
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RECOMMENDATION #12 

The insurance rating law, N.J.S.A. 17:29A-l et seq., 

should be modified. to mandate that the insurance collllllissioner 

consider more modern economic, financial, accounting and 

statistical theories, practices and methodologies in addition to 

standard actuarial techniques in evaluating rate petitions. 

Also, an expense efficiency standard should be established. 

for property/liability insurers. 

Commission vote: 7-2 

Members in favor: Connors, Costa, Hunter, Jacobs, Ravin, 

Slocum, Trope 

Members opposed: Merin (because current law already allows 

the commissioner to do this), Karpinski 

Abstain: Dickson, Doyle (who thinks the Department of 

Insurance should always investigate more modern techniques, but 

can't agree on changing techniques or establishing an expense 

efficiency standard unless one is proposed and reviewed), 

Paulsen, Van Ness 

Standard actuarial techniques are a blend of principles and 

techniques developed in the field of economics, finance, 

statistics and mathematics. State-of-the-art methodologies 
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developed in these fields have demonstrated that the standard 

actuarial techniques yield inaccurate estimates of losses, etc. 

The statute currently governing the evaluation of insurance 

rate filings (N.J.S.A. 17:29A-11) predates the 1983 reforms and 

has tended to reinforce the acceptance of the traditional 

methods used by insurers in their rate requests and filings. 

Insurance rate reviews and proceedings lay much stress on 

prediction and projection, e.g., of rates of inflation, of 

various types of costs and of claim losses, of frequency of 

occurrence of insured events, and of the number and types of new 

and renewed policies. 

New methods of economics, finance, statistics, and 

mathematics have been developed and used in the regulation and 

study of other businesses and industries. 

A statutory change directing the widening of the field of 

techniques to be used in the evaluation of rate filings should 

encourage the appropriate adaptations to obtain the benefits 

experienced elsewhere and to lead to more accurate predictions 

and determinations in insurance ratemaking. 

Furthermore, regardless of projected losses, one of the 

ever-present general aims of regulators has been to encourage 

efficiency. When the product or service is uniform, it is 

reasonable to compare the costs of the various providers to 

standards. 

Methods for setting standards must recognize factors which 

give rise to legitimate cost variances between providers. The 
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regulation of price alone is often insufficient to filter down 

to the level of expenses and thus fails to put pressure on 

inefficient companies. For example, when rates are set by a 

ratemaking organization, or by some other equivalent procedure 

which bases its rates on average costs, rates set to recover 

"actual" costs are not set by reference to the efficient 

companies, but rather, reflect the costs of inefficient 

companies as well. 

Standards are used in New Jersey in the regulation and 

setting of hospital reimbursement rates. Similarly, performance 

standards are used in a more limited manner in the regulation of 

nuclear generating facilities of electric utilities. They should 

be applied to insurance as well. 
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RECOMMENDATION #13 

Adlllinistrative and acquisition expense allowances in New 

Jersey automobile insurance premiums should be based upon an 

in-depth analysis of actual or allocated expenses, rather than 

simply being based on national-average percentages. 

Commission vote: 10-1 

Members in favor: Connors, Costa, Dickson, Hunter, Jacobs, 

Karpinski, Merin, Ravin, Slocum, Trope 

Members opposed: Doyle (Who feels this statement is too 

broad. He would agree that national averages are not always 

proper, but some expense items need to be projected and cannot 

simply be allocated by actual expense. Maybe some items should 

be based on a statewide average or a regional average with 

like-states, rather than on a national basis.) 

Abstain: Paulsen, Van Ness 

Many administrative and acquisition expenses do not 

necessarily vary directly with the size of insurance premiums. 

Yet, insurers tend to apportion these (nationwide) expenses to 

the states according to the premiums collected in each of the 

states. 

To illustrate the problem, consider, for example, postage. 

New Jersey has consistently numbered among the highest when 

states are ranked by average premium. Because in 1987, New 
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Jersey's average premium was 1. 3 times that of the "average" 

state (See Exhibit B), the allocation of postage costs to New 

Jersey presumes that postage costs are 1.3 times as high in New 

Jersey as in the "average" state. 

However, it should be realized that because of several 

factors, the overhead costs of doing private passenger 

automobile insurance business in New Jersey may be higher in 

dollars per policy than the countrywide average. As an example, 

the New Jersey excess profits filing required from every company 

is more than 200 pages. Therefore, it may turn out after a 

detailed analysis of overhead expenses that a countrywide 

percent of premium is appropriate. 

Nevertheless, for accuracy, for administrative and expense 

costs which are not properly associated with the premium size, 

allowances should not be determined by reference to a standard 

expressed in percent-of-premium terms. 

Other allocations indices may be more appropriate, such as 

allocation on the basis of the number of New Jersey policies 

written by an insurer compared to the number of policies that 

insurer sells nationwide. Such alternative apportionment ratios 

are commonly accepted in the analysis of utility rates falling 

under the Board of Public Utilities' jurisdiction. 

The Commission would point out that to address these issues 

more fully, the New Jersey Department of Insurance is requiring 

companies to provide more detailed expense data than has ever 

been previously requested. 
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RECOMMENDATION #14 

The state should implement insurance education programs 

for consumers and include insurance training in high school 

driver education courses. 

Commission vote: 12-0 

Members in favor: Connors, Costa, Dickson, Doyle, Hunter, 

Jacobs, Karpinski, Merin, Ravin, Slocum, Trope, Van Ness 

Abstain: Paulsen 

Auto insurance represents a sizable portion of a family's 

income and for most consumers it is a product that is hard to 

understand and intimidating to tackle. The average motorist 

buying an insurance policy knows very little about what he or 

she is buying. 

Public information campaigns, informational brochures, 

public service announcements are a few of the ways that 

consumers in New Jersey could be reached. A special auto 

insurance education program should also be developed for high 

school juniors and seniors, in conjunction with driver training 

courses which are already in place. 

Although auto insurance education is the specific concern 

of this commission, it is true that educational programs about 

other types of insurance would be equally helpful. 
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Other states have undertaken such programs, and New Jersey 

might benefit by looking at the programs operating in Illinois, 

Iowa, Kansas, Michigan and Nebraska. 
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RECOMMENDATION #15 

Price information should be provided to consumers through 

shoppers' guides and toll-free telephone services. 

Commission vote: 12-0 

Members in favor: Connors, Costa, Dickson, Doyle, Hunter, 

Jacobs, Karpinski, Merin, Ravin, Slocum, Trope, Van Ness 

Abstain: Paulsen 

Price information on automobile insurance policies is 

difficult for consumers to obtain. Few automobile insurance 

underwriters will price a policy over the telephone; most 

require a written signed application before they will issue a 

price quote. 

This limited shopping method does not lend itself to a full 

consideration of the various insurance options available to 

consumers. The task of comparison shopping for automobile 

insurance becomes even more difficult when you consider 

variables such as the amount of protection desired by consumers 

and the availability, or lack thereof, of the various insurance 

company options. 

Additionally, it is argued that, because prices vary little 

from one underwriter to the other, there exists little incentive 

for price shopping for automobile insurance since the effort 

produces only marginal benefits for the consumer. 
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The ready availability of price information will help alter 

this situation, whether the current price choices are limited 

because they are a product of an industry that is highly 

competitive or an industry that adheres to generally accepted 

rate schedules. Advance price information is an important price 

control tool for consumers, especially when there are only small 

differences in prices. 

How the price information is provided to consumers also is 

very important. It could be presented for review by consumers 

as raw price data directly by insurance providers or the, 

Department of Insurance; or, it could be compiled and prepared 

for consumer consumption by the insurance department; or, the 

insurance department could provide insurance companies with 

models to price which depict various types of motorists, for 

example, rural or urban drivers with good to poor driving 

records requesting a range of insurance coverage, from low to 

high. 

An interesting program is being worked on in California to 

use computers to compile and update premium comparison 

information and then distribute the data to companies which 

would publish it or otherwise disseminate it. 

In any format, the consumer must be able to compare overall 

policies and make informed choices about insurance options. The 

goal of providing price information is to aid consumers in their 

choices of an insurance company as a means of maintaining 
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competitiveness in the industry. This goal must be kept in mind 

when developing the price information presentation format. 

Finally, publicity directed at consumers is necessary to 

advise of the availability of price information through 

shopper's guides and toll-free telephone numbers. 

The 1988 auto reform legislation required the Department 

of Insurance to prepare a price comparison for auto insurance. 

The department requested insurance companies to submit price 

information for four prototypes in each of the 27 territories. 

The insurance department compiled the information and made it 

available to consumers in August 1989. 
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RECOMMENDATION #16 

Repeal the anti-trust exemption 

The state anti-trust exemption should be repealed so that 

insurers operate at arm's length, as all free enterprise 

entities do in America. 

Commission vote: 8-2 

Members in favor: Connors, Costa, Hunter, Merin, Ravin, 

Slocum, Trope, Van Ness 

Members opposed: Doyle, Karpinski 

Abstain: Dickson, Jacobs, Paulsen 
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RECOMMENDATION# 17 

Repeal anti-group laws 

The state anti-group laws should be repealed. Selling auto 

insurance one-at-a-time is inefficient and unnecessary. 

Commission vote: 8-2 

Members in favor: Connors, Costa, Hunter, Merin, Ravin, 

Slocum, Trope, Van Ness 

Members opposed: Doyle, Karpinski 

Abstain: Dickson, Jacobs, Paulsen 
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RECOMMENDATION #18 

Repeal anti-rebate laws 

Why should the insurance retailers not compete? The old 

fair trade laws cost consumers lots of money and kept us from 

discount selling. The anti-rebate laws are another vestige of an 

anti-competitive era that must be eliminated. 

Commission vote: 5-4 

Members in favor: Connors, Hunter, Slocum, Trope, Van Ness 

Members opposed: Doyle, Karpinski, Merin, Ravin 

Abstain: Costa, Dickson, Jacobs, Paulsen 
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RECOMMENDATION #19 

Allow banks to sell insurance 

This is another way to use competition to benefit 

consumers. 

Commission vote: 4-5 

Members in favor: Connors, Hunter, Slocum, Van Ness,' 

Members opposed: Costa, Doyle, Karpinski, Merin, Ravin (who 

is concerned about permitting banks to operate in a field that 

should be left to experienced, qualified, licensed professionals 

who themselves are insured and operating in a competitive 

environment. Banks have enough problems making loans to 

qualified borrowers, they shoul_d concentrate on that. ) 

Abstain: Dickson, Jacobs, Paulsen, Trope (does not have 

enough information to make a decision) 
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MINORITY RECOMMENDATIONS: 

The following recommendations were made by members in an 

earlier phase of the study commission's work, but garnered fewer 

than five votes apiece. 

Yes-2 No-4 Wait and see how the 1988 law changes work 

before making more changes. 

Yes-1 No-4 

law changes. 

Yes-1 No-5 

Explicity denounce all or part of the '1988 

Insurance should be regulated by a board of 

insurance commissioners rather than the single commissioner now 

utilized in New Jersey. The commissioners would be appointed by 

the governor. 

Yes-2 No-5 

coverage. 

Yes-4 No-2 

optional. 

Make property damage liability an optional 

Limit PIP benefits and make this coverage 

Yes-3 No-2 Require insurance companies to pay PIP claims 

up to $250,000, instead of the current $75,000 ceiling, which 
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would decrease the number and magnitude of Excess Medical 

Benefits funded through UCJF assessments. 

Yes-2 No-4 

negligence awards. 

Yes-3 No-3 

Fund the JUA by taxing 10 percent of all auto 

State that the RMEC should have been 

instituted, as a relatively small charge, in 1984. 

Yes-3 No-2 To go with any relaxation of rate controls, 

there must also be removal of obstacles to competition. The 

primary obstacles are: 

the state's anti-trust exemption; 

the state's anti-group laws ~hich require 

selling auto insurance one-customer-at-a-time; 

-- the state's anti-rebate laws which prohibit 

discounts on auto insurance policies; 

-- entry barriers which prohibit banks or other 

entities from selling insurance or underwriting insurance; 

-- lack of data in a computerized, available, 

easy-to-understand format for use by the state, brokers, 

consumers, etc.; and 

the imbalance of supply and demand, in that 

motorists are required by law to buy insurance but insurance 

companies need not sell it no matter how perfect the driver's 

record is. 
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Yes-4 No-2 Allow "non-standard" insurance companies to 

enter the New Jersey automobile market to provide voluntary 

coverage, at higher rates, to higher-risk motorists. (Note: 

P.L. 1988, c. 119, will allow voluntary companies to offer a 

"non-standard" rate beginning in November 1989.) 

Yes-4 No-2 On rate filings, hearings should be held and 

the hearing provisions should: (a) prohibit ex parte 

communications; (b) require direct and cross-examination of 

witnesses; ( c) require the disclosure of evidence relied,,upon 

outside the hearing record prior to the issuance of a final 

determination; and (d) require findings of fact and conclusions 

of law, separately stated on all matters in issue. 

Yes-4 No-2 The Insurance Commissioner and the Public 

Advocate should be able to require an automobile insurer to 

submit any data essential to the reasonable evaluation of rate 

filings. The Public Advocate requires its own authority to call 

for data separate and distinct from that granted the insurance 

commissioner to avoid time-consuming disputes and lengthy court 

delays. 

Yes-2 No-1 The New Jersey Remand Formula should be 

replaced with a more modern approach for determining the fair 

rate of return. 
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Yes-4 No-1 Simple and standardized risk classification 

plans should be adopted. Companies should not be allowed to use 

rating factors whose justification is based solely on 

class-average experience and broad demographic stereotypes (such 

as sex, age, marital status or "good student" discounts). 

Moreover, the rating territories should be redesigned to reflect 

current driving conditions and congestion effects. 
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GLOSSARY Alm SOURCES OF EXHIBITS 

EXHIBIT A 

A 14-page display of two brochures which were prepared and 
circulated by the NJ Department of Insurance in 1983 and 1988 
respectively, to describe the major automobile insurance law 
changes being implemented at those times. The first six-page 
document explains A-1696, the bill signed into law in February 
1983 which created the JUA and which capped certain rates and 
flattened expense factors. The second eight-page document 
explains S-2637 and A-3702, which were signed in late 1988 
providing for an optional verbal tort threshold, deductibles and 
copayments for PIP coverage, higher basic deductibles for 
comprehensive and collision coverages, flex rating, higher rates 
for "bad drivers" in the JUA, mandatory JUA depopulation and 
other changes. (Reference pages 3, 29, 39, 45, 46, 47, ~l, 56, 
66, 70, and 84) 

EXHIBIT B 

A 23-page display of the A.M. Best reports ranking 
statewide average automobile insurance premiums for 1981 through 
1987. (Reference page 4) 

EXHIBIT C 

A three-page comparison of the average New Jersey 
automobile insurance premium with those of other states in 
1987. The charts were compiled by the NJ Department of 
Insurance in January 1988 with corroboration from the Insurance 
Services Office (ISO), the national rating bureau for the 
voluntary market, and the Automobile Insurance Plans Service 
Office (AIPSO), the national rating bureau for residual markets. 

Exhibit C, page 1, summarizes the average premiums, showing 
New Jersey as No. 8 in the voluntary market and No. 22 in the 
residual market. 

Exhibit C, page 2 shows the state-by-state ISO rate 
increases for four years, and page 3 shows the same for AIPSO 
rates. (Reference page S) 

EXHIBIT D 

The size of the automobile insurance residual markets in 
most states for 1985-86. Source is the Automobile Insurance 
Plans Service Office, as printed in the 1987-88 
Property/Casualty Fact Book published by the Insurance 
Information Institute. (Reference page 6) 
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EXHIBIT E 

A four-page NJ Department of Insurance memo describing 
market conduct examinations of JUA servicing carriers and the 
examiners' conclusions. (Reference page 7) 

EXHIBIT F 

A two-page historical summary of New Jersey automobile 
insurance developments. NJ Department of Insurance. 
(Reference page 10) 

EXHIBIT G 

U.S. Department of Transportation charts for 1986 and 1987 
showing states' accident rates involving deaths and injuries. 
While New Jersey's fatality rate is low, the rate of personal 
injury accidents is the second-highest, a major factor in auto 
insurance rates. (Reference page 10) 

EXHIBIT B 

A seven-page explanation of New Jersey's auto insurance 
cancelation and nonrenewal restrictions. NJ Department of 
Insurance. (Reference page 11) 

EXHIBIT I 

A six-page chart from the "No-Fault Press Reference 
Manual," published by State Farm. This chart compares no-fault 
states, listing their mandated first-party medical benefits and 
tort thresholds. (Reference page 16) 

EXHIBIT J 

A three-page display showing pages 86 through 88 of the 
1984 U.S. Department of Transportation report on no-fault. 
(Reference page 17) 

EXHIBIT K 

A chart showing the size of the residual market in New 
Jersey from 1967 through 1987. NJ Department of Insurance, 
drawn from data provided by the Insurance Services Office, the 
National Association of Independent Insureds, the Automobile 
Insurance Plans Service Office, and the JUA. (Reference page 18) 
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EXHIBIT L 

The history of Insurance Services Office rate increase 
approvals 1973 through 1987. NJ Department of Insurance. 
(Reference page 19) 

EXHIBIT M 

A three-page comparison of ISO rates with ARP rates and 
surcharges under Supplement I and Supplement 2. NJ Department 
of Insurance. (Reference page 23) 

EXHIBIT N 

A nine-page display of three news releases marking the 
inception and history of the policy constant. NJ Department of 
Insurance. (Reference pages 24 and 45) 

EXHIBIT O 

A five-page summary of the 1981 Sheeran findings on rating 
factors. NJ Department of Insurance. (Reference page 25) 

EXHIBIT P 

A six-page display showing pages 32 through 37 of the 
Cummins-Ferreira report on New Jersey auto insurance, conducted 
in 1983 on behalf of New Jersey Department of the Public 
Advocate. (Reference page 26) 

EXHIBIT 0 

Explanation of the cost-saving options available to 
automobile insurance consumers from 1984 through 1988, with 
results of a January 1988 survey of companies to determine how 
many motorists have used the options. NJ Department of 
Insurance. (Reference page 29) 

EXHIBIT R 

A six-page 1983 news release, with charts, explaining how 
much consumers could save by using the new insurance options 
being offered for the first time in 1984. (Reference page 29) 
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EXHIBITS 

A 14-page explanation of the Clifford Formula and the 
Excess Profits law, and proposed amendments to the law. NJ 
Department of Insurance. (Reference page 30) 

EXHIBIT T 

A state-by-state comparison of the coverages offered in the 
automobile residual markets, showing New Jersey with one of the 
broadest packages available. NJ Department of Insurance, with 
data from the American Insurance Association. (Reference page 30) 

EXHIBIT U 

A two-page display showing pages 100-101 of the 
Cummins-Ferreira report prepared on behalf of the Department of 
the Public Advocate in 1983. (Reference page 33 and 98) 

EXHIBIT V 

A 1983 Associated Press account of the signing of A-1696, 
which created the JUA and set caps on rating factors. 
(Reference page 34), 

EXHIBIT W 

The Star-Ledger of Newark account of the signing of 
A-1696. (Reference page 34) 

EXHIBIT X 

A three-page display regarding the insurance surcharges 
which can be imposed by the Division of Motor Vehicles on 
drivers' licenses for certain violations or point 
accumulations. The first two pages are a DMV brochure 
explaining points and insurance surcharges. The third page 
lists the revenues generated for the JUA by the surcharges. 
(Reference page 36) 

EXHIBIT Y 

A three-page explanation of the investigations and surveys 
of JUA servicing carriers which are conducted regularly by the 
JUA and overseen by the NJ Department of Insurance. (Reference 
pages 38 and 66) 
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EXHIBIT Z 

A two-page summary of 5-2790, signed January 1987, to 
reform JUA procedures and thereby reduce its deficit. 
(Reference pages 38, 49, 50, 70, and 82) 

EXHIBIT AA 

A one-page explanation of the impact of "capping" of rating 
factors instituted in 1984 by A-1696. NJ Department of 
Insurance. (Reference page 42) 

EXHIBIT BB 

Chart showing the percentage of motorists with capped rates 
who were shifted into the JUA. NJ Department of Insurance. 
(Reference page 43) 

EXHIBIT CC 

A two-page explanation of revised New Jersey auto insurance 
cancelation/nonrenewal regulation which tried to encourage 
companies to insure JUA motorists by easing the cancelation and 
nonrenewal restrictions during the first three years of covering 
a motorist who previously was in the JUA or did not otherwise 
have voluntary market coverage in New Jersey. NJ Department of 
Insurance. (Reference page 47) 

EXHIBIT DD 

An Asbury Park Press account of the layoff of Aetna agents 
in December 1987. (Reference page 48) 

EXHIBIT EE 

A two-page explanation of how agents are terminated by 
insurance companies. NJ Department of Insurance. (Reference 
page 48) 

EXHIBIT FF 

A one-page explanation of the different methods used in New 
Jersey of compensating auto insurance producers. NJ Department 
of Insurance. (Reference page 48) 

143 



EXHIBIT GG 

Chart showing the impact of ISO rate link to the JUA, 
showing that claim frequency and severity is much higher in the 
JUA. NJ Department of Insurance from data submitted by ISO and 
the JUA. (Reference pages 53, 57, and 59) 

EXHIBIT BB 

Chart showing experience and other data regarding senior 
citizen discounts. NJ Department of Insurance. (Reference page 
56) 

EXHIBIT II 

Chart showing impact on the JUA of the inadequate ISO 
comprehensive and collision rates for luxury cars, followed by a 
two-page Department of Insurance news release, December 8, 1988, 
announcing JUA comprehensive and collision rates for "bad 
drivers." NJ Department of Insurance from ISO and JUA filings. 
(Reference page 56, 57) 

EXHIBIT JJ 

History of JUA deficits, on both a statutory and cash-flow 
basis. NJ Department of Insurance. (Reference pages 57 and 75) 

EXHIBIT ICIC 

A resolution adopted by the JUA Board of Directors in 
December 1984 noting the JUA's first-year deficit. (Reference 
page 58) 

EXHIBIT LL 

A two-page summary issued by the JUA Board of Directors in 
December 1984 describing its early concerns about a deficit. 
(Reference page 58) 

EXHIBIT MM 

A two-page explanation of the reasons cited for the 
establishment of the original JUA servicing carrier fee levels. 
NJ Department of Insurance prepared this summary using material 
from the JUA's Accounting and Statistical Requirements Manual. 
(Reference page 63) 
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EXHIBIT NN 

A three-page chart showing the financial impact of the 
reductions of servicing carrier fees. NJ Department of 
Insurance. (Reference page 63) 

EXHIBIT 00 

A four-page display of fees collected and profits of the 
JUA servicing carriers, 1984 through 1987. NJ Department of 
Insurance from JUA annual statements. {Reference page 64) 

EXHIBIT PP 

A four-page display regarding the competitive bidding for 
JUA servicing carriers. The first page is the list of the 
insurance companies and non-insurance companies which submitted 
competitive bids in March 1988 for servicing carrier contracts. 
The rest is the November 21, 1988 Department of Insurance news 
release announcing the contract awards. NJ Department of 
Insurance. (Reference page 65) 

EXHIBIT 00 

A two-page display showing portions of pages 72-73 of the 
1983 Cummins-Ferreira report for the Public Advocate. 
(Reference page 68) 

EXHIBIT RR 

An 11-page display of the profitability of auto insurers in 
New Jersey, 1976 through 1986. {Reference page 71) 

EXHIBIT SS 

A three-page display on rising auto insurance rates. The 
first page is a chart showing the increasing costs of items 
which auto insurance companies must pay for, from 1983 through 
1987, which the NJ Department of Insurance compiled from sources 
listed on chart. The next two pages list the rate increases 
requested in 1988. (Reference page 73) 

EXHIBIT T.r 

A two-page explanation of the Driver Improvement Plan 
{DIP), followed by a four-page Department of Insurance news 
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release, August 31, 1988, projecting DIP revenues for 1988. NJ 
Department of Insurance. (Reference pages 77 and 82) 

EXHIBIT UU 

A two-page display of the Driver Improvement Plan (DIP) 
consumer brochure published by the NJ Department of Insurance in 
January 1988. (Reference pages 77 and 82) 

EXHIBIT VV 

A two-page explanation of residual market assessments in 
New Jersey, with explanation of 1984 law prohibiting first-year 
RMEC and mandating that JUA receive "policy constant" proceeds. 
{Reference page 79) 

EXHIBIT W 

An explanation of the difference between Statutory 
Accounting and Generally Accepted Accounting Principles. NJ 
Department of Insurance. (Reference page 79) 

EXHIBIT XX 

History of RMEC requests, showing how much New Jersey 
drivers would have been paying to fully fund the JUA during its 
first four years. Compiled by NJ Department Insurance from the 
JUA's RMEC applications. {Reference page 81) 

EXHIBIT YY 

A monthly accounting of the JUA's cash flow for 1987. 
NJ Department of Insurance from JUA statements. (Reference 
page 81) 

EXHIBIT ZZ 

A two-page display of steps taken by the Legislature, the 
Department of Insurance and the JUA to reduce the JUA deficit 
during 1987, followed by a third page which lists the 
anticipated deficit reductions to be accomplished by each step 
during the three-year period necessary for the actions to have 
their full impact. NJ Department of Insurance. (Reference 
page 82) 

146 



EXHIBIT AAA 

A five-page display showing pages 123 through 127 of the 
report issued in December 1971 the Automobile Insurance Study 
Commission which was empaneled by the Legislature in 1970. 
(Reference page 97) 

EXHIBIT BBB 

Auto negligence suits filed in New Jersey and Michigan 
during the first 15 years of both states' no-fault systems, New 
Jersey with its weak $200 tort threshold and Michigan with the 
strong verbal threshold. NJ Department of Insurance, compiled 
from New Jersey and Michigan state court records. (Reference 
page 100) 

,' 

EXHIBIT CCC 

A chart of the numbers of auto negligence lawsuits filed in 
New Jersey and Michigan compared with the numbers of reported 
accidents, for a uniform percentage rate of potential litigants 
who have sued in the two states. (Reference page 100) 

EXHIBIT DDD 

A chart comparing the liability premiums of New Jersey and 
Michigan during no-fault years. NJ Department of Insurance. 
(Reference page 101) 

EXHIBIT EEE 

A U.S. Department of Transportation chart from its 1984 
report on no-fault insurance comparing per-car costs of bodily 
injury liability plus PIP for two verbal threshold states, New 
York and Florida, with a monetary threshold state, Pennsylvania, 
and the Consumer Price Index for medical costs. (Reference page 
101) 

EXHIBIT !'FF 

A three-page display showing the ultimate cost incurred by 
New Jersey's unlimited PIP benefits, which have not been fully 
funded on a statutory basis. The first chart shows the actual 
Excess Medical Benefits (EMB) payments made in 1984 through 1987 
by the New Jersey Unsatisfied Claim and Judgment Fund (UCJF), 
compared with the two-year reserves for EMB payments and the 
ultimate (statutory) reserves, as provided by UCJF financial 
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records. The next two-page chart shows the no-fault states and 
the limits they place on first-party benefits, as compiled by 
the "No-Fault Press Reference Manual" published by State Farm. 

EXHIBIT GGG 

A five-page display of an April 1988 letter from the 
management consulting firm Tillinghast regarding the UCJF's 
unfunded liabilities. NJ Department of Insurance. 

EXHIBIT BBB 

A 29-page display of arguments regarding whether auto 
insurance or health insurance should provide primary coverage 
for auto-related injuries. The first six pages are three 
letters written in 1971 and 1972 by Blue Cross of New Jersey 
arguing against the PIP system which ultimately was impl~mented 
in 1973. From Blue Cross and Blue Shield of New Jersey's 
files. Pages 7 through 18 are an excerpt from the December 1977 
report by the Legislative Commission to Study the New Jersey 
Automo~ile Reparation Reform Act, which recommended retaining 
auto insurance as primary payor. Pages 19 through 30 are a 
paper addressing the same issue prepared by Anthony G. Dickson, 
a member of this commission, who is a vice president of New 
Jersey Manufacturers Insurance Co. 

EXHIBIT III 

A chart comparing average PIP premiums in New Jersey and 
Michigan. NJ Department of Insurance. 

EXHIBIT .J.J.J 

A list of New Jersey court decisions which have required 
the payment of PIP benefits for injuries with only a minor 
connection to an automobile. 

EXHIBIT ICIOC 

A chart showing the savings possible by utilizing higher 
deductibles for comprehensive and collision coverages. NJ 
Department of Insurance. 
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B:~XBXT A 

. pac;r• 1 

EXECtJrIVE SUNARY OF A-1696 

A1696 is actually two bills in one, the tint one being the ''New Jersey 

Autanobile Insurance netonn Act ot 1982" arxi the second the ''New Jersey Auto

roobil e Ful 1 Insurance Availability Act of 1982 • " 

The Retonn Act provides a miscellany ot chalges, including ,among others, 

virtually autanatic anrual nte inaeases tor the cmpnies, unitonn surcharge 

systems tot" accident involvement and motor vehicle violations, a capping pt"OCess 

that will na?TOW the now substantial dittenmc:es between the highest-rated am 
lowest-rated drl ven, a tlat chaqe tor certain caq,any expenses, and discounts 

for senior citizens. 

The Full Insurance Availability Act creates a Joint underwriting Association 

to n!place the Assigned Risk Plan andprovidestot" the anrual inposition ot a per 

cat" charge in both the vol\r,taty am t"esidual matket to make up any deficit in 

the pt"evious year's operation. 

The tollowi~ is a detailed exposition ot the provisions ot the cwo parts 

ot t.-1696. 

nlE tG JmsE\' AIJI'CM)B!l.E INSUiWl.:£ REF(lRH ACT OF' 1982 

RATE !!'CRF..ASES - The nx,st sign:l ticant provision ot the Re tom Act lo,Qlld mcxii ty 

Ne-, Jersey's prlot" approval system to permit an a11r1Jal, virtually autanatic t'at:e 

inct"ease tor the auto insurance caq:,anies. The bill provides that on ot' betore 

February l ot each year the comni.ssionet' nust tile the maxi.nun rate inct"ease tne 

canpanies will be pe?'ffli.tted to use lldthcut prior appn:wal. This autanatic in-

crease will be the average ot the inct"eases approved tor the Insurance .::iet"Vices 

Otfice in the three prior years. The increase tor each COfflt)&nY will take ettect on 

the date it makes an intonnational tiling with the cannissionet", Prior approval will , . 

be needed tor any increase sought beyord the autanatic increase. 
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E.x:H::J:B::J:T A 

. pac;r• 2 

MER.IT RATH{; ACCIDENT SURCHARGE SYSTD1 - This provision pennits the canpanies 

at· their option to irrplement a sU't"Charge system tor accident involvement·. Sur

charges may be in.,osed tor accidents involving $300 in property damage, which 

is already the rule tor those coopan:L~s using a sate driver plan, b.Jt also 

limits surchaqes tor accidents involving bcxlily injury to those instances 

when a payment is made by an insunr as a nsult ot an auto's strikirc a pedes

trian. 

The sut'Charges, which an to be ntained by each insurer, nust be uni fotm 

through out the state instead of the peT'Centage ot premiun surcharges now in effect. 

t"OIT RATIN:; FCR rDTOR vmICLE VIOU.TIONS - The bill takes three ,approaches to the 

i.np)sition of smcharges tor the accurulation ot motor vehicle points: 

1) For those driven who have acCUll.llated six or more 

points on or atter the etfective.date of the act, 

, (except tor dt'Unk driving), the surcharge will be 

a mini.nun ot $100 tor six points and a mi.ninun ot 

$25 for each additiooal point. The camd.ssimer is 

given disaetion to incTease the surcharge. 

2) firtY driver who, in the thTH years following the 

ettective date ot the act, acCUllllates three 

motor vehicle points, would be surcharged $55 and 

another $15 tor each additional point up to six. 

For six or more points, the provisions in the pa

ragraph above will apply. This sut'Cha-rge provision 

will self-destruct three years from the ettective dace 

ot the act. 



3) Substantial surcharges weul.d be inp:>sed tor drunk 

dri vi.ng convictions. The surcharge would be a 

mininun ot $1,CXX> tor each ot the tint two con

victions and a mini.nun of. $1,500 tor each subsecpmt 

conviction within a th?"ee-year perlcd. 

1he surcharges a-re collectible. by the Division· of it:>tor Vehicles, •.tu.ch 

shall remit 8) per cent of them to the Joint Undetwrltirw Association, est-:ib

lished by Part II ot the act, and -retain 20 per cent tor achinistt"Btive ex

penses and updati~ its ca«pJter operations with CrJ Temlinder in any tiscal 

year to be tnnsten-ed to the Genenl State F\n:i tor genenl state putp0ses. 

CAPPIR; - The bill would intt'Oduce a cappi~ process by ten1.toey and classiti

cation, "11.ch would ndu:e the ditterence that new ex::lsts between the lowest

nted and the-highest-nted driven. It would also cap the ntes charged senior 

citizens. 

1) The ten1.tor1al cap pt'OYides that the base nte in a 

'ten1.toey my.not exceed 1.35 times a ccnpany's state

wide base nte tor each coverage. 

2) · The classification cap provides that no nte within each 

ten1.tory shall exceed 2.5 times a carpany's terntorlal 

base rate tor each ccwet"Bge. 

3) The ntes tor senior citizens (65 and older) who an 

principal opet"8tors shall not exceed 1. 25 times the 

statewide avenge rate tor principal opentors 65 and 

older. Additionally, within 60 days ot the,ettective 

date ot the act, the ntes tor senior citizens wculd 

be -reduced by at least Uve per cent. 

SUt"charges would not be inchxied in these capping processes. 
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B:~XBZT A 

. paq• 4 

FlATI'ENI~ - rti.scellaneous taxes, licenses, tees ard at least 90 pet' cent ot 

a c~'s genenl expenses ard acquisition costs, excllni.fW cannissions, would 

be applied as a flat, unifonn cha-rge pet' car a, a statewide basis. 

MISCEl..LANEOOS - The carpanies would be n!quired to otfer both wunsured ard 

l.nierinsured 1110ton.sts coverage up to.the limits ot each insured's policy b.Jt 

not to exceed $250,CXX>/$500,<XX> coverage tor bodily injury ard $100,<XX> tor 

pTOpetty damage. 

The camd.ssioner wculd be enpowered to pra!Ul.gate a -regulation requiting 

insurers to otter deductibles of up to $1,CXX> tar physical damage covenge. 

1HE N!l,l .1DS!.Y AIJ'I'(H)BILE D6lJWC£ FULL AVAIUJSILITI' >Cr OF 1982 

JOINI' ~ ASSOCIATICfi - The Joint thleNri.ting Associatia, to be created 

by the act waud c~se all auto insurers doing business in New Jeney. It 

would replace the NewJeney Autcn:>bile Insurance Plan (Assigned Risk). Its purpose 

would be to J)To/ide auto insurance· to those imable to obtain it on the voluntary 

narlcet. 

The bill would enp:,wer the JlJA to contirue the current custan ot charging 

ISO ntes tar the liability cc,,,enage to those dn.ve-rs without surchargeable ax:>tor 

vehicle points an:! accidents bJt it wculd also extend the ISO rates to physical 

damage cow-rage. Currently in the AIP, the ?'lites tar physical damage an! mo?"e or 

less selt-?'llted, being abcut JO per cent higher than the ISO's. 

'the JUA wcwd be -recp.red. to maintain its. headquarten in New Jersey, unlike 

the NJAIP, which, along with the AIPs ot most othe-r states, opentes out ot New Yorl<. 

The .ruA's ooard ot directon would be cooposed ot 14 members, eight ot \!ban 

would represent member carpanies, three would represent p?'Oducen and three would 

represent the public. r1'he appointments ot c~ representatives would be made 

by the governor tran lists suJ:mitted by the American Insurance Association, the 
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Alliance ot American Insurers and the National Association ot Independent Ins1..rrers, 

ea~ ot which wa.ild be entitled to two members. Two other c~y members would 

be named to repnesent c~es that are not members of 11fff ot the three trade 

associations. 

The producer -representatives wculd be selected mn lists aubni.tted by the 

Professional Insu111nCe Agents, the Independent Agents of New Jeney and the In

surance BT'Oken As~iation, each being entitled to cne appointment. 

The insurance would be mtten by sel'Vicirw cani.et"s selected by the JUA's 

boal"d ot dinctors. 'Ihe bill does not mandate a specitic runber,ot sel'Vicing 

can1.en. 

1'WUCE'1' &pALIV.n~ ~ - lbis cnatp is intended to make the c~es whole 

assuning that losses in the residual Nrlcet ccntirue mabatecl. 'Ibe charge would 

be a tlat chatp per car based on the JUA' • losses and IIQ.Ud be applied to all cars 

in botn the vol\mtaey and JUA •neats. The chatp would be ea!p.lted by the JuA 
~ 

based on the pn!Vious yea-r's experience and subnitted to the eannissiCl'ller tor his 

•pproval 0t" disapproval within 60 days. In its tint year ot o,:,eration, the maricet 

~lization charp wculd be bued on the experience ot·the AIP in the p-rec:edirg 

vear. 

Senior citizens (65 yean and older) wculd not be subject to tne market 

ecpalization ehatp. 

PROU:ms AND 1HE JUA - Produce-rs would be assigned to seTVicing camen as 

tollCMS: 

1) Pnxlucen who are exclusive representatives ot a 

c~ chosen as a servicing earner wculd be 

assigned to that camer; 

2) Producen who are not exclusive -representatives 

ot a seT'Vicing earner may contract "1.tn the 

association to do b.lsiness thl"OU8h any earner; 



3) Pi:-oducers who do not tall under (1) and (2) above 

will be assigned by the .ruA to seTVici?W cam.en 

on an e(1Ji.table basis. 

LEGISLATIVE OVERSIOO - The C~ssionet' nust subnit to the Legislature a copy ot 

the JUA' s plan ot operation dnawn up by the boat"d ot di nctors and approved by the 

ccmnissionet'. 

One year attet' the openative date ot the act, and arnally,,thereatter, the 

ccmnissioner nust make a "ccqnehensive" nport to the Legislature on the ettec

tiveness ot the act in achievi~ its stated pn-poses. 

S'IUD'l c.otlISSICfi - 'Die act would create a camli.ssion ot 14 memben, eight appointed 

by the governor and thTee each by the Senate President and tne Speaker ot the Assembly, 

to stu::ly the marlcet as it develops \Dier the Reform Act and the JUA Al:.t ard to make 

CMfERCIAL INSURNCE - A year atte-r the operative date ot the act, the cannissicner 
, 

nust TeC.a11nend to the lAgislature whethe-r the JUA, or a similaT entity, should 

accept ccmnercial coverages. 

# # # 
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REPORTER 
NEW JERSEY DIPAlll'TIIINT OF __,RANCE SPECIAL CONSUMER EDITION DECEMBER 1988 

Buying automobile insurance in New Jen,y could be confusing 01 major 
law chang,s talc, elf,ct Januar, 1, 1989. 

To help consum,n und,ntand the law, the Department of huuranc, l,as 
pr,pared this summary of what the law means, how it will tiff ect yor, and how yo11 
can save money. 

The new law wu designed to address some very 
simple questions: Why are rates so high? And why does 
the JU A have more than a $2.5 billion deficit? 

Why art ral11 high? 

Some causes cannoc be changed. New Jersey has 
more people and can per square mile than any other 
state - 986 people per square mile in New Jeney com
pared with the national average of 64 per square mile, 
according to the 1980 US census. New Jersey has one 
of the highest rates of auto theft in the nation. And 
New Jersey's accident rate is among the wont 

It is true that New Jersey highways are among 
"the safest" in terms of deaths. In 1986, according to the 
U.S. Depanment ofTransponion, New Jersey was the 
sixth-best state in terms of deaths per mile driven. 

But, in tenns of injuries, New Jersey wu sec
ond-wont, behind only New York. That swistic trans
lates into higher insurance costs. so New Jersey's rates 
will be high compared with most awes. Also, through
out the country, costs related to auto insurance have 
risen more sharply than the general inflation rate. 

The U.S. Bureau of Labor Statistics repons that 
the national Consumer Price Index rose a tOtal of 13.6 
percent from 1983 to 1987, but medical care costs in
creased 33.1 percent and auto maintenance and repair 
costs increased 16.9 percent. Furthermore, auto thefts in 
New Jersey increased 43.2 percent during that rime, 
according to the New Jersey Stare Police. 

Nonetheless, auto insurance premiums in New 
Jersey can be reduced, and the new law takes imponant 
steps in that direction. 

MEDICAL EXPENSES 

What the bill does: 
For the first time, fee schedules will set appro

priate Personal Injury Protection (PIP) charges for 
medical services. It will take several months for the 

Depanment of Insunnce ro develop the fee schedules, 
which will vary by geographic region. 

In addition, motorists themselves will help pay 
the first $5,000 of medical bills per accident. PIP de· 
ductibles and ce>payments will become mandatory. 
Under the basic PIP plan, there will be a $250 de• 
ductible, and then 1 20 percent co-payment for I he 
emts from S251 to $5,000. 

In order to achieve a lower premium, rhc mo
torist may choose a deductible of $500, S 1,000, or 
S2.500. Then the 20 percent co-payment will apply to 
amounts between the deductible and $5,000. 

So, under the new law, every motorist will 
carry some risk of our-of-pocket medical expenses for 
the first $5,000. On rhe basic PIP policy, rhe risk will 
be $950 in ce>payments plus the S250 deducrible, or a 
total of S 1 .200. On the least expensive PIP policy, the 
risk will be $500 in co-payments plus the $2,500 de
ductible, a total of $3,000. 

The deductibles and co-payments will apply 
per accident. So if several people covered hy lhe 
same policy are injured in the same: accidc:111, lhe 
loCal deductible and co-paymenls will he lhe s111me 
as if one person were injured. 

If the mororisr has health insurance, 1ha1 
company may pay some or all of those: i;osrs. 8111 the 
health insurer's own deductibles and co-payments 
must be paid firsr. 

Why these changes were made: 
Since 1973, New Jersey has required auto 

insurers to provide the broadcsr firsr-pany medical 
benefits in the nation. 

Mosr stares do nor provide no-fault auto 
insurance cover.tge. In rhe 24 stares with no-fault, 12 
stares limit medical benefits 10 $5,000 or less pc:r 
accident. 

But in New Jersey, from first dollar 10 las1. 
auto insurance has paiq all medical bills rcsulung from 
an auto 1cciden1. Such c~haus1ive coverage has been 
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not only expensive, but also an invitation to abuse 
because of the absence of cost controls. 

The new law brings common health insunnce 
cost controls into the auto insurance policy. 

In health insunnce, companies commonly use 
fee schedules to assure that medical charges are rea
sonable. 

'\ Deductibles and co-payments also are com-
mon in health insurance in order to protect against 
overutilization of medical services. If a consumer 
pays pan of the cost, he is likely be more ~ful in 
deciding whether to seek D"eatment. And, obviously, 
deductibles and co-payments directly defray the 
insurance company's costs, thereby holding down 
premiums. 

However, while New Jersey lawmakers are 
tryin1 to lower PIP premium rates, they still want to 
protect the people ~~t ~n ~eed of PIP be~fits - those 
suffering catastrophic 1n1unes such as l~t hmbs, 
paralysis or brain damage. In 1987, fo~ ins~ce. 4_75 
New Jersey auto accidents caused medical bills esa
mated at more than $75,000 each. 

For that reason, lawmakers have limited insur
ance payments only on medical ~Us of $5,000 or less 
per accident, and they have conunued full payment of 
larger bills. 

Thus New Jersey's first-pany medical cover
age remains one of the ~t in the nation. 

Consumer Hint: 
Health insurance policies sold in New J~y 

should provide panial co~erage for auto-~l~ted tnJu
ries not covered by auto •!'•urance. That 11, 1n ~st 
cases, health insurance wdl pay pan of the auto insur
ance deductibles and co-payments. 

So you should seriously consider saving 
money by taking the $2,500 deductible because most 
of that amount may be covered by your health insur
ance or health maintenance organization (HMO). 

Before choosin1 the S2,500 deductible, you 
should contact your health insurance company or 
HMO, panicularly poup plans based out-of-sta~ and 
employer self-insurance plans. Check for two things: 

• Make sure the health policy will cover auto
related medical bills not paid by au10 insurance. 
Health policies sold in New Jersey, including Blue 
Cross and Blue Shield of New Jersey, will cover these 
expenses the same as non-auto expenses. 

• Find out the health policy's own deductibles 
and co-payments. Those costs will come out of the 
motorist's pocket if a claim is filed. 

LAWSUITS 

What the bill does: 
For the first time, the "basic" automobile in

I surance policy in New Jersey will substantially 

a 

control or limit the right to file a bodily injury "pain
and-suffering" lawsuit. 

The law abolishes the "ton thresholds," 
which permitted lawsuits if cenain medical bills 
totalled more than either $200 or $1,950. 

Under the "basic" auto insurance policy, 
issued in 1989, a suit may be filed only if the: party 
suffers an injury in this list: 

•death; 
*dismemberment; 
•sipiflant disfiprement; 
•a fracture; 
• toa of a fetus; 
•permanent loss of use of a body organ 
member, function or system; 

•permanent consequential limitation of use 
of a body orcan or member; 

•siplftcant limitation of use of a body 
function or system; or 

•a medically determined injury or impair
ment of a non-permanent nature which 
prevents the injured person from per
forming substantially all of the material 
acts which constitute that person's usual 
and customary daily activities for not less 
than 90 days durinc the 180 days immedi 
atety following the occurrence of the 
injury or impairment. 

This is a "verbal threshold," because it de
scribes the Lawsuit Threshold in words rather than 
dollar amounts. New Jersey's new Lawsuit Thresh-
old is the same threshold as New York's. . 

But, unlike New York, New Jersey law w1!l 
give motorists a choice. Motorists may opt for 
having No Threshold. Then, th~y can sue f«;>r any 
injury . This option, of course, w1ll 1.:ost s1g111fic.:antly 
more than the basic plan. 

The consumer has this simple choice: Have 
the Lawsuit Threshold, or pay ~ ~igher premium 
to have the ri1ht to sue ror any mJury. 

Why these changes were made: 
The concept of no-fault insurance was that 

injured parties could receive prompt_, full_ ~a_y~cnt of 
medical expenses and other economic losses wuhout 
resoning to coun action. But _N~w Jersey's 1972 no
fault law did not effectively hmtt lawsuus, so the 
result has been high rates for both no-fault coverage 
and liability insurance. 

New Jersey coun statistics documc~t rhe 
problem. Auto negligcn~ lawsuits have piled 11~ ., 

more rapidly than the accidents themsc:lves. In I lJ7 -, 
before no-fault, lawsuits were filed on behalf of 12 
percent of the people killed_ or injured on ~c:w Jersey 
roads. The percentage has increased stc:_ad_1ly through 
1986, the most recent year with full staus11cs, w hc:n 
the lawsuit rate was 22 percent. 
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Comumer Hint: 

Read the Lawlult Thn1hold carefully. It 
allows 1UitS for a wide ranp of injuries. If you suf
fered an injury lm KYrR than that dacribed, and 
your medical bills were paid, would you nill want ro 
sue? 

The No Thr11hold option allows filing law
suiu for any inj\D"Y without reslricuon. but your 
insurance premium will be substantially hi1her. Ask 
your insurance producer (a1ent or broker) how much 
your premium would increue. 

NO "SET-OFF OPTION" 

What the bill does: 
The "set-off" option will be abolished. 
This option provided a premium reduction if 

the c:onaumer apeed 10 share with his insurance com
pany pan of any proceeds of a aucceuful pain-and
sufferin1 lawsuit. 

Why this chanp waa made: 
Depanment of Insurance surYeyt of all auto 

insurance companies indicated dW only 5 10 7 percent 
of New Jersey mocaris11 100k lhia option. The "set• 
off'' wu conlusin1 to mocari1U ad provided nesii-
sible premium aavinp. , -

Eliminaan1 this option makes the selection 
proceu euier for conaumers. allowin1 them to focus 
on the major choice&. 

COMPREHENSIVE & COLLISION 

What the bin does: 
The bill encouraps COIIIUffllll'l 10 llke hisher 

deductibles. It makes S500 the "buic" deductible for 
each covera1e, insread of the curnnc S100 for com
prehensive and $200 for collision. 

MOil motorim now take the cunent. lower 
"basic" deductibles. 10 they will pc premium uvinp 
under the new law. The raaes themselves. however, 
are not affected. Mo1Dris11 me pains the same pre
mium savings they would have received by choosin& 
the $500 deductibles on their own. 

As before. mocarim can choose not ro cany 
comprehensive and collision u all, or they can choose 
deductibles smaller or larJer than $500. 

Why these chanaes were made: 
The ovmwhelming concern of New Jeney 

motorists. u expressed in letters, phone calls and 
petitions over the put several yean, is hi1h premi
ums. One lop:al way to reduce comprehensive and 
collision premiums is hi1her deductibles. 

Consumen have always hid the ability to 
select higher deductibles. Stron1 pm-consumer or-

g 

ganizations such as Consumerli Union and Ralph 
Nader's National Insurance Consumer Organiza
tion advocate higher deductibles in order to focus a 
consumer's insurance dollars on the most necessary 
kind of coverap - protection against major losses, 
not bent fenders and minor dents. So, by choosing 
hi1h deductibles, New Jersey motorists would be 
making more efficient. effective use of their insur• 
ance dollars. 

COIIIU-rHlnt: 
You u a motOrist retain the right to buy 

lower deductibles. but is this decision really wonh 
the COil? 

Think about the effective use of your 

money. With a low deductible, you will pay higher 
premiums every year in order to collect an extra 
S300 to $400 if you have a claim. For most drivers, 
a hiper deductible is likely to be cheaper over the 
1on1 run. 

Ask your insurance producer how much 
exn you would pay ro retain your old deductibles. 

Anotller Consumer Hint: 
If your car is older and is paid for, consider 

droppin1 comprehensive and collision altogether. 
This decision may substantially reduce your pre
mium. 

Comprehensive and collision coverages 
will reimburse you only for the market value of 
your car. This nw:ket value is the maximu~ payout 
you will ever recetve from any comprehensive or 
collision claim. The actual insurance payment 
probably will be less than the market value because 
of salvap cosu and deductibles, and because your 
car will 11e further durin& the term of the policy. 

Therefore, you should find out the market 
value or .. book value" of your vehicle. Your insur
ance company has the auto industry books and can 
live you the approximate value. 

UNINSURED/UNDERINSURED 

What the blll does: 
The buic deductible becomes S500 instead 

of S250 for property dama1e liabiliry claims. 
That is, if an uninsured motorisr damages a 

car, the insurance company will pay for repairs 
except for the fint $500. 

This affectS only the propeny damage 
claims arising from the actions of uninsured motor
ists. Bodily injury claims are not affected. 

Why tills dlanae wu made: 
The 101I is 10 cona-ol costs and hold down 

premiums. 

* *'* *. *. * 
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NJ A•to PoUcies wrltt•n in 1988 NJ Auto Polici•s writt•n in 1989 

BODILY INJURY LIABILITY COVERAGE 

Minimum limits are $15,0001$30,000; 
higher are limits optional. 

Basic lawsuit threshold is $200. 

Optional threshold is $1,950. 

Set-off option is available. 

Same. 

Basic lawsuit threshold is verbal. 

Option is DQ lawsuit limit. Suits 
can be filed for IDX injury. 

No set-off. 

PROPERTY DAMAGE LIABILITY COVERAGE 

Minimum limit is $5,000; higher 
limit is optional. 

Same. 

PERSONAL INJURY PROTECTION COVERAGE 

No limit on total medical benefits; 
all reasonable medical bills are 
paid in full. 

Basic medical coverage hu no 
deductibles or co-payments. 

Optional deductibles are S500, 
$1,000 and $2,500. 

Buie coveraae also includes: 
$100/week income continuation for one year; 
$12/day for essential services for one year; 
$1,000 funeral benefit. 

Options are available to increase 
the above three benefits, or to 
elimirwe them by ,ettina 
"medical expenses only" coveraae. 

No limit on total medical benefits, 
but payments are based on a 
stare-authorized fee schedule. 

Basic medical has $250 deductible, 
then 20 percent co-payment for 
bills from $251 to $5,000, then 
full coverage for S5,001-and-up. 

Same, with the 20 percent co-payment 
applying co remaining bills up to S5,000. 

Same. 

Same. 

UNINSURED/UNDERINSURED MOTORIST COVERAGE 

Minimum limits S 15,000/$30,000/ 
$5,000; higher limits optional. 

Basic propeny damage liability 
deductible is $250. 

Same. 

Basic propeny damage liability 
deduccible is $500. 

COMPREHENSIVE & COLLISION COVERAGE 

Basic deductibles: 
S 100 comprehensive 
$200 collision 

Optional deductibles are available. 

Basic deductibles: 
$500 comprehensive 
$500 collision 

Same. 
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Auto Questions 

WIiy doii NIW JffllJ ... die JUA a,._,? 

The JUA, mare c:anecdy called die New Jelley Auramabile Pull bwnnce Ullderwrilin1 Aaociation 
(NJAPIUA) ii necemry to enable all dri¥m • badl aood and bad • ID c:amply widl our compulsory IUlO 

iaaunnce law. Aldaap recmt lepall&ian ii inlended to apur the availability of auramobile insurance cover
qe, 11 di.ii time. die JUA CO¥e11 llllf of die priwre mramobilea in New Jeney .. 
The NJAPIUA ii die GIiiy 1DU1Ce ol lllflD umnnce for dlCa cu11a111en sejec:led by the priva1e insurance 
indallry. OIMoally, the NJAPIUA CO¥III people witb bad driviq NCardl, who have proven IO ,be poor risks. 
but il allo CO¥ .. driwn widl clean l'ICGldl. la flC&, more dlln ........... of JUA IIIOIOl'i•·•c load 
dri .... widl c• rw:ardl wllo are limply imable to find an inlunnce company willin1 to all diem IUlO 
policies. 

radilabled. DolpaydleRMIC? 

Y•. The law cnllinl die NJAPIUA and die Reaidual Maru& Equalization Chirp (RMEC) only excluded 
can princqlllly aplll'IIIII by,-... 65 ,-. or older fram die RMEC. 

My policJ ......... la J .. ad I ..... '5 la J• IJ. Ca• 1111 a nf• lld oa my RMEC? 

No. To be elipble for die eumpdan. yaa •• already be ap 65 when your renewal is prepared. 
While it may - unfair 11111 yaa •• wait un&il your nut renewal 10 like advan111e of die RMEC e:11emp
tion and Giber 1miar citiml dilC:aullla, re-Illini policies mid-term would result in c:onaiderable paper-Nork and 
upenae for illlUIIIICe complftiel. ,,_ aa CQIII would inevillbly be pmed on IO policyholders in the 
farm of hiper premi111111. 

r. 65 whit two can i• •1 •- ad •J ..... ii JOll•lff• Do ...... to,., the RMEC? 

Ya, Oft OM car. Bven if die policy and can .. in yOIU' name, your 1UIOIDObile inllll'IIICC covers you and any 
ruidmt ~ Any mmaber of yam lloalehold lhat bu a driver's license may drive the can covaed under 
the family's policy. In a "'lWO car/two driver" ailllllian each driver ii miped u principal operau,r of one of 
I.hole c:ars. So wbile yaaar car ii eumpt fram the lllldlal'p, the car your apoute has been assi&ned IO is noL 

I'• old --• tit to be ... pt fraa paJi•l die RMEC yet rm IOld a •- pay a surcharp to fuad the 
NJAntJA. la dlil cornet? 

Yes. The NJAPIUA lm'Cbaqe, mare c:anecdy labelled die policy cons11n1 sun:harp ii different from the 
RMEC ~ lhou1h bolh are collected ID off• the 1oue1 in the NJAFIUA. Policy CClftllllHS hive been in 
everybody's mes since November, 1910, and are paid by all drivers. senior ci&uena, IOO. TIie policy consianl 
ii S70 per car for full c:overap or M4 if yaa do not. hive collision and comprehensive c:overap. Other llllCS 

use similar IUr'Charle l)'llefflS IO subsidize dleir residual llllrke&s. For example, in 1987, Muaachuaeus' annual 
aurcharp wu S 125 per cs and in 1918, Soudl Carolina's fee is S73 per car for 1ood driven and awo or three 
rma 1h11 amount for dri._.. wilb mocor vehicle poinu. 
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Wliy dots the JUA have a large deficit? 

There are several reasons, including: 
• The JUA has grown. When it began in 

1984, the JUA comprised about 40 percent of the 
New Jersey automobile insurance market, but it 
now is about 48 percent 

• There are allegations of excessive servicing 
carrier fees and of fraud, which would conaibute to 
the deficit problem. 

• The JUA 's rates, by Jaw, have been identi
cal to the rates charged in the voluntary market 

The JU A's own claim experience was not 
considered previously in setting its rates, even 
though the JUA's loss statistics represent the largest 
single automobile insurance data base in New 
Jersey. 

Because the JU A has most or all of rhosc 
poor or marginal drivers whom the voluntary com
panies have carefully avoided, the JUA's rate needs 
arc quite different from the voluntary companies' 
needs. If the JUA continued using rates based on the 
better loss experience of the voluntary market, it 
probably would require ever-increasing subsidies. 

The new law tackles the JU A deficit in these 
ways: 

JUA RATES 

Motorists in the JUA with cenain high-risk 
driving records will s1an paying higher ra1es than 
other motorists. This new, higher rating structure is 
in addition to any insurance surcharges they pay for 

1 any specific motor vehicle violations. 
Rate increases affect only the JUA policy

holders with specific high-risk characteristics (sub-
standard risks). · 

This would be a policyholder whose driving 
record for the previous thn:,e yean has any one of 
the following: 

•two or more movin1 violations 
•rour or mon motor vehide points 
•one or more at-fault accidents. 
The Depanment of Insurance estimates that 

about 800,000 JU A-covered vehicles will fall in this 
category and will pay the higher rates. 

The remaining JUA drivers, comprising 
about 1.2 million vehicles at this rime, will be 
considered "standard" risks and will continue to pay 
normal rates. These people are the most likely to 
leave the JUA over the next few years as voluntary 
companies begin depopulating the JUA. 

What the bill does to comprehensive and collision 
: rates for substandard risks: 
\ The .JUA has filed rates based on its own ex
\ pcriencc for comprehensive and collision coverages. 

12 

This will be the firsr time that the JU A has usec1 any 
rates based on its own statistics. 

What the bill does to .JlJA base rates for suhstan
dard risks: 

The JUA's territorial base n11c:s will incrc:asc: 
annually umil 1993, when the JUA will use: rarc:i. 
based entirely on its own experience. . 

On January 1, 1989,theJUA'sratc:swill 
automatically be set JO percent higher rhan thl! Insur
ance Services Offices (ISO) rares, whid1 arc: 1hl! vol
untary market rates that h11ve been used by the: JU A 
since its inception. 

On January J, 1990, the JUA's rarc:s will 
increase 20 percent higher than ISO, unli:ss thl! com
missioner detennines a smaller amount 

On January 1, l9LJI, the JUA's ratc:s will 
increase 30 percent higher than ISO, unless the: 
commissioner detennines a smallet amount. 

On January 1, J 992, as much as 40 pc:rcc:nt 
higher than ISO, unless the commissioner dc:ti:nninc:s 
a smaller amount. 

On January 1, J 993, as high as necessary 10 

make the ra1es adequate for to operate: the: JUA 
without any subsidy. 

Consumer Hint: 
The higher JUA r,ues will apply only 10 

substandard risks - that is, drivers with two or more: 
moving viohnions, four or more motor vehid~ _poit11) 
or one or more at-fault accidents. TI1c:refurc:, 1t you 
are in the JUA, the best thing you can do 10 kc:c:p 
your insurance premium low is to drive: carc:fully and 
obey traffic laws. 

OTHER PROVISIONS 

The new law makes these other changes: 

FLEX RATING 

What the bill does: 
Auto insurJnce companies may implc:men1 

automatic r,1te increasc:s or decrc:asc:s each July I ilS 

long as the r,1te change is within a cc:nain pc:rcc:niage 
range. 

By law, the maximum statewicts: average ra11: 
increase will be cenain componc111s of rhc: Consumc:r 
Price Jndcx (CPI) plus three pc:n:emage points. The: 
CPI components used for this purpose will be rhc: 
most recent figures available for medical care: serv
ices and for automobile maimenam:c: and r..:pu1r. 

If 1he commissioner finds 1tuu 1hc: "CPl-plu)• 
3% formula" will produce excessive: rarc:s'. 1he com
missioner can modify 1he permissible r,ue mcrcasc:. 

Insurance companies must make: an 1nl\lrma• 
tional filing before: in1plcmc:n1ing any ra1c: 11H.:r~a)c: 
under this provision. 



EXHXBZT A 

pa1c 7 

Larger rate changes will still require prior 
approval by the commissioner. 

Why this change was made: 
This procedure will allow some rate changes 

to be implemented more quickly. The companies 
need a mechanism for coping with inflation and for 
handling the increased claims which may arise from 
covering motorists dnwn from the JUA. 

As a safeguard against companies chlrsin1 
"rip-off' insurance mes, New Jersey's suong Excess 
Profits law will continue requiring companies to issue 
refunds if profits are too high. The law was amended 
recently and will be stricter in 1989 than ever before. 

ST AT PLAN: The Depanment of Insurance is 
required to devise a standard ratemaking methodology 
for auto insurance in order to streamline the process
ing of rate change requests. In the past, without 
uniform guidelines, the Depanments of Insurance and 
the Public Advocate often had to make repeated 
requests for additional data from companies seeking 
new rates. Th11 pattern has resulted in delayed deci
sions. Any rate increase requests, over and above 
those permitted under the Flex Rating rules, merit 
prompt decisions. 

GOOD DRIVERS: Companies will be per
mined after November 1989 to file good driver 
discount plans or rating plans with separate rates for 
standard and nonstandard risks. subject to approval by 
the Commissioner of Insurance. 

UNDERWRfflNG:Also after November 
1989, for the first time, each auto insurance 
company's underwriting rules - that is, the criteria for 
dec:iding whether to cover a cenain motorist or to 
charge him or her nonstandard rates - must be filed 
with 1he Department of Insurance and are subject to 
1he commissioner's approval. The law prohibits any 
underwriting rule based solely on the driver's home 
territory. 

DENIALS: A company which denies cover
age 10 a motorist must state the reasons in writing. 

SHRINKING THE JUA: The Commissioner 
of Insurance is empowered to order voluntary market 
companies 10 increase their business by a cenain 
amount each year. The commissioner is au1horized to 
set criteria definin1 which drivers must be considered 
eligible for voluntary market coverage. If companies 
do not meet their quotas each year through their own 
marketing effons, the Commissioner will assi1n busi
ness to them. 

