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SENATOR ALEXANDER J. MENZA (Chairman): This is the second public
hearing of the tegislative Commission, created by Senate Concurrent Resolution
No. 68, approved May 23, 1977, to study three broad areas: (1) - the automobile
accident compensation system as provided for in the "New Jersey Automobile Reparation
Reform Act," the so-called no-fault auto insurance act; (2) auto insurance rate-
making; and (3) the residual market. The first hearing was held on July 2lst in
the Assembly Chamber of the State House in Trenton. There will be three other public
hearings on auto insurance ratemaking and the residual market at dates to be
announced most llkely in Atlantic City and some areas of South Jersey.

I am Alex Menza. I am a State Senator and Chairman of the Commission.
Seated with me are the other members of the Commission: Mr. William K. Duncan,
Shore Motor Club of South Jersey is a member of the Commission. Mr. Samuel Hagar‘
is Vice Chairman of this Commission. He is from Jacobson, Goldfard, Scott, Inc.
Other members are: Mr. David Green, President of Motor Club of America: Mr.
George Connell, an attorney, a representative of the Bar Association: Honorable
Barry T. Parker, a State Senator, who is apparently not here today: Assemblyman
Donald DiFrancesco from Union County;and Assemblyman Thomas Deverin, also from
Union County. ‘ _ -

I have a list of persons who have indicated their desire to testify. If
there are others in the Chamber who wish to testify, will you please so indicate to
Laureen Purola or Peter Guzzo, who are serv1ng as staff to this Commission.

We also ask that witnesses first identify themselves by stating their . names,
addresses, and organizations, if any, that they represent. If the witnesses have
prepared statements, we further request that they make copies available to the
Commission. .Prepared statements need not be read in full. Witnesses may request
that they be made part of the record and they will be considered by this Comm1551on.

After each witness has made his statement, members of the CommlSSlon may’
have some questlons, and we trust that each witness will make himself available to
answer these questions. No questions from the audience will be permitted and no
questions may be directed to the members of the Commission.

The list of witnesses to testify today is, as follows: The first witness
will be Commissioner James Sheeran, Department of Insurance: Dick Hardenberg,
Independent Insurance Agentsf Norman DeNeef, Selected Risks Insurance Company;

Dean Gallo, an Assemblyman; John Collins, New Jersey Federation of Senior Citizens:
John Methfessel, an attorney from Union County; Robert Pike, State Farm Insurance
Company; Irwin Schector, Passaic County Bar Association: and representatives from
the New Jersey Independent Appraisers' Association. Any other persons who wish to‘v
‘testify should contact the staff. -

Before we proceed, I want to comment very briefly on the Governor's state-
ment a couple of days ago in a press conference that he had, at which he talked
about the subject of no-fault. The Commission is very concerned that the Administration
has made proposals without hearing first from the Commission. We get a funny feeling'
that we are spinning wheels and that is, in no way, our intention. We have had one
executive meeting so far. "We have had a public meeting and we are having another
public meeting‘now{ The members of the Commission are putting themselves out,
particularly the citizen members of this Commission, and we are working very hard
and intend to work very hard in an attempt to set forth, we hope, a good report,
and something that can be emulated throughout the states.
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Therefore, we hope . that the Admlnlstratlon w1ll work w1th us. And T ‘
can assure you, 1f they do not, the Comm1551on will in no way attempt to cooperate>,
w1th the Executlve Branch of government with regard to this issue. I am sure, - .
under those c1rcumstances, that the’ Governor s Office will work with us. .

Commissioner Sheeran we need as part of the Adv1sory Committee or,‘at
least, in some fashlon the a531stance of Mr. Stern very badly. - He has great-
}credlblllty w1th members of thls Commlss1on and we. must have him avallable to us.
We have already notified him on' two occa51ons, if I -am not mlstaken, and we have
coples of a letter asklng hlm to be here today. I realize.that you have only one
actuary. But of course; - you reallze how dependent the legislators have been on
Mr. Sterh ;n ‘the past Therefore, we'would apprec1ate your cooperatlon in that
regard.. f . 5 : R o o :

’ I wouldvalso aSk you'wheﬁ you make your statemeht’to comment on the |
Governor's position - just how it evolved and why we are 901ng apparently, but
hopefully not, in separate directions.

Commz.ssloner, you are on.




COM MI SSIONER JAMES J. SHEERAN: . Thank you, Senator
Menza and members of the Commission. I think before I start with some prepared
remarks, I will address myself to the statement made by you, Senator Menza.

First of all, we discussed the matter of Phil Stérn yesterday, and
I also discussed it with the Governor's Office, and it is quite clear that the
Administration does wish to work with you, and I think that is the only way to
work. Quite clearly our objectives should be the same. We represent the same
people and the same interests. " As far as Mr. Sﬁern is concerned, as I said,
the only problem that we do have is that we have a number of rate applications - -
and I know you are familiar with them - that take up his time. He is the?only
source of actuarial guidance that we have in the Department in the sense of
é full actuarial advisor. In addition to that, under the system that we have,
he is the Hearing Officer in all cases that involve rate applications of all
kinds in the casualty field. So, given the cbnstraints that we are so used to
" living with in government, that is, the minimal amount of pe;sonnel that we can
deal with in these matters, there is no question that not onl?tthe Govérnor's
Office, but my office desires to work very closely with you to meet the objectives
of the citizens of this State, and that is, to have the fairest insurance system ‘
available to them. k ' ‘

I personally have Qery strong feelings about those métters, and I would
like to express them and pursue them. I cannot and the Administration cannot
nor can the Legislature actually work separately. There is no such---

SENATOR MENZA: Just let me make it clear to you, Commissioner, the
members of this Commission have been éhosen very carefully. There were over
forty or fifty'épplicants, people who wanted to6 be on the Commission. We have
an Advisory Commission. None of us want to be working here or any place else,
through July, August and September. We aré,pushing for a deadline. We ihtend
to go to Michigan next week to study the Michigan No Fault System. We are going
down to Washington to talk to the Council and Committee there to see if we are )
in fact the wors£ invthe nétion as we are characterized by some persons. Therefore,
perhaps our egos are affected, or perhaps to some extent we were a little bit
offended. ‘ , ’ i

We intend to work hard on the Commission, ‘and we stated right at the
beginning initially that this is not going to be just another Commission. That
is not my style. . That is not the members of the Commission's style. »I£ is going
to be, I think, a very meaningful Commission which will evolve a very meaningful-
report} and hopefully é package of bills.  So, therefore, we desperately need the
cooperation of the Commissioner's Office and the Governor's Office.

COMMISSIONER SHEERAN: Senator, you also asked about the evolutidn of
the position of the Governor, I think.. I reélly can't speak as to the particular
events that occurred at the moment of discussing what I consider to be a very valid
position in the No Fault Study, but that position has been discussed and
considered by me going way back identifiably to the meeting in Drumthwacket that
the Governor held - I think you are familiar with it - sometime in March.

In addition to that, I had talked to Mr. Menard about these matters
prior to the Commission being formed, to my knowledge, and further I think the

important part is, I went to the Governor with the matters that we are discussing




here for the purpose of asking him about our Administration position, and
also I had asked to present this matter to your Commission fer the purpose

of study and working with you in order to develop this as a potential savings
of dollars for people in the insurance market, and as I say, how it evolved
out of thHere is something I can't discuss.

SENATOR MENZA: We understand your position.

COMMISSIONER SHEERAN: Sehator, I think before I start with my prepared
remarks, I would like to make something quite clear, simply because-~+ not that
I believe the Commission doesn’t understand this, but possibly the members of
this audience. I think it is not clear’to the public what we are discussing
when we talk about so-called "No Fault Reform." I“t@ink when we talk abdut
the threshold, many people in our State believe we are talking about the whole
body of insurance. .When we are talklng about No Fault, many people ' think . we
are talking about the whole body of insurance and its cost to them. The fact is
that we are probably dealing in the No Fault area with about 16% of the premium.
The personal injury liability is about 34% of the premium. Physical damage
is about 29% of the premium, and property damage is about 20% of the prehium,
so we are really talking about a specific area, némely, 16% when we talk about
No Fault and the cost effect on premium, as we discues this matter. And when
we talk about the liability portion of the premium we are talking about 34%.

The PIP coverage, of course, does not fun to the property damage areas.
It simply deals with the injuries to people and the medical needs of those people.
I think it also ought to be clear that when we talk of an alteration in the
present threshold - or any alteration in the threshold - that this in hokway
in my judgement will affect the premiums for PIP, because PIP actﬁéliy pays the
medical costs of those injured in fault and no fault accidents,'éhd in addition
to that pays for the three other parts of that coverage which would be'lost
wages for a period of a year, the death benefits, and‘the services benefits.

Now, when we talk about the matter of a change in the threshold, what
we really refer to is the change in. the benefits that will go to people who are
the victims of a fault accident. Therefore, what we really address ourselves
to when we talk of changes in the threshold is a diminution or a lessenihg of
the rights of people who are the victims of an accident when the other party,or
other parties,was negligent and caused them damage. That is a profound issue
in my judgement and one that ought to be considered with a great deal of compassion.
We can see, for example, some victims who may be injured who'are physically in
pain, who do suffer - people in our State are net all rip—offs, and so on - and
those people, if they do fall into the no fault system will get the cost of their-
medical, even if they are the victims of a fault accident. So, as I say, I think
you have to be quite caﬁeful to deal with those people who have tehperary'
problems and not those who will lihger medical problems for many years or the
rest of their li&es. ‘

As I understand it, this CommissienAwas established primarily to
recommend reforms in New Jersey's No-Fault Law;‘which has been variously
described and condemned as ill-conceived, unworkable, and just plain bad.

Those bbjectives are taken from the insurance industry's vocabulary,“
and, I think, fairly represent its evaluation of our No- Fault'Statute.

It has been speaking for some' time now about the horrors of New Jersey s

No-Fault Law. Most recently, it fed a con51derable amount of inflammatory
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propaganda to the press that purported to‘demonstrate how corfupt»doctors, lawyers,
hospitals and insupeds were.ripping off the system with fraudulent and inflated
,claims. ‘

v No names, of course,just generélized allegations sufficient to engage
the public's sense of outrage. '

_ There has been a public clamor ever sincé for reforming New Jersey's
No-Fault System. To add to the furor in New Jersey over the state's "terrible"
No-Fault Law, the industry, flushed with its victory on the home-front, turned
to Congress for the coup de grace. Dutifully, a congressional committee responded.

According to the press, a congressman solemnly announced:. "We have looked
squarely at New Jersey in preparation for our legislation and I can safely say that
No-Fault is not working there." The congressman added that New Jersey's No-Fault
Law is one of the worst in the nation.

So there you have it. New Jersey's No-Fault Law must really be rotten
if Congress condemns it. Adding to New Jersey's embarrassment was the lavish
praise out of Washiﬁgton for Michigan's No-Fault Law énd-tﬁe~yerbal threshold it
mandated. Poor benighted New Jersey. But strangely enough Miéhigan's No-~Fault
Law may not really be the nostrum the nation needs. Let me read you a portion
of an article that appeared in the Insurance Advocate, a trade publication, on
June 18. I quote: "No-Fault Law Not Model It Purports To Be, House Unit Told
Washington - Despite its being hailed as a model legislation, Michigan's No-Fault
Law containé serious defects that have contributed to the steady worsening of the
auto insurance market, a Michigan insurance executive said June 13 at a Federal
No-Fault hearing before the U. S. House Subcommittee on Consumer Protection and
Finance." .

Elmer P. Simon, testifying for the Michigan Association of Insurance
Companies representing 36 domestic carriers,noted that even though the Michigan
motorist feels that "no-fault. is better received than the total tort it replaced."”
the language in the 1973 law contains too many ambiguities for it to be considered
necessarily as a model for any federal no-fault proposal. '

The Michigan no-fault law has succeeded in speeding up.the claims process
and in diverting more money into the hands of the victims of seriousvinjuries,
according to Simon. But he added that the law had not reduced the number of
lawsuits enough to:pay for the substantially increased personal injury benefits.

Simon noééd the weakness in tﬂe law's "trade-off" between the reduction
of lawsuits and the generous PIP benefits allowed. The weak threshold language
has not prevehﬁed an increase in lawsuits, according to Simon. .. The threshold
phrase "serious impairment of a bodily function" invites litigation. "Immediatély_
the plaintiff with a minor injury can inflict a three-pronged doubt: a, what is
- impairment; b, when is it serious; ¢, is the injury in any way pertinent to
a body funétion," Simon added. ) .

He noted that the Michigan Appellate Court had ruled that where serious
impairment of a bodily function is alleged, it becomes a question for a jury to
decide. He cited statistics from twenty-five representative Michigan auto writers
showing an increase in threshold crossing lawsuits of 502 in 1974 to 1808 in 1975,
"and 3553 lawsuits in 1976. That is the end of the quote from the Michigan testimony.

In view of the industry's dim view of New Jersey's No-Fault Law, I was
very much surprised, and you may have been too, when a triumverate of knowledgeable

insurance industry spokesmen appeared before this Commission on July 21.
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I had been led to belleve by the 1ndustry that it was 1nterested
prlnc1pally 1n changing New Jersey s monetary threshold to a verbal threshold -
and thereby restorlng a "depressed" 1ndustry to prosperlty. - When the trlumveratev
testlfled before you, I expectéd they would lay out facts and flgures to support
their contentlon that the monetary threshold is a disaster.. ’ ]

‘ Instead of dealing in generalltles, as they have-done with an unquestlonlng
"press, I expected them to come up w1th statistics and spec1f1cs that would -
persuade you to the extent to which thls state has been mlsgulded in 1ts attempt

to- prov1de its c1tlzens w1th a new -and falrer method of compensatlon for automobile
accident injuries. ‘ : ) '

Did you get. perSuasive facts and figures? Dld you get spec1f1cs? Not
very many. In fact the. most 1nterest1ng thlng you got was a statement to the'
effect that No—Fault is only a small part of the-auto’ insurance problem and
that, really, inflation is 90% of 1t. : . ' -

When I first heard that I didn't know whether to laugh or ery. Ididn't
know whether to»cry because if inflation is 90% of the problem, then why are we
investigating the unworkability of'the No-Pault Law? - If after"months‘of study”
you come up with a proposal that will. 'ease 10% of the No—Fault_problem; which
I said before is 16% of .the premium, will you have thereby found answers-to the
.twin problem of affordability and. availability? I doubt'it'very'much. ,l

‘And I don't know whether to laugh because’for almost three years ‘how
I have been proclalmlng that the ‘primary problem with auto insurance rates has-
been inflation. ’ : "' ’ .

In November, 1974, when I was first constrained tOvpermit increases in
auto insurance rates, Iisaid "lnflation is the ogre now'"b'I have not yetfrecovéred

" from the shock of flnally having the 1ndustry agree ‘with me. But where has the )
‘industry been all this time, when it has- just now awaken to the spectre of inflation?

I think I_know. It has been spendlng its tlme maklng appllcatlons for rate 1ncreases.
-At the~same time, it has been bad—mouthlng No-Fault. Why. if that is not.the problem?
Because I thlnk it makes a good. smoke screen. It serves to confuse the people

and dlvert their attention from the fact that the 1ndustry is doing absolutely nothlng;
to combat inflation - which ‘it now agrees is the real problem.

Let me .give you an example. A year ago last April I called attentzon to the
dreadful inflation in the cost. of crash parts - bumpers, fenders, et cetera. If
believe that, aside from the inflation of  the marketplace; there has been ah‘f
artificial 1nflat10n in the cost of crash parts ‘because of the apparent monopoly
exercised by the auto manufacturers. ) ‘ £

" . My plea for a- Congress1onal 1nvest1gatlon was greeted stonily by the auto
insurance 1ndustry.’ I assume that . as bastions of the free enterprise ‘system, .
albeit regulated, they were loathe to 1nh1b1t the unregulated free-wheeling of another
free enterprise system, that being the automobile manufacturers. . .

In any event, the industry apparently would rather simply keep on raising
the rates rather than take any positive steps to'cut down those costs or continue -
to throw up smokescreens like the one that No-Fault has created a glgantlc rlp-off
‘ At the Governor s conference on auto 1nsurance at Drumthwacket last.

March lO I challenged the 1ndustry to’ disclose its evidence of wrong—d01ng. I
said, "If there is a r1p-off by any health care prov1ders, then I suggest that
those w1th the ‘evidence come forward and let the Attorney General place that

)




evidence before a statewide Grand Jury. - If there is improper conduct, let's label
it as such and let's put it before the proper investigatory agency. . Let us not
fool ourselves or make the public believe thét this conference or the Department
of Insurance is able to solve the problems of criminal fraud if it exists. Let's
put the problem squarely where it belongs." ' )

The industry, to this date, has ignored that challenge. Now, today
I am going to renew that challenge. If the industry has. evidence that No-Fault
is being abused by doctors, lawYers, hospitals, and insureds, I challenge them to
submit the evidence to your Committee. I mean evidence. I don't mean generalizations.
I mean the names of doctors, lawyers, hospitals, insureds, amounts of money
obtained extortionately or fraudulently, dates, fake treatments, double billings,
ambulance chasing, and all the other details of the sordid practices the industry
claims it is the victim of. '

Let it put this evidence before you. If you are then persuaded that our
monetary threshold and unlimited medical payment provisions are disasters, at
least you will have been persuaded by hard evidence, not by hearsay, or innueﬁdo,
or speculation, or generalizations, or because you were fakédROut by a smokescreen.

‘ But even then, using this evidence, tﬁe Commission will be able to recommend
cures for what ails only 10% of the auto insurance market or possibly just some
part of that 10%. I don't suppose that we should scoff at solving 10% of a problem
or fraction thereof. Evefy little bit will help, and obviously the people out there
need every bit of help we can give them. We have reached the point where many,
many people drive uninsured because they cannot afford insurance.

I don't suppose, but I think it is obvious from the industry presentation
to you, which apparéhtly represents their best effort, that the people of New Jersey
have been misled into believing that the No-Fault System should be radically reformed.

Here and now I say it is working as originally perceived. It is getting
compensation into the hahds of auto accident victims more quickly than under the
tort system. It is compensating more people than under the tort system. It is
providing coverage for people who before were not entitled to any payments because
of injuries that were the result of no one's fault, or of their own fault. It
has reduced measureably the number of court cases. However, No-Fault had the
misfortune of being introduced at a time when the dam holding back inflation‘was
about to burst. The industry will aftest to that; 90% of its problem is with
inflation,.not No-Fault. : ‘ ’

Any hope or promise of the prior Administration and industry that No-Fault
could reduce rates was crushed beneath the cruel pace of the inflationary spiral,
particularly in hospital and medical costs. Held in check by federal price controls,

. the costs of. these services broke into double-digit gallop once the controls were
lifted, an event that occurred almost simultaneocusly with the beginning of No-Fault
in 1973. _

' Senator, I know that you are well aware that we have Federal controls,
and I believe they limited increases in health costs to 5% beforekthat period.

And the Legislative Committee studied and worked with members of the indﬁstry,
the Department and others, in developihg the system that we now have developed data
from.

Let me come to the question whether’ any changes should be made in No-Fault,
particularly whether the threshold should be altered. The $200 threshold is




- condemned as being too low. It may be, but let's‘undefsténd it first. We must
remember that the 1 $200 representé medical expenses, dollars adtually paid to

a physician for medical treatment. .

‘The $200 does not 1nclude payments for hospltal care,- dlagnostlc services,

X-rays and -the llke. ‘Thus, it is quite possible for an ‘injured person to run up

a substantial hqspltal bill and other costs without incurring $200 in medical:
expenses. NoéFault.has never cléarlyvbeen explained to the public. I believe the
quotes from Washington and other -sources fail to recognize that we do not include
the kinds of things you do run up blllS with, the hospltal blllS and so on.  That
~doesn't answer the issue. ‘




But that two hundred dollar threshold was not accepted érbitrarily,
In 1972 the No-Fault Commission, with all interests representea, did a thorough
job and the determination of a threshold répresented the sound judgment of a
group of able and dedicated people. I say that that able and dedicated group
of Legislators, members of the Department, people from the industry and so on
thought the matters out carefully, not, of course, knowing and being able to
predict this double digit inflationary .problem that we face.

They could not have foreseen what the impact of inflation would be,
otherwise they might have recommendedlthat the threshold flow with the economy,
as it were, so that as medical costs increased, the threshold would increase
proportionately, meaning simply to have a fluid threshold that, when the cost
of health care delivery - which is far greater than the inflationary trend in
other areas, consumer trends - increased, that that threashold would have
flowed with it and would have been substantially higher today.

What the industry is proposing goes far beyond a mere adjusting of
the threshold to reflect inflation. What the industry wants is to erode the

right of the people to sue without offering anything in return for what is being
taken away.

The original No-Fault law provided for a trade—off.‘vThe people
would give up a portion of their right to sue for pain and. suffering in return for
prompt payment and protection against economic loss without regard to fault.

Now the industry's idea of reférm is simply to constrict further
this right to sue without a quid pro quo,without a réduced premium.

This is not my idea of reform. Instead of reform, I would call it
simply a change in benefits, reducing those available to the public while in-
creasing those available to the industry.

It must be remembered too that No-Fault was intended to provide
protection in the event of less severe injuries. It was not intended to
eliminate court suits in instances where the injuries were severe.

I quote from a fact sheet prepared in 1972 by the Department of
Insurance and the New Jersey Automobile Reparations Advisory Council with the
cooperation of insurance companies, their trade association agents and brokers:
"The former right to sue for minor injuries is replaced by the right to receive
PIP benefits promptly without regard to fault."

Because of inflation, changes in the threshold are necessary, how-
ever, I caution tha; the changes promoted by the industry are designed to alter
the fundamental concept of No-Fault and the rights of people who are the
victims of fault accidents without reducing the cost of insurance.

Adjustment in the threshold is necessary to keep pace with in-
flation and, in addition, I think the time has come for some other changes that
will save dollars for insurance buyers and not take away their benefits.

In 1972, when the No-Fault Law was under consideration, Blue Cross
argued vigorously that it should be the primary payer of PIP benefits. = Blue
Cross lost out in 1972,

Now I am recommending that this Commission investigate the feasi-
bility of taking No-Fault protection away from the casualty insurers and giving
it to Blue Cross and Blue Shield; It is quite clear that the PIP benefit - or
No-Fault - is purely a health benefit. All of the health benefits flowing from

automobile accidents are now being paid through the PIP portion of the insurance




policy. : . ) ]
PIP really provides health benefits coverage, not casualty coverage,'
so it would be most approprlate to turn it over to a health benefit insurer.

The most compelllng argument however, is to be found in the difference
between administrative costs of the automobile insurance companies and the "Blues."

‘Only about 60 percent of the PIP premiums paid to the auto insurers
is "pure" premium;'that is, intended to pay claims. The other 40 percent is
administrative expenses, including commissions, home office expenses, and so
forth. ; ' | '

"In the case of Blue Cross, its pure‘premium is more than 96 percent,
which is astonishing, and Blue Shield is 89 percent. This means that Blue Cross '
pays 96 cents out of every dollar in benefits for its subscribers, and Blue
Shield 89 cents, compared to 60 cents out of the auto insurance dollar. Quite
obviously, Blue Cross and Blue Shield have demonstrated that they are an efficient
‘pass—through mechanism for the health care dollar. '

Another compelling cost—saving factor is that through Blue Cross and
Blue Shield the State has conﬁrbl.over the cost of hospital and medical expenses.
As a result of those controls, Blue Cross pays. the hospitals about 25 percent
less thai the other 1nsurance carriers for the same care. -

Moreover, through Blue Cross and Blue Shield, we can ellmlnate the
possibility of duplicate payments and we can establish a system for 1dent1fy1ng
abuses by health care providers just as Medicare and Medicaid is able to do,
which we can't do now because of the diffusion of interests involved in cover-
ing that matter. ‘ :

I emphasize the non-profit nature of Blue Cross and Blue Shield
against the dedlcatlon_of the commercial auto insurers to a yearly profit of
12 or more percent.  Blue Cross and Blue Shield are only entitled to the cost
of doing business. ) ‘ '

I would also suggest that Blue Cross/Blue Shield become the payer
of all PIP benefits, not only hospital and medical expenses, but also the wage
continuation benefits, essential services loss payments and death benefits.

Being highly efficient, Blue Cross/Blue Shield‘should have little administrative
difficulty in developing and mastering the ability to pay these benefits as .
well. :

The auto ihsurance companies would gtill retain those coverages that
are the true casualty:coverages - residual: bodily injury liability, property
damage liability, collision and comprehensive. ‘

If No-Fault in New Jersey is as bad as the companies say it is, they,
quite logically,vshould applaud my proposal as an alternative to raising PIP
premiums every few months. Moreover, the companies ought to be willing to
acknowledge that PIP is a health benefit that casualty insurers have difficulty
coping with.

I originally alluded to the extraordinary record of Blue Cross and
the challenge it offered to the auto insurers at the Governor's Conference at
Drumthwacket on March 10th. That was my original reference to what I am dis-
cussing here before the Committee, Senator. However, my remarks4stirred_little
interest at that time, preoccupied as everyone was with the pervasive ﬁotion that
the threshold is the only problem?'

I hope that the suggestions I have made here téday assist you in
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devising affirmative ways to improve the way that mandated auto insurance serves
the public need while keeping in mind the need for affordable costs. Thank you,
Senator.

SENATOR MENZA: Thank you, Commissioner. Commissioner, an initial
question: ?ou talk about a fluid threshdld would you be in favor of the Hawaii
system where the Commissioner sets the threshold each year? -

COMMISSIONER SHEERAN: I think that if we started with an establlshed
threshold that is fair to the public and does give us the ability to have
affordable insurance rates and we mové?that with. the economy, if it is right in‘
the first instance and our data proves that to be right, then we can maintain
a system that is right. As a matter of fact there could be incidences - but I
seriously doubt it - where you might redﬁcé the threshold. But, I think that
would be a much more faif method of approaching this.

SENATOR MENZA: Do you have a specific idea on how the threshold
should be effected at this time? Should it be raised? Should it go to a verbal
threshold? .

COMMISSIONER SHEERAN: Senator, as I said before,-it is quite clear
that the origiﬁal purpose of No-Fault has been met and the WOrk of that Committee
has not gone in vain. There are more people being paid faster.™.As you know,
you used to wait years and years before you would get the money and many people
were in terrible positions because of that. 1In addition to that, people who
were the victims of No-Fault accidents received nothing. So, we left a lot
of tragedies out in the street. That has been eliminated. bur court suits
have been reduced and the court records will clearly indicate that. I have
watched them and monitored them since I started.

) . So, I think that the original idea of the $200 might have worked
but for inflation. I do believe it is unquestioned that that ought to change
now. I would say if we Jjust look at the change in inflation since then, or
even increases in insurance rates since then, it would have to be at least
over $300 or more.

' SENATOR MENZA: This No-Fault Commission was quite surprised when one
of the members of the industry stated that 90 percent of the problem - those were
the words - in the insurance companies was inflation in their portfolios. Does
your Department have statistics indicating that thisJ‘in_fact, is the case? Has
thls been your position in the last four, years? o

COMMISSIONER SHEERAN: Well, : ) ‘

SENATOR MENZA: This is the %irst time I have ever heard that. I,
as a member of the publié and also as an attorney, always thought their problems
were primarily and solely No-Fault, whereas, now the Commission is belng advised
that it is not No-Fault after all, but it is 1nflat10n.

COMMISSIONER SHEERAN: "Well, I thlnk they are probably correct. I
couldn't attest to, you know,; the peréentage, but certainly it has accounted
for a large portion of it and I would say if you inversely looked at that
and if inflation accounted for 90 percent of their problems and if health costs
went up 90 percent and we have maintained a stable No-Fault threshold, that
there would be sort of a reversed problem .created by inflation in that there
was not a tracing of that to follow the inflationary trend.

SENATOR MENZA: Have law suits, in fact, increased in Michigan in
the last two years? ‘
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COMMISSIONER SHEERAN: Well, I quoted from a statement that came
from the independent insurance agents of that State - the independent insurance
companies of that State ~ and they indicate that there are many. problems with
it. I don't know whether they have increased, in fact, I have only monitored
our own courts. Judge Simpson, I suggest, has some very fine statistics on it
that are quite clear. ‘

MR. GREEN: Senator, I would like to ask a question.

SENATOR- MENZA: I figured you would have the first question.

MR. GREEN: The point I‘w%nt to raise is, of the three industry
representatives, Mr. Check,was the only one that came out with 90 percent.

The other two disagreed with him. Mr. Check happens to beka representative

of the AIA, which is strongly in favor of a Federal bill. The NAII is not for
a Federal bill. I just wanted to correct that. The AIA represents less that
a third of the automobile business in New Jersey.

SENATOR MENZA: If Ivrecall, Mr. Green, Mr. Check did state that.
The other two did not disagree; they were silent.

ASSEMBLYMAN DEVERIN: Mr. Chairman?

SENATOR MENZA: Yes, Mr. Deverin, ,

ASSEMBLYMAN DEVERIN: If I recall correctly, I think they didn't
agree, but they didn't disagree either. If I remember, I asked each one of them
what would happen if the threshold changed and all of them said that even if
the threshold did change in No-Fault there would be no reduction in premium at -
all. The primary problem with the cost of insurance - and I have known it for
years - has been inflation: If you just compare the cost of a hospital stay in
1970 as compared to 1977 you know it -has to be inflation..

Commissioner, let me ask you a question. We appreciate that you -
were on the Insurance Commission. We still think we did the right thing and
went in the right direction.

COMMISSIONER SHEERAN: I have no doubt about that.

ASSEMBLYMAN DEVERIN: Do you agree that. if we did change the threshold

from a verbal threshold to a higher dollar threshold there would be a reduction
in premiums for the people in the State of New Jersey?

COMMISSIONER SHEERAN: Well, I think I will put that in an inverse
way. If, in fact, there is no reductibn in premium and you are reducing the
benefits of the people who are victims of automobile accidents, then it would
make no sense to me to change the threshold. It would be totally unfair.
There is no question in my mind that if you take away a benefit there is a
vcorresponding benefit on the other side.

I do think we should change the threshold. 1I'don't want to be put
in the position-- I think your Commission is absolutely on the right track
to reopen that investigation and to look deeply into the statistics that we
have developed over these years, that the courts have developed, and so on.
But, I don't believe that it makes sense to deal with just removing people's
benefits without thinking of the other side - "what does it save them; how can
it save them; and is the savings worth it?" | '

ASSEMBLYMAN DEVERIN:’ One other thing, Commissioner. Everytime
we have a hearing or go to a symposium or something on insurance, the first
thing they talk about is fraud and crooked doctors and unscrupulous lawyers,
etc. I don't believe that to be the case and I like what you said. I wish
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someone would tell us who they are so we could find out. Do you think changing
"the threshold would change this? For instance, the threshold is $200 and _
they say there is a lot of fakery about ‘it and a lot of hankey pankey with the
threshold, if you change the threshold will the hankey pankey dlsappear - if
there is such a thing?

COMMISSIONER SHEERAN: Let me say this:‘ I believe in Florida there
was a major scandal down there where they had a threshold of $1,500 - I think
it was $1,500. I am just talking now but I recall very vividly the escalation
in prices there and it was quite clearly stated that there were people "ripping
off" the system. They learned how to go to $1,500. You know, that sortgof‘
thing. ‘ ' ‘ f '
ASSEMBLYMAN DEVERIN: So, if tﬁey don't go to $200, they go to
$1,500? . ' ‘

.COMMISSIONER SHEERAN: Yes. I really believe, as I have suggested
here, that when you -~ If you can locate this prdblem - the No-Fault problem -
in the health care delivery system and the health carrier who is accustomed to
dealingrwith the hospitals4— We control those rates today. We don't control
the rates paid by automobile carriers. We actually, because of our health ‘
cost control in‘hospitalé, reduce the cost by 25 percent to BiUeuCross sub-
scribers. Then, in the Blue Shield area, we have what they call a "reasonable,
usual, and customary charge" and Blue Shield people, even though all of their
medical is covered under that system, are only required to pay 80 percent of the
usual, customary, and reasonable fee. So, you see money there too that is '
possibly to be saved. ‘ v

ASSEMBLYMAN DEVERIN°' There is only one thing about Blue Cross, I
think, that worries me. They appeared before the Commission in 1972, I am sure
some of the members will correct me if I am wrong. I think their primary
interest then was that of all their bed patients, only 5 percent éame from auto-
mobile accidents. What worries me about it now is whether Blue Cross really
wants to be part of this and if we did follow your recommendationvpf turning
this over to Blue Cross, would the rest of the insurance companies remain to cover
the liability and comprehensive? One of the biggest problems we face is - and '
Senator Menza knows this - the cost of hospital care. ‘The hospitals are drown-
ing in some. towns and hanging oh by the skin of their teeth in other towns. J
If we did change all of this to Blue Cross and they did have their preféréntial
rates at the hospitals again, that would again increase the hospital coéts for
- the patient who did not have Blue Cross coverage and the hoépital may then ‘
face another problem with cost. How do we overcome that if Blue Cross became ‘
the primary payer of PIP? o

COMMISSIONER SHEERAN: T don't know the statistics about whether‘it
is 5% of what they pay. I think that the hospital cost containment system -
and I know Sénator Menza has been worklng on the problem—- The thoﬁght of
expanding hospital cost containment to the entire body of hospital cost, whether
it be Blue Cross, Blue Shield or whatever mechanism, has been an area of great
concern and I know it has been hard to bring about these kinds of changes. ‘

But, the fact is, today when we take, for example, that 5 percent
out of Blue Cross and it goes into the casualty end of the business, whiéh
is really a health problem, the 5 percent that came out of there is_really

now paying 25 percent more than it did before. . So, it is sort of a trade off.
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ASSEMBLYMAN DEVERIN: Has Blue Cross offerea their'opinion as to
whether it is a good idea or a bad idea?

COMMISSIONER SHEERAN: Well, I have talked to Mr. Menard. I did
talk to him before I knew of the Committee's activities here and I know that they
have an interest in looking into the matter. I don't suggest it necessarily be
confined just to Blue Cross, or whatever. But, I think it makes sense to look
at it that way and I do know that he has expressed the thought that their p051t10n
is about the same as it was in 1972.

) ASSEMBLYMAN DEVERIN: Again, if Blue Cross became the primary payer,

do you think the other/insnrance companies would -- would we lose some insurance

companies in New Jersey?

&

COMMISSIONER SHEERAN: Well, again, if it is a losing proposition,
and if it is not-- We are still going to deal with the casualty end of the
business which is really the business that ought to be handled by the casualty
companies. You know, when we changed to No Fault we then took victims who were
originally covered by Blue Cross, who were not involved in fault accidents, -and
transferred them into the casualty system and when we did that, as I said before,
instead of paying 4¢ on-every dollar for administration costs, which goes into
their premium -~ it is actually a part of it - we were paylng 40¢.+. So, there is
a lot to be thought of. o ‘

I just suggest that it is an area that we could look at and very
carefully look at and we could talk to the eompanies. I guess I am getting a
little bit of tough skin. I get so many threats to pull out of the State,
and so on, everytime I talk about a rate - or whatever it is - that I begin
to think that you have to stand up for the public interest. I don't believe
all companies would. I don't believe that would be a pattern. I believe that
is is a system and if it is fair to’peopie and if they can't meet the competition,
they ought to face up to the fact that they are not meeting the competition k
that we are talkinhg about.

MR. DUNCAN: If I may, Commissioner, I have to say that there are
three of us on this Commission that served on the origimml Commission.

SENATOR MENZA: All of whom are going to be objective this time. .

MR. DUNCAN: But we do feel better when we find that our Comm1351oner

of Insurance agrees that we did something good. We have been going around with a .

guilty feeling lately.

However, I cannot help but remember the meeting in which Blue Cross
came in to suggest that they would like to be prime and it is right, Tom, that
they used the fact that 5% of the beds - the bed capacity - was auto accidents.
What was puzzling to us was that if you were a fellow who bought insurance for
your emploYees, the fact of the matter was the system was not bearing the cost,
that in fact auto'insurance costs were shifted from the auto reparations system
to another kind of~sysgem. God knows what would have happened if it stayed to

"what rates are today.

At that time, the lament of Blue Cross was that by taking away their
bed bargaining capacity the rate would have to go up because they couldn't tie .
up that many beds. Bob Clifford was Commissioner then. He suggested - when I
made this following suggestion - that it was the first thing that he had heard
sensible from me up to that poiht Now, my suggestlon was - and it is still

valid because we are saying the same thlng - at the Blue's option, they could
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have paid on the logic that in my wallet was my Blue Cross card and I was in

an accident and I went to a‘hospital and I showed my Blue Cross card - whoever
paid - and, thus, they would have had the bed bargaining capacity. Then, all
they would have had to do was to bill the insurance company, plus a service
charge. The logic was, we could have had the best of both worlds. That was not
Blue Cross's desire at that time. 1In fact, if I remember, they were quite un-

happy with it, even suggesting perhaps - if my memory is correct - that they

"would simply eliminate - or could eliminaﬁe automobile accidents. So, I can't

help but ask the following questions.? Would making Blue Cross, or any health
insurance, the primary source of basic insurance for medical expenses caused
by auto acéidents shift the cost of insurance or lower it?

COMMISSIONER SHEERAN: I believe that, in the discussion that I have
had, the potential of lowering the cost is quite greaf.

MR. DUNCAN: Well, who would pay? You mean your plan is to pay
PIP out of the arena of automobile?

COMMISSIONER SHEERAN: That's correct.

MR. DUNCAN: I didn't even ask if Blue Cross even likes that.
Have they talked to you about it? o

COMMISSIONER SHEERAN: I discussed it with Mr. Menard and I did
not go into depth with it because I do think it is something this Commission
ought to do and I would like to work with this Commission on that.

