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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 us 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 achieve
success, we must carefully analyze the current system, pinpoint
exactly what the problems are, and then devise 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.
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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 recognize 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 colleci premiums more
efficiently. We recommend further \reforfis in this report.

Jan Yy
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THE COMMISSION'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 cofrected the perceived problems.

To no one's surprise, we learned that rates are perpeived
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 havé 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 Stuayicommission 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, meé’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 gémmission 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 17:30E-1 to 17:30E-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.



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 1, 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 commission 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 tﬁe 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



because of ongoing problems in collecting and compiling the

necessary information.



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 rehains 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.



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. 1ISO 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 f&ﬁnd 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.



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 would
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
19708 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.



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 aboiished
and, instead of about 200 auto insurance companies handling
residual market business, only 15 insurance companies, called
servicing carriers, remained involved.

The JUA becamefresponsible 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 1In addition, the ARP surcharges

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

voluntary market.



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



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
regqulation, 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 iﬁsurance
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 H 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. 1In 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 only,
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 17:29D-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 pérsons -- 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 beﬁefits.
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'Conneli, 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.
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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 thét 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. 1In 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 1, 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 socaking 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 cpposed to following
a safe, conservativé 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 I1SO'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 moﬁorists 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 - Allstate joins ISO, getting a
13.1 percent increase
July 1982 - ISO (except Allstate), 15 percent

- Prupac, 18.5 percent

September 1982 Travelers, 27.1 percent

October 1982

Aetna, 25 percent
- Allstate, 11 percent

- Colonial Penn, 32.1 percent

January 1983 ISO, 7 percent

June 1983

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 without
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.
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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. 198;, 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 Q 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 EXHIBIT S.

%* * *

The primary goals of the 1983-84 reforms were to redﬁce
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.

31



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 systém. 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 ﬁerspective, 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 injured 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
pain and suffering losses
costs.

The Legislature made
insurance premiums in its

measures were not enough.

lawsuits would eliminate unnecessary

and related legal and administrative

several stabs at controlling auto

1983-84 reforms, but the enacted

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. 1In 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.

New Jereey State LiDrary
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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 drivéfs 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 DMV 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 Il rate level differentials

and surcharges.

Tb a great extent, the JUA has fulfilled those hopes, but
overall it has two major problems:

A GROWING POPULATION
INSUFFICIENT REVENUES

The problems are interrelated, especially since the
composition of its growing population is a major reason gor 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

l, 1988 through June 30, 1989, and will be $71 per car starting
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July 1, 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 fundiqg 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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THE 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 combany'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

42



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. Companies 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.

46



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 inadverfantly 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 prbvision, 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
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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. Some producers get higher commissions 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 198S5.
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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 pgrcent 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. 1In
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 EXHIﬂIT 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 themselves 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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THE 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 the 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
percenﬁ 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 HH.

HOT 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 relegatedffhose
cars to the JUA, which has borne the losses. EXHIBIT I1I

Those factors were adjusted in the ISO relativity filing
approved by the Department of Insurance effective September 1,
1987. However, eveh 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
1S0'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-sta&dard" 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 categbry, 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 DMV 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 KK and EXHIBIT LL

Téday 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 creamf,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.
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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. Implementation 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 198S5.
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 MM

As time went by, and depopulation did not occur, the
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 NN

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
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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
decidihg 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 expense;
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 OO

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 carriersﬂ
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 whether
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's small 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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own 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 ARf.)

(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 té 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 s8ix 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.
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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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THE JUA:

OTHER 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, companieé 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
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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 Januaryyl, 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
billion 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. 1Instead, 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 whosé 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-fauit 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 befo;e 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 éettle 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:

l. Premiums 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. Premium surcharges based on accidents

I1f a JUA-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 gssociated 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. 1Its 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 agenﬁs' commissions, taxes and administrative
expenses. 7

%* % %*

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 Commissidner 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.

even

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

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,

RMEC
RMEC
cash
RMEC

flow

and that request, too, was not approved.

In July 1987, the JUA board announced that its previous
requests were too low. For the first time, the JUA said a
was necessary not only on a statutory basis, but also on a
flow basis. Under statutory accounting, a $490 per-car
was justified, the JUA said. EXHIBIT XX Under cash

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 resorting to the RMEC. The steps taken and the
revenue impact are summarized in EXHIBIT 22Z.

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 TT and EXHIBIT UU

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
expectéd 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 boafd had based its projections
on both JUA data and old ARP data. ARP data was used becguse
accurate forecasting of liability losses requires examin;tion 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. Thg ARP had only about 50 percent of the

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 pért 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 ﬁelieve 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. 1In that way,
some "rate equity"” would remain in the system until only bad
drivers remain in the JUA. 1 agree that "bad drivers" should be
increased to an adeéuate 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. 1ISO 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, fhe 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, and 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) DMV surcharges and other surcharges aimed at getting
money from "bad" drivers should be curtailed. For instance, the
DMV should charge 6nly 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 33Y%; Costa votes

yes for depopulation, but abstains on the Michigan Essential

Insurance Act

Abstain: Paulsen

Again, this critical 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 pefcent in
1992 and thereafter.

