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® Review Pharmacy Benefits Management Legislation.

o In February, the Senate Committee on Financial Institutions and Insurance reviewed
2015 SB 103, a bill that would enact new law establishing requirements for Pharmacy
Benefits Managers (PBMs). The Committee is to review 2015 SB 103 and relevant
issues associated with pharmacy benefits management, including maximum allowable
cost (MAC) pricing of generic drugs, and the implications for Kansas pharmacies and
health plans.

o Study the Need to Increase the Minimum Motor Vehicle Liability Insurance Policy
Limits and, If Needed, What Limits Would be Indicated

o In February, the House Committee on Insurance held a hearing on HB 2067. The bill
would have increased the mandatory minimum motor vehicle liability policy limits.
The Committee indicated the need to further study the matter before action, if any,
was taken. Under existing law, KSA 40-3107, the minimum policy coverage limits in
any one accident is $25,000 for bodily injury or death of one person and $50,000 for
two or more persons, and $10,000 for harm to or destruction of the property of others.
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MinimuMm MoT1oR VeHICLE LiaBiLity INSURANCE Limits

Conclusions and Recommendations

The Committee recommends a bill to increase the minimum limit specified in KSA 40-3107 for
property damage from the current $10,000 to $25,000. (The Committee made no recommendation

on either bodily injury limit.)

With regard to the issues of uninsured and underinsured motorists, including the determination of
penalties and consequences for drivers, discussed before the Committee and outlined in this
report, the Special Committee requests its report be directed to the committee leadership of the

House and Senate Judiciary Committees.

Proposed Legislation: One bill [to be introduced in the House].

BACKGROUND

The charge to the Special Committee on
Insurance was to review and  make
recommendations on two topics assigned by the
Legislative Coordinating Council: pharmacy
benefits management legislation and relevant
issues, including Maximum Allowable Cost
(MAC) pricing of generic drugs and the
implications for Kansas pharmacies and health
plans (2015 SB 103), and the need to increase
minimum motor vehicle liability insurance policy
limits and, if needed, determine what limits would
be indicated (2015 HB 2067). The Committee was
authorized to meet for one day.

In February 2015, the House Committee on
Insurance held a hearing on HB 2067. The bill
would have increased the mandatory minimum
motor vehicle liability policy limits. After hearing
proponent and opponent testimony, no action was
taken. The Committee indicated the need to study
the matter before action, if any, was taken. Under
KSA 40-3107, the minimum policy coverage
limits in any one accident are $25,000 for bodily
injury or death of one person and $50,000 for two
or more persons, and $10,000 for harm to or
destruction of the property of others. The last
changes to these limits were made in 1981.
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The topic was requested by the insurance
committee conferees of the House and Senate.

COMMITTEE ACTIVITIES

The Committee met on December 7, 2015, and
considered both assigned topics. As part of its
review of the motor vehicle liability insurance
policy limits, the Committee received an overview
of the bill and comparative information on the
minimum limits in the states; received formal
testimony from proponents, those who were
neutral, and opponents; and held a roundtable
discussion with representatives of State agencies,
consumers, insurance agents, insurance
companies, law enforcement associations, and a
vehicle leasing company; a plaintiff’s attorney;
and a legislator (proponent of the bill).

Overview of the topic: history of Kansas
law and legislation, compulsory minimum
limits. Committee staff outlined the law enacted
and legislation considered relating to the topic.
Minimum motor vehicle liability insurance policy
limits were first enacted in 1957 with coverage
minimum limits in any one accident of $5,000 for
bodily injury to or death of one person and
$10,000 for two or more persons, and $1,000 for
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harm to or destruction of the property of others.
Coverage limits, when referenced, often are listed
to reflect the limits in sequential order and
separated by a slash mark; the 1957 limits would
be indicated as “$5,000/$10,000/$1,000.” In 1973,
enacted Sub. for HB 1129 included an increase in
the limits, to $15,000/$30,000/$5,000. In 1974,
enacted SB 918 codified the requirements, which
were not changed, at KSA 40-3107. In 1981, the
passage of SB 371 amended those limits upward to
$25,000/$50,000/$10,000, the statutory limits that
continue in effect to date. HB 2231, also
introduced in 1981, proposed the same limits as
SB 371. In 1984, technical changes were made to
KSA 40-3107; the changes did not affect the
policy coverage limits.

