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MINUTES OF THE INSURANCE COMMITTEE
of the
LEGISLATIVE COUNCIL
30 January 1964

The meeting of the Insurance Committee of the Legislative
Council was called to order by the Chairman, Sam L. Whitehurst,
on January 30, 1964, at 10:00 a.m., in Room 1027 of the State
Legislative Building with Mrs. Joyce S. Browning, Clerk. The
Chairman noting that a quorum of the Committee was present,
proceeded with the business of the meeting.

Chairman Whitehurst announced that this was a Public Hearing
on the subject of deviation of automobile liability rates. He
welcomed those who would appear before the committee and others
who were attending. The Chairman stated that the hearing was
held pursuant to Senate Resolution 650 introduced by Senators
Jordan, Clark, and Morgan of Harnett auring the 1963 Session
of the General Assembly. He stated that the Resolution directed
the Legislative Council to make a thorough study of the compul-
sory motor vehicle liability insurance laws with a view to
making recommendations for the improvement thereof, particularly
giving attention to the present policy of not allowing deviation
in rates. The Council would base its reéommendaﬁons to the 1965
General Assembly for improvementslin the law on the work of the
Insurance Committee.

The Chairman announced that the hearing would be recorded
and thanked Mr. H. G. Jones and Mr. Roger Jones for their co-
operation in operating the recording equipment.

Chairman Whitehurst expressed his appreciation to the
Secretary of the Legislative Council for her help with the
committee work accomplished to date.

The Chairman announced that the committee planned to hold

hearings on matters relating to the Safe Driver Reward Plan
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and the entire Financial Responsibility Act of 1957, as
amended, in the future, hoping to conclude the hearings
before the committee sometime during the summer.

Chairman Whitehurst announced that four associations
had requested that their representatives be heard before
the Insurance Committee in addition to one member of the
Ceneral Assembly, Representative Isaac O'Hanlon who desired
to address the Committee on matters pertaining to the re-
duction of insurance rates for motorcycle owners.

Mr. O'Hanlon recommended that insurance rates on motor-
cycles be reduced since in many cases, the cost of insurance
was greater than the cost of the motorcycle.

The Chairman thanked Mr. O'Hanlon and asked if thefe were
any questions from the committee members. There being none,
the Chairman announced that without objection, questions would
be held until the conclusion of an individual's presentation.
Chairman Whitehurst also stated to Mr. O'Hanlon that the com-
mittee could only recommend and had no authority to reduce
automobile liability or motorcycle rates.

The Chairman announced that the next four speakers would
speak on matters directly pertaining to the deviation of auto-
mobile rates, each individual having complied with the com-
mittee's request that a brief be filed with the committee
one week prior to the date of the hearing and that each
individual understood that he would speak to the point of
his brief.

Chairman Whitehurst introduced Mr. Vestal Lemmon, General
Manager of the National Association of Independent Insurers.

Mr. Lemmon, whose association represents over 350 property

and casualty companies, stated that 75 members of his organi-
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cation were licensed to do business in North Carolina and
that those 75 companies wrote 47.7% of the total automobile
private passenger business in North Carolina. Mr. Lemmon
spoke in favor of deviation, stating that the passage of
House Bill 930 (eliminating-race deviation) in its first
year cost the North Carolina ﬁolicyholders some $3,000,000
in premiums. He pointed out that non-deviation practices
reduced the level of competition and caused needless expense
to the driving public, noting that several low premium rates
were not avialable to North Carolinians because of the fixed-
rate practice of the state.

Following a series of questions addressed to Mr. Lemmon
by Mr. High and Chairman Whitchurst, the Chairman introduced
Mr. Jack G. Reiner, Actuary for the United States Automobile
Association of San Antonio.

Mr. Reiner, speaking in favor of deviation, announced that
the United Services Automobile Association was a reciprocal
insurance exchange and membership in the Associatlion was
mainly composed of active and retired commissioned officers
and warrant officers of the U, 5. Military Services. He
further stated that if deviation were allowed, his company
would be in a position to charge considerably less for 1lia-
bility insurance because of its method of operation. He
urged that the committece recommend that deviation on automo-
bile liability insurance be allowed. Mr. Reiner pointed ouw
that his company's loss ratio in North Carolina in 1961 was
46.1%. Based on this figure, the compuny would have been in
a position to support a 207 downward deviation, had it been
allowed, in addition to a return upon expiration of a policy

npproximutv]y 23,50 in dividends.
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Concluding a series of questions addressed to Mr. Reiner
by Senator Stone and Chairman Whitehurst, the Chairman an-
nounced that the next speaker would be Mr. Walker Taylor
representing the North Carolina Association of Insurance
Agents.

Mr. Taylor speaking in opposition to deviation, noted
éhat his association represented the North Carolina automo-
bile policyholders. He stated that restoration of the deviation
system would amount in fact to an increased cost to the 1,500,000
policyholders in the state. He further stated that deviation
t ded to encourage large cancellation practices since very
few people remained at all times eligible for lower rates.
Mr. Taylor, in accordance with a previous request from Mr.
Hugh Johnson and with the committee's approval, introduced
Dr. Robert A. Strain, former Insurance Commissionerfor the
State of Texas.

Dr. Strain addressed the committee in reply to various
questions concerning the insolvency of insurance companies
in Texas. He stated that the greatest failure of companies
in Texas occurred when the companies were allowed to deter-
mine their own rates and that fewer failures had occurred
when the companies operated under a rate system devised by
the State. Answering Chairman Whitehurst's question, Dr.
Strain stated that the payment of dividends under any plan
of insurance is far safer to the public overall than permis-
sion to deviate. Following a series of questions by the
Chairman and Mr. High, Chairman Whitehurst announced that
the final speaker would be Mr. Arch T. Allen representing
the American Mutual Insurance Alliance.

Mr. Allen, speaking in opposition to deviation, announced

that the Alliance was composed of approximately 100 mutual
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fire and casualty companies licensed in the United States.
0f that number, an accurate check revealed that 51 companies
were licensed and doing business in the State of North Caro-
lina. Mr. Allen stated that the position of the Alliance
in opposition to that bill at that time was not in opposi-

tion to the section eliminating deviation, nor was it in

opposition to a Safe Driver Plan to award benefits to en-

courage safer driving on our highways, by affording safe
driver reduction in insurance rates. It was based primari-
1y upon the draftsmanghip of the definition of safe drivers,
aﬁd since then the 1963 Legislature had remedied or improved
that situation. The law as it now reads is supported by

the Alliance. Following some questioning by Chairman White-
hurst, the Chairman announced that he would recognize Mr.
Clyde Cecil who represented Mr. Vestal Lemmon. Dr. Strain and
Mr. Taylor, having made some remarks in rebuttal to Mr.
Lemmon's statement, the Chairman announced that it would be
proper for Mr. Cecil to answer them.

Mr. Cecil reaffirmed the position of the National Asso-
ciation of Independent Insurers by stating that a comparison
of rates in the Southeast mentioned by Mr. Taylor depended
on the different matters being compared and that Mr. Taylor's
figures could vary considerably. He stated that'insolvency of
insurance companies was caused by poor judgment and poor
management rather than by the permission to deviate. He
further noted that deviation might be upward as well as down-
ward.

There being no questions of Mr. Cecil, the Chairman
announced the conclusion of the hearing and requested the

members of the committee to remain for a short business
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meeting. He also invited any interested observers to remain
should they so desire.

The Chairman distributed the North Carolina Insurance
Manual to the members of the committee, requesting that
they keep them for use during the next session of the
General Assembly. He announced that it was his hope that
the committee could complete its hearings before the end
of August and that dates of hearings on the Safe Driver
Reward Plan and Financial Responsibility would be set
}ater in order that the committee might complete its
work and make recommendations by the fall. He announced
that in accordance with a Council policy, he had met with
several interested groups on matters pertaining to automobile
insurance. The Chairman stated further that he had spent a
total of 13 days in Raleigh since his appointment as Chairman
of this committee in July.

There being no further business, the meeting was ad journed.

Jayce S. Browning, Clerk

Corrected and Temporarily
Approved: 5/5/64
Sam L. Whitehurst, Chairman



MEETING OF THE (NSURANCE COMMITTEE OF THE
LEGISLATIVE COUNCIL

January 30, 1964

Public Hearing relative to Deviation of Automobile Liability Rates

CHAIRMAN WHITEHURST: Gentlemen, this is a hearing of the Insurance
Committee of the Legislative Council on deviation of automobile liability
rates. I am Sam L. Whitehurst, Representative from Craven County,
Chairman of the Insurance Committee of the Council.

For those of you who are strangers here in Raleigh and for all the
people present, first of all, I would like to welcome you here. I
assure you that this Committee is a fact-finding committee. We are
here to hear the evidence as presented. If we ask questions, the Com-
mittee, that might cause you to feel we have already made up our minds,
I assure you that is not true. It has always been my experience, and
personally the way I do, that if I see anything to pick at in anybody's
brief at a hearing or at a Committee meeting, that is the time to do it.
It doesn't mean at all that I feel one way or the other. I assure you
that this hearing will be conducted fairly for the proponents and oppo-
nents and it is my hope that out of this meeting some benefit will be
derived for all the citizens of North Carolina and for all facets of
the insurance industry.

This hearing is being held because of Senate Resolution (S.R. 650)
introduced by Senators Jordan, Clark and Morgan of Harnett, during the
1963 General Assembly. I want to read from Section I of the Resolution

so that it will be clear to all why this particular hearing was called

and show that it will point out that we were directed to call this hearing.

Section I of the Resolution says "the General Assembly of North Carolina
herewith requests and directs the Legislztive Council to make a thorough
study of the Compulsory Motor Vehicle Liability Insurance laws, with a
view to making recommendations for the improvement thereof for the
adoption of alternative measures and particularly to give special atten-
tion to the present policy of not allowing deviation in rates, and to
make such findings and recommendations to the General Assembly of 1965,
with a view to assuring the continuation in North Carolina of a workable
plan of liability protection for the motoring public."

At this time I want to express appreciation to Mr. H. G. Jones and Mr.
Roger Jones who are here operating our recording devices. I will point
out to anyone being heard that everything you say today will be recorded.
The microphone you see on the table is for the Committee members and I
would suggest, since we want a recording of the questions--when the
Committee wants to ask anyone a question that they use the mike here

on the table. Mr. Jones is present and will be sitting here later in

a chair and whenever a Committee member on this side wants it (the mike)
he will hand it to him, and vice versa.

I would like to introduce to the group our very outstanding and splendid

secretary and clerk, Mrs. Browning, from Raleigh. She has been most

helpful to this Committee throughout its work since July. For the
Committee and for the people present interested in insurance matters,
at some date to be determined by the Committee in the future, our
next Hearingwill be held on the Safe Driver Reward Plan, and I hope
by sometime in the middle of the summer we can conclude our hearing
with the entire Kesponsibility Act of 1957 as amended.
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- We have four people who have filed briefs and who will be heard. We

have one member of the General Assembly who has requested to be heard
[_and that is Representative Ike O'Hanlon, from Fayetteville in Cumberland
~ County, and it is my understanding by letter from Representative O'Hanlon
' that he would like to speak ten or twelve minutes relative to the motor-
cycle rates. I didn't know exactly if it was pertinent at this hearing
but it seems it will fit in here as well as at any other hearing, so I
 have agreed for all of us to hear Representative O'Hanlon at this time,
if he will please come forward.

REP. O'HANLON: I am here today attempting to be very reverent because I

am representing a very sick industry. I am representing somebody that is

just about to pass out of this world and that is why I am here today.

- When I was in Washington, D. C., I was a pallbearer and I was a professional
pallbearer for many years and we always tried to dress in dark clothes

- like I am dressed today. But, there was always a little light on our
necktie to just show a 11ttle ray of hope if there was any real hope
present, because if anything ever happenéd to the corpse and he started

: moving, they would have lost one pallbearer anyway. I want to say today

i that we met with the Honorable Ed Lanier last August, and I didn't know

- I was to be invited to come speak before this group. When I spoke to this

. group I didn't know that I would be up against a bunch of brilliant

- lawyers, including my good friend Archie Allen and his battery. They

- have the statisticians and everyone from the Rating Bureau. Well,

. gentlemen, when you talk about the Rating Bureau, of course, you people
know what it is. To somebody from out in the country as I am, I had no

-idea what the Rating Bureau was until I found that they were representing
each of the insurance companies that are licensed to practice in North

Carolina and they determine their rates, which I want to say a little

some thing about in a few minutes from now, because the only one who has

any authority over them whatever, my understanding is, is Mr. Ed Lanier.

I thought I made a little impression upon Mr. Ed and when the meeting was
' over, he walked outside and said, "Ike, I will let you hear from me within
| thirty days," The only trouble was, he didn't say what thirty days he
' was talking about, as it has been now over six months and I haven't heard
 from him yet, so Mr. Whitehurst has kindly let me come before this dis-
tinguished group today to say a few words.

Gentlemen, when we think of the liability rates on motorcycle, we think

it should be separated from the liability rates on our automobile, and I

will now make an attempt to explain why. If a liability rate was charged

~on a weight basis, then it would be perfectly alright, with our group,

‘but I am asking you people, why should we be the whipping boy?

The motorcycle liability rates of North Carolina are higher than in any

other State in the United States. I am, of course, including the two

new states of Hawaii and Alaska. Why is it? It's because young men and

young women like to ride motorcycles in our State, and when you talk about

young people, it is now getting to where many professional people--you

know, you used to think about black helmets, the long hair and the boots--

‘now, you are coming into the white collar, the nice hat and the distinguished

looking people that get out and work for a living, just as all of us.

The motorcycle group has changed in North Carolina. I'd like to tell you,

if the weight is over 300 pounds and if the driver is under 25 years of age
| and single, his liability rates are now $145.00 for his liability insurance.

That's the cheapest a fellow can get. If a motorcycle weighs under 300

‘'pounds and the driver is under 25 years of age and single, the liability

rate is $107.00. The North Carolina motorcycle accident rate is the same

as the national average. Then, if it's the same as the national average,

I don't see actually why we shouldn't have the same rates. I would like to

give a personal example, gentlemen. I hav® a son recently graduated from

State College. State College is a rather big institution of which we all

are tremendously proud, but some of the classes are as much as a mile and

a half apart. He asked me if I would buy him a motor scooter', so I

located one for $50.00, but what do you think the insurance cost me?

I think that I will just show you that it was $107.00. I bought the motor-

cycle for $50.00--he stayed at N. C. State for four years, graduated, and

you figure out what it is. He paid $428.00 insurance and only $50 for the

motorcycle. It seems all out of line to me.
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are cheap to operate and buy. Gentlemen, think of the taxes that are not
being collected in our State because motorcycles are being priced out

- of business in N. C. due to the high liability insurance rates. In most
. instances, motorcycles are for the average class--people who are not rich
and who desire good and reasonable transportation, and as I mentioned
above, our children who are in college who desire reasonable ways of

- driving around the campus. They find motorcycles very acceptable. The
average wage earner in North Carolina now is making approximately $65 a
week. He is indeed lucky to have one automobile. It is this type of
person who is interested in purchasing a motorcycle or motor scooter

in order to avoid the expense of a second car.

' Gentlemen, I do not see how we can do less for the citizens of our State
and for our boys and girls in college than to extend them this means of
cheap transportation. In conclusion gentlemen, and you said ten minutes
and it is now nine and a half, I hope that I have brought to your atten-
‘tion some of the conditions that are prevailing in the motorcycle

| business in North Carolina today. This group is in direct trouble and
we know that such a group as you gentlemen can go a long way in correcting
‘such inequity. We are asking for relief in our liability rates and we
are certainly demanding nothing. Your consideration in this important
imatter is most sincerely appreciated and I thank you, Mr. Whitehurst, and
your very kind committee for your wonderful attention.

CHAIRMAN WHITEHURST: Just a minute, Ike. I intended to ask the Committee
' before we began--I assume the Committee would hold its questions until

- each witness has finished his case, but I wanted the Committee to decide.
‘It's possible that in some of these briefs that you might want to
‘interrupt, but it's your decision to make and the Chairman will, of course,
‘abide by how the majority of the Committee feels on this. I think you
should determine that so that each witness will be treated the same.

‘How does the Committee feel about when we get in these briefs presented

by the various associations of the insurance industry. Does the Committee
'want to interrupt and ask a question or do they want to hold the questioning
until after each witness has completed his testimony?

REP. JOHNSON: It would be better order if the speaker is allowed to
finish his statement.

| CHATRMAN WHITEHURST: All right. If for any reason you find it too late
'to do it that way, we of course can change if you would like to. Is there
any question now that any member would like to ask Rep. O'Hanlon? If

not, I would like to thank you for coming, Ike, and I would like to say
one thing to you--I think you said that this Committee could do a great
service by reducing liability rates.

REP. O'HANLON: By recommending, of course.

