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Assembly Concurrent Resolution No. 29—Assemblymen Price, Mann, Mello,
Hickey, Malone, Rusk, Bremner, Polish, Marvel, Bergevin, Horn, Chaney,
Sena, Bennett, Prengaman, Bedrosian, Dini, Cou ter, Banner, Barengo, Hayes,
Wagner, Weise, Cavnar, Jeffrey, Brady, Fielding, Craddock, Stewart, Tanner,
Westall, Rhoads, Vergiels, Getto and May

FILE NUMBER..124 -

ASSEMBLY CONCURRENT RESOLUTION—Directing the legislative commis-
sion to study motor vehicle insurance rates and rating practices, the increased
cost of motor vehicle repair and medical care, possible statutory changes
affecting recovery under the tort liability system and related matters.

WHEREAS, Motor vehicles are expensive, often representing a family’s
largest or second largest capital investment, and are exposed to a high
risk of damage or destruction while being operated on the highway or
while left unattended; and

WHEREAS, Accidents involving motor vehicles often result in death
or severe injury to the persons involved, which in turn results in a
severe econom’c burden on those involved and their families; and

WHEREAS, Motor vehicle insurance represents the only practical pro-
tection for the owner and operator of a motor vehicle against large loss
--of property, expense of costly injuries, liability for damage to property
of another or liability for the injury or death of another; and

WHEREAS, Motor vehicle insurance has become so expensive and the
use of motor vehicles so necessary that many Nevadans are forced to
violate the law by operating their motor vehicles withcut the required
insurance coverage or other security; and

WHEREAS, The protection of the lives, safety and property of the
people of Nevada is of immediate concern to the legislature; now, there-
fore, be it

Resolved by the Assembly of the State of ‘Nevada, the Senate con-
curring, That the legislative comm’ssion is hereby directed to study the
rates charged by motor vehicle insurance carriers, the rating practices of
those carriers, inflationary changes in the cost of motor vehicle repair
and the cost of medical care, possible changes in laws affecting recovery
under the tort liability system and other related matters; and be it further

Resolved, That the legislative commission submit a report of its
findings and recommendations to the 61st session of the Nevada legis-

lature.
19 <& 79
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REPORT OF THE LEGISLATIVE COMMISSION

TO THE MEMBERS OF THE 61ST SESSION OF THE NEVADA LEGISLATURE:

This report is submitted in compliance with Assembly
Concurrent Resolution No. 29 of the 60th session of the
Nevada legislature, which directs the legislative commission
to study the rates charged by motor vehicle insurance
carriers, the rating practices of those carriers, infla-
tionary changes in the cost of motor vehicle repair and the
cost of medical care, possible changes in laws affecting
recovery under the tort liability system and other related
matters.

The legislative commission appointed a subcommittee to make
the study and recommend appropriate legislation to the next
session of the legislature. Assemblyman Robert E. Price was
designated as chairman of the subcommittee with Senator
William H. Hernstadt as vice chairman. The following
legislators were named as members: Assemblymen Robert R.
Barengo, Roger Bremner, Michael T. FitzPatrick, John M. Polish
and Peggy Westall.

The subcommittee has attempted, in this report, to present
its findings and recommendations briefly and concisely. A
great deal of data was gathered in the course of the study.
The data which bear directly upon recommendations in this
report are included. The report is intended as a useful
guide to busy legislators. All supporting documents and
minutes are on file with the legislative counsel bureau and
available to any member.

The report is transmitted to the members of the 1981
legislature for their consideration and appropriate action.

Respectfully submitted,

Legislative Commission
Legislative Counsel Bureau
State of Nevada

Carson City, Nevada
August 1980
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SUMMARY OF RECOMMENDATIONS .

This summary represents the major conclusions reached by the
subcommittee. These conclusions are based upon suggestions
which came from public hearings, written communications to
the subcommittee, surveys of other states' insurance regula-
tory agencies, surveys of motor vehicle insurancé companies,
information from the National Association of Insurance
Commissioners,* insurance industry trade associations, staff
research and the experience of the subcommittee's members.

The subcommittee recommends that:

1. The rate standard presumption that rates are not
excessive if price competition exists be removed
from NRS 686B.050. (BDR 57-9)

2. ' The insurance commissioner consider investment
income from unearned premium and loss reserves in
determining whether motor vehicle insurance rates
are excessive, (BDR 57-9)

3. The insurance commissioner establish a fraud unit
to enforce the provisions of NRS 683A.400 and NRS
686A.290 and other applicable statutes.

4. The statutes be amended to clarify that insurance
companies are required to pay the difference
between the uninsured motorist coverage the insured
has purchased and the limits of the bodily injury

*The membership of the National Association of Insurance
commissioners consists of the commissioners, directors,
super intendents or other officials in the states who are
charged by law with the responsibility of supervising the
business of insurance. The object of the association is
to promote uniformity in legislation affecting insurance;
to encourage uniformity in departmental rulings under the
insurance laws of the several states; to disseminate infor-
mation of value to insurance supervisory officials in the
performance of their duties; to establish ways and means of
fully protecting the interests of insurance policyholders
of the various states, territories and insular possessions
of the United States; and to preserve to the several states
the requlation of the business of insurance.

vii.



coverage carried by the owner or operator of the
other vehicle with whom he is involved in a motor
vehicle accident. (BDR 57-10)

The insurance division periodically publish:

A.

A brief motor vehicle insurance consumers'
guide to be distributed with motor
vehicle registration forms. Tite subcom-
mittee recommends further that such guide
contain (1) premium cost comparisons for
the five least expensive and five most
expensive companies doing business in
Nevada using the most common coverages as
a basis for comparison; (2) comparative
data relating to consumer complaints and
coverages in which such complaints occur;
(3) a rating of the manner in which
insurance companies settle claims; (4)
information on premium cost saving tech-
nigques such as using deductibles and
taking advantage of various discounts;
and (5) other information deemed
appropriate by the insurance
commissioner., The subcommittee recom-
mends further that the consumers' guide
be distributed at no cost to the general
public. '

A detailed automobile insurance buyers®
guide containing comprehensive infor-
mation about motor vehicle insurance
including coverages available, motor
vehicle insurance company rating and
underwriting criteria, the use of deduct-
ibles, and other information deemed
appropriate by the insurance
commissioner. The subcommittee recom-
mends further that the buyers' guide be
distributed at no cost to the general
public and be made available at govern-
ment offices and other appropriate
locations. (BDR 57-9)

The insurance commissioner encourage motor vehicle
insurers to submit rate filings containing
decreased rates in recognition of premium pricing
factors which consider repairability, damageability
and theft potential between makes and models of
motor vehicles.

viii.



10.

ll.

12.

The insurance commissioner encourage motor vehicle
insurers to offer higher deductible limits for
comprehensive, collision and liability insurance
coverages.

The insurance commissioner encourage motor vehicle
insurers to give premium discounts to insured
households where the number of insured vehicles
exceeds the number of eligible drivers.

The insurance commissioner promote the development
of low cost automobile insurance coverages by
encouraging insurers to institute group motor
vehicle insurance plans and by providing assistance
to those persons wishing to establish insurance
companies in Nevada which charge low premiums for
motor vehicle insurance coverage.

The insurance commissioner report back to an
appropriate committee of the 1981 legislature on
the status of the proposals being considered by the
Automobile Insurance (D3) Subcommittee of the
National Association of Insurance Commissioners
relating to (a) preinsurance inspection and post
crash inspection of motor wvehicles and (b) the
settlement of claims for automobile physical damage
for less than the cost to repair where the decrease
in value to the damaged vehicle is substantially
less than the cost to repair and where the vehicle
is not repaired.

No motor vehicle insurer refuse to insure, refuse
to continue to insure, or limit coverage available
an eligible person on the basis of occupation,
residence, length of residence, marital status,
age, sex, the applicant not having motor vehicle
insurance in force at the time the application is
made, average miles driven or commuting mileage,
amount of insurance, principal operator, or number
of vehicles or number of licensed operators in the
household. (BDR .57-10)

The insurance commissioner adopt regulations
requiring that on or after July 1, 1981, motor
vehicle insurers file and explain underwriting cri-

teria with each change in such criteria. (BDR 57-10)

ix.



13.

14.

15.

16.

17.

18.

19.

The insurance commissioner keep apprised of issues,
court rulings and legislation associated with motor
vehicle insurance classification and rating plans
and of the status and outcome of the National
Association of Insurance Commissioners' study and
findings on the subject. The subcommittee recom-
mends further that the commissioner report to an
appropriate committee of the 1983 legislature the
findings of the National Association of Insurance
Commissioners' motor vehicle premium rating classi-
fication study along with any recommendations he
may have for changes in the Nevada Revised
Statutes, insurance division requlations, or the
need for a state-level study.

The insurance commissioner deny any motor vehicle
insurance rate increases if the rates are not based
on a reasonable classification system, sound
actuarial principles, and relevant and credible

-loss statistics, including reasonably related

external data or anticipated trends. (BDR 57-9)

The insurance commissioner establish uniform rating
territories for motor vehicle insurance. (BDR 57-9)

The statutes be amended to increase the penalties
for driving under the influence of intoxicating
liquor. The subcommittee recommends specifically
that NRS 484.379 be amended to provide for, in
addition to other existing penalties, (a) a $500
mandatory fine for the first conviction of driving
under the influence of intoxicating liquor, and (b)
a mandatory jail sentence of from 2 days to 6
months, in addition to a mandatory $500 fine, for a
subsequent conviction. (BDR 43-13)

The 1981 legislature adopt a concurrent resolution
urging the Nevada state court system to mete out
suitable punishments under the law for all traffic
violations and that it refrain to the fullest
extent possible from the practice of permitting
plea bargaining to reduce charges or penalties for
traffic violations. (BDR 8)

The 1981 legislature adopt the provisions of the
National Association of Insurance Commissioners
Insurance Information and Privacy Protection Model
Act. (BDR 57-11)

The limit of prejudgment interest specified in NRS
17.130 be increased from eight percent to 12
percent. (BDR 2-14) ’



REPORT OF THE LEGISLATIVE COMMISSION
FROM THE SUBCOMMITTEE TO STUDY
MOTOR VEHICLE INSURANCE RATES
AND RATING PRACTICES

I. INTRODUCTION AND BACKGROUND

Motor vehicle insurance has been an ongoing concern to the
Nevada legislature. During the 1970's, interest~in motor
vehicle insurance rates became pronounced with the advent of
so-called no-fault motor vehicle insurance. 1In 1973 the
Nevada legislature passed senate bill 611 (chapter 530,
Statutes of Nevada 1973), the Nevada Motor Vehicle Insurance
Act, which compelled certain first party* basic reparation
benefits for disability, funeral and medical expenses and
for replacement services and survivors' benefits. It also
limited tort action unless medical expenses exceeded $750
and provided for mandatory motor vehicle insurance unless a
person qualified as a self-insurer by having more than 10
vehicles registered in his name.

The 1975 legislature, through senate bill 504 (chapter 757,
Statutes of Nevada 1975) made it specifically unlawful to
operate a motor vehicle without carrying the mandatory motor
vehicle insurance or qualifying as a self-insurer. In 1979
the legislature repealed the no-fault law but kept the pro-
vision for mandatory motor vehicle insurance or self-
insurance. It also added new penalties for not carrying
motor vehicle insurance.

Concomitant with the 1979 legislature's intent that persons
who operate vehicles in Nevada maintain security, which for
most drivers is in the form of motor vehicle liability
insurance, was its concern about the rising cost of such
insurance.

*A liability insurance policy is a legal contract between
two parties, the policyholder (called the party of the
first part) and the insurer (called the party of the second
part). No-fault insurance is called first party insurance
because its benefits are paid to the policyholder himself,
the first party. On the other hand, liability insurance
pays the benefits to a third party - a person injured
through the negligence of the policyholder. Certain forms
of first party coverage have been available since the
beginning of motor vehicle insurance and most drivers carry
some form of it. For example, medical payments insurance
pays the policyholder for the medical costs of his own
injuries without regard to who is at fault in the accident.
Collision and comprehensive insurance also provide for pay-
ment without regard to fault.

1.



The legislature also demonstrated concern with the avail-
ability of automobile insurance, and the statistical and
actuarial accuracy, social acceptability, and discriminatory
effects of rating and underwriting criteria used by motor
vehicle insurance companies.

The outcome of these concerns was the passage of assembly
concurrent resolution no. 29 (file no. 124) which directs
the legislative commission to study motor vehicle insurance
rates and rating practices and to submit a report of its
findings and recommendations to the 6lst session of the
Nevada legislature. Specifically, the resolution directs
the study of (1) rates charged by motor vehicle insurance
carriers, (2) the rating practices of those carriers, (3)
inflationary changes in the cost of motor vehicle repair,
(4) the cost of medical care, (5) possible changes in laws
affecting recovery under the tort liability system, and (6)
o?her related matters.

In line with the charges in A.C.R. 29, the subcommittee
studied a broad range of topics relating to motor vehicle
insurance. Among those topics, besides those listed in
A.C.R. 29, were:

1. The methods of reviewing and approving motor vehicle
insurance company premium rate increases.

2. Standards and criteria used to evaluate motor vehicle
insurance rates.

3. Premium pricing classification variables such as age,
sex, marital status, rating territories, and scholastic
achievement.

4. Underwriting standards and criteria.

5. No-fault motor vehicle insurance including the use of
so-called monetary, verbal and psychological thresholds.*

*Verbal thresholds have been defined to permit damages only
if the party suffers a specified injury that consists of
(1) significant and permanent loss of an important bodily
function; (2) permanent injury with a reasonable degree of
medical probability, other than scarring or disfigurement;
(3) significant and permanent scarring or disfigurement;
or (4) death.

A psychological threshold is defined as to require first
party coverage such as personal injury protection but not
to restrict the right to sue. If a person does sue, how-
ever, a psychological threshold requires him to pay back
everything he has received from personal injury protection
in order to avoid double recovery.



Tort reform.

Containment of health costs.

Subrogation.

Highway safety and traffic law enforcement including
modification of the penalties for conviction of certain
traffic laws.

10. The equitable distribution of company and agency expenses
among policyholders.

W ~JNn

11. The creation of a fraud unit within the insurance division.

12, So-called plain language insurance policies.

13. Options to mandatory motor vehicle insurance including
bonding and self-insurance.

1l4. The containment of motor vehicle repair costs.

15. The use of air bags and other passive restraint systems
as a means of reducing fatalities and injuries related
to automobile accidents.

l6. Modification of the collateral source rule to deny
double recovery.

17. The establishment of group motor vehicle insurance and
other low cost motor vehicle insurance plans.

18. Modification of the legal prejudgment interest rate.

19. Expanded use of premium discounts and deductibles.

20. Privacy of insurance records.

21. The substandard market including the assigned risk pool.

22. Insurance company investment income data, including
expense categories assessed against such income data to
arrive at net investment income figures.

23. Automobile insurance premium charges in Nevada compared
with such charges in other states.

Subcommittee meetings were held in Carson City (on September
7, 1979, March 7, 1980, April 15, 1980, and May 21, 1980);
Reno (on March 8, 1980); Las Vegas (on December 8, 1979);
Ely (on October 16, 1979); Elko (on October 16, 1979); and
Winnemucca (on October 17, 1979). Each meeting was tailored
to focus on different subject areas and to elicit presen-
tations from different interested parties.

In addition to private citizens, representatives of the
Federal Government, consumers' groups, national asso-
ciations, other states' insurance regulatory agencies,

the insurance division of the department of commerce, the
department of motor vehicles, city and county governments in
Nevada and California, motor vehicle insurance companies and
motor vehicle insurance company trade associations, and
attorneys' groups appeared before the subcommittee. A
listing of the persons who appeared before the subcommittee
is contained in the "credits" section of this report.



In addition to the hearing process, the subcommittee's study
included (1) the review of a substantial number of publica-
tions and reports*, most of which are contained in the
subcommittee's minutes or can be obtained from the research
library of the legislative counsel bureau; (2) com-
munications with organizations concerned with motor vehicle
insurance cost containment and reform; (3) a review of other
states and model legislation; (4) a review of court cases
dealing with motor vehicle insurance rate reform-and
underwriting criteria; (5) tours of the insurance division;
(6) ongoing communications and requests for information from
the National Association of Insurance Commissioners; (7) a
survey of all 50 states inquiring about motor vehicle
insurance price classification factors and cost
containment,** and (8) a survey of many of the insurers
doing business in Nevada.*** The subcommittee also put
several questions to the insurance division. The responses
to those questions are contained with the subcommittee's
minutes.

It should be noted that the National Association of

Insurance Commissioners (NAIC) is currently engaged in
several studies related to the subcommittee's activities.
Results of certain of these studies may be available during
the 1981 session of the legislature. Four of the studies
which the NAIC is currently engaged in deal with (1) shoppers'
guides for motor vehicle insurance, (2) motor vehicle
insurance pricing classification factors, (3) the methods of
allocating motor vehicle insurance company and agency expenses
to insurance premiums, and (4) motor vehicle insurance cost
containment.

To better appreciate the context of this report and the
situation as the subcommittee began its work, it may be use-
ful to recount the legislation of the 60th session con-
cerning motor vehicle insurance and to understand the
definition of the kinds of insurers doing business in
Nevada. Appendix C provides a summary of five bills from
the 1979 legislative session which affect motor vehicle
insurance. (See A.B. 108, A.B. 255, A.B. 333, A.B. 617 and
S.B. 313.) Appendix D contains definitions taken from the
Nevada Revised Statutes (NRS) of mutual, stock and recipro-
cal insurance companies.

*See the footnote and bibliography section of this report.

**Appendix A contains responses to staff's survey letter to
other states' insurance departments inquiring about motor
vehicle insurance price classification factors and cost
containment.

***Appendix B contains motor vehicle insurance company

responses to staff letters inquiring about cost contain-
ment and other areas of interest to the subcommittee.



Motor vehicle insurance in Nevada is regulated by the
insurance division of the department of commerce which
operates under title 57 of NRS. Most of the subcommittee's
area of interest lay in chapter 686B of NRS which pertains
to rates and rate service organizations.

A short background on the regulation of the insurance

industry may be helpful:
The regulation of the insurance business by the states
was well established by the late 1800's and continues
today as the predominant form of regulation., The prac-
tice is based upon a series of court decisions and has
been continued in the face of some contention that
because of the number of jurisdictions, insurance might
better be regqulated by the Federal Government. The
classic case is Paul v. Virginia, * * * (2,31 U.S. 495)
* * * in which the United States Supreme Court decided

v in 1868 that insurance "is not a transaction of

commerce"™ and thus can be neither interstate commerce
nor subject to federal regulation. Until 1944, a period
of 75 years, the Paul decision was upheld by the Supreme
Court.

In 1941 complaints were made to the Department of
Justice that certain insurance company practices were in
violation of the Sherman Antitrust Act. As a result a
momentous four to three decision was handed down in 1944
by the United States Supreme Court before one of its
largest audiences in history. This case, United States
v. South—-Eastern Underwriters Association et al, * * *
(64 U.S. 1162) * * * now known to the legal profession
and to the insurance business as the S.E.U.A. case, held
that insurance is commerce. Thus, because of its
interstate nature, it would often be subject to federal
regulation. As a matter of practice, because of delega~
tion of authority by Congress, the regulation of the
business of insurance remains a state function,

The specific delegation to the states of the power to
regulate insurance occurred with passage of Public Law
15 in 1945, * * * (the McCarran-Ferguson Law) * * *,
Congress made the Sherman Act, the Clayton Act, and the
Federal Trade Commission Act applicable to the business
of insurance after January 1, 1948 "to the extent that
such business is not regulated by state law." In other
words, jurisdiction for regulating interstate insurance
was left with the individual states as it had been for
many years, but the important proviso was added that
would permit the Federal Government to take over
insurance regulation whenever the state regulation
became inadequate.



The specific nature of this rather general requirement
has not been fully settled, though the most recent cases
indicate that federal jurisdiction will not usurp the
states' powers as long as legislative action to provide
insurance supervision has been taken. Most states
increased heavily their insurance requlation in laws
passed between 1944 and 1948 as a result of the S.E.U.A.
decision and Public Law 15, and they have continued
their efforts to retain the power to supervise insurance
for the states. (1:201-202)*

The motor vehicle insurance premium rate review laws used by
the states are characterized as prior-approval, file-and-use,
use-and-file, modified file-and-use, and no file.

The following excerpt from volume 2 of Insurance Companies
Operations (3) describes these rating laws:

Prior-Approval Laws

The prior approval laws were once the predominant form
of rate regulatory law. They are still enforced in many
states, though the more liberal rating laws have been
adopted in almost as many states. * * * (under these
laws) * * * a3l]l rates must be filed with the insurance
commissioner prior to use and must be either approved or
disapproved by the commissioner. If the commissioner
does not approve or disapprove the rates within * * * (a
specified period of time) * * * after filings, the

rates are deemed to be approved. Rates may be filed
either by the insurer or on his behalf by a rating
bureau of which it is a member or subscriber.

File-and-Use Laws

The file-and-use laws require insurers to file rates and
rating plans with the regulatory authorities before such
rates or rating plans become effective. However, the
insurers are not required to obtain approval of regula-
tory authorities before the rates are used. Regulatory
authorities can disapprove the rates and the rating
plans if they find them in violation of statutory
requirements.

*These and other numbers in parentheses at the end of
quotations refer to entries in the bibliography and foot-
note section of this report. The number before the colon
refers to the entry. The number (s) after the colon refer
to the page number (s).



Nevada has a file-and-use law where insurers must file all
rates and supplementary rate information with the insurance
division before the rates become effective. (See NRS
686B.070.)

Use~-and-File Laws

A variation of the file-and-use law, sometimes called
the use-and-file law, does not require filing prior to
use but does require the rates to be filed within a
specified time after they become effective. (One such
law suggested to the subcommittee contained a 30-day
provision.)

Modified File-and-Use Laws

Another variation is sometimes called a modified file-
and-use law. Under this variation a rate change need
not be approved in advance by the insurance commissioner
if the change is due to loss experience. However, prior
approval is required if the rate change involves a
change in the expense loading or a change in rating
classifications.

No Filing Laws

The most liberal of the rating laws is the no filing
law. Under such laws the insurers are not required to
file rates or rating plans with state regulatory
authorities. However, regulatory authorities can
require the furnishing of rate schedules and supporting
information as the need arises. (3:49-51)

Several insurance industry representatives appearing before
the subcommittee stated their belief that the insurance
division administers its "file-and-use" rating law in a
"prior-approval" fashion. The division discounts this but
advises that negotiation does take place on the amount and
distribution of rate increases in a number of situations.
It says this is done in an-attempt to minimize the expense
and inconvenience of requiring rate revisions by insurers
after improper rates have been put into effect.



II. FINDINGS AND RECOMMENDATIONS

The following sections of the report represent the
subcommittee's recommendations and legislative proposals.

A. COST CONTAINMENT

Inflation is one of the major problems facing the_ American
people. Inflation becomes especially onerous when price
increases occur in what are considered necessities. 1In
Nevada, with its broad expanses and lack of public
transportation, the motor vehicle has become a prime
necessity. Motor vehicle insurance has also become a
necessity in Nevada for most drivers, except for a few who
can qualify as self-insurers because they own more than 10
vehicles, because of various legislative enactments
requiring proof of financial responsibility to operate a
motor vehicle. NRS 485.105 defines such "proof" as:

"Proof of financial responsibility” means proof of
ability to respond in damages for liability, on account
of accidents occurring subsequent to the effective date
of such proof, arising out of the ownership, maintenance
or use of a motor vehicle, in the amount of $15,000
because of bodily injury to or death of one person in
any one accident, and, subject to such limit for one
person, in the amount of $30,000 because of bodily
injury to or death of two or more persons in any one
accident, and in the amount of $5,000 because of injury
to or destruction of property of others in any one
accident.

Any person who is convicted of operating a motor vehicle
registered or required to be registered in Nevada without
having security to cover accidents is required, by NRS
484.263, to be fined from $100 to $500. Nevada law (see
sSubsection 2 of NRS 485.190) also provides for the revocation
of drivers' licenses and motor vehicle registrations of

those persons involved in motor vehicle accidents who do

not have liability insurance or financial security to cover
the costs of such accidents charged to them.

