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Economic Matters

Automobile Insurance- Useof Territory in Rate Making - Limitation

This bill prohibits an insurer from using more than three territoassstablished by the
Insurance Commissioner, in developing automobile insurance premiuiitge bill
requires the Insurance Commissioner to establish at leastirbae territory and one
rural territory.

Fiscal Summary

State Effect: Special fund expenditures increase by $138,700 in FY 2010 due to staffing
and actuarial costs incurred by the Maryland Insurance Adnatisir(MIA) associated

with the territorial changes. Future year expenditure estamatéect annualization and
inflation. Potential minimal special fund revenue increase trw$125 filing fee to the
extent that automobile insurers file rates or rules because of the bill.

(in dollars) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Revenues - - - - -
SF Expenditure 138,700 176,900 183,600 190,700 198,100
Net Effect ($138,700) ($176,900) ($183,600) ($190,700) ($198,100)

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds, - = indeterminate effect

Maryland Automobile Insurance Administration (MAIF): Expenditures for MAIF
increase minimally in FY 2010 to implement changes to its ratingsoress.

Local Effect: Any changes to rating territories are not anticipated tataffe overall
cost of insurance to local governments.

Small Business Effect: Minimal.



Analysis

Current Law/Background: An insurer that uses territories as a factor in establishing
automobile insurance rates must submit a statement to theniSsioner certifying that
the territories being used have been reviewed within the pastythaes and that the use
of territories is actuarially justified. By July 1 of éagear, the Commissioner must
report to the General Assembly about the use of territories fastor in establishing
private passenger automobile insurance rates by insurers aife. MAe report must
provide information on the number of insurers actively providing iadssenger
automobile insurance coverage in Maryland as well as the numidesurérs that use
territories to establish private passenger automobile insurance rates.

Background: In its July 2008 report on the use of territory as a ratingofain
establishing private passenger automobile insurance ratespnMedl that, in 2007, 159
insurers had written private passenger automobile insurance pdalizieg the calendar
year. Of those 159 insurers, 130 utilized territory as a ratirigrfaepresenting 99% of
the market share for private passenger insurance policiegrnwhittthe State. The 29
insurers that do not use territory as a rating factor provide insufanspecialty vehicles
where there is no correlation between territory (garagingtilmt) and exposure to loss.
Types of specialty insurers include those that write polidesntique automobiles and
recreational vehicles.

State Expenditures: Special fund expenditures within MIA increase by an estimated
$138,734 in fiscal 2010, which accounts for the bill's October 1, 2010 igHedate.
This estimate reflects the cost of hiring two complaint ingastirs to handle projected
inquiries concerning the rate changes to consumers’ automobilenosyseemiums. It
also includes an increase to MIA’s actuarial contract vslvendor, which is required to
ensure the new territories are actuarially justified.

Positions 2
Salaries and Fringe Benefits $92,789
Actuarial Contract 37,500
Ongoing Operating Expenses 8,445
Total FY 2010 State Expenditures $138,734

Future year expenditures reflect full salaries with 4.4% anmgatases, 3% employee
turnover, and % annual increases in ongoing operating expenses.

MAIF. MAIF has nine ratings territories in the State, and the mygjofithe territories
must be revised under the bill. Any additional costs to re@mak distribute updated
manuals to insurance producers and any additional computer progrgnopsts can
likely be handled with existing resources. Moreover, while totahpmas collected stay
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the same, the rates paid by policyholders shift, potentighjifstantly, from one existing
territory to newly consolidated territories. The actual t@res must be established by
the Commissioner. Nevertheless, the consolidation is likely doltren the same or
significantly lower rates for policyholders in Baltimore Citlepending on whether the
city is the lone urban territory or is consolidated with othesglictions to share the risk.
Likewise, policyholders in existing territories with relativéow rates are likely to pay
higher rates under the bill.

Additional Information
Prior Introductions: None.
CrossFile None.

Information Source(s): Maryland Insurance Administration, Maryland Automobile
Insurance Fund, Department of Legislative Services

Fiscal Note History:  First Reader - March 4, 2009
mcp/ljm

Analysis by: Jason F. Weintraub Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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