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          1  TASK FORCE ON INSURANCE ISSUES

          2                 CHAIRPERSON LASHER: Welcome. My name

          3  is Howard Lasher, I am the Chairman of the Task

          4  Force On Insurance Issues. Today the Task Force is

          5  holding an oversight hearing on Collision Damage

          6  Waiver.

          7                 CDW is a waiver sold by car rental

          8  companies to its customers, an additional charge to

          9  relieve the renter of financial responsibility for

         10  the rental vehicle if it is damaged or stolen.

         11                 Eleven years ago, as Chairman of the

         12  State Assembly Insurance Committee, I was

         13  instrumental in passing legislation that prohibited

         14  the sale of CDWs and limited the renter's maximum

         15  liability to $100. Since 1988, several states have

         16  capped the amount the car rental company can charge

         17  for CDW coverage.

         18                 In 1997, Illinois repealed its state

         19  law prohibiting CDWs. This year the New York State

         20  Legislature is considering a bill that would

         21  eliminate the CDW prohibition.

         22                 The purpose of this oversight hearing

         23  is to give rental car companies, insurance companies

         24  and consumer advocates the opportunity to express

         25  their views on the impact of the state's collision
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          2  damage waiver law on the car rental industry and

          3  whether such laws should be amended, repealed or

          4  some other form should be set forth in some type of

          5  taking or keeping some of the good aspects that may

          6  have been legislated and to see if they are still

          7  fit at this time or they need to be repealed, know

          8  what your thoughts are with respect to it.

          9                 Obviously all we are in the City

         10  Council is an oversight committee that looks to many

         11  of the experts to let us know what they feel and why

         12  they feel that way, and it would be my pleasure now

         13  to call on Ronald Tepperman. Ronald is from PIA of

         14  New York. It is good to see you again.

         15                 MR. TEPPERMAN: Same here. Thank you.

         16                 CHAIRPERSON LASHER: You are very

         17  welcome.

         18                 MR. TEPPERMAN: My comments are brief.

         19  I appreciate the opportunity to be here, I have been

         20  with the PIA for about 20 years now. Six years ago I

         21  was the president of that fine organization.

         22                 Liability for damage to rental

         23  vehicles, PIA of New York opposes legislation that

         24  would repeal the 1988 law which provides New York

         25  renters with protection against exploitation by auto
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          2  rental firms selling overpriced collision damage

          3  waivers. There is a memorandum in opposition to

          4  S.2463-C by Senator Libous and A.4488-C by

          5  Assemblyman Kaufman.

          6                 An act to amend the general business

          7  law in relation to enacting the Motor Vehicle

          8  Renter's Responsibility and Protection Act, and

          9  determining responsibility for damage to a rental

         10  vehicle by an authorized driver and providing for

         11  the repeal of such provisions upon exploration

         12  thereof.

         13                 We believe this legislation is not in

         14  the best interest of consumers. We urge legislators

         15  to oppose these bills due to the serious public

         16  policy issues that they raise.

         17                 This legislation is anti-consumer,

         18  under current law, Section 396Z of the General

         19  Business Law, only those consumers who rent vehicles

         20  pay the cost of vehicle repair through the rental

         21  fee. For consumers with insurance, this legislation

         22  would shift the cost of rental vehicle repairs to

         23  the private passenger or automobile industry which

         24  will ultimately result in higher premiums for all

         25  New York drivers including those who never rent a
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          2  vehicle.

          3                 Of particular concern to my

          4  organization, is the negative impact this

          5  legislation will have on the New York Personal

          6  Automobile Delivery System. If loss costs are

          7  allowed to shift from the commercial enterprise of

          8  an automobile rental agency to be personal

          9  automobile marketplace, individual insurance agency

         10  loss ratios would be affected which could impact the

         11  agency profitability and even lead to agency

         12  termination by insurers.

         13                 Let us not forget that rental car

         14  companies for many years absorb the cost of physical

         15  damage to their vehicles as part of their cost of

         16  doing business.

         17                 Then in the 1980s they began a

         18  pattern of systematic consumer abuse whereby they

         19  transferred this liability to the consumer and

         20  reaped an unconscionable profit selling these

         21  collision damage waivers at daily rates of up to

         22  $10, $12 and $13. Of course this rates out to $4,000

         23  or $5,000 a year, where the average rate in this

         24  area is probably closer to about $800 a year.

         25                 This was of course many times the
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          2  true actuarial cost of the protection that the

          3  client was getting.

          4                 New York put an end to this practice

          5  by restoring the risk to where it belongs, the

          6  rental car companies. In doing so, however, the

          7  legislature does protect rental companies from

          8  intentional acts of destruction by renters, there is

          9  nothing wrong with the current law and it should be

         10  continued as written.

