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Executive Summary 

Purpose Congressional interest in state regulation of the property;casualt!, 
insurance industry has focused on the issue of solvency and the protec- 
tion of policyholders and claimants in the event an insurer fails. Federa 
alternatix*rs to the states’ efforts in these areas were proposed in 19ti6, 
1969. and 1977 but legislation was not enacted. .A series of hearings on 
state regulation and the liability insurance crisis were also held in 1986 
after a significant number of insolvencies occurred in 1984 and 1985. 

Several Congressional requesters asked that GAO proi-ide information or 
recent insol\.encies of property, casualty insurance companies and the 
regulatory mechanisms that exist to deal with them. SpecificallSV. GAO 
obtained data on 

9 the incidence of propertsr. casualty insurance company insol\7encies, 
. the I’inancial and operating characteristics of selected insolvent compa- 

nies, and 
9 the system of state propertyi’casualty guaranty funds. 

G.W carried out this review from September 1986 to February 1987. 

Background Regulation of the insurance industry and control over insurance com- 
pany insolvencies is primarily the states’ responsibility. In general. state 
legislatures set the rules under ivhich insurance companies must oper- 
ate. Because the laws enacted by the states are not uniform, difficulties 
can arise when insolvencies of multistate insurers occur. 

ProLriding protection for policyholders in the e\‘ent an insurance com- 
pany fails is also a responsibility of the states. To carry out this func- 
tion, each state has established a guaranty fund for property.‘casualt) 
insurance. Most of the funds were established in the late 1960s and 
1970s in response to a series of automobile insurer insolvencies and pos- 
sible federal intervention. The funds are administered by the insurance 
industry under the supewision of the state insurance departments. (In 
New York. the fund is administered by the Superintendent of 
Insurance. ) 

The National .Association of Insurance Commissioners consisting of the 
heads of the insurance departments of each state, performs various 
analJws and reviews of financial statements submitted annuall)V bJV 
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insurance companies to identify those which may require closer moni- 
toring. The Association also drafts model laws and regulations for adop- 
tion by the states. In 1969. the .Association prepared a model guarant!, 
fund act and. today, almost all the states follow its basic guidelines. 

Results in Brief From November 1969 through 1986, there have been about 140 insol- 
vencies of property:casualty insurance companies. Forty-tivo percent of 
these insolvencies have occurred since 1983, and the number of compa- 
nies designated by the National Association of Insurance Commissioners 
as requiring “regulatory attention” because of troubling financial condi- 
tions has increased. 

Analysis of selected data on 49 of 95 property ,casualty insurance com- 
panies that were liquidated in the lo-year period from 19i’i through 
1986 did not reveal any characteristics or trends common to all compa- 
nies. (‘See chapter 2.) 

Questions halve been raised on the effecti\reness of state regulation of 
solvency. Moreover. inconsistencies in the state fund laws have caused 
confusion and conflicts between the funds and raised questions on 
ivhether the state-by-state approach is appropriate. (See chapter 3.) 

GAO’s Analysis 

Insolvencies The incidence of insolvencies has generally followed the profitability 
cJ,cle of the property;casualty insurance industry. That is, the number 
of insolvencies \fas higher after low-profit or loss J’ears and lower after 
more profitable years. Forty-two percent of the insolvencies which took 
place between November 1969 and the end of 1986. occurred since 198:3. 
-Although the number of insolvent companies has increased. it still 
totalled less than 1 percent of all property casualty companies in each 
>,ear. 

The incidence of insolvencies has also been geographically kvidespread. 
Howelrer, just over half of these insolvencies occurred in six states - 
Sew York. California. Pennsylvania, Texas. Illinois, and Florida. 
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The number of companies designated for regulatory attention by the 
Association increased from 132 in 1978 (8.43 percent of the 1.566 com- 
panies retriewed) to 590 in 1986 (23.55 percent of the 2,505 companies 
reviewed). (See p. 13). 

Insolvencies in the late 1960s and 1970s generally could be attributed tc 
companies that were small. handled mostly automobile insurance. and 
operated in one state or on a regional basis. -According to officials with 
experience in insolvency proceedings, no such profile can now be drawn 
because of the diverse nature of the companies, their lines of insurance, 
the reasons for impairment, and the economic and financial conditions 
esisting at the time of failure. GAO’S analysis of the financial and operat- 
ing characteristics of 49 of 95 companies that were liquidated from 19X 
through 1986 also showed this. Officials within the industry indicated 
that the causes of insolvencies are many and varied and cited the fol- 
lowing as contributing factors: underpricing premiums. under-reserving 
for losses. reinsurance problems, fraud or incompetence, and overexpan- 
sion. (See pp. I5 and IS). 

Property/Casualty 
Guaranty Funds 

State property,:casualty funds, except New York’s, base their structure 
and operations on the Model Act. Claims against insolvent insurers are 
paid by the funds from assessments on companies licensed in their 
states. Assessments are made only when a property;‘casualty insurer 
fails. In New York insurers pay a yearly amount into the guaranty fund; 
the fund then keeps the money in resen-e for when it is needed. In most 
states. insurers can recover their assessments through rate increases or 
tax offsets that transfer the cost of insolvencies to policyholders and 
taxpayers. (See pp. X,28 and 3 1). 

Differences among the state funds include variations in when they start 
paying claims. what claims they coxrer, how much they will pay, and 
how they administer claims payments. As a result, coverage depends on 
one’s state of residence. In addition, because of differences in the states’ 
laws, disagreements between funds have occurred concerning which 
fund should pay certain claims. (See pp. 29 to 33). 

The increasing incidence of large company insolvencies has prompted 
concern over the ability of the fund system to pay all covered claims. 
However, there is no agreement on the scope of this or other problems in 
the system or on solutions. Studies conducted since 1984 suggest that 
many of the state funds may have difficulty, within their capacity lim- 
its, in handling large-scale insolvencies. As a result, various reforms 
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have been proposed to address problems as they are perceived, ranging 
from simply increasing the amount companies can be assessed to replac- 
ing the existing state-by-state system with a single national guaranty 
fund. (See pp. 33 to 37). 

Recommendations GAO is not making any recommendations. The purpose of this report is to 
provide basic information on solvency issues. c.-\o did not assess the 
structure and effectiveness of insurance regulation nor the implications 
of the various proposals to change the guaranty fund system. 

Agency Comments GAO discussed this report with officials of the National Association of 
Insurance Commissioners and the National Committee on Insurance 
Guaranty Funds. These officials generally agreed with the report but 
made suggestions for the purpose of clarification which GAO incorpo- 
rated where appropriate. 
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Chapter 1 

Introduction 

Regulation of the insurance industry and control over insurance com- 
pany insolvencies have been and are primarily the states responsibilit! 
AA U.S. Supreme Court decision of 1868 excluded the federal governmen 
from the field of insurance regulation. Although the Court later over- 
turned that precedent in 1944, Congress reestablished the primacy of 
state regulation with the enactment of the McCarran-Ferguson -Act in 
the following year. In general. state legislatures set the rules under 
which insurance companies must operate. State departments of insur- 
ance have authority to license companies to sell insurance in their 
states, to set the rates insurers can charge for various lines of insurance 
to esamine the records of licensed insurers, to take regulatory action in 
the case of problem companies and, when necessary, to supemise the 
liquidation of insoh’ent insurance companies. Because the laws enacted 
by the states to accomplish these functions are not uniform, difficult.ies 
can arise w%en insolvencies of multistate insurers occur. 

Providing protection for policyholders in the event an insurance com- 
pany fails is also a responsibility of the states, although Congress has 
considered several proposals for solvency protection at the federal level. 
To carry out this function, each state has established a guaranty fund 
for property!‘casualty insurance (similar funds have been established by 
most states for life and health insurance). In general. the funds are 
administered by the insurance industry under the supenision of the 
state insurance departments and funded by assessments made on insur- 
ance companies. The purpose of the funds is to pay claims made against 
insol\rent companies. 

