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Department of Banking and Insurance,
Division of Insurance, December 15, IS

To the Honorable Senate and House of Representativ

The Commissioner of Insurance respectfully submits
this report pursuant to chapter 9 of the Resolves of
1934, which reads as follows:

Resolved, That the commissioner of insurance is hereby authorized
ted to make a study of the compulsory motor vehicle insur-

ance law, so called, with a view to providing relief for careful operators
tor vehicles in the form of a reduction in the amount of insurance
iums paid by them under said law. Said commissioner shall con-
particularly the advisability of adopting the so called demerit

a means of furnishing su relief. He shall report to the
general court his findings, and his r
with drafts of legislation necessary f

commendations, if any, together
r carrying said recommendations

into effect, by filing the same with the clerk of the house of representa
fives on or before December fifteenth in the current v

Scope of Report.

While the “demerit system” referred to is not de-
icribed in the resolve, it may be assumed that a demerit

rating plan, such as is recommended in the report of the
Special Commission on Compulsory Motor Vehicle Lia-

Cbe Commontoealtl) of o^assaclniserts
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bility Insurance, created by Resolves of 1929, chapter
40 (Senate, No. 280 (1930), pages 24 et seq.), is contem-
plated. Under this plan, insureds convicted of serious
violations of the motor vehicle laws, or those whose
motor vehicles are involved in an accident under circum-
stances indicating negligence or misconduct, are assigned
for a fixed period to classifications based on the reputed
seriousness of their misconduct, and are required to pay
premium charges 10, 25 or 50 per cent higher than the
normal during such assignment. Since, however, the
resolve may contemplate a demerit rating plan under
which such insureds are assessed an amount sufficient
to allow a refund of a fixed amount to the other policy-
holders, this type of demerit plan will also be considered.

The resolve makes no mention of the device commonly
called a “merit rating plan,” under which assureds whose
motor vehicles do not cause legally compensable claims
for death or bodily injuries during a given period would
be granted preferential premium rates or rates less than
those payable by persons whose motor vehicles do cause
such claims. The provisions of the resolve are broad
enough to embrace any plan which does not restrict
the coverage of the compulsory policy and which might
afford relief to “careful operators” in the form of a
reduction in insurance premiums. The merit rating
plan is commonly recognized as such a plan, and it has
been considered by the Commissioner and will be ana-
lyzed and discussed in this report, together with the
above two forms of the “demerit system” specifically
mentioned in the resolve.

The term “operator,” as used in the resolve, needs
clarification in view of the fact that a motor vehicle lia-
bility policy is not issued to an “operator,” as such.
The law requires that a motor vehicle be registered in
the name of the owner. It contemplates that the com-
pulsory motor vehicle liability policy be issued in his
name and upon his application. He is, as the applicant,

What is a “Careful Operator”?
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the contracting party with the insurer. The policy in-
sures not only the person named therein as the insured
against his legal liability for damages for death or bodily
injuries arising out of his use or operation of his motor
vehicle upon the ways of the Commonwealth, but also
insures any other person using or operating such motor
vehicle with the express or implied consent of the in-
sured against such person’s legal liability for such dam-
ages. The premium is payable by the insured owner
as the contracting party with the insurer, although he
personally may not be legally liable in respect to a com-
pensable claim caused by his motor vehicle. It therefore
follows that while the term “operator” is not synony-
mous with “owner,” and does not necessarily denote the
person named as the insured in such a policy, it must
for the purposes of this resolve and this report be con-
strued to mean the person named as the insured in the
policy, who presumably is the owner of the motor vehicle
described therein.

The determination of what shall constitute a “careful
operator” for the purposes of any such plan is a highly
practical matter. The only apparent practical definition
of what shall constitute a “careful operator,” for the
purposes of a merit or a demerit rating plan used in
connection with the compulsory act, is a person the
operation of whose motor vehicle, whether used or oper-
ated by himself or another person with his express or
implied consent, does not during a given period of time
cause accidents generating compensable claims for deaths
or bodily injuries, with the added proviso, in the case of
the demerit rating plan, that such operation does not
result in the conviction of its operator of serious offences;
against the motor vehicle laws.

The foregoing definition would not necessarily disclose
in all cases whether the owner of a motor vehicle or his
authorized operator is in fact careful or is potentially a,
hazardous risk.
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General Nature op Merit and Demerit Rating
Plans.

The merit and demerit rating systems have the same
purpose and intend the same result. Both aim to place
the greater burden upon the careless operator, and, in-
cidentally, to decrease the frequency of accidents. The
merit rating system is designed to reward, by a lower
premium charge, motor vehicle operation which does not
cause such claims during a given period, and to encourage
careful operation by the prospect of such reward. The
demerit rating plan seeks to penalize by the imposition
of a surcharge, whether as an increase in the premium
charge or as a penalty, motor vehicle operation which
causes one or more accidents producing such claims, or
is the basis of conviction of serious violations of the motor
vehicle statutes, and to discourage such operation by the
prospect of a penalty.

Nature op Motor Vehicle Liability Insurance and

the Hazard Covered

Motor vehicle liability insurance differs from fire in-
surance in that the subject of the latter is a more or less
permanent thing, such as a building, the hazards of which
are physical, tangible and perhaps largely remediable or
reducible. Nor is it in any degree the same as workmen’s
compensation insurance, which is really a form of per-
sonal accident and health insurance on the members of
a group, pursuing a common employment under reason-
ably stable and definite physical conditions and environ-
ment, against loss resulting from personal injuries caused
by the hazards connected therewith. The hazard here
is also largely physical and more or less controllable.
Motor vehicle liability insurance, on the other hand, in-
jures an individual, not in respect to physical damage
to his motor vehicle or in respect to bodily injuries that
he may sustain in its use and operation, but against his
own personal liability to another for damage arising out
of such use and operation.
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The hazard which generates this liability, laying to
one side any question of mechanical defects in the motor
vehicle, arises in some part from the fact that a motor
vehicle is a continuously moving risk, used and operated
under conditions which are constantly changing, now
reasonably safe and again quite suddenly dangerous.
Of greater importance, however, is the personal or human
element, which enters into the hazard assumed by any
class of insurance, but in no class so extensively as in
motor vehicle liability insurance.

The degree of this hazard obviously depends in large
part upon the manner in which a person uses and oper-
ates a motor vehicle, namely, whether he uses and oper-
ates it under varying conditions with that high degree of
care and skill which is imperative for the safety of the
public. Carefulness or its negation is a matter of dis-
position and temperament. Skill or its negation, while
more largely a matter of training and experience, may
depend in part upon disposition and temperament, as
well. The degree of hazard in a particular case also
depends not only upon a person’s age, health, sight,
hearing, physical capacity, intelligence, training and ex-
perience, but also, and perhaps principally, upon his
appreciation of the rights and safety of others, his sense
of responsibility, his respect for the law, and a fixed
purpose to avoid accidents.

