
 
 
 
 
 
 
July 10, 2012        Sent Via E-Mail 
 
Therese M. Goldsmith, Chair 
Joseph G. Murphy, Vice Chair 
Auto Insurance (C/D) Study Group 
National Association of Insurance Commissioners (NAIC) 
1100 Walnut Street, Suite 1500 
Kansas City, MO  64106 
 
RE: Proposed Work Plan for Auto Insurance Study (C/D) Working Group 
 
Dear Commissioner Goldsmith and Commissioner Murphy: 
 
The National Association of Mutual Insurance Companies (NAMIC) appreciates the opportunity 
to comment on the “Proposed Work Plan for Auto Insurance Study (C/D) Working Group.”  
NAMIC is the largest and most diverse property/casualty trade association in the country, with 
1,400 regional and local mutual insurance member companies serving more than 135 million 
auto, home, and business policyholders and writing in excess of $196 billion in annual premiums 
that account for 50 percent of the automobile/ homeowners market and 31 percent of the 
business insurance market.  More than 200,000 people are employed by NAMIC member 
companies. 
 
The Working Group’s proposed charge is “to review issues relating to low-income households 
and the auto insurance marketplace and to make recommendations as may be appropriate.”  We 
would suggest that the charge be elaborated to include a clear statement of the ultimate objective 
or purpose to be served by the contemplated study.  In our view, the study would be most useful 
if it were to address two specific questions:  1) Is there evidence that low-income consumers are 
unable to purchase minimum liability coverage at a price commensurate with the risk they 
present?  2) Are the price and availability of minimum liability insurance significant factors that 
affect the ability of low-income consumers to own and operate automobiles?  
 
It seems to us that these are the questions that are most important to both low-income consumers 
and regulators.  The first question proceeds from the recognition that what matters to the low-
income consumer is whether there is an insurer that will provide him with the level of coverage 
needed to satisfy the requirements of state law at a price that reflects the risk of loss that the 
insurer must absorb.  It is absolutely irrelevant from the consumer’s point of view whether every 
one of the hundreds of auto insurers operating in the U.S. is aggressively marketing liability 
coverage to low-income consumers in every geographic region.   
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The second question is framed to acknowledge that owning and operating an automobile in the 
U.S. is an expensive proposition for reasons that have nothing to do with the cost of insurance.  
The escalating price of gasoline is an obvious factor that contributes to the cost of vehicle 
operation, but state licensing and registration fees, bridge and highway tolls, parking fees, 
government-mandated safety and fuel economy standards (which increase the cost of vehicle 
production, and hence, the retail price) are also important contributors.  Some states, including 
the largest state, California, require vehicle owners to pay for periodic tailpipe emission 
inspections; if the vehicle fails the inspection, the owner must pay for any necessary adjustments 
or repairs.  And while automobile maintenance has always contributed significantly to the cost of 
owning a car, modern vehicles are designed and engineered in such a way that it is often 
impossible for the average consumer to perform even the most rudimentary routine maintenance 
(such as changing the motor oil).   
 
It should be noted that all of these costs disproportionately affect low-income vehicle owners, in 
that they consume a larger percentage of their household incomes relative to the incomes of more 
affluent households.  Taking account of the overall cost of automobile ownership and operation 
would provide a meaningful context for considering the relative cost of auto liability insurance 
and its effect on low-income consumers.   
 
Provided that the various “Proposed Tasks for [the] Working Group to Consider” are undertaken 
within a framework shaped by the two questions suggested above, we think the Working 
Group’s proposed work plan has the potential to yield some useful insights.  The same cannot be 
said for the alternative work plan proposed by several NAIC consumer representatives and other 
self-described “consumer organizations and advocates.”1  During the Working Group’s initial 
conference call, representatives of two such groups, the Consumer Federation of America and 
the Center for Economic Justice, were sharply critical of the Working Group’s plan and pointed 
to the “consumer work plan” as a superior alternative.  Because we suspect this line of criticism 
will continue in future meetings of the Working Group, we offer some comments on the 
consumer work plan.   
 
First, the term “work plan” does not begin to describe the monumental undertaking entailed by 
the consumer plan, which contains no fewer than 20 different directives to “collect data” and 
“collect information” (mostly from insurers).  The information and data to be collected includes 
a potpourri ranging from “the location of consumers utilizing web-based purchases of auto 
insurance” to “premium quotes and take-up rates, denials of coverage, non-renewals and 
cancellations by geographic area and income level.”   
 
Given the time and effort that insurers would necessarily devote to generate this mountain of 
data—to say nothing of the resources that regulators would have to allocate to analyze it—it 
seems reasonable to expect that the authors of the consumer plan would explain the point of the 
exercise and how it relates to insurance regulation in their proposed charge for the Working 
Group.  Unfortunately, instead of identifying specific research questions or hypotheses to be 
investigated, they offer a single discursive sentence:  
 

                                                 
1 “Proposal from Consumers Regarding the Charge and Work Plan for the Joint Working Group on Auto Insurance 
and Low-Income Consumers,” March 15, 2012 



 3

Examine, analyze and, if necessary, make recommendations regarding the 
availability and affordability of auto insurance for low-income consumers and the 
impact of insurer and government auto insurance-related practices on low-income 
consumers, including, but not limited to insurer sales, marketing, risk 
classification, premium financing and claim settlement and government 
enforcement of financial responsibility laws.   

