Approved: January 26, 20006

MINUTES OF THE SENATE FINANCIAL INSTITUTIONS AND INSURANCE COMMITTEE

The meeting was called to order by Chairman Ruth Teichman at 9:30 A.M. on January 18, 2006 in Room
234-N of the Capitol.

All members were present.

Committee staff present:
Terri Weber, Kansas Legislative Research Department
Ken Wilke, Office of Revisor of Statutes
Bev Beam, Committee Secretary

Conferees appearing before the committee:
Proponent Neutral Opponent
Jarrod Forbes, Kansas Insurance Dept. ~ Carmen Aldritt, Dept. Of Rev.

Others attending:
See attached list.

The Chair called the meeting to order. Bruce Kinzie from the Revisor of Statutes office reported in place of
Melissa Calderwood regarding (SB 321) -_An act relating to the Kansas Department of Revenue;
providing for the development and implementation of an electronic motor vehicle financial security
verification svstem. Mr. Kinzie said (SB 321) directs the Department of Revenue to develop and implement
an electronic motor vehicle financial security verification system. This would be done in consultation with
the Department of Insurance, law enforcement agencies, county agencies and insurance companies. Mr.
Kinzie said there are at least 23 states trying to solve the issues of the uninsured motorist through data
verification of some sort.

Overview of SB 321

The Chair introduced Jarrod Forbes from the Kansas Insurance Department. Mr. Forbes said (SB 321) is a
proposal to amend K.S.A. 40-3118 which would develop and implement an electronic motor vehicle financial
security verification system in the Sate of Kansas. He said the Kansas Insurance Department currently
estimates 8 to 9 percent of the driving population is doing so without the required insurance.

Mr. Forbes said the Kansas Insurance Department has been interested for a long time in making sure people
maintain automobile insurance and they believe this legislation is intended to further that cause. He said the
Kansas Insurance Department wants to offer their assistance in finding a workable solution to uninsured
motorists in Kansas and one that strives towards uniformity nationally.

Mr. Forbes said the time frame allowed for in the bill gives the legislature the opportunity to review other
states’ implementation issues and the availability of vendors who can provide the needed technology.
(Attachment 1)

The Chair called on Scott Lakin, National Coordinator with Insured Vehicle Identification Network. Mr.
Lakin said he was here to thank the committee for (SB 321) and also to be a resource for the committee. Mr.
Lakin said there are at least 23 states trying to solve the issues of the uninsured motorist through data
verification of some sort. He said there is a clear lack of national insurance regulatory leadership regarding
this issue. The insurance industry has been working on a solution to address this issue. Mr. Lakin said there
is an obvious need for a uniform cost effective approach with law enforcement tools that would achieve the
criteria identified by the Texas and NAIC study. He said the Property and Casualty Insurance Committee
recommends that the NAIC, in cooperation with AAMVA, IICMVA and national insurance trade association
proceed, subject to certain guidelines, with preliminary work on the possible development of a uniform cost
effective approach, including discussions with vendors on technology and operational issues surrounding

implementation. (Attachment 2)

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to

the individuals appearing before the committee for editing or corrections. Page 1



CONTINUATION SHEET

MINUTES OF THE Senate Financial Institutions and Insurance Committee at 9:30 A.M. on January 18,
2006 in Room 234-N of the Capitol.

The Chair next called on Carmen Aldritt with the Department of Revenue. She also gave an overview of
(SB 321). Marcy Ralston, Chief of Driver Control Bureau, was present to answer any questions. Ms.
Ralston was invited back on Thursday, January 19, to testify before the committee and answer further
questions. '

Adjournment

The meeting was adjourned at 10:30 a.m. The next meeting of the Committee is scheduled for January 19,
2006, 9:30 a.m.

Unless specifically noted, the individual remarks recorded herein have not been transeribed verbatim. Individual remarks as reported herein have not been submitted to

the individuals appearing before the committee for editing or corrections. Page 2
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COMMENTS ON

SB 321
Providing for the development & implementation of an electronic motor vehicle
financial security verification system

SENATE FINANCIAL INSTITUTIONS AND INSURANCE
January 18, 2006

Madame Chair and members of the committee:

Thank you for the opportunity to speak with you on behalf of the Kansas Insurance
Department. This bill is a proposal to amend K.S.A. 40-3118, which would develop and
implement an electronic motor vehicle financial security verification system in the State
of Kansas. Currently, our department estimates 8-9% of our driving population is doing
so without the required insurance.

The Kansas Insurance Department has long been interested in making sure people
maintain automobile insurance and we believe this legislation is intended to further that
cause. We would like to offer our assistance in finding a workable solution to uninsured
motorists in Kansas and one that strives towards uniformity nationally.

The time frame allowed for in the bill gives the legislature the opportunity to review
other states’ implementation issues and the availability of vendors who can provide the
needed technology. It also provides the opportunity to see what develops regarding a
national approach through the NAIC and other groups mentioned in the attached white

paper.

Madam chair, I can assure you the Kansas Insurance Department is ready and willing to
assist in the needed and prescribed for investigation stage.

Thank you again for the opportunity to address the committee today and I would be

happy to stand for any questions.
I
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Uninsured Motorists:
A Growing Problem
for Consumers

An NAIC White Paper

Prepared by the
NAIC
Property and Casualty Insurance (C)
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December 6, 2005
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Introduction

The National Association of Insurance Commissioners (NAIC) has been asked to consider a uniform cost effective approach to an
age-old 1ssue of how to minimize the number of motorists that are operating without the insurance that is required by state law in
most jurisdictions. Before proceeding with an exploration of any particular solution, the NAIC members asked that the Property
and Casualty Insurance (C) Committee explore the extent of the problem and identify solutions that states have implemented.

The purpose of this white paper is to document the state requirements related to maintenance of auto insurance and activities that
have been undertaken to address concerns over uninsured motorists. Information is also included on known vendors of uninsured
motorist tracking solutions.

State Requirements Related to Maintenance of Auto Insurance

Auto insurance is compulsory in most jurisdictions, although the type of insurance and the amount of coverage required varies
widely. Forty-six states and the District of Columbia require citizens to maintain auto insurance (see attachments). Even in the four
states where auto insurance is not compulsory (New Hampshire, Tenncssee, Virginia and Wisconsin), a financial responsibility
law exists that imposes insurance requirements on those citizens that have demonstrated a lack of fiscal responsibility for a past
auto accident.

In spite of these laws that compel the purchase of auto insurance, many people choose to drive without it. Paying for those that
choose fiscal mresponsibility is a problem for those that abide by compulsory insurance laws, The costs are passed along to the law
abiding public m the form of uninsured motorists coverage. Thus, in addition to paying for their own actions, each insured
motorists also pays for a portion of the costs for others that choose to disobey the law.

Many jurisdictions have tried to solve the uninsured motorists problem in a variety of ways. Among the many solutions to the lack
of compliance with compulsory auto insurance are mandating the offer or purchase of uninsured motorists coverage. This appears
Lo be a legislative recognition that the compulsory aute insurance law does not work as intended. Other solutions include no-pay,
no-play legislation where a person is barred from recovery if they fail to maintain the minimum required auto insurance coverage
and a variety of verification systems.

Addressing issues that increase the costs of auto imsurance for citizens is a concern for insurance regulators. Further, if a uniform,
national cost effective approach can be identified that minimizes the administrative costs associated with gathering information
needed to monitor compliance with compulsory auto insurance laws, then insurers, motor vehicle administrators, insurance
regulators, law enforcement authorities and the public will be better served. Without a uniform cost effective approach, each
jurisdiction will eventually develop its own unique solution. Diversity in this area will run contrary to insurance regulator’s current
regulatory modernization efforts.

Research on Uninsured Motorists Issues and Existing Solutions

Our research has uncovered four significant resource documents concerning the uninsured motorist issues and existing solutions.