Certain General Principles Involved.

A clear understanding of the operation and effect of
the merit and demerit rating plans requires a statement
of the nature of insurance and a declaration of certain
general principles which must be considered in connec-
tion with such plans. These principles are elemental and
cannot reasonably be ignored.

Any form of insurance, compulsory or voluntary, is a
plan whose objective is the indemnification of the few,
in respect to losses sustained by reason of the perils and
casualties befalling life, health or property, through the
distribution of such losses over a large number of persons
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exposed to similar perils and casualties, whose joint con-
tributions, commonly called premiums, create a fund for
that purpose.

Except in the case of pure assessment insurance, pre-
miums are averages predetermined according to the ex-
pected rate of loss among the contributors and calculated
to represent the contributors’ distributive shares of the
expected losses and expenses. A sufficient experience (a
number of risks sufficiently large to make practicable
and advantageous the distribution of the loss falling upon
a few, and insurance for a sufficient length of time) is
prerequisite to the determination of a dependable aver-
age. The more extensive and varied the experience, the
higher the probability of the accuracy of the resultant
average. The establishment of premium rates on experi-
ence rather than on judgment is the objective of the rate
maker.

The term “reasonable,” as employed in connection with
premium charges, frequently connotes “adequacy” and
“justness,” but it is specifically provided by General Laws,
chapter 175, section 1138, that the premium rates for the
compulsory motor vehicle liability policies shall be “ade-
quate, just, reasonable and non-discriminatory.” Ade-
quate rates are those sufficient to produce enough revenue
to enable the insurer to pay all incurred losses and expenses
and allow a reasonable profit. Just and reasonable rates
are those that are not excessive or more than adequate.

.

The subject of merit and demerit rating does not neces-
sarily require a discussion of a corollary of the foregoing
principle, namely, that the prime factor in calculating
premium rates for any kind of insurance is the amount
that the insurers are required to pay for losses and the
expenses incurred by them, but since the several increases
made since 1927 in the premium charges for compulsory
motor vehicle liability policies were undoubtedly prin-
cipal factors in the passage of the resolve, and since it
refers specifically to a reduction of these premiums, it
seems not entirely irrelevant briefly to discuss this vital
point. The amount of the losses is the more important
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of these two items. The greater the losses, the higher the
premium rates. The lesser the losses, the lower the
premium rates. This self-evident principle, as rudimen-
tary in insurance as the alphabet ineducation, is seemingly
so often overlooked as to make it appear that its basic
importance may not always be appreciated.

It is upon this principle that the adequate, just, reason-
able and non-discriminatory premium charges for the
liability policies required by this act must be based.

Effect of Merit Rating Plan on Adequacy of

Present Premium Charges.

The current premium charges for these policies are, as
stated, averages, calculated on the losses and expenses
incurred by the insurers who issue them, and are fixed,
pursuant to General Laws, chapter 175, section 1138, as
adequate, just, reasonable and non-discriminatory.

A merit rating plan providing a 10 or other per cent
reduction for a negative operating record for a given
period, such as two years, would render these premium
charges inadequate. The number of insureds out of each
hundred who would be entitled to receive an abatement
of their premiums under a merit rating plan for a negative
claim record would vary with the different territorial
rating groups, but on the present yearly experience the
average number would be about 92 out of each 100. The
number entitled to the abatement would be relatively so
large, and the number not entitled thereto relatively so
small, that the effect of the plan would be to reduce sub-
stantially the level of the premium charges and expenses.

As already stated, the premium charges under the merit
rating plan must, in order to be adequate, be sufficient
to produce enough income to the insurers so that, after
all abatements are allowed, they will still have funds
sufficient to pay all losses.

The reduction of the level of the premium charges
would cause a deficit in the fund for the payment of
incurred losses and expenses which would have to be
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anticipated by increasing the premium income to the
insurers sufficiently to counterbalance the deficit. This
process would necessitate the elevation of the present
premium charges to a higher level, and would require the
introduction of a purely arbitrary factor in the calcula-
tion of the premium charges which the Commissioner
would have no authority, under the present law, to
introduce.

Illustrative Premium Charges under Merit Rating

Plan.

The premium charges now in force are fixed on a terri-
torial basis in accordance with the average loss cost per
car in each territory. The following table shows the
amounts by which premium charges for passenger auto-
mobiles in rating territories, analogous to those at present
established, would have to be increased in order to grant
a 10 per cent reduction to all policyholders whose motor
vehicles do not cause a compensable claim during the two
years preceding the year in which the abatement is al-
lowed, and to convert them into adequate merit rating
premiums:

Table I.

(1) (2) (3) (4) (6)

Number of Premium
Motor Vehicle Premium Charges as Decrease from

Registrants out Present Pre- Charges under 10 Per Cent PresentPro-
of Each 100 mium Charges. Merit Rating reduced under mium Charges
Entitled to Plan. Merit Rating (Col. 2).
Abatement. Plan.

60 $7O 00
‘

$74 47 $67 02 $2 98

68 60 00 64 38 57 94 2 06

76 50 00 54 11 48 70 1 30

84 35 00 38 21 34 39 61

93 20 00 22 05 19 84 16

The following table shows the amounts which would be
payable in addition to the present premium charges by
those policyholders of the groups to which Table I relates,
who would not be entitled to an abatement:



1935.] HOUSE No. 1000. 9

Table 11.

(1) (2) (3) (4) (5)

Number of vr* nMotor Vehicle Premium Mwifiutlnl Excess Over
Registrants out Present Pre- Charges under p • Present Pre-

of Each 100 mium Charges. Merit Rating T K1 t mium Charge
not entitled to Plan. (r, , (Col. 2).not entitled to

Abatement.

40 $7O 00 $74 47 $7 45 $4 47
32 60 00 64 38 6 44 4 38
24 50 00 54 11 5 41 4 11
16 35 00 38 21 3 82 3 21
7 20 00 22 05 2 21 2 05

The policyholders receiving an abatement on sur-
charged premium rates would not, on the basis of Tables
I and 11, receive a 10 per cent abatement on the normal
premium charges. On the basis of Table II the total
surcharges payable to the insurers would be about
$323,000. This increase in their premium income would
be insufficient to allow such an abatement.

A merit rating plan providing a reduction of 10 per
cent of the present premium charges would involve a
much greater increase in those charges, as is shown by
the following table:
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On the basis of Table 111, the total surcharges payable
to the insurers would be about 11,850,000, this being the
amount by which the present income from premiums
would have to be increased to enable the insurers to allow
the aforesaid reduction.

Fairness and Reasonableness of Premium Charges
Payable under Merit Rating Plan.