Stat.e regulators and the guaranty funds have established central struc- 
tures to help coordinate their activities. The National Association of 
Insurance Commissioners ( MW) consists of the heads of the insurance 
departments of the 50 states, the District of Columbia. and 4 U.S. terri- 
tories. The N.-UC’S basic purpose is to encourage uniformity and coopera- 
tion by the various states and territories as they indiI,idually regulate 
the insurance industry. The K’.W has no statutory or regulatory author- 
ity but, through its committees and a central staff. serves as a clearing- 
house for legal and regulatory information, provides information and 
financial analyses of insurance companies, drafts model laws and regu- 
lations for voluntary adoption by the states. and coordinates multistate 
financial examinations of insurance companies. 

In 197 1, the Alliance of American Insurers (AA), the -American Insur- 
ance Association. and the National Association of Independent Insurers 
organized the National Committee on Insurance Guaranty Funds (KIGF). 
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Chapter 1 
Introduction 

This committee assists the funds by providing a channel of communica- 
tion and information exchange, apprising them on legal and regulatorJ 
developments and the status of on-going insolvency proceedings, and 
sponsoring various training workshops and seminars. 

Questions about the adequac), of state regulation of insurance have been 
raised in Congress and by consumer groups. State officials and insur- 
ance industry executives, however. strongly argue that state regulation 
should continue and cite the following as major advantages: 

. The system is in place and consists of a comples and extensive system of 
regulation. statutes, and case law. 

l Its pluralistic nature encourages innovation and adaptation to changing 
needs. 

. Regulators are stimulated to do a better job by the constant threat of 
federal inteITention. 

. The system can respond to local needs in the most effective and time11 
manner. 

Critics of state regulation, on the other hand, emphasize what they see 
as the deficiencies of state regulation: 

l The existence of state-by-state regulation and the lack of uniformity in 
state laws with respect to insurance result in duplication of effort. 

l States do not have adequate funds and personnel to monitor the 
industry. 

l Regulation from the local level is incomplete and inadequate to effec- 
tively and efficiently deal with the size, scope, and complesity of the 
insurance industv. 

Congressional interest in state regulation has focused on the issue of 
insurance company solvency. Federal alternatives to state regulation or 
guaranty funds were proposed in 1966. 1969. and 19ii, but legislation 
was not enacted. A series of hearings on state regulation and the liabil- 
ity insurance crisis were also held in 1986 after a significant number of 
insolvencies occurred in 1984 and 198.5. 

Objectives, Scope, and Several congressional requesters asked us to provide information on 

Methodology recent insolvencies of property;casualty insurance companies and the 
regulatory mechanisms that exist to deal with them. Our objective was 
to obtain data on (, 1) the incidence of property;casualty insurance com- 
pany insolvencies, r,2) the financial and operating characteristics of 
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selected insolvent companies, and (3) the system of state property/‘ca 
alty guaranty funds. We did our work from September 1986 to Febru: 
198i. 

LVe obtained data from published material, interviews, and insurance 
companies’ financial statements. u’e reviewed articles published in pe 
odicals and industry trade journals, reports. records of congressional 
hearings. and other literature on property!‘casualty insolvencies and 
state guaranty funds. We interviewed officials of the NAIC. the NCICF, 

state insurance departments, industry trade associations, the blarylan 
insurance guaranty fund, and others with experience in insolvency 
proceedings. 

To obtain a perspective on the nature of recent insolvencies, we 
attempted to collect financial statements of 95 property/casualty com- 
panies that were declared insolvent during the lo-year period from 19’ 
through 1986 and subsequently were placed in liquidation. Our list, of $ 
liquidated companies was compiled from information provided by the 
NAIC and the NCIGF. FVe did not verify the completeness of the list. The 
KCIGF furnished a listing of all insolvencies, from November 1969 
through 1986. that required assessments by state guaranty funds. Data 
on insolvencies and assessments that may have been made by the few 
funds esisting prior to 1969 were not available. The NAIC gave us a list 
of multistate insolvencies and liquidations occurring from 1983 througt 
December 15, 1986. L\?e requested copies of relevant portions of the 95 
companies’ financial statements from the KAIC and various state insur- 
ance departments. Information was available and provided for 49 of the 
9.5 companies. Since the 49 we received do not represent a statistical 
sample, we cannot say whether their characteristics are representative 
of the remaining companies. 

We obtained oral comments on a draft of this report from the h’.w and 
the KIGF. These officials generally agreed with the report. Howei.er. 
some suggestions were offered for the purpose of clarification. ?Ve incot-. 
porated these suggestions where appropriate. 
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Chapter 2 

Property/Casualty Insolvencies . 

The detection and prevention of insurance company insolvencies is a 
primary concern and responsibility in state regulation of the insurance 
industry. Although each state varies in its approach to solvency regula- 
tion. a number of basic methods are used to ensure and assess the finan- 
cial strength of insurance companies. These include the following: 

l Financial requirements such as minimum capital and surplus levels and 
investment restrictions. Companies must meet these requirements to 
obtain a license and continue as a licensed insurer. These requirements 
vary among the states. 

l Review of annual financial statements that companies are required to 
submit to the state insurance departments. 

9 Periodic financial examinations. State laws usually require examinations 
at least once every 3 to 5 years. The NAIC also coordinates zone examina- 
tions of companies that have a large volume of business in many states 
(~-MC has divided the country into four geographic zones). These esami- 
ni?tions are conducted by state examiners from participating zones. This 
program was established to avoid duplication in examining companies 
with rl?ultistate operations. 

l Insurance Regulatory Information System (IRIS). This system, which is 
administe,“ed by N.W, applies diagnostic tests to certain of the financial 
data submit,+ed annually by insurance companies and is intended to pro- 
vide an early identification of those companies that may require closer 
monitoring by s rate regulators. The IRIS program consists of two phases. 
The first is a statistical phase in which financial ratios and other com- 
puter generated reE)orts on the financial condition of companies are 
developed from the tinnual statement data. These reports are distributed 
to the state insurance tiepartments for their review. Eleven ratios are 
derived and insurers thgt do not meet specified levels in four or more of 
those ratios are designatell for further review. The second phase, known 
as the “Esaminer Team Project,” involves analysis of the ratio results 
and selected annual statemerct data by a team of esperienced state 
esaminers and financial analy:sts. On the basis of these reviews. the 
Esaminer Teams may designate’ companies for immediate regulator) 
attention or targeted regulatoq ijttention. This means that the Esam- 
iner Teams’ questions on the finar.!cial condition of companies desig- 
nated for immediate attention mus,! be investigated by the companies’ 
state of domicile. Those companies (designated for targeted attention are 
to be esamined on a priority basis. T.bis program replaced a prior early 
warning system in 19i8. 
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The Effectiveness of In spite of efforts by the NAIC to impro\re the ability of the states to 

State Solvency 
Regulation 

detect companies in financial trouble, questions ha\,e been raised on the 
effecti\Teness of state regulation of sol\Tency. II?, a 19’79 report’ on state 
regulation of the insurance business, iye conclllded that there had been 
little progress by the states in implementing improvements recom- 
mended in a 1974 report’ on the system for e:<amining the financial con- 
dition of insurance companies. That report. prepared for the Nr\lC’ by 
McKinsey and Company, Inc., concluded that there were a number of 
serious flaws in the system, such as 

l deficiencies in the early detection of problem companies: due to the vary- 
ing quality of the analysis of financial statements, infreyuent and poorl> 
scheduled examinations, and poor exchange of market conduct and 
financial condition information among the states; 

l deficiencies in developing information ;leeded for action, irqcluding defi- 
ciencies in evaluating internal contrc,is and analJ.zing reinsvlrance agree- 
ments. auditing computer-based records. and examining holding 
company relationships; and 

l deficiencies in using personnq’, effectively, including spendirlg too much 
time examining companies I.eat likely to halve financial problems. 