A MR. DUNCAN: 1In fact, Mr. Menard could also reconsider my first
suggestion, five years ago, and in fact handle it and get the bed care capacity
and actually reduce to the public the cost of insurance because your contention
is that because the carrier is paying he is not getting the advantage of the
Blue Cross rate with the hospital. ‘ i

COMMISSIONER SHEERAN: Yes. There i5~only one problem and I would not

_say that we ought not think of every possible avenue in these cost saving

potential areas. But, Blue Cross, as a carrier now, covers I don't know what
percentage of people who drive automobiles. They may cover - I have no idea -
40% of the people going into hospitals, or something like that. So, that there
is another body of people. out there that I can't identify and I don't know.
But, I would say, under my thinking here, you would mandate this
No Fault insurance, certainly, because I think it is the basic mandated coverage.
It is the one we ought to be most concerned about and you would give them the
cheapest delivery system that you could:that is returning the most dollars
in benefits'possiblé.' :
MR. DUNCAN: Wouldn't that mean that non-car owners would be forced
to subsidize those who only drive cars if Blue Cross was made primary?
COMMISSIONER SHEERAN: No, my consideration - énd I don't want to -’
get into details because I think this really is quite a complex problem - is
to have a separate policy for PIP under Blue Cross that has no relationship,
is a separate coverage, identified in their rate files, and followed very
separately in the development of data. We do that, as you know, now with
group coverage, individual coverage, and so on. So, you can pull out that
data. )
MR. DUNCAN: All right. Just one other question and I will yield
to Sam, Mr. Chairman. After a year and one-half, Commissioner, of meeting on

this thing and putting a lot of time into developing this, we found no problem
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with the Department under Bob Clifford to provide Phil Stern, on the logic
that he is éuch an expert that he could be only helpful. I don't know whether
you know it but we, as a Commission, have evolved an outside Committee with
specific responsibilities to work with péople like Sam, with a balanced viewpoint -
an objective viewpoint -~ so that - and I believe this would have been Phil's ’
feeling on this - information fed to the Committee would not be biased on the
part of the Department. It would almost mandate a lot of Phil's time and what
was going on in Washington would mandate that we would have to work very quickly.
I am a little confused on your position on Phil Stern. Is it that he
might or might not be available to the Committee,‘dependingvupon’his work=-load,
or are there other things involved?
COMMISSIONER SHEERAN: No, there is no question. He is available
to the Committee but you can't slice Phil Stern into 12 different parts. He
has rate hearing schedules. He has to-come up with these determinations on
those. We have -- I forget the number of filings each month that have to
be handled. He is the source that I deal with there. I have very little
backup in that area. o '
MR. DUNCAN: Was that the situation five years ago .also because
he met with the old Commission? : e
COMMISSIONER SHEERAN: Well, I might say he did not have the
_rate increase applications. We now have maybe 15 or 20 pending; it is that
sort of thing. I think if you look back at the history of the Department yéu
will find that the problemé that are there now are much different than they were.
MR. DUNCAN: Thank you very much. '
COMMISSIONER SHEERAN: I don't want any miSunderstanding. Mr.
Stern and our Department, and me, in any way that we can help -- I believe that
this Committee is well conceived; it is well oriented: and it is going to be
aimed at the same objectives that we have in our Department and, I believe,
that the Administration has. I think we can only solve these problems by
working together but I think it would be a fault not to say that we have a
problem and that there are other matters that roll on every day that we have
to handle. ' ‘ , '
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MR. HAGAR: On this Blue Crogs, Commissioner, I realize this is a
reélatively new recommenaatioh from your Department, and I don't expect you to
come on with a whole bunch of statistics, because you have not had time to
evolve them. I would, however, like to commend to you some existing body
of information that is available to you. For ihstance, there is a Richard J. Barber
Associates Report. That was commissioned by both the AIA and State Farm. It was
published in 1976, I believe, and the gentleman who made it up is rather well
qualified. Mr. Barber was the former Assistant Deputy Secretary of the Department
of Transportation. He had the primary responsibility for organizing and monitoring
the Department's twenty-four volume study of the motor vehicle acc1dent compensation
system. His associate was Dr. Huff, who dlrected and supervised the conduct of
that system. Some of the information I have available comes from that source.

For instance, in Maryland they did have Blue Cross as the primary. I
don't know whether you knew that or not, but in 1973 when the Maryland insurance
prlan evolved Blue Cross was the sole carrier for PIP'benefits. I would like tb :
quote to you some of the results.

COMMISSIONER SHEERAN: Did you say primary or sole?

MR. HAGAR: Sole and primary, whichever. You addfésswyourself to the
efficiency of Blue Cross. After one year the Maryland Department dismissed Blue
Cross because of their inefficiencies, and some of the information they had was
as follows: Blue Cross chose to treat the claimants, the PIP claimants, in
exactly the same way as its other clients., Since letters on claim decisions were
not signed, Blue Cross found that it saved personnél.By not having any correspondence
done by individuals, it was impossible to question ‘a possible error. When
information in the claim file was 1nadequate concernlng coverage, Blue Cross would
return‘all unpaid claims to the claimant, rather than trying to 'get the information
needed. Blue Cross was able to procéss only 500 PIP claims a week as compared to
1200 property claims which the Maryland“AutbmoBile Insurance Department was later
able to process, including investigations. And the PIP claim cycle, from claim
to payment was running from 25 to more than 40 days later than the industry.

So rather than adding.to the efficiency, it in fact detracted frsm it.
Other information that they had that they developed, there were several states,
Michigan and Pennsylvania who passed No-Fault legislation after we did, and gave
the people the option as to whether or not they wanted to make Blue Cross prima:y.
“So, 75% to 85% of the people chose the option of having an automobilé insurance
primary rather than have Blue Cross primary. ' '

The yleld, as far as the information is concerned, was that only one~third
of the health insurance coverage for doctors was covered by Blue Cross-Blue Shield.
Now, when you are treated for an automobile accident, a considerable amount of your
treatment is going to be in a doctor's office. The Blue Cross contract, as it '
presently exists,does not provide for very much of those ﬁayments. In fact, they
said that of all the claims that occurred, 50% of the automobile accidents resulted
in claims of $110 to $120 or less. And in that area, becauss of deductibles and
co-insurance, 40% to 50% of the people received no benefits whatsoever from Blue
Cross-Blue Shield. Now, these were the studies not only by Maryland, but byv
Michigan and by Pennsylvania; So, this information is available to you. I did

not have enough time to get a copy of the report for you} sir, since it just hit

the papers yesterday, but I would be very happy to send it to your Department. I would

suggest that you look at it.
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COMMISSIONER SHEERAN' Yes, well, I' can't dlscuss Maryland Blue Cross—
Blue Shleld vI do work on the rates with them. I can tell you that without
questlon less than 4¢ of every $l is used for the payment of admlnlstratlve costs,
and if that were malntalned, you would be talking about 36¢ on every $1 to start
with, and then, of course, ‘you have to also deal with the’ 1ssue of the reduced
hospltal costs by about 25%. So there are a lot of features that I think ought
to be 1nvest1gated : . : .

I did read’ a study - and I am not sure that 'is the one, because I did not
read the whole thlng, but it was comm1351oned, as I remember by the auto insurance
1ndustry - yesterday, as a’ matter of fact, as I sorted through my correspondence,‘,
a report that was just issued through one of the trade publications, whlch
Comm1351oner Sheppard of Pennsylvanla had said that you can reduce your PIP costs -
by 40% in Pennsylvanla if you 51mply take the actlon of adv151ng us that you have
chosen your health carrler as-the prlme carrler.” : ‘ v ) k

) ‘MR. HAGAR:. I have that information, too,. CommiSsioner. In fact, they
give dollars and. cents on 1t . They indicate it would be a net result of $7.37
reduction. But then the next questlon 1s,»why isn't it a complete reduction?
Why wouldn't 1t almost w1pe out entlrely the savings? And the answer to that 1s,-
“the. automoblle 1nsurance carrlers have to stlll identify a flle- they still have
to identify property damage and phy51cal damage" and in the event that it exceeds i
the threshold, vwhatever it -may be, they therefore have to prepare a file on that,
so what you have g01ng for you are two files concurrently, regardless of the seriousness
of the accident.. : )
) COMMISSIONER .SHEERAN: - I read that too, and I would not concur with that.
‘I don't want to——— ) As I say, I thlnk it ought to be a matter of study. -But it is
very clear to me that in the area of no—fault acc1dents you may not have files that
‘are open; and that is a substantial body of the acc1dents that we deal with. There'
"is also no question that you are going to’ open it .for. other coverages anyhow where
the 1nsurance 1ndustry opens its other .coverages, and there is no question that
we are deallng w1th a pure health benefit. It is not -a matter of great 1nvest1gatlon
that if there is an automoblle accident. there are hospltal and phy31c1an costs. -
and so on. Blue Cross would pay those. It is ‘not 1nvest1gat1ng whether ‘they
have a- responsibility. Oour law requlres the complete payment of that. '

MR. GREEN: Comm1s31oner we. have had an expert on Blue Cross 51nce 1939,
Herb'Jaffee. Blue .Cross since 1969 has been in crisis, has ‘been balled out by
the State. Right along the Senate and House ‘passed bills. that got all kinds of
rate increases. If Blue Cross should go. broke, the State would have to bail them
out. They wouldn't have the advantage of the New Jersey Liability and Insurance
Guarantee Fund. _The next.thlng is, Blue Cross pays. no.premium tax. Blue Cross
pays no comm1551on tax; Blue Cross doesn't cover rehabilitation. Blue Cross
fdoesn t cover dental. N o ' ’ ' B B

Now, for: Blue Cross to go 1nto a set up of thls klnd they would have to
‘go through with stafflng to bring in premiums of close to $150 million. Now, it ;s
common knowledge in the 1ndustry that to write $150 mllllon, they would have. to o
raise close to. $50 million. 'I would like to quote from a representatlve of Blue Cross.
' Mr. Menard was not avallable' however, Jefferson Lyons, Blue- Cross Vlce—Pre51dent
‘said the proposal comes as a. surprise. You need money to take on- new lines of
insurance, Lyons said. ' They are talking about a complex matter. Lyons sald
Blue Cross was suffering a $30 million deficit at the end . of March.
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I just want to point out that it isn't all roses. For example, I can
tell you from experience that they would have to staff examiners, investigators;
they would have to go through a staffing where your 4% would not even come in
the picture, and I think you ought to make a better Study of it than this idea
of the chart you prepared showing 4%. It will be a lot more than that, and at
the same time, you are going to have to take in rehabilitation, which they don't
cover today, and dental which is very important under your No-Fault, because
insurance companies under No-Fault téke care of every type of industry, and Blue

Cross is too restrictive.

COMMISSIONER SHEERAN: Well, of course, we are dealing with a separate

- body of insurance with separate coverage, and it would be priced in accordance

with that. I don't believe that--- I hope I am not expressing a bias here. I
am simply expressing the fact that I believe that there is sufficient evidence
before me, at least, to indicate thét there are areas of study that could lead
to substantial savings in that portion of that premium."

SENATOR MENZA: Is your proposal and the one the Governor announced
the other day in writing? Is it an actual plan set out? . ‘

COMMISSIONER SHEERAN: Well, what I have here is what I have given to
you. I have not felt that we should proceed with this. I am presenting it to
this Commission, and I will work with you. I think that we should be "we" in a
sense, and I would 1like to work with you to develop the information.

SENATOR MENZA: Senator Parker. He is a Republican, so he goes last.

SENATOR PARKER: First of all, in reference to this Blue Cross, isn't
there a real problem in marketing? I am fhinking in terms of the agents and the
people who sell it. Wouldn't there have to be some commission or something? You
are Qoing to have your independent agents and your direct writers and so forth,

and your regular insurers, casualty and liability insurers,writing them.

So, aren't we going to run into a problem with paying somebody a commission

or paying--- .
COMMISSIONER SHEERAN: Yes, I think all of these things are areas that
ought to be studied. I have not really looked into the marketing system. I have
not gotten any information from Blue Cross as to how they would market this.
Most of their--- That is a problem. I think that all has to be part of the
study. i ’
I don't throw this out withou? knowing that there are not problems,

but I am simply suégesting that it is an area that may save dollars to people
without reducing their benefits, which is important.

SENATOR PARKER: One other question. You were talking about the statistics

on the reduction of civil litigation, automobile claims, in the courts and
Judge Simpson having those figures. Do you have any study coincidental with
those figures on jury verdicts? Has there been a reduced verdict impact in
the State as a result of this?

COMMISSIONER SHEERAN: I would say, no, that is not so. What we are
really finding - I could look better to our statistics - is that as the people
became more aware of PIP, the smaller cases in fact wére being handled through
the PIP system, and we were getting higher costs for the cases that remained.
The average cost for a liability claim increases in my judgement personally with
the cgt off on no fault going into court.

SENATOR PARKER: So to your knowledge there has been no reduction in

verdicts per se?
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COMMISSIONER SHEERAN: Well, I will say this: With a bodily injury,
premium costs have not gone down. PIP has gone up, and so has the other body,
but that is probablyhdue to the inflation problem to a large degfee.

' SENATOR MENZA: Are you finished, Senator? | v

SENATOR PARKER: Just one more. I understand that you have in-house,
or the Governor's Office, or somebody has done a study on this already, and I
wonder--- ; v

COMMISSIONER SHEERAN: I have not done that. The only study I have
seen is the presentation that was made to Blue Cross, I think, in 1971 or 1972
when they were making.a presentation to this Committee. '

SENATOR' PARKER: Didn't Kline do an independent study?

SENATOR MENZA: There is a mysterious study being done on No-Fault.
Assemblyman Kline told me that this super dooper-secret No-~Fault study that he
did was never done by him.

COMMISSIONER SHEERAN: That is not my department

MR. CONNELL:.- Commissioner, I was glad to hear you say that this
Commission has an obligation to gather some actuarlal data before. they make any
recommendations. You are specifically concerned with this problem of a trade-off
which we heard a lot about a week ago today. We have heard that in No-Fault you
trade-off and get somebody back in return for the trade.

Now, as I understand your proposal and your present concern w1th our
$200 threshold, bearing in mind we do have a verbal threshold in this State,
you are concerned about the inflationary»aspect of it, and in line with that,
if medical costs have gone up 60% since 1970, are you saying,sir, that maybe the

threshold should be tailored to 60% to accommodate for the inflated medical expense?

'COMMISSIONER SHEERAN: Well, I am not making .a judgement. We have a
body of data'available that your Commission can see, which would indicate the
number of cases that have‘not gone on to suit that previously did, and the
number of people who have gotten care who might not have gotten it in the past.

I am simply saying that the idea of a fixed threshold, if you are going to use
a monetary fixed threshold, then you have to - in my judgement - require, after
our experience over the last four years, or provide a way of moving that threshold
with the economy. Whether $200 is the one that we ought to have started with---

' Assuming that we accept $200 as a proper figure and have the same
restrictions on, for EXample, hospital costs and all the other items that go
to make up this $200, then, the point that you have made and suggested here is
what I have tried to say, that it would, if we had followed the medical cost index,
probably have been over $300 or something like that. But I am not making a
judgement as to what the proper initial amount ought to be. That should be
the subject of this study. ’ “

MR. CONNELL: .My question here is, has the Department made any study?
For example, if the threshold were $300, has the Department made any study as
to what that will save in premiums? | :

COMMISSIONER SHEERAN: We have not done that yet, and I am not quite
_certain how that study could be made, but it does seem obvious to me that there
musi be some body of data that can be developed that would give indications like
‘that. ' } . _
MR. CONNELL: Has the Department made any‘study as to any possrble cost
sav1ngs 1f the threshold were amended to a total verbal threshold?
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‘ ‘COMMISSIONER SHEERAN: No, we have not. You see, one of the problems
with insurance - I think a problem when we originally worked with the Commission -
is you deal with a lot of guesstimateés as to what is going té happen in the fﬁture.
You try to predict what will happen, and in this case it didn't happen; that is,
we didn't have a stable economy, and that sort of thing. You need a body of ' ¢
data. You have to take a back look to see how effective what you did really was.
Yéu can predict what is going to happen in the future, and I am sure we can have
“the same- kinds of predictioné-that you had in your past studies, but I think we
could add to that an education-that we have had for the past four or five years
in seeing PIP develop as a concept. i .

MR. CONNELL: .Commissioner, I would take it that you would agree
with the latest June, 1977, DOT study which shows, for example, in our district
court the. percentage of automobile cases filed in relation to the entire percentage
of filihgs has decreased from 10.7% to 4.0%, which totally indicates that the
$200 "joke threshold" is doing its job. in that respect. Would you agree with that?

COMMISSIONER SHEERAN: Yes, well, I have read the court statistics,
but I have not seen the DOT statistics, but it does sound to-me as though it
probably came from the court. I am not too sure. -

MR. CONNELL: Would you also agree, Commissioner, with this statement:
oh page 58 of the same report---

COMMISSIONER SHEERAN: You know, it does sound like a cross-examination.

MR. CONNELL: Well, I have to get these points across, because we were
down in Washington on Friday, ‘and all they want to do is tell us how bad we are
in New Jersey,; and I really don't believe we are that bad. When you ask them a
question such as this in their own report, it cannot be concluded, for examnple,
that Massachusettes' monetary threshold is a more effective tort reducer than. -
Michigan's verbal threshold merely on the' grounds that Massachusettes experienéed
higher percentages of post no-fault tort decline than Midhigan. They go on to
say that wvalid conclusions on the tort reducing capabilities of various thresholds
would actually be based upon not only a comparison of the pre no-fault litigation
but also the post no-fault. I am saying that people are going around leveling ‘
charges at that state without any real factual ba81s for making them.

COMMISSIONER SHEERAN: Well, I think the thing that has been more apparent
to me than anything»else is the lack of a clear definition of what our threshold
really is, and what it'was perceived to be by the Commission when it originally
got together, and that is the exclusion of some very, very high cost producing
areas of medicine, nameiy, hospitals, X-rays, diagnostic work,and that sort of
thing. . ' ' .
SENATOR MENZA: Assemblyman Di Francesco. We are now‘an hour and a
half behind, gentlemen, o

ASSEMBLYMAN DI FRANCESCO: Commissioner, first of all, do you have
" copies of your statement? ‘

COMMISSIONER SHEERAN: You will have them. I jﬁst asked to testify
late Monday or Tuesday, and I didn' t have a chance to go over it. I have made
some changes in it, and I don't think it is prudent to let it float out. It will
be done probably today, and we will get them over to the Legislative offices.

ASSEMBLYMAN DI FRANCESCO: The reason why I ask is I believe you made
some reference to statistics with regard to tort litigation, and I may have misunderstood,
but did you have statlstlcs that indicated that a particular segment of lltlgatlon

rose in Mlchlgan? .
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COMMISSIONER SHEERAN' I was quoting from the hearings in Washington,
and, yes, what it did-was the test the meaning of the threshold I think-

_in - one year they had 500 some odd cases claiming that the threshold was met, ‘and
then it rose to 1800 cases, and I think it went to 3500 cases the year after that,
"all of them being litigated on the issue of whether or not the threshold was met.

ASSEMBLYMAN DI FRANCESCO: In other words, your p01nt is that poss1bly
the verbal threshold creates -litigation in the 1nterpretat10n there?

COMMISSIONER SHEERAN Wel-, my point is that there is a body of
experience, and you are- golng out there. ' There are areas to look at. I know that
we all have pride in our own accompllshments or our own work, but we have. to look
'deeply behind those statistics. ' That'is important. There are 300 or 400 cases
there nOW‘that_might not have been there with some other treatment of the T
threshold, you see, morerciear treatment of the threshold

ASSEMBLYMAN. DI FRANCESCO: It is my understandlng also that you would
be very reluctant' today to . go to a verbal threshold; is that correct?

COMMISSIONER SHEERAN: I am very reluctant to make changes until
we understand exactly what they mean, and get as much: 1nformat10n as we can as
to the impact of. those, and to show that we are not 51mp1y taklng some beneflt
away from people and glVlng them nothlng in return.; That' is what I am looklng
at now to the best of my vision. . ) . '

ASSEMBLYMAN. DI FRANCESCO: Is that the Governor's position? -

COMMISSIONER SHEERAN: The Governor spoke for himself on this ‘at one
time. I am sure that he is interested in making changes that' are meaningful. to
people by way of giving them a’benefit, but certainly not if it means taking
away from them without a return. o .

) SENATOR MENZA: That was beautlful . We. are now running an hour and
a half behind. That was very good Commissioner. You are a great politician.
You did a good: ]Ob : ' .

ASSEMBLYMAN DEVERIN: One thing bothers me,. or two things bother me.
Under the Blue Shield cost for doctors, you aré limited to a certain amount.

If you have a certain operation or certain treatment, the Blue Shield gives the
doctor $186 and that is all he gets unless the driver ‘pays the rest. Would that
“hold under this? : : Lo " '

COMMISSIONER SHEERAN: Oh, no, We would design it’exactly‘as we have
now. It would be truly a no-fault policy. It would provide full medical ‘benefits
to people, and it would have a lifetime benefit if youAso decided that that should -
be continued. I think that is something we ought to also study_as you go throﬁgh
this, and all those things ‘would be the same. There is no reason to change it.

ASSEMBLYMAN DEVERIN: . There is one other thing.. ' The biggest amount ‘of |
. money Blue Cross pays, from their experience in rating, is to the industries and so
forth and so on. - For instance in one-plant there may be thousands of ‘subscribers.
Now, if you wound up with Blue Cross. being a primary payor of no—fault insurance,
PIP, what would happen to experience rated groups? Would their increases be based
on what the'grouPs would be? . . v .

' ' 'COMMISSIONER SHEERAN: Absolutely hot. I would make it an absolutely
separate.body of -data, separate coverage, clearly identifying that coverage' .
with its experlence, and letting its experience carry it. ' '

) ASSEMBLYMAN DEVERIN. So the experlenced ratlng group would not be
1nvolved at all° ) : i :
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COMMISSIONER SHEERAN: Absolutely not. '

ASSEMBLYMAN DEVERIN: Thank you.

SENATOR MENZA: Mr. Duncan, one quick last question.

‘MR. DUNCAN: As supposedly a member on the Commission that represents
the public with no industry tax, I am not a tfial lawyer, I have always felt
alone on these Commissions. The last Commission had eight members and five
lawyers. This one has eight members.and six lawyers. . I love them all. They
are really--- ‘ ' o ‘ :

SENATOR MENZA: What do you do for a living, Mr. Duncan?
MR. DUNCAN: I don't practice law. ‘

MR. CONNELL: There are only four lawyers. ' I was counting them, Mr. Duncan.

There were five laymen and four lawyers. 'When the report was submitted to the
. Governor, we were down to eight. We lost one lawyer. ’ ' . ’
‘ . SENATOR MENZA: Everyone knows that thekbar‘is the backbone of the
society. ‘ ’ | .

MR. DUNCAN: Commiesioner, we have addressed oureelvesvto your--~-—
I am not here to make speeches; I am not running for office._ I am here to find
a way to fix the system, and I feel good about what you say, 53cause what you
said is that the system isn't bad. Everybody has been saying that we have a bad
system. We have a few problems. Lawyers. logically and rightly look upon the
threshold with distrust, and I believe you also talked about the right of the
public. So I will address myself to that. . )
' But there is another part to it. You have to have somebody to deliver .
the system, and if the companies are not happy, and they can't make money, then
something is wrong, otherwise we would not be sitting here. The trouble today
is capacity; We can't get companies to write the business.
COMMISSIONER SHEERAN: This will not change that problem. You have to
know that. ‘ .

MR. DUNCAN: Well, that is the second part of this hearing. We will get
‘to rating; so we are not supposed to talk about that here. But let's deal with
the system. You say it is really not so bad with the’$200. I was one man

who did not like the $200 tort threshold. I thought it was wrong, but, nevertheless,

we met and we agreed. And I find it interesting that you are talking about now
a sliding tort threshold that is geared to some sort of measurement of the economic
conditions, and th?t doesn't sound too bad, and I will assure you that I will study
that as hard as I can. ‘ ‘ ) ' ‘
Bﬁt there is another part ef this that the companies have mentioned, and
it has to do with the federal no-fault. In fact, your Senate 1380 addressed itself
to that. That was a $75,000 cap; I believe the'national no-fault lawbquote‘for
a cap is $100,000. With that thought in mind, and I guess the logic would be
\that you could buy additional coverage above the $100,000, I am a little confused
in why that wasn't signed, if you could help me along that line. ‘
COMMISSIONER SHEERAN: - You mean by the Governor? I think the Governor
would have to address himself to that. That is on his desk now.
MR. DUNCAN: Does he plan to sign it?
COMMISSIONER SHEERAN: I am sorry, I am on his cabinet, but I am not
in his mind. ) 7
MR. DUNCAN: How do you feel about that cap?

123




COMMISSIONER‘SHEERAN: Well, -our Department has supported it. I happen
to believejthat what Mr. Green had complained about:in'the areas with no companies
and the effect upon them, that it was a valid.consideration. You have to know that
the opposition that has deVeloped'to that bill which we originally'put in at
$25,000 developed in the industry itself. It was a conflict in the industry, not‘
with our Department or anyone else. The big companies wanted to have no cap; . they
wanted to go on with the unlimited medic¢al, and the companles that were small and
were being threatened by it were--= ) X

MR. DUNCAN: By threatened you mean that “their relnsurance costs to provlde
the other coverage would put them out of the market, if the b1g companies had
the resources to meet that. " B o ‘ o

COMMISSIONER SHEERAN: That 1s what Mr. Green and other members of smaller
companles --not that his is a small company - compared to\the big mult1 state -
conglomerate companies wanted, because their position was that they have several
lifetime medicals that the impact would be severe on them and on their reinsurance
costs. I believe that Mr. Green and the others were telllng the truth about that.,“
And T believe that position. : . . ‘ ~
' SENATOR MENZA: That was a great'succinct, quicknquestion; Mr. Duncan.

 MR. DUNCAN: Thank" you very much. o : '

'SENATOR MENZA: Comm1551oner, thank you so much for comlng to Ellzabeth
You were very 1nformat1ve, and we apprec1ate very much your comlng down. )

COMMISSIONER SHEERAN: I am ready to,help work with -
you and come up with the proper solution. ' I think it is necessary.:

SENATOR MENZA" Mr. Hardenbergh ,Do»you have a:prepared etatement°‘

RICHARD H A R'DENBER G H: Yes, I belleve 1t has been- distributed.

Thank you, Senator Menza, members of the Commlss1on. My name  is Richard C. Hardenbergh.
‘I am a resident of Haddonfleld, New Jersey. I am here today representing 5,000
member Independent Insurance Agents of New Jersey. This is a federation of 18‘local:
boards representing profeesional insurarice agents who -are 'small business people located
throughout New Jersey. . ‘ R E

Our Association has stated previously on many occa51ons that it favors the

No-Fault program as the best system. .We still endorse it, but we suggest that
iﬁprovements to the eystem are necsesary'to protect the millions of New Jersey .
motorists. The. Independent Insurance Agents of New Jersey is not a fiscal or
actuarial organlzatlon. We are very aware ‘that the greatest percentage of our
members  do' have a hlghyloss ratlo, that is, premiums collected and claims paid out
‘on their automobile business. A great deal of their losses are attributable to
"the very low threshold, unlimited medical, and disorepancies between legislative
llntent and court 1nterpretat10n of our No-Fault Law.

) We, as Independent Insurance Agents, represent the interest of the
insurance buylng public. - = Speaking for the consumer, we believe that all insurance
should be made available to the public much in the'same'way that a motorist.buys
a new automobile. He can purchase a basic vehicle and then has a choice  of buying»
additional features and aocessories at his own option. .. The present automobile ‘
insurance pollcles mandated by the Legislature are now beyond the means of the -
average motorlst. It provides for for premlums he no longer can afford to pay

in today's eoonomy.
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Our Association strongly recommends that the motoring public be given
options to purchase coverage which he is able to afford. One such option, for example,
is additional PIP - Personal Injury Protection - coverage as presently in the law.

Concerning the present $200 tort threshold this should be changed to a
"verbal threshold" - one requlrlngrthat a person being injured to such an extent
they are unable to perform normal duties before they can file suit for pain and
suffering. I want to make this point very clear, no way are we suggesting that
people who do deserve compensation should not receive such compensation. I was
particularly glad to hear the Commissioner indicate that he feels that the present
$200 threshold is inadequate, and changes should be made in it.

The definition of verbal threshold is that one cannot sue funless there is
death, serious impairment of body function or permanent disfigurement.b To support
this type of threshold, we suggest - and I am sure your Committee will do so -
getting statistical information which I believe the Department does have, despite
what the Commissioner has said. Also, concerning the limitations of medical coverage,
another step toward making insurance affordable to the consumer would be to provide
a basic policy of $100,000 in medical benefits and allow the motorist the option of
purchasing additional medical coverage if desired. You may reee11{ before
No-Fault Insurance, the insured had the option to buy medical coverage on his
policy. He didn't have to have any, or he could buy up to $5,000 worth at a
rate equivalent to it. .

. We also propose the creation of a "Medical Review Board." Thls would be
used if the insurance company felt there was an over-utilization of medical
treatment, ‘for example, double billing, padded bills, and bills for sServices never
rendered. As long as there seems te be some doubt concerning fraud among our
indsutry, we suggest an "Anti-Fraud DlVlSlon" should be established to check

on insurers, doctors, hospitals, employers, lawyers and the claimant. We most
strongly recommendvthat New Jersey‘s No-Fault Law be carefully re-defined so as ‘
to avoid any misinterpretations by the courts as to the intent to extend benefits
beyond those orlglnally intended.

In summary, we are in favor of a No-Fault Law based upon that in current
use in the State of Michigan which experience has shown to be the most workable to
date and the fairest plan for the consumer. Here, I might add, that we are extremely
pleased, Senator Menza, to announce. that you intend to go to Michigan to study
their plan. That concludes my’prlnted_statement, but I would like to make some
comments. : ' ' '

SENATOR.MENZA. Mr. Hardenbergh, do you speak ihitially, on behalf of the -
Independent Insurance Agents. in New Jersey, and 1s that thelr p051tlon, the
one you just recited?

MR. HARDENBERGH: Yes. What I say now is also in speaking for.them. What
my personal bpinion is, I won't discuss, but I do know this, and do feel very strongly;
that our Association, if you do have further hearings or studies on the Blue Cross
situation, would like to be heard. We have some very interesting input. We are
opposed. to such a method, and some reasons have:been discussed here this morning,
and I don't think we want to get into that discussion. right now. I could give some
myself here and now, but I would like the opportunlty to appear agaln if you do get
into a lengthy discussion on that. .

SENATOR MENZA: Thank you. Gentlemen?
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. ASSEMBLYMAN DEVERIN- Mr. Hardenbergh why do you think Michigan s
law is so good° How much do you really know about Michigan° Why do you say
we should adopt it carte blanche°;'r - v , T , -

MR . HARDENBERGH: - No, 1 am not suggesting we should adopt it

ASSEMBLYMAN DEVERIN: Well, that's what you said here’ today.v ,

_ MR. ‘HARDENBERGH. Well, I realiZe what I said hereitoday, but I also
indicated, and I was going to suggest that you go to Michigan or have Michigan
come here, and Senator Menza bea me to that He indicates that he 1s going.

I am not suggesting that this is the panacea for. No-Fault, but from all
trade journals I have read from all indications, it does seem to be a workable
program. I do have the law here. I have read lt.v But only statistics, again,:x
will prove whether it is that good and we would like for you to determine - the - +:
Commission: itself - what we are saying. ' : ) '

~ ASSEMBLYMAN DEVERIN: But: some of the records don t show it to be that
‘great ‘ There are some people who think it is just as bad as New Jersey. I am not
v’sure that your statement saying that your statement that we should adopt . the N
Michigan plan is something we want to hear ‘unless’ you have some: reason for. dOing Lot

MR. HARDENBERGH:, Mr.‘Deverin,—you are right. Wehfavor the one,in current
use in Michigan. The reason we faVorﬂit I think, is because in Michigan s - bill
there are some of the . suggestions that we have made here this morning, . the verbal
threshold as an example. However, I wouldn't be so bold to say that we should
accept- it until you have made your complete study. o .

. ASSEMBLYMAN DEVERIN: Particularly, because it is really not my knowledge.
I am not an insurance man, "and I am not ‘a lawyer. I don't understand why if the
verbal threshold is the,panacea, and the reason some people say this is .because
the doctors do, and the Commissioner ‘explained ‘this very well. When we had our
last hearing, we talked about a hundred thousand dollar threshold that included
hospitalization, X—rays, ‘and so forth and so on. = The insurance companies are Very
much against that. - Now, they say thev$200 threshold is too easy to beat and too
‘easy to get around. Do you think a verbal threshold would do away with that, getting
around it, as it were, or the hanky—panky that’ they use With ‘it?. Do you think a :
verbal threshold would avoid that? : ‘ o o v v

MR. HARDENBERGH: Well, I think it would be a great’ improvement on the
present system. True, you have these Situations where the Sixty days are up,

' or there is also the- pOSSlblllty that. this man should be here another three days
and really should be here another three days, but you have to have a starting
print and a stopping pOing somewhere.

ASSEMBLYMAN DEVERIN: The thing ‘that bothers me Wlth the verbal threshold”"
lS, everybody talks about a person haVing to be Sick for ninety days or Sixty
days,’or whatever. Now, in the insurance policy, all these expenses are covered
his wages are covered his asalary is covered, depending on what plan he has.

What is g01ng to keep a guy from ‘staying out for ninety days or sixty days, because
the insurance policy is “verbal. What makes that verbal threshold so much
better than a dollar threshold'> o ".v S .

MR. HARDENBERGH., Well you. are -on a little different tangent on. the
verical threshold and the - way that we look upon it.- You. are speaking of peoplel:
who want to continue on Worker's Compensation where . you have lingerers. - “There

Will_have-to be some controls. There is no question about-that,,but thefreason,
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we favor a verbal threshold over the present threshold is that we do want to cut
down on some of the tort liability suits that are occurring, and they can occur
very readily now as I think Jules Borrus' testimony last week indicated, thét
the medical mbills now .are running at an average of $249, which indicates that
someone can immediately sue after $200.
MR. GREEN: Senator, I wonder if I can add something about . the Michigan
.set up. The Michigan threshold - what they are concernediabout they didn't properly
define the limits within which the verbal threshold came in,.so it is now left '
for the jury to define. Certain other states have definitely defined what
encompasses a vérbal threshold. Now, if. and when we go into our discussions,
and we consider a verbal threshold we can»aefine that and other terms so that
the court won't distort our whole No-Fault Law. ~And if you look into the No-Fault
Law and compare it with decisions tha£ have come through, Commissioner Sheeran,
for example, mentioned today that the $200 was supposed to be actual'medicél bilis.
Last week one of our Superior Court Judges came .out with a great decision. A back
brace worth $150, he considered part of the $200 medical. So that actually we will
have to define each and every term so that the court won't be.able to distort it, and
say motor cycles are covered when the Commissioner said it didn't cover them.
ASSEMﬁLYMAN DEVERIN: You know, what I am trying to find out are, what
are the advantages to a verbal threshold? What is the difference between a verbal
threshold and a dollar threshold. ‘Is that going to solve the whole problem in
the Staté of Newd Jersey. The people sfrom the insurance companies say that under
no éircumstances will the verbal threshold lower the cost. to the consumer.
MR. GREEN: I wouldn't go that far, but I do:know that your .sacroiliac -
sprains and other nusance cases which were supposed to be eliminated by No-Fault
are more prevalant than ever and the majority of suits ‘are the nusance cases. Nbbody
is saying that for the real injury cases. There is toom muéh'building up of '
the other junk cases which were supposed to be cut out.. :
' ASSEMBLYMAN DEVERIN: Well, would the verbal threshold cut out the
subjective back injury? .
SENATOR PARKER: Just like in Worker's Compensation.
ASSEMBLYMAN DEVERIN: That is what I mean.
MR. GREEN: There can be a percentage arrangement there.
SENATOR MENZA: Let's cut out the cross-dialogue and address ourselves
to the witness. Mr. Connell, do you want to cross-examine again? ;
MR. CONNELL: Mr. Hardenbergh, do you agree with Commissioner Sheeran
that no-fault is really a trade off, and people are giving up something in retufn
for getting their bills paid? i‘ o
, MR. HARDENBERGH: No, I can't say that, no.
MR. CONNELL: You don't agree with athat?
MR. HARDENBERGH: No, I can't say it is a trade off.
. MR, CONNELL: .You are the first one I have heard from representing
- the insurance industfy that didn't agree with that.
MR. HARDENBERGH: Well, I don't know how we are defining the word
"trade off." : .
MR. CONNELL: 1 All right. Do you agree that when you buy No-Fault
Insurance you are gbuying coverage to pay your medical expenses in return for )
which you have to give up some of tyour litigation rights? Do you agree with that?
) MR. HARDENBERGH: Yes. -
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MR. CONNELL: Because you recommended here on’ page three that you wexe in
. favor of a No- Fault Law based upon admission. ’
'MR. HARDENBERGH: Yes, sir. : .
» MR, CONNELL: - Do you have any actuarlal data that would sunstantlate amy
sav1ngs in premlum if we so chose? o : ' .
. MR. HARDENBERGH. No, ‘I do not Mr. Deverin made a remark- about
) something which he thought I said. I dldn't say this, but you indicated that I -
felt that New Jersey's No- Fault Law was - I don t think - “you used the 'word 4" lousy"™
but you inferred that I might have meant that. No way. Mr. ‘Duncan will be glad '
to hear me say -this too. We~th1nk that we do have a good No-Fault Law. .in New Jersey,
- and. the Comm1s51on dld a very good ' job when they developed it. But llke everytmlng
else, time goes. on, and it is time that some changes should be made in it.
ASSEMBLYMAN DEVERIN: - I° sald.other people had ‘said that.
SENATOR MENZA Thank you, Mr. Hardenbergh. Our next witness is
‘Norman De Neef, Selected Risks Insurance -Company. Ladles ‘and gentlemen we are
. going to break at twelve—thlrty., The witness afterer.,De Neef,ls Assemblyman

Dean Gallo.\ } o » . . o R .

NORMAN DE  NEEF: Mr. Chairman, my name is Norman De Neef. I am
Manager of the Automobile‘Underwriting for the Selected Risks fnsuranCe Company.
I will ask that my. prepared testimony be made part of the”record,/and "I will

'Anotrbother to read it, since it deals largely with‘mattersvthat have‘already'

been presented before -you. . (Prepared Statement appearsbin Appendix beglnninqh"

on page - . 1x .) B : o L : s e ‘ o

' I would however,: llke to make. just a couple of comments, and then:

if you have any questions, I will be glad to tackle them. I 'was sorry to hear‘
this mornlng - or perhaps appalled 1s the word - the . Comm1551oner say that ‘the
~ industry is changlng the fundamental concept of No—Fault That concept, as you
well know, and as has been empha51zed a couple more times this morning, -deals

vln a form of trade-off. It was the 1ndustry in fact ‘that proposed No-Fault

_originally and- fought for it in a pure concept, realizing, of course, that. that.
" is not fully attainable.i Wevhave come in New Jersey, and in ~almost every other
State to the dlscu331on of the substantlve nature of thlS so-called trade-off.

