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Cbe CommonUiealti) of ^agsacfjusettsi

RESOLVE OF AUTHORIZATION.

C hapter  77, R esolves of 1953.

R esolve establishing an Unpaid Special Commission to investi
gate and study Certain Provisions of the Insurance Laws 
and M atters pertaining T hereto.

Resolved, That an unpaid special commission, to consist of three 
members of the senate to be designated by the president thereof, five 
members of the house of representatives to be designated by the speaker 
thereof, and three persons to be appointed by the governor, is hereby 
established for the purpose of making an investigation and study 
relative to the insurance laws of the commonwealth with a view to 
revising the motor vehicle liability insurance law and so much of the 
insurance laws as relate to the granting of certain disability benefits, 
the extending of group life insurance to dependents, the provisions of 
fire, health, accident and life insurance policies and to general or 
blanket insurance, and also to investigate the liability of certain in
surance companies. Said commission shall also consider the subject 
matter of current senate documents numbered 24, 214, 232, 237, 238, 
593 and current house documents numbered 196, 197, 199, 200, 203, 
204, 511, 634, 635, 636, 640, 976, 978, 980, 984, 989, 990, 1249, 1434, 
1437, 1438, 1440, 1443, 1444, 1885, 1886, 1889, 1890, 1892, 1895, 1897, 
1903, 1905, 1906, 1907, 1910 and 2460.

Said commission shall be provided with quarters in the state house 
or elsewhere, may hold hearings, administer oaths, require by summons 
the attendance and testimony of witnesses and the production of 
books, records and papers, may travel within and without the com
monwealth, and may expend therefor and for legal, technical, clerical 
and other services and expenses such sums as may be appropriated 
therefor.

Said commission shall report to the general court the result of its 
investigation and study and its recommendations, if any, together with 
drafts of legislation necessary to carry its recommendations into effect 
by filing the same with the clerk of the senate not later than the last 
Wednesday of December in the current year.

Approved July 1, 1953.
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REPORT OF THE SPECIAL COMMISSION ON 
INSURANCE.

D e c e m b e r  30, 1953.

To the Honorable Senate and House of Representatives.

By Chapter 77, Resolves of 1953, this unpaid special 
commission was established to investigate and study cer
tain provisions of the insurance laws and matters pertain
ing thereto.

Pursuant to the provisions of the resolve, the following 
were appointed to membership on the Special Commission :

By the President of the Senate: Senators Silvio 0. 
Conte of Pittsfield, Alfred B. Cenedella, Jr., of Milford, 
and Charles V. Hogan of Lynn.

By the Speaker of the House of Representatives : Rep
resentatives Everett M. Bowker of Brookline, C. Eugene 
Farnam of Medford, Charles S. Marston, 3d, of Haverhill, 
Thomas E. Enright of Pittsfield, and Charles A. Mul- 
laly, Jr., of Millville.

By the Governor: Messrs. Edmund S. Cogswell of 
Wenham, Harold Katz of Winthrop and Clayton Spear 
of Springfield.

At the first meeting of the Special Commission, Senator 
Conte was elected as chairman, Representative Bowker 
was elected vice chairman and Representative Farnam 
was elected as clerk.

During the recess of the General Court, the Commis
sion held several public hearings and executive sessions in 
Boston. A sub-committee of the Commission also trav
eled to New York and to Philadelphia, Pa., and conferred 
with public officials supervising the insurance business,



and with insurance experts concerning subjects of the 
Commission’s study.

The matters referred to this Commission for study 
cover a wide range of subjects, many of them involving 
extremely technical questions, some subjects of contro
versy and some of great importance to the citizens of the 
Commonwealth. Further study will undoubtedly be re
quired before all of these questions can be satisfactorily 
disposed of.

The greatest number of subject matters referred to 
this Commission dealt with various aspects of the motor 
vehicle liability insurance law. These proposals ranged 
from minor changes in the present operation of the com
pulsory insurance system to complete repeal of the pres
ent law and substitution of entirely new systems of in
surance and financial responsibility. Many different 
plans for establishing compulsory insurance rates were 
also proposed.

Other subjects referred to this Commission included: 
establishment of a system of prepaid dental care, similar 
to present prepaid hospitalization and medical service 
plans; extension of group life insurance coverage to de
pendents of insured workers ; inclusion in disability bene
fits; further safeguarding the interest of the public under 
contracts of accident and health insurance; change in 
the method of guaranteeing payment of claims under the 
workmen’s compensation act in the event of insolvency 
of insurance companies; and proposed prohibition of the 
installment premium payment plan now widely used in 
the fire insurance business.

M otor V ehicle Liability Insurance.

The following subjects relating to motor vehicle liability 
insurance were referred to the Commission and were given 
consideration:

That the question of repeal of the law providing for 
compulsory liability insurance of motor vehicles be sub
mitted to the voters of the Commonwealth. (Senate, No. 
24 of 1953.)
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That the compulsory insurance law be repealed and a 
system of financial responsibility be adopted in its place. 
(Senate, No. 237, and House, No. 1440 of 1953.)

General study of various aspects of the compulsory 
motor vehicle liability insurance law. (House, Nos. 197,
635, 976, 1434, 1905 and 1907 of 1953.)

That the compulsory motor vehicle liability insurance 
law be amended to require insurance of the driver instead 
of the owner of the vehicle. (House, Nos. 199 and 1903 
of 1953.)

Study of cancellation of compulsory motor vehicle lia
bility insurance policies. (House, No. 2460 of 1953.)

Study of the so-called “ risk insurance pool,” or As
signed Risk Plan for compulsory motor vehicle liability 
insurance, and establishment of branch offices of the 
Plan. (House, Nos. 203, 989 and 1889 of 1953.)

