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PART ONE

STATE FUND
FOR MOTOR VEHICLE INSURANCE







CHAPTER 1
INTRODUCTION

This introductory chapter describes the origin of the current study as it was
authorized by the 1987 Hawaii State Legislature, outlines the objectives of the
study, and provides a guide to the organization of the report. Certain qualifications
regarding the nature of data presented in the study are also discussed.

Origin and Authorization of Study

Various legislative bills (S.B. No. 1335, H.B. No. 1928 and S.B. No. 808) were
introduced in the 1987 legislative session to establish the Hawaii Drivers' Insurance
Fund (HDIF) as the exclusive source for purchasing motor wvehicle insurance in
Hawaii. Further consideration of all bills was deferred until the 1988 session
pending a study of the issues by the Legislative Auditor. That study was authorized
in Act 258, SLH 1987, and Coopers & Lybrand was selected by the Legislative
Auditor to perform the study.

Objectives and Scope of Study
Act 258 established four major study objectives:

Outline the experiences of other states and jurisdictions which have
operated funds for providing automobile insurance.

Analyze the legislation which was proposed during the 1987 session to
establish a fund in Hawaii.

Develop an implementation plan which could be used by the Legislature
for establishing such a fund.

Analyze a series of four selected insurance issues:

= Uninsured motorists
- Nondiscrimination

- Take-all-comers

- Motorcycles



Organization of Report

The report is divided into two major parts. The first part deals with the
immediate issues surrounding the possible development of the Hawaii Drivers'
Insurance Fund while the second phase takes up the four special topic issues within
the context of the current insurance marketing system.

Part One. The chapter organization and major coverage objectives for this part
are:

CHAPTER II: Introduces relevant concepts.
CHAPTER III: Reviews other relevant funds and mechanisms:

- Saskatchewan, Canada

- Manitoba, Canada

5= British Columbia, Canada
- Quebec, Canada

- New Zealand

- Maryland

=2 Puerto Rico

CHAPTER IV:  Reviews the three basic fund objectives:

- Reduce cost of insurance
- Simplify payment process
- Reduce uninsured motorists

CHAPTER V: Analyzes implementation 1issues and analyzes the
proposed enabling legislation.

CHAPTER VI:  Presents a proposed implementation plan.

Part Two. This portion of the study is oriented toward an examination of four
specific issues as they apply to the current private insurer environment. These
topics are also addressed throughout several discussions in Part One, but have
greater relevance in terms of their impact on the current private insurer
environment.

CHAPTER VII: Presents an introduction to the four issue areas in order
to provide a perspective on how public policy impacts
the private market in these areas.

CHAPTER VIII: Examines two of the four selected issues together:

= Nondiscrimination
e Take-all-comers

CHAPTER IX: Examines uninsured motorists issues.



CHAPTER X: Discusses possible no-fault coverages for motorcycles.

CHAPTER XI: Consolidates a number of ideas for resolving problems
discussed in this phase and presents some possibilities for
problem resolutions.

Qualifications Regarding Report Findings

Chapter VI of this report contains illustrative financial data for a hypothetical
automobile insurance fund. The example was created to illustrate the levels of
premium, expense, and loss data that might be associated with a future fund. As
stated several times in the text of the report, the actual premium, expenses, and
loss data that would be associated with a fund would vary significantly with the
form of the fund, the insurance coverages provided by the fund, the coverage rules
applied to the general coverage categories, and the legal systems which are devised
to operate the fund.

The financial data presented in Chapter VI (and referenced elsewhere in the
report) was based on actuarial extensions of current insurance loss characteristics to
the time frame to be covered under the hypothetical fund. The insurance losses
under current coverage plans were used to build this data in that no other data could
justifiably be substituted, but it is also clearly stated in the report that the basic
nature of the fund would require changes to the coverage plans currently in effect.
The actual changes would depend on future planning studies recommended within
this report. As such, we emphasize that the data refers to a hypothetical situation
which would not be engineered in that exact form under any circumstance, and we
cannot realistically comment on what changes might be made. In total, we offer no
opinion on the actual achievability of any of the actuarial illustrations.