The Financial Responsibility and Insurance Committee Resource Guide—This guide is a project of the American Association
of Motor Vehicle Administrators (AAMVA). The latest edition i1s dated March 2005. This document can be downloaded at
http:/fwww.aamva.org/Documents/drvFinRespResourceGuide5.pdf.

This reference guide was first mitially assembled in 2002 and is periodically updated as jurisdictions report their status on
compulsory insurance and financial responsibility issues and programs tracking the uninsured motonst. The guide contains a
comprehensive summary of the public policy issues related to those individuals that choose to drive uninsured. It also provides

© 2005 National Association of Insurance Commissioners 3
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jurisdiction-based fact sheets documenting compulsory insurance and financial responsibility requirements and programs for
tracking the uninsured motorst.

Online Insurance Verification—This March 15, 2004 white paper is published by the Insurance Industry Committee on Motor
Vehicle Administration (JICMVA). This document can be found at
http://www.senate.state. tx.us/75/Senate/commit/c640/downloads/testimony/050504/onlineins.pdf.

This white paper’s stated purpose is to “propose a system to provide documentation of insured status through a partnership of the
states, the public, and insurers.” It reviews existing systems and offers a proposed solution from the insurance industry. It calls for
“4an event-based approach to mandatory insurance laws” that uses web-based technology for an online verification process.

HRB3588 Feasibility Study of an Interface Motor Vehicle Financial Responsibility Verification System—This report was
published in 2004 by the Texas Department of Public Safety and the Texas Department of Insurance. This document can be found

at http://www.tdi.state.tx.us/commish/.

This feasibility study was a mandated review and evaluation of the existing programs across the country. It was developed in
response to a legislative mandate to study the feasibility and costs of implementing a tracking database in Texas that could be used
to verify that a driver had the mandatory liability insurance coverage required by Texas law.

Requirements for Model Motor Vehicle Liability Insurance Reporting—Dated December 1998, this rcport contains joint
recommendations of the AAMVA’s Financial Responsibility Committee and the IICMVA. This document can be found at

http://www.aamve ore/documents/drvfinanresponelectronicreportingfinaldec98 .pdf.

This report is intended to provide documentation of an electronic means to exchange information that would allow a jurisdiction to
confirm compliance with its compulsory motor vehicle insurance requirements. It suggests that everyone use the ANSI ASC X12
standard data format for exchange of electronic insurance reporting information where required by legslation to do so. The
document has a useful glossary of terms that are commonly used.

Findings
The Financial Responsibility and Insurance Committee Resource Guide

The most noteworthy finding in this document is observed (on page 16) in the review of the stakeholders mnvolved in the unmsured
motorist issue. The resource guide describes the various perspectives of the general public, lawmakers, law enforcement, motor
vehicle administrators, service providers and the insurance industry. What’s missing is any mention of insurance commissioners;
state insurance regulators, or the NATC in what is defined on page 11 as the Background of the Uninsured Motorist Insurance
Issue. This oversight misses completely the public perspective that the fiscally responsible parties are paying for those that choose
not to purchase the coverage required by law.

Other interesting points are:
“Each vear, according to some estimates, losses from automobile collisions in the United Sates exceed $150 Billion. Although it 1s
very difficult to determine, the insurance industry estimates the uninsured moterist population in cach U.S. jurisdiction fo range

from as low as five percent to as high as 30 percent” (Page 6)

“Ameng the uninsured driver group, §2% indicated they cither can’t afford insurance or the vehicle is moperable ar not in use.”
(Page 14)

“Technology and proprigtary software provide the answer to the uninsured problem. Programs are well suited for junisdictions that
wish to privatize or outsource the database management process. The funding issue is solved if legislation includes an additiorn to
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the fee for vehicle registration. Vendors in Utah and Colorado indicate their program has resulted in a dramatic reduction in
uninsured motorists.” (Page 17)

“The theory underlying compulsory insurance is sound, but when put to the test, falls short of expectations. It seems contradictory
that insurers don’t support mandatory insurance when it potentially means more sales. The reality 1s that any increased sales are
short-lived, spiking upward when a new law is enacted, then retreating to prior levels afier a few months. Further, reporting
programs are expensive to implement and mamtain and have not demonstraied any positive impact on the uninsured population.
The number of uninsured motorist coverage claims can measure any immediate or long-term results. Generally those claims have
not decreased. even in Utah and Colorado.” (Page 17)

“From a technological viewpoint, insurance data reporting, particularly via electronic means, works well in moving data between
entities. What happens beyond that has achieved mixed results. Matching of data is critical, but may never reach comfortable
levels due to data accuracy issues, differences in database elements and formats, and a laundry list of items that generate false
negatives on the DMV database. Unreliable data raises questions about the intensity of law enforcement measures, if indeed law
enforcement is incorporated into a state’s program.” (Page 17)

“In general, there is no correlation between compulsory insurance and the number of uninsured motor vehicles on the highway.
The same absence of correlation can be said of insurance data reporting programs. Between the 1989 and 1999 IRC studies, of the
18 states with reporting programs in place for 5 years or more, 12 showed an increase in uninsured motorists and 6 expenenced
improvement. These results suggest there may be other factors involved such as level of enforcement and consistency of
penalties.” (Page 14)

Online Insurance Verification

Again, the most noteworthy finding is no mention of insurance commissioners; state insurance regulators or the NAIC within the
pages of this study. Although, “TICMVA was formed to provide consistent, industry-wide exchange berween the insurance
industry and all state jurisdictions.” (Page 1)

“The IICMV A basic organization is built around insurers and insurance trade associations. Property Casualty Insurers Association
of America (PCI, formerly the National Association of Independent Insurers and the Alliance of American Insurers) and the
American Insurance Association (AIA) comprise the two major trades. Non-affiliated insurers round out the ICMVA roster”
(Page 1)

“IICMVA is not a lobbying orgamization. Instead, the Committee serves as a liaison between the insurance industry and state
motor vehicle departments in the following subject areas: drivers licensing, vehicle titling/registration, motor vehicle records,
compulsory insurance laws, and financial responsibility programs. IICMVA also maintains a close working relationship with the
American Association of Motor Vehicle Administrators (AAMVA).” (Page 1)

“From an insurance company perspective, evidence suggests that state reporting programs have not effectively met their main
objective: to 1dentify and track uninsured motorists. These programs are costly, difficult to implement, hard to maintain, and a

burden for insured drivers.” (Front cover—Executive Summary)

“There will always be citizens who ignore or actively seek to avoid the laws on compulsory insurance. This is the fundamental
non-compliance problem.” (Page 4)

“The states’ attempts to eliminate or reduce unmsured motorists via state reporting programs raise the following additional
concerns:

*  Data Problems Cause Insured to be Mistakenly Identified as Uninsured
¢  Reporting Systems Are Costly for Jurisdictions, Insurers. and Consumers

* Reporting Programs Do Not Conform to the Needs of Commercial Insurers and Their Customers
© 2005 National Association of Insurance Commissioners 3
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e  No Correlation Exists Between Reporting Programs and the Number of Uninsured Motorists™ (Pages 4-7)

“The cost to the industry is compounded by the fact that insurers are responsible for the development, implementation,
maintenance, and administration of multiple systems for various states.” (Page 6)

“The cost to consurners is compounded by the fact that law abiding citizens are negatively affected. Consumers frequently spend
their time correcting state reporting errors. Also, increased regulatory costs reduce competition, giving consumers less choice in
the marketplace. Ironically, insured motorists bear all the costs of the very systems that are meant to track the uninsured.” (Page 6)

“[ICMVA supports an event-based approach to enforcing mandatory insurance laws. State jurisdictions have a need to verify
insurance coverage. With the advent of new technology, onlime verification promises to be a cost effective way to address this
need, benefiting the states, insurers, and consumers.” (Page 9)