Rates for compulsory motor vehicle liability insurance 
and various plans for modifying rates to reflect different 
degrees of hazard of different motor vehicle owners, in
cluding so-called “ merit rating,” “ demerit rating,” “ clas
sification plans” and permitting insurance companies to 
charge less than the rates fixed and established by the 
Commissioner of Insurance in certain instances. (Senate, 
Nos. 214, 238, and House, Nos. 196, 200, 204, 511, 634,
636, 978, 979, 980, 9S4, 990, 1437, 1438, 1443, 1885, 1886, 
1892, 1895, 1906 and 1910 of 1953.)

Establishment of a central record bureau for automobile 
accident reports. (House, No. 1249 of 1953.)

The proposal that the question of retention or repeal of 
the compulsory motor vehicle insurance law be submitted 
to the voters of the Commonwealth has some merit, in 
view of the importance of this subject. However, the 
Commission would point out that agitation for repeal of 
the compulsory insurance law appears to be diminishing 
rather than increasing. There seems to be little public 
demand for such a referendum, which would be merely 
advisory, in any event.

Similarly, while advocates of substitution of the so- 
called financial responsibility plan for the present com
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pulsory insurance law contend that this semi-compulsory 
form of insurance has points of superiority, there does 
not appear to be sufficient public demand to justify giv
ing serious consideration to such a drastic change in the 
law at this time.

The proposal to insure the operator, instead of the 
owner, of a motor vehicle would also involve drastic 
changes in our present laws and in the operation of com
pulsory insurance. While the proposal has certain points 
in its favor — notably the fact that accidents are usually 
caused by the driver and not by the vehicle — a change 
to such a system would involve virtually insuperable 
difficulties in Massachusetts.

At present, rates for automobile insurance are based 
upon detailed experience figures derived from the pres
ent system of insuring the owner of the vehicle. Insuring 
the driver, instead of the owner, would substantially in
crease insurance costs for many citizens of the Common
wealth, especially in the case of large families where two 
or more drivers use the same automobile. There would 
also be a serious problem of uninsured drivers under such 
a plan. At present, the automobile owner’s liability in
surance covers all drivers operating his vehicle with his 
authority, with few exceptions.

The proposals for study of the Assigned Risk Plan and 
possible establishment of branch offices are all related to 
the difficulty encountered by many automobile owners 
in securing required insurance during the postwar period 
of rising accident frequency and claim costs. There are 
indications now that the situation has improved during 
1953 and that it will continue to improve in 1954.

While the number of assigned risks remained high in 
1953, the insurance companies have voluntarily agreed 
to renew all eligible risks for 1954, which should greatly 
reduce the number of persons forced to resort to the 
Assigned Risk Plan in order to secure automobile liability 
insurance next year. Also, for the first time the Assigned 
Risk Plan is now operating under the supervision and 
control of the Commissioner of Insurance, under legis
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lation enacted in 1953, which makes further legislation 
unnecessary at this time.

The apparent objective of the petitioners of House, 
No. 2460, which would make insurance companies liable 
on motor vehicle liability insurance policies cancelled for 
non-payment of premium until the registration plates 
were actually physically returned to the Registry of 
Motor Vehicles is without doubt a very meritorious ob
jective. However, the enactment of such a law clearly 
would raise a variety of legal and administrative prob
lems which would be difficult to overcome.

In the first place, registration plates are the property 
of the Commonwealth of Massachusetts, and are loaned 
to the owners of motor vehicles contingent upon their 
observing all relevant provisions of law governing the 
registration and operation of motor vehicles on the ways 
of the Commonwealth. One such provision provides for 
the cancellation of statutory liability insurance under 
various sets of circumstances, one of which is the non
payment of premiums therefor.

By statute, for this or any other permissible reason 
that a cancellation is effective, due notice thereof is forth
with sent to the Registry of Motor Vehicles, which then 
proceeds to obtain the plates from the registered owner 
of the car to which they have been affixed. This is a 
highly proper exercise of the police power given to a duly 
constituted law enforcement agency of the Common
wealth under appropriate provisions of the Constitution 
of Massachusetts.

The proposal contained in House, No. 2460 and addi
tional testimony of petitioners and other interested per
sons given at the hearings of this Commission indicate 
that the proposed measure would, to be effective, take 
away from the Registry of Motor Vehicles its control 
and custody over plates. It would seem that this would 
be a wholly unwarranted weakening of the necessary 
authority of the Registry of Motor Vehicles, and could 
raise questions of constitutionality.

Moreover, it is apparent that any statutory require-
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ment which would compel an insurance company to re
main liable on a liability policy which has been duly 
cancelled in strict conformity with existing provisions of 
statute runs into serious constitutional obstacles relat
ing to the impairment of contractual rights and a dep
rivation of property without due process of law.

As a purely practical matter, however, the proposed 
legislation, even if valid, would cover only a relatively 
small segment of the problem of innocent third persons 
injured by motorists uninsured for one reason or another.

For example, it does not cover the cases of uninsured 
motorists from other States driving in this Common
wealth, nor does it cover cases of Massachusetts drivers 
while on other than public ways. In addition, it offers no 
solution for the ever-growing problem of the unregistered 
and generally uninsured class of “ farm vehicles” which 
has created a serious problem for innocent third persons.

In any event, injured third persons still retain the right 
to pursue a traditional tort remedy of a claim against a 
negligent car owner and operator. The fact that in some 
instances such person might be financially irresponsible 
is indeed unfortunate, but it is surely beyond the scope 
of legislative authority to enact a statutory cure for his 
irresponsibility. In this connection, it is the opinion of 
the Commission that penalties for wilful violation of the 
laws regarding operation of uninsured motor vehicles 
should be increased, and that law enforcement agencies 
shoidd give constant attention to this problem.