If the adequacy of the premium charges is to be main-
tained by an increase of the premium rate level, the ques-
tion arises as to the-effect of this increase on the justness
or reasonableness of the premium charges, from the
standpoint of the policyholders.

The estimated premium charges set forth in Tables
I, II and 111, though they do not include any allowance
for the expenses incurred in operating the plan, may, as
merit rating premiums and for the purposes of this dis-
cussion, be assumed to be not only adequate, but also
just, reasonable and non-discriminatory. The fact is y

however, that, as between merit rating premiums and
ordinary premiums (premiums based solely on the actual
losses and expenses incurred by the insurers and payable
as equitably apportioned contributions to create a fund
sufficient to pay those losses and expenses), the ordinary
premiums are essentially the more reasonable, as well as
the more just and equitable.

The inclusion in the premium charges of a factor not.
required to pay the actual losses and expenses distorts,
the true charges and violates the elemental principle that
premium charges should be established solely on the
basis of such losses and expenses. The factor required to-
establish adequate merit rating premium charges is not
necessary to pay such losses and expenses. It is added-
merely to increase the amounts ultimately payable by
policyholders whose motor vehicles have caused com-
pensable claims, such increase being necessary in order
to reduce the premiums payable by certain other policy-
holders.
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The policyholders who do not qualify for the merit
rating abatement pay not only their proportionate shares
of the actual losses and expenses, but a further amount,
in excess of that in fact needed to liquidate their shares
of the actual losses and expenses, as well. The policy-
holders who do qualify for the abatement likewise pay
their proportionate shares of such losses and expenses
and pay an excess amount until they qualify for the abate-
ment. These policyholders would be those deemed “care-
ful operators,” the class whom the merit rating plan is
supposed to benefit. An increase in the premiums
payable by the supposed beneficiaries of the plan frus-
trates its very purpose.

The suggestion may be made that no policyholder be
required to pay a surcharged premium until his motor
vehicle has caused a compensable claim. As has been
pointed out, the merit and demerit rating systems are in
effect the same in ultimate result, although formally
divergent. Under either plan a policyholder who has (or
whose authorized operator has) an adverse operating
record is penalized. The adoption of this suggestion
would create a plan of the direct demerit rating type,
and the elimination of the abatement for a clear operat-
ing record would destroy such inducement to carefulness,
if any, as the merit rating plan may be thought to
possess.

A merit rating plan granting an abatement to policy-
holders whose motor vehicles do not cause compensable
claims for two years would, apart from any impairment
of the adequacy of the normal premium charges, be
irrational and unwarranted on such experience as is now
available. An insured motor vehicle causes an accident
producing such a claim only about once in twelve years.
The granting of an abatement for a negative accident
record covering a period of less than twelve years would
therefore constitute classification of a person as a better
than average risk before he had demonstrated himself
so to be. Any such method of classification is clearly
arbitrary.
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A merit rating plan providing for an abatement of the
premium, at the expiration of the average period of
twelve years, for a negative operating record during that
period, would presumably be unacceptable. Any such
plan would be more unfair to the policyholder having
such a record than one requiring a shorter probationary
period. It would exact from policyholders ultimately
entitled to the abatement premium charges excessive on
the basis of actual losses and expenses. The twelve-year
period is nevertheless the shortest probationary term
justified by the facts.

The conclusion is therefore inescapable that the merit
rating plan would create a situation difficult to justify.
The law would presumably, as at present, direct the
Commissioner to fix premium charges which as merit
rating charges are adequate, just, reasonable and non-
discriminatory for all policyholders. The execution of
this direction would, as stated, create premium charges
both excessive and unreasonable, in reference to actual
losses and expenses for those policyholders required to
pay them until an abatement, if any, was received, and
would impose additional charges upon the very policy-
holders whose premiums the plan seeks to reduce.

The fact that merit rating has been successfully devel-
oped and applied in connection with workmen’s com-
pensation insurance is advanced as an argument for its
use with motor vehicle liability insurance.

It must be noted, however, that merit rating as here-
tofore discussed in this report is a very different thing
from merit or experience rating as used in connection
with workmen’s compensation insurance.

Experience rating in workmen’s compensation insur-
ance is a method of modifying the manual rate by taking
into account the risk’s own experience. If that experi-
ence is sufficiently extensive the fact that it is for a period
of years better or worse than the experience reflected in
the manual rates is entitled to consideration in deter-
mining what the rate ought to be; and it is possible to
determine by mathematical computation how great a
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weight can be given to the risk’s own experience. The
small risks are not experience rated.

The lower limit for experience rating is an annual
premium of $5OO. 1hat it can be set so low as this is
due to the fact that in compensation risks the occurrence
of accidents is a common matter and the average cost
per accident fairly substantial.

In motor vehicle liability insurance the average annual
premium per single car runs far below the limit observed
in compensation insurance for experience rating. At the
same time, accidents involving compensable claims are
rare, averaging only about one in twelve years per motor
vehicle; and the average cost per compensable claim
runs at present about $225.

Under these conditions the experience of the individual
motor vehicle owner has so little significance in deter-
mining whether it is better or worse than the average
that experience rating as used in compensation insurance
at present may be said to be impossible.

Merit Rating Plan Adopted by Insurers in 1929
Abandoned as Impracticable.

A merit rating plan for automobile liability insurance
was adopted in 1929 by the casualty insurers and gen-
erally applied except in this Commonwealth. This plan
provided that an assured whose motor vehicle had not
been involved in an accident for the preceding twenty-
one months would be entitled to a renewal of his policy
at a premium charge 10 per cent less than the standard
charges then in force. The experience of the companies
was that above described. They found that such a
large number of policyholders were entitled to receive
the preferential rate, and so few were required to pay
the normal rates, that their standard rate level was
reduced. The companies were accordingly confronted
with the alternatives of a discontinuance of the plan or
an increase of their premium rates. They chose the
former and discontinued the plan in 1931. The operation
of this plan, therefore, did not result in a permanent
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decrease in the premium rates. There were also practical
difficulties in the operation and application of the plan.
It not being legally compulsory, no company could be
required to apply it, or to enforce it uniformly. It also
proved difficult in many instances to obtain the informa-
tion necessary to properly classify persons who were
subject to its provisions. This practical test speaks for
itself.

Effect of Demerit Rating Plan on Cost of
Insurance to Policyholders Assessed Penalty
Charges.

The next point to be discussed is the cost of com-
pulsory insurance under a demerit rating plan. The
operation and effect of such a plan is materially different
from that of the merit rating plan.

The amounts which certain policyholders would be
required to pay under a demerit rating plan would ob-
viously not impair the adequacy of the normal premium
charges, since those amounts, being paid in addition
thereto, would supplement and therefore increase the
insurers’ income from these policyholders. Any reduc-
tion in the normal premium charges resulting from the
apportionment of the accumulation of these amounts
would clearly leave intact the fund created by the normal
premiums for the payment of actual losses and expenses.

