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ASSEMBLY SPEAKER JACK COLLINS (Co-Chairman):
Ladies and gentlemen, we’re going to get started. Thank you for your patience
and particularly -- prior to calling them to testify -- the patience of those who
returned, who were on the list to speak at our last meeting.

Today, we will have a continuation of the topics that we were
talking about at the last meeting and then move into, at least what | would say,
more particular aspects of either the current insurance policy/laws that we have
now and then some suggestions for changes in a particular sense other than
elimination of no-fault, elimination of this, change in that.

But first off, we would like to call to testify Walter Bliss of the
New Jersey Counsel of the Alliance of American Insurers, and Elmer Matthews,
New Jersey Counsel, American Insurance Association.

And again, gentlemen, thank you very much for coming back from
the last meeting. Your comments are with regard to the threshold and where
we are.

Thank you.

ELMER M. MATTHEWS, ESQ.: Thank you, Mr. Speaker, Mr.
Senate President, members of the Committee. We appreciate the opportunity
again to be back before you. You had asked us to return to make some
recommendations in the area of reform. And we thought, as the principal
trade associations, that Walter Bliss and | would testify together and try to
bring our focus to the Committee that way to show some unanimity, if that’s
possible, among the industry. I've always laughed about the fact that they
have an Antitrust Act. If you get 10 insurers in a room, it’s like getting 11

lawyers in a room -- you get 12 opinions.



But what we want to talk about today is initially the dysfunctional
market, which we have here in New Jersey. There’s no question about the fact
that we have a situation where we have a prior approval rate system where the
filing is almost monumental as far as volume is concerned, time period, and
rates, that are essentially political because of the fact that we have experienced
over the last 20 years situations where administrations have said there will be
no further rate increases during this administration. This contributes to this
dysfunctionalism and is probably the reason why five out of ten of the major
writers in America do not write auto insurance in New Jersey. This, coupled
with the fact that we have a rather severe lock-in law, prevents people really
from coming into New Jersey, because once they come in, they’re afraid that
they cannot change or alter their book of business and ultimately cannot leave.

So this is the setting for what we’re saying this morning, basically
a dysfunctional market -- a dysfunctional market that has contributed to the
lack of profitability over the last 10 to 20 years in New Jersey. Only at the last
meeting, Dan Waldman of ATLA, my good friend, referred to the soaring
profits of auto insurers. And it always touches my risibilities rather than my
sensibilities when | hear something like that, because the laws we have in effect
in New Jersey prevent anything from soaring, much less rates.

We have in New Jersey a rate formula system that is based on the
so-called Clifford formula that allows 3.5 percent of predicted profit -- 3.5
percent on premium. So when-- And that 3.5 percent includes investment
income. So when you’re in a situation of predicting what your rates are going

to be in a market like today, you start out with a predicted underwriting loss



situation, hardly the type of procedure that a business wants to approach when
it comes into a state.

We also have the strongest excess profits law in the country. Very
few of the states have excess profits laws for auto insurance, but New Jersey has
it, and it is the strongest. And the excess profits law in New Jersey says that
you cannot have more than 2.5 percent above your predicted profit over a
three-year period. Add 3.5 to 2.5 and you get 6.0. And anything over that
must be refunded to your policyholders. A regulated industry predicting only
6 percent--

SPEAKER COLLINS: Elmer.

MR. MATTHEWS: Yes.

SPEAKER COLLINS: If I may, just for my education. It’s come
to my attention in the last week or so that some companies have been sending
moneys back to their policyholders. Should I assume that that is because of
the excess profits law?

MR. MATTHEWS: Probably predicting the excess profits law,
that could be the case. | heard those same figures, Mr. Speaker, and | took the
liberty of contacting the Department -- the specific section of the Department
of Banking and Insurance that has to do with excess profits. And they
answered my request as to how many companies have paid back an excess
profit in this decade, since 1990. Interesting enough, the number is five out
of the seventy-some companies that write, and you have to multiply that by six
years because the 1997 figures are not yet out. And of those five companies,
| think three of them-- Their book of business was lower than 2000 cars. So

any idea that excess profits are rampant in New Jersey is strange. You could



be confused also by the fact that there are mutual companies that do return
dividends to policyholders, which also casts a different light on this.

But despite all these thing, we still come back to the situation. We
are approaching insurance reform in New Jersey in a dysfunctional market.
Now, we’ve talked to you about what we think ought to be done, and you
asked us really to come back and talk to you about what our recommendations
would be and how they would transmute into numbers. And | don’t want to
sound like a broken record, but it would appear that, first of all, the
abolishment of no-fault is not the answer. The abolishment of no-fault, despite
the testimony of Mr. Schwartz on behalf of ATLA a couple of weeks ago, will
actually cause a 15 percent increase in premiums levied against New Jersey
policyholders and not the 10 percent to 20 percent reduction that Mr.
Schwartz indicated to you a couple of weeks ago.