As part of the plan to depopulate the JUA, regulations
governing voluntary market policy nonrenewals will be eased. 1If
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 #1l, 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 shouldvstate 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 shéuld 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 firm "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 dé@n 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 andﬂcosts
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-0'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. Butlit 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 -- $10,000 for economic losses or $5,000 for
general damages. 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 gocal of no-fault.
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And, finally, the increased caseload translated into higher
bodily injury liability insurance premiums. As EXHIBIT DDD
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,
s0o 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 withyﬁhe $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' compensation 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
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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.
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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 neccéssity; 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 establish 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

112



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 procesé included non-insurance companies.

Fouf 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 of {the JUA board, as provided in the

1988 law. !

]
!

Commission vote: 12-0

i
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 broven 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 serviéinq
carriers and uniform accounting procedures among servicing
carriers to av@id 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-17.1, 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 any
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 havelﬁillfully 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 ¢f the auto insurance
industry. A rate increase which is implemented many months or a
year too late is never adegquate, they believe.

All the commission members emphasize that New Jersey,
unlike most other states, has a safeguard 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-plue-3% flex rating system -- This is the reform

enacted in 1988 which permits 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 components used for this
purpose are the most recent available figures for medical care
services and for automobile maintenance and repair.

If the commissioner finds that the "CPI-Plus 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-1 et seq.,
should be modified to mandate that the insurance commissioner
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 td 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

Administrative 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 statéwide 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 afte; 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
inshrance 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 whi;h 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 should 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 Explicity denounce all or part of the 1988

law changes.

Yes-1 No-5 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 Make property damage liability an optional

coverage.

Yes-4 No-2 Limit PIP benefits and make this coverage

optional.

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 Fund the JUA by taxing 10 percent of all auto

negligence awards.

Yes-3 No-3 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 insurahce 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 AND SOURCES OF EXHIBITS

EXHIBIT A

A l4-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, 51, 56,
66, 70, and 84) g

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 (I1SO), 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 5)

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 H

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 O

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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EXHIBIT S

A l4-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 2

A two-page summary of S-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)
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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 HH

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 KK

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 OO

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 QO

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 ll-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 TT

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 WW

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 22

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)
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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 FFF

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 HHH

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 implemented
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
Automobile 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 JJJ

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 KKK

A chart showing the savings possible by utilizing higher
deductibles for comprehensive and collision coverages. NJ
Department of Insurance.
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EXECUTIVE SU'MARY OF A-1696

Al1696 is actually two bills in one, the tirst one being the ''New Jersey
Automobile Insurance Reform Act ot 1982" and the second the 'New Jersey Auto-
mobile Full Insurance Availability Act of 1982."

The Retorm Act provides a miscellany of changes, including ,among others,
virtually automatic annual rate increases tor the companies, uniform surcharge
systems tor accident involvement and motor vehicle violations, a capping process
that will narrow the now substantial differences between the highest-rated and
lowest-rated drivers., a tlat charge for certain company expenses, and discounts
tor senior citizens.

The Full Insurance Availability Act creates a Joint i.h\déruriting Association
to replace the Assigned Risk Plan and providestor the anmual imposition of a per
car charge in both the voluntary and residual market to make up any deficit in
tnhe previous year's operation. .

The tollowing is a detailed exposition ot the provisions ot the two parts
of A-1696.

. THE NEW JERSEY AUTOMOBILE INSURANCE REFIORM ACT OF 1982
RATE INCREASES - The most significant provision ot the Reform Act would modity

New Jersey's prior approval system to permit an airmal,virtually automatic rate
increase tor the auto insurance companies. The bill provides that on or betore
February 1 ot each year the commissioner must tile the maximum rate increase the
campanies will be permitted to use without prior approval. This automatic in-
crease will be the average of the increases approved tor the Insur;nce Services
Otfice in the three prior years. The increase for each company will take etfect on
the date it makes an informatiomal filing with the commissioner. Prior approval will

be needed tor any increase sought beyond the autamatic increase.
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MEKIT RATING ACCIDENT SURCHARGE SYSTEM - This provision permits the companies

at their option to implement a surcharge system tor accident involvement:. Sur-
charges may be imposed tor accidents imvolving $300 in property damage, which
is already the rule for those companies using a safe driver plan, but also
limits surcharges for accidents involving bodily injury to those instances
when a payment is made by an insurer as a result of an auto's striking a pedes-
trian.

The surcharges, which are to be retained by each insurer, must be uniform
through out the state instead of the percentage of premium surcharges now in effect.
MERIT RATING FOR MOTOR VEHICLE VIOLATIONS - The bill takes three approaches to the

imposition ot surcharges tor the accumulation ot motor vehicle points:

1) For thbse drivers who have accumulated six or more

points on or atter the ettective date of the act,
»- (except tor drunk driving), the surcharge will be

a minimum ot $100 for six points and a minimm ot
$25 for each additional point. The commissioner is
given discretion to increase the surcharge.