From the foregoing, it can be seen that the Nevada legisla-~
ture has invoked its inherent police powers to provide for
the general welfare by enacting legislation to ensure that
victims of automobile accidents are promptly and adequately
compensated. It has, concomitantly, expressed its concern
about the rising cost of motor vehicle insurance and through
assembly concurrent resolution number 29 of the 1979
legislative session, directed (1) a review of the costs



associated with motor vehicle insurance, and (2) that recom-
mendations pertaining to what can be done to slow the
increases in such costs be made to the 1981 legislature.

This section of the report addresses motor vehicle insurance
costs and contains recommendations which the subcommittee
believes may be helpful to slow the increases in those
costs. -

Before discussing specific recommendations, it should be
helpful to review the factors which contribute to increases
in the cost of automobile insurance.

Various presentations to the subcommittee indicated that the
cost of crash parts, automobile repair costs, physicians'
costs, hospital room costs, accident frequency, accident
severity, the cost of litigation and other factors have a
direct correlation to the cost of motor vehicle insurance.
Table I compares the growth in the Consumer Price Index
(CPI), and the price growth in certain factors -which affect
motor vehicle insurance costs, to the price increase in
automobile insurance from January 1970 through December
1979. A certain degree of caution should be exercised in
reviewing the table because all factors affecting motor
vehicle insurance have been given equal weight in averaging
the "items in table relating to increases in motor vehicle
insurance costs." Moreover, significant but unavailable data
showing how automobile insurance costs have risen because of
litigation and court settlements are not included in the
chart. Another item not included in the chart is the
increased cost of so-called crash parts. According to
George O. Burt, assistant vice president, State Farm Mutual
Insurance Company, the State Farm Crash Parts Index, widely
regarded as the best available indicator of rising claims
costs attributable to changes in crash parts prices, has
increased by 176.2 percent during the 1970's.



TABLE I.

Increases in the Consumer Price Index,
Automotive Repair, Physicians' Costs,
Hospital Room Costs, and New Car
Costs Compared to Motor Vehicle
Insurance Costs During the

1970*'s*
Jan. 1970 Dec. 1979 Numerical Percentage

Item Index Index Increase Increase
Automotive ,

Repair 116.8 252.6 135.8 116.3
Physicians'

Costs 116.8 252.5 135.7 1l16.2
Hospital

Room Costs 135.7 389.4 253.7 187
New Car Costs 106.7 171.7 65 61
Tire Costs 111.6 163.8 52.2 47
Items in table

relating to

increases in motor

vehicle insurance

costs 117.52 246 128.48 109.3
Motor Vehicle

Insurance .

Premium Costs 120.6 235.3 114.7 95.1
Consumer

Price Index 113.3 229.9 1ll16.6 103

*Data taken from the March 1970 and March 1980 Monthly
Labor Report, U.S. Department of Labor, Bureau of Labor
Statistics.

As table I indicates, the cost of motor vehicle insurance,
on a national basis, appears to have increased at a lesser
rate than either the Consumer Price Index or certain items
relating to increases in automobile insurance costs.

A review of Nevada data is also important to understand the
rising cost of motor vehicle insurance. At the request of
the subcommittee, the insurance division submitted certain
data comparing increases in the Consumer Price Index to pre-
mium increases of the five major motor vehicle insurers in
Nevada that collectively comprise approximately 70 percent
of the automobile insurance market based on premiums
written, Table 1I shows these comparisons.
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TABLE II.

Comparison of Increases in Consumer Price Index from
January 1970 through February 1980 With Increases
in the Premiums of Allstate Insurance Company,
State Farm Mutual Insurance Company, Farmers
Insurance, Mid-Century Insurance and
California State Automobile
Association (AAA) -

Statewide Average Increase of Large Motor
Vehicle Insurers in Nevada

All- State Farmers Mid- Ca.State

state Farm Ins. Century Auto. Assn.
Date CPI1 Ins. Ins. Exchange Ins. (AARD)
1/1/70 113.3 100 100 100 100 100
2/1/74 141.5 97 113 117 111 121
8/1/79 221.1 188 205 193 211 182
2/1/80 233.2 206 222 211 240 195

Increase in Consumer Price IndeX.........119.9 (106 percent).

Of those companies shown in table II, State Farm Mutual
Insurance Company, which has 25 percent of the motor vehicle
insurance market in Nevada, Mid-Century (part of the

Farmers Insurance Group), which has 12 percent of the motor
vehicle insurance market in Nevada, and Farmers Insurance
Exchange, which has 13 percent of the motor vehicle
insurance market in Nevada, had premium rate increases
exceeding the Consumer Price Index. For the time period
shown in table I, the Consumer Price Index rose 106 percent.
State Farm's composite premium rates increased 122 percent,
Mid-Century's composite premium rates increased by 140 per-
cent and Farmers Insurance Exchange's composite premium
rates increased by 111 percent.

As table II shows, there has been significant rate activity
in Nevada since 1974. Table I1I, which also contains data
supplied by the insurance division, compares automobile
insurance rate increases for comprehensive, collision and
liability coverages for Allstate and State Farm Insurance
Companies with the Consumer Price Index.
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TABLE III.

Comparison of Comprehensive, Collision
and Certain Liability Rate Increases
of State Farm Mutual Insurance
Company and Allstate Insurance
Company with the Consumer
Price Index

CPI All Items State Farm Allstate
Las Vegas Reno Las Vegas Reno
Area Area Area Area
!BIZPD! QBIZ
(141.5) 2/74 = 100 100 100 100 100
(221.5) 8/79 = 155 332 233 303 238
(233.2) 2/1/80 = 165 369 240 340 245
Comprehensgive Comprehensive
2/74 100 100 100 100
8/79 85 76 91 84
2/80 90 Bl 93 79
Collision Collision
2/74 100 100 100 100
8/79 151 126 212 181
2/80 184 154 254 216

The data in table III illustrates that comprehensive rates
for both insurers have trended slightly downward, while
collision and liability rates have increased, except for
State Farm's collision rate in Reno, at a rate higher than
that of inflation. The liability rates for both insurers,
especially in Las Vegas, have increased at a rate much in
excess of the Consumer Price Index.

An irony that became apparent during the study is that the
insurance industry, which has so much data, claims it has
little data comparing automobile insurance rates between the
states. The basic reason for this lack of comparative data,
according to certain of the trade associations which
appeared before the subcommittee, is that it is deceptive to
try and compare automobile insurance rates because there are
so many different factors affecting rates in each state that
comparisons would be misleading and inaccurate. This may
well be the case. The subcommittee believes, however, that
consumers need accurate and reliable data relating to costs
to make informed decisions. Later, this report discusses

a subcommittee recommendation concerning the accumulation
and dissemination of information relating to the automobile
insurance product and its cost to consumers.
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At the subcommittee's initial meeting on September 7, 1979,
the insurance commissioner stated that Nevada's motor
vehicle insurance rates are approximately 6th highest in
the nation. During later meetings of the subcommittee,
other witnesses gave different estimates which ran in the
range of 10th highest in the nation.

A review of recent literature shows that a Kansas insurance
department report which addresses Automobile Insurance
Rating, Costs and Availability (33) contains data comparing
automobile insurance costs among the states. The
comparison, which is taken from data supplied by the
Insurance Services Office,* is based upon a 1 year old
Chevrolet Nova or Ford Granada and is for what would be a
full coverage contract. Such a contract includes basic
liability, bodily injury, property damage, comprehensive,
deductible collision and uninsured motorist coverage. All
states are not shown in the chart because premium data were
apparently not available from Texas, Massachusetts, Hawaii
and North Carolina.

TABLE 1IV.

Comparison of the Average Cost
of Full Coverage Automobile
Insurance in the
United States

State Averaqge Full Coverage Premium
Alaska 477.77
New York 354.05
California 352.32
Rhode Island 347.25
Michigan 331.86
Connecticut 331.62
District of Columbia 330.00
Oregon 326.79
Illinois 316.45
New Jersey 331.34
Montana ’ 300.25
Washington 290.26
Louisiana 287.97
Ohio 284.78
Florida 283.22

(continued on next page)

*Insurance Services Office is a voluntary, not for profit,
unincorporated association of insurers which provides a
range of technical services involving property-liability
lines of insurance. As part of its service, Insurance
Services Office provides its affiliates with rating infor-
mation based on statistics it has gathered and the applica-
tion of actuarial techniques.
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State Average Full Coverage Premium

Nevada 279.16
Missouri 277.58
Minnesota 275.37
Mississippi 272.66
New Mexico 268.74
Arizona 268.62 _
Pennsylvania 259.55
West Virginia 255.72
Indiana 254.27
Wisconsin 253.40
Idaho ' 251.50
Delaware 249.50
Maryland 246.33
Colorado 241.38
Tennessee 237.70
Wyoming 236.44
New Hampshire 235.84
Vermont 233.50
Georgia 231.84 y
South Dakota 228.58
Oklahoma 227.41
South Carolina 226.91
Utah 225.09
Arkansas 221.66
Maine 219.83
Kentucky 219.13
Alabama 219.05
Virginia 218.52
Iowa 214.21
Kansas " 205.29
Nebraska 203.05
North Dakota 175.27 (33:75)

As can be seen in table IV, Nevada ranks 1l6th in the
nation in the level of its motor vehicle insurance premium
cost. This ranking, however, may have changed since the
table was prepared in late 1977.

The subcommittee found that many of the factors causing or
affecting increases in automobile insurance premiums are a
national problem. The increase in automobile insurance
costs specifically reflects the rising costs of repairing or
replacing cars. It has been said, by the American Alliance
of Insurers, that the cost of rebuilding a wrecked 1979
automobile priced at $5,741 from separately purchased parts
would be $26,418 or more than 4-1/2 times as much as the
original cost of the vehicle.
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The Alliance also advises that damage to less than one-fourth
of the vehicle would be more expensive to repair than the
car is worth. The sharply rising costs of medical care have
also had a strong impact on automobile insurance costs by
increasing the liability and medical components of premiums.
Other factors cited as causes for increases in motor vehicle
insurance premiums include the high propensity for persons
to sue and attorneys' contingency fees. The criticism of
the fees, especially for cases with high awards, is that an
attorney benefits not necessarily from the amount or quality
of work he does but from the extent of the injuries of the
plantiff. Large contingency fees, it is argued, drive up
the cost of insurance.,

Double recovery, where a person collects insurance benefits
from two or more sources for the same injury, improper
subrogation (insurance companies failing to pursue and
collect payments from other insurance companies for the cost
of accidents which are assignable to the other insurers) and
poor investment records have also been cited as reasons for
rising insurance costs.

What can be done? National and state efforts are being made
to combat rising health costs. The problem with crash parts
has been addressed through Congress (35) and the Federal
Trade Commission (59).

The subcommittee believes that certain state level actions
can also be carried out to slow the rising cost of automo-
bile insurance. The next sections of this report discuss
the subcommittee's recommendations for those actions.

1. Modification of Rate Standard Presumption Concerning
Price Competition

As mentioned in the introduction, Nevada has a "file-and-
use” law which contains a provision concerning the presump-
tion that rates are not excessive if a reasonable degree of
price competition exists at the consumer level. This pre-
sumption is specified in subsection 2 of NRS 686B.050, "Rate
standards," which says:
* * * Rates are presumed not to be excessive if a reason-
able degree of price competition exists at the consumer
"level with respect to the class of business to which
they apply. In determining whether a reasonable degree
of price competition exists, the commissioner shall con-
sider all relevant tests, including:
(a) The number of insurers actively engaged in the
class of business and their market shares;
(b) The existence of rate differentials in that
class of business;

15.



(c) Whether long-run profitability for insurers
generally of the class of business is unreasonably
high in relation to its riskiness; and

(d) Consumer knowledge in regard to the market in
guestion.

If such competition does not exist, rates are
excessive if they are likely to produce a long-run
profit that is unreasonably high in relation to the
riskiness of the class of business, or if expenses
are unreasonably high in relation to the services
rendered. * * *

Based on insurance division testimony, the subcommittee
feels that it is extremely difficult for the division to
accurately determine if price competition exists when con-
sidering automobile insurance rate filing increases. No
company in Nevada, with the possible exception of State Farm
Insurance Company, has sufficient experience or volume to
provide highly credible statistics for ratemaking purposes.
Moreover, the insurance division has no existing proper
mechanism to determine if rates are competitive.

The subcommittee believes that removal of the price com-
petition presumption would give the insurance division the
opportunity and ability to consider other factors such as
profitability, nature of business, loss experience and
investment income when analyzing motor vehicle insurance
company rate increase requests. Now, in order for the
insurance commissioner to disapprove a rate increase, the
commissioner must make a two-step determination. First, he
must find that competition is lacking, and then he must con-
sider whether the long-run profitability of the insurer is
unreasonably high in relation to the riskiness of the busi-
ness or whether the expenses are unreasonably high in rela-
tion to the service rendered. The subcommittee thinks the
competition presumption requirement is an unnecessary burden
and therefore recommends:

The rate standard presumption that rates are not
excessive if price competition exists be removed from
NRS 686B.050. (BDR 57-9)

2. Use of Investment Income to Evaluate Motor Vehicle
Insurance Rates

Investment income constitutes a substantial part of the
income of automobile insurers. Investment income con-
sists of dividends, interest, rents, and capital gains
derived from the investments of the assets related to
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unearned premium reserves, loss and loss expense reserves
and the company's capital and surplus. (3:56)%, **

Under existing law (see subsection 3 of NRS 686B.050, "Rate
standards™) the insurance commissioner can determine that
automobile insurance rates are inadequate if they are
clearly insufficient, together with the investment income
attributable to them, to sustain projected losses and expenses
in the class of business to which they apply. Persons
appearing before the subcommittee suggested that investment
income be used to determine if rates are excessive. The
subcommittee felt these suggestions have merit and believes
investment income should be used to determine if rates are
excessive as well as inadequate.

It therefore recommends that:
The insurance commissioner consider investment income
from unearned premium and loss reserves in determining
whether motor vehicle insurance rates are excessive.
(BDR 57-9)

3. Insurance Fraud Unit Within the Insurance Division

Representatives of the insurance division and other persons
appearing before the subcommittee discussed the operation
and benefits of so~called insurance fraud units operating
within insurance regulatory agencies.

* Subsection 1 of NRS 681B.050 says:
* *# * Ag to casualty insurance transacted by it, each
insurer shall maintain at all times reserves in an
amount estimated in the aggregate to provide for
payment of all losses and claims incurred, whether
reported or unreported, which are unpaid and for
which the insurer may be liable and to provide for
the expenses of adjustment or settlement of losses
and claims. The reserves shall be computed in accor-
dance with regulations from time to time made by the
commissioner, after due notice and hearing, upon
reasonable consideration of the ascertained experience
and the character of such kind of business for the
purpose of adequately protecting the insured and
the solvency of the insurer. * * *

**Concerning unearned premium reserves, subsection 1 of NRS
681B.060 says:
* % * As to property, casualty and surety insurance the
insurer shall maintain as a liability an unearned premium
reserve on all policies in force. * * #*
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Insurance fraud problems identified to the subcommittee
include (1) theft and burning of motor vehicles, (2)
improper, unnecessary or fraudulent automobile repairs and
maintenance practices and (3) malingering and false injury
claims relating to injuries resulting from automobile
accidents.*

Increases in medical and automotive repair costs have been
discussed earlier in this report. According to Mr. Guy
Cottino, investigator for the insurance division, a signifi-
cant portion of those costs may relate to fraudulent
practices. Cottino also addressed the effect of theft on
automobile insurance rates. He stated that the incidents of
automobile theft have increased in Nevada and cited figures,
provided by the Las Vegas metropolitan police department for
the City of Las Vegas and the unincorporated areas of Clark
County to demonstrate the increases. The figures, shown in
table V, compare automobile thefts and recoveries for the
years 1977, 1978 and 1979.

TABLE V. -
Automobile Thefts and Recoveries

in the Clark County Area for
1977, 1978 and 1979

Item 1977 1978 1979
Stolen vehicles 2,843 3,321 3,904
Recovered vehicles 2,433 2,706 2,850
Percentage of Recoveries 85% 8l% 73%

The insurance division advises that insurance fraud is given
low priority because of the lack of manpower within the
division to conduct proper investigations. Certain states,
such as Florida, North Carolina and California have dealt
with the lack of staff problem by creating fraud units with
funds obtained by a special assessment against companies
licensed to write insurance in the state. This assessment
is in addition to the premium tax. The insurance division
says insurers in those states have expressed support for the
concept and method of financing.

The subcommittee is of the opinion that a fraud unit can
have a positive effect on insurance rates by helping to
reduce the incidents of fraud. A 1978 report by the
director of the insurance fraud unit in Florida notes that
as a result of several indictments and convictions, the
following results have been experienced in Florida.

*See Exhibit C of the subcommittee's September 7, 1979,
minutes.
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1. There were 2,200 fewer automobile negligence cases
filed in Dade County * *# * (in 1 year) * * *,

2. Jury awards in personal injury law suits involving
intangibles such as "pain and suffering”™ are down.

3. More than $37 million in premium refunds, rate
reductions and dividend credits were returned to
about two million Florida drivers by 25 companies
and another 25 companies are negotiating-rebates.

The subcommittee believes that a fraud unit operating within
the insurance division would help to slow the increasing
costs of automobile insurance. It therefore recommends:

The insurancé commissioner establish a fraud unit to
enforce the provisions of NRS 683A.400 and NRS 686A.290
and other applicable statutes.

The insurance division's proposal for a fraud unit during
the first 2 years of operation consists of one attorney
(salary grade 40), one investigator III (proposed salary
grade 36), two investigator II's (salary grade 32), two
investigator I's (salary grade 30), one management assistant
II (salary grade 25), and an administrative aide II (B)

(salary grade 21). The proposed table of organization for
the unit is:

Commissioner of Insurance

Attorney
Investigator III
Las Vegas 1 Reno
Investigator II Investigator II
Investigator I Investigator 1
Management Assistant II Invéstigator 1

Administrative Aide II

The total cost of the unit for each of the first 2 years'
operation is proposed at $300,000, composed of $250,000 for
salaries and employee benefits and $50,000 for operating and
equipment expenses.

The fraud unit would deal with all insurance fraud

activities, not just those pertaining to automobile
insurance.
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4. Clarification of the Amount Motor Vehicle Insurance
Companies Are Required to Pay For Uninsured and
Underinsured Motor Vehicle Insurance

Subsection 2 of NRS 687B.145, "Provisions in casualty
insurance policies; Proration of recovery, benefits between
policies; uninsured motorist coverage," added to NRS by sec-
tion 2 of A.B. 616 (chapter 544, Statutes of Nevada 1979)
provides, among other things, for the proration-of benefits
of underinsured motorist coverage. It says:

* * * Tnsurance companies doing business in this state
must offer uninsured motorist coverage equal to the
limits of bodily injury coverage sold to the individual
policyholder. Uninsured motorist coverage must include
a provision which enables the insured to recover any
amount of damages for bodily injury from his insurer to
which he is legally entitled but which exceeds the
limits of the bodily injury coverage carried by the
owner or operator of the other vehicle.

According to presentations by the insurance division, the
phrase "exceeds the limits of bodily injury carried by the
owner or operator of the other vehicle®™ has been interpreted
by insurers as a requirement that a payment, equal to any
amount of damages for bodily injury from his insurer to
which he is legally entitled, plus the limits of the bodily
injury coverage carried by the owner or operator of the
other vehicle, must be made to the injured insured. The
insurance division maintains that the intent of subsection 2
of NRS 687B.145 is that the insurer only pay the difference,
up to the level of compensation for which the insured is
legally entitled, between the insured's coverage and other
driver's limits of bodily injury coverage.

The insurance division advises that an amendment clarifying
the intent of subsection 2 of NRS 687B.145 would cause
insurers to modify favorably their rates for uninsured/
underinsured motorist coverage. The subcommittee therefore
recommends:

The statutes be amended to clarify that insurance com-
panies are required to pay the difference between the
uninsured motorist coverage the insured has purchased

" and the limits of the bodily injury coverage carried by
the owner or operator of the other vehicle with whom he
is involved in a motor vehicle accident. (BDR 57-10)

5. Shoppers' Guide

During each of the subcommittee's meetings, discussion was
had concerning the extent to which automobile insurance
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buyers are uninformed about price differences between auto-
mobile insurance companies for similar coverage and about
the types of coverages available. It was pointed out on
several occasions that for competition to truly affect
rates, buyers must know the product and shop around for the
best insurance deal. This takes time, effort and a certain
level of motivation. It also requires at least some knowl-
edge that motor vehicle insurance rates differ between
insurance companies. The end result of shoppinyg around,
however, can produce dramatic savings as was illustrated to
the subcommittee by a witness from Carson City who had kept
detailed records of recent cost estimates he had been given
for insuring his two vehicles for a 1 year period. Those
estimates ranged from $447 to $1,060, a difference of $613.

Several persons appearing before the subcommittee suggested
that so-called automobile insurance shoppers' guides, which
contain price comparisons among insurers and other infor-
mation comparing and explaining coverages, can serve as use-
ful tools to the insurance buying public. According to
Robert Bailey, actuary for the National Association of
Insurance Commissioners, approximately one-half of the states
have printed some form of automobile insurance shoppers’
guide. The guides vary from simple one page price com-
parison sheets showing the cost of coverage for an adult
driving a standard American vehicle for pleasure use only to
ambitious and costly documents providing comprehensive
information about automobile insurance prices, underwriting
criteria and types of product.

The subcommittee believes a properly prepared shoppers'
guide would serve an important function in Nevada by pro-
viding consumers with certain basic price comparisons and
data about the complicated subject of motor vehicle insur-
ance. A shoppers' guide would also serve as an incentive
for automobile insurance buyers to shop for insurance

by illustrating that price differences do exist. The sub-
committee feels that a shoppers' guide can be prepared in
such a manner to caution automobile insurance buyers about
both qualitative and quantitative diffences between automo-
bile insurance coverages and companies. The guide should
also advise automobile insurance buyers about differences
between companies' underwriting standards and rating cri-
teria so that consumers understand why certain low cost
coverages may not be available to them.

The subcommittee feels that two different documents should
be prepared by the insurance division. The first is a one
or two-page document which focuses primarily on price
comparisons. The second is a comprehensive document con-
taining detailed explanations of the insurance product.
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Each of the publications, the subcommittee believes, should
be made available at no cost to the general public. Con-
cerning the short "shoppers' guide" the subcommittee recommends:

The insurance division periodically publish a brief
motor vehicle insurance consumers' guide to be distri-
buted with motor vehicle registration forms. The
subcommittee recommends further that such guide contain
(1) premium cost comparisons for the five least expensive
and five most expensive companies doing business in
Nevada using the most .common coverages as a basis for
comparison; (2) comparative data relating to consumer
complaints and coverage in which such complaints occur;
(3) a rating of the manner in which insurance companies
settle claims; (4) information on premium cost saving
techniques such as using deductibles and taking advan-
tage of various discounts; and (5) other information
deemed appropriate by the insurance commissioner. The
subcommittee recommends further that the consumers’
guide be distributed at no cost to the general public.
(BDR 57-9) B

Concerning the more detailed document, which the subcommittee
has coined a "buyers' guide" the subcommittee recommends:

The insurance division periodically publish a detailed
automobile insurance buyers' guide containing comprehen-
sive information about motor vehicle insurance including
coverages available, motor vehicle insurance company
rating and underwriting criteria, the use of deduct-
ibles, and other information deemed appropriate by the
insurance commissioner. The subcommittee recommends
further that the buyers' guide be distributed at no cost
to the general public and be made available at govern-
ment offices and other appropriate locations. (BDR 57-9)

6. Decreased Rates in Recognition of Motor Vehicle
Repairability, Damageability and Theft Potential

During the course of the subcommittee's hearings, material
was obtained describing the practice of certain motor
vehicle insurers to reduce or increase collision and compre-
hensive coverage premiums based on (1) the theft potential
of vehicles, (2) the degree to which vehicles are better or
worse than average when it comes to being damaged in acci~
dents, and (3) the relative cost of repairing vehicles.

