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overseas, despite the fact that companies had no way of knowing whether the
cars actually were withdrawn from use or even driven less in the owner’s
absence.30

e When economic recession triggers a reduction in claims because many
policyholders drive less, insurance companies provide uniform refunds
("dividends") to all policyholders without distinguishing whose cars actually were
driven less.31

Example: Owing to a decrease in accident claims since the current recession
started in mid-1990, State Farm made statewide refunds in 12 states reaching 20
percent of semiannual premium.32

o When individuals interrupt driving for periods of time, in most cases no refund
of prepaid premium occurs at all.

Example: Hypothetical car considered below in 3rd and 4th policy years.

Mile/year system

e Only the miles driven by each car, as recorded on its odometer, determines
individual premium consumption and obviates the need for group refunds.
With miles prepaid, the car is fully insured whenever driving is resumed after a
nondriving period. Therefore, no administrative costs are incurred for
suspending and reinstating insurance.

Example: Hypothetical car considered below over four policy years.

30. Geico Insurance Company’s "Desert Shield dividend" consisted of a 25% premium credit for
the period on active duty in the Middle East in 1990 as certified by a superior officer. Source: Geico
forms (P-294a & P-295) sent to policyholders on request.

This refund appears to assume that the estimated 16,000 Geico-insured cars eligible were on
average driven 75 percent as much as usual while their owners were overseas. (Le., for every four
months that the policyholder was overseas, one month’s prepaid premium was refunded.) A Geico
official’s reply to a reporter’s question about an equivalent "Desert Storm" dividend for 1991, however,
suggests that the refunds were not based on a cost-savings estimate, but instead on the budget for
public relations: "For this year, we don’t have an idea as to whether the company is making a profit or
not, so we can’t make a decision yet." NAT’L UNDERWRITER, Geico To Pay Desert Shield Auto
Dividend, Feb. 4, 1991.

31. Speculation that "a lot of cars are up on blocks" by the State Farm vice president for
Pennsylvania was cited by the president of the Insurance Federation of Pennsylvania to dramatize the
marked drop in claims following the July 1990 onset of the current recession. Transcript of testimony
before the House Insurance Committee November 14, 1991, page 112.

32. J. Commerce, State Farm to Refund Millions in Car Premiums, Dec. 18, 1991, at 9A. State
Farm’s reported explanation was that "claim costs were less than anticipated." At rate hearings and in
other forums, however, officials of State Farm and other auto insurance companies directly attributed a
drop in claims to a recession-related decrease in driving and a rise in gasoline prices. In Pennsylvania
where State Farm had litigated strongly against premium reductions mandated by Act 6 of 1990, it
seems clear that the company did not take the nearly 6 percent increase in July 1991 authorized by the
law because of the drop in claims caused by the recession and gasoline price rise. The effect of the
recession on claims is evidently continuing because the State Farm Pennsylvania rate manual pages
effective May 15, 1992 show only moderate changes (about -6% to +7% depending on coverage and
territory).



22 | AUDITED-MILE/YEAR SYSTEM V. Nondriving periods

S SUPUUS SNUUOS N A A— e
: : : ;
L.r w ................. .m .m ................. .m ................ B a4
s : = 5 : i
= : H - : :
e i gk > Eg| : 0
=E ! H <9 e H h ]
7] H : »a (3] H . o
>5 ! i +a rta | H >
na ; H Q P ! : >
z9 i : : = : : 2
ug franenesanarasnans frereennennenas SRNTNY I PR TR e 4+ g
H H H = ‘c ' : £
TR : : of | Ex : " S
@ 50 m " g | 88 " m 4
g e ! i : wg | Q¢ \ i =
2 S | m m el m m
g i3 i : ~ : i
; o : : : :
S -3 S — T S N frorreeeree 1~
A M | : ; = i m
= : m m gL { : oF ! : »E=
o 12 2 : i ag | : 2qE
w 15 5 %8| : : ga : 339
H . . ’ (=] . . .
he] | o~ A~ 35 1] . + .o H . e
o o o << | : H N ' ..\II -~
= ! ! : : < E
O f . | H H H a
& ¢_ / L T S, S bocemanaarocaanans [N [, Qa ........... . O
e, : : : H : »s
o0 : : : ; : +S
E .m ; : " ; i s
g E ". “ : : : ..
g 2 A— — — — S— U— <
A= : : 1Y : : :
Z : q EE : : :
f “ ! . " m
o H ; 99 : H :
n : : p " : ;
3 : i Sar i : i
b5 H : b ; : :
mm o il  SEEELETE d;o e s fremeer pnznees- frasremsasnenaanas fremmnennanneeoy B
= Yo : =__1: :
) 54 P @2 : LS : §
= =9 | o i [e89 i m L3
£ > i to == " -
d H ! Pan~| H 5
IS Pa i i : " i i 2
s ng i ; e : 3
A -3 — . g grosesmnorantee] -
@ H Y [ * e
W.._r.. H H D\UI m.ul.. 5 - w
8 i : ias ] g SEE =
' ’ M A r
e | ; Pogo | S8 @ |83 -
o H H N v 3
. - . L] h 4 . .ma
: 7 | : ; =
N T S ¥ L S T S OIS IO -
i1 8 8 |[i : P
L K : i Sy ! £
' H 3 H [=] . -
i| £ 5 |i : -1 LP3
HHEE | : m +tre 88
B : : : g
. e : : : =
AN —— o o o b 88 o

