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In 1990, Ontario’s then-Liberal government adopted an American insurance scheme called "no
fault”.  No-fault has been repealed by all but 12 US states because no-fault has there been found
to be an expensive failure. Saskatchewan drivers were recently given the right to opt-out of no-fault.

Compulsory no-fault has been a colossal failure for drivers not only in the USA, but also here in
Ontario:

1) Evidence from the USA shows auto insurance rates rise faster in states with no-fault.

2) Insurance companies reaped a $750,000,000.00 windfall of revenues in Ontario’s first year
of no-fault alone. Those savings were not passed on to drivers,

3) Over the following 4 years, benefits were cut a whopping 47%: drivers lost almost one half
of the benefit entittements they had prior 1o no-fault. Today, rates continue to rise despite
benefit cuts. The PCs and Liberals want to appease insurers but cutting benefits even more.

4) Under the no-fault scheme, both drivers in an accident must make a claim no matter who is
at fault: as a result even the completely faultless driver now frequently sees his/her premiums
increase.

5) No-fault has eliminated the use of judges in most cases. Without judges closely scrutinizing
claims, no-fault has made it relatively easy for insurance fraudsters to make phony claims.
Insurance companies cannot afford to challenge the phony claims, so the companies often
honour the claims knowing they are probably phony. To pay for the fraudulent claims, insurers
charge higher premiums.

6) Because drivers are now (since 1980) forced to buy auto insurance, drivers have been left at
the mercy of insurance companies: we have been robbed of our power to say *no”.

Only a Freedom Party government will put an end to the compulsory no-fault rip-off. If, after reading
this booklet, you agree that you are being gouged under the compulsory no-fault system, please
take a couple minutes to vote for your Freedom Party candidate on October 2, 2003.

Most Sincerely,

Paul McKeever



Introduction

The most pressing issue facing many Ontario drivers at present is that although auto insurance is
becoming unaffordable, it is still illegal to drive without insurance. In some cases, individuals face
the possibility of losing access to their only feasible form of transportation. That, in turn, is threatening
their ability 1o get to their places of employment, 1o the places where they shop, and to the places
in which their families and friends reside.

Were every Ontarian somehow to have a cheaper altermnative form of transportation, losing ones
ability to drive legally would not be nearly so harmful as it is for many Ontarians. However, in Ontario,
many people do not work where they live. Over the last few decades, as jolb opportunities have
become more concentrated in urban centres, Ontarians residing in suburban and rural areas have
found themselves commuting long distances to work. Given the sheer size of inhabited Ontario,
economically responsible mass transit is a non-starter for many Ontarians. For a significant number
of Ontarians, the automobile is the only feasible means of travel.

The government ought to be extremely hesitant to propose laws that affect insurance prices or
benefits, or that would potentially render a law-abiding, safe driver unable to drive. Those who
cannot afford the real and quickly rising costs of insurance and who do not have access to
affordable alternative forms of transport need some assurance that they will be able to drive to their
places of employment, to the places where they shop, and to the places in which their families and
friends reside.

A Four-Part Plan to Repair Auto Insurance in Ontario

A Freedom Party of Ontario government will address the Auto Insurance problems facing Ontario
drivers by:

1. Ending the 13 year experiment with “*no-fault” auto-insurance and returning Ontario to a fort-
based system, in which only the at-fault person pays, and in which fraud is reduced,;

2. Re-empowering drivers by restoring to drivers the power 1o say *no” to the purchase of over-
priced insurance policies (that power was taken away in 1980);

3. Giving drivers and insurance companies greater ability to limit their costs and to tailor
insurance to the needs and wants of the driver; and

4. Ending the government’s politicized, bureaucratized and expensive price manipulation and
pre-approval system, and the government’s current practice of requiring low-risk drivers to
subsidize the premiums of high-risk drivers.

These four steps are described in greater detail below.



1. Repeal “No Fault” and Return to Tort-based Insurance

No-fault insurance was originally conceived of in the USA in the 1930s. It was modelled upon
Workers” Compensation schemes. No fault insurance is an attempt to reduce insurance pay-outs

by preventing injured people, in most cases, from suing the drivers who caused their injuries. In

short, “no-fault insurance” is actually “no-lawsuit insurance”. No fault schemes were first adopted by
approximately half of the states in the USA, though no stafe has moved fo the no-fault scheme since
1976.

By the time no-fault was introduced to Ontario, the pros and cons of it were becoming well known.
In 1989, before Ontario adopted no-fault, a report of the Ontario Automobile Insurance Board (OAIB)
stated:

"It is extremely important that the government be aware that any cost savings forecast by this
report arise almost entirely from a reduction in benefits payable fo injured claimants, rather
than fo any increase in efficiency”

and

Any percentage savings due to the infroduction of no-fault are one time savings only. In
short, the potential no-fault associated price reductions will not be permanent.” (emphasis
added).