We do not believe - as you don't - that New Jersey in ‘any fashion has
the worst No-Fault Law. It perhaps is one of the better in that it provides
what  true No-Fault 1s 1ntended to proulde,,full compensatlon for the- v1ct;m
of automobile accidents handled‘through the automobile systém. We do feel,

" however, that the time has come, as with any new'system -‘and No-Fault was
completely new half a dozen years ago:; there are going to be some bugs in.it.

And New Jersey's'No—Fault Law has some. You don't believe that the original
Commission ever: 1ntended -that it be cast in stone or: necessarlly will the

' recommendations of this Commission. v :

" We 'do favor the strenthenlng of the'threshold.,vWe’would,prefer a
. verbal threshold, but as has been done with you to a limited extent this
morning; the question of wording in the verbal threshold must.be very carefully
handled, if we. are not to create more litigation than we remove. Nevertheless,z
we do .favor a verbal threshold We would favor, also, 1f p0551ble - and I don' t
know how this is 901ng to be accomplished - some form of cost control. - It has -
been stated that Blue Cross can dellver low hospltal beneflts, 25% . less " than: weyb

can pay .to the hospltal I am not suggestlng that we attempt to follow their
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cost levels, but I do think there has to be some means of setting the generally
accepted costs of benefits by health care providers, whether it be doctors or
hospitals. I am not so concerned about the obviously limited number of cases

of so-called fraud. I have no figures to prove that is happening, but unquestionably
there are charges rendered by health care providers which exceed in auto accidents
what they would be in other types of'cases. I refer you for example tb the study
recently completed in New York State where they made comparisons of laws under
Workmen's Compensation and comparable bills‘ under auto accidents, and they ran

three to four to one under auto accidents, vis-a-vis, Workmen's Compensation claims.

The cost control is something that we have to face, and this may be
perhaps more important than any other aspect You are aware, of course, the
question® was asked this morning,;, why hasn t the ‘governor ‘signed S-1380. We, along
with the Motor Clubweretwo of the very strongest proponents of that bill, and the
Legislative Committees must have been adequately persuaded as to its, desirability
because it ‘was passed unanimously in both houses, but yet it has not been signed.

As a small company in New Jersey, I would just like to tell you how that. would
work for us.

There was a misstatement in the Star Ledger yesterdé?»that S-~1380 on
the Governor'S»desk'put a $75,000 cap on medical benefits. That is not true.

It does not cap the benefit at all to the consumer. It only caps the amount that
"the company would pay on an individual loss. We are in the process of renegotiating
our reinsurance treaty since No-Fault came in, and we have been with one carrier.

We are - worklng right now to renegotiate our costs, and on the No-Fault, the

- PIP premium, we are now paying 2.8%, and they want to go to 10% or a 350% increase
on our reinsurance cost on our PIP premium. .That would mean to us, if 5-1380: remains
unsigned, having these additional costs, plus our having to pay losses between k
$75,000 and $100,000.which is our current reinsurance retention. It would cost

us an additional probably $750,000 a year. To.us that is quite a bit.

There is one other factor I would like you to consider. I have not yet
mentioned increases or decreases . in litigation in New Jersey after No-Fault
came in. We have not seen in our company a'drastic reduction, if any, in
litigation. I don't thirk. we can. altogether compare that with pre-No-Fault either,
because of the fact that since No~-Fault we have also had to deal with comparitive
negligence in New Jérsey as opposed to the old contributory negligence rule. So
that cases that heretofore might not have gohe into litigation at all - because
obviously there was a contribution of negligence - now get in because it is a
matter of testing whether one party ar the other is 51% or 49% at fault. That
would have an increased effect on litigation in this State.

I think that one of the things we do have to consider or we would ask
sincerely that you consider is the mere fact of affordability. We hear this word
a lot. I think most of us in the industry will admit that the cost of autovinsuranée
is becoming for many of our citizens almost prohibitive. Anything.that can be
done to retain affordability to the average consumer is certainly a major question.
But I don't think anyone is going to be able to come up with any figures any place
along the line that are going to be any different than the Commissioner said.

We are going to have to do some guesswork as to what the effect of a change in
threshold will be. ‘It is bound to have some moderating effect on costs. It will
in no sense reduce them. t will merely preclude their rising as fast as they

might otherwise rise, but most insurance costs, no matter what we do, are probably
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901ng to contlnue over the years ‘to. rise.' I would ask, also, that in your further
discu551ons w1th the cOmm1351oner-— he. mentloned the p0551ble use of a Cost of v
Living lndex on ‘an increase in a dollar threshold, before. too long_the_Insurance
“"Services Office, and perhaps other rating(organizations will be proposing
* invall states that the rates for - : auto coverage also rise periodically
in line w1th the Cost of Living Index, ‘and then further. factors would be 1mposed
on that at varying periods also - if:you feel it advisable to do so, find out whether or not
he might favor a regular annual increase in basic insurance costs, based on the
. Cost of Living Index. :Because after all, whatever‘wevprovide is affected directly
by that. Tl ' . '
We too: - as: Mr Hardenbergh had’ indicated - 1ﬁ the matter of Blue's .
taking over the dellvery of the benefits under No-Fault - recelves further discu551on,
as I am sure 1t will, would like to: have an opportunity to comment there.‘ This
is brand new. - This only came out in the ‘paper yesterday morning. We would like
to have a chance to think about 1t too and have an opportunlty to come back and
chat with you about it. ‘ . . . ,
‘ . MR. DUNCAN:  Mr. De Neef I need a little help. You :represent a small
company . Someone told me a long tlme,ago that the backbone of the-American
system was competition. I am a littlefconfused and I need a little help. If
I represent 'a big company that has a lot of resources, I really don't have to
buy-what.you call reinSurance. .I have ‘the money, right? o '
. MR. DE NEEF: That is correct.
MR. DUNCAN: So you as alittle guy, and Dave over here,have not had
a problem in the past because you would pass off large losses by buying
reinsurance. v o . ‘ o ‘ o : v
"MR. DE NEEF: . In our-case,.everything aboveISlOO,OOO.
, 'MR; DUNCAN: ‘You see, I want to rationalize the word‘"cap.“ .Does. it take
away some public money benefit'> "If I understand a cap,then' your problem with
‘unllmlted medical - i being one of “the ‘fellows who was intrigued w1th the unlimited
medical logic of this 1n this’ thought— is, asI understand it, the costs are g01ng
up in the reinsurance field,” and that would make your rate filings non—competitive,
perhaps, with some of the bigger companies, although they are - not suggesting
there is a problem here ; two,you would favor the $75,000 cap, and by that’ you
‘did suggest that doesn't limit a person.‘ It would allow a person to have a
basic monetary limit, but they could buy addltlonal coverage. Is that the
way I understand itz o _ '
MR. DE NEEF: .We faVor unlimitedimedical the same as is‘in the.law
currently. But as far as =——= : ' ‘ ' ‘
MR. DUNCAN: I got a feeling that was a: play on words.
_ MR.DE NEEF: No, no, it is not definitely. ' The.consumer loses nothing
underﬂs-l380.'vHe would be paid his full benefits. If his claim were $200,000 and
it was’against Selected Risk, we would pay $75,000. Thepool would pay the other
vVSIZS,OOO. The customer would lose nothing.: The cap is only the individual company's
responsibility. The pool of all the companies would share in the excess over the‘ .
$75,000. LR i | | L
_ ' MR. DUNCAN: Okay, I see what you are'isaYing, Then the pool would’
relieve you of the added cost to.your rating. 'In the reinsurance logic, it ‘would
‘take away your cost of :reinsurance. S o

MR DE NEEF" Under the PIP coverage, yes, that is correct.
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MR. DUNCAN: Originally the Commission thought there was a

question of whether it is a bodily injury claim and . whether it is a PIP claim.

Now, you smile, because I sometimes get-lost, We originally recommended that in

a two car accident where somebody was at fault, that by inter-company arbitration
you take a PIP claim - or better yet, if I was run into by someone else, and I was
sent to the hospital, I would collect my economic loss; I would collect my wage
loss. And we suggested that if someone else was at fault when I was run into, by
inter-company arbitration we would then shift that loss to the other companies.
Then, of course, it would become a bodily injury loss. If’ would not be a PIP loss.

I know we are going to get into rating, and I know this is going tb'get
involved with it. What about this arbitration that we originally suggested? How do
you feel about it? ' )

MR. DE NEEF: The opposition generally has been that in the long haul,
as far as dollars back and forth, that probably it works out as a trade-off and
there would be no particular advantage in the fact that theé cost of the arbitration
procedure would be something that would not be meaningful. We have not generally
been strong for transfer of payments. Some companies feel exactly the Opposite.' The
industry is divided on that point. We had just not felt there.was any particular
advantage in it. . ‘

MR. DUNCAN: If you didn't go along with the Senate version on the
logic that a berson is covered up: to a cap of $75,000 or SlQ0,000, how - do you
feel about. the option of buying coverage up to $1 million on his own? Because,
after all,the rate making process will have to carry the sum total of the other
losses no matter how we look at it.. - ‘ . .

.MR. DE NEEF: We are probably in the minority. I don't know that we are
- but I am just getting the feeling that we may ﬁery well be in the minority in
savoring the continuation of unlimited medical benefits. It has only been, and
I am not intending to make a sermon when I say this, in the past thirty to thirty-five
years that the automobile has become the pervasive influence in American life that
it is today. We just haven't got the system yet tc handle it, but nevertheless it
is there. We have created it. -Society has created a need for it. We have created
the arena in which it operates, and we are grasping now for a meansvto handle the
compensation of accident victims. You know, I can remember when it was fun to
ride on a Sunday afternoon, but that‘time is long gone. The car is a different
thing today. : . .
We felt from the beginning that the automobile insurahce mechanism should
take carc of people today that are hurt in auto accidents without regard to fault,
and in toto, the people who buy auto insurance for their cars ought to-be getting
the full recompense for whatever injufies they suffer in the operation of that
vehicle. So we have not been, up to this point at least, in favor of limiting
in any extent that right of recovery in the economic loss benefit.

SENATOR MENZA: That is too altruistic a position for the insurance
companies Eo take. ' . '

MR. DE NEEF: Maybe it is. Somebody is going to pay it, however.

SENATOR MENZA: Let me pose this question to you. Is the cost of the
pool less or greater than the cost of reinsurance? And_ does that affect your
position with regard to the unlimited medical? Why would an insurance company
be so altrﬁistic,“particularly a small insurance company? .
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MR. DE NEEF: . As far as the pooluis concerned?
SENATOR MENZA: Yes. . ‘ ‘
' +7MR. DE NEEF: I think what happens is—“ethave a couple of small companies, -

and there are others besides - “Mr. Green's and ours - we are totally committedb
‘in New Jersey We can't run away from the State of New Jersey. . We haveva'large
volume of auto business here, roughly 3.8% or 3.9% of the registered private '
passenger vehlcles. And over the long haul it might work out to cost about

the same.. But what you are concerned with is the one year thatkyou could be

really killed by the luck of .a draw. ' I have been unable, personally, to get

a real solid answer from the major carriers as to why they are unwilling to concede
this concept since. they also —vand barticularly not carrying reinsurance - could ‘
individually be hurt in one single year if they happen to have twenty guadrapleglcs.
It seems to me that it is as advantageous to them - and perhaps even more »
advantageous -~ since they carry their own relnsurance as ..it'would be to us. But
'Vwe being. smaller just can't take the chance. _ : . ‘ S
a ) MR. GREEN: Senator, I wonder. 1f I can add somethlng to ‘that. Everthlng
in° New Jersey- is based on the pool When Gateway and' the other companles went

broke, the big companies were not willing to pay the whole thing, so we pooled 1t

Our as51gned>r1sk ass1gnments are in - -a pool. ' Our New Jersey Insurance Underwrltlng
is ‘in“a pool. Everythlng is-pooled. ‘As Mr. De Neef 'said, suddenly: for ‘some unknown
reason they object to a pool for that, but everything else is pooled. For example;
the support of the financial responsibility division, everythlng we ever had in
:New Jersey was pooled, percentage—w1se, according to wr1t1ngs. : y

SENATOR MENZA: “We ‘have Allstate here today. We- w1ll .address that questlon
to them. o oy e v 0 v '

‘MR. DE NEEF: Could. I Jjust: make’one other coﬁment on. the unlimited medical
feature above a cap2” In other words, set $50,000 as the ba51c coverage and let

" an individual buy above that This has also been a recommendatlon, and it has - some
‘attractlveness in. perhaps pricing. It might be helpful in-just finding out what '
No;Fault costs up to.a certain figure. $-1380 would also have this result in our k
opinion. But my concern is that you do not continue the unlimited feature - the
fellow who doesn't' buy it ‘may be very. well the fellow who needed it. In fact in
many instances, perhaps if it is a risk that has had an unfavorable accident record
- whére ‘it reflects directly on his premium, and he chooses not to buy above. $50,000
because of the cost to him, if he is the fellow who has had the bad record he. is
the one who. is. the most apt to be hurt, and, perhaps,.to have the unlimited clalm-
tomorrow. Society 'is going to take care of it, and we think it should be taken-
care of through the auto mechanism and not‘some other one..

MR. DUNCAN: What percentage of your total acc1dents are one car accidents?

MR. DE NEEF: I ¢an find that out for you. I can't tell you right offhand.

MR. DUNCAN: You could make an.educated guess. - .

‘ . MR. DE NEEF'--I wouldn't even want to make a'guess; I assume it would be

in excess of 25%. It may. be in excess of 50%, but I couldn't say. . ”

" MR. DUNCAN: How many of those one car acc1dents, whatever the percentage
may be, involve drlnklng and dr1v1ng, to the extent that a drunk drlver could be
invclved? . ) : ‘

MR. DE NEEF:, I review for my company only the major losses, I 1ah'

‘not in the claim department. ‘I am 1n underwrltlng, but I am interested in what losses

32




we have had to report to the reinsured; Of those losses that I have looked at

over the past ten years, unquestionably, 50% have involved drinking and driving.
' MR. DUNCAN: I find it interesting, but you are now bringing in the

problems of the industry, and it was this Commission's initial intent not to

cover drunken drivers.

MR. DE NEEF: I realize that. Mr. Green has fought for that very hard
for a long while.

MR. DUNCAN: Indeed, it never came about, but I don't find you addressing
yourself to that. Do you have any thoughts on that? Should they be kept out of
the system? Is that a reform you would.suggest?

MR. DE NEEF: If it were possible to do so in some substantive way, so
that you made sure you got all of them out or all of those that had over..l5 or
if it were possible to make a clear deliniation of merely a matter of impairment
or merely of having a drink or being drunk, I suppose I think it would be extremely
difficult to handle. I think the question would address itself more to the question
of is there a means of getting the drinker off the road as opposed to not paying
him for his injuries. And we have not been successful in that anywhere in the
country yet, either. : -

SENATOR MENZA: Gentlemen, before we ask any more questions of Mr. De Neef,

we have a gentleman, Robert Pike from Allstate Insurance Company who has come
especially from Chicago and must catch a pléne, I understand, by one-thirty. We can
ask Mr. De Neef, if you so desire, to stay with us for awhile, if you have any
further -questions. Can you do that, Mr. De Neef?

MR. DE NEEF: It will be my pleasure.

f

SENATOR MENZA: Fine. Thank you. Mr. Pike. To insure my credibility,

Mr. Pike, you have come in from Chicago and you must take a plane at one-thirty,
isn't that correct?

ROBERT PIKE: That is not correct, Senator. I came in from Washington
this morning, and, yes, I am leaving on a one-thirty plane.

SENATOR MENZA: In your testimony we would appreciate your directing
yourself to the reinsurance aspect. '

MR. PIKE: My name is Bob Pike, and I am Aséistant Vice-President of the
Allstate Insurance Company. In that capacity I have responsibility for state
no-fault legislation and regulation for our company I have served as Vice-Chairman
of the Florida Insurance Tésk Force on Insurance. I was a panelist at
Drumthwacket. With that background, I will not attempt to repeat all the
recommendations that I suspect others in the industry made last week, and I am
sure will be made this week. I would underscore them simply to say that I do not
agree with those who would suggest that we need more time, more data, more experience
in New Jersey before we are able to truly tailor the No-Fault Law responsibly to -
our policyholders, to your constituents, and ultimately to our stockholders, also,
I suspect. »

I gather the data is available, and the experience that we have garnered

far would suggest thaf there are many things you can do, many things this
Commission can recommend, and I think they are apparent to most of us.

a matter of working out the bugs, I suspect, in the system.

thus

It is simply
Certainly you have the
worse and weakest threshold among the states that do have thresholds. The $200 was
woefully inadequate when it was passed, and it.has certainly been eroded by inflation
in the years that have gone by, and effectively it is not a barrier té exclude
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those cases that I suspect the Leglslature wanted to be reduoed from the system. .
: The Federal Government, as someone 1nd1cated earlier, - has always recognlzed that
. p0551bly an unllmlted medlcal beneflt is a cost that 31mply should not be borne
by, at least, policyholders.. -They have had the most lucratlve benefit level
as New Jersey, and they have recognlzed in both the Senate and the Congre551onal'
bills thus far introduced that $100,000 benefit level»certalnly would seem more
acceptable. We know that such a benefit level would compeosate 99.95% of all
accident victims for theif totalieconomic loss;  yet we know the cost to providei
for the additional .05% is. essentially 20% of the premium. ‘These are not my
numbers. I belleve the Commissioner of Insurance would probably ‘subscibe to them.
~We know that there are thlngs you can do to close loopholes.
I noticed in some of the testimony given here that you were submitted
for the record nineiamendmehts.h These amendments go:-all -the way -from the very
broad ones in correctihg.the threshold; of taking care of unlimited medical
benefits, to also filling in the loopholes created either by the Jud1c1ary or
by oversight when the 1eglslatlon was initially passed.
~ You had asked that I comment briefly on S-1380. The suggestlon that
thls is a blll that mlght encourage competltlon, I suspect; among smaller companles,
if I understand Mr. Green correctly, I'strenuously disagree with that. - I think, if
-anything, S1380 would-stifle competition even more than it has already been stifled
in New Jersey.,vI thinkrthefone thing you have ‘done with 1380-—— I commend the
‘Governor for not Yet signihg it.,fIt.isva‘bad bill. It is-a bad bill because you
have a crisis insurance‘environmeht. And I know}all.too often wezin the industry,
and those on the other side,use the word crisis too often. But anyohe who looks
" at availability, who looks at the facts, who looks at. what has been happening in
New Jersey has to"conclﬁdeithat we. have'a problem in this State. We have 20% of
the husiness.v We have a stake in this State, unllke any other company . _
; ~We are a large company. We do have relnsurance. 'We do reinsure.  Unlike
- Dave's company, we leveled or layered at $250,000. But the fact of the matter is
you have again created ahothef tool, another spreading of the risk. You have
attempted again to make one price for one coverage; What stops the inadequate
company? What stops the Gateways . from coming into . this State when theyvknow
that they only have essentially on the hook.the first $75,000 medicai? - What causes
vthem_to'properly‘monitor that catastrophically injured accident victim? What would
stop the company with :6% of the market, who knows that'they have a brainstem
damaged individual e'quadraplegic, possibly projected expenses of»$l million or
$2 millioh - +who knows he is going to pay(the first $75,000 ahd probably has it
relnsured over $10,000. We know from experience with the catastrophically injured
that 1mmed1ate ‘medical attentlon was the best way to both reduce. the ultimate cost
to that victim as well as . to enhance his chances for rehab;lltatlon. When one has
.6% of the market, one is not . too ‘concerned about the market he'is supposed to
serve. My suggestion 1s that the monltorlng of that medlcal éare, the rehabllltatlon
-of that accident v1ct1m, would be- 1nadeqate. ) o
You have, I fear, w1th §-1380--- I guess l380.is symbtomatic more of the
-problem, because the problem is unlimited medical. You are. not going to do ahything
to reduce the costs.f Now, the individual who ‘testified before me indicated the .
”couts will be the same. "I suspect lt is going to be even higher. It is -

going to be hlgher because you are g01ng to brlng in the
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UCJF to monitor-and to possibly rehabilitate or monitor-the rehabilitation. I

wonder how professionally-and this is in no way to aenigrate the staff - they

are handling the catastrophically injured accident victim.- I doubt that they are.

I suspect we could do it far better. I suspect that those of us who have R
had the experience,as Dave has had in the large states where we have unlimited v
medical, now have resources at oﬁr command. I think competition demands that

you make companies accountable so they can handle this type of risk if you continue
to have unlimited medical. ) ) .

SENATOR MENZA: Mr. Pike, may I interrupt for a moment. Reinsurance is
placed with Allstate, and over $250,000 you place with someone .else---

MR. PIKE: I think our layer is $250,000. I am .not sure.

SENATOR MENZA: I presume Allstate makes money on reinsurance.

MR. PIKE: I hope we do. We have in the last couple years. I wish
this would be the case in automobile insurance in New Jersey.

v SENATOR MENZA: With whom does Allstate placé their reinsurance?

MR, PIKE: I am sure it is placed in a reinsurance pool and then part of
it is pickéd up by many compahies. I can provide you with .certain informatioﬁ.

SENATOR MENZA: Apparently the small insurance coﬁpanfes indicate that
large companies don't want limited. medical,because they thereby will be losing
money as a result of the reinsurance premiums which they will not get; is that
correct?' ‘ , ‘ )

MR. PIKE: That shocked me, as‘did'the comment of the Insurance Commissioner
when he said large. companies want unlimited medical. Nothing could be further from
the truth. I don't know one company - and we are a member of the NAII, eséentailly
independent companies, and:i am familiar With the policy of the AIA, and I don't
purport to speak for them or the mutual companies - of any substance, of .any size
that feéls any longer that an unlimited medical benefit is an acceptable coverége
and one that can be properly, ultimately, controlled or monitored in terms of cost.

ASSEMBLYMAN DEVERIN: Excuse me, Mr. Pike, you said "anyllonger." But when
the original plan was put in, the insurance companies, if I remember right, did
favor unlimited medical.

. MR.PIKE: Some insurance companies did. Ours certainly did not.  In.

fact we were very modest. I suspect possibly too modest. We believed in the-

$5,000 benefit package. I believe most.or some of the Eastern stock companies: -

and actuarially it did make sense when we.looked at it, but as often has happened
with actuaries, it is educated guesswork - didn't Eealize the tremendous - churning
in changing from one system to-another system. Whenever we talk about thresholds,‘

we go to the lawyer's heart. I am-a former plaintiff's lawyer and I have some
feeling for this. Whenever we go and talk about unlimited medical people think, My God, they
are going to deny the paraplegic and the brainstem victim, and these are. hard
political choices, granted. I have prepared-:and I did so, by the way, for Herb
Kline and waited,‘as I suspect many of us did for the report:—a document which

is dated from January. I don't know if I have enough copies for all members. It

is about a 50-page doéument. What I have tried to‘do, in draft form, is merely

put down - not in model bill form, in pos sibly moderate proposal form - concepts
that are drafted legally on one side, and on the right side. a laymen's description
of what We are talking abdut. .And - what we are talking about in no-fault or any
reparation system.is loss containment, loss control. Maybe Commissioner -Sheeran
would disagree. _We have internalized the cost of our operations as much as we can.

35




-~ We don't have - anymore money there. We have cut it'to the bone, so we have to be
responsive. - We Just can't rely on,- say, -a-change in threshold, which I believe
would»change the benefit level. ‘We have to suggest the cost contalnment proposals.

‘ SENATOR MENZA: May I 1nterrupt you aga1n° I have a very simplistic
approach to things, unfortunately. As a result apparently Allstate thinks that
our No-Fault System is bad. ‘

MR. PLKE: Not all bad. ; o -
SENATOR MENZA: 1Is Allstate los1ng money as a result of No-Fault in the:
State of New Jersey?. ' o ‘ : P ' '
o MR. PIKE: Yes. E : ,
SENATOR MENZA: Can you glve us flgures for that? ° How much money has been
lost as a result of No-Fault? o : “,- ~ o o
MR. PIKE: ' I think the ball park figure, in probably the last - three
years, has to be close to $70 mllllon. ' o ‘ ‘ '
ASSEMBLYMAN.DEVERIN: Is thls property damage .or No—Fault?
~~ MR. PIKE: .No, this’is,on automoblle.lnsurance. Thls would include property
damage and--- . S o ; ' : L '
' SENATOR MENZA: You see, that. is what we are concerned about. We want
"Allstate, please, to. glve us figures and be . spec1f1c w1th us. I wish you.would'
furnlsh the figures. - o ’ ' :
MR. PIKE: ' There is no problem. : )
SENATOR MENZA: How much money are you people 1031ng as’ a result of

No- Fault forget property damage, and forget inflation? ‘

: MR. PIKE:: We would have to look at the pure premium, to those affected

coverages. That”is no problem.- That is-all laid out, and'I will supply it to you.

» SENATOR MENZA: “Give me a ball park figure now. Insurance companles are

not in business to lose money, | and I presume that last year-—-

"MR. PIKE: 1 suspect that 1s also the case in New Jersey. )

SENATOR MENZA' - Allstate has been loslng money in the State of New Jersey?

MR.,PIKE;- Yes. A L B :

ASSEMBLYMAN DEVERIN: Why do you advertise for newfclients?'

MR. PIKE: Number one, I am not. so- sure that we have embarked on an
extensive’ advertlslng campalgn in New Jersey.~ I'suspect also beCause we are
“very closely tied 1nto our parent, we have made a commitment to this market,
hdand we hope upon hopeq as we have for the ‘last ‘four years, that somethlng will
turn around, that possibly the regulatory. -environment mlght ease somewhat, and
we also have a lot of resources and a lot of employees. ~If we make a commitment
to the market, we stay init. ’ ) o - ' ‘ ‘

' . SENATOR: MENZA:. Mr. Pike, please forgive me, but I do have some
difficulty with your statement that Allstate is l051ng»money in New,Jersey. Wouldi
you document this, and will you furnish it to the members of'the‘Commission and »
tell us spec1f1cally where the loses are, and’specifically’What aspect of the
loss: relates toNo-Fault Insurance in the State of New Jersey? - Can you tell us’
why the dlrect relatlonshlp between the: loses that you have and the certaln B
prov151ons in the No-Fault law? - i

B You see, other 1nsurance companles--— T Mr. Green, is your insuranceh
company 1051ng money? ) ’ . o '
MR. GREEN: We lost s15 million over the last three years mostly due.

to No—Fault medlcal coverage. Our relnsurance costs for medical are greater
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than our liability costs. Before No-Fault we had no reinsurancé on medical.

SENATOR MENZA: See, I am a little bit mixed up now. We hear’ constantly
that the largest problems the insurance companies have are their portfolios and
inflation. By the way, when we say loss, sometimes we mean we didn't make as
much money as last year. We are talking about pure losses. Would you furnish
us with that information? .

MR. GREEN: Incidentally, I might add, we have doubled the amount of
suits, despite these records, and most of the suits are produced by our No~Fault
Law because we are financing minor injury cases into suit. They are waiting for
a period of two years, and then an.avalanche of suits. That has been the
experience since 1975. ‘

MR. DUNCAN: Can you break away your BI from your PIP?

MR. PIKE: Yes. ' ]

MR. DUNCAN: Ali right, would you say your BI, bodily injury, is losing
money right now? )

MR. PIKE: Well, right now they are all losing money. We have had a
rate filing for at least seven months, but I suspect that is nqt unusual for Allstate.

MR. DUNCAN: Do you separate your BI figures from-youf?PIP?

MR. PIKE: Oh, vyes. ;

MR. DUNCAN: Very quickly, what is the difference between your BI loss
and your PIP?

MR. PIKE: I don't know what our current filing calls for. I couldn't
tell you. I can give it to you exactly by letter, -because not only is it on file
with the Insurance Department, all this information, but we have additional information
we can provide in response to your question. .

I think we are in ---= The figures I have are pre-No-Fault. I will have
to submit them to you. It is no mystery. ’

MR. DUNCAN: Just clear up one thing for me. When we talk of an under-
writing loss,'and when the Chairman talks about the company making money, in fact,
they are two different things. In other words, did Allstate in the nation make
money last year? .

MR. PIKE: Yes, it did.

MR. DUNCAN: Okay, now let's separate this. They have an underwriting
loss. What portion of the profits for Allstate, which'is a national organization,
can be attributed to New Jersey? '

MR. PIKE: None. -

MR. DUNCAN: Is there abreakaWéy in your statement or your portfolio?

MR. PIKE: Not specifically, but we can do it by taking an average. We
take our total,let's say,‘income. And I don't want to get too specific here,
and we can then plug in - because the next'quéstion has to be, well, what about
investment income - what we made on that money by virtue of investment income,
and then take the percentage of the business we have in New Jefsey, compare- it
to the country for Allstate, and after all that mathematics is done, even after
you plug in investment income, and you then look at your Jersey subject as a whole,
we still lost money, and lost a great deal of it. So 'I can say, no, we did
not make money either from an underwriting standpoint or from investment income
on the premiums we received and that we invested or thét we held in reserve,

MR. DUNCAN: Can we gét that documented?
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MR;‘PiKE:V Yes. It is not going to be brokenrdown‘into~New Jersey-——
although I think-—- No., New Jersey flllngs require a breakdown - New Jersey is
_one of the unique ‘states - of 1nvestment 1ncome. ’
' SENATOR MENZA: Mr. Plke, dld you lose in all No—Fault states’
" MR. PIKE: No. _ '

SENATOR“MENZA' Whlch states dld you make money 1n?

MR. PIKE: Oh, boy.\- ‘ .

SENATOR MENZA: ' .T thought you would 1mmed1ately say Mlchlgan.

MR. PIKE: No, I am notenamored with Mlchlgan..’

SENATOR :MENZA: - Did you make money in Mlchlgan7,»'

MR. PIKE: Yes, we did. Now, ‘I have the. one caveat - and I mlght be
wrong - but I thlnk we..did make a profit in Mlchlgan.. But I am not'enamored
with its law.' o ‘ ) -

ASSEMBLYMAN DEVERIN' When youksaidAyoulostv moneybin New Jersey, you
didn't lose money spec1f1cally because of No—Fault in New Jersey. It is because ‘v:

~ of ‘the insurance picture, perlod .

MR. PIKE: - No, we lose money because we have hlstorlcally had an
1nadequate rate in New Jersey. ) h . R '

‘ ' ASSEMBLYMAN DEVERIN: It is not the matter of a threshold or anything
else, but a matter of--- . '

MR. PIKE: Those are compoundlng problems. ot

) ASSEMBLYMAN DEVERIN. ‘That is part of it. But you can t sell your
1nsurance ‘for less money. That is what ‘the problem is.

SENATOR MENZA: Well--- o . ,

MR. PIKE: You could carry that one step further and give the Shlp
'away, glve the,pollcyholéEr everythlng-as long as we can have an adequate rate
we can make money. ’

ASSEMBLYMAN DEVERIN. Isn t the reason . you are 1051ng money the fact

that you ‘replace a fender now for ten times more than it was. worth five years ago S

or ten years ago? I mean the basic reason - you are 1051ng money is not No—Fault
Insurance in 1tself it is the overall plcture of- 1nsurance,not only in New Jersey
but throughout the whole country. )
MR. PIKE- I read somethlng last week, and I v1olently dlsagreed w1th
the 1nd1v1dual that inflation was the only. problem.‘ . !
. SENATOR MENZA: We said it was the major problem. : Is it the'major
problem? k - ‘ ' ‘ 1
MR. PIKE: No, it is a component. .
SENATOR MENZA. “Mr. Plke is it the major problem° o
MR. PIKE:' No, I think there are major problems. ; v
. SENATOR MENZA3Z _What is the major problem for insurance comﬁanies
los1ng money now under the No-Fault System? .
MR. PIKE: Under the No-Fault System———
' SENATOR MENZA: Is it No-Fault? !
MR. PIKE: Yes. ' e
'SENATOR MENZA: Let me understahd this now.
_MR. PIKE: It is inflation-‘ it is rate- 1nadequacy.
ASSEMBLYMAN DEVERIN-Y It is a comblnatlon.

‘ MR. PIKE: - Yes, it is not one reason.
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) SENATOR MENZA: You are a lawyer, no doubt. I want you to be more
specific. I will try once more. Is the reason that you are losing monéy in the
State of New Jersey solely as a result of our No-Fault Law? ‘ o

MR. PIKE: No. : B

SENATOR MENZA: How much of an impact has the No-Fault Law had on
your loses? 1Is it 5%, 10%? '

MR. PIKE: I am a lawyer; I am not an actuary. I would pfefer to hawve
one of our actuaries answer that. :

SENATOR MENZA: Can you furnish us with that information?

MR. PIKE:. I think it would have to be adjusted. 'There would have to
be some subjective judgement on that question. : A
) ASSEMBLYMAN DEVERIN: Let me use a hypothetical question. - If we limited
the medical to, say, $5,000 or $100;000vand we went to a verbal threshold or a
higher dollar threshold, would you-be able to reduce premiums in the State of New
Jersey? ‘ \

MR. PIKE: Yes, if we get an adequate rate. -The '76 figure on our loss
was . ——— . o : ‘ » . . ‘

ASSEMBLYMAN DEVERIN: I didn't ask you that. = That 1\5 "a very good answer.
If the rates stay the same, and we made those changes in No~Fault, how much would
it help the consumer in the State of New Jersey? .

MR. PIKE: I would truly have to take a look at our rate filings. I could
give you figures of --~ We have costed the different thresholds. I hope it is
generally recognized - at least within our industry - that our costing model, the

Allstate costing model, has generally been cdnservative.’ We have not projectednthe
- greatest savings of others,and we are not suggesting that they have bad models,
but ours have been very, very close on the mark, and we have gone through this.

I mean, I am not going to come here and not have had this done already. We costed
from what we have to an otherwise adequate rate. I would have to take a lodk

at our filing to find out how much. I can get into'figures right now based upon

an adequate raﬁe and tell you what the different thresholds would do. That is
based upon. one company. '

MR. CONNELL: Can you give us that in writing?

MR. PIKE: Yes, I can give it to you right now. I will supply you with
all of this later.. By the way, if there are any other questions, while I am
looking for this'—ﬁ— v :

MR. HAGAR: Can I ask you a qﬁestion. ‘Are you now making a market for -
automobile insurance in New Jersey? ‘

'MR. PIKE: Yes we are.

MR. HAGAR: Are there any. states in the country where you are not writing
automobile insurance? -

' MR. PIKE: No, sir, we provide a market in every state.
i MR. HAGAR: If the average person walks into one of your offices, he
may do so? Is that correct? That is if he qualifies, obviously.

MR. PIKE: Yes. '

MR. HAGAR: How about pulling out of core cities like Trenton, and
things of that nature, have you done that recently? :

' MR.,?IKE: I don't know if we are in Trenton or if we pulled out. You

know, Allstate tends to be, more than others, an urbanAwriter. We do serve---
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MR. GREEN: I passed your store in.Trenton the other day, and it is
all boarded up. ) , :‘ E o _ . .

‘ 'MR DUNCAN: - Mr. Pike, would you . clear up-onegother-thing for me?  I. gather
“you weren't for the Senate ver51on, the cap. Are you for a cap where, in effect, someone
buys - the addltlonal coverage? I didn't understahd that"cleariy. Or don't you care
about that? ) ‘ o '

MR' PIKE: You know, we: would~all like the whole'pie.' I would say I
don't llke anythlng that would go beyond $100,000 but if that is all that can
be acoompllshedf——Certalnly,f it is far greater than what we have now, and
I think this is very important." i .I don't subscrlbe to it, but I see the merit
in it, because it provides, to the consumer at least,the freedom of choice. Does
he want to pay that extra $20 to buy up-$2 million: worth of coverage? At least
you have glven him a.break and you have also, I suspect, glven the 1nsurance companles
one too. Because I doubt whether, many people would buy it.

. ) ~MR. DUNCAN:. Well, will you reason with me? I remember when I could buy
colllslon 1nsurance w1th no deductlble and it had a price. You could buy it with
$25 deductible or $50° and $100 and now we have $200.° So what you are saying - because
the Commissioner suggested that the public‘hasn't been sold on the~phllosophy of
No-Fault - in effect,if you use‘ ‘the psychology of deductlbles, is that Allstate would
buy a $lOO 000 cap that. does not like.a pool fac1llty over and above -that?

MR. PIKE: - Wlthout questlon yes.
“MR. DUNCAN: All rlght , '
_MR. PIKE: if you. put $100,000 ‘cap on your beneflt package, we would prefer
that over unlimited” 'in a pool.
MR. GREEN: I mlght say to Mr Pike, first, :I want .to be of help to you.’

Our President at the meetlng w1th the’ Governor at Morven last year told the Govexnor .
that Allstate in_l975,lost $51 ﬁillion‘in that one. year Whichbhappened to be a
disasterous year ih the industry. Mr. Pike, practically everything is pooled in
. New Jersey from 1952 on - -our Unsatlsfled Claim and Judgement. Fund, our .support
of the Motor Vehlcle Department our Motor Vehicle Llablllty Fund, our present
Guaranteed  Fund, the NJIUA. Practically everything is in the pool: is it not?
‘Name me. one that isn't. ' "v o , : ‘

- MR. PIKE: I don't disagree with you. But does that mean it is right?
You just simply exacerbate the situation. more, and I suggest-that is what you
want to do. Dave, when your best interest is served - and those are your
pollcyholders, I believe--—I think you agree that if you hadva‘$100,000'cap
period, that would be adequate. It would completely compensate 99.95% of all
accident victims. Is that not a better solutlon than to ]ust mess up and already
messed up  concept? S C

MR. GREEN' You are not me551ng up anythlng because the 1n1t1al carrler

carries’ the thing rlght through to conclusion.  You are changing nothing-at all.
I know of no company that is going to be a wasteful set up. We have industry
. committees’and everything,_and Allstate is on them all, and they are doing a
‘pretty good job of paying out $20 million for the Gateway fiasco, and the Summit’
and the others. Top industry executives are on all of those, and they are
on. the Unsatisfied Claim ‘and Judgement Fund. o :

‘ SENATOR MENZA: Mr. Pike, it is quarter to one. I know you must'catch
‘your plane.‘:You have testified, you tell me, in various States for No-Fault
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Commissions. And you have just come from Washington, so I presume you also testifed
there before the Committee. You must have prepared statements that set forth
the position of Allstate. We would like £o have those. In addition, we would
like to hve your figures relative to New Jersey.

