
No.SENATE 556

I

80,Created by Chapter 103, Resolves of 1956 and continued by Chapter
Resolves of 1957

December 2, 1957

BOSTON
WRIGHT & POTTER PRINTING CO., LEGISLATIVE PRINTERS

32 DERNE STREET

1958

Cljc Commontocalti) of s@asoacf)usetts

REPORT
OF THE

SPECIAL COMMISSION
RELATIVE TO

THE ACTIVITIES OF ACCIDENT AND HEALTH INSURANCE
COMPANIES, THE ISSUANCE OF CREDIT LIFE, HEALTH

AND ACCIDENT INSURANCE TO CREDITORS IN
CONNECTION WITH FINANCE CONTRACTS

AND OTHER RELATED MATTERS



*

Chapter 103, Resolves of IS

Resolve providing for an investigation and study by a Special Commission
RELATIVE TO THE ACTIVITIES OP ACCIDENT AND HEALTH INSURANCE COM-

ANIESj THE ISSUANCE OF CREDIT LIFE, HEALTH AND ACCIDENT INSURANCE
TO CREDITORS IN CONNECTION WITH FINANCE CONTRACTS, AND OTHER RELATED
MATTERS.

CJje Commontoealti) of £@assacinioetts

AUTHORIZATION

Resolved, That an unpaid special commission, to consist of two members of the
senate to be designated by the president thereof, three 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 of the subject matter of the investigations proposed by
current senate document numbered 230, relative to the issuance of credit life,
health and accident insurance to creditors in connection with finance contracts and
current house document numbered 817, relative to the activities of accident and
health insurance companies incorporated or formed under the laws of the common-
wealthor licensed to do business in the commonwealth; of current house documents
numbered 1560,relative to regulating the issuance of contracts on a variable basis,
by insurance companies; and 2182, relative to maternity benefits under health
insurance policies and plans. The commissioner of insurance shall give full aid and
assistance to the commission in the course of its investigation and study. Said
commission shall be provided with quarters in the state house or elsewhere, may
hold public hearings, may require by summons the testimony of witnesses and the
production of books and papers, and may expend for clerical and other services and
expenses such sums as may be appropriated therefor. Said commission shall
report to the general court the results of its investigation and study and its recom-
mendations, if any, together with drafts of legislation necessary to carry its recom-
mendations into effect by filing the same with the clerk of the senate on or before %
the first Wednesday of June, nineteen hundred and fifty-seven.

Approved June 28, 19,



REPORT OF THE RECESS COMMISSION RELATIVE TO
THE ACTIVITIES OF ACCIDENT AND HEALTH
INSURANCE COMPANIES AND OTHER RELATED

% MATTERS

To the General Court of Mi ietts.

Chapter 103 of the Resolves of 1956 created a special recc
commission which was authorized and directed to make an investi-
gation and study relative to several aspects of insurance and to
make recommendations to the General Court as a result of its study
and investigation. The subject matter of the Commission’s study
covered the issuance of credit life, health and accident insurance to
creditors in connection with finance contracts; the activities of
accident and health insurance companies incorporated or formed
under the laws of the commonwealth or licensed to do business in
the commonwealth: the regulation of the issuance of contracts on

variable basis by insurance companies; maternity benefits under
health insurance policies and plans; acquisition and merger of
casualty companies by life insurance companies. The original
resolve called for the commission to file its report on or before the
first Wednesday of June, 1957. Subsequently by the terms of
chapter 80 of the Resolves of 1957 this date was extended to the
fourth Wednesday of January, 1958.

if the resolve, the President of the Senate
and Fleming, the Speaker of the House of

Following th
named Senators C
Representatives named Repre;

®and Cartwright, and his Excelh
mtatives McEvoy, McLaughlin
icy the Governor named Messrs.

Barker, Grahame and Lutnicki
resignation of Representative M

Subsequently as a result of the
Laughlin, Representative Buckley

was named by the Speaker of the House
The members of the Commission met in October, 1956, and or-

ganized with the election of Senator Conte as chairman and Repre-
sentative McEvoy as vice-chairman.
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To date this Commission has held many meetings and held
numerous public hearings in an attempt to acquire a full under-
standing of the background surrounding the problems which have
been referred to it. Members of the Commission have interviewed
many of the strongest proponents and opponents of some of the
proposed legislation.

At this time the Commission is not able to make definite and final
recommendations on all of the subject matters referred to it but
submits herein recommendations on several subject matters.

Total Disability.

The Commission specifically, under the terms of House 817,
was directed to consider the “definitions of and provisions regarding
‘total disability’ as expressed in policies issued by these companies”.

Information was submitted to the Commission indicating that
presently many companies had changed from an older form of total
disability clause which defined total disability as “inability to en-
gage inany gainful occupation.” Some companies writing preferred
risks now insure against “complete inability to engage in his regular
occupation.” Other companies insure against “complete inability
to engage in gainful occupations for which the insured is reasonably
fitted by education, training or experience.” Still other companies
use a combination in their definition, insuring against inability to
follow “his occupation” for a limited period, such as twenty-four
months, and then shifting over to inability to follow either “any
gainful occupation” or “any gainful occupation for which he is
reasonably fitted by education, training or experience.”

Sometimes there is an additional provision that no payment
will be made if the insured is actually engaged in his or any gainful
occupation. Most, if not all, clauses provide that the insured must
be under the regular and personal attendance of a physician or
surgeon.

There were several other considerations mentioned to the Com-
mission which have a bearing on the definition of total disability.
A sickness insurance claim is highly subjective in nature. Many
companies are trying to write blue collar workers including the indus-

Introduction.
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trial classes. The requirement that a policy cover “his occupation”
gets into claim difficulties where a blue collar worker takes up a
white collar job or a truck driver finds his work too heavy and takes
up some lighter but similar work as driving a taxi.