In other words, in 1989, the Liberal government of Ontario already knew that no-fault would only
give femporary relief to drivers, and that the relief would be achieved by cuffing benefits to injured
persons. They forced Ontario drivers onto the no fault system despite what they knew.

At the time, the Freedom Party of Ontario appeared at government hearings to object to the no-
fault scheme (see www. freedomparty.on.ca/freedomflyer/ff16_25.htm). The Freedom Party of
Ontario has maintained its opposition to the no-fault scheme, but successive NDP and Progressive
Conservative governments have kept the scheme in place.

Most recently, with Ontario drivers facing skyrocketing premiums, the Progressive Conservative
government has proposed to limit cost increases by cutting benefits to injured people even further:
great for insurance companies, bad news for the injured. We are now in a situation where Ontario
drivers pay much more money for much less insurance.

Under the no-fault system, injured persons receive less compensation than they would have were
they allowed simply to sue the at-fault driver. Between 1990 and 1994, benefits under no-fault
were reduced by 47.7% on average. The recent changes introduced by Ernie Eves’ Progressive
Conservatives will decrease, even more, the benefits received by injured people, and are actually
designed to increase profits for insurance companies, though Emie Eves suggests that those savings
will be passed on to the consumer. That seems doubtful: in 1991, the Insurance Bureau of Canada
reported that, during the first year following the implementation of the no-fault scheme in Ontario,
cuts to benefits gave the insurance industry an increase in profits of $750,000,000.00. Cutting
benefits did not result in an gppreciable decrease in premiums: insurance companies did not pass
the §750,000,000.00 along to drivers in the form of lower premiums.
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Under the no-fault scheme, compensation for pain and suffering has been, for the most part,
eliminated. Unlike in the tort-based system that we had prior 1o 1980, nobody except the most
severely injured now receive pain and suffering compensation under the no-fault system.

Prior to the introduction of the no-fault system, only the person who was at fault would make a claim,
SO only the at-fault driver’s insurance premiums were increased as a result of the accident. However,
under Ontario’s no-fault scheme, both drivers are required 1o make a claim even if the accident

is entirely the fault of only one of the drivers. The result: under the no-fault scheme, the insurance
premiums of both drivers are typically increased.

The no-fault system is unjust and is not serving Ontario well. Nor has it served well the other
jurisdictions in which it has been tried. Manitobans suffered a 6.1% increase in their insurance
premiums in 1996 after switching to no fault: previously, they had been told that an overall decrease
of $50 million was anticipated. Having imposed no fault in 1995, Saskatchewan drivers were finally
permitted 1o opt-out of no fault starting January 1, 2003.

The experience of drivers in no-fault states of the USA has been similar. At the peak of the no fault
frend in the USA, approximately 24 states had moved to a no fault system. Only 12 states remain
on the no-fault system today (Colorado repealed no-fault on July 1, 2003). In 1997, the National
Association of Insurance Commissioners (NAIC) found that:

- no-fault states had the highest average automobile liability insurance premiums;

- for each year between 1989 and 1995, a majority of the 10 states with the highest average
auto insurance premium were no-fault states;

- between 1989 and 1995, premiums in mandatory no-fault states rose nearly 25% greater
than in non-no-fault states;

- average 1996 profits on auto liability insurance were 7.3% in no-fault states and 5.4% in tort
law states (NAIC data).

The no-fault system failed to create fair prices for auto insurance in the US states. As in Ontario,
premiums increased even though benefits were reduced.

Ontario must learn not only from the failed no-fault experiments in Manitolbba, Saskatchewan and the
USA, but also from the current and obvious failure of the Ontario experiment with no-fault insurance.
The Freedom Party of Ontario takes the view that every person who is injured should have the right

to access the justice system so as 1o receive compensation, pursuant to the common law, for those
losses that can be proven to have been caused by a driver. Furthermore, we take the view that
only a person who has caused an accident should suffer an increase in his or her auto insurance
premiums. Whether, and under what circumstances, pain and suffering benefits will be covered is a
decision that is properly made between insurers and their clients when clients decide whether or not
to bbuy an insurer’s policy.

Accordingly, a Freedom Party government will repeal the no-fault system and return Ontario to a
tort-based (only the at-fault-driver pays) system.
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2. End the 23 Year Compulsory Insurance Experiment

Prior to 1980, drivers were not required by law to buy insurance. However, Ontario drivers typically
freely chose to buy liability insurance. That way, if they were sued for injuring a person or property
with their car, their insurer would pay what a court said was owing o the injured person. People who
wished to be certain that they would be compensated for the injuries caused by an uninsured driver
did the same thing we do today: they made sure that their insurance policy covered them in the
event that they were hit by an uninsured driver.