CHATRMAN: Well, I am glad you have used this word now because I want to
point out to all the people here, this Committee has no power to increase
ior decrease any rate or to cause deviatior to be allowed or disallowed.
We are a fact-finding committee, a group that can make recommendations to
‘the next General Assembly, and that is all the power that we have. We
cannot increase or lower rates. In fact, I point out that under the laws
of North Carolina, as far as rates are concerned, only your Insurance
Commissioner has the power to lower or increase rates.

‘Thank you very much.

Since we began, I noticed my very good friend, N. C. Commissioner of
Insurance, Mr. Edwin Lanier, has come in, and at this time I would like to
introduce Mr. Lanier to the group. Mr. Lanier, would you stand please?
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' Centlemen, the Legislative Council and the Insurance Committee some

£ time ago agreed on these hearings that we would request any of the
E;agen01es of the insurance business that wanted to be heard, that they

| file a brief with the Committee at least one week prior to the scheduled
| date of the hearing. Everyone has complied that requested to be heard

. today. Our first person to be heard is a proponent of deviation and

. his name is Mr. VestalLemmon and he is the General Manager of the
National Association of Independent Insurers, from Chicago, Illinois.

" The Home Office is there. Mr. Lemon has fiown in for this meeting

¢ and he, when he comes forward, at my request, has a list of all the

. companies doing business in North Carolina that is listed for theCommittee
for your information. I understand there is approximately 75 of those,

. I haven't counted. There also is a list here of the subscribers of

- companies that do business in N. C. and they only use the statistical

. information of the association. And then he has a list of all the

. companies in the U. S. that are members of his Association. At this

| time, and if the Committee will recall you have your briefs present,

' we have Mr. VestalLemmon General Manager of the National Association

' of Independent Insurers. Will you come forward, Mr. Lemmon.

MR. VESTAL LEMMON: Mr. Chairman and gentlemen of the Committee, I handed
- you the list of our members and subscriber companies, as your Chairman
has indicated, doing business here as well as those doing business in
. other sections of the country. All of our members are listed up to the
. date indicated on the sheet. First, I might say that the National
Association of Independent Insurers is a trade association which represents
- over 350 property and casualty companies of all types--stock companies,
i Lloyds , reciprocals and American plan insurers. Most of these companies
| do business throughthe American agency system. The 75 NAII members

' licensed to do business in the State of N. C. write over 47% of the
business. In the statement which I submitted to the Committee, I
“indicated over 42%. Since then I have had an actuary calculate the
actual distribution of business, and on Automobile Liability in the year
1961, the latest available figures, we wrote 47.7% of the total auto
private passenger business in this State.

First, I want to express my appreciation for the opportunity to present
our views to this Committee on the matter of deviation in automobile
liability insurance rates, and the competitive philosophy, generally.

I might add at this point that I think that the distinguished Representative
0'Hanlon, who spoke about this problem, if we had permission, under the
law, for our companies to write competitively, it would certainly take
care of the problem he urges upon the Committee. As most Americans, I
happen to believe in, and I am sure the Committee does also, in the
competitive free enterprise system in this country, and I believe in it
as applied to every product or commodity from goobers to United States
Steel. It's the basic tenet upon which our economic structure is founded
and certainly, insurance is no exception to that rule.

Secondly, I want to make it clear that we have over the years fought for
and we believe in States Rights and the State regulation of insurance,
and we don't want any part of Federal regulation. It's been our effort
and my purpose here today to do everything possible not to give the Federal
 Covernment any excuse or reason to further encroachments in the insurance
business. It's not difficult for me to be a States Righter because I
was bred and born in that environment. It is difficult for me to under-
stand, and I am sure equally difficult for N. C. policyholders to under-
stand, why they can buy at a lower rate practically all coverages--

- life, fire, homeowners, all other casualty business lines, automobile

- collision, automobile comprehensive, automobile fire and theft--but not

- automobile liability insurance.

- As you gentlemen of the Committee are aware, I am sure, prior to September 1,
1961, the insurance companies were permitted to deviate from, that is--
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deviation meaning charge less, in this instance--the rates promulgated
from the North Carolina Rate Administrative Office if the deviation was
first filed with and approved by the Insurance Commissioner. House Bill
930, passed by your General Assembly in 1961, eliminated the right to
deviate and thus forced all insurers to charge the same rate for their
insurance on automobile liability. So, today, in North Carolina for
automobile liability insurance, rates are fixed on a mandatory single
rate basis for all insurers, but at what price and to what end? By
arbitrarily procluding’insurers from charging less than the rate pro-
mulgated by the North Carolina Rate Administrative Office, House Bill
930 in the first year, from and after its effective date, cost the

North Carolina policyholders some $3,000,000 in premiums, which some
insurers did not want to charge but were forced to by House Bill 930.
$3,000,000 a year is a lot of money anywhere. In our industry, as in
somany others, itis price competition which has the greatest effect in
stimulating continuing efficiencies in operation, innovation and develop-
ment and improvement in the ultimate product to meet the needs of the
public. North Carolina policyholders have been deprived not only of

the right to purchase insurance for as much as 25% less, and I believe
since this statement we have one company that could actually charge some
40% less, that will testify immediately after me, but also of many in-
novations and improvements in classifications plans designed to provide
greater equities among insureds by identifying and providing a greater
rate for lower risk insurere. Lower rates, for example, for owners

of compact cars and for good high school students, are still not avai-
lable in this State despite their enthusiastic and widespread acceptance
almost everywhere else in the United States. And so it has been with
practically all other developments of consequence in the property and
casualty insurance industry. Installment payment premium plans, the
package policies, medical payment coverag>s to name a few. All of these
and much more have come about as a direct consequence of competition

and were initiated, mind you, in those States which fostered competition.
Competitionless states are generally the last to enjoy the benefits of
innovation and even today, many of the widely acceptad developments in
our business have not yet been made available to the people of North
Carolina. There are some who would contend that the ban on price com-
petition is not harmful because automobile liability insurance companies
operating on a participating basis, are still entitled to pay dividends
to their policyholders. But, from the standpoint of North Carolina
policyholders, this is no answer. Dividends, in the first place, are
not guaranteed. Policyholders do not know the cost of their insurance
until the end of the policy period. Under price competition, though,
they immediately pocket and enjoy the difference between the Bureau

rate and that of the deviating insurer. I believe that is not necessary
for a company to over-charge the policyholder in the first place and keep
this money for a year when it could be jingling in the pockete of the
policyholders instead of in the coffers of the insurance companies. Also,
there is a substantial cost to insurers in handling the payment of divi-
dends. What is returnable to insureds in the form of dividends is recu-
ceable, naturally, by this cost. The cost of bookkeeping is an expen-
sive process. It is of interest to note that the average divident per-
centage now paid by those companies which formerly were able to deviate
is less than the percentage of their former deviation, and some are not
paying a divident at all. Certainly, I think it is basic that some
companies have the charter powers to deviate and those that do not have
those charter powers cannot pay dividends. That insurers are entitled
to pay a dividend if they want to is hardly any argument to justify pro-
hibiting them from making lower rates available to their policyholders
at the outset of a policy period, and it certainly does not warrant

that policyholders buy insurance for less.
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Some fast competition in other forms of casualty and property insurance
. continues to operate to the great advantage of North Carolina policy-
. holders, as I mentioned earlier, and they may, find it difficult to
understand why why they are denied the benefits of competition in auto-
mobile liability field. To what end then can the elimination of class
competition in automobile liability insurance be justified?

It has been contended that automobile liability insurance rates should
be uniform because this form of insurance is compulsory in North
Carolina. But, New York has both compulsory auto liability insurance
and vigorous price competition. Surely the fact that in North Carolina
a motorist is required to have the coverage is no reason to deprive
him of price competition, the right to purchase the coverage from sound,
- well-managed insurance companies which can sell insurance at a lower
F price. Also, it is sometimes said that deviating insurors are able to
P charge less by getting the cream of the crop and leaving bad risks for
the other companies. It would seem to be in order for it to operate
soundly. The essential purpose of every company to reject the reckless,
the irresponsible and known violators of highway safety laws. No
insuror, as a matter of sound judgment, can want to accept this kind
of business. This is true, whether or not the rates are uniform.

On uniform rates, a well managed company will undertake to weed out
these bad drivers, just as it would where it can sell at a deviated
rate. It is clearly in the public interest, for surely the majority

of careful drivers should not be forced 'to pay for their reckless
fringe . Carrying it a bit further on this cream of the crop proposition,
which may or may not be advanced, I had our Actuarial Department take
from the figures that are on file, by the various agencies, experience
of all companies writing auto liability in this State, which are on file
over at the Department, and our actuary has calculated these significant
indications: Of all the total private passenger business, auto liability
business in this State, our companies wrote 516,570 cars. The National
Bureau of Casualty Underwriters at 326,399; the Mutual Insurance Rating
Bureau, 170,555, Now, in order to determine who is actually taking

his share of this undesirable business, we pulled this out of the
figures; the average of course would be 100%. The National Bureau
companies are all companies filing statistics in this State, with the
National Bureau companies wrote the average of 100%. NAII companies,

my companies, wrote more than their share. They wrote 102.8% of this
Class 2 undesirable business, and the Mutual Insurance Rating Bureau
companies, filing statistics through that organization, wrote 93.4% of
their share of this undesirable business. This, percentage-wise, means
that the NAII companies wrote 10.9%; the National Bureau Companies 10.6%
and the Mutual Bureau companies, 9.9%. I thought those, when you get
into discussions when you hear these newspaper reports and off-hand
remarks, there is nothing as refreshing, there's nothing so sure as
resorting to the cold facts of records itselfy and I only have a couple
of copies of this, Mr. Chairman. I will leave this copy with you or

I will have it reproduced and sent to you in quantity, or whatever you
might desire.

CHAIRMAN: Leave that copy, I believe we can reproduce it.

MR, LEMMON: All right, sir, I might want to pefer to it later, so I will
just leave it here for the present.

CHAIRMAN: This is for what year?

MR. LEMMON: This is the latest year, 1961, and we have ours for 1962, but
the other organizations haven't as yet filed with the Insurance Depart-
ment over here their 1962 figures. This is, in order to get comparable
figures for all organizations, the latest available figure on file with
the N. C. Insurance Department.

Now, if we may pass on to another suggestion, that uniform rates are
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i

i"-‘Ilee.-ded to prevent insurors insolvency--I cannot understand that because
@ you have had deviations in the fire business, and all other lines in
g lorth Carolina for years and you have not had any more problems in those
lines than you have in auto liability. That is, if you have had any.
g But this assertion, this general assertion, is entirely without support
Pof any of the serious studies in recent years of insurance company
dnsolvency. I have indicated the studies that I have referred to in
my papers here that have been made by various governmental authorities,
‘university professors, and others. In fact, it is almost ironic that
(Texas, the State with the longést experience in mandatory, single rate
P lav, has had the most auto liability insuror insolvency. Uniformly,
P lavs are not against insolvency and competition is not a cause of
linsolvency. Uniformity in auto liability rates is required in only
(two other states, Massachusetts--and there only with regard to the
P ninimum required under the auto bodily injury law--and Texas. In every
lother State, and the District of Columbia, competition in auto liability
@insurance industry is forfeited.

iThe fact that all innovation, invention and improvement in auto liability

g insurance and related coverages have been initiated in the jurisdiction

g of permitting flexibility undér their laws, provides ample testimony

g to the wisdom of Congress in stating its faith in competition in

@enacting Public Law 15 in 1945, But for that law, the business of

@ insurance would have been subject to the regulation of State and Federal
iCovernment. In passing Public Law 15, Congress gave the States the

Pqualified right, the conditional grant of authority to regulate the

Phusiness. In so doing, Congress made it clear that it contemplated

4 type of regulation which would encourage competition. The House Com-

mittee on Judiciary had this significant statement: "Nothing in the

£ rassage of Public Law 15, back in 1945, is to be construed as indicating

@it is the intent or desire of Congress to require or enaurage the several
istates to enact legislation which would make it compulsory for any

Pinsurance company to become a member of rating bureaus or charge uniform
rates. It is the opinion of Congress that competitive rates on a sound
financial basis are in the public interest."

In 1946 the National Association of Insurance Commissioners in conjunction

g vith representatives of the insurance industry, developed so-called
imodel casualty and fire rate regulatory bills, which were designed to
reflect and implement the intent of the Congressional Act. An
especially significant feature of these bills was the deviation provision
in each bill which permitted insurance companies to charge less than

P the rate provided in bureau filings. The need for such a provision was

@explained in these clear terms by the National Association of Insurance

P lommissioners, and I quote: "It has become increasingly evident that the
Ansurance Rate Regulatory Law which duly restricts the desire of the
icarrier to pass on a demonstrated economy to the insurance buyer, is not
in the public interest." The National Association of Insurance Com-

Phnissioners has consistently reaffirmed its support of insurance competition.
As late as June, 1959 it said that it is in favor of vigorous and lawful
icompetition as to rules, rates and forms, subject to regulation to States
and in the public interest. Furthermore, at an even later date, in

@December, 1962, the NAIC approved a liberzlization of its so-called

Pnodel bill on deviation procedure.

Yesterday, I was in Columbia, S. C. and I had the pleasure of sitting
iby your good Commissioner, Mr. Lanier, and the Lt. Governor of that State,
and we heard a distinguished U. S. Senator at Luncheon. He was talking
about the threat of Federal encroachment and the desire of Congress to

# take over everything from insurance on down the line. In the report of

B the Judiciary Committee, of which he is a member and which he was alluding
ito yesterday, he was one of them that wrote these words into the report:
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1. The continued regulation of insurance by the several
states is in the public interest.

2. The rate-regulatory laws of the various states should
be designed to encourage competition, subject to
reasonable regulation to protect the public interest.

3. The mandatory bureau membership and uniform rates are
in derrogation of these objectives. The various states
should review their regulatory practice in the light of
these enunciated principals.

The National Association of Independent Insurors strongly subscribes
g to thes= principals. We have consistently and forthrightly advocated
| all of ctliem since our inception in 1945. We are fearful less the
P future of State regulation of the insurance industry be threatened

by the failure of a few states to give heed to the Congressional

P interest in assuring reasonable competition in the insurance indusctry.

B There is widespread agreement among insurance people today that compecition

is in the public interest. I have referred to in my report a quote

g from the National Board of Fire Underwriters, an organization representing
b stock fire insurance companies under the American Agency system. Among
g other things, they have this to say: "It has been said many times that

competition is the only true regulator of rates and if this is so, then

g ve should not need today the same degree of regulation which may have

P seemed appropriate immediately after the enactment of the McCarran Act."
i Then it goes on to say: "The insurance business is no monopoly)' and then,
¥ they go on talking about the competitive need.

Now, last November, the President of the National Association of
Insurance Agents in reporting on a four-day meeting between the executive
committee of the Agents group and a number of senior stock company

| executives with regard to certain rating plans, stated that that meeting
: resulted in complete concurrence; that among other things, "the public
g should derive all the benefits of reasonable competition in the market-

. place." The American Society of Insurance Management, the largest group
- of insurance buyers in this country, with a chapter in this State, has
-said, "the kind and way of regulation which should be applied to fire

and casualty insurance, or any other business, is that which accomplished
the proper governmental objectives with minimum restraint of action

and contract by those in the business of insurance and consumers of

! ' insurance."

- We submit that the case for competition in automobile liability rates
' rests on whether it is in the public interest to deny the public of

i lower rates,where such lower rates are defined by the Insurance Commissioner

. to be adequate. We submit that it is clearly in the public interest to

g encourage reasonable competition subject to adequate regulations and
g we strongly urge your Committee to recommend that House Bill 930 be

- repealed in its entirety. It is our sincere hope that your Committee

g vill permit us to contribute in any way we can to further efforts on
g behalf of the public interest to these fine people of North Carolina,

i and that you will not hesitate to call upon us for such assistance as
‘we might be able to provide. Thank you very much, Mr. Chairman.

i CHAIRMAN: Mr. Lemmon, will you stay here please in case any member of
i the Committee would like to ask you a question?  Is there any question

‘that any member of the Committee would like to ask Mr. Lemmroii.
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" REP. HIGH: I have a couple of questions I would like to ask him. You
¢ mentioned that if deviations were permitted, $3,000,000 would be returned
. to the policyholders of North Carolina. Was I accurate in that?

ﬁ:MR.LEMMON:* Yes, that is approximately right at $3,000,000.

;:REP. HIGH: Now the question I would like to ask, and the emphasis is
" on the word "additional"--would that mean an additional $3,000,000 to
| be returned to the policyholders in North Carolina?

. MR. LEMMON: That meant that our companies that were permitted to deviate
~ had to charge their policyholders some $3,000,000 additional premium the
first year this non-deviation law went into effect.

REP. HIGH: Now, would the $3,000,000 be returned in addition to that
which is presently returned, if deviation were permitted?

MR. LEMMON: That is a very good question and I'am sorry that I didn't
cover it in my statement. The argument is advanced: that you can return
all the money you want if you are a dividend-paying company. Well, that
may and may not be true. It isn't actually true, but the fact of the
matter is the policyholders have always got to keep this money up on
deposit a year in advance. They get it back at the end of the year--they
they've got to put it up on deposit again next year, so they would never
get this $3,000,000 back unless all those policyholders cancelled their
pollcy contracts~-say1ng, "we don't want to renew our business with your
insurance company, we want our $3,000,000 back," and in that manner

they would get it back.

