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In general, step-down clauses (also called   
 “intra-family exclusionary” clauses) apply 
when a driver’s family member is injured in 
a collision and then brings a liability claim 
against the driver.2 If the driver’s insurance 
policy includes a step-down clause, then the 
amount of liability coverage is reduced to 
the state-mandated minimum of $20,000 
per person/$40,000 per accident. See MCL 
500.3009.3 

When it comes to step-downs, it does not 
matter how severe the family member’s injury, 
how much coverage the policyholder initially 
purchased, or how negligent the driver’s 
conduct. If the policy includes a step-down 
clause, then the injured family member is 
entitled to only $20,000 in coverage.

Yet the vast majority of Michigan consumers 
do not know that their auto insurance policy 
includes such clauses. Step-downs are rarely, 
if ever, discussed when a policy is sold. Also, 
there is no requirement that insurers make a 
clear disclosure that a policy contains a  
step-down clause. This is most troublesome 
because step-downs apply to the horrible 
scenario when one family member negligently 
hurts or kills another. But families do not learn 
that their policy includes a step-down clause 
until after such an awful tragedy has occurred. 

Real-World Impact

The following hypothetical shows how a  
step-down clause would operate. 

Suppose that a father has a $500,000 liability 
insurance policy on his Chevrolet Impala and 
that the policy includes a step-down clause. 
Suppose further that the insured father is 
driving the Impala with his 6-year-old son, 
Matthew, and a young friend, Oliver, in the 
backseat. The father negligently causes a crash, 
and both boys are seriously injured. As a result 
of the step-down clause, Matthew is entitled  
to only $20,000 in coverage. Meanwhile,  
Oliver can make a claim for up to the  
$500,000 policy limits. 

Oliver is entitled to more insurance coverage 
than the driver’s own son. Although both were 
injured and neither did anything to cause or 
contribute to the collision, Matthew’s claim 
is limited to a fraction of Oliver’s claim. That 
happens only because his father’s insurer 
inserted a step-down provision in the policy 
of which Matthew had no knowledge. As one 
Court summed up the inequity inherent in 
such step-down clauses:

Many of the people denied insurance 
coverage are innocent children who have 
no say about the vehicle in which they 
are placed, who drives the vehicle, or the 
manner in which the vehicle is driven. 

Furthermore, because of their tender years, 
in many cases they are incapable of fraud 
or collusion. Despite these considerations, 
family exclusion clauses deny them the full 
protection provided by insurance policies.

Lewis v West American Ins Co, 927 SW2d 
829, 833 (Ky 1996).

Given the unfairness of step-down clauses, why 
are they used?  Insurance carriers claim the 
clauses are necessary to help prevent insurance    
 “fraud” or “collusion.” Query whether this 
justification was ever true. But certainly today, 
step-downs are completely unwarranted, for a 
number of reasons:

• Almost all insurance policies explicitly  
 exclude fraudulent claims. These anti-fraud  
 provisions, which are designed to protect  
 the insurance company, are sufficient   
   to hold accountable those attempting to  
 make unjustified claims. 

• Michigan law makes it a crime to commit  
 insurance fraud. MCL 500.4511 provides  
 that committing a fraudulent insurance act  
 constitutes a felony punishable by as many  
 as four years in prison and a fine of up to  
 $50,000, as well as payment of restitution. 

• Plaintiffs have the burden of proving their  
 case at trial. M Civ JI 16.08 and M Civ JI  
 36.06. Thus, to the extent that an insurance  
 company suspects a claim involving one  
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What if an auto insurance carrier was able, 
no matter what amount of coverage a person 
purchased, to effectively eliminate a critical 
type of coverage for family members who are 
injured in an auto collision?  
Unfortunately, this is precisely what some insurance 
companies in Michigan are doing by including family 

“step-down” clauses in their automobile liability policies.1 
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 family member against another family  
 member is unsupported, the insurer has  
 plenty of legal tools available to attack the  
 merits of that claim. 