         11                 Thank you.

         12                 CHAIRPERSON LASHER: Let me ask you a

         13  question.

         14                 Do you believe that auto insurance

         15  premiums will increase if car rental companies are

         16  allowed to offer CDW?

         17                 MR. TEPPERMAN: Well, it would have

         18  to, because ultimately the increased cost to the

         19  company is going to have to be passed off to the

         20  consumer.

         21                 CHAIRPERSON LASHER: Do you know if

         22  auto insurance premiums increased after the state's

         23  law was amended to prohibit the sale of CDWs?

         24                 MR. TEPPERMAN: I believe that it did

         25  but I am not 100 percent sure.
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          2                 CHAIRPERSON LASHER: Can you send us

          3  some type of information on that?

          4                 MR. TEPPERMAN: Absolutely.

          5                 CHAIRPERSON LASHER: Can you give us

          6  sort of an overview that you think about when we

          7  deal with the CDWs as the state law was amended? Is

          8  there somewhere in between that would sort of make

          9  sense to not impact terribly against the driver or

         10  not to impact against the people that you represent?

         11                 MR. TEPPERMAN: Can you repeat that.

         12                 CHAIRPERSON LASHER: I am just talking

         13  in general about the premiums and what forces

         14  increases those premiums to people. My concern is

         15  that sometimes those premiums become so high that

         16  the consumer can't even afford it anymore and then

         17  he goes bear and that creates a different situation

         18  where we find somebody driving around or going

         19  without any type of basic liability coverage that

         20  they need in order to keep both themselves safer or

         21  more liquid in that they don't go out of business,

         22  and also to make sure that there is enough money in

         23  the till within the whole system in order to help

         24  pay for any of the deficits that may occur?

         25                 MR. TEPPERMAN: Well, the consumer has
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          2  been fortunate in the last couple of years in that

          3  the insurance pricing has come down. And there has

          4  been a lot of competition out there in the last

          5  couple of years.

          6                 I can't say at what point a consumer

          7  is going to go bear. If it is an extra $4 or $10 or

          8  $100 on his insurance bill. But I do know that the

          9  uninsured operators in New York State are somewhere

         10  I think in the neighborhood of approaching ten

         11  percent and in the City it is considerably higher,

         12  and who knows whether or not this added cost would

         13  again be that cost that would push a person over and

         14  make a decision to not carry insurance at all.

         15                 CHAIRPERSON LASHER: I think that is a

         16  very important point, because the insurance is

         17  ultimately, in my opinion, the right party that

         18  stands behind to make sure that everything doesn't

         19  go crazy, everything doesn't go wild within the

         20  whole market place, and I agree with you on that,

         21  that has to be very, very carefully looked at and we

         22  do not want to destroy that system that is already

         23  in place that is working.

         24                 MR. TEPPERMAN: And remember, we have

         25  plenty of drivers in New York City who don't own
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          2  cars, and there is an affordability question there

          3  also. This is a very expensive issue for those

          4  drivers.

          5                 CHAIRPERSON LASHER: Thank you very

          6  much for your testimony.

          7                 MR. TEPPERMAN: It is a pleasure to be

          8  here, and it is a pleasure to see you once again.

          9                 CHAIRPERSON LASHER: My pleasure.

         10  Thank you. We are going to wait another five minutes

         11  until we reach 10:30 to see if we can give a chance

         12  to anybody else who might be on the train from

         13  Westchester or from Orange County or somewhere

         14  Upstate who needs the extra time. So we will just be

         15  at ease I guess, at ten minutes or so. Ten or 15

         16  minutes we are going to wait.

         17                 (Recess taken.)

         18                 CHAIRPERSON LASHER: I don't know if

         19  you have seen the Mayor's position, but I would like

         20  to read the Mayor's position into the record also.

         21                 The Summary of Provisions. This bill

         22  would amend Section 396-z of the General Business

         23  Law by eliminating a cap on the driver's liability

         24  for rental car damage.

         25                 The driver would then be liable for
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          2  the actual and reasonable cost to repair the vehicle

          3  or the fair market value of the vehicle immediately

          4  prior to the damage whichever is lesser.

          5                 This bill will also allow rental car

          6  companies to charge up to $9 a day for most cars,

          7  and up to $12 a day for luxury vehicles, for a

          8  collision damage waiver.

          9                 The rental company would not require

         10  payment of the waiver, nor can they advertise rates

         11  without noting the waiver price.