As a matter of fact, in most instances of non-payment 
of premium, cancellation of insurance is brought about 
by action of a finance company which has loaned the pur
chaser the amount of the premium. For this reason it 
would seem to be highly improper to enact legislation 
which makes an insurance company or the Common
wealth act indirectly as collection agencies for expediting 
the payment of insurance premiums.

The Commission recommends that the proposal con
tained in House, No. 2460 should not be enacted into 
law.
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The large number of proposals for study of compulsory 
insurance rates and for changes in methods of rate-making 
reflects the continuing interest of many legislators and 
automobile owners in this important subject. While some 
of the plans proposed have merit and would otherwise 
deserve serious consideration, the General Court only this 
year enacted a sweeping change in compulsory insurance 
rate-making which will not become fully operative until 
1956.

The merit system of graduating insurance rates in ac
cordance with the driving records of owners and operators 
of individual automobiles is now being established, coupled 
with a “ point system” for penalizing violators of the 
law of the road, together with a comprehensive highway 
safety campaign. Until the system already enacted has 
been given a full trial in practice, consideration of other 
plans for merit or demerit rating, or other major changes 
in rate-making, should be deferred.

As the already-enacted “ point system” provides for the 
accumulation of detailed accident records, starting Jan
uary 1, 1954, as well as records of driving offences, in the 
Registry of Motor Vehicles, the proposal for creation of a 
central record bureau for automobile accidents involving 
property damage appears to be unnecessary.

For the reasons above stated, the Special Commission 
recommends that the General Court take no action on 
the subject matters of the 1953 senate documents num
bered 24, 214, 237 and 238 and the 1953 house documents 
numbered 196, 197, 199, 200, 203, 204, 511, 634, 635, 636, 
976, 978, 979, 980, 984, 989, 990, 1249, 1434, 1437, 1438, 
1440, 1443, 1885, 1886, 1889, 1892, 1895, 1903, 1905, 
1906, 1907, 1910 and 2460.

Prepaid D ental Service.

A system of prepaid dental service, similar to the ex
isting “ Blue Cross” hospitalization and “ Blue Shield” 
surgical plans, was proposed in Senate Document No. 
232, referred to this Commission for study. A law author
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izing such dental service is now effective in New York, 
and when members of the Commission visited that State 
they studied the provisions of the New York law and 
conferred with officials of the New York State Insurance 
Department on the subject.

While the New York law is already in effect, as yet no 
corporation has been authorized to issue contracts for 
prepaid dental service. Leading members of the Massa
chusetts Dental Society are quoted as being interested in 
the development of such a program for prepaid dental 
care in this Commonwealth, but so far the Society has 
taken no official action on the matter.

The Special Commission recommends the enactment of 
legislation to provide for a system of prepaid dental serv
ice similar to the existing medical and surgical plans now 
in operation in this Commonwealth, but offers no spe
cific legislation in order that bills already filed on this 
subject may be given full consideration in the 1954 ses
sion of the General Court.

Group D isability Benefits.

Because of conflicting interpretations of section 110 of 
chapter 175 of the General Laws, numerous employers 
and employees in the Commonwealth have been denied 
the benefits of group accident and sickness insurance. In 
studying the subject matter of House Document No. 640, 
the Commission found that the phraseology of said sec
tion 110, as most recently amended in 1952, is ambiguous, 
and that associations otherwise eligible for group insur
ance have failed to qualify under that section.

Accordingly, the Special Commission recommends that 
section 110 be amended by insertion of a new subsection 
to make clear the eligibility of existing associations for 
group accident and sickness insurance covering members 
and their employees.

The recommended legislation is set out in Appendix A 
of this report.
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Group Life Insurance on D ependents.

The Commission gave serious consideration to the sub
ject of extension of group life insurance coverage to de
pendents of wage earners now covered by such insurance. 
It was argued that the economical operation of group 
insurance plans would make life insurance on the wives 
and children available at low cost, and that such exten- 
sion of group coverage would be desirable. Supporters 
of such legislation cited the West Virginia law, which 
permits the writing of up to $1,000 on the life of a spouse 
of one covered by group life insurance, and lesser amounts 
on the lives of their minor children, with graduated limits 
according to age.

Low cost appeared to be the sole substantial argument 
in favor of thus extending group insurance, while there 
were many arguments against this proposal. Most im
portant, from the standpoint of public interest, is that 
group insurance is temporary insurance, in contrast to 
individual ordinary and weekly premium forms which 
build up cash values. Insurance under group plans ter
minates with the employment, and despite conversion 
privileges there are many situations where it would be 
difficult, if not impossible, for dependents to convert and 
retain their insurance protection. Following the death of 
the wage-earner, his dependents would hardly be in a 
position to increase substantially their outlay for their 
own insurance.

Moreover, in most family situations, additional insur
ance on the wage-earner is more to be desired than insur
ance on his dependents.

The Special Commission recommends that the General 
Court take no action on the subject matter of House, No.

I 1444 of 1953, on the ground that it would be unwise to 
encourage the sale of temporary insurance when it would 
have the effect of discouraging the purchase of permanent 
protection.
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A ccident and H ealth, T ime Limit on Certain 
D efences.

In its study of the question of the alleged practice of 
health and accident insurance companies in denying bene
fits because of the applicant’s failure to disclose pre
existing diseases at the time of application for the policy, 
the Special Commission came to the conclusion that while 
companies are acting within their legal rights under their 
contracts, it would be in the public interest to set a time 
limit upon such defences.

In its report to the General Court in 1952, the Joint 
Standing Committee on Insurance Sitting in Recess 
(House, No. 2140 of 1952) recommended the adoption 
of the so-called Uniform Individual Accident and Sick
ness Policy Provisions Law, which had the endorsement 
of the National Association of Insurance Commissioners 
and the support of many leaders of the insurance indus
try. Among the provisions of this uniform law, which has 
already been adopted in some thirty States, is one setting 
a time limit on certain defences after three years from 
the date of issue of the policy.

