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~ INTRODUCTION

We who belleve that free enterprlse ‘and equ1ty .
are not in conflict must continue to work Lo
;together ——if free enterprlse is’ to surv1ve.'*" v

_-‘s-iMi_ke‘ Adub-a.to e T

. Historical-Backgroundv¢l J A

) In‘1980 the Comm1ss1oner of Insurance, JamesvSheeran; 1mp1e-i
=lhmented by regulation a $42 sub51dy for alleged clalms losses in the"'
hA331gned R1sk Plan to be paid by every 1nsured private passenger autoe
‘moblle reglstrant w1th full coverage on a flat or per car basls.z_ltﬂiip‘
fwas called the 'constant." In- June of 1983 ‘the- Comm1531oner of
Insurance, Joseph F‘ Murphy,ylncreased the constant another $33 maklng
the total sub51dy for losses occu&rlng onlp in the A831gned Risk Plan
"$75 per car.»1 | |
”SeveralAmonths earlier; on.Fehruary_IO, 1983, Assemhlp BillﬂNo;u'
:1696 hadkbeen’signed into lan asichapterb65_of the,Pamphlet'Laws“of
1983, “Thlsxact’elimlnated the’Assigned'ﬂisk Planbinlﬁew JerseyZ‘
‘effectine.January 1,‘1984,pand,replaced‘it with the,joint]underwriting7
lAaSSOciation‘(JUA). Therefore, the:subsidyb(that‘is, the'constant)i.v

- of $70 per car that had been given to'autovinsurance companies in”

: “p:10fvthis,$75,00,‘$70 00 was the"amount‘of the net pass-through o
of the policy constant. Therefore, $70.00 will be used henceforth
’as the figure for the amount of the constant.



New Jersep‘for losses occurring‘gnlziinvthe Assigned'Risk‘flanvright—

fully'belonged to the.JUAras of January 1, 1984, and not to thebauto'

insurance companles in the1r voluntary market book of bu51ness.%

The December 14 1983 public hearing held by the Assembly Bank—

mv;ing‘and Insurance Committee pursuant to Assembly Resolution No. 3085 |

(1983) documented the efforts taken to implement or prepare for the

E implementationvof P.L. 1983, c. 65. The Committee was concerned

uith actions taken by the Commissioner of Insurance and the JUA which

were contrarp to.the intent, if notithe 1etter;-of that iaw. |
©of particular concern nas the action by the Comm1551oner of

Insurance,‘Joseph F. Murphy, on November 17 1983, in approv1ng the

' retention by auto insurers of the policy constant in their voluntary -

market book of business. ’Furthermore, this premium,increasebwas

given to the companies under'a compliance filing (on‘behalf of

Insurance Services Office or 1S0) without any public notice. The:

2For your information, in 1982, there were approximately 3.5
million insured private passenger cars in New Jersey. Of these:

1) 2.1 million were in the voluntary market,
2) ‘1.4 million were in the Assigned Risk Plan, of which:
a. 85% were -insured by persons 11v1ng in suburban and
© . rural New Jersey,
b.- 157 were insured by persons living in the urban
‘areas of New,Jersey., :

At present, there are approx1mate1y 4 million insured passen—
ger cars. in New Jersey. Of these: -

1) 2.3 million are in theIVOluntary market,

©2) 1.7 million are in the Joint Underwriting Association
(Jua). :
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Commissioner's action set the stage for the‘NOQémbér 23, 1983 filing, -
‘on behalf of the JUA, calling for a premium increase of $90.00 per

car with a fuil;package.of coﬁerage.

Chroﬁdlbgy of Events

(1) At a meéting held on Decemﬁer 1, 1983,»at thé‘frudential
_Insurance Company offices in_Newérk, in the presenge karepresenta—
tivés bf the Gerrnor and the chief actuariés of‘PruPac and Allstate,
the‘éhairman of the Assembly Bankihg and Inéurance'Coﬁmittee publicly
R a;éﬁéed‘the auto insurance companies and the Commiééioner of Insurance
of qungfullyAtaking the $70 per car subsidy from the assigned risk
plan'and'giﬁing those monies as an unéonécionable profit to the auto-
mobilé_insurancé compaﬁies; As the ﬁolicy consfant ﬁad Beeﬁ'designed‘
as é subsidy to comﬁaqies for their assigned risk plan losses, the
chairman asked the company‘represéntatives what‘right their companies
had to retain the assigned riskAsubsidy becaﬁse under the JUA the
cdmpanies would no longer haﬁe any;éssigned risk exposﬂre in their
raté structures beginning on January 1, 19843 The chairman emphati-
cally pointed out that the subsidy monies belonged not to the céﬁpanies
~but to the JUA,which waé soon to assume exclusi&e responéibility for
the‘old assigned risk private passengér automobile markét.‘ The
reéponse of the compény representatives was that there was nothing

wrong or illegal with their keeping the subsidy.

3Commissioner Murphy (on page 61 of the hearing transcript)
agreed that the subsidy existed in order to cover losses in the
residual market, not the voluntary market.
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(2) Following the meeting;ofrDecember_lst, the‘chairman
.contacted the Assembly Minority Leader, beanvGallo,'and requested
vhis assistance indasking the insurance>comnissionerrto order the
‘ $70 subsidy returned to the JUA, where it rlghtfully belonged end
7to prevent the $90 surcharge rate 1ncrease requested by the JUA.
iAssemblyman‘Gallo-notified the chairman on December 8th that the -

' commissioner was mnot reCeptivebto this request.

‘(35‘ On December 8th, in a»bipartisan'fashion,'Assembly Speaker'
Alan‘Karcher and the minority leader; Assemblyman Dean Gallo,
sponsored Assembly Resolution No. 3085.

(4) On the same day, Assembly Bill No. 4069,’sponsored by the
chairman andvco—sponsored by Assemhlymen'Kosco,‘Karcher and‘Gallo,
was introduced and; under an emergency resolution,‘passed‘hy.a vote
of 63—1. (See copy of vote in appendices.5

‘(5) On December 14, 1983, a public hearing was held in the
New Jersey‘Assembly chamber. Of psrtiCular importance was the testi—
mony of William S. Gibson; Chairman of therJﬁA‘and-Vice—fresident'of
vthe'Continental Insurance Comnany. ‘Mr. Gibson repeatedly acknowledged
thét the policy constant, which was the $70 per.car subsidy in the
‘assigned risk; did not belong to the insurance'compenies in the volun-
'tary'narket since they would no longer have anyrexposure. (See page
22 through 25 of the hearing transcript.)v But in snite of this |
-acknowledgment,b Mr. Gibson (on psgeb31> stated that.there was mno

‘law which prevented the companies from taking this money.
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(6) ‘0n December 15, 1983, the Senate passed A-4069 by a votebd;
of_31f0. | |

(7) On December'IS, 1983;‘the‘State Attorney»General, Irwin
‘ Kdmmelman, calied the chairman to convey that he_agreedeithlthQV_;.
l‘chalrman s conrent1on that Comm1551oner Murphy s approval on November

17th of the ISO flllng was wrong, and that he was on hlS way to conuey‘

, ;his,concluslcn to the Governor. He added that the State s Public
Advocate, Joseph H.»Rodriguez, concurred w1th this view.

‘(8) "On January 5, 1984, the Governor conditionally vetoedvA¥4069.
On January 9th, the Governor's‘Veto recommendations were adobted by
the Assembly by a vote of 58f0~' The Senate did not have time to act
on the Governor's recommehdatiohs before the end of the legislative
‘session. |

r(9) On JanuaryiS; 1984, the chairman received a legal.cpinioh
fromvthe Diﬁision of Legal-Servicesdof the Office of Legislative
Services (a copy of which is included in the apuendices) which,'in
”_pertinent part, srated: |
absent any demonstration on the hart‘of rate filers.
‘that cohtinued‘collection,and retention of a policy
constant was necessary to cover substantiated losses,
the Commissioner of Insurance may have violated his
statutory authority when he approved rate filings

for automobile insurers for rates in effect on or
after January 1, 1984. = (emphasis added)

(10) Oh January 10, 1984, A-4069 (with the. Governor's recommen-—
dations) was reintroduced as Assembly Bill No. 802.

(11) On January 10, 1984, Governor Thomas H. Kean stated in

his Annual Message to the New Jersey State Legislature:



1 strongly opposed the imposition of -a $90 surcharge
on all auto insurance policies to cover the costs of
the Joint Underwriting Association. New Jersey -
motorists are already paying a policy constant of $70

- per policy to cover the added costs of insuring the
‘assigned risk pool. The funds generated by the policy
constant should be applied to cover the costs of the
J.U.A. in order to reduce the need for across—the—

~ board surcharges.. : R S '

(12) On January 23 1984 A—802 passed the Assembly under an
demergency"resolutlon, 71—3. (See vote in appendices ) - On the- same
day, A-802 passed the Senate under an emergency resolutlon, 36 O
(13) On January 26, 1984; A-802 was 51gned 1n§o 1aw by Governor -

‘Thomas H. Kean as P.L. 1984, c. 1

Purposes df P.L. 1984, ¢c. 1

bBy theienactment of P.L. 1984, c. 1, rheiLegislature and  the
Governor accemplished.two;major purposes;

(1) $165 million was returned tO'Where it rightfuliy belonged,
to the,JUA; | |

(2) A $90 per car‘increase'in auto‘insnrance premium was
stopped.l This would havedam0untedkto a‘$349.million increase per

year in auto insurance for New Jersey motorists..

Respectfully submitted to the
Governor, the Legislature, and
the People of New Jersey,

7

Michael F; Adubato, Chairman
‘Assembly Banking and Insurance
Committee

- MFA:sl
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NOTE:

The chairman recognizes the assistance of Spiros J.:Caramalis,
Senior Research Specialist, William B. Waits, Research Assis-

~ tant, and Thomas K. Musick, Deputy Legislative Counsel, all of
 the Office of Legislative Services, and Peter Guzzo of the

Assembly Majority Staff in the completion of this prdject.-
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" ASSEMBLYMAN MICHAEL F. ADUBATO (Chairman)s  Good morning,
ladies and gentlemen. We will open this public hearing with a salute
to the flag. Would you all rise, please' and join me? (Everyone rises
and says the Pledge of Allegiance.) Thank you. ' E

This publlc hearing will be conducted in accordance with the

’,lResolutlon which was umanumnmly passed in the New Jersey Assembly

recently. ‘Before we read the Resolution, I would ask you, ladies and
gentlemen, although there are really not that many here this morning,
T to cooperate while  the testlmony is belng given, . and ‘keep your
conversations to a minimum, or please have the courtesy: to step outside
into the corridor. That goes for giving press . 1nterv1ews, or
_telev131on interviews of any nature. - Please conduct them out31de 1n
the corridor so we do not have to ask you to leave.

We hope this will be a brief meeting. First of all, I am
going to ask Dr. Caramalis, one of our staff, to read what brlngs us
here today, in its entirety, please. '

DR. CARAMALIS: The Resolution reads as followss

AN ASSEMBLY RESOLUTION directing the Assembly Banking and
Insurance Committee to determine and evaluate efforts taken to date to
implement the ''New Jersey Automobile Insurance Reform Act of 1982" and
the "New Jersey Automobile Full Insurance Availability Act," and to
" inform the public of the provisions of these laws.

lWHEREAS, The 'New Jersey Automobile Insurance Reform Act of
-1982" and the "New Jersey Automobile Full Insurance AVailability Act,"
whichvwere'signed into law as P.L. 1983, c.65 on February 10, 1983,
involve substantial changes in the automobile insurance system in. New
‘Jersey; and, '

- WHEREAS, Considerable preparatory work is required in order
to implement the provisions of the two enactments.by January 1, 1984;
and, _ . _

WHEREAS, A considerable amount of misinformation has recently
‘appeared in the public media on the leglslatlve objectives and the
impact of these two automobile reform acts; and,

WHEREAS, Persons responsible for 1mplementing the provisions
of these two acts have greatly contributed to the climate of

misunderstanding and public confusion by unsubstantiated and unfounded




assertions,f reported ,inh”or ”throughfﬂtheAzpubiic_tmedia;~ including .

' statements by: ' '.f S “,Av ' o

' (1) Mr. w1111am S Glbson, Cha1rman of the Board of Dxrectors

,of the New Jersey Automoblle Full Insurance Underwrltlng Assoc1at10n,

that the residual market equallzatlon charge 1s"(a) requ1red before
 the Assoc1at10n has had a chance to develop its own experlence, and (b)

a8 result of the terrltorlal and’ class capplng provlslons of the "New
’:EJersey Automobile Insurance Reform Act of 1982;" and, ' '

i (2) Mr. Nelson D. Ealey, General Manager of the New Jersey'

Automoblle Full Insurance Underwr1t1ng Assoc1at10n, to the effect that‘

“ﬁ'v,the“,re51dual ‘market equallzatlon ‘charge, for “the - flrst _year of'k

»i' Assoc1at10n operatlons should ‘more approprlately be $200 0o, - rather
- than the $9U 00 charge proposed in - the Assoc1at1on s rate filing -of 1
1November 23, 1983 w1th the Department of Insurance, and
o WHEREAS In splte of - substant1a1 rate increases afforded top‘
automoblle _insurers . in the past ,twentyffour “months, 1nclud1ng a
51zeab1e‘ increase cin“the, automobile _ policy. constant, and the
. con51derable cost savings 1nherent in the package of automobile-

1nsurance cost containment measures approved by the Leglslature in
A11983 the New Jersey Automobile Fullylnsurance Underwriting Association
“has' nevertheless;,filed;'fdr' an additional increase of $90.00 in the
vehicle- charge; while holding. out - the prospeCt' ‘that an 'additional.
- $110.00 per vehicle charge 15, in fact, needed to make the Assoc1at10n
,solvent in 1984, and . o

WHEREAS ~The Assoc1at10n ] rate flllng of November 23, 1983
'also ralses numerous questlons as to the derlvatlon of and statistical
basis for, many of the f1gures contalned in the filing used to Justlfy
the request for a $90.00 residual market equalization charge; and -
 WHEREAS, The New Jersey Automobile Full  Insurance

. Underwrltlng Assoc1at10n has failed to respond in a tlmely manner to -
frequests for 1nformat10n from the Assembly Banklng and Insurance
Committees and | B | : '
WHEREAS By reason of the statements and actlons of persons
-;brespon51ble for carrying out ‘leglslatrve 1ntent‘,in reforming  the

‘ automoblle,lnsurance system in New Jersey, as reported in the public



media, there is every indication that the concerned partiesiwill not be
-able to implement the aforementioned enactments.'on January 1, 1984;
now, therefore, , L ' B :
BE IT RESOLVED by the General Assembly of the State of New
Jerseyt
1. The Banking and Insurance Commlttee of the General
“Assembly is directed to conduct an immediate hearlng to determine what

‘fcmeasures have been taken for the 1mplementat1on of the "New Jersey

Automobile .Insurance Reform Act of 1982" and the "New Jersey Automobile
~Full Insurance Availability Act;" to determine if the partles concerned
“properly‘Understand the legislative objectives of the two ects; and, to
cleer away the many misunderstandings concerning legislative intent and
the impact of these two enactments in order to assure the: tlmely and
proper 1mplementatlon thereof. ' , .

2. For the purposes of carrylng out the terms of this
Resolution, the Committee shall have all of the powers conferred
pursuant to Chapter 13 of Title 52 of the Revised Statutes.

3. The Committee shall be entitled to call to its assistance
and avail itself of the services of employees of the State of New
Jersey, of any political subdivision of the State, or an agency
thereof, as may be required and as may be available for that purpose,
and to employ stenographic end clerical assistants and incur traveling
and other miscellaneous éxpenses as may be deemed necessary, in order
to perform the duties provided herein, and within the limits of funds
appropriated or otherwise made available for that purpose. ,

4, The Committee  shall report its findings - and
recommendations to the General Assembly upon the completion of its
inquiry, including any legislative bills which 1t may deem to recommend
for adoption by the Legislature. .

- 5. A duly authenticated copy of this Resolution, . signed by
the Speaker of the General Assembly and attested to by the Clerk, shall
be forwarded to the Governor of the State of New Jersey, the Speaker of
the General Assembly, the Commissioner of Insurance, the Public
Advocate, the President of the Senate and the Chairman and other

-members of the Board of Directors and the General Manager of the. New



Jersey Automobile‘ Full Insurance ;b‘Underkriting?"lAssociation.
o ASSEMBLYMAN ADUBATU.‘ Thank _you, Dr. Caramalls. I would like -
S to recognlze that we have Assemblyman Lou1s Kosco, the ranklng m1nor1ty;

member of - the Commlttee, here today, as. well as Assemblyman John Kelly,

“Splros Caramalls and Mr. ‘Peter” Guzzo, formerly from the Offlce of

’ _;Leglslatlve Serv1ces, snd now on the Democratlc staff. For the:.record,

::fthe Resolutlon that was read was a resolutlon sponsored by the!Speaker

'ﬁ??viof the Assembly, Mr. Alan J. Karcher, and cosponsored by the hlnorlty"

',Leader,AMr. Dean ‘A. Gallo, and is what brlngs us here thls mornlng 7
o I would like to begln by asklng Mr. Glbson to please J01n us,’

"1F he is here this morning, and Mr. Ealey, 1f humanly p0351b1e. ‘Can. wef

’f,make room for two people there7‘ (afflrmatlve response)n 1 would 11ke

i

- him close by. S i
' F1rst of all, I would l1ke to read a transcrlpt from]WUR Tv,

"Channel 9 and 1f anyone w1shes to hear the tape we have it here, and
a,can play 1t if it is so de51red. But, I w1ll read the transcrlpt.

|

'/"F1fteen auto 1nsurance companles were recently leglslated
=

into what is called the 301nt Underwrxtlng Assoc1at10n. ~The main 1dea S

:'was to g1ve better servlce to motorlsts who had been a531gnep rlsks,
meaning they had been forced upon 1nsurance companles who did not want
to accept them because statlstlcs showed they . were llkely to have
: ,acc1dents or Just because the companles claim they can't make‘money in
"~ New Jersey.» - Today, the underwrlters asked the Legislature, the
,,Governor and “the Insurance Comm1531oner to ‘add $90.00 tdv‘annual
.1nsurance costs for most vehlcles : B ' S }.‘

"Tt's not an unreasonable dec131on, but part oF 1tl1nvolves

: “the fact that some people, l1ke myself.-- I llve in Morris County and 1

- some_can achieve substantial savlngs. S 7_ » ‘ : *

”have three cars -~ some of us are g01ng to pay a llttle more SO that
"As an example of the equallzatlon Glbson is talklng[about, a
“nlneteen-year-old male, s1ngle, 11v1ng in Newark now pays $3 280 for
full coverage. Under the equallzatlon plan, he would pay $1, 757

"The Underwrltlng Association  was created and.. the bill

sponsored by Assemblyman M1chael Adubato He's from Newark and he

,’,

”,*feels that he is belng betrayed.

-
|
|
|

j
|



'What the'iosuraoce‘induetry is aeking for 1s absurd;vit's
"~ ludicrous, and it will not’happen.”»lt wiil not?heppen because the
facts will speak for themselves. We're goihg't0~have an inVestigation
‘that will be thorough, and we are goingvto expose . the treechery'for
what 1t is.' | o | O | o v
"But tonlght Garden State motor1sts have a ray of hope._uThe
e Governor is against the surcharge, ~and: Underwrlters _Assoc1ation
- Chairman G1bson says that it is unllkely to pass, at least in its
present $90 00 form. ThlS is from Robert Mlller, News ‘9, New Jersey "
_There was another 1nterv1ew on Channel 5, as well ‘as press
clippings and quotes credited to Mr. Nelson Ealey, as well as to Mr..
Gibson and'others.: 1 do not wish to belabor media quotes, or even
television commentary. 1 will be the first to admit that because of
limited time and space, total statemehts are never read into the
record. I am not going to try to interpret what was heant or what the
full statement was, except to say thatt$90r00, whether it is ‘an excerpt
. or the full statement, is still $90.00. I would like to, first of all,
thank you, Mr. Gibson and Mr. Ealey, for being here today; The people
»who havershown up today, forvthe record, -are here by invitation. Thev
._Committee did not.exercise its sproena power. We did not See_any need
to do that, because the cooperation from the peoplebin'this'room in the
past has never warranted that, and we did not expect it to warrant it
today, quite franklytb I juet want to put that on the record. Everyone
is here cooperating voluntarily. This is not an ihvestigation, ~in_
spite of my'commeht to the media. However, I would refer back to the
Reeolution and say, this is a meeting for information. If an
inVestigation is required after today, there will.be an~investigation;f
- but, let s not put the cart before the horse
| Mr. Gibson, is there anything you would like to say before we
ask you any questions about anything? ‘ e _
WILLIAM S. GIBS 0 N: Only that Mr. Mlller is over there ‘and
maybe you" ought to put him on the stand. I brought my -barbecue sauce
‘with me. My colleagues in my office presented it to me. yesterday on
the assumptlon that 1 might need it. Other than that, 1 assume you
will ask questions that will bring out the information in the order you

would like it; otherwise, 1 am prepared to tell you, at>whatever,time



»you want, the steps we' have taken as a Board of Dlrectors to 1mplement..
Assembly Bill 1696. : S T R A
| © ASSEMBLYMAN ADUBATO: I“have“a chronological order in front
of me,vstatutorlly, that comes from A-1696, with sequences and time
frames.\ If we have to, we ll g through that step by step. 1 wbuld'
' fprefer to expedlte»1t for everybody, and ask you why you put'indfor'a
,tate f111ng of $90. 00.» I have read the f111ng, as you know.v,i' N
MR. GIBSON: VYes. B N : S
- ASSEMBLYMAN ADUBATO ’And, I want to know on what basis do
V‘you feel you need the money° ST e " , ', -
' “MR. GIBSON. Well, the statute, as’ we have read 1t, and all
~ of our-- , ‘ o e IR R
o ASSEMBLYMAN ADUBATO:  Let me interrupt you, sir. When you
',say "the statute," are you talking to Chapter 65, Assembly Bill 16967
_MR. GIBSON: Assembly Bill 1696, yes.
‘ASSEMBLYMAN ADUBATO: Are youasay1ngvy6u,have read it?
'MR. GIBSON: Yes. -
‘ ASSEMBLYMAN ADUBATO: All right. May I be so -- because, you
know, I want to learn. - About how,manyutimes did you read the bill,
once, twice, ten times? R R |
" MR. GIBSON: Probably a dozen times.
 ASSEMBLYMAN ADUBATO: A dozen times.  Was it broken down in
sections for interpretation?by your staff? Did you deal with just the
~JUA as a mechan1sm, or d1d you deal with the entire leglslat10n7 ThatA
is what I want to know. : o ' ,
_ ‘ "MR. GIBSON: Well, as an Assdciation Board of Directors, we
dealt w1th those. aspects of this law that apply to the Assoc1at10n, and
- to our . respon31b111t1es as a Board of Dlrectors.
v ' ASSEMBLYMAN ADUBATO: That is a key point, eir. The point 1
o am'tryihg td clarify from your testimony is simple. Did you concern
b‘yourselves with the entire bill, or did you 11m1t that concern to what
'you were g01ng to be held accountable for?

MR. GIBSON:  Well, we approached it, obviously, from the
standpoint of what we were responsible to accomplish in a relatively
short time for such a major undertaking. - We have tried, I think, to
get information out the best we could to all of the insurance_eompanies

and producers in the State, as to what was expected of us.



ASSEMBLYMAN ADUBATO: Excuse me, Mr. G1bson, let me rephrase f_v

the,queetion. I'll try to help; I'll try to make it as 31mple as I
can. You said you read the b111 many times? ' ' '
MR GIBSON: Yes. C . , ,
ASSEMBL YMAN ADUBATO I1'11 ask again, did you read and
71nterpret, to the best of your eblllty, the ent1re b111 and * all thev
sect1ons in the bill, or only those sections that you, as the Chalrman
;[of the Board of the JUA, were g01ng to be held accountable for7‘ '
~ MR. GIBSDN What I am trylng to say is, obviously we have
read the entire bill. In interpreting that, we had to decide what we
“had to do. Now, if you are getting to the:point of what did we have to
‘do with the development of the prov1s1ons of the bill whlch apply to
_ the market as a whole, we did not get involved in that 1n our role as
the Board of Directors of the Association. o '
| ASSEMBLYMAN ADUBATO: All right. So, for clarity's sake, you
vread the entlre bill -- correct me if 1 am not statlng it properly --
- you read the entire b1ll, you tried to 1nterpret the entire bill, |
~ well as what you were being held accountable for, and you -- what was _
the last thlng7 I'm sorry, I lost somethlng.
MR. GIBSON: Your question was whether we responded to every
VSPction of the bill, or whether only some sectlons.' I am trying to.
answer it in the context that I-- v . : :
_ ASSEMBL YMAN ADUBATO: ‘(interrupting) Let's conflne it to
Sectlon 6(c) -- 1 thlnk it's Sectlon 6(c), I'm not sure. I mean, I am
one of the people who wrote this billy, but 1 could be wrong You' know,
we worked on this for many, many years. But, I think it' s‘Sectlon
6(c). Do you have a copy of the bill, sir? ‘ :
| MR. GIBSON: I don't think I brought a copy with me.
ASSEMBLYMAN ADUBATO:  Okay. We will be glad to give you a
~ copy, “sir. Section 6(c) starts on Pege 8, the last paragraph on the
fpage; and continues over to Page 9. ‘
-MR. GIBSON: Yes. : , v »
'ASSEMBLYMAN ADUBATO:  Are you familiar with that section,
sir? | - | ‘
- MR. GIBSON: Yes, I am.
ASSEMBLYMAN ADUBATO: - How do;you interpret'thet section to
apply to the needs of the JUA? ‘



| MR. GIBSON: ,well,'this'sectionlapplies'toithe entire market,
1not JUSt to the A R d} .‘ o f' '
“' ‘ ASSEMBLYMAN ADUBATO I w111 rephrase 1t -- to the needs of
~the JUA. I think that sectlon applles to the needs of the JUA, does it
not, 1n terms of revenue? - ; . ‘ '
o MR. GIBSDN._ Yes, revenue, but the revenue collected under o
v the statute has two. klnds of surcharges 1nvolved,_ surcharges to be
Aﬁltgcollected separately from 1nsurance premlums by DMV -or by_ the
‘iAssoc1at10n--,' ' S AT PR o
ASSEMBLYMAN ADUBATO nght. : . . .
MR GIBSON | It would be a separate bllllng, and would haveu
'fnoth1ng to do w1th your 1nsurance premlum. Then, it also ‘refers to’

*_?some kind of surchages that may be part of the rate system.