In April 1981, the MIC 2,ppointed a Special Joint Committee on Exami- 
nations to rei’iew the changes which had been made as a reslrlt of the 
bIcKinsey study reCP,mmendations. In its resolution appointing the Com- 
mittee, the ~.w.z corlcluded that “it has become increasingly allparent 
that such change,5 have not generally produced more efficient: and effec- 
tive insurance ?ompanv examinations of financial condition since the . 
same valid cri,ticisms persist,** 

The Com,ittee focused its work on problems and criticisms of’ the SYS- 

tem as ‘C\ley related to the scheduling and conduct of financial condition 
examb,ations. examiner personnel practices, examination funding, and 
\+‘aYS co bring about changes. The Committee stated that there was an 
knUc:asing need for a more effective regulatory system to protect against 
ins4vencies and concluded that, while some good progress had been 
m:dde in some areas. overall progress in implementing the improvements 
h ad not been sufficient. Specific recommendations were made in each of 
t-he study areas, including: 

’ Issues and Needed Improvements in State RegularIon of the Insurance Busmess ! l?Lu)-i9-?. Oct. 9, 
I979 ). 

%trenghening the Sunelllance System. Final Report (hlcKmsey and Company. Inc. !NaC) .APnl 
1974). 
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Property Casualty Insolvencies 

. 

conducting examinations on a priority basis so that attention can be 
given to companies most in need of examination; 
requiring annual examinations of insurers by independent certified pub- 
lic accountants: 
using a more selective approach to conducting examinations so that the 
most critical areas are emphasized, delVeloping written examination 
plans, encouraging the use of specialists and scientific sampling tech- 
niques; and 
developing and adopting a minimum educational requirement for exam- 
iners and a continuing education program. 

To facilitate the implementation of these changes, the Committee incor- 
porated its recommendations into a Model Act and developed a Model 
Regulation requiring annual audits of insurance companies by indepen- 
dent certified public accountants. In reporting its recommendations, the 
Committee emphasized that the purpose of financial surveillance-to 
protect against insolvencies-must be reestablished and highlighted by 
the states before significant improvements can occur. According to a 
representatilre of the MIC’S central office. the Committee’s recom- 
mended Model Act on Insurance Company Financial Condition Examina- 
tions was not adopted by the NAIC and progress has been slow in 
implementing an annual audit requirement. As of March 1987. 2 states 
have adopted the Model Regulation requiring annual audited financial 
reports and about 14 others have established a similar requirement. 

Trends in Insolvencies 
and Liquidations 

From November 1969 through 1986. there have been about 140 insol- 
vencies of property; casualty insurance companies. Forty-two percent of 
these insolvencies have occurred since 1983 and the number of compa- 
nies designated by the KMC as requiring “regulatory attention” because 
of troubling financial conditions has increased. In 1978.8.33 percent 
(, 132 companies) of the 1,566 companies reviewed by NAIC were desig- 
nated for regulatory attent.ion. In 1986, 590 companies, or 23.55 percent 
of the 2,505 reviewed. were in this categov. I The incidence of insolven- 
cies has also been geographically widespread. Thirty-five states, Puerto 
Rico. and the Virgin Islands experienced insolvencies from November 
1969 through 1986. Fifty-five percent of these insolvencies occurred in 
six states-Nelv ‘I-ork, California, Pennsylvania, Texas, Illinois, and 
Florida. The number of insolvencies from November 1969 through 1986 

.‘The IRIS desrgnacmns for each vear are based on annual statement data covet-q the previtlus year 
Thus. the I978 designations rlteh above were based on IQ’” L 8 1 statements. while the I986 despations 
were based on 1985 Statements. 
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and the number of companies designated for regulatory attention by th 
UIC from 1978 through 1986 are contained in figures 2.1 to 2.5. 

Figure 2.1: Property/Casualty Insolvencies, November 1969 Through 1966 

26 Insolvencies 

24 

22 

69 

Year 

70 71 n 72 74 76 76 Tr 76 79 so 61 62 63 64 66 

One of the stated purposes of the state guaranty funds was to assist 
states in detecting and preventing insurer insolvencies. Section 13 of 
NAIC’S Model Act also provided for the preparation, by the state guar- 
anty fund associations, of reports on the history and causes of insolver 
ties. According to officials of the NCIGF, these provisions were included 
on the assumption that insurance companies (which constitute the men 
bership of the associations) are in a position to alert regulators about 
financially troubled companies. However, according to these officials, 
because of possible legal problems (antitrust concerns) associated with 
such activity. the associations have not acted on these provisions. 

State regulatory officials, representatives of insurance companies and 
trade associations, and others with experience in insolvency proceedim 
gave us their views on recent insolvency history and some reasons why 
the insolvencies have occurred. According to these officials, insolvencic 
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igure 2.2: Property/Casualty Gains or Losses”, 1969 Through 1986 
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in the late 1960s and into the 1970s generally involved small companies 
handling mostly automobile insurance and operating in one state or on a 
regional basis. No such profile can be drawn for insolvencies that have 
been occurring since the late 19’iOs. This is because of the diverse nature 
of the companies. their lines of insurance, the reasons for impairment, 
and the economic and financial conditions existing at the time of failure. 
The officials also indicated that the causes of insolvencies are many and 
varied and cited the following as factors contributing to insolvencies: 

9 cash-flow underwriting (,underpricing premiums’in order to encourage 
sales and obtain funds for investment), 

l underreserving for losses. 
l reinsurance problems4 
l fraud or incompetence, and 
l overexpansion. 

4Reinsurance IS rhe ~sumprwn by one company of all or part of an msurance nsk undertaken b) 
another msurance company 
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Figure 2.3: Insolvencies as a Percent of All Property/Casualty Companies, November 1969 Through 1986 
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In order to gain some perspective on recent insolvencies. we attempted 
to obtain selected information-size, lines of insurance, scope of opera- 
tions, age. etc.-on 95 companies that were declared insolvent from 
1977 through 1986. However. we did not obtain information on all of 
these companies. We collected data on 49 of the companies. These data 
are presented in figures 2.6 to 2.12 and table 2.1. 

-Analysis of the data did not reveal any characteristics or trends com- 
mon to all companies; rather, it showed they varied in size, scope of 
operations, and lines of insurance written. 
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igure 2.4: Property/Casualty Companies 
esignated for Regulatory Attention, 706 Number ot Insurers 
978 Through 1986 
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Figure 2.5: Percent of Property/Casualty 
Companies Designated for Regulatory 
Attention, 1978 Through 1986 
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Based on number of insurer statements reviewed by NAIC. 
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igure 2.6: Volume of Business for Failed 
lsurers (Year Before LIquidatIoni 26 Number of Failed Insurers 
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Figure 2.7: Asset Size of Failed Insurers 
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Figure 2.8: Size of Insurer Operations 
1,Number of States in Whch Insurers Were 
Ltcensed) 
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Figure 2.9: Primary Line of Failed 
Insurers (More Than 50 Percent of Net 
Premiums Wntter?) 
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32.7% = - None 

dDoes not add up to 100 percent because of roundmg 

Table 2.1: Premium Volume for Insolvent 
Insurers by Primary Line of Insurance Dollars In mdllons 

Total nt 

Primary linen 
Auto 

Number of 
companies 

21 

Pyoy;; 

(all line: 
$287 

None 16 264 
Worker’s camp 4 96 
Surety 3 9 
Other IlablllV 2 8 

Multlple peril 

Relnsurance 

2 23 

1 9 

49 $898. 

aMore than 50 percent of net premiums wntten 

‘In recent years, other Iiabillfy and medlcal malpractice have been Clled as problem lmes that IS they 
nave been generally unprofitable for Insurers Other Ilability was a pnmar’y line for 2 of the 49 companie 
and none nad medical malprachce as a primary line 
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Figure 2.10; Percent of Insurers 
Liquidated I By Region’) 5 Percent Uquidaled 
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NAIC Examinallon Zone 

aThe number of falled property!casualty msurers (from 1977 tnrough 1986) domlclled In each region as a 
percent of the total number of companies in eacn region In 1986 
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Figure 2.1 I: Percent of Insurers 
Liquidated (By Corporate FormA) 4.0 Percentago Liquidated 
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Figure 2.12: Age of Insolvent Insurers 
[Number of Years Since Founding! 
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Property!casualty insurance guaranty funds exist in all states5 Their 
purpose is to protect policyholders and claimants from the financial 
losses that could result from the insolvency of an insurance company. 
Claims against insolvent insurers are paid by the funds from assess- 
ments made on licensed companies in their states after a property:casu- 
alty insurer fails. 