It was also stated that emphasis from the social viewpoint should
be on rehabilitation, and that claim payments are not in order if the
insured isrehabilitated so as to be able to follow a gainful occupation

which he is reasonably fitted, even if it was not his previous

In view of the foregoing and the further fact that the courts have
protected insured policyholders under policy contract language,
the Commission reports that no action on the definition of total
disability is necessary at this time. This is an area where the
supervisory authority can protect the public and can caution any
company which makes a too strict interpretation of its insuring
clause.

Cancellation of Policies.
Included in House 817 for special consideration of the Commis-

sion was “the wording and effect of clauses in such policies relating
to cancellation of the policies.”

A policy with a cancellation clause has an economic justification,
as it can usually be sold for a lower premium than a policy which
cannot be terminated by the company. Nearly eighty-five per cent
of all individual accident and health business is written on the
cancellable form. Such a policy permits a company to rid itself of a
malingerer on future claims. Also, such a policy may not involve
the same initial underwriting expense. The actual per cent of ter-
minations of accident and health policies by insurers is said not to be
large and is now the subject of investigation by the National Asso-
ciation of Insurance Commissioners. Industry members assured

• the Commission that many companies only cancel occasionally and
then only for very good reason. There was other testimony that
some insurers cancelled indiscriminatingly, and that such com-
panies are the source of numerous complaints to the Insurance
Department.

Some companies have given up the right to cancel for the period
for which a premium is taken and only reserve the right to refuse
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renewal. Under insurance terminology this is still a cancellable
policy since it is subject to re-underwriting.

The Commonwealth of Massachusetts has been the home of the
so-called non-cancellable contract, and a number of Massachusetts
companies sell the non-cancellable and guaranteed renewable con-
tract to a specified age. In recent years companies in other parts of
the country, particularly life companies, have also started issuing
such non-cancellable loss of time policies.

At one time, the life companies wrote total and permanent dis-
ability income benefits as part of a life contract, but experience
during the depression was so adverse that this type of insurance was
largely discontinued. Some companies are today writing contracts
under which the insured has a guaranteed right to renew the policy
until a given age and under which the insurer does not reserve the
right to add restrictive riders, although the insurer does reserve the
right to adjust prospectively the scale of premium rates, usually on a
class basis. Whether or not such contracts may be described as
“non-cancellable” is presently a controverted issue within the
industry. However, this is now a common form of hospital and med-
ical policy.

This is a time of great development in the accident and health
field. Many changes have been made in the policy in recent years.
Coverages have been broadened. Benefit periods have been ex-
tended. Protection is written for the old ages. Restrictions and
exclusions have been eliminated or liberalized. The underwriting
of substandard risks is now common. Some companies promise not
to cancel for deterioration of health. Other experiments are being
made, such as for major medical expense insurance. These changes
have occurred in both the group and individual accident and health
business, and in Blue Cross and Blue Shield.

The importance of this business can be seen from the 1956 income
figures, which were 13.1 per cent over the figures for 1955. Accord-
ing to the Accident and Sickness Review, total accident and health %

premiums in 1956 were $3,253,648,248. Total hospital organiza-
tions subscription income, including Blue Cross, was $1,164,819,450,
and the total subscription income for medical-surgical organiza-
tions, including Blue Shield, was $543,331,044. The total of the
foregoing figures is $4,961,798,742.

The right to cancel or refuse renewal of a policy or the right to
re-underwrite is common in the fire and casualty field. On the other
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hand, life insurance has been a form of permanent insurance for the
term written subject to a short contestable period. The Uniform
Accident and Sickness Policy Provisions Law, which was adopted
in Massachusetts, followed the life practice and contains a Time
Limit on Certain Defenses provision limiting a misstatement de-
fense except for fraud to “two years from the date of issue” of the
policy. Section 108, subsection 3 (a) (2).

There is an alternative type of protection in the same subsection
as follows: “A policy which the insured has the right to continue
in force subject to its terms by the timely payment of premium
until at least age fifty, or, in the case of a policy issued after age
forty-four, for at least five years from its date of issue, may contain
in lieu of the foregoing provision the following provision from
which the clause in parentheses may be emitted at the insurer’s
option, under the caption ‘Incontestable ’: After this policy
has been in force for a period of two years during the lifetime of the
insured (excluding any period during which the insured is disabled),
it shall become incontestable as to the statements contained in
the application.”

There is also a provision protecting the insured on prior existing
clauses which reads as follows: “No claim for loss incurred or
disability (as defined in the policy) commencing after three years
from the date of issue of this policy shall be reduced or denied on the
ground that a disease or physical condition not excluded from cover-
age by name or specific description effective on the date of loss had
existed prior to the effective date of coverage of this policy.”

It will be noted from the foregoing that the three years in the
model bill was changed to two years for the Incontestable and Time
Limit on Certain Defenses clauses, but remains three years in the
prior existing cause clause. The Commission recommends that the
latter provision be made two years so that these several related

xlauses will be uniform on the time period. A proposed bill to
Accomplish this purpose is included as Appendix A.

The Commission heard testimony to the effect that the Accident
and Health Committee of the National Association of Insurance
Commissioners had, at its May 30, 1958, meeting, recommended
that the following three major purposes be accomplished with
reference to insurance subject to cancellation; “ (1) To eliminate
entirely the right of an insurer to cancel an accident and sickness
policy; (2) To restrict the right of an insurer to refuse renewal to the
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premium due date on or after and nearest the anniversary of the
policy; and (3) To increase the length of notice required for non-
renewal from five to a longer period of thirty days.” The Commis-
sion concurs in this recommendation, and legislation to accomplish
this purpose is attached hereto and marked Appendix B.

