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Resolve providing for an investigation and study by a special unpaid

COMMISSION OF THE MOTOR VEHICLE LAWS AND THE INSURANCE LAWS
AS THEY RELATE TO MOTOR VEHICLES AND CERTAIN RELATED MATTERS.

Resolved, That an unpaid special commission, to consist of three mem-
bers of the senate to be designated by the president thereof, seven members
of the house of representatives to be designated by the speaker thereof, and
five persons to be appointed by the governor, is hereby established for the
purpose of making an investigation and study relative to the motor vehicle
laws, the insurance laws as they relate to motor vehicles, the factors which
affect the cost of compulsory automobile insurance, the relation of motor
vehicle violations to accidents, and all matters relating to public safety on
the highways. Said commission shall, in the course of its investigation and
study, consider the subject matter of current senate documents numbered
24 and 27 and current house documents numbered 154, 170, 372, 374, 484,
546, 815, 818, 938, 1095, 1096, 1099, 1101, 1958, 1963, 2174, 2176 and
2177, relative to repealing the merit rating act, so called; of current senate
document numbered 26, relative to premium charges to be used and charged
by companies for the issue or execution of motor vehicle liability policies
or bonds; of the investigation proposed by current senate document num-
bered 28 and current house documents numbered 217, 718 and 1784, rela-
tive to motor vehicle insurance rates and premiums in the commonwealth;
of current senate document numbered 233, relative to requiring compulsory
insurance protection for each licensed operator, instead of each motor
vehicle, making the licensed operator, not the motor vehicle the insurable
entity, eliminating inequities and making constructive changes in the insur-
ance merit rating system; of the investigation proposed by current senate
document numbered 234, relative to the insuring of operators of motor
vehicles; of current house document numbered 152, relative to creating a
board of review for the settlement of claims for damages resulting from
the operation of motor vehicles; of the investigations proposed by current
house documents numbered 153, relative to the increased rates and the
reason for the increased charges by insurance companies under the com-
pulsory motor vehicle liability insurance law, 156 and 176, relative to com-
pulsory motor vehicle liability insurance; of current house documents num-
bered 172 and 1962, relative to authorizing insurance companies to sell
motor vehicle insurance for less than the maximum rate, and 175 and 652,
relative to amending the law relating to compulsory motor vehicle insur-
ance and providing for the insuring of licensees on a merit rating basis; of
the investigations proposed by current house documents numbered 371,
relative to requiring a person licensed to operate a motor vehicle to be
insured under a system of compulsory motor vehicle operator’s liability and
431, relative to repealing the present law relative to compulsory motor
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vehicle insurance and establishing a compulsory insurance law that licensed
operators of motor vehicles be insured; establishing a compulsory motor
vehicle property damage law; and the establishing of a uniform rate of
premium charges; of current house document numbered 485, relative to
providing for the establishment and maintenance of an unsatisfied judg-
ment fund for the payment of damages to victims of hit-and-run drivers
and for injury to certain other persons arising out of the ownership, main-
tenance or use of motor vehicles; of the investigation proposed by current
house document numbered 724, relative to the advisability of establishing a
board to regulate, control and adjust the so-called merit system as it affects
the operation of motor vehicles within the commonwealth; of current house
documents numbered 937, relative to amending the highway safety act to
provide that no registrant or licensee shall have points charged against his
operating record for more than one offence arising out of a single accident,
939, relative to increasing the limits of compulsory motor vehicle liability
insurance to provide adequate protection for certain injured persons, 940,
relative to increasing the limits of compulsory motor vehicle liability insur-
ance, 941, relative to providing for the inclusion of property damage cov-
erage in the compulsory motor vehicle insurance act, and 1091, relative to
the posting of bonds as security for damage caused by motor vehicles oper-
ated or owned by non-residents; of the investigation proposed by current
house document numbered 1093, relative to companies engaged in the
workmen’s compensation and automobile insurance business in Massachu-
setts; of current house document numbered 1102, relative to assessment of
points under the merit rating system, so called, and to the disposition of
premium surcharges charged thereunder; of the investigation proposed by
current house document numbered 1331, relative to providing for the estab-
lishment of an assignment of risks board in the division of insurance; of
current house document numbered 1558, relative to the contents of motor
vehicle liability insurance policies; of the investigation proposed by current
house document numbered 1787, relative to the activities and functions of
the Massachusetts rating bureau; of current house documents numbered
2171, relative to rewarding safe driving under the highway safety act and
merit rating system, and 2179, relative to the liability of operators of motor
vehicles to guest occupants; of the investigation proposed by current house
document numbered 2180, relative to clarifying the demerit system; of
current house documents numbered 2419, relative to providing for the
formation of a corporation to carry on and engage in the compulsory auto-
mobile liability insurance business, and 2506, relative to suspension and
amendment of certain provisions of the highway safety act and the merit
rating provisions thereof and the appointment of a special commission to
investigate the motor vehicle liability insurance laws. Said commission shall
be provided with quarters in the state house or elsewhere, may hold public
hearings, may travel within and without the commonwealth, shall have the
power to summon witnesses and to require the production of books, records
and papers and the giving of testimony under oath, and may expend for
legal and other expert services, clerical hire and other expenses such sums
as may hereafter be appropriated therefor. Said commission shall report to
the general court the results of its investigation and study and its recom-
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mendations, if any, together with drafts of legislation necessary to carry
such recommendations into effect, by filing the same with the clerk of the
senate on or before the first Wednesday of January, nineteen hundred and
fifty-eight.

By vote of the General Court, approved by His Excellency, the Governor,
on July 16, 1957, the following matter was referred to the Commission;

Resolved, That the unpaid special commission established by chapter 125
of the resolves of 1956, to make an investigation and study relative to the
motor vehicle laws, the insurance laws as they relate to motor vehicles, the
factors which affect the cost of compulsory automobile insurance, the rela-
tion of motor vehicle violations to accidents, and all matters relating to
public safety on the highways, shall, in making its investigation and study,
consider the subject matter of current house document numbered 173,
relative to establishing the state rating board within the department of
insurance.

By vote of the General Court, approved by His Excellency, the Governor,
on March 7, 1958, the Commission was extended under the terms of Chap-
ter 27 of the Resolves of 1958, as follows:
Resolve reviving and continuing the special unpaid commission

ESTABLISHED TO INVESTIGATE AND STUDY THE MOTOR VEHICLE LAWS AND

THE INSURANCE LAWS AS THEY RELATE TO MOTOR VEHICLES AND CERTAIN

RELATED MATTERS.

Resolved, That the unpaid special commission established by chapter one
hundred and twenty-five of the resolves of nineteen hundred and fifty-six
is hereby revived and continued for the purpose of making an investigation
and study of the motor vehicle laws, the insurance laws as they relate to
motor vehicles, the factors which affect the cost of compulsory automobile
insurance, the relation of motor vehicle violations to accidents, and all
matters relating to public safety on the highways._

0 l J
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Said commission shall be provided with quarters in the state house or
elsewhere, may hold public hearings, may travel within and without the
commonwealth, shall have the power to summon witnesses and to require
the production of books, records and papers and the giving of testimony
under oath, and may expend for legal and other expert services, clerical hire
and other expenses the unexpended balance of item 0257-12 in section two
of chapter four hundred and two of the acts of nineteen hundred and fifty-
seven. Said commission shall report to the general court the results of its
investigation and study and its recommendations, if any, together with drafts
of legislation necessary to carry such recommendations into effect, by filing
the same with the clerk of the senate from time to time and by filing a final
report on or before the last Wednesday of June in the current year.

By vote of the General Court, approved by His Excellency, the Governor,
on June 10, 1958, the Commission was extended under the terms of Chapter
102 of the Resolves of 1958 as follows:

Resolve increasing the scope of the investigation and study by the
SPECIAL COMMISSION ESTABLISHED TO INVESTIGATE AND STUDY THE MOTOR
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VEHICLE LAWS AND THE INSURANCE LAWS AS THEY RELATE TO MOTOR
VEHICLES AND CERTAIN RELATED MATTERS AND EXTENDING THE TIME FOR
FILING ITS FINAL REPORT.

Resolved, That the unpaid special commission established by chapter one
hundred and twenty-five of the resolves of nineteen hundred and fifty-six
and revived and continued by chapter twenty-seven of the resolves of the
current year for the purpose of making an investigation and study of the
motor vehicle laws and the insurance laws as they relate to motor vehicles
and certain related matters, shall, in the course of its investigation and
study, consider the subject matter of current senate documents numbered
26, relative to creating a state rating bureau to assist in the fixing and estab-
lishing of reasonable, just and non-discriminatory premium charges for com-
pulsory motor vehicle liability insurance; 336, relative to providing that
insurance companies under the compulsory motor vehicle insurance law
may make premium charges at a lesser rate than the rate which is fixed and
established by the commissioner of insurance; and of current house docu-
ments numbered 176, relative to requiring the commissioner of insurance to
fix separate rates for owners of motor vehicles in the assigned risk pool, so
called, based upon the percentage of their own accident losses; 177, relative
to extending the coverage of compulsory motor vehicle insurance so as to
include guest coverage, extra territorial coverage and property damage, pro-
viding that the commissioner of insurance shall fix premium charges there-
for; 178, relative to increasing the limits of compulsory motor vehicle lia-
bility insurance to provide adequate protection for certain injured persons;
180, relative to authorizing insurance companies to sell motor vehicle insur-
ance for less than the maximum rate; 391, relative to providing for the
establishment of an office in the city of Springfield of an assigned risks board
for compulsory motor vehicle liability insurance; 594, relative to providing
for the establishment of a state fund for compulsory motor vehicle insur-
ance ; 602, relative to amending the law relating to compulsory motor vehicle
insurance and providing for the insuring of licensee on a merit rating basis;
918, relative to providing for the inclusion of property damage coverage
in the compulsory motor vehicle insurance act; 1268, relative to repealing
the merit rating system; 1274, relative to authorizing insurance companies
to sell motor vehicle insurance for less than the maximum rate; 1935, rela-
tive to providing for claims under compulsory automobile insurance shall
be made under the penalties of perjury; 1937, relative to making certain
fraudulent claims under policies of theft insurance a criminal offence; 1944,
relative to providing for compulsory property damage insurance coverage
for motor vehicles; 1945, relative to establishing the state rating board within
the department of insurance; 2235, relative, to creating a commission to
supervise the operation of the Massachusetts automobile rating bureau;
2236, relative to requiring property damage coverage in the sum of five
hundred dollars on every motor vehicle owned, operated and registered in
the commonwealth; 2240, relative to the regulation of motor vehicle prop-
erty damage rates; 2241, relative to requiring property damage coverage
in the sum of ten thousand dollars on every motor vehicle owned, operated
and registered in the commonwealth; and 2389, relative to providing that a
claim shall not be paid under a motor vehicle liability policy unless such
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claim is made under the penalties of perjury.
The time within which said unpaid special commission is required to

file its final report on the subject matters referred to it is hereby extended
to the last Tuesday in December in the current year.

In accordance with the foregoing resolves, the Special Commission was
created by the following appointees:

By the President of the Senate
Senator Edward J. DeSaulnier, Jr., of Chelmsford.
Senator James J. Corbett of Somerville.
Senator Herbert S. Tuckerman of Beverly.

By the Speaker of the House
Representative Joseph F. MgEvoy, Jr., of Somerville.
Representative Ernest W. April of Salem.
Representation James R. Lawton of Brockton.
Representative Philip K. Kimball of Springfield.
Representative Gerald P. Lombard of Fitchburg.
Representative Thomas M. Newth of Swampscott.
Representative Harold A. Palmer of Somerville.

By His Excellency the Governor
Senator Harold W. Canavan of Revere.
Mr. Thomas H. O’Connell of Arlington.
Mr. Robert S. Kretschmar of Newton.
Mr. Harold J. Ginsburgh of Belmont.
Mr. Arthur J. Gartland of Scituate.

In connection with the membership of the Commission it should be noted
that the Right Reverend Francis J. Lally, editor of the Pilot, Boston arch-
diocesan publication, and Mr. G. Prescott Low, publisher of the Quincy
Patriot Ledger, originally were appointed as members by His Excellency,
Governor Christian A. Herter.

These gentlemen resigned, however, and His Excellency, Governor Foster
Furcolo, appointed as their successors Senator Canavan of Revere and Mr.
Gartland of Scituate.

In addition, another original member of the Commission, Representative
Philip J. Durkin of Salem, was appointed by His Excellency, Governor
Furcolo, to be a justice of the Salem Court. In his place the Speaker of
the House appointed Representative McEvoy.

At its organizational meeting in July of 1957 Senator DeSaulnier was
elected Chairman, and subsequently upon the resignation of Representative
Durkin, Representative McEvoy was elected Vice Chairman.

The Commission was most fortunate to have retained the services of Mr.
George J. Leary of Boston, member of the Massachusetts bar and former
member of the General Court, as counsel. It also was gratifying to have
engaged as secretary and associate counsel Mr. Oscar J. Gaboon of Harwich,
also an attorney and former member of the Legislature.

One of the first orders of business was to proceed to the selection of a
consulting actuary. A subcommittee was appointed to review this matter
and, in accordance with its recommendations, the Commission voted to
select as consulting actuary Mr. Joseph Linder of the firm of Wolfe, Corcoran
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and Linder, 116 John Street, New York City. Mr. Linder was engaged on
a per diem basis.

The Commission conducted 23 public hearings between July of 1957 and
May of 1958, during which the testimony of more than a score of witnesses
was taken under oath. In addition, the Commission held 42 executive ses-
sions for the purpose of evaluating testimony and for mapping a future
course of action.

Subcommittees of the Commission were authorized to visit highway safety
officials in New Jersey, New York and Illinois, and the Commission wishes
to express here its deepest appreciation for the cooperation shown by officials
of these states in making available all requested information relative to
insurance matters and accident control.

In its inquiry into the related matters of highway safety and automobile
insurance, the Commission solicited and obtained the views of the general
public. At the same time, the Commission invited a number of other wit-
nesses, all expert in their respective fields, to appear and testify with respect
to pertinent matters. Their sworn testimony benefited the Commission
greatly in formulating the following report. Among these witnesses were;

Representative Louis H. Glaser of Malden.
Representative William C. Sullivan of Springfield.
Representative William H. J. Rowan of Revere.
Representative William J. Casey of Lawrence.
Representative Charles H. Anthony of Haverhill.
Representative Frank S. Giles, Jr., of Methuen.
Representative Gardner E. Campbell of Wakefield.
Representative Norman S. Weinberg of Boston.
Representative Theodore J. Vaitses of Melrose.
Former Senator Daniel Rudsten of Boston.
Insurance Commissioner Joseph A. Humphreys.
Charles B. Powers, Chief Examiner, Division of Insurance.
Thomas J. Kelleher, Principal Examiner, Division of Insurance.
Milton G. McDonald, Casualty Actuary, Division of Insurance.
Lawrence W. Scammon, Manager, Massachusetts Automobile Rating

and Accident Prevention Bureau.
Rudolph F. King, former Registrar of Motor Vehicles.
Bruce Campbell, Manager, Massachusetts Safety Council.
John W. Greene, Manager, Worcester County Safety Council.
Victor A. Mari, Executive Director, Western Massachusetts Safety

Council.
Robert S. Kretschmar of Newton, Director, Massachusetts Division,

American Automobile Association.
John O. Moore, Director, Automotive Crash Injury Research, Cornell

University.
Otis M. Whitney Massachusetts Commissioner of Public Safety.

j —"—•

Judge Frederic A. Crafts, Supervising Counsel, Massachusetts Claim
Investigating Committee.

David Phillip of North Weymouth, Assistant Comptroller, Liberty
Mutual Insurance Company.
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S. Gilbert Tattersall, of Needham, Comptroller, Liberty Mutual
Insurance Company.

Ernest T. Berkeley of Wellesley, Actuary, Employers’ Group of
Insurance Companies.

James P. Allen, General Attorney, Liberty Mutual Insurance
Company.

E, Frost Bassler, Liberty Mutual Insurance Company.
John E. Mahoney, New England Claim Superintendent, Employers’

Group of Insurance Companies.
Joseph Linder, Wolfe, Corcoran and Linder, New York City.
Arthur C. Conley, Insurance Federation of Massachusetts.
Edward C. Connelly, American Mutual Insurance Alliance.
Joseph A. Gieri, Chairman, Massachusetts Board of Appeal on Motor

Vehicle Liability Policies and Bonds.
Charles M. Stiller, Secretary, Massachusetts Board of Appeal on

Motor Vehicle Liability Policies and Bonds.
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GENERAL REVIEW OF OPERATION OF THE
MASSACHUSETTS COMPULSORY AUTOMOBILE

INSURANCE SYSTEM, AND OF INHERENT
DIFFICULTIES ENCOUNTERED SINCE 1927

The creation of this Special Commission under the provisions
of Chapter 125 of the Resolves of 1956 set in motion the first official
investigation and review of the operation of the Massachusetts
compulsory automobile insurance system, along with other lines
of automobile insurance, since 1930, three years after the compul-
sory law became operative.

The report of the 1930 Commission was an admirable and thor-
ough document, outlining factually the problems which developed
during the infant years of this entirely new and untried concept of
liability insurance. Unfortunately, most of the difficulties en-
countered under the compulsory system in those early years are
still with us today and indeed have become magnified and more
vexatious, due in large measure to the inextricable and perhaps
inevitable interlocking of sound insurance procedure with political
considerations.

There can be little doubt that the juxtaposition of these totally
incompatible elements for nearly 32 years has served only to pro-
duce an entire generation of public misunderstanding and general
dissatisfaction with the operation of the Massachusetts compulsory
system. It would be no exaggeration to state that most of this uni-
versal dissatisfaction and confusion derives from the fact that nine
out of ten Massachusetts motorists do not understand even the
basic operating procedures of our compulsory law. Equally regret-
table, their prospects of gaining a fundamental working knowledge
of the system are likely to remain beyond reach as long as political

PAKT 1
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distractions and at times outright distortions are permitted to com-
mand the situation.

This is not necessarily an indictment of either the intelligence ot
the Massachusetts motoring public or of the motives of those prom-
inent in the political life of our Commonwealth. It is merely the
recording of a simple fact which is common knowledge and has
been proven by the record, i.e., that when the Legislature in 1925
enacted a law compelling all motor vehicle owners in Massachusetts
to purchase insurance against liability for death and personal injury,
and at the same time empowered the Commonwealth exclusively
to establish the rates for such coverage through the State Insurance
Commissioner, it was preordained that the orderly and systematic
functioning of the system was to be impeded and at times entirely
frustrated by politics, its inevitable by-product. The framers of
the compulsory statute probably could not have foreseen the explo-
sive results of this incongruous relationship when they wrote the
provision for state-made rates into the law in 1925. But in the light
of what has developed in the past 32 years it must now be concluded
that no other result could have been possible.

It has now been established that the principal point of controversy
and dissatisfaction and misunderstanding over the Massachusetts
compulsory law lies in the cost of this type of insurance. The Com-
monwealth reverts to an actuarial and political battleground on or
about each September 15th, when the Insurance Commissioner
announces his tentative compulsory insurance rates for the ensuing
year, with the public protesting that the rates are too high and
the casualty insurance companies insisting that they are inadequate.

The Commission, therefore, will first give its attention to the
many elements which enter into the cost of compulsory insurance,
and later in this report will submit recommendations as to methods
by which such costs to Massachusetts car-owners can be reduced.

Requirements of Compulsory Law
At the outset it may be desirable in the interests of clarity to

set forth an outline of the requirements of the Massachusetts Com-
pulsory Automobile Liability Insurance Act.

The Act was adopted by the Legislature in 1925 and became
operative on January 1, 1927. It required the owner of a motor
vehicle in Massachusetts, as a prerequisite to obtaining his regis-
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tration certificate and plates, to buy liability insurance on the
vehicle against damages in the minimum amount of $5,000 for
death or injury to one person in any one accident upon the ways
of the Commonwealth, and in the minimum amount of $lO,OOO
for death or injury to more than one person in any one accident.

These were the requirements of the law, only as pertains to the
Massachusetts car-owner. The entire administration of the system,
of course, was placed under the jurisdiction of the Insurance Com-
missioner. He was granted exclusive authority not only to establish
the rates for compulsory insurance but also to determine which
rating systems to use and to set up whatever classifications of risks
he deemed necessary. The statutory requirements on the Commis-
sioner with respect to rate-making were that he must “fix and
establish fair and reasonable classifications of risks, and adequate,
just, reasonable and non-discriminatory premium charges.”

It may be seen from the foregoing that the Commissioner was
given complete and absolute power to set the rates for compulsory
automobile insurance. In this connection the insurance companies
annually recommend what they believe the rates should be, but
they have no official voice in the matter and the Commissioner is
not legally bound by these recommendations.

Operation of Territorial Rating System

From the inception of the compulsory system in 1927 all Massa-
chusetts Insurance Commissioners have followed the practice of
rating communities by territories, according to the collective acci-
dent loss experience of the motorists of each city or town. Legis-
lative petitions have been filed annually to require the Commis-
sioner to adopt different rating systems, such as a flat or uniform
rate across the Commonwealth or merit or demerit rating, and
this subject matter will be covered later in this report.

While individual opinions and preferences as to rating systems
may differ, there can be no doubt as to the legality of the existing
system. The Massachusetts Supreme Judicial Court has found the
territorial system to be lawful under the governing statute in at
least two decisions (Brest v. Commissioner of Insurance, 270,
Mass. 7, 169 N.E. 657, 1930 and Schlabach v. Commissioner of
Insurance, 290, Mass. 585, 195 N.E. 887, 1935). As to the equit-
ableness of the territorial rating system in Massachusetts, it may
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be observed that it provides a degree of merit rating, at least at
the community level. Territorial systems also are in effect in every
other state in the nation.

For a number of years the Insurance Commissioner has divided
the Commonwealth into 17 rating territories with different com-
pulsory rates for each territory. At present, eight of these terri-
tories are single communities, Chelsea, Revere, Boston, Somerville,
Worcester, Quincy, Springfield and Lynn. Beginning with Territory
9 and continuing through Territory 17 the Commissioner has
grouped various communities into one territory or another because
of the similarity of their accident loss experience over an extended
period. Customarily, the Commissioner analyzes the average claim
loss cost per car in each municipality over a five-year period, and
communities found to have approximately the same indicated loss
cost per car are grouped into the appropriate rating territories.

Through this procedure, when the Commissioner revises the
compulsory rates each year, it is the usual practice to move certain
communities with a consistently deteriorating accident loss experi-
ence to a higher rated territory, while communities with a con-
sistently improving experience are moved to a lower rated territory.

One of the most misunderstood features of the territorial system
is the method of charging accident claim losses back to the com-
munity in which the vehicle responsible for the accident is garaged.
Many persons are under the delusion that such claim loses are
charged to the community in which the accident occurs. This,
however, is not the case. True, if a car registered from Chelsea
were at fault in an accident which occurred in Chelsea, the claim
loss would be charged to the Chelsea rate. But if a car registered
from Revere were at fault in an accident which occurred in Chelsea,
the claim loss would be charged to Revere and not to Chelsea.

Rate-making Procedure Outlined
There is only a slight variance in the processes by which the

Commissioner develops compulsory rates for the different types
of motor vehicles. Private passenger cars, however, comprise ap-
proximately 87 percent of all of the motor vehicles on the road in
Massachusetts, and the Commission therefore directed most of its
attention to the rates on this type of vehicle.

Contrary to the generally held opinion, the various steps followed
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by the Commissioner and his actuaries in establishing the compul-
sory rates are relatively simple and can be understood without too
much difficulty. It must be realized, however, that the insurance
business differs radically from any other form of merchandising
because the cost of automobile liability insurance protection cannot
be determined in advance of its sale. Not until a policy expires, and
all claims under its provisions have been paid, can the cost of the
coverage be determined accurately.

For this reason it has always been necessary to base insurance
rates on past loss experience, plus the projection of significant
trends. Indeed, one of the most commonly established principles
of rate-making is that the experience of the recent past is the best
possible indication of the conditions likely to prevail during the
period for which the rates are being made.

The Massachusetts compulsory rate is divided into two parts,
the loss provision and the expense provision. The loss provision,
also known as the pure premium, is that portion of the rates needed
from each car-owner in the Commonwealth to pay the cost of all
accident claims. The expense provision is that portion of the rates
which is assigned to the insurance companies by the Commissioner
to meet the cost of conducting the compulsory insurance business.

Four basic steps are taken by the Commissioner in setting com-
pulsory rates for the 351 cities and towns of the Commonwealth:

1. He assigns each city and town to its appropriate rating terri-
tory in conformity with the combined accident loss experience
of the car-owners of each municipality.

2. He determines the amount of the compulsory insurance
premium surcharges he intends to assess under the classifi-
cation system on cars with drivers under 25 years of age
and on private passenger cars chiefly used for business. This
does not result in any additional premium income for the
companies, but serves only to bring about a fairer distribution
of the cost of the insurance.

3. He determines by rating territories the average sum which
should be collected from each car-owner in each rating classi-
fication to meet the total cost of anticipated claims caused
by themotorists of each territory.

4. He adds to these average anticipated claim costs per car that
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part of the premium dollar he plans to allow the companies
for expenses.

The loss portion and the expense portion of the compulsory
premium will be covered in detail as this report progresses, but
it may be appropriate to state here that in recent years the Com-
missioner has allowed 67.5 cents of the premium dollar to pay claim
losses, with the remaining 32.5 cents being allowed the companies
for expenses.

Official Functions of “Rating Bureau”

In 1926, one year prior to the effective date of the Massachusetts
compulsory law, it was realized that there would have to be created
a statistics-gathering agency to serve as a clearing house for the
accident claim loss figures of all of the companies planning to write
compulsory automobile insurance in the Commonwealth. In no
other way would it have been possible to amass in orderly and
accurate fashion the accident loss statistics of the whole casualty
insurance industry and thereby provide both the Commissioner
and the companies with complete and reliable data on which rates
could be calculated.

Accordingly, the then Insurance Commissioner Wesley Monk
requested the insurance companies to form an agency for this
purpose and the companies established the Massachusetts Automo-
bile Rating and Accident Prevention Bureau, 89 Broad Street,
Boston. This organization serves as the official statistics-gathering
agent of the Commissioner for compulsory insurance and it also
has been designated by statute as the statistics-gathering agent
for other automobile bodily injury insurance coverages. It functions
under regulations prescribed by the Commissioner, and its facilities
are also used to compile and review statistics on workmen’s com-
pensation insurance.

The operations of this agency with respect to the gathering of
statistics on paid and outstanding accident claims are totally me-
chanical. The companies first record accident loss reports on in-
dividual punch cards and then forward them to the agency, where
they are processed by IBM machines for proper classification and
assignment to the correct rating territory. In addition to compiling
accident loss statistics, the Bureau makes its own analyses of these
statistics and uses them as the basis for making rate recommenda-
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tions to the Commissioner on behalf of all companies writing
compulsory insurance.

The functions of the agency are so heavily detailed in compliance
with the compilation requirements prescribed by the Commissioner
that it would be impracticable and cumbersome to attempt to dis-
cuss them fully at this point. The role of this statistics-gathering
organization in the compulsory insurance picture, together with
the issues relating thereto, will be explored in another section of
this report. Our purpose in pointing to the activities of the Bureau
at this time has been merely to round out the foregoing general
and elementary description of how Massachusetts compulsory
insurance rates are established.

Elements Affecting Cost of Insurance
As observed earlier, the cost of compulsory insurance in Massa-

chusetts has long been the primary source of most of the public
irritation and misunderstanding over the system’s operation. The
Commission decided, therefore, to review first the questions most
frequently raised in connection with the cost phase of the problem.
These questions fall into specific categories as follows:

1. Reasonableness of Rates
A. Are insurance rates fair to the motoring public and to

the insurance companies?
B. Are insurance companies making unreasonable profits

from the compulsory business?
C. Are the companies losing money on this business?

E. How do the rates of Massachusetts cities and towns meas-
ure up against the rates of comparable cities and towns
of other states?

2. Massachusetts Claim Frequency and Claim Costs
A. How does claim frequency in Massachusetts compare with

that of other states?
B. How does average claim cost in Massachusetts compare

with that of other states?
3. Rate-Making Functions of Division of Insurance

D. Are the companies losing on compulsory but making
profits on allied lines procured through having the com-
pulsory business?
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4. Rating Bureaus
A. Operation of the insurance rating bureau.
B. Should there be a state rating bureau?

5. Insurance Company Record Keeping
A. Insurance company accounting procedures.
B. Allocation of costs of compulsory insurance—of related

coverages.
C. The extent of supervision of the Division of Insurance

over cost allocation procedures of the insurance com-
panies.

6. Insurance Company Reserves
A. Methods of handling reserves.
B. Profits from reserves.
C. Extent of supervision by the Division of Insurance over

the establishment of reserves by the insurance companies.
7. Use of Different Rating Systems

A. Flat rate insurance.
B. Authorizing insurance companies to sell for less than the

standard rate.
C. Higher rates for bad risks in the Assigned Risk Plan.

Reasonableness of Rates

Let us take up these questions singly as they are listed in their
respective classifications, the first category being “Reasonableness
of Rates.”

A. Are insurance rates fair to the motoring public and to the
insurance companies?

As stated earlier in this report, the Massachusetts compulsory
insurance law requires that the Commissioner’s rates for this
coverage be “adequate, just, reasonable and non-discriminatory.”
The obvious intent of the Legislature in writing these requirements
into the statute was to protect the public interest and also to safe-
guard the solvency of insurance companies. The term “reasonable”
can only be construed in this sense as meaning that the insurance
companies should not be permitted to profit unreasonably from the
compulsory insurance business. At the same time, the term “ads-
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quate” unquestionably means that the Commissioner’s rates should
be sufficient to avert financial losses to the companies.

The question as to whether Massachusetts compulsory rates are
“fair” to the motoring public and to the insurance companies is
subject to so much qualification that any flat answer in the affirma-
tive or negative must be regarded as strictly a matter of opinion.
Insurance Commissioner Humphreys, testifying as the first witness
before this Commission, said (Vol. 1, Pg. 46) he believed that the
rates were fair to both the motoring public and to the companies.
If it can be assumed that the Commissioner as a sworn public official
set the rates in good conscience, and there is no reason for this
Commission to believe otherwise, he scarcely could have been
expected to express any other opinion.

Before reviewing the testimony given on this specific question,
the Commission considers it pertinent to present the results of its
own inquiry into the subject, gained through examining the many
exhibits received at the public hearings and through perusing other
documents on public record.

In considering the fairness of the rates to the motoring public,
the Commission decided that any valid estimate would have to be
made on a relative basis over a given period of time, taking into
account the increases in the cost of items directly associated with
the cost of automobile insurance. The period selected for this
analysis was from 1950 through 1957, but it should be explained
that it has not been possible to obtain exact statistics for this
specific period on all of the items. The figures cited, however,
should provide a reasonable index in each case.

1. Number of compulsory insurance claims arising from acci-
dents caused by private passenger cars in Massachusetts. In
1950, 62,500 claims; in 1957, 90,417 claims. INCREASE 44.7
percent.

2. Number of Massachusetts private passenger cars covered by
compulsory insurance on a full 12-months basis in 1957 as
compared with 1950. INCREASE 39.7 percent.

3. Average cost of a compulsory insurance claim on private
passenger cars in Massachusetts. In 1950, $370; in 1957, $540.
INCREASE 45.9 percent.
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4. Hospital costs. (Provided by the Massachusetts Hospital As-
sociation on a national basis only for the period of 1953-1958).
INCREASE 64.3 percent.

5. Average weekly earnings, exclusive of construction and min-
ing industries. (Provided by U. S. Bureau of Labor Statistics
and covering period from January, 1950 through December,
1957). INCREASE 40.6 percent.
(Statistics on which increases in first three items above are based

are on file at the Massachusetts Division of Insurance).

Hospital costs and the rise in average weekly earnings naturally
are the major factors which have been responsible for driving up
the average cost of personal injury claims, along with the increase
in medical costs and medical and surgical fees. Although the rise
in this latter item for the 1950-1957 period is not readily available,
it is assumed that they also have shown a substantial increase over
those years. Wage rates, of course, influence claim costs because
injured claimants must be paid for the time they lose in their em-
ployment through no fault of their own.

In addition to the above considerations, it should be pertinent
in any discussion of the fairness of Massachusetts compulsory rates
to point out that the provision in the premium dollar allowed the
insurance companies by the Commissioner for expenses is the
lowest in the country. This provision, as stated earlier, has been
32.5 percent in recent years up through 1958, as compared with
an expense provision of approximately 50 percent allowed the
companies writing bodily injury liability insurance in other states.
The chief reason why the Massachusetts expense allowance is so
much lower is that general commissions for writing compulsory
insurance here amount to only 12 percent. In other states commis-
sions paid on the same coverage are in the vicinity of 25 percent.

Further, Massachusetts Insurance Commissioners since 1935 have
made no provision in the compulsory rates for profit, while the
bodily injury rates of virtually every other state carry a five percent
provision for profit and contingencies.

Rates “Fair” to Motoring Public
After a painstaking analysis of Massachusetts’ personal injury

claim frequency, which by far exceeds that of any other state, and
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after weighing other factors of significance, particularly the inex-
orable rise in the average cost of accident claims, due to inflation,
this Commission is compelled to set forth a finding which doubtless
will be received in some quarters with incredulity and perhaps irri-
tation. We are firmly of the opinion that the Massachusetts com-
pulsory rates are not only “fair” to the motoring public but that it
also can be shown that the rates are even “overly fair” to the public
because no less an authority than the casualty actuary of the Massa-
chusetts Division of Insurance has testified to us (Vol. 4, Pg. 507)
that in the light of actual experience the rates set by the Commis-
sioner have proven inadequate inrecent years.

Having conducted as conscientious and impartial a study as has
been possible for an official body to make, we can assure Massachu-
setts motorists that any statement that they are being overcharged
for compulsory insurance cannot be supported by facts and data in
existence up to the time of the drafting of this report.

Indeed, if there be any unfairness in the compulsory rates it may
be found in the extent to which the general motoring public is
subsidizing the disproportionate accident claim bill being run up
by cars with drivers under 25 years of age.

Combined statistics for the years 1955, 1956 and 1957 show that
cars with under-25 drivers (Class 2) caused accident claim losses
per car more than two and one-half times as great as those of cars
driven exclusively by older persons (Class 1). This claim loss ex-
perience would justify making the Class 2 rates 153 percent higher
than the Class 1 rates, but the surcharge on Class 2 cars has re-
mained at 55 percent for a number of years. Our Commission is
not too greatly disturbed over this state of affairs and does not
plan to make any recommendation with respect thereto because
such matters under the statute are left to the Commissioner’s judg-
ment and discretion. It does mean, nevertheless, that 73.7 percent
of all Massachusetts car-owners (Class 1) are continuing to subsi-
dize in large measure the accident claim losses of 12.2 percent of
our motorists (Class 2), and to a lesser extent the under-25 motor-
ists in Classes 2A and 28.

Under 25 Driver Rating System

This probably is the proper point to describe the various classifi-
cations in which compulsory insurance on private passenger cars
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is sold in Massachusetts. Prior to 1954 all motorists of the Common-
wealth paid the single territorial rate established by the Commis-
sioner, depending on the community in which the car was principal-
ly garaged. Then, to distribute the cost of the insurance more
equitably, the Commissioner introduced the so-called Age and Use
Classification System, under which specific groups of motorists
responsible for a disproportionately high percentage of accident
claim losses were required to pay through premium surcharges a
fairer and more commensurate share of these losses. t

As presently established and administered by the Commissioner,
the system provides for the grouping of all Massachusetts private
passenger car-owners into five classifications:

CLASS I—Cars with no drivers under 25 years of age and not
used for business.

CLASS 2—Cars with under-25 drivers.
CLASS 2A—Cars whose under-25 drivers have successfully

passed the Registry of Motor Vehicles high school
behind-the-wheel driver training program, or have
passed similar courses at certain private driving
schools certified by the Registry of Motor Vehicles.

CLASS 2B—Cars whose under-25 drivers are married and have
children.

CLASS 3—Cars used principally for business,

The present surcharge assessed by the Commissioner is 55 per-
cent above the Class 1 premium for cars in Class 2, and 27 per-
cent above the Class 1 premium for cars in Classes 2A, 2B and 3.

Similar rating plans with respect to age of driver and business
use already had been operating for years in every other state except
New Hampshire when Commissioner Humphreys instituted the
system in this Commonwealth in 1954. In most other states, how-
ever, the various rating plans have always operated on a morq|
refined basis, with a greater number of risk classifications and
consequently a greater number of motoring requirements and mile-
age limitations to qualify for those classifications. In Massachu-
setts, property damage insurance is also sold in the above five
classifications. In fact, the classification rating system had already
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been in effect for a number of years on property damage insurance
before the Commissioner adapted it to compulsory in 1954.

While the Commissioner’s rating system has been subjected to
considerable attack by some public officials and by individuals
in the under-25 motoring category, a glance at the accident claim
loss statistics for each of the five classifications over the combined
three year period from 1955 through 1957 would seem to justify
the actuarial soundness of the classification procedure and also its
equitableness if one believes that groups of motorists responsible
for abnormally high accident losses should be required to pay
more for their insurance.

PRIVATE PASSENGER CARS
1955-1957

Percentage Average Average
Cars of Claim Claim Claim Loes

Class Insured Distribution Frequency Cost Per Car

1 2,809,722 73.7 5.6 $530 $29.77
2 463.452 12.2 13.7 551 75.44
2A 73.955 1.9 8.5 521 44.42
2B 61,930 1.6 8.9 569 60.75
3 403.046 10.6 7.3 533 39.04

(Above exhibit on file In Division of Insurance.)

Explanation

The “Cars Insured” column lists the number of cars in-
sured in each classification on a 12 months earned car
year basis. For example, if one car were on the road for
only six months and another from the same rating terri-
tory were insured for the same period of time, they would
be counted as one car year.

The “Percentage of Distribution” column lists the per-
centage of cars in each classification in relation to the
total private passenger cars insured in the Commonwealth.

The “Claim Frequency” column lists the frequency of
bodily injury claims caused by cars in each classification
per 100 cars insured.

The “Average Claim Cost” column lists the average
cost of each personal injury claim caused by cars in each
classification.

The “Average Claim Loss Per Car” column lists the
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average amounts which had to be paid in bodily injury
claims for each car insured in the respective classifications,
regardless of whether the vehicle was involved in an acci-
dent.

When contemplating the fairness of the Commissioner’s age and
use classification rating system to the motoring public, the columns
headed “Claim Frequency” and “Average Claim Loss Per Car”
sum up the situation most significantly. It will be noted that for
the three-year period cars with under-25 drivers (Class 2) had far
more than twice the claim frequency of cars with no under-25
drivers (Class 1). In addition, the average claim loss per car in-
sured in Class 2 was 153 percent more costly than the average loss
per car in Class 1.

There have been annual proposals in the Legislature to outlaw
this classification rating plan by prohibiting the Commissioner from
setting rates on the basis of the age of licensed operators. All of
these efforts have been unsuccessful to date, as have been petitions
to modify the system substantially. Doubtless the chief reason for
the defeat of these proposals is the awareness of the Legislature
that elimination of the surcharges on cars in the under-25 classifi-
cations, Classes 2, 2A and 28, comprising only 15.7 percent of all
Massachusetts car-owners, would bring about automatic rate in-
creases of at least 10 percent on Class 1 cars with no under-25
drivers, which represent 73.7 percent of the car-owning public. The
Commissioner, of course uses all of these surcharges on under-25
and business use vehicles to lower the rates commensurately for
Class 1 motorists. Cars used for business have not been included in
these efforts to outlaw the existing rating plan. They represent
the remaining 10.6 percent of the total car-owners.

The objection most frequently voiced to the present system is
that it is unfair to assess surcharges on a car whose under-25
driver has never been involved in an accident. The Commission
is in accord with this view because it must be said that most under-
-25 drivers in Massachusetts are safety-conscious and accident-free.
But we are also mindful that individual rating in automobile insur-
ance, wherever and whenever attempted in the past, has had to
be abandoned because of insuperable operating difficulties and pro-
hibitive cost. Massachusetts itself witnessed an unfortunate experi-
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ence with an adaptation of this type of rating as recently as 1956,
when the Legislature repealed the demerit rating provisions of the
Highway Safety Act of 1953 as they pertained to compulsory
insurance. Administrative weaknesses and shortcomings led to the
abandonment of the system, but there is still a substantial body of
opinion in this state that the demerit rating plan was repealed
before it really had a chance to work.

There are two extremes possible in approaching individual rating.
Under one extreme, every car-owner would wind up paying the
cost of his own accidents, which of course would not only violate
the basic principle of insurance but in fact would not be insurance
at all. Nevertheless, it could be done under the present compulsory
law if every car-owner were financially able to post a bond or
securities or cash to guarantee indemnification to injured parties.

The other extreme would be to have every car-owner contribute
a pro-rata share of accident costs, with no recognition of accident
loss experience either by territory or by groups of motorists. At
present, motorists are grouped on the basis of their probabilities
of having accidents, and not on the basis of the cost of accidents
which already have occurred. To break down these groups further
by attempting to rate motorists individually, based on whether they
actually had an accident, would set aside completely the most funda-
mental concept of insurance, namely, that the losses of the few
must be borne by the many to eliminate the impossible financial
burden of having each motorist pay the cost of his own accidents.

The element of probability of losses has long since become indis-
pensable and axiomatic in rating procedures, not only for automo-
bile liability insurance but in all fields of the business. In fire in-
surance, for example, the premium rates are higher on groups of
houses of wooden construction, far removed from hydrants and
other protection facilities, because the probability of loss is so much
greater than on dwellings of fireproof construction, situated within
easy reach of fire-fighting facilities. It would be neither feasible
nor just to reduce the premium rates for an individual home-owner
in the former group, simply because he never had a fire. On the
same principle, it would be equally impracticable to lower the rates
for an individual motorist in the Class 2 group, due to his not having
had an accident in a limited period, because the probability that he
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will have an accident is two and one-half times greater than that
of motorists in the Class 1 group.

While we, along with the entire motoring public, naturally would
prefer any sound and workable plan under which motorists could
be rated individually, according to their respective accident loss
experience, we must nevertheless face up to the realities presented
by the administrative side of this most difficult and coldly practical
situation. We are dealing here with the rates for more than 1,300,-
000 private passenger cars in Massachusetts. If it has been found
impossible to date to rate motorists individually, then common sense
dictates that the closest approach to the complete justice we should
like to see in our rating system lies in rating motorists by groups,
based on their collective accident loss experience. In the circum-
stances, the Commission has no alternative but to favor retention
of the age and use classification plan of rating for compulsory in-
surance. We also recommend additional studies by the Division of
Insurance and by the companies to develop experience data which
may justify the establishment of additional classifications by the
Commissioner, thereby making the system more equitable to both
the car-owning public and to the companies.

Inadequacy of Compulsory Rates
The latter part of this original question, as to whether the rates

are fair to the insurance companies, would seem to invite discussion
on questions B and C in this category, which are, respectively,
“Are insurance companies making unreasonable profits from the
compulsory business?” and “Are the companies losing money on
this business?” Therefore the Commission will cover all three
questions simultaneously in the hope that greater continuity will
be achieved.

All things considered, the underwriting results for the past eight
years of all companies writing compulsory business in Massachu-
setts should provide the most conclusive answer to these three
questions. A chart outlining this underwriting record will be pre-
sented in due course.

Of more immediate interest, however, is the testimony of Milton
G. McDonald, casualty actuary of the Massachusetts Division of
Insurance. After testifying that there was no provision for profit
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in the compulsory rates, Mr. McDonald was asked: “Do we assume
from that that the companies writing compulsory insurance in
Massachusetts are not making a profit on that segment of the
business?”

Mr. McDonald replied as follows: (Vol. 4, Pg 507) “I would say
that over the period of years there have been some figures to dem-
onstrate that the losses and expenses, added together, stock com-
panies for 1927 through 1955, have produced a loss—the losses
and the expenses have exceeded the premiums collected. That is
from 1927 through 1955 for stock companies. As to mutual com-
panies, they have probably shown an underwriting gain. I don’t
recall how much it is, but it may be five or seven percent, in that
vicinity, before dividends. Up until the last four or five years the
mutual companies did pay dividends but in view of the adverse
experience in recent years there have been no dividends paid and
the companies as a whole have lost money.”

Mr. McDonald was then asked why the companies continued
to write compulsory insurance at a loss in Massachusetts. He an-
swered: (Vol. 4, Pg 508) “Well, I think they have hopes they can
break even on the compulsory insurance by means of the other lines
associated with compulsory insurance—optional bodily injury
coverage, guest, extra-territorial, medical payments, and excess
limits and property damage, on which they may be able to realize
a normal profit without sustaining too great a loss on the personal
injury. I think also they probably feel if they stop writing, there
would be a development for a State Fund.”

In pursuing its study into the adequacy of Massachusetts com-
pulsory insurance rates, the Commission examined first the claim
loss portion of the rates to determine whether the amount provided
in the Commissioner’s rates to pay claims was sufficient to meet
the cost of claims actually incurred by the companies. This question
was reviewed year by year from the inception of compulsory in-
surance in 1927, and the rates for all types of motor vehicles, priv-
ate passenger cars, commercial vehicles, taxicabs, etc., were con-
sidered as a whole in compiling the following exhibit:
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MASSACHUSETTS COMPULSORY AUTOMOBILE BODILY INJURY EXPERIENCE
POLICY YEARS 1927-1957

ALL CLASSES
COMPARISON OF LOSSES INCURRED TO PROVISION

FOR LOSSES IN THE RATES

(4)
(3) Percent acre:

Losses Incurred Losses Incurred
In Excess of In Excess of(2)

(1) Provision for Losses Provision for Losses Provision for Losses
Incurred In Rates (1) (2) (3)Policy Year

S 11,932,061 $ 9,938.048 $ 1.994,0131927
3,101,8371928 12,987,640 9,885,803 3,101,837 31

14.549,736 12,574,120 1,975,616 161929
1930 16,726,125 13,786,158 2,939,967 21

16,117,133 14,582,162 1,534.971 111931
14,733,336 14,995,657 262,321* 2
15.170.487 14,080,838 1,089,649 8
17,441.428 14,650,967 2.790.461 19

1932
1933
1934

1935 15.705.323 15,584,268 121
14,702,000 16,307.109 1,605,109* 10*1936
17,610.924 16.606,258 1,004,666 61937
14,925,493 15,731,486 805,993*1938
16,598,621 16,956.468 357.8471939
16,896,723 17,806.726 910,003*1940
17,781,879 18,972,102 1.190.223* 6*1941

1942 11,614,094 15.884,230 4.270,136* 27*
1943 9.498.173 11,169,589 1,671.416* 15*
1944 10,886,838 11.568,252 681,414* 6*
1945 13.321.053 12,098,158 1,222,895 10

16,944,170 16,379,144 565,026 31946
18,766,523 18.514,821 251,702 11947

,102,174 20.598.415 496,241*1948

1927-1948 $335,011,934 $328,670,779 $ 6,341,155

1949** 22,919,435 21,423.587 1,525,848
1950 •• 29,057.601 22,794,751 6,262,850 27
1951 ** 32.710,057 25,133,188 7.576.869 30
1952** 33,991,395 28,059,217 5.932.178 21
1953** 34,688,690 34,110,371 578.319 2
1954** 37,234,629 38,439,783 1,205.154* 3*
1955** 43,576,785 39.628,752 3.948.033 10
1956** 52,779,140 44.733.738 8.045.402 IS
1957** 57,136,738 52.434.167 4,702.574,702,571 9

1949-1957 5344.124,470 $306,757,554 S 37,366,916 12

$635,428,333 S 43,708,071 7%Grand Total $679,136,404

•Provision for losses exceeded losses Incurred,
1951 .9977••Losses Incurred with the following Development Factors applied: 1949 .9997; 195

1952 —.9944: 1953 .9857; 1954 .9633; 1955 .9355; 1956 —.9082; 1957 .9194
(Data In above exhibit on Ole in Division of Insurance

The amounts listed annually from 1927 through 1948 in the
“Losses Incurred” column represent total claims which were
incurred during that period but which have all since been paid.
The amounts similarly listed from 1949 through 1957 include
both paid and outstanding claims. These amounts have been
reduced from their original levels through the application of
“Development Factors” to estimates for outstanding (unpaid)
claims. These factors are based on past experience in observing

Explanation
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the levels at which outstanding claims eventually are paid,
and are in accordance with the accepted formula of the Division
of Insurance.
It is apparent, therefore, from the above exhibit that at least in

the claim loss portion of the Commissioner’s compulsory rates the
amount provided to pay claims during the 31 years from 1927
through 1957 fell short by $43,708,071 of meeting the actual cost
of claims incurred by the companies during that period. Percent-
agewise, the deficiency amounted to 7 percent.