Origin of Property/ 
Casualty Guaranty 
Funds 

A few states created propet-ty,‘casualty guaranty funds in the 1930s and 
1940s because they were concerned that policyholders might be 
deprived of coverage, especially worker’s compensation and auto cover- 
age, if insurers became insolvent. However, the \last majority of states 
did not establish funds until the late 1960s and early 1970s. in response 
to the prospect that Congress might create a federal guaranty fund. 

In 1935, FVisconsin created the first state guaranty fund, which at the 
time only covered worker’s compensation. New York created a worker’s 
compensation fund in 1937 and in 1939 became the first state to estab- 
lish an automobile insurance guaranty fund. This fund covered only 
taxicabs and other public conveyances at first, but was espanded in 
1917 to cover all private motor vehicles. By 1960, two states had guar- 
anty funds for auto insurance, and five states had funds for worker’s 
compensation. 

In the mid- 1960s. Congress became concerned about insurance insolven- 
cies and, specifically, about the effect of insolvencies of companies that 
insured “high-risk” drivers. Senator Thomas Dodd, Chairman of the Sen- 
ate -4ntitrust and Monopoly Subcommittee, expressed concern in hear- 
ingsG that such insolvencies created financial hardship for innocent 
victims of auto accidents. In 1966, Senator Dodd introduced a bill that 
would have created a federal guaranty fund for automobile insurers. 
The NAIC and insurance industv representatives opposed this bill, claim- 
ing it would be an intrusion on state authority and would force success- 
ful insurers to subsidize claims on insolvent ones. 

In 1969, Senator Warren Magnuson, Chairman of the Senate Commerce 
Committee, introduced legislation that would have created a federal 

‘Specific references m this section to provwlons of the various state guaranty fund laws are based on 
an K’CIGF analysts of those laws. We chd not obtam and review these statutes escept for those of tie\\ 
Sork. that state not being mcluded in NCIGF’s analysts. 

“The Insurance Industry f Part I:! 1. High Risk Automobile Insurance. Hearings before the Senate Sub- 
committee on Antitrust and Monopoly of the Committee on the du&ciary I 89th Gong.. 1st Sess. Ma) 
11 -12. 1965I. 
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guaranty corporation to cover all property;casualty insurance. The 
Commerce Committee held hearings on this legislation in late 1969 and 
early 1970. In response to the possibility of federal intemention. efforts 
to establish guaranty funds at the state level were quickly initiated with 
the sponsorship of the ?&WY. In June of 1969, the K;UC formed a commit- 
tee to prepare a model guaranty fund act; in December, the Model Act 
was adopted by NAIC and recommended to the states. By mid-1971.33 
states had established guaranty funds; by the end of 1974. all but three 
states had them (-Arkansas passed a guaranty fund law in 197’i. 
Oklahoma in 1980, Alabama in 1981). No federal guaranty fund legisla- 
tion has been enacted. 

How the Funds 
Operate 

State guaranty funds are basically similar in structure and in the way 
they work and generally parallel the NAIC’S Model Act. New York’s fund, 
however, is not patterned on the act and is therefore not included in this 
report’s discussion of the funds except where specifically noted. 

A guaranty fund. as envisioned in the Model Act, is administered by 
licensed insurers under the supervision of a state’s insurance depart- 
ment. The act prescribes that all insurers licensed within a state that 
write lines of insurance covered by the guaranty fund are automatically 
members of the guaranty fund. These members elect a board of direc- 
tors, subject to approval by the insurance commissioner, which governs 
the fund (in some states, the commissioner of insurance is also a member 
of the board). Because the level of fund activity varies from state to 
state. the number and nature of the administrative staff vary. Some 
state funds have a full-time administrator and/or staff; others do not. A 
number of state funds combine administration on a regional basis- 
eight guaranty funds in the East are administered by a firm in Boston, 
while six funds in the Midwest and West are administered by a similar 
firm in Denver. Additionally, some funds handle claims by hiring claims 
people or by hiring the services of an insurance company. Ko matter 
how the funds are administered, however, the act provides for paying 
administrative costs out of insurers’ assessments. 

Assessments are made only when a property/casualty insurer fails. The 
definition of “failure.” and thus the precise event that triggers operation 
of the funds, differs among states. Some states regard an insolvency 
order from a state court as sufficient to trigger a guaranty fund opera- 
tion. while others require an order of liquidation from a court. There 
may be a significant length of time between when a company is declared 
insolvent (and placed in rehabilitation or consemation) and when it is 
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ordered into liquidation. This situation can result in the payment of 
claims to some claimants, while others may have to wait until the guar- 
anty funds they are covered by are activated. 

Once an insurer is put into liquidation, all policies are declared to have 
terminated, usually 30 days after the date of failure. However, claims on 
the policy dating from before its termination are still valid. These will be 
paid out of the guaranty fund of the policyholder’s state of residence 
(assuming that the policyholder does not have another policy to cover 
the claim) if the insolvent insurer was licensed in the policyholder’s 
state of residence. Under the Model Act, if the insurer was not licensed 
in the state. the policyholder or claimant is not entitled to file a claim 
with a guaranty fund but may seek payment through a claim on the 
failed insurer’s estate. which is handled by a liquidator. 

As each insolvency takes place, the guaranty fund estimates how much 
it will need to pay claims resulting from the insolvency, and then 
assesses member insurers. If the guaranty fund has underestimated the 
amount necessary, or if the amount cannot be collected because of limits 
on how much insurers can be assessed in a year, or if more claims are 
made after the initial insolvency, the process can be repeated in subse- 
quent years. In most states insurers may recover their assessments at a 
later time, either through a rate increase or by an offset on premium 
taxes. All states have a limit on how much insurance companies can be 
assessed in a single year but this limit varies. In 2’i states that limit is 2 
percent of a member insurer’s net direct premiums for the calendar year 
preceding the assessment, and 20 states have a limit of 1 percent. 
According to information provided by the NCIGF, guaranty funds have 
assessed insurers approximately $1.4 billion from November 1969 
through December 1986. The net amount assessed during this period 
was $1.2 billion after refunds were made to member companies. Table 
3.1 shows the total assessments as of December 1986 by insurer insol- 
vency and by the amounts assessed insurance companies by the individ- 
ual state funds. 

In New York State the fund is run by the Superintendent of Insurance 
and the assessment process described above does not apply. Instead, 
insurers pay an amount equal to l/2 of 1 percent of their net direct writ. 
ten premiums each year into the guaranty fund (unless the fund has 
more than $150 million in any given year), and the fund keeps the 
money in reseme for when it is needed. The NAIC considered recom- 
mending that other states adopt this “pre-assessment” approach but 
decided against doing so, in part out of concern that state legislators ant 
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executives might divert the funds for other purposes, as occurred in 
New York in the 1970s during the New York City fiscal crisis. 