The policyholders who would be assessed under a
demerit rating plan, like those paying premium charges
under the merit rating plan in excess of charges required
to pay the actual losses and expenses, would pay their
proportionate and equitable shares of such losses and
expenses in paying the ordinary premium charges. The
additional amounts would not be imposed to enable the
insurers to defray the actual losses and expenses, but
solely to enable them to lower the premium charges
otherwise payable by the other policyholders.

These assessments would not, even formally, be
premium increases, but essentially fines or penalties,
although for all practical purposes they would have to
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be treated as premium increases, since they would be
payable by the demerited policyholders as a part of the
cost of their insurance, and would be received by the
insurers to create a fund to be applied to the reduction
of the premiums payable by the other policyholders.

Illustrative Penalty Charges under Demerit
Rating Plan.

The amount by which a demerit rating plan of this type
would increase the income of the insurers would obviously
be equal to the aggregate amount of the penalty charges
received by them. This amount would depend upon the
number of policyholders assessed a demerit penalty charge
and the amount thereof. The number of assessable policy-
holders would depend on the number of causes for de-
menting, namely, whether restricted to convictions or
accident culpability, or inclusive of both. The average
amounts payable as penalty surcharges would depend
upon whether a proportionate amount was levied on
each assessable policyholder to produce a fund sufficient
to allow a predetermined decrease in the normal premiums
payable by the other policyholders, or whether the amount
of the penalty surcharge was equivalent to a certain per-
centage or percentages of the normal premiums.

The cost of compulsory insurance under a demerit
rating plan providing for the assessment of the demerited
policyholders pro rata would depend upon the amount
of the decrease to be allowed to each person entitled to an
abatement. The following table indicates the amounts
that would have to be assessed and collected by the in-
surance companies as penalty surcharges to produce a
fund sufficient to allow a single refund of only one dollar
to each person whose motor vehicle is registered and
insured and who would be entitled to participate in the
fund. An allowance would have to be made for operating
expenses. This amount is difficult to estimate, but on the
basis of a nominal cost of 10 cents for each motor vehicle
registrant, the penalty surcharges would be those set forth
in Column (5).
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Table IV.

:D (2) (3) (4) (5)

Amount of Penalty Penalty Charge
iiiiiuuui ox x enaxry • *i r

~
,

Charge required of required of Each
Assessable Policy-Number of Each AssessableNumber of IN umber of Each Assessable uTi , n\7'Number PoUrvhnlHerQ Policyholders Policyholder (Col. holder (C01.2) toIN umber po i icvholders -Policyholders Policyholder (Col.
„ AA VVof assessed a entitled to par- 2) to allow Other t ot J)?r

,
P?,llcy "

Policy- Ppnaltv Snr ticipate in the Policyholders (Col. holders (Col. 3) an
holders. Fe“?,„, y

„p
1 Proceeds of the 3) an Abatement Abatement of S 1cimge. Surcharges. of SI Each, Each . '',1th Expenseo) an Aoaiemeni t :,rf,of SI Each, Eac

Th ’ ™. th Ex P®rwithout Any Loading of 10
Expense Allowance. n*s fgr Each

20.000 680,000 534 00 $37 60
26.000 675,000 27 00 29 80
30.000 670,000 22 33 24 66
35.000 665,000 19 00 21 00
40.000 660,000 16 60 18 25
45.000 655,000 14 56 16 12700,000
50.000 650,000 13 00 14 40
55.000 645,000 11 73 13 00
60.000 640,000 10 67 11 84
65.000 635,000 9 77 10 85
70.000 630,000 9 00 10 00
75.000 625,000 8 33 9 26
20.000 780,000 39 00 43 00
25.000 775,000 31 00 34 20
30.000 770,000 25 67 28 34
35.000 765,000 21 86 24 15

40,000 760,000 19 00 21 00

45,000 755,000 16 78 18 56800,000
50,000 750,000 15 00 16 60

55,000 745,000 13 55 15 00

60,000 740,000 12 33 13 66

65,000 735,000 11 31 12 54

70,000 730,000 10 43 11 57

75,000 725,000 10 74
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Table IV Concluded.

(1) (2) (3) (4) (5)«) (2) (3) (4) (5)

Amount of Penalty Penalty Charge
Charge required of required “S'*

Number of Number of Each Assessable n??jSSa^Ae ? owy"

Number peri. Policyholders Policyholder (Col. holder (Col. 2) to
of Sed a entitled to par- 2) to allow Other

Policy- Snr ticipate in the Policyholders (Col. h?ye
(

ra (Co J- ?» n
holders. Pe “wy ® Ur‘

Proceeds of the 3) an Abatement Abatement of $1charge. Surcharges. of $1 Each, Eai*. ™th Expense
without Any Loading of 10

Expense Allowance. Syholde^
20.000 880,000 $44 00 $4B 50
25.000 875,000 35 00 38 60
30.000 870,000 29 00 32 00
35.000 865,000 24 71 27 28

40.000 860,000 21 50 23 75
45.000 855,000 19 00 21 00

9 00,000
50.000 850,000 17 00 18 80
55.000 845,000 15 35 17 00
60.000 840,000 14 00 15 50
65.000 835,000 12 85 14 23

70.000 830,000 11 86 13 15
75.000 825.000 11 00 12 20

20.000 980,000 49 00 54 00

25.000 975,000 39 00 43 00
30.000 970,000 32 33 35 66
35.000 965,000 27 57 30 43
40.000 960,000 24 00 26 50
45.000 955,000 21 22 23 44

1,000,000
50.000 950,000 19 00 21 00

55.000 945,000 17 18 19 00

60.000 940,000 15 67 17 34

65.000 935,000 14 38 15 92

70.000 930,000 13 29 14 72
75.000 925,000 12 33 13 66

These surcharges would be sufficient on the basis as-
sumed to allow, as stated, a single refund of only one dol-
lar to each policyholder who is not assessed. This benefit
is clearly disproportionate to the costs that must be
imposed on the assessable policyholders to produce it.
The penalty surcharges that would be required to produce
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a fund sufficient to allow an abatement of 10 per cent of
the average premium for passenger automobiles for 1934,
or $3.50, to each policyholder not assessed would be three
and one-half times as large as those set forth in Table IV.

On the basis of 900,000 policyholders of whom 40,000 are
assessable, each of the 40,000 would have to pay a penalty
surcharge of $75.25, without any allowance for expenses,
in addition to their normal premiums, in order to grant
the other 860,000 policyholders, as “careful operators,”
the sum of $3.50, or 10 per cent of the said average pre-
mium. If the expense loading be that above mentioned,
the requisite penalty surcharge would be $83.13. The
total amount that these 40,000 policyholders would pay
for the benefit of the other 860,000 and to enable them to
receive one refund of $3.50, would, on the basis of a
penalty surcharge of $75.24, be $3,010,000, and on the
basis of such a surcharge of $83.13, they would pay as
aforesaid, $3,325,000.