2) Any driver who, in the three years following the
ettective date ot the act, accumilates three
motor vehicle points, would be surcharged $55 ard
another $15 for each additional point up to six.
For six or more points, the provisions in the pa-
ragraph above will apply. This surcharge provision
will self-destruct three years from the eftective dace

of the act.
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3) Substantial surcharges would be imposed tor drunk
driving convictions. The surcharge would be a
minimum of $1,000 for each of the first two con-
victions and a minimm of $1,500 for each subsequent

conviction within a threerear pericd.
The surcharges are collectible. by the Division of #iotor Vehicles, which

shall remit 80 per cent of them to the Joint Underwriting Association, estab-
lished by Part II of the act, and retain 20 per cent tor aduinistrgcive ex-
penses and updating its camputer operations with any remainder in ’.any tiscal
year to be transferred to the General State Fund tor general state purposes.
CAPPING - The bill would introduce a capping process by territofy and classiti-
cation, which would reduce the difterence that now exists between the lowest-
rated and the highest-rated drivers. It would also cap the rates charged senior

citizens.
1) The territorial caia provides that the -base rate in a
~ ’ territory may not exceed 1.35 times a campany's state-
wide base rate tor each coverage.

2) - The classitication cap provides that no rate within each
territory shall exceed 2.5 times a company's territorial
base rate for each coverage.

3) The rates tor senior citizens (65 and older) who are

principal operators shall not exceed 1.25 times the
statewide average rate tor principal operators 65 and
older. Additionally, within 60 days ot the:effective
date ot the act, the rates tor senior citizens would
be reduced by at least five per cent.

Surcharges would not be included in these capping processes.
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FLATTENING - Miscellaneous taxes, licenses, fees and at least 90 per cent of

a campany's general expenses and acquisition costs, excluding commissions, would
be applied as a tlat, uniform charge per car on a statewide basis.

MISCELLANEQUS - The companies would be required to otfer both uninsured and
underinsured motorists coverage up to the limits of each insured's policy but

not to exceed $250,000/$500,000 coverage tor bodily injury and $100,000 tor
property damage.

The cauussior.\er would be empowered to pramulgate a regulation requiring
insurers to ofter deductibles of up to $1,000 tor physical damage coverage.

THE NEW JERSEY AUTOMOBILE INSURANCE FULL AVAILABILITY ACT OF 1982

JOINT UNDERWRITING ASSOCIATION - The Joint Underwriting Association to be created
by the act would camprise all auto insurers doing business in New Jersey. It

would replace the NewJersey Autamobile Insurance Plan (Assigned Risk). Its purpose
would be to provide auto insurance to those unable to obtain it on the voluntary
market. | |

The bill would empower the JUA to contimue the current custom of charging
ISO rates for the liability coverage to those drivers without surchargeable motor
vehicle points and‘ accidents but it would also extend the ISO rates to physical
damage coverage. i:urrem:ly in the AIP, the rates for physical damage are more or
less selt-rated, being about 30 per cent higher than the ISO's.

The JUA would be required to maintain its headquarters in New Jersey, unlike
the NJAIP, which, along with the AIPs of most other states, operates out ot New York.

The JUA's board of directors would be composed of 14 members, eight of whom
would represent member campanies, three would represent producers and three would
represent the public. The appointments ot company representatives would be made
by the governor from lists submitted by the American Insux;ance Association, the
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Alliance of American Insurers and the National Association of Independent Insurers,
each ot which would be entitled to two members. Two other company members wbuld
be named to represent campanies that are not members of any of the three trade
associations. ‘

The producer representatives would be selected trom lists submitted by the
Professional Insurance Agents, the Independent Agents of New Jersey and tne In-
surance Brokers Associatiom, each being entitled to one appointment.

The insurance would be written by servicing carriers selected by the JUA's
board ot directors. The bill does not mandate a specitic number ot servicing
carriers.

MARKET EQUALIZATION CHARGE - This charge is intended to make the companies whole
assuning that losses in the residual market continue unabated. The charge would
be a tlat charge per car based on che.JUA‘s losses and would be applied to all cars
in botn the voluntary and JUA markets. The charge would be computed by the JUA
based on the pre\d:ous year's experience and submitted to the commissioner tor his

approval or disapproval within 60 days. In its tirst year of operation, the market
equalization charge would be based on the experience ot the AIP in the preceding
vear.

Senior citizens (65 years and older) would not be subject to tne market
equalization charge.
PRODUCERS AND THE JUA - Producers would be assigned to servicing carriers as

tollows:

1) Producers who are exclusive representatives ot a
company chosen as a servicing carrier would be
assigned to that carrier;

2) Producers who are not exclusive representatives

ot a servicing carrier may contract with che
association to do business through any carrier;
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3) Producers who do not tall under (1) and (2) above
will be assigned by the JUA to servicing carriers
on an equitable basis.
LEGISLATIVE OVERSIGHT - The Cammissioner must submit to the Legislature a copy of

the JUA's plan of operation drawn up by the board of directors and approved by the
commissioner.

One year atter the operative date of the act, and amnually thereatter, the
comissioner must make a ''comprehensive'' report to the Legislature on the etfec-
tiveness of the act in achieving its stated purposes.

