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Good morning Chairman Ruby and members of the committee. My name is Mike
Andring. | am the Property Casualty Actuary for the North Dakota Insurance

Department.

| was asked to estimate the impact on auto insurance premiums that would occur if
Personal Injury Protection (PIP) benefits were no longer required as a mandatory

coverage.

To estimate this impact, | used data from our annual auto rate survey. Each year the
Insurance Department conducts an auto rate survey in which we ask the top 20 auto
insurance carriers (based upon market share) to provide premium quotes for a number
of rating scenarios. From these surveys | was able to determine the proportion of total
premium attributable to PIP coverage for each of the carriers. | then weighed these
averages by each company’s market share percentage for calendar year 2014. The top
20 carriers accounted for nearly 80 percent of the market in 2014, and so their

combined average is a reasonable estimate for the entire market.

Attached is an exhibit that summarizes the results of this analysis. On average, the
premium attributable to PIP coverage amounted to just under seven percent of the total
auto insurance premium. So you might conclude the reduction in premiums due to the
elimination of mandatory PIP coverage would be approximately seven percent.

However, there are some caveats:
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First you will note from the exhibit that among the 20 carriers, there is a significant
difference of opinion as to what percentage of total premium is attributable to PIP
coverage. While the average is 7 percent by company, the percentages ranged from 2
percent to 10 percent.

Second, this estimate ignores the impact the elimination of PIP coverage would have on
liability claims. The claim expenditures companies would eliminate by not having to pay
PIP benefits would likely be offset by the increased expenditures for liability claims paid
to third parties. While | would not expect this to be a one-to-one match (most likely the
health insurance industry would absorb some of these claims), arguments could be
made that insurance costs could actually increase due to increased litigation expenses
associated with these new liability claims.

You could also make the argument that the long-term reduction would be greater than
seven percent as it could potentially lead to a reduction in insurance fraud (insurers are
more willing to thoroughly investigate and challenge claims made by third parties than

they are claims made by their own insureds).

| was also asked to estimate the rate impact if North Dakota were to increase the
minimum required amounts of insurance. Currently, North Dakota’s minimums are
$25,000 per person, $50,000 per incident and $25,000 for property damage, i.e.,
25/50/25.

To estimate this impact, | first compared North Dakota’s minimum financial responsibility
limits to those of the other 49 states. Attached is a summary of financial responsibility
requirements from all states. From this comparison, | decided to look at the premium
impact associated with moving to two sets of limits: 50/100/25 and 50/100/50.

Since it is assumed that most North Dakotans purchase limits higher than the current
25/50/25 minimum, the answer for the majority of drivers is “no impact.” Only those

insureds with limits currently below the potential new minimum limits should be affected.



To estimate the premium impact on this subset of the North Dakota population, | made
a further assumption that the majority of those insureds at minimum limits are not

purchasing comprehensive nor collision coverage. They are buying a liability only policy.

Using a similar approach to the one | used to estimate the premium impact of PIP
elimination, and relying on filed increased limits factors from an advisory organization,
Insurance Services Office (ISO), | estimate that moving minimum limits from 25/50/25
up to 50/200/25 will result in a nine percent premium increase for those insureds
currently at minimum limits. Moving from 25/50/25 up to 50/100/50 would result in an

estimated 12 percent premium increase.

That concludes my testimony. | would be happy to answer any questions. Thank you.



PIP Premium as Percentage of Total Auto Insurance Premium for North Dakota Insurers

2014 ND PIP as % of *

Company Market Share  Total Prem

State Farm Mutual Automobile Insurance Company 12.5% 9.2%
Progressive Northwestern Insurance Company 10.0% 7.8%
National Farmers Union P&C 8.8% 7.2%
American Family Mutual Insurance Company 8.6% 4.6%
Nodak Mutual Insurance Company 7.8% 5.8%
Progressive Direct Insurance Company 5.3% 5.3%
Center Mutual 4.2% 8.5%
Mid-Century Insurance Company 2.7% 5.7%
Allstate Ins Co 2.4% 2.4%
North Star Mutual 2.2% 5.0%
Geico General Ins CO 1.7% 8.7%
Safeco Insurance Company of America 1.6% 4.4%
State Farm Fire & Casualty 1.5% 9.6%
USAA 1.5% 3.6%
Geico Indemnity Ins CO 1.5% 8.0%
USAA-GIC 1.4% 5.4%
MemberSelect Insurance Company 1.3% 7.9%
American Standard Insurance Company of Wisconsin 1.2% 10.1%
Grinnell Mutual 1.1% 5.0%
USAA-CIC 0.7% 4.0%
GEICO 0.5% 8.7%
Garrison P&C Ins CO 0.3% 5.2%
State Auto Ins Co 5.6%
78.9% 6.8%

* Based upon results of ND Insurance Dept's Annual Auto Rate Survey
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