The illustrative financial data was presented only to acquaint members of the
Hawaii State Legislature with the overall magnitude of a hypothetical fund in order
to facilitate further planning. The data is not intended for any other use.

Even though changing future conditions may alter the reasonableness of
underlying assumptions, Coopers & Lybrand assumes no responsibility for the further
update of such information or for its unauthorized uses.

Reproduction of this report is not allowed unless it is reproduced in its entirety.






CHAPTER II
REVIEW OF THE STATE FUND CONCEPT

This chapter serves as an introduction to relevant concepts and reviews certain
aspects of Hawaii no-fault legislation which serves as the backdrop for a possible
state fund. Also presented is a short review of the origin of state fund concepts as
they apply to Hawaii.

BACKGROUND
The Introduction of No—Fault Insurance in Hawaii

The State's first no-fault auto insurance laws were enacted in 1973 and
implemented in 1974 with only modest revisions since that time. The statutes have
their origins in a 1972 report to the Legislature (Office of the Auditor, Report 72-1,
written by Haldi Associates, Inc.) which laid the initial groundwork for no-fault
legislation as applied to automobile insurance. Haldi's contributions included:

Articulation of no-fault concepts.
Rationale for nondiscrimination.

Rationale for take-all-comers.

Rationale for uninsured motorists coverage.

The 1973 Legislature enacted legislation which contained many of Haldi's
recommendations. Some of the important provisions of the 1973 act are listed
below, although it must also be stated that not all of the provisions were derived
from Haldi's report. Further, Haldi had recommended a total no-fault system while
the actual implementation of the no-fault legislation set a threshold for tort action.

No-fault minimum coverage of $15,000 per person plus bodily injury
liability of $25,000 per person and property damage liability of $10,000
per accident were established as compulsory for all vehicles.

The threshold for tort action was set at $1,500 for bodily injury (except
death, permanent loss of use, or permanent disfigurement) or claims
above the no-fault coverages of $15,000 per person inclusive of $800 per
month wage loss and $1,500 funeral expenses.

Welfare recipients were covered at no cost to them under provisions of
the Joint Underwriting Plan (JUP).



Commercial lines were placed automatically in JUP.

Nondiscrimination was established as a significant pricing principle.
Rating factors were not allowed to include race, creed, ethnic extraction,
age, sex, length of driving experience, credit bureau rating, or marital

status.
Take-all-comers was established as a mandatory requirement for selling

auto insurance in the State. Insurers were not allowed to refuse insurance
to licensed motor vehicle owners who paid premiums.

Major Changes Since the Introduction of the No-Fault Law

Relatively few changes have been made in the basic no-fault law since its
introduction in the early 1970s. Refinements have included:

Commercial vehicles are no longer required to purchase insurance through
the JUP.

Motorcycles are now exempt from mandatory no-fault coverage.

Nondiscrimination was expanded to include restrictions against ratings
based on physical handicaps.

The tort threshold was placed on an index plan in 1979 which was set to
cover 90% of medical claims and has reached a level of $6,000 as of
September 1987.

The required minimum bodily injury liability coverage was increased for

1986 to $35,000 per person and the maximum no-fault coverage for loss of
wages was increased to $900 per month.

THE CONCEPT OF A STATE FUND
Introduction of the Concept
The concept of a State fund has been around since 1972 and debated
intermittently since that time. Haldi explored the possibility for a State fund in his
1972 report on no-fault. His analysis suggested that a fund could:

Lower cost of insurance through elimination of acquisition costs (sales
commission and support).

Simplify the process for obtaining insurance.



Establish better systems for monitoring lack of coverage, license
suspensions, and vehicle inspections.

Haldi did not, however, recommend implementation of a State fund at that
time. He indicated that there were too many other prerequisite issues to resolve
regarding the introduction of no-fault insurance. Further, he suggested that the
State did not have the administrative personnel and skills to administer a fund and
that private industry should get first chance at servicing the market. He stated that
if the private insurance carriers failed in providing adequate service under the new
no-fault laws, then the fund approach should be given consideration.