In the opinion of the Special Commission, such a time 
limit might well be set at a period shorter than three 
years. Some insurance companies now voluntarily set a 
limit of two years in their own contracts, and there is 
some sentiment in favor of setting a one-year limit.

For the further protection of the public, the Special 
Commission believes that accident and health insurance 
contracts should contain provision for grace period for 
payment of premiums, under which a contract would re
main in force for a specified number of days after the due 
date for premium payment. Life insurance policies con
tain such a provision, and most other forms of insurance 
customarily are continued in force after the premium due 
date. The Uniform Policy Provisions Act, referred to 
above, provides for a grace period for the payment of 
each premium falling due after the first premium, with 
the policy continuing in force during the grace period.
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Accordingly, having studied the subject matter of 
House, No. 1890 of 1953, the Special Commission recom
mends adoption of legislation setting a one-year time 
limit on certain defences, including pre-existing diseases, 
and providing for a grace period for the payment of in
dividual accident and health policy premiums falling due 
after the first premium, as set forth in Appendix B.

W orkmen’s Compensation D eposits.

As a safeguard for its injured workers and their de
pendents, Massachusetts has required foreign insurance 
companies writing workmen’s compensation insurance to 
maintain deposits or to post surety bonds in this Com
monwealth, guaranteeing payment of claims, ever since 
enactment of chapter 183, Acts of 1915. The deposit 
law has worked well, and over the years losses to workers 
resulting from insolvency of insurance companies have 
been lower in Massachusetts than in any other State.

With claims amounting to more than 1300,000,000 since 
the start of workmen’s compensation insurance in Massa
chusetts, the aggregate loss to workmen’s compensation 
claimants in all that time because of insurers’ insolvency 
has been less than $50,000. In practically all cases of 
insurance company insolvency, Massachusetts workmen’s 
compensation claimants have been paid in full, even in 
situations where claimants in other States received only 
two or three cents on the dollar.

The Massachusetts deposit requirement protects work
ers of this Commonwealth not only in case of insolvency 
of an insurance company, but also guarantees that there 
will be funds available for payment of Massachusetts 
claims in the event that a company ceases to do business 
in this Commonwealth.

Under the deposit law, insurance companies of other 
States and countries are required to maintain deposits, or 
to post surety bonds in lieu of deposits, in amounts ade
quate to cover outstanding and anticipated claims aris
ing from their workmen’s compensation business in 
Massachusetts. The amount of the deposit, or bond,
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required of each company is the total of outstanding 
claims and claim reserves, plus seventy per cent of the 
unearned premium reserve, on the company’s Massachu
setts workmen’s compensation business, plus a margin of 
safety.

As the amount of the deposit or bond required increases 
with an insurance company’s writings of workmen’s com
pensation business in this Commonwealth, the amounts 
of deposits and bonds have increased substantially in re
cent years. At present, the Division of Insurance holds 
surety bonds aggregating $30,675,000 guaranteeing pay
ment of workmen’s compensation claims by foreign com
panies, and in addition, deposits totaling $16,615,000 
have been made with the State Treasurer, or with banks 
as trustees. Deposits and bonds of individual companies 
range from as low as $50,000 to over $7,000,000.

While the protection of the public is the first interest 
of the Special Commission, serious consideration was given 
to the contention of some insurance companies that the 
present law works undue hardship on them, and that it 
could be modified without impairing the protection af
forded the public.

While the legal provisions for surety bond or deposit 
apply only to insurance companies of other States, the 
application of retaliatory laws by certain other States 
has required Massachusetts insurance companies to post 
substantial deposits in those other States, which would 
not be required in the absence of the Massachusetts de
posit requirements.

Mutual insurance companies, which write a large part 
of workmen’s compensation insurance in this Common
wealth, have complained that they are unable to secure 
surety bonds in sufficient amounts to meet deposit re
quirements of other States and must post cash or securi
ties, while many stock insurance companies are able to 
provide surety bonds for each other. The principal and 
the surety may not be under the same ownership.

In place of the present deposit law, it has been sug
gested that all insurance companies writing workmen’s
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compensation in this Commonwealth be made liable to 
assessment, if necessary, to guarantee payment of any in
solvent insurance company’s obligations to injured work
ers or other claimants under the workmen’s compensation 
act, (House, Nos. 1897 and 2476 of 1953.)

While this proposal would relieve insurance companies 
of some inconvenience, the Special Commission is not 
convinced that such a change would give the public 
protection equivalent to that afforded by the present 
law.

The weakness of the present deposit law arises from 
the fact that each insurance company’s deposit or bond 
is earmarked for the payment of claims against that com
pany, and against that one company only. While the 
aggregate amount of bonds and deposits is over $47,000,- 
000 at present, the amount available for payment of 
claims against any one company may be as low as $50,000, 
depending upon the volume of that company’s workmen’s 
compensation business in this Commonwealth.

Nor does the present law require deposits to be made 
by domestic companies writing workmen’s compensation, 
except when specially ordered b}̂  the Commissioner of 
Insurance.

In view of the tremendously increased catastrophe haz
ards of this atomic age, serious consideration should be 
given to the question of adequacy of safeguards against 
possible insolvency of insurers, both foreign and domestic, 
doing workmen’s compensation business in this Common
wealth.

With the development of new industrial processes and 
devices involving untold possibilities of explosive destruc
tion, or the possibility of exposure of thousands of work
ers in a single plant to new occupational disease hazards,

, it is time to re-examine standards established in the past, 
and to strengthen and enlarge the protection given injured 
workmen and their dependents, so that they may not 
suffer financial loss in event of a future catastrophe.1

i The other members of the Special Commission take cognizance of the outstanding work 
done on this part of its study by one of its members, Mr. Edmund S. Cogswell.
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Because of the importance of the subject to the future 
welfare of industrial workers in the Commonwealth, the 
Special Commission recommends that further study be 
given to the whole problem of protecting workmen’s com
pensation claimants against financial loss resulting from 
insolvency of insurance companies, especially in the event 
of catastrophe.