ASSEMBLYMAN ADUBATU Now, let 's. move along to Sectlon 6(d),
‘ whlch 1s rlght under Sectlon 6(c) ' e
' MR. GIBSON: The ones that are a part of the--- Well, 6(d) is
the motor vehicle conviction charges e . ‘ .
_ : ASSEMBLYMAN ADUBATO 1 understand Sect1on 6(c) Let's move
r‘along to Sectlon 6(d), if you would be so kind. -
MR, GIBSON: All rlght _ ‘
ASSEMBLYMAN  ADUBATO: Number one, how do you interpret
vSectlon 6(d) to be 1mp1emented and by whom, and number two,~what is it
' supposed ‘to do? o , - o .
MR.. GIBSON" Sectlon 6(d) pr0v1des for collectlng charges
zrfrom people who have quallfled by v1rtue of collectlng enough moving
.~v1olat10n p01nts ‘in amounts set out in the statute, or - some other
amount, if 1t 1s determlned by the Commissioner of Insurance and the
Dlrector of the DlvlSlon of Motor. Vehlcles. : . ‘ .
’ASSEMBLYMAN ADUBATO: (That's 6(e); that's Sectlon 6(e).
MR, GIBSON: Yes. v -
© ASSEMBLYMAN ADUBATO: Okay. |
, MR. GIBSON : Those amounts are- to “be collected ‘and turned
over to the Assoc1at10n. - o L o . ;
ASSEMBLYMAN ADUBATO:  In other words, those amounts are
"collected by the DMV,~w1thout any expense to the 1nsurance industry?"
MR. GIBSON That's rlght, but.they keep 20%, and then give
the other 80m—- | ‘ ‘" ' ' v ' ‘



B ASSEMBLYMAN ADUBATO: 1i11'£ry not to interrupt you, if you =
: don't interrupt me. » _ B R o
| MR. GIBSON: That's a deal. R
ASSEMBLYMAN ADUBATO Okay, that's WOﬁdeffui{‘ I 11 ‘say. it
:agaln, with no expense to the insurance 1ndustry for collectlng those

,monles; Is that -a fair statement? . . B

MR GIBSON' That is a falr statement. ) | : 7
h ASSEMBLYMAN ADUBATO:  So, B80% of all revenue from those -
surcharges .is sent to the JUA. We would like to have yoUr help, Mr{
Gibson, in understandlng what surcharges you. 1nterpret statutorllyx

in th1s bill are to be implemented. ,

MR. GIBSON: The surcharges authorlzed by the b111, or
established by the Comm1551onervof Insurance and the Director of the.
Division of Motor Vehicles. | . ' v

ASSEMBL YMAN ADUBATO: There -- I'm sorry, I didn't mean to
interrupt you again. ' , : R

MR. GIBSON: You did interrupt me.

ASSEMBLYMAN ADUBATO: I apologize, Mr. Gibson.

MR. GIBSON: That is all I can interpret. Now, in the course
of our people, our Actuarial Committee, attempting to determine what
the estimated revenue is going to be--

 ASSEMBLYMAN - ADUBATO: 1 am going to 1nterrupt you now.
You're wandering -- I'm sorry. :
' MR. GIBSON: ‘Oh, I'm wandering, I'm sorry.

ASSEMBLYMAN ADUBATO: That's okay.

MR.  GIBSON: The answer is, they are supposed to collect
whatever they are suppoéed to collect. '

~ ASSEMBLYMAN ADUBATO:  All right, let's try to help each
other,Abecause that is why we're here. So, you're saying, they are
A supposbd to collect whatever they are supposed to collect -- for what?
. For what purpose are they supposed to collect for whatever they are
supposed to collect for? To do what?

MR. GIBSON: To provide additional revenue to meet the costs
of the Association. : ‘ | |

ASSEMBLYMAN ADUBATO: To meet the cpsts of the Assoc1at10n --
as it applies to what? That is specific in this legislation.

MR. GIBSON: - As 1t,app11es to the results of the Association.



ASSEMBLYMAN ADUBATO , EAs 1t applles to the equal1zat10n

vt{eharge” ‘As it applles to the loss of revenue of a 30m shortfall 1n,_’

collls1on in the assigned: rlsk7 As 1t app11es to the surcharges that
lqexlst now in the as51gned rlsk7 ls that what you mean7 '
© MR. GIBSON: Assemblyman Adubato-- o ‘ :

o ,ASSEMBLYMAN ADUBATO: For clarlty, 1s that what you meanv -
o IﬁMR, GIBSON' May 1 answer’ S “Th , T “E
© ' ASSEMBLYMAN ADUBATO: Sure.,a"“’“'if ERE I A
, »:'MR GIBSDN' Thank you. “The statute says, "The dollar amount‘
' 10f all motor | vehicle conv1ct10n surcharges shall be at least equ1valent'
g ‘the dlfferentlal ‘between _ the - rates charged to 1nsureds as
l’promulgated by ‘the rat1ng bureau whlch files rates for the greatest
‘ _number ofk_lnsurers in- the voluntary pr1vate passenger automoblle'
- insurance markettin’this State and the Supplement I rates in use as of
:December 31 1982 by the Automobile Insurance Plan- establlshed pursuant
to P.L. 1970, c 215 (C.17: 29D-1),'and the amount collectable under the
’motor vehlcle convlctlon surcharge system ‘in use by the Automobile
Insurance Plan establlshed pursuant to P.L. 1970, c. 215 (C 17: 29D 1 et
seq.) prior 'to the implementation of this act." , -

© ASSEMBLYMAN ADUBATO:  Prior .-- ‘does that mean in your

v‘oplnlon, sir, that these surcharges, in s1mple language, because 1
':don t th1nk some of the laymen, and there are one or two laymen in thls,
room, and some leglslators who took the time to come down here today --
 they dolnot have the five years it took me to learn the jargon of the
vindustry, so- let s try to keep it in 51mple terms. Are we saylng by
your statement, readlng from thlS leglslatlon, that the revenue raised
from this section was to equal the amount you spoke -about that was
‘already in the system prior to this act? Is that what that said?

MR. GIBSON: It says it shall be at least equal.

ASSEMBLYMAN ADUBATO'i Ihank you, Mr. Gibson. That is- very
‘1mportant thank you. Glbson, in the filing, on the front page of
the f111ng, there is a‘statement-- By the'way, for the record, is it a
fair statement to say the flllng was done by the as91gned risk people,
 that you used them as the ratlng bureau7v

~ MR. GIBSDN Well, the Automoblle Insurance Plan Services
Offlce, whlch does the a551gned rlsks, ‘was our agent.
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ASSEMBLYMAN ADUBATO:  Yes, AIPSO -- okay, that was your
agent. SR o | ‘ : :
MR. GIBSON: They were our agent for the flllng. . .
ASSEMBLYMAN ADUBATO: Right, okay. Now, when I read this, I

. find it a little confusing. Maybe you can help me. ‘This is the cover

letter, okay? It is addressed to The Honorable Joseph Fe. Murphy, as it -
should be, and asks for these rate’ 1ncreases,»‘What“1t;says is, "On
" behalf of the Board of Directors of the New Jersey Automobile Full»
Insurance Underwrltlng Association." = We'll stop right there. - "On
‘behalf of the Board of Dlrectors of the New Jersey Automobile Full
~ Insurance Underwriting Association." ’Thls f111ng, which was submitted
by R. F. Sutfin, had copies going to Jasper Jacksoh;' Mr. William
Gibson, Mr. Nelson Ealey, and other members of the Board -- that is who
got this filing? R |

MR. GIBSON: That is correct.

ASSEMBLYMAN ADUBATO: For the record I want it noted that I
requested to receive this filing, and I never did, nelthe: from you nor
from Mr. Murphy's office, but thét'sv okay. - You were not legally -
obligated. But, fqr'the record, we did not receive it from you.

_MR.'GIBSON: May I say for the record that there certainly
was no intention to keepkit from you. o _

ASSEMBLYMAN ADUBATO: Oh, I'm sure there wasn't. I know
~that. For the record, 1 stand corrected by my staff. You did not
k comply; Commissioner Murphy did. In fact, he asked staff to go over to
his office and pick it up. So, I stand corrected. ’

When we talk about the fact that this filing is being made to
accommodate the provisions of Paragraph b of Section 20 of the New
Jersey Automobile Full Insurance Avallablllty Act-- I will get into
~that, but first, can we assume that thls was' a document that was
approved by'all,the sitting members of the JUA Board?
| MR. GIBSON: VYes. ’ |

‘ASSEMBLYMAN ADUBATO:  Did these people approve of this in
writing? Did they sign a statement saying, "We'épprove asking for
$90.007" | |

MR. GIBSON: No.

ASSEMBLYMAN ADUBATO: All right. Would you explain to us how

the process works?

"



4 MR GIBSON TheiproCess'is perhaps‘a generous‘deSCriptionfof'
how one arrives at a dec151on to make ~such a flllng We 'had an;

‘Actuarial Committee. app01nted early ‘on, in all of the thlngs we were
v: doing to . 1mp1ement this Act. The Actuarlal ,Comm1ttee had senior
actuaries from “a number of insurance companies on it, as well as -
‘_ass1stants from both AIPSO end 1S0. All year, they have been looklng_
‘_at exper1ence from prior years of the Auto Insurance Plan ‘and, ofi

\hmi?course, watching to see what the rate level ‘would be st the time that

we mlght need to file a residual ‘market equallzat1orn charge.» That
uComm1ttee, on several occasions, . gave 1nter1m reports to our Board, and
there were dlscus51ons about what level of re51dual equallzatlon charge
might be necessary. Th1ngs changed both 1n the Leglsleture and in the
"experience during the course of the year,v>so they were constantly
involved in reviewing and upgrading the material they were dealing
VWith,‘~and ‘the numbers. Finally, on’ Novemher 8, . at'iour last,’Board
-meeting,vthe‘COmmittee came in with a final recomnendation'as to what
~ they thought the actuarial projections were for the shortfall that the
Association would be likely to have in 1984, on'the,assumption that the-
population of risks in the Association were approximately equal to'the
population of risks that had beenfwritten in the Auto Insurance Plan.
The Board had a  lengthy discussion of this.  The number
',involved was substantial; and bothersome to us. We resolved, at that
time, to make a filing based on the actuaries' recommendation, but that
~.we would put an assumption on of something less than a 100%
;.population.qv'We want to be optimistic that the‘voluntary market can
becone much more Viable if the companies feel they have an opportunity
to nake ahprofit. At‘our meeting; it was‘determined unanimously that
some. of us would meet with Commissioner Murphy first, describe to him
‘ where we were and that we would have to make such a flllng, and then
after such. a meetlng we would proceed. That is what we did. |
On- the day before the flllng, .1 spoke by telephone with those
members who had not been present when we met with Comm1551oner Murphy. a
'vcouple of ‘days earlier. Everyone was fully aware that on Wednesday
: morning, November 23, there would be 'a fiiing ‘publlcly -made for a
r851dual marketlng equallzatlon charge of $90.00. Well, it's not
,,390 00 broken into three pleces, but it adds up to $9O 00 for someone

who buys everything.
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ASSEMBLYMAN ADUBATO -Dkay.n' So,‘after a year'of‘study,by
thls Actuar1a1 Commlttee, thls was filed? N S
- MR. GIBSON: Yes. B R .
|  ASSEMBLYMAN ADUBATO:  The Actuarial Committee, in dealing
with Section 20, specifically that secticn, ’talksu about the revenue
~ sources, isn't that so? _ | o R
MR. GIBSON: 'Yes. . ‘ i S
| i ASSEMBL YMAN ADUBATO' In looklng at the revenue ‘sources, on |
Line 7, Page 19, Number 3, it says, "That percentage of surcharges

~. collected by the Division of Motor Vehicles and deposited Nlth the

' ‘t’Assoc1at10n pursuant to Section b of Sectlon 6 of the New Jersey

Automobile Insurance Reform Act. of 1982," and it goes on, ."and that
collected and retained by the Asspciation~to Subsection c of Section
6," and it goes on -- when the actuaries studied this section, do you
have any record to show any revenue that they estimated as belng
collected by surcharges, and what those surcharges were? :

"MR. GIBSON: Yes, sir. In the filing, it specifically refers
_to an amount of money that the actuaries anticipate to be collected.
V ~ ASSEMBLYMAN ADUBATO: Do you know what page that is on?
) MR. GIBSON: In the filing? Well, the filing is not very
Vlarge; I have a copy of it here in my file. I think‘it>Says $39
million. - o o
~ ASSEMBLYMAN ADUBATO: Thirty-nine million dollars?

MR. GIBSON: VYes, sir.
ASSEMBLYMAN ADUBATO: Do you know how much is collected in

: surcharges today in the residual marke'c'7 ' o
MR. GIBSON:  Probably $180 mllllon, give or take a few
million. | . S

ASSEMBLYMAN ADUBATO: Doesn't the law say that that is
‘-subposed to be made up?k , -

MR. GIBSON: The law says it is supposed to be made up.

‘ASSEMBLYMAN ADUBATO: Well, where is it made up?

 MR. GIBSON: Obviously, it isn't made up yet. f

|  ASSEMBLYMAN ADUBATO: What do you mean "yet?" Doesn't the
‘law say that the Commissioner of Insurance has a statutorv obllgatlon
to make that up before January 1, 19847
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MR GIBSOV- I don t see where 1t is necessarlly 1nterpreted
that he has to somehow have the mlraculous 1ns1ght to come up w1thf
that. : ' ,,.;‘ , r; ,1 BT y' o o

© ASSEMBLYMAN ADUBATO sir;eforgivéfme;'I“émvnot~ask1ngifdr
icommentary. ’ ‘ | LT e o | '
_ ‘MR, GIBSON Mr. Chalrman, when you 1nterrupt me it's: because
‘;Tl'm maklng commentary.; When I 1nterrupt you 1t's because you 're asklng
-?fe questlon. : : e ;»v”v R di R e
3 | ASSEMBLYMAN ADUBATO: ‘,hPlease; Mr. ~Gipéoh; you're out of
u,order, sir. e RSN ‘ o
B :;?MR GIBSON- But, we had a deal S
" ASSEMBLYMAN ADUBATO: No, we don't have a deal.

~ MR. GIBSON: Oh, the deal's off? ) ,

ASSEMBLYMAN ‘ADUBATO:  You are. not s1tt1ng in Cont1nental
; you re 31tt1ng in the State House of New Jersey. ' ‘
| MR. GIBSON: Yes, of whlch I am a c1t12en. -

ASSEMBLYMAN ADUBATO: And, you will ‘conduct‘ yourself |
accordingly. - s o
MR. GIBSON:“Agreed;’ _ ce .
ASSEMBLYMAN ADUBATO: As this Chair directs. You're out of
order. T ’ - | S
MR. GIBSON: I stand condemned. , ,
ASSEMBLYMAN ADUBATO Mr. Glbson, I wlll ask you again, sir,
o not ‘about: your commentary,‘ or your color. 1s it not a ‘statutory
, requ1rement under Sectlon 20‘ and 6b, c and d, that the Comm1551oner of V
‘Insurance -- as you said in your previous testlmony -- make up foru
JvthOSe"exisfinoxlCharges prior to the - implementation of A-1696 on
. January 1, 19845‘ That is my questlon. You already gave me the answer;
:I just want to reconflrm that. o |

‘MR. GIBSON: Your question, Mr. Chalrman, 1ncludes more than

‘.,jone quest1on. I thlnk it is the 1ntent ‘of Section 6 that suff1c1ent.

"surcharges be developed to make up for the loss of the surcharges that
_had formerly been charged in the Auto Insurance Plan. To me, it is not
honestly and 31ncerely -- to me 1t is not ‘clear whether it was belle»ed‘
. that that could actuelly be done by- January 1, 198& That 'is the only
| part of your question that I find dlfflcult to respond to, 51hply |

1because I am not at all sure.
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! ASSEMBLYMAN ADUBATO: h‘Mr;‘ Gibson, I d1d not ask what you L
belleved.A 1 don't know’ when I asked that. Now, 1f you can p01nt Outfi'“

“to me when I asked, "Nould you belleve," I w111 be happy to 11sten to
;you. e . o "w R
.MR. GIBSON' You asked a questlon that spe01f1cally 1ncluded,>
f7ff"was it to be done by January 1, 19847 I can't answer that questlon,'
tipexcept 1n accordance with what I understand.,lg,f; p,,'f.,».-» S
' ASSEMBLYMAN ADUBATO Hell, let me vae you a legal opznlon.
B Do you want to hear a legal opinion? L L
Lo '}:JMR. GIBSON. Dh, 1'd love to hear a legal oplnlon. o
~ ASSEMBLYMAN ADUBATO WOuld you llke that7 '
MR. GIBSON: Sure." ‘ : . -
ASSEMBLYMAN ADUBATO I ll tell you what we are 901ng to do

Ne are 901ng to submit this op1n1on vfrom the Ch1ef Counsel, Mr.

Porronl,vlnto,the record. I will not. bore everyone by readlng 1t but
this will‘be\ah,official document to confirm what I just said, and
beyond. ~ The thing we are tryingtto‘bring out here for information's
sake, is that your rate filing -- it is obvious -- did not deal with
the statutory requ1rements, but . only ‘dealt with the fact that, as you

sald, you did not believe it could be done because 1t wasn't done.. It o

was never even attempted, isn't that so?
~ MR. GIBSON: Perhaps.
"ASSEMBLYMAN ADUBATO: Perhaes? |
MR. GIBSON: Mr. Adubato--

ASSEMBLYMAN'ADUBATO I'11 accept perhaps, but 1 Just want -

your opinion. For the record, when you filed for that $90 00, and Just

so 1 heard you properly, because there are other}people,here who are

gding to teetify -- you said that every‘member knew that you Qere‘gding
: to file and ask for $90.00 a car. Is that a fair statement?
| MR. GIBSON: Yes. . R

ASSEMBLYMAN ADUBATO They agreed, and they knew the amount

was $90 00 per car, every member of the JUA? ' '
“MR. - GIBSON: Yes.‘ ' o :
ASSEMBLYMAN ADUBATO: On Page 1, it says, "These statlstlcs

rare»tbased' on 100% ofA the - populatlon remaining ‘after -a; year  of

operation." ,You:say that the judgment, -and it says it here, of the
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Association could be as much -as one-thirdtless "On thatteSSUmption;'
the calculat1on would be appr0x1mate1y as. follows," isn't that what
that says in this f111ng7 | -
: MR, GIBSON, Yes. . S
ASSEMBLYMAN ADUBATO: Then help me,»because under Page 3 --

k ‘there is no number on this ‘page, so I'11 say the third page 1n this

report, okay -- it says, "The assumption 1s made that the FIUA volume
- will be approxlmately the same as the current AIP " That seems to be a
- contradiction; help us to understand. Your consultant from AIPSO says
that he is brojecting these figures based ont100 retentlon, and you,
in the next sentence, say that you don't expect ‘that, you expect a
one-third depopulation. And yet,  your official document breaks down
 these ceVetages as $66.00 for liability, $12.00 for comprehensiQe, and
$12.00 for collision, and your actuaries say it is based on 100%
retention. Do you have a copy of this? Maybe you can help us.

MR. GIBSON: I don't need a copy of it to explain it.

- ASSEMBLYMAN ADUBATO: Well,_fine, I will be happy to listen.

MR. GIBSON:  As the cover letter says, the actuarial
projections that are’ihcluded therein, and all the information that
fellows, are based on a 100% assumption, and they 'come out with a
number of something like $146.00. Our cover letter says, that while
the actuaries had no choice,bdt to use 100%, since they have their own
- way of doing things, we wanted_to put a more optimistic aesumption on
the population of the Association. ’So, the Board of Directors, not the
actuaries, decided to make an assumption of a reduced population in
order to file for $90.00, rather than $1as 00. But, the actuarial
information is all based on 100%.

ASSEMBLYMAN ADUBATO Where does it show $146 007?

MR. GIBSON: Somewhere in there, three numbers come up which
will add up to around $146.00. ‘ ‘

ASSEMBLYMAN ADUBATO: Somewhere?

MR. GIBSON: Mr. Adubato-- N

ASSEMBLYMAN ADUBATO: ‘This' is an official document, a
duplicate It has been stamped that it was received on November 23.

' MR. GIBSON: It has been referred to an Administrative Law

Judge for hearing.
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~ ASSEMBLYMAN ADUBATO I khow'thét. I am not intéreSted in
‘the Administrative Law Judge' I am ‘idterested' in you. This is an
off1c1a1 document , 'whlch has beén <staMpéd 'éhd_ acceptéd -by  the
Commissioner of this State. In this official document, on‘Page 2, it
says that yod need this breakdown of an incfeaséyfhat comes tb $90.00.
_ And, on the next page, it says that th1s 1nformat10n is based on 100%
'retentlon of that populatlon. Now, you re say1ng that thls is all

: wrong, that it should be 5146 00, because “you. dlsagree with your '

: actuaries. You made an assumption that it is not going to be 100%

.7~p0pulated, and that's fine. I know enough not to argue with insurance
companies' assumptions. R ) » - I :

| 'MR. GIBSON: Well, Mr. Adubato, the actuaries refuse to make

- @ssumptions of that type. The actuaries will only work -- they try to

~work on fixed numbers. That is why only- the Board could make an
assumption about a difference involvingivolume. , ’ .

ASSEMBLYMAN ADUBATO:  Thank you, sir. For the record, are.
you saying then that the $146.00 that your actuary, whom you pay =-- I'm
sure he doesn't do it for nothlng -~ your actuary, your expert, said
you needed $146.00 a car for that full coverage. Is that a fair
statement? ’ | ' |

" MR. GIBSON: Yes, sir. ‘ -
* ASSEMBLYMAN ADUBATO: Does that come to over $500 million --
$511 m11110n7 ' - o | | '
© MR. GIBSON: Probably. ,

ASSEMBL YMAN ADUBATU:Y’And_you, who paid the actuary as the
expert, decided -- by an assumption, which you are entitled to make --
that yod>were not going to ask for the $1a6.00; becabsé you were‘going
to lose a third of the:market and it was going tb_go bver into the
voluntary side. So, you were going to ask for $90.00. >Is that a fair
statement? : o A L |

MR. CIBSON{ Well, yes, but only after Qé asked the actuaries .
what would be the effect of a reduction in the size of the market.
They gave us the number. We did not JUSt pick a number out of a hat. -

ASSEMBLYMAN ADUBATO: Well, I am not going to delay thls
hearing, except to say at this point, that for something aé fully

staffed with experts to the people of New Jersey, to be handed to the
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vCommissioner' of this State, there. ‘is 'docunentation 'in ‘here that is

contradicted by the very people who pa1d for their serv1ce, and yet_
:'doesn t show -= NOw, maybe it's here, but 1 haven t found it. 'Maybe
tvsomewhere in: this- flllng, you can. show me where you say it says $146 00
‘a car. I'm not saylng it's not there; I'm say1ng I can't find it.

I 11 let that speak for 1tse1f, and. move along c s

' Mr. Gibson, - let me ask you very brlefly about what your;

e ~L'understand1ng is of the polxcy constant that BXIStS in New Jersey, and

'4I'm sure you know what 1t is. But for the people who may be in thls
room, one or two who are laymen who do: not know,_bear wlth me. ‘ Up

~until June of 1983 thls year, 1f a person - and correct me if I am
't not expla1n1ng 1t properly, I would appreclate it -- up unt11 June 1 of
1983, every person who had an automobile, was obeying the law,'and

- bought insurance, if he had a full package, was subsidizing the losses

of the residual market to the tune of $33.00 a car. ~On June 1 -- I
apologize, 1 stand corrected <= to the tune of '$42.00 a car. On
Jure 1, 1983, the Comm1s31oner ~ approved another, increase in uthat
constant to subsidize the losses in the residual pmarket, another
~ $33.00. So, today,‘ in New Jersey, we have 'SOmething cailed.‘a.
constant. I drd not develop that name; that is the name in ‘the jargon
‘that is used by the 1ndustry. It is a sub51dy for the losses 1ncurred
only in the re51dual market, and that comes - to $75 00 a car. Would you
"accept that deflnltlon,’or do you have a dlfferent one?

MR. GIBSON: Well, as you say, Jargon is always a problem,
- especially in our business. For the most part, the facts as you have
stated them are correct, except for the word "only." There is.nothingv
in the rating law in New Jersey that provides for anything‘calleo "a
policybconstant," This was invented by an insurance commissioner, . 1
guess. ‘ | , . c
» _ ASSEMBLYMAN ADUBATO o I'm sorry, 1 didn't hear that. Was

A 1nvented by an insurance comm1331oner7',' ‘ , o

- MR. GIBSON: The concept of a policy constant certalnly was.
- The flrst time it was put in the rate computatlon was at a time when
‘the insurance 1ndustry was asklng for'a rate 1ncrease The then
insurance commissioner sa1d he would not glve a rate 1ncrease, but he

- would allow a policy constant.
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ASSEMBL YMAN 'ADUBATO: ”F’You ‘know, 1 appréciaté your
s edltorlallzlng, but I don't need it. 11 Say it again. If you have
any written statement that _you would like to leave with thls Commlttee,'
we would be more than happy,to have it. Up until June 1, 1983, the
people‘ of New Jersey were  paying a $42.00 charge toi'sub51dlze the
~ losses in the residdal'market.- After June 1, 1983,  that charge was
ihﬁreésed to $75.00 a car, to sub51dlze ‘the losses in the re31dualv
" market. Do you accept that as a fact, or not? R

- MR. GIBSON: I accept that as a fact, yes.

o ASSEMBLYMAN ADUBATO You accept 1t as a fact, for the_
'record. ‘Thank 'you. S L

MR. GIBSON: Okay.

‘ ASSEMBLYMAN  THOMPSON: AsSemblyman‘ Adubato,r,there ~ is
something I don't understand. What is the-- . o
ASSEMBLYMAN ADUBATO: Excuse"me, Assemblyman Thompson.