“Using Web services to verify liability coverage will afford insurance companies numerous quantitative and qualitative benefits.
Companies will be able to transfer the efficiencies gained from one state’s program to another. In addition, the industry would
have the potential for establishing core technical competencies as a result of putting in place Web service-based programs that can
be leveraged by other business units within each msurance company.” (Page 9)

“More importantly, online verification provides a very practical application that the industry can offer states to identify uninsured
motorists. Taking a proactive approach to addressing an important public policy issue will also have a positive effect on
consumers.” (Page 9)

HB3588 Feasibility Study of an Interface Motor Vehicle Financial Responsibility Verification System

“House Bill 3588, passed during the 78th Regular Legislative Session, charged the Department of Public Safety and the
Department of Insurance to jointly conduct a study to determine the feasibility, affordability, and practicability of using a database
interface sofiware system for the verification of liability insurance coverage on motor vehicles in Texas and to make a
determination of whether such a system should be implemented in Texas. A task force was formed to include the staff of the
Department of Public Safety, the Department of Insurance, and the Department of Transportation. The task force compiled and
gathered information through surveys of other states, meetings with vendors of verification systems, and staff research and
analysis.” (Page 3)

“This report provides background information on the uninsured motorists’ problem in Texas and, in accordance with HB 3388, the
report considers the following five factors to determine whether such an insurance verification system is feasible:”

e Likelihood to reduce the number of uninsured motorists in this state;

e System reliability;

¢  Cost-effectiveness;

e  Privacy protections; and

e Data security and integrity.” (Page 3)
“Based on these numbers and the estimated UMR. (Uninsured Mororist Rate) n Texas of 20%, it is possible that there could be a
12 to 13 point reduction in the UMR i Texas, which could mean a drop in the UMR to as low as 7%-8%. The highest reductions
in the UMR were in states that had a database reporung/verification system.” (Page 5)

“It is the opinion of the task force that the problems with database reporting systems that have been experienced by other states can
be reduced or eliminated by careful and thoughtful design and implementation of the system. For example, reducing the number of
properly insured vehicle owners who are identified as uninsured can be reduced by increasing the number of 1dentifiers used for
the comparison. Education and monitoring can agsist in ensuring insurance company compliance with system requiremnents which
is essential to systern operation reliability.” (Page7)

@ 20035 National Association of Insurance Commissioners 6
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“The task force is not aware of any state that currently has a database interface software system that provides the required
verification and on-going monitoring components necessary to achieve the objectives ... The task force recommends that Texas
not implement a database interface system at this time and that specific information be obtained on designing a system that meets
all of the requirements ...” (Page 12)

Requirements for Model Motor Vehicle Liability Insurance Reporting

“Interactive options are now available and can be used by the jurisdictions and the industry when a jurisdiction Tequires reporting
of automobile nsurance information. The IICMV A maintains a position opposing electronic exchange of information as a method
of controlling the uninsured motorists in any state. The IICMVA, however, does support the use of ANSI ASC X12 standardized
record layout and reporting format, as presented in this document, in jurisdictions which have enacied legislation mandating
electronic reporting of insurance information.” (Page 3)

“Due to the problems inherent in reporting commercial vehicles, it is strongly recommended they be excluded unless specifically
mandated by law.” (Page 3)

“Both AAMVA and ICMVA support the use of the standard data format ANSI ASC X12 for the exchange of electronic insurance
reporting information between trading partners where required by legislation.” (Page 4)

“The efficiencies if a standard data set can minimize the difficulties that could be incurred if each institution were to impose its
own formats on every institution with which it does business.” (Page 4)

Vendors Providing Database Tracking Services

There are several vendors offering potential solutions to address the issue of identifying the uninsured. Among the many vendors
are:

InsureNet

InsureNet is a vendor of motor vehicle tracking services. InsureNet was founded in 2000 for the purpose of providing insurance
status verification, The InsureNet sysiem is proprietary (patent pending according to its web site) and provides instant verification
to users. Its founders claim to be world leaders in smart card solutions for insurance status and identification verification. They
offer the Instant Insurance Status Verification System. It appears InsureNet’s primary function is that of a data matching service.
The InsureNet system requires insurance companies to report daily any changes in msurance and then makes those daily changes
available to law enforcement. States currently utilizing data matching systems generally do not require such daily updates from the
insurance companies or DMV,

InsureNet describes its system as having the following key components:
e Daily, mandatory reporting of insurance status in order to operate in real time;
e The addition of a unique identifier code to identify the policy and the vehicle link;
e Immediate access to law enforcement personnel;
e  Compliant with privacy laws;
e Able to be used by mdividual insurers or by government; and
e Able to identify frand rings or repair scams.

InsureNet’s web site has this to say about its Instant Insurance Status Verification System. InsureNet maintains that it “offers a
complete solution to all problems with previous systems.
e It is completely non-invasive.
e It provides dramatic benefits for policyholders, including: far safer sreets, better insurance service, known status when
renting or purchasing a vehicle, and more convenience with insurance purchase. It also provides status for test drives, title
transfers, and vehicle registration. Over time, these efficiencies and others are certam to result in lower premiums.

© 2005 National Association of Insurance Commissioners 7
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¢ The system provides dramatic benefits for insurers, especially regarding increased revenues from the following sources:
additional policy volume based on new policy initiations, volume based on the ability to instantly track and requirement
to maintain Uninsured Motorist Coverage, Comprehensive and Collision coverage in compliance with liens, policies that
last far longer and cost less to re-initiate and maintain, policies that continue to move “up market” and generate increased
revenue as policyholders, now held accountable, drive more responsibly.”

InsureNet’s joint head offices are in Atlanta, Georgia and Grand Rapids, Michigan and support a network of additional offices
throughout the United States. InsureNet is also represented in Australia, The Netherlands, France, Morocco, Germany and The
United Kingdom.

According to InsureNet, its system has been implemented in the State of Delaware,
Insurance Vehicle Identification Network

The Insurance Vehicle Identification Network (TVIN) claims to be a secure self-revenue generating, digital information network
that provides stakeholders instant, secure access to critical data needed to control the increasing problem of uninsured motorists.
TVIN is intended to provide easy access to tools needed by law enforcement authorities to effectively enforce compulsory auto
insurance laws. It claims to reduce the cost burden of uninsured drivers and can be used to combat fraud.

The TVIN product provides each stakeholder with a unique view of only that information to which the stakeholder 1s entitled
access. These specific viewing levels are designed to protect the privacy and confidentiality of sensitive information. Thus. an
insurer would not be privy to information about another insurer’s customers. Law enforcement authorities would simply see that &
person is either properly insured or uninsured. It is a flexible system that is controlled by its administrator with fully traceable audit
capabilities.

IVIN claims that its program will lower everyone’s premium by lowering the number of uninsured motorists and increase msurer’s
premium writings as those that are previously uninsured purchase compulsery insurance coverages.

The founders of the ITVIN system have suggested that it could play a role in the NAIC’s regulatory modemnization. Its founders
believe that an NAIC-IVIN parmership would be a beneficial addition to the NAIC’s market regulatory modemization efforts.
They see the following regulatory purpeses for the system:
e  Standardized national reporting of the status of auto insurance coverage;
e Use of an imsurance industry developed ANSI ASC X12 standardized record layout and reporting format that will
minimize compliance costs for the insurance industry,
s  Decreases in the number of uninsured motor vehicles resulting in lower costs for auto insurance for law abiding drivers;
¢  Enhancement of anti-fraud efforts by regulators and insurers;
s Creation of a nationwide secure digital tool for management and enforcement of compulsory insurance laws; and
o Facilitating the ability for the state insurance regulators to utilize NAIC as a clearinghouse of factual, timely data with
regard to motorists and vehicles enhancing its other market regulatory data offerings io state regulators.