The Special Commission opposes enactment of the pro
posals contained in House Documents, Nos. 1897 and 
2476 of 1953. f t

The Special Commission further recommends that the 
Commissioner of Insurance consider requiring the mini
mum bond or deposit to be provided by a foreign insur
ance company writing workmen’s compensation in this 
Commonwealth be at least $100,000 instead of the pres
ent minimum of $50,000.

Installment Premiums for Fire Insurance.
The subject of installment payment of premiums for 

fire insurance was referred to this Special Commission in 
connection with Senate, Nos. 239 and 593, petition of the 
Insurance Brokers Association of Massachusetts, to out
law a particular form of extending credit which is now 
common practice in the fire insurance business.

After thorough review of arguments presented at public 
hearings and in briefs, as well as considering the interests 
of the insuring public, the Commission has come to the 
conclusion that it would not be in the interest of the 
public to deny it the use of a plan which makes it easier 
for the average property owner to buy and pay for the 
insurance he needs, without materially adding to the cost.

The installment plan for payment of premiums is used 
in connection with so-called “ term” policies of fire insur
ance, those written for periods of longer than one year. (
The practice in the fire insurance business is to grant 
discounts from the annual rate of premium for policies 
written for terms longer than one year.

Not all classes of risks are eligible for these discounts, 
under the present rules followed by fire insurance com
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panies. The regulations of fire insurance rate-making 
bodies, prescribing which types of risks may be granted 
the discounts, and what the amounts of discounts are to 
be, are generally referred to as the “ term rule.”

The “ term rule” , so called, varies in some details in 
different parts of the United States, but in general it 
provides that the premium to be charged on a policy 
written for a period longer than one year shall be equiva
lent to 100 per cent of a one-year premium for the first 
year, plus 75 per cent of the annual premium for each year 
after the first. Before introduction of the installment 
plan, the entire premium for the full term was payable in 
advance. Term policies are customarily written for pe
riods of three or five years, although the law in this 
Commonwealth permits such contracts to be written for 
as long as seven years.

On a three-year contract, the present term rule pro
duces a three-year premium equal to two and one half 
annual premiums, or a discount of 16.66 per cent. On a 
five-year contract, the premium is equal to four annual 
premiums, or a discount of 20.0 per cent.

By the rules of the rate-making organization followed 
by fire insurance companies in this Commonwealth the 
following classes of building risks are not eligible for these 
term discounts:

Cotton gins, and contents thereof, except when rated 
as sprinklered or of fire-resistive or fireproof construction.

Grain elevators, grain tanks and grain warehouses in 
connection therewith, other than terminal grain elevators 
when of fire-resistive or fireproof construction and so 
rated, and fireproof or fire-resistive grain tanks in con
nection with fire-resistive terminal grain elevators.

Idle buildings, and contents thereof, and vacant build
ings, except dwellings.

Natural ice houses and contents.
Unprotected (that is, lacking fire protection) saw mills, 

planing mills, dry kilns, veneer mills, box factories and 
excelsior mills and their contents, except when of fire- 
resistive or fireproof construction and so rated.
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In addition to contents of buildings of the classes listed 
above, the following types of personal property are also 
ineligible for the term discounts under the present term 
rule in this Commonwealth:

Stocks, raw, in process or finished, in manufacturing 
risks.

Stocks of merchandise for sale or in storage, including 
machinery when same is stock in trade.

Contents of public warehouses other than furniture, 
fixtures and machinery in use.

Cotton in bales.
Grain in elevators, tanks or warehouses.
All property covered under so-called “ floater”  forms 

of any kind (that is, forms of insurance policies which 
cover personal property at other than fixed locations).

Personal property of any kind insured under so-called 
“ reporting”  forms (that is, forms of insurance policies 
in which amounts of insurance are increased or decreased 
in accordance with periodic reports of values by the 
insured).

All classes of risks other than those listed above are 
eligible for the substantial savings in fire insurance costs 
provided by the term rule, and are now granted the privi
lege of payment of premium in annual installments under 
the installment premium plan.

The installment premium plan is effected by attaching 
an endorsement to a term fire insurance policy at the time 
it is written. The installment plan calls for adding three 
per cent of the one-year premium to the premium that 
would be charged for each year’s protection after the 
first under the term rule described above.

Thus, for a five-year policy written under the term 
rule, with premium payable in full in advance, the total 
premium would be one annual premium plus four times 
75 per cent of an annual premium. With the installment 
premium endorsement, the premium payments would be 
one annual premium, payable at the time the policy was 
written, plus four payments equal to 78 per cent of the 
annual premium, each payable on the anniversary dates.
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A simple example will illustrate the effect of the term 
rule and the installment plan on fire insurance costs:

If the annual premium for a given amount of fire in
surance on a particular risk eligible for term insurance 
amounts to $100, the owner of that property may buy 

. three years’ insurance for $250, or five years’ insurance 
for $400, payable in advance in each instance.

If the installment payment endorsement is added to 
^ the policy where the one-year premium is $100, a five- 

year policy would call for a total premium of $412, pay
able as follows: $100 at the inception, $78 at the begin
ning of the second year, $78 at the beginning of the third 
year, $78 at the beginning of the fourth year, and $78 at 
the beginning of the fifth year.

A three-year policy written on the same risk on the 
installment plan would call for a premium of $256, pay
able as follows: $100 at the inception, $78 at the start of 
the second year, and $78 at the start of the third year.

In practice, three-year policies are not commonly 
written under the installment plan, as a five-year policy 
gives the insured the benefit of a greater saving without 
any larger payment in advance.