" You'll have your chance. ‘ » _
, ASSEMBLYMAN_THUMPSON: - Well, you're using jargon -- I'm a
lawyer; and I don't understand what you're saying. You are using the
terms policy constant and residual market. 1 would like some
definitiohs. If 1 am going to 51t here 1ntelllgently, I want to know
what you are talklng about.. S

ASSEMBLYMAN ADUBATO: Assemblyman Thompson, 1 apologize. I'm
'SOfry-you-don‘t know what these terms are, but it took me five years to
learn them, so don't feel badly. ‘The residual market, Mr. Thompson, is
the assigned risk. I know how frustrating it is, Assemblyman. The
" constant is a name; it doesn't mean anything. It's a subsidy that the
companies take under the guise of a constant, to Hide from the public,
regardless of who implemented it, that they are subsidizing the bad
drivers in the.aSsigned risk. It's that simple. 1s there any other-
question you would like to ask?

'ASSEMBLYMAN THOMPSON: No, thank you. | |

"ASSEMBLYMAN ADUBATO: ~ Mr. Gibson, on January 1, 1984, what
_w1ll ‘happen in New Jersey in your transitional plan with the JUA, as it
applies to ellmlnatlng the assigned risk and converting to the JUA?
What will happen? | | v o

MR. GIBSON: Well, after Jasnuary 1, 1984, there 1is .no

‘assigned risk plan, at least for those eligibie for the Association.
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ASSEMBLYMAN ADUBATO: © Excuse me and, again, beapvwith,US.

;a Thls is for public consumptlon.. There'ia'no’mbre'assighedvrisk blan;

h at least for those ellglble. , Hould you please explain what that
means? 1 th1nk I know what you mean, but I would like you to explaln
it. .

- MR, 'GIBSON There -are some commetc1ad vehlcles and that type

~o of risk for whlch there will st111 ‘be -an 3551gned risk. plan, ‘but for
-~ most -- : '

| ASSEMBLYMAN ADUBATO: No, 1‘ didn t mean that;’ I am not
‘ a'talklng ‘about - commerc1a1 veh1c1es. I am only talk1ng about the prlvatef
'passenger market; that is all I am talklng about. '
MR, GIBSON: All rlght, and that is what 1 am talklng about .
1 Just wanted to make it clear. ‘ ' .
| ASSEMBLYMAN ADUBATO: Are youisaying'thefe,hill,be no more
assigned risk? : , | o |
| MR. GIBSON: = That's rlght.‘
- ASSEMBLYMAN ADUBATO: .~ 'Will people stlll be 1nsured by the
-3551gned risk after January 1, 19847 _ ‘ ,
MR. GIBSON: Untll thelr p011c1es ‘expire.
vASSEMBLYMAN ADUBATO: Unt11 their pOllCleS explre. Does that .
mean that if a person had a pollcy date of December,1, 1983 and had a
clean record, no points, was an adult in Merristowh, where more than
_ohe-thifd of those peopietWith a good record are in the assigned risk
-- in Morristown, in Morris Cpunty ?—,does that mean that those people .
in Morrieitounty thatfhaveean'anniversary date of~Deeember 1 who are
paying 30% - more for,Vcoliieion,v,will continue',tae pay - 30% more for-
collisian in. Merris County _Until their policies ‘become due the
follow1ng December of 19847 1Is that a fair statement? ‘ '
MR. GIBSON: Yes, sir. = -
 ASSEMBLYMAN ADUBATO: Thank you. Could you please help us,
andjcorfect me if I‘m»k;ong? deay,vremembering all the expertise on
the JUA'ahd the eXpert actuaries whe“analyzed,‘as’you said, A-1696 for

n'over a year, and' studied 1t for over a year -- in that year did anyone
talk about the t:onstaht’7 e _ ‘ : _
MR. GIBSON:  Not on  the Board of Directors of the
Association. S |
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ASSEMBLYMAN ADUBATO: Okay. I'm talking sbout the Board of
Dltectors, of course. | A o T e

'MR. GIBSON: Because the constant-- :

ASSEMBLYMAN ADUBATO:  (interrupting) Thank you. I1'm just
asking the question, did'anyone talk about it, that's all. l am not
 saying there is anything wrdng; Just did anydhe talk about it. Was it
“ever discussed with members of the inSurancé ~industry? -

'MR. GIBSON: Not with regard to the Association.
ASSEMBLYMAN ADUBATO: I am not talklng about w1th regard to
‘>*anything. Was 1t ever discussed in any way? - ' :

k © MR. GIBSON: 1I° m sure it was dlscussed by lots of people in
the insurance industry.' : o - ,
| ASSEMBLYMAN ADUBATO: 'In that way, help us. For what purpose
was it discussed? R L

MR.»GIBSON: You see, you are talking about something 1 ‘am
not directly involved with. I have nothing to do with the rate-making
mechanism of ISO or Continental. bi o _..

ASSEMBLYMAN ADUBATO: Mr. Gibson, you're absblutely,.right,
and I don't mean-- Again, let me clarify this for the record. I know
'you don't have anything to do with the’rate making, and I know that you
have an obligation to deal with what you have to keep sohethiné whole. -
I know that; I understand that -- totally understand that. 1 think
'every'member of this Committee, bélieVe me, understands that. That is
not your obligation; you have to deal with what you have.

MR. GIBSON: Yes, sir.

ASSEMBLYMAN ADUBATO: The purpose of this hearing is simple,
-and that is, to try to determine why, for whateVer reason, you did not
have what you needed, which was provided byllaw, statutory law, by
common decency and by fairness. 1 am not attacking anybody§ I am only
.tfying to find out why you had to come into this fbr'$90.00, when the
-law said -- and it is interpreted by more thah just our counsel, I want-
you to know that -- that you were not supposed to ask for a penny in a
RMEC the first year. h
k MR GIBSON: No, sir, you're wrong, Mr. Chairman.

ASSEMBLYMAN_ADUBATO: I'm wrong?

MR. GIBSON: VYes you are, sir. It grieves me to have to tell

you this, but you're wrong.
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ASSEMBLYMAN ADUBATO: Well, I'll give you an opportunity

’:[later to show me where I'm ‘wrong. -I've been wrong before, I have made

: mlstakes, and 1 would be very happy to listen to you.‘ 1 also want you :
yto know that if I'm wrong, the Chief Counsel of the State is wrong, the

dPubllc Advocate 1s wrong, the Attorney General is wrong, the Governor

:'u:f1s wrong, the Assembly Speaker is wrong, - the Senate Pres1dent is wrong,

5we re all wrong, and you 're right. I would accept that absolutely.’”
Jf}l ll glve you a chance a l1ttle later to explaln ‘how we are all wrong_
and you re r1ght. » ol

MR, GIBSON:  Thank you.;" I

 ASSEMBLYMAN ADUBATO: You're welcome. Let's talk sbout the
constant., I'll say it agaln for clarlty Do you accept the fact that»
. the constant 1s a subsidy for losses in. the re31dual market? Do you
agree with that statement7 I ll ask you. agaln for clarity. A

_ MR. GIBSON: . At the tlme 1t was 1nst1tuted that was what 1t
»was intended for., e , o : ‘
’ ASSEMBLYMAN ADUBATO At the time it was instituted? Nhat
has changed? - . | e T ,
MR GIBSON “Probably the amountvthat”would be-necessary has
,changedrb v ' : o '
ASSEMBLYMAN ADUBATO: In other words, they need more money'7
MR, GIBSON: . Very likely. : o \
v 'ASSEMBLYMAN ADUBATO: They JUSt got more money. We just paid
them another -$110 m11110n on June 1, don't you remember? Are you
jsaylng now, before us today -- and you 're not an actuary and you told
me you are not - involved with rate making -- but; now you're telling me
that they probably more than llkely need ‘more money. I am getting
: confused. Now, if you are an authorlty on that too, I'11 listen.
, MR. GIBSON Then let me try to brlefly explain what I mean.
rFlrst of all, even at the t1me that these so- called "pOlle constants“
- were approved they were for amounts whlch would appear on the record
tovhave been opt1m15t1c in the;r assumpt10ns,_opt1mlst1c on the low
side. Now, again, I am not ‘an actuary{ o |
| © ASSEMBLYMAN ADUBATO:  Wait a minute, that is your
~assumption. Isn't that what you said, 'that that is an assumption?
© MR. GIBSON: I think if you read the record of the

Admlnlstratlve Law Judge hearlng last year--

22



ASSEMBLYMAN ADUBATO: I know what it was.
MR. GIBSON: -- on the losses of the Auto Insurance Plan, you
will flnd--' o , _
ASSEMBLYMAN ADUBATO: 1 know what it was, I.know what he
- recommended, and I know what the Commiésioner agreed to.
» '  MR. GIBSON: Yes, sir, it was less than the Adminiétrative ,
Law Judge‘recbhmended ~ Now, your question is a legltlmate one. I feel

- ;as frustrated as you do about the way these ‘things work out.

ASSEMBLYMAN ADUBATO: I am not frustrated, forgive me. You
may be, but I'm not. '  I ) . ; '

'MR. GIBSON: Well, you seem to be frustrated. S

ASSEMBLYMAN ADUBATO: No, I am totally not frustrated. I am
so happy today, you have no idea. o } '

; - MR. GIBSON: 1 withdraw my suggestion that you may be
frustrated. | ' '

ASSEMBLYMAN ADUBATO: Thank you.

_ MR. GIBSON:  Personally, I am somewhat frustrated, as a
citizen-- ' ,

ASSEMBL YMAN ADUBATO: -1 can >understand your frustration,
'-totally understand it. ' ' ' |

MR. GIBSON: --as a citizen of New Jersey, as a member of the
insurance industry, and as someone gropihg to try to help, and I
sincerely mean this that I ah trying to help develop a mechanism in New
Jersey thét will be better for everyone involved. It is frustrating to
always be working with moving targets.

Now, how is it that if on the one hand certaln dollars seemed
to be adequate in June, or a year and a half ago, how do we come up
with these huge projections today? You do not have to be an actQary to
undersfand that what the actuaries are doing is, they are looking at
next year's anticipated numbers, which is not necessarily the same as
vlooking ét 1982's exact numbers. They have brojected losses and they
have projected anticipated costs for 1984, to the best of théir
ability, which may be limited, and they have said, "This is what we
think the shortfall will be for the Association, "based bon what we
have," and then they figured out a RMEC. | |
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‘ . Then we get 1nto thlngs llke pOlle constants -and all. We do
not have anythlng to do with the policy constant . You asked if that is
a subsidy for the auto plan, and I told you it was intended to be at
the time it ‘was approved - Then you asked, "what has changed’" and 1
© said it is probably not enough “' S
ASSEMBLYMAN ADUBATO Oh,;but it_iststill’a subsidy,sthat is
» all I meant. B S T T N
MR, dCIBSUN:’: Well, that is what it was intended for,
certalnly.. ‘ ) o o i
| | ASSEMBLYMAN ADUBATO: rhank you. That is all I meant. I am
1not talking sbout the dollar amount B T
MR. GIBSON: Okay. v _ o . ,
. ASSEMBLYMAN ADUBATO: It's still a subsidy for the residual
market?v T v ' ' o : |
|  MR. GIBSON: Sure, okay.'“a | _
ASSEMBLYMAN ADUBATO: ALl right. So, therefore, when a
, company that functlons today in New Jersey has a bottom law of profit
‘and loss, that is determined by both,the residual portion of that book
of business and the yoluntary portion of that book of business. Do you
" accept that as a fair 'statement? - ' ‘
~MR. GIBSON: Yes, sir. |
ASSEMBLYMAN ADUBATO: * Come January 1, 1984, in an act that we
passed jointly, unanlmously, with every elected off1c1a1 in this State
voting "Yea," and with the Governor of New Jersey expoundlng all the‘
v1rtues that this leglslatlon provided as it applles to equity, the
bill - that was . studied for a year -- does everyone in the JUA
understand, do you understand, that"as'of'January t 1984, there 1s no
“more assigned r1sk, that 1t is a tran51tlon that will be wiped out in
the next twelve months, that they don't have the exposure anymore, and
that the voluntary business is' the only th1ng that will remain in a
company s proflt and loss prOJectlon7
MR, ‘GIBSON: Yes, sir. L
ASSEMBLYMAN ADUBATO: : They all. understand that?
jMR. GIBSON: Well, you have 200 companies doing business 1n
"‘New Jersey, but I assume that most of them do. My company understands
that.
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 ASSEMBLYMAN ADUBATO: Do you think that you should receive
. $165 mllllon, roughly, in the voluntary. portlon of the business in New
Jersey, without having to pay any claims for that money’

MR. GIBSUN' ‘In a vacuum, if you are recelvlng $165 m11110n
- for which you have no obllgat1ons, you probably shouldn't recelve 1t
ASSEMBLYMAN ADUBATO: You probably shouldn't receive it? I”p
,‘agree with you, because that is- not the Amer1can way. With all this

: study, with all this expertise, w1th some people, I understand, maklng o

six figures in income, which is a level of success in our society to
show the expertlse, no one questioned the fact that come January 1,
1984 the insurance industry of New Jersey will be receiving $165
mllllon, without any accountability of a value exchange for any claims
in that maney, and no one ~-- no one -- discussed'that7‘ No one ever
said, and I am 901ng by ypur testlmony -- no one in that whole year
ever thought that maybe this was wrong? ‘ ”
. MR. GIBSON: Assemblyman Adubato, 1 said that in our capacity

as a Board, we did not discuss the policy constant. Obviously, the
insurance people have discussed it. Obviously--- o

ASSEMBLYMAN ADUBATO: = Wait a minute, excuse me, sir. You °
.vknow, I realize you weaf more than one hat and, for the record, . you
kéep'referring to the fact that the insurance pepple discussed this.
Now, 1 know you are thé Chairman of the Board of the JUA. In another
capacity, aren't you a.SeniorkVice President, or a Vice President of
Continental Insurance Company? ’ |

MR. GIBSON: Yes, I am. | . |

'ASSEMBLYMAN ADUBATO: So, you are part of the people you are
talking about, aren't you -- the insurance'companies?
' MR. GIBSON: Yes, sir. - ,

ASSEMBLYMAN ADUBATO: Oh, 1 was confused, because you kaep
referring to those pepple in the insurance companies.  Just for the
record-- o , o T
' ‘MR, GIBSON: (interrupting) I understand, but I think I have
tried to make it clear that I don't want to have my comments as a
member of the Board of Directors interpreted as,being on behalf of
Continental. I would be glad to speak on behalf of Continental, if you

want to know what Continental's approach is, I am not trying to hide
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anything I am JUSt trying to say we are here responding to the problem .

~ we have faced, all the problems we have faced, and we have had a lot of
~them. » P o B :
| v-.ASSEMBLYMAN ‘ADUBATO- Thank you, sir. Dealing with the
, conStant;‘and 1 thank Mr. Nelson Ealey for his patience 1n~51tting
. ‘thereQ—, Just for the record, a couple of weeks a8go, 1 believe you
'1rece1ved a request from our office asking for a- biographical aketch,
“fbackground on Mr. Ealey, because we wanted to know - something about
him. I understand you were on vacation, ‘or ‘you were on a bu51ness
trip, or whatever, and were unable to comply w1th that request. 1
'ﬁould appreciate it if sometime in the near future we could know
'f:something about Mr. Eaiey and his background.‘rNOt'for any reason, but
we would like to know so we can be more»familiar’with Mr. Ealey.
MR, GIBSON:  Sure. ,I_assurevyouvthat'I was not making an
_effort to hide. The letter I got, by the way, ssked for his history,
“my history, and a .lot of other things. "I certainly would have
',responded to it as soon as I. got back from by business trip, except
that I got back and found out we had already been memorialized by the
:wLeglslature and were coming here ' So,'we are here prepared to answer
’vany questions you may have. . | . - .
ASSEMBLYMAN ADUBATO: Good, let's start those questions.
What is your background? ' o - -
MR. GIBSON: My background as a child was not too unusual.
' ASSEMBLYMAN ADUBATO: I'm .talking about your business
' background; and any wisevremarks you want to make will not be accepted.
‘ | MR. .GIBSON: My business background includes experience as a
~claims ‘adjuSter for two different insurance oompanies,f'a number of
‘'years in Chicago with the American Insurance Association--
" ASSEMBLYMAN ADUBATO: Let me help to expedite this. 1 feel
bthat I can make assumptions NOW. »Ybu»are; as we stated before, a Vice
Pre51dent;of Continental Insurance Company. . -
MR. GIBSON: That is correct.
ASSEMBLYMAN ADUBATO: = Was' Mr. Ealey ever employed by the
Continental Insurance Company7 : ' ’ ' |
MR. GIBSON: Yes, he was at one time.
ASSEMBLYMAN ADUBATO: When'7 How many years ago?
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MR. GIBSON: From November 1, 1978 untll August 8, 1980. He

was employed in Glen Falls, New York. . : ‘
ASSEMBLYMAN ADUBATO: As an employee of Continental?

MR. GIBSON: Yes. | -

ASSEMBLYMAN ADUBATO: Thank you. That is just a coincidence,
I know, for the record. Mr. Ealey; 1 will not talk abaut the
television'interview, but it has been alluded to in an interview,vby a
-newspaperman, that you said the JUA really needed $200 00 to be whole
the first year. Did you make that statement, sir?

NEL S ON D. EALEY: No, sir, I did not./ .

ASSEMBLYMAN ADUBATO: Would you tell us the statement you
made?4 I am only going by what I read in the newspaper. Is it accurate
or not? ‘ '

"MR. EALEY: I did not make any statement like that,‘so I do
not know specifically what discussion that may have transpired in.

ASSEMBLYMAN ADUBATO: I'll accept that. "In another article,
you are quoted as saying, and it's really -- I won't call this a quote,
'although they say you said this. Nelson Ealey, Manager-pf the JUA --
and manager, for all of us to understand, because we have not had the
opportunity to talk to you, or meet you, or to really understand -- the
manager is the guy who is the day-to-day functioning person handling
the JUA. You are responsible for the day-to-day operation. Is that a
fair statement?

- MR. EALEY: That is a fair statement.

ASSEMBLYMAN ADUBATO: Okay. It says: Nelson Ealey, Manager
of the JUA, said he did not know why his organization asked consumers
to pay twice for the same insurance service. Do ypu ever recall making
that Statement to the Associated Press? ’ ‘

MR. EALEY: No, ‘I don't remember that one. v

ASSEMBLYMAN ADUBATO: Okay, I'll accept that too. Mr. Ealey,
I know you are new to New Jersey, I think you are new to New Jersey.
How long have you been in New Jersey, may I ask?

MR. EALEY: Since September 19.

ASSEMBLYMAN ADUBATO: Of this year?

"MR. EALEY: VYes.
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, _ ASSEMBLYMAN ADUBATO: Okay. I'm sorry you came into this hot

bed. 1. really have nothlng much to ask. you, except that these commentsk

| in the media, I must. tell you,' were wrltten by two of the most
competent reporters in New Jersey -- by two reporters who have a track
record, for whatever it is worth of reportxng, most of the time -- I
won't say all of the t1me 4f most of the time, extremely %ccurate
"stor1es. They are two well respected reporters. “That is why I ask you
: this. They are entitled to thelr perceptlons,, ‘and they ‘may "be
.dlfferent ‘than mine or yours. But, qu1te frankly,,hav1ng been the

B target of these two gentlemen, I know they do thelr homework, and -

hfthat's why I am not .going to questlon that you deny ever maklng these
'statements. But I want you to know that these people have been around ,

" for a long time. That's all.

In really talklng about the operatlon of the JUA 1 do not
want to get into the time frames, I really don't. I don't think that
would serve any purpose. Ne will get into it later, in the 'next
session of this Assembly. nght now, 1 am. 1nterested in the constant,
wh1ch is very 1mportant, the surcharges, the equallzatlon charge, and
the fact that the JUA, by its own filing, is contradictory. to any
reasonable person who wants to read 'it, and that's sad. That's all I'm
saying. ‘ ,v‘ ‘ |
‘ I appreciate your coming, Mr. Gibson. _

MR. GIBSON: Mr. Chalrman may I have a moment?
ASSEMBLYMAN ADUBATO. Sure, I wlll be happy to llsten to
anything you have to say, Mr. Gibson.

MR..GIBSON Well, the Resolutlon is couched in terms that
there is a concern as to whether the Assoc1atlon is going to meet its
obligations to be in business by January 1, 1984. That part of the
Resolutlon gave me more trouble than the other parts, because I want to
.:tell you, a lot of people have put in a lot ‘of hours working on getting
‘f‘thls ready to go. I can assure you that the Association will be in
business on January 1, 1984 and, in‘fact, the last thing‘that Mr. Ealey
was sable to tell me this morning was that we have alreadyhdeposited
$11,000 of premium money‘trom applicants to.the Association. This has
nalready been transferred into our central account From‘a couple of the

- service carriers who have already managed to get. up and running and
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receive appllcatlons for pollc1es effectlve on and after January 1. 1

trust you . recall that there is a portlon of the Resolutlon “that
‘specifically questlons-— ’

" ASSEMBLYMAN ADUBATO: I wasn't g01ng to get 1nto that° I was
e901ng to save you from that, but I will now get into it.

MR. GIBSON: Okay.

ASSEMBLYMAN ADUBATO: Do the insurance agents of New Jersey '
fﬂhave ‘a rate structure today, to charge a premium with the JUA’

MR. GIBSON: There is one avallable, we are in the process.
He know ‘some of them do, because some of them have taken appllcatlons
and have collected premiums. - .

: ASSEMBLYMAN ADUBATO: 1 have not seen one. I have received
many, many, many complaints from agents all over this State, and I have
yet to meet one who has received the information.

MR. GIBSON: Mr. Adubato, the rate level--

ASSEMBLYMAN ADUBATO: (interropting)‘ And, there are quite a
few agent groups here. ‘ R o

MR. ‘GIBSON: The rate level that we, as an,Association, are
required to use is that filed and approved by ISO0. :

- ASSEMBLYMAN ADUBATO: Yes, and are you talking--

MR. GIBSON: That was accomplished on November 177

‘ ASSEMBLYMAN ADUBATO: On the sixteenth. It was in the
‘newspaper on the seventeenth I believe.

MR. GIBSON Which means that we, obv1ously, did not have a
legal rate level that we could even begin to provide until after that
- date.

ASSEMBLYMAN  ADUBATO: Well then, are we saying that
statutorily -- as 1 interpret the statute we wrote, the rates in the
JUA must be the'same as the rates in the voluntary market for the
largest filer, which happens to be 1507 |

~ MR. GIBSON: Yes, sir.
-ASSEMBLYMAN ADUBATO: I don't believe it says ISO,anywhere in
the bill. | - | |

MR. GIBSON: Well, 1 understand, but we know what we are
talking about, right? We're not--
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» ASSEMBLYMAV ADUBATO 1 don t know 1f we do, T want to make

~ sure. What I am asklng you 1s, when ‘150 -- meanlng that you must be
closely jdentified with ISO -- f;led,,those rates_lncluded‘the $75.00
subsidy that goes to the residual market, isn't théi a fact, for two
million profiles in this State? '

MR. GIBSON: 'Appatently. . , | S

ASSEMBLYMAN ADUBATO: Oh, apparently. *Do‘you‘knoW'soméfhing
-1 don't know? Apparently means you are not ‘sure. ’Let“me'helo‘you.

‘ ~'MR. GIBSON: 'I‘'am not sure. ‘ ST

ASSEMBLYMAN ADUBATO: Well; do you know_anything‘eléé than
“ that? S | , ERRR EERRT
© MR. GIBSON: I am told by ISO that they have justified the
- rate level they flled, without any reference to policy constant. Now,
~ that is an IS0 rate f111ng Please don't ask me to defend an ISO rate
filing. , , TR o ' |
, ASSEMBLYMAN ADUBATO:' Are you making a statement for IS0? I
didn't ask you to defend it. You just made the statement. |

MR; GIBSON: No, no, 1 sald I am told that they have filed a
rate filing that they feel--

ASSEMBLYMAN ADUBATO: Who told you that, sir?

MR. GIBSON: 1 asked someone at ISO.

ASSEMBLYMAN ADUBATO:  Who? kWasolt John Kohler, the Chief

Actuary? S | o o
~ MR. GIBSON: 'No, no. It was probably Chuck Schader, their

General Counsel. : - :

ASSEMBLYMAN ADUBATO: Their General Counsel, you asked Chuck

Schader? “ ‘ ‘ o PR 7

MR. GIBSON: Yes, this was'in conversation. .

ASSEMBLYMAN ADUBATO: What did Chuck Schader say to you?