Consideration of a State Fund in the 1987 Legislature

The reasons for introducing State fund bills in the 1987 legislative session were
to:

Reduce the cost of insurance.
Simplify the payment process.
Reduce the number of uninsured motorists.

Reduce the cost of insurance. The cost of insurance through private carriers
has been perceived over time to be high. The fund concept attempts to address this
area by reducing sales costs, reducing duplication of efforts, and eliminating
potential profits.

Simplify the payment process. Shopping to find reasonable insurance values and
the subsequent large outlays of cash for premium payments are seen as prohibitive
for many individuals (although some premium financing plans are available). The
fund bills attempt to simplify this process by implementing a single rate-making
body and collecting a large portion of the payments through a more gradual
pay-as-you-go system based on a fuel tax.

Reduce the number of uninsured motorists. Concerns have continued to exist
over the years that a considerable number of drivers may be driving without
insurance. The fund bills attempt to address this area by increasing the control of
the State to obtain insurance payment at time of vehicle registration, drivers'
license renewals, and through continual pay-as-you-go taxation at the gas pump.

Versions of Fund Defined

Two basic options for forming the Hawaii Drivers' Insurance Fund (HDIF) were
defined in the bills which were proposed. They involved a publicly administered fund
to be operated entirely by the State of Hawaii and a privately administered fund to
be operated on a shared cost basis by existing insurance carriers.

The intention underlying both fund versions is that the fund would provide
motor vehicle insurance coverage for each registered vehicle in the State essentially
equivalent to the basic coverages now required by Chapter 294, HRS ($15,000



personal injury protection per person, $35,000 bodily injury liability protection per
person, and $10,000 property damage liability protection per occurrence).

Coverage would be automatic and the fund would be the required exclusive
source of such coverages. Premium amounts would be collected on an automatic
basis through the registration and licensing fees as well as a motor vehicle fuel tax.
While the fund would be allowed to sell extended coverages above the basics
provided automatically by the fund, the private insurance carriers would be allowed
to compete for the sale of these extended coverage protections.

Publicly administered fund. S.B. No. 1335 and H.B. No. 1928 were oriented
toward establishing a publicly administered fund involving:

A board of directors appointed by the Governor.

Establishment of automatic minimum coverages (no-fault plus basic
liability) for all motor vehicles registered in the State.

Collection of premiums through:

= Fuel tax
- Vehicle registration fees
- Driver's License renewals

Competition of the fund with private industry for marketing extended
coverages.

Creation of a work force hired under the fund to administer claims and
other support operations.

Privately administered fund. S.B. No. 808 provided for the creation of a
privately administered plan with public oversight. Important provisions included:

Similar board structure, funding provisions, and coverages as the publicly
administered plan.

The major difference is that operations are to be provided by private
industry whereby existing insurers may submit bids in order to participate
in a joint underwriting plan whose membership would market and operate
the fund for S-year periods. The number of bid openings in the plan would
be determined by the Insurance Commissioner based on a commission
staff estimate of the number of companies necessary to carry the plan.

While the publicly administered fund could operate without an agency
force to sell the basic coverages (as they would be provided
automatically), the privately administered fund version would probably
require that state residents establish specific policy relationships with
particular insurance companies. The fund would essentially pay the basic
premiums (bid by the companies) on behalf of the resident.



CHAPTER I
REVIEW OF OTHER RELEVANT FUNDS AND MECHANISMS

This chapter reviews the experience of other relevant funds and mechanisms.
Government sponsored or operated motor vehicle insurance programs in Canada,
New Zealand, Maryland, and Puerto Rico are discussed. The implications of these
various programs for the proposed Hawaii Drivers' Insurance Fund (HDIF) are
examined.