I’ve taken the liberty of filing with the Committee a letter from an
independent actuary, Mr. Rapp, who testified here a few weeks ago. Analyzed
it, Mr. Schwartz’s study, showing this 10 to 20. That’s a pretty broad scale,
10 percent to 20 percent rate decrease by doing away with no-fault. And you’ll
find that within that letter he finds all of his computations -- and | use that big
word advisedly -- actuarially unsound.

| don’t think doing away with no-fault is the answer. | think the
answer is taking cost out of the system. And | feel the fat lady’s ultimately
going to sing and we are going to take cost out of the system when this
Committee finishes. Because we’ve tried so many other things. Now, taking
costs out of this system almost sounds simplistic now because we’ve talked

about it for so much. But just think what the three items we’re referring to are.



One is restoring validity to our verbal threshold. We talk about
replacing it and we recommend replacing it with the Michigan verbal, which
will take costs out of the system, or if it’s your bent, use the existing New
Jersey’s threshold, which originally was the New York threshold, and tighten
it up. And Walter Bliss is ready to testify on ways that that can be done to
realize real savings. Secondly, we recommend just looking across the Delaware,
as Washington did in reverse, and utilize the programs that are in effect in
Pennsylvania. That is the peer review and the Medicare fee schedule.

Now, when | talk about these three items, | say they are going to
take costs out of the system. And we predict that if these three items are
drafted correctly, a minimum of 10 percent reduction can be effectuated by the
adoption of those items in New Jersey. You have to realize that the devil is in
the details here -- a Michigan threshold, a PRO section, or a Medicare fee
schedule. If it’s not valid, if it’s not true, if it isn’t aimed at taking out costs,
will not produce that kind of result. So we have to rely on the true utilization
of those three items to do that. And I’'m sure that when we do those three
items that you will effectuate a, at least, 10 percent reduction.

Now, it’s interesting to note that all of these items are contained
in a vehicle that is now before the Senate Commerce Committee. I’'m talking
about Senate 165, which is Senator Kyrillos’ bill. 1 don’t want to single him
out as the savior or the solution of all the problems, but I think his bill presents
an excellent framework within which you can operate to effectuate real, real
reform.

Now, beyond that 10 percent, | think that you could increase

reductions up and even above the 15 percent range if we gave the policyholders



some choices. And I’'m talking about uninsured motorists coverages, which is
mandated in New Jersey. I’'m not saying that you should abolish those. I'm
saying give the policyholder the choice, not only the choice of taking it at all,
but the choice of only covering economic damages.

In New Jersey, we have high PIP level, the PIP level of $250,000.
If you limit it to economic damages, there really is no reason to have it
because statistics have been presented to this Committee that probably less
than 10 percent of all the bodily injury claims -- and I'm talking about
economic loss claims -- are within that 10 percent range. That would predict
additional savings. Another thing that you could do would be to reduce PIP
coverages, if you wanted to do that. And depending upon the amount of
reduction, it will impact upon the cost of that coverage.

You’ve got to be very careful when you’re doing these choice
things, because they all intermingle and doing one without the other has an
Impact on costs.

The third thing you could do is to allow the purchase of a
minipolicy, and you’ve heard that over the last four or five years. But there is
a real choice to allow a person, if he wishes -- no mandate here -- if he wishes
to buy coverage that is sufficient for his own situation. Senator Kyrillos’ bill
has a minipolicy in it with coverages that are restricted, but coverages that
allow him, the policyholder, or her, to purchase what he needs or she needs to
protect yourself.

We at AIA and the people at the Alliance stand behind what we
have said. We firmly believe that the numbers we advance -- the 10 percent

for those three mandated ones and the additional 5 percent or even 6 percent



for the other coverages -- can realize that kind of premium saving. And we not
only are willing to work with you on it, but we’re willing to stand behind what
we are saying to you this morning.

Finally, I just want to touch one other thing, and | realize I've
talked for about 10 minutes already and | haven’t let Walter even open his
mouth. | promised Walter that I'd talk only this amount of time. | want to
touch on something that we won’t be able to talk on, on Monday, because
we’re not on the witness list. And that’s on fraud. Fraud has been kicked
around politically as something that the insurance industry has been very lax
on and remiss on. And because we’ve been lax and remissive, fraud is rampant
in New Jersey.

All companies licensed to write automobile insurance in New
Jersey have special investigation units, SIUs, that requires them to review their
policy claims for fraud. We also are required to advise the Department of
those fraud numbers and claims. This is a statutory mandate. In addition,
since the middle ‘80s, the New Jersey Fraud Act, which created the Division of
Fraud in the Department of Insurance, is funded by the insurance industry.
The original bill creating the Fraud Division had a cap of $500,000 on the
assessment of the industry for the Fraud Division. That cap was lifted in 1988
and the expenses of the Fraud Division have increased dramatically. At least,
we think they’ve increased dramatically, because we are being assessed for
those costs.