MR. PIKE: I might apologize for this. I just got back from vacation and
I was not notified of this hearing. BAnd because we are a large carrier I did
want to testify. I had asked Mr. Saxe to get in touch with the Chairman to explain
that I will submit prepared testimony when I get back to the office. I just did
not have time. It is not generally our desire to handle a hearing like this. We
prefer to have a prepared statement. I apologize. ’

MR. GREEN: Mr. Pike, you handled the No-Fault situation in Florida on
the verbal threshold and so forth. Can you give us some information on that?

FMR. PIKE: Yes, I can. I spent a‘lbt‘éf'my life down there for two yeafé.
I was very active in it, and I suspect that the greatest thing that came out of
Florida was not. necessarily the change in the threshold - which was-rather weak.

If you look at that threshold it is weak. It is- the victim of compromise between -—--

ASSEMBLYMAN DEVERIN: Is it verbal? g

MR. PIKE: It is verbal in disability. Words were confused earlier today.
They talked about a verbal threshold and someone was talking about the 60-90 days.
That generally is called the disability threshold. It has the same imperfections
I believe, of a dollar. And someone brought it out on the Commission. It is »
a target. What the heck, why not lay in bed an extra 10 or 20 days? We don't agree with
that. When I say verbal threshold, I don't say it meaning a disability threshold.
I mean a verbal threshold which is a descriptive description of the type of inju}ies
that must have occurred before someone can sue for pain and suffering.

I mentioned earlier, and I will try to be very brief with this,Mr. Green,
the threshold in Florida is still weak. It is working now. It is working certainly
better than the $1,000 ever did. We are not seeing - and we have only been under
this law for about eleven months - the bills. But what have we gotten? We have gotten
a lot of public notoriaty onthe issue of claims fraud, and probably thére is ' no
place worse in terms of claims fraud than exists in south Florida.

~ You had, I think, a more: responsive judiciary and I think pressure was coming

out of the judiciary.:. If you continue to have any one of these things, the whole
system is going to collapse. I think the most important thing that happened in
Florida was for the first time, in my recollection - and I have seen more of it
recently - thé trial bar and the Florida Bar perceived the problem for what it was,
a crisis, as we believe there exists in New Jersey, and did sit down and closed a lot
of the loopholes. They handled the problem' from a loss preventative standpoint.
They have the anti-fraud divisions, the doctor having to describe under oath
his treatment, and the Division of Fraud, which is funded by the industry, but not
controlled by the industry. We have no control over it whatsoever. You have
loopholes like they do. A person doesn't have to pierce the threshold in New Jersey
to go under his uninsured motorist coverage.. The plaintiff s' lawyers realized
that didn't make a whole lot of sense, that it is an extra cost burden. So they
closed that loophole. They had equitable distribution. They have added instruétions
. to their jury verdicts, so the judge can tell the jury, "This guy is getting paid .
once." The have the disclosure of all collateral sources. o

By the way, these are things that theé plaintiff's lawyer may not have
been willing to do. We didn't give up some things willingly, but it was a’
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consensus of opinion that something needed to be done, and‘it was done.. There
were further corrections to that law in l977 Unfortunately they screwed it up’:
by throw1ng in somethlng for south Florlda, a good driver's discount, which
doesn't make_any sense. But I thlnk you have a far‘more‘responsive bar now. -
I think they are more concerned than ever' before about what is happening.in
Washington. We, by the way, Mr, Chalrman are the largest company - that is
still in favor ‘of state No-Fault Laws. We don‘t - as I suspect so often happens -
" give physical support to the federal bill. We have testified ‘at the federal level,
and I will submit that testimony to you. We have used Florida as an example,and
we have even used ‘New Jersey as an example to show that states are responsive.'
When people say, “Let's 'take a look at Michigan" Mlchlgan s law is not going to
work in New Jersey.. . It is not working in Mlchlgan rlght now. - ‘ )
It takes a great deal of time to tailor ‘a reparatlons program for an
1nd1v1dual state. ‘How . easy would it be for this Committee without any cost
to s1mply prov1de 1nsurance with a mechanlﬁnwhereby ‘when we’ truly belleve that a
doctor has been abusive in an amount charge or in the care rendered ‘we can
suspend payments. for about forty—flve days and-submit. 1t to: some 1mpart1al forum
,set»up by the state, set. up by the Insurance CommlSSloner, and have them qulckly review
it. You‘ask "us not. to pay these fraudulent claims. You . ask us to stop it. . The
lawyers on this Committee‘know the minute we do, we get a sult for outrage.  Give us
forty-five days of insulation -so ‘we can have these things tested
We have loocked at PSRO' s. - -The PSRO's under the Social Securlty are not
as established as we would like them to be. 'These are: thlngs you-:can do and ‘not
cause a great deal of concern among partlcular pressure groups ‘but. yet have. some
advantages. o o S . ’ :
MR. CONNELL: Mr. Pike; I am still interested in those cost studies. »
‘MR. PIKE: Yes, i have them. ‘This is based upon a caveat that you have"‘
to have an otherw1se adequate rate because that is how our costlng model is set up..
MR. CONNELL: Is this a natlonw1de model, or does it just pertaln to
* New Jersey?b ' R . : » . g . R
MR. PIKE: This is a costing of New Jersey No-~Fault, what would happen.
‘This would be broken down both on BI Llablllty - that portion of the premlum - and . -
on PIP, because there is “also some  savings if you go from non-limited medical
benefit and break 1t‘downwards. Again, I undérscore that this has to assume an
otherwise adeguate rate. Of course, when it is $200 soft tissue injury, you would
have no savings'under the present’system;“Under a $500 threshold, we would suggest
that you would probably save 5%.: ' ' o
MR. CONNELL: Five percent of the ‘total blll or five percent of the

" BI rate? , :
‘ » MR PiKE: I am now talklng about BI llablllty premlums.
MR. CONNELL: The pure premium? ‘ i
_MR. PIKE:- Yes.j i R ) }
MR. CONNELL: If the pure premium is $45, you are talking about 5% of
$45-. . . . - s ! . . o

MR. PIKE: Yes. : -
. SENATOR MENZA: The consumer will save 5%. -
MR. PIKE: On that portion of the premlum, assumlng an otherw1se adequate

rate. I won't say 1t agaln but I want to-be technlcally correct Because, the
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numbers are always so distorted,_and that is why the insurance companies hesitate to
give them out, You can't blame the press, and you can't blame the
politician. They add the numbers, but they don't add the twenty-five caveats.

MR. CONNELL: We have an obligation to try to do that for the consumer.

If we ‘are going to changeﬂto the $500 threshold, hopefully, an adequate rate will
result in a 5% reduction on a $45 pure premium.

) MR, PIKE: Assuming your pure premlum is correct I don't know what the
pure premium for that is. ) ‘ N ' .

MR. CONNELL: Just assume that is correct for the record. So that would
be a savings of what per year? ‘ ‘

MR. PIKE: $2.50.

MR. CONNELL: So then it will cost the consumer between $200 and $500
for $2.50. That is all I am asking, sir.

‘ MR. PIKE: I know what you are asking. And let me ask you if--- So
often —and I assume you must be a lawyer and I assume even a trial lawyer - the
questions have been .asked before. I have heard the‘numbers used before, and I
think we are playlnggpnes with small numbers. If we go from anxunllmlted medical
benefit, we will save 10%. Then,you will sdy, well, with PIP premlums are $40
and now you save $4. For all these great things we save $6.50.

MR. CONNELL: I don't say that at all. That is what we are trying to find
out, what are we going to save by these changes. You just gave‘me a figure I was
going to ask about, the $100,000 with the right to buy $1 million, which is presently
proVided‘for under one of the federal bills. Do you think it will save 10%
in New Jersey? Have you done studies on that? ' ‘

MR. PIKE: If the federal bill was to be enacted here in New Jersey? -

MR. CONNELL: Yes, the present bills in Congress, with $100,000
minimum with a right to buy a million. »

MR. PIKE: I don't know what it would cost. As you know, we have
provided all the federal costing.

MR. CONNELL: You havé not costed in New Jersey.

MR. PIKE: Oh, yes, we have costed all fifty ststes.

MR. CONNELL: Do you figure it would save New Jersey residents about

10%2 : ' o
' MR. PIKE: I would have to take a look at it. I have no idea. _

MR. CONNéLL: You have only g&ven us $500 now. Have you gone any further?
MR. PIKE: We have taken it up to a strong verbal. ) '

MR. CONNELL: What do you mean by a strong verbal? _

MR. PIKE: Rather than read it to you, I will pass it out to you. It is

a part of the thirty pages I am going to leave you here. It has not only the

threshold, but other cost reducing concepts that you may wish to consider. If you
went to the>strOng‘verbal, we suspect that the scost saving on the BI side might

be up close to 15%. ) ‘

" MR. CONNELL: - Fifteen pereent on $45, assuming that to be right.

MR. PIKE: I should add another caveat. k )

MR. DUNCAN: Mr. Pike, did you mean 15% on the BI or 15% on the PIP? ‘

MR. PIKE: No, 15% on the BI Liability portion. We looked at a $2,000
~ threshold. And, by the way, we don't like dollar thresholds, but we did it
because we are used to the routine. And they are valid questions. For $2,000

we project around a 12% increase.
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ASSEMBLYMAN DEVERIN: Is the $2 00Q for just medical treatment. or does

- it 1nc1ude hospltallzatlon?

. MR. PIKE° No, we use it for all medical costs.

‘v ASSEMBLYMAN DEVERIN' Hospltallzatlon. .

MR. PIKE: which is a llttle ‘different than New Jersey s law, where 'you
exclude the soft. tissue. Then we took a lecok at the medlcal benefits, and said,
what savings could be produced if we went from unllmlted to $100,000 and
down to $75. If you go from unlimited, which you now have, to $lOO ‘000 you would
fully compensate 99. 95% of all acc1dent victims, and your percentage sav1ng would
be somewhere between 10% and 15%.of that portion of the premlum. If you went to
a $50,000 benefit ' package, you would compensate roughly 99.85% of all accident
victims totally. Youwould save somewhere between 14% and‘lS% on that portion of
the premium. If you were to go to a $25 000 beneflt package, you would. fully
compensate 99 55% of all accident v1ct1ms totally,_and your sav1ng would be roughly
15% to 22%.

I would'add this one note of caution. We kid ourselves if we ever thimnk
that No Fault is an effectlve cost sav1ng.' It is not. ‘Unfortunately,'it has been
sold to the publlc as an effective cost savings. In reality no- tault is a far better
way to compensate - a fairer way, and a quicker way - acc1dent v1ct1ms. We hope
that the changes we would recommend = - and many of the loss contalnment ‘proposals’
are in this package that ‘I would like to leave with you gentlemen - would have the
hope of stabilizing insurance costs. I don't think you can hold on to promises
to the public:any longer. I think the insuarnce>companies are to blame in this
partially, because here we are going to save‘great deals of money on this, but the.
situation is too crltlcal Now, all we do is hope and pray for the stabilization
of 1nsurance costs. v e L f '

MR. CONNELL: = Mr. Pike, part - of our duty here is to study the property
damage situation. Do you have any recommendations'that'you can‘give us about
control of the rising PD costs? Do you go along with what they did in New York?

MR. PIKE: Absolutely not. ' .

"MR. CONNELL: Why? , ‘ ;

MR. PIKE: Well, everybody has to have their worst. .Well, New York .
has their worst, and the worst part of their law is in the whole handling of
property damage. Regulation 64 is.abominable. It just proved that the body shop
lobby has far more 1nfluence and pressure than certainly the insurance business’
has, but that shouldn't come as a surprlse to anybody. They have gotten through
a bill a year which has emasculated essentialiy our ability to properly - not
deceptively, properly - control the cost.of automobiles and their repair.‘ What
they did this year - as I say, I just got back.from yacatiOn; although this is
one of my states,'andll should know more that I do. I did work with the Department
on their legislation — ' they told me they thought Senator Camerors bill was dedd. When
on vacation, he said;'fDon't worry." And when I returned, it passed. ) ' '
' Commissioner Sheeran did something--- We had met with Commissioner
Sheeran' about a year ago,fand:the legislature passed a law or‘gave the Commissioner
the right to.regulate in this area.. And New York prohibits us from even recommending
a shop that-we 'know will . -do good work at competltlve prices that w1ll guarantee
that car for the lifetime he owns it, If there is.ever a problem, Allstate will come
in- and pay for it. If”we don t agree‘w1th him, he can takek;t to-arbitration. We
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pay thglcost of arbitration regardless of who wins or loses. There is a tremendous
consumer benefit} New York passed a law that says they have a right to go to
a garage that is going to do all these things for you, and then they send some
to arbitration. Well, the history or arbitration is, you split the difference. If
the body shop disagrees with the insurance companies, send it to arbitration. New
York is horrible. ’ ' \ o

They have done one other thing. They split jurisdiction. . Part of it
goes to the Insurance Department - whére it should properly reside - and part of
it to the Bureau of Motor Vehicies. So now it is the old: problem, of dual regulation. We
are a regulated industry, God knows that, but now we are faced with dual regulation
‘with two competingkmreaucracies.We.have'great’fear of what will happen in New York.
New York has other problems that are unbelievable, such as deciding fair value.
The best investment in New York is to go out and buy a car and have it stolen.

If you want it stolen, just leave it on the street. Because just the way they
decide on the fair value of the car is a problem. Ih Maésachusettes they have the
same problem, but they have corrected theirs. . '

MR. HAGAR: You indicated dollar value there - T believe we got it
from the other side, ‘fromMr. Connell-as to the $44 per premiuﬁfand so forth. I
just want to make one thing clear. You are talking about essentially basic limit-
premiums, are you not? ' » '

MR. PIKE: Yes. ,

MR. HAGAR: So that if somebody buys a higher limit value, the impact
is greater monetarily than it would have been if somebody just bought basic
limits? ’

MR. PIKE: When you are talking about'the BI, yes.

MR. HAGAR: In relation to dollars - I am just afraid it .will get,
distorted as a $2 or $3 savings--- - ‘

_ MR. CONNELL: I was talking about the required 15/30. I didn't mean
to mislead you. I wanted to ask Mr. Pike one last question. ,

MR. PIKE:. Do you agree it would be a disservice to simply use those
two numbers as an excuse for doing nothing? (Laughter) '

l MR. CONNELL: I would like to ask you, on.the $500 threshold, dld you
1nclude in that the hospital costs?

MR. PIKE: Yes, I did. Soft tlssue costs, too:

MR. CONNELL: X-rays and the iike.

MR. PIKE: Yes. ' §

ASSEMBLYMAN DEVERIN' You mean the $SOO threshold with all the hospltal
costs and the emergency room costs and the canes and crutches and so forth 1s
better than the $200 without all that stuff°

MR. PIKE: All I can say is according to my actuaries it is. I have such
a fear of dollar thresholds. I am not the expert in actuarial sciences, but
any dollar threshold concerns us greatly. And you touched on another reason
before, inflation. '

SENATOR MENZA: Why do they send a non-expert, what you profess to be,
"around to all the various states testifying about no-fault? You profess to
be‘a non-expert, and yet you have gone to ‘all the states to testify on no-fault
and you don't have a prepared statement. C

MR. PIKE: I generally do have a prepared‘statement, and I will
make it available to you.
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SENATOR MENZA: Mr. Pike,. would you'leave a card with our staff,,because
they will be contacting you in Chicago. - We willrexpect information from you.
MR. PIKE: I thank you for letting me testify earlier than I was supposed
to. .. ; B - _ ‘ _ . . . .
SENATOR MENZA: Thank you so much for coming..
 MR. PIKE: I would like to leave some proposals with you. R
SENATOR MENZA: We are now gQing to take a bfeék, and we will be back
‘aﬁ one-forty-five promptly. My apoiogiés to those who were supposeditd testify

this morning.

(Whereupon a luncheon recess was taken.)
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] AFTERNOON SESSION )

SENATOR MENZA: The members of the Commission may not realize we have
eleven witnesses left. v '

We will now hear Assemblyman Gallo. How many bills do you have?

ASSEMBLYMAN GALLO: I have five bills. I am not going to comment on all
them. T will leave them with you because time is short.

SENATOR MENZA: Assemblyman Deverin and Mr. Green will be with us shortly.
I am reminding the members of the Commission again that we have at least 10 and
possibly 11 more witnesses. '

Assemblyman Dean Gallo has a package of five bills he has introduced in
the Assembly. What is the status of the bills? Are they in committee?

ASSEMBLYMAN GALLO: In committee. '

SENATOR MENZA: They are in Assemblyman Bornhelmer s committee?

ASSEMBLYMAN GALLO: Correct

SENATOR MENZA: Go ahead, Assemblyman.

'ASSEMBLYMAN DEAN - A. GALLO: My name is Dean A. Gallo,
ASsemblyman,,24th Legislative District. Aécompanying me here tpday is John Kroeger,
Staff Assistant. ‘ ‘ T

Mr. Chairman and members of the Commission: I-wbuld like to take this
opportunity to thank you for allowing me to testify. At the same time, I listened
with' a great deal of interest this morning to Commissioner Sheeran's remarks relative
to some of the problems in the area of no-fault. The Commissioner and I have .
disagreed on numerous occasions as to how: the no-fault problem should be resolved or
addressed?® Today was no different from any other day: I was left with a great deal
of disagreement with the Commissioner's statementé. Also, ‘as is has been invthe past,
I think the Commissioner is shooting from the hip when he suggests that Blue Shield
and Blue Cross can do the job chéaper relative to the no-fault problems and using
figures that are unrealistic, with little or no background to give credence to the
new position he has taken. I believe it is just another attempt to mislead the public
into thinking insurance rates can be lowered or will go down as a result of bringing
in Blue Cross and Blue Shield. )

Gentlemen, I would like to predicate my remarks on automobile insurance
reform and tell you that New Jersey is on the verge of a complete breakdown of its
insurance system because its elected representatives either do not truly understand the
problem as it exists in the 1970's or choose to support antiquated legislation deal-
ing with insurance law that, in a less sdphisticated society, might stand. I am not
only referring to auto inéurance, but also products liability, malpractice and
workmen's compensatjon. The sooner we face these problems and recognize them for -
what they are, a social cancer that is growing, the qulcker the patient will recover.
Recovery, to me, is bringing back to this State the job we have lost when industry
located elsewhere, in part, due to the anti—business image New Jersey has helped to
build. This to some degree can be traced back to our workmen's compensation and
products llablllty laws. Now New Jersey has taken on still another dimension in o
the negative, that of boasting the worst automobile no-fault law in the United
States, as indicated by some Congressmen in Washington. ‘

This Committee faces amonumental task and responsibility in guiding our

Legislature through whatever changes are to be made in the law. But, even greater,
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it shall have to answer to the 1nsur1ng public and enjoy or suffer the ripple
effects that will take place in this State in the life style of everyone who operates
an automoblle. ’
Mr. Chairman and members of the Commlttee, we percelve that the problems of
New Jersey's’ 1nsurance crisis to be three. They are: . .
1. The present statutes which have proven to be poor at best when
- we consider what no-fault was actually supposed to accomplish.
2. Over—zealous regulation which in New Jersey. carries political
bundertones. ) ' )
: 3. Inflatlon.
I have introduced a comprehen51ve package of automobile No—Fault Reform , _
"Bills, A 3124 through A 3128. These were submitted on February 17, 1977..- We belleve,
as a package, with- certain revisions, if 1mplemented thls legislation will effectively
deal with the three problems outllned " Bach bill proposed serves to cure a void 1n
the present law. - However, standing alone in piecemeal fashion, -one bill serves as -
merely a bandaid where major surgery is needed to cure the ills of New Jersey's
ill-fated No-Fault Law. 'At the‘same time,'I would ask you, Senator, to reconsider~
the Commission's stand on dealing w1th just one segment of the 1nsurance problem
at a time, in this case, just No—Fault We believe that it is imp0381ble to
’accomplish true insurance reform in the normal market without considering the
residual market that-is, the ass1gned risk, since they are interdependent upon -each
bother. On. Monday, July 25y, 1977, -my office forwarded to Senator Warren Magnuson,
"author of the. Federal No-Fault Law, coples of our reform legislation along with
certain deletions in the package._ We believe that we have strengthened our :
"legislation, and at the same time pOinted out certain shortcomings of the proposed,
federal bill. o : ' )
I would like to make coples of our reform legislation - available to the
Commission, which I -have done, along with back—up information giving the reasoning
' behind this legislation. In addition, I would-likeito make known that I am recall-
ing .Bill A 3127 whichldeals with a®casualty insurance company's ability to invest
an unlimited amount of its assets in the stock market. Where life and health
companies are restricted, easualty insurers are not. ‘This bill was to have brought
casualty insurers under the same federal code. - However, this. legislation would
have been meaningless’ to companies based outside of New Jersey, but doing business:
here.~ As such, we believe that the federal government should be the vehicle to
implement the needed remedy- for correction in-this area. This; in part, is the ’
content of ‘our July 25th letter to: Congressman Magnuson. ‘ '
Mr. Chairman and members of the Commission, the coéntent of the material
delievered to you today ‘will take some time to study.r I stand ready to be of
service to you at a future time should you have any questions.‘ :
In closing, I would like to thank this Commission for the non-partisan
stance it isftaking to help the people of New -Jersey in. their dilemma on automobile .
insurance. . But, again, I would ask that your attention be given “to the other
areas rlpe for reform .in the 1nsurance field that call for your Comm1551on s aware—
ness, ‘so that New Jersey does not become known as the State of Confusion.
As I indicated before, I know that there are a number of people that will'
be cddre551ng this Commission. Therefore, I did not in my statement go into all of

the aspects of the different bills that are now in committee. - But I do‘think, as I




said before, that it would be a mistake to address one particular phase of the
automobile insurance problems without taking on a total review of the industry itself,
'because many of the bills that I have, as indicated in my statement, if they were

to be acted upon individually,would not fly and would not, in fact, cure some of

the ills that we perceive to be in the no-fault area. But a total approach to this

problem is one that I strongly recommend and I would hope that the Commission would
review the background information that we have and also the bills that are now in

committee. Nothing is written in stoﬁe. These bills were put together after about

six months of intensive work by my staff and certainly I am sure that there are some

areas where revisions of these bills could make them even better for the citizens
of this State.
(Bills introduced by Assemblyman Gallo can be found beginning on page 6x.)

SENATOR MENZA: For the information of the members of the Commission,

Assemblyman. Gallo has proposed a package of five bills which are presently in

the committee chaired by Assemblyman James Bornheimer, which
Insurance Committee.

is the Banking and

One of his bills dealswith elimination of the present. "prior approval"
system of rate-making and substitutes an open rating system. v

Anéther bill raises the uninsured motorist coverage from its present level
to twenty-five and fifty.

Another one of his bills provides for the establishment of a Joint Under-
Writing Association, in which all insurers writing automobile insurance in New

Jersey would be members.
) Another bill creates within the Department of Insurance a Division of
Fraudulent Claims and certain aspects of the bill relate to the threshold, includihg
the verbal threshold and the like.
For the benefit of the Assemblyman, the Commission is charged by Senate
Concurreirt Resolution No. 68, to deal not only with no-fault insurance, but all
aspects of insurance, including the residual market and rate-making. The Com-
mission's féeling - I think I am speaking on behalf of all the members of the Commission -
is that at the preserit timé we would not like to see any bills move in either House
until such time as we have had some input on these bills. I understand that two of
Assemblyman Bornheimer's bills are on second reading in the Assembly.
ASSEMBLYMAN DI FRANCESCO: I believe they are still in committee.
SENATOR MENZA: Are they still in committee?

ASSEMBLYMAN GALLO: It is my understanding from information I received today

that the Committee has not released any bills, either Assemblyman Bornheimer's or
mine. ’

ASSEMBLYMAN DI FRANCESCO: Only one of your bills was listed.

SENATOR MENZA: I take it-from your comment that you are a member of the
Banking and Insurance Committee?
ASSEMBLYMAN DI FRANCESCO: Yes.

SENATOR MENZA: I take it

We had a meeting on Tuesday.
from your comments that you would ‘accept the
fact that we should hold your bills until such time as the Commission has had an

opportunity to review them and make suggestions, understanding obviously the
political nature of --- '

ASSEMBLYMAN GALLO: I can understand that and it is not that I don't feel further

These bills went in in February of 1977 and one of
my concerns is that the situation has not gotten any better.

study might be beneficial.
This is not the first
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study that has taken place in. regard to no-fault and the insurance 1ndustry as a
“whole. ' . ' ‘ » )
I.think the situation now - when I say that I am referring to, I believe,

Mr. Klein was commissioned to do .a report I am not referrlng to a study comm1331on,
'per se., And I think that the tlme has come that these bills should be aired as
rapldly as possible, I have. at numerous tlmes requested the Chairman of that
Commlttee, Assemblyman Bornhelmer, to have these bills for publlc hearlng so that
we could get the input of those in- the field and those that have a concern in this
area and have these bills come’ out as better bllls. As I indicated, I do not sit
-~here thinking that I have the answer to all of the 1nsurance problems that ‘are .
' represented. But I thlnL what the bills do- 1nd1cate 1s that there is certalnly an
awareness,and a great deal of time and study has gone into some of those problems

I think tlme is of the essence for your Comm1s51on and also for an 1mplementatlon of
the bills that will solve some of the _problems that the State now has.

ASSEMBLYMAN DEVERIN. Assemblyman, so I won't have to ask you the questlon
on the floor, you said you don' t think no-fault is doing what 1t was intended to do
What do you think no-fault was supposed to do for the consumer in New Jersey?

‘ASSEMBLYMAN GALLO: I think when you sat on that Comm1531on - I know others
dld too and I am not CrlthlZlng those. that sat on that CommlSSlon nor am I
ciriticizing the no-fault, because at that time, if I- recall both 1nsurance
companies and the Commlss1on or the Committee agreed that there had to be somethnng
done and there was: more agreement with the no—fault phllosophy that came out of
. your commlttee than there was dlsagreement : )

What happens is that I think the publlc also catches up w1th many of - the
pitfalls that start to show as our people are more sophlstlcated and find the loop
holes that -exist in no—fault I th1nk that they, themselves, really by hav1ng the
expertlse and’ some knowledge of the legal and professional ‘end have found the. loop
- holes that made this: unworkable in many areas. And I am not talkang about the over-
all_concept ofvno-fault.g I thlnk with minor changes, we can come up with —--

» ASSEMBLYMAN DEVERIN: Apparently the intent of no-fault was to deliver
-+ faster payment to people who were 1njured and that is belng done now. The intent
of no-fault was to cut down the court cases and that is being done now. No—fault,
:in‘itself‘kis working. “You don't believe it is the worst in the Natlon - I am sure
you don't —because somé Congressman says so. ‘

ASSEMBLYMAN GALLO: No. This was a statement attrlbuted to a congre331onal
committee. "It was not my statement. )

ASSEMBLYMAN ‘DEVERIN: Do you think 1f these bills were wrltten into law,
the consumer would be better protected in New Jersey and that the cost of 1nsurance to the
consumer would be better in New Jersey? . ) : . '
 ASSEMBLYMAN GALLO: I really do - yes, I do. Number one, I think there is
an inequity in‘the rating system as it stands now. Number‘two, I think~there~iszan in-.‘
.equity to the citizens that are in urban‘areasfthat are paying a tremendousurate,for
- basic llmlts of liability whlch are mandated by the State of New Jersey. I guestion~
the constltutlonallty of it. v . ' .
’ ASSEMBLYMAN DEVERIN'h How would these bills overcome the fact: that a guy
in Newark pays more than the guy living where Alex ‘does .in Hillside? ’ 4
ASSEMBLYMAN GALLO: - Assemblyman, they address it spec1f1cally in standard .
llablllty ratesby class and not terrltory.' That is one area. . The level,rate>v
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charged on surcharges is another area that would, in fact, have an impact on that.

I heard you question a number of the people today relative to how would you stop

the fraud. Well, there is in this bill provision for a Fraud Bureau which would
have the expertise of the legal profession, the medical profession and the insurance
profession,whereby these claims would be reviewed. There would be, 30 days before

trial, evidence that would have to be submitted to justify that there is an

actual claim that should be before the courts. It goes into a great deal of depth.

Again, I don't say that these’bills may be the cure-all for everything.

ASSEMBLYMAN DEVERIN: I am not questioning the bills. The point I am try-
ing to make is that when I ask the question, everybody says there is fraud, there
is hanky-panky by the lawyers and doctors; but nobody says what lawyers and doctors.
If that is happening, there are enough law enforcement agencies in New Jersey to
handle that. If that is a primary factor in the cost of insurance, no one has been
able to prove that to us. That is why I ask that question all the time. Do you
think because you change the threshold and put a bureau in Trenton - and we have the
Attorney General's Office - that you are going to cut out fraud if there is fraud?

ASSEMBLYMAN GALLO: I would love to say that we havé'phe cure-all to wipe out
fraud. You know the problems we are having in Medicaid and Meaicare, not only

in this State, but throughout the Nation. This is a means for direct contact with

the particular product that is being sold; and, falling under the Insurance Commissioner,

it would have a great deal more validity, I think, and would be able to explore the
possibilities of fraud quicker than the Attorney General would. Once there has

been a suggestioh of fraud in the minds of those on that committee or commission, it
would then be turned over to the AG's Office. So we are not setting up a duplication
for prosecuting, but we are setting up a Division of Fraud in an area where these
people will have the most expertise. And I think that is helpful.

MR. GREEN: I'd like to mention this, Mr. Deverin: In Florida, they set up
a Fraud Bureau now requiring doctors, as Bob Pike testified today, to file their
bills under oath and they have cut out a tremendous amount of fraud. But to get
back to your setup --- .

ASSEMBLYMAN GALLO: If I can just interrupt you, this bill does that also
because parts of these bills were taken from the Florida law, at least the parts we
thought were good. ’

MR. GREEN: * We were discussing territorial changes. Would you in Morristwon
like to pay the samé_rate as they do in ﬁewark? )

ASSEMBLYMAN GALLO: We went over that and, as Assemblyman from that district,
I knew full well what my bill would do would effectively faise slightly the rates
in Morris County, which I believe are the second lowest in the State of New Jersey.
If I want to be totally parochial, I would take that billland throw it in fhe garbage
can. But when you take a look at the insurance inequities that I feel exist through-
out thié State, including oﬁr urban areas, I.don't think I can look at it on a
parochial basis. I realize that there are going to be adjustments in some of the
rates in some of the counties that are receiving the lowest rate, or hext lowest rate,
or maybe the third lowest rate. .

MR. GREEN: Because of their accident frequency?

ASSEMBLYMAN GALLO: Correct.

SENATOR MENZA: Thank you, Assemblyman.

ASSEMBLYMAN GALLO: Thank you.
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SENATOR MENZA: The next Witness Wlll be John Collins, New Jersey
Federation of Senior Citizens. Mr Collins, do you speak on. behalf of the Federation?

JOHN CO»LLINS: Yes.' . _

' My name is John Collins. - I reSide ‘in Prospect Park, New Jersey. :I
serve as Chairman of the Health Task Force of the New Jersey Federation of - Senior
Citizens. I, first would like to thank you, Senator and members of this CommiSSion,
for permiSSion‘to appear here today. . I am here to comment on aspects of the State' s
no—fault auto insurance law that'pertain to health coverage and to senior citizens.

"In investigating the problem. of automobile insurance for senior Citizens, we
have found that the premiums for drivers 65 years of age are about the same as those
for drivers under 65. With regards to no—fault insurance, ‘most insurance’ companies
chargevseniors the same as non-seniors. A few companies grant seniors small dis-,
counts. - :'; i o ‘ o vi » , ‘ ,

' However, there:is'good evidence that seniors'get;much'less in return than
those under sixty—five:for what they ray.. The most striking eXamplebis personal
injury paymentsrcoverage under the no-fault law. It is PIP that, according to the 2
New Jersey Department of Insurance, accounts for 28 percent of the average: bill.

When a- senior is hurt in an auto acc1dent, Medicare, whi¢h costs the seniors
$7 70 per month, pays most of the bills. For younger drivers, the auto insurance -
companies pay all hospital and medical bills. In addition, the no—fault insurance
System pays up to $lOO per week if the injured driver cannot work because- of acc1dentw

‘incurred injuries. Senior citizens pay for this coverage, but for a retired person '
this is useless. ‘ ) ' ' : :

This is' an ekample we have written up: A working person under 65 years. of
age involved in an  auto aCCident suffering cuts, abrasions, and CODCUSSlon, confined
"to a hospital for eight days and unable to work for four weeks, would receive the
following compensation. )

Hospital cost (8 daysat $150 per day), 51200' medical costs (doctors,.
tests, etc. ), $300:. four weeks temporary disability, $4OO for a total of $1900

For a senior ‘citizen, 65 years of age, in the same aCCident, no—fault
would pay - hospital cost (first day of coverage), $124, the balance being paid .
by Medicard; . medical cost (80 percent paid by Medicare), no—fault paying $60.

There is no temporary disability, so no-fault would pay for a senior Citizen 65 years
of age or over s$184.. ) . ' )

A summary of claims loss ratios for the Insurance SerVices Office, repre—
senting 230 insurance tompanies for the year 1975 showed the companies paid out 68
cents for auto insurance for every dollar in premiums collected from the over 65 age
group. For adults younger than 65, the companies spent 75 cents for every dollar. -

- The no-fault portion of claims shows even a sharper difference. A summary
of PIP for 1974 and '75. from the Insurance Services Office showed that out of
every dollar, the companies spent 33 cents on claims by senior citizens as opposed
to 78 cents for adults under 65 and 69 cents for those under 2l. .

We believe that in light of this, senionsshould ‘be given a substantial

' reduction on personal injury payment rates.

' Further, the Federation would like to go on record in support of ‘the

: present "Prior Approval System" for handling rate cases. Although some  -have argued
thact if rate increases are more quickly enacted, more insurance firms Wlll write

insurance in the State, -thus creating more competition, we don't believe this Will
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be the case. Experience in other states, in fact,

shows the opposite. States,
such as California, Wwhich have the "fjle and use" system, have shown dramatic rate

increases. To eliminate "prior approval" would mean that the consumer's voice
1%

would be muted in the area of insurance rate increases altogether.

MR. GREEN: Mr. Collins, California has an open rating law. There:

are fewer people, percentagewise, on the assigned risk list than any other state
and the rate is going up with the inflationary trend, etc.

I agree something owhtto be done with regard to giving a benefit to senior

citizens who aren't employed because they are retired. 1In so far as the other phase

is concerned, Medicare pays only a certain amount. But the no-fault coverage comes in

on rehabilitation on all injuries over and above a certain amount.

MR. COLLINS: Medicare pays for ---

MR. GREEN: They don't pay for everything. They pay a limited coverage.
. MR. COLLINS:

They pay everything for the first two months, except for the
first $124.

MR. GREEN: That's right. But no-fault takes care of everything frop that

point on. Now the problem with senior citizens' cars is that in the great majority

of accidents the cars aren't being driven by the senior citizens,but by a younger
person, and usually under the age of 25. :

SENATOR MENZA: That is very interesting. I would like the staff to

probably work up some figures on the experience that we have had in the State with
senior citizens after the two months expire . - and then, of 'course, the concept of
no-fault following the individual rather than the automobile. '

In any event, I find your testimony quite refreshing.’ We have been trying
to encourage persons to come forward other than insurance people and lawyers.

We
just can't seem to get consumer gfoups to appear before us.

I would like to have
the public, the real people, come forward.

MR. DUNCAN: Mr. Chairman, there is a very distinguished gentleman in our

audience today who was a member of our last Commission, Dave Teese, whom I would

like to recognize. And I would direct a question in direct line with this because

I think Mr. Collins is absolutely right in the fact that he is paying a rate when

Medicare is paying it. On the surface, that would seem to cause a problem. However,

I have a problem and I would ask this of Dave Teese who is a very well-known claims

man: I have heard while senior citizens don't have a lot of accidents relative to

the numbers, that they have very severe accidents.

I wonder if there is any logic
in that, Dave.

)

MR. DAVID TEESE: I don't think so.
MR. DUNCAN: No logic.

TEESE: I would like to volunteer that the structure, as you may well

remember, of the original law had the senior citizens in mind.

MR. HAGAR: Wouldn't the senior citizens, as an example, feel more com-

fortable if the no-fault law were primary rather than excess over your benefits that
you are now getting from Medicare?

As an example, Medicare is not an-inexhaustible
benefit.

It is very possible that you could use up your benefits in an automobile

accident and have none left. It is just another approach. It may not have a rate-

lessening effect, but it would provide a better benefit and save your Medicare benefits.
Have you .given any thought to that?

MR. COLLINS: Yes, we have talked about that. But that is something that
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we don't believe'can be taken care of by this Commission. “This would'have to be
done natlonally under your Medicare. ' ‘ ' L ‘

MR. HAGAR: No. When the law was originally’ passed . we spec1f1cally
exempted three coverages, of whlch one. was ‘any social securlty benefits. -That exemptlon
could be eliminated and you would be. rlght back on the first dollar basis.

MR. COLLINS: I see how it could be done. But that ‘is the situation
for Medicaid people. Their" no-fault is their primary 1nsurance.

Yes, we have talked about that because this is a problem for senlor citizens.
We find many of them don’t’even make clalms because they are so ‘afraid thelr
insurance is going to be cancelled out; and their rates go up so high if they repcrt
"losses,; that they just don't reportthen ﬁn:no—fault collectlon at all.

MR. GREEN: No-fault losses aren't con51dered as acc1dents.'