According to insurers, the purpose of such premium adjust-
ments is not to change overall premium revenues but to more
equitably distribute premium costs to individual policy-
holders based on the characteristics of their automobiles.
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Under Aetna's plan, which has been approved in 32 states and
the District of Columbia, a motorist who insures a 1980
Chevrolet Corvette pays higher rates because the car has
"significantly higher than average" loss history. The
Corvette owner and owners of Pontiac Grand Prix pay more
because those cars head the list of most frequently stolen
American cars. Owners of Volkswagen Scirocco pay more
because its "damageability" is higher than the average,
according to Aetna. On the other hand, physical damage
insurance rates are lower under Aetna's plan for Buick
Electra, Chevrolet Impala, and Malibu, Dodge, Aspen, Ford
LTD, Pontiac LeMans, Oldsmobile 98 and Toronado and Plymouth
Volare which have shown a "favorable" loss experience in
comparison with other cars in their price group.

Allstate Insurance Company also has a similar plan to
Aetna's in effect.

Although the actual number of vehicles affected by the new
rating techniques is relatively small, the subcommittee
believes that rating plans which take into account the loss
potential of vehicles is a step in the right direction. 1It
has incentive value for those persons who want to take posi-
tive action to reduce their automobile insurance premiums
and it also provides for an equitable distribution of
insurance company costs in relationship to premium revenue.
The subcommittee therefore recommends:

The insurance commissioner encourage motor vehicle
insurers to submit rate filings containing decreased
rates in recognition of premium pricing factors which
consider repairability, damageability and theft poten-
tial between makes and models of motor vehicles.

7. Higher Deductibles for Comprehensive, Collision and
Liability Coverages

Under existing practice, automobile insurers offer deduct-
ibles for comprehensive and collision insurance. According
to the insurance division, deductibles are not offered in
Nevada for liability coverages.

The subcommittee was made aware of the significant savings
automobile insurance purchasers can obtain in the cost of
premiums by taking advantage of higher deductibles. For
example, under State Farm Insurance Company's collision
premiums, a young male, under the age of 21 who lives at
home in Reno and drives a 1978 Chevrolet Nova, can save
approximately $137 in the cost of his collision insurance
alone each year if he uses a $200 deductible instead of a
$50 deductible for his collision insurance.
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Various witnesses told the subcommittee that one positive
step that could be taken in Nevada to lower automobile
insurance costs would be for the insurance commissioner to
encourage insurers to offer and promote the use of higher
deductible limits. Certain insurers, such as State Farm
Insurance Company, now offer collision deductible limits of
up to $1,000. Approximately 95 percent of the company's
collision policies sold in Nevada, however, contain deduct-
ible limits of $50 to $100. Admittedly, many persons buy
collision policies with low deductible limits because of
requirements placed on them by lending or leasing
institutions. Others, however, could take advantage of
higher deductibles and save on insurance costs.

The subcommittee believes insurers should promote the use of
the lower deductibles. This, it appears, may not be the

current situation. According to a March 1979 Changing Times
article entitled "Auto Insurance, How They Set Your Rates,":

Posing as ordinary buyers, investigators of the
Pennsylvania insurance department last year visited 186
insurance agencies in three cities. Of the 92
Philadelphia agents contacted, fewer than 30 percent
volunteered information on discounts and deductibles
that could have reduced premiums 20-40 percent. (5:9)

Most insurers' deductible limits for comprehensive insurance
are low, the average being under $100. The subcommittee
believes these deductible limits could be increased.

As noted earlier, no company doing business in Nevada now
offers deductibles on liability insurance. The subcommittee
was advised that insurance companies have demonstrated a
hesitancy to offer deductibles on liability insurance
because of perceived difficulty in getting the insureds to
pay the deductibles in the event of an accident. There are
innovative ways this problem could be handled. For example,
insureds could deposit the amount of their deductibles with
the insurers and receive interest and rate reduction in
return for such deposits. If this kind of a system were to
be put into effect, insureds would also need assurance that
insurance companies would use the same conservative
approaches in settling claims with the insureds' deposit
funds as they would with their own premium revenues.

The subcommittee believes that the premium cost saving bene-
fits of high deductible limits have been well demonstrated.
It therefore recommends:

The insurance commissioner encourage motor vehicle
insurers to offer higher deductible limits for
comprehensive, collision and liability insurance
coverages.
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8. Premium Discounts for Persons Who Own and Drive More
Than One Vehicle

Lifestyles are changing. People are waiting longer to get
married, more people are deciding not to get married at all,
and there is a rising degree of affluence among young single
people. The offshoot of these changes has been the develop-
ment of a plethora of consumer products aimed at the single
person. Another outcome of these changes has included the
tendency of single people to own more than one vehicle. For
example, a person might own a sedan, light truck and a
recreational vehicle of some sort. =2ach of these vehicles
must be insured if it is to be operated on the public
highways. ‘

During the course of the subcommittee's study, several per-
sons expressed the view that automobile insurers should
offer discounts, beyond the normal multicar discounts, to
persons who own and are the sole driver of more than one
vehicle. They expressed the view that full cost liability
insurance should not be paid on each vehicle because the
owner cah only operate one vehicle at a time, This seems
logical, but, the subcommittee understands automobile
insurers' concerns about "permissive users" other than the
principal operator. This may be a problem and at some point
changes in insurance contracts or the statutes may become
necessary. The subcommittee believes, however, that
insurers should immediately begin giving premium con-
sideration to persons who own and are the sole driver of
more than one vehicle. It therefore recommends:

The insurance commissioner encourage motor vehicle
insurers to give premium discounts to insured households
where the number of insured vehicles exceeds the number
of eligible drivers.

9. Group Motor Vehicle Insurance Plans

Persons appearing before the subcommittee expressed the cost
saving benefits of group insurance plans and noted that
insurers in other states have instituted group motor vehicle
insurance plans with success.

Discussion was also had during the course of the subcom-
mittee's meetings about the formation of insurance com-
panies in Nevada which could provide low cost automobile
insurance to policyholders. The subcommittee believes that
the insurance commissioner should encourage insurers to pur-
sue innovative approaches and techniques to keep down the
cost of automobile insurance and therefore recommends:
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The insurance commissioner promote the development of
low cost automobile insurance coverages by encouraging
insurers to institute group motor vehicle insurance
plans and by providing assistance to those persons
wishing to establish insurance companies in Nevada which
charge low premiums for motor vehicle insurance
coverage,

10. Insurance Commissioner to Report Back on National
Association of Insurance Commissioners Motor Vehicle
Insurance Cost Containment Study

An automobile insurance containment task force of the
National Association of Insurance Commissioners Automobile
Insurance Subcommittee (part of the property and casualty
committee) is currently in the process of developing model
legislation for preinsurance inspection and post crash
inspection of motor vehicles by insurers and for the settle-
ment of claims for automobile physical damage for less than
the cost to repair where the decrease in value to the
damaged vehicle is substantially less than the cost to
repair and where the vehicle is not repaired.*

According to the task force:

The intent of the * * * preinsurance inspection proposal
* * * jgs to assure that a motor vehicle actually exists
and * * * to determine * * * the condition of the unit
prior to the issuance of physical damage coverage.
Additionally, the post crash inspection proposal should
assist in preventing the accumulation of prior damage,
if not repaired, and if repaired, the quality of the
repairs and actual use of the kind of parts (new or
used) quoted in the estimate.

The subcommittee feels that the task force's model bills may
prove to have merit in helping to slow the growing cost of
automobile insurance premiums. It believes, therefore,

that the task force's activities should be closely monitored
by the insurance commissioner so that he will be able to
report to the next legislature on the National Association
of Insurance Commissioners' automobile insurance cost con=-

tainment proposals and model legislation. The subcommittee
therefore recommends:

The insurance commissioner report back to an
appropriate committee of the 1981 legislature on the
status of the proposals being considered by the

*Copies of initial drafts of these mcdel bills are contained
in Exhibit A-1 of the subcommittee's December 8, 1979,
minutes.
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Automobile Insurance (D3) Subcommittee of the National
Association of Insurance Commissioners relating to (a)
preinsurance inspection and post crash inspection of
motor vehicles, and (b) the settlement of claims for
automobile physical damage for less than the cost to
repair where the decrease in value to the damaged
vehicle is substantially less than the cost to repair
and where the vehicle is not repaired. o

B. UNDERWRITING CRITERIA

As discussed in the introduction, except for a very few per-
sons who qualify as self-insurers, Nevada drivers are com-
pelled to carry automobile insurance. Drivers must show
proof of insurance to register or reregister their vehicles.
Moreover, failure to maintain mandatory insurance can result
in fines and revocation of the driver's license and vehicle
registration.

The subcommittee believes that because motor vehicle
insurance is mandatory in Nevada, the standards which Nevada
automobile insurance writers use in deciding whether to
accept and retain risks must be fair, equitable and non-
discriminatory.

The subcommittee received testimony indicating that such is
not the current situation in Nevada (69). Motor vehicle
insurance applicants, the subcommittee was told, are turned
down for insurance because of all kinds of arbitrary and
discriminatory reasons not related to their accident
histories, driving ability or traffic violation records.
Factors which insurers consider in underwriting include
place of residence, occupation, character, marital status,
previous insurance status, underwriter's subjective judg-
ment and others. Concerning occupation, one insurer's
underwriting manual says:

Occupation is an extremely important underwriting con-
sideration for private passenger automobile insurance.
We cannot statistically support our views on occupation
* * * nevertheless, observation, judgment and experience
have shown that as a group, persons engaged in certain
occupations have a higher than average automobile acci-
dent frequency. (68:12)

That manual lists numerous suspect occupations, including:

- employees in cabarets, cocktail lounges, dance halls,
night clubs, and taverns;

~ employees at establishments offering music, vending
and slot machines;

- race track and sports promotion employees;
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- migratory farm workers;

- professional athletes, entertainers, and musicians;
- beauticians and manicurists:

- bell-hops;

- busboys and other kitchen helpers;

- liquor store employees;

- 0il field employees engaged in drilling operations;
-~ painters and paper-hangers;

- parking lot and garage attendants; -

- delivery boys;

- taxicab drivers;

~ waiters, waitresses and cooks;

- military personnel (68:12-13)

It is clear the implication that this list of suspect occu-
pations has for Nevada residents, so many of whom work in
the gaming and entertainment industries.

As noted earlier, certain companies also require underwriters
to consider an applicant's character. Again, one company's
manual (68) provides an example of companies' use of this
factor and how it can affect Nevada drivers. Not acceptable
for any form of insurance are "professional gamblers" and
those frequenting "gambling establishments, taverns,
saloons, or night clubs.” Companies tell their underwriters
to reject persons who are not dependable, at odds with their
family, living beyond their means, and who do not "conform
to normal patterns of social behavior." Of course, any com-
pany underwriter's analysis of an applicant's "character" is
also based on that underwriter's own personal standards and
prejudices.

Drivers who for some reason are not accepted in the standard
market (those companies which accept "good risks") are
forced into the so-called residual market which consists of
the assigned risk plan and nonstandard companies. A certain
percentage of drivers (in past years estimated at as high as
30-40 percent in Nevada) remain uninsured.

Drivers in the residual market pay higher premiums. Those
insured with nonstandard companies must also deal with firms
which are more likely to become insolvent, more likely to
produce consumer complaints, and more likely to engage in
deceptive and fraudulent practices (69:8).

Certain states' legislatures, such as Hawaii (47), Florida
(49) and Michigan (48) have shown concern about automobile
insurers' underwriting practices and have enacted legislation
limiting the criteria insurers can use to turn down
customers. //

Michigan's concern was focused by a/Supreme Court decision

in the case of Shavers v. Michigan/(62) which addresses the
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state's compulsory motor vehicle insurance law. The
Michigan Supreme Court held that the no-fault law was
constitutionally defective in failing to provide due process
of law to individual Michigan motorists, who were required
by the law to purchase no-fault insurance. The court
reasoned that the Michigan statutory scheme did not assure
that compulsory no-fault insurance would be available to the
state's motorists at fair and equitable rates. --

Based on the court's decision, Michigan passed a new law
(48) containing requirements for new rating and underwriting
criteria. Excerpts from the court's decision should be of
interest to the reader:

In Michigan the independent mobility provided by an
automobile is a crucial, practical necessity; it is
undeniable that whether or not a person can obtain a
driver's license or register and operate his motor
vehicle profoundly affects important aspects of his
day-to-day life. (62:87) B

In choosing to make no-fault insurance compulsory for
all motorists, the Legislature has made the registration
and operation of a motor vehicle inexorably dependent on
whether no—-fault insurance is available at fair and
equitable rates. (62:87)

We are also concerned with the availability of
insurance, Individuals must have the knowledge
necessary to protect themselves against erroneous or
discriminatory underwriting and rate-making decisions.
See Fuentes v. Shevin, 407 U.S. 67, 92 S.Ct. 1983, 32
L.Ed.2d 556 (1972). There must be available adequate
means of redress for such errors and discrimination.
See Dixon v. Love, 431 U.S. 105, 97 S.Ct. 1723, 52
L.Ed.2d 172 (1977). There must also be available ade-
quate means of redress for insurance refusal, discrimi-
natory insurance cancellation, or assignment to the
"Automobile Placement Facility" with its presumptively
higher rates (62:90-91).

The subcommittee feels the rationale in the Shavers decision

is sound. A state which requires motor vehicle insurance as

a condition of operating a vehicle on its highways and

public streets should assure that motor vehicle insurance
companies do not deny or cancel coverage based on discrim-
inatory, arbitrary or capricious decisions. The subcommittee
believes the existing mechanisms for guaranteeing motor vehicle
insurance are seriously deficient. It recommends the following
two remedies.
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1. Discrimination in Underwriting Criteria

The subcommittee believes that factors not related to
driving record or vehicle characteristics should not be
included in motor vehicle insurance company underwriting
considerations. It therefore recommends:

No motor vehicle insurer refuse to insure, refuse to
continue to insure, or limit coverage available an
eligible person on the basis of occupation, residence,
length of residence, marital status, age, sex, the
applicant not having motor vehicle insurance in force
at the time the application is made, insurance status,
average miles driven or commuting mileage, amount of
insurance, principal operator, or number of vehicles or
number of licensed operators in the household. (BDR
57-10)

2. Insurers to File and Explain Changes in Underwriting
Criteria

The subcommittee also believes that the insurance division
should be aware of each insurer's underwriting criteria and
be apprised when changes occur in such criteria. The sub-
committee was advised that such is not the current practice.
To be effective in its regulation of motor vehicle insurers,
the division must be cognizant of each insurer's underwriting
practices. The subcommittee therefore recommends:

The insurance commissioner adopt regulations requiring
that on or after July 1, 1980, motor vehicle insurers
file and explain underwriting criteria with each change
in such criteria. (BDR 57-10)

C. MOTOR VEHICLE INSURANCE COMPANY RATING PRACTICES

Much of the subcommittee's time was spent reviewing the
methods by which automobile insurers set their rates.
Automobile insurers determine the level of premiums by a
series of stages including the occurrence of accidents, the
assignment of losses to individuals, the assumption of some
losses by the insurers for insureds, the assessment of
future losses for each insured, the loading of administra-
tive and distribution expenses of insurance contracts, con-
sideration of competition, and consideration of the posture
of regulatory agencies.

The primary focus of the subcommittee's review of premium
setting practices lay in the area of "risk classification"
or "class plans"™ - methods used to determine how much dif-
ferent groups of drivers are charged for their premiums.
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The amount a person pays for motor vehicle insurance is the
product of a complex process that begins when he applies for
a policy. At that point, he is screened for a company's
underwriting considerations. (These considerations were
discussed earlier in section B of this report under the
heading "underwriting criteria.") Based on these consider-
ations, he may be placed into a preferred, standard or sub-
standard company. For example, in the Farmers Group a low
risk person is placed under Farmers Insurance. A slightly
higher risk person is placed in the standard company called
"Mid-Century." Rates can vary appreciably depending upon
the initial underwriting decision.

After a person is accepted by a company, a determination is
then made as to how much he will pay relative to other policy-
holders for the same amount and type of insurance coverage.

In effect, he is assigned to a group which the insurance
company feels is defined according to the characteristics

that are believed to predict the group's chances of creating
insurance losses.

Factors which come into play here include where a person
lives, age, sex, marital status, accident history, traffic
violation history, number of cars insured, models, makes and
types of vehicles, use of vehicles (pleasure, commuting,
business, farm use), mileage driven and in some cases,
whether the person is entitled to discounts for being a good
student, a nonsmoker or because he has taken driver training.
Each characteristic is given a numerical weight, called a
relativity factor, based on the probability of loss. Aall
factors that apply to a person are combined to fix the
person's position on the company's rating scale. Many com-
panies follow a plan developed by the Insurance Services
Office that applies the same relative factor to all parts of
the policy - bodily injury, liability and property damage
liability. Other companies, such as Allstate, employ
separate relativity factors for different parts of the
policy (5:7). Whatever the system used, a high relativity
factor can result in a person paying a much higher insurance
premium.

For example, compare the difference in premium cost based
solely on an age relative factor. Under State Farm
Insurance Company's premium classification system a young
male, under the age of 21 who lives at home in Reno and
drives a 1978 Chevrolet Nova for pleasure use, pays approxi-
mately $914 a year for a standard insurance policy (bodily
injury coverages of $15,000 and $30,000, property damage
liability coverage of $10,000, $100 deductible collision
insurance coverage, full comprehensive and a $5,000 medical
payment coverage). His 42-year old father, who owns an
identical car, pays approximately $250 a year for the same
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coverage. This is an annual difference of approximately
$664. This difference is based on the insurer's age classi-
fication factor which requires the son to pay 3.65 times
more for insurance than his father, just because of his age
factor - not his driving record.

Several states including Florida, Hawaii, Louisiana,
Massachusetts, Michigan, North Carolina, Pennsylvania and
Wyoming have shown concern with risk classification criteria
which are not based on vehicle characteristics or driving
record.*

Public concern has focused on the predictive accuracy, sta-
tistical reliability, social public policy implications and
incentive value of many of the risk classification factors
including age, sex, marital status and territory used by
insurers. State regulatory agencies' attempts to change
automobile insurers' rating classification systems have met
stiff resistance from the companies who argue that their
rating systems may be partially flawed but that they are
the best available. The companies express the view that any
government adjustments in their rating schemes represent
undue government intrusion into the market place, disrupt
the normal effects of competition and cause higher premiums
for other insureds not in the adjusted class.

Those in favor of changing rate classification criteria
offer impressive statistics and public policy reasons for
such changes. A November 22, 1978, report of the National
Association of Insurance Commissioners Rates and Rating
Procedures (D3) Task Force says:

To summarize this first section of the task force
report, it has been suggested that recent classification
studies raise important questions about the effec-
tiveness of existing rating plans and about the validity
of class comparisons based solely on average loss
statistics. Sex and marital status classifications are
evaluated from a public policy perspective and are
judged to be seriously deficient; the use of these fac-
tors is also found to be strongly opposed by the public.
Age, too, is judged to be contrary to some public policy
criteria, but it is shown to retain moderate support
from the public. Finally, the analysis indicates that
although significant competitive, underwriting, and

*See "responses to staff survey letter to other states'
insurance departments inquiring about motor vehicle
insurance price classification factors and cost
containment™ included as appendix A to this report.
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pricing effects could be expected to result from action
to eliminate any of these rating characteristics, the
magnitude of these effects can be minimized through
appropriate legislation and transition procedures.

Based on this analysis, the Rates and Rating Procedures
Task Force concludes that the continued use of sex and
marital status for purposes of classifying automobile
insurance risks violates public policy standards regard-
ing discrimination and social acceptability; for that
reason, the task force recommends that amendments to the
NAIC model rating laws be adopted to prohibit the use of
classifications based on these factors. (71:913)

It should be noted here that other studies have found that,
although the public is concerned about the use of certain
factors such as sex, marital status and age to set motor
vehicle insurance premium rates, it does not seem willing to
subsidize the insurance costs of those persons whose pre-
miums are higher because of the use of such factors. (70)

As discussed earlier, the Michigan Supreme Court found in
the Shavers case that the Michigan mandatory no fault law
was constitutionally defective because it did not assure
that motor vehicle insurance would be available to the
state's motorists at fair and equitable rates (62). The
court set out certain standards for a new law including the
requirement that:

The Legislature and/or the Commissioner of Insurance
* * * gjive substantial meaning to the statutory stan-
dards "Rates shall not be excessive, inadequate or
unfairly discriminatory." (62:91)

In response to this mandate, the Michigan legislature pro-
hibited the use of sex and marital status as rating criteria
(48) .

1. Insurance Commissioner to Study Automobile Insurance
Rating Plans

The subcommittee is well aware of the public policy concerns
about the use of age, sex, territory or marital status as
rating criteria. It believes, however, that prohibiting the
use of these factors at this time would be premature because
of the potential disruptive effect such denial could have on
Nevada's insurance market.

Fortunately, this issue is being studied by the National
Association of Insurance Commissioners, which decided
further study was warranted as opposed to acceptance of the
task force's recommendation cited earlier. The NAIC's auto-
mobile classification study will be conducted using a
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"census survey" technique. Two random samples of about
10,000 persons will be drawn, one from a population of those
filing property damage claims and one from the general
policyholder population. The policyholders in each sample
will be surveyed to determine their status or responses to
various classification variables. By comparing distribu-
tions of characteristics in each of the samples, the study
will be able to develop conclusions about the effectiveness
of different variables as accident predictors. A preliminary
project outline and a copy of the proposed survey gquestion-
naire are included with this report as appendix E.

The major survey project will be conducted in Connecticut,
California, Florida and Illinois. Several companies have
agreed to participate in the study and to offer technical
assistance.

The subcommittee therefore recommends:

The insurance commissioner keep apprised of issues,
court rulings and legislation associated with motor
vehicle insurance classification and rating plans and of
the status and outcome of the National Association of
Insurance Commissioners' study and findings on this
subject. The subcommittee recommends further that the
commissioner report to an appropriate committee of the
1983 legislature the findings of the National
Association of Insurance Commissioners' motor vehicle
premium rating classification study along with any
recommendations he may have for changes in the Nevada
Revised Statutes, insurance division regulations, or
the need for a state-level study.

In regard to the recommendation, areas of concern to the
subcommittee include:

. Measurement standards for the effectiveness of
rating plans, based on the impact of such rating
plans or the unexplained differences in loss within
and between classified groupings of insureds.

. Procedures for the evaluation of alternative
classification criteria, including the use of sta-
tistical methods for the comparison of alternative
factors, and the use of standards of causality.

. Credibility standards.

. Standards for the measurement and control of
intergroup subsidies.

. Standards and procedures for the evaluation of
additive versus multiplicative rate relatives.
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. Analysis of the potential effects of any proposed
changes in the automobile class system and
necessary action to avoid any undesirable secondary
effects of those changes including (1) the impact
on insurance availability and the effectiveness
of alternative residual market mechanisms for
serving the market and (2) the impact of any
changes in classes on the functioning of the com-
petitive market.

2. Denial of Rates If Not Based on Reasonable Classifica-
tion System and Relevant Statistics

While the subcommittee does not believe the denial of any
specific rating criteria is the proper course of action at
this time, it does, however, have concern that rating cri-
teria meet basic standards of fairness, actuarial soundness
and predictive accuracy. These should be minimum require-
ments in a state that requires its drivers to carry motor
vehicle insurance. The subcommittee therefore recommends:

The insurance commissioner deny any motor vehicle
insurance rate increases if the rates are not based on a
reasonable classification system, sound actuarial
principles, and relevant and credible loss statistics,
including reasonably related external data or antici-
pated trends. (BDR 57-9)

3. Uniform Rating Territories

Motor vehicle insurance companies doing business in Nevada
use territories to establish rates. The rationale for
establishing rate variations by territory is that this pro-
vides a more adequate assessment of premiums charged based
on severity and frequency of loss. Automobile insurers'
territorial boundaries in Nevada vary from company to company
and, depending upon where a person lives, his rates can be
increased or decreased significantly. For example, under
State Farm's plan, a person may pay as much as 80 percent
more for bodily injury and property damage protection if he
lives in certain parts of Las Vegas as opposed to rural
areas of Nevada. Depending upon the insurer, there are
between one and five rating territories in Nevada.