This still permits companies to exercise a certain amount of re-
underwriting through a right to refuse renewal after the first anni-
versary of the policy, but in view of the many experiments now beina
conducted in the accident and health insurance field and a need to
retain an economical premium for the young head of the family, it
is believed that the action recommended is sufficient for the present
time. This will mean that when a policyholder pays his premium
he cannot be terminated during the period for which the premium
was paid, and if he has paid a monthly, quarterly, or semi-annual
premium the company cannot refuse to renew the policy during the
first year.

There was some testimony to the effect that this new procedure
might embarrass certain casualty companies which operated
through brokers or agents who had authority to commit them.
There was some suggestion that there should be a cancellable
period of ninety days so that the company could review the under-
writing action of its brokers and agents. This modification was not
strongly urged on the Commission and was not included in the
recommendations of the National Association of Insurance Com-
missioners, and consequently is not believed to be necessary for
the operation of such companies in the Commonwealth.

Maternity Benefits.

There was referred to the Commission House 2182 relative
to maternity benefits under health insurance policies and plans.
This bill proposed that maternity benefits shall be paid to the .
insured for births which were conceived after the effective date cP
the policy or plan.

The Commission feels that the intent of this bill is commendable
except in those situations where coverage is terminated due to non-
payment of the appropriate premium, but the Commission does
feel that there may be situations, particularly if group coverage is
replaced, where maternity benefits should be extended immediately.
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There should also be uniformity between the insurance companies
and the Blue Cross and Blue Shield plans.

Since ordinarily the exact date of conception is not susceptible to
objective medical determination, it is recommended that if action is
desired, House 2182 be amended to require coverage under individual
or family policies only for those covered births which occur ten
months or more after the effective date of the coverage. It would

smoi appear unreasonable to permit imposition of a waiting period not
exceeding thirty days for these benefits and thereby allow insurers to
avoid adverse selection from persons pregnant on the effective
dates of coverage.

The proposed law could reasonably contain a further provision
that under such policies births occurring before the expiration of
the 10-month period be covered upon submission of a written
physician’s statement certifying that the pregnancy commenced
more than thirty days after the effective date of coverage. Again,
this would avoid burdening other policyholders with the cost of the
otherwise substantial selection.

The foregoing could be accomplished by amending section 1 of
House 2182 to read as follows:

“1. A maternity benefits provision in any non-profit hospital
service plan, non-profit medical service plan or policy of insurance
upon the health of individuals, excepting a policy of accident and
sickness insurance described in subsection 2 (a) of Section one hun-
dred and eight, shall stipulate in effect that said benefits shall be pro-
vided in connection with such pregnancies as commence after the
effective date of coverage for such maternity benefits and prior to
the effective date of termination of such coverage. A maternity
benefits provision in a policy of accident and sickness insurance
described in subsection 2 (a) of section one hundred and eight shall
stipulate in effect that, subject to the other requirements of the
jpolicy, said benefits shall be provided for such births as occur ten
*r more months after the effective date of coverage for such ma-
ternity benefits during the continuance of the policy, except that if
such births occurs less than ten months after such effective date,
the benefits shall be payable if the insurer is furnished with a written
statement by the attending physician stating that such pregnancy
commenced after such coverage had been in effect for at least
thirty days. Where the coverage under such a policy of accident
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and sickness insurance terminates for any reason other than non-
payment of premium, such policy shall provide in effect that ma-
ternity benefits shall not be denied for births otherwise covered
which result from conceptions occurring before such termination
and which births Occur within nine months following such termina-
tion. A plan or policy shall be deemed to contain such a provision
in effect when in the opinion of the commissioner the provision is
stated in terms more favorable to the insured than the foregoing.”®

It is further suggested that in section 2 of House 2182, the fol-
lowing language be deleted: “in type approved by the commis-
sioner of insurance.”

The plan for type in the Uniform Policy Provisions Law is aimed
suitable captions, and varying the
ns is not considered to be effective

at uniform type size, except for
type for exceptions and limitatk
to accomplish the purpose desire 1

to ‘ ‘ all insurance companies doing
If it is intended to apply to Blue

Section 3 of House 2182 refers
business in this commonwealth.’
Cross and Blue Shield, this language should be broadened to cover
expressly the non-profit hospital and medical service plans.

A revised House 2182, incorporating the above suggestions
is attached hereto as Appendix C.

The Variable Annuity.

House Bill 1560, which was referred to this Commission by the
1956 General Court, is an enabling statute to authorize life insurance
companies to issue contracts on a variable basis. These contracts
are known as “variable annuities.” This report summarizes the
results of the Commission’s study of this subject and its conclusions
on certain basic questions involved.

The variable annuity is concerned directly with retirement
security. Any plan which affects this important area must of
necessity stand on sound economic theory, and the mechanisms
employed should be as free from error as human foresight can make
them. Both of these fundamentals, the economic theory and the
funding device to be employed, have been emphasized in hearings
and discussions and have received careful consideration by this
Commission in making its recommendatio

1. The Problem
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The principal objectives of the variable annuity are (1) to mitigate
the effects of inflation and (2) to provide a means for the annuitant
to participate in the expansion and growth of the economy. Both
of these objectives are linked with the problem ofretirement security,
for inflation has far more serious consequences for the annuitant or
pensioner constrained to live on a fixed, measured income than for
other citizens. Moreover, the conventional fixed annuity provides

opportunity for its holder to share in the steady economic growth
mf the country. His contract promises him a fixed sum with each
payment, but he knows that he can look forward to nothing more,
as his investment will not increase or respond with the upward
pressure of an expanding economy.