The total number of registrants for 1933 was 932,578.
The total number of claims against persons insured under
motor vehicle liability policies covering passenger auto-
mobiles during that year was 53,920. The total number
of persons convicted during that year of the more serious
offences against the motor vehicle laws is, as hereinafter
stated, 22,959. If it be assumed that each claim was
caused by a different policyholder’s motor vehicle, that
each of the aforesaid 22,959 persons convicted is a different
person, and that each of them was a policyholder, the total
number of possible demented policyholders would have
been 76,879. Each one of these would have had to pay
a penalty surcharge of $11.13 to enable the insurers to
allow a single abatement of only one dollar to the other
878,658 as “careful operators.” On the basis of the ex-
pense loading before mentioned, this surcharge would
have been $12.34. In order to have granted a single re-
fund equal to 10 per cent of the said average premium of
$35, these surcharges would have been $38.95 and $43.19.

If the number of assessable policyholders during 1933
be assumed to have been equal to the said number of
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claims, namely, 53,920, the penalty surcharges neces-
sary to have granted the aforesaid single refund would
have been $16.30 and $18.03, and $57.05 and $63.11,
respectively. If it be assumed that the assessable policy-
holders during 1933 were the 22,959 persons convicted
as aforesaid, the penalty surcharges required to meet
said refunds would have been approximately $4O and
$44, and $l4O and $154, respectively. As before stated,
all these surcharges would have to be paid by the de-
mented policyholders in addition to their normal premium
charges, in order to accumulate the necessary fund to
permit the insurers to grant refunds of the amounts
mentioned to the remaining policyholders.

It may reasonably be estimated that the average
demerit penalty charge required to create a fund sufficient
to award a single refund of only one dollar to the policy-
holders not assessed would be not less than 60 per cent
of the present premium charges.

These illustrative figures seem to demonstrate that a
demerit rating system, under which a penalty charge
sufficient to accumulate a fund sufficient to warrant a
payment of even one dollar to policyholders with a clear
operating record, would arbitrarily impose such extrava-
gant penalty surcharges that their imposition would be
practically, if not legally, confiscatory. These computa-
tions clearly show that this type of demerit rating plan
would require a small percentage of the insurants to pay
unjust and excessive premium charges. It would be
impossible to defend the adoption of a plan that would
lay such a burden on a relatively small percentage of
policyholders. This percentage is a varying quantity,
but on the liberal basis of 900,000 insured registrants,
of whom 50,000 are liable to the increased charge, the
percentage is less than 6 per cent.

The cost of compulsory insurance under a demerit
rating plan providing for the imposition of penalty
charges equal to certain percentages of the normal pre-
mium is clear. On the basis of the average passenger
automobile premium for 1934 of $35, the percentages
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hereinbefore specified, namely, 10, 25 and 50 per cent,
would increase this average premium by $3.50, $8.75
and $17.50, respectively.

The amount that would be raised under such a demerit
rating plan would, as in the case of the other estimates
hereinbefore set forth, depend entirely upon the facts
assumed, and principally upon the number of policy-
holders paying a penalty charge, the amount thereof,
and the period during which it is paid.

If it be assumed that the demerit rating plan provides
for the imposition of penalty charges equal to 10, 25 and
50 per cent of the normal premium charges, and that
one-third of the assessable policyholders paid a penalty
charge at each of these rates, the amount that would
have been paid during 1933, on the basis of the aforesaid
average premium of $35 and of 76,879 assessable policy-
holders, is $763,000. This amount would have reduced
the premium charges for 1934 by about 6 per cent. This
figure is evidently based on very liberal assumptions.

It would be far more reasonable, but still rather liberal,
to assume that not over one-half of these 76,879 supposed
policyholders would have paid the charge, and that the
average penalty charge was 28 per cent the average of
the three percentages above mentioned of the said
average premium. These assumptions would reduce the
number of assessable policyholders from 76,879 to ap-
proximately 38,450, and make the average penalty charge
about $lO. On this basis the fund that would have been
applicable to reduce the premium charges for 1934 would
have been about $384,500. This amount would have
reduced the said charges about 3 per cent.

A demerit rating plan under which penalty charges of
a certain percentage of the normal premiums are imposed
only on policyholders convicted, or whose authorized
operators have been convicted of serious offences against
the motor vehicle laws, would, of course, produce less
income, since the number of persons so convicted is much
smaller than the number of policyholders causing losses.
On the basis of 22,959 convictions during 1933, the total
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amount of penalty charges payable, on the basis of the
maximum surcharge of 50 per cent of the aforesaid aver-
age premium of $35, would have been approximately
$402,500. This amount would have reduced the premium
charges for 1934by about 2 per cent.

The foregoing assumptions, too, are rather liberal, since
the maximum penalty charge would undoubtedly not
have been paid, if payable, by all the 22,959 persons
convicted. It seems to be more reasonable to assume
that not over 10,000 of such persons would pay a penalty
charge, and to assume an average penalty charge of 28
per cent of the aforesaid average premium. On this
basis, the fund available to reduce the premium charges
for 1934 would have been approximately $lOO,OOO. This
amount would have reduced the said charges by about
one-half of 1 per cent.

The amount that would be raised under a demerit
rating plan providing for the assessment of penalty
charges on a percentage basis could only be determined
by actual experience. It does not seem unreasonable to
predict that even under the most favorable practical
conditions, such amount would not exceed $500,000
annually. This amount would have reduced the 1934
premium charges by less than 3 per cent.

Demerit Rating Plan in Other States Its Effect
on Premium Charges.

A demerit rating system under which a pro rata penalty
charge sufficient to allow a fixed refund to the group of
policyholders having clear records is imposed on those
with adverse records has apparently not been tried in
any State, and in view of the heavy penalty charges that
would be taxed against the assessable policyholders in
order to raise a fund sufficient to allow only a nominal
refund of $1 to the others, and the grossly exorbitant
assessments that would have to be levied to allow a single
average refund of $3.50, it seems idle further to consider it.

The casualty insurance companies employ a demerit
rating plan of the percentage type in several States hav-
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ing what are commonly styled financial responsibility
laws. These laws provide in substance that a motor
vehicle owner who is convicted of certain offences or is
involved in an accident for which he appears to be liable
must furnish evidence of financial responsibility, and
that the certificate of a duly authorized casualty company
that it has issued to him a policy of liability insurance
conforming to the law shall be sufficient evidence. Laws
of this type are apparently in force in California, Con-
necticut, Delaware, Indiana, Maine, Maryland, Michi-
gan, Minneosta, Nebraska, New Hampshire, New Jersey,
New York, North Carolina, Pennsylvania, Rhode Island,
Vermont, Virginia and Wisconsin.