$2400
$2000
T $1600
$1200
U $800
$400
$0

Ok <« ~ oCcwsS —




AUDITED-MILE/YEAR SYSTEM V. Nondriving periods | 23

Exhibit H. A hypothetical example involving one car compares the response of
each system to a decrease in driving from 12,000 miles during the first policy year to
8,000 miles a year for the next three years. Graphs of premium vs. time (in policy
years) for each system show the relationship between premium prepaid and
premium consumed throughout the year.

Prepaid premium is represented by a stepped plot in the graph for each system.
(Compare with the graph of odometer readings vs. time for the mile/year system in
Exhibit B, supra, page 7). The vertical segments are payments made shortly
before the start of each policy year.33 The horizontal segments represent the
passage of time between additional premium payments.

Year system. Premium for all coverages is earned proportionally with time, as
shown by the inclined, lower line. By the end of the first policy year, all of the $600
has been earned. At the beginning of the second policy year, $600 is again paid in
advance. During this year, however, the car is not driven for four months (1/3rd
year) and insurance coverage is suspended for this period.

The earned-premium plot is flat with time during the 1/3rd year period of
suspension because no insurance is in force. When coverage is reinstated at the end
of the period, the earned-premium plot resumes proportionality with time. Because
of the suspension of insurance, however, 1/3rd ($200) of the prepaid premium
remains unearned at the end of the 2nd policy year. This amount is credited against
the $600 premium due for the 3rd policy year so that only $400 is paid.

In the third and fourth policy years, driving remains at 8,000 miles annually, but
the periods of non driving are spread throughout the year. The periods are either
shorter than the Company allows for suspending coverage, or the car may be needed
occasionally during the longer periods and there would not be time to reinstate
insurance and get the license plate back from PennDOT.34 Therefore, even though
mileage has not increased from the second policy year when $400 was paid for
insurance, the policyholder pays $600 per year because coverage cannot be

33. Payment is shown 20 days before the beginning of the policy year.

34. Given the fact that suspension of insurance benefits only the policyholder while reducing
both premium income and commissions for the company and agent with no offsetting transaction
charges, it is not surprising that few policyholders know that coverage can be suspended during periods
of nondriving. Sworn testimony by actuaries in Pennsylvania NOW v. State Farm indicates reluctance
of companies to suspend coverage, because "someone has to make a notation on the policy and
recalculate the premium." 6 J. INS. REG. 243, 282 (1988).
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suspended. The policyholder’s cost per mile of protection increases by 50 percent
from 5 cents to 7.5 cents for the final two years solely because the year system makes
it no longer practical or even possible to suspend coverage during non-driving
periods, as it was in the 2nd policy year.3d

Mile/year system. At an assumed rate of S cents a mile for coverage of the
hypothetical car, the test system produces a $600 premium for 12,000 miles in the
1st policy year and a $400 premium for 8,000 miles in the 2nd policy year, as did the
current year system. The annual odometer audits, connected by lines, show the
increases in miles recorded by the car’s odometer as the miles of premium earned.

In the 3rd and 4th policy years, however, when driving continues at 8,000 miles a
year, the mile/year system premiums continue to be $400 at mile rates, equal to the
$400 premium at the $600 per year rate when coverage was suspended for 1/3 year.
Mile-rate premiums are $200 less than the year-rate premiums in the final 2 policy
years simply because, as noted above, the year-rate coverage could not be
suspended for part of the year as it was in the 2nd policy year.