• Most auto accidents are witnessed by   
 another person who can attest to the validity  
 of what happened. Circumstantial physical  
 evidence and expert opinions of accident  
 reconstructionists would generally be   
 available to disprove any fraudulent or  
 exaggerated claims. In addition, nearly  
 all new vehicles contain “black box” data  
 recorders that show what happened in the  
 vehicle during the moments before a   
 collision. Yet, step-down clauses are still  
 enforced even when a claim is corroborated  
 by a witness or electronic data. 

What Do Step-Downs Look Like?

So where is a step-down clause located in 
an auto insurance policy?  Most often, the 
clauses are in the policy’s “exclusions” section. 
However, step-downs are not always apparent 
and can sometimes be located in another 
section of the policy. This is why the entire 
policy must be read together.

As a practical matter, certain insurance 
companies regularly use step-down clauses in 
their “standard” liability policies. Based on this 
author’s experience, the following companies 
use step-down clauses in their Michigan auto 
insurance policies: Progressive, Farm Bureau, 
GEICO, Grange, and USAA. 

Of these insurance carriers, Progressive is 
perhaps the most prolific in the volume of 
coverage written. Therefore, a policy with 
Progressive likely includes a step-down clause 
that says:

“Coverage under this Part I, including our 
duty to defend, will not apply to any insured 
person for * * * bodily injury to you or a 
relative. This exclusion applies only to 
damages in excess of the minimum limit 
mandated by the motor vehicle financial 
responsibility law of Michigan.” 

The step-down clause language typically 
references terms of art, such as “you” and 

“insured.”  These terms are generally defined 
elsewhere in the policy. For example, the 

Progressive step-down clause references the 
policy’s definitions of “you” and “relative” as 
follows:

“‘Relative’ means a person residing in 
the same household as you, and related 
to you by blood, marriage, or adoption, 
and includes a ward, step-child, or foster 
child. Your unmarried dependent children 
temporarily away from home will qualify 
as a relative if they intend to continue to 
reside in your household. * * * ‘You’ and   

‘your’ mean:  a. a person shown as a named 
insured on the declarations page; and b. the 
spouse of a named insured if residing in the 
same household at the time of the loss.” 

Thus, the definitions of “you” and “relative” can 
incorporate a wide array of potential claimants. 
The Progressive step-down clause will reduce 
a liability claim to $20,000 when the claim 
involves bodily injury sustained by: (1) the 
named insured(s); (2) any relative of the insured, 
including adopted children, step-children, and 
foster children who live in the same household 
as the insured; or (3) children who temporarily 
live away from home as the named insured, so 
long as those children intend to continue to 
reside in the insured’s home. 

Farm Bureau also issues auto insurance policies 
with step-down clauses. A typical Farm Bureau 
step-down clause reads as follows: 

“We do not provide Liability Coverage for 
any Insured: * * * for bodily injury to you 
or to any family member that exceeds the 
minimum statutory limits of the financial 
responsibility law or any similar laws of 
the State of Michigan or any other state or 
province in which an otherwise covered auto 
accident occurs.” 

Like the Progressive step-down, this Farm 
Bureau partial exclusion specifically references 
the policy’s definition of “family member,” 
which is defined as:

“a person related to you by blood, marriage, 
or adoption who is a resident of your 
household. This includes: 1. Your ward or 
foster child; 2. A dependent child while away 
from home attending any school or college; 
and 3. A member of the United States 
military while away from home during their 
first enlistment.”

This Farm Bureau step-down clause essentially 
functions the same as Progressive’s provision. 
That is, the step-down clause and the 
incorporated definition of “family member” 
reduce bodily injury claims sustained by an 
insured or a family member to $20,000. This 
applies to adopted children, wards or foster 
children, and college students. Yet Farm 
Bureau’s policy is even more repugnant 
because its step-down clause also applies to 
members of the United States military during 
their first enlistment.