To accomplish those objectives, the variable annuity combines
equity investment with the traditional annuity concept. Funda-
mentally, the variable contract assumes that an investment in
common stocks and other equity assets will grow and expand with
the productivity and wealth of the country. It also assumes that
there is demonstrable correlation between general levels of the cost
of living and the average prices of common stocks. The device that
it uses is an annuity contract funded and supported by equity
investments, which undertakes to pay not a fixed sum of dollars with
eacli payment, but instead payments based on the market value,
at the time of payment, of the securities underlying the contract.
The number of payments is based on familiar actuarial principles
and on life contingencies. The amount of each payment will vary
with the value of the underlying assets.

Clearly these concepts are provocative and imaginative, and they
are also highly controversial. In general the controversy centers
in two areas, the first of which concerns the substantial question of
the validity of the economic assumptions made by the variable
annuity concept, and the second involves the manner in which these
variable contracts are to be issued and funded. Many investment

•bankers, together with the National Association of Securities
Dealers, have taken the position that the variable annuity resembles
a common stock investment plan more closely than any other busi-
ness form, and consequently, should be subject to the regulatory
safeguards provided by the Federal Investment Acts and to the
supervision of the S. E. C. The S. E. C. itself commenced an action
which was recently tried in the federal courts to enjoin two com-
panies from selling variable annuities without having registered
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with the S. E. C. The federal district court recently dismissed this
action but it is expected that an appeal will be taken.

We find equally profound differences within the insurance indus-
try. Some believe that if variable annuities are to be sold at all,
they should be sold only through a company organized specifically
for that purpose, which could at the most be a subsidiary of a legal
reserve life insurance company. The National Association of Insur-
ance Commissioners espouses this view, and a portion of the indus-
try agrees. Another segment of the industry believes in the direct
issue of these contracts by life insurance companies through the
medium of a segregated fund invested in equities. This would
require enabling legislation permitting investment in common
stocks to the extent of the segregated fund.

In the light of the difficult and controversial character of the
variable annuity, it is not surprising that its legislative progress has
been slow. In 1952 the New York Legislature authorized the forma-
tion of CREF the College Retirement Equities Fund for the
limited purpose of offering variable annuities to members of the old
and respected T. I. A. A., an organization restricted to college and
university teaching staffs. Between 1954 and 1957 legislation
which would have expanded that narrow area and would have
allowed the sale of individual variable annuities to the general
public was introduced in a number of States, New York, New
Jersey, Texas, Maryland, New Hampshire, and, of course, in our
own Commonwealth. At each turn this proposed legislation was
marked by prolonged and sometimes controversial hearings. On
some occasions bills passed both houses only to be vetoed by the
Executive; in others the bills never returned from the limbo of
Committee deliberation and were never voted upon.

Despite the absence of explicit legislative approval, two corpora-
tions have recently obtained their charters in the District of Colum-
bia for the purpose of issuing and selling variable annuities and have ,
had their policy forms approved by the Superintendent of Insurance"
for the District and also by the Commissioner of Insurance for the
State of West Virginia. One or more companies have been author-
ized to do business in Kentucky and Arkansas, as well.

The hearings before the Commission consumed two full days,
April 30 and May 1, 1957. More than twenty witnesses appeared,

2. The Hearings.
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and the Commission believes that all who so desired were heard fully
and fairly. We shall not attempt to provide an exhaustive review
of the statements and testimony presented in these hearings. The
several written statements which were filed are available on request.
The proponents, who for the most part were officers of leading life
insurance companies, expounded the economic justification for
making these contracts available to Massachusetts citizens, stressing

The soundness of the segregated fund as a medium to accomplish this.
%ffie proponents’ economic data emphasized the unfortunate con-

sequences that can attend investment exclusively in fixed-dollar
obligations, and particularly, the correlation between the loss in
purchasing power of the dollar and the steady rise of the average
price of common stock investments.

The opponents included representatives of investment trusts,
mutual funds, and securities dealers, together with executives of
prominent life insurance companies. In addition to the contention
that the variable annuity is a security which should be marketed
only through licensed securities dealers, with the safeguards pro-
vided by the Federal laws, the danger of possible misunderstanding
on the part of the buyer of life insurance and conventional annuities
was stressed. The public trust in the stability of the life insurance
product and the reputation for certainty of benefits is deeply rooted
in the public consciousness, and it was contended that the pur-
chasers may fail to appreciate the volatile character of variable
annuity benefits.

A third group, composed of life company representatives, advo-
cated that these principles should first be tried in the field of group
pension and retirement plans where the employer’s dollar would be
used to finance at least part of the cost. In this way, the hazard
of public misunderstanding would be removed, as the average em-
ployer would be in a position to make an intelligent decision as to
the most effective method of funding pensions and retirement
benefits for his employees.

One member of this third group, a major domestic life company,
presented an alternate proposal to be used primarily for pension
business. This plan was designed to eliminate a major disadvantage
of the variable contract, namely, the fluctuation of the benefit with
the value of the securities held. The alternate proposal suggested
that life insurers be permitted to have a special means of funding
their pension plan business that would permit greater participation
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in equity investments and would still guarantee a minimum benefit
that would not be affected by security values or market trends. If,
however, there should be capital gains, the benefits paid the retired
employee could be increased.