Quasi-suspension of coverage produced by the year system. Insurance
enforcement apparently makes suspension of coverage both difficult for companies
to administer and costly for policyholders to use, judging from the special provisions
companies make for suspending required coverages. For example, State Farm has
added a Pennsylvania section 106 C to its rule 106 A (quoted above), resulting in
what appears to be a quasi-suspension of coverage.

SUSPENSION OF COVERAGE, SEASONAL USE, WITHDRAWAL FROM USE

A. Suspension of Coverage
¥ % %k X

Any coverage may be suspended unless it is requzred by statute to

remain in force. (See Section C for statutory coverages. )30
¥ % ¥ K

35. Lienholders also provide an impediment to suspension of coverage, to judge from the
intervention that Geico provided for Desert Shield policyholders who stored their cars while overseas.
The Geico letter to the service person accompanying the dividend certificate states: "If your car is in
storage but you’ve been told by a lien holder that full coverage must stay in effect, let us know. We've
intervened successfully in getting some lien holders to waive this requirement for our insureds."

36. Despite Rule 106’s implication here that "statutory coverages" means insurance that car
owners must buy, the coverages listed in Rule 106 C include non required Combined Benefits,
Uninsured Motor Vehicle, and Underinsured Motor Vehicle in addition to the Bodily Injury Liability,
Property Damage Liability, and Medical Payments coverages that are required by Pennsylvania law.
The law requires companies to make these additional coverages available, but does not require their
purchase. 75 Pa.C.S. Sec. 1791-1792.
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C. Premium Credit on Statutory Coverages for Vehicles Withdrawn from
Use
During the period when a motor vehicle is withdrawn from service, the
coverages indicated below may, at the option of the insured, remain in
force at 40% of the otherwise applicable premium.37 The period of
withdrawal must be for at least 30 days, and the insured must complete
a certificate of withdrawal.

General Rule 106 A & C, State Farm Mutual Auto. Ins. Co. (emphasis added)

"This option of keeping statutory coverages in force on a car while it is not being
driven seems to be a response to the Pennsylvania requirement that the car’s
registration card and plate must be returned to PennDOT while insurance is not in
force.38 The "certificate of withdrawal" specified above is a company form to be
signed by the policyholder which states: "I hereby certify that the motor vehicle
described below will be withdrawn from use for a period of not less than 30 days
from the date indicated." The policyholder further agrees on the form that "In
recognition of the fact that my motor vehicle will not be used, the premium for the
coverages required by law will be reduced.”® The question is: why is the premium
not reduced to nothing if it is believed that the car will not be used? Why is it worth
40 percent of the premium to the owner to keep the license plate? Why does the
company need to get 40 percent of premium to keep driving coverage on a
nondriven car?¥0 Such an arrangement argues that the company expects the car to
be driven despite its nominal "withdrawal from service."#1

37. Apparently the basis to which the 40% of full rate applies is not just the rate for the required
minimum amounts of protection, but for any increased protection amounts--"limits"--of each coverage
chosen as well.

38. Although California also requires all cars to be insured, Rule 106 in the State Farm manual
on file at the California insurance department (Oct. 9, 1991) does not have a section "C" with its special
provisions for required or statutory coverages. The difference may be that some enforcement
provisions, including criminal penalties and proof of insurance as a registration requirement, were
allowed to sunset in California in 1990. NAT'L UNDERWRITER, Change In Regulators Worries Calif.,
Jan. 7, 1991, at 4. (Rule 106 "B" provides for "Seasonally Used Farm Trucks," and is nearly identical for
both states.)

39. State Farm Insurance Companies form G-4658_7 Rev. 07-91 "Notification that Motor
Vehicle is Withdrawn From Use."

40. What this provision means in terms of premium cost to policyholders may be assessed from
the example of Exhibit H, above. During the 2nd policy year the car was not driven for four months,
and the "suspension of coverage" rule was used to get a refund of $200 on a $600 prepaid premium.
Assuming that the $600 premium was only for State Farm’s "statutory" coverages, State Farm would
have retained 40%, or $80, of the refund to keep enough coverage so that the policyholder presumably
could keep the car registered and not have to return the license plate and registration card to
PennDOT.
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VI. Insurance enforcement and compliance

This section examines enforcement provisions of mandatory insurance under the
current year system and under the mile/year test system.%2 In each case, the analysis
assesses the effect of these provisions on both enforcement efficiency and the ability
of the car owner to achieve compliance.

With respect to the intent of the law that all cars have minimum insurance while
they are being driven, two kinds of enforcement are involved: at-car verification of
insurance when it is certain that the car is being driven; and indirect enforcement
through the registration-license plate process when the car may or may not be being
driven.