REP. HIGH: Well, as a matter of fact, the $3,000,000, the great percentage
of it, is returned to these policyholders in one form or other, regardless
of whether there is deviation or not.

MR. LEMMON: It's returned after one year. But as I say, it then has to

be put up again every year, so I can't understand for the life of me, and I
am sure it is more difficult to the policyholders to understand, why an
insurance company should be forced to over-charge in the first place

in order to give something back at the end of the year. Now if you, you
don't look like you are a farmer, you lock like a real refined type

fellow, but I happen to be a farm boy, and if you had come up on the farm
you know along a little later on you must go in to buy seed stuff. Suppose
you went into the store and you wanted to buy a bushel of seed potatoes

and this storekeeper said, well now my expenses have been a little high
this year, and I just don't know, I'm going to have to charge you 25% more.
I'm going to have to charge you i4 50 for this bushel of seed potatoes

but I'm going to keep good records and I'm going to keep a record of all

my expenses and everything else and if at the end of the year I have

been able to save enything, I am going to give you a dividend of 50¢ or

75¢ a bushel, when you come back to buy seed potatoes next Spring. I

think most any prudent man would tell that fellow where he could put

those potatoes.

REP. HIGH: On what per cent of the policies which you all write would
the policyholders actually get a deviated raté®? '| You mentioned--and I
might have gotten it incorrect--516,000 policies which your organization
wrote in N. C. What per cent of those pollcyholders would be entitled to
participate in this $3,000,0007

MR. LEMMON: As deviating companies or as dividend companies, or both?
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i, HICH: Well, assume that deviations were permitted, what per cent
f the 516,000 policyholders would benefit from the deviated rate?

R, LEMMON: Well, I don't know the number. I don't have that figure
efore me, but all companies if they could justify it, if they operate
wre economically and could prove to your Insurance Commissioner that
pxpenses and losses were better than the average, then they would be
$in 2 position under the law to be given the freedom to deviate and
fiharge less rates. A substantial number of policyholders must have had
$eviation because $3,000,000 was quite a bit of money. It might even
e more today.

#ep. HICH: Assuming that each of the 516,000 were given deviated rates
#id the return was $3,000,000, it would amount to about $6.00 per
folicyholder, if my arithmetic is correct.

?éb. LEMMUN: Would you repeat that, please?

REP. HIGH: If the amount that could be returned is $3,000,000 and there
ire 516,000 policyholders, if each of them was given a deviated rate,
$each of them would be entitled to approximately $6.00 reduction.

JR. LEMMON: Yes, well some companies deviate and some don't. Some can
and some can't, in my organization and every other organization.

EVER HIGH: I am referring to the deviated rate of your companies
$if a11 of them were--- |

$R. LEMMON: I didn't say all of our companis:s. Those companies that
$:rc able. There are many of our companies that don't deviate but they
Phelieve in the principal to deviate if their operations would permit it.

'}M% HIGH: Now, one other question. Have any of the companies listed
$0. this memorandum participated in any petition or request for increased
Prates in North Carolina?

R. LEMMON: I'm not in the rating field. They probably have. I might
$5ay at the very outset that I have never in my life, and I am not today,
$udvocating inadequate rates. That is not our policy. We believe in
fdequate rates. Most of our companies and practically all the insurance
business are not ashamed of the fact that they are a profit making organiza-
ftion. They are not charitable institutions, although for the last few
Pyears it has appeared that we are in that category. But, the question,

if rates are inadequate in North Carolina today, they should be made
Pidequate. There is just no argument about that. But, under your law,
Pihis is the situation that exists. You make an average rate and under
ithe law you are supposed to have an adequate rate. Now when you make an
laverage rate, showing experience of all companies together and come out
with an average rate like your system provides today, you come out with
¥ rate that is too high for the good, too low for the bad, &+ wrong for
Peverybody. It's just as simple as first-grade arithmetic.

B rRip. HICH: I would have to infer then that the answer to the question

lis that the companies listed here have participated in requests for
increased rates and if that be true, how would you reancile a request for
lincreased rates with a request for permission to return some $3,000,0007?

DR, LEMMON: I didn't request any specific sum. I said that was the amount we
“hat over-charged to policyholders in that year. There is no inconsistency
fat all. 1 say we believe in adequate rates. You have got to have adequate
profit, but we need rates where we can make a reasonable profit, but
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that doesn't mean that we don't believe in the right of competition.

§if you had to go up on coffee from $1.17 for a two-pound can to $1.43,
the all companies wouldn't have to have the $1.43. Maybe they wouldn't
fhave to have the same rates in this insurance business, and they wouldn't.
fiever in the history of the insurance business have all companies needed
fthe same rates, and I am sure they don't all need the same rates in North

flarolina, even though they may be inadequate.

gREP. HIGH: Would it be fair then to say that your position in reference
$to rates would be to permit each company to determine its own rates in a

Pfree competitive market?

PR.LEMMON: Subject to the approval of the Insurance Commissioner as
#to wvhether they are adequate or excessive, or unfair and discriminatory.
fMhose are the three tests in every law in this land and those are the
fthree tests which we think our companies should be subjected to.
flertainly I have never advocated that you ought to go free like some few
: mganlzatlons and without any regulation at all, but it should be like
it is in any other state where you can submit your rates to the Insurance
flommissioner and if they are justified, if they are lower or if they
are higher, or the average, they ought to ba approved by the Commissioner
_ n1accordance with the statutory tests.

ifEP. HIGH: Would you then say that competition itself would not
fdetermine the rates within reasonable limits?

JMR. LEMMON: Competition itself always has determined the rates or the
fprice of any product within reasonable zones. Certainly no one believes
in our business of wide open cut throat competition. We don't believe in
loss leadering. We believe in adequate rates, but it is as simple as this,
ithat some companies operate more economically, have better loss experience,
fless expenses, and they ought to be entitled under the American free
fPenterprise competitive system to charge a competitive rate. In the
Finsurance business, like anything else, competition is what makes people
get on their feet and do a better job., If they can all sit back and we
Lad a monopoly in everything, everybody could sit back and have thick rugs
and plush offices and a lot of high salaries, go to Europe or something
jon an expense account; there would be no incentive for any company to
save, be absolutely none, whether it be insurance or any other business,
and it's true in the insurance business. Where you have monopolistic type
ates, fortunately you haven't had them here until the last year or two,
but in jurisdictions where they have, you have had real problems. People
taking chances, people spending too much. There is no incentive for anybody

to operate economically.

REP, HIGH: Would it then be a fair statement of your position to say that
individual companies should be permitted in free competltlon to set their

ovn rates, subject only to the Commissioner's approval in the public interest?
R, LEMMON: In the public interest and those public interest definitions
are contained in the rating law of this State and every other State, that
rates shall not be excessive, rates shall not be inadequate or rates shall

ot be unfairly discriminatory.

REP, HICH: Then the public will be protectﬁd by companies which are able
0 pay the claims, if and when they are presented.

R, LEMMON: No question about it. You have had it in the life insurance
ompanies for hundreds of years. You have had it in fire and casualty .
flisiness for many years in many states. Take California with the least type
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§ of regulation of any state in the Union. You don't even have to file
your rates.

8 REP. HIGH: Would you recommend the abolishing of our Rating Bureau here
g in North Carolina?

WVR. LEMMON: No, sir. I have no objection to the Rating Bureau. I have
10 objection to them having all they want for the people who want to
¥ telong to it. The only thing that I disagree with as a fundamental
 American way is that we should not be forced to join the N. C. Fire
Insurance Rating Bureau or any other Rating Bureau. We don't mind them
doing business in their way, we just don't want them to tell us how to
run our business. I think that's only fair.

1

| REP. HICH: In other words, so far as the companies which you represent
$ ire ©ncerned, if they are financially responsible and can discharge
§ their duties to the public under some standard, then you feel that they
# should be absolutely competitively free. Is that what you mean?

4 JR. LEMMON: They should be free to file their own rates or rating plans,
| yith the Insurance Commissioner to see if they pass these tests. Now,

$ I think that you would agree that that is a pretty reasonable approach,
| wouldn't you?

;iREP. HIGH: Yes, sir, I borrowed this suit from a farmer friend of mine.
.F:CHAIRMAN: Any other questions from members of the Committee?
REP. JOHNSON: The talk about the State of Texas having a uniform rate

law and a high degree of insolvency in that State. Did you have any
further information you could give us on that?

# \R. LEMMON: I don't have the copy with me, but I am sure if you will write

the Texas Legislative Council, Capitol Station, Austin, Texas, for their
- report no. 53-5, captioned, "Insolvency in the Texas Insurance Industry,
¥ 1939-1954", that they would be glad to furnish this Council a copy of it.
4 I have only one copy in my office in Chicago, but that is all I have.

REP. JOHNSON: Thank you, Mr. Lemon. Now, Mr. Chairman, information was

§ supplied a few moments ago that a Dr. Robert Strain is in the audience,

® . former Insurance Commissioner of the State of Texas. Would it be proper
¥ to ask him to comment on their experience in Texas?

k| CHAIRMAN: I would, of course, want the Committee to determine that.

- I would say that prior to your coming in that the Committee a month or
. so ago announced that those people that wanted to be heard were to submit
. a brief and speak on that brief. I have been told that he helped to

- prepare one of the briefs to be presented later. I think in all fairness
. then that if he at that time would like to speak on that brief and to

. the point, we would recognize him at that time.

. REP. HIGH: Maybe I should wait for the gentleman from Texas, but since
;er.Eemmon mentioned Texas companies, is it not true that the State of

- Texas has perhaps the least requirement for establishing insurance

'~ companies of any State in the Union. Can't you do it with less money
~in Texas than anywhere in the United States?

| MR.LEMMON: No. No. That isn't the rule. $300,000, I think is the

| minimum requirement to put up to write fire and casualty insurance, and I
. don't believe there have been any companies organized under that new

' requirement that has gone busted. Many companies have gone busted that

. were organized prior to that requirement.
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| fmm. HIGH: That's what I was under the impression--that many of the

iTexas companies until recently could start off with a minimum amount of
MONey.

{JR. LEMMON: The point I was making, sir, is this, the uniform rate
‘doesn't necessarily mean that you are going to have solvency.

@ ReP. HIGH: I'm not arguing that point.
MR, LEMMON: I'm not saying that---

EGMIRMAN: I have a question I would like to ask you, Mr. Lemon. You

| spoke on page three of your brief about lower rates that were available

" for owners of compact cars and good high school students in many sections
B of the United States. I ask this question because of a number of members
B i1 the General Assembly and quite a few parents throughout North Carolina
are very interested to know about this, and I would possibly, rather than
. to give a lengthy explanation now, ask you to furnish that information to
& the Council.

' MR. LEMMCN: I'll be glad to and I might say this, Mr. Chairman, that we

| are interested in traffic safety. We provide about 40% of the voluntary

" money that is coming into the North Carolina Traffic Safety Council,
with the request of your governmental officials here, to help reduce

. accidents in your state, and we think high school driver training is a

" good program, but something should be recognized where it is good.

CHAIRMAN: Are there any other questions of Mr. Lemmon? If not, I want to
thank you, Mr. Lemmon, for appearing. I hope you still can catch your plane.
Our next guest who requested to be heard is Mr. Jack C. Reiner, the Actuary
for the United Service Automobile Association of San Antonio, Texas.

. I will ask Mr. Reiner to come forward .t this time. Mr. Reiner's company

" has furnished you with a brief, which has been sent to all the members.

MR. REINER: Mr. Chairman, members of the Committee, this brief is being
submitted in compliance with the invitation of December 27, 1963 on the
subject of deviation on the automobile liability rates in the State of
North Carolina. It is our purpose to furnish the committee with factual
information on which it can base its conclusions to allow for deviation
on automobile liability insurance. United Services Automobile Association
; is a reciprocal insurance exchange and eligibility for membership in
4§ the Association is mainly composed of active and retired commissioned
. officers and warrant officers of the U. S. Military Services. We have in
excess of 625,000 automobile policies in force all over the world. All
underwriting is done by mail out of the home office in San Antonio, Texas,
and all claims are handled by independent adjusters. We have no agents
for soliciting business, no branch offices and no staff adjusters. All
. claims are supervised from the Home Office. While this Association is - in
. no position to speak for any other company doing business in the State of
. North Carolina, we do offer the following for your consideration, as it
. applies to the general acceptance of rate-making formulas and as such
. relates to our operation.

. Since all companies must charge the same rates for automobile liability
_ﬁinsurance in North Carolina, the rates for these coverages must be set

. high enough to produce a profit for any class of insuror. The rate set

. must be based on experience and geared to the highest expense level of

| insurance companies having the most expensive type of operation. The

. principal factors which govern the expenses a company experiences are

¢ those dealing with acquisition, processing and servicing of the policies

. acquired. Allowances in the rate-making formulas for production and general
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underwriting expenses are the main components of such formulas. The
expense element for production and general expenses will vary substantially

P between companies, dependent upon the method of operation and the economic

§ cffectiveness of their management. Q(n the rating systems in effect in

§ North Carolina, many policyholders are required to pay a substantially

§ greater rate for their automobile insurance since the carriers are not

§ permitted to adjust their rates to reflect their individual operating
experience. In order to demonstrate to the Committee the results in

 effect of variation as to the methods of doing business of various types

of companies, we offer the following comparison:

The rate-making formulas used by the licensed rating organizations through-

§ out the United States do not vary substantially between States. The

. country-wide rate making formula used by the National Bureau of Casualty
Underwriters for automobile liability insurance provide for expense
loading functions. I am setting out below the expense formula used by
the National Bureau in its rate filing as compared to the actual expenses
of our Association for the same expense functions. These functions exclude
an allowance for profits and contingents and is for the latest five-year
period.

The total expense formula for the National Bureau is 29.0%. Our actual
§ expenses for the latest five-year period is 14.9%. You will note that
| due to this Association's method of operation, our actual expenses for
§ automobile liability insurance country-wide is approximately 50% less than
that used in the rate-making formulas. In addition I am setting up a
comparison of the Association's country-wide operating results for auto-
mobile liability insurance as compared with that of all other companies.
Since we do not have available the country-wide results for companies
licensed in the State of North Carolina, we are using the data compiled
by the New York Insurance Department from the insurance expense exhibits
on file with that Department. The total for the five-year period with
losses incurred for all companies country-wide, was 59.8%. USAA was 46,2%.
The total expenses for all companies was 43.6%. USSA's was 31.2%. You
will note tat the above five-year comparison with the Association's total
operating expense is considerably less than the country-wide results of all
other companies writing automobile insurance. Not being permitted to
discount our premiums by the known expense differential places a financial
burden on the automobile policyholders in the State of North Carolina. It
§ has been the practice of the Association to discount its rates for the
§  known expense differential. Additional profit realized from favorable
$ underwriting is returned in the form of dividends. The current dividend
on automobile policies in the State of N. C. is 38.8% of the premiums paid.
® In further support, the following sets out our Association's experience
@ for the State of N.C. from our date of licensing'in this State in 1955
. through 1962, In order to determine what per cent of deviation would be
. justified, our experience has been placed on the 100% manual rates. Since
prior to 1961, the premiums were discounted some 20%, you will note from
the eight years experience our loss ratio for automobile liability in N. C.
is 46.1%. Based upon this Association's experience in this State, as set out
above, we would be in a position to support a 20% downward deviation and
return upon expiration approximately 23.5% in dividends.

: In view of the above, this Association respectfully urges the Committee to
@ provide for deviation on auto liability insurance rates in this State.
. We will be glad to be of further help to you if needed.

CHAIRMAN: Thank you, Mr. Reiner. 1Is there any question any member of the
Committee would like to ask Mr. Reiner? '
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: SEN. STONE: Do you just write officers on military?
; MR. REINER: Yes.

! SEN. STONE: That's all you write, just officers.
MR. REINER: Yes, sir.

SEN. STONE: You write the officers down at Fort Bragg, but if a Private
down there wanted a policy, you wouldn't write it?

MR. REINER: No, sir.

SEN. STONE: Why is that?
MR. REINER: The by-laws of the Association will not permit it.

SEN. STONE: Well now, let me ask you this. Most of those officers have
a Private as a chauffeur, don't they?

MR. REINER: I don't know, sir. I am not in the service.

SEN. STONE: You just write military officers, that's all you write?
MR. REINER: Yes, sir.

..'CHAIRMAN Mr. Reiner, I have a question I would like to ask you. In

your last statement you say if deviation were allowed you are prepared to
give 20% on deviation and return approxlmately 23.5% in dividends. I will

. . ask you this question, if a rate increase were allowed by the Insurance

Commissioner in North Carolina, higher than the one we have at this time,
would these figures then improve and that percentage of rate increase go
back to your policyholders?

MR. REINER: It should, sir, depending upon the loss ratio. Of course if
the rate increase were put in, we would assume that the loss ratio in
North Carolina is bad.