This demerit rating plan provides that persons pro-
curing a policy of liability insurance to satisfy the law
shall pay an additional sum equal to 10, 25 or 50 per cent
of the standard premium charges during such time as the
insured is required to keep a certificate on file. Persons
ordered to file a certificate upon a conviction of operating
while intoxicated or under the influence of intoxicants,
failure to stop and disclose identity after an accident, or
homicide or assault arising out of the operation of a motor
vehicle, are required to pay a penalty charge of 50 per
cent. Those convicted of offences based on acts involv-
ing injury or damage to person or property are required
to pay a penalty charge of 25 per cent. Persons ordered
to file a certificate for any other causes are compelled to
pay a penalty charge of 10 per cent.

There are apparently no figures available that show
the amounts that have been received as penalty charges
under automobile liability policies issued in connection
with laws of this type in the States mentioned. The fol-
lowing table, however, showys the increases and decreases
that have been made in the premium charges for such
policies issued in fourteen of the aforesaid States between
the effective date of the plan stated therein and Novem-
ber 1, 1934.
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Effective Date
of Financial . Premium IncreaseState. Hesponsibihty or Decrease, with-Law and Demerit Effective DatesRating Plan.

California August 13, 1929 +18.5 Feb. 17, 1930+23.7 Nov. 24, 1930
+ 9.2 Jan. 18, 1932

Connecticut July 1, 1927 +17.6 Jan, 5, 1931
+ 7.9 Jan. 18, 1932

Delaware April 22, 1931 + 9.3 Feb. 1, 1932
-11.1 Feb. 19, 1934

Indiana October 1, 1931 + 9.5 Jan. 18, 1932
Maryland January 1, 1932 +17.7 Feb. 1, 1932

- 1.5 Feb. 19, 1934
Michigan October 16, 1933 - 6.9 Feb. 19, 1934
Minnesota April 23, 1927 +32.2 June 29, 1931
Nebraska August 3, 1931 +30.5 Feb. 1, 1932
New Jersey November 15, 1929 + 5.3 Feb. 17, 1930

+ 13.5 Jan. 5, 1931+31.3 Jan. 18, 1932
+ 2.0 Feb. 6, 1933
- 2.3 Mar, 5, 1934

New York September 1, 1929 + 0.7 Feb. 3, 1930
+ 17.4 Mar. 1, 1932
- 1.6 Oct. 1, 1934

North Carolina July 1, 1931 +lO.B Feb. 1, 1932
Pennsylvania January 1, 1934 - 2.5 Feb. 17, 1934
Virginia June 20, 1932 - 4.1 May 16, 1933

- 9.5 Jan. 1, 1934
Wisconsin July 9, 1931 +31.7 Jan. 18, 1932

+ 0.9 June 4, 1934

The increases and decreases indicated in the foregoing
table in some instances followed the introduction of the
demerit rating system so closely that it might be said
that the plan has not been in operation in those States
for a period sufficient to give it a fair trial, but in several
instances there have been substantial increases after the
plan had been in operation for periods ranging from about
eighteen months in the case of the second increase of
23.7 per cent in California to about three years and seven
months in case of the first increase of 17.6 per cent in
Connecticut.

In the ten States of California, Connecticut, Indiana,
Maryland, Minnesota, Nebraska, New Jersey, New York,
North Carolina and Wisconsin, where the demerit rating
plan has apparently been in force for several years, it has
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not resulted in a reduction in the premium charges, but,
on the contrary, they have been increased, and, in some
cases, more than once and very materially. These in-
creases, it is unnecessary to assert, were due to an increase
in the losses imposed on the insurers. It appears that the
plan has not, in those States, been sufficiently effective,
even to maintain the premium charges at the level exist-
ing when the plan was put into effect.

The plan was not put into operation in Maine, New
Hampshire, Rhode Island and Vermont until June 4,
1934. No such data in respect to its operation in these
States are available.

The special commission hereinbefore mentioned stated
in its report that the demerit rating plan under the Con-
necticut law, also aforementioned, “seems to offer a very
practical inducement for care in the operation of all
[motor] vehicles,” and recommended the enactment of a
similar statute.

It is to be noted that the two substantial premium rate
increases (17.6 per cent in 1931 and 7.9 per cent in 1932)
for policies issued in Connecticut were made during the
operation of this demerit rating law. Both were subse-
quent to the report of this Commission.

Demerit Rating Plan Essentially a Punitive, not

an Insurance, Proposition.

It is indisputable that any demerit rating plan is con-
trary to the fundamental principle that the purpose of
insurance is to indemnify. The imposition of charges not
a natural element of the actual cost of effecting indemni-
fication, but rather in the nature of fines or penalties,
invests insurance with a punitive aspect wholly foreign
to this principle. The fact that the purpose of these
charges is to reduce the cost of insurance to certain policy-
holders, even though they be an overwhelming majority,
does not justify them. If a policyholder whose motor
vehicle causes an accident which creates a compensable
claim is to be assessed a fine or penalty for his carelessness
or that of his authorized operator, it would be quite as
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logical to contend that each policyholder pay the entire
amount of any compensable claim. This argument, while
admittedly absurd, none the less accentuates the force
of the principle that the purpose of insurance is to indem-
nify through the mutual contribution of average amounts,
and fortifies the conclusion that the imposition of sur-
charges as fines or penalties, for any reason whatsoever,
is both unsound and foreign to the purpose of insurance.

The imposition of a penalty surcharge on policyholders
who have been convicted and fined in court for a violation
of the motor vehicle laws is nothing more nor less than
the exaction of a second fine to the use of the insurance
companies, and through them to the use of the other
policyholders. This is especially true in a case in which
the offence does not cause a compensable claim.

Moral Effect of Merit and Demerit Rating Plans
as Accident Preventive or Loss Reducing
Agencies.

The effect of the prospective exoneration from a sur-
charged premium under a merit rating plan as an induce-
ment to actuate persons carefully to operate their motor
vehicles, and the effect of the imminent imposition of a
penalty charge under a demerit rating plan as tending to
dissuade persons from carelessly operating them, is very
doubtful. The prospect of a decrease or the threat of a
penalty is of doubtful value as a factor in reducing losses.

Many of the acts that cause or contribute to the occur-
rence of automobile accidents are criminal offences under
the statutes. These offences include the operation of a
motor vehicle at an unreasonable and improper rate of
speed; operating it recklessly or to endanger the lives
and safety of the public, or under the influence of intoxi-
cants; failure to stop after causing an injury or to slow
down on approaching a pedestrian or an intersecting
way; and operating it in a speed contest and also viola-
tions of the law of the road.

