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SENATOR DANIEL J. DALTON (Chairman): We'd like to
get the meeting started. There are a couple of members who
indicated they couldn’'t attend, and 1 suspect there will be a
couple of more that will be coming in very shortly.

At the last several sessions of the Committee we
dealt with the whole issue of rate-making —— how rates are
made, how rates are regulated. We did it from a State
perspective, that is, taking a look at trying to get a handle
on how we develop rates, and regulate rates here in the State
of New Jersey. However, today we’'d like to look ocutside of the
State and take the opportunity to see how other states are
dealing with this whole issue. And, as & result, we're
fortunate to have today two gentlemen.

First of all ——- ard you can correct my pronunciation
—— Mr. Harry Fargeter, Chief, Autc Rating Bureawn of the Indiana
Department of Insurance. And alsc, we have have Mr. Robert F.
Heisler, Chiet Assistant Deputy Director of the Consumer Bureau
of the Illinocis Deparitment of Insurance.

First of &ll, gentlemen, theank you very much +for
traveling the distance that you traveled in coming here today,
arnd trying to, hopefully, opening our eyes & little bit, and
tell how things are done in your states.

Let me, firet of &ll, apologize for my tardiness in
starting the meeting this morning. What we'd like to do now is
to start out with Mr. Harry Fargeter. M. Fargeter, you can
come right up here. Welcome to New Jersey, Mr. Fargeter.
HARRY FARGETER: It's nice to be here thiszs
morning.

SENATOR DALTON: I guess 1t’'s the button on your
right. (indicating how to twrn on microphone?

M&. FUROLAT It's &ll right. It’'s on.

SENATOR DALTON: It’'s on.

MK. FARGETER: It's on™

SENATOR DALTON: Yeah.

M. FARGETER: Okay. Wa= 1 supposed to give a



presentation, or just answer questions?

SENATOR DALTON: You can give, I think, if you
would, the rate-making process in Illinois.

MS. FURDLA: In Indiana.

SENATOR DALTON: In Indiana, excuse me. Don‘t do
that in Illinois, do it in Indiana, and then we'll be able to--
Hope+u11y, that will engender some questioning.

MR. FARGETER: All right. Well, Indiana’s rating
statutes for general property and casualty lines, which
includes private carriers, ought to be described as a
file—and-use state. The carriers must file the rates before
they 're used. However, the statute does say they may become
effective on the day mailed by registered mail, or filed in a
delivery to the Department, or at a later date, as specified in
the statute.

Now, the rate +Filings are subject to actuarial
review. We have & fellow from The Casualty Actuarial Society,
who we employ on a consulting basis, and he comes by once a
week and reviews the filings, and they are also subject to what
the —— what we call the "holy trinity" of rate-making. Rates
shall not be excessive, inadequate, or unfairly discriminatory.
And we have the statutory equipment to back a company off the

rate-filing if we find them leacking in those three respects.

It's rare that we take any carrier to & hearing -—--— a
hearing process —— on rates. Generally, what we are finding
now is thet most of the auto rate filings are inadeguate.

However , with the cash flow underwriting cycle that we’ ' ve Jjust
gone through, and the intense competition, we are allowing
companies to use tHose rates, because if they really took the
magnitude of rate increase that is needed, there would be a big
switch of business from one company toc another. All of the
good business would leave, and the risks, which have problems,

would stay, and you’'d have a quality problem to book =&

business.

Ah, we have over 200 insurance companies which write

k3



some form of —— by passage of bill -- insurance in the state,
and that includes about a dozen nonstandard, or substandard
carriers, and that market is highly competitive.

We—— Rate filings are public records, and we have
four to five people & day coming along examining other
carriers, rates, or +filings. We have a very competitive
market, and we seem to have more companies applying for
admission to Indiana on a daily basis. In a sense, this 1is
probably due to the rate why this problem is. '

We do require the companies, and we request their
actuary, mostly, for additional information -- something they
have not explained thorowughly in their direct filings. Now,
what we receive ies & detailed actuarial analysis and support
tar a rate increase.

Sc, I guess that is it for the automobile business in
Indiana.

SENATOR  DALTON: Dkay. What-- I'd like to
introduce you, i+t I could, to Senator Carmen Orechio, the
Fresident Fro Tem of the Senate, a member of this Committee.
Senator Orechico, do you have any questions for Mr. Fargeter?

SENATOR ORECHIO: Not at the moment.

SENATOR DALTON: Okay. Let me, i+ 1 could, Mr.
Fargeter, ask you a couple of questions about Indiana, and 1
suspect the fist question is that your Department of
Insurance—-— How big is your Department? How many people? How
many actuaries do youw have that are looking at auteo insurance
submission filings, first of all?

MR. FARGETER: Well, I think our staff presently is
82 people; that includes our field examiners -- examination
staff. We have one actuary, on a part-time basis, to review
the possibility of late +filings. He also reviews other
property casualty rate filings —— for instance, fire insurance,
commercial lines, homeowners, and so on.

We do have another actuary, but he’'s dedicated to

life and health, and he’'s on & full-times basis.

New Jereey State Library
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SENATOR DALTON: Do vyou have an entity similar to
ours, because we have what we c¢call a Joint Underwriting
Association here in New Jersey. Do you have a similar entity
for, say Ffor instance, nonstandard risks in the State of
Indiana®?

MR. FARGETER: No, we have an assigned risk plan, an
automobile insurance plan. That is largely depopulated because
of the competition of the nonstandard, or substandard carriers
in the state, and any assigned risk plan is supported by all of
the automobile insurance companies operating in the state, and
they bear the losses. Well, they don't have to do that in
Indiana because of the competition of the nonstandard, or
substandard, carriers which seem to be writing a 1lot of
business nowadays.

SENATOR DALTON: Yeah. What percentage of vyour
drivers are in your assigned risk plan®

MR. FARGETER: I'd say & very small percentage.

SENATOR DALTOM: Less than 10G% you would say?

MR. FARGETER: Certainly. Less than five probably.

SENATOR DALTON: Less than fivel?

MR. FPARGETER: That’'s right.

SENATOR DALTON: Now, you have some urban areas in
Indiana, is that correct?

MR. FARGETER: Certainly. Indianapolis 1is the
largest whban area of about one million peopulation.

SENATOR DALTON: Do vou find that most of vyour
assigned risk business centers on consumers in Indianapolis, or
is it spread fairly generally throughout the state?

MR. FPARGETER: Well, there’'s the greater —-- a lot of
population in Indianapolis, so it would be in the Indianapolis
area where we have rather urban are«s. The next largest would
the Lake County ares of Hammond, Gary, East Chicago, and
there’'s a 1ot of that substandard business there.

SENATOR DALTON: I guese what I was trying to {find

out is, is there a correlation between "urbanness," if that's &



word, and the number of people in the -—- in vyour assigned risk
program?

MR. FARGETER: Well, I think there would probably
have to be because that’'s where you have the greater auto
popul ation.

SENATOR DALTON: Okay.

MR. FARGETER: And, of course, & greater accident
frequency —— more cars, more accidents.

SENATOR DALTON: What is the rate differential
between the regular market and the nonstandard market in
Indiana®?

MK. FARGETER:  Well, essentially, they use the
Insurance Services Office rates, plus the surcharge for the
driving record. 8o, there really isn’'t much of a differential
at all.

SENATOR DALTON: There’'s not much of a differential?

MR. FARGETER: That”

in

based on—-— They have
surcharges, based on the convictions under the accident rate.

SENATOR DALTON:  Feriod?

MR. FPARGETER: Feriod.

SENATOR DALTUON: Okay. Do you have a-— Well, let
me ask you this: What are your rate levels, gensrally, in
Indiana®?

MR. FARGETER: Well, I°'d have to ask you as compared
ta what? Yoo ask-—--

SENATOR DALTON: What is the average rate? We know
in New Jersey the average rate is in the area of 3500,

MR. FARGETER: Five hundred dollars?

SENATOR DALTON: Okay, what is the average rate 1in
Indiana?

MR. FARGETER: Well, it you can excuse me for a
moment, I brought something, our Insurance Services Office
COoOmparison.

SENATOR DALTON: Okay. Sure.

MR. FARGETER: It's right here. tshort pause)



Okay. 1In the Indianapolis area, here’'s an example by Meridian
Mutual Insurance Company, which 1is a reasonable carrier, and
age 25 tb 44, its liability, comprehensive, and collision is a
total of #5900, and 562 —- #532. But, around $550.

SENATOR DALTON: Okay. We're over #600. I'm sorry.

MR. FARGETER: And here’s another company, Hyatt
Casualty (phonetic spelling). They're in the-— For the same
thing, they want %702, It depends on the competition.