The IVIN system starts with a data repository that collects information from insurers using the ANSI ASC X12 standardized
record layout and reporting format and from state DMVs. The system matches the data from each entity and has a process to deal
with non-matches. Once it determines that a person is uninsurcd, the system generates a letier to the person advising that they are
uninsured, informing them of the penalties for noncompliance and suggesting that they purchase the compulsory msurance
immediately. IVIN maintains for each jurisdiction, a call center that would be used to communicate about enforcement efforts. The
call center would be set up to work with insurers, insurance producers and the DMV to address discrepancies i insured status
shown in the system. Law enforcement authorities would be able to access mnformation about msured status remotely and could
take actions authorized by state law.

Conclusion

© 2005 National Association of Insurance Commissioners &
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There are at least 23 staies trying to solve the issues of the uninsured motomst through data verification of some sort (See
Attachments One and Two). The first three reports question the capability of existing data verification systems to adequately
reduce the number of uninsured motorists, to protect privacy information and to provide the critical law-enforcement tools
necessary.

There is a clear lack of national msurance regulatory leadership regarding this issue. The Insurance industry, in the meantime, has
clearly been working on a solution to address this issue. Despite everyone agreemg that this is an msurance issue 1t 1s unclear why
these interested parties have not mcluded the insurance comrmmssioners and the NAIC m these discussions and studies, other than
the limited presentation that was made on Sept. 13, 2003 before the NAIC’s Industry Liaison Commitiee.

The Texas feasibility study concluded that although there was a need for a data verification system, and that such a systern was
feasible, none of the current and existing systems or those proposed in other states fully met the simple criteria of:

e Likelihood to reduce the number of uninsured motorists in this state;

»  System reliability;

= Cost-effectiveness;

e  Privacy protections; and

e Data security and integrity.

Their recommendation was to look for other solutions or to build a system themselves.

The NAIC’s leadership role would be to assist in developing a cost effective uniform approach for reducing the number of
uninsured motorists on the nation’s highways. The goal 1s to not only provide support and tools for law enforcement but also to
meet the criteria set forth by the NAIC. This provides necessary tools and support for the protection of the consumer, msurance
regulatory bodies, states, insurers and other stakeholders. An NAIC recognized approach would go beyond mere data matching as
indicated in the criteria established by Texas in their recent HB3588 Feasibility Study.

In conclusion, there is an obvious need for a uniform cost effective approach with law enforcement tools that would achieve the
five critenia identified by Texas. There should also be strong leadership from the insurance regulatory community, msurance
commissioners and the NAIC in this process. To that end, the Property and Casualty Insurance (C) Committee recommends that
the NAIC, in cooperation with AAMVA, [ICMVA and national msurance trade associations, proceed, subject to certain
suidelines, with preliminary work on the possible development of a uniform cost effective approach mcluding discussions with
vendors on technology and operational issues surrounding implementation.

Widrafts\whitepapers\Uninsured Motorist.03.doc
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Section 1: Executive Summary

Introduction

The current Uninsured Motorist Rate (UMR) in Texas is estimated at 20 percent.
House Bill 3588, passed during the 78" Regular Legislative Session, charged the
Department of Public Safety and the Department of Insurance to jointly conduct a study to
determine the feasibility, affordability, and practicability of using a database interface
software system for the verification of liability insurance coverage on motor vehicles in
Texas and to make a determination of whether such a system should be implemented in
Texas. A task force was formed te include the staff of the Department of Public Safety,
the Department of Insurance, and the Department of Transportation. The task force
compiled and gathered information through surveys of other states, meetings with vendors
of verification systems, and staff research and analysis.

This report provides background information on the uninsured motorists’ problem in
Texas and, in accordance with HB 3588, the report considers the foliowing five factors to
determine whether such an insurance verification system is feasible:

= Likelihood to reduce the number of uninsured motorists in this state;
s System reliability;
e Cost-effectiveness;
e Privacy protections; and
s Data security and integrity.
Definition:

Database interface Software System: An electronic information delivery/interface
system that allows for the direct exchange of various identifiers between the State and the
various insurance industry databases to determine whether a person has motor vehicle
liability insurance in force that complies with the Texas Motor Vehicle Safety Responsibility
Act.

Discussion

The task force reached an affirmative finding on each of the five factors. While the
task force finds that the implementation of a database interface software system is likely to
reduce the UMR, the task force is of the opinion that this approach alone will not provide
the reductions experienced in other states.

Based on a survey of the 27 states that operate some type of database reporting
system, the average pre-implementation UMR was 25.85 percent, and the average post-
implementation UMR is 8.39 percent, which is a reduction in the UMR of 16.46 points or
63.68 percent. Based on these numbers and the estimated UMR in Texas of 20 percent, it
is possible that there could be a 12 to 13 point reduction in the UMR in Texas. This could
mean a drop in the UMR to as low as 7-8 percent. Based on the experience of ather
states, the reliability of an insurance verification sysiem is dependent on several
identifiable factors. This is directly related to the design and implementation of the system.

3
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The data obtained in two surveys conducted by the task force and the analysis conducted
by the Texas Department of Insurance on possible automobile insurance premium savings
indicates that it could be cost effective to implement and operate a database interface
software system in Texas. The costs of implementation will vary depending on the type of
verification system used as well as the format, frequency and comprehensiveness of any
reporting that may be required.

Privacy is a major concern not only for state agencies but also for the insurance
companies and consumers. Protection of personal information is one of the most
important components of the system. Therefore, information and system security needs
will be foremost in designing and implementing all phases of the system. Texas law
impeses certain security standards on state agencies in order to reduce the risk that
information will be improperly disclosed or systems accessed by unauthorized entities.
The Department of Public Safety has the necessary experience to ensure data security
and integrity.

Based on the foregoing analysis, the task force has determined that the database
interface software verification system is feasible; however, in order to maximize the
effectiveness of a system, the system must be capable of monitoring a driver's compliance
with the Texas Motor Vehicle Safety Responsibility Act on an on-going basis.

It is the recommendation of the task force that Texas not implement the database
software interface system at this time and that additional consideration be given to
alternatives that will provide the maximum reduction in the UMR in Texas. The
Departments believe that the most effective verification system is one that consolidates a
database interface software system with a liability insurance cancellation reporting system.
To that end the task force recommends issuing a Request for Information (RFI1) that
specifies the features needed for a consolidated system and requires potential vendors to
tell how they will construct such a system for Texas and the costs of such a sysiem.
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Section 2: Reduction in Uninsured Motorist Rate (UMR)

The Uninsured Motorist Rate (UMR) in Texas is difficult to determine with absolute
accuracy. Nationally, it is estimated by the insurance industry that the UMR ranges from a
low of 5% to a high of 30%, with a national average of 20%. To evaluate the effectiveness
of a verification program in Texas, it is necessary to first estimate the current uninsured
motorist rate. For the purposes of this study, two nationally accepted methods of
determining the UMR have been used:

Method 1: The number of motor vehicles identified as uninsured in crashes
during the crash investigation. It is derived as follows:

UMR% = Number of Vehicles Uninsured in Crashes X100
Number of Vehicles Involved in Crashes

The estimated UMR for Texas using this method is 20%.

Method 2: The number of insured vehicles ascertained by the Department of
; Insurance from the Private Passenger Automobile Statistical Plan
and the Commercial Lines Statistical Plan is compared to the

number of registered vehicles in Texas (from TXDOT).

The estimated UMR for Texas using this method is also 20%.

Based on the methodologies above, Texas appears to have at least a 20% UMR.”

While 47 states have implemented mandatory liability insurance statutes, some 27
states have opted for insurance verification programs. A survey sent to 19 states with
either a random sampling or database reporting approach to verifying coverage resulted in
11 responses. This survey provided information conceming the individual state’s
experience regarding cost, UMR reduction, and error processing.

Since this section addresses the UMR, the evaluation statement will be limited to
the UMR results reported in those responses. The average pre-implementation UMR was
25.85%. The average post-implementation UMR is 9.39% resulting in an average
reduction in the UMR of 16.46 points or 63.68%. Based on these numbers and the
estimated UMR in Texas of 20%, it is possible that there could be a 12 to 13 point
reduction in the UMR in Texas, which could mean a drop in the UMR to as low as 7%-8%.
The highest reductions in the UMR were in states that had a database
reporting/verification system.