Having established this history as to the inadequacy of the claim
loss portion of the Commissioner’s rates, the Commission sought
next to reduce the whole claim loss picture to an average loss per
car basis, and finally to determine whether in the final analysis
the Commissioner’s total rates over a recent 10-year period had
been sufficient to cover both claim losses and company expenses.
The purpose of this, of course, was to ascertain whether the com-
panies actually had experienced an overall loss or gain on com-
pulsory insurance.

To this end the Commission made a detailed analysis of the
sworn testimony of Commissioner Humphreys and of Mr. Mc-
Donald, as well as of records of the Division of Insurance and data
filed by the insurance companies under oath.

Since the cost of insurance on private passenger cars presents
the greatest impact on residents of the Commonwealth, and since
such cost is by far the greatest part of the total insurance cost under
the compulsory law, the Commission directed its attention to the
record on private passenger vehicles, using data for the latest 10
years for which actual experience was available when it began
taking testimony.

In the column below headed “Rate Level Pure Premium” are
listed the amounts which the Insurance Commissioner, in estab-
lishing compulsory rates for each year, estimated would be the
average statewide cost per car to pay claims covered by compulsory
policies. In the column headed “Developed Pure Premium” are
listed the amounts which the average statewide cost per car for
these claims actually turned out to be, as now known and after
reducing estimates of outstanding (unpaid) claims in accordance
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with the development formula of the Division of Insurance, based
on past experience:

STATEWIDE PRIVATE PASSENGER

Rate Level
Pure Premium

Developed
Pure Premium

$34.67$28.201956
30.0526.85

26.81
1955

26.731954
25.841953 24.41
26.1020.571952

19.25 26.751951
24.5018.151950

18.57 21.161949
19.23
19.19

19.071948
18.111947

From the foregoing it appears that for the 10-year period be-
ginning with the first full year of unrestricted use of motor vehicles
following the close of World War 11, the average statewide cost per
car for claim losses actually experienced has been generally and
substantially in excess of the Insurance Commissioner’s estimates
on which he based his rates for those years.

The Commission was aware, however, that the total rate estab-
lished by the Commissioner included, in addition to the “Pure
Premium,” a so-called “Expense Loading,” designed to provide for
the administrative costs of investigating, settling, or, if necessary,
defending claims; for wages and commissions, for the overhead
costs of the insurance companies, for taxes paid to the Common-
wealth on premiums for this type of insurance, and presumably
for contingencies and profit, if any. The Commission, therefore,
extended the analysis set forth above to take into account the total
rate established (average statewide) for each year and the total
cost actually experienced per car statewide that year by all com-
panies combined, including claim losses, claim investigation and
settlement, overhead, taxes, etc.

The analysis as to company expenses, as distinguished from claim
losses, was based on returns filed with the Insurance Commissioner
by all companies under oath. The Commission was aware that in
using the returns of all companies it was including expense data
of mutual and other participating companies; that it did not have
available the amount of premium dividends returned to policy-
holders by such companies, and that, therefore, any underwriting
profit (excess of premiums over combined claim losses and all ex-
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penses) disclosed would be by that much overstated, while any
underwriting loss (deficiency of premium) would be by that much
understated.

The Commission nevertheless proceeded to derive from the data
submitted to it in testimony and in filings a statewide average rate
per car and a statewide average total actual cost per car, as shown
in the following exhibit:

MASSACHUSETTS PRIVATE PASSENGER COMPULSORY AUTOMOBILE
COMPARISON STATEWIDE, RATES VS. ACTUAL COSTS

All Companies
All Companies Gain (-f-) All Companies

Average Rate Average Cost or Loss (—) Total Gain (+)

Per Car Per Car Per Car Cars Insured or Loss ( —)

1956 . . $41.78 $48.42 $-6.64 1.274,443 S -8,462.305
1965 . 39.47 43.11 -3.64 1,214,793 -4.421,848
1954 . . 42.22 40.03 +2.19 1,144,433 +2.506,310
1953 . 38.44 38.10 +0.34 1,089,718 +370,504
1952 . . . 32.39 37.27 - 4.88 1,051,185 - 5,129,787
1951 . . . 30.31 36.39 - 6.08 1.020.702 - 6.205.871
1950 . . . 28.58 34.62 -6.04 946.873 -5,719,118
1949 . . . 29.24 30.96 -1.72 860,069 -1,479,320
1948 . . . 30.03 29.32 +0.71 801,696 +569,205
1947 . 28.52 28.92 -0.40 744.665 -297.826

Total . $-2.79 10,148,483 $-28,270,066

The above exhibit shows that over the ten-year period tht
o +iol /-*rvc+ nor* r* nvnopriori axmrQfrn non nor 7Q

The above exhibit shows that over the ten-year period the
actual cost per car exceeded the average rate per car by $2.79,
producing a total deficiency on private passenger cars of more than
$28,000,000 for the period.

As to the expenses of the companies, as distinct from claim
losses, Mr. McDonald testified (Vol. 4 pgs. 480-493) that such
expenses, both as allowed by the Commissioner in his rates and as
reported by the companies, were substantially less in relation to
the premiums for Massachusetts compulsory insurance than for
other automobile liability insurance in Massachusetts or elsewhere
in the country.

From the testimony of all who testified before the Commission
concerning the regulations of the Insurance Commissioner bearing
on the recording, compiling and reporting of all data involved in the
making of compulsory insurance rates, as well as that concerning
the controls exercised and the checks and audits made by the Divi-
sion of Insurance on all of these activities, the Commission found
that such data possessed a high degree of accuracy and credibility.
These were the data used in the foregoing analysis.
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From this analysis, the Commission has concluded that the rates
established by the Insurance Commissioner for private passenger
cars cannot possibly be shown to have been excessive because they
obviously have not produced sufficient funds to meet the full cost
to the companies of providing compulsory insurance in this Com-
monwealth.

On the issue of adequacy of the rates the following exchange
between Mr. McDonald and Mr. Ginsburgh of this Commission is
considerably enlightening. (Vol. 6, Pgs. 618-619)

MR. GINSBURGH: Mr. McDonald, it has just been pointed out
that the pure premium (average amount needed from each car-
owner to pay total compulsory private passenger car claims) in-
creased by some $6.00 in 1950 to 1955 whereas the collected pre-
mium average collected premium increased by approximately
$ll.OO.

MR. MCDONALD: Yes.
Q: What was the underlying pure premium in 1950 with respect

to what was actually experienced? Was it sufficient at that time
or by how much was it inadequate?

A: By about $6.30 inadequate, which is about 33 percent.
Q: Would you say from the figures that the average collected

premium has caught up with the inadequacy by 1955?
A: No, sir.
Q: In other words, the $11.37 was not sufficient of an increase

in the average collected rate to make the rate adequate, is that
what you mean?

A: That is so if you look at the pure premium underlying the
1955 rate. It is $25.78 and the developed fifth reporting for 1955
indicates $30.57, which represents a deficiency of about $5.00, or
20 percent.

It is a matter of record that the companies within the past six
years have felt obliged on two occasions to seek a review of the
Commissioner’s compulsory rates by the Supreme Judicial Court
in an effort to obtain rates which they considered adequate. In the
1952 case (Massachusetts Bonding & Insurance Co., and others v.
Commissioner of Insurance, 329 Mass., 265, 107 N. E., 2d 807) the
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court found for the Commissioner. In the 1957 case (American
Employers Insurance Co., and others v. Commissioner of Insurance,
335 Mass., 748, 142 N. E., 2d 341) after the Commissioner declined
to grant the companies’ request for a rate increase but merely con-
tinued the 1956 rates into 1957, the court annulled the Commis-
sioner’s 1957 rates and directed him to set “new and adequate
rates.” In accordance with this decision the Commissioner in-
creased the 1957 private passenger car rates by an average of 19.0
percent.

Another indication that the Massachusetts compulsory business
has not been favorable from an underwriting standpoint is found
in the fact that this Commonwealth has far fewer companies writ-
ing the coverage than are writing bodily injury liability insurance
in other states. To illustrate, there were 132 companies authorized
to write compulsory insurance in 1957, but only 91 elected to do so.
Other New England states have from 50 to 150 more companies
writing bodily injury.

The reason for this is quite obvious when one examines the
combined underwriting experience of all companies writing com-
pulsory insurance in Massachusetts during the eight-year period
from 1950 through 1957:

PRIVATE PASSENGER CARS

Developed
Earned Average

Policy Car Compulsory Claim Claim Loss
Year Years Premium Losses No. of Frequency Cost Pure Ratio

Incurred Claims Premium

1957 1,322,868.9 $66,417,486 $48,807,864 90.417 6.8 $540 $36.90 73.5
1958 1,274,443.5 54.930.455 44,188.804 87,316 6.9 506 34.67 80.4
1955 1.214,793.5 50,003,881 36.508.325 76,488 6.3 477 30.05 73.0
1954 1,144,433.6 49,614,485 30.586.045 67,897 5.9 450 26.73 61.6
1953 1,089,718.6 43,652,799 28,155.947 66,122 6.1 426 25.84 64.5
1952 1.051.185.8 35,597,874 27.430.996 67,710 6.4 405 26.10 77.1
1951 1.020,702.4 31.725,242 26,242,495 67,189 6.6 391 25.71 82.7
1950 946,873.8 28,207,760 23,154,702 62,500 6.6 370 24.45 82.1

(Statistics In above exhibit on file In Division of Insurance.)

“Earned Car Years” Total cars insured on a full
12-months basis in the policy year.

“Compulsory Premium” Total compulsory insurance
premiums received from the owners of Massachusetts pri-
vate passenger cars.

Explanation
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“Losses Incurred” Total cost of paid and outstanding
compulsory accident claims caused by private passenger
cars exclusively. The majority of outstanding claims in-
curred in 1956 and 1957 already have been paid, while
nearly all outstanding claims for the prior years have since
been paid. As noted above, development factors under a
formula approved by the Division of Insurance have been
applied to both losses incurred and number of claims to
achieve greater accuracy. Consequently, the totals in both
columns are lower than the raw totals received in the
original reporting of accident claim losses.

“Number of Claims” Total compulsory claims caused
by Massachusetts private passenger cars.

“Claim Frequency” Compulsory claims per 100 cars
insured.

“Average Claim Cost” Average cost cf a compulsory
claim for the given year.

“Pure Premium” Average amount needed from each
car-owner to pay total compulsory claims.

“Loss Ratio” Portion of the premium dollar actually
needed to pay total incurred claim losses.

The statistics show that while claim frequency for the period
began to fall off during 1952, it rose sharply again in 1955 and was
even higher during 1956 and 1957. At the same time, it can be
seen clearly that average claim costs have climbed approximately
six percent each year since 1950.

In presenting an exhibit such as the one above there is always a
possibility that the public will compare the “Compulsory Premium”
with the “Losses Incurred” and conclude that the balance repre-
sents so much profit to the companies. Therefore, it is necessary
to make clear that the exhibit deals exclusively with total accident
claim losses in relation to total premiums, and that it does not take
into account the overall cost to the companies of operating the com-
pulsory insurance business.

As heretofore explained, the Commissioner in setting compulsory
rates divides the premium dollar into two portions, one to pay claim
losses and the other to defray company expenses, such as wages,
taxes, commissions to agents and brokers, claim investigation and
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adjustment costs, rent, heat, light, equipment, etc. These items will
be covered later in greater detail.

For the years 1956, 1957 and 1958 the Commissioner established
a provision of 67.5 cents of the premium dollar to pay claims, with
the balance of 32.5 cents being assigned to the companies as an
allowance for expenses.

The Commissioner based his provision in the rates for expenses
on the average of the expenses for the two most recent complete
years as reported according to his instructions by the stock casualty
insurance companies. The expenses of the stock companies are
used as a basis because they pay commissions to agents and brokers.
This procedure is followed because the mutual companies pay divi-
dends to their policyholders whenever a profit is made on the com-
pulsory business. In addition, of course, a car-owner is free to in-
sure his vehicle with either type of company.

Although the Commissioner’s allowance in the rates for expenses
has been 32.5 percent for the years 1956 through 1958, the actual
expenses as reported by the stock companies have been 33.0 percent
for 1955, 33.2 percent for 1956, and 33.1 percent for 1957.

The determining factor, therefore, as to whether the companies
make or lose money in the Massachusetts compulsory business is
found in the 67.5 percent provision in the rates to pay accident
claim losses, assuming that the companies remain within the 32.5
percent allowance for expenses.

In other words, when the loss ratio arising from total incurred
claims remains within the Commissioner’s 67.5 percent allowance
in the premium dollar to pay such claims, the companies as a whole
make money. Conversely, when claim losses exceed that 67.5 per-
cent allowance, the companies as a whole lose money because the
excess has to come out of the 32.5 percent for company expenses.
It should be pointed out that the Commissioner’s division of the
premium dollar has varied from 63.5 cents for losses and 36.5 cents
for expenses in 1950 to 67.5 cents for losses and 32.5 cents for ex-
penses in 1958.

In this connection, the following exhibit will demonstrate what
has been taking place in Massachusetts compulsory insurance on
private passenger cars with respect to actual claim losses as com-
pared with the Commissioner’s allowance in the rates to pay losses;
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IGER CARS

% of Premium
Average Actually % of Premium
Claim Required to Allowed to
Cost Pay Losses Pay Losses

5540 73.5 67.5
506 80.4 67.5
477 73.0 65.5
450 61.6 63.5
426 64.5 63.5

PRIVATE PASSENi

Number ClaimClaim Losses
Incurred

Policy
Year FrequencyClaims

6.8$48,807,864
44,188,804
36.508.325
30,586,045
28.155.947
27.430.996
26.242,495
23,164.702

90,417
87,316
76.488
67,897
66,122
67,710
67,189
62,600

1957
6.91956
6.31955
6.91964
6.11953

63.577.14056,41952
82.7 63.63916.61951

63.6370 82.16.61950

Iblt on file In Division of Insurance.)In above exhll(Data li

The two columns at the right show that for the eight-year period
the actual claim losses incurred exceeded the Commissioner’s allow-
ance in the rates for losses in every year except 1954. This latter
development came as a result of reduced claim frequency during
1954, th first year of the demerit rating system enacted as part of
the Highway Safety Act of 1953. The compulsory insurance pro-
visions of this statute were repealed by the Legislature early in
1956, but the reduction in claim frequency which had been brought
about late in 1953 and during much of 1954 was the chief reason
why the compulsory rates dropped an average of 6.3 percent for
1955, although the companies had recommended a reduction of
only three percent.

In any event, to translate the percentage differentials in the two
columns above into terms of dollars, the total amount provided in
the Commissioner’s rates to pay incurred claims over the entire
eight-year period fell short by more than $28,300,000 of the amount
actually needed to pay these claims.

These actual loss ratios as against the Commissioner’s allow-
ances for losses consist of incurred claims exclusively, and do not
take into account the expense requirements of the companies. It
therefore becomes necessary to add to these actual loss ratios what-
ever provision the Commissioner may have allowed for expenses.

Using the 1956 and 1957 expense provision of 32.5 cents as an
example and adding this amount to the respective loss ratios of
80.4 for 1956 and 73.5 for 1957 it is thereby disclosed that for every
premium dollar received, the actual cost to the companies as a
whole for providing compulsory insurance for owners of Massachu-
setts private passenger cars was $1.13 in 1956 and $1.06 in 1957.
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This is what is meant by the term “inadequate rates.” To be
truly adequate, insurance rates must be sufficient to meet the cost
of both claim losses and business expenses, and also to provide a
margin for reasonable profit. By the weight of the actuarial evi-
dence shown above, together with the record of testimony, it is
unmistakably clear that Massachusetts compulsory automobile in-
surance rates have been inadequate in seven of the past eight years.
It is the conclusion of this Commission, therefore, that while these
rates have reached levels which admittedly caused dissension in
Massachusetts, they nevertheless were inadequate.

D. Are the companies losing on compulsory but making profits
on allied lines procured through having the compulsory business?

The so-called allied lines are the various automobile coverages
in addition to compulsory insurance. They are all optional, and
include:

Coverage Limits of Liability
EXTRA - TERRITORIAL AND GUEST $5,000 each person
usually sold together. The first protects $lO,OOO more than one
car-owner against liability for death or person in any one
injury caused off the highways of Massa- accident.
chusetts. The second protects owner for
death or injury to guest occupants both on
and off Massachusetts highways.

EXCESS LIMITS increases the limits of Unlimited
coverage from the $5,000-$lO,OOO mini-
mum required by the compulsory law to
any higher limits owner may elect to pur-
chase. Also applies to both coverages
listed above.

MEDICAL PAYMENTS regardless of lia- Available from $250
bility, this coverage pays medical, surgical, per person to $5,000
ambulance, hospital, nursing and funeral per person in each
expenses of persons injured while riding accident.
in, entering, or alighting from car. Also
pays such expenses if owner or members

Question of Profit on Allied Lines
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of immediate family are injured while rid-
ing in or being struck by any motor
vehicle, including bus or taxi. Also covers
such persons when injured as pedestrians.

Physical Damage
COMPREHENSIVE pays for loss or dam- Actual cash value
age to vehicle, except by collision or upset.
Includes fire, theft and windstorm.
COLLISION OR UPSET pays for damage Actual cash value less
to car caused by collision or by upset. usual $5O or $lOO de-

PROPERTY DAMAGE LIABILITY pro- ductible.
tects car-owner whose vehicle causes dam- $5,000 each accident
age to other property.

The above automobile coverages are separate and distinct from
compulsory insurance, although there always has been a strong
tendency on the part of the public to confuse them with compul-
sory, particularly property damage and excess limits. Property
damage liability, of course, is not related to compulsory insurance,
which protects against liability for death and injury. The same is
true with excess limits, which protects against liability in excess of
the $5,000-$lO,OOO statutory minimum under compulsory. For ex-
ample, if an $B,OOO verdict were returned in favor of a person who
was the sole victim to sustain injury in a motoring accident, the
compulsory insurance would cover only up to $5,000 of the verdict
or the minimum required by the compulsory law. The $3,000 bal-
ance would have to be paid out of the excess limits coverage, if the
owner of the car which caused the accident carried such insurance.

The companies file separate rates for each of these optional cov-
erages, with the Commissioner having the power of disapproving
them if he can show legally that they do not meet the governing
statutory requirements.

Generally speaking, it must be assumed that the companies over
the long run make a profit on a number of these allied lines, for if
they did not it would be impossible for them to remain in business.
It must be stated, however, that this is not always the case, espe-
cially during periods of abnormally severe loss experience such as
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has been taking place in recent years not only in Massachusetts but
across the entire country.

Undeniably, there have been years during periods of relatively
good experience since 1927 in which the companies as a whole may
have made a profit on all automobile lines in Massachusetts, in-
cluding compulsory. Again, there have been years in which profits
from some of the optional lines doubtless have compensated many
of the companies for the losses they sustained in compulsory. At
the same time, it must be recognized that there have been periods of
extremely adverse experience in which the underwriting results on
all optional lines have been poor, along with compulsory, thereby
inflicting heavy losses on most companies for the entire automobile
business. In this respect there can be little doubt that the period
from 1950 up to the present has been decidedly unfavorable from
an underwriting standpoint, and this is said notwithstanding the
fact that there is a five percent provision for profit and contingen-
cies in the rates for all optional lines of automobile insurance in this
Commonwealth.

Probably the most enlightening commentary on this whole issue
is found in the following exhibit:

Earned Incurred Permissible
Line Year Premium Losses Loss Ratio Loss Ratio

Total Bodily Injury . 1956 $ 96,523,187 $ 69,115,600 .716 (.620)
(Note 3)

Compulsory 1956 66,272,204 57,381,345 .866 .676

Bodily Injury Other Than
Compulsory . 1956 30,250,983 11,734,255 .388 .500

Property Damage . . • 1955 40,613,839 24,274,455 .699 .606
(Note I)

Physical Damage . . Year Ending 44,582,012 29.024,950 .651 .688
6-30-56 (Note 2)

Total . . $181,619,038 $122,415,006 .674 (.608)
(Note 3)

(Note 1) Including all loss adjustment expenses.
(Note 2) Losses and loss adjustment expenses paid.
(Note 3) Weighted permissible loss ratios.

The above figures which set forth the Massachusetts automobile
premiums and losses by major line of insurance were presented as
a blackboard exhibit to the Commission at its public hearing on
September 23, 1957 by Mr. McDonald, casualty actuary of the Divi-
sion of Insurance. These figures, which represented the latest

MASSACHUSETTS AUTOMOBILE BODILY INJURY, PROPERTY DAMAGE AND
PHYSICAL DAMAGE EXPERIENCE FOR LATEST POLICY YEAR
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policy year experience available, were presented together with the
total bodily injury liability experience, by year, for policy years
1950-1956, property damage experience, by year, for policy years
1950-1955 and physical damage experience, by year, for policy years
1950-1956.

Although the above figures are as of a first reporting and for
slightly different policy periods, they do indicate that, on the basis
of these latest available policy year figures, the overall loss ratio
for all major lines of Massachusetts automobile insurance of 67.4%
is 6.6 percentage points higher than the permissible loss ratio of
60.8%. To translate this percentage deficit into dollars, the losses
exceeded the provision for losses in the rates by almost $12,000,000.

In relation to the above exhibit, the table below sets forth a
comparison of the provision for losses in the rates with the actual
losses incurred.

(2)
Permissible
Loss Ratio

.676 :

.500

(.620)
(Note 3)

.605

.586

(.608) :
(Note 3)

(6)
Losses In
Excess of
Provision
for Losses
(4) - (3)

(3) (6)
Provision (4)
for Losses Incurred

(1) Loss
Earned Ratio

Line X (2) LossesPremium (4) -i- (1)

44,733,738 S 57,381,34.

15,125,492 11,734,25;

69,859,230 09,115,601

S 60,272,204Compulsory 512.647,607
3,391,237*

.866
Bodily Injury Other Than

Compulsory 30,250,983

96.523.187
40.513.839
44,582,012

.388

Total Bodily Injury

Property Damage .

Physical Damage .

9.256,370

236,418*

2,899,891

.716

24,510,873 24,274, .599

26,125,059 29,0 .651

$181,619,038 10,495,162 $122,415. 511,919,843Total .674

Provision for Losses Exceeds Losses.

(Note 1) Including all loss adjustment expenses.
(Note 2) Losses and loss adjustment expense paid.
(Note 3) —Weighted Permissible Loss Ratios.

From this table it can be seen that the 1956 policy year com-
pulsory incurred losses exceeded the provision for such losses in
the rates by over $12,600,000. For the other bodily injury cov-
erages (Guest, Extraterritorial, Excess Limits and Medical Pay-
ments) the provision for losses exceeded the incurred losses by al-
most $3,400,000. However, a substantial portion of this other

(Note 1)

(Note 2)
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bodily injury coverage is made up of excess limits coverage, the
losses of which at a first reporting are about half of what they are
ultimately settled for. As Mr. McDonald testified, (Vol. 7, Pg. 724)
“the excess limits development factor runs from 1.75 to 2.0, which
means your losses on excess limits in the first report are about half
of what they are ultimately settled for over the extra fifteen years

over the last fifteen years”.
For property damage, the provision for losses exceeded the actual

incurred losses by $236,000.
The physical damage results indicate that the losses exceeded the

provision for losses by almost $2,900,000.
The approximate $12,000,000 by which the actual losses exceeded

the provision for losses in the rates for the major lines of Massa-
chusetts automobile insurance as of a first report may be larger as
subsequent reports are made available. In any event, the figures
clearly show that in the most recent period for which complete
statistics are available the losses sustained by the companies writ-
ing compulsory insurance were neither borne by other lines of
Massachusetts automobile insurance nor offset by profits from the
other lines of Massachusetts automobile insurance.

Comparative Rates Elsewhere in Nation
E. How do the rates of Massachusetts cities and towns measure

up against the rates of comparable cities and towns of other states?
There are a number of disparities which must be borne in mind

when one attempts to compare the automobile insurance rates of
Massachusetts communities with those of communities in other
states.

One reason for this is that most of the other major states have
financial responsibility laws requiring motorists, when purchasing
insurance, to carry minimum coverage of $lO,OOO and $20,000 for
death and bodily injury liability, plus $5,000 property damage. In
other words, bodily injury and property damage insurance are sold
in a package in those states, and guest and extra-territorial cov-
erage is included.

In Massachusetts, of course, compulsory (bodily injury) and
property damage are sold separately, with specific rates for each.
In addition, the Massachusetts compulsory rates are for minimum
coverage of $5,000 and $lO,OOO instead of the $lO,OOO and $20,000
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minimum required in other states. Like property damage, guest
and extra-territorial insurance is also optional in this Common-
wealth, and there is a separate rate for this coverage, the premium
being $7.00 in recent years.

Thus, when comparing the rates of Massachusetts communities
with the rates of communities in other parts of the nation, it be-
comes necessary first to add the $7.00 guest and extra-territorial
premium to the compulsory rate of the Massachusetts community
being used for comparison. The next step is to take this total and
increase it by 20 percent, which is the present premium charge for
excess limits coverage of $lO,OOO and $20,000 in this state. Finally,
there must be added the appropriate community rate for $5,000
property damage insurance.

The Commission, therefore, has developed the following table of
1958 private passenger car rates, assuming that the coverage in
each case included $lO,OOO and $20,000 bodily injury, $5,000 prop-
erty damage, and also guest and extra-territorial insurance:

1958

Lowest Premium

Boston, Mass. ........... $167.10
Chelsea, Mass. ........... 167.90
Revere. Mass. ........... 153.40
Somerville, Mass. .......... 145.70
Worcester, Mass. .......... 136.40
Cambridge, Mass. .......... 133.60
Saratoga Springs, N. Y. ......... 113.00
New York City, N. Y. (Manhattan, Bronx and Brooklyn) 142.20
Montlcello, N. Y 109.60
Queens, N. Y, . . . . . . . . . 103.60
San Francisco, California ......... 88.00
St. Louis, Mo 99.00
Hartford, Conn. .......... 102.20
Jersey City, N. J. . . . . . . . . 87.80
Bayonne, N. J. . . . . . . . . . . 87.80
Albany, N. Y 87.20
Troy, N. Y 87.20
Philadelphia, Pa. .......... 85.60
Portland, Oregon ..........

83.80
Bridgeport, Conn. .......... 97.00
Atlantic City, N. J 83.20
Newark, N. J. . . . . . . . - • • 81.00
Kansas City, Mo. .......... 78.40
New Britain, Conn. .........

87.40
Seattle. Wash. ........... 75.00
Los Angeles, Calif. . . . . . .

.

. • • 74.00
Oakland, Calif. ........... 73.60
Manchester, Conn. ..........

73.40
Chicago. 111. ........... 89.00
Miami. Fla. ...........

71.80
Vicksburg. Miss. .......... 57.00
District of Columbia .......... 60.80
Birmingham, Ala. .......... 48.20
Atlanta, Ga. ........... 47.40
New Orleans, La. .......... 44.80
Memphis, Tenn. ........... 41.60
Savannah, Ga. ........... 40.80

Highest Premlui

$279.90
278.60
255.00
244.40
225.90
224.40
331.60
330.80
319.40
317.60
309.00
307.20
272.20
271.40
271.40
268.40
268.40

265.80
260.40
258.60

:43.
233.40
232.80
229.80

226.00
223.40

188.00
150.20
146.60
136.80
134.80
126.80
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Explanation

The column headed “Lowest Premium” lists the rates
for cars which have been classified in other states under
conditions somewhat approximating the Massachusetts
Class 1 category, which comprises cars with no drivers
under 25 years of age. In most other states, however, a
prohibition on driving to and from work is also required
to qualify for the lowest rate. The rates listed under
“Highest Premium” are for cars grouped in classifications
which could be compared with the Massachusetts Class 2
category, or cars with under-25 drivers resident in the
household. In other states these highest premiums are
assessed on unmarried, under-25 males who own and prin-
cipally operate the vehicle.

For a variety of reasons, such as traffic congestion, types of high-
ways and weather conditions, it is very probable that the cities
listed above do not serve as perfect examples for a comparison of
automobile insurance rates. Nevertheless, the exhibit is highly
significant in illustrating several important points.

The comparison shows clearly how insurance rates climb hand-
in-hand with rising claim-consciousness under a compulsory system
in which it is common knowledge that every motorist is insured.
If Massachusetts has the highest claim frequency in the country,
it stands to reason that its insurance rates likewise should be the
highest in the country. The vital factor of average claim costs in
determining rates will vary among states, but there is not the
slightest question that unusually high claim frequency is the prin-
cipal reason why Massachusetts rates have soared to their present
levels.

It is also interesting to note that the so-called “Lowest Premium”
rates for the Massachusetts communities fisted are much higher
than most of the comparable rates for the other cities, while in the
“Highest Premium” column the Massachusetts rates compare
favorably with those of a number of the other communities.

This is largely attributable to the difference in rating procedures
and to the more precise and refined systems of classifying risks in
other states. In Massachusetts, for example, a car-owner can
qualify for the lowest (Class 1) rate even if he drives 30,000 or
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40,000 miles a year, providing no one under 25 years of age operates
the car. This type of motorist manifestly is exposed to a far
greater probability of accident involvement than the motorist who
pays the lowest rate in New York and in most other states. To
qualify for the lowest rate in these states, in addition to the under-
-25 driver and business use prohibition, car-owners must not even
drive their cars to and from work. Total mileage limitations also
are imposed in other classifications in many states.

Obviously, the “Highest Premium” rates for the Massachusetts
cities compare favorably with those of other cities because the
Commissioner has limited the premium surcharge on cars with
under-25 drivers to 55 percent. If he were to impose the 153 per-
cent surcharge warranted by the accident claim loss experience
on these cars, the so-called “Highest Premium” rates for Massa-
chusetts communities would be much higher, while at the same time
the rates for all motorists in the “Lowest Premium” class would
be considerably lower.

Another consideration is that Massachusetts has a highly de-
tailed breakdown of cities and towns for rate-making purposes.
Other states generally include the territory within five miles around
a city when considering that city’s experience for rating purposes.
This outlying experience usually serves to “sweeten” the experi-
ence of the city motoring population and consequently the surround-
ing suburbs often subsidize the congested city areas to some extent.

Frequency and Cost of Massachusetts Claims
The questions to be considered in this section of the report deal

with the general subject of “Massachusetts Claim Frequency and
Claim Costs.”

A. How does claim frequency in Massachusetts compare with
that of other states?

The flat and unequivocal answer is that Massachusetts bodily in-
jury claim frequency compares very badly with that of other states.
We have already stated that the Massachusetts claim frequency is
the highest in the whole country. What we now wish to emphasize
is that the Massachusetts frequency so overwhelmingly outdistances
the rest of the nation that it exceeds the New York state frequency,

CATEGORY TWO
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second highest in the country, by 33.3 percent. On a local basis,
Boston’s claim frequency exceeds even New York City’s by more
than 50 percent.

The following table lists private passenger car bodily injury
claim frequencies by states for the years 1954, 1955 and 1956 (per
100 cars insured) and then gives at the right the average fre-
quency of each state for the three-year period:

Average
State 1954 1956 1950 1964-1956

Alabama ........ 1.6 1.7 2.0 1.8
Arizona 1.7 2.0 2.3 2.0
Arkansas ........ 1.6 1.8 2.2 1.9
Colorado ........ 1.0 1.1 1,3 1.1
Connecticut ........ 3.1 3.2 3.7 3.3
Delaware ........ 1.4 1.4 1.5 1.4
District of Columbia 2.2 2.9 3.3 2.8
Florida 1.9 2.1 2.4 2.1
Georgia 1.7 1.9 2.2 2.0
Illinois 3.4 3.9 4.2 3.8
Indiana 1.8 1.7 2.1 1.9
lowa 1.2 1.4 1.6 1.4
Kansas ......... 1.3 1.5 1.6 1.5
Kentucky ........ 2.1 2.1 2.3 2.2
Louisiana 2.4 2.6 2.8 2.6
Maine 1.9 2.0 2.2 2.0
Maryland ........ 2.2 2.4 2.8 2.5
Massachusetts .......

6.9 6.3 6.9 6.4
Michigan 1.8 1.9 1.9 1.9
Minnesota ........

2.0 1.9 2.3 2.1
Mississippi ........ 2.0 1.9 2.2 2.0
Nebraska ........ 1.2 1.5 1.5 1.4
Nevada 1.9 2.1 2.2 2.1
New Hampshire

.......
2.8 3.0 3.1 3.0

New Jersey ........

2,5 2.7 3.1 2.7
New Mexico ........ 1.4 1.6 1.7 1.6
New York ........ 4.3 4.9 6.4 4.8
North Carolina ....... 1.6 1.8 1.8 1.7
North Dakota ....... 0.9 1.1 1.0 1.0
Ohio 2.0 2.3 2.6 2.3
Oklahoma 1.8 2.0 2.2 2.0
Oregon ......... 2.0 2.3 2.5 2.3
Pennsylvania ....... 2.2 2.4 2.7 2.5
Rhode Island 2.9 3.2 3.2 3.1
South Carolina ....... 1.6 1.9 2.2 1.9
South Dakota ....... 1.0 1.0 1.1 1.0
Tennessee ........ 2.0 2.4 2.4 2.3
Utah 1.3 1.6 1.7 1.5
Vermont ........

1.9 1.7 2.3 2.0
Virginia 1.5 1.8 1.9 1.7
Washington ........

1.4 1.7 1.9 1.7
West Virginia 2.1 2.1 2.4 2.2
Wisconsin 2.6 2.8 2.8 2.7
Wyoming ........

0.7 0.9 0.8 0.8

Total 2.5 2.8 3.1 2.8

Explanation

The above data was obtained from the National Bureau
of Casualty Underwriters and from the Mutual Insurance
Rating Bureau, and the separate statistics for each state
are on file in the Insurance Departments of those states.
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The frequencies of California, Idaho, Missouri, Montana
and Texas are not included because the Mutual Bureau
does not operate in those states and consequently the com-
bined frequency data for all companies is not readily ob-
tainable. It has been established, however, that the Mas-
sachusetts frequency is considerably higher than the fre-
quencies of the states not listed.

In addition, the claim frequencies listed for Massachu-
setts cover compulsory claims alone and do not include
claims under guest and extra-territorial coverage, as do
the frequency figures for the other states. Hence, the
Massachusetts claim frequencies are lower than would
otherwise be the case.

The exhibit provides a harsh commentary on Massachusetts’
runaway claim frequency, showing that over the three-year period
it was

33% higher than New York
94% “ “ Connecticut

137% “ “ New Jersey
156% “ “ Pennsylvania
106% “ “ Rhode Island
133% “ “ New Hampshire
220% “ “ Maine
220% “ “ Vermont

In view of the claim frequency’s being higher in this Common-
wealth than in any other state in the nation, there must of neces-
sity be a serious question as to whether or not a substantial num-
ber of these claims are unwarranted, exaggerated, or in some in-
stances are even fraudulent. This problem is entirely a moral one,
and it has long been axiomatic that it is useless to attempt to legis-
late morals.

This claim consciousness unquestionably results from compelling
all motorists to carry liability insui’ance on their vehicles. There
can be no question but that the inducement to file a claim on the
slightest provocation, or even on no grounds at all, is inherent under
a compulsory insurance system, and this statement should not be
construed as an unfair reflection on the morals of Massachusetts
people. It is nothing more than a recognition that Massachusetts
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people are only human, and in this connection it will be of interest
to note what develops in the claim frequencies of the state of New
York, whose compulsory system went into effect in February of
1957, and of North Carolina, where compulsory insurance became
operative on a trial basis on January 1, 1958.

Rise in Claim Consciousness
The late Wesley E. Monk, who served as the first Insurance Com-

missioner in this Commonwealth under compulsory automobile in-
surance, spoke most prophetically on the issue of claim conscious-
ness and related matters in September of 1926, when he established
the first compulsory rates for the year 1927, explaining that they
were predicated largely upon approximation, due to the lack of
complete loss experience data.

“If, as some believe,” he said in a public statement published on
September 24, 1926, “fraudulent or excessive claims will be ex-
tensively imposed on the companies; if, as others apprehend, juries
indiscriminately will render verdicts in favor of the plaintiff solely
because the defendant is insured, or if they will award exorbitant
damages on the popular theory that the companies have plenty of
money and can afford it, and it thereby happens that the companies
are required to disburse for claims an amount in excess of the
estimates thereof which have been made, the automobile owners,
let it be understood, and not the companies, will inevitably pay the
ensuing augmented costs through increased premium charges. They
and they alone will pay the cost of carrying insurance under the
law.”

The developments against which Commissioner Monk sounded a
warning took place almost simultaneously with the inception of
the Massachusetts compulsory law. In those early years private
passenger cars were divided into three groups for rating purposes,
based on such engineering specifications as wheelbase, cylinder dis-
placement and brake horsepower, whereas today there is a single

rate for all cars. A glance at how the Boston rates shot
up only two years after the operative date is fairly indicative of the
state as a whole

Ford Buick Cadillac
$29.00 $37.00 $45.00
$47.00 $47.00 $62.00

1927
1929
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Commissioner Monk’s announcement of the 1929 rates in the late
summer of 1928 touched off a major controversy in the election
campaign of that year, and finally brought about his resignation
as Commissioner. Governor Alvan T. Fuller, since deceased, had
ordered Mr. Monk to reduce the 1929 rates by cutting the value of
outstanding claims by 25 percent. The Commissioner rejected this
directive as “an attempt to solve a mathematical problem by the
introduction of a factor of political expediency.” He resigned on
September 1, 1928, and the 1929 rates, reduced by some 10 percent
from Commissioner Monk’s proposed rates, were finally promul-
gated by an acting Commissioner.

In addition to the natural claim consciousness which flourishes
under compulsory insurance, there also has been a tendency to file
a personal injury claim, regardless of liability for the accident,
obviously on the misguided theory that anyone sustaining injury
is automatically entitled to indemnification.

Extent of Spurious Claims

In its efforts to seek out and evaluate the factors underlying the
exceedingly high Massachusetts claim frequency, the Commission
quite naturally directed considerable attention to what is familiarly
known as the “phony claim problem.”

It is generally felt that there are altogether too many claims of
this type filed under compulsory insurance in this Commonwealth,
and members of the Commission subscribe to this view. But the
term “phony,” as popularly applied, requires explanation. It can
mean a claim which is simply fraudulent, based on situations which
never took place. Also, it can mean a claim wherein the actual
extent of injury is magnified in an attempt to obtain a financial
settlement in excess of what is warranted and just. Again, it can
be an instance in which an occupant of a car, fortunate enough to
have escaped the slightest injury in an accident, will file a claim in
any event, usually claiming a “shaking up” or back injury.

Claims of this type are usually classified as either fraudulent or
exaggerated, but as far as this Commission is concerned the ele-
ment of fraud is present in each variety.

We are convinced that claims based on outright fraud have been
insignificant in number and have had little influence on insurance
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rates. On the other hand, we are persuaded that claims based on
injuries which have been exaggerated, or even on injuries which
are imaginary, have been substantial in number and consequently
have exerted considerable influence in the rising cost of compulsory
insurance in Massachusetts.

Public opinion on the methods generally followed by the insur-
ance companies in handling claims is decidedly in conflict. Many
people feel that the companies traditionally have been penurious
and overly exacting on claims, thereby forcing large numbers of
legitimate claimants to bring suit. Many others insist that the
companies are too liberal in their disposition of claims and too
readily pay so-called “nuisance” claims instead of fighting them in
court.

Rather unexpectedly, considerable testimony on this subject was
given by former Registrar of Motor Vehicles Rudolph F. King, who
has since been succeeded by Registrar Clement A. Riley. Mr. King
had been called as a witness on November 13, 1957, principally to
discuss highway safety matters. He turned to the issue of ques-
tionable claims, however, in citing various reasons why, in his
opinion, the number of persons reported injured to the Massachu-
setts Registry of Motor Vehicles was so exceptionally high and
showed such a constant and sizeable increase each year, as com-
pared with other states. Massachusetts law requires the reporting
of persons injured in motoring accidents to the Registry.

Mr. King stated (Vol. 13, Pgs. 1272-1276) that the main reason
why the Massachusetts record was so high was that the Registry’s
reporting system was more efficient and more complete than that of
other states. It was also his contention that a large but undeter-
mined number of persons, although unhurt in an accident, nonethe-
less reported themselves to the Registry as having been injured to
substantiate, at least to that extent, a claim for personal injury.

Mr. King then told (Vol. 13, Pgs. 1276-1277) of a survey con-
ducted under the auspices of the Registry, the Massachusetts De-
partment of Public Works and the U. S. Bureau of Public Roads
to determine the total economic cost of automobile accidents. This
survey, he said, consisted of a house-to-house canvass of 8,000 Mas-
sachusetts residents reported as injured in motoring accidents dur-
ing 1953. Personal interviews with claimants during this investi-
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gation disclosed many cases of dishonesty, Mr. King testified,
describing a number of the more flagrant ones to the Commission.

Before concluding his discourse Mr. King said the survey among
the 8,000 persons showed (Vol. 13, Pg. 1286) “that so-called
nuisance claims constituted in 1953 and I am sure the same ratio
will hold good since then 61.6 percent of all personal injury
claims for under $395 in the Commonwealth of Massachusetts.”

Several members of the Commission sought clarification of this
statement.

REPRESENTATIVE McEVOY: (Vol. 13, Pgs. 1321-1322) Mr.
King, I was quite interested in your figure and I might be wrong.
It isn’t quite clear in my mind as to the statement you made. I was
wondering whether that 61.6 (percent) of all accident settlements
were under the figure of $395 was correct.

A: Might I say to you that that is a report made by the study
that is being made by the Bureau of Public Roads, the Public Works
Department and the Registry of Motor Vehicles; and those are fig-
ures given to us by that study and not our figures, and that is for
the year 1953, as you will note.

Q: Yes, I was wondering. That is four years ago. I was in-
terested in trying to find out how the figure of $395 was arrived at
because the inference seemed to be that anything below $395 was
a nuisance settlement; and when you take into consideration four
years ago the value of the dollar I am not criticizing you now.
I am criticizing the person who arrived at the figure of $395. I
have seen many a legitimate claim where a person was actually out
of work for a week and in bed, and has received less than $395 in
settlement of his claim.

SENATOR DeSAULNIER: (Vol. 13, Pgs. 1326-1329) Mr. Reg-
istrar, the question I’d like answered is this. We have heard an
awful lot today about fraudulent claims, and you have mentioned
some of the files that you have with you. I am more concerned
with it as to how it affects the overall picture. For instance, in
the year 1956 from your figures there were some 52,956 personal
injury accidents reported to your department your division. Do
you have any facts or figures that could give us what percentage
of that figure there could be, either proven or hypothetical, that
could be said to be fraudulent claims ? In other words, are we talk-
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ing about a personal opinion of yours or of someone in your depart-
ment, or do we have anything factual to fall back upon because,
as I see it, in your last statement you answered Joe McEvoy’s ques-
tion most significantly. What you have said and what others have
said is that there has been a moral indictment of the people of
Massachusetts because of the fact that either the greater percent-
age of them are fakers or are something else. And what I’d like
to know is: Do we have any facts to substantiate that moral indict-
ment that we seem to have made?

A: Well, I think that there are facts. I think that this Com-
mission or this organization that is working every day on claims
that somebody considers not properly presented has facts. You
can call them fraudulent claims. You can call them anything you
like, but there is an organization that seems to be increasing in
membership.

Q: You are talking now about Judge Crafts’ commission?
A: Yes. After all, you have some men working there. You

have ex-police chiefs. I know of one ex-police chief who is working
there, one captain of an important department. What are they
doing? Their whole day is taken up with claims that are consid-
ered not properly made. That proves it beyond a shadow of doubt,
doesn’t it, that there are some grounds for these statements

Q: That is what lam trying to get at, Mr. Registrar, in asking
for facts and figures because I have personal knowledge, as my
brother member of the bar has. In ten years of practicing law, and
a good portion of my practice I’d say 45 percent has been in
the tort business, I have never yet had an insurance company settle
claims on a bodily injury without asking for an examination of the
claimant and, following the examination, by their physician asking
for a copy either of the doctor’s report or the hospital record where
the claimant was treated; and I haven’t found one case yet in ten
years, so that is why I am interested in the percentage of where
the fraudulent claims come in.

A: lam really surprised, Mr. Chairman, because I know of cases
where they have been settled without request for information, and
I think everybody around this room knows the same thing.

Q: You mean settled directly with the claimant?
A: Certainly.



SENATE —No. 466.1959.] 52

Q: Well, I have no knowledge of that, of course; but when you
are talking about their paying claims without any basis of there
being a real injury, that is why I’d like to get some information
and I hope we can get it from this commission, from Judge Crafts’
commission —as to how many percentagewise there are in the
overall picture; because what we are primarily concerned with is
giving to the motorists of the Commonwealth a lower rate of in-
surance.

Relative to the instances of alleged dishonesty and other abuses
found in the survey referred to earlier, Mr. King was asked by Mr.
Ginsburgh (Vol. 13, Pgs. 1313-1314) if any of such cases had been
turned over to the Attorney-General or to any district attorney for
prosecution. He answered in the negative, saying that this was not
his duty.

In response to the questions of several members of the Commis-
sion, Mr. King said (Vol. 13, Pg. 1317) he strongly favored legis-
lation under which, as a condition precedent to making a claim for
bodily injury in a motoring accident, the claimant would be required
to file an affidavit with the Registry and be subject to the penalties
of perjury.

Efforts to Combat Spurious Claims
Judge Frederic A. Crafts, supervising counsel of the Massachu-

setts Claim Investigation Committee, appeared before the Commis-
sion on November 18, 1957, a week after Registrar King’s appear-
ance. He testified to his personal friendship with Mr. King and
added: (Vol. 14, Pg. 1360) “But I cannot believe that every claim
of $3OO or less or $395 or less is suspicious, from my experience;
and I know that Rudy, when he said that, made an honest miscal-
culation. ..

”

Judge Crafts described (Vol. 14, Pg. 1336) how in December of
1931, following the disclosure of a number of claims abuses and
other dishonest practices during the first years of compulsory in-
surance in Massachusetts, the insurance industry formed a citizens’
committee representing the bar associations, the medical profession,
the Boston Chamber of Commerce and other groups to consider
the problem. This committee petitioned the Supreme Judicial
Court to authorize an investigation, and the court assented. This
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led to the permanent establishment of the Massachusetts Claim
Investigation Committee, which is staffed by professional opera-
tives, usually former police detectives and men with FBI experience.
Although the organization is maintained chiefly by the insurance
companies, the various public utilities are also contributing mem-
bers.

The Committee operates in concert with the Index Bureau, Inc.,
both being located at 260 Tremont Street, Boston, and Judge Crafts
described (Vol. 14, Pg. 1338) the working procedure as follows:
When an insurance company receives any type of claim, whether it
be automobile, workmen’s compensation or general liability, it re-
ports the claim immediately to the Index Bureau, giving the details
and the name and address of the claimant and also the names of
the lawyer and doctor in the case, if any. The Index Bureau the
following day sends to the company and to the Claim Investigating
Committee a full record of the claimant, listing every claim he pre-
viously may have made.

In this manner, it was explained, a complete, up-to-the-minute
record is kept on the activity of claimants, lawyers and doctors.
Judge Crafts said (Vol. 14, Pg. 1339) a person becomes classified
as a “chronic claimant” on the filing of five claims over any period
of time. His name and complete history as to claim activity is sent
out to all insurance company claim departments to put them on
their guard against any additional claims by the individual named.

“Chronic claimants” are immediately and permanently placed
under surveillance by all companies, and from this point on they
are required to go to court to resolve any claims they may bring.
As a result, the witness said (Vol. 14, Pg. 1353) most “chronic
claimants” fail to make an appearance in court.

The procedure through which a claimant establishes himself as
a “chronic claimant” is not an inflexible one whereby the individual
is permitted to run a free course until he files his fifth claim, Judge
Crafts stressed. He said the first line of defense against spurious
claim practices lies in the claim departments of the insurance com-
panies themselves, where trained personnel are constantly on the
watch for this activity. Consequently it is common practice for
company claim departments to notify the Claim Investigation Com-
mittee at once in cases where there is the slightest suspicion of
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fraud, even when the claimant has no known claim history.
In these latter instances, the witness said, the procedure is for

the staff of the Claim Investigation Committee to interview wit-
nesses and to review the files for evidence of fraud. If the organ-
ization finds a reasonable suspicion of fraud but is unable to develop
concrete evidence, the company is advised to use its own discretion
in resisting payment as strenuously as possible. If definite evidence
of fraud is found, prosecution customarily follows.

