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FAIR AUTO INSURANCE RATES

FRIDAY, FEBRUARY 22, 1974

U.S. SENATE,
COMMITTEE ON THE DISTRICT OF COLUMBIA,

Washington, D .0 .
The committee met, pursuant to notice, in room 6226, Dirksen Sen-

ate Office Building at 9 :30 a.m., Senator Thomas F. Eagleton (chair-
man) presiding.
Present: Senator Eagleton.
Staff present: Andrew E. Manatos, associate staff director; and Col-

bert I. King, minority staff director.
The CHAIRMAN. Good morning, ladies and gentlemen.
The Senate District of Columbia Committee is now in session to

commence hearings on automobile insurance rates and gasoline conser-
vation measures relating to insurance rates.

FAIR AUTO INSURANCE RATES CONCEPT

The "fair auto insurance rates" concept is based upon the simple
proposition that, just as insurance premium costs increase when auto
accident and injury rates go up, so too should the cost of auto insur-
ance go down when auto accident and injury rates are reduced.

GASOLINE CONSUMPTION

On November 7, 1973, President Nixon asked the American people
to voluntarily reduce their gasoline consumption. On November 25 he
announced a program to close gasoline stations on Sunday and a 15-

* percent reduction in the production of gasoline. Since that time the
cost of gasoline has risen precipitously and the amount of gasoline
purchased has been substantially reduced. Parenthetically, I saw fig-
ures where the consumption of gasoline in the District of Columbia
is 76 percent of what it was a year ago.
Immediately preceding the new year, energy czar Simon urged

citizens to consume no more than 10 gallons of gasoline a week and
urged filling stations to offer no more than 10 gallons of gasoline per
customer. The new year brought a mandatory 55 mile-an-hour speed
limit across the country as well as the enactment of daylight saving
time.

ALTERATION OF DRIVING HABITS

These formal governmental actions, combined with the many in-
formation pressures to conserve gasoline, have brought about a drastic
alteration of the driving habits of .a great many Americans.

(1)
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The first real . indication of change came over the Thanksgiving
holiday when 22 percent fewer people were killed on the Nation's high-
ways and streets with only 14 of our 50 States enforcing a reduced
speed limit. The trend continued and increased through the Christ-
mas holiday when there was a 34-percent drop per day in fatalities
reported. The National Safety Council predicted a reduction of 25
percent in auto accident deaths in 1974.

Traffic volume began to decrease for the first time in recent years.
In the District of Columbia traffic lessened, in the Baltimore Harbor
Tunnel it decreased, and on the John F. Kennedy Memorial Highway
there was a 16.7 percent reduction in traffic volume.

AUTOMOBILE INSURANCE COSTS

Reports of fewer auto accidents and injuries began to trickle in as
State motor vehicle departments received the data from the localities.
Because automobile insurance rates are based on these factors, a num-
ber of people have raised the question of whether automobile insurance
costs should be reduced commensurately.
A number of automobile insurance companies have responded to

the gasoline crisis by offering discounts to those who have joined car-
pools and are consequently spending less time on the road driving to
and from work. Others have promised to return to the insured any
money which exceeds a stated percentage of profit, based upon the
underwriting aspect of their business.
The Cost of Living Council was given authority over automobile

insurance rates by the Economic Stabilization Act. On January 17, the
Council acted to freeze any upward movement of automobile insurance
rates for 60 days.

PURPOSE OF HEARING

I,

The purpose of today's hearing is to gather information from all
perspectives on this issue and, hopefully, shed some light on the im-
pact of gasoline conservation upon automobile accident rates, upon the
fairness of the industry response, and upon the appropriate course of
action for the District of Columbia.
I now place in the record a copy of S. 2969, a bill to require a reduc-

tion in motor vehicle premiums in the District of Columbia, and for
other purposes, which is the legislation under consideration this
morning.
[The bill referred to follows:]

•
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93D CONGRESS
2D SESSION S. 2969

IN THE SENATE OF THE UNITED STATES

FEBRUARY 6, 1974

Mr. EAGLETON introduced the following bill; which was read twice and referred
to the Committee on the District of Columbia

A BILL
To require a reduction in motor vehicle insurance premiums in

the District of Columbia, and for other purposes.

1 Be it enacted by the Senate and House of Represent a-

2 tives of the United States of America in Congress assembled,

3 That this Act may be cited as "The Fair Auto Insurance

4 Rates Act".

5 SEC. 2. The Congress finds and declares that-

6 (1) gasoline conservation efforts have brought

7 about substantial reductions in the number of traffic

8 accidents, fatalities, injuries, and property damage in

9 the District of Columbia;

10 (2) such reductions have brought about a con-

II
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1 comitant reduction in the amount of insurance claims

2 against motor vehicle insurers; and

3 (3) the benefits resulting from participation by

4 motorists in such gasoline conservation efforts should

5 be returned to the motorists rather than kept by the

6 insurers as "windfall profits".

7 SEC. 3. (a) The Commissioner of the District of

8 Columbia shall issue such orders and regulations as may

9 be necessary-

10 (1) to reduce, effective as of January 1, 1974, the

11 premium rates for motor vehicle insurance in the District

12 of Columbia by 10 per centum of the rates for such in-

13 surance which were in effect on such date;

14 (2) to provide for a refund of any amounts paid for

15 such insurance prior to the date of enactment of this Act

16 which are in excess of the maximum amount allowable

17 under any rate established pursuant to clause (1) ;

18 (3) to conduct, at least every sixty days, a detailed

19 study to determine any changes in the rates of motor

20 vehicle accidents, fatalities, injuries, property damage,

21 and in the numbers and dollar amounts of claim pay-

22 ments made by motor vehicle insurers until no appre-

23 ciable changes occur for one hundred and twenty days,

24 and thereafter to conduct such a study and make such a

25 determination periodically as may be necessary, based on

•
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3

1 regular monitoring of the traffic and claims figures from

2 which such rates are derived; and

3 (4) to adjust the premium rates for motor vehicle

4 insurance after the reduction effective as of January 1,

5 1974, so as to maintain such premium rates at levels

6 consistent with the determinations made pursuant to

7 clause (3) .

(h) The Commissioner of the District of Columbia

9 shall-

10 (1) notify the Congress prior to making any adjust-

11 ment in Motor vehicle insurance premium rates, if after

.7 12 such adjustment, such rates would exceed those estab-

• 13 lished pursuant I.Ol.subsection (a) (1) ; and

14 (2) make a: full report to the Congress with respect

15 to each study and determination made by him pursuant

16 to subsection () (3 ) •
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The CHAIRMAN. Our first three witnesses are the insurance commis-
sioners from their respective States. In the interest of time, I will ask
all three of them presently with us to come forward as a group. Each
one may testify individually, and then we can, perhaps, question them
as a group.
We will hear from insurance commissioners Denenberg, Sheeran,

and Monroe.

STATEMENT OF HERBERT S. DENENBERG, COMMISSIONER OF IN-

SURANCE FOR THE STATE OF PENNSYLVANIA; ACCOMPANIED

BY PETER HENNING, AND WILLIAM BROAD WATER, ACTUARIES;

JAMES J. SHEERAN, COMMISSIONER OF INSURANCE FOR THE

STATE OF NEW JERSEY; AND ARK MONROE III, COMMISSIONER

OF INSURANCE FOR THE STATE OF ARKANSAS, ACCOMPANIED

BY ERNEST FENNELL, ASSISTANT COMMISSIONER

Mr. DENENBERG. I have Pete Henning, my' actuary, and Bill Broad-
water, another actuary, with me.
I want to thank you for the invitation to be here, and I want to

congratulate the committee and Senator Eagleton for the leadership
it has given in this issue.
I have submitted a full statement and some 'other correspondence

for the record, and at this time I would like to briefly summarize
the contents of that statement. You have a copy of the statement.
It is attached to the press release.
The CHAIRMAN. The material will be made a part of the record.
[The material referred to follows:]
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FOR IMMEDIATE RELEASE 

February 22, 1974-9:30 a.m.

Commonwealth of Pennsylvania
Milton J. Shapp, Governor

alka.
INSURANCE DEPARTMENT

Herbert S. Denenberg, Commissioner

Contact: David Nestor
Communications (717-787-3289)

PUBLIC MAY LOSE $3.6 BILLION A YEAR IN WINDFALL PROFITS
IF CONGRESS FAILS TO ACT
PENNSYLVANIA INSURANCE DEPARTMENT OBTAINS AGREEMENT FROM
TWO-THIRDS OF INSURANCE MARKET TO REFUND EXCESS PROFITS

Pennsylvania Insurance Commissioner Herbert S. Denenberg today told a
Senate Committee that fast action by the federal government could save American
drivers as much as $3.6 billion on their auto insurance this year.

Denenberg said this figure represents 20 percent of the annual premiums paid
for auto insurance and is a reasonable estimate of what might be saved if Congress
acts to limit excessive profits which insurance companies may realize as a result of
the energy crisis.

The Pennsylvania Insurance Commissioner told Sen. Thomas F. Eagleton's Committee
on the District of Columbia studying auto insurance and the energy crisis, that the
federal government could mandate a plan similar to the one initiated in Pennsylvania
to prevent the insurance companies from reaping windfall profits resulting from
decreased claims.

Denenberg said the energy crisis has already changed the Nation's driving
habits. Lower speeds, fewer cars on the roads, and the increased use of car pools
have all combined to drive down the number of accidents and fatalities. Already,
Pennsylvania traffic deaths are down 40 percent in January 1974 as compared with

January 1973.

Advising the Committee not to cut auto insurance rates across the board,

Denenberg said an arbitrary decrease would not be fair to either consumers or companies.

While one company might deserve a 10 percent decrease, other companies might

deserve much higher reductions. Furthermore, the proper reduction will depend on the

future dimensions of the energy crisis.

Denenberg said Pennsylvania "believed it was less important to attempt to

arbitrarily assign any across the board reductions to all companies, than to provide

assurances to the public that the companies would return any windfall profits that

were caused by the energy crisis."

The Pennsylvania Insurance Department pressured companies to guarantee the

return to their policyholders any windfall profits due to the energy crisis.

Already, insurance companies representing one-third of the Pennsylvania market

have guaranteed to return any excess profits to policyhcl,lers. Another one-third of

the market has agreed to pay dividends on the same basis.

-more-
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The companies that h.v. guaranteed returns have filed formulas with the
Department which will letermine the amount of the refund.

Denenberg said the Department's negotiations with the insurance industry
is continuing. The Department also asked the Pennsylvania Legislature for the power
to compel insurance companies which had not voluntarily complied to do so.

Denenberg suggested that the Pennsylvania legislation might serve as a model for
federal action.

"To depend on each state to come up with an independent program only invites
disorder and ineffective regulation. There is need for overall coordination," he said.

He said it is also important for the federal government to act because if they
wait for the companies to voluntarily decrease rates or return excess profits, they
will be waiting for a long time.

"Insurance companies should not be expected to rush to produce figures which
would help reduce their own income. If the industry is left to be guided by the
principles of enlightened self-interest, the results will be catastrophic to the
consumer interest.

"Among other things," Denenberg warned the Senators, "expert industry repre-
sentatives will be more than happy to discuss, over a long period of time (perhaps forever),
the importance of considering an endless multitude of miscellaneous factors."

Denenberg also suggested that Congress act immediately to define and explain
"excessive or windfall profits."

"The real reason rates are not going down is simple," Denenberg said, "insurers
don't want to voluntarily reduce their incomes, when they are so uncertain about the
appropriate amount of such reductions. And secondly, insurers may believe that they
can stall long enough to reap windfall profits.

"This is to be expected. Many industries have not hesitated to use the energy
crisis as an excuse to drive profits up and drive services down.

"These industries have not limited their own profits for the common good.

"Who in his right mind would expect anything more from an entire industry,
the insurance industry, or any other?

"I don't believe all insurance companies will adopt ideals of corporate
philanthropy which involve even the slightest suggestion that an amount of profit
is undeserved, unexpected, or undesired in any way whatsoever."

Denenberg said a return of excess profits has a number of advantages over
simply reducing rates across-the-board. In addition to not being equitable for the
consumers, an across-the-board decrease might be harder to achieve in the near future.

He said companies are not set up to make meaningful loss data available
immediately. Even in cases in which the company wishes or an insurance commissionerdemands the data as quickly as possible, the information may not he meaningful formany months. And since changes in rates have traditionally been based on a minimumof twelve months experience, what's happening in January of this year may not even beconsidered relevent by some until January of next year.

-more-
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Denenberg said this would make it impossible to accurately determine a fair
rate reduction at this time.

"The fairest way to achieve the same end," Denenberg said, "would be to see
to it that the companies must return their excess profits to their policyholders."

Denenberg said in the absence of nationwide action by the federal government,
state regulators should be provided with comprehensive, practical, and complete
guidelines and information.

"A distorted, incomplete, or undefined program arising out of political
compromise may result in more confusion, dissatisfaction, and frustration than now
exists," Denenberg warned.
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Automobile Insurance and the Energy Crisis

Testimony By

Pennsylvania Insurance Commissioner

Herbert S. Denenberg

before the

U.S. Senate Committee on the District of Columbia

Washington, D.C.

February 22, 1974

•
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I wish to thank you for the opportunity to testify

before your committee today. I believe it is extremely important

for the public, the insurance regulators and the industry that you

are so concerned with this vital consumer issue. The response of

the insurance industry to the energy crisis is of the utmost

importance to every automobile driver.

To give some dimension to the problem, Americans pay out

$18 billion in auto insurance premiums every year so billions of

dollars are at stake. Swift and positive action on your part

could possibly save those policyholders up to 20 percent of their

yearly annual premiums, or approximately $3.6 billion this year

alone. The figure may be more or less, but the potential savings

may be lost if there is not immediate action.

Given these astronomical figures, it is essential that

outside individuals such as yourselves review the performance of

the insurance industry to be sure that the consumers get at least

one fair break in the energy crisis.

If properly formulated, this committee's decisions and

actions could make the difference.

Insurance rate-making is, in theory, a relatively simple

matter. All it involves is looking into the past in order to

predict the future. On the basis of-approximations and reasonable

trendings from past experience, rates as suitable and as fair as

possible are set.

Rate-making is not an exact science. Predicting the

future is always an elusive exercise. The past is not an absolute

mirror of the future, as drastic changes in recent months have shown.

29-982 0 - 74 - 2
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While an attempt is made to reduce all errors to a minimum and

anticipate variables as much as possible, anyone looking for

absolute certainty or precision will be disappointed by insurance

rate-making.

Trending and other predicting techniques are regularly

used by the insurance industry to project experience

into reasonable future anticipations.

Such trending methods can be and have been used for reducing

rates on the basis of limited experience, just as they have been

used by the industry in the past for increasing rates.

In the few short months of the energy crisis there already

has been a dramatic impact on auto insurance experience. A brief

review of some of the changes shows:

1. There has been a significant and dramatic decrease

in the number of traffic accident related fatalities.

Comparing December 1973 to December 1972, there is

evidence that changes in driving habits caused by the

energy crisis resulted in about a 20% drop in traffic

deaths nationwide. For those states which have lowered

speed limits the drop was even greater. The National

Safety Council has already predicted a decrease in traffic

deaths for 1974 of 20 to 25%, meaning that up to 14,000 lives

might be saved. The Pennsylvania Department of Trans-

portation, Bureau of Accident Analysis, reported a 13%

reduction in fatalities in December of 1973 versus

December of 1972. Further, the preliminary figure for

January 1974, indicates a reduction in fatalities in
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the neighborhood of 40% compared to January of 1973.

In conclusion, the fatalities in Pennsylvania have

been estimated at a reduction of 24% in this two-month

period of the Energy Crisis compared to the corresponding

period one year ago.

2. The Energy Crisis has and will continue to get more

and more people and cars off the road. Limitations

on weekend driving is one obvious example. The Federal

Highway Administration is now predicting, based on a

traffic survey last December, that there will be a zero

percent annual increase in traffic compared to the normal

annual increase of five percent. Gasoline rationing or

restrictions, especially if they were mandatory, would

have an even greater effect on these figures. And even

if the State or Federal government should not take

action to force limitations on driving, the rising cost

of gasoline alone is bound to have a limiting effect on

the use of cars.

For example, the extensive use of car pooling

should greatly reduce the amount of traffic especially

during rush hour, al.ays a prime time for auto accidents.

Such factors inevitably lead to lower losses for

insurance companies and should result in substantially

decreased auto insurance rates. The only real questions

are, how much of a reduction and when will it occur.
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But the insurance industry has argued against

imposition of any rate reduction oi limitation on

their profits. In fact, representatives of some

companies have argued that rate increases may be

appropriate.

1. Some insurance companies point to inflation

as driving up the costs of repairing both autos

and people. But insurance companies, in many cases,

have already made certain that rates anticipate

inflation. Whether an individual company has

inadequately anticipated inflation, must be decided

on a case to case basis and is certainly no reason

to delay decisive action now.

2. Some companies also claim that the increasing

use of smaller autos will result in greater injuries

and thus greater losses.

3. While studies tend to confirm this contention

the industry has not shown these facts to be sub-

stantial enough to offset other factors

which indicate that most rates should be driven down and

windfall profits should be controlled now.

In overview there is no doubt whatsoever that the

industry can produce any number of rationalizations

to show that rates should not be reduced or future

profits limited. But no matter how they would like to,

insurance companies must not, under any circumstances,

be allowed to profit through a totally unregulated

and unreviewed absorption of windfall profits.
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The failure to reduce an unjustifiably high

auto rate or limit windfall profits that are

otherwise certain to be made by insurance companies

rubs the public much more than an unjustified price

increase. The consumer, unaware that his existing

rate may become excessive, might be totally duped.

The arguments by the industry seem to be excuses

to soothe complaining consumers, but they cannot be

used to justify inaction at this time.

The real reasons rates are not going down is simple.

Insurers don't want to voluntarily reduce their income

when they are so uncertain about future developments.

And secondly, some insurers may believe that they can

stall enough to reap windfall profits. This is to be

expected. Many industries have not hesitated to use the

energy crisis as an excuse to drive up profits and drive

down services. These industries have not limited their

own profits for the common good. Who, in his or her right

mind, would expect anything more from the insurance industry?
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I don't believe all insurance companies will adopt ideals

of corporate philanthropy which involve even the slightest

suggestion that any amount of profit is undeserved, unearned,

unexpected or undesired in anyway whatsoever.

Thus, there is an immediate need for controls in the

public interest and there is need for leadership in setting

an immediate course of action.

In Pennsylvania, we have started programs to protect

consumers which could easily be applied Nationally.

First, data coming out of the energy crisis is being

carefully monitored and analyzed to determine when sufficient

evidence is available for rate making purposes and for specific

reductions.

Second, companies have been asked to grant car pool

discounts to their drivers. We did this immediately following

the announcement of the crisis and so far more than 200 companies

doing business in Pennsylvania have acted. This means that

car pool discounts are now available to 90% of the auto

insurance market in Pennsylvania. Discounts vary from 10% to

nearly 30% depending on the number of miles driven and the

frequency of use of the individual auto.

Third, we declared a moratorium on auto rate increases.

Some considered this rather superfluous since we haven't granted

an auto rate increase for more than four years. However, we

did put the companies on special alert that no increases would

be considered until the full impact of the energy crisis could

be determined and accounted for. Several companies withdrew
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their latest attempts to get increases after our special

alert.

Fourth, and probably most importantly, all companies

have been pressured to guarantee the return to policyholders

of any excess or windfall profits realized as a result of

the energy crisis. We choose this method, as opposed to any

across the board decrease, since it was impossible to tell the

exact extent of decreases necessary for individual companies.

Depending on the company and on the future dimensions of the

energy crisis, a rate decrease of 10%, 20% or 40 or 50% or

more might be in order.

We believed it was less important to attempt to arbitrarily

mandate any across the board reductions for all companies, than

to provide assurances that the companies would return any

windfall profits that were caused by the energy crisis. We

also drafted legislation for the Pennsylvania General Assembly

to require compliance by those companies not voluntarily

cooperating.

The response of companies to our pressures has been

surprisingly good. Already companies representing one-third

of the Pennsylvania market guiranteed to return excess

profits resulting from the energy crisis. Another one-third

have agreed to return windfall profits in the form of dividends.

Our negotiations with the companies are continuing and we hope for

even better results,

Most recently we have been considering simplifying our

procedures for rate approvals, so that insurance companies can
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immediately reduce rates with little of the usual

paperwork and with no delay.

But, under the present circumstances, I am not certain

how effective our program can be without further legislation.

We cannot be assured of total and continuing voluntary

cooperation from the insurance industry.

Even as we were developing an energetic program using a

maximum of our legal authority, it was clear that the problem

being confronted was of such magnitude as to require involvement

of others. Our first step is not the entire journey.

There is an inherent weakness in depending on the good

conscience of insurance companies to guarantee the return of

excess profits they might make in the future. Although many

companies responded positively in Pennsylvania when we applied

pressure, it should not be assumed that such behavior

can be expected from all companies in Pennsylvania or across

the country.

In fact, many insurance companies appear to be relying on

existing inefficiencies in the regulatory system and the

inherent uncertainty of predicting the dimensions of future

changes to insure that they won't be forced to lower rates very

soon. Even if rates are pushed down eventually, the longer the

companies can keep rates unchanged or windfall profits unregulated

in some states the longer these companies will reap increased

profits.
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The regulatory system in most states makes quick response

in the consumer interest extremely difficult. In particular,

you should be aware of some of the related reasons rate

decreases or limits on profits may be greatly delayed or totally

avoided under existing state laws.

To disapprove or reduce an existing rate, the State

Insurance Department has to show it is excessive. While infor-

mation on the frequency and severity of accidents and deaths,

obtained from national and state agencies, may be useful in

indicating very general trends, rate making information must

come from the company.

And companies do not normally have basic loss data available

immediately. Even if such data could be gotten instantaneously,

it might not be meaningful for many months. Accordingly, rate

changes have traditionally been based on a minimum of twelve

months experience. This means that what's happening in January

of this year may not be considered relevant by some until next

January.

Perhaps most importantly, with the exception of very few

states, insurance companies are not required to return any

part of profits in excess of underwriting predictions. When

a company files for approval of a rate, it predicts a certain

level of underwriting profit. If the company makes more profit

than originally predicted, it is not required to return the excess.

While an excessive rate may and should be reduced in any future
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filing, the company keeps any excess profits it may have already

received up tritil the time the rate is actually changed.

Under the circumstances, it is not surprising that

insurance companies are urging great care before any action is

taken in regard to a reduction of rates or control of windfall

profits. The longer these companies delay action, the more

profits they mar be able to absorb.

After considering what we have done in Pennsylvania and

the problems we have faced, I have several recommendations for

this Committee.

First, do not expect the insurance industry to voluntarily

provide information or programs that could result in lower rates.

The industry is quick to react with information or suggestions

in regard to increases, but ponderously slow in regard to

decreases.

Insurance companies should not be expected to rush to

produce figures which would help reduce their own income. If

the industry is left to be guided only by the principles of

enlightened self-interest, the results will be catastrophic

for the consumer interest. Among other things, expert industry

representatives will be more than happy to discuss, over a long

period of time (perhaps forever), the importance of considering

an endless multitude of miscellaneous facts.
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The message here is clear, if you depend on the fox to

guard the chicken coup, you'll save yourself some guard duty

but don't be surprised if some chickens are gone in the morning.

Secondly, in planning what Federal action is necessary,

recognize both the weaknesses and strengths of state regulators.

State regulators operate from a position of relative

strength. They have the power to look at almost any record of

an insurance company. They can now get most or all of the

information Congress has been asking the oil industry to provide.

The insurance industry has no choice; the information must be

provided when requested.

In addition, we state regulators have a wide range of

discretionary powers that can bring about some changes. Our

program in Pennsylvania is one example of the things that can

be done.

On the other hand, it should be recognized that in this

situation existing state regulation has its inadequacies and

cannot be depended upon completely.

We are dealing with a national crisis. To depend on each

state regulator to come up with an independent program only

invites disorder and ineffective regulation.

There is a need for overall coordination and the natural

choice for a coordinator is the Federal government. The Federal

government presently plays the major part in deciding what the

effects of the energy crisis will be. It has been impossible for

state regulators.
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determine fair insurance rates without knowing the likelihood

or type of ga.. rationing or driving restrictions that may be

imposed by Mr. Simon, the Price Commission, the Congress or the

President.

If you wish to depend on state regulators to do a job,

and within limits it does make sense to do so, make sure that

whatever system you set up is comprehensible, practical,

complete and provides all necessary information and standards

for the individual regulators. Hopefully, the errors of the

economic stabilization program will not be repeated. State

regulators should not again find themselves in the same kind of

vacuum that was initially created by the economic stabilization

program. That is, having great responsiblity in the absence

of real guidelines or information.

Also, there is a need to allow some flexibility in the

administration of the law. I note that Senate Bill 2969 requires

the Commissioner to initially issue detailed reports at least

every 60 days. This is probably overly restrictive. In such

areas, discretion should be left with the Commissioner. At

this time, I don't believe you want to initiate a

reporting system that may turn out to be unnecessarily expensive

and burdensome.

Thus, if you want to do something, do it right. A distorted,

incomplete, underdefined or overly restrictive program may

result in more confusion, dissatisfaction, inequities and

frustration than now exists.
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And finally, after having reviewed Senate Bill 2969 which

deals with the Dist.fict, and Senate Bill 2757 which attempts

a national approach, I would like to make some specific comments

and suggestions in regard to what action Congress should take.

As I have already indicated, Federal legislation is necessary

in this type of national crisis. Existing state laws are almost

certainly inadequate to insure uniform and coordinated action.

And without doubt, past experience and common sense absolutely

demonstrate that state legislatures cannot be depended upon.

All too often, state legislatures seem more easily influenced

by special interests than by public needs.

Depend on state legislatures to guard the chicken coop in

this case and the next morning not only will all the chickens

be gone, but the coop also will have disappeared and you probably

will no longer have title to your land.

And even if every state was likely to take independent

action, each state would almost certainly have different

regulatory provisions, standards and time tables.

Inevitably, the resulting national situation would be

chaotic.

Senate Bill 2757 does recognize the importance of a

national solution. State regulators should welcome a reasonable

Federal law providing uniform nationwide standards to deal

with this nationwide crisis.
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Also, I recommend that you avoid an approach which

would mandate a uniform across the board cut in insurance

premiums. An across the board cut at this time seems unrea-

sonable, arbitrary and unfair to both insureds and insurers.

For example, a 10% cut may be too little because it is

coming too soon and on the basis of too little information.

Each insurance company stands on a different footing in regard

to what rate reduction is appropriate. Based on their existing

rates and loss experience, some companies might require rate

decreases far in excess of 10%.

And even if all companies were the same, which they

certainly aren't, it is impossible to tell what the size of an a

across the board decrease should be at this time. Energy policies

are still evolving and we have no idea of what the next two or

three months will bring in changed driving patterns and loss

experience.

In place of an across the board premium cut, I recommend

that you guarantee through legislation, that windfall profits,

accruing to insurance companies will be speedily and directly

returned to policyholders, no matter how great such profits may

eventually be. In this way, there is no need to make a quick

decision on an across the board cut.

The emphasis is not put on an immediate premium cut,

but on a guarantee that insurance companies will not gain because

of the energy crisis. This may mean that policyholders will

receive a rebate several months later than they would have
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received the benefits of a premium cut. But in the final

analysis, the rebate received could well be much greater than

any premium cut you might mandate at this time and would be

far less arbitrary to insurance companies.

In drafting such legislation, I believe you have a

minimal responsibility to become involved in insurance rate-

4 making at least far enough to set up relatively specific criteria

on what would be considered windfall profit or should otherwise

be of special concern to those who would administer this law.

In the bill we drafted in Pennsylvania, prohibited wind-

fall profits were defined as "increases in profits received as a

result of favorable changes in loss experience or other factors

directly related to energy conservation measures." Windfall

profits can be defined in terms of a number of factors such as

underwriting profits or overall profits to the company. It is

essential that some clear criteria be established. Otherwise,

you may pass a meaningless bill which may temporarily soothe the

public, but really doesn't deal with the problem.

Also, consideration should be given to how windfall profits

should be returned. Dividends or other payments which are at the

total discretion of the board of directors of a company should not

be sufficient. Return of excess profits to the policyholders should

be a matter of compulsion, not discretion.

And last, I believe any legislation should place most of

the responsibility on the insurer to monitor and limit its own

windfall profit. Under most legislation being drafted,. including

Senate Bill 2757, a company can keep windfall profits until caught.
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And then, the only requirement is to return the money the

company shouldn't have retained in the first place. There is

no specific penalty.

To make the companies more responsible and responsive,

I recommend an inclusion of a provision subjecting an insurer

to heavy penalties for each instance for which it is found that

excess profits have not been returned to a policyholder as required.

In closing, I again urge immediate action to protect auto

policyholders from possibly losing billions of dollars in the form

of windfall profits to the insurance industry.
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Mr. DENENBERG. In Pennsylvania, we are convinced that auto insur-
ance rates ought to be down. The only question is how much should
they go down. Across the United States there are $18 billion in auto
insurance premiums written every year. So if we are talking about
a possibility of, say, a 10- or 20-percent reduction, we are talking about
$2 billion to $4 billion being at stake here in your deliberations.
The CHAIRMAN. Is that a nationwide figure, $18 billion in insurance

premiums written?
Mr. DENENBERG. $900 million in Pennsylvania alone.

ENERGY CRISIS CUTTING LOSSES

We are convinced the energy crisis is cutting losses and, therefore,
should cut automobile rates in the long haul. There are fewer cars on
the roads and they are going at slower speeds.
You have cited many of the statistics we have seen from the Na-

tional Safety Council and the Federal Highway Administration. They
all indicate a decrease in accidents and in traffic. We have also looked
at Pennsylvania figures, and they bear this out.
In December the death rate in Pennsylvania was down 13 percent.

In January it was down almost 40 percent. So, for the 2 months—
January and December—the death rate has been cut 24 percent already
as a result of the energy crisis.
The CHAIRMAN. What are those figures?
Mr. DENENBERG. It was 13 percent.
The CHAIRMAN. This is the death rate?

WINDFALL PROFITS

Mr. DENENBERG. Right. And averaging those 2 months, it is 24 per-
cent. Those figures are not final yet, but we think they are a pretty good
approximation of what the final figure will be. So we have moved im-
mediately to cut windfall profits in the auto insurance industry.

MORATORIUM ON RATE INCREASES

The first thing we did was put a moratorium on rate increases until
we could figure out which way the energy crisis was taking us. As a
result of that moratorium, several large companies and others reduced
or pulled out their requests for increases. Of course, in the way of
background, we have not granted any automobile rate insurance in-
creases for the last 4 years, so this moratorium was not exactly
revolutionary.

CARPOOL DISCOUNTS

After imposing the moratorium, we also called on the companies
to grant carpool discounts. We found that only two major companies
had such discounts—Area Exchange and Nationwide—and most of the
people did not even know of the existence of the carpool discounts.
Some, even the agents, and some, even the few on the books, were not
doing any good.
Most companies responded to our requests, and they now grant car-

pool discounts ranging up to 30 percent, depending on the individual

29-982 0 - 74 - 3
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driver's situation and classification. At this time we have well over
90 percent of the Pennsylvania market granting carpool discounts.
The CHAIRMAN. Do you mind, as these things come up, if I question

them?
What methodology would you suggest to more widely disseminate

the information that carpool discounts are available with certain
companies?
Mr. DENENBERG. One thing we did was to put out what we call a

mini shoppers guide on carpooling. This was very effective. We put
out a shoppers guide in the last 3 years. There are. over a million of
these guides in circulation. That is one way to get the message out.
I notice most of the newspapers will have a story almost every week

about the carpool discounts, but it takes a long time to get the message
out. It requires communication, not only of the public, but of the
agencies and the public itself. And even many of the agents were not
familiar with the carpool discount. So you can never have overkill.
We have continued to do that, specifically relating to the energy crisis,
and, more broadly, by putting out automobile insurance shoppers
guides.

DISCOUNTS

The CHAIRMAN. You said some companies in Pennsylvania have
issued a 10-percent discount, and others as much as 30 percent?
Mr. DENENBERG. It varies. A lot of companies make rates on an

individual basis, and there are all different kinds of rating forms you
have that apply. It depends how many times you use your car and
what classification you were in before.
There are other ways to get discounts. As a result of the energy

crisis, if you stop driving your car to work, you will fit into a lower
category, for you cut your annual mileage down. You also get a lower
premium. So immediately there were rate classifications that would
become applicable in the energy crisis. Those were also applicable. The
big difference was the companies also granted carpool discounts, and
we think this has been successful in Pennsylvania. We think the public
is beginning to get informed on this, and the agents, too.
This still leaves us with the broader question, and the bigger ques-

tion, as to how much they should be. We could try to cut rates, say
10 percent or 20 percent, as many have suggested. But we do not think
this is the wisest approach, and we think there is a better alternative.
To understand why, you might briefly view how automobile insurance
rates are made.

AUTOMOBILE INSURANCE RATEMAKING

Basically, in automobile insurance ratemaking, you are relying on
past experience to predict the future. You take loss statistics, and there
are some problems of getting them immediately. They are simply not
available immediately due to reporting, tabulating, and similar require-
ments. Even when they are available they are not meaningful. You
cannot tell a liability claim until it ages. So early statistics may not
be meaningful even after they become available. Even when they are
available, even when they are meaningful, it is not easy to predict the
future.
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What you are doing with auto insurance rates is try to look at the
past statistics, frequency of accidents, and predict what is going to
happen in the future. And now all uncertainties of the past have been
magnified tenfold to twentyfold by virtue of the energy crisis. Nobody
knows what is going on and nobody knows what is going on in the
future. We get different stories from President Nixon, from Simon,
and Roy Ash. And even if we had the facts at the moment, no one
will know what is going to happen in the future.
We drove down to Washington from Harrisburg in an automobile,

and we are not sure we are going to be able to get back. That is one
homey example of how predictable the energy crisis is. No one knows
what the Arabs will do in terms of the boycott, nobody knows what is
available in terms of gas lines and oil. So, under the best circumstances,
it is difficult to predict rates for the future.
We have seen companies come in and present arguments for 12-

percent to 25-percent rate increases only to find those rate increases
were not required. We have seen this in many cases. You are talking
about a great margin of error-15 percent to 20 percent—even without
the energy crisis. You are talking of all kinds of differences and actu-
arial and statistical judgments, so that, in our opinion, it would not
make sense at this time to order a rate reduction when nobody has the
foggiest idea what is going to happen. And even when the statistics
come in in the next month or two, no one will still be able to predict
what is going to happen with the energy crisis, with gas rationing and
the like. So if we would order a 10-percent rate reduction now, it may
prove that we should have ordered 20 percent to 30 percent.
In World War II, the rates went down 40 percent. I doubt any

reduction is in order of that amount, but no one knows. Furthermore,
it does not make any sense to say there should he a 10-percent reduc-
tion across the board because every company is in a different position.
As I pointed out, we have not granted any automobile insurance rate
increase in Pennsylvania in over 4 years.

EXCESS PROFITS

Now, some companies have not had rate increases in 5 or 6 years.
Each company has a different book of business. They may be concen-
trating in different geographic areas with different kinds of drivers,
so it is impossible to say that all companies should receive a 10-percent
decrease even if they were all in the same situation at any given time.
So our approach is to call on the companies to refund excess profits.
And I might add that excess profits are defined in the rating formulas
on file in the insurance department. We immediately ask the companies
to include such a provision in their policies on a voluntary basis. We
cannot order the companies to do this, but we ask them to do it on a
voluntary basis.
At the present time, we have received agreements from one-third

of the Pennsylvania market. So we are talking about $300 million in
refund profits at the end of this calendar year—based on predeter-
mined formulas.
Another one-third of the companies have agreed to pay dividends

for any excess profits and we are still negotiating with many of the
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companies. We would hope to get this kind of an agreement out of allof the companies.
I might add that we are not perfectly satisfied with every proposalcoming in from every company. Basically, we think we are moving inthe right direction and we think this is the best approach. Further-more, if the company refuses to grant any decrease, rather, any agree-ment to refund excess profits, we can still take them into a hearing andtry to force their rates down.
Now, there is an alternative if a company does not voluntarily in-clude this refund of excess profits provision. Furthermore, this is a1-year situation. So at the end of 1974 we can take another look at therates. And if a reduction is in order, the public will not only get theexcess profits refunded but we will also be able to lower our rates.

NEED FOR LEGISLATION

Now, from what I have said, it should be quite clear that we do needlegislation. All of the companies in all States cannot be expected to actvoluntarily in the public interest. Therefore, we have already draftedlegislation which has been introduced in the Pennsylvania Legisla-ture to require refunds of excess profits. We are not hopeful, however,that it will pass. As several members of the legislature pointed out, thePennsylvania Legislature this last year has been hopelessly partisan.I frankly don't think they will pass anything the insurance industrydoes not want passed, and, therefore, some serious problems.
They even make Congress look good by comparison.
I am glad you smiled.
We are here to ask for help. We would like to see a Federal law tocompel refunds from the insurance company.
In our submitted statement we have included many suggestions forthe two pieces of legislation you have proposed. We think you are onthe right track. They can be improved, but we think you are moving onthe right track. We support the idea of Federal guidelines to be im-posed on tbe performance of State regulators. We know companies arequick to increase premiums when the time comes. They are very slowto reduce premiums. And, as I indicate in my statement, I don't be-lieve all insurance companies will adopt ideals of corporate philan-

thropy.
The motto of the Pennsylvania department has always been: Theconsumer has been screwed long enough. We think, during the energycrisis, the consumer has been screwed at every turn. It is about timehe gets one break. We have tried to give them that break in Pennsyl-vania. We need the help of Congress in doing that. We would hope

you would act urgently, because every month of delay means billions
of dollars in possible profits that will go to the insurance industryrather than the public.

AUTHORITY MANDATING REBATES OR REFUNDS

The CHAIRMAN. I have not had a chance to examine your full pro-
posal that is contained in your prepared statement as far as Federal
legislation is concerned, but would you give me the gist of what you
are suggesting insofar as Federal legislation mandating rebates or
refunds?
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Mr. DENENBERG. Well, I think you could either put that authority
in a Federal agency or require States to have it. I think that is essen-
tially a decision you ought to make. But I know if we don't get help
at the Federal level, either require that the States be subject to some
penalties, or if there is not authority directly coming out of the Fed-
eral Government, we will not be able to completely solve this problem
in Pennsylvania, and I think the situation will be the same in every
other State. So I am not too particular. I do not consider it an inter-
ference in State regulations. We need help. Our insurance laws are not
adequate. They are very difficult to amend in the State legislature.
And I think it is the Federal Government's responsibility either to
provide the authority through the price stabilization legislation or
directly by imposing certain requirements on insurance regulations in
the States.
The CHAIRMAN. Would you have authority now under existing

Pennsylvania law to order any kind of refund if you had the facts to
justify such an order?

UNCERTAIN SITUATION

Mr. DENENBERG. We could go in and hold hearings, look at the sta-
tistics and try to get premium reductions. I don't think that is really
a sound approach because it is virtually impossible to predict what is
going to happen. Even if we knew that the energy situation had sta-
bilized, and we knew what was going to happen in the future, and it
would continue in the same way, it would be very difficult, based on
available statistics, to order rate reductions, and to prove it was a
sound reduction. This is completely compounded by the fact we don't
know what is going to happen tomorrow. The energy crisis may get 10
times as bad. Who knows what this truckers strike is going to do;
who knows what the Arabs are going to do? Nobody knows. So even
under the best of circumstances it would-be very difficult. So you have
the change brought about by the energy crisis, that is, compounding
things tenfold or twentyfold, and then on top of that you have the
uncertainties of the future timing dimensions of the energy crisis. So
you have five different levels of uncertainty and complexities, I don't
think anybody can sit here and tell you what is going to happen. If
they can, they are too smart to be making automobile insurance rates.
They ought to be doing something else.

FAIR WAY

So it is an impossible task. And we feel the only fair way to handle
it is to refund money. Some companies claim there will be no reduc-
tion in order. I don't agree with that. But let's say, on some far out
chance, their estimate proves to be correct. Or let's say there ought
to be a 30-percent reduction or 10-percent reduction. If we have a re-
fund of profit provision, that will be fair to all parties. If we attempt
to reduce rates, it is essentially a gamble. No one can make that kind
of prediction.
The CHAIRMAN. So the method you have opted for the moment in

Pennsylvania is that you will analyze the statistics as they come in
through this calendar year. And if the statistics bear it out by the end
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of this calendar year, order refunds, based on what those statisticsshow.
Mr. DENENBERG. We really cannot order any refunds. Pmciselywhat we have done is put out a regulation asking—really asking—thecompanies to put provisions in their policies calling for a refund ofexcess profits based on some predetermined formula.

PREDETERMINED FORMULA
The CHAIRMAN. What is that predetermined formula?Mr. DENENBERG. That would appear in the rate file. Some companiesmay be allowed a 3-percent underwriting profit, some, if they producea high underwriting profit, let's say, 10 percent, would refund thedifference.
The CHAIRMAN. So we keep this the same throughout the hearing,3-percent underwriting profit; that is, profits based on premiums paidin and claims paid out?
Mr. DENENBERG. Right. It is loss expenses, the total premiums minusloss expenses. They are paying out 98 percent loss expenses. Thatmeans there is a 2-percent underwriting profit.
The CHAIRMAN. But it does not take in any profits they make on thepremiums they hold on investments.
Mr. DENENBERG. Actually, in the underwriting figure, we do makedeductions for investment income.
The CHAIRMAN. Would that be included in that 3-percent figure?Mr. DENENBERG. Yes. The figure that finally comes out is in thefigure after making certain deductions. It would be higher. And thenwe, in effect, reduce and take into account investment earning.The CHAIRMAN. It is a neat figure. And 3-percent profit based onunderwriting and profit on investments together?
Mr. DENENBERG. Right.
This is in Pennsylvania, of course. And in every State they can doit differently.
Even in the same States you may have had companies file on differ-ent bases.
We are continuously reevaluating different approaches to ratemak-ing. We are also refining, modifying, getting the statistics, but thatis basically where we stand. We have not granted any rate increase in4 years, so these would be, in many cases, a rating formula. Everycompany has not come in with precisely the same formula.
The CHAIRMAN. You say one-third agree to comply?
Mr. DENENBERG. One-third have agreed to comply, but each one is

not using precisely the same formula. We are not completely happy.
The CHAIRMAN. Can some be higher than 3 percent on both under-

writing and in terms of investment?
Mr. DENENBERG. Some are higher than 3 percent on what you call

rate of return basis, and some companies want to do it on a national
basis rather than a State basis. We think it ought to be done on a
State basis.
The CHAIRMAN. And you have no legislative clout to mandate the

formula thesis. You are sort of urging and cajoling, but you cannot
mandate?
Mr. DENENBERG. That is correct.
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We are glad we have as many to cooperate as they have. As I say,
one-third have come in already. There is still time. And we have not
had much time to get the other companies to come in. Another one-
third have agreed to pay dividends.
The CHAIRMAN. Dividends to whom?
Mr. DENENBERG. The policyholders, mainly mutuals in some cases,

stock companies.
This is not completely satisfactory because we do not have the pre-

determined formulas and we do not consider this an ideal solution at
all. They have indicated their intentions to refund excess profits
through the dividend route, but that is essentially within the control
and discretion of the board of directors. So we are going to continue
to negotiate with all of the companies to try to get a formula we like
that will protect the public and try to get the companies that have
not cooperated yet to cooperate.
Now, if they won't cooperate in Pennsylvania, and the Pennsyl-

vania Legislature does not pass legislation, and Congress does not pass
legislation, the only thing we would be able to do then is to call them
in and try to reduce rates. And that is the clout that we have. This
may encourage them to agree to refund profits because that is the
fairest way to all parties. But if they don't want to be fair to the
public we can go in on the basis of limited statistics, try to reduce their
rates.
This is not going to be completely satisfactory, but it is another

operation.
•The CHAIRMAN. IS there a point in time where you would have to

make that decision between now and the end of the calendar year,
depending on the degree of cooperation you receive from the remain-
ing two-thirds of the companies in Pennsylvania?
Mr. DENENBERG. We are prepared right now to start holding hear-

ings. We, of course, have been monitoring the rate situation. So at
any time we can go in and start holding hearings. I don't think that

time has come yet. I'd rather give the companies a chance to volunteer
and respond. But if they don't in the near future, we are going to

go in and hold hearings.

STATISTICS AVAILABLE

The CHAIRMAN. What statistics have been submitted to you either
by companies or that you have gathered independently outside of the

companies with respect to either facility or accident rates in Penn-

sylvania in recent months?
Mr. DENENBERG. We do not have any statistics from the companies.

We are in the process of having them update their filings and giving

the statistics available. But the companies themselves do not have

very much at this point. Certainly the rating bureaus would not be

able to put it all together. They are very slow, typically, and they

would have difficulty putting it together on short notice. I would

think some of the large companies that make rates on their own

would be able to come up with figures fairly quickly. We think this

may not even be necessary if we can get them to agree to refund the

- xcess profits. I am not sure what the statistics will mean.
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DETERMINATION OF EXCESS PROFIT
The CHAIRMAN. Is the key to their excess profits the determination

of what is an excess profit?
Mr. DENENBERG. We think we can do that right now in terms of

the rating formulas that are already on file. This is a lot like requir-
ing the circumstantial. They had a case over in New Jersey that went
on for 6 years trying to figure out how much profit insurance com-
panies have. It is a great academic question. We think you can make
some very reasonable conclusions on what is an excess profit. And we
also think that any extra other profit that occurs now has got to be
related to the energy crisis.
I think it would be difficult to relate—to explain in the other terms.

So if you have a company that is supposed to make a 3-percent profit,
and it turns out it has made a 20-percent profit, we think it is a simple
matter of refunding that 17 percent. I don't think we would have a
problem with that.
The CHAIRMAN. Would the 3-percent figure, you have recommended,

be a fairly standard criteria?
Mr. DENENBERG. Well, we use actually different figures for liability

and collision. I will ask Pete Henning to answer.
Mr. HENNING. It is a little lower for liability insurance. It is about

4 percent for physical damages.
Mr. DENENBERG. It is a little lower for liability.
Mr. HENNING. It is. The liability coverage is about 3 percent. The

physical damage is about 4 percent.
The CHAIRMAN. All right
And, again, that inclucres profit on investment?
Mr. HENNING. That varies slightly from company to company, so

it might vary by one-half percent from company to company.
The CHAIRMAN. I see.
When the statistics start coming in from insurance companies, and

rating bureaus and the like, what are the statistics you are most anxious
to see? Would it be claims paid out in a certain month? For instance,
suppose we compared the claims paid out by company X in January
1974 versus January 1973. Would that tell us a lot or would it not also
include paid out claims paid a year, 2 years maybe, before?
Mr. DENENBERG. You can separate these things out. Basically, what

you are looking at is what is going on with frequency: Are you having
more or fewer claims, and what is the average size claim? And from
that you can see which way things are going.
The CHAIRMAN. Let me read into the record a part of your statement,

because I think it is perhaps pertinent on this point.
Insurance companies should not be expected to rush to produce figures which

would help reduce their own income. If the industry is left to be guided only by
the principles of enlightened self-interest, the results will be catastrophic for the
consumer interest. Among other things, expert industry representatives will be
more than happy to discuss, over a long period of time (perhaps forever), the
importance of considering an endless multitude of miscellaneous facts.
I think that is a relevant statement.
Mr. DENENBERG. There is a lot of good stuff in there.
The CHAIRMAN. During the lunch hour I will read other portions.
Mr. DENENBERG. Let me apologize for not having it in, but we were

given fairly short notice.
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The CHAIRMAN. We understand.
What do you think of what has been referred to as the fast track

monitoring system of the National Association of Insurance Com-
missioners energy task force?
Mr. DENENBERG. think it will produce interesting statistics, but I

don't think that will solve the problem. And I would, of course, get
nervous any time you are going to be sitting around waiting for figures
to come in. They will not come in until April, and then they will have
February figures, so I think it is a mistake to sit around and wait for
something to happen. But the insurance industry, as you read in that
quotation, can stall and can argue for years. So I think something
ought to be done fairly quickly.

FEDERAL LEGISLATION

I notice States get more responsive when the Congress watches what
they're doing. I think monopoly committees have an important im-
pact on that by investigating insurance. I think you can have the same
kind of impact not only by bringing out the facts, if nothing else, and
certainly by legislating.
The CHAIRMAN. How would Congress legislate considering the

various ways different companies compute their profits? How would
we legislate some kind of a national uniform formula that would
relate to excess profits?
Mr. DENENBERG. You could actually specify, based on say, our

figures or other figures that you found more acceptable. -13.ou would
actually specify an amount to be refunded. I think that is entirely pos-
sible. You could leave it to the discretion of, say, the insurance com-
missioner, or you could leave it within the control o,f the Federal
wage price people and let them require the refund. I think there are
all different ways you can go.
The CHAIRMAN. Specifically, for the District of Columbia, we are

in the role of legislating as if this were a State. We could devise a
formula of proreturn premiums on claims paid out and investment
profits, and then anything beyond that would have to be refunded to
the policyholder.
Mr. DENENBERG. Yes; you could that. Or you could leave it to the

discretion of the insurance commissoner. You have got a very good
insurance commissioner. I trust him.
The CHAIRMAN. Could you stand by, Mr. Denenberg? We will go

on now to Mr. Sheeran, the insurance commissioner of New Jersey,
and hear from him. And perhaps ask some more questions.
Mr. Sheeran, we welcome you. And you may proceed.
Mr. SHEERAN. I, like my colleagues, would like to thank you for

this opportunity to appear. We consider it to be a most important
subject and particularly as it relates to millions of consumers.
It is quite interesting, Senator, and I have submitted a statement.

I think we have three insurance commissioners here taking a different
approach to the problem.
The CHAIRMAN. That is why we invited the three of you to testify,

because your approaches have varied, and we want to have the best
available alternatives that are at least in the current marketplace.
Your prepared statement will be made a part of the record.
[Mr. Sheeran's prepared statement follows:]
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TESTIMONY BEFORE COMMITTEE ON THE DISTRICT OF COLUMBIA

UNITED STATES SENATE
by

James J. Sheeran
Commissioner of Insurance

State of New Jersey

I should like to preface my testimony with an expression of

appreciation to Senator Eagleton and members of the committee for

the opportunity to appear here on what I regard is a matter of

great importance to millions of drivers across the nation.

Automobile insurance coverage is a not inconsiderable burden

on American consumers, particularly those in the lower income

brackets, and anything that can be done in New Jersey to lighten

that burden will be of interest, I'm sure, to car owners every-

where.

In New Jersey, we are moving ahead without delay to find out

to what extent the gasoline shortage has brought about a reduction

in automobile accidents that would justify an immediate reduction

in auto insurance rates. We think the effect is significant

particularly in New Jersey, because New Jersey of all the states

is among the hardest hit by the shortage.

We are in the forefront of the states in this endeavor despite

the fact that New Jersey, as you know, has just undergone a change

in administrations with all the traumas of any transitional period.

Nevertheless, New Jersey got a headstart because my predecessor,

Commissioner Richard C. McDonough, had initiated preliminary steps

as long ago as last November to explore the possibility of relief

•for New Jersey motorists if the voluntary program of driving

restrictions .suggested at that time by the President resulted in

a decrease in the frequency and severity of accidents. A few

weeks later, the National Association of Insurance Commissioners
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established a Task Force to develop a study of the same subject.

The Task Force report was made available in the latter part

of January. It recommended an accelerated monitoring system under

which a selected number of companies would report accident data on

a monthly basis. I decided that the NAIC reporting system would

not serve the best interests of our State for a number of reasons,

one of them being that selected nationwide averages might not have

statistical validity in New Jersey because our distribution of

business among the companies is quite different from the national

pattern. Instead, I accepted the recommendation that came out of

my own staff's study and I have directed thirty-two companies which

write 90% of the private passenger insurance volume in New Jersey

to file with the Department monthly reports of accidents beginning

with October 1972, up to the present and on a continuing basis

hereafter. These reports will be used in conjunction with the

number of insured cars which companies have reported to the New

Jersey Department for some years on a quarterly basis, so that

we will be able to know very soon whether accident frequencies

have changed under the impact of the fuel shortages. I want to

point out that this is the same type of information that was used

by the insurance industry during the years following the end of

World War II when it became necessary to increase automobile

insurance rates because of increasing availability of fuel and

cars in thcm years. And I also want to state that it is my

Department's intention to continue obtaining this information

so that it will be available when the fuel situation returns to

normal, whenever that may happen.
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In addition, my staff is assemblying various other data that

may help us to evaluate the change in driving habits of New Jersey

motorists, such as accident reports from police departments, data

on gasoline sales, passenger miles in public transportation and

toll road receipts.

From all these sources, we hope to have sufficient evidence

in hand during the month of March or early April to enable us to

make an intelligent decision on rates without abandoning responsible

ratemaking procedures. We thereby hope to head off any windfall

profits because, if our rates are not adjusted, there is a real

possibility that insurance carriers in New Jersey will profit

excessively from the drastic curtailment of automobile use. I

believe that the only fair way to make sure that insurance

companies do not enjoy a spate of excess profits, is the swift

application of any required correction of automobile insurance

rates by the traditional ratemaking process that takes into

account past and prospective losses and all other relevant

factors. I interpret statutory language to mean that I have

an affirmative duty to disapprove rates that do not meet the

standards and to bring about a reduction in rates to head off

unreasonable profits before they materialize.

This approach places New Jersey in direct opposition to

the stance of several insurance companies that have proposed

that no action be taken on rates at this time and that any

excess profits that may turn up sometime in 1975 be returned

to policyholders through refunds or payments of dividends.

I cannot agree to this for a number of reasons:
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1. Under long standing practices in the administration

of rate regulatory laws in New Jersey and other

states, rates are established prospectively to pro-

vide for expected losses and expected expenses and

for a reasonable margin of profit. Actual past

profits are not used to increase or to reduce

prospective rates.

2. If we were to rely on refunds of excess profits in

lieu of appropriate and timely rate action under

the present conditions, which clearly indicate a

substantial reduction in the automobile insurance

hazard,. the insurance business would be operating

on a cost-plus basis which I do not believe would

be in the public interest because it would pervert

the objective of providing insurance protection to

the consumer at the lowest possible cost.

3. If pricing of insurance should be shifted to such

a cost-plus basis, it would be necessary to re-

examine the need for any profit provision in the

rates because a cost-plus system eliminates or

substantially reduces the risk a company takes
A

when it engages in the business of insurance.

4. It is inconceivable that one part of the insurance

business, private passenger automobile insurance,

could be conducted on a basis of refunding excess

ptofits without profound impact on the rest of the

insurance business.
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5. Even if the idea of refunding excess profits instead

of timely rate reductions were acceptable, it would

be next to impossible to ferret out an insurance

.company's profit by line .of insurance in a particular

state to any reasonably accurate degree. The

carriers themselves concede this. The National

Association of Insurance Commissioners only recently

completed a study of the feasibility of allocating

profits. The insurance industry strenuously objected

to any calculation of profits by line and by state

other than on the basis of broad industry averages,

and maintained that any measurement of profit must

be based on the performance of several years' aver-

ages, if distortion and misinterpretation is to be

avoided. It is inconceivable in view of that

position, taken by the insurance industry only two

months ago, that the same spokesmen would now tell

us that they are able to determine how Much .of a

windfall in profits should be returned to policy-

holders by an individual company for a subdivision

of automobile insurance in any given state.

Mr. Chairman, I wanted to comment in detail on the question

of windfalls resulting from the present fuel situation because

the avoidance of windfalls is also the objective of Senate Bill

No. 2969. While .this Dill applies Specifically to the District

of Columbia', it could well become a pattern for the entire country.

As I outlined .before, in New Jersey we will determine, as

accurately . as can be done, the present and prospective effect of
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the fuel situation on loss levels and this evaluation will be

incorporated in the regular ratemaking formula for prompt

action which I will demand from every company writing private

passenger automobile insurance in New Jersey. While any rate

reductions will be introduced as promptly as orderly procedures

allow, it is not my intention to make any such reductions applicable

retroactively, nor do I intend to require that companies make

any refunds for premiums paid or payable during the peldod while

accidents have actually been reduced.

Refunds and retro-active rate adjustments are difficult

to handle from an administrative point of view and are rarely

resorted to in the conduct of the insurance business or its

regulation. I believe that such a procedure could set an

undesirable precedent.

Rate making always lags behind changing conditions whether

rates are going up or going down. If the time lag is reduced

to a minimum and if an orderly rate making process is adhered

to, nobody is unduly enriched or unduly deprived. We will not,

in New Jersey, order a rate reduction before adequate statistical

support is available. Rate reductions will be required if

experience, including statistics reflecting 'reductions in the

A
number of accidents due to the fuel crisis, support such

action. When gasoline supplies become freely available again

and use of the automobile returns to pre-crisis levels, we

will rely on the same process .befo -e any sate increases will

be allowed.
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While policyholders may experience a short delay in rate

reductions now, companies will have to accept comparable delays

when the situation reverses itself at a future date.

We will continue to observe the situation in New Jersey

by a continuous review of the relevant statistics partly

collected by the Department and partly obtained from the

statistical agents.

Senate Bill 2969 makes periodic review at frequent

intervals obligatory for the District of Columbia. I would

consider this a useful provision. In this connection, I call

attention to the New Jersey statute, as revised in 1971, which

gives the New Jersey Commissioner unique powers to enforce

proper performance by the industry in producing ratemaking

statistics. The industry has had two years of advance notice,

and it is now my intention to see to it that we will get the

information we need, with great emphasis on automobile ex-

perience influenced by the fuel situation.

Mr. Chairman, I shall be pleased to respond to any

questions you may have pertaining to insurance matters.

FEBRUARY 22, 1974
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CARPOOLING

Mr. SHEERAN. Before I get into this subject I thought I might com-
ment on a question of carpooling, which I think we probably all face,
and is probably being faced here. And I would like to advise you that
we have had 100 percent cooperation from all of the companies doing
business in New Jersey. The last company to respond to that request
responded last Friday, and that has resulted, and will result, in a
substantial benefit to those who are conserving gas through carpooling.

NEW JERSEY'S POSITION

I think I will get right into the position of New Jersey, since it
does, to a degree, agree with your proposed bill, as well as my col-
league, Herbert Denenberg's position on that matter.
We have taken the position that the best approach to this problem

is through the ratemaking process. And, briefly, we have done this
because we do not believe that either the approach just fixing a per-
centage of decrease is much in agreement with Commissioner Denen-
berg's -position as a responsible way to ratemake or fix since it may be
way off the mark, so to speak.
It could be way off the mark, either up or down. And at least, in my

State, we have a responsibility, by statute of giving the companies the
opportunity to make a reasonable profit, but only a reasonable profit,
which is defined. And I can give you some information on our figures
which probably do differ from State to State.

MONITORING

We did not accept the monitoring system of the NAIC for this
reason. They have chosen a number of companies, I think five in
number, on which they are monitoring. They are very large com-
panies. Those companies do not necessarily write the insurance in the
State of New Jersey. We have gone to the 32 companies that write
about 90 percent of the business in our State, and we are attempting
now to gather valid statistical data from them concerning accident
reports and accidents. We have insisted that they go back to November
1971, and give us monthly reports right up to the present date on a
month-by-month basis, and monthly thereafter. The reason we have
done that is basically the same reason the NAIC has done it, in order
to hasten the reporting system. By doing this, we get valid and valu-
able statistical data on which we can ratemake. In addition, we have
asked the major cities of New Jersey to give us reports on accidents.
And they are responding to that. We have asked our State police to do
likewise.
We are monitoring the use of our toll roads, the Garden State, the

turnpike. We are monitoring the facilities going into the cities of New
Jersey, that is, the bridges, the tunnels, and so on, in which we are
developing data.

RATEMAKING

It is our opinion, by the end of March or the beginning of April, we
should have sufficient valid information upon which to fix a rate, a rea-
sonable rate, that takes into consideration the energy crisis.

29-982 0 - 74 -
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Now, this position does fly in the face of the approach of a number
of the companies who have taken the position that they should return
excess profits. Some companies have suggested to us that that would
be the way to do it. But, we don't believe that the companies get more
by way of insurance premiums than, in fact, the conditions at this time
call for. We believe we can, and we are, gathering the necessary data
to make a rate that will be fair and reasonable.
Now, a number of reasons we do not agree with the companies' posi-

tion—and I'll cite what we consider to be valid reasons.
The CHAIRMAN. Are you going to be reading from your prepared

statement?
Mr. SIIEERAN. I have five points I would like to make and I will refer

to those. They are on pages 4 and 5.
1. Under long standing practices in the administration of rate regulatory laws

in New Jersey and other states, rates are established prospectively to provide for
expected losses and expected expenses and for a reasonable margin of profit.
Actual past profits are not used to increase or to reduce prospective rates.
2. If we were to rely on refunds of excess profits in lieu of appropriate and

timely rate action under the present conditions, which clearly indicate a sub-
stantial reduction in the automobile insurance hazard, the insurance business
would be operating on a cost-plus basis which I do not believe would be in the
public interest because it would pervert the objective of providing insurance pro-
tection to the consumer at the lowest possible cost.
3. If pricing of insurance should be shifted to such a cost-plus basis, it would

be necessary to reexamine the need for any profit provision in the rates because
a cost-plus system eliminates or substantially reduces the risk a company takes
when it engages in the business of insurance.
4. It is inconceivable that one part of the insurance business, private passenger

automobile insurance, could be conducted on a basis of refunding excess profits
without profound impact on the rest of the insurance business.

5. Even if the idea of refunding excess profits instead of timely rate reductions
were acceptable, it would be next to impossible to ferret out an insurance com-
pany's profit by line of insurance in a particular state to any reasonably accurate
degree. The carriers themselves concede this. The National Association of In-
surance Commissioners only recently completed a study of the feasibility of
allocating profits. The insurance industry strenuously objected to any calcula-
tion of profits by line and by state other than on the basis of broad industry aver-
ages, and maintained that any measurement of profit must be based on the per-
formance of several years' averages, if distortion and misinterpretation is to be
avoided. It is inconceivable in view of that position, taken by the insurance indus-
try only two months ago, that the same spokesmen would now tell us that they
are able to determine how much of a windfall in profits should be returned to
policy holders by an individual company for a subdivision of auomobile insurance
in any given state.