STUDY COMMISSION - The act would create a camnission of 14 members, eight appointed
by the governor and three each by the Senate President and tne Speaker of the Assembly,
to study the market as it develops under the Reform Act and the JUA Act and to make

appropriate recammendations. )
COMERCIAL INSURANCE - A year atter the operative date ot the act, the commissioner

must recommend to the Legislature whether the JUA, or a similar entity, should

accept commercial coverages.



EXHIBIT A

Page

The Tnsurance

7

REPORTER

\.

NEW JERSEY DEPARTMENT OF INSURANCE

SPECIAL CONSUMER EDITION

DECEMBER 1988

Buying automobile insurance in New Jersey could be confusing as major

law changes take effect January 1, 1989.

To help consumers understand the law, the Department of Insurance has
prepared this summary of what the law means, how it will gffect you and how you

can save money.

The new law was designed to address some very
simple questions: Why are rates so high? And why does
the JUA have more than a $2.5 billion deficit?

Why are rates high?

Some causes cannot be changed. New Jersey has

more people and cars per square mile than any other
state - 986 people per square mile in New Jersey 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 worst.

It is true that New Jersey highways are among

“the safest” in terms of deaths. In 1986, according to the

U.S. Department of Transportion, New Jersey was the
sixth-best state in terms of deaths per mile driven.

But, in terms of injuries, New Jersey was sec-
ond-worst, behind only New York. That statistic trans-
lates into higher insurance costs, so New Jersey's rates
will be high compared with most states. 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 reports 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 time,
according to the New Jersey State Police.

Nonetheless, auto insurance premiums in New
Jersey can be reduced, and the new law takes important
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

Department of Insurance to 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 co-payments will become mandatory.
Under the basic PIP plan, there will be a $250 de-
ductible, and then a 20 percent co-payment for the
costs from $251 to $5,000.

In order to achieve a lower premium, the mo-
torist may choose a deductible of $500, $1,000, or
$2,500. Then the 20 percent co-payment will apply 10
amounts between the deductible and $5,000).

So, under the new law, every motorist will
carry some risk of out-of-pocket medical expenses for
the first $5,000. On the basic PIP policy, the nsk will
be $950 in co-payments plus the $250 deductible, or a
total of $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 $3,0(X).

The deductibles and co-payments will apply
per accident. So if several people covered by the
same policy are injured in the same accident, the
total deductible and co-payments will be the same
as if one person were injured.

If the motorist has health insurance, that
company may pay some or all of those costs. But the
health insurer’s own deductibles and co-payments
must be paid first.

Why these changes were made:

Since 1973, New Jersey has required auto
insurers to provide the broadest first-party medical
benefits in the nation.

Most states do not provide no-fault auto
insurance coverage. In the 24 states with no-fault, 12
states limit medical benefits to $5,000 or less per
accident.

But in New Jersey, from first dollar to last,
auto insurance has paid all medical bills resulting from
an auto accident. Such exhaustive 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 insurance
cost controls into the auto insurance policy.

In health insurance, 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
overutilizaton of medical services. If a consumer
pays part of the cost, he is likely be more careful in
deciding whether to seek treatment. And, obviously,
deductibles and co-payments directly defray the
insurance company'’s costs, thereby holding down
premiums.

However, while New Jersey lawmakers are
trying to lower PIP premium rates, they still want to
protect the people most in need of PIP benefits - those
suffering catastrophic injuries such as lost limbs,
paralysis or brain damage. In 1987, for instance, 475
New Jersey auto accidents caused medical bills est-
mated at more than $75,000 each.

For that reason, lawmakers have limited insur-
ance payments only on medical bills of $5,000 or less
per accident, and they have continued full payment of
larger bills.

Thus New Jersey's first-party medical cover-
age remains one of the broadest in the nation.

Consumer Hint:

Health insurance policies sold in New Jersey
should provide partial coverage for auto-related inju-
ries not covered by auto insurance. That is, in most
cases, health insurance will 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 choosing the $2,500 deductible, you
should contact your health insurance company or
HMO, particularly group plans based out-of-state and
employer self-insurance plans. Check for two things:

* Make sure the health policy will cover auto-
related medical bills not paid by auto 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-
surance policy in New Jersey will substantially

control or limit the right to file a bodily injury “pain-
and-suffering” lawsuit.

The law abolishes the “tort thresholds,”
which permitted lawsuits if certain medical bills
totalled more than either $200 or $1,950.

Under the "basic” auto insurance palicy,
issued in 1989, a suit may be filed only if the party
suffers an injury in this list:

*death;

*dismemberment;

*significant disfigurement;

*a fracture;

* Joss of a fetus;

¢permanent loss of use of a hody organ

member, function or system;

*permanent consequential limitation of use

of a body organ or member;

ssignificant 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 during the 180 days immedi
ately 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 will
give motorists a choice. Motorists may opt for -
having No Threshold. Then, they can sue for any
injury . This option, of course, will cost significantly
more than the basic plan.

The consumer has this simple choice: llave
the Lawsuit Threshold, or pay a higher premium
to have the right to sue for any injury.