Cunently, about 52 percent of New Jersey 
cars are insured in the voluntary market The quotas 
will require that 60 percent of cars be in rhe voluntary 
market during a phase-in period generally covering 
1989, tha1 70 percent be phased in durin& 1990, 1S 

1.3 

percent during 1991, and 80 percent in 1992 and 
thereafter. 

NON-RENEWALS: If a company meets 
and maintains its quota, it gets the righ1 10 non
renew drivers for its own 11ndcrwri1ing rc:asons. Pre
viously, a company could drop a customer only for 
a few specific reasons stated by regulation, :iuch a:i 
failure to pay premium or loss of driver's license. 
Now, a company may non-renew as many a:i 2 
percent of its policyholders as long as it meets the 
quota by replacing thal business with other policy
holders. 

Also, the company may non-renew addi
tional policyholders, but only if i1 replacc:s i:ach 
such non-renewed policy with two nc:w volumary 
policies. 

JUA BOARD: The current JUA Board of 
Directors has 16 vo1ing members - eiiht re(lresc:111-
ing insurance companies, three reprc:scnting pro<lm;
ers and five public members. The new JUA Board 
of Directors will conrain Sc:ven vo1ing members -
five appointed by the 1ovemor and one: c:ach hy 1hc 
Senate Presiden1 and Assembly SpeaLc:r, all of 
whom musl have immrance experience: hut mily not 
be JUA servicing carrier represc:nlatives, JUA 
producers or have any JUA connec1ion. 

The board will have 1wo advisory hoards, 
one representing 1hc industry anti the other repre
senting producers. 

DATABANK: The JUA is hiring a private 
company 10 establish a computer llat.i base of mfor
mation aboul its rno1oris1s. This infom1ation is 10 l'k: 
dislributed to all voluntary companies to facilitate 
the shift of drivers ou, of 1hc JUA and into the vol
untary market. 

JUA AUPITS: The Commissionc:r of 
Insurance: may order an independelll examina1ion of 
the finances and oper,uions of 1he JU A or i1s servic
ing carriers, and he is empowered ro pay for 1he 
audit by assessing all licensed automobile insurance 
companies in New Jersey. 

FIELD AUDITS: In addition, 1he JUA is 
required to establish a Task Force 10 conduce 
ongoin1 field audils of servicing carric:rs and 10 
issue repons on a sc:miannual basis. 

SERVICING CARRIERS: The Commis
sioner of Insurance is empowered 10 orJer any JUA 
servicing carrier which has knowingly viola1ed the: 
JU A's Plan of Operation, or violated any JUA rule:, 
or overcharged the JUA, 10 repay the money plu:i 
interest wirhin 15 business days of no1ifica1ion. 
Also, the servicing carrier could be sued by the 
commissioner for lriplc damages. 

RMEC: The curtenl Residual Markc:t 
Equaliza1ion Charge (RMEC) nay no, be: increased 
to fund 1he JU A deficit unless the JU A firs1 rrie:i an 
alternative. Eirher rhe JUA would have to sprc:ad 
ou1 some of i1s debt payments by making four 
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annual installment payments for bodily injury 
losses instead of immediate payments, or the JUA 
would have to delay subrogation payments to 
voluntary auto insurance companies for 12 months. 
Or it could do both. 

MOTOR VEHICLE SURCHARGES: 
Since 1984, the Division of Motor Vehicles has 
collected annual driver's license surcharges from 
motorists with specific serious convictions such as 
drunken driving, and the JUA has received 80 
percent of this money. The November law permits 
at least 90 percent, and perhaps more, of the sur
charge proceeds to go to the JUA. Motor Vehicles 
will be permitted to retain only 10 percent, or the 
actual administrative cost of collecting the sur
charges, whichever is less. 

PRODUCER ALLOCATION: JUA serv
icing caniers probably will change dramatically. 
Non-insurance companies as well as insurance 
companies now are permitted to handle JUA 
business. Under the law, the JUA must devise a 
method of apportioning producers from old servic
ing caniers to new servicing carriers in order to 
assure that producers can continue to process their 
JU A business. 

COMMISSIONS: By law, a protion of the 
producers commission will be & unifom, dollar 
amount regardless of whether the motorist elects 
the Lawsuit Threshold or No Threshold. 

BUYER'S GUIDE: Companies must dis
aibute to all consumers a new Buyer's Guide 
written by the Depanment of Insurance. A match
ing Coverage Selection Form also must be pro
vided to assist the consumer in malting the various 
choices for his policy. 

INDEPENDENT RA TES: More of the 
larger companies will be prohibited from using 
ISO rates in the future. The immediate impact is on 

INJ 
State or New Jersey 
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three ISO companies (Selective, Motor Club and At· 
lanric Employers), each of whom insures more 1ha11 .2 
percent of the voluntary market. After January I, 
1989, these three companies must file for rate in
creases independently. 

After January I, 1990, all companies wirh 
more than 1.5 percent of the voluntary market 111us1 
file independently. And, after January I, 1991, all 
companies with more than I percent of the vol11111ary 
market must file independently. 

FINES: For violating any provisions of the 
new automobile insurance haw, an insurance company 
or a producer may be fined, suffer a license: suspen
sion, or have a license revoked. And the fines for 
violating the law have been increased. A company 
can be fined $10,000 for each violation ins1ead of the 
previous S5,000, and a producer can be fined $5,000 
for each violation instead of SI ,500. 

UNINSURED MOTORISTS: Penalties are 
toughened for people who break New Jersey's manda
tory auto insurance coverage laws/ Instead of a $ I 00 
to S300 fine, the fine is a flit $300. Instead of a 
possible 30-day to three-month jail tem1, there is a 
mandatory community service sentence 10 be: deter
mined by the judge. Also, the uninsurc:d driver's 
license is forfeited for one year instead of six mon1hs. 
And, for a second offense, the mandatory penalty is a 
$500 fine, 14 days in jail and 30 days of community 
service. 

RATE COMPARISON: By the end of 1989, 
the Dcpanment of Insurance must publish a lis1 of 
sample premiums charged by various volumary 
market insurance companies to assist consumers in 
shopping for insurance. 

RATING TERRITORIES: Each New Jersey 
motorist's premium is determined in part by using 
geographic temtories which were drawn in the: 1940s. 
The new law requires the Commissioner of Insurance 
to deliver a repon by January 1, 1990, with his rec
ommendations about continued use or changes of 
these territories. 



FLORIDA 
PUERTO RICO 
CALIFORNIA 
PENNSYLVANIA 
ARIZONA 
MARYLAND 
D.C. 
NEW J'IR.SEY 
LOUISIANA 
RHODE ISLAND 
NEVADA 
MINNESOTA 
COLORADO 
WEST VIRGINIA 
GEORGIA 
ALASKA 
CONNECTICUT 
DELAWARE 
MICHIGAN 
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NEW MEXICO 
SOUTH CAROLINA 
ILLINOIS 
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UTAH 
VIRGINIA 
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MISSOURI 
MISSISSIPPI 
WYOMING 
NORTH DAKOTA 
OHIO 
ALABAMA 
NEW HAMPSHIRE 
OKLAHOMA 
KANSAS 
TENNESSEE 
INDIANA 
VERMONT 
WISCONSIN 
MAINE 
MONTANA 
NEBRASKA 
IOWA 
IDAHO 
KENTUCKY 
SOUTH DAKOTA 
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1987 AVDAGB PRDIIUNS 

PRIVATB PASSDIGBR AUTOIIOBILE 

Voluntari 
Market Rat•• 

$ 850 ARIZONA 
829 PENNSYLVANIA 
819 NEVADA 
810 WISCONSIN 
807 D.C. 
780 ILLINOIS 
758 RHODE ISLAND 
735 WYOMING 
733 CONNECTICUT 
726 UTAH 
679 FLORIDA 
650 COLORADO 
639 WASHINGTON 
621 OREGON 
616 OHIO 
607 LOUISIANA 
605 CALIFORNIA 
590 IDAHO 
576 IOWA 
568 VIRGINIA 
529 SOUTH DAKOTA 
500 111:W JD.Sn 
499 DELAWARE 
494 WEST VIRGINIA 
491 NORTH DAKOTA 
481 NEW MEXICO 
470 ALASKA 
470 • MISSOURI 
457 MICHIGAN 
448 GEORGIA 
442 NEW YORX 
441 MONTANA 
438 MAINE 
436 INDIANA 
434 KANSAS 
431 TENNESSEE 
426 MISSISSIPPI 
423 VERMONT 
417 ARKANSAS 
406 OKLAHOMA 
403 MINNESOTA 
401 NEBRASKA 
394 ALABAMA 
381 KENTUCKY 
381 
376 
376 
336 

Residual 
Market Rates 

$ 1,373 
1,333 
1,166 
1,117 
l,OB4 
1,007 

997 
959 
948 
911 
889 
874 
854 
834 
821 
805 
792 
782 
771 
744 
740 
735 
732 
715 
707 
703 
661 
659 
639 
616 
607 
593 
578 
570 
569 
S58 
542 
516 
500 
484 
454 
442 
390 
387 



ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALll'ORNIA 
COLORADO 
CONNECTICUT 
OBLAWAU 
o.c. 
!'LORIDA 
GIORGIA 
IDAHO 
ILLINOIS 
INDIANA 
IOWA 
KANSAS 
KINTUCJCY 
LOUISIANA 
MAINI 
MARYLAND 
MICHIGAN 
MINNBSO"l'A 
MISSISSIPPI 
MISSOURI 
MONTANA 
NIBRAIJCA 
NEVADA 
NEW HAMPSHIU: 
NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH DAKOTA 
OHIO 
OKLAHOMA 
OREGON 
PENNSYLVANIA 
PUERTO RICO 
RHODE ISLAND 
SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
UTAH 
VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMING 
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INSURANCI SIRVICIS orrICI MIMBIRS 
RATS AND LOIS COST INCUASIS 
PRIVA'l'I PASSENGIR AUTOMOBILE 

% 1984 
3.9 
3.1 
6.5 

-0.1 
5.5 

12.3 
16.8 

,.2 
20.3 
-2.2 

-2.2 

••• 6.3 
-2.5 
5.5 
S.2 
2.4 
2.0 

-2.7 
8.1 
1.2 -o., 
3.0 

10.2 
7.1 

1.• .. , 
1.3 

-6.7 
8.6 

-3.5 
8.5 

15.0 
-0.4 

2.3 
3.1 
2.8 

-2.0 
4.2 

% 1985 
-0.3 
•• 3 

1,.0 
12.• 
9.6 
7.3 

11.5 
6.0 
6.3 
7.1 
7.7 
8.9 
2.9 
3.6 

4.2 
12.5 
3.7 

10.8 
8.9 

12.9 
1.7 ,., 
5.5 

3.9 

3.2 
3.7 

2.8 
3.6 

16.6 
10.5 
20.2 

-2.2 
8.1 

14.8 
16.1 
7.4 

X 1986 
5.6 

10.3 
3.7 

11.• 

5.9 
14.0 
8.9 5.• 
7.2 
9.5 

5.2 
8.5 
8.2 
•• 9 

12.7 
6.6 
5.3 
8.6 
9.9 

10.0 

3.8 
0.2 
7.1 
4.0 
6.8 
9.9 

13.8 
14.0 
3.2 

15.0 
17.1 
6.5 

5.1 
8.1 

13.8 
-13.2 

X 1987 
5.7 
9 •• 

10.7 
-s.• 
5.6 
1.5 
2.1 

12.4 
11.0 
12.• 
4.5 
4.9 

-6.8 

5.0 
5.9 
9.9 
9.0 
3.2 
0.8 
1.7 

-7.1 

3.4* 
9.4 
4.0 

11.9 

-0.2 

12.0 
9.9 
2.7 
5.4 

3.7 
•• 3 

7.4 
-a.a 
10.1 

• Reflect• technical chan9e•, no dollar iapact on ba•• rate• 
NJ Department of In•uranc• • tudy, corroborated by ISO. 

11t1•1t1d 1987 
6Yt[l91 pr•mium 

t 436 
607 
807 
,10 
819 
639 
605 
590 
758 
850 
616 
376 
494 
417 
381 
426 
376 
733 
401 
780 
576 
650 
448 
457 
394 
381 
679 
434 
735 
500 
568 
441 
438 
431 
529 
810 
829 
726 
499 
336 
423 
481' 
406 
470 
491 
621 
403 
442 
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PRIVATB PASSKNGD RBSIDUAL IIARDT INSURANCI RATES 

LIABILITY AND PHYSICAL DAMAGE COMBINED 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIFORNIA 
COLORADO 
CONNECTICUT 
DELAWARE 
D.C. 
FLORIDA 
GEORGIA 
IDAHO 
ILLINOIS 
INDIANA 
IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW MEXICO 
NEW YORK 
NORTH DAKOTA 
OHIO 
OKLAHOMA 
OREGON 
PENNSYLVANIA 
RHODE ISLAND 
SOUTH DAKOTA 
TENNESSEE 
UTAH 
VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMING 

Rate Iner••••• Since January 1, 1984 

13.1% 
60.1% 
20.7% 

5.1% 
22.8% 
12.2% 

5.6% 

23.9% 
4.6% 

5.4% 

25.-0% 
18.1% 

7,4% 

8,8% 
12.()% 

19.3% 
6,8% 

1.3% 
29.9% 

2,7% 
18.BX 

5,0% 

12.2% 
30.7% 

1985 

18.5% 
12.4% 

4.4% 
13.9% 

11.()% 
5,7% 

7.3% 
12.8% 
13 .()% 

9.9% 
11.7% 

6,6% 
24.2% 

4,6% 

22.5% 

3.9% 

8,6% 
14.4% 

14.1% 

42.0% 

-3.9% 
9.2% 
9,9% 

45.3% 

1986 

20.()% 

4.8% 

9.2% 

7.1% 
15.0% 

5.2% 

9,8% 

6,4% 

10.5% 
4,5% 

16.2% 

4.9% 
29.6% 
29.6% 
22.6% 
21.8% 

3.()% 

21.4% 

14.4% 
17.3% 
13.8% 

11.()% 

18.5% 
15.3% 
24.7% 
10.4% 

Average 
lliZ 1987 Premium 

17.6% 
17.7% 
31.2% 
20.6% 

8,4% 
22.1% 
34.6% 

4.8% 
17.6% 
39.4% 

4.9% 
11.1% 
14.5% 

6.4% 
40.0% 
9.sx 

3.2% 

17.1% 

10.3% 

15.8% 

20.3% 
19.4% 
24.4% 

4.8% 
24.8% 
30. 5% 
16.2% 
21. 5% 

0.6% 
10.7% 
10.S% 
18.4% 
30.6% 

$390 
$661 

$1,373 
$500 
$792 
$874 
$948 
$'732 

$1,084 
$889 
$616 
$782 

$1,007 
$570 
$771 
$569 
$387 
$805 
$578 
$639 
$4S4 
$542 
$659 
$S93 
$442 

$1,166 
$703 
$607 
$707 
$821 
$484 
$834 

$1,333 
$997 
$740 
$S58 
$911 
$516 
$744 
$854 
$715 

$1,117 
$959 

NJ Department of In• urance • tudy, corroborated by Automobile 
Insurance Plan• Service• Office, 2/4/88. 

Note: Averaqe premium• are relatively low in Alabama, California, 
Kentucky, Nebraaka and Oklahoma becau•• co111prehenaive and colliaion 
cover•;• cannot be purchaaed in tho•• re• idual • arket•. 



Private Passenger Cars Insured through the Shared Market 
Mechani1111s (Written Car Years~, 19E-1986 

lftlllred in luured in ,r. Chan1e 
State Shared Market. 1986 Shared Market. 19a I~ 

Alltllml 3.308 3,783 - 12.09% 
Alalkl 4,(),15 3,010 + 31.76 
Arizona 348 111 + 213.51 
Arkansas 1,710 1,641 + 4.20 
Cllllania 423,832 335,109 + 26.48 
Colorado 347 ·221 + 57.01 
Connldtcut 157,553 119,032 + 32.36 
Olllware 18,955 12.512 + 50.65 
District ot Counbll 29.857 22.688 + 30. 72 
Florida a>.179 36,475 + 119.82 
Georgia 22.736 11,919 + 90.75 
Hawaii 8,080 1,n4 + 3.68 
kllhD 475 305 + 55.74 
llllnols 4,417 2,675 + 67.74 
lndlfll 1,579 983 + 80.63 
Iowa 620 550 + 12.73 
Kansas 12.275 13,262 - 7.44 
Kentucky 36,983 31,255 + 18.26 
Lout.- 13,357 12,027 + 11.06 
MIine US, 193 6,081 + 166.29 
Maryland 84,064 51, 111 + 64.47 
Masucl'Mllll 1,772,110 1,524.905 + 16.26 
Mldigln 193,323 149,180 + 29.61 
Mlnnnoll 1.156 2.900 +205.38 
MIIMsslppl 8,147 &,127 + 19.33 
Mlnaurl 4,882 2.790 + 67.10 
MOIUIII 317 202 + 56.93 
Nlllrllkl 730 318 + 129.56 
Nlvldl 122 135 - 9.63 ......... 131.211· 128,532 + 3.76 

NlwJerNY 1,897,313 1,131,404 + 3.60 
NlwMlldco 516 620 - 16.n 
New York 1,121,430 942,339 + 19.75 
Nar1t1Clrollrll 144,001· 820,327 + 2 89 
~DIiaiia 164 226 - 27 .i • 

Ohio 663 411 + 37 1:1·• 
OldlfDnl 5,598 5,334 + 4.95 
ar., 1,849 623 + 196.79 
flll••fM'il 110,948 •• 101 + 25.08 
Alllldl llllnd 47,841 37,043 + 29.1S 
Saulll tarallna 564,726 •n.ne + 18.21 
Soult Dlkala 343 391 - 12.28 r.,...... 17,914 12,389 + 44.60 
Texu 220.133 183,747 + 19.80 
Ullh S4 15 + 260.00 
Yennont 7,008 3,069 + 128.35 
Virgin lllandl ~0) 3.794 -100.26 
Virginia 134, 7 a>,590 + 67.21 

~nil 
4,614 3,837 + 26.86 
4,304 3,707 + 16.10 

Wllconlln 1,481 1&1 + 72.01 
Wyoming 177 264 - 32.95 

Countrywide 7,833,893 6,J-,,891 + 15.36% 

"E--... 
SUl:11: ........ INlllla ............ 
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DEPARTMENT OF INSURANCE INTER-COMMUNICATION 

TO: 

FROM: 

MEMORANDUM 

December 9, 1987 

Joseph B. Kenney 
Assistant Commissioner 

Eugene F. Gery ~ 
Administrator, Mar'ket Conduct Examinations 

Re: Comparison of JUA to Voluntary Personal Auto 
Business•• Found in our Market Conduct 
Examination• 

Thi • memorandum provide• the report you recently requested 
on the JUA companies. You aaked me to indicate what we look for 
on each exam and to compile any significant findings. We have 
examined or are currently examining the JUA servicing carriers 
listed below in the order that the exams were conducted. 

l. Continental Insurance Company of New Jersey - as of 
February 28, 1986 

2. Keystone Insurance Company - as of June 30, 1986 

3. Pennsylvania National Mutual Casualty Insurance Company 
- as of December 31, 1986 

4. State Farm Mutual Automobile Insurance Company - as of 
December 31, 1986 

5. Fireman's Fund Insurance Companies - as of December 31, 
1986 

6. Liberty Mutual Ineurance Companies - as of March 31, 
19B7 
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1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
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7. CIGNA Insurance Companies - as of March .31, 1987 

8. Royal Insurance Companies - as of June 30, 1987 

Reports, either in draft or final form, have been issued on 
the first five companies; the other three are near completion. 
Only the Continental and Keystone reports are final and 
officially filed with the Commissioner. 

Items Reviewed 

In reviewing rating, underwriting, nonrenewals/ 
cancellations and claims, the ~xaminers are checking for 
compliance with all in•urance law• and regulations a • well as JUA 
rules. The examiner• are also looking for any significant 
difference in treatment of JUA and voluntary insureds. For this 
reason, all examination finding• are reported in aeparate. JUA and 
voluntary sections. In particular, a comparison of JUA versus 
voluntary claim• handling is included in each market conduct 
report. 

Rating/underwri tinq files are also reviewed for accuracy, 
proper risk cla• sification and adequacy of disclosure to the 
insured. In reviewinq claim files, our examiners check for 
prompt and proper claim proceaaing. Nonrenewals/cancellations 
are checked for rea• onableneaa and timeliness. Both JUA and 
voluntary files are part of each review. 

Compilation of Findings 

You also aaked for a compilation of policy and claim 
populations and clai111 error ratio• for each company examined. 
The following is a list containing this information: 

Error Ratios 
No. of Policies No. of Claims (Claims) 

Company JUA Voluntary JUA Voluntary JUA Voluntary 

Continental 69,043 25,188 34,289 7,131 30¾ 21¾ 
Keystone 17,540 26,621 11,104 9,250 24¾ 25¾ 
Penn. National 69,654 3,784 29,482 2,441 14¾ 15¾ 
State Farm 127,736 281,365 53,983 124,207 22¾ 13¾ 
Fireman's Fund 62,154 13,953 24,110 4,972 39¾ 49¾ 
Liberty Mutual* 69,923 79,753 35,337 39,597 14¾ 20¾ 
CIGNA* 53,277 24,566 25,314 11,967 39¾ 46¾ 
Royal* 48,353 15,208 21,841 7,166 40¾ 24¾ 

*Preliminary results - report not yet issued to the company . 

• 



The results listed above are mixed. In some instances, JUA 
error ratios are higher than voluntary and vice-versa. 
Therefore, I cannot conclude that JUA claims are "handled better 
or worse than voluntary. We also did separate time studies on 
the number of days each company took to settle claims. As with 
the error ratios, these results were also mixed -- some companies 
delayed payment on a higher percentage of JUA than voluntary 
claims and vice-versa. For this reason, we cannot conclude that 
the carriers are paying JUA claims quicker. 

All but two companies had combined uni ts handling JUA and 
voluntary claims alike. Only Continental and CIGNA had separate 
units for JUA and voluntary claims. I believe that in combined 
uni ts, uniformity of claim handling.will result. An .example of 
such uniformity is that all carriers are taking dealer 
preparation deductions on both JUA and voluntary claims alike. 
On Continental, one significantly different finding was 
reported. We found that the company failed to subrogate on 16 
JUA claims compared to only one voluntary claim. This failure 
may be the result of the company having separate claim units. An 
even greater contributor to this problem was the lack of monetary 
incentive for a carrier ·to subrogate. We did not, however, find 
that the other carriers failed to subrogate on more of its JUA 
business than voluntary. 

As for rating and underwriting, we found that all carriers 
maintain separate units to handle voluntary and JUA business. I 
believe thi• may be due to the separate Association rules and 
procedures which muat be followed. The separate rules produced 
different finding•; for instance, we found that a higher 
percentage of JUA policies had completed coverage selection forms 
due to the JUA rule that requires the form to be sent in with the 
application. Unlike laws and regulations covering voluntary 
business, the JUA ha• • pecific rules requiring MVR checks. For 
th.io l aao.;~; ::::~".: .::,na. fi lee we checked contained evidence that 
these checks were done. The evidence maincaineci oy·atvmc .::;.~·=:.::.·= 
was merely a notation on the computer record, as they did not 
retain the MVR form. 

One other difference in handling should be noted. We found 
that Continental issues notice of termination to its voluntary 
insureds for nonpayment of the renewal premium. Since the 
company will accept payment received within seven days after the 
date of termination, this notice serves as a reminder. As for 
its JUA business, Continental does not send out either a 
termination or reminder notice. According to JUA renewal 
guidelines, a reminder notice should be sent out 13 days prior to 
the renewal date whenever the premium is not received. 
Therefore, Continental not only failed to comply with the 
guidelines, but also elected to treat its JUA insureds less 
favorably than its voluntary insureds. I believe that its 
failure to send reminders may also result in more uninsured 
persons on the road. 

.. 
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P•c.r• 4 

Comparison of JUA/Voluntary Rate Classes 

Since there are concerns that the JTJA is not receiving 
adequate premium for the risk it is inauring, I directed my 
examiners to do a quick study of the JTJA and voluntary 
underwriting file• of State Farm. They found that 6()% of the JUA 
risks were pleasure rated compared to 78% on voluntary. This 
smaller percentage of lower rated pleasure uae claaaifications on 
JUA business is contrary to these concern• of inadequate rating. 
However, we did find juat the oppoai te during our Penn National 
exam. In our exam report, we atated that 67% of JUA business was 
rated plea• ure uae compared to 52% on voluntary. I spoke to the 
examiner who reported thia; ahe thought that the different was 
due to State Farm havinq a higher· percentage of older--'( retired) 
voluntary inaured• than Penn National. Since retiree• are not 
working, they would u • ually be rated pleasure u• e. 

In completinq the State Farm • tudy, we alao found that 16¾ 
of the JUA buaine• a had accident aurcharges compared to only 2¾ 
on voluntary buaineee. I feel that the JUA rule requiring MVR's 
may be one cauee of thi• difference. Further, a JUA bulletin 
recommend• cancellation of an insured for failure to respond to a 
request for information on an undiaclo• ed accident which was 
uncovered through an MVR. No such rule• exist for voluntary 
business. 

You al• o aaked for aome of our finding• regarding the_ 
placement of in•ured• who are eliqible for voluntary insurance 
into the JUA. We have only been able to develop some numbers for 
CIGNA -- only three of 16 or 19¾ of the JTJA policies reviewed 
were written on risk• who had no record of accidents. These 
risks may have been eligible for voluntary insurance, depending 
on the insurer' • underwriting guideline• • 

i U.l~•v• tl,at tlAa a!:-ov·a !nfw::.:t!=~ =~-:.::=.:-!:o~ !!.ll t~~ 
significant findinq• on any differences in JUA compared to 
voluntary buainesa. If you would like to diacuas it, pleaae let 
me know. 

~ 
E.F.G. 

.. 



YEAR 

19608 

1967 

1971 

1972 

1973 

1974 

1976 

1978 

1980 

HEW JERSEY AU'l'O INSURANCE 

A BRID' HISTORY 

EVENT RESIDUAL 
MARKE'!' SHARE 

Auto insurance is optional; Assigned risk 
offered: no comp or collision, and liabil-1 ty 
coverage only at 10/20/5. 

ISO'• predecessors seeks rate hike; 
Commissioner Bowell tries to include 
investment income in rates 

Aaaigned ri • k compelled by • tate to 
offer liability coverage up to 50/100/10 
plua comprehensive and colli• ion coverage. 

With Supreme Court support, Clifford aeta 
formula on considering inve• tment income 
in rate• • 

No-fault starts; PIP is provided by auto 
insurance companie•; compul• ory auto in•urance 
starts; liability rate• reduced by state 
24X to 33X; comprehen• ive and colli• ion 
rate• reduced by • tat• 3X to 12X; 
(Thia is base year for measuring ISO rate•.) 
Aleo, comparative negligence law enacted. 

Auto rate• • tart to skyrocket; the ISO rates 
thi• year are 1O3X of the 1973 level. 

ISO auto rates are 147X of the 1973 level. 

PIP i • modified, • o that Exe••• Medical 
Benefit• are provided through Un• atiafied 
Claim and Judc;ment Fund; ISO rate• are 
187% of the 1973 level. 

Governor Byrn•'• verbal thre• hold campaign 
1• waning; GEICO and Nationwide leave NJ; 
"Policy con• tant" 1• instituted at $42; 
ISO auto rates are 234% of the 1973 level. 

- more -

6.5% 

10.9% 

13.4% 

13.7% 

11.6% 

15.0% 

27 .3% 

34.5% 



YEAR 

1981 

1983 

1984 

1985 

1986 

1987 

1988 

EVENT RESIDUAL 
MARKET SHARE 

Sheeran orders auto insurers to abandon 35.3¾ 
rating • y• tem baaed on • ex, marital • tatus 
1946-era territories; Court• halt order. 
ISO auto rate• are 263¾ of the 1973 level. 

Assigned ri • k phased out a• Legi• lature 39.0¾ 
create• JUA; Policy constant increased 
to $75; ISO auto rate• are 341¾ of th• 
1973 level. 

JUA begin• , a•• uring re• idual market 41.5¾ 
motorist• the .!.!!U availability of 
coverage• at • ame rate• a• voluntary market; 
Rate• are capped; OMV •urcharge• begin; 
Policy con• tant lowered to $70; 
Cost-savings options introduced; 
ISO auto rat•• are 341¾ of the 1973 level, 
unchanq•d for one year. 

JUA •••k• $150 RMBC but ordered in• tead to 43.9¾ 
operate on caah-flow ba• i • ; ISO auto rates 
remain unchanged for two years. 

JUA reform• planned a• board • eeks $240 RMEC; 46.5¾ 
ISO rate• remain unchanged for three years. 

JUA reform• enacted; JUA board states $490 about 48¾ 
RMBC ia juatified on statutory basis but 
•••k• • mall•r RMEC for cash-flow need•; 
ISO auto rat•• unchanged for four years. 

RMBC of average $66 per car i• approved in about 48¾ 
January, and increaaed to $139 in August; 
ISO auto rat•• remain unchanged for five 
year• but in Auquat are increa• ed 14.4¾, 
becoming 390% of the 1973 level. Optional 
verbal threahold, JUA reform•, PIP coat 
containment and other reforms are enacted. 
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MOTOR VEHICLE TRAFFIC FATALITIES AND INJURIES • 1986 

111, DATA AS at,OITED 
IY STATE AUTMOIITIES 

STATE 

ALAIAMA 
ALASICA 
AIIZOIIA 
AIUIISAS 

CAL IFOIIIIA 
COLOllADO 
CONNECTICUT 
DELAWAIU 

DIST. OF COL. 
rLOIIDA 
CE Olli IA 
NAWAII 

IDAMO 
ILL 11101$ 
lNDIAIIA 
IOWA 

KANSAS 
ICENTUCICY 
LOUISIANA 
MAINE 

MARYLAND 
MASSACHUSETTS 
MlCMICiAN 
MINNUOTA 

MISSISSIPPI 
MlSSOUll 
M011TAIIA 
NUllASICA 

N[VADA 
NEW HAN,SMJU 
NEW .JUSU 
IIE\I MEXICO 

IIIW YOIIC 
IIORTM CAIOLIIIA 
IIOUM DAltOTA 
OHIO 

CICLAHONA 
CUCiOII 
PINNSYLVANlA 
RHODE ISUNO 

SOUTH CAROLINA 
SOUTH OAICOTA 
TtNNUStE 
TEXAS 

UTAH 
VUHONT 
YUlilNIA 
VASMIIIC:TON 

WIST VUC:INIA 
WISCONSIN 
VYOMIIIG 

TOTAL 11 

u. S. TOTAL I UT. I i/ 

VEMICL[ 
MILU 

CMILLIOIISI 

u,ou 
,,001 

ZZ,H!I 
17,H!I 

zu.tu 
ZI.HZ 
u.ou 

!1,712 

:a.21, 
17,273 
11,132 
1,171 

7,711 
7&,IU 
,o,71D 
zo,,u 

U,IZI 
u.zsz 
Zl,111 
IO,OZZ 

211,ZOI 
,o,1&11 
71,Hl 
23,IOI 

11,ZZI 
U,1171 

7,127 
IZ,UO 

7,IH 
7,IU 

H,310 
U,171 

9'.711 
IZ,IH 
1,UZ 

11,1 .. 

JO,IU 
ZZ,7'1 
77,UI •. ,u 
Zl,110 
I.ZH 

31,!IZI .... , .. 
IZ. 100 
,,111 

!ll,7ZI 
H,tt3 

n.111 
Jl,UI 

5,373 

1,131.UO 

1,121.z,o 

rATAL 
ACCIDENTS 

IIUMIU JI IATE 

HI Z,H ., z.zz 
IH :a.u 
SU Z.H 

,.1u z.11 
107 1.IZ 
'27 1.71 
I It Z.07 

" 1.i• 
Z,!IU z.11 
1.211 Z.'2 

111 I.II 

zzo z.u .... , l.H 
UI z.11 
HI 1.10 

413 Z,OI 
722 Z.'7 
IZI Z.71 
Ito I ,to 

711 z .OJ 
177 1.11 

l,Ul I.H 
IOI 1.0 

170 :a ... 
170 z.u 
113 z.o 
HI l .O!I 

zn z.u 
IIZ z.os .. , 1,71 
UI 2.:11 

1,IU z.os 1.,1, z.11 .. t.H 
1.102 I.II 

IOI J.H ... z.u 
l, 710 z.zo 

119 z.u ... 1.u 
Ill 1.11 

1,101 Z,71 
3,lZO Z. 10 

177 Z,Zt 
II LIO 

1,0oz J.9' 
UI l ,IO 

HI z.u 
1111 1.U 
IU Z.72 

U,OU z.n 

U,OIZ z.u 

IIOllrATAL IIIJUU 
ACCIDENTS 

ZI IIUMIU IAT[ Z/ 

29,IH H,12 
J,'79 ti.II 

H,OU IU.H 
1,110 ,, ... 

zu.ou IOl,,Z 
· 17,IU IOI.II 
H,H7 U7.0J 
11,,,. IU.OZ 

JI ,j/ 
JI ,j/ 
IZ,IZI u.u 
7,ZU IU.05 

7,117 IZ.U 
IZZ,110 111.11 
JI ,j/ 
11,IZZ to.n 

Z0,171 105.IZ 
31,DU IOl,U 
H,HZ uz.u 
11, 17!1 117.0 

I0,113 u,.112 
JI JI 

IOI.HI 10.n 
27,171 II.Ill 

U,117 .. ... 
I JI JI 

I, Ill H.U 
U,IIOI IOI.II 

, .... su.:11 
7,301 tz.H 

U,7U 171.Zl 
111,HS IZI .Zl 

lH,701 IU.111 
71,IH IU,IO 
2.,u 111,Zl 

IIZ, 110 127.11 

JI JI 
U,HI IOI. I I 
11,00I 121.za 
7,UZ JU.27 

zz.no I0,11 
4, 1011 111.10 

U,121 1u.za 
111&,IU IU.U 

U,7U ll'-00 
JI ,j/ 
U.313 101.07 
41.0IO lZI. O! 

17,UI IU.Zl I U,11111 101.u 
3,ZU ,o. 7t 

1,1,0.,11 uz.u 

Z,HI ,100 uz.so 

FATALITIES 

IIUMIU JI UTE Z/ 

l,Oll I. II 
IOI 1.12 

1.ou ,.u 
HZ :a.u 

1.zu z.u 
10:a z.z, 
,so 1.17 
IH 2.31 

" 1.3' 
z.n1 3,U 
l ,5JO z.u 

IZO i.n 
ZH :a.u 

I .HI z.111 
,.on 2.1111 ... z.u 

500 z ,!IZ 
IOS Z.75 
nz :a.u 
ZIZ Z, IZ 

714 z.u ,., 1.U 
1,99' Z,ZI 

971 I.H 

771 ,.01 
1.121 Z.7Z 

uz Z,17 
no z.,o 

zu z.,z 
172 z. 17 

I .DH I.II .,, 2,71 

z.1111 z.n 
l.U7 3. lZ 

IOO I. 71 
1.17' Z.05 

HI z.u 
Ill z.12 

1 • .,. z.u 
IU z.u 

1. DH 3,71 
IU z.111 

1.uo 3.11 
3.117 z.•o 

313 z.u 
IOI Z,ZI 

1.121 Z,11 
703 1.,S 

uo 2.3& 
7'7 1.9' 
UI 3. I 3 

.,.ou z.111 

41 ,OH 1.111 

TAILE rt-I 
stPTEMIU 1917 

IIONrATALLY INJU1£0 
'IISONS 

'IIUMIU UT£ Z/ 

u.uo IZS.01 
11,UZ 135.51 

,o.u1 171. ,, 
11.UI ,, ... 

3'7,351 1'1.U 
... ,o, 15'.9' ,, .... 205.12 
I.HI 15'.03 

JI JI 
JI JI 
10,UI Ul.90 
IZ,113 IU.U 

10,172 Ul.01 
IU,071 20.21 
JI JI 
Zl,IU 130.U 

32,150 IU.ZO 
U,IZO U0,05 
111,3H zu.,o 
17,IU 170.15 

IZ,11111 235 ., 1 
JI JI 

1117, 277 zu.u 
H,7111 111.u 

U,70 IU.U 
JI JI 

7,137 101.z, 
U,111 u,.,1 

lll,Ol7 111.u 

'·'" 129.11 
U7,0U ZU.'2 
u.:a .. IU,IZ 

111,IU U7,U 
113,111 ZU,11 

•. ,u "·" 171,IU Zll,H 

JI JI 
H,737 170.3' 

Ul,011 110.7' 
I.Oil u, ... 

:aa,111 lU.7' 
,.oOI H.21 

11.00, 112.0, 
ua, IZO 157.12 

Zl,0117 17 .. 02 
JI JI 
10,137 15'.&1 
H,707 115.33 

21.11, 203. U 
10,UZ 157.5' 

5.0 .. U.11 

z.,:u.011 IU.71 

i.,oo,,oo IU.H 

l/ FATAL ACCIDENT ANO rATALITY NUMl[lS MAYE IE[N ADJUSTED TO ACI[[ WlTM STATE TOTALS ,.OM rARS. 
1./ ,u 100 MILLION Y[MICL[•MIL[S OF TUY[L, 
l/ OATA NOT ar,o•TtD IY STAT[. 
JI IAT[ CAIi NOT 1£ COMPUT[O. 
11 TN[ TOTAL JS IAS[D ONLY ON TM[ DATA SHOWN Ill TME TAIL[, IT DOES IOT lt•ltSIIIT A NATIONAL TOTAL l[CAUS[ 

or MISSING OATA. TME TOTAL rATAL ACCIDENT AIID rATALJTY UTES All[ IASEO 011 TN[ TOTAL TUVIL SNOWN ON TNC TAIL[, 
TM[ TOTAL IIOllrATAL INJURY ACCID[IIT AIIO NONFATAL IIIJUIY RATIS All IASEO ON A TOTA. TlAVlL or 1,111,172 MILLION 
V[MICL[ MIL[S FOi TH[ STATES t[,OIITIIIC THIS DATA. 

ii tSTIMATIS or TaAV[L, IIOIIFATAL IIIJUIY ACCID[IITS AIID IIOIIFATALLY IIIJUl[D '[110111 Will Ml[ IY FNWA. 
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MOTOR VEHICLE TRAFFIC FATALITIES AND INJURIES • 1987 

.IH7 DATA AS u,olTH 
IT STATE AUTNOllTIIS 

STATt 

ALAI.ANA 
ALASl:A 
AUZOIIA 
AlU.NSAS 

CAL IFOINIA 
COLOUOO 
CONll[CTICUT 
HLAWAII 

DIST. o, COL. 
FLOIIOA 
CIOtGIA 
NA\IAI I 

IOAMO 
ILLINOIS 
INOIANA 
ICIWA 

IC.ANS.AS 
UNTUCl:Y 
LOUIS JANA 
NAJNI 

MAYLAND 
NASSACMUSrTTS 
MJCNlfoAN 
MINNUOTA 

NISSUSl"I 
NISSOUU 
NO•TANA 
HIIASCA 

HYAOA 
IIV NAM,SNIH 
•rw ,nun 
•IV t!UICO 

Hw ,oaa:: 
•OITN CAIOLINA 
IIOITN DAl:OTA 
OtUO 

OKLANOM 
OUGC!N 
PINIISYLYANIA 
IHOOI ISLAND 

SOUTH CAIOLIIIA 
SOUTH CAltOTA 
T[NNlSSU 
TEXAS 

UTAN 
VUPIONT 
YUUIIIA 
VASNINC:TOII 

V[ST VUGINIA 
\IISCCNS 111 
\IYOMlllfo 

TOTAL JI 

YINICLI ,.aTAL 
NILU ACCIDUTI 

(NILLIOIII 
IUNIH J/ IATI J/ 

37,UI 171 1.u 
:a.too 70 l ,71 

U,711 110 l,H 
11,JH HO :a.oo 

IH,301 •• us 1,11 
11,HI Ill 1.tl 
H,771 ••• I ,II .... , IU 1.u 

J,HI II 1.11 
u.u, 1,171 1,71 
IO,IU ,.,u l,H 

7,111 117 l ,71 

l,llt IU J,Dl 
71,711 l,"7 1.11 
U,IIZ ... 1,17 
H,111 u:a I, U 

11,Hl ,as 1,0I 
JO,JIO 711 1.13 
H,IH 731 1,H 
10,711 Ill J ,17 

H,•U 711 1.11 
U,301 uz 1.11 
71,711 l,UO 1,11 
H,117 .. , .. 1.n . 
H,J-12 117 3.11 
U,37' 117 z.u 
1,17' Ill '·" U,HI Ill 1.11 

l,HI IH 1.11 
t.117 Ill I. 77 

17,171 Ht 1.12 
11,111 '92 :a.u 

11.111 l,JU Z, JI ., .... 1.,11 I.It ..... II 1.11 
71,117 I ,Ill z.01 

JI ,IOI ... 1.71 
n.nz .. , 1,37 
71,111 1,71t 1.11 
l,HJ JH J.H 

H,IU HI :a.11 
1,:0, 117 a. 7Z 

'2.IH I, IOI z.u 
111,111 Z,111 l. ti 

U,171 171 z.u 
1.12, JIJ z.u 

u.,u ... 1.11 
H,IZO HI I• 7t 

U.7U "' , ... 
"·'" 711 1.77 
S,H7 111 Z,07 

,.,u.:au ,1 .u, z.u 

101,,.TAL IIJUU I ACCIDIITI 

IUNIU IATI J/ I 
H,lU 77,H 

I J,311 11,07 
H,117 lU,11 
11,JH II ,II 

IH,111 111,71 

I H,IH 11,77 
H,HI u,.u 
1,7,Z H,ll 

JI II 

I 1u.•11 IU,U 
11,1'7 IU.74 .... , 71,17 

1,171 ... ,. 
I IU,UI I" .71 

11,217 IU,U 
11,HI ..... 
II ,Ill ...... 

I H,117 111.12 
U,111 Ul,71 
11,111 II 7, JZ 

11,IIZ Ul,H I JI II 
111,711 Ul,7' 11., .. u.u I 

U,211 ..... 
I "·"' 11:a.ez ..... 11.17 

U,117 Jl 1,27 

I0,'71 IU,H 

I l,JH 17,IZ 
11,711 117,U 
11,711 ll0,17 

117.117 IOl,U 

I 71,111 JU.to 
:a.HI ..... 

JI " 11.u, 70.H 

I 1,,.,, Jtl,IZ 
11,171 111.,, 

1 ... , az,.u 

U,JIZ 71.11 I ,.11:a 11.2, 
JI II I u,.,u 17. 17 

U,071 111,02 

I ,.,,. 17,11 
IJ,HI 11.2, 

"·"' Ul,U 

11,IU UI.JO I '2,117 10,.11 
J,JH 11.n 

1,07,,71, 111.H I 

,.aT.ALITIII 

1:IIIU ;,/ IAff II 

1,110 1,17 
71 1.11 

U7 1.11 
131 , .. , 

a.au z.u 
II! I. lt 

"' l,H 
IU z.,o 

n 1.17 
1,121 :a.u , .... z.u 

JU l,U 

HI :a.u 
1.112 Z,lt 
l,OU I.H 
": I.JI 

": I.H 
••• 1.1, 
127' Z,70 
121 I, lS 

,:, z.u ... l,U 
l,U-:' z. II u: I ,II 

7U J.71 
1.0,, z.u 

ZH z.to 
H7 Z.17 

Ill :a.u 
171 J.H 

1.012 I, 7t 
HI J.71 

Z,Jl2 1.:11 
1.11, z.to , .. .. , • 71 
I, 771 1.u 

"~ J.H ••• -- z.u 
l,U7 z.u 

I: 2 , ... 
,.cu :a.u 

12' z.11 
I.Zn z.11 
2.:1: z.u 

zu 1.22 
l: I I.H 

l. 1:: J.H 
71:1 z.oz 

•·:. :a.u 
7!:" l.H 
a:, z.u 

,,.us z.u 

TAILI ,1-1 
ll'flMIU 1111 

lo• ,ATALLY INJUlED 
,ruo11s 

IUl'llll UTE :,; 

U,170 114.01 ,.,• :a 127.75 
H,IIO IU.2' 
ZO,ZH 110. 21 

HO,IH IU.U 
21,170 u1.,, 
I0,111 ltO.Ol 
t,oto IU.l! 

J/ JI 
111,IH uo.u 
"·"' 117.U ,.u:a 111 ,ZI 

l0,7U Ul,U 
111.,00 Ul,D! 

7:a,'97 IH.17 
17.07' uo.11 

:az.111 IH.U .,_, .. '"·" 71,HZ Ul,U 
11,HI 17%. 27 

H,U2 n,.10 
J/ II 

IIO,lot ZIZ.01 
U,Otl llt.U 

H,100 IU.U 
17,750 IH.11 
l,UZ IU.S! 

Zl.117 117,U 

U,tH lt0.21 
7,171 H.17 

IU,112 Ul.10 
H,7IO 170.U 

ZH,HO zu.n 

'"·"· ZIO,U 
1,111 ... 10 

JI II 

2,.,11 IOl.09 
H,HZ "'·'' 111,,11 UZ.57 
10,JU I 7Z. 10 

H,OH IZS.U 
1.121 IOO.U 

l/ JI 
121,IH ISO.QI 

ZI ,UZ 1u.s= 
7,211 IU.02 

to, 111 IU,IO 
17,HS 171,U 

Z7 ,IDS ZOZ.2l 
I0,111 111,H 
•• ,01 91.U 

2.112.101 110.0l 

I 

I 

I 

I 

u. s. TOTAL 11ST. I J/ 1.IU,U7 u.u, z.u z.zu,ooo lit.II I .,.211 1.u 2.ns,000 11,.u I 
t.¥ JATAL ACCJD(IT A•O ,.aTALITY IUMIIIS MAYI 11111 AOJUSTID TO AGl[E Vl~A STATI TOTALS ,aON TNI ,.aTAL ACCIDENT 

' IIIC: SYSTEM IJAIS I. t t ,u 100 NILL 101 VINICLl•NILU o, TUVIL. 
" DATA IIOT ll,OlTID IY STATI. 

IAT( CAIi IOT II c0t1,uTID. 
•l ~ TN( TOTAL IS IASIO ONLY ON TNI DATA SNOWN IN TM( TAIL(. IT 10(1 •c· ,,,,nr•T A IIATIONAL TOTAL IICAIIS( 
I i:Sl•c DATA. TN( TOTAL JATAL ACCIDINT AND ,.aTALITY IIAT(S All IASU 01 T•l ~OTA;. TUVIL SNOWII 011 TN[ TAIL(. 
rtL~AL IION,ATAL INJUIY ACCIDIIIT UI IICNl,ATAL JIJUIY IATIS All IASU O• A ~:~AL -:''lAVIL 0, I, 757,271 NILL 1011 

NILES JOI TNI STATIS 11,o• TIIIC TNII DATA. 
t·" UTIIIATU 0, TIAVIL, ... ,,.TAI. JII.IUIY ACCIDIITI MID ... ,ATALLT l • J111l: ,us~•· WIii MIii ., '""A· -



N.J.A.C. 11:3-8 

NONRENEWAL OF AUTOMOBILE INSURANCE POLICIES 

N.J.A.C. 11:3-8 contains procedures and 

requirements which govern the nonrenewal of automobile 

insurance policies. The regulation applies to all policies 

covering automobiles as defined at N.J.S.A. 39:6A-2a, 

excluding those owned by business entities, or those,. insured 

through residual market mechanisms. In addition, the rule 

sets forth certain standards that are applicable to the 

offering of renewal coverages. 

With respect to general requirements, N.J.A.C. 

11:3-8 establishes timeframes for the issuance of notices of 

nonrenewal by the insurer and for renewal premium billings. 

With regard to the former, the regulation specifies that the 

notice of nonrenewal shall be mailed or delivered not more 

than 90 days nor less than 60 days prior to the expiration 

date of the current policy. The rule also sets forth 

informational requirements for the notice of nonrenewal. It 

provides, for instance, that the notice must recite the 

portion of the regulation upon which the insurer's nonrenewal 

action is premised and the facts applicable to the insured, 

in sufficient detail to enable the policyholder to identify 

the incidents. The notice also must advise the insured of 

his or her right to file a complaint wit~ the Insurance 

Department and of the availability of coverage through the 

JUA. 
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11:3-8 delineates several underwriting 

grounds which have been approved by the Commissioner for the 

nonrenewal of any policy falling within the scope of th~ 

regulation. These grounds include the following: accident 

involvement; conviction of certain motor vehicle violations, 

such as driving while intoxicated; the accumulation of a 

specified number of motor vehicle points; other than motor 

vehicle convictions, such as insurance fraud; physical or 

mental impairment of an operator which adversely affects the 

ability to operate the vehicle safely; failure by the insured 

to comply with the cooperation or subrogation clause of the 

policy, etc. 

The regulation provides specific standards that are 

attendant to the use of the approved guidelines. For 

example, with respect to nonrenewals premised on accident

involvement, the rule prescribes the number and types of 

accidents which must have occurred in order for the insurer 

to invoke this guideline. It also describes various types of 

accidents which the insurer may not count in determining 

whether it is authorized to nonrenew_ ._t'he policy (i.e., 

vehicle was legally parked at the time of the accident). 

N. J .A. C. 11: 3-8 also establishes specific criteria 

which permits insurers to issue notice of nonrenewa l only 

with respect to any comprehensive and/or towing and labor 

coverage baaed on multiple claims under these coverages. 

N.J.A.C. 11:3-8 further authorizes insurers to nonrenew 

automobile policies based upon reasons other' than those 



specific standards described in the rule, by submitting the 

nonrenewal to the Commissioner for review at least 120 days 

prior to the expiration date of the policy. 

In addition to providing underwriting standards 

which are applicable to the nonrenewal of all automobile 

insurance policies, N.J.A.C. 11:3-8 contains nonrenewal 

standards which are applicable only to certain 

categories of insureds. The provisions of 

designated 

the rule 

concerning these standards became effective on October 6, 

1986 and are sometimes referred to as the three year look-see 

requirement. 

The regulation's look-see requirement is designed 

to afford greater underwriting flexibility to insurers and 

thereby foster depopulation of the residual market. For many 

years, insurers had contended that one reason they are 

reluctant to write voluntary market coverage in New Jersey 1s 

the stringency of N.J.A.C. 11:3-8. Insurers complained that, 

because N.J.A.C. 11:3-8 permitted nonrenewal only for certain 

specified reasons as described above, once a risk has been 

written, it was very difficult to discontinue coverage. The 

look-see provision was adopted in 1986 to address this 

concern. 

Nonrenewals pursuant to the look-see provision are 

subject to the following standards. Insurers are permitted 

increased underwriting flexibility only with respect to 

designated categories of policyholders. Specifically, these 

are: (1) First-time applicants for insurance; 
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( 2) Policyholders who have been canceled or nonrenewed by 

their previous insurer; and (3) Policyholders who were 

formerly insured through the JUA. These classes of insureds 

have been targeted by the rule because of their likely 

placement and/or continuation of coverage through the 

residual market. Since the look-see provision's stated 

objective is depopulation of this market, the rule focuses on 

those groups most likely to be impacted. 

With respect to these policyholders, an insurer is 

permitted to nonrenew coverage based upon the company's 

underwriting guidelines, provided that such guidelines may 

not be arbitrary, capricious or unfairly discriminatory and, 

further, are not based on certain specifically prohibited 

reasons, such as the race, religion, nationality or ethnic 

group of the insured. Nonrenewals that are initiated 

pursuant to the look-see provision are limited to a period of 

three years following policy issuance. Any such policy that 

is renewed by the insurer after the third year is subject to 

nonrenewal only as ia otherwise provided in the regulation. 

Finally, N.J.A.C. 11:3-8 requires that the 

Connnissioner review and monitor the operation of the 

regulation in order to insure compliance with its provisions 

and, in particular, to determine whether the goal of 

depopulation is being fostered by the three year look-see 

provision. To facilitate this objective, the adopted rule 

authorizes the Connnissioner to require the filing of such 
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reports as he deems necessary in order to conduct his 

evaluation. 
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N.J.A.C. 11:3-23 

DANGEROUS DRIVERS/DRIVERS WITH EXCESSIVE CLAIMS 

N.J.A.C. 11:3-23 implements the requirements of 

N.J.S.A. 17:29C-2.l. The statute authorizes the Commissioner 

of Insurance to establish standards and guidelines for the 

identification of dangerous drivers/drivers with excessive 

claims. With respect to such drivers, the statute· permits 

insurers writing automobile insurance in the voluntary market 

to refuse to issue or renew collision and/or comprehensive 

coverages. The law further provides that voluntary market 

insurers may and the !few Jersey Automobile Full Insurance 

Underwriting Association (Association) shall offer collision 

and comprehensive to such drivers at rates based on their 

experience. 

The guidelines set forth in N.J.A.C. 11:3-23 

provide that a dangerous driver/driver with excessive claims 

shall mean a person who has been involved within a three-year 

period in: (1) three or more at-fault accidents; (2) three 

or more comprehensive claims involving claim payments of at 

least $300.00 each; (3) a combination of four or more 

at-fault accidents and comprehensive claims; (4) a conviction 

of one or more of certain motor vehicle violations or other 

offenses which are listed in the rule. These violations 

include operating while suspended, operating under the 

influence of alcohol or drugs, reckless driving, etc.; or (5) 

accumulation of nine or more DHV points. 



N.J.A.C. 11:3-23 also delineates certain additional 

guidelines to be used by insurers in the application of the 

dangerous driver/driver with excessive claims designation. 

For example, the rule provides that dangerous driver 

designations baaed on conviction of motor vehicle offenses 

shall include similar offenses occurring in other states. It 

also establi1he1 criteria to be used in determining the 

at-fault 1tatu1 of an accident. 

The guidelines and atandarda contained in N.J.A.C. 

11:3-23 e11entially are paralleled in the Association's 

Driver Improvement Plan. 



Slate 

Mauachuset11 

Delaware 

Florida 

Ore,on 

Soulh Dakota 

........ 
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PROVISIONS OF ST A TE "NO-FAULT' LAWS 

fto,F• ull leneflla 

12,000 in benefits for 
medical, funeral, waae lou, 
and 1Ubltitu1e ,oerv~-e ex• 
pentet. Watt• klll and 
IUbltilule MrYil"l! benellls 
are limlled 10 75'.K, of actual 
IOM. 

115,000 per penon IDcl 
130,000 per acddent. 
c:o.... medical cmll. ... of 
Income, ... ol lll'Yk:ea. IDcl 
lunera! a..- (llmited lo 
13,000). 

110,000 per penon. Paya 

'°" "' medical COltl: 
60% of IClll Income: ,.,_. 
meat eervlcel: and luneral 
COila (llmiled lo 11,750). 
Deductlbla of 1250. ISOO, 
11,000, and 12,000 IYallable, 

15,000 llladlcal benefits. 
1°" ol •• ._ up to 1750 
-.th. 111 1 day IUbltltute 
......_ w.,.1cmanc1 
lllbllitute .-.icel paid from 
lint day If dlubllity luta 14 
dayt: are limited to 52 ..... 
Purchue II opllonal. 12,000 
In medical upeme. 1611 
week for wqe loll. a&artina 
14 days alter Injury, for up 
to 52 weeu. 110,000 death 
beneftl . 

u ........ - o.-.
For Pala 111N1 Sufferllll 

Can recover only ii medical 
coats exceed l500, or In cue 
of death, loll of all or part 
ol body member, permanent 
and Mrioua dilfiprement, 
lou of lipl or hariq, or a 
lracture. 

None. Bui unoum ol no-
lluttbeadta,....cani 
be ueed u ev1dlnce In IUitl 
1or.....,a1 ........ 

Cannot ,_.,.., uni.a Injury 
,-Its In qnllcant, penna-
nent 111•1 of Important body 
lunctlon; permaAelll injury; 
apllicanl and permanent 
ecarrinlorclllftauNment;or 
death. 

None. 

None. 

&-101 

Slays under tort system 
aller Jan. I. 1177. Prior 
lo lhaft. no tart liability 
lur Yebicle dama1e. 

, 

Slays under lort system. 

Slays under lort system. 

Slays under lort ayatem. 

Slays under tort system. 

Effective 
Dale 

·-
Jan. I. 1971. 

Jan. I. 1972. 

Jan. I. 1972. 
tor orilJinal 
law. Provi• 
lions al tell el• 
lective Oct. I, 
1!182. 

Jan. '· 1972. 
Jan. I, 1974, 
lor benefits al 
left. 

Jan. I. 1972. 



State 

North Dakota 

District of Columbia 

E~ ::CB ::CT ::c 

No-Fault Benefit• 

Overall limit of Sl0.000 per I 
penon. Coven medical and 
rehabilitation cmts, up to 
S 150 a week for income lou, 
up to SI 5 a day lor repi.ce-
ment services. up to S 150 a 
week for survivon income 
lou. up to S 15 a day for sur-
vivon replacement aerv1ces 
Jou, and up to S 1,000 for 
funeral expen,es. 

Medical and rehabilitation 
benefits of 150,000 or 
1100.000. Work lou 
benefits of 112.000 or 
S24.000. Up to 14,000 in 
funeral benefits. Purchaae is 
optional. Motorist can buy 
any combination he choo,es. 

page 2 

Umltalton on Dama,ea 
For Pain and Suffertn1 

Cannot recover from insured 
penon unleu injury results 
in more than 12.500 in 
medical upeNeS, more than 
60 days of disability. aeriou1 
and permanent dillu1Ure-
ment, dismemberment. or 
death. 

VICtlma who are covered by 
~fault benefits have 60 
days after accident to decide 
whether to receive no-fault 
beneftta. VICtiml who 
choole to aet IICMaUJt 
benefits cannot recover 
damqea un&ea injury 
resulted in IUbllantial per-
manent acarrint or dilfipre-
ment; aubslantial and 
medically demOllllrable per-
manent impairment which 
hu lipilicantly affected the 
ability of the vic:tlm to per• 
form profellional actlYiliel 
or utUal and Cllltomary daily 
activttiel; a medically 
demonllnble impairment 
that prevents victim lrom 
performin1 aubltantially all 
of his UIUal customary dally 
activlliel for more than 180 
contin.-s days: or medical 
and rehabilltation upemes 
or work lou exceedinl the 
amount ol no-fault benefits 
available. 

Vehicle Dama,e 

Suys under tort system. 

Stays under tort 1y1tem. 

Effective 
Date 

Jan. I. 1976. 

Orillinal i.w el-
lective Oct. I. 
1983. Thil 
version effec• 
tive June 2, 
1986. 



State No-Fault Beaenta 

I Virym,: Purclwe ii optional. 12,000 
lor medical and hmaal 

I 
CCIIU. 1100 wc-elt lor wqe 
1au with limit , ii 52 weeu. 

I C~•ffl~· 15.000 benefits lor medical, 
hospital, luneral (limit 
12,000,, loll w;,11& .. ,. 

I vivon· loll, and 111bllitute 
eervice npenaet. Wqe 
Ima, IUbllitUIP service, and 
aarvivon· bendita limited lo 
15% of actual 1cm. 

Maryland 12,500 in benelill lor 
meclical, holpit;,I, lu--.1, 

I 
wqe 11111. and aubldlute 
Nffice espenae1. 

New Jersey Unlimited beneflll lor 
mecllcal and llolpital CC11U. 
Wqe lau up to 1100 a 
-Ir for one year. 5ulllti-
lllte NrVica up IO 112 I day 
tor muimum ol 14,380 per 
sier-- Funeral ape- of 
11,000. Survivon' beaeftta 
equal IO .-nt w:tllll 
wauidllave~Ulle 
hid DOI died. Motorill -y 
aducle all beneflla ucepl 
medical and lloapltal. 
Medical coveraae -Y be 
boupt with deductlbMI of 
l500, 11,000, or 12,500. 

Mich11an lJllllllliled medical and 
bolpltailleaeftta. FUMr&I 
be11e1t1 up to 11,000. Lall 
w ... up to 11,475 per 
~ ... eel IIIDUll1y to 
keep up with COit o1 1iYin&, 
and IUbltitute NrVicea of 
120 • day payable to YiC:1111'1 
or 111rvivor. 

I New York Aarepte limit ol lS0,000 
lor medkal, waae lou, and 
IUbllltule RrYice beneftta. 
Wqe loll: ~ of lCIUII 
lou with benefit limited 10 

11,000 per month. Sublti-

I lute 1ervica benelll1: 125 1 
I dly for one year. In lalll 
I cua. •ate aeu 12,000 1n 
I .addmon ·10 above beneltu. 

I 
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I 

Umltatloa aa o..a,e. 
For Pain aad SufferiD1 

None 

C.nnot ,_.., unlaa 

ec:onomic: - UCHds l400, 
or there II permanent Injury, 
bone lr1C111re, dilfiaumnen1, 
dllrnenic.r-t, or death. 

~-

Mocorlll lliecta one of two 
opliona.l limltationa. Option 
I: CanDat ,.._,ii..,_ 
are conlDad to 111ft tiaue 
and medical COltl. eululliYe 
ol bolp6t,al, HIY ud OCber 
dlapoedc: ..,._, an 1w 

Ulan l200: -- Injury 
a....dladl,.........,t 
diMllillty,PlflllllMllllilftlll-
antdllll111-.,_.... 
Deal la 0, I bodily lune• 
4ion, or ._ o, • body 
!Mlnber. 0ptioo 2: Caanoc 
NC:ONr u mldlc&I..,...., 
ndudllll llolpilal. a-ray aad 
OllwflllP'lt'Ccmll.lN 
•lbanll.500~ 
--Uy IO Nlec:l lnlaliaa); 

........... dlldl. 
rierma-t cllllblllly, ...,_ 
nent ........ dllft&ure-
ment, perllllMllt la of a 
bod)'luDcdoll.oraol 
body ..... 

Cannot --..... in-
)uriel rauh In clutll, NriOU1 
~I of body lune• 
tlon,or,....._aNrioul 
cllllpruleDL 

Cannot ~ uni-
diubled tor 90 of tbe IIO 
days alter ac:ddeat. or Injury 
c:auaa~t; ... 
nllicant dlaftaurement; Irle• 
nan; a- ol a lelUI; perma. 
nent loll ol use of body 
orpn. member, function, or 
IYl'•m: pennanent mna. 
quential limitation of use of 
body orpn or member. 
li,nillcant linulalioll ot -
al body lunctioll or l)'llal; 
ardMlb. 

:I: 

VehlcleDaaa,e 

Si.ya under tort 
ayllem. 

St.ys UDdar tort 
1yllem. 

Stays under tort 
.,.can. 

511,- UDdar tort 
1,-teaL 

Tort llallillty abo1-
llhed, aapl in CUii 

where dunqe ii not 
over l400. 

Stays under tort 
ayatem. 