While the additional charge for use of the installment 
plan is equal to 3 per cent of the one-year premium for 
each year after the first, this is said to amount to the 
equivalent of an interest charge of 1.6 per cent on the 
deferred payment of the balance of the premium on a 
five-year policy.

While the introduction of the installment plan was 
opposed by many insurance companies when first pro
posed in this territory, a few years ago, it has now been 
adopted for general use by all companies. Insurance 
agents and brokers also strongly opposed the plan at 

( first, but now a majority of agents in Massachusetts are 
reported to be using the plan. Current opposition to the 
installment plan appears to be centered in the Insurance 
Brokers Association of Massachusetts, an organization of 
approximately 1,350 individual members.

With approximately 250 insurance companies writing



22 SENATE — No. 640. [Jan.

fire insurance in Massachusetts, most of them have taken 
no stand on the current proposal to outlaw the install
ment plan. At hearings before the Special Commission, 
three companies strongly defended the plan; a repre
sentative of four others spoke against it; and an official 
of an organization of 19 domestic companies was quoted 
as opposing the installment plan. The Massachusetts 
Association of Insurance Agents and other insurance or
ganizations took no stand on the bill to outlaw the in
stallment plan.

The Insurance Brokers Association urged outlawing of 
the installment plan as an association, and its spokes
men recorded 628 of its individual members in favor of 
the proposed legislation. A half dozen individual insur
ance agents appeared in opposition to the proposed legis
lation to outlaw the installment plan.

There are approximately 6,000 insurance brokers and 
18,000 insurance agents licensed in the Commonwealth.

The principal arguments advanced against continued 
use of the installment plan, and in favor of enactment of 
legislation outlawing the present installment endorsement 
in this Commonwealth are as follows:

1. That the installment plan discriminates against the 
person who buys insurance for one year and the buyer of 
insurance who pays for a term policy in advance.

2. That the installment plan is financially unsound, 
and that the 3 per cent charge for installments over the 
regular term multiples is inadequate.

3. That the installment plan will put independent in
surance agents and brokers out of business.

4. That the installment plan will result in increased 
rates for fire insurance.

None of these contentions appears to be proven. No 
convincing evidence was offered to the Special Commis
sion in support of any of these assertions.

As it is, evidence before the Commission indicates that 
the installment premium plan may well be beneficial to 
the agents and brokers, as well as to the property owners 
of this Commonwealth.
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The installment plan does not discriminate either for or 
against buyers of insurance. The plan is available to any 
buyer of insurance under the term rule. There may be 
discrimination in the present term rule, as not all classes 
of risks are eligible for term discounts, but if this situation 
needs correcting it should be corrected by changing the 
term rule, not the installment premium payment plan.

Fire insurance term discounts go back, historically, to 
^  the very beginnings of modern fire insurance. In Eng

land, before 1700, a seven-year fire insurance policy could 
be written for five annual premiums. In the United 
States, between 1800 and 1850, companies wrote five- 
year policies at discounts ranging from 10 per cent to 
12.5 per cent. During the past half century, the discount 
for a five-year term policy has been standardized at 20 
per cent in most territories.

During all this time there has been little, if any, sta
tistical support for the term discounts. It is obvious that 
the insurance company and its agent save some expense 
by issuing one policy instead of five. It is also clear that 
the insurance company enjoys an interest return on the 
invested unearned premium reserve. But how much dis
count do these savings and these interest earnings justify?

The question of how much expense the company and 
the agent save, and how much income the company en
joys as a result of payment of a term premium in advance, 
in contrast to a series of annual premiums, has never 
been definitely determined.

Competition seems to have set the amount of the term 
discounts. Likewise, competition, or the lack of it, seems 
to have determined which classes of risks should be eligible 
for term policies and consequent savings in insurance 
costs. Contents of buildings protected by automatic 

I sprinklers are eligible for term discounts in some instances, 
while similar goods in unsprinklered buildings are not. 
In the case of buildings, fire protection may determine 
whether or not term policies may be written at discounts 
from the annual premiums. Yet the rates on which the 
premiums are based are presumably set to reflect the
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particular hazard of the risk, whether it is insured for one 
year or for five.

In general, the term privilege appears to have been ex
tended to classes of risks which underwriters are eager to 
insure because they have been profitable, and the dis
counts have been denied to classes which have been un
profitable. It may even be argued that the term discounts 
have been made possible by lower loss payments, rather 
than by savings in expenses or by interest earnings on 
prepaid premium reserves.

While the availability of the installment plan follows 
the term rule as respects different classes of risks, the 
installment plan does not add to the discrimination, if 
any exists. There is no need for the installment plan if 
there is no discount for the property owner who insures 
for five years instead of for one year.

The installment plan does not discriminate against the 
insured who buys insurance on an annual basis. It is 
available to him, and it makes it easier for him to realize 
substantial savings in his insurance costs by buying a 
five-year policy instead of a series of one-year contracts. 
It does not discriminate against the buyer of a term policy 
who elects to pay his five-year premium in advance, for 
he thereby saves even more than the installment premium 
payer.

The installment premium plan does not appear to be 
financially unsound, from the standpoint of the insurance 
companies, and the adequacy of the 3 per cent install
ment charge has not been disproved. The 3 per cent 
charge is certainly a lesser factor in the situation than 
the 20 per cent discount on a five-year policy provided 
by the term rule. Insurance companies which have used 
the installment plan to a considerable extent have de
veloped methods of handling details of accounting for 
both agent and company which they maintain involve 
very little additional expense.

While the 3 per cent charge is said to bring the insur
ance company a return of only 1.6 per cent on the deferred 
portion of the premium, — part of which would theoreti
cally be available for investment if the full premium had
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been collected in advance, — this return has not been 
proved to be less than companies now earn on liquid 
assets. The general interest earnings of insurance com
panies are higher than this percentage, but unearned 
premium reserves are usually kept liquid, with a high 
proportion of cash and readily marketable government 
securities, and consequently produce less than average 
interest returns.