Direct at-car enforcement. A random sample of cars being driven receive at-car
insurance verification by police and state officials through the happenstance of
accident investigation and citations for moving violations where verification is
generally required, and in the course of roadside checks for various reasons where
insurance verification may be included.*3 Under both systems, the at-car
verification is determined by the policy expiration date on the car’s insurance ID
card. Under the mile/year system, full verification also requires that the odometer
reads less than the ID card’s prepaid miles limit, is operating, and shows no signs of
tampering, 4

Although at-car proof of insurance is required by annual safety inspections and

provides a strong incentive to get insurance, few uninsured cars are likely to be

41. Since the 40% charge is applied to premiums rated by territory and other class categories, it
is not just an administrative fee, but varies presumably to reflect different driving conditions. Under
rate regulation law, State Farm is supposed to have claim-cost statistics to justify the charges. 40 P.S.
Sec. 1183(c).

42, Minimum coverage required is $15,000/$30,000 bodily injury liability, $5,000 property
damage liability, and $5,000 medical payments, 75 Pa.C.S. Sections 1702 and 1711,

43. Accidents, and to a large extent law enforcement stops, are inherently processes of random
sampling of the cars being driven at the time. INS. INDUSTRY COMMITTEE ON MOTOR VEHICLE
ADMIN., Guidelines for Compulsory Liability Insurance Enforcement, July 1992,

The sample size for checking insurance compliance via accidents may be approximated from the
1990 PennDOT report: 234,814 reported driver involvments gives the number of vehicles sampled,
which is about 3% of the 8.7 million registered vehicles which were checked for insurance in this way.
If traffic violation checks were verified on approximately the same number of cars, then the proportion
of cars randomly checked for insurance this way would be less than 10% annually.

In vehicle law enforcement checks, police officers radio in driver’s and registration information to
PennDOT computers for verification. Insurance information, although entered into the PennDOT
system, could not be checked the same way in 1991. State Police testimony before the House Insurance
Committee, April 25, 1991, Tr. 133,
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identified this way. Owners of uninsured cars are able to bypass this requirement
illegally, as described by the state police.4

Under the mile/year system, the company odometer audits enhance
enforcement of insurance because direct company involvement and self-interest in
verification improves control on illicit ID cards beyond what police officials and
inspection stations can do.46 Furthermore, policyholder no-shows for renewal or
final audits (dropouts) indicate that the cars have been driven uninsured without
prepaid miles of protection. A gap in protected miles would be evidenced by
odometer readings or signs of tampering even if insurance is re-initiated with
another company. Enforcement sanctions could be invoked for owning a car driven
without insurance, or for odometer tampering.

Indirect enforcement. The logic behind indirect enforcement through the
license plate issue and revocation process is that requiring insurance on a licensed
car to be kept continuously in force assures that insurance will be in force on the car
whenever it is being driven. Specifically, the law requires that a license plate may be
retained only while insurance is in force.#’ When insurance coverage terminates,
sanctions can be avoided by not driving the car and by returning the license plate to

PennDOT within 21 days if insurance has not been reinstated or replaced.*8

44. 'Owning a car that is being driven with no insurance in force is a direct violation of the law’s
intent. It is fully sanctioned by a $300 fine and three-month revocations of the license plate and the
owner’s driving license. The restoration fee at the end of the suspension periods is $50 for each license.
75 Pa.C.S. Sections 1786 (d), 1786 (f), & 1960.

45. Tllicit inspection stickers are used to avoid the inspection altogether, or illicit insurance ID
cards or other insurance documents are used to defeat the verification process at the inspection station.
Testimony to the House Insurance Committee, April 25, 1991, by Lt. Colonel Robert Hicks, Tr. 102-
134,

Although the law requires inspection stations to report any uninsured cars seeking inspections, it
seems that stations have little to gain by reporting the few customers unaware of the insurance
requirement for inspection. 75 Pa.C.S. Sec. 4727 (d)(2).

On the other hand, at-car information for the mile/year system is collected as part of the
inspection process because mileage readings for verified-working odometers are reported to PennDOT
and help build an audit trail for each car. (Two odometer readings are reported: “present odometer
reading" and "odometer reading on old inspection sticker." PennDOT Inspection Record, form TS 431
(11/81)).

46. The company audits may or may not be done in conjunction with the state safety inspections
according to individual arrangements between auto insurance companies and private inspection
stations.

47. The partial sanctions applied for violation are the three-month revocation of the license plate
followed by a $50 reissuing fee. 75 Pa.C.S. Sec. 1786 (d); Sec. 1960.