No further legislation related to increasing
minimum policy coverage limits was introduced
until the 1989 Legislative Session, when HB 2482
would have increased the minimum coverage
limits to $50,000/$100,000/$20,000. A hearing on
the bill took place on March 15, 1989, before the
House Committee on Insurance, but no further
action was taken. Minimum policy coverage limit
legislation was introduced in 1995, with SB 369
proposing an increase in the limits to
$50,000/$100,000/$20,000. The following year,
HB 2844 was introduced, seeking the same
minimum policy coverage limits sought in 1995.
In 1998, SB 634 was introduced by the Senate
Committee on Judiciary to address minimum
policy coverage limits. The bill proposed limits of
$100,000/$200,000/$40,000. The bill was referred
to the Senate Committee on Financial Institutions
and Insurance, but no hearing was held. The bill
died in Committee.

The last attempt to increase the minimum
policy limits, prior to the introduction of 2015 HB
2067, occurred in 2012 with the introduction of
HB 2679 by the House Committee on Insurance.
The bill would have increased the minimum policy
coverage limits to $50,000/$100,000/$25,000. The
bill was referred to the House Committee on
Insurance, but no hearing was held on the bill. The
bill died in Committee at the end of the 2012
Session.

A chart outlining states’ present minimums for

bodily injury (BI), aggregate BI, and property
damage (PD) is appended to this report. The chart
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also illustrates the variation of each limit among
the states.

HB 2067. The bill, as introduced, would
amend KSA 40-3107 to increase the minimum
policy coverage limits in any one accident from
$25,000 to $50,000 for bodily injury to or death of
one person and from $50,000 to $75,000 for
bodily injury to or death of two or more persons,
and from $10,000 to $35,000 for harm to or
destruction of the property of others. Two
technical changes related to drafting style also
would be made. The bill would take effect on
publication in the statute book.

According to the fiscal note prepared by the
Division of the Budget, the Kansas Insurance
Department states enactment of the bill would
cause an increase of premiums that consumers
would pay for auto insurance; however, the
Department indicates the potential increase would
be minimal. Additionally, the Department states
the bill has the potential to increase taxes collected
from insurance companies from higher premiums
for auto insurance from the higher minimum levels
of coverage. However, the Department states,
there also is a potential for a reduction of
premiums taxes collected if more individuals
would choose not to pay higher premiums and
become uninsured. Either way, the fiscal effect on
insurance premiums taxes collected by the state
cannot be estimated. Any fiscal effect associated
with the bill is not reflected in The FY 2016
Governor's Budget Report.

Comments on HB 2067 — proponents and
neutral parties. The following association
representatives and individuals appeared before
the Committee and provided testimony in support
of the bill: representatives of the Kansas
Association of Insurance Agents and the Kansas
DUI Impact Center; one insurance agent; two
plaintiff’s attorneys; four private citizens; and
Representative Gonzalez (who requested the bill
for introduction in the House Insurance
Committee).

Proponents generally described the current
minimum limits as outdated and noted the
inflationary increases in costs, both for health care
for injured persons and for vehicle repair and
replacement, that have occurred since the limits
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were last adjusted, and they pointed to a cost shift
from some drivers onto other drivers, to health
insurers and hospitals, to employers, and to
government payors. Proponents also highlighted
the purpose of the limits, including the protection
of individuals from carrying too little coverage
(underinsured) in an accident and the protection of
others from having to bear the cost of an insurance
claim through their own policies if they are injured
or their property is damaged by someone who is
underinsured. The private citizens shared personal
experiences of automobile accidents resulting in
loss of life, medical expenses, and property loss
and testified as to the lack of adequate
compensation under the current coverage limits to
cover the losses incurred by the injured parties.
Additionally, some proponents encouraged the
Committee to establish new minimum limits that
mirror 2015 law (House Sub. for SB 117; modified
by SB 101) which imposed limits on personal
automobiles used to provide transportation
network company services —
$50,000/$100,000/$25,000.

Written proponent testimony was submitted by
the following association representatives and
individuals: representatives of the Kansas
Association for Justice, the Kansas Association of
Professional Insurance Agents, and the National
Association of Insurance and Financial Advisors—
Kansas; four insurance agents; and two private
citizens.