In any given State these are most important to us, because we are
convinced that in the State of New Jersey the impact has been much
greater. And I think it has been recognized here more than it has in
many other States. The question of the impact on New Jersey will be
very much different than the impact possibly on Arkansas, on Penn-
sylvania, or on California, and, therefore, we feel our responsibility
is to ratemake and not force a company to deal with a profit and work
back, and decide what are excess profits.

Actually if you were to take the entire Nation and take its averages,
it would probably differ substantially from the change, the driving
habits of the citizens of an industrial State like New Jersey; therefore,
we have taken this position.
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Now, I would like to speak on Senate bill 2969, which I think also
includes the provision of backdating it—a 10-percent discount and also
a return refund profit.
We take the position that this is also a practice that probably should

be frowned upon for several reasons. In the ratemaking process, there
is also a lag, and that lag appears on both sides of the aisle, that is, at a
time like this when conditions are changing rapidly and the companies
seem to be getting the advantages of those changing conditions. The
same proposition, or the same problem will occur on the other side
of the spectrum and the companies will have a lag behind as condi-
tions return to normal, when and if they do. As this happens, of
course, there is a benefit to the consumer. Now, the question of admin-
istering such is by requiring the return of premium, and so on. It is a
very, very difficult thing to do.
The CHAIRMAN. I am not sure I comprehend, Mr. Sheeran. How

different is the approach you are taking in New Jersey versus the one
Dr. Denenberg is taking in Pennsylvania? You are getting monthly
statistics, reporting on accidents, traffic counts, all relevant data, and
then you say by the end of March or April you ought to have enough
relevant statistics to make a determination—to do what?
Mr. SHEERAN. To set a rate.
The CHAIRMAN. Rate hearings with each company?
Mr. SHEERAN. No. We will set a rate based upon our statistical data,

and then we will have orders to show cause, whatever, why those rates
should not be fixed.
The CHAIRMAN. Presumably, because you say present conditions

clearly create a substantial reduction in automobile insurance claims,
the result will be to lower rates?
Mr. SHEERAN. That is correct. We believe there will be a lowering of

the rates.
The CHAIRMAN. How is that different from what you contemplate,

Commissioner Denenberg?
Mr. DENENBERG. I don't believe you will be able to make rates ration-

ally at that point. You still don't know what will happen. Simon may
say something to them that will make those statistics less. And even
if you can make them meaningful, which is very questionable, and
even if you can interpret them properly, which is very questionable
as to the future, the whole thing may change the week after you go
through the process and that will require you to come in and have
hearings on every company's rates.
I am not sure on the situation in New Jersey, but I think it is basi-

cally the same all over the United States. You cannot just order a
10-percent reduction. Every company is entitled to a hearing. That
means we would have to have 330 hearings in Pennsylvania. And every
company would be in a different situation regardless of how those rates
came out to be, because some companies would have higher rates than
others, and when their increases were made, depending on the situ-
ation. Furthermore, that approach will not protect the public from
the windfall profits that occur between January and the time this
finally happens. In fact, in New Jersey, they spent 6 years figuring out
how much profit the insurance companies should make. It will be a
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long process involving many companies, and you will still not be able
to go back and pick up the excess profits between January and April,
and it will take a super genius to come out with the rate that is right.
And no matter how smart he is, Simon can make him wrong the next
day.

STATISTICAL DATA

Mr. SHEERAN. I don't consider that a challenge to our position ac-
tually because it is a difference of opinion.
We have actuaries in the State of New Jersey. We have two fellows

and an associate actuary we consider to be quite competent in their
field. What they have suggested to us is the gathering of the statistical
data, which we are doing, and we will have sufficient statistical data
to present and to take a position on rates. That means that immedi-
ately the people of New Jersey will realize a reduction and not wait
until 1975, while the godfather waits to decide what your profits should
be. We think we are responsible for that. It is our duty to so fix the
rates and we will proceed that way.
Now, I might say I don't have any problem with the legislature. We

have an extremely cooperative legislature when it comes to matters
like this in the ,fixing of rates and so on. They give the commissioner
of New Jersey probably the strongest power of any State in obtaining
the necessary statistical data. If the companies, through their statisti-
cal agents, do not respond promptly we have the right to move immedi-
ately to appoint our own statistical agent, and to go in and get the
data that is necessary. And we charge back the company for that.
I must say that we have found that the statistical agents in New

Jersey have been very cooperative, and the companies have been co-
operative because I think that they are convinced. And I am convinced
that what we do will be done in a very responsible way. It is true that
Mr. Simon may do something tomorrow, but regardless of what he
says, the one factor that is more important than anything else is the
availability of gasoline. I know that we in New Jersey, as we look,
there is no specific rationing, but there is a de facto rationing. Our
people are not driving vehicles. They are being stopped in their busi-
ness efforts, they are being stopped in their daily pleasure efforts, and,
therefore, we believe we will have that data by early April. And we
will take affirmative action to fix a rate that we think is commensurate
at this time.

ACTUARIES

Mr. DENENBERG. The commissioner of New Jersey has great confi-
dence in his actuaries. I love my actuaries, too. I even brought them
with me. I can tell you actuaries may know something about insurance
losses, but they don't know anything about Arabs, they don't know
anything about the world energy situation, and they have great diffi-
culty in predicting the future on insurance losses. They have actually
no ability or knowledge to predict the future of the energy situation,
and I don't think anyone else does. So regardless of what you do in
April, and regardless of what kind of numbers you come up with, you
cannot possibly anticipate the gasoline situation. Actuaries cannot tell
you how much energy or gasoline you can buy and you cannot get a
straight answer out of the Federal Government. So how can we say
we know what is going to happen in the future?
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Mr. SHEERAN. Let me rebut that.
Are not insurance rates supposed to reflect the conditions as we

best know them? How imperfectly we know them is debatable, but
as we best know them at a given point, so that the consumer—the
purchaser of insurance—is paying an adequate amount but not an
excessive amount at that point in time.
Mr. DENENBERG. It is difficult to do that under normal circumstances.

You can get into 20 to 25 percent arguments even under those circum-
stances, but you can perhaps predict the future roughly when you just
have to worry about the variables of insurance losses and inflation.
Although it is tough enough. But now you have all kinds of uncertain-
ties that don't have anything to do with those two, and you cannot
possibly predict them.
If this were the beginning of World War II, and you sat down and

said, let's try to see what will happen. You may have ordered a 10-
percent reduction, and it may have turned out to be 40 to 50 percent.
You may order a 30-percent reduction, and it will turn out to be 10
percent. So I don't have any problem with this approach. In fact,
think this approach is sounder even if there was not an energy crisis
because I have been sitting there trying to make rates for 3 years.
Acturaries are just like lawyers or any other professionals, they will
say what they are paid to say, except these two on my left. And, there-
fore, you get into these good arguments. These will be much more
limited in their credibility and they will have to try to predict the
future. And so it seems to me that is a better approach.
If I were in an insurance company I would say this is the best ap-

proach. And if I were a policyholder I would say this is the only ap-
proach. The only one who can sit and say any differently is the DFI,
enough to sit and say what will happen next year.

CAJOLE INSURANCE COMPANIES

Mr. SHEERAN. So your approach is to wait until the end of the year
and cajole the insurance companies.
Mr. DENENBERG. Not cajole. We are trying to get them to agree right

now. The cajoling season will be over very soon in Pennsylvania.
Mr. SHEERAN. But if you don't succeed?
Mr. DENENBERG. Then we will have to do what they are doing. But

we think this is a better approach for everybody.
The CHAIRMAN. So if your cajoling does not work you may have to

Join Mr. Sheeran.
Mr. DENENBERG. Right, but only as a last resort.
The CHAIRMAN. If the cajoling works and they agree to make re-

funds, will part of the agreement be to pay the interest on the money
refunded?
Mr. DENENBERG. That can be an aspect of calculation. You can

fix a formula that attempts to take that into account.

PROFIT MARGINS

I might say that there are companies that may be in a position where
their losses may actually go up. So it is conceivable that they are en-
titled to some recognition of the fact that they may be taking a certain
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risk, that if losses actually go up, they are running a risk for which
there is no countervailing return. So you may want to even allow
them slightly excessive rates in excess of what they would ordinarily
be expecting.
The CHAIRMAN. But as a standard insurance practice, if a company

at the end of the calendar year has shown a loss, you don't let them
retroactively charge higher rates?
Mr. DENENBERG. Yes. But, under standard practices, they don't

refund additional profits.
This is a different situation, and, therefore, there is some logic to

the argument. It should perhaps work both ways. You cannot let them
raise the premium at the end of the year, so you could make an
argument.
I am not saying it is necessarily sound, but to play the devil's advo-

cate, you could make an argument they are not only entitled to the
additional profit but, in fact, additional factors in some cases.
Mr. SHEERAN. Senator, the confidence in the insurance companies

in setting a profit margin differs between the commissioner and I. I
don't have that confidence in them. I think our statute is very specific.
It says the commissioner is required to determine whether the rates
are reasonable and adequate, and not unfairly discriminatory. This is
a statutory responsibility, I believe, to fix rates under the conditions
as they exist. But let me just touch on the problems that would be
raised if the companies would be in that position.

PITI3LIC UTILITY APPROACH

I think you put them in the position of a public utility, where you
assure them a profit. If this became a way of ratemaking or controlling
profits of an insurance, they would determine that act as a profit, and
if they felt that it was an excess profit they would return it. There
is no real control of that factor. It is left solely in their hands. They
cannot reasonably establish those rates on a per State, per line of
business kind of position. You can look at the statements that are filed
in an insurance company by the various carriers and they differ sub-
stantially from the reports that are filed with their stockholders. There
are different considerations involved, investment considerations, and
so on. So that, again, we believe we can do it and we will follow that
procedure.
Mr. DENENBERG. First of all, we are not following a public utility

approach. We are not assuring the profit. We are simply assuring a
refund of any excess profits. And if there are losses, the company
will have to absorb them.
Furthermore, this is only for a 1-year situation.
And, finally, there is control as to what the profit formula will be.

That will be defined.
RATEMAKING

And, finally, you seem to keep expressing an inability to determine
what profits are, but you are doing the same thing every time you make
a rate. So when you go in and make a rate in 

thing
you are going to

have to go through the same considerations we are going through. You
cannot escape the profit picture by calling it ratemaking rather than
a refund of excess profits.
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Mr. SHEERAN. Actually, as I understand ratemaking, ratemaking
is designed to establish a fair figure on which people can reasonably
buy insurance, and, if they properly manage themselves, get proper
underwriting practices, make a major return.
Ratemaking is a prospective art that does not assure a profit. If a

company goes in and writes in your State, and makes more profit
than another company doing the same line of business, that reflects on
their management. And some companies can go into the same State
with the same rates and lose money. So that ratemaking is not de-
signed to assure profit.

NEW JERSEY FORMULA FOR PROFIT

The CHAIRMAN. What is the formula of profit in New Jersey?
Mr. SHEERAN. We had a New Jersey Supreme Court case very re-

cently that considered the rate established as a fair rate by former
commissioner and now Supreme Court Justice, Robert Clifford. The
calculations produce a profit provision in rates for private passenger
cars of 0.8 percent for automobile liability insurance, and 2.5 percent
for collision and comprehensive insurance—after Federal income
taxes. So that these are the two figures that have gone through our
supreme court as reasonable figures. It is hard to make any comparison
here.
Mr. DENENBERG. You have to adjust for taxes and they really get

very close to what we are using. The only difference is it took their
Supreme Court 6 years to figure it out.
The CHAIRMAN. It is 0.8 percent for what?
Mr. SHEERAN. 0.8 percent for automobile liability insurance, and 2.5

percent for collision and comprehensive insurance. That is after Fed-
eral income taxes.
The CHAIRMAN. That is the same as is physical damage?
Mr. SHEERAN. Yes.
The CHAIRMAN. It is the same concept?
Mr. SHEERAN. Yes; the same concept.
The CHAIRMAN. 0.8 percent for automobile liability and 2.5 percent

for physical damage.
Mr. SHEERAN. After Federal taxes.
The CHAIRMAN. Mr. Denenberg says that is fairly close, 3 percent

for liability and 4 percent for physical damage.
Mr. DENENBERG. That is correct.

• The CHAIRMAN. And both of those include the concept of profit
made on investment and the premiums received in the automobile
liability line and physical damage?
Mr. SHEERAN. Correct.
The CHAIRMAN. Now, for yet another approach, we turn to Mr.

Monroe. Mr. Monroe is the commissioner of the State of Arkansas. I
understand you ordered an across-the-board refund of 10 percent.
The commissioner of Oklahoma, Mr. Hunt, has issued a similar

order.
Mr. Monroe, we would like to hear your approach.
Your prepared statement and exhibits will be made a part of the

record.
[The material referred to folows :]
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TESTIMONY BY

ARKANSAS INSURANCE COMMISSIONER

ARK MONROE, III

Senator Eagleton, I appreciate your invitation to

appear this morning. I will introduce myself for the

record. I am Ark Monroe, Insurance Commissioner of the

State of Arkansas. I would also like to introduce Mr.

Ernest Fennell, who is Assistant Commissioner of the

Arkansas Insurance Department.

In response to your inquiry about the activities

of the Arkansas Insurance Department as they relate to

the automobile insurance rates and the energy crisis,

the position of the department is best explained by a

letter sent from our office on December 13, 1973 to

Insurance Services Office and the 350 automobile insurance

companies licensed in Arkansas.

The letter marked Exhibit 1 reads as follows:

(See letter dated 12-13-73)

In December, the public was being urged to sacrifice

to prevent unnecessary use of fuel. The Arkansas Department

naively hoped for a voluntary, substantive response on

the part of the insurance industry. This is the response

we received.

(1) One Arkansas company voluntarily reduced its

rates 10% across the board.

(2) Three companies promised to refund excess

windfall profits, if any, at some time in the

future. (U.S.F.&G., All State, & Hartford)

(3) One rating bureau and three companies filed

variations of discounts for car pooling, which

A
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affected very few drivers in Arkansas. (ISO,

St. Paul, Aetna, State Farm)

(a) For example, the Insurance Services Office

filing did not help young drivers or

drivers in the best classification. It

only helped two classes of drivers.

(b) Under the St. Paul filing, there will have

to be four persons in a car pool before

any credit is given. In Arkansas, which

has a widely dispersed population, meeting

this criterion is almost impossible and

few will earn the credit.

Quite obviously, the response of the industry was

inadequate in light of continuing developments in the energy

crisis -- the reduction in speed limits in Arkansas, the

reduction in fatalities in those states where speed limits

had been reduced in November, 1973, and the decreased driving

of those persons experiencing a fuel shortage.

Therefore, on January 18, 1974, we issued an order

requiring the companies to reduce their rates by a minimum

of 10% by March 15.

We received the following response:

(1) 30 companies said that they would wait for

Insurance Services Office, of which they were

members, to do something.

(2) 4 companies requested hearings.

-2-
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(3) Eleven said it was too early to reduce rates

and some of those relied on their previous replies.

(4) Five companies complied, and these companies

write a rather small share of the market in

Arkansas.

One company responded in this manner:

The Executive Committee of Lumbermen's Mutual Casualty

Company passed the following resolution:

(Read from letter marked Exhibit 2 dated 1-31-74.)

This is not a commitment to reduce rates and it is

representative of the industry's attitude.

We did not receive a reply from Insurance Services Office.

They ignored the January 18 Order.

On February 12, we set a hearing on Insurance Services

Office and its 115 member companies for March 6, at which

time we will require that they justify their present rates

in the light of'both profits made during the past three years

and the almost certain prospective profits. The trend in

Arkansas from the information we have gathered from the state

police and the highway department and other sources indicates

most graphically that the frequency of accidents, fatalities,

and injuries has dramatically reduced.
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Similar hearings have been set for All State, State

Farm and Travelers on March 13 - 15. Additional hearings

will be held on the other independent companies.

We have directed Insurance Services Office and the

companies to furnish the following information: (See

Exhibit 3)

(Read copy of letter 2-12-74)

This additional information has been requested because

traditional methods of rate-making are not responsive. The

concepts of profitability and the return on net worth -

the total performance of an insurance company should be

the measure. We intend to look at the whole picture and

we recommend this approach to other regulators.

Thank you, Senator Eagleton, for inviting me to

appear today. I will be most happy to furnish any documents

which I have mentioned for the record.



54

EXHIBIT I
ARK ANSAS

DEPARTMENT OF COMMERCE

INSURANCE DEPARTMENT
400.10 UNIVERSITY TOWER BUILDING

LITTLE ROCK, ARKANSAS 72204,

ARE NO1IROE III
inisun,Icc C04.151.0NCR

15011 371.1320

December 13, 1973

Mr. Daniel J. McNamara

President
Insurance Services Office

160 Water Street

New York, New York 10038

Dear Mr. McNamara:

DONALD V. ALLEN

DIRECTOR OE CONNENC,
(501) 3714131

The advent of the energy crisis with its attendent reduction of miles

driven per car will manifestly result in reduced accident frequency.

The imposition of reduced speed limits should result in a drop in

the severity of injuries and of physical damage to vehicles.

The growing participation in car pools and increasing use of public

transportation facilities accompanying these factors must again produce

more favorable results.

With these considerations in mind, it is incumbent upon your industry

to equitably measure the savings which will accrue and pass those

savings on to your policyholders. •

Including trend factors in your rate filings is an attempt to make

rates prospectively. We firmly believe that at this juncture rate

'adjustments should be made in the light of almost certain reductions

in dollar losses.

Please direct: your member companies to vigorously pursue research

designed to accomplish the following:

1. An immediate reduction in rates for all lines of

automobile insurance..
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Mr. Daniel J. McNamara
Page Two
December 13, 1973

2. Granting of rate credits for car pool participants.

3. The liberalization of policy contracts where necessary to
eliminate voidance of coverage in car pool situations.

4. The constant monitoring of statistical and trend data to
more accurately and immediately reflect the experience of
the business in this volatile period.

We request that this letter be forwarded to your membership for
immediate action.

Yours very truly,

Ark Monroe, TII
-Insurance Commissioner

AM-: lo

cc: Mr. William Barman, Manager
Insurance Services Office of Arkansas
Tower Building
Little Rock, Arkansas 72203

1.
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EXHIBIT 2

LUMBERMENS MUTUAL CASUALTY COMPANY

EXECUTIVE COMMITTEE MEETING

December 20, 1973

4.11

FUEL SHORTAGE RESOLUTION

The president said that this meeting had been called
to act on a resolution to be adopted as the result of insurance
industry meetingn. that have been takinR place in the last
several days with representatives of the National Association
of Insurance Commissioners. A document is being prepared for
•release by the three insurance trade associations, plus large
independents, who write most of the auto insurance in the
United States. The document will be released under the sponsor-
ship of the NAIC. We need a resolution expressing our intention
to reflect any improvement in automobile loss experience,
traceable to the fuel shortage, in our rating structure, hope-
fully by way of dividends- based on actual experience.

After discussion, the following resolution was moved,
seconded and unanimously adopted:

RESOLVED, that it is the intention of the companies •
that unabsorbed premium refunds (dividends) will be
allowed on the earned premium on automobile policies
to reflect any extraordinary additions to surplus
caused by the fuel shortage.
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ARK MONROE III
INSURANCE COMMISSIONER

C501, 371-1322

ARKAr4SAS

DEPARTMENT OF COMMERCE

INSURANCE DEPARTMENT
400-18 UNIVERSITY TOWER BUILDING
LITTLE ROCK, ARKANSAS 72204

February 12, 1974

Insurance Services Office of Arkansas
P. 0. Box 2661
Little Rock, Arkansas 72201

In the Matter of the Review of the
Current Rate Filings of Insurance
Services Office of Arkansas for
Voluntary Private Passenger Auto-
mobile Coverages. of Bodily Injury
and Property Damage Liability, Medi-
cal Payments and Physical Damage.

Gentlemen:

DONALD V. ALLEN
DIRECTOR OF COMDEREE
UM/ 371.2231

In connection with the notice of hearing with which this
letter i enclosed, the material set out below must be filed
with this Department (on behalf of your members and sub-
scriber companies) by March 1, 1974.

1. Earned premiums and incurred loss figures for the
years 1971, 1972, and 1973, for all lines and sub-
lines of voluntary private passenger automobile
insurance. Such figures shall be regularized to
1973 rate levels and shall reflect both Arkansas
and countrywide experience.

2. Loss adjustment expenses, Arkansas and countrywide
for the lines and years stated in Paragraph 1.

3. Underwriting expense incurred Arkansas and country-
wide for such lines and years stated in Paragraph 1.

4. Lost and expense data should be weighted for appro- •
priate credibility and trend factors with explana-
tion of source and of method of computation.

5. Total (all lines) direct net premium written country-
wide for the years stated in Paragraph 1.
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Insurance Services Office od. Arkansas

February 12, 1974
Page 2

6. Total net worth of member and subscriber companies with

details of method of determination for 1973.

7. Investment Income on unearned premium reserves and on

loss reserves for the lines and sublines of coverage

and years set out in Paragraph 1. Such investment

income should be shown both in dollar amounts and

as a percentage of earned premium for such lines and

sublines.

8. Member or subscriber companies federal tax rate for

the years stated in Paragraph 1.

9. ISO may file such additional material, consistent

with Ark. Stat. Ann. (566-3107, as it desires..

According to the Industry Advisory Committee Report to the

Special NAIC Task Force on the Energy Crisis and Related Matters

(the "Report"), an accelerated reporting system was established

which would make automobile insurance experience available

thirty days following the close of each month. The reporting

became effective as of January, 1974. We shall also appre-

ciate receiving this data for the month of January, compared

to 1973, as described in the Report, as soon as possible. The

purpose of requiring the submission of the foregoing data is

to up-date your current filing.

The burden of justifying the continuance of the current filing

is on the filers and, accordingly, this information is neces-

sary for the hearing.

Yours truly,

Cta1/4._ YierAiL4-C-111.L.

Ark Monroe, III
Insurance Commissioner

AM:bd

cc: Insurance Services Office
Suite 510, 900 Grant Street
Denver, Colorado 80203

Insurance Services Office
160 Water Street
New York, New York 10038
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ARKANSAS APPROACH

Mr. MONROE. Thank you, Senator Eagleton, for allowing us to ap-
pear before your committee today.
As you said, I am accompanied by Ernest Pennell, who is an assist-

ant commissioner of the Arkansas Insurance Department. I can say we
are beyond the cajoling stage in Arkansas. I think you will best be
able to understand our situation in Arkansas. By understanding the
sequence of events, and what we have tried to do in Arkansas to
attempt to obtain a reduction in insurance rates.
On December 13 this year, I wrote a letter to all of the 350 automo-

bile insurance companies which are listed in Arkansas. I think the
letter spelled out exactly what the position of the Arkansas Depart-
ment is. I would like to read from the letter at this time.
The advent of the energy crisis with its attendent reduction of miles driven per

car will manifestly result in reduced accident frequency. The imposition of re-
duced speed limits should result in a drop in the severity of injuries and of
physical damage to vehicles.
The growing participation in car pools and increasing use of public transpor-

tation facilities accompanying these factors must again produce more favorable
results.
With these considerations in mind, it is incumbent upon your industry to

equitably measure the savings which will accrue and pass those savings on to
your policyholders.
Including trend factors in your rate filings is an attempt to make rates pro-

spectively. We firmly believe that at this juncture, rate adjustments should be
made in the light of almost certain reductions in dollar losses.

Please direct your member companies to vigorously pursue research designed
to accomplish the following:

1. An immediate reduction in rates for all lines of automobile insurance.
2. Granting of rate credits for car pool participants.
3. The liberalization of policy contracts where necessary to eliminate voidance

of coverage in car pool situations.
4. The constant monitoring of statistical and trend data to more accurately

and immediately reflect the experience of the business in this volatile period.

We are in a different position in Arkansas. Pennsylvania and New
Jersey have a much larger market. It is very easy for the industry to
focus attention on those States that do have a large market, but when
you are a State like Arkansas you almost have to direct the industry
to direct attention to our particular situation.
In December, the response was this—I have to say that we naively

hoped for a voluntary substantive response on the part of the insur-
ance industry, and this was our response from the industry, which I

.4 think would reflect filings which were made nationwide—there was
only one filing that was made in Arkansas which probably was not
made nat ionwide. One Arkansas company voluntarily reduced its rates
10 percent across the board.
The CHAIRMAN. I think we have the name.
Mr. MONROE. National Investors Fire & Casualty Co. It only had

a half million dollars in premiums—a fairly small portion of the mar-
ket.
Three companies promised to refund excess windfall profits, if any,

at some time in the future. Those three companies were United States
Fire & Casualty, Allstate, and Hartford. These were also filings which
were made nationwide.

29-982 0 - '74 - 5
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CARPOOL DISCOUNTS

One rating bureau and three companies filed variations of discountsfor carpooling which affected very few drivers in Arkansas. These four
companies were the rating bureau, the insurance service organization,
Aetna, and State Farm. The reason I say it affected very few drivers in
Arkansas is for this reason: the insurance services offices filing did not
help young drivers. Young drivers could participate in carpools all
they wanted to, but that classification was not affected. It did not affect
drivers in 1—A, which is the normal classification. It only affected the
classes of drivers 1—B, 1—C, where you have people trying to use their
cars going to and from work. But the most discriminatory effect was
against young drivers. There was no attempt to give any kind of rate
credit to young drivers already having a difficult time paying for their
car insurance. There would have to be four persons in a carpool before
any credit is given, and all of those four people have to share the
driving equally. In Arkansas, which has a widely dispersed popula-
tion, it is very difficult to get four people to join in a carpool, and
meeting this criteria is almost impossible.
The CHAIRMAN. HOW would they monitor?
Mr. MONROE. They have to sign some kind of certificate saying they

do have four people in their carpool, which probably would lend itself
to a little bit of fraud on the part of the public to take advantage of
the carpool discount.

Quite obviously the response was inadequate in light of the continu-
ing result in January. At this time there was reduction in speed limits
in Arkansas. The reduction of fatalities in those States with speed
limits reduced in November, 1973, was apparent, and the increased
driving of those persons experienced an actual fuel shortage. We had
not experienced an actual fuel shortage as you have here in the District
of Columbia, but we were beginning to feel the pinch.

RESPONSE TO 10-PERCENT REDUCTION

On January 17 we issued an order requiring the companies to reduce
their rates by 10 percent by March 15. This is rather drastic action. We
felt we had the authority to issue this order under insurance codes
which does contemplate issuing orders without a hearing. Also, this
was to increase the pressure and to make sure somebody looked at Ar-
kansas' particular situation. We had received no response. We had re-
ceived form letters from companies that had been written by some of
the same people that circulated around some of the companies and we
wanted somebody to take a look at our Arkansas experience.
We received the following response from our order: 30 companies

said they would wait for insurance services offices to respond.
The CHAIRMAN. What is the insurance services?
Mr. MONROE. It is a rating bureau which files rates on behalf of 115

companies in Arkansas. They are the ratemaking body for 115 of the
300 companies we have in Arkansas.
The CHAIRMAN. It is a company group?
Mr. MONROE. Right.
The CHAIRMAN. And they were going to wait?
Mr. MONROE. They were going to wait for them to respond.
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The CHAIRMAN. How did others react?
Do they usually react with promptness on the question of rate re-

duction?
Mr. MONROE. We probably have not had a rate reduction in Arkansas

in about 15 years..
The CHAIRMAN. Are they fairly prompt when they want a rate

increase?
Mr. MONROE. Very prompt.
Four companies requested a hearing, which is allowed under the

code. Eleven said it was too early to reduce rates, and some of these
were allowed on the previous replies, such as Allstate, State Farm,
which had given these carpool discounts. Five companies combined,
and of these, all wrote a very small portion of the market, I think
about a total of about $1 million in premiums. One company responded
in this manner and I think it is really important to read this into the
record.
Lumberman's Mutual Casualty Co. had an executive committee

meeting on December 20.
The CHAIRMAN. It is a pretty big nationwide company.
Mr. MONROE. They are pretty large. They write a fairly large por-

tion of the market.
They passed this resolution:
Resolved that it is the intention of the companies that unabsorbed premium

refunds (dividends) will be allowed on the earned premium on automobile

policies to reflect any extraordinary additions to surplus caused by the fuel

shortage.

That was pretty vague language as far as I was concerned. And I
really cannot understand what it meant. This was their response:
They were going to try to respond and try to give something back.
They did not offer any kind of formula. The only company that offered
a formula for us to look at was United States F&G. The formula was
designed in such a way it took into greater account the nationwide
experience rather than State experience, and very doubtful in that
situation that anybody in Arkansas would ever get a premium refund.
So this, in our opinion, wasn't really a commitment to reduce rates,
but it was repetitive of the industry's attitude.
We did not receive any review from the insurance services office.

They ignored the January 18 order.
The CHAIRMAN. What is the insurance services office?
Mr. MONROE. The rating bureau. They just ignored the order and 30

companies were waiting for them for a reply.

ACTION TAKEN

So, on February 12, we set a hearing for 115 companies on March 6,
at which time we will require that they file their present rates in light
of both profits made in the past 3 years and almost certain prospective
profits.
The trend in Arkansas, from the information we have gathered from

the State police, the highway department, and other sources, indicate
most graphically the frequency of accidents, the frequency of fatali-
ties, and the number of fatalities and injuries in vehicles which have
been reduced in our State.
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Similar hearings have been set for all State Farm and Travelersfrom March 13 through 15. Additional hearings will be held for othercompanies.
Comments have been made that this will be setting a hearing for 350companies. We don't think that is the case because about 15 or 20companies write the majority of the business in Arkansas.If we set hearings on those companies and make them justify theirrates or rate levels which were approved in the past, we feel we canaffect 99 percent of the market in our State.We have directed insurance services offices and the companies tofurnish the following information, some of which has been discussedtoday. We have not used the New Jersey rating formula, which hasbeen described to you today.

COMPARISON OF FORMULAS
We are attempting to go to the rating formula. We feel like it isa better measure of profitability of the company.The CHAIRMAN. The New Jersey formula?Mr. MONROE. The New Jersey formula.The CHAIRMAN. What do you think of the Pennsylvania formula?Mr. MONROE. I think they are pretty close.I do not think there is very much difference. I think we are all inagreement on the formula.
Since 1967, we have taken hit° account investment income on un-earned premiums, and now that is part of our statute in Arkansas.But now the New Jersey formula goes one step further and takesinto account investment income and loss reserves, which is a muchmore dramatic figure. The investment income of unearned premiumsis really negligible in the rating formula.
The CIIAIRMAN. Are these all component factors taken into ac-count in the New Jersey formula?
Mr. SHEERAN. Yes, sir.
The CHAIRMAN. Are all of these factors related to part of the in-gredient of your formula?
Mr. DENENBERG. Yes sir.
Mr. MONROE. We feel that this is important information that shouldbe developed.
This will be the first instance that any companies in Arkansas willever be required to come in and justify present rate levels.
We do not think they can do it.
This additional information is requested for another reason.Traditional methods of ratemaking are really not responsive. Theconception of profitability, and total performance and net worth

should be the measure.
We intend to look at the whole picture of an insurance performance

in the rate hearings we have coming up and we recommend this ap-
proach to other regulators. We think the companies should be re-
quired to come in and justify their rate levels. We have plenty of au-
thority to do this under the code, and we think this is a proper ap-
proach to use.
I am sorry I did not have a prepared statement—I prepared this last

night—but I will be glad to furnish anything for the record.
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The CHAIRMAN. We may want some additional things in writing.
I think we jotted them down.
Would it be a fair summary, Mr. Monroe, to say your approach is

fairly similar, as I hear it, to the New Jersey approach, except that
you have ordered this instant 10 percent reduction? That serves, if
nothing else, to _get the attention of the companies rather quickly.
Mr. MONROE. This is right.
The CHAIRMAN. But in terms of holding hearings and making de-

cisions in the next month or so, you are about in the same posture as
the Commissioner from New Jersey.
Mr. MONROE. That is correct. I agree with Commissioner Denen-

berg and Commissioner Sheeran.
The monitoring system setup by the NAIC, as admitted in this

document, to say this can be used for ratemaking purposes, why gather
the statistics if 
The CHAIRMAN. The NAIC, which is the association of the insur-

ance commissioners, specifically stated that this information is not
to be used for ratemaking purposes.
Mr. MONROE. Their statement is similar.
Mr. SHEERAN. I might have it here.
The CHAIRMAN. What are they going to do with all of this infor-

mation if it will have no real evaluation effect in determining proper
rates?
Mr. MONROE. We have asked the same question.
The CHAIRMAN. Are you all members of that club?
Mr. DENENBERG. It is even smaller than the Senate. It has only 50

members. You can also use any statistical information in the writing.
They say it cannot be used because it is not precise as to the typical
rate statistics, but any indicator—you count the people going over a
bridge and you try to use that in decreasing traffic.
The CHAIRMAN. In Arkansas what is the formula, statute, or regu-

lation regarding excess profits?
Mr. MONROE. It is not spelled out as it is in the New Jersey formula.

We have a lot of flexibility in the amount of information. We can
request the recent addition of investment income on our premiums,
which was just passed in our last session of the legislature, but we
have authority to bring in all relevant data.
The CHAIRMAN. So you can establish what you consider, as the

Commissioner, to be an excess or windfall profit.
Mr. MONROE. Yes, sir.
The CHAIRMAN. Let me ask all three of you a couple of questions

as we go down the line.
EXCESS PROFITS

It was alleged in the debate on the Senate floor when we were
considering an excess profits tax or a windfall profit tax for oil com-
panies, that there are many hangups with an excess profits tax. One
of the principal ones being if you go to the mechanism of trying to
decide what is a legitimate 'profit, that it encourages the loading in of
expenses so as to keep the profit down.
Would the rationale apply in this situation on ratemaking and

insurance when we are trying to decide what is an exorbitant or an
excessive profit?
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Mr. Sheeran?
Mr. SHEERAN. I think so.
We have, I think, the same experience when we get into matters

such as cost containment with hospitals. And we find that we have
to be in control of almost every facet of that industry to make sure
they just don't use all of the money that comes in, no matter how
much it gives improved medical services. And I think the same
kind of position would exist here.
The CHAIRMAN. SO you have to be on guard against that even in

the application of your New Jersey formula?
Mr. SHEERAN. Yes I think, really, that it gets back to the same

theory of fixing rates or making the company comply with that rate.
If they manage well and make a good profit out of it—that is a re-
flection on their ability as a company.
The CHAIRMAN. Mr. Monroe, would you comment on that sub-

ject matter?
Mr. MONROE. I agree. In a way it is a difficult thing to assess, but

I agree with Commissioner Sheeran.
Mr. DENENBERG. The insurance industry is diffrent from most in-

dustries. It has a long tradition of rate regulations and a long tradi-
tion of annual statements and detailed reporting. So you would
not run into the same kind of difficulty in regulating excess profits
in the insurance industry as in other industries.
You do know what the companies have been spending. It could be

essentially monitored. You would not get the same kind of difficulty.
The CHAIRMAN. That was my position. I was hoping it would be

brought out.
If there was a precipitious increase in cost in a certain category in

that company's operation, you have on file a whole history of patterns
and practices, and you could ask: What did all of the expense accounts
for your insurance liability accounts cover in a given year?
Mr. DENENBERG. That is correct.
Mr. MONROE. We have tried to assess this on a local basis. This is the

main argument. The companies induce the inflationary trends and cost
factors are just skyrocketing. This is offsetting any kind of break
they are getting because of reduced driving habits. And we think
on a local basis this is not true.
We do have a certain amount of information in repair cost and cost

expense of companies. But if you are looking at the Arkansas experi-
ence—this might not be true for other States—but in Arkansas we
think the reduced driving has had an effect on other factors and the
inflationary trend. And I think it would be true in most rural States.
It might not be true in the urban States, but if you are talking about
the rural States, this would be a true statement.
Mr. SHEERAN. I think in an urban State that would hold true.

TREND DATA

The CHAIRMAN. In Arkansas, you have statistics coming in on travel,
gas consumption, and accidents?
Mr. MONROE. Yes, sir.
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The CHAIRMAN. As you currently have them: Can you give us any
evaluation of those statistics in terms of what trend sign is indicated
in terms of reduced fatalities and accidents?
Mr. MONROE. I will let Mr. Fennell answer this question.
Mr. FENNELL. Just very briefly, using records, there are past trends

data here on frequency, showing a decrease beginning back in 1966 and
almost steadily down to the end of 1972.
The CHAIRMAN. Is this fatalities?
Mr. FENNELL. This is claim frequency.
The CHAIRMAN. This claim frequency is by numbers?
Mr. FENNELL. Numbers. These data here in these graphs are from

the State and city police—the city of Little Rock and the State
police—showing this graph here, is the number of accidents in Little
Rock.
This is the number of injuries in Little Rock. These are for North

Little Rock.
Statewide, this is the fatality for 1972, 1973 takes a nose dive.
These are the injury statistics. 1973 takes a nose dive in the last two

months of 1973—I am sorry, of January of 1974.
The CHAIRMAN. That is, fatalities take a nosedive since the so-called

energy crisis.
How about accidents?
Mr. FENNELL. The number of accidents in 1972: a jump in December

and went back down in January. In 1973, in December, it took a real
nosedive, and, in January, continued on down very, very far below
the 1972-73 period.
The CHAIRMAN. SO, these are statistics you gathered from police

departments and other sources in Arkansas?
Mr. FENNELL. Yes, sir.
The CHAIRMAN. In December of 1973 and in January of 1974, there

was a nosedive decrease in both fatalities and accidents?
Mr. FENNELL. And injuries.
The CHAIRMAN. And injuries.
Mr. FENNELL. All three.
The CHAIRMAN. Fatalities, accidents, and injuries declined sharply.
Do you have any statistics for New Jersey that are relevant?
Mr. SHEERAN. I don't have them with me. I can tell you the sta-

tistics we have gathered indicate the same kind of trend.
The CHAIRMAN. They indicate the same nosedive of fatalities, acci-

dents, and injuries.
What is the trend in Pennsylvania, Mr. Denenberg?
Mr. DENENBERG. Fatalities, as I indicated, are 40 percent down in

January 1974 as compared with January 1973. The accident material
is not in. There are also a lot of other statistics. They all indicate
decreases.
The CHAIRMAN. A downward trend?
Mr. DENENBERG. Yes.
Mr. FENNELL. We have a traffic count about 9 percent decrease in

January and about 20 percent decrease in the number of hazardous
arrests by the State police. These are driving arrests, which is an
indicator of the slow speed.
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I drive 99 miles one way every 2 weeks, and the traffic has slowed
down in volume and in speed amazingly.
The CHAIRMAN. Could I ask a general question of all three of you?

CONTINUATION OF DOWNWARD TREND

Based on such statistics as you have, and with respect to Dr. Den-
enberg—his statistics are not as pretty as the Arkansas figures, or
even the New Jersey figures—but based on such data as you have,
plus your experience as commissioners, and the study of the automo-
bile liability field, are you satisfied that there has been, and, as long as
the gasoline is tight, there will continue to be, a substantial reduc-
tion in automobile fatalities, accidents, and injuries?
[Yes, from all.]
Mr. FENNELL. So we are all satisfied with the basic premise that

injuries, deaths, and accidents will go down.

PREMIUM REDUCTION APPROACH

What is in disagreement among the three of us is the mechanism of
the method, gentlemen, of coping with that insofar as premium reduc-
tion is concerned.
Mr. DENENBERG. Yes.
Mr. SHEERAN. I don't think I disagree with the Arkansas position.

The only disagreement—and it is not really disagreement—we have
not taken the position that we can take a 10-percent reduction. That
is the only basic difference.
Mr. DENENBERG. I &IA disagree with Arkansas and New Jersey.

I just think our approach is better. That would be the approach I
would turn to for the second position.
• The CHAIRMAN. You say if you are getting to the end of the line
or cajoling and suggesting, if that avails not, then you may have to
go to this attention-getting approach in order to get some interest, and
some compliance?
Mr. DENENBERG. I might indicate that one advantage of our ap-

proach is to the extent the companies come in and agree to refund
profits. We have already done that and it goes back to January 1974.
If you are talking about hearings, you see the way it works. There

is an order and they don't answer the letter. Then there is a hear-
ing, and there has to be a transcript, and you will have to have an
order and that is a 6-month process. Then you have lost half a year
even if you move fairly quickly.
The CHAIRMAN. If you ordered a 10-percent reduction today in

Pennsylvania you probably would get some immediate interest.
Mr. DENENBERG. No; they are smart enough to know I cannot order

anything. I will order it right now. I order a 50-percent reduction.
This is all it mentions. I don't have any authority to order reduc-
tions.
Arkansas apparently has a different statute. He ordered it and

they did not answer his letters. So what would they do to me with
no authority at all?
The CHAIRMAN. Thank you, gentlemen.
The committee will take a short, recess.
[Subsequent to the hearing the following material was received:]
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PURPOSE OF REPORT 

The onset of a national energy crisis in November,

1973 brought about a drastic curtailment of the use

of the automobile in the United States. On November 7,

1973 the President asked the people of this country to

reduce their consumption of gasoline. Eighteen days

later he announced a 15% reduction in the production

of gasoline and asked gasoline stations to close on

Sundays. Since the first of the year gasoline prices

have been permitted to increase and gasoline station

dealers have been requested to limit sales to 10 gallons

per customer. The federal government also mandated a

55 mile per hour speed limit nationwide with which all

states were in compliance by March 1, 1974. Arkansas

complied with this mandate in January, 1974.

The present rate filing of Insurance Services Office

of Arkansas ("ISO") for Voluntary Private Passenger

Automobile Coverage of Bodily Injury and Property Damage

Liability, Medical Payments, and Physical Damage (the "Filing")

was filed in 1968. The result of the above mentioned

governmental actions and the natural consequences of a

drastic reduction in the amount of gasoline consumed by

the driving public dictate a review of the Filing particularly

in the light of its approximate six year age.

4.

4
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The purpose of the following report is to review the

filing in the light of these changes and to evaluate their

effect on automobile usage and hence automobile insurance

rates. In preparing this report the Rating Division

has gathered, compiled and reviewed numerous reports,

statements, data and information from various governmental

and non-governmental agencies and sources including the

United States Department of Transportation, National Safety

Council, Arkansas State Police records, news media and

financial statements and other records, reports and documents

on file with the Insurance Department.

STATUTORY AUTHORITY 

Automobile insurance rates are made pursuant to

Ark. Stat. § 66-3107 which provides that, "rates shall

not be excessive, inadequate or unfairly discriminatory."

(Subsection (d) In determining whether a particular rate

filing meets the standards of Subsection (d), the statute

further provides that, "due consideration shall be given

to past and prospective loss experience within and out-

side this state, to catastrophe hazards, if any, to a

reasonable margin for underwriting profit and contingencies,

to dividends, savings or unabsorbed premium deposits

allowed or returned by insurers to their policyholders,

members or subscribers, to past and prospective expenses,

both country wide and those especially applicable to this
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State, income derived from the investment of unearned

premuims and to all other relevant factors within and

outside this State." (Subsection (a))

Ark. Stat. S 66-3112 provides for subsequent review

of a filing by the Commissioner and sets forth the

procedural requirements whereby such a review is brought

about. Thus, any filing is subject to the continuing

review of the Commissioner.

ARKANSAS AS A RATING DISTRICT 

At the outset it is pertinent to establish certain

information about the state for purposes of rate making.

ISO, the largest rating bureau in the state, divides the

state into three territories for rate making purposes.

Rating Territory No. 1 is Pulaski County; Territory No.

2 is the greater portion of Sebastian County and a part

of Crawford County; the remainder of the state is classified

as Territories 5, 6 and 7. (Exhibit A) Arkansas is

predominantly a rural state with low population density,

except for a few counties in the state. (Exhibit B) In

1970 Arkansas had a population of 1,923,295. (Exhibit C)

The population distribution in terms of rating districts

was as follows:

Pulaski County 2,087,189
Sebastian County 79,237

Remainder of State - 1,556,869
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Vehicle registration records in 1972 (Exhibit D)

indicate that there were 738,768 passenger vehicles re-

gistered in Arkansas and these vehicles were distributed

as follows:

Pulaski County 137,104
Sebastian County 36,075

Remainder of State 565,589

Other relevant information relative to vehicle re-

gistration is also contained in Exhibit D.

REDUCED CONSUMPTION OF GASOLINE 

In common with other states, Arkansas has experienced

a substantial reduction in the amount of gasoline available

for public consumption. Nationwide, there is said to be

15% less gasoline available at the present time than in

the previous year. Reallocations of gasoline by the Federal

,Energy Office have been necessary to avoid critical shortages

in this state during January and February, 1974.

In addition to the reduced availability of gasoline,

the price per gallon of regular gasoline has shown a drastic

increase in recent months. Information from the Division

of Weights and Measures of the Commerce Department for

the State of Arkansas indicates a state-wide average retail

price increase of 9.9 cents per gallon of regular gasoline
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for the period May 15, 1973 through February, 1974. Sample

statistics further indicate that the majority of this

increase occurred in November and December of 1973 and

January of 1974. (Exhibit E) In addition to the price

increase cited above, the Federal Energy Office, on February

26, 1974, predicted that service stations would increase

the price per gallon by 3 cents during the month of March.

It is anticipated that the higher cost of gasoline will

further reduce its consumption in this state and nationwide.

It is anticipated that these two factors, i.e. reduction

in the amount of gasoline available and higher prices at

the retail level, will continue to keep more and more cars

off the nation's roads and highways. Based on a traffic survey

in December, 1973, the Federal Highway Administration is

now predicting that there will be a zero per cent (0%) annual

increase in traffic compared to the normal annual increase

of 5%.

Information available and public statements of Federal

and State energy officials indicate that the reduced

availability of gasoline and higher prices will continue,

with some predictions that the situation will worsen.

However, even at present levels of reduced consumption, 4

it is apparent that there are and will continue to be

substantially fewer automobiles on the nation's highways

in the months and years to come.
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REDUCED USAGE OF MOTOR VEHICLES 

While there is little statistical data available

as to "automobile counts" on the streets and highways

since the emergence of the energy crisis, the informa-

tion available reflects there has been a reduction.

Statistics provided by the Division of Planning and Research

of the Arkansas Highway Department compare traffic counts

on all Arkansas roadways for the period November 30th -

December 6th, 1973 with the period of December 1 -

December 7, 1972. (Exhibit F). This count, taken even

before the full impact of the energy crisis was felt,

reflects a 2.9% reduction in Saturday driving and an 11.91%

reduction in Sunday driving between the two comparison

periods. Weekday travel showed a slight increase of 0.33%.

A recent count compares the period of February 11 - February

17, 1974 with the period of February 12 - February 18,

1973. (Exhibit G). This count reflects an 8.2% decrease

in Saturday driving, a 12.3% decrease in Sunday driving,

and the weekday travel showed an overall decrease of 2.1%.

The significant percentage reductions in the Sunday counts

may be attributable to the fact that hardly any gasoline

stations are now open on Sundays in Arkansas.

Another indicator of the reduced usage of private

passenger automobiles can be found in the statistics

gathered at the major recreation centers in this state
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by the Arkansas Department of Parks and Tourism. (Exhibit

H). These statistics reflect a drastic reduction in the

use of the State's parks and recreational areas in

October, November, and December, 1973 and January, 1974,

over the same four month period for the previous year.

These statistics support the anticipation of reduced use

of recreational facilities as a direct result of the energy

crisis.

Since the onset of the energy crisis authoritative

sources have predicted a reduction in the number of auto-

mobile accidents and the severity thereof. For example,

the National Safety Council has predicted a reduction of

20% - 252 in automobile accident deaths in 1974. These

predictions were based upon reduced usage of the auto-

mobile in the light of the energy crisis and voluntary

and involuntary reduced consumption of gasoline. These

predictions have proved valid in the light of experience

to date.

The National Highway Traffic Safety Administration

of the Department of Transportation in a Release dated

January 27, 1974 reported:

"The Department of Transportation's National High-
way Traffic Safety Administration says its figures
for December confirm its earlier reports that
states which had lowered maximum speed limits
are showing a significant reduction in highway
fatalities. In addition, voluntary reduction
of highway speeds and a decrease in total driving
may be having a further effect in lowering high-
way deaths nationwide.-
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"Administrator, Dr. James B. Gregory said his

agency earlier reported a 15 - 20 per cent drop

in fatalities among those States which had re-

duced their speed limits in November. .The 18

states which had lower maximum speed limits in

December have shown an overall reduction of 25

per cent in fatalities below December 1972.

"In the 32 States which had not lowered their

speeds; there was an overall reduction of 12 per

cent, which Dr. Gregory says may well be due to

voluntary action on the part of motorist in re-

ducing speeds, and to reduce the travel as a

result of the energy shortage. The total December

reduction for the entire nation was 16 per cent

below the same month in 1972." (Exhibit I).

In an appearance before the United States Senate Committee

on the District of Columbia, on February 22, 1974, Dr. Gene

A. Mannella, Associate Administrator for Research and

Development, National Highway Traffic Safety Administration,

stated:

"Gasoline conservation efforts have clearly had

a marked effect on traffic fatalities. The

fatalities in the fifty states in November dropped

3.5% from the preceding year, in December the

reduction was 16.8%, and in January of 1974, it

was 22.6%. The bulk of this reduction is attri-

buted to the reduced supply of gasoline available

to the driving public and reduced speeds on the

highway resulting from lowered speed limits and

voluntary compliance with the President's request.

"While the lowered gasoline supply accounts for

much of the reduced traffic fatalities, there

is evidence that the lowered speed limits also

contribute substantially. Fatalities in states

having lowered speed limits during the three

months of November, December and January were

23.5% below the preceding year while the reduc-

tion during this period for those states not

lowering speed limits was 8.9%.

29-982 0 - 74 - 6
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"In November, 1973, the nine States that had en-
forced lowered speed limits by November 21 exper--
ienced a 17.4% reduction in traffic fatalities
from November, 1972 compared with a 1.2% reduction
for other States. In December, 1973 the 18 states
that had enforced lowered speed limits by December
22 experienced a 25.1% reduction compared with a .
12.5% reduction in 32 states which had not reduced
the limits. In January, 1974, the 25 states that
had enforced lowered speed limits by January 22,
experienced a 24.4% reduction compared with a 20.4%
reduction in the other States,"

Available information relative to Arkansas experience

is consistent with the experience cited by Dr. Mannella.

The Arkansas State Police Department reported a reduction

of 33.5% in traffic accidents in December, 1973 over

December, 1972 (1972: 1,562; 1973: 1,039) and 13.84% in

January, 1974 over January, 1973 (1974: 1,150; 1973: 990).

For the same periods fatalities were reduced by 4% and

29% respectively. (Exhibit K).

CONCLUSION 

Available information and data reflect a substantial

reduction in the use of the private passenger automobile

and a concomitant reduction in automobile accident fre-

quency and fatalities. Such a reduction may be anticipated

to continue for as long as the shortage of gasoline continues.

RECOMMENDATION 

There appear to be two alternative choices in respect

of the filing and the anticipated windfall profits to auto-
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mobile insurers from current rates: A refund of any excess

profits at the end of the year or an immediate decrease

in rates based upon a reasonable judgment of what the anticipated

experience will be. There is precedent for an immediate

reduction. An example is the introduction of gasoline

rationing during World War II. While not precisely comparable

to the present situation the World War II - experience, may

at least be considered in the light of current conditions.

It was apparent at that time that the restriction in the

use of automobiles would be likely to affect the accident

frequency while rationing prevailed. Accordingly, automobile

insurance rates were reduced in anticipation of lower premium

requirements. Current conditions indicate a similar outlook.

Although the experience of the last several months

might support a greater reduction in automobile rates, the

Rating Division believes a reduction of 10% of the Filing

would be appropriate.

Our reasons for recommending a reduction in rates now

are as follows:

1. Statutorily and under long standing practice of

this and otherinsurance departments, automobile insurance

rates are established prospectively rather than on an

experience refund basis.

2. There is a demonstrated probability that insurers

will profit excessively from the drastic curtailment of
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automobile use sufficiently to form a valid and reasonable

judgment at this time. The public should have the benefit

of such reduction now in the same manner that insurers

have the benefit of increases rather than a retrospectiye

assessment at the end of a policy year.

Respectfully Submitted,

RATING DIVISION OF ARKANSAS
INSURANCE DEPARTMENT

By
E.J.W. Fennell, Executive
Assistant Insurance Commissioner
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TERRITORY DEFINITIONS

ARKANSAS
(State Code 03)

Territorial
Schedule
and Code

CRAWFORD COUNTY—see Fort Smith and Remain.

der of State.

CRITTENDEN COUNTY—(entire County) .. 05

FAULKNER COUNTY—(entire County) . .... 06

FORT SMITH territory comprises the entire city of

Fort Smith and all tettdory awl places lying with-

in the area enclosed by the outside boundaries of

the following city and townships in Crawford
County . ........... . .

Dora Van Oruro fcitY arid lossosfold

and all territory and places lying within the area
enclosed by the outside boundaries of the fot.
lowing townships in Sebastian County

ton Norris Upper Mont Sandals

GRANT COUNTY—(entire County) . ......

JEFFERSON COUNTY—(entire County) .

LEE COUNTY—(entire County) .

LITTLE ROCK territory comprises all of Pulaski
County

LONOKE COUNTY—(entire County)

MISSISSIPPI COUNTY—(entire County) . .

PULASKI COUNTY—see Little Rock.

ST. FRANCIS COUNTY—(entire County)  

SALINE COUNTY—(entire County)  

SEBASTIAN COUNTY—see Fort Smith and Remain 
der of State.

REMAINDER OF STATE

Ter. itorial
Schedule

City end County and Code

Derneolt Chicol 07
Urs Are, f•raorie ......

Witt Arkansas . .
0/
07

Dierks. Howard
Dumas, Destea

. 07
.. 07

rade. Crottenden ... 05
Dorado, U  .. 0/

rigland, I.r ..... ke . Ore
I odor, florin . 01
reeled Heights, Garland . 0/

02 toreka Springs. Carroll .. 07

06

06

05

01

06

05

05

06

07

LIST OF IMPORTANT CITIES AND TOWNS '

The following list contains all the more important cities,
towns. boroughs. and villages in the state. together with
their counties and territory and code assignments.

Territorial Territorial
Schedule Schedule
and Code City end County and CodeCity and County

A

Alma, Crawford . . 07
Arkadelphia. Clark 0/
Arkansas Coly. Desha ...... OF
Ashdown. little River, ...... 0/
Atkins. Pope ....... 0/
Augusta. Woodruff 0/

•

Bald Knob. White . 0/
Flatesvolle, Independence.. 0/
Ilearden. Ouachita .. 0/
Fleet, Whole .. 0/
Benton. Salem. 06
Bentonville. Penton . 0/
Berryvelle, farm. . 0/
Illythevelle. Messissippl .• O't
tloonevene. 10,11 0/
BonMey, Monroe . 0/

Cahn!. Lnnoke 06
C. leo. Ouachita 0/
C. ar Pulaski 01
Carhsle. I ..... ke 06
Charleston. 1 ranklen . 0/
Clarendon. Munroe . 07
Clarksville. Johnson . 01
Cr.! 11111, Johnson . . . 07
Conway. I aulkom . .
C  Clay ... 0/
Cotter  fla•ter , 07
Crithin 1, int Wondrull . 0/
Crossett, Ashley . 0/

Darnell, Yell
Haritio..11e, Yell

c/111,11. f..1,11eIr

. 01

01

Fayetteville, Washington 07
Fordyce. Ilallas
!cutest City, St. f ranria
Fort Smell, Sebashan . . 02

Gillett, Arkansas . . 0/
Glenwood. Peke . 0/
C Id. 'rico.
Green Forest. Carroll
Greenwood. Sebashan . 07
Goole, Clark . 0/

Harribmg, Athley . 0/
Hampton, Call ..... n 0/
Harrisburg. Pnensett . 0/
Harrison. flonne . . 07
Hartford. Sr.basleare .. 0/
...ten. Prairie . 0/
Heber Spoors. Cleburne . OA
Helena, Pholleps . 0/
Hope. Hempstead . . 0/
lloraho. Sevier 0/
Hot timings, Garland . . 0/

I awreore OF
lloghes, SI f rani .
llonterielon, Sebastian le/

Marleson . 0/
Hon.. Union . . 0/

Jacksonville. Potosi, 01
Jonesboro. Craighead . 07

While OF
Juncleon City. Union . 0/

Inky Vellage. Moot 07
leaclevelle. M1.0.1,11101 .. OS

Sean y 11/ •
I rwisville, 1 alayelle 07
Little Rork. Pulaslie ill
Lonoke, toil,,).,' . 06
Luso, Mrssisseppe 05

1.1

McCrory, W...,. )..iii .. 07
McGehee. flesh., . 0/
Ma . • .. °lea. Col Ina . 07
Malvern. Hid Sis1101! . 0/

10.1011.1. . OS
Mansfield, Scott In.
Sehastran . 07

Marmon., Lee OS
Marked tree, Prionsett . 0/

SearcY . • it,
Marvell. . 01

NO1E: Refer to an atlas or map for places not listed.

Copyright, 1968, Insurance Rating Board

• T.1

To
Schedule

City and County and Code

Mena. Polk ............
Monet, Craighead
Monticello. Drew ............
Morrollon, Conway .
Mount:Ion Home. Baster
Mountain Pore. Garland
Moontain View. Stone ....
Mulberry. Crawford .........
Murfreesboro. Pike ..........

Nashvolte. Howard

New Rocky Comfort,
L dile Hever . ............

Norplelet, Union .
North tittle Rock. Pulaski

0

Paragoold Greene .
Logan

11`="1:11•111.'Ylefferson
Pone 1111,11 Southeast.

Pocahontas. Randolph ...
Pr.eerie Grove, Washington

Risme. Cleveland , ........

Riessellvelle. Pope .......,

Searcy. Wi,,iy.
Iihererlari. Grant . .
Slietwored. Pulaski ....
Siloam S ..... egs. Benton ..
Smackover. U 
sin, Fort

Sehastran .
Sprengifale. Washington ..
Slam,. Lafayette .
Star City, . .
Stephens, Ouachita .
Stuttgart, Atkensas

Tevarlana. Miller ,
Thornton, Calhoun .
lrieniann. Nielsen .
I ur kerma, Jackson ..

07
01
07
07
07
07
07 '

S;

S;
07
07
01

1;;

07
07
07
07
06

06
07
07
07

07
07
07
07

07
06
01

S;
02
07
07
07
01
07

07
07
01
07

V

Van Buren. Crawford ..... 02

Waldo, Colombia .......
Waldron. Scott . .
Wattled Ruble. LawrenCe
Warren. Bradley
West Ind. Jettersnn
West Helena PhillipS .
West Meimiters, Crittenden
Wilma., Drew .
WrIson, ktessessoppi .
VVy  Chess . .

EXHIBIT A

07
07
07
07
06
Or
OS
07
OS
0/



80

9 0

20

Persons Per Sq. Mi.

ES 101+
E71 51 — 100

31 — 50
15! — 30

0 — 14

I 1

- POPULATION DENSITY, 1970

SOURCE: U.S. •CENSUS OF POPULATION 1970

I

EXHIBIT  B
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POPULATION DENSITY

County
Persons

per sq. mi. County
Person

per sq. r

Arkansas 23.0 Lee 31.1
Ashley 26.9 Lincoln 22.9
Baxter 28.5 Little River 23.0
Benton 59.3 Logan 23.4
Boone 32.5 Lonoke _ 33.0
Bradley 19.6 Madison 11.4

i
Calhoun
Carroll

8.9
19.7

Marion
Miller

12.0
53.6

Chicot 28.2 Mississippi 68.7
Clark 24.5 Monroe 25.8
Clay 29.4 Montgomery 7.5

4. Cleburne 18.7 Nevada 16.4
Cleveland 11.0 Newton 7.1
Columbia 33.8 Ouachita 42.0
Conway 30.0 Perry 10.2
Craighead 72.7 Phillips 58.4
Crawford 43.1 Pike 14.5
Crittenden 79.1 Poinsett _ 35.3
Cross 31.7 Polk 15.5
Dallas 14.9 Pope 35.2
Desha 25.5 Prairie 15.5
Drew 18.2 Pulaski 375.4
Faulkner 49.3 Randolph 19.5
Franklin 18.4 St. Francis 48.5
Fulton 12.7 Saline 49.9
Garland 82.3 Scott 9.1
Grant 15.4 Searcy 11.6
Greene 42.7 Sebastian 150.4
Hempstead 26.6 Sevier 21.6
Hot Spring 35.4 Sharp 14.2
Howard 20.1 Stone 11.2
Independence 30.2 Union 43.3
hard 12.9 Van Buren 11.8
Jackson 32.5 Washington 80.8
Jefferson 97.7 White 37.7
Johnson 20.3 Woodruff 19.6
Lafayette 19.2 Yell 15.3
Lawrence 27.7

I. STATE 37.0
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101AI VISIDLNI POPULAIION: ACTUAL 1960 AND 1970;

A.. .

ESIIMATE0

17141

1971 AND 1972'
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TOTAL REGISTERED MOTOR VEHICLES, 1971

INCLUDES PASSENGER VEHICLES, PICKUPS, TRUCKS, AND MOTORCYCLES

SOURCE: ARKANSAS STATE HIGHWAY DEPARTMENT

EXHIBIT
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TOTAL REGISTERED MOTOR VEHICLES

The counties having the greatest total number of registered motor vehicles arc the
counties with the largest populations. The smallest counties in population have the fewest
motor vehicles. These facts arc an indication of the economic well-being of each county. A
prosperous county. with many industries and people, needs and can support a large number

of vehicles. In poorer counties there are fewer people and less industry to furnish higher
incomes; thus, a smaller percentage of the people can afford to own motor vehicles.