Last year our assessment, as an industry that is, the auto industry,
was $14 million. We know this because it’s in the Governor’s budget. And we

know it because we pay it. And we know also that of the $14 million, 2 million



of that 14 million goes to the Attorney General’s Office to pursue whatever
fraud the Department of Banking and Insurance is railing against, if you will.
I would suggest that we analyze what kind of a bang we’re getting for our buck
out of the Fraud Division. Fourteen million dollars is a lot of money. | could
run a pretty good law firm pursuing fraud on $14 million. And | think the
least that we can expect is some report to the Legislature -- because it seems to
be a political issue -- this issue of fraud -- some report to the Legislature as to
what is being effected by this Division.

I don’t want to leave the fraud issue without one example. One
of our New Jersey domestic companies, the year before last, spent $185,000
roughly financing its SIU. As a result of that, it recovered over $2.5 million in
fraudulent claims. | understand the Fraud Division, two years ago -- the one
that’s in the Department of Banking and Insurance -- realized, from our $14
million contribution, $2 million. Something doesn’t add up, and I'm not
accusing anyone of not doing what is right. Obviously there’s a lot of fraud out
there; maybe they’re overwhelmed in the Department. But | would like to see
someone in the Fraud Division testify before this Committee and ultimately
some accountability. | asked that it be put in the enabling bill last year that
hired the additional 50 fraud investigators, but unfortunately, it was not
adopted.

I would just like to pass the torch now to Walter and exhort you,
as members of this Committee, to get together in a nonpartisan manner really
and solve these problems that have rankled the New Jersey policyholder for
now almost 30 years. This Committee, perhaps, is the most excellent -- if you

can use a double superlative -- vehicle to solve this problem for the first time



involving leadership in both the Majority and the Minority. | wish you well.
I also extend to you a hand of cooperation to give you any information,
actuarial or otherwise, that will help you.

Walter.

WALTER R. BLISS JR., ESQ.: Thank you, Elmer.

Mr. President, member of the Committee, I'm Walter Bliss for the
Alliance of American Insurers. | would like to focus my testimony on the
verbal threshold, if | may.

Speaker Collins asked at the last hearing whether there is a silver
bullet for reform -- whether there’s a single reform which will solve all the
problems of New Jersey’s automobile insurance system. | think the consensus
is, there is not. But in saying so, | would like to stress -- or in agreeing with
that proposition | would like to stress that there is indeed before this
Committee a real opportunity both to reduce the costs of insurance and to save
and maintain the social benefits of the no-fault insurance system. Mixing
metaphors a bit, there is a very big bullet here, and how much reform we get
in this round of legislative hearings is largely going to be a function of how
hard you want to bite that bullet. The big bullet is nonpermanent, soft-tissue
injuries.

Given that our current law guarantees medical treatment and
rehabilitation for nonpermanent, soft-tissue injuries, can we also afford to have
this type of injury the core of a litigation system in which the costs of resolving
claims far exceeds the moneys which ultimately reach the injured person? |

submit to you that the answer is no. We cannot afford this dual system. The



extent to which nonpermanent, soft-tissue injuries are the core of our litigation
system has been reflected in some of the earlier testimony.

I’'ve brought with me today a graph, a graph which is simply a
translation of tables that are in a certain 1991 closed-claim study in New York
which studied the New York verbal threshold, which is identical to ours. This
graph shows dramatically that claims in Categories 8 and 9 of our verbal
threshold -- Categories 8 and 9 are nonpermanent, soft-tissue injuries. Those
claims -- the two large bars at the far right of the graph (indicating) -- those
claims, Categories 8 and 9, represent 60 percent of the bodily injury frequency
of the claims filed on the bodily injury coverages. And they represent 40
percent of the dollars in the bodily injury system. These Category 8 and 9
claims also represent those claims which are most frequently the subject of
abuse under the PIP system with overtreatment and overtesting.

If you eliminate Categories 8 and 9, assuming then hypothetically
that there wouldn’t also be a migration of claims from the soft-tissue
nonpermanent into the permanent category, you would effectively eliminate
30 percent to 40 percent of the Bl costs in the system. That’s the bullet. The
guestion is, are we ready to bite it?

There are a range of reforms that you can consider. And | would
classify them as a spectrum -- low end, high end. At the low end really, you
have tightening of the current threshold, tightening up the language in various
respects. An example of such tightening, not necessarily the definitive
authority on such tightening, but-- An example of such tightening is in, from
last session, Assembly Bill No. 2554, Assemblyman Garrett’s bill. That would
tighten the New Jersey threshold. Another example of such tightening is the
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adoption of the Michigan threshold, which effectively eliminates Category 9
under the New Jersey law and tightens Category 8 and also eliminates
effectively minor fractures in Category 4. That’s at the low end.

At the high end, again, we have elimination of 8 and 9, and a
strengthening of Category 7 -- Category 7, which in that New York
closed-claim study represented only 5.4 percent of the claims. And to refresh
your recollections, | have another chart on the various categories in the verbal
threshold. Category 7 is that permanent, consequential limitation of use of a
body organ or member. Limitation of use typically interpreted means
impairment.