The penalty prescribed for operating a motor vehicle
at an excessive speed is a fine not exceeding 125 for a
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first offence, a minimum of $25 and a maximum of $5O
for a second offence, and a minimum of $5O and a maxi-
mum of $lOO for subsequent offences committed during
any period of twelve months. Other offences carry a
penalty of a fine of not less than $2O nor more than $2OO,
or by imprisonment of not less than two weeks nor more
than two years, or both. The amount of the refund under
the merit rating system, under Table I, is from $2.21 to
$7.45, and under Table 111, from $2 to $7. The amount
of the penalty surcharge under the demerit rating system
operated on the basis of a 10, 25 or 50 per cent surcharge
of the average passenger automobile premium of $35
would range from about $3.50 to $17.50. These sums
are less than the fines inflicted in many cases for the
offences hereinbefore mentioned.

The total number of persons convicted, as reported to
the Registrar of Motor Vehicles, of the offences herein-
before mentioned during 1931, 1932 and 1933 is 28,506,
29,171 and 22,959, respectively. The fines paid to the
State Treasurer under General Laws, chapter 90, sec-
tion 34 for all violations of the motor vehicle law during
each of those years is $570,290, $425,416 and $333,241,
respectively. These fines were not inflicted solely for the
said offences, but the convictions of those offences com-
prise a substantial proportion of the total convictions of
all offences of which the Registrar of Motor Vehicles has
a record. It seems not unreasonable to assert that since
the threat of these monetary penalties and their infliction
by the Commonwealth does not deter these offences, the
prospective denial of a reduction of, or the exaction of,
a penalty surcharge under a merit or a demerit rating
plan cannot reasonably be expected to exert any greater
effect as an inducement to carefulness or a deterrent of
carelessness.

Hon. John E. Sullivan, Insurance Commissioner of
New Hampshire, in an address on the merit rating plan,
given before the National Convention of Insurance
Commissioners on September 18, 1929, said:
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It is very doubtful whether the plan will produce theresult claimed,
namely, the reduction of accidents. Does it seem reasonable to con-
tend that the average operator of a motor vehicle will drive more care-
fully and strive to avoid accidents merely for the sake of a small
difference in his annual insurance premium?

.

.
. What wdiolesome

influence could be anticipated by offering a reward of 15 or |lO to the
reckless operator? Could it be relied on to change his will-power and
craving for speed? ... In conclusion and in all frankness, it is my
firmest belief that the present automobile merit rating plan cannot be
relied upon to produce the commendable achievements contemplated
by its sponsors by reducing automobile accidents, as the reward of
dollars held out to the human elements will have little if any effect on
the reduction of the existing normal hazard wdiich ordinarily occurs
on chance, and chance is a factor which cannot be eliminated by pious
hopes.

The merit rating plan to which Commissioner Sullivan
referred is that adopted by the insurance companies in
1929. The practical operation of that plan and of the
demerit rating plan now in use in other States has appar-
ently proved the soundness of his opinion.

The Supreme Judicial Court, in the case of Brest v.
Commissioner of Insurance, 270 Mass. 7, in discussing
the contention of the petitioners that premium charges
fixed on a territorial basis were unlawful, said (pages
16, 18):

Theory and logic seem to lend some support to the contentions of
the petitioners. That is not all there is to the problem. . . . The legal
validity of the classifications of risks and of the premium charged made
by the defendant must be determined with reference to the actual
facts, not with reference to abstruse reasoning.

The cases at bar must be considered on the footing that statistics
and data . .

, showed that such accidents and loss in fact could be
fairly classified with reference to defined areas. . . . That must be
taken to be the fact. It is the fact taught by experience. Thus there
appears to be a conflict between theoretical exposition on the one side
and the actual facts on the other side. It seems to us that the teaching
of experience and ascertained facts must prevail over theory and logic
in the cases at bar. Ultimately theory and logic must be adjusted to
conform to facts.

These statements seem very appropriate to the propo-
sition that merit and demerit rating plans will reduce the
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premium charges by inducing careful, and by deterring
careless, operation of motor vehicles. Theory and logic
may support that proposition, and there may seem to be
no reason why these plans should not have such an effect,
but the fact, attested by such experience as is available,
appears clearly to be the contrary.

The demerit rating law of Connecticut, above men-
tioned, apparently did not, as has been indicated, operate
very effectively, either directly or indirectly, as a deter-
rent of motor vehicle accidents and a reducer of premiums.
It was repealed in 1933.

There is apparently no reason to believe that a merit
or demerit rating plan employed in connection with a
compulsory motor vehicle liability insurance act would
have any greater effect in this respect.

The conclusion seems to be warranted that neither a
merit nor a demerit rating system would induce careful
driving or cause a reduction in the number of motor
vehicle accidents and in the amount of compensable
losses.

Practical Difficulties in Operation and Costs of
Merit or Demerit Rating Plans.

The merit and demerit rating plans also would be
attended with practical difficulties.

The operation of these plans so that no ineligible persons
would receive the abatement, and no disqualified persons
would escape payment of the penalty charges, would
necessitate the creation and maintenance of an efficient
central agency or bureau for the collection and distribu-
tion of data and information pertaining to every motor
vehicle accident. The records of convictions of serious
offences against the motor vehicle laws are obtainable
from the registrar of motor vehicles, but it would probably
simplify the matter if the central agency or bureau also
kept those records.

The insurers would have to be required to investigate
the record of every policyholder upon the issue of his
policy, or shortly thereafter, to ascertain whether an
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abatement should be allowed or a penalty charge im-
posed. Provision would also have to be made for the
cancellation by the insurer of a policy whose holder
refused to refund an abatement improperly allowed or
to pay a penalty charge properly imposed.

The transaction of all the details attendant upon the
efficient operation of the central record bureau would
require an intricate system. A conservative estimate of
the cost of operation of such a bureau is believed to be
at least $lOO,OOO annually. On the basis of what seems
the very low estimate of a cost of 10 cents for each regis-
tered motor vehicle, the cost of such a bureau for 1933
would have been about $93,257.

A merit or demerit rating plan under which every
person whose motor vehicle causing death or bodily
injuries would be denied the reduction or subjected to
the penalty, prior to the legal determination of his lia-
bility therefor, or under which the decision of the insurer
would be final on the denial of the reduction or the inflic-
tion of the penalty, would hardly be fair and reasonable.
It is obvious that the fact that a person’s automobile is
involved in an accident is not per se evidence that he or
his authorized operator was negligent. A court or jury
might find that he was not negligent and that the
claimant is not entitled to recover damages. It would
be necessary to provide for procedure to determine the
culpability of a policyholder protesting a denial of an
abatement or the imposition of a penalty charge. This
would require the establishment of an administrative
tribunal to hear and determine such cases. Provision
would have to be made for the granting of a reduction
and for the refund to the insured of a penalty charge if
the issue of legal liability should thereafter be determined
in his favor, or that of his authorized operator, and for
the refund to the insurer of an abatement and for the
imposition by it of a penalty charge, if such issue should
be thereafter resolved against him or his operator.