The types of economic activities that occur in a county also influence the number of

vehicles present. Mining in Saline County, poultry production in Benton and Washington

counties, large-scale farming in Craighead and Mississippi counties, and petroleum produc-
tion in Union County are all examples of activities that require a large number of motor ve-
hicles. Various types of manufacturing, retailing, and wholesaling in Pulaski, Sebastian, Jef-
ferson, and Garland counties require a large number of vehicles. In addition, they furnish

sufficient incomes to allow their employees to purchase greater numbers of personal motor

vehicles.

TOTAL REGISTERED MOTOR VEHICLES

County Vehicles County Vehicles County Vehicles

Arkansas 15.531 Garland 33,075 Newton 3,135

Ashley 12,898 Grant 6,051 Ouachita . 16,991

Baxter 11,087 Greene 14,059 Perry 3,500

Benton 33,470 Hempstead 11,111 Phillips 14,962

Boone 12.794 Hot Spring 13,384 Pike 5,373

Bradley 7,162 Howard 6.978 Poinsett 14,545

Calhoun 2,651 Independence 13,953 Polk 8,96/

Carroll 8,764 bard 4,373 Pope 16,787

Chicot 7,368 Jackson 11,706 Prairie 6,185

Clark 11,281 Jefferson 41,560 Pulaski 176,082

Clay 12,095 Johnson 8,055 Randolph 7,385

Cleburne 6,983 Lafayette 5,171 St. Francis 13.509

Cleveland 3,534 Lawrence 9,949 Saline 20,133

Columbia 13,225 Lee 6,682 Scott 5,058

Conway 9.410 Lincoln 5,305 Searcy 4,205

Craighead 30,370 Little River 6,684 Sebastian 49,738

Crawford 15,286 Logan 10,522 Sevier 7,015

Crittenden 21,124 Lonoke 14,716 Sharp 5,718

Cross 10.054 Madison 5,559 Stone 3,831

Dallas 5,255 Marion 4,529 Union 26.980

Dcsha 8,763 Miller 18,358 Van Buren 4,831

Drew 7,690 Mississippi 28,537 Washington 48.413

Faulkner 17,189 Monroe 6.990 White 22,822

Franklin 7,237 Montgomery 3,907 Woodruff 5.554

Fulton 4,601 Nevada 5,612 Yell 8,410

STATE 1,092,772
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ARKANSAS

DEPARTMENT OF COMMERCE
DIVISION OF WEIGHTS AND MEASURES

WEIGHTS AND MEASURES CENTER

4608 WEST 61ST STREET

LITTLE ROCK. ARKANSAS 72209

SAM F HINOSMAN

DIRECTOR

(5011 37,1759

February 28, 1974

Mr. Art Monroe, III
Commissioner
Arkansas Insurance Division
Suite 400 - University Tower Building
Little Rock, Arkansas 72204

Dear Mr. Monroe:

DONALD V. ALLEN

DIRECTOR OF COMMERCE

1901/ 371-2231

Investigators of the Weights and Measures Division of the Department
of Commerce have surveyed 4,648 gasoline stations since January 14,
1974, in the State of Arkansas. The purpose of the survey was to
gather information concerning the retail and wholesale price of
gasoline for the Economic Stabilization Program.

One hundred random samples concerning the retail price of regular
gasoline were used to determine average retail price of regular gaso-
line for the months of May 1973, and February 1974. These samples
represent a well-scattered distribution, including major company-owned
stations and small independent stations. The samples ranged from
two-pump stations to larger complexes.

To determine average retail prices of regular gasoline for the month
of October 1973, 24 samples were taken in Little Rock, Pine Bluff, and
Fort Smith. These were samples that were used by major oil companies
to determine the range of retail prices in those respective areas.

a

Results of these samples are listed below: 4

&Marl-
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Art Monroe, III -2- February 28, 1974

RANDOM SAMPLES OF REGULAR GASOLINE PRICES

Month Year Average Retail Price

May 15 1973 36.7C per gallon

October 1973

Little Rock: 37.9--39.9C per gallon range

Pine Bluff: 38.9-40.9C per gallon range

Fort Smith: 37.9--39.9C per gallon range

February 1974 46.6C per gallon

Attached is a copy of a News Release from FEO concerning increases in
gasoline prices for the month of March. The News Release is self-
explanatory and 1 would prefer not to predict what might happen to the
retail price of gasoline in the month of March.

Sincerely yours,

Sam F. Hindsman
Director

SFH:bw

Attachment: News Release
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- 4-0; I G II Iii111? 
P.O BOX 2261 rt4'41 LITTLEROCK, 72203 

I) I] I) fIRT I]

February 13, 1974

Miss Reva.Fletcher
Arkansas Insurance Commission
400 University Tower Building
Little Rock, Arkansas 72204

Dear Miss Fletcher:

We are sending two copies of the Arkansas Highway
Department's comparison of traffic counts in Arkansas
for the period November 30 to December 6, 1973 to the
period December 1 to 7, 1972. This is sent in accordance
with your request by phone on February 11.

We trust that this information will be satisfactory
for your needs and if we can be of further service, please
let us know.

.AEJ:JDH/drg

Enclosure

Very truly yours,

•
E. Johnson, Jr7,— Engineer

1 nning & Research Division

RECF-11. 7771

1 '1

• ..;

EXHISIT F



ARKANSAS HIGHWAY DEPARTMENT

Division of Planning and Research

In Cooperation with the U.S. Department of Transportation

Federal Highway Administration

Table 1. Comparison of Traffic Counts (in Arkansas) for the Period

November 30 - December 6, 1973 to the Period December 1-7,*1972.

(Percent Change)

Interstate
Rural

Other
Rural

Interstate
Urban

Other
Urban

Total
Rural

Total
Urban Total

Saturday +1.66 -0.59 -5.88 -2.53 0.91 -4.58 -2.90

Sunday -25.56 -10.67 -6.55 -2.12 -21.52 -5.23 -11.91

Weekend -11.95 -5.10 -6.15 -2.40 -9.86 -4.83 -6.57

Weekday +2.10 8.97 -1.27 -0.80 4.18 -1.09 0.33

7-day
ibtal

-1.91 4.91 -2.37 -1.14 0.16 -1.91 -1.31

‘1,
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hkansas
DEPARTMENT OF PARKS & TOURISM

March 1, 1974

Mr. E.J.W. Fennel
Insurance Department
University Tower Building
Little Rock, AR 72204

Dear Mr. Fennel,

Following are revenue figures
areas in Arkansas as reported
revenue for all parks in the

from selected large parks and recreation
to our office. We also included the total
State for the period involved.

Dec. 1972 Dec. 1973 Jan. 1973 Jan. 1974PARK

Petit Jean State Park $1,542 $832 $1,166 $318

Lake Catherine State Park 229 120 651 • 302

Devil's Den State Park 1,146 200 909 181

TOTAL $10,520 $4,514 $10,030 $4,049

Sincerely,

.Jol 1 P. Matthews
At. Director, Tourism
Director, Research

JPM:Ic

EAHipir



93Alikansas
DEPARTMENT OF PARKS & TOURISM

March 1, 1974

Mr. E.J.W. Fennel

Insurance Department

University Tower Building

Little Rock, AR 72204

Dear Mr. Fennel:

Enclosed are individual revenue figures from each of the parks and r
e-

creation areas in the State Park system. Percentage figures are also

shown. If you need additional data, please let me know.

Sincerely,

Ja Matthews

As Director Tourism

Director, Research

JM:Ic
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DEPARTMENT OF I 
NEWSTRANSPORTATION

NATIONAL HIGHWAY TRAFFIC SAFETY ADMINISTRATION
WASHINGTON, D.C. 20590

FOR SUNDAY RELLASE
January 27, 1974

itsr,MAN' •
• .1 r,ti ot At' •

NHTSA -- 16-74 (BAB)
Tel. 202-426-9550

The Department of Transportation's National Highway Traffic

Safety Administration says its figures for December confirm its earlier

reports that States which had lowered maximum speed limits are

showing a significant reduction in highway fatalities. In addition,

voluntary reduction of highway speeds and a decrease in total driving

may be having a further effect in lowering highway deaths nationwide.

Administrator, Dr. James 13. Gregory said his agency earlier
reported a 15-20 percent drop in fatalities among those States which
had reduced their speed limits in November. The 18 States which
had lower maximum speed limits in December have shown an overall
reduction of 25 percent in fatalities below December 1972.

In the 32 States which had not lowered their speeds, there was
an overall reduction of 12 percent, which Dr. Gregory says may
well be due to voluntary action on the part of motorists in reducing
speeds, and to reduced travel as a result of the energy shortage. The
total December reduction for the entire Nation was 16 percent below
the same month in 1972.

-more-

EXHIBIT
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"We must always be cautious about projecting long-term results

from short term data," said Dr. Gregory. "Nonetheless, we have

seen such a dramatic change in the highway fatality picture that we

have high hopes for a significant reduction in total 1974 fatalities."

Dr. Gregory pointed out that the fact that the decrease in

November was followed by a large drop in December is especially

significant, since the totals for the month of October were close to

an all-time high. "We would normally have expected this •last

November and December to show increases over 1972. 11p through

last October, our projections for total fatalities in 1973 held at

58,000. We have since reduced that to around 56,500, showing the

effect of fatality reductions reported during November and December.

Two of the 18 States which lowered their speed limits did show increases

in December but this is not statistically significant because of the

S mall numbers involved.

Some States showed remarkable declines. New York, for

example, which had 285 fatalities in December 1972, had by NHTSA's

report 154 last month -- a drop of 46 percent. Pennsylvania, with

281 in December of 1972, showed 203 last month for a decline of

28 percent. And Florida, with 247 in December 1972, showed 199

last month for a 19 percent decrease.

Dr. Gregory said, "We will be asking others who closely follow

highway accident statistics to examine their data and give us the benefit

of any conclusions they have come to regarding trends.

"We shall continue to work closely with other Federal agencies,

in particular the Cost of Living Council, the Federal Energy Office

and the Federal Highway Administration, all of whom have a direct

interest in these figures."
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HIGHWAY FATALITIES

States with
Lowered

DECEMBER: 1972,

Other.

1973

Year Speed Limits States Total

1972 16,35 3072 4707

1973 1225 2689 3914

% Change -25.1% -12.5% -16.8%
No. of
States 18 32 50

Estimated
Traffic Fatalities for

States Enforcing Lower Speed Limits

State December 1973 December 1972 Percent Change

Alaska 5 4 +25.0%
Connecticut 35 33 + 6.0
Delaware 6 9 -33.3
Florida 199 247 -19.4
Maryland 55 62 -11.3
Massachusetts 77 96, -19.8
New Hampshire 14 11 +27.3
New Jersey 102 120 -15.0
New York 154 285 -46.0
North Carolina 147 188 -21.8
North Dakota 5 15 -66.7
Oregon 41 45 - 8.9
Pennsylvania 203 281 -27.8
Rhode Island 6 12 -50.0
Vermont 10 10 0
Virginia 88 115 -23.5
Washington 53 61 -13.1
West Virginia 25 41 -39.0

Total 1,225 1,635 -25.17%
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Statement of

DR. GENE G. MANNELLA
ASSOCIATE ADMINISTRATOR FOR
RESEARCH AND DEVELOPMENT

NATIONAL HIGHWAY TRAFFIC SAFETY
• ADMINISTRATION

Before the

COMMITTEE ON DISTRICT OF COLUMBIA
UNITED STATES SENATE

February 22, 1974

Mr. Chairman and Members of the Committee:

I am very pleased to appear before this Committee today

to present the data compiled by DOT's National Hig:tway Traffic Safety

Administration, relating to the effect of the energy shortage on

highway fatalities, injuries, and accidents. With me today are

Marie Eldridge, Acting Director of NHTSA's Office of Accident

Investigation and Data Analysis, and Steve Wood frnn NHTSA's Office of .

the Chief Counsel.

Since our agency has never testified before this Committee,

it might be helpful to point out. that the main mission of the National

Highway Traffic Safety Administration is to reduce the number of deaths

and injuries resulting from motor vehicle accidents as well as the

number of accidents. themselves. To this end, we dp, among other things,

• f., I r..7 -1 -!!irq to vehicle deai:s, injuries, ar0

accidents.

EXHIBIT,11



100

The statistical data that I can provide you today are,

ynicrtunately, meager and narrow in scope. This is primarily because of the

very short elapsed time since the energy crisis bcgan. Our figures are

hi01y preliminary anci adjust them statistically to reflect expected

subsuent reports. There is a lag of anywhere frym one to six months

or more after the close of any calendar month before that month's accidents

reported in a given State are processed and in usable form on magnetic tape.

However, we do have confidence that the overall trend shown by our fatality

reporting system is a real one, and I am glad to provide the data to you.

Gasoline conservation efforts have clezrly had a marked effect

on traffic fatalities. The fatalities in the fifty States in November

dropped 3.5% from the preceding year, in December the reduction was 16.8%,

and in January of 1974 it was 22.G%. * The bulk of this reduction is

attributed to the reduced supply of gasoline available to the driving public

and reduced speeds on the highway resulting from lowered speed limits and

voluntary compliance with the President's request.

While the lowered gasoline supply accounts for much of the

reduced traffic fatalities, there is evidence that the lowered speed limits

also contribute substantially. fatalities in States having lowered speed

limits during the three months of November, December, and January were

23.5% below the preceding year while the reduction during this period for

those States not lowering speed limits was 8.9%.

In November 1973, 'the nine States that had enforced lowered

speed limits by November 21 experienced a 17.4%. rauction in traffic

f • 1,7? cc.-::-,1rc,d k!it!1 r i",.r the othcr
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States. In December 1973, the 18 States that had enforced lowored speed

Units by December 22 cxperienced a 25.1% reduction compared 
with a 12.5%

redaction in the 32 States which had not reduced the limits. In January

0
1973„ the 25 States tL. nad enforced lowered speed limits b

y January 22

experienced a 24.44 reduction compared with 20.4% reduction in th
e other

States.

In response to concerns about how pedestrian and pedalcycle

fatalities have been affected, preliminary data from all States w
as

collected and we have complete data now on 35 States and the Di
strict.

Peoestrian and pedalcycle fatalities in January 1974 decreased 30% f
rom

January 1973. Notable here was a 39% decrease in school age pedestrian

fatalities in January 1974, as well as a 31.7% decrease in all pedes
trian

fatalities from January 1973. This preliminary study completed on February 14

showed no increase in pedestrian and pedalcycle fetalities in t
he District of

Columbia, with only one fatality reported both in January 1973 and
 January

1974.

The reduction in motor vehicle deaths that we have experienced

recently cannot be used to predict the reduction in the total n
umber of

accidents and injuries that will occur as a result of the energ
y crisis.

This is because the energy crisis has affected total U.S. drivi
ng exposure

in several ways. The newly imposed speed limits effect driving in the

higher speed range Where in the past some 30-40 percent of the f
atalities

have occurred but only about 5-10 percent of the reported accid
ent

involvements were experienced. To the extent that the speed limits are

!f; o of
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accidents rather thdn any substantial reduction in the number of accidents.

This was the experience when speed limits were imposed in Germany and

England--a sharp reduction in deaths but lesser or no reduction in the

number of accidents.

A second factor of importance is that the current reduction in

total tr?vel does not affect all types of trips uniformly. Pleasure trips

and long-distance high-speed driving are more likely to be eliminated than

commuting or essential family business trips (e.g., to food store, to

doctor). The types of trips most affected are, however, the ones most likely

to result in fatal accidents. Hence, the percent reduction in deaths may

well be greater than we would expect in total accidents. Again, any

attempt to estimate the reduction in overall accidents on the basis of

these fatality figures would probably result in an over-estimate of the

accident frequency reduction.

We had hoped to provide today a comparison of accidents,

injuries, and fatalities in the District of Columbia since the energy crisis

began with the corresponding data for the same period last year. We regret

that, due to a change in the D.C. record system as reported to us by the

Office of Highway Safety, D.C. Department of Motor Vehicles, this comparison

cannot be made. It should be noted, however, that the District was not

affected by the National policy on speed limits due to the absence of any

Poadways with speeds in excess of 55 miles per hour.

NHTSA could have statistical reports and estimates of the

reduction in total accidents in a sample of States within six to eight

Yhich rld eldl- ovailpHe to tho Poyover, in

!4 ..:h9:do be 0A,IU .2 en
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il(..ic2s and a.::!:-6.,1e cf claims, infonmatIon Aich i., much more

1.-1(-3nt than the total number of accidents.

Mr. Chairman, this completes my prepared statement. My

:Isociz.io,-; and I would he pleased to answer whatever questions you have.
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STATE OF ARKANSAS
DEPARTMENT OF

PUBLIC SAFETY
POLICE SERVICES DIVISION
POST OFFICE BOX 4005

LITTLE ROCK, ARKANSAS 72204

March 4, 1974

TO: MR. E. J. W. FENNELL
Assistant Commissioner
Insurance Division
Department of Commerce./

,
FROM: MAJOR T. L. GOODWIN ,

Commander
Highway Safety Section

RE:

PH 0 Ilk 371-0149
ARE I CODE ).501

-

Traffic accidents investigated by the Arkansas State Police for
the months of October, 1972 through January, 1973 and October, 1973
through January, 1974; and the total fatalities investigated by all
police agencies for the months of October, 1972 through February, 1973
and October, 1973 through February, 1974.

TOTAL ACCIDENTS TOTAL DEATHS

OCTOBER, 1972 1,318 70
OCTOBER, 1973 1,322 74

NOVEMBER, 1972 1,179 68
NOVEMBER, 1973 1,261 48

DECEMBER, 1972 1,562 63
DECEMBER, 1973 1,039 60

JANUARY, 1973 1,150 51
JANUARY, 1974 990 37

FEBRUARY, 1973 39
FEBRUARY, 1974 26

TLG:ns
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AFTER RECESS

The CHAIRMAN. I apologize, ladies and gentlemen, for the delay, and
to compensate, we will just work straight through and forget the lunch

hour.
Dr. Gene G. Mannella, Associate Administrator for Research and

Development, National Highway Traffic Safety Administration of the

Department of Transportation.
Dr. Mannella is accompanied by: Ms. Nancy Ebersole, Coordinator

for Government-wide Daylight Saving Time; Mr. Steve Grossman,

Assistant General Counsel for Regulation, Department of Transpor-

tation; and Ms. Marie Eldridge, National Highway Traffic Safety

Administration.
Dr. Mannella, if you would like your associates to accompany you,

you are welcome to bring them up.

STATEMENT OF DR. GENE G. MANNELLA, ASSOCIATE ADMINISTRA-

TOR FOR RESEARCH AND DEVELOPMENT, NATIONAL HIGHWAY

TRAFFIC SAFETY ADMINISTRATION, DEPARTMENT OF TRANS-

PORTATION

Dr. MANNELLA. Mr. Chairman, my associates are here behind me

to answer any questions that might come up subsequent to the reading

of the statement, so I would like to go ahead and read the statement.

Mr. Chairman and members of the committee, I am very pleased to

appear before this committee today to present the data compiled by

DOT's National Highway Traffic Safety Administration relating to

the effect of the energy shortage on highway fatalities, injuries, and

accidents.
With me today are Marie Eldridge Acting Director of NHTSA's

Office of Accident Investigation and Data Analysis, and Steve Wood

from NHTSA's Office of the Chief Counsel.
Since our agency has never testified before this committee it might

be helpful to point out that the main mission of the National Highway

Traffic Safety Administration is to reduce the number of deaths and

injuries resulting from motor vehicle accidents as well as the number

of accidents themselves. To this end, we do, among other things, 
en-

deavor to collect data relating to vehicle deaths, injuries, and accidents.

The statistical data that I can provide you today are, unfortunately,

meager and narrow in scope. This is primarily because of the very

short elapsed time since the energy crisis began.
Our figures are highly preliminary, and we adjust them statistically

to reflect expected subsequent reports.
There is a lag of anywhere from 1 to 6 months or more after the close

of any calendar month before that month's accidents reported in 
a

given State are processed and in usable form on magnetic tape.

However, we do have confidence that the overall trend shown by ou
r

fatality reporting system is a real one, and I am glad to provide
 the

data to you.
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GASOLINE CONSERVATION EFFECT

Gasoline conservation efforts have clearly had a marked effect on
traffic fatalities. The fatalities in the 50 States in November dropped
3.5 percent from the preceding year, in December the reduction was
16.8 percent, and in January of 1974 it was 22.6 percent.
The bulk of this reduction is attributed to the reduced supply of

gasoline available to the driving public and reduced speeds on the high-
way resulting from lowered speed limits and voluntary compliance
with the President's request.

EFFECT OF LOWERED SPEED LIMITS

While the lowered gasoline supply accounts for much of the re-
duced traffic fatalities, there is evidence that the lowered speed limits
also contribute substantially.

Fatalities in States having lowered speed limits during the 3
-months of November, December, and January were 23.5 percent be-low the preceding year while the reduction during this period for
those States not lowering speed limits was 8.9 percent.
The CHAIRMAN. How many States have lowered speed limits in thefirst category, where the 23.5 percent reduction was effectuated?
Dr. MANNELLA. It varied between those 3 months, Mr. Chairman.I can give you that information if you would like.
The CHAIRMAN. Is it about a dozen States or so?
Dr. MANNELLA. During November there were nine States whichhad instituted lowered speed limits by the 21st of November whichwas our cut-off date.
In December, there were 18 States which instituted lower speedlimits by the 22d of December, and there were 25 States in Januarywhich had instituted lower speed limits by the 22d of January.The CHAIRMAN. The insurance industry, in communications to me,has expressed the opinion that lower speed limits will cause a highernumber of accidents, and higher number of fatalities, because theysay this will keep people on the roads longer, and hence expose themto risk longer.
Will you comment on that bizzare position?
Dr. MANNELLA. I will also cover this in the statement.The CHAIRMAN. All right.
Don't forget we want to come back to that.
Dr. MANNELLA. In November 1973, the nine States that had en-forced lowered speed limits by November 21 experienced a 17.4 per-cent reduction in traffic fatalities from November 1972 compared witha 1.2 percent reduction for the other States.

PEDESTRIAN AND PEDALCYCLE FATALITIES
In response to concerns about how pedestrian and pedalcycle fatal-ities have been affected, preliminary data from all States was collected,and we have complete data now on 35 States and the District.Pedestrian and pedalcycle fatalities in January 1974 decreased 30percent from January 1973. Notable here was a 30-percent decrease in
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school age pedestrian fatalities in January 1974, as well as a 21.7-per-
cent decrease in all pedestrian fatalities from January 1973.
This preliminary study completed on February 14 showed no in-

crease in pedestrian and pedalcycle fatalities in the District of Colum-
bia, with only one fatality reported both in January 1973 and Janu-
ary 1974.
The CHAIRMAN. I have just itemized on a sheet of paper all of the

industry allegations, and another one of their allegations is the energy
crisis will increase bicycle use, which tends to increase both the number
and severity of traffic accidents.
The statistics that you have just quoted seem to me very much to

behoove that allegation.

REDUCTION IN SEVERITY OF ACCIDENTS

Dr. MANNELLA. In terms of fatalities that we have had reported to
us from the States, we do see a substantial reduction during the period
in which daylight saving time was in place.
The reduction in motor vehicle deaths that we have experienced

recently cannot be used to predict the reduction in the total number
of accidents and injuries that will occur as a result of the energy crisis.
This is because the energy crisis has affected total U.S. driving

exposure in several ways. The newly imposed speed limits affect driv-
ing in the higher speed range where in the past some 30-40 percent
of the fatalities have occurred but only about 5-10 percent of the
reported accident involvements were experienced.
To the extent that the speed limits are observed, the principal effect

is likely to be a reduction in severity of accidents rather than any
substantial reduction in the number of accidents.
The CHAIRMAN. On that point, I know you are not an actuary, or

insurance commissioner, but if you reduce the severity of accidents,
the damage to the car, and the damage to the human body, the amount
of claims paid out would be reduced, would not that be common sense?
Dr. MANNELLA. Mr. Chairman, I think in terms of the property

damage it is very difficult to say, because the reduction in the speed
may still be at a level where significant property damage occurs.
In terms of the claims, while we see the reduction in fatalities, we

have no way of knowing whether or not some of those fatalities might
show up as serious injuries.
The CHAIRMAN. But you underscored the word severity in your

prepared statement.
That is your underscoring, not mine, and you said to the extent

speed limits are observed, the principal effect is likely to be reduction
in severity of accidents rather than substantial reduction in the num-
ber of accidents.
Dr. MANNELLA. That is right.
The CHAIRMAN. So if accidents are less severe, less horrible in their

consequences, it would seem to follow the amounts of money paid out
for claims would be reduced because of less severe accidents.
Dr. MANNELLA. This•is based on our looking at the fatalities.
The CHAIRMAN. Are there degrees of severity in fatalities?

29-982 0- 74 - 8
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Dr. MANNELLA. No, sir; but there are injuries.
The CHAIRMAN. To be sure; but a fatality is a fatality.
Dr. MANNELLA. Yes, sir.
This was the experience when speed limits were imposed in Germany

and England—a sharp reduction in deaths but lesser or no reduction
in the number of accidents.
A second factor of importance is that the current reduction in total

travel does not affect all types of trips uniformly. Pleasure trips and
long-distance high-speed driving are more likely to be eliminated than
commuting or essential family business trips—that is, to food store,
to doctor.
The types of trips most affected are, however, the ones most likely

to result in fatal accidents. Hence, the percent reduction in deaths may
well be greater than we would expect in total accidents. Again, any
attempt to estimate the reduction in overall accidents on the basis of
these fatality figures would probably result in an overestimate of the
accident frequency reduction.
We had hoped to provide today a comparison of accidents, injuries,

and fatalities in the District of Columbia since the energy crisis began
with the corresponding data for the same period last year.
We regret that, due to a change in the District of Columbia record

system as reported to us by the Office of Highway Safety, District of
Columbia Department of Motor Vehicles, this comparison cannot be
made.
It should be noted, however, that the District was not affected by

the national policy on speed limits due to the absence of any roadways
with speeds in excess of 55 miles per hour.
The CHAIRMAN. From a subsequent witness we will make that com-

parison with an adjustment factor, because of the change in the re-
porting system.
I just say that for the record.
Dr. MANNELLA. NHTSA could have statistical reports and estimates

of the reduction in total accidents in a sample of States within 6 to 8
weeks, which we would gladly make available to the committee. How-
ever, in my opinion the insurance industry should be able to provide
information on frequencies and average amounts of claims—informa-
tion which is much more relevant than the total number of accidents.
Mr. Chairman, this completes my prepared statement. My associates

and I would be pleased to answer whatever questions you have.

EFFECT OF LOWERED SPEED LIMITS ON ACCIDENTS

The CHAIRMAN. Let me get back to my earlier question, as I said, it
has been alleged that lower speeds on highways will not reduce fatali-
ties, let us leave it to accidents, will not reduce highway accidents, be-
cause if it took you 3 hours to drive from Washington to Philadelphia
at 70 miles per hour, if you reduced the speed to 55 miles per hour, it
might take you 41/2 hours, and thus there will be more accidents it has
been alleged because you are exposed longer on the highway.
What do you say about that?
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Dr. MANNELLA. We cannot say whether or not there will be the samenumber or more accidents, however, our experience, and our under-standing of what has happened in other countries, strictly due toreduced speed limits, is that the number of accidents do not decreasesubstantially.
The severity does.
The CHAIRMAN. If that theory had any validity at all, then the bestthing to do would be just from a safety point of view would be to upthe speed limit to 100 miles per hour, move people much faster fromWashington to Philadelphia to reduce this exposure time.
Dr. MANNELLA. There are other matters, such as ability to stop, andthe severity of the crash itself, which increases markedly with speed.The CHAIRMAN. But based on your position, and the National High-way Traffic Safety Administration, is it not the general thrust of your

policy that reduced speed enhances the quality of safety?
Dr. MANNELLA. Yes, sir.
The CHAIRMAN. And that it is safer to drive at reduced speeds than

at higher speeds?
Dr. MANNELLA. That is correct.
The CHAIRMAN. And if that is not the situation, then these ads that

are put out, some with governmental input—speed kills—we ought
to discontinue?
Dr. MANNELLA. Yes, sir.
The CHAIRMAN. What about property damage, by reduction of

speeds what do we know about that?
Dr.

speeds, 
Well, we are not in a position to comment on that,

because our data primarily deals with fatalities, and then on a sum-
mary or extract basis with injuries.
The CHAIRMAN. Did not we have some data from other countries?
Was that on property damage, was that Germany and England?
Dr. MANNELLA. Germany and England, the reference is to the fa-

tality count.
The CHAIRMAN. So the gist of what you presented today insofar as

fatalities are concerned, the record is already in, at least for Thanks-
(riving, Christmas, and the month of January, the fatalities are
markedly reduced in those States that reduced the speed limit?
Dr. MANNELLA. We see a reduction of fatalities across the country.
The CHAIRMAN. And even States that did not reduce the speed

limit—fatalities are down?
Dr. MANNELLA. Fatalities are down.
The CHAIRMAN. And on accidents, were there some preliminary

figures that accident rates were down?
Dr. MANNELLA. No, sir; we do not have any information on

accidents.
We do not have any information on the severity of injuries

produced.
The CHAIRMAN. Thank you very much.
Dr. MANNELLA. Thank you.
The CHAIRMAN. Our next witness is Officer Anthony Silva, of the

Operations Research Branch, Metropolitan Police Department, and

he is accompanied by Officer Jerry Galloday and Mr. Wallace Weiss.
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STATEMENT OF OFFICER ANTHONY SILVA, OPERATIONS RE-
SEARCH BRANCH, METROPOLITAN POLICE DEPARTMENT;
ACCOMPANIED BY OFFICER JERRY GALLODAY AND MR. WAL-
LACE WEISS

Officer SILVA. Thank you, Mr. Chairman.
The CHAIRMAN. We welcome you all. We are pleased to have you

with us, and, Officer Silva, I presume you are the chairman of this
group?

Officer SILVA. Yes, sir.
The CHAIRMAN. You may proceed.
Officers, if we are going to read from that chart, why don't you

stand here in the area near the reporter.
I place a copy of the chart in the record.
[The chart referred to follows:]
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Officer SILVA. This shows the number of accidents for December
1971, 1972 and 1973.
The number of accidents are shown here. It is broken down, total of

accidents, fatalities, and injuries.
The CHAIRMAN. Let us start with the total lines as I read them,

let us start with fatalities, in December 1971. Is this all within the
District of Columbia?

Officer SILVA. Yes, sir.
The CHAIRMAN. December 1972, six. December 1973, seven, and

then in comparison of January, nine, 1972. Seven, 1973, and six, 1974.
Officer SILVA. Yes, sir.
The CHAIRMAN. And totals on the accident line, 652 in December

1971?
INJURY ACCIDENTS

Officer SILVA. That is injury accidents.
The CHAIRMAN. Injury accidents?
Officer SILVA. Yes, sir.
The CHAIRMAN. It went up a bit in December 1972 to 677.
It plummeted in December 1973 to 299. Using the month of Jan-

uary 1972, 635 injury accidents, it dropped a bit to 517 in January
1973, and plummeted in January 1974 to 333, so injury accidents in
December 1973, last December, were down well over 50 percent.
In December 1973, versus the previous year, and down 640 plus

percent in January 1974.
Officer SILVA. Yes, sir.
The CHAIRMAN. Does the particular hour of the day tell us

something?
Officer SILVA. No; we found it is pretty much the same from one

year to the next.
In fact, 99 percent of the time it will be the same.
You have the same distribution of accidents throughout the day.
The CHAIRMAN. Curiously, I do not know why, but in the hour of

2000 which is 8 p.m., injury accidents went up in December 1973
versus the previous year, but in January they were down well over
half in that particular 4-hour time frame.
December 1973, and January 1974, are the totals actual?
Officer SILVA. Yes, sir.
The CHAIRMAN. The totals are actual in all of those monthly

periods?
Officer SILVA. Yes. December 1973 and January 1974, the time was

broken down.
We do not have the exact figures.
The CHAIRMAN. With that one sort of exception, I look down the

line, taking every other time, that midnight to 4 a.m., in December,
down from 81 to 27.
January down from 72 to 44. 4 a.m. to 9 a.m., down from 50 the

preceding year to 18, and January, about the same, a little down, from
36 to 33.
In 8 a.m. to 12 noon, down a half from 110 to 56. Down substantially

from 71 to 54. From 12 noon to 4 p.m., down about half.
From 135 in December 1972 to 74 in December 1973. Down almost

a half in January, 139 to 75.
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The next, 4 p.m. to 8 p.m., down from 196 to 81.
Down well over half. Down about half from 159 to 84, and we

covered the last one before, so I take it what that chart shows is that
in the overall that in December 1973 and in January 1974, injury
accidents were down markedly in those 2 months compared with the
previous year.

Officer SILVA. Yes sir, definitely.
The CHAIRMAN. ji_s part of the Operations Research Branch of the

Metropolitan Police Department: Do you pay special attention to
matters relating to accidents and fatalities? Is that one of your
specialties?

Officer SILVA. Yes, sir; we are part of the traffic section. We are
part of the section that pays attention to those matters.
The CHAIRMAN. Do you have any conclusions of your own, sir?
How long have you been with the Department?
Officer SILVA. Five years.
The CHAIRMAN. How long have you been in this research division?
Officer SILVA. Just over 1 year.
The CHAIRMAN. Based on that 1 year's experience: What conclusions

do you draw for those precipitious and notable declines in injury
accidents for the period of December 1973 and January 1974?

CHANGE IN REPORTING SYSTEM

Officer SILVA. There could be several reasons. We have had a change
in our reporting system.
The CHAIRMAN. We want to get into that.
Officer SILVA. The change in the reporting system: There is a def-

inite decrease in the number of property damage accidents, and we
did not think it would make any difference in the injury accidents.
I would like to read this. This is our current policy for registering

traffic accidents.
The CHAIRMAN. When did this change come about?
Officer SILVA. January 1974.
The CHAIRMAN. January 1974, so December figures
Officer SILVA. Would not have been affected.
The CHAIRMAN. The same reporting mechanism was used in Decem-

ber 1972, as in December 1973?
Officer SILVA. Yes, sir. As you can see, December 1973 was notably

affected in the total overall accidents, whereas in January 1974, it
was affected 
The CHAIRMAN. December 1973, there was a considerable change

from 677 injury accidents in December 1972 to 299 injury accidents in
December 1973?

Officer SILVA. Yes, sir. That is injury accidents. However, the overall
accidents have not been changed.
The CHAIRMAN. Overall number of accidents did not change much?
Officer SILVA. From 3,100 to 2,900.
The CHAIRMAN. Let us take this piecemeal.
Do you have any rationale as to why injury accidents decreased

from December 1972 at a rate of 677 to December 1973 to 299?
Officer SILVA. No, sir.
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The CHAIRMAN. Does anything relating to the energy crisis, do you
think, affect those statistics?

Officer SILVA. It could. We have not gone into it in this manner.
The CHAIRMAN. I sort of diverted you from the change in the re-

porting system, but I just wanted to establish for the record that the
December figures were directly comparable, because they were the
same reporting system.
Now, tell us what is the difference in the reporting system—the one

that went into effect in January?
Officer SILVA. This went into effect in January 1974. The policy is

that accident reports will be taken if someone is killed or injured.
If the damage to a motor vehicle renders it inoperable under its

own power—of course, this is totally inoperable, it would not be a flat
tire or something of that nature, it would have to be considerably
damaged, the operator of the motor vehicle is not on the scene—a re-
port will be taken.
A Government vehicle or public transportation vehicle involved in

an accident, multiple or serious traffic violations, then reports will be
taken in that case.
If the officer summons the parties to a corporation counsel hearing,

or if one or more of the persons involved leads the officer to believe
they may attempt to evade responsibility for an accident.
The CHAIRMAN. Now, those are the criteria used as of January 1 in

reporting accidents?
Officer SILVA. Yes sir.
The CHAIRMAN. how do they differ from what the system was a

month prior thereto?
Officer SILVA. Prior to that, the only major difference is in the dam-

age to motor vehicles.
Prior to this, it was a $200 minimum. If the motor vehicle damage

was in excess of $200, then an accident report would be taken.
The CHAIRMAN. Under the old system?
Officer SILVA. Yes sir.
The CHAIRMAN. 

Yes,
the new system, if there is any damage to

the vehicle, is it reported?
Officer SILVA. No, sir; if there is any damage to the vehicle which

renders it inoperable. There would have to be considerably more dam-
age, generally, I woud assume.
The CHAIRMAN. But the other criteria about somebody leaving the

scene, was not with the car, those are the same under both systems?
Officer SILVA. Yes.
The CHAIRMAN. At the bottom of this reproduced chart?
Officer SiLvit. It is in small print.

NATIONAL SAFETY COUNCIL FORMULA

The CHAIRMAN. On the bigger chart are some figures with respect
to property damage, interpret those for me, how did you arrive at
those figures?

Officer SILVA. The National Safety Council apparently has estab-
lished values for different types of accidents.
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Property damage accidents have been valued at $400 by the National
Safety Council for each accident. That is the average: $400 property
damage.

Fatality accidents are valued at $45,000. Injury acidents are valued
at $2,700 for each accident.
The CHAIRMAN. So these are arbitrary figures that you think came

from the National Safety Council. A fatality accident in the District
of Columbia is evaluated at a $45,000 loss?

Officer SILVA. Yes, sir..
The CHAIRMAN. So if there is an accident in which a passenger or

somebody is injured, it is evaluated at $2,700, and if it is purely
property damage, and arbitrary figures, it is assigned $400, that is the
formula?

Officer SILVA. Yes, sir.
The CHAIRMAN. Is this a formula they recommend for standard use

by metropolitan police departments insofar as you know?
Officer SILVA. Yes, sir.
The CHAIRMAN. So there has been no change in this formula that

you know of?
Officer SILVA. No, sir.
The CHAIRMAN. So injuries in December 1972, under this formula,

admittedly arbitrary, were $1,827,900 in December 1972, and were
only $807,300 in December 1973?

Officer SILVA. Yes, sir.
The CHAIRMAN. Comparing the 2 months of January, the same

injury line, $1,541,700 in January 1973 versus $899,100 in January
1974. The formula: All it does is apply a multiplier, I take it. Those
arbitrary dollar figures as against the number of injuries, the number
of fatalities, or the number of property damage accidents as the case
might be.

Officer SILVA. What it does is to put it on a comparable level so you
can compare property damage accidents with fatality accidents.

It puts it on the same level.
The CHAIRMAN. Bear with me a minute while I look at these figures.
This is the first time I have seen them, and I want to glance at them

before moving on.
Now, insofar as talking about injuries alone, there is no change

between January 1973 and January 1974 in the reporting of injuries?
Officer SILVA. Right; no change.
The CHAIRMAN. So on injuries, at all times throughout these sta-

tistics, we are comparing oranges and oranges and oranges?
Officer SILVA. Yes, sir.
The CHAIRMAN. And there is no change in fatalities?
Officer SILVA. None at all.
The CHAIRMAN. So they are constantly comparable. Where the

change comes in is with respect to property damage, and that change
came about in January 1974?

Officer SILVA. Yes, sir.
The CHAIRMAN. And that ,change in property damage would affect

that accident column in January 1974, is that right?
Officer SILVA. Yes, sir.
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That is total accidents, the 1,844 figure.
The CHAIRMAN. All right.
So in trying to compute these in percentages 
Officer SILVA. We have some percentages.
The CHAIRMAN. Give me what has happened in accident injury

percentages—December 1972 versus December 1973.
Officer SILVA. What we did, we combined December 1973 along

with January 1974.
The CHAIRMAN. That is good enough.
So it is a 2-month comparison, between the December—January

two-month period.
What do they do there?
Officer SILVA. Comparing the December 1971—January 1972 period,

to December 1972—January 1973 period—injuries off 3 percent.
The CHAIRMAN. That is 1971-72?
Officer SILVA. Yes.
The CHAIRMAN. All right.
Officer SILVA. Comparing last year: January 1972-73 time period

with December 1973—January 1974 injury accidents down 49.4 per-
cent, whereas overall accidents down 15.1 percent.
The CHAIRMAN. Injury accidents are down 49 percent in the last

December—January period?
Officer SILVA. Yes, sir.
The CHAIRMAN. Thank you very much, sir.
Thank you, gentlemen.
Officer SILVA. Thank you.
The CHAIRMAN. Our next witness is from the insurance industry,

Mr. R. L. Jewell, assistant vice president, National Association of In-
dependent Insurers.
Mr. Jewell is also a member of the Insurance Industry Energy

Advisory Committee of the National Association of Insurance Com-
missioners Task Force Committee.
Mr. Jewell also is representing The American Insurance Associa-

tion, The American Mutual Insurance Alliance, The Allstate
Insurance Co., The GEICO Insurance Co., and The State Farm Insur-
ance Co. He is accompanied by Mr. John J. Nangle, Washington
counsel of the National Association of Independent Insurers.
Welcome, Mr. Jewell, and Mr. Nangle.

STATEMENT OF R. L. JEWELL, ASSISTANT VICE PRESIDENT, NA-
TIONAL ASSOCIATION OF INDEPENDENT INSURERS; ACCOM-
PANIED BY JOHN J. NANGLE, WASHINGTON COUNSEL

Mr. JEWELL. I would like to make one correction with regard to my
representation. I am representing the American Insurance Associa-
tion, the American Mutual Insurance Alliance, the National Associa-
tion of Independent Insurers, and all of the affiliated members of those
organizations.
The State Farm Mutual Insurance Co. is not a member of our

organization, so, therefore, I am not representing them.
The CHAIRMAN. You are not speaking for State Farm, so we will

strike them.
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Mr. JEWELL. I speak for the other trade associations, and with your
permission, I would like to read from my statement, and if you have
any questions, I will be very happy to stop and answer any questions
you might have.
My name is R. L. Jewell, assistant vice president of the National

Association of Independent Insurers. With me is Mr. John J. Nangle,
Washington counsel for the National Association of Independent
Insurers.

It is an honor and a privilege to appear before this distinguished
committee today and present the views of three insurance company
trade associations

' 
the American Insurance Association, American

Mutual Insurance Alliance, and the National Association of Independ-
ent Insurers in opposition to S. 2969.
The AIA, AMIA, and NAII are voluntary insurance company trade

associations representing property and liability insurance companies.
These associations represent the great majority of the companies

writing automobile insurance. Companies affiliated with these asso-
ciations range from small one-State type companies to the largest
multi-State writers; they are representative of highly specialized
writing companies to large all lines insurers; and from those merchan-
dising their insurance product through the mails to those using inde-
pendent businessmen to sell their product.

INDUSTRY POSITION ON S. 2969

With respect to S. 2969, our position can be summarized as follows:
(1) The automobile insurance industry is responding to the energy

crisis by encouraging use of carpools which will result in lower auto-
mobile insurance rates for many drivers, providing lower rates for
low mileage drivers and utilizing dividend or premium refund pro-
grams. These programs properly reduce the rates for those drivers
who have reduced their driving.
The CHAIRMAN. These programs, as you describe, with respect to

encouraging carpools, lower rates for low mileage drivers, and so
forth: Are these programs that affect only some of the companies in
the industry?
Mr. JEWELL. That is correct.
The CHAIRMAN. There is no standard policy throughout the indus-

try, with respect to the industry as a whole, is there?
Mr. JEWELL. This will vary by the companies, but representing a

number of companies as I am today, there are almost all of the com-
panies who have given discounts for carpool operations.
I would say that was widespread. With regard to lower rates for

low mileage drivers. I would say the great majority of the com-
panies are giving lower rates for low mileage drivers.
There are some companies which have the dividend or refund pro-

gram in addition to the carpooling discounts and the mileage.
The CHAIRMAN. With respect to that last one, the refund programs,

not all companies in the industry are in that position, are they, at the
present time?
Mr. JEWELL. That is correct. Not all companies are in that position.
The CHAIRMAN. What about the major companies, let us say the
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major five in this area, does GEICO have a program for giving
dividend refunds?
Mr. JEWELL. No, sir; not to my knowledge.
The CHAIRMAN. How about Allstate?
Mr. JEWELL. Allstate has announced a program.
The CHAIRMAN. How about State Farm?
Mr. JEWELL. State Farm does have a program as I understand it.
The CHAIRMAN. Travelers?
Mr. JEWELL. I am not sure about Travelers.
The CHAIRMAN. Aetna?
Mr. JEWELL. No, sir; I do not believe they do.
The CHAIRMAN. Nationwide?
Mr. JEWELL. I am not sure about Nationwide, sir.
The CHAIRMAN. All right.
Mr. JEWELL. (2) Based on information available at the present

time, a flat overall reduction for all automobile insurance rates is not
justified.
The CHAIRMAN. You are going to explain that later?
Mr. JEWELL. Yes, sir.
(3) The insurance industry has established a fast-track monitoring

system to determine the impact of the energy crisis on automobile in-
surance losses.
Companies will react at the earliest possible date when it is deter-

mined if there are measurable changes in automobile insurance losses.

CARPOOLS

As soon as the announcement of the need to conserve gasoline was
made, the National Association of Insurance Commissioners appointed
a Special Task Force on the Energy Crisis and Insurance Related
Matters.
An industry advisory committee was appointed to assist this special

task force. Due to the request for greater use of carpools, in order to
conserve the Nation's gasoline supplies, the insurance industry assured
the commissioners that it was their intent to interpret liberally the
insurance coverage for carpool operations.
This intent has been given widespread publicity and has, we believe,

encouraged the formation and operation of carpools and improved
public understanding regarding coverage for expense-sharing pools.

vi•
CLASSIFICATION RATING PROCEDURES

Many companies have for a number of years afforded reduced rates
to the lower mileage driver. Likewise, most companies base their rate
on the number of miles driven in going to and from work. Since the
energy crisis, most companies have amended their rules so that if the
policyholder is a member of a carpool and only drives the car 1 or 2
days a week to work, or uses public transportation, they will be
eligible for a lower rate.

DIVIDENDS AND PREMIUM REFUNDS

Some companies have for many years returned savings to their
policyholders in the form of dividends.
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The CHAIRMAN. Would those be the mutual companies?
Mr. JEWELL. Yes, sir.
The CHAIRMAN. The stock companies do not do that routinely?
Mr. JEWELL. That is correct.
The CHAIRMAN. Do they ever?
Mr. JEWELL. Yes; there are dividends paid to policyholders by some

stock companies in some jurisdictions.
The CHAIRMAN. But it is the exception rather than the rule?
Mr. JEWELL. Yes, sir, I would say that.
Recently, additional companies which normally compete in ways

other than by means of dividends have announced their intent to use
dividend or premium refund programs to recognize extraordinary
reductions in losses which may result from the energy crisis.

USE OF FORMULAS

The CHAIRMAN. What measure, what standard, or what formula
will they use in determining what is to be refunded?
Mr. JEWELL. Sir, this varies by the company. They have developed

their own programs and filed their programs in the various jurisdic-
tions throughout the country, based on their own individual decisions,
for their management, as to how they feel these programs should be
worked.
I would say there is no set uniform plan.
The CHAIRMAN. Nationwide there is not, but you heard the testi-

mony that certain States have formula that they apply within that
State—for instance, New Jersey.
Mr. JEWELL. Commissioner Denenberg indicated they have set out

a certain formula, but I think he also said they are now receiving
filings from companies that differ from that, and they are trying to
solve that problem.
The CHAIRMAN. Right, but the man from New Jersey—whether it is

a good formula or not, it can be debated—has a standard formula
they apparently apply to all liability writers in New Jersey.
Mr. JEWELL. I believe that formula is as a result of a court case in

New Jersey, by which they establish the procedures of which invest-
ment income would be determined by what is a reasonable profit.
The CHAIRMAN. As a matter of public policy, should not we consider

a standard formula, to all insurance writers in the District, let us take
the District, which is not left to the individual company to decide
what that company should do?
Mr. JEWELL. No, sir. In my opinion, it would be better for the com-

panies to compete, and for them to establish the procedures.
They operate in different manners, they operate in different ways,

and in my opinion it would be better for the companies to develop
the programs. At the present time the companies are subject to the
State regulations, and the regulators of the States have the power and
authority to determine whether they are developing proper formulas,
and charging proper rates.
In my opinion, this would be a much better procedure.
The CHAIRMAN. In the District, those companies that are practic-

ing some kind of a refund formula: To your knowledge do any of
those formulas include a consideration of moneys earned on the pre-
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miums, or are they formulas related solely to premiums paid in as

contrasted with claims paid out?
Mr. JEWELL. Sir I am not familiar with what has been filed.
The CHAIRMAN. I think it is the latter, but we can bring that out

with the District of Columbia Insurance Commissioner.
It is my understanding that such formulas as a few companies are

voluntarily considering relate only to premiums and pay-out, but they

do not take into account money earned on the premiums as they are

held by the company, which is a considerable amount usually.
Mr. JEWELL. I am not trying to avoid your question, but I have not

been that familiar with the individual programs of the companies.

We merely know there are companies that have some type of

program.
The CHAIRMAN. I understand.
Mr. JEWELL. Likewise, most companies rate on the number of miles

driven.
It is important to note that as an overall result of these existing

and newly instituted rate classification and dividend systems, any

extraordinary reduction in insurance loss exposure due to decreased
car usage during the energy crisis will entitle motorists to correspond-
ing premium reductions or savings.
The CHAIRMAN. I do not want to keep repeating it, but any extra-

ordinary reduction in insurance loss at the determination of the indi-

vidual company thus far, it does not seem—
Mr. JEWELL. It would be determined by the company based on the

rates that they are charging in that particular State, and we must
remember the rates vary by the companies in the District.
Mandating an across-the-board rate reduction of 10 percent, or any

amount, on top of these existing rate-saving mechanisms would be un-
sound and unwarranted.

Since the reduction-in-car usage has already been given substantial
recognition in the rate classification systems of virtually all companies
by classification refinement, imposition of the proposed across-the-
board rate cut would, in many cases, mean forcing insurers to make
duplicative rate reductions based on the same hoped for loss saving.

COMPETITION

The automobile insurance business is a fiercely competitive industry.
The CHAIRMAN. I have to stop you there.
You mentioned competition twice now. We have had some compari-

sons made through the District of Columbia Insurance Commissioner's
Office of premiums charged by the various big insurance companies
operating in the District, and the premiums vary dramatically.
That is why we are questioning you here on this point with respect

to this fierce competition.
For instance, GEICO, take a policy of $25,000—$50,000 bodily in-

jury, $10,000 property damage, comprehensive and $250 deductible.
We want to be comparing the same policy in all instances. GEICO for
that package policy would charge $172, and Travelers would charge
$244.
Now, let us take a little bigger policy. $300,000 bodily injury, $25,000

property damage, comprehensive ACB, and $100 deductible.
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GEICO for that charges $210, and Travelers $324. So with the first
policy, if he went to GEICO, he would pay 70 percent of what he
would have paid Travelers. He would save 30 percent.
On the bigger policy that I mentioned, Travelers $324 premium

versus the $210 premium at GIECO he would pay only 64 percent of
what he would pay at Travelers. The same comparison can be made
up and down the line, eliminating criterion, which I understand has
sort of a high risk operation, but all of the others are in the same
competitive field, and there are these wide variances.
How fiercely competitive is an industry where two major sellers in

the same market selling the same item, the same package of coverage,
one sells it for 70 percent, or 64 percent for what his fierce competitor
sells it.
Mr. JEWELL. In my opinion this just points out there is fierce compe-

tition pricewise in the District.
The CHAIRMAN. YOU say it does?
Mr. JEWELL. Yes, sir; it does to me. A policyholder in the District

can go to these companies, and in the wide range of costs, a very low,
cost for the GEICO, and Nationwide, and those companies, and rank-
ing on up into the higher.
Of course, these companies operate in different manners, they mer-

chandise their products for different groups, and in different man-
ners, and I think this accounts for a lot of difference in the pricing
of the product.
It does to me show the people in the District of Columbia have an

opportunity of a wide range of prices to choose from.
The CHAIRMAN. If they know.
Mr. JEWELL. Yes, sir.

POLL RESULTS

The CHAIRMAN. And the facts are based on the survey made by
Louis Harris and the department of insurance at the Wharton
School—the people do not know.
This is a Harris joint venture by both Louis Harris and the Whar-

ton School of Business.
Question 1. Do premiums charged by competing auto insurance

• companies significantly differ?
Only 11 percent answered yes, but they significantly differ.
Question 2. Are premiums about the same? Yes, at 45 percent.
Question 3. Have you ever compared premiums? Fifty-two percent

• have never compared premiums.
Question 4. How much would another premium have to vary before

you would switch?
Sixty-six percent would switch if they varied 40 percent.
The average would switch if varied 18 percent.
Now, I know polls are not always controlling, but there is some

relevance in terms of consumer attitudes and purchasing habits.

WIDE RANGE OF PRICES

In your opinion, you are in the insurance business, how widely
known is it that there are these enormous disparities between what
GEICO charges and what Allstate or Travelers will charge?
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Mr. JEWELL. Well, it was my impression it was fairly well known by
the public that there is in most States. This would not be true in all
States, because you do have one or two States that do start off with
uniform rates such as Texas. But in those States where you do have
the rating laws that allow different premium charges by different
companies, it was my impression it was a fairly well known fact by
the public there was a wide range of prices, and there was a lot of
advertising done.
The CHAIRMAN. So those poll results come as a surprise to you?
Mr. JEWELL. This is a surprise to me, yes, sir.
The CHAIRMAN. My concept of competition may differ from yours.

But I guess competition at a supermarket, where, for instance, a con-
sumer can go into Giant Food, and there is a can of Giant peas, and
a can of Campbell peas, and a can of Heinz peas, and they vary in
price, the consumer makes a value judgment as among three com-
peting items which one they desire, based on a host of considerations—
quality, previous experience with that can of peas, and cost in price—
and then makes a value judgment.
I am not satisfied that a purchaser of insurance is sufficiently in-

formed to make a comparable value judgment with respect to auto-
mobile liability insurance, and hence, I am not as satisfied that this
business is as fiercely competitive as you describe it to be in your
testimony.
Mr. JEWELL. I am aware of the wide range of prices, and I have

observed that there has been a great deal of competition throughout
the United States by various companies in advertising and trying to
get across that they do have low rates, and they do write at a lower
rate.
I have made no polls or surveys, but it is my impression there is a

knowledge on the part of the American public that there is available
varying rates and varying types of services in the automobile in-
surance field.
In the District of Columbia, and throughout the country, policy-

holders have always had a wide choice of price, coverage, and service.
The American public has benefited from this competitive atmos-

phere and has enjoyed the lowest possible automobile insurance rates.
In a period when the cost of almost every product and service, in-

cluding those purchased by insurers, has increased, automobile in-
surance rates have remained stable. In. fact, in recent years automobile
insurance rates have declined countrywide. While the overall Con-
sumer Price Index increased 8.8 percent during 1973, the automobile
insurance composite index decreased 1.7 percent.
In the District of Columbia, the rates for automobile insurance for

the major writers have not been increased during the past 3 years.
The CHAIRMAN. So a great measure of that is by State regulation.
Mr. Denenberg said for 4 years he has not allowed a rate increase

in Pennsylvania.
Mr. JEWELL. He has not allowed a rate increase, but we are talking

about overall countrywide, a slight decrease, so this would have been
with some initiative on the overall part of insurance companies to file
for decreases in the States.
The CHAIRMAN. Have they decreased?
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Mr. JEWELL. There may have been some companies that have de-
creased.
I see that there are no changes from the companies I contacted in

the last 3 years.

LARGEST AND LEADING INSURANCE COMPANIES DECLINE TO TESTIFY

The CHAIRMAN. I should note at this point in the record, we twice
invited the leading and biggest insurance companies operating in the
District of Columbia area to come to testify before this committee,
and they turned us down both times.
We invited them as recently as a couple of days ago for a second

time, because we wanted to have specific data from the leading com-
panies of this area, including GEICO and the ones being mentioned
but twice they have declined to come. I take it as a disinterest in the
proceedings relating to this subject. But the four invited were: Travel-
ers, GEICO. All State, and State Farm.
Each one was invited 

twice, 
and each one declined to come twice.

I would have thought if I were busily engaged in the insurance
business in the District of Columbia, writing a significant amount of
coverage in this area, in a hearing that would affect premiums charged,
I would have thought they would be lined up outside the door, but they
do things differently.
Mr. JEWELL. Could I give you an answer to that maybe a little bit

later on in the statement ?
The CHAIRMAN. I know you are speaking for some of them, but you

do not have the relevant data pertaining to the precise operations of
each one of these companies in terms of premiums charged, what com-
panies have car pooling, which ones are going to get back dividends,
which ones are going to give reduced coverage for reduced driving,
and so forth.
Mr. JEWELL. I think I can give you a partial reason as to why they

declined.
The CHAIRMAN. All right.

DETERMINATION OF AUTOMOBILE INSURANCE RATES

Mr. JEWELL. Automobile insurance rates are based on three ele-
ments:

1. The number of insured accidents;
2. The cost of these accidents; and
3. The administrative expense of claim and policy services.
A reduction simply in the number of accidents as a result of the

energy crisis would not necessarily mean a reduction in insurance
rates. Medical costs, auto repairs, and administrative expenses have
been caught in the inflationary spiral in recent years.
It is predicted that they will continue to increase during 1974. If

these inflationary forces are large enough, higher automobile insurance
rates may result.
The CHAIRMAN. Now we had just prior to your testimony, the statis-

tics ;from the Metropolitan Police Department of the District of Co-
lumbia with respect to injury accidents, comparing the period of De-
cember 1973—January 1974, with the same period of the prior year-

29-982 0 - 74 - 9
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year end and year beginning—and injury accidents were down 49 per-
cent.
Now, that is obviously a very, very important ingredient in insur-

ance, is it not, in terms of how much you are going to have to pay out
for claims?
Mr. JEWELL. Yes • it would be one of the ingredients that is in there.
The CHAIRMAN. Now, in candor, would not it be a very significant

ingredient?
Mr. JEWELL. It would be one of the ingredients, but we are dealing

with insurance costs, not only the number of accidents, but how much
did those accidents cost.
The CHAIRMAN. In terms of cost of accidents, if you reduced in-

jury accidents by 49 percent, would not that be a significant change?
Mr. JEWELL. It could be a significant change.
The CHAIRMAN. Is there any way it could not be a significant

change?
Mr. JEWELL. No, but what I am trying to say, we are dealing here

with the number of accidents, not only injury accidents, but we are
dealing with property damage accidents.

INTe are dealing also with the cost of those accidents, and the injury
accidents are one component of the total insurance costs.
The CHAIRMAN. And are fatalities one component?
Mr. JEWELL. They are one component—but a very minor component

of automobile insurance costs.
The CHAIRMAN. In the District the fatality rate was about the same,

I think.
Let me find the fatalities here. There were no fatalities in Janu-

ary of 1974. There were two in January of 1973, and for December
1973, there were three.
In December of 1972, there were two, so there is not any enormous

change in the fatality figures, however, nationwide—you heard the
testimony of the gentleman from the Department of Transportation,
and I think also one or more of the insurance commissioners men-
tioned the enormous reduction of fatalities nationwide during the
energy crisis months, Thanksgiving, Christmas, and thereafter, but
that would be a component?
Mr. JEWELL. Yes. It is a component of insurance rates—one com-

ponent.
AUTO BODY REPAIR WORK

The CHAIRMAN. Now, with respect to the cost of auto body repair
work, is that a factor, a significant factor?
Mr. JEWELL. Yes, it is a part of the overall insurance costs.
The CHAIRMAN. According to Mr. Patrick Hanagan, president of

the Washington Association of Body Shop Owners, and the Power
Appraisal Co., labor costs of auto body repair shops, because of infla-
tion over the past 2 years, has been zero.
There has been no increase in labor costs. Parts have gone up 10

percent. On the average repair job parts are equal to one-fourth to
one-half of the total cost. That is 21/0 to 5 percent inflation rate in the
auto body repair business.
Do you dispute that figure, or do you think it is higher?



125

Mr. JEWELL. I cannot dispute it. I am trying to recall just what
the composite index countrywide was.
The CHAIRMAN. This was a survey made of the Washington area.
Mr. JEWELL. In Washington, D.C.?
The CHAIRMAN. Yes; Washington, D.C., not the State of Wash-

ington.
COST OF HOSPITAL CARE

You talk about health and medical costs, which you say have been
caught in the inflationary spiral.

The cost of hospital care in the District of Columbia increased 3.3
percent over last year.
Mr. JEWELL. That is in hospital costs.
The CHAIRMAN. Yes; we are talking about the District of Columbia

only, now.
Mr. JEWELL. That could be. I am not familiar with the District of

Columbia.
My figures here are based on the consumer price index countrywide.
The CHAIRMAN. I know we gravitate from time to time nation-

wide, and then D.C., but I just wanted to put in perspective what
increases in Washington there have been in medical costs and auto
repairs, so we do not imagine an enormous inflationary figure.
At this time, I place in the record a letter from the Hospital

Council of the National Capital Area.
[The letter referred to follows:]
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I. HOSPITAL COUNCILII OF THE NATIONAL CAPITAL AREA, INC.

1812 K STREET, N.W., WASHINGTON, D.C. 2E036 • 2021296-5727

February 20, 1974

The Honorable Thomas F. Eagleton
Room 6235
New Senate Office Building
Washington, D.C. 20510

OSCAR BENWOOD HUNTER, JpRre.,,,I.Dni

WILLIAM M. BUCHER
Executive Vice President and Director

Dear Senator Eagleton:

The question as to inflationary trends in hospital charges in the Washington
Metropolitan Area must be answered in term of the maximum controls placed
upon hospitals both locally and nationally during the past several years
especially under the Economic Stabilization Program. Hospitals were singled
out for special praise for their accomplishment of meeting the challenges of
inflation. We did so well as to find ourselves one of two industries still
under Phase IV controls while being faced with a decontrolled environment
which threatens our very existence.

As to the inflationary trends in local hospitals, the following American
Hospital Association research will serve as a local response in that the
charges and costs were applied nationally and few exceptions were granted
locally.