Why these changes were made:

The concept of no-fault insurance was that
injured parties could receive prompt, full payment of
medical expenses and other economic losses without
resorting to court action. But New Jersey’s 1972 no-
fault law did not effectively limit lawsuits, so the
result has been high rates for both no-fault coverage
and liability insurance.

New Jersey court statistics document the
problem. Auto negligence lawsuits have piled up
more rapidly than the accidents themselves. In 1972,
before no-fault, lawsuits were filed on behalf of 12
percent of the people killed or injured on New Jersey
roads. The percentage has increased sieadily through
1986, the most recent year with full statistics, when
the lawsuit rate was 22 percent.
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Consumer Hint:

Read the Lawsuit Threshold carefully. It
allows suits for a wide range of injuries. If you suf-
fered an injury less severe than that described, and
your medical bills were paid, would you still want to

sue?

The No Threshold option allows filing law-
suits for any injury without restriction, but your
insurance premium will be substantially higher. Ask
your insurance producer (agent or broker) how much
your premium would increase.

NO “SET-OFF OPTION”

What the bill does:

The “set-off” option will be abolished.

This option provided a premium reduction if
the consumer agreed to share with his insurance com-
pany part of any proceeds of a successful pain-and-
suffering lawsuit

Why this change was made:

Department of Insurance surveys of all auto
insurance companies indicated that only S to 7 percent
of New J motorists took this option. The “set-
off” was confusing to motorists and provided negli-
gible premium savings. ,'

Eliminating this option makes the selection
process easier for consumers, allowing them to focus
on the major choices.

COMPREHENSIVE & COLLISION

What the bill does:

The bill encourages consumers to take higher
deductibles. It makes $500 the “basic” deductible for
cach coverage, instead of the current $100 for com-
prehensive and $200 for collision.

Most motorists now take the current, lower
“basic” deductibles, so they will get premium savings
under the new law. The rates themselves, however,
are not affected. Motorists are getting the same pre-
mium savings they would have received by choosing
the $500 deductibles on their own.

As before, motorists can choose not to carry
comprehensive and collision at all, or they can choose
deductibles smaller or larger than $500.

Why these changes were made:

The overwhelming concern of New Jersey
motorists, as expressed in letters, phone calls and
petitions over the past several years, is high premi-
ums. One logical way to reduce comprehensive and
collision premiums is higher deductibles.

Consumers have always had the ability to
select higher deductibles. Strong pro-consumer or-

ganizations such as Consumers 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 coverage - protection against major losses,
not bent fenders and minor dents. So, by choosing
high deductibles, New Jersey motorists would be
making more efficient, effective use of their insur-
ance dollars. .

Consumer Hint:

You as a motorist retain the right to buy
lower deductibies, but is this decision really worth
the cost?

Think about the effective use of your

With a low deductible, you will pay higher
jums ¢ year in order to collect an exwa
gsoo to $400 if you have a claim. For most drivers,
a higher deductible is likely to te cheaper over the
long run.
Ask your insurance producer how much
extra you would pay to retain your old deductibles.

Another Consumer Hint:

If your car is older and is paid for, consider
dropping comprehensive and collision altogether.
This decision may substantially reduce your pre-
mium.

hensive and collision coverages

will reimburse you only for the market value of
your car. This market value is the maximum payout

will ever receive from any comprehensive or
collision claim. The actual insurance payment
probably will be less than the market value because
of salvage costs and deductibles, and because your
car will age further during 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
give you the approximate value.

UNINSURED/UNDERINSURED

What the bill does:

The basic deductible becomes $500 instead
of $250 for property damage liability claims.

That is, if an uninsured motorist damages a
car, the insurance calggany will pay for repairs
except for the first $500.

This affects only the property damage
claims arising from the actions of uninsured motor-
ists. Bodily injury claims are not affected.

Why this change was made:
The goal is to control costs and hold down

premiums.
sk ok dk 3k ok sk kK
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NJ Auto Policies written in 1988 NJ Auto Policies written in 1989
BODILY INJURY LIABILITY COVERAGE
Minimum limits are $15,000/$30,000; Same.
higher are limits optional.
Basic lawsuit threshold is $200. Basic lawsuit threshold is verbal.
Optional threshold is $1,950. Option is pg lawsuit limit. Suits
can be filed for any injury.
Set-off option is available. No set-off.

PROPERTY DAMAGE LIABILITY COVERAGE

Minimum limit is $5,000; higher Same.
limit is optional.

PERSONAL INJURY PROTECTION COVERAGE

No limit on total medical benefits; No limit on total medical benefits,
all reasonable medical bills are but payments are based on a
paid in full. state-authorized fee schedule.
Basic medical coverage has no Basic medical has $250 deductible,

deductibles or co-payments. then 20 percent co-payment for
, bills from $251 to $5,000, then
full coverage for $5,001-and-up.

Optional deductibles are $500, Same, with the 20 percent co-payment
$1,000 and $2,500. ' applying to remaining bills up to $5,000.
Basic coverage also includes: Same.