In this New York closed-claim study with this wide open 8 and 9 --
remember, a threshold is only as strong as its weakest link. So Categories 8
and 9 are the weak links. They consume a lot of claims. And if you eliminate
8 and 9, there will be a tendency for some of them to migrate up into 7. So
you’ve got a strength in 7. Right now, 7 doesn’t require any permanent,
consequential limitations of a use of a body organ or member be a significant
limitation. The part of the verbal threshold tightening with elimination of 8
and 9 would have to include a tightening of 7 to ensure essentially that the line
between the right to sue and not to sue -- not the line between the right to
receive treatment and non, and not the line between the right to sue for
economic losses and non -- but the right to sue for pain and suffering is defined
as significant, permanent injury.

If you have significant permanent injury, you have the right to sue.

If you don’t have it, you have the right to treat only and the right to
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rehabilitate and the right to get your economic cost back. And under the no-
fault system, those costs are guaranteed.

These threshold changes, however, can’t be done in isolation. You
also have to adopt reforms that keep the system honest. This is an interactive
system. When the law changes, the evidence changes. That’s the nature of
soft-tissue litigation. These cases are built on subjective complaints. The
nature of the subjective complaints tends to change as the laws change. So
there also have to be mechanisms to keep the system honest. The A-2554 has
one such sensible mechanism, which is to empower the Department of
Insurance, in consultation with the Department of Health and with relevant
professional boards, to define the tests which would be usable in piercing the
threshold. A second, far more comprehensive meaningful reform, of course, is
the PRO to authorize doctors to oversee the treatment process according to
accepted medical protocols and standards so that the system stays honest and
the litigation tail does not wag the treatment dog.

Keep in mind that when we talk about keeping the system honest
and we talk about PRO reform, we are almost always talking about treatment
at the low end of the injury scale. We’re talking about those treatments and
those injuries in which abuse now in the form of overtreatment and overtesting
most often occurs. You will see that this is not a problem in the serious claims.
And | know that the PRO reform is plagued by the rhetorical question, well,
should the insurance carriers choose the PRO organization? I’'m confident that
you can solve that problem and come up with an independently inspired PRO
system. But | want to remind you that under the current system the status

quo is not neutral in that regard. Under the current system in soft-tissue
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litigation, it is frequently the practice that the lawyer effectively chooses the
treater, the provider. So it is not enough to say that a PRO reform may be
biased in favor of carriers, therefore, let’s do nothing. | don’t think you can
afford to do nothing. The present system is not unbiased.

The price impacts of proposed threshold reforms probably range
between 5 percent and 20 percent of overall compulsory premium depending
on how hard you want to bite this bullet. As we’ve indicated, the Categories
8 and 9 represent about 40 percent of the dollars in the system. You’re talking
with a true elimination of those categories, all else being equal, you’re
eliminating 15 percent to 20 percent -- you’re reducing overall compulsory
premium costs 15 percent to 20 percent.

SENATOR ADLER: Walter, over this side.

MR. BLISS: Yes.

SENATOR ADLER: What measures do you need to do to get 5
percent?

MR. BLISS: Five percent is essentially the actuarial estimate on
the Michigan threshold. Five percent is overall premium effect, as opposed to,
| believe, greater than ten on the Bl premium.

SENATOR ADLER: But go all the way till--

MR. BLISS: And that’s on the untightened Michigan threshold.
And, incidentally, the Michigan threshold -- I'd like to add a footnote--
Michigan has over time amended its threshold, too, in light of cases that came
down in Michigan. Keep in mind that when you adopt language from other
states, you also adopt case law that comes with it. When drafting legislation

of a Michigan threshold type, make sure that the language you select is
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relevant to the New Jersey case law at the very least. At the very least,
threshold reform at the low end, at the modest end, has got to send a message
to the Appellate Division that a claimant’s complaint that he or she is not able
to go dancing on weekends as frequently as before or not able to play golf as
frequently as before -- keeping in mind that these are subjective protestations
that are entirely unverifiable -- is not enough to defeat a verbal threshold
motion. There’s got to be tightening in response to the specific problems in
New Jersey case law. But Michigan threshold represents a type of tightening.
And that’s at the -- and if it’s tightened a little bit -- 10 percent to 12 percent
of the Bl premium, 5 percent of the overall premium.

SENATOR ADLER: Thank you.

MR. BLISS: And | want to stress, again, that all of this requires
accompanying PRO reform or other reform that’s designed to keep the system
honest.

Let me, if I may, just respond quickly to some of the contentions
of the trial bar witnesses who’ve testified before you. Essentially, if you'll
permit me to characterize it, the trial bar proposal is, rather than to limit or
restrict Categories 8 and 9, to enlarge Categories 8 and 9. And if somehow by
enlarging Categories 8 and 9, which now represent 60 percent of the claims,
40 percent of the Bl dollars -- by enlarging that category we can save money.
Intuitively, basic common sense tells you that that just can’t be done. Now,
there is a catch, that the trial bar proposal would not just remove all
restrictions on existing restrictions on litigations over minor injuries. It would
also eliminate all but the first $10,000 of PIP. And that means that not only

would all restrictions be removed, but the moneys needed to build those small
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cases into big cases would remain in the system. The proposal effectively
suggests that we have the worst of both worlds in terms of costs and social
benefits.