I will comment on two areas to give you and your committee the necessary
perspective to effectively evaluate the forces of inflation and their affect
upon the hospital including, 1) the nature of hospital costs and 2) an assess-
ment of the experience of hospitals under existing pre-Phase IV Economic
Stabilization Program regulations.

TABLE I 
Categories of Hospital Expense

Payroll Expenses 60.6%
Wages and Salaries 54.5%
Employee Health and

Welfare Benefits 6.1%

Nonpayroll Expenses 39.4
Drugs 2.8
Raw Food 2.8
Utilities 1.7
Depreciation 3.7
Interest 1.6
Insurance .7
Medical Supplies 8.5
Other 17.6

100.0%

MEMBERS: ALEXANDRIA HOSI'ITAI. • ARLINGTON HOSPITAL • CAFRITZ MEMORIAL HOSPITAL • CHESTNUT LODGE • CHILDREN'S HOSPITAL • CIRCLE
FERRACE HOSPITAL • COLUMBIA HOSPITAL FOR WOMEN • DOCTORS HOSPITAL • FAIRFAX HOSPITAL • FREEDMEN'S HOSPITAL • GEORGE
WASHINGTON UNIVERSITY HOSPITAL • GEORGETOWN UNIVERSITY HOSPITAL • HADLEY MEMORIAL HOSPITAL • HOLY CROSS HOSPITAL •
HOSPITAL FOR SICK CHILDREN • LELAND MEMORIAL HOSPITAL • MALCOLM GROW (USAF) MEDICAL CENTER • MONTGOMERY GENERAL HOSPITAL
• NATIONAL ORTHOPAEDIC AND REHABILITATION HOSPITAL • PRINCE GEORGE'S GENERAL HOSPITAL • PRINCE WILLIAM HOSPITAL • PROVIDENCE
HOSPITAL • l'SYCHIATRIC INSTITUTE OF WASHINGTON • ROGERS MEMORIAL HOSPITAL • SIBLEY MEMORIAL HOSPITAL • SUBURBAN HOSPITAL •
WASHINGTON HOSPITAL CENTER • WASHINGTON SANITARIUM AND HOSPITAL

•
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It is essential to note that wages and fringe benefits constitute the largest
portion of hospital costs but the relative size of the labor portion has steadily
deminished in recent years due to the increase in the quality and rapidly rising
prices of goods that the hospital must purchase to provide care. Thus recogpition
must be given to the fact that inflationary forces in such areas as fuel, food,
supplies of all types and wages have a major impact on the hospitals as a service
institution.

Next I believe the following Chart will illustrate that prior to 1966 and the
implementation of the Medicare program, hospital costs per adjusted patient day
were rising at the annual rate of about 6 to 7 percent, the case cost (total
inpatient cost per admission) was rising about 8 to 10%.
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CHART I

PERCENT INCREASE - CASE COST AND E/APD

CASE COST ----
E/APD

YEARS 64-65 65-66 66-67 67-68 68-69 69-70 70-71 71-72 72-73

*E/APD refers to expenses per adjusted patient day.

Following the implementation of Medicare and for a variety of additional reasons,
rates of increase rose substantially to levels of 14 to 15%. Chart I illustrates
that the costs per patient day and per case cost commenced to drop in the 1969
and 1970 period both prior to the initiation of the Economic Stabilization Program.

Since 1971 and the beginning of the Economic Stabilization Program, the rate of

increase in hospital per diem costs has declined from approximately 13% to slightly

more than 8% and the increase of case costs dropped from 11 percent to just over

7 percent. Since yoUr question concerned the most recent period of hospital Charge

fluctuation as the result of inflation, I am inclined to relate this data to the

Consumer Price Index in similar Chart form for ease in presentation as follows:



128

The Honorable Thomas F. Eagleton
Page 3
February 20, 1974

14

13

12

io
% Change 9

From The

Previous

Year 5

CRAM' LE

CPI Plus Hospital Service Charge Comparison

oso

CPI (all items)

JIMA Ml 1 ASOND

Hospital Semite Amin
Component 01 CP,

05°

IMAM) 1 ASOND1FMAIA 1 1 AS

1971 .m.m.-•niem- 1972 —44.m.m 1973

The efforts of hospitals to reduce inflation can also be seen by oomparing therate of increase in hospital charzes during 1973 with certain other consurrnrcommodities, such as fcod, housing, and fuel oil, as the foLlaging chartillustrates.
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JAN 1373 TO OCT 1973 PERCENT INCREASE IN SELECTED
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  T4-1
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17

PERCENT INCREASE
* SOURCE BUREAU OF LABOR STATISTICS
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Approximately half of the increase in hospital costs (and therefor
e Charges) has

stemmed traditionally from prices hospitals pay for the labor and non-l
abor inputs

(the inflationary factor) used in the provision of hospital services. 
The other

half of the cost increase has been the result of an increase in the qu
antity of the

labor and non-labor inputs emplrjed to provide more and better hospital 
services.

The dramatic reduction by hospitals in the rate of increase in bot
h hospital prices

and costs has not been accomplished without great sacrifice. The operation of the

health services industry section of E.S.P. was at best accomplished wi
th fragmented

and diverse regulatory methodology which varied from situation to situa
tion.

The ability for hospitals to maintain their 1973 position on the Consu
mer Price Index

while all other industry from whom we must buy or compete with in wages
 has been

totally decontrolled is of course an absolute farce. Being less than one half the

Consumer Price Index for most of 1973 illustrates only that the hospit
al industry

achieved a cost related Charge level. From this point forward, the increase in

hospital costs and Charges will forcibly follow the fluctuation of
 the Consumer

Price Inex as inflation continues to on its course. Congress itself will have a

major role in increasing future costs with minimum wage, Taft Hartley l
egislation,

broadened health insurance and other legislation currently under considerat
ion.

I hope this letter will point up for you and the committee the effect 
of inflation

on health care Charges and what we can expect in the future. We have joined in

litigation against the Cost of Living Council's Phase IV provocations and h
ave

little doubt that our charges will carry.

Sincerely yours,

)

William M. Bucher
Executive Vice President

and Director

WMB:rr
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Mr. JEWELL. But there are still increasing costs both to, auto repair
and some degree in medical care costs.
They are still increasing.
In order to comply with the standards of the rate regulatory laws

that rates must not be excessive, inadequate or unfairly discriminatory,
considerable detail is necessary so that proper rates can be developed
by type of vehicle, by coverage, by territory, and by class.
A flat reduction of any amount in all automobile insurance rates

would not be equitable since the energy crisis will affect private
passenger cars differently than commercial cars.
It will also affect insurance coverages in different ways.
Companies writing automobile insurance in the District of Colum-

bia compete in price by charging different rates based on their ex-
perience. An overall reduction for all companies from their present
rate level would be inequitable and would not recognize the adequacy
of the current rates charged by individual companies.

REDUCTION IN SPEED LIMITS

It is difficult, if not impossible, to measure what effect the present
mandatory reduction in speed limits and the voluntary fuel allocation
programs will have on automobile insurance losses.

Nationally, the 55-mile speed limit will undoubtedly reduce the num-
ber of fatalities.
This will certainly be a beneficial result of the energy crisis. How-

ever, in the area of insurance rates, fatalities are only a very small
component of aggregate automobile insurance losses: The Department
of Transportation closed claim study showed that approximately 1
percent of all bodily injury claims involved death cases. Most of the
overall cost of automobile accidents comes from nonfatal injuries and
property damage.
The effect on fatalities and injuries of a reduced speed limit will

vary greatly by State and even by areas within a State.
In the District of Columbia, we do not see how imposition of a 55-

mile speed limit could have any measurable impact in reducing acci-
dents or losses, since speed limits in the District have always been
well under 55 miles an hour on almost all streets and highways.
The CHAIRMAN. That does not take into account the fact that one

can be insured as a resident of the District, take out insurance in the
District, and he may well be out on the beltway when his accident
occurs?
Mr. JEWELL. This does take into account that the number of out-of-

State injuries of Washington, D.C., residents is a very minor per-
centage of the total injuries and accidents.
I think it is only about 5 percent out of State.

AVAILABILITY OF GASOLINE

The availability of gasoline varies by area and while it is extremely
scarce in some areas, there are other areas where there is a plentiful
supply.
A number of alternatives to strict rationing have been explored in

various areas throughout the country.
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A further complication in measuring the effect of the crisis are
changes in the allocation of gasoline. An area which is short 1 month
may receive an additional supply the next month. These measures
will have an effect upon automobile loss costs, but the extent will
vary depending on the system and the available supply.
The CHAIRMAN. There is no dispute where we stand in the District

on that, is there?
Mr. JEWELL. I have heard, sir, that it is very tight.
The CHAIRMAN. I think that the supply of gasoline in the District

of Columbia for the month of January was 76 percent of what it was
a year ago. The Maryland situation is almost as bad or maybe even
worse. I may be off on the exact figure but I know it was in the seven-
ties. Now if that 76 percent figure is correct it means there was about a
one-fourth reduction in miles driven in the District.
Mr. JEWELL. Well, there would be a reduction in the available gaso-

line supply. I do not know if that would be directly correlated.
The CHAIRMAN. Let us assume that 76 percent also pertains to the

contiguous outlying areas of Maryland and Virginia, I think it is
fairly close to that. But if there is only 76 percent as much gasoline
sold today in the District versus 1 year ago, and if there is about a
one-fourth reduction in the amount of driving around this metro-
politan area 
Mr. JEWELL. If this was all that was available to the residents of

the District, that would be correct.
The CHAIRMAN [continuing]. Where else would I go to get gasoline?
1V1r. JEWELL. If that was all of the fuel available, it would have to

go down as the same amount, I would agree with you.
The CIIAIRMAN. So it would stand to reason there is a lot less driving

going on around this metropolitan area today than a year ago?
Mr. JEWELL. There is in the District of Columbia • yes, sir.
The CHAIRMAN. The point I want to make is that there would have

to be 25 percent less.
Mr. JEWELL. I think this is what I am trying to point out here, even

though in the District there has been a limited supply, that it may
be that some months in the future, they will get additional supplies,
and this could change from 1 month to another month, and this could
happen all over the country.
In my particular State of Illinois, they supposedly allocated some

additional gasoline there in the Chicago area, and this will affect the
driving habits of the people, and will have an effect in those areas. It
will depend on the availability of gasoline.

SHIFT TO SMALLER CARS

In order to conserve gasoline, there will undoubtedly be a shift from
the larger, standard model automobile to the smaller models.
Of significance to automobile insurance are various research studies

by the Insurance Institute for Highway Safety showing that the
passengers of smaller cars, once they are involved in accidents, tend
to sustain more severe injuries than the passengers of larger cars.
Further, these studies show small cars tend to be involved in accidents
more frequently than larger cars.
The CHAIRMAN. I want to put that in perspective too.
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If a Vega hits a Vega at 30-miles-per-hour headon, and let us say an
Impala hits an Impala at 30-miles-per-hour headon tell me what your
studies show, in terms of property damage to the Vegas, viz-a-viz the
Impalas, and personal injury?
Mr. JEWELL. This reference here came from a rather elaborate study

made by the Insurance Institute for Highway Safety, I am merely
talking from this study. What they have said they have found with
regard to the injuries in small cars and the more accidents to the
smaller cars, is contained in this report—the Insurance Advisory Com-
mittee Report to the Special NAIC Task Force on the Energy Crisis,
dated December 31,1973.
I would like to put this in the record if you would like to have it.
The CHAIRMAN. We will make that an appendix to the record.
[The report referred to appears in the appendix.]
Now, on the rate of change to small cars from large cars, let me

read into the record at this time what the automobile manufacturers
state will be the case.
It is a projection—it could be accurate, or it could be wrong.
General Motors is going to maintain 35 percent of its production

in large cars, Ford 40 percent in large cars, Chrysler 45 percent in
large cars.

General Motors predicts that 60-65 percent of the cars on the road
will be small in the next 2 years.
Ford continues to stress the continuation of the demand for large

cars.
According to Motor Vehicle Manufacturers Association, there will

continue to be a place for heavy cars on the American market—we
will continue to see that.
Last year small cars comprised 41 percent of the market. There

is a shift to small cars, there is no doubt about that.
The question is if it is not going to be total or universal, and that

there will be a good number of large cars around, we will see just
that, if these estimates are correct.
Mr. JEWELL. At the outset of the energy crisis, the National Asso-

ciation of Insurance Commissioners Task Force on the Energy Crisis
and Insurance Related Matters requested the Industry Advisory Com-
mittee, of which I am a member, to develop and implement a fast-
track monitoring system to determine the effect of the current fuel
shortage and reduced speed limits on automobile insurance loss costs.

EFT ECT OF CURRENT CRISIS ON AUTOMOBILE INSURANCE LOSSES

This program has been developed and accepted by the task force.
The program will compare, on a monthly basis, insurance loss costs
during 1974 with those occurring in 1973.
Companies writing well over half of the countrywide automobile

insurance premiums have voluntarily agreed to participate in this
program. In the District of Columbia, over 75 -percent of the auto-
mobile volume will be included in this program. Data will he available
starting in April of 1974 and will be available 45 days after the end
of each month during 1974.
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It will give information by coverage and by State, including the
District of Columbia, both for the number of accidents and the cost
of these accidents. With this type of meaningful information, individ-
ual companies and advisory organizations will be in a position to
analyze overall trends in automobile loss costs at the earliest possible
date and react accordingly.
The CHAIRMAN. When NAIC, which is the National Association of

Insurance Commissioners, set up this task force, they had asked the
industry for these figures, and the industry initially said they would
only give the figures on an annual basis.
They wanted to average the last 3 months of 1973 with the first 9

months of 1973.
Do you know that to be the case?
Mr. JEWELL. This is a case in preparing the proposal to the task

force, they proposed in the initial report, that everything with the
exception of some quarterly loss ratio would be on a month by month
basis.
The CHAIRMAN. That is what you place great emphasis on here is

the quarterly loss ratio.
Mr. JEWELL. My emphasis is the data on the number of claims and

what the cost will be on a monthly basis.
There is another item referred to in the report as bodily injury,

property damage, and incurred losses for 12 months ending, and this
is the original proposal, but in submitting this to the technical task
force of the insurance commissioners, they recommended instead of
getting it by year, they would like to get it each quarter, which the
industry said is perfectly all right, because we could collect it in that
manner.
I might comment right here that there was some comment made

this morning in regard that this data would not be used for rate-
making. I would like to clarify the record in the summary of this
report. The Industry Advisory Committee said the accelerated moni-
toring system should provide meaningful information at the earliest
possible date on trends in automobile loss costs in the immediate
crisis.
The data is not intended to be used nor is it adequate for the pur-

pose of making automobile insurance rates.
Its only purpose is to indicate any overall trend that will occur

as a result of it.
These rates should continue to be determined by individual in-

surors or advisory organizations, with full consideration of these
factors, plus the adequacy of present rates in the various States and
the effect of continuing inflation, and so forth.
I think what we are trying to say there is that this fast track moni-

toring data cannot be taken by each and every company, and for them
to develop their own rate based on their overall experience.
They should take this fast-track monitoring data, and compare it

with their own experience, and with their own rate levels they have
in the various States where they are, and make their own individual
determination should rates be changed.
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I think this has to boil down to what we are trying to do in the
fast-track monitoring system is to measure their sum effect on insur-
ance loss cost of the current energy crisis, and then this should be
translated into the individual companies, where you can proceed.
In addition to this industry effort, the regulatory authorities of

most States, including the District of Columbia, are developing addi-
tional information for their use in administering the rate regulatory
laws.

SUMMARY OF POSITION OF INSURANCE INDUSTRY

The present programs of the insurance industry are responsive to
those policyholders who reduce their exposure by driving less as a
result of the fuel shortage.
Any proposal for an additional across-the-board rate cut would be

unwarranted, duplicative, and productive of serious inequities for
different categories of motorists. No such action is needed or can be
justified.
Due to the competitive nature of the automobile insurance industry,

any present or prospective savings to policyholders will be passed on
to the public at the earliest possible date when the facts are available.
The CHAIRMAN. When do you think that might be if it is left up to

you?
Mr. JEWELL. I think this is being done now, as I have said, by the

companies revising their classification rules, and by companies giving
discounts on carpools.
This is some of the areas in which they are reducing the premiums

for some insurers.
I think it is also being done by some of the carriers saying they will

pay a dividend or premium refund program, and this will be at the
end of the period, and they are saying that. So what I am saying, as
people reduce their driving, they do have available now reductions in
their premiums, and this will be reflected in the premium income of the
companies.
The CHAIRMAN. Suppose I am an insured motorist, for reasons best

known to me, I am not a participant in a carpool, and my company
has no current policy with respect to reducing premiums insofar as
what it tells me or guarantees by a new rate application what it is
going to do. Where does that leave me?
Mr. JEWELL. Then I am afraid you are in the area where the competi-

tion will bring us along, because I am sure you are faced with this
situation as a policyholder, and you know you have reduced your
driving, and you have reduced your exposure.
The CHAIRMAN. If I shop around and find GEICO gives a better

deal than Travelers—yes. But if these national polls are right, people
are not aware of the wide disparity of the premiums charged by dif-
ferent companies. What great comfort is that to me?
Mr. JEWELL. I think this situation will improve. There has been a

lot of publicity with regard to carpools, and with regard to the fact
that people can save money by joining carpools.
There has been a lot of advertising and a lot of publicity with re-

gard to these classification changes, if you do drive, and you join the
carpool, you are entitled to a lower premium.
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The CHAIRMAN. Have any of the insurance carriers in the District
of Columbia, the ones previously mentioned, run any newspaper, radio,
or television ads, to the effect that they will reduce premiums, pay
back dividends, or give rebates to customers?
Mr. JEWELL. To my knowledge they have not.
The power of competition among more than 600 automobile insur-

ance companies as a prime regulatory force will be even more intense
during the current crisis.
Competition and the regulation of the automobile insurance indus-

try can be relied upon to assure policyholders of fair treatment during
this crisis. Caution should be exercised by legislators and regulators
in mandating rate reductions which could jeopardize the financial sta-
bility of some insurers. Solvency is of utmost importance to policy-
holders. When a loss occurs, they expect and are entitled to payment
for the protection they purchased.
In an effort to measure the effect of various limitations on fuel avail-

ability and reduced speed limits at the earliest possible date, the auto-
mobile insurance industry in cooperation with the National Associa-
tion of Insurance Commissioners will monitor experience during 1974.
This information will enable companies to analyze trends in auto-

mobile loss costs and make proper adjustments which will recognize
not only these trends but also the adequacy of present rates and the
effect of inflation on loss costs.
We respectfully urge against any action by Congress to require an

overall reduction in motor vehicle insurance premiums in the District
of Columbia.

USE OF FORMULA

The CHAIRMAN. Rather than leave it to the discretion of each insur-
ance company: What do you say about the design of a formula? Let,
us say, for example, similar to the New Jersey formula, or the Penn-
sylvania formula. So it becomes automatic, if there are these savings
that most of us anticipate should come about by reason of reduced driv-
ing, reduced speeds, reduced availability of gasoline, all of these things
that are part and parcel, that each insured motorist of the District
of Columbia would get a refund depending on the profit experience
of that particular carrier?
Mr. JEWELL. I think that these are available today by the various

State regulatory laws, and by the administration of those laws where
it does require that due consideration shall be given to pass on pros-
pective loss experience, to pass on prospective expenses, and to a
reasonable margin for underwriting profit.

COMPETITION

I think it is there now, and I think the companies are reacting to
this in different manners. As I pointed out here, and I have stressed
competition a great deal, I do think this is the great leveling factor.
It has been for a number of years in the automobile insurance industry.
The companies have competed very vigorously for business, and

you have a wide range of prices, a wide range of services, different
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types of merchandising, and I think the public is benefiting from this
right now.
The CHAIRMAN. The wide range of prices, which we discussed once

before, does not compel me to believe there is a great element of com-
petition upon which you place such great reliance in your testimony.
I am just not certain in my own mind that the people are aware of
these disparities in prices—enormous as they are. They are not just a
nickel, a dime, or a dollar.
We have already put in the record some information, but we will at

this time put in the chart that shows the prices vary, such as where we
compare GEICO with Travelers, comparable policies, one is 70 percent
cheaper, one is 64 percent of what the other one is.
[The chart referred to follows:]
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FORMULA

The CHAIRMAN. Are you familiar at all with either the New Jersey
or the Pennsylvania formula?
Mr. JEWELL. I am familiar with the Pennsylvania formula.
It is in bulletin form put out by Commissioner Denenberg, and I

think he has made some modification of his original bulletin.
The Chairman. What is your impression of that formula?
Mr. JEWELL. I do not believe this is the proper way to go about rec-

ognizing the current energy crisis.
I do not think it is proper to set up a formula which must be fol-

lowed by all companies in determining what is extraordinary, or
what you might refer to as windfall profits.
I think this is a matter in which the companies themselves, with

the regulations of the insurance commissioner should determine. As
I pointed out previously, a number of companies are doing this right
now. There are companies that I think we heard from that have
already reduced their rates in some of these things.
The CHAIRMAN. Mr. Jewell, how long have you been in your posi-

tion with the National Association of Insurers?
Mr. JEWELL. Since October 1, 1973.
The CHAIRMAN. Have you been in insurance prior to that time?
Mr. JEWELL. Yes, I have been in the insurance rating business for

about 27 years.
The CHAIRMAN. In rating, you dealt with liability insurance?
Mr. JEWELL. Yes, sir.
The CHAIRMAN. Personal injury, property damage, and the like?
Mr. JEWELL. Yes, sir.

EFFECT OF REDUCTIONS IN DRIVING, GASOLINE, AND SPEED LIMITS

The CHAIRMAN. Based on 27 years of experience in the business,
what effect will substantially reduced driving, substantially reduced
availability of gasoline, and substantially lowered speeds have on
claims?
Mr. JEWELL. It will cause a reduction in the number of claims. There

is no doubt about that, if there is a reduction in the amount of driving,
and if there are reductions in the speed limits. But as I said, this has
varied by different areas and by different States. The effect of the
lowered speed limits in some States, such as the District of Columbia,
will not be affected.
In some areas of a State like Texas, it will be affected, but in other

areas, it will not have any effect.
Then we have the question of the reduced driving. I know I am

familiar in my State, in some areas there is reduced driving, in Metro-
politan Chicago, but downstate, there is no reduced driving. There is
available gasoline; therefore, there will be very little effect there. The
point I am trying to make here in my testimony today is that we are
uncertain as to just what effect this will have.
We know there will be an effect. Like I said, fatalities are down,

and this is a fine thing; this is a component part of automobile insur-
ance losses. We want to get the facts. If there is a measurable difference,
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then I think I can assure you the insurance industry is going to
reflect it.

AVAILABILITY OF FINAL FIGURES

In answer to your previous comment about the reluctance of the com-
panies to come here to testify, it is not the fact they do not want to
come to testify, it is the fact tha the companies I have talked to do not
at the present time have actual facts and figures within their com-
panies. As it was pointed out here on the accident statistics, it takes
from 30 days to 6 months to get the final figures. It is even more diffi-
cult with an insurance company operation. You are not meeting there
with just the accident occurring, but you are dealing with a claim
being presented, processing the claim, and payment of the claim.
The CHAIRMAN. Well, claim payout might not be very relevant, be-

cause you might be paying out a claim in a given month for an acci-
dent that occurred a year or 2 years prior thereto.
Mr. JEWELL. This could be true in personal injury cases, but in

property damage cases, and in your collisions, there is a very rapid
payout, so it would be fairly indicative, I think, in those areas.
You are right on the personal injury.

INTEREST ON EXCESS PREMIUM

The CHAIRMAN. If it is determined to be an excess premium charge,
by reason of the energy crisis, what about a payment of interest on
that excess premium?
Mr. JEWELL. I think this would be a very difficult thing to determine

and to administer. Because, first of all, we would have to define what is
an extraordinary profit.
The CHAIRMAN. No great problem with that. You tell me in your

testimony the companies are going to do that. That is the strength of
your argument. On page 3 of your prepared statement: "Companies
will use dividend premium refund programs to recognize extraordi-
nary-"
Mr. JEWELL. That is for those companies that have adopted those

programs.
You were asking me if there should be interest on that.
For those programs, those companies that have adopted it, then

there would not be that problem. I thought you meant for the overall
industry basis.
The CHAIRMAN. For those that have adopted it, they can figure out

what their extraordinary profits are, and they can figure out what a
fair rate of interest ought to be in the returning of that money.
Mr. JEWELL. I think this would, in my opinion, be a question for the

individual company to determine just what should they pay back, how
should they pay that back to their policyholders, and what would be
the equitable way to return this to the policyholder.
The CHAIRMAN. Well, that is where we part company. In a highly

regulated industry, and that is what insurance is, to leave it up to the
whim of the particular company to decide what is extraordinary,
whether they are going to make that finding, and whether or not they

29-982 0 - 74 - 10



140

want to pay the interest stretches confidence beyond the point of
comprehension.
Mr. JEWELL. But I think there are fairly rigid regulations. The regu-

lators have for a number of years, made it a policy that insurance
companies should justify the rates they are charging. There are certain
criteria set down in the rating loss as to how to determine what is a
reasonable rate.
The CHAIRMAN. Finally, based on your 27 years of experience : What

about this notion that has been advanced by the insurance companies—
I know it is less applicable to the District of Columbia, but in any
event, these are the letters they send in to me, so they must think it is
of some relevance to the District—that reducing highway travel speeds
to 55 miles per hour will not reduce accidents or injuries because of
this increased exposure time?
Mr. JEWELL. I was interested in that too. I read from the Congres-

sional Record. and I went back to take a look at the insurance industry
highway safety report, and I think it is explained by the fact that
they say it should be noted that decreased traffic speeds result in in-
creased accidents.
I would like to submit this report for the record.
The CHAIRMAN. It will be made a part of the appendix of the record.
[ See appendix.]
Mr. JEWELL. Yes, sir.
Now, that is what I got from the insurance report. I think what

they are trying to say is that this reduction in speed limits will in-
crease the time that the person is on the road, and it will take him a
longer time, and he will be exposed to environmental hazards and more
traffic density in those areas.
The CHAIRMAN. So if everybody drove 30 miles per hour, you would

expect even more accidents, because you would be doubling the ex-
posed time, and you would expect more accidents, more injuries, and
more deaths?
Mr. JEWELL. The report says the effect of this increase time expos-

ure on losses is not known.
The CHAIRMAN. And if everybody walked, you would have an

awful lot of exposure time, and you would have a lot of body collisions.
Do you really think that is a credible rationale?
Mr. JEWELL. I think the point in there that they are trying to make,

and I hate to try to pass on what somebody else is doing, but in my
opinion what we are talking about here today is that I do not think
any of us here today know what effect the energy crisis will have on
insurance loss costs.
The CHAIRMAN. What do you think will result from reduced

speeds?
Mr. JEWELL. My best guess is, on an overall basis, there will be some

reduction.
The CHAIRMAN. With reduced speeds?
Mr. JEWELL. Yes; of accident frequency.
I think this will reduce the number of fatal accidents.
The CHAIRMAN. What about the number of severe injuries?
Mr. JEWELL. It will probably not increase the number of injuries.
The CHAIRMAN. How about the severity?
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Mr. JEWELL. The severity, I do not know. I have not been able to
figure out whether there will be more severe injuries or less.
My impulse is that they will be less severe.
The CHAIRMAN. SO that the ads on the TV, which say speed kills,

should read speed kills but does not injure.
Mr. JEWELL. Speed does injure, but it is a question of how severe

it will be, and how severe it will be as far as losses.
The CHAIRMAN. Thank you very much.
[ Subsequent to the hearing the following letters were received.]

NATIONAL ASSOCIATION OF INDEPENDENT INSURERS,
Des Plaines, Ill., March 7, 1974.

Hon. THOMAS F. EAGLETON,
Chairman, Committee on the District of Columbia,
U.S. Senate, Washington, D.C.
DEAR SIDNATOR EAGLETON : This letter and attachments supplement our testi-

mony at the hearing on Automobile Insurance Rates and Gasoline Conservation
( S. 2969) held on February 22, 19'74, and we respectfully request that it be in-
cluded in the official record of your hearing.
On Page 90 of the transcript, reference was made to programs which have been

adopted by the leading insurance companies operating in the District of Columbia.
Attached is a brief summary of the programs in effect for each of the ten leading
automobile insurance companies. You will note that each of these companies have
programs which do recognize reduced mileage and participation in carpools.
In the course of the hearing you expressed concern that many people may not

be aware of the opportunities for rate savings for reduced car usage.
Companies have made an effort to inform policyholders of the availability of

lower premiums in a number of different ways. Most companies have issued press
releases calling attention to lower rates for low mileage driving and carpool
arrangements. In addition, companies have notified their agents of lower rates
for low mileage drivers and have included brochures or questionnaires with re-
newal policies or renewal statements. Some companies have notified their policy-
holders by articles in publications going to all policyholders or members.
The NAII has bulletined its member companies urging those who have not al-

ready taken steps to inform their policyholders of reduced rates for lower usage
to do so as promptly as possible.
On Page 108 of the transcript, there was discussion on the cost of automobile

accidents and the effect of inflation on automobile insurance rates. Enclosed is a
copy of the Industry Advisory Committee's report on "Inflation—The Other
Crisis." This report was submitted to the Special NAIC Task Force on the Energy
Crisis and Insurance Related Matters on February 15, 1974. You will recall that
during my testimony there was reference to increases in costs of automobile re-
pairs and medical costs. This report, based on the Bureau of Labor Statistics of
the U.S. Department of Labor, shows that the consumer price index for auto-
mobile repairs and maintenance has increased 11.4% and medical care has in-
creased 8.8% over the last two years.
Mv testimony before your committee set forth a number of reasons why legis-

lation mandating (or authorizing the insurance commissioner to mandate) a re-
duction in automobile insurance rates should not be adopted. Those reasons apply
equally against legislation requiring companies to retroactively refund all profits
above a specified margin or level, as was suggested in the course of the Febru-
ary 22 hearing.
It is one thing for individual companies to voluntarily elect (as many have)

to return part of their profits to their policyholders by way of dividend or other

refund plans; this has long been recognized in our business as an important and

beneficial form of competition. It is quite a different thing to mandate a formula

requiring all companies to refund profits in excess of a specified margin, as sug-

gested by Commissioner Denenberg in his testimony. Such a mandate would vio-

late the most fundamental principles of insurance economics and ratemaking ;

its ultimate effect could be to force many companies to withdraw from the market

or face insolvency.
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In the course of testimony and Q. and A. by the several insurance commissioner
witnesses, the following basic characteristics of the casualty/property insurance
business and the economic principles governing it were enunciated and recognized:
(1) An insurance company is not a public utility (Tr., p. 40, etc.), i.e. no com-

pany enjoys a market monopoly. On the contrary, its business is constantly sub-
ject to the competitive inroads of scores or hundreds of other companies.
(2) Casualty/property insurers are not guaranteed a profit or a fixed return

on capital ( Tr., p. 38-40). Practically speaking, there is no way that a profit or
a fixed return could ever be guaranteed in an industry like ours with hundreds of
competing enterprises. To do so would provide a substantial lack of incentive to
cost reductions.
(3) When a casualty/property insurer suffers an underwriting loss for a given

year, it is not permitted to recoup that loss by retroactively raising rates (Tr.,
p. 38-40).
As you know, unlike most other businesses in our economy, insurers do not

know the actual cost of the product they sell until long after they have sold it.
They must formulate and file with insurance departments today the rates they
will charge tomorrow for policy contracts whose actual ingredient costs (in the
form of claims arising under those contracts) won't be known with finality until
some time after the close of the experience period involved.
In setting their rates, insurers include allowances for estimated future loss

payments, expenses, and a provision for profit. That profit provision, as noted
above, is only a hoped for target and in no way an assured return. Review of the
by-line operating results of various companies will show that in some years they
succeed in achieving a profit (which may be greater or smaller than that aimed
at in their rate filing), and in other years they suffer a loss. Unless its losses
from the bad years are counterbalanced by its profits from the good years, a com-
pany cannot long afford to stay in the market and line in question.
The above facts and considerations should serve to demonstrate the folly

of legislation which would retroactively take away all profits above a specified
margin (whether it be 3% or 5% or any other arbitrary figure) for periods when
the experience cycle proves favorable, and yet leave the companies to absorb the
losses for periods when the experience cycle is unfavorable. A cyclical, risk-
taking business like insurance could not long survive under such an unbalanced
and economically disastrous system. Nor would an inherently unsound concept
such as this be any the less unsound simply because it is instituted on a "tem-
porary" basis.
The compelling forces of competition, coupled with the regulation and close

surveillance by state insurance departments, with the help of the industry's ac-
celerated monitoring system, can be relied upon to assure the insurance buying
public that they will realize any insurance cost reduction that might result from
the energy crisis.
We appreciate very much the opportunity to present our views on behalf of the

American Insurance Association, American Mutual Insurance Alliance and the
National Association of Independent Insurers.

Very truly yours,
R. L. JEWELL, Jr.,

Assistant Vice President.
P.S.—Since we are speaking on behalf of the American Mutual Insurance Al-

liance, they have specifically requested that we furnish you with letters re-
lating to the effect of the energy crisis on one of their member companies which
specializes in the writing of taxicab business. As you know taxicabs are more in
demand since the "energy crisis" and therefore accident rates are at least as
high as previously.

AMALGAMATED CASUALTY INSURANCE CO.,
Washington, D.C., March 1, 1974.

BERT M. THOMPSON, Esquire,
American Mutual Insurance Alliance,
Washington, D.C.
Re Washington, D.C., experience ratings for P.I. and P.D., as regards this Com-

pany which insures taxicabs only.
DEAR MR. THOMPSON : The energy crisis has adversely affected this Company's

costs per taxicab insured in the D.C. area. The reasons are simple and apparent.
Since taxicabs have available by allocation all the gas they can use, they
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are and have been busier than ever. There is a greater demand for their services.
Hence, the taxicab accident rate to date is at least as high as before, if not higher.
Also, taxicabs in the last few months of the emergency have been able to "group
ride" (that is, pick up one passenger, then another further down the road, until
they get a full load) so that, in effect, the cab load of the driver and passengers
at any one accident is higher than before. Our records show that in the last
months the driver-passenger load is a factor of 3 compared to 2.4 before the
energy crisis.
You asked for our average payment figures as regards the costs to pay property

damage claims and personal injury claims from 1963 to date. Inflation costs,
specifically in the D.C. area, to repair vehicles and for medical and hospital ex-
penses are extremely high.
Five years ago the hourly repair charge on automobiles was $4.50-$5.00 and

is now at $11.00 an hour. Five years ago D.C. doctors charged $5.00 a visit and
now charge $15.00 to $25.00. Hospital costs in five years in the D.C. area went
from about $30.00 a day to an average of $85.00 a day, and we extrapolate a con-
tinuing inflationary cost in these areas of about 10% a year.
Property damage costs paid on an average per claim by this Company, either

paid or incurred.

1963  $106. 32 1969 $207.43
1964  112.09 1970  210.90
1965  120. 51 1971  216.04
1966  134.86 1972  222.10
1967  149. 60 1973  236.10
1968  167. 43 1974 to date 251.00

Personal injury costs paid on an average for each personal injury, either paid
or incurred.

1963 $488.25 1969 $850. 20
1964  518. 06 1970  1, 001.80
1965  635. 75 1971  1, 049. 10
1966  622. 88 1972  1, 090. 00
1967  738. 30 1973  1, 150. 00
1968  794. 98 1974 to date 1, 200. 00

What is most important is that our reported taxicab accident rate has not de-
clined and has probably increased the last few months. We can only speak for
our commercial vehicles (taxicabs) and have no records on private passenger
vehicles though, in our crowded metropolitan area, it appears to us that accident
rates still approximate the same as before. Urban areas are a problem unto them-
selves, insurancewise.

Very truly yours,
CHARLES F. HOELZER, President.

The CHAIRMAN. Our next witness is Mr. David E. A. Carson, senior
vice president, the Hartford Insurance Group.
I must note, of all of the companies we invited to testify here today,

you are the only one that agreed to come, and we are all the more
pleased to have you.
I wish we had the others as well, but we are glad you came in any

event.

STATEMENT OF DAVID E. A. CARSON, SENIOR VICE PRESIDENT,
THE HARTFORD INSURANCE GROUP

Mr. CARSON. Thank you, Mr. Chairman.
I have a brief statement which I would like to read, Senator.
My name is David Carson. I am senior vice president of the Hart-

ford Insurance Group.
I am responsible for the property and casualty underwriting and

actuarial operations of the Hartford Insurance Group.
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The Hartford is the ninth largest writer of private passenger auto-
mobile insurance in the District of Columbia. We wrote about 2.8 per-
cent of that market in 1972. We welcome this opportunity to make
some brief comments concerning the effect of the energy crisis on auto-
mobile insurance premiums.
Although we are strongly opposed to legislation mandating a rate

decrease, we are pleased to be afforded this opportunity to express
our views on Senate bill 2969.
We have received a copy of the recent report of the National Asso-

ciation of Insurance Commissioner's Task Force on the Energy Crisis.
This report carefully reflects a number of critical countervailing

factors which should further a general appreciation of the uncertainty
facing all of us on the impact the energy crisis is likely to have on the
cost of auto insurance.

ABSENCE OF HARD DATA

As an actuary and as a senior executive of the Hartford Insurance
Group I cannot overstate our concern about the absence of any really
hard data upon which to base reasonable judgments concerning the
extent of or even the direction of prospective changes in our loss ex-
perience for automobile insurance.

Inflationary trends in areas such as the price of automobiles, repair
costs, and medical and hospital costs are continuing. The Consumer
Price Index through December of 1973 showed automobile repair and
maintenance costs rising 5.4 percent, and medical and hospital costs
rising 4 percent.
Recent action by the Cost of Living Council will permit hospitals to

increase their charges up to 7.5 percent per year.
But directly in point is the fact that average claim costs for auto-

mobile property damage liability insurance costs increased 8.2 percent
in 1973. An 8.9 percent annual rate of inflation measured by the GNP
Price Index was recently reported by the Department of Commerce for
the fourth quarter of 1973, the worst such rate in 23 years, and As-
sistant Secretary Jones predicted that inflation will remain high in
1974.
Our own countrywide experience for the last 3 months—November,

December and January—shows no significant change in the number of
claims reported to us from the same period 1 year ago.
For these 3 months the number of auto liability claims for the Hart-

ford was 3 percent over the previous year. The number of auto
physical damage claims for these 3 months was 12.1 percent higher
than last year.
For the year 1973, the Hartford wrote $126 million in personal auto-

mobile insurance. We incurred an underwriting loss of $21 million.
We have noted that official sources are citing a reduction in high-

way fatalities since lowered highway speed limits went into effect.
But the significance of this reduction, welcome as it is in human terms,
is ever so much less than one might suppose.
Deaths constitute considerably less than 1 percent of the total num-

ber of automobile insurance claims.
The Hartford is faced with the following situation: It is possible,

and I emphasize the word possible, that the gasoline shortage could
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be so pronounced as to outweigh all other adverse factors and produce
lower insurance costs.
At the present time, however, we do not have enough information to

determine just how severe the fuel shortage will be, whether it will
be temporary or permanent, whether its impact will be ;felt uniformly
throughout the Nation or or in varying degrees by State, whether
some States may escape the shortages altogether and, above all, what
the overall dollar and cents impact will be on automobile insurance
losses.
We thus do not feel that we can justify an overall rate level reduc-

tion at this time. If we were to lower rates in anticipation of a reduc-
tion in losses that did not occur, we could find that our rates were se-
riously inadequate.

It is our view that rates should be made in the normal manner, rec-
ognizinig all of the factors that affect pricing—known inflation—
known changes in frequency—and all other relevant factors.

HARTFORD PLAN

The Hartford's very positive response to the dilemma of the un-
known with respect to claims frequencies and loss costs due to the en-
ergy crisis is a premium return plan.
Under this plan if the Hartford during calendar year 1974 real-

izes profits in excess of 5 percent of earned premium in the District
of Columbia on its private passenger automobile business, the portion
of the profit in excess of 5 percent will be returned to its policyholders
in the form of dividends, with the exception of amounts so minimal
that the administrative costs of the distribution would not be justified.
Even if the Hartford's countrywide results for 1974 show a loss, it

is possible that some States will receive the dividend.
For example, in 1973 the Hartford suffered a countrywide statutory

underwriting loss on automobile insurance, but we estimate that in 23
States we made a profit.
The premium return plan we have announced makes it unnecessary

to make a premature guess as to the impact of the fuel shortage, and
at the same time assures our policyholders that the energy crisis will
not result in the Hartford's reaping unanticipated profits.
The Hartford has also adopted changes in its automobile class plan

which gives specific benefis to individuals who use their cars for driv-
ing to work and are part of a carpool arrangement.
We will be participating in the fast track monitoring system which

is to be established as a recommendation of the National Association
of Insurance Commissioners' Task Force on the Energy Crisis.
This system will provide us and other insurers with month to month

data which will enable us quickly to spot reliable trends in automobile
insurance frequency and severity statistics and to respond promptly
with appropriate rate changes.
Whether or not such trends become apparent sufficiently early in

1974 to warrant changes, our policyholders will be assured of a pre-
mium return on their 1974 premiums if we do realize extraordinary
profits on, that year's business.
The CHAIRMAN. The figures in your prepared statement are nation-

wide experience for Hartford?
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Mr. CARSON. That is nationwide experience.
The CHAIRMAN. In your prepared statement you talked about the

Hartford plan
' 
and profits in excess of 5 percent earned premium in

the District of Columbia. Is that the same as the underwriting return?
Mr. CARSON. That is the underwriting return yes, sir.
The CHAIRMAN. The same phraseology?
Mr. CARSON. Yes, sir.
The CHAIRMAN. That does not include profits made on premium

investment?
Mr. CARSON. That is correct.
The CHAIRMAN. The relationship between premiums paid in by

District of Columbia policyholders and damages paid out in claims:
Is that how you compute the percentage?
Mr. CARSON. And our taxes and expenses, but not including Federal

income tax.
The CHAIRMAN. What about including a return on profits made on

the premium investment?
Mr. CARSON. The position on the profit which we allowed under the

dividend program, we spent a lot of time in discussion,.
However, let me give you our rationale for the 5 percent.
The traditional figure in automobile insurance ratemaking country-

wide has been a 5-percent return.
Now, the 5-percent return has been justified in most States of the

country on the basis of that return plus the return on investment in-
come we normally anticipate. So the reason for the 5-percent return
in ratemaking prospectively has been a consideration of total income.
On this plan, we are not making rates, and as Commissioner Denen-

berg pointed out this morning, we are not guaranteed a profit.
This is not a cost-plus plan. Unfortunately, the commissioner from

New Jersey talked about cost-plus. This is not cost-plus because the
insurance companies do not receive a guarantee of additional money
should they lose money.
If you take out all of the States, and the reason why I cite the fact

we lose money countrywide, yet in 23 States we made money.
Obviously if we were to return all of the profit in those States we

would have had a tremendous loss.
We would have broken even in those States. It seems to us equity

requires, because of the wide variances from State to State, that the
allowance we are making is reasonable in the light of what it is.
We are prepared, and we do file rates in each of the States according

to the profit allowances they make for prospective ratemaking. But I
think there is a substantial difference between talking about an average
profit for future ratemaking versus an analysis, not of your total book
of business, but on piece-by-piece of your business, as to whether or not
each individual piece makes a profit. On that basis we feel that the
advantages of doing this on a State-by-State basis are to reflect the
State differences, but the disadvantages which have led some com-
panies to talk about countrywide experience, and that is the great
problem, that we can lose money and still return money and lose more
money.
We feel justified that this approach is not identical to the rate-

making approach. The ratemaking approach on a fair and reasonable
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basis and on a State-by-State basis assumes if the rates are correct in
every State, we will make some profit.
On a prospective return, knowing that we perhaps have not made

money in every State, then we should use a different formula approach,
and we think this is fair and equitable.
The CHAIRMAN. Did you make a profit in the District of Columbia

last year?
Mr. CARSON. Yes we did.
The CHAIRMAN. Was it more than the 5 percent?
Mr. CARSON. Yes • it was.
The CHAIRMAN. You would prefer not to tell us what it was?
Mr. CARSON. I can tell you in round figures, but right now we have

in preparation our annual statements, which are due in the District
offices approximately March 1, and the figure is approximately 9 per-
cent on underwriting basis.
I would like to point out that we face another one of the hazards in

this problem, and that is that in a jurisdiction like the District, where
we write just less than $1 million of premium, the presence or absence
of one major loss, for example, a $200,000 debt case, and I think there
were seven debts in January in the District, has a very volatile effect
on one company's experience.
Now, we might go 4 or 5 years in a district, or an area like Wash-

ington, without having one. The ratemaking basis eliminates large
losses from the ratemaking base. So the rates are not unduly affected
by the presence or absence of large losses. But here again we are pre-
pared, in our dividend program, to allow those fluctuations to flow
in. We think the greater good is served by recognizing the overall im-
pact that the energy crisis could have, and our desire to show our
consumers the Hartford has no intention of unduly benefiting from
any change in loss experience due to the energy crisis.
The CHAIRMAN. If we had the energy crisis a year ago and your

plan had been in effect, then you would be rebating the difference
between 9 percent and 5 percent—that is 4 percent?
Mr. CARSON. That is correct.
The CHAIRMAN. Under your plan?
Mr. CARSON. That is correct.
The CHAIRMAN. How does Commissioner Denenberg's approach

strike you?
Mr. CARSON. We have our approach. We are old friends, having

appeared at hearings together a number of times, I must say I found
myself more in agreement with Professor Denenberg today than I
have on most of those other occasions.
We did file with Commissioner Denenberg the Hartford's plan. We

are in discussion on the profit formula.
I think the arguments I gave you are the same arguments that we

would like to work out with the Pennsylvania insurance department.
The CHAIRMAN. So the general approach is satisfactory to you.

You are in disagreement as to the measure of profit?
Mr. CARSON. That is correct, and on the basis of whether or not it

should be considered under normal ratemaking. I point out my reasons
why I do not think it is normal ratemaking. I think those are the
things that should be considered.
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The CHAIRMAN. Would you fault the New Jersey commissioner's
approach because you consider it to be premature ?
Mr. CARSON. I am a little disturbed, Senator, at the problem we

face. I was not sure if I understood the New Jersey commissioner
correctly. He was talking about getting a whole. new set of statistics,
other than the NAIC statistics.
The CHAIRMAN. He is going to use both. He is going to use the

NAIC for whatever merit it has, plus gather his own on his experience.
in New Jersey.
Mr. CARSON. Rather than have us put them all together, he wanted

us to do it separately for New Jersey. If every State did that, it
would take us even longer to process all of the statistics and get them
to each State, and in a means in which we can all readily understand
them. I think the NAIC took a tremendous step forward when most
of the commissioners seemed to agree with each other that they should
ask for a set of statistics on a uniform basis from all companies. That
is the easiest way to get statistics because we can do it and process them
on a normal basis. I think if we are allowed in each jurisdiction to use
the NAIC format we will get the statistics faster, and they will be
better. They can be processed with greater speed by every State in the
country, and by every regulatory jurisdiction.

DIITERENCE IN RATES

The CHAIRMAN. Your rates competitively in the District of Colum-
bia vary from those of GEICO, which seems basically the cheapest
rates.
I know you are not huge in this area, as you said, 2 percent or so of

the market, but on a bodily injury coverage of 8300,000: GEICO, $87;
Hartford, $113.
How does your agent sell a prospective client with that disparity in

rates ?
I might say others are even greater, but I have got you here, and I

have not got the others.
Mr. CARSON. This is something not only of interest to you, but others.
We use substantially two different marketing methods. I cannot

speak for GEICO, but it is my understanding that most of their
solicitation is done from mailing lists which are prepared by the
company, and their approach has been, I understand, a selective
approach.
Our agents do business using not only the Hartford, but the other

companies' cutomers. Their manner of getting customers is as differ-
ent as each of their operations. •
They are independent, they are not employees, and they develop

their customers from I assume different sources.
Many times their customers feel that their independence as an

agent, their personal contact as opposed to the mail gives them greater
assurance of their proper coverage. That they bought the right limits,
that they are fully covered, that they are going on a long trip, to
Canada and so forth, a variety of reasons, people feel that they get
better service from an independent insurance agent, and they are gen-
erally willing to pay more for that type of service.
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The CHAIRMAN. Mr. Carson, you are in charge of the actuarial
operations?
Mr. CARSON. That is correct. I am an actuary.
The CHAIRMAN. And you specialize in property and casualty

underwriting.
It is an obvious fact that there are many imponderables in this

energy crisis. As Commissioner Denenberg pointed out no one can
predict what King Faisal is going to do, or how successful Dr. Kissin-
ger will be on the Syrian front. There are many things that can hap-
pen that are not capable of precise prediction. But if, in this area of
the country—the District of Columbia and the greater metropolitan
area—for a considerable period of time we remain short of fuel,
with the obvious result that there will be reduced driving, on a
commonsense predictable basis would it not be fair to say that
there will be a reduction in fatalities, reduced injuries, and reduced
accidents?
Mr. CARSON. Yes, sir.
The CHAIRMAN. Anyone of those categories, of course, is sub-

ject to all of the imponderables—many of which I did not recite.
Now, I know companies prefer not to be regulated at all. My

personal preference, as an individual, I would prefer to be as un-
regulated as possible, but we live in a nation of laws.

MANDATED REDUCTION

As a matter of policy for the District of Columbia area: Do you
think we should just leave it up to the good motives, whether it be
the Hartford Co. or Company X to decide to have some kind of
reduction plan, rebate plan, or dividend plan? Should not there
be some standardization so that it is across the board available to
any and all insured motorists in this area, rather than just available
to some, at the discretion of the individual company?
Mr. CARSON. Our preference, Senator, is for diversity of approach

on the basis that if diversity of approach is allowed, and there is
some freedom to act, that better solutions are found.
As I am not satisfied that the marketplace in the long run might

find the Hartford solution to be the best one.
A company that operated freely might decide next week a 15-

percent reduction was warranted. It might have a much better
answer, and if that anwers finds reaction in the marketplace, the
way the competitive system works is that it naturally results in
market reaction, and certainly no major market leader company could
make a significant change without causing serious consideration by
other companies as to the approach they would take.
The problem with legislative restrictions and mandated action is

that it imposes one idea that may in the long run prove not to be the
best one, and may result in serious dislocation.
For example, the problem of the mandated reduction by the Con-

gress of the United States, if this were taken as a lead by States in
which there has not been similar reduction in gasoline availability,
and earlier indications of some reduction in driving, could result in
serious financial problems for insurers that depend on that one State
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for their operation. The genesis of the insurance regulation in this
country was not the problem of rates, as it was the problem of solvency
of companies. This is still one of the foundations upon which good
regulation of the insurance industry in this country has had. The lead
by the Congress of the United States in taking this kind of action
would have very serious effect in States where currently rates are se-
riously inadequate, where despite the energy crisis companies are
losing money. Markets could be restricted. That kind of dislocation
caused by this action would be extremely unfortunate, would take a
long time to undo, and would cause serious problems, not just for
the insurance companies, but for the insurers.
The CHAIRMAN. That is if we were to mandate nationwide, those

observations would come into play.
Mr. CARSON. I think your visibility is such if you were to do it for

the District, it would make it extremely difficult for us and for the in-
surante business to explain our position on a State-by-State basis.
The CIIAIRMAN. All right. Suppose we did not do that. Suppose

we just mandated, let us say we mandated the Hartford formula
for the District of Columbia.
Mr. CARSON. I am happy with the Hartford formula. As I say,

my own reaction now on mandated programs of any sort, is in not
knowing what is going to happen in the next 6 months. They could
serve as impediments to more action and freer action of the other
companies.
The CHAIRMAN. You would not like it if we mandated the New

Jersey formula or the Denenberg formula?
Mr. CARSON. The Denenberg request to companies is very similar

to our program. We are arguing about 4-5 percent.
The CHAIRMAN. Very good. Thank you, Mr. Carson.
Mr. CARSON. Thank you, Senator.
The CHAIRMAN. Our next witness is Mr. Maximilian Wallach,

Superintendent of Insurance for the District of Columbia, and he is
accompanied by Mr. James R. Montgomery.
Mr. Wallach and Mr. Montgomery, we are pleased to have you here,

and we thank you for your patience.
I know you have been here all day, and I am grateful that you

stayed with us this long.

STATEMENT OF MAXIMILIAN WALLACH, SUPERINTENDENT OF

INSURANCE FOR THE DISTRICT OF COLUMBIA, ACCOMPANIED

BY JAMES R. MONTGOMERY, DEPUTY SUPERINTENDENT AND
ACTUARY

Mr. WALLACH. Mr. Chairman, I am very gratified to be here.
I have not prepared a statement as such, but I have furnished you

during the week a statement, and I have prepared a memorandum for
the files which I present as the statement for the day.
It is somewhat repetitious, maybe, in view of what has been said,

which is an indication that other people have given thoughts to it,
and maybe nobody as yet has found the proper solution.
Before I read from the statement, I wish to assure you that I have

a triple concern. (1) How to translate the energy crisis into reduction
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of rates. (2) How to find the proper means, one or more means whichalso has a dual purpose to reduction, if you will, because that has animpact on society, aside from reduction of premiums and auto insurers.(3) This concern has grown while I was sitting here, because I amworried to some extent as to whether the energy crisis impact will beoverlapping or fall between two chairs, so I would like to take areal good hard look when the 1973 figures come in, which will be avail-
able at the end of next week, for some companies a little later due tothe mailing.
For 1973, I understand there are different experiences in the' first 9

months than the last 3 months. I do not know how much it will
show up.
The CHAIRMAN. You will have figures available next week from

some of the companies?
Mr. WALLACH. For the companies as a whole, and experience for

the District.
The CHAIRMAN. And will it be the big companies? Will you have

GEICO, Allstate, State Farm, Travelers, Aetna, and so forth, by the
end of next week?
Mr. WALLACH. They are due the 28th of February. They can come in

anytime depending where they are mailed from, but usually the local
companies bring them in.
The CHAIRMAN. Will those be monthly figures?
Mr. WALLACH. No_, these are figures for the entire year.
The CHAIRMAN. The entire year?
Mr. WALLACH. Right.
The CHAIRMAN. It does not help us as if they were monthly.
Mr. WALLACH. That is correct however, I have some monthly fig-

ures from State Farm given to me over the telephone and somehow
they do not jive, because they show only decreases in November, and
increases otherwise, which is rather puzzling, and with similar experi-
ence they got from GEICO, which does not have January.
State Farm has January.
The CHAIRMAN. What do they have for January?
Mr. WALLACH. State Farm in January showed incurred frequency

per thousand cars insured, compared to 1973, moved from 28.06 to
A 29.78.

The CHAIRMAN. So State Farm showed an increase in both Decem-
ber and January. Are these accident rates?
Mr. WALLACH. For December 1972 and December 1973, it is 21.79

and 24.21.
November is the only month where there was a decrease, and some

people claim that November 1972 was the unusual thing rather than
November of this year.
I don't know. These are studies I have seen, and I have no way of

checking these studies.
However, we should also consider in this connection that State Farm

has approximately 12,000 cars insured in the District. The fluctuations
could happen.
The CHAIRMAN. How many total insured cars are in the District,

roughly?
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Mr. WALLACH. I don't know the total number, but I understand
that 30 percent are uninsured. I do not know what the other 70 per-
cent amounts to roughly.
The CHAIRMAN. GEICO is by far the biggest carrier?
Mr. WALLACH. Yes. GEICO is one of the 10 companies which are

listed here in order. This is the order of the size. These are individual
companies, not groupings. GEICO's share of the total business in the
District on private passenger, bodily injury, and property damage
was 25 percent in 1972.
Now, as far as the statement itself is concerned if you want me to

read it, I will be glad to, or summarize it to save you time.
As a background, I stated what the National Association of Insur-

ance Commissioners has done and how it started.
Speed limits have remained unchanged in the District; however,

that does not mean the District resident is not subject to the new speed
limits when he travels outside the District, and many do.
The CHAIRMAN. As we brought that out earlier, if somebody is a

resident in the District, covered by GEICO, he is supposed to drive
55 miles per hour when he is driving in Maryland as many do.
Mr. WALLACH. Yes. The gasoline shortage is felt, no doubt about

it, and Mayor Washington has instigated the voluntary gas rationing
system.
I have tried to find out what the carriers proposed to do. I pointed

out at that time, and that morning, I only noticed that two companies
were doing something, and during the day it was four, before the let-
ter went out, and these companies have responded.
Some have a refund for carpooling, some in other ways, such as in-

crease of dividends, and one company has in addition to increase of the
dividends, since 1971, up and down, and now there are some with lower
reduced rates.
The CHAIRMAN. One company reduced the rates?
Mr. WALLACH. Yes; by 13.9 percent.
The CHAIRMAN. We ought to give them some publicity.
Which company is that?
Mr. WALLACH. State Farm. That is the puzzling thing.
The CHAIRMAN. I guess I understand State Farm had the highest

premiums going in, hence the great—,—
Mr. WALLACH. State Farm also since 1971 declared a dividend, and

for 1971 the dividend amount was about five times as much in the Dis-
trict as in Pennsylvania. So, they do go State by State.

REFUNDS OR DIVIDENDS

The CHAIRMAN. Of the 10 on the list—do you have the information
with you?
We go down the 10, tell me which ones have announced or filed with

you a refund or dividend plan, and I assume the plans vary one to the
other?
Mr. WALLACH. They do vary.
The CHAIRMAN. I will not get all of the details of the various plans,

I understand that.
Mr. WALLACH. The Hartford and State Farm have filed refunds.
I think that is all of the refunds which were filed.
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State Farm has a refund as well as a dividend—so it is a combina-tion.
United Services has not filed a refund, but they have the flexibility,due to the fact they are reciprocal and not a mutual, to this type ofrefund so it is more in the way of dividend.
Those who declare dividends can absorb it without declaring any

special type of fund.
We have United Services, Hartford, State Farm, and I think that

is it.
The CHAIRMAN. In addition, State Farm has filed a rate reduction?
Mr. WALLACH. Yes.

CARPOOLS

Now, the most immediate response, and the one which I think may
have the biggest impact in the District is due to carpool rate discount.
Now, again, similar to the measuring of the impact of the energy

crisis, I have no data to base my statement as to carpooling is con-
cerned, but I assume that this town lends itself to carpooling, because
of Government working at certain schedules.
Now, if you have more staggered hours, it still might work with

those offices where there are enough people who live in the same neigh-
borhood and can carpool.
I do not know as to what extent there are more people now using

the Metro system". It is a fluctuating thing, I understand.
I have not looked into that. In the reducing of mileage as far as the

carpool, there is also an automatic reduction. If people would go to
the bus depot and take the bus, they might get quite a bit of reduction,
depending how much they drove before.
Everything is relative. There was quite a bit of carpooling in some

connection with rate reduction. One taxicab company pointed out to
me that their situation may be different. It could very well be, since
they do get gasoline, that more people will take a taxi, so their acci-
dent rate, in rough trend over the 4 years, measured from September 1
through February 10 of the following year for each of the years showed
a reduction in 1971, showed the lowest one in 1971-72, and a slight
reduction for 1973-74, compared to 1971-72 to 1972-73, but they
only measured between 3,500 and 3,700 insured taxicabs in which all
accidents occurred. So it is just a total trend of numbers which may
not have much meaning.
We have not rejected anything which looks like or is a reduction.

. We have the file-in-use law. We do not have the Pennsylvania or the
New Jersey law. Of course, we can make adjustments, but the adjust-
ment cannot be retroactive.

RATES

The CHAIRMAN. When the company files their rates: Do they auto-
matically go into effect?
Mr. WALLACH. They go automatically in effect unless we can show

it is not equitable, and have a hearing, and have an adjustment.
The rates have remained fairly stable in the District. There were

not many filings. There were some increases, nevertheless, and some
decreases.
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Interestingly enough, one company in 1970 asked for a decrease, in
1971 for an increase, in 1972 for a decrease, and on the bodily injury
line for 1972 they had a loss instead of a gain in underwriting.

It is one company in which the rate is somewhat higher than the
other companies, so consequently there are two ways to approach this
problem.
That is to look into the energy crisis as such, and what we heard

would indicate that accurate statistics will be either not soon available,
or may not be usable for ratemaking, and that we should look at the
experience in 1973. We have 195 companies writing private passenger
automobile insurance, and the premium for 1972 was $24 million bod-
ily injury and $18 million physical damage.
Ten of the biggest companies listed 72 percent of the business.
The CHAIRMAN. The 10 did what?
Mr. WALLACH. They wrote 72 percent of the business, and 52 percent

for physical damages.
The first figure was for bodily injury, so to review 195 companies

might be difficult, but I do not know as yet what approach we will take,
but I want to study the 1973 figures.
Now, the NAIC, which was discussed sufficiently, I do not have to

repeat it, even though it is in my memorandum.
In addition another Federal Government agency—the Cost of Liv-

ing Council—decreed a freeze in January 1970, a moratorium on auto-
mobile insurance rate increases and also requiring that, after March
17, 1974, rate increases are to consider the net effect on frequency and
severity of claims attributable to the energy crisis, including reduced
speed limits and shortages of fuel, on automobile insurance experience.
I might add that the authority will expire on April 30, unless it is

extended by an act of Congress.
In concluding, I would say that it is estimated that the reduction

for carpooling could produce an 8 percent to 20 percent reduction for
those insured drivers who now use the car for driving to and from
work, providing they either restrict such use to a great extent, such as
30 miles a week or less, or participating carpools, whereby an addi-
tional 2 other drivers share on 'a rotating basis.
Other companies have used miles instead of carpooling, which may

or may not come out the same in individual cases, but the aggregate
may be comparable.
Similar results could be achieved by lower yearly miles and lower

use of the car.
The reductions vary from company to company by classification

plan.
That is not my opinion. I do not know which one is right, and I do

not know which one is not.
Claims are made that switching to smaller cars and carpools may in-

crease accident costs.