Cases of Actual Fraud Small in Number

In addition to the large number of automatic referrals involving
claim repeaters, Judge Crafts estimated (Vol. 14, Pg. 1343) that
the companies annually forward between 350 and 400 cases of sus-
pected fraud to his organization for investigation. This, it was
brought out, represents only about one-half of one percent of com-
pulsory insurance claims currently being filed each year.

As a result of the Claim Investigation Committee’s activities, ten
major fraudulent claim rings have been broken over the years, 41
lawyers have been disbarred or otherwise disciplined, and the
licenses of an undetermined number of physicians have been sus-
pended or revoked, it was testified (Vol. 14, Pg. 1344).

Under questioning by Counsel Leary on the reasons for Massa-
chusetts’ high claim frequency, Judge Crafts said: (Vol. 14, Pgs.
1359-1360) “I would also suggest that perhaps otherwise perfectly
honest people and the number is very small, of course would
not consider insurance as a fund for distribution, a pilferage fund.

“Unfortunately, everybody knows that every automobile in this
state operating here under our registration law is covered by insur-
ance and that there is at least five and ten behind the policy, and a
lot of the public not a great proportion, but a considerable
amount of the general public feel that that fund is for their per-
sonal benefit if they have an accident.

“I think that the general public should be educated to the fact
that they can’t have their cake and eat it, too. If they are going to
make these fictitious sometimes, sometimes exaggerated claims,
they are going to pay for it in the form of increased premiums.
Somebody has got to pay for it. The companies can’t operate in
the red.”
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In this connection, the witness said (Vol. 14, Pg. 1358) a good
deal of the difficulty is presented by the filing of personal injury
claims following minor property damage accidents. Although in all
likelihood no injury has been sustained, a bodily injury claim fre-
quently will be filed on the discovery that the other motorist in-
volved carries no property damage insurance. This also will occur
where there is property damage coverage but the company declines
to pay the claim because it feels that its insured is not liable for the
accident. Many bodily injury claims of this variety would be elim-
inated if property damage insurance also were made compulsory in
Massachusetts, Judge Crafts contended (Vol. 14, Pg. 1359). The
Commission will consider this subject in another section of this re-
port.

In addition, the judge favored (Vol. 14, Pg. 1363) a proposal
under which the statements of claimants and the medical reports
of physicians in accident claims would have to be signed under pen-
alties of perjury, along with the reporting of bodily injury accidents
to the Registry of Motor Vehicles. He also said (Vol. 14, Pg. 1361)
legislation was needed to give both parties in a claim action an
opportunity to obtain copies of accident reports on file at the Reg-
istry.

On the question of the extent of fraudulent claims under com-
pulsory insurance in Massachusetts the Commission is in agree-
ment with Judge Crafts that the number is inconsequential and
that the companies actively and successfully resist actual fraud
whenever it is detected.

Extent of Exaggerated Claims Unknown
What we do lack, however, and there appears to be no sure and

certain yardstick available, is the precise extent to which compul-
sory claims are magnified by claimants as to true value, and also
the extent to which the companies may or may not be successful in
resisting this sort of activity.

The questioning of Judge Crafts by Mr. Gartland of the Commis-
sion elicited some highly interesting information on this aspect, but
failed to throw any light on the volume of exaggerated claims:

MR. GARTLAND: (Vol. 14, Pgs. 1369-1371) Judge Crafts, I’m
correct, am I not, in believing that your Commission is not at all
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concerned with the exaggeration of claims as such but only with
fraudulent claims?

JUDGE CRAFTS: That is fraud. Exaggeration is fraud, and
we are interested in it.

Q: Are there then many cases
A: Our activity among the doctors is based on that very thing

exaggeration of claims.
Q: And could the work of the Commission be classified as two-

fold, then, getting at exaggeration as well as getting at outright
fraud?

A: That’s right, because I consider an exaggerated claim a
fraudulent claim.

Q: Could you give us some idea of how many of the cases that
you investigate relate exclusively to fraud?

A: I would say that all of them relate to fraud.
Q: Then I haven’t made the distinction clear. Perhaps I don’t

understand it clearly in my own mind, but I am thinking of two
classes of cases, perhaps. One is a class where there is no question
of liability involved because the case is altogether fraudulent, alto-
gether baseless. This, now, is not a matter of the value of the claim
but of alleging circumstances that just didn’t take place. And the
other class are cases where an accident occurs but the value of the
accident is exaggerated.

A: Well, as I said before, we handle both of those. Where there
is a legitimate accident but the injuries or the damage are exag-
gerated, then we feel that that exaggeration is a fraud, and we go
in and investigate it. And I might say that most of the doctors
whom we have presented before the Medical Board have gone in on
the question of exaggeration. I have seen doctors whom I have
prosecuted before the Medical Board who put in a bill for 50 visits
where there was only one, and we can prove it and do prove it.
And you can imagine the difference that the exaggeration brings
about in the amount of that claim. When you have one visit to a
doctor and he certifies that he has made 20 to 50 20 to 50 look
at the difference; and that is fraud, of course, on the part of the
doctor, and he is assisting a claimant to put over a fraudulent
claim.. .

As stated at the outset of this discussion, the Commission is
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strongly inclined to the belief that the percentage of compulsory
claims in the exaggerated class is substantial, and that therefore
the effect of these claims in increasing the cost of compulsory in-
surance is unmistakably present. No source, not even the com-
panies themselves, can present a true measurement as to the extent
of the problem because there is no common ground and no single
and uniform sense of values on which a precise and authoritative
answer can be based.

Therefore, the basis for our feeling that the ratio of exaggerated
claims is excessive and costly is the staggering Massachusetts com-
pulsory claim frequency itself, with all it implies. It should be obvi-
ous that the only way in which a frequency record of this magni-
tude can be erected is by swamping insurance companies with thou-
sands of claims which in other states would not even be committed
to paper. The problem, then, is the wholesale filing of claims of
this type, plus the additional consideration of overvaluation.

How strongly do the companies fight these claims? We are con-
vinced by our examination of this question that the companies
make every possible effort to resist payment on claims wherein
actual injury is questionable and likewise on claims in which actual
injury is exaggerated. Common sense dictates that the officers of
any company would insist on this. Indeed, if such were not the
case, most companies would be out of business.

So the fault is not lack of resistance. The fault lies rather in the
inability of the claims forces of the companies to seal off at all
points in the dam the day-to-day flood of questionable and exag-
gerated claims. Again, by the weight of their numbers, it must be
assumed that many of these claims are being paid without full justi-
fication.

At the same time we cannot accept the generalizations presented
to us of the companies settling vast numbers of questionable and
exaggerated claims indiscriminately, without any regard for the
merits of the individual case. This makes no sense whatever and
in most inconsistent with the commonly known attitude of insur-
ance companies with respect to parting with money.

It must not be overlooked that the companies have to regard
these claims as legitimate, even if they suspect that many of them
are not. They cannot very well ignore their contractual obliga-
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tions to pay the damages for which their policyholders are legally
responsible.

Typical Exaggerated Case Described

Assume that a woman enters a $l,OOO claim for bodily injury
through her attorney, and the company feels it is worth only $4OO.
The company will seek to effect a settlement, but the claimant will
accept nothing less than $l,OOO. Finally, rather than go to court,
the attorney advises his client to accept $B5O, and she agrees.

The responsibility then is on the company claims man as to
whether he should stick to his $4OO figure or pay $450 more than
he feels the case is worth. The probabilities then have to be weighed
should the case go to court. The claimant already has an experi-
enced lawyer, and there is no question of liability involved. She
also has a doctor, a presumably reputable man, who will testify
under oath that the claimant suffered a painful shoulder injury,
which kept her from work for 10 days while he made six visits to
her home to treat her. Further, the doctor is also ready to testify
that the claimant still has difficulty in raising her arm. In addi-
tion, there are two other women who witnessed the accident and
will testify to visiting the claimant while she was confined to her
home.

In evaluating these considerations, it occurs to the claim super-
visor that if the case goes to a jury he will run a strong risk of
having to pay a verdict of possibly $1,500 or more.

What should the claim man do in the best interests of his com-
pany? And although it is unlikely that he will think of it, what
should he do in the interests of keeping down the compulsory insur-
ance rates?

Unquestionably, he will settle this case out of court for $B5O,
thereby doing violence to the opinion of a substantial number of
Massachusetts people that the companies should carry all such cases
to court on the theory that if this were done there would be far
fewer questionable and exaggerated claims.

The Commission agrees that this would be the happy solution,
if only it were feasible to fight all of these claims in court. Some
of the difficulties which immediately come to mind are that there
are not nearly enough courtrooms in Massachusetts to handle such
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a volume of cases (even now only about two percent of all claims
reach a courtroom); the congestion of cases in the Superior Court
docket would be such that it would require a waiting period of many
years before going to trial; justice would be impaired, due to the
death or other inability to produce witnesses, and, more to the
point, the cost of defending so many suits and having to pay so
many higher verdicts at the required six percent interest from the
date of the filing of the writ would drive up the cost of insurance
to levels which would be absolutely prohibitive.

This whole problem is so completely subject to the vagaries of
human behavior and observance of the Golden Rule that its solu-
tion cannot be found by applying arbitrary, clear-cut measures.

But to the extent that it may cause many to think twice about
the consequences of filing fraudulent or exaggerated claims, we feel
that motorists making written reports of bodily injury accidents to
the Registry of Motor Vehicles, as now required by law, should be
obliged to sign such reports under penalties of perjury.

Importance of Average Cost of Claims

B. How does average claim cost in Massachusetts compare with
that of other states?

The following table lists by states the percentage of increase in
the average paid claim for bodily injury coverage in 1957 over
1955. It should be emphasized that the figures are for paid claims,
rather than for total incurred claims, which include both paid and
outstanding claims combined:
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Increase

Alabama
Arizona
Arkansas
Colorado
Connecticut
Delaware .
District of Columbia
Florida
Georgia
Illinois
Indiana
lowa .

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
NewYork .

North Carolina
North Dakota
Ohio .

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee .

Texas
Utah .

Vermont
Virginia
Washington
West Virginia
Wisconsin .

Wyoming

The figures above were provided by the national Bureau
of Casualty Underwriters and the Mutual Insurance
Rating Bureau, and are on file in the Insurance Depart-
ments of the states listed. California, Idaho, Missouri and
Montana are not listed because the Mutual Bureau does
not operate in those states.

Examination of the exhibit discloses that the average paid com-
pulsory insurance claim cost in Massachusetts is the lowest in the
nation, (even counting the four states not listed). The reason for
this is clear and strikingly significant. Under the tremendously
high Massachusetts claim frequency, the ratio of minor personal
injury claims in the $lOO $2OO class is far greater than that of

Explanation
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all other states. It is the excessive number of claims in this cate-
gory which is mainly responsible for high compulsory insurance
costs in Massachusetts, but claims in this class do serve to depress
the average cost of claims to the lowest level in the country. Obvi-
ously, if average Massachusetts claim costs were to approach the
level of the nationwide average under the same claim frequency we
now have, the compulsory rates here would be so prohibitively high
that many thousands of our car-owners would not be able to put
their vehicles on the road.

v It will be noted, however, that while the Massachusetts average
compulsory claim cost for private passenger cars is the lowest in
the United States, the percentage increase in this average cost from
1955 to 1957 was 20.9 percent, fourth highest in the country.

One of the seemingly unusual features of the exhibit is that while
average claim costs increased through most of the nation, 11 of the
44 states listed showed reductions in such costs ranging from 0.4
percent in Minnesota to 14.5 percent in South Dakota. It should
be pointed out in this connection that most of the 11 states report-
ing decreases in claim cost are principally rural, with far fewer in-
sured cars on the road. In this type of state, with a relatively low
number of insured cars to use as the basis for computation, a series
of severe accidents over a short period of time can drive up the
average cost of claims to a marked degree for the whole state. By
the same token, an abrupt cessation of bad accidents in such states
over a relatively short period can bring about a material reduction
in average claim cost.

in any event, the exhibit illustrates the established pattern of
rising average claim costs for the country as a whole. As explained
earlier in this report there is very little if anything that either mo-
torists or insurance companies can do to lower the cost of the prin-

* cipal items which make up a personal injury claim hospital rates,
* medical and surgical fees, drugs, and, of course, the lost wages

which must be paid to injured workers. These essentials are all
firmly caught up in the grasp of inflation, and the cost of each has
been advancing steadily since 1950.

About the only thing a motorist can do to keep average claim

Consistent Rise in Cost
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costs down these days is to drive more slowly and thus minimize
the severity of accidents.

There is also another important matter to be considered by all
adult citizens on this question, and that is the impact of jury ver-
dicts on the general level of claim costs. Although less than two
percent of all Massachusetts compulsory claims wind up in a court-
room, it nevertheless is a fact that the level of jury verdicts auto-
matically serves as the standard yardstick in the settlement of the
other 98 percent of accident claims which are disposed of out of
court.

This Commission, by the above statement, is merely setting forth
a fact for the information of the public. It is frequently said that
unwarrantably high jury verdicts are one of the chief causes of
rising automobile insurance costs. And of course we frequently
read newspaper accounts of an unusually high award for personal
injuries in Massachusetts. While it is undeniably true that jury
verdicts set fairly uniform rates for out-of-court settlements, our
studies of all information we were able to obtain on this subject
lead us to conclude that jury verdicts and their influence on bodily
injury insurance costs is not nearly the disturbing problem in Mas-
sachusetts that it has proved to be in other major states.

Commonwealth’s Role in Setting Rates

The subject matter to be considered now deals with the rate-
making functions of the Massachusetts Division of Insurance. We
have made frequent references to these functions up to this point,
but it is perhaps desirable to outline them briefly so that there may
be no question as to the part played by the Commonwealth in the
rate-making process.

As we already know, the Insurance Commissioner under law
actually sets the rates for compulsory insurance, and he regulates
the rates for all other lines of automobile insurance.

The functions of the Division of Insurance in making rates for
compulsory insurance are many and diverse, and fall generally into
four fields of activity:

1. Accumulating through the Rating Bureau, under methods

CATEGORY THREE
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prescribed by the Commissioner, a complete record of every policy
written and the accident loss experience incurred under such poli-
cies by all companies writing compulsory insurance in the Com-
monwealth.

2. Checking the accuracy of these statistics by sending exam-
iners into the claim department of all companies to review the files
on each claim and determine whether the amounts of paid and out-
standing claims correspond to the amounts reported by the Rating
Bureau to the Commissioner. The examiners must also ascertain
that each claim has been properly classified by the company as a
compulsory claim and charged to the appropriate rating territory.

3. Obtaining directly from the companies each year, on detailed
forms prepared by the Commissioner, the various classified ex-
penses incurred by the companies on compulsory insurance exclu-
sively, as well as on other automobile bodily injury lines.

4. Evaluating and interpreting the statistics on both claim losses
and expenses. This work is done by the actuarial staff of the Divi-
sion, usually under the supervision of a Deputy Commissioner, and
is essential to the Commissioner in weighing developments in the
accident loss experience and using them as guides in setting rates
which will meet the statutory requirements of “adequate, just,
reasonable and non-discriminatory.”

Gathering of Statistics
As to the gathering of accident loss statistics, the Commissioner

annually promulgates what is called a statistical plan, setting forth
the type of data he desires from the companies and also the manner
in which he wants such data compiled. For example, in December
of 1957 the Commissioner promulgated his statistical plan for 1958,
under which the companies were directedto forward to him through
the Bureau a record of every compulsory policy written by each
company, along with other pertinent information such as the type
of vehicle covered by the policy, the place of garaging, and in the
case of a private passenger car its classification as to age of driver
and business use. These data must be reported within 30 days after
the close of each month.

In addition, the companies are required (Vol. 8, Pg. 778) to make
monthly reports through the Bureau on payments made on claims
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incurred during the last 10 policy years. Outstanding claims for the
most recent expired policy year are required to be reported to the
Bureau as of March 31, and the estimated reserve on each claim
must not have been valued by the companies before the March 31
date. Also, outstanding claims for the nine prior policy years are
reported after December 31 of the most recent expired policy year,
and the estimated reserve on each claim must not have been valued
before the December 31 date.

All of this information is listed on individual coded punchcards,
and when the cards reach the Bureau they are fed through IBM
machines and classified to provide compilation totals on many types
of statistical data, all relating to the accident loss experience on
specific classes of vehicles, such as private passenger cars, com-
mercial vehicles, taxicabs, buses, motor cycles, etc. Through such
mechanical processing on private passenger car experience, for
example, it is possible to provide the Commissioner with the follow-
ing information as prescribed in his statistical plan:

(A) The combined accident loss experience of all cars in each
city and town in Massachusetts. This lists for each community the
total cars insured on a full 12-month basis; the total dollar amount
of compulsory premiums received by the companies from the owners
of such cars; the total amount represented by the claim losses in-
curred by the companies on such cars; the total number of com-
pulsory claims caused throughout the state by cars insured in the
community; the frequency of such claims per 100 cars insured; the
average cost of each claim; the pure premium, or average claim
loss per car insured in the community; and, finally, the loss ratio
or percentage of the total cost of paid and outstanding claims in
relation to each compulsory premium dollar received from car-
owners of the community. All of this statistical information is
listed for each of the five most recent years separately, for the
five most recent years combined, and for the two most recent years
combined.

(B) The combined accident loss experience of cities and towns
by rating territories. The first eight of the present 17 rating terri-
tories are single-community territories, and the experience of each
is listed separately. Territories 9 through 17 are multi-community
territories. The experience of all of the remaining communities,
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therefore, is listed separately under the rating territories to which
they have been assigned by the Commissioner, and the combined
experience of each territory is then computed.

(C) The combined accident loss experience of all private pas-
senger cars insured in Massachusetts, as detailed above in Item
No. 1.

(All of the above information is compiled in what is
known as the Private Passenger Car Town Book).

(D) The “developed” experience for private passenger cars on a
statewide basis. These data, obtained by applying appropriate de-
velopment factors based on past experience, to both the total num-
ber of claims and to the total cost of incurred claims originally
reported in any given year, particularly in the two most recent
years, provides a more accurate and up-to-date analysis of the
underwriting picture. A record of “developed” data is provided for
the most recent 10-year period. (A more specific account of this
process will follow).

(E) The “age and use” classification experience, statewide and
by rating territories. These data list the experience for the most
recent year and for combinations of years in each of the five risk
classifications established by the Commissioner. The statistics set
forth the number of cars insured on a 12-months basis in each
classification and provide a comparison of the accident loss experi-
ence of under-125 driver cars, cars used principally for business, and
cars without under-25 drivers and not used for business, particu-
larly with respect to relative claim frequencies and claim losses.

(F) The same classification experience for all cars in the
Assigned Risk Plan.

These are the types of data which the Commissioner’s statistical
plan requires the companies to furnish through the Bureau. Fre-
quently, however, he or his actuarial staff requests additional
specific information to aid in promulgating the compulsory rates.

Examination of Claim Statistics

Just as the work of accumulating accident loss statistics for the
Commissioner goes on throughout the year, the task of checking
company claim files to verify statistics flowing through the Bureau
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is carried out on a year-around basis by the staff of the examination
section of the Division of Insurance.

Commissioner Humphreys and Charles Powers, chief examiner
of the Division of Insurance, described in detail (Vol. 3, Pg. 319)
how the examination section is required to augment its working
staff to as many as 90 examiners as the year progresses and the
volume of claims increases.

The examiners check every paid and outstanding claim on file in
the offices of the companies, and also review the reserves which the
companies have established on outstanding claims. This important
work is rather detailed, and the chief objective is to provide the
Commissioner with the most accurate claim loss statistics obtain-
able for rate-setting purposes.

In addition to verifying the amounts of paid claims and the
amounts of reserves on outstanding claims to make certain that
they correspond with the amounts mechanically recorded by the
Bureau, the examiners must also ascertain that each claim has
been properly classified under compulsory insurance and is not in
reality a claim which should have been charged to other bodily
injury lines such as extra-territorial, guest coverage or excess limits,
or even to property damage. Also, if the claim checks out as to
amount and proper classification, the examiner must also deter-
mine that the loss has been charged to the proper city or town.

The examiners keep work sheets on which errors are recorded,
and corrections are made both in the company files and at the
Bureau. As to the general accuracy of these figures, Commissioner
Humphreys made this comment: (Vol. 1, Pgs. 14-15) “In the event
there is an excessive amount of errors it would be called to my
attention and I would write to the company concerning the matter.
This sometimes has been occasioned in the larger companies by
the fact of their size, would cause them to hire people who may
not stay very long with them and are young, and sometimes in
handling these files they are mixed up.

“However, it has been our experience over the years, and when
I say over the years, I have talked with the examiners themselves
with regard to this particular type of examination, and they have
found no evidence of any deliberate mixup of the files thus far.”



SENATE —No. 466. [Jan.67

Reports on Company Expenses

In addition to issuing his statistical plan to obtain complete data
on the accident claim loss experience of the companies, the Com-
missioner annually calls upon the companies to report their ex-
penses for the previous year on compulsory insurance separately,
and also on other forms of automobile bodily injury insurance. He
does this by issuing to the companies what is called the Massachu-
setts automobile liability insurance expense plan, an extensive and
detailed form on which the companies are required to certify under
oath specific expenses under various account classifications.

These classifications are listed as (1) Investigation and Adjust-
ment of Claims, (2) Acquisition, Field Supervision and Collection
Expenses, (3) Taxes, (4) General Expenses. The Commissioner’s
expense plan breaks down these classifications into specific sub-
divisions, and the companies are directed how to report their allo-
cated and unallocated claim expenses for compulsory insurance
separately and also for other automobile bodily injury lines.

All of these expenses are reported directly by the companies to
the Commissioner, without Bureau participation, although a con-
siderable amount of allocated expense data on paid claims are trans-
mitted to the Commissioner through the Bureau. (A more thor-
ough presentation of the reporting of expenses by the companies
will be found later in this report).

Evaluation of Statistics

The transmittal of complete data on claim loss experience and
expenses as described above provide the Commissioner and his
actuarial staff with all of the information needed to establish com-
pulsory rates for the ensuing year.

In addition to carrying out the task of accumulating these masses
of statistics, whether physically or through the mechanical oper-
ations of the Bureau, the Commissioner is kept up to date on devel-
opments in the claim loss experience by assigning his casualty
actuary to attend Bureau meetings at which the data are analyzed
and discussed.

As far as compulsory automobile insurance is concerned, the
actuarial section of the Division of Insurance is constantly engrossed
in evaluating and interpreting the statistical data as they increase
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in volume. Extensive scientific tests of the figures are conducted
from time to time, and their results, together with other up-to-date
developments in the experience generally, are customarily included
in a memorandum which the casualty actuary prepares for the
Commissioner when he commences the actual work of establishing
tentative compulsory rates each year.

Along with the attention it devotes to compulsory insurance rate-
making, the Commissioner’s actuarial section of course is required
to review in great detail the rate filings made by the companies
for other lines of automobile bodily injury and property damage
insurance. Under the Massachusetts rate regulatory laws, these
rate filings become operative in accordance with their stated effec-
tive dates. However, if the Commissioner subsequently concludes
upon reviewing the filings that the rates do not meet their respec-
tive statutory requirements, he must notify the companies in which
specific respects he considers the rates to be in violation of law,
and also set a date for a hearing. Following such hearing he may
invalidate the rates and order a revised filing, in which event a
court review would be available to the companies.

Functions of the Rating Bureau

We turn now to an examination of the “Rating Bureau” issue,
which for many years has been so highly controversial in public
and private discussions of the Massachusetts compulsory automobile
insurance system. Before taking up the question of whether the
Commonwealth should establish a statistical agency of this type
within the Division of Insurance, however, let us consider the his-
tory and activities of the existing organization.

The actual day-to-day functions of the agency were covered
rather minutely in the immediately preceding chapter describing
the types of statistical data on claim loss experience which the
Commissioner obtains from the companies through the Bureau.
For this reason, the Commission does not deem it necessary to
devote further attention to these specific activities.

Principal witnesses on this subject included Commissioner
Humphreys, Mr. McDonald, his casualty actuary; Mr. Linder, con-

CATEGORY FOUR
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suiting actuary to this Commission, and Lawrence W. Scammon,
present manager of the Bureau.

We have already described how the Massachusetts Automobile
Rating and Accident Prevention Bureau was formed by the com-
panies at the request of Insurance Commissioner Monk in 1926 to
serve as a clearing house for accident loss statistics of all com-
panies engaged in the compulsory business.

A more detailed account of the formation of the Bureau, together
with its purposes, was provided by the Massachusetts Supreme
Judicial Court in 1937 in its decision in the case of American Em-
ployers’ Insurance Company v. Commissioner of Insurance (298
Mass. 161): “When the compulsory motor vehicle insurance law
(hereafter called the compulsory insurance law) was first enacted
in 1925, the Commissioner of Insurance then in office considered
various possible methods of determining premium charges.

“There was formed with his approval a voluntary association of
the interested insurance corporations, termed for convenience the
bureau. Its declared objects were to cooperate with the Commis-
sioner in carrying out the provisions of the compulsory insurance
law and to deal with the various activities arising under it . . .

“It was, however, formed at his request and was adopted by him
as his principal instrumentality for collecting data and statistics
for use in establishing classifications of risks and fixing premium
charges as required by said section 1138.

“Its use for this purpose has been continued by all subsequent
Commissioners, including the respondent. Each Commissioner, in-
cluding the respondent, has established rules and regulations in
great detail, known as the statistical plan, to be used by the insur-
ance companies for reporting to the bureau the data, statistics and
information required for the fixing of classifications and premium
charges.”

The Bureau continues as a voluntary association of these com-
panies, operating under a constitution whose provisions today are
essentially the same as originally adopted in 1926. Of necessity,
these provisions are geared to maintain an orderly and systematic
working arrangement with the Commissioner in providing him with
the statistical data he requires to set compulsory rates. It operates
under a Governing Committee of company representatives. There
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is also a Legal Committee, which deals with matters involving
policies and endorsement forms; a Manual Committee, to keep the
companies advised of up-to-date rules and procedures, and also an
Actuarial Committee, which deals with methods to expedite the
gathering and evaluation of statistics.

Bureau “Arm” of Insurance Department

There was already a precedent for the formation of the Bureau
in 1926, for in 1915 the Massachusetts Workmen’s Compensation
Rating and Inspection Bureau was organized by the companies at
the request of the then Insurance Commissioner to perform com-
parable functions in the field of workmen’s compensation insurance.
Still later, a third organization, the Massachusetts Motor Vehicle
Assigned Risk Plan, was formed voluntarily by the companies,
although its status was changed from voluntary to statutory with
the enactment of the Highway Safety Act of 1953. All three organ-
izations are housed under one roof at 89 Broad Street, Boston.

The status of the Massachusetts Automobile Rating and Accident
Preventing Bureau as the licensed statistics-gathering agent of the
Insurance Commissioner in compulsory automobile insurance is
quite clear. It also serves under law as the statistics-gathering
agent for other automobile bodily injury lines, and its facilities are
used for the compilation of statistics on workmen’s compensation
insurance. The Bureau does not handle statistics on automobile
property damage inurance. Rates for this coverage, based on
Massachusetts accident loss experience data, are filed by other rat-
ing organizations or by the companies directly.

The Commissioner’s statistical plan, setting forth the type of
data he desires and the manner in which he wishes it compiled, is
binding on all companies and, in effect, establishes the rules and
regulations under which the Bureau must operate in processing the
information for the Commissioner.

In its capacity as the statistical agency of the Commissioner on
compulsory insurance, the Bureau was termed by Mr. Linder in a
memorandum (Memorandum No. 1, September 20, 1957) to this
Commission as “for all practical purposes an arm of the Insurance
Department.”

In the same memorandum, following an extensive survey of the
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Bureau’s operation at the direction of this Commission, Mr. Linder
stated: “So far as I know, for the compiling of automobile bodily
injury data, no other state presently requires the filing of detail
punched cards for all premium and loss transactions. Also, so far
as I know, no other state makes so detailed a check of all loss trans-
actions. On the other hand, until recently, no other state had a
compulsory law.”

While it is true that the Commissioner exercises full authority to
direct the Bureau to collect any type of statistical information he
may desire, he has no voice as to the physical operation or direct
maintenance of the agency. This is left exclusively to the com-
panies. However, the overall operations and records of the Bureau
are reviewed by State examiners every five years, and there is a
standing agreement under which these examiners may and do visit
the Bureau at any time to look into any specific activity. In this
connection, a subcommittee of this Commission visited the Bureau
in the autumn of 1957 to inspect the vast mechanical operation
through which the experience data is processed and compiled for
the Commissioner.

Under the terms of the Bureau’s constitution, the Commissioner
is legally entitled to attend all Bureau meetings relating to com-
pulsory insurance, and almost without exception he assigns his
casualty actuary to represent him at such meetings. There is a
free exchange of views between the Commissioner’s representative
and the Bureau and company personnel, as a result of which the
Commissioner is kept apprised of developments. Following these
discussions, the companies make final decisions relative to rate
revisions to be recommended to the Commissioner. As previously
noted, the Commissioner is not bound by such recommendations.

Bureau Statistics Called Accurate

There also appears to be no valid question as to the availability
and accuracy of statistical information obtainable from the Bureau.
Commissioner Humphreys testified on July 23, 1957 (Vol. 1, Pgs.
130-137) that he had never experienced any difficulty in obtaining
whatever data he had requested, and also that he had never had
occasion to question the accuracy of the Bureau’s statistics.

It also seems fairly obvious that the working arrangement at
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89 Broad Street, with mechanical facilities available for processing
statistics for both automobile and workmen’s compensation insur-
ance, makes for economical operation throughout the year.

As to numbers of personnel, Mr. Scammon said (Vol. 8, Pg. 825)
there were about 113 persons employed in all three organizations
combined, including the Assigned Risk Plan, and that 12 of these
employees devote part of their work to the three agencies during
the year. He stated (Vol. 8, Pg. 799) that the most recent annual
budget of operating the automobile Bureau was approximately
$146,000. This cost is all borne by the member companies of the
Bureau, and each is assessed according to its volume of automobile
business. The apportionment of this cost is based on premium
writings for the various automobile lines. Accordingly, inasmuch
as compulsory insurance represents two-thirds of the total auto-
mobile volume, the same percentage of the Bureau’s maintenance
cost is charged to compulsory, with the remaining one-third being
apportioned among the other bodily injury lines. On this basis, the
cost of operating the Bureau represents about one-tenth of one cent
of the compulsory premium dollar.

Actually, the official functions of the Bureau are twofold. It
serves primarily as the statistics-gathering agent of the Commis-
sioner, in which capacity its operations are almost totally mechani-
cal. Secondly, and quite distinct from this mechanical role, the
Bureau with the aid of company actuaries interprets these statisti-
cal compilations and uses them as the basis for recommending
annual rate revisions to the Commissioner on behalf of all of the
companies.

As has been stated, the companies have no voice beyond that
of making recommendations through the Bureau, which recom-
mendations, incidentally, the Commissioner is not legally obligated
to follow. Nevertheless, there has been a widespread public ten-
dency to overlook the fact that the Bureau’s primary function is to
collect and compile statistics for the Commissioner, and an even
stronger tendency to conclude that the Bureau actually sets the
compulsory rates. The very title of the Bureau undeniably fosters
this misconception to a large degree.

Therefore, as a means of clarifying public thinking along these
lines, the Commission recommends that the title of the Massachu-
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setts Automobile Rating and Accident Prevention Bureau be
changed to the Massachusetts Automobile Statistical and Accident
Prevention Bureau.

As to the Bureau’s activities in the field of accident prevention,
Mr. Scammon stated (Vol. 8, Pg. 795) that the member companies
annually contribute substantial sums toward the support of the
Massachusetts Safety Council, the Worcester County Safety Council
and the Western Massachusetts Safety Council. In the past few
years, he said, these contributions have totaled more than $55,000
annually. This is not included in the Bureau’s operating budget.
The Bureau assesses its member companies on the basis of premium
volume, and the companies, in turn, include these contributions in
their annual expense reportings to the Commissioner.

Should there be a “State Rating Bureau?” During the legisla-
tive year and whenever compulsory insurance rate increases are
announced by the Commissioner, demands for the establishment
of a “State Rating Bureau” are renewed in many quarters. Again,
it is the wording of this commonly misused phrase which needs
clarification here. Actually, the advocates of a State Rating Bureau
are calling for the creation of a state agency which is already in
existence. The Commonwealth has always had a “Rating Bureau”
for compulsory insurance in the Division of Insurance. The only
difference is that it is known as the Rating Section of the Division.
It is staffed by actuaries who perform the commonly accepted
duties of any licensed rating bureau, namely the interpretation and
practical application of statistical data as the basis for setting auto-
mobile insurance rates.

To set the record straight, therefore, it should be emphasized
that the so-called State Rating Bureau adherents are actually seek-
ing the establishment of a state-operated statistics-gathering organ-
ization within the Division of Insurance. All of these proposals are
based on either one or two schools of thought:

1. That the existing statistics-gathering agency, being main-
tained by the insurance companies, deliberately misrepre-
sents and otherwise juggles its figures on claim loss experi-
ence to obtain higher rates from the Commissioner.
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agency’s statistics, the Commonwealth compels the motoring
public to buy the insurance and therefore, as a matter of pub-
lic policy, it should maintain its own statistical agency and
thus eliminate any element of suspicion.

Our Commission rejects the first line of reasoning as entirely
without foundation in fact. There is little necessity for laboring
this point because we are satisfied that such deception could not
exist under the constant and exacting examination to which these
statistics are subjected by the Commonwealth. Indeed, this possi-
bility becomes even more fantastic when one realizes that wholesale
misrepresentation along the lines described could not possibly be
carried out without the formation of a gigantic conspiracy involv-
ing many hundreds of insurance company and Bureau personnel.

This whole question was summed up rather pointedly in an ex-
change between Mr. Kretschmar of this Commission and Mr. Linder
after the latter had completed a survey of the present Bureau’s
operations.

MR. KRETSCHMAR; (Vol. 17, Pg. 1746) There have been alle-
gations that the Rating Bureau presents the Insurance Commis-
sioner with biased or prejudiced material prejudiced on behalf of
the insurance companies. As a result of your investigation, will
you comment on that?

MR. LINDER: I found no evidence of that, and I doubt very
much that this sort of thing has taken place or even could take
place.

As to the conviction of many that the Commonwealth should
establish its own statistical agency within the Division of Insurance
on the basis that it would be more consistent with the concept of
the compulsory law, and also as a matter of public policy, the Com-
mission for the most part refrained from eliciting the views of
witnesses representing the insurance companies and instead di-
rected its inquiry to Commissioner Humphreys, Mr. McDonald and
Mr. Linder. The Commissioner stated his position at his first
appearance before the Commission.

REPRESENTATIVE APRIL: (Vol. 1, Pgs. 149-150) Now, getting

2. That regardless of the unquestioned accuracy of the present
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back to the Rating Bureau again, Mr. Commissioner, do you feel
that if the Rating Bureau were established in your Department
and completely under your jurisdiction that it would result in
greater reliability in statistics for the purpose of setting rates for
future years?

COMMISSIONER HUMPHREYS: I have considered that before,
Representative, and in answer to your question I will say this; I
have previously opposed the establishment of a Rating Bureau as
such in the Department. I have done that for I believe sound rea-
son—mainly, that it would be a duplication of expense. There is
very little that I know of that we could get by actually assuming to
do the physical work of handling these cards and punching them
in the Department.

To set up such a section in our division would entail an initial
cost of about a quarter of a million dollars for administration and
personnel. And then after that there would be a recurrent annual
cost estimated around $150,000 to keep such a group working.

However, that would not in any way eliminate the use of the
Rating Bureau operation as it now exists, because the Rating Bur-
eau still would have to compile these figures for its own use and
also for reporting in annual statements as needed by other states
in which they are licensed to do business.

And furthermore, it is my feeling that,we could not get efficient
use out of this material in the Department for the short period of
time we were engaged in automobile rate-making in the Department.

We would be fighting industry in trying to attempt to get trained
personnel who would be idle most of the year due to the fact that
we had no further use for them or the machines. There would be a
long standby period. The Rating Bureau as such can switch from
automobile to other coverages readily, back and forth, and they
get the most efficient use out of their personnel and their machines.
As I said, I intend to make some recommendations. However, if
anything, I believe our own personnel in the Department should be
strengthened by additional actuaries and additional clerks that
could be engaged in studies conducted under the supervision of
more than one actuary.

I think that money spent in that way would be far more pro-
ductive in the Department, having in mind there is some question
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raised in the minds of the public with relation to the use of a com-
pany owned bureau. But looking at it from a very cold dollars-and-
cents basis, Commissioner Hardison and Monks rejected them, and
I am inclined to go along with them.

Q: Representative Palmer made the point that the cost of the
Rating Bureau at the present time is reflected in the cost of
insurance.

A: Yes.
Q: Assuming we had a Rating Bureau within the Department,

that cost would then be reflected among all the taxpayers of the
Commonwealth and not among just the car-owners?

A; That is correct.

Senator Canavan of the Commission also questioned Mr.
McDonald at length on this subject.

SENATOR CANAVAN: (Vol. 5, Pgs. 566-569) Among other
things that this Commission has before it in this Resolve is the
question as to whether or not the Commonwealth of Massachusetts
should set up its own Rating Bureau in the Department of Insur-
ance. Have you any opinion with respect to that, as to whether or
not it will give you any more data than you receive—will it give
you anything better than you are now receiving, or do you have
an opinion at all with respect to what aid it will give to the Insur-
ance Department insofar as the rate being set for compulsory auto-
mobile insurance might be affected?

MR. McDONALD: It is my personal opinion that a transfer of
the statistical functions of the Automobile Bureau as it exists today,
to the Department, would not result in any difference in figures.
It would transfer the cost to a state agency and I would assume the
Bureau would continue to reproduce the same data themselves as
a safeguard against errors or omissions in the auto rating setup.

Q: The figures that you have obtained over a period of a year
from the Rating Bureau, have you had them checked and rechecked
as to their accuracy?

A: Yes, sir. I think it is quite obvious from what Mr. Powers
said at an earlier hearing, to the extent to which the individual
claims are checked out over the five-year period, to see that they
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are legitimate or are claims that have been paid and that funds
have been paid for the amount so stated.

If there were not a detailed check made of all this data in the
companies’ offices where the information originates, the transfer
of the function to a State Rating Bureau would still necessitate the
use of a check in the companies’ offices, because the companies fur-
nishing the data to the Rating Bureau would have to furnish the
same data to the State Rating Bureau, if adopted. The only way
you can verify these figures is at the source, and that is in the
various company claim offices.

Q: And verifying those figures is being done—as being true—is
being done by the employees in the Insurance Department, in the
Examiner’s Section, at the present time?

A: Yes.
Q: Reports with respect to their findings are then turned over

from their Department to your Department:
A: That is correct.
Q: Do you then have an opportunity of comparing the figures

as turned over by the Examiner’s Department with the figures
turned over by the Massachusetts Automobile Rating and Accident
Prevention Bureau?

A: Well, we have the opportunity to go over their individual
work sheets and their tabulations—the tabulations of each com-
pany’s claims, to the extent to which they can be checked and
errors found, and so forth, by the Examiner in charge of the par-
ticular company checkup, who submits an error sheet showing the
errors he found, or in an instance where a car might have been
misquoted as a compulsory loss which might have occurred off the
highway, and which of course is excluded from compulsory cov-
erage, and he would check the loss out.

That data is discussed with the companies or with the particular
company before the examiner leaves, and he leaves a copy of the
error sheet with the company and a duplicate is filed with us and
one is furnished to the Bureau, and the errors noted can be then
corrected.

Senator Canavan put the same question to Mr. Linder at a public
hearing some three months later.
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SENATOR CANAVAN: (Vol. 17, Pgs. 1785-1788) Now it is
common knowledge that the Supreme Court granted a $9,000,000
increase. Now you think it is a healthy situation and I am asking
your opinion do you think it is a healthy situation where the
law of this Commonwealth compels a person to carry the $5OOO
and $lO,OOO coverage, imposes the responsibility upon the Insurance
Commissioner of not approving rates but fixing and establishing
those rates or promulgating them, and yet he not having anything
within his department at his disposal to perform that duty which
the law imposes upon him and charges him with?

MR. LINDER: Let’s start out first with the fact that the Insur-
ance Commissioner here has to promulgate -- whether that is good
or bad he has to promulgate the rate.

Q: That is right.
A: Now then, it is my opinion that there is not a single thing

a single piece of data, a single compilation over at the Bureau that
the Commissioner can’t either immediately get or order. I do not
think that there would be a single thing available to the Insurance
Commissioner if he had the Rating Bureau in the State House that
is not available to him today.

Q: Well, let’s assume
A: Whether he uses it or not is beside the point. You see, it is

available to him in exactly the same extent as it is available to the
insurance companies. Merely moving it would not increase its
availability.

Q: I tell you one thing that was not available to him, and, I
think, in my opinion reflected in part upon the motorists of this
state paying an additional $9,000,000 in ’57, and that was the insur-
ance companies’ testimony at the hearing when they presented
facts and statistics relating to the first three months of the year
1957, which the Insurance Commissioner did not have in his posses-
sion and could not use nor could he check.

A: If the Insurance Commissioner wanted data for the first
three months or six months of 1957, certainly the Commissioner
could have obtained that data. The Insurance Commissioner in
Massachusetts has the unlimited right of examination of every car-
rier doing business in the State of Massachusetts and can get any-
thing he wants from those carriers. If need be, he can go out
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tomorrow and hire a thousand accountants and put every single
company under examination and obtain the data.

Now then, if the technical staff of the Insurance Department was
outsmarted by the technical staff of the insurance companies, I
am afraid that is just too bad. Having the Rating Bureau in the
State House would not change that situation.

Q: It wouldn’t?
A: Would not.
Q: You still feel that the Insurance Commissioner, whose duty

it is to figure rates for the motorists of this Commonwealth
which we have a compulsory law should perform that duty and
yet not have a statistical agency within its department, but he
should go to the companies?

A; To me there is not a single thing that the Insurance Com-
missioner would have that he does not now have . . .

The foregoing views must be regarded as expert opinion on this
important and sensitive question, especially since two of the three
persons speaking for the record were the individuals most directly
responsible for setting the compulsory rates The Insurance
Commissioner and his chief adviser in this official duty, the casualty
actuary of the Division of Insurance.

We of the Commission cannot disregard the many sound argu-
ments set forth by these witnesses against legislation which would
establish a statistical agency within the Division of Insurance. But
at the same time it must be acknowledged that there is a great
deal to be said for the views of those who would set up such an
agency as a means of removing this mechanical operation from any
possible area of challenge or suspicion.

In the opinion of this Commission there are means readily avail-
able through which this point of conflict can be resolved without
recourse to the needless expenditure of public funds to set up an-
other state agency to duplicate the work which already is being
performed accurately an economically by an existing, well-policed
organization. After all, if both agencies were to obtain their statis-
tics from the same source, and assuming that both operated with
the same degree of efficiency, it would have to be assumed that
both would wind up with identical sets of figures.



SENATE —No. 466.1959.] 80

I

Method of Solution Advanced
As previously stated, the constitution of the existing agency in-

cludes a provision which for all practical purposes serves as a stand-
ing invitation for the Commissioner, or anyone he may designate,
to attend all Bureau meetings at which automobile insurance mat-
ters are discussed. The present Commissioner and his immediate
predecessors have taken full advantage of this prerogative, and we
are advised that only on rare occasions in recent years has the
Commissioner’s representative, usually the casualty actuary, failed
to attend such meetings.

Commissioner Humphreys informed us in July of 1957 (Vol. 1,
Pg. 104) that at one time the Division of Insurance had a full-time
representative at the Bureau to observe its day-to-day activities.
He explained that this practice was discontinued, however, when
former Attorney General Clarence A. Barnes, in an opinion re-
quested by former Insurance Commissioner Charles F. J. Harring-
ton, dated December 14, 1947, advised that the Commissioner had
no authority to install such a representative at the Bureau.

We have examined this opinion carefully and we are certain that
it does not set up an outright prohibition against a representative
of the Division of Insurance serving in such a full-time capacity at
the Bureau. As we construe its meaning, the opinion states that
the Commissioner, having designated the Bureau as his official
statistical agency, therefore is without authority to install a repre-
sentative on the Bureau premises to oversee the work being per-
formed there. We have concluded, nevertheless, that there is
nothing in this legal opinion which would prevent the Governing
Committee of the Bureau from inviting the Commissioner to assign
a representative to the Bureau for this purpose.

Accordingly, we have consulted with Mr. Scammon, manager of
the Bureau, and have been advised by him that the Governing
Committee stands ready to provide office facilities for the use of
any such representative the Commissioner may designate, either
on or adjacent to the Bureau premises.

In the circumstances, the Commission strongly recommends that
the Commissioner accept this offer and appoint a representative of
the Division of Insurance as a full-time observer of the statistics
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gathering activities of the Bureau. We are confident that an
arrangement of this type should be sufficient to dispel any sug-
gestion that the Bureau is handling these statistics in a manner
detrimental to the public interest.

Having covered extensively the cost elements and related func-
tions which bear in one way or another on the claim loss portion
of the compulsory insurance rates, the Commission now directs its
inquiry into a different area of cost which make up the remaining
portion of the compulsory premium dollar the expenses incurred
by the companies in conducting the business.

These expense items are too numerous to list here, and for this
reason we are including as Appendix A of this report a copy of the
1958 Expense Plan issued by the Insurance Commissioner to all
companies writing automobile liability coverage in Massachusetts.
This not only lists all of the expenses which the companies must
report but also the account classifications and allocation procedures
under which they must be reported, together with a detailed listing
of expenses specifically allocated to compulsory insurance as dis-
tinct from other automobile bodily injury lines.

For immediate purposes, however, it should be sufficient to de-
fine these expenses generally as covering wages, taxes, claims in-
vestigation and adjustment costs, acquisition costs, including com-
missions to agents and brokers for handling the business, and gen-
eral administration costs such as the gathering of underwriting and
rating information, accident prevention work, rent, heat, light,
office equipment, telephone, and supplies and printing.

As previously noted, the Insurance Commissioner in setting the
Massachusetts compulsory rates allows the companies approx-

§ imately one-third of the premium to meet expenses. The division
of the premium dollar for the past several years has been 67.5
percent for claim losses and 32.5 percent for expenses.

In comparison with Massachusetts compulsory insurance, the ex-
pense provision in the rates for bodily injury coverage in all other
states is in the vicinity of 50 percent. There are two reasons whv

Company Expenses

CATEGORY FIVE
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the expense allowance in the Massachusetts compulsory rate is the
lowest in the country. General commissions paid on compulsory
in this Commonwealth average 12 percent, while commissions on
bodily injury liability insurance sold in other states average 25
percent. In addition, a five percent provision for profit and con-
tingencies is included in the expense portion of the bodily injury
liability rates in all but a few of the other states, where such pro-
vision is somewhat lower. In Massachusetts, there traditionally
has been no allowance for profit in the compulsory rates. It is our
understanding, however, that the Commissioner inserted a one per-
cent profit provision for the first time since 1935 when he set the
rates for 1959.

Company Expenses Statewide vs Nationwide

With the above factual background having been established, the
Commission devoted fully as much attention to the area of expenses
as reported by the companies as it did to the reporting of incurred
claim losses to the Commissioner through the statistical section of
the Rating Bureau. Voluminous testimony on this phase of the
study was received from Commissioner Humphreys and other rep-
resentatives of the Division of Insurance, as well as from insurance
company executives having supervision over expense allocation and
expense reporting activities.

In this connection, Mr. Linder, consulting actuary to the Com-
mission, and one of his associates made a personal examination and
analysis of the expense allocation procedures of five major casualty
insurance companies. Mr. Linder’s findings as a result of this study
will be presented in due course.

The principal objective in exploring so thoroughly the question
of expenses was to obtain a detailed comparison of these costs in
Massachusetts with those reported essentially by the same com-
panies countrywide, and also to determine whether the companies’
allocation of expenses between Massachusetts compulsory and other
bodily injury lines has been proper and reasonable.