Ellectlve 
Date 

July I. 1972. 

Jan. I, 1973. 

Jan. I. 1973. 

, 

Jan. I. 1973. 
for or1pnal 
law. July I, 
1984. for tllil 
venion. 

Oct. I, 1973. 

Feb. I, 1974, 
lo, on,inaJ 
law. 

I 

I 

I 
I 
I 
i 
I 

i 

•• 



State N.Fault leneftta 

Arkansu Purcllue ii optional. 
15,000per penon 
for medical and 
holclital upenaes. 
Wqe loa: 70% ol 
loat wa,es up to 
1140 a week. be-
1innin1 8 days alter 
accident, lor up to 
52 weeks. Euential 
Nt'Vic:a: up to 170 
a week lor up to 52 
weekl, 111bject to 
~ywaitina 
period. Death 
benefit: 15.000. 

Utah 13.000 per penon 
lor medical and 
hoapital upema. 

85% °' "°" 
income IOII. up to 
12SO aweeit. lor 
up to 52 weeu. 
120 a day lor loa 
olaenicellorup 
to 365 days. Both 
wqelcaanclMffice 
lollcoverqe .. 
ject to 3-day wailinc 
periodl that clilappear 
ii dllabillty lull 
tonce, tban two weeu. 
11.SOO funeral 
benefit. 13,000 
IUJ'YiYar'I benefit 

K.anau 12,000 per ...,_ lor 
medicalupema. 
Wqe 1-: uc, to l650 
a month lor - year. 
12,000 lor rehabili-
tatlon COIII. Sublti-
tute aerYice benelill ol 
112 a day for 365 
days. Survivor·, 
beneflll: Up to 
l650 a month lor 
loll income. 112 a day 
lor lllbatitution bene-
1111. lor not over 
one year alter death. 
minua any disability 
beneflll Yictlm re-
ceived before death. 
Funeral benefit: I 1.000 

Texas 12.500 per penon 
overall limit. Covers 
medical and tuneral ex-
penaa, IOlt income. 
and IOla ol lerVICel. 

Purtn.ue optional. 
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Ualtadon oa Daaa,es 
For Pahl and Sufterta1 

None. 

Cannot recover 
unlal medical 
u,emauceed 
13.000. or injury 
rallll Ill dilmamber-
ment or fracture, 
permalllllt clia,, 

nau,-rit. 
permanent 
dlubWty, or 
death. 

Cannac recover 
unleN medical 
C0111 aned 1S00, 
or injury reaalta in 
permanent clia,, 

fieurement. 
lrKIUretoa 
weipt-bearln1 
bone, • compound, 
commlnuted. clia,, 
pl.cad or com-
~ fracture, 
loll of a body 
member, perma-
nent injury. 
permanent IOII of 
• body function. 
or death. 

~-

:c 

Stays under 
ton 1Y11em. 

Stays under 
tort 1Y11em. 

SIAys under tort.,. __ 

SIAys under 
tort l)'llem. 

Effective 
Date 

July 1, 1974. 

/ 

Jan. I. 1974. 
Revision 
effective 
July I. I 986. 

-- -··-
-: 

·. -~ 
-

Jan. I, 1974. 

IIO days after 
adlaumment 
ot 1973 ret-
ular~on. 

.. 



State No-F•• lt Baeftta 

Nevada .....,...telimitwu 
110,000. Paid for 
medical and rebabil-
itation elqlellla; up 

11aeNewada to I 175 a week for 
a.talllt law lou of income: up 
-repe• led to 118 a day for 104 
J1111e 5, IITI --- tor rep!Ke-

mentaervica;sur• 
vivon· benefits of 
not • than 15,000 
and not more than 
victim would have 
aonen 1n clllabil11y 
beneftll for I yur; 
and 11.000 tor death. 

Colorado l50,000 tor medical 
upe.-. 150,000 tor 
rebaOilltatlon. Lolt 
Income: Benaftts for 
1001' ol the lint 
1125 ,- week, 70% of 
the nat 1125, and '°" ol the fflnainder 
up to l400 per week. 
limited to 52 weeks. 
t:-tAll..-.ica:Up 
to 125 a day tor up to 
52 ...._ Death 
bmeftt: 11,000. 

Hawaii Aanlll• lbnlt of 
115,000. Paya f• 
medical and hoapltal 
Nffica:rebaoill&atioa: 
ocmpatloNl,paydli-
alrtc,udpbyacal 
..._..,;uptol900 
mondlly for lacmM 
-. aullautuae eervicel 
and ...won' loa: 
and up to 11.500 tor 
lulmllupellNI. 

Georaia AarePte limit of 
15,000. Up to 12,500 
for medical COltl. 
as" of !oat income 
with muimum 1200 
week. l20 day lor 
~ lel'Yicel. 
Sumvon' benefits ume 
u lolt income benefits 
had victim lived. 
11.500 funeral benefit. 
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U.ltattoeoaD ....... 
For Pala • acl hffm .. 

Could not recover un-
... medical benefits 
uc:eeded 1750 or 
injury caued chronic 
or permanent injury, 
permanent partial or 
permanent total dll-
ability, dllftlurement. 
mare than 180 daya 
of inability to work 
at occupation, 
lrKlure of a major 
bone, dilmemberment, 
permanent loll of a 
body function, or 
cluth. 

Cannot,..,...11& 

- medical and ,.. 
babilltatian ..vices 
bave rellOlllble 9alue 
of mare !ban 12,500, 
or injury ca.- perm-
anent dllfttu,_t, 
permanent clilabillty, 
dismemberment, lau of 
eamillp tor more than 
52---.•deatb. 

Cannotrecoverunlea 
medical and ~ 
1at1oa...-uCNC1 
• llouiq tbnlbold .... 
lilhed annually by the 
lnalraace COllllllilllone. 
Can allo recover if 
Injury ,-tt, in death; 
lipitlcant permanent lau 
of we of body pan or 

function; - permanent 
and Nrioua dilftlurement 
tbat aubjecta injured per-
IOG to mental • emolional 
IUfleriq. 

Cannot recover 11& 

•medlcalCOltl 
exceed 1500, dilulllty 
lull JO daya, or Injury 
,-na ill death. lrac:tured 
bone. permanent dll-
fitu,ement, dilmember-
ment, permanent IOU 
of body function, perma-
nent. partial or total 
1ou o1 lilht or heanna. 

:I: 

Stayed under 
ton syaaem. 

S&aya under 
ton syatem. 

Staya under 
ton syaaem. 

S&aya under 
tort syatem. 

Effecaw 
D• te 

Feb. 1. 1974 . 

Repeal 
effective 
Jan. I, 1980. 

' 

April I, 1974. 
1bele provi-
lionl effective 
Jan. I. 1985. 

Sept. I, 1974. 

Mar. I, 1975. 



State 

Kentucky 

MlnMIOla 

South Carolina 

Pennsylvania 

pa.q• 6 

No-Fault Beneflta 

Agrepte limit of 
110,000. Coven 
medical expe111e; 
funeral expense 
up to SI ,000; in• 
come lou up to 
1200 weekly. with 
as much as 15% 
deducted for in-
come tu savinp; 
up 10 1200 a week 
each tor replacement 
tervices IOU, survivon 
economic lou, and 
111rvivon replace-
ment terYicel lou. 
Motorist has rilhl 
to reject no-fault. 

120,000 for medical 
expeme. 120,000 for 
other benefita. in-
dudinl 85% ol lOlt 
income up to 1250 
weekly; 1200 a weelc 
for replacement 
aemc:es,with8-day 
waitint period; up 
to 1200 wecldy in 
111rvivon economic 
loa benefits: up to 
1200 weekly for 
111rvivon replace-
ment Nrvice loa; 
and 12.000 tor 
funeral beneftll. 

AarePte limit of I 1.000. 
Coven medical and funeral 
C0111. IOII of urninp (U 
desired), lou of -till 
lel'Yicel. Purdlue ii 
optional. 

Up to 110.000 tor 
medical and rehablli• 
talion COiia. Up to 
15.000 for income loa. 
limited to 11,000 per 
month and 80 percent 
of actual loat income: 
includes benefits for 
hirin1 111bstilute 10 perform 
.elf-employment 1ervica 
and hirin1 speaal help 10 
enable victim to work. 
A funeral benefit of 11,500. 
Motorists can buy optional 
coverqes with agrepte 
limit up to 1277 .500. The 
Pennsylvania Catastrophic 
Lou Tniat Fund provides up 
to I I million of covera,e 
for medical and rehabili• 
talion expenaes exceedinl 

· ,100.000 

U..ltatloa - Da...
For Pain aad Saffert1111 

Cannot recover unleu 
medical expeme ex• 
ceed 11.000, or injury 
l'ellllll in permanent 
dilft111rement; fracture 
ol a bone; a compound. 
comminuted, dilplaced or 
comprellld lr1cture; 
loa of a body member: 
permanent injury; 
permanent 1011 of a 
body function; or 
death. But limitation 
does not apply to -
lbole who reject DCHault 
l)'llem or to thole 
injured by driver 
who has rejected It. 

Cannot recover unleu 
medical UpenNI (IIOC 
indudilll X-raya and 
rehabilitation) exceed 
M.000; or dlubUity 
exceedl 60 daya; or 
tbe injury re1Ulll In 
pennanentdldlaure-
ment; permanent In-
jury; or death. 

None. 

None. 

Veblde Dama .. 

S&ayt under 
ton l)'llem. 

S&aya under 
tort l)'llem. 

S&aya under 
tort tyttem. 

S&ayt under 
tort l}'ttem. 

Effective 
Date 

July I. 1975. 

Jan. I. 1975. 

Oct. I. 1974. 

Oct. I. 1984. 

•• 
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E.. BALANCE lN A 
NO-FAULT AUTO INSURANCE SYSTEM 

This criterion, which applies only to no-fault States, refers essentially 
to the extent to which the costs of first-party no-fault insurance benefits are 
greater than, equal to, or less than the savings made possible in the personal injury 
auto insurance system by the establishment of restrictions on recovery of third
party llab Hi ty insurance benefi u. 

One measure of this criterion is the difference between the J982 
average personal injury pure premium in a no-fault State today with what the 1982 
pure premium for that State would have been if that State not adopted no-fault. 

The following chart, based on one prepared by the Alliance of American 
Insurers, estimates this difference, based upon "pure premium" rates. Pure 
premium ls an insurance industry term which has nothing to do with the "premium" 
that a policyholder pays each year. Pure premium means the portion of the 
premium paid by policyholders which the insurer uses to pay losses and some claims 
handling expenses. 

The chart contrasts the 1912 year of no-fault experience for each no
fault State against what the estimated average loss cosu (pure premiums) would 
have been for that State 11 no-fault had not been in effect in that State in 1982. -
The cost estimates were derived by (J) obtaining from the no-fault States the BI 
1ia0Hity, the uninsured motorists, and the medical payments pure premiums 
(average loss costs per car) for the last year the fault system operated in that 
State; (2) trending these pure premiums to 1982 levels; and (3) comparing these 
estimated fauJt system pure premiums to the year-end 1912 no-fault system pure 
premiums. 

The no-fault States are arranged on this d'lart according to what 
appears to be the most important variable in determining whether a system is in 
balance: the threshold, which sets restrictions on third-party recoveries. 

The States which have a "•" mark in the right-hand column can be said 
to be "not in balance." The savings in those States, from restrictions on or 
reductions ln third-party recoveries, is not as great as the cost ·of first-party no
fault benefits. The closer the "•" number is to zero, the closer the State involved 
is to being in balance. The States which have a 11- 11 mark in the right-hand column 
can be said to be "in balance." 

All three of the States with verbal thresholds only, and three of the . 
four States with high-dollar thresholds, are in ''balance." Only one of the States 
without any threshold and only three of the eight States with low-dollar thresholds 
are in ''balance." 

Conversely, two of the three States without any threshold, five of the 
eight States with a low dollar threshold, and only one of the four States with a high 

( 
\ 

'· 

dollar threshold is not in balance. \. 

Appropriateness of the threshold is not, as the chart might suggest, the 
onl:, factor that determines whether a no-fault system is in balance, but it may 
well be the single most important factor. 

-------
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BALANCE OR I.ACK OF BALANCE IN A NO-FAULT SYSTEM 

ll!.!.!. 
Verbal Threshold 0-lly 
Florida 
Michigan 
Nrw- York 

Cellar Threshold of $1 1000 or M:)re 
Fiwai i 
Mimesota 
Kentuc:ky 
f'lbrth Cakota 

Cellar Threshold of Less than 1 000 
Pennsylvania pealed as of 10 l &4) 
Colorado 
Georgia 
Kansas 
Musac:husetts 
Utah 
C.Onnec:tlc:ut 
Nrw- Jersey 

f'lb-Threshold 
Oregon 
Delaware 
t.iaryland 

Oiange in Personal Injury 
Insurance Co.sts Fran \\hat 
Those Costs lbuld Have Been 
If f'b-Fault rad f'bt Been Law 

-21'6 
-17 
- ' 
+.3'96 
- 2 -2, -1, 
• ,396 
+1' 
+1' 
- 9 
-33 
-13 
+14 
+6' 

- 896 
+17 
+26 

The following fac:tors, 1n addition to the type and size of the threshold, 
may be important considerations in determining \Vhether or not a particular system 
is in balance: (1) maximum level of PIP benefiu; (2) c:ontrols on amount of Pip 
benefits that are to be paid to particular benefit suppliers - e.g., maximum medial 
fee schedules;29 (.3) whejher it is up to a judge or to a jury to decide whether the 
threshold has been met; 0 (4) the extent to which accident victims in a State will 
be so satisfied with the amount of their PIP benefits that they 'llill voluntarily 

ll/ By contrast with the PIP system, no controls are even possible in the Bl 
liability system with respec:t to the reasonableness of costs. The jury makes an 
award and the accuracy of that award c:an not be attacked unless it is so extreme 
as to be shocking. 

30/ There will probably be the time-consuming equivalent of a trial on the point, if 
it is a question of fact for the jury whether the threshold has been met. It is 
interesting to note that all of the States which have classified the question of 
whether a piaintiU has met the threshold as a question for a jury are States with 
no-fauit Jaws that are out of balance or almost out of balance. · 
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refrain from bringing a lawsuit in tort; and ($) controls on the amount of Bf llabillty 
benefits that are to be paid to BI liability claimants - e.g., a maximum on the 
amount that c:an be paid for pain and suffering damages, permission for the 
facdinder to know about other benefit sources available to the claimant so that 
unknowing duplicate reimbursement for a particular loss can be avoided (i.e. repeal 
of the collateral source rule), requirement that PIP insurer be reimbursed for 
amount of PIP benefits paid by llabillty insurer, and conservative juries. 

Whatever the reason (type and level of threshold, one or more of the 
foregoing factors, or some combination that might inchJde other factors), there ls 
no disputing the conclusion that some existing no-fault laws are "ln balance" and 
some are ''not in balance." , 

The data on the following pages make it abundantly clear that the 
characterization in the preceding chart to the effect that 10 no-fault States have 
systems that are in balance and that a no-fault States have systems that are not ln 
balance cannot be faulted. 

After presenting the basic payment data for all $0 of the States for 
both 1976 and 19&3, the following pages set forth the relevant measures for the 
average no-fault· State that is in balance and for the average no-fault States that is 
not in balance, so that the two may be compared. The amount paid out, per 100 
insured cars, in the average in-balance and not-in-balance no-fault State· is also 
compared with the payout in the average traditional State. 

There are four relevant measures, with respect to each no-fault State: 
(a) the paid claim frequency rate for PIP (no-fault) claim payments (no. of PIP 
claims paid per 100 insured cars); (b) the size of the average total PIP payment 
made to each claimant paid; (c) the paid claim frequency rate for BI liability 
claims (no. of BJ claims paid per 100 insured cars); and (d) the size of the average 81 
liabillty payment made to each claimant paid. Only two of these measures (Bl paid 
claim frequency rate and size of average 81 liability payment) are relevant with 
respect to each traditional State. 

• The following chart sets forth all of these measures for all jurisdictions 
for both 1976 and 19!3. 

On the chart, the leners "NL" mun the State involved was a no-lawsuit 
no-fault State during 1983, the letters "AO" mean the State involved was an add-on 
no.fault State during 1913, and the Jetter "T'' means the jurisdiction involved was a 
traditional auto insurance State during all or most of 1983. 

The data in the chart are from ISO/NAirs Fast Track data system for 
the years involved. 

The average of each measure has been calculated for each of the 10 no
buJt States that have been determined In the preceding chart to be "In balance" 
(Florida, Kansas, Kentucky, Ma.ssachusetts, Michigan, MiMesota, New York, No:-th 
Dakota, Oregon, aryd Utat,) and for each of the 8 no-fault States determined to be 
"not in balance" (Colorado, Connecticut, OeJawar~~ Georgia, Hawaii, Maryland, 
New Jersey, and Penn:,ylvania). 



Acc. Y•ar 

1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
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NEW JERSEY DEPART"ENT OF INSURANCE 
PRIVATE PASSENGER AUTONOBILE 

APRIL. 27, 1988 

Total Earned Earn•d 
Expo•ure• Expo•ure• Vol. X 

2,144,604 2,006,061 93.5X 
2,199,964 2,057,960 93.5X 
2,321,101 2, 151, 858 92.7X 
2,471,114 2,253,917 91.2X 
2,!546,168 2,267,933 89.lX 
n/a n/a 

2,786,836 2,404,698 86.3X 
3,161,823 2,823,212 89.3X 
3,172,628 2,814,214 88.7¾ 
3,179,461 2,701,235 as.ox 
3,391,897 2,661,365 78.SX 
3,437,768 2,499,331 72.7X 
3,503,929 2,409,827 68.SX 
3,454,975 2,263,793 65.5X 
3,649,206 2,362,596 64.7X 
3,621,726 2,2!50,355 62.lX 
3,668,879 2,237,431 61.0X 
3,630,838 2,124,787 58.5X 
3,804,326 2,133,867 56.lX 
3,918,898 2,098,393 S3.SX 

Sources Coapilation• 0£ •xp•ri•nc• ISO l NAII 
DOI work•heet• (67-71 l 78-81> 

Not•• ISO 1986 •xpo•ure• preli• inary 

Earned 
Expo•ur•• AR ¾ 

138,543 6.5¾ 
142,004 6.5¾ 
169,243 7.3¾ 
217,197 8.8¾ 
278,235 10.9¾ 
n/a 

382,138 13.7¾ 
338,611 10.7¾ 
358,414 11. 3¾ 
478,226 15.0¾ 
730,532 21.5¾ 
938,437 27.3¾ 

1,094,102 31. 2¾ 
1,191,182 34.5¾ 
1,286,610 35.3¾ 
1,371,371 37.9¾ 
1,431,448 39.0¾ 
1,506,051 41. 5¾ 
1,670,459 43.9¾ 
1,820,505 46.5¾ 

ISO 1985 vol. Prudential expo•ur•• taken £rem company 
control• 
ISO 1973 expo•ure• per phone call £rom Ken Potavin 
NAII 1986 vol. Prudential expo• ure• e • timated 
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INSURANCE SERVICES OFACE 
RATES 

100.00 EQUALS 1973 RATE LEVEL 

YEAR CHANGE 
RATE LEVEL 

I I .. 
1973 100.00 
1974 +3.3'1> 103.JO I I aa 
1975 +18.3'1, 122.20 
1976 +20.3'1, 147.01 
1977 +14.4'1, 168.18 I I aa 
1978 +11.1'1, 186.85 
1979 +11.9'1> 209.(11 I I -
1980 +ll.7'1> 233.55 
1981 +12.6'1, 26297 I I -1982 +15.0'1> 302.42 
1983 pan) +7.0'1, 323.59 
1983 Jwic) +5.4'1, 341.06 I I ,_ 

1984 -0- 341.06 
1985 -0- 341.06 I I ta 
1986 -0- 341.06 
1987 -0- 341.06 

I I -• In Sc.':tember 1987, ISO was pited 
severa rule changes which provided 3.4'1, I I • more premiwo, but basic rates were not 
changed. 

BASIC RATE LEVEL CHANGES 
SINCE THE INCEPTION OF NO-FAULT 

1/1/73 TO 1/1/88 

73 74 75 78 77 7• 71180818283831H 85 •a • 7 
YEAR 

LEGEND 

-RATE 

... 
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Differences Beaieen Rates of the 
Insurance Services Office 

and the 
New Jersey Autatebile Insurance Plan 

Prior to January 1, 1984, the market for those .individuals that cx,uld 
not obtain aut:alDbile insurance \lillllS called the New Jersey Aut:an::)bile 
Insurance Plan. 

~is market had been in existence since the 1940's. starting in the early 
1970's the rates for this market were established ao that clean risks 
wiould pay similar rates to the largest voluntary market for the liability 
cx:,verages. 

Sane differences existed for the physical danage rates. In the New Jersey 
AutarDbile Insurance Plan clean risks wre clasaified as SUpplanent 2 
risks. 'flle base rates (thoae rates that apply for an adult operator that 
doesn't use their car in 0Cllllllting to and fran world, were established at 
the same base rates as approved for the Insurance Services Office. 

'flle New Jersey AutaTd:>ile Insurance Plan had another 9UFPlanent called 
SUpplanent 1 that applied to surcharged riaks and those risks that did not 
qualify as a •clean risk.• '!he liability rates for SUpplement 1 were 
established at 10 percent above the SUpplanent 2 liability rates. 

In additicn to the differences in bue rates t:he1'9 wre alao class 
differences between , the New Jersey Auta!Dbile Insurance Plan and the 
Insurance Services Office. 'ftle New Jersey Auta!Dbile Insurance Plan had a 
class plan where different class relativities applied for the liability 
caverages, cxnprehensive, and then collision. '!his class plan \lillllS based 
upon the pz:edecesaor to the ISO class plan. 

'flle table below ahclwa that the differences by coverage range fran 2. 8 
percent for liability to +34. 7 percent for oollisicn coverage for those 
risks rated under SUpplanent 2, the supplement for clean risks. 'l11e 
SUpplernent 1 or surcharged risks had rate differences ranging fran +13.1 
percent for liability to +83.2 percent for colliaicn. 

Rate Differences Between 
Insurance Services Office 

and 
New Jersey AutalDbile Insurance Plan 

Liability 
Collisicn 
C,arprehensive 

Clean Risks 

Percent 
Difference 

+ 2.8 
+34.7 
+ 8.1 

Surcharged Risks 

Percent 
Difference 

+ 13.l 
+ 83.2 
+ 17.7 

Note: Differences include effect of class plans and base rates. SUrcharge 
differences are excluded. 
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SUrchuge Systen 
under 

New Jersey Autald>ile Insurance Plan 

Under the New Jersey AutalDbile Insuranoe Plan a different aurcharge system 
operated in the voluntary market. 

'!!II! biggest difference in the surcharge systans dealt with ocnvictiats for 
traffic violatiau1. llu.le in the voluntary llllrket surcharges were not 
applied for traffic ocnvictiau1 unl•a they led to auapenaiat of a license; 
in the AutalDbile Insurance Plan surcharges applied for aocmul.atiat of 
points under a B)t0r 'Vllhicle mcard as wll as wrous other viol:atiau1. 

SUrcharges applied for 11 specific driving behlm.ara including: 

1. Driving under the influence of intax.icating liquor or narcotic drugs. 

2. Pailinq to step and report man involved in an accident. 

3. Assault or hcnicide ariaing out of the operatiai of a DDtar vehicle. 

4. Operating a IIDtar vehicle without an operator or chauffeur's license, 
or operating a IIDt0r W!hicle without a registratial. 

s. Pennitting an unlloenaed peraai to drive. 

6. IDaning an operator•• licenae to an unlicensed q,eratar. 

7. a,t;aining a liomwe or ragiat:ratiai through deoapUai of any kind. 

8. Rec::kl•• driving. 

9. Accmulating 6 or mre B)t0r whicle points under New Jersey IIDtOr 
vehicle laws within a 36 11a1th period. 

10. A cmulatial of 12 or mre DDtar vehicle p:,ints as defined by New 
Jeraey motor vehicle law within a 36 naith period. 

11. Driving a mtor vehicle 'lllhile being inpired by intoxicating liquors 
or narcotic drugs. 

In additiat to the list above, a surcharge is also applied far: 

1. Individuals who are ccnvicted resulting in the requi.rmant of filing 
evidence of financial respcnsihility. 

2. cawi.ctian for any 111:Wing traffic violatioo which resulted in the 
operators license being suspended. 



9lbe rating systan of the AutarDbile Insurance Plan also produced · higher 
surcharges. Ihm examined a1 the basis of their earned pranians, the 
surcharges anr,unted to 37. 61 of the liability pranims excluding surcharges 
and 18. 81 of the physical danllge earned premims excluding surcharges, for 
those insureds in the surcharged supplement (SUpplall!lnt 1) • 

/, 
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STATE OF NEW JERSEY, ~t-1~;,.,___ 'Of FICIAL NEWS RELEASE L~'!!i:~ 
· .. t~·.· _DEPARTMENT OF INSURAIJCE -.~•: Phont:. lr :nion 1609) 292 5363 

r JAMES J. SHEERAN Comm,u,oner For intonnation contact: 1homas J. Hooper 292-6499 

TRENTON - State Insurance Commissioner James J. 
"· r Sheeran announced today that an increase of~~r 

cent in the total auto insurance premium paid by New 

Jersey drivers, now $1.3 billion a year, is required 

to offset mounting losses and to assure the continuing 

availability of coverage. 

H,-,wever, the commissioner added, instead of a 

percentage increase, which would impose disproportion

ate burdens among policyholders, he has approved an 

increase to be distributed across the board as a tlat 

additional charge per car. 

The additional charge will be $30 per car to~ 

those with the minimum liability coverage plus ano

ther $4 for those with comprehensive coverage and 

$8 tor those with collision coverage, making the 

total $42 for cars with full coverage. The charge 

will be slightly higher tor cars with increased 

11 mi ts of liability. 

Th e c'h a r g e is m a d e n e c e s s a r y , S h e e r a n s a i d , b y 

a continuing pattern of increasing losses in the 

New Jersey Automobile Insurance Plan, which is the 

assigned risk mechanism for the state. The charge 

- H O R E -
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will apply to all cars, including those in the vo

luntary market and those in the assigned risk. It 

is expected to generate an additional $149 million 

in premium per year, which is 11.6 per cent of the 

total premium now paid by New Jersey motorists. 

Although the assigned risk mechanism was origi

nally intended for drivers with poor records on the 

road and those with a high risk potential, the NJAIP 

has grown to a record number of about 1.2 million 

drivers, more than one out of every four drivers in 

the state. Of these, about 800,000 hive good records 

and, under ordinary market conditions, would obtain 

their insurance directly from the companies without 

having to go through the NJAIP. 

However, tor the last several years, the compan

ies have been restricting their voluntary writing& 

to the point where the voluntary market has virtu-

ally dried up. The companies• refusal to take on 

new business voluntarily is an expression of their 

dissatisfaction with the state's tight control of 

the rates, which they have long regarded as inade-
• 

q•.1ate. 

Because there are good drivers in the plan, the 

NJAIP is not permitted its own rating system for 

the mandated liability coverages. ln_stead, it is 

- M O R E -· 
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~equired to use the rates approved for the Insurance 

Services Office a rating bureau for about 200 com-

panies. However, drivers with records of chargeable 

accidents and motor vehicle violations are heavily 

surcharged. 

Despite the state's 

plan has regularly asked 

rating system, its most 

policy on NJAIP rates, the 

for approval of lis own 

recent application requesting 

a rate increase of 78.S per cent. 

"It would not be fair," Sheeran said, "to approve 

a separate 

part 

rating 

of the 

system 

burden 

for the NJAIP and put a 

great 

good drivers in the plan, 

of assigned risK losses on 

who shouldn't be in the 

plan at all. 

"These losses must be spread among all the dri

vers in the State, voluntary and assigned." 

Sheeran also pointed out that an unrelenting 

inflation in the costs of the things auto insurance 

pays for---doctor and hospital bills and auto repair 

and replacement---have created a steady upward pres

sure on the rates . • 

Substantive relief from the effects of an un

set t 1 e d mark e t and soar i n g r a t es must await 

action on the legislative reforms proposed by the 

adminstration,. Sheeran .said. 

- H O R E -
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The additional charge will be effective November 

l 9 f o r a 1 1 n e w p o l i c i ·e s a n d J an u a r y 1 , 1 9 8 1 f o r re -

newal policies. 

# # # # # 
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·sTATE OF NEW JERSEY 
"'.:~ ... ~ ... _-;· .. 

,n·:-~n., ~1.i:( OFFICIAL NEWS RELEASE .. · ..,_ ', . ._ .. 
OEPARTMENT OF INSURANCE ~ 

Joseph F. Muri:,hy. CommissionerFor infcmnation contact: 
Phone: Trenton (609) 292-6499 

1halBs J. Hooper 

P:01 IELEASE -~~'n; .. '.':'.~l.4,. 1983 

~ - The failure of the Legislature to enact pendil"@ auto insurance 

cost containnent measures has made it necessaey to accept the rec..amwrdation of 

an admi.nistntive law j\dge that an additional charge be added to the insurance 

prerni.\111 of eveey insured car to meet IIIIU'lting losses, State Insurance Carmi.ssioner 

Joseph F. M.Jqily said today. 

However, instead of the $44 to $S8 per car charge recannended by Adminis

trative Law Judge Diana C. SI.Movich after an extended public hearing, etlrphy said 

he would appTOVe cnly a chaqe of $19 per car for those canyi.1"@ the mandated 

liability and wu~ motorist cave~ges and an additional $14 for those cars 

with c~ive ard collision coverages, a total of $33 for those with full 

coverage. 

He added the new charge would be effective June 1 ard suggested that praq:,t 

legislative action CQ~COSC"'.~TOl' ·could lead to a reduction or _elilltnatioo ot the 

cha-rge. 

He said that llff'J cost savil"@s likely to result ban enactment of cost 

control legislation cculd be quickly calculated in accordance with stamard . . 
• procedures an:! used to offset the additional charge per car in lllhc>Ie or in part. 

At the same time, ~ also announced his approval of a 15 per cent 

increase for State Fann ~ual Autanobile Insurance Calpariy, the state's second 

largest auto insurance caffi.er. It is the tirst increase for State Farm since 

August 14, 1981. 
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M.Jrphy noted that the constantly incnasing cost ot auto insurance in 

New Jeney , i.mse ·1110tor1sts now· pay the highest average rates in the count~, 

is a result ot New Jusey' s overly genenus No-Fault law. He said the only 
. 

way the rates can be brought down is to stem the outtlow of insurance payments, 

particularly in cases lllhere injuries are minot",and through placing a ceiling 

on medical payments and rooting cut fmu:1. 

These goals can be reached, he added, by enactment ot the two pending 
, 

bills, A-1747, 1inch would increase the No-Fault threshold to $1,500 and es-

tablish a schedule of maxi.nun medical benefit payments, and A-1719, vu.ch would 

~r the Departnent of Insurance to investigate cases of suspected trau:i, 

which is estimated to siphon off as nuch as 15 per cent.-of the insurarce.dollar. 

"It is not unreasonable to conclude that the passage of such legislation 

would pJ:Dduce substantial savings ,in. 1 cur reparations syste.n,'' ~ said. 

The use of a flat additional charge per car, wh:ic:h is referred to as a 

policy constant,ws introduced in November, 1980 as a means ot otfsetting losses 

in the New Jeney Auta11>bile Insurance Plan (Assigned Risk) . It ws set then 

at $30 tor the liability coverages and $12 for ~rehensive and collision 

coverages, a total of $42. 

The additional charge approved today will be added to the exis;ing policy 

constant, which will new range tran $49 for the liability coverages to $75 per 

car for full coverage. It is charged to all cars, both voluntary and assigned 

risk. 

Under tnaditional practice in New Jersey, the Assigned Risk Plan is noc 

pennitted its own rating system. Instead, it nust use tor the liability coverages 

the rates approved for the state's major rating bureau, the Insurance Services 

Oftice, tut it is pennitted to ~se heavy surchaqes tor motor vehicle violations· 
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The t"e\.;aDnendaticn tor an increase in the policy constant ms made by 

ALJ &Kovich aftel' an extended hearing last year en a petition by the Assigoed 
.. · . 

Risk Plan and State Fmm, lilhich sought a detemination that the Plan 111115 entitled 

to anting system based on its own expen,.ence. 

The aam.nistnative law judge njected the contention b.lc agreed that the 

contin.Jing losses in the Assigned Risk Plan recpi.nd an increase in the policy 

constant. i , 

~ said that he 111115 able to reduce the nccmnended $58 charge to a 

?"8nge of $19 to $33 by applying as an offset the seven pel' cent increase appt"OVed 

for most of the cmpanies last Jaruary 10 and also taking into account the effect of 

canbining both assigned rlsk and volmtary experience in determining vobmtary 

mtes. 

'lhe new chaqe will yield about an additional $110 million in premiun on 

a yen-ly basis. 

The State Fam incnase will yield an adclitianal $17 million in anrual 

premi\.111. State Fann insures about 10 per cent of the voluntary market, or 260,CXX> 

cars. 
I I I 
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STATE OF NEW JERSEY OFFICIAL NEWS RELEASE 
DEPARTMENT OF INSURANCE 

Josel)h F. Murphy. Commisa10ner 

Phone: Trenton (609) 292-6499 

For- lnfor-mation Contact: Thomas J. Hooper-

FOR RELEASE .......... 0.,i:.~~.r-... 16,.J9~3 

TRENTON - State lnsur-ance Commissioner- Joseph F. Mur-phy today rescinded 

his conditional appr-oval of a r-estr-uctur-ed r-ating system for- auto insur-ance that was to take 

effect Januar-y 1, 1984, and or-der-ed the companies to make new filings that would identify and 

tr-eat separ-atel y the "pol icy constant," or- surcharge, of $44 for- the I iabi Ii ty coverages and 

an additional $26 for- collision and compr-ehensive cover-ages, a total of $70. He emphasized, 

at the same time, that this action does not affect the overall state rate level. 

Murphy said that the pol icy constant, which was intr-oduced in 1980 to help offset 

losses in the r-esidual mar-ket (assigned r-isks), was blended into the r-ating system in the rate 

fi I ings made by the I nsur-ance Services Office, a r-ating bur-eau for most of the compariies 

doing business in New Jer-sey,and the independent companies. The blending r-esulted in a 

distr-ibution of the policy constant by ter-r-itor-y and classification, which means that some 

insureds wou:d pay mor-e than the maximum $70 and other-s less, since ratl!s var-y by territory 

and classification (age, sex, marital status, etc.) 

Murphy's or-der- to the companies dir-ects that policyholders who have already 

been billed for- policies r-enewing after Januar-y 1 shall be notified that the premium quoted 

is an estimated pr-emium only, subject to er-edit or debit adjustments after the new rate fit ings 

have been appr-oved. 

The r-eetr-uctur-ing of the r-ating system was mandated by the pr-ovisions of 

Assembly Bil I 1696, a compr-ehensive refor-m measur-e that, among other pr-ovisions, pr-ovides 

for- the r-eplacement of the cur-r-ent assigned risk system by a new mechanism known as the 

New Jersey Automobile Full Insurance Underwriting Association. A-1696 also mandates 

a "capping" procedure, which narrows the difference between the highest-rated and the 

lowest-rated drivers, and an expense flattening procedure. The rating system has to be 

-MORE-
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r"estructured to reflec:t these provisions of A-1696, which, in its original form, did not 

specifically address how the constant was to be treated in making these changes. 

After giving his Qu:il ified approval of the restructured rating system last month, 

Murphy received an application by the lhderwriting Association for an additional per car 

surcharge or Residual Market Equalization Charge (RMEC) of $66 for the liability coverages 

and $12 each for coll is ion and comprehensive, a total of $90. Murphy sent the c1ppl ication 

for the additional surcharge to the Office of Administrative Law for a public: hearing before 
. ' 

an administrative law judge. One of the matters to be considered by the law judge will be 

the proc:,riety of allowing the insurers to collect and retain the e>eisting policy constant on 

voluntary market policies. 

The $90 RMEC and the $70 policy constant are also the subject of legislation 

which .has just passed the legislature and has been sent to the Governor. It precludes the 

companies from collecting any RMEC during 1984 and mandates that the policy constants 

collected in the voluntary market be given to the Underwriting Association to help offset 

anticipated losses. 

Murphy's ac:tlon in removing the policy constant from the classification and 

territory system will make it easier to implement any recommendation made by an 

Administrative Law Judge or law enacted by the Legislature. 

# # # 
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S\Jmm:y of Private Passenger Autcm:lbile 
Classificaticri Hearing 

In 1978 Carmi.ssiooer James J. Sheeran gave notice to private 

passenger aut:ald>ile insurers that a hearing wculd be held to inquire 
.1 

into the accuracy and validity of lll!thodo1~ies UNd by cxq,anies in 

calculating private passenger autarl:lbile rates. '1hia inquiry included 

investigaticris of: 

l. Rating factors based cm age, aex, marital status, and place 
1. 

of residence of the insured. 

2. Methods of oanbining such factors and the carpitaticri of 

final rates. 

3. Rating factors reflecting the driving record and experience 

of the insured. 

4. Prcoedures governing the distributicm of a:npany overhead 

and other expenaea ancng p:,llcyholdera. 

S. Cblputaticm of rates far senior citizens. 

6. c:tq,utaticm of rates far CXlffllltera relying exclusively cri 

achitted driving distance to work. 

7. Physical dmnage classificaticms based cm market value of 

the insured autarl:lbile without reference to its damage ability or repair

ability. 

8. Methods of sharing the residual market 00&ts. 

As a result of this inquiry, conferences were held cm December 

l. 8, and 15 of 1978, to prepare far foi:mal hearings 'Which began cm 

January 24, 1979. 'l!1e final day of testim:ny occurred Almoat me year 

later oo Decanber 20, 1979. 
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'!'his hearing produced thousands of pages of transcript and 

docmentacy exhibits produced by 60 different witnesses. It took the 

Department staff thousands of murs to review and analyze the material 

resulting in a final report in .April 1981. 'lhis remains the m::,st 

exhaustive analysis of this issue dale to da~,' 
'lbis rep:>rt highlighted the fact that insurance rates for an 

identical car ranged fran $2,500 to $258 for insurance for the same 

vehicle. '1he differences in· rates were due solely to the ~if ferent 

territory and age, sex, and marital status of the insured. Doth risks had 

an identical clean driving record. '1he rating systan created 234,360 

different rates for identical coverage. 

'1he report ocncluded that there would be advantages to a 

classificaticn system that grouped and rated drivers primarily en the 

basis of how well, how nuch, and mere they drove. 'lhis neans there 

shcw.d be incentives to avoid claim costs and to inprove cne' s awn 

relative rate by taking driver training couraes, driving less, obeying 

traffic laws, and avoiding accident involvanents. It IIIBB concluded that 

the rating systana did not wmtt this wy. "1lile the systans in use had 

surcharges for driving inexperience and accident involvanent and they had 

discounts for driving training courses, fat rating systans used annual 

mileage u a criteria and mst of than did not include m::,tor vehicle 

convictions. 

Insurers defended the relative pricing techniques as rationale 

in scientific means of predicting the expected claina of every group 

of policyholders. However, limited evidence a1 the origins of the 

classificatiai system suggested that the purpose was less to provide 

predictive accuracy than to provide a shortcut for identifying and 
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catpeting for the bisiness of a nDSt favored group of p:>licyholders. O'le 

of the ccnclusia'lS is that oarpanies CXJrptted for the business by t.J:ying 

to identify and attracting preferred risk cust:aters rather than on the 

basis of their own operating efficiencies and overhead costs. 'n1e efforts 

of insuranc:e cmpanies to beoane DDre sel~ve and refined cnl.y began 

after World war II. Many 

respoooed to CXITp!ti tioo fran independent insurers with direct marketing 

methods and lower expenses. ·~ is no evidence oo haw the demogtai::ru.c 

variables of age, sex, and ;111!lrital status were chosen to identify the 

range of differences in risks. It 'W8S ocncluded that the choices arrnng 

alternatives were mtters of judCJIIBl'lt. 

Insurers justified these pricing systems oo the basis of their 

perfoxmance. It ws ccncluded that sare classificatioo variables are 

irremediably defective while others should be m:xlified to insure fair and 

IID1'e accurate pricing. It ws also caicluded that there was need to 

refom the pricing methodologies used to oanbine informatioo fran many 

classificatioo variables into finAl expected claim payments and ccnpany 

expense elements for different p:>licyholders. '!be report highlighted haw 

the youthful populatioo is divided and subdivided into nr:,re than 90 

percent of all class and territory oanbinaticms while they ooly represent 

20 percent of the market. It p:>inted out that the class experience for 

many of these snall classes fluctuates widely over different review period 

while experience for large classificatiau;, such as adult operators show 

l"lllch snaller fluctuatioos. 

'!be rep:>rt explained that a large nunber of the New Jersey 

territories do not operate as separate self-caitained driving enviroml!nts 

because in the insurance system accidents are assigned to the territory of 
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where a car is garaged. In 7 out of New Jersey's 27 territories, drivers 

were involved in JIIJI'I! accidents outside their hate territory than within 

it. In 15 of the 27 territories less than half of the drivers involved in 

accidents were bane territory drivers. Using 1970 census data it shows 

that a journey to work patterns .indicated ~t in 17 of 27 territories 

JIIJI'I! than half of the drivers traveled to work beya,d the territorial 

boundaries. 

'flus report pointed. out better ways to classify Jll1l ti-car 

cliaoounts, suggested the uae of mileage and pointed out incalsistent rules 

of the then present merit rating plans operated by acme insurers. 

'1hls report also dealt with the issue of expenses. It pointed 

out that expenses were paid roughly as a percentage of premiun which 

mant that the expense -=iunts paid by different policyholders varied 

dnmatically. It pointed out that a 1978 task force of the National 

Aaacx:iatiai of Inauranoe camd.ssicmers CCl'lcluded that expenses should 

not be preS\ffl!!d to vary with class or territorial relativities based m 

losses and recumne11ded that expense categories be reviewed individually 

by regulators to cJetetmine which varied with clainll and which are .incurred 

independently of claim oosts. For many categories of insurer expenses 

the hearings failed to docmant that different policyholders generate 

different levels of expenses in direct portioo to their losses. 

'lbe mport also concluded that since the rate classificatiai 

involves many tradeoffs bebleen equity for groups and equity for 

individuals that rate relativity should be tarp!red, which means reduced 

to minimize overc:harges to individuals. 

'!be final msult of this hearing was the Ccmnissioner's order 

prohibiting the use of age, sex, marital status, good student status, 
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principal or occasiooal operator distinctions, it ordered that geogra

phical classificatioo ahall be redrawn to reflect a.moon rationale 

S\J.R)Orted by inperical proofs relating to traffic pattema, driving 

enviraltlents for territory residents, and avoid abrupt rate differences 

between CXX'ltiguous areas. It ordered ~,:t'i1111aUate inplementatial of 

data collectioo procedures incorporating voluntary and aecatdary market 

experience and required that all filings in S\JAX)rt of classificatioo and 

territorial differentials had 'to be supported by statewide data a, losses, 

claims, and exposure counts;• It further ordered that a proportioo of 

producer a:mnissioo had to be allocated evenly among policyholders, it 

temi.natsd the applicatioo of inexperienced operator surcharges to drivers 

under 21 and found the proposed vehicle aeries making mxlel year rating 

prcgx• 11S produced rates that wm excessive and unfairly discriminatoey. 
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Conclcsien: Preciu= differences amonE states can b~ partially 
e>."l)lained in a statistical sense by difhrences 
in traffic densities an~ nonfa:al injury rates. 

Table 10 also sh°"•• the pure loss ratios for the states included in 

the comparison. The pure 1011 ratio is the percentage of the total 

premium dollar that is paid out as lo11e1. The.national average pure 

loss ratio is 70.2, meanina that 70.2 percent of auto in~urance premiums 

are used for 1011 paymentt natioDVide. The ot·her .29.8. percent goes for 

company operating expenses and profit. Nev Jersey's pure 1011 ratio 11,' 

the highest in the nation, 86.S percent. 

Caution should be exercised in interpreting the pure 1011 ratio for 

Ne~ Jersey. The reason is that the ratio is largely based on the 

companie1 1 estimates of lo11es that have not· yet been paid. These 

Uti1111te1 are often wrong, and some experts believe that the Hew Jersey 

estimates are too high. An adverse psychology has developed in the 

insurance business concerning the New Jersey auto insurance market~ and 

the companies tend to react to &II)' development concerning New Jersey vi.th 

the utmost pessimism. In addition, 1ocie,expert1 suspect that the 

coc;>anie s are deliberatel)• overreserving in Ne"' JerH)' in ordu to provide 

su?port for their position on the auto insurance reform issue, Such an 

allegatioh ii difficult to prove; indeed, it is difficult to prove that 

overreserving exists at all, given that loss payments for any year's 
I 

coverage stretch out over a five to seven-year period. 

E,•idence that became available in connect ior: "'ith the rec•nt State 

r'a-:-r. M.1tual ra:e filing sho1o•ec clearly that this particular COffi?&ny had 

consiste~tly o,•ere stimated losses at first report (i, e., soon after the 

.J" 

e~d of any given yea~) for the five years 1975 through 1979. These results 

are sho~n in Table 11, "~ich· presents the ratios of loss estimates as of 



Year 

1975 

1976 

1977 

1978 

1979 

Average 
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Table 11 

State Fann Mutual 
R.atioa of Initial (12 Months) 

Estiaated Incurred Losses to June 30, 1982 Est:iJDate 

Bodily Property Personal 
Injury Dama1e Injury,.· 

Liability Liability Protect·ion Comprehensive 

.865 .899 .613 1. 057 

1. 032 1~049 .660 1.056 

1.293 l.100 .925 1.000 

l.197 1.032 1.108 1.072 

l.106 1.026 .862 1.088 

1. 099 l. 021 . 91'• 1.055 
----;,-

33 

Collision 

1. 17'4 

1.212 

1.188 

1.209 

1.228 

1.202 
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::-.t ::..:-st repe:-c to the estimates as c! J1..:r.t 30, l9E: for eac~, of tht ~·ears 

19i5-l979. For u:cplt, the bodily ir.jury liabilit:· ra:io for 1979 is 

1.106. This weans that the com;>any 1 s initial estima:e of its 1979 losses, 

~~ich ~ould have been reported early ir. 1980, ~as 10.6 percent higher than 

its estimate of 1979 losses as of June 30, 1982- Thus, the company had 

re\'ised its estimate of that. year's losses dovnvard in the years folloving 

the first report. The 1110re recent·estimate can be considered more 

accurate because more of the 1979 claios had been paid by June 30,. 1982 

than in early 1980. 

On the a\'erage, State Farm overes:imated loues on its New Jersey 

business for four of the five principal auto insurance coverages during 

the peri~ 1975-1979. Bodily injury liability vu overestimated 9.9 

percent, propert)· damage liabilit~• by 2.1 percent, ~omprehensive by 

5.5 percent, and collision by 20.2 percent. Personal injury protection 

was underestimated by about 9 percent. A weighted a,•erage indicates that 

incurred losses vere overestimated by about 8 percent overall for the five

year period as a whole. This would ha\'e made the co::;>any 's reported loss 

ntios ;oo high durins that period. Fer u:cple, if the reported loss 

ra:io had been .SO, the actual ratio ~ould ~ave beer. .7~. (It is not 

correct just to deduct 8 percent from the ratio; e~planation available 

fro: the autho:-s on request.) If O\'er:-esen·ing is p:-esent throughout the 

inc:ustT)"j• the 86. 5 percent ratio reporteci by Best's clearly is higher 

t~a~ the actual ratio. 

Conclusic~: !he pure loss ratio :or c~to insur£nce in Ne~ 
Jersey is ciuite higr .• :-:c;.•eYer, t:-.e t:-ue ratio 
cay be less if ins~rcnce coc;;ar.ieE tend to 
overestim&te loss ccsts i:-. l,e1.· Je:-sey, 

?;e1.· Jersey also is alleged to be the lust pro:iable (or most 

u~p:-o!itablt) state in the nation in ~~ich to ~rite auto insurance. A 
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:-ece:-:: issue oi Best's lns-..::-ancE- l-!a:.acet:1H,: Re-:,or:s calcuht£-s the industry

~ide lo~ses of Ne~ Jersey auto insurers for 1981, Best's calculations 

are presented in table 12, along vith re\•ised calculations prepared by 

the authors o! this report. Best's figures sher..• auto insurers losing 

19.8 percent of earned premiums on their New Jersey business. Our revised 

calC\llations show a nuch smaller loss, 5.6 .percent. 

There are four major differences vhy our calculations give a higher 

profit (lo,..er loss) than Best's: 

(l) Reported losses are artificially high due to inflated .reserves. 

In the revised calculations, incurred losses ha~e been ieduced to correct 

for an assumed 8 percent overestimate, based on the State Fat111 data 

presented above, 
-1 

(2) Cozz;,an)' general expenses and other acquisition expenses are over-

stated relative to other states. The reason is that the ~se of Best's 

percentage expense charges for these items has the effect of overstating the 

expenses actually incurred on Ne,.. Jersey auto business. Best Is estimate of 

these expenses amounts to 11.8 p~rcent of premiums, a figure that is equal 
' 

to the national expense rate for these items for all stock and ~~tual compa

nies, Thus, nationally, it costs coc:zpanies 11.8 percent of the national 

a\•erage premiuc of $274. 79 to administer one policy, i.e., $32.43 per pol~cy. 

It shoulc not cost much more than this to acicinister a policy for a Ne"' 

Jersey policyholder. Ne\.' Jersey does have higt-;er claics e>:penses but this 

is ireflected in the loss component of the p;-ecium. No eYidence e>:ists 

tha: J,e\.· Jersey policyholders cost the COC:Jc:-.i1:s more in adcinistrative 

e:-:pens1:s, l,£-v1:r:h1:l1:ss, B1:st 's calculatio:-:s i::::;ily: that th:e aYerage Ne"' 

Jer~ey policy costs 11.8 percent.of $411.90, or $~8.60 to ad~inister. 

J..ctually, the l,e\.· Jersev v:pense ratio sho".Jlc be $32.43/411.90, or 7.9 . ' 

percent. This is based on the assumption that it costs the s2me amount 

\., 



Pt 

~I Ill 
H 
IQ 
H 

R 
JtJ 

• bl • 0. 

., 
~ 

.,;,,J • • 
,.,..., ...... . ,-

Table 12 

Est tmntion of Underwriting Profit or Loso on New Jeroey 
Auto Insurance Duolneaa: 1981 

Deot'a Colculntlono 
~~--- 7. w 

Direct l~Arnr.d Premiums 1,593 ,t.29 100.0 
Direct Incurred Loss -1,378,599 86.5 
Incurred 1.1\F. - 208,lt44 13.1 
Comnisaion & Brokerage Expense - 166,832 10.5 
Other Acquisition Expense - 109,150 6.9 
Genernl Expense - 77,919 4.9 
Taxes, Licenses & Fees -
Underwriting Goin or Loss 

42.545 _bl_ 

Defore Inv,?st. Inc. & Dividends to Policyholders - 390,060 -24.5 
Dividends to· Policyholders - 19.529 -1d 
Umll'rwrl t:I 11g Gnl.n or lAJttA Or.fore Inveot. Income - t,09, 589 -25.7 
Investment Income + 93,534 5.9 
Undc-rwriting Goin or Loos After Invest. Inc. - 316,055 -19.8 

Revloed 
F.otlrMtce C 

100.0 
80. lb 
15.0 (12. 0) 
10.5 

7.9 

--1.tl 

-13.2 
_h1., 
-14 ·'• 

8.8 
- 5.6 

Source: A.H. Best Co., Best's Insurance Mnnogement Reports (Oldwick, N.J., October 11, 1982). 

R 
Percentage of direct rremiums corned , 

h 
Percent of incurred losses • 12.07. of premiums.-

c Cnlculnted by the authors as port of the present study. 
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:o ac:ini~:er a Ne~ Jersey policy as to aci=.!.::is:er a policy ori~inatinr 

in any other sate. Although this cay net be pre-cisely correct, it is 

closer to the truth than Best's assuc;,tion. 

(3) The in,·estment income allo'l.'ance uud by Best's is too conserva

tive. Actually, investment income would amount to 8.8 percent of premiums, 

not 5.9 percent. The calculations leading to our figure are complicated 

and, therefore, are not included in this report. Details are, of course, 

available on request. 

(4) Incurred loss adju~tment expenses are mutated. They should be 

exp:essed as a percentage of incurred losses rather than premiums because 

loss adjustment expenses are attributable to the loss settlement function. 

Nationally, for all stock and mutual companies vriting private passenger 

auto insurance in 1981, the ratio of .incurred loss adjustment expenses to 

incurred losses was· .15 (Best 1 1 Aeereeates and Jwerues). This translates 

into 12 percent of earned premiums rather than the 13.1 percent used by Best's. 

As mentioned above, our· estimate shovs that l1ew Jersey auto insurers · 

lost money at the rate of 5.6 pe'rcent of earned premiums in 1981. Since no 

allo~ance has been made for profit, the actual premium deficiency in 1981 

vould be greater than 5.6 percent. Thus, New Jersey policyholders would 

have- to have paic! more than $411.90 in order· for auto insl.lrers to earn a 

fair rate o! re:urn for risk bearing. !his fincing gives added em;:,hasis 

to the need for auto insurance re fore. ?.o'I.Jever, because there have been 

substantial rate increases since 1981, it is no: clear that the companies 

are losins rncney at present. 

Conclcsio~: ~ew Jersey auto inscra~ce pre:iuos in 1981 wer~ 
too 10"1.• to pro,•ide ins~ra:-:ce cc::;>a::ies a: fair 
rau of return. ?.0"1.·n·er, tht- ceficienc)· is much 
sci&ller than insur&nce inc:us:ry socrces suggest 
and substantial ratE increase~ have been granted 
since 1981. ' 

\,. 
1 • 
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FREEDOM OF CHOICE AND COST CONTAINMENT ACT 

The optional cost-saving features became fully effective July 1, 1984. 

Higher Tort Threshold 
The motorist may limit his right to sue 

beyond the statutory $200 medical expense 
ton threshold. The higher threshold was 
originally $1,500 but is adjusted for infla
tion. According to data collected Jan. 31, 
1988, 33.8 percent of all private passenger 
automobiles were so insured. 

PIP 
Medical 
Exr,enses 
On1v 

The no-fault 
portion of auto 
insurance not 
only provides 
first-pany medi
cal coverage but 
also will reim
burse $100 per 
week of lost 
wages and $12 
per day of neces
sary personal 
services for a year, plus a $1,000 funeral 
expense. Under the optional coverage, only 
medical coverage is provided. According 
to data as of Jan. 31, 1988, 5.4 percent of 
all private passenger automobiles were so 
insured. 

PIP Deductible 
Motorists can stop paying for coverage 

for the first $500, $1,000 or $2,500 of 
medical expenses. Their health insurance 
carrier can be made responsible for that, 
within the limits of the health insurance 
company's own deductibles and copay
ments. This took effect early, on December 
3, 1983. According to data as of Jan. 31, 

1988, 9.8 percent of all private passenger 
automobiles were so insured. 

Set-off Provision 
For a lower premium, a motorist can 

promise that if he sues for "pain and suf
fering" and wins, he will reimburse his 
own company for PIP benefits - for the 
actual benefits paid or 20 percent of the 

......... ...................... court award, 
whichever is 
less. Accord
ing to data as 
of Jan. 31, 
1988, 7.3 
percent of all 
private passen
ger automo
biles were so 
insured. 

Coin• 
surance 

This 
option, later 

re.,,.,,.. .. ...u ause o scant public re-
sponse, allowed motorists to make copay
ments on the comprehensive and collision 
claims. It was similar to the 20 percent 
copayment system which is standard for 
health insurance. 

Higher Comp/Collision 
Deductibles 

For the first time, companies were 
required to offer deductibles as high as 
$2,000. 
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STATE OF NEW JERSEY OFFICIAL NEWS RELEASE 
OE?ARTMENT OF INSURANCE Phone: Trenton (609) 292-6499 

Kenneth D. Merin; A~t~ng Commissioner 

FOR RELEASE 
April 26, 1984 

.······••·••••·•••·••·•••••••··••·································· 

TRENTON - The New Jersey Department of Insurance today released 

insurance rates which would allow more than 3 million New Jersey drivers to 

reduce their auto insurance premiums an average of $169 per car, or $253.50 per 

average policyholder. 

The rates for new cost-saving options available as a result of recently 

enacted auto insurance refom legislation were filed by Insurance Services Office 

(ISO), an advisory rating organization representing more than 200 insurance 

companies serving more than 80 percent of the state's drivers, including drivers 

insured through the Joint Underwriting Association. 

The new rates, if approved, would allow motorists to cut their premiums 

~ an average of about 25 percent, depending on which options they select as well 

as 234,360 possible comb~nations of rating factors, including the driver's age 

and sex, type of car and how it is used. 

Acting Insurance Co111Dissioner Kenneth D. Herin cautioned that it is 

difficult to analyze the average savings because of the many possible combina-
.... 

tions of factors. 

Coming up with averages is further complicated by the fact that 

savings will be based on which of three categories each policyholder falls into, 

Merin said. 
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Those categories are: (1) Drivers still paying last year's rates, 

when a greater variance between territories and classifications existed, (2) 

Drivers with policies entered into since January 1, after which the extent.of 

the impact of the 234,360 possible combinations of factors was limited by law, 

and (3) Drivers covered by the Assigned Risk Plan whose policies have not yet 

been shifted to the new JUA. 

A key cost savings feature in the reform package is the option to limit 

the right to sue for pain and suffering to those cases when medical bill~ exceed 

$1,500, rather than the current system in which drivers can sue after their 

medical bills reach $200. 

Although the threshold option was expected to save New Jersey drivers 

an average of $50 when the reform package was enacted, the ISO rates show an 

average of $33 savings below current rates. The department is looking into the 

reason for this discrepancy, Merin said. 

Threshold savings for the adult pleasure class of drivers range from a 

low of $24 (in the Trenton suburbs, Morristown and Sussex, Warren and Hunterdon 

Counties) to a high of $41 in Newark, Jersey City, Camden, Atlantic City and East 

Orange/Orange. The savinJs are the same percentage, with the difference in 
. 

dollar amount reflecting the higher rates pai~ by urban dr~vers. 

The savings for the threshold option are substantially higher for 

young male drivers, ranging from a low of $55 in the suburban and rural areas to 

a high of $98 for the urban areas. 

"The complexity of the rating systems in use in New Jersey is evi

denced by the fact that policyholders in Plainfield, an urban area, save less 

money than suburban residents of Monmouth, Ocean, Cape May, Northern Bergen and 

other less urban areas," Herin said. 
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In the ISO rates, senior citizens selecting the various options will 

receive less savings than other drivers within their territories. For instance, 

in southern Bergen County, a typical adult driver will save $164 for choosing 

the various options, while a senior citizen in that county will save $138. 

However, senior citizens across the state traditionally receive the 

benefit of lower rates, Kerin said. A 15 percent red~ction in senior citizen 

rates, which has been in effect since the mid-1960s, was supplemented l~_st year 

by a further 5 percent reduction in a bill sponsored by Assemblyman Michael 

Adubato, D-Newark, and signed by Governor Thomas H. ICean in February of 1983. 

Merin emphasized that senior citizen rates are far lower than other 

adult drivers. 

The average savings of $169 per car is based on the assumption that 

the car being driven is a 1982 Chevy Citation, a typical car in use iD New 

Jersey today. ISO has explained that the average policyholder will save $253.50 

because the average policy covers 1.5 cars. The average savings also assume 

that the driver selects some, but not all, of the options made available in the 

auto insurance reform package. 
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Estimated Nev Jersey Average Saving• * 
·" " 

PIP, Comp BI/UM & PIP 
!errito~ BI/UM PIP ~ Coll & Coll & Co!!!E & Co 11 

JerseI CitI 44 
~ewark 43 
Paterson 33 
Elizabeth 33 
Bazonne 36 
Trenton 30 
Camden 43 
Perth Amboy 41 
Northern Bergen CounEI 31 
Southern Bergen Countz 33 
Haddonfield area 41 
Eastern Camden Countz 44 
Gloucester. Salem & Southern 

Burlington Counties 34 
Trenton suburbs (Princeton) 26 
Northern Monmouth Countz 37 
Southern Monmouth Coun5I 36 
Atlantic Ci5I 44 
Irvington area 33 
liarTison area 36 
Livinsston area 30 
Morristown 27 
Sussex 1 Warren &·Hunterdon Counties 26 
Ca2e MaI 1 Cumberland & Ocean Counties 32 
Newark suburbs (Montclair) 34 
East Orange/Oran5e 44 
Plainfidd 28 
Nev Brunswick 34 

Statevide 33 

Typical savings are based on a 1982 Chevrolet 

Current 

15/30 II & UM 
$5,000 property damage liability 
Full Personal Injury Protection 
$ 50 deductible comprehensive 
$200 deductible collision 

47 31 83 161 
52 31 83 176 
37 31 65 133 
41 26 59 126 
41 35 80 156 
45 26 53 124 
56 31 68 155 
55 26 59 140 
45 28 69 142 
39 31 70 140 
39 37 59 135 
55 37 64 1S6 .. 
49 28 59 136 
36 23 57 116 
49 26 65 140 
39 26 62 127 
62 30 72 164 
48 33 70 151 
38 33 63 134 
45 31 69 145 
43 28 59 130 
49 28 62 139 
48 26 57 131 
43 31 67 141 
61 33 84 178 
33 24 62 119 
43 24 61 128 

45 28 63 136 

Citation with the following coverages: 

Revised 

15/30 BI & UM - $1,500 threshold 
$5,000 property damage liability 
$2,500 deductible PIP, aedical only, 

20% set-off option 
$250 deductible comprehensive 
$500 deductible collision 

* No physical damage co-payment has been factored into these rates. A 20% co-payment 
on physical damage would save an average of $30, in addition to savings mentioned 
above. 