Differences Among 
Property/Casualty 
Guaranty Funds 

Although the property.:‘casualty guaranty funds, except New York’s, 
base their structure and operations on the NAIC Model Act. these funds 
differ in several important details- details that can in some cases result 
in differences in the amounts paid for claims. In addition, inconsisten- 
cies in the state fund laws have caused confusion and conflicts between 
the funds. 

Claim Coverage State guaranty funds vary somewhat in the areas of insurance they 
cover. No fund covers reinsurance or surplus lines insurance (except in 
hew Jersey).: The Model Act recommends fund coverage for all kinds of 
direct insurance except life, title, surety, disability, credit, mortgage 
guaranty, and ocean marine insurance. While most states have followed 
this recommendation, some states provide different coverages. One 
stat.e, for example, excludes only life and disability insurance and 
another excludes life, health, and annuities. Several states, on the other 
hand, have excluded additional types of insurance, such as home war- 
ranty, health contracts, and mutual protective insurance. 

Limits on Claims The N.W Model .4ct recommends that state fund laws limit the maximum 
that can be collected from the fund on any one claim to the lesser of 
S300,OOO or the amount of the insurance policy limit. Thirty-three states 
and the District of Columbia have followed that recommendation. Of the 
remainder, 14 funds (including Puerto Rico) have limits lower than 
$300.000 (5 at Is 150,000,7 at $100,000, 2 at $50,000). Two funds have 
limits set at higher levels (one at $500.000 and one at $1 million). Michi- 
gan does not set any dollar figure, but sets the maximum in any 1 year 
as li20 of 1 percent of premiums written by licensed insurers within the 
state that year. There is no limit on worker’s compensation claims in 32 
states and the District of Columbia. 

The effect of these limits is that part or all of a claim may be paid. 
depending on the type of claim and the state of policyholder residence. 
If. for example, a business with $1 million theft coverage is burglarized 
and has a $rjOO.Oc)O claim against its insolvent insurer, the business 
could collect the entire claim if it were located in Rhode Island, more 

‘Surplus lines relates to insurance sold by a company m a state tn which It is not licensed. 
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than half of it (,$300.000) if it were located in Ohio. and one-tenth of it 
(rS50.000:) if located in Colorado. If a worker had a %500,000 worker’s 
compensation claim against an insolvent insurer, he or she could collect 
the entire amount if a resident of Tennessee. but only $SO,OOO if a resi- 
dent of neighboring Kentucky, because the former has no limit on 
worker’s compensation claims and the latter does. 

Unearned Premiums Lrnearned premiums are premiums paid on a future portion of an insur- 
ance contract. If a premium was paid for a year’s coverage, a portion of 
the premium would remain unearned until the year espired. 

Guaranty funds in 41 states. Puerto Rico, and the District of Columbia 
have some provision for refund of unearned premiums. Of these. seven 
states have limits on how much unearned premium can be collected 
from the fund, ranging from $500 to $10,000 per policy. In the eight 
states that have no unearned premium claim provision, a policyholder is 
not entitled to receive any guaranty fund reimbursement for the 
unexpired term of a paid-up policy. 

Deductibles A deductible is a provision that a certain amount will be deducted from 
a claim when it is paid by an insurer (or. in the present discussion, a 
guaranty fund). Thirty-two states, the District of Columbia, and Puerto 
Rico have deductibles for claims on insolvent property/:casualty insur- 
ance policies. Most of these are $100 deductibles but \Visconsin and Mis- 
souri set the deductible at $200, Puerto Rico at $50, and Michigan at 
$10. Twenty states which have such a deductible exempt worker’s com- 
pensation claims from it. Of the states that have no deductible for liabil- 
ity claims, three have a deductible for unearned premium claims and 
two others provide that the guaranty fund need not pay claims below a 
certain amount ($25 in Georgia, $50 in Xorth Carolina). The amount 
that can be received on a claim will therefore also vary according to a 
state’s deductible provision. 

Separate Fund Accounts In the Model Act, NAIC provides states the option of splitting their guar- 
anty funds into separate “accounts” so that assessments could be lim- 
ited to insurers that write the same type of insurance as an insolvent 
company. For example. if a guaranty fund found that it had a large 
number of automobile claims on a.n insolvent insurer, it could assess 
only automobile insurers on their automobile premiums and pay the 
automobile claims out of such assessments. The NAIC recommends that 
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each state examine its insurance markets to determine whether separate 
accounts would have an assessment base sufficient to cover possible 
insolvencies. 

Thirty-four states, the District of Columbia, and Puerto Rico currently 
divide their propertyi’casualty guaranty funds into separate accounts. 
These states most commonly divide their funds into three accounts: 
auto, worker’s compensation, and all other lines. But some states divide 
their funds in other ways and may have as many as five or six separate 
accounts. 

Recovery of Assessments As mentioned previously, almost all guaranty funds allow insurers to 
recover their assessments through one mechanism or another. One state, 
Illinois, has no specific provision for the recovery of assessments, 
because it does not require insurers to notify the state regulator of rate 
increases. Thus, companies may consider insolvency assessments in 
their rate increases. The NAIC Model Act recommends that insurers be 
allowed to recover assessment costs through rate increases; and 32 
states, the District of Columbia, and Puerto Rico have such a provision 
in their guaranty fund laws. For the most part, the remaining states that 
allow recovery do so by permitting an offset, usually over a period of 5 
years, on the annual premium tax insurers must pay in these states. 

In essence, those states that provide for assessment recovery are pass- 
ing the cost of paying an insolvent insurer’s claims on to policyholders 
of other insurers through rate increases or to taxpayers through a pre- 
mium tax offset. This situation has prompted concerns about whether it 
is appropriate to require homeowners to subsidize. through rate 
increases, for example. guaranty fund payments to large commercial 
insureds. 

Priority and Early Access An insurance company’s liquidation is usually handled by the state 
in Liquidation insurance department, which acts as liquidator/receiver in the domicili- 

ary state. The guaranty funds that must pay off claims against the 
failed insurer have only as much access to the insurer’s assets as state 
law and the actions of the liquidator give them. 

Until the late 1970s. guaranty funds generally could not obtain proceeds 
from the distribution of a failed insurance company’s assets until the 
liquidation process was completed. Even at that time, the funds would 
not receive their share of those assets until higher priority claims were 
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paid (at this point, no assets may remain for distribution to a guaranty 
fund). This situation and the increasing incidence of large company 
insolvencies prompted N.W to propose that guaranty funds have a 
higher priority in the distribution of assets and be permitted access to 
the assets prior to the final distribution. N.-UC incorporated priority and 
early access provisions into its “Insurers Supervision. Rehabilitation, 
and Liquidation Model Act.” that it adopted in 1979, and urged states to 
put such provisions into their laws. 

Thirty-six states and Puerto Rico have both priority and early access 
provisions, 1 state has priority but not early access, and 6 have early 
access but not priority. (Of the remaining jurisdictions, two states have 
an arrangement under which the receiver, rather than the guaranty 
fund, processes and pays claims.) These provisions may not directly 
affect the policyholder, but they do affect the guaranty fund assess- 
ments. since claims that cannot be paid out of an insolvent insurer’s 
assets must be paid by assessments. 

Disputes Between Funds In the mid-to-late 196Os, insolvent insurers tended to be small in size an 
operat.ion and engaged primarily in writing automobile insurance. The 
system of state guaranty funds was established to handle these types 0’ 
insolvencies. However, since the mid- 197Os, an increasing number of 
large. multistate. diversified companies have failed. As these insolven- 
cies occurred, questions and disagreements arose about which guarant) 
funds were responsible for claims because of the differences in the 
states’ laws. 