The subject matter to be covered in this category of our report,
therefore, has been classified generally as “Insurance Company
Record Keeping,” under which the following topics will be taken
up simultaneously:
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A. Insurance company accounting procedures.
B. Allocation of costs of compulsory insurance —of related cov-

erages.

Let us first take up the expense reporting procedures required of
the companies on a nationwide basis. All companies, of course, are
obliged to file annual financial statements with the regulatory
authorities of all states in which they do business. Under a pro-
cedure which was adopted many years ago by the National Associa-
tion of Insurance Commissioners, each company is examined every
three years by the authorities of the state in which its home office
is located. Occasionally, these examinations are extended beyond
the home office of a company into various branch offices maintained
in other sections of the country. In addition, the National Associa-
tion of Insurance Commissioners is divided into six zones, each
representing a number of states, and it is customary for each zone
to be represented at these triennial examinations of companies. The
purpose of these examinations is to establish the financial stability
of the companies and also to verify their reported premium income
and loss payments on various lines of insurance.

Examinations Simplified by Uniform Accounting

Prior to 1950 it was most difficult to obtain a satisfactory evalua-
tion of the overall operations of companies engaged in both the fire
and casualty insurance business because up to that time such opera-
tions were restricted to each respective field. Consequently, the
annual statement forms prescribed by the various states for the
fire companies and for the casualty companies were greatly lack-
ing in uniformity.

However, the introduction of multiple line underwriting elimi-
nated this distinction. Accordingly, following a lengthy and com-
prehensive survey of the whole problem, the New York Depart-
ment of Insurance introduced in 1950 an annual statement form
for all companies doing business in that state, which included a
uniform expense exhibit. This combination form, which came
about as a result of the adoption of “Regulation 30,” has since been
adopted by all other states as a standard form on which companies

C. The extent of supervision by the Division of Insurance over
cost allocation procedures of the insurance companies.
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must report their expense returns as an integral part of their an-
nual statements.

In these annual statements the companies must report their total
earned premiums and total claim losses, both paid and outstanding,
on each line of business it conducts in Massachusetts and country-
wide. In the expense exhibit accompanying the annual statement
the companies are first required to report all types of disbursements
into prescribed account classifications. The amount appearing in
each account classification is then allocated to each of the following
expense groups:

1. Claim Loss Adjustment Expenses.
2. Acquisition, Field Supervision and Collection Expenses.

3. General Expenses.
4. Taxes, Licenses and Fees.
5. Investment Expenses.
With the exception of investment expenses, each of the above

expense groups is further allocated to primary lines of business,
automobile bodily injury and property damage combined being one
of the primary lines. For the primary lines, direct allocation of ex-
penses is required wherever possible, but where this cannot be done
the regulations prescribe different bases on which allocations may
be made. However, for the secondary lines, such as automobile
bodily injury or property damage separately, the allocation of claim
loss adjustment expense and acquisition, field supervision and col-
lection expenses is required to be actual to the greatest possible
extent.

Now, to tie into this uniform method of expense reporting on a
nationwide basis, the Massachusetts Division of Insurance requires
the companies to file an additional and greatly more detailed ac-
counting of their expenses on automobile bodily injury lines in
Massachusetts, stating in accordance with the prescribed proced-
ures the expenses specifically charged to compulsory insurance as
distinguished from expenses charged to the other Massachusetts
bodily injury coverages.

This is known as the Massachusetts Automobile Liability Insur-
ance Expense Plan (See Appendix A) which is issued to the com-
panies by the Commissioner each year to cover expenses for the
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immediately preceding year. As stated by the Plan itself, it is de-
signed to provide for:

1. The determination of the Massachusetts portion of the auto-
mobile bodily injury expenses.

2. A proper allocation of the Massachusetts automobile bodily
injury expenses between expenses chargeable to Compulsory
and those chargeable to Medical Payments, Coverage B and
Excess Limits hereinafter referred to as “All Other.”

A company is first required to state its total earned premiums
on Massachusetts compulsory and also on Massachusetts “all other”
bodily injury lines for the past year. It then must report its total
incurred claim losses on compulsory and also on the “all other”
lines, and set forth the ratio of each to total premiums in the re-
spective two categories.

At this point the Plan form lists four groups into which all ex-
pense items must be classified and reported:

1. Investigation and Adjustment of Claims.

2. Acquisition, Field Supervision and Collection Expenses.

3. Taxes.

4. General Expenses.

The component items of expense which make up each of the
above major groups, together with subdivisions of these groups,
will be found in Appendix A. The same exhibit also will include
the prescribed procedures which the companies must follow in allo-
cating expenses which cannot be charged directly and exclusively
to a specific expense classification. Preferred and alternative allo-
cation methods are set forth in the expense plan for company com-
pliance in these areas of reporting.

There can be little doubt that this extensively detailed and sys-
tematic method of uniform reporting provides the Insurance Com-
missioner with all of the information necessary to form an accurate
and complete picture of the companies’ expenses on Massachusetts
compulsory and other bodily injury coverages.

We have been assured by Mr. McDonald (Vol. 4, Pg. 476) that
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the Massachusetts expense plan covers every conceivable item of
expense which could be incurred by an insurance company in the
field of automobile bodily injury liability. Further, Mr. Linder
testified: (Vol. 17, Pg. 1707) “

... so far as I know, no other state
in the United States has ever asked for the details which the Massa-
chusetts Insurance Department has asked for in compulsory...”

Through this expense plan, the Commissioner and his actuaries
can be certain that the companies are allocating their expenses
properly and that they are not charging off any unwarranted ex-
pense to compulsory insurance. It also provides the Commissioner
with an accurate gauge of the expenses being reported by the com-
panies on Massachusetts bodily injury lines as compared with ex-
penses on the same lines countrywide.

Massachusetts Expenses Lower Than Countrywide

For example, Mr. McDonald demonstrated to the Commission
(Vol. 4, Pgs. 480-494) how the Plan could be used to verify and
compare company expense cost to the Massachusetts car-owning
public on compulsory insurance with expense cost on bodily injury
coverage countrywide for the year 1956. Exclusive of any provi-
sion in either rates for profit (there having been none in Massa-
chusetts) the total countrywide expense cost in 1956 was 45.6 per-
cent of premiums as against 33.3 percent for Massachusetts. Mr.
McDonald explained that these totals would be subject to slightly
further revision downward on the completion of auditing. The
variation in these totals, of course, is attributable to the difference
between countrywide and Massachusetts acquisition costs, mainly
commissions. The countrywide acquisition figure for 1956 was 25.8
percent and for Massachusetts 13.6 percent. By subtracting these
acquisition items from the respective totals, the remaining expenses
are shown to be 19.8 percent of the premium countrywide and 19.7
percent for Massachusetts.

The Commissioner’s allowance in the Massachusetts com-
pulsory rates for company expenses has always been based on
expense reportings of the stock companies for reasons already
outlined. The following is a comparison of the Commissioner’s
expense provision in recent years as against the actual expense
averages reported by the companies:



[JanSENATE —No. 466.87

i

Commissioner's Actual
Allowance Expenses

33.0%34.5%
32.5

1955
1956

32.5 33.11957
(Unreported)1958

(Data on file In Division of Insuran

As a further check into the expense allocation methods of the
companies, the Commission assigned Mr. Linder to conduct an
examination of five of the major companies and thus provide what
might be regarded as a criterion for the industry. It therefore was
decided to examine a domestic stock company (U. S. Branch of the
Employers’ Liability Assurance Corporation, Ltd.) a domestic mu-
tual company (Liberty Mutual Insurance Company) a foreign stock
company (The Travelers Insurance Company) a foreign mutual
company (Factory Mutual Liability Insurance Company of Ameri-
ca) and a foreign mutual company writing on a semi-agency basis
(Lumbermens Mutual Casualty Company). Used in this sense, the
term “domestic company” means a company whose home office is
located in Massachusetts, while “foreign company” refers to a com-
pany domiciled in some other state.

While Mr. Linder was conducting his investigation in these com-
panies, a number of executives of Liberty Mutual and of the Em-
ployers, all of whom have various supervisory duties in connection
with expense reporting activities, testified at considerable length
at public hearings.

As requested by the Commission at an earlier date, these execu-
tives appeared on December 9, 1957, with complete financial state-
ments of their respective companies for 1956, giving total pre-
miums, total incurred claim losses and total expenses for Massa-
chusetts compulsory insurance for that year.

Accordingly, Liberty Mutual’s 1956 statement showed (Vol. 16,
Pg. 1535) total compulsory premiums of $8,068,788, total incurred
claim losses of $7,025,969, and total expenses of $2,198,764. Like-
wise, the Employers 1956 statement showed (Vol. 16, Pg. 1645)
total compulsory premiums of $3,152,363, total incurred claim
losses of $2,921,253, and total expenses of $1,031,138.

In accordance with further prior instructions, these witnesses
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presented a detailed break-down of accounts to indicate how much
of the salaries of the presidents and other executive officers of the
two companies had been charged to Massachusetts compulsory in-
surance expense in 1956.

In the case of Liberty Mutual it was shown (Vol. 16, Pg. 1560)
that out of a total expenditure of 8359,000 on salaries for all of the
company’s executive officers, $21,000 had been allocated to various
Massachusetts bodily injury lines, including compulsory.

In the case of the Employers it was shown (Vol. 16, Pgs. 1655-
1656) that out of a total of $242,000 on executive salaries, 18 in
number, $9,200 had been charged to Massachusetts compulsory.

Allocation of Attorneys-’ Fees Explored

Most of the testimony at this point of the public hearings, how-
ever, was concerned with the methods employed by the two com-
panies in the charging of allocated claim expense to Massachu-
setts bodily injury liability, including compulsory.

It should be explained here that the Division of Insurance re-
quires the companies to separate items reported under “Investiga-
tion and Adjustment of Claims” into two sub-groups, namely, allo-
cated claim expense and unallocated claim expense. Under allocated
claim expense, which covers items which can be directly allocated
to a particular claim, is the item of attorney’s fees for claims in
suit, including salaries and traveling expenses for company attor-
neys engaged in a suit.

During the questioning of Liberty Mutual witnesses, including
the company’s comptroller, assistant comptroller, general attorney
and Boston claim manager, there was extensive inquiry into that
company’s practice of many years in charging to bodily injury in-
surance the cost of staff attorneys on litigated cases involving
claims for both bodily injury and property damage. Up to this
point it had been assumed that there had been some division of
this expense between bodily injury and property damage.

it was explained (Vol. 15, Pg. 1422) that approximately two-
thirds of Liberty Mutual’s litigated cases were handled by outside
attorneys and that the company, in all suits involving both bodily
injury and property damage claims, had always allocated these
counsel fees between both lines of insurance, depending on the cir-
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cumstances in each case. In such cases handled by staff attorneys,
however, mostly tried in District Courts or settled before reaching
court, it was testified that this expense had always been charged
to bodily injury insurance alone. The company’s staff attorneys
being on salary, a flat allocation (Vol. 16, Pg. 1494) of $35 was
made on each District Court case and $5O on each Superior Court
case. The general attorney of the company advised the Commis-
sion (Vol. 16, Pg. 1501) that this practice ceased in November of
1957 when, following a consultation with Mr. Linder, it was de-
cided to split these $35 and $5O allocations, charging 80 percent to
bodily injury and 20 percent to property damage.

As to the Employers, the executive charged with supervision of
that company’s allocation of expenses testified (Vol. 16, Pg. 1646)
that his claim department retained outside counsel to handle all
claims tried in court and that attorney fees in these cases without
exception were charged to bodily injury, even with property dam-
age and excess limits claims involved.

Witnesses for both companies insisted that the allocation of such
fees to bodily injury was perfectly logical and proper and strictly in
line with allocation practices followed elsewhere in the country.
They maintained that the question of liability on the bodily injury
claim was the primary issue, regardless of any other type of claim
involved in the action, and that therefore any company was justi-
fied in allocating the fee expense to bodily injury. It was held
further that such cases would not even have been in court if it
were not for the bodily injury claim involved, and that most
lawyers defending these suits regarded the property damage claim
as incidental and for all practical purposes based their fees on the
work entailed in the bodily injury phase of the case.

Mr. Linder’s examination of the five companies disclosed (Mem-
orandum No. 4, November 8, 1957) that the Travelers also had
been allocating attorney fees to bodily injury in cases where both
bodily injury and property damage claims were involved.

It must be acknowledged that the above arguments in justifica-
tion of this allocation procedure have much weight and logic. In
this instance, however, we feel that the companies should have been
more keenly aware of the extremely sensitive nature of public
opinion on any company cost phase of compulsory automobile in-
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surance in this Commonwealth. We are therefore of the opinion
that the companies were remiss in their failure to make some effort
to allocate these charges between bodily injury and property dam-
age. It also must be stated in fairness that this comment is not
restricted to Liberty, the Employers and the Travelers because we
are advised that the practice had been followed generally through-
out the industry up to this point in our investigation.

Compulsory Rates Not Affected

At the same time, we can assure the Massachusetts car-owning
public that the cost of compulsory automobile insurance has not
been influenced materially by this practice. There is general agree-
ment among Mr. Linder (Vol. 17, Pg. 1757) and others that the
effect on the compulsory rates has been substantially less than one-
tenth of one percent, due to the small number of litigated bodily
injury claims relative to the total number of claims disposed of
without litigation. On this basis, and keeping in mind that the
Commissioner rounds off his compulsory rates to the nearest half-
dollar, it is extremely doubtful that the results of these allocation
methods would make their appearance in the rates at all. In fact,
it could be argued with much validity that any additional expense
brought about by requiring the companies to modify their account-
ing methods to divide these allocations between bodily injury and
property damage might prove more costly than the amounts in-
volved in the operation.

Any further discussion on this aspect would appear to be aca-
demic, however, because Commissioner Humphreys, in issuing an
amended expense plan on May 5, 1958, ordered all companies not
already separating these expenses to adopt a procedure under which
80 percent of such costs will be charged to bodily injury and 20 per-
cent to property damage.

This division of expense allocation by the Commissioner was in
line with a recommendation offered by Mr. Linder when he ap-
peared before the Commission as a witness on December 10, 1957.
While favoring a split allocation between bodily injury and prop-
erty damage, however, he went on record as being firmly opposed
to any such division of allocated claims expense between compul-
sory and excess limits.
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“Excess limits is another problem altogether,” he said. (Vol. 17,
Pg. 1761) “It is my own opinion that it is entirely proper to charge
all allocated claims expenses to standard limits. That is my opinion.
There is nothing improper in that, and it should not be changed.”

On this entire subject, the concluding comments of Mr. Linder in
his memorandum relative to his examination of the five companies
is most pertinent:

“Due to diverse organization structures and methods of opera-
tion,” he wrote, “it is necessary that the element of judgment (as
to bases of allocation) be permitted. During the course of our ex-
amination, we occasionally differed with some of the bases adopted,
as would be expected. On the other hand, we found no evidence
of ‘bias’ in an effort to overstate (or understate) Massachusetts
auto bodily injury expenses. The insurance carriers had a prac-
tical problem to meet and met it in a practical way.

“Based upon our examination of the records and data at the home
offices of these five companies, we are of the opinion that the ex-
pense data, forwarded by these companies in compliance with the
call by the Massachusetts Insurance Department, are a reasonable
representation of the cost of transacting automobile bodily injury
in Massachusetts. We are further of the opinion that the distribu-
tion of costs between compulsory and other auto bodily injury has
been made on a fair basis.”

Finally, we commend to the judgment of the Insurance Commis-
sioner the desirability of adopting the procedure followed by other
states in this area of expense. This would be to remove all allocated
and unallocated claim expense from the expense portion of the rates
and assign it to its logical place the claim loss portion of the
premium dollar by including it as part of the pure premium, or
average claim loss per car insured.

Consideration of Reserves in Rate-Making

There has always been considerable public misunderstanding over
the methods of the insurance companies in handling claim reserves
and also on the question of whether the Division of Insurance exer-
cises proper supervision to guard against possible overstatement

CATEGORY SIX
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of reserves by the companies. The chief reason for this is that it
is impossible to calculate with mathematical precision the amount
for which a bodily injury claim ultimately may be settled. Conse-
quently, it becomes necessary to rely strongly on judgment and
experience in placing a reserve value on unpaid claims.

The questions to be considered at this point, therefore, are:

1. Methods of handling reserves.

3. Profits from reserves.

As soon as a bodily injury liability claim is received by an insur-
ance company, it is examined for its validity and extent of liability.
Once these requirements have been established, a claims man
trained in this field makes an evaluation of what it will cost the
company for settlement, and a reserve is set up for the determined
amount.

The value of these reserves on outstanding or unpaid claims is
extremely important because outstanding claims are included with
paid claims as total losses incurred when the Commissioner pro-
ceeds to establish his compulsory insurance rates.

Before taking up the various procedures followed by both the
companies and the Division of Insurance to maintain constant
surveillance over this major element in the rate-making function,
it perhaps should be desirable to set forth a few practical and
fundamental reasons why it is not to the advantage of the insurance
companies either to overvalue or to undervalue their reserves. A
policy of consistent and substantial overstatement of reserves would
bring about a completely distorted underwriting picture which
would be immediately reflected in a company’s annual statement
and thereby give rise to searching inquiry by the Division of In-
surance and by the company’s own board of directors. Conversely,
a pronounced practice of understating reserves could lead to a
situation whereby a company might find itself with insufficient
assets to cover claims. To protect both policyholders and claimants,
therefore, it is incumbent on the companies and regulatory authori-
ties to make certain that such reserves are adequate.

2. Extent of supervision by the Division of Insurance over the
establishment of reserves by the insurance companies.
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Close Scrutiny of Reserves
Methods of handling reserves necessarily must differ among

companies, due to varying types of operation. In general, however,
reserves on bodily injury cases are set by experienced claim ex-
aminers and are reviewed periodically with new values being made
if warranted by additional information. In most companies, de-
partment heads check the larger cases to determine whether the
ultimate cost may prove in excess of what appears on routine
examination to be the normally expected loss value.

The value of the reserve on each outstanding claim (Vol. 8, Pg.
778) is reported to the Commissioner through the Rating Bureau
on March 31, following the most recent year of experience, and
on December 31 for each other prior year. Any changes of the
values in subsequent payments on these reserves are analyzed over
a 10-year period of reporting.

Company methods of handling reserves, together with the actual
amount of each reserve, are checked by examiners of the Division
of Insurance annually in the offices of the companies, and also by
the examiners who carry out the triennial investigation of all com-
panies. As earlier stated, every paid and outstanding claim is
checked to ascertain that it is a compulsory claim and not assign-
able to any other line of automobile coverage, and also to deter-
mine that it has been charged to the proper rating territory and
appropriate class of vehicle. If it is a private passenger car claim,
the examiner must make certain that it is properly classified with
respect to the under-25 driver and business use classification plan.

On the reliability of reserve figures set by insurance company
claim department personnel, Commissioner Humphreys told the
Commission (Vol. 1, Pg. 38) that examiners of his Division no
longer applied their judgment against that of the companies in set-
ting individual amounts of reserves. Prior to his becoming Com-
missioner in August of 1953, he explained, the State examiners
often consulted with heads of claim departments when the estab-
lished amount of a reserve was open to question. Usually any re-
vision was made by agreement, and if no agreement was possible
the company’s figure remained in the files but the examiner’s esti-
mate would be the figure used for rate-making purposes.
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Commissioner Humphreys said this practice was dropped on or
about the time he took office, adding; (Vol. 1, Pgs. 38, 39) “As a
matter of fact, before I became Commissioner it was a fact that
the personnel of the Division of Insurance were not persons who
were trained as far as claims were concerned and they were not
properly equipped either through experience or training to go into
a company and say a given figure was right or wrong.”

Accuracy of Reserves

More directly to the point, however, the Commissioner explained
(Vol. 1, Pg. 39) that the procedure was discontinued because it was
found that, through scientific application of development factors
based on past experience, it was fully possible to estimate a year’s
total incurred losses to within one-half of one percent of complete
accuracy over a projection period of 10 years, when presumably all
claims would have been paid. In other words, these development
factors are calculated by State and company actuaries on the basis
of past experience over the most recent 10 years. By using the
experience of the past in observing how claim reserves have ulti-
mately been converted into claims actually paid, it is possible to
compute these development factors and employ them as a device
to adjust any over-reserving or under-reserving in the incurred loss
figures of the experience period being used as a basis for fixing
rates.

The Commission assigned Mr. Linder to conduct a survey of the
accuracy of claim reserves established by the companies over the
most recent 10-year period available. His memorandum (Memo-
randum No. 2, September 20, 1957) on the results of his findings is
included as Appendix Bof this report. Mr. Linder’s general sum-
mation of the situation, however, as set forth in his memorandum,
is significant here:

“This exhibit indicates,” he wrote, “that over the 10-year period
there is no evidence of marked overstatement (or understatement)
of incurred losses.”

Company Profits on Reserves
The corollary question arising from the foregoing is whether the

insurance companies realize any sizeable income from investments
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on that portion of the compulsory premiums which they are able
to retain until it becomes necessary to pay claims and meet operat-
ing expenses. Also, is any such income taken into consideration by
the Commissioner when he sets the compulsory insurance rates?

Even under the most favorable conditions, the pattern of invest-
ments in this field is subject to such swift and constant change that
the whole process traditionally has been governed by basic uncer-
tainties. The amount of capital available to the companies out of
compulsory premiums for investment undergoes rapid depletion
from the moment it is deposited, the extent depending upon the
number and cost of claims a company must pay in addition to meet-
ing operating expenses. For this reason, it is obvious that a com-
pany must maintain a major portion of these premiums in the form
of cash balances, especially in a period of high claim frequency and
high claim cost, such as the present time.

Reserves set up against unpaid claims are listed among the liabili-
ties of a company, and these liabilities must be exceeded by assets
if the company is to remain solvent. Therefore, whatever portion
of compulsory premiums a company is able to retain against the
constant outgo of claims and business costs is mixed with other
assets of the company for investment.

The fact is, however, that in most years since 1927 and particu-
larly in the last 10 years the companies have not been in a position
to invest any appreciable portion of their compulsory premiums
because in these years the actual claim losses incurred have ex-
ceeded the amounts provided in the Commissioner’s rates to pay
such losses.

When this occurs, it is obvious that there is not sufficient money
in the compulsory premiums to set up the necessary assets to cover
reserves on claims. Therefore, the only way in which the com-
panies can effect the required balance is by transferring funds from
surplus or from other accounts.

Investment Operations Outlined

As an example, let us assume that the total incurred claim losses
for all companies in a given year was $50,000,000, of which
$20,000,000 represented paid losses, leaving $30,000,000 in out-
standing losses. Let us also assume that the amount provided in
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the Commissioner’s rates to pay total incurred losses for the year
was $45,000,000. To set up the necessary $30,000,000 in assets to
cover reserves for $30,000,000 in outstanding claims, it is obvious
that the companies would have to borrow $5,000,000 from them-
selves out of surplus or other accounts.

As already explained (Vol. 16, Pg. 1538) a major portion of these
assets of $30,000,000 would have to be kept in cash balances or in
short-term investments to meet the constant demand for claim pay-
ments and current business costs. The rate of return on this type
of investment is uniformly low, and of course it would be impossible
for the companies to invest most of the $30,000,000. Assuming,
however, that they invested the whole $30,000,000 and that the rate
of return ran as high as three percent, there would be a yield of
$900,000 for the year. Subtracting the 52 percent which would
have to be paid in federal income taxes, the net return would be
$432,000. Spreading this sum over about 1,300,000 private pas-
senger car owners in Massachusetts would amount to a differential
of only 20 cents on the compulsory rates, and even this would not
be discernible in the premium because the Commissioner rounds
out the rates to the nearest half-dollar.

On this entire question, Commissioner Humphreys testified:
(Vol. 1, Pgs. 79, 80) “I have conferred with the actuary on that
point several times and have been advised by him that from previ-
ous studies made with relation to interest on reserves of this type,
have proven that the interest earned was so small that it would
have no direct effect on any rate consideration.”

The Massachusetts Supreme Judicial Court also expressed itself
on this issue in a companion case to the 1952 case of Massachusetts
Bonding and Insurance Co., and others v. Commissioner of Insur-
ance, 329 Mass., 265, 107 N.E., 2d 807:

“Whether interest on reserves is a factor to be considered by the
Commissioner in fixing rates is a matter that need not be decided
on this record. We might add that even if interest was earned in
the amount suggested by the petitioner the net amount after taxes
would not substantially affect the premium charges.”

In addition, the National Association of Insurance Commissioners
apparently is of the opinion that any interest on investments of this
type is the exclusive property of the companies and need not be ap-



[Jan.SENATE —No. 466.97

I

I

plied toward reducing rates. This association has consistently held
“as an established rule of law that all reserve funds of an insurance
carrier, including those for unearned premiums and losses as well
as all other assets, are in no sense the property of the policy-
holder.”

Nevertheless, under questioning by Senator Canavan, Mr. Mc-
Donald testified (Vol. 4, Pg. 518) as casualty actuary of the Divi-
sion of Insurance on August 26, 1957 that, while no specified factor
is used, the investment income of the companies is taken into con-
sideration by the Commissioner when he sets his rates for compul-
sory insurance.

Use of Different Rating Systems

Petitions are filed with the Legislature each year either to
modify the rating system used by the Commissioner in establishing
premium charges for compulsory insurance or to require him to
abandon it completely and substitute a radically different method
of setting rates.

Chief among these proposals are those calling for:
1. A flat rate system under which all private passenger car

owners in Massachusetts would pay the same rate for com-
pulsory insurance.

2. Revision of the Commonwealth’s uniform rate law to permit
companies to sell compulsory insurance at rates lower than
those set by the Commissioner.

3. Levying of premium surcharges on vehicles insured through
the Assigned Risk Plan.

Flat rate bills have been presented to the Legislature annually
since the compulsory law went into effect in 1927, notwithstanding
the fact that the Commissioner at any time could have instituted
such a change under his own broad rate-making authority if he
had so desired. The fact is, however, that all Massachusetts Com-
missioners have always used the present system of rating communi-
ties by territories, depending on their respective accident loss
experience. Without exception, they have not only been opposed
in principle to a flat rate system but have even appeared before

CATEGORY SEVEN
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legislative committees to voice such opposition to bills which would
compel them to establish a flat rate for all car-owners of Massa-
chusetts.

While it has always been possible to cite many practical examples
to show that the flat rate plan is both inequitable and unsound,
these considerations have played little part in the emphatic rejec-
tion of these proposals by the Legislature year after year. This
issue has always been decided on a geographical basis, with legis-
lators from the low-rated communities, who constitute a majority,
prevailing over their colleagues from the high-rated communities
of Greater Boston, who constitute a minority.

In the face of a succession of defeats by the General Court be-
ginning in the late 1920’5, flat rate advocates succeeded in placing
the question before the Massachusetts people by an initiative peti-
tion in the 1950 election, only to have the electorate bury the pro-
posal by a better than three-to-one margin.

Little or no argument on this question was presented to the Com-
mission during its public hearings, probably because the issues in-
volved have become so well established.

Underwriting Confusion Under Flat Rate
Under a flat rate, all car-owners in Massachusetts, regardless of

where they lived and garaged their vehicles, would pay the same
rate for compulsory insurance. This would mean lower rates for
Boston and most of the communities in its surrounding area, but
it also would result in sharply increased rates for the overwhelming
majority of the car-owning public living in most other sections of
the Commonwealth.

Based on the 1958 compulsory rates, a flat rate for Class 1 (no
under-25 driver) motorists, representing 74 percent of all Massa-
chusetts car-owners, would be $48.78.

It is not difficult to imagine what would occur if the companies
were compelled to sell the minimum statutory coverage at a rate
of $48.78 in Boston, Revere, Chelsea and in other high-rated com-
munities in the metropolitan area. The companies on the whole
would simply refuse to issue policies at such a grossly inadequate
rate, with the result that thousands of Greater Boston motorists,
the very people whom a flat rate was supposed to benefit, would be
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unable to put their cars on the road at all.
At the same time, there would be a tremendous rush by the com-

panies to write the coverage in the area outside Greater Boston,
where motorists would be paying obviously excessive rates.

In addition to the underwriting chaos which would ensue if the
Legislature enacted a flat rate law, there would also be total rejec-
tion of the long-held principle that motorists causing a dispropor-
tionately high number of accidents should be required to pay more
for automobile insurance. This is the principle which forms the
basis of the present system of rating motorists by territories, not
only in Massachusetts but throughout the country. It at least pro-
vides merit rating at the community level, thereby offering an in-
centive to the motorists of a city or town to drive carefully. There
would be no such incentive under a flat rate.

Individual merit rating methods having been found unworkable,
there is only one answer to the argument of flat rate advocates
that under the present system an accident-free motorist in Boston
pays four times as much for compulsory insurance as the accident-
prone motorist in Williamstown. All things being equal, it is a
case of the Boston man’s being unlucky to have so many neighbors
who are accident-prone, while the Williamstown man can count his
financial blessings in having so many neighbors who are accident-
free.

Sale of Compulsory Insurance Below Commissioner’s
Rates

Each session of the Legislature brings the filing of a number of
petitions to amend the uniform rate law to permit the sale of com-
pulsory insurance at rates below those set by the Commissioner.
These measures, referred to generally as “cut-rate” bills, would
establish the rates set by the Commissioner as the maximum rates
for compulsory coverage, with the provision that “no insurance
company shall be prohibited from selling insurance for less than
the maximum rate.”

The principal argument advanced on behalf of this proposed
change in the law is that it would open the compulsory insurance
market to “free competition” among the companies and at the same
time provide a form of merit rating for motorists whose superior



SENATE — No. 466.1959.] 100

accident records would qualify them for lower rates which presum-
ably would be offered by some companies.

This proposal has always carried a strong appeal and such an
arrangement indeed would be a most welcome turn of events, as-
suming that it would operate as smoothly and effectively as out-
lined by its advocates. However, after careful study of testimony
offered by persons we believe best qualified to discuss the subject,
we seriously question whether the enactment of this plan by the
Legislature would bring about the objectives being sought.

The theory underlying the advocacy of the proposal is that a
number of companies would move at once to establish themselves
in Massachusetts to sell compulsory insurance to selected risks at
rates below the premium charges set by the Commissioner under
the statute. For highly practical reasons peculiar to Massachusetts,
we are convinced that the companies would do no such thing.

It has been pointed out several times in this report that the com-
panies in all other states are allowed a provision of approximately
50 percent of bodily injury liability premiums for operating ex-
penses, while under the Massachusetts compulsory rates the Com-
missioner’s allowance for company expenses is 32.5 percent. Out
of this 50 percent expense provision the companies in all other
states pay general commissions of 25 percent to agents and brokers
for producing the business. Under the reduced Massachusetts ex-
pense provision, however, these commissions are limited to 12 per-
cent on compulsory coverage.

The so-called specialty companies have achieved whatever success
they have found in other states principally by gearing their selling
methods to expense requirements much lower than the standard 25
percent commission figure, thereby operating at considerable sav-
ings out of the expense portion of the premium dollar, plus any
underwriting gain which may accrue from the claim loss portion
of the dollar through selection of the best possible risks. These
companies have no agents or brokers on whom they must expend
25 percent of the premium for general commissions. Most of them
sell their insurance over the counter or through the mails.

This specialized type of operation clearly would be impossible in
Massachusetts because the maximum level of commissions under
the compulsory rates here is only 12 percent, and these companies
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therefore would have no interest in extending their operations into
this Commonwealth. Furthermore, with the bodily injury claim
frequency of Massachusetts running 130 percent above the average
for the rest of the nation, it is extremely doubtful that they would
be interested in coming into this state under any circumstances.

Deviation System in Other States
To sell insurance at less than the so-called manual rates in other

states, a company must file a specific schedule of the rates it pro-
poses to charge and at the same time present experience data jus-
tifying such rates in the opinion of state regulatory authorities.
These filings are called “deviations” from the standard rates.

Mr. Linder, who has had first-hand experience with rate devia-
tions in New York and in other states over the years, testified
(Vol. 17, Pg. 1783) that he had no objection to deviations in prin-
ciple in Massachusetts or elsewhere, but that as far as Massachu-
setts was concerned no company would seek to deviate from the
Commissioner’s compulsory rates, due to the low level of the ex-
pense allowance in the rates.

Mr. Gartland’s questioning of Mr. Linder on this point was as
follows:

MR. GARTLAND: (Vol. 17, Pgs. 1789-1793) I would like to
examine the question of deviations for the moment. You have said,
Mr. Linder, that you have no objections to deviations as such, is
that right? I would like you to give your opinion about what the
effect of deviation or deviations in this state would be considering
the present circumstances of the compulsory law, an expense factor
which is fixed in the manner in which it is by the Insurance Com-
missioner.

MR. LINDER: I think it would be a move that is purely aca-
demic and simply would have no effect one way or the other.

Q: I don’t think that is what you have previously explained. I
think you have previously explained that unless certain conditions
were fulfilled...

A: Well, let me put it to you this way...
Q: That deviation in this state would not have the predicted

effect... of those who espouse the cause of deviation.
A: That is right.
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Q: Now, will you explain what other factors would enter into it?
A: Let me put it to you this way: It seems to me that a new

carrier coming into the state of Massachusetts writing business by
mail, who had no agency force, no selling force, should have to
prove to the Massachusetts Department that it can get by on ex-
pense money less than what is now in the rate, and it would have
a terrific job in so proving, and it would therefore, even though you
had a deviation statute on the books, it would be difficult for me to
find out that the Insurance Commissioner of Massachusetts ever
approved a deviation even though it were on the statute books, due
to the expense element involved.

Q: Wasn’t there ... weren’t there any other conditions that you
had earlier referred to? It seems to me you spoke of three condi-
tions which you thought should be obtained if deviations were to be
tolerated in the Commonwealth of Massachusetts.

A: I don’t recall that.
Q: I recall your referring to the fact that expense factors are at

a level here which don’t permit deviation; would you then perhaps
explain on what basis deviations are permitted in other jurisdic-
tions?

A: In other jurisdictions ... let’s take New York. In New York
deviation is permitted only on the expense factor for a new com-
pany coming in. In other words, it must demonstrate to the satis-
faction of the Insurance Superintendent, say, that it pays lower
commissions or that it has a direct selling organization. After an
insurance company has developed a sufficient volume of loss ex-
perience so that its experience is credible, then it might apply for
a deviation based not only on expenses, but also on losses.

Q: What is the situation in New York in that regard, do you
know?

A: That is the situation that I have just given.
Q: What is the basis among the companies that are deviating;

is it for expense only?
A; For the smaller and moderate size companies it’s expenses;

for larger carriers, I believe, like the Allstate, it could be loss and
loss expense.

Q: Let me ask you this. Do you think that with uniform rates
with assigned risks, that deviations would be practicable here in
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the Commonwealth of Massachusetts?
A: I have already stated I don’t think that there would be any

deviations here, and the assigned risk is another factor that I did
not take into account. I was looking at it from a running expense
standpoint, but you are quite right in talking of assigned risks at
standard rates; that is another element, too.

Q: ... Well, can we say then, with regard to your testimony in
this matter of deviations so far, that you don’t think deviations are
practicable in Massachusetts because of the present expense ratio,
the leanness of the present expense ratio, and second, because of the
Assigned Risk Plan?

A: Operated the way it is.
Rates Would Jump for Most Motorists

It is a matter of record that all Massachusetts Insurance Com-
missioners have been opposed to these “cut-rate” proposals, chiefly
because of their feeling that it would disrupt orderly rating proc-
esses and consequently cause an upheaval in the compulsory in-
surance market. At present, the companies must accept “all
comers” applying for compulsory coverage, whether voluntarily or
through the Assigned Risk Plan. Obviously, to sell the coverage
at rates below the Commissioner’s statutory rates, a deviating com-
pany to survive would be forced to restrict its writings to a highly
selective class of motoring risks.

This clearly would bring about a situation where the deviating
companies, assuming that they would operate in Massachusetts,
would be taking the cream off the top of the insurance market,
leaving the other companies to write the substandard business rep-
resented by the vast majority of motorists in the Commonwealth.
In other words, the deviating companies would be selling the cover-
age on a restricted basis at rates which, even though reduced,
would be clearly excessive, while the remaining companies would
be left to provide coverage to the less attractive risks at rates
which, although higher, would still be clearly inadequate.

Due to the statutory requirement that the compulsory rates must
be “adequate,” the Commissioner would have no alternative but to
increase substantially his standard rates. The net effect of the
“cut-rate” plan, therefore, would be to drive up the rates for the
overwhelming majority of Massachusetts car-owners.
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In view of these considerations, we fail to see any advantage to
be gained through proposed amendments of this type under the
Massachusetts system of compulsory insurance, especially when it
has been so well established beforehand that there would be no in-
clination on the part of insurance companies to operate here on a
deviation basis.

The “cut-rate” measures which have been proposed to the Legis-
lature, however, have not been patterned in any respect to conform
with the commonly accepted procedure under which companies in
other states are permitted to charge deviated rates below the
standard premium charges. In all such operations, the companies
are required to submit experience data justifying the deviations
being sought before they are authorized by state regulatory author-
ities to proceed.

This would not be the case under any of the Massachusetts pro-
posals. In fact, there would be no state regulation over the rates
at all in this Commonwealth because a company could charge any
rate it desired, as long as it did not exceed the Commissioner’s
rates. Consequently the statutory requirements that the compul-
sory rates must be “adequate, just, reasonable and non-discrimina-
tory” would not apply.

The Commissioner’s compulsory rates should be calculated under
law to provide sufficient funds to pay anticipated claims, and on this
basis the reduced rates which would be offered to some motorists
under any of the “cut-rate” bills would have to be offset by in-
creased rates for all other motorists to meet the total accident cost.
But if the Commissioner’s rates were to be regarded as the maxi-
mum permissible, as these measures propose, any offsetting in-
creases in rates would be prohibited, notwithstanding their obvious
necessity, and the protective statutory standards of “adequate, fair,
reasonable and non-discriminatory” would be nullified.

Mr. Linder was most emphatic in cautioning against this danger
(Vol. 17, Pgs. 1782-1783) when questioned by Senator Canavan:

SENATOR CANAVAN: You have no strenuous objections to
deviations for writing automobile insurance in this state?

MR. LINDER; I do not.
Q: You feel there would be nothing wrong for a company to sell

for less than the premium fixed by the Insurance Commissioner?
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A: Ido not, but we must keep this thing in mind, that the In-
surance Commissioner here has a duty imposed upon him that the
premium shall be adequate. You see what I mean?

Q: Yes.
A: Let’s say that somebody here raised a couple of hundred

thousand dollars and decided they would go out and get a big wad
of this business and maybe drive some of the other companies out
of the field with the idea of somehow contriving to get a higher rate
later. It should not be permitted to do so, to do that sort of thing.
In other words, I have no objection to a deviation in principle in
Massachusetts or elsewhere, except I do not think that 15 or 20
companies are going to come into Massachusetts, because you have
a deviation.

It is clear to this Commission that the great masses of car-owners
in Massachusetts would become the logical and primary victims of
the upheaval which would strike the compulsory insurance market
if the “cut-rate” plan became law. In viewing proposals of this
type, regardless of how genuinely we should like to see them suc-
ceed, we must never lose sight of the circumstance that Massachu-
setts continues to be the only state in the nation in which the Com-
missioner of Insurance, and not the companies, sets the compulsory
rates. Because this is so, and because of vastly different philoso-
phies in the whole approach to automobile liability insurance rating,
all so characteristic of Massachusetts, innovations and variations
which may be operating to advantage in other states would be
totally unsuitable and unworkable in this Commonwealth.

We are mindful of the investigation currently being carried on
in Washington by a Subcommittee of the United States Senate to
determine whether state regulation of the insurance business has
been sufficiently effective as to make it unnecessary for the federal
government to assume this function, as it could do under the terms
of the McCarran Act (Public Law 15) adopted by the 79th Con-
gress in 1945.

This Commission is convinced that in Massachusetts, as in no
other state, there is the strongest possible state regulation of the
insurance industry, especially in the casualty field. We thoroughly
favor such regulation. For this very reason we feel that legisla-
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live enactment of the “cut-rate” system in the Commonwealth
would be both unfortunate and ill-considered. The headlong, run-
away type of operation that would ensue in the complete nonexist-
ence of rate regulation here would provide the dramatic touch
needed to encourage federal regulation of insurance rates and fed-
eral control over all phases of the insurance industry.

Surcharging Motorists in Assigned Risk Plan
Before taking up the various surcharge proposals indicated by

the above title, we should perhaps present a brief outline of the
origin, purposes and functions of the Massachusetts Motor Vehicle
Assigned Risk Plan.

The Plan is an organization composed of all companies writing
compulsory automobile insurance in the Commonwealth. It is
located at 66 Batterymarch Street, Boston. Its purpose is to pro-
vide for the fair and equitable apportionment among the companies
of applicants who in good faith are entitled to compulsory insur-
ance but are unable to obtain the coverage through normal
channels.

The original Plan was adopted by the companies on November
15, 1939, to provide coverage for motorists whose previous records
were so poor and whose potential records so forbidding that com-
panies generally would be reluctant to insure them voluntarily. Of
course it was recognized with the enactment of the compulsory law
that poor insurance risks would have difficulty in obtaining cover-
age, and thus the State Board of Appeal on Motor Vehicle Liability
Policies and Bonds was created to rule on the propriety of a com-
pany’s refusal to issue a policy or a company’s cancelation of an
existing policy.

It was found, however, that obtaining insurance as a result of
the Board of Appeal’s decision was too time-consuming a process
for applicants, and the companies voluntarily established the As-
signed Risk Plan. Originally, only compulsory insurance was fur-
nished applicants, but now any eligible applicant who has been re-
fused insurance by any one company can obtain complete automo-
bile bodily injury liability coverage as well as property damage in-
surance. Excess limits coverage also is provided if the applicant
needs this to satisfy federal, state or municipal requirements.



[Jan.SENATE —No. 466.107

(

In 1948 the Plan’s rules were amended to encourage companies
to renew existing business in any year and also to solicit new busi-
ness. The law provides that any company may be relieved of re-
newing a motorist’s insurance for the ensuing year if the company
issues a notice of its intention not to renew by November 15. The
Plan rules were changed so that any company so issuing a Notice
of Intent Not to Renew would receive an assignment of another
risk with an Intent Not to Renew from another company, plus a 10
percent penalty. Today, therefore, for every 10 risks to whom a
company issues Notices of Intent Not to Renew, the same company
receives 11 assigned risks in return, and these assignments are in
addition to the number that would otherwise be apportioned to the
company. In this way the companies are given an incentive to re-
tain existing business.

Writing of New Business Encouraged

To encourage companies to accept new business, or applicants
who have not been insured the previous year, the Plan rules pro-
vide that when any company accepts a new business applicant di-
rectly and notifies the Plan of such acceptance, credit will be given
the company in lieu of an assignment which it would otherwise
have to accept.

The objective of these rules, of course, is to encourage the writ-
ing of insurance through regular channels rather than by means
of the Assigned Risk Plan. Nevertheless, due to the increase in
motor vehicle registrations and unfavorable underwriting results
in recent years, the number of assignments being handled by the
Plan now exceeds 50,000 motorists each year.

Up until 1950, when the Plan was separated from the Massachu-
setts Automobile Rating and Accident Prevention Bureau, appli-
cants were sent from the Plan to the company receiving the as-
signment for final processing. Since that time, however, the Plan
makes the necessary certification of the registration and accepts
payment of the premium at the time of assignment, thereby
enabling the applicant to go directly to the Registry of Motor Ve-
hicles to obtain his registration plates. A sizeable portion of the
volume is now handled by mail.

With the enactment of the Highway Safety Act of 1953, the As-
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signed Risk Plan, hitherto a voluntary association of the companies,
was established on a mandatory basis under law. The motivating
thought was that a statutory plan under the jurisdiction of the In-
surance Commissioner should be in existence in the event that the
voluntary plan for one reason or other failed to meet the assigned
risk problem.

Political Aspects of Surcharging Assigned Risks
There has always been a strong conviction in many quarters that

premium surcharges should be imposed by the Commissioner on
motorists in the Assigned Risk Plan and that the money so collected
should be applied toward lowering the compulsory rates commen-
surately for motorists not in the Plan. This contention is based on
the extremely bad accident loss experience of assigned risks, year
after year. An indication of the severity of this experience is shown
by the loss ratio figure of 174.4 on private passenger cars for the
year 1956, the most recent year for which complete statistics are
available. This loss ratio means that for every compulsory premium
dollar received from the owners of cars in the Assigned Risk Plan
that year, the companies were required to pay out nearly $1.75 on
claim losses alone, exclusive of operating costs.

Assigned risks are surcharged in every state in the nation except
Massachusetts. Almost without exception, the private passenger
car surcharges are 25 percent of the premium if the motorist has
been involved in a single accident or minor court conviction, and
35 percent for convictions on serious offenses or multiple accidents.
Some states impose surcharges on assigned risks, even if they have
no previous record.

If the Commissioner were to impose surcharges on assigned risks
in Massachusetts, a number of changes would have to be made in
the present operation of the system. Under the present arrange-
ment, motorists are assigned for one year only and then the busi-
ness is absorbed by the companies. Because of adverse underwrit-
ing experience in periods such as the present, a number of motor-
ists with no previous records either for accident involvement or
court convictions mainly under-25 driver risks going on the road
for the first time- are placed in the Assigned Risk Plan.

The Commissioner, therefore, would have to establish rules de-
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fining assigned risks by classifications. He also would have to es-
tablish the amounts of the surcharges on each class of assigned
risk, and in this connection it is assumed that he would impose no
surcharges on the so-called “clean” risks having no previous rec-
ords for accident involvement or court convictions.

At the present time, of course, assigned risks do not have to pay
any more for their insurance than do motorists who are not in the
Plan. Also, when setting the compulsory rates, the Commissioner
includes the assigned risk accident loss experience with the experi-
ence of the general motoring public outside the Plan. Probably
the most formidable question which would confront the Commis-
sioner in this whole area would involve the amount of the sur-
charges to be imposed on assigned risks. Due to the political com-
plications which would surely develop, it can be assumed that what-
ever amount the surcharges ultimately might be, they would never
even approach the point of compensating for the accident losses of
motorists in the Assigned Risk Plan.

While we feel that as a matter of principle there should be some
legal machinery set up by the Commissioner to define and sur-
charge assigned risks, we must also be sufficiently practical to con-
template the type of reception this recommendation will be given
by the General Court. If the Legislature in 1956 repealed within
a few days the demerit rating provisions of the Highway Safety
Act in response to protests arising from the surcharging of only
16,000 out of 1,300,000 private passenger car-owners of the Com-
monwealth, it could be confidently expected that our law-makers
would react similarly to any attempt to surcharge 50,000 motor-
ists in the Assigned Risk Plan.

This Commission believes that in the foregoing section of this
report it has explored and developed all of the elements which have
influenced the cost of compulsory automobile insurance to the
Massachusetts motoring public.

In our approach to this whole subject, we have been guided by
two common objectives. One has been the obvious intent of the

CONCLUSION
(Part I)
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Legislature in authorizing this investigation. The other is our own
belief that, from the standpoint of public enlightenment and public
confidence, a penetrating, impartial and above all a factual study
of this contentious subject has been long overdue, perhaps by as
many as 20 years.

Casting aside all subsidiary considerations, what does the Massa-
chusetts motoring public desire most to know? The public mainly
wants to know three things:

1. Has it been paying excessive charges for compulsory auto-
mobile insurance?

2. Have the casualty insurance companies been making exces-
sive profits from compulsory automobile insurance?

3. Has state regulation of the companies’ operations been suf-
ficiently effective to protect the public against both of the
above possibilities?

This Commission has pursued the answers to these questions dur-
ing the course of public hearings extending over a period of 11
months and in the study and analysis of volumes of sworn testi-
mony and other documentary evidence.

We are certain that if Massachusetts car-owners were being
charged excessive rates for compulsory insurance, or if the com-
panies were profiting unreasonably, the disclosure would have come
to light during our public hearings, at which the testimony of all
witnesses was taken under oath.

The fact that no such evidence was found during 18 months of
systematic and minute probing of company operations, and in the
questioning of company executives testifying under oath, should
be reassuring to the motoring public.

Because high claim frequency and high claim costs have com-
bined to drive up compulsory rates to their present levels, many
thousands of motorists are of the opinion that they are paying
excessive rates for their insurance. This tendency to confuse high
rates with excessive rates is typical of the basic misunderstanding
which has characterized the operation of the Massachusetts com-
pulsory system for almost 30 years.