205 
219 
166 
159 
192 
154 
198 
151 
173 
173 
176 
200 

170 
142 
177 
163 
208 
184 
170 
175 
157 
165 
163 
175 
222 
14 7 
162 

169 



: Typical Sav:lngs Off of Capped Rates For Various Options 
Exclud:lng the $1,500 Threshold Savings * 

Adult 
Pleasure . Work Work 

'J:erritory Use More/10 Less/10 

JerseI Cit? 160 204 176 
Nevark 172 225 196 
Paterson 130 167 144 
Elizabeth 122 155 135 
Baionne 150 194 166 
'J:renton 118 147 128 
Camden 159 199 174 
Perth AmboI 132 163 143 
Northern Bergen Count? 129 162 142 
Southern Bergen County 134 171 148 
Haddonfield area 125 160 138 
Ea.stern Camden Count? 151 189 165 
Gloucester. Salem & Southem 

Burlington Counties ua l.52 140 
'J:rentoa suburbs (hinceton) U2Z 1J6 118 
Northern Monmouth Countz Ul 163 144 
Southern Monmouth Countz U§ l~0 130 
Atlantic Citv l.52 198 174 
Irvington area 1,50 190 165 
Harrison area u2 169 146 
Livingston area 127 160 139 
Morristown 112 149 131 
Sussex, Warren & Hunterdon Counties 129 161 142 
Ca2e MaXz Cumberland & Ocean Counties 125 155 137 
Newark suburbs (Montclair) 129 164 142 
East Orange70range 278 224 195 
Plainfield 109 140 121 
New Bruns'Wick 120 151 131 

Young 
Male 

328 
353 
290 , 
241 
314 
228 
312 
248 
255 
276 
254 
293 

247 
214 
254 
236 
303 
301 
273 
251 
233 
249 
239 
258 
325 
223 
235 

'rypical savings are based on a 1982 Chevrolet Citation Vith the following coverages: 

Current Revised 
$5.000 property damage liability $5,000 property damage liability 
Full Personal Injury Protection $2,500 deductible PIP, medical only, 
$ 50 deductible comprehensive 20% set-off option 
$200 deductible collision $250 deductible comprehensive 
15/30 BI & UM $500 deductible collision 

15/30 BI & UM - $1,500 threshold 

* No physical damage co-payment'has been factored into these rates. A 20% co-payment 
on physical damage would save an.average of $30, in addition to savings mentioned 
above. 

Senior 
Citizen 

125 
140 
111 
103 
117 
101 
123 
113 
110 
113 
106 
119 

109 
22 

112 
10 l 
126 
116 
102 
109 
101 
110 
107 
108 
139 
92 

102 
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Typical Savings Betveen $1,500 Threshold 
and the $200 Threshold Off Caooed Rates 

Adult 
Pleasure Work Work 

Territory Use More/10 Less/10 

.JerseI CitI !l ~6 47 
Newark 41 56 47 
Paterson 30 41 34 
Elizabeth 31 43 35 
Ba:t:onne 33 45 38 
Trenton 27 :32 30 
Camden 41 S6 47 

· Perth AmboI 36 49 41 
Northern Ber1en Countz za Ja J~ 
Southern Bersen Count? JO 41 ~4 
Haddonfield area J7 ~o 42 
Eastern Camden Coun~ 40 S4 46 
Gloucester, Salem & Southern 

Burlin1tcm Counties JI 42 35 
Trenton suburbs (Princeton) .24 32 27 
Northern Monmouth Count:t: J4 46 38 
Southern Monmouth Coun~ 33 45 37 
Atlantic CitI 41 56 47 
Irvin5ton area 31 43 35 
Harrison area 33 45 37 
Livingston area 27 36 31 
Morristown 24 33 27 
Sussex, Warren & Hunterdon Counties 24 32 27 
Caoe Mait Cumberland & Ocean Counties 24 39 32 
Ne~ark suburbs (Montclair) 29 43 35 
East Orange/Oranse 31 56 47 
Plainfield 41 35 29 
Ne\/ Brunswick 26 42 35 

Typical savings are based on the following coverages: 

$15,000/$30,000 bodily injury liability 
$15,000/$30,000/$5,000 uninsured motorist 

Young Senior 
Male Citizen 

98 32 
98 32 
71 26 
73 26 
78 26 
63 23 
98 32 
86 31 
6~ ~J 
71 2~ 
88 Jl 
95 31 

73 27 
55 20 
81 28 
78 28 
98 32 
73 24 
78 26 
63 23 
55 20 
55 20 
55 20 
68 2Z 
73 26 
98 32 
60 22 
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HISTORICAL PERSPECTIVE 

New Jersey Excess Profits Law 

New Jersey historically has been a leader in tight state 

regulation of automobile insurance rates, and specifically in 

including investment income as part of the revenue base in 

determining fair and adequate rates. 

The effort goes back to 1967, when the major private 

organizations which represented auto insurers in rate filings 

sought a rate increase which was denied by the 

then-commissioner of banking and insurance. The case dragged 

on for several years, resulting in the 1972 implementation of 

what is now known as the Clifford Formula. 

Robert L. Clifford, then commissioner of insurance and now 

an associate justice of the New Jersey Supreme Court, rejected 

the industry's contention that property/casualty insurance is a 

high-risk venture which demands higher returns to investors 

than most businesses. 

Clifford also rejected the notion that auto insurance 

companies must make a profit directly from underwriting (which 

is the sale of insurance policies and the settlement of 

claims). Profits from investments of policyholder assets 

should offset the need for underwriting profit, Clifford said. 
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For nearly 50 years, New Jersey and many other states had 

set auto insurance premiums at 5% more than what the companies 

expected to pay out for losses, commissions, the state premium 

tax and other expenses. This 5% was for underwriting profit or 

"contingencies" such as unanticipated expenses or catastrophic 

losses. 

Clifford found no financial, economic or statistical basis 

for the 5% factor. The figure was the result of negotiations 

between insurers and regulators in the 1920s. He said the 5% 

underwriting factor had not been translated into a meaningful 

number for comparing the insurance industry's profitability 

with that of another industry with similar risk. The usual 

yardstick for such a comparison is rate of return on equity or 

net worth. 

Clifford compared the rate of return on equity or net 

worth of similar industries, and he ruled that the insurance 

industry could achieve an appropriate return if it used a 

projected after-tax operating gain (including both underwriting 

profit and investment income) of 3.5% of total annual premium. 

Although a 5% underwriting profit previously was allowed, 

that was in addition to investment income. Clifford's 

crucial decision was to base an automobile insurer's 

underwriting profit on the degree of risk assumed and to reduce 

that underwriting profit by whatever money is earned through 

the investment of policyholder-supplied premium dollars and 

loss reserves. 
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It was the first time that investment earnings became part 

of New Jersey's rate-setting system, and it was the first time 

that an insurer's profit was based upon a measurable standard 

dependent upon the degree of risk assumed. Previously 

companies sought rates that would project a 5% underwriting 

profit in addition to investment earnings. Clifford permitted 

rates that would project a 3.5% after-tax profit including 

certain investment earnings. 

New Jersey made another bold step in controlling auto 

insurance premiums in 1983 by the enactment of the "excess 

profits" law, which sets a statutory limit on how much profit 

each insurance company may keep. Previous efforts to control 

rates had focused only on anticipated profit. This law 

requires a review of past performance to assure that companies 

don't earn significantly more profit than anticipated under the 

rates. 

Under the Clifford Formula, if a company performed better 

than expected, it could keep any additional profits. But the 

excess profits law sets a limit on the additional profits a 

company can retain. Those additional profits may be no more 

than 5% of the company's total annual premium income. Any 

profits beyond that limit must be returned to policyholders. 
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The Clifford Formula 

The 1972 decision by Commissioner Clifford was a landmark 

for ratemaking in New Jersey. 

Auto insurers had gone to court trying to reverse a 

decision denying them a rate increase. Not only did the 

insurance companies lose their case, but they prompted a 

permanent change in the way rates are set. 

The New Jersey Supreme Court said that traditional 

presumptions used by insurance companies in proposing rates 

were not particularly relevant to setting adequate rates or 

determining a fair profit. The court asked Clifford to examine 

the issue thoroughly, and Clifford subsequently made the 

state's first formal conclusion that investment income should 

be considered when rates are set. 

Prior to that time, the state allowed companies to set 

rates at a level so that their expected losses and expenses 

comprised 95% of premium, leaving 5% for underwriting profit 

and contingencies. Investment income earned on policyholder 

assets was not an explicit factor in ratemaking. 

When Clifford held hearings, auto insurance companies 

(represented by the Insurance Rating Bureau, predecessor of the 

current Insurance Services Office) argued that 5% underwriting 

profit wasn't nearly enough. The IRB sought 9%, which it 

alleged would produce 4.7% after federal income tax. An 
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additional 7% after-tax profit was coming from investments, the 

IRB said. The requested underwriting profit plus the 

investment income would produce a nearly 12% of annual premium 

profit after taxes. 

The IRB argued that companies need such a high profit 

margin to attract stockholders, because investors consider the 

property/casualty insurance business to be risky. 

Clifford turned this argument upside down, saying th•t an 

examination of insurance industry revenues indicated that the 

"risky" part of a property/casualty insurance company's 

operation was its investment portfolio, not its underwriting 

function. Investment revenues fluctuated from year to year 

because of stock market trends, he found, but underwriting was 

a fairly consistent operation, thanks to close state regulation 

of rates. 

So Clifford instituted a system which considers both 

underwriting profit and certain investment income in setting 

automobile insurance rates. 

Clifford determined that: 

1) It is fair for insurance companies to make an 

underwriting profit, as compensation for being required to keep 

a substantial aurplus available for extraordinary losses. 

Companies usually pay claims with money from premiums. 

But in case claims are unexpectedly high, companies also 
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maintain a surplus. These assets are built up with the profits 

earned by the companies over many years. 

At the time of the Clifford decision, most companies had 

been maintaining a surplus roughly equal to their annual earned 

premium income. Clifford said this was twice as much as 

necessary to assure payment of claims. The underwriting profit 

should compensate companies for the risk exposure mainly to the 

necessary part of the surplus, Clifford said. 

For the necessary part of surplus, Clifford said a fair 

return after federal taxes was 6%. For the unnecessary part, 

Clifford allowed only 1%. The average is 3.5% after taxes 

(assuming a 50% federal income tax). 

Therefore, the Clifford Formula allows a projected 3.5% 

after-tax operating gain, including underwriting profit and 

investment income, for companies which maintain a surplus equal 

to annual premium. Companies with a smaller surplus compared 

to premium could anticipate a larger underwriting gain in 

relation to surplus. 

2) When the companies use policyholder-supplied 

funds for investment, the policyholders deserve to receive the 

benefits through lover premiWlls. 

Policyholder-supplied funds are the premiums which 

companies have received but which have not yet been used to pay 

claims and expenses. Until that last dollar is paid out, the 

company is earning income on that money through investments 

that provide dividends, rents or other recurring revenue. 
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Such investment income should be taken into account in 

setting automobile insurance rates, Clifford said. Therefore, 

the Clifford Formula sets the auto insurance profit margin ~ta 

figure determined by subtracting this anticipated investment 

income (after taxes) from 3.5¾, and adjusting the remainder to 

a pre-tax basis. 

The result is a projected underwriting loss for 

liability coverages. Companies receive fewer premium dollars 

than they expect to pay in claims and expenses. For instance, 

companies using rates filed by the Insurance Services Office 

have a minus 3¾ pre-tax profit margin in their liability 

rates. That's because premiums are prepaid for the term of the 

policy while liability claims, if they arise, typically are not 

settled for more than a year and often several years. Hence 

insurance companies have plenty of time to reap investment 

income from unearned premium and loss reserves. This income is 

plowed back into the rate structure to benefit the 

policyholders. 

The impact of investment income is not dramatic with 

collision and comprehensive rates, because those claims are 

paid quickly. ISO rates allow a 4.4¾ pre-tax underwriting 

profit on collision and comprehensive. 

3) When companies assume a financial risk, they deserve 

to reap the benefits. 



Clifford said companies are entitled to keep all the 

proceeds from investing the company's funds, such as 

stockholder-provided money or profit earned in previous years. 

In addition, a company bears the risk of capital gains and 

losses from the use of both its own and policyholder-

supplied funds. Hence capital gains, Clifford said, are 

proper for a company to keep regardless of the source of funds 

because the company,.not its policyholders, would suffer if the 

investment resulted in a capital loss. 

The Department of Insurance believes this viewpoint merits 

reexamination at this time. 
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THE EXCESS PROFITS LAW 

In 1983, the Legislature and Governor Thomas H. Kean 

enacted a law which provides another safeguard against an 

automobile insurance company's reaping unreasonable profits 

through high premiums or unusually good investments. 

The "excess profits" law requires auto insurers to report 

their premium, loss and expense experience each July 1 using 

clusters of data from the previous three calendar years. An 

average is computed from each three-year cluster. The 

clustering method reduces the impact of year-by-year 

fluctuations in losses and profits. 

After the law was passed, the companies reported data for 

the 1981-83 cluster and then for 1982-84. But the first 

cluster upon which excess profits had to be refunded was 

1983-85. 

The law implicitly recognizes that a company anticipates 

earning a certain amount of income from the investment of 

policyholder funds through interest, dividends or rents. That 

anticipated investment income is computed 1nto the rates under 

the Clifford Formula. 

If the company earns more from underwriting and the 

investment of policyholder funds than provided in the profit 

margin calculated under the Clifford Formula, it can keep the 

money -- up to a point. 
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When that extra income is worth more than 5% of the 

annual earned premium, the amount beyond 5% is declared an 

"excess profit." 

By law, all excess profits must be returned to 

policyholders. The insurance commissioner has authority to 

approve the method of returning the money to consumers. 

On September 8, 1988, the law was strengthened 

substantially under a bill sponsored by Senate President John 

F. Russo and signed by Governor Thomas H. Kean. 

Under the amended law, an excess profit will be declared 

when a company's extra income exceeds 2.5% of annual earned 

premium. This will return more money to policyholders than the 

previous 5% standard. 

Also, the amended law requires any insurance holding 

company to provide a breakdown of data for each of its member 

companies, and it authorizes the Commissioner of Insurance to 

order excess profit refunds based on either the holding 

company's overall profit picture or the profits recorded by 

each member. The Commissioner can use his discretion after 

examining whether one or more member companies are subsidizing 

other companies in the holding company system. 

NJ Department of Insurance 

February 1989 
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AUTO IRSURABCE Plt.OFIT ILLUSTRATIOR 

Note: Figures are all before payment of federal income tax. 

Assuaptiona for one year: 

Losses, expenses & premium 
taxes were projected to be: 

Losses, etc., actually were: 
Investment income actually was: 

Before 1972 

Projected losses, expenses, 
premium taxes 

Projected underwriting profit 
(add) 

MOTOllIST PAYS 

Premium income (same as above) 
Actual losses, etc. 

(subtract) 
Actual underwriting profit 
Actual investment income 

(add) 
IRSURAIICE COtfPAIIY DEPS 

Liability 
Coverage 

$ 95.00 
86.00 

7.00 

$ 95.00 
5.00 

$100.00 

$100.00 
86.00 

------
$ 14.00 

7.00 
------

$ 21.00 

Physical 
Daaage 

$ 95/. 00 
89.40 

1. 50 

$ 95.00 
5.00 

$100.00 

$100.00 
89.40 

------
10.60 
1. 50 

------
$ 12.10 
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Under Clifford Poraula 

NOTE: Item in parenthesis is a negative am~unt. 
Under the Clifford Formula, companies project receiving 
less in liability premiums than they pay out in losses, 
etc. , because there is a substantial amount of investment 
income. 

The projected underwriting profits, ($3.00) for 
liability and $4.40 for physical damage, are the amounts used 
under the Clifford Formula by the Insurance Services Office 
(ISO), whose rate filings on behalf of about 200 companies 
affect about 80% of New Jersey motorists. 

Projected losses, etc. 
Projected underwriting profit 
(add) 
MOTOllIST PAYS 

Premium income (same as above) 
Actual losses, etc. 

(subtract) 
Actual underwriting profit 
Actual investment income 

(add) 
I • StmilCE COMPAIIY ~EEPS 

Liabilit,: 
Coverage 

$ 95.00 
(3.00) 

$ 92.00 

$ 92.00 
86.00 

------
$ 6.00 

7.00 
------

$ 13.00 

Pb,:sical 
Daaage 

$ 95.00 
4.40 

$ 99.40 

$ 99.40 
89.40 

------
$ 10.00 

1.50 
------

$ 11 • .50 
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Under 1983 bees• Profits Law 

The motorist pays rates under the Clifford Formula, 
as illustrated on the previous page. After the year is over, 
the Department of Insurance compares how much underwriting 
profit was actually earned beyond the projected profit. If 
this unanticipated profit surpasses a certain amount·, the 
"excess profit" goes back to policyholders. 

The threshold for determining the "excess profit" 
is 5% of the paid premium. In this example, that's 5% of the 
$92 premium paid for liability coverage and 5% of the $99.40 
premium paid for physical damage coverage. 

Actual underwriting profit 
Projected underwriting profit 

(subtract) 
Unanticipated profit 
Excess profit limit (5% of premium) 

(subtract) 
Excess Profit 

nBAL USULT: 

Motorist previously paid 
Company returns excess profit 

(subtract) 
tmTOllST PAYS (DT) 

Company previously kept 
Company returns excess profit 

(subtract) 
I.BSURAIICE C<»IPABY DEPS (BET) 

Liabilit,: 
Coverage 

$ 6.00 
(3.00) 

9.00 
4.60 

$ 4.40 

$ 92.00 
4.40 

------
$ 87.60 

$ 13.00 
4.40 

------
$ 8.60 

Ph,:aical 
Damage 

$ 10.00 
4.40 

5.60 
4.97 

$ . 63 

$ 99.40 
.63 

------
$ 98.77 

$ 11.50 
.63 

------
$ 10.87 
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Under hceaa Profits Law AB Aaended Septeaber 8, 1988 

The projected investment income figures, $5 .12 for 
liability and $1.12 for physical damage, are the amounts used 
under the Clifford Formula by ISO. 

Actual underwriting profit 
Projected underwriting profit 

(subtract) 
Unanticipated underwriting profit 

Actual investment income 
Projected investment income 

(subtract) 
Unanticipated investment income 

Combine the above two results: 

underwriting profit 
investment income 

Liability 
Coverage 

$ 6.00 
(3.00) 

9.00 

$ 7.00 
5.12 

$ 1.88 

$ 9.00 
1.88 

Unanticipated 
Unanticipated 

(add) 
Unanticipated 
Excess profit 

(subtract) 

revenues $ 10.88 
limit (2.51 of premium) 2.30 

Excess Profit $ 8.58 

FIIIAL llSULT: 

Motorist previously paid $ 92.00 
Company returns excess profit 8.58 

(subtract) ------
MOTOI.IST PAYS (RT) $ 83.42 

Company previously kept $ 14.00 
Company returns excess profit 8.58 

(subtract) ------
IRSURAIICE COMPANY ~EEPS (NET) $ 5.42 

Pb.yaical 
Dmge 

$ 10.00 
4.40 

5.60 

$ 1. 50 
1.12 

$ . 38 

$ 5.60 
.38 

$ 5.98 
2.48 

$ 3.50 

$ 99.40 
3.50 

------
$ 95.90 

$ 12.00 
3.50 

------
$ 8.50 
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Availability of. Residual Market Coverage 

1st Party Comp and Coll. 
State Liability medical coyerage 

Al. 50/100/25 $1,000 NO 
AK. 100/300/50 UPTO $5,000 YES 
AZ. 100/300/50 UPTO $5,000 YES 
AR. NO UPTO $5,000 YES 
CA. NO $1,000 NO 
co. 100/300/50 $50,000 YES 
CT. 100/300/50 $5,000 YES 
DE. 100/300/50 $15,000/30,000 YES 
D.C. 100/300/25 $50,000-$100,000 YES 
FL. 100/300/50 80% UPTO $10,000 YES 
QA. 100/300/25 $2,500/$5,000 YES 

, 

ID. 100/300/50 UPTO $5,000 YES 
IL. 100/300/50 UPTO $5,000 YES 
IN. NO $1,000 YES 
IA. 100/300/50 UPTO $5,000 YES 
KS. 100/300/50 $2,000 YES 
KY. 25/50/10 $10,000 NO 
LA. 100/300/50 UPTO$5,000 YES 
ME. 100/300/100 UPTO $5,000 YES 
Ml. 250/500/100 UNLIMITED YES 
MN. 100/300/50 $20,000 YES /COMP ONLY 
MS. 50/100/25 UPTO $5,000 YES 
MO. 50/100/50 $1,000 YES 
MT. 100/300/50 UPTO $5,000 YES 
NE. 100/300/50 UPTO $5,000 NO 
NV. 100/300/50 $10,000 YES 
N.J. 250/500/100 UNLIMITED YES 
N.M. 100/300/50 UPTO $5,000 YES 
N.Y. 250/500/100 $50,000 YES 
N.O. 100/300/50 $30,000 YES 
OH. 100/300/50 UP TO $1,000 YES 
OK. 100/300/50 CJP TO $2,000 NO 
OR. 100/300/50 $5,000 YES 
PA. 100/300/50 $10,000 YES 
R.I. 250/500/50 CJP TO $1,000 YES 
S.D. 100/300/50 CJP TO $2,000 YES 
TN. 100/300/25 $1,000 YES 
UT. 100/300/50 $3,000 YES 
VT. 100/300/100 CJP TO $5,000 YES 
VA. 100/300/50 CJP TO $2,000 YES 
WA. 100/300/50 CJP TO $5,000 YES 

.•. W.V. 100/300/50 CJP TO $1,000 YES 
WI. 100/300/50 CJP TO $5,000 YES 
WY. 100/300/50 CJP TO $5,000 YES 
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l. t,o fault auto insurance shoulc bt' :-e:~i:-,e:. 'IhE: defects of the tort 

syste:: "•hich led to the adoption of no-fcult in the Hrst place· \Jodd sicply 

:esu:face if no-fault were repealed. No fault has been successful in col!lpen• 

sating auto accident victims more fully for their economic losses, compensa.ting 

a hisher proportion of injured ,,ictims, and reducing the time lag between the 
. 

accident ·aate and the claim payment date. These are major accomplishments, 

\.•hich should not be abandoned. However, the no··fault system in New Jersey has 

been plagued fr0%: the beginning by a number of serious problems, 1,11ost of which 

s:em frorn the 101." threshold and the lack of coordinatio~ of benefits from 

collateral sources of recovery. Proposals are discussed below to solve some 

of these problems. 

2. The threshold should be increased. The most important step_ that could 

be taken to refoTID the system would be to raise the threshold. The threshold 

was much too low when the system was first enact~d and has been seriously 

eroded in real value by inflation., A verbal threshold similar to.the one in 

?:ichigan would be ~ost effective and consistent ~ith the·orisinal concepts 

underlying no-fault. If a dollar threshcld is selected, it should be auto-

:a:i:ally adjustable in line \.-ith the Consu.~e:- Price !nee~ (CPI) in order to 

re:ai~ its real value and effectiveness in the future. The higher the thre~hcld 

selected, the la:ger ~ill be the reduction in auto insurance costs. 

3. Health insurance should be the ~ri~arv coveraee for auto accident 

~ies, '-'i th ?IP secondarv. Health i:.su:-a~ce is a :."?:,:-e-e.fficient 'l.'ay to 