SENATOR DALTON: So, vyou're talking solely
Indianapolis, is that correct?

MR. FARGETER: Indianapolis, sure.

SENATOR DALTON: Do you have any statewide averages
there?

MR. PARGETER: Ah, no statewide averages. I have
several territories. Your rates in the metropolitan areas will
be greater than in the rural areas, with the lesser population,

because——

SENATOR DALTON: Sure. Yeah, our average 1s oOver
¥600, but, I mean, you can-— Our average rate, I guess, for
full coverage in Newark is over F1000, so—-

MR. FARGETER: Over #$10007 I don’'t think we
approach that in Indiana. We're lucky.

SENATOR DALTON: Okay. What are some of the other,
say for instance, less —-— more rural areas? What do you have
as far as an averags rate?

MK, FARGETER: Well, here’'s Allen County, which is
Fort Wayne, Indiamne —-- it’'s not as big as Indianapolis —— $44E.

SENATOR DALTON: Fouwr hundred and forty—-eight is the

average”

MR. FARGETER: Yes.

SEMNATOR DALTON: Full coverage®?

MR. FARGETER: Yes=.

SENATOR DALTON: Okay.

MR, FPARGETER: We have the comparisorn here for
Indianapnlis, East Ohicago County, and South EBend -~ ruwal



territories, but-- Oh, here’'s one for Bloomington, Indiana.
It's the home of Indiana University. It's between #4935 for
Muncie; %458 for Rloomington; Vincennes, which would be in the
southeastern part of the State, #478.

SENATOR DALTON: Okay. So, they’'re roughly in the
area ot four hundred and some—odd dollars?

MR. FARGETER: Right. And the competition isn’t
usually that great.

SENATOR DALTON: Do you see a problem in your State
with auto insurers being permitted to charge inadequate rates?
Is there & problem?

MR. FARGETER: Well--—

SERNATOR DALTON: For instance, you have a different
system than ours.

MR. FARGETER: Right.

SEMATOR DALTON: We're & prior—-approval system;
you're a file-—-and-use system. Okay?™ What I am trying to get
at is that in your system, which 1s-- You krnow, I suspect

there’'s three systems, prior approval, file and use, and then
there’'s the, 1 suspect, an open market situation like we find
in California.

MR. FARGETER: Right.

SENATOR DALTON: Do you—— One of the-- 1 guess one
of ths basis for our system is to ensuwre that adeguate rates
are charged as well as —--— to ensure the solvency of companies.
I« the~-~ Do you find in a file-and-use eystem that yvou have a

problem with inadequate rates?

M. FARGETER: Not from the standpont of company
insolvency. We have a few insolvent carriers, but that's utter
mismanagement mostly, not the rate levels.

But, as I've previously explained, most of the
filings we see are —— according to the actuarial exhibite -—-

inadequate, but we let the companies do that. They ‘re inching

+

forward & bit =& a  time. They're moving in the right

directiorn, and we would like them to remain in business in the



state, rather than withdrawal because of our demand. I+ they
increase the rates instead of, say, 94 to 28%4, on the other
side of that coin is the consumer of insurance who doesn’'t want
a 28%. I don't either. I buy insurance too, so--

SENATOR DALTON: So, you have a file—-and-use system.
You have a very minimal residual market.

MR. FARGETER: Right.

SENATOR DALTON: Okay. Of less than S%4. Burs is
over S0%.

MR. FARGETER: Well, I understand that.

SENATOR DALTON: Yeah. And, you have, in fact, a
fairly significant bit of competition -— & competitive
situation going on in Indiama right now.

MR. FARGETER: Yes. We have a lot of freedom in the
marketplace.

SENATOR DALTON: I've taken enocugh time. Senator
Orechio?

SENATOR ORECHIO: Pid you indicate thaet insurance 1s
mandatory in Indiana®

MR. FARGETER: Indiana has a Compulsory Financial
Responsibility statute, and it doesn’'t necessarily mean
insurance. You carn buy & liability bond, or post securities in
the amournt of #F4&0,000 with the Motor Vehicles, or provide an
insurance policy. And, you just provide proof of financial
responsibility at the time you purchase yvour license plates.

SENATOR ORECHIO: What percentage of vyour drivers
don 't have a bonding arrangement or carry insurance?

MR. FARGETER: Well, 9% or 1074, or more. I'm not
sure. I know it's a rough estimate. I did a broad-gauge

estimate some years ago, but I have to do it again.

SENATOR ORECHIO: Have the rates been stable?
What ‘s your loss euperierice been, for esample?

MR. FARGETER: Well, the loss experience—- Like
every other inswance carvrier, you +Find that 1= on  the
increase, in inflation. Whenever you recover an  economy, I

m



suppose it will go up. One of the theories is that the more
disposable income, people travel more, they’'re involved in more
accidents. So, these are the combinations of frequency and
severity, and I suppose the experience is not going to improve
any. JIt’'s going to get worse.

SENATOR ORECHIO: You're a fault state?

MR. PARGETER: I beg your pardon?

SENATOR ORECHIO: You're a fault state, right? Do
you have no fault, or are you fault?

MR. FARGETER: Ah, no. No, we're not. We are-— In
a Comparitive Negligence statute, I think, over S0%Z you don’'t
get anything, rather than contributory negligence.

SENATOR ORECHIO: Would you-— Is that working well?

MR. FARGETER: It seem= to be. It seems to be.

We're one of the few states that did not favor some sort  of

m

comparative negligence statute, and those that have
contributory negligence are in the minority now. So-—-—

SENATOR ORECHIUO: There’'s no subsidizatiorn of vyour
drivers in your assigned risk, are there? Are there other
drivere?

MR. FARGETER: No. No. Subsidy comes from the
companies who pay the losses, and they can be--—

SENATOR ORECHID: In termse of your classitfication,
and categorizing, Yyou Say onhe of the elemernts of the
prerequisites iz that it cannot be discriminmatory.

MR. FARGETER: Unfairly discriminatory.

Discrimination is the very essernce of rating—-making. But, the
term is "unfairly discriminatory." You might describe that
as~-— Well, say they lived next dococr to each other, and they

had the same kind of car, and they each had the same sort of a
driving record, and they drove about, essentially, the same

amount of mileage, and the same distance toc and from work, =Yl

you charge one #100 and the other #200. BRoth present & similar
-— the same exposure to loss. fAnd, this is by the sams
insurance company, of Course., Theat would be urntair



discrimination to charge one one rate and one another.

SENATOR ORECHIO: In terms of your rating system,
what are the variables in terms of establishing rates, as they
atfect women, age, and so forth? Can you go into detail on
that classification system?

MR. FARGETER: Well, it's experience. ~Insurance
rates are based on the probabilities of groups. You don’'t know
who in the group is going to have the accident, but out of each
group you predict that so many is going to have the accident.
Thie is an average cost, and you've got to protect this much
from each. Each policyholder will pay the 1losses of the

"feel." That's the way insurance works.

[
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c, women, as a group, have less accident frequency.
And for the girl young drivers, they get lower rates, and the
boy young drivers, who are more aggressive and inclined toc be
more reckless and have the agreater accident frequency.

Of course, when it comes to adults, women and men get
the same rates. The difference is with the girl young drivers
and the boy young drivers.

SENATOR ORECHID: How deo vyou treat a woman who's &
college student?

SENATOR DALTON: I beg youw pardon?

SENATOR ORECHICO: How do  you treat a woman who's &
college student in terms of her status?

MR. FARGETER: Well, you rate according to her age

and her driving record. And, some companies—- It's up +tc
individual company underwriting requirements. They want the
parents’ insurance alsco, and a vyourg driver —— & female young
driver —— who is the principal operator of the auvtomobile,

well, they don’'t have as much trouble with that as they do with
the boy young driver, the theory being auto insurance companies
who want parental control over the driver, and then you’'ll have
a better risk. So—-

SENATOR ORECHIO: In some states -— like ours -—-

women who o ars  college students, for  purposes of rate

1C



classification,

are treated as

being married and, of course,
the rate is less. What is your system in Indiana?

MR. FARGETER: I don’t know of anybody, for the
young female driver, who does that in Indiana. I said their
age and their driving record, and those are the rates and the
classification for about 16 through 20, and 21 through 24.
Then those age groups have their own rate classifications and
their own rates.

SENATOR ORECHIO: And then, over 25, of course—-—

MR. PARGETER: Over 25 generally are treated as
adults.

SENATOR ORECHIQ: Uh—-huh. That's all for now.