 
We have tried to parse this sentence and can only conclude that the consumer plan is little more 
than a fishing expedition.  We wonder how many actual insurance consumers would approve of 
their premium dollars being used to pay for the administrative cost of generating reams of data, 
apparently for no purpose other than to satisfy the curiosity of a handful of professional activists. 
 
The consumer plan appears to have been inspired by related “research” recently conducted by the 
Consumer Federation of America.  In January 2012, CFA released a report titled, “Lower-
Income Households and the Auto Insurance Marketplace: Challenges and Opportunities.”  This 
was followed by “Low Ball: An Insider’s Look at How Some Insurers Can Manipulate 
Computerized Systems to Broadly Underpay Injury Claims” and “Auto Insurers Charge High 
and Variable Rates for Minimum Coverage to Good Drivers from Moderate Income Areas.”  If 
nothing else, these reports demonstrate that CFA cannot be trusted as a credible source of 
information and analysis.   
 
The first report repeats the familiar canard that “major insurers” systematically overcharge low-
income consumers for auto insurance by using discriminatory rating factors unrelated to risk—a 
claim that has been thoroughly debunked by dozens of government and academic studies.  The 
report further proclaims that “some major insurers will not even sell auto insurance to certain 
types of car owners….  Other insurers, according to state insurance department surveys, charge 
very high rates to these owners that are well above the rates charged by other insurers.”  CFA 
apparently believes that any fair-minded reader will regard this as a serious problem, but in fact 
significant price variation occurs in most industries, including highly competitive ones.  Some 
grocery store chains, for example, do not operate in certain markets, and some grocery stores 
charge higher prices than other grocery stores operating in the same markets.  CFA fails to 
explain why this should be a source of regulatory concern when the product in question is auto 
insurance. 
 
The report’s other major finding is that “major insurers” mistreat their low-income customers in 
the claims process, the principal evidence for which is a statement from an anonymous 
“plaintiff's attorney who used to work for insurers” that “it’s easier for insurers to pick on the 
sick, the weak, and the poor than someone who is big and tough.”  This is what CFA calls 
“research.” 
 
The second report purports to describe the nefarious ways in which an insurer could potentially 
use injury evaluation software to underpay bodily injury claims, and is based entirely on 
speculation from court records involving allegations against a single insurance company.  The 
report makes no mention of recent analyses by the Insurance Research Council showing that auto 
insurers routinely overpay bodily injury and PIP claims due to widespread fraud and claim 
“buildup.”  The possibility that insurers might use injury evaluation software as a legitimate tool 
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to combat fraud and buildup, and that doing so could have the effect of lowering insurance 
premiums for all consumers, is never considered by CFA. 
 
The third report is perhaps the most preposterous of the lot.  Continuing its obsessive focus on 
“major insurers,” CFA set out to prove that moderate-income consumers are charged exorbitant 
premiums for minimum auto liability coverage.  To that end, CFA created two “hypothetical” 
consumers, one male and one female, who “had good credit ratings, were single with one 
dependent, rented in moderate-income areas (median income around $30,000), had a high school 
degree, and drove a paid-for 2002 Honda Civic 10,000 miles a year.”  CFA says it obtained 
online premium quotes for its two consumers in 15 cities from the four companies with the 
largest share of the national auto insurance market.  The quotes it claims to have obtained are, in 
many instances, uncommonly high, leading CFA to declare that minimum liability coverage rates 
for moderate-income consumers in the U.S. are “unfair.” 
 
The flaws in CFA’s methodology are glaringly obvious.  For example, how did the hypothetical 
consumers’ “good credit ratings” figure into the premium quotes, given that insurers that use 
credit history to calculate premiums derive this information not from consumers, but from credit 
reporting agencies that track the credit behavior of actual consumers—something that cannot be 
done for hypothetical consumers who do not even exist?  More fundamentally, if CFA really 
wanted to know how much it would cost a hypothetical consumer to obtain the lowest-priced 
minimum liability coverage in each of its 15 selected cities, it would simply have contacted 
insurance agents in these cities and put the question to them.  There may be dozens of insurers in 
these markets offering low-cost auto liability insurance, but one would never know this from the 
CFA report because it relies entirely on premium quotes from four companies.   
 
In conclusion, we believe that the Working Group’s proposed work plan is on the right track, but 
could benefit from some refinement along the lines of what we suggest earlier in this letter.  To 
that end, the Working Group may wish to enlist the assistance of the Insurance Research 
Council, or an academic insurance economist who has expertise in auto insurance markets and 
data analysis.  There are a number of good insurance scholars around; Terri Vaughan would 
probably be able to recommend several individuals. 
 
Sincerely, 

 
Robert Detlefsen, Ph.D. 
Vice President, Public Policy 