~~=~ice for mecii~al costs because the eX?c~SE ra:ic is lowe~ in general in 

:-.ca: ::-i insurance ?lans than in ?IP.. Tna: is, it c~·sts .:,ore :in terc:s cf in

~~~a~ce co:?a..,y expenses to deliver Sl ~f ~edical ~e~~fits through the auto 

i~s~rance syste: than thro~gh the health insurance sys:e=. Hence, the t~tal 
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c=~:! ,,.-ould be recuced even if no decline in tc·tal be':'lefit (loss) pay:nents 

~tre to occur. lt is likely, ho~ever, that such a decline ~ould take place. 

!hat is, if health insurance were the primary coverase for auto accidents, 

not only would auto insurance costs decline but the total am.ount spent for 

economic losses relating to auto accidents also would decline, considering 

•payments from health insurance as well as PIP. The reason is that most health 

coverage is provided thr~ugh employers, who are bet~~r able to monitor poten

tially fraudulent or exaggerated claims than an auto insurance company. This 

reform ~ould be likely to bring about substantial savings in auto insurance 

costs as well as overall savings in the costs of auto accident benefits 

pa~-ments. 

4. PIP prer.iium discounts should be offered to drivers who agree to make 

their health insurance the primarv covera2e for auto accident iniuries. This 

should be viewed as an alternative to recommendation 3 above: PIP premium 

discounts would help to reduce costs but would not be as ~ffective as making 

PIP secondary for all drivers vith health insurance coverage. Discounts of 

:his type currently are offered in Michigan. 

5. Deductibles should be introducec! in PIP coveraees. The use of a 

F~P claim deductible could reduce the costs attributable to small claims. 

!~is should ca~se little hardship to insureds because small claims tend to be 

o·:e:-co?::pensatec!. This provision would have to be coordinated ,.,ith any changes 

ir. t:ie primtcy of coverage. Fo.r example, if health insurance were made 

~~i=~ry, it misht be appropriate to utilize a.smaller, corridor deductible 

:i :·.:ce:-. the ar.O-:J:'lts covered b)· health inst:ra:'lce ant the PIP recovery. Any 

:~:~ctibles that are adopted should be inceAeo to th~ C?r to retain their 

e::ectiveness in the futur,. 



What are points? d. After completion of a OMV offered driver :"li.J.S . ..\. 

The Division of Motor Vehicles (OMV) keeps improvement program. These programs are SECTIO~ 
:'lll':\IBER OFFENSE POINTS track of your driving record by adding points only offered to problem drivers selected 39:4-57 Failure 10 observe direction of 2 to your record when you are convicted of a by OMV. officer 

moving violation. The more serious the If you have any other questions, write to 39:4-66 Failure to stop vehicle before 2 
violation, the more points you are given. (See 

Driver Improvement 
crossing sidewalk 

the next columns of thle sheet for a list of 39:4-66.1 Failure to yield to pedutriana or 2 

violations and their point values.) Division of Motor Vehicles vehiclu while entering or leaving 

25 South Montgomery Street highway 

Will I receive a notice telling me how Trenton, New Jersey 08666 
39:4-71 Operating a motor vehicle on a 2 

sidewalk 
many points I have? 39:4-80 Failure to obey direction of officer 2 

You will be sent a warning notice only when Point Values 39:4-81 Failure to oblerve traffic 1igna11 2 
39:4-82 Failure to keep right 2 

you receive 6 or more points on your driving Aay panoa who 11 convicted of aay of the 39:4-82.1 Improper operating of vehicle on 2 
record. This notice is sent to warn you that foUowlq offe .... , lacludlasoffe .... commJtted divided highway or divider 
you are approaching the 12-point limit. wblle operatlq a motoriud bicycle, ehall be 39:4-83 Failure to keep right at intersection 2 

~I 
a......t pobata for aacJa coavlctloa la acconlaaca 39:4-84 Failure to pus ro right of vehicle 5 

How many points am I allowed to have? 
with the followtas acbeclule: proceeding in opposite direction 

If you receive 12 or more points on your 
N.J.S.A. 39:4-85 Improper paulng on right or off 4 

E-t 
SECTION roadway n driving record, we will send you a notice NUMBER OFFENSE POINTS 39:4-85.1 Wrong way on a one-way street 2 

H scheduling the suspension of your driver 27:23-29 Moving against traffic-New Jersey 2 39:4-86 Improper puaing in no puaing 4 

license. Turnpike, Garden Slate Parkway, zone 
IQ I and Anantic City Expressway 39:4-87 Failure to yield 10 ovenaking vehicle 2 

H tJt How long will point violations stay on my 
27:23-29 Improper pusing-New Jersey 4 39:4-88 Failure to oblerve traffic lanu 2 

Turnpike. Garden State Parkway, 39:4-89 Tailgating 5 

R 
al record? and Atlantic City Expressway 39:4-90 Failure to yield at intersection 2 

All point violations that you received after 27:23-29 Unlawful use ol median strip-New 2 39:4-90.1 Failure 10 use proper entrances to 2 

0. March 1, 197 4, will stay on your driving Jersey Turnpike, Garden State limited accus highways 

rz1 
Parkway, and Atlantic City 39:4-91 and Failure to yield lo emergency 2 

record. Expressway 39:4-92 vehicles 
39:3-20 Operating constructor vehicle in 3 39:4-98 Recklasl driving 5 

Will any points be removed from my excess ol 30 mph 39:4-97 Careless driving 2 

driving record? 39:3-76.7 & Operating motorcycle or motorized 2 39:4-97.1 SIOw speed blocking traffic 2 

Up to 3 points will be subtracted from your 
39:4-14.3q bicycle without protective helmet 39:4-98and Exceeding maximum speed 1-14 2 
39:4-14.3 Operating motorized bicycle on a 2 39:4-99 mph over limit 

point total for every year that you go without restricted highway Exceeding maximum speed 15-29 4 
a violation or suspension, but your point total 39:4•14.3d More than one person on 1 2 mphoverlimil 

will never be reduced below zero. motorized bicycle Exceeding maximum speed 30 5 
39:4-35 Failure to yield to pedestrian in 2 mph or more over limit 

Up to three points will be taken off: crosswalk 39:4-105 Failure lo stop for traffic light 2 

a. One year after your last point violation; 39:4-36 Failure to yield lo pedestrian in 2 39:4-115 Improper turn at traffic light 3 
crosswalk; passing a vehicle 39:4-119 FaUure to stop at liuhing red signal 2 

or yielding to pedutrian in crosswalk 39:4-122 Failure to stop for police whistle 2 
b. One year after your license was restored; 39:4-41 Driving through safety zone 2 39:4-123 improper right or left turn 3 
or 39:4-52and Racing on highway 5 39:4-124 Improper turn from approved 3 

c. One year after the last time points were 39:5C-1 turning course 

subtracted from your record; or 39:4-55 Improper action or omission on 2 39:4-125 Improper .. U .. turn 3 
grades and cul'Vfl 39:4-126 Failure to give proper signal 2 
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39:4- '27 

()ffE.'.'ISE PIJl:\T~ 
!~proper backing or turning ,n 2 
street 

39:4- '. 27. 1 lrrproper crossing or rallroac graae 2 
c~oss1ng . 

39 4-127 2 lmorooer crossing of bridge 2 · 
39:4-128 l~propercrossingofrailroaagraae 2 

c~oss1ng by certain vehicles 
39:4-128. 1 lmoroper passing of school bus 5 
39:4- 128.4 1moroper passing ol a frozen 4 

desserr truck 
39:4-129 Leaving the scene of an accident 

No personal inJury 2 
P9rsonal inJury 8 

39:4- 1 44 Failure 10 observe "stop" or "yield" 2 
S1g:"IS 

39:5D-4 Moving violation Out-of-State 2 

Driving While Under the Influence oi 
AJcohol 'lr Drugs (DWI) 
Court lmposea Fines and Penalties 

First Offense 
loss of license six months to one year 
fine $250-$400 
resource center 12 hours 
possible Jail 30 days 

Second Offense 
loss of license two years 
fine $500-$1000 
community service 30 days 
resource center 48 hours 
possible Jail 90 days 

Third Offense 
loss oflicense 10 years 
fine $1,000 
jail 180 days 

Chemical Test Refusal 
First Offense 

Loss of license six months 
fine $250-S500 

Second & SubseQuent Offenses 
loss of license two years 
fine S250-$500 

Conviction Surcharges 
In addition to the court imposed fines and 
penalties, anyone arrested and convicted of 
OWi or a chemical test refusal is sub1ect to 

an insurance surcharge of $1,000 a year for 
three years ($3,000). Failure to pay the 
surcharge will result 1n indefinite suspension 
of all driving privileges. The surcharge will be 
imposed whether the offense occurs in New 
Jersey or some other stale. 

In addition, anyone arrested and convic:ed of 
DWI will be subject to a single $100 
enforcement surcharge payable to the court 
along with the required fine. 

Insurance Surcharge-Point Violations 
Motorists who incur six or more Motor Vehicle 
Points are also sub1ect to an insurance 
surcharge of $100 for six points and $25 for 
each additional point. The point reductions 
mentioned elsewhere do not apply to the 
insurance surcharge. The point surcharge will 
remain operational as long as a motorist has 
six or more points on his record for the 
immediate past three-year period. Failure to 
pay will result in indefinite suspension of all 
driving privileges. 

Important Phone Numbers 

Suspensions, Restorations and 
Surcharge Information 
(609) 292-7500 

Change of Address and Lost Documents 
(609) 292-6500 

Citizen Information and Complaints 
(609) 292-5591 

No Special Licenses 
There are no conditional or special work 
licenses allowed in New Jersey. If you lose 
your license for drunk driving, or any other 
violation. you cannot ,jrive •or any reason 
unul the pencd ot sus~ension ends. 
01-258 iRti/801 
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DIVXSIO• 01' M0TOI VEHICLE SUI.CIWlGE UYDUE PAID TO THE .nJA 

1984 TOTAL 

1985 TOTAL 

1986 TOTAL 

1987 TOTAL 

1988 TOTAL 

$10,581,784 

$19,864,042 

$43,548.873 

$63,700,419 

$72,736,072 

, , 

Source: JUA Banlt Deposits 
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TYPES OF JUA AUDITS PERFORMED 

1. Internal Audits: The Servicing Carrier Rules of 
Practice require each servicing carrier to annually audit 
its financial and operational controls for Association 
business. The completion of the audit is to be verified by 
a letter from an officer of the company to the 
Association. The audit may be completed by the servicing 
carrier's internal auditors or an outside firm. 

2. Claim Audits: Claim audits are performed by teams 
of Claim Management Personnel drawn from insurers 
operating in New Jersey. Audits are coordinated and ,' 
directed by the Claim Audit Committee of the Association. 
The audit team makes a random selection of closed claim 
files and reviews them in various categories including but 
not limited to coverage, reserving, subrogation and 
salvage and investigation. General comments are made by 
the audit team on the company or office's performance in 
each category and a score of the number of files found to 
have deficiencies is kept. The overall rating of the audit 
is based on this numerical score. 

The goal of the Claim Audit Committee is to audit each 
carrier every 18 to 20 months. However, reaudits for 
carriers that receive unsatisfactory scores on audits can 
disrupt the audit schedule. 

3. Underwriting Audits: Underwriting audits are 
performed by teams recruited from the staff of servicing 
carriers under the supervision of the Underwriting Audit 
Committee. The audit team reviews transactions processed 
during a three month period. Siity files are reviewed in 
each of the following categories of activity: new 
business; endorsements; cancellations and renewals. Errors 
found in the files are classified as either Class I or 
Class II. Class I errors affect the amount of premium, 
such as rating a vehicle as pleasure use instead of drive 
to work. Class II errors do not affect premium, such as 
failure of the insured to sign the application. 

For the final scoreJthe number of Class I and Class II 
errors in all the categories examined are averaged. For an 
underwriting audit to be satisfactory, the Servicing 
Carrier must have less than 10¼ Class I errors and less 
than a 20¼ error rate overall. In addition, the audit team 
makes general comments on the underwriting oceration of 
the Servicing Carrier. 

The Underwriting Audit Guidelines call for each 
servicing carrier to be reviewed a minimum of once every 
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three years. The decision in 1986 to hire IMS to conduct 
reaudits <see Reaudits below> has eliminated a cause of 
delays in scheduling underwriting audits. 

The Underwriting Audit Guidelines also provide for 
each servicing carrier to conduct an annual self-review to 
ensure that its internal control and verification 
procedures are sufficient to detect any irregularities in 
the handling of all aspects of its operations. A written 
report of each self review is submitted to the Board of 
Directors. 

4. Reaudits: An unsatisfactory report on an underwriting 
or claims audit is accompanied by recommendations for 
corrective action and a tentative date for a reaudit. 
Reaudits may be partial. For example, if the initial audit 
reveals problems in only one area of a servicing carrier's 
operations, only that area will be reaudited. Depending on 
the circumstances, reaudits have been done by the 
servicing carrier itself or by an Association team. 

In May 1986, the Executive Committee of the 
Association contracted with the firm of Insurance 
Management Services to conduct reaudits of carriers that 
have received an unsatisfactory score on their initial 
underwriting audits. IMS is a professional auditing 
company that has been used by many insurance companies and 
insurance departments. 

The decision was made to hire an outside firm because 
it was difficult to get the same audit team together to 
reaudit a Servicing Carrier. Although audits conducted by 
IMS are more expensive than those done by the Audit 
Committee, the Servicing Carrier pays for a reaudit. To 
date IMS has done reaudits of Hanover and Travelers, the 
only two carriers that have failed underwriting audits 
since February 1986. Hanover's reaudit was sa~isfactory 
and Travelers was unsatisfactory. IMS participated in a 
joint third reaudit of Travelers with the Underwriting 
Audit Committee. That audit was unsatisfactory as well. 

5. Financial Audits: Financial audits are conducted by 
an outside firm hired by the Association on the 
recommendation of the Audit Committee of the Association. 
Touche Ross & Co. has performed these audits for the 
Association since its inception. 

In 1984 and 1985, Touche Ross performed an "agreed 
upon procedures audit" on 12 of the 15 servicing carriers. 
That is, Touche Ross did not conduct an examination based 
on generally accepted auditing standards but rather 
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followed the requirements ~f the Servicing Carrier Audit 
Guidelines contained in the Plan of Operation. The Audit 
guidelines are designed to determine the carriers' 
compliance with Association rules. For this reason, Touche 
Ross noted errors made by the Servicing Carriers but did 
not give an opinion on their financial condition. 

Touche Ross also audited the statutory balance sheet 
of the Association for the years 1984 and 1985. The scope 
of the examination was restricted to the compilation of 
data which is submitted by the Servicing Carriers to the 
Association's Central Processor, the Automobile Insurance 
Plans Services Office <AIPSO>. Servicing Carriers report 
monthly an~ quarterly inform~tion on income, losses and 
expenses to AIPSO which verifies Servicing Carrier fees 
and compiles statistical reports for the Association. 
Touche Ross did not conduct a review of the Servicing 
Carriers' records to justify the amounts that were 
reported to AIPSO. 

In 1986, the Association stopped doing audits of 
servicing carriers based on the Servicing Carrier Audit 
Guidelines. The- Board of Directors decided to hire a 
company to do a fu 11- scope audit of the Association's 
balance sheet. Touche Ross was hired to conduct these 
audits for 1986 and 1987. In a full scope audit, the 
auditor goes to the Servicing Carriers to examine their 
operations and verify that the statistics reported to 
AIPSO are correct. 

In the 1986 audit, which is the only one completed to 
date, Touche Ross notes that it has certain concerns about 
the continued existence of the Association because of its 
deficit, but otherwise the Association's balance sheet 
fairly represents its financial condition. 

In February 1986, the Chairman of the Board of 
Directors established the Audit Review Board to coordinate 
the various audit reports. The Board evaluates 
unsatisfactory audits and recommends courses of action. 
The Audit Review Board was established in response to 
criticism from Board members and the Department concerning 
the handling of the Keystone situation. Keystone was the 
first carrier to have a serious problem with performance 
on audits. Keystone failed all its underwriting and claim 
audits <2 of each>. The situation with Keystone revealed 
that the different audit committees didn't have any 
regular communication. Moreover, th•re was no one 
committee to review all the audit results of-a carrier and 
recommend corrective action to the Board. 
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Under P.L. 1986, c. 211 numerous modifications were 
made to the operation of the JUA including the following: 

Provision for the establishment of higher rates in 
the JUA for those individuals with poor driving 
records as indicated by their accident or 
violation records. These higher rates have been 
implemented through the Driver Improvement 
Program, and a consumer brochure explaining that 
program is included as EXHIBIT TT. 

An accident surcharge might be· imposed for any at 
fault accident resulting in payment of at least a 
$300 claim. 

Imposition of policy constant on all 
vehicles and self-insured vehicles as 
private passenger automobiles. 

commercial 
well as 

JUA board authorized to suspend binding authority 
of ,any producer violating the JUA plan of 
operation. 

Commissioner might upon recommendation of the JUA 
and after an administrative hearing terminate a 
servicing carrier if such is in the best interest 
of the JUA. 

Authorizes the use of 
carriers and establishes 
entities. 

non-insurer 
eligibility 

servicing 
for such 

Permits Commissioner to 
territory in which the 
rates and rates used 
adversely affected./ 

adjust JUA rates in any 
relationship between JUA 

by voluntary insurer is 

Requires that JUA producers be selected . in 
accordance with plan of operation. Selection 
procedure to include affirmative action and 
producer-to-population ratio provisions. 
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Modifies producer commission rates as follows: 
10% in 1987; 9% in 1988; to possible 8% in 1989. 
However, 8% rates would not become effective _until 
J1JA's market share is no more than 30% of 
private passenger auto insurance market. 
Nevertheless, Commissioner is empowered to set 
higher commission rates for producers meeting 
special criteria established by the Commissioner 
in the J1JA plan of operation. 

Authorizes J1JA to exclude collision and 
comprehensive coverage.for certain risks. 

Provides that all commissions on policies issued 
by the J1JA are fully earned and clarifies that if 
the policy is cancelled for non-payment of 
premium the producer is only entitled to a pro 
rata portion of the commission with the balance 
retained by the J1JA. 

Eliminates provision in prior law requiring the 
payment of commission to the prodµcer of _ record 
for a period of three years after a risk is 
removed from the J1JA. 

Amends definition of "qualified applicant" to 
eliminate vehicles requested to partnerships, 
professions, or individual proprietorships. 

Clarifies establishment of the Study Commission to 
report on operation of the J1JA. 
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How Territory Limitations and Class Limitations Reduce Rates 

for Some Insureds and in Some Territories 

Prior to January 1, 1984, under the most c0G1Don rating system for 

private passenger automobile, insurance rates for certain territories were 

twice as high as the statewide average rate. In addition, rates for the 

highest rated class -- the 17-year-old male principal operator -- amounted 

to 3.6S times the base rate. (The base rate applies to a motorist who does 

not use his car for c0111DUting to work.) 

Under this rating system, the youthful male operator in Newark paid 

seven times as much as the adult operator in Monmouth County. 

Many of the territories that had high rates were very small, containing 

few insureds. Many of the classes that contained high-rated risks were 

also very small, containing few insureds. 

Thia changed under a 1984 law which limited the highest class rate to 

2.5 times the rate for the adult pleasure use driver, and limited the 

maximum territorial rate to 1.35 times the statewide average. This 

resulted in the youthful driver in Newark paying slightly more than three 

times the cost for the adult driver in Monmouth County. 

Since the number of exposures in the classes and territories that were 

capped were very few, the law caused an increase of only a few dollars for 

insureds in territories that were not capped or in classes that were not 

capped. 

This law change substantially reduced the highest rates paid by 

individuals with clean driving records. All insureds in geographic areas 

with the highest rates received rate reductions. 
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Dem:>graphic Groups by Market 
Voluntary and Involuntary 

Voluntary Involuntary Total Involuntary 

Inexperienced 
. Operators 23,436 82,345 105,781 77.8 % 

Youthful 
Operators 122,363 267,622 389,985 68.6 % 

Age 65 and 
Older 217,681 71,894 289,575 24.8 % 

Based upon 1985 data reported to Insurance Services Office, Inc. 
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2. N.J.A.C. 11:3-8 
NONRENEWAL OF AUTOMOBILE INSURANCE POLICIES 

On May 19, 1986, the Department proposed various 
to N.J.A.C. 11:3-8, which governs nonrenewal of 
insurance policies. This proposal was adopted 

changes on September 16, 1986 and became effective 
6th. 

amendments 
automobile 
with minor 
on October 

Among the principal modifications to the existing 
regulation is the establishment of a new section, N.J.A.C. 
11:3-8.4 (Additional nonrenewals based on underwriting 
guidelines), which is designed to afford greater underwriting 
flexibility to insurers and thereby foster depopulation of 
the residual market. For many years, insurers have contended 
that one reason they are reluctant to write voluntary market 
coverage in New Jersey is the stringency of the Department's 
nonrenewal regulation. Insurers complain that, because the 
rule essentially permits nonrenewal for specified reasons 
only, once a risk has been written it is very difficult to 
discontinue coverage. To address this concern and encourage 
insurers to write more voluntary business, amended N.J.A.C. 
11:3-8 provides insurers with greater latitude in nonrenewing 
certain insureds. This provision sometimes has been referred 
to as "three year look-see" requirement. 

Nonrenewals pursuant to the look-see provision are 
subject to the following standards. Insurers are permitted 
increased underwriting flexibility only with respect to 
designated categories of policyholders. Specifically, these 
are: (1) First-time applicants for insurance; 
(2) Policyholders who have been canceled or nonrenewed by 
their previous insurer; and (3) Policyholders who were 
formerly insured through the JUA. These classes of insureds 
are targeted because of their likely placement and/or 
continuation of coverage through the involuntary market. 
Since the look-see provision's stated objective is 
depopulation of this market, the rule focuses on those groups 
most likely to be impacted. 

With respect to these policyholders, an insurer is 
permitted to nonrenew coverage based upon the company's 
underwriting guidelines, provided that such guidelines may 
not be arbitrary, capricious or unfairly discriminatory and, 
further, are not based on certain specifically prohibited 
reasons, such as the race, religion, nationality or ethnic 
group of the insured. These company underwriting guidelines, 
which may be utilized for nonrenewing policyholders in the 
designated classes, are in addition to the 11 nonrenewal 
reasons traditionally permitted under N.J.A.C. 11:3-8. 
Nonrenewals that are initiated pursuant to the relaxed 
criteria set forth in N.J.A.C. 11:3-8.4 are limited to a 
period of three years following policy issuance. Any such 
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policy that is renewed by the insurer after the third year is 
subject to nonrenewal only as is otherwise provided in the 
regulation. 

The adopted amendments to N.J.A.C. 11:3-8 also 
require that the Commissioner review and monitor the 
operation of the regulation in order to insure compliance 
with its provisions and, in particular, to determine whether 
the goal of depopulation is being fostered by the three year 
look-see provision. To facilitate this objective, the 
adopted rule authorizes the Commissioner to require the 
filing of such reports as he deems necessary in order to 
conduct his evaluation. 
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DEPARTMENT OF INSURANCE 

DATE: 

FROM: 

TO: 

RE: 

MEMORANDUM 

April 11, 1988 

Arthur M. Keefe /Iii 
Direct·or of Enforcementl£,. 

Patrick Breslin 
Director . 
Public Affairs 

Statement - JUA 

INTER-COMMU~ICATION 

As requested 
memorandum to Joseph B. 
attempt to explain the 
terminated: 

in Deputy Commissioner Jackson's 
Kenney dated April 4, 1988, we will 

procedures under which agents are 

Each agent holds his individual license issued by the 
Department. Once a company enters into a contract with that 
licensee, they must appoint them with the Department. This 
representation continues until such time as the licensee is 
cancelled by the company. Under the property/casualty license, 
this cancellation is accomplished in accordance with N.J.S.l,. 
17:22-6.14a. In synopsis, this statute provides that the company 
must give the agent ninety (90) days notice of their intent to 
cancel the agency and therea£ter provide them with nine (9) 
months of renewals. The cause of this cancellation is for 
several reasons such as low volume, bad mix of business or poor 
loss ratio. The company is mandated to pa-y the same rate of 
commission to the terminated agent for this one (1) year period. 

The limitation of payment of commission for this one 
(1) year period could place the agent in a precarious position. 
Faced with the loss of this income, the agent wi 11 oftentimes 
replace the business through the JUA without th& jurisdiction or 
consent of the insured. This action is illegal in that the 
insured has not been given the opportunity to remain with the 
company previously insuring him. 
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The Department is aware of this practice and is 
attempting to secure documentation that will enable us to insist 
upon the previous carriers reinsuring any individual who has been 
moved from a voluntary market to the residual mechanism. 

We are presently concluding our report in this regard 
and will be making recommendations as to the best method to 
resolve this problem. 



Types of Marlceting Systans 

Insurers operate under different types of marlceting systans. Sare utilize 
agents. 'l'hese agents can be categorized by the insurers they represent. 
'!here are different categories of agents. 

~t ~t - Represents ale or mre insurance cc:npnies and 
usiiayhas given authority to bind insurance contracts. 'lbese 
individuals are independent caitract:ors and not errployees of insurers. 

<:aP¼ve Agent - 'lbese are required by their caitracts to represent mly 
one msurer or several insurance corp::>ratims under ca111on management or 
ownership. '1'hese agents are usually carpmsated on a carmission basis. 
'Ihese agents can be either independent caitractors or carpany mployees. 

Direct Writers - Direct writers errploy individuals woo produce the 
&isiness 1 these individuals are errployees of the insurer and not 
independent caitract:ors. Sare receive a salary, others receive a salary 
plus a ba'lUs or camdssiais, others may receive aily camdssims. 
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1985 ACCIDENT YEAR 
LIABILITY CLAIM FREQUENCY AND CLAIM SEVERITY 

ISO JUA 
CLAIM CLAIM CLAIM CLAIM 

COST FREQ. COST FREQ. 

15/30 Bodily Injury 5962. 1. 13. 6742. 2.16. 
5 Property Damage 1040. 4.36. 1210. 6.91. 
Personal Inj. Protection 2817. 2:34. 2911. 5.03. 

PHYSICAL DAMAGE CLAIM FREQUENCY AND SEVERITY 

1985 CALENDAR YEAR 

CLAIM CLAIM CLAIM CLAIM 
COST FREQ. COST FREQ. 

$50 Comp. 599 4. 92 953 7.62 
$100 Comp. 797 4.77 1382 7.39 

$200 Coll. 1179 8.91 1564 12.97 
$500 Coll. 1645 5.64 2168 8.58 

Source: ISO Compilation of Experience 3/24/87 
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BI 
PD 
PIP 

Rate Differences Bet.,,een 
Seniors and •All Other Class• 

Seniors 
At All 

Other Rates 

Seniors 
At 

Olrrent Rates Discount 

mtrIJSICE 
~ 
ti! 

214.75 
83.17 

136.30 
197.13 
81.54 
12 

724.89 

180.25 
69.81 

126.46 
165.05 
71.02 
12 

'lUl':t\I, 

73 
797.89 

624.59 

0 
624.59 

-13·.81 

-21.71 

I.aw changes affecting rates of aeniors 

1. 

2. 

3. 

* 

Pive percent reduct:iai £ran current rates - January 1, 1984 

Territmy lJmits of 1. 25 wrsus 1. 35 for all other classes -
January l, 1984 . 

Prchibitial of residual market equalizatial applying to seniors. 

Pirst instituted Januaxy 21, 1988. 

Rates for ISO in effect September 1, 1987. 
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··MERCEDES-BENZ D SON SYMBOL 16 (28001-33000) 
BMW COUPE 635S1 SYMBOL 18 (39001-46000) 
PORSCHE TURBO CPE. SYMBOL 20 (55001-65000) 
JAGUAR XJSC SYMBOL 21 (65001 OVER) 

SYMBOL 16 
SYMBOL 18 
SYMBOL 20 
SYMBOL 21 

$200 
OLD 
332 
446 
600 
808 

Territory 2 
COMP. $500 

NEW OLD 
400 411 
539 470 
728 529 
979 589 

Based on 1986 vehicle 

COLL. 
NEW 
504 
572 
640 
711 

Territory 
$200 COMP. 

OLD NEW 
183 221 
246 298 
33-1 401 
446 540 

;e: OLD: rates in effect prior to 10/1/87 
NEW: rates effective ~0/1/87 

POLICY CONSTANT, EXPENSE PEES, RMEC NOT INCLUDED 

15 
$500 

OLD 
265 
303 
341 
380 

COLL. 
NEW 
325 
369 
413 
459 
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-----IN J ==--
For raleasa: Contact: Leonard N. Karp 

December 8, 1988 (609) 633-3955 

TRENTON -- Comprehensive and collision insurance base rates 

for some 800,000 higher risk drivers insured through the JUA 

will be. going up by an average 24. S percent, effective February 

1. The JUA had requested a 26.6 percent overall increase. 

The physical damage rate increase will only ·apply to those 

JUA drivers who have accumulated four or more motor vehicle 

points in the past three years; one or more at-fault accident; 

or two or more moving violations. 

The increase will raise an additional $176. l million for 

the ·New .Jerse_y Automobile Full Insurance Underwriting 

Association (JUA). It will mean that for the first time, the 

premiums paid by the high risk drivers for ·their physical damage 

coverase will support their claim experience. 

This increase is the first step in a long-range effort to 

reduce surcharges by having JUA rates reflect JUA experience. 

At present, all drivers pay a $26 policy constant surcharge plus 

$58 RMEC surcharge for their comprehensive and collision 

coverages. 

The increase will add about $63 to an average higher risk 

driver's collision premium and $72 to the comprehensive 

premium. Physical damage protect1on amounts to about 35 percent 

of the total insurance premium. 

OFFICIAL NEWS FOR RELEASE 
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The increase breaks down to 16. 5 percent in the collision 

base rate and 47 .1 percent in the comprehensive base rate from 

rates currently in effect. 

On January 1, overall premiums, including physical damage 

coverage, will be increased by 10 perc~nt for higher risk JUA 

drivers. The February increase wi.11 be adjusted to account ·for 

the rate hike in January. 

For policies covering more than one driver, the higher 

physical damage rate increases will be applied to the highest 

rated car when one of the drivers meets the "bad driver" 

conditions. 

Ill 



JUA DEFICITS 

Ca• h Flow: 

YEAR ALL PIP BODILY PROPER1Y PHYSICAL 
COVERAGES INJURY DAMAGE DAMAGE 

1984 -0- -0- -0- -0- -0-~, 1985 -0- -0- -0- -0- -0-
1986 -0- ,-0- -0- -0- -0-
1987 -0- -0- -0- -0- -0-
1988• $316 $59 $111 $42 $104 

1-t 
H 
011 . Statutory (Fully Funded) 
H 

RI 
YEAR ALL PIP BODILY PROPER1Y PHYSIC.AL 

COVERAGES INJURY DAMAGE DAMAGE 
Isl 

$268 $55 $101 $39 $72 1984 
1985 $334 $59 $110 $42 $122 
1986 $698 $136 $253 $97 · $208 
1987 $551 $121 $224 $86 $120 
1988• $697 $155 $287 $110 $145 

TOTALS $2,545 $526 $976 $375 $668 

•1988 FIGURES ARE PROJECTIONS OF DEFICITS WITHOUT THE ISO RATE INCREASE AND RMEC. 

Source: July. 1987 RMEC Fllings. All numbers In mlllions. 
..., Department of lneuronoe 
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RESOLOTIOR 
NEW JE~EY AUTOMOBILE POLL INSURANCE UNDERWRITING ASSOCITIOH 

l! .I. Jl A·m bl A , 'l' h e Bo a r d , i n o r d e r t o d i s ch a r g e i t s F I U A 
responsibilities as set forth in the statute has: · 

l) Established an insurance writing mechanism which 
commenced operations Janaury 1, 1984 and appears likely 
to insure over 1.4 million vehicles by 12/31/84. 

2) Created appropriate accounting and procedural records 
to reflect the financial measure of this insuring 
activity. 

3) Utilized collateral sources of revenue made available 
by the statute including those also enacted subsequent 
to January 1, 1984. 

A specific Board responsibility is the prospective filing of a 
Residual Market Equalization Chc:rge (RMEC) sufficient to produce 
no profit or·10ss from the operations of the FIUA. In pursuit of 
this objective the Board: 

A) Recorded the results of operations including product 
sales, accidents reported, expenses authorized and 
collater~l income from both the DMV and Policy Constant 
sources. 

B) Directed preliminary RMEC estimates by its Acturial 
Committee be made formally available to the department 
prior to the start up of operations in 19B4. 

C) Engaged the firm of Tillinghast, Nelson, Warren to 
undertake an independent actuarial study after 6 months 
of FIUA operating results became available. 

D) Reviewed both the independent analysis and the recorded 
FIUA financial results based on 6 months operating 
reports. 

After all of these steps it is clear that the 1984 operations of 
the FIOA will produce a deficit. How much that deficit amounts 
to is dependent upon when it is measured and whether or not 
prospective legislative relief can provide collateral sources of 
revenue as anticipated. In consideration of al 1 the foregoing, 
the Board's action must establish for the record its best 
estimate of FIUA financial needs. 

~ Therefore l.t lJI Resol~G, that the Chairman shall submit the 
Tillinghast report, with a cov~r letter to the Cbmmissioner of 
Insurance. 

4 _ Unanimously adoptecfDecember3, 1984 
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New Jersey Automobile Full Insurance· Underwriting Association 
293 El11nhow1r Parkway, Llvlng1ton, Ntw J1r11y 07031 
(201) 533•1188 

N1l1on D. ••••v 
a1n11al t.11111111 

SUMMARY 

The New Jer• ey Automobile Full In• uranae Underwriting Aaaoc

iation waa craated in_ 1983 to replace th• Automobile Inaurance Plan 

for people who are unable to obtain personal automobile coverage in 

the regular market. 

The a •• ociation commenced operations January l, 1984, and is 

e• timatad to inaura about 40 p•r cent of tha v•hicle• in the • tate. 

It ha• contracted with 15 companiea to be aervice carrier• and, by 

law, must use the volUJ\tary rate level filed by the Inauranoa 

Service• Office (ISO). 

Unlike private insurers, th• a• soaiation began op•ration• with 

no • urplua (policyholder protection for future loase•). Accordingly, 

if the a •• oaiation suffer• a los•, there ia no back-up. The board, 

a• part of their fiduciary r•sponsibilities, must monitor any 

po•sible deficit and advise the • tate commissioner of its finding •• 

By statute, the association muat operate at a no-profit, no-

101• basi• , The board of directors commissioned a financial • tudy 

of the APIUA by Tillingha• t, Nelson and Warren. 

The association derives income from several sources. These 

aourc~• include premiums written on a direct baaia, BO per.cent of 

the surcharges ooll~ctad by the Division of Motor Vehic~es, policy 

con• tant• aolleated and remitted by member companies in the regular 



The initial report by Tillinghast indicates the deficit for 

1984 could reach $180 million. Under present assumptions, a 

$200 miilion deficit is projected for 1985. These figure• do not 

include the possible impact of pending regulations and legislation, 

nor does it recognize an increase in D.M.V. collection which should 

result in J.985. 

Tillinghast, Nelson anq ~arren is an internationally-recognized 

actuarial firm that is experienced in financial studies of insurance 

companies. Tillinghast counsels the management of corporations, 

~articularly of insurance companies and related enterprises in the 

formation of company plans and achievement of corporate goals. 

The majority of the members of the consulting staff are 

specialists in actuarial acience and hold membership in one or more 

of the internationally-recognized actuarial associations in the 

United State•, Canada, and United Kingdom. 

* * * * * 
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latablisbaent of Non-Claill Servicing Carrier Fee for 
Na, J'eney Autaaobile Fall Insurance Undenrritiag AasociatiOD 

The N• J'eney Autoaobile Fall lDSurance Undenrritiag Association 

(N.JAFIUA) bee8lle effective in January 1, 1984. One of the iteaa 

established in the Plan of Operation was the aaount the serviciag carrier 

should be paid for processiag applicatiODB for iDllurance, providiag the 

iDllurance policies, rating of policies, keepiag necessary statistics and 

reportiag·to statistical agents and handling of claias. 

Two fees were established: the non-claill expense fee and the 

claia expense fee. 

The non-claill ezpe1111es were deterained fraa broad industry 

averages of expense categories cal led general expenses and other 

acquiaition ezpenaes. Since the Association did not have all the costs of 

a regular carrier, scae aoclifications were aade to the induatry averages. 

Advertisiag coats and ezpense of belonging to a rating bureau, did not 

apply to the N.JAFIUA. lecauae of this, the sua of other acquisition costs 

and general ez:pe1111es was reduced for these costs in calculating the 

servicing carrier fee. In addition, the servicing carriers have the cost 

of payroll tazea on their .-ployees. This itea is reported under the 

ezpense category taxes, license, and fees, and is not included in either 

general expenses or other acquisition coats. Payroll taz was added to 

general expenses and other acquisition expenses. The final result, which 
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wu based upon 1982 Best's .Aggregates and Averages, prodaced servicing 

carrier fees for D011-claia u:penae• of 11. S percent for liability and 11. 6 

percent for physical daaage. 'lhe • ervicing earrien then recei"f'ed over 11 

percent of total revenue to the Aa• oeiation. Total reyenue included not 

only preal--• bat policy CODBtan.ts on MJAJ'IUA baainea• and the proportion 

of a,tor vehicle • urehargea that were r-itted to _the u • oeiation. 

NJ Departllellt of Insurance s~ 
Source: MJAFIUA Accounting and Statistical Requireaents Manual, pages 

19.02 through 19.03. 
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ADJUSTMENT TO SERV1CING CARRIER FEES 

In mid-1985, the Chairman of the Board of Directors of 
the Association appointed a special Task Force headed by 
Stan Khury of Prudential to examine the Association's 1984 
expenses, in light of experience to date, and submit 
recommendations for action by the Board of Directors. 

The 1984 Annual Operating Results of the 15 servicing 
carriers show the amounts paid to servicing carriers in 
claim and non-claim fees, the expenses for each of those 
categories and the profit or loss of each carrier on its 
J'UA operation. In 1984, the non-claim fee generated an 
overall profit for servicing carriers of $36 million with 
results for individual carriers ranging from an $8000 loss 
for Travelers to a profit of $8,816, ooo for Hanover. on 
the claim fee side, overall, servicing carriers 
experienced a $6. 5 million loss and individual carrier 
results ranging from a $4,300,000 loss for Allstate to a 
profit of $941,000 for Penn. National. 

In its November 5, °1985 Report to the Association 
Board of Directors, the Task Force made two 
recommendations based on its review of the 1984 data. 
First, it recommended combining the separate non claim fee 
percentage for Liability/PIP and Physical Damage into one 
percentage and reducing it from 11.5% and 11.6 % 
respectively to 9.5% of Association written premium. The 
data showed that, on average, servicing carriers operated 
at 7. 4% of subject revenue. The Task Force believed the 
fee should be lowered to a level closer to its actual 
experience. The Task Force recommended only a 2% reduction 
instead of the full 4.1% noting that the Florida JUA had 
lowered its non-claim fee in small steps over several 
years as the experience of the Association matured. 

The second recommendation of the Task Force was that 
the claim fee be combined into a single percentage from 
separate percentages for Liability/PIP and Physical 
Damage. The Task Force recommended staying with the 
current formula of calculating fees as a percentage of 
incurred losses and recommended an increase in the claim 
fee from 16.5% and 12.6% respectively to 16.7%, equalling 
the levels indicated by the 1984 data. 

The recommendations of the Task Force were adopted by 
the Board. In correspondence with the Association, the 
Commissioner indicated that she would approve the 
non-claim fee by itself but that the Department had 
concerns about the claim fee recommendation. At it's 
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January 21, 1986 meeting, the Board voted to separate the 
two recommendations and submit the non-claim fee to the 
Commissioner for approval. 

The Commiaaioner certitied the amendment to the Plan 
of OP.eration reducing the non-claim tee from 11.51 for 
Liability and PIP and 11.61 for Physical Damage to 9.5% of 
written premium for both coverages on January 30, 1986. 
The reduced fee became effective for June 1986 reports. 
The fee reduction is estimated to result in a $27.7 
million saving for the Association in 1987, and projected 
savings of $30.2 million in 1988 and $33. million in 1989. 

At the direction ot the Association Board of 
Directors, the Task Force reconvened to examine the claim 
reimbursement formula. After pressure from some members of 
the Board and the Commissioner, the Task Force, in its 
July 29, 1986 Report recommended that the Association 
follow other residual markets and change the claim fee 
from a percentage of incurred losses to a percentage of 
earned premium with certain expenses relating to claims in 
dispute to be reimbursed to the carriers dollar for 
dollar. The Board adopted the recommendations of the Task 
Force and the Commissioner certified the amendment to the 
Plan of Operation on an interim basis on November 19, 
1986. 

The claim fee was changed from 16. 51 of Association 
incurred losses for Liability and PIP and 12.6% of 
Association incurred losses for Physical Damage to 12. 3 % 
of earned premium for both coverages. In addition, certain 
items of claim expenses, estimated to be 30 percent of 
claim expenses, are to be reimbursed directly. The 
directly reimburseable items are: 

A. Attorner•s Fees for claims in dispute; 
B. The fol owinc, specific items of e·xpense related to 

disputed claims: 
1. Medical examination and audit fees to 

determine the extent of the Association's 
liability; 

2. Expert Testimony; 
3. Laboratory and X-ray; 
4. Autopsy; 
5. Stenographic; 
6. Witnesses and Summons; 
7. Copies of Documents. 

C. Incurred Rehabilitation Expenses. 
D. Expenses incurred for the invest.igation of suspected 

fraud. 



The fee reduction is estimated to result in a $9.0 million 
saving for the Association in 1987, $53.6 million in 1988 
and $81.9 million in 1989. 

When the operating data tor 1985 and 1986 was 
available, Chairman Jack Trope convened a new Expense Task 
Force under the leadership ot Dave Jackson of Selective 
Insurance, which met for the first time on June 30, 1987. 
The Task Force was charged with reviewing the expense 
reimbursement of Association servicing carriers. 
Consideration of the claim fee was postponed until at 
least a year of data was available. The Task Force 
concluded that the non-Claim Fee was still too high and 
recommended to the September 1987 meeting of the Board 
that the fee percentage be reduced 1 point to 8.51. The 
Board of Directors, at it September 1987 meeting, adopted 
the Task Force recommendation. 

The Commissioner certified the amendment to the Plan 
of Operation on October 28, 1987. The reduced fee became 
effective for January 1988 reports. The fee reduction is 
estimated to result in a $14. 2 million saving for the 
Association in 1988 and $15.5 in 1989. 



Company 

State Farm 

Aetna 

Keystone 

Travelers 

Fireman's Fund 

Hanover 

CNA 

Allstate 

Royal 

CIGNA 

Selective 

Pru Pac 

Pa. National 

Continental 

Total 

NEW JERSEY Atn'OMOBILE 
FULL INSURANCE UNDERWRITING ASSOCIATION 

SERVICING CARRIERS 
CALENDAR YEAR 1984 

JUA Earned JUA 
Premium Expenses 

$45,967,000 $13,899,000 

19,097,000 6,072,000 

10,088,000 3,538,000 

32,394,000 9,672,000 

22,655,000 8,601,000 

67,124,000 15,995,000 

20,216,000 6,352,000 

112,SOS,OOO 42,256,000 

20,480,000 5,003,000 

22,S84,000 2,911,000 

30,560,000 10,063,000 

49,639,000 14,149,000 

18,116,000 2,781,000 

26,S41,000 7,299,000 

$S 15, 235, 000 $154,083,000 

JUA 
Profit 

$1,224,000 

1,035,000 

733,000 

580,000 

(-722,000) 

8,672,000 

(-199,000) 

1,479,000 

2,157,000 

4,424,000 

812,000 

2,887,000 

4,192,000 

1,896,004 

$30,069,000 

* Producer commissions are not included in JUA Expenses or JUA Profit 
columns. 

** JUA Profit is included in JUA Expenses column. 

SOURCE: NJAFIUA Annual Report to NJ Department of Insurance 



Company 

State Farm 

Aetna 

Keystone 

Travelers 

Fireman's Fund 

Hanover 

CNA 

Allstate 

Liberty Mutual 

Royal 

CIGNA 

Selective 

Pru Pac 

Pa. National 

Continental 

Total 
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NEW JERSEY Atrl'OHOBILE 
FULL INSURANCE UNDERWRITING ASSOCIATION 

SERVICING CARRIERS 
CALENDAR YEAR 1985 

JUA Earned JUA JUA 
Premium Expenses Profit 

$ 92,733,000 $ 16,755,000 $ 7,443,000 

53,416,000 9,692,000 3,604,000 

18,699,000 3,743,000 1,723,000 

68,942,000 17,674,000 1,995,000 

48,781,000 11,463,000 2,344,000 

146,928,000 26,128,000 16,925,000 

38,881j000 11,340,000 187,000 

218,293,000 63,797,000 2,131,000 

36,411,000 7,616,000 3,788,000 

36,597,000 7,923,000 2,909,000 

45,750,000 5,934,000 7,182,000 

63,337,000 14,457,000 4,265,000 

106,381,000 23,526,000 8,149,000 

35,320,000 7,121,000 4,341,000 

55,851,000 13,662,000 1,530,000 

$1,066,290,000 $240,831,000 $68,516,000 

* Producer commissions are not included in JUA Expenses or JUA Profit 
columns. 

** JUA Profit is included in JUA Expenses column. 

SOURCE: NJAFIUA Annual Report to NJ Department of Insurance 
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NEW JERSEY Atn'OMOBILE 
FULL INSURANCE UNDERWRITING ASSOCIATION 

Company 

State Farm 

Aetna 

Keystone 

Travelers 

Fireman's Fund 

Hanover 

CNA 

Allstate 

Liberty Mutual 

Royal 

CIGNA 

Selective 

Pru Pac 

Pa. National 

Continental 

Total 

SERVICING CARRIERS 
CALENDAR YEAR 1986 

JUA Earned JUA 
Premium Expenses 

$ 104,370,000 $ 20,190,000 

56,607,000 7,846,000 

15,843,000 4,268,000 

82,999,000 25,646,000 

56,944,000 12,234,000 

173,825,000 37,246,000 

39,316,000 11,564,000 

251,890,000 69,269,000 

46,572,000 8,792,000 

42,534,000 7,344,000 

48,791,000 8,987,000 

76,411,000 15,753,000 

132,762,000 26,431,000· 

37,274,000 9,033,000 

62,832,000 14,268,000 

$1,228,970,000 $278,871,000 

JUA 
Profit 

$ 9,383,000 

7,359,000 

695,000 

2,739,000 

3,705,000 

14,194,000 

. 799,000 

4, 7_74,000 

5,660,000 

3,764,000 

5,522,000 

6,692,000 

16,343,000 

3,481,000 

5,226,000 

$90,316,000 

* Producer commissions are not included in JUA Expenses or JUA Profit 
colwnns. 

** JUA Profit is included in JUA Expenses column. 

SOURCE: NJAFIUA Annual Report to NJ Department of Insurance 



Company 

State Farm 

Aetna 

Keystone 

Travelers 

Fireman's Fund 

Hanover 

CNA 

Allstate 

Liberty Mutual 

Royal 

CIGNA 

Selective 

Pru Pac 

Pa. National 

Continental 

Total 
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NEW JERSEY Atn'OKOBILE 
FULL INSURANCE UNDERWRITING ASSOCIATION 

SERVICING CARRIERS 
CALENDAR YEAR 1987 

JUA Earned JUA 
Premium.....,.. Expenses 

$ 112, 4S3, 698 $19,612,495 

60,147,108 6,668,901 

7,850,338 2,011,793 

89,968,100 30,595,804 

30,563,947 7,412,000 

206,054,879 63,320,525 

25,928,334 3,442,851 

269,422,832 83,263,007 

S2,SS1,109 .10,534,49S 

43,743,177 9,064,347 

S0,S59,S39 12,119,647 

93,108,967 19,809,953 

153,346,154 40,052,897 

39,407,825 13,448,890 

67,014,717 19,167,086 

$1,302,127,324 $340,524,691 

JUA 
Profit 

$ 9,450,562 

10,408,729 

(249,428) 

(2,493,799) 

(184,·106) 

(1,537,927) 

3,543,049 

(-15,084,186) 

5,480,526 

4,902,942 

2,192,762 

5,050,008 

2,297,752 

(2,034,674) 

1,919,522 

$23,661,732 

NOTE: Preliminary estimates only. Not verified yet by the JUA's 
statistical agent, AIPSO. 

* Producer commissions are not included in JUA Expenses or JUA Profit 
colwnns. 

1r-1r JUA Profit is included in JUA Expenses column. 
"1rlrlr Not Including Policy Constant (S-2790) 
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JUA SERVICING CARRIER BIDS 

The following companies submitted competitive bid• in 
March 1988 for contracts as JUA servicing carriers: 

Insurance Colllpanie• 

Company Proposed Number of Policies 

Allstate 
Continental 
Hanover 
Prudential 
Selective 
State Farm 

Non-Insurance Coapanie• 

224,000 
100,000 

250,000 to 350,000 
175,000 to 200,000 

100,000 
140,000 

Company Proposed Number of Policies 

Computer Sciences Corp. 
Electronic Data Systems Corp. 
Policy Management Systems Corp. 

Warner Computer Systems Inc. 

400,000 or more 
200,000 to 300,000 

100,000 to 150,000 

800,000 to 1,075,000 
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For rel••••: 

November 21, 1988 

Contact: Leonard N. Karp 

(609) 633-39.55 

Tlt.EtfTOM -- The five coapani•• that will •••ume most JUA 

adaini•trativ• operation• have all •igned contracts with the New 

Jer••Y Autoaobile Full In•urance Underwriting Association (JUA) 

.that •hould • ave up to a projected $75 aillion in 1989, said 

In•urance Co-i•• ioner Kenneth D. Marin. 

Th• JUA board on Oct. 27 •elected through a competitive 

bidding proce•• five coapanie• to a•• uae duties as servicing 

carrier• for the aa•ociation. The last of the contracts was 

retumed signed late last week. 

Electronic Data Sy• t-ea• Corp. 

The companies are the 

(EDS) of Dalla•; Computer 

Science• Corp. (CSC) of El Sequndo, CA.; Warner Computer 

Sy1tea• Inc. of Pair Lawn, H.J.; Policy Management Systems Corp. 

(PMS) of Blythewood, S.C.; and Hanover Insurance Co. of 

Worcester, MA.. 

The coapanie• will handle policy applications and renewals, 

a• well a• claia operation•• 
' 

Marin • aid the anticipated • avin1• next year is based on 

the fee• the current • ervicing carrier• are expected to be paid 

in 1988 and on a JUA population of 1.45 aillion policies. He 

• aid that in •ucceedina years, savings will be greater as the 

JUA i • depopulated. 
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He e• timated fees in 1988 will total $343 million and in 

1989, the first year of the new contract, they will drop to $268 

million, or an almo• t 22 percent • avinga. 

The five coapanie• bid a projected total of $850 million to 

administer .JUA applications, renewals and clai• s over a 

three-year period ending in 1991. It is anticipated the .JUA will 

have 1.45 aillion policies in force in 1989. 

It is anticipated the new •ervicing carriers will begin 

operation no later than March 1, 1989 for new business and April 

l for renewals. 

Consumers whose policies are now administered by one of the 

withdrawing insurance companies. will be offered a renewal policy 

by one of the new servicing carriers. 

Claims alr~ady on file with one of the existing servicing 

carriers will be continued to be serviced by that same company. 

In legislation that took effect in 1987, non-insurers for 

the first ti• e becaae eligible to be .JUA servicing carriers. 

That legislation was amended this year to remove limits on the 

number of non-insurer• that could act as servicing carriers. 

The .JUA in January, 1988 advertised for bid proposals from 

companies to act •• servicing carriers efficient in policy 

administration, 

systems. 

claiaa administration, and data processing 

Mine eligible bid proposals were considered by the JUA. 

Other bidders evaluated were Continental Insurance Company of 

New Jersey, Prudential co .. ercial Insurance Company, Selective 

Insurance Company of America, and State Farm Mutual Automobile · 

Insurance Company. 

- • ore -
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Each of th••• fou~ bidder• submitted prices which were 

projected to be higher than the costs being paid to existing 

servicing carrier•• 

Be• ide• price I all bidder• were al• o evaluated on claims 

handling and policy adaini• tration experience, con•uaer • ervice, 

and overall c011pany capitalisation, aa well a• other factors. 

The •ucce• sful bidder•, in addition to their • ervicing 

carrier responsibilitie•, will be required to adhere to a 

uniform statistical reporting systea and subait to JUA audits. 

The recommended succe•• ful bidder• and their bid price 

follow: 

Estimated 
Naae of Nuaber of Eati• ated Percent ts• of 
Bidd1r Policie• 3-J:ear Fee Premium 

EDS 425,000 $248,232,159 16.49'% 
csc 425,000 239,573,896. 1S.92'% 
Warner 150,000 82,654,896 1S.S6% 
PMS 150,000 '90,677,363 17.07'% 
Haover 300 1 00g 189 1 300 1 853 17.821 
Total 1,450,000 $850,438,959 16.S6'% 
1· 

On a flat fee ba• i • , with actual JUA data for 1987 as a 
ba• e. 

At pre•ent, the ll inaarance coapany •erYicing carrier• are 
ccapesu1ated cm a percentqe bui• , broken down a •· 12. 3 percent 
of prmd.ua u coapenaation for bandlina clailu , and 8. S percent 
of preaia. for bandling policy application•, renewal• and other 
ncm-claia ••~c••· The total claia and non-claill fee• paid 
equal 20.1 percent of prmd.ua. 

Unsucce•• fal biddara: 

Na• e of 
Bidder 

Prudential 
Continental 
State Fara 
Selective 

#II 

lati• ated 
Percentage of 
Premium 

21.14% 
23.31% 
26.29% 
26.34% 
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Re1idu1l Market Operation••• The JUA 

0Th1 JUA function• like a 11parat1 company with it1 ·own rat11, inv11tment 

portfolio, claim• handU.na, etc, Yet it h•• a 1~1rantttd 1ource of in~o111 

r11ardt111 of hov badly it coatrol1 claim coata, lnda~d, the r1coup111nt 

provision of the bill do11 not 1v1n limit it1 r1v10u11 to proapective 

11timt11 (11 it do11 for individual- filer,), Th1r1 an page, of provilion, 

·. r1rardin1 the company•controllad 1ov1rnina board, the accounting procedur11, 

and tht r111tion1hip of 11rvicin1 carritr1 to non11rvicing carriers, Their. 

eY.i1tenc1 11:1pha1iz11 the conflict of interest and mark1t competition 

difficult/it, that 1ri11 vs.th a J"UA •• ·upecilll>• when a li11it1d number of 

(1en1rally) lar11 vrit1r1 act a, 11rvicin1 carriers,· 

The provi1ion1 in !~1696 appear more cooc1rn1d ~1th intercompany or 

cocp1n~·•111nc)' aff1ct1 than with ov,-rall cor.trol of 1xp1nu1 and claim 

11ttl1m.nt practic11. For 1x1mpli, the JUA crJ1t includ1 its expen111 11 par~ 
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o! i:a Ulin;. lut theH exp1n111_ \'&ry b)' co::;,a:i~·• ~• co\:ld requin that 

1trvicin1 carrier• be alloved an expea1e ratio that i1 the plnlpu• of the 

u:p1n11· ratio approved in the JUl rate or the expea11 rat lo of· the voluntary 

aide of that carrier'• boo~ of bu1ine11, 

There i1 no provi1ioa·vhereby the Collli11ioner could fine 1ervicin1 

carrier• vho11 lax clai.111ettle• eat practice• or exce11lv1 1xp1n1e} prove 

co1tly to the JUA. The JUA l• aivea 1om1 broad authority ia th11 re1p1ct 

(11ction 19, p, 17), but the 1overaia1 boaia ha1 little lnctntivt to bt 

tough•mindtd in thh ra1ard-. Then •Y be 111•·~ l11u11 a1 vell: i1nce ·A•l696 

1hi1ld1 the companie1 fro• • 01t liability a11ociat1d with any J\JA activitie1. 

To be • ean1nsfu1, any fin•• would have to be a1ain1t the 1ervicia1 carrier 

11 1 private company (and not the JUA). 



N•tion•l Associ•tion Of Insurance Commissioners 
1976 Profitability Results 

STATE 

New Jersey 

C.alifornia 

Oel•ware 

Maryland 

Massachusetts 

Michigan 

New York 

Pennsylvania. 

Co,.intry Wide 

Private Passenger Automobile 

Premiums 
E•rned 

775,323 

2,429,371 

48,407 

.399,431 

747,782 

902,286 

1,653,423 

946,360 

19,277,034 

Premium Undrwrtng Invstmnt Oper. 
Weights Profit G•in Profit 

1. 0(1(1 -12.5 

1. 0(1(1 0.6 

1. 0(1(1 -3.3 

1. (1(1(1 -0.4 

1. 000 3.3 

1. 000 -7.6 

1. 00(1 -9. 1 

1. 000 -8.9 

1. 0(1(1 -2.4 

5 

4.5 

4.4 

4.7 

4 ~. 
• c; 

5 

4. E, 

4.4 

4.3 

-8. E, 

4. 1 

0.2 

3.2 

E,. 3 

-3.7 

-5.6 

-5.4 

0.9 
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National Assoei&tion Of Insurance Commissioners 
1977 Profit&bility Results 

STATE 

New Jersey 

Ctil 1 i forn i • 

Delaware 

Maryland 

Mass•c:husetts 

Mic:higtiln 

New York 

Pel"lnsylval"lia 

C,:,1..1ntry Wide 

Private Passenger Automobile 

Premiums 
Earned 

961,275 

2,902,651 

60,554 

477,222 

766,642 

1,150,687 

2, 119, 332 

1,213,339 

23,541,480 

Premium Undrwrtng 
Weights Profit 

1. 00C> -7.8 

1. 000 4.7 

1. 0C>C> 1.1 

1. 00(1 3.S 

1. 00C> s. 1 

1. 00C> -0.2 

1. 000 -1. 7 

1. C>C>C> -4.2 

1. (IC,() 2 

Invstmnt Oper. 
Gtilin Profit 

4.8 

4.5 

4.4 

4.8 

4. 1 

4.9 

4.9 

4.3 

4.3 

-4. 1 

8.3 

4.5 

7 ~. . .::. 

a. 1 

3.5 

2 

-0.9 

5.4 



STATE 

New Jersey 

California 

Delaware 

Maryland 

Matssachusetts 

Michigan 

New Yo'l"k 

Penr,sy 1 vani .a 

C,:,1..1r,t ry Wide 
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Ex::HZBZT RR 

paq• 3 

Nation•l Assoc:iat i,:m 01' Insurance Comm i ss i or,ers 
1978 Profitability Results 
Pr'ivate Passenger' Au~omobile 

Pr'ern i urns Premium Ur,drwrtng Invstrnnt Oper. 
E&rned Weights Profit Gair, Profit 

1,103,605 1. 000 -9.7 4.9 -5.9 

3,274,472 1. 000 1. 1 4.7 5 

69,709 1. 00(1 -5.E, 4.5 -2. 1 

520,111 1. ooc, -o. E, 4. e. 3 

736,371 1. 000 -2.2 4.4 1 

1,33:i,:i71 1. 000 -o.e. 5. 1 3 - . • c:; 

2,253,563 1. 000 3.8 4.9 7.5 

1,440,592 1 • 000 -3 4.5 0.5 

26,248,270 1. oc,o 0.3 4.5 3.8 



STATE 

New J'ersey 

California 

Delaware 

Maryland 

Massachusetts 

Michigan 

New York 

Pennsylvania 

Countt'y Wide 

JC.x:&ZBZT RR 

p-.c;r .... 

Nation&l Association Of Insurance Commissioners 
1979 Profitability Results 

Premi1.uns 
Earned 

1,252,624 

3,651,528 

76,475 

3:58,796 

782,104 

1,416,624 

2,175,340 

1, 57:S, :so:s 

28,520,844 

Private Passenger Automobile 

Pr•mium Undrwt'tng Invstmnt Opet'. 
Weights Profit Gain Profit 

1. 000 -9. 2(> 5. 5CI -4.90 

1. OOC> 0.30 5.30 4.80 

1. 000 -1. 90 s. (1(1 a. 1 o 

1. C>C>O -3. 10 s. ac1 1. 10 

1. 000 -7. 1() 4.70 -3.60 

1. 0(1(1 -2. 4(> 5.7(1 2. (10 

1. 000 a.so 5. 3(1 6.GO 

1. 000 -3.00 5. 10 1. lC> 

1. ooc, -c1. 90 5.00 3. 1 (I 
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National Associat i,:,y, Of Ins1.1rance 
1980 Profitability Results 

Pl"'ivate PasseY1ger A•.ttomobi le 

Cor,m, i ss i ,:,y,ers 

STATE Line of Prerni 1.uns Prerniurn Ur,drwrtng Ir1vst111r1t 
Business Earr,ed Weights Profit Ga 1 Y-1 

New Jersey 
Liab. 947,566 0.688 -14. 10 8.30 
PhysD.am 429,919 1).312 -2.40 2. 10 
Weighted -10.45 e.. 36 

Californi.a 
Liab. 2,396,301 ,,. 598 -0.40 7.20 
PhysD.am 1,613,631 0.402 1).50 2.8(1 
Weighted · -0.04 5.43 

Oel.aw.al"'e 
Liab. 50,999 0.624 -4.80 7.20 
PhysDam 30,763 0.376 2.30 1. '~(I 

Weighted -2. 1.3 5.21 

Maryland 
Liab. 4(12, 251 0.663 -5. (10 7. 00 
PhysDam 204,902 1).337 1. 30 1 • '3(> 
Weighted -2.87 5.28 

M.assachusetts 
Liab. 462,217 0.537 -10. 10 7.70 
PhysDam 398,629 0.463 -1. 10 l. 80 
Weighted -5.93 4.'37 

Mich i gaY-1 
Liab. 667, C>SE. 0.458 -15. 00 10.e.o 
PhysOam 788,'356 0.542 e..20 2. 3<) 
Weighted -3.51 E.. 10 

New York 
Liab. 1,529,495 0.687 -1. 40 8. (1(1 

PhysDam 696,2'3'3 0.313 l. 30 2. 2<) 
Weighted -0.56 E,. 1 '3 

PeY1nsy l vaY-1 i a 
Liab. 1,060,731 0.634 -7.60 7. 4(1 
PhysDam 613,078 0.366 4.20 2. (11) 

Weighted -3.28 5.42 

C,::iuY1try Wide 
Li ab. 17,817,770 0.585 -1.50 7. 10 
PhysDam. 12,642,'327 0.415 2.90 2. 2() 
Weighted -0105 5.07 

Opt 
Pr.:,1 

-7. 
-o. 
-5. 

5. 
.. 2. 

4. 

1. 
3. 
2. 

(I, I 

• .::: • I 
1.; 

-4. E 
o . .: 

-2. : 

-E.. ': 
8. 1 
1. ;: 

4.7 
3. (J 

4. 1 

-1. 7 
5.8 
l • I 

4, 1 I 
3. 71 
3. '3: 



STATE 

New .Jersey 

Cali forr,ia 

Delaware 

Marylar,d 

N•tion•l Association Of Insurance Commissioners 
1981 Profitability Results 

Private Passenger Automobile 

Lirie of 
Business 

Premiurns 
Earr,ed 

PremiuM Undrwrtng Invstmnt • per. 
Weights Profit Gain Profit 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysD•m 
Weighted 

Li.ab. 
PhysDam 
Weight1td 

1,115,797 
470,428 

2,503,012 
1,759,377 

54,482 
34,084 

487,788 
237,364 

0.703 
0.2'37 

0.587 
0.413 

(I.E,15 
0.385 

(I.E,73 
0.327 

-1 e.. 8 
-5.8 

-13.54 

-4 
0.7 

-2.oe. 

-9.8 
1. 3 

-5.53 

-7 
1. 7 

-4. 15 

'3. 3 
2.4 

7 .-,c• a::._, 

8. 1 
2. '3 

5. '35 

8.2 
2 

5.81 

8. 1 
2.2 

-'3. 7 
--3. 9 

-7.'38 

2. E, 

3. 1 
2.81 

- --~ . .:, 
2. 9 

-(l. '31 

-0.7 
3.4 

0. EA 

Massachusetts 

Michigar, 

New Y,:,rk 

Per1r1sy 1 var1 i a 

C,:,1Jr,try Wide 

Liab. 
PhysD•m 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysD.am 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

575,754 
465,'31'3 

511,279 
565,23'3 

1,618,395 
785,701 

1,175,476 
655,581 

18,797,37'3 
13,27'3,770 

(>. 553 
0.447 

0.475 
0.525 

O.E.73 
0.327 

O.E.42 
0.358 

0.586 
0.414 

-8 
-3.5 

-5. '3'3 

-10. E, 
2 

-3.'38 

-5.4 
-4.'3 

-:;.24 

-8.7 
2.3 

-4.76 

-4.8 
0.4 

-2.E,5 

B ~. . ,::. 
5.52 

'3. 2 
2. 1 

5.47 

8.7 
2.2 

E,, 58 

8.5 
2.2 

E,, 24 

7.'3 
2.3 

5.58 

-2. 1 
-1.9 

-2.01 

-'7 ·:, 
oJ • .... 

3.7 
0.42 

1. 3 

-~ 
4 

i). 15 

1.4 
2.2 

1. 73 



National Association Of Insurance Comrn i ss i or,ers 
1982 Profitability Results 

Private Passenger Automobile 

STATE Line of Premi 1..u11s Premium Ur,drwrtng I r,v. t r,1Y,t Ope 
Business Earr,ed Weights Profit Gair, Pr,:,f 

New .Jersey 
Liab. 1,322,277 0.713 -20.30 8.50 -4. 
PhysOam 533,303 0.287 -6. (H) 2. 2(> -1.· 
Weighted -1E..1'3 e.. e.g -3.' 

California 
Liab. 2,755,468 0~594 -8.3(1 8.50 2 •. 
PhysDam 1,884, 102 0.406 -2. 2(> 2.30 o. t 
Weighted -5.82 5.'38 1." 

Delaware 
Liab. 58,209 0.607 -21.30 0.e.o -4. c 
PhysDam 37,621 0.393 4.60 2.20 4. 
Weighted -11.13 e.. 0'3 -1 ... 

Maryland 
Liab. 494,171 0. E,E,(l -18.80 8.40 -3.= 
PhysDam 254,510 0.340 2. 3(1 2.20 3. ( 
Weighted -11. E,3 e.. 2'3 -1. i: 

Massachusetts 
Liab. 668,326 0.558 -12.70 8.50 -o. i:. 
PhysDam 528,483 0.442 (I. E,(l 2. 2<) 2. l 
Weighted -E..83 5.72 (). 8 

Michigar, 
Liab. 721,E.E.4 0.479 -28.90 8.70 -a.a 
PhysDam 785,768 0.521 -11. E,() 2. 2(> -4.5 
Weighted -1'3.88 5.31 -E,. 5 

New Yi:,rk 
Liab. 1,755,242 o. E,E,4 -7.30 0. 1c, 2. 7i 
PhysDam 886,743 Ci.336 -5.6(1 2. 1 (l -1. 3, 
Weighted -6.73 e.. 48 1. 31 

Per,nsylvania 
Liab. 1,273,730 0.649 -28.30 8.80 -8. 4( 
PhysDam 66'3,231 0.351 4.50 2. 2(> 4. 2. 
Weighted -16.78 6.48 _7 ..., . 

C,:,1.1ntry Wide 
Liab. 20,666, 140 0.585 · -11. 40 a.so o. 4( 
PhysOam· 14,673,'312 0.415 -2. 2(> 2. 2(> 0.5( 
Weighted -7.'sa 5.88 0.44 



STATE 

New Jersey 

Cali f,:,rnia 

Maryland 

Massachusetts 

Michigu·, 

New York 

Per,r,sy 1 var, i a 

C,:11.1r,try Wide 
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National Association Of Insurance Commissioners 

1'383 Profitability Results 
Private Passenger Automobile 

Line of 
Business 

Prerni 1.m1s 
Earned 

Prerniuro Undrwrtng Invstmnt Oper. 
Weights Profit Gain Profit 

Liab. 
PhysOam 
Weighted 

Liab. 
PhysOam 
Weighted 

Liab. 
PhysOam 
Weighted 

Liab. 
PhysOam 
Wei ght'ed 

Liab. 
PhysDa.m 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDan, 
Weighted 

1,556,882 
642,544 

2,985,581 
2,032,156 

E.3,E.53 
42,550 

"572,583 
287, 111 

705, 1 E. 1 
601,252 

752,57E, 
835,2'37 

1,94E.,70'3 
1,018,548 

1, 372, '391 
72'3,0E.'3 

22,721,2'38 
16,287, 140 

0.708 
0.292 

0.595 
0.405 

0.5'39 
o. 401 

o. e.e.e. 
0.334 

(l. 54(1 
0.460 

C>.474 
0.526 

o. E.57 
0.343 

O.E.53 
0.347 

0.582 
0.418 

-11. 40 
4.80 

-6.67 

-14. 5(1 

-3.70 
-1 (I. 13 

-22. 5<) 
12.00 
-8.E,8 

-18. 10 
9. 10 

-'3.02 

-14.20 
7. 10 

-4.40 

-25.70 
-1'3.30 
-22.33 

-1. 10 
1. 10 

-0.34 

-27.40 
'3. 30 

-14.E,7 

-13. (1(1 

1.50 
-e.. '35 

9. 10 
2. 3() 
7. 11 

9. (I(> 

2.40 
e.. 33 

'3. 20 
2.40 
E,,48 

'3.00 
2. 3(> 
e.. 7E. 

'3.00 
2. 3(> 
5.'32 

'3. 1(1 

2.30 
5.52 

'3. 30 
2.40 
e.. '33 

'3.30 
2.40 
2.40 

9.20 
2.50 
2. 40 

(l. '30 
4. 30 
l. 8'3 

-0.80 
-(l. 1 (l 

-0.52 

-5.00 
8.30 
(l, 23 

-2.80 
E.. 70 
0.37 

-0.7(1 
5. E,(I 

2. 2(> 

-E,.7(1 
-a.e.o 
-7.70 

e,. e.o 
2.40 
5. 1E:. 

-7.E.O 
E,. '3(1 

E..'30 

-o. 10 
2.70 
e,. '3(> 



STATE 

New Jersey 

California 

Maryland 

National Association Of Insurance Commissioners 
1984 Profitability Results 

Private Passenger Automobile 

Line c,f 
B•.!siness 

Premi urns 
Earr,ed 

Premium Undrwrtng Invstront Ope 
Weights Profit Gain Prof 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighte·d 

Liab. 
PhysDam 
Weighted 

1,261,612 
553,858 

3,352,7;35 
2,273,055 

71,848 
49,8Z8 

634, 81 (l 
321,E.~1 

0.695 
0.305 

0.:596 
0.404 

0.590 
0.410 

(>. E,E,4 
o. 336 

-s. 2(1 
4.70 

-2. 18 

-18.00 
o. E.<) 

-10.48 

-42. 10 
e.. 1 <) 

-22.3E. 

-25.70 
-0.70 

-17.29 

9.80 
2.40 
7.54 

9.70 
2.50 
e.. 79 

9. 90 
2.40 
6.83 

9. E,(l 

2.40 
7. 18 

4. I 
4. ~ 

4. ~ 

-2.L 
2. i: 

-(). ~ 

-15.3 
,:: 
....i. 

-E.. '3 

-3. '3 

Massachusetts 

Michigar1 

New York. 

Per1nsy 1 var1 i a 

co,.mtry Wide 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

Liab. 
PhysDam 
Weighted 

817,951 
694,385 

799,88E. 
948,830 

2, 116,SE.1 
1, 182,354 

1, 55(>, 206 
816,E.51 

24,555,84E, 
17,940,888 

0.541 
0.45'3 

0.457 
0.543 

O.E.42 
0.358 

0.655 
o. 345 

0.578 
C>.422 

-13.50 
3. 2(> 

-5.8'3 

-20.90 
-21).'31) 
-20.'30 

-2.50 
-o. e.o 
-1. 82 

-23.50 
0.50 

-15.22 

·-15. 40 
-2.:so 
-9. 95 

9.70 
2.40 
E.. 35 

-7.20 
-'3.00 
-8. 18 

1 (I. (1(1 

2.40 
7.28 

1 o. (1(1 

2.40 
7.38 

9.8(1 
2.e.o 

. e.. 7t. 

-(l. 1 I 
3. 5< 
1. 5! 

-3. '3( 

-'3.5( 
-E.. '34 

e.. 2(1 

1. 50 
4.52 

-5. 2(> 
2. 1 (, 

-2. e. 

-1. 10 
0.50 

-0.42 



National Association Of Ir1s urar1ce Commi ss ior,ers 
1985 Prc:,fitabi l ity Results 

Private Passer1ger Autornobile 

STATE Line of Premi 1..1r11s Premium Ur,drwrtng I r,v.s t r,1r1t • per. 
B•Jsiness Earr1ed Weights Profit Gair, Prc,f 1 t 

New .Jer-sey 
Liab. 8.82, E. 1 Cl (1.670 -12. 1 1 o. 1 (I. '3 
PhysDam 434,560 0.330 16.5 ·;. C' 

.... ...,J 10.7 
Weighted -2. E,E, 7. 5'3 4. 13 

Califor-nia 
Li.ib. 4,063,571 0.602 -22.5 1 (I -4.8 
PhysDarn 2,684,216 0.3'38 5.3 2.5 4.7 
Weighted -11. 44 7.02 -1. 02 

Delaware 
Liab. 82,34'3 0.595 -54. 1 10.3 -21.8 
PhysDarn 55,'3'33 0.405 '3 .-, ,: 

i.:.. ,_J 6. 7 
Weighted -28.5€. 7. 14 -1 (). 2E. 

Maryland 
Liab. 723,152 0.671 -2'3.3 '3. 9 -8.6 
PhysDam 353,'330 0.329 0.6 2.4 2. 1 
Weighted -19.47 7.44 -5.08 

Massachusetts 
Liab. 856,775 (1.551 -21. 1 10 -4. 1 
PhysDarn 699,381 0.449 -12.3 2.4 -4.9 
Weighted -17. 15 6.58 -4.4E, 

Michigan 
Li .ab. 923,839 (1.455 -22.9 10.2 -5 
PhysOam 1,105,972 0.545 -17.6 2.4 -7.8 
Weighted -20.01 5.95 -E..53 

New Y,::irk 
Liab. 2,230,109 0.627 -~-~ 1 o. 1 5.7 
PhysDar11 1,324,231 0.373 5.7 ~-5 4.9 
Weighted 0.05 7.27 5. 4(1 

Pennsylvania 
Liab. 1,734,148 0.673 -22.2 10.3 -4.5 
PhysDam 841,487 0.327 -1.6 2.5 0.9 
Weighted -15.47 7.75 -2.74 

Country Wide 
Liab. 26,989,759 0.574 -21.5 1 o. 1 -4 . .3 
PhysDam· 20,036,402 0.426 -1. 1 3 1. E, 
Weighted -12:e1 7.(17 -1.79 



:S:XH: J: BJ: T RR 

paq-. 11 

National Association Of Insurance Commissioners 
1986 Profitability Results 

Private Passenger Automobile 

STAT'! Line of Premiums Premium Undrwrtng Invstmnt 
Business Earned Weights Profit Gain 

New Jersey 
Liab. 880,433 0.642 -25 9.3 
Phyaoam 491,726 0.358 11 2. 3 
Weighted -12.10 6,79 

California 
Liab. 5,131,286 0.625 -22.3 9.3 
PhyaDam 3,080,106 0.375 e.e 2. 4 
Weighted -10.63 6.71 

Delaware 
Liab. 97,820 0.599 -55.5 9.4 
Physoam 65,350 0.401 8 2.3 
Weighted -30.07 6:56 

Maryland 
Liab. 879,175 0.678 -20.1 9.2 
Phyaoam 416,960 0.322 1.4 2. 3 
Weighted -13.18 6.98 

Massachusetts 
Liab. 961,386 0.545 -29.6 9. 2 
Physoam 804,199 0.455 -17.l 2. 3 
Weighted -23.91 6.06 

Michigan 
Liab. 1,078,949 0.438 -31. 5 9 . 3 
PhyaDam 1,382,508 0.562 -4.3 2. 3 
Weighted -16.22 5,37 

New York 
Liab. 2,497,874 0,607 -9.7 9.4 
PhyaDam 1,614,211 0.393 9. 6 2.3 
Weighted -2.12 6. 61 

Pennsylvania 
Liab. 1,954,182 0.660 -29.3 9,5 
PhyaDam 1,006,295 0.340 8.5 2.3 
Weighted -16.45 7,05 

Country Wide 
Liab. 31,843,153 0.578 -20.5 9.4 
PhyaDam 23,207,949 0.422 5.6 2.4 
Weighted -9.50 6.45 

- . . .. 

Oper. 
Profit 

-6.7 
7. 6 

-1.58 

-5.3 
6.5 

-0.87 

-23.1 
6 

-11. 45 

-4.1 
2. 4 

-2.01 

-9.3 
-7.6 

-8.53 

-10.2 
-0.7 

-4.86 

1. 6 
6.8 

3.64 

-8.9 
6,3 

-3.73 

-4.3 
4.8 

-0.46 



RISING FACTORS CONTRIBUTING TO AUTO INSURANCE RATES 

National Inflation Rate 
Consumer Price Index For All Items 
(L'S Bureau or Labor Statistics) 

National Medical Care Costs 
Consumer Price Index Breakdown 
(US Bureau or Labor Statistics) 

National Auto Maintenance/Repair Costs 
Consumer Price Index Breakdown 
(US Bureau or Labor Statistics) 

' 

Number or Autos Reported Stoien in NJ 
(Uniform Crime Reports, NJ State Police) 

Number or Vehicle Accidents 
(NJ Department of Transportation) 

Number or People Killed in Vehicles 
(NJ Department or Transportation) 

Number or People Injured in Vehicles 
(NJ Department or Transportation) 

Number ol NJ Auto Negligence 
LaW11Uiu filed For More Than $5,000 
(Adainistrative Office or the Courts) 

1983 ·1984 1985 1986 1987 

99.6 I03.9 I07.6 109.6 113.6 

103.l 109.4 116.8 125.8 133.1 

101.9 105.2 108.6 112.6 116.9 

45,120 43,127 50,232 58,215 64,599 

213,842 223,052 244,240 264,732 unavailable 

959 947 988 1,039 1,023 

120,589 128,926 136,401 146,598 unavailable 

25,731 26,681 27,765 32,659 34,405 

Source ~r information is in parentheses ( ). 
CPI numbers refor to the cosl or a service which cost an average SIOO in 1982-1984. 
Death count-. for 1983-1985 are victims who died within 90 days of accident. 
For 1986-1987, counts are for those who died within 30 days or accident. 

Increase 

14% 

29% 

15% (II 

~ 'd • H 
43% 

~ bl • H 
24% ~ 

tJ 
1% 1: 
22" 

34% 



COMPANY GROUP 

COLONIAL PENN 
HORACE MANN 
KEYSTONE 
STATE FARM 
PRUDENTIAL 

LIBERTY HtmJAL 

B:.xJ1%B%T SS 

pa.g.a 2 

IMDBPDmlN'!' FILDS 

TOTAL INCREASE 
VEHICLES REQUESTED 

18,280 30.11 
803 2S.8\ 

42,451 21.11 
294,661 15.41 
325,454 12.0\ 

123,137 10.41 

INCREASE 
GRANTED 

2S.61 
24.6\ 
21.11 
15.41 
8.01 

BJEC'l'ZD 

PRUDENTIAL 325,4S4 26.0\ PINDIMG on 12l31l88 
EMPLOYERS OF WAUSAU 3,118 1S.81 
WAUSAU UNDERWRITERS 819 1S.81 
ALLSTATE 347,432 13.51 
CRUM & FORSTER 6,0801" 13.2\ 
AETNA CASUALTY & SURETY 56,777 12.61 
SELECTIVE INS CO 97,226 5.11 
Rtn'GERS CASUALTY 38,081* s.oi 

ISO NIQQIDS 

Requested 16.2\. Only the 

COMPANY GROUP 

AMERICAN HARDWARE 
AMERICAN MOTORISTS 
AMERICAN MtmJAL 
AMERICAN RELIANCE 
AMERISURE 243 
ATLANTIC EMPLOYERS 
ATLANTIC HtmJAL 
CENTENNIAL 4,443 
CHUBB GROUP 7,018** 

Alliance Assurance 
Chubb of NJ 
Federal Insurance 
Great Northern 
Pacific Indemnity 
Sun Insurance 
Vigilant 

CONTINENTAL 
CUMIS 
EMPLOYERS MUTUAL 
FARM FAMILY 
FIREMAN'S FUND 

Fireman's Fund 
GREAT AMERICAN 

following received 

TOTAL VEHICLES 

1,135 
405 

4,756* 
13,800 

33,835 
3,165 

25,747 
658 

37 
8,318 

11,102 .. 

7,149 

II 

II 

II 

II 

II 

II 

II 

14.4\. 
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GREATER NY Htm.JAL 
HARLEYSVILLE 
HARTFORD 
IFA INSURANCE 
JOHN HANCOCK 
LUMBERMAN'S KtfflJAL 
HCA (MOTOR CLUB) 
MOTORS INSURANCE GROUP 
New Jeraey JUA 
OHIO CASUALTY 
PA NATIONAL 
PACIFIC EMPLOYERS 
PROVIDENCE 
ROYAL INSURANCE 
RUTGERS CASUALTY 
SENTRY 
STATEWIDE 
TOJCIO KARINE 
TRANSAMERICA 
USF&G 

93* 
23,700 
32,300 
4,733 

17,062* 
3,349 

45,218 
N.A. 

1,978,490 
36,084* 
4,81S* 

111 
N. A. 

22,859 
38,081* 
4,S35* 

98 
405* 

1,934 
20,061* 

7,257 UTICA NATIONAL 
Total• about 2.3 • illion 

ISO KPQlll8 DEHDD. DJ!IIAS'I 

AMERICAN MANUFACTURERS 
AMERICAN .POLICYHOLDERS 
AMERICAN PROTECTION 
AMICA HtmJAL 
BITUMINOUS CASUALTY 
CENTRAL INSURANCE COS 
CHUBB GROUP 7, 018** 

London Aaaurance 
Sea Inaurance 

CRUM & FORSTER 
ELECTRIC INSURANCE 
FIREMAN'S FUND 

Aaerican Auto 
Aaerican Insurance 
Aaaociated Indemnity 
Fir-an'• Fund Indumity 
National Surety 

GENERAL ACCIDENT 
HANOVER 
JOHN DEERE 
NEW HAMPSHIRE 
YASUDA FIRE 
ZURICH-AMERICAN 

Total - About 

51 
845* 
613 

21,799 
N.A. 
911* 

6,080* 
S91 

11,102** 

16,507 
28,612* 

53 
N.A. 

301 
7,101 

200,000 

NOTE, Iner-•- are parcentag- of ba•• rat- only and do not 
include the effect• of the RMEC, which i• not affected by r-ate 
increa•-· Actual percentage• of overall incrN•- will be lower. 

• Total vehicl .. are a• of 6/30/11. All other• 12/31/11. 
•• Figure repre• ent• th• total vehicl- in• ured by the 

group' • parent coapeny and it• • ubaidiari-.-



DRIVER IMPROVEMENT PLAN 

Pursuant to N.J.S.A. 17:30E-13, th• N•w Jersey 
Automobile Full Insurance Und•rwriting Association 
<Association> is raquirad to use the rat•• of th• rating 
buraau that fil•• r•t•s for th• graat•st number of 
insur•ds transacting private passenger automobil• 
insuranc• in the voluntary mark•t in this Stat•. However, 
as a result of statutory amendments affactiv• in 198c and 
1987, the Association has been afford•d a d•gr•e of 
flexibility with rasp•ct to th• rating of c•rtain 
Association insureds with poor driving histories. In 
addition, pursuant to N.J.S.A. 17:29A-3S, the Association 
is authorized to implem•nt a m•rit rating accident 
surcharge system that impos•s surcharg•• based on at-fault 
accidents resulting in a payment by the insurer of at 
l•ast a 5300 claim. 

On August 17, 1987, the Commissioner ~pproved 
amendments to the Association's Plan of Operation 
incorporating all th• above-ref•renced statutory 
provisions in one coordinat•d program. Th• procedures and 
r•quirements s•t forth in these amendments shall be 
implement•d with respect to all new Association policies 
with effective dat•• on or after January 1, 1988, and all 
ren•wal policies with •ff•ctive dates on or after February 
1, 1988. 

S•ction 2, The Driv•r Improv•m•nt Plan <DIP>, 
•stablish•• a sch•dul• of charg•s that will be imposed on 
drivers who •r• insured thorough the Association, based on 
certain motor vehicle infractions, the failure to maintain 
compulsory liability insurance coverag•, at-fault accident 
involvement and other criteria. The DIP also imposes 
higher physical dam•ge rates and deductibles on drivers 
who are det•rmin•d to be dangerous drivers/drivers with 
excessive claims. 

S•cticn 3, V•rification and Tracking of Underwriting 
Inform•tion, ••tablishes an underwriting procedure for 
Association new busin•s• and renewals which is designed to 
maximize collaction of charges authorized under the DIP 
and to otherwis• ansure that Association business is 
properly r•tad. Section 3 places responsibility for the 
performance of v•rious functions connected with the 
underwriting of Association policias on producers, 
servicing carriers and all member insurers of the 
Association. 

The purpos• of the DIP is to provide an additional 
source of funding to the Association and thereby 
ameliorate the Association's deficit financial condition. 
Implicit in th• OIP is a recognition that drivers with 
poor accident and violation records should be SU'l"'Charged 
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because they represent a higher r·isk of loss to the 
insurance system. For example, evidence presented at the 
Hearing on Automobile Insuranc• Classifications and 
Related Methodologies supports this proposition and 
confirms that drivers convicted of even minor motor 
vehicle violations have a greater propensity to become 
involved in accidents. 

Estimates of the additional revenue generated by the 
DIP are imprecise because of the lack of available data on 
the number of Association insureds who qualify for DIP 
charges. However, the Department calculates that the 
conviction surcharges may generate s1e-s20 million 
annually and the increase in the accident surcharge will 
raise SSO million more a year than the accident surcharge 
system it replaced. 



paq• 3 

IIATI Of NEW·JEIIEY INJ DEPAlffMENT Of INSURANCE 

- ------
For Release: August 31,· 1988 Contact: Thomas Hooper 

(609) 292-4047 

TRENTON -- Drivers with at-fault accidents or motor 

vehicle violations will have paid to the New Jersey 

Automobile Full Insurance Underwrit:i.ng Association (JlJA) 

$180 million in Driver Improvement Plan (DIP) surchai.-ges by 

year' a end, according to a projection by the .TllA, Insurance 

Commi •• ioner Kenneth D. Merin • aid today. 

Merin estimated that the funds generated by DTP 

surcharges, which are placed only on drjvers in the JIJA 

baaed on their actual driving experience and are paid 

directly to the JUA, would equate to a per-car surcharge of 

about $45 if that amount of money had not been received from 

the DIP. 

"Without the DIP surcharge, all dri ve1·s in the 

state would be further subsidizing the driving habjts of 

others through higher insurance costs," said Med n. 

The DIP, which toolc effect in January, supplements 

an existing Division of Motor Vehicles surchat·ge system and 

mandates surcharges for driving violations that are not 

specifically covered by the DMV Plan. The DMV turns ovet· to 

the JUA 80 per cent of the funds it collects and retains 20 

per cent for its operating expenses. 

more 

OFFICIAL NEWS FOR RELEASE 
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The DIP also replaces a Safe Driver Tnsurance Plan 

( SDIP), which in 1987 rai secl only an estimated $65 mi 11 ion 

for the JUA. (See accompanying chart). 

Under the DIP drivers who have four or five motor 

vehicle points are surcharged $55 a year for three years. 

The.Division of Motor Vehicle imposes surcharges for drlvers 

with six or more points. 

Drivers who are at fault in accidents reaultjng jn 

claims payments of $300 or more must pay a surcharge of 

$300 a year for three years under the DIP. Acd dent 

surcharges also were collected under the snt P s\11.·cha rge 

system that predates the DIP; however, those Sltrcharges were 

less than $300. 

DIP violation snrcharges, among others, include 

$110 for lending a driver's license, or improper display of 

license plates, and $250 for allowing an unlicensed driver 

to operate a motor vehicle, altering a driver's license 01· 

registration, driving while on the revolted list, failure to 

carry liability insurance, and vehicular homicide. 

In addition, the OTP also creates a dangero11s 

driver classification . . A drjver is adjudged dangerous jf he 

has four accidents in three years with each resulting in 

$300 or more in paid claims; nine or more motor vehjcle 

points in three years; drjvj11g witho\lt: a license; cons11rnitHJ 

alcohol while driving; possession of drugs while driving; 

reckless driving; passing a school bus; or driving 15 or 

more miles per hour over the legal speed limit, among 

more 
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other•. A dangerous ,driver must pay a surcharge of 35 

percent on collision and comprehenajve coverages, both of 

which are subject to mandatory deductibles of $2,000. 

Orivera with extensive claims are ajmilarly penalized. 

In addition,· drivers with registered vehjcles who 

have not maintained insurance coverage for more than 30 d~ys 

must, under the DIP, pay a $250 a,1rcharge on re-applying for 

· insurance. JUA insureds who let their policies be canceled 

for non-payment of premium or failure to prov1de 

underwriting information must pay a $loo·reapplication fee 

to the JUA to offset the coat of reprocessing their 

applications. 

The DIP surcharges had generated about $44.5 

million in written premium as of April. It is projected by 

the JUA that the DIP will bring in about $180 million 1n 

written premium for the year. 

A chart of violations and accident s111·charge 

revenue to the JUA fol low• ( in tnJ 11 ions): 

Surcharge 

OMV 

SOIP 

nIP 

Total 

1984 

10.6 

30.0 

n/a 

40.6 

1985 

19.9 

38.0 

n/a 

57.9 

more 

1986 

43.5 

40.0 

n/a 

83.5 

1987 

61.8 

65.0 

n/a 

128.A 

1988 

71. ,p 

n/a 

lACl.OA>. 

251 . 4 



* Projected. Actual amount collected through July 31, 1988 

is $41.6 million. 

** Projected. Actual amount collected through April 30, 

1988 ia $44.5 million. 

### 



Residual Market Assessments 

In New Jeratf!!'J since the early 70's, the Department of Insurance 

established the liability rates for clean risks in the ?98idual 111!1.rket 

at a similar rate lewl that applied in .~ voluntary 1111%Dt by the 

largest rating arganizatia'l, ISO. 'fllroughout the 1970'a the market for 

individual.a who cculd not obtain auto insurance in the voluntary market 

insurance carpmies . participated in this plan am shared in risks through 

an asaigmant prcx,edure. '1!18 carpmies had to pay the losses generated by 

these risks assigned tc than. 

'lhe Departm!nt establlahed the liability rate levels a, the 

basis of the experience ::::sr both markets, voluntary and involuntary 

oadnned, for all filers. Rates increased by the unifcmn percentage 

amounts by coverage and they ,ere distril:luted in acx::ordance with the 

claaaificatia, plan. 

In Nownmr of 1980 this aystan was changed through the 

int:roduetion of policy ocnstanta. 'lhe policy axun:ant distributed a rate 

increase that w.a necessary for the residual ffll!lrket as flat charges per 

car per coverage. 'lhe 0:nmi.asioner announced at that t.iJle that rather 

then the percentage increase that iJrp:>ses the ~aiate blrdens 

ama1g policyholder, he approved an increase distril:luted across the board 

as a flat additiooal charge per car. '!be approved charge anomted to $30 

per car for those with liability coverages, $4 additiaial for those with 

carprehensive coverage, and $8 additiaial for colliaia, coverage. '1'1is 

was the institution of the policy ocnstants which were later increased in 

June of 1983. 
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With tha creatioo of the New Jersey Autaicbile Full Insurance 

Underwriting Associati.Cll effective January l, 1984, insurance c::cmpanies 

were no looger individually respaiaible for tha loaaes produced by 

residual market business. 0:npmiea had to refile rates for nmerous 

other· law changes at that time including ,,'Jf'dts oo rates in specific 

territories and J111X:fJ111'\ limits for class rates. '!he CXllplnies in their 

original. filinga included tha p:,llcy ooostants in thoae rates that wcul.d 

only awly to the wlunt:axy "riaks. 'lhis resulted in the passage of 

Assanbly Bill 802, llhich becate P.L. 1984, c. 1. .'!his law required that 

all policy ooostants o::,llected oo a per car per coverage oo autarcbile 

insurance policies be pa.id to the New Jersey Autcmlbile Full Insurance 

Underwriting Associatioo. 'lhis bill also required that no producer 

camdaaiooa, CXllplny expenses including servicing carrier o:::npnaatioo 

be dedlx:ted frail the9e flat charges payable to the As8ociatioo. '1'lis made 

a larger portioo of t:heae dollars available to . pay losses generated by 

thoae insureds with the Aseociat.ioo. 



EXHIBIT WW 

GAAP VS. STATUTORY ACCOUNTING 

Insurance companies are required by law to adhere to accounting 
principles that are known as STATUTORY ACCOUNTING PRIN
CIPLES (SAP).· 

Under this system, a company's financial condition is reviewed as if 
the firm were about to be liquidated. This is to assure that potential claims 
can be paid even if the company were to stop handling a given line of 
business. 

All claims with the company are assessed as losses, even if those 
claims have not yet been filed or paid. Therefore, insurance companies set 
aside a fund to pay all claims called the loss reserve. 

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
(GAAP) are used in accounting for an on-going concern. GAAP permits 
certain assets whose actual cash value would not be known unless dis
posed of, such as furniture, equipment and supplies, to be included in bal
ance sheets. 
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November 1983 - JUll before mrtin1 op
erations, the JUAsouatuaRMEC rocover 
an Ions-tam obliplions which die JUA 
expected IO inclD' durin1 19M. A driver 
would have paid per car in 19M: $90. 
. . 

June 1985 -Afrl:treviewingrbeda&a from 
1984, the JUA said iticlUllly needed only 
an $80 RMEC IO cover the 19M obliga
tions, but it also neededancxber S70 for an-

cipared 1985 oblipcicm, for a toca1$150 
.equesL If the original RMEC had been 
granled, a driver would have paid per car . 
in 1985-86: $70. 

December 1986-The JUA reviewed irs 
elm and llid it needed a $155 RMEC 10 
cover the 1984-85 loues, plus $85 for 
anticipar.ed future laues. Even if the two 
previous requem had been granr.ed, a 
driverwou.ldhavepaidpercarin 1986-87: 
$85. 

July 1987 •· The JUA reviewed ilS data 
again, and came up with much wane ob
ligations. It said a S323 RMEC WM 
needed mereley 10 cover put oblipcions, 
plus S167 for fumre loaa. Even if the 
three previous requem had been calcu
lated correctly and granted,adriverwould 
have paid per car in 1987-88: S167. 

If all induscry RMECs requesaed had been 
approved each year, every New Jersey 
policyholder except !ellior citizens would 
have paid $412 per car over the past four 
years. 

B::x::H Z B Z "r .XX 

History of 
JUA 

RMEC 
Requests 

RMECs Requested by JUA 
1984 to 1988 

, ..... ,_ ,_ 
vaa,. 

1N'7 Tallll 

The RMEC requests were filed seeking 10 make the JUA a fully funded system, operaµng like 
an insurance company. 

In 1985, rhe Depanment oflnsurance required the JUA 10 me its RMEC requests on a cash 
flow basis, providins only enough revenue 10 pay claims as they come due. The first such 
request, a $66 RMEC requested in July 1987, has been approved effective January 2 I, 1988. 



Starting B•lance 
Year End 1986• 

Monthly C4sh Flow•• 

1-87 (1:5,446,240.) 

2-87 <39,683,813.> 

3-87 < 4 7, 102, 197. > 

4-87 (29,248,43:5.) 

5-87 (40,682,794.) 

c-87 (26,7:52,3:5:5.) 

7-87 (19,551,224.) 

8-87 < 11 , 097 , 3:59. > 

9-87 (16,906,011.) 

10-87 < 29,996, 109. > 

11-87 (33,412,04:5.) 

12-87 (43,023,848.) 

Bonds 
C-ash en Hand 
Short Term Inv•stm•nts 

Total 

S497,391,92o. 
S 27,801,433. 
S 1 9 • 139 • 388 • 
S:544,332,747. 

S:528,886,507. 

S489,202,c94. 

$442,100,497. 

S412,8:52,0c2. 

s372,1o9,2cB. 

S34:5,41c,913. 

S325,8c5,c89. 

S314,7c8,330. 

S297·, 862, 319. 

s207,Bcc,210. 

S234,454,000. 

S 191 , 430, 152 



SUl'll'IAAY OF .1UA EXPENSE REJ)UCTION& 1984 TO PRESENT 

1984-

198~-

1-1-8:5 

1986-

8-86 

1987-

1-1-87 

1-1-87 

1-1-87 

1-1-87 

10-1-87 

1988-

1-1-88 

1-1-ee 

Producer Commissions lowered 
fl"'om 13% to 11% 

Non-Claim Fee for Sel"'vicin; 
Carrier• lowered to 9.:5¼ 

Tl"'ansfel"' fully aarned 
commissions to JUA 

Producer Commission• 
from 11% to 10% 

No Servicing C•rrier F••• 
P•ld on Policy Const&nt. 

No eMpan••• p&id to Volunt&l"'y 
1nsur•r• for policy const&nt. 

Cl&im Fee for Servicing C&l"'ri•r• 
r•vis•d• 

Tl"'&nsfer Inst&llment F••• to 3UA 

Non-Cl&im Fe• for Servicin; 
C&rri•I"'• r•duc•d to 8.:5¼ 

Produce!"' Commissions R•duc•d 
to 9¼. 

Servicing Carri•r• contracts 
awArded by comp•titive biddin;. 

•••••v•d 

S27 million 

S13 million 

Sll million 

S13 million 

S 3 million 

• 3 million 

S17 million 

Sl't million 

Sl:5 million 



1984-

19r-5-

1986-

1987-

1-1-87 

.4-1-87 

10-1-97 

19BS-

1-1-ee 

:a:~::i:s::i:-r zz 
paca-• 2 

Exp•nd policy const•nts to 
commerci•l priv•t•.pass•n;•r 
type •utos. 

3UA •ccident surch•r;• levels 
raised based on 3UA •xperi•nc•. 

ISO rul• ch•n;•• t•ke eff•ct on 
rates approved for Insur•nc• 
Services Offic•. 

Driver Improvement Pl•n t•k•• 
effect for motorists in 3UA. 

TO PAESENT 

•••r•l•llcl 

Sl:5.3 million 

SlO million 

S:50 million 

ScO to SlOO 
mill ion 
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NEW JERSEY FULL INSURANCE UHDERW'RITING ASSOCIATION 
EFFECT ON CASH FLOW OF SYSTEM CHANGES 

Actual Changes 

1) No servicin1 carrier fees 
paid on policy constants 

2) Policy con•tant• paid by 
private pu• enaer cars 
on c01111ercial policies. 

3) Non-claim ••rvicina carrier 
fees reduced to 9.Si 

4) Installment f••• aiven to 
the FIUA. 

S) Revised claim exp•n•• payaent 
procedurH. 

6) Driver iaproveaent proar ... 

7) Reduced coaai•• ion froe 111 to 
101 in 1987 

8) Caaia• ion paid on a pro•rata 
baai• rather than a fully 
earned bas i • • 

9) Voluntary • arket insurers can 
no lona•r deduct expense• 
froa policy conatant 

10) Hon-claia •eniciq carrier 
fe•• reduced to s.si 

11) Impact of ISO rate filina 
true-up of tort thrahold 
discount, and physical 
dauae deductible• and 
introduction of higher 
symbols for expensive 
auto•, approximately 4S1 
rate level effect 

12) AIRE Recovery (due to 
impact of dual tort 
threshold) 

13) Interaction of'changes 
Total 

1987 

$ 11. 6 

10.3 

27.7 

4.4 

9.0 

25. 3 

13.9 

13.9 

3.0 

0.0 

18. 75 
a.a 

(6.6) 
$140.0S 

1988 
(• iITI'ona) 

$ 12.S 

11.0 

30.2 

17.9 

12.0 

70.0 

13.9 

15. 1 

3.0 

15. 1 

75.0 
12.0 

'(14.4) 
$273.3 

1989 

$ 13.3 

11.8 

. 33.0 

19. 1 

1S.O 

100.0 

13.9 

16.5 

3.0 

16.5 

80.0 
12.0 

(6.1) 
$328. 0 
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frequency lncrea• ed by 40 per cent: from $1,670 to $780 if fre

quency increaaed by 80 per cent. Other relatlonahip• are also 

shown. 

As authoritative • tudiea of automobile accident repara-

tion, including the DOT Study, have placed the proportion of 
• 

injury victima who receive a tort payment at only 50 to 60 per 

cent of the total victim population, it i• not inconceivable 

that • ome varieti•• of no-fault could incr•••• claim frequency 

by nearly 100 per cent. In Table 9, an 80 per cent increa• e 

in frequency ,-.ould nece•• itate a 53 per cant deer•••• in average 

claim co• t if no-fault were to make good it• promi•• of a 15 

per cent reduction in.price. 

How No-Fault Attempt• to Reduce Average Claim Co•t. 

While the Conani•• ion could not progno• ticat• the impact 

of different varietie• of no-fault on New Jer• •Y'• average 

claim frequency, it wa• willing to make an a •• umption and••• 

where it led. 

For thi• purpoae it arbitrarily took from Table 9 a 

frequency of 3.8 per 100_ car••· Thi• repre• ent• a 40.per cent 

increa• e in the current frequency. To achieve a 15 per cent 

price reduction with a frequency of 3.8, a no-fault plan would 

have to reduce the average claim cost from $1,670 to $1,000. 

Thia ia a dollar reduction of $670 and a percentage reduction of 



Table 9 

SCHEDULE OP AVERAOE CLAIM COSTS WHICH REDUCE NEW JERSEY'S 
PURE PREMIUM OP 145 TO tJ8 ASSUMINO GIVEN CLAIM FREQUENCIES 

{l) (2) (J) (4) <,> 
% Increase Claim Average Pure D Id H g t 1 o D 

Fre- Claim • Prem- Dollar • % over 2.7 quency Coat 1WI • --
0 % 2.7 X 11,410 • 138 1260 16 % 

10 :, • 0 X 1,270 • )8 400 24 

20 J.2 X l, 190 . • JB 480 29 
•-

JO :, • t§ X 1,090 • )8 sao :35 

40 3.8 X, 1,000 • )8 670 40 

so. 4,1 X 930 • JS 740 44 

60 4,:, X 880 • )8 790 47 

70 4.6 X\ 830 • 38 · 840 so 
80 4.9 x· 780 • :,a 890 SJ 

90 s.1 X ?SO • )8 920 '' 100 s.4 X 700 • )8 910 58 

• 



40 per cent. How might thia reduction be achieved through no

fault? 

The average claim coat of •$1,670 may be divided lnto 

two parts, (1) the coat to the insurer of inve1tigating and 

"ad justing" the claim, and ( 2) the benefit payment actually 

made to the claimant. Thia two-way diviaion is about $370 for 

the former and $1,300 for the latter. 

Looking first at· th• insurer's adjuatment expense, it 

was obvious that even-·a complete elimination of the $370 coat 

item would not by itaelf attain the goal of a $1,000 average 

claim coat. 

Looking aecond at the claimant'• recovery, and assuming 

the complete el iminat Lon of ad juatment expense, it \lo0 uld be 

necaaaary to reduce the benefit payment of $1,300 by. $300 to 

attain the target coat of $1,000. 
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However, the Commission also found it.tot.ally unrealistic 

to imagine that under any kind of no-fault plan, and especially 

not in the mixed tort-no-fault plans certain states have already 

adopted, either adjustment expense or attorney fees could be 

totally eliminated. 

Reducing the Benefit Payment. If, in the example ~iven, 

with an arbitrarily a •• umed 40 per cent increase in claim 

frequency, a no-fault plan could reduce both adjustment expense 

and benefit payment by 40 per cent, then it could achieve its 

objective of modest price reduction. But in this event, the 

average benefit payment WOJld have to be reduced by $520, from 

$1,300 to $780. How might this be accomplished? 

Under tort, the average benefit payment consists of two 

parts: (l) the economic loss and (2) the intangible loss or, 

as it is called at law, general damages. Obviously, 'the average 

benefit payment can be reduced only by withholding indemnity for 

one or the other or both of these two parts. 

The Commission found that all existing no-fault laws place 

certain limitations on economic leas recovery so fa~ a• first.

party benefits are concerned. Some no-fault laws also place 

explicit limitations on recovery for general damages. Even where no 

explicit limitation• are placed on access to general damages, it 

is presumed that the intangible loss part of the average benefit 

payment would be reduced by a process of selective loss assumption 
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on the part of the injury victims themselves. That is, those 

claimants who had received prompt and adequate recovery of 

economic loss under f_irat-party coverage, and who in their own 

judgment had not sustained appreciable intangible loss, would 

neither expect to receive nor claim for general damagea. 

Whether, in the example studied by the Conwnission, the 

limitations placed by no-fault on economic loaa, and either 

explicitly or implicitly on general damages, would suffice to 

reduce the current average New Jersey benefit payment of $1,300 

by 40 per cent ($520), the Commission has no way of predicting. 

But the Commission would point out that if no-fault is 

to succeed in price reduction, it must reduce the average claim 

cost and hence the benefit payment. And if claim frequency were 

to increase by as much as 40 per cent, the benefit payment would 

have to be reduced by 40 per cent. (See Table 9.) 

The Loss-Assumption and Loss-Transfer Devices. If the 

success of a no-fault plan in achieving price reduction depends 

on reducing the aggregate dollar flow from Losses to Claims, 

that part of the losses rejected at conversion point D may either 



YEAR 

1973 
1974 

197!5 
1976 
1977 
1978 

1979 

1980 
1981 
1982 
1983 
1984 

1985 

1986 
1987 
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AUTO NEGL:tGENCE SU:tTS 

:r l: LED l: N 

NEW JERSEY 

16,430 
15,591 
15,596 
15,896 
17,274 

17,275 

19,491 

20,833 
24,161 
25,919 
25_, 731 
26,681 
27,765 

32,659 
34,405 

:rJ:LED l:N 

Ml:CHJ:GAN 

12,952 
12,580 

12,582 
10,472 
10,552 

N/A 
9,633 
9,771 

9,896 
10,192 

N/A 
8,993 

8,756 

9,375 
9,575 
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D..ln,arc 

Flonda 

Soulh Duou 

\onh Od:ou 

D1,1r1a of Columb11 

Connc.:ucu, 

Se" Yori. 

:a:x:& ::E B ::E "r 

paq• 2 

Comparison of States' No-Fault Benefits 

NO-FAULTBENEFITS -

S2,<XlO Ill hcncfii. fo, mcJ1..il, f1H1crJI, wJgc I,,,,, ;o1hl ,111>-111111c w:n,= capcnsc•. 
Waac iu •• anJ sub,IIIUIO: ..:n ""' ,~n.:llh "'" 1111111"41 ... Ii t>er<-.:111 ul ,K;lu;il ...... 

$15,000 per pen.in anJ SlO,IMil r,c, .,._,Jo;m. Cu, .:r, mcJ,._.il c.,-i •• kn• of 
IIICUfflC, luu uf ..:NK;C>, o11i.J 11111.:r .. l "'I'-"'"'' 11111111.:J h> ~.l,tUI). 

$10,000 per p:1'"""• l'•y, 1111 r,cru:111 ul 111.:th<-JI """· Ml r,cr< cn1 ,,1 losa 111comc; 
rq,iacancn114:n,iccs; 4nJ h,n.:r•I ~•"'' (hrnn.:J '") I ,7iU1. l'lo:dua1~ of $250, 
S5il0, Sl,(ltl) MIil s2,mo .... ,t .. hl,,;. 

S5,000 mcdM.al band 111. 71l'.t ul Wll!IC Im, up 111 !, 7511 ni.Mllh. SI K • .i.ay liUh
i&IIUIC w:r.1a:1. Waac lou .nJ .uh•111111c ,..;n1.:.:, p..ul lr,Hn l.i JJy 1f J1whol11y 
laliU I ,I day•; arc l&muc.i ,., 5 l ,. . .:..:1, ,. 

S2.000 in medical cJ.pcnsc.. S60 1 ,.-c.:k for w·•gc I,,.,, .aanma 14 Jay• J1cr 1nJury 
for up 10 52 wcclLs. $10,lllO Ck:41h hcnchl. 

0Ycnll limil of $30,0011 per pcrwn. Cover,; mcd1.:JI ark.I rchi0hih1a11un CoJih Uf'I IO 
Sl50 a wcdl: for ilk:omc lo••· up 1u !, 15 • J;,y l,11 r.:f'll""'-'mcm ,.:rva. . ..:•, up IO SI So 
a v,Qd;. for •ur.1vo,. llll.ORM: 1u .. , up lu >15 • J.ay tur ,u,.,,..,,. r,:plJ<-..:nlcnl ser
vices luu, .nd up IU Sl,tllll lur tun.:r•I .:•p,:11><;,. 

Medical Mid rchaholilllk>n hcncfns uf $50,Ulll ,,r !,IIU,tNWl Wurl. lo•~ hcncfii. of 

S12,000 or Sz.&,0011. up h> S4,IDI ,n funcial h.:ncllh. "''"""'' ~ huy any com
blnauqn hc/ihc dlu<IM:i. 

S2,000 for medical anJ fuucr_.t "'""· ) ltMI,. we.;~ tur "'JIIC 1,,-,, ,,111h hm11 of 
S2'w<:et•. 

S5,(l)() bcncf1u for mi:J1cal, huiplal, funeral tlnn,1 S1,U101, l,,-1 w»1c•. ,un,,von· 
k>, •• and SIM''hUlu&c M:l~IC.I: cip.:11~,. \\'ai:;c 1,),.\, ,uh,tllUI~ ~,.,, h .. i.:, .-nJ ~Un"I\IUl'\ 0 

hcncfi11 hm1M:d lu KS p:r...:111 ul •<-luail lo" 

$2,.500111 hcnl:fib for mcJ~I. lhi.p,IJI, tum.:r;ol, wa11c '""• ,.,,.1 ,11h..a11111c .cn,1...: 
cJ.pc111ca. 

l:all.U. lle•n11 tvr 111&.-dk.d ;and boaftilill t, ... ,._ \h11e """' up tu $1IO ;a 

... ,_ - year. S111hti&11h: :crHC.'1:0i up tu :ui ;a d11y lur maiDIUDI ul $4,lM 
,... ..... f,"ua«al Cll~ uf "· .. • Sun i•urs' )11,ndib .... tu .dllUURI 

\'lea• ...... bate rea:i,·1.-fl ii bl: 1111d IIUI dN>d. \luhWlill ""'' "lU:lude 11II bene-
llu nape ... --, •• lluapital. :\oll.'di&:111 1.,.ner41: DSilY be buu,cbt •itll de· 
• ....__, S5N, Sl,M ur $2,580. 

l:nlimlled medical and ho,p,IJII hcncfn, h_..c,al hcn.:fo1> up lO) I ,Om. 1-'>•I 
..-aau up IO $1,475 per munlh, •J1u,1cu annuJlly lo l,,c.;p UJ' Wllh ._-,51 uf hv1ng, 
and IIIOIIIIUIC .crv ice• uf )20 • <U) P,) ;ihi.; 1u , ,._, nn ur ,un, Ivur. 

Aurcauc lim11 ol SS0,001 for m.:.i, .... ,. "'•!IC luu, ;inJ ,uh,.111u1c >Cl'\'ICC hc:ncfih. 
W•IC: luu. Ill~ uf auu;il lu,, w11h hcndu h11111.;.l 1o, ll ,(UI 1..:r month. Suh>11• 

WM: i.cn·iccs hcncf1h: S:?5 • J~) h.11 unc) ""' lu lalJI '-'"'"'· ~••••.: 11.:h !,;?,(Ul ,n 
1du111on 10 iib.,~c b&:ncfo •. 

SS,<XJO per pcnun for mcuiul ""'I h."l'"•I "'""""" W •11•· lu». 70'1. of losa 
"'•~ uyi 10 Sl40 I w1:el,,, l-..:111n11111~ ~ ,l,1), •ll.:1 .,, .ul.:111, lor up,., S2 wc..:k•. 
Euc:nual scrvIc..:i: ur lu l 71J • ""'"~ l,,r up'" ~2 v..:.:~,. ,uhJ.:,1 10 K-J.iy w,0111ng 
period. Dcaui hc:ncfn: SS,101. 

Sl,OIIO per pcnon for mCIJ1c;,,I .onJ h"'I'"•' """'"~' k~'.; -,1 I"'•• income lou, 
up 1u S250 a wc:cit fur up lo 52 '"cc~, ~211 • J;i) ,.,, I,", uf ,en•~.:• fur up 10 
365 days. Boui wage: los. •nJ .crvi..; I,,,,<-•""'"""' ,uhJC1:I 10 .l-d,0) w-1 per
iods lh.1 d1silf'l)Car 11 J1>.oh1l11y , .. ,a. '""K"' 1h.i11 '" ,, ""•", ~ I .~(XI iun.:r.l 
bcn.:fll. $3,(.l() ,un.l\ uh h<:ltCIII . 

STATUS 

Rcqum:d 

Oy,uonal 

Oy,uonal 

C)rt1un .. 1 

ltc:quncu 

lh,quin'11 

Required 

Op,onal 

Required 



STATE 

Teu1 

Colorado 

Hawaii 

Kentuclcy 

Minnclota 

Soudl Carolina 

Pcnn1y Iv ania 

BiXHJ:BJ:T B"Jl"B" 
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NO-FAULT BENEFUS 

S2,000 per pie.- ro, medical Hf1C111es. Waac Ion: uy, to S6.50 a-"' for cme year. 
Sl.000 for Nhaoililalion cous. Sub1litute service benefits of S 12 1 day for 36.5 day1. 
Survivon· beneiiu: u" to $650 a mondl for loll income, S121 day ro, IUDllillaion 
benefits, for not O¥er one year 1f1er dead!, minus any disabilily bene{iu vicaiffl .-iYed 
belore dcalh. F-,al benefit: $1,000. 

$2,500 per person O¥eraJI limn. Coven medical and funder.I upen111, lost income, 
and lou of lef'IICel. 

$50,000 for medical e1penses. $50,000 ror rdlabiliwion. Lost income: beneflU for 
100 percent of lhe fint $125 per wcdt, 70 percent of the neat St 25, and 60 pen::ent of 
lhe n:maiftclcr up 10 $400 per week. limited 10 .52 wceb. l:slClllial ICfVICCI: up to 
Sl.5 a day ror up to .52 wcdl•. l>cath hcncfit: SI ,WO. 

AUtqll& limit of Sl.5,000. Pays ror medical and huspi\11 service•: rehabiliwion: 
oca,pelional, psychiatric, and physical lhcra~: up to S900 mondlly for income loss, 
subll,wtc scrviccs and surv1von 1011: and Uf' IO SI JOO for funeral eapenses. 

Aurca•c limit of $5,000. Up 10 Sl.500 for medical COits. 8.5 .. of lost income with 
maaimum $200 a •'Cdt. S20 1 day for ncc:cssary ,cm,1ca. Survivors" benefits had vie
um lived. S1,.500 funeral hcncfit. 

Agrcgaa& limil of S10,000. CO¥Cff medical upcme, up to SI ,000: income loss up 
to S200 1 wcelt each for rcpac:cmcnt service Ion, ,urvivon· economic loss, and sur
vivors· ,q,lac:e1111en1 JCrVic:cs lou. 

$20,000 for medical c1.pcnsc. $20,0IXI for odlcr bcncfi11, includin& 8.5 .. of IOtl in
come up to S2.50 weekly: S2UO • week for rcplac:cmcn1 scn·iccs, wllh 8-day waiuna 
period; u" IO S200 wectly for survivurs" n::pbic;cmenl service loss: and Sl,000 for 
funeral benefits. 

Agrqatc limit of SI ,000. Coven medical and funcnl co,ts, loss or camina, (if 
desired), loss of csscraial services. 

Up 10 S10,IXJO formcdic;al ancl rchahihtauan Q>!U. t.;p to S.5,000 for income loss, 
limned to S 1.000 per month and 8()"I, of actual lost income: includes benefits for hiring 
suhlliwte IO perf- self-cmplnymcnt service~ and hirina ~pccial help io enahle viaini 
IO work. A (unenl hcncfit of SI j(ll. Mocon~u can huy Ofllional covcraacs with aa· 
&fCP'e limit up to Sln ,.500. lltc Pcnmiylvania C'.a1u1rhopc Lou Trull Fund provides 
up IO SI million or mYcniac ro, medical and rchabiliui1ion capenscs eaceedina 
S100,000. 

STATUS 

Required 

Of'uonal 

Required 

Required 

Of'uonal 

Required 



-
· .. ;. ' 

B:XHJ:BJ:T ago 
pa.q• 1 

Tillinghast 

·, April 2!5, 1188 

Mr. Kannath D. Karin 
Coaiaaioner of Inauranc• 
State of Haw J•r••Y 

Dapartaant of Inauranc• 
201 Stat• Streat 
P.O. Box CH 321 
Tranton, Nev Jeraey 0812!5 

Daar Coniaaionar Karins 

S11it•JJO 
1Jao a •• ,.. a.,,, • .,,.,." 
Vl•111111, VA llll0-2605 
10J JS6-Sll0 
p,.,,;,,,u,: 103 356-4148 

M•n,v,,,,,n, Conm/1111111 
,and A,,,,,.,.;" 

I 

'l'hi• lattar ia in ra•pon•a to our telephone conver•aticn 
concaminCJ _, th• axe••• ••dical benefit• (IKB) r•••rv•• ot 
th• Haw Jaraay unaatiatiad Claia and Judpant Pund · (OCJP) • 
Pl•••• accept our apol09i1•• for th• delay in tran••i•• icn 
of thia doCU11ant. We felt it nacaaaary to verify the 
account balance• prior to raapondinCJ to your que• tiona. To 
that end, ve have contacted Kr. Sal capoaai, Daputy Bxecu
tiv• Director of the OCJJ'. Aa va now undar• tand th• ac
count balancaa, ve are praparad to ra•pond. 

Pl•••• note that thi• di• cua• ion cover• only axo••• medical 
benefit• claia•• our work do•• not inoluda an analy• i • of 
uninaurad aotori• t olaia• tor tha Oc.7J'. 

our oonvanation baqan with an attmapt to raconcil• th• 
account balance• li• ted· in a report 9iv•n to you by the 
aana9aent of the OCJJ'. 'l'h• account balance• li• tad in 
that report v•r• approximately•• follow•• 

• 
• 
• 

TVo-yaar ll•••rv•• 

Ultillata ca•a R•••rv•• 

Total ll•••rv•• 

$ 210 Million 

$ !511 Million 

el,700 Killion 

Wa have datarained that th••• uount• are not diraatly 
·raooncilabl• tor • everal raa• on• • Pir• t, ai•• ing from both 
th• tvo-ya9:r and ultillat• ca• a ba• ia -r•••rv•• 1• $170 
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million ot paid lo•••• to data. Th••• are included in the 
$1.7 billion. Second, we understand that the two-year and 
ultimate ca•• baaia raaarva• include only "initial ••ti
mat••" and do not include •ubaaquant raviaiona by claim 
management paraonnel a• new intoriaation 1·• received. That 
ia, tor axupla, a caaa might be initially reported to the 
UCJ? with a $1 million re• arva. Subaaquant information 
might cau•a the clai• analy• t at the c011pany to revise his 
raaarva a• timata to $3 •illion. such change• are not 
included in the account balance• tor the two-year and 
ultimate ca•• baaia reaarva aatillat•• liatad above. They 
are, however, included in the $1.7 billion a• tiJaate. 

The correct balance• a• ot 12/31/17 that include th••• 
raviaion• ot ca• a a•ti .. tea are $184H tor two-year raaervas 
and $62!H tor ultiJUta ca•• baai• re• erve• • Th• $l.7B can 
than be interpreted a• comprised ot the $170H ot payments, 
the $62SH ot ca• a ba•i• r•••rv•• and $8!9 ot "IBNR". 

In thi• context, IBNR auat be intarpratad to include two 
coaponanta. Pir• t, thara ia a COllponant tor the late 
-•rganca o.t ca•••• Actuari•• call thi• cOllponant "true" 
IBNR. You-correctly •uni•• that th••• ca••• ahould be the 
l••• ••rioua compound fracture ca••• which ra•ult in •mall 
average lieiliti•• to th• UCJP. It i• noteworthy, howev
er, that claiJI -•rv•nca continua• al.Jloat a decade attar 
the initial accident• occurred. Wa are •till •••ing claim 
-•rqanca tor accident year 1178. In total, we believe 
that 1, 500 claiaa will •••rv• a• IBNR on accident years 
1987 and prior •ub•aquent to 12/31/87. Thia may be com
pared to a r•ported count inv•ntory on that date ot 2, s sa 
claiml. Tbu•, vbil• th••• c•••• ••Y have low average 

'v•lu••• there ar• a fairly aiqniticant nu.bar ot them. 

By tar, however, th• largeat co• pon•nt ot th• IBNR ra• arve 
ia a r•••rv• tor davalopaant on known ca•••• 'l'hi• accounts 
tor a continuation of the phan011anon ••ntionad earlier. 
That ia, a claiJI analy• t receive• • ore intoriaation con
carninq the payaant . • chadula on a reported ca• a. Thi• 
additional intoriaation, on average, ganarat•• higher ulti
aata reserve ••ti .. taa. We ••••ura th• average • horttall -
in curr•nt ca•• ••ti• at•• and include a provi• ion tor 
tutura ca•• dav•lopaant in our IBNR. 

Thia phenomenon i • a wall doCUJ1antad characteristic ot 
cataatrophic ••dical ca•••• Continued high inflation in 
••dical coata, i • prov-•nta in ••dical technology and 

• . 
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patient care, and the general iJlprov-•nt in th• expected 
11ortality tor aeveraly injured accident victill• all con
tribute to • iqniticant uncertainty reqardinq · ultimate 
payout on mm ca•••• Projecting ultillat• r•••rv• values 
tor th••• ca••• i • equivalent to att-pting to determine 
whether a 20 year old quadrapleqic accident victi• will be 
alive in 40 year• and it • o, what hi• ••dical expenses 
will be in that 40th year. Such ••tiaat•• on an individual 
ca•• ba•i• have traditionally proven • igniticantly short 
ot actual expenditur••· 

An analogy axi•t• in th• worker•' ccmpen• ation line ot 
in•uranc•. Many year• ago, indu• try repre• entativea and 
regulator• agreed that total di• ability ca••• could not be 
adequately r•••rv•d by clai• per•oMel on an individual 
ca•• baai• • 'l'hu•, tal:>ular ra• arve• were developed by 
actuari•• to provide tor aore adequate caae baaia reserves 
on average. We have repeatedly racoDlended to the UCJ'F 
that •uch a •Y•t•• be uaed in . New Jer• ay tor EMB cases. 
Indeed, we u• e •uch a •y• t•• tor !MB ca••• tor th• state ot 
PaM•ylvania. ·(they have a • oaawhat • iailar tund). In our 
opinion, if. a tal:>ular value •Y•t•• were in u• a tor EMB 
ca••• in New Jar• ay, th• ultillata incurred liabilities 
would • till approxiaata $1. 7 billion. Tha tabular value 
ca•• a• tiaat•• would, however, co11pri•• a 11uch more aignit
icant portion of th• total. 

You al• o requa• ted c011J11ent• on the pro•pecta tor improving 
the proaptn••• of data • ubai•• ion by the c011pani••. We 
understand that under the current procedure companies 
report claiJla to th• UC?r it they are expected to exceed 
the $75,000 thre• hold or it aJ,4 axpan••• exceed $50,ooo. 

·· It i • noteworthy that th• UCJJ' con• id•r• clai• notification 
a• raa• onably pro• pt. In contra• t, however, our last 
clai.Jla audit (Which occurred in 1982) uncovered some uneven 
reporting ot claiJI• data to th• OCJP. 

'l'h• extant of the probl•• in thi• area car..only ba uncov
ered with an independent claiJI• audit. Since we conducted 
•uch a • tudy a• a c011ponant ct our initial analy• i • tor th• 
OCJP in 1982, an update uainq our claia 11anaga11ant con•ult- -
ant• i • taa• ible. Such an audit would be co11prisad ot two 
.. jor • tap• • 

• - our claiJI 11anage11ent • tatt would •••t with the 
OCJJP claill• manage11ent par• onnal to elicit their 
understanding of claim reporting charactariatics 
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and •upla data troa the OCJ1" claill til•• to 
•elect three repra• entative coapanie• •ubaitting 
••t•rial nWlb•r• ot claill• to th• OCJ'P. 

We would conduct on-• it• vi• it•tion to the three 
ottice• identified in • tap one to • ample their 
axe••• •edical benefit• claill• tile•• Thia 
would provide a • tati• tically reliable indica
tion ot the axi• tenca ot claim notification 
probl-• and, it they exist, the underlying 
cau•••• 

such a • tudy would ba conducted by Mika Zipkin, th• manag
inq principal ot 'l'illingha• t' • claill con•ul ting divi• ion. 
Ha conducted the oriqinal atudy in 1982. Mika would be 
happy to •••t with OCJ'P per• onnal to develop a rigorous · 
• cope·ot work in thi• area. on the ba• i • ot my "thumt,nail" 
•ketch, Mika baliava• that •uch a study would coat •ome
whar• between s1a,ooo and $20,000 including axpen•••· It 
would take 3~4 week• to coapleta. 

Concerning thi• po•• ible avenue ot tutura analyai•, two 
thing• are worthy ot note. Pir• t, we find that periodic, 
indapandant clai•• audit• ot proqraa• • uch a• thi• are a 
qraat help to the adJlini• trator• of th• program in••••••
inq the appropriatene•• ot procedure• and allocation ot 
ra• ource•• Second, although we have conducted a aimilar 
• tudy in the pa• t tor th• OCJ1", wa are not the only con
aul tant• workinq in thi• area. Wa do, however, believe 
that wa are the be• t qualified tor thi• •••iqmaent due to 
our prior a•• ociation. 'l'he point 1• that you ahould not 
feel con• trained by our currant ralation• hip in procuring 

~ ••rvica• tor a claill• review. 

A• a final note, claim notification probl••• tor claim• ot 
thi• type are generally a••nable to • oaa coabination ot two 
type• ot additional notification raquiraaenta. Pir• t, some 
proqra11• require notification when incurred benefits exceed 
a dollar threahold. Note that notification tor New Jer
• ey• • EMB claiu i • required only attar paid benefits 
exceed $!0,000. 'l'h• u• a ot incurred benefit• a• a thre• h- -
old would. • peed up notification. Second, • oaa programs 
tie notification to type ot injury. We sight request 
notification ot all •pinal cord injury, brain •t- injury, 
and avan co11pound fracture ca•••· Such a notitication 
• chadule would include th• majority ot !MB ca•••· ot 
couraa, any additional reporting requirement generates 
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additional expan• a which i • ultiaately paid tor by the 
in• urinCJ public in tha • tat• ot Mew Jar••Y• 'l'hua, we 
recomaand a detemination ot th• axi• tanca of a problem 
prior to atfactinCJ raadie• • 

·., I hopa that th••• c011111ant• have bean helpful. A• alwaya, 
it you have que• tiona concerning- thia or other matter•, 
plaa• a call. 

Sincaraly, 