CHATRMAN: Are there any other questions?

REP. HIGH: Assuming that the company would like the policyholder to have
the benefit of his money for the entire year, and your experience has

shown that you can return 38%, why would you return 20% by deviation and
then still have to go through the process of returning approximately 23,5%
by way of dividends. Wouldn't it cost you just double?

MR. REINER: Not necessarily, sir. The 20% is the known expense differential
between our operation and that used in the rate-making formula. The
additional dividend is based upon underwriting results and if the loss ratio
becomes unfavorable, that 23.5% is subject to variation.

|

REP. HIGH: So, even if you deviate and you have monies which you feel should
go back to the policyholder, you would still have to go to the expense of
sending him a check by dividend, and the cost would not increase whether

you returned him 38% or 15%.

MR. REINER: No, sir.

CHAIRMAN: Are there any other questions of Mr. Reiner? If not, we thank
you very much, Mr. Reiner.
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Our next witness to be heard from is Mr. Walker Taylor, from Wilmington,
4 iho represents the N. C. Association of Insurance Agents. Mr. Taylor is
M President of the Association and has filed a brief, which was sent to all
W nenbers. Glad to have you, Mr. Taylor.

f LVR. TAYLOR: Thank you very much, Mr. Whitehurst. There is one minor item.
4 You just elevated me to the Presidency of our Association, but I am
A just a mere Committee Chairman in this organization.

| believe the members have in front of them the brief which we submitted,

B 50 in the interest of time I will not attempt to read this but rather

& o summarize some of the principal points, and I would like very much for
iymlto ask questions during the presentation or following it. Incidentally
3mw membership has expressed such an interest in this hearing that they
' have, unsolicited by us, come to this hearing and the majority of the
f people over by my right hand here represent our Association from Asheville

| to Kinston, and so on.

| e believe this question can very simply be stated by saying that this is
' really a question of the greatest good for the greatest number. Whereas
" Mr. Lemon represents 350 insurance companies, our Association of Independent
" Agents represents the policyholders. It would be well to point out,
_ however, that no insurance company pays us, if we can't merchandise our
| products, we get no pay at all. Our policyholders are those to whom we
. must answer solely.I might also mention that Dr. Strain, former Commissioner
' of the State of Texas is here in the capacity of Executive Secretary of
j our National Insurance Agents organization.
' I would ask the Committee members if they would refer to the table of
. contents, please, of our blue pamphlet, wherein I will refer to these
" items by title. Item No. l: Strange as it may seem, the restoration
. of the deviation system in North Carolina would actually increase the cost
. of automobile liability insurance. I detected in Mr., High's questions
. of one of the earlier people perhaps some reference to our display of
page 12 of this folder, and I wonder if I could ask you to refer to page 12
of our brief, wherein we are comparing the present cost of automobile
i .. liability insurance to safe drivers with the cost.if the deviation law
. were restored. Merely as a starting point, we will of course use the $50
as the base rate. Let us look, simply because it's named here first,
that Allstate Insurance Company, wherein we have a basic rate of $50,
90% of Allstate policy holders are eligible for safe driver discount of
. 10%. In addition, Allstate pays a 10% dividend, so currently the net
| cost at this starting point is $40.50, whereas in 1961 the cost of that

same policyholder was $45.00. i

b .

It is simply explained because. in addition to getting the 10% discount which
mandatory, they are aiso paying a dividend. Now if we eliminated

the mandatory safe driver award system, with its uniform rating set up,

their actual cost to those policyholders would increase by $4.50. I

think this is also interesting as the gentleman from United Services

bears this out. In 1962 under the present system, which we are in support
of, the average cost to their policyholders is $27.54, whereas before then
it was $40.00. So, oddly enough, the restoration of the deviation system

. would amount in fact to an increased cost to the 1,500,000 policyholders

in this State.

4]

. The second point is that deviation tends to bring about over-selective

. underwriting. I detected perhaps in Senator Stone's question of the previous
speaker, when he asked if that insurance company wrote only commissioned
officers, some reference to this. Over-selective underwriting is simply
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not good for our motorist. If we only write in this business what we

| want to write, obviously those who don't fit. the pattern are going to

. suffer thereby. I come from the coastal area, similar to Mr. Whitehurst, and
| ve know it so well down there in that area of beach insurance, which is

- pertinent to this I think, that over-selective underwriting has made a

. great hardship on people in our area in the matter pertaining to this sort

. of insurance, and it relates exactly to this in the automobile liability

- field.

- Point no. 3--referring still to the table of contents of this brief--
 deviations tend to bring about ruthless cancellation. It is quite clear
 that when you are eligible for this deviated rate, not only must you be

eligible at the outset, you must continuously be eligible in order to

enjoy this. It is quite obvious if I have no tickets today and three

speeding tickets tomorrow, that I might no longer be eligible. This works

; a hardship because some of us do get speeding tickets. The result of that
. js massive cancellation and we have heard a great deal from our own

Commissioner of Imsurance on that subject.

Point no. 4--once again in the table of contents--is reference to the
fact that deviation tends to promote restrictive claim practices. Auto-

mobile liability insurance is peculiar in that there is a considerable

. delay between the time of an accident and the payment of a claim. Some

. safe driver from any and every insurance company must receive his
. This is applicable in the Assigned Risk Plan where perhaps ther
. approximately 150,000 policyholders. Even in the Assigned Risk

considerable length of time can go by between this and it is quite easy
to fall into the trap of restrictive claim practices and a very difficult
thing for the Insurance Commissioner to do anything about. I would like
to refer on this point to restrictive claim practices, page 7, if I may.

At the bottom of page 7 in this brief is a comparison of the claim fre-
quency for assigned risks. It is quite clear from this that those members
of Mr. Lemmon'sAssociation have only a fraction of claim frequency than

the members of our National Bureau companies have. Mr.Lemmon would have 4.2%

on this fraction, whereas National Bureau companies would have nearly 6%.

CHAIRMAN: If you will excuse me just a moment, I would like to say to the
Committee that Mr., Cecil is here representing Mr.Lemmon now in case there

arg any questions anyone would have. As far as your reference to Mr,Lemmon's
absence is concerned, he does have a representative here.

MR. TAYLOR: Mr. Cecil, I am glad to know you.
So, it is quite clear that in the Assigned Risk Bureau the restrictiﬁé

claim practices of the members of the NAIIL are clearly indicated here,
is not in the public interest. : A

‘which

Point no. 5--In our table of contents it indicates that deviation 18 all
unnecessary when the safe driver award plan is utilized. This is ¢tk
very essence of the Safe Driver concept wherein each automobile driver makes
his own rate by his own accident history and his own driving eXper:
It is uniformly prescribed by theGeneral Assembly now that any and

enjoy a discount.

Point no. 6--Deviaticns are unnecessary as dividends are perm
was interes=zed, Me. Cecil, in Mr, Lemmon's remark refuting soil
point, stating that under the divident the company held his m
a year. Of course, it's a fact, isn't it, that under the di
it amounts to the same thing so far as the policyholder is con
It merely shows itself up as a cradit on the renewal invoices
first year has expired, what is really tne difference in a
and a dividend since on renewal, notice weould merely show a
Vhat difference is it te the policyholder whether it is ref
a deviation or dividend?
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, L Point no. 7--Compulsory insurance simply requires stricter regulatibns than

‘optional types of insurance. Our Association would be the first to support

B )r. Cecil and his organization in free enterprise, but under compulsory

insurance we have forced people to buy coverage. They don't have any
Loption about it and therefore it is absolutely essential that the price
‘be rigidly regnlated.

# Point no. 8--In the State of N. C. weenjoy the lowest rates of any state

in the Southeast, any State East of the Mississippi, except Maiw and

® Delaware. Thirtyseven states in the Union have higher rates than N. C.

' We think this is evidence that our present system is superior at least to
37 other states. The national average shows private passenger automobile
insurance is $66. The average in N.C. is some $46. Therefore, we

think that the present system of North Carolina's uniform rates and safe
L driver award system is superior.

Mr. Whitehurst, if it would be ‘permissible, could I ask Dr. Strain to
make a statement relative to that?

' CHAIRMAN: You can call on anyone representing your Association to

 present their views relative to your brief. So, if you would like to call

- him at this time, just do so and introduce him.

' MR. TAYLOR: Bob, I wonder if you would come forward. It is our pleasure
" to introduce to you Dr. Robert Strain, former Commissioner of Insurance

F of the State of Texas, who is today our Executive Secretary of the Independent

Agents Association with offices in New York.

DR. STRAIN: Thank you, Wal er. At the outset and before I give you a little
background about myself, I am happy to be with you here today and share

with you my thinking on this matter, which is a great deal more technical

and complicated than might first appear, when it is examined in detail. I am
sorry my good friend, Vestal Lemmon of many years withstanding, had to
leave. Next time I see him I am going to accuse him of constantly deserting
me, because yesterday in Columbia, S. C. he spoke at 11:00 A.M. and I
listened to his address and he well knows he said many things with which

I do not agree. He told me during the noon hour that it was unfortunate,

but that he had to leave right after lunch in order to come up here and,
therefore, regretted very much that he was unable to hear what I had to say.
Well, I nevertheless took issue with some of his statements anyway, and
apparently today we are going to have a repetition of that same thing,

because I can't possibly share his thinking without taking issue with

- some of the things he said.

It's rather interesting for me today to be in North Carolina and to have
so much of Texas on this part of the country. My close and good friend,
Jack Reiner, whom I worked with in the department there in Texas for some

. 3% years or so is here, and I was happy to know that he was in the city,
and Vestal and were both reared in what he chooses to term, a small East

;lTexas village. They were different villages but they were both small and

. they were both in East Texas. I do have to confess to the fact, however,
" that I am not a cultured farm boy, I'm just a poor East Texas small village
~ boy.

I served under appointment by Covernor Price Daniels there in the State
" Board of Insurance in Texas. It is the second largest insurance department

. in the Nation, with employees numbering about 400. The full-time three-

member Board has among its other functions and responsibilities the making
of rates on some $600,000,000 premium volume annually. At least that's

| what it's level was in 1961, at which time I left and moved to New York City.

3
ol
5
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i Included in these duties was the responsibility of passing on deviation,
~ which was a considerably important responsibility and which permitted

" me to learn quite a bit about it and quite a bit about how it gets into

. a run away out-of-hand aspect so very easily. Testimony to that fact--
just a week or so ago, the present State Board had a hearing on a

. home owner's matter, indicating that over 80% of all the home owner's

. volume is now written at a deviated rate; therefore, they proposed to

. change the rate to the lower figure, which will accomplish absolutely

' nothing, but continue the confusion that was put into effect many years
- ago when that deviation section was put in that jrating law there.

Something has been said about putting deviation rates in States where the
all-industry bill is in effect. I want to observe with you that that is
a considerably different proposition than using a deviation in a one-rate
law of a State, particularly when that one-rate law is in such an area

of vital concern to the public as auto liability insurance. Vestal
referred to the fact that an insurance commissioner should approve a rate
and that the rate should be used only after the Commissioner has approved
it. For a moment I thought that he was advocating prior approval of
rates but I am confident that that was not the case. He didn't say that
the Commissioner should give prior approval,he just said that the
Commissioner should approve it.

CHAIRMAN: May I interrupt? I feel like in .a way you are in rebuttal to
one of the previous witnesses, and I want to point out that in recognizing
you, you are to stick to the brief prepared for this session, because, in
all fairness if we are going to allow you to rebut Mr.Lemmon's testimony
then we feel he or his representative should be allowed to rebut yours.

DR. STRAIN: You want me to stick just to this brief here.

CHAIRMAN: And, if you refer to someone else's opinion, I am sure you are
very capable of doing it without calling the name.

DR. STRAIN: All right. Well, the primary reason that I did want to speak
to you was on this point of the Texas matter that he mentioned and that

is not in our brief because we did not refer to that since it is an out-of-
state experience. May I just share with you that one point on the Texas
insolvency picture. He referred to Texas as having produced a large
number of automobile liability insolvencies, and at the same time that
State has what he terms, a rigid rate law. I would like to point out one
thing to you, that when I was there I made a study of that and instructed
the Chief Clerk to the Board to go over to the Liquidation Division, one
of the six divisions in the State Board of Insurance which has existed
since 1939 to 1960 and tabulate those insolvencies as to whether they
occurred under the State-made rating law or whether they occurred

under the all-industry law, which type of law does exist for some lines in
that State; or whether they occurred under a type of rating law which
permits the company to price insurance at any rate it so chooses. There
are a number of companies that do that. They largely are in the categories
of Lloyds and county Mutuals. Over this 2l-year period, the greatest
failure rate occurred among those companies that priced insurance as they
pleased. The least failure rate occurred among those companies that sold
insurance at the State made rate. In this brief there is a considerable
amount devoted to the matter of dividends. I would like to make one other
observation, sir, and then if you have any other questions, I will be glad
to answer them.

You will note that we did not compare dividends with deviations. The
specific reason that we did not compare those two on an attempted compara-
tive basis is that it is not realistic to compare dividends of one or more
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. companies with the percentage that they would have deviated for a prior

" period. This is like comparing history with fiction. Only if a

' predicted deviation exactly coincides with the history of a company's
experience of dividends, can this comparison be correctly made. For
that matter, deviation may be less than a current dividend scale, if the
" deviator follows a conservative prediction policy for the future. In
- other words, to say today that we predict tomorrow what is going to happen
| and then tomorrow to compare what actually happened with what we had
- predicted, is an unrealistic comparison. You are comparing yesterday with
. tomorrow. And only if you assume perfection can you make that comparison.
" On the other hand, a deviation may be lowerthan ‘a current dividend scale if
| the deviator intends to cut rates in a price war below what it expects is
necessary for a profitable operation. So the making of a deviation is
' essentially the setting of a hoped for rate that is based on the future
. performance of that deviator. The payment of the dividend on the other

hand, is the payment out of what has actually resulted and actually has
happened. In the area of auto liability insurance, the payment of a
dividend, as your Legislature has wisely provided in your rating law, is
admirably more suited than provision for deviation because of the time
lag between the payment of the auto liability insurance premium and the
period of the payment for a claim which has been incurred thereunder.

If there are any questions, I will be glad to answer them.,
CHAIRMAN: Is there any question any member would like to ask of Dr. Strain?

REP. HIGH: How is the practice of deviation inconsistent with North
Carolina's Safe Driver Award Plan? Can the two live together in other
words?

DR. STRAIN: Well, harkening back to Texas where I have had the most
experience in this area, we had a Safe Driver Award Plan in the automobile
insurance area which pays the citizens of Texas some $20,000,000 a year
for several years. Deviations were not permitted under that law. I

don't know the specific reasons that the Legislature there used in not
putting that in that law. I was not in the Legislature. I was not there
when the automobile law was passed, which was in 1927 I think. It provided
for state-made rates on it. I can only say that the payment of dividends
under any plan of insurance is far safer to the public over-all than
permission of deviation. The provision of the Safe Driver Award plan
provides for an immediate discount based on a Safe Driver's experience

and the qualifications used in determining whether he is a safe driver or
not. He gets an immediate discount in that instance.

REP. HIGH: Well, I take it then that you fear that under a deviation

rate structure that if a company should have a disastrous year then it
~would not have collected enough to pay its obligations. It would result in
an insolvency and the public in general would suffer. Is that your
principal objection then to deviation?

DR. STRAIN: That is one of my principal objections. Certainly the public
would be the sufferers anytime an insurance company becomes insolvent.

They suffer directly and indirectly. They suffer indirectly in that they
lose confidence in all insurance companies, and this is bad for the public.

REP. HICH: Well, under the Safe Driver Award Plan you do not fear that
that would be possible because the limited number of people who get the 10%
discount would not actually affect the solvency of the company.

DR. STRAIN: I would say it still is possible, sir, but I would say it
is much less probable.
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f@BP.}HGH: Could we have both deviated rates and a Safe Driver Award
Plan?

VDR.STRAIN: It's anceivable, yes. But you could also have complete
 freedom of insurance price making. That's conceivable too.

CHAIRMAN: I would like to ask the same‘question in a manner. I notice

;ere on the letter from the Association to me, in the second paragraph,
which is really an outline of your whole brief. You say it must be

;remambered that in North Carolina our laws provide for uniform rates,
“and theSafe Driver Award Plan for compulsory insurance, with dividends

permitted. I have inserted this word so I could ask the question.

' You sav, "with dividends", and I have inserted "and deviation opermitted".

. Yr. Lemmon has said that if deviation were allowed in N.C. it would
. save the policyholders $3,000,000 a year, and the N. C. Association of

' Insurance Agents have said in their brief that by using the Safe Driver

. Reward Plan, in fact 90% of the policyholders of the State are receiving
' that 10% discount, and therefore you are saving the policyholders

. $5,000,000. Now what I want to know as far as the policyholders are

| concerned is, is it possible to save the $3,000,000 by deviating and

' save the $5,000,000 by having the Safe Driver Reward Plan in operation?