*Itis important to note that this UMR might be too low by several percentage points, depending on
the accuracy of the information reported.
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Section 3: System Reliability

Currently, Texas has an event-based motor vehicle verification system. Under this
type of system, proof of coverage must be presented at certain times, such as vehicle
registration, motor vehicle inspection, and during crash investigation or citation issuance.
While this is a less intrusive approach, it has not proven to be effective. Without
verification or authentication, this system does not provide inceniive for voluntary
compliance and it results in successful dodges. For example, fraudulent insurance cards
may be used for the required proof of coverage. In addition, valid policies may be
obtained for vehicle registration and inspection and then cancelled following the initial
transaction. Upon cancellation, the motorist still has what appears to be a valid and
authentic insurance card.

Based on the experience of other states, the reliability of a system that utilizes a
database to collect and compare pertinent information for identification of motor vehicle
owners who are not in compliance with the state’s financial responsibility laws can be
evaluated based on several factors, including:

= timeliness (reporting requirements vary by state from once a quarier
to once weekly);

= accuracy (error rates can be reduced by increasing the number of
identifiers used for the comparison, including vehicle identification
number, palicy number, driver's license number, efc.);

» incentive for voluntary compliance or “forced compliance” feature
(consumers run the risk of being identified as uninsured);

= |ess opportunity to dodge or game the system (use of fraudulent
insurance cards and cancellation of policies after vehicle registration
and inspection are ineffective);

» reduction in uninsured motorists’ rate (those states that have some
type of database verification system reported the greatest reduction
in the UMR).-

The task force identified two types of insurance verification systems that are
primarily used to determine compliance with mandatory financial responsibility laws in
other states: the database reporting system and the random sampling system. While-these
approaches have proven effective in reducing the UMR, the task force identified significant
shortcomings with each. For the database reporting system, the primary concemn is with
the error match rates associated with combining insurance company databases and motor
vehicle registration information. Due o the number of registered vehicles in Texas this
could place a significant burden on those insured individuals identified as uninsurad due to
the error match rate. This is alsc a significant concern for the insurance industry. For the
random sampling system, the primary concern is that verifying or confirming coverage on
a limited number of registered vehicles does not provide for “forced” compliance with
insurance requirements.
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It is the opinion of the task force that the problems with database reporting systems
that have been experienced by other states can be reduced or eliminated by careful and
thoughtful design and implementation of the system. For example, reducing the number of
properly insured vehicle owners who are identified as uninsured can be reduced by
increasing the number of identifiers used for the comparison. Education and monitoring
can assist in ensuring insurance company compliance with system requirements which is
essential to system aperation reliability.
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SECTION 4: COST EFFECTIVENESS

This analysis of the cost effectiveness of a database interface software system for
the verification of liability insurance coverage on motor vehicies in Texas is based on data
obtained in two surveys conducted by the task force and an analysis developed by the
Texas Department of Insurance to estimate the reduction in Uninsured
Motorist/Underinsured Motorist  (UM/UIM) premiums that could result from the
implementation of such a system.

One survey was sent to 14 groups of insurers to obtain information about
verification programs currently implemented by 27 states, including:

= the type of information collected by insurers and their agents;

= how that information is exchanged by the insurers; and

* problems that insurers have encountered in establishing
reporting/verification systems.

Ancther survey was sent to the state law enforcement agencies in the 27 states
that have insurance verification systems to obtain information about the systems,
including: ‘

= implementation,

= operation,

= costs associated with the reporting system, and

= the effect of the reporting system and the state’s enforcement on the
states uninsured motarists’ rate.

The information provided by the respondents to the two surveys coupled with the
analysis conducted by the Texas Department of Insurance on possible premium savings
indicates that it could be cost effective io implement and operate a database interface
software system in Texas. The task force believes, however, that identifying the specific
operating requirements through a Request for Information will enable the devalopment of a
more precise estimate of costs associated with the system. Nevertheless, the task force
believes it is possible to determine a reasonable measure of cost effectiveness to
implement and operate such a system by comparing the estimated cost to insurers to the
estimated cost and savings to automobile insurance policyholders.

The insurers’ survey responses indicate that the costs of implementation will vary
depending on the type of verification system used as well as the format, frequency and
comprehensivenass of any reporting that may be required. One of the insurer
respondents noted that nationwide “private passenger automobile insurers spend $50 to
365 million annually to develop and maintain these systems.”

The TDI analysis estimating the reduction in UM/UIM premium that could result
from the implementation of a database interface software system indicated that the
estimated reduction would likely be in the range of 8% to 17% and would only apply to the
UM/UIM portion of the automobile premium. This translates to an estimated total premium
dollar savings in the range of $80 million to $170 miliion annually. It is important to nots
that this estimated reduction is relative to what the uninsured motorist's rates would be in
the absence of the implementation of HB 3588. Several factors ather than the number of
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uninsured drivers can impact the costs of uninsured/underinsured motorists’ rates,
including costs to repair vehicles, medical costs, and overall accident rates.

Based on the estimated $50 to $65 million compliance costs spent annually by all
insurers in all states operating reporting/verification systems, compliance costs for insurers
for such a system in Texas will be far less than that amount which compares favorably to
the estimated premium savings of $80 to $170 million to Texas automobile insurance
COonsumers.

The annual cost to the states of operating a database verification system varied
from $240,000 (Georgia) to $3 million (Florida).* The Legislature has provided that the
establishment and maintenance of the system is to be funded by the payment of a $1 fee
to be paid by each person applying to register or renew the registration of a motor vehicle.
There are approximately 15 million registered motor vehicles in Texas. The approximate
515 million dollars generated from this funding source far exceeds the highest costs
reported by any state regarding the annual costs of operating a reporting system.

While funding was originally provided for implementation of the system under HB
3588, 78" Regular Legislative Session, the authorization for funds to conduct the
feasibility study was enacted in HB 2, Third Called Session, 78" Legislative Session.** In
HB 2, the authorized funding through August 31, 2005 was directed only to conducting the
study without authorization of funding to implement the selected system until September 1,
2005. Therefore, funds to implement the system cannot be accessed until September 1,
2005 subject to appropriation by the Texas Legislature. To date, no state funds other than
normal DPS and TDI operating funds have been expended on conducting the feasibility
study. -

* It is impaortant to note the task force is not confident that states have reported all expenditures
related to verification programs they manage. For Texas, estimated costs could be compared to
Florida due to its similar demographics.

™ The revenue generated by the $1 fee assigned to vehicle registrations in HB 3588 was also
dedicated to the Driver License Reengineering Project (DLRP). This funding does not provide
sufficient revenue to fund the DLRP and the implementation of an insurance verification program
simultaneously.
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SECTION 5: PRIVACY

Privacy is a major concemn, not only for state agencies, but also for the insurance
industry and consumers. A review of Texas Transportation Code (TRC) §601.453,
indicates that additional sanctions and/or penalties for misuse of information provided are
necessary. While specific contractual obligations can be assigned, agencies cannot
create offenses and penalties. According to §601.453(d), an offense under this subsection
is punishable as a Class B misdemeanor. It would be preferable to mirror TRC Chapter
730, Motor Vehicle Records Disclosure Act, §730.013(d), that states “An offense under
this subsection is a misdemeanor punishable by a fine not to exceed $25,000." This
offense should also apply to anyone that has access to this data. Prohibitions on the use
of information received should also be defined.