MR. GIBSON: He Said they believe that their rate level has
2"been justified, without reference to Auto Insurance Plan experience.
Now, please don't ask me to justify somebody else's f111ng What I can
tell you is this. = We are statutorily required to use whatever that
rate level is{ ~If that rate level were lower by $75,00 per car, the
residual market equalization charge we would have had to file would

have‘been higher by some amount, not that much, but by some amount.
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‘ ASSEMBLYMAN. ADUBATO: You're 1081ng me.  What are you
saying? What would have been higher? o o
MR. GIBSON: The residual market equalization charge.
ASSEMBLYMAN ADUBATO: If what? , |
; MR. GIBSON: If. the 150 rate level were lower.’ In other
words, 1f they had filed-- ‘ RN .
-ASSEMBL YMAN ADUBATO!I We are not talklng about . rates, we are -
~not talklng about structure. 'You know, let me help you. I know you're
an expert, but let me help you. We are not talklng about the rate. We
"kare ‘talking about the fact that that is part of the premium structure,v
and that premlum is collected by the insurance. companles.
| MR. GIBSON: Yes, sir. It's also-- o
_ ASSEMBLYMAN ADUBATO: Would you please allow me to finish a
statement? ' I'm trying to help you.,'we'ra not talking about'rate;v
we're talking about pfemium. We're saying that in spite of the fact
that you said it is a subsidy for the residual market, in spite of that
‘comhon'understanding -- it's obvious, it's common, it's,no‘secfet‘—-
“the voluntary market is still collecting that premium. I am not saying
they should not collect it. I'm saying it belongs in the JUA. Don't
" you understand that yet? . | ' '
MR, GIBSON: Oh, I understahd what you're aaying, but that is
not what the law says. v ‘ ,
‘ ASSEMBLYMAN ADUBATO: = 1 know what the law says; we drafted
- the law. What we asked you was for one year. You see, I am a
believer. I'm a believer that people should do things, not because the
law’mandates'it. 1 have heard all my life how government intefference,
the bureaucracy, stymies business and stymies competition. My God,
~we're talking about common decency, not the law. If you want to talk
about the law, you're right. That‘s why we're here.  That is why this
Legislature passed the law that says you can't keep it. It is in the
Senate, and it is going to be voted on tomorrow. But, not-because we
want to. "It's because you said, "It's not in the law."
MR. GIBSON: That's right. |
ASSEMBLYMAN ADUBATO: Thank you. Now, Mr. Gibson, before you'
leave, on your plan of operation I have two questions to ask, that's
all. One, when you set up your plan of operation -- it was approved

- when?
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MR. GIBSON: In July of this year.
- ASSEMBLYMAN ADUBATO: July 17
MR. GIBSON: What was the approval date’
ASSEMBLYMAN ADUBATO Wasn't it submltted July 1?
MR. GIBSON: It was submitted about July 1, yes.
ASSEMBLYMAN ADUBATO It was approved with the adendments
lthat include 3981 and how they apply - Assembly Bi1i 39817
 MR. GIBSON: Yéé,;we have amended 1t a few t1mes.
ASSEMBLYMAN. ADUBATO: Dealing with the senior c1tlzens7
~ MR. GIBSON: Yes.. ‘ o K o
~ ASSEMBLYMAN ADUBATO: okay.:“lhfihaf-pién'of‘abérétiéh"ybu |
‘submifted; and the Board unanimously voted and approved, an expense
factor of 11.5%? | | o
MR. GIBSON: Yes, sir. | o | |
ASSEMBLYMAN ADUBATO: Included in that expense facfdr are the
surchafges that are given tb you, without, as you agree, ahy expenses
to the JUA in'collecting those surcharges, except to get a check from
Motor Vehicles. Whether it:be $40 million or $180 million, it doesn't
‘make ahy difference, yoﬁidid ﬁo£ cplléct it. And yet, I'm consted,i
about how the JUA can charge '11.5% for receiving a check as an
expense. Could you please help us understand that? :
| MR. GIBSON: Yes. What you are referring to is the means of
compensating the service carriers for their expenses in administering
Association business. In other words, the statute specifically assumes
‘that we would contract with a limited number of insurance companies to
pfovide for thé»issuihg of the policies, the endorsements, the claims
and all of that. So, we have contracted with insurance companies to be
'service carriers. ’
ASSEMBLYMAN ADUBATO: Forgive me. Does the statute tell you
to take 11.5% of somethlng that is not con31dered a premium anymc:re‘7
"MR. GIBSON: " Mr. Adubato, you-- '
‘ASSEMBLYMAN ADUBATO: I'm asking a question.
MR. GIBSON: You haven't let me finish how they arrived at
this number. j | . ‘. o -_
ASSEMBLYMAN ADUBATO: I .know how ybu arrived at the number.
1 want to know how -- I know how the expenses are calculated. 1 know

why they are calculated; What 1 am asking you is, how did you take a 7
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penalty that used to have a commission on it, that used to’have an
expense charge on 1t, that we have sa1d, because the company said --
“and you weren't here -- maybe you were here then. -I‘th1nk you,told,me

that_youfve been around a long £ime, so 1 apologize. Maybe you were
' here then.’ Originally this was supposed to be collected. by the
”companles, but the companles said -- let me help you == that 1t ‘would

" be. too expenszve for them to collect these surcharges. . If 1 thought

"~ that they were such a great 1dea, instead of charging people‘in the
assigned risk sometimes 150% more fof SDIP six-poiots, or 65% morerfo:
six motor vehicle points -- let me finish -- they said that they didn't.
want to collect the money, end 1 said, "Fine." We said that the State
would collect the money, they would be responsible, and it would be on -
- every drlver s llcense., It would not be a premlum calculatlon, and all
those monies would go to the JUA to. help it reach that no-profit,
no-loss 51tuat10n. -
] There is nowhere in Assembly Bill 1696 that allows you to
rape that money. Now, you show me-- , :

MR. GIBSON: Mr. Adubato, I'm trying to explain what we did
and why we did it, but you apparently already feel that it is somethlng

"like rape. It is not. May I explain?

In trying to arrive at a means of compenseting. service
carriers for the activities that they will have to engage in in
servicing this business, the group that we had looking at it said,
"Nell, probably the fairest thiog_to dovis»to-look'et what the normal
anticipated expense portion of the insurance business  is when these

vcompaniee are doing this in the voluntary market, aside from
commissions and taxes."‘ These kinds .of humbers ~are generally-
available. They are filed and all that. ‘ o
' ASSEMBL YMAN ADUBATO I know what they are. What are they in
Cont:mental‘7 - o ' _ ' N

MR. GIBSON: Probably aboutv11.—something percent. I don't
know offhend, but it is probably around that figure. | ‘
ASSEMBLYMAN ADUBATO: Do you know what they are in State
“Farm. ’ ‘ ‘ v
| ’ MR. GIBSON: I don't know. What are they in State Farm? 7
- ASSEMBLYMAN ADUBATO: I'm asking you. You're the expert.
~ You told me that you know. I want to find out. 1 don't know anythlhg.
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 MR. GIBSON: What I am telllng you is that on an 1ndustry
’average, these numbers are avallable. ,_I_m not countlng,comm1551on.
- Commission is separate. e
| ~ ASSEMBLYMAN ADUBATO: Oh, I know that.

'MR. GIBSON: Okay. IR

ASSEMBLYMAN ADUBATO: I reallze that. :

MR.  GIBSON: So, these numbers are avallable, and we sald‘
} that 1nstead of p1ck1ng a permanent flgure and saylng that we re 901ng
to pay "x" percent,,we said, "Well, let'svpay the companles on the
‘basis of,what‘the normal expense would be in the voluntary market."

| ~ ASSEMBLYMAN ADUBATO: Forget the voluntary market. What are
the expenées approved in AIPS0? . o

© MR. GIBSON: In AIPSO? I don't know, what are they -- 10% or
1% N | AR L e

ASSEMBLYMAN ADUBATO: You don t know, do you7

MR. GIBSON: I don't know. I am not in the rating business.
~ ASSEMBLYMAN ADUBATO: But, you are talklng about rates.

MR. GIBSON: No, I'm telling you-- |

ASSEMBLYMAN ADUBAT0: I didn't ask you ebout rates. - You're
~talking about rates. | :

MR. GIBSON: I'm talklng about our plan of operatron and how
we arrived at that. You haven't let me finish. ‘

ASSEMBLYMAN ADUBATO: I'm not going to let you finish unless
you answer the question. | ‘

' - MR. GIBSON: Yes, sir.

ASSEMBLYMAN ADUBATD The question will be put to you again.
We are not talking about the legitimate expenses incurred. That is not .
.what we're talking about. We're talking about one thing and only one
thing, and I wish you would stick to that subject, sir. ‘

MR. GIBSON: I'm trying to answer that question, Mr.
Chairman. You're talking about the fact that our formula says that
they will be paid this 11%, not only on the commission they collect,
but on the dollars that come in from othér sources. :

_  ASSEMBLYMAN ~ ADUBATO: No, sir. -Let me rephrase the
question. I am only talking about the surcharges that Motor Vehicle
turns over to you. o

“'MR. GIBSON: Yes, which are dollars from other sources.
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- ASSEMBLYMAN ADUBATO: What have you done in- any performance
of work or expenses to collect those” '
~ MR. GIBSON: None. 3
ASSEMBLYMAN ADUBATO: Pardon?
MR. GIBSON: Nothing. | | )
ASSEMBLYMAN ADUBATO: Nothing, but yet you have attached en
11.5%7expense factor. That is my only questlon. o | ;
" Next question. Thank you, sir. Next questlon,-- you' 've
answered the question. , | | : '
MR, GIBSON: There is a reason for that.
ASSEMBLYMAN ADUBATO: You've answered the questlon.
MR. GIBSON: No, I didn't. You asked why.
ASSEMBLYMAN ADUBATO: Mr. Gibson--
MR. GIBSON: You asked why and you haven't let me answer. .
ASSEMBLYMAN ADUBATO: ~ Mr. Gibson, we will be happy to take
anything from you in writing, and we will submit it. We don't have
time. You answered my question.
' MR. GIBSON: No, you answered the question, sir. ‘
» ASSEMBLYMAN ADUBATO: Well, the tape will show that you 
answered the question -- that you've done nothing for that money .
‘Next question: Commissions -- what 1s the commission in your
plan of'operation?' )
MR. GIBSON: Our plan of operation calls for paying 13m on
bu51ness written in the first year, and 11% thereafter. v
ASSEMBLYMAN ADUBATO: Thirteen percent commission'during the
firstv year, and eleven percent thereafter. Is there any residual
market anyplace in this.country that pays 13%?
MR. GIBSON: Not that I know of.
- ASSEMBLYMAN ADUBATO:  Not that you know of. Is there any
reSiduél market in this cbuntry that pays 11%?
~ MR. GIBSON: Yes, sir.
'ASSEMBLYMAN ADUBATO: How many?
MR. GIBSON: The Florida JUA pays 11%.
ASSEMBLYMAN ADUBATO: The Florida JUA pays 11%. In order to
drive legally in>Florida, as opposed to driving legally in New Jersey,
in the JUA, since they'are giving 11% -- everything being equai -- what
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prem1um is requ1red to drive. legally in the hlghest rated terr1tory, in
“the hlghest rated class, in Florlda in the JUA today” o
MR. GIBSON: Well, as you and I both know, Florlda does not
'uhave compulsory insurance, except for personal insurance protectlon.
ASSEMBLYMAN ADUBATO: I'm asklng a s1mple quest1on. How much
"premlum is required to dr1ve legally 1n Florida?: ] o N?; .
MR, GIBSON: " Th1rty-e1ght dollars, 1 thxnk., lsnft;it?_:
~ ASSEMBLYMAN ADUBATO: No, it is $48.80. o
MR, GIBSON- Okay, $A8 00. - S o
ASSEMBLYMAN ' ADUBATO: ’erow, ‘much ‘premium would an
”‘elghteen-year-old, s1ngle nmle, 11v1ng 1n the hlghest rated territory

o in the State of New Jersey, have to pay’ to,drlve legally in New Jersey?

: , MR. GIBSON: 1 believe'youvgave'that number earlier. It was
+ sbout $1900. T e
ASSEMBLYMAN ADUBATO: No, the number in here wes —- it is a
wrong number, by the way. The $3200 that you.told Mr. Miller is a
wrong number too, by the &ay. It is higher. - But, you_know, you're‘
only about $500 off. What the hell 1s '$500 to you‘7 It doesn‘t mean
anything. 1 can understand that. | |

. The p01nt is that the 11 .5% that the agent gets in Florlda is
something that is based on-$48.00 or more. But, the law says that he
can drive legally by paying Jess than fifty bucks. In New Jersey, that
young man has to spend almost $2000 =To] that 1% is-- °

MR. GIBSON: Excuse me. _ ' _

ASSEMBLYMAN ADUBATO: Let me finish. Gee whiz, this is our
hear1ng, not yours. Let me finish. '

MR. GIBSON: But-- . v ‘

ASSEMBLYMAN ADUBATO: You're here at our request, not yours.

MR. GIBSON: But, the $1700 is wrong under that comparison.

, '_ASSEMBLYMAN ADUBATO Wlll you please ‘let me finish, sir?
We're talklng about today s rates -- today's world. Ne re not talking
about what we, in the Leglslature, did that will begin January ",
1984. Now, am I ta1k1ng about the wrong comparison? '

~ MR. GIBSON: I thought you were comparlng our A55001at10n to
"the Florlda Assoc1at10n. ,
ASSEMBLYMAN ADUBATO: - I'm‘talking about today‘s rates.
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MR. GIBSON: Okay. | : |
ASSEMBLYMAN ADUBATO:  So, like somé: other people in your
company, we're 901ng to try to help you compare “apples to apples’ and
oranges to oranges.
So, the comm1551on that you approved is 13% in the re51dual
market during the first year and 11% thereafter.
~ MR. GIBSON: Yes, sir. N P o : o
ASSEMBLYMAN ADUBATO: What doeSVioné percentage mean in
premium. Do you know? ' | ‘ '
" MR. GIBSON: Probably $30 million. . : i
ASSEMBLYMAN ADUBATO: It is $10 million. The three points
"~ are $30 million. You probébly were schooled wrong. The total tbing is
$30 million. | |
| MR. GIBSON: You're right, okay. |
 ASSEMBLYMAN ADUBATO: It is only $10 million. So, what is

o happening here in New'Jersey is that the Board of Directors of the JUA

decided to accept . 11.5% expensesv on the money they. don't have any
. expenses for, and you said that they didn't do anything for it --
- "nothing" was the‘word you used.  And, the agents got an increase from
- 10% that they get today in the residual market to'13%, The companies
and the agents weré the people who voted for this..
- I have no further questions for you. You can say anythihg
you want ahd I'11 listen. : |

'MR. GIBSON: Mr. Adubéto, you never. did let me explain that
cockamamle formula approach that we used in order to set the servlce
carrier fees, which does not pay the service carriers for something
that they don't collect. It was intended to give jthem adeduate
compensation for handling those policies, “and \the feeling was that
since the rate to be charged by the Association is, by law, less than
the Association needs, then applying the percentage only to the premium
‘'would not be fair compensation. So, the approach was to use a formula
that,took.in revenue from other sources. "I don't want to quarrel with
you about that; you can do anythiﬁg you want with it.

As far as the agent's commission is -concerned, the statute
specifically says that the agént shall get no less than what they were
getting before, which put a floor of 10% on it. It said that some kind

37



of con51derat10n should be glven to the unusual expenses of the flrst
:,year. That is what led us to what we d1d.; o :

Eleven percent, by the way, under the formula that we are

A '1xu51ng, and whlch we pay only on earned premlum, and not on where they‘

'get to keep the whole comm1581on if only part of 1t 1s pald, probably
~ works out to no more than the 10% they were gett1ng in AIP. - This was

wﬁg,all part of the Justlfxcat1on for thls approach, and I certalnly see no-

'3reason why these numbers shouldn't be questloned and explored ‘and ;
irevxewed to see if they are ‘too hlgh or too low or too anyth1ng._ 1
“don't mind quest10n1ng about these thlngs.fvy" T CA
o _ ASSEMBLYMAN ‘ADUBATO:  You don't mind? zrine,‘r'ﬁ"glad you
,Zfdon't mind, because we don't ‘mind asklng elther. o
- ,,' ‘I m 901ng to ask you, because I have to, 1s your actuary here
today? b” o - R
MR élasouz I don't think so. : |
. ASSEMBLYMAN ADUBATO: - ”Aiconsultant from AIPSD7
o MR. GIBSON . No, the AIPSO actuary didn't do the bulk of the
: work on this. Th1s was done by an- actuarlal committee that consisted
of people from Pru-Pac, State Farm, Allstate--k :
‘ ~ ASSEMBLYMAN ADUBATO ALl right, who can we. attribute -- in
’;Appendis;~1, page 9 -- when you talk about the Governor's and the
'.-Legislature's bill' that we call the ‘Freedom of  Choice - and Cost4y
;Contalnment Act, where you come up in this f111ng with an estlmate that
g says, these reforms -- now, you're mentlonlng in here, and I want to
- spell that out -- the mandatory'offer of the optional purchase ‘of PIP,
- the mandatory offer of the optlon to exclude all personal injury
‘;protectlon‘coyerage, other than the coverage for medical expenses; --
: that people’have7been forced to buy without getting paid forv1t ---the
" mandatory coverage and offer of the option to reimburse the insured for
~personal injury - protection claims of the. bodily injury coverage
_'settlement of a Judgment. That is called an "offset“ -- a 20 offset.
; That is somethlng I created with: the help of many other -
'vpeople -- "we" created; strike the word "I" =- "we" created. The rlght
- for private passenger ‘auto - insurers to segregate against commercial
Worker's Compensation  or health insurance for. personal injury

vprotection“claimsw--- they are your deductibles. nght7 Mandatory

38



‘offer ‘of the optlon to select a $1500 threshold to apply to bodlly
injury claims and uninsured ‘motorists' claims. : o ,
‘ These are the reforms that you 5ubm1t rn your filing and'sav,f 
"These reforms are estimated to result in a saxlngs of $1D 00 1n the
liability portion of the RMEC." What does that mean?
MR, GIBSON~ What that means 1s, is that . in computlng the
rresrdual market equallzatlon charge, they looked at these and sald,

"Well, what is the bottom line effect of this 901ng to be’"‘ “They -

thought it would save about $10.00 per car on the - residual market -
equallzatlon charge. That is in. addltlon to any savzngs that the

. pollcyholder got in his premium.

~In other words, we're assuming that this is actual addltlonal
>sav1ngs to the residual market -- to all" of the market -- at the rate
of $10.00 per car. R .

ASSEMBLYMAN ADUBATO: I refuse to eVen‘debete‘this, except
that there is a question. When thls Flllng was made, does this mean
that Assembly Bill 3981, which is the freedom of Ch01ce Bill that the
bill Governor signed into law on October 4 of this'year;vthet the
impact of that legislation was considered in your actuary's request for
:$146, which you changed to $907?

~MR. GIBSON: Yes, sir.

v ASSEMBLYMAN'ADUBATO: Can you show me anywhere in here -- in
this file -- so we can communicate -- 1 need your help-- Would you
’ accept as being fair the statement that one, there'are roughly five .
mllllon licensed drivers in New Jersey? o

MR. GIBSON: Sure. » v

ASSEMBLYMAN ADUBATO: Is that a fair estimate,.Mr.'Snedeker?
‘Director, I just want to make sure. ‘

(Direetor ’Snedeker of Division of Motor . Vehicles acknowledges
affirmatively) - o |

'Would you accept the . fact that there are approximately,v
according to I believe 1t was the 1981 figures, 3.5 million insured
private passenger vehicles, as of that date, in New Jersey, and that
1.4 million were'ln the Assigned Risk, and 2.1 million were 1n thne
voluntary market? Would you accept those facts?

MR. GIBSON: 1I'll accept those.
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~ ASSEMBLYMAN ADUBATO: Would you accept the fact that there
‘,were approx1mately 600,000 people dr1v1ng w1thout 1nsurance, accordlng"
to all the public reports, which no one has ever challenged from the "
industry? ‘ S | v . ‘ B
MR. GIBSON: I've heard those numbers. Yes, sir. : .
ASSEMBLYMAN ADUBATO: Okay. ~From 1973, when no-fault was .
' implémented in our State, until this year -- let's’talk-abdut this_year
and last yearv-- excuse'me, are you‘aware that those 600, 000>pebp1e who
: were breaklng the law were fully covered under PIP. if they were in an
accident with another vehicle?" '
MR. GIBSON: Yes, sir. : S
ASSEMBLYMAN ADUBATO: Without paying a premium?
'MR. GIBSON: Yes, sir. | N .
ASSEMBLYMAN ADUBATO: When did you find this out?
MR. CIBSDN: A long time ago. _— e
ASSEMBLYMAN ADUBATO:  Did you ever brlng it to the attentlon ‘
' of anyone 1n this State, an elected office-holder, the Comm1551oner of‘
Insurance, or the Governor? ' ST
MR. GIBSON: - My recollectlon of dlscu551ons, speeches, and
talks before thmittees is that this has been mentioned a number of
times during the debates over whether the No-Fault Law should be
reformed. _ ' ' _ ‘ ,
_ ASSEMBLYMAN ADUBATO: Did you attend (inaudible)‘ NoQFault
Study Commission? : :
~MR. GIBSON: No, I didn't. o
ASSEMBLYMAN ADUBATO: We cannot find anyplacé, anywhere, that .
‘any member of the indUstfy ever mentioned this to anybody. I've been
| here ten years and I have been on the Banking‘and Insufance Committee
for ten years. I have documentation of every hearing that was ever
- held while 1 was here, going back to 1968} and in no hearing at anytime

ever did any member of. any insurance company or filing group, since

- no-fault, mentlon the fact that these people were belng subsidized by

the people who were paying premiums. That is all I can tell you.

Do you know how Assembly Bill 3981 addresses this fact? |

MR. GIBSON: It is my understanding that Assembly Bill 3981
provides that anyone who violates the law by not binng insurance wili»

not be eligible to collect.
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: our word.

ASSEMBLYMAN ADUBATO W1ll not - be ellglble.v;Did yourread'the

’blll or is 1t JUSt your understand1ng7

 MR. GIBSON: I have not read that entire blll- :
ASSEMBLYMAN ADUBATO' - Okay, that is fair. So, you'll accept

-MR. GIBSON: Yes, 1 belleve it. SO e S
’ ASSEMBLYMAN ‘ADUBATO: (cont1nu1ng) e that ‘on January 1,".. -

131600 UOD people who are now covered for un11m1ted med1cal expenses -
ﬁ»'ytotal -- $10 mlllxon, $20 mllllon, whatever -- wlthout paying a premlum
'~.-- w111 no. longer be covered in New Jersey. y;;os;rx;,'_fﬂ; :

MR. GIBSON Yes, 51r. a

ASSEMBLYMAN ADUBATD All rlght. Do you. accept the fact that
the average premlum in this State is- about $1357

"MR. GIBSON' Yes. . IR .

ASSEMBLYMAN ADUBATO I'm not too good at math, but when you

’multlply 135 by 600 ,000, I th1nk 'you come out Wlth $81 mllllon. If

those ‘people were buylng insurance and paying a premlum, that is what

they would have to contrlbute to that -- $81 m1111on in premlum. .

MR GIBSON But-- : :
: ASSEMBLYMAN ADUBATO Let me finish, please. When you‘talk
about the threshold, are.you aware that Assembly Bill 3981 also says

" that - ‘these people cannot'sue‘if'an insured person strikes them, and
that person is at fault, unless they have accumulated over $1500 worth ’
of doctor 's bllls by 1aw7 ’ ’

ASSEMBLYMAN ADUBATO ~Are you. aware of the statlstlcs from'

« the 1ndustry --and I won't name the companles - that show, and it has
jbeen said repeatedly, that 1f you went from a $200 threshold to a $0

threshold, you would have an 18% increase in B. I., or $42.00, and that

- if you went from a $200 threshold to a $1500 threshold, the average
'sav1ngs would be another $50 00? So, if you go from $0 to $1500, is 1t
‘reasonable to say that - that is worth $92. 007 -

~MR. GIBSON: Yes, su.f. L -
ASSEMBLYMAN ADUBATO - Now, ‘when you multlply the 600,000

‘people by that $92 DD premlum, and those people now can't sue, you come

up with another $55 million. So, if you add the $55 million to the $81
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: ”s[?J:Protectlon, &nd now they do U"der A- 39917

‘million -- and I'm not going to include the fact that Assembly Bill
: 3981 also ellmlnates motorcycles which have always been covered wlthout‘
v pay1ng a premium -- isn't that a “fact?

“MR. GIBSON: Yes, sir. R R
ASSEMBL YMAN ADUBATO vIsn t it also a fact that commerc1al
'tcarrlers,_when they hit a pedestrlan, never ‘paid a premlum for that

MR. GIBSON" Yes, 51r. B S -
| - ASSEMBLYMAN. ADUBATO:  If  you Just takev'the premium
"ﬂ»calculat1on_ﬁ;-_ and 1 am not saylng or suggestlng to you - thatQ
u>that necessarlly translates very much of a cost conta1nment or sav1ngs,
because it is premlum -- I'm told by the industry experts that for
1every prem1um dollar, you pay sixty cents in claims. Thirty cents are
 for expenses and commissions’ and 10W“-- I don't know what it is. 1
don't see any label for 1t., ' .

The polnt is that none of these calculatlons 1n that cost
vconta1nment are represented in this filing. 1Is that a fair . statement’
MR, GIBSON No, sir, 1t is not a fair statement. »
ASSEMBLYMAN ADUBATO: = Then help me. ’ '

MR, GIBSON: 1 will. B
ASSEMBLYMANvADUBATO:;.Show me where it is.v What'page is. it
. MR. GIBSON:-‘Sir,,the'cost,savings-yoo’arevtalking about --
- our actoaries‘haVe to assume they will be made a part of'rate fllings
“for JUly 1. 1 certainly hope they are The rates will reflect these
'ysav1ngs to a ‘degree. ‘ T B '
The $70 mllllon or so that are pald in PIP beneflts, or that
may be reflected 1n the PIP: beneflts to people who are uninsured, are

'comlng out of the Unsat1sf1ed Clalm ‘and Judgment Fund. That can't

. translate into sav1ngs for: the New Jersey: Automoblle Full Insurance,

'.'Underwrltlng Assoc1atlon 4Sure, the people in looklng at this =---and I
~ never want to have to defend- abtuaries computations -- but, I'm trylng
, to explaln how they explaln how . they get where they are. Then you can

vargue about the numbers later. , o - | '

But, they were in no p051t10n to say, "Well, none of this 1s

going to be~reflected in the rates.", We assume it w11l'be reflected 1n
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~ the rates; So, we'rertalking about, in additiOn to any rate savings
~ that might come about, another $10 00 per car for the. whole State in
savings for residual market equallzatlon charges that can be allowed. -
That is all that talks about. : : ‘ _ ,
ASSEMBLYMAN ADUBATO: 1 am not going to. conment'son what
. you've sa1d, except to ask you one very last. questlon.;‘You‘saia-yuqu¢ .
- been in New Jersey for quite awhile. S uf
: On April a, 1983, recalllng that a JUA b111 was s1gned 1nto
law on February 10, when were you gppointed to the JUA?
' MR. GIBSON: I was appointed somet1me, 1 guess, between
February 10 and Aprll 4. Wasn't April 4 our first meetxng date of our |

L Board?