The insurer would at all times maintain the present value of
guaranteed benefits and the market value of the securities held for
the purpose of guaranteeing those benefits. If the market value of
the securities fell to a point approaching the present value of the
guaranteed benefit, the insurer would call upon the employer for
additional funds. If no such funds were forthcoming, this alternate
proposal provides for reinvestment of the asset account so that the
securities supporting the contract would be of the same kind as for
the conventional business of the company.

3. Recommendations
The Commission is keenly aware of the dangers of inflation,

particularly for those citizens whose working days are over and who
must live on fixed pensions. It is likewise impressed with the desir-
ability of providing some means or investment medium which will
enable citizens to share in the long-term growth of the economy.
The Commission believes that any contract which is based on life
contingencies is properly a part of the business of life insurance and
should be sold by that business under the supervision of the Com-
missioner of Insurance.

For these reasons and for others which are implicit in this report,
the Commission recommends further study looking toward affirma-
tive legislation authorizing the issuance of annuities based upon
some portion of equity investment. The Commission will on or
before its expiration date file its recommendation or recommenda-
tions on this subject after further study.

Multiple Line Insurance.

The Commission has given serious consideration to the subject
matter of House 1327, which in effect would permit a domestic life
insurance company to invest in the stock of a casualty or fire com-
pany. This would authorize multiple line operations through
separate but affiliated companies. It would a}:>pear from the evi-
dence that the urge on the part of the domestic life companies has
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been motivated to some extent by the activities of stock casualty
and fire companies who have become interested in the field of life
insurance during the last five years by purchasing or organizing life
companies.

To this end some States permit such multiple line activities
either directly or by affiliated companies. In addition, there are a
number of states where no legislation is needed. The Legislature
in the State of New York passed a bill which would have allowed
this by stock acquisition after having such legislation recommended
by the Superintendent of Insurance, only to have it withheld and
vetoed by the Governor, who felt that the bill was not all encom-
passing and not sufficiently broad to accomplish the aims of the
proponents. His veto message recommended a further study along
those lines.

The trend toward consolidating and broadening the held of insur-
ance, according to proponents of this bill before this Commission,
would be brought about by this legislation and would enable better
service to the policyholder. In the face of contemporary develop-
ments the Commission feels that this proposal is deserving of further
study with a view to enabling legislation.

Senate 230, referred to this Commission by the 1956 General
Court, is a resolve providing for an investigation and study of the
issuance of credit life, accident and health insurance to creditors in
connection with finance contracts. The Commission shall consider
the adequacy of the present laws for the protection of the creditor
(sic) (debtor?). This report undertakes to highlight the problem
arising from the marketing of credit life, accident and health insur-
ance to borrowers by licensed lenders and to recommend an amend-
ment to existing law.

To understand the problems raised by the sale of credit life insur-
ance, in relation to finance contracts, a working knowledge of the
money lending laws of the Commonwealth is essential. The subject
is complicated by the present dual state of the lending laws that
exist as a result of chapter 689 of the Acts of 1956.

This act raises from 8300 to $1,500, loans subject to maximum
interest rates. The act further provides that until such rates are

Credit Life, Accident and Health Insurance.
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established (and this may not be for a year) that existing maximum
interest rates shall apply to loans made by licensed lenders on
amounts only up to $3OO. The importance of raising the maximum
amount subject to small loan regulation by prescribing rate or rates
for loans from $3OO to $1,500, lies in the provision of the law that
prohibits any charge, bonus, fee, expense or demand of any nature
whatsoever (with a minor exception relating to recording fees
actually paid) from being added to the allowable interest charge.
This language expresses the traditional all-inclusive single charge
principle of small loan legislation commonly called the “one charge
plan”.

Early in the history of small loan regulatory legislation, it was
found essential that lenders be required to make only one all-
inclusive charge to prevent an illegal or excessive rate of interest
from being collected under the guise of added services, bonuses or
by any other description that an imaginative lender might use as a
means by which the legal rate could be exceeded. In allowing an
extra charge for Credit Life Insurance, for example, there is oppor-
tunity for the lender to profit, at the expense of the borrower, in
the amount of the difference between the actual net cost for such
insurance to the lender and the premium paid for such insurance
by the borrower. In Massachusetts the law does not permit the
making of such additional charges for Credit Life Insurance with
one notable exception. This exception relates to Group Life Insur-
ance, traditionally the lowest cost form of Credit Insurance which,
under the usual prevailing rate structure, would allow little or no
opportunity for excess profits to the lender at the borrower’s ex-
pense. The Commission concurs in the desirability of having such
an exception to the one-charge rule, but has found serious deficiencies
in the form in which it is presently allowed.

The referred to exception appears not in the banking laws but in
the insurance laws, namely, the last sentence of section 134 of
chapter 175 of the General Laws. This section allows a charge for
group credit life insurance to be passed on to the borrower in addi-
tion to the maximum allowable interest rate, if such charge “.

.
. is

no greater than the usual or prevailing rate for similar insurance
obtainable in the Commonwealth.”

The question immediately arises as to what constitutes the “usual
or prevailing rate.” At the public hearing held March 26, neither
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the Commissioner of Insurance or the Supervisor of Loan Agencies
felt that the rate determining function lay within his respective
jurisdiction. Spokesmen for insurance companies pointed out that
practically any charge could be passed on to the borrower under
this provision. A representative of the money lending industry
stated that the provision was so ambiguous that legitimate lenders
were afraid of legal action if any charge to the borrower was made for
such insurance.

Without exception, every speaker at the hearing was recorded as
being in favor of a clarifying amendment to existing law to provide
for a maximum charge for group credit life insurance that could be
passed on to the borrower. The slight differences of opinion that
arose concerned the suggested maximum figure of $0.75 per month
per $l,OOO of unpaid balances of principal of insured loans out-
standing. This same figure can be expressed as $0.49 per $lOO of
original loan payable in twelve equal monthly installments.