Now, the trial bar witnesses have argued that the elimination of
the verbal threshold will eliminate the temptation of claimants to build up
minor cases into major cases. But | would remind you, and | think common
sense will support, that the elimination of verbal threshold will not eliminate
the technology of building cases. The technology is with us. The cottage
industry that has developed around building up small cases into big cases is
here, and it will have every bit the value after the threshold goes, as with the
threshold. Because in order to make more out of a minor case, you have to
build it. And you build it with testing and you build it with overtreatment.
Far better than that, you can go to the jury with a test that purports to show
some objective sign of injury than if you go to a jury with nothing but your
subject of complaints and protestations. And the system-- Not only does
common sense indicate that, but the system that’s proposed, that would
preserve the first 10,000 of medical, guarantees that that building up process
will be fully funded. It will be cost free to the litigant. Anything-- The
overtreatment, the overtesting will continue to be paid for, and anything that
comes out of the litigation process will be gravy. And the gravy will be greater
because the cases are built up instead of simply made of the unadorned,
subjective complaints of the plaintiff.

Gerry Baker, representative for the trial bar, implied in his
testimony, and I'd -- to just clear this up, if I may-- He implied in his

testimony that two-thirds -- maybe | misunderstood him -- of the verbal
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threshold summary judgment motions made in the state are granted. That
every other Friday, the illusion is-- Every other Friday the courthouses are
crowded with moving parties who are seeking to dismiss verbal threshold cases.
And in two out of every three cases, they come away happy with a victory. Not
so. What Mr. Baker said was that of the appellate decisions that he’s found,
two-thirds of them upheld the dismissal of the case based on the verbal
threshold, and one-third -- and wow, that’s some one-third -- reversed the
dismissal of the case based on the verbal threshold. When interpreting the
claim that every other Friday two-thirds of the verbal threshold cases are
thrown out in the state, keep in mind that first, only plaintiffs appeal the
granting of a verbal threshold -- the result of a verbal threshold motion.
Because if a verbal threshold motion is granted, the case is dismissed. It is then
ready for appeal. And only at that point, plaintiffs can proceed.

If the defendant, however, loses a verbal threshold summary
judgment motion, that’s an interlocutory order, it’s not yet ready for appeal,
and it can’t be appealed until the whole case is over. And if it’'s going to mean
a jury trial, it means going through at post-jury verdict. Then, and only then,
does the defendant have the right to appeal the denial of a verbal threshold
motion. Add to this the reality of appellate case law in New Jersey, which
permits so much in the way of subjective complaints to be involved in the
interpretation of the seriousness of the injury, that summary judgements are
extremely difficult to obtain. And you’ll recognize why the defense bar is so
cautious and so limited in the cases in which it will even bother to make the
summary judgement motion on. And I think those of you who practice in this

area or in the courthouse will confirm that summary judgement motions are
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not the rule even in cases in which, obviously, if you look at the spirit of the
law, the verbal threshold was intended to apply.

And finally, by way of responding to things that have already been
said before the Committee, | would like to respond very briefly to illusions to
a cat fund -- illusions to a catastrophic loss fund -- as somehow a way to have
our cake and to eat it. That is, if we have a catastrophic loss fund, although no
details have ever been proposed -- it’s been alluded to -- we can reduce PIP
from 250 to 10, and we can remove all restrictions on the litigation system and
still come up with a cheaper system. And flirtation with a catastrophic loss
fund should keep in mind a few basic facts.

One, this is a cost shift. It is not a cost reduction. If, for example,
you were to cap all carrier liability for PIP losses at 10,000 and then shift
everything else to the Unsatisfied Claims and Judgement Fund and then have
the Unsatisfied Claims and Judgement Fund spread all their losses around the
whole industry in proportion to the writings they have in the market, you
would have the same moneys being shifted around. The only reason there is
a temptation to look at lower assessments is because the Unsatisfied Claims
and Judgment Fund, like our old JUA, is funded on a cash flow-only basis. So
if you have a system that only pays bills as they come up and doesn’t reserve
for future liabilities, what you have, as with the JUA and with the Unsatisfied
Claims and Judgement Fund-- WAhat you have evolving is a very large
unfunded liability.

Under the current law with a cap of individual carrier
responsibility at 75,000 and the UCJF for coverage above that amount, you

have an unfunded liability of $2.5 billion that at some point, say, deflation or
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something like that, is not only to provoke public outrage, but it’s going to
require major State intervention. | recall the way the JUA unfunded liability
was bailed out from public bonds.

The third thing to keep in mind is that, also like the JUA, if a
catastrophic loss fund proposal were to cap individual carrier responsibility at
10,000 and have a fund for the remainder, with assessments spread around the
industry, you would effectively lose individual carrier loss control over amounts
in excess of 10,000. And one thing, if anything, that brought the JUA down
was the lack of individual carrier responsibilities for amounts paid over the
retained amount.