* ASSEMBLYMAN ADUBATO: Roughly.
~ MR. GIBSON: Yes. o | |
ASSEMBLYMAN  ADUBATO: ' Yes, | ‘you' re probably right.
. C01nc1denta11y, it was the same day as this press release -- April 4.
' MR. GIBSDN Is that the Governor s press release?
ASSEMBLYMAN ADUBATO: No, it is from Mr. Joseph Murphy. =
MR. GIBSON: All I could see from here was the top.
ASSEMBLYMAN  ADUBATO: = That is all right. = Give him a copy.
We have plenty of copies for euerybddy. Give him abcopy of the press
release. E 4 _
+ 1 will not go over the whole press release, but ‘I want to
know how you feel and what ybur_thbughts were, being that you were
officially at this time either already part of or certainly aware of

- what the JUA was going to do. I mean, the bill Was passed, right? So,

as the Vice President of Continental, whether you were in the JUA or -

“not, I'm sure you were concerned about what was happenlng in. New
Jersey. ' ’
MR. GIBSON: - Very concerned. » ‘ ,

 ASSEMBLYMAN ADUBATO:  Fair statement. This press release
saYs, andiwe're talking about the constant, and we're"talking about the
fact, as you pointed out, that instead of at the administrative law
Jjudge's request from $44.00 to $58.00, that Commissioner Murphy decided
that "the maximum for full coverage would be $33.00, which is his right

as the Commissioner. " Quite frankly, in the ten years I've been here, 1
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have neQer seen.a retejfihding yet thatjwae not ihflated‘--'just for
the record.v I will‘tell yOu,bif you want to know,eftervthe meeting,
exactly what the bremibms WOuld be for‘ISO"as well as some of the
._independeht filings, if the Comm1551oners of New Jersey ever granted
every rate increase they wanted. ‘ . Y
Comm1551oner Murphy, in talklng about thls on April a, if you
‘read down to the third paragraph, says, ""He .added that the new charge
~ would be effective June 1 and suggested that prompt 1eg1slat1ve action
on cost control could lead to a reductlon or e11m1nat1on of that
’>charge."" ' ' S '

Now, this was prior to Assembly Bill 3981 being signed into

~law -- the cost eontainment, Freedom of Choice Bill, of this State.

~ When that became law on‘0ctober 4, it included the Fraud Bill, which in
this statement says, "It is estimated to siphon off as much as 15% '
the insurance - dollars of. suspected fraud.ﬁ That does not necessarlly
mean that because that is what is 51phoned off, 1t is ‘'going to save, 1n
my opinion, 15%. But, it is a statement saying that this is how much
they feelris siphoned off. I'm not ttying tovsay that one equals the
other, but in addition to that bill, this package was supposed to save
roughly $50 per car.
The Governor's statement and mine and cthers is that the -
- package we passed will save, on the average, $150 per car. Actually,
that is low. - We are not talking about the cost containment and the
cleaning up of the subsidies that the companies never bothered to raise
for whatever reason. It was just as eaey to pass along‘those‘costs
That is why they did. it, in my opinion. -They never had to be creative

or innovative or effective in cost containment. That is my opinion.

Do you agree with this press release -- that that should be
eliminated -- that we have, if the ‘Governor is right and if this
Legislature is right -- that this $33.00 should now be eliminated

altogether, or should it be retained? 1 waht your opinidn.
_ MR. GIBSON: I have a hard time coming up with an Oplnlon
It may be that it should be eliminated. That is the most I can say,
| because I really don't know for sure.
ASSEMBLYMAN 'ADUBATO:  That is very fair, but if it isn't
~eliminated, and it hasn't been eliminated, and it is part of the other
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$42.00, do you think that in spite‘of the fact that we don't have a law

'that mandates that the insurance company take that $75 00 they. are"‘“

going to “be gett1ng start1ng January 1, with no exposure -- do you
think the companies should voluntarlly turn that over to the JUA where
the accounteblllty is and the c1a1ms are? Or, do you stlll feel that

- they should keep it?

_ MR, GIBSON: Mr. Adubato, 1 feel the companles should charge
h }rates for what they are cover1ng,‘and that they should charge a rate
| that is reaaonably adequate for what they are 1nsur1ng ‘
My people tell me that the’ present rate level is perhaps )
‘.about adequate for our voluntary market. ,
; ‘ ‘ASSEMBLYMAN ADUBATO: Mr. Glbson, you are the first person--
- Senator? ’ ' : ' ’ : :

(Senator Cardinale enters room with ~the Japanese delegatlon, and
Assemblyman Adubato acknowledges ) ‘

'ASSEMBLYMAN ADUBATO: 1t is a great honor.  Japan is my
_fayorite nation next to America. Welcome. , - : '
JIM BENTON: ~ Mr. Chairman, these are representatlves of the
petroleum industry of Japan, and they are here to study the New Jersey
gasoline marketplaoe. They are particularly interested in self-service
gasoline marketing, which we are considering here in the Legislature
today. This gentleman is the head of the delegation. .

ASSEMBLYMAN ADUBATO: What is the gentleman's name? 1 don't
want to put you‘on the spot. |
SAKI SAKI: Saki Saki. » , ,

ASSEMBLYMAN ADUBATO: It is a pleasure to welcome you to New .

- Jersey, and the warmth that we feel in our hearts for your ‘nation,

- Japan, is something that is genuine. We hope to learn from you, too,
in that exchange.‘ -
Let me just say that I had the pleasure of spending more than
. 8 year in‘Japan, and it was a moment in my life that I w1117alwaysH
treasure. Thank you. 7 '
» MR. BENTON; Thank you, Mr. Chairman.

(ASSEMBLYMAN ADUBATO CONTINUES WITH HEARING)

45



_ WASSEMBLYMAV‘ADUBATO Let me Just say that the real falrness
_1s what we're talklng about, not - the law. - It 1s our- hope, Mr. Gibson,
:,that some day 1n New" Jersey, we - will be able to really allow the
';_marketplace to meet its own leVel and to have competltlon be the thing

“that decldes whether or not a company can be successful --\not the
ﬁflaw. But, we cen only Judge, as human belngs, when we' re 901ng to be
Tﬁfready for. that by the act1ons of ‘the' 1ndustry, when we don't have any

“ laws to prevent them from d01ng thlngs.. ' o
, ‘When we h1de behind the law and say, "The law doesn t mandate
‘1”that we do this, or the law doesn't mandate that we make restltutlon to
 the senlor c1t12ens of . this State ‘who. for four years paid a full PIP
7premium, from 1973 to 1977 w1thout the 1nsurance industry ever being
"exposed to that cla1m untll Medlcare was exhausted," -- but yet, thosek
" seniors pa1d that money for four years,,and when we asked the ‘industry
,-dlf that. was rlght, they sald, "No,‘1t was an honest mlstake." And, we
: accept that. - We ask you to make an honest correctlon. When are you
1901ng to do it? VWhen are you golng to relnstltute credlblllty'7 When
are. you. 901ng to pay those senior c1tlzens for the money you took
| ‘w1thout.ever glvlng them a benefit? Do we have to have a su1t -- 3
class action lawsuit for you to do it? I've been asklng you-to»do it
for.three years publicly. Please do;it. o '
o ~ Thanks for comlng, Mr. Gibson. B Are there any: questions?
ﬁ Maybe there are some other people here, in all due. reSpect to Mr.
pGlbson. When I say ptease do it, I'm ‘not” blaming Mr. Gioson,.and I'm
not accusing Continental.' 1 am Saying that this is an obligation -- if .
what I ve said ‘is right, 1f what - I've said is accurate -- it is an

_obllgatlon of all of us to make that k1nd of restltutlon and to deal

o wlth falrness so that people llke you and I who believe in ~competition

can take the rlsk and open up the marketplace But, you havehgot to

B help us.

» Don t tell me that the reason why ‘you . don t do somethlng is.
because the law doesn't mandate that you. do it. If that 1s the
'response, then you're tell;ng every elected off1c1al,that the only way
we're going\to have‘equty,”the onlyﬂwaylwe're;going'to have fair play,
is toypaSs law after law after law,, That 1s the lastything I want to
do.
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Mr. Thompson, do you have somethlng to say.

ASSEMBLYMAN THOMPSON: © Yes, sir. 1 would like to ask Mr.
Glbson one quest1on. This insurance package isn't giving a lot of
‘notice st this time, because naturally, January 1 is n@t far away. In
reference to the threshold issue, which wasn't mentioned this .morning
in detail -- but you have the $1500 threshold -- and also, as I
.understand:thé law, ‘you have,atright'to sue under the common law -- 1
think you pay $50 additional to the agehté.’,l wanted to know whether

or not anything is mandatory and says that this agent has to inform

“T'people that in add1t1on to the 51500 threshold, they can be covered

also in a cause for action if they pay en additional amount of money
~.under the common law. , :

I think this is important, because I am an attorney and I can
understand that a person can have anlacéident in which his expenses
don't go over $1200, and he will not have a cause for action, unless
you get some fraud perpetrated betweeh the attorney,;the'client, and‘
the doctor. Will it be manaatory and will there be some notice in the
State of New Jersey because as Mr. Adubato mentioned earlier, an
anniversary date may be December of 1984. Therefore, the publicity
dealing with this wholé insurance issue may play down. If this'person '
is not put on notice when he wants to renew his insurance, it is quite
possible that the agent will only tell him about the $1500 threshold.
He could then go out and have an accident, and he wouldn't have a cause
for action because the expenses under the $1500 do not add up.

So, any mandatory notlce to this agent is compelled to let
this person know his option--

- MR. GIBSON: My understanding is that the person w1ll have to
specifically sign a form 1nd1cat1ng that ‘he knows his options and he
has chosen the $1500. If that is not there, then he has the $200
threshold automatically. ,

ASSEMBLYMAN ADUBATO: That is automatic. /

MR. GIBSON: Am I correct?

ASSEMBLYMAN ADUBATO: Yes, sir, you are absolutely correct;
The protections are there,.the companies have to send notices, persons
have to sign them, and if they don't sign them, the statute is clear.
They say that these persons have a $200 threshold.

Thank you. Does that satisfy you?
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rlASSEMBLYMAN;THOMPSON'/ That is fine, thank you.
ASSEMBLYMAN ADUBATO: Assemblyman Kosco? -~ Lo
| ASSEMBLYMAN KOSCO:  You touched brlefly before on- most of my
notes. . The only th1ng that confuses me - is that you sa1d that the

~rating for the 1ncreases ‘were based on past performance under the

A551gned Rlsk Program. Do I understand that correctly’ Hhen they set
©up the numbers-- “ L L e T e L T
| MR, GIBSON' ,The7residua1tmarhet eQualization’charge filing,
:xyes; | ‘ o ;:'l» .“df'“ " L ; ;
IR ASSEMBLYMAN KOSCO: R1ght.' Then’ you later sald, when M.

" Adubato brought -up the p01nt that 1 wanted to ralser-- the fact that‘
-there were a number of people -who today are covered by 1nsurance, but
) under the new system those people who do not pay a premlum of any type
‘and who ~are driving around. 111ega11y,' today they are covered by '
,;1nsurance‘1f they should be involved in an acc1dent with someone who is
~covered by insurancer Those people are no longer 901ng to have an

‘expense under the JUA bill. ’

There is going to be a con31derab1e ‘amount of money saved --
rprobably millions of dollars that will not be paid out to these people
who are unlnsured motorlsts.l‘Was that taken into con51derat10n, and
 how did they arr;veyat thevnumbers so'that they could eliminate thatd
‘part?. RO ," f S |
, - MR. GIBSON: Well, it  is my understandlng that flrst of all,
’that all takes place on July 1 -- the middle of the year -- the -
t,threshold options. ' , o [

©ASSEMBLYMAN KOSCO: No, I'm not talking about the threshold
options. ‘ : e ' . ' ’
MR. GIBSON: I know they looked st the law. |
- ASSEMBLYMAN  KOSCO: I m talklng about the 1nd1v1dual who
':today is covered under insurance. ,
v MR. GIBSON: . They assumed a sav1ngs to the Assoc1at10n from
,cthe changes in the law of approxlmately $35 mllllon ,

ASSEMBL YMAN -KOSCO: That is not what 1 am talking about. I'm
“talking about the ‘individual today_ who is driving -~ those 600,000
people whom we keep talking about - who pay no insurance premium, but

yet, through Whateyer sources;'is driving an’aut0m0oile. He has a car
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on the road, however hehmanagééltofget’his registrétionvand license
‘renéwed. If that person gets involvéd‘in-an actidentvwith a pérSOn who
is covered by 1nsurance under any 3351gned risk program, he has the
right to sue. '
MR. GIBSON. Yes. : o ,
ASSEMBLYMAN'KOSCDE -Under tne new legislationiﬂhe’dbeS.hot

o .have that rlght to sue.

MR. GIBSON: Well, yes, he does have the right to sue, but he
will have to have $1500 in‘medicél bills. That is effective July 1. )

ASSEMBLYMAN‘KOSCO. Has that been taken 1nto conslderatzon 
when you come up with your cost factors? -

MR. GIBSON: 1 believe it was, yes.

ASSEMBLYMAN KOSCO: If you use last year's numbers to come up
with this year's numbers, that is all wrong.- ' '

MR. GIBSON: Remember, I think we' 're assuming that there is
going to have to be a rate f111ng for July 1.  We're not assuming that
the rate level is going to stay the same all year long, but in. fact,
“that there will be rate level changes on July 1 that will reflect these
savings. In other words, if you save it in the rate, then you wouldn t
save it in the residual market equalization charge.

The $10.00 that they have estimated as savings to “the
residual market equalization charge is over and above any savings that
may come through rate‘reductions. whetherfthat is the right number'or
not, believe me, I don't know. It maynvery well be that it should be
higher or lower. ' | o 7 |

"ASSEMBLYMAN ADUBATO: Thé_disadvantage that the Committee is

at, as you pointed out, is that you are not the actuary. We appreciate

your trying to respbnd to actuarial questions to the best of your
ability.; 1 mean that sincerely. It is unfortunate that the people
- whose names appear on this report are not here v

MR.  GIBSON: That is why, we assumed we were going to a
hearing. Mt. Murphy doesn t believe the numbers either. That is wny'
he sent them to the law judge. That is where the actuar1es ‘would be
éxpected to come in and demonstrate what they have done, and there
would be other actuarial testimony from the Public Advocate and

anywhere else to raise these issues. I, for one, would welcome a full
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technical discussiohv as to ,Qhéther -thé"ndmbé:sg afet’properly put
together. . T < LT | | ‘
_ASSEMBLYMAN ADUBATO: I'm sure we will act before that. The |
system, again -- not to belabor it -- but, I have yet to meet an agent
"inﬁany,éompany who - has réceived the official rate structure .with the-
J':provisionS"iﬁ it bthat ‘deal with the. different ‘profilés 'and-'the
1«f'diffetent,factors;t_ i haven't seen it.;a 1: know I saw (1naud1b1e), »
" have ‘their filing. I also have the result of that filing and what
their new rates will be accordlng to their est1mates in those
','profiies.: I got them dlrectly for myself in yesterday' s mall.v ,;'
' The problem is that based on your testimony, it is twofold.
,I'm"not_saylng that you are a‘problem; I'm saying that the problem ls‘>
that it is obvious to this chair, and i'think to the membérs of this
Committee, that nqmber'one;'thé'statute has not -- I'm not talking
- - about what.is‘right.cr wrohg --. you khow; that.is véry ‘important --
' but, let's talk aboutvthe law first. The statute is clear to evefy
legal mind'in this State. I'm not going to argue with these people.
'They are the experts, not me. In their Opinibn of the statute, all
of that equallzatlon, 1nclud1ng that 30%, including the surcharges'that
are in the system now in the Asslgned’ Risk, and any additional
surchangés that are necessary to make that equalization work for one
full year, hasbnever been calculated by you because it has neverybeen
there. ~ The only surcharges you are talking about are the ones we
- mandated by law. Isn't that a falr statement?
MR. GIBSON 1 guess that is a fair statement,‘yés.
ASSEMBLYMAN ADUBATO:  But, you're not dealing with the
. section of A-1696 that says‘that the Cdmmissioner of,Inéurance has the
"power and the obligation to make sure that 1s done. '
: MR. GIBSON: - Well, I don't want to get into an argument about
‘that. All I know is, we have a residual market equalization charge.
~ ASSEMBLYMAN ADUBATO:  No, I'@ not arguihg. ~What I'm éaying
is,'with‘éll‘your experts; with ali of onr‘expertise, with all of your
exbériéncé;‘there are two things that your actuaries and all ﬁf the
experts did not consider -- just two things: one, the law, because you
didn't have an‘obligation to do it; ahdbtwo, the fact that up until

this moment; you are legally stillrentitled to retain $165 million 1n
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'your voluntary book, come January 1, w1th ‘no exposure. - Those are ‘the
‘two points. That is a flat-out statement. L

The only thing I've heard from you is, "The law sald we could
do it." And, you're right; you're absolutely right. I'm not arguing
with you. You're right, the law does not provide for that money to be
transferred. You're right. I'm agreeing with you.

. MR. GIBSON: Mr. Adubato, the law also says that we could we
' I_lthe Cont1nental Insurance Company -- if we wanted to, come in in about‘

- sixty days and raise our rates wlthout pr1or approval. Isn t that in
o the law, A-16967 . : o » :

| 'ASSEMBLYMAN ADUBATO:  Well that is in the law up until
January 1. _ S | A . ' '
MR. GIBSON: But, it is the same law--
ASSEMBLYMAN ADUBATO: That is true, that is still the law.
MR. GIBSON: It is the same law that we are looking at right
now. I swear to you, and I suppose there is no reason that you want to
trust me, but I swear to you that Continental, in looking at the rate‘
level that has currently been approved for 198a,lwhich includas»these
dollars in it -- the policy constant dollars that you have been talking A
about -~ in looking at that, Continental has already decided that we do
-not 1ntend to make any rate 1ncrease under that provision. ‘

ASSEMBLYMAN ADUBATO: Well, that is fine.

MR. GIBSON: But, it seems to me, and I don't know what other
companies are doing ‘because we ‘don't get together and talk “about
pricing -- that would be a violation of a lot of laws. But, it seems
to me that the fact that companies are not talking about utilizing that
file and uae provision is a reflection of the fact that they want to
see how they are doing. They believe that maybe they have enough
dpllars in that rate level so that they don't need a rate increase at
this time. | |
| Please give us credit for the fact that if we seem to be
extra 1egai on some sides, it is because we don't use every inch of the
law every time. |

ASSEMBL YMAN ADUBATO Well, let me help you with some
accurate information. The bill taking that ppwer away from you is
going to be yoted on tomorrow in the Senate.

MR. GIBSON: I understand that.
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ASSEMBLYMAN ADUBATO That is for the record. A b111 also 1n"_f:

: «the Senate, even though 1t is not llsted on the board, w1ll be voted on

tomorrow, that mandates you turn over ‘the . $75. 00 per car. We don't

.Z‘have to wait for anybody to do what is- rlght. The fact is that you, in

Tthe 1ndustry, have a mechanlsm in New Jersey that allows you to
'ffunctlon, come January 1, ‘in the voluntary market ‘without your prof1ts -
’dvbelng 1nc1uded 1n any losses that occur 1n that re51dual market. '
MR GIBSON That is correct. ;‘:‘~ s '
ASSEMBLYMAN ADUBATO And, I'm telllng you now that based on
: “xyour actlons as an 1ndustry, that w1ll determlne how long ‘this State

- allows that to cont1nue.

, I apprec1ate you comlng here, Mr. Glbson., ;"”
MR, GIBSON: Thank you, Mr. Chairman.

o | ASSEMBLYMAN ADUBATD 1 apprec1ate your patlence also, Mr.
Ealey.u I wish you nothlng:but:success in“your new venture. Hopefully,
’wehwill gveh betable,to“oonnunicate,[and whenfwe ask.for information
from you next time, we might get it - ,hoperuny_. " Thank you for
comlng, and enJoy your barbecue Sauce - ’ ; T
' Comm1581oner Murphy, 1 apologlze, number one, for taklng thlS'
long, but I w1ll leave 1t up to ‘you, sir.. Would you like to take a
:‘half hour break, or. would you llke to testlfy now7 Hither way is okay
fwlth us. 7 : C o y
lCOMMISSIDNERTMURPHY: l gues5'llll testify now.
ASSEMBLYMAN ADUBATO: Okay, sir. Thank you.

‘Comm1331oner Murphy, I apologlze. Can we take a’break? I

 would llke to take a flve to ten minute break, okay, Commissloner?

We'll recess and-then‘reconvene‘at,one o'clock -- fifteen minutes.
- (FIFTEEN-MINUTE RECESS)

'ASSEMBLYMAN ADUBATO: Excuse me, ladles and gentlemen. It is
‘one o clock and we are ready to reconvene I would appreciate it very
much if you would hold any press conferences out51de. ’ '

Before Mr. Glbson leaves, I would like to ask him a‘question

o for the record -- Just one questlon, please.  That is all right, Mr.

G1bson, you don' t have to dlsturb the Comm1551oner.> I only have one

. questlon, s} 51t rlght there, please
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Mr. Glbson, in your testlmony this morning, I belleve it is a
-fa1r statement to say that you have sald that every member of the JUA
Board voted on the $90.00 RMEC. , ' ; , :

MR. GIBSON: No, sir, the $90.00 was not computed until afterv
- our Board meeting, but they‘agreed -- and, this is what 1 said -- at
“our Board meeting, it was agreed that we would make a fiiing based on

,;,“the actuary s recommendatlon, whxch of course was more than '$90.00.

But, we would apply a Judgment assumptlon of about a one-thlrd
reduct1on, and we would make the filing on that basis. .

. Now, that exact dollar wssn't actually known until, 1
be11eve,vthe day before we made the fxllng, because they had to go back
and apply thelr mathematlcs to it. Then I got a hold of everybody and
| told them what it was. ' , : o
‘ ASSEMBLYMAN ADUBATO: Did they vote on the $90.00?

- MR, GIBSON: I considered that they voted on it, yes, sir.

| ASSEMBLYMAN ADUBATO° Would you be surprised to learn that

the members feel they did not vote on the $90.007

MR. GIBSON: Yes, I would, sir.

'ASSEMBLYMAN ADUBATO: They were told that that was what it
was going to be -- $90.00. v : o ‘

~ MR. GIBSON: Mr. Adubato, we have a Board meeting on Friday

of this week at which time I assume that if the Board members, if any,
feel that we‘aéted improperly, they will certainly let me know it.

I believe I spoke to everybody, and nobody had any problem
‘with what we were doing, other than -- and we all had this anticipation
-- the anticipation that it was going to be met with considerable
outcry. I think we were right. , | ‘ v

ASSEMBLYMAN ADUBATO: The outcry is justified when, I think,
you have a process where you have an actuary who says that you should
have a $146.00 increase. You came back and said $90.00, and newspaper
accounts report that the manager says it should be $200.00. There is a
legitimate‘ reason for confusion and an outcry. That . is tbtaliy'
expected. a

On top of that, the people who are sitting there at the JUA
Board -- the ones I have spoken to -- say to me that they never voted

on the $90.00. They will be heard from. They said they were called
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andutold that'it was Qoing to'be $90.00, :They never voted on that
- $90.00. S e - i _
» That is the th1ng that has been presented to me. I'm not
| denylng anythlng. I'm only te111ng you what has been presented to me.
1 Just want it on. the record, -and if there 1s any copy of any ‘votes --
yvand I've asked for~ thls before - 1 would apprec1ate them belng

:***fft“forwarded to our offices here in Trenton, to Mr.rCaramalls, 1nd1cat1ng j

if it was a voice vote, a written vote -- just how the vote took place
‘and’ what the vote was on. There seems to be some confu51on on people sv

bf;parts. That is all. | B Bt ‘ '

All right, thank you, sir. - | ,

Mr. Commissioner, thank you for ‘your pat1ence. Commissioner,_
I know this sounds --,well, let me go to k1ndergarten, and let me ask
very basic, b851c, b351c questlons ) '

1 bel1eve you were appolnted the Insurance Comm1851oner in
New Jersey around February of 1982.. Is that a fair statement? ) ,
COM H ISSIO N E R JOS E P HY 'R. M U RPH Yf\; That is
‘right. v . o o
| ‘ ASSEMBLYMAN ADUBATO: At that4 time, you were aware of
legislation that had been’introduced‘inbNew Jerseyg;and you«gradually
became more aware of it. I realize thatbyou‘weren'tipart of the scene
before that, but at some point invtime'before the bill actually became
Colew—- : E |
| ~ COMMISSIONER MURPHY: Do you mean--
 ASSEMBLYMAN ADUBATO: A-1696. We had %an opportunity and you
had an opportunity to see that bill. '
' COMMISSIONER MURPHY: That is rlght . ‘

ASSEMBLYMAN ADUBATO: I reallzerthe bill was very complex,

and I mean that. 1 am not patronizing you. I realize also that it was
'leglslatlon that set a precedent ‘in many ‘ways and attempted to the.
' best of 1ts ab111ty, to do many things., Certainly, by the sponsors, it
was not cons1dered to be cost contalnment.v , , ‘

‘ The Governor, at his press conference ‘before the b111 was
.1ntroduced, said that it was the most meaningful cost contalnment in
the hlstory of New Jersey -- equ1ty, cost containment -- and the most
meanlngful reform in the automoblle insurance system deallng with those

blatant inequities.
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There “are two things, Commissioner, that I really uant'to
ask. '~ The first thing 1 want to ask is, under Section 6 where we talk
about the merit ratlng plan, we, as the drafters of this leglslatlon,
have always interpreted that the surcharges that we put in ‘and that
were mandated were - never intended;' nor ever limited to mean
ﬂ_that these were the only surcharges that would be allowed.-. These»
surcharges were put in there to help the regulators bu11d on the base
.of surcharges, including, but not limited to, reta1n1ng the eurcharges :
that now exist in the Assigned Risk. As we broaden those surcharges

3 from Just those people in the Assxgned R1sk to include 1t on a person's

“license at a much lower amount for s1x points, we felt that you, as the :

. Commissioner, should have the total flexibility and the,,power -

because‘you have the responsibility -- of meeting the obligation of the
statute -- not the leglslators, although there is oversight in there.
,But that is not the issue.
\ The issue is that it was our intent and the Governor's intent
that any shortfall in thatvequallzatlon charge -- the first year --
‘whether honestly misinterpreted or not -- and I know it was honestly
anything, so let me emphasize that -- I'm not suggesting anything but
honesty. But, the fact that the suroharges that the previous speaker
spoke about, to the best of my knoWledge,‘inCIUde only those surcharges
that we have mandated soefar by law. I wonder if that is the same
y perception that you have? l _ | | ,
, COMMISSIONER MURPHY: Let me answer your question by playing
down a caveat which I know you will appreciate, but I should do it for
the record. As you know, I have sent this RMEC filing to an
administrative law judge.  Actually, I am advised, and I “think
accurately, that when a rate filing. such as RMEC arrives, and the
Public Advocate, as he has, demands a contested hearlng, he is entitled
to one. The only people who can 51t at such a hearing sare myself -
the‘only one in the Department -- or an administrative law judge.
» .I_thought it better Forvthe'kind of record we need in this
matter -- and I'll speak more to that later -- that it be done by an.
administrative law judge, so I sent it there. On the other hano, 1
still stand in a quasi-judicial role in that . the report of the
administrative law judge will come back to me for approval, rejection;

or amendment.
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In answerlng your questions,'vl' wish‘ to 'sey‘ that 1 am
’ answerlng them generally and not in respect to th1s spec1f1c f111ng. 1T

 ‘think you understand ‘that. S o '

o Yes, I agree: wlth you that the 1ntent of this leglslatlon,

especially the”sectlons you cite, are to make up, by ylrtue;of these

" surcharges, the kind of income'which was lost immediately by changing =

. over from the'AIP;to the‘JUA. -1 have not moved on ‘increasing the’
‘surcharges, and I'll tell you why. : ’

" Number one, while this is not controlling, I do have some
'guxde in the legislation itself of what the Leg1slature thought about
these th1ngs for openers. . o . '

Secondly, I would like a 11tt1e more of a record to be made
‘before .we ‘movev here, because thls is an important, volatile,
91gn1f1cant thlng to start 1ncrea31ng these surcharges.