~~~ .. - t. J,r'r\,l:. ~..._,,-~tie_ 
Charla• W. McConnell,??, FCAS, JQll 

CWM/alw 
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!NEW JE1'.SEY BLUE C1'.0.5.5 PLAN 

DUANI I. MINA•D . .i•. 
••&t1e&•T 

THlllTY•THllll WASHl!'o1C:T0N STIUET 

N!WAIUC.. N!W JEIUEY 01102 

Honorable Richard C. McDonou1h 
Commissioner of Insurance 
State of New Jersey 
201 E. State Street 
Trenton, New Jersey 08625 

Dear Commissioner McDonou1h: 

September 22. 1972 

The enclosed bi-ief has been developed in the intere::iU of 
more than 3, 61)0, 000 'members who rr.catly c!epend upon New .Jersey 
Blue Cross a.nd. Blue Shield for p.rotccting a1ainst the costs o! r.H!d1cal 
care arising out ol persona.! injuries due to automobile accid"nts. 

Over the last year, in discussions with you and your sta.!f, 
the Insurance Department has been made aware of the Plans' dedic:inon 
to continue sei-vin1 the basic auto med•pay benefit neads of Blue Cross 
and Blue Shield members. Within the last two months, a Department 
staff men1ber has sug1esied th.a.t \Ve address ourselves now to making 
recommendations for reckoning with certain duplications in coverage 
that will arise upon the eltective d:ate of "no-fault'' on January 1, 1973, 
which is also the indicated date of our comm·Jnity rate increase. We 
are also n1indful of the recent Haines' H.cport for d~aling v:ith the auto-· 
med pay duplication, su11estinr an exclusio:, ct· benefits Crom Blua Cross 
contracts which would ~,·esumably also involve Blue Shi!!ld .. 

I thin3:t you will !ind that our proposal rl!spor.ds quite p'Jirted!y 
to the matter of duplication. We in~end to offer subscribers our own 
substitute for such duplication, but we certainly have no intention of 
voluntarily ,vithdraw:n5 from .aarving their pe:.·aonal iniury :ieecs due to 

le3.ving the:n tin=tut.i!l;j!'".3.~!.:; w'it:~ a niu~l. i.i.!.;;,.· i,.H !,inxiuct .,-, ,"'c,w ... ,. 1 i..- i ,. 

bodily inj1lry needs. 



Honorable Richard C. McDonough September 22, 197'.? 

The purpose ot the enclosure is to acquaint you with the 
basic tenets ot our proposed plan, which is still in an evolvinr state. 
Later, as our developmental work becomes !inali1.ed, we will or course 
then make formal submissions to you for appro'v·al. 

Sin:erely 6 >""',. ,. ./J 
~ 6 /t/«?1.¢)~ 

Duane E. Minard, Jr. 
· Encls. 
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DUANE I:. MINAIID; ,Ill • ......... , 
THl1'.TY•THllll WASHINGTON STllUT 

NEWAllK, NEW JEIUEY 07102 

Honorable William T. Cahill 
Governor .. or the State or New Je~sey 
State House 
Trenton, Ne_w Jersey 08625 

Re: A-667 

Dear Governor Cahill: 

May 30, 

·.( ... -. 

The above-captioned bill, as passed by the Assembly on May 15, 
and the Senate on May 18, now awaits your decision as to signature. We 
respectfully urge you to consider the points outlined in this letter before you 
act, 10 that the interests of 3. 7 million Blue Cross members. who represent 
half or the motoring public in New Jersey, will not be jeopardized. 

This bill makes auto casualty carriers the primary source or 
medical payments. Thus, if A-667 becomes law, as presently written. Blue 
Cross members would be deprived of lower-cost Blue Cross service benefits 
for care if in1ured in an automobile accident, and lower-cost Blue Cross 
administration. Instead. auto insurance at higher cost would be mandated 
for Blue Cross members. 

Thia dan1er was pointed out to the "No Fault" Commission by our 
representatives at ·its meetin1 in Trenton on July 30, 1971, but was ilossed over 
in the Commission's report and in the subsequent legislation. ·· 

Under the present system. the med-pay feature o! ~•.:to casualty policies 
is a minor benefit of lower premium cost with Blue Cross. and other health care 
carriers footing the bill. Under a system of unlimited med-pay with auto coverage 
primary as porposed by A-667, this portion of the premium would innate enormously 
and could jeopardize the- promised 15fo reduction in auto premiums. This would 
not be the casr ;f Blue Cross were permitted to cover the medical payments arising 
out of auto injuries. A-R87, Ill.I pr-.sently wrttten, "·'"u.!d !e;is!ate a ir..oncp~!.y 
of med-pay coverage in favor of the auto casualty companies .t markedly higher 
cost to the insured. 
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~ ii -· 
Automobile insurance which merely indemnifies .the patien~ for exp~nses 

of medical care on a dollar basis cannot apply economic pressures in the interest 
of actually reducing the cost of health care. New Jersey Blue Cross' cost-based 
reimbursement o! hospitals and demonstrated ability to discipline expenditures 
result in a substantial savings to the enroUed·person as contrasted to the indemnity 
payment by commercial insurers to cover whatever hospitals and /or doctors charge. 

The low administrative overhead or Blue Cross is another reason for 
continuing Blue Cross as a participant in covering health care costs of auto 
accident victims. The operating expense of New Jersey Blue Cross is now 
approximat~ly 4 cents of the subscriber's dollar, as contrasted with commercial 
automobile insurers administrative and agency costs o! 33 cents (State of New York 
Insurance Department's Report to Governor, 1970, pp 34-35). 

In addition to these savings in cost or care and administration, 
another advantage to the consumer if Blue Cross were permitted to continue its 
coverage !or auto accident victims is instant credit at time .of hospital admission. 
Because o! contracts with providers through corresponding plans in every state 
and in Canada, members are relieved of the need to pay providers directly 
wherever they travel. These prepayment arrangements are absent from any 
commercial automobile insurance carrier's coverage . 

. Despite these compelling arguments on behalf o! the public, Blue 
Cross under A-667, as presently written, would be carved out-of the automobile-
connected health care area by the pending legislation. This is a disservice 
to the public which can be remedied only by you. 

. . :'he Maryland no fault auto legislation was amended during passage 
to include all health care carriers as authorized to underwrite the personal 
injury component, by the inclusion of language similar to that contained in the 
accompanying proposed amendment to A-661. This enlargement to include 
all health care carriers is in accord with the recommendations of the U. S. 
Secretary o! Transportation and affords the consumer the option of continuing 
protection throuah carriers in the health field which is an unchartered area for 
the casualty companies whose experience is limited, to mderrM"lifying patients 
a!ter they are already out of pocket by payment of hospital charges. 

We respectfully urge that you return A-667 to the Legislature for 
amendment which would give all health care carriers equal opportunity to 
provide benefits for auto-connected injury. The proposed amendments are 
attached !or your consideration. 

Sincerely, 

Duane E. Minard, Jr. 
'Encl. 
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HOSPITAL SERVICE PLAN OF NEW JERSEY 
(NEW J!I\..S!.Y BLUE CI\.O.SS PLAN) 

PIVI KUMDlllD lllOAD STllllT 

NlWAll~. N!W J'EIU'EY 07101 

Tune 29 , 19 71 

Mr. William White, Actuary 
Department of Inaurance 
State Hou1e Annex 
Trenton, N .J. 08625 

Dear Mr. White: 

ftUPHONI 
caoe, .. a a~es 

I promi1ed to send you our views with regard to Automobile Insurance Re
fonn. 

We believe 1trongly that health care prepayment and insurance coverages 
1hould be primary for 'coverage of health care costs resultinq from automobile 
accidents. Aa a practical matter, our basic health insurance, when augmented 
with an extra premium to include quest riders in the insured' s automobile and 
pedestrians, might well be broadened to include not only comprehensive health 
1erv1ces but also similar expenses related to other personal tnJury loss, such 
as Waqe and Funeral expenses. The Joint inclusion of these latter expenses 
may be a practical necessity for insurers such as Blue Cross and Blue Shield 
confronted with any No-Fault statute makinq provision for an aggregate bene
fit ceiling covering th••• other expenses together with the health care com
ponent. 

In our Judgment, Automobile Insurance should supplement health insurance 
only if the health C'overages held by the injured person <!re tn.-\dequate to cover 
the cost of his care. The economics of this arrangement would save premium 
for the automobile policyholder, both because the automobile. carrier would 
write benefits on a supplementary basis and because the administrative costs 
of health insurance are far less than those of Automobile Insurance. 

The rendering of basic health insurance as primary and relegating Accider,t 
Insurance to covering only excess loss was recently promulgated by the New 
Jersey Department of Insurance on June l, 1971 with respect to Group Student 
Athletic Accident Insurance. For the same reasons of reducing the cost of this 
form of supplemental insurance, equal rationale would apply to Auto Insurance. 
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But the major reason why we are convinced that costs of health care result-
• in; from automobile accidents should be met by health insurance is that 
there ts no other way to influence reduction of health care co1t1 by the 
providers· of 1ervtce1 -- the ho1pital1 and the physician• and other pro
viders. Automoblle Insurance, which basically reimburses the patient for 
expense of medical care, on a dollar basis, cannot apply economic pressures 
in the interest of reductnq the costs of actually providing that care. Health 
insurance and prepayment, particularly the Blue Cross and Blue Shield Plans , 
not only can but do influence the costs of delivery on behalf of their sub
scribers. We will do more, and government must help, but indemnification 
against costs of care through non-health contracts cannot do 10. Public 
policy, in our opinion, therefore dictates concentration of coveraqe for 
health expenses under health proqram1 • · 

Moreover, we feel that the nation 1 1 health strategy is movinq in the 
direction of all-inclusive health benefits betnq prepaid under a national 
health insurance arrangement with financinq contributed widely among not 
only the Federal Government and policyholders but also Employers • Em
ployers likewise today contribute heavily in support of Blue Cross-Blue 
Shield premiums under our health insurance proqrams, and this contribu
tion would be dis1tpated if 5% · (our estimate of auto accident claims out
go) were transferred to the separate coverage of Automobile Insurance 
where no employer contribution a?Tanqement exists • In other words , the 
retention of health insurance in the primary role would further serve the 
economic interest of employees enrolled under Blue Cross-Blue Shield 
today by virtue of the. built-in employer contribution factor. 

Attached, 111 promised, 11 a copy of our staff report which we prepared 
to guide our own planning with reqard to the likelihood of Automobile In
surance Reform. Since this document reflects some of our marketing strat
eqies, I trust that you will keep it confidential within the Insurance Depart
ment. 

fhf 
Attach. 
bee: (w/attach .) Messrs • Minard 

Daniels 
Jackson 
Lyon 

Mrs. Hauck 

Sincerely, 

fi .. 
Rak,/~y 



LETTER OF TRANSMITTAL 

Oece1nber, 1977 

THE HONOR.ADLE MEMBERS OF 'niE SENATE and GENERAL ASSEMBLY 

Ladies and Gentlemen: 

The Commission to study the "New Jersey Automobile Reparation 
i"<eformAct:' P.L. 1972, c. 70 (C. 39:6A-l et seq.), among other 
things, creat0ed pursuant to Senate Concurrent Resolution No. 68 
of 1976, herewith respectfully submits its report in compliance 
\•!it.:.h the terms of the resolution regarding said act. 

i 

{)µ~ t . . 
(s) ~ //,.{Ut,tu<J 

OONALD oiFRANCSCO 
7 , 

( s) ~--.: 6' 1,..1,,t 
GEORGE. W. CONNELL 

/.., . ., / 

.. / )/f 
( s) :'·.: ~ > ... - /1 ,: ( t'.·,«_ 

-w"""'I--LL~I--AM---l<-.~~--()~-ru~----

( s) ~~l lm 
DAVID GREEN 



FXJ:IJ:BXT KHH 
paq• a 

CHAPTER IV 

Delivery of Benefits Under No-Fault: Primary and Collateral Sources 

one of the objectives of New Jersey's no-fault law is to 

provide for the prompt and efficient provision of benefits for 

all injury victims of private passenger automobile (and certain 

light truck) accidents regardless of fault. The reparation purpose 

of the law, however, would fall ~ho_rt of its objective unless all 

private passenger automobiles wero included in the insurance 

program. Consequently~ the no-fault law provides that personal 

injury protection and liability insurance are mandatory for such 

automobiles. 

An important question which fl~s from mandatory.no-fault 

insurance is whether no-fault coverage should be coordinated 

with other medical, health, and disability·insurance. Depending 

on which insurance is mAde exclusively primary for paying no-fault 

bcnC!:its, other insurers will be responsible only for excess costs 

er coverage not paid or provided by the primary insurer. The 

collateral insurer should -- theoretically -- be able to reduce the 

ins~--~a•s premium, as double coverage would be eliminated. 

A more important, and perhaps more difficult, question per

tains to who should be the primary provider of {no-fault) personal 

i:-.; ury protection benefits. The framers of New Jersey• s no-·faul t 

law, pursuant to the recornmendati~ns of the Automobile Insurance 

Study Commission· (AISC) in 1971, made automobile insurance primary 

for no-fault benefits. The AISC did not generally favor- reliance on 

collateral ·sources of benefits to fill the indemnity gaps in the tort 

li"~ility system. 
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The Coamisaion agrees that automobile insurance shoul~ be 

primary for personal injury protection benefits. Rotaining 

automobile insurers as primary insurers for the payment of medical 

a~-pcnse benefits associated with automobile accidents in

ternalizes the cost of the automobile reparations system: the 

cost of injury loss resulting from automobile accidents should be 

part of the price paid for automobile usage. Several considerations 

are germane here. Those who drive automobiles should be the only 

individuals required to pay for the system: health insurance, of 

course, is frequently paid by employers, by the state, or by others. 

To require th~t health insurance be made primary would be to extend 

part o! the cost of the automobile reparations system to that part 
\ 

of th• population which does not drive cars: it should be noted 

th~t the 18 percent of the population which does not drive is also 

the poorest portion of the population in term.s of economic 

resources. 

Second, not all victims with income loss or medical expenses 

ara necessarily covered by health or disability insurance, or 

covered by them to the same extent a~provided by no-fault auto

mobile insurance: the reparation objective of the no-fault law 

is to provide an equitable and uniform schedule of benefits for 

all victims. Third, some form.so! non-automobile insurance pro

vide only a low "floor of protection" whereas it is the purpose 

of the no-fault law, within reasonable limits, to provide income 

replacement benefits. And, final~.y. it is likely that inequities 

and rate-making difficulties would result if collateral sources 

were made primary. 
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To minimize costs and duplication of benefits, however, the 

no-fault law requires the subtraction of workers' compensation, 

tcmpor~ry disability insurance, and also medicare benefits,• from 

those benefits otherwise payable under the automobile insurance 

rcpuration system. A very large part of the New Jersey labor 

force is eligible for workers' com1,,,'3nsation and temporary dis

ability benefits, which are financed by employer contributions. 

Medicare, of course, provides government benefits for certain 

eligible recipients. 

·Nonetheless, ther~ are those who c01:. tinue to advocate coordin

u ting health insurance and automobile no-fault personal injury pro

tection benefits as a useful method of avoiding wasteful duplication 

of benefits and as a means by which individual insureds might 

save money on premiums. Some authorities have pointed out that health 

insurers are able to deliver a greater portion of the premium dollar 

to the insured as bene!ita: administrative expenses, for example, 

tend to be lower for non-profit hospital service corporations (such 

as nlue Cross) than they are for casualty insurers~ It has also 

been pointed out that individuals who hold Blue Cross and Blue 

Shield health insurance contracts also benefit from the fact that 

~uch corporations are direct writers (i.e., no agent or broker 

faes are included in the cost of the insurance), and that they also 

enjoy a favored tax position. Such corporations have been cited 

as the premier experts in health care delivery systems, and 

therefore well equipped to take on the payment of medical claims 

associated with automobile accidents. 

The Cormu.ssion oxamined three plans which could be used to 

coordinate health insurance and automobile insurance. They 'WOUld 



operate in the following manners: 

(l) Health insurance would~ made primary. In the event 

of an automobile accident, the health in.surer would pay the medical 

expenses incurred in the .same fashion as it would pay tor any 

other illness under the regular health insurance contract. A 

so-called "wrap-around" feature might be added, which would provide 

for the casua~ty insurer's payment ot any medical expenses which 

are not reimburseable under the regular contract. 

(2) Blue Cross and Slue Shield, as nonprofit corporations, 

might be made the universal PIP (personal injury protection) 

carriers in the state. A separate Dlue Cross PIP policy would 

be issued, providing unlimited medical benefits to every driver in 

the state, along with a policy issued by a regular casualty insurer 

to provide for liability and property damage coverage. This approach 

was mentioned by Commissioner James Sheeran at a public hearing of 

th~ Corrvnission on July 28, 1977. 

(3) An optional $1500-2000 deductible could be offered by 

~he casua.~y insurer in the PIP portion of the policy. For 

~n appropriately reduced premium, the insured could elect to 

utilize his own health insurance coverage in the amount of the 

deductible, absorbing any gaps in coverage himself. 

The first plan, which would establish health insurers as primary 

medical expense carriers in the no-fault automobile system, is im

plicitly predicated upon the supp,sition that all drivers have some 

form of health insurance. In New Jersey, health insurance coverage 

is held by the state's residents as follows: 

40% - BLUE CROSS AND BLUE SHIELD 



25% - MEDICARE 

15% - MEDICAID 

10% - COMMERCIAL CARRIERS OR PAY OWN WAY 

10% - NO INSURANCE 

It should be noted that of the 10 percent of the population 

covered by commercial carriers a substantial nwnber are under

insured: i.e., there are large gaps in their coverage in the 

form of low ceilings, substantial co-payment provisions.and large 

deductibles. It is estimated that about 500,000 people in the 

state have ~nsurance coverage which is not adequate. 

Therefore, in order to make health insurance primary for 

automobile injuries, a means would have to be·.found to provide 

the entire .drivi~g population with adequate coverage. At present, 

the health insurance of 45-SO percent of the population is funded 

through governmental agencies. This includes Medicare (25 percent), 

Medicaid {15 percent), and that portion of the pop6lation which 

:,as no insurance cov•rage: in the event that these uninsureds are 

~dmiLted to ho~pitals and cannot pay their bills, the county 

government frequently pays for them. If regular health insurance 

were made primary for all drivers, some provision would have to be 

made to relieve the public sector of the burden of that portion of 

the cost of medical expenses asso:iated with automobile accidents. 

At present, because of the v-~luntary nature of health in

surance coverage in this country, ~here are a wide variety of 



benefit packages available and a complete absence of the uniformity 

which characterizes the automobile reparations system. Presently, 

automobile PIP benefits provide unlimited medical payments for 

all reasonable costs associated with an automobile accident without 

deductibles or coinsurance. No regular health insurance contract 

even approaches_being this compre~ensive. Health insurance coverage 

frequently contains a dollar benefit ceiling, often pro•,ides for 

pu=tial reimbursement of medical costs, and increasingly provides 

for coinsurance and deductibles as a means of reducing the 

total cost of the coverage to the purchaser. This in not neces

sarily suited to the circumstances of an automobile accident. 

Blue Cross, for example, usually provides for fai;ly complete 

reimbursement for hospital expenses, but Blue Shield provides 

for limited reimbursemen~ for mj1ical and surgical care. Auto

mobile accidents, however, are characterized more· frequently 

by medical costs, such as visits to a doctor's office {not 

rcimburseable at all under the standard Blue Shield contract, and 

under major medical. only after the payment of a $100 deductible) 

than by hospitalization. 

Health insurance contracts are also characterized by a 

number of exc:luaions which might deprive the automobile acciden~ 

victim o! needed care. One of the most significant areas of care 

traditionally excluded by Blue Cross and Blue Shield contracts 

is rehabilitation. Casualty insurers, however, have traditionally 

seen the importanc~ of early rehabilitation, both medical and 

vocational,of the accident victim in terms of the victim's 

wellbeing and the cost-effectiveness of such treatments in reducing 

the long-term medical and wage los~ benefits paid by the insurer. 
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Another area which has been found to be cost-effective by the 

casu"lty insurer but has been neglected by Blue cross and Blue 

Shield is outpatient care. 

In terms of cost, there do not seem to be strong indications 

that any savings could be effected by making health insurance 

primary. The lower administrative·cost of Blue Cross insurance 

is not, in fact, shared by Blue Shield. One of the reasons that 

Dlue Cross expenses are low is that it merely serves as a conduit 

for the payment of hospital bills and frequently makes such payments 

to hospitals in regular, large lwnp swu. Dlue Shield, on the other 

hand, makes payment to a large number of p~oviders, which ra_ises 

its administrative costs to two or three times that of Blue Cross. 

It has been poi~ted out that the Blue Cross.method•of payment 

precludes any serious, individualized attempts to discover 

overutilization and overpayment of hospita; benefits. Furthermore, 

it must be noted that if health insurance were made primary in 

automobile cases, its general utilization (and premiums) would 

rise commensurately. In fact, a tour state survey conducted 

by the United States Department of Transportation showed a cost 

savings in the states where automobile insurance was primary: 

in 1~72 Dlue Cross rates were reduced $15 in New Jersey in recog

nition of the cost savings associated with mak.ing automobile in

surance primary. 

The payment of benefits by both health insurers and 

casualty insurers in a "wraparound" arrangement would result i9 

a net increase in administrative costs. A double set of filea 



for each accident would need to be kept, and additional expenses 

would be incurred by each insurer in verifying payments made 

by the other. The administrative expenses for casualty insurers 

would not be reduced at all by the fact tha.t they no longer paid 

medical expense benefits or paid the.en only partially. Their 

administrative expenses, whic~ include taxes and loss adjustment 

expenses, are relatively static. In addition, the payment of 

claims by two insurers would pr~bably increase the opportunity 

for fraud and duplication of payments. 

Similarly, in term of coat to the consumer, there is 

no indication of saving. Those individuals who did not have 

regular health insurance coverage would have to secure it. ~ose 

who were underinsured would have the option of securing a better 

policy (which would cost around $500 for a family of four), or 

self-insuring in the amount of the deductibles and copayments which 

th~ir existing policy contained. To fill in these gaps· would ~esult 

in .i larger payment to the casualty insurer tor augmented "wraparound" 

benefits. SignificanUy, however, the securing of a fairly good 

h~alth insurance policy ~or $500 would not provide the comprehensive 

unlimited coverage available for the $38.00 PIP coverage from 

the casualty insurer. 

Th~ second plan would provide for the offering of a regular 

PIP policy, including wage loss and other benefits, by Blue 

Cross. Ostensibly, this would include unlimited benefits as does 

the present PIP coverage now offered by casualty insurers. 

This could pres~bly be offered at a lower cost because of the 

lower expense ratio of medical service corporations. 
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This approach would require Blue Cross and Blue Shield 

to get into many areas in which they ar.e not now involved and in 

which they have no particular expertise. This would include.the 

payment of cl~ims for wage loss, rehabilitation, nursing care, 

and other benefits. 

In Maryland, th• Maryland Automobile Insurance Fund, a 

state-owned residual market mechanism, contracted with Blue Cross 

and Blue Shield in 1972 to handle' the Personal Injury Protection 

portion of the insurance policy issued by the Fund. After two 

years the contract was cancelled. Officials of the fund suggested 

that Blue Cross simply did not have the expertise required to 

service the policies properly. 

An immediate problem would be the mech&nics of marketing an 

automobile insurance policy which contained elements issued by 

two completely separate insurers. A.side from the double file-keeping 

problem noted earlier, both kinds of insurers might market their 

product in a canpletely different manner. Blue Cross and Blue Shield 

are direct writers: thus, five million New Jersey drivers would have 

to try to contact them directly for the issuance and servicing of 

their policies in the absence of agents or brokers. Probably any 

savings in administrative expenses enjoyed initially would soon 

be wiped away in the face of the 1nonumental task of issuing and 

servicing several million PIP policies. 

Furthermore, it is difficul.t to estimate the effect of imposing 

the burccn of unlimited medical payments on the present financial 

str'.lcturo of Dlue Cross and Blue Shield. The~r reserving practices 
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ar~ presently_,di!ferent from casualty insurers and would probably 

h.ive to be changed to adapt to the new set of circumstances and 

obligations posed by the advent of unlimited medical payments. 

Fu:-thermore, since they would enjoy a monopoly, there would be· no· 
\ 

po3sibility of any pooling arrangement for excess losses, which 

would be permitted to automobile insurers urnler the provisions of 

Senate Bill No. 1380, now awaiting the Governor's signature to 

become law. 

The third plan has been tried in Michigan and Florida. Both 

states have no-fault laws which provide that the insured, at his 

option, can elect to take a deductible up to $2,000 on his PIP 

policy, and use his existing health insurance to cover that 

deductible. PIP, therefore, becomes excess for ~atastrophic 

losses. In Michiga~-this wa~ accompanied by a mandated 40 percent 

rollback in the medical portion of the PIP premium, a savings of 

$7 for the ave-rage policyholder. For this $7 reduction, however, 

the policyholder faced the spectre of paying deductibles in his 

regular health insurance and in his major medical coverage, 

which might amount to significantly more than the small savings 

he gained. In addition, he ran the risk that certain kinds of 

treatment might not be covered at all. 

An inherent danger in this approach is that the insured 

might not seek early rehabilitation, which might result.in longer 

term cost savings. If his automobile insurer is not brought into 

the case until a later time, oppo::tunity for rieeded early treatment 

may have been lo.st. 
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Conclusion and RP.commendation 

The Commission believes automobile insurers are bcttcr.s'-4ited 

to be, and should be, the primary providers of• no-fault benefits. 

with exceptions as currently required in the no-fault law. 'n\e 

Commission was influenced by data which shows that in New Jers9y 

and New York, where automobile insurance is primary, conswners 

have received an average premium cut on their health insurance 

of about $18 a year as a result of the prim&cy of no-fault. Blue 

Cross and Blue Shield were required to cut their premium by 2 1/2 

perc~nt in New York and 3 percent in New Jersey after the introduction 

of mandatory personal injury protection benefits. 

In addition, automobile insurers have the expertise in 

special kinds of ;_serious injuries which are uniquely associated 

with automobile accidents, and often their experience permits them 

to act effectively early on in the treatment to bring about 
. 

optim~ results. Also, automobile insurers, dealing in these 

pr~blems exclusively, unlike health insurers, have a vested 

interest in working in collateral areas to etfect highway and 

automobile safety; and they are in a unique position to offer 

inducements to bring needed changes about, e.g., as discounts 

fer safety features in cars such as air bags. 
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Why Auto Inaurance Should Conti.nue To Be The Priaary 
Source Of Auto Accident Medical l\enefits 

July i<J39 

In De~~mber of 1970, an Automobile Insurance Study Commission reported on 

its deliberations and made reconnendations to Governor Cahill and the Legisla

ture concerning the adoption of a system of No-Fault insurance in New Jersey. 

The Commission's analyses fol'ffl8d the basis for enactment of our No-Fault law in 

1972. 

Among the issues studied by that Co11111ission was whether medical-hospital 

expenses of persons injured in car accidents should be transferred outside the 

automobile insurance reparation system. Observation was ude that a majority or 

the no-fault plans then in effect usually did not shift such losses to other 

systelftS and the COfl'aission recomended that the sa ... position be adopted in New 

Jersey for several reasons: 

* To the extes,t losses are trahsferred to other ··systems• the 

principle of social accounting -on which no-fault is predi· 

cated would be violated and non-auto1110bile insurers, who 

utilized the right of subrogation against the automobile 

reparation system, would be denied the means of minimizing 

their loss•• and hence, prices. 

* If other benefit sources were exhausted in order to indem

nify an automobile injury loss and subsequently the insured 

should suffer an injury or illness not related to an automo

bile accident, he or she might be left without protection 

for the second loss. 

* Equity in pricing would require auto insurers to allow 

suitable actuarial credits for or.her insurance covera1es 

collateral to the no-fault coverage, and this requiruient, 

both in the rating of risks and in the 4djustment of claims, 



·.···' .. _ .... , 
sx:e:za:1:-r HRH 

pag• 20 

would create what was ri.ghtfully ter.med an "administrative 

monster. 11 •· 

., 

A second No-Fault (New Jersey Automobile Reparation Refonn Act) Stucty 

Commission reconsidered the question of whether no-fault Mdical coverage .should 

be coordinated with unrelated medical, health and other insurance and in its 

December 1977 Report confirMd the position that aut01a0bile insurance should be 

primary for personal injury protection benefits. In addition to relying upon 

the reasons cited by the earlier C011111ission in reaching this conr.lusion, the 

1977 Study Co•ission also saw another advantaae in the primacy of auto insur

ance medical covera1• which uy be sU111Urized as follows: 

\\' Consumers derive a stanif icant benefit fr0111 having auto 

accident related •dical expenses administered through a 

sin1le, unifona source of broad coveraae. 

Each of these points is addressed briefly: 

· Social Accountin1 

. . 

Shifts Costs rroa One Sy•t- to Another 

The 1971 Automobile Insurance ·study C01111ission characterized the transfer 

of losses to other systmu fr0111 the auto insurance system as an instance of 

"robbina Peter to pay Paul." The practice was said to subvert the principle of 

social accountin1 for losses; that is, motorists would not be charged with the 

full costs autoaobile usa1e entails. 

concluded: 

The 1977 Study C011111ission similarly 

The Colllission a1rees that automobile insurance should be 
primary for personal injury protection benefits. Retaining 
automobile insurers as primary insurers for the payment of medical 
expense benefits associated with aut0110bile accidents internalizes 
the cost of the aut0110bile reparations system: the cost of injury 
loss resultin1 froa automobile accidents should be part of the 
price paid for automobile usa1•• Several considerations are 
germane here. Those who drive aut0110biles should be the only 
individuals required to pay for the system; health insurance, of 
course, is frequently paid by employers, by the state, or by 
others. To require that health·insurance be made primary would be 
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to extend part of the cost of the automobile reparations system to 
that part of the population which does not drive cars; it· should 
be noted that the 18 percent of the population which does not 
drive is also the poorest pot'tion of the population in tenns of 
economic resources. 

Some advocates of reform today see an opportunity to reduce car insurance 

premiums by shiftin1 the cost of accident related medical expenses from c1utn 

insurers to health insurers. It is conservatively estimated that the magnitude 

of the transfer as valued in total auto insurance premiwn dollars needed to fund 

$75,000 worth of benefits on a statutory accounting hasis now exccl:!ds $5(')() 

million a year. The amount would add si1nificantly to the pt'ice of employer 

sponsored group health plans, small group and indlvidual subscriber health 

plans, Medicare and Medicaid proarams as well as the cost needed to fund uncom

pensated care for those not covered by health insurance. And the timing comes 

as those already overburdened plans and programs are facing add it tonal costs 

resulting f-,m the combination of inflation, new expensive medical technology, 

and the reduction of government subsidies to the cost of uncompensated care. 

Another pressure upon employers is the 1rowin1 support for the Fair Accounting 

Standards Board (FASB) proposition that the future cost of providing 31th 

benefits to retirees should currently be reflected in corporate balance sheets. 

bllau9tion of Other Health Plan 
Benefit• to Indeanify Auto 

l119Urance Lo••es 

As recoanized · by the 1977 Study Connission, a plan which shifts auto 

accident medical costs to health insurers presupposes that all drivers have some 

fonn of health insurance. !van in today's relatively strong New Jersey economy, 

it is estimated that approximately 10.S% of the population has no health covP.r· 

age. The 1977 Conaission also found that another 10% of the population (500,000 

people) had inadequate health insurance due to large gaps in coverage in the 

form of low ceilings, substantial co-payment provisions and.large deductibles. 
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Traditional health plans sponsored by employers typically incorpor~re 

limitations on available - benefits as does the Medicare _Program. These may 

include restrictions on the nuraber of hospital days. dallar maximums on certain 

types of services and, for those Plans which provide· Major Medical Expense 

protection, benefit period and lifetime uximwns. Depending on their past 

medical history. at the time of an autc accident SOM consuaers 11ight already be 

at or close to their health plan maxiJIIWIIS, 

Of particular consequence to senior citizens is the potential impact of ~n 

auto accident on lifetime reserve days for hospital care. · The Medicare Progran, 

provides a lifetime reserve of 60 days (subject to a present co·pay,nent of SZJS 

each day) which may be used only once to supplement the 90 day per benefiL 

period limit on hospital care. 

Use of limited health care program resources for auto accident medical 

expenses means that bills for illnesses may 10 uncovered. 

Since 1984. New Jersey has had a PIP Mdical expense deductible option in 

place which allows auto insurance pc .. :yholders to choose to shift some auto 

related medical expenses to health proarams (subject to possible application of 

health policy deductible and co-payments), but at a level which generally should 

not expose them to a si1nificant reduction of health plan limits or the possi

bility of lar1• uncovered claiu. 

Under the Nev Jersey Aut0110bilc Insut"ance Freedom of Choice and Cost 

Containment Act of 1984, the n81Nd insured on an auto policy can opt to select 

PIP medical expense deductibles of $500, $1.000 ar $2,500 in return for a saving 

on the covet"age premium. Selection of a $2,500 deductible yields a PIP premium 

reduction in the area of 321. - 34%. Surprisingly, •• of :3nuat"y 31, 1988 only 

9. 8% of all private passenger autos wet"e insured with a medical expanse deduct-

ible, According to the Department of Insut"ance. The reluctance to choose the 
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option at even modest levels may suggest an unwillingness hy consumers t.:i r 1 ,;k 

either a depletion of health care covf!rage or personal responsibility for th,1c· 

portion of auto accident related medical expense which is partly or completelv 

rejected for payment under a health plan. Or. consumers may not think that the 

savings are worth the inconvenience of coordinatinR paperwork and payments 

necessitated by health coverage 1aps. 

Provision of a limited deductible to PtP medical expense coverage ( wh i c-11 

nevertheless brings about a significant reduction in coverage premium) also 

avoids difficult and costly pricing of PIP as a secondary coverage. 

Sillplicity and Coat 
of Syst• Adainistration 

Health plans are many in number and not at all uniform in benefits offered. 

In addition to a myriad of traditional indemnity plans. !fMOs and PPOs operating 

in New Jersey• there also are arrangeaents whereby employers might use a self -

insured progr&111 for employee health coverage. It would be impractical to review 

individual plans and give appropriate actuarial reductions in PIP premium based 

upon the relative benefit levels of each. Is the Department of Insurance 

prepared (and capable?) to undertake such a task? F.ven categorizing health 

coverages into similar 1roups with appropriate credits for each would be diffi

cult. 

On the claiu side. there will be a need to coordinate payments between 

health and auto insurers. The consumer will find himself caught in the middle 

of two systems. trying to reconcile the peculiar workings of each. Hospitals 

and other health care providers will almost certainly encounter delays in 

receiving payment. Each health car?"ier will pay (or reject) the claim in 

acco?"dance with the provisions of its own pa?'ticular contract which will involve 

unique fee schedules. internal dollar limits on ce?'tain services. application of 
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deductibles ~nd co-payments and exclusions. To propet'l y cons idet' any unpa i<l 

balance, auto insurers will incur administrative expense in vet'ifying the dollar 

obli1ation of the health carrier in addition to independently H • -Hina the 

Mediaal nead for and ••••onablen••• of th• •••vioe ••n•••••· 
How will the system work? Will the health carrier know and be required t.o 

automatically notify the auto insurer of an unpaid balance ~r will the conswner 

and the medical provider be left to fend for themselves? Wi 11 paperwork and 

delay \n payment cause providers to end their participation in health p tans? 

Will more providers expect payment from consumers at the time of service, thus 

shifting the burden to those who may be least able to heat' it? Will providers 

be permitted to ·bill consumers for any balance remaining after health plan 

payment? 

Sy•t- Differancu 
and 

Consuaar Convenience 

Proponents of shifting auto accident related medical expenses to health 

insurers from auto insurers araue that health insurers are more efficient, 

meaning that in aeneral they are able to pay medical bills more quickly and with 

less administrative expense, and that they can control costs hatter because 

health cat'e is their field of expertise. 

There are differences in the health care system and the auto ace ident 

medical expen•• pay,nant system which account for a significant pot'tion of the 

pet'ceived efficiency of health insurance providers. These diffet'ences are 5uch 

that it is probable health care cart'iers would not !are as well in r.he automo· 

bile tort liability system as they apparently do in delivering traditional 

illness-related benefits. 

User incentives in the health care and auto accident Mdical systems are 

not necessarily similar. In the event of an illness, s_pe_edy and full medical 
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recovery is the goal, but when talking about auto accident injuries, rhere ~r~ 

competing considerations: Initially, there is the dollar threshold to be 

reached in order to attain the ri1ht to aue for non•econnm1a lo•• (patn, autfar• 

ina and inconvenience),. layond th• thrHhold, th•re h the operating ~ .. eon111 of 

the plaintiffs' bar that the amount recovered for non-economic loss is a multi· 

ill of the amount of economic loss, including medical expenses. Switching the 

source of auto accident 111edical expense benefits from auto insurers t.o health 

insurers w i 11 not lessen these tort system cost pressures. Perhaps only the 

enactment of a unifonnly .applied, meanin1ful verbal· threshold will help neutral· 

ize the incentive to reach the right to sue by overutillzing medical treatment. 

With a verbal threshold, the focus is upon II qualitative assessment of the 

severity of the injury, not simply a dollar calculation of medical expenses 

incurred. This may be,one reason why comparisons of PIP.premiums in New Jersey 

and Michigan, where a, meaninsful verbal threshold has been in force for a number 

of years, apparently indicate better experience in the latter state. 

Related to differences in utilization incentives are differences in auto 

accident and -health care system legal Nles. As a matter of contract, health 

carriers in the traditional setting of an illness have considerable discretion 

in reviewing and denying claims for benefits and excluding some services from 

coverage entirely. They also have opportunity to limit by contract the time in 

which a suit challengin1 a decision not to pay can be brought. In the name of 

"cost containaent" health carriers are able to implement second opinion and 

pre-service certification programs. 

New Jersey auto insurance carriers do not enjoy similar opportunities. 