. TAYLOR: I doubt if that is a realistic possibility on that point,

. 2bout deviations. It would be true to say I think, using the present
. commissioner as the source for this remark, that a deviating company,
. generally speaking, is after a higher rate from which they can deviate. If

they would guarantee or state in fact that we would discount your insurance
10%, it is obviously to their advantage to have the rate level higher.

| Therefore, in general it would be fair to say that a deviating company
. which might charge less is in favor of a higher basic rate. I don't know
~ whether that is pertinent to your question.

CHAIRMAN: Well, I don't know if it answers it completely. I hope that if yot

have additional information on that you will send it to the Committee.

I note on page nine of your brief, you said even if a motorist has his
insurance through an Assigned Risk plan, he can still qualify and will
receive his Safe Driver Reward. I think maybe if we have a true picture
of that, he may or may not receive it, because all of us are aware that

f.there are two types of assigned risk. The good assigned risks that could
. receive the 10% and the bad assigned risks that could not, and that point
~ was not made clear in your brief.

f MR. TAYLOD: You are correct.

REP. JOHNSON: If a person goes under assigned risk as a bad risk and then
for three years he has no accident record or no points built up, he then

~ becomes entitled to this 10% Safe Driver Reward. Is that correct?
f MR. TAYLOR: Correct.

. CHAIRMAN: May I ask if that is true if a man, say, was over 65 years of age?
. Let's say he is 70 years of age and all of a sudden he can't get coverage
* unless he goes under assigned risk; if in three years he didn't have any
- moving offenses of any type, would he be entitled then to come out from
L under the assigned risk so that he could buy more than 5-10-57

. MR. TAYLOR: Regardless of a man's age, if he has a clean record, he is
. entitled to the Safe Driver discount. So if he reaches 70 and has had no
" violations or accidents, yes, he must receive his 10% discount.

£ CHAIRMAN: But the problem there is that he cannot buy more thaa 5-10-5
i cxcopt in maybe a rarc instance.
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~ MR. TAYLOR: Your General Assembly amended that this past time wherein

- any applicants of Assigned Risk can receive 10-20-5 simply by requesting it.

| CHAIRMAN: Are there any other questions a member of the Committee would

' Tiks to ask Mr. Taylor or Dr, Strain? If not, I thank you gentlemen very

¥ nuch. The Committee may possibly be calling on your Association for
. additional information or testimony at a later date.

CHAIMMAN: I do want to ask you one other question. You state in your
brief, I don't know exactly where it is now, that your Association has

 taken this position in opposition to deviation because of compulsory

# insurance. I had discussed this with some members of your Association

that take a different view, that say actually that the two laws should
stand on their own merits and that in many States they have more laws
that are stringent more so than the ones we have in North Carolina

in regards to financial responsibility. I wish you would briefly tell us
vhy you make the statement again that you are taking the position you

are opposed to deviation because of our financial responsibility law or
sometimes better known as our compulsory law.

MR. TAYLOK: Basically because compulsory insurance means just that. Every
man must buy it, therefore, we believe that the policyholder should be
protected in the form of a uniform rate system. We believe that deviation
tends towards a chaotic price structure as they tend towards over-selective
underwriting and the other items mentioned which are not in the public
interest. Is that clear?

CHAIRMAN: The answer is satisfactory to me.

Thank you gentlemen, very much. At this time we would recognize Mr. ArchT.

Allen who represents the American Mutual Insurance Alliance. I believe
that is a group. of companies consisting of 50 or 52 members, licensed to do
business in North Carolina. I requested Mr. Allen to furnish the Committee
with a list of the companies.

MR. ALLEN: Mr. Chairman and members of the Legislative Council, I appre-
ciate the opportunity to be here with you just for a few minutes. As
Chairman Whitehurst has stated, the Alliance is composed of approximately
100 mutual fire and casualty companies licensed in the United States. of
that number, an accurate check revealed that 51 companies are licensed and
doing business in the State of North Carolina. I won't read the entire
list, but at the request of the Chairman I have the file and typical among
them is the Employers Mutual Company, The Hardware Mutual, The Liberty
Mutual, Lumberman's Mutual and other similar ones.

The position of the Alliance is briefly this, and in order to state it
accurately I will probably have to go back to 1961 when the General Assembly
enacted House Bill 936, which eliminated from our rating laws the

deviation section and at the same time put into effect a Safe Driver Plan,
making it mandatory. The position of the Alliance in opposition to that

bill at that time was not in opposition to the section eliminating deviation,
nor was it in opposition to a Safe Driver Plan to award benefits to
encourage safer driving on our highways, by affording safe driver reduction
in insurance rates. It was based primarily upon the draftmanship of the
definition of safe drivers, and since then the 1963 Legislature has remedied
or improved that situation. There are rating laws throughout the United
States and it has been stated by prior speakers; they have an almost uniform
test for rates, that is, they must be reasonable, adequate, not unfairly
discriminatory and not in the public interest.

The Alliance feels that with the administration of the mandatory rating
lay in N. C. over a period of years, and particularly since it was improved

by the Legislature enacted in 1961, that our State has_rates which meet
those tests. We have a governing committee that compiles rating datoe
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and statistics for the N. C. Automobile Rate Administrative Office.
Filings are made with the Commissioner of Insurance and then after hearing,
either approved or disapproved. Every member of the public has an oppor-
tunity to voice an opinion or to appear to either advocate or oppose
those rates. We feel that competition exists in the writing of automobile
liability insurance in the State of North Carolina; competition to a healthy
degree that will best be maintained by continuing in effect the present
law without deviation or mandatory rates. I will add just one other
thought--since the enactment of the 1961 bill eliminating deviation, this
question is now before the Federal Courts in an action brought by All-
state, Government Employees, Nationwide, N. C. Farm Bureau Mutual and
State Farm Mutual, against the Commissioner of Insurance and the Attorney
General of the State of North Carolina. It's an action for preparatory
judgment that was filed on March 13, 1962 in the U. S. District Court for
the Eastern District for the State of North Carolina to declare unconstitu-
tional and invalid the existing rating laws in our State. Pleadings and
briefs have been filed by the Attorney General in behalf of our Commissioner
of Insurance. The matter, as we understand, will probably be heard this
Spring sometime. We fecel that the laws are best left as they are, certainly
unless and until there should be some change in the law. When we advocate
the position of leaving laws as they are, it means State regula..on o7 the
c%ﬁiéﬁﬁﬁgnggwygﬁt}gg ig%ggﬁnce and not.further interruption by the Federaal
: oes any meémber of the Committee care to ask Mr. Allen any
question?

Mr. Allen I would like to ask you a question, if I may. If I understood
you correctly, your Alliance supports the changes in the Safe Driver Reward
plan as amended by the 1963 General Assembly, which in effect spelled out
that you would not receive points for certain minor moving violations.

MR. ALLEN: I don't know if I intended to go quite that far, Mr. Whitehurst,
but the position of the Alliance here is that the 1963 amendment removed some
language relating to minor traffic violations and other phases that had
caused problems and difficulties in the prior administration of the law.

CHAIRMAN: 1In effect then, you would have to say that that bill did take
those provisions out or minor violations which you thought were helpful
to the Reward plan.

MR. ALLEN: So long as the Safe Driver plan is kept in--that is, if the
reductions in premiums to drivers are offset adequately by increased-
premiums for unsafe drivers.

CHAIRMAN: Thank you very much. I don't know as I got a yes or no answer
on the question. Frankly, since most of the briefs of the Agent's Associa-
tions have made reference to the Safe Driver Reward Plan and the $5,000,000
it saves, etc., at this time I would like to ask Mr. Taylor that same
question. Does your Association support the changes made in the--well,

it wasn't actually changed because as you well know and most everyone here
does, the Safe Driver Reward Plan was not written by the General Assembly.
In 1961 the law was passed that directed the N. C. Insurance Commissioner
to set up a Safe Driver Reward Plan--that was done by Commissioner Gold

and then when the 1963 General Assembly met, it passed a law that spelled
out, or rather that prohibited points be given for certain minor moving
offenses. My question is, does your Association support the change made

in effect by this bill that was passed by the 1963 General Assemblv, which
of course, does not allow sonie insurance companies to collect as much
premium as they did in che past under the old reward plan? And, | want

to know whether you support the law as we now have it?

MR. TAYLOK: Without guestion we did and do support the changes. That was

an irritant that we heard about every day.
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§ CHAIRMAN: Thank you very much. I don't believe our first speaker, Mr.
. Lemmon spoke on that point. I feel that we have completed our list of
F speakers, but I feel in all fairness that since Mr. Cecil is here

' representing Mr. Lemmon and the National Association of Independent
Ingurers that since Dr. Strain did speak to a point Mr. Lemmon had made
about Texas, that in all fairness that if Mr. Cecil would like to say
. anything at this time we should offer him the opportunity. In fact, I
§ had a note sent to him sometime ago and told him that if he did want to
. speak, he could. So I would like to ask you if you would like to say

i anything. If so, I would suggest you come forward.

MR. CECIL: Mr. Chairman and members of the Committee, I assure you that

I am not qualified to speak in the sophisticated terms of some of the people
who have appeared before you. Neither do I want to carry this on to a
matter of statements and rebuttal. It was a new experience to me to

have rebuttals made in testifying before a Committee, and I appreciate
Chairman Whitehurst offering to us to answer if we K chose to.

There are only two or three itéms that I would like to reply to. Mr. Taylor
mentioned that deviations lead to over-selectiveness, and I would refer

you to the law in 1961 that members of our Association took a larger

share of Class 2 business, as Mr.Lemmon testified. I would also refer to
‘the percentage of total automobiles that are going into the Assigned Risk
plan which is 15.3% in N.C. with a country-wide average of 2.7%, South
Carolina with 6.5%, Virginia with 4.1%. So the reason as I see it that

the selectiveness goes about and is not confined to members of our
Association, is that it is done in self defense so that you do not take

more than your share and when it goes to the Assigned Risk plan, they

come back in proportion to your total writings. Deviation can be had or
independent rates or deviation from the rate in N. C., along with the

Safe Driver Plan, so you do not have to eliminate deviations to have

safe driver plans.

Mr. Taylor mentioned the rate comparison. I do not know the basis for

. his comparison. I have been privileged to make some comparisons in the

§ Southeast, and it depends on what you compare with. A little like the man
who said, "how is your wife", to which the reply was made, "compared to
what"? If you compare rates in N. C. with some of the rates filed indepen-
dently in some of the other States, I don't believe you will find quite the
answer that Mr, Taylor gave here so, again, it is a matter of what you
compare it with,

As to the matter of solvency that Dr. Strain mentioned and going back to
, the record of which companies were insolvent, I'say to you that solvency
P is not dependent upon the capital and surplus of a company, and is not
. dependent upon uniform rates; it is dependent upon something that you
cannot manage. You can supervise but you can't manage, and that is good
judgement and good management. Pardon a personal reference, but I went
through the small company deal from scratch and with pardonable pride, I
will say it was a successful operation and we did not have a uniform rate,
we formed our own rates and I give that to you as the answer to the
statements made which would lead you to believe:that high capital and
surplus requirements and uniform rates prevent insolvencies. I do not
agree with that and I do not believe the record. It isn't what I believe
as much as what the record shows. The statement was made by Dr. Strain
concerning deviation that if you are going to deviate, it must be from a
rate too high. Now, I ask you, how do you pay dividends unless it is
from a rate that is too high? I don't think there is any difference there.
Speaking of deviation; everybody here seems to be talking about deviations
! and competition as being downward. Deviation can be upward and if companies
~ were permitted to write in here and upward deviation, I assure you that your
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?ﬁmmﬂation of the assigned risk plan would be decreased considerably.
| There are many people who would prefer to do it through independent
‘companies, choosing the coverage that they want than to go through the

| Assigned Risk Plan, with a limited coverage, so if you permit deviation
they could be upward also.

iIthink maybe that answers it, Chairman Whitehurst, and I don't want tO
¥ take up any more of your time.

QCHAIHMAN: Thank you, Mr. Cecil. Are there any questions or statements

. from any member of the Committee in regards to this entire hearing?

' If not, I would like to say as Chairman of the Committee that I appreciate

. very much all the people who have appeared. Your briefs and all were

' held, I thought to the proper time. ‘We had concluded the hearing earlier

 that I had hoped for and that's because you gentlemen have done a good job in

. making your presentations. We will have a hearing on the Safe Driver

| Reward Plan in the future and then we will have the final hearing on

~ the whole financial responsibiiity law, which will tie in deviation and the
gafe Driver Reward Plan. I would assume at that time that, in fact I have

¢ had several requests from the average man on the street who would like to

# be heard at our final hearing, and it would be my hope if the public wants to
. be heard that they know that they are welcome as anyone in N. C. is to

these hearings. 1 appreciate the press attending, as all of our meetings

7 are open at all times to all news media.

_ If there is no other business to come before this hearing, I'm going to,
' in a moment, declare the hearing closed. I would like to meet briefly
with the Committee. Those of you who are not menhers of ‘the committee,

enless vou would Caie to StTay. w»e woiild excuse you. uf course, anyone
is welcome to stay, but we would meet only a very few minutes.

I declare this hearing on deviation now closed.
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! STATEMENT
OF
NATIONAL ASSOCIATION OF INDEPENDENT INSURERS
SUBMITTED
TO
INSURANCE COMMITTEE
‘OF 'THE
LEGISLATIVE COUNCIL
NORTH CAROLINA GENERAL ASSEMBLY

Re: Deviations in Automobile
Liability Insurance Rates --
January 30, 1964 Hearing

The National Association of Independent Insurers is a trade association
which represents over 350 property and casualty insurers of all types -- stock
companies, mutual companies, reciprocals, and Lloyds plan. insurers. The 75
NAII members licensed to do business in the State of North Carolina write over
429, of the automobile liability insurance premiums written in this state.

The NAII was created in 1945, and operates today, principally

"To preserve reasonable competition and thereby to
encourage and safe-guard initiative, ent;arprise, im-
provement and development in the insurance industry
under such reasonable governmental regulation as is
essential for the protection of the public ik, 1

We are most appreciative of this opportunity to present our views to
your Committee on the matter of deviations in automobile liability insurance
rates.

Prior to September 1, 1961, insurers were permitted to deviate from,

‘that is, charge less than, the rates promulgated by the North Carolina Rate




Administrative Office if the deviation was first filed with and approved by
the Insurance Commissioner. House Bill No. 930, North Carolina Laws of
1961 (ratified June 17, 1961) eliminated the right to deviate and thus forced
all insurers to charge the same rates for their insurance.

Today rates for automopbile liability insurance in this state are fixed
on a mandatory, single rate basis for all insurers, but at what price and
to what end?

By arbitrarily precluding insurers from charging less than the rate
promulgated by the North Carolina Rate Administrative Office, House Bill No.
930 in the first year from and a.ftér its effective date cost the North Carolina
policyholders some three million dollars. in premiums which they would other-
wise not have had to pay. That is the amount of money which some insurers
did not want to charge but were forced to by H-930. Three million dollars a
year is a lot of money anywhere,.

But this modestly estimated figure represents only the immediate tan-
gible cost of requiring uniformity in automobile liability insurance rates., It
does not at all reflect the cost to the insuring public as a whole from pre-
venting any price competition in the automobile liability insurance industry.
In the absence of price competition how strong can the stimulus be to operate
efficiently and economically, to innovate, and to develop and improve forms
of coverage to meet the needs of the public?

In our industry, as in so many others, it is price competition which

has the greatest effect in stimulating continuing efficiencies in operation, in-

1. Deviations in effect prior to September 1, 196l ranged as high as 25%
less than the bureau rate.
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novation, and development and improvement in the ultimate product to meet
the needs of the public.

North Carolina policyholders have been deprived not only of the right
to purchase insurance for as much as 25% less, but also of many innovations
and improvements in classification plans designed to provide greater equities
among insureds by identifying and providing a befter rate for lower risk in-
sureds. Lower rates for owners of compact cars and for good high school
students are still not available in this state, despite their enthusiastic and
widespread acceptance almost everywhere else in the United States. And so
it has been with practically all other developments of consequence in the prop-
erty and casualty insurance industry -- installment payment premium plans,
package policies, continuous policies, medical payments coverage, to name a
few -- all these and much more have come about as a direct consequence of
‘competition and were initiated in those states which fostered competition.
Competition-less states are generally the last to enjoy the benefits of innova-
tion, and even today many of the widely accepted developments in our business
have not yet been made available to the people of North Carolina.

There are some who would contend that the ban on price competition is
not harmful because automobile liability insurers operating on a particiiaa.ting
basis are still entitled to pay dividends to their policyholders.

But from the standpoint of North Carolina policyholders this is no an-
swer. Dividends are not guaranteed; policyholtﬁié?s don't know the cost of
their insurance until the end of the policy period., Unler price competition, though
they immediately pocket and enjoy the difference between the bureau rate and
that of the deviating insurer. Also, there is a substantial cost to insurers in
handling the payment of dividends. What is returnable to insureds in the form

i



" of dividends is reducible by this cost, It is of interest to note that the aver-
_ age dividend percentage now paid by those insurers which formerly were able
to deviate is less than the percentage of their former deviations and some
are not now paying a dividend at all.