         12                 The reasons for the opposition.

         13  Capping an authorized vehicle's liability for damage

         14  to a rental vehicle at $100 and barring rental car

         15  companies from charging for collision damage waivers

         16  established a fair and level playing field for car

         17  rental companies and persons renting cars in New

         18  York State. Requiring all companies to compete on

         19  the same playing field ensured that rental car

         20  companies would have to include the cost of damage

         21  to rental vehicles in the rental rate. Companies

         22  could not hide collision insurance add-ons when

         23  consumers reach the front desk.

         24                 By allowing rental car companies to

         25  provide a collision waiver fee, consumers will feel
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          2  pressured to purchase the waiver since the drivers'

          3  liability is no longer capped. This excessive fee of

          4  $9 a day is equivalent to paying $3,285 a year in

          5  collision comprehensive insurance, and this waiver

          6  only covers damage to the vehicle. It does not cover

          7  personal injury or property damage such as

          8  traditional auto insurance. This waiver will seem

          9  necessary when it is mentioned just before the

         10  rental transaction occurs. This legislation does not

         11  require a company to note the waiver price when

         12  quoting rates over the phone. Consumers will not

         13  have the ability to shop for the most competitive

         14  prices.

         15                 Furthermore, eliminating the cap

         16  holds the consumer responsible for all damages the

         17  company feels they are entitled. Unlike the case of

         18  damage to an owner's vehicle, an authorized driver

         19  cannot avoid incurring the cost of damages. Since a

         20  rental car company is entitled for damages up to the

         21  fair market value of the vehicle it will have every

         22  incentive to have the damage repaired and to demand

         23  payment regardless of how superficial the damage was

         24  to the vehicle. An authorized driver cannot

         25  therefore avoid this substantial and unexpected
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          2  loss. By contrast, the owner of a vehicle who elects

          3  a higher deductible can simply avoid repairing minor

          4  damage to avoid the out-of-pocket repair expense.

          5                 Finally, as Governor Pataki pointed

          6  out in his veto memorandum for a similar proposal in

          7  1996, the elimination of the cap will enable car

          8  rental companies to shift a portion of their losses

          9  to the general driving public, thus increasing

         10  insurance premiums for all New Yorkers. Since many

         11  New Yorkers are already covered by their own auto

         12  insurance or credit card purchases, these companies

         13  will be forced to incur the full cost of all

         14  damages.

         15                 Currently auto insurance rates are

         16  virtually unaffected since consumers are only liable

         17  for $100 and rental companies are normally

         18  self-insured.

         19                 However, if there is no liability

         20  cap, there will be an increased risk pool,

         21  especially within the city. The auto insurance rates

         22  in the City of New York are already alarmingly high

         23  and further increasing the rates would be

         24  detrimental for consumers.

         25                 By repealing the liability cap, auto

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            14

          1  TASK FORCE ON INSURANCE ISSUES

          2  insurance premiums will go up and more consumers

          3  will feel pressured to purchase the waiver. In

          4  effect, consumers will pay twice if this legislation

          5  becomes law.

          6                 Accordingly, it is urged that this

          7  bill be disapproved.

          8                 And this was respectfully submitted

          9  by Anthony P. Piscitelli, Legislative

         10  Representative, and it is now part of the record.

         11                 We thank you for coming. We thank you

         12  for sharing with us your expertise, and we look

         13  forward to, in the future if there are any problems

         14  or questions, to work with you on those problems and

         15  those issues and be helpful.

         16                 Thank you. This Committee is

         17  adjourned.

         18                 (Hearing concluded at 10:42 a.m.)

         19

         20

         21

         22

         23

         24

         25

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            15

          1

          2              CERTIFICATION

          3

          4

          5     STATE OF NEW YORK   )

          6     COUNTY OF NEW YORK  )

          7

          8

          9                 I, CINDY MILLELOT, a Certified

         10  Shorthand Reporter and Notary Public in and for the

         11  State of New York, do hereby certify that the

         12  foregoing is a true and accurate transcript of the

         13  within proceeding.

         14                 I further certify that I am not

         15  related to any of the parties to this action by

         16  blood or marriage, and that I am in no way

         17  interested in the outcome of this matter.

         18                 IN WITNESS WHEREOF, I have hereunto

         19  set my hand this 26th day of October 1999.

         20

         21

         22

         23

         24

                                   ---------------------

         25                          CINDY MILLELOT, CSR.

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            16

          1

          2             C E R T I F I C A T I O N

          3

          4

          5

          6

          7

          8

          9            I, CINDY MILLELOT, a Certified Shorthand

         10  Reporter and a Notary Public in and for the State of

         11  New York, do hereby certify the aforesaid to be a

         12  true and accurate copy of the transcription of the

         13  audio tapes of this hearing.

         14

         15

         16

         17

         18

         19

         20

         21

         22

         23

         24                 -----------------------

                              CINDY MILLELOT, CSR.

         25

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410