Those three factors caused the very unhappy experience in
Pennsylvania when it experimented with a catastrophic loss fund for that layer
of PIP coverage between 100,000 and 1,000,000. And initially, they went in
happily with a cat. fund to be funded by $5 per car on vehicle registrations.
Well, that quickly grew to $8, and then it was rejected at $40, and the public
said, “Enough. Where are we going with this?” And the Pennsylvania cat.
fund was repealed. | urge that experience upon you.

I’'m happy to answer questions, and | appreciate the time you’ve
given me.

ASSEMBLYMAN DiGAETANO: Senator Kyrillos.

SENATOR KYRILLOS: Thank you, Assemblyman.

Let me just say, I’'m not sure | ought to appreciate the fact that
you use my bills as a reference point to begin rebuilding this system, but I
thank you anyway for that. And I think, you know, we both look at this in the

same way. We realize that we have a very, very generous, very expensive
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system, and what is it about it that makes it so expensive? We’ve got to look
at those very costly components that serve to inflate the price tag. And | don’t
really know a lot about insurance, but it really isn’t rocket science.

We look at the litigation, we look at the medical costs, we compare
it to other localities, we compare it to other forms of insurance, we look at the
unavailability of any options at all for consumers, and we realize those are the
cost centers. Those are the high-cost centers. And if we’re going to bring
about any kind of reduction in auto insurance in New Jersey, we’ve got to look
at those targets. We want a cheaper product, we have to produce a different
kind of product. We can’t offer the same auto insurance product that we
always have offered at a lower cost it seems to me. So, | think, we need to do
something on verbal, as you do. | would like you to amplify in a minute about
whether it ought to be a Michigan-style threshold or a tightening of the current
New Jersey threshold. | know you offered both possibilities, and maybe we can
just talk a little bit about the pros and cons of each of those. Peer review--
Some kind of a fee schedule-- I’'m not sure that we can address some of the
inordinate and unnecessary testing without some kind of tightening of the PIP
policy per se, which | don’t think you’ve talked about and isn’t part of your
cost savings.

You talked about making uninsured motorists coverage optional.
How would you characterize this 10 percent savings that you offered today?
Let me make sure | understand where it comes from. A Michigan-style verbal
and a peer review in tandem comes to 10 percent savings?

MR. MATTHEWS: Actually, what | was referring to was the

Michigan threshold, which has become sort of a dancing spotlight in Michigan
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again -- a Michigan verbal threshold that would be tightened to reflect some
of the abuses that Walter indicated in his graphs here presented before you.
That Michigan verbal with an effective PRO bill modeled on Pennsylvania --
I don’t mean slavishly modeled. | mean a fair PRO bill that would be fair to
both the insured and the company. We’re interested in our insureds. We’re
not interested in getting a leg up, so we want a fair PRO bill and a fair fee
schedule. We predict that to mean a minimum of 10 percent savings, if it’s
done right. Because if you just say, okay, this is the Michigan verbal tightened
up and you use two washers and no nuts, you’re not going to have a tightened
Michigan verbal and that whole thing is going to collapse. Because all these
things interrelates.

SENATOR KYRILLOS: | understand what you’re saying. We
can’t be cosmetic, it has to be real. So those two components alone -- peer
review, a tightening of the verbal threshold whether it be of the Michigan
brand or something like it -- you’re saying a minimum of 10 percent.

MR. MATTHEWS: | have also--

SENATOR KYRILLOS: Is that how you termed it, a minimum of
10 percent?

MR. MATTHEWS: But I also included in that a fee schedule.
Now we do have--

SENATOR KYRILLOS: Right.

MR. MATTHEWS: You did pass legislation in June allowing the
fee schedule to be revamped. We’ve got a fee schedule since 1991, and the
current law requires the Department to review it every two years, but it still

hasn’t been reviewed. You gave them the power to go outside professionally
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to create a fee schedule. And I understand it still hasn’t gone out for bid,
although the Department, obviously, has been pretty busy with some of the
other tasks you gave them. | understand that’s ready to go out for RFB, but
that has to include some sort of--

SENATOR KYRILLOS: You're saying, Elmer, that this schedule
component we’ve already dealt with in legislative way, yet to come about.

MR. MATTHEWS: Yes. But you got to watch it. You got to
watch it. The devil-- | can’t say it too many times, the devil is in the details.

SENATOR KYRILLOS: Right. All right. The schedule that we’ve

already dealt with, the peer review, the tightening of the verbal, minimum 10

percent.
MR. MATTHEWS: | see it projecting 10 percent.
SENATOR KYRILLOS: Is that a conservative figure?
MR. MATTHEWS: You know, I’'ve had an education in the last--
SENATOR KYRILLOS: This is a very conservative industry, is it
not?