The gravest charge leveled against the installment plan 
!o  by those who would have it outlawed wras the unsupported 

assertion that the plan would put independent insurance 
brokers and local agents out of business. Apart from the 
undeniable fact that the installment plan involves some 
additional work on the part of the agent and broker, 
there is nothing to indicate that the plan works any hard
ship at all on the salesmen of insurance. In fact, some 
agents testified that the installment plan helped them to 
sell new insurance, had added materially to their incomes, 
and had been especially useful in inducing home owners 
to buy adequate amounts of insurance.

The greater part of the fire insurance business in this 
Commonwealth is written by insurance companies pro
fessing adherence to the “ American Agency System.” 
In their dealings with property owners these companies 
operate through independent contractors, licensed agents 
and brokers, paying them on a commission basis for the 
business they secure for the companies. Part of the 
agent’s and broker’s work is the collection of the premi
ums, and companies operating on the agency system do 
not bill their policyholders direct for fire insurance. The 
property owner is the customer of the agent or broker, 
not of the insurance company, although the insurance 
contract is between the company and the property 

4 owner.
Some opponents of the installment premium plan have 

expressed the fear that widespread use of the plan might 
lead to situations where an insurance company might 
by-pass the agent or broker — after terminating business 
relations with him — and deal directly with the insured 
in the collection of future premium payments.
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This practice should be discouraged, as obviously it 
could jeopardize the agent’s or broker’s continued rela
tions with his customer and would impair the value of 
the business he had built up over the years. Insurance 
companies using the installment plan, however, unequiv
ocally disclaimed any intention of dealing directly with 
insureds, in contravention of their established agency 
system. The American Agency System is founded on 
good faith, moreover, and any statute forcing the public 
to buy insurance exclusively through agents and brokers 
might be unconstitutional as well as ineffective. The 
Special Commission expresses the hope that the insur
ance companies operating on the agency system will come 
forth with a practical procedure for allaying their agents’ 
and brokers’ fears in this connection.

No factual evidence was given to the Special Commis
sion to support the contention that the added costs of 
operation resulting from general use of the installment 
plan would wipe out, or even diminish, the profits of 
agents and brokers from the insurance business. In many 
cases, it appears, the commissions on additional insur
ance sold as the result of availability of an installment 
payment plan materially add to the income, both gross 
and net, of insurance agents and brokers.

There was no statistical evidence to support the asser
tion of the objectors to the installment plan that it would 
result in increased rates for fire insurance.

Commissions paid to insurance brokers and agents are 
set by private contract and negotiation between indi
vidual brokers and agents and the companies they repre
sent. There appears to be no direct relation between the 
amount of work done by the agent or broker and the 
rate of commission paid on a given kind of insurance. 
Instead, the commission rate seems to reflect the desira
bility of a given class of business to the underwriters, 
and the insurance companies’ prospects of profit on that 
class. Some of the kinds of insurance which involve the 
most work for agents and -brokers pay the lowest rates 
of commission. Some of the highest rates of commission 
are paid on kinds of insurance involving the least work.
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There seems to be little likelihood, therefore, that 
agents and brokers’ requests for additional compensation 
for their added work in connection with installment pay
ment of premiums will affect the rates charged the public 
for insurance. In fact, commissions paid to agents and 
brokers are expressly excluded from regulation by the 
Commissioner of Insurance under the fire and casualty 
rate regulatory laws of this Commonwealth. 

a It is conceivable that rates for fire insurance could be
affected by the universal writing of policies at term dis
counts, for a five-year policy produces 20 per cent less 
aggregate income for the fire insurance industry than five 
separate one-year policies written at the same rate. Even 
before introduction of the installment plan, however, ap
proximately two thirds of fire insurance premiums were 
written on term policies, at term discounts, so the effect 
of the change-over to term contracts resulting from the 
installment plan should not be overestimated.

The net effect on fire insurance companies’ premium 
income of such a change would be far less than a 20 per 
cent reduction, and it would probably be insignificant. 
In the opinion of some experts in the fire insurance busi
ness, the additional business resulting from the install
ment plan would more than offset reduction in premium 
volume resulting from more insureds taking advantage of 
term discounts. If the additional business caused much 
property to be insured for amounts nearer actual value, 
as is likely, — most property being underinsured, — losses 
paid would be a smaller percentage of premium income 
than they would be otherwise. It has been contended 
that the installment plan will raise insurance rates. In 
view of the foregoing, it could as well be contended that 
the installment plan will reduce insurance rates in the 

I long run, as well as affording immediate savings through 
term discounts. Either assertion is based on conjecture.

With the installment premium plan now established as 
part of the method of operation of the fire insurance busi
ness, and the benefits to the public from the availability 
of such a plan, the Special Commission believes that it 
would be unfair and unwise to take such a facility away
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from the insurance-buying public of this Commonwealth. 
Accordingly, it recommends that unfavorable action be 
taken on the subject matter of Senate, Nos. 239 and 593.

Conclusion.

In conclusion, the Special Commission recommends that 
study of the insurance laws of the Commonwealth be 
continued. In its work, the Commission was struck by 
the outdated patchwork that is chapter 175 of the Gen
eral Laws. Pieced together over the years, the insurance 
laws are often confusing and sometimes apparently con
tradictory. A thorough study and complete recodifica
tion by a recess commission would be in the best interests 
of the insurance business, those charged with responsi
bility for regulating the business, and the general public 
of this Commonwealth.

