HOUSE BILL No. 5583

N oo o b~ WO N P

HOUSE BILL No. 5583

January 24, 2006, Introduced by Reps. Cheeks, Condino, Vagnozzi, Alma Smith, Anderson,
Espinoza, Brown, Meisner, Zelenko, Williams, Wojno, Lipsey, Donigan, Polidori,
Tobocman, Farrah, Plakas, Gleason, Hood and Lemmons, 111 and referred to the
Committee on Insurance.

A bill to anmend 1956 PA 218, entitled
"The insurance code of 1956,"
by amendi ng sections 2109, 2115, 2403, and 2603 (MCL 500. 2109,
500. 2115, 500. 2403, and 500.2603), section 2115 as anended by 1980
PA 461 and section 2403 as anmended by 1993 PA 200.

THE PECPLE OF THE STATE OF M CHI GAN ENACT

Sec. 2109. (31— Al rates for autonobile insurance and hone
i nsurance shall be nade in accordance with the foll ow ng
provi si ons:

(a) Rates shall not be excessive, inadequate, or unfairly

discrimnatory. A rate shall not be held to be excessive unless the

rate i s unreasonably high for the insurance coverage provi ded. —and
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to—whi-ch—the rateis—appticable—

(b) Arate shall not be held to be inadequate unless the rate
is unreasonably |l ow for the insurance coverage provided and the
continued use of the rate endangers the solvency of the insurer; or
unless the rate is unreasonably |ow for the insurance provided and
the use of the rate has or will have the effect of destroying
conpetition anong insurers, creating a nonopoly, or causing a kind
of insurance to be unavailable to a significant nunber of
applicants who are in good faith entitled to procure that insurance
t hr ough ordi nary met hods.

(c) Arate for a coverage is unfairly discrimnatory in
relation to another rate for the sanme coverage if the differential
between the rates is not reasonably justified by differences in
| osses, expenses, or both, or by differences in the uncertainty of
| oss, for the individuals or risks to which the rates apply. A
reasonabl e justification shall be supported by a reasonabl e
classification system by sound actuarial principles when
appl i cable; and by actual and credi ble | oss and expense statistics
or, in the case of new coverages and cl assifications, by reasonably
antici pated | oss and expense experience. Arate is not unfairly
di scrimnatory because it reflects differences in expenses for
individuals or risks with simlar anticipated |osses, or because it
reflects differences in losses for individuals or risks with

simlar expenses.

I . . . I . |
degree of conpetition with respect to subsection (1)(a) shall take
Hrto—acecount—areasonablespectrum-of relevanteconomectests,
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Sec. 2115. (1) —H—as— AS part of a decision in a proceeding
under section 2114, or in a separate proceeding on the

commi ssioner's own notion, held pursuant to —Aet—Ne—306—of the

basi : bile | I . _ THE
ADM NI STRATI VE PROCEDURES ACT OF 1969, 1969 PA 306, MCL 24.201 TO
24.328, the comm ssioner —shal—by— MAY order —reguire—each— AN
AUTOMOBI LE OR HOME i nsurer —whichtransactsthattypeof insurance
FA—this—state— to conply with the provisions of chapter 24 or 26,
as the case may be. ——w-th respeet—to-thatinsurance—which-wasthe
subjeet—of the comm-ssioner—sfinding— The order shall take effect

not | ess than 90 nor nore than 150 days after the order is issued.
On or after the effective date of an order issued under this
subsecti on, none of the provisions of this chapter —shalt—be— IS
applicable to the insurance —whieh— THAT was the subject of the
or der.

(2) After an order issued pursuant to subsection (1) has been

in effect for 1 year, —+fthe commssioner—hasreasontobelieve
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thetypeof insuranceaffected by theorder— THE COW SSI ONER, ON
H'S OR HER OWN MOTI ON, or —f+— upon the petition of an insurer or

a resident of this state, —thereis—a showngthat there s reason

hol d a hearing pursuant to —Aet—Ne—306—of the PublicActs of 1969~
as—arended,— THE ADM NI STRATI VE PROCEDURES ACT OF 1969, 1969 PA

306, MCL 24.201 TO 24.328, to determ ne —+f—areasenable degreeof

prece—conpetition—wouldexist—+f— WHETHER t he order —were-—nolonger
| SSUED UNDER SUBSECTI ON (1) SHOULD REMAIN in effect. The hearing

shall be held upon not Iess than 20 days' witten notice to each
i nsurer subject to the order UNDER SUBSECTION (1) and upon not |ess
than 20 days' notice in not |ess than 3 newspapers of genera
circulation within this state.