$100/week income continuation for one year;
$12/day for essential services for one year;

$1,000 funeral benefit.
Options are available to increase Same.
the above three benefits, or to
eliminate them by getting
“medical expenses only” coverage.
. UNINSURED/UNDERINSURED MOTORIST COVERAGE
Minimum limits $15,000/$30,000/ Same.
$5,000; higher limits optional. -
Basic property damage liability Basic property damage liability
deductible is $250. deductible is $500.
COMPREHENSIVE & COLLISION COVERAGE
Basic deductibles: Basic deductibles:
$100 comprehensive $500 comprehensive
$200 collision $500 collision

Optional deductibles are available. Same.
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Auto Questions

Why does New Jersey need the JUA anyway?

The JUA, more correctly called the New Jersey Automabile Full Insurance Underwriting Association
(NJAFTUA) is necessary 1o enable all drivers - both good and bad - 10 comply with our compuisory auto
insurance law. Although recent legislation is intended 10 spur the availability of automobile insurance cover-
age, at this time, the JUA covers half of the private sutomobiles in New Jersey..

The NJAFIUA is the only source of auto insurance for those customers rejecied by the private insurance
industry. Obviously, the NJAFTUA covers peopie with bad driving records, who have proven 1o be poor risks,
but it also covers drivers with clean records. In fact, more than three-quariers of JUA motorists are good
drivers with clean records who are simply unable to find an insurance company willing 1o sell them auto
policies.

P'm disabled. Do I pay the RMEC?

Yes. The law creating the NJAFTUA and the Residual Market Equalization Charge (RMEC) only excluded
cars principally operased by persons 65 years or older from the RMEC.

My policy renewed in June and I turned €5 in July. Can I get 2 refund on my RMEC?

No. To be eligible for the exemption, you must already be age 65 when your renewal is prepared.

While it may seem unfair that you must wait until your next renewal 10 take advaniage of the RMEC exemp-
tion and other senior citizen discounts, re-rating policies mid-term would result in considerable paperwork and
expense for insurance companies. These extra costs would inevitably be passed on 10 policyholders in the
form of higher premiums.

I'm 65 with two cars in my name and my spouse is younger. Do I have to pay the RMEC?

Yes, on one car. Even if the policy and cars are in your name, your automobile insurance covers you and any
resident relative. Any member of your household that has a driver's license may drive the cars covered under
the family’s policy. In a “two carAwo driver” situation each driver is assigned as principal operator of one of
those cars. So while your car is exempt from the surcharge, the car your spouse has been assigned o is not.

I'm old enough to be exempt from paying the RMEC yet I'm told must pay a surcharge to fund the
NJAFTUA. Is this correct?

Yes. The NJAFIUA surcharge, more correctly labelled the policy constant surcharge is different from the
RMEC even though both are collected 10 offset the losses in the NJAFIUA. Policy consiants have been in
everybody's rates since November, 1980, and are paid by all drivers, senior cilizens, 100. The policy constant
is $70 per car for full coverage or $44 if you do not have collision and comprehensive coverage. Other siates
use similar surcharge systems 10 subsidize their residual markets. For example, in 1987, Massachuseus’ annual
surcharge was $125 per car and in 1988, South Carolina's fee is $73 per car for good drivers and two or three
fines that amount for drivers with motor vehicle points.
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Why does 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 contribute to
the deficit problem.

* The JUA’s rates, by law, have been identi-
cal to the rates charged in the voluntary market.

The JUA's own claim experience was not
considered previously in settng its rates, even
though the JUA's loss statistics represent the largest
single automobile insurance data base in New
Jersey.

Because the JUA has most or all of those
poor or marginal drivers whom the voluntary com-
panies have carefully avoided, the JUA's rate needs
are 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 JUA deficit in these
ways:

JUA RATES

Motorists in the JUA with certain high-risk
driving records will start paying higher rates than
other motorists. This new, higher rating structure is
in addition to any insurance surcharges they pay for
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 three years has any one of
the following:

*two or more moving violations

*four or more motor vehicle points

*one or more at-fault accidents.

The Department of Insurance estimates that
about 800,000 JUA-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 time, 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-
perience for comprehensive and collision coverages.

This will be the first time that the JUA has used any
rates based on its own statistics.

What the bill does to JUA hase rates for suhstan-
dard risks:

The JUA’s territorial base rates will increase
annually until 1993, when the JUA will use rates
based entirely on its own experience.

On January 1, 1989, the JUA's rates will
automatically be set 10) percent higher than the Insur-
ance Services Offices (1SO) rates, which are the vol-
untary market rates that have been used by the JUA
since its inception.

On January 1, 1990, the JUA's rates will
increase 20) percent higher than IS0, unless the com-
missioner determines a smaller amount.

On January 1, 1991, the JUA's rates will
increase 30 percent higher than IS0, unless the
commissioner determines a smallef amount.

On January 1, 1992, as much as 40 percent
higher than ISO, unless the commissioner delecrmines
a smalier amount.

On January 1, 1993, as high as necessary to
make the rates adequate for to operaie the JUA
without any subsidy.

Consumer Hint:

The higher JUA rates will apply only 1o
substandard risks - that is, drivers with two or more
moving violations, four or more motor vehicle points
or one or more at-fault accidents. Therefore, if you
are in the JUA, the best thing you can do 10 keep
your insurance premium low is to drive caretully and
obey traffic laws.