On the other hand, it should be emphasized 
that various auto insurance companies do 
not incorporate step-down clauses into their 
policies. The insurance carriers that choose 
not to use these unfair provisions should be 
commended. Most presumably know that, 
based on Michigan appellate cases, described 
infra, they are permitted to use such clauses. It 
is this author’s experience that the following 
insurance companies do not use step-down 
clauses in their standard Michigan policies: 
Auto-Owners/Home-Owners, Liberty Mutual, 
Citizens, State Farm, AAA, and Allstate.

Court Rulings

Courts generally will not enforce insurance 
contracts that violate the law. Michigan statutes, 
however, are silent on the issue of step-down 
clauses. As a result, the trend of Michigan 
courts is to enforce, as written, insurance 
contracts that include limiting provisions like 
step-downs.

The rule of enforcing contracts as written 
was starkly set forth in DeFrain v State Farm 
Mutual Automobile Ins Co, 491 Mich 359; 817 
NW2d 504 (2012), which enforced a 30-day 
notice requirement to deny uninsured motorist 
coverage to a man in a coma. The Supreme 
Court’s decision was a low watermark in 
Michigan for harshly and strictly enforcing 
insurance policy language that does not 
otherwise conflict with state law.

Meanwhile, the Michigan Court of Appeals 
has also issued opinions addressing 
the enforceability of step-down clauses. 
Unfortunately, the Court of Appeals has 
consistently held that step-down clauses are 
enforceable, as long as they permit the injured 
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family member to For example, in Ruzak v 
USAA Insurance Agency, unpublished per 
curiam opinion of the Court of Appeals issued 
June 24, 2008 (Docket No. 274993), the plaintiff 
wife was severely injured when her husband lost 
control of the truck he was driving and collided 
with a tree. The husband had a USAA auto 
insurance policy that provided liability coverage 
of $300,000 per person/$500,000 per accident. 
Unfortunately, the policy also included a step-
down clause that said:

“There is no coverage for [bodily injury] for 
which a covered person becomes legally 
responsible to pay a member of that covered 
person’s family residing in that covered 
person’s household. This exclusion applies 
only to the extent that the limits of liability 
for this coverage exceed $20,000 for each 
person or $40,000 for each accident.”

The trial court in Ruzak refused to enforce 
the step-down clause, finding it “repugnant, 
reprehensible and unconscionable.”  But the 
Court of Appeals reversed and upheld the step-
down clause, finding it was unambiguous and 
enforceable. 

The Ruzak decision is troublesome for several 
reasons, including the refusal to void the 
step-down clause on public policy grounds. 
According to the Court, the step-down clause 
did not violate the law because it did not 
entirely eliminate liability coverage for the 
injured wife. The Court wrote: 

“Here, there was no evidence that clearly 
demonstrated that the contested provision 
transgresses the law. While plaintiff argues 
that the contested provision is void because 
it entirely eliminates liability coverage 
for bodily injury suffered by a family 
member of the insured, this argument lacks 
merit. Family members have the statutory 
minimum coverage because the policy is 
written in conformity with the residual 
liability coverage positions of MCL 500.3131 
and MCL 500.3009(1).”

The Ruzak Court noted that the standard for 
substantive unconscionability is “whether 
a term is substantively unreasonable where 
the inequity of the term is so extreme as to 
shock the conscience.”  However, the Court 
concluded an insurer is free to limit the scope 

of its coverage, and the clause complied with 
the state-mandated liability insurance limits. 

The Court also decided the step-down clause 
was not procedurally unconscionable because 
Mr. Ruzak could have purchased auto insurance 
through another carrier. The Court said:

“[T]here was no evidence that [the husband] 
had no other options regarding automobile 
insurance and that his only choice was to 
accept the terms as presented in defendant’s 
policy. Under a fair appraisal of the 
circumstances [the husband] was free to 
accept the policy terms or reject them and to 
obtain automobile insurance through another 
provider. Thus, we conclude that procedural 
unconscionability was not present.”