The subcommittee heard testimony and reviewed material crit-
icizing the use of territories to establish rates. Some
witnesses also questioned the use of arbitrary dividing
lines when drivers on either side of the lines often cross
over for work or pleasure. Some witnesses suggested the use
of a statewide territorial rate based on an average for the
entire state. This scheme would probably result in the
‘rates of those residing in rural areas being increased and
rates of those residing in urban areas being lowered.
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Based on a review of the literature and recent court find-
ings (33, 34, 36, 60), the subcommittee believes the use of
rating territories are legitimate tools to establish motor
vehicle insurance premium levels. The subcommittee questions,
however, the practice of each company or group of companies
establishing and using their own definition of territorial
boundaries. It feels that uniform territories would be more
feasible and could be useful in developing meaningful loss
statistics. Such uniform rating territories would also be
more defendable against challenges that they are arbitrary
or not related to growth, work and residential patterns,
which have been demonstrated to have bearing on loss
experience. The subcommittee therefore recommends:

The insurance commissioner establish uniform rating
territories for motor vehicle insurance. (BDR 57-9)

D. TRAFFIC LAW PENALTIES AND ENFORCEMENT

Although traffic safety is not directly related to automo-
bile insurance, the subcommittee thought that certain
aspects of traffic safety fell within its purview.
Witnesses appearing before the subcommittee stressed the
importance of traffic laws and traffic law enforcement on
reducing accident frequency and the relative severity of
motor vehicle accidents. It was pointed out that a reduc-
tion in accident rates would result in a reduction in the
cost of insurance premiums, not to mention savings in pro-
perty and human life. .

1. 1Increased Penalties for Driving Under the Influence of
Alcohol

The hazards of the drinking driver have been well publicized.
Yet, the problem goes on. During 1979, 148 or 41 percent of
the 358 people who were killed in traffic accidents in

Nevada died in accidents where a person driving under the
influence of alcohol (DUI) was a contributing factor.

During 1978, the picture was almost as bleak. There were

312 traffic fatalities in Nevada. Of these, a person

driving under the influence of alcohol was a cause in 117 or
37.5 percent of the deaths.

During the last few years there have been approximately
8,500 to 9,000 DUI arrests each year. The exact figure is
difficult to determine because the reporting of traffic
violations is imprecise in Nevada and the only way to obtain
exact figures is to communicate with each law enforcement
agency in the state.

The subcommittee believes that some form of increased penalty
must be provided in the law as a disincentive against
drinking and driving. Changes the subcommittee considered
were:
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a. Including a mandatory fine in the law for first time
offenders.

b. Providing for a mandatory jail sentence for repeat
offenders.

c. Lowering the alcohol blood rate which defines certain
presumptions regarding driving under the influence of
alcohol. =

d. Redefining and increasing the reporting requirements for
the disposition of alcohol related offenses.*

e. Providing for stronger referral requirements to "driving
under the influence" training programs for persons con-
victed of driving under the influence of intoxicating
liquor.

*This would help provide information about what happens to
DUI arrests and could possibly shed light on plea bargain-
ing activities. Item 11, "Report Of All Alcohol Case
Dispositions," from the March 6, 1978, agenda for the Sub-
committee on Drivers of the National Committee on Uniform
Traffic Laws and Ordinances has suggested language for
the reporting of dispositions. It says, in part:

* * * Report of Alcohol Related Dispositional
Information to the Department of Motor Vehicles

(a) The clerk of every court of record and the judge of
every court not of record shall file with the Department
of Motor Vehicles an abstract of all dispositions of the
charge, other than convictions, of driving while having
an unlawful blood alcohol level or driving while under
the influence of alcohol or drugs. Such abstracts shall
be filed within thirty days from date of disposition of
said offense.

(b) Driver data derived from such abstracts shall be
made available on a request basis to the Department of
Motor Vehicles' Medical Advisory Board and to the judi-
cial system by order of the court. Such data shall also
be made available to others without reference to name or
address or any identifying information of the licensee

upon approval by the Commissioner of Motor Vehicles.
% *

Disposition

Prosecutorial and/or judicial action on any violation of
a State statute or local ordinance which shall include
convictions, deferred sentencing, pre-trial diversions,
court referrals and plea bargaining agreements.

It has been suggested that the administrative office of the
courts be the agency to whom the report is made in Nevada.

7.



Under existing Nevada law, a person convicted for the first
time for driving under the influence of intoxicating liquor
is guilty of a misdemeanor* and such person's license to
operate a vehicle may, by a decision of the court, be
suspended by the department of motor vehicles (DMV) for a
period of not less than 30 days nor more than 1 year. (See
subsection 3 of NRS 484.379.)

Upon subsequent conviction within 3 years, a person con-
victed of driving under the influence of intoxicating liquor
is required to be punished by confinement in the county or
municipal jail for not less than 10 days, nor more than 6
months, and/or a fine of not more than $500. Note that
neither the fine nor jail sentence is mandatory. Once a
sentence is imposed, however, it cannot be suspended. (See
subsection 5 of NRS 484.379.)

During 1979, there were 2,865 driving while intoxicated (DUI)
convictions in Nevada. The subcommittee was advised that in
most cases a jail sentence was not imposed and that in 1978
the average fine for a DUI conviction was $250.

During 1979, 1,705 person's licenses were revoked for DUI
convictions. The department of motor vehicles is required
to revoke a person's license for 1 year for a second or sub-
sequent DUI conviction if it is 3 years after but within 7
years of the prior conviction. (See paragraph (f) of subsec-
tion 1 of NRS 483.460.) If the conviction occurs within 3
years of the prior conviction, a person's license must be
revoked for 2 years (see subsection 2 of NRS 483.460).
Furthermore, a person who is convicted of killing or doing
substantial bodily harm to another while driving under the
influence of alcohol is required to be punished by imprison-
ment in the state prison for not less than 1 year nor more
than 6 years, or by a fine of not more than $5,000, or by
both fine and imprisonment. (See NRS 484.3795.) For infor-
mation on other states' DUI penalties see appendix F.

The subcommittee feels the best deterrent to driving under
the influence of alcohol would be a substantial mandatory
fine for first conviction. The subcommittee also believes
there should be a mandatory jail sentence for subsequent

*NRS 193.150, "Punishment of misdemeanors," specifies the
punishment of misdemeanors as:

Every person convicted of a misdemeanor shall be
punished by imprisonment in the county jail for not more
than 6 months, or by a fine of not more than $500, or by
both fine and imprisonment, unless the statute in force
at the time of commission of such misdemeanor prescribed
a different penalty.
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convictions. The subcommittee is of the opinion that judges
would be less apt to negotiate lesser charges if the jail
time for a second conviction could be set for a short
duration. Even a short time in jail for those not accus-
tomed to the experience would have a high deterrent effect
the subcommittee feels. The subcommittee therefore
recommends:

The statutes be amended to increase the penalties for
driving under the influence of intoxicating liquor. The
subcommittee recommends specifically that NRS 484.379 be
amended to provide for, in addition to other existing
penalties, (a) a $500 mandatory fine for the first con-
viction of driving under the influence of intoxicating
liquor, and (b) a mandatory jail sentence of from 2 days
to 6 months, in addition to a mandatory $500 fine, for a
subsequent conviction. (BDR 43-13)

2. Courts Urged to Mete Out Suitable Punishments and to
Refrain from Plea Bargaining

In efforts to clear Nevada's court calendars, and in certain
instances to provide for what appears to be swifter and more
equitable forms of justice, courts have established a prac-
tice of so-called plea bargaining where defendants enter
guilty pleas to obtain reduced charges or punishment for
offenses.

The subcommittee believes that by reducing initial charges
and by limiting penalties for convictions of traffic
offenses, the courts are hindering any deterrent effect that
traffic laws may have. If the average driver knows he has a
good chance of getting charged for a lesser offense or
receiving a small fine for a traffic offense, he may be less
inclined to obey the law. This may be especially true of
the driver who decides to have "just one more drink" before
he "hits the rocad."

The subcommittee believes that the courts should follow both
the spirit and letter of the law in meting out punishments
for traffic violations. It therefore recommends:

The 1981 legislature adopt a concurrent resolution
urging the Nevada state court system to mete out
suitable punishments under the law for all traffic
violations and that it refrain to the fullest extent
possible from the practice of permitting plea bargaining
to reduce charges or penalties for traffic violations.
(BDR 8)
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E. PRIVACY OF INSURANCE RECORDS

A tremendous technological expansion of the storage and
retrieval capacities of data systems in recent years has led
to a recognition by many that legislative action is
necessary to establish a proper balance between individual
privacy rights and institutional needs for information.
Several recommendations have developed for action to govern
the information practices of the insurance industry, which
is probably the largest private sector collector and user of
personally identifiable information in the nation today.
There seems to be a general agreement that properly drafted
legislative standards for the information practices of the
insurance industry are both necessary and desirable.

With this knowledge, a National Association of Insurance
Commissioners Privacy Protection Task Force was established
in October of 1977, to review the recommendations of the
President's Privacy Protection Study Commission and to
develop appropriate model laws or regulations. To assist
the task force in developing appropriate legislation, an
advisory committee, which included representatives from the
major insurance company trade associations, agents'
associations, the National Association of Blue Cross-Blue
Shield Plans and selected insurance companies, was appointed
in July 1978.

Preliminary drafts of privacy protection legislation were
produced by the advisory committee for consideration by the
task force during 1978. The task force adopted an initial
exposure draft in December 1978 and held a public hearing on
it in April 1979. Following an extensive effort by the task
force during the summer of 1979, a second exposure draft was
adopted in August. A public hearing was held on this expo—-
sure draft in September 1979. Additional task force
meetings were held in the fall of 1979 leading up to the
adoption by the task force of the final version of the NAIC
Insurance Information and Privacy Protection Model Act on
December 2, 1979. The NAIC model privacy act was approved
unanimously by the entire membership of the National
Association of Insurance Commissioners on December 7, 1979.
In addition, the National Association of Insurance
Commissioners adopted a resolution on privacy protection on
December 7 affirming the NAIC's position that the NAIC model
privacy act is the most appropriate means to achieve uni-
formity in privacy protection standards for insurance infor-
mation practices.
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The NAIC Insurance Information and Privacy Protection Act
represents the recommendations of the NAIC for legislation
at state-level to implement privacy protection standards for
insurance information practices. The preamble of the model
act defines its purpose. It says:

The purpose of this Act is to establish standards for
the collection, use and disclosure by insurance
institutions, agents, or insurance-support organizations
of information gathered in connection with insurance
transactions; to maintain a balance between the need for
information by those conducting the business of
insurance and the public's need for fairness in
insurance information practices, including the need to
minimize intrusiveness; to establish a regulatory mecha-
nism to enable natural persons to ascertain what infor-
mation is being or has been collected about them in
connection with insurance transactions and to have
access to such information for the purpose of verifying
or disputing its accuracy; to limit the disclosure of
information collected in connection with insurance
transactions; and to enable insurance applicants and
policyholders to obtain the reasons for any adverse
underwriting decision (54:1).

The subcommittee notes the existence of certain measures

now pending before Congress which pertain to privacy of
insurance records.* The subcommittee suggests, in making
the following recommendation, that the insurance com-
missioner keep apprised of the status of federal legislation
relating to privacy of insurance records and inform an
appropriate committee of the 1981 Nevada legislature of
their status.

The NAIC does not support proposals to create substantive
federal standards for the information practices of the
insurance industry at this time. The NAIC believes that
individual states are best able to address the complex
issues surrounding insurance information practices and the
protection of privacy rights of consumers. The subcommittee
concurs. It also believes, with the rapidly increasing
amounts of personal information being sought and maintained

*See S 1928, "Fair Financial Information Practices Act of
1979," and HR 5582, "Fair Insurance Information Practices."
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by insurance companies, that the protections in the NAIC's
model act are needed to limit abuses. It therefore
recommends:

The 1981 legislature adopt the provisions of the
National Association of Insurance Commissioners
Insurance Information and Privacy Protection Model Act.
(BDR 57-11)

F. PREJUDGMENT INTEREST

According to testimony by representatives of the Nevada
Trial Lawyers Association, the cost of money and the rate
set in law for prejudgment interest are very important fac-
tors in any situation where one person brings a legal action
against another. The legal prejudgment interest rate can
greatly affect the timing of any potential settlement. If
the rate is low, there is an incentive for defendants to
defer settlements. If the legal prejudgment interest rate
is set too high, then the converse could occur where the
plantiff may not seek early settlement because it would be
to his advantage to wait as long as possible to obtain
interest on the settlement.

The subcommittee was advised that a prejudgment interest
rate which approximates closely the true cost of money is
most equitable for both parties. It was also told that
establishing a proper legal prejudgment interest rate will
encourage early settlement of automobile accident claims.

Chapter 17 of NRS covers judgments and decrees. Subsection
2 of NRS 17.130 addresses prejudgment interest. It says:

* *# * When no rate of interest is provided by contract
or otherwise by law, or specified in the judgment, the
judgment draws interest at the rate of 8 percent per
annum from the time of service of the summons and
complaint until satisfied, except for any amount repre-
senting future damages, which draws interest at that
rate only from the time of the entry of the judgment
until satisfied.

At the time this report was written, the prime interest rate
was approximately 19.5 percent. With this in mind, the sub-
committee believes the prejudgment interest rate should more
closely approximate the legal contract rate of 18 percent
specified in NRS 99.050. The subcommittee therefore
recommends:

The limit of prejudgment interest specified in NRS

17.130 be increased from eight to 12 percent. (BDR
2-~14)

42.



It should be noted here that Congress passed HR 4986 (P.L.
96-221, "The Depository Institutions Deregulation and
Monetary Control Act of 1980") which, among other things,
removed the provisions of the Constitution or the laws of
any state expressly limiting the rate or amount of interest
or other specified finance charges which may be charged by
various financial institutions. These limits were replaced
with maximum rates tied to the rate of commercial- paper.

For example, under the new federal law, the rate for savings
and loan associations, insured banks, credit unions and
small business investment companies is set at one percent in
excess of the discount rate on 90-day commercial paper in
effect at the Federal Reserve Bank in the Federal Reserve
District where each institution is located.

If, as in the case of mortgage loans, they do so prior to
April 1, 1983, under P.L. 96-221 the states have the option
of enacting legislation excluding themselves from the
federal preemption of various aspects of the states' usury
limits. -

Prejudgment interest rates are not affected by P.L. 96-221.
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Responses to staff's survey letter to other states®
insurance departments inquiring about motor

vehicle insurance price classification factors

and cost containment.
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February 7, 1980

MEMORANDUM

TO: Legislative Commission's Subcommittee to Study
Motor Vehicle Insurance Rates and Rating
Practices (A.C.R )
(6""‘ -
FROM: Donald A. Rhodes, Chief Deputy Research Director
SUBJECT: Responses to staff survey letter to other

states' insurance departments inquirying about
motor vehicle insurance price classification
factors and cost containment.

Enclosed is a chart illustrating the responses we have
received to a survey letter we sent to other states’
insurance departments inquiring about (1) motor vehicle
insurance price classification factors permitted, and (2)
motor vehicle insurance cost containment efforts and
suggestions.

As you can see, Massachusetts and Hawaii do not allow the
use of age, sex and marital status as pricing factors. Both
these states also use merit type rating plans. Hawaii has a
"take-all-comers" statute.

North Carolina prohibits the use of age and sex as pricing

factors for automobile insurance and has a law placing caps
on certain forms of auto insurance premium increases. This
law, according to the response, may be challenged in court.

A new Michigan law, which will take effect on January 1,
1981, prohibits the use of marital status or sex as rating
classifications and requires a form of merit rating. The
Michigan law limits the number of territorial base rates an
insurer can use to 20 and requires insurance companies to
accept all eligible applicants.
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Florida, Louisiana and Wyoming have adopted regulations
restricting the use of certain rating criteria (sex, marital
status and scholastic achievement in Florida; territory,
sex, marital status and commuter categories in Wyoming; and
age and sex in Louisiana). Florida's regulations have been
enjoined temporarily until the matter can be heard in court
or by administrative review. The Wyoming insurance com-
missioner withdrew his regulations because court action
against the regulations was going too slowly. He is now
seeking legislative action to ban the use of age, sex and
marital status as pricing factors. The fate of the
Louisiana regulations are now in the Louisiana Supreme
Court. The opponents of the Louisiana rules won at the
lower and appellate court levels.

Connecticut's insurance commissioner ruled that the terri-
torial rating classifications used by motor vehicle
insurance writers in Connecticut were discriminatory and
ordered the companies to submit revised statistical data
supporting their territories or establishing new ones.

Missouri has a cancellation law which forbids motor vehicle
insurance companies from cancelling or refusing to insure
anyone, who has had 2 years of driving experience, on the
basis of age, sex or marital status.

Washington has a statute which prohibits the use of sex and
marital status in rating unless the insurer has bona fide
statistical data supporting those classifications.

Regulations to modify or prohibit the use of certain auto-
mobile insurance pricing factors are being considered in New
Jersey, North Dakota and Rhode Island.

Certain Commercial Union Insurance Companies have volun-
tarily discontinued the use of age, sex and marital status
as pricing factors in several states. According to Chuck
Knaus, casualty actuary in the Nevada insurance division,
Nevada is not one of those states.

The Arizona response indicates that "the * * * rating cri-

teria * * * jissue may become prominent within the next
legislative year." The response from Maryland indicates
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that bills which would restrict the use of certain rating
criteria by motor vehicle insurance companies are being con-
sidered in that state's legislature. The Oregon response
notes that similar bills were killed in committee during the
1979 legislative session.

As you can see in the Pennsylvania response, a 27 year old
male has sued Hartford Insurance Company over the use of sex
as a rating criteria.

DAR/11p

Enc.
cc: Don Heath, Insurance Commissioner
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STATE

Alabama

Alaska

Arizona

Arkansas

California

RESPONSES TO STAFF SURVEY LETTER TO OTHER STATES'
INSURANCE DEPARTMENTS INQUIRING ABOUT MOTOR

VEHICLE INSURANCE PRICE CLASSIFICATION
FACTORS & COST CONTAINMENT

RESPONSE

No state prohibition against using age, sex, marital status
or territory as pricing factors. Commercial Union
Assurance Group has a rating plan pending which partially
eliminates the use of such criteria. An "expense fee
program" has been introduced for those companies

affiliated with the Insurance Services Office for private.
passenger automobile insurance. "This plan provides that
certain expenses are assigned equally to each policy."

No state prohibition against using age, sex, marital status
or territory as pricing factors. The legislature passed a
measure in 1978 which prohibits insurance companies from

obtaining data on individual driving records. This measure

has been enjoined by the court. New legislation is currently
being considered.

No state prohibition against using age, sex, marital status
or territory as pricing factors. The department of insurance
has approved two filings eliminating these factors and thgse
companies will be monitored after the rating criteria go into
effect on January 1, 1980. "The issue may become prqminent
within the next legislative year."

No state prohibition against using age, sex, marital status
or territory as pricing factors,

No state prohibition against using age, sex, marital status
or territory as pricing factors. The California

insurance commissioner upheld the use of territories in a
decision dated December 20, 1979. (See RH-207.)
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Colorado

Connecticut

No state prohibition against using age, sex, marital status
or territory as pricing factors. Under no fault law
insurance companies cannot refuse to insure based on

such factors alone.

The Connecticut insurance commissioner ruled, in December
1978, that the territorial rating system was "unfairly
discriminatory™ and ordered insurance companies to submit

revised statistical data to support rates. The commissioner
also said:

I. With respect to the rate classification system, the
insurance industry is directed to undertake the following
projects:

A. Re-evaluate existing classification of risk based on
age, sex and marital status. It is apparent that these
criteria are being subjected to increasingly intense
scrutiny, both as to their statistical validity within a
rating plan and to the social acceptability of using
such criteria today. The insurance industry must
seriously examine the factors for which these criteria
serve as proxies and consider the practicality of
improving the use of each of them.

B. Review the existing method of allocating expenses
among rate classifications. This review can be under-
taken concurrently with any examination of expenses
begun as a result of the territorial decision.

II. The design of the product purchased by the consumer has
a direct effect on the cost of such coverage. ;
A. Particular consideration should be given to the
feasibility of some form of discount for elderly citi-
zens who may not need additional protection from automo-
bile insurance for lost income because they are retired.
I plan to submit legislation next year to make Medicare
primary over No-Fault. Consideration, therefore, should
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also be given to discounts for Medicare recipients which
reflect their reduced medical expense needs.

B. The insurance industry must display greater innova-
tion in product design. Particular emphasis must be
placed on the preparation of products with higher
deductibles, especially for comprehensive and collision
coverages, which usually account for approximately one-
half an individuvual's premium dollar. Companies should
develop a basic insurance package which provides
adequate, bare bones, no-frills coverage.

C. Cost containment, thus far, seems to have meant a
tougher claim handling policy which too often means
increased consumer dissatisfaction and an attendant
Insurance Department complaint increase. The industry
must focus its attention more intensely on reduction of
the incidence of claims through more effective loss pre-
vention techniques. Efforts designed to:

1. Strengthen existing traffic safety programs;
2. pevelop effective anti-theft devices;

3. Perfect and encourage the use of effective
passive restraint systems; and

4. Review the present traffic violation sanctions
and their validity in an insurance rating
mechanism,

i
can be undertaken in conjunction with appropriate pri-
vate and governmental agencies in an effort to reduce
the occasion and severity of automobile accidents and
injuries.

III. Finally, and perhaps most importantly, a program
designed to assist and educate the consumer is needed.



A, Each company should establish a toll-free telephone
number to permit ready access for its Connecticut
policyholders and agents.

B. Increased efforts should be made to provide meaning-
ful consumer educational material to policyholders. The
Insurance Department has available a concise explana-
tion of automobile insurance which each company should
consider forwarding to all policyholders periodically
with their billings.

With respect to the use of territory as a rating criteria,
the commissioner stated:

The continued approval of any rates presently on file by your
company is conditioned upon the filing by your company of
such a correcting amendment to be effective not later than
July 1, 1979. In the absence of such filing, review of your
company's existing rates will be initiated under the appli-
cable statutory procedures. Briefly, the major areas
addressed in said Decision are:

1. The inappropriateness of relying entirely on each
territory's loss costs to determine its rates.

2. The inappropriateness of allocating expenses (general,
other acquisition and miscellaneous licenses, taxes and fees)
by territory in proportion to loss experience.

3. The inappropriateness of allocating basic reparations
benefits losses by territory.

4. The need to establish a statistical gathering system to
test, on an ongoing basis, the validity of the territorial
configurations.

5. The need to review the present method of allocating com-
mission expenses.
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Delaware

Florida

Georgia

Hawaii

No state prohibition against using age, sex, marital status
or territory as pricing factors. "I have not attempted to
replace the classification system by a merit rating plan, but
I am in the process of revising the surcharge plan for
assigned risks from a percent of premium basis to flat dollar
amount surcharge."

The insurance commissioner ordered auto insurers to stop
using sex, marital status and scholastic achievement as
classifications for insurance rates by March 1, 1980. The
commissioner also ordered that geographical rating terri-
tories not be arbitrary and that every insurance company
licensed to sell automobile casualty insurance in Florida
examine its territorial classifications and file with the
department by March 1, 1980, either a new territorial plan or
a statement with detailed exhibits affirming that territorial
classifications in force are not unfairly discriminatory.

The commissioner reluctantly upheld use of age in setting
rates because no more equitable alternative was available.
But he ordered insurers to collect additional data that could
be used to either improve age classifications or find a
substitute for them.

At last count 348 insurance companies have sued to block the
implementation of the commissioner's orders. A Florida cir-
cuit court has granted a temporary injunction against the

regulations going into effect until the case is resolved. A
spokesman for the commissioner says it is highly unlikely that
the order will go into effect in 1980.