INCENTIVES TO REDUCE FUEL CONSUMPTION

Reduction of insurance premiums should result from the impact of
the energy crisis—provided that a fair measurement could be found.
At the same time, preference should be given to the approach which
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might be most productive in bringing about incentives to reduce fuel
consumption.
In other words, a premium reduction due to less driving would ac-

complish this. A refund type approach of general applicability may
have less impact. Immediate reduction of premiums may be used by
insurers to acquire more business on a competitive basis, but it may
not provide sufficient incentives for reducing usage of the car and
thereby contribute less to energy savings and eventually lessen the po-
tential reduction of insurance costs and premiums in general.

Collection of data for a quick measuring o,f the energy impact would
provide the necessary prerequisite for a reduction of premiums on a
nondiscriminatory and fair basis.

GASOLINE RATIONING

A mandatory gasoline rationing system would have a greater and
a more general impact on mileage traveled and resulting accidents.
Assumptions to predict the impact should be made shortly after

the announcement of such system, if one is to be put in force, and
should become a special factor in the reduction of rates for the dura-
tion o,f such a system.
I am talking of mandatory rationing which is coupons, because

today some get gas, some get some at a given time, or have the wives,
on odd and even days, line up for an hour while they work and take
the other car. It is something which is hard to get a handle on.
The CHAIRMAN. I think it was stated earlier by one of the previous

witnesses that the insurance premium reductions in World War II at
the time we had coupon rationing was 40 to 50 percent?
Mr. WALLACH. Yes; the speed limit then was 35 miles.
There was one-quarter of the number of cars on the road, and the

able-bodied men were not here. It was a patriotic thing not to drive.
So there was actual rationing of gasoline, also.
I think the suburban development was different, too.
Now, as far as accidents in the District itself are concerned, there is

• a problem, because it would not distinguish between the drivers, the
way the statistics are compiled; it could be a Maryland, Virginia, or
District driver having the accident in the District.
The District is quite different from New Jersey and Pennsylvania,

as far as size and volume and so on are concerned, and it is an urban
area.
It is congested traffic, it is city driving, and there are no farmers, and

so forth. There are no open spaces in the District. These factors can go
either way.
The CHAIRMAN. What observation would you care to make on the

statistics given by the Metropolitan Police Department showing a 49-
percent reduction in injuries in the District of Columbia during the
period of December—January 1973-74, viz-a-viz the preceding compa-
rable period?
Mr. WALLACH. I do not really know, because GEICO and State

Farm show indications of going in the other direction in frequency.
It depends how much of this was Maryland and Virginia cars.

29-982 0 - 74 - 11
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The CHAIRMAN. GEICO did not have the January figures in, as I
recall.
Mr. WALLACH. No; GEICO did not have January figures.
Now, the January figures are creating a problem because the injury

is listed, but property damage is not. Those are accidents which, by
the way, will create problems for adjustment of claims and add to
administrative costs in the absence of police.

DECLINING TRAFFIC

The CHAIRMAN. From the District of Columbia Highway Depart-
ment, we have this statistic that in January 1974, traffic dropped 7
percent.
Mr. WALLACH. I saw that in the papers.
The CHAIRMAN. Commuter traffic over the 14th Street Bridge

dropped 2 percent. However, traffic on Michigan Avenue and 14th
Street dropped 18 percent.
The East Capitol Street Bridge dropped 14 percent.
Mr. WALLACH. I think a good part of this is due to carpooling, and

availability of gas.
In the Virginia suburbs, gas was more available than it is now. It

may have something to do with it. It may be coincidental, but I have a
strong feeling it is guesswork.
Nobody can analyze the data 4s yet—that the carpooling will make

the bigger impact, lesser cars on the street, lesser driving.
The CHAIRMAN. What authority under law do you have at the pres-

ent time to order rate reduction if you desire ?
Mr. WALLACH. I have to offer each individual company a hearing. I

have to support the case. I am allowed to ask for any information
needed.
The company may waive the hearing and subject itself to an adjust-

ment.
The CHAIRMAN. You say there are more than 100 companies doing

business in the District ?
Mr. WALLACH. There are 195, and the Department is very small

staffwise.
The CHAIRMAN. What do you think about the formula approach as

suggested by Commissioner Denenberg and the commissioner from
New Jersey ?
Mr. 'WALLACH. As I said in the beginning, as of this time I will take

everything I can get, as long as it is beneficial to the consumer.
I will have a look later and see. I am not happy that the measure-

ment will be the profit countrywide, but on the other hand, it will not
do any good to drive a company into insolvency as long as they make
a refund to the District consumer.
I am exaggerating the case to make the point, because the 10 largest

companies, as you see, except one, which writes lower class risk, are no
fly-by-night.
They have been here for years and will not fold up, but in the case

of State Farm, the dividend is 5 times as much here as in Pennsylvania.
I would like to see a formula in which companies will—they will ob-

ject to that, and I understand why, from where I am sitting in the

4
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interest of the consumer. I would like to see the equity when the equity
rises.
Those who contribute to lower frequency should reap the benefits,

and if there is an overall reduction, it ought to go as long as we have
ratemaking State by State to the residents of the District if there is
such an event in the District, but by the same token, if the company
has an underwriting loss in the District and gain somewhere else, they
will not pay in the District anyway.
Now, what will create problems for a given company, I can go over

it again, but it would just repeat what Mr. Carson said, as happened
in the case of Hartford, but if the ratemaking is in such a way in one
State where a company has a chance of getting increases, and not
getting increases somewhere else, then I think that the District resi-
dent should not be penalized for the fact that the company did not get
an increase in another State as far as refunds are concerned or rates
for that matter.
The CHAIRMAN. With your legal authority now, could you devise

and impose mandated formula at the present time under present law?
Mr. WALLACH. I would like to see first the 1973 figures, and then

I would like to give some thought, and I wish I could be smart enough
to develop a good formula.
I do not think anybody has a good formula, it is just guesses, and

that bothers me, because with the way the District is constituted, in
other words, the size of income, the premium income from the Dis-
trict, the company needs certain incentives to stay.
Now, I do not believe that a company will pull up and go.
This I do not believe at all, but there are other means and ways

to restrict business, and that I do not want to see.
For instance, my understanding of things is that maybe some people

are not interested in equity between drivers, and it is true that the
better driver does pay for the poorer driver.
The only question is where is the dividing line. The number will be

absolute equity. The question is to design a system where there is as
much equity as possible. We do not have rate changes from month to
month. Even computers could not catch up with it.
The CHAIRMAN. What would be your preference: Should each com-

pany devise what they think is a fair formula—even though one can-
not devise the perfect formula and we are not achieving utopia—or
should we devise a formula across the board?

USE OF FORMULA

Mr. WALLACH. I would say that if there is anything to competition
for the companies, assuming that I have the authority, I may have
missed.
In other words, I want to give the opportunity to competition for a

limited period of time.
I will not be patient forever, but for a limited period of time, I

would like to see competition, and see which ones can reduce most, and
see how it can be applied.
I do not want to be blind when I can say to some companies they

have to do it when they cannot, because all I will do is chase them out.
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When we get to the 10 biggest companies, we talk of 5 percent and
down to 3 percent, and, by the way, United Services, of course, has
restricted underwriting because they only cater to the military per-
sonnel.
They do not take everybody, so there are differences in the makeup,

differences in the risk, differences in the approach to marketing, and
all of these are to be considered.
If a formula can be devised, I am sure that if I can devise it, I would

like to do so.
The CHAIRMAN. What would be your preference, to let the Congress

devise you one, and save you the burden of devising one for yourself,
or would you prefer to have the delegated authority to devise one for
yourself?
You do not have the authority now.
Mr. WALLACH. I do not have the authority now, but I think it can

be picked up in the adjustment of rates as such.
That would be retrospective. I am not sure that the companies who

have reductions for carpooling—some may have gone overboard for
other reasons for the energy crisis.
I do not know. That will have a bearing too. I think it is very diffi-

cult to separate the energy crisis from ratemaking, or from rates
themselves.
The CHAIRMAN. It is part of the picture to be sure.
Mr. WALLACH. As Mr. Carson pointed out.
The CHAIRMAN. What would be your preference, would you prefer

the Congress write the formula for you, or would you prefer to write
one on your own?
Mr. WALLACH. I would prefer to write on my own if I can carry out

the task depending on staff availability in the Department, because it
is a question of looking over 195 companies and giving sufficient treat-
ment, be aware of their needs, and be fair with them.
In other words, if I have that authority, I also have the responsibil-

ity to be fair to industry and the public. This means a lot of delibera-
tions, and there is not too much time. Therefore, I would say that such
delegated authority would be good maybe on a standby basis to give
the companies so many days to come forward, and then if they do not,
we will look at this point.
The CHAIRMAN. How about this, we could devise a formula for you

for current application, and then delegate authority to you to change
that formula in 1975?
Mr. WALLACH. Then they would have the burden to make the case,

rather than me having the burden to make the case against them.
The CHAIRMAN. We would save you a great deal of headaches if we

devised it for you. It becomes operable, it goes into effect, and it is your
job to enforce it. We might delegate future authority to amend it a
year from now if conditions warrant.
Mr. WALLACH. That is a possibility.
The CHAIRMAN. Thank you very much, sir.
Mr. WALLACH. Thank you.
The CHAIRMAN. I will place the documents you have submitted in

the record.
Mr. WALLACH. Thank you.
[The documents follow:]
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Memorandum o •Government of the District of Columbia

TO: The File

Department, Insurance
Agency, Office:

FROM: Maximilian Wallach Date: February 21, 1974

Superintendent '''10i1/4%03 ̀

SUBJECT, Energy Crisis - Impact on Automobile Insurance Ra
tes

in the District of Columbia.

Background 

Mandatory speed reduction and gasoline shortages of differ
ent

degrees in the several states and the District led the Nat
ional Association

of Insurance Commissioners at the December 1973 (Las Vegas
) meeting to establish

the "NAIC Task Force on the Energy Crisis and Insurance Re
lated Matters". An

Industry Advisory Committee was appointed by the Chairman 
of the NAIC. This

committee consults with and provides information to the NA
IC Task Force.

In the District of Columbia speed limits have remained 
unchanged,

however, the District resident, who drives outside the cit
y limit, is subject

to the lower speed limits (55 miles maximum).

The shortage of gasoline is felt in the District of Col
umbia as

evidenced by the long lines at the gas stations, their sho
rter hours and the

voluntary rationing system put in force by the Mayor.

Action Taken - District of Columbia

On January 2, 1974, the Superintendent questioned the 13 largest

insurers as to the action they propose to take in regar
ds to lowering auto-

mobile insurance rates for residents of the District.

Prior to January 2, 1974, a few companies had already 
proposed

some changes.

The answers to the January 2, 1974 inquiry, the fili
ng from the

Insurance Service office and other insurance compani
es, contained proposals,

as well as formal filings, which were found to be 
acceptable, namely automatic

reduction through reclassification when the insured 
drives less than a certain

mileage as filed by the respective insurer, and/or a 
step down in classification

for car pool driving. In both cases the premiums will be lower. The third

category dealt with a refund of premiums or the p
ayment of dividends to policy-

holders, if the energy conservation leads to unde
rwriting profits in excess of
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five per cent. Some companies have combined the above approaches. Some
companies indicated that the matter is being studied or that rates should
be subjected to the normal rating process. It was also pointed out that
increasing repair costs may offset at least part of any "windfall profits"
resulting from the energy crisis.

Studies by the Highway Safety Research Institute of the University
of Michigan, the New York Department of Motor Vehicles, and the Insurance
Institute for Highway Safety concerning small car hazards, point to greater
number of accidents and injuries.

Taxicab accident data furnished the Insurance Department by one
company for four years, covering the period of September 1 - February 10
of the following year, shows fluctuatioo . from year to year with 71/72 pro-
ducing the lowest number of accidents igbars. (The data pertains to
3,500-3,700 insured taxicabs for each year). The ten largest automobile
insurers were asked on February 14, 1974, to furnish certain statistics for
the last quarter of 1973.

Action Taken - NAIC 

The NAIC has reported that similar responses are being received
throughout the country. The NAIC has requested the industry to develop a
statistical monitoring mechanism to measure the impact of the current
energy crisis and of the possible continued energy conservation efforts,
which may be with us for a prolonged period of time. The format for the
data to be collected was designed by the NAIC Task Force. Data will be
first available on April 15, 1974. This accelerated monitoring system is
intended to provide information on trends regarding four major coverages
(Bodily Injury, Property Damage, Collision and Other than Collision). The
data will be collected on a state by state basis for each calendar month
of 1974 and the respective month of 1973 to afford a monthly comparison.

- Action Taken - COLC 

The Cost of Living Council on January 17, 1974, issued a rule
declaring a "Moratorium on Automobile Insurance Rate Increases" and also
requiring that, after March 17, 1974, rate increases are to consider "the
net effect on frequency and severity of claims attributable to the energy
crisis, including reduced speed limits and shortages of fuel, on automobile
insurance experience".

Concluding Considerations 

It is estimated that the reduction for car pooling could produce
a 8 per cent - 20 per cent reduction of premiums for those insured drivers
who now use the car for driving to and from work, provided that they either
restrict such use to a great extent (such as 30 miles a week or less) or
participate in car pools, whereby an additional two other drivers share on
a rotating basis. Similar results could be achieved by lower yearly mileage
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use of the car in those cases where mileage is a basis for classifiction

for rates. The reductions vary from company to company by classification

plan.

Claims are made that switching to smaller cars and car pools

may increase accident costs (damage to car and/or medical payments in

case of accidents).

While reduction of insurance premiums should result from the

impact of the energy crisis, provided that a fair measurement could be

found,at the same time preference should be given to the approach which

might be most productive in bringing about incentives to reduce fuel con-

sumption. In other words, a premium reduction due to less driving (lower

niileage or car pools) would accomplish this. A refund type approach of

general applicability may have less impact. Immediate reduction of pre-

miums may be used by insurers to acquire more business on a competitive

basis, but it may not provide sufficient incentives for reducing usage

of the car and thereby contribute less to energy savings and eventually

lessen the potential reduction of insurance costs and premiums in general.

Collection of data for a quick measuring of the energy impact

would provide the necessary prerequisite for a reduction of premiums on

a nondiscriminatory and fair basis.

A mandatory gasoline rationing system would have a greater and

a more general impact on mileage traveled and resulting accidents.

Assumptions to predict the impact should be made shortly after the announce-

ment of such system, if one is to be put in force, and should become a

special factor in the reduction of rates for the "duration" of such a

system.
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January 2, 1974

Dear

The National Association of Insurance Commissioners es-
t-iblished a Special Task Force on the Energy Crisis and Insurance
Related Matters.

On December 19 the Task Force received two reports from
the Industry Advisory Committee. One dealt with automobile insur-
ance and the other with other property and liability lines.

Two stock insurance companies have informed this Depart-
ment of a voluntary program whereby a portion of the automobile
insurance premium may be returned if experience so warrants in
connection with possible loss improvements due to reduction of
speed limits and/or reduced exposure due to gasoline restrictions.
Companies are also considering or have already instituted a lib-
eralization of rules in co:mection wi'ch car pools.

In light of the above, you are requested to inform this
Department whether or not you contemplate any action of this or
similar type.

1w

Very truly yours,

Maximilian Wallach
Superintendent of Insurance
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GOVErNMENT 07 THE DISTPICT Or- COLUMBIA
DEPARTMENT OF INSURANCE

WASHINGTON, D. C. 20001

•A

February 14, 1974

Dear

As one of the ten largest automobile insurance writers in the
DiTtrict of Columbia your experience as to the impact of the energy
crisis on loss frequencies and severity of losses would be of value to
this department.

Please furnish such data on a monthly basis for the period
September 1973 to December 1973 with compafable data for the same month
of the prior year.

If the above data are not as yet available, any data reflecting
an approximation of trends will be helpful for time being.

We do not intend to duplicate the efforts of the NAIC or the
Industry Advisory Committee and will use their data for 1974 when they
become available.

Your cooperation is appreciated.

Very truly yours,

Maximilian Wallach
Superintendent of Insurance

mgw
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The CHAIRMAN. Our next witness is Mr. Dutch Vandervort, Gov-
ernment Affairs Consultant, Car and Truck Renting and Leasing As-
sociation, and he is accompanied by Mr. Samuel Morgan, Jet Rent-A-
Car.
You may proceed, Mr. Vandervort.

STATEMENT OF DUTCH VANDERVORT, GOVERNMENT AFFAIRS

CONSULTANT, CAR AND TRUCK RENTING AND LEASING ASSOCIA-

TION; ACCOMPANIED BY SAMUEL MORGAN, aET RENT-A-CAR ;

AND KENNETH ELDER, THRIFTY RENT-A-CAR

Mr. VANDERVORT. I have a written statement, which I will abstract
in conversation.
We do appreciate the opportunity to extend our views to the com-

mittee. We believe that the premise of your bill is a proper one, that
insurance rates should be reduced to reflect reductions in. losses to the
companies.
Insurance is a very large expense for our industry. Many of our

members spend as much as 10 percent of their gross receipts on in-
surance, and so this becomes a very important thing to us.
On the other hand, we appear today as sort of a disinterested party,

because our own insurance rates are set by periodic negotiation with
the companies that write the insurance. The rates are set on the basis
of our recent experience over a periodic basis-6 months, or a year,
depending on the individual arrangement—and so it is likely that any
legislation that comes from the Senate will affect our companies
directly.
We insure ourselves generally against only liability and property

damage, and we cover our own losses in terms of collision or compre-
hensive damages. Another area that is very important to us is some-
thing called conversion, where an individual refuses or fails to return
his rent-a-car.
This is another cost that we cannot usually get insurance against,

and invariably is a cost directly to us.
Parenthetically the District of Columbia is the only area in, the

country which does not have some statutory recognition of the crime
of conversion. There is a bill pending before the Congress which will
define this crime and give us that sort of protection.
Because of the fact that we operate a great number of cars, we have

a basis of statistics that give us an ability to give you a trend of what
has been happening in our part of the driving public.
First of all, our accident rate in terms of number of reportable

accidents is down over the last 3 months by about 30 percent over the
same period a year ago.
The CHAIRMAN. This is for the District of Columbia?
Mr. VANDERVORT. This is cars operated by District of Columbia car

and truck rental companies.
Now, these are not only cars that are driven in the District of

Columbia. Many of the accidents occur outside the District, but these
are cars rented right here.
The CHAIRMAN. Is Hertz part of your group?
Mr. VANDERVORT. Hertz, Avis, National.
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The CHAIRMAN. Would this include lease cars?
Mr. VANDERVORT. We are speaking today strictly in rent-a-car

statistics.
Lease car statistics are much harder to come by. This is rental cars.
Mr. Elder is from Thrifty.

•Mr. Morgan is from Auto Discount Rent-N-Drive.
The CHAIRMAN. You mean November, December, and January?
Mr. VANDERVORT. November, December, and January. We are down

about 30 percent in terms of reportable accidents. However, we are
also down by about 25 percent in terms of gross revenue. So our busi-
ness is down substantially also.
You get other complicating factors. We had two major snowstorms

which we did not have to contend with last year. We have much more
subway construction this year which presents our industry with a
sizable hazard.
We have a lot of subway construction related accidents which we

have not had in the past. So we have complicating factors that may
change frcm time to time and not be directly related to the energy
crisis, but overall, we think there is a substantial effect from the energy
crisis.
We think the number of accidents are going to be down. The trend

established in the last 3 months establishes this, and we think that your
bill is proper in its intent to reduce the premium cost to the consumer
on the basis of savings to insurance companies that write the insurance.

GIVING AUTHORITY TO COMMISSIONER

The CHAIRMAN. Have you given any thought to—rather than doing
it by an admittedly arbitrary 10 percent—delegating further authority
to the commissioner of insurance to adjust to that percentage up or
down, but calling for an initial cut? Have you given any thought to
this as an alternative to the establishing of a formula?
Were you here during the morning testimony?
Mr. VANDERVORT. I did not attend the morning testimony.
The CHAIRMAN. We had some testimony from other States, Penn-

sylvania, New Jersey, and Arkansas, where they established formulas
for profit for an insurance company, and because of the energy crisis
their profits are escalating, and then those premiums would be rebated
or refunded to the insured.
Mr. VANDERVORT. Basically, I agree with your second point.
The idea of legislating a flat cut has some inherent danger, in that

things do not go exactly as predicted. Then you cause at least a tem-
porary disruption among the companies providing the insurance
service.
If you establish the formula you have mentioned, you have some

inherent flexibility, and you are going on a retrospective basis, where
you are dealing with fact rather than with projection.
The CHAIRMAN. Sir, with respect to your company, how much is

your business down?
Mr. MORGAN. My business is up.
The CHAIRMAN. During November, December, and January?
Mr. MORGAN. But that is because of the fact that the airlines have

cut back on their schedules, and people are making reservations. I
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have the advantage of people who were normally driving down from
New York, say, now they are flying down and renting a car. That
part is up. It is offset by the fact that my weekend business is down
to almost nothing now. But we are having an increase, strictly at the
airport, which is where I concentrate.
The CHAIRMAN. What about your reportable accidents during that

period?
Mr. MORGAN. They are just about the same. There again, I am rela-

tively a small company, and it is distorted by a couple of accidents
during the snowstorm, which distorts—being a small company.
I will mention that I have recently negotiated a reduction in my

premium with my insurance company. I might add, it was a nice
reduction.
The CHAIRMAN. It was more than 10 percent?
Mr. MORGAN. Yes; it was a reduction of 10.1 percent. It was also

the first time in some years that I have had several companies to have
interest in serving me. Insurance companies have been unwilling to
talk to rent-a-car companies unless you were of some size. But I had
two or three different companies that wanted to talk to me, and it
gave me some ability to negotiate a better rate.
It always helps when people are competing for your business.
The CHAIRMAN. You did shop around?
Mr. MORGAN. I did shop around, and it was to my betterment to have

done so.
The CHAIRMAN. If everybody would do that, everybody would

get results in reduced premiums, but apparently not enough people
shop.
How about you, sir, what is the name of your company?
Mr. ELDER. Auto Discount. We operate primarily in the District.
The figure that Mr. Vandervort read holds true substantially for our

company.
We have actually had about 30 percent reduction in the number

of reportable incidents during the months of November. December,
and January, as compared to the same 3 months in the previous
year.
The CHAIRMAN. But your business is down?
Mr. ELDER. Our business is down.
The CHAIRMAN. HOW much?
Mr. ELDER. Close to 25 percent. As a result, and it is just a trend,

the public is not driving as much, and we,are not renting the cars.
The CHAIRMAN. Have you attempted to negotiate a premium re-

duction with your carrier?
Mr. ELDER. Well, yes; we have. We are in the process right now, and

it looks as though it will be a favorable reduction.
I cannot cite percentages right now. but von must remember

in our industry our premiums are based entirely on our own ex-
perience. When we are ready to negotiate new contracts with the
insurance company we review losses and premiums paid, and arrive
at premiums we will pay for the forthcoming year in that manner.
So, that, certainly, a reduction in the number of accidents as a result
of the shortage of gasoline will help us in getting a lower premium.
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Although the reduction in volume of business, possibly could more
than offset that, but that is something else we will have to wait and
see.
It is still too soon to really know anything specifically. Generally

we can assume that the trend is a lowering of the number of acci-
dents, but I do not think that anybody can look into the crystal ball
and come up with any numbers that are really meaningful at this
time.
The CHAIRMAN. Thank you very much, gentlemen. We appreciate

it.
We stand adjourned.
[Whereupon, at 3 p.m., the hearing was adjourned.]

[Subsequent to the hearing the following material was received:]

VOLUNTARY PROGRAMS RESPONDING TO THE EFFECTS OF THE ENERGY CRISIS

GOVERNMENT EMPLOYEES INSURANCE CO.

The company has in effect a classification system recognizing the mileage

driven to and from work and also recognizing car pooling arrangements.

ALLSTATE INSURANCE COMPANY

The company has a classification rating system recognizing annual mileage,

driving to and from work and car pooling arrangements. The company also has

converted all private passenger policies to a participating basis and will pay

dividends if warranted.

STATE FARM MUTUAL AUTOMOBILE INSURANCE CO.

The company has a classification rating system recognizing annual mileage,

driving to and from work and car pooling arrangements. The company also has a

dividend program.
TRAVELERS INSURANCE GROUP

The company has a classification rating system recognizing annual mileage,

driving to and from work and car pooling arrangements. The company also has a

premium refund program.

AMERICAN MUTUAL INSURANCE GROUP

The company has a classification rating system recognizing driving to and

from work and car pooling arrangements.

NATIONWIDE MUTUAL INSURANCE COMPANY

The company has a classification rating system recognizing driving to and

from work and car pooling arrangements.

AETNA_ LIFE & CASUALTY COMPANY

The company has a classification rating system recognizing driving to and

from work and car pooling arrangements.

UNITED SERVICES AUTOMOBILE ASSOCIATION

The company has a classification rating system recognizing driving to and

from work and car pooling arrangements. The company also has a dividend and

profit sharing program.
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LIBERTY MUTUAL INSURANCE COMPANY

The company has a classification rating system recognizing driving to andfrom work and car pooling arrangements.

HARTFORD INSURANCE GROUP

The company has a classification rating system recognizing driving to andfrom work and car pooling arrangements. The company also has introduced adividend program.

AMAGAMATED CASUALTY INSURANCE CO.,
February 18, 1974.MAXIMILIAN WALLACH,

Superintendent of Insurance, D.C.
North Potomac Building, Washington, D.C.
Re Effect of Energy Crisis—Accident Rate Taxicabs
DEAR SIR: With so much news as regards the energy crisis and its effect on

the accident rate, we compiled some statistics as regards the taxicabs we insure,using the period for each year from September 1 to February 10, as regards acci-
dents reported to this office, regardless of fault:

Reported cteeidentaAverage Number of Cabs Insured: Sept. 1 to Feb. 10
Sept. 1, 1970-Feb. 10, 1971 3,661  1, 275
Sept. 1, 1971-Feb. 10, 1972 3,718  1, 176
Sept. 1, 1972-Feb. 10, 1973 3,631  1, 224
Sept. 1, 1973-Feb. 10, 1974 3,500  1, 154

It is now very apparent to us that the energy crisis has not affected the accident
rate per taxi insured. Most of our accidents take place in D.C. where the speed
limit is low, with heavy concentration of vehicles. Taxicabs are in more demand
since the energy crisis in D.C. and we have more passengers in each accident than
before, because the D.C. taxicab can now take on any and all group passengers
at any part of his trip.
As far as taxicabs are concerned, what with the taxicab special allocation of

gasoline, we extrapolate at least the same, if not higher, accident rate per cab
as before and most certainly involving more injured passengers than before as
long as the energy crisis continues.
We have no idea how the private passenger vehicles have or have not been

affected, since we only insure taxicabs. We hope this is of interest to you, as
it is to us.

Very truly yours,
CHARLES F. HOELZER, President.
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GOVERNMENT EMPLOYEES INSURANCE COMPANY 

COMMENTS ON THE EFFECT OF THE ENERGY CRISIS ON

AUTO INSURANCE RATES SUBMITTED TO THE SENATE 

DISTRICT COMMITTEE WITH REFERENCE TO S-2969

Mr. Chairman, members of the Committee on the District of

Columbia, we appreciate this opportunity to provide you with the comments

of Government Employees Insurance Company (GEICO) on the effect of the

energy crisis on automobile insurance rates, with reference to Senator

Eagleton's bill, S-2969. We respectfully submit the following for the

Committee's consideration and ask that our comments in their entirety

be placed in the record of the hearings on S-2969.

GEICO is a member of the National Association of Independent

Insurers (NAII) which will appear before your Committee to testify on

5-2969. Its testimony will be on behalf of the three largest insurance

trade associations, the American Insurance Association (AIA), the

American Mutual Insurance Alliance (AMIA), and NAII. GEICO would

like the Committee to be advised that we fully support the joint trade

association's position that will be presented by the NAII at the February

1974 hearings.

GEICO has recently gone on record regarding its position on the

effect of the energy crisis on auto insurance rates. The following com-

ments restate our position as promulgated by our press release of

January 16, 1974, a copy of which has been submitted to the Insurance

Departments of each of the fifty states and the District of Columbia.

The energy crisis, with the concomitant increasing scarcity and

cost of gasoline, will undoubtedly regult in a changing pattern of use of

the automobile by the American driving public throughout the country.

Serious attempts are being made on many fronts to define the precise

pattern of this change, its influence on the incidence and cost of auto-

mobile accidents, and its probable impact on automobile insurance rates.

Imposition of a maximum speed limit of 55 miles per hour,.

increased utilization of carpools, and reduction in annual mileage

driven could very likely lower exposure to accidents and thus reduce

the frequency of accidents. However, there is a growing concern that

a number of adverse developments may also flow from this changing

pattern of automobile utilization. Among these are gradual replacement

of standard-size automobiles with the less crashworthy and more easily

damaged compact cars resulting in a greater exposure to severity of

personal injury to occupants and greater damage to these compact cars;
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an increase in the number of persons injured because of the increase in
multi-occupant carpools; an increase in travel time resulting from lower
speed limits, and thus an increase in exposure to accident; and the trans-
portation of supplemental gasoline supplies in containers stored in car
trunks which will create an additional hazard.

Automobile insurance rates are based on three critical factors:

1. Frequency of accidents.
2. Loss costs per accident.
3. Administrative expense costs of claim and

policy services.

Ours is a regulated industry, and in compliance with state insurance
regulations automobile insurance rates promulgated by each company must
(a) be adequate to pay for the losses incurred by its policyholders, (b) not
be so high as to be excessive, and (c) be uniformly applied so as not to be
unfairly discriminatory. To achieve this triple objective, the rate-making
process dictates the use of reliable data to establish a rate level which
will be in balance with the loss and expense obligations of the insurer.
This data includes both loss experience statistics covering the immediate
past as well as reliable trend indications of accident frequency and loss
and expense costs projected for the immediate future.

The nature and influence of the changing pattern of automobile
utilization resulting from the energy crisis on the frequency and severity
trends of insured losses are very unclear at this early date. However,
loss costs per accident continue to spiral upward under the unabated
inflationary pressures on medical and hospital costs, wage losses, car
repair costs, and general operating expenses. It is impossible to predict
at this time the net effect of these two influences.

In the forefront of the many inquiries currently being addressed
to this subject is the National Association of Insurance Commissioners,
an organization composed of the individuals charged with the responsibility
for regulating rates and all other aspects of insurance company operations
in each of the fifty states and the District of Columbia. The National
Association of Insurance Commissioners has established a Special Task
Force to monitor continuously the effect of the energy crisis on all aspects
of property and casualty insurance. On December 20, 1973, the initial
report of this Special Task Force was released. Included in the report
is the following statement:

"Voluntary and semi-mandated limitations on fuel
availability and automobile use will have an effect
on automobile loss costs. The current situation is
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uncertain, however, and it is impossible to predict

how much effect many of the present restraints will

have on automobile insurance experience. The moni-

toring system is intended to furnish information to

measure the effect of these restrictions until more

reliable data is available in the ordinary course of

business. Until this basic minimal information is

available, it is felt that mandatory rate adjustments

reflecting the energy crisis would be premature."

GEICO concurs in this position.

The automobile insurance industry is highly competitive and GEICO

has been among the most aggressive competitors since its founding in 1936.

GEICO premium rates for automobile insurance have consistently been

among the lowest in our industry. GEICO has established an impressive

record of passing on to its policyholders savings of both administrative

expenses and loss costs in the form of low rates. We intend to continue

this policy in the future and whatever loss cost savings flow from this

changing pattern of automobile use will be reflected in future GEICO rate

levels.

Against this background of the GEICO position on the effect of the

energy crisis on automobile insurance rates, it is our opinion that S-2969

is deficient in the following respects:

1. The bill either ignores the existence of competi-

tion or denies its effectiveness to influence

automobile rate levels so as to reflect reduction

in loss costs which may flow from reduced

utilization of automobiles. Although a regulated

industry, no exclusive franchise is granted any

company in the District of Columbia to insure

automobiles. Active, vigorous competition

exists among approximately 120 companies

licensed to sell automobile insurance in the

District. Foremost among these competitors

is GEICO which, since an obscure founding in

1936, has offered District motorists automobile

insurance which returns to them an above average

percentage of the premium dollar in benefits; a

rate level significantly below its competition; and

a consistent expansion of its insurance capacity.

In an environment of free and open Competition

over these intervening years, the insuring public

of the District of Columbia has been offered a

viable choice to acquire quality automobile

29-982 0 - 74 - 12
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insurance service at significant premium savings.

As a result, GEICO has earned the patronage of

an ever-growing segment of the public and is now

the largest insurer of private passenger automo-

biles in the District of Columbia. Thus the GEICO

history in the District is eloquent testimony to the

power and influence of free and vigorous competi-

tion to bring to the market place automobile insurance
protection at significant dollar savings. It is our

contention that vigorous competition, stimulated and

nurtured, will continue to be the most reliable source

of fair automobile insurance rates for the insuring

public in the District of Columbia.

2. The bill predicates its mandate for a reduction of

10 per centum of motor vehicle insurance rates,

effective January 1, 1974, on the finding that
gasoline conservation efforts have already resulted

in substantial reductions in automobile accidents and

insurance claims. The National Association of

Insurance Commissioners Task Force has set up a

"fast track" monitoring system to measure changes

and trends in insurance losses on a much more

current basis than under traditional loss reporting
systems. This data produced by the monitoring

system is to be supplemented and validated by

independent Insurance Department review and

analysis of company data and by reference to such

external data as gasoline consumption, toll-road

usage, and accident reports required by law. To

our knowledge, the NAIC Task Force has not yet

reported its findings. Our own limited data,
requested by the Senate Committee on the District

of Columbia and the Insurance Department of the

District of Columbia are set forth in Exhibit A. As

can be quickly noted, the data is both incomplete

and inconclusive, and is not a reliable basis upon
which to predicate any rate-making decision. The

subjective and judgmental approach to automobile

insurance rate-making called for in this bill ignores
fundamental actuarial considerations. A glaring

example is the uniform application of the 10 per
centum reduction to all coverages under the
automobile insurance policy, including the
"Comprehensive" coverage which provides pro-
tection against such perils as fire, iheft, vandalism,
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windstorm, and flood. Exposure of the automobile

to these perils is virtually unchanged regardless of

the incidence of use. It is more probable that there

will be increased exposure to such perils as theft

and vandalism when the vehicle remains unused and

unattended.

3. The bill mandates the premium rate reduction for

all companies writing automobile insurance in the

District of Columbia without regard for the fact

that automobile insurance rate levels have been

generally stabilized over the past three years

while, at the same time, the continuing pressure

of inflation (which has been particularly rampant

since the beginning of the energy crisis) has eroded

the value of the premium dollar available to pay for

rapidly increasing loss costs. Unless it can be

clearly documented that a reduction in accident

frequency can be relied upon to offset the past and

future inflationary pressures on loss costs, the

arbitrary reduction of the rate level at this time

may encourage some automobile insurance companies

to curtail or withdraw their underwriting capacity

from the District of Columbia. Thus the level of

competition would be reduced, and a shortage of

automobile insurance capacity in the District could

develop. Once again, we would witness yet another

classic example of a violation of fundamental

economic principles which provides the illusion

of a short term benefit for the public in return for

the reality of a long term penalty.

4. The entire concept of the bill before your Commit-

tee purporting to subjectively regulate auto insurance

rates in the District is in conflict with the historically

sound and responsible regulatory role of the District

of Columbia Insurance Department. The Insurance •

Department has full regulatory powers to determine,

on an actuarial basis, proper and fair rate levels

and has, in the past, shown no hesitancy in fully

performing its duties and responsibilities to both

the public and the insurance industry. We are

confident that the Insurance Department, under its

present regulatory powers, is now, Sand will continue,

to monitor automobile insurance rate levels with

particular regard to any effects of the energy crisis,

and will take indicated action based on historically

sound actuarial experience and accepted rate-

making principles. We are of the opinion this

bill would only duplicate the efforts of the

District of Columbia Insurance Department and

is not necessary to insure the sound regulation

of the insurance industry in the District.
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GOVERNMENT EMPLOYEES INSURANCE COMPANY EXHIBIT A
FREQUENCY AND SEVERITY STATISTICS FOR

CLAIMS ON POLICIES RATED IN THE DISTRICT OF COLUMBIA

*FREQUENCY **AVERAGE COST

BODILY INJURY
1972 1973 1972 1973

September
October

'November
December
4 Mo. Avg.
January***

142.2
204.1
222.4
161.6
182.5

177.9
212.0
162.3
189.6
185.4

$1,207.26
2,689.88
1,699.29
1,225.65
1,677.96

$2,652.09
1,457.09
1,461.24
1,636.14
1,725.81

MEDICAL PAYMENTS
1972 1973 1972 1973

September 112.7 170.0 $246.71 $220.57
October 179.2 - 187.3 169.28 257.97
November 102.1 204.0 251.85 240.08
December 152.2 184.5 182.93 260.14
4 Mo. Avg. 136.5 186.5 209.11 246.96
January***

UNINSURED MOTORIST
1972 1973 1972 1973 -

September 19.0 14.0 $ 790.81 $ 1,919.59
October 19.1 20.8 775.00 11,080.37
November 18.8 29.7 2,065.20 2,000.00
December 24.6 25.0 -4,206.43 3,784.91
4 Mo. Avg. 20.4 22.4 1,588.62 4,838.26
January***

PROPERTY DAMAGE

1972 1973 1972 1973
September 1143.8 1103.2 $179.03 $177.56
October 1409.3 1343.4 205.35 204.06
November 1382.1 1189.3 147.46 138.27
December 1462.7 1258.5 174.51 169.93
4 Mo. Avg. 1350.3 1223.9 - 174.72 170.88
January***

COLLISION
1972 1973 1972 1973

September 1764.8 1867.6 $154.81 $205.84
October 2187.6 2320.1 167.04 163.71
November 2192.3 2197.8 133.14 142.99
December 1940.2 2258.6 165.49 149.91
4 Mo. Avg. 2019.4 2162.1 154.31 162.03
January***

COMPREHENSIVE

1972 1973 1972 1973
September 688.2 942.6 $ 94.94 $110.22
October 727.9 794.8 107.54 128.47
November 752.7 795.5 84.83 118.75
December 630.4 505.3 115.07 122.76
4 Mo. Avg. 699.5 758.3 99.74 119.76
January***



175

GOVERNMENT EMPLOYEES INSURANCE COMPANY
FREQUENCY AND SEVERITY STATISTICS FOR

CLAIMS ON POLICIES RATED IN THE DISTRICT OF COLUMBIA

*FREQUENCY 

• „Y

**AVERAGE COST

TOWING AND LABOR
1972 1973 1972 1973

September 552.2 572.8 $13.96 $14.25
October 554.3 538.1 11.49 14.37
November 764.4 570.0 13.48 12.91
December 508.1 390.2 12.48 13.76
4 No. Avg. 594.7 517.3 12.94 13.82
January***

*No. of claims reported against the coverage per 100,000

car montft of the coverage earned during the calendar month.

**Total number of loss dollars paid on closed claim/divided by

the number of claims closed under the coverage during the

calendar month.

***January statistics are not available at this time.

•
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414 AUDITORIUM STREET ST. PAUL, MINNESOTA 55102 • PHONE: AREA (612) 227-7647

February 18, 1974

The Honorable Thomas Eagleton
6235 Dirksen Office Building
Washington, D.C. 20515

Att: Mr. Andy Manatos

Dear Senator:

Enclosed is some of the information which you requested on our efforts
to get auto insurance premiums reduced.

Commissioner Berton Heaton replied that no companies are filing any prem-
ium reductions at this time although some are actively notifying policy
holders of their right to get a reduction if their driving to and from
work has been reduced. State Farm already has a procedure in effect for
rebates if profits are in excess of five per cent. However, we do not
feel these measures are adequate.

As you will note from the copy of Representative Bruce Vento's letter,
there may be attempts to put an excess profits ban either in separate
legislation or into no-fault auto insurance legislation. As you will
note from the other enclosure, the House and Senate versions of no-fault
are rather far apart. The conference committee has met three times so
far with no progress. Although the Senate version does not mandate a
premium reduction as the weaker House version does, Senate Chief Author
Jack Davies predicts a reduction of more than the fifteen percent men-
tioned in the House Bill.

We are awaiting response to our inquiries about accident loss reductions
due to energy saving measures. Right now, a bill allowing the Governor to
reduce the speed limit is making quick progress in the State Legislature.
There are no rationing plans at the moment in Minnesota, but if the Federal
Energy Office reductions to eighty percent of last year's allotments mater-
ialize here, there will be a serious shortage.

We are also compiling the results or our own energy survey on the effects
on union workers. That information will be available shortly.

Please let me know what other information you would find useful.

Sincerely yours

er—

BARBARA BEERHALTER
Public Relations & Research

enc:

BB/d
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414 AUDITORIUM STREET ST. PAUL, MINNESOTA 55102 • PHONE: AREA (612) 227-7647

January 29, 1974

To: All Press - for immediate release

From: Barb Beerhalter

ROE CALLS FOR AUTO INSURANCE CUTS

Dave Roe says automobile insurance rates should be cut immediately.

Roe, Minnesota AFL-CIO President, says, "Unless the rates are cut right

now, Minnesota consumers will be unwitting contributors to windfall profits

in still ancther industry.

"We believe both legal and voluntary actions during this period of

energy shortage - such as reduced speed, car pooling and increased use of

mass transit - create a safer driving environment and result in fewer acci-

dent claims. And it's the people, not the industry, that should reap the

cost savings."

Roe has asked Minnnesota Insurance Commissioner Berton W. Heaton to

release information on what companies, if any, are reducing rates and which

are not. "We support you in any attempt to inform the public of the facts

and any action your Department is taking in this area," Roe told Heaton.

"We hope public concern and existing state laws can force the rates

down," Roe continued, "but if not, we'll support legislative change to do

the job."

He also noted the AFL-CIO strongly supports a tough, effective no-fault

insurance law. "We'll expect even further cost savings when such a law goes

into effect," Roe says, "but there's no excuse for waiting to cut rates when

' 1
there's a clear reason to cut them right now."

-0-

...ATTACHED FIND COPY OF ROE LETTER TO HEATON...
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414 AUDITORIUM STREET ST. PAUL, MINNESOTA 55102 • PHONE: AREA (612) 227-7647

January 29, 1974

Mr. Berton W. Heaton
Commissioner of Insurance
Minnesota Commerce Department
5th Floor, Metro Square Building
St.Paul, Minnesota 55101

Dear Commissioner:

The Minnesota AFL-CIO is concerned whether Minnesota consumers are being
treated fairly in the area of automobile insurance rates due to the mea-
sures required legally and being taken voluntarily during this period of
energy shortage.

We believe such actions as reduced speed, car pooling and increased use
of mass transit create a safer driving environment and result in fewer
accident claims. Are any auto insurance companies writing policies in
Minnesota actually reducing their rates to consumers? If so, who i$ and
how much? If not, who isn't and why not?

In this period of energy shortage, there has been significant attention
to possible excess profits in the energy industries. We hope that there
can be effective attention and action on behalf of consumers so they also
will not have to contribute to excess profits in the insurance industry.

We support you in any attempt to inform the public of the facts in the
situation and any action your Department is taking in this area.

Thank you.

Sincerely yours

MINNESOTA AFL-CIO

(signed)

David K. Roe, President

DKR/d
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BRUCE F.VENTO
DISTRICT 66A
RAMSEY COUNTY
1534 ATLANTIC
ST. PAUL. MINNESOTA 55106

TELEPHONES—

STATE CAPITOL1 2E0.4230

NOM. 771,930

425$1-A_
V ilAA4,..-..4g4

• _

State of Minnesota
HOUSE OF REPRESENTATIVES

MARTIN OLAV SABO, Speaker

February 4, 1974

Mr. David K. Roe, President
Minnesota AFL - CIO
414 Auditorium Street
St. Paul, Minnesota 55102

Dear Dave,

COMMITTEES

JUDICIARY. VICE•CHAIRMAN
EDUCATION

FINANCIAL INSTITUTIONS AND INSURANCE
GOVERNMENTAL OPERATIONS

RAMSEY COUNTY DELEGATION. CHAIRMAN

In response to your letter to the Commissioner of Insurance, I have
requested the Revisor of Statutes to draft legislation which will
permit the Insurance Commissioner to review auto insurance rates and
to recapture excess profits that are being garnered by Minnesota
auto insurance companies.

Minnesota presently only utilizes a file and use law enacted in the
'69 Session, which permits the rates to go into effect with very
little review, merely a filing of information leaving the "free
enterprise system" and the "competition" which theoretically follows
to protect the public interest.

I frankly feel that this is inadequate and not in the best interest of
our state's consumers, the windfall profits currently being a case
in point. This proposal could be made a part of the conference committee
report on no-fault or a separate bill, but action must be swift if we
are to be successful in addressing this issue during the current session.

Thank you for your continuing interest and concern for the Minnesota
Wage earner. I find your interest very reassuring in the pursuit of
consumer issues.

414 AUDITORIUM STREET • ST. PAUL, MINN. 55102

Not drafted yet

BFV:am

Sincerely,

Bruce F. Vento
State Representative
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MINNESOTA AFL—CIO,
St. Paul, Minn., January 31, 1974.

MINNESOTA HOUSE OF REPRESENTATIVES,
State Capitol,
St. Paul,

DEAR REPRESENTATIVE: I want to express my urgent concern over what we

consider deficiencies in the form of the No-Fault Automobile Insurance Bill under

consideration in the House.
First, all medical and rehabilitation costs should be covered. A limit of

$10,0110 and two years is inadequate for those most seriously hurt and who are

most undercompensated at the present time. Also, wage loss benefits should in-

clude future anticipation income or impairment of earning capacity.

Second, vehicle property damage should be covered.
Third, subrogation—even through intercompany arbitration—must be elimi-

nated if any real benefits in administrative costs of insurance are to be real-

ized and passed on ot the consumer. Subrogation negates the concept of no-fault

insurance.
I do think it is vital that a strong, effective no-fault automobile insurance law

passes during 1974. I believe the above changes are necessary to accomplish

that.

Sincerely yours,
DAVID K. ROE, President.

COMPARISON OF HOUSE AND SENATE NO-FAULT BILLS

Provisions

Category House Senate

MANDATORY FIRST PARTY
INSURANCE COVERAGE

Includes motorcycles  No.

Total allowable on first party
benefits.

Insurance plan may require notification
of claim for benefits not less than 6
months after date of accident.
Insurance plan may terminate eligi-
bility for benefits after lapse of disa-
bility and medical treatment of 1 year.

6 year statute of limitations.

FIRST PARTY BENEFITS
INCLUDE

Loss of income; replacement Income:
services. $200/week limit.

85 percent of gross income.
Payment retroactive after 1st 7 con-

secutive days of disability.
Replacement:

$200/week limit.
Payment not begun until 8th day of

injury.
Survivors economic loss benefits__ $200/week limitation.

Payments terminate when spouse re-
marries or dies and when dependent
child marries, attains majority,
becomes emancipated or dies.

Survivors replacement services: $200/
week limit.

Funeral  $1,000 limit (includes delivery under
Uniform Anatomical Gift Act).

Rehabilitation  Treats rehabilitation expenses like medi-
cal expenses.

Yes. $2,500 deductible. In accidents
between motorcycles and cars the in-
surance company of the car shall pay
50 percent of the first party benefits of
the injured motorcyclist if they exceed
$250.

No time limitation.

Statute of limitations: The basic statute:
earlier of: (1) 2 years after the loss;
(2) 4 years after the accident.

Months during which no loss is suffered
do not count unless they add up to more
than 10 years.

Income:
$200/week limit.
85 percent of gross income or more if

lower tax bracket.
Payment from 1st day of injury.

Replacement:
'$200/week limit.
Payment not begun until 8th day of
injury; not retroactive.

$200/week
85 percent of gross income or more if

lower tax bracket.
No provision for termination of payments.

Survivors replacement services: $200/
week limit.

$1,500 limit ($1,000 optional deductible).

The injured person must give insurance
company notice within 60 days after
rehabilitation expenses exceed $1,000.

If he does not give notice, the responsi-
bility of the insurance companies to pay
is somewhat limited.

If the injured person refuses rehabilita-
tion, the other benefits are reduced to
the extent that they would not have
been necessary had he consented to
rehabilitation.
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COMPARISON OF HOUSE AND SENATE NO-FAULT BILLS—Continued

Category

Provisions

House Senate

No fault for auto repairs  No. (Maintain present system of fault)__
Subrogation  Yes. By intercompany arbitration (man-

datory).
Coverage follows  Household for private passenger vehicles;

vehicle for commercial vehicles.
Subtractions from first party Workmen's compensation.

benefits.
Effective date  Jan. 1, 1975
Negligence lawsuits permitted (1) all property including auto damage_

(2) economic loss over first party
benefits.

(3) medical benefits exceed $2,000

(4) disability for more than 60 days
(disability =inability to engage in
substantially all the injured per-
son's usual and customary daily
activities).

(5) death 
(6) dismemberment 
(7) permanent disfigurement.
(8) permanent loss of a body function.
(9) permanent injury.
(10) fracture of a weight-bearing bone.
(11) compound, comminuted or disloca-

tion fracture.
(12) compression fracture of the ver-

tebrae.
Mandatory rate reduction  15 percent decrease of all rates including

property damage.
Third party tort liability insurance 25/50/10,000.

required. Requires uninsured motorist with same
limits.

Compulsory arbitration  Optional
(a) a claimant's option for all claims
(b) by rules of court

Optional deductibles  Mandatorily offered $100, $300 from all
first party benefits at reduced pre-
miums.

Optional added benefits May offer any optional coverages.

Interest on overdue first party 10 percent per year simple interest.
benefit payments.

Persons excluded from benefits___ People:
(1) intentionally causing accidents
(2) knowingly operating stolen ve-

hicles
(3) whose license is suspended
(4) seeking to elude apprehension or

arrest
(5) committing felony which con-

tributed to the accident

Yes.
No. Reallocation of loss by damage-
causing capabilities of vehicles.

Same.

Workmen's compensation.
Social Security benefits.

  July 1, 1973.
(1) property other than motor vehicle or

its contents.
(2) economic loss over first party benefits.

  (3) disability for more than 90 days
(disability= inability to perform
one's principal activity and a sub-
stantial portion of his other daily
activities).

(4) permanent injury.

(5) permanent disfigurement.
(6) death.

No mandated rate reduction.

25/100/10,000.
Does not require uninsured motorist.

(a) compulsory for claims under $5,000
(b) optional upon agreement of both

parties for claims over $5,000
(c) by rules of court
Mandatorily offered:

(1) $100, $300, $500 from all first
party benefits at reduced pre-
miums

(2) exclusion of 10 percent of work
loss and survivors' economic
loss

(3) exclusion of all replacement
services' loss and survivors'
replacement

(4) $1,000 deductible on expenses
related to funeral, cremation

(5) $2,500 deductible for motor-
cyclists

Optionally offered:
(1) exclusion of part of replacement

services' loss and survivors'
replacement services loss

(2) exclusion of benefits received
from collateral sources

Must offer:
(1) $100 deductible collision
(2) collision coverage that pays only

where the insured would have
been able to sue, but for this
act, with or without $100
deductible

May offer any other optional coverages,
subject to the approval of the Com-
missioner of Insurance.

18 percent per year simple interest.

(1) converters (car thieves)
(2) persons occupying vehicles as living

quarters
(3) persons injured in the course of an

officiating race or practicing therefor
(4) people causing intentional injury
Survivors disqualified in (1) and (4) but

not (2) and (3)
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COMPARISON OF HOUSE AND SENATE NO-FAULT BILLS—Continued

Category

Provisions

House Senate

Cancellation  Reasons for cancellation and modification
(must be stated in the notice):
(1) nonpayment of premium
(2) policy obtained through mis-

representation.
(3) insured made a fraudulent claim
(4) insured failed to disclose acci-

dent and tickets
(5) insured failed to disclose other

necessary information
(6) insured breached insurance

company "cooperation" clause
(7) insured: (a) has had license

suspended within last 3 years;
(b) is an epileptic or has heart
attacks; (c) has an accident
or conviction record or physi-
cal or mental condition making
him dangerous; (d) in the past
2 years has been convicted
of: 1. criminal negligence re-
sulting from use of a motor
vehicle; 2. assault with a
motor vehicle; 3. DWI; 4. hit
and run; 5. lying on driver's
license application; 6. stealing
a car; (e) has been convicted
within 18 months of violating
any laws which would justify
the revocation of his driver's
license

(8) the vehicle is: (a) so defective
as to be dangerous; (b) used
to carry passengers for hire;
(c) used to carry flammables
or explosives; (d) an author-
ized emergency vehicle; (e)
subject to an injunction law
and fails to comply; (f) con-
verted to a dragster, etc.

Rules covering nonrenewal and rejection:
Cannot nonrenew or reject for the fol-
lowing reasons:
(1) age
(2) arbitrary or capricious reasons.

Notice provisions: Dissimilar to those in
Senate:
(1) allows the Commissioner to sus-

pend insurance companies
from doing business if they
violate any of these rules.

(2) creates a private cause of action
for people injured by im-
proper termination to sue the
insurance company.

Enforcement and certification  Self-certifying.
Insurance company must notify Commis-

sioner of Public Safety if insurance is
terminated.

When the Commissioner receives notifi-
cation of termination of policy the in-
dividual must immediately surrender
his registration certificate and plates.

Penalties for failure to insure__ _ _ Owner is liable in tort without limitation.
Owner's or operator's license must be re-
voked for not less than 6 nor more than
12 months.

Severability  Expressly severable: If any part is found
unconstitutional, just the invalid pro-
vision goes.

Rules for cancellation, modification or
nonrenewal:
(1) cancellation, modification, or non-

renewal are allowable only at
one-year intervals and upon
20 days' written notice

(2) except that insurance may be
cancelled withing 75 days after
inception of coverage or other-
wise terminated at any time

if 15 days' notice is given.
(Does not forbid cancellation
for fraud.)

(3) Insurance company must only
reveal reason for cancellation
upon request

(4) Senate has no provisions re-
garding rejection.

Rules covering nonrenewal: Cannot non-
renew for the followint reasons:
(1) age
(2) arbitary or capricious reasons.

Notice provisions:
Dissimilar to those in House.
Senate bill does not contain either of

provisions 1 or 2 listed in House
notice section.

Self-certifying except commissioner may
require any individual to submit proof
of insurance if
(1) the person has not previously

registered a vehicle in this
state

(2) the owner or operator has pre-
viously failed to comply with
insurance laws

(3) the owner or operator has a bad
driving record

(4) other circumstances indicate that
it is necessary.

Insurance company must notify Commis-
sioner of Public Safety if insurance is
terminated. The Commissioner may
waive this rule.

Owner is liable in tort without limitation.
Owner's license may be suspended for 6

months.

Generally severable except if any re-
strictions or retained tort liability on
their application are found uncon-
stitutional, the entire clause goes (i.e.,
all general damages are abolished—no
suits can be made for general damages
—if any part of the clause is thrown
out.)
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SUMMARY 

The Automobile Insurance industry is responding to the energy crisis with interim

and continuing emergency measures.

What the insurance industry is now doing, plus the measures being planned, should

assure millions of policyholders that they will realize whatever insurance cost

reduction is determinable. This assurance is based mainly on the intense competi- 4

tion which prevails in the insurance business and is reinforced by careful

monitoring of rates by state insurance departments.

In addition to dividend or premium refund plans announced by some companies and

contemplated by others, the industry will:

1. Encourage widespread formation and operation of car pools by

whatever means are feasible, including publicity removing

policyholder doubt regarding coverage for expense sharing

pools.

2. Make policyholders aware of whatever lower rated classifica-

tion may be applicable because of changed car usage.

3. At the direction of the Task Force on the Energy Crisis of

the National Association of Insurance Commissioners, establish

a fast-track monitoring system to determine without delay the

unpredictable effect on accidents of various voluntary gasoline

conservation measures.

4. Predict the probable effect on accidents of a specific gasoline

rationing system.
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VOLUNTARY PROGRAMS AND RELATED MEASURES 

Counterforce Factors Many and Varied 

A variety of voluntary programs and related measures are now under way, or

proposed by federal and state officials, that are designed to reduce gasoline

consumption. Reduced gasoline consumption should mean reduced mileage driven,

although the reduction in mileage may not be as great as the reduction in

gasoline consumption. Reduction in mileage driven also should reduce accidents

although, again, the reduction may not be as great. Finally, the frequency of

accidents is only one of the components making up insurance losses; the other

being average size of loss which is affected by inflation and adversely affected

by several of the factors which reduce accident rates. Therefore, reduction in

gasoline consumption may not necessarily produce a reduction in insurance losses.

Among the programs involved are reduced speed limits; car pools; smaller cars;

ten gallons per family per week; limitations on gas station sales to ten gallons

per customer; mandated fuel allocations at source; gas station closings; daylight

savings time; mass transit; and shortened work week.

The list continues. And the factors affecting actual gasoline savings and, in

turn, lower mileage are both varied and wide ranging. Obviously some will have

much greater impact than others, depending upon how well a particular program

works. But collectively they are a mixture of counterforces, some tending to

reduce accidents or their severity, others tending to increase them -- and all in

a flux as the programs are implemented in different parts of the country where

urban-rural contrasts, driving habits, needs, and other local conditions add

their own special effects.

-2-
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Understandably, some have speculated that these voluntary programs will so

broadly and generally reduce total miles driven (hence total accidents) that

there should be immediate and general cuts in automobile insurance rates.

Until the true impact of the counterforces can be determined and measured, though,

action to force such cuts would be premature and without sound basis. Careful

scrutiny is given rate increases; the same treatment should be given to rate

reduction proposals. Already, the competitive forces of the automobile insurance

industry are at work and individual companies are making adjustments, including

some designed to encourage gas savings.

The 55 mph Limit: How Significant? 

There is wide agreement that the new 55 mph speed limit will help conserve

gasoline -- assuming the limit can be enforced. There is difference of expert

opinion, however, as to impact of the speed limit upon accidents. Part of this

difference stems from interpretation of statistics showing that nearly one-half

of all fatal accidents occur at speeds under 50 mph. And, more than one-half of

all accidents happen at speeds under 30 mph. In addition, most accidents occur

within 25 miles of home.

Still, speed kills. Research studies cited by the Department of Transportation's

National Highway Safety Bureau in 1969 found that the ratio of fatalities to

injuries rises substantially with the increase of crash speed. In one of four

studies cited, using 1967 national highway fatality figures, it was found that of

12,100 deaths from crashes above 60 mph, 6,800 would have been prevented had the

crashes occurred at lower speeds.

But California Highway Patrol Commissioner Walter Pudinski has warned that

drivers may be lulled into a false sense of security by all the publicity about

-3-
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impending reductions in accidents from the energy crisis. He points out the

55 mph limit will affect traffic only on the freeways which already have lower

accident rates compared to other arteries. (See Appendix A, attached.)

Commissioner Pudinski feels the effect of the energy crisis may increase rather

than decrease severity of accidents. He notes that with more small cars on the

roads we can anticipate worse injuries in accidents, and with more use of car

pools there will be more occupants involved in accidents.

The California highway official further feels fatigue, "a major cause of single

vehicle crashes, will be increased on longer trips because the lowered maximum

speed will extend travel time. And single vehicle accidents already represent

nearly 40 per cent of California's accident problem." (Underwriters Report,

December 20, 1973)

Dr. William Haddon, Jr., president, Insurance Institute for Highway Safety,

warns that this increase in "time exposure" to go the same distance at lower

speed will also increase traffic density. But the effect on losses from in-

creased time exposure is not known, he notes. (Some Hard Data Relative to 

Highway Losses in Damaged People and Property and Changes That Might Result From

the Energy Shortage, December 1973) (See Appendix B, attached. Also, please

note Appendix C, attached; The Accident Reporter, University of North Carolina,

Highway Safety Research Center, December 1973 Issue, "The Energy and Highway

Safety.")

Will the 55 mph limit work? The December 18, 1973, Orlando (Fla.) Sentinel-Star 

observed. "Florida's attempt to save gasoline by reducing speed limits is being

heeded by only 26 per cent of the motorists, the Department of Transportation

-4-
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Naid...Checking on the success of the 55 mph apeed limit, DOT did a survey on

Interstate 10 Friday (Dec. 14). During the three-hour check, only 26 per cent

of the cars traveled at the legal limit.

"Another 35 per cent were between 55 and 60 mph, and 26 per cent were between

60 and 65 mph. The remaining 13 per cent ran faster than 65 mph..."

Gasoline Apportionment Short of Rationing 

Over recent weeks a number of alternatives to strict rationing have been explored

by federal authorities and as of late December a voluntary program limiting

family use to 10 gallons per week and gas station sales to 10 gallons per

customer was being urged. Other measures to limit the 28 per cent bite of

national petroleum taken by automobiles included restrictions on gasoline at the

source, with refineries being asked in 1974 to cut gasoline production 5 per cent

below 1972 levels or 15 per cent below expected demand. This enables greater

production of heating oil.

Together these measures will have an effect upon automobile loss costs, but the

extent will have to await some more definite pattern to the apportionment pro-

grams. The insurance industry's emergency monitoring system (described later in

this report) will be able to catch these trends as they develop. Also yet to

be determined is the extent to which the public will accept the voluntary plans,

a situation which may vary across the nation since average gallon usage is so

intertwined with local living and working habits and needs.

Of concern to many are initial signs that some motorists may be attempting to

hoard gasoline, either by keeping extra supplies at home or by carrying it with

them in their cars. There are grave hazards to both practices, especially in

-5-
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cases where gasoline is stored or carried in small closed containers, and

particularly inside the car or car trunk. The smallest spark will ignite accu-

mulated vapors.

However the gasoline is portioned out, one effect is considered certain: interest

in smaller cars will quicken, a trend that has been clearly evident in the past

few years.