Neutral Testimony. The Committee received
neutral testimony from a representative of the
State Farm Insurance Companies. The conferee
stated that an efficiently administered financial
responsibility or safety responsibility law could be
as effective as a compulsory or mandatory
insurance law; high minimum limits, the conferee
suggested, could be counterproductive as they
could aggravate problems of insurance
affordability for some drivers and could lead to
more uninsured drivers. One possible solution to
help stabilize an increase in limits suggested by
the conferee would be to increase the medical
threshold from $2,000 to $2,500 (under the Kansas
no-fault law, tort recovery is limited to individuals
meeting a threshold that includes first-party
medical benefits exceeding $2,000).

Comments on HB 2067 — opponents. The
Committee received testimony from
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representatives of the American Insurance
Association (AIA) and Enterprise Leasing
Company of Kansas, LLC. Opponents generally
stated enactment of this bill would result in
increased premiums, which could result in
individuals who could least afford the premium
increases dropping their insurance coverage. In
addition, a conferee cited the impact on leasing
companies, as the bill could increase a company’s
operating costs at a time when it is already dealing
with rising vehicle costs, and the business would
have no choice but to pass some of these costs to
its customers. A conferee asked the Committee to
consider another potential consequence — persons
dropping full coverage (in effect today) and
carrying only the minimum limit due to increased
premiums. The conferees also noted existing
minimum automobile insurance liability limits in
Kansas are in line with those of most states.

Written opponent testimony was submitted by
representatives of American Family, Key
Insurance Company, and the Property Casualty
Insurers of America (PCI).

Roundtable Discussion. The Committee was
joined by the following participants in a
roundtable discussion on topics associated with the
increase of the minimum auto insurance liability
limits and the current requirements in law: Lisa
Kaspar, Director of Vehicles, Kansas Department
of Revenue; Clark Shultz, Government Affairs,
Kansas Insurance Department; Lt. A.M. Winters,
Kansas Highway Patrol; Representative Ramon
Gonzalez; Larrie Ann Brown, PCI; Lonny
Claycamp, Insurance Planning; Thomas Gordon,
senior advocate; Richard James and DeVaughn
James, injury lawyers; Andrie Krahl, Kansas DUI
Impact Center; Ed Klumpp, representing various
law enforcement associations; David Monaghan,
American Family; Christine Peterson, Enterprise
Leasing; Brad Smoot, AIA; Bill Sneed, State
Farm; and Tim Tyner, Tyner Insurance Group.

These were among the topics discussed and
issues identified during the roundtable:

e Options to address the affordability of
coverage for persons who cannot afford
or obtain coverage in the private
market;
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o On this topic, discussion included the
current participation rate in the
assigned risk pool and the likelihood
more drivers would require coverage
in the pool as the uninsured motorist
rate (UMR) increases.

o The legislator (bill proponent) spoke
from the perspective of law
enforcement. A law enforcement stop
results in a series of consequences; if
a driver is convicted for not having
insurance, it is a misdemeanor with a
fine varying from $250 to $1,000. If
the driver has been stopped and
convicted previously, there could be
suspension or the car could be towed.
At this point, the driver may be in a
“cycle”: uninsured and unable to
purchase insurance. A law
enforcement representative talked
about the “fine line,” as communities
and judges must weigh the issues of
the cost of insurance and the public
safety concerns.

o The issue of “cost shifts” from the
responsible driver to other parties,
including other drivers, hospitals and
medical care  providers, and
government payors, received
considerable attention from the
roundtable. Participants discussed
some of the differences seen in health
insurance and auto insurance, as
health insurance can be “subsidized”
for lower income persons (e.g.,
through Medicaid, Medicare, and the
Health Insurance Marketplace). A
similar subsidy does not exist for the
person buying auto insurance.

e In addition to cost and affordability,
other contributing factors associated
with persons opting to purchase
coverage at the minimum limits;

o On this topic, discussion included the
“virtual” or on-line availability of
insurance coverage. A participant
commented that often coverage
purchased on-line is for the minimum
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limits—the cheapest option presented
to the buyer. Agents, the participant
noted, are generally advising their
insureds to purchase higher levels of
coverage. An insurance company
representative estimated 95 percent of
his company’s book of business was
written for limits higher than the
minimums.

The same insurance company
representative also addressed the
impact of on-line shopping for
insurance policies, in terms of
numbers in the past two years. He
estimated, for his client, 25 percent to
30 percent of its policies are “sold”
on-line. He also indicated this is
where most of the minimum-only
coverage is being purchased and
indicated, although the policy is sold
without a direct agent interaction, the
policyholder is assigned to a local
agent for follow-up.