This author respectfully submits that Ruzak’s 
analysis of the unconscionability issue is 
flawed. The Court appears to hold that state 
statutes are the only measure for determining 
the substantive unconscionability of a contract. 
The implicit result of this rationale is that 
Michigan courts have no role in determining 
what is substantively unconscionable.5 

While the Court is technically correct that Mr. 
Ruzak could have purchased another carrier’s 
policy, the Court side-stepped the real issue 
on procedural unconscionability:  What if all 
Michigan auto insurers decide to use step-
down clauses?  Then, every time a person was 
seriously injured by the negligence of another 
family member, his or her liability claim would 
be capped at $20,000. In essence, the Court 
of Appeals indicated that it is not interested 
in addressing procedural unconscionability 
unless all insurance companies adopt insert 
step-down clauses.

Instead of clarifying this issue, Ruzak appears 
to have simply “punted” it to another court. 
Relief from the step-down issue will not come 
soon from the judiciary. Recent rulings suggest 
the same conclusion. As long as a liability 
policy retains the statutory minimum coverage 
of $20,000 per person/$40,000 per occurrence, 
courts will likely enforce it, no matter how 
unfair or unjust the outcome.

Time For Action

We live in a society that claims to value our 

families and our children.  If only for this 
reason, it is incumbent that we take action to 
eliminate the injustice that is created by auto 
insurance step-down clauses. families and our 

children. If only for this reason, it is incumbent 
that we take action to eliminate the injustice 
that is created by auto insurance step-down 
clauses. 

We need to educate our clients, families, 
friends, coworkers, religious group members 
and the general public about the dangers 
of step-downs. We should advise them to 
carefully review their auto insurance policy to 
see whether it includes a step-down clause. If 
uncertainty exists, we should encourage them 
to speak with their insurance agent and insist 
on an answer. If they cannot get an answer, we, 
as lawyers, should offer to review their policies 
free of charge. 

Based on standard auto 
insurance policies reviewed by 
the Sinas Dramis Law Firm, the 
following insurance companies 
tend to use step-down clauses 

— so beware if you have no-fault 
coverage with any of them:

AAA

FARM BUREAU

GEICO

GRANGE

PROGRESSIVE

USAA

WHICH INSURERS
USE STEP-DOWNS?
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At this time, the following 
insurers do not include  
step-down provisions in their 
standard auto insurance 
policies:

ALLSTATE

AUTO-OWNERS/HOME-OWNERS

CITIZENS

LIBERTY MUTUAL

STATE FARM
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We should also advise anyone who will listen to 
never purchase a policy that uses a step-down 
clause. By doing this, we can perhaps effectuate 
change in the marketplace, so that carriers like 
Progressive, Farm Bureau or GEICO decide 
it no longer makes financial sense to write 
policies containing step-down clauses. And 
for those who find out their existing policy 
includes a step-down clause, we should urge 
them to consider purchasing another policy. 

We should also educate state regulators 
and legislators about the predicament that 
Michigan families face because of step-down 
clauses. The insurance industry’s claims that 
step-down clauses help prevent insurance 
fraud is indefensible. By explaining this fallacy 
to regulators and legislators, we can help them 

further see the injustice created by step-down 
clauses.

We should encourage Michigan lawmakers to 
consider legislation regulating using step-down 
clauses. Or, at a minimum, we should urge the 
Legislature to amend MCL 500.3009, which 
governs the minimum amount of liability 
insurance coverage. If, for example, MCL 
500.3009 required all Michigan motorists to 
have at least $100,000 in liability coverage, 
then no one would be subjected to a step-down 
clause reducing their liability claim to $20,000.