SENATOR MENZA: Thank you so much Mr. Collins. We apprec1ate your
coming here today. a L

I notice that there are some members of the Adv1sory Commlttee here.,
You can do either one of  two things. You can hang around and hear testimony if you
desire, although most of you, I am sure, have heard thlS testlmony before, or Mr.
Sam Hagar, who is the Vice-Chairman of thlS CommlsSlon and who w1ll "be your . llalson
with the Commission, would like very much to see you now in the Freeholders' Meeting
Room. " o . o ,: o r'f N V_ '
‘ MR. HAGAR:v It won't takebus”long and‘I would'like to get this going.
SENATOR MENZA: The next.witness is Mr, thn_Methfessel,van attorney from
Rahway, New Jersey. - : : : v - ‘

JOHN D. M'E T H'F“E S S E. L: My name is. John Methfessel I am'with‘the
“law firm of Methfessel and Werbel 1n Rahway, New Jersey.
- SENATOR MENZA: Thls is a golden opportunlty for me, Mr., Methfessel but
I don't know exactly what to do about it. Mr. Methfessel is a very old friend of»mane'
and a very competent lawyer - sometlmes. ‘ ) . ‘,__ B} . '
MR. METHFESSEL. I suggest we do nothlng about:.it at this moment.
In so far as the testlmony of Mr. Collins was concerned and in so far as
rate structures forvsenlor c1tlzens,_1f the group is 1nterested, T would suggest.’
you might want to contact Colonial—Penn Insurance Company, which, as T understand
it, writes a large-book:of business for senior citizens. They are in Phlladelphla and
they mlght be able to provrde you with some kind of statistics on senior citizens.

The other thlng that Mr. Colllns has attalned that I would llke to attaim
is belng a senior c1tlzen, in and of itself.

I am-a trial attorney who deals ‘mainly with insurance companles. I have
done defense work for the last fourteen years exclu51vely. As I sit here and as
I listen to this testlmony, I have a feellng in my stomach that perhaps somebody in
Washington is slttlng there looklng down. at us and saying, "Look what all those 11ttle
people in New Jersey'are‘doing; They are holding these conferences." And, ultlmately,
when thlS ‘commission makes its decisions and Mr. Menza might be talking to Mr.
‘Rinaldo in Washlngton ‘and say, ”Matt,—we finally decided what we are going to do
in New Jersey," ‘Matt is going to say, "Well, we decided what you are going to do
in New Jersey about five months ago." I hope that is‘not the case. o ‘
I also have heard very much‘testlmony about 1ncrea51ng the threshold
~about yerbal thresholds, and about the right to sue and doing away with the right to

sue or extremely limiting the right'of:akclaimant to  sue.  If that right were-
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analagous to the right to vote, I am sure we would not be sitting,here today.

But the right to sue has no real target as we sit here because it can be a
comfortable right because no one has it at this particular moment; and, until

they have it, they don't realize what theybhéve lost. So when we tell the general
public that we are going to limit their right to sue, they say, "Well, I don't care
whether you limit my right to sue. I don't have a right to sue right now." It is
only when it becomes a right that it becomes rather cherished to them. And, if it
were not cherished, we would not have the litigation that we do have in New Jersey.

In the past when no-fault was first conceived, it was thought that it
would be a great idea to pay everybody's medical bills and at the same time lower the
premium by 15 percent. We were going to put the insurance companies into _
the health and accident business and, at the same time, lower insurance premium rates.
Well, it is like telling General Motors from now on they have to put an air conditioner
in every car they produce, but they are going to charge $500 less for doing it.

It can't be done and it wasn't done because the 15 percent obviously would be eaten
up in the next year or so.

‘ In any event, all we ended up doing was selling a health and accident policy
to the public.

An unusual thing happened this morning when I heard Mr. Sheeran's testimony.
I don't think I have égreed with much of what Mr. Sheeran has said over the last
four years. But his suggestion that Blue Cross-Blue Shield take over PIP payments
in my oOpinion has real merit and should certainly be investigated.

Liability insurance companies were in business and made a perit before
PIP and perhaps it is time that they did get out of the health and acéident business.
Most of the complaints about no-fault are arising from just that, the PIP payments.

So perhaps it is time to investigate another source of handling these PIP payments
and get them 'out of the health and accident business and back in the liability business
where they belong.

When we first instituted no-fault, we heard much about calendar congestion in
our‘courts. We have not heard that great theme echoed from newspapers lately. The
fact is the calendar congestion has been reduced. Calendar congestion exists in
about three or four counties in New Jersey. Perhaps in three of those four counties,
they have a very high criminal list, which certainly holds up the civil litigation.
Also, down in Trenton, there was a reluctance to'appoint judges to handle cases.

We were operating a 1975 county with a 1920 budget. That apparently has been broken
down and more and more judges are being appointed to the bench to handle these cases.

There are several problems that presently exist with no-fault that we see
in our practice. No doubt, one of the biggest problems was Fhat the insurance
companies and the Legislature thou&ht that they could give a blank check to the AMA,
And as. Deborah Kerr said to the young man in "Tea and Sympathy," when you think of
this, be kind. Well, we found out that the AMA was not kind and the AMA did not
take it easy on us and that blank check came back with rather high ﬂumbers on it.

The doctors loved‘it.

My suggestion is. that a fee schedule - and I am sure you have heard this
before - should be worked out for doctors the same way fee schedules are worked out
for workmen's compensation and the same way that they are worked out for Blue Cross.
Why that did not pass initially is beyond me. But certainly we have found out that

the AMA is not the kind organization it had been painted to be when an insurance
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company 1s involved. . R . o .

I am contlnually amazed at man s 1ngenu1ty. One of theé things we often get#
"are medical bllls com1ng in w1th X—rays, ‘an - X-ray blll totalllng $235 for an entire
set -of X-rays. For $235 worth of X-rays; you could have them blown up to 8 by 10
glos51es and put- them over your nantleplece - and they are not in color. But, again,
we gave a doctor a check and sald "Here, £ill in a number for us." o »

I thought one of the more 1ngenlous theories of a doctor was in a partlcular

.51tuat10n I heard about where a young man was in college and had been in an acc1dent
The doctor felt that 1t,would be good)therapy for him to return to college. And
‘therefore,’the claim was made to' the insurance company ‘that his tuition should be .
paid by the insurance- company because 1t would be: therapeutlc for him to go through
college. Ingenulty knows no bounds when it comes to clalms.

One of the problems that I have discussed with claims people at 1nsurance
companies regards. agaln the’ extent of ‘treatment, what is reasonable treatment and
how to handle ‘the- treatment The company'sendsout PIP payment forms to the clalmant "

’They don't get the PIP payment. They don't get the PIP payment forms back until the
completlon of treatment. At that p01nt there is nothing that they ‘can do. Sure,
they can refuse to pay 1t and get 1nto litigation and they are faced with a penalty
under the statute. Some suggestlons have been made. that.an arbltrator or an
Arbitration Comm1331on be’ app01nted to determlne what treatment was reasonable ->what
treatment was necessary. ) ’ ;

The Chlropractlc Assoc1at10n of New - Jersey has a commission that deals w1th
insurance»companles, which I have dealt with on several occa31ons, where medical bills .
and medical treatment and medical reports have been submitted'to the ‘Association.

They have reviewed them. And where they have found 1t necessary and in one partictlar
case that I know of they called the chlropractor 1n, asked him to explain each of his
treatments, and then. requested authorization to have an 1ndependent chlropractor examine
the‘individual This was done and the independent chiropractor's report came back andv_
‘saxithat nothlng was closely related to this accident or aggravated by this accident, '
but that it was a pre—ex1st1ng condltlon. Now. I was rather surprised that -the -
Chiropractic Association had thls kind.of an organlzatlon and d1d this kind of work -
and they did quite a job with it. '

So it seems to me that some type of arbltrator should be app01nted and,’

- where treatment is g01ng to be long ‘and llngerlng, that we require ‘that a doctor
send in ‘a PIP form after the first flve or ten treatments, with a proposal as to’ how
much: further treatment he feels is neccessary, and submit it to eithér an 1ndependent
panel at that point or ‘an 1ndependent examlnlng phy31c1an at that point. But somebody
is going to have to have the final say 1n this matter to- llmlt over—treatment

’ Another problem that has expanded insurance costs is the liberalization of
insurance coverage by court dec1s1ons. Now an example was given this morning with
regard to PIP payments for motorcycle. accidents. As I understand it, the leglslatlve

' intent was not tocovermotorcyCles for PIP payments. Today, if that‘individual_has a :
car in the household, he is ‘covered by PIP payments. o o )

) ] So the Leglslature passes the statute. The court 1nterprets it another way '
and expands that statute beyond . 'Now each of these thlngs adds up to higher costs.

I have also heard of the dlfflculty with property damage. Certainly,. this
is an area that needs-a great deal of 1nvest1gatlon. When I heard Mr. Pike this

,mornlng mention how the auto repair. 1ndustry had such a great lobby in New York, ‘it

~amazes me that they can have a greater lobby than the insurance 1ndustry which pays all
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their bills, except for the fact that I was reminded that the auto industry is behind
that. And I have heard figures that if you purchase a car piece by piece, it would

cost four times what you buy that car for out of a showroom. Now this Has got to

be knocking insurance rates skyhigh. And, if we are dealing in a very limited area here,
as far as increase of rates is concerned, let's get into the area where the highest
increase is and where the greatest ;nflatlon is, in the property damage area.

One other area thet,was not touched on here todayduring the testimony
and‘an area that I have found that is%producing high payments from insurance companies
in cases is,ﬁhe area of excessfverdicts and bad-faith situations. When I first
started‘practicing law, there was no such thing as an excess verdict or a bad-faith
situation. Today, with the threat of bad faith, we find the companies are paying
extremely high'settlements and these are all in high injury areas where there is
very, very questionable liability, simply because the company cannot afford to take
the chance on a trial and a béd«faith situation. Of course, when they are hit with
‘a bad-faith verdict, that area was not covered by any premium.or there was no
premium paid for that. Essentially, we are into legalized blackmail when a heavy
injury case comes in. We end up paying the policy simply because you can't face the
bad-faith situation. This has, in my opinion, created extraordlnarlly high payments
for insurance companies that are certainly being reflected in the premiums. '

In my opinion what we need is a program of educating the public in regards:
to claims. We are €elking here of higher thresholds or verbal thresholds.. And one
of the reasons given, I guess,vis‘to stop rip-off artists. And rip-off artists are
a very small minority of claimants. So while we are doing this to stop. the smaill
minority of claimants, we are, in effect, penalizing the huge majority of claiﬁants
that are entitled to payment and that are entitled to have their cases litigated and
heard. It seems to me that we have to let people know that insurance companies
are a conduit for their money and that,being such a conduit, the'money thet is being
paid out is their meney.and it is going to be reflected in their premiums. But,
essentially,'I‘don't feel that by wiping out the right of an honest claimant teo sue,
we are going to solve any problems in so far as these rates are concerned.

» ‘Thank you. B ‘

SENATOR MENZA: Mr. Methfessel, you made reference<to_the overutilization
of medical treatment and YOu‘suggested a fee schedule. How, if at all, would that
be reflected in the threshold if you changed the threshold to somehow deal with
that problem? \ o ‘ ‘ ‘ '

MR. METHFESSEL' Again we come %ack to' the primary question: What is the
reason for .the threshold? Is it because there is too much litigation in ceurt?

Is it because it is reducing the premium? >We‘heard testimény from Mr, Pike as to
what degree that premium is being reduced and I have heard other statements to. the
effect that if all law suits were wiped out, premiums would not go.down. So when
we talk about thresholds, sure there was the foot in the door five years ago and
now that the $200 threshold is in and the_public‘has swallowed it, we are

going to get the big wedge in and open it up all the way. It reminds me of the
days I worked at Newark Airpprtvénd the Port Authority promised the people of
.Elizabeth the jets would never land there. And two years later, Caravelle jets :
- started to land there. Then they said, "Well, there will just be Caravelles. There
will never be anything else - just short hops." The next ones were to Chicago.
Then they said, "They will never go' across country from here." And today‘it is
Newark Internatlonal Airport. -
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ASSEMBLYMAN DEVERIN: And we are worried about the Concord.
MR. METHFESSEL: That's right. ' . . E 4
SENATOR MENZA : You made an 1nterest1ng observatlon, Mr. Methfessel
about a person'dealing with no—fault I wonder about the 1mpact of the noffault'
~ law on the calendar. For example, you ‘allude to Essex County, whlch has, I imagine,
over twelve judges on the ‘c¥iminal list alone. " Some Judges are Chancery. Somer
- judges are Matrlmonlal._ Some judges are Juven:le and Domestic Relations. . And they
have very few judges to handle the other aspects of tort contracts,'etc. I have‘;
always felt that the greatest 1mpact on ‘the ‘calendar is not' so much the negllgence
case .or the automobile case, but the criminal case Wthh must by nece551ty, utlllze
a tremendous. number. of - judges. = . )
MR. METHFESSEL. Well, we have Mercer County where they stopped trylng
civil cases for a long perlod of’ time and assigned everybody to crlmlnal They
‘did the same thing in Passaic County.‘ But we can't write a no-fault criminal act.
 SENATOR MENZA: Well, we might. L
‘MR. 'METHFESSEL' I am afraid- anythlng can happen after readlng about
"20 years and out" yesterday. ' o : : g
MR. GREEN: Senator Menza,’I‘would»like.to answer;youvon something..‘The
difference between yournmedical and the ‘threshold - your unlimlted medical, when that-
was originally con31dered was for the 1dea of” taklng care of any and all medlcal,-
a certain amount of lncome loss, and a certaln amount of other benefits. Now the
threshold only relates to commen01ng a sult where the 1njury is so severe that it
would take care of the 81tuat10n where there would be the right to sue. So actually
there is a diffeérential between\the two. So you can dlscuss threshold only for the
purpose'of suit-commencing for medical,pay,for any and all claims. For example,
we have two cases where we are'rebuilding homes- for‘paraplegiCS. ‘Now that. never was
con31dered orlglnallyfﬁ But we are paylng $4O thousand in one case and $20 some
thousand in another. We don't go so far as to pay tuition. But we have arranged for -
a paraplegic.to go to Rutgers and we. are bulldlng a spec1al room in the Parapleg1c~
Dorm for him at Rutgers. So you are gettlng way far afield. from what we orlglnally
) con31dered It never came under health care. It never came under anything else.
But 1t is something where there is injury and a person ought to be recompensed for 1t
Now, to get back to your cost of repalrs. We are now paying $14 an "“hour
to a mechanic. Flve years ago,. that was around $8. , )
SENATOR MENZA: ‘That is more than a lawyer makes.
+ MR. GREEN: Some’ lawyers may dec1de to quit and go 1nto a body shop.
SENATOR MENZA: Mr. Methfessel addressed hlmself to a very phllosophlcal ]
p01nt, you might say, or concept of no-fault, ltself So some extent, he is settlng
forth a major premlse, namely, it is 80 expen51ve to sue and where do we stop when
we are affecting someone’s r1ght that belng the rlght to sue under court law which -
has been in existence for a thousand years? Is there a rlght to sue? ' Under what-
vc1rcumstances are we to affect: or divide this rlght to sue? Is it $200, or is it
$500, or $1, 0009' Who is to say?’ y
" You see, qulte frankly, gentlemen, I don't find the'right to sue‘so
terribly offensive. And I am 1nc11ned to think from\what I have heard so far on
this Commission, 1t doesn't ‘have any - real honest-to-~God -impact on the premlums.
) ‘MR, GREEN: My best answer to you 1s that to the good plaintiff negllgence,'
lawyer, threshold»doesn't mean a thing. ,It was only to bar the nuisance claims.

‘Let me give you anlexample,ofrwhat happened. The 1mpact‘of suits in no-fault wasn't
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felt until the third quarter of 1975. That was after it had been in effect for
almost two years. ~Suddenly every company in New Jersey got an influx of suits, some
of them up to the last day before the statute ran, some of them having a judge make
a notation on a C6mplaint "filed with me this day," etc. We afe getting the same
setup. Now those aren't your real injury. Those are the cases that no-fault was
supposed to exclude. Those are the cases that. are robbing the others of their just
rights. They are nuisance cases. They should have been barred and they should
have been péid just their medical, their income loss, etc. And that is cloggingﬂ
the setup. ) . ; ) ' .

Every company in New Jersey, despite what DOT has said --- Bob Pike said
Ehey have got almost twice as many suits., Selected Riék got almost twice as many
suits. We have got almost twice as many suits. Our department knows about it and
still they come back and say there are fewer suits. There are not fewer suits.

There are more suits, but they are more nuisance suits.
SENATOR MENZA: We can get involved in ‘a very prolonged colloquy on this
. subject. I would like to put things in proper perspective as we go along.
What is a nuisance suit’ A fellow who has gone to a doctor, say, five times and his
medical blll is $38, does he have a right to sue because he las had pain and suffer-
ing for three week, six months or whatever it may be? Or, do we deny him and
thereby say to him, "Your medical bill is too small, ‘therebyvyour injury is too small,
thereby your pain is too small, and therébyvyou can't start suit"? I don't know.
That is something I am bringing up. And that is why I have difficulty with the verbal
threshold. ‘

MR. GREEEN: Those nuisance suits are producing high medical pay. Middlesex
County is one of the real trouble spots in New Jersey. They have medical groups .
there. You go to tgem with a back injury.and,before a report comes in, there are
30 days of successive therapy at $25 a day.

SENATOR MENZA: I thought that fellow was in Argentina. :

MR. GREEN: Well, I will tell you this: You can go to any insurance company
in New Jersey and they will show you thgir forms and they will show you their files
where you get these bills of $25 a day for physical therapy. I can't get a visit
withmy doctor. He will give me a certain date. But if I went to a doctor with
an injury, you have an annuity there for him. Furthermore, you can't settle cases be-
céuse the.doctor’says, "wait a minute, you can't sign a release because you are still
under my care. Thét is one of the trouble spots of medical pay.

MR. DUNCAN:: Are we in executivé session?

SENATOR MENZA: You are absolutely right.

ASSEMBLYMAN DEVERIN: May I ask one question?

SENATOR MENZA: Yes. '

ASSEMBLYMAN DEVERIN: Counsel alluded,. and several people have, to a
schedule of medical fees,as workmen's compensatlon has, for no—fault. What schedule .
of medlcal fees are you talklng about ? )

MR. METHFESSEL: I am really not familiar with workmen's compensation. I

understand there is a schedule of fees under workmen's compensation. I know Blue

Cross has a schedule of fees. I have seen bills come in where an osteopath manipulates

somebody on 40 occasions at $20 a treatment. Another osteopath sends in a bill
for $10 a treatment. Well, it seems to me there has to be a standardization of that,

in addition to a review by an arbitrator of questions of overtreatment and excessive
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and what is reasonable and what is not: reasonable.. ‘ ) .

ASSEMBLYMAN DEVERIN: Well, there are no schedule of fees under workmen s
compensatlon, only for testimony ‘and so forth Do you think under the no—tault
law, under the regular accident insurance, we could do it and really make it work?
Do you think we could. set a schedule of fees and 'say Someone g1v1ng a heat treatmentf
only gets $10 or $15? o )

MR. METHFESSEL: I don't see why not.

ASSEMBLYMAN DEVERIN: How coﬁld we -administer that? ' I am being Very
serious about this. . : AR ' ’ . B

MR. METHFESSEL' Set a schedule, so much for this treatment, so much for
that treatment, and that is ‘what the company is going to pay. ‘

ASSEMBLYMAN DEVERIN' How do you force a group of doctors or a doctor to
- be part of that. Blue Cross can 't do it. You say there’ are Blue Cross fees,
but every doctor isn't a Blue Cross participating doctor.

MR. METHFESSELs nght If'a’ doctor wants to get palQ and thlS is his
source of payment, then he is pretty well going  to regulate hlmself to that.

MR. DUNCAN: Do you mind if I call you John?

MR. METHFESSEL: Not at all. '

MR. DUNCAN: You are an attorney,  John?

MR. METHFESSEL: Yes. . = ,

MR. DUNCAN: You make your living as an attorney.

MR. METHFESSEL: Yes, I do. S

MR. DUNCAN: A good living? ‘

MR. METHFESSEL: It beatS'teaching dancing, which is what I used to do.when
I was in coIlege. Some people say I Still‘do it. ’ B
o MR. DUNCAN: - John, I have a book. - It is put out by DOT. It says on .
Table .3~20 that the percentage of auto complalnts to all complalnts in 1970
was 10.7 percent in County District Courts. In 1976, 1t was down to 4.0 percent
-In Superior and County,Courts, it has gone from 1970 - that is percentage of auto
cases to all cases.- from 55.8 to 43.3. While I agree with you it hasn't brought
the rate down, would you admit, sir, that ‘it has accompllshed one of the things-
that deflnltely the original Commission set out to do, and that is, ‘that the publlc  .
has indeed saved money by reducing auto lltlgatlon in the courts? Would you admlt
that that is a loglcal assumption at this p01nt?

MR. METHFESSEL: Well, T will"® admit that 1t reduced lltlgatlon' whether
it saved money thereby is somethlng else. .

MR. DUNCAN: Bit when you say, saved money, who pays for the County Courts
and who pays for the District Courts? » ) . ) o

MR. METHFESSEL: . Well, the courts are there. They are going to be
there regardless of the threshold, whether it is:a verbal threshold or not. The
judges are 901ng to be there. The judges are sitting with tenure. The courthousest
are 901ng ‘to. be there. ' : »

MR. DUNCAN: I understood back then when we were d01ng this exercise flve
vears ago that it cost $4 000 to try a case in a Dlstrlct Court and it cost $7 000
in a Superlor Court or County Court. ) )
' | SENATOR MENZA: No, it can't be. ‘

MR. DUNCAN : I rescind that, but it was somethlng we were told back in
those days. Therejhas to be a saving somewhere to someone when you reduce the

percentage of auto claims. .You are saying they are there and the cost is there anyway.
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Is that what you are saying?

_MR. METHFESSEL: The courts are there. They are going to be there
whether they are serving somebody who owes $200 to Househoid Finance or whether
they are serving the auto public. ‘ ‘ )

MR. DUNCAN: What did you mean when you séid "foot in the door"? deidn’t
understand what you meant. ) . k

MR. METHFESSEL: As you said, I am a member of a profession and it took
me a long time to get here. When I mentidn the foot in the door, I am talking
about, yes, foot in the door as to wiping out automobile litigation. That is what
I am talking about. The $200 is a foot in the.door.b

MR. DUNCAN: It did wipe out some auto litigation.

' MR. METHFESSEL: Sure. .

‘ MR. DUNCAN: If you had your "druthers,"‘would you do away ‘with the
$200 threshold? '

MR. METHFESSEL: Certainly.

MR. DUNCAN: _You would have no threshold. ,

MR. METHFESSEL: Right. e

MR. DUNCAN: Would that reduce or increase litigation?

-

MR. METHFESSEL: - Probably increase it to some extent. To what extent, I
have no ideé,and neither does anybody else. .
‘ ) MR. DUNCAN: I only brid@ these points to your attention that it is generally
conceded by everybody who has been here that no-fault is not a bad thing. The only k
thing you have really brought out is that you don't agree with ‘the threshocld. Do I-
get the feeling that you would be in line with some soft of an' acceptable verbal
‘threshold rather than a dollar limitation? ' .‘
‘ MR. METHFESSEL: Just to use that terminology is something I couldn't
say "yea" or "nay" to at this point - something more than just a word. But you
mentioned additional litigaﬁion. ¥cu know the Legislature, the courts and the
New Jersey Bar Association should really get together at some point since we now
have more lawyers in New Jersey thar: ever before with private industry unable tov
accept them, because there just areh‘t enough jobs to go around. So you may4have a
lawyer driving you home in a cab this aftérnoon. I understand we have more lawyer
cab drivers than ever before. ‘But it is a problem. - They can't be absorbed into the
industry. ‘ : ' '
'SENATOR MENZA: They are all smart though. They have good SAT's.
Thank you, Mr. Methfessel.. - N ) ’
Mr. Irwin Schector, Passaic Couﬁty Bar Association.
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IRWIN SCHECTOR: Mr. Chairman, l have been following the No—Fault
leglslatlon since the 1n1t1al No—Fault bill was enacted. I have been at
Drumthwacket7v‘I have been at ASQemblyman B rnhelmer s hearlngs, each of them, and
"I come here today.. I have been in Washington previously; and I have followed
this entire matter to this point. T ! S .

On Tuesday, T appeared at Assemblyman Bornhelmer s hearlngs when they: -
attempted to move bill 3125 and bill 3164.' Assemblyman Orechio was in favor of -
mowing it. AsSemblyman Bornheimer’was in favor of moving it, and Assemblyman
Di Francesco and Assemblyman Adubato . held it temporarlly. Now, I studied those
two bills and I: studied them very thoroughly, and I feel that those two bills
are an over—reactlon to a s1tuatlon.‘ Those two bills are an attempt to affect
22% of the policy by removing the right: of nine out of ten ‘people to sue for
personal injury. .Now, I think we are going far, far afield when we do this. -

When we were at Drumthwacket, Philip Stern was very kind and supplled
us with certain figures. He supplled us with the flgures for -that pald out per
car in 1976 in the State of New Jersey for personal injuries, bodlly injury claims.
It‘was'$36.1l per car. The number of cars making claims out of one hundred cars.
was 1.111. He supplied us with the * bodily injuryfigures. Those figures showed
approximately $39 had been paid out for each car. "Eight cars out of one hundred
had made claims. Now, I would rely on: Mr. Stern's figures because when I spoke at.
Mr. Bornheimer's first meeting, there were many, many irnisurance companles there,
and these insurance companies employ actuarles. And I said to them, if these flgures
. were incorrect to'bring baokvother figures.* No other’ figures were ever brought
back. I -asked Mr.. Bornhelmer at the"last meetlng on Tuesday whether or not he
had received any other: flgures, and he said, "No. So, apparently, the figures
that were supplled by Mr. Stern, and the: Department of Insurance, were accurate
figures.

For $36. ll per car, these bllls seek to remove the rlghts of nine out .
,of ten injured persons to sue for injurdies. ' They seek: to place what they call a’
verbal threshold. Well a verbal threshold to me ‘doesn't make much sense, and I
will‘tell you why. ‘Soft tlssue injury - what is soft tlssue injury? - I was in an
_ auto accident in 1962, and I hurt my back. I am wearing a brace today,‘and three
months out offevery iear,I lay down flat on my back. It was a minor injury .then.
‘It was a soft tissueginjury, It inCapacitated me for about three weeks then. I
got up, . and I'didnlt lift as many things, and I didn't do as many things. I limited':
my act1v1t1es.' Byt the first time I did somethlng it came back. Right’now when
we go on a.trip my wife carries the sultcases, because of that soft tlssue 1njury.
I have lived with it now for fifteen years. '

So if you want to go 1nto a threshold where you say death, dlsmemberment,
: loss of ‘an important body functlon, you are going to be in court litigating half
the time to find out whether or not you have a right to sue. Mr. Gallo pointed
out in his bill there is a clause that says thirty days .prior you have to come
in with medical ev1dence.v That means gettlng your doctor in court twice. We
can't.get them into court once. ' ’

We have heard dlscuss10ns here about everybody getting big bills ‘and
big settlements. "I am practicing law for twenty f1ve years, and I will say this:
I get these beautiful medical bills, $235 for X—rays and $165 for treatment and
the patlent is mlraculously cured, and we don't go into court.. Since this - .
No-Fault Act has come into belng, I would say 25% of these suits that I had before
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are gone. And taking the figures that were supplied by‘Mr. Stern, you‘will see
that the district court cases have dropped down from about 10% auto negligence to -
about 4%. Remember -something, in that 4% there is property damage, something
that is not toﬁched updn in the present existing act.

Now, we have a situation where they are seeking to employ this verbal
threshold. The bill in Washington seeks to employ this verbal threshold, but
when you ask the insurance companies, Mr. Reed of the American Insurance’ Association
says if this verbal threshold is enacted there‘wiil be no reduction in premiums.

Mr. Jameson, at the hearing the other day of Assemblyman Bornheimer,; when asked
if there would be ény reduction in premiums, turned around and said, "Certainly
not." ©Now, they are-asking the public to give up a right, a right to sue. The .-
question is, and I think Senator Menza'beat me to it, where do you draw the
line on that right? You can limit some things, yes. If you were to limit your
so-called nuisance suits, fine. The public will stand for losing a $500 claim or
whatever it might be, but a man isn't going to stand fof having a broken leg v
and being incapacitated, waiting in bed for two months, or. whatever it is,and then
finding out he has a ninety day disability period. That is‘hnt‘going to be. The
public wants something back for it, - ‘

_ If reduced premiums are not ‘it, then, there is no sense'cohsidering it.
I don't think New Jersey's No-Fault bill is perfect the way it is. And I don't
think it is very bad. I have watched this bill in action. I have dealt with people.
People still come into my office very disappointed. They'say, "I was in the hospital
with‘this injury. What do you mean I can't sue. I have $600 worth of hospital
bills." I will say, "No, 'that doesn't count. Hospital bills don't .count: diagnosﬁic
procedures don't count; X-rays do not count. A man with a light bulb treating you,
that's what counts. They are very surprised to find this out. The public isn't
educated as to what No-Fault is. The public doesn't even know the difference between
what is proposed now and what rights they presently have.

Now, you have to take into consideration the different. effects of
different things. Now, Mr. Green says his company has more lawsuits. Selected
Risks has more lawsuits. Where I as an attorney who deals with these companies
know certain companies are willing to settle cases at reasonable rates,band they
don't have as many lawsuits. Certain companies are unreasonable at times. When
they are unreasonable they have more lawsuits, because you have a duty and an -
obliqation*to your client to get him a fair and just settlement, and just because .
it is more difficult for you to go into court on something, you can't sell your '
cliénﬁ's\rights a@ay: you have to go in at times. It costs you more money to go
to court. It is your time in that court room. It is easy to take a settlement, ‘
but you have to be fair to your client, too. If the offers are not good, you can't
take the settlement., Sc these companies thét,complain about having a lot .of lawsuits,
on a No-Fault basis, that isn't so, because if you take the figures from the DOT
Report and the fiqurés that were supplied by Mr. Stern that were,used in the DOT
Report, yoﬁ . will find on a No-Fault basis New Jersey does have less lawsuits
since this bill was enacted. And this bill is doing the joﬁ?it was supposed ko
do. And there is nothing wrong with it.

Now, the $200 threshold is not a $200 threshold In some particular
instances it would be a very large threshold. Now, I feel that there are certain

thihgs'that may be done that can help the situation. One, I think that collateral
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sources ought to be used in the PIP payments. In other words, I would say- you,:“’
have 85% of the people in the State of New Jersey covered by Blue Cross or .
accident or health plans at work or some:place, and - the ellmlnatlon of these-
payments, and maklng them pay.. extra for PIP gives- them aouble coveraoe w1th one_
payment;: Now, - I think if ‘you used collateral.sources, if you regulated repair

shops in some way, it’would be helpful; I have a new car, and -somebody accidentally
bumped .into the door of my car. The bill for the repair of -that door on that'f

car, be31des tying the car up for two’ weeks, was $6OO I bought my kid a car for \”

.$600, and he is paylng -an 1nsurance tate of over $600 to drive that .car.

'SENATOR MENZA: You don't own. a.Rolls Royce, do you? - :
MR. SCHECTOR: No, I don't. Now, I feel that possibly the suggestion that 7

was made by Comm1551oner Sheerar. as to the Blue Cross should be looked into. But

"somethlng else should be looked into too.‘ I think that there is a duplication of

services w1th regard to thlS PIP bu51ness. - In other words, every company,has so

many men set up to work on payment of . PIP.and payment: of this. . Well, if they would

turn it over to one other company, whether."it ‘'be Blue- Cross/BlueaShield or whetker -

it be Prudential as Medlcare does, it could be processed much more efficiently L\y
and save the company a 1ot of money in ‘administration. . A 40% administration cost
of an 1nsurance company to me sounds totally outrageous. If one company does it
for 4% and the other one 4OA, there is“too much of a, dlfference there, and 1 thlnk
- that is 51mp1y because of the dupllcatlon of serv1ces.r Too many people are
handling too few claims at so many dlfferent 1nsurance companles. )

Now these are the basic things. I have also sent a letter into Assemblyman
'Bornhelmer after his first hearing, and I suggested at’ that. time that PIP be
purchased in 1ncrements with a minimum coverage of $lOOO and placed on a pollcy
fee scale so that coverage may be purchased to cover medical PIP payments up to =
/675,000 and then Bill S-1380 could then take care of the balance over that. The
’loglc of 1ncrement purcha51ng is that presently many of the citizens of New Jersey
are paylng for the same medical coverage two and three times; therefore, you canfd
purchase what you need ‘ : o ) :

I thlnk ralSlng thresholds, this type of verbal threshold staying in f
" bed for so many days and belng dlsabled so much,will only encourage the l1nger1ng,'
because there are certaln people who can stay home;.’ and other people who are .: ,Q
'just as. seriously 1njured who can't and who won't, and these people shouldn't .. ,
be deprlved of thelr right to sue because they are honest  and go ‘back to work.

Now, having a minimum time out of work arrangement is absolutely foolish. I would
say minimumutime»forrmedical treatment, possibly two months of medical treatment.:
It doesn't have to be on an everyday basis. Maybe something like that could be
‘1required’ I am just throwing this‘out by way‘of suggestion. A doctor can tell:
you to .come back every two weeks or whatever it 1s until he sees how your 1n3ury,
is progressing. But to make you stay home, say, 120 days ‘or 90 days, whatever
it‘might'be, that is only encouraglng you to - stay home mallngerlng. I think that
is wrong. I think- that is just to build up your medlcal bllls and your costs. "

‘ After hearlng from Mr. Pike, really, what the grand reductions would‘be
v1rh this verbal threshold that-was proposed and a very strlngent verbal threshold
as. he put it, that. would bring. down the minimum - 15/30 pollcy approx1mately $6 or!
about 2¢.- a day. I thlnk for 2¢ a- day T -would rather have myself protected. I wouldr
rather have my ch;ldren;protected and my family protected,nand ‘let them have theirg‘
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‘righit to sue. Believe me, 2¢ a day is not going to make that much difference, if
that is the kind of reduction we get from that type of verbal threshold that

he proposes. I was at Drumthwacket when he proposed this verbal threshold with
120-day limitation and death, dismemberment or total loss of a body function. I
say, if that is what we are going to get out of it, a'savings of 2¢ a day, forget
it.

SENATOR MENZA: Mr. Schector, other than the PIP payment to which you
suggest certain changes, what other recommendation do you havg to change the No-Fault
Law? B

MR. SCHECTOR: I think the No-Fault Law should go much further than our
present No-Fault Law goes. It was described the other day as the tip of an
iceberg that we are attempting'to work with. I think the biggest problem here
is property. I think that insurance companies ought to be allowed to have their
own autobmobile repair garages as well. Two, we ought to license automobile repair
personnel, and have some investigation and find’out how we can best give parts
to the public at a reasonable cost, instead of at the costs that were mentioned,
four times the price of a new car.

SENATOR MENZA: Other than that, sir, you are satisfied with No-Fault
as it exists now in New Jersey?

MR. SCHECTOR: I am satisfied with the law, yes.

SENATOR MENZA: You think we should address ourselves to the PIP aspect
and to property damage. .

MR. SCHECTQR: That is basically myiposition.

SENATOR MENZA: And that should have an affect on the rates and the
consumer and the whole world should benefit thereby.

MR. SCHECTOR: I don't think anything is going to have an effect on the

‘

rates. I was told that no matter what théy did, it wouldn't have an affect on the
rates. I think the only effect on the rates would be turning down the property
damage aspect, which is the big pay-out, coming down on the medical to some degree.

SENATOR MENZA: The insurance companies would srespond to you knowing
there should not be any decreasein rates but there will be a stability.

MR. SCHECTOR: Yes, but they promised me stability before, and now they
tell me thefe is a spiraling inflation, and they can't promise me stability, because
when I asked that quesﬁion, they said, "Stability for how long, or what is stability?"
That is where we are. ’ ‘

MR. DUNCAN: Mr. Schector, Mr. Methfessel suggests that there are some
unemployed attorneys, and since you are sick three weeks a year, there are less.

Do you agree we have had some savings in the No-Fault System relative to the
court system you suggest?

MR. SCHECTOR: Most definitely, the district courts right now are looking
for work.

MR. DUNCAN: The 4% that you allude to in 1976, actually was 293,917 cases
of which 11,715 were auto negligence. Those are auto negligence complaints, yes.

MR. SCHECTOR: How many were property damage? (

MR. DUNCAN: That is precisely'what I am asking you. You said that some
of those were property damage. Do you have figures which show how many of those
11,000 were property damage complaints? B

MR. SCHECTOR: I do not have the ‘figures. I can tell you from personal
observation, being in those court rooms, that at least 50% of those claims that
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are in the district court today are property damage claims.
MR. DUNCAN: Can you document that?
MR. SCHECTOR: No,. I cannot. . ) : 5
MR. DUNCAN: It would be very helpful;” . , :
MR. SCHECTOR: I can ask the Administrative Director of the Courts to - and
I believe you are in a better'position}to do that than I am - send you a copy of
those statistics. ' ’
MR. DUNCAN: I wish you would, because we have to address ourselves to
that problem. ‘ . )
MR. SCHECTOR: I will have to ask Senator Menza to do that, because he
can get that much easier than I can. | )
SENATOR MENZA: Senator Menza is going to be driving a taxicab if he stays
in the legislature any longer. (Laughter) | ‘
MR. SCHECTOR: I will be right next to you if I attend any more nc-fault
hearings. LT ‘ ’ : o i
SENATOR MENZA: Anyone else? Thank you, Mr. Schectof? - New Jersey
Independent Appraiser's Aséociatign. ' This is Peter Feehan of the Bergen County

Bar Association.

PETER FEEHAN: Good afternoon, I have been listening to all the comments
today. I also have been before Assemblyman Bornheimer's Cémmittee on numerous
occasions listening to the comments there, and what can be done about the automobile
situation here with regard to insurance in the State of New'qérsey.