Dependent upon the approach taken in Texas, the exchange of personal
information can be limited or in some cases eliminated. The technical security issues
surrounding the exchange of information between a selected vendor and the insurance
company are addressed in the next section.
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SECTION 6: DATA SECURITY/INTEGRITY ISSUES

Verification of insurance information may require the exchange of personal
information between the Department of Public Safety, Department of Transportation and
the insurance industry. Protection of personal information must be considered one of the
moest important components of the system. In addition, the linking of Department of Public
Safety, Department of Transportation and insurance industry systems introduces
opportunities for system breaches and unauthorized access to other data repositories and
systems within the departments. Therefore, information and system security must be
considered throughout the lifecycle of any insurance verification program, regardless of
the approach used to verify the information.

An insurance verification system must comply with the provisions of the Information
Security Standards (1 TAC 202.1 — 202.8) adopted by the Department of Information
Resources. These rules provide for a comprehensive approach for agencies to use to
reduce the risk that information will be improperly disclesed or systems accessed by
unauthorized entities. These security standards require agencies to follow formal
pracesses to establish the risks associated with the disclosure of information or access to
systems, the consequences of disclosure and the appropriate security strategies to
mitigate risks.

The Department of Public Safety has already established interconnected systems
with external entities through which personal information is provided. These
interconnected systems use the TexasOnline infrastructure for this connectivity and
interaction, and follow the TexasOnline standards for Data Transfer Requirements
(Version 1.0, April 15, 2002) and System Environment Specifications (Version 2.1,
September 23, 2003). These specifications have been developed in accordance with the
Information Security Standards referenced above and the security requirements
established by the TexasOnline Authority. Insurance verification applications (i.e., web
applications, file and data transfers, etc.) should mirror these specifications and
requirements that are currently used by the Department of Public Safety.
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SECTION 7: RECOMMENDATION

The task force is not aware of any state that currently has a database interface
software system that provides the required verification and on-going monitoring
components necessary to achieve the objectives of Chapter 601, Subchapter N,
Transportation Code. The task force recommends that Texas not impiement a database
interface system at this time and that specific information be obtained on designing a
system that meets all of the requirements of Chapter 601, Subchapter N, Transportation
Code.

To that end the task force recommends issuing a Request for Information (RFI)
that specifies the features needed for a Texas database interface software system and
requires potential vendors to tell how they will construct such a system for Texas, the
costs of such a system, and how a monitoring application will be incorporated into this
system. The information obtained in the RFI will enable the task force to present a
proposal to the 79" Legislature which the Legislature can use to consider statutory
authority and funding to implement a system that combines the benefits of instant
verification through industry databases with the monitoring of identified uninsured motor
vehicles.
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Introduction

The National Association of Insurance Commissioners (NAIC) has been asked to consider a selutiea—uniform cost effective
approach to an age-old issue of how to minimize the number of motorists that are operating without the insurance that is required
by state law in most jurisdictions. Before proceeding with an exploration of any particular solution, the NAIC members asked that
the Property and Casualty Insurance (C) Committee explore the extent of the problem and identify solutions that states have
implemented.

The purpose of this white paper is to document the state requirements related to maintenance of auto insurance and activities that
have been undertaken to address concerns over uninsured motorists. Information is also included on known vendors of uninsured
motorist tracking solutions.

State Requirements Related to Maintenance of Auto Insurance

Anuto insurance is compulsory in most jurisdictions, although the type of insurance and the amount of coverage required varies
widely. Forty-six states and the District of Columbia require citizens to maintain auto insurance (see attachments). Even in the four
states where auto insurance is not compulsory (New Hampshire, Tennessee, Virginia and Wisconsin), a financial responsibility
law exists that imposes insurance requirements on those citizens that have demonstrated a lack of fiscal responsibility for a past
auto accident.

In spite of these laws that compel the purchase of auto insurance, many people choose to drive without it. Paying for those that
choose fiscal itresponsibility is a problem for those that abide by compulsory insurance laws. The costs are passed along to the law
abiding public in the form of uninsured motorists coverage. Thus, in addition to paying for their own actions, each insured
motorists also pays for a portion of the costs for others that choose to disobey the law.

Many jurisdictions have tried to solve the uninsured motorists problem in a variety of ways. Among the many solutions to the lack
of compliance with compulsory auto insurance are mandating the offer or purchase of uninsured motorists coverage. This appears
to be a legislative recognition that the compulsory auto insurance law does not work as intended. Other solutions include no-pay,
no-play legislation where a person is barred from recovery if they fail to maintain the minimum required auto insurance coverage
and a variety of verification systems.

Addressing issues that increase the costs of auto insurance for citizens is a concem for insurance regulators. Further, if a single;
uniform, national selstien—cost effective approach can be identified that minimizes the administrative costs associated with
gathering information needed to monitor compliance with compulsory auto insurance laws, then insurers, motor vehicle
administrators, insurance regulators, law enforcement authorities and the public will be better served. Without a single
systemuniform cost effective, each jurisdiction will eventually develop its own unique solution. Diversity in this area will run
comtrary to insurance regulator’s current regulatory modernization efforts.

Research on Uninsured Motorists Issues and Existing Solutions

Our research has uncovered four significant resource documents concerning the uninsured motorist issues and existing solutions.

The Financial Responsibility and Insurance Committee Resource Guide—This guide is a project of the American Association
of Motor Vehicle Administrators (AAMVA). The latest edition is dated March 2005. This document can be downloaded at
hitp://www.aamva.org/Documents/drvFinRespResource Guide5.pdf.

This reference guide was first initially assembled in 2002 and is periodically updated as jurisdictions report their status on
compulsory insurance and financial responsibility issues and programs tracking the uninsured motorist. The guide contains a
comprehensive summary of the public policy issues related to those individuals that choose to drive uninsured. It also provides

© 2005 National Association of Insurance Commissioners 3



Attachment
Property and Casualty Insurance (C) Committee
10/18/05
jurisdiction-based fact sheets documenting compulsory insurance and financial responsibility requirements and programs for
tracking the uninsured motorist.

Online Insurance Verification—This March 15, 2004 white paper is published by the Insurance Industry Committee on Motor
Vehicle Administration (IICMVA). This document can be found at
http://www.senate.state.tx.us/75r/Senate/commit/c640/downloads/testimony/050504/onlineins.pdf.

This white paper’s stated purpose is to “propose a system to provide documentation of insured status through a partnership of the
states, the public, and insurers.” It reviews existing systems and offers a proposed solution from the insurance industry. It calls for
“an event-based approach to mandatory insurance laws” that uses web-based technology for an online verification process.

HB3588 Feasibility Study of an Interface Motor Vehicle Financial Responsibility Verification System—This report was
published in 2004 by the Texas Department of Public Safety and the Texas Department of Insurance. This document can be found
at http://www.tdi.state.tx.us/commish/.

This feasibility study was a mandated review and evaluation of the existing programs across the country. It was developed in
response to a legislative mandate to study the feasibility and costs of implementing a tracking database in Texas that could be used
to verify that a driver had the mandatory liability insurance coverage required by Texas law.

Requirements for Model Motor Vehicle Liability Insurance Reporting—Dated December 1998, this report contains joint
recommendations of the AAMVA’s Financial Responsibility Committee and the IICMVA. This document can be found at
http://www.aamva.org/documents/drvfinanresponelectronicreportingfinaldec98.pdf.

This report is intended to provide documentation of an electronic means to exchange information that would allow a jurisdiction to
confirm compliance with its compulsory motor vehicle insurance requirements. It suggests that everyone use the ANSI ASC X12
standard data format for exchange of electronic insurance reporting information where required by legislation to do so. The
document has a useful glossary of terms that are commonly used.

Findings
The Financial Responsibility and Insurance Committee Resource Guide

The most noteworthy finding in this document is observed (on page 16) in the review of the stakeholders involved in the uninsured
motorist issue. The resource guide describes the various perspectives of the general public, lawmakers, law enforcement, motor
vehicle administrators, service providers and the insurance industry. What’s missing is anys#e mention of insurance
commissioners; state insurance regulators, or the NAIC in what is defined on page 11 as the Background of the Uninsured
Motorist Insurance Issue. This oversight misses completely the public perspective that the fiscally responsible parties are paying
for those that choose not to purchase the coverage required by law.