SENATOR DALTON: Mr. FPargeter, we ve beesn joined by
Senator John Lynch, who ie alsc the Senate Majority Leader. &o
we 've got nothing but honchos up here, with the exception of
myself, today.

Senator Lynch, do you have—-

SENATOR LYNCH Thank's a lot.

SENATOR DALTON: Okay.

SENATOR LYNCH: Good morning. 1I'm sorry that 1 was
late. Do you have any type of fraud bureau out there?

MR. FARGETER: A Ffraud bureau —— probably the
National Automobile Theft Bureau 15 the closest thing to it,
rnot 1in state government.

SENATOR LYNCH: You don’t have anything within  the
State agencies?

MR. FARGETER: Well, we have & Consumer Services
Division with the Insurance Department, and two field
investigators, and what we're largely doirmg is -- ahk, after
fraudulent agents. But, as far as the insurance fraud, per se,
I think the industry handles that rather thamn the state. And,

if there’'s any prosecution,

appropriate county
SENATOR

shops, and lawyers,

I suppose there are sheriffs and
authorities to take it to court, but--
LYNCH: Do you see prosecutions of  body

—

and doctors?
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MR. FARGETER: No great volume of it. I suppose
individual cases, but I don’'t recollect anywhere in State
government we have anything dealing with that. As a——

SENATOR LYNCH: You say that you had a form of a
compul sory insurance. Is it &a financial responsibility after
yvour first accident?

MR. FARGETER: Well, it 's——

SENATOR LYNCH: Or is it a proof of financial
responsibilty from the time you get a license?

MR. FPARGETER: Actually, 1it’'s not compul sory
insurance. It's a Compulsory Financial Responsibility statute.
You show proof of that financial responsibility at the time you
buy your license plates, and that could be an insurance policy,
or a liability bond, or post cash as security with the Bureau

of Motor Vehicles.

SENATOR LYNCH: Do you know—-— Do you have any
records of your average -—— of your insurance companies’ average
pevmente on claims, the average personal  injury claim™ .

MR. FARGETER: No. Well, we have some records by the
Insurance Servicezs Office -- the national statistics. But,
each individual company will keep their own records on the
bodily injury frequency, and bodily injury severity. Arnd  some

companies have greater statistical ability than others.

SENATOR LYNCH: Are the numbere of uninsured
motorists, or motorists who have not proved financial
responsibility —— filed proof of finamcial responsibility &t
the time they got their tags —-— is that on the rise?

MR. FARGETER: 0Oh, it probably is, as a part of the
economic times. Feople get their license plates and they
cancel their policy, or they let the thing lapse without
payment. I suppose it is.

SENATOR LYNCH: Is there any statistical
qualification of that over the last decade or sc?
MR. FARGETER: Not that 1 know of.

SENATOR LYNCH: But your own perception of 1t is that



it would be going up?

MR. FARGETER: My own perception of it—— We used to
get a broad—-gauge measurement. You see, the National
Association of Independent Insurers and the Insurance Services
Office provided amnual statistics, and we used to compare the
earned car years —— that’'s a car insured on the policy for one
year —- the number of earned car years, compared with the Motor
Vehicle registration figures, and get a broad-gauge idea about
approximately the number of uninsured motorists in the State.
The last time I did that, it was nine or ten percent, but I
think it’'s probably on the rise.

SENATOR LYNCH: The numbers in your assigned risk,
while they 're minimal at this time, are they rising?

MR. FARGETER: I think they 're staying about the same.
SENATOR LYNCH: Would vyou say vyour rates in  your

assigned risk are comparable to the market rates?

MR. FARGETER: The Insurance Services Office—- I
don't know who--—

SERNATOR LYMOH:  How do you wind up with an  assigned
risk? He must be a pretty baed driver, right, to be an assigned
risk?

MF. FARGETER: Well, we have a very strong
substandard, or nonstandard, market in  Indiana -- 106 or 1%

companies are very active, and it keeps the assianed risk plan
depopul ated.

But, yes, 14 vyvou're bad driver, for some reason  or
another some insurance company doesn’'t warnt to insure you, so
vou go to the Automobile Insurance Flam and they ve modernized
that. You used to have to wait three days:; now you can get
immediate coverage.

SENATOR LYNCH: Would you get & little nervous if you
had over 4% percent of your drivers in a residual market, like

we da™

FRAOFERTY OF

Mik. FARGETER: We would be veryvnervolds
) = YEUYTNEW 2555 5Y STATE LIBRARY

SENATOR LYNCH: I would suspect

APR o1
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If you see a significant increase in your rate, which
you don’'t control, would you expect a corresponding significant
increase in the numbers of people ending up uninsured, or in
the JUA —-— I mean, the Assigned Risk?

MR. PARGETER: Well, I believe there probably would
be. However, we do have a measuure of control over the rates.
We're a modified file-and—use State, and the carriers must file
the rates before they can use them, and they're subject to
actuarial review. We have the hearing machinery and we can
back the company off of it.

SENATOR LYNCH: Are most of them in for rate
increases now?

MR. FARGETER: Yes, and most of the rate increases we
see are inadeguate, but we let the carriers do that because the
other eide of the cocin is the consumer, and they ' re i1inching
forward in the area in which they need to be. And when you get

the two largest auto insurance companies in the nation taking

arn inadequate rate increase, well, you begin to wonder why, but
it is for competitive reascons in Indiana —-- also the consumer
-— and they’'re qgoing 1in the right direction. Most of the

companies are quite soclvent and they can stand to take the
losses. They have a large investment income.

SENATOR LYNCH: Thank you.

SENATOR ORECHIO: I have one other question. You
indicated, Mr. Pargeter, that your assigned risk fits a very
small category of drivers in your State. And, ormn  the other
hand, your average rate is almost comparable to New Jersey’s,
and, yet we have over 350% in that category. What I'm wondering
ig, what is the determining factor that establishes that you go
to Asszigned Risk, number one? Number two, how do you determine
that threshold?

It appears toc me that vyour rates ——- average rates —-
maybe could be reduced somewhat by having those in the assigned
risk —— probably drivers that are presently mot in that plan

but who should be there because of their driving records, and

14



as a result, you may be bringing your average down -- I'm just
wondering how you determine who is in the assigned risk?

MR. FARGETER: Well, generally, what determines if a
man ise —— applies for automobile insurance, is that he’'s been
turned down by three carriers and he can’'t obtain insurance
elsewhere; then we have a Market Assistance Program in Indiana.
I refer the gentleman to the Assigned Risk Plan, and they find
him an agent.

SENATOR ORECHIO: What is the termination for ‘the
rejection? I mean 1in terms of being able to comply with the
nondiscriminatory—-—

MR. FARGETER: Well, driving record largely. It's
driving record, or prior conviction for drunken driving, or
whatever reason. A high-performance automobile and & young
driver —-- that’'s a good combination to stay away from with
standard ratesz -— and, he’'s been twned down by three carriers,
and he carn’'t find insuwrance. He s searched the market on his
owr, and he calle the Department of Insurance. I send him to
the Automobile Insurance Flan. That ‘s  the 588F standing
criteria, and they apparently have a market for about
everybody. Even the Automobile Insurance Flan can turn down &
driver -- an application -— with & meeting of the Board of
Governors.

SENATOR DALTOM: Mr. Fargeter, do you have any
figuresz as far as the number of suits that you have 1n the
State of Indiana because of automobile accidente™

MR. FARGETER: I don’'t have. The Depsartment doesn’t
keep such statistics. We have a homegrown trade association,
called the Indiana Insurance Institute —— They might have som=z
figures. I do not.

SENATOR DALTON: Would they have that broken down, do
you think, into suits dealing with actual damages, and suits
dealing with pain and suffering?

MR. PARGETER: No, I don't know. I dorn't even  know

if they have the statistics. They 'd have to be collected on &



countywide basis, or in the courts in each county where they
bring the suits. But—-—

SENATOR DALTON: Okay. We might want to reach out to
them. Before you leave, we might want to get an address and
phone number because I think we’'d be interested in their
statistics. :

MR. FARGETER: Well, they ‘re at 115 North
FPennsylvania, 46204,

SENATOR DAL TON: What is the role of IS0 out in
Indiana®? Are they-—- They Jjust provide general actuarial
information, or do they actually set rates out there?

MR. FARGETER: What we let IS0 do in Indiana is
provide loss costs, and the company adds ite own factors to
that, and builds their own rate out of that.

SENATUR DALTDMN: So in other worde, their role is not
to set rates but to provide information, is that correct?
Trends?

MR. FARGETER: Frovide information. We constantly
ask for the companies’ ——- how they figure their loss cost
multipliers. 5o, that’'s one of the favorite guestions of the
actuary.