As alluded to yesterday, and as Mr. Schector also ﬁentioned‘earlier, this
is just the tip of an iceberg. Herver, we must deal with the problem, and try to
find out what we can do for the public. I am not here just as a trial attorney - I
try cases mainly for insurance companiesi-nbut as also a member of the public. When
we look at the Bornheimer bill and the bill introduced by Assemblyman Gallo, I would
like to refer to a statemént that was made earlier. The question was asked by
Assemblyman Adubato of Mr. Jameson, the repreéentative;'the lobbyist, on behalf
of the State. Farm Insurance Company, if we passed either one of those bills, would
there be any reduction in premium and his answer was, no. So what are we doing
with those bills? : v ,

I submit ﬁhat a whole new strudture has to be set up, basically, regarding

. property damage and‘PIP. I don't know how you are going to work out the property

damage. I was down four months ago at a “private meeting with Mr. Walter Bliss,
Governor Byrne's counsel. When we sat dth with him it was Mr. Schector, Mr. John
J. Breslin, III. We sat down with Mr. Bliss for three hours and talked to him  about
the insurance problems in the State of New Jersey, and particularly about what is
going to be done rabout property damage. We were advised at that time that some sort
of regulatory board was going to be established. I have not seen it. )
SENATOR MENZA: Excuse me. I find this very interesting. Walter Bliss
is one of the Governor's Counsel and you had a meeting with whom?
MR. FEEHAN: I was there. . )
SENATOR MENZA: It must have been very secret and confidential.
MR. FEEHAN: I was down there with Mr. Schector, Mr. Bliss and aiso
John J. Breslin, III. '
) ASSEMBLYMAN DEVERIN: For what reason? ]
. MR. FEEHAN:_’TO talk to him about what could be done with insurance.
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ASSEMBLYMAN bEVERIN: On your own volition.

MR. FEEHAN: On our own volition. It was a private meeting set up on
our own volition. We were told that a property damage regulatory board was
to be established. ‘I am all in favor of it, because I think the people of New
Jersey are being ripped off on the property damage claims. I would strongly propose
passage of Assembly Bill 3156 which licenses all repairmen.

Something has to be done. ;If you would license them, I believe a rate
schedule of some sort could be set ub. Now, if you go into Mr. Green's insurance
company or any other insurance company, and you get a knowledgeable, property damage
investigator, he knows what it costs to repair a car. He knows what it costs
.probably within two dollars. I think a schedule should be set up. We should not
be paying property damage repairmen $15, $20, or $25 an hour. There should be some
limit put on it. That would reduce rates. )

Let's talk about the medical bills. It seems to me---

MR. DUNCAN: -May I interrupt for a moment. I am a little bothered.. -When
you say a schedule, do you mean with .a maximum? ’ )
' MR. FEEHAN: Yes.

MR. DUNCAN: How about a minimum?

MR. FEEHAN: I will go both ways. )
MR. DUNCAN: May I ask when this meeting with the Governor's attorney
was, the date? ’ _ ‘ . ‘

MR. FEEHAN: I can tell you it was in April. I know that.

MR. DUNCAN: Were minutes taken at the meeting?

MR. FEEHAN: No. .

MR. DUNCAN: Was it an officialjmeeting?

MR. FEEHAN: Unofficial.

MR. DUNCAN: Thank you. ‘ _
. MR. FEEHAN: Getting back to the medical bills, it seems to be the position
of Assemblyman Deverin that you can't set down rate schedules to .doctors. Well,
they set them down for. lawyers. Lawyers on any accident cases are governed by the
schedule set down by our Supreme Court.

ASSEMBLYMAN DEVERIN: I didn't say you couldn't. All I asked was how you
would do ‘it. I know how you do it for lawyers, you get a certain percentage on
an entire case. But how do you do it for doctors? .

MR. FEEH@ : If you can get ﬁhree or four members from each county
medical associatioh,~you can work something out. I don't think there is any problem
whatsoever. Of course, there are going to be certain circumstances that don't

.fall within the rates, obviously. But we are talking about diathermy, manipulation;

X—rays, et cetera, the basics that will probably hit 60% to 70% of all automobile
cases. I think you can regulate them. I think they have to be regulated. If they
are regulated, I think premiums can come down. ’

Now, I would like to address myself to two other areas, basically; one-
being the proposal this morning by our Insurance Commissioner to throw everything
over to Blue Cross. I think that would be a mistake. I don't think that Blue
Cross could officially handle it at the so-called 5% or 6% administrative cost.
What I would propose is to maintain PIP as we have it today, but make other insurance
primary, up to the limits of those policies, and then PIP can come into the picture.
If there are people on welfare or something else, who don't have Blue Cross or )
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other types of‘lnSuranceisimilarftozBluefCrOSS,'then the PIP can come- in from dollar
one.>'The reason I say this is because of what was said this morning.. Let's
say I’work’at the Ford Motor Company Plant in Mahwah‘on the assembly line. Well,
my unlon prov1des me with Blue Cross/Blue Shield or some 51m11ar plan. . They provideu
me with major med., so there are two ‘separate policies that are beirng paid for,
:maybe not by. the worker but 1nd1rectly ‘by everyone who buys a Ford Motor Company .
car. They all contrlbute to that. It‘i;'built into the price. ' There are two
premiums belng paid. Now, I have to take my automobile pollcy now and have a. rlder
put on it which says I have Blue Cross: coverage for automobile accidents. It is
not -under the rate schedule for doctors, but as I understand it,from dollar one all
- the way up I . am paying three premiums. I think this” 1s ridiculous. If we could '
say 1f you have other 1nsurance, go to’ the other insurance flrst . then when that ;
pollcy runs out come to 'PIP, the insurance company would benefit by 1t, and I thlnk\
- the public would benefitmby reduced premiums by at least’ holdlng the line on it.
‘ ASSEMBLYMAN DEVERIN: How about that other company you are talking about?
For 1nstance, 1f I had Blue Cross and PIP and I wind up 1n a very severe automoblle
acc1dent do. you want Blue Cross ‘to pay f1rst° S
MR. FEEHAN: Up to their llmlts, I would. Let'me explainlwhy.Q
ASSEMBLYMAN- DEVERIN: - Well, then you Would-go-to“the‘lnSurance company?
MR. FEEHAN: Right. S TS B ' A
. ASSEMBLYMAN: DEVERIN:‘ Whatgis going to happen to the Blue Crosslrates in .-
New Jersey?. R S PR [ v '
. MR. FEEHAN: ‘' Let- me explaln why., I am the Ford‘Company worker. If I
pay insurance premiums on my car, 1t comes rlght out of my back pocket But my -
'Blue Cross-Blue Shleld -—=_ I am talklng about 60% of the people now who work for
vsomebody who pays their Blue Cross-Blue Shield for them or---

. ASSEMBLYMAN DEVERIN:- About 83%, full coverage.v' .

-MR. FEEHAN: This 1ncreased premlum that Blue Cross is g01ng to charge
the Ford: Motor Company 1s spread all around. ' It doesn t come out of one person 's
pocket ‘ : . , S . S e D
' * ASSEMBLYMAN DEVERIN_: Let met explain- something to you, ‘sir.', That is.
a very bad statement. ' If you haven't -experienced rating'orVanybody else; and youk =
get Blue Cross. for nothlng from your company under. a negotlated contract that is
a fringe benefit. i ; : ) : )

" MR, FEEHAN: I Know it is.

ASSEMBLYMAN DEVERIN. And you earn every penny of that fringe beneflt.v
‘The productivity of that company, General Motors or some ‘place else, must be a '
. certain level or. you don't get 1t so what you are” saylng doesn't make any sense *
‘when you say that you are g01ng to spread that out. = Why should the guy in General'
Motors who doesn't drlve a car pay for me if I get 1nto a severe accident? ~ Why
should he pay more? ‘Why should the company have to pay_a_hlgher»premlum for him
and not me? h ! ERETE . ‘ e N
' MR. FEEHAN: Most people do have cars today in the State of New Jersey.~

ASSEMBLYMAN DEVERIN: Yes, but some people don't. . ,

, MR.]FEEHAN " You are always going to flnd a 51tuatlon like that There
is.a similar:situation with the elderly gentleman ‘who says he doesn't get a break
I agree with hlm.: You are always ‘going to flnd exceptlons. . .

' ASSEMBLYMAN DEVERIN:' Yes, I don' t mlnd a collateral source but 1f you_ -




do what you say you are going to do - and I am not trying to argue with you - the
Blue Cross rates are going to go so sky high you won't be able to live with them.

MR. FEEHAN: They are going sky high -any way. Let's look at 1971.

They paid out all their medical bills for anybody involved in a car accident - you
have Blue Cross. From 1972 on they were not involved,and look what happened to
the rates. \

MR. DUNCAN: Mr. Feehan, if I am paying for Blue Cross as an average
citizen because I am self-employed ,then, in effect,I would be in the position of
subsidizing the worker - and I will have to be careful with.Tom - while he got it
free,eained it. . -

MR. FEEHAN: Right. . . :

MR. DUNCAN: That is a. fringe benefit, as a matter of fact, but the
point simply is, haven't you shifted a cost from one mechanism to another?

MR. FEEHAN: Yes, but it is spread out more. This is only a proposal.

MR. DUNCAN: You are working on the assumption then that if you spread
the cost over the largest amount of people, when you went to bargain, when the rates
went up, you might -bargain yourself right out. ) ‘

» MR. FEEHAN: Right. The final thing I would liké\tg bring up here is
tbe cap that must be put on any PIP as it is. There is no question that I have
yet to see any policy written,by any insurance company anyplace that gives you
unlimited coverage. If you have a life insurance policy of $10,000 and you die
your wife gets $10,000. The same thing with the disability policy. PIP as it is
written right now - and I know the bill is sitting on the Governor's desk - is not
effective. I would like to see it cap the policy limits with people allowed to
buy any increments they would wish up to,‘say; SlOO,OOOVor $200,000, whatever you
want. Give the pebple a choice, but don't make them take out a policy where
it gives them unlimited coverage, because the insurance companies just can't make
money on it, and they have to stay in business, whether I as a lawyer like it or
not, and you séw what happens. GEICO pulled out, and others have been threatening.
Something has to be done. ‘

_SENATOR MENZA: Thank you very much, sir. Mr. Ronald Spevack, Attorney.

RONALD: SPEVACK: I represent myself. I belong to mény of the
associations, but I'do not come speaking on their behalf. I have an office in
Perth Amboy and Elizabeth, and primarily we sue on behalf of persons injured in
all sorts of traumas, including motor vehicle accideﬁts.

I present you with the philosophy that it is time to default no-fault.
As a céncept it is not working. It is notvonly impractical, but in theory if
you carry it to the ultimate end, it is not democratic and it is‘contfary>tq the
principles of the common law of our jurisdiction, the Ehglish common law which
dates back hundreds of years. I say this, that we should conceive that in its
ultimate, No-Fault means the restriction, the limitation of rights to sue for
personal-injuries. Because remember, in 1972 they came here and asked for a $200
threshold plus exceptions to it, and now we are back today five years later
asking ~for a higher threshold. I amAsure if they are successful in this attempt,
we will be back in a few more years, and eventually we will be told that you cannot
sue at all for any personal. injury.

So before we take the next step in this\process, it is 1time to re-examine
the first step again. I think you will find the No-Fault concept is not realistic
or practical because it is an attempt at a marriage of two concepts, two policies

a
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which: are contrary to each Other:and;foreign to each other. It is a liability
policy and a health policy. -Up to recent years they have been sold separately,
they-havevbeen conceived separately,’and'they have been serviced by different .
\companies'almost exclusively separateiy, and .now we are toid by‘this law we"
should make a marrlage and put them together. Well, the marriage doesn't work.
‘There are several reasons. why it do;qn't ‘work. » ; :
Firstly, under the old system, if medical bills were unreasonable,
charges. outrageous, the doctor knew the case would not conclude and he would
have to go to court before peers, taxpayers, who are then impaneled as jurors,
and justlfy that blll.v And the doctor knew that hlS day of . reckoning would come
'and he would be subject to6 an 1n—depth and skllled cross-examination - by - someone
representlng the defendant, and he would be 81tt1ng there having to sweat out
justlfylng hlS bill. -That was a deterrent upon'a‘doctor; .Of course, the lawyers
representlng persons who were injured-would be in a position, if this doctor
persisted in this nature, to advise his’ clients of such,.and I think those cllents_,'
would not seek that doctor s treatment 1f he insisted in. maklng ‘Unreasonable bills
and unreasonable charges." ) . )
In a sense, since the patlent hlmself was paylng out of any judgement or
settlement, that doctor's bill, within that patient: and ‘that lawyer there was some -
r,governlng effect upon the ‘doctor. - But: now'it is separate.. The doctor .charges, -
and the patient doesn't pay., and the lawyer is not dlrectly 1nvolved so that the
holding device upon a doctor is gone. - 'And he is on his own merry way charging whatever
he wants. He doesn' t have to go before jurors, peers, and justlfy the nature and
character of the charges for his treatments. .
- oIt ‘has been suggested that: we have a dlsablllty perlod in the future -
90 days, 180 days. And T suggest to ‘you what will “happen if a dlsablllty perlod
is put’'in that one has to be’ dlsabled a period of time. It is :unfair to. )
the different characters of. work -~ certalnly a blue ‘collar worker who requlres ‘more
- physical effort will be‘disabled longer due to the nature of his work than . a:
‘white collar worker who can return and maybe perform some work even though he is.
sufferlng quite a- lot,from‘an injury. It is very unfalrto ‘insert a period of"
disability, because it falls unfairly upon different types of occupatlons, and
the persons who do not requlre phy51cal effort will have a much shorter disability
period than persons who have a job requlrlng greater phy51cal effort. Although
the injury can be prec1sely the same, the paln and the sufferlng and the
permanent character of the 1njury'canﬁ:be prec1sely the same. Therefore, the
ninety day perlod is an unfair criteria. . In addltlon, it presents a very great
opportunity for the carriers,'and'I am sure they are aware of this. They will
have the person examined prior to the nlnety day period by a doctor of their
ch0051ng, and there are phy51c1ans who make a high percentage of thelr income -
a high percentage of their income - in examining on behalf ofkcarrlers, and you
could get a report back from that doctor saying this man is fit for work and
" ‘not dlsabled for the nlnety day perlod .
You will have two lltlgatlons. You w111 have lltlgatlon now to determlne
whether he- is quallfled to sue, and if successful, have another litigation. ' ‘And- you .
'arefspurrlng on lltlgatlon by fractlonallz1ng causes of acc1dents.' Instead of »
;hav1ng one lltlgatlon for one event you w1ll have two .or more. In a- sense, o—fault

. does that also in its present system. There are’ many suits that my offlce and othervf
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offices are involved in where a patient is receiving bills from a pﬁysican who

says these bills are reasonable and their treatment is necessarily related to the
trauma involved, and the insurance company has a doctor examine this person, and

their opinion is the opposite. Then you have suits. concerning the payment of

PIP benefits. Again, you have one trauma, one event, but No-Fault is fractionalizing
litigation. I think in theory'hnd in concept, one litigation for one trauma, one
event, can encompass all issues and not be fractionalized which would incur additional
legal costs, additional time in court for both the patient, the doctor, and

insurance companyvrepresentativés. ) .

I wish the Commissioner was here. I would suggest to him that where
he has, calculated costs and profits of insurance companies, he should exclude
from their costs the thousands and thousands of dollars spent by certain insurance
company representatives to propagandize No-Fault and to mold public opinion so as
to revise the present law. I don't think that is a proper charge for insurance
companies,when they come before the Board for rate increases,to include all these
costs which they Volpntarily spent to change or affect litigation to benefit themselves
as legitimate costs for motor vehicle insurance. I think thé~Commission should
exclude those costs as part of the legitimized cost presented bf'insurance companies.

SENATOR MENZA: Mr. Spevack, how do you know they are spending thousands
and thousands of dollars? ' )

MR. SPEVACK: I see it in the paper almost every week, ads concerning -
litigation. One'othervproblém concerning my profession is certain irresponsible
newspapers - I don't think they are present any longer this morning - writing many
articles about no-fault,and intefSpérsed among the aricles was the word "fraud"
freely used. The word was thrown around with other words such as "improper
conduct" implied explicitly among. attorneys, and sometimes the medical profession.

I am an avid reader of the Law Journél which has all such matters in “it, and
No-Fault has been in since January of '73, four years and seven months, and I have
never seen one attorney sanctioned by the court, indicted by the court, or
convicted of any crime concerning litigation of motor vehicle No-Fault acts. There
has not been one in four years and seven months, and yet if ydu read any article v
about No-Fault in this particular paper located in Newark, vyou will see the word
"fraud" in there three or four times in every article. I think that has been a
slanderous attempt to degrade the legal profession without any sound proof. As
yet, there is not one case that I khow of that has been brought‘against'an:
attorney either ethically or cfimihally'cohcerning No—Faultvdr concerning PIP
benefits, et cetera. '

There is one other point I would like to make, please. There is a concern,
and a legitimate concern,that litigation costs taxpayers money because the courts
are exceedingly expensive to run. They have guards, personnel, clerks, stenographers.
Every court room is staffed more than adequately. Some jurisdictibhs have had the
following legislation passéd. Injuries of a certain level are permitted to sue,
but they first must go to arbitration. The arbitrator's work will bring about. a considered
judgement .which can only be appealed by a_party who is willing to incur additional
legal cost of the other party if the appeal is unsuccessful. He still has the
right to a jury verdict, but if he. appeals the judgemént of the arbitrator and
loseé, he must pay legal fees which can beysubstantial, which is a great deterrent.
This is done in the same manner now as with someone who sues_ihis own carrier for
coverage‘under.the Uninsured Motoriét_Protectibn Coverage, whereby he goes before
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an arbitrator who is a.lawyer who volunteers for a panel, and these lawyers
are lawyers who sue for plaintiffs and represent carriers in defense, and they
in a sense act as a judge. I think cases up to é certain level can be hanrdled
in that manner, and may prove to be é’saving to the taxpayer. It was successful
in Pennsylvania when it was tried. I think that maybe a legitimate concern for
this body. Thank you.

SENATOR MENZA: Gentelmen, Mr. Spevack has . submitted to the Commission
a four-page statement in whlch he summarizes by saying that No-Fault is no good.
for our society and should be repealed. (Statement appears on page 34x in the Appendlx.)

MR. SPEVACK: I think most of the benefits in summation are illusionary
because most of the benefits which No-Fault presents or says they present are
really existing prior to No-Fault, with one exception, out-patient hospital
treatment. The public has always had those benefits anyway.

SENATOR MENZA: Thank you so much. ’

ASSEMBLYMAN DEVERIN: You know, that arbitration process intrigues me.
In the original No-Fault :Law we had that. In fact, that bill is_ still in Trenton

under my name. I could never get 1t out of Committee. But that is something -
we ought to consider, Mr.Chairman. If the case is iunder $5,000 we should recommend

arbitration. I would make a very impoftant contribution to the number of court
cases. Thank you, Ronald. ’
MR. SPEVACK: One more comment. - Somebody said,‘"What'is a nuisance case?"
I said a nuisance case is when the other man hurts his back, but a legitimate
case is when you hurt your back. You can't really draw a line. I think taking
away a person's civil rights is contrary to the principles of our government.
SENATOR MENZA: Thank you. Chairman of the Board of Freeholders,
John Mollozzi. It is a great pleasure to have you here.

JOHN MOLULOZZI: I want to read part of my statement. It is not that
long, and I want to elaborate on just a few points. When we talk about insurance,
including that provided under New Jersey's No-Fault program of automobile coverage,
we must always‘keep in mind that we are not talking simply in terms of dollars

and cents. We are talking about human beings and human problems.

It is my opinion that the most glaring shortcoming of our No-Fault System
is its lack of mechanism for arbltratlon between pollcyholders and reticent insurers
in cases of disputed claims. It must be regarded as a failure, because every year
literally thousands of New Jerseyans with legitimate insurance claims suffer
humiliation, financial hardship, arbitrarily damaged credit ratings,and sometimes
even vicious harrassment by collection agencies because they cannot pay_medical
and other bills because they cannot collect from their insurance companies.

Now, what I mean‘by this is, No-Fault says that - as I understand it - an
insurance company is responsible for-paying the medical bills of its policyholders
when an accident occurs. On many occasions several freeholders in this ;ounty,
and myself as an attorney,have had repeated pleas from policyholders that insurance
companies have refused to pay medical bills for a protracted beriéd‘of time. . Their

out is, we need a physical examination from our doctor to see whether the claim is
legitimate or not. That is fine, and I think the insurance companies have that right.

However, when an 1nsurance company says, "I want an examination," and the attorney’
or the 1nd1v1dual says, "Fine, set one up," the 1nsurance company picks a doctor

who 1s.predom1nant1y defense minded, and hlS»Off;Ce‘lS jampacked, and it takes
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-three months to have an examination. In the meantime, that poor policyholder

is now being treated by a doctor.who demands bayment. And ﬁany‘times the

individual cannot pay because of his financial situation, because of the size of

a fémily, whatever the reason. As a result, the doctor begins to send letters for
payment, and after a month or two of treatmént - and because the carrier has not

gone to this doctor they put it in the hands of a collection agency. And they

put it with a collection agency because they can't collect because the man has not
the financial wherewithal, and it goes into a legal suit. Now, the insuredAhas

a company that he has contracted with to pay medical bills and he is being sued by

a doctor because the company refuses to make those payments, because they have not
had an examination by their own doctor. I think that is a weak point of the system.
A lot of credit rétings have been damaged, a lot ofbpeople's'characters and standings -

‘within the community have been damaged because of this. This is not a singular
problem. It happens every day of the week, every single day of the week, and I
am not the only attorney who has had experience with this. I have clients who ‘
have handled cases-on their own but have come when they afe‘being sued by doctors
or hospitals because of non-payment of bills. u‘\»
} Now, I think something should be done in this respect. .I think a company

has-a right to have an examination, but I also think there should be a time limit.

I think if a company wants to examine an individual, he should have thirty days to

set up an examination, even if that company has té go out and hire its own doctor

on a full-time basis to do it. I would think the company has a fesponsibility

to pay medical bills that are pfesented to them until that doctor renders a formal

opinion to the company, and until that policyholder gets a copy of the doctor's

report saying we think that your treatment is finished; we think that you Are

whole now and no further treatment is necessary. At that point he may have a

legal right to go after the company for additional bills if he is :still hurting,

because that is the doctor's opinion. But until that time, I don't think the

company has a right to arbitrarily say they are not going to pay medical bills.

And they have been doing this. I think this is a real shortcoming in the No-Fault

legislation. ' ‘

I also think that when you come to aﬁ impasse between a client's or
policyholder's doctor and an inéurance company doctor there should be a v
panel where both reports can be submitted,whére a determination is made. I don't
think the carrier has a right to arbitrarily cut off medical payments, especially
when you are paying a fee under a contract for thosevbenefits; This has hapéened
repeatedly. Lo and behold, the péor guy who .can't pay the bill now has to spend
legal money for court to file a suit to defend himself'with the collection agency.
I really'can‘t conceive that that was the intent of the State Legislature when it
passed this bill. o ' , _

‘MR. DUNCAN: Pardon me, sir. I have to interrupt here. "I have been
bothered terribly by this question of waiting for payment. . Under 39:6A-5,
payment of the personal injury protection coverage benefits, personal injury
protection coverage,then would show the overdue_if not paid within thirty days
after the insurer is furnished with notice of the fact that the covered loss
and the amount are the same.

: MR. MOLLOZZI: Mr. Duncan, it says that; but in fact it doesn't work.
that way. ’ ' )

MR. GREEN: T might also add, since you are a lawyer, there is a
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Superior Court decision that was’handed down within the last two monthé, wherein
a judge held that an insuranceyéompahy refuses to pay at its own §eril and ie
subject to a penalty of 10% plus’counsel fee. I suggest you read that decision.

MR. MOLLOZZI: I have,'sir, but it is interesting, the only mechanism
to enforce that is a poor person who can't afford to pay the doctor havingito go
and hire a lawyer and SPend monies to enforce that right because the Supreme Court
says you have that right. You know, there is no mechanism in the Insurance
Commissioner's office--- )

‘ MR. GREEN: Yes, there is. There is a complaint department within the
Insurance Department. ’
’ MR. MOLLOZZI: Yes, but theoretically he has no‘power'in actuality to
enforce it. .He can bring the carrier in and recommendkit, but he doesn't have the
authority. ‘ )
MR. GREEN: Well, the Insurance Department does a pretty good job in its
consumer division. I think they have more staff there thanvﬁhey have in the whole
department. ) T,
MR. MOLLOZZI: I have on a number of occasions written to Commissioner
Sheeran's office without really a fruitful result because he says, "We have the
authority to have the complaint processed and notify the carrier that they should
pay it, but I do not have the authoriﬁy to make them pay.it." '

SENATOR MENZA: In any event, that is a very interesting proposition.
We should look into that to see if the Freeholder is correct, that they don't

"have the authority to enforce it.: ‘ o

MR. GREEN: Yes, he does. If we get a letter from the Insurance Department

that says we should pay it, we don't waste too much time ih paying it unless
we have a rather strong case.

- MR. MOLLOZZI: Well, don't yeu think, Mr..Green, that there should be

an arbitration panel, or a panel, to whom you’could submit medical data from both
sides to have an impartial panel make a decision.

MR. GREEN: I agree with you. That would be fair and equitable. ‘

MR. MOLLOZZI: I don't, for a single moment, accept every plea of poverty
uttered by auto insurance companies. . When I hear some.of the arguments, I am
reminded of the anecdote about the question, "How much is two and two?" being
‘put to a_mathematicién, a statistician ané an accountant. "Precisely four ," said
the mathematician. "Somewhere between .three poiht five and four point five," .said
the statistician. "How much do you want it to be?" asked the accountant. It is
my suspicioh the accountant worked for the‘insurancé company.

' Be that as it may, on that point, there have been several resolutions
passed by our board which would indicate that insurance rates that are reflected
by the companies based on their experience. On a number of occasions. insurance
companies have submitted data which goes beyond the scope of their experience

in the automobile industry. Some companies have submitted facts and data based
on their portfolio, as to whaﬁ the loss and profits of the company are. I think if
the carrier is going to.invest in other enterprises, that that really should not
be taken into consideration when a rate increase is given to that carrier, because
‘his profits. have slipped. . _

Another inequity that I see is'the criteria used when you apply for
autcmobile insurance - and I had the expérience recently when I was insufed by GEICO,

and they terminated most of their policyholders when they went under the reorganization.-
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I made an application to several carriers, and the first question that was asked

was, "Have you had an accident in the past three years." And that seems to be some
kind of criteria from the.companies. And if you say no, you ere in pretty good. shape
and if you say yes, you are in big trouble. I asked one of the underwriters what

was the purpose, and he said,"Well, we gauge a person's driving experience based on

- the number of miles on an average for a year an individual drivee, to see what kind of
a driver he is." I said, "What kind of an average do you take." He said, "Ten thousand
miles per year per driver is a pretty ‘damn good average, because that is what most
people use on thelr federal income tax." '

And I sald to myself, what happens when you have two drivers in the
household and they put on seventy-five hundred miles a year - that is fifteen thousand -
and in two years they put on thirty thousand. An individual driver puts on ten
thousand a year, and it takes him three years. What happens at the end of the third
year when one of the household has an accident? He is now past the thirty thousand
mile mark. He can't get insurance, but the driver who drives with one car per
household has ten thousand miles, after three years he gets into an accident, he isb
okay. So, really, the companies are discriminating in theirxcredit rating system
between individual drivers ik households. and multi-drivers in hbuseholds. And I think
that is discriminatory in itself. My wife uses her car as much as I do. I venture
to say that if you gentelmen are married, or ladies are married, that your. spouse uses.
it an equal amount, so that credit rating that they are using is really being used
on a fault basis. And if you have an accident and you are in the assigned risk,
they say the premium is about the same. That may be true for the first year, but all
of a sudden you eget ocked in the second year because you are under the assigned
risk plan. I think that is an inequity of the system.

I gtrongly believe that it would be in the best interest of both the
insureds and the insuror, if the policyholders had an option to contract for certain
sums of medical payment coverage which would be physical injury protection as large
as they want it, instead of the unlimited exposure medical bills. This way the. '
insurance companies -could realize the probdem, and drivers who wanted to obtain
coverage in whatever amounts they desire.new can. That ié‘contrary, to some
degree,with the basic No-Fault concept. I think the biggest gripe of insurance
'companies is that they would be put out of business because of an inordinate
amount of medical bills they would have . to pay. It would seem to me that a
compromise could be reached in this regard If a person wanted unlimited medical
coverage, he snould have the rlght to get that under the No-Fault provision. If
an individual wanted less than that, it should be able to be a contractual right
between him and the insurance company whether the medical payments will be :
$5,000 or $10,000 or $20,000. I think this would limit the exposure that the
company has and at the same time they can't cry "Uncle Tom" . if they go with the
unlimited amount, -because it is a contract and the person who is gettlng that
policy is willing to pay for that additional coverage, instead of a carte blanche
type of approach.

MR. GREEN: Mr. Freeholder, in Florida they permit a deductible up to
.$5,000, and of course that reduces the rate considerably. Would you be in favor
of something like that, a medical pay deductible? )

‘ MR. MOLLOZZI: Well, I would have to say this, if you felt that Commissioner
Sheeran's new proposal - which I'vehemehtly‘disagree with - with respect to Blue

Cross and Blue Shield ---  No, I would not be in favor of that.
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_ 7MR;'GREEN:’ Well,,for example,~let‘s go back to deductibles in autocmobile
collision;' 'They eliminated the:fifty deductible because,the insurance department
would have had to give a rate’increase,’so'in order to solve something, they
increased the deductible. . And ‘that is the reason you are” gettlng deductibles. The
‘higher the deductible,the less the rate. , . : .

MR MOLLOZZI' Well I thlnk when it comes to the medlcal payment before"
lNo—Fault came in, the person contracted for what he wanted. At that tlme 1nsuranceq

' companies really weren't screamlng "Uncle" because they were making a proflt " Their’
biggest" ‘argument at that time was there weretoo many claims. made against- the carrler,
and so they decided that :a threshold- would be the kind of program that they would push
through the State Leglsalture because they have a strong lobby, Now, it has kllled
them, and they want out of it.’ : ’ ' » E

MR. GREEN.‘ Well, for example prlor to. No—Fault insurance companles were
authorized to write as hlgh as $5,000.on medlcal pay. That was fair to the insured
and that was fair to everybody because your bills were fair. Your bllls were changed
now because w1th No-Fault. there is no llmlt and nobody to account to.

MR. MOLLOZZI: - Well that 1s a mistake the insurance companles made when
they ‘forced No- Fault s ‘ '

' MR. GREEN: We ‘didn't force No-Fault. . .

{ MR. MOLLOZZI: Well, I don't know. There was a strong lobby down there for
it. I think most of the: companies have ‘suffered an- economlc loss and:gone

- bankrupt because they cannot. keep up with the medical payments. I don't know
whefhér that is'afgood ans&er for,; the doctors'per se or.not. - It sure as hell’
is not one for the lawyers.v I think if you put some klnd of a limitation ‘on
medical payments that may solve the problem in part.- T thlnk it would satisfy.
the normal insured and I think it would satlsfy the insurance company if they
knew there was some kind of a limitation. L -

- The ‘other point I wanted to make other than the statement there has.
been some talk cornicerning the threshold " You know, the Supreme ‘Court says that
you can-do it, The Federal Government is now considering it; “but, you know, we ..
are eroding the right to have redress in the judicial system. And that right
goes all the way back to 1776. 1T don't really think that is the answer. What'I
thlnk is going to- happen if the threshold 1s raised, the doctor is now’ g01ng to charge
$35 a visit instead of $10 or $15, and no matter what the. threshold is, it is going
to be met somewhere along the llne by someone. The end result is the insurance
company is g01ng to pay three times what they normally would pay, and still wind
up with a' court procedure. I don't think that is the answer: B B

MR, GREEN' You say any. dollar’ threshold will:. produce that .

MR. MOLLOZZI:» Yes, I do. I honestly believe that. I don't think thatn,'
is because there is a direct desire to do it. I think that people have expenses,
doctors' offices-in particnlar. You know, an attorney is making less now in a -
negllgence case than he did before since the new rules have been promulgated on
fees. -"So 1t is really no self-serving interest in that regard . There was a t;me
when you could charge a third and then forty percent with the trial, but now ’
‘whether therevis'a trial or not the fees have been scaled down. So'either way,:

I don‘t think the legal profession is being hurt, - I am talking more on the
side of the 1nsurance .company. to try to'bail them out, to try to prov1de a
pOlle at a reasonable prlce for the average car user.’ I thlnk if you. limit’ those
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- medical payments on a contractual basis, I think that problemﬂis part of the
battle that has to be won. I think some kind of panel to arbitrate on disputed
medical payments is another part that has to be overcome. Because there are a
lot of people suffering under this. ‘It is incredible the number of collection
agencies that a hospital can hire. , ) .
MR. GREEN: Isn't that funny, I have experienced very little of that.
MR. MOLLOZZI: .I have experiehced this, and other attorneys have, and
I have had people call me up and say,’ "We have passed a resolﬁtion. It made the
local paper. Why don't YOu db something about this?" I constantly get letters.
about this. It only takes one suit to wreck a credit rating, and ydu can't
get an account at Bloomingdale's or an American Express, or what have you. I
think there has to be some kind of an arbitration mechanism or panel to dispute -
those items that a company doesn't want to pay, the time limitation in which
it can pay, and some teeth in the legislation so that can be enforced. You know,
a complaint department in the Commissioner's Office is a. very nice thing, and I
think it is good "PR" but unless that Commissioner has the authority to make

a decision or have a-panel make a decision, having it on the books really doesn't

mean anything. . » , ™~
Now, as I look at it, as a practitioner in the field, that is a big problem,
and I know because people have written letters about that. .I think that is important.
I think that is something the panel has to have. The companies‘do it when it is
to their benefit when they have an arbitration panel with an insurance company
as to whether they are going to pay a cdllision claim or subrogation, or what have
you. - But when it comes to the insurance éompanies versus the policyholders in the
outside world, that mechanism is void[ totally}vqid. _
- I think I will rely on the rest of my ~statement as it is presehted. I
think the members can read it. (Prepared_stétement appears on page in the. Appendix.)
" SENATOR MENZA: Thank you, Mr. Mollozzi. ‘
MR. MOLLOZZI: I want to thank the Commission for meeting in our county.
T think this is the first time that we have had a legisiative hearing in a long
time in Union County. It is nice td know We are sfill part of the State.

SENATOR MENZA: A very important part of the State. Mr. Conant.
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J.-i ‘ROGER CVO N AN T: -Thank you for permit ing me to come here.
I am breaking a promise to myself which was never again to appear in publlc on
the question of no-fault because I~ am‘a trial attorney and ‘I really am tired of
reading the next day about myself and what I.am called. But I feel, afterx 31tt1ng
here today, that maybe some of the observations of somebody very, very close to
this thing might be of some help. s . »
My entire firm does nothing but litlgation. And next March, I will have
been doing it 25 years. "I am a Fellow of. the Amerioan College of Trial Lawyers
and I think I know something about personal 1njury litigation.- I do mostly
plaintiffs' work, but I am the Union Country trial counsel for the New Jersey
Manufacturers. So T work both 51des of" the street and have elther equal prejudice
or no prejudice. ’ ) ) . o .
. To start with I admirelmmen&ﬂy the work that was done by your predecessor’
»Comm1351on in arr1v1ng "at this threshold. I was much more active then in the no- ’
fault question and I didn't ‘agree with the threshold and didn't think it was necessary.
I felt that what you were d01ng could. have accomplished the ‘same - result without
the threshold. But I apprec1ate the. thinking that went 1nto your. reaching this
'particular threshold that. you reached and why you did it. ‘Ialso realize and»respect,
that given the equipment that you had, the- alternatives that you had it was. )
probably as good a way as. any for: cutting out that realm of ‘cases that everybody who
- was legitimate felt should get cut out. . o
What worries me now and what I want to pass on ‘to you is this: If you’
now tinker with thlS threshold some- more, I am afraid that the . wrong people are
going to get hurt. our experlence was always before no—fault, we had many clients,b
the non-litigious arid decent people, who just wanted their medical bills. When _v
adjusters paid them these bllls, they rarely got to lawyers. When you passed. the
no-fault with this PIP prov151on whlch conceptually is a- beautiful thing; if we can
afford it, many of those same people now got their medical bills paid reasonably
fquickly. ‘They were satisfied and didn't seek lawsuits.‘ Some of them who. were very
badly hurt - and, if you graft those who were hurt, those - let me call them. thoseh
vnioe, non—litigious people - they would‘have to be proportionately worse hurt -
to want to sue,vis-a-vis the litigious person who will sue no matter what~and who
will meet the threshold that you pass no matter what threshold you pass, the very
kind of person that Mr. Green was talking.about before that runsfup these fantastic
medical hills for every-day treatment for.30 days and things like that. - I don't '
think: that they are the people who should be benefited by this system. I don't think
those people, encouraged by their lawyers and aided and abetted by their doctors,‘:
should ‘be permitted to make the price ofﬂinsurance prohibltive to everybody else.
and ‘unprofitable for ‘the companies. Nobody needs'that.' .
But. no matter what threshold you pass - 1f you- say they have to be three months
. in bed they will be three months in bed. ' I took a deposition yesterday in-a case -
I am defending for New . Jersey Manufacturersr' Our confidential investigation has
the plaintiff quoted as saying>— and he has about seventeen prior claims - "I finally
have the pot of gold at the end of the rainbow.“ Let me tell you gentlemen he does
not know how' far he is from ‘the pot of gold at the end of the rainbow, but he w1ll
learn before we. are through with him.' That' is the kind of person who will meet any

threshold

. Now,zinCidentally, a year after no—fault was passed and I was more:. aware of
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what was going on, I saw the first study that included the study on Delaware
which had no threshold and Florida which had a higher one than ours. And they all

ran cases down about 17 to 20 percent. . This was true of Florida, Delaware, the

‘whole thing, irrespeotive of the amount of threshold. Now I don't:know what the

last three years has shown, but that is what it was then.

' I make these suggestions to you, gentlemen. There are things :that can be
done to help the insurance compénies and help the honest pleintiffs. I don't think
tinkering with the threshold is one oﬂ them. Let me address myself to two.

First, the bﬁsiness of the medical bills -- Now we are.going round and

round with some of the carriers on PIP payments. We are threatening we want the 10

‘'percent and we are going to do this and we are going'to‘do that. We haven't brought

any suits for outrage yet because we honestly feel that our disagreements. are bona
fide. Perhaps somebody is overworked. You know, it is legitimate.