It should clearly be stated that the proposal that a more specific
statutory limit be placed upon the amount of charge for Group
Credit Life Insurance that the lender is allowed to pass on to the
borrower is not in any way a statutory limit on the premium rates
that insurance companies may charge for such insurance. It is
clearly intended that they be allowed to charge more or less than
this particular figure, which limits only the amount of charge that
may be passed on to the lender. Premium rates, as set by the
insurance company, should remain free of limitation so that under
the force of competition they may find their proper level in relation
to the risk assumed.

Several persons at the hearing questioned whether or not the
$0.75 figure might not effectively constitute a minimum, as well as
a maximum, rate within a short period of time but they were never-
theless in agreement that the suggested figure was preferable to
existing law with no stated limit on the rate that may be charged
the borrower. Testimony disclosed that reputable insurance com-
panies normally charge the $0.75 figure as an initial rate and then
adjust it up or down based upon loss experience. The suggested
amendment would perform the same function and if the $0.75
maximum charge should prove excessive, future legislation could
lower this figure. If the rate is inadequate in any particular case,
due to bad loss experience, the $0.75 charge could still be passed on
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to the borrower with the lender absorbing any additional charge over
and above that otherwise permitted.

Credit life insurance protects the lender by paying off outstanding
insured loan indebtedness in the event that the borrower does
before completing payment of his debt. Those few cases where the
rate might exceed the $0.75 figure would arise only where the death
rate was in excess of normal. The slight additional charge borne
by the lender in such cases should not prove a hardship since exces-
sive deaths, the cause of the increased rate, has already resulted in a
reimbursement to the lender for outstanding loans of insured de-
ceased debtors that otherwise might have proved uncollectible.

There is only slight additional administrative expense incurred
by the lender in providing this insurance to borrowers. In nearly
every case the dividend normally paid would adequately cover any
such administrative expenses. It appears rather clearly that unless
the allowable rate charge is sufficient to cover these administrative
expenses and to also provide some small additional amount for
general overhead to the lender, credit life insurance will not be
furnished in connection with licensed loans.

Legitimate credit life insurance serves a beneficial economic
function and its proper use should be fostered and encouraged.
A borrower should be entitled to purchase protection at the lowest
possible rate consistent with sound insurance principles. If lenders
are permitted to offer insurance protection that would not otherwise
be readily available to their borrowers, they should at least be
required to offer the standard insurance at the lowest price and not
at an inflated price to allow unreasonable profit.

After careful consideration of communications received from
interested persons and opinions expressed at the public hearing,
your Commission recommends that the present last sentence of
section one hundred and thirty-four of chapter one hundred and
seventy-five be deleted by striking out the word “premium” in
the first line thereof and substituting the word “charge” therefor,
and by deleting the last twelve words of said last sentence and
adding in their place the following: .

. .
creditor charges the

borrower not more than (1) fifty cents per one hundred
dollars per year of the original loan and charges precomputed
or to be earned, or (2) seven and one-half cents per month
per one hundred dollars of outstanding indebtedness, and
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proportionately at such rates for greater or lesser periods
and for greater or lesser amounts of such life insurance
coverage, regardless of the cost of such insurance to the
creditor, —so that this section, as amended, reads as follows:

“In case the [premium] charge for insurance on the life of a
borrower under a policy issued under subdivision (c) of section one
hundred and thirty-three is paid by him to the creditor, such pay-
ment shall not be deemed to constitute a charge upon a loan in
violation of the last sentence of section one hundred of chapter one
hundred and forty, if the [rate upon which such premium is based
is no greater than the usual or prevailing rate for similar insurance
obtainable in the commonwealth] creditor charges the bor-
rower not more than (1) fifty cents per one hundred dollars
per year of the original loan and charges precomputed or
to be earned, or (2) seven and one-half cents per month per
one hundred dollars of outstanding indebtedness, and pro-
portionately at such rates for greater or lesser periods and
for greater or lesser amounts of such life insurance coverage,
regardless of the cost of such insurance to the creditor.”

It is believed that this recommended amendment to the General
Laws would, if enacted, practically eliminate any abuses in the sale
of this insurance by licensed lenders and insurance carriers. Once
maximum rates are established for loans of up to $1,500, the bulk
of loan transactions with which this insurance is usually identified
will be protected. Both borrower and lender will have their respec-
tive interests safeguarded at a reasonable cost. This would seem to
have been the original intent of the drafters of the last sentence of
section 134 of chapter 175.

The Commission has received suggestions that it recommend
legislation to bring within the purview of the statute all debtors
and creditors, not merely debtors of licensed lenders. We have
noted, however, that the Commissioner of Insurance is in the process
of conducting an investigation of the over-all credit life, accident and
health insurance business carried on in the Commonwealth in order
to establish some definite experience figures upon which to base
recommendations for possible corrective legislation.

In addition, a Committee of the National Association of Insurance
Commissioners is engaged in a continuing study of the problems
in the field of credit life, accident and health insurance, and it is
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expected that a draft of a proposed uniform model bill will shortly
be forthcoming.

The Commission feels that until the Insurance Commissioner
has completed his study and until the National Association of Insur-
ance Commissioners have come forward with their recommendations,
which are expected to be in the form of a model law, this Commission
should for the time being withhold action beyond the aforemen-
tioned clarification of the ambiguity in section 134. After receipt
of these recommendations, and if the Commission is continued,
further action would be in order.

A proposed bill to clarify this existing ambiguity is attached hereto
as Appendix D.