I have heard all kinds of estlmates about how much can be
collected. I would like to have ‘some record. My good friend, Cllff
Snedeker, told me today that 1t won't  be unt11 a week or two that the
“first billings will go out. I would like to see how it works.
| “As . you probably also recognize, in part of my reference to
.the admlnlstratlve law judge, I asked him to inquire into, among other
spec1f1cally 11sted 1tems, ‘this questlon of surcharges.‘ I would like
some record" made. When it is, I will fulfill the legislative intent,
~ Mr. Chairman. | - .

ASSEMBLYMAN ADUBATD I .accept that, Mr. Commissioner. Uh
the'constant the only thing I can say is from day one, 1t was “always
'my'impression that whatever monies were in there from the first $42.00
-- and maybe I assume too much -- because like you, phllosophlcally,
:there are a lot of thlngs I believe we should risk doing -- like
letting the market be competltlve, and allowing competition and not
'reQUIatisn, even though that is your job, be the rule. Rather, use it
as a safeguard. There are some people who may take advantage and they
may not treat people as fairly as they should be treated beeause there
is no lew to‘protect them. ' o

1 like to think as you do -- I know you do -- that in our
American system, we have got to keep risking and reachlng for real free |

enterprise with equity. _IF anything is the,challenge for all of us who
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’ ‘belleve in that, it is to continue to keep trylng in sp1te of some of
the people who may misunderstand that desire.

» In this constant, as they labeled it before you got here ---
for the record -- the $42.00 that was increased, I always thought, come
January ‘1, that that money would no Ionger be avallable, quite
opehihgly and'quite honestly, to the voluntary market. They weren't
_.-exposed to ‘any risk. , | L L L
i If you look at the cla1ms by 1ndustry ‘about los1ng money, I
realize that sometimes, for whatever reason, they had to inflate .in
-.order to get something near to what they really needed. That was
unfortunate. Méybe if I were in their position, I would héve done the
3 same'thing, It is unfortunate. But, you know, Commiésioner,-when you
came here, I let it be known publicly. I want you to know it. 1 don't
~ know if I ever told you -- maybe I did and maybe I didn't -- I don't
remember -- that when you came here, i thought it would send a signal-
to the industry that we were going to do our jobs, but we were not
going to treat youblike you are an enemy. We were going to meet our
reponsibilities to the people of New Jersey, but we were going to be
sensitive to your needs. I thought that was great. I thought it was
the right thing to do. '

I don't know what happened, and I don't know how it
happened. All I know is that today 1 listened to testimony from the
- Chairman of the Board of the JUA who said to me, "You're right. But,
the law allows them to keep it." I don't want to overkill that,
because that is going to come out in that tape. If that means that the
only way we're going to get equity is to keep passing laws so that
people are treated fairly, we'll do it. I'm not opposed ‘to doing that,
but I would rather see these things donevvoluntarily. Maybe I'm a
dreamer, and maybe I really believe literally that America is supposed
to be f'a1r play, whether it be corporate America or the young children
who are in that balcony playing with each other. I'm sad; I'm not
angry anyﬁore. I'm sad. I'm sad because all of the experts on the JUA
-- and Cpmmissionpr,il know you don't have a vote there, but you do sit
as the ex officio, and you certainly understand the system -- I would
like to ask you, when IS0 filed and they had their rates approved with
the new changes in A-1696 -- not to get off the subject, but do you
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know what they project7 They project all of the‘senior citiiens as -
taklng the $2500 deductible --not to get off of -the subJect. | »

In that f111ng, whlch we:- know that: we, the Governor; and bothbt
'parties’unanlmously voted for -and supported, we said thsat those rates

would be comparable to the rates in the JUA -- the voluntary market..

”lrates and so forth and 8o on. There is no more exposure with the' way 1

2 read whst . 1s happenlng. : Come January 1, those people -are - Just.

, voluntary, and they keep comlng out, If they are there, they Stlll
/ have the $75. 00. They can't be both places at the same time.
: ' Let me ask you.t Do you th1nk that money ‘should be retalned’
in the voluntary market, or should 1t be put: over 1nto the JUA? ,
- COMMISSIONER MURPHY._ Let me tell you what I d1d and why 1
d1d 1t -- again, with the same caveat I made before about this matter
901ng to a hearing before an admlnlstratlve law Jjudge. But, I think
“what I can recite is what actually happened. It is pure -fact.
' 1S0 had to make its’ flllng -- we called it colloqu1ally a
 compliance filing -- a compl1ance flllng on the flattenlng and capping
provisions of A-1696. In do1ng that, they dealt w1th premlum. ‘What is
premium7 Premlum is the amount they are show1ng on the policies they,
are wrltlng, that they are reporting for premium tax, that they use as:
a basis for expense allocations, to report in thelr annual statements.
That is premium. That includes these so-called pollcy constants. So,
- that premium -- ‘the total premium -~ it was ‘allocated -- was
redistributed. o I | '
- Copies of‘»correspondence« between IS0 and our Department, -
“which led up:to thatvdecision, were sent to the Public Advocate. The
Public Advocate and I had an exchange of correspondence, which I can
~make available to you 1f you want but let me try to summarize it for
ease. vThe Public Advocate took the polnt that the voluntary rate level
after January 1, 1984 should be based on the voluntary experience and
not on assigned Tisk experlence. In a sense, that is another way of
saying that the other money should be avallable.‘
: ‘ ‘1 agreed with the Public Advocate. 1 pointed out, however,
‘that the time constraints of A-1696 were such that we couldn't go
- through an elaborate series of hearings at this time and still be ready

to have appropriate'rates‘availabIEvoananuary 1.~ He agreed, and he
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 recognized the time constraints. He said that he expected me to have a
hearing very promptly durlng 1984 in respect to the voluntary rate
level as to whether it was excessive or not. I agreed. As a matter of
fact, that is one of the items which I have scheduled for the
admlnlstratlve law judge's hearing. So, that will be looked upan.

' Aga1n, you mentioned law before, and 1 think you recognlze :

' ’, ithat I don't have the authorlty, or it doesn't -appear that I have the

-authority. -- let me put it that way, subJect to correction by the
~administrative law judge -- to' order any payment from the volunta:y
market over into the JUA. As I said, we melted it into the premium,
and we allocated the premium based upon'A¥!69é, This mattér, along~
with the other matters‘ I have adverted tb, are .going before the
administrative law judge on an expedited basis. ,
The Public Advocate has taken a p051t10n on the matter, and
he will undoubtedly appear at that hearing and urge hls p01nt of view -
in respect ‘to voluntary experience.
, Mr. Chairman, to remove the money from the voluntary market.
and turn it over to some other fund, it does not appear that 1 have
that authority. - | R o
ASSEMBL YMAN ADUBATO:  From the standpoint of authority, I
don't know either. But, from the standpoint cf your expertise,
Commissioner, the thing that bothers me is as one of the architects of
this legislation, it was our desire to create a clihate in Néw Jersey
_ whére eaéh individual company would bevjudged on its own efficiency --
where each individual company would have an accountability within its
systeh of profit and loss on the business it decided to write. »
COMMISSIONER MURPHY: Finme. 1 hope that can still be done.
ivASSEMBLYMAN ADUBATO: Well, Commissioner, I hope so, because
the intent was, when we eliminated thé residual market businesé, it is
fimportént for everyoné's understanding, especially the pubiic; to
realize that in 1975 in New Jersey -- at the end of 1975 -- there were
226, 000 people in the A551gned Risk.
COMMISSIONER MURPHY Today7 A million and one-half?
ASSEMBLYMAN ADUBATO: We look at a million and one-half -
I'm going to go back a year and a half or so and use the numbers I've
been using - 1.4 miliion, let's say, even'though we all know it ié

probably a little more than that. Let's say 1.4 million.
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The 1nterest1ng thlng to me is, as a person who bel1eves 1nv
free'lenterprlse,v who believes there: ‘isg no confllct with  that
philoSophy, and_the‘strong'desire for equity--' The disturbing thing to .
 me is that when we take off that yoke from each company and say, "Let's

i_ishlft that off your back, and 1et's]‘notv,penalize you for: writing

" “'voluntary market business. You pick and ehoose;“~1£”is'yourlright as a

‘;fcompany to surv1ve.' And, if you don't - th1nk that person - is -a good

;_rlsk, you should "not  be . forced ~ to  write ~ him."

4AVI be11eve in that.

So,‘we created th1s 301nt Underwr1t1ng Assoc1at10n, and ‘we
‘ sald to the companies, "You w1ll now be accountable, not for the
experlence of the residual or as51gned risk or JUA market -= you will

~_only be accountable for your bu51ness that you want in proflt and in

loss.  Any losses that occur in the Jolnt Underwrltlng Assoc1at10n,
which we understand to be no—proflt, no- loss - phllosophlcally that is
the goal -f.but any losses that occur in the JUA must be made op, not
by teking.awey any profit you are making in your book of bdsiness,'but
by spreading thst’loss oVerlthe marketing end ---increasing the premium
~called the RMEC, if that is necessary." ' -
, The way we 1nterpret it, and legal oplnlon agrees, that
it should begin, by law, after the first year. There seems to be some
differences of oplnlon on that, 1nclud1ng Mr. Gibson. That is neither
“here nor' there thougn. - The issue is that when the companles are no
longer exposed to the experience. of that residual market, and they say,
"Well, we're going to readJust our rates," let's think about that for a
moment. If we allow them ‘to retain' tne $75 00 that they have no
,jexpoSure for, it is easy to see how they can lower their rates. But,
1f we take that $75. 00 and if we agree that it belongs where the
' exposure 1s -- a rose is a rose 1s a rose is a rose -- constant RMEC
-=you call it, you name it.  If that $75.00 is shifted over, as it
- should be, then the companles 1n a pure exposure situation have a right

 to say, "Hey we're making 'x'

amount of dollars in our bu31ness, and
"Awefre efficient, because this is what we're exposed to. = For a
competitive situation;Avne can prodUce a - product - better, nore
efficiently, with more cost oontainment tnan some companies who will

. not be mentionedlthat'shouldnft be in the business." That is great.
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Then don't tail. Then those good, competent compan1es, as most of them
are, 1 belleve, will not be forced to carry - them on the1r backs, ‘and
- the people along with them. If we allow them to keep that $75.00, even
though they don't have the exposure;'and‘they lower their rates,‘what
‘happens 1s, now. we've got to increase what at the end of the first
- year? -- a RMEC to make up that difference. '

Instead of giving them money, in our oplnlon that they are.

'Enot entltled to, because they don't have that exposure anymore . on
January 1 -- to me it has nothing to do with the law. It has to do
with fair play. I'm not suggesting that you do or do not have the

oower to do it. .I don't know either; 1 adhit that to you. But, being'
‘naive, 1 always assumed, and anybody who ever wanted to hear it -- I
~ always projected those monies belng turned over. People used,to say to
:me, "Well, don't calculate it because we don't know what it:is going to
be. It could be higher or lower." , I'm talking about previous

administrations. This bill was around seven or eight years. "Don't

WOrry about it. It will be taken care of ." :

The only things that were prOJected in any. materlal that was
 handed out showed the rerating of the market, showed the exact dollars
involved andrhow’it would be accomplished, and'left.the Commissioher,
whoever he was before you, with the power to add surcharges and to
vadjust, whatever.  But, ‘at. no time did this chair ever"expect the
- insurance industry to keep the $42.00,tbecause that is what it was .in

1980. | o
| Do you remember, when you granted the $33.00, and you said if
we have cost containment, maybe it 'is not necessary? That is a
judgment call; I'm not going to hold you one way or the other to it.
The facts are, though, that in a way, it is more accountable now. It
is there, and it is in the system. It is there as a result of a filing
that has to do with losses in the residual market, not the wvoluntary
market., | . - '
 COMMISSIONER MURPHY: That is true.

ASSEMBL YMAN ADUBATO: It is that simple. It does not belong
there. When people in the industry say, “Hey,‘there is no law which
prevents me from doing it," -- so in other words, if we didn't have a
law against murder, you could go out and 'commit murder. 4 Well,

~certainly we need that law. We know that.
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I‘m not 1nterested as much in the laws as I am 1n credlblllty
WIth the people out there -~ the 7.5 mllllon people who are going to
say, "Are they crazy? They're telling me that they want $165 million,
and they ‘don't have to pay any claims from it." We don't have to be
actuarles' we don't have to be insurance company executlves.\ We can
‘ask the guy who works in the gas statlon or the baker. He doesn't have

f;.;to be a profe551onal person._ He ‘can be anybody.zap;

I Just hope that. other people in the 1ndustry reallze that
this is-not an attack. Th;s is something that is called an opportunity
: that’they lost to show-their'eredibility,~touproveitheir‘credibi;ity,v
Hopefully we could have, as you end I have discussed, a free
marketplace. Let those in the industry watch their“own’brothers{* 1
know they are competitors, and i' understand ‘that, but if there is
something ﬁrong in the system,‘they'have an obligation to change it
too, and not tell me for years,v"what are you talklng to us for? Go
see the Commissioner. He's got ‘the power to do it." That has been the =
‘cop-out for‘ten years. If something is'wrong; blahe the Comm1551oner,
no matter who he is. I'm tired of it. o ‘
| Commissioner, :I know what  you've said 'about the
administrative law judges, but I'm going  to ask you as clearly and
directly as I can. How do you feel about that $75.007

CUMMISSIDNER MURPHY: Well, again, answering the question as
generally as I can, without being 'specific, I am an administrative
officer, as you know, and my,duties are statutory. ~That is obvious,
but I have to state that., 1 have‘called a hearing at which time the
current rate level of -ISO and the other companles -- IS0 is 80% of our
market when you consider their residual market -- will be tested under
the standards of - the rating law. If those rates are found to be‘
~excessive, they will be disapproved. That is all I can do. Do I make
~myself clear? | o o

ASSEMBLYMAN ADUBATO Maybe I mlsheard -- no. When ue talked
‘about IS0, how much of the market are they? '

'COMMISSIONER MURPHY. E1ghty percent when you con51der that
Allstate is part of ISO, and you consider the residual market. Do you
“see what 1 mean? ' _ o

ASSEMBLYMANv ADUBATO:  Oh, all right.  We're including
Allstate in that figure. . Okay. ' B
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'COMMISSIONER MURPHY: They are a member of 150. e

'ASSEMBLYMAN ADUBATO. _ Hopefully after January 1, Allstate :
wlll see the wisdom of going on its own. , o

COMMISSIONER MURPHY: It may. All’right. 1 have called a
hearing, and we'll pass on the rate as meeting the standards_of the
rating-law. Thet is all I can do, Mr. Chairman. ’ , h

} | ASSEMBLYMAN ADUBATD M Commissioner, I'11 accept your

-answer as an answer, and I respect what you are saying. But, I feel
that your actuaries who work for you did not do a proper job in their
: calculatiohs; 1 feel that they had a responsibility. I don't know
what your impression is of how this came to light, but I was at a.
meeting with the 1nsurance companies when I exposed this. 1 asked them
to do the right thing so we wouldn't have to pasé any laws. We failed
to get them to do that, for whatever reason,' That is why we ihtroduced
the law. | o '

I want you to know something. I did not call any reporters;
I did not tell any reporters. I tried to deal with it in a
communication, not in the media, because I am embarrassed, not as the
Chairman of the Banking and Insurance Committee, but 1 am embarrassed
as 8 citizen of New Jersey, I am embarrassed as a member of the
Legislature, 1 am embarrassed as a person' who was helpful and
instrumental in aiding the Governor of this State who, in all good
faith, put forth documentation and information that was produced with
the help of the industry, and I am embarrassed that after this bill was
signed'into law ‘and was analyzed all these months, from February 10,
1983 until November, there wasn't one peep except the propaganda of -
some of the people in AIA and some of the other people, trying to
- relate this to the capping as being the problem. That doesn't sell
anymore, because the Governor doesn't believe them anymore, and neither
does ényone in this ‘Legislature believe them anymore. But, they.
continue to talk about capping as being the problem.
, .Commissioner, I wish, just like you said and I let it go,
that you did have a statutory responsibility wifh the surcharges. I
accept whatever reason why you haven't done it, but it hasn't been
done, and that speaks -- I .am not going to go on. But, when we talk

about the constant, 1 appreciate the sensitivity of your position, but
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‘ 7I,do,not agree‘with'it:beeause, while yeu nave a‘fespdnsibility to keep
1the5compenies whole, which is pantgef your charge,fsnd to makessufe,
they can survive, your primaryvresponsibility, inymy Opinion, is to the
seven and a half‘miliion-people in thisyState;lwhether they work for a
~eompany or not. In that regard, I admit to you that I am
e disappointed. I respect what you re saylng, but I.am dlsapp01nted that

'NEyour response could not be a ot more clear-cut, saylng, “Mxke,,foru_'

* whatever reason, it. dldn't happen.x It should happen, and we are 901ng
to make it happen.™ ‘It would have been a ‘1ot better for me to absorb.

~When people_talkeapout the_fact_that yerqn't'hsveja eight‘to
_rate make -- of course, we don't ﬁant to rate make. I don't even want
“you tp“rate.make.‘ 1 want the marketplace.tO'rate'make.vahatiiS»Qhat
we want, but when we afe forced to'notAdp what'we'want, we have no
choice. We have to do it. When they talk about the Leglslature not -
rate ‘making, wasn't it the Leglslature that allowed the . averaglng7 My
God, 1sn't that rate making? - I didn't hear any companles complain when
1 created that. That wasn't a trade-off, Commissioner. I think you
* have heard me say that often. That was never a quid pro quo. That was
- something I wanted to risk, because I felt the times called for it; and
hopefully the companies would feel a flexibility to take risks.
“Unfortunately, they misunderstood that, and row we eomp0und it, and the
- companies sit there, through the eyes of a;decent guy, and respond to
this Chair and the members of this Legislature by saying, "There is no
law to prevent us from doing it." That is sad. |

Assemblyman Kosco, do you have any questions or comments'7 ‘

ASSEMBLYMAN KOSCO: Yes, probably just ome that could be a
quick answer, or could take a considerable amount of time. Just to get
‘back to the specific»"Resolution £hat' created this heéring, in the
Resolution there is a very simple cnarge. 1t cnarges‘this'tommittee
‘right here Qith determining and evaldating the efforts made to date to .
~ implement the New Jersey Automoblle Insurance Reform Act of 1983 and’
;the New Jersey Automobile Full Insurance Avallablllty Act, which were
enacted on February 10, and to inform the ‘public as to the provisions
of these laws. In compllance with the charge that this Committee has
been'cnarged wlth, my questlon to you is, what has been done by the

Administration and by your of fice to implement this?
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COMMISSIONER MURPHY:  Mr. Chairman, I prepared a brief
' statement at the outset, and 1 attempted to address myself to that.
ASSEMBLYMAN ADUBATO: Yes, sir, go right ahead. Thank you
for your patience. ' -
COMMISSIONER MURPHY: Would you like me to do that, or do you
want me to merely submit it? e e _ : =
, ASSEMBL YMAN ADUBATU Whatever you prefer to do. Do you want
- to paraphrase it? D o ' |
COMMISSIONER MURPHY: Well, very briefly.
ASSEMBLYMAN ADUBATO& It's up to you, Commissioner.
COMMISSIONER MURPHY : I acknowledged to the Chairman that in
his memorandum to me he requested the presence and participation of
myself and my staff at the hear1ng today. = We are here, and are
generally prepared to inform your Committee of actions taken to date by
our Department to implement, or prepare for the 1mplementat10n of the "
‘legislation you refer to. o ‘
Generally, our activities fell imto two -categories, one,
administrative action, and two, notice to the publicv of significant
developments. With respect to administrative action, since the
legislation was signed into law on February 10, 1983, the Department
has proceeded to implement its provisions. One, by taking initial
steps to organize the Association, and documentation of this is invited
by the Chairman in prior correspondence, and is outlined in the minutes
of the Assqciation. Two, we restructured the rating system for auto
insurance, which will go into effect January 1. We spbke about that.
Three, we received from AIPSO, on behalf of the Association, the RMEC
.filing, which was discussed earlier this morning. A copy of this has
been provided to your Committee. Four, by a copy of a letter from me
to Mr. Gibson, Chairman of the Association, with attachments, we
. referred the RMEC to the Administrative Law Judge and listed aspects to
be inquired into. ‘Five, we issued Circular Letter No. .65, dated
August 10; 1983, with respect to physical damage deductibles. We
issued another Circular Letter, No. 67, regarding the flattening of the
premium tax. That was required under the law. This is a‘broad outline

of the activities we have done to date.
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, ~Now, under the second captionﬂof, "Notice'tofthe Public of
Significant Developments," number one, following the‘public ceremony
surrounding the signing of the legislation, there'was”press coverage,
and the Governor's Office issued a'press release. Two, on March 31,
1983, ~our Department ~issued a press release recounting the, ‘

- organizational . meeting of fthe_ Association Board. " Three, on

”LfNovember 17, the Department 1ssued a press release 1n connectlon with

_ the restructured ratlng system, -and, four, on December 5, our
Department 1ssued a press release dealing‘with”the referral by me of
the RMEC appllcatlon ‘to the Administrative Law Judge. ~These are
" available for your 1nspect10n if you want them. : '

’ ASSEMBLYMAN ADUBATO ‘Comm1351oner, on that -- I'm SOITY,
Assemblyman Kosco. Go ahead. _ . - R |

| ASSEMBLYMAN KOSCO: Do we have copies ‘of your statement,
Commissioner? o : 1 : : :
COMMISSIONER MURPHY: - I will provide them; I have them here.

- ASSEMBLYMAN ADUBATO:‘ Commissioner, just to extend that, when
we spbke about going' to the law judge and asking for additional
information.and so forth, in that filing that they received from the
AIPSO actuary, is there anywhere in that filing where you can produce
_the figure of $146.007 | |
COMMISSIONER MURPHY: May 1 ask Mr. Cooper, who is here in
- the roombwith me? He is our chief property'and casualty actuary.

ASSEMBLYMAN ADUBATO: Sure. Mr. Cooper, would you please
come up here? - '
WARREN P. COOPER: Idon't have the filing with me.
 COMMISSIONER MURPHY: Well, I have one here.
- ASSEMBLYMAN ADUBATO ~ Mr. Cooper, this was received on
November 23. ‘ '
'COMMISSIONER MURPHY: We have a copy here. ,
"ASSEMBLYMAN ADUBATO: Today is December 14.  Between

- November 23 and December 14 -- have you read this, Mr. Cooper?
| MR. COOPER: Yes, I have. |
ASSEMBLYMAN ADUBATO: To the best of your knowledge -1

won't hold you to it -- but, to the best of your knowledge--
MR.. COOPER: I believe the figure is in here. -
'ASSEMBLYMAN ADUBATO: For $146.007
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¢-.answer.

MR. CUOPER: 1 haven't read it since it first came in, so-- ,
| COMMISSIONER MURPHY: You gentlemen have a copy of it up
there to look at. , : B
| ASSEMBLYMAN ADUBATO: Yes, sir, we have several.

COMMISSIONER MURPHY: Would you hand Warren one, please?.
ASSEMBLYMAN ADUBATO: ~ Yes, sir. Mr. Cooper, I have the

COMMISSIONER MURPHY: You found it?

ASSEMBLYMAN ADUBATO: No, because it doesn't appear.
COMMISSIONER MURPHY: It doesn't sppear?

ASSEMBLYMAN ADUBATO: There is no one number that calls for

- that. _ , _
’ ‘MR. COOPER: No, it doesn't come in one number.
ASSEMBLYMAN ADUBATO: No, it doesn't specify. It does not
clear up the fact that the filing is kind of ¢dnfusing where they are
talking about 100% of the market being retained. Then, they are
~ talking about one-third of the market being lost. Then it says,
"Howevef, this was still based on 100% of the market-being retained."”
I don't know how you-could understand that. I.mean, I'm not‘that
bright, I realize that, but in adding up the two figures of the
liability and physical damage, ydu get about $145.00 or something, I
believe. B o " {
- MR. COOPER: The $146.00 does not stand out as a figure; it

~can be calculated. (Mr. Gibson comes up to offer his assistance.)

ASSEMBLYMAN ADUBATO: I just said that, and then I told you
how you got it.  Thank you, Mr. Gibson, we appreciate your help.
Commissioher, the Resolution which was introduced by the Speaker and
the Minority Leader, as pointed out by Assemblyman Kosco, requires that
we ask certain questions. I will try to expedite those questions.
When we talk, number -one, about A-1696, the senior citizen reduction
was supposed to take effect sixty days after February 10. Did that
happen? ‘ _ : ' o
_ COMMISSIONER MURPHY: Yes. I think you will find in your
Files, correspondence outlining ho& that went into effect. We
résponded.. I do not have a copy of that. |

ASSEMBLYMAN ADUBATO: I have that.