(3) If the conm ssioner finds after the hearing that —a
reasonable—degree—of price—conpetition—would—exists— AN ORDER
| SSUED UNDER SUBSECTI ON (1) SHOULD NOT REMAI N I N EFFECT, the
commi ssi oner shall by order state when, not |ess than 90 nor nore
t han 150 days after issuance of a new order, the —preeceding— order
UNDER SUBSECTION (1) will no longer be effective. On and after the
effective date of an order issued under this subsection, the
provi sions of this chapter shall be applicable to the type of
i nsurance —whieh— THAT was the subject of the order UNDER
SUBSECTI ON (1).

Sec. 2403. (1) Al rates shall be nmade in accordance with

this section and all of the follow ng:
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(a) Due consideration shall be given to past and prospective
| oss experience within and outside this state; to catastrophe
hazards; to a reasonable margin for underwiting profit and
contingencies; to dividends, savings, or unabsorbed prem um
deposits allowed or returned by insurers to their policyhol ders,
menbers, or subscribers; to past and prospective expenses, both
countrywi de and those specially applicable to this state; to
underwriting practice, judgnent, and to all other relevant factors
within and outside this state. For worker's conpensation insurance,
in determning the reasonabl eness of the margin for underwiting
profit and contingencies, consideration shall be given to al
after-tax investnent profit or |oss fromunearned prem um and | oss
reserves attributable to worker's conpensation insurance, as well
as the factors used to determ ne the anmount of reserves. For al
ot her kinds of insurance to which this chapter applies, all factors
to which due consideration is given under this subdivision shall be
treated in a manner consistent with the laws of this state that
exi sted on Decenber 28, 1981

(b) The systens of expense provisions included in the rates
for use by any insurer or group of insurers may differ fromthose
of other insurers or groups of insurers to reflect the requirenments
of the operating nethods of the insurer or group with respect to
any kind of insurance, or with respect to any subdivision or
conbi nation thereof for which subdivision or conbination separate
expense provisions are applicable.

(c) R sks may be grouped by classifications for the

establishnment of rates and mnimum prem uns. Classification rates
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may be nodified to produce rates for individual risks in accordance
with rating plans that neasure variations in hazards, expense
provi sions, or both. The rating plans may neasure any differences
anong risks that nay have a probable effect upon | osses or expenses
as provided for in subdivision (a).

(d) Rates shall not be excessive, inadequate, or unfairly
discrimnatory. A rate shall not be held to be excessive unless the

rate i s unreasonably high for the insurance coverage provided. —and

apptiecable— Except as otherw se provided in this subdivision, a

rate shall not be held to be inadequate unless the rate is
unreasonably |l ow for the insurance coverage provided and the
continued use of the rate endangers the solvency of the insurer; or
unl ess the rate is unreasonably |Iow for the insurance coverage
provided and the use of the rate has or will have the effect of
destroyi ng conpetition anong insurers, creating a nonopoly, or
causing a kind of insurance to be unavailable to a significant
nunber of applicants who are in good faith entitled to procure the
i nsurance through ordinary nethods. For comercial liability
insurance a rate shall not be held to be inadequate unless the
rate, after consideration of investnent inconme and marketing
prograns and underwiting progranms, is unreasonably |low for the

i nsurance coverage provided and is insufficient to sustain

proj ected | osses and expenses; or unless the rate is unreasonably

| ow for the insurance coverage provided and the use of the rate has

or will have the effect of destroying conpetition anong insurers,
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creating a nmonopoly, or causing a kind of insurance to be
unavai l able to a significant nunber of applicants who are in good
faith entitled to procure the insurance through ordinary nethods.
As used in this subdivision, "commercial liability insurance"” neans
i nsurance that provides indemification for conmercial, industrial,
prof essional, or business liabilities. For worker's conpensation