No state prohibition against using age, sex, marital .status
or territory as pricing factors. One commercial Unidn
Assurance Company has voluntarily stopped using such
criteria.

"Section 294-33 HRS prohibits the use of race, creed, ethnic
extraction, age, sex, length of driving experience, credit
reference bureau rating or marital status in the rating of
any motor vehicle risk. Section 294-9 HRS and Sections 4-1
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Idaho

Illinois

Indiana

Iowa

Kansas

and 4-2 of our Rules and Regulations also provide this state
with a '"take-all-comers' statute."

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors. "At this time the personal
automobile market in Iowa is very competitive. From the
latest Automobile Insurance Plan Service Office Report it
will be seen that only about 2,300 vehicles out of nearly 2
million registrations are in the assigned risk plan.”

No state prohibition against using age, sex, marital status
or territory as pricing factors. A March 23, 1978, report
makes the following recommendations:

RATING

1. A statutory amendment permitting "reference filing"
for rules and endorsements. This would allow staff to
spend more time on market conduct examinations, moni-
toring competition, consumer inquiries and financial
examinations.

2. A statutory amendment requiring that companies con-
sider investment income and investment losses on
unearned premium and loss reserves in developing their
premiums.

3. A statutory amendment granting the Commissioner
authority to establish uniform territorial divisions of
the state for rating purposes.
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4. A statutory amendment permitting the Commissioner to
require companies to maintain statistics on a "study"
basis to further assure fairness in rating classifica-
tions and territories.

5. A statutory amendment granting the Commissioner
authority to prescribe a merit/demerit rating plan. The
plan should include "additive" surcharges for specified
"at fault" accidents and/or violations regardless of the
rating class. Further, the plan should allow a
"foregiveness clause" in order to avoid increasing a
person's premium routinely following his or her first
"at fault" accident, regardless of driving experience.

6. Consider a statutory amendment to permit "reference
filing" for policy forms and rates in those instances
where the company cannot support its proposals with its
own experience,

COSTS

1. * * * (Implement Kansas Department of Transportation
recommendations to make roadways safer) * * *

2. Establish a public educational program emphasizing
the merits of utilizing used parts rather than new parts
in the repair of automobiles.

3. Require insurance companies to submit rate decreases
in recognition of vehicles equipped with airbags and
other passive restraints. ‘
4. Amend the Kansas No-Fault law to recognize a verbal
tort threshold. This could create savings of up to 12
percent in the bodily injury and uninsured motorist pre-
miums for Kansas policyholders,

5. Emphasize the premium savings for utilization of
higher deductible collision and comprehensive coverages.
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Kentucky

Louisiana

Maine

Maryland

6. Deductible liability insurance should be encouraged
as an available option for Kansas policyholders.

REFUSAL TO INSURE

1. The cancellation and non-renewal statutes applicable
to private passenger automobile liability insurance
should be extended to include commercial auto liability
and private passenger physical damage risk.

2. A statutory amendment providing the Commissioner
additional authority over some of the underwriting
requirements of companies in order to avoid unfair
discrimination in the issuance, cancellation or non-
renewal of certain policies.

3. Repeal K.S.A. 40-296 and K.S.A. 40-297 to avoid
discrimination solely because of age.

(NOTE: Staff has asked for information concerning which of
these recommendations have been carried out.)

No state prohibition against using age, sex, marital status
or territory as pricing factors.

In February 1978 the insurance commissioner ordered that age
and sex no longer be used as rating criteria. The appellate
court upheld a decision by a Baton Rouge district court that
said that the commissioner could not prohibit automobile
insurers from using age and sex in setting insurance rates.
The Louisiana Supreme Court is now deciding the matter.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors. Bills have been introduced
in the Maryland legislature which would abolish use of age,
sex, marital status and territory as rating criteria. "The
chance of these bills passing appears slim."
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Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Merit rating was introduced in 1976 and age, sex and marital
status were prohibited as classification variables in 1978.
Both these actions were accomplished by insurance division
regulations. Chapter 197 (approved May 21, 1979) prohibits
the classification of risks on the basis of age, sex, or
marital status.

Public Act 145 of 1979, commonly referred to in Michigan as
the Essential Insurance Act, takes effect on January 1, 1981.
With respect to auto insurance, it limits the factors which
auto insurers can use in making underwriting determinations
(Sections 2118, 2119, and 2120). P.A. 145 also specifies
that classes and territories to be used by insurers to
establish auto rates must conform to the requirements of
Section 2111, which limits the characteristics allowed to be
considered for ratemaking purposes primarily to those within
the control of the insured. 1In addition, Section 2111 (4)
specifically prohibits the use of sex or marital status as a
rating classification for auto insurance, and requires a form
of merit rating. The law limits the number of territorial
base rates an insurer can use to 20 and requires insurance
companies to accept all eligible applicants.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prchibition against using age, sex, marital status
or territory as pricing factors.

Missouri has a cancellation law that forbids motor vehicle
insurance companies from cancelling or refusing to insure
anyone who has had 2 years of driving experience on the
basis of age, sex or marital status.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors. "Our efforts to combat the
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New Hampshire

New Jersey

New Mexico

New York

North Carolina

rising costs of insurance are keyed upon the individual
company's past experience, analyzing each individual filing
and using data obtained from fast-track, etc., plus utilizing
extensive study by our actuary to obtain the proper rates.

By permitting only rate increases justifiable by experience
and proper trend factors, we hope to dampen an inflationary
spiral effect in rates. We also actively encourage discounts
for effective safety equipment. Although we are a prior
approval state, our goal is a competitive market environment
that allows the forces of demand and supply (within the con-
fines of the aforementioned criteria) to determine the most
efficient rate for each class of insured."”

No state prohibition against using age, sex, marital status
or territory as pricing factors.

The insurance commissioner is now considering new regulations
which would limit the use of age, sex, marital status and
territory as rating criteria. The decision is still pending.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors. Automobile insurance may
not be denied solely on the basis of age.

North Carolina Insurance Code 58-30.3 says:
Discriminatory practices prohibited

No insurer shall after September 1, 1975, base any stan-
dard or rating plan for private passenger automobiles or
motorcycles, in whole or in part, directly or
indirectly, upon the age or sex of the persons insured.
(1975, c.666, s.l.)

Section 58-30.4 requires the North Carolina Rate Bureau
to promulgate a revised basic classification plan and a



°69

North Dakota

Ohio

Oklahoma

Oregon

revised subclassification plan for coverages on private
passenger motor vehicles consisting of pleasure use only,
pleasure use except for driving to and from work, busi-
ness use and farm use. Section 58-124.26 provides for
caps on certain forms of automobile insurance rate
increases.

No state prohibition against using age, sex, marital status
or territory as pricing factors. Regulations are being
studied, however, which could modify use of such criteria.

No state prohibition against using age, sex, marital status
or territory as pricing factors. "Two companies licensed to
sell insurance in this state have, of their own volition,
eliminated age, sex, and marital status as rating
classifications.”

No state prohibition against using age, sex, marital status
or territory as pricing factors.

"Two bills were submitted to the 1979 Oregon legislature man-
dating the so-called merit rating approach in pricing automo-
bile insurance. After lengthy testimony both bills died in
committee. As a knowledgeable observer it was my impression
the committees were not satisfied that any changes in the
rating system would materially effect the insurance premium
paid in the State of Oregon. It would only redistribute the
amount paid. Some individuals would pay considerably less
for their auto insurance which would by necessity require
others to pay more. It also appeared to me there was a
strong possibility that strict use of the merit rating system
would price certain individuals completely out of the
insurance market. From strictly financial thinking, this
might be good but I am convinced it would be totally unaccep-
table to the public.

Another major draw back to the sponsors of merit rating was
their lack of actuarial expertise in their testimony. They
relied primarily on the emotional approach.”
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Pennsylvania

Rhode Island

"We do not promulgate particular rating schemes, merit rating
plans, or territorial definitions. Companies and rating
bureaus file for approval of their own programs. However,
along this line we are presently considering a f£iling made by
the Northern Assurance Company which would eliminate age, sex
and marital status in rating automobile insurance.
Additionally, we are a party to a suit between a 27 year old
male and Hartford Insurance Company over the use of sex as a
rating criteria. Some briefs have been filed and I suspect
the Commissioner's adjudication in this matter is several
months away. If his decision is favorable to the insured it
certainly will have repercussions throught the industry in
Pennsylvania.

Enclosed is a pamphlet we have circulated for several years
on how to 'save money on automobile insurance.' As you may
note, there are several PIP discounts which are available to
lower premiums costs. Also enclosed is 'rate comparison'
which we from time to time are required by our no-fault sta-
tute to publish."

"The State of Rhode Island is currently engaged in hearings
relative to territorial rating and in the course of the
hearings, other items involving age, sex, and marital status
issues have also surfaced.

The State of Rhode Island, like all jurisdictions, is

equally concerned with the rising cost of automobile
insurance. 1In our filings, we are questioning investment
income computations and currently plan to require that com-
panies bring in their investment counselors for expert testi-
mony into the manner in which large sums of money are
retained in the area of incurred losses and unearned prle-
miums accounts. It is our considered opinion that the normal
method of reflecting income on rate level requests have
understated the actual returns earned by the companies, and
we are reviewing this area in depth. Like most
jurisdictions, we are also watching with interest the effects
of the energy crisis, the continual decline in frequency of
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South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virginia

losses, and what we currently consider to be the ever
increasing use of public transportation with a decline of
motor vehicles actually on the highway.

In the gathering of information, we have caused 25 questions
* * * to be forwarded to all companies, which must be
answered in detail on every major rate filing."

South Carolina uses uniform classification, territorial and
rating plans. The classification plan provides for use of
age, sex and marital status.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

No state prohibition against using age, sex, marital status
or territory as pricing factors.

"The underlying reasons for the rising costs of automobile
insurance cannot be controlled on the state level. The
rising cost of medical care and auto repairs will continue to
push rates up. We have been combatting the high cost iof auto
insurance by encouraging the use of deductibles, closely
monitoring rate requests and encouraging competition."

No state prohibition against using age, sex, marital status
or territory as pricing factors. Virginia is starting to
require "flattened" expense components. "At this time we are
continuing our study of this, * * * (flattening) * * *
subject, particularly with regard to the possible use of a
flat policy fee plus a variable premium element."”



“ZL

Washington

West Virginia

"We do have a statute, RCW 48.30.300 * * * which does prohibit
the use of sex and marital status in rating unless the

insurer has bona fide statistical data supporting the
classification.”™

48.30.300 Unfair discrimination based upon sex, marital
status, sensory, mental or physical handicap prohibited.
No person or entity engaged in the business of insurance
in this state shall refuse to issue any contract of
insurance or cancel or decline to renew such contract
because of the sex or marital status, or the presence of
any sensory, mental, or physical handicap of the insured
or prospective insured. The amount of benefits

payable, or any term, rate, condition, or type of
coverage shall not be restricted, modified, excluded,
increased or reduced on the basis of the sex or marital
status, or be restricted, modified, excluded or reduced
on the basis of the presence of any sensor, mental, or
physical handicap of the insured or prospective insured.
These provisions shall not prohibit fair discrimination
on the basis of sex, or marital status, or the presence
of any sensory, mental, or physical handicap when bona
fide statiscal differences in risk or exposure have been
substantiated. (1975-'76 2nd ex.s. ¢ 119 & 7.)

"At least one company, Northern Assurance Company of America,
a subsidiary of the Commercial Union Group, has filed with us
a merit rating plan. This plan is strictly a merit rated
plan and has been developed by the company as a test program
to determine the liability of such rating programs. It
became effective here on November 1, 1979. We are encouraged
by this action as it fortifies our belief that private
industry will develop systems that respond to the sociail
atmosphere of their clientele.”

No state prohibition against using age, sex, marital status
or territory as pricing factors. "State law requires the use
of at least seven rating territories.”
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Wisconsin

Wyoming

No state prohibition against using age, sex, marital status
or territory as pricing factors.

The insurance commissioner adopted regulations in 1978 pro-
hibiting the use of territory, sex, marital status and commuter
categories.

"With the exception of four companies, all insurers and ISO
writing in the State appealed the regulations in the Laramie
County District Court and a stay was granted. The Courts of
Wyoming are a slow process. We have had cases appealed to
the District Court and it has taken three years to get a
decision. After a year and a half in the Court, the
Commissioner withdrew the regulations primarily because the
regulations were hampering our rate challenges of automobile
insurers. We still strongly feel the regulations were sound
and I am confident we will give automobile classifications
another 'go' in the near future.

We do not feel territories, sex, marital status, commuter
categories, etc. have a place in the rating scheme. The
Department is considering legislative action rather than
regulations on the next challenge of classifications.”

Prepared by Research Division

February 7, 1980
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Motor vehicle insurance company responses to
staff letters inquiring about cost containment
and other areas of interest to the subcommittee.
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Robert F McDermott. President
Brig Gen . USAF (Retired)
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February 6, 1980

Mr. Donald A. Rhodes

Chief Deputy Research Director -
Nevada Legislative Counsel Bureau

Legislative Building - Capitol Complex

Carson City, Nevada 89710

Dear Mr. Rhodes:

General McDermott has asked me to reply to your recent letter, Your
letter asks for our thoughts on equitable auto rates, distribution of
expense components, and cost containment for auto claims payments. We
will try to deal briefly with each of these areas.

We feel that the most important factor promoting equitable auto rates is
the existence of open competition among insurers. Nevada has a "file and
use" type rating law which does promote a competitive environment. We
feel this type of law should be retained and that it should be actively
supported by the insurance regulatory authorities.

The National Association of Insurance Commissioners (NAIC) is currently
conducting a study of various facets of the role of competition in the in-
surance marketplace. They have asked companies, insurance departments, and
other parties, for comments on the subjects being covered by that study.

If you are not familiar with this study, I suggest you contact either the
Nevada Insurance Department or the Central Office of the NAIC in Milwaukee.

Auto classification variables are another current issue, as you mention,
Our feeling is that there are sound reasons for the use of age, sex,
marital status and other factors. And, that in a competitive environment,
companies should be free to use such variables. Much has been written on
the subject and I would again refer you to the NAIC. There is currently
an NAIC Classification Study being conducted for NAIC by the I11inois In-
surance Department. This study was directed by the June, 1979 NAIC Meeting
to come up with data on classifications for consideration in June, 1981.
You may wish to contact your Insurance Department or NAIC to review the
voluminous background material relating 10 this whole question and also

to keep informed of the progress of the study.

Another subject you mentioned was the distribution of expense components.
Our company is a direct writer and has no agents. We support "expense
flattening", as it is called, and have revised our rate making methods
to accommodate it in most states, including Nevada.
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Mr. Donald A. Rhodes
PAGE TWO
February 6, 1980

Cost containment of auto claims is a very broad subject since it concerns
both first party and third party coverages. Generally, we see cost con-
tainment as being comprised of the two main categories of engineering and
legislative changes.

Engineering approaches include better highway design, collapsible physical
hazards such as light poles, and vehicle design features such as seat belts
and air bags. While some of these may be beyond the province of individual
states, you may wish to review Nevada highway construction standards to
determine if adequate safety performance standards have been built into
your laws. The Insurance Institute for Highway Safety in Washington, DC
might be a good source of information in this area.

Legislative approaches to highway safety are also important. For example,

we favor strict enforcement of speeding and drunken driver laws as meaning-
ful ways to reduce accidents. Other areas of impact include severe penalties
for fraud or arson perpetrated against insurance companies, legislative pro-
tection for reasonable insurance company investigation procedures designed

to detect fraud, and 1imitations on punitive damages.

We hope these comments, though brief, will be of some aid to you in your
study. We would be happy to discuss any of the specifics with you in more
detail. Feel free to call or write us.

Sincerely,

Pl foly—

ROBERT G. BRAKEY
Staff Vice President
Property & Casualty Insurance Operations

/ag



150 William Street
New York, N.Y. 10038

Royal-Globe

InsuranceCompanies (212) 732-8400

January 22, 1980

Mr. Donald A. Rhodes .-
Chief Deputy Research Director
Legislative Counsel Bureau
Legislative Building
_ Capitol Complex
Carson City, Nevada 89710

Dear Mr. Rhodes:

This is in response to your letter of January 7 concerning
your automobile insurance pricing study in which you invited
our comments on classification variables and distribution of
expense components.

I am sure you have assembled a great deal of information on
this general subject, such as the May 1979 report of the
Advisory Committee of the N.A.I.C. D-3 Committee. Since these
reports contain a wealth of up-to-date information on the subject
of risk classification, additional comment by us would be
largely redundant.

It is common knowledge that insurance underwriters seek to
select those risks which they believe will prospectively have
better than average loss experience. With respect to such
variables as age and sex, should classification systems exclude
such factors, one would expect youthful males to have a more
difficult time obtaining insurance than would females. On the
other hand, if classifications properly differentiate between
risks, premiums for youthful males reflect the higher risk but
availability is not generally a real problem. Additionally, in a
freely competitive market imbalances tend to be self-correcting,
as underwriters compete for temporarily overpriced business and
price reductions result. Similar forces affect distribution of
company and agency expense components included in rates. There is
logic in the argument that those with high loss potential may be
subsidizing the expense portion of those with low loss potential,
and that insureds in "high risk" states, such as Massachusetts,
may be subsidizing insureds in such states as Nevada. But, in
the real world, in addition to legal prohibitions, we know
there are competitive forces at work which will not permit
shifting of such expenses from the driving population of one
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Mr. D. A. Rhodes -2 - January 22, 1980

state to that of another. The same is true as between territories
within the individual states.

As inflationary forces continue to escalate rate levels,
the subject of allocation and "expense flattening" take on added
importance. The Insurance Services Office, as well as individual
companies, is studying the subject. We think it likely that
changes will occur in this area. We do not blindly defend
present methods of distribution of these expenses, but believe
they are equitable and think competition will tend to correct
such inequalities as may be found to exist. We are convinced
the best policy a state can follow to assure availability at
the lowest rates, is to encourage competition between all
segments of the insurance business. We feel strongly that
efforts to redistribute costs through legislation both increases
the overall expense of doing business, and creates new problems
for the insurance buying public.

Sincerely yours,

i } P I 7\ /" W ”
L ’[Mm//)/ 4

William G, Walton
Senior Vice President
WGW:b
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NATIONWIDE
NATIONWIDE MUTUAL INSURANCE COMPANY lh‘iSljFi‘\hI(:EE

HOME OFFICE: ONE NATIONWIDE PLAZA e COLUMBUS, OHIO 43216 e Nationwide is on your side

January 28, 1980

Mr. Donald A. Rhodes

Chief Deputy Research Director
Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, Nevada 89710

Dear Mr. Rhodes:

I have been asked to respond to your January 7, 1980 letter to Mr. Fisher concerning
the study of motor vehicle insurance rates.

With respect to the classification variables of age, sex and marital status, we
firmly believe the use of such factors is valid and very well supported. Perhaps
the most comprehensive study available on this subject is the report of the Industry
Advisory Committee to the National Association of Insurance Commissioners Task Force
on Rates and Rating Procedures. A copy of that report, published in May of 1979, is
enclosed.

Also, territorial rating has consistently been justified, on the basis of loss
experience, as a legitimate rating variable.

Recognizing that certain expenses do not vary in proportion to premiums, many com-
panies, including our own where our volume is sufficient, have adopted a "flattening"
procedure. This is a method of allocating a portion of such expenses to classifica-
tions and territories on a flat dollar basis rather than as a percentage of premium.
Enclosed is a copy of a directive issued by the Ohio Department of Insurance which

we believe is a reasonable approach in terms of a regulatory directive.

While Nationwide is an advocate of strong no-fault laws, the objective of such laws
and the related changes in the tort liability system, is to provide a more equitable
distribution of the benefits, i.e., to assure prompt payment for losses to all
injured victims of automobile accidents. Thus, we do not hold tort reform out as a
means to reduce automobile insurance premiums.

The real answer, of course, is loss prevention. It has been said that the least
costly accident is the one that doesn't happen. Enclosed is a paper prepared here

at Nationwide on the subject of accident prevention. While it is about three years
old and was partly designed to show some of the past efforts by the insurance industry,
including Nationwide, we think you will find that it may suggest areas of possible
activity in terms of reducing the frequency and severity of accidents.
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Finally, we are enclosing still another publication which may be of some interest and
assistance. It is the "Report of the Williamsburg Assembly on Anti-Inflation Policy”
sponsored by the American Council of Life Insurance in February of 1979. The recom-
mendations are not all subject to implementation at the state legislative and
regulatory level, but do serve to pin-point some of the basic ceuses of inflation.

We hope this information, some of which may be more voluminous than you need, will be
of some help to you. -

Very truly yours,

LMo

R. E. Munro
Vice President
Actuary

REM/1jw
Enc. - -
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Conclusions and Recommendations

A Report of the Advisory Committee

May 1979

N

The current NAIC risk classification inquiry has produced more
intense controversy and discussion than any other -regulatory inquiry
in the recent past. This is because adoption of the NAIC Task Force
report would require insurers to depart from the principles and
discipline of the marketplace, forcing them to disregard sound
economic and actuarial precepts in favor of certain perceived social

considerations.

It is imperative that everyone understand that the Advisory
Committee's opposition to the NAIC Task Force recommendations is
based upon the fundamental economic principle of pricing according

to expected costs.

The facts are (as documented in Section II, Parts C, D and E) that:
. Young drivers cost more to insufe than older
drivers.
. Young male drivers cost more to insure than
young female drivers.
. Young single drivers cost more to insure than
young married drivers.
These differences among drivers are verified not only by insurance
data but also by an extensive body of independent research and data

external to the insurance industry. (See Section III-T)
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At its December 1978 meeting, the NAIC chose not to adopt the Task
Force recommendation to eliminate sex and marital status as rating
variables, but did request a thorough review of possible alternatives
which might serve as effective substitutes. While most members of
the NAIC realize that the search for different and better variables
is ongoing, the Advisory Committee has isolated and summarized
considerable data and research which shed a great deal of light on
the availability, feasibility, and effectiveness of alternative

rating variables.

The commonly suggested alternatives of:

- Driving record

. Mileage

. Years licensed
have been thoroughly analyzed in Section II, Parts G, H and I. This
analysis demonstrates that although emotionally appealing, as substitutes

they clearly will not work.

This report concludes that:
. Driving record is not an effective substitute for
age, sex and/or marital status. (Section II-G)
. Mileage is not an effective substitute for sex
since females have a demonstrably lower
accident rate than males within each category of
miles driven. (Section II-H)

. Years licensed is not an effective substitute
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for age because inexperienced adult operators
have a better accident record than inexperienced

youthful operators. (Section II-I)

As discussed in the referenced sections, there are also important
practical limitations to these commonly suggested alternatives.
Other variables are also analyzed as. possible substitutes and

rejected. See Section II for full discussion of these items.

The NAIC Task Force report raised certain questions regarding
the underlying equity of the current classification system.

These questions were two—fold in nature, relating first to the
"efficiency" of the current system and second to public policy

considerations.

Concerning the "efficiency" question, recent developments have
indicated that the efficiency of the curfent risk assessment

process may be significantly higher than originally measured by SRI
International. SRI has cautfioned againét being misled by 1its
preliminary work in this area and has acknowledged that its estimate,
based on non-insurance da23:§£2"§1322d on the low side. (See
Section II1I, Parts P and S), The Advisory Committee strongly
recommends, therefore, that no regulatory action be taken based upon
the original SRI estimate. Such action would impede the application

and development of new insights which may be achievable in this area

in the future.
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with respect to public policy questions, the Advisory Committee

believes that:

The American economic system works best when perceived
social concerns are not allowed to preempt
economic fact, lest incurable market &islocations
result.
. Opposition to existing variables is based upon

a lack of understanding. Public policy decisions

should be made only after the public has the

opportunity to make a reasoned and informed choice,
The United States Department of Transportation has concluded that the
public poiicy arguments used by those seeking change are in large

measure not valid. (See Section III-R)

We believe some of the public dissatisfaction today may be
attributable to the high cost of auto insurance for a few drivers
rather than dissatisfaction with the classification system, per se.
Substitutes for current variables will not resolve this problem,
because to the extent that they continue to separate the high and low
risk drivers, price disparities will continue to create just as much

public dissatisfaction.