In 1979, the Progressive Conservative government of Bill Davis decided it would be compulsory

for drivers to buy liability insurance: without liability insurance, you would no longer be permitted to
drive. Insurance companies liked that ideq, because they thought it would get therm more business.
Some thought that, with all of that extra business, insurance companies could afford o lower rates
(i.e., that there would be some “trickle-down”). Government also liked the possibility of off-loading
some of the cost of health-care onto private insurers: health-care privatization without the political

penalty.

The reality today demonstrates that the experiment with compulsion has failed. First, studies by the
in the United States suggest that making insurance compulsory does not get uninsured drivers off

of the road. In fact, in states such as New Hampshire, where liability insurance is not compulsory;,
there were found 1o be fewer uninsured motorists than in most other states where liability insurance is
compulsory. Second, even if making insurance compulsory caused some more people to buy if,
there is no evidence that compulsion makes insurance more affordable. To the contrary, in non-
compulsory US states such as New Hampshire, the cost of insuring against the possibility of being
injured by an uninsured driver is lower than in most states where liability insurance is compulsory.

Compulsory insurance has also polificized insurance pricing. Since the Progressive Conservatives
made the purchase of auto insurance compulsory, there have understandalbly been more
demands by drivers to make it more affordable: when government forces some people to buy
something that they do not want to buy, those people will demand that government force prices
even to arfificially low levels. The response in Ontario, as in other jurisdictions, has been an
elaborate price manipulation and pre-approval system, including forced subsidies (see 4, below).
As a result of such politically-motivated and economically unsound price manipulations, both
insurers and drivers have suffered.

A Freedom Party government will eliminate the requirement for a driver to purchase liability
insurance. Every licensed person will be free to drive without liability insurance if, for example, the
insurance is too expensive for them. Insurers will no longer have a guaranteed market: they will
have to keep prices as low as they can to keep your business. And, because a Freedom Party
government will restore Ontario’s tort-based system, even uninsured drivers will be able to seek
compensation for the injuries that other drivers cause them to suffer. Ontarians will not be put
in the position where the cost of insurance causes them to drive illegally, to compromise other
important savings and expenditures, or to lose their employment due to a lack of fransportation.



3. Greater Flexibility for Drivers and Insurers

There are many ways that an insurer and a driver can limit costs and tailor insurance to the needs
and wants of the driver. A government-mandated benefits scheme not only ties the hands of drivers
and insurers, but opens the door to well co-ordinated and organized insurance fraud, which costs
everyone. The Freedom Party of Ontario takes the position that freedom of contract, not fraud-prone
government mandates, must prevail in the insurance context. The freedom to determine the
nature and scope of benefits, and the terms under which they will be provided, will be restored
to drivers and their insurers by a Freedom Party government.

4. End Forced Subsidization & Government Price Manipulations

For any given insurance policy, the amount a driver pays for insurance should depend upon one
thing: the amount that the driver and the insurer agree will be the cost of the palicy.

In a fair insurance system, the amount of money a driver pays for insurance is lower if there is a

lower likelihood that the driver will have an accident or suffer a theft of his or her vehicle. However,
all recent Progressive Conservative, Liberal, and NDP governments have insisted upon a politically-
tainted price-manipulation and pre-approval system. That system has been used to require insurers
fo over-charge lower-risk drivers so that higher-risk drivers can be under-charged. That is simply unjust
and unfair.

Freedom Party takes the position that an insurance company should not be forced, by law, 1o
overcharge low-risk drivers: no driver should be forced by law to pay part of another ariver’s liability
insurance premium. Drivers should be rewarded, not punished, for being less risky.

A Freedom Party government will eliminatfe the politicized government price manipulation system
and restore to drivers and insurers the flexibility to arrive at mutually agreeable insurance premium
rates. And, for greater certainty, a Freedom Party government will discontinue the current
practice of forcing insurers to over-charge lower-risk drivers and under-charge higher-risk drivers.

Summary

Ontario’s compulsory no-fault auto insurance scheme is failing both drivers and insurers. By
repealing the highly bureaucratic and politicized compulsory no-fault scheme, and restoring
Ontario’s tort-based system, a Freedom Party government will ensure that Ontario drivers can
continue to drive and to get the insurance they want and can afford. The result will be an
economically sound and just system with numerous competitive insurers, and an environment that
does not allow political concermns to drive insurers into insolvency or out of the province.
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