The other members of the Special Commission wish to 
recognize the many contributions of Mr. Edmund S. 
Cogswell to the studies and deliberations of the Com
mission. The legislative members of the Commission 
wish also to express their appreciation for the fine co
operation of the other members appointed by the Gov
ernor: Messrs. Harold Katz and Clayton Spear.

The Special Commission recommends continuation of 
its study of the insurance laws, as Set forth in Appendix C.

Respectfully submitted,

SILVIO O. CONTE,
Chairman.

ALFRED B. CENEDELLA, Jr.
CHARLES V. HOGAN.
C. EUGENE FARNAM,

Clerk
CHARLES S. MARSTON, 3d.
THOMAS E. ENRIGHT.
CHARLES A. MULLALY, Jr.
EDMUND S. COGSWELL.
CLAYTON SPEAR.



1954.] SENATE — No. 640. 29

MINORITY REPORT.

We, the undersigned members of the Commission, con
cur with the conclusions and recommendations of the 
majority except in that portion relating to Senate, No. 

r 239, a petition of the Insurance Brokers Association of 
Massachusetts to prohibit use of the installment premium 
payment plan for fire insurance. We believe that the so- 
called installment premium plan should be outlawed in 
the Commonwealth for the following reasons:

1. (a) We do not believe that regulatory authorities 
should encourage the insuring public to buy on an install
ment plan operated at a loss that could grow to be a 
serious problem to the smaller companies.

(6) Unsound credit expansion weakens the financial in
dependence of the individual.

2. A studied, sound adjustment of the term rule should 
be advocated by the rating bureaus.

3. The universal, forced use of the plan by all producers 
which can necessarily result can jeopardize the solvency 
of the small producer because he is forced to take on 
additional overhead and credit risks without adequate 
compensation.

This will tend to concentrate the selling of insurance 
in the large agencies, and that is not in the public interest.

4. The backbone of our economic system is the multi
tude of small, independent businessmen, and we believe 
they should be encouraged, not discouraged. We also be
lieve that this plan adds to the threat of a greater volume 
of direct-writing and less service to the public by agency

I insurance companies.

Respectfully submitted,

EVERETT M. BOWKER,
Vice Chairman.

HAROLD KATZ.
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PROPOSED LEGISLATION.

A p p e n d i x  A .

€ f) e  C o m m o n to e a lti)  o f ^ a s g a c f t u m t s

In the Year One Thousand Nine Hundred and Fifty-Four.

A n  A ct relating to group disability insurance.

Be it enacted by the Senate and House of Representatives 
in General Court assembled, and by the authority of the 
same, as follows:

1 Section 110 of chapter 175 of the General Laws, as
2 most recently amended by chapter 229 of the acts of
3 1953, is hereby further amended by inserting after
4 the words “ of such trade unions or associations”  the
5 following: — or (i) any association having a constitu-
6 tion and by-laws and formed in good faith for pur-
7 poses other than that of obtaining insurance for its
8 association members and employees.
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A p p e n d i x  B .

Cfte Commontoealtb of ^assacfjusetts
In the Year One Thousand Nine Hundred and Fifty-Four.

A n A ct relating to individual accident and health
INSURANCE POLICIES.

Be it enacted by the Senate and House of Representatives 
in General Court assembled, and by the authority of the 
same, as follows:

1 Section 108 of chapter 175 of the General Laws, as
2 most recently amended by chapter 607 of the acts of
3 1947, is hereby further amended by adding the follow-
4 ing paragraphs after the paragraph numbered 9: —
5 10. A provision that after one year from the date
6 of issue of the policy no misstatements, except fraudu-
7 lent misstatements made by the applicant in the ap-
8 plication for such policy, shall be used to void the
9 policy or to deny a claim for loss incurred or disability

10 as defined in the policy commencing after the expira-
11 tion of such one-year period.
12 11. A provision providing that a grace period of
13 not less than ten days for monthly premium policies
14 and not less than thirty-one days for policies with
15 premiums payable annually, semi-annually or quar-
16 terly will be granted for the payment of each pre-
17 mium falling due after the first premium during which
18 grace period the policy shall continue in force.



32 SENATE — No. 640. [Jan.

A p p e n d i x  C .

C f j e  C o m m o n to e a ltf)  o f c p a s s a c iw s e tts

In the Year One Thousand Nine Hundred and Fifty-Four.

R esolve revising and further continuing the spe
cial UNPAID COMMISSION TO INVESTIGATE AND STUDY 
PROVISIONS OF THE INSURANCE LAWS AND MATTERS 
PERTAINING THERETO.

1 Resolved, That the unpaid special commission, es-
2 tablished by chapter seventy-seven of the resolves of
3 nineteen hundred and fifty-three, is hereby revived
4 and continued for the purpose of continuing its investi-
5 gation and study relative to the insurance laws of the
6 commonwealth, with a view of recodifying chapter
7 one hundred and seventy-five of the General Laws,
8 as amended, in particular section one hundred and
9 ten and section one hundred and thirty-three of said

10 chapter, and also the subject matter of House, No.
11 1897 and House, No. 2476, of nineteen hundred and
12 fifty-three. The commission shall be provided with
13 quarters in the state house or elsewhere, may hold
14 hearings, may require by summons the attendance
15 and testimony of witnesses and the production of books
16 and papers, and may expend for clerical and other
17 services and expenses such sums as may be appropri-
18 ated therefor, and may also expend the unexpended
19 balance of the amount appropriated by item 0296-00
20 of section two of chapter six hundred and seventy-five
21 of the acts of nineteen hundred and fifty-three. Said
22 commission shall report to the general court the re-
23 suits of its investigation and study hereunder, and its
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24 recommendations, together with drafts of legislation
25 necessary to carry such recommendations into effect,
26 by filing one or more reports with the clerk of the
27 senate at such time or times as the commission may
28 elect; provided, that the commission shall so file its
29 final report on or before the last Wednesday of De-
30 cember in the current year.
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