Judicial decisions interpret state st.atutes to produce a broad and liberal 

construction of PIP benefits. Time periods f~r prompt payment are established 

by law and regulation and auto insurers who resist a claiffl ~s improper risk not 
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only the cost of the service in issue·, but also the added burden of interest, 

counsel fees · for plaintiff and cr--,ts. It is probable that health carriers 

ultimately would be similarly constrained in daalinq with 111edical expenses 

related to auto accidents. 

As contrasted with r.he disadvantases imposed by New Jersey law on auto 

insurers in administerina auto accident related 111edical expenses, some health 

carriers enjoy unique statutory benefits which translate into lower costs. For 

instance, hospital and 11edical service corporations are able to contrnct dl· 

rectly with hospitals and medical providers for set"Vices and at net rates less 

than those charaed to auto insurers. And the New Jersey Uospi tal Rate Setting 

Co11111ission allows th••• oraanizations advantages in hospital payment methodology 

as well as in chall•naina the propriety of DRC reimbursement decisions. 

n,. ~ also are differences in administrative approa~h between auto insurers 

and health insurers which are reflected in expenses. Havin1 the benefit of 

111axi111W11 fee schedules, internal limits and a smaller universe of eligible 

services, health providers are able to process requests for payments mechani· 

cally and with a lesser dear•• of scrutiny than auto carriers. Operating on 

experience ratin1 plans with employer •ponsored groups for a large segment of 

New Jersey's population rather than prior approval of the Insurance Department, 

health carriers can aake preaiua adjustments to cover their revenue needs more 

rapidly and easily than auto insurers. 

Importantly, health carriers do not act as aatekHpers to the liability 

system as do auto insurers. There is no incentive to carefully evaluate medical 

expenses amassed for use .in reachins a dollar threshold or to pressure higher 

settlements in neaotiatina bodily injury liability claims. 

Some have suggested that health insurers are more adept at. reviewing and 

managing medical claims than auto insurers. Several observations are in order: 
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family. Is it net reasonable tn !ss.1..1me r-.hac sound techniq 11 ~-;: r;;:e~ bj• tr.·~ h~= ~".r 

carrier are nc.t also available for 11se by the relat.ed duc.o carrier, ... h"'r~ 

a:so are significant pi'"c.viders of \.~n-kers' compensation coverage which I li.b.• 

PIP) provides unlimited med!~al exrc1n~e exposure and places an emphasis 

rehabilitation and restoration of ~orkers to productive lives. T~c.:hniques 

useful in workers' compensation are shared with auto lnsurance managers. And, 

according to the 1977 Study Co11111tssion, the whole premise of the greater effi

ciency of health carriers may be an overgeneralization: 

In tenns cf cost, there do not seem tn he st.rong indications 
that any sa•Jings could be effected by making health insurance 
primary. Tha lower administrative cost of Bl~e Cross insurance is 
not, in fact. shared by Blue Shield. One of the reescns that Blue 
Cross expe~1ses are lo·J i:a that it merely ser·.'es as a condu~r-. f,.:
the paytr,?.nt of. hospital bi! ls :rnd frequent lj ::\ak~s :iuci-. po;rme,~ts 
to h-:~pii:.:ils in regular, L.rge lun.p sums. ·~ti,f:! Shield, on the 
other hand, makes payment to a large number of providers, which 
raises its administrative costs to two or three t i111es that of !Hue 
Cross. It has been pointed out that the !Hue Cross methocl of 
payment preclude• any aertou•, individualized attempts co discover 
overutilUation and overpayment of hospital benefits. Further
more, it must be noted that if health insurance were made primary 
in automobile cases, its general utilization (and premiums) would 
rise connensurately. In fact, a four state survey conducted by 
the tin 1 tad State• Department of Transportation showed a cost 
savings in the states were automobile insurance was primary; in 
1972 Slue Cross rates were reduced $15 in New Jersey in ~ecogni
tion of the cost savtnas associated with making automobile insur
ance primary. 

And just as all health insurers cannot be categorized as "efficient," all 

auto insurers cannot be labeled "inefficient" in their handling of medical 

expenses. With respect to relative costs of delivering benefits, it is often 

suggested that auto insurers generally require a retention of JS% to 401. co 

deliver benefits while the amount retained by health carriers for costs other 

than beneHts is i.n the area of 101.. At least one major automobile insurer 

writing in New Jersey is able to deliver auto accident medlcal benefits with a 
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recent ion of less than 20:!. And included 1.1ithin r.hat ,11:inunt are "11:.~irist ,. : 

C.laim and Judgment Fund assessments of :!.67. 1.1hich health insurers do not pay, 

and the added costs of adainistering and del ivertng a proc1uct in the context qf 

a tort system without statutory payment advantages, fee schedules ancl pre· 

service utilization controls. 

The Significant Benefit to 
Consuaers of the Pl"iaacy of Auto Insurers 

Consumers receive very real value in having auto accident medi-:al expenses 

handled by auto insurers rather than health insurers. PIP medical exrense 

benefits afforded under auto insurance policies are more complete than heal th 

insurance in terms of both the persons and survices covered. \.Ii th 1·r.spc<·t 1 ,> 

persons, PIP medical expense coverage applies to the named insured, his or b•?r 

s:pouse, additional faaily members who reside tn the named insured' s house ho lct 

(irrespective of aae,'or dear•• of family relationship), ··others who nre i11J•1r,"!•I 

while occupying, enterin1 or alightlna from the car or using r.he c.ir with t~h: 

named insured'• per111ission and pedestrians injured by the car. llealth pl;m 

coverage uy be li• ited to an eaployee, with nothing provided to his or het" 

spouse or children, or plan covera1e miaht include the spouse and children up to 

a 11pecified aae, Health Plan coveraa• can he lost (subject to r.he offer of 

temporary continuation at the group rate cost under the Consolidated Omni bus 

Budget Reconciliation Act of 1985) upon termination of employment, divorce or 

legal separation or attainment of a child of a certain age. With respect to 

~edicare, hospital insurance ("Part A") follows Social Security retirement 

benefits. The cost for Part A Medicare coverage is paid for by almost everybody 

by taxes on covered work before (and after) eligibility. Supplementary Medical 

Insurance ( "Part B"), covering physician and sume other services subject to fee 

schedules (which many providers do not accept as full payment), deductibles and 

co-payments, is paid for by premiums from those eligible for benefits anJ 
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general revenues of th~ Federal Government. Part B coverage may be rejected. 

So not every person in a household may be eligible for coverage by a health plan 

or by Medicare and not ~very Medicare eligible individual necessarily carries 

both Part A and B. 

With respect to the mechanics and benefits of health plans compared to auto 

insurance medical expense coverage, the 1977 Study Commission reported as 

follows: 

At present, because of the voluntary nature of health insurance 
coverage in this country, there are a wide v'lriety of benefit 
packages available and a complete absence of the uniformity which 
characterizes the automobile reparations system. Presently, 
automobile PIP benefits provide unlimited medical payments for all 
reasonable costs associated with an automobile accident vithout 
deductibles or coinsurance. No regular health insurance contract 
even approaches being this comprehensive. Health insurance 
coverage frequently contains a dollar benefit ceiling, often 
provides for partial reimbursement of medical costs, and increas
ingly provides for coinsurance and deductibles as a means of 
reducing the total cost of the coverage to the purchaser. This is 
not necessarily suited to the circumstances of an automobile 
accident. Blue Cross, for example, usually provides for fairly 
complete reimbursement for hospital expenses, but Blue Shield 
provides for limited reimbursement for medical and surgical care. 
Automobile accidents, however, are characterized more frequently 
by medical costs, such as visits to a doctor's office (not reim
bursable at all under the standard Blue Shield contract, and under 
major medical only after the payment of a $100 deductible) than by 
hospitalization. 

Health insurance contracts are also characterized by a number 
of exclusions which might deprive the automobile accident victim 
of needed care. One of the most significant areas of care tradi
tionally excluded by Blue Cross and Blue Shield contracts is 
rehabilitation. Casualty insurers, however, have traditionally 
seen the importance of early rehabilitation, both medical and 
vocational, of the accident victim in terms of the victim's 
well-being and the cost-effectiveness of such treatments in 
reducing the long-term medical and wage loss benefits paid by the 
insurer. Another area which has been found to be cost-effective 
by the casualty insurer but has been neglected by Blue Cross and 
Blue Shield is outpatient care. 

Proponents of shifting auto insurance costs to health carriers also argue 

that such a change will produce savings because most health coverage is provided 

by employers who are better able to monitor potentially fraudulent or 
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exa11erated claims. '!"his argwnent assumes t.hat employers have acce~s to current 

data on health plan utilization and costs. In fact, utilization reviews may lag 

behind set'v~c• dates by six months to a year. ThP. argument also ignores the 

very real interest employers presently have irrespective of health covP.r.lge 

considerations to iDOnitot" absences from work because of their adver!i!e i.mp.:ict 

upon Temporary Disability Benefit program costs as well as concerns rclar.ed ~o 

productivity. 
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EXHZBXT JJJ 

1. Smaul v. Irving General Hospital, 108 N.J. 474 .(1987). 
The Supreme Court of New Jersey held that an insured who 
was assaulted by two individuals when he stopped his car 
to ask directions was entitled to PIP benefits under his 
auto policy. 

2. Berman v. Rutgers Casualty Insurance Co.,221 N.J. 
Super. 162 (1987). Thia caae invalidated the territorial 
limitation (United States or Canada) and held that PIP 
coverage was available to an inaured who •uatained 
injuries as a result of an auto accident in Hungary. 

3. Purdy v. Nationwide, 184 N.J. Super. 123 (1982). Thia 
case held that a no-contact accident causing injuries to a 
driver of a "dirt bike" being operated elsewhere than upon 
a public road, caused by the di • tracting effects of an· 
automobile being operated on a public road, came within 
the umbrella of PIP coverage, as "an accident involving an 
automobile." 

4. Schomber v. Prudential, 214 N.J. Super. 309 (1986). 
Thia case allowed PIP coverage in a situation where an 
individual died of a heart attack while driving, after 
which the car went off the road. There was no dispute 
about the fact'that no injuries reaulted from the auto 
accident itaelf. 

5. Sotomayor v. Vasquez, 213 N.J. Super. 414 (1986). 
Thia case held that a ear driven by the named insured 
qualified as "the automobile of the named insured," even 
though the car waa only a loaner vehicle and was not owned 
by the insured. 

6. Government Employee• Ina. Co. v. Tolhurst, 146 N.J. 
Super. 285 (1977). Thia case allowed coverage under PIP 
for the apouse of insured who suffered injuries when she 
turned on a light in the garage and an explosion 
occurred from leaking gas and fumes, the court holding 
that the injuries arose out of "ownership, maintenance or 
use" of a vehicle. 

7. Newcomb Hospital v. Fountain, 141 N.J. Super. (1976). 
This case held that an automobile passenger, who left the 
insured automobile to watch a service attendant add water 
to the radiator and was injured and burned due to sudden 
explosion, was an "occupant" or "passenger" within the. 
auto policy. 
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1986 CHEVR.OLET CELEBRITY 

Savings (per car) for 500D* 

Collision 

Insureds SF 

17.6% $128 

67.7% $103 

Comprehensive 

27.9% 54 

43 

25 

45.4% 

22.8% 

LM 

$97 

$54 

51 

36 

21 

Claims frequency per policy/car 

Coaprehenaive - once every 14 years 

Colliaion - once every 11 years 

AllS 

$96 

$56 

66 

52 

35 

Proposal: renew at $500D. Policyholders may buy back per 
letter to policyholder. Update D every 3 years based on 
C.P.I. 

* U/M would also be raised from a $250D to a $500D, to avoid 
overutilisation of U/M. 



STATEMENT BY ·KENNETH 0. MERIN 

As chairman of this study commission, I extend my sincere 

thanks to .the members who volunteered their time, energy and 

experience to this endeavor. Every member brought a different 

expertise and perspective which contributed to this commission's 

work. 

As the commission's membership clearly shows, this was a 

group which represented many of the parties to this state's 

two-decade-long auto insurance conflict -- the insurance 

industry, officials from the state's executive and legislative 

branches, the legal community, consumer advocates, the JUA 

board·and others. 

This diverse group nonetheless worked in a cooperative 

spirit, dedicated to developing recommendations which would 

benefit all of New. Jersey's citizens. We.debated proposals, 

researched ideas and genuinely tried to find common ground for a 

united approach toward solving the real insurance problems which 

plague New Jersey's motorists. 

To a great extent, we succeeded in finding a common 

approach. As the votes show, most members support a variety of 

important recommendations. But the record also shows that, 

despite our sincere commitment to developing a consensus, we 

could not be unanimous. The auto insurance problems in New 

Jersey are so complex and so severe that they cause honest 

people to disagree. 



In that spi~it, I wish to note my exceptions to the 

commission's final report. 

My greatest regret is that the commission supported 

continuing New Jersey's unique system of unlimited medical 

payments. While socially admirable, this system is financially 

unsupportable. It has produced absurd quirks which waste the 

insurance premiums paid by New Jersey motorists. 

For example, when senior citizens are injured in auto 

accidents in 49 other states, Medicare covers part of their 

medical costs. But in New Jersey, the law prohibits Medicare 

from paying any such bills. All the bills must be paid by auto 

insurance: 

This forces senior citizens to pay over $100 a year extra 

to buy auto insurance health coverage, which they would not 

necessarily need if.the law permitted Medicare and Medicare 

supplement insurance to cover auto-related medical bills. 

Costs for economically deprived New Jerseyans also would 

drop if costs were shifted back to the health care sector 

because Medicaid would pick up payments for lower income 

residents. New Jersey is the only state that forces low income 

people to pay money for such a large amount of medical care 

which is otherwise available. 

A similar situation exists with motorists covered by 

employer-paid health insurance plans. In most other states, 

health insurance covers care for injuries from auto accidents. 

In New Jersey, though, these bills must be paid by auto 

insurance. It's more expensive this way. Motorists pay for 
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auto insurance a.s ;·individuals, which costs more than buying 

insurance under a group plan. And motorists pay for auto 

insurance entirely with their own money, whereas employers can 

use health insurance payments for employees as an income tax 

deduction. 

Another inequity is that New Jersey's coverage for 

first-party medical bills is unlimited. Only Michigan has such 

liberal benefits, but in Michigan motorists can designate their 

health insurance company as the primary carrier, which of course 

reduces auto insurance costs. 

In every other state, benefits are far less. Colorado is 

·the most generous, with $100,000 medical coverage for each 

accident, followed by New York with $50,000. Coverage generally 

is much lower elsewhere. Neighboring Delaware provides only 

$15,000, Pennsylvania $10,000, and Maryland $2,500. This means 

New Jersey motorists are receiving a much better insurance 

package, but it obviously costs more. 

There are a variety of legitimate proposals to change New 

Jersey's no-fault medical law (the Personal Injury Protection 

coverage) to eliminate waste and to bring coverage in line with 

that offered in other states. I wish the commission had 

endorsed some such change. 

Another concern I have regards attempts by various parties 

to attribute fault or blame for the insurance woes that have 

engulfed New Jersey since the late 1960s. 

It appears clear to me that so many incorrect actions, 

taken by so many people, over such a long period of time, lead 
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to the conclusion. ·that if fault is to be attributed, it can be 

spread broadly across the spectrum of interests. The Department 

of Insurance is only now becoming fully able to cope with the 

depth of the problems in this state. The insurance industry has 

paid too little attention to the complexity of auto insurance in 

the urban marketplace. Various Legislatures and Governors have 

been poorly served by lack of adequate information from a 

variety of sources. 

In the statement of one of the panel members, it is 

indicated that the Report was largely drafted by-Department of 

Insurance staff. It is further indicated that, at least to some 

extent, the Report reflects the view of the Department. The 

Report was drafted by Department staff because the Study 

Commission was not given a separate appropriation or a separate 

staff. The same statement indicated that further meetings and 

contact with outside individuals would have led to a greater 

concensus. The Study Commission has taken two years to issue 

its Report, a Report that is long overdue. As time went on, 

problems with gaining a quorum of members increased, and no sign 

of increasing concensus was apparant. 

On other commission recommendations, I wish to add these 

comments to further define my position: 

VERBAL 'l'BRESBOLD (Reco.aendation #5) 

I commend the Legislature for passing the optional verbal 

threshold in 1988. As motorists have shown, this is truly the 
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choice of New Jeis~y citizen~. In the first six months it was 

offered, the verbal threshold was selected by 83 percent of all 

motorists. If this were an election, that would be a landslide 

of historic proportion. 

I recommend a mandatory verbal threshold, however, only 

because the option creates confusion in the minds of many 

consumers and there now exists a potential for consumer 

misunderstanding and misinformation. It also contributes to 

company paperwork and administrative costs. 

_ The optional verbal threshold also invites many complex 

legal questions which the courts will have to sort out in years 

to come. 

For example, the current optional tort threshold creates an 

anomalous situation for automobile insurers. This occurs because 

the insurance company which receives a lower premium as a result 

of its insureds selecting the verbal threshold does not receive 

any benefit on the loss side. Instead, this benefit goes to the 

insurance company of the other at-fault driver in the accident 

(since this second insurer may not need to pay out any pain and 

suffering award as a result of the first insured selecting the 

verbal threshold). 

In order to correct for this, a redistribution mechanism, 

the New Jersey Automobile Insurance Risk Exchange (N.J.S.A. 

39:6A-21), was established. This unincorporated association was 

created to redistribute funds between insurers in order to 

redress this situation. 

- 5 - . 



There are two main concerns with AIRE. One concern is the 

administrative costs which adds to the cost of automobile 

insurance in New Jersey and which is ultimately paid by 

consumers. 

A second concern centers on the assessment and 

reimbursement formulas used by AIRE. Formulas that do not, and 

cannot, exactly compensate each insurer for the costs of the 

dual threshold. This leads to competing theories of which 

formula to use. One company now has a lawsuit pending against 

AIRE; the company contends that it was inadequately reimbursed. 

The cost of this lawsuit will be passed on to insurance 

consumers. 

DEPOPULATION OF TBE JUA (Recomendation #2) 

While I support an orderly depopulation of the JUA, I 

believe the current law should be reconsidered. The JUA should 

be depopulated to a market share of about 33 percent, instead of 

20 percent under the current plan. Once the JUA's market share 

drops below 33 percent, depopulation will become 

counterproductive to both the motorists being depopulated and 

drivers in the voluntary market. 

The drivers who will be depopulated in the second half of 

the current depopulation plan have a significantly higher 

accident expectancy than the motorists in the voluntary market. 

If those drivers are insured by the voluntary insurers at 

standard rates, these rates must be increased for everyone by 
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about 15 percent.t;?-·offset the higher accident rate of the 

depopulated drivers. On the other hand, if the depopulated 

drivers are insured by voluntary companies at the substandard 

rates permitted under the 1988 law, the depopulated drivers will 

pay substantially higher rates than the premiums which the JUA 

could charge and still break even. The JUA has much lower 

acquisition and administrative expenses, and would be the lowest 

cost insurer for these drivers. 

Furthermore, reducing the depopulation plan would permit 

the earlier elimination of the surcharges because the JUA 

requires a subsidy of about $1,150 for each car depopulated. 

Therefore, modifying the depopulation quotas would save all 

motorists about $750 million. If we keep the JUA at about 33 

percent of the market and allow the JUA to charge adequate 

rates, as recommended by the commission, the JUA will be able to 

operate without further subsidies. 

COMPREHENSIVE & COLLISION (Recomaendation *3) 

The JUA law originally mandated physical damage 

coverage. In retrospect, there was a market for physical damage 

and perhaps there was no need to cover comprehensive and 

collision. 

The JUA does write comprehensive and collision insurance, 

and over the years it has become the primary insurer for 

high-priced cars in the state, due to the refusal by voluntary 

companies to underwrite such autos. The JUA, therefore, has been 
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saddled with an inordinate number of expensive claims associated · . .... : .. 

with these types of cars. 

I believe this situation must end, but abolishing JUA 

coverage for comprehensive and collision altogether would be 

going too far. Instead, I believe the JUA should provide 

comprehensive and collision coverage only for lower-priced 

cars. The cutoff point could be determined by choosing one of 

the symbols already in use for determining comprehensive and 

collision rates. This would end the abuse while still assuring 

that most motorists can obtain full auto insurance coverage. 

MODERN RATE TECHNIQUES (Recomaendation 12) 

I agree with many of the proposals in this recommendation, 

and in fact many of them are already in use. There is nothing 

in the law which requires that only "actuarial techniques" be 

used in setting auto insurance rates. The Department of 

Insurance analyzes not only actuarial projections of losses and 

income, but also companies' track records and efficiencies, the 

economy of the state and nation, and all other relevant factors 

in setting rates. The current law allows the department to use 

these factors and any other factors it may deem appropriate in 

the future. Changing the law as recommended here is unnecessary 

to accomplish the stated goal. 
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REPEAL 'l'BB AN'.rI-R.BBATE LAW (Recoaaendation 18) 

The purpose of this proposal is to allow consumers to 

benefit from discounts, if agents can be persuaded to give a 

discount by accepting a lower commission. While the goal is 

admirable, the un!'ortunate effect may be an unfair benefit only 

to wealthy customers who purchase other coverage. The typical 

consumer, beset by high premiums, will not benefit from this 

proposal. 
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NATIONAL INSURANCE 
CONSUMER OROANIZA"TION 

Commissioner Kenneth Merin 
Department of Insurance 
State of New Jersey 
20 West State Street, CN325 
Trenton, NJ 08625 

December 1, 1989 

Re: Explanations of Recommendations 16 .=. 19 

Dear Commissioner Merin: 

In accordance with your request, the following are 
explanations of recommendations 16 - 19. 

#16 - The state anti-trust law is not applied to the 
business of insurance. We believe it should be because it 
will enhance competition. This would end the ability of 
insurance companies to agree on prices or to engage in other 
anti-competit.ive joint activities. Pro-competitive joint 
activities, such as historic data collection, would continue 
to pass muster under anti-trust law enforcement. 

#17 - The state law that prohibits group purchase of auto 
insurance drives up cost. Significant savings are possible 
if auto insurance could be sold to groups. For example, in 
group health insurance overhead costs are only about one
quarter as great as the similar costs for individually sold 
health insurance. 

#18 - Removal of laws prohibiting agents from offering 
discounts to potential customers is anti-competitive. 
Removal of similar rules for sale of refrigerators, stock 
brokers, etc. has saved consumers significant money and has 
led to discount stores and discount brokers, enhancing 
consumer choice. 

121 N. Payne Street 
Alexandria, Virginia 22314 
(703) 549-8050 



Commissioner Merin Page Two 

.ill. - Banks are uniquely qualified to sell insurance: they 
are irt the financial services sector, they are convenient 
for consumers and they have shown the capacity to offer very 
competitive insurance products (e.g., Savings Bank Life 
Insurance in Mass. and NY). There must be control of 
potential tie-in sales, however, so that such abuse (such as 
that which exists in credit life insurance) can be avoided. 

Vaz truly yours, 

a Rtf!;untar 
President 
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RES 909·•9•·9333 A DISSENTING OPINION ON THE AUTO INSURANCE 

STUDY COMMISSION'S FINAL DRAFT REPORT 

NOVEMBER 13, 1989 

By Leonard T. Connors, Jr. 

Senator - 9th District 

Member of the Study Commission 

PREFACE 

I have requested that my orinion of the final draft of the 

Auto Study Com,nission' s report. be included as part of the 

Report. I requested this because I believe the Report has 

reachec conclusion3 in some areas that wi.11 not be beneficial 

to those who will attempt to rectify the disaster of New Jersey 

Auto In~urance. While there are a great many areas in the 

Reporl with whicl1 I am in complete agreement, there are others 

that need further clarification and amplification in order for 

the reader to judge for himself whether or not the State 

shoul1l, as the Report indicates, build on past reforms based on 



the recommendations made. I believe there is good and 
.. ·-'"'" 

substantial evldence that points, decidedly, in a different 

direction. I shall endeavor to bring these areas to light in 

the pages ahead. 

ACINOWLEDGEMENT 

I do wish to thank the Senate President for appointing me 

to this Commission. I found the information gleaned at the 

many meetings I attended to be enlightening and informative. 

My colleagues on the Commission, I feel, worked hard to seek 

the answers to the New Jersey Auto Insurance dilemma, and in no 

way is my dissent either dir~ctly or indirectly meant to imply 

anything other than a sincere attempt to shed light on New 

Jersey's auto insurance crisis. 

OVERVIEW 

The Commission's Report provides the reader with a 

background of what has taken place from the "Commission's 

Charge, Introduction, Historical Perspective, The '83'-'84' 

Reforms, the JUA, and the Recommendations" sections, that in my 

view does not clearly answer what went wrong and why the 

motorists of New Jersey are burdened with $3.5 billion in 

unfunded liability. Further, will the direction New Jersey 

takes in future legislation as, perhaps, a result of this 

Commission's Report be the right approach? That is why I have 

written this opinion, because I believe the answers are there 

and should be looked at from a more critical point of view. I 

ask the reader to consider-----
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-: ·-·. 
•• _ _._ s THE COMMISSION'S CHARGE 

As stated in the introduction, the enabling legislation, 

A-1696, required this Study Commission to submit its report by 

January 1, 1988. The Study Commission should have been 

implemented sooner. A-1696 was signed into law on February 10, 

1983, and became effective January 1, 1984. A-1696 provided a 

triggering mechanism, an early warning system, that was not put 

in place until over three years later. By the time the Study 

Commission began its work in February, 1987, the JUA had over 

$2 billion in unfunded liability. This Report could have, if 

completed in a timely fashion, perhaps, saved the motoring 

public of the State hundreds of millions of dollars. The 

Report states th~ reason that it was not completed was because 

of "ongoing problems in collecting and compiling information." 

The reader, I feel, should want to know why? 

INTRODUCTION 

I do not agree with the statement made in the Report (page 

7) "And in the mid 1980s, when the JUA took over the residual 

market, the industry tightly restricted voluntary coverage 

because it was concerned that insurers would be assessed, based 

on their market shar·es for any JUA deficits." 
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Part of i~e reason I disagree with this statement is found 

on page 49 of the Report. We were, then, and are continuing to 

actually pay some agents more of a commission to write and 

rewrite auto insurance into the JUA!!! The voluntary market 

had an average of 10 percent commission. We started the JUA 

with paying agents a 13 percent commission, then went to 11 

percent and to 9 percent in 1988. (Page SO) Rewriting JUA 

policies at 9 percent is still higher than some voluntary 

companies by 2 percent to 3 percent, "so the JUA remains an 

attractive source of auto insurance commissions." (Page 50) 

The first person that an insurance buyer meets is the 

agent. How did we expect to reduce the JUA when we started 

with such an attraction as higher commissions? And, why do we 

continue to permit higher commissions to agents to rewrite JUA 

policies than some voluntary companies and call it reform? 

It is stated in the Report that "The JUA became 

responsible for the residual market. The servicing carriers 

were hired merely to do the legwork -- writing policies and 

paying claims with JUA money. Under the JUA, consumers in the 

residual market have received better service and fair prices" 

(page 8). 

This statement points up exactly my concerns, for it 

attempts t6 show what a good job the JUA did, ·but fails to say 

here that not only were all of the motorists receiving good 

service from the JUA, but that their collision and 



Page 5 

comprehensive rates were being subsidized by all the other 

motorists in the State through the policy constant and RMEC 

charges and still are to this day!!-! (see page 57). The Report 

indicates that the reforms of 1988 were of some 

accomplishment. The facts are that of the $3 billion deficit, 

about 24 percent is attributable to comprehensive and collision 

or a whopping $745 million. 

Consider that most claims for comprehensive and collision 

~re paid in a very relatively short period o~ time, 30 to 60 

days!!! It is fair, then, to assume that 

collision/comprehensive at below,market rates by the JUA is a 
0 

major, major c_on tributing factor to this enormous deficit. It 

is little wonder, then, that the JUA has grown to enormous 

proportions. The Report (page S8) readily admits ''to the 

extent that JUA insureds have been more likely to file claims 

than voluntary insureds, these inadequate rates adversely 

affected the JUA more harshly than ISO companies." When it 

came to collision/comprehensive, the JUA had most all of the 

motorists. The questions here should be why do we insure them 

at all since they are not mandated, and why at below market 

rates if the State feels we should underwrite them? 

HISTORICAL PERSPECTIVE 

I believe the reader of the Report should have reason to 

question why the State has made such very bad.mistakes and 

seemingly has not profited by them at all by putting remedies 

in place that would quickly and efficiently correct the 

situation. 
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An examp~_~-..•of this is found in the "Excess Market Benefit" 

(Page 23). This fund, called the Unsatisfied Claim and 

Judgement Fund (UCJF), reimburses insurance companies for 

claims in excess of $7S,000. "The UCJF draws its revenue by .a 

formula assessment against all automobile insurance companies 

based on their market share. So, by this system, the companies 

were sharing the cost of the most expensive claims." The 

Report continues to say, "But most importantly, the UCJF sets 

its assessments on only a two-year projection of its necessary 

revenues. So, the total cost of long-term care and 

rehabilitation for an injured motorist is not paid during the 

year in which the accident occurred. Standard insurance 

company practice is to ~et aside reserves for such long-term 

payments, but the UCJF assessment does not work that way. So, 

the true cost of the dual insurance system was hidden. Costs_ 

have been deferred and now the UCJF says its unfunded long-term 

liability is at least $600 million, and other estimates have 

put it at $1 billion or more." 

The questions that should be asked here are -- i'lhy is the 

UCJF not setting aside enough reserves to pay for long-term 

claims? Why are they setting assessments on virtually a cash 

flow basis? And, who will pay the bill to catch up and erase 

this long-term liability? 

Not only are the motorists of the State, apparently, 

liable for the $3 billion plus failure of the JUA, but another 

billion dollars, give or take a few-hundred million, in the 

UCJF!!.! But, we continue without an immediate remeay, nor even 

a recommendation. 
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Further, i t.-becomes increasingly apparent, in my view, 
... . .:. ~· 

that despite having the ability to write the laws and the rules 

and regulations after having had years of bad experiences, we 

are seemingly paralyzed into inaction, and whatever action we 

have taken is bent on perpetuating a bad system. It's 

tantamount, from this point of view, to playing a game, making 

all the rules up as you go along, officiating, keeping score, 

and still losing. 

The Report erroneously, in my opinion, attempts to lay the 

blame for New Jersey's failure in auto insurance on a dual 

insurance system and claims -- (Page 32) "Th~ JUA's single 

failure -- its towering deficit -- is, _in fact, the failure of 

the New Jersey auto insurance system as a whole." The blame 

1 ies with the ind us try' s_ failure to write insurance, and with 

the dual insurance system. "The JUA's debt is, in fact, the 

price tag for that inordinately expensive dual system." 

But, shouldn't we ask the question if we didn't want so 

many motorists in the JUA, why was it made attractive for 

insurance companie• to place them there? Consider that in 1982 

the Assigned Risk Pool (ARP) was at 40 percent of the market. 
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The State kn~.li:.'i't had to do something to depopulate the ARP, so 

A-1696 was signed into law to take the bad drivers and place 

surcharges on them as a means of maki~g up premium differences 

between the good and bad drivers. If the State didn't want 

good drivers in the JUA, why has it taken us so long (6 years) 

to realize this? Or act on it? 

New Jersey is on the verge of some kind of insurance 

reform. Why? Because it is impossible for the JUA to continue 

to operate without additional RMECs, and it is perceived, in my 

opinion, that the motorists of the State will not tolerate any 

further increases. The State, obviously, has reached the end 

of the "escalating auto premium and RMEC rope." But, I believe 

we should be asking why has it taken us 6 years and over $3.5 

billion in unfunded debt to realize this. The Report states 

(Page 33), "That's contrary to standard insurance company 

procedure, under "statutory accounting," which requires setting 

aside reserves each year to pay claims for all of that year's 

accidents, regardless of delays in payment of as long as 10 

years." 

'~ecause they don't collect enough money to set aside 

"statutory" reserves, the JUA has an unfunded liability of 

approximately $2.9 billion (as of September 30, 1988), and the 

UCJF of more than $600 million." 

One of the mechanisms in A-1696 that might have brought, 

the insurance problem to a head earlier was "automatic rate 
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increases that ··never occurred." ( Page 44). Had insurance 

companies been allowed to increase rates without prior approval 

then, perhaps, when early on the rates became too high, the 

State might have reacted sooner rather than allow·time to be 

lost and the debt to escalate. One thing is sure, that if the 

companies increased premiums without prior approval of the 

Commissioner from the beginning, then the JUA premiums could 

have increased and there might have. been l~ss debt or no debt, 

inasmuch as the JUA was required by law to use ISO rates (Page 

54). 

As pointed out on Page 44, "But this provision was 

repealed by the Legislature in January 1984, before the first 

round of automatic increases could take place~" The very month 

and year the JUA_ began~ So, the legislation that might have 

produced an early warning, through automatic rate increases, 

was repealed by the Legislature. But, the Legislature did have 

another early warning mechanism in A-1696 -- That of "Statutory 

Accounting," in my opinion, but, apparently, not the Courts 

(Page 83). But, the JUA did not try to apply this accounting 

basis until June, 1985, and nearly one year later it was denied 

by the Commissioner (Page 81). In the meantime, the 

Legislature, perhaps, believed that its original call for 

"actuarily sound reserves for unpaid losses" language in A-1696 

was being followed -- another early warning system somehow 

short circuited. 
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.. _ ... ~ 

Part of A-1696 that became Cl?:30E-8 in 1983 required, 

"The association shall derive from the following sources for 

payment of expenses, losses, and prov~si~n of adequate, 

actuarily sound reserves for unpaid losses and loss adjustment 

expenses, including incurred but not r~ported losses, in 

connection with association business.'' Throughout the law, the 

association was required to file with the Commissioner annually 

"Statutory Accounting Principles." So operating on "cash flow" 

was not what the Legislature was anticipating or wanted when 

the law was passed, yet the JOA-operated on "cash flow" which 

permitted them to pay claims and operate until the RMECs were 

required to subsidize "cash flow accounting." Had the State 

known very early with extremely high rates, perhaps, we might 

have avoided the debt and the high rates we have now. 

The Report makes a strong presentation for a verbal 

threshold as opposed to a mo~etary one. In my view, I believe 

that the emphasis placed opposing a dual reparation system is 

justified~ I am of the opinion that a single system, either 

monetary or verbal, could be employed satisfactorily and 

disagree with the Report's conclusion that only a verbal 

threshold will bring rate relief. True no-fault systems, if 

that's the system the State desires, must have one critical 

component: A weak OR strong verbal threshold, OR high or a 

moderately high monetary threshold that would self-adjust for 

inflation. 
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A strong case can be made for the elimination of 

compulsory automobile insurance in the State, however, I do not 

believe the politics of such a move are within the State at 

this time. If th~ no-fault system is superimposed on another 

system such that litigation is not reduced, as we have now, 

then the no-fault system costs more, saves nothing and turns 

auto insurance affordability into a major problem. 

COMMISSION RECOMMENDATIONS 

While I agree with most of the recommendations, there are 

some areas of them that I cannot. For example -

Recommendation #1, Untying The JUA From ISO (Page 88) and allow 

the JUA to charge adequate rates immediately, then goes on to 

say the 1988 "insurance reform addressed this issue" (page 90) 

when it only addressed drivers with four or more points -

thus, any person with less than four points still to this day 

has subsidized comprehensive/collision insurance. That's not 

insurance reform!!! 

Recommendation 03 -- The JUA should stop providing 

collision/comprehensive coverage is the proper conclusion, and, 

further, on Recommendation #1, it leads the reader to believe 

that by charging only the high risk drivers 10 percent per year 

higher than ISO's rate and keeping the RMEC in place "until at 

least 1993," that this will resolve the unfunded liability of 

$3.S billion. (Page 90) "The JUA should hav~ adequate rates as 
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soon as possibl~ ~o that the RMEC can be reduced immediately 

and eventually eliminated." I do not believe that charging 

high risk drivers only 10 percent per year is the answer. 

Charging high risk drivers whatever is necessary to provide 

actuarily sound reserves for only high risk drivers that are 

permitted in the JUA for the payment of their claims should be 

used, as quickly as possible. 

What happens to the good drivers who are in the JUA that 

are not absorbed into the voluntary market by 1993? If the JUA 

is ~o use 10 percent per year higher rates than ISOs for high 

risk drivers, how do we know this rate is adequate? Does the 

high risk driver meet the Michigan Essential Insurance Act 

definition? 

There are motorists that are in the voluntary market that 

that market "may now not renew as many as two percent of its 

policyholders, as long as it meets the depopulation quota (1988 

reform) by replacing that business with other policyholders" 

(Page 94). Many of these motorists are, no doubt, high risk 

drivers otherwise insurance companies would want to keep them. 

These same high risk drivers would be placed in the JUA, yet 

they may not meet the requirements as set by the Michigan 

Eisential Insurance Act as recommended, (convicted of fraud, or 

a felony with an auto, or drugs or alcohol driving, non-payment 

of premium, etc). 
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While I am in complete support of a Michigan-type 

Essential Insurance Act, I believe we should not wait until 

1993. We are still losing money in the JUA, and every dollar 

lost to unfunded liability will have to be made up in continued 

RMECs. It's time for a fresh start in N.J. auto insurance. 

I disagree with Recommendation HS. A mandatory verbal 

threshold is not the only threshold that will work. As long as 

the State has just~ threshold is the answer. The 1988 

so-called reform just "muddied the water" more. A high or low 

dollar or weak or strong verbal threshold, can achieve the 

level of lawsuits that are deemed by the Legislature as being 

not too restrictive of a person's rights, and, yet, reasonably 

hold down lawsuits. A dollar threshold should be tied to some 

index to increase or decrease the dollar amount. A verbal 

threshold should be set and adjusted only by the Legislature 

and Governor. 

Recommendation Hll speaks, in part, to a file-and-use 

system for setting rates (Page 119). This is a key requirement 

for bringing back competition to the insurance marketplace. If 

an Essential Insurance Act is employed, then file-and-use will 

complement it and work to lower rates. The CPI-plus-3 percent 

flex rating system in the 1988 "Reform" just gives all 

companies a target to shoot at. During times of higher 

inflation, the CPI may be high, but so are interest rates 
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during that time; and there are times when insurance companies 

during an "up cycle" earn more money on investments, will 

reduce rates, and seek insurance customers for "cash flow." 

During these timesr they could be reluctant to give up any 

increases because in a "down cycle," they would only be able to 

use CPI plus 3 percent. Insurance companies should be able to 

adjust rates quickly to meet competition and the times. 

SUMMARY 

The State, in regulating New Jersey's insurance industry, 

has not produced the proper framework of laws that will induce 

competition among the State's carriers, permit the motorist 

to determine th~ir types of coverages and at what levels they 

wish to be covered.· Respectful of the work and opinions put 

forth by the Study Commission, I cannot totally agree with 

their recommendations. I believe that important areas that 

should have been addressed were given little or no emphasis in 

the Report. These areas will continue to produce problems if 

not resolved in any reform package. I believe that any reform 

package must include at the minimum: 

1. A Michigan-style Essential Insurance Act that will 

separate the truly high risk driver from the good driver 

in order to spread the risk of financial loss from the 

individual driver to a group of individuals similarly 

exposed. The truly high risk driver would, then, be 

required to pay whatever is actuarily necessary to 
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maintain coverage and provide financial responsibility. 

In a State-supervised facility collision and comprehensive 

coverage should be prohibited or extremely limited. 

2. If financial responsibility is going to be mandated by 

the State, then present bodily injury and property damage 

liability minimums should be all that are required. 

No-fault should be offered as an option. Consumers should 

be given more choice in determining the types and levels 

of coverages and under what circumstances they might be 

willing to sacrifice their right to sue in exchange for 

guaranteed benefits (No-fault) in return for premium 

savings. 

3. A catastrophic injury fund as recommended by the 

Commission would help keep insurance premiums lower by 

limiting the exposure of the State's carriers to lower 

risks. Broadening the funding of such a program through a 

combination of dedicated fees as outlined would produce 

lower premium results. 

4. The Unsatisfied Claim and Judgement Fund must be made 

actuarily sound. The formula assessment established 

against all insurance companies based on their market 

share for medical benefits in excess of $75,000 _is a 

reasonable approach to the sharing of the most expensive 

claims. However, it is obvious from the enormous 

deferrment of unfunded liability for long term payments 
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that the method of using only a two year projection for 

necessary revenues is totally inadequate. Either longer 

term projections, more in line with setting aside reserves 

for such long -term payments, or indexing the assessment to 

medical and hospital care, etc., to reflect increases that 

will provide adequate funding. A catastrophic injury fund 

would reduce the carriers' exposure considerably. 

S. A file-and-use rate system should be implemented, 

safeguards that would give the Insurance Department the 

proper authority to prevent the use of rates that do not 

meet very specific criteria should be spelled out in 

enabling legislation. A short specified time delay 

between the filing and the use of the filing might be 

considere~ to give authorities some time for comparing 

changes from previous filings. Initial filings for new 

classifications might be considered for a somewhat longer 

delay. 

Tied to this should be a reduction of the territories of 

the State. The 27 territories that were established in 

1940 are not in keeping with the times and changes that 

have occurred in the State in the past SO years. Reducing 

the number of territories will simplify the State's 

ratings and make that part of the system less confusing to 

the public. 

6. A ~ingle threshold, either monetary or verbal, as 

outlined previously. 
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7. A str~ngthened excess profits law that requires, 

considers and regulates, at the minimum: 

a. nufuber of policies written by the carrier; 

b. total amount of premiums collected; 

c. claims paid; 

d. reserves set aside for claims; 

e. administrative costs; 

f. expenditures and returns on investments; and, 

g. profits. 

8. Add to this list the Commission's recommendations that 

I believe would be beneficial to the motorist and the 

industry, as follows: Recommendations #3, #6, #7, #9, 

113, 114, 115, 116, #17, #18, and #19. 

I appreciate the Commission allowing my dissenting 

separate opinion to be included in this Report. It was written 

with only the sincerest of motives -- that being an attempt to 

help resolve the auto insurance disaster that has plagued our 

State for too long. 





AUTO INSURANCE STUDY CCHUSSION 

SEPARATE STATPMENT 
OF 

ANTHONY G. DICKSON 
October 23, 1989 

This Study Commission was chaired by the Commissioner of Insurance and 

its Report largely drafted by that Department's staff. The commentary and 

recommendations are grounded more upon relatively few, infrequent and informal 

discussions among Commission members themselves than analysis of a record 

developed from extensive contacts with others having relevant information. 

Exploration of issues by the entire group with outsiders consisted essentially 

of an orientation by representatives of the JUA on March 31, 1987 and general. 

testimony from the public on October 12, 1988. 

The Commissioner and his staff are to be commended for promoting 

discussion and providing technical help. It must be recognized, however, that 

with their assistance comes a particular perspective on history, a unique view 

of the propriety of decisions made by the Department of Insurance and recommen

dations that may reflect that institution's own agenda. 

As evidenced by the number of favorable votes (out of a possible total 

of 13) on some recommendations, Commission members were often far from a unani-

mous endorsement of positions. Perhaps had there been more intense discussion 

and outside input, a record and consensus helpful to the Legislature would have 

been forged. Several of the recommendations (for instance repeal or modifica

tion of the anti-trust exemption, anti-group and anti-rebate laws) received 

treatment so cursory in spite of their importance that I was unable to vote for 

or against them, notwithstanding a personal inclination to be generally support-

ive. 



The Report also contains factual flaws and unsubstantiated generali

ties which are too numerous to easily address here. Examples include references 

to the present size of the JUA (Report at Pgs. 7 and 35), the percentage of DMV 

coli_ected surcharge revenue it receives (apparently still 80% rather than 90%, 

notwithstanding the law (Report at Pg. 9)) and a significantly understated 

current unfunded liability of the Unsatisfied Claim and Judgment Fund (Report at 

Pg. 23). Nevertheless, I do conceptually agree with a good deal of what has 

been said in the narrative and recommendations and will limit my statement to 

certain areas in an effort to provide a balanced presentation. My references 

are either to the Commission's Report ( "Report at Pg. _ 11 ) or attachments to 

this statement ("attached"). 

1. The Department of Insurance failed to properly warn New Jersey motor-

ists of the true magnitude of the growjng JUA - debt. The Department I s 1985 

decision to fund the JUA on a "drive now, pay later" cash basis only postponed 

the inevitable and makes a solution to today's $3.1 billion deficit more diffi-

~-
The Report properly notes (at Pg. 35) that the JUA has been widely 

misperceived to be a cost containment tool. In fact, the primary thrust of 

provisions of the legislation which created that mechanism (A-1696, L.1983, 

c.65) was not to reduce the overall costs of New Jersey's auto insurance system, 

but rather to remedy perceived inequities in the manner in which policyholders 

individually shared in the total of system losses and expenses. Contributing 

heavily to the misunderstanding was the 1985 decision of the Insurance Depart

ment to ignore actuarial projections of losses and operate the JUA on a cash

flow basis. -As a practical effect of that action~ the public was lulled into an 

illusion that the legislative compromises reached on No-Fault changes in 1983 

were viable and that the JUA was adequately funded and working. Typical of what 
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consumers heard from the·Department (and a prophetic rebuttal) is the following 

excerpt from an article (attached) appearing in the September 22, 1985 edition 

of The Star-Ledger headlined "Insure~s, state clash on auto rate hike bid": 

The JUA earlier this year asked permission to · impose a 
surcharge of between $93 to $150 on each car -- not just 
those insured through the JUA -- to cover projected associa
tion losses of $250 million. Under it, every motorist with 
both collision and liability coverage would have to pay $150 
more, and those with just the mandated liability coverage 
$93 a car. 

Gluck ( then Commissioner) rejected the request and the 
JUA has filed a lawsuit against that refusal, with both 
sides arguing about the way the association counts its 
"losses". 

"The JUA has the money," said Gluck. "They won't need a 
surcharge or higher rates now, next· year or three to four 
years from now. And even then, their losses may not be as 
high as they claim they are." 

Thu conunissionur has rufusu<l lo 11:!L Ll11:! .JIJA counl as 
losses, the predicted losses based on claims of accidents 
that are not settled yet. This practice is allowed for 
other insurance companies. 

Gluck wants the losses to be paid before they are count
ed. By using this method, she said, the JUA has the money 
to meet its obligations now and in the future without the 
need for a surcharge against every motorist in the state. 

Young (then JUA Chairman) said that for every dollar re
ceived, the JUA is paying $1.30. He said this ratio cannot 
continue unless the rates are increased. 

"By 1988 or 1989 we will run out of cash and have no 
money to pay the claims." 

"Then, helieve me, the rates will rocket unless the laws 
are changed to restrict payouts or something is done to 
change a very costly no-fault insurance system we've had 
since 1973." 

And with November 1985 elections of a Governor and Assembly fast approaching, 

representatives of both parties ( incumbents and challengers alike) seemed to 

rely upon and echo the Department's position. In reality, as the then Chairman 

of the JUA warned and with the ·benefit of hindsight this Commission confirms, 
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the system continued out of balance and New Jersey• s auto insurance time bomb 

kept ticking away. 

The shortcomings· of New Jersey's pre-1989 No-Fault law, its threshold 

in particular and the price paid by policyholders for their continuation, have 

been debated for years. Perhaps more than any other factor, it was the inabili

ty of the Legislature to simultaneously and meaningfully deal with the overall 

costs of what the Commission's Report terms the "inordinately expensive dual 

(insurance) system" (Report at Pg. 32) by the enactment of meaningful No-Fault 

reform that caused Governor Byrne in February 1980 to reject an earlier version 

of the JUA (A-3455) • stating that "A piecemeal solution is not in the best 

interest of the people of this State." Governor Byrne's resolve to accept 

nothing less than a comprehensive solution contint!ed through the close of his 

second term as he refused to sign S-120, a forerunner of the present New Jersey 

Insurance Fraud Prevention Act (L.1983, c.320) and one of the bills in his own 

Administration's package of auto insurance reform legislation. Addressing the 

issue of overall system cost he said: 

"It has become too easy to sue a third party for damages 
due to pain and suffering. The heavy costs of litigation 
has been passed on to drivers. A person should not be free 
to commence such law suits unless he has suffered a serious 
injury. Those grappling with reform of the no fault law 
should not lose sight of the basic trade-off made when the 
no fault system was enacted. The no fault law affords 
unlimited medical benefits to injured parties and certain 
limited benefits for economic losses -- without regard to a 
driver's fault. These benefits are costly, but as a matter 
of public policy, it was decided, quite rightly, that 
payment of such essential reparations should not depend upon 
who was at fault. In order to keep the cost of insurance 
down while providing no fault benefits, however, the ability 
to sue for non-economic losses due to pain and suffering was 
limited. If such law suits are not restricted, coverage 
will simply be too costly to afford. 

For too long, the public has awaited solutions to these 
problems. I am hopeful that the new Legislatur-e and Gover
nor Kean will be able to reach agreement on the essential 
elements of reform." 
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The newly elected Kean Administration and a majority of legislators 

apparently viewed reform of New Jersey's residual market (Assigned Risk Plan) 

and insurance industry rating practices on one hand and of the No-Fault law on 

the other as issues which could be addressed separately. Priority was given to 

the former (A-1696 was signed on February 10, 1983) with changes· in the- No-Fault 

law accorded secondary consideration (New Jersey Automobile Insurance Freedom of 

Choice and Cost Containment Act of 1984, A-3981, P.L. 1983, c.362 approved 

October 4, 1983). Rather than enacting a uniformly applied and meaningful 

lawsuit threshold, the latter legislation mandated that a "Whitman's Sampler" of 

choices be given to policyholders (Report at Pgs. 30-33). These choices overly 

complicated New Jersey's auto insurance system for consumers, producers and 

insurers. Though widely touted, the options ultimately were not well accepted 

l,y Lhe drlvlng public (see ~xhibils Q and H). 

Recognizing that "the job still remained to be completed", Governor 

Kean continued to press for a mandatory verbal threshold. His January 10, 1989 

·Annual Message swmnarizes his efforts: 

"Practically from my first day in office I have tried to 
reform -- and reduce -- the cost of auto insurance. In 
1983, we gave drivers choices they had not had before in 
order to reduce the cost of their personal injury protection 
and their comprehensive and collision coverage. We also 
gave drivers a choice to maintain the low $200 threshold and 
pay higher premiums, or take a higher threshold for pain and 
suffering lawsuits and save money. 

In retrospect, this was destined to meet with only 
partial success because we still had no disincentive to sue 
and still had a system with a built-in encouragement to go 
to court. Nevertheless, it was the best legislation we 
could come up with at the time, and I signed it, reluc
tantly, arguing that the job still remained to be completed 

As I have said for the past seven years, we must have a 
verbal threshold. A mandatory verbal threshold is nothing 
more than an agreement by all drivers to sue only when they 
have suffered very serious injuries. New York, Michigan and 
Florida all enacted no-fault insurance, and all enacted a 
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verbal threshol:d. Last year New York's premiums were 14 
percent less expensive than ours, Michigan's were 20 percent 
less and Florida's 36 percent less. A reporter asked a 
Michigan official about their rates and she said, "Whenever 
we get complaints about how expensive insurance is or how 
tough it is for the companies to pay for high-risk drivers, 
we point out that it's nowhere near as expensive as New 
Jersey's. 

We still do not have a mandatory verbal threshold. I 
still deeply believe we need one. We will never be able to 
lower rates under no-fault until we get the verbal thresh
old." 

One can only speculate as to whether the No-Fault cost containment 

reforms and JUA funding changes finally enacted in the Sunm1er of 1988 because of 

consumer grass r.oots involvement (Report at Pgs. 84 and 86) would have come 

sooner had the Department of Insurance better warned the public as to the true 

nature and extent of the JUA's mounting deficit and taken action to adequately 

fund it. The Major i t.y appanrnll y accepts the Department's argument that had the 

Conunissioner started to fully fund the JUA on a statutory basis, RMECs and rates 

would have continued to increase (Report at Pg. 62 and Exhibit XX). But perhaps 

it is more likely such early action on the Department's part would have prompted 

the public to demand an improved No-Fault law and either a mid-course correction 

in the JUA, or movement to replace it altogether before future generations of 

motorists became burdened with $3.1 billion in bills from old claims. 

Apart from the costs attributable to New Jersey's rather unique demo

graphics (Report at Pg. 11) and the "dual system" (Report at Pg. 18), there were 

predictions before the JUA law. was enacted that the new mechanism would operate 

at a deficit largely for the reasons cited at Pages 38 and 54. Even at that 

early time, some insurance industry officials pointed out that a JUA does not 

provide servicing carriers with the same degree of incentive to be as efficient 

in operations and claim handling as insurers operating under the Assigned Risk 
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Plan (attached), but o·th'er features of the JUA apparently were viewed as more 

attractive than changing the Plan (see, for example, Report at Pg. 8). 

The Legislature recognized the potential of a shortfall in JUA income 

and took steps to assure that the mechanism would nevertheless remain finan

cially viable. Significantly, considerations appropriate for operating the JUA 

on an insurance company solvency basis -- not on a cash flow Social Security

type funding arrangement -- were incorporated into the law. Statutory language 

called for a Plan of Operation providing for "methods and standards for the 

establishment of adequate, actuarially sound reserves for unpaid losses, includ

ing provision for incurred but not reported losses" (A-1696, P.L. 1983, c.65, 

§18(a); §19(0)) and for JUA revenue filings to include "projected income, 

expenses, losses and reserve· requirem.ents •.. , _any adjustment in previously 

eslablished reserves for' unpaid losses and loss adjustment expenses necessary to 

make such reserves adequate and actuarially sound" (A-1696, P.L. 1983, c.65, 

§20b). 

The Majority of this Commission apparently accepts the justification 

given by the Department (Report at Pg. 82) for disregarding those statutory 

provisions and putting the JUA on a cash-flow basis; primarily, that the JUA was 

in its infancy and (1) all of its revenue sources had not matured and (2) it did 

not yet possess enough data from which to make credible forecasts of its finan-

cial position. But the legislation creating the JUA even anticipated and 

addressed the fact that characteristics of the new mechanism were such as to 

make absolute accuracy in its statistical projections impossible. Rather than 

mandating cash-flow operation, A-1696 (§20b) envisioned a procedure whereby if 

for any reason the JUA's actuarial projections (or the Commissioner's evaluation 

of those projections) proved to be wrong, a subsequent upward or downward 

adjustment would be made in any needed residual market equalization charge: 
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"At the end · of the first 12 months of the operation of 
the association and at least annually thereafter, the board 
shall also include in its filing with the commissioner a 
review of the previous year's experience, setting forth the 
income losJes, . and reserve requirements, including any 
adjustment in previously established reserves for unpaid 
losses and loss adjustment expenses necessary to make such 
reserves adequate and actuarially sound, and expenses of the 
association during the previous year. If a profit is found 
by the commissioner to have been realized, such amount shall 
reduce the residual market equalization charge levied on 
policyholders pursuant to subsection d. of this section. If 
a loss is found by the commissioner to have occurred, such 
amount shall increase the charge levied on policyholders 
pursuant to subsection d. of this section. The filing shall 
be accompanied by such statistics and other information as 
the Commissioner may deem necessary ... " 

Even in the face of this language, the Department did not, as it 

conceivably might have, argue that JUA actuaries were wrong (and consistently so 

over several RMEC filings - see Report a.t Pgs. 80-84 and Exhibit XX) by 257., 507. 

or as much as 757. and implement a smaller than requested RMEC with an appropri

ate adjustment to be made in a later year with the benefit of more mature 

experience. Instead, the Department in 1985 formally embarked upon a cash-flow 

method of operation for the JUA. Even more incredible was the fact that in a 

two sentence June 19, 1986 opinion, the Appellate Division of the New Jersey 

Superior Court upheld the Department's position upon being challenged by the JUA 

Board. One wonders whether the complexity of the issue resulted in the court's 

giving undue deference to the regulator or whether the JUA clearly failed to 

meet its heavy burden of proof under our law to demonstrate that the Commis

sioner's action was unreasonable, arbitrary or capricious. Although the Supreme 

Court was requested by the JUA to reconsider the Appellate Division's decision, 

it declined to do so. 

The stage was set and in the second quarter of 1986, the JUA started 

paying out more cash per month than it received (Report at Pg. 85). At the end 

of June of that year, a group of insurance company executives met with Governor 
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Kean to express their· grave concern that the JUA was the largest insolvent 

provider of auto insurance in the country and that it would cause a financial 

catastrophe in New Jersey in 1988 or 1989. The response was enactment of S-2790 
' ' 

in 1987 (Report at Pg. 84), but that effort proved insufficient. N·ot having 

been properly warned by the Insurance Department, unsuspecting consumers were 

naturally shocked to be hit with RMECs of up to $73.00 per car (full coverage) 

on January 21, 1988 and another $79.00 (full coverage) on August 1, 1988 in 

addition to already existing policy constants they paid to the JUA of up to 

$70.00 per car. Policyholders were therefore paying as much as $222 per car so 

that the JUA would not run out of cash. 

The $3.1 billion unfunded liability of the JUA (and a similar unfunded 

liability of the UCJF) now complicates making changes in the State's auto 

insurance system. Since 1972, New Jersey law has required all car owners to 

maintain liability insurance coverage in limits of at least $15, 000/$30, 000/

$5, 000. Apart; from premiums, auto insurance policyholders contribute signifi

cant amounts of money to the JUA through policy constants and RMECs and the 

combined burden is such that more and more persons probably have chosen to drive 

uninsured vehicles. From time to time, suggestions have been made that abandon

ment of the liability insurance requirement would eliminate a significant cost 

for drivers with little or no assets to protect as well as various subsidies 

imposed by the State on some purchasers of insurance in an effort to keep 

coverage affordable for others. Commentary and recommendations offered in 1986 

by the Senate Special Committee on Automobile Insurance Reform are pertinent: 

Critics of mandatory liability insurance note that 
inequities result when individuals are forced to buy liabil
ity coverage to protect assets which they do not even 
possess. Ironically, the persons who, because of the 
structure of the risk classification system, pay the most 
for liability insurance are those persons who often have the 
fewest assets to protect. An 18-year-old driver in Newark, 
for example, would pay the most for this coverage, yet would 
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most likely own little property which would require protec
tion from suit. 

For these reasons, and because of the great difficulty in 
enforcing the mandatory insurance laws, the Committee 
believes that the issue should be studied further by the 
Legislature and that consideration be given to eliminating 
the requirement (Senate Special Committee Report at page 
69). 

If the Legislature were to rethink the need for and repeal the compul

sory liability insurance law, it is likely that numbers of persons who presently 

purchase insurance through the JUA would no longer buy liability coverage and 

the JUA I s population would decline. If the JUA had been soundly funded, one 

would expect that there also would be a corresponding reduction in its losses 

and revenue needs, since it would be insuring fewer people and paying fewer 

claims. But the JUA needs today's premium, policy constant and RMEC ( and DMV 

surcharge) dollars to pay for yesterday's losses. If liability insurance were 

no longer required by law, how would the JUA debt be paid? Would the burden be 

spread over a smaller number of insured drivers, thereby increasing their 

relative costs] Would it be more appropriate to substitute some general source 

of funding for RMECs and policy constants such as increased Division of Motor 

Vehicle user fees (license, registration, inspection), a gas tax, or bonds? 

The prospect of repealing the compulsory liability insurance law 

likewise complicates funding of the Unsatisfied Claim and Judgment Fund's 

deficiency with respect to claims which have already occurred. The Majority 

apparently accepts the Insurance Department's evaluation that such deficiency is 

"at least $600 million" (Report at Pg. 23) while the UCJF Board of Directors 

projects that unfunded liability to be in the magnitude of $2 billion. 

Auto insurers presently pay an assessment to the Fund, determined 

annually by the Commissioner of Insurance (now 3.37. of liability and PIP premi

ums), which is passed along to policyholders. Even if the medical costs of 
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future car accidents were to be shifted from auto insurers to health insurers 

and a catastrophic injury fund created, the ultimate cost of the old claims 

would have to be paid. How and by whom? 

Incredibly, between the JUA and tlie UCJF, the total unfunded New 

Jersey auto. insurance debt now approximates $5 billion. and truly represents one 

of this State's most perplexing problems. A realistic strategy should be 

developed to begin to reduce that debt and a commitment made to avoid future 

cash-flow underwriting schemes. 

A final observation is in order with respect to the reasons JUA losses 

and auto insurance costs in- New Jersey are relatively high. As earlier noted, 

the Commission's Report (at Pg. 11) discusses the State's unusual demographic 

characteristics. Another important factor not explored by the Commission is the 

level of attention given by law enforcement to crimes which impact upon the cost 

of insurance, be they in the area of driving without required coverage or car 

theft. An investigative report published in the June 14, 1989 edition of The 

Star-Ledger under the headline "Lesser criminals now going free" (attached) 

contains the following thought provoking comments attributed to Hudson County 

Prosecutor Paul DePascale: 

"The level of enforcement is public policy, and that has 
us going after drug crimes," DePascale continued. 

Asked to what extent his office is involved in 
gating and prosecuting .other crimes, DePascale 
"Like what? Like auto thieves? 

investi
replied, 

"No one goes after auto thefts anymore. We don't have 
the resources. In that instance, insurance is a substitute 
for law enforcement. The police have more serious crimes to 
worry about," the outspoken prosecutor said, explaining 
further: 

"Maybe insurance rates have to go up to pay for auto 
thefts. Somebody has to pay, whether it's for police 
protection or insurance protection. 
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"We have a system that follows a· path of least resis
tance. When insurance can fill a void, such as in the area 
of auto thefts, we move on. That's the nature of law 
enforcement." 

DePascale pointed out that there are 2,000 law enforce
ment officers in Hudson County working three shifts to 
protect the safety of 650,000 residents. 

"In a sense, the situation is the same anywhere else in 
the state. The public has to know that we are doing all we 
can," he said. 

"We are designed as a law enforcement system to handle 
between 7 percent and 10 percent of the crime problem, and 
we're funded to handle only that, not 100 percent," 
DePascale emphasized. 

It thus appears that, intentionall.y or not, New Jersey's auto insurance costs 

· have come to reflect the priorities of the State's criminal justice system. 

2. Arguments about the relative number of industry representatives 

appointed to the JUA Board serve as distractions from the fact that since 

inception, the Commissioner has had full authority over that body. 

While I have no objection to composition of the JUA Board as modified 

by the 1988 law, too much has been made of the relative number of insurance 

company and insurance producer representatives on the prior JUA Board (Report at 

Pgs. 69-71). As a practical matter, Board actions of consequence were under

taken in accordance with provisions of the Plan of Operation. And provisions of 

that Plan always have been subject to the prior approval of the Commissioner 

(A-1696; L.1983, c.65, §18b). In fact, the Commissioner I s power went beyond 

approval or disapproval. He had the ultimate authority to promulgate his own 

provisions of the Plan over Board objection: 

d. The commissioner shall annually review the plan of 
operation and, not later than April 1, 1985 and not later 
than April 1 of each year thereafter, shall approve or amend 
the plan of operation; and any amendments to the plan 
adopted by the commissioner pursuant to the annual review 
shall be binding on the board as of the effective date of 
the amendments. The commissioner may review the plan of 
operation at any other time, and may propose amendments to 
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the board. If 'the board does not adopt amendments accept
able to the commissioner within 30 days, the commissioner 
may certify amendments and their effective date to the 
board. 