The law appears to specify the 3-months suspension of registration penalty only for cars being
driven without insurance, and not just for keeping an uninsured car’s license plate. (75 Pa.C.S. 1786
(d).) According to testimony by PennDOT, however, the 3-month registration suspension periods are
being applied to cases where the license plate has been kept for an uninsured car, without establishing
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Whenever insurance for a car is terminated and driving coverage is not in force,
the insurance company is required by law to notify PennDOT.*® When suspended
insurance is reinstated however, it is the policyholder who must provide the
insurance information to PennDOT. PennDOT in turn sends a sampling of such
reports to the Company for verification.’0 The Company may also notify
lienholders when the car securing the loan has no collision insurance, and also when
the coverage is restored.

Under the current year system there is no reliable way to establish whether or
not a car is actually being, or has been, driven without insurance beyond scattered
information that is produced by the random sampling process during at-car
enforcement, as described above. Under the mile/year system, however, the
odometer serves as a witness to prove nondriving for the policyholder, or to prove
uninsured driving for enforcement purposes.

Compliance. Under the current year system, premium payments are fixed costs
of car ownership with inevitable due dates. A policyholder in straitened
circumstances has no legal option but to lapse insurance, surrender the license plate,
and do without the car. If a policyholder cannot meet a deadline for a premium
payment, and cannot suspend coverage to stop or lower premiums owed, it is not
surprising that there may be little real choice but to drive illegally without
insurance.!

(continued)
that the car was actually being driven uninsured. (Douglas Tobin, House Insurance Committee
hearing transcript Oct. 30, 1991, page 168.)

48. 75 Pa.C.S. Sec. 1786 (d)(1) & (g)(2). The instruction given by PennDOT’s public
information telephone (March 1992) for interrupting insurance while the car is not being driven is to
send in the license plate (not the registration card) to PennDOT with a letter of explanation.
According to PennDOT testimony before the House Insurance Committee, returned plates are
destroyed and new plates issued with no charge when insurance is again in-force. Douglas Tobin, Oct.
30, 1991, Tr. 169.

49. 75 Pa.C.S. Sec. 1786 (e)(2): "Obligations upon termination of financial responsibility--An
insurer who has issued a contract of motor vehicle liability insurance . . . shall notify the department in
a timely manner."

Companies provide notices of cancellation of insurance to PennDOT on computer tape in batches
covering a week or two of activity. NOW telephone information from Chairman’s office, Erie
Insurance Group, Feb. 1, 1991.

50. PennDOT’s goal is to have companies verify the insurance information provided on
registration forms of 50 percent of Philadelphia registrants and 25 percent of registrants elsewhere.
Joint State Government Commission, "Insure-the-Driver Program" study pursuant to Act 6 of 1990,
Section 29 (1991), page 16. (These goals would require about 2 million company verifications
annually.)

51. Under the current year system, considerable administrative effort is expended in sending
billing and nonpayment-cancellation notices to installment payers who are on very tight budgets. This
is especially true for assigned-risk plans in high-rated territories. An active and ongoing discussion
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Under the mile/year system, in constrast, the only fixed costs for keeping
mandated insurance in force are the cost of the annual odometer audit plus any
administrative charges (about $20 total per year). Premium for driving coverages is
earned by the company only while the car is being driven. To the extent that the
mile/year system reduces mid-term lapses and eliminates suspension of coverage
transactions, there is a comparable reduction of state and company administrative
expense for recalling and reissuing license plates, with attendant insurance
verifications. The mile/year system makes required insurance an operating cost and
promotes compliance by providing the public with a means of direct individual
control over the amount and timing of premium payments.

Insurance Project

National Organization for Women

1000 16th Street, NW, Suite 700
Washington, DC 20036 (202) 331-0066

June 22,1992 #486

(continued)

continues in the weekly INS. ADVOCATE column Views of a Storefront Broker by Michael Carbajal in
New York City. April 18, 1992, for example, on the size of the premium deposit needed and the
administrative expense to companies and agents. In Philadelphia the minimum cost assigned risk plan
premium is $696 annually, paid $211 down (30%) and $98 per month for five months, as advertised for
months in The Review (Chronicle, S. Phila.), e.g., April 16, 1992, at C14. In the past, eighty percent of
assigned risk car owners did not pay all of the installments, which are billed, and were canceled in their
first year. JOINT STATE GOV'T COMM. staff analysis, Insure-the-Driver Program for Philadelphia (1991)
at 15.