The Commission has not as yet held hearings or considered the
two subjects referred to it by House 2964.

The Commission expects to file a complete and final report on
all matters referred to it as soon as possible, but is in need of an
extension until the third Wednesday in December, 1958, and ac-
cordingly submits Appendix E.

Respectfully submitted,

SILVIO 0. CONTE.
WILLIAM D. FLEMING.
JOSEPH F. McEVOY, Jr.
RALPH W. CARTWRIGHT, Jr.
JOHN BARKER, Jr.
ORVILLE F. GRAHAME.
VICTOR A. LUTNICKI.
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I concur with the sentiments and thoughts expressed by the
majority of the members of the Recess Commission, but submit
my recommendation as to that part of the report dealing with the
“cancellation of policies.”

On page 8, the final paragraph, Item (1) “To eliminate entirely
the right of the insurer to cancel an accident and sickness policy,”
Appendix B appears not to accomplish the objective of the Com-
mission in this regard. I am in favor of non-cancellation and of
something in the law being said specifically prohibiting cancellation.

As to Item (2) in the last paragraph of page 8, “To restrict the
right of the insurer to refuse renewal to the premium due date on
or after the nearest anniversary of the policy”, this seems incon-
sistent with that stated in the last sentence of the first paragraph
on page 9 which contradicts Appendix B.

Rep. JOHN P. BUCKLEY.

STATEMENT OF JOHN P. BUCKLEY
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In the Year One Thousand Nine Hundred and Fifty-Eight.

An Act relating to the “time limit on certain defenses”
PROVISION OF INDIVIDUAL ACCIDENT AND SICKNESS INSURANCE
POLICIES.

Be it enacted by the Senate and House of Representatives in General
.hurt assembled, and by the authority of the same, as follows:
1 Section 108 of chapter 175 of the General Laws (Ter. Ed.), as
2 amended, is hereby further amended by striking out from the
3 final paragraph of subsection 3 (a) (2) the word “three” and
4 inserting in place thereof the word: two.

Appendix A.

PROPOSED LEGISLATION.

Cfjc CommontoealtJ) of CiaosacJnisotto
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In the Year One Thousand Nine Hundred and Fifty-Eight.

An Act (1) to eliminate entirely the right of an insurer to

CANCEL AN ACCIDENT AND SICKNESS POLICY, (2) TO RESTRICT THE

RIGHT OF AN INSURER TO REFUSE RENEWAL TO THE PREMIUM DUE

DATE ON OR AFTER AND NEAREST THE ANNIVERSARY OF THE POLICY,
AND (3) TO INCREASE THE LENGTH OF NOTICE REQUIRED FOR NON-
RENEWAL PROM FIVE TO A LONGER PERIOD OF THIRTY DAYS.

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

1 Section 1. Section 108 of chapter 175 of the General Laws
2 (Ter. Ed.), as amended, is hereby further amended by striking
3 out that portion of subsection 3 (a) (3) which reads:
4 “A policy which contains a cancellation provision may add,
5 at the end of the above provision, the following; subject to
6 the right of the insurer to cancel in accordance with the can-
-7 cellation provision hereof.
8 “A policy in which the insurer reserves the right to refuse
9 any renewal shall have, at the beginning of the above provi-

10 sion: Unless not less than five days prior to the premium
11 due date the insurer has delivered to the insurer or has mailed
12 to his last address as shown by the records of the insurer written
13 notice of its intention not to renew this policy beyond the period
14 for which the premium has been accepted.”

15 and inserting in place thereof the following: A policy in
16 which the insurer reserves the right to refuse renewal shall have,
17 at the beginning of the above provision: Unless not less than
18 thirty days prior to the premium due date the insurer has de-
-19 livered to the insured or has mailed to his last address as shown
20 by the records of the insurer written notice of its intention not

Appendix B

Cijc Commontoealtf) of
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21 to renew this policy beyond the period for which the premium
22 has been accepted.

1 Section 2. Section 108 of chapter 175 of the General Laws
2 (Ter. Ed.), as amended, is hereby further amended by re-
-3 designating subsections 3 (c), (d), (e), (/), (g), as subsections 3
4 (d), (e), (/), (g) and (h), respectively, and adding the following
5 as subsection 3 (c): (c) Each such policy in which the insurer
6 reserves the right to refuse renewal on an individual basis shall
7 provide, in substance, in a provision thereof or in an endorse-
-8 ment thereon or in a rider attached thereto, that subject to the
9 right to terminate the policy upon nonpayment of premium

10 when due, such right to refuse renewal shall not be exercised
11 before the renewal date occurring on, or after and nearest, each
12 anniversary, or in the case of lapse and reinstatement at the
13 renewal date occurring on, or after and nearest, each anniversary
14 of the last reinstatement, and that any refusal of renewal shall
15 be without prejudice to any claim originating while the policy
16 is in force. The preceding sentence shall not apply to accident
17 insurance only policies.

1 Section 3. Section 108 of chapter 175 of the General Laws
2 (Ter. Ed.), as amended, is hereby further amended to delete
3 from subsection 3 (6), the sub-paragraph (8) captioned “Can-
-4 cellation” and to re-number sub-paragraphs (9), (10) and (11)
sof said subsection 3 ( b ): (8), (9) and (10), respectively.
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In the Year One Thousand Nine Hundred and Fifty-Eight.

Ax Act relative to .maternity benefits under health insur-
ance POLICIES AND NON-PROFIT HOSPITAL SERVICE AND MEDICAL
SERVICE PLANS.