To address this problem, the NCIGF appointed a subcommittee to review 
the issues and to recommend how to resolve any disagreements betweel 
funds on which fund is primarily responsible for a given claim. The sub 
commit.tee developed two methods to resolve these problems. The first 
involves cooperation between funds that agree that a given claim could 
be covered by any of them. To reach a determination of the appropriatl 
claim coverage the subcommittee developed a set of criteria and incor- 
porated them in guidelines entitled “Guiding Principles for Settling Dis 
putes Between and Among Property and Casualty Insurance Guaranty 
Associations as to Responsibility for Claims.” The subcommittee furtht 
recommended arbitration. rather than litigation, in situations where th 
funds could not reach agreement under the Guiding Principles. The 
Guiding Principles and an agreement on the arbitration program were 
distributed to the funds in September 1985. As of February 198i, 29 
states and the District of Columbia have adopted the Guiding Principle 
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and 26 of those states and the District of Columbia have agreed to the 
arbitration program. This approach is intended to apply only to situa- 
tions in which t.wo or more funds agree that a claim should be paid by 
one of them but cannot reach agreement as to which. If funds disagree 
initially as to whether a claim applies to any or all involved, these con- 
flicts must be resolved through negotiation between the funds or 
through litigation. 

Capacity of the 
Guaranty Funds 

The increasing incidence of large company insolvencies has highlighted 
concerns about the capacity of the property!casualty guaranty fund 
system. However. there has been no agreement on how large the fund 
capacity should be nor on how to increase it. 

Studies performed since 1984 by the AAL the Insurance Services Office, 
Inc. (ISO), and the Illinois Department of Insurance attempted to deter- 
mine whether the fund system could cover one or more large insurance 
company insolvencies. While the studies varied in their approach and 
implications on t.he scope of the capacity problem, they agreed that the 
fund system would have difficulty handling large-scale insolvencies. 

l The MI study. which was substantively based on industry averages, 
projected that in the first year after the insolvency. 38 assessment 
accounts in 3 1 states would not be sufficient to cover all costs. Also, 3 1 
accounts in 29 states would not be sufficient in the second year. 

l The Illinois study, which used the Reserve Insurance Company insol- 
vency as its basis, projected fund capacity over a number of years. It 
found that in the first year after the insolvency, 60 assessment accounts 
in 37 states would not be sufficient to cover costs, 52 accounts in 34 
states in the second year, and 41 accounts in 30 states in the third year. 

l The study performed by the ISO used a number of hypothetical insolven- 
cies rather than an actual one. ISO took the largest insurers in the United 
States and calculated the projected liability if each were to go insolvent. 
It found that the present system could handle any one large insurer 
insolvency. For example, an Aetna insolvency would require 97.9 per- 
cent of the nationwide total capacity of all state guaranty funds: an 4% 
state insolvency, 86.8 percent; a Hartford insolvency, 67.8 percent. 

!!e discussed the implications of these studies with the Chairman and 
the Executive Secretary of the NCIGF and representatives of the puu and 
the American Insurance Association. These officials disagreed with the 
insolvency projections used in the studies. They believe that the studies’ 
assumptions were not realistic and that if such situations were to 
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appear, the state insurance departments and the industry would inter- 
vene t.o work out a solution. They noted that this was done previously ir 
the case of Geico. when the industry ultimately “bailed out” the com- 
pany rather t.han permit the consequences that Geico’s liquidation 
would have had on the industry. The officials further commented that 
the system has worked well and although some or a series of insolven- 
cies may strain capacity, they saw no need for concern that the system 
would not be able to handle future insolvencies. 

In March 198S, the ~AIC’S Task Force on Guaranty Funds appointed a 
Policy Committee to examine the existing fund system. The Committee. 
which was comprised of insurance industry representatives, issued its 
final report to the Task Force in June 1986.3 Concerning the capacity o 
the fund system. it concluded: 

“N’hile the guaranty funds are not generally experiencing capacity and liquidit> 
problems, the number of companies currently on the immediate regulatory watch 
list, the increase in companies downgraded by independent rating services. the sh 
in the nature of insolvencies from substandard auto writers to multi-line insurers 
and the resulting growth in the size and complesity of claims, reports of the inadc 
quacy of reserves I particularly for companies subsequently declared insolvent). a 
administrative delays in the funds’ access to company assets lead the committee t 
conclude that potential liquidity and capacity problems for guaranty funds shoula 
be addressed.” 

The Committee noted that revisions to the Model Guaranty Associatio 
.4ct. adopted by the NAIC in December 1985. will increase the capacity 
the system, if they are enacted by the states. The major change adopt 
by &UC, in this respect, was a reduction in the scope of coverage. .4dd 
tional types of insurance specifically excluded were: 

l annuities and health insurance, 
l financial guaranty or other forms of insurance offering protection 

against losses on investments. 
l fidelity or any ot.her bonding obligation, 
l insurance of warranties and service contracts, and 
. credit insurance. 

Proposals for Change The Policy Committee’s report also contained a discussion of numerc 
proposals to revise the guaranty fund system. These proposals range 
from simply increasing assessment rates to a complete restructuring 

“Repon of the Poky Comrn~ttee on Guaranty Funds and Solvency I LIlC. June 1986 1. 
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Increase the Maximum 
Assessment 

Single Guaranty Account 

the operation and funding of the system. The following is a brief 
description of guaranty fund reform proposals and. where available, a 
discussion of their advantages and disad\rantages as cited in the cornmit- 
tee report and other documents we have reviewed. 

The studies performed by the AAL the Illinois Department of Insurance, 
and the ISO used the current state-by-state annual assessment limits. 
Proponents believe that raising these limits from the present 1 or 2 per- 
cent would relieve any concern about possible fund shortfalls. Oppo- 
nents believe that requiring significantly larger annual fund 
assessments would seriously weaken the financial position of some 
smaller insurers. 

As stated previously, most states have separate guaranty fund accounts 
for certain lines of insurance. Consolidation into one account would 
enhance the capacity of a guaranty fund to deal with insolvencies of 
insurers with different insurance lines. However. it could also result in 
additional assessments for some insurers that would not normally be 
assessed under the multiple account system. 

Prefunded Assessment Funds The NAIC has given a proposal to establish preassessment funds a great 
deal of consideration in recent years and NrUC’S Policy Committee on 
Guaranty Funds and Solvency reviewed it in detail in its June 1986 
report. 

The NAIC Committee set out the major arguments both for and against a 
preassessment system. The major arguments for such a system involve 
predictability and capacity. If prefunding is instituted, all insurers will 
know how much they have to pay each year, and state regulators will 
know that the money will be there when it is needed to meet claims. 

The opposition to preinsolvency assessments centers around possible 
use of the accumulated funds by state legislators for noninsurance pur- 
poses. The NAIC report also cited arguments that preassessment funds 
might jeopardize guaranty fund associations’ tax-exempt status, that 
they might make state regulators more likely to involve insurers in 
involuntary “bailout” schemes for failing companies. and that they 
might increase costs for insurers and policyholders. 
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After reviewing these arguments. the t+~ Policy Committee decided not 
to recommend a preinsolvency assessment system to NAIC. 

Private Insol\~ency Reinsurance The Nationwide Insurance Company proposed establishing a state- 
chartered. nonprofit, mutual reinsurance company from which all 
licensed insurers in the state must purchase insolvency reinsurance. The 
reinsurance would cover claims that esceeded a guaranty fund’s assess- 
ment limit. Proponents argue that not only would this plan take care of 
potential capacity problems without further government involvement. 
but it would allow risk-based assessments and the building up of a 
reseme for catastrophic insolvency losses. Others question whether the 
Internal Reirenue Service would allow the buildup of such a reserve, 
whether the entire arrangement might create antitrust problems, and 
whether the states would allow risk-based solvency insurance 
premiums. 