That insurers are entitled to pay a dividend if they want to is hardly
an argument to justify prohibiting them from making lower rates available to
their policyholders at the outset of a policy period, and it certainly does not
warrant denying policyholders of the right to buy insurance for less. Since
price competition in other forms of casualty insurance and in property insur-
ance continues to operate to the great advantage of North Carolina policyholders,
they may find it difficult to understand just why they should be denied the bene-
fits of price competition in automobile liability insurance.

To what end, then, can the eliminatipn of price competition in automo-
bile liability insurance be justified?

It has been contended that automobile liability insurance rates should
be uniform because this form of insurance is compulsory in North Carolina.
But New York State has both corﬁpulsory auto liability insurance and vigorous
price competition. Surely the fact that in North Carolina a motorist is re-

' 3 quired to have the coverage is no reason to deprive him of the advantages of
price competition - the right to purchase the coverage from sound, well-man-
aged insurers which can sell him insurance at a lower price.

It is sometimes said that deviating insurers are able to charge less
by "skimming the cream" of the risks and leaving bad risks for other com-
panies. But it would seem to be, in order for it to operate soundly, the
essential purpose of every insurer to gkim the cream!', that is, to reject
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the reckless, the irresponsibles, and .the chronic violators of highway safety

laws. No insurer, as a matter of sound business judgment, can want to

accept this kind of business. This is true whether or not the rates are uni-
form. Under uniform rates a well-managed insurer will undertake to weed
out these bad drivers just as it would where it can sell at a deviated rate.
This is clearly in the public interest because surely the majority of careful
drivers should not be forced to pay for the reckless fringe.

There are some who have asserted that uniform rates are needed to
prevent insurer insolvencies. But this assertion is entirely without support

of any of the serious studies in recent years of insurer insolvencies , In

fact it is almost ironic that Texas, the state with the longest experience under

a mandatory, single rate law, has had the most auto liability insurer insolven-

cies. Uniform rate laws are not a guarantor of solvency, and rate competition

is clearly not a cause of insolvency.

The Case for Rate Competition

Uniformity in automobile liability insurance rates is required in only
two other states -- Massachusetts, and only with regard to the minimum
coverage required under the compulsory auto insprance law, and Texas.

In every other State and in the District of Columbia competition in
the automobile liability insurance industry is fostered. The fact that all in-

novation, invention and improvements in automobile liability insurance and

2, BSee Insurance and Government, McGraw-Hill Insurance Series, University

of Wis. Foundation for Insurance Education and Research, No. 3, "Liquid-

ations of Insurance Companies', Sept. 1960 pp. 191-283. '"The Causes of
Insurance Company Insolvency,' Heins, Richard M,, Proceedings of 1961
NAII Annual Meeting, pp. 71-108. 'Insolvency in the Texas Insurance
Industry, 1939-1954," Staff Research Report No. 53-5, Texas Legislative
Council, December, 1954,
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related coverages have been initiatedbin the jurisdictions permitting flexibility
under their rating laws provides ample testimohy to the wisdom of Congress

in stating its faith in the competitive system in enacting Public Law 15 in

1945, But for that law the business of insurance would have been subject to
regulation by the Federal government under the antitrust laws and certain other

Federal laws. U.,S. v. Southeastern Underwriters Association (U.S. Sup. Ct.;

1944) 322 U.S. 533. Public Law 15 (the McCarran Act) gave to the states a
qualified right to regulate that business. In so doing Congress made it clear
that it contemplated a type of state regulation which would encourage competi-
tion. The report of the House Committee on the Judiciary accompanying the
enactment of P,L. 15 stated:

"Nothing in this bill is to be so construed as indicating it to
be the intent or desire of Congress to require or encourage
the several States to enact legislation that would make it com-
pulsory for any insurance company to become a member of
rating bureaus or charge uniform rates, It is the opinion of
Congress that competitive rates on a sound financial basis are
in the public interest.' (Emphasis supplied.) House Report No.
143, 79th Cong., lst Sess., Feb. 13, 1945,

In 1946 the National Association of Insurance Commissioners, in con-
junction with representatives of the property and casualty insurance industry
developed ''model" Casualty and Surety, and Fire, .Marine and Inland Marine
Rate Regulatory Bills which were designed to reflect and implement the intent
of Congress. An especially significant feature of these bills was the deviation
provision in each which permitted insurers to charge less than the rate pro-
vided in a rating bureau's filing. The need for such a provision, and thus
for rate competition was explained thusly:

N1t has become increasingly evident that any insurance rate

regulatory law which unduly restricts the desire of a carrier

to pass on a demonstrated economy to the insurance buyer is

not in the public interest.' Report of the Sub-Committee of

iy-.
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the Committee on Rates and Rating Organizations, National
Association of Insurance Commissioners, adopted by NAIC,

May 1946, "

’ The National Association of Insurance Commissioners has consistently
":eaffirmed its support of the principle of competition. In June 1959 it de-
‘:__lared "that it is in favor of vigorous laﬁful competition as to rules, rates
_and forms, subject to regulation by the States in the public interest. "' (Report
";of the Sub-Committee of the Committee on Rates and Rating Organizations,
.ITNAIC, adopted by NAIC Jt..me 1959.) Furthermore, in December 1962 the
;J'NAIG approved a liberalization of its ''model" bills' deviation provisions.

The Report of the Committee on the Judiciary of the United States Sen-
ate which was made in August, 1961, after a two-year study of the business of
insurance, made it altogether clear that éompetition in the insurance business
4 was still entirely in the public interest (Report No. 831, 87th Cong., lst Session,
pp. 111, et seq.). The important principles evidencing a current expression of

congressional intent with respect to P. L. 15 were epitomized (without disagree-

ment in the majority report) in the Committee's minority report:

e i L

1. The continued regulation of insurance by the several
States is in the public interest.

2. The rate regulatory laws of the various States should
be designed to encourage competition, subject to reason-
able regulation, to protect the public interest.

3, Mandatory bureau membership and uniform rates are in
derogation of these objectives.

4, The various States should review their regulatory prac-
tices in the light of these enunciated principles.

y The National Association of Independent Insurers strongly subscribes to

these principles, We have consistently and forthrightly advocated all of them

& since our inception in 1945, Today we are fearful lest the future of state

™
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regulation of the insurance industry be threatened by the failure of a few
states to give heed to the congressional interest in assuring reasonable com-
petition in the insurance industry.

Since there is today such widespread agreement in our insurance econ-
omy that flexibility in rates and responsiveness to .the stimulus of competition
are in the public interest, it would indeed be ironic for North Carolina to con-
tinue to deny its people the full measure of the benefits which competition can
bring.

On behalf of the National Board of Fire Underwriters, the Association
of Casualty and Surety Companies, and the Inland Marine Underwriters Associ-
ation it has been stated that: |

"It has been said many times that competition is the only true
regulator of rates and if this is so, then we should not need
today the same degree of regulation which may have seemed
appropriate immediately after the enactment of the McCarran
Act, Indeed, the entire concept of regulating price in an in-
tensely competitive business may be unsound and impractical.
The insurance business is no monopoly. Unlike a public utility,
it enjoys no exclusive franchise nor is it guaranteed a fair re-
turn on its invested capital. Insurance is a risk-taking business
not only from the standpoint of the coverage provided but also .
‘the capital invested. While it is true that the courts have
characterized insurance as a business impressed with a public
interest and have for this reason approved state regulation of
the business, this was more from the standpoint of protecting
the public against financial irresponsibility of insurance compan-
ies rather than affording protegtion against abuses flowing from
the absence of competition, k!  Statement of H. Clay Johnson,
NAIC Subcommittee to Review Fire and Casualty Rating Laws
and Regulations, February 9-10, 1961,

And it was only last November that the President of the National Asso-
ciation of Insurance Agents, in reporting on a four-day meeting between the
Executive Committee of the NAIA and a number of senior stock company
executives (with regard to schedule rating and expense modifications in connec-
tion with certain risks), stated that that meeting resulted in ''complete concurrence'
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that, among other things, ""The public should derive all the benefits of reason-
able competition in the market place."

The position of the American Society of Insurance Management, an or-
ganization made up of many hundreds of Buyers of insurance, has been stated,
in part, in the following terms:

""The kind and degree of regulation which should be applied to fire

and casualty insurance (or any other business) is that which accom-

plishes the proper governmental objectives with minimum restraint

on freedom of action and contract by those in the business of in-

surance and consumers of insurance ik, !

Conclusion

1 We submit that the case for competition in automobile liability insurance
rates must ultimately turn on whether it is in the public interest to deny the
public of the benefit of lower rates where such lower rates are found by the
Insurance Commissioner to be adequate. We submit that it clearly is in the
public interest to encourage reasonable competition subject to adequate regula-

tion, and we strongly urge your Committee to recommend that House Bill No.

930 (Chapter 1006, General Session Laws of 1961) be repealed in its entirety3.

§ 3. Should your Committee be interested in considering a more comprehen-

E sive revision of the North Carolina Rating Laws, we would welcome an

. opportunity to submit for your study a proposed ''model'' Property, Cas-

b ualty, and Surety Rate Regulatory Bill which has been developed by our

' Association. It may also be that your Committee would want to consider
the National Association of Insurance Commissioners' Proposed Consolidated
Casualty, Surety, Fire, Marine and Inland Marine Insurance Rate Regulatory Bill
which was approved by that organization in 1962"without recorded objection
by your then Insurance Commissioner,
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It is our sincere hope that your Committee will permit us to con-
tribute in any way we can to its further efforts on behalf of the public inter-

est of the fine people of North Carolina, and that you will not hesitate to

call upon us for such assistance as we might be able to provide.

Respectfully submitted,

Vestal Lemmon

General Manager

CC:; Hathaway Cross, Esq.
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INITED SCAVICES AUTOR- DIDILE ASSOCLIATION

USAA BUILDLING SAN ANTONIO, TEXAS

VIA AIR MAIL

coL. CHARLES E. CHEEVER, U. S. A RET.
Honorable Sam L, Whitehurst, Chairman A
I.surance Committee of the Legislative Council EOL B TLACOMARD: Bk R BT
dayboro Road COL. €, G. SCHENKEN, U. S. A.. RET.

- VICE PRESIDENT -TREASURER
New Bern, North Carolina
M. C. KERFORD, VICE PRESIDENT SECRETARY

cOL. JACK H. GRIFFITH, U. 5. A., RET.
VICE PRESIDENT, UNDERWRITING

META N. WILLIS, VIce PRESIS NT-COMPTROLLER
Mad H. WIER, JR.. VICE PRESIDENT, CLAIMS

MAX H. WIER, SR., VICE PRESIDENT EMERITUS
GENERAL COUNSEL

January 20, 1964

Dear Mr. Whitehurst:

This brief is being submitted in compliance with the invitation of December 27,
1963, on the subject of deviations for automobile liability rates in che State
of North Carolina, It is our purpose to furnish the Committee with factual
information upon which it can base its conclusions to allow for deviations for
automobile liability insurance in the State of North Carolina.

he United Services Automobile Association 1is a reciprocal inter-insurance
exchange and eligibility for membership in the Association 1is mainly composed |
of active and retired commissioned officers and warrant officers of the United

States military services. We have in excess of 625,000 automobile policies in |
force all over the world. All underwriting is done by mail out of the home

,ifice in San Antonio, Texas, and all claims are handled by independent adjusters.

. le have no agents for soliciting business, no branch offices, and no staff

adjusters, All claims are supervised from the home office,

Wwhiie vids association is not in a position to speak for any other company doing
Lusiness in the State of North Carolina, we do offer the following for your con-
; sideration as it applies to the generally accepted rate-making formulas and as
such relates to our operation,

Since all companies must charge the same rate for automobile liability insurance
in North Carolina, the rate for these coverages must be set high enough to pro-
duce a profit for any class of insurer, The rates set must be based on the
experience and geared to the highest expense level of insurance companies having
the most expensive type of operation, The principal factors which govern the
expenses a company experiences are those dealing with the acquisition, processing,
and servicing of the policies it writes. Allowances in the rate-making formula

frevraa o TAYLOR 4-5330 TELEGRAPH: SAN ANTONIO. TEXAS CABLE: USAUTO
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for production and general underwriting expense are the main components of such
formulas. The expense elements for production and general expenses vill vary
substantially between companies depending upon their method of operation and
the economic effectiveness of their managements,

Under the rating system in effect in North Carolina many policyholders are
required to pay a substantially greater rate for their automobile insurance
since the carriers are not permitted to adjust their rates to reflect their
individual operating expenses, In order to dewoustrate to the Committee the
results and effect of variations as to the methods of doing business by the
various types of companies, we offer the following comparisons. The rate-making
formulas used by the licensed rating organizations throughout the United States
do not vary substantially between states. The countrywide rate-making formula
used by the National Bureau of Casualty Underwriters for automobile liability
insurance provides for expense loadings by function. Set out below is the
expense formula used by the National Bureau of Casualty Underwriters in its rate
filing as compared with the actual expense of this Association for the same
expense functions, excluding an allowance for profit and contingencies, for the
five-year period ending December 31, 1962,

AUTOMOBILE LIABILITY

NBCU USAA

Other Acquisition Expense 20.0 12.0
General Expenses 5.5)

Inspection, Exposure, Audit, ) 0.4
Bureau, ete, 1.0)

Taxes, Licenses & Fees 2.9 2.5

Total 29.0 14.9

You will note from the above that due to this Association's method of operation
our actual expenses for automobile liability insurance countrywide is approx-
imately 50% less than that used in the rate-making formula by the National Bureau
of Casualty Underwriters,

In addition, I am setting out below a comparison of this Association's country-
wide operating results for automobile liability insurance as compared with that
of all other companies., Since we do not have available the countrywide results
for companies licensed in the State of North Carolina, we are using the data
compiled by the New York Insurance Department from the insurance expense
exhibits,
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AUTOMOBILE BODILY INJURY AND PROPERTY DAMAGE COMBINED

COUNTRYWIDE EXPERIENCE

Total
Premiums Earned losses Incurred Expenses (Adj.)*
All All All
Companies USAA Compauics USAaa  Companies USAA
1958 1,818,738,989 20,335,375 64,1 50.6 45,0 31.6
1959 1,957,036,553 24,354,496 60.6 47.8 43,2 30.3
1960 2,121,796,057 27,615,414 58.4 48.0 42,7 29.4
1961 2,192, 111,777 29,942,498 58.3 46.0 43.5 33.5
1962 2,285,250,256 33,116,913 58.3 41,0 43,7 31.3
Total 10,374,933,632 135,364,696 59.8 46.2 43.6 31.2

* Commission & Brokerage) . patio to premiums written,
Taxes, Licenses & Fees)

Other Expenses - Ratio to premiums earned.

You will note from the above five-year comparison that this Association's

total operating expense is considerably less than the countrywide results of
all other companies writing automobile insurance, Not being permitted to dis-
count our premiums by the known expense differentials places an unnecessary
financial burden on our automobile policyholders in the State of North Carolina.
It has been the practice of the Association to discount its rates for the known
expense differentials, Additional profit realized from favorable underwriting
is returned in the form of dividends., The current dividend on automobile
policics in the State of North Carolina is 33.8% of the premium paid.

In further support, the following sets out this Association's experience for
the State of North Carolina from our date of licensing in 1955 through 1962,
You will note that our experience in North Carolina does not vary substantially
from our total countrywide experience as set out above, In order to determine
what percentage deviation could be justified the following experience has been
converted to manual rates, since our actual experience was developed at a 20%
deviation for the years 1955 through September 1, 1961,
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AUTOMOET - ODILY INJURY AND PROPERTY DAMAGE COMBINED

NORTH CAROLINA EXPERIENCE

Premiums losses Loss

Earned _ Incurred Ratio
1955 17,827 8,947 50,2
1956 248,684 95,237 38.3
1957 293,200 L15, 404 39.4
1958 355,118 137,188 38.6
1959 454,343 268,585 59.1
1960 538,879 212,905 39.5
1961 648,616 348,311 53.7
1962 822,005 371,011 47.5
Total 3,378,678 1,557,648 46,1

Based upon this Association's experience in the State of North Carolina as
set out above, we would be in a position to support a 20% downward deviation
and return upon expiration approximately 23.5% in dividends.

In view of the above; this Association respectfully urges the Committee to pro-
vide for deviations on automobile liability insurance rates in the State of
North Carolina.

v Juck G, Reiner Actuary for the Association, will be at the public hearing
on January 30 and will be available to explain further our position and to
answer any questions the Committee may have,

Very truly yours,

C. E, CHEEVER
Colonel, USA Retired
President

JGR:bsr
Encl,

Copies to:
Honorable Irwin Belk
Honorable R, E, Brantley
Honorable Sneed High
Honorable T, Clarence Stone
Honorable H, Clifton Blue
Honorable Hugh S, Johnson
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603 FIRST CITIZENS BANK DUILDING
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January 22, 1964 h

Honorable Sam Whitehurst, Chairman

Insurance Committee of "the legislative Council
Bayboro Road

New Bern, North Carolina

Re: Why the Public Interest is Best
Served by North Carolina's Pre-
sent Automobile Rate law.