Insurers will continue to experiment with private passenger auto
classification plans regardless of NAIC action, and we recognize that
public concerns and governmental interest will be ongoing. We wish

to point out, however, that the economic motivation for insurers to
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identify more effective rating variables will continue to be a more
powerful incentive to do so. Insurers operating in a competitive
enviromment are constantly seeking to identify better than average
risks in order to maximize profits, If a better, more predictable
rating variable exists, the competitive mechanism will find it. We
note in Section 0, for example, that future improvements in car
design will likely have a significant effect on auto insurance

classification plans.

In conclusion, we recommend that:

. The NAIC refrain from urging artificial alterations
of the risk classification system which in our
vigw produce more public harm than public good.

. The NAIC create a positive atmosphere for
experimentation with new rating variables (e.g.,
make and model rating).

. The NAIC endorse the fundamental principle of
pricing according to expected costs and recognize
that any deviation from this principle would have

severe consequences.
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ALLSTATE INSURANCE COMPANY

ALLSTATE PLAZA

NORTHBROOK,ILLINOIS 60062

DAVID R. LEONARD
ASSOCIATE COUNSEL 32 291-5697

January 22, 1980

Mr. Donald A, Rhodes

Chief Deputy Research Director
State of Nevada

Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, NV 89710

Dear _Mr. Rhodes:

Pursuant to our recent telephone conversation, this is to
advise you that Allstate will participate in your March hearing,
As I understand it, the subject matter is an explanation of our
rating criteria, our views on the flattening of expenses, and what
cost containment measures and programs we have undertaken,

Allstate has consistently supported the use of age, sex,
marital status, and territories as valid rating criteria. We feel
the use of these factors permits us to charge rates which are fair
and equitable to all classes of insureds. We have sufficient actuarial
data which we believe justified the use of these categories, and we
shall be happy to present them to you in testimony.

We have flattened administrative expenses, both by territory
and by class, in a number of states., It is our position that any
law or regulation which mandates the flattening of expenses should
be sufficiently flexible to permit the various types of insurers to
function effectively under that law or regulation. We shall present
testimony which will outline our ideas in depth.

Allstate has been actively involved in the cost containment
aspect of our business in many areas, We have been an ardent
supporter of air bags, which we feel is the most significant life-
saving device in automotive history. We have supported meaning-
ful no-fault legislation on the state level and have instituted rating
programs geared to the damageability of the vehicle insured.
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Mr. Donald A. Rhodes
Page Two
January 22, 1980

We look forward to presenting a detailed analysis of our
activities and corporate philosophies in the three areas mentioned
above. Please advise me of the date, time and location of the
hearing. :

Very truly your

David R. Leonard

DRL:pv
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California State Automobile Association

Inter-Insurance Bureau

ACK CRAEMER ORGANIZED 1914
CHAIRMAN OF THE INSURANCE
BDARD

100 VAN NESS AVENUE « SAN FRANCISCO
EXECUTIVE COMMITTEE
ARRAY D. HOLT, CRAIAMAN CALIFORNIA « 94101

'ADE ACTON

RTHUR H. BREED, /R
HARLES F. BULOTTI
ACK CRAEMER

ACK F. DALY, JR.

ARMON K HOWARD MI

RANK MacBRIDE, JR. Gy ."\

ICHARD V_PATTON \J
STAFF OFFICERS

ICHARD V. PATTON
FRESIDENT

ADE ACTON
EXECUTIVE VICE PRESIDENT

EXECUTIVE OFFICES
January 31, 1980

Mr. Donalid A, Rhodes

Chief Deputy Research Director
State of Nevada

Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, Nevada 89710

Dear Mr, Rhodes:

INSURANCE BOARD
WADE ACTON, NOVATO
VICTOR K. ATKINS, SAN FRANGISCO
HARRY 5. BAKER, FRESNO
D RUBERT BARLOW, WATSONVILLE
JOHN C. BEE, JR , OAKLAND
AATHUR H BREED, JR., 0AKLAND
JOHN M. BRYAN, PIEOMONT
CHARLES F BULOTTI, SAN MATED
JACK CRAEMER, SAN RAFAEL
JACK F. DALY, JR., EUREKA
HARMER E. DAVIS, WALNUT CREEX
HARRY D HOLT, STOCKTON
HARMON K. HOWARD, OAKLAND
RONALD R. JAMES, SAN JOSE
FRANK J LODATO, LOS ALTOS MILLS
FRANK M#cBRIDE, JR., SACRAMENTO
STEPHEN G. MAGYAR, SALINAS
WILLIAM M. OTTERSON, MERCED
RICHARD V. PATTON, HILLSBOROUGH
JEANNE M PAYNE, VALLEJO
OBERT PEDEASEN, SANTA ROSA
DONALD 1. ROMEQ, M.D., LAS VEGAS
JAMES M. WELLS, SR., REDDING

Thank you for the opportunity to discuss various areas of insurance rating,
costs, and changes., We will divide the discussion along those lines and

speak to each issue,

Insurance Rating

We would recommend that the California Insurance Department file RH 207
on the matter of findings of territorial classifications be made a part of your
study, Our organization participated and gave testimony to back up the
contention that territory rating is a viable portion of the rating package.

I am enclosing a copy of the testimony that I gave in March 1979.

Although

this deals with California, it will give your committee background on how
rating territories are revised. Pages 4 through 7 will not be too important
but I believe the information starting on page 8 is important in that it shows
how thorough we are of being assured that the proper rate is being applied to
each account so that class and territory groups will not be deluded by risks

that do not belong in them,

In that light, as a major auto writer, writing nearly 10% of the registered
private passenger cars in Nevada, we believe that the application of two
rating territories is sufficient. Most insurers currently employ four or

more rating territories,
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Mr. Donald A. Rhodes
Chief Deputy Research Director
State of Nevada

January 31, 1980
Page 2

Territory, of course, is just a part of the rating plan. You mentioned
factors of age, sex, and marital status and those areas are being explored
by Insurance Departments in other states, and even some. gtates are
dictating that they be eliminated from the ratemaking process, A sub-
committee of the NAIC has been given the assignment to study and collect
data on this and our organization has been requested to participate.
Currently necessary rules of the type of data necessary is being formu-
lated, and I would expect that those carriers who will participate will be
given the necessary instructions by this spring. We believe that the volume
of our business, which is confined totally to Northern and Central California
and the State of Nevada, is such that our statistical data is current and
reflects the experience of our classification system in those specific categories,

Although we have only been writing insurance in the State of Nevada since
1961, we have a long history in California where today we insure one out of
every four private passenger cars in the territory we serve,

We currently insure about 41, 000 vehicles in Nevada and the Nevada Motor
Vehicle registration for 1978 was 435, 000 -- so, we have about 10% of the
available market and, depending on what the estimate currently is on the
uninsured population, that percentage will be higher when related to the insured
vehicles in Nevada,

Costs and Changes

1. Automobile ratemaking procedures should provide for a 'flattening” of
company expense provision, regardless of territory or classification,
rather than on a "percent' of premium basis,

The fixed expense charge, which should be applied by car and by cover-
age, recognizes that a major portion of expenses (other acquisition, field
supervision and collection expenses, and other general expenses, as
defined in the Insurance Expense Exhibit of the Annual Statement) are a
reasonably fixed amount and do not vary by risk category.

2, Although unpopular with the agency forces, a better distribution of com-=
mission should be implemented, The total amount of commission paid
may be in order but the method of arriving at commission payments needs
to be reformed. Itis easy for us to speak to this issue since our
organization has been paying its sales representatives a flat commission
amount by policy, regardless of premium or classification, rather than a
percentage of the premium,
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3.

Auto insurers should be required to review their auto classification plans
for possible consolidation of classes, when warranted by experience or
because of insufficient exposure volume, Beginning in January 1979, our
Bureau performed consolidations, resulting in the elimination of 17 rating
classifications, Further consolidations are contemplated this year.

However, revising the territory and classification programs will not alter
the ultimate total premium that must be charged, It will only shift the
burden of cost from one group of motorists to another as total expense and
loss costs would remain unchanged.

CSAA began writing auto insurance in Nevada in 1960 and has only experi-
enced eight profitable years, Unfortunately, over the 19~year period,
1960-1979, the Bureau has experienced a net loss of $745, 000 after
considering underwriting and investment income, When underwriting gains
have occurred, monies have been returned to policyholders in the form of
savings dividends,

Consideration should be given to requiring implementation of a vehicle
damageability rating program similar to the one adopted by State Farm and
ISO. This approach attempts to recognize and more equitably distribute
physical damage premiums among vehicles based upon their higher or
lower loss cost and theft potential. The Bureau is currently embarking on
such a program which it expects to adopt in late 1980,

Although this program will reduce premium charges on certain vehicles,
it will also increase costs on others as overall total physical damage
premiums will be redistributed and not reduced.

The inflationary effect on the property and casualty business must be
recognized very quickly by regulatory bodies, How can we really expect
containment when the price of the product goes up at a greater rate than
CPI -- unless we change the system, It seems very clear in the majority
of the states that the tort system is not to be changed. Nevada had a
chance of improving its no-fault system but opted to return to full tort.

In the face of that, could we really expect the legislature to do an about
face and bring back no-fault?

In our present tort system, the courts are free to act in the common law
tradition to modify the statutory system. The trend in the courts is to
maximize recovery to the injured party. The burden of proof seems to be
shifting to the defendant with an ever broadening of the scope of negligence,
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We see the courts continuing to expand their role as law makers unless
the legislature enacts some checks and balances.
To contain the increases to insurance costs, a number of approaches should
be considered:

- Co~insurance features similar to major medical programs where the insured
assumes a percentage of the loss cost.

- Stress that insureds review their insurance needs (i.e., car, deductibles,
coverage) via a '"'shopper's guide, "

= Incorporate loss prevention programs to stop losses before they occur --
driver education, traffic code enforcement, removal of drunk drivers,
upgrade bumper standards, urge more safe and easier reparable vehicles
(i.e., damageability designed vehicles), and improve occupant crash-
worthiness,

-~ Reform the tort system and re-introduce a workable no-fault system with a
verbal threshold.

- Adopt stronger fraud/theft deterrent programs.

- Coordinate accident/health and auto policy. Motorists should be fully aware
of any overlapping coverage,

-~ Vary the deductibles depending upon fault and non-fault.
- Eliminate double recoveries in the tort system (i.e., collateral recoveries).
- Reinstitute the Guest Law,

There are obviously so many things that must be done to a very antiquated system
if we are to seek a goal of cost containment and distribute the premium dollars in
the best possible way to those who are injured or damaged, The industry can
continue to live with the present system, However, the public will continue to
have to pay the price -- and that price will continue ever upward.

There continues to be talk that carriers should use their investment income as

part of their ratemaking process, As a private investor, would you put your
money into the stock of a company that will not be allowed to make a profit and
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further, that its investment return will be put into part of the cost of the
product? Can you expect the P&C industry, the majority of which are stock
companies, to continue to have the capacity to handle business while it can=
not attract capital from the investing public to allow continued growth., The
mutual or reciprocal carriers may have a better shot at it but since they do
not write the majority of the business they cannot be expected to carry the
future growth load. Therefore, the insurance industry must be allowed to
make an underwriting profit -- profit is not a dirty word,

Small rate increases granted in 1980 will not be sufficient to pay the longer-
tailed losses that will not settle in 1980 but some years after -- while inflation
continues and the '""value'' of the loss grows, The status quo of the insurance
system will allow no choice but to see the insurance companies do increase
their premiums in relationship to the cost of settling claims. Your subcoms=
mittee is to be commended if it will produce much needed changes, We stand
ready to help.

Sincerely,

/

s
e Abton__ ’ \
Executive Vice President

WA /mec
Enclosure
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FARMERS INSURANGE GROUP

FARMERS INSURANCE EXCHANGE
TRUCK INSURANGE EXGHANGE G xecute Offices
FIRE INSURANGE EXCHANGE e
MID-CENTURY INSURANCE COMPAN
FARMERS NEW WORLD L0S ANGELES, GALIF. 60051
LIFE INSURANGE COMPANY ' .

. TELEPHONE: (213) 881~1861

March 3, 1980

Mr. Donald A. Rhodes

Chief Deputy Research Director
State of Nevada

Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, Nevada 89710

NEVADA ASSEMBLY CONCURRENT RESOLUTION NO. 29
MOTOR VEHICLE INSURANCE RATES AND RATING PRACTICES

Dear Mr. Rhodes:

Enclosed are copies of my prepared remarks addressing the
three topics on which you requested a written response in
your letter of January 25.

As I mentioned in my previous letter, I will be happy, how-
ever, to discuss other subjects which the committee may wish
to bring up.

Yours very truly,

Charles L. Schultz
Vice President
Actuarial Department

CLS:eb

Enclosures
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STATEMENT PRESENTED TO SUBCOMMITTEE ON AUTOMOBILE INSURANCE
RENO, NEVADA
MARCH 8, 1980

My name is Charles L. Schultz. I am Vice President in Charge of
the Actuarial Department of the Farmers Insurance Group, which is

a major insurer of private passenger cars in Nevada.

In my prepared remarks I will cover the three topics emphasized
in your letter of January 25, 1980, but I will be happy to answer

any other guestions which you may have.

The three topics which are understandably of concern o you and

to the people of Nevada are:

l. Premium cost containment.
2. Eqguitable classification variables.
3. The fair distribution of the expense part of the

insurance premium.

l. Cost Containment

Let me begin with cost containment.

We believe that the first method of accomplishing this is
by attempting to control the basic losses for which insurance
pays. Under this heading would come those steps which con-

tribute to reducing the frequency and severity of automobile
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accidents, such as driver education, traffic law enforce-
ment, the elimination of unsafe highway conditions, safe
vehicle design, and so forth;

¥

In the same general area, I would include efforts to contain
the costs of repairing the damage caused by accidents and

in compensating the victims of automobile accidents, includ-
ing the control of medical and hospital costs, the prompt
and effective provision of emergency medical treatment, the

control of auto parts costs and repair charges, etc.

Unfortunately, all of these costs continue to be severely
affected by inflation, which is the overriding cause of
increasing insurance premiums. The cause, however, lies
in Washington and in the Middle East and is beyond our

immediate ability to control.

The second part of an effective attack on auto insurance
cost includes minimizing what are called the frictional
costs of the system - the administrative cost of negotiat-
ing settlements, litigation costs, the somewhat hidden

costs of overlapping and duplicating compensation systems,
and unfortunately a possibly increasing number of fraudulent
claims. Action under this heading would include such items
as the modification of the collateral source rule to pre-
vent double recoveries of payments for medical costs, the
existence of a state fraudulent claims prevention unit,
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arbitration systems to minimize litigation, the control

of contingent fees, and so forth.

The third maﬁor thrust of cost containment should be, I
believe, the encouragement of vigorous competition among
insurers. Competition among insurers is an effective
method of obtaining the best products and services at the
lowest ultimate cost to consumers. For example, Farmers
has pioneered a Non-Smoker automobile rating program.
Our statistics demonstrate that people who do not smoke
have a‘better loss record than people who do smoke, so
we are willing to insure them at reduced rates. If
competition is stifled, or eliminated, innovations such
as these are discouraged.. The supporters of a requlated
economy seem to believe that in their wisdom they can
direct the economy better than the market place. A
number of eastern states with their problems of high
rates, limited availability, and huge residual markets
show how ineffective and counter productive government

control can be.

I might mention here one actioﬁ that individual policy-
holders can take to reduce their premiums, namely, to
select a deductible in keeping with their own financial
circumstances. Most people I believe are better off with
a substantial deductible on their collision and compre-
hensive rather than by paying to insure the first one or

two hundred dollars of a loss which may never happen to

them. 96.



Equitable Classification Variables

The second major topic addressed in your letter is that

of the equitable allocation 6f the cost of irsurance among
policyholders.

While much can be done, in the long term at least, we are
at any given time faced with the problem of how to share
the cost of this insurance. We cannot overcome inflation,
nor can we do all those fine things which will make us
better, safer, more law abiding drivers, so how do we
spread the cost which, after all, is what insurance is

about?

Remember, if you will, that the Farmers Insurance Companies
are not owned by stockholders. All funds ultimately go to
the protection of our policyholders so there is no reason
for us to charge, or to want to charge anything more than

an adequate rate.

We are extremely concerned, however, with fairness as between

our policyholders.

The principle on which we operate is that of cost-based
Pricing. We try to analyze our actual losses as carefully
as possible and to apportion premium costs to groups of
insureds with common characteristics so that each policy-
holder pays a premium that is directly proportional to

the expected losses of the group to which he belongs.
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In the years in which we've done business, we have found
a number of classification variables that we believe are
fair, and which seem to work; including garage location,
age, mileage driven, smoking habits, and yes, sex.

Attached are two exhibits which show how loss costs do vary.

Exhibit I shows the net incurred loss on bodily injury and

property damage liability per car year during 1978.

The state average during that year was $55.63, but the
average loss in individual territories ranged from $31.16
per car year in Carson City to $64.02 in Reno. The highest

territory had losses 105% greater than the lowest.

Exhibit II shows these same losses per car year organized
by rate classification. Unmarried male drivers under 25
had losses of $359.04 per car year, while drivers over 25
who do not drive to and from work (pleasure use only), had

an average loss of $30.87 per car year.

I would suggest that to depart from the principle of cost-
based pricing is likely to result in subsidies of some
policyholders by others, problems of availability, and a
greater number of uninsured drivers - excellent illustra-
tions of the problems that can be caused by pricing by

fiat rather than by fact.
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3. Expense Distribution

Your third topic is the apportionment of expense components.

Traditionally, automobile insurance rates have been predicated
on developed incurred losses combined with the ;;pense elements
of administrative cost, commissions and taxes. These expense
components have customarily been added as a percentage of the
basic loss cost. While this may be fair in the aggregate,
since insurer expenses go up with inflation, too, it is true
that some expenses do not vary in proportion to the underlying
cost.i"It does not cost twice as much to issue a policy because
the premium is twice as great. We believe that where appro-
priate expenses should not bé a percentage of premium but

should be related to the actual costs incurred.

This method of expense allocation will tend to moderate
variations in premium levels among golicyholders and insurers
should be encouraged to move in this direction. Essentially
rates should be predicated as far as practical on expected
losses plus average dollér increments for expenses which

do not vary in proportion to premium. I might point out

that for many years Farmers has been reducing the percentage
of total premium attributable to expenses, which increases
the portion of the policyholder's payment available to pay

losses and loss adjustment expenses.

This concludes my prepared remarks, Mr. Chairman, and I will be

pleased to answer any questions you may have. Thank you.
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CAL-FARM INSURANCE COMPANY

AUTO FARMOWNERS HOMECWNERS UMBRELLA

FARM 1601 Exposition Boulevard, Sacramento, California 95815

BUREAU
INSURANGCE

January 24, 1980

Mr. Donald A. Rhodes

Chief Deputy Research Director
State of Nevada

Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, Nevada 89710

Dear Mr. Rhodes:

This is in response toyour January 7 request for input concerning contain-
ment of auto insurance premium costs and what can be done to ensure the use
of equitable automobile premium pricing classification variables.

Several months ago the National Association of Independent Insurers prepared

a background report on the subject of auto insurance classification variables.
Very possibly you have seen this report; however, we are passing along a copy
in the event it has not been brought to your attention.

We support the use of the current classification variables, since, as the
NAII report points out, the removal of these variables would increase the
cost of insurance for the majority of motorists.

Increased insurance costs are the direct byproduct of three key elements.
Auto repair costs and medical costs have been climbing at a faster pace than
the general inflationary spiral. The third factor is the suit conscious
attitude which currently prevails with the general public. With these
elements, it is difficult to suggest ways of containing auto premium costs.
As the NAII report concludes, the only effective way to lower auto insurance
costs is to find ways of preventing accidents from occurring or to reduce

the losses generated when they do occur. Loss prevention and reduction
require designing and manufacturing safer automobiles, constructing and
maintaining better highways and streets, and strengthening driver licensing
requirements.

We do not believe that changes in Nevada insurance regulations will have a
significant influence on auto premium cost containment.

’§Jncere1y,

// - .
/ e e L o - -
Frederick J. Heringer
President

FJH :pb 100.
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Financial indemnity Company

333 N. Glenoaks Bivd., Burbank, California 91502 (213) 843-2444

DONALD D. BARTAK
Vice President

February 14, 1980

Donald A. Rhodes

Chief Deputy Research Director
Legislative Counsel Bureau
Legislative Building

Capitol Complex

Carson City, Nevada 89710

Dear Mr. Rhodes:

Your letter of January 7, 1980, regarding A.C.R. 29 has been referred
to me for response.

The recent legislative studies in several states as respects alter-
natives to the current method of insurance pricing have become a
major concern to our company. One of the most popular alternatives
that results from these studies is to base the insurance premium on
the individual's driving record only. 1In our opinion this is an
insufficient basis for determining a fair, adequate, or equitable
insurance premium. At Financial Indemnity Company we maintain
statistical data for every criteria that we use in rating, such

as age, marital status, sex, territory, driving record, and sur-
charges., Whenever possible, our rate level is based on these
statistics and, if our own statistics are not credible, we then
rely on industry wide statistical data. As you are probably aware,
this statistical data fully supports the use of age, sex, marital
status, territory and driving record as rating criteria. For
example, this data clearly shows that loss costs and claims frequency
are considerably higher for young single drivers than for older
married drivers. 1In support of our position it is worthwhile to
refer to a recent study by the California Department of Insurance.
After numerous statewide hearings and extensive analysis of the
situation, California's Insurance Commissioner recently announced
his conclusions regarding territorial rating. It was his position
that territorial rating is actuarially valid and constitutes a
reasonable and credible rating criterion.
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We agree with the Insurance Department and believe that the removal
of variables such as territory from the rating process would result
in a subsidy program whereby those drivers who as a group have proven
to be good risks will be paying (subsidizing) those drivers who as

a group have proven to be poor risks.

Much of the recent concern with rating criteria appears to have

arisen due to increased premium levels charged by insurance companies.
However, revision of the rating criteria will not reduce the overall
cost of insurance; it will merely reallocate such costs among con-
sumers. It appears that the insurers' viewpoint regarding such costs
is almost always 'lost in the muddle' of the discussions on rising
insurance costs. Due to the extreme competitiveness of the insurance
industry, we continually must strive to keep our expenses and profits
as level as possible; however, we have little control over the medical
and automobile repair bills received on losses.

In an effort to maintain a fair distribution of our company expense
in processing policies we have implemented the flat dollar expense
loading. Previously, we used a percentage of the premium to cover
these expenses, and this resulted in an unfair apportionment of this
expense to those insureds with higher premiums. We now use a flat
dollar loading on premiums so everyone is paying the same amount
regardless of their premium level.

Another very critical factor in the rising cost of insurance is

the apparently unrealistic high monetary amounts awarded to insureds
by the courts. When these awards are made, the attorneys involved
are the true winners, not the insureds. The insurance company who
has to pay passes this amount on to the loss costs and at the end
all the insureds pay through their premiums.

It would also help if Nevada Insurance Division Regulations were
eased so more competitive pricing would exist. Currently, there
is too much regulation placed upon the insurers when a rate ad-
justment is needed. The outside, uncontrollable factors mentioned
above are not truly considered by the division when we require a
rate change due to adverse loss trends.
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We hope that our comments have been of help to you in your study.
There are other factors involved, but these are the most pertinent.

Thank you for your concern about our viewpoint and should you require
anything further, please let me know.