SENATOR DALTON:  Okay, =0 each company uses their own
rates, in other words?

M. FPARGETER: Essentially, yes.

SENATOR DALTON: Okay. You don 't have a, quote, "I50
Rate"?

MR. FPARGETER: Not really. The Automobile Assist
Flan —— I think that was actually a subsidiary. It 's operated
by I80, and I think they do publish the rates. They have their
own tating manual and forms.

SENATOR DALTON: Okay. Is there —-- your market share
—-— any one company ocut in Indiana that is dominant as far a=s
its share of the personal autoc market”

MR. FARGETER: Ye=, E&tate Farm Mutual. I think

number two iz the Allstate Insurance Company. Number three is
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the United Farm Bureau'Mutual, which operates in Indiana.

SENATOR DALTON: State Farm and Allstate are direct
writers?

MR. FARGETER: Right.

SENATOR DALTON: Is Farmers Mutual (sic) a direct
writer?

MR. FARGETER: They are a direct writer and have
several divisions. Let’'s see, Meridan Mutual was an origianal

company. There’'s an American Agency System Company. Then,; I

think, next 1is probably American States. They have three
companies —-- American States, American Economy, and American
Freterred —— in the auto market.

SENATOR DALTON: Roughly speaking, what do the —— say
for instance, State Farm and your direct writers—— Your first

five top writers, what share of the marketplace do they have,
roughly?

MR. FARGETER: Oh, I could only guess on that. That
figure is probably more than one-third.

SENATOR DALTON: More than one-third?

MR. FARGETER: FRight.

SENATOR DALTOWN: Okay. Additionslly, do you have an
anti-rebhate law out in Indiana +tor agents?

MR. FARGETER: VYes.

SENATOR DALTON: Okay.

MR. FARGETER: We have an anti-rebate 1aw. 111 give
you a copy of it before I go.

SENATOR DALTON: I'd be glad to have that copy. I
don’'t have any other questions. Does anyone else?

SENATOR DRECHIO: I have another question. In +the
last 10 years, can you indicate how many new companies have
come inteo Indiana teo sell insurance, and how many have left?

MR. FARGETER: Np, I can’'t, as & matter of fact. I
can get the information for you, but I hesitate to evern make an
estimate.

SENATOR ORECHIO: Do you have many companies leaving
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the State because they couldn’t make money?

MR. FARGETER: Well, the companies that are leaving
the State are withdrawing from the marketplace because they're
bankrupt. That 's—-

SENATOR DALTON: Because they 're what?

MR. PARGETER: Insolvent. And, that’'s largely
because of mismanagement rather than rate inadequacies.
There's duite a bit of that nowadays.

SENATOR ORECHIO: Do you license auto body repair
shops in Indiana®?

MR. FARGETER: Not the Department of Insurance. Not
that I know of. They have a business license from the
commuriity, but as far as specific——

SENATOR ORECHIO: As far as the State’'s concerned
though?

MR. FARGETER: As far as the State’'s concerned, no.

SENATOR LYNCH: What do you stack up with the tort
states in termz of vyour rates? There may be 30 tort states. .
Do youw know where you +it inte that ——- the rest of them on the
basis of rates?

MR. FARGETER: Noe, I don't. I don’t have any
insurance information. The Insurance Information Institute in
New York City can probably provide you with that information,
very gquickly. '

SENATOR LYNCH: Now you say that Yy ou have,
admittedly, substandard rates.

MR. FARGETER: Substandard carriers.

SENATOR LYNCH: Your rates are low, or the carriers
aren’'t charging enough, or whatever.

MR. FARGETER: Well, they specialize 1in the risk,
which presents a greater esposure to loss: Fecople with the bad
driving records, the teenager with the hot car, the drunken
driving convictions, and so on.

SENATOR LYNCH: Your companies are losing money” Do

you have inadequate rates, as you said?
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MR. FARGETER: Well, the-— Not in the substandard
market, no. They re not inadeguate.

SENATOR LYNCH: Forget substandard. They 're
inadeguate. How do you define inadeguate?

MR. FARGETER: Well, it doesn’'t cover the losses or
the expenses.

SENATOR LYNCH: And then you have—-- How many of your
companies that write major portions of vyour policies are
strictly intrastate? '

MR. FARGETER: Intrastate?

SENATOR LYNCH: Yeah —-—- your own companies?

MR. FARGETER: United Farm Bureau Mutual.

SENATOR LYNCH: That '= pretty much 1t7™

MR. FARGETER: That's 1it.

SENATOR  LYNCH: The rest of them are national
companies?

MR. FARGETER: Reaional or national -- & lot of
regional companies.

SENATOR LYNCH: So, &ll your meajors are national,
aren’'t they?

MF. FARGETER: All the majors are national, sure.

SENATOR LYNCH: So, i+ they have inadequate rates in
Indiana and they ' re losing money —— they 're not charging enough
to pay claims and expenses - somebody else i1is subsidizing
them, aren’'t they?

MK. FARGETER: They 're making encugh  investment
income. If you have something with a %69 billion investment
portfolio —-—- why, you can do & lot with it, you know.

SENATOR LYNCH: But; you’'re saving that they have--

SENATOR DRECHIO: Charitable organizations.

SENATOR LYNCH: Then when you say that they have
inadequate rates, you're not factoring in investments at all?

MR. FARGETER: No.

SENATOR LYRMZH: Are you saying that, then, they

should be-—- Is yow definition of adequate that they would be



able to have an underwriting profit?

MR. FARGETER: That ' 's adequate, yes.

SENATOR LYNCH: That ' 's adequate?

MR. PARGETER: That ‘s the definition of adequacy,
like we have a statutory definition of adequacy and inadequacy.
But, in order to cover the loss -- maybe I'm too old fashioned,
but they make it up in investment profit. So, overall, they
come up with & company profit.

SENATOR LYNCH: Thank you.

SENATOR DALTON: What sort of profits can they make,
Mr. Fargeter?

MR. FARGETER: Well, we don’'t have any untair profit.

SENATOR DALTON: Do vyou have a percentage that you
generally use as a guide?

MR. FARGETER: Well, normally, i1it's 1in the rate
makeup. Normally, there’'s an allowance of five percent.

SENATOR DALTON: Five percent?

MR. FARGETER: Five percent. But, they ' re not making
that.

SENATOR  DALTOM: Okay. Again, we certainly
appreciate you taking the time to be with us this morning, and
I hope you have & safe trip beck. Thank you very much.

MR. FPARGETER: Thank you.

SEMATOR LYNCH: Maybe you can tell us before vyou
leave, how many companies have gone out of business in the last
four to ten yvear=7T

MR. FARGETER: I can’t tell you that one, but in the
last —— not too many in the last 10 years. It looks like there
might be quite a few more in the next 10n though, or the next
five, because the property and casualty industry is in pretty
rough shape atter we've done all thie cash flow underwriting
and 21% prime interest rates. 8o, the chickens are coming home
to roost.

SENATOR LYNCH: The mostly reqgionsal companies’™

MR. FARGETER: AR - yes, regional. Some  few are

—
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national in scope, but generally the smaller ones.

SENATOR LYNCH: Thank you.

MR. FARGETER: Okay.

SENATOR DALTON: Thank you again, Mr. Fargeter.

MR. FARGETER: Okay. I1'11 see if I can find what 1
was gQoing to give you. I'11 try to give it to you in a moment.

SENATOR DAL TON: The next person that I'd like to
welcome to the State, and also the Committee, is Mr. FRobert F.

Heisler, the Chief Assistant Deputy Director of the Consumer

Bureau, Illinois Department of Insurance.

Mr. Heisler, good morning and, as I said, welcome to

this State, and thamk you very much for coming to New Jersey
today to provide us some information as to how youww system —-—
rate system —— your rate regulafory system works in Illincis.
S0, the floor is yours.
ROBERT F. HEIG SLER: Thank you very much,
Senator. Good morning. On  behalf of Director Johnny
Washburrn, I want to thank you Ffor inviting the Illincis
Department of Insurance to testity before this Senate
Committee.

My name is Robert F. Heisler. I'm the Chief
fAissistant Deputy Director of the Consumer Division of the
Illinois Department of Insurance. I've been employed by the
Department of Inswance, in the Froperty and Casualty area, for
almost 1é& years.

e you may or may not know, the State of Il1linois 1
the only State in the Urmion that does not have an insurance
rating law applicable to almocst a&ll  property and casualty
lines. Frior to 1969, Illinois had a Froperty and Casualty
Rating law, which is commonly referred to as prior approval.
Effective Jarnuary 1, 19270, Illinois adopted an Open Competition
Rating law, applicable to all property and casualty lines,
except reinsurance, coean marine, aircratt, workers’
compensation and employers’ liability, and title insurance.