COMMISSIONER MURPHY: You have one.
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© ASSEMBLYMAN ADUBATO:  How about the capping expense and tax

levying you talk about? _They arevéupposed to be_operétive January 1,
1984, aren't they? BT o | -

COMMISSIONER MURPHY: They will be opérative_JanUary 1.

ASSEMBLYMAN ADUBATO: So, that is reflected in the filings 1
" have and the rates I have from I1S07 R o :
COMMISSiDNER MURPHY: . That's rxght.,qg_¢ga,¢¢?5ﬁ;;ﬂ e
'ASSEMBLYMAN ADUBATD The surchage plans, collectable
' beginning January 1,‘1984 -- what are they? B e
‘ “CDMMISSIONER'MURPHY. Well,. there are two surcharge plans.
One we talked about a moment 8go 'in connection with the conviction
surcharges, and 1 addressed myself to those at the openlng of my
‘testimony. The second one is-- ' R ,

ASSEMBLYMAN - ADUBATO: . Not tq.leave that, but just again to
make 1t clear, I know you did answer. The convictioﬁ_surcharges, to
~ the best of our knowledge, are only the ones that ére mandated by law?
| COMMISSIONER MURPHY: The ones recited in the law now and, as
you know, we havevpending either legiélation or regulations to broaden -
the surcharge base. ' |

 ASSEMBLYMAN ADUBATO: I am not aware of a regulation; I admit

that to you. I am not saying there isn't any;'I'm only telling you I
am not aware of any regulations that would expand, as the law mandates
- you do, before,January 1< Now, as necessary when we talk about the
numbers, and that is paft “of our problem, when we talk about the
numbers, the thing that has to be put on the table is that there are no
otherH surcharges functioning br»>operating "as of January - 1. These
_ surcharges, by law, began January 1, 1983. It is retroactive; in spite
" of the fact that the bill was signed into law on February 10, the law
is clear. Everyone‘agreés that beginning January 1, 1983, if you got'
points on January 1,‘198} they were collectable immediately. Because
fof the process, not being able to do it, the Attorney General's Office
:saylng that they could wait, I didn' t argue with it. I am not trying
- to cause -problems. we said, "Fine, as long as you start collecting
them January 1, 198&," but in the interim, nobodylin the industry, in
all the meetings I had, ever said to me, "What are the surcharges the

Commissioner is having," or "How else are we going to make up the
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‘_shdrtfall?"A I‘never heard from tHem;-they were ﬁévér cqncérned about‘
it. Maybe it is becausé they thought they were going to keep $165
million they were not ehtitled to. Maybe that is one of the reasons.
1 don't knbw; But, they knew the law, every lobbyist who repreSents,,

every company knew the law enough to distort it, every 51ngle one of
them. ' ' ‘

My questlon is, Comm1551oner -1 accept that you said 1t was'

o new, it was complex, we were not sure ‘about the revenue and so forth

, and so on -- but, the. fact remains that the law says, in spite of their
filing, and I have an opinion, there cannot be a RMEC the first year by
law.‘-A RMEC can only exist after it has been functioning for a year
and you have experience to draw from. People éré entitled  to
differences of opinion, I understand that. 1 am only going by the
legal opinions. o o | ‘

So, the $90 00, in spife of tHe fact of the Administrative-
Law Judge, I would submit  is illegal,bbased on the law. People can
shake their heads all they want. | .

 ASSEMBLYMAN KOSCO: May I ask a question?

ASSEMBLYMAN ADUBATO: Yes, sir.

'ASSEMBLYMAN KOSCO: One of the provisions was that within
ninety days the Board must file a plan 6f operation with the
Commissioner to include the phasing out of the AIP. That is under
Section 18, Part of that charge of within ninety days, directed the
Board that they had to file for one issue,‘methbds and standards for
the establishment of adequate actuarial sound reserves for unpaid
losses, and include provisions in the plan that they had to explain to
you, in a report, how they were going to collect the money, how they
were 901ng to invest the money, etc.

“Now, is there a copy of that report available?

COMMISSIONER MURPHY: Yes.

ASSEMBLYMAN KOSCO: Anywhere .in that report, when‘they were
discussiné finances and monies they may be collecting, did anyone ever
mention the fact that this money is going into the other fund, which
shoUld'poésibly be going. into here -- was that ever mentioned as a
consideration? » o , '

COMMISSIONER MURPHY: Are you reférring now to the so-called
"policy constants?" ’ -

69



 ASSEMBLYMAN KOSCO: Yes.

COMMISSIONER MURPHY: I do not recall reference to the pollcy
, constants in the plan of operat1on. R : '
} ASSEMBLYMAN KOSCO: Because that is a con51derable amount of
- money, and it would seem to me: that if I were 51tt1ng on a board and we

" were planning where we were 901ng to get f1nances from and what we were

‘l_gfgo1ng to do w1th them, 1 would probably research everywhere I could, 1nﬁl

- every way T could, to find out where we were golng to accumulate the"n

dollars to operate.n That would probably be one of the flrst things T

. would look at, you know, where is the. money 901ng now, and where 1s it

going to go after the first of the year’ R :
COMMISSIONER MURPHY: I recall no reference in the plan of
“operation. = L
ASSEMBLYMAN KOSCO:V'Especially.when,you have to deal with
-assuming that large'sum of‘money pretty'quickly, and when you have to
file a report as to how you are going to invest it. One of the
_con51derat10ns when you are investing money 1s the amount you are going :
I to 1nvest .
COMMISSIONER MURPHY Certalnly
ASSEMBLYMAN KOSCO, Is there a copy of that plan available to
us?' K E ‘ SR N
COMMISSIONER MURPHY We can make one available to you; 1
. don t have one with me. ' Lo : | o
ASSEMBLYMAN KOSCO 'It's under Section 18.
COMMISSIONER MURPHY : "Yes, we  furnished a copy to the
Speaker, and 1 think we furnished a copy to the Chairman. |
| ~ ASSEMBLYMAN ADUBATO: Is that the one, July 17
" COMMISSIONER MURPHY: I think so.
‘ "ASSEMBLYMAN ADUBATO: = With the amendments? Are we talking
about the plan of operation,'July 1?7 e ' .
' MR. COOPER: Yes, I sent you a letter.
| 'ASSEMBLYMAN ADUBATO: Yes, sir, I got that.
“»f_ COMMISSIONER MURPHY: Is that in there? .
_ MR, COOPER: It was in October -- my letter was dated
October 18. ' o
ASSEMBLYMA\ ADUBATO: Yes, I got it in. October, but the plan

of operatlon went into effect in Cluly'7
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MR, COOPER: Yes. You goﬁ ‘the plan and you got all the
- minutes. v - : " e -
ASSEMBLYMAN ADUBATO: That was because we made numerous
vrequests, and for sohe reason we missed each other -- whatever
happened, I finally got it in October, you're right. Commissioner,
what was the effective date for the 5% reduction in the seniors? Was
jte- . . ’ . . L , ‘
 COMMISSIONER MURPHY: Did you just take the correspondence
back which recites that? 1 don't have that, but whatever, we met the

. statutory deadline.

ASSEMBLYMAN ADUBATO: It was sixty days after February 10.

COMMISSIONER MURPHY: We met the statutory deadline.

ASSEMBLYMAN ADUBATO: In other words, the interpretation was
-- my interpretation was it was January 1. But, I_didn‘t fight you on
it.  You said, you know, and I just let it go. I just want to know
when it was done. |

- COMMISSIONER MURPHY: “We met our understanding of the

statutory deadline. ; o o

ASSEMBLYMAN ADUBATO:  Fine, 1 have no problem with that.
"Have all the companies filed? | '

COMMISSIONER MURPHY: Yes. }

ASSEMBLYMAN ADUBATO: How is the reduction given? I mean, is
it given in a credlt, a rebate, a prospective reductlon -- how is it
glven7.

COMMISSIONER MURPHY: I don't know precisely; I assume it is
“given as a credit on renewal. Warren, do you happen to know?

 MR. COOPER: Yes. In general what ISO did, was reduce the
percentage that was in the rates. There was a 5% reduction from the
base rate for senior citizens. They increased that to 15%. Other
.companies did it in different ways, if they were the filers.

ASSEMBLYMAN ADUBATO: So, there was no uniform way?

MR. COOPER: There was no uniform way. Of course, that could
not be, particularly with a company like Colonial Penn, which is wvery -
specialized.

ASSEMBLYMAN ADUBATO: Weren't they exempt from that?

MR. COOPER: They were exempt; you're absolutely right.
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| ASSEMBLYMAN ADUBATO: I believe we exempted them because over.
50% of their business is seniors, and it would be an undue hardshlp.
‘ MR. COOPER: Because of .thelr hlgh proportion, _you're
absolutely'right. - o » ' g R '
ASSEMBLYMAN ADUBATO:  In fact, they asked me to do that Five
years ago.' o L R e
i ‘T'MR. COOPER._, Some actually d1d Just take 8. stralght,v
o percentage reductxon, others handled it as ISO dld. "'u
' , ASSEMBLYMAN ADUBATO : Okay.‘_ 'So, - the surcharge plans, we
"agree, should be operat1ve on January 1, 1984 s-'the effective'date of
" those conviction surcharge plans? In that filing I d1d ‘not ‘see’ any
~plan for the accident surcharges. Are they 901ng to be the same? .
CDMMISSIUNER MURPHY- Well, not exactly the same. ~“Let me
 state that we checked that thls morning in- ant1c1pat10n of  the
‘_questlon. As you know, the language 1s perm1551ve 1n the law, and what
IS0 has, and whlch of course, is carried over, is an - accident plan
’uhich:ellmlnates the Motor Vehicle,surcharges that they had before,
because they_are handled differentiy} They have an accident surcharge
plan based on accidents involving PD in excess of $300.00, or BI to a
p6destr1an. ' B : , , v
ASSEMBLYMAN ADUBATO Yes, that is the law now; they have to
pay out over $300.00. ' We changed that’law. Thaf was part of‘the JUA
law. So, there is none, in e\'f‘ect'7 T R '
' MR. COOPER: Except that which is requlred by the law.
~ ASSEMBLYMAM ADUBATO: Yes, but I'm saying there is no
acc1dent surcharge plan that 1 know of “What . is -it? ‘What is the .
- dollar amount? How much are they surcharglng? o |
MR' COOPER: I do not have those figures. I would have to
have the manual with me to find out exactly
. ASSEMBLYMAN ADUBATD So, the JUA then could not have any
dollar amount to attr1bute for any accident surcharges°
COMMISSIONER MURPHY: Well, they' 11 have some. They collect
1t and keep it themselves, the JUA,. for their own 1nsureds - We'll get
. it here. (Comm1551oner is: JOlned by another. member of hlS staff.)
" RICK BOER: It's $44.00 per coverage.
ASSEMBLYMAN ADUBATO: What is that, Rick?
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MR. BOER: 1It's $44.00 per coverage, and it does not apply on
the personal injury protection. So, it's $44.00 on BI, $44.00 on PD,
,$aa.oo on comprehensive, and $44.00 on collision. That is the ISO
plan. | | B ‘ :

ASSEMBLYMAN ADUBATO: And, what does that add ‘up to, Rick?

MR. BOER: Let's see. It sounds as though if you bot all
- four coverages, it would be $176.00. ' - o ,

ASSEMBLYMAN ADUBATO: A hundred and seventy -six dollars?

MR. BOER: YES. S
} '_ ASSEMBLYMAN ADUBATO: That is a flat rate; it is not based on
territory base rate anymore? | , | -

V 'MR. BOER: Not on territory; not on class.
 ASSEMBLYMAN ADUBATO:  Well, it was never on class, to my
knowlédge. It was always on territory. ’
' MR. BOER: That is correct.

ASSEMBLYMAN ADUBATO: So now, anybody in IS0, Rick, is going
to pay an addltlonal $176 00 a year if they incur an accident where
“they are at fault, where the company pays out over $300.00 to them.
They are going to pay that $176.00 for how long, a year, two years,
three years7 : '

MR. BOER: Three years.

ASSEMBLYMAN ADUBATO: Three years. Do you know if that was
calculated ih_any‘projections with the JUA?

MR. COOPER: No, that - was based solely on ISO's own
experience. '

ASSEMBLYMAN ADUBATO: That is my point. What I'm saying, is
that those accident surcharge aécumulations of monies, whatever they
'would\be, based on the 1.4 million people who are in the assigned risk
who would, in the transitional period, go over to the JUA -- if they
\have an accident, based on the assumptions that-companies always‘make,
- they could expect so many people to have an accident, and expect to
collect a certain amount of money. Was that ever calculated in the JUA
file? | -

| MR. COOPER: Whether it was calculated in the JUA file, I am
‘not certain. In the ISO flling, however, their expefience for
liabilities is on the basis of the combined experience of the residual

~and the voluntary market.
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~ ASSEMBLYMAN ADUBATO: The whole point there -- if it is based
“on both . markets,‘ and they are not going to have both - markets come
January 1, then it would be over into the JUA. : o =
MR. COOPER: Yes, sir, you're absolutely rlght, but I think
Commissioner Murphy explalned the basis on which we approved the
'complﬂance filings, and that this matter will be looked at through the
1"iAdrnlmsi:ratlve Courts as to what the proper - bBSIS for - these f111ngs'
* should be. o '
ASSEMBLYMAN'ADUBATU ALL right, so then you re sayxng that a
K schedule ‘for surcharges has been promulgated° N
' MR. COOPER: Yes. . ' :
vv ASSEMBLYMAN ADUBATOi‘vFor'vehicle aecidente_and motor vehicle
violations? | | L o ' ‘ _
MR. COOPER: For accidents, not for violations.
ASSEMBLYMAN ADUBATO: - So, there have not been ahy violation
surcharges promulgated out51de of the ones mandated by law?
| MR. COOPER: No. There is just-- ,
o ASSEMBLYMAN ADUBATO: Ukay. I ‘know, we have been over that.
o FMR.‘COOPER: There 'is just one thing though; Mr. Chairman, to
clarify the matter. We realize that certain of these charges are going
out and will not be picked up in the ‘motor vehicle charges because they
do not generate points. There is a draft regulation--
COMMISSIONER MURPHY: I referred to that before.
~ MR. COOPER: Yes, you referred‘to it before, but it is a
‘draft regulation from the Director of Motor Vehicles and the
Commissioner of Insurance to pick that money back up.
| ASSEMBLYMAN ADUBATO: The money that was lost?
MR. COOPER: Yes, it's money that falls out of the system.
ASSEMBLYMAN ADUBATO:  Are you including DWI, the drunk
' 'dr1vers and so forth, in that'7 T | , : ’
| - COMMISSIONER MURPHY: = Well, they are already included in the
law. These are ones who do not. develop points for certain offenses.
ASSEMBLYMAN ADUBATO So, are we saying--  You know, I am
‘hav1ng dlfflculty, because people said they calculated something like
. $36 million. ' : :
 COMMISSIONER MURPHY: I do not know the basis for that. I

 think someone said $39 million.
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ASSEMBLYMAN ADUBATO: Well, $39 million. Last year in New
Jersey, 25,000 people were convicted of drunk dr1v1ng Those people,
~ if they are convicted after January 1 of next year-- '
COMMISSIONER MURPHY: A thousand bucks. |
ASSEMBLYMAN ADUBATO: If that is an equal amount, JUSt -from
drunk driving alone you're talking $25 million. :
ASSEMBLYMAN THOMPSON: How did you get that flgure7 |
ASSEMBLYMAN ADUBATO: Pardon? : . : .
ASSEMBLYMAN THOMPSON:  You said 25,000 persons were convicted
of drunken driving.
‘ " ASSEMBLYMAN ADUBATO: Yes, sir.

ASSEMBLYMAN THOMPSON: How do you arrlve at $25 million, I
don't quite get it? |

ASSEMBLYMAN ADUBATO: | Because they have to pay,. Gene, a
thousand dollars to Motor’Vehicles in order. to drive, in addition to
all the other penalties and other fines. They only have to pay it for
one year. I had it for three years, but I was overruled 'by the
Attorney General -- and I respect his ruling -- when he said that the
way we drafted the bill, it was thelr opinion that it should only be
for one year, that thousand dollars, instead of the three.
Nevertheless, it is still $25 million. In the future, we expect to
change that law to increase. the drunk driving penalties, to make them
even a little harsher than that. Maybe we'll take the car too.

The issue is that $25 million alone comes just from drunk.
driving, so. you have quite a base tﬁere to build on.. And, if you
expand the surcharges, just as a suggestion -- I know I shouldn't be
doing this -- the people who are in the assigned risk who are being
surcharged today, and those surcharges do not apply to the people in
the voluntary market -- as a suggestion, I don't know why we just don't
"apply “that to everybody's license too, and increase the competition
‘there, or the market thing you're choosing from, to five million,
instead of 1.4 million. Every licensed driver in the State should be
subject to those kinds of surcharges, which is what we did when we
brdught in the motor vehicle charges to expand it beyond.

COMMISSIONER MURPHY: That's right.

ASSEMBLYMAN ADUBATO: That is only a suggestion.

COMMISSIONER MURPHY: I think it is a valid one.
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ASSEMBLYMAN ADUBATO: I am not going to ask these other
questions; I think they are.superfonus,h I am hot'goihgbto talk: about
whén'the Chairman was appoihted, and so forthiahd so on. -However, I
‘would like to ask you, Commissioner, again,_the;SEme'thing I asked Mr.
‘Gibson, and thatfis; in the plah of operetion-- ~There are- several
questions I have about several things, but 1 will wait until the bugs
are worked out. As you _khdw,'“in -the‘ftegiSIétqre we ’héve ‘a Joint -
" Committee set up for oversight. We have the Senate Labor and Industry
‘Committee and our Committee jointly responsible to take the reports
“from you and the'pedpie there, to see'whet QetcéhEdo]to improve the
bperétion;‘and to take out the kinks that we ell‘know are going to be
- there. | ' | | -

 But, before that, I want you to know “that I am very disturbed
about two. thlngs, because I do not understand the logic behind them.
1 thought one was pretty clear, Mr. Glbson, although I had trouble
cohmunicating it to you. I do not uhderstand how, if I'm right, the
_expense factors in the residual market were‘khocked down some time ago,
in thls State, by Administrative Law Judges If 1 remember correctly,
it was kept at 6-1/2%. 1 might be wrong; that's my memory. I don't
know if any of you guys can help me. I don't know how it happened,
maybe I am misinterpreting it, I don't know. (Assemblyman‘ Adubato
consults with a member of his staff.) ~ Okay, rather than confuse more
people, let me just leave it;” and say ‘that the expenses which are
incurred by the JUA, that are, you Kknow, iegitimate eipenses.—-'and I
believe in the ecehohic.motiyes of people participating, it's a private‘
sector, it's not State run or State controlled, even though it was
State created -- those monies, whatever they -are, - whether it's $39
| million, $1OD mllllon, whatever they are, that they are not collectlng'
-~ how do we give them an 11.5% expense? '
‘ I have heard the rationale. I do not accept that rationale,
-~ and I would ask you to chenge that by regulation, or believe me,
i.con51der 1t because ['m telling you that at the Flrst se551on after we
'come back here, we are go;ng to make it law, 1( that is what we have to
do. We'll make it law. People tell us there is no. law, so we'll make

laws.
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COMMISSIONER MURPHY: Inc1dentally, that item, along with the
commission item which you referred to, are also spec1f1c items I have
addressed to the Administrative Law Judge to comment upon because,
- obviously, it runs to the make-up of the JUA premium. | ’
ASSEMBLYMAN ADUBATO: The other thing is -- well, you're
- ahead of me. I was going to ask you £hat3' I'1l accept thst, Sht, you
know, I would rather we did not have to make laws to do these th1ngs. |

COMMISSIONER MURPHY: . I would too. v

ASSEMBLYMAN ADUBATO: You know, when people beat around the
‘bush in an explenation, it doesn't do them any good here. It really
doesn't; it's sad. You don't have to explain to us, to fhis body, that
‘there are expenses in running anything. But, I've heard from people in

thevprivete:seetor, and I believe them, that there should be no free
rlunch, and they shouldn't get a free lunch either. In the words of
some of the most conservative fiscal-people in this country -- the two
who come to mind who I will not publicly name, but everyone knows.who
they are -- they talk about the fact that some people in the private
sector want competition, as long as it is not competition against
them. And, some people are against subsidies, except if they are
getting the subsidy, and then it is okay. o

There is no consistency in the make-up of this plan, and
there is no cohsistency4 in ‘allowing the companies to retain $165
million that they have no exposure for. That is why we have called
this public hearing, basically for those reasons. Is that a fair
statement, Assemblyman Kosco?

ASSEMBLYMAN KOSCO: Well, the reason for the hearing was to
determine exactly what the charge 1s, to find out what is being done.
I'm sure that comes under the realm of what we are trying to
accomplish. ‘ |

" ASSEMBLYMAN ADUBATO: Mr. Commissioner, if there is anything
you would like to add, fine. If not, I am going to ask Cliff Snedeker
to step ferward.‘ I have a couple of questlons for him. Thank yeu for
coming, Commissioner. ' |

ASSEMBL YMAN THOMPSON:  Mr. Chairman?

ASSEMBLYMAN ADUBATO: 0Oh, I'm sorry; go ahead, Assemblyman
Thompson.
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ASSEMBLYMAN THOMPSON: ~ Thank you. I would just like to say |
this. With reference to the issue deallng with the surcharge of $165
'mllllon, whlch was supposed to have" been for paying out clalms dealing
with a551gned risk, and whlch‘wlll disappear in January, I am not that
disturbed beeause:I think this is why we have legislative oVers}ght and
why we have hearings. A hundred and sixty-five million dollars is an
awful lot of money to put in the hands of people 1n “the prlvate sector

"~ on a voluntary basis that they will return 1t because something has

happened in the law. I think this is why we have leglslatlve hearlngs,
and the type of government we’bave-withvehecks'andfbalances, 80 we can"
remedy these types of things. vb S o
I am glad I have had an opportunlty to attend this hearing,

because I am learning somethlng with reference to thls insurance
~question. I actually did not know that this existed. But, I am not
disturbed about it, because this is why we have the Leglslatufe. Thank
you. R | .
COMMISSIONER MURPHY: Thank you, sir. .
ASSEMBLYMAN ADUBATO: Director Snedeker, if you have a
prepared statement, we would like to have you present it. Having had
the privilege of knowing you as a legislator, and serving with you
during my first term, I know who you are, I know what you are, and I am‘
~ glad you're in the cabinet. .

' Cliff, as the Director of the Dlv1Slon of Motor Vehicles,
‘were you ever asked to specifically vote on approving a $90.00 RMEC?
Were you evef given a piece of paper; or have you ever signed a
document, or. have you ever been asked if you would accept a $50.00
RMEC, or -- let me try to help based‘oh what 1 have heard. Were you
asked, or were you told that there was going to be a $90.00 RMEC? Now,
I may be misinterpreting, I don't know. ‘Maybe you can help us.
CLIFFORD W. SNEDEKER: All rigt. I did not attend the
' heeting.‘ I am a voting member; the Commissioner is not. -1 am a voting
‘member, but I did not attend the‘meeting at which this was discussed;
I haven't attended any of their meetiﬁgs; ‘however, we do have a
representative there. I did not physically vote, nor was 1 asked to

vote for or against that. I was told there would be a RMEC of $90.00.
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ASSEMBLYMAN ADUBATO: Was it always your understanding, ss
one of fhe original sponsors of‘AsSembly Bill 1696} in the‘dark days
when it got sxxteen votes, that the surcharges were supposed to make up
the equallzat10n7 : ‘ o

o MR. SNEDEKER:v It was certainly my intent as»lbng as.l was a
sponsor of it, yes, and it is still my intent.  1’;hink‘th§t>is what

. ~ the bill ddes, and should do. -

_ 'ASSEMBLYMAN ADUBATO: I will not get into how we negotiated
that through the years. Director Snedeker,>hOW“can we be helpful to
you todsy- in meetxng your obligations with this leglslat10n9 .’

) MR. SNEDEKER: 1 certainly think the Leglslature has been
vefy helpful.td us by allowing us to take funding out of UJCF monies to
'"implement'our‘éomputerization, because that is going to be a big factor
‘when we start in January, and we are prepared in January to start
collecting the necessary surcharges. I gave Splros, your Commlttee
Aide, an explanation of all the actions the Division bf Motor,Vehxcles'
' haS'taken. You will see in there -- and don't get scared with the bill.
-- on about the third page is an insurance bill. It is much larger
than thié;'much more readable. YWe'have reduced it dowh; so that we
could show both the back and the front of it. Sb, a copy of the bill
‘is in the material I have given Spiros. , N

We will be prepared to collect this. Frankly, we do not need
additionalkhelp, The only help. you can be is "if you don't change it
too_‘many more times “between now and when we have to put it into
effect} We are prepared, if you go with the six points rather than the
three points, to make that change._ We have given evéryone the figures
as to what it w111 mean in six points, and what it will mean in three
points. o ,
~* ASSEMBLYMAN ADUBATO:  Director, I'm sure you are aware that .
in the legiélation that is over in the other house, we clearly
reconfirmed the fact that the Commissioner still has the statutory
power to .implement any surcharges he wants, to make, up for that
~ shortfall. And, even though the Legiélature'may'také out the three,
. four and five points, if that happens, it only leaves the d:unk‘driving'

of a thousand dollars, and the six points, Which is a maximum $100.00.
iThe Commissioner, if he deems it necessary, can relnstltute anythlng he

wants. Are you aware of that?
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MR. SNEDEKER: Yes. - In fact, 1 have taken our staff and we
" have rev1ewed the p01nts ‘that - the assigned risk gave in the past which
are “not’ motor vehlcle points. For instance, dr1v1ng with someone
else'sﬁlicensenis a heavy fine, but you do not get any points on your
‘motor vehicle record You lose your license and you are fined. Under
~the 8531gned risk if that occurs, and you are in’ the assxgned rlsk, you
_pay a very heavy charge. Ne have recommended and put 1n a 115t whatc
- those charges are we w1ll be 1051ng, but we do not went to do 1t by
points. We want to do 1t by. a flat fee charge, because p01nts on
someone s record for that -- it is not a v1olat10n of -a motcr vehlcle‘
‘conviction law. o R ’
- ASSEMBLYMAN ADUBATO' Do you feel'you:have--’ Well, see, the
way I 1nterpret it, quite frankly, you do not have the power to do
that. RS . B N _
' MR. SNEDEKER. No, we just made the recommendation; we just
gave them the 1dea. ‘ : E . '(
~ ASSEMBLYMAN ADUBATO: Only the Commissioner has the power to
do that. | - .