Very truly yours,

<\

)&,

Donald D. Bartak
Vice President

DDB/py
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AUGUST P ALEGI
Assistant Vice President

GOVERNI\'IENT ENIPLOYEES

A Sharehotder Owned Company
Not Affiliated with the
U 5. Government

GEICO PLAZA
WASHINGTON, D.C. 20076

April 25, 1980

Mr. Donald A. Rhodes, Chief Deputy
Research Director

State of Nevada

Legislative Counsel Bureau

Legislative Building

Capitol Complex

Carson City, Nevada 89710

Dear Mr. Rhodes:

Mr. Byrne has asked me to reply to your letter of January 7, 1980
with respect to motor vehicle rates and rating practices. Additionally, Assembly
Concurrent Resolution No. 29 also directs the Legislative Commission to study
"possible changes in laws affecting recovery under the tort liability system...."

You indicate that your committee is focusing on alternatives to standard
automobile pricing variables such as age, sex and marital status, as well as
territory. You also indicate an interest in the use of insurance company expense
components in rating plans.

We agree that the allocation of certain expense items as a percentage of
premiums may not be the most efficient actuarial technique. Therefore, GEICO
will adopt the ''flat expense' theory in our next rate filing in Nevada.

Regarding classification variables, it is our strong opinion that the price
for insurance must reflect the cost to produce the product. Any elimination of
the present variables does not make automobile insurance more inexpensive,
it only raises the price for good risks, while lowering the price for bad ones.

GEICO has recently been involved in successful litigation in Louisiana,
Florida and Wyoming over this exact issue.

The lLouisiana Court stated in its decision:

The conclusion that the use of age and sex in setting
insurance rates is unfairly discriminatory is a mani-
festly erroneous conclusion and not supported by the
evidence. Age and sex have been used in insurance

104.
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rating for sometime in Louisiana and virtually everywhere
else as valid rating criteria, Markets have been generally
maintained by matching premiums to expected losses in
insurance. Those criteria meet the standards of definition,
practicality and homogeneity. The criteria are rationally
related to a legitimate state objective and although they
create a degree of discrimination to a very isolated segment
of those classes, they are not unfairly discriminatory, and
shall be allowed to continue.

Additionally, on April 3, 1980, a Florida Administrative Hearing officer
ruled, in an analogous case, that;

It is not necessary to determine the validity of the present
rate classification plans of petitioners to determine from

the facts presented in this case and set forth above, that
partial use of sex, marital status, and scholastic achieve-
ment as rating factors in the formulation of private passenger
automobile insurance rates can enhance the predictive
accuracy of a rate classification plan and thus enhance the
equitability of premiums. Thus, it has been established that
the use of the criteria prohibited by the Rule does not
necessarily result in unfair discrimination.

In our opinion, the people of Nevada could be assured of a viable, compe-
titive and free market for automobile insurance if the legislature would enact
an "open-competition" type of rating law, similar to those in effect in California
and Colorado.

The only result of tampering with the present classification system would
be the establishment of subsidies between classes of consumers, and a complete
dislocation of the automobile insurance market, such as has taken place in
Massachusetts.

An "open-competition'' system would exert the pressures of the market
place on automobile insurance rates to the benefit of all concerned.

A.C.R. 29 also speaks to reform of the tort liability system. The
legislatures of the states of Florida and New York have ameliorated the effect
of inflation on automobile insurance rates by enacting strong ''verbal' thresholds
as integral parts of their no-fault laws.

The consumers of Florida actually saw their rates decrease as a result
of the no-fault reform.
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If you have any questions with respect to the above, or if you wish any
further information, please advise.
Very trulg yours,

G,

August P. Alegi

APA:dc

cc: Assemblyman Robert E. Price
Commissioner Donald Heath
Mr. John J. Byrne
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APPENDIX C

Summary of legislation from the 1979 legislative
session which affects motor vehicle insurance.

107.






A.B. 108 (chapter 684,
Statutes of Newvada 1979)

A.B. 255 (chapter 448, _
Statutes of Nevada 1979)

Requires that applications for
motor vehicle registration and
reregistration be accompanied
by a statement from the insurer
that mandatory insurance is in
effect. Evidence of current
insurance is to be-earried in
the vehicle. The act also pro-
vides penalties for violations.
If a person operates or
knowingly permits operation of
a vehicle, without having evi-
dence of current insurance in
the vehicle, he is to be fined
from $100 to $500. 1If he fails
or refuses to surrender proof
of security upon demand from a
peace officer or representative
of the department of motor
vehicles, he is subject to the
same fine. However, he may not
be fined if he presents evi-
dence to the court that the
required security was in effect
at the time demand was made for
it. The act also makes very
explicit the requirement that
every owner of a motor vehicle
requiring registration in this
state must continuously provide
security, through contract of
insurance or qualification as a
self-insurer, to cover lia-
bilities arising from use or
maintenance of the vehicle.

This bill relates to interest
on judgments and increases the
rate which applies when there
is no express written contract,
increases the rate on judgments
to eight percent, and provides
that interest on judgments runs
from the service of the summons
and complaint, except in cer-
tain circumstances.

108.



A.B. 333 (chapter 629,
Statutes of Nevada 1979)

A.B. 617 (chapter 544,
Statutes of Nevada 1979)

Consolidates, clarifies and amends
certain provisions relating to com-
parative negligence.

Specifies limit of recovery
when two or more policies of
casualty insurance are in
effect. The bill says:

1. Any policy of insurance or
endorsement providing coverage
under the provisions of NRS
690B.020 or chapter 698 of NRS
or other policy of casualty
insurance may provide that if
the insured has coverage
available to him under more
than one policy or provision of
coverage, any recovery or bene-
fits may equal but not exceed
the higher of the applicable
limits of the respective
coverages, and the recovery or
benefits must be prorated bet-
ween the applicable coverages
in the proportion that their
respective limits bear to the
aggregate of their limits. Any
provisions which limits bene-
fits pursuant to this section
must be in clear langquage and
be prominently displayed in the
policy, binder or endorsement.
Any limiting provision is void
if the named insured has
purchased separate coverage on
the same risk and has paid a
premium calculated for full
reimbursement under that
cover age.

2. Insurance companies doing
business in this state must
offer uninsured motorist
coverage equal to the limits of
bodily injury coverage sold to
the individual policyholder.
Uninsured motorist coverage
must include a provision which
enables the insured to recover
any amount of damages for
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A.B. 617 (chapter 544,
(Statutes of Nevada 1979)
continued

S.B. 313 (chapter 660,
Statutes of Nevada 1979)

bodily injury from his insurer
to which he is legally entitled
but which exceeds the limits of
the bodily injury coverage
carried by the owner or opera-
tor of the other vehicle.

Repealed the Nevada Motor
Vehicle Insurance Act as of
January 1, 1980. Thus, after
this date "no fault" motor
vehicle insurance was no longer
required in Nevada. However,
liability insurance or "proof
of financial responsibility" as
a self-insurer is still
required.
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APPENDIX D

Definitions, taken from the Nevada Revised
Statutes, of mutual, stock and reciprocal insur-
ance companies.
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680A.030 "Mutual" insurer defined. A "mutual” insurer is an
incorporated insurer without capital stock and the governing
body of which is elected by its policyholders. This defini-~
tion shall not be deemed to exclude as "mutual" insurers
certain foreign insurers found by the commissioner to be
organized on the mutual plan under the laws of their states
of domicile, but having temporary share capital or providing
for election of the insurer's governing body on a_reasonable
basis.

(Added to NRS by 1971, 1576)

680A.040 "Reciprocal"” insurer defined. A "reciprocal"
insurer is an unincorporated aggregation of subscribers
operating individually and collectively through an attorney-
in-fact common to all such persons to provide reciprocal
insurance among themselves.

(Added to NRS by 1971, 1576)

680A.050 "Stock" insurer defined. A "stock" insurer is an
incorporated insurer with its capital divided into shares
and owned by its stockholders.

(Added to NRS by 1971, 1576)
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APPENDIX E

Preliminary project outline and proposed survey
questionnaire for the National Association of

Insurance Commissioners Automobile Insurance
Classification Study.
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I.

II.

NAIC RATES AND RATING PROCEDURES TASK FORCE

Automobile Insurance Classification Study

Purgose

The purpose of the study is to gatner classification and loss
information for a sample of automcbile drivers in order to study

tha usefulness and effectiveness of a number c¢f fraditional and
alternative automobile insurance rating variatles. The study was
commissioned by a resolution of the National Association of Insurance
Commissioners at its June 1979 national meeting.

Scoge

The study will investigate both traditional automobile insurance
rating variables, such as age, sex, marital status, and territory,
as well as a number of possible alternative or additional varxables.
A listing of the variables is attached.

III. Methodology

Iv.

v.

The study proposes to make evaluations of the effectiveness of
varicus rating characteristics by means of a "census survey"
technique. Two random samples of approximately 10,000 individuals
each will be established. One sample will be drawn from a population
of insureds making property damage 1iability claims. The second
sample will be drawn from the general policyholder poputation. For
each group, all individuals will be surveyed to determine their
status or responses for the various classification variables under
study. By comparing relative distributions of characteristics
between the two samples, the study will be able to develop conclusions
regarding the effectiveness of different variables as accident
predictors.

Proposed Study States

The study will involve policyholders in several representative
states. Within each state, it is hopecd that the state insurance
commissioner will take actions to publicly endorse tha survey
activities. States tentatively targsted for the study include

" Connecticut, California, Florida and [1iinois.

Participating Cempanies

The study plians to collect tha necessyry informzzion through
voiuntary participation of majer insurance companies, which will
provide data from policyholder records or from ciract survey
contacts with policyholders. Depending on the number of ccmpanies
agreeing to participate, eacn company will be asxked to provide
complete data results for survey popuiations of 500 to 1,000
individuals for each of the two oroposad samples.
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VIi.

I.

Pilot Projact

In order to test survey methodology and to establish survey response
rates, the study will also involve a small pilot project intended

to make approximately several hundred (total) survey contacts.

This pilot project would be completed prior to the start of the
main study effort.

Project Timetable

The deadline estabiished in the MAIT resoluticn for completion of

the total project is June 1981. In order to meet this timetadble,

the study would require that the policyholder and claimant surveys
both be completed by mid - 1980.
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RATING PROCEDURE TASK FGRCE

Proposed Study Variables

1. HMAIC Company Code

2. Driver age -
3. Driver Sex

4. Driver Marital Status

5. Years of Driving Experience

6. Five«Year Accident Record

7. Three-Year Violation Record

8. Length of Most Recent Claim-Free Period

9. State of Residence

10. Driver License Number

11. Mumber of Persons in Household

12. Number of Licensed Drivers in Household

13. Number of Vehicles in Household

14. HNumber of Years Insured (Household) with Present Insurer

1S. Vehicle Use

Average Daily Vehicle Mileage
Number of Days Per Week Used
Territory of Garaging -
Territory of Destination (Commuters)
Annual Vehicle Mileage

Odometer Reading

Vehicle Age

Vehicle Symbol Code

Vehicle Ownership (Rated or Non-Rated Driver)
Territory of Accident (Claims)

26. Driver in Accident (Claims)

NP PO DN N D) o ol ot
NHEWN—-~OWOIN
L] L] L] . L] - [ ] - - .
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WAIC RATING PROCEDYRES TASK FORCE CLASSIFICATION CUESTIOWMAIRE

-l
.

fIAIC Company Code -

r

Policy tumber

3. Claim ilumber (if applicable)

DRIVER CHARACTERISTICS (for eacn of up to & drivers
covered under the policy

A. First Rated {or Princinal) Oriver

4A. Oriver's Age (years)
BA.- Driver's Sex : H F
6A. Driver's Marital Status (check one)
Single, Never Married
Married
Separated or Divorced
Widowed
JA. Years of Driving Experience (years licensed)
3A. Number of At-Fault Accidents, previous 5 years

9A. Violation Record, pravious 3 years

- Mumber of Major Violaticns
- Humber of Minor Violations
104. Length of Time (up to 5 years) Wizhosu+

el il v ee s

- At-Fault Accidents (years)
- Violations (years)

114. State of Residence

78 Dyejyar License lappher
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78.
3B.

1eg.
128.

4C.
aC.
6C.

Second Rated (or Principal) Driver
—_—— -

Lriver's Age (years)
Oriver's Sex
Oriver's Marital Status (check ong)
Single, liever Married
Married
Separated or Jivorced
Widovied
Years of Driving Cxnerience (years licansed)
Number of At-Fault Accidents, previous 5 years

Violation Record, previous 3 years

- Number of Major Violations
- Number of Minor Violations

. Length of Time (up to 5 years) Without...

- At-Fault Accidents (vears)
- Violations (years)

State of Residence

Driver License Number

Third Rated (or Principal) Driver

Oriver's Age {vears)
Driver's Sex
Oriver's Maritz) S:iatus (gheck oaz)
Siagle, lever MNarried
Harried
Separated or Divorced
Uidoved
Years of “riving Experience {vesrs lizznsed)

‘. -

Lumber of At-rault Accidents, weavis.s 5 oyearss
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<J

Violation Record, previous 3 years

- Humber of Major Violaticns
- tHumber of Minor Violations

Length of Time (up to 5 years) Wizhcu:...

- At-Fault Accidents (izares}
- Viglations (vears)

. State of Residance

Driver License Mumbar

Fourth Rated {or Principal) Driver

Driver's Age (years)
Driver's Sex
Driver's Harital Status (check one)
Single, Hever Married
Married
Senarated or Divorced
lHidowed
Years of Driving Experience (years licensed)
Humber of At-Fault Acgidents, previous 5 years

Violation Record, pravious 3 years

- Number of Major Violaticns
- Number of tinor Violations

. Length of Time (up to 5 years) lithout...

- At-fault Accidents (vears:
- Violations {y=ars)

. State of PResidence

. Driver Licensa liumber

—
Ny

L

R I I LN [,
nod3endiu Nar 1o

27

“r

[V

3
P

ilumber of Persans in Household

".umber of Lizensed Drivers in Rousshold
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17.

18.
19.
20.

21.

22.

iiumber of Vehicles in Household

llumber of years (up to 5) Househald has baen
Insured with this Company

Vehicle Charactaristics

Vehicle Use (chack or2)

lon-Commuter Use

Commuter Usa

Business Use

Farm Use
If Non-Farm Use, Average Daily Mileage
Usual Number of Days Per Yeek Used

Place of Garaging (ISO Statistical
Territory Code)

If Commuter Use, Usual Destination of
Commute {IS) Statistical Territory Code)

Estimated Annual Mileage (check one)
Under 5,000
5:009 - ]0:000
10,000 - 15,090
15,000 - 20,900
over 20,009
Current Odometer Reading
Is Rated Driver Also Vehicle Ownar? Yas
Vehicle Age (model year)

Claim Information !if anniicasie,

Was the Rated Iriver Cneraling <hz Vesicle
at the Time of the Accident? Yes

‘here Did Claim Ozcur (check onzl?
Territory of Saraging
Tepritory of Jastiratise (To7nter

1 Y
BYY

Oth=r

120.
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POTENTIAL STUDY PARTICIPANTS

Farmers Insurance Group

Interins Exchange Auto Club of SN California
California State Auto Association Inti Bureau

Unitad Services Auto Association Group
riremans Fund Insurance Group

Safeco Irsurance Cempany Group
Twentieth Century Insurance Company
Transamerica Insurance Group

Kemper Insurance Companies Group
Continental Insurance Group

Liberty Mutual Group

Hartford Fire Group

Prudential of America Group

Nationwide Group

Metropolitan Property & Liability Group
United States Fidelity Group

Home Insurance Company Group
Government Employees Group

Florida Farm Bureau Group

Auto Owners Insurance Group

Ohio Casualty Group

Sentry Insurance and Mutual Company Group
Country Mutual of I1linois Group
American Family of Misconsin Group
American States Group

Colonial Penn Group

Travelers Indemnity Company Group
Aetna Life and Casualty Group

Allstate Insurance Companies Group
State Farm Group

121.

Response

“Yes
Yes
Yes
Yes
Mone )
Possibly
Yes
Yes
Mone
None
Possibly
None
Hone
No
No
Yes
None
Yes
Yes
No
None
Yes
Yes
Hone
Mo
Yes
MNone
Yes
Yes
Yes



APPENDIX F

Chart showing driving under the influence
penalties in the states.
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“ECT

PENALTIES FON DRIVING WHILE UNDER THE INFLUBNCE OF ALCONOL OR DRUGS

Traffic Lawe Annotated 11.902(c)
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SUMMARY-~Urges judges to impose suitable penalties for traffic
violations. (BDR 8)

CONCURRENT RESOLUTION--Urging judges of éﬂe courts of
Nevada to impose suitable penalties for violations of
traffic laws.

WHEREAS, The people of Nevada are the victims of many need-
less traffic accidents which are the results of violations of
traffic laws; and

WHEREAS, Those who are not directly injured by accidents are
required to pay premiums for automobile insurance which are
inordinately high; and

WHEREAS, Police agencies are not enforcing traffic laws to
the fullest; prosecutors are not bringing cases, or are bar-
gaining with defendants for pleas of guilty to lesser offenses;
and judges are not imposing penalties which would encourage
potential violators to observe traffic laws; and

WHEREAS, Strict and impartial enforcement of traffic laws
would encourage obedience by drivers, which would result in
fewer accidents and injuries and in less waste through property
damage, and finally in lower rates for motor vehicle insurance;

now, therefore, be it

RESOLVED BY THE OF THE STATE OF NEVADA, THE

CONCURRING, That the district judges, justices of the peace
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and municipal or police judges of Nevada are urged to mete cut
sentences for violations of traffic laws which adequately
reflect the seriousness of the offense; and be it further

RESOLVED, That district attorneys and city attorneys are
urged to charge each violator with the traffic offense which
he has committed and not with any lesser cffense, and to
prosecute each such offense as fully as possible; and be it
further

RESOLVED, That police agencies which are charged with the
enforcement of traffic laws are urged to enforce those laws
for the protection of all of the people who are on Or near

Nevada's highways.
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SUMMARY--Prescribes duties for commissioner of insurance.
(BDR 57-9)
Fiscal Note: Effect on Local Government: No.
Effect on the State or on Industrial
Insurance: Yes.

AN ACT relating to insurance; prescribing duties for the
commissioner of insurance; providing for the production
and distribution of certain aids for purchasers of auto-
mobile insurance; and providing other matters properly
relating thereto.

THE PEOPLE OF THE STATE OF NEVADA, REPRESENTED IN SENATE AND

ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. Chapter 686B of NRS is hereby amended by adding
thereto a new section which shall read as follows:

The commissioner shall adopt regulations which establish

uniform territories for use in setting rates for insurance

which covers vehicles registered or garaged in Nevada.

Sec. 2. NRS 686B.050 is hereby amended to read as follows:

686B.050 1. Rates [shall] must not be excessive, inadequate
or unfairly discriminatory, nor [shall] may an insurer charge
any rate which if continued will have or tend to have the
effect of destroying competition or creating a monopoly.

2. Rates are [presumed not to be excessive if a reasonable
degree of price competition exists at the consumer level with

respect to the class of business to which they apply. 1In
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determining whether a reasonable degree of price competition
exists, the commissioner shall consider all relevant tests,
including: -

(a) The number of insurers actively engaged in the class of
business and their market shares:;

(b) The existence of rate differentials in that class of
business;

(c) Whether long-run profitability for insurers generally
of the class of business is unreasonably high in relation to
its riskiness; and

(d) Consumer knowledge in regard to the market in gquestion.

If such competition does not exist, rates are] excessive if
they are likely to produce a long-run profit that is unrea-
sonably high in relation to the riskiness of the class of
business, or if expenses are unreasonably high in relation to
the services rendered.

3. Rates are inadequate if they are clearly insufficient,
together with the investment income attributable to them, to
sustain projected losses and expenses in the class of business
to which they apply.

4, One rate is unfairly discriminatory in relation to
another in the same class if it clearly fails to reflect

equitably the differences in expected losses and expenses.
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Rates are not unfairly discriminatory because different premiums
result for policyholders with like loss exposures but different
expense factors, or like expense factors but diffgrent loss
exposures, 80 long as the rates reflect the differences with
reasonable accuracy. Rates are not unfairly discriminatory if
they are averaged broadly among persons insured under a group,
franchise or blanket policy.

5. The commissioner shall deny any increase in a rate for

automobile insurance if the rate is not based on:

(a) A reasonable system of classification;

(b) Sound actuarial principles; and

(c) Relevant and credible statistics relating to losses,

including experience and other data which are reasonably

related to the prediction ¢of losses.

6. In determining whether rates for automobile insurance

are excessive or inadequate, the commissioner shall consider

income from the investment of unearned premium reserves and

loss reserves, and may consider this factor with respect to

other kinds of insurance.

Sec. 3. Chapter 690B of NRS is hereby amended by adding
thereto a new section which shall read as follows:

The commissioner shall:

1. Publish a guide to prices of automobile insurance which

contains:
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(a) Comparisons of costs for insurance purchased from the

five most expensive and five least expensive insurers, using

the most common coverages as a basis for comparison:

(b) Data relating to complaints received from insured

persons and the coverages to which the complaints pertained;

(c) Ratings of the manner in which insurers settle claims;

and

(d) Other information which the commissioner deems appropriate.

2, Maintain the guide to prices by republishing it with

revised information as often as necessary and at least once in

each quarter, and deliver it to the department of motor vehicles.

3. Publish a guide for the purchase of automobile insurance,

including information on coverages, provisions, exclusions and

other information which the commissioner deems appropriate for

the instruction of purchasers of automobile insurance. The

commissioner shall provide for the distribution of the guide,

at no cost to the users, through the department of motor

vehicles, county assessors and schools and in courthouses,

libraries and other ggblic glaces.

Sec. 4. Chapter 482 of NRS is hereby amended by adding
thereto a new section which shall read as follows:

The department shall include with each application form for

renewal of registration which it mails a copy of the latest
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guide to prices of automobile insurance provided by the com-

missioner of insurance.
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SUMMARY--Imposes duties on insurers in relation to rates and
coverage for motor vehicle insurance. (BDR 57-10)
Fiscal Note: Effect on Local Government: No.

Effect on the State or on Industrial
Insurance: No. -—

AN ACT relating to motor vehicle insurance; providing for
duties of insurers relating to rates and coverage; and
providing other matters properly relating thereto.

THE PEQOPLE OF THE STATE OF NEVADA, REPRESENTED IN SENATE AND

ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. NRS 687B.145 is hereby amended to read as follows:

687B.145 l. Any policy of insurance or endorsement providing
coverage under the provisions of NRS 690B.020 [or chapter 698
of NRS] or other policy of casualty insurance may provide that
if the insured has coverage available to him under more than
one peclicy or provision of coverage, any recovery or benefits
may equal but not exceed the higher of the applicable limits of
the respective coverages, and the recovery or benefits must be
prorated between the applicable coverages in the proportion
that their respective limits bear to the aggregate of their
limits. Any provision which limits benefits pursuant to this
section must be in clear language and be prominently displayed
in the policy, binder or endorsement. Any limiting provision

is void if the named insured has purchased separate coverage on
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the same risk and has paid a premium calculated for full reim-
bursement under that coverage.

2. Insurance companies doing business in this -state must
offer uninsured motorist coverage equal to the limits of bodily
injury coverage sold to the individual policyholder. Uninsured
motorist coverage must include a provision which enables the
insured to recover any amount of damages for bodily injury from
his insurer to which he is legally entitled but which exceeds
the limits of the bodily injury coverage carried by the owner

or operator of the other vehicle [.] , up to the limits of the

uninsured motorist coverage carried by the insured.

Sec., 2. Chapter 690B of NRS is hereby amended by adding
thereto the provisions set forth as sections 3 and 4 of this
act.

Sec. 3. 1l. No insurer may refuse to insure any eligible

person under a policy of motor vehicle insurance, refuse to

continue to provide such coverage or limit the coverage avail-

able because the person:

(a) 1Is of a certain age, sex or marital status;

(b) Engages in a certain occupation;

(c}) Lives in a certain area or because of the duration of

his residence;

(d) Does not have motor vehicle insurance in force at the

time application is made;
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(e) Drives a certain distance to and from his place of

employment, or drives a certain number of miles in any given

period; i

(f) Is or is not the principal operator of the vehicle, owns

a certain number of vehicles to be insured or has a certain

number of licensed drivers in his household; or

(g) Has applied for any particular limits of coverage.