This Opern Competition Rating law, referred to as

NewJemeyStateubrary
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Ariticle Z0-1/2 of the Illinois Insurance Law, was somewhat
wnique in that the law had a buit in expiration date of August
1, 1971,

Article 20-1/2 waes allowed toc expire on its own
terms, effective August 1, 1971. This 1left Illinois with
absolutely no rating law applicable to property and. casualty
lines, except for workers’ compensation, which was contained
under Article 29 of the Insurance Law, which provided for prior
approval of such rates and rating plans. 4

Since August 1, 1971, there has been legislation
introduced and enacted to allow the Department of Insurance

rate avthority in  the area of group inner marine, which wa

n

effective October 1, 1975, and medical malpractice, which was

i

effective September 19, 1976. EBoth of these laws are of the
open competition natuwre, which permit companies to commence
using rates, provided they file such rates with the Department
within 20 days of their effective date, and the Department
maintains the auvthority to disapprove such rates if &
competitive market does not exist.

In addition, the workers’' compensation and employers’
liability rating law was changed Ffrom & prior  approval,
etfective Januwary 1, 19832, to an open competition rating law,
which permits companies to commence using rates. However, they
are required to file such rates with the Department within 20
days of their effective date, and the Department maintains the
right to review such rates., On &all other property and casualty
insurarnce, the State of Illinois does not have an  applicable
rating law, therefore making it the only EState in  the Union
with a truly open competition rating atmosphere.

Subsequent to the expiration of Article 3Z0-1/2 on
August 1, 1971, the Department of Insurance implemented Rule
7804 —— and that is what I have passed out to you —-— which hac
since been renumbered and is presently referred to as
Departmental Rule 784, which allows the Department of Insurance

to moniter the activities of property and casualty insuranc
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companies as they might affect the rates in Illinois. This
rule requires the filing of rates and rating plans for private
passenger automobiles, taxi cabs, motorcycles, homeowners -—-—
including mobile homeowrers —- dwelling fire and allied lines,
and liquor liability.

In addition to these lines, insurance companies must
file a form, referred to as an RFZ, on any change it may have
in a ratimg rule, or rates, for all lines of property and
casualty insurance which will affect premiums in the State of
Illincis. The RFZ simply requires the company to indicate the
line of insurance which has been impacted by such change, and
the percentage of increase or decrease that such change will
have on the annual premium volume in the State of Illinois.

Effective July 1, 1980, Rule 7354 was changed to
require the filing of Form RF4, which is an automeobile annual
premium comparison form for private passenger automobiles, and
a Form RFZS, which is & homsowners annual premium  comparison.
Theze two Forms were developed mainly to assist 1llincis
consumers in shopping for private passengsr auvtomobile, as well
as homeowners insuwrance in  the Etate of Illinols. A copy of
these forms are maintained in the Department’'s Chicago office,
as well as= ouwr Springfield office, and are available for public
inspection any time during our normal working houwrs, to assist
Illincis consumers  to shop for  their automcbile &z well as
their homsownsr premiums.

For your convenience, I have attached & copy of
Departmental Rule 754, and vyou will note that this Rule
requires the company to maintain the documentary data for rate
level changes, and make such data available for review by the
Department ‘s Froperty and Casualty Evaluation Section.

I might add that the Department of Insurarnce does, in
fact, conduct market conduct examinations, and undocumented
deviations from the companies’ rating manuals are cited and
subject to examination reports, and often form the basis for

the Department s administrative action, if amy, as a result of
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such examinations.

Although this is somewhat of a history regarding the
status of rate regulation in Illinois, I'm sure your interest
lies in an evaluation as to whether pure competition is working
in Illinois. The remainder of my testimony will attempt to
address this question.

In late 1970, the Illinois Department of Insurance
authorizéd Doctor David R. Klock (phonetic spelling), of the
Department of Finance of the University of Illinois, to study
the effect of open competition in Illinois, as compared to
prior approval situations prior to 1970.

While Doctor Klock's report entitled, "The
Development in Fretest of the Methodology to Investigate the
Competitive Status of Markets Ffor Froperty a&and Liability
Insurance," was in excess of 140 pages, I would like to quote
from his conclusions and recommendations:

"The Illincois Open Competition Rating Law should be
allowed to contirnue past its present terminal date of August, |
1971. This conclusion is based on, one, & workable degree of
competition exists within the test market; and, two, & return
to prior approval would not provide consumers  with any
additional bernefits. It would lead to a decline in  adtomobile
insurance availability."

Im 1977, the Department of Insurance conducted ite
own rate study in regards to automobile insurance. This
reported concluded, and I guote:

"I light of the data gathered in this study, and
supported by the findings of others cited, perhaps the most
significant conclusion one can draw is that competition is good
in & vaiable marketplace. The prior experience, documented in
the tables, certainly illustrates that the larger companies are
competing on a nationwide basis.

"Further, competition among inswers in this state
doez, +or the most part, exist, and Illinois automobile

insuwrance rates do, in general, compare favorably with rates in



other states of similar size."

Also in 1977, the Illinois Insurance Law Study
Commission authorized Doctor Robert C. Whitt (phonetic
spelling), Associate Frofessor of Insurance and Actuarial'
Science of the Graduate School of the University of Texas, to
conduct a study of the rate regulatory system in Illinois 1in
regards to automobile insurance. In this report entitled, "The
Automobile Insurance Rate Regulatory System in Illinoisy A
Comparative Study," Doctor Whitt concluded:

"It appears as if automobile insurance consumers in
Illinois have fared relatively well in terms of average rates,
as related to losses. lL.arge states with competitive rate
regulatory laws, such as California and New York, had slightly
igher average loss ratios. However, Texas, which has a very
stringent regulatory law, had an average loss rate which was
zlightly lower than the one in Illineis during this +Five-year

period.

0

"Thus, 1t appesrs as 1+ the unigue, competitive rate

regulatory system 1in Illinois has reasonably protected the
interest of auwtomobile insuwrance consumers in the State,
because a relatively higher percentage of the premium dollars
have been returned to them in the form of loss payments, "

Again in 1979, the Illincis Department of Insurance
conducted an update of their 1977 Automobile Rate Study. This
report concluded, "In addition, automobile insuwrance rates for
the Etate of Illimcis, and for ite cities and suburban areas —-
for the companies suwveyed -—— 1inn general, seem to compare
favorably with other states involved in this study."

In 1981, the Insurance Research Associates published
an executive summary, entitled: "The 1Illinoie System of
Insurance Fricing, Fractice, and Attitudes of Selected
Insurers," authored by John D. Long, CFCU, CLU, Frofessor of
Insurance at Indiana University, and Robert I. Mear, FPhRD,
Frofessor of Finance at  the University of Illirocis (phornetic

spelling=). This report concluded, and 1 guote:
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"The Illirnois market for automobile and homeowners
insurance was strongly competitive for the period under study.
The authors suspect that the other lines also were strongly
competitive, but did not investigate them in detail."

Fresently, the Illinois Department of Insurance 1is
conducting a study of commercial rates in Illinois, compared to
the states composing the NAIC Midwestern Zone. While this
study is not complete, preliminary indications -- comparing
rates applicable in Illinois with the participating states, and
by comparing market shares —- indicate that commercial rates
in Illinois are, in fact, competitive.

While most of the above captioned studies are
voluminous, I did not bring copies of these studies with me;
however, the Department would be more than happy to furnish
copies of these studiesz to vyou, to assist you in  your
evaluations.

Arcther indicator of & competitive market, especially
in automeobile insurance, is the size of its Assigned Risk Flan.
In Illirois, consistantly for the past five years, ouw volume
in the Assigned Risk Flan, by the number of cars insured in the
voluntary market —— our Assigned Risk Flan is approximately
one—-half of one percent.

While I do rnot advocate the abolishment of any rating
law, such as Illincis has done, which by mistake or by design—-
But, we feel very comfortable now, atftter 1& vyears of
e<perience, without a rating law. We fteel we have sufficient
studies to prove that competiticon does work, and does work on
ite own.

I wouldn’'t -- as 1 said before -- advocate the
abolishment of a rating law, but I would recommend that vyou
consider some form of an open competition rating law. I think
the history on rating laws has proven that a Frior Approval
Rating law ie antiquated and you should be loocking at some
recommendations in regards  to some form of open competition

reting. Thanlk you.

k3
o



SENATOR DALTON: Thank you, Mr. Heisler. Ruestions
from the members of the Committee? John, do you have any
questions?

SENATOR LYNCH: No, go ahead.