Proportion of Smaller Cars Growing 

Sales of 1974 model small cars, including imports, have continued to increase

and appear to be influenced further by the energy crisis. In the 1973 model

year, the small cars accounted for more than 41 per cent of the U.S. market new

car sales. Small cars get many more miles to the gallon than larger standard

models and it is reasonable to expect that families with more than one car will

now tend to use a smaller second car more often than previously.

Of significance to automobile insurance, therefore, are various research studies

showing that the passengers of smaller cars, once they are involved in accidents,

tend to sustain more severe injuries than the passengers of larger cars.

Further, studies show small cars tend to be involved in accidents more frequently

than larger cars. Much of this data has already been summarized by the

Insurance Institute for Highway Safety. (See Appendix B, attached.)

A 1968 study in New York State, prepared for the Department of Transportation

and based on more than 400,000 vehicles in reported crashes, found a strong

association between the weight of an automobile and the per cent of accidents

in which there was serious injury or fatality. As vehicle weight went down,

severity of injury or fatality rose sharply.
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A University of North Carolina study in 1970 concluded that the occupants of

larger cars generally show less injury than average while those in smaller cars

generally show more than average injury. And a May 1973 study by the

University of Michigan found that "once involved in an accident, the chance of

injury.., increases at the rate of about 2.5 per cent for each decrease of 100

pounds in vehicle weight."

The IIHS itself conducted tests of crashes between large and small cars from the

same manufacturers in 1971 and filmed the results. The cars were crashed head-on

at about 48 mph and in each case the passenger compartment of the smaller car was

demolished while that of the larger car remained intact and almost unchanged.

Smaller cars also have more claims per year than larger cars, according to the

Highway Loss Data Institute. Analyzing collision coverage data based on nearly

75,000 "insured years" of exposure for ten popular 1973 smaller models (five

subcompacts, five compacts), HLDI found that eight of the ten models produced

more than nine claims each per 100 insured vehicle years. In contrast, HLDI

found that for five popular 1973 full-size models, only one had more than nine

claims. For average loss payment per claim, HLDI found relatively little

difference between the full-size and smaller models. Compacts average $468 and

both subcompacts and full-size averaged $480.

IIHS and the State Farm Mutual Automobile Insurance Company surveyed unrepaired

crash damage covering 1968-72 models and learned that the percentage of

passenger cars with crash damage unrepaired each year was higher for small cars

than large cars. To the extent unrepaired damage affects the operation of the

automobile, it will have an adverse effect on accident frequency.

-7-
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There is considerable evidence, the IIHS concludes in its December, 1973, report,

that "if all other aspects of the situation were unchanging, the decreasing

size of the cars in the vehicle population would tend to generate more severe

and more frequent losses."

Car Pools: How Widespread?

As December drew to a close, the pressures and incentives for car pooling were

accelerating. The possibility of government mandate loomed through some press

reports, and voluntary programs to encourage pooling were growing from Boston to

San Francisco. Automobile insurers responded early to the spirit of these pro-

grams and policyholders were assured that car pooling on a share-expense basis is

covered under standard family automobile policies. Some underwriting and rating

rules also have been eased or altered to encourage the greater use of car pools.

However, the use of car pools may substantially increase the potential for loss

through an accident because more people would be involved in each accident.

Further, the handling and braking of cars becomes more critical as passenger

weight increases.

Mass Transit: A Spot Survey 

Among other alternatives to the automobile with the single occupant, mass

transit is mentioned more often than walking, bicycling, and motorcycling,

probably because there are still some commuter mass transit systems operating

in major cities despite the flight to the suburbs by both people and industry.

Is the energy crisis impact to be seen in mass transit ridership? A spot check

of cities December 26 came up with a mixed bag:

New York - Almost no increase in mass transportation use reported.

Boston - A private commuter bus line reported 3-5 per cent ride

increase in September that since Leveled off. They are not sure
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why. Boston's MBTA declined December comparisons because of too

many variables, but did report a decline in riders over the last

quarter.

Chicago - No substantial change in rider figures, except that the

CTA noted Sunday figures higher now that gas stations are closed

that day. Chicago & Northwestern Railway reported slightly higher

ridership, but felt it is too early to attribute that to the

energy crisis.

Minneapolis-St. Paul - Rider figures on Twin City buses up slightly

in September but due to various factors. Heavy publicity campaign

is underway to promote "The Greater Metropolitan Car Pool," with

buses painted to resemble car pool autos, but it is too early for

results.

Miami - No visible change in ridership.

Baltimore - Ridership up 3.5 per cent since November and still

climbing. Attributed to energy crisis effect. Heavy publicity

campaign underway to win new riders, save on energy.

Philadelphia - Ridership up an estimated one or two per cent since

December 1 with energy crisis felt to be one of many factors.

Ridership was up though even before the crisis. City's two major

commuter railroads, the Penn Central and the Reading, also report

one to two per cent increases since early December, partly

attributed to energy crisis.

Pittsburgh - Mass transit ridership up 10 per cent in October and 5

per cent in November. Energy crisis considered to be a major factor

there.
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Los Angeles - Running just about the same as previous years, no

change.

San Francisco - Municipal railway reported 3-5 per cent increase

in past couple of months with energy crisis definitely a factor.

AC Transit Bus Lines also up about the same. BART has found no

change.

Denver - Ridership in December was up 9 per cent over same months

of 1972, attributed to energy crisis. Denver's July-August 1972

gas shortage experience is believed to have conditioned people to

the mass transit alternative.

Daylight Savings Time 

With the restoration of daylight savings time, some of us now will be going in

the dark both ways between home and work, especially during the winter months.

Others though who may start earlier will gain daylight at quitting time. To the

extent that traffic is shifted from daylight to dark should have some effect upon

lccidents, but the patterns would be shifting from evening rush hour to the

morning and possibly balancing out in the general sense.

Reduced Street Lighting, Parking Lots 

Studies reported in the Journal of Safety Research, going as far back as the

Depression years when street lighting was reduced for economy, show that in

nearly all cases they experienced increases in night automobile accidents.

Accidents affecting pedestrians and bicycles also would tend to be increased.

Vandalism and theft could become serious problems for cars left unattended in

parking areas where lighting is curtailed.
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Increased Use of Bicycles 

For many motorists the bicycle offers an attractive alternative to the auto.

But past experience has shown an increase in bicycle use tends to increase both

the number and the severity of traffic accidents. Thus, injection of new and

inexperienced bike riders into rush hour traffic could bring greater liability

risks for the automobile driver.

Because the cycle offers almost no structural protection for its rider, colli-

sions between automobiles and cycles often cause serious injuries or deaths. The

recent growth in popularity of the bicycle -- jumping from 28.2 million in use in

1960 to 71.4 million in use in 1972 -- illustrates the heavy risk which accompanies

bicycle transportation. The National Safety Council reports deaths from auto-

bicycle crashes jumped 120 per cent during the decade 1962-1972. In the period

1971-72, such deaths rose by 29 per cent, totaling 1,100 for the year.

Significantly, the larger portion of these fatalities occurred in urban areas

where congestion is heaviest, indicating the danger of mixing bicycles with

automobiles. In these city areas, the death toll went up 33 per cent, as com-

pared with a 25 per cent increase for rural areas.

There is strong evidence, too, that many of the deaths associated with bicycle

accidents occur when the cycle is being used for basic transportation. In the

past, the great majority of fatalities reported in connection with bicycles

involved children. In 1960, for example, 78 out of every 100 fatalities were

children age 14 or younger. In 1972, however, only 50 deaths per 100 were

children, with the other half involving those age 15 and up.
4

-11-
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IMMEDIATE RESPONSE OF INSURANCE INDUSTRY TO THE ENERGY CRISIS 

Share-Expense Car Pooling 

The insurance industry has already responded to the plea for greater use of car

pools. Policyholders have been assured that car pooling on a share-expense basis

is covered under existing standard family automobile policies. Some companies

have announced new rules which will encourage people to join car pools. Even

though there may be some increase in the loss potential because of more people

involved in an accident, the insurance industry has made it clear that coverage

is provided for legitimate car pooling on a share-the-expense basis. This

commitment was confirmed by a statement released by the National Association of

Insurance Commissioners. (Appendix D)

Rate Classifications Based On Usage 

Automobile insurance has always been highly competitive. Reflecting the

competitive nature of the business, many different types of classification and

rating plans are available to the consumer. The normal application of existing

classification plans will result in rate reductions for many motorists whose

usage declines because of the fuel shortage. Most plans provide for lower rates

when the car is not driven to and from work, or when the distance to and from

work is short. If a motorist decides, because of the fuel shortage, to use

public transportation instead of driving his car to and from work, he is

generally entitled to a lower rate. If the mileage he has been driving to work

is over ten miles, this reduction could be substantial.

Many companies use, in addition to the mileage toand from work, an annual

mileage factor. If a motorist drives fewer miles, even though he continues to

drive to and from work, under these plans he may be entitled to a lower rate.

Because of the energy crisis, and the reduced use of automobiles, some companies

have introduced new programs based on the mileage driven, giving lower rates to

-12-
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those drivers driving the least amount of miles. Other companies are reviewing

the situation and other plans may be announced in the future.

Companies publicize their programs and every effort will be made to inform the

insurance buying public that lower rates may be available to motorists who

drive their cars less and that these motorists are entitled to lower rates.

Dividend or Premium Refund Programs 

Some companies which normally compete in ways other than by means of dividends or

premium refunds have announced their intent to use this method of recognizing

extraordinary reduction in losses which may result from the energy crisis. More

companies can be expected to adopt this procedure.

Effect of Present Programs on Consumer And Insurance Company 

The application of existing or new rating plans based on usage and the introduc-

tion of dividend or premium refund programs will assure policyholders that they

are receiving proper consideration during the energy crisis. These plans will

result in savings for many policyholders and will also produce less premium

income for the companies, which in effect will be an overall premium reduction.

VOLUNTARY ACCELERATED MONITORING SYSTEM 

The preceding sections of this report have pointed up the uncertainty regarding

the effect on accidents of gas conservation measures short of consumer rationing.

(Consumer rationing is the subject of the following section).

This uncertainty makes it imperative that the insurance industry determine as

fast as possible what is the actual effect of such measures.

-13-
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The automobile insurance industry is creating a fast-track loss data monitoring

system. This system is being developed in response to a request of the

National Association of Insurance Commissioners Special Task Force on the

Energy Crisis and Insurance Related Matters. The objective of the monitoring

system is to obtain material and credible auto accident trend information on an

accelerated basis during the energy crisis. The leading writers of automobile

insurance will be asked to participate.

THE FORCES CONTROLLING AUTO INSURANCE RATES 

The prices that automobile insurance companies can charge are restricted by two

controlling forces:

1. The compelling forces of intense competition which continues

as the dominant factor in the insurance market place even in

this period of fuel availability crisis.

2. The regulation and close surveillance by the insurance depart-

ments of the fifty states and the District of Columbia operating

under statutory insurance codes and, currently, the limitation

of insurance rates under the Federal Economic Stabilization

Program.

For the duration of the crisis, regulation by state insurance departments has

been stepped up by creation of the Task Force of the National Association of

Insurance Commissioners which will be working for full public protection with

data provided after next February 1 by the new Fast-Track Monitoring System.

The leveling power of intense competition among over 600 auto Insurance

companies continues in full effect during the fuel crisis.

-14-
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In a time of shifting loss patterns and close public examination of insurance

practices, the corporate responsibility and consumer awareness of insurers Is

accentuated by the forces of competition.

In general, there is one certain method to attract new customers and retain them:

that is to offer them a lower price for the insurance product. That rule

continues to apply in the present situation.

Additional to aggressive price competition, insurers also compete through

product innovation and improvement and broadening of services. These manifesta-

tions of the competitive force already are beginning to appear as the industry

adjusts to the crisis situation.

For a brief review of the development of effective state regulation and the compe-

titive force in auto insurance, see Appendix E, attached.

EFFECT OF GASOLINE RATIONING ON ACCIDENT FREQUENCY 

Consumer Rationing Versus Fuel Allocation 

As this report is being written, the Federal Government has announced a

contingent consumer gasoline rationing program which could be put into operation

as early as March 1, 1974.

The rationing of gasoline among consumers is aimed at equitable distribution of

a limited supply of gasoline among all vehicle operators. The probable effect of

the reduced supply on the annual mileage and the accident rate of each class of

driver is difficult to determine, but rough estimates should be possible.

In contrast, a reduction in the gasoline output of refineries with no effort to

ration the reduced supply among consumers has an unpredictable effect on the

mileage and accidentrates of various classes of drivers. It is impossible to

-15-
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distinguish those who can outscramble the others and whose driving is unlimited

from those who get far less than their share and whose driving is drastically

curtailed.

World War II Consumer Rationing Versus Rationing in 1974 

It reasonably may be asked whether the rationing of gasoline during World War II

did not produce statistics which would be useful in determining the effect of

rationing now. The answer is that conditions have changed so much since World

War II that preductions based on wartime experience would be invalid. The

following chart displays some of the differences.

World War II 1970's 

Number of passenger cars 26 million More than 100 million

Vehicle miles (1943) 208 billion 1,250 billion

Passengers carried by
electric railway:

Subway-Elevated (1945) 2.5 billion* (1971) 1.31 billion*

Surface (1945) 7.0 billion* (1971) 0.15 billion*

Bus (1945) 8.3 billion* (1971) 3.8 billion*

Civilian labor force (1943) 54.5 million (1971) 79.1 million

Speed limit 35 mph 1974 (proposed) 55 mph

Young drivers (15-24)

Traffic deaths involving
drivers 24 and under.

Number of licensed
drivers not avail-
able. 5 million age
24 and under in
military service.*

(1943) 6,800 fatal
accidents involving
drivers age 24 and
under.**

(1972) 25,500,000**
licensed young drivers.
Small percentage in
military service.

(1972) 25,200 fatal
accidents involving
drivers age 24 and
under.**

Traffic injuries:
Fatal (1941) 40,000** (1972) 56,600**

(1943) 23,400**

Non-fatal (1941) 1.4 million** (1972) 2.4 million**

(1943) 0.8 million**

Automobile operation reduced
by unavailability of parts? YVN No

*Source: 1960 and 1972 Statistical Abstract

**Source: Accident Facts 1943 and 1971 editions

- 1 -

29-982 0 - 74 - 14
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These statistics and others demonstrate that World War II conditions affecting

automobile use and accidents were immeasurably different than those which exist

today in many respects:

... While the civilian work force has increased 45%, the use

of public transportation has decreased 69.5%

... Young drivers with a much higher than average accident

frequency virtually disappeared from the streets and

highways in WW II; there will be about 26 million in 1974.

... A shortage of parts and tires, as well as gasoline ration-

ing, reduced automobile use in WW II; not so in 1974.

These are facts. They give no weight to the probable difference in public atti-

tude between the patriotic determination to comply in WW II and the indifference,

if not hostility, which may be the reaction to driving restrictions by today's

more sceptical drivers.

Action of Automobile Insurance Industry Advisory Committee If Gasoline Rationing 
Is Imposed 

The Advisory Committee assumes that consumer gasoline rationing will not be

installed unless the total supply of gasoline is reduced significantly. If a

substantial cut is ordered, the probable reduction in mileage and accidents would

be great enough to justify making some predictions which the makers of automobile

insurance rates may find useful.

Toward that end, the Industry Advisory Committee will start work on actionable

predictions as soon as the details of a specific rationing plan are available.

-17-
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Predictions regarding the effect of a gasoline rationing plan probably will vary

importantly by territory depending on a number of factors including:

... Rural or urban conditions;

... Availability of public transportation for essential travel;

.. Speed law enforcement capability;

Accident frequency predictions also may vary by class of dirver and type of use,

giving consideration to:

... Differences in amount of gasoline allowed;

... Availability of excess gasoline;

... Car pool activity.

The pricing action of different insurance companies or groups of companies may vary

depending on a number of considerations, including:

... Their evaluation of accident reduction predicted;

... Validity of predictions for each company's "book" of

policyholders;

... Their recent loss results and adequacy of present rate

levels;

... Offsetting increases in the insurance loss per accident

caused by inflation and other factors.

In weighing the need for regulatory action, major reliance should be placed on

competition as the ratemaker'sprimary reason to use the lowest rates for which

a sound basis can lie found.

-18-
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APPENDIX A

THE ENERGY CRISIS: AUTO RATES & ACCIDENTS 

CHP's PUDINSKI: ACCIDENT DIP COULD BE NON-EXISTENT

SACRAMENTO -- Forecasts that traffic accidents and deaths will fall dramati-

cally when the maximum speed limit becomes 55 mph brought a word of caution

from California Highway Patrol Commissioner Walter Pudinski.

He said that "several factors indicate the accident decline could be slight

or even non-existent -- but the most damaging aspect may be that drivers

hearing these optimistic statements will be lulled into a false sense of security."

Mr. Pudinski cited the following:

A Shifting 

The vehicle mix is shifting. The small-car population is increasing, and

accidents involving small cars tend to be more severe.

The expected trend toward car pooling, putting more people in each vehicle,

can result in more injuries when a car is involved in an accident.

Fatigue, a major cause of single vehicle crashes, will be increased on

longer trips because the lowered maximum speed will extend travel times.

And single vehicle accidents already represent nearly 40 per cent of California's

accident problem.

•

•
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APPENDIX A - Page 2 

The new 55 mph limit will have "little impact on off-freeway traffic because

most of that travel is at 55 mph or below right now. On freeways, the potential

for more severe rear-end accidents may be increased. The speed differential

between the willful violator -- the driver who operates far above the legal limit --

and the 55 mph traffic flow will be that much greater, meaning rear-end and

sideswipe accidents could be more serious."

Conclusions 

The Commissioner said his conclusions are based on "traffic volumes

approximately equivalent to current flows. A volume drop of more than 15 per

cent would change the picture, since greatly decreased exposure might produce

a numerical decline in accidents. However, experience also shows that as

volume drops, accident severity increases, meaning that even though less

accidents are occurring, they could more frequently result in serious injury

or death."

He emphasized that the Highway Patrol is "not distributing gloom --

simply realism. Improvements in highway construction and design, more far-

reaching safety education measures, and vastly refined enforcement techniques

have already cut California's mileage death rate to 3.9 per 100 million miles

of travel, one of the nation's lowest.
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APPENDIX A - Page 3 

"The 55 mph maximum, while necessary for energy conservation, may

have a less demonstrable effect on accidents. No unqualified preductions are

supportable right now; experience with the new 55 mph limit will be required

first, " he said.

Underwriters' Report 

December 20, 1973
Pgs. 3-4
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APPENDIX B

SOME HARD DATA RELATIVE TO HIGHWAY LOSSES

IN DAMAGED PEOPLE AND PROPERTY

AND

CHANGES THAT MIGHT RESULT FROM THE ENERGY SHORTAGE

December, 1973

Insurance Institute for Highway Safety

Watergate Si)c Hundred

Washington, D.C. 20037
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INTRODUCTION

Several measures that have been proposed or suggested to conserve energy could
affect highway losses in damaged people and property. A number of people and organiza-
tions have suggested that these measures will result in substantial reductions in such losses.
However, since both the long and short term prospects with respect to energy supplies, and
in particular gasoline and truck fuels, are still very uncertain as are many other aspects of
the situation, it is not now possible to predict with accuracy what the effects of the energy
shortage will be on each of the various categories of highway losses, or even the direction in
which each will move.

The purpose of this document is to present known facts and relults concerning
several especially well documented aspects of the situation that are changing and that might
change, but not to speculate on the overall effect.

ASPECTS THAT ARE CHANGING

Vehicle Size

The proportion of small (subcompact, compact and import) cars in the population
of all vehicles has been increasing for several years. In 1969, approximately 20 per cent of

the new passenger cars registered were small cars, and in 1973 this proportion will have
increased to approximately 40 per cent. Sales reports for the first months of the 1974

model year suggest that this trend is being accelerated by the energy shortage. Furthermore,

since small cars generally have lower gasoline consumption rates than larger cars, it is

probable that families with more than one car will tend to use the smaller of their cars for a

greater proportion of their driving than in the past. Therefore, the energy shortage should

result in relative increases in small car mileage.

Research studies have shown that the occupants of smaller cars, once they become

involved in crashes tend to sustain more severe injuries than the occupants of bigger cars.

A 1968 New York State study based on more than 400,000 vehicles in reported

crashes found a "strong association" between "the weight of a car and the per cent of

accidents in which there was a fatality or serious injury in that type of car." Results of this

study showed a large exponential increase in the per cent of serious or fatal injuries with

decreasing vehicle weight. This relationship is illustrated in Figure 1. (IIHS Status Report.

Vol. 5, No. 6, April 2, 1970. See attached story)

• 11968 New York state study, prepared for the Department of Transportation. (Submission for the Record
by U.S. Department of Transportation to U.S. Subcommittee on Antitrust and Monopoly. March 10,
1970.)
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3

A 1970 study2 by the University of North Carolina concluded that occupants of
"larger cars ... show generally less injury than average," while occupants of "smaller
cars ... show generally more than average injury." Figure 2 illustrates these results. Al-
though the study demonstrated a general relationship between vehicle size and severity of
injury, it also showed that there were considerable variations between individual vehicle
series. Figure 3 illustrates this variation. (Status Report, Vol. 5, No. 6, April 2, 1970)

More recently a University of Michigan study3 showed that "once involved in an
accident, the chance of injury . . increases at the rate of about 2.5% for each decrease of
100 pounds in vehicle weight." (Status Report, Vol. 8, No. 22, November 27, 1973)

Some of the reasons for the inverse relationship between vehicle size and injury
severity can be demonstrated using the basic laws of physics. The approximate relationship
between velocity change, stopping distance and deceleration was presented in a 1971 paper
by Haddon.4 This relationship is shown in Figure 4. This figure shows that for any given
velocity change, the g forces experienced by a properly packaged occupant substantially
increase as the stopping distance screases.

These reasons and also, where involved, the mass differentials in inter-vehicular

crashes — as opposed to those only involving a single vehicle — place the occupants of

smaller vehicles at a great disadvantage once crashes are initiated. The inter-vehicular aspect

of this was demonstrated by filmed IIHS tests in 1971 in which six separate pairs of

vehicles, in each case one large and one small car produced by the same manufacturer, were

crashed head-on at about 48 mph. In each case the passenger compartment of the smaller

car was demolished, while that of the larger remained intact and virtually unchanged.

(Status Report, Vol. 6, No. 21, November 16, 1971)

In addition to the studies.showing increasing injury severities with decreasing car

size, Highway Loss Data Institute (HLDI) results' from collision coverage insurance data

indicate that overall average loss payments per claim tend to decrease slightly with in-

creasing vehicle size for the 1972, but not the 1973, models. Figure 5a illustrates these

2"Driver Injury in Automobile Accidents Involving Certain Car Models." B.J. Campbell, University of
North Carolina, Highway Safety Research Center, July, 1970.

3"A Statistical Description of Large and Small Car Involvement in Accidents." J. O'Day, D.H. Golomb, and
P. Cooley, HIT Lab Reports, Vol. 3, No. 9, University of Michigan, May, 1973.

4"A Logical Framework for Categorizing Highway Safety Phenomena and Activity." W. Haddon, Jr.,
Journal of Trauma, Vol. 12, No. 3, March 1972, pp. 193-207.

5"Automobile Insurance Losses, Collision Coverages. Initial Results for 1973 Models Compared with 1972
Models." Highway Loss Data Institute Research Report HLDI R73-1, September, 1973.
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relationships.' In addition to the general relationship there is., however, considerable variation

between individual vehicle series. (Status Report, Vol. 8, No. 18, October 5, 1973)

Studies have also shown that small cars tend to be more frequently involved in

crashes than larger cars. The previously mentioned study from the University of Michigan

showed that "small cars ... are overrepresented in single vehicle accidents," without being

underrepresented in car-to-car crashes. (Status Report, Vol. 8, No. 22, November 27, 1973)

HLDI results also show that, in general, small cars have higher collision coverage

claim frequencies than big cars. Figure 5b illustrates this relationship. (It is noted that for

each of the major market classes the average loss payment per insured vehicle year was

slightly lower for 1973 than 1972 models.) In addition to the general relationship, however,

the HLDI results also show that there is considerable variation between the claim fre-

quencies for individual vehicles series. (Status Report, Vol. 8, No. 18, October 5, 1973)

A survey6 of unrepaired automobile crash damage conducted by State Farm and the

Insurance Institute for Highway Safety (IIHS) showed that the percentage of passenger cars

that each year sustained crash damage that was left unrepaired was higher for small cars than

for large cars, Figure 6. (Status Report, Vol. 8, No. 17, September 10, 1973)

Thus, there is considerable evidence that, if all other aspects of the situation were

unchanging, the decreasing size of the cars in the vehicle population would tend to generate

more severe and more frequent losses.

Vehicle Speed

A number of states have recently reduced speed limits to either 50 mph or 55 mph

and other states are expected to follow suit. Reductions in speed limits may vary in their

results depending on amounts and nature of enforcement.

Speed is a central factor in increasing chances of death and severe injury in crashes

which do occur. Four separate research studies cited by the Department of Transportation

in a 1969 report7 concluded that the ratio of fatalities to injuries increases substantially as

crash speeds increase. Applied to national highway fatality figures for 1967, one of these

studies indicates that 12,100 deaths were associated with crashes above 60 miles per hour —

and that 6,800 of these would have been prevented had the crashes occurred at speeds

below 60 mph. That would have equalled 13 per cent of the total highway deaths of 1967.

(Status Report, Vol. 5, No. 22, December 15, 1970)

6"A Survey of Unrepaired Automobile Crash Damage. I. 1968-1972 Models." J. Casassa, H, B. O'Neill, I.
Miller and S. Stone, Insurance Institute for Highway Safety report, September, 1973.

7"Maximum Safe Speed for Motor Vehicles." Office of Research and Program Synthesis, National Highway
Safety Bureau, Department ol Transportation. January 31, 1969.
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Speed is a factor also in postcrash aggravation to the extent that higher speeds
heighten the possibility of fire following a crash, contribute to greater severity of wreckage,
and increase difficulty, time, and hazard of extricating injured occupants. The precise nature
and degree of speed's role in postcrash complications, however, is at present quantitatively
unknown.

As in the case of vehicle size, the basic laws of physics provide some of the reasons
for the relationship between speed and crash severity. Figure 4 shows that reductions in
crash velocities result in lower deceleration forces on properly packaged occupants.

In testimony8 before the Senate Subcommittee on Antitrust and Monopoly in
October 1969, Dr. William Haddon, Jr., presented crash test results. and property damage
insurance claim closure results which showed that most of the claims and claim closure
dollars paid for damage to private automobiles resulted from individual losses that were
smaller than the damage incurred in ten-mile-per-hour barrier crashes, Figures 7a and b, and
Figures 8a and b. These results suggested that the overwhelming bulk of both the dollar
losses and claims made under property damage coverage was for damage resulting from low

speed crashes. Subsequent analysis of collision coverage claim data showed that the same
situation obtains and the conclusion results.9 Therefore, it seems unlikely that average claim
sizes and claim frequencies will change substantially as a result of reducing travel speeds to
levels still far above the low speeds involved in the overwhelming bulk of the crashes.

Therefore, if all other aspects were unchanging, it is likely that reduced speeds
would result in fewer deaths and injuries but little appreciable change in crash frequencies.
(See above, pages I to 8 for comments concerning the contrary influence of vehicle size.)

It should be noted that decreased travel speeds result in increased travel times; for
example, a 300 mile journey at 60 mph takes five hours, but the same journey at 50 mph
takes six hours — a 20 per cent increase in "time exposure" with no reductions in miles
driven or in exposure to the fixed environmental hazards along the way. This increased
"time exposure" will increase traffic density. The effect of this increase in "time exposure"
on losses is not known.

8Testimony of William Haddon, Jr., M.D., President, Insurance Institute for Highway Safety, Before the
Senate Subcommittee on Antitrust and Monopoly, October 6, 1969.

8"Some Recent Results in Lognornial Parameter Estimation Using Grouped and Ungrouped Data." B.
and W.T. Wells, Journal of the American Statistical Association, Vol. 67 (March, 1972), pp. 76.80.
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ASPECTS THAT MAY CHANGE

Passenger Car Mileage

Passenger car mileage may decrease. It is likely that substantial decreases in vehicle

mileage would result in some reduction in highway losses. It is not possible, at this time.

however, to scientifically predict what, if any, these reductions would be. It is not known,

for example, what sorts of mileage (e.g., relatively low risk freeway or toll road travel versus

other travel) would be reduced. Also there is no simple relationship between vehicle mileage

and highway losses; for example, for a number of years the annual death rate per

100,000,000 miles has been declining despite dramatic increases in vehicle mileage.

It is important to note, however, the reduced energy supplies do nqt automatically

imply that there will be reductions in the miles traveled. For example, a Department of

Transportation Study I° found that a 3,990 pound car would use approximately nine

gallons of gasoline traveling 100 miles at 7.0 mph whereas a 2,050 pound vehicle would use

less than four gallons of gasoline traveling the same distance at 50 mph — a 60 per cent

decrease in fuel consumption. In other words, a smaller car traveling at lower speeds could

consume substantially smaller quantities of gasoline than a larger car at higher speeds on the

same journey. In addition, as noted previously, the fuel saving involved in the case of the

smaller car might, in turn, be used in such a way as to result in an increase in overall miles

driven.

Vehicle Occupancy Rates

Vehicle occupancy rates may increase. Increased occupancy rates would mean that

the chances of injury in a given crash are increased. In addition, it is probable that increased

occupancy rates in small cars adversely affect the braking and handling characteristics to a

much greater extent than increased occupancy rates in larger cars. Therefore, the combi-

nation of small cars and higher occupancy rates could tend to increase crash frequencies.

Different Speed Limits for Trucks and Cars

As an energy saving measure, President Nixon has proposed a 50 mph speed limit for

automobiles and a 55 mph limit for trucks, trailers and buses. If implemented, this could

increase highway losses, because of the substantial gap between the braking abilities of

passenger cars and larger vehicles. In a 1971 paper" Dr. William Haddon, Jr., pointed out

I°"The Effect of Speed on Automobile Gasoline Consumption Rates." U.S. Department of Transportation,

Federal Highway Administration, October, 1973.

ll"Reducing Truck and Bus Losses — Neglected Countermeasures." W. Haddon, Jr. Delivered January 13,

1971 at the Automotive Engineering Congress, Society of Automotive Engineers, Detroit, Michigan.
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that the "actual braking performance of heavy trucks is commonly two to three times worse
than that of passenger cars." Even when cars were commonly traveling faster than trucks —
a situation tending to reduce the results and implications of the difference in braking
abilities — the inadequate braking performance of trucks has been responsible for serious
losses. For example, Haddon cited a November 1969 crash (documented by the National
Transportation Safety Board) on the New Jersey Turnpike in which "one after another huge
truck was unable to stop in a short enough distance and plowed into the vehicles and people
ahead." If trucks are traveling faster than passenger cars the already major discrepancies in
braking performance become even more pronounced and under these circumstances, more
crashes of this tragic type can be expected. (Status Report. Vol. 6, No. 1, January 18, 1971)

Motorcycle and Bicycle Usage

Motorcycle and bicycle usage may increase. This would probably accelerate the
present trend of sharply increasing losses being generated by these modes of transport.

Supplemental Gasoline Containers

The use of supplemental gasoline containers may increase. This could lead to in-
creases in vehicle and other fire losses. Several serious incidents of this nature have already
been reported by the press.

Age of Vehicle Population

The average age of the vehicles in use may increase if people disproportionately use
older vehicles because of their better gasoline consumption. The Ford Motor Company 12
has prepared figures showing that a typical 1965 standard size sedan in normal driving
would produce 15 miles per gallon whereas a comparable 1973 model, which weighed
considerably more, had a larger engine and also had emission controls, would produce only
12 miles per gallon.

The effect of a change in the average age of vehicles in use is uncertain, although
many of the older vehicles would not be designed and constructed to satisfy the more recent
federal motor vehicle safety standards.

Restrictions on Young Drivers

It is possible that the amount of non-essential driving done by young drivers may be
reduced. For example, some high schools have already proposed that student parking lots be
closed to students' cars. And in the event of severe gasoline shortages, more essential family

12"How Much Has Mileage Changed," Automotive Engineering, July 1973.
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auto use needs would presumably take priority over non-essential driving by youthful family

members.

Since young drivers in general have a very high involvement rate in crashes of all

types it is possible that substantial reductions in the amount of driving by youthful

operators would result in lower crash rates.

Restraint Usage

Restraint usage in 1974 model vehicles may increase. Very informal preliminary

indications are that the interlock and inertial reel harnesses are being worn at a somewhat

higher rate than restraint systems in earlier model year cars.

Street Lighting

Street lighting and external building lights may be reduced. This could lead to an

increase in nighttime urgan crashes, especially those involving pedestrians and bicycles.

The Economy

Gross National Product and Industrial Index of Production may go down in 1974.

There is a strong correlation between total annual motor vehicle deaths and the Industrial

Index of Production, and, separately, the GNP. The reasons for this correlation are not

understood but it appears to be independent of most of the vehicle-related measures that

contribute to both of the economy indicators. A slowdown or recession in the economy in

1974 may, therefore, be accompanied by a reduction in motor vehicle deaths. Whether this

correlation would hold under highly unusual circumstances is, however, unknown.

MEASURING CHANGES

Several possible indicators could be used to measure some of the effects of the

energy shortage on highway losses. However, at the present time, no single indicator or data

source would be able to provide a definitive measure of the effects of the energy shortage.

It is important to note that simple before-and-after comparisons can be very mis-

leading. For example, Campbell and Ross in a 1968 study" of the widely publicized

"Connecticut Crackdown on Speeding" showed_ after a very detailed analysis that there was

IS "The Connecticut Crackdown on Speeding: Time Series Data in Quasi-Experime
ntal Analysis."

D.C. Campbell and H.L. Ross, Lew and Society Review, 3,33-53, August 1968.
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"no unequivocal proof" that fatality reductions were due to the. crackdown. Nonetheless,
the governor of the state had earlier claimed success on the basis of simple before-and-after
comparison. Ideally, results obtained after a change in presumably relevant factors should be
compared with a series of corresponding results from several prior years, lest mistakes in
judgment result from reliance for analysis on short term fluctuations.

A further complicating factor in assessing the effects of the energy shortage is the
possibility of the so-called "Hawthorne effect." It has been known since the classic studies
of workers in the Hawthorne plant of Western Electric in the 1920's that people often
change their behavior or claimed behavior in the desired direction as a result of being
studied rather than as a result of the changed conditions. Such changes, however, are usually
only temporary. Therefore, caution is necessary before interpreting any early changes in
losses, if such occur, as being indicative of real trends due to the energy shortage.

Holiday Death Totals

The number of motor vehicle deaths occurring in any holiday period are usually
available very soon after the holiday.

Reductions in deaths occurring during the 1973 Thanksgiving holiday compared
with the same holiday in 1972 have already been widely quoted in the press as an indication
that the energy shortage has already begun to reduce motor vehicle deaths. Such conclusions
are premature.

Figure 9 shows the Thanksgiving holiday deaths for the last six years; it is clear from
this figure that, with the exception of 1972, there has been a consistent downward trend in
these deaths and it appears that 1972, rather than 1973, was the unusual year since the
deaths were higher in 1972 than would have been predicted on the basis of the figures of
previous years. Furthermore, the. reported 1973 total appears to be on the declining trend
line established by the data for the prior years, except for 1972.

Holiday fatality fiturcs are also complicated because holidays are, by definition, not
typical of other periods. It is probable, therefore, that their amounts and types of driving
are also not typical. This is likely to be particularly true for the Thanksgiving holiday.

Turnpike Statistics

Various turnpike authorities publish statistics concerning crashes that occur on the
turnpikes, and these are usually available soon after the calendar period in question. These
statistics suffer from a similar deficiency as the holiday fatality figures; that is, they reflect
the losses resulting from very special types of driving, and therefore cannot be generalized.
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National Safety Council Statistics

The National Safety Council's monthly publication, Traffic Safety, publishes
monthly national fatality statistics. There is usually a three-month delay in these figures,
e.g., December fatality figures usually appear in the March issue.

Highway Loss Data Institute Results

Collision coverage insurance losses can be produced by HLDI by market class and by

month. Such analyses would indicate whether changes had occurred in average loss payment
amounts or claim frequencies. There is a delay of approximately two months after the end

of a given month of interest before sufficient percentages of claim reports have been re-

ceived. It would be necessary, in addition, to look at several months experience before any

sound, even tentative, conclusions concerning new trends could be reached.

SUMMARY

The extent and duration of the energy shortage is not yet predictable, although

there is apparently no doubt that there will continue to be at least short term shortages of

gasoline and truck fuels. In view of uncertain short term prospects and the many aspects of

the situation that are changing, it is not possible at this time to predict with any confidence

what the short term effects, even as to direction, will be on each of the various categories of

highway losses.

In the longer term, even assuming some relaxation of the fuel shortages, it seems

probable that the trend toward smaller cars which began before the present energy shortage
will continue. Despite the considerable research evidence that improved occupant protection

measures become even more important as cars get smaller, the bulk of the proposed federal
motor vehicle safety standards in this area were postponed last year by the National High-

way Traffic Safety Administration (Status Report, Vol. 7, No. 22, November 27, 1972).

Without dramatic decreases in. vehicle fragility and increases in restraint usage or other

improved occupant protection measures (especially including airbags), the trend towards
smaller cars will resUlt in long term increases in both damaged people and property.
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EXCERPT

INSURANCE INSTITUTE For HIGHWAY SAFETY
Watergate Office Building

2600 Virginia Avenue. N. W.

Washington, D. C. 20037

Vol. 5, No. 6 April 2, 1970

CRASH-RELATED • LOSS DATA GIVEN TO SENATE 

Large, heavy cars are substantially safer for occupants in crashes than small,
light ones -- and for all sizes, federally-required equipment in newer models is paying
off to the benefit of crash occupants.

That was the import of data presented at recent hearings of the Senate Antitrust
and Monopoly Subcommittee by Dr. B. J. Campbell, director of the University of North
Carolina Highway Safety Research Center. Campbell's findings were reinforced by a De-
partment of Transportation report to the subcommittee on preliminary results of a DOT-
funded study by New York State of injuries associated with crashes of 31 makes of cars
covering the model years 1905-1960. The study began in mid-1968.

Dr. Campbell said data such as his would help potential car buyers to "assess the
risk and weigh it with the alternative values" before purchasing a particular vehicle.

"It should be of more than passing interest to drivers to know that in the event of a
crash their chance of a serious or fatal injury is associated with the car they are driving,
Campbell observed, "and that depending on their choice, the 'odds' could be reduced 50
per cent or increased 100 per cent."

Using an injury severity index of 100 as the average frequency of driver injury for
all cars in his study, which was based on crash reports for 270,697 cars, Campbell found
there were 13 models with driver injury rates lower than average:

Year Make Index Sample Size

1960 Standard Ford 84 1813

1962 Big Pontiac 60 318
1962 Standard Oldsmobile 52 569

1964 Standard Chevrolet 88 2961

1966 Big Oldsmobile <50 102

1966 Standard Oldsmobile 51 207

1966 Standard Chevrolet $3 1355

The lesemece Ino,me for I•ligls.ay Wet, Is cm independent, nonpraRt. scientilic and educational organisation. II is dedicated to reducing

thst tosses--dea,hs, und donogc-res,ing Icons crashes on the nation's highways. IC, Insiitvt• is supported by the A.V.,on
1.11.1,0,CO As.,n1.0n, tic,C1.CM Of Aki15,m31•• Mulyal InIvfen,• Companies and the NOI•OnCI Association at Independent Inlietrs,

which rep•esent companies wraing moss of ,t:e nahon's autemob.le insurance.
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Year Make Index Sample Size

1967 Big Buick 450 135
1967 Small Oldsmobile 54 237
1968 Big Pontiac <50 115
1968 Standard Pontiac <50 188
1968 Standard Chevrolet 76 789
1968 Chevelle 77 664

Thirteen cars with a higher than average injury index were:

Year Make Index Sample Size

1960 Corvair 191 365
1961 Corvair 147 505
1962 Corvair 197 181
1962 Chevy II 152 543
1962 Fairlane 131 585
1963 Fairlane 139 782
1964 Valiant 154 345
1964 Small Dodge 158 200
1965 Chevy II 189 179
1965 Valiant 167 217
1966 Valiant 160 143

combined VW Type II (Bus) 219 195
combined VW Type I (Regular) 141 4286

Campbell said that for all cars covered in his study, "Later model cars (which have
more crash safety features) show up better than earlier model cars." Significantly lower
levels of serious injury, he indicated, were associated with the newer models than the old.
He also stressed that his data were not directed at questions of crash frequency by make,
model, age or size of the studied cars.

The New York State findings submitted by DOT to the subcommittee showed that "the
light cars generally experienced a higher percentage of severe accidents (non-collision or
rollover) and generally had a higher percentage of drivers under 30," according to the
federal agency. DOT said it wanted further analyses to determine "the degree to which the
higher percentage occurrence of severe injuries in light cars was due to their weight and . .
due to a driving population which gets into more severe accidents."

The report included this table from the New York State study:

Crash-Involved
Size Grouo

1. Domestic "luxury" regular
2. Domestic "intermediate"
3. Dorn...;tic "w:.,:iortiy" regular
4. 1)i1'•.;tir c.r,11,1,t
5.

Combinod

Per Cent
Occurrence of

Average Serious or
Weight, lbs. Fatal Injury 

4,800
3,700
3,400
2,800
1.900

3.1
4.0

5.2
6.4
0.6
5,5



231

EXCERPT

INSURANCE INSTITUTE
for Highway Safety

Vol. 8, No. 22 November 27, 1973

Small Car Hazards Reported
The current increase in small car sales "will lead to a greater number of injuries," including fatal and

crippling injuries, a University of Michigan research group has warned.

The group based its conclusion on an extensive analysis of crash injury data from national and local

crash investigation files. Its analysis showed, it said, that the following rule should be applied to new cars in

crashes:

"... once involved in an accident, the chance of injury in this car increases at the rate of about 2.5

per cent for each decrease of 100 pounds in vehicle weight."

The analysis also indicated that smaller cars are involved in single vehicle crashes at a significantly

higher rate than larger cars, and in other crashes at about the same rate as larger cars.

The warning and the rule were contained in a report (HIT Lab Reports, Vol. 3, No. 9) written by

James O'Day, D. Henry Golomb and Peter Cooley of the University's Highway Safety Research Institute

(HSRI).

Their conclusions underscore similar. earlier research findings, including those reported by the New

York State Department of Motor Vehicles and the Insurance Institute for Highway Safety, that occupants

of compact and smaller size cars are substantially more vulnerable to death and serious injury in crashes

than occupants of sedan and larger size cars. (See Status Report, Vol. 6, No. 21, Nov. 16, 1971.)

The HSR1 report stressed that the higher levels of crash injury associated with small cars is not a

result of more occupants in such cars. In fact, it found that the "average number of occupants in small cars

is slightly lower than in large cars," rather than higher.

rtsz a e
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It also found "little difference in the use of restraints by the large and small groups defined in this

study. One must conclude that the increase in injuries is most probably a result of car weight and
protection offered by interior size, rather than from these other factors."

As to the widespread notion that smaller cam are involved less frequently in crashes than larger
ones, the HSRI report noted that in single vehicle crashes covered by the study, smaller cars were "over-
represented," possibly "because of their drivers; or perhaps because of stability, handling, or control
characteristics; or because of a combination of the two."

The report also suggested that an auto population solely of smaller cars, when compared with an
identical size auto population solely of larger cars, would produce both more crashes, and more injuries per
crash. There would be "about 50 more injury accidents per 10,000 reported accidents" for the smaller car
population and the number of injuries would be "somewhat higher," it found.

• For its definition of "small cars," the study used a conservative grouping that included "essentially
all mini-cars, nearly all of the compacts, and the lighter half of the intermediates. The large car group
includes the remaining half of the intermediates, and all full-size vehicles." The data were based on crash
files primarily for the 1968-1970 period. "Later accident data will be available' in the near future," the
report said. "With such data the relative safety of the American 2000-2500 pound vehicle can be more
accurately assessed."
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STATUS. REPORT

INSURANCE INSTITUTE
for Highway Safety

Vol. 6, No. 21 November 16, 1971

Tests Show Small-Car Dangers
Occupants of so-called "economy cars'' face dangers in crashes that are "far

greater" than those faced by occupants of larger-size cars, according to filmed
results of an exploratory crash test program made public today by the Insurance
Institute for Highway Safety.

Dr. William Haddon, Jr., president of the Institute, said in a statement
accompanying release of the test results that the discrepancy between crash protec-
tion afforded by smaller cars and that offered by larger, family sedan-type cars is
a "tragically widespread" kind of intervehicular incompatability that "should be of
particular concern to society because of the sizable human damage it is producing."

The test series consisted of six two-car head-on crashes, with each car
traveling at speeds between 40 and 50 miles per hour — speeds much lower than
those allowed and often driven on newer highways today. Each test involved the
crash of a small car with a sedan-size car. Seven of the cars were 1972 models;
the other five were 1971's, four of which were not instrumented with dummies.
Both cars in each crash test were made or marketed by the same company —Gen-
eral Motors, Ford Motor Company, Chrysler or American Motors.

Haddon termed the tests "particularly timely" since "domestic manufactur-
ers, in an effort to compete with the sales of small imported cars, have vigorously
entered the field of small car production and marketing . . . ."

(cont'd. on page 2)

Head-On
1972 Ford Pinto (left)
and 1972 Ford Galaxie
at actual moment of
impact in a medium-
speed crash test. More
photos, crash result
highlights inside.

The I narrows I nstitute for Higlosay Safety is an independent, nonprof it. scientif it and educational organization. it is dedicated to reshot,
the losses —sloths. injuries and property damage—resulting from crasMs on the nation's hihsveys. The Institute is supported by the American
I nsurance A nociation, the Natiorol A wecletion of Automotive Mutual Inform,' Companies. the Nation& Association of I ndeperident Insurers
end several inditidual insurence tompaniee.
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"The public is being heavily exposed to advertising information extolling the
purchase-price and operating economies claimed for these cars, but it is not being
given vital information about their distinct safety hazards," Haddon noted. He cited
estimates that small car sales will represent 50 per cent of all new car sales before
1980.

"As the share of these small cars in the total vehicle population continues to
expand on U.S. highways, they can be expected to become involved in a commensu-
rately increasing share of collisions, including collisions with such larger cars as
the traditional family sedan," he said.

The relative lack of crashworthiness of smaller cars in their collisions with

larger ones must be viewed, Haddon said, in the context of a "modern day highway
environment that mixes large, intermediate and small vehicles at speeds compara-
ble to and often considerably higher than those in the 40 to 50 mile per hour tests"
conducted by the Institute.

(contd. on page 3)

In Brief

How The Tests Were Run

Each test in the medium-speed crash test program involved
a head-on crash of a small-size car and a sedan-size car, each
traveling between 40 and 50 miles per hour, with a speed differ-
ential never larger than four miles per hour in any given test.
The test cars were "driven" into each other by test drivers using
remote control drive units in nearby "command" cars. In the
initial tests — of 1971 Chevrolets and 1971 Fords — the cars were
not equipped with dummies; anthropometric dummies were installed
in the outboard front seating position of each of the cars in all other
tests. Following are the models tested, their weights and their
speeds:

=ALL CARS SEDAN CARS

MODEL army!. [ZS! MPH MODEL WEIGHT LBS.. MPH

1971 Chevrolet rep 2.500 43.0 e--ta 1971 Chevrolet Impala 4,107 43.2

1971 Ford Pinto 3.1011 44.3 feet. 1971 Fo. Galax. 3,971 43.0

1972 Chevrolet Vega 1.41$ 47.3 0-11 1972 Chevrolet Impel& 4,341 41.4

1972 Ford Plato 2,390 49.5 +-v.-.1972 Fo. Gala., 4,114 44.7

1971 Dui. Colt 2,344 47.4 4.--e—t 1972 Plyrricnith Fury 4,200 49.4

1972 American Gremlin 1.815 43.4 ‘—tee. 1972 American Ambasudor 3.914 44.7

'All weights are cu. weight, advertised with the w•Ight of remote control drive unit• (between 90 •nd
IOC pounds itschl added for all tare. •nd the weight of durnrnItta 1215 pounds each, also added for •Il .72
t •ra the 1371 Dodd. Coll.

a
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SMALLER CAR
1972 Ford Pinto
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OCCUPANT PACKAGE

Roof caved in; right door latch broke,

door opened; windshield tore loose,

fell into passenger compartment onto

dummy; rear window popped out.

LARGER CAR
1972 Ford Galaxie

COMPARTMENT INTERIOR

Lap and shoulder belts broke; non-

adjustable head restraint would not

position fully behind dummy's head.

TEST DUMMY

Head impacted roof, sun visor, wind-

shield, dashboard; lacerations on fore-

head, right side of face, nose, left

hand, right thigh; glass splinters in

face; legs pinned under dashboard.

Abrasions on right forearm; lacera-
tions on right palm.

OTHER

Battery smashed; fuel tank ruptured, Battery smashed.

leaked.

(cont'd. from page 2)

The problem would not be solved simply by removing larger vehicles from

the highway, he said. The "vulnerability of small-car passenger compartments and

the amounts of exposure to hazard they permit their occupants . . . cannot be

explained away by the size and weight of larger vehicles. We believe, rather, that

the relative lack of crashworthiness of small cars is substantially inherent in their

design — in the amounts and kinds of spaces and structures they use to shield, or

not to shield, their occupants from injury and death," he said.
(cont'd. on page 4)

29-982 0 - 74 - 16
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SMALLER CAR
1972 American Gremlin

LARGER CAR
1972 American Ambassador

COMPARTMENT INTERIOR

Shoulder belt latch broke; nonadjust-
able head restraint would not fully
position behind dummy's head.

Shoulder belt anchor tore out of roof;
adjustable head restraint would not
fully position behind dummy's head.

TEST DUMMY

Head impacted roof, sun visor, wind-
shield, dashboard; face severely lac-
erated; legs pinned under dashboard.

Head impacted sun visor, dashboard.

OTHER

Battery smashed. Battery smashed.

(cont'd. from page 3)

Haddon noted that "smaller cars increasingly common on today's highways
are characterized by sizes, weights and designs that are much less adequate even
than currently produced larger cars in terms of:

• "Provision of sufficient energy-absorbing structure, external to the pas-
senger compartment itself, to guarantee maximum attenuation of crash forces by
means of adequately planned compression or crushing.

• "Maintenance of the integrity of the passenger compartment itself — the
package NA ithin which the human cargo is located.

• "Protection of the passenger compartment from intrusion by outside
objccts, such ns hoods.

• "Provision of sufficient space within the passenger compartment to keep
bolted occupont8 from impacting damaging structure — roof pillars and beams, for
example — and also to allow enough spatial depth for padding and other passive
restraints." 

(cont'd. on page 5)
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SMALLER CAR LARGER CAR
1972 Chevrolet Vega 1972 Chevrolet Impala

COMPARTMENT INTERIOR

Nonadjustable head restraint would not Adjustable head restraint would not
position fully behind dummy's head, position fully behind dummy's head.

TEST DUMMY

Head impacted windshield, dashboard;
dummy beheaded; legs pinned under

dashboard; glass splinters in face;

chin, forehead lacerated; arm cut;

battery acid on shirt.

OTHER

Head impacted dashboard, heel of
right hand lacerated.

Battery smashed, acid entered passen- Battery smashed.

ger compartment.

The Institute's test results are consistent with findings in a New York state

study. carried out in 1968 for the U.S. Department of Transportation, that com
-

pared injuries from crashes of 420,000 various-size automobiles. The study f
ound

a "strong association" between "the weight of a car and the per cent of ac
cidents in

which there was a fatality. or serious injury in that type of car."

A preliminary report to the Department of Transportation on the New York

state study included the following table: Per Cent
Occurrence of

Crash-Involved Average Serious or

Size Group Weight Fatal Injury 

1. Domestic "luxury" regular 4,800 3.1

2. Domestic "intermediate" 3,700 4.0

3. Domestic "economy" regular 3,400 5.2

4. Domestic compact 2,800 6.4

5. Foreign compact 1,900 9.6 

Combined - 5.5

(contd. on page 61 •
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SMALLER CAR
1971 Dodge Colt
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OCCUPANT PACKAGE

Windshield partially tore loose, draped
into passenger compartment.

LARGER CAR
1972 Plymouth Fury

COMPARTMENT INTERIOR

Lap belt buckle unlatched; shoulder
harness strap broke; adjustable head
restraint would not position fully be-
hind dummy's head, flew out of car in
crash.

Shoulder harness strap broke; adjust-
able head restraint would not position
fully behind dummy's head, pushed
into "down" position in crash.

TEST DUMMY

Head impacted sun visor, header,
wiadshield; head lacerated; glass
splinters in face; legs jammed under
dashboard, broke at hip joint.

Head impacted dashboard.

OTHER

Battery smashed. Battery smashed.

(cont'd. from page 5)

In describing the Institute's medium-speed crash test series Haddon pointed
out that, although "the tests were not meant to show whether or not a car's safety
components were in compliance with the (federal motor vehicle safety) standards,"
they "may well indicate where standards require toughening."

The film and Haddon's statement identified, for example, head restraints
that could not be positioned fully behind the test dummy's head, one head restraint
that flew out of the car in a crash, shoulder and lap belts and latches that broke or
otherwise failed, three windshields that fell into the passenger compartments of

(cont'd. on page 7)
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(ront'd. from page 6)

their small ears, and one windshield — that of the 1971 Chevrolet Vega — that was
penetrated by the car's hood "like a horizontal meat cleaver."

Data and films from the crash tests have been supplied to the National High-
way Traffic Safety Administration, National Transportation Safety Board, Federal
Trade Commission and the manufacturers of the vehicles tested.

rMeat Axe Effect'

* * *

Test Shows Need For Rule
The National Highway Traffic Safety Administration will find in the outcome

of the crash test of the 1971 Chevrolet Vega and Chevrolet Impala strong support
for moving forward with its plan, now in the Advance Notice of Proposed Rule-
making stage (Docket No. 69-17), to set a standard prohibiting penetration of auto-
mobile windshields by their hoods in crashes.

As in this crash, hood penetration of windshields in guillotine fashion exac-
erbated in small cars, which give the front-seat occupants less room between their
heads and the windshield. A person riding in the
crash-tested 1971 Vega would have been impacted

transversely byby the hood edge.

Since November 1969, the NHTSA has
kept its advance notice docket open. Both for-

eign and domestic auto manufacturers' submis-

sions to the docket indicate that the auto indus-

try supports adoption of such a standard. The

next step — issuance by NHTSA of a Notice of

Proposed Rulemaking —has not yet been taken.

Meanwhile, the agency's accident investi-

gation division has submitted a report of an analy-

sis of 716 serious, real-world crashes looked at

by NHTSA multi-disciplinary accident investiga-

tion teams. In 467 of these, damage was sus-

tained by the fronts of vehicles.

From this sample the investigation division discovered that in 33 of the

crashes the rear edge of the hood penetrated the windshield —4.6 per cent of all

the crashes and 7.1 per cent of those with frontal damage. It also found that 44

of the 46 occupants in those cars involved with hood penetration of the windshield

were front-seat occupants —that is, those most exposed to the lethal meat-axe

effect.
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Test Report Available

Single copies of the report detailing the Institute's medium-
speed crash test program may be obtained by writing, "Medium
Speed Tests," Communications Department, Insurance Institute for
Highway Safety, Watergate 600, Washington, D. C. 20037.

Inquiries as to availability and cost of the crash test film
should be addressed to ''Test Films," Insurance Institute for
Highway Safety, at the above address.

(Contents may be republirhol, vAole or In port, with attribution.)

INSURANCE INSTITUTE I. HIGHWAY SAFETY

WATERGATE SIX HUNDRED

600 NEW HAMPSHIRE AVENUE, kW. • WASHINGTON, D. C. 20037

AREA CODE 202-333.07701

NON-PROFIT ORG.

U. S. POSTAGE

PAID
PERMIT NO.  

WASHINGTON. D.C 
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EXCERPT

1' l aLi,I

INSURANCE INSTITUTE
for Highway Safety

Vol. 8, No. 18 October 5. 1973

1973 Models: Claims Less Frequent, Higher
A new report released by the Highway Loss Data Institute indicates that in general 1973 model cars

are producing fewer collision claims but higher payments per claim than their 1972 model counterparts.

These results," the report said, "are consistent with evidence suggesting that certain 1973 model

bumpers, while reducing the amount of damage resulting from very low speed crashes to amounts less than

the collision coverage deductible, also possibly either maintain or augment the cost to repair the damage

produced by crashes at somewhat more rapid speeds."

The 1973 model cars were the first to be covered by the National Highway Traffic Safety

Administration's standard 215 which requires only that bumpers prevent damage to safety related

components and only in very low speed crashes — five miles per hour front -into-barrier and 2.5 miles per

hour rear-into-barrier.

The report, which draws on insurance collision coverage data from six companies, compared series

of 1973 models with 1972 models as to their claim frequency per 100 insured vehicle years, their average

loss payments per claim. and their average loss payments per insured vehicle year. Both the 1973 and 1972

model year data were obtained from the same period — September 1972 through July 1973 — from the

same six insurance companies.

"In six of the seven market classes with results for both 1973 and 1972 models, the claim

frequencies were lower for the 1973 models than the corresponding 1972 models. The percentage

reductions ranged from -42- for sub compact and expensive specialty models to -9'4', for the full size and

luxury models. Specialty models showed no change itt results between the two model years.
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"In six of the seven market classes, the average loss payment per claim was higher for the 1973models than for the corresponding 1972 models. The percentage increases ranged from 1% for the compactmodels to 7% for the full size models. In the luxury models there was a -2% decrease in the average losspayment.

"The average loss payments per insured vehicle year were lower for the 1973 models 11,1an thecorresponding 1972 models in live of the seven market classes. The percentage decreases ranged from -2%for sub compact and full size models to -12% for luxury models. Expensive specialty models showed nochange between the two model years, and specialty models showed a 3% increase.

"Among the seven market classes with results from both model years, the average loss payment perinsured vehicle for the 1973 models ranged from $40 for the full size models to S75 for the specialtymodels. The corresponding 1972 model results ranged from $41 for the full size models to S73 for the
specialty models. The claim frequencies for the 1973 models ranged from 8.4 for the full size models to14.4 for the specialty models. The corresponding 1972 model results ranged from 9.2 for the full size
models to 14.4 for the specialty models. The average loss payments for the 1973 models ranged from S468
for the compacts to S526 for the expensive specialty models. The corresponding 1972 model results ranged
from $449 for the full size models to $528 for the luxury models."

The summary results presented in the tables on pages three and four have been standardized to
adjust for different mixes of operator ages and deductibles among the vehicle series. The full report includes
extensively-detailed information for combinations of operator age groups and deductibles.

(Coned on page 4)

Stunts Report October 5, 1973
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The following chart graphically shows the comparative results by market class:

LOSS PAYMENT SUMMARY BY MARKET CLASS — 1973 AND 1972 MODELS — COLLISION COVERAGES

CLAIM FREQUENCY
PER 100 INSURED

AVERAGE
LOSS PAYMENT

AVERAGE LOSS PAYMENT
PER INSURED VEHICLE

MARKET VEHICLE YEARS PER CLAIM YEAR
CLASS 1972 1973 % Change 1972 1973 %Change 1972 1973 %Change

All Series 10.7 10.1 - 6 $465 $484 + 4 $ 50 $ 49 - 2

Sub Compact 12.1 11.6 -4 469 480 +2 57 56 - 2

Compact 10.5 9.9 - 6 465 468 + 1 49 46 - 6

Intermediate 10.8 10.0 - 7 465 478 + 3 50 48 - 4

Full Size 9.2 8.4 - 9 449 480 + 7 41 40 - 2

Luxury 11.1 10.1 -9 528 517 - 2 59 52 -12

Specialty 14.4 14.4 0 510 522 + 2 73 75 + 3

Expensive
Specialty 12.9 12.4 - 4 502 526 + 5 65 65 0

Sports 15.1 (insufficient data) 850 (insufficient data) 128 (insufficient data)

The HLDI report is the organization's second. (See Status Report, Vol. 8, No. 12, June 15, 1973.)
It was based on more than 100,000 collision coverage claims and on collision coverages involving more
than 280,000 insured vehicle years of exposure for passenger cars of the 1973 model year and more than
770.000 vehicle years of exposure for those of the 1972 model year. In the future, HLDI plans to publish
loss results during the first year of availability of the involved vehicles, to include additional makes, and to
base the results on larger volumes of data from additional companies.

FILDI (pronounced "hildy") was formed in December, 1972, as an outgrowth of a special data
project initiated earlier by the Insurance Institute for Highway Safety. (See Status Report. Vol. 8. No. I,
Jan. 3, 1973.) It is a nonprofit organization that gathers, processes and provides the public with insurance
data concerned with human and economic losses resulting from highway crashes.

The membership of the board represents the eight insurance companies — Allstate Insurance Co.,
The Hartford Insurance Group, The Home Insurance Co., Kemper Insurance Group. Liberty Mutual
Insurance Co., Nationwide Mutual Insurance Co.. State Farm Mutual Automobile Insurance Co. and The
Travelers Insurance Co. — that are supplying data to HLDI. The financial support for HLDI is provided by
the eight companies and by the Insurance Institute for Highway Safety. *Welt in turn is supported by most
automobile insurers either directly or through their trade associations. The new report is based on collision
coverars -- that is. insurance that covers damage to the insured vehicle itself supplied by six of the
companies: Allstate. The Home. Kemper, Liberty, Nationwide and State Farm.

The full report. entitled Automobile Insurance Losses, Collision Coverages. -Initial Results for 19 73
Ihnleh Compared with /9 72 Models, (Research Report R73-I . September 1973) is available in single copies
by writing to "R73-1." highway Loss Data Institute. Watergate 600. 'Washington. D.C. 20037. It includes
detailed discussion of the data analysis employed in the study.