i nsurance provided by an insurer that is controlled by a nonprofit

heal th care corporation forned pursuant to the nonprofit health

care corporation reformact, —-Aet—No—350e6f the PublieActs—of

Laws— 1980 PA 350, MCL 550. 1101 TO 550.1704, a rate shall not be
hel d to be inadequate unless the rate is unreasonably |ow for the
i nsurance coverage provided. Arate for a coverage is unfairly
discrimnatory in relation to another rate for the sane coverage,
if the differential between the rates is not reasonably justified
by differences in | osses, expenses, or both, or by differences in
the uncertainty of loss for the individuals or risks to which the
rates apply. A reasonable justification shall be supported by a
reasonabl e classification system by sound actuarial principles
when applicable; and by actual and credible | oss and expense
statistics or, in the case of new coverages and cl assifications, by
reasonably anticipated | oss and expense experience. Arate is not
unfairly discrimnatory because the rate reflects differences in
expenses for individuals or risks with simlar anticipated |osses,
or because the rate reflects differences in |osses for individuals
or risks with simlar expenses. Rates are not unfairly

discrimnatory if they are averaged broadly anong persons insured
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on a group, franchise, blanket policy, or simlar basis.

(2) Except to the extent necessary to neet the provisions of
subsection (1)(d), uniformty anong insurers in any matters within
t he scope of this section is neither required nor prohibited.

Sec. 2603. (1) Al rates shall be made in accordance with the
foll owi ng provisions:

(a) Due consideration shall be given to past and prospective
| o0ss experience within and outside this state; to catastrophe
hazards; to a reasonable margin for underwiting profit and
contingencies; to dividends, savings, or unabsorbed prem um
deposits allowed or returned by insurers to their policyhol ders,
menbers, or subscribers; to past and prospective expenses, both
countrywi de and those specially applicable to this state; and to
all other relevant factors within and outside this state. In the
case of fire insurance rates, consideration also shall be given to
t he experience of the fire insurance business during a period of
not |less than the nost recent 5-year period for which that
experience is avail abl e.

(b) The systens of expense provisions included in the rates
for use by any insurer or group of insurers may differ fromthose
of other insurers or groups of insurers to reflect the requirenments
of the operating nethods of the insurer or group with respect to
any kind of insurance or with respect to any subdivision or
conbi nation thereof for which subdivision or conbination separate
expense provisions are applicable.

(c) R sks may be grouped by classifications for the

establishnment of rates and mnimum prem uns. Classification rates
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may be nodified to produce rates for individual risks in accordance
with rating plans —whieh— THAT neasure variations in hazards,
expense provisions, or both. The rating plans nay neasure any
di fferences anong risks that may have a probable effect upon | osses
or expenses as provided for in subdivision (a).

(d) Rates shall not be excessive, inadequate, or unfairly
discrimnatory. A rate shall not be held to be excessive unless the

rate i s unreasonably high for the insurance coverage provided. —and

appticable— A rate shall not be held to be inadequate unless the

rate i s unreasonably |low for the insurance coverage provi ded and

t he continued use of the rate endangers the solvency of the
insurer; or unless the rate is unreasonably |ow for the insurance
provi ded and the use of the rate has or will have the effect of
destroyi ng conpetition anong insurers, creating a nonopoly, or
causing a kind of insurance to be unavailable to a significant
nunber of applicants who are in good faith entitled to procure the
i nsurance through ordinary nethods. A rate for a coverage is
unfairly discrimnatory in relation to another rate for the sane
coverage, if the differential between the rates is not reasonably
justified by differences in |osses, expenses, or both, or by
differences in the uncertainty of loss for the individuals or risks
to which the rates apply. A reasonable justification shall be
supported by a reasonable classification system by sound actuari al
principl es when applicable; and by actual and credible | oss and

expense statistics or, in the case of new coverages and
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classifications, by reasonably anticipated | oss and expense
experience. Arate is not unfairly discrimnatory because the rate
reflects differences in expenses for individuals or risks with
simlar anticipated | osses, or because the rate reflects
differences in losses for individuals or risks with simlar
expenses. Rates are not unfairly discrimnatory if they are
aver aged broadly anobng persons insured on a group, franchise,
bl anket policy, or simlar basis.

(2) Except to the extent necessary to neet the provisions of
subsection (1)(d), uniformty anong insurers in any matters within

t he scope of this section is neither required nor prohibited.
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