“Policyholder Security Account” A proposal to require all insurers to maintain a “Policyholder Security 
Account” was made by the State Farm Insurance Companies. This woulc 
require companies to maintain a custodial account containing assets in 
an amount sufficient to satisfy crucial policyholder liabilities, i.e.. 
reserves established to pay for future losses and the insurance com- 
pany’s expenses associated with handling loss claims, plus unearned 
premium resemes. It would be a custodial account with an unaffiliated 
bank or the state insurance commissioner ser\Qng as custodian. 

The supporters of this plan point out that it would create an automatic 
triggering mechanism for insolvency (,if there were insufficient assets il 
the account to meet the liabilities as required, the insurer would be 
insolvent). thus avoiding the delays and “judgment calls” now present 
the insolvency process. By giving the guaranty fund a lien on the 
account’s assets in case of insolvency, the account might minimize the 
effect of an insolvency on other insurers and their policyholders. Oppo 
nents in the industry believe it would limit a company’s freedom to ma 
age its assets and investments. diminish regulatory interest in the 
adequacy of loss reserves by focusing on investment policy, and could 
result in state-by-state 17ariations in special deposit laws. 

More recently. in June 1986, the Vice President and General Counsel c 
State Farm proposed the establishment of a single, national guaranty 
fund chartered by the federal government but controlled by the insur 
ante industry. The fund would have more limited coverage than that 
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the existing state funds, and insurers would be required to also establish 
a policyholder security account as previously proposed by State Farm. 

Pre-Insolvency Policyholder 
Surcharge 

The Hartford Insurance Company proposed a prefunded trust fund that 
would be used to pay covered claims. The fund would derive from iden- 
tifiable surcharges added to all property,/casualty insurance policies and 
would equal the maximum annual assessment rates of the individual 
state post-insolvency guaranty funds. In the event of an insolvency, the 
trust fund would pay the guaranty funds the money needed to pay 
claims. If the trust fund is exhausted, the guaranty funds then would 
make post-insolvency assessments on companies. These assessments 
could be recovered by the companies, as the trust fund is reinstated, 
through subsequent policyholder surcharges. The arguments for and 
against this arrangement are similar to those discussed for the 
prefunded proposals. 

The Crum & Forster Corporation proposed a similar policyholder 
surcharge plan, but the surcharges would be collected and paid to the 
guaranty funds after an insolvency occurs. 
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Table 3.1: Total Assessments by State of Domicile and Insurer Insolvency (From November 1969 Through December 1986) 

Total Date of 
Domicile Insolvent company assessed’ insolvency ____ 
Alabama Early Amencan 15 420.158 1985 

Standard Fire 1.931 817 1985 

Arizona 

California 

Colorado 

~- 
Delaware 

EPIC Insurance CompanrC 
Arizona General Insurance Companyfi 
Great Global Assurance Co ______- ___---- 
Key Insurance Exchanqe 
Los Anqeles Insurance Company 
Transnatlonal Insurance Company 
Westqate-California 
Eldorado Insurance Company 
Slqnal Insurance Company:lmpenal Insurance Company 
lnterco Underwriters Erchanqe 
‘Western Carriers Insurance Exchanqe 
Golden West Insurance Exchanqe 
Independent Indemnity Company 
Surety Insurance Co of California” 
Cal-Farm Insurance Company 
S & H Insurance Company 
Manufacturers & ‘Wholesalers Indemnity Exchange 
Aspen Indemn$ 

Paclflc American 
Amencan ProtectIke Excess Insurance Company0 
Commonwealth Manne 

. 

9,589 616’ 

1 350 649 
1 692.463 
3.142 465 
2 536,802 

19.231.619 
53,478 429 

3 216,027 
9.862,520 
1,999,812 

91.904 
. 

46.821 
5.206 887 
2,710 599 
4 765.893 

13.924.034 

400.000’ 

1975 
1984 
1986 

1963 
1971 
1975 
1975 
197F 
197! 
198’ 
196 
158 
198 
198 
1gE 
19E 
197 
196 

19F 
191 
19; 

Florida First Amencan Insurance Company 2569.023 19 
Financial Flie & Casualty Insurance Company 2 414,820 19 
Bankers Fire & Casualty Insurance Company 2,036.284 19 
Southern Amencan Fire Insurance Company 297 812 15‘ 
Eastern Insurance Companv 817.308 19t 
Gulf American 5,260,479 19, 
Lawyers Professlonal Llabillty Insurance Company 24.636,099 19: 
Universal Casualty Insurance Company 4 1,149,005 19 
Consumers Ins Group (Kent Ins Co ) 15,549.925 15 
RGAF Underwnterse . l! 

Georgia 
Hawaii 
Illinois 

Maryland National Insurance Company 466.92 1 1’ 

- Flnanclal Secunty Insurance Company 15.:05.027 1 

Fidelity General Insurance Company 199 580 1 
Homeowners Insurance Company 601,102 1 
LaSalle Natlonal Insurance Company 10.043.847 1 
Reserve Insurance Company (Includes American Reserve Insurance Co of Rhode 85.197.399 1 

Market Insurance Company 
Secunty Casualty Company 
Kenllworth Insurance Company 
Main Insurance Company 

1.250 000 
11 941,734 

4.599.254 
2,431 266 

tcontlp 
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Domicile Insolvent comoanv 
Total 

assessed’ 
Date of 

insolvencv 
Hentaqe Insurance Company 1,838,963 1986 
Optrmum Insurance Company 12592.595 1986 

Indiana 

Iowa 

Louisiana 
Maine 

Unrted Bondrnq Company 
Guard Casualty & Surety Co 
Allied Frdelity 
Presidro Insurance CompanyD 
Unrted Amencan Insurers 
Iowa National Mutual Ins Co. 
Carriers Insurance Co 

Llo,yds of LoursranaC 
Maine Insurance Companv 

616,151 1971 
325,000 1985 

5.520,233 1986 
. 1986 

2,462,946 1974 
39,66C,691 1985 
50.211.195 1986 

. 1986 
1.880.626 1971 

Maryland Maryland lndemnrty Insurance Company 1,005 149 1977 
Eastern lndemnrty 9.095.476 1985 

Massachusetts Rockland Mutual Insurance Company 14,04 1,436 1974 
Assocrated Merchants Mutual Insurance Company 999.822 1975 

Michigan Commercral Underwriters 2,998,766 1973 
National Mutual Insurance Company 200,000 1975 
Woodland Mutual 746,382 1976 

Minnesota Excalrbur 43.094.275 1984 

Missouri Metro Casualty Company 500,000 1972 
Medallron/Mtssourl General Insurance Company 6,041.485 1975 
Consolidated Underwriters 185,079 1978 
Transit Casualty Co 111 q49C.656 1985 

Montana Glaco Automobrle Insurance Company 346,576 1975 
Glacrer General Assurance Co 30,981,491 1985 
Intermountain Insurance Company 33.894 1986 

Nebraska State Farmers Insurance Company 2.873.674 1980 

New Hampshire Sutton Mutual Insurance Companv 583,363 1970 

New Jersey 
New York 

Interstate Insurance Company of West Collrngswood 

Citizens Casualty of New York 
Professional Insurance Company 
Resource Insurance Co. of New York 
Summrt Insurance Company of New York 
Empire Mutual Insurance Company/Allcrty Insurance Company 
New York National Insurance CompanyD 
Bakers Mutual Insurance Company0 
Consolrdated Mutual Insurance Company 
Long Island Insurance Company 
Cosmopolitan Insurance Company 
Horizon Insurance Company 
Ideal Mutual Insurance Company 
Nassau 
Amencan Consumer Ins Co 
American Fidelity Fire Ins Co. 
Union lndemnrty 

1.835.071 

2,435,056 
1,594,436 
4,320,854 

12,380,159 
4,824,324 

. 