Determining what rate of uninsurance

is

“reasonable” given an estimated

current UMR of ten percent; and

o

On this topic, discussion included
where Kansas ranks among states’
minimum limits and associated
average premiums and where Kansas
would fit with the increased minimum
limits. It was suggested Kansas would
“move up the ladder” but not have
premium costs as high as some of the
coastal  states given  regional
differences. The participants
discussed the variance in costs, using
the perspective of purchasing parts at
an auto body shop (prices vary by
rural and urban and by region and
availability, and labor costs can vary).

The Director of Vehicles noted the
work of a task force on issues relating
to real-time reporting of insurance
information (from the book of
business submitted by insurance
companies to the verification of proof
of insurance at the time of vehicle
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registration or at the time of an
accident or law enforcement stop).
[Real-time data could better identify
an uninsured motorist at any point in
time. ]

o Participants also discussed reasons
why drivers are uninsured. An
insurance company representative
mentioned the “silver bullets”—the
young, invincibles who take on this
risk. A law enforcement representative
stated, from his experience, there are
three classes of uninsured persons —
those with a cost issue and typically at
“average risk,” those who are high
risk due to prior tickets and accidents,
and the “arrogant,” those who choose
to ignore the risk and requirements.

o A participant suggested it is often the
penalties that determine how far a
person is willing to go. For example,
he suggested, a person may choose to
buy a policy immediately following
an accident before the coverage
becomes more expensive.
Strengthening the penalty means more
people buying insurance. A law
enforcement representative
commented it is about a “risk” factor
— not having insurance. This is a two-
fold issue, getting caught coupled
with the cost factors.

e Consideration of the  potential
consequences of changing one or more
of the minimum limits in law and the
resulting effect on driver behavior.

o On this topic, discussion included data
cited by an insurance industry
representative (2012 industry claims
data) that indicated an estimated 12
percent of households would be
impacted by higher rates. Conversely,
it was noted, those drivers currently
maintaining higher limits of coverage
“pay” in a no-fault accident or when
the other underinsured driver is at
fault.
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o

Additionally, a Committee member
noted determination of the appropriate
minimum limits in law should also
take into account the current
requirements for personal injury
protection and tort law (e.g., recovery
of damages, medical benefits).

A participant suggested higher limits
were needed to help address a
problem among young Kansans today.
The underage drinking levels seen
among Kansas high school students,
she noted, place Kansas in the top
five.

Additionally, in terms of driver
behavior, participants pointed to
driving as a privilege, not a right, and
the impact driving underinsured or
uninsured has on other drivers. Those
drivers or property owners may not be
able to afford wvehicle repair or
replacement costs or costs from
injuries and lost wages not covered by
insurance.

The roundtable members discussed
the adequacy of the property damage
limit and discussion continued to what
levels would be “adequate” to place
responsibility back on the at-fault
driver. The policy decisions associated
with establishing limits on
transportation network companies
(e.g., Uber and Lyft) and the
comparative risks between those
regulated entities and Kansas drivers
also were discussed.

An insurance industry representative
noted increasing the limits is not
needed to cover the costs of injuries in
today’s health care market since the
average cost of auto injury claims, in
general, is lower than the current BI
limits. Based on 2012 claims data, it is
estimated that the average Bl payment
for nine out of ten injury claims in
Kansas was only about $13,400.
Additionally, the average PD liability
claim cost in Kansas is less than
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$3,200 per insured vehicle; the current
limit of $10,000 per accident is more
than sufficient to cover this amount.
An insurance agent commented the
cost to increase the PD minimum
from $10,000 to $25,000 or even to
$50,000 is inexpensive — an estimated
$1/ car/ 6 months. The whole
conversation is with BI limits.

CoNCLUSIONS AND RECOMMENDATIONS

Following discussion, the Special Committee
made the following recommendations:

The Committee recommends a bill, (to be
introduced in the House) to increase the
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minimum limit specified in KSA 40-3107
for property damage from the current
$10,000 to $25,000. (The Committee
made no recommendation on either bodily
injury limit.); and

With regard to the issues of uninsured and
underinsured motorists, including the
determination of  penalties and
consequences for drivers, discussed before
the Committee and outlined in this report,
the Special Committee requests its report
be directed to the committee leadership of
the House and Senate Judiciary
Committees.
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