MR. MATTHEWS: Well, what I've tried to do, since | am a trade
association and | don’t want to deal with individual actuaries in my company
because of antitrust considerations again-- We’ve retained an independent
actuary, and you fight with that actuary. He says, “Look, this is where I'm
coming from and don’t try to push the envelope on me -- give me language and
then I’ll push the envelope.”

SENATOR KYRILLOS: Let me ask you something. You both
represent different associations, correct?

MR. MATTHEWS: Yes.
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MR. BLISS: Yes.

SENATOR KYRILLOS: Different insurance associations?

MR. MATTHEWS: Well, they’re different-- The more they’re
different, the more they are the same.

SENATOR KYRILLOS: But they’re different memberships?

MR. MATTHEWS: Yes.

MR. BLISS: Yes.

SENATOR KYRILLOS: But different trade groups within the
same industry, and you’ve got a lot of members in each one, | assume, right?
Do you know how many in yours, Elmer, offhand?

MR. MATTHEWS: Over 300.

SENATOR KYRILLOS: How many in Walter’s group?

MR. BLISS: Two hundred fifty nationwide, about one out of
every three cars in New Jersey.

SENATOR KYRILLOS: All right. So just as it’s hard for those of
us on this Committee to get a 120 members of the Legislature to at least admit
that there is a problem -- forget about how to deal with that problem -- you’ve
got a relatively complicated, certainly, a large constituency to manage. Is that
correct?

MR. MATTHEWS: The interesting thing, though, Senator, I’'m
authorized by my trade association to say what | said this morning.

SENATOR KYRILLOS: Okay.

MR. MATTHEWS: And that--

SENATOR KYRILLOS: Very good.
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MR. MATTHEWS: --represents not only a consensus, but a
substantial consensus. It’s too bad you couldn’t be on one of those conference
calls one day.

SENATOR KYRILLOS: You know, I'm glad | wasn’t on it.

MR. MATTHEWS: Absolutely. (laugher)

SENATOR KYRILLOS: Well, that’s an important point that
you’ve made, that you can get to this consensus point in and of itself. And |
guess the point I’'m trying to get at -- and we won’t resolve it, but something
for the public and the membership to think about -- is that it must have been
very difficult to get a large and potentially contentious constituency, with
conflicting viewpoints and--

MR. MATTHEWS: | thought you were going to say unwieldy.

SENATOR KYRILLOS: --data, and unwieldy, whatever, to come
to that conclusion. Now--

MR. MATTHEWS: No. The interesting thing, as | say, it
represents a consensus, and there is a firm belief that within that Michigan
tightening or tightening New Jersey -- whatever this Committee wants to do --
there is a lot more room. And | think Walter indicated that, and that’s a
sensitive sensibility among these people, that if we do it right, we can do it
well.

SENATOR KYRILLOS: I guess what I’'m trying to say, and | hear
what you’re saying, is that a very conservative industry, as yours is -- and |
think we can say that, right? It’s all relative, obviously.

MR. MATTHEWS: Well, when we get up in the morning, we do

put on belts and suspenders.
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SENATOR KYRILLOS: Conservative representatives, | jokingly
said to the session or two ago, that whenever you guys talk about reduction
and standing behind it, I'm sure some of your people break out in hives. It was
not easy to come to this point, and would it be fair to say | certainly believe
that this is the lowest common denominator that you could be authorized to
bring to the table today. That there are probably some members of your
industry that would have been comfortable with a higher reduction given real
reform of these two components -- peer review with the schedule and the
tightening of the verbal. And that’s a hard thing to throw out to you to react
to, but | think it’s important for the members of this Committee to understand
that when you say a minimum of 10 percent, that was some accomplishment--

MR. MATTHEWS: And that’s not a number--

SENATOR KYRILLOS: --and they’re probably individuals within
your core group that could go beyond that.

MR. MATTHEWS: 1 said that was not a number idly arrived at.
There are people who feel that it could go further. I’'m one of them, but | don’t
have a tendency for self-emulation.

SENATOR KYRILLOS: So there are people who think that it
could go beyond 10 percent?

MR. MATTHEWS: Yes. Yes.

SENATOR KYRILLOS: There are people that are going to have
to write these policies and make the economics work and still make a profit
that are major players within your organizations that believe that the 10
percent figure is too low?

MR. MATTHEWS: But remember--
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SENATOR KYRILLOS: Yes or no?

MR. MATTHEWS: --the devil is in the detalil.

SENATOR KYRILLOS: Assuming that these proponents are fixed
in a thoughtful and meaningful way, is that correct?

MR. MATTHEWS: Yes. Oh, absolutely. Absolutely, Senator.

SENATOR KYRILLOS: You want to, care to offer a range of what
people are thinking out there?

MR. MATTHEWS: We don’t-- | said to you, | don’t have the
tendency for self-emulation. | find it very, very difficult to speak on behalf of
300 companies without authority. Okay. Personally, | feel we could push the
envelope further, but it depends upon how efficiently you craft this, when you
take that pencil from behind your ear and go to paper. So what you put on
that paper--

SENATOR KYRILLOS: 1 just want to make it clear then that--

MR. MATTHEWS: --is arithmetically proportional.