Status Report Ocifthee v?.,,

a
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EXCERPT -- PAGES 6-8

INSURANCE INSTITUTE
for Highway Safety

Vol. 8, No. 17 September 10. 1973

Widespread Unrepaired Damage Found
Each year nearly one out of every five recent-model cars is left with unrepaired scars of a

run-of-the-mill crash, a new study released by the Insurance Institute for Highway Safety has revealed.

Analyzing the results of primarily suburban parking lot surveys in n major U.S. metropolitan
areas, the study concludes that the commonness of unrepaired darn:,1Le to rpcent-year automobiles
"strongly" indicates that minor damage producing crashes are "not rare events that on, deviant drivers
experience, but in fact are very common events experienced by a majority of the vehicles and their drivers."

Since such unrepaired damage "may result from crashes that are not reported to the public agencies
or insurers, any evaluation of the real-world effectiveness of vehicle designs intended to reduce low speed
crash damage must take into account this type of damage," in addition to damage that is reported and
repaired following the crash, the study stresses.

Results of the study were presented by Brian O'Neill. an IIHS research staff member, at a National
Highway Traffic Safety Administration public hearing in Washington, D.C. At the hearing NHTSA officials
heard comments from industry and the public on NHTSA's effort to develop a standard that would
eliminate damage to automobiles in low speed crashes. Such a standard is required by the Motor Vehicle
Information and Cost Savings Act of 1972.

The surveys unde,...ng the study were conducted in parking lots in the metropolitan areas of
Atlanta, Chicago, Cleveland, Dallas, Denver, Detroit, Minneapolis-St. Paul, St. Louis and Washington. D.C.
Vehicles of the 1968 through 1972 model years — vehicles, that is, manufactured prior to the effective date
of federal safety standards affecting bumper designs — were examined, and their unrepaired damage
appraised. Damage judged not to be the result of a collision was excluded.

Highlights of the study included the following:

• Damage by Market Class: The estimated percentage of cars that each year sustained crash
damage that was left unrepaired was highest among smaller cars and lowest among luxury and expensive
specialty cars. By market class, the figures were: subcompacts, 30 per cent; compacts, 23 per cent:
intermediate, 18 per cent; full size, 18 per cent; luxury, 13 per cent; specialty and sports, 20 per cent:
expensive specialty, 13 per cent; and station wagons, 21 per cent.

"The extent to which they [the variations between classes1 may reflect differences in crash
frequencies, variations in the designed-in delicateness of the vehicles themselves, and/or variations in owner

maintenance practices is unknown," the study says.

• Damage by Age: The older the car, the higher were both the frequency and dollar values of its

unrepaired damage. The observed percentages of cars with unrepaired crash damage were 15 per cent for

1972 models. 28 per cent for 1971 models. 42 per cent for 1970 models, 52 per cent for 1969 models and

58 per cent for 1%8 models. The average estimated cost per damaged car to fix the damage was $74 for

1972 models, S75 for 1971 models. S91 for 1970 models, $105 for 1969 models, and SI 15 for 1968

models. (Conn! on ;we St

Status Report Septembcr 10. 1973
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Corner Damage Predominates

An analysis of unrepaired damage survey data from two major metropolitan areas has found a high
involvement of automobile corners and rear ends in such damage — high enough to "strongly suggest that,
despite the claims of auto manufacturers and others to the contrary, these areas of the car are very
vulnerable to damage and also very frequently involved in damage producing crashes."

(For details of such claims, see Status Report, Vol. 7, No. 3, Feb. 14, 1972, "Data Dispute GM,

DOT Back Bumper Claims," and Vol. 8, No. 2, Jan. 15, 1973, "GM Claims Little Damage Around the

Corner.")

The analysis, discussed in the study released by IIHS, uses data from the surveys in the Washington,

D.C. and Atlanta areas. It finds that in both front and rear end unrepaired damage, corner damage

substantially outweighed front and rear center damage, and that rear end damage of all kinds outweighed

front end damage of all kinds.

"These results show that the rear ends of the automobiles were, in general, more frequently

damaged than the front ends. Between 34 per cent and 41 per cent of the damaged locations were on front

ends compared with between 43 per cent and 49 per cent on rear ends. Comparing front centers and rear

centers alone, the frequency of rear end damage was again higher than front end damage; front center

damage ranged from 10 per cent to 14 per cent and rear center damage from 17 per cent to 20 per cent.

"Corner damage was very common for all model years; between 52 per cent and 54 per cent of the

damage locations were oil the corners of the vehicles."

A breakdown of the results by model year follows:

DISTRIBUTION OF UNREPAIRED CRASH DAMAGE BY LOCATION OF DAMAGE
ON THE VEHICLE BY MODEL YEAR —

ATLANTA AND WASHINGTON, D.C. METROPOLITAN AREAS
June — October 1972

LOCATION OF DAMAGE MODEL YEAR
1968 1969 1970 1971 1972

Front. Center 11% 11% 12% 10% .14%

Corner, Front 24% 23% 24% 24% 27%

ALL FRONT 35% 34% 36% 34% 41%

Rear. Center 18% - 18% 20% 18% 17%
Corner. Rear 28% 29% 29% 28% 26%

ALL RI AR 46% 47% 49% 46% 43%

ALI CORNI RS 54'; 52'4 53% 52',4 5.3';

ALI SIDI S 19'; 19'; 14'; 18'; . 16';

SAW, Report Sepiember 10. 1971
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These declines in damage values and frequencies for newer cars "should not be misinterpreted as an
indication that the more recent model year automobiles are less costly to repair than earlier model year
automobiles," the study warns. It says the decline is because "there will be an increasing percentage of
older cars involved in more than one crash in which the damage is subsequently unrepaired: therefore, the
amount and hence the dollar value of unrepaired crash damage as well as its frequency should increase with
the age of the vehicle."

• Damage by Metropolitan Area: The estimated percentages of cars that each year sustained crash
damage left unrepaired ranged from a low of 10 per cent in the Cleveland and St. Louis areas to a high of 40
per cent in the Washington. D.C. area, with the following between: Dallas, 14 per cent: Minneapolis-St.
Paul, 15 per cent: Detroit. 18 per cent; Atlanta, 23 per cent; Chicago, 24 per cent; and Denver. 36 per cent.
"The precise reasons for these wide variations between metropolitan areas are not known," the study notes.
adding that a similar survey conducted in 1970 by Ford Motor Co. "also indicated wide variations between
metropolitan areas in the percentages of vehicles observed with unrepaired crash damage."

The study says that "subsequent reports in this series will compare the real world frequencies and
amounts of unrepaired crash damage to 1973 and later model year vehicles with the experience of earlier
models." Such data, it notes, "provide one of the important measures for evaluating the extent to which
vehicle manufacturers are reducing the designed-in susceptibility of their vehicles to damage in low speed (0
to 20 miles per hour) collisions."

The study's authors were James Casassa, II, of the research department of State Farm Mutual
Automobile Insurance Co., Brian O'Neill, of the Ill-IS research staff, and Irwin Miller and Sandra Stone, of
Arthur D. Little, Inc. Surveys on which the study is based were conducted by State Farm, IIHS. Arthur D.
Little, Inc., and the Independent Automotive Damage Appraisers Association, during June-October, 1972.

Copies of the study are available by writing "Unrepaired Damage," Insurance Institute for Highway
Safety, Watergate 600, Washington, D.C. 20037.

Status Report September 10. /973
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EXCERPT-- PAGES 3 AND 4

INSURANCE INSTITUTE
for Highway Safety

Vol. 5, No. 22 December 15, 1970

NESE IGNORES ITS OWN STUDY IN SPEED CONTROL PLAN 

The National Highway Safety Bureau has proposed that speed lirnits be built into high-
way vehicles — but at a ceiling higher than the bureau's own experts earlier recommended as
an absolute maximum.

Starting Oct. 1, 1972, the bureau's three-part proposal would:

1) Set 95 miles per hour as the speed ceiling that must be built into all new vehi-
cles — cars, trucks, buses, multi-purpose vehicles and motorcycles;

2) Set 85 miles per hour as the highest speed that could be shown on a vehicle's
speedometer;

3) Require that as a vehicle entered the 81-85 mile per hour speed range its horn
would sound and warning lights flash until the speed dropped below that point.

In announcing the proposal, the bureau suggested that building speed limits into cars
could mean less expensive vehicles, because it "may result in substantial reduction in the
cost of manufacturing vehicle power plants."

The bureau cited in its announcement a Cornell Aeronautical Research Laboratory
study showing that at speeds over 80 miles per hour, 509 of 2,948 "unbelted exposed per-
sons," or 17.3 per cent, were killed. However, it offered no evidence to suggest how its
proposed masking of speedometers above 85 miles per hour, or the sounding of horns and
blinking of warning lights in the 81-85 miles per hour range, would reduce crash losses.

5.
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A forerunner of the new proposal was the bureau's 1967 "advance notice" of intent
to publish a speed control standard for new vehicles. Response to the notice was almost
entirely from auto manufacturers and muscle car proponents — and was almost entirely in
opposition. This contrasted with the results of a CBS television poll, conducted the same
year, showing that 52 per cent of 1,081 surveyed drivers would favor built-in speed-limiting
devices.

Evidence that 95 miles per hour would be excessively high for such limits was con-
tained in a little-publicized NHSB report released in early 1969 and entitled, "Maximum
Safe Speed for Motor Vehicles." *(Copies are available on request, for $1, by writing the
Superintendent of Documents, Government Printing Office, Washington, D. C. 20402. )
That report, not referred to in the new bureau proposal, pointed out that:

• No maximum posted speed limit in the United States exceeds 80 miles
per hour. (Two states, it reports, have no posted limits. )

• Based on an examination of crash data in one surveyed state, 'fatali-
ties might be reduced in the order of 13 per cent if the speed rriaximum
were set as low as 60 miles per hour," and with a 70 mile per hour maxi-
mum, an "eight per cent (fatalities cut) might be akhievable" — but for
crash speeds above 80 miles per hour, available data are "inadequate for the
purpose of quantifying hazard-casualty-speed relationships." (The report
noted that an eight per cent reduction in fatalities for the nation because of
a 70 mile per hour speed maximum would mean 4, 000 lives per year.)

• Even for a "fully restrained occupant who 'has been packaged to provide
large areal distribution and controlled acceleration rates of the crash forces
up to a peak of about 40 G's" —such as with an effective air bag system —
the "maximum crash speed that can be tolerated without exceeding the
human injury threshold . . . (is) about 85 miles per hour." (G forces
experienced by an occupant in a 95 mile per hour crash would be 25 per.
cent greater than in an otherwise identical crash at 85 miles per hour.)

• The "majority of foreign cars" — but "only two domestic modils" —
surveyed in the report had maximum speed capabilities lower than 90
miles per hour.

A major contributer to the 1969 report was Col. John Stapp, a bureau official
reknowned for his research in high-speed crash survivability.

A vehicle speed performance ceiling above 90 miles per hour, Stapp said in the
report, would be "a gratuitous promotional extravagance and a total waste for the law abid-
ing consumer." Stapp urged — and the report concluded by recommending — that the bureau
adopts standards-making strategy "to control (peed) at 90 mi4es per hour as a beginning and
work down as public acceptance grows and more evidence is gathered to show the additional
payoff at lower maximum speeds."

Comments on the proposal (docket 1-19) may be sent to: Docket Section, National
Highway Safety Bureau, Room 4223, 400 Seventh Street, S.W., Washington, D. C. 20591.
Closing date for comments is Feb. 26, 1971.
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EXCERPT -- PAGES 7 AND 8

INSURANCE INSTITUTE
for Highway Safety

Vol. 6, No. 1 January 18, 1971

SAFETY COUNTERMEASURES URGED FOR TRUCKS, BUSES 

The former director of the National Highway Safety Bureau has urged attention to
five countermeasures which, he said, have been neglected in efforts to reduce highway
losses due to truck and bus crashes.

In a paper delivered this month in Detroit, Michigan, to the Automotive Engineer-
ing Congress of the Society of Automotive Engineers, Dr. William Haddon, Jr., president
of the Insurance Institute for Highway Safety, said he had picked the five as "especially
noteworthy" because "each (is) comprised of a situation contributing prominently to such
losses and, correspondingly, of the analogous countermeasures . . . (and) because each
is being either largely ignored or, at best, inadequately handled both in the private and
public sectors."

1. Heavy trucks and buses are incapable of braking to a stop in the same distance
as automobiles, he said, even though it is "a logical, necessary performance requirement
for all vehicles" that they have the same braking ability. "Actual braking performance of
heavy t:ucks is commonly two to three times worse than that of passenger cars," Haddcn
said. He cited a "multivehicular holocuast" Nov. 29, 1969, on the New Jersey Turnpike
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in which "one after another huge truck was unable to stop in a short enough distance and
plowed into the vehicles and people ahead." There is no adequate federal standard for
truck braking rates, he noted.

2. . . . For trucks, most roads in effect have no guardrails," he said. Since
this is "a situation not likely to improve rapidly, I believe that we can expect increased
numbers of . . . disasters in which so-called guardrails fail properly to retain impacting
vehicles, especially trucks."

3. Another situation which, he said, "pleads for energetic correction" is the
failure to design trucks so that "hazardous cargoes do not spill in crashes at the maximurr
operating speeds for which the vehicles involved are designed." Haddon said absence of
such crash design contributes "greatly to highway losses, and this, too, I believe, will
continue for some time to worsen."

4. Concerning buses, he said that "the failure to prevent most, if not virtually
all injuries of any severity to crashing bus passengers must be attributed to inadequacies
in . . . design," particularly since bus dimensions, their maximum speeds and the
available technology and hardware could be applied to proper packaging of bus occupants.

5. A California study, he said, has indicated that "alcohol use by drivers of
lighter trucks appears to be a very major problem . . . . Strong countermeasure devel-
opment and implementation and evaluation directed at this light truck operation part of
the overall alcohol and highway safety problem, each supported by thoroughly competent
research, are long overdue, and nowhere substantially present."

29-982 0 - 74 - 17
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EXCERPT

INSURANCE INSTITUTE
for Highway Safety

Vol. 7, No. 22 November 27, 1972

NHTSA Plans Extensive Vehicle Rule Delays
In an "update" of its "Program Plan for Motor Vehicle Safety Standards," the National Highway

Traffic Safety Administration has quietly postponed projected effective dates for more than 25 new safety
standards, amendments to existing safety standards and regulations by a combined total of more than 30
years.

The agency eased a revised schedule of its projected rulemaking activity into a public docket file with
no official signature, official letter of transmittal or annotation as to where the document originated.
Although the file is open to public inspection, it is seldom reviewed by other than motor vehicle industry
representatives.

Virtually the only major rule to escape the widespread postponements is NHTSA's passive restraint
rule. That rule is currently under court review because of auto maker dissatisfaction with its requirements.

- (See Status Report, Vol. 7, No. 5, March 13, 1972.)

NHTSA issued its first "program plan" in August, 1970. A revised plan was issued two months later.
A third revision was published and circulated in October, 1971. The October, 1971, version of NHTSA's
projected rulemaking activity said that the publication is intended as a "guideline and working document."
It sad that the schedules in the plan "represent the best estimates" of NHTSA's timetable, and cautions

that those plans "are subject to change at any
time."

• NHTSA Proposes Auto Makers Supply
VIN's . . . Page 3

• NHTSA Conducting 63 Defect Probes,
15 Are Two Years Old . . . Page 4

• Columinst Hits Auto Makers on Safety
Belt Comfort . Page 10

• New York Court Halts Attempt To
Speed Traffic Prosecutions . . . Page 11

• DOT Moves Toward Highway Standards
For Federal Agencies . . . Page II

The current revision in the plan, which
reflects across-the-board delays, is dated Nov.
1, 1972. According toss official stamp on the
document, it was placed in the public file
Nov. 8, 1972.

A Nov. 6, 1972, story in Automotive
News, by Helen Kahn, a veteran Washington
and Detroit' reporter, had said that the auto-
mobile rulemaking "atmosphere in Wash-
ington is expected to 'be considerably more
relaxed" during the next four years.

In addition to the blanket postpone-
ments, NHTSA has altogether dropped plans
to upgrade its exterior protection standard
(FMVSS 215). The standard is now aimed :it

Yoe ...I.,. I to, 01,0”..., See, Is tut wodep.hdent. mnprof tt. selentofic and educationel OtgaroiatsonIt s dolocettd to trtiu, Ft,

the losses—deaths, In, ',.,,.,d prOP11,1t, demage—rewitma from crashes on the natton's Mghways TM InstItute suPfXtrted by the Amet,cen

Insurance Assoctatton, the leaticamt Asadedation of Aufoneolove Mufule Insurance Consommes. the eflatteml As.culhon of Indeddeedent Insurers
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protecting i limited number of "safety related" items from damage during low speed crashes. In its

October, 1971, "pi ogram plan," the agency said it expected to extend "the scope of the no-damage

requirements to any subsystem of the vehicle that (when damaged) may adversely affect the vehicle's sale

operation." The new revision gives no schedule for issuing property damage standards mandated by the

"Motor Vehicle Information and Cost Savings Act." (See Status Report, Vol. 7, No. 19, Oct. 16, 1972.1

However, a safety administration official told Status Report that the agency "is working on that now."

The most noteworthy safety standard postponements include:

• A four year delay (Sept. I, 1976, to Sept. 1, 1980) in the effective date of a new standard that

would be aimed at protection of pedestrians and cyclists when they are hit by a motor vehicle. The planned

rule is directed at improving vehicle exteriors in order to "reduce injury levels to pedestrians and cyclists

during initial vehicle impacts and if possible ... control his trajectory to reduce the severity of secondary

impacts," NHTSA said in its October, 1971, "program plan."

• A delay of almost two years (Jan. 1, 1973, to Sept. 1, 1974)on an amendment to the consumer

information regulation on vehicle stopping distance that would give consumers information on wet

pavement stopping performance.

• A delay of almost two years (Sept. 1, 1972, to May 1, 1974) on a new consumer information

regulation that would "provide the consumer with qualitative information to assist him in making an

informed choice when purchasing tires." (See Status Report, Vol. 6, No. 18, Oct. 4, 1971.)

In the National Traffic and Motor Vehicle Safety Act of 1966, the Congress mandated that NETSA

issue a uniform quality grading system for motor vehicle tires. The law called for that standard to be issued

before 1969.

• A two year delay (Sept. 1, 1973, to Sept. 1, 1975) in a new standard that would seek "to deter

and limit excessive speeds" by limiting the maximum attainable speed of a vehicle and by using visible and

audible warnings as a vehicle approaches that speed. (See Status Report, Vol. 5, No. 22, Dec. 15, 1970.)

• A two year delay (Sept. 1, 1975, to Sept. 1, 1977) in "major revisions and additions to the

present requirements for defrosting, defogging, wiping and washing systems" (FMVSS 103 and 104).

• A two year delay (Sept. 1, 1975, to Sept. 1, 1977) in a new standard to require "installation of

spray protectors where existing vehicle structure permits spray produced by the vehicle's wheels to impair

the visibility of following traffic."

• A one year delay (Sept. 1, 1973, to Sept. 1, 1974) in applying indirect visibility 
standards

(mirrors) to trucks, buses, multipurpose passenger vehicles and motorcycles.

• A one year delay (Sept. 1, 1976, to Sept. 1, 1977) is also anticipated for improvements in indirect

visibility (mirrors) on passenger cars (FMVSS 111).

• A one year delay (Sept. 1, 1973, to Sept. 1, 1974) in the effective date of a new standard to

"specify requirements for passenger seats in buses." The new rule is supposed to carry requirements for

"strengthened seats and seat anchorages, seat back protection and increased seat back height."

• A one year delay (Sept. 1, 1973, to Sept. 1, 1974) in an amendment that would combine "seat

and head restraint performance requirements and upgrade(s) these performance requirements."

• A one year delay (Aug. 15, 1973, to Sept. 1, 1974) for passenger cars and a four year delay (Sept.

I, 1977) for forward control vehicles (such as vans) on an amendment to upgrade protection for drivers '

against impacts with steering assemblies.
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APPENDIX C 

THE ENERGY CRISIS AND HIGHWAY SAFETY 

The energy crisis promises to exert significant effects on highway safety,

but at this point no one is quite sure just how profound or far reaching those

effects will be.

Like many agencies and individuals, the Highway Safety Research Center

is study the problem and in the near future will conduct further studies into

some aspects of the energy-safety issue.

Already," says HSRC Director Dr, B. J. Campbell, "some assumptions

can be made regarding the impact of gasoline shortages on highway safety."

For example, Dr. Campbell points out, a reduction in highway speeds

"probably will save some lives, but we also must consider the possibility that

on some highways the accident frequency will increase."

"At least two studies have indicated that drivers who drive as much as

15 miles per hour below or above posted speed limits are involved in a great

many more accidents than drivers who adhere closely to the posted limits, "

says HSRC researcher Forrest Council.

With a sharp reduction in speed limits many drivers will continue to drive

on highways such as interstates as fast as they did before speed limits were
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Projected amendments to other existing standards that have been postponed include: Occupant
Protection in Interior Impact (FMVSS 201), Child Restraint Systems (FMVSS 213), Windshield Mounting(FMVSS 212), Steering Control Rearward Displacement (FMVSS 204), Motor Vehicle Brake Fluid (FMVSS116), Brake Hoses and Brake Hose Assemblies (FMVSS 106), Retreaded Tires (for vehicles other than
passenger cars) (FMVSS 117), New Pneumatic Tires for Passenger Cam (FMVSS 109) and New LightingSystems (FMVSS 108).

Other projected or postponed new standards for which planned effective dates have been postponed
include: Windshield Zone Intrusion, (for vehicles other than passenger cars), Gaseous Fuel SystemEquipment for Motor Vehicles, Motorcycle Rider Protection Systems, Motorcycle Headgear, Tires, Rims
and Wheels (for vehicles other than passenger cars), Direct Fields of View and Passenger Car Tire Traction.
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reduc,ed. "If this happens on a large scale," says Mr. Council, "we will

probably have an increase in the accident frequency on many highways."

Mr. Council believes the intensity of the enforcement effort will be a

major factor in obtaining uniform speeds on highways where speed limits are

sharply reduced.

Another aspect to consider, says Dr. Campbell, is that accidents occur-"

ring at lower speeds probably will result in fewer deaths and fewer severe

injuries. In addition, some crashes that would have occurred at higher speeds

might not occur at lower speeds. "Thus, a modest reduction in deaths and the

frequency of severe injuries can reasonably be anticipated, " says Dr. Campbell.

At the national level, some safety administrators are urging greater use

of smaller vehicles. "Certainly, " says Dr. Campbell, "the widespread use

of smaller cars will result in less energy consumption. However, we should

approach the transition with our eyes open in our expectations for improved

safety. "

It is not certain that the use of smaller vehicles -- especially the sub-

compacts -- by all the driving population will result in improved highway

safety. One study already completed by HSRC indicates that persons in a

small car suffer more severe injuries in a collision -- even with another

vehicle of comparable size.
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I1SRC points out that the transition will be gradual with small c;irs .1,01

standard-size models sharing highway space for some time to come. "During

this interim, we can surely expect a worsening of the safety situation." says

Dr. Campbell. "And even when and if the change to smaller cars is completed,

we cannot be sure that we will experience highway safety gains -- only an im-

provement in the usage of gasoline."

In the near future, HSRC will conduct a study of crashcs involving newer

model small cars in an effort to better understand the full impact of a mass

changeover to smaller cars by American drivers.

The Accident Reporter

University of North Carolina
Highway Safety Research Center

December 1973
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APPENDIX D 

Memoranda Concerning Insurance 

Aspects of Operation of Car Pools 

One of the earliest reactions of Americans to the energy crisis is a rapidly
growing use of car pools. This development has the potential of bringing about
significant savings in the nation's gasoline supplies. But it has raised some
questions.

As these pools increase, many drivers are expressing concern as to whether or
not this development will affect their automobile insurance coverage.

Automobile insurance policies do provide coverage for the types of car pools
that are now being formed by individuals in response to the energy crisis. In
fact, thousands of drivers have been members of car pools for years, and their
regular insurance policies have provided insurance and will continue to do so.

Car pools usually take one of two forms. In one, members of the pool take turns
using their cars. In the other, one pool member uses his car for transportation
with the other participants sharing expenses. Auto insurance applies to these
pool arrangements, just as it would to similar pools now being formed.

The National Association of Insurance Commissioners has been assured by the
members of its industry advisory committee that it is their intent to interpret
liberally the insurance coverage for car pool operations.

Since the use of car pools may substantially increase the potential for loss
arising out of an accident, car pool participants are advised to review the
limits of all coverages under their present policies to make certain that they
have adequate protection.

Motorists should be aware that an individual's auto insurance coverage could be
affected if it is clear that the transportation arrangement takes on the aspect
of a commercially operated venture for profit. If a motorist has concern about
his arrangement, he should consult with his agent or insurance company.

SPECIAL NOTE 

Individual regulators will want to give consideration to situations peculiar to
their states. Among these would be the existence of guest statutes or other
special statutes relating to motor vehicles and their operations.
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APPENDIX E 

THE EFFECT OF STATE REGULATION ON AUTOMOBILE INSURANCE RATES 

Prior to a United States Supreme Court decision in 1944, rates for property and

liability insurance, including automobile insurance, were developed for the most

part by companies acting collectively through rating bureaus and used uniformly

by the member companies of the bureaus.

The Supreme Court decision, which declared that these types of insurance

involved interstate commerce and hence were subject to Federal anti-trust laws,

led to the passage by the Congress of the McCarran Act. This law, in effect,

gave to the states the right to regulate these types of insurance, as long as

they did so effectively. This led to the approval by the National Association of

Insurance Commissioners of model rating laws, which, most importantly, require

that rates not be "inadequate, excessive or unfairly discriminatory". All states

adopted state rate regulatory laws, with most being of a prior approval type, with

the result that a viable system for the regulation of property and liability

insurance rates was established in all states and the District of Columbia. The

impact of these laws and changing economic circumstances was to create a climate

under which competition, along with insurance department supervision and regula-

tion, controlled rates in the public interest.

In recent years the laws of a number of states have been modified so that

currently some 17 states have so-called "open competition" rating laws under

which price competition among insurers is relied upon to an even greater extent

to assure that the rates meet the statutory standards that they not be

"inadequate, excessive or unfairly discriminatory". Monitoring by insurance
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departments of the rates being charged by individual insurers provides a check

on the propriety of the rates and the effectiveness of competition in controlling

them. Studies that have been made by insurance departments and others confirm

that this is so.

Following is a set of questions and answers designed to give more specific

information on the subject of state regulation and competition:

Q. Do state insurance regulators have the authority to mandate rate

reductions for individual companies?

A. Under the rate regulatory laws automobile insurance rates must

not be "eYcessive, inadequate or unfairly discriminatory". One

of the principal purposes of state rate regulation was to create

a mechanism so that regulators could prospectively disapprove

excessive rates. In order to do so the laws require that the

Commissioners afford the insurer an appropriate hearing. Evidence

must be adduced to demonstrate that the rates subject to challenge

are, in fact, excessive based upon appropriate data concerning

the loss and expense experience of the insurer.

Q. Administrative hearings take time, particularly if followed by

appellate proceedings. Isn't there a quick way to pass along

savings that may result from the energy crisis?

A. A constantly expanding competitive market for automobile

insurance has provided the best possible monitor of rate

excessiveness. Theforcesthat have worked so well in the past

should bring about rate reductions at the earliest possible date
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if pricing judgments in this direction can be vindicated by the

experience and the judgment of insurers.

Dr. Frederick D. Crane in his treatise "Automobile Insurance

Rate Regulation" enumerates the conditions adoptea by the

Attorney General's National Committee to Study the Antitrust

Laws so as to arrive at a definition of the term "workable

competition".

"According to the Committee, the economic definition of workable

competition concentrates on the effective limits it sets on the

power of a seller, or group of sellers acting in ccncert, over

their price". Ten factors are listed which are "considered some

of the more important" in determining whether workable competition

exists. They relate to: (1) number of sellers, (2) entry,

(3) independence of rivals, (4) preclusive practices, (5) growth,

(6) incentives to competitive moves, (7) product differentiation,

(8) pricing, (9) excess capacity and (10) price discrimination.

The Committee noted that the first three are the most important".

Dr. Crane comments in detail as to the application of these

factors to the automobile insurance business and then concludes

that, "The majority of the tests of workable competition are met

by the automobile insurance industry without question or qualifi-

cation", and that, "On the basis of this analysis the conclusion is

reached that currently there is workable competition in automobile

insurance  Since this treatise was prepared, there has been

a substantial increase in price competition in the automobile

insurance field under the "open competition" rating laws which

have been adopted.
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Q. How competitive is the automobile insurance business? Is it

true that two or three companies dominate the business?

A. The largest writer of automobile insurance wrote only 11.2 percent

of the total countrywide premium in 1972, and there was vigorous

competition to obtain or retain a portion of the market. The

second largest company accounted for only 9.1 percent, and the

next 18 insurers divided 36.6 percent of the market. The third

group wrote 3.4 percent and the 18th group only 1.1 percent.

The remaining 43.1 percent was written by over 600 insurers.

Q. If competition exists today in the automobile insurance business,

why do some prospective insurance buyers end up being insured by

Automobile Insurance Plans (i.e. Assigned Risk Plans)?

A. Countrywide, less than 5% of the insureds find themselves outside

the voluntary insurance market. And, although this lack of

availability is of great concern to both regulatory officials

and to insurers, it is nonetheless evidence of a healthy competitive

climate for the remaining 95%, who are able to select insurance

coverage freely from a wide number of suppliers.

Indeed, sophisticated underwriting programs, coupled with modern

classification techniques, have refined competition to the point

that "shopping" for automobile insurance is commonplace. The

same techniques that permit insurers to identify and price

desirable risks competitively also permit them to identify risks

with a high propensity for loss. It is this latter group which

•
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for the most part populates the residual market. A very high

percentage of assigned risks will be brand new drivers, the

very young, the very old and, of course, those individuals with

a history of traffic violations and/or automobile accidents.

It should be noted that insurance rates for those in the

residual market are subject to rigid rate regulatory approvals

by the states since rates for this group are not competitively

determined. Indeed, historically rate levels for thi3 group are

subsidized by the voluntary market and in virtually all jurisdic-

tions rates are promulgated which produce a "break even" situation

or a measureable loss.

Q. What is to prevent insurance companies from taking advantage of

their own policyholders by maintaining present automobile

insurance rates even though the energy crisis may produce drastic

reductions in the number of automobile insurance claims?

A. If loss experience improves, insurers have every incentive to

become more competitive rather than less so. The expectation

of improved profit margins will cause every insurer to try to

increase its share of the market in order to maximize its profit.

There is one sure way to attract new customers and that is to

offer them a lower price for their insurance coverage.

In addition to aggressive price competition, insurers may also

compete by product improvement and innovation. During the

present uncertainty about the energy crisis, evidence of both

kinds of competitive activity has begun to surface. For example:
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1) In addition to mutual companies that normally pay

dividends, a number of stock and mutual companies

have already announced their intention to embark

on a dividend program for their policyholders in

order to pass along premium reductions which may

be attributable to the energy crisis.

2) Programs have been adopted to inform policyholders

of existing rating rules which call for premium

reductions for reduced usage.

3) New rating programs have been adopted which recognize

reduced use of automobiles during the energy crisis

and give the assurance of immediate premium reductions.

4) Assurance has been given by the industry that companies

will interpret automobile liability policies broadly

so as to protect their policyholders in car pool

situations.

5) Underwriting and rating rules to encourage greater use

of car pools are being adopted.

Many of these actions will result in policyholder savings and

reduced company income. With the resulting decrease in premium

income, companies will be competing aggressively to develop new

income. This is necessary because much of the companies' expense

if fixed and would not be reduced along with the reduction in

premium income.
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Q. What effect does the Economic Stabilization Program have on

automobile insurance rate levels?

A. The Economic Stabilization Program has not affected rate decreases,

but has imposed limitations upon the normal development of

indicated rate increases. The major limitation has been on the

projection of inflationary trends. Restrictions were also placed

on the allowable increase in the provisions in the races for other

acquisition costs, general expenses and underwriting profits.

Q. What information does the Cost of Living Council have available

to them regarding private passenger automobile insurance rate changes?

A. The Cost of Living Council has established procedures which require

large insurers (over $150,000,000 in earned premium volume) to

report changes to them. This requires prenotification of increases

greater than five percent which affect more than $1,000,000 in

premium and quarterly reporting of all changes, both increases and

decreases, which affect more than $250,000 in premium.

Q. What insurance data does the Cost of Living Council have available

to enable them to monitor private passenger automobile insurance

rate levels?

A. In addition to the reporting of rate changes, the Cost of Living

Council has established a quarterly reporting procedure for large

insurers, which requires state premium and loss data for private

passenger automobile insurance for those states with more than

$1,000,000 in premium and in which rates have not been revised

during the last four quarters. If the Cost of Living Council con-

cludes from this data that a particular insurance company's rates

were excessive in a state, they can notify the particular state

regulator of their findings and submit the statistical data in

support of their conclusion.
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Insurance Institute for Highway Safety
Watergate Six Hundred

Washington,, D.C. 20037
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INTRODUCTION

IIHS, DECEMBER 1973

Several measures that have been proposed or suggested to

conserve energy could affect highway losses in damaged people

and property. A number of people and organizations have sug-

gested that these measures will result in substantial reductions

in such losses. However, since both the long and short term

prospects with respect to energy supplies, and in particular

gasoline and truck fuels, are still very uncertain as are many

other aspects of the situation, it is not now possible to pre-

dict with accuracy what the effects of the energy shortage will

be on each of the various categories of highway losses, or even

the direction in which each will move.

The purpose of this document is to present known facts and

results concerning several especially well documented aspects

of the situation that are changing and that might change, but

not to speculate on the overall effect.

29-982 0 - 74 - 18
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ASPECTS THAT ARE CHANGING 

Vehicle Size 

The proportion of small (subcompact, Compact and import)

cars in the population of all vehicles has been increasing for

several years. In 1969, approximately 20 percent of the new

passenger cars registered were small cars, and in 1973 this

proportion will have increased to approximately 40 percent.

Sales reports for the first months of the 1974 model year

suggest that this trend is being accelerated by the energy

shortage. Furthermore, since small cars generally have lower

gasoline consumption rates than larger cars, it is probable

that families with more than one car will tend to use the

smaller of their cars for a greater proportion of their driving

than in the past. Therefore, the energy shortage should result

in relative increases in small car mileage.

Research studies have shown that the occupants of smaller

cars,once they become involved in crashes tend to sustain more

severe injuries than the occupants of bigger cars.

A 1968 New York State studyl based on more than 400,000

vehicles in reported crashes found a "strong association" be-

tween "the weight of a car and the per cent of accidents in

which there was a fatality or serious injury in that type of

car." Results of this study showed a-large exponential increase

11968 New York state study, prepared for the Department of
Transportation. (Submission for the Record by U.S. Department
of Transportation to U.S. Subcommittee on Antitrust and Monop-
oly, March 10, 1970.)
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in the percent of serious or fatal injuries with decreasing

vehicle weight. This relationship is illustrated in Figure 1:

(IIHS Status Report, Vol. 5, No. 6, April 2, 1970. See

attached story)

A 1970 study
2 
by the University of North Carolina concluded

that occupants of "larger cars.., show generally less injury

than average" while occupants of "smaller cars... show generally

more than average injury." Figure 2 illustrates these results.

Although the study demonstrated a general relationship between

vehicle size and severity of injury, it also showed that there

were considerable variations between individual vehicle series.

Figure 3 illustrates this variation. (Status Report, Vol. 5,

No. 6, April 2, 1970)

More recently a University of Michigan study3 showed that

"once involved in an accident, the chance of injury.., increases

at the rate of about 2.5% for each decrease of 100 pounds in

vehicle weight." (Status Report, Vol. 8, No. 22, November 27,

1973)

Some of the reasons for the inverse relationship between

vehicle size and injury severity can be demonstrated using the

basic laws of physics. The approximate relationship between

2"Driver Injury in Automobile Accidents Involving Certain Car
Models, B.J. Campbell, University of North Carolina, Highway
Safety Research Center, July, 1970.

3"A Statistical Description of Large and Small Car Involvement
in Accidents," J. O'Day, D.H. Golomb, and P. Cooley, HIT Lab
Reports, Vol. 3, No. 9, University of Michigan, May, 1973.
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velocity change, stopping distance and deceleration was pre-

sented in a 1971 paper by Haddon4. This relationship is shown

in Figure 4. This figure shows that for any given velocity

change, the g forces experienced by a properly packaged occupant

substantially increase as the stopping distance decreases.

These reasons and also, where involved, the mass differen-

tials in inter-vehicular crashes -- as opposed to those

only involving a single vehicle -- place the occupants of

smaller vehicles at a great disadvantage once crashes are

initiated. The inter-vehicular aspect of this was demonstrated

by filmed IIHS tests in 1971 in which six separate pairs of

vehicles, in each case one large and one small car produced by

the same manufacturer, were crashed head on at about 48 mph. In

each case the passenger compartment of the smaller car was

demolished, while that of the larger remained intact and vir-

tually unchanged. (Status Report, Vol. 6, No. 21, November 16,

1971)

In addition to the studies showing increasing injury se-

verities with decreasing car size, Highway Loss Data Institute

(HLDI) results5 from collision coverage insurance data indicate

4.
A Logical Framework for Categorizing Highway Safety Phenomena
and Activity." Haddon, W., Jr., Journal of Trauma, Vol. 12,

No. 3, March 1972, pp. 193-207.

5.Automobile Insurance Losses, Collision Coverages. Initial

Results for 1973 Models Compared with 1972 Models." Highway

Loss Data Institute Research Report HLDI R73-1, September;

1973.
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that overall average loss payments per claim tend to decrease

slightly with increasing vehicle size for the 1972, but not the

1973, models. Figure 5a illustrates these relationships. In

addition to the general relationship there is, however, con-

siderable variation between individual vehicle series. (Status 

Report, Vol. 8, No. 18, October 5, 1973)

Studies have also shown that small cars tend to be more

frequently involved in crashes than larger cars. The pre-

viously mentioned study from the University of Michigan showed

that "small cars.., are overrepresented in single vehicle

accidents," without being underrepresented in car-to-car crashes.

(Status Report, Vol. 8, No. 22, November 27, 1973)

HLDI results also show that, in general, small cars have

higher collision coverage claim frequencies than big cars.

Figures 5b illustrates this relationship. (It is noted that for

each of the major market classes the average loss payment per

insured vehicle year was slightly lower for 1973 than 1972 models.)

In addition to the general relationship, however, the HLDI re-

sults also show that there is considerable variation between the

claim frequencies for individual vehicle series. (Status Report,

Vol. 8, No. 18, October 5, 1973)

A survey
6 of unrepaired automobile crash damage conducted

by State Farm and the Insurance Institute for Highway Safety

(IIHS) showed that the percentage of passenger cars that each

year sustained crash damage that was left unrepaired was higher

6, 'A Survey of Unrepaired Automobile Crash Damage. I. 1968-1972
Models." J. Casassa, II, B. O'Neill, I. Miller and S. Stone.
Insurance Institute for Highway Safety report, September, 1973.
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for small cars than for large cars, Figure 6. (Status Report,.

Vol. 8, No. 17, September 10, 1973)

Thus, there is considerable evidence that, if all other

aspects of the situation were unchanging, the decreasing size

of the cars in the vehicle population would tend to generate

more severe and more frequent losses.

Vehicle Speed 

A number of states have recently reduced speed limits to

either 50 mph or 55 mph and other states are expected to follow

suit. Reductions in speed limits may vary in their results

depending on amounts and nature of enforcement.

Speed is a central factor in increasing chances of death

and severe injury in crashes which do occur. Four separate

research studies cited by the Department of Transportation in

a 1969 report
7 concluded that the ratio of fatalities to in-

juries increases substantially as crash speeds increase.

Applied to national highway fatality figures for 1967, one of

these studies indicates that 12,100 deaths were associated with

crashes above 60 miles per hour -- and that 6,800 of these would

have been prevented had the crashes occurred at speeds below

60 miles per hour. That would have equalled 13% of the total

highway deaths of 1967. (Status Report, Vol. 5, No. 22,

December 15, 1970)

%Maximum Safe Speed for Motor Vehicles. Office of Research

and Program Synthesis, National Highway Safety Bureau, Depart-

ment of Transportation, January 31, 1969.
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Speed is a factor also in postcrash aggravation to the ex-

tent that higher speeds heighten the possibility of fire

following a crash, contribute to greater severity of wreckage,

and increase difficulty, time, and hazard of extricating'in-

jured occupants. The precise nature and degree of speed's role

in postcrash complications, however, is at present quantitatively

unknown.

As in the case of vehicle size, the basic laws of physics

provide some of the reasons for the relationship between speed

and crash severity. Figure 4 shows that reductions in crash

velocities result in lower deceleration forces on properly

packaged occupants.

In testimony8 before the Senate Subcommittee on Antitrust

and Monopoly in October 1969, Dr. William Haddon, Jr., presented

crash test results and property damage insurance claim closure

results which showed that most of the claims and claim closure

dollars paid for damage to private automobiles resulted from

individual losses that were smaller than the damage incurred in

ten-mile-per-hour barrier crashes, Figures 7a and b, and

Figures 8a and b. These results suggested that the over-

whelming bulk of both the dollar losses and claims made under pro-

perty damage coverage was for damage resulting from low speed

crashes. Subsequent analysis of collision coverage claim data

8Testimony of William Haddon, Jr., M.D., President, Insurance
Institute for Highway Safety, Before the Senate Subcommittee
on Antitrust and Monopoly, October 6, 1969.
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showed that the same situation obtains and the same conclusion

results.9 Therefore, it seems unlikely that average claim

sizes and claim frequencies will change substantially as a

result of reducing travel speeds to levels still far above

the low speeds involved in the overwhelming bulk of the

crashes.

Therefore, if all other aspects were unchanging, it is

likely that reduced speeds would result in fewer deaths and

injuries but little appreciable change in crash frequencies:

(See above, pages 2 to 11 for comments concerning the contrary

influence of vehicle size.)

It should be noted that decreased travel speeds result in

increased travel times; for example, a 300 mile journey at

60 mph takes five hours, but the same journey at 50 mph takes

six hours -- a 20% increase in "time exposure" with no re-

ductions in miles driven or in exposure to the fixed environ-

mental hazards along the way. This increased "time exposure" 

will increase traffic density. The effect of this increase in

"time exposure" on losses is not known.

9"Some Recent Results in Lognormal Parameter Estimation Using
Grouped and Ungrouped Data." B. O'Neill and W.T. Wells,
Journal of the American Statistical Association, Vol. 67

1972), pp. 76-80.

•
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ASPECTS THAT MAY CHANGE 

Passenger Car Mileage 

Passenger car mileage may decrease. It is likely that sub-

stantial decreases in vehicle mileage would result in some

reduction in highway losses. It is not possible, at this time,
_

however, to scientifically predict what, if any, these reduc-

tions would be. It is not known, for example, what sorts of

mileage (e.g., relatively low risk freeway or toll road travel

versus other travel) would be reduced. Also there is no simple

relationship between vehicle mileage and highway losses; for

example, for a number of years the annual death rate per

100,000,000 miles has been declining despite dramatic increases

in vehicle mileage.

It is important to note, however, the reduced energy sup-

plies do not automatically imply that there will be reductions

in the Tiles traveled. For example, a Department of Trans-

portation Studyl° found that a 3,990 pound car would use

approximately nine gallons of gasoline traveling 100 miles at

70 mph whereas a 2,050 pound vehicle would use less than four

gallons of gasoline traveling the same distance at 50 mph -- a

60% decrease in fuel consumption. In other words, a smaller

car traveling at lower speeds could consume substantially

smaller quantities of gasoline than a larger car at higher

10 The Effect of Speed on Automobile Gasoline Consumption Rates,

U.S. Department of Transportation, Federal Highway Administra-

tion, October, 1973.

29-982 0 - 74 - 19
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speeds on the same journey. In addition, as noted previously,

he fuel saving involved in the case of the smaller car might,

in turn, be used in such a way as to result in an increase in

overall miles driven.

Vehicle Occupancy Rates 

Vehicle occupancy rates may increase. ,Increased occupancy

rates would mean that the chances of injury in a given crash

are increased. In addition, it is probable that increased

occupancy rates in small cars adversely affect the braking and

handling characteristics to a much greater extent than increased

occupancy rates in larger cars. Therefore, the combination of

small cars and higher occupancy rates could tend to increase

crash frequencies.

Different Speed Limits for Trucks and Cars 

As an energy saving measure, President Nixon has proposed

a 50 mph speed limit for automobiles and a 55 mph limit for

trucks, trailers and buses. If implemented, this could in-

crease highway losses, because of the substantial gap between

the braking abilities of passenger cars and larger vehicles.

In a 1971 paperil Dr. William Haddon, Jr., pointed out that the

"actual braking performance of heavy trucks is commonly. two to

three times worse than that of passenger cars." Even when cars

11"Reducing Truck and Bus Losses -- Neglected Countermeasures,"
Haddon, W., Jr. Delivered January 13, 1971 at the Automotive
Engineering Congress, Society of Automotive Engineers, Detroit,
Michigan.
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were commonly traveling faster than trucks -- a situation

tending to reduce the results and implications of the differ-

ence in braking abilities -- the inadequate braking performance

of trucks has been responsible for serious losses. For example,

Haddon cited a November 1969 crash (documented by the National

Transportation Safety Board) on the New Jersey Turnpike in

which "one after another huge truck was unable to stop in a

short enough distance and plowed into the vehicles and people

ahead." If trucks are traveling faster than passenger cars

the already major discrepancies in braking performance become

even more pronounced and under these circumstances, more

crashes of this tragic type can be expected. (Status Report,

Vol. 6, No. 1, January 18, 1971)

Motorcycle and Bicycle Usage 

Motorcycle and bicycle usage may increase. This would

probably accelerate the present trend of sharply increasing

losses being generated by these modes of transport.

Supplemental Gasoline Containers 

The use of supplemental gasoline containers may increase.

This could lead to increases in vehicle and other fire losses.

Several serious incidents of this nature have already been

reported by the press.

Age of Vehicle Population 

The average age of the vehicle population may begin to in-

crease if people disproportionately retain older vehicles. The
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effect of this is uncertain, although many of the older vehicles

would not be designed and constructed to satisfy the more re-

cent federal motor vehicle safety standards.

Restraint Usage 

Restraint usage in 1974 model vehicles may increase. Very

informal preliminary indications are that the interlock and

inertial reel harnesses are being worn at a somewhat higher

rate than restraint systems in earlier model year cars.

Street Lighting 

Street lighting and external building lights may be re-

duced. This could lead to an increase in nighttime urban

crashes, especially those involving pedestrians and bicycles.

The Economy 

Gross National Product and Industrial Index of Production

may go down in 1974. There is a strong correlation between

total annual motor vehicle deaths and the Industrial Index

of Production, and, separately, the GNP. The reasons for this

correlation are not understood but it appears to be independent

of most of the vehicle-related measures that contribute to

both of the economy indicators. A slowdown or recession in

the economy in 1974 may, therefore, be accompanied by a

reduction in motor vehicle deaths. Whether this correlation

would hold under highly unusual circumstances is, however,

unknown.
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MEASURING CHANGES

Several possible indicators could be used to measure some.

of the effects of the energy shortage on highway losses. How-

ever, at the present time, no single indicator or data source

would be able to provide a definitive measure of the effects

of the energy shortage.

It is important to note that simple before-and-after com-

parisons can be very misleading. For example, Campbell and

Ross in a 1968 study12 of the widely publicized "Connecticut

Crackdown on Speeding" showed after a very detailed analysis

that there was "no unequivocal proof" that fatality reductions

were due to the crackdown. Nonetheless, the governor of the

state had earlier claimed success on the basis of simple before-

and-after comparison. Ideally, results obtained after a change

in presumably relevant factors should be compared with a series

of corresponding results from several prior years, lest mistakes

in judgment result from reliance for analysis on short term

fluctuations.

A further complicating factor in assessing the effects of

the energy shortage is the possibility of the so-called

"Hawthorne effect." It has been known since the classic

studies of workers in the Hawthorne plant of Western Electric

12flThe Connecticut Crackdown on Speeding: Time Series Data in

Quasi-Experimental Analysis," Campbell, D.C. and Ross, H.L.,

Law and Society Review, 3, 33-53, August 1968.
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in the 1920's that people often change their behavior or

claimed behavior in the desired direction as a result of being

e.udied rather than as a result of the changed conditions.

Such changes, however, are usually only temporary. Therefore,

caution is necessary before interpreting any early changes in

losses, if such occur, as being indicative of real trends due

to the energy shortage.

Holiday Death Totals 

The number of motor vehicle deaths occurring in any holiday

period are usually available very soon after the holiday.

Reductions in deaths occurring during the 1973 Thanksgiving

holiday compared with the same holiday in 1972 have already

been widely quoted in the press as an indication that the energy

shortage has already begun to reduce motor vehicle deaths. Such

conclusions are premature.

Figure 9 shows the Thanksgiving holiday deaths for the last

six years; it is clear from this figure that, with the exception

of 1972, there has been a consistent downward trend in these

deaths and it appears that 1972, rather than 1973, was the unusual

year since the deaths were higher in 1972 than would have been

predicted on the basis of the figures of previous years. Further-

more, the reported 1973 total appears to be on the declining

trend line established by the data for the prior years, except for

1972.

Holiday fatality figures are also complicated because

holidays are, by definition, not typical of other periods. It
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is probable, therefore, that their amounts and types of driving

are also not typical. This is likely to be particularly true

for the Thanksgiving holiday.

Turnpike Statistics 

Various turnpike authorities publish statistics concerning

crashes that occur on the turnpikes, and these are usually

available soon after the calendar period in question. These

statistics suffer from a similar deficiency as the holiday

fatality figures; that is, they reflect the losses resulting

from very special types of driving, and therefore cannot be

generalized.

National Safety Council Statistics 

The National Safety Council's monthly publication, Traffic 

Safety, publishes monthly national fatality statistics. There

is usually a three-month delay in these figures, e.g., December

fatality figures usually appear in the March issue.

Highway Loss Data Institute Results 

Collision coverage insurance losses can be produced by HLDI

by market class and by month. Such analyses would indicate

whether changes had occurred in average loss payment amounts

or claim frequencies. There is a delay of pproximately two

months after the end of a given month of interest before

sufficient percentages of claim reports have been received.

It would be necessary, in addition, to look at several'months

experience before any sound, even tentative, conclusions con-

cerning new trends could be reached.
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SUMMARY 

The extent and duration of the energy shortage is not yet

predictable, although there is apparently no doubt that there

will continue to be at least short term shortages of gasoline

and truck fuels. In view of uncertain short term prospects

and the many aspects of the situation that are changing, it is

not possible at this time to predict with any confidence what

the short term effects, even as to direction, will be on each

of the various categories of highway losses.

In the longer term, even assuming some relaxation of the

fuel shortages, it seems probable that the trend toward smaller

cars which began before the present energy shortage will con-

tinue. Despite the considerable research evidence that improved

occupant protection measures become even more important as cars

get smaller, the bulk of the proposed federal motor vehicle

safety standards in this area were postponed last year by the

National Highway Traffic Safety Administration (Status Report 

Vol. 7, No. 22, November 27, 1972). Without dramatic decreases

in vehicle fragility and increases in restraint usage or other

improved occupant protection measures (especially including

airbags), the trend towards smaller cars will result in long

term increases in both damaged people and property.
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INSURANCE INSTITUTE for HIGHWAY SAFETY
Watergate Office Building

2600 Virginia Avenue, N. W.

Washington, D, C. 20037

Vol. 5, No. 6 April: 2, 1970

CRASH-RELATED LOSS DATA GIVEN TO SENATE 

Large, heavy cars are substantially safer for occupants in crashes than small,
light ones -- and for all sizes, federally-required equipment in newer models is paying
off to the benefit of crash occupants.

That was the import of data presented at recent hearings of the Senate Antitrust
and Monopoly Subcommittee by Dr. B. J. Campbell, director of the University of North
Carolina Highway Safety Research Center. Campbell's findings were reinforced by a De-
partment of Transportation report to the subcommittee on preliminary results of a DOT-
funded study by New York State of injuries associated with crashes of 31 makes of cars
covering the model years 1965-1968. The study began in mid-1968.

Dr. Campbell said data such as his would help potential car buyers to "assess the
risk and weigh it with the alternative values" before purchasing a particular vehicle.

"It should be of more than passing interest to drivers to know that in the event of a
crash their chance of a serious or fatal injury is associated with the car they are driving,"
Campbell observed, "and that depending on their choice, the 'odds' could be reduced 50
per cent or increased 100 per cent."

Using an injury severity index of 100 as the average frequency of driver injury for
all cars in his study, which was based on crash reports for 270, 697 cars, Campbell found
.there were 13 models with driver injury rates lower than average:

Year Make Index • Sample Size

1960 Standard Ford 84 1813
1962 Big Pontiac 60 318
1962 Standard Oldsmobile 52 569
1964 Standard Chevrolet 88 2961

--, 1966 Big Oldsmobile <50 102
1966 Standard Oldsmobile 51 207
1966 Standard Chevrolet 83 1355

The Insurance Institute for Highway Safely is an independent, non‘profit, scientilSe ond educational organisation.i s dedicated to reducing
the lostes--deoths, injuries ond property damage—resulting boon crashes on !he nation's highways. Th• Institute is supported by the American
Insurance Association, ihe Notio•ol Association of Auternotise MuIeol Insurance Companies and th• Notional Association ol Independent I 
which represent companies writing most of the nation's automobile insurance.
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Make Index Sample Size

1967. Big Buick 450 135
1967 Small Oldsmobile 54 237
1968 Big Pontiac <50 115
1968 Standard Pontiac <50 188
1968 Standard Chevrolet 76 789
1968 Chevelle • . 77 664

Thirteen cars with a higher than average injury index were:

Year Make Index Sample Size

1960 Corvair 191 365
1961 Corvair 147 505
1962 Corvair 197 181
1962 Chevy II 152 543
1962 Fairlane 131 585

1963 Fairlane 139 782
1964 Valiant 154 345
1964 Small Dodge 158 200
1965 Chevy II 189 179
1965 Valiant 167 217
1966 Valiant 160 143

combined VW Type II (Bus) 219 195
combined VW Type I (Regular) 141 4286

Campbell said that for all cars covered in his study, "Later model cars (which have

more crash safety features) show up better than earlier model cars." Significantly 
lower

levels of serious injury, he indicated, were associated with the newer models 
than the old.

He also stressed that his data were not directed at questions of crash frequenc
y by make,

model, age or size of the studied cars.

The New York State findings submitted by DOT to the subcommittee showed tha
t "the

light cars generally experienced a higher percentage of severe accidents (non-
collision or

rollover) and generally had a higher percentage of drivers under 30," accordin
g to the

federal agency. DOT said it wanted further analyses to determine "the degree
 to which the

higher percentage occurrence of severe injuries in light cars was due to their weight
 and . . .

due to a driving population which gets into more severe accidents."

The report included this table from the New York State study:

Crash-Involved
Size Grouo

1. Domestic "luxury" regular

2. Domestic "intermediate"

3. Domestic "economy" regular

4. Domestic compact

5. Foreign compact

Combined

Per Cent
Occurrence of

Average Serious or

Weight, lbs. Fatal Injury 

4,800
3,700
3,400
2,800
1,900

3.1
4.0

5.2
6. 4
9. 6

5. 5
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Vol. 8, No. 22 November 27, 1973

Small Car Hazards Reported
The current increase in small car sales "will lead to a greater number of injuries," including fatal and

crippling injuries, a University of Michigan research group has warned.

The group based its conclusion on an extensive analysis of crash injury data from national and local
crash investigation files. Its analysis showed, it said, that the following rule should be applied to new cars in
crashes:

"... once involved in an accident, the chance of injury in this car increases at the rate of about 2.5
per cent for each decrease of 100 pounds in vehicle weight."

The analysis also indicated that smaller cars are involved in single vehicle crashes at a significantly
higher rate than larger cars, and in other crashes at about the same rate as larger cars.

The warning and the rule were contained in a report (HIT Lab Reports, Vol. 3, No. 9) written by
James O'Day, D. Henry Golomb and Peter Cooley of the University's Highway Safety Research Institute
(HSRI).

Their conclusions underscore similar, earlier research findings, including those reported by the NewYork State Department of Motor Vehicles and the Insurance Institute for Highway Safety, that occupantsof compact and smaller size cars are substantially more vulnerable to death and serious injury in crashesthan occupants of sedan and larger size cars. (See Status Report, Vol. 6, No. 21, Nov. 16, 1971.)

The HSRI report stressed that the higher leveli of crash injury associated with small cars is not aresult of more occupants in such cars. In fact, it found that the "average number of occupants in small carsis slightly lower than in large cars," rather than higher.

Inside

• Controversial ̀ No Defect' Findings
To Get Public Hearing ... Page 2

• Breath Tester Standard Ignores
Expert Advice ... Page 3

• Research Group Foresees Much
Improved Bumpers ,,.Page 4

• VIN Proposal Action Pushed
By Safety Center ... Page 5

• Neck Injury Study Completed
... Page 5

• Grate Hazards Cited By Center
For Auto Safety ... Page 6

• U.S. Sues I.H. On Defective
Recall Campaigns ... Page 7

• Congress Gets DOT Safety
Activities Report ... Page 8

The Insurance Institute lot Highway Safety is an independent, nonprofit, scientific and .ucational organization. It ts c.o.,.d to r.i.scing
the lotses—deaths, inzuries and propwty darnage—rmulting from crashes on the nation's highways. TM Institut. is support. by the American
Inatir.ce Association, the National Association of Automotive Mutual Instr.. Companies, the National Association of Independent Insurers
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It also found "little difference in the use of restraints by the large and small groups defined in this

study. One must conclude that the increase in injuries is most probably a result of car weight and
protection offered by interior size, rather than from these other factors."

As to the widespread notion that smaller cars are involved less frequently in crashes than larger
ones, the HSRI report noted that in single vehicle crashes covered by the study, smaller cars were "over-
represented," possibly "because of their drivers; or perhaps because of stability, handling, or control
characteristics; or because of a combination of the two."

The report also suggested that an auto population solely of smaller cars, when compared with an
identical size auto population solely of larger cars, would produce both more crashes, and more injuries per
crash. There would be "ab.,ut 50 more injury accidents per 10,000 reported accidents" for the smaller car
population and the number of injuries would be "somewhat higher," it found.

For its definition of "small cars," the study used a conservative grouping that included "essentially
all mini-cars, nearly all of the compacts, and the lighter half of the intermediates. The large car group
includes the remaining half of the intermediates, and all full-size vehicles." The data were based on crash
files primarily for the 1968-1970 period. "Later accident data will be available in the near future," the
report said. "With such data the relative safety of the American 2000-2500 pound vehicle can be more
accurately assessed."
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INSURANCE INSTITUTE
for Highway Safety

Vol. 6, No. 21 November 16, 1971

Tests Show Small-Car Dangers
Occupants of so-called ''economy cars" face dangers in crashes that are "far

greater" than those faced by occupants of larger-size cars, according to filmed
results of an exploratory crash test program made public today by the Insurance
Institute for Highway Safety.

Dr. William Haddon, Jr., president of the Institute, said in a statement
accompanying release of the test results that the discrepancy between crash protec-
tion afforded by smaller cars and that offered by larger, family sedan-type cars is
a "tragically widespread" kind of intervehicular incompatability that "should be of
particular concern to society because of the sizable human damage it is producing.''

The test series consisted of six two-car head-on crashes, with each car
traveling at speeds between 40 and 50 miles per hour — speeds much lower than
those allowed and often driven on newer highways today. Each test involved the
crash of a small car with a sedan-size car. Seven of the cars were 1972 models;
the other five were 1971's, four of which were not instrumented with dummies.
Both cars in each crash test were made or marketed by the same company —Gen-
eral Motors, Ford Motor Company, Chrysler or American Motors.

Haddon termed the tests "particularly timely" since "domestic manufactur-
ers, in an effort to compete with the sales of small imported cars, have vigorously
entered the field of small car productiiin and marketing . . .

(cont'd. on page 2)

Head-On
1972 Ford Pinto (left)
and 1972 Ford Galaxie
at actual moment of
impact in a medium-
speed crash test. More
photos, crash result
highlights inside.

The Insurance Institute for Highway Safety is an independent. nonprofit. scientific and educational organization. It is dedicated to ttclucingthe losses—deaths, iniurias and property damage—resulting from crashes on the nation's highways. The Institute is supported by the AmericanInsurance Association. the National Association of Automotive Mutual Insurance Companies, the National Association of Independent Insurersand several individual insurance companies.
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"The public is being heavily exposed to advertising information extolling the

purchase-price and operating economies claimed for these cars, but it is not being

given vital information about their distinct safety hazards," Haddon noted. He cited

estimates that small car sales will represent 50 per cent of all new car sales before

1980.

"As the share of these small cars in the total vehicle population continues to

expand on U.S. highways, they can be expected to become involved in a commensu-

rately increasing share of collisions, including collisions with such larger cars as

the traditional family sedan," he said.

The relative lack of crashworthiness of smaller cars in their collisions with

larger ones must be viewed, Haddon said, in the context of a "modern day highway

environment that mixes large, intermediate and small vehicles at speeds compara-

ble to and often considerably higher than those in the 40 to 50 mile per hour tests"

conducted by the Institute. (cont'd. on page 3)

How The Tests Were Run

Each test in the medium-speed crash test program involved

a head-on crash of a small-size car and a sedan-size car, each

traveling between 40 and 50 miles per hour, with a speed differ-

ential never larger than four miles per hour in any given test.