I also think there are a tremendous number of medical bills that these
insurance. companies have damn good reason to resist and get their hackles up over.
I think that some sort of provision such as Mr, Pike sugoested, a 45-day protection,
or some sort of protection-to the carrier so that they can refuse to pay a. medical
bill that they question and that there be a proceeding, not efbitration, but a
proceeding in one of our District Courts,maybe where the damned doctor who is
consistently overcharging will have to come down to that court and testify.as to
the reascnableness of his bill. - The carriers might put out a suggested list of
treatments. In answer to your question/vhow do you get them to do it, you put out
a suggested schedﬁle of payments that every doctor knows, if that is what he charges,

he is not going to have to end up down at the District Court arguing over it.

. If he has a special case where he had té do special things, let him come on down.

But what will finally make those doctors'stop doing it is not your schedule, but it is

when they have to leave the office where they are making $200 an hour or whatever

they make to come down to the District Court on their time. When they have done
that two or three times, you are going to find that your schedule is going to look
a whole lot more attractive to them. i

. The other thing that you can do, I think, is this - endrwe have done it.
I'11l tell you I love working for New Jersey Manufacturers because they have got
what my old Italian grandmother would call big "cogliones." ' We don*t pay claims because
we are scared. We take these. phoney claims nose to nose and we try them. And we
have a reputatlon 1n the trade for belng bastards, I suppose. 7

MR. GREEN:: Legitimate bastards.

MR. CONANT: I tell you when the day comes when the insuranoe companies
stand up --- When I started practicing and the word was out, "Man, if you get a
case against Coca-Cola, .you'd boetter be ready to try it all the way," there weren't
many cases against Coca-Cola. If thOYWOrd gets out,and it doesn't qot out. over-

night - vou don't push a button and vorrect this, but you give it a couple of’ years --
but if the word gets out and you have A phoney claim or you have a built-up claim,
you are going to try every one. Do you know what these doctors get that come down
here and testify for 30 or 40 minutes? Five hundred dollars a pop is nothlng now.
And you figure out:what that does to a $1500~ or ‘$2000 case.

If the companies- thugh up on trying ¢ases - and remember I said that most
of my work is plalntlffs' work and I still say this -- when the- companles tough up on

trying these lllegltlmate cases and when the mechanism is set up on the PIP thing so
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that companies can legitimatelyvchallenge”over-built me dical expenSés,lyOu are.
going to go a long way towards the stability that you are talking about in thlS ;;

'~ field. Don't worry about the courts being overcrowded, Mr. Duncan. '

' Two weeks ago, the Marshall who handles the assignment list down in
‘Monmouth County and I were. talklng about the deployment of judges. He was breaklng
it down. Of the 220, or whatever it 1s, Superlor Court Judges that we have now,

he was apportioning those on criminal, matrlmonlal, chancery and thlngs llke that

By his calculations, whlch I thlnk probably were pretty accurate, there are maybe

50 of those Superlor Court Judges who are trying the kind of thlngs in which
automobile claims are lltlgated In thls very county where I have trled cases for
more than 24 years, 15 years ago we had 4 judges hearlng civil Superlor Court cases.
For a perlod of time ending only in the last year or so, we wént down to 1 or 2.

We went for a flve— or 51x-year perlod where we had not more than 2 judges —,and v
many times only 1 - hearlng civil cases.. Our list backlogged ~But now in the last
year we have five’ or 51x judges agaln hearlng c1v1l cases - five or six Judges in
the Superior Court for a populous county like Unlon - -and our llSt is beglnnlng to
melt away like the snows in sprlng.‘ It .doesn't take a lot of judges. This thlng
'backlogged llke the: concept, "an 1dea whose time has come,f which made us all sick s0
many years ago. It is somethlng that 1s easy to throw out, but. it -is ‘not just
necessarlly so. )

‘What is happeéning w1th Governor Byrne hav1ng now plcked up the app01ntment of
judges 'is that our Judiciary now 1svstablllzrng. I don't know how Newark w1ll ‘ever
solve their problem. They have like 30, Judges on . crlmlnal over there. But our
court system can serve to accompllsh the ends you want them to serve. It is not ‘

"just a matter of getting.rid of our courts and doing away w1th cases. Those courts-
can provide the good the useful and the efficient method of helplng to stabllze
this thlng. : )

If your Commlss1on goes on. to follow up what your predecessor Comm1531on
did, somethlng really better is going to happen for the people of this State, not
the lawyers, not the doctors, not the insurance companies directly, but indirectly for
us too. But, dlrectly, it is going. to happen good for the: people of this State. I
know that that is what you want to do. Thank you. S

SENATOR MENZA- Thank you, Mr. Conant He kllled me once with a’ summatlon‘
Just like that about 15 years ago. :

Any questlons? . .o . S ) .

MR. GREEN: - Mr. Conant, 'you' referred to aischedule. An accident-health.
pOllCY has ‘a schedule for everything.  Major medical ‘and hospitalization have

' schedules for everything.  Is it your recommendation that the no-fault setup
carry schedules similar to the othersvon medical\care'e so much per day for hospital- ,
ization, etc.? , T - oo o ) ‘ :
‘ MR. CONANT: Your company “is Motor Club?

MR. GREEN:  Yeés. -~ v ) ‘ .

.MR. CONANT: "It is my recommendation that we do what your company dzd with me
when I told them flnally that I couldn't afford to do their. work They gave me a

‘scheédule of the suggested legal fees that their lawyers charge them. I said,'“I ‘
don't work for;your suggested legal fees.“ I suggest something like that. I am not
that sophisticated to know about health and accident. But.I think there should be
a fair schedule‘of,the‘rates that are honestly beingvcharged by decent people. T
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don't mean starvation rates. But these are rip-off rates we are seeing on some
of these things. All you have to do is say that is the reébmmended schedule and
we won't hassle you over it. '

SENATOR MENZA: Thank you, Mr. Conant. We appreciate your waiting all’
day to testify. C

The last witness is Mr. William Palermo.
‘ Members of the Commission,our’next meeting will be on August llth, in the
Governor's Suite in Newark. If we have difficulties obtaining that room, we will
notify you. , '

- MR. GREEN: That is August 11th?

SENATOR MENZA: Yes, an executive meeting - an executive, work meeting
all day. ' » :

Mr. Palermo.

WILULIAM PALERMO: I am an insurance agent in Linden. I have been
in the insurance business for over 28 years. '

I think this no-fault should have been changed to hofinsufance because
most of the insurance cohpanies today will not write automobiié\in%urance voluntarily.b

There was a remark made before about the assigned risk rates going up. I
flnd it very unfair that a person who hasn't had any accident can't get insurance
through a regular company and has to be put in the assigned risk. His rates are
probably a little lower than the standard company or juSt,slightly higher. It seems
strange to me that the insurance companies ‘are being forded to take the insurance
through the a551gned risk when they could take it voluntarlly and probab]y get a
hxgher premlum. . :

I have also found that if the person in ‘the aSSJgned risk has not had
any accidents or violation ---

SENATOR MENZA: Could I interrupt you a moment. The assigned risk is one
of our Charges in the résolution and we have put that topic down for our next
meeting. If you could, sir, éonfine yourself to no-fault insurance, it would be
appreciated. . ¢ ‘ , ‘

MR. PALERMO: Going back to no-fault, the public, I find, does not like to
have their insurance company pay for their injuries when it is not their fault. I
think that'the limitation on subrogating against the carrier or the insurance »
company of the insured who caused the éccident should be changed to give the insﬁrance
companies the right to subrogate against the inéured who caused the accident.

Also I am in agreement that the unlimited medical expenses should be »
climinated and there should be some kind of limit put on it, I under%tand that  the
bill is there, but it still hasn't been approvpd I +hink again that tho publ!c
should have the choite of buying certain limits under the medical. )

I think one of the problems that caused us to get into some'trouble with
the no-fault has been claims that no one ever thought' of coming ﬁndér no~-fault,
such as the claim where a person is out working underneath his car and the car .
falls on him. In the past, that was not an automobile claim unless he had medical
coverage. Now, if that happens, that is unlimited payments to that individual. '
Also we had a case where a person was in his car, he stepped on the brake to avoid
another car, and he claimed he hit’his chest. There was question as to whether this
was a prior.ihjury o; whether it was connected actually with the accident. I

think in this field there have been possibly abuses under the no-fault which were
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not present when we didn't have no-fault.

I certainly would be opposed to the PIP belng transferred to Blue Cross
and Blue Shield. I don't think we should take a problem and transfer it from one
industry to another.

Also I would be opposed to no—fault applying to property damage. I think
we would just be creating another monster.

Thank you. . p o

MR. GREEN: Did you know that the original bill or present law provided
that arbitration between the companies for no-fault benefits was self-terminated-
withinvtwo years, at the end of two years or prior to the end of two years,
because the companies found there was so much hardship and inter-company arbitration
that they felt it was cheaper to end it? So that is the reason there is no
arbitration on that. It was more éostly because of the fact that so much time
was spent in trying to work out an arrangement ‘among the companies.

’ MR. PALERMO: And this would apply whether it was in New Jersey or outside of
New Jersey? B )
' MR. GREEN: Only as to PIP benefits - nothing else. -

MR. PALERMO: I am talking about accidents that occur outside of the State.

MR. GREEN: Outside of the State, thére is another law. The common law of
that state comes in. ' v ‘ ’ '

- SENATOR MENZA: Just one question - I Have been meaning to ask this of
the insurance agents who have appeared before us in the past. Do your clients ox
customers know what no-fault is; and, if they db, are they satisfied with it? I
am under the impression as an attorney‘that no one understands no-~-fault,

MR. PALERMO: I would say, as far as paying the cléims, they seem to be
satisfied with it; Their dissatisfaction,‘as I said in the beginning, is when they
find out that their own insurance company is going to have to péy it and the other
company isn't payihg it. I think this happens a lot of times with people who never
had a claim or never had any trouble With an insurance company. We have been told
that this has been done to speed up the litigation and to speed up claims. I didn't
find that that was the problem in our bﬁsiness as an agent. We are not in the
claim part of it, though we handle the claims. But our ekpérience was that our

~companiés paid them promptly. Thls, of course, seems to be in dlsagreement. But
I don‘t agree that the companies were that delaying in legltlmate claims.

MR. DUNCAN: Has the problem arisen since the day when you carrled
that good, old, black bag and sold BI, PD, med pay, comp, colllslon? It was very
51mple to explain. Then suddenly med pay took on a new name, PIP and a few things
got added. Isn't it a fact that the responsibility of the customer's knowledge of
insurance lies in the hands of the agent and his knoWledgeabilityh— how well he
explains it to his insureds?

" MR. PALERMO: I would say,yes. :

MR. DUNCAN: You have no.trquble saying to an insured, "Look, you used
to have 25 deductible, now it is 50, and suddenly it went to. 200 with a buy-back to
100." Why canit you simply s a y to your insured, "Look, we have accomplished
somefhing very good for you. Instead of going to court about your medical loss and
your economic loss, come to us"? And it seems to me many.lnsuranCe agents saw the

good part. You know, one of your problems with your insured was that he would come -
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to you and he would have had én accident. Let's say it was property damage. And
you were in the bind that if he claimed under his collision and he got a point, he
would lose his safe driver's privilege, right? '

MR. PALERMO: Yes. o

MR. DUNCA&: So now you are in a bind as an agent. If you advise him
to collect under the collision, he is going to lose his safe driver award and be
mad at you. On thé other hand, if you told him to collect from the other company,-
he says, "What were you going to do for me?" And you couldn't do anything for him

because we have all these unemployed lawyers running around you see. So the net
result is ~- and you can't tell him that because you are not a lawyer - you can‘'t
do that --- ' ' ‘

SENATOR MENZA: They are employed as taxicab drivers.

MR. DUNCAN: I can't find taxi drivers. k

"I will go back to the fact that you are a good agent and you are merely saying,
"Mr. Jﬁ:nes, the point to no-fault is to let the systém pay you immediately." Before
you worried about what“you could do for him. Now you know wﬁa; you can do for him.
Could it be, just a little bit, you really don't want him to brihgwall those bills to
you because your problem is you don't have the market, so you don't have the com-
missions to hire the people to handle the paper, which is what your real problem is?
If you don't get a market, it is because the companies aren't making a buck, they
tell us; and, if they don't the right rate ~ and we are not into that - they
can't méke a buck. o E ' ' _

Tﬁe duty of én agent, I have always understood - and I have always remembered.
this: There is no man with endurance:like the man who sells insurance.

MR. PALERMO: And I am here today until 4:30.

. MR. DUNCAN : I think it is your job to explain and it is the agent's job. .
‘to let the public know what this is. That's your job and you should do it.
’ SENATOR MENZA: That concludes this hearing. We found this hearing - and

’I>know I speak for all of thé members of -the Commission - to be'very fruitful and
very enlightening. We thank all of you for bearing with us. It has been a good day.'
Our next'meeting will be an executive session on August 1lth. .
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Tesﬁimony before thé No-Fault Study Commission - July 28, 1977

The Selected Risks Insurance Company appreciates the opportunity to present a

short statement before your Commission dealing with those items which the
Commission is specifically instructed to consider with respect to the New Jersey

No-Fault Law.

Before making those comments, however, we would respectively suggest that most

of these matters have already received more than adequate hearing and that the

time has come for action rather than prolonged deliberation. The personal lines

automobile insurance climate in New Jersey has continued to deteriorate year

-
~

after year to its present cri§is proportions and, as a major domestic insurer,
we view it as imperative that the legislature now fulfills its responsibilities
in prbmptly making the‘changes which your Commission finds necessary. A&nd now,
wiﬁh respect to those items falling within your charge, we comment as foilow;:
1. The Exténsion of No~Fault Coverage to Automobilé Property

Damage Insurance - -

We stfqngly discourage the extension of No-Fault to Property

Damage’Coverage. .Not only because this has not worked-

satisfactorily in'any state in which it has been tried

previously, but ﬁfimarily because we believe that the

problems of PIP should be.satisfacto;ily regolved before

opening up an area likely to create further problems.

2. Revision of the Monetary Threshold -
The major problem of current No-Fault laws in most eVery
state has been the limited extent to which Tort recovery

has been eliminated and this has been particularly true
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‘regard to negligence, aliythoséiwho are injured in motor -

“.1n New Jersey with unlimited benefits and‘vittually no

lirit on the right to sue for pain and suffering. The.

entire theory of No-Fault is to méke a greater portion

of the premium dollar available to cover the expenses of

accident victims promptly without regard te negligence.

“To this'extent, No-Fault hé5'worked Satisfactorily since

its inception. However, it is an obvious fact that if

‘we are to reinburse for loss;:withOut limit,and without

-

~vehicle actidehts,-the additional dollars must come from

either increases in premiumsjof a reduction iﬁvthe,
non—economié less area. - We'dobndt believe thét tﬁe public f
‘is.any.lohéer willing, nor can théy afford the increases
in premium which_@iil continuévto'ﬁe’neceésarylﬁnless a,
Imaterial feduction can Bé madélin those:cases'under:which
suits may bé brdﬁght'féf noﬁ%eConomic losses;A we'feaiige,
this ié a‘diffiéult‘décision fo youf,Cémmittee and thgﬂ
Legislature but, very,frankly;.it'is time -that théy
recognize the neeﬂ'fo dor what ‘is Best for thg insuring‘
public generally by revision of the suit threshold to a

more realistic basis and allowing tort recovery only in

“the event of death or serious injury as verbally defined.

N

Distribution of Large LosSes;thrdugh Pooling -

'The Legisléfure has already recognized the-fairness of this

n,proposalythrough its unanimous passage of 51380 and we
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continue to strongly support that position. This does not
detract at all from the benefits due an injured party but
will prevent a single insurer from the catastrophic effects

of a series of major losses.

Extension of No-Fault to Other Than Private Passenger
Automobiles -

Ve do not favor any extension of the current law, at least

until its deficiencies have been corrected. The courts,

however, have already, by interpretation, extended the

. coverage beyond that contemplated by the Legiglgtu:g in

\" v
the current law. We strongly urge that changes be effected

in the present law so as to preclude recovery by other than
occupants of private passenger automobiles’or pedestrians
struck by private passenger automobiles. At such time as
our law has becéme satisfactqrj and workable, we can thgn
consider‘whether its éxtension'to other automobiles is

desirable.

Open Rating -

The present availability c;iSis in New Jersey has been
created laégely by an archaiéffegulatory system which has
historically been‘politically'motifated. While we do not
suggest that open rating will‘be the solution to every
problem, we do believe that éuch a system coupled wiﬁh
neceéséry changes. in our No-Fault Statute will create a
climate in which tﬁe New‘Jersey éonsumef can expect to

find coveragé available and at a fair price. As in all"
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other products, the price'bf insurauée‘can best be goeverned
by competitipn,-and we &ould rccoﬁmend that the Corwissien
cons;der reconmending a trial period fer open rating\with
respect only to Pcrsonal Lines Coverages such as Automobile

and Homeowners and for a period of three to five years and

then re-evaluate its effectiveness.

Alternativeé to the AIP -

While we recognize that there are Substantial‘shOItcomings
in the operatioﬁé of the current AIP; it is not our pq;ition
that an alternative plan would, in and of itself, offerw

preferable procedures. It is our recommendation that the

present plan be revised to correct its shortcomings, and we

would be most happy to work with any group assigned that task.

At the same time, we would be glad to outline, in detail, éhat

changes we would recommend, but to do so here would take too

much of the Commission's time.

General Shortcomings of the No-Fault Law

Our comments on general shortcomings of the No-Fault Law are
containeé abovg, although we‘would additionally refer you to
our testimony oﬁ Februarf_lG, 1977 before the Assemﬁly Commerce
Banking and Insurance Committee, a éopy of which is attached.

The only additional feature we would add, at this time, would

be some means of controlling the charges by health care

pfoviders. It has been broadly alleged, both in New Jersey
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and in New York, that the charses by doctors and hospitals

are consistently higher in providing care for auto accident

victims than for the normal providing of such services. Cne

solution to this practice would be a schedule of fees to

which all health care providers would bte required to adhere

”

based upon the "normal" charge for such services in that

locality or facility.

This concludes our short testimony and we would be pieased to answer any questions

vhich the Commission may have regarding it. T

NED:cr
7/18/77
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DeEArN A.GaLLO o
ASSEMBLYMAN, DISTRICT. 24 (MORRIS-UNION-PASSAIC)’
1180 ROUTE 46 '
- PARSIPPANY, N.J. 07034

" GENERAL ASSEMBLY S o ‘ T L -
or NEW JERSEY . T oL OFFICE 201 AB7-2600 ‘
TRENTON.. L B . ‘RES. . 201-539-9205 " "

 ASSEMBLY BILL 312l
This Bill has three parts.

Part one ellmlnates the present "Prior Approval" of Automoblle
Insurance Rates by the Comm1851oner of Insurance, and, substltutesl
an- "Open Ratlng" "File and Use" system for all automoblle insur—
ance carrlers wrltlng bu51ness in New Jersey. Implementation of '
the bill will promote open competlt;on in the marketplaceiand'at

the same time introduce a unique check and balance that allows the

Commissioner of InsuranCe to challenge rates that are exceSSive'orgir»
inadequate. The latter is spelled out in this bill to promote .
consumer protectlon. ' ’ .

Part two reoulres each insurance: company wrltlng automoblle insur-

ance to offer,. for the basic’ limits of llablllty* 1nclud1ngﬁPersonal
Injury Protection, requlred by law, a,standard llabll;ty_rate by '

its given classes of drivers, i.e. age, marital status, sex, use
of car, etc., but without discrimination as to geographical location

. of where the owner resides or car is garaged. Heretofore all auto-

mobile rates have been charged based upon where an 1nd1v1dual's car

is garaged. However,'when the State makes. mandatory certain
,llablllty coverage 1n order to operate a car in this State, we. ques-—
tion ‘whether it is in fact constltutlonal for insurance companies to

dlscrlmlnate by,geographlcal locatlonvthe cost for motorists to meet

* $45 OOO for malmlng or death of one person, $50 000 for two or
more oersons injured -in or killed in an auto ac01dent and $10,000
property damage (thlS was formerly l5/30/5) .
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- Assembly Bill 3124 o . }
Page 2 _ : : :

the test of the law in order to gain financial responsibility. For
this reason, by the different classes of drivers, we proposc &
standard rate system, (Rateo for all other coverages and increascd
limits of liability shall continue to be charged on a territorial
basis as is now done.) '

Part three calls for each automobile insurance company to prbmulgate
a one level sur-charge rate chart in order that increased premiums

be charged to those incurring accidents and motor vehicle violations.
The sur-charge rate table and percentage of iﬁbrease shall make no
distinction on the geographical location of where the owner resides
or car is garaged. | ' |

THE FOLLOWING INFORMATION IS PROVIDED AS BACK-UP MATERIAL ON THE
ABOVE BILL.

WHY GALLO STANDARD RATE SYSTEM FOR LIABILITY WITH OPEN RATING AND
SINGLE SUR-CHARGE RATE TABLE ’

At this time, automobile insurance companies writing business in New
Jersey charge premiums based on a number of underwriting guidelinese.
They are: Territory where appllcant resides, age, sex and marital

‘status, dr1v1ng experience including accidents and motor
vehicle violations, use of car whether pleasure or busi-
nesé, and make, yea% of vehicle.
To the above, appropriate discounts are given for drivers training,
good students and multi-car households. |

The Department of Insurance then requires the company to pre-fiIe

its rates for approval by the Commissioner. Complexity and delay

are the results of prior approval system. The state alone is ham—
pered in its review of rate hike applications due to a shortage of
state actuaries and dependénce on statistics provided by the

insurance companies. The present system of basing automobile

Tx




Assembly Blll 312h
Page 3

_ llablllty rates accordlng to geographlc area is: dlscrlmlnatory 51ncej
it 1mposes hlgher premiums on- r051dents of’ c1ty areas, where sub-
urban commuters and 1nterstate passers—by create 1ncreased rlsks v
without paylng for them and by the state maklng mandatory the pur—
chase of minimum llablllty llmlts.1 Auto insurance is a commodlty
that is becomlng more and more scarce in New Jersey with some :
companles, 1nclud1ng one of the maJor ones, hav1ng pulled out. Most’
others are not taklng on new customers at all. As a result, over
hl OOO motorists were placed on the Ass1gned Rlsk in. November, 1976g
alone. The r1g1d rate regulatlon along with' 1nflatlon and the

: generous beneflts accorded under the No=Fault. Law without the mech-b
~anism to control abuses has created artificially 1nadequate rates
constrlctlng the open market to where it stands now. We believe . ‘
after review of the condltlons in Illln01s and Callfornla, who haves‘

~ open rating as compared to New Jersey with its prior approval law, -
that over the- long term, after an 1n1t1al perlod of adgustment the:
public w1ll be best served by a system which" permlts 1nd1v1dual '
llnsurance companles to prlce their product in a competltlve market-;t
»,place allow1ng its level llablllty rate to seek its true level and
pricing its phy51oal damage rate (comprehen51ve and c0111 1on) where.'
it proves competltlve. ' ' ' ' '

Reliance on the‘openvmarket'willvgive theﬂinsurance industrypthe:g
opportunity to respond quickly'to changing economic conditions and
thus be able to serve the markets In proposlng‘this bill, we view:
automoblle insurance as a loss-shlftlng device. It collects | /
premiums from pollcyholders and distributes beneflts, less the cost.
of the system, to those who have suffered losses. The domlnant »
"factor, then,‘ln total 1nsurance costs 1s ‘losses less 1nvestment
‘income and- these are not determlned by 1nsurers - but for them - by
(1) the frequency of claims and (2) the average ‘cost of settllng
each clalm, and (3) the ground rules under the law Wthh govern
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their inveétménts. This bill corrects the prior practice of sur-
- charges which heretofore levied an increase in premium based upon
‘the rates charged in a given %erritory. Though the reason for the
sur-charge was the same, an accident, ticket or a number of séme,
the increase in cost could vary by 300 percent depending on where
the person lived. One SINGLE SUR-CHARGE RATE CHART will come about
under this law. ‘

Finally; we believe that the measures included in this bill will
help resolve the problem of the estimated 250,000 to 600,000 unin-
sured drivers on the roads. ' ' '




, DeAN A.GAaLLO N
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,ASSEMBLY«BILL431251f*

This bill has elght parts, and 1s the most complex of the package
of blllS. ia : G _ .

T
s

Part onefincreases the minimum:limits of Uninsured Motorist Cover- |
“age from $15,000/$30,000 and $5,000, to $25,000/$50,000 and $10,000.

Part two increases the minimum limits of public liability‘required"
by law in order to drive an automoblle in New. Jersey, from $15 OOO/
$30, OOO and $5 000, to $25, OOO/$SO OOO and $lO 000. ‘ ‘

Part three ellmlnates the present unllmlted medical payment provru
~sion in the lawrln favor of a $50,000 llmltatlon on such payments.,
At the election of the 1nsured, additional coverage in $25,000
increments up_tc $1,000,000 shall be availableifOr purchase,

 Part four ellmlnates ‘the present $200 threshold and replaces same‘
with a "Descriptive Tort Threshold" which defines serious 1n3ury for
“which an individual may bring suit. '

The Descriptive Tort Threshold reads as follow5° »
'"Serlous Injury" means a personal injury Wthh results in: ae .
death, dlsmemberment, ‘significant permanent dlsflgurement, permanent
‘loss of the use of an important body organ, member, functlon or
fsystem, OR b. a serlous nonpermanent injury Wthh has a materlal
degree of bearing on the injured person's ablllty to resume his

" normal activity and llfe style durlng all or substantlally all of
the 90-day perlod after the occurrence of the 1n3ury, and the ef ects
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of which are medically or scientifically demonatrable at the end of
such period. ‘ ’

Part five calls for the Commissioner of Insurance as a guide to in-
surers and the public, to publish a treatment and fee schedule for
medical services for the most common form of 1n3ur1eo arising out
of motor vehicle accidents. The Commissioner shall be assisted by
an advisory panel of medical, legal and insurance experts appointed
by him. The costs incurred in preparation of the schedule shall be
paid by insurers in accordance with the percentage of business
written in New Jersey.

Part 6 excludes Personal Injury Protection under the No-Fault Law
to accidents involving motorcycles and mopeds.

Part seven of this bill deals with'the "Discovery of Facts and

Informatlon" surrounding an automobile claim, payments and suit.

A) Requires a plaintiff, 30 days prior to pretrlal confcrenco, to
present evidence of "serious 1n3ury". If unable to prc,vnt
same, court will dismiss action without prejudice. '

| B) Disallows a plalntlff from recovery of special damages other—
wise paid or payable under Personal Injury Protectlon.

C) Allows for insurer to gain medical information on a patlent s
.care from doctors and hospitals. UNDER PENALTY OF PERJURY those
‘submitting such informaticn pertaining_to treatment and cost
shall submit this information. |

D) Disputes will be remedied by petition to court.

E) An injured person upon request, may obtain all 1nformat10n on
file gathered by insurance companye. :

F) A person may not unreasonably withhold notice of claim to an
insurer. o o o '
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-G, Ihsuranee Company has right to order physical exams for those
collecting Personal Ingury Protection benefits.' Refusal causes
1mmed1ate termination of all benefits. R

Partteightreutlaws dUpliCation~of‘payments’of.both public and pri-
‘vate,planS'of'insurance.v.Violation of the law constitutes a
disorderly person and also liable for repayment of all undue

‘.'enrichment;4

THE FOLLOWING INFORMATION IS PROVIDED AS BACK—UP MATERIAL ON THE
”ABOVE BILL

WHY INCREASE OF BASIC PUBLIC LIABILITY AND UNINSURED MOTORIST

VCOVERAGE MEDICAL PAYMENT CAP, DESCRIPTIVE TORT THRESHOLD MEDICAL

AND FEE SCHEDULE, DISCOVERY INFORMATION

~The minimum limits of liabillty required by law as well as the ‘
*vUninsured Motorist Fund shall be increased to $25,000/$50, 000/$10, OOOl

to off—set the fires of 1nflat10n experienced in the last five years.
The present limit stands at $15 ooo/$3o ,000/$5, ooo.

The unlimited medicalipayment‘prqvision of the law shall be'amended
placing a $50,000 limit on medical'and’rehabilitation payments fer
any one person. Additional coverage is eptional. A reasonable
limitation on the amount of mandatory medical and rehabilitation
coverage has been included in the law. A cap of $50,000 seems to'be@’
adequate since the unlimited provision now in the law has lead to
severe reinsurance problems for some smaller companies. The unlimited
~medical payment provision is much too generous for the average con-
sumer to support in:his auto'insuranCe premium. , ' ’

‘A wellmcon01eved No-Fault law should strlve to reach an equltable
o balance. The first—party No—Fault benefits should cover a- very

1%
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substantial portion of economic losses arising out of automobile
accidents. If consumers are to be afforded these additional |
benefits without_substantialiy increasing their premium, an equit—
able trade-~off must be devised. That trade-off has been to
eliminate so-called pain and suffering awards for non-serious
injuries. A number of studies), including the comprehensive study
by the U. S. Department of Transportation, have demonstrated that
the smaller cases were receiving a disproportionate amount of
payment for so-called pein and suffering and, therefore, this area
of abuse was ripe for reform. _When"New Jerseyxenacted its No=Fault
law, substantial first—-party benefits were provided’including
unlimited medical payménts.and coverage for loss of wages. This
law precluded an accident victim from recovering under the tort
liability sYstem only invsoft tissue injury cases and where medical
expenses for such injuries, exclusive of hospital, x—ray and other
diagnostic medical expenses, are less than $200.00. The trade—off
has proven inadequate for had it not been, in thcory, it would have
eliminated about 45% of the total awards for pain and suffering |
(85% of the claims). There is a practical and equitable‘solution
to this problems The solution is a so-called Descriptive Threshold
that describes the type of serious injury that is eligible for pain
and suffering aWards without the use of an amount of medical expense
which encourage persons to use! unnecessary medical procedures so o
as to cross the dollar threshold. The Descrlptlve Tort Threshold
borrows from the'Florida law as well as the federal bills con51dered‘
'by‘Congress. Under this approach, those who sustain permanent
significant anury, as well as those who sustain serious dlsabllng
injuries which may not result in any permanent 1nJury can recover
pain and sufferlng awardse.

Additional provisions are needed to effectively deal withtinflated
" medical costs that have occurred under the New Jersey No-Fault Lawe
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Even with a Descriptive Threshold there will still be substantial
incentives for some medical providers to misuse the extensivev
medical benefits available under No-Fault. These benefits are
quite broad and not subject to some of the constraints that other
medical insurance'programs have - for example, co-insurancé’features.
Over the years it has been proved difficult if not impossible for
.an insurance company or patient to succéséfully challenge either the
reasonableness of the amount charged for medicél services or the
medical necessity for certain procedures. ‘ A schedule of fees as is
now used for workmen's compensation could prove’helﬁful. This
bill will create a panel of experts to define thé type of medical
services that are indicated for the most common type of automobile
- injuries and the reasonable fee to be charged for such services.

Any law that promotes malingering is self defeating to both the
system that creates such a law as well as those who enrich themselves
at the expense of ite. So too are the effeéts,felt by those who
kndwingly bilk the system. By outlawing duplication of benefits,
including a new -section dealing with "discovery of facts and informa—
tion", and requiring No-Fault Medical Payments to act as primary
coverage with all other plans to act as secondary or éXcess, we
accomplish the following: '

A. The mandatory system (auto insurance) pays primary benefits
SWiftly on presentation of evidence of loss - a prime purpose of
no-fault auto insurance. A voluntafy health care payment system
then would need not to investigate beyond the fact that a loss
resulted from an auto accident, permitting such systems to
supplement auto insﬁrance with a minimum of administrative expense.

B, The motoring public should pay its own way, so that society can
determine as accurately as possible the true costs of motofing.
The costs can then be distributed equitably among automobile

1 A
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owners. This can be done only if auto insurance 1is primary.

If other sources arc intergrated, non-motorists would be paying
paft of the costs of auto accidents.

Because health care payment plans are designated non-profit
corporations, they do not pay state and federal taxes that auto
insurance companies do on their premium writings. Thus where
health care payments are used as primary or in part used with
No-Fault, staté and federal governmenté will lose dollars in
revenue, This is not desirable from thé“spandpoint of public

e .

policy. ' -

This law is designed to put some teeth in the legislation correcting
New Jersey's No-Fault Law. By making conviction of undue enrichment

a disorderly person with prescribed minimum sentencing and repayment

»of t

bilk

he undue enrichment to the payer, we believe those who would

the system will think'deeply before doing so.

1R«




 DEAN A.GALLO

ASSEMBLYMAN, DISTRICT 24 (MORRIS- UNION - PASSAIC)
1180 ROUTR 46 '
ParsippaNY, N.J. 07054 °

GENERAL ASSEMBLY e Lo .
oF NEW JERSEY S OFFICE 201 AA7 2600
: TRENTON ' o - . 'RES 201539 9205

ASSEMBLY BILL 3126
This billvhasktWO'parts

ls The legislation creates w1th1n the Department of Insurance a
Division of Fraudulent Clalms with ‘authority to investigate
all alleged fraudulent clalms. It shall_report violations of

- the "NeW‘Jersey‘Automobile/Reparation Refor# Act" to the'
Attdrney General. The cost of administration is set at
$750,000 to operate the Division, and shall be apportioned to
all auto insurers aceording to its written premiums in the
State. ‘ ) ' ”

2. Any person or organlzatlon including Inourance Agents, Brokers,

} AdJusters, Physlc1ans of all types, Attorneys, Insurance

Cempanies, Hospitals or their Administrators,‘who conspire,
urge or willfully,asSist anyone to vidlate the provisidns of

" the New JerseyiAutdmobile-Reparation Act, and, is convieted,

‘shall be guilty of a misdemeanor and shall be liable in civil
action for reco%ery~of any sums illegally received by them.

THE FOLLOWING INFORMATION IS PROVIDED AS BACK—UP MATERIAL ON THE
ABOVE BILL

Besides the other cost control devices in this package of bills,-7
the need has clearly surfaced for a mechanism to review and inves-
tigate alleged fraudulent claims. Recent’experience with»both
ledicare and Medicaid have shown that'even”without the incentive
of a low medical tort threshold, a vehicle or- some. sort is needed
to insure ‘that some medical practltloners do not take advantage of
insurance programs whlch pay for medlcal treatment. Heretofore it

ll6x
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~has been impossible to successfully challenge either the reason-
ableness of the amount charged for medical services or the medical
necessity for certain procedures. By creation of the Division of
Fraudulent Claims.and the publiching of the "Treatment and Fee
Schedule" contained in the package of réform-legislation, we hope

to provide a vehicle whereby the generous benefits provided by the No-
No~Fault Law will not be abused'by those who would do so without

such a mechanism to stop them.

We believe implementation of this comprehensivégNo—Fault reform
package, of which this bill is a cornerstone, will curb its abuses.
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ASSEMBLY’BILL'3127

This bill makes uniform the law respectlng 1nve stments made by»
casualty insurers and adopts the Ianguage appllcable to life,
health and a001dent insurers. .
This legislation would festrict the ability of property casualty
insurers to invest in equity securities in the stock market. No
1nsurer would be allowed to purchase more than 87 of voting
’stock in any one corpQratlon, nor invest more than 5% of its
assets 1n preferred stock. Insurers would have two years in-
order to comply with the legislation and the Comm1551oner of

_ Insufance, upon appllcatlon, may authorize continued ownershlp
of such investments for up to three additional years.

.Thls leglslatlon 1s de51gned to restrlct insurers from 1nvest1ng
‘premium dollars in risky securltles, only later to be indemnified
through rate,lncreases for any losses which they suffer.

THE FOLLOWING INFORMATION IS PROVIDED AS BACK UP MATERIAL ON THE
ABOVE BILL

WHY AN INVESTMENT RESTRICTION LAW

There is evidence whlch indicates that the auto insurance problem.

‘1ls merely one manifestation of a_deeper problem involving all
types of insurance and‘many insurance companies. The deeper pro-
blem appears to be mismanagement of stock investments followed by
the current attempt to quickly recover from the resulting stock
losses vié_higher premiums.
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As in the law of negligence in tort, causation is the key issue
here. Inflation and resultant underwriting losses are ancillary,
aggravating causes of the pfbsent raté,inédequacy. But invest-
ment losses and the current rebuilding attempt appear to be the
proximate cause for most insurance bompanies rate increase
requests. Since many auto insurers also write insurance for
other lines, the same problems presently surfacing in the auto—
mobile insurance field have alreédy emerged in the malpractice
area, and are beginning to be seen in other fields such as products
.liability and mﬁnicipal insurance. . The same type‘of problem, lack
of immediate capital is hitting not some,'but ne;rly all insurance
~ companies since (1) the practiée of seeking profits on rising
stocks using more than 75% of income from premiums was nearly
universal going back some months. At present non-life and health
companies have broad investment discretion. The only limitation
updn stock investments is that they be in "any..;corpOration"
‘domiciled in the United States or its possessions and that the
securities so owned be physically held within the state for safe-
keeping. By way of comparison,ﬁinvestments by life and health
insurance companies are strictly limited. (In general stock ‘
investment ‘limited to 5% of tdtal assets) - The reason then for
enacting this\legislation is to insure that, in times of rapid"
stock growth, éhe insurance industry would no longer be allowed
to be tempted éy quick, but_riéky, stock profits, nor will the
insurance purchasing public be asked to indemnify insurance com—
panies for their losses in the stock market. |

19x
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 ASSEMBLY BILL 3128

This bill would peride for the”establishmeﬁteof aVJoint”Under—.
- writing Association to be known as the New Jersey'Guaranteed
Automobile Insurance Act. This plan would replace the present

~. . .

‘assigned risk plan.v ﬁ I ' o -

Since it is impossible to accompllsh true automoblle 1nsurance
reform in the normal market w1thout con51der1np the re51dual
market (Asolgned Rlsk) 'since, they are 1nterdependent, we propose
creation of a JOlnt underwritlng a35001at10n. This act will
puarantoo every applicant for auto insurance the opportunlty to
purchase coverage from an agent or broker of hl" ch01ce. The
producer will place the appllcant with one of the companleo he
represents or wrlte the coverage through the JUA. - The rates » ‘
hdrged by the JUA will be separate from the voluntary rate Sy but
“will be. anJ@Ct to prior approval by thc Commissioner of Inouran00'
The JUA rates may not be excessive or unfairly dlscrlmlnatory and -
only if the rates‘o% the JUA prove;inadequate; will the cost of
this_inadequacyvbe'passed back to the policyhOldér greup that is
insured in the voluntary market.as a*subsidy._ This subsidy w1ll
be a conscious decision on ‘the part of the Comm1551oner of
Insurance as is presently the.practlce»under the Assigned Risk Plan.