2. This section does not limit the weight to be given to any

of these factors in computing a reasonable rate which reflects

the exposure of the eligible person to loss.

Sec. 4. 1. Each insurer shall file a list of the criteria

which it uses in underwriting risks for coverage under policies

of motor vehicle insurance, and an explanation of those criteria,

with each schedule of rates for motor vehicle insurance which

it files with the commissioner.

2. The commissioner may adopt regulations prescribing the

form in which the information required by this section must be

filed.

Sec. 5. The criteria for underwriting risks for coverage
under policies of motor wehicle insurance, and explanations of
those criteria, which apply to schedules of rates in effect on
the date of passage and approval of this act must be filed with

the commissioner on or before July 1, 1981.
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Sec. 6. 1. Sections 4 and 5 of this act shall become effec~
tive upon passage and approval.
2. The remaining sections of this act shall become effective

on July 1, 1981.
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SUMMARY--Limits disclosure of information by insurers, agents
and organizations which support the business of insur-
ance. (BDR 57-11)
Fiscal Note: Effect on Local Government: No.
Effect on the State or on Industrial
Insurance: No. -

AN ACT relating to the business of insurance; providing limita-
tions on the disclosure of personal information about
certain persons; prescribing procedures for obtaining
information and for correcting, amending and deleting
personal information; providing penalties; and providing
other matters properly relating thereto.

THE PEOPLE OF THE STATE OF NEVADA, REPRESENTED IN SENATE AND

ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. Chapter 680A of NRS is hereby amended by adding
thereto the provisions set forth as sections 2 to 26, inclu-
sive, of this act.

Sec. 2. As used in sections 2 to 26, inclusive, of this act,

unless the context otherwise requires, the words and terms

defined in sections 3 to 11, inclusive, of this act have the

meanings ascribed to them in those sections.

Sec. 3. "Adverse underwriting decision" means:

1. A declination of coverage under a policy of insurance;

2. A termination of coverage under a policy of insurance;

3. A failure on the part of an agent to applg for coverage

with a specific insurer which the agent represents and which

has been requested by the applicant;
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4, Action by an agent to obtain insurance through an assigned

risk plan or any other mechanism for obtaining insurance for

substandard or marginal risks; -

5. With respect to life, health or disability insurance, an

offer to insure at higher than standard rates; or

6. With respect to property or casualty insurance, the

charging of a higher rate of premium based on information which

differs from that which the applicant or policyholder furnished.

Sec. 4, "Affiliate" means a person who directly, or indirectly

through one or more intermediaries, controls, is controlled by

or is under common control with another.

Sec. 5. "Agent" means a person who is required to be licensed

pursuant to chapter 683A of NRS.

Sec. 6. "Applicant" means any person who seeks to contract

for coverage under a policy of insurance, other than a person

who is seeking coverage under a policy of group insurance which

is not underwritten on an individual basis.

Sec. 7. "“Investigation" means the gathering of information

and the report which contains the information about the character,

general reputation, personal characteristics and habits of a

natural person, obtained by means of interviews with neighbors,

friends, associates and acquaintances of the subject of the

investigation, and with others who may have knowledge of him.
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Sec. 8. "Medical information" means personal information

which relates togghysical or mental condition, medical history

or medical treatment, and which is obtained from a provider of

health care, or the subject of the information or his spouse,

parent or legal gquardian.

Sec. 9. "Personal information" means any information gathered

in connection with an insurance transaction, by which the

subject of the information may be identified, from which a

judgment can be made about character, habits, avocations,

finances, occupation, general reputation, credit, health or

other;gersonal characteristics. The term includes medical

information but not privileged information.

Sec. 10. "Privileged information" means any information, by

which the subject of the information may be identified, which

is related to and collected in connection with or in reasonable

anticipation of a claim or a civil or c¢riminal proceeding

involving the subject of the information.

Sec. 1l. "Supporting organization" means any person, other

than an agent, provider of health care, agency of government or

insurer, who regularly engages in the practice of assembling or

evaluating information about natural persons for the primary

purpose of providing the information or evaluation to an insurer

or agent to assist the insurer or agent in conducting the

business of insurance, including:
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l. Conducting investigations and providing the information

obtained to insurers and agents; and

2. COllecting personal information from insurexrs, agents and

other supporting organizations for the purpose of detecting or

preventing fraud or the misrepresentation or failure to disclose

material facts in connection with the underwriting of insurance

or the administration of claims.

Sec. 12. 1. Each insurer or agent shall provide a notice of

its practices with regard to personal informatien to each

applicant and policyholder in connection with each:

(a) Agglication for insurance;

(b) Renewal of a policy;

(c) Reinstatement of a;gpliqg; and

(d) Request for a change in benefits under a'policy.

2. The notice must be in writiqg and must state:

(a) Whether personal information may be collected from

persons other than the person proposed for coverage.

(b) The types of personal information which may be collected

and the types of sources and techniques of investigation which

may be used to collect the information.

(c) The persons who may receive personal information without

prior authorization obtained pursuant to section 19 of this

act.
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(d) The types of personal information which may be disclosed

without Prior authorization.

(e) Which items of information, if any, are being collected

solelzifor marketing, research or other purposes not directlx

related to the transaction.

(f) That the applicant or policyholder has a right of access

to and correction and amendment of the personal information.

(g) That information received from a supporting organization

may be retained by the organization and disclosed to persons

other than the insurer.

(h) That upon request a person who has been proposed for

coverage may obtain:

(1) A description of procedures by which he can obtain

access to and correction of;gersonal information; and

(2) A description of the circumstances under which personal

information may be disclosed without prior authorization obtained

pursuant to section 19 of this act.

3. The notice required by this section may be provided by an

insurer or agent who is authorized to act on behalf of another

insurer or agent, and if it is so provided, the requirement of

the insurer or agent on whose behalf the notice is given shall

be deemed to have given the notice.

Sec. 13. A notice required by section 12 of this act which

relates to:
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l. An application for insurance must be given no later than:

(a) The delivery of the policy or certificate, if personal

information has been and is to be collected only from the

applicant.

(b) At the time the collection of personal information is

begun, if the information is intended to be collected from any

person other than the applicant.

2. Renewal of a policy must be given no later than the date

of the renewal. No notice is required if:

(a) Notice has been given within 24 months before the date

of the renewal; and

(b) Personal information has been and is to be collected

only from the policyholder.

3. Reinstatement of a policy or a change in benefits under a

policy must be given no later than the time at which the request

for the reinstatement or change is received by the insurer. No

notice is required if personal information has been and is to

be collected only from the policyholder.

4. A policy of property or casualty insurance must be given

within 3 business days after the coverage is bound, whether the

notice relates to an application, renewal, reinstatement or

change in benefits.
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Sec. 14. Each person who is proposed for coverage by a

policy of insurance and who requests information relating to

his right to access to and correction of personal_information

must be informed of:

1. The procedures by which he may:

(a) Gain access to recorded personal information collected

about him by an insurer, agent or supporting organization; and

(b) Correct, amend, delete or dispute recorded personal

information.

2. The circumstances under which personal information may be

disclosed without prior authorization obtained pursuant to

section 19 of this act.

Sec. 15. 1. An insurer, agent or supporting organization

may not conduct an investigation or request that an investiga-

tion be conducted by any other person in connection with an

application for insurance, renewal of a policy, reinstatement

of a policy or a change in the benefits under a policy unless

the insurer, agent or organization informs the person who is to

be the subject of the investigation:

(a) That he may request to be interviewed in connection with

the -investigation; and

(b) That if no interview is conducted and he makes a proper

request, he is entitled to receive a copy of the report of the

investigation.
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2. If an investigation is to be conducted by an insurer or

agent, the insurer or agent shall make reasonable attempts to

conduct an interview if it is requested by the subject of the

investigation.

3. An insurer or agent who has requested that a supporting

organization conduct an investigation shall inform the organiza-

tion of any request for an interview which it has received from

the subject of the investigation. The supporting organization

shall make reasonable attempts to conduct an interview upon

receiving notice of a request from the insurer or agent.

Sec. 16. 1. Except as provided in subsection 2, an insurer,

agent or supporting organization shall not use or authorize the

use of interviews whereby a person, in an attempt to obtain

information about any other person:

(a) Pretends to be someone he is not:

(b) Pretends to represent a person he does not actually

represent;

(c) Misrepresents the true purpose of the interview; or

(d) Refuses to identify himself if requested to do so.

2. An insurer, agent or supporting organization may undertake

an interview of a type prohibited by subsection 1 if:

(a) The interview is undertaken for the purpose of obtaining

information relating to the investigation of a claim, and there
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is a reasonable basis for suspecting that the claim involves

fraud, or misrepresentation or concealment of a material fact;

and -

(b) The person from whom the information is sought to be

obtained does not have a privileged relationship with the

person to whom the information relates.

Sec. 17. No insurer, agent or supporting organization may

seek information about any person which concerns any:

l, Adverse underwriting decision made against the person in

connection with an insurance transaction in which the person

was an applicant, policyholder or proposed for coverage; or

2. Previous insurance which the person obtained through an

assigned risk plan or similar mechanism designed to provide

insurance to substandard or marginal risks,

unless the inquiry also requests the reasons for the adverse

underwritigg,decision or the reasons that the insurance had to

be obtained through an assigned risk plan or similar mechanism.

Sec. 18. An insurer, agent or supporting organization shall

not disclose any personal or privileged information which was

collected or received in connection with an insurance trans-

action unless the disclosure is made:

1. With the written authorization of the subject of the

information or his legal representative, and the authorization

was obtained pursuant to section 19 of this act.
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2. To a person other than an insurer, agent or supporting

organization to enable the recipient to perform a business,

professional or insurance function for the disclosing insurer,

agent or supporting organization, if:

(a) The

information is reasonably necessary for the recipient

to perform

its function for the disclosing insurer, agent or

supporting organization; and
(b) The

recipient has agreed not to disclose personal or

privileged

information without the written authorization of the

subject of

the information or his legal representative, or the

disclosure

would be permitted by this section if made by an

insurer, agent or supporting organization.

3. To an insurer, agent, supporting organization or self-

insurer if

the information is reasonably necessary:

(a) To detect or prevent fraud or the misrepresentation of

or failure

to disclose a material fact in connection with an

insurance transaction; or

(b) To enable the disclosing or receiving insurer, agent,

supporting

organization or self-insurer to perform a function

in connection with an insurance transaction which involves the

subject of

the information.

4, To a

provider of health care for the purpose of informing

the subject of the information of an injury or illness of which

the person may not be aware.

146.



5. To an agency of government which has among its duties the

regulation of the business of insurance.

6. To a law enforcement agency or regulatory agency if the

insurer, agent or supporting organization reasonably believes

that the information contains evidence of illegal activities by

the subject of the information.

7. In response to an order of a court, valid subpena, warrant

or otherwise as required by law.

8. For the purpose of research, including actuarial and

underwriting studies, management audits, financial audits or

evaluations of programs, if no person is individually identified

in the report of the research, evaluation or audit, or in any

other information released by the persons conducting the research,

evaluation or audit.

9. To a party to a proposed or completed sale, transfer,

merger or consolidation of all or part of the business of an

insurer, agent or supporting organization if:

(a) Refore the completion of the sale, transfer, merger or

consolidation, only the information which is reasonab{g necessary

to permit the recipienf to make business decisions about the

purchase, transfer, merger or consolidation; and

(b) The recipient agrees not to disclose the information
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unless the disclosure would be otherwise permitted under this

section if made by an insurer, agent or supporting organiza-

tion.

10, To a person whose only use of the information will be in

connection with the marketing of a service, if:

(a) The information disclosed does not include any medical

information or any privileged or personal information relating

to character, personal habits or general reputation, and no

classification which has been derived from these types of

information is disclosed;

(b) The subject of the information has been given an opportu-

nity to indicate that he does or does not want personal informa-

tion disclosed for the purposes of marketing, and has not

indicated that he does not want the information disclosed for

those purposes; and

(c) The recipient uses the information only in connection

with the marketing of a product or service.

This subsection does not limit the disclosure of a complete

list of names and addresses of persons insured by an insurer or

through an agent.

11. To an affiliate for the purpose of marketing insurance

or a related service, if the affiliate has agreed not to dis-

close the information for any other purpose or to any person

other than an affiliate.
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12, By a supporting organization pursuant to the Federal

Fair Credit Reporting Act, 15 U.S.C. 1861(c), if:

(a) The primary sources of information of the organization

are persons other than insurers or agents; and

(b) The disclosure is to a person other than an insurer or

agent.

Sec, 19. 1l. An insurer, agent or supporting organization

shall not ask, require or induce any person to execute any form

or statement which authorizes or purports to authorize the

disclosure of personal or privileged information about himself

or another unless the form or statement:

(a) 1Is written in plain language, dated and contains an

expiration date;

(b) Specifies the classes of persons to whom the information

may be disclosed and the purposes for which the information may

be used bg those persons;

(c) Specifies the nature of the information which may be

disclosed pursuant to the form or statement; and

(d) Contains a statement advising the person who signs the

form or statement that he is entitled to receive a copy of the

form or statement.

2. The expiration date of an authorization to disclose

personal information executed pursuant to this section must be:
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(a) No more than 30 months after the date on which the form

or statement was executed, if it is in connection with an

application for insurance, a reinstatement of a policy or a

request for a change in benefits under a policy of life, health

or disability insurance.

(b) No more than 1l year after the date on which the form or

statement was executed, if it is in connection with an applica-

tion for a policy of property or casualty insurance.

(c) The date on which the claim ends, if the form or statement

was executed in connection with a claim for benefits under a

policy of insurance.

Sec. 20. 1. Any insurer, agent or supporting organization

which receives a written request for personal information from

any person which contains proper identification of the person

making the request as the subject of the information or his

legal representative and which sufficiently identifies the

information sought shall, if the information is reasonably

accessible, within 30 days after receiving the request:

(a) Inform the person who has made the request of the nature

and substance of any recorded information in writing, in person

or by telephone.

(b) Permit the person to see and to copy the personal infor-

mation which pertains to him or to a person whom he represents,
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or to obtain a copy of the information by mail, whichever the

person prefers, If the information is in a coded form, the

insurer, agent or supporting organization shall provide an

accurate translation in plain language.

(c) Disclose to the person the identity, if it is recorded,

of the persons to whom the information has been disclosed

within the 2 years preceding the request. If the identity of

the persons who have received the information is not recorded,

the insurer, agent or supporting organization shall provide the

names of those insurers, agents, supporting organizations and

other persons to whom the information is normally disclosed.

(d) Provide a summary of the procedures by which the person

may request correction, amendment or deletion of personal

information from the records of the insurer, agent or sup-

porting organization.

2. Any personal information which was obtained from a source

other than interviews with relatives or acquaintances of the

subject of the information must be accompanied by the source of

the information, and the source must be disclosed to a person

who has made a proper request.

3. The insurer, agent or supporting organization may charge

a reasonable fee for providing personal information from its
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records, except that no fee may be charged for information

which is required to be provided by section 23 or 24 of this

act.

. —_

4. An insurer, agent or supporting organization may arrange

with a supporting organization to copy and disclose personal

information on its behalf.

5. Nothing in this section extends any right to any person

to obtain information which relates to and is collected in

connection with or in reasonable anticipation of a claim or a

civil or criminal proceeding which involves that person or a

person he represents.

Sec. 21. 1. Each insurer, agent or supporting organization

which receives a request from a person to correct, amend or

delete any item of personal information which it has recorded

shall within 30 days after receiving the request:

(a) Correct, amend or delete the information as requested;

or

.

(b) Notify the person who has made the request of its refusal

to do so, the reasons for the refusal, and that the person has

a right to file a supplementary statement as provided in sub-

section 3.

2. If the insurer, agent or supporting organization corrects,

amends or deletes the information as requested, it shall notify:
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(a) The person who has requested the correction, amendment

or deletion;

(b) Any person whom the requester has specifically named in

his request;

(¢) Any supporting organization, if the organization has

received similar information on a systematic basis within the 7

years preceding the date of the correction, amendment or deletion,

unless the supporting organization is not maintaining information

about the person; and

(d) Any supporting organization which furnished the personal

information which has been corrected, amended or deleted.

3. If the insurer, agent or supporting organization refuses

to comply with the request, it shall permit the person who made

the request to file a concise statement:

(a) Setting forth his contention that the information is

incorrect or incomplete, and the information which he submits

as correct, relevant or fair; and

(b) Stating the reasons which he assigns for his disagreement

with the refusal of the insurer, agent or supporting organiza-

tion to correct, amend or delete the information.

4. If a statement has been filed pursuant to subsection 3 of

this section, the insurer, agent or supporting organization

shall:
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(a) File the statement with the disputed information and

ensure that any person who reviews the disputed information

will be made aware of the statement and have access to it;

(b) 1Include the statement in any disclosure of the informa-

tion to which it applies; and

(c) Furnish the statement to any person whom it would have

been required to notify if it had made the correction, amend-

ment or deletion as originally requested.

5. Nothing in this section extends any right to correct,

amend or delete information which relates to and is collected

in connection with or in reasonable anticipation of a claim or

a civil or criminal proceeding which involves the subject of

the information.

Sec. 22, 1. Except as provided in subsection 2, an insurer

or agent shall not base an adverse underwriting decision on:

(a) A previous adverse underwriting decision, or on the fact

that a person has previously obtained insurance through an

assigned risk plan or similar mechanism designed to provide

insurance for substandard or marginal risks; or

(b) Information received from a supporting organization

which obtains its information primarily from insurers.,

2. An insurer or agent may base an adverse underwriting

decision on:

154.



(a) Information obtained from an insurer or agent which made

an adverse underwritiqg decision, whether or not the informa-

tion was sought because the insurer or agent had knowledge of

the previous adverse decision.

(b) Further personal information obtained as a result of

information received from a supporting organization.

For purposes of this subsection, "further personal information"

includes a statement by an insurer that its underwriting file

contains the identity of the source of the information supplied

by the supporting organization, that the information is medical

information or personal information furnished by the subject of

the information, and that the insurer confirms the accuracy of

the information supplied to it.

Sec., 23. l. If an insurer or agent makes an adverse under-

writing decision, it shall provide the applicant, policyholder

or person proposed for coverage with:

(a) Specific reasons for the decision in writing, or a

notice that he may make a written request for the reasons and

receive them in writing if the request is made within 90 days

after the date of the notice; and

(b) A summary of the rights established pursuant to sections

20 and 21 of this act and subsection 2 of this section.
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2., An insurer or agent who receives a written request within

90 days after giving notice of an adverse underwriting decision

shall furnish, in writing, within 21 days after receiving the

request:

(a) The specific reason or reasons for the adverse under-

writing decision if the information was not furnished in writ-

ing with the notice of the decision;

(b) Any items of personal information which support the

decision, except that privileged information need not be dis-

closed if the applicant, policyholder or person proposed for

coverage is suspected of fraud or of misrepresenting or con-

cealing a material fact; and

(c) The names and addresses of sources other than the rela-

tives or acquaintances of the applicant, policyholder or person

proposed for coverage which supplied the information on which

the adverse underwriting decision was based.

3. A duty imposed by this section may be satisfied by an

insurer, agent or supporting organization on behalf of the

insurer or agent who is obligated to perform the duty.

4, An explanation of reasons and summary of rights required

by this section may be given orally if the information on which

the adverse underwriting decision was based resulted solely

from an oral request or inquiry made by the insurer or agent.
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Sec. 24. Each insurer or agent who is responsible for:

l. The termination of an individual policy because the

policyholder is part of a class, whether the class is state-

wide, nationwide or established on another basis;

2. Declining coverage under a policy of insurance because

the coverage is not available to applicants or policvholders

who are members of a class to which the applicant or policy-

holder belongs, whether the class is statewide, nationwide or

established on another basis;

3. Rescinding a policy of insurance; or

4, With respect to property or casualty insurance, the

placement of the coverage with an insurer other than one which

accepts preferred or standard risks,

shall provide the applicant or policyholder with the specific

reason or reasons for the action.

Sec. 25. A person, other than the subject of information or

his legal representative, who has received information from an

insurer, agent or supporting organization, whether pursuant to

sections 2 to 26, inclusive, of this act or in violation of the

provigions of those sections, shall not further disclose any of

the information to a person who is not legally entitled to

receive it.
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Sec. 26. Any person who knowingly or willfully obtains

information from an insurer, agent or supporting organization

under false pretenses is guilty of a gross misdemeanor.

Sec. 27. The rights extended to any person pursuant to
sections 18, 20 and 21 of this act apply to all information

collected on, before or after July 1, 1981.
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SUMMARY-~Increases penalties for driving while under influence
of intoxicating liquor or controlled substance.
(BDR 43-13)
Fiscal Note: Effect on Local Government: No.
Effect on the State or on _Industrial
Insurance: No.

AN ACT relating to traffic laws; increasing the penalties for
driving while under the influence of intoxicating liquor
or a controlled substance; providing for certain mandatory
penalties; and providing other matters properly relating
thereto.

THE PEOPLE OF THE STATE OF NEVADA, REPRESENTED IN SENATE AND

ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. NRS 484.379 is hereby amended to read as follows:

484,379 1. It is unlawful for any person who is under the
influence of intoxicating liquor to drive or be in actual
physical control of a vehicle within this state.

2, It is unlawful for any person who is an habitual user of
or under the influence of any controlled substance or any
person who inhales, ingests, applies or otherwise uses any
chemical, poison or organic solvent, or any compound or combina-
tion of any chemical, poison or organic solvent, to a degree
which renders him incapable of safely driving or steering a
vehicle to drive or steer a vehicle within this state. The
fact that any person charged with a violation of this subsection

is or has been entitled to use such drug under the laws of this
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state [shall] does not constitute a defense against any charge
of viclating this subsection.
3. Any person who violates the provisions of this section

[is guilty of a misdemeanor and such] shall be punished by a

fine of $500 and may be further punished by imprisonment in

the county or city jail for not more than 6 months. The per-

son's license to operate a vehicle in this state may, by the
decision of the court, be suspended by the department of motor
vehicles for a period of not less than 30 days nor mofe than 1
year.

4, Upon a subsequent conviction within 3 years, the person
so convicted shall be punished by confinement in the county or
[municipal] city jail for not less than [10] 2 days, nor more
than 6 months (or] and by a fine of [not more than $500 or by
both such fine and imprisonment.] $500.

5. [No judge or justice of the peace in imposing sentences
provided for in this section shall suspend the same or any part
thereof.

6.] Any term of confinement imposed under the provisions of
subsection [4] 3 may be served intermittently at the discretion
of the judge or justice of the peace. This discretion [shall]
must be exercised after considering all the circumstances

surrounding the offense, and the family and employment situation
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of the person convicted. However, the full term of confinement
[shall] must be served within a 6-month period from the date of
conviction, and any segment of time the person is confined
[shall] must not consist of less than a 24-hour pé;iod.

[7.] 6. Jail sentences simultaneously imposed under this

section, and NRS 483.560 or 485.330, [shall] must run con-

secutively.
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SUMMARY--Increases statutory rate for interest on judgments
from 8 to 12 percent. (BDR 2-14) )
Fiscal Note: Effect on Local Government: No.
Effect on the State or on Industrial
Insurance: No.

AN ACT relating to judgments; increasing the statutory rate for
interest on judgments from 8 to 12 percent; and providing
other matters properly relating thereto.

THE PEOPLE OF THE STATE OF NEVADA, REPRESENTED IN SENATE AND

ASSEMBLY, DO ENACT AS FOLLOWS:

Section 1. NRS 17.130 is hereby amended to read as follows:

17.130 1. 1In all judgments and decrees, rendered by any
court of justice, for any debt, damages or costs, and in all
executions issued thereon, the amount [shall] must be computed,
as near as may be, in dollars and cents, rejecting smaller
fractions, and no judgment, or other proceedings, may be con~-
sidered erroneous for that omission.

2. When no rate of interest is provided by contract or
otherwise by law, or specified in the judgment, the judgment
draws interest at the rate of [8] 12 percent per annum from the
time of service of the summons and complaint until satisfied,
except for any amount representing future damages, which draws
interest at that rate only from the time of the entry of the

judgment until satisfied.
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