THE CANADIAN PLANS--GENERAL

Three reasonably similar Crown Corporations of Canada provide compulsory
automobile insurance in the Canadian provinces of British Columbia, Manitoba, and
Saskatchewan. These corporations are the Insurance Corporation of British
Columbia (ICBC), the Manitoba Public Insurance Corporation (MPIC), and
Saskatchewan Government Insurance (SGI). Much of the following information is
based on a visit by Coopers & Lybrand to the Insurance Corporation of British
Columbia, which, in our opinion, is demographically the most similar to Hawaii of
the three. The systems in the three provinces are very similar in form, differing
only in some details. A fourth Canadian fund is operated in Quebec but represents a
substantially different system which is more comparable in operation to the country
of New Zealand. The Quebec and New Zealand operations are discussed separately
in a later section.

In all three of the other provinces, Crown Corporations have been established to
be the sole provider of compulsory automobile insurance coverages to the residents
of each respective province. All vehicles registered in the province are required to
have insurance. Private insurers are allowed to compete with the government
companies for the optional coverages but have not captured a significant share of
this business due to the difficulties that policyholders face when they attempt to
split their coverage between insurers. The provincial corporations are all authorized
to write all lines of general property and casualty business. MPIC and SGI do write
other lines of insurance while ICBC did so until 1985, at which time they sold their
general business and exited this market.

Compulsory coverages in all three provinces consist of third party liability
coverage, first party (no-fault) accident benefits, and uninsured and hit-and-run
motorists coverage. In Manitoba and Saskatchewan, physical damage
(comprehensive and collision) coverages are also required.

Optional coverages which are available from both the government insurer and
private companies include increased limits of third party liability coverage,
underinsured motorists coverage, physical damage coverages in British Columbia,
and physical damage deductible buy-back in Manitoba and Saskatchewan.



No-fault benefits are coordinated with the provincial health insurance systems
with the health insurance being primary. In British Columbia, ICBC reimburses the
health insurance system for medical care provided to an automobile accident victim,
plus a surcharge of 30%. It should be noted that the existence of government
operated health care systems is a significant advantage to the operation of auto
insurance funds in all provinces of Canada.

In all three provinces, the purchase of insurance is accomplished simultaneously
with the registration of a vehicle. In British Columbia and Saskatchewan, the entire
insurance premium and vehicle registration fee must be paid in one payment.
Therefore, a valid registration sticker indicates valid insurance of at least the
amounts required by law. In Manitoba, a two-payment plan is available. The first
payment consists of all of the vehicle registration fee and half of the annual
insurance premium. The second payment, for the remainder of the insurance
premium, is due within ninety days. If the second payment is not made, both the
registration and the insurance are canceled. In this situation, however, the
registration decal is still on the vehicle license plate so the absence of wvalid
insurance is not immediately apparent to an enforcement officer. If cancellation is
made by the insured, both the license plate and sticker must be returned for a
refund.

As mentioned above, in British Columbia and Saskatchewan, the insurance
premium is paid in full in one payment and revenue to the insurance company is
received in no other manner. In Manitoba, a $15 insurance charge is included in the
driver's license fee and becomes revenue to MPIC. In Manitoba and Saskatchewan,
gas taxes have in the past been levied for the benefit of the insurance corporation.
At the current time, however, this method is not being used in any province.

Independent agents process both the registration and insurance transactions in
British Columbia and Manitoba. In Saskatchewan, the transactions are performed by
SGI employees and by independent service contractors, some of whom are also
independent insurance agents. The SGI employees and the service contractors who
are not agents do not sell or service optional coverages. This is done only by
independent insurance agents.

In all three provinces, age, sex, and marital status are prohibited by law as
rating factors. Territory rate differences are used in British Columbia and Manitoba
but not in Saskatchewan. All three provinces rate on the basis of driver traffic
violations and accident involvement.

British Columbia
The corporate mission published by ICBC reads: "The mission of the Insurance
Corporation of British Columbia is to make quality automobile insurance available

and affordable to the people of British Columbia."

The private automobile insurance system in British Columbia during the 1960's
was similar to that of many jurisdictions. The public was becoming increasingly

10



concerned with market problems such as the growing number of drivers who could
not obtain insurance in the private market at an “"affordable" price, the slowness
with which claims were settled, and the general rise in insurance prices. These led
to the companion problems of a rapidly growing assigned risk plan population and an
increase in the number of uninsured and underinsured drivers.