1 Chapter 175 of the General Laws (Ter. Ed.), as amended,
2 is hereby further amended by inserting after section HOB, the
3 following section:
4 Section HOC. 1. A maternity benefits provision in any non-
-5 profit hospital service plan, non-profit medical service plan or
6 policy of insurance upon the health of individuals, excepting
7 a policy of accident and sickness insurance described in sub-
-8 section two (a) of section one hundred and eight, shall stipulate
9 in effect that said benefits shall be provided in connection with

10 such pregnancies as commence after the effective date of coverage
11 for such maternity benefits and prior to the effective date of
12 termination of such coverage. A maternity benefits provision in
13 a policy of accident and sickness insurance described in sub-
-14 section two (a) of section one hundred and eight shall stipulate
15 in effect that, subject to the other requirements of the policy,
16 said benefits shall be provided for such births as occur ten or
17 more months after the effective date of coverage for such ma-
-18 ternity benefits during the continuance of the policy, except
19 that if such birth occurs less than ten months after such effective
20 date, the benefits shall be payable if the insurer is furnished with
21 a written statement by the attending physician stating that
22 such pregnancy commenced after such coverage had been in
23 effect for at least thirty days. Where the coverage under such a

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

Appendix C
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24 policy of accident and sickness insurance terminates for any
25 reason other than nonpayment of premium, such policy shall
26 provide in effect that maternity benefits shall not be denied for
27 births otherwise covered which result from conceptions occurring
28 before such termination and which births occur within nine
29 months following such termination. A plan or policy shall be
30 deemed to contain such a provision in effect when in the opinion
31 of the commissioner the provision is stated in terms more favor-
-32 able to the insured than the foregoing.
33 2. Any non-profit hospital service or non-profit medical
34 service plan or any policy of health insurance contracted for
35 on or after January first, nineteen hundred and fifty-eight,
36 which does not contain a provision for maternity benefits shall
37 include a statement to the effect that maternity benefit insurance
38 coverage is not provided for in said plan or policy.
39 3. This section shall be applicable to all insurance companies
40 doing business in this commonwealth, to all non-profit hospital
41 service corporations subject to chapter 176 A and to all medical
42 service corporations subject to chapter 1768 of the General
43 Laws.
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In the Year One Thousand Nine Hundred and Fifty-Eight.

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 1. Section 134 of chapter 175, as most recently
2 amended by chapter 169 of the acts of 1955, is hereby further
3 amended by striking out the word “premium” in the first line
4 of the last sentence thereof and substituting the word “charge”

5 therefor; and by deleting the last twelve words of said last
6 sentence and adding in their place the following: ... creditor
7 charges the borrower not more than (1) fifty cents per one
8 hundred dollars per year of the original loan and charges pre-
9 computed or to be earned; or (2) seven and one-half cents per

10 month per one hundred dollars of outstanding indebtedness, and
11 proportionately at such rates for greater or lesser periods and for
12 greater or lesser amounts of such life insurance coverage, regard-
-13 less of the cost of such insurance to the creditor, so that this
14 section, as amended, reads as follows:
15 Section 24- In case the charge for insurance on the life of a
16 borrower under a policy issued under subdivision (c) of section
17 one hundred and thirty-three is paid by him to the creditor,
18 such payment shall not be deemed to constitute a charge upon a
19 loan in violation of the last sentence of section one hundred of
20 chapter one hundred and forty, if the creditor charges the bor-
-21 rower not more than (1) fifty cents per one hundred dollars per
22 year of the original loan and charges precomputed or to be
23 earned; or (2) seven and one half cents per month per one
24 hundred dollars of outstanding indebtedness, and proportion-
-25 ately at such rates for greater or lesser periods and for greater or
26 lesser amounts of such life insurance coverage, regardless of the
27 cost of such insurance to the creditor.

Appendix D.
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V

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

Resolve continuing the special commission established for
THE PURPOSE OF MAKING AN INVESTIGATION AND STUDY RELATIVE
TO THE ACTIVITIES OF ACCIDENT AND HEALTH INSURANCE COM-
PANIES, THE ISSUANCE OF CREDIT LIFE, HEALTH AND ACCIDENT
INSURANCE TO CREDITORS IN CONNECTION WITH FINANCE CON-
TRACTS, AND OTHER RELATED MATTERS, INCREASING THE SCOPE
OF SAID COMMISSION, AND FIXING THE TIME WITHIN WHICH SAID
COMMISSION SHALL FILE ITS FINAL REPORT.

1 Resolved, That the unpaid special commission established by
2 chapter one hundred and three of the resolves of nineteen hun-
-3 dred and fifty-six and extended by chapter eighty of the resolves
4 of nineteen hundred and fifty-seven is hereby continued for the
5 purpose of continuing its investigation and study relative to
6 the activities of accident and health insurance companies per-
-7 taining to the issuance of credit life, health and accident insur-
-8 ance to creditors in connection with finance contracts relative
9 to the consolidation of the funds of fraternal benefit societies;

10 relative to default in payment of premium or interest on policy
11 loan during strike of insurance agents and other related matters.
12 The commissioner of insurance shall give full aid and assistance
13 to the commission in the course of its investigation and study.
14 Said commission shall be provided with quarters in the state
15 house or elsewhere, may hold public hearings, may require by
16 summons the testimony of witnesses and the production of books
17 and papers, and may expend for clerical and other services and
18 expenses such sums as may be appropriated therefor. Said
19 commission shall report to the general court the results of its
20 investigation and study and its recommendations, if any, to-

Appendix E
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21 gether with drafts of legislation necessary to carry its recom-
-22 mendations into effect by filing the same with the clerk of the
23 senate on or before the third Wednesday of December in the
24 year nineteen and fifty-eight.
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