However, it is our conclusion, based not only on the sworn testi-
mony of various state officials and executives of the insurance
companies but also on a searching examination of the record and



11l SENATE —No. 466. 111

(

on inquiry into areas extending even beyond the record, that the
car-owners of this Commonwealth are not paying excessive com-
pulsory insurance rates.

It must be acknowledged that much of the difficulty in achieving
a better understanding of the rate problem is attributable to politics.
Many who have observed this relationship closely since 1927 are
convinced that the only way to remove politics from automobile
insurance in Massachusetts is either to repeal the compulsory law
or to amend it by transferring the authority to make the rates
from the Insurance Commissioner to the insurance companies, sub-
ject to the Commissioner’s approval.

We oppose both of these suggestions. As a practical matter, we
seriously doubt that the Legislature would repeal the law, and we
also doubt that even the electorate would vote repeal if the question
were placed on referendum, despite the widespread dissatisfaction
with the system.

Further, we do not believe that the Legislature would or should,
as a matter of public policy, transfer from the Insurance Commis-
sioner to the companies the authority to establish compulsory rates.
It is true that the companies continue to set the rates, subject to
approval of state regulatory authorities, in New York and in North
Carolina, where compulsory insurance recently was adopted. This
provision was written into the laws of those states in view of the
difficulties under state-made rates observed in Massachusetts. Until
there has been an opportunity to note developments in New York
and in North Carolina, we do not feel that such a change should
be made in the Massachusetts law.

We have already made four recommendations, all calculated to
clarify much of the present misunderstanding over the rating sys-
tem, and none of which would require legislative action:

1. Continued studies of statistical data by the Division of Insur-
ance and by company actuaries to develop further refine-
ments in the Age and Use Classification system by the
establishment of additional classifications of motorists.

2. Changing the name of the Massachusetts Automobile Rating
and Accident Prevention Bureau to the Massachusetts Auto-
mobile Statistical and Accident Prevention Bureau.

3. An arrangement by which the Insurance Commissioner, upon
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invitation of the Bureau, would assign a permanent repre-
sentative of the Division of Insurance to oversee the sta-
tistics-gathering operations of the Bureau.

ferring all allocated and unallocated claim expense from the
expense portion to the claim loss portion of the rates.

The Commission will defer until later in this report its principal
recommendations for reducing the cost of compulsory insurance in
the Commonwealth. As a directly related matter, however, we
strongly recommend adoption by the Legislature of a measure
designed to reduce public claim-consciousness and possibly to mini-
mize the exaggeration of claim values.

It is mandatory under existing law (Ch. 90, Sec. 26) that persons
operating motor vehicles involved in accidents causing bodily injury
or property damage in excess of $2OO report such accidents to the
Registry of Motor Vehicles on printed forms on which the names of
injured parties must be listed. We recommend that the Legislature
amend this statute by a provision that such reports be made under
pains and penalties of perjury.

An appropriate draft of legislation to place this recommendation
into effect is appended to this report.

GENERAL REVIEW OF PROPOSALS TO BROADEN THE
SCOPE OF THE MASSACHUSETTS COMPULSORY

LAW OR TO EFFECT ADMINISTRATIVE
CHANGES IN ITS OPERATION.

As stated in the introduction to this report, the Legislature
assigned to this Commission for study a number of proposals which
for years have been filed for consideration at each legislative ses-
sion. The subject matter of many of these petitions has become
familiar to both legislators and the motoring public, but they
nevertheless require review on the basis of up-to-date information.
To simplify this presentation, we shall classify the bills as follows;

4. Changing the Commissioner’s rating procedure by trans-

PART II
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1 Broadening the Scope of the Massachusetts Compulsory Law.
(A) Inclusion of property damage, guest and extra-terri-

torial coverage under the provisions of the compulsory
law.

(B) Permit the writing of voluntary uninsured motorist
coverage.

(C) Establishment of an unsatisfied judgment fund to
indemnify victims of hit-and-run drivers and out-of-
state motorists.

(D) Requiring the posting of bonds as security for damage
caused by out-of-state motorists.

(E) Increasing the $5,000-$lO,OOO minimum coverage re-
quirements under the compulsory law.

Changes in Basic Insurance Principles and Procedures.
(A) Insuring the operator rather than the vehicle.
(B) Applying the liability and indemnification principles

2,

of the workmen’s compensation law in the disposition
of bodily injury claims arising from motoring acci-
dents.

(C) Inclusion of a deductible provision in compulsory
automobile insurance policies.

3. Administrative Changes in Compulsory System.
(A) Transfer of Assigned Risk Plan to the Division of

Insurance.
(B) Staggering of motor vehicle registrations to permit

year-around renewals of automobile insurance policies.
(C) Improving and strengthening powers and functions of

the State Board of Appeal on Motor Vehicle Liability
Policies and Bonds.

Making Property Damage and “B” Coverages Compulsory

Under a system where it has so long been common knowledge
that every owner of a motor vehicle carries liability insurance
against death and bodily injury, it perhaps is only natural to expect
proposals to add other liability coverages, such as property damage
and guest and extra-territorial, to the Massachusetts compulsory
list.
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Property damage insurance, customarily providing $5,000 cov-
erage, protects the car-owner against liability for damage his vehicle
may cause to another car or to property in general. Guest and
extra-territorial liability insurance are known as the “B” coverages
in Massachusetts. Guest coverage protects the car-owner against
liability for death or injury to a guest occupant of his vehicle. Extra-
territorial protects him against liability for death or injury off the
ways of the Commonwealth, such as on private property, or outside
the state.

Guest coverage originally was included in the Massachusetts com-
pulsory law, but it was eliminated as a compulsory requirement in
1936 by the Legislature. Due to adverse accident loss experience
it appeared in evitable in that election year that the Insurance Com-
missioner would have to announce a compulsory rate increase for
1937. This would have meant the repudiation of highly-publicized
campaign pledges of lower compulsory insurance rates. To resolve
this dilemma, guest coverage was removed from the compulsory
law and a reduction in rates thereby was brought about.

Although property damage and the “B” coverages are optional
in Massachusetts, they are carried to a surprisingly vast extent by
the motoring public. For example, well over 90 percent of all Massa-
chusetts car-owners carry property damage, 96.5 percent have
extra-territorial and 94 percent carry guest coverage.

This obviously is the chief reason why there has been absolutely
no public demand in the Commonwealth to make these coverages
compulsory.

We believe we have established beyond any doubt in the previous
section of this report that the principal source of misunderstanding
and discontent over compulsory insurance in Massachusetts has
been its cost. This being so, it surely would follow that this con-
fusion and resentment would be greatly multiplied if the Legisla-
ture were to compel every motor vehicle owner in the Common-
wealth to buy property damage, guest and extra-territorial insur-
ance in addition to his bodily injury protection. If this were done,
total compulsory insurance bills would run to more than twice their
present levels in many sections of the state. And although in the
end more than 90 percent of all motorists would be paying approxi-
mately these totals anyway, due to their having purchased the
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optional coverages voluntarily, there would nevertheless be an ex-
plosive resentment against being compelled by law to buy all four
lines.

Presumably, as in compulsory coverage, the rates for property
damage, guest and extra-territorial also would be established ex-
clusively by the Insurance Commissioner, with the same legal
requirement that he conduct a public hearing on the rates for each
line. The effect of this would be to multiply by four the perform-
ance which takes place annually in this Commonwealth at the
hearing on the single issue of bodily injury rates.

As shown by the record on bodily injury insurance, it would
have to be expected that claim frequency would climb on property
damage, guest and extra-territorial as soon as they became com-
pulsory, thereby driving up the rates on these lines.

It is true that the New York and North Carolina compulsory
laws make property damage mandatory. But the New York law
did not become effective until February of 1957, and the North
Carolina law became operative only in January of 1958. Therefore,
until there has been sufficient time to make a proper evaluation of
the experience in those states, we believe the wiser course for
Massachusetts would be to suspend judgment of this proposed
change.

Meanwhile, a basic principle of the financial responsibility laws
of other states is encompassed by existing statutes in Massachusetts
as far as the interests of claimants in property damage cases are
concerned. The Registrar of Motor Vehicles, under Chapter 90,
Section 22A, is required to suspend the driver’s license of any mo-
torist who fails to pay a property damage judgment, after 60 days.

For these reasons, the Commission will not recommend at this
time that property damage, extra-territorial and guest coverage be
included under the compulsory insurance law of the Commonwealth.

Voluntary Uninsured Motorist Coverage

Uninsured motorist coverage is now generally written in most
other states, but not in Massachusetts. This coverage protects the
named insured and members of his family in the event of death or
injury caused by the negligence of a motorist who is not insured,
whether such accident victims are occupants of a motor vehicle or
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are pedestrians. It is issued as an endorsement to the customary
bodily injury liability policy in other states.

This type of insurance cannot be written under our present
statutes in Massachusetts, and the primary need for protection of
this sort is occasioned by uninsured motorists coming into this
Commonwealth from other states.

We recommend that consideration be given to amending the
appropriate statute to permit insurance companies to provide such
coverage to Massachusetts motor vehicle owners who request the
same.

Rates for this type of insurance are extremely moderate in all
states where it is now in effect, the premium in the state of New
York, for example, being $2.00 for coverage up to the limits of the
bodily injury policy.

Creation Of An Unsatisfied Judgment Fund
The purpose of unsatisfied judgment funds is to indemnify the

victims of hit-and-run drivers and of uninsured motorists generally.
Such funds are now operating in New Jersey and in North Dakota,
and the Maryland system will become operative on June 1, 1959.

The New Jersey unsatisfied judgment fund is the one most fre-
quently discussed. It was adopted in 1955 as an alternative to com-
pulsory insurance as a means of protecting the public against death
or injury or property damage caused by uninsured and otherwise
financially irresponsible motorists. Under its provisions uninsured
motorists registering their vehicles in New Jersey are required to
pay a maximum fee of $15.00 into the fund, and insurance com-
panies also are required to contribute up to one-half of one percent
of their net bodily injury and property damage premiums.

The New Jersey fund is administered by the State Treasurer and
four representatives of the insurance companies. A claimant may
not recover from the fund if his injuries are covered by workmen’s
compensation. Neither may he recover for bodily injury or prop-
erty damage if he is the spouse, parent or child of the uninsured
motorist causing the accident, or if he is a guest occupant of a
vehicle owned or operated by the uninsured motorist.

In addition, uninsured motorists are required to reimburse the
fund for any claims paid as a result of their negligence.
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The uninsured motorist problem for years has been of slight sig-
nificance in Massachusetts, due to the operation of the compulsory
law. If in addition to compulsory insurance the Legislature ap-
proves voluntary uninsured motorist coverage, as we have already
recommended, thereby providing bodily injury protection against
uninsured motorists coming into Massachusetts, further consider-
ation of proposals for an unsatisfied judgment fund should be
unnecessary.

Posting Of Bonds As Security For Damages

There has been little activity in favor of additional legislation in
Massachusetts to require uninsured motorists from out-of-state to
post bonds or other security for injury or damage they may cause
as a result of automobile accidents.

It is generally felt that there is ample protection in these cir-
cumstances under existing law in Massachusetts. For example, a
plaintiff or his attorney under Ch. 90, Sec. 3G can obtain a court
order requiring an uninsured or otherwise financially irresponsible
out-of-state motorist to post security if there are reasonable grounds
to believe him at fault in an accident. As a result of such a court
order the Registrar of Motor Vehicles can bar such a motorist from
the Massachusetts highways. If the same motorist were to default
on any judgment made against him in Massachusetts, it would be
possible to take court action in his home state and also to deprive
him of his motoring privileges there.

In addition to these safeguards, financial responsibility liability
laws have been strengthened in most states with the result that
most motorists coming into Massachusetts now carry protection for
accidents they may cause here.

We do not feel that legislation of this type is necessary in
Massachusetts.

Increasing Present Minimum Compulsory Coverage

There has been considerable agitation in Massachusetts in the
past few years for legislation to increase the present $5,000-
$lO,OOO minimum coverage required by the compulsory law to
$lO,OOO-$20,000.

Members of the legal profession have been the foremost advocates
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of this proposal, their contention being that the $5,000 (death or
injui’y to one person) and $lO,OOO (more than one person in any
one accident) minimum coverage may have been adequate when
the compulsory law became operative in 1927, but that it is seri-
ously inadequate in many cases to meet higher hospital and medical
costs in the present era of inflation.

This Commission is mindful of the increase in hospital and
medical charges and also in wage rates during the past 10 years,
all of which have contributed largely to the cost of claims. We
likewise are aware that the present minimum coverage of $5,000-
$lO,OOO under the compulsory law is found insufficient to meet
many claims, especially with juries frequently bringing in verdicts
in excess of these levels.

In addition, it is common knowledge that in view of these devel-
opments the insurance companies directly or through their agents
and brokers have apprised their policyholders of the situation and
for a number of years have recommended that they purchase
excess limits coverage above the $5,000-$lO,OOO minimum required
by the compulsory law.

Having been warned of the prospect of financial disaster should
they be hit with a staggering jury verdict with only $5,000-$lO,OOO
coverage, approximately 54 percent of all private passenger car-
owners in Massachusetts in 1957 had purchased excess limits on a
voluntary basis in amounts ranging from $lO,OOO-$20,000 to more
than $lOO,OOO-$300,000. The extent of excess limits coverage is pre-
sumed to have increased during 1958.

The extent of excess limits coverage carried by Massachusetts
private passenger car-owners in 1957 was as follows:

S 10,000-S
$ 15,000-$
S 20.000-$

S 50,000-slf
SlOO.OOO-S2C
$lOO.OOO-S3C 4.3

T
>r than above

(Above data on file in Division of Ins

In considering the question of whether the minimum compulsory
coverage in Massachusetts should be increased by law, it becomes
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necessary once more to weigh the advisability of this step against
the extremely volatile attitude of the motoring public with respect
to any sort of increase in the compulsory rates.

It is apparent to this Commission that the advocates of this
legislation have succeeded admirably in impressing the public with
the necessity for increasing the minimum compulsory limits, but
at the same time they have neglected to inform the car-owners of
the Commonwealth that it inevitably will bring about automatic
and substantial increases in compulsory rates for all classes of
motor vehicles.

For example, if the present coverage of $5,000-$lO,OOO were in-
creased by the Legislature to $lO,OOO-$20,000, the basic compulsory
rates would jump automatically by the following percentages:

Private Passenger Cars . . . .20%
Trucks 25%
Taxicabs 30%
Buses 46%

These rate increases would be automatic, taking place at the
beginning of the year in which the $lO,OOO-320,000 minimum sta-
tutory coverage became effective. But we must in fairness point
to another development which undeniably would take place in the
cost of compulsory insurance to the motoring public. Claimants for
bodily injury damages obviously would seek higher settlements if
the minimum coverage for every car-owner were doubled, and it
would have to be expected that the influx of higher claims and
higher settlements would before long overtake these automatic
rate increases referred to above and drive up the rates still further.

This situation once again would bring to the forefront the serious
question of the adequacy of the rates under law. It must be ac-
knowledged that if the companies have been experiencing difficulty
in obtaining compulsory rates which they consider adequate with
the minimum coverage at the present $5,000-$lO,OOO level, this
problem of necessity would become far more distressing if the mini-
mum were increased to $lO,OOO-$20,000.

We believe that the above facts as to the inevitability of increases
in the cost of compulsory insurance should be made known to the
motoring public fully and clearly whenever advocates of this plan
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appear publicly before committees of the Legislature to urge its
adoption.

Insuring The Driver Instead Of The Car

The most plausible argument in favor of insuring the driver
instead of the vehicle is that it would reduce insurance costs con-
siderably, the contention being that since there are far more
licensed operators than registered vehicles, the cost could be spread
over a greater area.

Records of the Registry of Motor Vehicles show that in 1957
there were about 2,113,000 licensed drivers and about 1,500,000
registered vehicles in Massachusetts. On this basis, it would be held
that by spreading the cost over 613,000 more persons, present
compulsory insurance rates would be reduced by some 29 percent.

Advocates of insuring the driver are themselves far from united
in their approach to this plan. Some would insure the drivers of all
types of motor vehicles, while others would insure only the drivers
of private passenger cars. In addition, some of the proposals would
insure the driver for compulsory insurance but would continue to
insure the car for property damage insurance.

Before taking up the detailed problems which would arise from
insuring the driver, let us view the proposal from a practical
standpoint.

How would the Legislature react to a petition to compel an addi-
tional 613,000 residents of Massachusetts to buy bodily injury
insurance? Instead of operating to the financial benefit of all car-
owners, it actually would cost them more money through the ex-
pense of processing applications, writing policies and billing 613,000
more motorists.

How would the Legislature react to such proposal when it is
so well known that most families in Massachusetts have only one
car but with several members of the family driving it? The addi-
tional cost to the family of insuring each member who operated
the car would greatly exceed the present cost of insurance written
on a specified car basis.

The fact is that at one time in Massachusetts liability insurance
actually was sold to the driver. As far back as 1915 this type of
coverage was sold to the owner of a vehicle, with separate premium
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charges for each additional operator of the car. But the system
was found unworkable, and in 1920 it was replaced by issuing poli-
cies on a specified car basis.

As Mr. Linder explained under questioning by Counsel Leary
(Vol. 17, Pgs. 1721-1723) at a public hearing on December 10, 1957,
the principal obstacles to insuring the driver instead of the car
would be of a legal rather than an actuarial nature. A serious
policing problem also would present itself because it could be ex-
pected that uninsured motorists in large numbers would be on the
highways illegally.

The presence of registration plates on a car today is prima facie
evidence that the owner of the vehicle carries compulsory insurance.
But under the insure-the-driver plan it would be impossible for a
policeman, from normal observation, to detect whether an oper-
ator was insured.

One of the foremost legal difficulties involved concerns the lia-
bility of the car-owner for the negligence of anyone to whom he
entrusts the vehicle. For example, the owner himself would have
to be insured as a driver if he operated the vehicle, and so would
anyone to whom he entrusted the car. The fact that the latter had
driver insurance, however, would not absolve the owner from pos-
sible liability in the event of an accident. Therefore, to protect
himself, the owner would be obliged to buy in addition to his own
driver’s insurance an automobile owner’s liability policy. Compli-
cations in the settlement of claims doubtless would arise out of these
situations.

Admittedly, the Insurance Commissioner would experience ex-
treme difficulty in attempting to establish “adequate, fair, reason-
able and non-discriminatory” compulsory rates for drivers in the
commercial vehicle field, which would include the operators of
trucks, taxicabs, rented vehicles, buses, etc.

Because of these administrative and legal problems, all requiring
painstaking research in advance of any affirmative consideration,
we do not feel that we can make any recommendation with respect
to driver insurance beyond suggesting that it is a proposal so revo-
lutionary in concept and in practice that it should be made the
basis of an entirely separate study.
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Application Of Principles Of Workmen's Compensation Law

In addition to the petitions filed annually in the Legislature, a
number of studies have and still are being carried on throughout
the country into the desirability of applying the principles of
workmen’s compensation laws to compulsory or bodily injury auto-
mobile insurance. This, of course, would mean a radical change in
the whole approach to liability insurance and also in the means
of indemnifying accident victims.

Under workmen’s compensation insurance, employees are in-
demnified for injury or other disability incurred during the course
of their employment. Liability without fault or proof of negligence
is assumed by the employer under the workmen’s compensation
laws of Massachusetts and other states, and thus it is necessary for
an employee to show only that his injury or illness arose out of and
during the course of his employment.

As to claims, the employee is indemnified under an established
schedule of benefits. For example, there are set amounts paid under
the workmen’s compensation law for the loss of a limb, other dis-
figurement, loss or impairment of sight or hearing, etc., and estab-
lished death benefits are included in the schedules, along with de-
pendency allowances. Under workmen’s compensation, however,
the injured worker is compensated for only a fraction of his lost
wages.

To apply this procedure to automobile bodily injury liability in-
surance, the question of proving negligence in accident claims
would be eliminated and it would be necessary to prove only that
the injury or death resulted from an automobile accident. Pre-
sumably, therefore, policies issued to a car-owner would compensate
him, occupants in his car, pedestrians, and anyone else injured by
the automobile. All claims would have to be paid, since negligence
and contributory negligence, would no longer be involved, and thus
all parties proving that they were injured as a result of a specific
automobile accident would be compensated.

Along with the elimination of negligence and contributory negli-
gence as issues in accident cases, claimants or their heirs no longer
would be paid for conscious suffering. In these circumstances,
accident victims would receive payment only for hospital and medi-
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cal costs, plus a portion of their lost wages instead of the full
amount.

This system undoubtedly would drive up compulsory insurance
rates because the total number and total cost of claims would be
much greater. At the same time, the average amount of individual
claims paid would be considerably lower.

It naturally could be expected that most members of the legal
profession would oppose this plan as an unsound move to establish
the principle of liability without fault, and also because of economic
reasons. If claims were paid under a schedule of established bene-
fits, legal fees also would be regulated as they are now under the
workmen’s compensation law.

From all of the information we have been able to obtain on the
subject, the Commission is of the opinion that this proposal should
not be advanced beyond the discussion stage at this time.

Deductible Provision In Compulsory Policies

Perhaps the simplest method of outlining this proposal is first
to consider how the deductible feature operates under physical dam-
age insurance. For example, a $5O or a $lOO deductible clause is
included in standard collision or upset policies. This protects a
motorist who damages his car by upset or by collision with another
object, such as a tree, with no other car involved. Or it could also
be a case of the car being damaged by another car, the owner of
which carried no property damage insurance. The insurance com-
pany will pay the motorist for the damage, minus the amount
deductible, thereby fulfilling its obligation.

This is a two-party indemnification contract between the com-
pany and the motorist it insures. Difficulties immediately develop,
however, when it is attempted to apply this principle to liability
insurance, because now there are three parties involved, the com-
pany, the motorist it insures, and the claimant.

Sponsors of the deductible plan for compulsory insurance would
have the owner of the car responsible for an accident pay the first
$5O or $lOO of any resultant bodily injury claim. The argument is
advanced that this not only would cause all motorists to drive more
carefully but also that the total deductible amounts collected from
all motorists responsible for accidents would reduce commensurately
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the total claim losses of the companies and thereby reduce com-
pulsory insurance rates.

We cannot concur in this highly optimistic conclusion. It fails
utterly to take into account the common reluctance of nearly all
motorists to admit responsibility for an accident, and, even more
improbable, it assumes that such motorists would willingly hand
over $5O or $lOO of their own money to an insurance company in
part payment of claims for which they denied responsibility.

Legitimate claimants primarily would suffer under this state of
affairs through having to wait indefinitely for settlement, due to
the refusal of motorists responsible for accidents to pay the amounts
deductible. This difficulty might be minimized to some extent be-
cause some of the deductible proposals would permit the companies
to pay the full claim and then proceed to collect the deductible
from their policyholders. Such an arrangement, on the other hand,
would not be likely to enhance the relationship between the com-
panies and their policyholders.

A highly important question to be resolved here is to what extent
and to what expense the companies would have to go to obtain pay-
ment of amounts deductible from thousands of insured motorists.

This automatically presents the question of whether the Registrar
of Motor Vehicles would suspend the driving licenses of motorists
for failure to reimburse the companies for the amounts deductible.
Even if the Registrar agreed to do so (in effect, the Registrar under
Chapter 90, Section 22A, now suspends the licenses of persons who
fail to pay a property damage judgment, as well as the registration
of car-owners whose insurance has been canceled for non-payment
of premium) would the Legislature permit this procedure to exist,
presumably where thousands of motorists would be involved?

There can be no doubt that the time and expense required by
companies to explain and justify to insured motorists the reasons
for payment of a claim, together with the requirement that these
motorists must reimburse the companies by $5O or $lOO, would
greatly increase claim costs and consequently the cost of compulsory
insurance.

In addition to increasing the cost of claims, a deductible system
inevitably would increase the number of claims as well. As has
been pointed out, most motorists involved in accidents are con-
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vinced that the mishap was caused by the other party. Frequently
this position is found to be in error, for in hundreds of such cases
it is the other party who is successful in collecting a personal
injury claim. Facing up to the human equation involved, it is not
unreasonable to expect that motorists against whom liability has
been determined would also file personal injury claims as cross
actions if for no other reason than to avoid having to pay $5O or
$lOO out of their own pockets to an insurance company.

These arguments would apply equally to any other form of
deductible.

Mr. Linder appears to have summed up the situation rather
pointedly when questioned by Counsel Leary at the hearing on
December 10, 1957.

MR. LEARY: (Vol. 17, Pg. 1726) In other words, Mr. Linder,
you don’t feel as an actuary, and based on your own experience in
this business, that a deductible policy if it is coupled with com-
pulsory insurance is a feasible thing?

MR. LINDER: I don’t think it’s feasible even where you don’t
have compulsory.

This Commission opposes all measures calling for a deductible
clause in Massachusetts compulsory automobile insurance policies.

Transfer Of Assigned Risks Plan To Division Of Insurance
The operations of the Assigned Risk Plan were outlined exten-

sively in the preceding section of this report. Although the Plan
originally was established voluntarily by the insurance companies in
1939, its function was made statutory by the Legislature in 1953
and it has since operated under rules and regulations approved by
the Insuraance Commissioner.

All evidence presented to this Commission indicated to us that
the Plan has been operating satisfactorily and that it has been
providing an efficient means of assigning motorists whom the com-
panies are reluctant to insure on a voluntary basis.

We see no advantage to be gained by transferring the Plan
physically to the Division of Insurance, and on this score we are
informed that there would be no space in which to locate the Plan’s
facilities and personnel in the present quarters of the Division at
100 Nashua Street.
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Staggering Of Motor Vehicle Registration Renewals
At present, the registration of all motor vehicles registered in

Massachusetts expires at midnight on December 31 each year, and
so do the compulsory insurance policies issued on such vehicles.

Proposals to eliminate this common expiration date in favor of
some other date such as March 31 or August 31, or even by stag-
gering expirations by the birth dates of car-owners, as is presently
being done on the renewal of driving licenses, have been before the
Legislature for years.

Proponents of these plans contend that the December 31 date
is inconvenient from a financial standpoint, with insurance pre-
miums coming due in addition to holiday expenses, and also because
it creates an excessive work load during the closing weeks of the
year. This latter reason is cited particularly by insurance agents
and brokers.

The Registry of Motor Vehicles is opposed to any change in the
present arrangement. The Registry is now in the process of
mechanically staggering the renewal of driving licenses by birth
dates, but Registrar Clement A. Riley contends that it would not
be feasible to do the same with registration renewals. It is ex-
plained that if the expiration date were to be March 31, the vitally
important listing of registrations by number and alphabetically by
names of vehicles owners would be impeded by having to carry out
this task during the vacation period. The same objection is raised
as to the August 31 date, since the clerical work in connection with
thousands of reserved registration plates would have to start
in June.

In addition, the Department of Corporations and Taxation is
opposed to any change in the expiration date on the ground that
it would greatly complicate the processing of excise tax bills on
motor vehicles, much to the dissatisfaction of city and town officials
throughout the Commonwealth.

It is obvious that there also would be a sizable increase in the
number of non-registered and uninsured cars on Massachusetts
highways. Under the present system there is virtually no problem
in this respect because all car-owners, prior to putting their vehicles
on the road each January 1, must renew their registrations and
display either new registration plates or windshield stickers certi-
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lying that the vehicle has been properly registered. Further, as
a condition precedent to registering a vehicle, the owner’s applica-
tion must show the official stamp of the company which has issued
a compulsory insurance policy on the car for the ensuing year. In
this manner, police and Registry inspectors can regard either the
new registration plates or windshield stickers as prima facie evi-
dence that a car has been properly insured.

This Commission favors the retention of the present December
31 date for expiration of registrations and compulsory insurance.

Functions Of State Board Of Appeal

The State Board of Appeal on Motor Vehicle Liability Policies
and Bonds was created with the enactment of the compulsory law
in 1925 and became operative in 1927. It is composed of three mem-
bers, a representative of the Attorney General, a representative of
the Insurance Commissioner and a representative of the Registrar
of Motor Vehicles. Its primary function is to review and adjudicate
the appeals of car-owners who either have been refused insurance
by a company or whose coverage has been cancelled by a company.
A ruling by the Board may be appealed by either party to the
Massachusetts Superior Court. The additional function of passing
upon the appeals of motorists whose driving licenses have been
revoked by the Registrar, or whose applications for licenses have
been rejected was conferred on the Board by the Legislature in 1952.

The Board convenes four days a week, holding sessions in Boston,
Taunton, Springfield and Worcester. Charles M. Stiller, secretary
of the Board since 1935, outlined the Board’s functions and case-
load at a public hearing on May 7, 1958, testifying (Vol. 4, New
Series, Pg. 235) that the Board handled 5,249 appeals on insurance
refusals or cancellations in 1955, 4,889 in 1956, and 4,875 in 1957.
He also explained that as of April of 1958, the Board was running
600 or 700 cases more than had been handled during the correspond-
ing period of 1957. In addition, Mr. Stiller reported that the Board
in 1957 heard 282 appeals from the Registrar’s refusal to issue or
restore driving licenses.

In this connection, it is apparent to the Commission that the
volume of cases handled by this agency has increased to such an
extent in the past four or five years that additional personnel should
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be provided without delay to bring the backlog of business up
to date.

Of the 10 or more reasons which may be cited by a company as
the basis for canceling a motorist’s compulsory insurance, such as
falsification of application, improper mechanical condition of the
vehicle, etc., Mr. Stiller said (Vol. 4, New Series, Pgs. 234-235)
that cancellation on grounds of accident frequency is the greatest
source by far of all of the appeals brought before the Board in
any year.

While Mr. Stiller testified as to the final adjudication of those
appeals which were carried beyond the Board to the Superior Court,
there was no evidence presented to this Commission as to the ratio
of appeals sustained by the Board itself, either on insurance can-
cellations or on refusals to insure.

Joseph A. Cieri, chairman of the Board, testified (Vol. 4, New
Series, Pg. 227) that in his opinion none of the companies in the
past two or three years had canceled car-owners indiscriminately
“to avoid taking risks under our compulsory motor vehicle law.”

On this basis, if the companies’ cancellations for accident fre-
quency appear generally to have been based on justifiable cause,
it follows that the Board of Appeal should be given sufficient au-
thority to proceed more drastically against this type of motorist.

Under the present law, evidence is presented to the Board bear-
ing on the issues as to whether a cancellation of insurance, or re-
fusal to issue insurance, is proper and reasonable, and also as to
whether the complainant is “a proper and suitable” person to whom
insurance should be issued.

This evidence provides the Board with facts upon which it may
form a considered opinion as to whether a car-owner is a menace
to public safety on the highways. We feel the law should be
amended to provide such specific authority.

As conceived by the Legislature, the Board of Appeal was cre-
ated to protect the motoring public against arbitrary cancellations
of insurance by the companies. But at the same time it was clearly
the intent of the Legislature that the Board should serve as an
agency empowered to rule obviously accident-prone and otherwise
unfit motorists off the highway by a finding that such motorists
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are not “proper and suitable” persons to whom insurance should
be issued.

In their questioning of both Mr. Cieri and Mr. Stiller, a number
of members of this Commission went to considerable lengths into
one practice which seems to have become commonplace and which
clearly is detrimental to highway safety efforts.

At present, when a company cancels a compulsory automobile
insurance policy, it is usually the practice of a car-owner to appeal
immediately to the Board of Appeal, thus deferring the cancella-
tion. In the meantime, the car-owner may apply for insurance in
any other company and, if refused insurance, he may bring this
refusal before the Board, which will generally rule that the new
company must accept his application because it has had no experi-
ence with him.

The car-owner may choose to accomplish the same result by
following another course. For example, the Board may sustain
the company’s cancellation of the policy, in which case the car-
owner appeals immediately to the Superior Court to review the
Board’s finding, thereby deferring the cancellation. The motorist
then will apply for insurance in another company and, if refused,
he may return to the Board and almost invariably prevail, again
on the grounds that the second company has had no experience
with him.

This circumvents the whole purpose of the statute governing can-
cellations, and serves too frequently to make a mockery out of
highway safety. In our opinion it obviously needs to be remedied.

When questioned as to this practice, Mr. Stiller suggested (Vol.
4, New Series, Pg. 244) an amendment by which a car-owner,
whose appeal has been rejected by the Board on grounds of acci-
dent frequency, would be prohibited from applying for compulsory
insurance with another company for a specified period of time.

We concur in this suggestion, and our recommendations with
respect thereto will appear in the conclusion of this section of our
report, which will follow immediately.
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For reasons outlined in the foregoing section, the Commission
recommends:

1. Legislation permitting the writing of uninsured motorist
coverage in Massachusetts to car-owners requesting the same.

2. Legislation to improve and strengthen the functions of the
State Board of Appeal on Motor Vehicle Liability Policies and
Bonds by providing that:

(A) No insured, after notice of cancellation has been given
by a company, shall have the right to appeal to the
Board a refusal from any other company to issue new
insurance on the same motor vehicle until the expira-
tion of a period of 30 days from the effective date of
the cancellation by the first company.

(B) The Board shall be required to report annually on the
number of cases heard and their disposition. This re-
port shall be a public record.

Appropriate drafts of legislation to place the above recommenda-
tions into effect are appended to this report.

Automobile Insurance Rates Will Continue To Soar
In Massachusetts Until An Aroused Public, The
Legislature And Enforcement Agencies Unite In A
Crusade To Reduce Highway Deaths And Injuries.

In a civilization which purports to regard human life as the most
priceless of all assets, more than 500 men, women and children are
being killed and more than 86,000 others are being injured in Mas-
sachusetts motoring accidents each year.

This Commonwealth, in terms of persons injured, has the fourth
highest record in all of the United States. It is exceeded only by
New York, California and Illinois, which have from two to four
times as many cars on the road as Massachusetts.

CONCLUSION
(Part II)

Part 111
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In the eight years from 1950 through 1957, nearly a half-million
human beings have met injury in Massachusetts highway acci-
dents, or more than two-thirds the total population of Boston.

Nearly as tragic as this record itself is the vast indifference,
amounting almost to complacency, with which we permit such suf-
fering and loss of life to exist and to mount even to higher levels
as each year passes.

This attitude is much the same across the entire nation. But the
regrettable fact is that in Massachusetts we seem to become
aroused and indignant only when the mass slaughter on our high-
ways brings an announcement by the Insurance Commissioner of
an increase in the compulsory insurance rates.

The same protests are repeated whenever the rates go up. It
has become an annual performance which cannot possibly serve
any useful purpose because it is so plainly a case of protesting
against the wrong thing. If we were only half as outraged about
rising deaths and injuries as we are against rising insurance rates,
and at the same time applied this energy to demands for affirmative
action, there would be far fewer rate increases in the first place.

Insurance rates represent the dollar cost of our own motoring
negligence. They are not pulled out of a hat, but are arrived at
after long and painstaking mathematical processes. It is true that
the real cost of this negligence is never known because there is no
way of measuring the physical and mental anguish of accident vic-
tims and their families. What we do know, however, is that you
cannot reduce insurance rates unless you first reduce accidents, and
the sooner we all realize this the sooner we shall be able to attack
more intelligently the whole problem.

We all must accept some measure of blame for the enormous ex-
tent of this human wreckage which is so strongly reflected in the
cost of insurance. The motoring public, the pedestrian public, law
enforcement agencies and the Legislature itself are all involved in
this common issue. This being so, there can be no hope of improv-
ing the record to the satisfaction of our own conscience until all of
these forces unite in a determined crusade for stern, impartial and
sweeping enforcement of our highway safety laws and regulations.

Our Commission is resolved that the time has come for Massa-
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chusetts to stop just talking about highway safety and actually start
working at it.

In creating this Commission, the Legislature asked for nothing
less than the most unremitting type of Inquiry into highway safety
problems as they affect the cost of automobile insurance. In con-
sequence, the Legislature in good faith is entitled to a set of find-
ings and a program which will proceed directly to the heart of the
problem and there begin the work of solid, certain rehabilitation.

We believe that we have such a program, and we exhort the Leg-
islature to take command of this critical situation with all of the
dispatch that the limitations of the legislative process will permit.
We emphasize that as each month of indecision and inactivity
passes, another 40 to 50 human beings are going to meet death and
more than 7,000 others are going to be injured on the highways of
the Commonwealth.

Misery and death of these dimensions carry a challenge that can
mean only one thing. The time has come in Massachusetts for
courageous and determined action.

We urge the enactment of the following recommendations, hav-
ing the highest confidence in their potential effectiveness.

Introduction To Recommendations

During the course of its public hearings and in interviews con-
ducted in executive session, the Commission was successful in ob-
taining the view of acknowledged experts in highway safety mat-
ters. Among these witnesses and voluntary consultants were John
O. Moore, director of automotive crash injury research at Cornell
University Medical College; officials of the Northwestern University
Traffic Institute of Chicago, former Registrar Rudolph F. King,
Public Safety Commissioner Otis M. Whitney, the heads of the
Massachusetts, Worcester County and Western Massachusetts
Safety Councils, and Police Chief Hector J. Pelletier of Cohasset,
secretary-treasurer of the Massachusetts Police Chiefs’ Association.

Discussions with these witnesses confirmed our own belief that,
to obtain the fullest possible effectiveness, a statewide program of
stepped-up enforcement of highway safety laws must carry as its
primary weapon the only penalty which means anything to an
irresponsible motorist loss of his driving privileges.
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The threat of having to pay court fines or higher insurance rates
means little or nothing to this type of driver. But the prospect of
losing his license or registration, even for a week, instills in him a
greater respect for the rules of careful motoring and a greater
willingness to observe them.

This has been clearly demonstrated by the record itself. In the
first months of the now discontinued “point system” experiment in
1954, when drivers were made aware by constant publicity that a
certain number of points imposed for traffic violations and accident
involvement could mean suspension of their licenses or registra-
tions, an immediate and substantial drop in accident frequency
took place in Massachusetts. Then, when administration of the
system was permitted to deteriorate until it finally was repealed,
accident frequency increased sharply.

It is significant that Registrar Clement A. Riley has not over-
looked this common inclination of motorists to regard their licenses
and registrations as indispensable adjuncts to their day-to-day exist-
ence. The driving license has been the prime target in the Regis-
trar’s current “no-fix” drive against speeding and other road viola-
tions, together with the unannounced roadblocks which the Regis-
try has been conducting in the early morning hours in cooperation
with State and local police.

Having in mind, therefore, the important psychological advantage
of gearing highway safety enforcement to the immediate and con-
stant threat of losing one’s driving privileges, we recommend the
following:

1. Legislation establishing a Massachusetts Highway Patrol with
the sole function of patrolling and enforcing safety laws on
state highways and on main highways between cities and
towns.

2. Legislation establishing a schedule of mandatory suspension
of driving licenses by the Registrar of Motor Vehicles upon
court convictions for speeding. The penalties would include
suspensions of 15 days for the first conviction, 30 days for the
second, 60 days for the third, and a minimum revocation of
one year for additional convictions.

3. Legislation establishing the New Jersey type of uniform “no-
fix” traffic enforcement.
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4. Legislation under which students in all high schools of Massa-
chusetts would have an opportunity to complete an approved
driver education course.

5. Legislation requiring the re-examination of all licensed driv-
ers every six years.

6. Legislation restricting the driving privileges of operators be-
tween the ages of 16 and 18.

7. Legislation permitting cities and towns to vote on adoption
of pedestrian control (anti-jaywalking) laws.

Massachusetts Highway Patrol

A Massachusetts Highway Patrol should be established with the
sole function and exclusive responsibility of continuous patrol of
the state highways and main highways between cities and towns.
This force would consist of specially trained personnel, on a par
with the State Police, and would be provided with the most modern
equipment necessary for accident investigation, speed control, com-
munications, traffic supervision and accident prevention activities.

While this Commission is fully convinced of the necessity for
such an organization and while there is no question in our minds
as to its specific functions and duties, we frankly are uncertain as
to whether it should operate separately or as a division of either
the Massachusetts State Police or the Registry of Motor Vehicles.
On one hand, it is true that law enforcement as such is considered
more of a primary function of the State Police than of the Registry
of Motor Vehicles. At the same time, it is also true that the Reg-
istry has wider and more specific control over motorists than has
the State Police. We feel, therefore, that this decision should be
made by the Legislature, especially since legislation defining the
powers and duties of the Patrol would be required in any event.

The proposed Patrol would provide the strict and continuous law
enforcement required on all state highways and on ways leading
thereto, and on all main highways through which our municipali-
ties are connected. With a force of several hundred men serving
in this capacity, the present problem of manpower shortages, com-
mon to both the State Police and the Registry, would be relieved
to a considerable extent.

Police and Registry enforcement up to now has been seriously
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handicapped by physical limitations. The presence of uniformed
policemen or Registry inspectors always results in more cautious
driving by all motorists who are operating in a manner that they
know is illegal or improper. Law enforcement officers, however,
cannot be everywhere on the highways at the same time, and for
this reason there can be no doubt that most of these violators are
now escaping detection and are consequently running up the acci-
dent toll.

No Conflict In Enforcement Activities

We emphasize that the duties carried out by the Patrol would
in no way conflict with the traffic enforcement activities of the
State Police, the Registry or of municipal police departments.

At present, a number of separate authorities patrol the public
highways, including the State Police, the Registry of Motor Ve-
hicles, the Metropolitan District Commission, various toll authori-
ties and local police. Except on special holiday week-ends, the re-
sult of this diversified enforcement is a lack of communication,
non-uniformity of arrest for similar violations and overlapping
authority.

According to existing statute, no one agency has primary author-
ity on the ways of the Commonwealth. On such major routes as
No. 1 and No. 9, it is possible that State Police, Registry inspectors
and local police may be patrolling separate sections of the routes,
or more commonly, that no patrols are operating.

A number of states for years have had Highway Patrol divisions
which compel the respect and obedience of motorists and provide a
centralized, authoritative enforcement system on major highways
of the state.

The recent requirement of the Massachusetts Turnpike Authority
to establish an exclusive patrol on the new turnpike is evidence
that such specialized enforcement is warranted on major highways.
It can be reasoned that on more congested major routes as No. 1,
No. 9, No. 128, No. 3, etc., even more emphasis is needed for spe-
cialized patrol to enforce the rules of the road.

The Special Commission on the Structure of the State Govern-
ment (Baby Hoover Commission) in its ninth report, House No.
2400 March, 1952, covering the Department of Public Safety, had



1959.] SENATE —No. 466. 136

*

i

the following to say about the relationship of the State Police and
Registry on matters of enforcement:

“We cannot forever close our eyes, however, to the fact
that the existence of two enforcement squadrons on the
same highways may some day lead not only to wasteful
duplication, but to outright conflicts of policy. Even now,
the enforcement work is not co-ordinated. It is all very
well for the Registry and the State Police to cooperate in
the presentation of the radio broadcasts on holiday week-
ends; it is pleasant to see their leaders being photographed
together, for the newspapers, in a friendly pose. These
minor evidences of cordiality, however, are no substitute
for effective co-ordination of effort.

“The State Police are not informed as to the particular
locations which will be occupied by the Registry men
undertaking special enforcement duties. In the case of a
new highway recently opened, the State Police had been
concentrating on it with a 22-hour-a-day motorized patrol
when they began to notice Registry men, on foot, posted
all along the same highway.

“There is the possibility, if not probability that even to-
day enforcement work could be more effective if there was
closer co-ordination and adequate steps were taken to see
that all important highways were policed as effectively as
possible, instead of some roads being overpatrolled and
others underpatrolled.

“This need for co-ordination presents a challenge to
the Registrar of Motor Vehicles and the Commissioner of
Public Safety. If the challenge is well met, there is little
likelihood of any widespread demand that all of the en-
forcement work on the state highways be merged under
a single head. Such a merger could become necessary,
however, if the present situation were allowed to develop
with continued lack of co-ordination and, quite possibly,
eventual conflict, duplication and waste.”

The establishment of a Highway Patrol along the lines described
would make for tighter enforcement of the highway laws and regu-
lations throughout the Commonwealth and at the same time pro-
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vide for more efficient operation of the “no-fix” enforcement system
outlined in Recommendation 3.

Means Of Financing Highway Patrol

According to statistics of the Registry of Motor Vehicles, the
number of licensed operators in the Commonwealth during 1957
was approximately 2,113,000.

The present license fee in Massachusetts is $5.00 for a two-year
period. We recommend that this fee be increased to $7.00, or $l.OO
per year, and that the additional monies so collected be assigned
to a fund to maintain the Highway Patrol.

This would provide at least $2,113,000 annually with which to
finance the Patrol, and the fund would gradually increase each year
with the constant rise in the total number of licensed drivers. While
the initial outlay for equipment would have to be met through
some form of funding arrangement, ultimate financing should pre-
sent no problem with such a stable source of revenue, and it should
be entirely feasible to maintain in time a Patrol of between 350 and
400 men.

It is our opinion that the Massachusetts motoring public would
be completely agreeable to paying something like two cents per
week to maintain an organization which would be working around
the clock to protect all motorists and their families against death
or injury on the highways.

Mandatory Suspension Of Licenses For
Speeding Convictions

In the opinion of acknowledged highway safety experts, which is
supported by accident statistics, a higher incidence of motoring
deaths and injuries usually exists in areas where such violations
as excessive speeding and operating under the influence of liquor
are not dealt with as sternly as in areas which have better safety
records over an extended period.

The record of Massachusetts as presented at the outset of Part
111 of this report is so serious in the light of nationwide experience
that we feel that mandatory suspension of licenses for speeding
convictions is absolutely imperative and long overdue. Registrar
Riley and other safety officials of the Commonwealth already have
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expressed their support of more severe penalties for speeding, and
it is our belief that all conscientious, safety-minded motorists of
Massachusetts would enthusiastically endorse legislation along these
lines.

In our opinion, there are adequate penalties in the existing Gen-
eral Laws as respects operating under the influence of liquor. In
addition to fines and possible imprisonment, it is also mandatory
that the Registrar revoke the operator’s license for one year on
the first conviction and for five years on the second conviction.

While it may be argued in the individual case that willful viola-
tion of the speed limits is not nearly as serious an offense as driv-
ing a motorcar while under the influence of liquor, the overall
menace of speeding to the lives and safety of the public is a far
more critical problem than that presented by liquor because there
are so many more speeding drivers than drunken drivers.

Under existing law (Chapter 90, Section 20) it does not become
mandatory that the Registrar suspend a driver’s license until he
has been convicted for speeding three times in one year, the pre-
scribed suspension period being a minimum of 30 days. It is true
that in many instances the present Registrar and his immediate
predecessor have exercised their discretionary authority and have
suspended licenses before the third conviction. But the fact re-
mains that the Registrar is not required by law to do so, and in the
opinion of our Commission this inadequacy should be remedied,
with the deterring influence of longer suspension periods being
spelled out specifically in the law.

General Enforcement Of Speeding Laws
Before outlining the Commission’s proposals in this respect, let

us review the present framework within which speed limits are
established and enforced in Massachusetts.

Speed limits on state highways are established by the Massachu-
setts Department of Public Works and the Registrar, following en-
gineering studies, advertising and public hearings, all required by
Chapter 90, Section 18.

Speed limits in cities and towns also are established in accord-
ance with the same statute. Municipal authorities conduct their
own engineering studies and apply to the Department of Public
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Works and to the Registrar for authority to post the intended
speed limits. If, after additional studies and public hearings, the
Department and the Registrar give their approval, the municipal
speed limits are established.

In areas where speed zones have not been established under this
section of law, the standards of “reasonable and proper” apply
under Chapter 90, Section IT. Speeds of 40 miles per hour in open
country and of 20 miles per hour in thickly settled or business dis-
tricts are suggested as permissible, but the individual case is decided
on the issue of whether the motorist’s speed was reasonable and
proper under existing conditions.

Speed limits on all roads under the jurisdiction of the Metropol-
itan District Commission and patrolled by MDC police are estab-
lished by the Commission.

In addition, the Massachusetts Turnpike Authority has exclusive
powers to establish and enforce speed limits on this thruway.

Wherever they may drive in this Commonwealth, however, all
motorists must not under the law exceed speeds which are “reason-
able and proper” under prevailing circumstances, such as weather,
traffic and population congestion.

For example, although a speed limit of 40 miles per hour might
be posted on a given stretch of highway, it is quite possible that
proceeding at the rate of only 30 miles per hour at that point would
be unreasonable and improper if the road were covered with ice or
if slowly moving traffic were encountered.

Along with applying these legal requirements of “reasonable and
proper” in speeding cases, police throughout Massachusetts gen-
erally allow for a tolerance factor of five miles per hour above
posted speed limits, especially in open country. A tolerance of
even eight miles per hour is allowed on straight stretches of many
of our modem highways.