In British Columbia, the Traffic Victims Indemnity Fund was established to
compensate the victims of uninsured and hit-and-run drivers and the Assigned Risk
Plan was created to provide insurance to those drivers who were unable to obtain
coverage in the private market. Even so, pressure from certain political sectors to
change the basic system continued.

The Wooten Commission, a Royal commission appointed by the provincial
government in 1966, recommended additional changes to the victim compensation
and automobile insurance system. Among those eventually adopted were mandatory
liability insurance for all drivers and a limited no-fault benefit system.

Pressure continued, however, as expectations of faster settlement and price
reductions did not materialize from the no-fault system and certain drivers
continued to have difficulty obtaining coverage at affordable prices.

A New Democratic Party (NDP) government, elected in 1972, passed two pieces
of legislation in an attempt to remedy the situation. The Insurance Act (Motor
Vehicle) called for a system of universal, compulsory automobile insurance known as
"Autoplan." The Insurance Corporation Act created the Insurance Corporation of
British Columbia as a Crown corporation to carry out the provisions of the Insurance
Act (Motor Vehicle) and to be the sole automobile insurer in the province.

Available insurance coverage. Given the compulsory nature of automobile
insurance in British Columbia and the monopoly on such basic insurance granted to
ICBC, the objective of making insurance available was accomplished ostensively on
ICBC's first day of operation. At the time of ICBC's start-up, all vehicle
registrations in the province were renewed on the same date. Therefore, virtually
overnight, ICBC wrote every vehicle registered in the province. The change was not
without problems, however. In anticipation of the change, some private insurers had
stopped selling, leaving the market short of coverage; and the claim processing
activities of ICBC were delayed after the start-up. Some have also characterized
the settlements at time as somewhat arbitrary.

A key feature of the British Columbia system is the relationship between the
vehicle registration and the insurance purchase. Both of these functions are
accomplished with a single transaction and with a single document. The independent
insurance agent who represents ICBC handles the renewal of both the registration
and the insurance.

The annual vehicle license fee and the annual insurance premium must be paid
in full at the time of renewal. Upon payment, a combined registration and
proof-of-insurance certificate is validated and a registration decal is issued for the
vehicle's license plate. Thus, a valid license tag also indicates valid insurance of at
least the statutory minimums.
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Uninsured motorist coverage is available because there remain conditions under
which an automobile may not be insured. For example, a car may be unregistered,
stolen, or from another province or state and uninsured. There appears to be no
unusual effort to search for unregistered, uninsured vehicles beyond checking the
registration papers if a driver is stopped for other reasons by a policeman or casual
observation. Still, it would seem that a tie-in between registration and insurance
such as exists in British Columbia would almost always significantly reduce,
although not eliminate, the uninsured population.

Affordable insurance coverage. The objective of affordable insurance is more
difficult to accomplish than that of making insurance available. "Affordability"
depends on who is paying the full cost of the premium. The objective of reducing
the cost of insurance is also difficult because an insurance provider has little or no
control over many of the factors which influence the costs of insurance. These are
determined by the underlying loss costs of coverages driven by claim frequency and
severity. These, in turn, are primarily affected by hospital and medical costs, repair
costs, claim consciousness, traffic, and driving factors, including law enforcement,
inflation, and other factors.

In the case of ICBC, the affordable insurance objective translates, for practical
purposes, into an objective of keeping insurance prices "as low as possible". While
ICBC does attempt to influence loss costs in several ways, its most direct effort is
in the control of its own operating expenses. It is also in this area that ICBC has
advantages which have been granted by statute and which are not available to
private insurers.

A direct expense advantage accrues to ICBC because it is not required to pay
the provincial or federal income taxes levied on private insurers. While also not
subject to local property taxes, ICBC does voluntarily pay such taxes in the form of
grants to the locality in which the company owns property. In the past, ICBC was
also not required to pay provincial premium taxes. However, beginning in 1987,
ICBC will be subject