OTHER PROVISIONS
The new law makes these other changes:
FLEX RATING

What the bill does:

Auto insurance companies may implement
automaltic rate increases or decreases each July 1 as
long as the rate change is within a centain percentage
range.

By law, the maximum statewide average rate
increase will be certain components of the Consumer
Price Index (CPI) pius three percentage points. The
CP! components used for this purpose will be the
most recent figures available for medical care serv-
ices and for automobile maintenance and repair.

If the commissioner finds that the "CPl-plus-
3% formula" will produce excessive rates, the com-
missioner can modify the permissible rate increase.

Insurance companies must make an informa-
tional filing before iniplementing any rate increase
under this provision.
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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 drawn from the JUA.

As a safeguard against companies charging
“rip-off” insurance rates, New Jersey's strong gxcess
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.

STAT PLAN: The Department 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 Departments of Insurance and
the Public Advocate often had to make repeated
requests for additional data from companies seeking
new rates. That 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-
mitted 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.

UNDERWRITING:Also after November
1989, for the first time, each auto insurance
company's underwriting rules - that is, the criteria for
deciding whether to cover a cermain motorist or to
charge him or her nonstandard rates - must be filed
with the Department of Insurance and are subject to
the commissioner’s approval. The law prohibits any
underwriting rule based solely on the driver's home
terntory.
DENIALS: A company which denies cover-
age to a motorist must state the reasons in writing.

SHRINKING THE JUA: The Commissioner
of Insurance is empowered to order voluntary market
companies to increase their business by a certain
amount each year. The commissioner is authorized to
set criteria defining which drivers must be considered
cligible for voluntary market coverage. If companies
do not meet their quotas each year through their own
marketing efforts, the Commissioner will assign busi-
ness to them.

Currently, about 52 percent of New Jersey
cars are insured in the voluntary market. The quotas
will require that 60 percent of cars be in the voluntary
market duning 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.

NON-RENEWALS: If a company meets
and maintains its quota, it gets the right to non-
renew drivers for its own underwriting reasons. Pre-
viously, a company could drop a cusiomer only for
a few specific reasons stated by regulation, such as
failure 10 pay premium or loss of driver’s license.
Now, a company may non-renew as many as 2
percent of its policyholders as long as it meets the
quota by replacing that business with other policy-
holders.

Also, the company may non-renew addi-
tional policyholders, but only if it replaces each

. such non-renewed policy with two new voluniary

policies.

JUA BOARD: The current JUA Board of
Directors has 16 voting members - eight represent-
ing insurance companies, three representing produc-
ers and five public members. The new JUA Board
of Directors will contain seven voting members -
five appointed by the governor and one each by the
Senate President and Assembly Speaker, all of
whom must have insurance experience but may not
be JUA servicing carrier representatives, JUA
producers or have any JUA connection.

The board will have two advisory boards,
one representing the industry and the other repre-
senting producers.

DATABANK: The JUA is hiring a pnivate
company to establish a computer data base of infor-
mation about its motorists. This information is 1o be
distributed to all voluntary companies to facilitate
the shift of drivers out of the JUA and into the vol-
untary market.

JUA AUDITS: The Commissioner of
Insurance may order an independent examination of
the finances and operations of the JUA or its servic-
ing carriers, and he is empowered to pay for the
audit by assessing all licensed automobile insurance
companies in New Jersey.

FIELD AUDITS: In addition, the JUA is
required to establish a Task Force 1o conduct
ongoing field audits of servicing carriers and 1o
issue reports on a semiannual basis.

SERVICING CARRIERS: The Commis-
sioner of Insurance is empowered 1o order any JUA
servicing carrier which has knowingly violated the
JUA's Plan of Operation, or violated any JUA rule,
or overcharged the JUA, 1o repay the money plus
interest within 15 business days of notification.
Also, the servicing carrier could be sued by the
commissioner for triple damages.

RMEC: The current Residual Market
Equalization Charge (RMEC) may not be increased
1o fund the JUA deficit unless the JUA first iries an
aliernative. Either the JUA would have 10 spread
out some of its debt payments by making four

continued on pagc §
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annual instaliment 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 carriers 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 carriers to new servicing carriers in order to
assure that producers can continue to process their
JUA business.

COMMISSIONS: By law, a protion of the
producer’'s commission will be a uniform dollar
amount regardless of whether the motorist elects
the Lawsuit Threshold or No Threshold.

BUYER'’S GUIDE: Companies must dis-
tribute to all consumers a new Buyer's Guide
written by the Department of Insurance. A match-
ing Coverage Selection Form also must be pro-
vided to assist the consumer in making the various
choices for his policy.

INDEPENDENT RATES: More of the
larger companies will be prohibited from using
ISO rates in the future. The immediate impact is on

Page l1la

three ISO companies (Selective, Motor Club and At-
lantic Employers), each of whom insures more than 2
percent of the voluntary market. After January |,
1989, these three companies must file for rate in-
creases independently.

After January 1, 1990, all companies with
more than 1.5 percent of the voluntary market must
file independently. And, after January 1, 1991, all
companies with more than | percent of the voluniary
market must file independently.