Level rates for the minimum limits of liability and PIP shall be
charged for the'different classes of drivers and shall make no
distinction by geographical location of the appllcant. (Rates for
‘all other coverages and increased limits of llablllty shall con-'
‘tinue to be charged on a terrltorlal‘basls as is now done.)

20% =
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A single sur-charge rats table shall be developed which shall be
used to increase the premiums paid for both liability, PIP and
physical damage (Comprehensive and Collision). The sur—charge
‘table shall be used where an extra hazard exists for accidents or
motor vehicle violations without regard for geographical location
where the application resides, | 4

- THE FOLLOWING INFORMATION IS PROVIDED AS BACK-UP MATERAL ON THE
ABOVE BILL

WHY A JOINT UNDERWRITING ASSOCIATION -
In the past seven years, companies writing autoﬁobiie‘insurance in

New Jersey have paid out $121 million more in losses than they have
collected in premiums — an average of $64 per car - for drivers
insured in the Assigned Risk Automobile Insurahce,Plan. In 1974
(latest figurés available) the deficit was more than 3100 per cars
The State's insurance commissioner has determined that rates in

the AIP must be subsidized. In other words, the $100 deficit per
car for 1974 is to be made up by drivers who buy coverage in the
normal market. Thus, the Commissioner in effect has said that
insurance companies will be permitted to "tax". the normal market
for this needed subsidy. ‘The fact that those drivers who truly
belong in the AIP are not paying their own way is not much comfort
to the vast majority of New Jersey's drivers in the normal market
who are expected to make up the difference. This subsidy would
grow if New Jersey replaces the AIP with a reinsurance facility as
has been menticned. The subsidy could be lowered by bringing AIP
rate levels into line with its losses as is being done in Illinois
and California. However, if a Reinsurance Facility were to replace
the present AIP even a greater subsidy of high—risk drivers would
be required on the part of the careful driver. This is because
under a reinsurance facility, customers placed in the facility pay
the same rates as those in the normal market. These facility rates
would be lower than the present AIP rates, but the losses would not

21x
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be lower. By chan@inp systems lostes would not simply go donn

- Therefore, rates in the normal market would havc to-go up to cover
‘the additional subsldy.‘ One of the most unfortunate resulto of d,".
facility is 1ts tendency to . >tllle competltlon between companlcs,
Under a iac1llty, all companies are requ1red to insure. anyone- v<
licensed to drive at thelr regular rates. Ultlmately, the poorcr-
‘risks grav1tate to the more efflclent lower rate companies.

rAlthough these. companles relnsure many of the appllcants, eventu—
ally the companles must raise thelr rates to accommodate the.
increased flnan01al burden of assessment from the relnsurance

'5fa0111ty.'

Consequently,,1ow_rateicompanies are forced to higher and higher
rate levels. UnleSS’theyecan take action to negate this natural
consequence,'rates'gradually'raise'for all. policyholders-until' |
they finally approach those of companles with hlyher rates. And

as rates approach unlformlty, competition d1m1n1,hes subs tantlal]y.‘
The most dlrect 1mpact on the: 1nsur1ng publlc of a reinsurance 'v
fa01llty is the mandatory total subsldy of hlgh risk drivers by the
policyholders in the voluntary market. In ‘other types of re51dual
‘market mechanisms as New Jersey s AIP, a partlal subsidy by the
voluntary market has been 1mposed from time to time, but ‘the re-
insurance fac1llty requlres ‘a contlnulng total subsidy Wthh

‘allows for no flex1b111ty or regulatory control over the amount.
This amounts to. nothlng less than a hidden tax. By contrast, under
':New Jersey's AIP the amount of sub51dy 1nvolves a conscious deter—
mination by the 1nsurance commissioner on a perlodlc basis. 4
Experience has shown that relnsurance facilities in Canada, North
Carolina, South Carollna, Massachusetts and New Hampshire are and of
themselves the major contrlbutlng factor in dlsruptlng the market—
hplace As is true in other aspects of soc1ety, it's difficult if

" not imposslble_to_effectlvely‘leglslate agalnst consequences of
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destructive economic forces once they are set into motion. The
alternative which accomplishes virtually all the objectives of a
reinsurance facility, and has none of the side effects in that of

a Joint Underwriting Associaticr which was successfully pioneered
in Floride. Briefly, here is how it would work. The JUA would,

in effect, pguarantee every applicant for auto insurance the oppor-
tunity to purchase coverage from a reliable carrier. The JUA would
be comprised of all auto insurers licensed in New Jersey pursuant
to a plan approved by the Commissioner of Insurance., Applicants
would purchase.coverage from a broker of their-choice who would
elther accept the applicant in one of the companies with which he
deals or write the coverage through the JUA. The JUA would have the
authority, the power, and - because it would be dealing with only

a small number of persons who will be responsible for servicing
this business - the ability to assure a high level of performance

at/ a minimum of administrative coste.

The premium rates of the JUA will continue to be separate from the
voluntary rates, but will be subject to the prior approval of the
Commissioner of Insurance. These rates may not be excessive,
inadequate or unfairly discriminatory. Only if the rates of the

JUA prove inadequate will the cost of this inadequacy be passed

back to the pogicyholders who:are NOT insured through the JUA in the
form of increased rates - a sﬁbsidy. As noted previously, this will
be a conscious decision by the Insurance Commissioner which can be
reviewed periodically. Under this approach, provisions can be in-
corporated which will enccourage agents, brokers and companies to

write automobile insurance without using the facilities of the

‘association, thus keeping the use of the association down to an

absolute minimum.

23x
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Referred to Committee on Banking and Insurance

Ax Acr concerning automobile insurance rate structures and rates

and repealing sundry acts. : =

BE 1T ENACTED by the Senate and General Assembly of the State
of New Jersey: B ‘ . |

‘1. Each msurer authonzed to write pohmes of automobile"
insurance in this State shall file with the Comxmssxoner of Insur-
ance its proposed rate structure for each type of 1nsurance
coverage offered, mcludmg a. bodily injury, personal injury pro-
tection and property damage and b. physical damage. The rates

filed for insurance under a. above shall be based upon and reflecting

the insurer’s experience for such coverage and shall be formulated

for the required basic minimum coverage without diserimination
as to the geographical area in which the insured resides. The rates
filed for insurance under both a. and b. may include a surcharge
based upon and reflecting the insured’s record, including but not
limited to, his motor vehicle accidents and violations; the rate
structure and surcharges for such extra hazards and risks shall be
reasonable, adei;uate and uniform throughout the State..

2. In support of its rate structure filed pursuant to section 1,
each insurer shall file a full and complete description of its risk.
and surcharge classifications, experiénce rating and other informa-
tion in such form and detail as the commissioner ghall presecribe.

‘3. °a. A-rate structure shall become- operative and shall be used
by the insurer on andafter its filing with the commissioner. If,

_ Withih‘GO"dayS‘followihg the-filing, the commissioner-advises the.: -

insurer that he finds the structure or ‘any rate mcluded therein will -
provxde ‘or result in a rate or ratesw that are" dlscnmmatory, '

_ unreasonably hlgh ore xc;csswe o are not adequate for the safeness S
) - <445 Snavrar ha-shall direct that the rate or ratesz;. S e, v
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be altered to produce rates that are reasonable and adequate and
shall direct that unless an amendment or adjustment to the filing
is filed with and approved by the commissioner prior thereto a
public bearing on the matter will be held thereon at a time and
place on a date fixed therein not less than 20 or more than 45 days
after the date of the notice.

b. The commissioner shall makga his final determination, affirming
or modifying the rates as filed, within 20 daj’s of the conduct of a
hearing held pursua}lt to paragraph a. which determination shall
be Sﬁbject to review on appeal to the*Superior Court.

4. Each insurer shall annually on or before June 30 file with the
commissioner, in form and detail to be prescribed by him, a report
of its operations for the prior calendar year. The detail to be
prescribed for the annual report shall be such as will-enable the
commissioner to determine the soundness and solvency of the

insurer and to evaluate the overall financial adequacy and justifica-

" tion for its rate structure.

5. Sections 1 through 26 and section 28 of P. L. 1944, ¢. 27

(C. 17:29A-1 et seq.), P. L. 1962, . 214 (C. 17:29A-7.1) and

P. 1. 1950, c. 309 (C. 17:29A-29 - 17:29A-32) are repealed.
6. This act shall take effect 90 days after enactment.’

STATEMENT

Thls is the first of a package of 5 bills relatjng to automobﬂe '

msurance the other bills in the package are Assembly Bills
"‘Nos. 3125 Lhrouvh 3128. ,
This legislation climinates the pr esent prior approval system of

ratemaking, and substitutes an open rating system. Companies

would be required to file their rates with the Commissioner of -

Insurance before they put them into use. If the commissioner
determines that the rates arve inadequate; excessive, or discrim-
inatory be may notify the insurer within 60 days that a hearing is

to be held thereon. The commissioner’s final determination would

‘be subject to review in the Superior Court.

Rates for the required basic minimum liability insurance would
be 'rcqaheu to be based on statewide experience and formulated

without discrimination as to- the geographwal arca where ‘the

_insured resides. Surchm‘ Ne Inﬂed for motor veluclo violations

and accidents would also be reqmred to be charved on a non-

diserimina

ol aseivoniiong wibh Uw r'mnmhsmnor

ff)w hasis, Inmwrs would be_ reqmred {o ﬁle their risk-
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STATE OF NEW JE%EY

| INTRODUCED ' FEBRUARY 17, 1977
By AssemblvmenD Gf&LLO SCANLOV BASSANO DOYLE, KEAN,
LITTELL, RAND, BARRY, HURLEY, MAGUIRE, STEWART

KAVANALGII EWING FORM\ DORSEY and SPIZZIRT ;
R_efer”red to Commlttee on -Banking and Insurance ’

Ax Acr to make certain types of motor vehicle insuré.ﬁce available. .
to the public; to create an Insurance Underwntmg Association
and to prescribe its powers and duties; to prescnbe and regulate

-automobile insurance; and to prescribe the powers and duties of
the Comxﬁiésioner of Insurance and sﬁpplementing Title 17-of.
the Revised Statutes. o | o '

BE IT ENACTED by the Senaz‘e and General Assembly of the Statc
of Ncw Jersey: o

1. This act shall be known as and may be c1ted as the New Jersey |
Guaranteed Automobxle Insurance Act. ‘ ‘

2. The purpose of this act i is to assure to the ins‘ufance 'consum‘el o
guaranteed access to automobile i msurance to requu'e every agent |
and broker to offer insurance to ev ery quahﬁed apphcant to en- -
cmﬁa"e the use of normal market facilities and to proude for’
the formation of an industry joint underwrltmv assomatlon com-
prised of all hcen ed automobile msurers which ~shall prov1de
automobile insurance for pers»on‘s who cannot o.therxuse qbtam »
such insurance. \ | R

3. As used in this act ‘ B :

a. ‘“Association” 'means the Automobile Jomt Underwmtmg
Association established pursuant to section 5. R
: b.‘ “Au‘fomoblle insurance”’ means insurance adalnst mJury 01' ’
‘d“*naﬁ'o or h“blhtv therefor armnq out of the ownershlp, opela— ¥
tion, mamtenance or use of motor vehlcles as deﬁned m R. S.°
-39:1-1 WhLob are reqmrel to be re;no’cered pur@uant to R S.
‘QD 3—1 through R. 8. '39 3-42 and (1(‘<l"“led for use on the plbhc

hi p-nwavs, mclvdmw insurance af*'nmr low or or d'xmage to such
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c. ““Board’’ means the board of directors of the association.

A

New J ersey.-

. “Plan of opera.tlon" means the plan of opemtmn approved ,

pursuant io this act. AR o
£ “Quahﬁed apphcant” means a person Who makcs a.pphcatlon
for automobile insurance through the association and is (1) a
resident of this State who owns ‘a motor vehicle registered to this

State or has a valid driver’s license or is required to file proof of

financial responsibility under the Motor Vehicle Safefy Responsi-‘

bility law in order to register his motor vehicle or obtain a driver’s
license or to carry automobile insurance coverage pﬁrsuant to the
New Jersey Automobile Reparation Reform Act (C. 39:6A-1 et
seé..),, or (b) a nonresident of this State who owns a motor vehicle

_registered or principally garaged in this State; provided, howex.'er,

that no one shall be a qualified applicant if he has any unpaid
premium whigh he has failed to pay and which is due from him
for prior automobile insurance or if any person who usually drives
the motor vehicle to be insured does not hold or is not eligible to
obtain a driver’s license or has a driver’s license under suspension.

g. ‘““Servicing carrier’’ means an insurer who is a member of
this ‘association designated as a servicing carrier by the board
pursuant to the provisions of this act and the plan of operation.

Any member volunteering to be a servicing carrier who maintains .

an office or offices in this State and meets the minimum require-
ments for a servicing carrier adopted by the association may be
designated a servicing carrier. Other members of the association

who maintain an office or offices in this State and who meet the

‘minimum requirements for a servicing carrier adopted by the

association ‘may be designated §*ewicing carriers, if necessary.
A servicing carrier may resign in accordance with rules established
in the plan of operation. » | ‘

4. a. On and after the effective date of the plan of operatic')n', any
qualiﬁéd applicant shall be entitled to apply fqr covérage through

the Automobile Joint Underwriting Association as provided in this

act. Every licensed resident agent or broker shall offer to place

- insurance, pursuant to the plan of opera’uon adopted by the assocxa—

tion, for any quahﬁed apphcant who is unable to prqcure such

'

insurance through the markets available to him.

Upon receipt of the premium of a quahﬁed apphcant or upon '
.recelpt of such porhon thexeof as 1s prescnbed in the plan of
opera.tlon, the assocxatlon shall 1<sue or cause to be 1=sued a pohcy
. of antomoblle msurance w]:uch shall mclude such requestcd cover-
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d. “Commx%mn\.r" meaus the Commlesmmr of lnsuxance of
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_ages, amounts of. insura.nue"‘ and policy- periods as are .available
nnder the pla.n of operatmn and as may be xequested ‘

c. If the commxsswner finds, wfter a hearing, with mspect to any ‘
specrﬁed geographical area in the btate that a large number of
persons- are failing to guin the beneﬁt.s of the ,a.asonatlon.because

they do not-have the Services of d‘rx'agent or brbkei' the association

" shall provide service to ass1st the pubhe in applvmg to the associa-

tion for i msurance ;

d. In nnplemenfmg the proy 1s10nq of this act; the association
may not require any insurer- to ‘LdOpt marketmg programa or
methods mcon51stent with its customary programs or methods

5. a. A joint underwrltm assocnitxon is hereby created. Ev ery

insurer hcensed to tx ansact automoblle m‘sul ance w1th1n this State

'shall become a member of an Automoblle Joint Lndeantmg

Assoemtlon and ‘shall remain a member as a condmon of its
authontv to contmue to write automoblle insurance in thls State

b. The association guarantees that a souree of yaubtomobﬂe in-

_.sure,nce will be immediately made available to any qualified ap- |

plicant through any agent or broker writing automobile insurance,
while preserving to the publl\ie the benefits of cdmp'etit.ion among :
ﬁnanmally sound automobﬂe msurers by encourag'mg maximam
use of the normal pr1vate insurance system. Lo
6. Pursnant to the provisions of thls act and the plan of operatmn

“the a,ssocmtlon shall ;"

a. Issue automoblle insurance pohclee to any quthﬁed apphca.ut .
or arrange for the issuance of automoblle mGurance pohcme to
any.quahhed apphcant ‘through Servlemg ‘ ,nrners‘., Any such
‘servic,ing carricr, shall issue pohcles in the name ef the s‘erviv(,in‘r
carrier, on ‘behalf ()f the assocrahon to the extent the plan of
operatxon provxdes ' ‘ .

b. Establish procedures for the sharmg among. the members of
proﬁt or loss on association business and other costs, charges,
expenses, liabilities, moome, property and other assels of the
association. The assessment of member% for their appropriate

‘ shares shall be based on the members’ exposure units for private
: passenger automoblle busmess and on premmm volume for all other

'automobxle busmess

- Allov anees ‘may be prov1ded for existing’ deblts and credits

under the New Jersey Aatomobile- Insura.nce Plan replaced or’
_ *ermmated as a result of this legislation.

c. If- servicing carriers are utilized, establxsh reasonable and

- nondiscriminatory minimum standards for quahﬁcatmn and per- .

Parmamnaa o) n sATTiCING CATTIET,
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d. Establish procedures to-encourage the voluntary writing ‘of
eligible applicants without-the utilization of the association: These
procedures shall include provisions for appropriate ificentives ‘to
encourage companies to voluntarily write those applicants who
are qﬁaliﬁed for insurance through the association.

As a minimum these provisions shall ‘apply to personsinsured
through the association who for a reasonable period of time have
not been convicted of celtam traffic violations or involved in certain
automobile accidents. |

The association may also adopt provisions to encourage com-
panies-to voluntarily write other categories of applicants who are
qualified for insurance through the association. Such provisions
may apply to: ‘

(1) Applicants who are male operators or owners of motor
vehicles which are under 25 .years of age or dﬁerators .over age
65; and ‘ : A

(2) ADplicants who have been uninsured for a period of 60 days
pnor to the date of apphcatlon

e. Iistablish the rates of commission of service fees to be paid
to agents or brokers on policies issued through the association

which in no event shall exceed an amount equal to 10% of the

written premium less any return premium on policies issued

through the association. Commissions or service fees may be paid
to any resident licensed insurance agent or broker.

f. Be authorized to cede reinsurance on policies issued by the

association or issued by servicing carriers on behalf of the

association.

g. Be authorized to join, advise, assist, associate, cooperate, and

contract with its members, the New Jersey Special Joint Under-A'

writing AAssociation and with such other organizations, associations,

in\‘urefq, covernmental agencies and persons as may be necessary

to accomplish the purpose of the association. '
7. a. Within 30 days after the-+effective date of this- act, the

commissioner shall call the first, or organizational meeting of the

association which shall adopt an appropriate name and seat a board.
The board shall counsist of one individual who is a resident

licensed agent or broker to be appointed by the commissioner
and eight association members as follows: Two Insurers which
are members of and selected by the American Insurance Associa-
tion; Two insurers which are members of and sélected by the
American Mﬁtual Insurance Alliance; Two - insurers which. are

members of and selected by the National Association of Independent

"
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59
53

. 10SUTersy EWO iSurers WNicu are not auiliated with the foregoing

orga.mzatmns a.nd ‘which are elected by sueh nonaﬁihated msurers

voting in person or by proxy.

The terms of oﬁice of the uutml a.nd subsequent members of the .

} board shall be as pronded in the me of operation.

‘h. Within 60 days after the organizational meetmg, the bozud L

shall file with the commissioner for his approval, a pxoposed plan

of operation, consistent with the provisions of this act, which shall

provide for the prompt and efficient provision of automobile in-
1 . )

'surance to qualified applicants unable to procure such insurarice

through ordinary ‘method's._ The plan of operation shall provide
for, among other matters, prelimihary assessments of members
for the initial expenses of the: association to commence operations, -

establishment of neeessary facilities, the operation of the associa-

tion, assessments of members to defray losses and expen’cesﬂ'which

shall include losses on association business, compensatlon to
licensed agents or brokers, classification requlrements, procedures
for issuing policies, nnmmum requirements for selectlon and per-

formance of sermcmg carriers if servicing carrers are utlhzed

‘procedures for matohmg agents and brokers with servicing carriers

with whom they ‘may write ellglble risks if selvmmg camers are

‘utilized, provisions. establishing procedures for encouraging the
: voluntarv Wntmg of eligible risks as.provided m section 6. d. of .

this act, and for the coverages, amounts of insurance, and premium -

_ pavment plans to be offered by the association.

c. The plan of operation, unless sooner approved in writing, shall
be deemed to meet the requirements of this ajct if it is not dis-
approved by the commissioner within 30 days from the date of

filing. If the commissjoner shall disapprove all or any part of the

proposed plan of operation, he shall do so in writiu_g, specifying

in what respect theiplan of operation fails to meet the requirements
of this act. Unless the board takes other appropriate Iegml action
to contest the disapproval, it shall within 30 days thereafter file
for his rewew an approprlately revised plan of oper ation.

d. Any revision of the propesed ‘plan of operatlon or any sub-
sequent a.mendments to-an approved 'plan of operation shall be

‘subject to the prov: isions m subsection c. relatmg to the uuhal plan

of operation.

e I no: pl-m of operatlon is submitted to the ccrmmxssloner mthm

50 days efter ‘the orgamnizational meetmg, the: comzmssmner shall,

after consatting’ Wlth the representatives of the’ mﬂus’try', prepxre
and : promulgate ‘s :plan of otferzmon in -accordance with the re-
quifements- of ‘this-met which" ¢hall continue in- force untll ¥uper- -
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seded by -a plan-of operaimn effectlve in accordance w1th subsec-
. tions a., b. and c, ¥ _

8. a. The classifications, rules, rates, ratmg plans and policy
forms proposed for use for-automobile-insurance issued by or
through the agsociation may be made. by the association or by any
licensed rating organization and shall be filed with the commis-
sioner. Such filings may incorporate by reference any other ma-
terial on file with the commissioner.

b. The classifications, rules, rates, rating plans and policy forms

for use with automobile insurance issued by or through the associa-
tion shall be subject to prior approval by the commissioner. The
association and every mewber shall be required to use the classifi-
cations, rules, rates, rating pians and poliecy forms so approved
for automobile insurance issued by or through the association.
Initially, rates shall be based on the experience of the present
New Jersey Automobile Insurance Plan and thereafter on the
association’s loss and expense experience and trend factors, to-
gether with such other information as the commissioner requires.

c. If the board assessés member. companies to offset an operating
loss of the association which shall include the losses on association
business, cach member may recoup the amount of such assessrrient
in its ’premium rates on automobile insurance policies not issued
on behalf of the association™*”

9. The board shall have all power to direct the operation of the
association, except as may be specifically delegated to others or
reserved to the members in the plan of operation, including the
following : '

. To sue and be sued in the name of the association. A judg-
rmnt against the association does not create any direct liability
against the servicing carrier or the individual participating mem-
bers of the association.

b. To delegate.ministerial duties, to hire a manager and to con-
tract for goods and services from others.

“c. To assess members for their liability to the association as
established pursuant to section 6. b. |

d. To impose limitations on cancellation or nonrenewal of as-
sociation business.

10. a. Any applicant for an association policy, any person in-
sured under such a policy and any member of the association may
request a hearing and ruling by the board on t'myv alleged violatien
of the plan of operation or any alleged improper act or ruling of
the association directly affecting it as to éoverage OT preminm or

i ~




7 member of the association may request a hearing and ruling on
8 the épiﬂication to him of the plim of operation. ‘Any such member:
9 may request the board to act upon or to rule upon any proposed
10 change in or addition to the plan of operation. The final action
11 of the board in respect of .ahy such proposed changes or additions
12 shall be deemed a formal ruling for purposes of applving subsec-
13 tions b. and c. of this section. The v_req‘uest for hearing must be
14 made within 30 days after the date of the alleged violation or im-
15 proper act or ruling. The hearing shall be held within 30 days
16 after the receipt of*the request. The he.aring may be held by a
17 parfel appointed by the chairman of ;the board consisting of not
18 less than three members thercof, and the ruling of a majority of
19 the panel shall be deemed to be the formal ruling of the board,
20 unless the full board on its own motion shall modify or 1escmd
21 the action of the panel : e
22 b. Any formal ruling by the board may be appealed to the com-
23 missioner by filing notice of appeal with the association and com-

24 missioner within 30 days after issuance of the ruling.

25 c. The commissioner, after a hearing if requested in the notice

26 of appeal, shall issue an order approving the action or decision,
27 disapproving the action or decision, or directing the board to re-
28 consider the ruling.
29 d. In any hearing held pursuant to this seetion by the board or
30 the commissioner, the board or commissioner as the case may be,
31 shall issue a ruling or order within 30 days after the close of the
- 32 hearing. ' .
33 ¢. All rulings or orders of the commissioner under this scction
34 shall be subject to judicial review.
1 T a. There shall be no liability on:the part of and no cause
2 or action of any nature shall arise against any member insurer,
3 the association or its agents or employees, the board, any director,
4

corporation, association, or organization to whom any duties or

5 obligations imposed under this act have been lawfully delegated,
6 or the comimissioner or his representatives for any action taken
7 by them in the performance of their powers and duties under this
8 act. ' ’

9 b. All persons who are granted immunity pursuant to this sec- |

10 tion shall be indemnified by the association against all expenses.

11 incurred in the defense of any action, suit or proceeding brought
12 against such perqon on account of any action tal\en by him in the
13 performance of his powers and dutxes under this- act, unless such
14 person shall be finally adjudged to have committed a breach of

P of s —=~-m wmaslicance. bad faith, dishonesty, wxllful mis-




8

feasance or reckless disregard of the responsibilities:-of his office.
In the event of settlement before final adjudication, such indemnity
shall be provided only if the association is advised by independent
counsel that such person did not, in ecounsel’s opinion commit such
a hreach of duty. 't

12. All laws and parf{s of laws of this State inconsistent with
this act are hereby deemed superseded jo the extent of sueh in-
consistency..

13. This act shall take effect inimediately.

STATEMENT "

This is the fifth of a package of five bills relating to automobile
insurance; the other bills in the package are Assembly Bills Nos.
3124 through 3127. ' o

This bill would provide for a joint underwriting association in
which all insurers writing automobile insurance in New Jersey
would be members. Tt is designed to guarantee every applicant
the opportunity to purchase coverage pursuant to a plan ‘z_md at
rates approved by the Commissioner of Insurance. The bill is
adapted from a Florida law and conforms to the text of a draft
%ubrmtted to the Assembly Banking and Insurance bon1m1ttee by
the Associate Counsel of State Farm Insurance Compames at its
public hearing held June 15, 1956. :

The plan to be adopted pursuant td the act would replace the
present Assigned Risk Plan.




STATEMENT BY RO’\TALD W SPEVACK
A Member of the Firm of Spevack, Kogo's ,
and Coe, P.A. with offices at 502 Amboy

. Avenue, Perth Amboy, ‘New Jersey, and ' ‘_’_‘
813 -815 Ehzabeth Avenue Elizabeth;, New ’

Jersey

‘Again as in 1972, t'he big pfbpaganda drums of the insurance
industry are»beat;mg'. ~This time thé’y,a‘r‘e'cl.aiming, that the no fault bill must

| be revised. Prior Vto»any' action beihg taken, it .is submitted that a thorough

e

:re;'i'ew ef the motor vehicle to,rtrlé'_\‘x/ishould be»uk,ndert‘aken."' xTP»lis. legis‘lation,vv'
as proposed, must be ena‘lyz'ed‘ fd r‘:vw.bat bi‘t-is. : _Str‘:tppe‘d: of i‘ts brop’aganda’, vit
is p‘la.‘in and eirﬁﬁle spec"ielflegivsl‘a‘tiqn for fhe eco’n“omic be ne»fi'vl't' c‘):f vt_he i‘hs_ura:de
companies.. _‘The Bill dcj)es'not‘ ivndi‘c:ate, promise',iv,stipulete, 'o‘r‘ i-ns'g‘x‘\re any
benefits to the ge‘"r.le'ra'i‘ p’ublie s‘uch"as iowervpreiﬁiums. : Irnv f.'a»cf,th‘e :h‘i“sto‘rvy:
. -of no feult 'legisllatio‘n"i‘e‘the 16 of the 50 states vvvvhich have so _edoptea it'e.
repeatedly s‘}vlorw Vthat‘ aitheugh no feelt ‘le-g;isl.a;c‘io‘n was I-Das-sed,‘: pr’er;niem‘s baVe
vn‘ot decfeased or'lblyl ~be'ne,fits tbq the 'pub._lvi’clbbhavé"vdecr‘eabsed-. ’

» 'I_‘he inei;‘u‘r'arllcev irndust ry déemand s that the ]‘)vresent:]vavvvv‘be

"reformed'' by taking benefits away from the pbelie;7 Those persons whose

rights are to be reduced or elimin‘,afe‘d is that n‘c:‘-yetrdefined class of persons |

thatv will -be ihjured in the fut.e‘re‘ fneto'r v’ehicle e.tc[cid‘ents; Since nbbody can -
‘ascertam Who wxil be among the Lbn_)ured in the future, there is no large pubhc
interest group oppos_'mg the .-i‘nsu.rancecompan’ies The task to defend the'
Vrigvhrr‘s of the injured ;‘)e,rs_orn falls 'qéon. the ‘srrbma,'ll_ngmbe,r‘ of vtr“ia‘Ll ‘_lawy'e rs who
represent_ perbs.obnsb s'o’rin‘ju'rred Before the"CouIrt»s of ’thevState-e‘f Ne.w Jevrs‘ey, '
Certainly as the' insurén:‘ce indus'_tr:"y’l‘:hae a ;iefi»nri‘fe e‘(::ovr;_‘omic‘v_ intere,st‘ in this

U
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bill, so do the trial lawyers,

- The theory of no fault when initially é)utlihed in rose colors was
that the injured person coul recover for economic.losses without recourse
to the Courts and without delay. Upon close examination thése prompt
benefits are, in fact, illusionary ar?d only a small number of persons feceiv?
anyl benefit from the no fault law.

Under the pre-no fault system as nox; exists in 34 of ouf 50

stétes, ény person who suffered physical i‘njury or economié losses due to a
tﬁotor vehicle accident could sue in civil court and recover these losses. It '
is alleged by the proponents of no fault that thése persons benefit by !receiving
immediate economic assistance. However, this is a hollov‘v benefit under our
present no fault system. A standard policy pays all wage lossés not recoveregq
by state disability up to $100. Currently, state dis_ability_pays $98 per week.
Therefore, the no fault insurance only pays $2 per week. Next year when the
state d'gsability figure increases as per its formula, the no fault insurance
carriers‘ will pay nothing. In effect this wage loss benefit und\'errthe no
fault insurance is illusionary. The vast majority of monies are parid by
state disability not the no fault insurance companyv..' One minor benefit is
achieved by the no fault companies, that most medical bills will be paid
more rapidlly than prior to the enactment of this law. This does not really
assist the injured party but runs to the‘benefit of the medical heal"th'provider.s
who receive t'neiir monies ea‘rﬂlierv.‘ The general public is unaffec;,ted when the

A

Bealth»providers are paid in 4 or 6 _rhonths as opposed to1lto 2 years.
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,
- The mvedivcal bén‘efit_sof the no fault léw.h;s, in fé.C‘t, Spurréd‘
additio:‘nall‘ 1egislé.tioh betweén the ins“\ﬂ;'red inju red pé'ruson and lf‘]is‘ inéurance}:v:'
compéhy’, The ins‘urbavnc‘el,co‘mpanvy,‘, after examébby ‘épeci’i‘;;ic doctors of their '
chobsing,‘ ha‘s inc 1'éa'sving1y r‘aefusévd to pvayb medi»ca_l.v.b';ll»s ‘s‘;éat‘invgv?hat the se bills |
are unnecess‘éry ‘a.‘n‘d not ;r-’evas’o’nablé. | The‘injufer‘d 'persbéjnb is confronted wﬂ:h
| his treating doctor'de@anding. péyr‘hie’nt 'stati’ng his ti-e_"at(penv_t;.‘was feés‘ona’ble:
and rnece‘ss'é.ry." ‘The* lrre_‘sulyyt has bé‘e‘fr; many suit‘sV fi‘led‘on v_bn_e\ziiarlf of vthe injured

persOn'd_émandirig payment of medical bills.

Under th_e p‘rér—no.‘ faultxsy'stem pervsronvs who were at fauit:i‘n an
accident cou»l_d“‘r'ec»o‘v'er not‘hin-_g‘ m civ“il c,oartb.b H;):Syever, these péréons still
'.had bevne’ﬁi‘k to the st;te di’s_ab‘ility., 'T'he vast‘ méjétit; of the bpﬁblic, in excess.
of 80“’75, are ndw vvcoye;“e’d. bby ﬁlue C’réés/Blue Shield or other fnedicél benéﬁt‘»sﬂ.
\U‘nder ’t‘he_ pre—no,fault‘ system ‘th'es’e ::rn>e>d'i’cal‘ Billé have bée:n paid by these
insurance cdmpani,es. Each policy, of course, ‘dlffers, and it is . te
generalize but  most hospital billé, tr;e.aéin:g p‘hys;lc iansﬁ .expeﬁses incurrbed in
theﬁéjspitél, énd #—rays were co'vezi'ed.v.

‘The only ‘b_eriéfit‘re,’ceived by'pe‘x_'so"ris at fault in an.accv:idéntv by
the no fault bill is a payment of ;'Ju‘t...—patien't treatment expenses, |

 One cla“ss Qf’individuals’receive, no:'»b;éneﬁt Whatédeve? frém the
no faqlt' l'é‘gislatiér}; that is, an increasing ﬁumb_er of;sénior c»i‘tizens a_.'r‘rid.:
re,tifed pversvovns. Pr_e4ﬁ0, faﬁlt and vpresentr'ly‘ali.t‘heir.med'ical eprer‘lses..ére

paid for by fed'e:ral‘h“eé‘lth insurance ‘prografn.s. Our senior citizens, in fact,
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lose their right to sue and vreceive no consideration in ret'urn‘.

There was o‘ne.c]asé of individuals who received benefits from
the no fault law as compared to.?the old system. It is those unfortunate indi-
viduals, although small in number, who suffer the catastrophe of a severely
disabled injury, - Under the old tort la.w with insurance minimums bging per-
mifted the $15, 000 per person frequently was not enough coverage to adequately
comper;sate the severely injured person., This ’shou.ld be corrected by raising
the minimum td ra realistic figure in today's mone‘y ‘sy__stem, such as to
$100, 000 per person,

In light of the minuscule'l{)enefits which’ar'e the realities of the
no fault law injured persons who are not at fault in causing the accident are
asked to give up their right to sue for permanent injuries, pain and suffering,
and other sequel fo their injuries. This law in theory takes benefits away
from persons who are not at fault and giye a small amount of Benefits to per-
sons who are at fault in accidents. To leave these injured persons with no
recoufse is unjuét, unfair, and i_submit undemocratic contrrary to our prin-
ciples and trad%?irions of ourvcvomr;"-lon law §ystem of justice. No f‘a'ultlvis an
outright "r.ip off"-‘an‘d pro;.)agandized‘fr'aud to the vast f‘najo'rity of our publ'ic.
The pre-no fault system encouraged individual responsibility and safe driving‘
and penalized those individuals \x;ho caused harm to others or to themselves
because of their carelessness. This tort system worked for 300 years, and
it should not now be drésticall.y changed based on the flimsy evidence pre-
sented by those who intend to benefit from any “\re‘fo’rms", the insurance

industry.
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A PREPARED STATEMENT BY FREEHOHDER DIRECTOR JOHN D. MOLLOZZIﬂ

When we talk aboﬁt.insurance, including that provided under
‘Neﬁ Jersey's no-fault program of automobile coverage, we must
always keep in mind that we are not talking simply in terms of
dollars and cents - we are talking about human beings and human
problems. |

It ié my opinion that the most glaring éhqrtcoming of our
no-fault system is its lack of a mechanism for arbitration
between policy holders and reticent 1nsﬁrers.in cases of disputed
claims, |

It must be regarded as a failure since every year literally
thousands of New Jérseyans with legitimate insurance claims
suffer humiliation, financial hardship, arbitrarily damaged
credit ratings and sometimesveven vicious harrassment by
collection agencies because they cannot pay‘medical and othér
bills because they cannot col1ect from their insurance companies,

Frequently a company's failure to schedule a physical
examination within a reasonable amount of time after an

accident will fﬁrther delay legitimate payment of claims, This

too must end,

38x




@)

I don't, for a single moment, accept every plea of poverty
uttered by auto insurance companies,

When T hear some of ;heir arguments, I am reminded of the
anecdote about the question, ''How much is two.and two?" being
put to a mathematician, a statistician and an accountant,

"Precisely‘h.b,” said the mathematician., ''Somewhere
between 3.5 and 4.5," said the statistician. "How much do
you want it to be?* the accountant asked, i

It's my suspicion the accountant worked for an insurance
company.

Be that as it may, I strongly believe that it would be
in the best interests of both insurers and the insured if
policyholders had the option to contract for certain sums of
medical payment coverage (physical injury protection) as large
as they wanted, instead of unlimited exposure of medical
bills. Inéthis way, insurghce firms could realize greatet
income and“drivers who wanted to obtain coverage in whatever
amount they desired,

All this would greatly facilitate the goals of Persomal

Injury Protection (?IP) as it is ideally conceived.

39x




3)

However real the fiscal plight of auto insurers in New

Jersey may or may not be, the fact remains that it is in-

creasingly difficult for motorists to obtain even minimal

coverage.

 'Being fully aware of both the prbblém of obtaining coverage,

and in some cases, in collecting on legitimate claims, I shguld

‘like to make the following suggestions,

First, that a 1egislativé mechanism for fﬁe»arbitration of

disputed claims be created in order to guarantee the rapid

settlement of such cases., A matter of a few hundred or even
few thousand dollars may be of 1itt1e‘¢onsequence to an
1naﬁrance compaﬁy withvcountiess miliions.in asseﬁs; but to
the average New Jerséy working man or woman, the inability to
pay mounting medical bills can meén é@otional hearﬁachefand
financial_disasteroi | :

We must provide a féir ahd dependable forum where»our
citizéns canviéinestlj hope ;f obtaining the rapid settlement
of their dispﬁted Personal Injury Protectioh claims.

I think the veryvexistencé of such a légai mechanism will
dissuade overly'tight-fisted inéurersvfrom arbitrarily with-

holding legitimate payment of claims,




(%)

And for the record, let me make one final observation:
Private automobile transportation in New Jersey is no luxury.
Because of-the pathetic state of our public transit systems,
it is an almost absolute necessity, Adequate insurance is
vital to rational operation of private vehiéles, and the
state has a légal and moral obligation to make certain that
it can be_qbtained at reasonable cost\and that insurers prévide

fully the services for which they were chartered in the public

interest,
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