SENATOR KYRILLOS: --doing it right, putting the pen to paper
in the right way -- your kind of way -- on these two components, you can push
the envelope beyond the figure that you threw out there.

Now, let me ask you this. That figure doesn’t take into account
some of the options of the uninsured motorists figure, is that correct?

MR. MATTHEWS: Precisely, yes. I've already indicated that in
my remarks, yes.

SENATOR KYRILLOS: You did?

MR. MATTHEWS: Yes.

SENATOR KYRILLOS: What number can you attach to it?
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MR. MATTHEWS: Well, | indicated to you in my remarks that
by utilizing some of those, you could push the number to 15 and probably a
little bit over, using UM, UIM. UM, UIM is pretty substantial.

SENATOR KYRILLOS: What is that? UM, what is that?

MR. MATTHEWS: Underinsured motorists and uninsured
motorists.

SENATOR KYRILLOS: Okay.

MR. MATTHEWS: In making it nonmandatory or just making
it noneconomic. In making it nonmandatory affects a greater reduction than
just the noneconomic. But, in both instances, you’re pushing it above the
predicted number here.

SENATOR KYRILLOS: You haven’t looked at PIP per se, not
lowering the $250,000 threshold, but looking at some of the frivolous medical
costs that are, for example, not allowed through your health insurance policy
that are allowed through, in essence, the health policy that we call personal
injury protection in the auto insurance policy? Is that right?

MR. MATTHEWS: Well, actually, you know, PRO impacts on
that quite strongly.

SENATOR KYRILLOS: It would. It would.

MR. MATTHEWS: And when you start to fool around with --
and | don’t want to use the vernacular, but that what we’re doing when we talk
about reducing PIP-- We start to fool around with-- We’re adjusting other
items. We’re adjusting other responsibilities. We’re adjusting other costs.

And | find it very, very difficult to sit here and predict. If this Committee said
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we intend to do this with PIP, | would take that to my independent actuary,
who drives me crazy, and tell him--

SENATOR KYRILLOS: I'm not asking you to put a number on
it, but what I’'m asking you, Elmer, is you haven’t looked at it, right, in terms
of the savings you’ve offered today?

MR. MATTHEWS: We haven’t looked at it with firm numbers,
okay. We have looked at--

SENATOR KYRILLOS: It’s not part of your calculations in other
words?

MR. MATTHEWS: Precisely. Precisely.

SENATOR KYRILLOS: I'm not asking you to calculate it.

MR. MATTHEWS: Yes.

SENATOR KYRILLOS: I’'m asking you whether you’ll--

MR. MATTHEWS: It would have an impact, though.

SENATOR KYRILLOS: It would have an impact?

MR. MATTHEWS: Yes.

SENATOR KYRILLOS: So--

MR. MATTHEWS: But it would have a secondary impact, too.
You know, it has a backwash impact, too, that I don’t want to get into this
morning.

SENATOR KYRILLOS: So without looking at that and who
knows what else, you’re conservatively saying 10. You’re saying that at this
table maybe 15, and certainly there are members who aren’t at the table, and
not publicly, would say if you did all these things, you can get above 15?

MR. MATTHEWS: Uh-huh.

27



SENATOR KYRILLOS: Now, let me ask you about the
minipolicy.

Is that all right, Mr. Chairman?

ASSEMBLYMAN DIGAETANO: Sure, Senator, just-- We have
several other witnesses to get--

SENATOR KYRILLOS: Well, these are important.

ASSEMBLYMAN DIGAETANO: --but if you can, be as brief as
possible.

SENATOR KYRILLOS: 1 will.

The kind of minipolicy that you’re talking about would include
what? Just so we can define it quickly, and ask if you could put a price tag on
it.

MR. MATTHEWS: The minipolicy that is defined in your bill is
the one that we priced. And we put a premium cost on that, and | don’t have
it right in front of me. | think it was $315 for that coverage.

SENATOR KYRILLOS: And what would you get for that--

MR. MATTHEWS: Which is a substantial--

SENATOR KYRILLOS: --$315 for the minipolicy that’s in my
bill, for example.

MR. MATTHEWS: You would get the PIP coverage and the PD
coverage.

SENATOR KYRILLOS: PIP coverage -- the minimum PIP
coverage?

MR. MATTHEWS: Yes.

SENATOR KYRILLOS: And PD?
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MR. MATTHEWS: Yes.

SENATOR KYRILLOS: Which means?

MR. MATTHEWS: Property damage.

SENATOR KYRILLOS: Property damage. Bare bones.

MR. MATTHEWS: Bare bones. And that’s the one in your
legislation. They’re all variations--

SENATOR KYRILLOS: A policy that--

MR. MATTHEWS: --of minipolicies which allows a lot of choice.

SENATOR KYRILLOS: And I’'m not wedded to that particular
policy, but the idea of a minipolicy for college kids and the poor and for people
out of work is an option we ought to have out there for people, I think. So--
All right.