Funding the JUA on a cash-flow basis is one example of an amendment to the Plan 

of Operation promulgated by the Commissioner. 

The minutes of the JUA Board meetings will reflect the fact that the 

insurance industry representatives often differed amongst themselves on issues 

and did not vote as a block. The minutes also describe the active involvement 

of the Commissioner's representatives in the meetings -- meetings which as an 

additional safeguard were open to the public, the press, the Public Advocate and 

concerned members of the Legislature. 

A final word is in order with respect to the three public members who 

served on !:he prior Hoard. Their sponsors (Lhe Governor, Lhe Presidenl of lite 

Senate and the Speaker of the Assembly) could have selected individuals from 

virtually any walk of life -- from nationally recognized consumer representa-

tives to certified public accountants to professors of insurance. Those wl)o 

were chosen served the citizens well and with dedication. Their presence was 

welcome and one hopes that in the course of deliberations they conveyed back to 

their sponsors some independent sense of the gravity of New Jersey's auto 

insurance problems. 

3. The Majority recommends adoption of a "Good Driver Protection" pro

gram, but rather than just categories of "good" and "bad" there is a wide 

spectrum of driving risks and there should be a corresponding spectrum of rates. 

Over the past years, New Jersey essentially has had two markets, a 

voluntary market in which few companies wrote business and a residual market. 

That state of affairs may ultimately underlie the perception that there likewise 

are only two types of risks -- either "good" or "bad". 
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In other states, one finds active voluntary markets with ranges of 

rates which correlate to the relative degrees of risks presented by various 

drivers. The 1988 legislative reforms represent New Jersey's first steps in 

that direction. 

Rates for some drivers in New Jersey's JUA are gradually moving away 

· from the tie required by prior law to rates charged in the voluntary market. 

That movement opens up the prospect for the voluntary market to begin to serve 

those drivers whose risk characteristics would lie more in the middle of the 

spectrum. And one would expect that the rates which the Commissioner might 

approve for insurers to charge such risks presumably would be less than those 

used by the JUA (which would finally assume its intended role as insurer of last 

resort), but higher than rates charged for the best risks. As an alternative to 

reintroducing the notion that there are only "good" or "bad" drivers as might be 

defined by law·, the broad spectrum of voluntary markets and rates envisioned by 

the 1988 reforms should _be given an opportunity to come into being and work. 

Rather than trying to enact a law now which will attempt to forecast and impact 

upon market conditions in 1993, would it not be better for the Legislature to 

monitor developments and, as the final year of the JUA depopulation program 

approaches, consider what further action might be necessary? 

4. The Commission has not discussed what might be meant by the "more 

modern economic, financial, accounting and statistical theories, practices and 

methodologies" which it recommends should be injected into the insurance rating 

law. 

The Majority recommends that the insurance rating law be modified to 

mandate that the Insurance Commissioner consider more modern economic, f inan

cial, accounting and statistical theories, practices and methodologies in 

addition to standard actuarial techniques in evaluating rate petitions (Report 
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at Pg. 121). Unfortun.afely, no testimony was heard from persons which might 

have fleshed-out what actually is intended. 

Any industry and profession should be open to the discussion and 

evaluation of new ideas. My concern lies with the fact that the recommendation 

is so broad that it conceivably includes methodologies similar to those.employed 

by the Department to operate the JUA on a cash-flow basis rather than by making 

adequate provision for losses as they occurred. 

It also should be remembered that New Jersey has a strong Excess 

Profits Law which requires the return of funds beyond a specified amount to 

policyholders irrespective of what methodology is used in the in"itial rate 

application process and how inaccurate actuarial predictions in retrospect may 

have been. 

5. The collateral source rule should be reconsidered with respect to 

auto accidents. 

I concur with the essential thrust underlying the Majority's recommen

dation that the collateral source rule should be reconsidered with respect to 

auto accidents. There should be a thoughtful reexamination of and efforts to 

harmonize the concepts embodied in our law which address the application of the 

collateral source rule with respect to PIP benefits (N.J.S.A. 39:6A-6), the 

exclusionary rule in automobile bodily injury liability actions with respect to 

evidence of PIP benefits paid or collectible (N.J.S.A. 39:6A-12) and the rule 

generally prevailing in personal injury actions (other than auto) since 1987 

which requires disclosure by the plaintiff of duplicate benefits and the deduc

tion of those benefits from any award recovered (N.J.S.A. 2A:15-97). 

The issues are complex and, prior to the taking of legislative action, 

should be made the focus of deliberation more substantial than that given by 

this Commission. 
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6. Servicing ·carriers should reimburse the JUA for dollar losses 

occasioned by acts which violated the law, the Plan.of Operation or provisions 

of their contracts. 

The Conunission heard no testimony concerning allegations of wrongful 

conduct by servicing carriers. There was no commentary· from servicing carriers, 

auditors or the Department itself. Not even an explanation of the derivation 

and meaning of Exhibit 00 (which lists servicing carriers and speaks of "JUA 

Profit" in 1984-1987) was given. 

Nevertheless, I have little difficulty in concurring with the proposi

tion that servicing carriers should reimburse the JUA for any dollar losses 

occasioned by acts in violation of law, the JUA Plan of Operation or provisions 

of their servicing carrier contracts. Extensive audits recently have been 

concluded by Arthur Anderson & Company and Insurance Management Group. The 

servicing carriers apparently have yet to. complete their review and respond. 

Early indications are that the nature and extent of the servicing carriers' 

obligations ultimately will be decided by the courts where their practices as 

well as the auditors' conclusions will be subjected to scrutiny under principle~ 

of due process. 

The Report (at Pgs. 65-66) addresses the anticipated cost efficiency 

of the "new team" of servicing carriers which began operations in early 1989. 

At the time the Department made known its intentions to shift the vast majority 

of JUA policies to the new organizations over the short course of a year, 

concern was expressed that the action was "too much too soon" and that a more 

gradual phase-in period would prove better for JUA policyholders (attached). 

The Department nevertheless directed that the transfer take place as planned and 

indications now are that service has in fact deteriorated, as expected (at

tached). 
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One should question to what extent apparent efficiencies or savings in 

cost reflect real differences in service to consumers. Contrasted with recent 

published reports about the performance of new servicing carriers is the Commis

sion's comment (Report at Pg. 8) that the former (insurance company) servicing 

carriers "generally have provided good service to consumers, as indicated by 

market conduct investigations by the NJ Department of Insurance". 

7. A mandatory verbal threshold would help simplify New Jersey I s 

overly-complicated auto insurance system. 

Enactment of a mandatory verbal threshold probably will not produce 

significant additional dollar savings for the approximately 75% of New Jersey's 

auto policyholders now insured under the New York-style threshold. which became 

available January 1, 1989 (Report at Pg. 106). Adoption of a uniformly applied 

threshold will, however, help to simplify our overly-complicated insurance 

system for consumers. And there may well be expense savings which can be passed 

along to them if the· cumbersome procedures relating to threshold selection, 

recording, reporting and accounting (through the Automobile Insurance Risk 

Exchange) can be eliminated. 

A comment should be made concerning the potential Achilles' heel of 

our current verbal threshold. In recommending the New York-style threshold to 

the Legislature (Conditional Veto Message - S-2637 (3rd Reprint)), Governor Kean 

expressed his intentions as follows: 

This verbal threshold specifically sets forth those injuries 
which will be considered "serious". Lawsuits for non
economic 1nJuries, such as pain and suffering, will be 
allowed for these enumerated "serious injuries" only. It is 
my intention that the term "serious injury", as defined in 
this recommendation, shall be construed in a manner that is 
consistent with the New York Court of Appeals' decision in 
Licari v. Elliot, 57 N.Y. 2d 230 (1982). Whether a plain
tiff has sustained a "serious injury" must be decided by the 
court, and not the jury. Otherwise, the bill's essential 
purpose of closing the courthouse door to all lawsuits 
except those involving bona fide serious injuries will be 
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diluted and the bill's effectiveness will be greatly dimin
ished. In addition, strict construction of the verbal 
threshold is essential; any judicial relaxation of this 
plain language will impede the intent of maintaining the 
substantial benefits of no-fault at an affordable price. 

It bears remembering that under New Jersey's system of submitting auto 

accident injury claims of less than $15,000 to arbitration (N.J.S.A. 39:6A-24), 

decisions about an injury's severity will be made by attorneys -- not "the 

court". How tightly they will close the courthouse door to all except those 

with serious injuries will depend on the definition they give to threshold 

language which includes concepts as uncertain as: 

* "permanent conseQuential limitation of use of a body 
organ or member"; 

* "significant limitation of use of a body function or 
system"; 

* "medically determined injury or impairment of a non
permanent nature which prevents the injured person from 
performing substantially all of the material acts which 
constitute that person's usual and customary daily 
activities for not less than 90 days during the 180 days 
immediately following the occurrence of the injury or 
impairment". 

It is much too early to evaluate the effectiveness of our threshold. 

The phase-in of the new threshold choices only began January 1, 1989. To 

establish precedent, claims will have to work their way through arbitration, 

court trials and review by the Appellate Division and Supreme Court -- all of 

which can take years. At this point, it is appropriate to express concern that 

the Governor's intentions may be frustrated by a tendency on the part of our 

system to conduct "business as usual" and allow recovery for injuries less than 

"serious". 
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NEW MANUFACTURE RS 

NSURANCE COMPANY ' .. 

WEST TRENTON, NCW .JERSE:Y OOGC:0•0110 

Honorable Kenneth D. Herin 
Commissioner of Insurance 
State of New Jersey 
20 West State Street 
CNJ25 
•rrcnton, New Jersey 08625-0325 

Dear Convnissioner Mcrin: 

October 26, 1988 

., 

Illi: 1988 NJAlIUA Sc1:vicing Carrier llid l'roccss 

All4 ceec Ill 

003-1300 

'lour letter of October 25, 1988 aJdressed to Jack 'l'rope, Chairman of the 
Bo.ird of Directors of the New Jersey Automobile l"ull Insurance Underwriting 
Associ.ition (JUA), was received today and the enclosures 1·aviewed. 

The pui:puse of this letter is to document my decision to vote against Lhc 
execution of cont1·acts in the inc.licated pulley volumes wit.h the five companies 
you h.ivc .ipprovcd. 

New Jei:sey Manu.facturers Insui·ance Company has been a significant w1.·itcr 
of pi·ivatc pa.s:.cnuci· automobile insurance in New Jersey. Pi:ior to the advent of 
the JUA, by 1·cason o.l: our voluntary premium volwne, the Company was 1·equircu to 
wi:itc a cr.msidc1·.iblc nwnbui· of the residual mal."l<.ct automobile insul."ancu poli
cies. At the high point o! the proi;ra:n, the Compauy .serviced almost 100,000 
assluncd risk.clients. 

While we h..tvc not uccn a JUA su1·vicini; ca1.·ricr, ouL· continuing luvolvc
ment · with that Organization, as a llo.ird member and duties on several lloard 
Committees, has resulted in a conviction that the problems of JUA business arc 
not substantially different from those of the fo1·mcr assigned risk plan. The 
residu.il m.irket has uccn and will continue to uc moL·c difficult ,.md costly tc 
process th.in voluntary uusincss. 

An officer o.f this Company served on the Did Review Committee and was 
essentially in agreement with the rccommc:md.itions contained in its extensive 
report. One of the concerns of this Conunittcc, .ilso held 1,y this Company, is 
that the new entities seeking servicing carrie1· cont1·acts Jo not have the 
ability at the indicated hi1~h volume levels to deliver amJ maintain a proper 
degree of service to which JUA policyholdurs a1·e entitled (and have received). 
While the problems which· have confronted the JUA a1·e many and varied, pooL· 



.• . 
1;·,iv Jf.lU£Y MANUFACTUIU/1.l 

ll'UU~A1'1C£ COMl'A1'1Y 

'lonoraule Kenneth U. Murin -2- Octouer 26, l98U 

service has not. ucen one of 1.:he m.ijoL· issues. We al."c convincc<l that the five 
potential sc1·viclng cal"ricrs do not now h.ivc and will not l,e .il>le to uevulop in 
the tight transit.ion time frame the facilities, staff and expertise to handle 
the nwnucr of policies not.e<l in your letter without scdous dctc1·ioration in the 
quality of service which will !Jc providcu Lo JUA policyholders. 

It ls for the !01·cgoing reasons, I am unable to support Lhe rcconunenda
tions and must vote against the awarding of contracts on the basis outlined. 

dfl/raz 

Yours very truly, 

NI!.11 JERSEY l1ANU1"ACTURERS INSURANCE COMPANY 

•I 

Donald F. Lcypoldt 
Senior Vice President 



NATIONAL INSURANCE 
CONSUMER ORGANIZATfON 

Commissioner Kenneth Merin 
Department of Insurance 
State of New Jersey 
20 West State Street CN325 
Trenton, NJ 08625 

December 1, 1989. 

Re: Auto Insurance Study Commission 

Dear Commissioner Merin: 

This is my minority report for the captioned report. 

Fundamentally, our report is too little and too late. 
Events have gone way beyond what we tried to do. The election 
campaign, most of which followed our decisionmaking, changed the 
very nature of the debate. 

I disagree very strongly with the idea expressed in the letter 
to Governor Kean that the rollback of 20% is opposed by this 
Commission. We never voted on that and, to my knowledge, it was 
never discussed. Further, a federal court decision in Nevada 
ruled that the 15% rollback in that state was constitutional. 

On Page 1, you say we oppose abolishing the JUA, but in the 
cover memo, we didn't. I think the cover sheet best expressed my 
view. 

On Page 62, we should add a section on the audit reports of 
Arthur Andersen and Insurance Management Group which found such 
extensive inefficiencies, according to the Department's August 3, 
1989 press release, as: 

"Quantifiable overpaid claims, $428 million; 
Excess servicing carrier fees, $375 million; 
Retained installment fees, $50 million; 
Quantifiable premium errors, $21 million 
Use of high-cost subcontractors, $20 million; and 
Monetary errors, $14 million." 

It strikes me that not adding a summary of this information 
would be a grave disservice. 

121 N. Payne Street 
Alexandria, Virginia 22314 
(703) 549-8050 



Commissioner Kenneth Merin Page Two 

Regarding the recommendations: 

ll ~ I could be for t~is only when and if goo~ driver 
protection is adopted·so good drivers, as defined by the 
legislature, are -given the absolute right to get· insurance 
from the company of the good driver's choice. Good Driver 
Protection is the way to depopulate. 

#3 - To say that "there is no law requiring motorists to 
buy coverage for Comprehensive or Collision" is true, but 
what about the lender requirement? 

#11 - To favor more pricing freedom before competition is 
active through adoption of #15 - 19 is foolish, in my view. 

#13 - Based upon the audit findings mentioned above, which 
also showed gross inefficiency in the voluntary. market, I 
believe that efficiency standards should be adopted for 
ratemaking in New Jersey. 

#15 - I believe that the only way to assure useful 
information for a consumer is to computerize the information 
so a list of the least expensive insurers, specific to the 
consumer, could be run off. 

#16 - 19 - I am very pleased that we endorsed these 
powerfully pro~competitive steps. 

I am greatly opposed to limiting PIP benefits and making 
them optional (Page 132). The fair trade off for the verbal 
threshold we propose at recommendation #5 is rich benefits, not 
slashed benefits. 

I also oppose the introduction of the scavenger "non
standard" companies into the New Jersey market, unless good 
driver protection is adopted. 

I also think we should make clear to the public that the $3 
billion deficit in the JUA is a blessing, not a curse, in that it 
is money in their pocket that the industry would have had, had 
they had their way. 

Overall, I believe we have some good recommendations in this 
report but we were too slow in delivering them to be as useful as 
they might have been several months ago. 

YoJs .very truly, 

JRH/ljb 

)1-1~-
/.I Robert Hunter 

(../t~esident 



NATIONAL INSURANCE 
CONSUMER ORGANIV.TION 

.. _ •• •.,C 

Commissioner Kenneth Merin 
Department of Insurance 
State of New Jersey 
20 West State Street, CN325 
Trenton, NJ 08625 

December 1, 1989 

Re: Explanations of Recommendations 16 =. 19 

Dear Commissioner Merin: 

·In accordance with your request,.the following are 
explanations of recommendations 16 - 19. 

ill - The state anti-trust law is not applied to the 
business of insurance. We believe it should be because it 
will enhance competition. This would end the ability of 
insurance companies to agree on prices or to engage in other 
anti-competitive joint activities. Pro-competitive joint 
activities, such as historic data collection, would continue 
to pass muster under anti-trust law enforcement. 

#17 - The state law that prohibits group purchase of auto 
insurance drives up cost. Significant savings are possible 
if auto insurance could be sold to groups. For example, in 
group health insurance overhead costs are only about one
quarter as great as the similar costs for individually sold 
health insurance. 

#18 - Removal of laws prohibiting agents from offering 
discounts to potential customers is anti-competitive. 
Removal of similar rules for sale of refrigerators, stock 
brokers, etc. has saved consumers significant money and has 
led to discount stores and discount brokers, enhancing 
consumer choice. 

121 N. Payne Street 
Alexandria, Virginia 22314 
(703) 549-8050 



Commissioner Merin Page Two 

ll.i - .Banks are uniquely qualified to sell insurance: they 
are in the financial services sector, they are convenient 
for consumers and they have shown the capacity to offer very 
competitive insurance products (e.g., Savings Bank Life 
Insurance in Mass. and NY). There must be control of 
potential tie-in sales, however, so that such abuse (such as 
that which exists in credit life insurance) can be avoided. 

Vez truly yours, 

a R~nter 
President 
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DEPARTMENT OF LAW AND PUBLIC SAFETY 
DIVISION OF MOTOR VEHICLES 

Peter N. Perretti, Jr. 25 SOUTH MONTGOMERY STREET 

Attorney General TRENTON, NEW JERSEY 08666 

April 17, 1989 

The Honorable Kenneth D. Merin 
Commissioner 
Department of Insurance 
CN 325 
Trenton, New Jersey 08625 

GLENN R. PAULSEN 
DIRECTOR 

RE: Auto Insurance Study Commission Ballot 

Dear Co11DUissioner Merin: 

As an ex officio member of the Auto Insurance Study Commission, I view 
my role on the commission as limited to commenting on issues that directly 
relate to Motor Vehicle matters. 

In line with that, I still have ser~ous concerns regarding the 
collection of catastrophic fund revenue from driver license or auto 
registration fees. It is not a procedure that has shown much success in 
the past, nor is it feasible for Motor Vehicle Services to implement at 
this time. Please call if you would like to discuss this issue in greater 
detail. 

Sincerely, 

Glenn R. Paulsen 
Director 

New Jersey Is An Equal Opportunity Employer 



PETER N. PERRETTI, JR. 
ATTORNEY GENERAL 

e,tutr of Nrm aJrrsrn 

DEPARTMENT OF LAW AND PUBLIC SAFETY 
DIVISION OF MOTOR VEHICLES 

. 25 SOUTH MONTGOMERY STREET 
TRENTON, NEW JERSEY 08666 

June 15, 1989 · 

Kenneth Merin, Connnissioner 
Department of Insurance 
20 West State Street 
CN 325 
Trenton, New Jersey 08625 

RE: NJ Auto Insurance Commission Study Ballot 
(No-Fault Medical Coverage Issues) 

Dear Commissioner Merin: 

GLENN R. PAULSEN 
DIRECTOR 

If the Commission is to file a final report subsequent to the June 21, 
1989 meeting, I would request the following comments be included: 

Ballot Question #10 
Establish a Catastrophic Fund, with funds from gas tax, driver's license fee 
or auto registration fee. 

As Director of the Division of Motor Vehicle Services, I must express my 
serious concerns regarding the financing of such a fund through additional 
driver license or auto registration fees. 

In the reco11m1endation for the establishment of a catastrophic fund 
(Recommend #2 p83, May 11, 1988 Working Draft), it is pointed out that the 
UCJF operates on a cash-flow basis, but it would be more "industry-like" to 
operate on a statutory basis whereby reserves are set aside. Under a statutory 
system, the UCJF would be more than $1 billion in debt. However, there is no 
mention in the recommendation as to how that debt would be satisfied prior to 
the establishment of a new Catastrophic Fund. 

The collection of the additional fee would result in a substantial 
increase in MVS administrative costs in order to properly collect, monitor 
and transfer the funds, establish an adequate enforcement mechanism, and 
re-program the Division's computer. 

It is plausible that the cost of such an operation would outweigh the 
insurance premium savings to the consumer if UCJ funding were no longer 
derived from the insurance industry pooling formula. It is apparent that 
keeping the fund solvent would cause the price of NJ driver licenses or 
registrations to sky-rocket. 
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During the restructuring phase of Motor Vehicle Services. it was 
recommended that the New Jersey Merit Rating Plan surcharge program be moved 
from this Division, as we are not a collection agency. Adding catastrophic 
fund fees to motor vehicle registration or driver license fees would further 
inhibit this Division's ability to provide the services mandated by law and 
due the public. 

Sincerely, ., 

~_:?-ff 
.C Gl~{-PatI'I!ten 

Director - MVS 



ALFRED A. SLOCUM, PUBLIC ADVOCATE 
MINORITY REPORT TO THE AUTOMOBILE 
INSURANCE STUDY COMMISSION REPORT 

On July l, 1989 the State of New Jersey moved its automobile 

rate setting mechanism one step nearer to a file-and-use system. 

As of that date insurance companies are permitted to set their 

rates at three percentage points above certain consumer price 

indices without the prior approval of the Commissioner of 

Insurance or the intervention of the Public Advocate's Division 

of ·Rate counsel. On the basis of a significantly divided vote, 

the Automobile Insurance Study Commission recommends that 

insurance rates be allowed to increase in a streamlined, 

efficient manner. 1 

The vote was somewhat self serving since it simply asked for 

reaffirmation of a policy conceived by the industry in concert 

with the Department of Insurance (hereinafter called the 

l. The vote was significant in its division because only five of 
the Commission members recommended the CPI-plus 3 percent 
flex rating system as the means for accomplishing the 
recommendation's goals; two members would have implemented a 
"file and use" system, that is, no prior approval and no set 
rates (which does not provide for streamlined, efficient 
increases); one member abstained; and one member, the Public 
Advocate, voted for maintaining a "prior approval" rate 
filing system (which does not presuppose increases at all). 
See, Recommendation 11. · 



Department) which has already been implemented in law; 2 nothing 

short of reconsideration of this policy by the Legislature and 

the Governor, or its invalidation by the judiciary, will change 

that policy. Unfortunately, the parameters of inquiry engaged 

in by this Commission were much too limited to expect any 

significant change in policy by the Legislature or the Governor 

as a consequence of a review of the majority report. 

In large measure this report focuses almost exclusively on 

limitations to claims and benefits coverage as a means to provide 

for reductions in the costs of our insurance system; the hope 

being that such savings would be reflected in the rates charged 

insured motorists. Proposals to increase price competition and 

efficiency in our automobile insurance delivery system receive 

inadequate attention in the majority's report. 

The Department informs us that the typical adult with a clean 

driving record in an average territory will pay $890 under the 

"verbal threshold" option and $996 under the "no limitation tort" 

option for car insurance. 3 And, we are advised by the 

2. Sec. 5, P.L. 1988 c. 156, (November 14, 1988). 

3. Solving the Auto Insurance Crisis in New Jersey, David N. 
Grubb, Special Deputy Commissioner, N.J. Department of 
Insurance, April 10, 1989. Exhibit D. 
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Department that automobile insurance premiums can be expected to 

increase in the range of 75 percent over the next five years, 4 
, 

or $1,558 for the threshold option and $1,743 for the tort option 

by 1994. The typical automobile insurance premium as reported by 

the Department represents about five percent of the average 

personal income for the State after taxes. According to the New 

Jersey Department of Labor Data center, the State personal income 

in 1988 before taxes averaged $22,882. To keep pace with the 

increase in automobile rates expected by the Department, pe·rsonal 

income would have ~o reach an average of $38,294 by ~994. 

consequently, New Jersey's driving population can look forward to 

an even bigger insurance bite, reforms notwithstanding. 

The truth of the matter is that, for the grea~ majority of 

New Jersey's motorists, automobile insurance rates are already 

just too high for the coverage provided. Discussions about 

typical rates and average incomes do not convey the reality of 

single income families, the poor and those earning below average 

salaries, faced with the prospect of doing without more of the 

necessary staples -of life in order to meet the obligation to 

maintain automobile insurance; nor do these figures convey the 

4. Ib1d, at p. 1. 
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sense of injustice and indignation good drivers feel when faced 

with unreasonably high automobile insurance bills. 

Reforms which would manage increases in automobile insurance 

rates or even· contain them at current levels fail to speak to 

these injustices and skew the very purpose of State regulation in 

favor of insurance providers. The guid m ™ for the 

regulation of the insurance industry is the protection that the 

state provides that industry from the economic maladies that 

affect industries in the open market and which would undermine 

the financial viability of insurance companies, thereby hampering 

their ability to adequately meet the risks against which 

policyholders insure. The insurance industry should legitimately 

have protection from competition but ruu_ immunity from 

competition. This statement reflects the original purpose of 

the State's venture into insurance industry regulation; that of 

assuring the public that insurance companies were maintaining 

adequate reserves to meet their contractual promises to protect 

the insured from financial harm. The State has moved beyond this 

basic role to one which today attempts to ensure both the 

availability and affordability of automobile insurance as a 

matter of public necessity. It is argued in the majority report 

that the State's Joint Underwriters Association (JUA) 

successfully ensures the availability of automobile insurance. 

The costs, however, are menacingly high--both in terms of 
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individual premiums and the multi-billion dollar deficit amassed 

by the Association--thwarting the goal of general affordability. 

The necessity of affordable automobile insurance is of 

socie~al importance as well. The consumer becomes less 

venturesome, more conservative in outlook without the ability to 

e~onomically and safely spread the risks of activities. The 

State's economy suffers whenever its citizens hesitate to accept 

reasonable risks because of concerns for the costs of such 

activity. 

This Commission fails to address the real problems which face 

our State's automobile insurance system, in particular, the large 

unfunded deficit of the JUA and the State's inability or 

unwillingness to control automobile insurance costs through its 

existing regulatory mechanism. 

The Commission's recommendation on the JUA's unfunded deficit 

is for the State not to rush to pay the statutory (as opposed t'o 

cash flow) deficit, but to float the debt while the Association 

continues to operate on a "cash-flow" basis. 5 While the 

Department of the Public Advocate agrees in principle that the 

5. See, Recommendation #4. 
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State should not rush to pay off this deficit, the recommendation 

ignores several critical questions.about costs raised by this 

proposal, 6 including but not limited to who should bear the cost 

of debt service, and who was the beneficiary of debt 

accumulation. Data review is required. 

Much has also been made of the delay inherent in our system 

of rate setting and the involvement of the Public Advocate's 

Division of Rate Counsel. Along with increasing accident rates 

and repair costs, delays in the approval of rate increases has 

been offered as a reason for high automobile insurance premiums 

in New Jersey. Closer to the truth is the reality that the lack 

of information justifying rate request increases on the part of 

providers causes much, if not most of the delay in the rate 

approval process. 

Often, the petitioner's responses to discovery requests are 

much like their contentious responses to initial requests for 

payment of major claims. Invariably, requests for payment by the 

Rate Counsel are answered with a single negative response, "No," 

resulting in years of litigation before the claim is satisfied. 

6. See, Infra., p. 19. 
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The insurer's refusal to swiftly cooperate in the rate making 

system is the source of much of the industry's claimed delay. 

This same lack of information abo~t the co~ts associated with 

automobile insurance underwriting prevents our current system 

from becoming an effective deterrent to excess profit-making. 

The insurance industry, in general, has not been forthcoming with 

verifiable data corroborating its claim of widespread losses in 

automobile underwriting operations in New Jersey. 

Notwithstanding these claims, the A.M. Best Company's Insurance 

Stock Index for July 24, 1989 lists an 11.7 profit/earnings 

ratio7 for the publicly held property/casualty sector, a rate 

above av•rage for established companies. Yet the industry claims 

it is over regulated in New Jersey resulting in limited or no 

profits. 

Indeed, an indicator which insurance industry representatives 

use as evidence of the unfavorable economic conditions in New 

Jersey is the number of private passenger automobile insurance 

companies leaving the state due to alleged over-regulation. 

However, while there has been an increase of 82 automobile 

7. This ratio reflects the value the marketplace puts on a 
company's earnings and the prospect of future earnings; John 
Downes, Jordon E. Goodman, Barron's Finance and Investment 
Handbook, Second Edition at 113. 
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insurance underwriters nationally from 1982 to 1987, 26 states 

and the District of Columbia experienced declines in 

underwriters; New Jersey went from 229 to 213 automobile 

insurance underwriters (16 fewer than 1982) but Alabama, Idaho 

and South Carolina, as well, have 18, 22 and 25 fewer 

underwriters respectively and two "true" no fault states, New 

York and Michigan, have 20 and 37 fewer underwriters 

respectively. 8 

The industry's inability to dispel the consumer belief of 

excess profiteering was reflected in the passage of California's 

Proposition 103 calling for a twenty percent rollback of 

automobile premiums. Legislation calling for a State 

constitutional amendment to permit the voters to decide the 

desirability of a rollback of automobile insurance rates passed 

in the New Jersey Assembly this session. 9 Bills calling for the 

rollback of rates have been considered in recent months by the 

legislatures of Arizona, Illinois, Ohio, Indiana, Nevada and 

a. See, Best's Insurance Management Reports, A.M. Best Company 
Release #2, p. 3, January 9, 1989. 

9. ACR-140 and ACR-142 were approved by votes of 70-6 and 75-2 
respectively on July 10, 1989. 
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Michigan. 10 Other automobile insurance reform legislation has 

been considered in Texas, Pennsylvania (where about 100 bills on 

the subject have been introduced), Ohio and Michigan. 11 In South 

Carolina the Insurance commission and Chief Insurance 

Commissioner called for a six month freeze on rates to permit 

their legislature to consider automobile insurance legislation. 12 

In concluding the public hearing of June 26 on ACR-140 and 

142, New Jersey's Assembly Insurance Committee Chairman, Gerald 

Zecker, expressed his disappointment with the lack of cooperation 

his Committee had received from New Jersey's insuranc~ 

industry. 13 Assemblyman Zecker, a former insurance claims agent, 

chided the industry for failing to work with the Committee to 

improve the State's insurance delivery system. The adversarial 

posture taken by the industry during that committee's 

deliberations is consistent with behavior experienced during rate 

setting proceedings. The failure of the industry to recognize 

the necessity of maintaining cooperative relationships with 

10. See, Best's Insurance Management Reports, A.M. Best Company, 
Release #4, 17, 19 23 & 29 (1989). 

11. 1!2..!g., Release #2, 16, 17, & 23 (1989). 

12. Ibid., Release #3, Jan. 16, 1989. 

13. The star Ledger, July 17, 1989. 
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regulators and policymakers, and of fostering an open exchange of 

information, undermines the public's confidence in the rate 

settfng process. -Proposals such as the rollback initiatives 

mentioned earlier are testimony to the rate setting system's 

failure to adequately incorporate the public's price concerns 

into the process and represent attempts by motorists to regain a 

more equal footing with insurance providers. 

A videotape presentation, prepared by the American Insurance 

Association, the Insurance Information Institute and the 

Insurance Services Office in Washington, o.c. and viewed at their 

annual meetings, made three ve~y important points: First, the 

industry must be more attentive to public issues. Second, the 

industry must realize that the public holds it responsible. And 

third, the industry must build a base of good will. 14 New 

Jersey's automobile insurance underwriters would be wise to heed 

that message. 

The Department of the Public Advocate does not endorse the 

use of rollbacks as a substitute for the careful crafting of 

automobile insurance rates which are adequate and fair for 

providers and consumers alike. Other reforms, such as the 

14. See, Best's Insurance Management Reports, Release #1, A.M. 
Best Company, January 3, 1989. 
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reassessment of insurance industry accounting and financial 

procedures and the stre~gthening of New Jersey's Excess Profits 

Law, to provide within a confidential process more and better 

claims and expense data to the Departments of Insurance and the 

Public Advocate, would in the long run do more to lower and 

maintain rates at reasonable levels, than would one-time 

rollbacks. However, without a marked change in the adversarial 

posture toward full disclosure taken by the automobile insurance 

industry against regulators, policymakers and ratepayers, 

rollbacks may become the only mechanism by which the public's 

price concerns are adequately addressed. 

Tha body of this minority report addresses specific concerns 

regarding the recommendations proposed by the majority. Perhaps 

the most notable feature of the majority's report is the number 

of ·important automobile insurance issues not discussed in it. 

The repayment of the JUA deficit has been mentioned as one of the 

issues which receives insufficient study by the commission. 

Other JUA issues which would benefit from further examination 

include: how Insurance Department guidelines on cancellations and 

non-renewals of automobile insurance policies failed to prevent 

the shifting of drivers of good or moderate risks from the 

private sector markets to the JUA and what impact proposals to 

abolish the JUA will have on the availability of insurance. A 

number of issues related to price and competitiveness have been 
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ignored in the majority report, these include; the relationship 

between the federal antitrust exemption of the insurance industry 

under the McCarran-Ferguson Act and state insurance regulations 

and anti-trust laws, insurance industry accounting and financial 

procedures and their inconsistency with generally accepted 

accounting principles, the relationship of the business cycle to 

investment income and statutory reserves, an analysis of the 

costs of the tort liability system, the expected impact of the 

multi-tier rating system in the voluntary market to become 

effective November 14, 1989, and, finally, an in-depth 

examination of current p~oposals to rollback prices and implement 

a Michigan-type automobile insurance system in New Jersey. 

Proposals which had originally been favorably considered by 

the Commission but which do not appear in the final report, 

include: requiring standard formats in rate setting filings and 

good driv~r protection: Delay in the rate setting process was 

discussed above; standard rate filing formats would shorten some 

of the delay and give regulators a base of information from which 

to review rate change requests. Good driver protection, more 

than any other proposal, has the potential to guarantee that 

low-risk motorists will not be denied coverage merely for 

actuarial purposes, while at the same time preventing such 

motorists from becoming JUA charges. The Commission has chosen 

to propose "bad driver" definitions and restrictions instead. 

-12-



These two concepts will be distinguished in the body of this 

minority report. 

In general, the concepts which this commission did not 

explore, either consciously or by inadvertent omission, will 

require consideration in the near future if the State is to 

benefit from a complete and balanced treatment of the automobile 

insurance system in efforts to develop a rate setting mechanism 

which is just to all parties concerned. 

THE RECOMMENDATIONS 

The majority report contains recommendations which require 

careful study if they are to be useful in resolving the auto 

insurance crisis. Indeed, most of the positions taken by the 

Public Advocate·are valueless without an explanation of the· 

analysis employed to reach the decision. Each recommendation is 

discussed below. 

Adequate JUA Rates 

It is agreed that adequate rates tied to the JUA's own 

experience are necessary to maintain the solvency of the 

Association. It is not agreed, however,. that inadequate rates 

constitute the primary or major cause of the JUA financial 
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crisis. Such a conclusion cannot be reached until an extensive 

actuarial investigation into the deficit has been undertaken and 

completed. 

In 1988, a detailed analysis of a request that would have 

placed an additional $97 surcharge on every insured car in the 

State was prepared for the Public Advocate•s Division of Rate 

Counsel. The report contended that the JUA could save money and 

reduce its deficit by changing the way it handles claim payments 

and payments of various fees and by more prudent investment. 

Prepared by a nationally known insurance expert, the report 

contended that the JUA had exaggerated its financial problems and 

pointed out the need for better financial management. The 

Division claimed the request had not factored in revenues 

generated_by a $66 surcharge that was approved in early 1988 or 

the related 13.l percent increase approved for the Insurance 

Services Office. Nevertheless, an emergency RMEC in the amount 

of $79 was approved by the Department. 

on August 4, 1989 Insurance commissioner Kenneth Merin 

announced that an audit of 15 JUA service carriers conducted by 

Arthur Anderson & Company and the Insurance Management Group of 

Stanford, Conn. found that the companies charged excessive fees, 
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made errors and approved overpayments totaling more than nine 

hundred million dollars. 15 

These findings cast significant doubt on the statement that 

inadequate rates were the primary or major cause of the JUA's 

deficit. 

The text which accompanies this recommendation suggests that 

to establish the possible need for higher rates for bad drivers 

an eight year history of a motorist's driving record should be 

examined. The Public Advocate strongly disagrees. If 

implemented, the impact of such a recommendation on the driving 

public would be twofold; first, to determine your driving status, 

insurance companies would be permitted to examine driving records 

eight {8) years into the past, second, once determined to be a 

bad driver that classification and the accompanying higher rates 

would remain in effect for eight (8) years. The statute of 

limitation on most crimes permits the state to go back only seven 

(7) years. The subject matter of this recommendation is civil, 

versus criminal, in nature, and requires the imposition of a 

lesser standard of review. While three {3) years may prove too 

15. 11Merin acts for JUA restitution," The star Ledger, 
August 4, 1989 p. 1, 13. 
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short, eight (8) years is certainly too long a period to consign 

a driver to higher insurance rates. 

The recommendation also calls for a legislative description 

of a "bad driver" based on Michigan law. However, the 

recommendation fails to point out that Michigan, in addition to a 

definition of "bad driver," has protection from arbitrary 

cancellation or nonrenewal of automobile policies for good 

drivers. Of the approximate two (2) million motorists now in the 

JUA only eoo,ooo are higher risk drivers, however, some 1.2 

million cannot be classified as high risk drivers. 16 The 

majority's recommendation attacks the problem of who should be 

placed in a residual market from the wrong end. Several states 

(Massachusetts, Michigan, Hawaii, New Hampshire and North and 

South Carolina) have implemented rules which require that 

insurance companies take, in the voluntary market at their normal 

rates, any applicant qualifying as a "good driver" under 

legislatively established criteria based on the individual's 

driving record. This would leave the JUA as a residual market 

only for objectively established "bad" drivers. 

16. See, N.J. Dept. of Insurance News Release at page 2 of 
Exhibit II infra. 
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such an applied criteria would allow JUA rates to make 

feasible the goal of rate equity while significantly depopulating 

the JUA. 

"Good driver protection" makes an affirmative statement as to 

the responsibility of automobile insurance underwriters towards 

good drivers. Such protection is necessary if New Jersey is to 

keep drivers from being unjustly placed in a residual market by 

insurers and as a check on the growth of the residual market 

population. 

Depopulate the JUA and Adopt Michigan's Essential 

Insurance Act 

The recommendation to depopulate the JUA is already law17 and 

as a consequence this recommendation proposes only that 

Michigan's Essential Insurance Act be adopted in New Jersey. The 

Michigan Act has been credited with maintaining lower rates in 

that state. However, the wholesale adaptation of laws foreign to 

New Jersey requires careful analysis of the operating 

environments of the insurance industry in both states. 

17. See, Sec. 26, P.L. 1988 c. 119 (C.17:JOE-14), Sept. 8, 1988. 
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In Michigan, for example, a 1986 State Supreme court decision 

has expanded the circumstances for which an accident victim may 

sue for pain and suffering; legislation has been introduced to 

remedy this situation. 18 The study Commission addresses 

independently the issue of the verbal threshold for tort 

liability while at the same time recommends the addition of 

Michigan's Essential Insurance Act wholesale. An analysis of 

each aspect of the Michigan Insurance Act never took place and is 

therefore absent from the majority's report. The Public 

Advocate, therefore, rejects the recommendation, as laudable as 

Michigan's statute might be. An analysis of the JUA depopulation 

issue is inappropriate here. 

stop JUA comprehensive and Collision coverage 

The late inclusion of this recommendation occurred with much 

too little discussion among Commission members and the Public 

Advocate finds it highly disturbing. The definition of a "high 

priced" automobile is no longer limited to luxury models; it 

includes those automobiles owned and operated by the average 

citizen albeit as a major expense. The cost of replacement parts 

and repairs are costly for all drivers, good or bad, whether you 

18. See. Best Insurance Management Reports, Release #17, A.M. 
Best Company, April 24, 1989 at p. 3. 
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are in an at-fault collision or are the victim of nature's whim. 

This proposal then is particularly unfair when you consider that 

it would- leave som~ one (1) million good drivers in the JUA 

without comprehensive or collision'coverage. Whiie adequate 

restraints may be needed to keep high-priced sports cars and 

other luxurious vehicles from being over-represented in the JUA, 

the remedy proposed here is far more costly, from a societal 

perspective, than the problem which it is intended to resolve. 

The "good driver protection" discussed earlier is a better 

proposal, as it would limit the ability of insurance companies to 

shift the owners of such vehicles into the residual market on the 

basis of their actuarial risks alone. 

The state Should Not Pay JUA Deficit But 
Float Its Debt 

This recommendation raises two important issues which 

could have been better analyzed as two questions. With the two 

points linked in a fashion which required one vote, the 

Department ot the Public Advocate could only vote no. 

There is no discussion in the majority's report concerning 

who will pay the interest needed to "float" the debt, how such a 

policy might affect JUA rates or what impact this proposal will 
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have on a decreasing JUA population. Additionally, no rationale 

is forthcoming as to why this recommendation should be 

implemented while several investigations into the deficit are 

still ongoing and before responsibility for the deficit's 

creation has been established. The Public Advocate does not 

agree that the argument that insurance companies should pay the 

JUA's deficit is too simplistic, if that is where the fault, 

partial or whole, lies. In a truly free and competitive business 

environment, where the consumer is presented with real choices 

among service providers, insurance companies would be prevented 

from passing on to consumers the cost of a financial assessment 

for th~ JUA deficit and they would be required to pay the 

assessment out of profits. In such an environment an assessment 

of this type would bring about two important consequences; first, 

insurance companies which contributed the most to the creation of 

the deficit would be required to absorb more of the cost from 

their profits;, second, companies which had complied with the 

spirit of the law, protected the voluntary market and did not 

engage in wholesale dumping into the JUA, would gain some 

competitive position in the industry. 

Of the 44 jurisdictions in this county which have a residual 

market mechanism, only New Jersey fails to assess the insurance 

providers operating in the State for losses in that market. It 

is all too clear that industry assessments for losses can operate 
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as a deterrent against the industry's undermining of the purpose 

of residual markets and, in fact, may serve as an incentive to 

control costs in such ~arkets as well. 

Finally, if State policymakers ultimately deemed it desirable 

to float the JUA deficit rather than seek to fully fund it, 

automobile insurance providers, not the State, should be required 

to finance the cash debt at low or no interest, based on some 

equitable formula. In the alternative, the funds to be collected 

as repaym$nt of some $900 million in mistaken and overpaid claims 

paid out by JUA service carriers should be used to establish this 

loan fund, thereby eliminating the need for further RMEC's. 

It must be understood, that while the State created the JUA, 

it was managed and operated by the insurance industry. The 

industry ought not be allowed to escape responsibility for the 

JUA deficit. 

Mandatory verbal Threshold 

We do not support a mandatory verbal threshold unless it is 

accompanied by an immediate guaranteed rate reduction at a level 

of savings commensurate with the level of intrusion on consumer's 

traditionally protected rights. A mandatory verbal threshold is 

untenable in a free market society. An optional verbal threshold 
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with a schedule of pain and suffering awards, as is utilized in 

the workmen's compensation system, is preferable. This would add 

a measure of certainty to loss calculation for insurance 

companies while preserving choice for.the consumer, and reducing 

litigation costs. 

The Public Advocate has endorsed choice between no-fault 

coverage and tort coverage as exist under current New Jersey law. 

This position is supported by the Alliance of American Insurers. 

This 170-member trade association has dropped its previously 

stated position in favor of pure no-fault and has adopted a 

policy supporting the consumer's right to choose between no-fault 

coverage and coverage permitting the filing of tort claims. 19 

Indeed as the record reflects, Commissioner Merin of the 

Department represents to the Commission members that some 85% of 

all policies written this calendar year opted for the verbal 

threshold. The onerous results of a no-fault system with the 

right to sue for pain and suffering have already been avoided, 

what is to be gained by tampering with traditional· notions of 

tort liability? 

19. See, Bests Insurance Management Reports, Release #14, A.M. 
Best company, May 1, 1989 at p. 1. 
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catastrophic Injury fund 

A gas tax as a means of financing the fund is preferable. 

Motorists with greater road exposure would pay a higher share 

into the fund consistent with their higher potential exposure to 

risks. There is much less correlation between driver's licenses 

or automobile registration fees and potential risks. 

The Public Advocate does not support a catastrophic injury 

fund which would cover costs below $75,000, the ~xisting level of 

the Unsatisfied Claims and Judgment Fund, as discussed in the 

recommendation's supporting text. 

It is unclear what is meant by "allowing for annual 

adjustments in the program" in the last paragraph of this 

recommendation's supporting text. The Public Advocate would 

support increases in the $75,000 threshold in accordance with any 

adjustment in the national or regional consumer price index for 

medical services. Any other interpretation would require a 

clearer explanation of this part of the recommendation. 
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JUA Data 

This recommendation is already required by existing law. 20 

JUA data, if properly analyzed, will establish the true costs 

associated with the operation of a residual market and will 

justify the use of adequate rates. This actual data may also be 

used to evaluate the costs and claims experience information 

offered by voluntary market insurance providers as justification 

for rate increases. 

The supporting text of this recommendation states that 

without a uniform data tracking system it became difficult for 

the JUA to evaluate the expenses, settlement practices and 

underwriting practices of its service carriers. The failure of 

some service carrie~s to credit the JUA with income earned on 

JUA-designated reserves is cited as an example of the need for 

uniform data tracking. 

We strongly disagree with the premise that uniform procedures 

were necessary to correct this abuse of the public's trust. Any 

procedure that was operational should have sufficed. 

20. See, Sec. 23, P.L. 1988 c. 119, effective September 8, 1988 
and Sec. 3 P.L. 1988 C. 156, effective November 14, 1988. 
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It is unquestionable that income not derived as a direct 

result of a company's economic activity, versus its custQdial 

responsibilities under a service contract, is not income produced 

by such company and must therefore be returned. Under service 

carrier agreements, the administrative costs associated with 

handling JUA business were handsomely compensated. Confusion 

about procedures does not justify the taking of these funds. The 

JUA should be reimbursed these funds with interest and penalties, 

if applicable. 

JUA Board 

Again, this recommendation is already law21 and while the 

majority vote confirms its necessity, there is no need to restate 

this issue in this report or consume any of the Commission's time 

on it. 

21. See, Sec. 17 P.L. 1988 c. 119, effective September a, 1988. 
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Refund ot Service carrier overpayments 

Refunds of overpayments to JUA service carriers should be 

made with interest at the prevailing prime rate for the period 

during which the payments were wrongfully held. Punitive damages 

should be charged against service carriers who willfully 

overcharged the JUA, as stated in the committee statement 

accompanying the automobile insurance reform bill approved 

November 14, 1988. 22 

Insurance Rate Increases 

Once more, this recommendation already exists in law, 23 

however, the issues presented here are of such magnitude as to 

justify resonance. 

The Public Advocate has opposed automatic rate increases 

based on the CPI-plus 3 percent flex rating system because of the 

compounding effect these rates can have within a relatively short 

number of years. current ~nflation rates of four to five percent 

22. See, Senate Labor Industry and Professions Committee 
Statement, Assembly No. 3702, P.L. 1988 c. 156 at N,J.S.A, 
17E-J0-13 as amended, November 14, 1988. 

23. See, Sec. 5 P.L. 1988 c. 156, effective November 14, 1988. 
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will bring about automatic rate increases of from seven to eight 

percent annually. Over a five year period CPI increases of four 

percent annually can ·compound to 21.6 percent, however, if 3 

percent is added annually to the CPI, the increase in rates will 

be 40.25 percent over the same five year period. The potential 

such increases have for becoming a catalyst to spiraling 

inflation in insurance and related industries must also be 

considered. 

The flex-rating system is non-competitive and an.admission 

that the insurance industry on its own initiative cannot maintain 

profits while holding down costs, as is required of every other 

industry in our free market _system. 

The flex-rating law presumes rate inadequacy. This may prove 

an onerous presumption for policyholders, placing the notion of 

free market competition on its head. The burden of proof in a 

regulated industry should lie with those seeking rate 

adjustments, for they are the repository of such data, not the 

public or their representatives. 

Strong objection is taken to the language of this 

recommendation's supporting text which describes the Department 

of the Public Advocate•s insistence on more data to support rate 

increase requests as nitpicking. Without such data it is the 
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duty of any state agency charged with the responsibility of 

protecting the public's interest to insist upon full disclosure 

and to use every mechanism at its disposal to protect the public. 

During 1988, the Division of Rate Counsel was successful at 

negotiating lower automobile rate increases. ISO, representing 

200 insurers in the State, requested a 17 percent increase. The 

Division recommended only a 5.5 percent increase after extensive 

work on the case: the Department of Insurance awarded ISO a 13.1 

percent rate hike. Several other rate requests were negotiated 

downward. The increase for the Automobile Insurance Plans 

service Office (AIPSO) was pared from 26.7 percent to 12.5 

percent. A 30.l percent increase sought by Colonial Penn· was 

reduced to 25.6 percent. Prudential agreed to an 8 percent boost 

after seeking 12 percent while Liberty Mutual,· which asked for a 

10.4 percent increase, was granted no increase, consistent with 

the recommendation of the Division. Allstate Insurance, which 

sought a 13.5 percent increase, settled for a.a percent. 

The flex-rating system signed into law last November 

eliminates the role of the Public Advocate's Division of Rate 

counsel as intervener in rate filings on behalf of the public 

interest. The impact of this legislation is yet to be assessed; 

however, it is highly unlikely that the absence of Rate Counsel 
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intervention in rate filing proceedings will result in lower 

rates or a diminution in the rate of premium increases. 

Further; the penumbra created by this decision to remove the 

Rate Counsel from its established role of protecting the public 

interest in rate filings, leaves one with the impression that a 

wealth of information clogged the rate filing process resulting 

in long delays in requests for rate increases. In fact, the lack 

of information adequate enough to support rate requests, and its 

pursuit, caused much of the delay. 

Disallow Expenses Based on National Averages 

Paragraphs 3 and 6 of the majority report distort the meaning 

of the recommendation and, in effect, disclaim the change being 

proposed. 

The point of the recommendation should be that expenses based 

on figures derived from national averages should not be 

substituted for actual or allocated expenses when those expenses 

do not vary with the volume of premiums underwritten. It does 

not argue that expenses which are larger than average should not 

be reimbursed at actual costs if costs are properly accounted 

for. As stated in the supporting text of the majority report, 

there is no reason for charging postage at a rate 1.3 times 
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higher because New Jersey's average premium was l.3 times that of· 

the "average" state. In short, it does not stand to reason that 

because the average premium is higher that the rate of all 

associated expenses are higher as well. More detailed expense 

data does not address this particular problem. Consequently, 

paragraphs 3 and 6 are inappropriately placed in the supporting 

text of this recommendation. 

Recommendations to Increase competition 

As.stated earlier, proposals to increase competition within 

the automobile insurance industry have not bean given due 

consideration by the Commission. Below are discussed four 

specific proposals which are supported by the Public Advocate. 

Repeal anti-trust exemption 

In 1943, the United States Supreme Court held that insurance 

industry activities conducted across state lines were not beyond 

the regulatory power of Congress as expressed in the Sherman 

Anti-trust Act. 24 This decision clarified earlier Court dictum 

which had stated that the issuing of insurance policies was not 

24. United states v. south-Eastern Underwriters Association. 322 
~ 533 (1943). 
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interstate commerce. 25 Fearful that they could no longer 

regulate or ta~ the business 9f insurance within their 

boundaries, the states lobbied Congress for a legislative remedy. 

In 1945, Congress passed the McCarran-Ferguson Act which proyided 

that "the business of insurance ... shall be subject to the laws 

of the several states which relate to the regulation or taxation 

of such business. 1126 The Act also provides a limited exemption 

from federal anti-trust law, in that the Sherman, Clayton and 

Federal Trade Commission Acts were made applicable to the extent 

such business of insurance is not regulated by state law. 27 

The insurance industry of 1989 is vastly more complex and 

national in scope than even that which existed in 1945. The 

Mccarran-Ferguson Act maintained a major role for state 

government regulation in a predominately interstate insurance 

market. The Act preserves this state role at the expense of the 

additional protection which could be provided consumers under 

federal anti-trust laws. The Federal government and the states 

have become very sophisticated in the regulation of many areas of 

joint concern where they share jurisdictional interest; 

2s. Paul v, Virginia,s Wall, 168, 183 (1869). 

26. 15 u.s.c. Sec. 1012. 

27. Ibid. 
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regulation of the insurance industry no longer needs to be the 

exception. The benefits derived from the existing arrangement, 

which reverses federal notions of pre-emption and acquiesces to 

state laws, no longer justifies the. economic burden it has 

imposed on ratepayers. 

Repeal anti-group laws 

Consumers of group medical services have benefited greatly 

from their ability to have contracts purchased in bulk on their 

behalf by employers. Group bulk purchasing has the potential for 

maintaining low costs by requiring underwriters to compete for 

group contracts while it provides for better service to 

customers. Additionally, properly composed groups may have the 

effect of more evenly spreading risks among automobile insurance 

underwriters. 

Repeal anti-rebate laws 

Rebates would lower the cost of an insured's premium by 

permitting insurance brokers and agents to discount policies they 

issue. This recommendation would introduce competition at the 

retail level of the insurance industry. 
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In 1986, the Florida supreme court declared the State's 

anti-rebating law unconstitutional and the Florida Department of 

Insurance has issued a favorable ruling on its first proposal to 

rebate an agent's commission. 28 Michigan's anti-rebate laws are 

also facing a constitutional challenge. 29 New Jersey's 

anti-rebate laws are antithetical to a free-market society and 

should be repealed. 

Allow banks to sell insurance 

States which have allowed banks to enter the life insurance 

underwriting business have benefited from the greater efficiency 

of these institutions and the lower premium costs which have 

resulted as a consequence to their entrance into the market. 

Legal challenges to a similar provision in California's 

Proposition 103 have failed. A Superior court judge in 

Sacramento found no showing of irreparable harm to insurance 

a~ents and brokers that would lead him to issue a temporary 

restraining order against the issuance of insurance licenses to 

28. ~, Best's Insurance Management Reports, Release #7, A.M. 
Best Company, February 13, 1989 at p. 1. 

29. Ibid, 
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provision permitting the issuance of insurance licenses to 

banks. 31 

31. calfarm Insurance company v, oeukmejian, 258 cal, Rptr, 161, 
184, 771 P.2d 1247, 1270 (May 4, 1989). 
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JACK F. TROPE 
1151 TERRILL ROAD 

SCOTCH PLAINS, N. J. 07076 

Hon. Kenneth D. Merin 
20 West State Street 
CN 325 
Trenton, N. J. 08625 

December 4, 1989 

Re: New Jersey Auto Insurance Study Commission 
recommendations 

Dear Commissioner Merin: 

The Committee's recommendations assume the continuation of 
the JUA. I believe that reforms that have been introduced by 
statute and the JUA Board will ultimately result in i~s effective 
future performance in the residual market. Thus, I support that 
assumption. 

I recognize, however, that Governor-Elect Florio has 
announced his intension to replace the JUA with a new residual 
market mechanism. If he does so, it is essential that the new 
structure be based upon what has been learned from the JUA 
experience. It is this issue that this brief statement is 
intended to address. 

There are three elements necessary for a residual market 
mechanism to be successful: 

- accountability of and control over the actuai operation of 
the mechanism by a single entity representing the public interest 

- limiting the population of the new mechanism such that it 
insures only the worst risks with all other risks covered in the 
voluntary market 

- funding adequate for the "higher risk" population that 
would be insured by the residual market mechanism 

None of these elements were present in the original JUA 
legislation. Recent reforms have moved in this direction. A new 
mechanism can be structured which will further enhance the 
ability of the system to address these factors. 



Accountability and control 

While the extent of "waste" in .1UA operations is still 
debatable, what is beyond question is that some servicing 
carriers did not perform as well as expected in l1andling their 
underwriting and claims responsibilities and that the servicing 
carrier fee originally adopted was too generous. Recent reforms 
have moved to address those problems, including increased central 
office staffing, development of stricter uniform claims handling 
guidelines and competitive bidding for servicing carrier 
contracts. In addition, the .1UA is now run by an all public 
Board of Directors. I believe that if a new mechanism is 
created, it must build upon this movement toward an effective 
central office structure operating in the public interest. 

To further strengthen the ability of the residual market 
mechanism to run "a t'ight ship", I suggest consideration of the 
following: 

- In some ~anner, those handling underwriting and claims 
must be provided with an incentive to properly handle those 
policies and claims (and subject to "penalties'' if they do not). 
One approach worth serious consideration would be to have all 
underwriting and claims handling done by employees of the 
residual market mechanism. The current ~tatutorily mandated 
system of contracting with outside vendors (e.g., servicing 
carriers) has three inherent flaws. First, the way in which a 
servicing carrier maximizes its profit is by limiting its 
operating costs. Limiting its costs may be inconsistent with 
optimal performance and, in fact, there is little incentive for a 
carrier to diligently work to control claims as the money saved 
does not affect its bottom line. Second, it is more difficult to 
monitor and control multiple vendors with their own internal 
systems than to supervise a uniform in-house system. Tl1ird, the 
notion of profit is built into an outside vendor system. An in
house system can squeeze profit out of the equation. This is not 
to say that all servicing carriers have done or will do an 
inadequate job; rather the point is simply that those who do a 
good job do so in spite of the system, not because of it, and an 
in-house system has the potential to better achieve the goals of 
maximum accountability and efficiency. If a servicing carrier 
system is to be retained, some mechanism should be developed 
which would reward ''superior" performance and penalize "poorn 
performance. 

- Strong central management under public control is 
essential. The residual market mechanism should have a strong 
board and a general manager with more authority. At present, a 
part-time Board and Commissioner of Insurance {also "part-time" 
in terms of the .1UA) share power over the residual market with 
significant limitations placed upon the ~ull-time _.1UA General 
Manager. I believe that authority should be more centralized in 
the full time staff of the residual market mechanism with a 
public Board setting broad policy and tl1e Commissioner of 



Insurance providing regulatory oversight. The Governor should 
have a veto over the minutes of th~ Board (and ooviously would 
have appointment power), but the Commissi9ner of Insurance should 
not have the unilateral authority to place provisions in the ?lan 
of Operation. That authority is unnecessary if the Board is all 
or primarily public members and, as emphasized above, a strong 
centralized and unitary management system is most likely to run 
an efficient and effective operation. 

- Producer costs should be reduced and accountability 
increased. Serious thought should be give11 to have the residual 
market mechariism act as a direct writer with an in-house agency 
force. This would avoid or reduce commission costs and increase 
accountability. In addition, insureds could be required to 
produce a ''declination" from a voluntary market company before 
being able to buy insurance from the residual market agent. This 
would ensure ,tha t only drivers who truly cannot obtain insurance 
in the voluntary market are insured in the residual market. If 
the outside agency system is to continue, commissions should be 
reduced-to minimum levels to reduce costs and ensure that there 
is no incentive to place a driver with the residual market unless 
it is absolutely necessary to do so. 

What should not be done is to return to an assigned risk 
plan mechanism. That plan has many more flaws than the current 
structure. Under an assigned risk plan, there is no way to 
monitor and control performance, no efficiencies of scale, no 
uniformity and little public control and accountability. Each 
agent deals with dozens of companies. The residual market 
consumer gets "stuck" with whatever company he or she is assigned 
to, regardless of the quality of the service provided. ram 
convinced that a tightly controlled, uniform, publically-operated 
system will provide better service for the public at lower cost. 

Limiting the size of the residual market mechanism 

One of the major causes of the JUA's problems has been the 
failure of the voluntary market to write policies for other than 
the cleanest risks. The new mechanism must not be allowed to 
grow to 50% of the marketplace or even close to that size. Two 
possible mechanisms for achieving t!1is goal are (1) the recent 
reforms requiring depopulation of the JUA and (2) the Michigan 
Essential Insurance Act provision (recommended for adoption by 
the Commission) which requires insurers to insure drivers with 
certain underwriting characteristics. Any new legislation must 
limit the size of the residual market or it will fail. 

Adequate rates for the residual market mechanism. 

Another major cause of the JUA deficit was the requirement 
that the JUA's substandard risks pay rates tied to ''preferred" 
voluntary market rates which excluded JUA experience completely. 
Such a system has compelled non-JUA drivers to subsidize JUA 
drivers in amounts far in excess of that which is acceptable to 
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the public. New legislation can choose any one of a number of 
different ways to fund the system. I do not intend to recommend 
one approach over another.· Howe.ver, I would emphasize that the 
package of funding that is chosen must be based on realistic 
criteria and not upon "wishful thinking". If funding is based 
upon "wishful thinking", we will be facing a crisis again in but 
a few short years. 

This is not to say that there are no ways to control costs. 
The JUA has moved to tighten controls over claims handling and 
these efforts should be continued and expanded. In addition, 
this Commission has made recommendations which have the potential 
to limit costs -- such as the establishment of an "efficiency" 
standard for insurers and changes in how allocated expenses are 
calculated. Efforts to reduce accidents (by improving our 
highways or cracking down on drunk drivers, for example) can also 
reduce costs, as would control of health ca~e costs. 

In addition, I believe that the new Governor should 
seriously consider reducing the number of mandatory coverages to 
give consumers a chance to further reduce premiums if they so 
choose. I would recommend that only those coverages pertaining 

o physical injury be required (e.g., PI?, BI) and that all 
,ther coverages be optional. Thus, PD and UM would be optional 
coverages as are collision and comprehensive now. Those with 
expensive automobiles or with other assets to protect can buy the 
full package of automobile insurance that is available. Our 
poorer citizens who have few assets to protect would need to buy 
only those coverages pertaining to physical harm to individuals. 

In short, I support all efforts to squeeze waste out of the 
system and to maximize consumer choice. Once that is done, 
however, the rates must be what they need to be whether or not 
they are what we might all like them to be. 

Conclusion 

I realize that some of these comments were not discussed 
with the full Commission (although some were). However, given 
the changing "automobile insurance environment", I felt that I 
would be remiss in not sharing the above thoughts. I recognize 
that these suggestions are not "the solution" and that there may 
be a downside to some of the ideas expressed. My intent in 
writing this separate statement is not to "provide all of the 
answers" to our insurance problem, but simply to point those who 
would change the system toward some of the right questions. I 
hope that the Governor-elect and new Legislature may find these 
~bservations useful. 

Sincerely, 
------·, ,_ .!--, =- r~--:-_/.. ---

Jack F. Trooe J 