The test cars were "driven" into each other by test drivers using

remote control drive units in nearby "command" cars. In the

initial tests — of 1971 Chevrolets and 1971 Fords — the cars were

not equipped with dummies; anthropometric dummies were installed

in the outboard front seating position of each of the cars in all other

tests. Following are the models tested, their weights and their

speeds:

SMALL CARS SEDAN CARS

MODEL WEIGHT LBS.. MPH MODEL WEIGHT LBS.* MPH

1971 Chevrolet Vega 2,300 43.0 —4 1971 Chevrolet Impala 4,107 43.2

1971 Ford Pinto 2,108 48.5 --a 1971 Ford Galaxie 3,973 43.0

1972 Chevrolet Vega 2,528 47.2 <- 1972 Chevrolet Impala 4,392 48.4

1972 Ford Pinto 2,390 48.5 (- 1972 Ford Galasie 4,188 44.7

1971 Dodge Colt 2.388 47.4 --• 1972 Plymouth Fury 4,208 49.4

1972 American Gremlin 2,885 43.4 --a 1972 American Amb•ssador 3.914 44.7

•All weights are curb weights as advertised with the weight of. remote control drive units (between 90 and

100 pounds each) added for •Il cars. •nd the weight of dummies 1215 pounds e
ach, •Iso added for till 1972

cars and the 1971 Dodge Colt.
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OCCUPANT PACKAGE

Roof caved in; right door latch broke,
door opened; windshield tore loose,
fell into passenger compartment onto
dummy; rear window popped out.

LARGER CAR
1972 Ford Galaxie

COMPARTMENT INTERIOR

Lap and shoulder belts broke; non-
adjustable head restraint would not
position fully behind dummy's head.

TEST DUMMY

Head impacted roof, sun visor, wind-
shield, dashboard; lacerations on fore-
head, right side of face, nose, left
hand, right thigh; glass splinter in
face; legs pinned under dashboard.

Abrasions on right forearm; lacera-
tions on right palm.

OTHER

Battery smashed; fuel tank ruptured, Battery smashed.
leaked.

(contd. from page 2)

The problem would not be solved simply by removing larger vehicles from
the highway, he said. The "vulnerability of small-car passenger compartments and
the amounts of exposure to hazard they permit their occupants . . . cannot be
explained away by the size and weight of larger vehicles. We believe, rather, that
the relative lack of crashworthiness of small cars is substantially inherent in their
design — in the amounts and kinds of spaces and structures they use to shield, or
not to shield, their occupants from injury and death," he said.

(cont'd. on page 4)
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SMALLER CAR LARGER CAR
1972 American Gremlin 1972 American Ambassador

COMPARTMENT INTERIOR

Shoulder belt latch broke; nonadjust-
able head restraint would not fully
position behind dummy's head.

Shoulder belt anchor tore out of roof;
adjustable head restraint would not
fully position behind dummy's head.

TEST DUMMY

Head impacted roof, sun visor, wind-
shield, dashboard; face severely lac-
erated; legs pinned under dashboard.

Head impacted sun visor, dashboard.

OTHER

Battery smashed. Battery smashed.

(cont'd. from page 3)

Haddon noted that "smaller cars increasingly common on today's highways

are characterized by sizes, weights and designs that are much less adequate even

than currently produced larger cars in terms of:

• "Provision of sufficient energy-absorbing structure, external to the pas-

senger compartment itself, to guarantee maximum attenuation of crash forces by

means of adequately planned compression or crushing.

• "Maintenance of the integrity of the passenger compartment itself — the

package within which the human cargo is located.

• "Protection of the passenger compartment from intrusion by outside

objects, such as hoods.

• "Provision of sufficient space within the passenger compartment to keep

belted occupants from impacting damaging structure — roof pillars and beams, for

example — and also to allow enough spatial depth for padding and other passive

restraints." (cont'd. on page 5)

29-982 0 - 74 - 20
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SMALLER CAR LARGER CAR
1972 Chevrolet Vega .1972 Chevrolet Impala

COMPARTMENT INTERIOR
•

Nonadjustable head restraint would not Adjustable head restraint would not
position fully behind dummy's head, position fully behind dummy's head.

TEST DUMMY

Head impacted windshield, dashboard;
dummy beheaded; legs pinned under
dashboard; glass splinters in face;
chin, forehead lacerated; arm cut;
battery acid on shirt.

OTHER

Head impacted dashboard, heel of
right hand lacerated.

Battery smashed, acid entered passen- Battery smashed.
ger compartment.

The Institute's test result, are_consistent with findings in a New York state
study. carried out in 1968 for the IT. S Department of Transportation, that com-
pared injuries from crashes of 420,000 various-size automobiles. The study found

a "strong association" between "the weight of a car and the per cent of accidents in

which there was a fatality or serious injury in that type of car."

A preliminary report to the Department of Transportation on the New York
state study included the following table: Per Cent

Occurrence of
Crash-Involved Average Serious or

Size Group Weight Fatal Injury 

1. Domestic "luxury" regular 4,800 3.1
2. Domestic "intermediate" 3,700 4.0
3. Domestic "economy" regular 3,400 5.2
4. Domestic compact 2,800 6.4
5. Foreign compact 1,900 D. 6

Combined - 5.5

(contd. on page 6)
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SMALLER CAR
1971 Dodge Colt
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OCCUPANT PACKAGE

Windshield partially tore loose, draped
into passenger compartment.

LARGER CAR
1972 Plymouth Fury

COMPARTMENT INTERIOR

Lap belt buckle unlatched; shoulder
harness strap broke; adjustable head
restraint would not position fully be-
hind dummy's head, flew out of car in
crash.

Shoulder harness strap broke; adjust-
able head restraint would not position
fully behind dummy's head, pushed
into "down" position in crash.

TEST DUMMY

Head impacted sun visor, header,
windshield; head lacerated; glass
splinters in face; legs jammed under
dashboard, broke at hip joint.

Battery smashed.

Head impacted dashboard.

OTHER

Battery smashed.

(cont'd. from page 5)

In describing the Institute's medium-speed crash test series Haddon pointed

out that, although "the tests were not meant to show whether or not a car's safety

components were in compliance with the (federal motor vehicle safety) standards,"

they "may well indicate where standards require toughening."

The film and Haddon's statement identified, for example, head restraints

that could not be positioned fully behind the test dummy's head, one head restraint

that flew out of the car in a crash, shoulder and lap belts and latches that broke or

otherwise failed, three windshields that fell into the passenger compartments of

(cont'd. on page 7)
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(cont'd. from page 6)

their small cars, and one windshield — that of the 1971 Chevrolet Vega — that was
penetrated by the car's hood "like a horizontal meat cleaver."

Data and films from the crash tests have been supplied to the National High-
way Traffic Safety Administration, National Transportation Safety Board, Federal
Trade Commission and the manufacturers of the vehicles tested.

'Meat Axe Effect'

* * *

Test Shows Need For Rule
The National Highway Traffic Safety Administration will find in the outcome

of the crash test of the 1971 Chevrolet Vega and Chevrolet Impala strong support
for moving forward with its plan, now in the Advance Notice of Proposed Rule-
making stage (Docket No. 69-17), to set a standard prohibiting penetration of auto-
mobile windshields by their hoods in crashes.

As in this crash, hood penetration of windshields in guillotine fashion exac-
erbated in small cars, which give the front-seat occupants less room between their
heads and the windshield. A person riding in the _
crash-tested 1971 Vega would have been impacted
transversely by the hood edge.

Since November 1969, the NHTSA has
kept its advance notice docket open. Both for-
eign and domestic auto manufacturers' submis-
sions to the docket indicate that the auto indus-
try supports adoption of such a standacill. The
next step — issuance by NHTSA of a Notice of
Proposed Rulemaking — has not yet been taken.

Meanwhile, the agency's accident investi-
gation division has submitted a report of an analy-
sis of 716 serious, real-world crashes looked at
by NHTSA multi-disciplinary accident investiga-
tion teams. In 467 of these, damage was sus-
tained by the fronts of vehicles.

From this sample the investigation division discovered that in 33 of the
crashes the rear edge of the hood penetrated the windshield —4.6 per cent of all
the crashes and 7.1 per cent of those with frontal damage.. It also found that 44
of the 46 occupants in those cars involved with hood penetration of the windshield
were front-seat occupants —that is, those most exposed to the lethal meat-axe
effect.
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Test Report Available

Single copies of the report detailing the Institute's medium-
speed crash test program may be obtained by writing, ''Medium
Speed Tests,'' Communications Depart-I-fent, Insurance Institute for

Highway Safety, Watergate 600, Washington, D. C. 20037.

Inquiries as to availability and cost of the crash test film

should be addressed to "Test Films," Insurance Institute for

Highway Safety, at the above address.

(Contents may be republished, whole or In pert, with intrIbuilon.)

INSURANCE INSTITUTE For HIGHWAY SAFETY

WATERGATE SIX HUNDRED

600 NEW HAMPSHIRE AVENUE, N.W. • WASHINGTON, D. C. 20337

(AREA CODE 202-333.0770)

NON•PROFIT ORG.
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1973 Models: Claims Less Frequent, Higher
A new report released by the Highway Loss Data Institute indicates that in general 1973 model cars

are producing fewer collision claims but higher payments per claim than their 1972 model counterparts.

"These results," the report said, "are consistent with evidence suggesting that certain 1973 model
bumpers, while reducing the amount of damage resulting from very low speed crashes to amounts less than
the collision coverage deductible, also possibly either maintain or augment the cost to repair the damage
produced by crashes at somewhat more rapid speeds."

The 1973 model cars were the first to be covered by the National Highway Traffic Safety
Administration's standard 215 which requires only that bumpers prevent damage to safety related
components and only in very low speed crashes — five miles per hour front -into-barrier and 2.5 miles per
hour rear-into-barrier.

The report, which draws on insurance collision coverage data from six companies, compared series
of 1973 models with 1972 models as to their claim frequency per 100 insured vehicle years, their average
loss payments per claim, and their average loss payments per insured vehicle year. Both the 1973 and 1972
model year data were obtained from the same period — September 1972 through July 1973 — from the
same six insurance companies.

"In six of the seven market classes with results for both 1973 and 1972 models, the claim
frequencies were lower for the 1973 models than .the corresponding 1972 models. The percentage
reductions ranged from -4% for sub compact and expensive specialty models to -9% for the full size and
luxury models. Specialty models showed no change in results between the two model years.

___ Inside

• NHTSA Says 'Buzz Off"
At DOT ... Page 2

* Charts Detail 1973-1972 Model
Comparisons

• NHTSA Goes After VW's 'Thing'
... Page 8

• NHTSA May Seek Delay Of
.. Pages 3 8c 4 Consumer Info Deadline ... Page 8

• Race Drivers' Highway Records
Not Good ... Page 5

• Auto Makers Protest NHTSA
Fuel System Amendment ... Page 7

• Steering Defect Found in Cadillacs.
GM Balks Al Recall . . . Page 10

• NHTSA Issues Limited Used-Vehicle
Standards ... Page I

Ti,. Insurance Institute for Highway Safety is en independent, nonprofit, scsentefic and educational organiaatton It is d.itated to reducing
the losses—deaths, injuries a. property damage—resulting from crashes on the nation's highways. The Institute is support. by the American
Insurance Association, the National Association of Automotive Mutual Insurance Companies, the National Association of Independent inmr.r+

Kve,ii indirldual  wisurance companws. 
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"In six of the seven market classes, the average loss payment per claim was higher for the 1973
models than for the corresponding 1972 models. The percentage increases ranged from 1% for the compact
models to 7% for the full size models. In the luxury models there was a -2% decrease in the average loss
payment.

"The average loss payments per insured vehicle year were lower for the 1973 models than the
corresponding 1972 models in five of the seven market classes. The. percentage decreases ranged from -2%
for sub compact and full size models to -12% for luxury models. Expensive specialty models showed no
change between the two model years, and specialty models showed a 3% increase.

"Among the seven market classes with results from both model years, the average loss payment per
insured vehicle for the 1973 models ranged from S40 for the full size models to S75 for the specialty
models. The corresponding 1972 model results ranged from $41 for the full size models to 573 for the
specialty models. The claim frequencies for the 1973 models ranged from 8.4 for the full size models to
14.4 for the specialty models. The corresponding 1972 model results ranged from 9.2 for the full size
models to 14.4 for the specialty models. The average loss payments for the 1973 models ranged from S468
for the compacts to $526 for the expensive specialty models. The corresponding 1972 model results ranged
from $449 for the full size models to $528 for the luxury models."

The summary results presented in the tables on pages three and four have been standardized to
adjust for different mixes of operator ages and deductibles among the vehicle series. The full report includes
extensively-detailed information for combinations of operator age groups and deductibles.

(Cont'd on page 4)

Status Report October 5. 1973
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The following chart graphically shows the comparative results by market class:

LOSS PAYMENT SUMMARY BY MARKET CLASS — 1973 AND 1972 MODELS — COLLISION COVERAGES

CLAIM FREQUENCY AVERAGE AVERAGE LOSS PAYMENT
PER 100 INSURED LOSS PAYMENT ' PER INSURED VEHICLE

MARKET VEHICLE YEARS PER CLAIM YEAR
CLASS 1972 1973 %Change 1972 1973 %Change 1972 1973 %Change

All Series 10.7 10.1 - 6 $465 $484 +4 $ 50 $ 49 - 2

•
Sub Compact 12.1 11.6 - 4 469 480 + 2 57 56 - 2

Compact 10.5 9.9 - 6 465 468 + I 49 46 - 6

Intermediate 10.8 10.0 - 7 465 478 + 3 50 48 - 4

Full Size . 9.2 8.4 • 9 449 480 +7 41 40 - 2

Luxury 11.1 10.1 - 9 528 517 - 2 59 52 -12

Specialty 14.4 14.4 0 510 522 + 2 73 75 +3

Expensive
Specialty 12.9 12.4 - 4 502 526 + 5 65 65 0

Sports 15.1 (insufficient data) 850 (insufficient data) 128 (insufficient data)

The HLDI report is the organization's second. (See Status Report, Vol. 8, No. 12, June 15, 1973.)
It was based on snore than 100,000 collision coverage claims and on collision coverages involving more
than 280,000 insured vehicle years of exposure for passenger cars of the 1973 model year and more than
770,000 vehicle years of exposure for those of the 1972 model year. In the future, HLDI plans to publish
loss results during the first year of availability of the involved vehicles, to include additional makes, and to
base the results on larger volumes of data from additional companies.

HLDI (pronounced "Isildy") was formed in December, 1972, as an outgrowth of a special data
project initiated earlier by the Insurance Institute for Highway Safety. (See Status Report, Vol. 8, No. 1,
Jan. 3, 1973.) It is a nonprofit organization that gathers, processes and provides the public with insurance
data concerned with human and economic losses 'resulting from highway crashes.

The membership of the board represents the eight insurance companies — Allstate Insurance Co..
The Hartford Insurance Group, The Home Insurance Co., Kemper Insurance Group, Liberty Mutual
Insurance Co., Nationwide Mutual Insurance Co., State Farm Mutual Automobile Insurance Co. and The
Travelers Insurance Co. — that are supplying data to HLDI. The financial support for HLDI is provided by
the eight companies and by the Insurance Institute for Highway Safety, which in turn is supported by most
automobile insurers either directly or through their trade associations. The new report is based on collision
coverages — that is, insurance that covers damage to the insured vehicle itself — supplied by six of the
companies: Allstate, The Home, Kemper, Liberty. Nationwide and State Farm.

The full report. entitled Automobile Insurance Losses, Collision Corerages, Initial Results for 19 73

Models Compared tvith /972 Models, (Research Report R73-t, September 1973) is available in single copies

by writing to "R73-I." Highway Loss Data Institute, Watergate 600, Walsington, D.C. 20037. It includes

detailed discussion of the data analysis employed in the study.

Status Report October 1973
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INSURANCE INSTITUTE
• for Highway Safety

Vol. 8, No. 17 September 10, 1973

•Widespread Unrepaired Damage Found
Each year nearly one out of every five recent-model cars is left with unrepaired scars of a

run-of-the-mill crash, a new study released by the Insurance Institute for Highway Safety has revealed.

Analyzing the results of primarily suburban parking lot surveys in n, major U.S. metropolitan
areas, the study concludes that the commonness of unrepaired damage to recent-year automobiles
"strongly" indicates that minor damage producing crashes are "not rare events that on, deviant drivers
experience, but in fact are very common events experienced by a majority of the vehicles and their drivers."

Since such unrepaired damage "may result from crashes that are not reported to the public agencies
or insurers, any evaluation of the real-world effectiveness of vehicle designs intended to reduce low speed
crash damage must take into account this type of damage," in addition to damage that is reported and
repaired following the crash, the study stresses.

Results of the study were presented by Brian O'Neill, an IIIIS research staff member, at a National
Highway Traffic Safety Administration public hearing in Washington. D.C. At the hearing NHTSA officials
heard comments from industry and the public on NHTSA's effort to develop a standard that would
eliminate damage to automobiles in low speed crashes. Such a standard is required by the Motor Vehicle
Information and Cost Savings Act of 1972.

The surveys unde,:::ng the study were conducted in parking lots in the metropolitan areas of
Atlanta, Chicago, Cleveland, Dallas, Denver, Detroit, Minneapolis-St. Paul, St. Louis and Washington, D.C.
Vehicles of the 1968 through 1972 model years — vehicles, that is, manufactured prior to the effective date
of federal safety standards affecting bumper designs — were examined, and their unrepaired damage
appraised. Damage judged not to be the result of a collision was excluded.

Highlights of the study included the following:

e Damage by Market Class: The estimated percentage of cars that each year sustained crash
damage that was left unrepaired was highest among smaller cars and lowest among luxury and expensive
specialty cars. By market class, the figures were: subcompacts, 30 per cent; compacts, 23 per cent;
intermediate, 18 per cent; full size, 18 per cent; luxury, 13 per cent; specialty and sports, 20 per cent;
expensive specialty, 13 per cent; and station wagons, 21 per cent.

"The extent to which they [the variations between classes] may reflect differences in crash

frequencies, variations in the designed-in delicateness of the vehicles themselves, and/or variations in owner

maintenance practices is unknown," the study says.

• Damage by Age: The older the car, the higher were both the frequency and dollar values of its

unrepaired damage. The observed percentages of cars with unrepaired crash damage were 15 per cent for

1972 models, 28 per cent for 1971 models, 42 per cent for 1970 models, 52 per cent for 1969 models and

58 per cent for 1968 models. The average estimated cost per damaged car to fix the damage was S74 for

1972 models, S75 for 1971 models. S9I for 1970 models, $105 for 1969 models, and $115 for 1968

models. (Coned on page 8)
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Corner Damage Predominates
An analysis of unrepaired damage survey data from two major metropolitan areas has found a high

involvement of automobile corners and rear ends in such damage — high enough to "strongly suggest that.
despite the claims of auto manufacturers and others to the contrary, these areas of the car are very
vulnerable to damage and also very frequently involved in damage producing crashes."

(For details of such claims, see Status Report, Vol. 7, No. 3, Feb. 14, 1972, "Data Dispute GM,
DOT Back Bumper Claims," and Vol. 8, No. 2, Jan. IS, 1973, "GM Claims Little Damage Around the
Corner.")

The analysis, discussed in the study released by uses data from the surveys in the Washington,
D.C. and Atlanta areas. It finds that in both front and rear end unrepaired damage, corner damage
substantially outweighed front and rear center dainage, and that rear end damage of all kinds outweighed
front end damage of all kinds.

"These results show that the rear ends of the automobiles were, in general, more frequently
damaged than the front ends. Between 34 per cent and 41 per cent of the damaged locations were on front
ends compared with between 43 per cent and 49 per cent on rear ends. Comparing front centers and rear
centers alone, the frequency of rear end damage was again higher than front end damage; front center
damage ranged from 10 per cent to 14 per cent and rear center damage from 17 per cent to 20 per cent.

"Corner damage was very common for all model years; between 52 per cent and 54 per cent of the
damage locations were on the corners of the vehicles."

A breakdown of the results by model year follows:

DISTRIBUTION OF UNREPA1RED CRASH DAMAGE BY LOCATION OF DAMAGE
ON THE VEHICLE BY MODEL YEAR —

ATLANTA AND WASHINGTON, D.C. METROPOLITAN AREAS
June — October 1972

LOCATION OF DAMAGE MODEL YEAR
1968 1969 1970 1971 1972

Front, Center 11% 11% 12% 10% 14%
Corner, Front 24% .23% 24% 24% 27%

ALL FRONT 35% 34% 36% 34% 41%

Rear, Center 18% 18% 20% 18% 17%
Corner, Rear 28% 29% 29% 28% 26%

ALL REAR 46% 47% 49% 46% 43%

ALL CORNERS 54% 52% 53% 52% 53%

ALL SIDES 19% 19% 14% 18% 16%

Status Report September 10, 1973

•
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EXCERPT-- PAGES 3 AND 4

INSURANCE INSTITUTE
for Highway.Safety

Vol. 5, No. 22 December 15, 1970

NHSB IGNORES ITS OWN STUDY IN SPEED CONTROL PLAN 

The National Highway Safety Bureau has proposed that speed limits be built into high-

way Vehicles — but at a ceiling higher than the bureau's own experts earlier recommended as

an absolute maximum.

Starting Oct. 1, 1972, the bureau's three-part proposal would:

1) Set 95 miles per hour as the speed ceiling that must be built into all new vehi-

cles — cars, trucks, buses, multi-purpose vehicles and motorcycles;

2) Set 85 miles per hour as the highest speed that could be shown on a vehicle's

speedometer;

3) Require that as a vehicle entered the 81-85 mile per hour speed range its horn

would sound and warning lights flash until the speed dropped below that point.

In announcing the proposal, the bureau suggested that building speed limits into cars

could mean less expensive vehicles, because it "may result in substantial reduction in the

cost of manufacturing vehicle power plants."

The bureau cited in its announcement a Cornell Aeronautical Research Laboratory

study showing that at speeds over 80 miles per hour, 509 of 2, 948 "unbelted exposed per-

sons," or 17.3 per cent, were•killed. However, it offered no evidence to suggest how its

proposed masking of speedometers above 85 miles per hour, or the sounding of horns and

blinking of warning lights in the 81-85 miles per hour range, would reduce crash losses.



311

8
(Coned from page 6)

These declines in damage values and frequencies for newer cars "should not be misinterpreted as an
indication that the more recent model year automobiles are less costly to repair than earlier model year
automobiles," the study warns. It says the decline is because "there will be an increasing percentage of
older cars involved in more than one crash in which the damage is subsequently unrepaired; therefore, the
amount and hence the dollar value of unrepaired crash damage as well as its frequency should increase with
the age of the vehicle."

• Damage by Metropolitan Area: The estimated percentages of cars that each year sustained crash
damage left unrepaired ranged from a low of I 0 per cent in the Cleveland and St. Louis areas to a high of 40
per cent in the Washington, D.C. area, with the following between: Dallas, 14 per cent; Minneapolis-St.
Paul, 15 per cent; Detroit, 18 per cent; Atlanta, 23 per cent; Chicago, 24 per cent; and Denver, 36 per cent.
"The precise reasons for these wide variations between metropolitan areas are not known," the study notes,
adding that a similar survey conducted in 1970 by Ford Motor Co. "also indicated wide variations between
metropolitan areas in the percentages of vehicles observed with unrepaired crash damage."

• The study says that "subsequent reports in this series will compare the real world frequencies and
amounts of unrepaired crash damage to 1973 and later model year vehicles with the experience of earlier
models." Such data, it notes, "provide one of the important measures for evaluating the extent to which
vehicle manufacturers are reducing the designed-in susceptibility of their vehicles to damage in low speed (0
to 20 miles per hour) collisions."

The study's authors were James Casassa, II, of the research department of State Farm Mutual
Automobile Insurance Co., Brian O'Neill, of the IIHS research staff, and Irwin Miller and Sandra Stone, of
Arthur D. Little, Inc. Surveys on which the study is based were conducted by State Farm, IIHS, Arthur D.
Little, Inc., and the Independent Automotive Damage Appraisers Association,during June-October, 1972.

Copies of the study are available by writing "Lnrepaired Damage," Insurance Institute for Highway
Safety, Watergate 600, Washington, D.C. 20037.

Status Report September 10, 1973
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A forerunner of the new proposal was the bureau's 1967 "advance notice" of intent

to publish a speed control standard for new vehicles. Response to the notice was almost

entirely from auto manufacturers and muscle car proponents — and was almost entirely in

opposition. This contrasted with the results of a CBS television poll, conducted the same

year, showing that 52 per cent of 1,081 surveyed drivers would favor built-in speed-limiting

devices. .

Evidence that 95 miles per hour would be excessively high for such limits was con-

tained in a little-publicized NHSB report released in early 1969 and entitled, "Maximum

Safe Speed for Motor Vehicles." (Copies are available on request, for $1, by writing the

Superintendent of Documents, Government Printing Office, Washington, D. C. 20402.)

That report, not referred to in the new bureau proposal, pointed out that:

• No maximum posted speed limit in the United States exceeds 80 miles

per hour. (Two states, it reports, have no posted limits. )

• Based on an examination of crash data in one surveyed state, "fatali-

ties might be reduced in the order of 13 per cent if the speed maximum

were set as low as 60 miles per hour," and with a 70 mile per hour maxi-

mum, an "eight per cent (fatalities cut) might be achievable" — but for

crash speeds above 80 miles per hour, available data are "inadequate for the

purpose of quantifying hazard-casualty-speed relationships." (The report

noted that an eight per cent reduction in fatalities for the nation because of

a 70 mile per hour speed maximum would mean 4, 000 lives per year.)

• Even for a "fully restrained occupant who has been packaged to provide

large areal distribution and controlled acceleration rates of the crash forces

up to a peak of about 40 G's" — such as with an effective air bag system —

the "maximum crash speed that can be tolerated without exceeding the

human injury threshold . . . (is) about 85 miles per hour." (G forces

experienced by an occupant in a 95 mile per hour crash would be 25 per

cent greater than in an otherwise identical crash at 85 miles per hour. )

• The '"majority of foreign cars" — but "only two domestic models" —

surveyed in the report had maximum speed capabilities lower than 90

miles per hour.

A major contributer to the 1969 report was Col. John Stapp, a bureau official

reknowned for his research in high-speed crash survivability.

A vehicle speed performance ceiling above 90 miles per hour, Stapp said in the

report, would be "a gratuitous promotional extravagance and a total waste for the law abid-

ing consumer." Stapp urged — and the report concluded by recommending — that the bureau

adopt a standards-making strategy "to control (speed) at 90 miles per hour as a beginning and

work down as public acceptance grows and more evidence is gathered to show the additional

payoff at lower maximum speeds."

Comments on the proposal (docket 1-19) may be sent to: Docket Section, National

Highway Safety Bureau, Rodm '4223, 400 Seventh Street, S. W., Washington, D. C. 20591.

Closing date for comments iSFeb. 26, 1971.
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EXCERPT -- PAGES 7 AND 8

INSURANCE INSTITUTE
• for Highway Safety

Vol. 6, No. 1 January 18, 1971

SAFETY COUNTERMEASURES URGED FOR TRUCES, BUSES

The former director of the National Highway Safety Bureau has urged attention to
five countermeasures which, he said, have been neglected in efforts to reduce highway
losses due to truck and bus crashes.

In a paper delivered this month in Detroit. Michigan, to the Automotive Engineer-
ing Congress of the Society of Automotive Engineers, Dr. William Haddon, Jr., 'president
of the Insurance Institute for Highway Safety, said he had picked the five as "especially ,
noteworthy'' because "each (is) comprised of a situation contributing prominently to such
losses and, correspondingly, of the analogous countermeasures . . . (and) because each
is being either largely ignored or, at best, inadequately handled both in the private and
public sectors."

1. Heavy trucks and buses are incapable of braking to a stop in the same distance
as automobiles, he said, even though it is "a logical, necessary performance requirement
for all vehicles" that they have the same braking ability. "Actual braking performance of
heavy trucks is commonly two to three times worse than that of passenger cars," Haddon
said. He cited a "multivehicular holocuast" Nov. 29, 1969, on the New Jersey Turnpike

f
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in which "one after another huge truck was unable to stop in a short enough distance and

plowed into the vehicles and people ahead." There is no adequate federal standard for

truck braking rates, he noted.

2. " . . . For trucks, most roads in effect have no gua:rdrails," he said. Since
this is "a situation not likely to improve rapidly. I believe that we can expect increased
numbers of . . . disasters in which so-called guardrails fail properly to retain impacting
vehicles, especially trucks."

3. Another situation which, he said, "pleads for energetic correction" is the

failure to design trucks so that "hazardous cargoes do not spill in crashes at the maximum

operating speeds for which the vehicles involved are designed." Haddon said absence of

such crash design contributes "greatly to highway losses, and this, too, I believe, will

continue for some time to worsen."

4. Concerning buses, he said that "the failure to prevent most, if not virtually

all injuries of any severity to crashing bus passengers must be attributed to inadequacies

in . . . design," particularly since bus dimensions, their maximum speeds and the

available technology and hardware could be applied to proper packaging of bus occupants.

5. A California study, he said, has indicated that "alcohol use by drivers of

lighter trucks appears to be a very major problem . . . . Strong countermeasure devel-

opment and implementation and evaluation directed at this light truck operation part of

the overall alcohol and highway safety problem, each supported by thoroughly competent

research, are long overdue, and nowhere substantially present."

4
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protecting a limited number of "safety related" items from damage during low speed crashes. In its
October, 1971, "program plan," the agency said it expected to extend "the scope of the no-damage
requirements to any subsystem of the vehicle that (when damaged) may adversely affect the vehicle's safe
operation." The new revision gives no schedule for issuing property damage standards mandated by the
"Motor Vehicle Information and Cost Savings Act." (See Status Report, Vol. 7, No. 19, Oct. 16, 1972.)
However, a safety administration official told Status Report that the agency "is working on that now."

The most noteworthy safety standard postponements include:

• A four year delay (Sept. 1, 1976, to Sept. 1, 1980) in the effective date of a new standard that•
would be aimed at protection of pedestrians and cyclists when they are hit by a motor vehicle. The planned
rule is directed at improving vehicle exteriors in order to "reduce injury levels to pedestrians and cyclists
during initial vehicle impacts and if possible ... control his trajectory to reduce the severity of secondary
impacts," NHTSA said in its October, 1971, "program plan."

• A delay of almost two years (Jan. 1, 1973, to Sept. 1, 1974)on an amendment to the consumer
information regulation on vehicle stopping distance that would give consumers information on wet
pavement stopping performance.

• A delay of almost two years (Sept. 1, 1972, to May 1, 1974) on a new consumer information
regulation that would "provide the consumer with qualitative information to assist him in making an
informed choice when purchasing tires." (See Status Report, Vol. 6, No. 18, Oct. 4, 1971.)

In the National Traffic and Motor Vehicle Safety Act of 1966, the Congress mandated that NHTSA
issue a uniform quality grading system for motor vehicle tires. The law called for that standard to be issued
before 1969.

• A two year delay (Sept. 1, 1973, to Sept. 1, 1975) in a new standard that would seek "to deter
and limit excessive speeds" by limiting the maximum attainable speed of a vehicle and by using visible and
audible wamings as a vehicle approaches that speed. (See Status Report, Vol. 5, No. 22, Dec. 15, 1970.)

• A two year delay (Sept. 1, 1975, to Sept. 1, 1977) in "major revisions and additions to the
present requirements for defrosting, defogging, wiping and washing systems" (FMVSS 103 and 104).

• A two year delay (Sept. 1, 1975, to Sept. 1,.1977) in a new standard to require "installation of
spray protectors where existing vehicle structure permits spray produced by the vehicle's wheels to impair
the visibility of following traffic."

• A one year delay (Sept. 1, 1973, to Sept. I, 1974) in applying indirect visibility standards

(mirrors) to trucks, buses, multipurpose passenger vehicles and motorcycles.

• A one year delay (Sept. 1, 1976, to Sept. I, 1977) is also anticipated for improvements in indirect

visibility (mirrors) on passenger cars (FMVSS 1 1 1).

• A one year delay (Sept. 1, 1973, to Sept. I, 1974) in the effective date of a new standard to

"specify requirements for passenger seats in buses." The new rule is supposed to carry requirements for
"strengthened seats and seat anchorages, seat back protection and increased seat back height."

• A one year delay (Sept. 1, 1973, to Sept. 1, 1974) in an amendment that would combine "seat

and head restraint performance requirements and upgrade(s) these performance requirements."

• A one year delay (Aug. 15, 1973, to Sept. 1, 1974) for passenger cars and a four year delay (Sept.
1, 1977) for forward control vehicles (such as vans) on an amendment to upgrade protection for drivers
against impacts with steering assemblies.

29-982 0 - 74 - 21



316

3

Projected amendments to other existing standards that have been postponed insclude: Occupant

Protection in Interior Impact (FMVSS 201), Child Restraint Systems (FMVSS 213), Windshield Mounting

(FMVSS 212), Steering Control Rearward Displacement (FMVSS 204), Motor Vehicle Brake Fluid (FMVSS

116), Brake Hoses and Brake Hose Assemblies (FMVSS 106); Retreaded Tires (for vehicles other than

passenger cars) (FMVSS 117), New Pneumatic Tires for Passenger Cars (FMVSS 109) and New Lighting

Systems (FMVSS 108).

Other projected or postponed new standards for which planned effective dates have been postponed

include: Windshield Zone Intrusion, (for vehicles other than passenger cars), Gaseous Fuel System

Equipment for Motor Vehicles, Motorcycle Rider Protection Systems, Motorcycle Headgear, Tires, Rims

and Wheels (for vehicles other than passenger cars), Direct Fields of View and Passenger Car Tire Traction.

•
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EXCERPT

INSURANCE INSTITUTE
• for Highway Safety

Vol. 7, No. 22 November 27, 1972

NHTSA Plans Extensive Vehicle Rule Delays
In an "update" of its "Program Plan for Motor Vehicle Safety Standards," the National Highway

Traffic Safety Administration has quietly postponed projected effective dates for more than 25 new safety
standards, amendments to existing safety standards and regulations by a combined total of more than 30
years.

The agency eased a revised schedule of its projected rulemaking activity into a public docket file with
no official signature, official letter of transmittal or annotation as to where the document originated.
Although the file is open to public inspection, it is seldom reviewed by other than motor vehicle industry
representatives.

Virtually the only major rule to escape the widespread postponements is NHTSA's passive restraint
rule. That rule is currently under court L.:view because of auto maker dissatisfaction with its requirements.
(See Status Report, Vol. 7, No. 5, March 13, 1972.)

NHTSA issued its first "program plan" in August, 1970. A revised plan was issued two months later.
'A third revision was published and circulated in October, 1971. The October, 1971, version of NHTSA's
projected rulemaking activity said that the publication is intended as a "guideline and working document."
It said that the schedules in the plan "represent the best estimates" of NHTSA's timetable, and cautions

that those plans "are subject to change at any
time."—Inside 

• NHTSA Proposes Auto Makers Supply
VIN's . Page 3 -

• NHTSA Conducting 63 Defect Probes,
15 Are Two Years Old . Page 4

• Columinst Hits Auto Makers on Safety
Belt Comfort ... Page 10

• New York Court Halts Attempt To
Speed Traffic Prosecutions .. . Page 11

• DOT Moves Toward Highway Standards
For Federal Agencies . Page II

The current revision in the plan, which
reflects across-the-board delays, is dated Nov.
1, 1972. According to an official stamp on the
document, it was placed in the public file
Noe. 8, 1972.

A Nov. 6, 1972, story in Automotive
News, by Helen Kahn, a veteran Washington
and Detroit reporter, had said that the auto-
mobile rulemaking "atmosphere in Wash-
ington is expected to be considerably more
relaxed" during the next four years.

In addition to the blanket postpone-
ments, NHTSA has altogether dropped plans
to upgrade its exterior protection standard
(FMVSS 215). The standard is now aimed at

The Insurance Institute Im Highway Safety It an independent. nonprofit, scientific •nd educational organization. It is decimated to resit.,
.4 losses—deaths, injuries end property damage—result,' from crashes on the nation's Arghways The Institute ts %spoor,. th• f,IfIeNe•n
'motto, Awordtinn, the Nano!. Association of Automotive Moto, Inno•ore Companies, the National Association of Independent Insurers
s s.-, s le ai 1.0,1111.1 companies
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INFLATION - THE OTHER CRISIS

I. Introduction 

Since the impact of the energy crisis on automobile insurance first be-

came a matter of concern and speculation by both public officials and consumers,

the emphasis has been on the possible reduction in the frequency of accidents and

insurance claims resulting from those accidents.

However, frequency of claims is only part of the story behind the losses paid

by automobile insurance companies; the average cost of settling the claims is

equally important.

In the previous reports on automobile insurance submitted by the Industry

Advisory Committee to the Special N.A.I.C. Task Force on the Energy Crisis the

then available facts and figures were presented and their significance was

analyzed. An "Accelerated Monitoring System" designed to provide, as quickly

as possible, measures of the trends in automobile insurance claims attributable

to the energy crisis was proposed by the Industry and has been approved by the

Task Force and implemented by companies insuring nearly 60% of the private passen-

ger automobiles in the country. The first report will be submitted on April 15,

1974.

In the meantime, the effects of inflation on the costs of all of the things

for which automobile insurance pays - hospital rooms, physicians' and surgeons'

fees, automobile parts, automobile repair labor rates, etc. - have become more

pronounced. The costs of these items are increasing at an accelerating rate and

the forecasts of economists make it clear that no reversal of these trends can be

expected in the near future.
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II. Summary

This report shows that:

1. In spite of the continued effects of inflation on the costs of

those items paid for by automobile insurance, automobile insurance

rates have actually declined during the period in which the Economic

Stabilization Program has been in effect.

2. Trends in automobile insurance claim costs track closely with trends

in related external costs, such as those of medical and surgical

treatment and automobile repairs--both parts and labor.

3. Costs--of claims and the things the claim dollar pays for--have

been climbing steadily. While the Economic Stabilization Program

brought about a temporary slowdown in 1972 in the rates of increase

of those costs, they have been rising with increasing acceleration

since mid-1972.

4. Economists forecast a continuation of inflation at a high rate with

no sign of a slackening during the first half of 1974, which inevitably

will force automobile insurance claim costs up at an even greater rate.

The conclusion is that the inevitable increase in claim costs may well offset

possible reductions in accident and claim frequency attributable to the energy

crisis. As a result, not only may rate reductions not be warranted, but increases

In automobile insurance rates may in fact be needed to keep pace with inflationary

prespures.

1

- 2 -
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III. Automobile insurance Rates and the Economic Stabilization Program

It is most significant to note that the cost of automobile insurance

has not contributed to the increase in the cost of living since August, 1971

when the Economic Stabilization Program was instituted. Indeed, it is the

only item among those being considered in this study that has declined. The

following table compares figures for the Consumer Price Index and various

component indices as published by the Bureau of Labor Statistics of the U. S.

Department of Labor for August, 1971 and December 1973:

CONSUMER PRICE INDEX
(1967 ... 100.0)

August December Percent
1971 1973 Change

Cost of Living (All items) 122.1 138.5 +13.4%

Medical Care 130.0 141.4 + 8.8

Physicians' Fees 131.2 140.8 + 7.3

Hospital Rooms
(semi-private) 165.8 186.4 +12.4

Auto Repairs and Maintenance 131.0 145.9 +11.4

Auto Insurance Rates 142.6 137.4 - 3.6

The conclusion is inescapable that the cost of automobile insurance as

of the end of 1973 had fallen substantially behind the cost of those items

paid for by automobile insurance. Although the degree and impact on a state

by state and company by company basis can only be determined by appropriate

actuarial analyses, the inference is clear that many of the automobile in-

surance rates currently charged are not, in fact, adequate even before the

prospective effects of accelerating inflation are taken into account.

- 3 -
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IV. Trends in Automobile Insurance Claim Costs and Related Data

Following are five graphs showing the trends in the average costs of

settling Private Passenger Automobile Bodily Injury Liability and Property

Damage Liability claims, based upon the experience of companies reporting to

Insurance Services Office, from the beginning of 1970 to the most recent

date for which such data are available, as compared to non-insurance cost data,

as follows:

Bodily Injury Liability Average Claim Costs and

--the Medical Care Index of the Consumer Price Index

--the Physicians' Fees Index of the C.P.I.

--the Hospital Rooms (semi-private) Index of the C.F.I.

Property Damage Liability Average Claim Costs and

--the Auto Repair and Maintenance Index of the C.F.I.

--indices of Auto Parts Prices and Labor Repair Rates

The data underlying these graphs are included in Appendix A.

Examination of these graphs clearly shows that the irends in automobile

insurance claim costs track with the trends in the costs of the other items

and that the external data, which are available for periods subsequent to the

insurance data, indicate a continued increase in claim costs.

- 4 -
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V. Rates of Change in Automobile Insurance Claim Costs and Related Data 

Examination of the various cost data--paid insurance claims and

related non-insurance costs--shows that, after the imposition of the Price

Freeze by the President on August 15, 1971, the rate of increase declined

for a relatively short period, through mid-1972. Since that time, however,

the rates of increase have again accelerated with no indication that costs a
re

going to stop rising sharply.

The tables on the following page reflect the changes in Private Pas-

senger Automobile average paid claim costs and in the Consumer Price Index

and component indices that are related to automobile insurance costs.

-10-
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Rates of Change in Private Passenger Automobile
Average Paid Claim Costs

2nd quarter
1970 to

2nd quarter

2nd quarter
1971 to

2nd quarter

3rd quarter
1971 to

3rd quarter

4th quarter
1971 to

4th quarter

1st quarter
1972 to

let quarter
1971 1972 1972 1972 1973

ILI. Liability 49.3% -2.2% +0.9% +1.3% +6.2%

P.D. Liability 48.3 +1.0 +1.3 +2.2 +4.3

Rates of Change in Consumer Price Index
and in Automobile Insurance Related Components 

July
1970
to

July

July
1971
to
July

July
1972
to

July

December
1972
to

December
1971 1972 1973 1973

Consumer Price Index (all items) + 4.4% +3.0% +5.7% +8.8%

Medical Care + 6.6 +2.6 +3.5 +5.2

Physicians' Fees + 6.9 +2.8 43.1 44.0

Hospital Rooms
(semi-private)

412.9 +6.1 43.9 +5.7

Auto Repairs & Maintenance 44.6 +3.8 +5.4 +6.7

(Refer to Appendix B for the details of the data included in the above tables.)

- 11 -
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VI. 1974 Economic Forecasts 

For the year ending December, 1973 the Consumer Price Index increased 8.8%,

up from an increase of 5.7% for the year ending July, 1973 and an increase of

only 3.4% for the year ending December, 1972 (see Appendix B, Sheet 4).

Although the size of the increase in the Consumer Price Index for All Items

can be blamed in some measure on the increase in food prices, the prices of those

things that affect automobile insurance claim costs have also been increasing at

increasing annual rates as was shown in the table above.

What about 1974?

The official Administration forecast is that inflation will continue at a high

rate during the first half of the year but that the rise should slow to an annual

rate of about 41/2% in the second half of the year.

However, other economic experts are less optimistic.

Mi. Herbert Stein, Chairman of the President's Council of Economic Advisors,

said recently of the inflation problem, "It's been a hard fight and going to be

a hard fight for a long time". He said there were "no instant solutions".

Newsweek Magazine quoted one government economist as stating "Maybe what we

have done through controls is to shift inflation from 1973 to 1974 - hard as that

is to believe when you consider the size of inflation last year".

Mr. Sydney L. Jones, Assistant Secretary of Commerce for Economic Affairs,

is quoted by the Associated Press as saying that Americans will be faced with a

sagging economy and a high inflation rate of between 9 and 10 per cent in the

months ahead.

There is no disagreement that the current high rate of inflation will con-

tinue for the near future, with the Administration hopeful that things will improve

during the second half of the year. Meantime the Administration is taking steps to

- 12 -
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eliminate controls under the Economic Stabilization Program and is considering

steps - including increased governmental spending, a primary cause of inflation -

to shore up the economy and forestall an economic recession.

The conclusion: there is every expectation that automobile insurance claim

costs will continue to rise at an increasing rate in the near future because of

the Impact of unrelenting inflationary pressures.

- 13 -

•



334

Appendix A
Sheet 1

PRIVATE PASSENGER AUTOMOBILES

BODILY INJURY LIABILITY

Average Paid Claim Cost Indices
and

Medical Care Indices

(1)

Year Ended
Quarter

(2)

Average Date
of Payment

(3)

Average Paid
Claim Cost*

(4)

Index to
1/1/70

(3)

Medical Care
CPI #

(6)

CPI Index
to 1/1/70

6/30/70 1/1/70 $1,237 1.000 116.0 1.000

9/30/70 4/1/70 1,246 1.007 118.7 1.023

12/31/70 7/1/70 1,258 1.017 120.9 1.042

3/31/71 10/1/70 1,268 1.025 122.7 1.058

6/30/71 1/1/71 1,298 1.049 124.6 1.074

9/30/71 4/1/71 1,323 1.070 127.2 1.097

12/31/71 7/1/71 1,369 1.107 129.0 1.112

3/31/72 10/1/71 1,400 1.132 130.0 1.121

6/30/72 1/1/72 1,393 1.126 130.3 1.123

9/30/72 4/1/72 1,396 1.129 131.6 1.134

12/31/72 7/1/72 1,401 1.133 132.6 1.143

3/31/73 10/1/72 1,423 1.150 133.5 1.151

1/1/73 134.7 1.161

4/1/73 136.0 1.172

7/1/73 137.2 1.183

10/1/73 139.5 1.203

* Based on the experience of companies reporting to Insurance Services Office for $10,000

Basic Limits for the year ending on the date in column (1).

# Medical Care CPI determined by interpolation of monthly indices, for example:

December 1969 Index *, 115.6 January 1970 Index 116.3
1/1/70 Index (Dec. '69 + Jan. '70) + 2 116.0
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Appendix A
Sheet 2

PRIVATE PASSENGER AUTOMOBILES

BODILY INJURY LIABILITY

Average Paid Claim Cost Indices
and

Physicians Fees Indices

(1) (2) (3) (4) (5) (6)
Year Ended Average Date Average Paid Index to Physicians Fees CPI Index
Quarter of Payment Claim Cost* 1/1/70 CPI # to 1/1/70

6/30/70 1/1/70 $1,237 1.000 116.6 1.000

9/30/70 4/1/70 1,246 1.007 119.2 1.022

12/31/70 7/1/70 1,258 1.017 121.8 1.045

3/31/71 10/1/70 1,268 1.025 123.5 1.059

6/30/71 1/1/71 1,298 1.049 125.8 1.079

9/30/71 4/1/71 1,323 1.070 128.3 1.100

12/31/71 7/1/71 1,369 1.107 130.1 1.116

3/31/72 10/1/71 1,400 1.132 131.6 1.129

6/30/72 1/1/72 1,393 1.126 132.3 1.135

9/30/72 4/1/72 1,396 1.129 133.1 1.142

12/31/72 7/1/72 1,401 1.133 134.0 1.149

3/31/73 10/1/72 1,423 1.150 134.5 1.154

1/1/73 135.6 1.163

4/1/73 136.8 1.173

7/1/73 138.1 1.184

10/1/73 139.8 1.199

* Based upon the experience of companies reporting to Insurance Services Office for
$10,000 Basic Limits for the year ending on the date in column (1).

# Physicians Fees CPI determined by interpolation of monthly indices, for example:

December 1969 Index = 116.3 January 1970 Index = 116.8
1/1/70 Index (Dec. '69 + Jan. '70) + 2 116.6

29-982 0 - 74 - 23
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Appendix A
Sheet 3

PRIVATE PASSENGER AUTOMOBILES

BODILY INJURY LIABILITY

Average Paid Claim Cost Indices
and

Semi-Private Hospital Room Indices

(1) (2) (3) (4) (5) (6)
Semi-Private

Year Ended Average Date Average Paid Index to Hospital Room CPI Index
Quarter of Payment Claim Cost* 1/1/70 CPI # to 1/1/70

6/30/70 1/1/70 $1,237 1.000 136.0 1.000

9/30/70 4/1/70 1,246 1.007 141.7 1.042

12/31/70 7/1/70 1,258 1.017 144.8 1.065

3/31/71 10/1/70 1,268 1.025 149.9 1.102

6/30/71 1/1/71 1,298 1.049 154.7 1.138

9/30/71 4/1/71 1,323 1.070 160.1 1.177

12/31/71 7/1/71 1,369 1.107 163.7 1.204

3/31/72 10/1/71 1,400 1.132 166.9 1.227

6/30/72 1/1/72 1,393 1.126 168.8 1.241

9/30/72 4/1/72 1,396 1.129 172.5 1.268

12/31/72 7/1/72 1,401 1.133 174.4 1.282

3/31/73 10/1/72 1,423 1.150 175.7 1.292

1/1/73 177,0 1.301

4/1/73 180.5 1.327

7/1/73 181.6 1.335

10/1/73 184.4 1.356

* Based upon the experience of companies reporting to Insurance Services Office for
$10,000 Basic Limits for the year ending on the date in Coldmn (1).

# Semi-Private Hospital Room CPI determined by interpolation of monthly indices,
for example:

December 1969 Index = 135.0 January 1970 Index = 136.9
1/1/70 Index = (Dec. '69 + Jan. '70) 4. 2 = 136.0
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Appendix A
Sheet 4

PRIVATE PASSENGER AUTOMOBILES

PROPERTY DAMAGE LIABILITY

Average Paid Claim Cost Indices
and

Auto Repair and Maintenance Indices

(1) (2) (3) (4) (5) (6)
Auto Repair

Year Ended Average Date Average Paid Index to and Maintenance CPI Index
Quarter of Payment Claim Cost* 1/1/70 CPI # to 1/1/70

6/30/70 1/1/70 $268 1.000 116.0 1.000

9/30/70 4/1/70 274 1.022 119.0 1.026

12/31/70 7/1/70 279 1.041 120.8 1.041

3/31/71 10/1/70 285 1.065 122.4 1.055

6/30/71 1/1/71 291 1.086 124.1 1.070

9/30/71 4/1/71 296 1.104 127.5 1.099

12/31/71 7/1/71 301 1.123 129.9 1.120

3/31/72 10/1/71 306 1.142 131.3 1.132

6/30/72 1/1/72 306 1.142 132.5 1.142

9/30/72 4/1/72 307 1.146 134.2 1.157

12/31/72 7/1/72 309 1.153 135.1 1.165

3/31/73 10/1/72 313 1.168 136.4 1.176

1/1/73 137.6 1.186

4/1/73 140.4 1.210

7/1/73 142.3 1.227

10/1/73 144.1 1.242

* Based upon the experience of companies reporting to Insurance Services Office
for the year ending on the date in Column (1).

Auto Repair & Maintenance CPI determined by interpolation of monthly indices,
for example:

December 1969 Index = 115.2 January 1970 Index = 116.8
1/1/70 Index = (Dec. '69 + Jan. '70) + 2 = 116.0
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Appendix A
Sheet 5

PRIVATE PASSENGER AUTOMOBILES

(1)

Year Ended
Quarter

(2)

Average Date
of Payment

PROPERTY DAMAGE LIABILITY

Average Paid Claim Coat Indices
and

Automobile Parts Prices

(3) (4) (5)

Average Paid Index to Parts Prices #
Claim Cost* 1/1/70 Index to 1/1/70

6/30/70 1/1/70 $268 1.000 1.000

9/30/70 4/1/70 274 1.022

12/31/70 7/1/70 279 1.041 1.010

3/31/71 10/1/70 285 1.065

6/30/71 1/1/71 291 1.086

9/30/71 4/1/71 296 1.104

12/31/71 7/1/71 301 1.123 1.153

3/31/72 10/1/71 306 1.142

6/30/72 1/1/72 308 1.142

9/30/72 4/1/72 307 1.146

12/31/72 7/1/72 309 1.153 1.216

3/31/73 10/1/72 313 1.168

7/1/73 1.238

* Based on the experience of companies reporting to Insurance Services Office

for the year ending on the date in Column (1).

IF Based on an index developed by the State Farm Mutual Automobile Insurance Co. using

prices for a selected number of automobile parts, weighted to reflect the frequency

of their replacement as a result of crashes, for each of the seven most recent model

years in each case.
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Appendix A
Sheet 6

PRIVATE PASSENGER AUTOMOBILES

PROPERTY DAMAGE LIABILITY

Average Paid Claim Cost Indices
and

Auto Repair Labor Rates

(1) (2) (3) (4) (5) (6)

Year Ended Average Date "Average Paid Index to Auto Repair Labor Rates
Quarter of Payment Claim Cost* 1/1/70 Labor Rates# Index to 1/1/70

6/30/70 1/1/70 $268 1.000 $7.87 1.000

9/30/70 4/1/70 274 1.022

12/31/70 7/1/70 279 1.041

3/31/71 10/1/70 285 1.065

6/30/71 1/1/71 291 1.086 8.32 1.057

9/30/71 4/1/71 296 1.104

12/31/71 7/1/71 301 1.123

3/31/72 10/1/71 306 1.142

6/30/72 1/1/72 306 1.142 8.63 1.097

9/30/72 4/1/72 307 1.146

12/31/72 7/1/72 309 1.153 8.54 1.085

3/31/73 10/1/72 313 1.168

1/1/73 8.88 1.128

7/1/73 9.21 1.170

* Based on the experience of companies reporting to Insurance Services Office for the

year ending on the date in Column (1).

# Countrywide average developed by the Allstate Insurance Co. using figures reported by
their regional offices of average labor rates from a sampling of repot* shops in each
region.
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Appendix B

Sheet 1

PRIVATE PASSENGER AUTOMOBILES

BODILY INJURY LIABILITY

Average Paid Claim Cost Data by quarter 0

(1)

Quarter
Ended

(2)

Average Date
of Payment

(3)

Average Paid
Claim Cost

(4)

Annual %

ShAll&f._

3/31/70

6/30/70

9/30/70

12/31/70

2/15/70

5/15/70

8/15/70

11/15/70

$1233

1294

1235

1265

3/31/71 2/15/71 1276 + 3.5%

6/30/71 5/15/71 1414 +9.3

9/30/71 8/15/71 1346 + 9.0

12/31/71 11/15/71 1441 +13.9

3/31/72 2/15/72 1396 + 9.4

6/30/72 5/15/72 1383 - 2.2

9/30/72 8/15/72 1358 + 0.9

12/31/72 11/15/72 1460 + 1.3

3/31/73 2/15/73 1482 + 6.2

0 Source: The experience of companies reporting to Insurance Services Office

countryiride excluding Conn., Del., Fla:, Ill., Md., Mass., N.J., Ore., and P.R.
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Appendix B
Sheet 2

PRIVATE PASSENGER AUTOMOBILES
PROPERTY DAMAGE LIABILITY

Average Paid Claim Coat Data by Quarter 0

(1)
Quarter
Ended

(2)
Average Date
of Payment

(3)
Average Paid
Claim Cost

_ (4)
Annual %
Change

3/31/70

6/30/70

9/30/70

12/31/70

2/15/70

5/15/70

8/15/70

11/15/70

$266

277

283

293

3/31/71 2/15/71 288 +8.3%

6/30/71 5/15/71 300 +8.3

5/30/71 8/15/71 306 +8.1

12/31/71 11/15/71 314 +7.2

3/31/72 2/15/72 304 +5.6

6/30/72 5/15/72 303 +1.0

9/30/72 8/15/72 310 +1.3'

12/31/72 11/15/72 321 +2.2

3/31/73 2/15/73 317 +4.3

0 Source: The experience of companies reporting to Insurance Services Office
countrywide excluding Florida and Massachusetts.
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Appendix B
Sheet 3

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX 0

1967 100.0

All Items

1970

Index .
Annual

1-ghEISit

January 113.3

February 113.9

March 114.5

April 115.2

May 115.7

June 116.3

July 116.7

August 116.9

September 117.5

October 118.1

November 118.5

December 119.1

1971

January 119.2 +5.2

February 119.4 +4.8

March 119.8 44.6

April 120.2 +4.3

May 120.8 +4.4

June 121.5 +4.5

July 121.8 +4.4

August 122.1 +4.4

September 122.2 +4.0

October 122.4 +3.6

November 122.6 +3.5

December 123.1 +3.4

0 Source: Monthly Labor Review (Bureau of Labor Statistics)
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Appendix B
Sheet 4

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX 0

1967 = 100.0

All Items

1972

Index
Annual
% Change

January 123.2 +3.4
February 123.8 +3.7
March 124.0 +3.5
April 124.3 +3.4

May 124.7 +3.2
June 125.0 +2.9
July 125.5 +3.0
August 125..7 +2.9

September 126.2 +3.3
October 126.6 +3.4
November 126.9 +3.5
December 127.3 +3.4

1973

January 127.7 +3.7
February 128.6 +3.9
March 129.8 +4.7
April 130.7 +5.1

May 131.5 +5.5
June 132.4 +5.9
July 132.7 +5.7
August 135.1 +7.5

September 135.5 +7.4
October 136.6 +7.9
November 137.6 +8.4
December 138.5 +8.8

0 Source: Monthly Labor Review (Bureau of Labor Statistics)
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Appendix B
Sheet 5

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX 0

1967 . 100.0

1969

Medical Care 
Semi-Private
Hospital Rooms Physicians Fees

. Annual %
Index Change ex

Annual %
Change Index

Annual
chanr7L

116.3
December 115.6 135.0

1970
, • •

116.8
January
February
March

116.3
117.1
118.2

136.9..
138.9
140.8

117.4
119.0

April' 119.1 142.5 119.4
120.3

May
June

119.7
120.5

142.9
143.6 121.6

July
August
September,,

121.3
122.0
122.6

146.0
147.8
149.2

121.9
122.6
123.3

October
November
December

j1971

122.8
123.4
124.2 7.47.

150.5
151.9
153.8 13.97.

123.7
124.6
125.7 8.1

January 124.9 7.4,, 155.5 13.6, 1125.9 7.8
February 125.8 7.4 157.4 13.3 126.6 7.8
March 126.8 7.3' 159.2 13.1 128.0 7.6

April 127.5 7.1 161.0 13.0 128.5 7.6
May 128.1 7.0 161.7 13.2 129.2 7.4
June 128.6 6.7 162.6 13.2 129.9 6.8

July 129.3 6.6 164.8 12.9 130.3 6.9
August 130.0 6.6 165.8 12.2 131.2 7.0
September 130.4 6.4 166.8 11.8 131.5 6.7

October 129.8 5.5 167.0 11.0 131.7 6.5
November 129.7 5.1 167.0 9.9 132.0 5.9
December 130.1 4.8 167.9 9.2 132.2 5.2

IS Source: Monthly Labor Review (Bureau of Labor 
Statistics)

4
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Appendix B
Sheet 6

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX 0

1967 = 100.0

Semi-PriVate -
Medical Care Hospital Rooms Physicians Fees

Annual Annual Annual

1972

Index % Change Index % Change Index % Change

January 130.5 +4.5 169.6 +9.1 132.3 +5.1
February 131.0 +4.1 171.1 +8.7 132.6 +4.7
March 131.4 +3.6 172.2 +8.2 132.9 +3.8
April 131.7 +3.3 172.7 +7.3 133.2 +3.7
May 132.0 +3.0 173.2 +7.1 133.3 +3.2
June 132.4 +3.0 173.8 +6.9 133.9 +3.1

July 132.7 +2.6 174.9 46.1 134.0 +2.8
August 132.9 +2.2 175.3 +5.7 134.2 +2.3
September 133.1 42.1 175.6 +5.3 134.4 +2.2
October 133.9 +3.3 175.8 45.3 134.6 +2.2
November 134.1 +3.4 176.0 +5.4 134.8 +2.1
December 134.4 +3.3 176.3 +5.0 135.4 +2.4

1973

January 134.9 +3.4 177.6 +4.7 135.7 +2.6
February 135.3 +3.3 178.9 44.6 136.1 +2.6
March 135.8 43.3 180.1 +4.6 136.7 +2.9
April 136.2 +3.4 180.8 +4.7 136.9 +2.8
May 136.6 +3.5 181.0 +4.5 137.5 +3.2
June 137.0 +3.5 181.4 +4.4 138.0 +3.1

July 137.3 +3.5 181.8 +3.9 138.2 +3.1
Augttst 137.6 +3.5 182.5 +4.1 138.6 +3.3
September 138.3 +3.9 183.6 44.6 139.6 +3.9
October 140.6 +5.0 185.2 +5.3 139.9 +3.9
November 140.9 +5.1 185.8 +5.6 140.3 +4.1
December 141.4 +5.2 186.4 t5.7 140.8 +4.0

0 Source: Monthly Labor Review (Bureau of Labor Statistics)
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Appendix B
Sheet 7

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX i

1969

1967 . 100.0

Auto Repair & Mairc,enance

Index
Annual %
Change

December .115.2

1970

January 116.8
February 117.6
March 118.7

April 119.2
May 119.9
June 120.4

July 121.1
August 121.5
September 122.1

October 122.7
November 123.2
December 123.7 7.4%

1971

January 124.4 6.5
February 125.8 7.0
March 127.0 7.0

April 127.9 7.3
May 128.4 7.1
June 129.4 7.5

July - 130.3 7.6
August 131.0 7.8
September 131.2 7.5

October 131.3 7.3
November 131.§ 6.8
December 131.9 6.6

'0 Source: Monthly Labor Review (Bureau of Labor Statistics)
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Appendix B
Sheet 8

UNDERLYING EXTERNAL TREND DATA

CONSUMER PRICE INDEX 0

1967 100.0

1972

-Auto Repair 6 Maintenance

Index
Annual %
Change

January 133.1 +7.0
February 133.6 +6.2
March 134.0 +5.5
April 134.3 +5.0
May 134.6 +4.8
June 134.9 +4.3

July 135.2 +3.8
August 135.7 +3.6
September 136.3 +3.9
October 136.4 +3.9
November 136.6 +3.8
December 136.8 +3.7

1973

January 138.4 +4.0
February 139.3 +4.3
March 140.1 44.6
April 140.7 +4.8 .
May 141.4 +5.1 '
June 142.1 +5.3

July 142.5 +5.4
August 142.9 +5.3
September 143.8 +5.5
October 144.4 +5.9
November 144.9 +6.1
December 145.9 +6.7

0 Source Monthly Labor Review (Bureau of Labor Statistics)
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