SENATOR DALTON: I'm going to basically stick to some
of the questions 1 asked Mr. Fargeter. And 1 suspect the first
question I asked him dealt with the whole issue of the regular
market versus the nonstandard market. And vyour nonstandard
market is almost nonexistent, is that correct?

MR. HEISLER: Almost nonexistent. I do have some
figures, if you would like the figures. For the year of ‘82,
we had 4,991,455 auvtomobiles registered in Illinois. Dur
Assigned Risk Flamn had & volume of 6,839.

In 19872, we had 5,060,842, Our population in the
auto plan was I,604.

In 1984, we had 5,216,942, and our population in the
auto plan was 2,328,

SENATOR DALTON: Now, the-- i mean, Chicago is
obviously the urban center, and 1 suspect—-- Depending on who
you talk to in Illinocise, I know that 's a constant debate, what
is the-- I+ vyou can, give me somse Ffigures as to the average
rate in Chicago. Do you have those i an urban area™

MR. HEISLER: No, sir, I don’t.

SENATOR DALTON: Okay.

MR. HEISLER: What I could furnish you with that may
give you some indication—--— That RF4 Form that is attached to
the material thet I submitted to you, I could submit to vyou
photocopies of some of thosze completed forms for the rates that
are on file as of right now.

SENATOR DALTON: That would be fine. I would
appreciate that.

You said you have been an open competition State for
16 years.

M. HEISLER: Yes, sir.

SENATOR DALTON: Correct? And, 1 know you ' re not

1
iy



that old, but what is-— VYou were a prior-approval 8tate prior
to that?

Mk. HEISLER: VYes, sir.

SENATOR DALTON: Now, as a prior-approval state, did
you have any residual market at that time, and, if so,+wihgt mas
it? T

~ MR. HEISLER: We had the Automobile Insurance Plan.
We had it for —-- since approximately 1936 - ‘38, somewhere in
there. 7 A

~SENATOR DALTON: And,Arbughly;-«hatlper:entage of the
marketplace was the —— were the cars in the ARIP while you were
in the last year of your being a prior—approval state?

MR. HEISLER: I'm sorry, I don’'t know. But, I don’t
believe it has ever gotten above one percent.

SENATOR DALTON: So, it was never significant?

MR. HEISLER: No, sir.

SENATOR DALTON: Okay. Is insurance mandatory in
Illinois®?

MR. HEISLER: Ny sir. We have a Financial
Responsibility Law, which is an after—the-tfact financial
responsibility. If you are involved in an accident, you have

to file with the Secretary of State procf of Ffinancial
responsibility, which can be in the form of an auto insurance
policy or a bond.

SENATOR DALTON: Do you see & problem, &s someone who
has an overview of the companies, with charging of i1inadequate
rates in an open competition state?

MR. HEISLER: If a company 1is charging inadequate
rates, they’'re doing it of their own wvolition. They're the
only ones that are going to suffer the result of that. So, I
don‘t have a feeling, one way or the other, that I would get
terribly upset about that situation.

SENATOR DALTON: What about the flip side

m
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cain? What about excessive ratezx? Again, do you se
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MR. HEISLER: I don't see it myself, personally. if
a company in Illinois is charging excessive rates, they won’'t
have that business very long, because the consumer will move.

SENATOR DALTON: VYou‘re a tort state as well, is that
correct?

MKR. HEISLER: I'm sorry?

. -SENATOR DALTON: You don’t have no—fault?
" MR. HEISLER: No, we do not have a no—-fault.

SENATOR DAL TON: DOkay, if I get involved in an
accident in Illinois and if I get hurt —— I mean, I utilfee the
courts as the remedy?

MR. HEISLER: Yes. As a result of & Supreme Court
decision, approximately 2-1/2 - 2 years ago, we are a pure
comparative negligernce state.

SENATOR DAL TON: What if-- Do you have any suit
information in Illincis, vis—a-vis the personal auto?

MR, HEIZSLER: No, siry, I don't. Ard I'm not aware of

anybody that brings suit information out on personal  auto as

opposed to any other type of liability.
SENATOR DALTON The rationale -- the reason I'm
asking -- for no-fault, obvicusly, is the elimination of suits.

And I wanted to =z=ees, in & non no-fault state, whether you have
jammed calendar=s. You krnow, how many suits do you have, and
this——

MR. HEISLER: I can assure you we do have jammed
calendars, especially in the Cook County area, where it’'s my
understand that once a suit is filed -- a bodily injury suit --
it may take up to five or six years before it goes through the
court system.

SENATOR DAL TON: Do you-- What is—- Ah, IS0, I
suspect, has no role in Illinois, is that correct?

MR. HEISLER: IS0 is an advisory organization in
Illinois. We do license them as an advisory organization.
They—-- In Illincis, they do publish pure loses information to

their members. Then, to develop a rate, the companies that are



members of IS0 then add their expense factors to that to come
up to a rate.

SENATOR DALTON: The—- Senator Orechioc was asking
before of the gentleman from Indiana the whole issue of, you
know, how many companies you have moving into the state and how
many you have moving out. Do you have any type of information
like that? 1 suspect—-—- I would assume that they would love to
do businéss in Illinois, given it’'s an open competition state.
Is that a generally correct statement?

MR. HEISLER: I don’'t have any specific information
in regards to how many companies have been admitted over the
past 10 years, or how many have left as a result of the last 10
years. I can get you that information.

SENATOR DALTON: And could you provide us with the
number of failures?

M. HEISLER: 0Oh yes, sir.

SENATOR DALTON: Okavy.

M. HEISLER: I can tell you that the last statistic
I saw for the year, I think it was 83 - "84, there were 40
property and casualty company failures. The two YEAars
preceeding that, there were only 25, 1 believe.

SENATOR DALTON: How do  you—- How does l1llinois
handle such a situation as a failure®™ 1 mean, do you come in
and do you try to bail out the policyholders, or what dé you do
as far as losses and this type of thing??

MR. HEISLER: We have a Conservation Rehabilitation
Division with the Department. We do take over companies that
we feel are failing, and we do have toc have a court order to do
such., If we feel we cannot rehabilitate the company, then we
move to liquidate it, and we do, in Illincis, have a Guarantee
Fund so that if there are not sufficient assets in the company
once it is liquidated, then we do assess the Guarantee Fund.

SENATOR DALTON: Is every policyholder in the state
assesced & percentage that goes into the Guarantees Fund?

MR, HETITSLER: The assessment goes against the
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insurance companies. I would assume that that is some form of
the rate-making.

SENATOR DALTON: So, the consumer never -- doesn’'t
see it broken out in his bill, but I mean it’'s there, and it’'s
passed along. Sure.

MR. HEISLER: It ‘s there. I'm sure it’'s one of the
expenses that go into making up the expense factor, I would
thinlk.,

SENATOR DALTON: An Anti—-Rebate Law —— do you have an
Anti—-Rebate Law in Illinois?

MR. HEISLER: Yes, sir. We do.

SENATOR  DALTON: I have no further questions.
Sernator Orechiao?

SENATOR ORECHIG: How do you compare your system with
Calitornia’s open competitive system?

MR. HEISLER: I am not &t all +amiliar with
Califormnia’'s open competitive system, sir. I'm sorry. I
really don’t know.

SENATOR ORECHID:  All right. Apparently, in Illincis
the minimum age to drive is 16.

MR. HEISLER: Yes, Sit.

SENATOR ORECHID: Right? lhat do you have?” Do  you
have a law that affects senior citizens? At what age threshold
would they be treated the same for insuwrance rate purposes?

MR. HEIZLER: Without & rating law, we don't dictate
to the compamies & rating eystem. But, the majority of
companies, I think, are Ffollowing anywhere +from S5 to
approrimately &0 years old for a senior citizen, before they
consider them senior citizens.

We alec have in Illinois & 1law regarding senior
citizens that pazs a defensive driving course, that they
receive a discount, and the gualifying age there is 5G4,

SENATOR ORECHID: How often is that administered?

MR, HEISLER: The defensive driving couweses?

SENATOR ORECHIO: Yeah, is that——

1



MR. HEISLER: There are certified schools —— schools
that are certified by the Secretary of State, to give these
defensive driving courses. And they 're conducted almost daily
throughout the State.

MR. HEISLER: What about a senior citizen, say, who's
in their 80s? 1Is there any kind of restriction on them at all®?
You don’'t have & cap on one that can drive, do you?

MR. HEISLER: No, sir. As a matter of +fact, they
could be insured through the Auto Flan, regardless of their
age, providing they have a valid Illinois driver’'s license.

SENATOR DALTON: Semnator Lynch?

SENATOR LYNCH: What percentage of your drivers are
uninsured?