MR. SNEDEKER- That's right. He can make the surcnarges;fail
we can do-- | s ’ . |
ASSEMBLYMANfADUBATO: You have the-obligation to implement,
and he has the obligation to discuss it with you by statute, but only
he, by regulation, can actually‘implement it -- by reg. ,

MR. SNEDEKER: Correct;_ that is the “way we interpret- it,
Assemblyman. ' _ AR , : ‘

ASSEMBLYMAN ADUBATO: Okay. I'm sorry, Cliff, go ahead.

MR. SNEDEKER: If you have any other questions of us, we will
be happy to answer them. We are prepared, as I said, to implement this
Januarj 1 ‘and I'm sure you all understand how it works. We will be
sending to each leglslatlve offlce our description of the points, and a
record of all the points. 1 thlnk you may have gotten something from
. us in the'mail.b There:is one’p01nt, three p01nts, and on up to fifteen
and thirty-five points. If we can be of any 'heip to you in your
legislative offices, please let us»know;

We are also going to. prepare a brochure of the points, and we
" will supply this to each legislator. I am sure your constltuents are

: 901ng to call you, and you can send this out to them.
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ASSEMBLYMAN ADUBATD ‘For the record, before there are any
"questlons, I want to make it as clear as I can, ‘that your Department,
and everyone . in that Department has always cooperated with the
Legislature. In fact, it is nice to get information without having to
‘ask for it, which you have always done. I just wish we could help
other people see that it is to the 1nterest of all of us to share
~information, so we can be helpful. V , e E
I want to commend you on taking on a great challenge, because
I remembet the industry saying, "It can't happen."  They were right
that the-Department needed money, it needed the computers, and it still
needs more‘help; But, I am confidenf that under your leadership and
under your guidance, that will happen} The bugs that are in it will be
taken out, and we'll just keep going along. I perceive this not as a
one-year deal. I perceive the transition of the system, gettlng it to
a healthy situation, will take three to five years. We have to expect
this after a decade of inattention by many people, especially those
'people in the industry, who never brought to anyone's ‘attention, for
whatever reason, all those shortcomings, which we had to 'discover
ourselves by probing. Whatever logic they use -- to me they say,
" "Well, if we do it and someone else doesn 't dobit, then we won't have
competition anymore." I found out they don't share information with
‘each other, so why should they share it with us? A
So, we have to help them to understand that we are not
competing wifh them. We want to help them to be able to compete with :
each other. I know that is your philosophy, and 1 also know -- again,
I'm redundant, but I am going to say ‘it. 1 was extremely happy when
you were appointed as the Motor Vehicle Director, because I knew you
would have a good relationship with everyone in elected offlces, as
well 8s in app01nted offices. ‘ :
’ MR. SNEDEKER: Let me say, we are probably going to find more
bugs as we go along, but with the cooperation we have had in the past
with the Legislature and with the Administration, we will get those
bugs straightened out, and will be able to work very smoothly.‘ |
ASSEMBLYMAN ADUBATO: Am I putting you on the spot if I ask
you how you feel about the $75.007
MR. SNEDEKER: No. Well, I don't make rates.
ASSEMBLYMAN ADUBATO: I won't ask the question.
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5,‘MR;\SNﬁDEKER That is another department. - ‘ :

' ASSEMBLYMAN ADUBATO: CLiff, thank you very much for coming.
'Assemblymen, 'do_you have any quest1ons7 ‘ LT Tl
ASSEMBLYMAN KOSCU 1 would Just llke to ‘point out as. an
v.1nd1v1dual who deals. with your Department every 51ngle day of my
,’worklng week, that by looking at this report you gave us, you have done~
one. heck of ‘a Job w1th the Department, and you have done a heck of a

o JOb w1th th1s report.r It seems that if there is any department 1n the

State that is ready to go, Motor Vehlcle 1s.:
CMR. SNEDEKER. Thank you very much.z T T
CASSEMBLYMAN ADUBATO:  Thank you, Cliff.  Ladies and

-‘gentlemen, that is the off1c1al resolutlon of those people who' were

asked to come here. I want you to ‘know that other people were sent

telegrams, butvI spOke,to them on the. -phone. and excused,them. Ivhad a

message from the Public Advocatefs office. - -We have a prepared

- statement -here from Mr. lRodriguez lwhich‘vwe are submitting into the

‘record. I told Mr. Rodriguez that it would‘not‘be neceSSary for him to

.be’here today.».I,havevhis opinion in writing; I know what it is, and

it will be in theipublio~record. ’Let me say to sum‘it up that he

agrees'with,the.Chair, and with thebGovernor ‘and the Legislature;'that

“that $75. OD’should not be there. He also agrees with the fact that the

surcharges are supposed to be there, and that there should be no RMEC

|  the first year. I thlnk that sums it up.

Now, there are people here, and 1 don't know everyone here,
v but if there is anyone here, any edltor, or any newspaper reporter --1
,‘thlnk they all left -- but, without being silly about it, if anyone has
any information, we will not put you‘on the hot seat with barbecue
”sauce. If anyone has anythlng they would llke to offer, either from-
the 1nformatlon end of the 1ndustry, or a representative of the
industry, or if anyone wants to present a polnt of view, we w1ll be
_happy to llsten. Qu1te frankly, I won "t even challenge it, I JUSt want
1to hear if you have anythlng Yes, sir. Would you please come up here
~ and Ldentlfy yourself?v ‘ S s : | :
THOMAS GER 05 0 L.l N A: Mybname is Tom Gerosolina; 1 am
President of »Economyv.Brokerage; t We are a brokerage- house firm

specializing in selling auto insurance. =
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1 just want to express my absolute frustration with not
'kndwing the rates I have to start quoting my people in January; not
knowing this, and not know1ng that, and feeling like an absolute fool
every time I talk to one of my clients, not knowing what is going on.
Now, "is this thing all going to be resolved by January? Are we going
‘to have rates down? Will I be able to talk to our clients and tell
.‘them, Column A, Column B, Column C, D, E, F G, or what? 1 am just
gexpre551ng my absolute frustration. : ‘ . .
ASSEMBLYMAN ADUBATO: 1 understand your frustration. It's

genuine, snd it's real. But, if I may tfy to help you, 1 say to you
that the Governor of this State, all the elected officials in.this‘
State, in both houses and on both sides of the aisle, will do whatever
“we can to make sure that those people who have a statutory and
constitutional responsibility to do their Job, do it. I know that does
“not give you an -answer that says, "Yes; you will haVe it by January 1."
I can only go by the testimony that was presented here. = 1 hope you
were in the room. We were told that there are some agents who are
already writing business. I have not met any. '

, MR. GEROSOLINA:  The agents who are already writing business
are not quoting the proper rates, what they know ére the proper rates.
The agents who are writing business are telling'their clients that tﬁis
is an estimate of what is coming down, not actually what is coming

down. » ‘
| ASSEMBLYMAN ADUBATO: An estimate of what is coming down?
MR. GEROSOLINA: VYes, sir. o
" ASSEMBLYMAN ADUBATO: Is that legal? I don't think that is
legal. '

MR. GEROSOLINA: No one can honestly tell his clients how
much money they will be paying for their insurance in January. So, how
‘can we write? E - ‘ )

ASSEMBLYMAN ADUBATO: As you know, and this is not a cop-out,
some peopie feel we are interfering now -- I don't -- and some péOple
feel we are putting them on the hot seat now. Some people feel that we
are toasting them now.. ~ This Hearing is for inforhation; it is to

answer the questions vou've raised, and others have raised.
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, : There is some legitimate 'ebhfusion‘ealao;v ndt; all those
- options are'availablevihmediately,'theyiare'staged in, and they'haye“
_different time frames. That does not have anything to do with what you
_“charge a person today thdugh, you're absolutely right. But, when you
~allude to the forms and all that, you have to remember that by law the
total system has. to-be cleansed byeJuly 1, 1984, ‘as far’asﬁall the

- _:Optionsb.being ava11able,;:as‘-far as, the thlng belng totally

implemented. ':But, ‘as far as the rates go,’when ‘a person's premium -
. becomes due January 1, 1984, you' re ask1ng, "What do 1 charge h1m7";--
. you know, "What do I say'tO'him7". I can only tell you what was said
“here in front of you.‘ You'll get 1t but 1 don't know when. This is
December 14. I don't'know when you w111 get ity 1 was Just told you
~-would get it. I would ask thatvwhen you do get 1t,»you call me, call
my staff, and let me know when you got'it. -1 would appreciate it
tremendodsly. Ask your colleagues to take the time to let us know.
You know how to reach us. You can call staff, you can call Assemblyman
.Kosco, or. myself, or Assemblyman Thompson.' Let us know, because we
want to know., Sometlmes, even with laws, people do not follow through.
| I can't answer you. The only thing I can tell you is that
the Governor is going to attend a Town Meeting tonight. I know:thatl
part of hiS‘subject matter is going to be auto insurance, and I can
tell you that 120 elected ofFicials' in this State, Assemblymen and
Senators, and the Chief Executlve Offlcer of thls State, are extremely
concerned ~about the actions of some of the so- -called "appointed
officials," and their lack of action, and about the attitude of some of
the people 'in the private sector. What followe will be a direct
reactlon to that. I hope I have made my meanlng clear to you, I really
do, ‘but we cannot guarantee you a form. That is the only thing I can
tell you. o ’
‘MR. GEROSOLINA: " Wonderful., ‘ _ v
~ ASSEMBLYMAN ADUBATO: ~ Assemblyman . Kosco, do yoal want to
eohment'dﬁ the frustration that_this"gentleman has? v
ASSEMBLYMAN KOSCO: - I.wish I could, but like most people, we
only know what the law says and whagliSVSUpposed to happen. When our
of fices receive phone calls vaskingv'questions such as, "When are we

going to receive the paperwork" -- I'reCEived a call yesterday from an
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agent who said, "I still'haveh't receiQedithe paperwork," and I said,
; "Come. on down here."_ I saw him here in‘ the Chamber. Hopefully, he got
some of the answers we're trying to e11c1t. But, as Chairman Adubato
said, ‘we are going to be watching this very ‘closely, as we have been,
trying to monitor the legislative process. -Our job is to pass the
.legislatioh. We do not 1mp1ement it we do not enforce ‘the laws. We
 make the laws, and that is as far as we can go, except to do some ”
‘~prodd1ng such as we are doing rxght now. : ERV o .
' o MR.,GEROSDLINA. There is one thing that has been happenlng
- that is going to cohe back at you guys, to be quite honest with you. A
lot of people out there are expectlng low rates. ‘come January, and they
~are not going to get them. People honestly and truly feel, according
to my'clients,:with what happened through this summer and all this year
about auto 1nsurance reform -- they are expectlng low rates, and you
know somethlng, they're not 901ng to get them. :
ASSEMBLYMAN ADUBATO: Well, I am not going to sit here andv
- debate that with you.  We'll see what happens. We cannot stop
binflation, if that is what‘you're saying. We cannot stop the'price of
| buttervgoing up; if that is what you're saying. Okay? There are other
o things_that we should still do, and I admitrthat. But, when you look
at the'worid'you're living in today in auto insurance, and the world
- that begins on January 1, it's a hell of an improyemeht for everybody,
and that includes people having a reduction in rates. It includes cost
contalnment' it includes equity; it includes the fact that 85% of the
people 1n the 3551gned risk, who live -in the suburbs, will no longer be
paying 30% more for COlllSlon than their next-door neighbor; and, it
includes that those people who get six motor vehicle points, that 1.4
million, will no longer be paying 65% pf their base rate, or 150% for
six SVIP points._ It includes all,fhat. ) '
- Now, the‘public may.nof know it, but I think you know it.
- So, when you talk about,the inequities, and you talk about fairness,
you're riéht. We were not good enough to correct all the ills of a
system that has existed for fifty years'in;this,nation, and New Jersey
is the only state in the country, by law, that says you pay the same
tax to drive a car -- by law; that levels all the expense factors, by

law; that says a surcharge must be the same for the same offense,
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/‘:"regardless fbf» your‘ teffitbry,,,by‘;law:vin‘No,'rwe"haye hot‘ydahe”
“eVetything;  Wefhavé{just done mOre thén7ény¢heie19e,héSVEVer ddne; and

" 'we have more to go. i T e e T
© Thank you fOr'éoming.' o
'MR. GEROSOLINA: Thank you. -
© ASSEMBLYMAN ADUBATO: This hearing is sdjourned.

(HEARING CONCLUDED)
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APPENDIX I

‘A'SSembl_y»vote on Assemble No. 4069 (December 8, 1983)'

_ Assembly No. 4069 was given third readmg by emergency reso- »

lution.
On motion of Mr. Adubato that the bill pass the vote was as
follows: , .
In the affirmative were—
Adubato, Baer, Bennett, Blshop, Bocch1n1 Bryant Charles,
Cooper, Costa, Cowan Deverin, Dorla Doyle, Felice,
Flynn, Franks,-D. Gallo, Garvin, Gill, Girgenti, Gorman,
Haines, Hardwick, Haytaian, Hendrickson, Herman,
Hollenbeck, Jackman, dJaniszewski, Kalik, Karcher
(Speaker), Kelly, Kern, Kosco, LaCorte, Long, Markert,
Marsclla, Mazur, Meyer, Miller, Muhler, Muzwnl Ogden,
Pankok, Patormtl Patero, Pel]y Pean RIICV Roceo,
" Rod, Rooney, Schuber Schwartz, Shusted Thompson,
Villane, Visotecky, Watson Wolf, Zangam Z1mmer—-63

: In the nenratxve was—Weidel—1.

Source: Minutes of the General Assembly, 1983, pp. 764-765.
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 APPENDIX II

;ASSembly{vote:on;ASsemblyﬂNb;5802?(Janﬁary723;v1984)'e

’ Assembly No. 802 as amended was glven ﬂ'lll‘d readmg by emer-
1 - gency resolution. R
B SR ?dr M. Adubato moved the b111 whlch passed by the followmg ‘,' [
" vote:
72 Yeas 0 Nays* | ‘

e

In the afﬁrmatlve were— -
“M.  Adubato, S. Adubato Albohn Bennett, Bocchlm
- Bryant, Charles Chinnici, Cooper, Cuprowskl Deverm,v
. Doria, Doyle, Fehce Flynn Ford, Fortunato, Foy, Franks,
_Frehnghuvsen Gallo Garvin, Glll Glrgentl Gorman
. Haines, Haytalan Hendrlckson, Herman Kalik, Kdrcher,
- (Speaker), Kern, Kline, Kosco, LaRocca thtell ‘Long, -
. Loveys, Markert Marsella Mazur McEnroe - Meyer, -
Muhler, Muziani, Naples, Ogden Otlowskl Pa]ala Pan-
- kok, Paternltl Patero Pellecchia, Pelly, Perun Rameu ‘
Rl]ey, Rocco, Rod Rooney, Schuber Schwartz, Shusted :
Thompson, Valmerl Vlllane Vlsotcky, Walker, \Vatson ~
Zangan Z1mmer—71 » .

In the negatlve were— .
‘ Kavanaugh Weidel, Zecker—3

"Source:7Minutee of the General Assembly,d1984, pp. 91-92.

*Thls Vote total is an error.‘ The correct vote total is 71- 3
~as. 1ndlcated by the flgures at the end of. the roll call
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E JOAN OLIVER
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REINA XKRAKOWER
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" Assembly Banking & Insurance Commxttee o . 'ﬁi'-_s_‘l_-?:. o

CN-042, State House Annex
'I‘renton, New' Jersey 08625

Dear Mr. Cha.lrma.n.

‘You have asked for our opinion as to the authonty of the COmmxssxoner'
of Insurance to approve a revised rate filing, for the purposes of complying with
the "New Jersey Automobile Insurance Reform ‘Act of 1982," which includes a

"policy- eopstant" or "flat charge.” You are advised, for the reasons set forth
below, that the commissioner may have violated his statUtory authority when he.

approved the policy constant as part of the rate filing.”

The act, N.JS.A. 17:29A-33 et al, was approved on February 10, 1983,
~and had, as its overall purpose, the provision of automobile insurance that would
be "e.ffordable, available, and more equitable to the motorists of this State.,” .
N.J.S.A. 17:29A-34j. - As part of that plan, the New Jersey Automobile Full -
Insurance Underwriting' Association was created, consisting of all insurers
" licensed to transact automobile insurance in the State, to.provide automobile -
insurance to qualified applicants.  See N.J.S.A. 17:30E-4 and N.J.S.A. 17:30E-6.
The act was.intended to replace, as of January 1, 1984, the automobile insurance.

- plan established pursuant to N.J.S.A. 17:29D-}, the "assigned risk plan,"” with the
association as the vehicle for provxdmg automobile coverage "for those
individuals who are unable to be written in the voluntary market. " Senate Labor, -
Industry and Professwns Committee Statement to Assembly Bill No. 1696 of 1982.

The pohcy constant or flat charge was implemented in November 1980 by
the commissioner "as an interim rate increese of approximately 11.8% in the form
of a uniform charge appliceble to all policies in both the voluntary and residual
markets.” In the Matter of Automobile Insurance Plans Service Office et al.

" (0.A.L. Docket No. Ins. 4903-82, Decemper 16, 1962). This ilat eharge "wes -
designed as a uniformfee which would permit losses in the. assigned risk market

“to be spread across the entire insurance market." Id, App. A, p.4.

See, also,

statement.to Assembly Bill No. 4069 of 1983. - Accordmg to evidence presented in’
the above captloned matter, the "poliey constant in its present form is explicitly
o mcorporated in the [Automobue Insurance] Plan's rules (Exmbxts P-lA Rule 28).°
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14, at p.43.! on April 4, 1983, the éommissioner, in reviewing and approving the
decision in that matter, approved an increase in the policy constant of $33.00.
- When added to the existing constant of $42.00, the total charge permitted after
April 4, 1983 was $75.00. ‘

In November, 1983, the Insurance Services Office, the rating organization
for the largest number of private passenger automobile insurers, delivered to the
commissioner a revised rate filing for the purposes of complying with the "New
Jersey Automobile Insurance Reform -Act of 1982." That filing (which contained
the rates and rules for the New Jersey Automobile Full Insurance Underwriting
Association), and filings:for State Farm Mutual -Automobile Insurance Company
and Prudential Property and Casualty Company, were conditionally approved by-

' the commissioner for use in this State on and after January 1, 1984, subject to
_review by the Public Advocate.. In all those filings the policy constant
implemented in November 1980 and increased in April 1983 wes redistributed by
cless and territory. In the Matter of Private Passenger Automobile Filings
submitted in Compliance with the New Jersev Automobile insurance Reform Act
of 1982, N.J.S.A. 17:29A-36 et seq. (December 16, 1983). In other words, that
portion of rates previously collected by insurers as the policy constant for the
purposes of covering losses arising from.policies under the assigned risk plan,
insteed of being elimineted, was reconstituted by the insurers and built into their
new rates, despite the fact that after January'l, 1984, insurers will no longer be
issuing policies under that plan. :

In his ruling on December 16, 1983, because the disposition of these
monies had been made the subject of a hearing in the Office of Administrative
- Law, and because a bill pending before the Legislature also contained provisions
for their distribution, the Commissioner of Insurance withdrew his eonditional
‘approvals of the rate filings "insofar as such approvals permitted the use, on or
“after January 1, 1984, of retes and rating systems which redistribute policy
constant income by eclass and territory." The commissioner additonally ordered a
refiling by all filers on an expedited basis to conform with the act, maintaining
the policy constant in its present form and amount, and that applicants be
notified that premiums quoted to be effective on or after January 1, 1984 are
estimated only, "subject to adjustments required by law and to be approved by
the Commissioner of Insurance." '

Our research revealed no specific statutory or regulatory authority for
the impositon of the policy constant. The assigned risk plan was mandated by
- legislation enacted in 1970 and contains no particular reference to rates or rate-
making: =

The Commissioner of Insurance may adopt, issue and
promulzate rules and regulations establishing a plan for
the providing and apportionment of insurance coverage

‘Due to time constraints in the writing of this opinion, we were unable to obtain
and review the rules of the automobile insurance plan, although a review of the
November, 1983 rate filing of the Insurance Services Office revealed that its
rules set forth distinctly the policy constant. :
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for applicants therefor who are in good faith entitled to,
but are unable to procure the same, through ordinary

" methods. Every insurer admitted to transact and
transacting any line, or lines, of insurance in the State of
New Jersey shall participate in such plan and provide
insurance coverage to the extent required in such rules
and regulations.

Prior to the adoption or amendment of such rules and
regulations, the commissioner shall consult with such
members of the insurance industry as he deems.
appropriate. Such consultation shall be in addition to any
otherwise required public hearing or notice with regard to
the adoption or amendment of rules and regulations.
'[N.J.S.A. 17:29D-1] 2

" The authority of the commissioner to regulate the rate making policies of
insurers, however, is clear. N.J.S.A. 17:29A-1 et seq. regulates the making and
applyinz of insurance rates and provides for the commissioner's approval if the
rating systems "provide for, result, or produce rates that are not unreasonably
high, and gre not inadequate for the safeness and soundness of the insurer, and
are not unfairly discriminatory between risks in this State..." N.J.S.A. 17:29A-7,

The insurance industry is "strongly affected with a public interest and
therefore properly subject to comprehensive regulation" to protect the public
welfare., Sheeran v. Nationwide Mutual Insurance Company, Inc., 80 N.J. 548,
559 (1979). The stafutory scheme ol N.J.5.A. 1/:20A-] et seg. maniiests a
legislative intent to protect the public from the danger of improper rates and
should therefore be given the fullest effect which the statutory language
permits. In re Allstate Ins. Co., 179 N.J. Super 581, 591 (App. Div. 1981). An
administrative practice which is followed for many years is generally given
substantial weight in determining legislative intent, and, while not binding on the
courts, merits their deference when the administrative interpretation is
reasonable. Id, at 590-59L

The commissioner's authority to permit the imposition of the policy
constant, while not specifically authorized, must be assumed to be within his
implied authority to regulate the rates of insurers generally. Delegation of
authority to an administrative agency is to be liberally construed when the
agency is concerned with the public heelth and welfare. N.J. Ass'n. of Health
Care Facilities v. Finley, 83 N.J. 67, 79 (1980), appeal dismissed, 449 U.S. 944. In
& case 1nvolving emergency rate increases granted by the then Commissioner of
Banking and Insurance to the Hospital Service Plan the Supreme Court stated, "In
the absence of our express prohibition, the broad language of the authority

“For a history of residual market insurance, see Judge Sukovich's discussion in In
the Matter of: Automobile Insurance Plans Service Office et al., supra, at 40-42.
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.conferred on the Commissioner ought to be deemed by implication to carry
power for interim relief." N.J. State AFL-CIO v. Bryant, 55 N.J. 171,176 (1969).
Thus, what began as interim relief in 1980, was continued by the commissioner
without legislative interference for three years, and was increased in April 1983
based upon a decision by the Office of Administrative Law, can hardly be said to

be a charge, the approval of which violated the commissioner's authority.

Whether approval of this charge, as redistributed by class and territory
by the insurers for rates effective on and after January 1, 1984, violates the
commissioner's express and .implied authority, however, requires - further
examination. i : :

The criteria for the making of rates and rate systems are
set forth in N.J.S.A. 17:29A-4, and include the adopting of
basic classifications, the establishment of reasonable
standards pertaining to hazard or peril and the
consideration of such matters as past and prospective loss
experience and a reasonable proiit to the insurer. .
N.J.S.A. 17:29A-4. If the Commissioner finds that the
rating system filed by or on behalf of the insurer provides
_rates that are unreasonably high or excessive, or are
inadequate or that discriminate among: like risks, an order
is issued to the insurer or rating organization directing
. .appropriate alterations in the system so as to produce
acceptable rates.  N.J.S.A. 17:29A-7...The factors
entering into the making of a rating system include,
among other things, consideration of past and prospective
_ loss experience and a reasonable profit. In re Allstate Ins.
-~ Co., supra, at 388-389 (emphasis added)

Apparently, the subject rate filings were approved without any demonstration on
the part of the rating organizations that the policy constant was a necessary
factor in reducing their projected losses for calendar. year 1984 so that they
might realize a "reasonable profit."3 The redistribution of the policy constant by
.- the insurers, and the commissioner's approval, indicate a recognition that the

flat charge was no longer justifiable as a separate expense. Nevertheless, the
filers were permitted to "foldover" that charge into other classifications.

Whether this charge, then, was a recoverable -expense of the insurers
under N.J.S.A. 17:29A-1 et seq. after the elimination of the assigned risk plan is
certainly suspect and the commissioner's order issued on December 16, 1983
serves to confirm that suspicion, as well as acknowledge the impropriety of his

°In the case of the filing for the Insurance Service Office, the former policy
constant, distributed by elass, wes simply deleted from ISO's rules and those
amounts were added to the "Expense Fees" by eclassification.
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prior approval thereof., Without a determination that continued inclusion of a
policy constant or some similar "expense fee" was imperative to grant insurers a
fair return on their policies after the elimination of the statutorily mandated
system which created the loss for which they sought recompense, it could be .
argued that collection and retention .of the policy constant as redistributed
amounted to the taking of an excessive profit by the filers. Until that issue is

_ resolved, there is at least a question as to whether the commissioner violated his
statutory authority by approving rates which allowed the taking of excessive
profits.

You are advised therefore, for the reasons set forth herein that, absent
any demonstration on the part of rate filers that continued collection and
‘retention of a policy constant was necessary to cover substantiated losses, the
Commissioner of Insurance may have violated his statutory authority when he
epproved rate filings for automobile insurers for rates in effect on or after
Ja.nuary 1, 1984,

Respectfully subi'nitied,

DIVISION OF LEGAL SERVICES .

Albert Porroni
o Legxslatwe Counsel

- e Thomas K. Musick
Deputy Legislative Counsel
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