Other interesting points are:
“Each year, according to some estimates, losses from automobile collisions in the United Sates exceed $150 Billion. Although it is
very difficult to determine, the insurance industry estimates the uninsured motorist population in each U.S. jurisdiction to range

from as low as five percent to as high as 30 percent” (Page 6)

“Among the uninsured driver group, 82% indicated they either can’t afford insurance or the vehicle is inoperable or not in use.”
(Page 14)

“Technology and proprietary software provide the answer to the uninsured problem. Programs are well suited for jurisdictions that
wish to privatize or outsource the database management process. The funding issue is solved if legislation includes an addition to
the fee for vehicle registration. Vendors in Utah and Colorado indicate their program has resulted in a dramatic reduction in

uninsured motorists.” (Page 17)
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“The theory underlying compulsory insurance is sound, but when put to the test, falls short of expectations. It seems contradictory

that insurers don’t support mandatory insurance when it potentially means more sales. The reality is that any increased sales are

short-lived, spiking upward when a new law is enacted, then retreating to prior levels after a few months. Further, reporting

programs are expensive to implement and maintain and have not demonstrated any positive impact on the uninsured population.

The number of uninsured motorist coverage claims can measure any immediate or long-term results. Generally those claims have
not decreased, even in Utah and Colorado.” (Page 17)

“From a technological viewpoint, insurance data reporting, particularly via electronic means, works well in moving data between
entities. What happens beyond that has achieved mixed results. Matching of data is critical, but may never reach comfortable
levels due to data accuracy issues, differences in database elements and formats, and a laundry list of items that generate false
negatives on the DMV database. Unreliable data raises questions about the intensity of law enforcement measures, if indeed law
enforcement is incorporated into a state’s program.” (Page 17)

“In general, there is no correlation between compulsory insurance and the number of uninsured motor vehicles on the highway.
The same absence of correlation can be said of insurance data reporting programs. Between the 1989 and 1999 IRC studies, of the
18 states with reporting programs in place for 5 years or more, 12 showed an increase in uninsured motorists and 6 experienced
improvement. These results suggest there may be other factors involved such as level of enforcement and consistency of
penalties.” (Page 14)

Online Insurance Verification

Again, the most noteworthy finding is no mention of insurance conumissioners; state insurance regulators or the NAIC within the
pages of this study. Although, “IICMVA was formed to provide consistent, industry-wide exchange between the insurance
industry and all state jurisdictions.” (Page 1)

“The IICMVA basic organization is built around insurers and insurance trade associations. Property Casualty Insurers Association
of America (PCI, formerly the National Association of Independent Insurers and the Alliance of American Insurers) and the

American Insurance Association (AIA) comprise the two major trades. Non-affiliated insurers round out the ICMVA roster”
(Page 1)

“IICMVA 1is not a lobbying organization. Instead, the Committee serves as a liaison between the insurance industry and state
motor vehicle departments in the following subject areas: drivers licensing, vehicle titling/registration, motor vehicle records,
compulsory insurance laws, and financial responsibility programs. IICMVA also maintains a close working relationship with the
American Association of Motor Vehicle Administrators (AAMVA).” (Page 1)

“From an insurance company perspective, evidence suggests that state reporting programs have not effectively met their main
objective: to identify and track uninsured motorists. These programs are costly, difficult to implement, hard to maintain, and a

burden for insured drivers.” (Front cover-Executive Summary)

“There will always be citizens who ignore or actively seek to avoid the laws on compulsory insurance. This is the fundamental
non-compliance problem.” (Page 4)

“The states’ attempts to eliminate or reduce uninsured motorists via state reporting programs raise the following additional
concerns:

e Data Problems Cause Insured to be Mistakenly Identified as Uninsured
s  Reporting Systems Are Costly for Jurisdictions, Insurers, and Consumers
e  Reporting Programs Do Not Conform to the Needs of Commercial Insurers and Their Customers

®  No Correlation Exists Between Reporting Programs and the Number of Uninsured Motorists” (Pages 4—7)
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“The cost to the industry is compounded by the fact that insurers are responsible for the development, implementation,
maintenance, and administration of multiple systems for various states.” (Page 6)

“The cost to consumers is compounded by the fact that law abiding citizens are negatively affected. Consumers frequently spend
their time correcting state reporting errors. Also, increased regulatory costs reduce competition, giving consumers less choice in
the marketplace. Ironically, insured motorists bear all the costs of the very systems that are meant to track the uninsured.” (Page 6)

“IICMVA supports an event-based approach to enforcing mandatory insurance laws. State jurisdictions have a need to verify
insurance coverage. With the advent of new technology, online verification promises to be a cost effective way to address this
need, benefiting the states, insurers, and consumers.” (Page 9)

“Using Web services to verify liability coverage will afford insurance companies numerous quantitative and qualitative benefits.
Companies will be able to transfer the efficiencies gained from one state’s program to another. In addition, the industry would
have the potential for establishing core technical competencies as a result of putting in place Web service-based programs that can
be leveraged by other business units within each insurance company.” (Page 9)

“More importantly, online verification provides a very practical application that the industry can offer states to identify uninsured
motorists. Taking a proactive approach to addressing an important public policy issue will also have a positive effect on
consumers.” (Page 9) '

HB3588 Feasibility Study of an Interface Motor Vehicle Financial Responsibility Verification System

“House Bill 3588, passed during the 78th Regular Legislative Session, charged the Department of Public Safety and the
Department of Insurance to jointly conduct a study to determine the feasibility, affordability, and practicability of using a database
interface software system for the verification of liability insurance coverage on motor vehicles in Texas and to make a
determination of whether such a system should be implemented in Texas. A task force was formed to include the staff of the
Department of Public Safety, the Department of Insurance, and the Department of Transportation. The task force compiled and
gathered information through surveys of other states, meetings with vendors of verification systems, and staff research and
analysis.” (Page 3)

“This report provides background information on the uninsured motorists” problem in Texas and, in accordance with HB 3588, the
report considers the following five factors to determine whether such an insurance verification system is feasible:”

o Likelihood to reduce the number of uninsured motorists in this state;

e System reliability;

e (Cost-effectiveness;

e  Privacy protections; and

e Data security and integrity.” (Page 3)

“Based on these numbers and the estimated UMR (Uninsured Motorist Rate) in Texas of 20%, it is possible that there could be a
12 to 13 point reduction in the UMR in Texas, which could mean a drop in the UMR to as low as 7%-8%. The highest reductions
in the UMR were in states that had a database reporting/verification system.” (Page 5)

“It 1s the opinion of the task force that the problems with database reporting systems that have been experienced by other states can
be reduced or eliminated by careful and thoughtful design and implementation of the system. For example, reducing the number of
properly insured vehicle owners who are identified as uninsured can be reduced by increasing the number of identifiers used for
the comparison. Education and monitoring can assist in ensuring insurance company compliance with system requirements which
is essential to system operation reliability.” (Page7)

“The task force is not aware of any state that currently has a database interface software system that provides the required
verification and on-going monitoring components necessary to achieve the objectives ... The task force recommends that Texas

not implement a database interface system at this time and that specific information be obtained on designing a system that meets
all of the requirements ..."” (Page 12)
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Requirements for Model Motor Vehicle Liability Insurance Reporting

“Interactive options are now available and can be used by the jurisdictions and the industry when a jurisdiction requires reporting
of automobile insurance information. The IICMVA maintains a position opposing electronic exchange of information as a method
of controlling the uninsured motorists in any state. The ICMVA, however, does support the use of ANSI ASC X12 standardized
record layout and reporting format, as presented in this document, in jurisdictions which have enacted legislation mandating
electronic reporting of insurance information.” (Page 3)

“Due to the problems inherent in reporting commercial vehicles, it is strongly recommended they be excluded unless specifically
mandated by law.” (Page 3)

“Both AAMVA and [ICMVA support the use of the standard data format ANST ASC X12 for the exchange of electronic insurance
reporting information between trading partners where required by legislation.” (Page 4)

“The efficiencies if a standard data set can minimize the difficulties that could be incurred if each institution were to impose its
own formats on every institution with which it does business.” (Page 4)

Vendors Providing Database Tracking Services

There are several vendors offering potential solutions to address the issue of identifying the uninsured. Amone the many vendors
are:

InsureNet

InsureNet is a vendor of motor vehicle tracking services. InsureNet was founded in 2000 for the purpose of providing insurance
status verification. The InsureNet system is proprietary (patent pending according to its web site) and provides instant verification
to users. Its founders claim to be world leaders in smart card solutions for insurance status and identification verification. They
offer the Instant Insurance Status Verification System. It appears InsureNet’s primary function is that of a data matching service.
The InsureNet system requires insurance companies to report daily any changes in insurance and then makes those daily changes
available to law enforcement. States currently utilizing data matching systems generally do not require such daily updates from the
insurance companies or DMV.