Dear Rep. Whitehurst: {

Thank you for giving us an opportunity to present to you and the
members of your Committee our views on the subject "deviation of auto-
mobile liability rates" which is pefore you at this time. In line
with your invitation, we present herewith our brief for the hearing.

A copy of this letter and the brief are being sent to all members of
this Insurance Committee. This letter is an outline of our point of
view in this matter. The attached brief contains more information

and an elaboration of our position.

As for the subject before you, we believe the present automobile rat-
ing law is reasonable and fair for the majority of the citizens of
North Carolina. In the long run our present law will definitely prove
itself to be in public interest and will help preserve & ready market
at a price the majority of our motorists can afford. It must be re-
membered that in North Carolina our law provides for Uniform Rates
under a Safe Driver Reward Plan for Compulsory Insurance with Dividends
permitted. The following points are the basis for our conclusion.

La A Deviation'Law Would Increase the Cost of Automobile Lia-

bility Insurance for Our Safe Drivers. If our deviation law

is reenacted, it is estimated that it would increase the cost
of automobile liability insurance for Safe Drivers more than

5 million dollars annually. Under the present law 90% of
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our motorists qualify as "Safe Drivers". They receive a
10% discount and are eligible to receive a dividend.
Furthermore, membership fees formerly charged by several
deviating companies have been discontinued. This is demon-

strated graphically in the attached brief.

Deviations Bring About Overselective Underwriting. A de-
viating company is, forced to restrict its writings to a
highly selective class of motorists. For example, this

means that motorists over or under certain ages, or drivers
who have been involved in an accident, may not meet their
nstandards". This means, too, that a'deviating company
would be taking the "cream" of the business, leaving other
motorists to shift for themselves. Many companies that don't
deviate are willing and able to write a larger share of the
risks and are performing a much broader public service. The
market for automobile liability insurance must be preserved
and it is not in the public interest to allow a few com-
panies to disrupt it. An analogy is the problem of obtaining
windstorm insurance along our coast. ILittle if any of this
protection is written by the over-selective, deviating company.
Obviously, this practice is not in the public interest.

Deviations Tend to Cause Ruthless Cancellations. In order to

remain eligible for a deviation, the motorist must not only
be a select risk at the start, he must continue to be a select
risk. When for some reason the company thinks he no longer

meets their qualifications or standards, his insurance can
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merely be cancelled on an impersonal basis. With this
stigma of.éancellation he will, in many cases, discover
that it 1s virtually impossible for him to obtain this com-
pulsory coverage except through the Assigned Risk Plan as
many companies hesitate to insure cancelled motorists.

v Deviations Tend to Cause Restrictive Claim Practices. A de-

viating company has fewer dollars with which to pay their
losses and expenses of operation. It follows that undue re-
striction in claim payments becomes a serious temptation. As
cut-throat competition forces companies to increase their
deviation, restrictive claim practices are even more tempt-
ing and economically necessary. For some time members of our
General Assembly have expressed their concern about this
problem, and laws to promote fair and equitable settlement

of all claims have been enacted.

5. Deviations Are Unnecessary When a Safe Driver Reward Plan is

Utilized. This is because the Safe Driver Reward Plan provides
a uniform method, established by a duly elected official, for
rewarding motorists for safe driving habits. Heretofore the
"standards" were established by the deviating companies them=-
selves to be made available only to the motorists they elected
to insure. Under the presént law all motorists receive their
reward from any company with whom they desire to insure. Even
those who are now in the Assigned Risk Plan are entitled to

and receive safe driver discounts.
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6.

Deviations Are Unnecessary as Dividends are Permitted. As

previously mentioned, all companies aré required to reward
safe drivers with their discounts. In addition, any company
can pay a dividend. Thus, tﬁe existing rate law does not
deny an insurance company the right to sell for less if it
so desires. As a practical matter, dividends are returned
to policyholders in the form of a credit on the renewal in-
voice. To the motorist, therefore, there is no-difference
between a deviation and a dividend.

Compulsory Insurance Requires Stricter Regulation Than Op-

tional Types of Insurance. Since the North Carolina laws

compel our citizens to buy certain types of insurance;
namely, Automobile Liability and Workmen's Compensation;
adequate laws must be in force to regulate properly the
price to be charged. Obviously the law of supply and de-
ﬁand doesn't apply for compulsory types of insurance and
our citizens must have the protection of uniform rates
administered by our Commissioner of Insurance.

North Carolina's Present Automobile Rates Are Lower Than Any

State East of the Mississippi, Except Maine and Delaware.

Thirty-seven of our fifty states have rates that are higher
than those in North Carolina. The average private passenger
car rate in North Carolina is less than $46.00 compared with
a national average of about $67.00. Thislis proof that our
present rate law protects our citizens better than the rate

laws of other states.
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Details supporting each of these and other points are included in our
brief. We believe the question to be decided is: What is the greatest
good for the greatest number? We hope this presentation will assist
you in arriving at your conclusion to that question. Every member of
this Association throughout North Carolina will appreciate your calling
on us for any amount of assistance we can render to help keep North
Carolina's automobile liability insurance rates fair and reasonable

to all motorists.
Respectfully submitted,

Walker Taylor, Jr., Chairman
legislative Committee
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FOREWORD
As directed by Senate Resolution 650, the Insﬁra:nce Committee
of the Legislative Council is beginning its study of our automobile lia-
bility insurance laws and its uniform or no-deviation rate requirement.
While this particular hearing is directed specifically to a study
of our no-deviation rating law, it is impossible for us to ignore the
following facts:

1. In 1957 the General Assembly enacted Compulsory Automobile
Liability insurance on a trial basis - until May 15, 1961.

2. Prior to May 15, 1961 the 1961 General Assembly continued
compulsory insurance indefinitely. :

3. With compulsory no longer a temporary measure, our rating
laws had to be adjusted accordingly to help preserve a ready
market for this vital coverage.

4. The motorists of North Carolina expressed concern about the
increasing cost of this insurance and demanded a plan to
reward safe driving.

5. Today automobile liability insurance is still "compulsory";
there is an adequate market for this protection at a reason=-
able price; our motorists are being rewarded for safe
driving.

Thus, our views on the deviation questioﬁ aré influenced by these

facts. If automobile liability were not compulsory our views would be
different. A uniform rate law without a reward plan for safe driving does
not appear to be in the public interest. For the foregoing reasons, itl
is not possible for us to confine our views solely to the no-deviation
rating law.

The fundamental principle of the pricing of insurance is that the
premium one pays is actually the "average' premium for a large number
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of people of similar characteristics. The Maverage' is established by
comparing the most recent loss experiencle of this credible large group

to the pre-determined norm or expected loss experience. For many

types of insurance more than one large group exists and each will have

a different average. In the case of automobile liability insurance, there
are a number of large groups of car owners which are classified as to sex,
age, car use, car type and place of principal garaging.

With so many classifications it is not possible for anyone insurance
company to rely on its own loss record to establish a rate for each
classification. For this reason our General Assembly has provided for
rating bureaus which must collect the loss experience for all companies
operating in North Carolina. This experience is studied and a proper
Haverage! or rate level is submitted to our Commissioner of Insurance
for his review and approval.

As for the rating of automobile liability insurance in North Carolina
o 1 Arﬁcle 25 of Chapter 58 the 1939 General Assembly created the North
Carolina Automobile Rate Administrative Office and required a.il compa-=
nies writing automobile liability insurance to become members thereof.
This law further stipulates that all such policies must conform to the rates,
classifications, rules and standards made and filed by this rating bureau
and approved by our Commissioner of Insurance. In approving requests
for changes the Cornmissioﬁer must determine, after propér notice to the
public and a hearing, that the proposed changes are reasonable, adequate
and not unfairly discriminatory. For a compulsory type of insurance the
Commissioner must do his utmost to preserve a ready market for those

who must purchase it. i o
e



1. A Deviation Law Would Increase the Cost of Automobile Liability

Insurance for our Safe Drivers. In a speech delivered to the Kiwanis

Club in Lumberton on January 3, 1963, Commissioner of Insurance
Edwin S. Lanier stated:

1A few out-of-state insurance compa_nieé, whose record of
inconsistences constantly scream at me, are, in my opinion
and judgment, now engaged in a studied, calculated effort to
sabotage, torpedo, and destroy North Carolina‘'s wise uniform
rating law..soe

"It is also my conviction that the ultimate objectives of their
submarine efforts are: first, to knock out completely this
State's 'Compulsory Automobile Liability Insurance Law!(the
Vehicle Financial Responsibility Act of 1957), and the 1961
1Safe Driver Reward Plan'; second, to sandbag other States
into maintaining liability insurance laws which are almost
sterile for protecting the public interest."

Under the present law about 90% of our motorists qualify as vSafe
Drivers' and receive a 10% discount. Furthermore, they may also
receive a dividend, depending on the company with whom they are
insured. Finally, when deviations were disallowed, several deviating
companies stopped charging a membership fee to new policyl_lolders.

.On Appendix A the present net cost of automobile liability insurance
is shown for each company with an approvéd deviation in 1961, This is
compared to the cost their Safe Drivers would pay if the deviation law
were re-enacted. In only one instance wOuld the cost be as low as it
is today. Furthermore, Safe Drivers insured by other companies
would lose their Safe Driver _discount t_o.(::\. ‘It is estimated that if our
1961 rating law were re-enacted, it woﬁld increase the cost of automo=
bile liability insurance for private passenger car owners more than 5

million dollars annually.
-




In considering the price to be charged for any type of insurance
our Commissioner of Insurance must concern himself with the
overall adequacy of the premiums being collected. In his decision
establishing the Safe Driver Reward Plan in 1961, Commissioner
Gold stated:

"The adopted Plan does not replace the necessity of review=~

ing the basic rate level from time to time in accordance

with automobile liability rating law. Consideration is pre-

sently being given to the Rate Office's proposal to adjust

liability rates upward in order that there may be an ade-

quate rate level, Public hearings have been held in that

connection and a decision on the Rate Office's filing to

adjust rates upward will be given at a later date."

Appendix B is a copy of Commissioner Gold's decision approving
the Rate Office's request for an upward revision in liability rates
for private passenger cars. In this decision Commissioner Gold
stated:

"To reject the filing would be to ignore evidence and law.

.That cannot be done, and it is hoped that the Safe Driver

Reward Plan, which will become effective at the same

time as the rate increase, will serve as an incentive for

safety on our highways."

While there are no statistics to justify it, there are many who
feel that our Safe Driver Reward Plan is actually making a number
of motorists more conscious of our safety laws. Let us hope that
this and other measures will result in a reduction in accidents,

injuries and deaths on our highways.

Deviations Bring About Overselective Underwriting. Several of

the deviating companies spend tremendous sums of money adver=-
tising that their insurance is cheaper; that a large number of

'




motorists qualify for their insurance; that they are the "careful
drivers! insurance company. Such slogans clearly indicate that
they are only interested in insuring a very select group of our
motorists - the above average driver. The following paragraph
from the editorial in the Winston Salem Journal, June 6, 1961
(See Appendix C) states the problem very well.

"But what reportedly is happening is that the so-called cut-
rate companies drain off the superior risks by offering
insurance at rates lower than the maximum. Since under
the law, they are permitted to refuse insurance to any

applicant, they are selecting only the superior risks and
leaving the average and poor risks for the other companies. "

Quoting further from this same editorial:

"And while it (North Carolina's No-deviation Rating Law)
does fix prices that the public must pay, it is price fixing
that we have to concede has been made unavoidable by the
compulsory aspect of the liability act. So long as the
Commissioner of Insurance watches the rates in the public
interest, we can live with it."

3. Deviations Tend to Cause Ruthless Cancellations. The matter of

cancellations of insurance policies has concerned our Geﬁ.eral
Assembly for some years. In 1945 the-General Assembly enacted
the Blue Bill (GS 58-251,2) in order to regulate the cancellation of
accident and health policies. In practically every session since that

time one or more bills have been introduced in an effort to control

cancellations of automobile liability policies. The companies them-
selves have recognized the problem and sought approval of a Limited
Cancellation Endorsement (Appendix D). In 1963 the General Assem-~

bly amended GS 20-310 to require the use of this endorsement.
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As previously stated, deviating companies review carefully all

applications for insurance. They likewise keep a close check on

their policyholders. Once a policyholdei' ceases to meet their stan~

dards his insurance is cancelled. In many cases these motorists

still meet the more liberal underwriting standards of other companies

and do obtain this vital protection with a minumum effort. Unfortun-

ately, for many others, the only remaining market is the North Caro~-

lina Assigned Risk

Deviations Tend to

Plan.

Cause Restrictive Claim Practices. Due to the

fact that deviating companies have fewer dollars with which to pay

losses, there is a serious temptation for them to be restrictive in

their claim payments. Furthermore, as cut-throat competition

forces them to increase their deviation even more, restrictive claim

practices become an economic necessity, if the company is to

operate at a profit,

Tt must be remembered that claimants under

these policies are not their policyholders. Rather, they are motorists

or pedestrians who have suffered injury or loss of property as a result

of the negligence of their policyholders.

Our General Assembly has demonstrated its concern about the failure

of insurance companies to settle their just claims, Inan effort to

encourage them to settle small claims, the 1961 General Assembly

enacted GS 60-21,1 which provided that a judge may allow a claimant's

attorney fees to be

or less, The 1963

taxed as part of the court cost where awards are $500

General Assembly increased the maximum judgment
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to $1, 000, In addition, the 1963 General Assembly amended GS 58-39

sj:a.f.'ing that if an insurance ﬁompa.ny fails to acknowledge a claim within
60 days after receiving written notice thereof, the Commissioner of
Insurance could suspend, revoke or refuse t:'o renew the company's li-
cense to do business in North Ca.l;olina. l
|

Further evidence of this problem is shown in a study of the loss
statistics of the Assigned Risk Plan._ Since'i'no company is free to pick
and choose these risks, the claims frequenc%y of deviating and non-

it
deviating companies should be about even, providing there is no differ-

ence in claim practices. Most deviating companies report their loss

data to the National Association of Independent Insurers and we are

advised that in North Carolina the experience of these deviating com=-

panies accounts for more than 70% of the entire volume reported by

this statistical agent.

The other deviating companies constitute an

insignificant portion of the experience reported by the other statistical

agents.

panies reporting to the named statistical agents:

COMPARISON OF CLAIM FREQUENCY FOR ASSIGNED

RISKS FOR COMPANIES REPORTING TO TWO STATIS-

TICAL AGENTS IN THE YEAR 1959

The following chart compares the claim frequency for com-

Type of Natl. Bur. Cas. Underwriters Natl. Asso'n. Ind. Insurers
Assigned Risk Exposure | Claims |Frequency H Exposure | Claims | Frequency
Surcharged 13,425 880 6.6 26,259 942 3.6
Manual Rate 32,997 1926 5,8 33,838 1413 4,2
Total 46, 422 2806 6.0 60,097 2355 3.9
% Surcharged 28.9 43,7

Exposure: Number of cars insured for 12 months

Frequency: Number of Claims per 100 insured cars

il

o e — S ———



M e o - T

One can only conclude that the claim practices of deviating companies

have resulted in fewer paid claims than for other companies, Incidental=

ly, there is a significant difference in the percentage of Assigned Risks
that were surcharged - only 29% for com;pa,nies reporting to the National

Bureau and nearly 44% for companies reporting through NAIIL,

Deviations are Unnecessary when a Sa.fe'.DriVer Plan is Utilized. House
Bill 930, enacted by the 1961 General Assembly, re-wrote GS 58-248. 8
and directed our Commissioner of Insurance "to establish a Safe Driver
Reward Plan which adequately and factually distinguishes between
classes of drivers having a record of chargeable accidents, convictions
of major traffic violations and/or a series of minor traffic violations,"
The 1963 General Assembly deleted the phrase "and/or a series of
minor traffic violations' and set forth in the law the maximum number
of points that could be assigned for various convictions and chargeable
accidents.

It is significant that our Safe Driver Reward Plan became effective
when deviations terminated - September 1, 1961, Prior to that date
deviations were a type of reward for some.sa.fe drivers, but now the
General Asaembiy has provided a uniform method to reward all safe
drivers. The standards are clearly set forth in the law and all com~
panies writing automobile liability inmri-nce in North Carolina must
reward safe drivers according to these standards. Stated another way,
any car owner who qualifies for the 10% Safe Driver Reward will

receive that reward from any of the 248 insurance companies licensed
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to write automobile liability insurance iri North Carolina., The standards
cannot be varied by any of these companies -Ionly the Commissioner of
Insurance and the General Assembly can -do this. Even if a motorist
obtains his insurance through our North Carolina Assigned Risk Plan,

he can still qualify for and will receive his Safe Driver Reward.