9,491.029’ 
582,444 

16,029,938 
8,653,196 

170,427,995 
13,230,271 

150.000 
3,935.626 

12,142,103 

1975 
1971 
1974 
1975 
1975 
1977 
1977 
1978 
1978 
1979 
1980 
1984 
1984 
1984 
1985 
1985 
1985 

(contrnued) 
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, 

Domicile 
Total Date of 

Insolvent company assesseda insolvency 
Mldland Insurance Company 26,875,352 1986 
Carriers Casualty Company0 . 1986 

Ohio Ohio Valley Insurance Company 1,362,602 1970 
Manchester Insurance & lndemnlty Company 11.214.030 1976 
Proprietors Insurance Company 29,195,701 1981 
Columbus Insurance Company 3,246,231 1985 
American Druqqlsts’ Insurance Company 5,913,074 1986 
Merchants and Manufacturers of Cleveland0 . 1986 

Oklahoma Oklahoma Insurance Loqlstlcs Companyb . 1984 
Southwestern Ins Co G 1985 
Southwestern National Ins Co 16.056.395’ 1985 

Oregon North.West Insurance Company 2,080,779 198r 
Inter-West Insurance Company 968,638 198f 
Forestry Industries Insurance 1.558,244 198t 

Pennsylvania Gateway Insurance Company 38,679,583 19:. 
Granite Mutual Insurance Company 1,880,802 197. 
Capitol Mutual Fire Insurance Company 409,735 197 
Guardian Mutual Insurance Company 114,685 197 
Pennsylvania TaxImen’s Mutual Insurance Company 199,620 197 
Satellite Insurance Company 257,497 197 
State Security Insurance Company 548,948 197 
Penn State Mutual Insurance Company 183,847 197 
Concord Mutual Insurance Company 9,987,912 19E 
Amherst Insurance Company 1,499,419 19t 
Safequard Mutual Insurance Company 7,978,698 19f 
Stuyvesant Mutual Plate Glass Insurance Company 1,999,957 191 
Colonial Assurance Company 2,348,123 191 
Gibraltar Mutual Insurance Company 224,595 19 
Northeastern Fire Insurance Company of PennsylvanIa . 198 
Temple Mutual Ins. Co (j . 19t 

Puerto Rico Burlders Insurance Company 1,883,178 19. 
Commonwealth Insurance Company 24,358,242 19. 
Great Indemnity Insurance Company, 3,170,041 19. 
Lincoln Insurance Company 4,202,265 19 
Guaranty Assurance Company 7.638.565 1: 

Rhode Island American Reserve Insurance Company (included with Reserve Ins. Co , Illlnols) 1 note c) lnot 

South Carolina Security Fire & Casualty Insurance Company 19,921 1' 
Atlantic and Gulf States 749,764 1 

Tennessee Cotton Belt Insurance Company 364,584 1 

Texas Liberty Universal Insurance 247,388 1 
Trans Plains Insurance 49,592 1 
First Fire & Casualty Company of San Antonlo, Texasb 1 
Mobile County Mutual/Mobile Insurance Company 8,063,409’ 
Equitable Insurance Exchanqe. Inc. 15,000 
Lloyds of America (Texas only) 1,084,484 
Supenor Llo,ydsc . 

(contin 
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Domicile 

Vermont 
Virgin Islands 
Virginia 
West Virginia 
Wisconsin 

Insolvent company 
Commercral Standard 
United Employers Ins Co. 
Natlonal Allled Insurance Companyb 
Texas Fire and Casualtyb 

Ambassador Insurance Company 

DomeD 

Fauquler Mutual Insurance Company 

Church Layman Insurance Company 

Wisconsin Surety Company 
All-Star Insurance Corporation 

Total Date ot 
assessed0 insolvency 

11,032,790 1985 
1 ,ooo,ooo 1985 

. 1986 

. 1986 

21.835906 1984 
. 1984 

339,902 1981 

585.489 1981 

1,650.252 1975 
12,560,767 1977 

Source National Commlitee on Insurance Guaranty Funds 
afigures do not Include amounts assessed by the LouIslana. Mlssoun. New Mexico. South Dakota. and 
Ulah guarantyfunds IO pay for claims anslng out of the noted lnsolvencles Information from these funds 
mdlcattng assessment allocation by Insolvency IS not avallable 

blnformatton on assessments that may have been made on these insolvencies IS not avallable 

‘Reserve Insurance Company and Its afflllate Amencan Reserve Insurance Company of Rhode Island 
are listed separately In lhls table 10 ldentlfy their slates of domlclle only and their insolvency IS counted 
as a single insolvency 
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Glossary 

Casualty Insurance Insurance concerned primarily with the insured’s legal liability for iqju- 
ries to others or for damage to other peoples’ property; casualty insur- 
ance also encompasses such forms of insurance as plate glass. burglary, 
robbery. and ivorkers’ compensation. 

Claim .A request to reco\.er under an insurance policy for a loss covered bJ 
that policy. 

Conservation and 
Rehabilitation 

Proceedings in which an insurer that is experiencing financial or other 
problems is placed under court-ordered regulatory control. Generally, 
the purpose of conservation is to conserve company assets and maintair 
the status quo pending a final determination of the company’s status. In 
the rehabilitation process, steps are taken to resolve the cause and con- 
dition underlying the company’s problems so that it can be returned to 
normal operations. 

Guaranty Fund An association established by st.ate law to pay certain claims made 
against an insolIvent insurance company. 

Insolvency A state of financial condition in which a company is unable to pay obli 
gations as they fall due in the usual course of business. 

Insurance A system under which individuals, businesses, and other organization? 
or entities, in exchange for payment of a sum of money (a premium,L a 
guaranteed compensation for losses resulting from certain perils under 
specified conditions. 

Insurance Company An organization chartered to operate as an insurer. 

Insurance Exchange A group of persons, firms, or corporations that mutually insures risk: 
some or all exchange members. 
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Insured A person or an organization covered by an insurance policy, including 
the “named insured” and any other parties for whom protection is pro- 
vided under the policy terms. 

Liquidation -4 formal, court-ordered process in which an insolvent company’s assets 
are converted to cash and applied toward its outstanding indebtedness. 

Lloyd’s Organization An unincorporated association of underwriters that shares the risk for 
policies written by each underwriter. 

Mutual Insurance An insurance corporation that has no capital stock but is instead con- 
Company trolled by its policyholders. 

Policy A contract of insurance. 

Policyholder A person who pays a premium to an insurance company in exchange for 
the protection provided by a policy of insurance. 

Premium The sum paid for an insurance policy. Net premiums written represent 
premium income retained by insurance companies, directly or through 
reinsurance, minus payments made for business reinsured. Direct writ- 
ten premiums are the amounts actually paid by policyholders. 

3roperty Insurance Insurance providing financial protection against loss of or damage to 
real and personal property caused by such perils as fire, theft. wind- 
storm. hail, explosion, riot, aircraft, motor vehicles, vandalism. mali- 
cious mischief, riot and civil commotion, and smoke. 

‘einsurance Assumption by one insurance company of all or part of a risk under- 
taken by another insurance company. 

isk The chance of loss. Also used to refer to the insured or to property cov- 
ered by a policy. 
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Stock Insurance Company An insurance corporation that has its capital divided into shares and 
that is controlled by its shareholders. 

Surplus Lines Insurance Insurance of a risk for which there is no normal market available and is 
therefore provided by unlicensed insurers. 

Underwriting The process of selecting risks for insurance and determining in what 
amounts and on what terms the insurance company will accept the 
risks. 
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