To establish legally that a motorist has been speeding, the law
requires that the police trail him for one-eighth of a mile in urban
areas and one-fourth of a mile in rural areas. Policemen on foot,
again to refer to the principle of “reasonable and proper,” must
show that the motorist was traveling too fast for existing condi-
tions.

As to general observance of speed limits by the motoring public,
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radar studies by the Massachusetts Department of Public Works
disclose virtually the same results as shown by similar tests
throughout the country. About 15 percent of all motorists exceed
the limit, another 10 percent travel at the limit, and the remaining
75 percent proceed at speeds below the limit. It should be empha-
sized, however, that the 15 percent group constantly exceeding the
speed limit is made up of different motorists.

License Suspensions For Speeding Low In Number
On the basis of these studies, a number of disturbing questions

remain to be answered. An average of 2,113,000 persons had driv-
ing licenses in Massachusetts in 1957. If 15 percent of these opera-
tors, or more than 300,000 persons, were constantly exceeding the
speed limits, why is it that only 9,544 licenses were suspended or
revoked for speeding violations in 1957?

Moreover, the official records of the Registry show that a total
of 9,337 licenses were suspended or revoked in cases involving liquor
violations during 1957. Can it be possible that speeding offenses
in the whole Commonwealth last year warranted the suspension or
revocation of only 207 more licenses than were suspended or re-
voked for liquor offenses? This is patently absurd, and a glance at
the Massachusetts death and injury statistics shows that we are
paying a frightful cost for permitting speeding motorists to run
wild on our highways in such numbers.

There are two methods of taking determined action against
speeding motorists. One is by executive action and the other is by
force of law. The record shows that Governor Ribicoff of Con-
necticut has been eminently successful in his personally directed
drive against speeders in that state. Connecticut motorists as well
as out-of-state motorists, through reciprocal agreements, auto-
matically lose their licenses for 30 days on the first conviction for
speeding, and 60 days for the second conviction. The Connecticut
courts have shown admirable cooperation in this effort, with the
result that there has been a dramatic drop in motoring fatalities in
that state while deaths and injuries in Massachusetts and in most
other states have been on the increase.

New Jersey also plans to inaugurate on January 1, 1959, under
the direction of Governor Meyner, a system of mandatory license
revocations for first convictions for speeding. This system will pro-
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vide a 10-mile per hour tolerance feature in posted speed limit
zones.

We believe that this problem should be attacked through legisla-
tion in Massachusetts. And having in mind that human judgment
prevails behind the wheel of a motor vehicle, we believe that speed-
ing restrictions to be imposed on motorists should be as reasonable
as adequate protection of the public will permit.

It is our opinion, for example, that reasonable consideration
should be extended to the driver convicted for his first speeding
offense. In view of established surveys showing that the average
driver gets a speeding ticket once every five years, what would con-
stitute “reasonable consideration” in this case? We have already
referred to the five-mile per hour tolerance generally permitted by
police throughout the Commonwealth and have pointed out that
many police departments permit an allowance of eight miles per
hour above the speed limit.

We therefore recommend that a tolerance of 15 miles per hour
be permitted on first offenses for speeding, with due consideration
being given to the existing statutory requirements of “reasonable
and proper.” The obvious purpose here would be to disabuse the
motorist who might consider it permissible to travel at 75 miles
per hour on a highway posted at 60 miles per hour. We also recom-
mend that the present tolerance provisions be applicable on addi-
tional offenses.

Legislation establishing the following schedule of mandatory sus-
pension of licenses by the Registrar of Motor Vehicles for speeding
convictions over a one-year period is hereby proposed:

FIRST CONVICTION Fifteen days; tolerance of 15
miles per hour.

SECOND “ —Thirty days; present toler-
ance observed.

THIRD Sixty days; present toler-
ance observed.
Revocation for one year;
reinstatement at discretion
of the Registrar.

Leniency To First Offenders

ADDITIONAL
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“No-Fix” Traffic Enforcement In Massachusetts

“No-fix” enforcement of the Massachusetts traffic laws and regu-
lations is the keystone of the highway safety program being recom-
mended by this Commission.

Our proposed Massachusetts Highway Patrol and mandatory sus-
pension of licenses by the Registrar for speeding convictions nat-
urally could not be expected to work efficiently without absolute
and impartial enforcement of the type prescribed in the “no-fix”
programs which have been submitted to the Legislature by various
groups.

This Commission does not believe it necessary to evaluate recent
public statements as to the alleged extent of “fixing” in traffic cases
in Massachusetts. It is sufficient only to acknowledge that this con-
dition exists.

Let us, then, outline what is being accomplished in New Jersey,
a state which warrants comparison with Massachusetts from the
standpoint of population and the number of registered motor
vehicles. In New Jersey, the late Chief Justice Arthur T. Vander-
bilt succeeded in 1949 in establishing in that state the “no-fix” pro-
gram we now propose for Massachusetts.

The result shows that New Jersey’s record for bodily injury
claim frequency has been twice as good as that of Massachusetts.
On the basis of claims per 100 private passenger cars insured, the
frequency record of New Jersey since the adoption of the “no-fix”
program has been:

New Jersey

Claims
1949 3.3
1950 3.0
1951 2.8
1952 2.7
1953 2.5
1954 2.7
1955 3.0
1956 3.1

It will be noted that New Jersey’s claim frequency began to
mount in 1954, as did frequencies in all other states. But it is not
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difficult to visualize the extent to which this frequency might have
increased had it not been for New Jersey’s “no-fix” enforcement
program.

In Massachusetts, for example, the frequency of claims per 100
private passenger cars insured jumped from 5.1 in 1954 to 6.5 in
1955, to 7.1 in 1956 and to 7.2 in 1957.

The record of New Jersey is a classic example of what can be
accomplished when the motoring public is awakened by sudden,
dramatic and sweeping action to improve highway safety.

It may be of interest to note that there was considerable political
opposition to Chief Justice Vanderbilt’s proposal when it was first
advanced. In the 10 years of its operation, however, those in polit-
ical office in New Jersey have found that the “no-fix” program has
worked to their advantage. It now is seldom when a New Jersey
office-holder is importuned by a constituent to “fix” a traffic ticket.

We favor the New Jersey type of uniform traffic ticket enforce-
ment, which has been supported by the American Bar Association.
The legislation we recommend is embodied in House No. 903 sub-
mitted to the Legislature in 1958. At the same time, we have no
objection to the proposal which was filed recently by Public Safety
Commissioner Whitney, providing specific penalties for public offi-
cials and others convicted of attempting to “fix” traffic cases.

It is our recommendation that a uniform traffic ticket system
under the jurisdiction of the courts, as now operating in New Jer-
sey, should be established. A “no-fix” system of this type would
insure that drivers who are violating the safety laws and causing
accidents would be brought to justice.

It would be preferable to have quadruplicate tickets. The first
copy would serve as the complaint to be forwarded to the District
Court, along with the second copy. The second copy ultimately
would be sent by the Court to the Registry of Motor Vehicles. The
third copy would remain with the police, and the fourth would be
a summons notifying the motorist when and where to appear in
court and the nature of the charge.

Under our proposal, every traffic enforcement agency in the
Commonwealth would be provided by the District Courts or the
Boston Municipal Court, in appropriate form, traffic citations or
summonses numbered consecutively and containing notices to ap-



SENATE —No. 466.1959.] 144

i

pear. These would be issued in books with copies in quadruplicate,
the form of which would be approved by the Administrative Com-
mittee of the District Courts and the Justices of the Boston Mu-
nicipal Court.

The chief administrative officer of every traffic enforcement
agency would be required to keep a record of all such books and
all citations issued to the individual members of the traffic enforce-
ment agency and would be required to obtain a receipt for every
book so issued.

In addition, each such administrative officer would have to keep
a continuing, complete and up to date inventory of all traffic cita-
tions issued by any court, and file an annual report with the Ad-
ministrative Committee of the District Courts and with the Justices
of the Boston Municipal Court in such form as they may require.
These reports would be made available to the public.

The law should provide that any person who cancels or who
solicits to cancel a traffic citation in any manner, other than
through court procedure, shall be guilty of a misdemeanor.

It should also provide that any officer violating any of the pro-
visions of this section may be found guilty of misconduct in office
and may be subject to removal from office.

Providing Driver Education To All High School Students

Facilities should be provided under which all students in high
schools in Massachusetts would have an opportunity to complete an
approved driver education course. The curriculum should be estab-
lished by the Massachusetts Department of Education, and should
require that the time standards consist of a minimum of 30 clock
hours of classroom instruction and an average minimum of six
clock hours of supervised instruction at the controls of a practice
driving car. Instructors should meet specified qualification stand-
ards.

Insurance claim loss statistics in bodily injury accidents show
that greater safety education among our youthful drivers is sorely
needed. In 1957, for example, Class 2 (under-25 drivers) repre-
sented only 11.8 percent of all Massachusetts car-owners, yet they
caused 24.8 percent of all claim losses. Class 2A (under-25 drivers
with a Registry high school education certificate) constituted 2.4
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percent of all private passenger car-owners, but they were re-
sponsible for only 3.3 percent of all private passenger car claim
losses.

The supervisor of driver education for the Registry of Motor
Vehicles reports that in 1957 a total of 24,957 students received
both classroom and behind-the-wheel instruction, and 13,469 re-
ceived classroom instruction only. He also said that these figures
covered 273 public schools and 54 private, parochial and commer-
cial schools. It was his opinion that about 50 percent of all eligible
students receive some form of driver education.

The Massachusetts Department of Education reports that there
are approximately 250 public high schools in this Commonwealth
with a total enrollment of 145,226 students for the 1957-1958 year.
Of this number 32,407 students were seniors and 38,118 were
juniors. In addition, there were, according to 1957-1958 statistics,
7,503 seniors and 8,885 juniors in the parochial schools of Massa-
chusetts. This means that there were about 40,000 seniors in the
high schools of the Commonwealth last year.

A recently completed analysis of driver education prepared by
the National Education Association Committee on Safety Educa-
tion resulted in the following conclusions based on 14 studies of
state programs and 14 studies of city programs:

1. Most of the studies found that the drivers who were gradu-
ates of a high school course in driver education had fewer
accidents and violations than drivers with no formal high
school course in driver education.

2. Drivers who completed a course in classroom and practice
driving instruction generally were found to have had a better
record than drivers whose courses were limited to classroom
instruction.

According to a research report (No. 54, November, 1955) com-
piled by the American Automobile Association, and based on re-
ports from 1,115 high schools, the total cost per student for driver
education was $33.32. Broken down into its component parts, this
total cost consisted of:
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Instructor’s salary per student $28.51
Cost per student, text, tests, etc 93
Automobile cost per student, gas, oil, etc 3.88

$33.32
The cost of driver training cars is not included in this above

average, due to the practice of local automobile dealers to con-
tribute cars for this purpose.

We realize that it would not be feasible to suggest compulsory
legislation to require Massachusetts communities to adopt driver
education as part of their standard courses. We believe, however,
that the obvious benefits shown by all available tests speak for
themselves. If the average cost of training a high school student
in the rules of safe motoring runs to $33.00, we believe that this
is just about the best bargain that the taxpayers of Massachusetts
could expect to find.

While we do not advocate compulsory legislation requiring mu-
nicipalities to provide high school driver training courses, we do
feel that the officials of communities failing to furnish this training
should have little cause to complain when compulsory automobile
insurance rate increases are announced by the Massachusetts In-
surance Commissioner.

Re-examination Of Drivers
Under present conditions, the issuance of a license by the Regis-

trar of Motor Vehicles is a lifetime pass to drive a motorcar.
We recommend that a law be enacted under which all licensed

drivers of motor vehicles in Massachusetts would be required to
undergo a physical examination on or before the license renewal
date every six years. This examination should include the cus-
tomary physical and road tests.

The President’s Committee for Traffic Safety has stated that
“periodic re-examination of all drivers is necessitated by the obvi-
ous fact that a person’s ability to operate a motor vehicle at the
age of 17 is no guarantee that the same ability will prevail at the
age of 47, or 57, or 67.”

At present, eight states, not including Massachusetts, require re-
examination after the ages of 65 to 80 years, obviously on the pre-
sumption of possible loss of driving ability due to extreme age and
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not necessarily based on the accident experience of persons over
65. Many authorities recommend that periodic re-examination be
given at earlier ages, either based on the accident experience of age
groups or automatically every five or 10 years.

In Massachusetts the law does not require periodic re-examina-
tions, although many operators are re-examined annually. Gener-
ally speaking, the re-examination procedures of the Registry of Mo-
tor Vehicles are in conformance with those of a majority of the
states.

For instance, in 1957, 6,607 operators’ licenses were revoked.
Before any of these operators could regain the right to drive, they
had to pass the full examination required of all applicants. Most
of the revocations were made under the mandatory statutes which
require revocation after court conviction of specific offenses. In
1957, 122,941 persons in Massachusetts applied and passed the ex-
amination for a driver’s license, while 27,795 failed for one or more
various reasons.

It is our feeling that if 18 percent of applicants for driving
licenses are being rejected by the Registry in the original instance,
this figure alone should be sufficient to justify legislation calling
for mandatory re-examination on a periodic basis.
Restricting Privileges Of Drivers Between Ages Of 16 And 18

We recommend that a law be enacted similar to that proposed in
House No. 2303 in 1957 and House No. 1616 in 1958. Such a law
would reduce the accident exposure and claim loss experience of
persons between 16 and 18 by providing that the licenses of such
junior operators v/ould not entitle them to drive a motor vehicle
during the hours of darkness unless accompanied by a licensed
operator over 18, or to operate a motor vehicle for compensation.

The weight of statistical evidence is unfavorable with respect to
the record of drivers between the ages of 16 and 18. While driver
education represents a positive means of preparing young drivers
for the responsibility of vehicle operations, at least 50 percent of
this age group does not receive the advantages of such training.

In the year 1957, according to Registry statistics, operators
between the ages of 16 and 18 were involved in 54 fatal accidents,
5,942 personal injury accidents and 1,488 property damage acci-
dents.
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The Legislative Research Council, in a report designated House
No. 2676 of the year 1956, indicates in Table 111 that drivers 16
through 18 years of age were involved in 99.3 bodily injury acci-
dents per 1,000 licenses, or approximately one bodily injury
accident per 10 licenses. This rate is nearly twice that of the 20
to 24 age group and more than twice that of all other age groups.

It is reasonable to conclude that restriction of the operating privi-
leges of drivers between 16 and 18 years would materially reduce
the accident experience of this group in addition to providing pro-
tection to other users of the highways.

At least 17 states have now restricted licenses or instruction per-
mits for operators 16 years of age, with some variations in restric-
tion.

Pedestrian Control (Anti-Jaywalking) Legislation

We recommend that permissive legislation should be enacted
under which cities and towns of Massachusetts would have an op-
portunity to vote on the adoption of laws designed to protect pedes-
trians crossing the public highways. The type of legislation we
have in mind is outlined in House No. 2307, filed in the 1957 session
of the Legislature, and in House No. 380, filed in the 1958 session.

Under these proposals, pedestrians would have the right of way
where there is no crosswalk or traffic signal. In thickly settled or
business districts pedestrians would be subject to established con-
trols for crossing safely. Any violation of the law by motorists or
pedestrians would be punished by a fine of $l.OO, but conviction
would not constitute a criminal offense.

In recent years a number of legislative proposals for enabling
acts have been filed in our Legislature to permit cities and towns
to enact anti-jaywalking laws. All bills have been rejected, appar-
ently on the grounds that it would be a practical impossibility to
enforce their requirements, particularly in the larger cities where
pedestrian crossings are so numerous.

The Legislative Research Council has reported on the subject of
jaywalking and pedestrian accidents that out of 44 states studied
Massachusetts is the only one without permissive legislation author-
izing cities and towns to control jaywalking.

Examples of large cities with pedestrian control laws are Seattle,
San Francisco, Los Angeles, Dallas, Cincinnati, Chicago, Detroit,
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New York and Washington, D. C. Nationally recognized statistics
show that pedestrian fatalities in Boston are twice those of compa-
rable cities and more than twice the national average.

According to statistics of the Massachusetts Registry of Motor
Vehicles for 1957, which are comparable to records of previous
years, 185 out of 519 fatal accidents, or 35 percent, involved pedes-
trians. Non-fatal injuries involving pedestrians were 6,266 out of
a total of 86,003 personal injuries, or 7 percent.

Out of 28 types of behavior of Massachusetts pedestrians which
resulted in death or injury, two types of behavior caused 50 percent
of the deaths and 59 percent of the personal injuries, namely, cross-
ing between intersections and crossing between parked cars.

Two age groups were responsible for the majority of pedestrian
accidents. The one to nine-year group, and the 65 and over group
were involved in 66 percent of all pedestrian deaths and 50 percent
of all pedestrian personal injuries. The one to nine-year group is
involved in 41 percent of all personal injuries to pedestrians and
the 65 and over group is involved in 45 percent of all pedestrian
deaths.

Conclusion
In concluding this report, the undersigned members of this Com-

mission wish to express their appreciation to the Legislature, to
the Governor of the Commonwealth, His Excellency, Foster Fur-
colo, and to his immediate predecessor, Christian A. Herter, for the
opportunity to have participated in a study which we hope will
prove beneficial to the people of Massachusetts.

EDWARD J. DeSAULNIER, JR., Chairman
PHILIP K. KIMBALL
HERBERT S. TUCKERMAN
ARTHUR J. GARTLAND
THOMAS H. O’CONNELL
THOMAS M. NEWTH
GERALD P. LOMBARD
HAROLD J. GINSBURGH
ERNEST W. APRIL by
OSCAR J. CAHOON as per authorization
attached hereto
JAMES R. LAWTON
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The report of the majority of this Commission is a very thorough
and comprehensive document and its authors are to be compli-
mented for the fine work, but I regret that I must disagree with
many of the conclusions and recommendations contained therein.

The principal complaint against the operation of the compulsory
insurance law so-called comes from, in my experience, persons
who have not been involved in any accidents, or have been involved
in accidents but not due in any degree to their negligence. Their
complaint is against the high cost of their insurance when they
have not cost the companies anything in claims. The majority re-
port of the Commission fails to offer any help to these people.
These automobile owners want insurance protection but want it at
lower cost. Whether the solution lies in enactment of a law
authorizing “cut-rate insurance,” “deviation”, or surcharges for as-
signed risk owners, they care not.

The recent experience of the automobile owners in this Common-
wealth with “merit rating” was not the solution to the problem,
first because of the poor administrative operation of the law and
secondly the law was not in reality a “merit rating”, but was a
“demerit rating” law. “Flat rate” insurance has not the slightest
chance of ever becoming the law of this Commonwealth, so that
suggestion must be discarded. “Proposals for insuring the opera-
tor” are not practical under present day conditions and so-called
“deductible” insurance policies will not help us, but will further
complicate and irritate a bad situation. Proposals for zones, in-
stead of by cities, will not help, but merely are a variation of flat
rate insurance.

Having served for four years as House Chairman of the Legisla-
tive Committee on Insurance, and having heard all sorts of pro-
posals for amending the Compulsory Auto Insurance Law, it is my
honest opinion that no amending or altering the present law is
going to cure the present situation. It is full of too many inequities

where is the fairness in the law when a man living on one side
of the street where his car is principally garaged, say for example
in Boston, and across the street is another man who lives in say,
Milton, and he has his car garaged there. The man in Boston has

STATEMENT OF REPRESENTATIVE JOSEPH F. McEVOY, JR.,
AND CONCURRED IN BY SENATOR JAMES J. CORBETT.
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never had an accident and pays a much higher rate than the man
from Milton, who is accident prone and at fault in several accidents,
who pays a much lower rate. Operators under twenty-five who
have never had an accident have no incentive to drive carefully
when their “hot rod” buddies, who cause all sorts of accidents and
fatalities and are frequently arrested for motor vehicle violations,
pay the exact same rate. Conditions such as these influence the
thinking of people when they are involved in accidents and make
them “claims conscious”. It is undebateable that the vast majority
of the people are honest and upright but let some of the so-called
honest persons get involved in an auto accident and immediately
they picture vast riches coming to them if they claim personal in-
juries and consult a lawyer. This results from their feeling that
they have paid high premiums for years to insurance companies
and have never collected a penny from them.

As I stated previously, there can be no fairness to the operation
of the Compulsory Insurance Law until there is a complete revision
and overhauling of the law. The necessary changes in the law
should be made so that there is established a uniform rate for each
pleasure car registered in the Commonwealth and then a true merit
rating law should be put into effect. This is not to be construed
as a proposal for Flat Rate Insurance, although it would be such
the first two years or so. After an operator has been accident free,
say, for example, three years, his insurance premium would be re-
duced a certain percentage. After four years a higher percentage
would be the reduction, and so on to a point to be established by
actuarial calculations. The scale of insurance premiums for those
at fault in an accident would be graduated the other way, beginning
the first year. Hearing officers of the Registry of Motor Vehicles
would examine all accident reports involving personal injuries to
determine the party at fault. Clerks would not be allowed to assess
points as previously done. All accident reports would have to be
signed under the pains and penalties of perjury. Hearing Officers
would be authorized to summon and swear witnesses and institute
proceedings for perjury, if these steps are necessary. The Registry
would report to the insurance company the results of its determina-
tions as to the party at fault.

An owner of a car would be responsible for the negligence of any
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person operating his car, as long as it was being operated with his
express or implied authority. Notice of a sale or transfer of an
automobile, other than by a duly licensed dealer, would be reported
to the local police department and to the Registry of Motor Vehicles
and the bill of sale would contain a statement under perjury that
the transfer was a sale or valid gift and was not being made to
avoid the payment of a higher insurance premium. Certain other
minor provisions undoubtedly are necessary under this proposal, but
I feel that the proposal is a step in the right direction. Additional
expense for hearing officers may be necessary, but it should not be
substantial since many of these men were hired in 1954. Insur-
ance companies would be authorized to cancel a party’s insurance
if he refused to pay an increase in rates due to an accident happen-
ing in the late part of prior year, not processed in time for the fol-
lowing year’s bill.

I do not anticipate that this proposal will meet the approval of
the insurance companies writing compulsory automobile insurance
in this Commonwealth, but if they are sincere in their desire to im-
prove conditions, they should give it serious thought and consid-
eration and a reasonable try. lam also practical enough to realize
that this proposal will meet “rough sledding” from legislators rep-
resenting low rate areas since they are perfectly happy to let mat-
ters go along as at present and not care to clear up the inequities
in the present law.

As to the statistics and figures contained in the majority report
of the committee, I am unable to take exception or comment upon
them, since I was not a member of the Commission during the time
when most of this testimony was heard by the members of the
Commission.

As to the remainder of the report of the majority, namely, Part
2 and Part 3, I concur in the majority of their recommendations,
but feel obligated to make comments upon certain aspects. Ido
not feel that “voluntary uninsured motorist coverage” is proper
legislation. I feel that if this proposal becomes law, it will result
in making Massachusetts motorists more “claims conscious” than
they are now. Under the proposal, persons could claim injuries

Part 2.
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without regard to the question of liability and could stay out of
work for a week or two upon the slightest provocation. I feel that
the better way to handle the situation is by the creation of an “un-
satisfied judgment fund” to be administered by a board set up by
the Commonwealth.

Although it is a very touchy subject and certainly not one that
leads to political expediency, I feel that the minimum coverage re-
quired to be carried by a Massachusetts automobile owner should
be increased from $5,000.00 and $10,000.00 to $10,000.00 and
$20,000.00. Soaring hospital costs, increased doctor’s fees and in-
creased wages and other inflationary items make the present statu-
tory requirements inadequate. I have seen too many cases where
a party has sustained serious injuries, had heavy medical bills and
the operator of the motor vehicle has carried the bare minimum.
The fact that approximately fifty-four per cent of our private
passenger car owners in Massachusetts in 1957 had excess limits
is an indication to me that the additional coverage is a necessity and
should be made compulsory.

It is indisputable that insurance rates are directly connected
with accidents, and in order to reduce rates, you must first reduce
the number of accidents. As I pointed out earlier in this statement,
the principal source of complaints about insurance rates comes not
from those who have the accidents but from those who have no
accidents and no court convictions for violating the motor vehicle
laws. I agree that steps should be taken to increase our highway
safety and this should be done as soon as possible. I concur with
the recommendation of the majority of the Commission in recom-
mending the New Jersey version of the “no-fix” law. Ido not agree
with the recommendation of the majority report that a person ar-
rested for speeding for the first time should have his license sus-
pended for fifteen days. I feel that the recommendation for such
a suspension is, in my opinion, too severe, although I do agree with
the principle of the recommendation, but feel that a shorter sus-
pension period would be much fairer.

As to the recommendation of the majority of the Commission
for re-examination of all drivers every six years, I feel that from
an administrative viewpoint this will be difficult and costly, al-
though I feel it is an excellent suggestion, but feel that every ten
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years is a more practical period.
Driver Training programs in the schools are excellent as far as

ideas are concerned, but no legislation is necessary for an extension
of this program.

As to the so-called “Highway Patrol”, I feel that much could be
accomplished toward reducing accidents with such an organization.
The additional charge on the license of $l.OO is a very nominal
amount which all operators should be willing to pay, if it will re-
duce fatalities, accidents and ultimately insurance rates.

Being practical enough to realize that my proposal for a new
insurance system will have a difficult time as to passage, I feel in
the alternative that the sale of “cut-rate” insurance should be
authorized in the Commonwealth, without further delay. There
can be no justification for refusing to allow operators with good
driving records to purchase insurance for a cost less than paid by
bad drivers.

As to the restriction of privileges of drivers between the ages of
sixteen and eighteen, I concur with recommendation contained in
the statement of the majority of the Commission, but I feel that the
restrictions should apply to operators between sixteen and twenty
or even twenty-one, instead of just to those between sixteen and
eighteen.

As to the anti-jaywalking recommendation, I concur with the
majority of the Commission, since in past legislative sessions, I
have filed such legislation.

I do not agree with the majority of the Commission that the
sale of insurance below the rate established by the Commissioner
will add chaos to the present law. I feel that some steps should be
taken immediately to help those obtain insurance who have accident
free records. The suggestion that persons in the assigned risks
pool pay a surcharge is worthy of serious consideration, provided
that this recommendation does not apply to persons who are in the
pool through no fault of their own.

Respectfully submitted,
JOSEPH F. McEVOY, JR.

Vice Chairman
I concur in the statement of Rep. Joseph F. McEvoy, Jr.

SENATOR JAMES J. CORBETT
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During my service as a member of this commission I have been
inclined to accept the great bulk of testimony as being true and
somewhat accurate. I am sure that those persons who offered
sworn testimony on all sides of the issues we have considered acted
in good faith and set forth their best opinions in an effort to add
as much light as possible to problems that are very complex.

I do have very definite feelings, however, on two very important
matters. One the need for some compulsory coverage as far as
property damage is concerned; and two the need for a very careful
evaluation of a proper “no-fix” motor vehicle statute.

New York State today has a compulsory $lO,OOO and $20,000
personal injury requirement as well as a $5,000 property damage
requirement under their law. Many competent persons in the public
life of this Commonwealth feel quite certain that many personal
injury claims are filed every year by motorists involved in accidents
in order to protect themselves on their property damage claim. The
owner of a motor vehicle by his act is insuring himself, to a degree,
that he will at least cover part of the cost of repairing his own
vehicle in the event that the other vehicle does not have property
damage coverage.

We hear a great deal about frauds and fake claims in the matter
of personal injury claims but in many instances the personal injury
claims might have been forgotten by an owner-operator if there
had been some assurance that there was property damage coverage.
I am very much in favor of adding compulsory statutory coverage
for property damage in a sum of not less than One Thousand Dollars
($1,000.00).
I am very much in favor of strict enforcement of all of our crim-

inal statutes. I am now and have always been a firm believer that
our police have a sworn duty to faithfully and impartially enforce
the laws of our state. I take great pleasure in knowing that within
the borders of Massachusetts we do not tolerate the existence of
the “Kangaroo Court” with all of its evil and corruption. I shudder,
however, when I think that some police officers in Massachusetts
will make fish of one offender and fowl of another.

Let us take the situation where two vehicles are involved in a

STATEMENT OF REPRESENTATIVE JAMES R. LAWTON
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collision at night in “Town A”. The local police find that operator
No. 1 lives in “Town A” and had been operating South on the high-
way without lights. Operator No. 2 lives in “D City” 25 miles away
and was passing another vehicle on the same highway while driving
North. While operator No. 2 passed at a reasonable speed under
safe conditions he collided with operator No. 1 because he was un-
able to see operator No. 1, operating without lights, coming in the
opposite direction. When the police from “Town A” investigated
the accident they decided that operator No. 2 from “D City” should
be charged with “operating negligently so as to endanger the lives
and safety of the public.” No complaints were issued against oper-
ator No. 1 of “Town A” by the police of “Town A” because “Town
A’s” police didn’t ask for any complaint.

The big question that must be resolved in creating a no fix sys-
tem must be the one in which law enforcement agencies must be
educated in the matter of the fair and impartial application and
enforcement of the present criminal statutes. As citizens of Massa-
chusetts we have every right to expect that we will be treated
honestly and fairly wherever and whenever we travel. The law
enforcement agency is not only our protection but our friend and
this should be so wherever we go. I believe that law enforcement
agencies have the power today to enforce the laws of Massachusetts
in a fair, impartial, no fix manner. I believe that Registrar Clement
A. Riley by his vigorous refusal to yield from his present practice
of mandatory suspensions of even a few days for minor violations
has set a pattern for all of our other law enforcement agencies to
follow.

No fix will only work when all of our law enforcement agencies
act with complete impartiality in the matter of criminal prosecu-
tion in cases where serious injury and property damage has oc-
curred and where it appears that one or both of the parties involved
acted “in violation of the law” to cause the injury in question”.

You can not pass a law that will open or close a door; that will
animate or enlighten those who need to be moved or educated, there
must be a positive and universal movement among all law enforce-
ment agencies that they are going to do everything possible to
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carry out the important duty that is imposed upon them when they
take their oath of office.

JAMES R. LAWTON

Since the adoption of Compulsory Automobile Insurance Law
by the Massachusetts legislature in 1925, which went into effect
in 1927; there has been dissatisfaction with the rates of premium
for this type of insurance coverage. This dissatisfaction has steadily
grown in recent years with the substantial increase in premiums
charged for automobile owners so that today there is a widespread
dissatisfaction throughout the entire Commonwealth on the rates
that are being charged by the insurance industry.

This recess commission was created and set up by the Massachu-
setts legislature under Chapter 125 of the Resolves of 1956 and was
charged with the responsibility of investigating and studying the
insurance laws and motor vehicle laws as they relate to motor
vehicles.

The recess commission that organized in the latter part of 1956
learned that it could not carry out its duties in accordance with
Chapter 125 of the Resolves of 1956 because there was no money
allocated to it.

It was in April of 1957 when the deficiency budget was before
the Massachusetts Senate that this member of the recess commis-
sion moved that $50,000.00 be inserted in the deficiency budget, to
enable the recess commission, set up by the 1956 legislature, to
carry out its duties. After a long and spirited debate, and during
which the insurance industry through its lobbyists made every
effort to defeat said motion, on a roll call, the Senate voted to
insert the $50,000.00 in the deficiency budget.

The recess commission, with money available, met in May of
1957 to carry out its duties. The first order of business was to
retain counsel and assistant counsel, a secretary, a stenographer
and an actuary. It was commonly agreed among the membership

O. J. C.
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that the one person upon whom the commission would have to rely,
would be the actuary an actuary is a person who is an expert in
calculating insurance risks and premiums.

The recess Commission set up a series of interviews for the sole'
purpose of hiring an actuary to serve with the commission. Several
actuaries were interviewed but the field narrowed down to two
actuaries, a Mr. Joseph Linder and a Mr. Richard Fondilla, both
from New York.

Mr. Joseph Linder was a member of a New York firm and a
member of the National Actuarial Society.

Mr. Richard Fondilla was a member of a New York firm and also
a member of the National Actuarial Society.

Mr. Linder stated before the Committee that his firm did a sub-
stantial amount of work for the insurance industry and for many
of the insurance companies who were writing automobile insurance
in this State. He further stated that some years ago there was a
dispute in this Commonwealth between the insurance companies
and the Insurance Commissioner on the automobile insurance rates
and premium charges as fixed by the insurance commissioner. The
insurance industry wanted more money in premiums than the
Insurance Commissioner allowed them. At the hearing on these
rates, Mr. Linder testified as an expert for, and in behalf, of the
insurance companies. In addition, thereto, his fee for services
rendered would be $150.00 per day.

Mr. Richard Fondilla on the other hand, stated to the recess com-
mission that he was not rendering any services for the insurance
industry in the Commonwealth; that he had set up the Rating Bu-
reau for the State of New York some years ago, was fairly ac-
quainted with Rating Bureaus and their operations, and that his
experience was of longer duration than Mr. Linder’s. His fee for
services rendered would be $lOO.OO per day. Mr. Richard Fondilla
also was a lawyer and a member of the New York Bar.

After the interviews had been completed and the recess commis-
sion met to engage an actuary, I moved that Mr. Richard Fondilla
be engaged because I felt that he would be free from any outside
interests and that he would more fairly and impartially represent
the recess commission in this intricate, complex, and highly tech-
nical investigation of automobile insurance rates and that he would



[Jan.SENATE —No. 466.159

be working in the interest of the motorists of the Commonwealth.
Mr. Harold Ginsburg, a distinguished member of the recess Com-

mission, who also is a Vice President of the American Mutual Insur-
ance Company espoused the cause of Mr. Linder.

Without the full membership, but a quorum being present, the
roll was called, and the vote favored Mr. Joseph Linder being en-
gaged as consulting actuary for the recess commission. Represen-
tative Harold Palmer of Somerville and this member voted for
Mr. Richard Fondilla.
1. Are insurance rates fair to the motoring public and to the

insurance companies?
In 1949 the insurance industry in this Commonwealth received

in premiums on private passenger cars on compulsory automobile
insurance the sum of $26,150,760.00. Ten years later, in 1959, the
insurance industry will be receiving in premiums approximately 75
millions of dollars. In a ten year space there has been in increase
in premiums of about 49 million dollars —an increase of approxi-
mately 200%. Most of this increase has been given under the
present Insurance Commissioner who was appointed to this posi-
tion on August 6, 1953 by former Governor Christian A. Herter.

Out of this 75 million dollars, the insurance industry keeps 32.5 %

or twenty four million three hundred and seventy five thousand
dollars as a gross profit. From these figures it is obvious that the
insurance industry is making a substantial profit. It is interesting
to note that the insurance industry in asking for another increase
in 1959, which was granted in part, used their own statistics through
the Massachusetts Rating Bureau to show that accidents and per-
sonal injury claims increased in 1957 over 1956. Their statistics
were directly in conflict with statistics submitted by Rudolph F.
King, Registrar of Motor Vehicles, which showed a decline in acci-
dent and personal injury claims in 1957 over 1956. Under the law,
when a person suffers a personal injury claim arising out of a
motor vehicle accident, it must be reported to the Registrar of
Motor Vehicles.

In property damage coverage, the latest figures available are for
the year 1955 and show that the insurance industry received in
premiums $40,513,839.00 and paid out $24,274,455.00 keeping as a
gross profit $16,239,384.00.
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In physical damage (fire-theft-collision) the latest figures avail-
able are for the year 1956 and show that the insurance industry
received in premiums $44,582,012.00 and paid out $29,024,000.00
keeping $15,558,012.00 as a gross profit.

On extra-territorial, guest, medical payments and excess limits
the latest figures available are for the year 1956 and show the in-
surance industry received $30,250,986.00 and paid out $11,734,255
keeping $18,516,731.00 as a gross profit.

From the above figures, the difference between what the insur-
ance companies received and paid out, on all phases of motor vehicle
insurance, amounts to $74,689,127.00 which represents a gross profit
to the insurance industry for a one year period.

I might add that all motor vehicle insurance rates, other than
compulsory insurance, for motorists of this Commonwealth, are
made and fixed outside the Commonwealth of Massachusetts, and
on a nationwide experience by the National Bureau of Casualty
Underwriters which is a private organization run by the insurance
industry.

The above facts show that the insurance companies set their own
rates and mawe tremendous profits at the expense of the public.
2. Writing off other expenses to Compulsory Automobile Insurance

The recess Commission learned that for the past 31 years the
insurance industry in litigated cases involving personal injury,
property damage and excess limit claims have been charging off
all expenses, which should have been charged to property damage
and excess limits, to compulsory automobile insurance.

The companies have agreed not to charge off expenses, properly
chargeable to property damage, to compulsory insurance, but insist
they will continue to write off all expenses on excess limits to com-
pulsory insurance. This member has filed legislation to correct this
inequitable situation, which will be heard before the Committee on
insurance during the 1959 legislature session.
3. Rating Bureau

A general feeling prevails that the rates fixed by the insurance
commissioner for the past years and the present time are excessive
and that the situation calls for correction.

General Laws, Chapter 175, section 1138, requires the insurance
commissioner to “fix and establish . . . adequate, just, reasonable
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and non-discriminatory premium charges” for this kind of insurance.
Apart from dividing the state into a number of rating territories,

assigning cities and towns to particular territories and determining
categories of risk for different vehicles, rate fixing consists of two
general steps.

First: The Commissioner estimates the loss cost per vehicle,
for each territory, for the coming year.

Second: He increases this amount by a sum estimated to be
sufficient to pay the expenses of the companies in carrying on their
business, plus a reasonable profit.

Now, the crux of the rate fixing process turns on how the insur-
ance commissioner forms his estimates and where and how he
obtains the data upon which he bases those estimates. The law does
not prescribe the methods he shall employ or the material he shall
use. It does give the Commissioner the power to make rules to
facilitate the operation of the law. It also authorizes him to require
any company to file with him such data, statistics, schedules or
information as he may deem necessary or proper to enable him to
carry out his rate fixing duties.

When the compulsory insurance law was first enacted in 1925,
the then insurance commissioner approved the formation of a vol-
untary association of insurance companies. This association is usu-
ally called the rating bureau. The Commissioner had not specific
statutory power to form it. Nevertheless, its original use has been
continued by all subsequent commissioners.

That original and continued use is this. The bureau is the prin-
cipal instrumentality for collecting data and statistics for use in
classifying risks and fixing premiums.

In other words, a voluntary association of insurance companies
is the chief source of information to the public official who by law
is charged with regulating them.

Now, if the material and information which were submitted to
the Commissioner were purely factual and mathematical, there
would be no great objection to this procedure. Any errors or omis-
sions could be detected or verified by a simple audit. However, that
is not the case. Part of the data submitted is of an extremely elastic
quality. It includes such figures as the companies’ estimates of
outstanding unpaid losses. It involves the use of arbitrary formulae



SENATE —No. 466.1959.] 162

supposed to reflect trends which enable the bureau and its inform-
ant, the Commissioner, to project into the future with some rea-
sonable degree of accuracy. Some years ago, one of the Commis-
sioners, refusing to accept the companies’ estimates of the value
of outstanding claims, cut the bureau’s projected rate schedule by
10%. However, he had no data of his own to present at the hearing
held by him, in accordance with the law. On the other hand, the
bureau filled volumes of recorded testimony with their material.
Our Supreme Judicial Court was compelled to annul the Commis-
sioner’s order reducing the rates below what the bureau’s data indi-
cated they ought to be. Commissioner Humphreys disregarded the
information supplied by the Rating Bureau in fixing the 1957
rates and the Supreme Judicial Court of the Commonwealthannulled
the rates that he established and ordered that new rates based on
the evidence already heard be substituted. The commissioner, sub-
sequent to the court decision, increased the rates by 8 million dol-
lars. (American Employees Insurance Co. & others vs. Commis-
sioner of Insurance —1957 Adv. Sheets, Page 612.) The legislature
has never seen fit to supply any of the commissioners with a staff
of his own adequate to compile the data which he must have to fix
proper rates. There should be legislation authorizing and directing
that this be done, which this member has filed and will be heard
during the 1959 Legislative Session. So, too, there should be en-
acted a provision that the regulated insurance companies should
reimburse the Commonwealth for its entire cost.

4. Reserves
Out of every dollar received by the insurance companies for com-

pulsory insurance they set 67y 2 cents aside for outstanding unpaid
losses. It takes 10 years before all of these outstanding unpaid
losses are paid. For example in the year 1959 the insurance indus-
try will take in approximately 75 million dollars in premiums on
compulsory insurance. Out of this they will set aside 67.5% or
$50,625,000.00 for personal injury claims that will be suffered in
1959. Experience has shown that it will be 1969 before all injuries
suffered in 1959 have been fully paid. What does the insurance
industry do with this money that it is holding for 10 years? The
industry admits that it invests it in securities and gets interest
from it. The Insurance Commissioner admits that the interest re-
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ceived by the industry on these investments is not considered as a
factor in fixing or reducing rates for the motorists of this Com-
monwealth. The insurance industry has received millions of dollars
since 1927, from these investments of the motorists’ money. This
member has filed legislation in an effort to correct this inequity
and will be heard during the 1959 legislative Session.
5. Drivers under 25

The present insurance Commissioner, six weeks after his appoint-
ment assessed a 60% additional insurance premium on drivers
under 25 years of age. This arbitrary surtax was imposed whether
or not the under 25 driver had an accident-free record. In the
opinion of this member, this is an insidious and discriminatory
order of the Commissioner. It is common knowledge that the insur-
ance industry has been seeking this surtax for years. Commission-
ers Harrington and Sullivan who headed the insurance department
for a period of 12 years and who preceded the present Insurance
Commissioner always rejected such a plan.

This member has filed legislation calling for the elimination of
this 60% surtax for drivers under 25 wr ho have an accident-free
record for a period of 3 years.
6. Jury Awards

For several years the insurance industry has charged that high
jury verdicts have been responsible for increased rates in compul-
sory automobile insurance.

First of all about 95% of all personal injury claims are settled
by the insurance companies without being tried in our Courts. Of
the remaining 5% that are tried in our Courts, let me quote from
the National Association of Claimants Compensation Attorneys,
Volume 17, page 343. “Only about one half of the jury cases tried
in the Superior Court resulted in verdicts for the Plaintiff. This
indicates the conservatism of Massachusetts juries. We pass along
without further comment the following figures for 1954-1955, taken
from page 9 of a report of the Judicial Council of Massachusetts,
published in the Massachusetts law quarterly, of December 1955.

“Total jury cases tried to a verdict 1655
Cases in which there was no recovery 777
Cases in which verdict was less than $2OO. ... 84
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132Other cases in which verdict was less than $5OO.
Total of cases in which there was no recovery or less

993”than $5OO.

From the above it is obvious that what the insurance industry
has said about high jury awards resulting in increased insurance
rates is not true.

The insurance companies refuse to tell the public that any jury
verdict over $5OOO, has absolutely no effect upon the compulsory
automobile insurance rates.
7. Is the present system of rates fair and reasonable?

There is widespread dissatisfaction throughout the Common-
wealth with the present system of fixing rates according to zones
as set up by the Insurance Commissioners since 1925. Is it logical
for a driver who lives in East Orange and who has a bad driving
record to pay $22.00 for his compulsory insurance and a driver who
lives in Boston with a good driving record to pay in excess of
$lOO.OO for the same insurance?

There is no incentive under the present system for any driver in
the Commonwealth to be a good driver because his rates are in-
creased every year whether he be a good or bad driver. Under the
present system, rates will increase every year for practically all
automobile owners in the Commonwealth. Soon, with increasing
insurance rates many automobiles will be forced off the roads. We
must have a system under which there is an incentive to be a good
driver. I recommend one of the following systems, which in my
opinion, are workable, but are not wanted by the insurance in-
dustry.

A. Permit the insurance companies to sell insurance for a pre-
mium less than that prescribed and fixed by the Insurance Commis-
sioner. Today insurance companies cannot sell compulsory insur-
ance for rates less than those the Insurance Commissioner fixes and
promulgates for each city or town within the Commonwealth. Com-
petition is the very foundation of our democratic way of life, and
should be permitted in the field of automobile insurance. This is
permitted in almost every state in the United States, except Massa-
chusetts. This member has filed this legislation which will be heard
by the Committee on Insurance during the 1959 legislative session.
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B. A uniform rate for all automobile owners along with a true
merit system. Start every automobile owner off with the same basic
rate and then compute his rate for the following years, on the
driving records of the motorist. If the driver has an accident-free
record, his insurance will decrease. If the driver has been involved
in an accident, or accidents, then his insurance will be increased.

I have filed this legislation which will be heard by the Committee
on Insurance during the 1959 Legislative Session.

Conclusion
The insurance companies have constantly claimed that they have

been losing money writing automobile insurance. However, when
their representatives appeared before the recess commission I in-
sisted that their officers received tremendous salaries, bonuses and
expenses and demanded that they disclose them to us. They prom-
ised under oath that the figures would be produced. The figures
were never produced. I asked that a subpoena be issued by the
committee to compel the insurance companies to disclose the figures.
The committee felt that insurance companies would furnish the
figures voluntarily. They never did.

We must draw one inference from this the insurance com-
panies have a reason to hide their expenses because they are un-
warranted.

The facts warrant that the insurance companies are making tre-
mendous profits:

1. The Boston Daily Globe on Friday, March 16, 1956 reported
that the new Liberty Mutual President is Bryon E. Smith and that
the assets of the company increased from $7,885,682 at the close
of 1923 to about $437,900,000 at the close of 1955.

2. In the year 1957 alone, the assets of Lumbermans Mutual In-
surance Company increased from $210,542,673 to $222,993,936,
setting a new record.

3. Travelers Insurance Company stock sold for $221 a share
until they split each share of stock so as not to be too obvious.

4. The insurance companies are not compelled to write auto-
mobile insurance why do they continue to do so if they are losing
money?

In short, the insurance companies have taken care of themselves
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well. It is the motorist that needs protection from the ever-increas-
ing and unjustifiable insurance rates.

I regret that the majority report of the committee did not give
the automobile owner the safeguards and protection he deserves
and needs.

HAROLD W. CANAVAN,

After working closely with members of the Special Commission
for a period of two years, I regret I find it necessary to file this
Minority Report. Prior to the final meeting, I prepared notes for
discussion and attended the meeting with the expectation we could
discuss and conciliate a number of points of view so the report
could be nearly unanimous. However, when the majority of the
members signed the previously prepared report, and that became
the official report of the Commission, I could not in good conscience
sign it because it fails to recommend any constructive changes in
the compulsory insurance rules and regulations designed to reduce
rates for the good motorists of Massachusetts. Quite to the con-
trary, it blames the motorists for most of the problems and recom-
mends crackdowns on the motorist, additional penalties against the
motorist, and additional fees to be paid by the motorist.

I was appointed to the Commission because of my position with
the American Automobile Association. As you know, the AAA has
been a spokesman for the motor car owner for more than half a
century. While we have more than 6 million members nationally
and 150,000 members in the state of Massachusetts, we speak for
the best interests of the entire motoring public, as well as the in-
terests of AAA members. Because of this, many writers have char-
acterized the AAA as “The voice of the motorist,” so it is only
logical that I should analyze the Insurance Commission’s report
from the point of view of the motorist and ask the questions “Is
this report fair to the motorist?” and “Does it help the motorist?”
I regret the report does not give an affirmative answer to either of
these questions.

In summary, the Majority Report says that after considerable
study and investigation, the Commission finds no reason to recom-

Senator First Suffolk District

MINORITY REPORT OF MR. ROBERT S. KRETSCHMAR
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mend changes in the manner of operating the insurance business in
Massachusetts. It implies that most of the problems connected
with compulsory insurance are the fault of the motorist because of
his lack of understanding, his instability and his lawlessness. On
page 1, the Report says, “Most of this universal dissatisfaction and
confusion derives from the fact that 9 out of 10 Massachusetts mo-
torists do not understand even the basic operating procedures of
our compulsory law.” On page 124 the Report refers to “the ex-
tremely volatile attitude of the motoring public,” and page 150
says our state has been “permitting motorists to run wild on the
highways.”

The casual reader of the Majority Report might easily get the
impression that the Report makes the motorist the scapegoat of
the compulsory insurance problem in Massachusetts.

As you know, I have attended every meeting of the Commission
(except two) and every meeting of the subcommittee to which I
was assigned. Judging by the evidence presented, and my own
experience and knowledge, I cannot agree with some of the recom-
mendations in the Report.

Rates Not Fair To The Majority Of Good Drivers
One of the most important assignments of the Special Commis-

sion was to determine whether or not the compulsory insurance
rates are fair to the majority of motorists. On this very basic
question I cannot agree with the statement in the Majority Report
which says, “We are firmly of the opinion that the Massachusetts
compulsory rates are not only fair to the motoring public, but that
it also can be shown that the rates are even overly fair to the
public.”