Deviations are Unnecessary Since Dividends are Permitted. GS 58-97

states that "Any pé.rticipa,ting or dividend paying company, stock or

mutual. ......may declare and pay a dividend to policyholders. ' With
only two exceptions all former deviating companies are paying a divi-
dend to their policyholders. As for the two companies not paying a
dividend, the 10% reward they must pay to safe drivers is equal to the
former deviation of one of them and twice as much as the deviation of
the other company. Thus no company can j:ruthfully say that our uni=-
form rate law dgnies them the right to ""sell for less'. As a practical
matter, dividends are returned to policyholders in the form of a credit
on the renewal invoice and to the average motorist there is no-differ-—

; ence between a deviation and a dividend. The dividend declared by

each of the deviating companies in 1962 is shown on Appendix A,

7. Compulsory Insurance Requires Stricter Regulation than Optional

Types of Insurance. While it is not proper to compel a citizen to

protect property he owns, the laws of most states have recognized
their responsibility to protect citizens from loss resulting from
bodily injury or damage to their property as a result of the negligence

of others. Most states today require employers to afford Workmen's

LG




Compensation protection for their employees. Furthermore, several
states have compelled all car owners to show evidence of financial
responsibility before they can register their car.

masmuch as the public must buy these types of insurance, the
General Assembly of these states have recognized their responsibility
to properly regulate the price to be charged. In most instances the
iaws require no deviation ur vullorm rates aad on Appeadix £ 12 &
List ol the states a11d: types of insurance for which this type of rating
law applies.

. North Carolina's Rates are Lower Than AnLState East of the

Mississippi, Except Maine and Delaware. At the present time the

average private passenger rate in North Carolina is $45.97 for 5/10/5
limits. On Appendix F this average is shown for all 50 states (except
Massachusetts) and for states with similar driving conditions none of
them have a rate as low as the rate is in North Carolina. Note that
the countrywide average is $66.68. Our accident retord is average
but our insurance rates are far below average. One can only conclude
that our regulation of automobile liability insurance rates protects our

citizens better than the rate laws of other states.

CONCLUSION

For the foregoing reasons, this Association believes that the no-
deviation or uniform rating law is reasonable and fair for the vast
majority of the citizens of North Carolina. We concur with those
officials who remind us that the rating of Compulsory types of insur-
ance is far different from other types of insurance. There must be
preserved in North Carolina a ready market for Compulsory Automo~
bile Liability Insurance at a price that is not only reasonable for our
motorists but adequate for the insurance companies as well.

)=




FOR SAFE DRIVERS W

APPENDIX A

COMPARISON OF PRESENT COST O

F AUTOMOBILE LIABILITY INSURANCE

ITH COST IF DEVIATION LAW REENACTED

(Using a basic rate of $50, 00)

Increase
_ Current Premium 1961 I
Name of Company , : Deviated Deviation
Sfﬁe "_"9.62 Net Premium Restored
Drivers Dividend Cost
Allstate 45, 00 10% 40, 50 45, 00 4,50
American National 45, 00 - 45,00 45, 00 -
Government Employees 45, 00 20% 36, 00 37.50 1.50
Hardware Dealers 45,00 10% 40,50 42,50 2.00
National Grange 45,00 5% 42,75 47.50 4,75
Nationwide 45, 00 10% 40}. 50 45, 00. * 4,50
N. C. Farm Bureau 45, 00 - 45,00 47, 50 * 2,50
Safeco 45,00 10% 40,50 45,00 4,50
State Farm 45,00 10% 40,50 45, 00 * 4,50
United Services 45,00 38. 8% 27. 54 40, 00 . 12,46

- 12 -

% In addition, new policyholders would have to pay 2 membership fee.
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APPENDIX B

In The Matter Of A Filing By 1
The North Carolina Automobile @
Rate Administrative Office For:
A Revision of Liability Rates 3
On Private Passenger Vehicles :

o
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©
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On July 6, 1961 a public hearing was held to consider a filing of the
North Carolina Automobile Rate Administrative Uffice, hereinafter called the
Rate Office, which proposed to increase private pdssenger automoblle bodily
injury and property damage lliability rates 18.7%. Due and legai notice of the
public hearing was given in accordence with law. Anothef public hearing was
held August 1, 1961 where addjtional evidence was recglved and introduced
into the hearing record. |

Messrs. Arch T. Allen and Edward B, Hipp of the law firm of Allen,
Hipp and Steed, appeared as counsel for thé Rate Office at the hearing of
July 6 and the re-hearing on August 1, 1961.

At the hearings the Rate Office introduced a number of statistical
exhibits to show that present private passenger automobile liability rates
are seriously inadequate. A material exhibit using reqords published by the
Nofth Carolina Department of Motor Vehicles showed that in 1960 25.9% more
private passenger cars were involved in accidents than in 1957; that there
were 20.2% more property damage accidents and 40.3%.m0re persons injured and
killed for the same period of time. This happened without a corresponding
increase in number of motor vehicles registered. In 1957:there were 1,249,861
private passenger vehicles registered, while in 1960 there were 1?380,461 -
an increase of 10.4%. Another exhibit showed that in 1957 the front fender
of a 1955 model Ford cost$35.50 and in 1961, it cost $43.86. In 1957, the
hood on a 1955 Oldsmobile cost $57.50 and in 1961 it cost $74.35. For a 1955
Buick, a trunk 1id in 1957 cost $69.50 and in 1961, $90.00. Numerous other

examples of sharply rising parts costs are in the hearing record.
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Testimony was offered that in a number of North Carolina cities,
hourly labor charges for automobile repairs adﬁanoed from $3.50 per hour in
1957 to $4.50 per hour in 1960. United States Department of Labor, Bureau of
Labor Statistics data show that hospital rates increased 19.2% from 1957
through 1960. For the year ended December 31, 1957, there were 17.5 bodily
injury claims per 1,000 insured cars, and during the one-year period ended
June 30, 1960 there were 22.7 bodily injury claims per 1,000 insured cars;
the number of property damage claims per 1,000 insured cars increased from 68.1
to 73.5; average paid bodily injury and property damage claim costs went up
23%. During the one-year period ended December 31, 1957, the average cost
of a bodily injury claim was $668 and for the one-year period ended June 30,
1960 it was $819; for property damage, the comparable figures were $130 and
$160.

The Rate Office's statistical data taken from North Carolina experi-
ence for the years 1958 and 1959 showed an operating deficit of more than
eighteen million dollars on private passenger automobile liability insurance.
Annual financial statements for 1960 filed with the North Carolina Department
of Insurance also show that, on the average, insurance companies lost money |
on North Carolina automobile liability insurance.

Tﬁe foregoing is a resume' of pertinent statistics and testimony.
It was uncontradicted and is supported by substantial evidence and is, there=- '

fore, found to be a fact.

DECISION

E—SI— - R ..

The Commissioner of Insurance is bound by law to adjust rates up-
ward on a showing of inadequacy. One of the most appalling things in the
entire record was that in 1957 20,075 persons were killed and injured in our
State, and in 1960, 28,173 individuals lqst their lives or were injured -~ an

increase of 40.3%
_]_4.. {
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The free market for automobile liabiljty insuranqa has become re-
atricted, as evidenced by the large number of citizens who have been placed
in the North Carolina Assigned Risk Plan, since they were unable to find a
company that would voluntarily sell the coverage to them. In 1960, 150,485
insureds filed new applications for coverage in the Assigned Risk Plan.
These figures do not include renewals.

Increased loss costs and claim frequency have a multiplying effect.
For example, if ten claims cost $1,000 each to settle in 1959, and in 1960
there were twelve claims costing $1,200 each, the amount expended would go
from $10,000 to $14,400 -~ an increase of 44%.

It should be noted that the experience for each year in the two-
year period has been given equal weight. Had the Commissioner recognized
only one year of experience -- the rate-making formula used in some states ==
the overall increase would have been 24.6%. To rejpct the filing would be
to ignore evidence and law. That cannot be done, and it is hoped that the
Safe Driver Reward Plan, which will become effective at the same time as the
rate incréase, will serve as an incentive for safety on our highways. The
decision approving the Safe Driver Reward Plan pointed out that it wés sub-
ject to rate level changes. Insureds and those resident in the same house~
hold with a record of no chargeable accidents or traffic violations for the
immediately preceding three years will receive a 10% credit below the baaio
manual rate. Those with poor driving records will pay more than the basic
manual rate.

The filing is approved to be effective September 1, 19é1.

This the 25th day of August, 1961.

/s/ Charles F. Gold

Charles F. Gold
Commissioner of Insurance

-15 -




N. C. ASSOCIATION OF INSURANCE AGENTS, INC.

WINSTON-SALEM JOURNAL

Robert F. Campbell,

EprroriaL PAGeE EDITOR

EpiToriaL Pace Starr: H. Clay Ferree, Frances B. Griffin,
Howard L. Myers, Alan R, Perry, Romulus T. Weatherman.

WINSTON-SALEM, NORTH CAROLINA, TUESDAY, JUNE 6, 1961

Unaveidable

HE principle of price fixing in any line

of business is one we've always viewed
with wary eye. However, we can see the
Jogic behind the present move to fix the
rate for automobile liability insurance in
North Carolina, It hinges on the word
“pompulsory.”

In North Carolina, it is compulsory for
all motorists to carry liabilily insurance
on their vehicles. This insurance is written
by private companies, but the maximum
rate—based on the average risk—is set by
the State Commissioner of Insurance. The
present law, however, allows 1nsurance
companies to deviate from this maxuimuin
by offering liability insurance at a lower
rate.

Were ihis insurance not compulsory---
were it like life insurance, for instance, or
hospital insurance—the companies should
have to compete for business. And in this
competition, they should be allowed to of=
fer their wares as cheaply as they want to.

But the point here is that automobile
Yiability insurance is compulsory. Motorists
are required to buy it and companies that
bperate in this state are required to sell
it. Companies can refuse to voluntarily sell
B policy to a particular motorist for some
reason or the other—usually because his
driving record shows him to be a.poor
risk. In that event, he is placed in the
“ggsigned risk” pool, and is assigned to
gome company which then is required to
write a policy for him, All companies must
take their share of assigned risks,

Companies claim that for every dollar
collected in premiums for assigned risks,
they pay out a dollar and a half in claims,
Thus, in order to show a profit, they must
balance their losses by selling insurance
to safe drivers for whom the chances of
having to pay off claims are small.

But what reportedly is happening is that
the so-called cut-rate companies drain off
the superior risks by offering insurance at
rates lower than the maximum, Since un=-
der the law, they are permitted to refuse
insurance to any applicant, they are select-
ing only the superior risks and leaving the
average and poor risks for the other com-
panies,

These companies must either accept the

Price-l'ixing

average risks—profit from which cannot
compensate losses from assigned risks—or
refuse to accept the applications. That then
throws these average risks into the assigned
risk pool, and some of them come back
to the compunies anyway.

Since the companies charging the maxi-
mum rvate can’t show a profit with these
Jess-than~-superior risks, they ask for high=
er rates. And, they claim, the cut-rate com-
panies go right along with them. Because
the higher the maximum, the higher the
cut-rate companies can charge and still
have the advantage.

Sp there is a bill, scheduled for con-
sideration in the House today, that will
prohibit deviation from the maximum set
by the Insurance Commissioner, At the
same time, it would set up a safe driving
reward plan,

This plan, based on the motorist's driving
record, would wallow a discount for safe
drivers—whichever company handles their
insurance—and an increased premium for
reckless drivers.

Proponents contend this is a much fairer
distribution of costs for statewide liability
coverage, in that those who habitually
cause the accidents will pay the bulk of
the bill. Safe drivers who now for some
reasons or another are turned down by the
cut-rate companies will automatically be
able to obtain insurance at a lower cost.
At the same time, all companies will have
an equal chance at getting these superior
risks. And they can still compete for it by
the service and dividends offered.

It's a persuasive argument. If we're go-
ing to have compulsory automobile liability
insurance in this state—and. the General
Assemhly has extended the 19857 act in=
definitely—this insurance must be made
available to motorists. And it should be
made available at the lowest cost for the
greatest number.

This is what we interpret the bill as
promising to do. And while it does fix
prices that the public must pay, it is price
tixing that we have to concede has been
made unavoidable by the compulsory ase
pect of the liability act. So long as the
Commissioner of Insurance watches the
rates in the public interest, we can live
with it.
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APPENDIX E

Summary of States and Types of Insurance
for Which Deviations are Not Permitted

Type of Insurance State
i Autoﬁobile Liability Massachusetts
i;- North Carolina
i? Texas
4 Workmen's Compensation i Arizona

Colorado

b Indiana
;5 Minnesota
Ei' Missouri
;QI: New Jersey
T;;g North Carolina
'%.; Pennsylvania
é?. Texas
Utah
%;i Wisconsin

"'I

i

F i b e 41
; } - 18 -




70: Mr. Sam L. Whitehurst, Chairman
and members of

Insurance Committee !

of the i

Legislative Council i

MEMORANDUM OF THE AMERICAN MUTUAL INSURANCE ALLIANﬁE
20 North Wacker Drive, Chicago, Illinois

This memorandum is presented on behalf of the member companies of the
American Mutual Insurance Alliance, The Alliance for over forty years,

has been the principal national trade association representing exclusively
mutual fire and casualty companies. The Alliance is composed of 110 mubual
fire and casualty companies, of which 52 are licensed to write fire and

capualty insurance in North Carolina.

We greatly appreciate the opportunity to-présent our views with respect to
the question as to whether deviations should be permitted on automobile

liability rates.

The North Caroline Legislature in 1961 considered and subsequently enacted
House Bill No. 930. This bill was titled as "An Act to reward safe drivers
by amending Article 25 of Chapter 58 of the General Statutes to equitably |
regulate automobile liability insurance rates, and establish a Safe Driver
Reward Plan". The bill accomplished this in two vays. First, the bill
deleted the then existing provisions for deviations; and second, it directed
the Commissioner of Insurance tO establish a Safe Driver Reward Plan. The
North Carolina legislature in 1963 through House Bill No. 539, gave further
consideration to distinguishing through the Safe Driver Reward Plan, rates
between safe and non-safe drivers. This 1963 act deleted from the General
Statutes, Section 58-248.8, the language requiring consideration of minor
traffic violations and added a schedule of point valuations for convictions

of traffic violations.
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The Alliance opposed the enactment of House Bill No. 930 in 1961, because

1t bound the Insurance Commissioner to include in the Safe Driver Reward
Plan, certain spécific elements, which we believed made the plan more diffi-
cult to apply. It can be seen, however, that the Safe Driver Reward Plan
was subsequently amended in 1963, My referring to this matter at this time
is to make clear that our opposition to House Bill No. 930 in 1961, which
eliminated deviations and also established a Safe Driver Reward Plan was not

directed to that section of the bill which eliminated deviations.

The type of rate regulation which exists in a state is a very complex prob-
lem, and one which is dependent upon many inter-related considerations. FPer-
haps too often, the views of various segments are given undue weight, in

the sﬁort run, without sufficient consideration being given to the broad
picture, the ultimate consequences, and more particularly the views of the
buying public in relationship to their needs. While a particular form of

price competition may give a short-ranged advantage to the purchasing public,:

histor& has repeatedly shown that the consequences of instability in the

business of insurance will not be tolerated by the buying public.

The Alliance supports the present law in North Carolina as being compatible
with the Compuisory Automobile Lisbility Law. It is our position that devia-
tions should not be permitted. The present law in North Carolina affords the
Tnsurance Commissioner a broad base upon which to promulgate rates which
takes into consideration the experience of all companies and affords a sound,
credible base. The effect of the present law has been to achieve results

which are desired in many jurisdictions, but which have yet to be achieved.

The consequence of the present lav in North Carolina has been to accomplish




in many respects, the primary objectives of governmental regulation, that
being the solvency of carriers, achievement of equity and fairness in the
practices of companies and agents, reasonable rates and the affording of

competent service.

The preservation of competition in the insurance business depends upon the
wise application of the regulatory technique, not its abandonment. Compe-
tition exists in North Carolina for automobile business, on a sound basis.
Further, the present rate levels in North Carolina compare very favorably
with other southern states, and this is the hoped for objective and conse-
quently, in our opinion no need has been demonstrated to change the law, and

there is no reason to upset the balance which has now been achieved.

We are reminded of the debate which occurred in Congress in the hectic days of
considering Public Law 15, when it was called to the attention of Congress
that a mandatory bureau existed in the District of Columbia, which provided

for compulsory membership in the fire bureau. Senator Ferguson stated:

A1l the wisdom is not here in Congress. We believe

that there is some wisdom left in the Legislatures of

the various states, and they should exercise their

judgment and regulate insurance, except in the respects

which we have enumerated.™ ?
Taking this comment into consideration, we feel that the Legislature of North
Carolina, by the elimination of deviatious, has established a pattern of
regulation of auto rates which is responsive to the will of the people, and
as a consequence has achieved since September of 1961, an atmosphere of sta-

bility, reasonableness, equity, and fair dealing which should not now be

changed.

We therefore respectfully submit that the rate laws of North Carolina should

not be amended to permit deviations.

AMERICAN MUTUAL INSURANCE ALLIANCE