InsureNet describes its system as having the following key components:
e  Daily, mandatory reporting of insurance status in order 1o operate in real time;
e The addition of a unique identifier code to identify the policy and the vehicle link;
¢ Immediate access to law enforcement personnel;
e  Compliant with privacy laws;
e  Able to be used by individual insurers or by government; and
e  Able to identify fraud rings or repair scams.

InsureNet’s web site has this to say about its Instant Insurance Status Verification System. InsureNet maintains that it “offers a
complete solution to all problems with previous systems.

e [t is completely non-invasive.

e It provides dramatic benefits for policyholders, including: far safer streets, better insurance service, known status when
renting or purchasing a vehicle, and more convenience with insurance purchase. It also provides status for test drives, title
transfers, and vehicle registration. Over time, these efficiencies and others are certain to result in lower premiums.

o  The system provides dramatic benefits for insurers, especially regarding increased revenues from the following sources:
additional policy volume based on new policy initiations, volume based on the ability to instantly track and requirement
to maintain Uninsured Motorist Coverage, Comprehensive and Collision coverage in compliance with liens, policies that
last far longer and cost less to re-initiate and maintain, policies that continue to move “up market” and generate increased
revenue as policyholders, now held accountable, drive more responsibly.”
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InsureNet’s joint head offices are in Atlanta, Georgia and Grand Rapids, Michigan and support a network of additional offices
throughout the United States. InsureNet is also represented in Australia, The Netherlands, France, Morocco, Germany and The
United Kingdom.

According to InsureNet, its system has been implemented in the State of Delaware.
Comments-on-the-ITnsureNet-Approach
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Insurance Vehicle Identification Network

The Insurance Vehicle Identification Network (IVIN) claims fo beis a secure self-revenue generating, digital information network |
that provides stakeholders instant, secure access to critical data needed to control the increasing problem of uninsured motorists.
IVIN is intended to provide easy access to tools needed by law enforcement authorities to effectively enforce compulsory auto
insurance laws. It claims to reduce the cost burden of uninsured drivers and can be used to combat fraud.

The IVIN product provides each stakeholder with a unique view of only that information to which the stakeholder is entitled
access. These specific viewing levels are designed to protect the privacy and confidentiality of sensitive information. Thus, an
insurer would not be privy to information about another insurer’s customers. Law enforcement authorities would simply see that a
person is either properly insured or uninsured. It is a flexible system that is controlled by its administrator with fully traceable audit
capabilities.

IVIN claims that its program will lower everyone’s premium by lowering the number of uninsured motorists and increase insurer’s
premium writings as those that are previously uninsured purchase compulsory insurance coverages.

The founders of the IVIN system have suggested that it could play a role in the NAIC’s regulatory moderization. Its founders
believe that an NAIC-IVIN partnership would be a beneficial addition to the NAIC’s market regulatory modernization efforts.
They see the following regulatory purposes for the system:
s Standardized national reporting of the status of auto insurance coverage;
e Use of an insurance industry developed ANSI ASC X12 standardized record layout and reporting format that will
minimize compliance costs for the insurance industry,
o Decreases in the number of uninsured motor vehicles resulting in lower costs for auto insurance for law abiding drivers;
¢  Enhancement of anti-fraud efforts by regulators and insurers;
e  Creation of a nationwide secure digital tool for management and enforcement of compulsory insurance laws; and
e Facilitating the ability for the state insurance regulators to utilize NAIC as a clearinghouse of factual, timely data with
regard to motorists and vehicles enhancing its other market regulatory data offerings to state regulators.

The IVIN system starts with a data repository that collects information from insurers using the ANSI ASC X12 standardized
record layout and reporting format and from state DMVs. The system matches the data from each entity and has a process to deal
with non-matches. Once it determines that a person is uninsured, the system generates a letter to the person advising that they are
uninsured, informing them of the penalties for noncompliance and suggesting that they purchase the compulsory insurance
© 2005 National Association of Insurance Commissioners
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immediately. IVIN maintains for each jurisdiction, a call center that would be used to communicate about enforcement efforts. The
call center would be set up to work with insurers, insurance producers and the DMV to address discrepancies in insured status
shown in the system. Law enforcement authorities would be able to access information about insured status remotely and could
take actions authorized by state law.

Comments-on-the IVEN-Appreaeh
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Conclusion

There are at least 23 states trying to solve the issues of the uninsured motorist through data verification of some sort (See
Attachments One and Two). The first three reports question the capability of existing data verification systems to adequately
reduce the number of uninsured motorists, to protect privacy information and to provide the critical law-enforcement tools

necessary.

There is a clear lack of national insurance regulatory leadership regarding this issue. WhitetheAAMVAcleadyhasavested
interestin-the-problem-they-effertitte—m-the-way-of selutiens—The Insurance industry, in the meantime, has clearly been working
on a solution to address this issue. Despite everyone agreeing that this is an insurance issue it is unclear why these interested
parties have not included the insurance commissioners and the NAIC in these discussions and studies, other than the limited
presentation that was made on Sept. 13, 2003 before the NAIC’s Industry Liaison Committee.

The Texas feasibility study concluded that although there was a need for a data verification system, and that such a system was
feasible, none of the current and existing systems or those proposed in other states fully met the simple criteria of:

e Likelihood to reduce the number of uninsured motorists in this state;

e  System reliability;

e  (Cost-effectiveness;

e  Prvacy protections; and

e Data security and integrity.

Their recommendation was to look for other solutions or to build a system themselves.

The NAIC’s leadership role would be to assist in developing a standardized—national-dalabasesystemcost effective uniform
approach for reducing the number of uninsured motorists on the nation’s highways. The goal is to ereate-a—national-insurance
verieation-system—that not only provides support and tools for law enforcement but also to meets the criteria set forth by the
NAIC. This provides necessary tools and support for the protection of the consumer, insurance regulatory bodies, states, insurers
and other stakeholders. An NAIC recognized system-approach would go beyond mere data matching as indicated in the criteria
established by Texas in their recent HB3588 Feasibility Study.

In conclusion, there is an obvious need for a watienal—standardized-data-verificationsystemuniform cost effective approach with l
law enforcement tools that would achieve the five criteria identified by Texas. There should also be strong leadership from the
insurance regulatory community, insurance commissioners and the NAIC in this process. To that end, the Property and Casualty
Insurance (C) Committee recommends that the NAIC, in cooperation with AAMVA, ICMVA and national insurance trade
associations, proceed, subject to certam guidelines. with preliminary work on the possible development of a standardized national
selution;uniform cost effective approach including discussions with vendors on technology and operational issues surrounding
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implemeniation, efsueh-a-systepylesal Division-study-the-legal-aspects-associated-with-the-optionsavailable-to-the stale-inswrance
resulators-and-repert-hacloto the committeewith-tsrecommendations-as-soonaspossible:

Widrafts\whitepapers\Uninsured Motorist.03.doc
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