How can they call a rate fair when the sworn testimony of ex-
perts declared that the average good drivers of Massachusetts are
subsidizing the bad drivers year after year?

Referring to the testimony of Mr. McDonald, Insurance Actuary
of the Massachusetts Insurance Department, the Report says (last
sentence on page 12), “73.7% of all Massachusetts car owners
(Class 1) are continuing to subsidize in large measure the accident
claim losses of 12.2% of our motorists (Class 2) and to a lesser
extent the under 25 motorists in Classes 2A and B.”
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It is unfair to the good driver to lump him into an average with
a lot of people who have bad experience and certainly should not
be considered as average on the same basis as the good driver. This
discussion points up the great fault or cause of public dissatisfac-
tion with the Massachusetts compulsory insurance program. I
don’t agree it is simply the cost of insurance, as suggested by the
Majority Report in paragraph 3on page 120. There is bound to be
dissatisfaction in a system which makes a good accident-free driver
pay as high a rate as his neighbor who has a bad driving record
just because they happen to live in the same town. When the
system goes further and makes the majority of careful motorists
subsidize the bad motorists, then you have a situation which cries
for change and improvement.

In my opinion the rating system cannot be considered fair to the
majority of motorists nor will public confidence be restored in our
insurance system until a program is set up which will give a careful
accident-free driver a monetary incentive, or in other words, give
him a better break in recognition of the fact that he has a good
record and costs the insurance companies less than other people.
Such systems are operating effectively in other states.

In outlining the territorial rating system in Massachusetts, the
Majority Report says on page 4, “Territorial systems are also in
effect in every other state in the nation.” Later on (page 13) the
Report qualifies this statement by saying, “In most other states,
however, the various rating plans have always operated on a more
refined basis with a greater number of risk classifications and con-
sequently a greater number of motoring requirements and mileage
limitations to qualify for these classifications.” These additional
classifications are designed to more fairly rate motorists in propor-
tion to their cost to the insurance companies - the bad driver who
is involved in accidents and with the law is required to pay his fair
share of the insurance costs the good safe driver is given a break
in a lower rate classification. Some insurance companies operating
in other states give an additional monetary incentive for drivers
with good records. They increase the dividends paid to the driver
for every year of accident-free operation of his car.

The chart on page 38, which lists the highest and the lowest in-
surance premiums in a number of large cities in the country, dra-
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matically demonstrates how other states, by use of a wider spread
of classifications and rates, provide a form of merit rating not en-
joyed here in Massachusetts.

For example, look at Boston, which is one of our highest rated
territories. The lowest premium is $167.10, and the highest is
$279.90. In New York City the lowest premium is $142.20. This
is a bit lower than the Boston lowest, but New York’s highest rate
is $330.80, substantially higher than ours. San Francisco is another
example with a low premium of $BB and a highest premium of $309.
Obviously, the prudent drivers with good operating records qualify
for the lowest premiums shown on this chart. Therefore, the rating
systems in other states as contrasted with Massachusetts are fairer
to good drivers and give them a monetary incentive for being
careful.

Here in Massachusetts we have what might be described as a
socialistic attitude on the insurance rates. We are penalizing the
majority for the benefit of a minority. The rating system which
makes what the insurance companies call a “good risk” absorb
most of the additional cost of the very bad risks is certainly not
fair to the good risks. To make the system fairer, we should have
a wider spread of rates from the lowest for people with the best
records residing in the lowest rated areas to the highest for acci-
dent-prone drivers in the highest exposure areas. The Majority
Report recognizes this need in its recommendation in paragraph 1
on page 117, as follows: “Recommend continued studies of statis-
tical data by the Division of Insurance and by company actuaries
to develop further refinements in the age and use classification
system by the establishment of additional classifications of mo-
torists.”

This recommendation makes no suggestion as to when the study
should be accomplished and the changes brought about. I believe
this is the most urgent and important factor in the whole com-
pulsory insurance problem and urge that the studies be made im-
mediately and a new rating system be adopted so it can be put into
effect for 1960. As soon as the vast majority of good motorists in
Massachusetts see that steps are being taken to eliminate the un-
fairness in the present system, their confidence in the Massachu-
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setts compulsory insurance program and in the insurance com-
panies will be restored.

Companies Should Be Permitted To Sell Insurance For Less

Following the same line of reasoning, I think we should have
legislation authorizing the insurance companies to sell for less than
the standard rate to those motorists they consider to be especially
good risks. I disagree with the Majority Report which recommends
against this. Selling below the standard rate is permitted in other
states. This is popularly called “cut-rate” insurance. Insurance
men call it “deviation” from the standard rate. In other states the
insurance commissioners grant companies the right to deviate from
the standard rate and sell below the standard rate when the com-
panies satisfy the insurance commissioner they are competent to do
so.

Discussing its recommendations against permitting deviation
from a standard rate in Massachusetts, the Majority Report says on
page 103, “The principal argument advanced on behalf of this pro-
posed change in the law is that it would open the compulsory insur-
ance market to ‘free competition’ among the companies and at the
same time provide a form of merit rating for motorists whose su-
perior accident record would qualify them for lower rates which
presumably would be offered by some companies.”

“The theory underlying the advocacy of the proposal is that a
number of companies would move at once to establish themselves
in Massachusetts to sell compulsory insurance to selected risks at
rates below the premium charges set by the Commissioner under
the statute. For highly practical reasons peculiar to Massachusetts
we are convinced that the companies would do no such thing.”

I don’t recall anyone suggesting that “a number of companies”
would move at once to establish themselves in Massachusetts to
sell below the other companies. However, if the law is changed
and deviation is permitted, and only one company takes advantage
of the opportunity, it will do a great deal to give people an oppor-
tunity to earn a better rate by having a better driving record.

On page 104 the Majority Report continues, “It has been pointed
out several times in this report that the companies in all other
states are allowed a provision of approximately 50% of bodily in-
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jury liability premiums for operating expenses, while under the
Massachusetts compulsory rates the Commissioner’s allowance for
company expense is 32.5%. Out of this 50% expense provision the
companies in all other states pay general commissions of 25% to
agents and brokers for producing the business. Under the reduced
Massachusetts expense provision, however, these commissions are
limited to 12% for compulsory coverage.”

This statement leaves the impression that the insurance com-
panies in Massachusetts are allowed a smaller proportion of the
premium dollar for operating and administrative expenses and
profit than is allowed in other states. However, in the third para-
graph on page 88, the Report completely contradicts this impres-
sion. It says, ‘‘The variation in these totals, of course, is attribut-
able to the difference between country-wide and Massachusetts
acquisition costs, namely, commissions. The country-wide acquisi-
tion figure for 1956 was 25.8% and for Massachusetts 13.6%.” The
final sentence is the most interesting one. It says, “By subtracting
these acquisition items from the respective totals, the remaining
expenses are shown to be 19.8% of the premium country-wide and
19.7 for Massachusetts.”

In other words, the agents or sales forces for the insurance com-
panies in Massachusetts are getting less commission for selling
compulsory insurance. The reasoning behind this is obvious. The
agents do not have to go out and sell. The compulsory law sends
customers to them. Then the above comparison goes on to show
that exclusive of the differences in sales commissions, the expense
allocation for doing business in Massachusetts is only a whisker
lower (l/10th of 1%) than it is in the rest of the country.

Getting back to the Majority Report discussion on page 104, it
continues, “The so-called specialty companies have achieved what-
ever success they have found in other states principally by gearing
their selling methods to expense requirements much lower than the
standard 25% commission figure, thereby operating at consider-
able saving out of the expense proportion of the premium dollar,
plus any underwriting gain which may accrue from the claim loss
portion of the dollar through selection of the best possible risks.
These companies have no agents or brokers on whom they must
expend 25% of the premium for general commission. Most of them
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sell their insurance over the counter or through the mails.”
“This specialized type of operation clearly would be impossible in

Massachusetts because the maximum level of commissions under
the compulsory rates here is only 12%, and the companies there-
fore would have no interest in extending their operations in this
Commonwealth. Furthermore, with the bodily injury claim fre-
quency in Massachusetts running 130% above the average for the
rest of the nation, it is extremely doubtful that they would be in-
terested in coming into this state under any circumstances.”

These paragraphs also tend to contradict each other. In the first
paragraph the report says that the specialty companies have geared
their selling methods to expense requirements “much lower than
the standard 25% commission.” The second paragraph says “the
companies would have no interest in extending their operation into
Massachusetts because the allowance is only 12%.”

These two paragraphs also second-guess or try to second-guess
what might be in the minds of the managers of some of the insur-
ance companies which might come into Massachusetts and offer
lower rate insurance. As a matter of fact, it wouldn’t have to be
a company not currently doing business in Massachusetts. Some
Massachusetts company might decide to offer a better rate to se-
lected risks. Instead of speculating on what the insurance com-
panies might do under a given set of circumstances at a future date,
I would like to see the Commission Report concern itself with what
it considers to be thebest interest of the motorists of Massachusetts
and make recommendations for the development of a situation
which will benefit the motorists and the insurance buyers. I don’t
think we need to speculate and try to imagine what might be in
the minds of unknown insurance executives in unknown companies
and try to look into a crystal ball and then state how these hy-
pothetical people are going to react to a changed set of circum-
stances at an unstated time in the future.

As a further argument against permitting below-standard rates,
the Majority Report says on page 107, “Obviously, to sell the cov-
erage at lower rates below the Commissioner’s statutory rates,
a deviating company to survive would be forced to restrict its writ-
ings to highly selected class of motoring risks. This clearly would
bring about a situation where the deviating companies, assuming
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they would operate in Massachusetts, would be taking the cream off
the top of the insurance market, leaving the other companies to
write the substandard business represented by the vast majority
of motorists in the Commonwealth. In other words, the deviating
companies would be selling the coverage on a restricted basis at
rates which, even though reduced, would be clearly excessive, while
the remaining companies would be left to provide coverage to the
less attractive risks at rates which, although higher, would still be
clearly inadequate.”

I think we can pass over as an inadvertent slip the thought that
the vast majority of motorists in the Commonwealth of Massachu-
setts represent substandard business for the insurance companies.
I am sure the signers of the Majority Report did not mean to say
that the vast majority of motorists in the Commonwealth are sub-
standard. Nor do I share the concern of the Majority Report about
introducing an element of competition into the insurance business.
Throughout most businesses where there is an element of competi-
tion, some enterprising organizations try to get the so-called cream
of the market. There is nothing unfair, unethical, or reprehensible
in this. In fact, it is sometimes called the Free Enterprise System
and the American Way of Life.

Further stating their reasoning, on page 109 the majority of the
Commission says “It is clear to this Commission that the great
masses of car owners in Massachusetts would become logical and
primary victims of the upheaval which would strike the compulsory
insurance market if the cut-rate plan became law.”

In recent years we have seen the development of discount houses
in other lines of business, and I doubt if the people who patronize
them consider they have become “logical and primary victims.” In
fact, many housewives who shop carefully to keep within their
budgets might tell you that the development of the discount house
has led to prices more favorable to the consumer throughout
business.

In its final statement, against permitting deviation below the
standard rates for compulsory insurance in Massachusetts, the
Majority Report tries to frighten us with a bogey man. Paragraph
2 on page 110 says, “This Commission is convinced that in Massa-
chusetts, as in no other state, there is the strongest possible state
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regulation of the insurance industry, especially in the compulsory
field. We thoroughly favor such regulations. For this very reason
we feel that legislative enactment of the ‘cut-rate’ system in the
Commonwealth would be both unfortunate and ill-considered. The
head-long, runaway type of operation that would ensue in the com-
plete nonexistence of rate regulations here would provide a dra-
matic touch needed to encourage federal regulation of insurance
rates and federal control over all phases of the insurance industry.”

Let’s not be too frightened by this and take time to analyze it
calmly. First of all, in the proposal that the companies be permitted
to deviate below the standard rate, it has not been suggested that
state regulations or regulation of the insurance industry be re-
moved. Certainly there has been no suggestion of “head-long run-
away operation,” nor do we know that such would ensue. In fact,
the Majority Report contains several pages of testimony quoting
Mr. Linder and others that no insurance company will come into
Massachusetts and take advantage of the right to deviate if it is
offered to them. This is quite the opposite of a “head-long, run-
away reaction.”

In summary, I think one of the greatest weaknesses of our pres-
ent system is the lack of any regard for individual safe driving
records. The fact that no companies are permitted to sell below
the established rate leads many people to think the rate is being
held up by law for the benefit of the insurance companies. I am
in favor of amending the law to permit deviation, within the dis-
cretion and good judgment of the Insurance Commissioner. Such
action would eliminate the argument, however erroneous it may
be, that the rates are based on a Socialistic theory and that a floor
is maintained under the rates for the benefit of the insurance com-
panies. Perhaps as was suggested by some of the witnesses before
the Commission, no company will avail itself of the opportunity to
deviate even if deviation is permitted by law. On the other hand,
if some company does offer a deviated rate to better risks, this will
make competition in the market place and give motorists an oppor-
tunity to earn a lower rate by maintaining a good driving record.
As mentioned above, I think it is highly desirable to find some
method of injecting a monetary incentive for individuals into our
insurance rating system.



[Jan.SENATE —No. 466.175

Unfair For Bad Drivers In Assigned Risk Pool To Pay Same
Rate As Good Drivers

I cannot agree with that part of the Majority Report which fails
to recommend that motorists with bad records in the Assigned Risk
Pool should be charged more for their insurance. The Report’s
comment on this, appearing on page 113, is as follows: “While we
feel that as a matter of principle there should be some legal machin-
ery set up by the Commissioner to define and sur-charge assigned
risks, we must also be sufficiently practical to contemplate the type
of reception this recommendation will be given by the General
Court. If the Legislature in 1956 repealed within a few days the
demerit rating provisions of the Highway Safety Act in response
to protests arising from the sur-charging of only 16,000 out of
1,300,000 private passenger car owners of the Commonwealth, it
could be confidently expected that our lawmakers would react sim-
ilarly to any attempt to sur-charge 50,000 motorists in the Assigned
Risk plan.”

I don’t believe this is simply a question of principle versus
politics. This is completely different from the former point system.
I think it is highly desirable to amend our present system so that
bad risks in the Assigned Risk Pool would be charged higher
premiums than the average of other drivers in their rating terri-
tory, thus making bad risks pay more of their fair share of the in-
surance costs. Most other states divide people in the Assigned Risk
Pool into risk categories: (A) Those who are in the Assigned Risk
Pool through no fault of their own. They pay the standard rate,
and (B) Those who are there because they are considered to be bad
risks. Those in the B category are charged higher rates.

On page 112 the Majority Report says, “Assigned risks are sur-
charged in every state in the nation except Massachusetts.” Further
along on page 113 the Report says, “At the present time, of course,
assigned risks (in Massachusetts) do not have to pay any more for
their insurance than do motorists who are not in the plan.”

I am confident that our legislators are no less courageous here in
Massachusetts than they are in all the other states in the Union.
If a proposition is fair and based upon sound principle, it should
be submitted for the consideration of the Legislature. If we do not
have the courage to review this problem, the present unfair situa-



SENATE —No. 466.1959.] 176

f

�

tion will continue year after year. The majority of the good drivers
will be required to continue to subsidize the bad drivers in the
Assigned Risk Pool. On the other hand, if properly presented to
the public and it is made clear that the higher sur-charging of bad
risks in the assigned risk plan (no sur-charging for those in the
assigned risk plan through no fault of their own) will reflect a
benefit upon a majority of the people, I am confident that the
effects of the political pressure for sur-charged individuals in the
plan will be greatly diminished.

Insure The Driver Instead Of The Car
The Majority Report devotes several pages to finding fault with

the suggestion that insurance should be written on the driver of
the car instead of the motor vehicle, as it is done at the present
time. It concludes by saying on page 128, “Because of these ad-
ministrative and legal problems, all requiring painstaking research
in advance of any affirmative consideration, we do not feel that we
can make any recommendation with respect to driver insurance
beyond suggesting that it is a proposal so revolutionary in concept
and in practice that it should be made the basis of an entirely
separate study.”

There is no need here to review the arguments in the Majority
Report paragraph by paragraph. In his testimony before the Com-
mission discussing the suggestion of insuring the driver, Commis-
sion Actuary Joseph Linder said, “It is desirable from an actuarial
standpoint.” Then he added that there were legal problems which
must be ironed out before such a change could be brought about.

Admittedly there are problems involved and complications which
must be worked out in any important change in business proce-
dures, but this is a question of whether you use the problems and
the difficulties as an argument against changing the status quo or
whether you attack the problems by saying the ultimate result will
be desirable; therefore, we will devote our brains and energies to
solving the problems.

I think the result would be sufficiently desirable to warrant de-
voting a great deal of study and energy to it. As we stated when
we filed the Bill suggesting the insure-the-driver plan in 1956, it
will result in a benefit to the motoring public because it will re-
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ward the accident-free driver for his own good record and estab-
lish a true merit system by setting insurance rates on the basis of
each person’s driving record. I would like to see the Legislature
immediately organize a group to make a study with a view toward
eliminating the legalistic problems of the agency, etc. which now
confuse and obstruct adoption of the insure-the-driver program
which many people, including many experienced insurance execu-
tives, think is a desirable development. The Majority Report merely
suggests that some thought be given to this proposition sometime
in the undefined future. I think it is so desirable and important
that it should be given immediate active study and that the Legis-
lature should ask the study group to make specific recommenda-
tions and set a deadline for a report.

Companies Should Re-examine Claims Procedures
I am not convinced, as the signers of the Majority Report say

they are, that the insurance companies make “every possible effort
to resist payments” wherein actual injury is questionable and on
claims in which actual injury is exaggerated. During the two years
I have served on this Commission a great many people have spoken
or written to me to tell me of incidents where settlements were
made when they were convinced that payments for settlements
were not justified and would not have been required if the insurance
company had made a greater resistance, perhaps taken the matter
to court. In fact, so many people have mentioned this problem to
me I have become convinced there is a widespread lack of con-
fidence in the way insurance companies settle claims. Many people
feel claims are settled for more money than seems justified. Others
have charged that claims have been paid when the insured could
not possibly have been at fault. Other people have reported inci-
dents which have led them to suspect there might be some form of
collusion because insurance company representatives did not con-
sult or call defense witnesses when they were available. People
are also disturbed by the fact that their insurance companies pay
claims without notifying the insureds of the action taken.

Public Confidence Must Be Restored

I know there are strong differences of opinion within the insur-
ance industry, even among individual insurance executives, as to
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the most desirable courses to follow in many instances. I know of
situations where the companies have saved money by taking cases
to court, and many others where they believe they have saved
money by making fast settlements. Admittedly, this is a matter
of insurance business policy and not one which can be controlled
by legislation. For this reason, I suggest that the insurance indus-
try in Massachusetts assign a group of their public relations execu-
tives to make a thorough examination and recommendations for a
solution of this problem. I believe there is widespread lack of public
confidence in the insurance companies’ handling of claims pay-
ments. It will be a constructive step benefiting both the companies
and the motoring public to develop a program which will restore
public confidence.

Massachusetts Has Been Active In Highway Safety Work

On page 140 the Majority Report makes the following statement;
“Our Commission is resolved that the time has come for Massa-
chusetts to stop talking about highway safety and actually start
working at it.”

The implication that Massachusetts has done nothing but talk
about highway safety cannot be sustained by the facts. Our Com-
monwealth probably has as many if not more people and organiza-
tions conscientiously devoting their time and money to highway
safety than any other state in the Union. I’ve been connected with
the American Automobile Association in this state for 12 years,
and in all that time our organization has worked with the agencies
of the state and has seen a great many evidences of action and hard
work on the part of state agencies and voluntary organizations. We
start teaching safety in kindergarten and continue throughout each
person’s school career and adulthood.

They can’t lightly brush aside the fact that Massachusetts has
one of the lowest death rates in the country and is recognized and
looked up to all over the country for having one of the finest pro-
grams of safety activities. I don’t need to enumerate all the pro-
grams which have made Massachusetts a national leader and not
a backslider in the highway safety field. However, the widespread
organization of school safety patrols, the use of female school cross-
ing guards, and the fact that many police departments have an
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officer assigned exclusively to working with the schools and their
highway departments on traffic safety problems are evidences of
the seriousness with which this problem has been attacked in
Massachusetts.

For a number of years we have had a top statewide highway
safety policy committee called the Massachusetts Highway Safety
Committee. The Registrar of Motor Vehicles is the Chairman of
the Committee which includes appointees of the Governor, as well
as the heads of all state departments and commissions which have
any interest related to highway safety and traffic. The Governor
is the Honorary Chairman of this Committee. In addition, state-
wide safety activities are supported by Governor Furcolo’s Citizens
Participation Committee on Traffic Safety, the Registry of Motor
Vehicles, the State Police, local police departments, school depart-
ments, the Massachusetts Safety Officers League, safety councils,
the AAA, church, civic, and fraternal groups, as well as the Armed
Forces, and well-supported by the newspapers, radio, and television.
They all devote a great deal of time to safety education and activi-
ties. To be sure, all of these activities can be improved upon, but I
don’t think they should be characterized as “just talk.”

In the second paragraph on page 140 the Majority Report says,
“This being so, there can be no hope of improving the records to
the satisfaction of our own conscience until all of these forces unite
in a determined crusade for stern, impartial, and sweeping enforce-
ment of our highway safety laws and regulations.”

Crackdown Methods Not The Solution

If those who signed the Majority Report think that “sweeping
enforcement” is the only way to bring about safety on the high-
ways, they are mistaken. Crackdown is probably one way of ac-
complishing some measure of success, but it is only a partial solu-
tion.

The American Automobile Association Foundation for Traffic
Safety is financing a safety education research project at Columbia
University. A recent report from this research group indicates
that enforcement, crackdown and punishment are not the solution
to our traffic safety problems. Dr. Malfetti, in charge of the Co-
lumbia Study Project, has stated that too much attention is being
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given by law enforcement officials to punishing erring drivers and
not enough effort on rewarding good drivers. Punishment seems
to have the effect of suppressing impulses to drive dangerously, not
extinguishing them, according to the research study. The fear-of-
being-caught approach works well with the psychopath the fel-
low who is so mixed up internally that he needs rigid external con-
trol. For the great majority of motorists, the fear approach in-
hibits learning and positive behavior and sometimes encourages him
to fight or outwit those imposing the regulations.

I am sure most people who have studied and gained experience
in highway problems and safety work will agree that true con-
structive results can come about only through a proper balance of
three principal elements, only one of which is enforcement. The
other two are education and engineering. Engineering involves the
improvement of the physical features of our streets and highways,
as well as the development of more safety in the design and con-
struction of the automobiles themselves.

Drinking Drivers Are A Serious Problem
On page 148 the Majority Report makes the statement (para-

graph 4) which I do not believe was sustained by evidence presented
by any witness who appeared before the Commission. It says,
“While it may be argued in the individual case that willful viola-
tion of the speed laws is not nearly as serious an offense as driving
a motor car while under the influence of liquor, the over-all menace
of speeding to the lives and safety of the public is a far more crit-
ical problem than that presented by liquor because there are so
many more speeding drivers than drunken drivers.”

This is a faulty conclusion based upon an incomplete review of
existing information and knowledge. Highway safety engineers
have learned that speed in and of itself produces relatively few mis-
haps. Speed too fast for existing conditions is what causes the
trouble. For example, 20 miles per hour might be too fast under
certain conditions while 40 miles per hour might well be too slow
on a modern six-lane expressway where traffic is moving at 55 or
60 miles per hour. In this connection, statistics on speed are re-
vealing. Of the cars involved in fatal accidents, about 15% were
traveling between 51 and 60 miles an hour. 19% were moving at
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61 miles an hour or more. The majority or 66% were traveling at
50 miles an hour or under.

Speed and drinking are generally considered to be the prime
causes of highway death and accidents. The problem of the statis-
tician is that so many accidents involve both, and generally it is
the drinking which led to the speed too fast for existing conditions.
Many highway safety experts are now satisfied that liquor plays a
part in many more accidents than previously believed. About 50%
or one-half of all accidents are now said to be “liquor flavored.”
This does not mean they were caused by liquor, but that liquor was
involved and probably was a contributing factor. Previously it
was estimated that 30% of all fatal accidents involved a drinking
driver and during the Christmas holiday season this rose to over
55%.
Mandatory Suspensions Would Add Penalty Upon Penalty

On page 152 the Majority Report recommends a schedule of man-
datory suspensions of licenses for motorists convicted of speeding
over a one year period of time. The Legislature should give this
suggestion very thorough and careful consideration before think-
ing about adopting it. The Massachusetts Registrar of Motor Ve-
hicles now has ample power to suspend licenses of persons con-
victed of speeding, in every case where he believes such a suspension
will have a constructive effect upon the driver involved. In some
quarters, the suggestion of mandatory suspensions might be con-
sidered to be a reflection upon our courts and our court system.
Under the present system, when a motorist is arrested for allegedly
violating the law, he is entitled to his day in court, and has the
right to have counsel. If he is found guilty, he must pay a fine or
other penalty imposed by the judges. The mandatory suspensions
would set up an additional set of penalties in addition to those which
are already in existence.

Question Need For Another Police Force
On page 146 the Majority Report recommends the establishment

of a Highway Patrol, a sort of third statewide police force to
operate either under the jurisdiction of the State Police or the Reg-
istrar of Motor Vehicles. In order to finance this additional police
force, the report suggests that each driver’s license fee be increased
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$1 a year. I think there is serious question as to whether or not
it wouldn’t be more advisable to add any needed enforcement offi-
cers to the existing staff of the State Police and the Registry of
Motor Vehicles.

The Majority Report concludes this recommendation by saying
on page 147, “It is our opinion that the Massachusetts motoring
public would be completely agreeable to paying something like 2c
per week to maintain an organization which would be working
around the clock to protect all motorists and their families against
death and injury on the highways.”

If this were the only proposal to increase motorists’ license fees
and taxes, it might get acceptance from the motoring public. How-
ever, it is only one of a number of proposals for increased fees and
taxes being presented to the next session of the Legislature and
the National Congress. Because of the amount these new proposals
can cost, the motorist may not look on the situation quite as agree-
ably as the Report suggests. He may feel he doesn’t want to put
up more money at this time to employ more policemen to enforce
him to do things.

Re-examination Of Drivers

On page 158 the Majority Report states, “We recommend that a
law be enacted under which licensed drivers of motor vehicles in
Massachusetts would be required to undergo a physical examina-
tion on or before the license renewal date every six years. This
examination should include the customary physical and road tests.”

This is a well-intentioned recommendation, but I do not believe
it should be adopted at this time. AAA safety officials have dis-
cussed and studied this idea over a period of years and have come
to the conclusion that before a state establishes a universal pro-
gram of re-examining all drivers, it should first set up a program of
a universal program of re-examining all drivers, it should first set
up a program of thoroughly and effectively re-examining drivers
involved in accidents, those who repeatedly violate traffic laws, and
those who have physical or mental disabilities or infirmities. This
is what our Registry of Motor Vehicles is now doing, and the Regis-
trar now has the authority to order the re-examination of any
driver.



[Jan.SENATE —No. 466.183

J

The Massachusetts delegation to the White House Committee for
Traffic Safety discussed the desirability of filing legislation to re-
quire re-examination of all Massachusetts drivers every 10 years,
but after discussion and examination of the problem, it was decided
not to file for this legislation. Some of the reasons were:

(1) North Carolina is the only state in the country with a law
requiring complete re-examination but they are not using it be-
cause no funds have been authorized.

(2) There is no concrete evidence that periodic tests will weed
out bad drivers. What is needed is a pilot study to determine how
effective re-examination would be. The Massachusetts delegation
suggested that such a pilot study be made.

(3) The cost would be high. To re-examine 2 million drivers
every 10 years in Massachusetts would cost an additional 1 million
dollars annually (200,000 re-examinations a year at an estimated
$5 each).

(4) Most of the people given re-examinations passed with flying
colors. For example, Massachusetts Registry says that out of ap-
proximately 5,000 drivers who were re-examined in the course of a
year, 99% passed.

16 To 18 Year Old Drivers

The recommendation that the Legislature establish a curfew for
drivers between the ages of 16 and 18 and not permit them to drive
after dark is another proposition which has been discussed for some
time by safety experts and there is a wide difference of opinion as
to its desirability. We recently discussed this very question at a
meeting of the Advisory Board of the Massachusetts Division of
the AAA, and I have consulted a number of authorities on it. Some
men think that a curfew law would materially cut down on the
high proportion of motor vehicles violations and accidents experi-
enced by the 16 to 18 year old group of drivers. Others feel that
such a law would be virtually unenforceable, as it would be very
difficult for a policeman to estimate the age of a passing motorist.
Still others feel a curfew law would have the undesirable effect of
characterizing young people from 16 to 18 as second-class citizens.

The Majority Report contains a number of items with which I
agree. Following is a discussion of these points.
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No Evidence Of Skullduggery

On many occasions there have been allegations that the insur-
ance companies falsify their records and do not reveal the true
figures on their operations to the Insurance Department officials
and that they conspire to make unwarranted profits at the expense
of the public. I think our Commission’s investigations have been
thorough and far-reaching in this connection and have proved with-
out a shadow of doubt that there is no skullduggery and thievery in
the insurance business. Insurance company officials and employees
are honest men and women conscientiously trying to operate a
profitable business.

Official Regulation And Control Adequate

The evidence also developed conclusively that the statistical in-
formation compiled for rate-making purposes is both far-reaching
and accurate and that the degree of control exercised by the In-
surance Department is adequate to protect the interests of the in-
surance-buying public. In fact, I think it could be said it is evi-
dent that the compulsory automobile insurance in Massachusetts
is more carefully scrutinized and controlled by state agencies than
anywhere else in the country.

Change Name Of Rating Bureau
I agree with the suggestion that the name of the Rating Bureau

should be changed so that it be called a statistical bureau. Under
the Massachusetts compulsory law the Insurance Commissioner is
the only one empowered to actually make the rates. The bureau
compiles statistical materials upon which he bases his judgement.
Therefore, the use of the word “rating” in the operation of the
present bureau tends to create confusion.

State Rating Bureau Not Needed
I agree with the majority recommendation that there is no neces-

sity to set up a state rating bureau. Because the insurance com-
panies must develop statistical information in order to intelligently
suggest rates, they would have to continue to maintain the present
statistical bureaus even if the state set up a rating bureau of its
own. Of course compulsory insurance buyers are now paying for
the cost of operating the insurance rating bureau. If a state
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bureau were set up the motorist would have to continue to pay for
the company operated bureau through their insurance premiums
and in addition would have to pay for a complete duplication of
effort through general taxation. This would only be desirable if
the evidence brought to light glaring inadequacies and deficiencies
in the present statistical information and that a state bureau could
serve the public more efficiently than the present system. No such
inadequacies and deficiencies have been brought to light. There-
fore, it is my opinion that there is no necessity for a state rating
bureau and the establishment of such a bureau would constitute a
completely unnecessary additional burden on the taxpayers.

Recommend Deputy Insurance Commissioner For
Rating Bureau

While discussing the rating bureau, I must state that I am disap-
pointed in the “method of solution” advanced on page 81 of the
Majority Report. This suggests that a desirable and necessary de-
gree of control and coordination between the Insurance Department
and the Rating Bureau can be developed by having the governing
committee of the Rating Bureau invite the Insurance Commissioner
to assign a representative to the Bureau and for the Bureau to pro-
vide office facilities to such a representative.

I think the invitation issued by the Board of Governors of the
Rating Bureau is a fine demonstration of good faith on their part.
However, I think it is so important for the public to be given abso-
lute assurance that there is a high degree of coordination between
the Insurance Department and the Rating Bureau and that the In-
surance Commissioner exercises a degree of control over the ac-
curacy of the information developed by the Rating Bureau that the
representative of the Insurance Department should not be in the
Rating Bureau merely at the pleasure of and on the invitation of
the Governing Committee. It is possible that at some future date
with different individuals on the Governing Committee that the in-
vitation might be withdrawn. I think the liaison man representing
the Insurance Department within the Rating Bureau should be
given the strength and authority of law, consequently, I recommend
the Legislature adopt a statute requiring a Deputy Insurance Com-
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missioner be assigned as a resident liaison officer in the Rating
Bureau to serve as a permanent coordinator between the Depart-
ment and the Bureau.

Flat Rate Would Not Be Fair To Good Drivers

I agree with the majority report recommendation against the
adoption of a flat rate system. I think the trend in rate making
should be toward making bad risks pay a greater proportion of the
costs they bring about by charging them higher rates and giving
lower incentive rates to good drivers who are good risks. Flat rate
insurance is just the opposite. Therefore, I think its adoption would
be a retrogressive step.

Reports Should Be Made Under Penalty of Perjury

I agree with the recommendation that reports of accidents made
to the Registry of Motor Vehicles should be made under penalties
for perjury. There have been many allegations that fraudulent and
exaggerated bodily injury claims are filed under our compulsory
system. The requirement that reports be made under penalty of
perjury should serve as a deterrent to those who are consciously
making fraudulent claims. The requirement will be no hardship
upon the majority of honest motorists who make honest reports
and honest claims.

Uninsured Motorist Coverage

I am also in accord that our laws should be amended to permit
uninsured motorists coverage. I believe it is also desirable to adopt
the recommendation concerning the tightening up or closing of the
loopholes in the procedure of the state board of appeal on motor
vehicle liability policies and bonds. When an insured is canceled
by a company and the cancellation is sustained by the Appeal
Board, he should not be permitted to get insurance by taking ad-
vantage of technicalities and loopholes. The provision which re-
quires him to wait for 30 days will close the loophole.

AAA Backs “No Fix”
I am heartily in favor of the Majority Report’s recommendation

that ano fix law be adopted. The practice of fixing undermines
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basic respect for law and order. The AAA has a national policy
approved by the delegates at its annual convention which reads as
follows: “The AAA vigorously opposes and condemns the practice
of fixing tickets for traffic law violations which has undoubtedly re-
tarded progress toward accident reduction.”

AAA Pioneered High School Driver Training

Of course we are heartily in favor of the Report’s recommenda-
tion that there should be driver training courses available to all our
high schools. The American Automobile Association pioneered the
development of driver training in high schools before World War
11. Since that time the AAA has been a national leader in provid-
ing trained instructors, developing books, and study materials, ar-
ranging for the loan of automobiles, designing dual controls for
training cars. Triple-A officials all over the country have effectively
spent untold hours helping school officials and school committees to
overcome problems so driver training programs could be made
available to as many students as possible.

AAA national policy states, “Driver education offers the greatest
single potentiality for future safe, orderly and convenient highway
use. The continuing vigorous program should be prosecuted for
advancement of driver education courses in high schools including
the finding of ways and finances to provide high quality credit
courses including behind the wheel instruction for all high school
youths. In driver education, greatly increased emphasis must be
placed on driver and pedestrian responsibilities and sportsmanlike
attitude.”

Pedestrian Control Law Will Save Lives

We also completely favor the recommendation that the Legisla-
ture approve permissive legislation which will permit cities and
towns to hold referenda so that they can establish pedestrian con-
trols at busy downtown crossings. We have again filed a bill for
the 1959 session of the Legislature. Massachusetts has one of the
worst pedestrian death rates in the country. Adoption of pedestrian
control regulations in major cities has brought about a substantial
decrease in the number of people killed in pedestrian accidents.
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There is every reason to believe that the adoption of the same regu-
lations will bring about the same beneficial results here in Massa-
chusetts.

Sincerely yours,

ROBERT S. KRETSCHMAR, Member
Commission to study compulsory
automobile rates and other related
matters.
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(Massachusetts Automobile Liability Insurance Expense Plan)

Whereas, Section 1138 of Chapter 175 of the General Laws pro-
vides that the Commissioner of Insurance may at any time require
any company to file with him such data, statistics, schedules or
information as he may deem necessary to enable him to fix and
establish fair and reasonable classifications of risks and adequate,
just, reasonable and non-discriminatory premium charges.

Now, therefore, it is hereby ordered that each company de-
termine its expenditures for Massachusetts Automobile Liability
Insurance for the calendar year 1957 in accordance with the Massa-
chusetts Automobile Liability Insurance Expense Plan (copy of
which Plan is attached) and enter the amounts of expenditures so
determined on the attached blank form which is to be filed with
the Commissioner of Insurance on or before July 1, 1958.

JOSEPH A. HUMPHREYS,

Commissioner of Insurance

Deputy Commissioner
May 2, 1958.

JOHN H. LOUDEN,

APPENDIX A

(Enmmnmuraitlj of iJlaaaarljuartta

DEPARTMENT OF BANKING AND INSURANCE

MEMORANDUM OF ORDER
RELATIVE TO RATE MAKING DATA

To Companies Issuing Massachusetts
Automobile Liability Insurance Policies :
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(Revision Effective for Reportings Made in 1958 and Thereafter)

Adherence to the Instructions contained herein will be enforced.
This Plan contemplates that the company has already determined

that portion of the total company expenses which is assignable to
the Automobile Bodily Injury line of insurance by existing regula-
tions and that any amount of expense properly chargeable to Prop-
erty Damage Insurance has been excluded. It is designed to pro-
vide for:

(1) The determination of the Massachusetts portion of the Auto-
mobile Bodily Injury expenses.

(2) A proper allocation of the Massachusetts Automobile Bodily
Injury expenses between expenses chargeable to Compulsory
and those chargeable to Medical Payments, Coverage B and
Increased Limits hereinafter referred to as “All Other”.

For Massachusetts Compulsory Automobile Bodily Injury Insur-
ance, the expenses to be reported are direct expenses only; expenses
in connection with reinsurance assumed or ceded are not to be in-
cluded.

Expenses must be allocated according to either the preferred or
alternative method. In the reporting form, provision is made to
show the method employed to allocate the expenses of each group.

Expenses are to be reported on an incurred basis. All unpaid
expenses should be segregated and grouped according to the four
general divisions of expense herein dealt with and should be dis-
tributed in accordance with the provisions of this Plan.

Expense Groups

This Plan provides for the segregation of expenses into four gen-
eral groups:

I. Investigation and Adjustment of Claims
11. Acquisition, Field Supervision and Collection Expenses
111. Taxes
IV. General Expenses

MASSACHUSETTS AUTOMOBILE LIABILITY INSURANCE
EXPENSE PLAN

Introduction
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The composition of each major group and the subdivisions of
these groups and definitions are prescribed in detail in the follow-
ing pages. No deviations will be permitted.
I. Investigation and Adjustment of Claims

These expenses are to be separated into two sub-groups: (1) Allo-
cated Claim Expense, and (2) Unallocated Claim Expense.

1. Allocated Claim Expense
Allocated Claim Expense represents the following expenses

of a company in connection with claim settlements, which can be
directly allocated to a particular claim:

a. Attorney’s fees for claims in suit including salaries and
traveling expenses for company attorneys engaged in the
suit.

b. Court and other specific items of expense such as:
Medical examination to determine the extent of company’s
liability;
Expert medical or other testimony;
Laboratory and X-ray;
Autopsy;
Stenographic;
Witnesses and Summonses;
Copies of Documents.

The following shall not be included as Allocated Claim Expense:
a. Salaries and traveling expenses of company employees; (other

than amounts allocated as attorney’s fees for claims in suit);
b. Overhead;
c. Adjuster’s fees (fees paid to independent adjusters, of attor-

neys, for adjusting claims).
Method of Allocation:
Since these expenses are chargeable directly to Massachusetts

Automobile Bodily Injury, the actual paid expenses shall be allo-
cated to this line.

If an actual division of such expenses between Compulsory and
“All Other” is maintained, such division shall be used, otherwise
the total expense shall be divided on the basis of the number of paid
or incurred claims of the calendar year for the two divisions.

Where litigation involves both Property Damage and Bodily In-
jury, a portion of the attorney’s fees shall be allocated to Property
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Damage. If an actual separation is available, the allocation shall
be on the actual basis. If no actual separation is possible, 80% of
the fees shall be charged to Bodily Injury and 20% to Property
Damage.

2. Unallocated Claim Expense
Unallocated Claim Expense shall comprise all expenses in-

curred wholly or partially in connection with the adjustment and
recording of policy claims, except those specifically included in the
definition of allocated claim expense. It shall include related ex-
penses incurred in the following activities:

a. Estimating amounts of claims;
b. Paying and receiving;
c. Entering and keeping general and detailedrecords;

e. Handling personnel, supplies, mail, etc.;
f. All other activities reasonably attributable to the adjust-

ment and recording of policy claims in connection with
claims reported, paid and outstanding.

Method of Allocation:
Preferred Special study of Massachusetts branch office

claim expense and one or a combination of the following bases for
home office claim expense;

1. Assignment of clerk-time or salary to line;
2. Number of claim payments or drafts issued or paid;
3. Overhead on field claim expense for claim supervision.

Alternative The Massachusetts Automobile portion of the
total Automobile Bodily Injury unallocated claim expense may be
determined by summing the amounts obtained by:

1. Splitting 50% of the total countrywide Automobile unallo-
cated between Massachusetts and the remainder on the num-
ber of claims arising;

2. Splitting 50% of the total countrywide Automobile unallo-
cated between Massachusetts and the remainder on the
amount of losses paid during the year plus the amount of
losses outstanding at the end of the year.

In both the Preferred and Alternative methods, the fui’ther divi-
sion of Massachusetts Automobile unallocated claim expense be-

d. General clerical, secretarial, office maintenance, super-
visory and executive duties;
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tween Compulsory and “All Other” shall be made on the basis of
the number of paid or incurred claims.
11. Acquisition, Field Supervision and Collection

These expenses are to be separated into two sub-groups: (1)
Commissions and Brokerage, and (2) Acquisition, Field Supervision
and Collection Expenses other than Commissions or Brokerage.

1. Commissions or Brokerage
The items included within this heading are chargeable directly

to line of business. The amount reported should represent the com-
missions actually incurred on Massachusetts business including fees
on assigned risks. If the company does not maintain records of in-
curred commissions, the incurred commissions shall be determined
by applying to the Massachusetts written premiums the ratio of
paid Massachusetts commissions to the corresponding paid pre-
miums. Separate computations shall be made for Compulsory and
“All Other” Massachusetts business.

Allocation of Assigned Risk fees between Compulsory, All Other
Bodily Injury and Property Damage shall be actual, or the percent-
age shown in the annual statement of the Massachusetts Assigned
Risk Plan.

2. Acquisition, Field Supervision and Collection expenses other
than Commission and Brokerage
This grouping of expenses shall comprise all expenses in-

curred wholly or partially in the following activities except amounts
reported on Commissions or Brokerage:

a. Soliciting or procuring business and developing the sales
field.

b. Writing policy contracts and checking and directly super-
vising the work of policy writers.

c. Receiving and paying of premiums and commissions;
entering into or setting up records of premiums and com-
missions receivable and payable for collection purposes;
balancing and maintaining such records; corresponding
with and visiting insureds and producers for the purpose
of collecting premiums or adjusting differences; checking
current accounts from producers; auditing records of de-
linquent agents; and services of collection agencies. Do
not include activities in connection with accounts receiv-
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able from and payable to branch or other offices within
the company.

d. Compiling and distributing expiration lists, notices of
premiums due, lists of premiums or premium balances re-
ceivable and payable, production statements for acquisi-
tion and field supervision purposes and similar data.

e. Activities of Field men; contact work related to acquisi-
tion, field supervision and collection; making contracts and
agreements with producers and activities in connection
with agency appointments and replacements.
Do not include: Inspection of risks by full time inspectors
employed by the company; any activities in connection
with adjustment of claims or audits for the purpose of
premium determination.

f. Rendering service to agents and other producers, such as
providing office space, personnel, telephone, etc., and ob-
taining agents’ licenses.

g. Advertising and publicity of every nature related to ac-
quisition, field supervision and collection.

h. Miscellaneous activities of agents, brokers and producers
other than employees, when performed by them; inspec-
tions; quoting premiums; signing policies; examining and
mailing policies, applications and daily reports; compiling
figures for current accounts; correspondence and sundry
bookkeeping and clerical work.

i. Other expenses attributable to the operations listed above:
Keeping general and detail records; paying and receiving;
general clerical, secretarial, office maintenance, supervis-
ory and executive work; and handling personnel, supplies,
mail, etc.

Method of Allocation:
The determination of these expenses for Massachusetts Auto-

mobile should be based on such costs incurred through or in behalf
of Massachusetts offices and agencies and not by pro-rating the
overall or countrywide total. In order to reflect the true cost, it is
desirable to distribute the expenses of each branch office separately.

Branch Office Expenses:

1. Production shall be assigned as far as possible to individual
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lines or groups of lines. The division of expenses assigned to
more than one line shall be made on a premium basis.

2. Administration (cashier, policy-writing, premium collection,
etc.) —shall be distributed to line by a special study or ac-
cording to number of premium items or number of policies.

3. Supervision shall be distributed by line as an overhead on
the salaries of the persons supervised.
Home Office Expenses:

Shall be distributed on bases similar to those outlined above
for Branch Office expenses. Advertising expense shall be
assigned to line on a premium basis.

The division of both Branch Office and Home Office expenses
between Compulsory and “All Other” shall be made on a premium
basis.

These expenses are to be separated into four sub-groups:
(1) State Taxes on Premiums
(2) Insurance Department Licenses and Fees
(3) Payroll Taxes (including Old Age Benefit and Unemploy-

ment Insurance Taxes)

(4) All Other (excluding Federal Income and Real Estate)
Item (1) shall be determined by applying the Massachusetts

Rate of Premium Tax to the Massachusetts Premiums Written less
dividends to policyholders and return premiums.

Item (2), (3) and (4), unless chargeable to specific lines, shall
be allocated on premium volume.
IV. General Expenses

This group of expenses is sub-divided into three parts:
1. Inspection
Inspection expense shall comprise all expenses included in con-

nection with activities designed to eliminate or improve the acci-
dent or loss producing hazards of individual risks from the stand-
point of both underwriting qualifications and frequency and severity
of accident or loss, and accident or loss prevention work of a general
or public nature designed to reduce the frequency or severity of
accident or loss. It shall include dues, assessments, fees and charges
of accident and loss prevention organizations and claim organiza-
tions (if engaged in accident or loss prevention work); surveys

111. Taxes
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and underwriting reports; and all other expenses incurred in con-
nection with the activities hereinbefore defined whether paid for
outside services or performed by the company or its employees, and
including clerical, secretarial, office maintenance, direct supervision,
handling personnel, supplies, mail, etc., reasonably attributable to
Inspection as above defined.

Accident prevention expenses shall include Massachusetts Auto-
mobile Bureau Accident Prevention assessments and all items
listed above except surveys and underwriting reports.

This item shall be further sub-divided into (a) surveys and under-
writing reports and (b) accident prevention expenses and all other.

Method of Allocation
The cost of surveys and underwriting reports shall be on an

actual or special study basis for Massachusetts Automobile. The
division between Compulsory and “All Other” shall be on a premium
basis.

The accident prevention dues or assessments of the Massachu-
setts Automobile Rating and Accident Prevention Bureau and any
other dues, assessments or contributions for safety or accident pre-
vention work applicable exclusively to Massachusetts Automobile
shall be divided between Compulsory and “All Other” on a premium
basis.

The Massachusetts Automobile portion of the expense of com-
pany inspections shall be determined by multiplying the number
of Massachusetts Automobile inspections by the average cost per
inspection. The division between Compulsory and “All Other”
shall be made on a premium basis.

2. Bureau
Include under this item, dues, assessments and fees for member-

ship in Boards, Bureaus and Association.
This item shall be sub-divided into (a) all expenses in connection

with the Massachusetts Automobile Rating and Accident Preven-
tion Bureau (except accident prevention charges) and (b) all other.