MR. HEISLER: I can furnish you the information. We
have done a study Ffor the last four or Ffive years, and I can
furnish you that information. I don't have it right handy. It
is approximately 10 percent, I believe, on a statewide average.
The City of Chiceago is much higher.

SENATOR LYNCH: What percentage of your accidents
involve driverse who have —— who don’t have insurance, which
would thenm trigger them to have to file proot of +financial
responsibility?

MKR. HEISLER: I don't know, sir. I don’t know. I
could try to eobtain that information from the Sescretary of
State’'s office.

SENATOR LYNCH: Do &ll of you carrierse provide
uninsured motorist coverage, and underinsured motorist
coverage, and so forth?

MR. HEISLER: The uninsured motorist ise a mandatory
coverage in the State of Illinois on any automobile liablity
policy.

SENATOR LYNCH: The uninsuwred motorist?

MR. HEISLER: The uninsured motorist. Now, we do
alsc have——

SENATOR LYNOH: It's not mandatory to buy insurance,



but it’'s mandatory if you do buy it to buy uninsured motorist?

MR. HEISLER: Yés. It’'s mandatory that the policy
contain the uninsuwed motorist coverage. Now, we do have a law
that requires, if you select a limit in excess of the financial
responsibility amount of 15, 30, and 10 -— if you select =a
bodily injury amount in excess of 15, 30 -- they have to offer
you uninsured motorist up to the bodily injury amount that vyou
carry. if vyou select a higher amount, or that higher amount,

then you receive underinsured motorist coverage automatically,
also at that same amount.

SENATOR LYNCH: What do you do to fund the claims
against an uninsured motorist, strictly out of-— Suppose vyou
have two uninsured motorists who have not filed, what happens?

MR. HEIELER: That's strictly between the two
vwninsured motorists.

SENATOR LYNCH: There's no fund administered by Motor
Vehicle or anyone else to-—-—

MR. HEISLER: No, sir. Their recourses are in  the
courts, mainly.

SENATOR LYMNCH: How about i+ you have passengers in

two uninswred motor vehicles?™

M. HEISLER: That would be—-—- Oizay.

SENATOR LYNCH: And you have ftatal, what happenzs to
it?

MR. HEISLER: I+ the passenger had automobile
insurance —— all right? -— their insurance would kick in, in

regards to uninsured motorist coverage for the passengers.
Other than that, the only recourse for the estate of a fatal —-
fatally injured person would be the court.

SENATOR LYNCH: Bodily injury, fatal -—- it doesn’'t
make any difference what it 17

MR. HEISLER: It would be the courts. We don’'t have
any kind of & fund at all.

SENATOR LYNCH: When you—-—- You have several major

insurance companies that are domiciled in youwr State, right?
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MR. HEISLER: Yes, sir.

SENATOR  LYNCH: How many majors do you have?
Allstate? Btate Farm?

MR. HEISLER: We have Allstate, State Farm, Economy
Fire and Casualty, which is part of the Kemper Group.

SENATOR LYNCH: What portion of your market do
Allstate and State Farm have?

MR. HEISLER: Of our automobile market?

SENATOR LYNCH: Yeah.

MR. HEISLER: Well, 1 don’'t have it broken down by
company, but I can tell vyou that the top five companies write
S5&6% of the automobile premium in Illinois.

SENATOR LYNCH: Who are the top five?

MR. HEISLER: Allstate has to be the top. 0Or, excuse
me, I'm sorry, State Farm has to be the top, followsed by
Allstate, Country Mutual, Ecoriomy Fire and Casualty, and I'm
sorry, I don't know who the fifth would be.

SENATOR LYNCH: Would you-—  Would Allstate and Etate
Farm have something close to Z0Y% between them?

MR. HEISLER: Retween them?

SENATOR LYNCH: Yes.

M. HEISLER: Yee, I would think so.

SENATOR LYNCH: Would they have--— lWere Allstate and
State Farm the prime moving force to go to open competition?

MR. HEISLER: The type of open competition that we’ ve

got right now? I don't think there was any moving force at all

i

trom the inswance industry to d away with our open
competition rating law.

SENATOR LYNCH: It was only 16 vyears agoc when you
went to open competition?

MR. HEISLER: That was a bill that was originally
proposed by the Illincis Department of Insurance.

SENATOR LYNCH: Wase it supported by Allstate and
State Farm?

MR. HEISLER: I'm sorry, 1 don't know.



SENATOR LYNCH: They have pretty dominant presence
there, don’'t they?

MR. HEISLER: Yes, sir.

SENATOR LYNCH: When you talked before about—-— Let’'s
clarifiy the uninsured percentages. You don’'t have any
percentages on the numbers of drivers that are uninsured?

MR. HEISLER: I do have that. I don’'t have it with
me. I can submit that information to Laurine.

SENATOR LYNCH: Is that—-- Do you account-—-— Would
yvyou say that the fact that you have no compulsory insurance
contributes to the fact that you have so few in the assigned
risk?

MR, HEISLER: It affecte it somewhat, yes. Even 1f
we had compulsory, we would expect our auto planm volume to
increase. EBut, I dom’t think it would be & significant
increase.

SENATOR LYNTH: Do you have any idea of the frequency
with which the public reviews those price shopping forms? Do
they take advantsges of them?

MR, HEIZLEFR: Well, let me put it this way: We used
to publish & buyer 's guide, yearly, with rate comparisons
within that buyer ‘s guide. By the time we published it, it was
outdated because the companies are continuously changing rates.
o, what we have done, we still publish & buyer & guide, and it
has a Formula in there for & consumer to price his  own
insurance.

Now, we do maintain the rating forms in owr Chicago
office, as well as our Springfield office. I can tell you it
is not az much utilized as we would like for it to be utilized.

SENATOR LYNCH: Could they be literally updated every
day?

MR. HEISLER: It is updated every day. Effective the
date that the company’s rates go into effect, those rate
comparison sheste go intoc that manual.

SENATOR LYRNCH: EBut you don't publisn them, in
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sense, for dissemination purposes on a day-to-day basis?

MR. HEISLER: No, sir.

SENATOR LYNCH: Or a week-to-week basis?

MR. HEISLER: No, sir. What we are looking at doing
—— but we're simply looking at doing it -- is putting it on the
State computer, so that it would be accessible through State -——
other State facilities, hoping that might get more consumer
activity, that the consumer woudn’'t have to go that far to
reach a State facility to be able to access or assess those
rates. But, we're strictly looking at that. We have not
gotten it into any kind of final form.

SENATOR LYNCH: You were asked earlier about the
average rates in Chicago. Do you know youwr average rates,
statewide?

MR. HEISLER: No, sir. But, I did say that I would
furnish a copy of those comparison guides to this Committee.

SENATOR LYNCH: Do you have any guesstimates?

MR. HEISLER: Fardon?

SENATOR LYNCH: Do you have any guesstimates?

MR. HEISLER: No, =sir. I don't. I think once you
see the sheets as we submit them, vyou will see that the
premiums are &ll over the ball park.

SENATOR LYNCH: Do you have a fraud bureau?

MR. HEISLER: No, sir. We do not.

SENATOR LYNCH: Iz it frequernt to see prosecution of
people perpetrating fraudulent claims, be it lawyers, doctors,
or body shope?

MR. HEISLER: We see it in Illinois approximately
every two or three years, especially in the City of Chicago,
where the NCFI, or ICFI, or Auto Theft Bureau will come across
something and be able to put together a whole package. But,
that’'s like every three, four, five years that we see something
like that in Illinois. I have never seen it downstate.

SENATOR LYNCH: Do yon see any investigative
reporters or articles that indicat

e that 1t 'z sasy to proszecute



a civil claim, to dummy up a claim, and that that is a regular
practice in your State?

MR. HEISLER: I have not seen anything that would
indicate it’'s a regular practice, no. I have seen it done, but
I have not seen it as a regular practice.

SENATOR LYNCH: Thank you.

SENATOR ORECHIO: I have a question. How—- What ‘s
the degree of the drunk driving laws in Illinois? I mean, do
you have intense and very effective drunk driving laws that
would involve the revocation of licenses, and of course —-— as
well as take some of these drivers off the road?

MR. HEISLER: Yes, sir. We do have a very stringent
drunk driving 1aw. It 1s implied consent. I think the First
conviction is six months suspension.

SENATOR ORECHIO: Second?

MR. HEISLER: The second offense? It goes up from
there, and I'm not sure -— probably a year.

SENATOR DORECHIO: How about third??

M. HEISLER: That 1 domn’t know, sir. But, it does
have a provision for even imprisonment after second or  third,
depending upon the court.