Notably, the Michigan Department of 
Insurance and Financial Services (DIFS) 
publishes “Your Guide to Automobile 
Insurance for Michigan Consumers.”   
Appallingly, this publication does not mention 

step-down clauses. As a result, attorneys 
should inform DIFS each time they represent 
an injured person who is subjected to the 
unfairness of a step-down clause. This way, 
DIFS will continue to be on notice of this issue. 
Sadly, the Michigan Insurance Commissioner 
could end the practice of step-downs with the 
stroke of a pen, but to date has done nothing.

We can all call the Michigan Insurance 
Commissioner at 877-999-6442, or email DIFS 
at difs-ins-info@michigan.gov, and demand 
that step-down clauses be eliminated in 
Michigan auto liability insurance policies. 

Through a strong, unified voice, we can send 
a clear message that step-down clauses are a 
shameful practice that needs to stop.
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ENDNOTES

 1. Compare Marnier v MIC Gen Ins Corp,281 Mich  
 App 485; 760 NW2d 293 (2008), overruled on other  
 grounds by Titan Ins Co v Hyten, 491 Mich 547; 817  
 NW2d 562 (2012), with Gurwin v Alcondray, 77 Mich  
 App 97; 257 NW2d 665 (1977), where a “household  
 exclusion” eliminated liability coverage for the  
 insured’s family members, which violated Michigan’s  
 public policy and the financial responsibility act, MCL  
 257.520(b)(2).

2 .  See, e.g., Shook v State Farm Mut Ins Co, 872  
 F Supp 768 (D Mont 1994), applying a “reasonable  
 expectations” of the consumer standard to a partial  
 household exclusion clause. Another court points out,  
 “In years past, such liability would have been   
 precluded by the spousal or intra-family immunity  
 doctrine. With the abrogation of that doctrine, many  
 insurers have included such household exclusion  
 clauses in their insurance contracts.”  Kellar v  
 American Family Mut Ins Co, 987 SW2d 452, 454 (Mo  
 App 1999).

3 .  Before the adoption of the no-fault insurance  
 act, 1972 PA 294, Michigan courts construed the motor  
 vehicle responsibility laws to invalidate named-driver  
 exclusions. Allstate Ins Co v Motor State Ins Co, 33  
 Mich App 469; 190 NW2d 352 (1971) (held named  
 driver exclusions are contrary to public policy). In  
 response, the Legislature enacted MCL 500.3009(2).  
 Detroit Auto Inter-Ins Exch v Insurance Comm’r, 86  
 Mich App 473, 477-478; 272 NW2d 689, 691 (1979).  
 No part of §3009 was expressly repealed by the no- 
 fault act, and §3009(1) is expressly referred to in §3103  
 of the no-fault act.

 4. Miller v Fallon County, 222 Mont 214; 721 P2d 342,  
 345-346 (1986) (“the possibility of fraud or collusion  
 is not sufficient reason to warrant continued reliance  
 on interspousal tort immunity.”). Yet, in states where  
 common-law interspousal and parental common-law  
 immunities were overruled, or guest passenger statutes  
 abrogated, the liability insurers often turned to family  
 exclusions to limit their exposure. Lewis v West  

 American Ins Co, 927 SW2d 829 (Ky 1996), Brown  
 v Merlo, 8 Cal 3d 855; 106 Cal Rptr 388; 506 P2d 212  
 (1973).

 5.  Compare with Lewis v West American, supra, at 834,  
 deciding family exclusion clauses violate the public  
 policy of “fair compensation for injuries received  
 by innocent victims of another’s negligence.”  Further,  
 the coverage which the insured “bought, paid for and  
 reasonably expected” becomes “illusory” for families  
 with such exclusions. The Kentucky Court   
 acknowledged, “The over inclusiveness of the family  
 exclusion clause is socially destructive and corrosive to  
 our citizenry’s confidence in our system of justice”.

6 . Pamphlet available online at  
 https://www.michigan.gov/documents/difs/Auto_ 
 Insurance_Guide_448003_7.pdf
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