The cost of maintaining such an administrative board
is difficult to estimate. Assuming that each claim involv-
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iug a loss in 1933 represented a different policyholder,
and that hearings were held in one-half of the cases, the
number of hearings would have been about 27,000. It
does not seem unreasonable to estimate that the cost of
this board, if properly equipped and manned, would be
no less than $50,000 yearly.

The estimated cost of maintaining both the central
record bureau and the tribunal for the determination of
disputed cases would be about $150,000 annually. This
expense, unless borne by the taxpayers, would have to be
charged in the merit rating premium or added to the
demerit rating penalty charges.

A demerit rating system based solely on convictions
for serious offences against the motor vehicle laws would
be somewhat simpler and less expensive to operate than
a system based solely on an accident record, or both upon
such a record and record in respect to such offences. The
basis of the penalty charge being a conviction, the objec-
tion against assessing a penalty charge without an inde-
pendent hearing would be considerably weakened. But
even this relatively simple plan would necessitate con-
siderable administrative work to collect the penalty
charge from every person liable therefor and to preclude
his procuring or continuing a policy without the payment
thereof.

The collection of the full amount of the fines or penal-
ties assessed and payable during a given year would
involve grave practical difficulties, if it would not prove
to be impossible. The larger the amount of the fines or
penalties, the greater and the more frequent would be the
resistance against their payment. If a policyholder re-
sisted payment thereof, it would necessitate an action
at law with its additional expense and further delay, and
if judgment against him should be obtained, he might be
unable to satisfy it. The cancellation of the policy or a
refusal to renew it would not in many cases be sufficiently
persuasive to induce a prompt payment of the assessment.

The apportionment of the proceeds of the fines or
penalties assessed and payable during a given year would
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have to be deferred until the full amount had been col-
lected by the insurers from each policyholder liable there-
for, unless no serious effort is to be made to enforce pay-
ments. If this should occur it would render the plan
entirely nugatory.

It requires no further discussion to demonstrate that
the adoption of either the merit or the demerit rating
plan in any form would serve only to increase the costs
payable by motor vehicle owners for or in connection with
their compulsory liability insurance, and further to com-
plicate the operation of that law for nearly a million
persons affected by it.

This increased cost and complication might possibly
be justified, at least in so far as a merit rating plan operat-
ing on the basis illustrated by Tables I and II is concerned,
if there were any reasonable grounds upon which to base
an expectation that such a plan would ultimately effect
a decrease in the amount of the compensable claims and a
consequent reduction in the premium charges by stimu-
lating the careful operation of motor vehicles. That
there are no such grounds seems evident. This seems to
be attested by the fact that neither the merit nor the
demerit rating plan has in other States been sufficiently,
if at all, effective to control motor vehicle accidents so
that the compensable losses were decreased. The adop-
tion of either plan would in the light of the experience
now available be an experiment that would prove not
only expensive but highly unsatisfactory.

These considerations lead to the conclusion that it is
not expedient to adopt either the merit or demerit rating
plan.

Attention is called to the Appendix appearing on the
following pages.

Commissioner of Insurance.
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The resolve apparently does not call for a discussion of
plans for restricting the coverage of the compulsory motor
vehicle liability policy as defined by General Laws, chapter 90,
section 34A, by excluding therefrom certain classes of claims
for deaths or bodily injuries. The adoption of a plan of this
character would seem to be the most practical means of effect-
ing a reduction in premium charges except the obvious sug-
gestion that accidents be reduced by actuating operators of
motor vehicles as a class to be careful. The compulsory law
now protects persons riding as guests or occupants of a motor
vehicle. The high cost resulting from claims of persons of this
class may not have been realized when St. 1925, chapter 346,
subsection 34A, was enacted. The exclusion of certain claims
of this character from the coverage of the compulsory policy
would afford a measure of relief in the form of reduced premium
charges.

The annual report of the Commissioner of Insurance, filed
pursuant to General Laws, chapter 30, section 33, contains a
recommendation for legislation to provide that the negligence
of the operator of a motor vehicle be imputed to the guests or
occupants thereof. This recommendation, if adopted, would
not expressly restrict the coverage of the compulsory auto-
mobile liability insurance policy, but it would bar recovery
by any such guest or occupant of a judgment based on damages
arising out of the negligent operation of the motor vehicle
on the ways of the Commonwealth. In effect, therefore, the
adoption of this recommendation would deprive persons of
this class of the protection now afforded under St. 1925, chap-
ter 346, as amended.

In view of the importance of affording relief from high
premium charges now in effect, it seems proper further to
emphasize the recommendation above mentioned. The report
contains the following;

Appendix.

The security furnished by the owner of a motor vehicle under St.
1925, chapter 346, as amended, is available for the payment of any
judgment obtained by a guest or occupant of an automobile, whether
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such judgment is for damages due to injuries resulting from the negli-
gent operation thereof by the owner or his authorized operator, or from
the negligent operation of a car other than that in which the plaintiff
was riding as a guest or occupant at the time of the accident. The
words “guest or occupant” are used herein as meaning passengers in
an automobile other than the owner or operator, and are not intended
to refer to fare paying passengers. The negligence of the insured owner
or operator is not imputed to a guest or occupant of his ear. Many
cases therefore arise in which the insured owner or operator is pre-
vented by contributory negligence from recovering damages for per-
sonal injuries, while the guests or occupants of his car may recover
from the owner or operator of another car.

Instances where failure to impute the negligence of the operator to
the guest or occupant permits recovery may be illustrated as follows;

If A, a passenger in B’s automobile, receives an injury due to B’s
gross negligence, the latter may be held liable in an action brought by
Ato recover damages. IfB’s car collides with C’s and Ais injured he
may recover in an action against C, although B’s negligence was a
contributory cause of the accident. A guest or occupant of C’s car
who received personal injuries resulting from the accident may recover
in an action against B, although C’s negligence, as well as B’s, was a
contributing cause of the accident.

A person usually assumes voluntarily the status of guest or occupant
of the automobile of another. He may be a person who accepts a ride
for pleasure or convenience. He may be a member of the insured’s
family or a neighbor who accepts a “lift” from the owner or operator.
He also may become such a passenger for business reasons. As a
general rule, a guest or occupant, as above defined, does not accept
such accommodation from necessity.

The right of persons who accept favors of this character to satisfy
judgments for damages, due to personal injuries, from security fur-
nished under said statute, should be governed by the conduct of the
operator of the car in which they are riding at the time of the accident.

On the basis of past experience this recommendation, if
adopted, would materially reduce the incurred losses which
are the basis of rates established under the present law.

A bill embodying the proposed amendment already has been
filed.