SENATOR ORECHIO: Mandetory, or 1s it--—

MR. HEISLER: It's an implied consent. I+ you refuse
teo take & breatholyzer, thenm 1t's implied that you are
intoxicated and your license 1s imnediately revoked.

SENAGTOR ORECHIO: Imn terme of the jail sentence, ie
that mandatory, or is that an alternative that the-—-

MR. HEISLER: No, sir. That ' 's--

SENATOR ORECHIO: Can the Jjudge give community
service, for edample?

MR. HEISLER: Yes, he can.

SENATOR ORECHIO: In New Jersey, a third revocation
is 10 years. A third drunk driving conviction is 10 vyears. Is
Illincie at that level do you thimk?

MR. HEISLER: I don't krnow, sir. I'm sorry. I don't



know the drunk driving law as well as I probably should know
it. I'm sorry.

SENATOR DALTON: Is there a problem with-— Are you
aware of any problems with Cook County consumers -—-- their
ability to obtain auto insurance?

MR. HEISLER: No, sir.

SENATOR DALTON: Okay. It is available to them?

MR. HEISLER: It is available, and, like I said, even
in our auto insurance plan the only gqualification is that vyou
be-~ There’'s only two qualifications: One, that you be an
Illinois resident; and, the second is that vyou have a valid
Illinois driver's license, and you can obtain insurance.

SENATOR DALTON: Generally speaking, in your personal
cpinion, do you feel that the lllinois consumer is satisfied
with your autco insurance system?

MR. HEISLER: That really depends upon the cycle.
For the last four or five years, I would say, vyes, they are --
or, yesz, they have been.

A= rates, or az premiums start to go up, then they
become dissatisfied, not realizing, maybe, the benefits that
they have received over the last Ffour o +ive vyears by
competition holding down premiums. But, as premiums start to
rise, then we start to see more complaints in regards to our
consumer section, yes.

SENATOR DALTON: Okay. Any gquestions?

SENATOR ORECHIO: Have your rates been stable, would
you say, in the last 10 vyears?

MR. HEISLER: Ah, since--— In regards to automobile
insurance, it’'s probably been since 1978, at least, that the --
I think the insurance consumer has been very well benefited by

lower premiums, yes, sir.

SENATOR LYNCH: In yow basic policy, what is
mandatory —-- 15, Z0, uninsured motorist, some medical paymentz?
MR. HEISLEFR: We have no-- The only mandstory

coverages are, liability in the amount of, bodily injury, 1%,



203 property damage in the amount of 103 and then, on any
automobile liability policy that is issued, the requirement of
uninsured motorist coverage. No other coverage is mandatory.

SENATOR LYNCH: So, you have no mandatory medical
payments at all?

MR. HEISLER: No, sir.
- SENATOR LYNCH: And your—-— What options do the
companies offer, you know, the underinsured motorist? Do they

offer medical payments? Do they offer death benefits? Do they
offer——

MR. HEISLER: I would say 99% of the companies offer
medical pay, towing, collision, comp, uninsured, underinsured
-~ the whole gamut.

SENATOR LYNCH: Death benefitse? SBurvival benefite?

MR. HEISLER: Death benefits, yes. Uh-huh.

SENATOR LYNCH: Do they offer what we would have in
the whole line of the no-fault areas?

MR. HEISLER: Some do offer FIF coverage —-— personal
injury protection.

SENATOR LYMCH: First-party coverage for everything?

MR. HEISLER: Yes, they do. We did have FIF
coverage, & mandatory FIF coverage, in Illincise +or every bit
of three months before it was found to be unconstitutional.
So, that has been carried over. Some companies still can-—-

SENATOR LYNCH: What year was that?

MR. HEISLER: Nimeteen seventy-one.

SENATOR LYNCH: Did that go into effect the same time
you went to open competition?

MR. HEISLER: It became effective, I believe, January
1, 1971, and our rating law went out August 1 of “71.

SENATOR LYNCH: So that was & package at the time?
That was a reformation™

MR. HEISLER: I don’'t know that, but--

SENATOR LYNCH: Well, it must have been somse reform

movement at the time.
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MR. HEISLER: Yeah. I really don't know, sir.

SENATOR LYNCH: It would certainly be awfully
coincidental if they occurred at the same time, wouldn’'t it?

MR. HEISLER: VYeah.

SENATOR LYNCH: You're satisfied with your system?

MR. HEISLER: Yes, sir. We are very satisfied with
it.

SENATOR LYNCH: VYou're not on record as having made
any —— suggesting any major changes in the system now? '

MR. HEISLER: No, sir.

SENATOR LYNCH: Are there particular problems in your
urban centers that need to be addressed”?

MR. HEISLER: I can’'t think of any right off hand.

Okay? I'm certainly-——

SENATOR LYNCH: Were vyou Ffinding more and more
drivere in your uwrban areas winding wp in the uninsured
category?

MR. HEISLER: We were very much aware that our

biggest problem with uninsured motorists is in  the Chicago,
Cook County area, vyes.

SENATOR LYMCH: Isn’t it likely that with—-- In Cook
County, the numbers of people driving prior to having had any
arcidente ~-- that the numberese of people driving uwninsured,
prior to having had any accidents has escalated draztically in
recent years?

MR. HEISLER: No. Our indicaticons -—— and I can
furnish you the last four or five studies that we have done -—-
have shown some decline in the number of uninsured motorists in
the State of Illinois.

SENATOR LYNCH: Do you Find that-—— I'm not talking
about the State of Illinois: I'm talking about Chicago, Cook
County. -

MR. HEISLER: I'm sorry. Even in Chicago and Cook
County it hazs declined somewhat. Bub, you have to realize that

these studies are not totally accurate becauvse of the type of



information that you're trying to compare and the validity of
that information.

SENATOR LYNCH: Do vyou find a 1lot of people are
forced into the acquisition of insurance by virtue of having
had an accident, in particular in your urban areas? So they
drive uninsured until they have an accident, and then they have
to file proof of financial responsibility, and they have to go
out and buy & policy.

MR. HEISLER: That may very well be the case. - 1
don't kpow for sure, but I could get vyou some kind of
statistics in regards to filing for fimancial responsibility
and the effects of that over the last couple of years.

SENATOR  LYNCH: Do they have to pay anything
additional to drive uninsured?

MR. HEISLER: No, sir.

SENATOR LYNCH: Thanks a lot.

MF. HEISLER: Tharmk you.

SENATOR ORECHIO: I+ & catastrophic injury arises as
a result of an accident, is there any cap on the award that
eventually may——

MR. HEISLER: No, sir, there isn’'t.

SENATOR ORECHIO: No caps at all?

MR. HEISLER: No, none at all.

SENATOR DALTOMN: What happens in a case —— I get in
arn accident with somecne who's assets are minimal, and I get
severely injured, I mean, what can I look to for assistance?

MR. HEISLER: The only thing that you can look for in
assistance in Illinois 1is under your uninsured motorist
coverage.

SENATOR DALTON: So, it's my own uninsured motoricst
that would have to respond?

MR. HEISLER: Yes, sir.

SENATOR DALTON: Those limits-— I would have to make
sure those limits are—-

MR. HEISLER: Unlese you want to go on your own in &
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court of law to try to attach any of his, or her, belongings,
~or whatever -- assets.

SENATOR ORECHIO: For anyone who’'s destitute, what
happens?

SENATOR DAL TON: Yeah, that basically was my
question. This is the case of someone who’'s destitute, who—--

MR. HEISLER: Your uninsured motorist would be vyour
only recourse, sir. And, as I indicated, if you <carry high
limits, anything higher than 15, 30, they have to offer you
uninsured motorist at your bodily injury limits.

SENATOR DALTON: Right.

MR. HEISLER: So, higher limits are available to vyou
in Illinois.

SENATOR DALTON: Right. Are there any other
questions? John?

SENATOR LYNCH: No. No, thanks.

SENATOR DALTON: Carmen?

SENATOR ORECHIO: No.

SENATOR DALTON: Mr. Heisler, thank you very much.

MR. HEISLER: Thank you for having us.

SENATOR DALTON: Good luck with your system, and good
luck as far as your trip back is concerned. Thank you again.

MR. HEISLER: Thank you very much, and thank you +for
inviting us. And, 1’11 take credit for the weather today. I
brought it with me.

SENATOR DALTON: Okay. The Eagles have Ruddy Ryan
now, so we have one of youw greatest assets now. {laughter)

That should do it for today. QOur next meeting will
be April the 10th, and at that time we will have a review by
the Committee —-— a closed door review by the Committee of the
information that we have obtained so far. So, thank you very

much.

(HEARING CONCLUDED)