FINES: For violating any provisions of the
new automobile insurance law, 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 instead of the
previous $5,000, and a producer can be fined $5,000
for each violation instead of $1,5(X).

UNINSURED MOTORISTS: Penalties are
toughened for people who break New Jersey's manda-
tory auto insurance coverage laws. 'Insiead of a $100
to $300 fine, the fine is a flat $300. Instead of a
possible 30-day to three-month jail term, there is a
mandatory community service sentence (o be deter-
mined by the judge. Also, the uninsured driver's
license is forfeited far one year insiead of six months.
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 Department of Insurance must publish a list of
sample premiums charged by various voluntary
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 territories which were drawn in the 1940s.
The new law requires the Commissioner of Insurance
to deliver a report by January 1, 1990, with his rec-
ommendations about continued use or changes of
these territories.

—
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FLORIDA
PUERTO RICO
CALIFORNIA
PENNSYLVANIA
ARIZONA
MARYLAND
D.C.

NEW JERSEY
LOUISIANA
RHODE ISLAND
NEVADA
MINNESOTA
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NEW YORK
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UTAH
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ARKANSAS
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WYOMING
NORTH DAKOTA
OHIO

ALABAMA

NEW HAMPSHIRE
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WISCONSIN
MAINE
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NEBRASKA
IOWA

IDAHO
KENTUCKY
SOUTH DAKOTA
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1987 AVERAGE PREMIUMS

PRIVATE PASSENGER AUTOMOBILE

Voluntary
Market Rates

$ 850
829
819
810
807
780
758
735
733
726
679
650
639
621
616
607
605
590
$76
568
529
500
499
494
491
481
470
470
457
448
442
441
438
436
434
431
426
423
417
406
403
401
394
381
38l
376
376
336

ARIZONA

PENNSYLVANIA

NEVADA
WISCONSIN
D.C.
ILLINOIS
RHODE ISLAND
WYOMING
CONNECTICUT
UTAH
FLORIDA
COLORADO
WASHINGTON
OREGON

OHIO
LOUISIANA
CALIFORNIA
IDAHO

IOWA
VIRGINIA
SOUTH DAKOTA
NEW JERSEY
DELAWARE
WEST VIRGINIA
NORTH DAKOTA
NEW MEXICO
ALASKA
MISSOURI
MICHIGAN
GEORGIA

NEW YORK
MONTANA
MAINE
INDIANA
KANSAS
TENNESSEE
MISSISSIPPI
VERMONT
ARKANSAS
OKLAHOMA
MINNESOTA
NEBRASKA
ALABAMA
KENTUCKY

Residual
Market Rates

$ 1,373
1,333
1,166
1,117
1,084
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
$58
542
516
S00
484
454
442
390
387



EXHIBIT C
rrage 2

INSURANCE SERVICES OFFICE MEMBERS
RATE AND LOSS COST INCREASES
PRIVATE PASSENGER AUTOMOBILE

Estimated 1987
X 1984 X 1985 X 1986 X 1987 Average premjum
ALABAMA - <0.3 - 5.7 $ 436
ALASKA 3.9 4.3 5.6 9.4 607
ARIZONA 3.1 14.0 10.3 10.7 807
ARKANSAS 6.5 12.4 3.7 -5.4 470
CALIFORNIA -0.1 9.6 - 5.6 819
COLORADO 5.5 7.3 11.4 1.5 639
CONNECTICUT 12.3 - 2.1 605
DELAWARE 16.8 11.5 - 12.4 590
D.C. - 6-0 1100 ; 758
FLORIDA 4.2 6.3 5.9 12.4 850
GEORGIA 20.3 7.1 14.0 4.5 616
IDAHO -2.2 7.7 8.9 4.9 376
ILLINOIS - 8.9 5.4 -6.8 494
INDIANA -2.2 2.9 7.2 - 417
IOWA 4.4 3.6 9.5 - sl
KANSAS 6.3 - - 5.0 426
KENTUCKY -2.5 4.2 5.2 5.9 376
LOUISIANA 5.5 12.5 8.5 9.9 733
MAINE 5.2 3.7 8.2 9.0 401
MARYLAND 2.4 10.8 4.9 3.2 780
MICHIGAN 2.0 8.9 - 0.8 576
MINNESOTA -2.7 12.9 12.7 1.7 650
MISSISSIPPI 8.1 1.7 6.6 - 448
MISSOURI 1.2 9.6 5.3 -7.1 457
MONTANA -0.6 5.5 8.6 - 394
NEBRASKA 3.0 - 9.9 - 381
NEVADA 10.2 3.9 - - 679
NEW HAMPSHIRE 7.1 - 10.0 - 434
NEW JERSEY - - - 3.4 738
NEW MEXICO 7.4 3.2 - 9.4 500
NEW YORK 4.9 3.7 3.8 4.0 568
NORTH DAKOTA 1.3 - 0.2 11.9 441
OHIO -6.7 2.8 7.1 - 438
OKLAHOMA 8.6 3.6 4.0 - 431
OREGON -3.5% 16.6 6<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>