Method of Allocation:
Massachusetts Automobile Bureau assessments shall be divided

between Compulsory and “All Other” on a premium basis.
The Compulsory portion of all other Bureau expenses shall be

determined on a premium basis.
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3. All Other
Include under this heading all expenses in connection with Massa-

chusetts Automobile except those included in the previous expense
groups. The reporting form requires separation of these expenses
into (a) Salaries and (b) All Other.

a. Salaries
Method of Allocation:
The Massachusetts Automobile salaries shall be determined not

by pro-rating the total Automobile salaries, but by treating Massa-
chusetts Automobile as a separate line of business in the analysis
of these salaries by department or division. The methods to be used
are similar to those employed to arrive at total automobile salaries
in this category. The division between Compulsory and “All Other”
shall be made on a premium basis.

b. All Other (including Motor Vehicle Assigned Risk Plan)
The allocation of these items shall follow the allocation of Sala-

ries in Section (a) above except Assigned Risk Plan which shall
be actual or the percentage distribution for Compulsory, All Other
Bodily Injury and Property Damage shown in the annual statement
of the Massachusetts Assigned Risk Plan.
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(Copies of Mr. Linder’s four memoranda to the Commission)

September 20, 1957

MEMORANDUM NO. 1

To: Members of the Commission
From: Mr. Linder

Re: Massachusetts Automobile Rating and
Accident Prevention Bureau

I spent approximately three and one-half days inquiring into
the functioning of the Bureau. My inquiry was primarily directed
to the question of (1) controls (in the compilation of exposure,
premium and loss information) and (2) allocation of expenses, par-
ticularly as between the Workmen’s Compensation Bureau, the
Automobile Bureau and the Assigned Risk Plan.

The Automobile Bureau serves in a dual capacity as a Statisti-
cal Agency on compulsory coverage and as a combined Statistical
Agency and Rating Bureau on non-compulsory bodily injury cover-
age. In its capacity as a Statistical Agency on compulsory coverage,
the Bureau is, for all practical purposes, an “arm” of the Insurance
Department. The rate manual, the statistical plan, rules and regu-
lations, etc., are not placed into effect except at the instance, or
upon prior approval, of the Insurance Department. Also, the
Bureau is at the “command” of the Insurance Department for such
compilations of data as may be required.

In its capacity as a Statistical Agency (compulsory and non-
compulsory), the Bureau receives punched cards for all premium
transactions from each member company and each card includes
the total bodily injury premium and the compulsory portion (if
any) thereof. These cards are received on a monthly basis and are
accompanied by copies of signed transmittals, the original of the
transmittals being forwarded to the Insurance Department. Inas-
much as the failure to receive cards would ultimately result in the
promulgation of artificially high premium rates, the matter of con-
trol is all important. From the transmittals which it has received,
the Insurance Department can, and presumably does, check and

APPENDIX B
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reconcile the annual totals against appropriate figures contained in
sworn Annual Statements of the respective carriers.

On losses paid, punched cards for the last ten policy years are
similarly received on a monthly basis for all such transactions.
Periodically, these cards are mechanically listed and the lists (sepa-
rated as between compulsory and non-compulsory) are forwarded
to the Insurance Department. It is my understanding that Insurance
Department examiners make a check in the offices of the respective
carriers of compulsory losses paid and such erroneous assignments
as may have been made are corrected.

On losses outstanding, punched cards for the last expired policy
year are received after March 31, with losses valued not earlier
than the March 31 date. Also, punched cards for the nine prior
policy years are received after December 31, with losses valued not
earlier than the December 31 date. These cards are mechanically
listed and the lists (separated as between compulsory and non-
compulsory) are forwarded to the Insurance Department. It is my
understanding that Insurance Department examiners make a check
in the offices of the respective carriers of compulsory losses out-
standing and such erroneous assignments as may have been made
are corrected. It is also my understanding that in this check, the
Insurance Department examiners do not inquire into the adequacy
(or inadequacy) of the amount of reserve established by the carrier
on each case.

The foregoing is a brief outline of the procedure presently being
followed for the purpose of procuring and checking detailed data
for compilation. So far as I know, for the compiling of automobile
bodily injury data, no other state presently requires the filing of
detail punched cards for all premium and loss transactions. Also,
so far as I know, no other state makes so detailed a check of all
loss transactions. On the other hand, until recently, no other state
had a compulsory law.

As is probably known to members of the Commission, the Work-
men’s Compensation Bureau, the Automobile Bureau and the As-
signed Risk Plan function under common management and share
common quarters. Here in Massachusetts, this would appear to be
a logical development since considerable economy is possible from
the standpoint of supervisory cost and tabulating machine rentals.
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The latter item is of particular importance to the Automobile
Bureau, as well as the Workmen’s Compensation Bureau.

Except for a few direct disbursements (chiefly those of the
Automobile Bureau for accident prevention work), all disburse-
ments are nominally made by the Workmen’s Compensation Bureau
on behalf of all three organizations. Each disbursement is recorded,
at the time the check is drawn, in one column (if one organization
is involved), two columns (if two organizations are involved) and
three columns (if the three organizations are involved). At the
end of the writing of a series of checks, immediate reimbursement
is made to the Workmen’s Compensation Bureau by the other two
organizations. This method is particularly efficient for payrolls,
when one individual serves more than one organization, due to the
“deduct problem” (social security taxes, income taxes, etc.),

We inquired particularly into the method of allocation of ex-
penses between the three organizations. On salaries and machine
rentals, time studies are relied upon. On other accounts, where
more than one organization was involved in the disbursement,
equitable amounts appeared to be charged to the respective organ-
izations.

Each of the three organizations has its accounts audited annually
by Public Accountants and scrutiny of the latest reports does not
indicate that any exception was taken to the accounting methods
employed.

In order that members of the Commission will have before them
the amount of expense dollars involved, there follows a schedule of
audited disbursements for the three organizations for the latest
fiscal periods.
Workmen’s Compensation Bureau

$275,032 (Year ending March 31, 1957)
Automobile Bureau $201,548 (Year ending Feb. 28, 1957)
Assigned Risk Plan $144,610 (Year ending Feb. 28, 1957)

For the Automobile Bureau and the Assigned Risk Plan, not all
of the indicated expense is properly chargeable to compulsory
coverage, since non-compulsory coverage is involved. The matter
of allocation between compulsory and non-compulsory for the Auto-
mobile Bureau and the Assigned Risk Plan expenses will be in-
quired into at the time that expenses are under consideration.
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As a result of my inquiry, I am of the opinion that:
1. Control of data which the Bureau receives, and subsequently

compiles, is adequate for the purpose of insuring its completeness.
2. Assuming that the exposure, premium and loss data which

the Bureau receives from the carriers is correctely coded and
punched, and that the loss data is proper as to amounts, the compi-
lations which the Bureau makes may be relied upon.

3. The total expense of the Bureau, in its capacity as a Statisti-
cal Agency on compulsory coverage and as a combined Statistical
Agency and Rating Bureau on non-compulsory bodily injury cover-
age, is properly stated. The matter of appropriate allocation of such
total expenses, as between compulsory coverage and non-compul-
sory coverage, however, is still open.

4. Taking into account the number of transactions which are
being processed and compiled, the total expense of the Bureau
reflects economical operation.

Respectfully submitted,
Consulting Actuary

September 20, 1957
MEMORANDUM NO. 2

To: Members of the Commission
From: Mr. Linder

The purpose of this memorandum is to furnish members of the
Commission actual data with regard to the rather important mat-
ter of outstanding losses (reserves).

In considering the problem of rate-making, insofar as incurred
losses for past periods are utilized, the accuracy with which in-
curred losses for such periods are stated is, of course, extremely
important. If the outstanding portion of such incurred losses is
overstated, and no cognizance is taken of such overstatement (or
possible overstatement), higher rates than appear necessary will
result. Conversely, if the outstanding portion of such incurred
losses is understated, and no cognizance is taken of such under-

Be: Valuation of Incurred Losses
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statement (or possible understatement), lower rates than appear
necessary will result.

Appendix A shows, for the state as a whole (all classes and terri-
tories), the history of such incurred losses for each of the last ten
expired policy years at successive valuation dates. There is included
the ratio of paid to incurred losses and the incurred index with the
first valuation (March 31), taken as 100.0.

This appendix indicates that, over the ten-year period, there is
no evidence of marked overstatement (or understatement) of in-
curred losses.

For a considerable number of years an attempt has been made
to offset the effect of overstatement (or understatement) of losses
by the utilization of development factors based on past experience.
It seems to me that in judging the results of the utilization of these
factors, such judgment should apply to average results over a three
or five year period rather than to results for a single year.

Respectfully submitted,
Consulting Actuary
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Memorandum No. 2

COVERAGE

INCURRED LOSSESVALUATION OF

Paid Incurred
IndexIncurred •

557.381
Ratio

44.1

Paid * Outstanding•

100.0$25,281 $32,100

47,781
48.347

41.2
64.4

100.019,923 27,858
101.231,113 17,234

40,693
40.869
40,026

100.041.816,724 23,969
25,839 15,030 64.615,030 100.4

77.8 98.431,175 8,869

36,755
37,115
36,897
36,048

42.1 100.015,185 21,570
23,120 13,995 101.0

100.4
64.1
76.727.634 9,263

98.187.631,539 4,509

35,816
36,339
35,846
45,235
34.472

43.5 100.0
101.5

14,989 20,827
22,973 13,36613,366 66.1

79.0 100.1
98.4

226 8.620
30,519 4,716 88.5

95.833,032 1,440 96.2

33,290
34,570
34,305
33,705
33,206
32,904

43.814,423 18,867 100.0
103.822,029 12,541 66.9
103.079.326,079 8,226
101.229,209 4.496 88.8
99.794.831,204 2.002

98.1 98.832,274 630

12,451 16,395 28,846
30,310
30,212
29,892
29,379
29,118

100.042.8
19,493 10,817 105.166.9

104.7
103.6

23,292 6,920 80.0
25,635 4,257
27,900 1.479

88.0
95.8 101.8

100.928,907 211 99.3

23,407
23.822
23,740
23,448
23,187
22,976

43.6 100.09,999 13,408
101.866.515,278 8,544

18.304 5,436 101.479.7
100.220,565 2,883 89.5
99.122,086 1,101 96.1

98.299.622,885 91

100.020,130
20,795
20,821
20,542
20,298
20,111

42.28,481 11,649
103.313,111 7,684 65.2
103.478.914,874 4.947

89.3 102.0
100.8

17,969 2.573
19,412 886 96.5

99.920,068 43 99.8

19,043
19,488
19.291

100.0
102.3

7,534 11,509 40.1
64.312,058 7,430

101.314,813 4.478 78.9
99.919,021

18,813
18,767

17,101 1.920
18,239 574
18,747 20

91.1
98.897.2
98.699.9

*OOO omitted.

Appendix A.

COMPULSORY

Policy Valuation
Year Date

1956 3/31/57
1955 3/31/56

12/31/56
1954 3/31/55

12/31/55
12/31/56

1953 3/31/54
12/31/54
12/31/55
12/31/56

1952 3/31/53
12/31/5312/31/53
12/31/54
12/31/55
12/31/56

1951 3/31/52
12/31/52
12/31/53
12/31/54
12/31
12/31/56

1950 3/31/51
12/31/51
12/31,
12/31/53
12/31/54
12/31,

1949 3/31/50
12/31/50
12/31/51
12/31/52
12/31/53

12/31/56

1948 3/31/49
12/31/49
12/31/50
12/31/51
12/31/52
12/31/56

1947 3/31/48
12/31/48
12/31/49
12/31/50
12/31/61
12/31/56
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October 25, 1957
MEMORANDUM NO. 3

To: Members of the Commission
From: Mr. Linder

Re: Average Rate Comparison

Private Passenger Mass., N. J., N. Y. and Penn.

At a meeting of the Commission, in executive session, on Mon-
day, October 21, I was requested to prepare a comparison of aver-
age private passenger rates, for the 8.1. and P.D. coverages, for the
states of Massachusetts, New Jersey, New York and Pennsylvania.

The last two columns in Appendix A furnish this comparison for
the stock company (National Bureau of Casualty Underwriters)
and mutual company (Mutual Insurance Rating Bureau) rating
organizations. It should be noted that on Massachusetts Compul-
sory, the rate is actually promulgated by the Insurance Commis-
sioner rather than by the rating organizations.

For the N.8.C.U., each average rate is broken down, by amount
and per cent, between (a) losses and loss expenses (allocated and
unallocated) and (b) other expenses (including underwriting profit
and contingencies). For the M.1.R.8., the amounts are the same
as for the N.B.C.U. in Massachusetts and New York and somewhat
smaller in New Jersey and Pennsylvania, due to lower average
rates. The percentages, however, are the same in each state, since
both rating organizations utilize the same permissible loss ratio
and percentage loading for expenses.

In Massachusetts, there is no surcharge for assigned risks and
deviations are permissible (Coverage B and Property Damage,
only). In New York, New Jersey and Pennsylvania, there are sur-
charges for assigned risks and deviations are permissible.

In Pennsylvania, rates were increased on July 3, 1957, while
in the other three states, rate increases are currently under con-
sideration.

Respectfully submitted,
Consulting Actuary
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Pennsylvania

To: Members of the Commission
From: Mr. Linder

At a meeting of the Commission, in executive session, on Monday,
October 7, I was instructed to inquire into the matter of expense
allocation, with particular reference to Massachusetts compulsory £.

coverage. To carry out this assignment, it was agreed that, under
my direction, one of my associates, Mr. B. H. Dreifoos (C.P.A.-
N.Y.), would spend several days at the Home Office of each of five
selected carriers for the purpose of making a critical examination
and analysis of the methods used in obtaining the expense data

MEMORANDUM NO. 4

Re: Allocation of Expenses

November 8, 1957
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reported on the expense returns prescribed by the Insurance De-
partment of Massachusetts for the year 1956.

The companies selected were:
The Employers’ Liability Assurance Corporation, Ltd.

U. S. Branch (Employers)
The Travelers Insurance Company (Travelers)

Factory Mutual Liability Insurance Company of America (Factory)
Liberty Mutual Insurance Company (Liberty)
Lumbermens Mutual Casualty Company (Lumbermens)

Before presenting the results of the study of these five compa-
nies, it would seem desirable to first present some background
material.

DISCUSSION OF COUNTRY-WIDE ALLOCATION
Prior to the 1950’5, in the State of New York and certain other

states, Fire Companies were required to restrict their operations
to “fire coverages” and Casualty Companies were required to re-
strict their operations to “casualty coverages.” The two types of
carriers made financial reports to supervisory authorities on sepa-
rately prescribed Annual Statement forms, which forms were quite
dissimilar. Not only were the forms dissimilar, but the classifica-
tion of expense disbursements was anything but uniform, not only
by type of carrier but company by company within each type of
carrier. This was established by an extensive field survey, made at
considerable expense by the Insurance Department of the State of
New York.

With the advent of multiple line underwriting, which for all
practical purposes did away with the distinction between Fire
Companies and Casualty Companies, there was introduced on Janu-
ary 1, 1950 a combined Annual Statement form (and Insurance
Expense Exhibit) with uniform classification of expenses for com-
panies transacting fire, marine, casualty, surety, etc. The regu-
lations from such uniformity are a matter of law in New York and
have the force of law in practically all other states.

Actually these regulations go much further than merely to pre-
scribe the classification of all types of disbursements into accounts
(commissions, salaries, rent, etc.). The amount appearing in each
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account classification is first allocated to each of the following
expense groups;

(1) Loss Adjustment Expenses.
(2) Acquisition, Field Supervision and Collection Expenses.
(3) General Expenses.
(4) Taxes, Licenses and Fees (excluding Federal and foreign

income and real estate taxes)
(5) Investment Expenses (including real estate taxes). Except

for investment expenses, each of the foregoing expense groups is
further allocated to primary lines of business, of which auto-
mobile liability-—bodily injury (including medical payments) and
property damage combined is one primary line and automobile
physical damage is another primary line.

In this allocation into expense groups and primary lines, the
regulations prescribe different bases. On salaries, for example,
direct allocations are made wherever possible and where this is not
possible, it is permissible to utilize number of items or units (num-
ber of premium entries, number of policies, number of loss entries,
number of accidents, number of employees, etc.), time studies, over-
head on other allocations, premiums, dollar volume of losses, etc.,
or combinations thereof. Similarly, for other accounts, where
direct allocation is not possible, a basis is prescribed.

For secondary lines, the division of automobile liability into
bodily injury (including medical payments) and property damage,
for example, allocation of (1) Loss Adjustment Expense and (2)
Acquisition, Field Supervision and Collection Expenses is required,
to the greatest possible extent, to be actual.

From the foregoing rather brief outline, it will be noted that
there is considerable leeway for each company to adopt whichever
basis is considered most appropriate to its method of transacting
business. A not unimportant provision of uniform accounting
regulations is that each company shall preserve, as a permanent
record, worksheets showing the details of the bases and results of
all such allocations. It should also be noted that the display of
allocation results in the Insurance Expense Exhibit, while exhibiting
each primary line (and secondary line) by expense group (loss
adjustment expenses, general expenses, etc.), does not indicate the
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total expense by account. For example, while loss adjustment ex-
pense for aU lines combined shows the breakdown into salaries, rent,
etc., there is no breakdown of loss adjustment expense for automo-
bile bodily injury (including medical payments), or any other
primary line (or secondary line), into the salaries, rent, etc.

In all except a few states, notably Massachusetts, countrywide
expense ratios, appropriately modified to reflect local conditions,
are utilized. Such modifications usually involve the unallocated
loss adjustment, tax and general administration expense elements.
The following schedule compares the allowance in the rates for the
various expense elements for private passenger Automobile Bodily
Injury ($5/10,000 limits) in New Jersey, New York and Pennsyl-
vania;

N. J. N. Y. Penn.
Unallocated Loss Adjustment Expense 5.8% 6.00% 6.00%
Production Cost Allowance 25.00 25.00 25.00
Inspection, Audit and Bureau 1.00 .98 1.00
Taxes, Licenses and Fees 5.10 4.71 3.00
General Administration 5.50 5.37 5.50
Underwriting Profit and Contingencies 5.00 3.42 5.00

Totals 57.40% 45.48% 45.50%

The foregoing total allowances, which are based on stock com-
pany experience, are comparable with approximately 28.8% (32.5
less 3.7 for allocated) for Massachusetts compulsory and a some-
what higher allowance, if Coverage B and medical payments are
included.

The Massachusetts Automobile Liability Insurance Expense Plan,
promulgated by the Massachusetts Insurance Department, assumes
that each company has already determined that proportion of the
total company expenses which is assignable, in accordance with
existing regulations, to the Automobile Bodily Injury Line of In-
surance (countrywide). It provides for (1) the determination of
the Massachusetts portion of the Automobile Bodily Injury ex-
penses, and (2) the allocation of the Massachusetts Automobile

DISCUSSION OF MASSACHUSETTS ALLOCATION
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Bodily injury expenses between compulsory and other than com-
pulsory.

In each category of expense, a particular effort is made to have
such expenses reflect Massachusetts Automobile Injury expenses,
as obtained from operations actually conducted in Massachusetts or
from operations conducted elsewhere on behalf of Massachusetts
policyholders. In some of the expense categories, “preferred” and
“alternative” methods are given.

To obtain the distribution between compulsory and other Mass,
auto B. 1., premium volume is resorted to for acquisition (other
than commissions), taxes (other than state premium taxes) and
all divisions of general expenses. Allocated loss adjustment ex-
penses, state premium taxes and commissions are actual, while un-
allocated loss adjustment expenses are distributed on the basis of
the number of paid or incurred claims.

From a study of the Massachusetts Automobile Liability Expense
Plan, we are of the opinion that a more accurate measurement is
thereby obtained of the cost of doing business in Massachusetts
than if national averages are modified.

For each of the carriers whose data was examined, the working
papers for the preparation of countrywide Automobile Bodily
Injury expense data were extensively reviewed and totals were tied
into control figures where necessary. A review was also made of
such basic studies as were made to develop ratios for the various
countrywide distributions.

In Appendix A is given a recapitulation of the earned premiums
and expenses by categories, divided between Compulsory and Other
Automobile Bodily Injury, together with expense ratios for each
of the five companies.

In Appendices B to G, each of the categories of expense is broken
down into accounts. This breakdown into accounts, which is ap-
proximate, was made in conjunction with a review of the method
each company followed in order to comply with special call for
Massachusetts Automobile Bodily Injury expense data.

It will probably be helpful to an understanding of this memo-

RESULTS OF EXAMINATION
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randum if each category of expense is separately discussed and
analyzed.
Loss Adjustment Expense (Appendix B)

From Appendix A, it will be noted that on compulsory, for all
five companies, the ratios to earned premiums are about 2 or 3
times as high as those exhibited on other automobile bodily injury.
A large part of the apparent inconsistency is due to the fact that
premiums on other automobile bodily injury are on a higher level

Sn than those for compulsory, due to higher provision for expenses.
A better comparison is to eliminate the effect of relative pre-
mium rates and to take the ratio of loss adjustment expenses in-
curred to losses incurred. The following schedule makes such a
comparison for Compulsory, Other Auto 8.1. (Mass.) and Auto
8.1. (Countrywide):

Ratio of Loss Adjustment Expenses to Losses
Other Auto B. I. Auto B. I.

Compulsory (Mass.) (Countrywide)
Employers

.... 13.8% 12.5% 15.9%
Travelers .... 12.9 10.9 12.6
Factory .... 27.4 27.4 31.8
Liberty 16.5 15.8 16.9
Lumbermens . . 17.5 13.1 18.4

The foregoing schedule indicates that there does not appear to be
anything seriously out of line either with the allocation of automo-
bile bodily injury loss adjustment expenses to Massachusetts or with
the division into Compulsory and Other Auto 8.1. The high ratio
for the Factory appears to be attributable to a particularly elabo-
rate claim office set-up. In fairness to the Company, however, it
should be stated its countrywide loss ratio is much lower than aver-
age.

In the case of the Employers, Travelers and Liberty, particular
inquiry was made into the method of allocating attorney’s fees,

9 where litigation involved a defendant for both bodily injury and
property damage. The Employers and Travelers, both of which
employ outside attorneys, charged such fees entirely to Bodily
Injury. The Liberty, which employs staff attorneys in metropolitan
areas and outside attorneys elsewhere, charged staff attorney fees
entirely to Bodily Injury and appropriately pro-rated outside at-
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torney fees. In the case of all three carriers, where such “com-
bined” cases were adjusted, rather than litigated, the method of
allocation was such that appropriate amounts were charged to the
respective coverages.

Due to the small number of litigated bodily injury claims relative
to the total number of bodily injury claims disposed of, the dollars
involved is relatively small. It is our estimate that for each of the
three carriers, Compulsory was penalized by substantially less than
.1 per cent of premiums.

Acquisition, Field Supervision and Collection Expenses

In this category of expense, a sharp distinction should be drawn
between companies which transact business through agents and
those which transact business on a “direct” basis. The Employers
and Travelers are agency stock companies. The Factory transacts
business by mail, while the Liberty employs salaried representatives.
The Lumbermens, while a mutual, transacts business on a semi-
agency basis.

In determining expense loadings, practically all states (including
Massachusetts) make an allowance for production cost based on
the experience of agency stock companies. Presumably, the theory
behind this practice is that if other types of carriers can transact
business at a lower cost, either deviated rates will be filed or policy-
holders dividends will be paid.

For the three carriers normally paying commissions (Employers,
Travelers and Lumbermens), the division of commissions between
compulsory and all other automobile bodily injury is actual. For
the other two carriers (Factory and Liberty), except for commis-
sions on assigned risks, the division between compulsory and all
other automobile bodily injury is on a premium volume basis. This
accounts for the extremely wide variation between compulsory and
all other automobile bodily injury for the three commission paying
carriers and the almost identical ratios for the non-commission pay-
ing carriers, per Appendix A. This may be seen from the following
schedule which compares the ratios on Compulsory and Other Auto
B. I. (Mass.):
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Ratio of Acquisition, etc., to Earned Premiums
Other Auto 8.1.

Compulsory (Mass.)
Employers 11.5% 22.8%
Travelers 11.6 23.1
Factory 7.8 7.8
Liberty 7.3 7.1
Lumbermens ....

15.8 22.5

General Expense
In this category of expense, all of the carriers appear to have

followed instructions, in regarding Massachusetts Automobile as
a separate line of business, instead of pro-rating the countrywide
Automobile expenses. As a result, since a fairly large percentage
of each of the five carriers total Automobile business is represented
by Massachusetts Automobile, Massachusetts shows a lower ratio
than is exhibited on a countrywide basis. This is shown by the
following schedule, which compares the ratio on Compulsory, Other
Auto 8.1. (Mass.) and Auto 8.1. (Countrywide).

Ratio of General Expense to Written Premiums
Other Auto 8.1. Auto 8.1.

Compulsory (Mass.) (Countrywide)
Employers . .

. 5.6% 6.0% 7.3%
Travelers . .

. 2.9 3.2 3.5
Factory . . . .5.3 5.3 7.0
Liberty

....2.8 2.7 3.1
Lumbermens .

. . 4.5 4.5 4.7

In Appendix G (General Expenses - All Other), it will be noted
that the Factory and Lumbermens do not show any amounts for
Boards, Bureaus & Associations, since appropriate amounts for this
account had already been included in General Expense-Bureau.

In considering the whole question of allocation of Massachusetts
Auto Bodily Injury expense, and the division into compulsory and
all other automobile bodily injury, it is unfortunate (for compara-
tive purposes) that there is no fair-sized automobile insurance
writer whose business is wholly or in large part confined to Massa-
chusetts. The overwhelming bulk of the business is transacted by
multiple line companies doing business in all states. The nature

CONCLUDING COMMENT
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of the problem presented by the determination of expense ratios
for a single line in a single state, for a multiple line carrier operating
in all states, is such that it can only be approached by methods
similar to those adopted by the Massachusetts Insurance Depart-
ment.

Due to diverse organization structures and methods of operation,
it is necessary that the element of judgment (as to bases of alloca-
tion) be permitted. During the course of our examination, we
occasionally differed with some of the bases adopted, as would
be expected. On the other hand, we found no evidence of “bias”
in an effort to overstate (or understate) Massachusetts Auto Bodily
Injury expenses. The insurance carriers had a practical problem
to meet and met it in a practical way.

Based upon our examination of the records and data at the Home
Offices of these five companies, we are of the opinion that the ex-
pense data, forwarded by these companies in compliance with the
call by the Massachusetts Insurance Department, are a reasonable
representation of the cost of transacting Automobile Bodily Injury
in Massachusetts. We are further of the opinion that the distribu-
tion of costs between Compulsory and Other Auto Bodily Injury
has been made on a fair basis.

Respectfully submitted,

Consulting Actuary
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Memorandum No. 48.

LOSS ADJUSTMENT EXPENSES

Expense Classification Employers Travelers Factory Liberty Lumbermens

Allocated Claim Expense . 5133.093 $ 466.299 $ 72/670 $ 358.137 $353^217
Adjusters Fees .... 14.638
Allowance—Managers and Agents 919

_

S BUreaU9andASSoCla'lOnS 246:857 473:381 309, 111 729,251 39L684

Sance Relatl °nSandWellare : "’IS -
349

L 877 TzSO “w
Travrtui/'mvel Items ' 3L297 30,358 41.119 sl'.lol 48,319Remind Rent Items ’ 20 113 26.955 41,124 61,762 31,162
Fnnlnmenf ' ■ 6.210 4,230 4,329 17,566 16,027
Priming and Stationery i . 3,322 6,897 8,170 29,261 12,460
Postage, Telephone and Telegraph 13J44 21.531 15,308 -8.367 -3.145
Legal and Auditing ... _1 10*997 713Miscellaneous . „

Accrual Adjustment . . • —8,292

Totals ....
*482,488 $1,086,763 $604,466 $1,333,408 $901,670

DISTRIBUTION

7'nmunlsorv
! $401,994: * 929,413 $407,095~ $1,162,297 $788,681

Sau.oß. 1 : . . 80,494 156.350 97,360 171,111 112,709

Totals ....
$482,488 $1,086,763 $504,455 $1,333,408 $901,670

Memorandum No. 4C.

ACQUISITION, FIELD SUPERVISION AND COLLECTION EXPENSES

Expense Classification Employers Travelers Factory Liberty Lumbermens

5612.n0 51.615,862 * 4J51 S $ 854 228

Allowance Managers and Agents 346 __
__ 26,782

Advertising • 60’ 27 2 275i260 136,611 670,805 371,469
Employee Relations and Welfare UO3 2_6,390 4,723 40,693 11,232

Insurance • 426 1,140Directors' Fees . . • 2g 28.519 22,246
Travel and Travel Items . . . 30'079 19,114 50,963 41,913
Bent and Rent Items . • 7,533

l3 993 22,126 31,113
Equipment . ■ • ■ ' 6 079 11 254 37,636 18,031
Printing and Stationery . ■ 2,53

10 655 29 060 22,871
Postage, Telephone and Telegraph 4,116 14,728 1(6666 2J.060 22,8^
Legal and Auditing . . ■ 4 jjjjj

_ _ 310 -6,966
Mlscellane
Accrual Adjustment

Tota]B _ 3708,409 32.036.415 5201,744 5819,885 31,398.961

DISTRIBUTION
' ‘

~

5363 273 5 996,225 3140,616 $591,040 $ 867,766
Compulsory b i • • %4 5; 136 1.040.190 61,128 228,845 531.196

Totlg 3708,409 $2,036,415 $201,744 $819,885 $1,398,961
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Memorandum No. 4D.

TAXES

Expense Classification Employers Travelers Factory Liberty Lumbermens

Employers Travelers Factory Liberty Lumbermens

$26,117 $34,528 $ 2.980 $18,404 $ 1,043
2.573 7,323 13,593 4.3004.115 5,187 16,621 10,618

266 738 797 640
17 81 277

817 421 2,449 3,582
231 319 1,665 683

37 118 625 1,183
28 5,978 3,066 211

105 117 637 439
50 70 9 -2,173

$31,341 $54,799 $ 2,980 $57,970 $20,603

DISTRIBUTION

$22,929 $34,710 $ 2.077 $41,391 $14,401
11,412 20,089 903 16,579 6.202

$34,341 $54,799 $ 2,980 $57,970 $20,603

Surveys and Underwriters’ Reports
Boards. Bureaus and Associations
Salaries .....

Employee Relations and Welfare
Insurance
Directors’ Fees

Travel and Travel Items
Rent and Rent Items
Equipment
Printing and Stationery
Postage, Telephone and Telegraph
Miscellaneous ....

Accrual Adjustment

Totalf

Compulsory
Other Auto B. I

Totals

Compulsory

State Taxes on Premiums . $ 93,285 5261,436 5 42,394 $218,753 $153,795
Insurance Dept., Licenses and Fees 1,672 955 17 1,019 1,252
Payroll Taxes .... 26,693 24,879 8,171 84.843 25,645
All Other 8,306 4,744 1,028 2,885 2,204

Totals .... $129,956 $292,014 $ 51,610 $307,500 $182,896

DISTRIBUTION

Compulsory $ 88,043 $190,831 $ 35,972 $224,720 $127,845
Other Auto B. I. . . . 41,913 101,183 15,638 82,780 55,051
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Memorandum No. 4F.

GENERAL EXPENSES BUREAU

Expense Classification Employers Travelers Factory Liberty Lumbermens

$ 6,592 $20,540 $ 5,018 $17,525 $15,613
8.403 15,782 5,392 18,982 24.621

Massachusetts Auto Bureau
Other Auto B. I.

$14,995 $36,322 $10,410 $36,507 $40,134Totals

DISTRIBUTION

Compulsory
....

$ 8,961 $23,006 $ 7,256 $26,066 $28,054
Other Auto B. I. 6.034 13,316 3,154 10,441 12,080

Totals ....
$14,995 $36,322 $10,410 $36,507 $40,134

Memorandum No. 4G.

ENERAL EXPENSES —ALL OTHER

Factory Liberty LumbermensExpense Classification Employers Travelers

S 5.088 $ 21.492 S $ 18,522 $

2 91
130,129 180.367 79.438 143,330 214,279
19,697 25,136 2.946 10,483 11,449
2,256 2,675 1,358 1,189

232 296
11,179 12,098 4.280 9,796
18.675 17,562 8,593 12,968 10,122
8,258 10,204 16,010 4,873 17,529
13,127 22,737 7,286 7.886 30,869
7,989 6,703 6,181 7,542 4,242

103 1,961 1,072 2,011
1,421 2,676 434 3,383 -9,331
1,014 _____

5218,938 $301,650 $123,439 $214,635 $292,246

Boards, Bureaus and Associations S 5,088 $

Audit of Assured’s Records
Salaries
Employee Relations and Welfare
Insurance ....
Directors’ Fees
Travel and Travel Items
Rent and Rent Items
Equipment
Printing and Stationery
Postage, Telephone and Telegraph
Legal and Auditing
Miscellaneous
Accrual Adjustment

Totals

DISTRIBUTION

Compulsory ....
§145,938 $191,065 $ 86,037 $153,250 $204,280

Other Auto B. I. 73,000 110,585 37,402 61.385 87,966

Totals ....
$218,938 $301,650 j $123,439 $211,635 $292,246
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An Act providing that an insured, upon the refusal of a
SECOND COMPANY TO ISSUE NEW INSURANCE ON HIS MOTOR VE-
HICLE, MUST WAIT THIRTY DAYS FROM THE EFFECTIVE DATE OF
THE CANCELLATION OF INSURANCE ON SAID MOTOR VEHICLE BY
HIS FIRST COMPANY BEFORE APPEALING TO THE BOARD OF APPEAL
ON MOTOR VEHICLE LIABILITY POLICIES AND BONDS.

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 USD of chapter 175 of the General
2 Laws is hereby amended by adding at the end thereof the
3 following paragraph:
4 No insured, after notice of cancellation has been given by a
5 company, shall have the right to appeal to the board a refusal
6 from any other company to issue new insurance on the same
7 motor vehicle until the expiration of a period of thirty days
8 from the effective date of the cancellation by the first com-
-9 pany.

Appendix G.
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An Act relative to the contents of motor vehicle
LIABILITY 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 Chapter 175 of the General Laws is hereby amended by
2 striking out section 111C, as most recently amended by
3 chapter 287 of the acts of 1948, and inserting in place thereof
4 the following new section;
5 Section 111C. A policy of insurance issued under subdivi-
-6 sion (b) of clause Sixth of section forty-seven affording insur-
-7 ance against legal liability for loss or damage on account of
8 the bodily injury or death of any person may also insure, or
9 an endorsement or rider may be attached thereto to insure, any

10 person including the named insured under the policy in respect
11 to the reasonable expense of medical, surgical, ambulance,
12 hospital, professional nursing and funeral expenses and in the
13 case of an automobile liability policy, may also provide dis-
-14 ability benefits to injured persons and death benefits to de-
-15 pendents, beneficiaries or personal representatives of persons
16 who are killed, on account of the bodily injury or death of
17 any person including the named insured, irrespective of legal
18 liability of the insured. The provisions of sections one hundred
19 and eight and one hundred and nine shall not apply to any such
20 policy or any endorsement or rider providing for any or all of
21 the benefits permitted by this section.
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\

(I

An Act requiring annual reports by the state board of appeal

ON motor vehicle liability policies to the commissioner of
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 1. Section 8A of chapter 26 of the General Laws,
2 as most recently amended by chapter 94 of the acts of 1947,
3 is hereby further amended by adding at the end thereof the
4 following two sentences: The board shall make an annual
5 report to the commissioner of insurance of the number of
6 appeals heard by them and the disposition of each case. Said
7 report shall be a public record.
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I

An Act relative to the giving of notice by police officers to

VIOLATORS OF CERTAIN MOTOR VEHICLE LAWS TO APPEAR BEFORE
A DISTRICT COURT.

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. Chapter 90 of the General Laws is hereby
amended by striking out section 29A, inserted by section 4 of
chapter 570 of the acts of 1953, and inserting in place thereof
the following section: —Section 29A. It shall be the duty of
any police officer who observes any violation of any statute,
by-law, ordinance or regulation relating to the operation or
control of motor vehicles other than violations of section twen-
ty A to give notice forthwith to the offender that such violation
shall be reported to the registrar. Such notice, the form of
which shall be approved by the registrar, shall be made in
triplicate and shall contain the name and address of the of-
fender and, if served with notice in hand at the time of such
violation, the number of his license, if any, to operate motor
vehicles, the registration number of the motor vehicle involved,
the time and place of the violation, and the specific offense
charged. The police officer, or other person observing such
violation, shall sign such notice and if possible deliver a copy
of said notice to the offender at the time and place of the vio-
lation. Whenever it is not possible to deliver a copy of said
notice to the offender at the time and place of the violation,
one copy shall be mailed within a reasonable time after said
violation to the address of the registrant of the motor vehicle
involved. At or before the completion of each tour of duty, the
police officer, or such person observing said violation, shall give
to his department the copies of each notice of such violation.
One copy, signed by the officer and endorsed by the head of
the department or by a person authorized by the head of the
department, shall immediately be delivered or mailed to the
registrar.
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An Act requiring motor vehicle driving education as a
PHASE TO THE SAFETY PROGRAM IN HIGH SCHOOLS.

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. The first paragraph of section 13D of chapter
2 71 of the General Laws, as appearing in chapter 205 of the
3 acts of 1948, is hereby amended by striking out, in line 2, the
4 word “may” and inserting in place thereof the word: —shall,
5 —so as to read as follows; Motor vehicle driving education
6 shall be incorporated as a phase of the safety driving education
7 program in high schools of the commonwealth.
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An Act providing for the re-examination of all persons
LICENSED TO OPERATE MOTOR VEHICLES.

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. The first paragraph of section Bof chapter 90
2 of the General Laws, as most recently amended by chapter 351
3 of the acts of 1957, is hereby further amended by adding at
4 the end the following sentence: Each licensee shall be ex-
-5 amined every six years as to his qualifications as the registrar,
6 without discrimination as to age, shall require.
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An Act creating a Massachusetts highway patrol and
PROVIDING FOR THE FINANCING OF THE SAME.

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. There is hereby established in the common-
-2 wealth a Massachusetts Highway Patrol division with the sole
3 function of patrolling and enforcing safety laws on state high-
-4 ways and main highways between cities and towns.

1 Section 2. The number of personnel and the table of or-
-2 ganization of said division shall be determined by

1 Section 3. The cost of said division shall be financed from
2 the money received from an additional charge of one dollar
3 annually on every person in the commonwealth licensed to
4 operate a motor vehicle.
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An Act providing for a mandatory suspension of the license
to operate a motor vehicle of any operator upon a convic-
tion FOR SPEEDING.

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 24 of chapter 90 of the General Laws is
2 hereby amended by striking out paragraph (5), as appearing
3 in section 1 of chapter 434 of the acts of 1936, and inserting
4 in place thereof the following paragraph: (b) A conviction
5 of the violation of the preceding paragraph or of section seven-
-6 teen of this chapter shall be reported forthwith by the court
7 or magistrate to the registrar, who shall revoke immediately
8 the license of the person so convicted, and no appeal, motion
9 for a new trial or exception shall operate to stay the revocation

10 of the license.
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An Act relative to the licensingof operators of motor
VEHICLES WHO ARE MINORS.

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

1 The first paragraph of section Bof chapter 90 of the General
2 Laws, as amended is hereby further amended by striking out
3 the first sentence, as appearing in chapter 284 of the acts of
4 1937, and inserting in place thereof the following; —Applica-
-5 tion for license to operate motor vehicles may be made by any
6 person; but before such a license is granted the applicant shall
7 pass such examination as to his qualifications as the registrar,
8 without discriminating as to age, shall require, and no license
9 shall be issued until the registrar or his authorized agent is

10 satisfied that the applicant is a proper person to receive it,
11 and no such license shall be issued to any person under eighteen
12 years of age, except that junior operators’ licenses may be
13 issued to minors who have arrived at the age of sixteen years,
14 but who have not reached eighteen years of age, under rules
15 and regulations to be established by the registrar, provided,
16 however, that such license shall not entitle a licensee to operate
17 a motor vehicle, other than going to and from school, during
18 the hours of darkness unless accompanied by a duly licensed
19 operator who is over eighteen years of age. The extent to which
20 the holder of a junior operator’s license may operate a motor
21 vehicle thereunder shall be printed on each such license and any
22 holder of such a license who operates a motor vehicle otherwise
23 than as indicated on his license shall be deemed to be operating
24 a motor vehicle without being duly licensed under this chapter.
25 The registrar shall prescribe the form of application for the
26 junior operator’s license.

27 A junior operator’s license shall automatically become a
28 regular operator’s license when the licensee reaches the age of
29 eighteen years.
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An Act to promote and further the safety of pedestrians.

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

Section 1. Chapter 40 of the General Laws is hereby
amended by inserting after section 22C, inserted by chapter 326
of the acts of 1951, the following section:

1
2
3

Section 22D. In each city and town which accepts this sec-
tion, as provided in section four of chapter four of the General
Laws, the following provisions shall apply:—Where traffic
control signals are not in place or in operation, or no police
officer is directing traffic, the operator of a motor vehicle shall
yield the right of way to a pedestrian crossing within any
marked crosswalk, slowing down or stopping if need be to so
yield. Whenever any vehicle has stopped at a marked cross-
walk to permit a pedestrian to cross the way, the operator of
any other vehicle approaching from the rear shall not overtake
and pass such stopped vehicle. The operator of any motor
vehicle, prior to driving over or across any sidewalk, shall yield
the right of way to any pedestrian approaching thereon. In
thickly settled or business districts, as defined in section one
of chapter ninety, pedestrians shall be subject to traffic control
signals or to directions of police officers directing traffic, and
whenever there is a traffic control signal, police officer directing
traffic, or a marked crosswalk within three hundred feet of a
pedestrian, no such pedestrian shall cross the way except upon
such a marked crosswalk or in compliance with the directions
of a police officer or at such a traffic control signal. A violation
of this section may be punished by a fine of not more than one
dollar for each violation up to and including the third violation
in each calendar year; and a fine of two dollars shall be imposed
for each violation in excess of the third violation in each calen-
dar year. A conviction of, or a plea of, guilty to a violation of
this section shall not constitute negligence nor be received as

4
e;5

6
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31 evidence of negligence of the person violating the same in any
32 proceeding in any court. Such conviction or plea of guilty shall
33 not constitute a criminal record nor be deemed a criminal
34 offence, and shall not be used in any manner in any civil or
35 criminal proceeding in any court for any purpose whatever.

1 Section 2. This act shall be submitted for acceptance to
2 the qualified voters of each city and town at the first annual
3 city or town election after passage of this act. The vote shall
4 be taken by ballot or voting machines wherever used, in ac-
-5 cordance with the provisions of the General Laws, so far as
6 the same shall be applicable, in answer to the following ques-
-7 tion which shall be placed upon the ballot to be used at said
8 election: “Shall an act passed by the General Court in the
9 year nineteen hundred and fifty-seven, entitled ‘An Act to pro-

-10 mote and further the Safety of Pedestrians’ be accepted?” If
11 a majority of the voters voting on this question vote in the
12 affirmative said act shall take effect immediately in said city or
13 town. If this act is rejected when first submitted it shall be
14 again submitted at the next following state election in the year
15 nineteen hundred and fifty-eight, and if accepted shall take
16 effect as hereinbefore provided.
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An Act providing that certain reports to the registrar of
MOTOR VEHICLES SHALL BE MADE UNDER THE PENALTIES OF PER-
JURY.

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. Chapter 90 of the General Laws is hereby
2 amended by striking out section 26, as most recently amended
3 by chapter 225 of the acts of 1956, and inserting in place there-
-4 of the following section:
5 Section 26. Every person operating a motor vehicle which
6 is in any manner involved in an accident in which any person
7 is killed or injured therein, or in which there is damage in ex-
-8 cess of two hundred dollars to any one vehicle or other prop-
-9 erty, shall forthwith report in writing to the registrar on a

10 form approved by him. Such report shall be signed by said
11 operator under the penalties of perjury. The registrar may
12 revoke or suspend the license of any person violating this sec-
-13 tion.

Appendix M.



INDEX
233

ALLIED AUTOMOBILE LINES 37
Question of profit on ......... 37-41

ASSIGNED RISK PLAN
History and functions of 106
Surcharging motorists in 108

BOARD OF APPEAL ON MOTOR VEHICLE LIABILITY
POLICIES AND BONDS

History and functions of 127
Strengthening of functions on policy cancellations . .

. .128-130
CLAIMS 44

Average cost, increase in 33-34
Average cost of, comparison with other states 60
Exaggerated, extent of 55-59
Fraudulent, efforts to combat 52
Frequency of, comparison with other states ..... 45

COMPULSORY INSURANCE RATES
Actual losses above Commissioner’s provision for losses ... 28
Comparison with other states 42
Fairness of 20,21,110

Inadequacy of 26-37
Political interference in rate making 11,12, 111

CRAFTS, JUDGE FREDERIC A., testimony on spurious claims
CUT RATE ISSUE, analysis of 99-105
DEDUCTIBLE PROVISIONS IN COMPULSORY POLICIES,

proposals for 123
FLAT RATE ISSUE, analysis of 97
HIGHWAY SAFETY REFORMS, necessity for 130-132

Driver training, proposals to expand 144
Driving restrictions on operators under 18, proposal for . . . 147
Highway Patrol, proposal for 134
License suspensions for speeding convictions, proposal for . . 137
Massachusetts record on motoring deaths and injuries . .

. 130
‘No-Fix” enforcement of traffic laws, proposal for

Pedestrian control (anti-jaywalking) proposed local option . . 148
Re-examination of licensed drivers, proposal for .... 146

HUMPHREYS, JOSEPH A., Insurance Commissioner, testimony on
Accuracy of Rating Bureau statistics 71
Company investments 98QR

Examination of accident loss records of companies
.... 65

Fairness of compulsory rates 19
Opposition to State Rating Bureau 75

INSURANCE COMPANIES
Examination of by Division of Insurance 65
Expense reportings required of 81-91
Expenses, actual vs. Commissioner’s allowable 87



Page
Expenses, allocation of ......... 83-86
Expenses, Massachusetts vs. countrywide 82
Investments, question of income on 94-97
Reserves, accuracy of 94
Reserves, examination of 93

INSURING DRIVER INSTEAD OF VEHICLE, proposals for . . . 120
KING, RUDOLPH F., Registrar of Motor Vehicles, testimony on claims . 49-52
LINDER, JOSEPH, Consulting Actuary to Commission, testimony on

Accuracy of Rating Bureau Statistics 74
Accuracy of reserves 94
Allocation of company expenses 91
Deductible provisions in compulsory policies 125
Insuring driver instead of vehicles 121
Opposition to State Rating Bureau 78
Sale of insurance below Commissioner’s rates 101,104

MASSACHUSETTS AUTOMOBILE RATING AND ACCIDENT
PREVENTION BUREAU

History and function of 16, 68
Statistics, accuracy of 71

MASSACHUSETTS COMPULSORY LAW, requirements of . 12
MASSACHUSETTS DIVISION OF INSURANCE

Examination of company claim files by 65
Rate-making functions of 62
Statistical data on claims required by 63
Statistical data on company expenses required by

... 67
MCDONALD, MILTON G., Casualty Actuary, Division of Insurance,

testimony on
Company expenses 31,86
Company investments 97
Inadequacy of compulsory rates 27,32
Opposition to State Rating Bureau 76
Question of profit on allied lines 39

MINIMUM COMPULSORY COVERAGE, proposal to increase ... 117
MOTOR VEHICLE REGISTRATION RENEWAL DATE, proposed

change in 126
PROPERTY DAMAGE INSURANCE, proposal to make compulsory . 113
SALE OF COMPULSORY INSURANCE BELOW COMMISSIONER’S

RATES 99-106
SPECIAL COMMISSION

Establishment of 3-7
Matters assigned to 3-7
Membership of 7
Recommendations of

See Conclusion Part I 109
See Conclusion Part II 130
See Page 133 Part 111 (et seq.)

Staff of 7-8



235

i

STATE RATING BUREAU ISSUE, analysis of 68
TERRITORIAL RATING SYSTEM, operation of 13
UNDER 25 DRIVER RATING SYSTEM, operation of ... 21

Cars with under-25 drivers, accident loss experience on . .
. 23

UNSATISFIED JUDGMENT FUND, proposal to establish ... 116
VOLUNTARY UNINSURED MOTORIST COVERAGE, advocacy of . 115
WORKMEN’S COMPENSATION CLAIMS INDEMNIFICATION

SYSTEM, proposals for 122
CANAVAN, SENATOR HAROLD W., minority report of 157
KRETSCHMAR, ROBERT S., minority report of 166
LAWTON, REPRESENTATIVE JAMES R., statement of . 155
McEVOY, REPRESENTATIVE JOSEPH F., Jr., statement of . . 150
APPENDIX A, Massachusetts Automobile Liability Insurance

Expense Plan 189
APPENDIX B, Copies of four memoranda from Mr. Linder to

the Commission 201
No. 1 re; Massachusetts Automobile Rating and Accident

Prevention Bureau 201
No. 2 re: Valuation of incurred losses 204
No. 3 re: Average rate comparison 207
No. 4 re: Allocation of expenses 208

APPENDICES C through M, drafts of proposed legislation.




