
SPECIAL REPORT OF THE COMMISSIONER
OF INSURANCE RELATIVE TO PROVID-
ING RELIEF FOR CAREFUL OPERATORS
OF MOTOR VEHICLES IN THE MATTER OF
INSURANCE PREMIUMS PAID BY THEM.
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Boston', March 15, 1939.

To the Honorable Senate and House of Representatives

The Commissioner of Insurance respectfully submits
his report, pursuant to chapter 52 of the Resolves of
1938, which reads as follows:

Resolved, That the commissioner of insurance is hereby authorized
and directed to make a study of the compulsory motor vehicle insur-
ance law, so-called, with a view to providing relief for careful opera-
tors of motor vehicles in the matter of insurance premiums paid by
them under said law. Said commissioner shall consider particularly
the advisability of adopting the so-called merit rating plan as a means
of furnishing such relief. He shall report to the general court his
findings, and his recommendations, if any, together with drafts of
legislation necessary for carrying said recommendations into effect,
by filing the same with the clerk of the house of representatives on
or before November first in the current year.

I appreciate the courtesy and consideration extended
me by your Honorable Body in extending the time
within which this report must be filed to March 15,
1939.
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Let me first call your attention to the fact that a re-
solve practically identical with the above was enacted
by the Legislature in 1934, and that, pursuant to that
resolve, former Commissioner of Insurance, Hon. Merton
L. Brown, reported under date of December 15, 1934,
House Bill No. 1000, dealing with the subject matter
of this resolve at considerable length.

While we do not agree entirely with the comments in
so far as they pertain to demerit rating, the discussion
of a merit rating plan is so comprehensive that it need
only be brought up to date. With the advice and assist-
ance of my associates in the Insurance Department I
have made a careful and lengthy study of the subject of
merit rating, so called, as a means for reducing premi-
ums paid by careful operators of motor vehicles under
the terms of the Massachusetts Compulsory Motor
Vehicle Liability Insurance Law.

A review of the various merit rating plans which have
been devised for use in other States, during the period cov-
ered by our Compulsory Automobile Law, indicates that
the time during which an automobile owner is required
to drive without an accident, claim, court verdict or vio-
lation of law charged against his record varies from one
to two years, regardless of the number of cars owned
and operated by an insured. Automobile fleets, how-
ever, have always been separately treated. In this dis-
cussion we will deal principally with the individual car
owner, owning less than five motor vehicles, who pays a
premium so small that according to good rate-making
principles credits are unwarranted. In view of the latest
available information on accident frequency, an average
automobile owner would not be entitled to receive a
credit rate until his car had been operated without an
accident for at least ten years. We do not believe that
the occurrence of an accident within such a limited period
of time is a fair measure of hazard. The failure of merit
rating in the States where it has been tried, including
Massachusetts prior to the enactment of the Compul-
sory Automobile Law, leads us to believe that a merit
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rating plan, based on a time measure, is not feasible.
The complexities of human reactions when confronted
with situations conducive to accidents make it difficult,
if not impossible, to classify automobile operators into
groups which recognize these reactions for rate-making
purposes, and from the commencement of automobile
insurance underwriting to date no such plan has been
suggested.

In order to grant any appreciable discount below
present rates to those policyholders who are not respon-
sible for the payment of claims over a period of one or
two years, it would be necessary to charge the remain-
ing policyholders a very substantial increase in rate. It
would be safe to say that if the careful operators were
granted a discount amounting to 10 per cent of their
present rate, the rate of the remaining policyholders
would have to be increased over 50 per cent. The alter-
native would be to raise the manual rates and to dis-
count these rates by 10 per cent for the careful owners.
This would mean a reduction of only one or two per
cent from the present rate as a reward to the careful
owner. Therefore, in order to give any appreciable re-
ward to the careful owner it would be necessary to place
a very heavy penalty on the remaining owners. In view
of the discussion above, it seems unjustifiable to place
such a heavy burden on these owners, since it is so un-
certain whether or not they are worse than the average.

In the administration of any merit rating plan there
must necessarily arise additional expense dependent upon
the medium through which the automobile owner is
deprived of his credit. If that medium be accident,
claim or verdict, it will be necessary to set up a system
within the claim department of each company to assure
the proper reporting to a central record bureau, to which
all companies could refer for information. The expense
of supporting such a bureau, plus cost for additional
claim department personnel, time consumed by under-
writers who would be required to satisfy persons de-
prived of credit that they were being dealt with fairly,
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would add to the cost of administering this plan, and
ultimately would increase the cost of automobile insur-
ance to the public.

It would be necessary to give special consideration to
the handling of short-term policies, and individual treat-
ment would be required to determine when a consistent
short-term policyholder would be entitled to receive a
credit. An estimate of the number of policyholders who
purchase insurance for less than a year would be approxi-
mately one third of all of the policyholders. Since the
alternative method of redistribution of premium above
described is the only one which can be considered prac-
tical, the saving to the careful operator would not justify
the expense involved in the operation of the plan. As-
suming that the maximum amount of saving allowed
under a merit rating plan would be 2 per cent, the actual
saving in dollars would range from $1.22 annually for
pleasure cars in the highest rated territories to 34 cents
in the lowest rated territories on compulsory insurance
only.

We have been discussing this subject from the stand-
point of compulsory insurance only, and principally with
respect to private passenger automobiles. Throughout
the discussion we have been mindful of the provision of
the compulsory law, which requires that the rates fixed
by the Commissioner of Insurance shall be adequate,
just, reasonable and non-discriminatory. We would be
reluctant to recpmmend the elimination of any one of
these adjectives, and yet if all are retained, we are of
the opinion that a merit rating plan would not be per-
missible under the present compulsory motor vehicle
law.

Since Mr. Brown’s report in 1934, guest coverage upon
the ways of the Commonwealth has been eliminated
from the compulsory feature of the law. It has been
made an optional coverage for which the Commissioner
must establish a minimum rate. This further compli-
cates the development of a comprehensive merit rating
plan for the reason that an automobile owner may be
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involved in an accident causing injuries to a guest
upon the ways of the Commonwealth and yet be free
from accidents in so far as the coverage afforded by the
compulsory law, if only guest occupants are injured.
The question then arises whether having been involved
in an accident, the owner can be classified as a careful
operator. The same circumstances may arise in connec-
tion with an accident occurring off of the ways of the
Commonwealth, or one involving only property damage,
in which event the Commissioner would be unable to
take into consideration such an occurrence in establish-
ing compulsory or guest occupant rates, and yet it can
hardly be argued that he is a more careful operator than
one who does not receive a credit rate because his acci-
dent happened to occur on the ways of the Common-
wealth.

We have given considerable thought to the possible
effect of a merit rating plan as a medium of increasing
safety on the highways, and we cannot believe that the
possibility of saving a small amount on automobile in-
surance premiums will be an inducement which would
materially affect the habits or reactions of car owners,
particularly when we consider that many accidents are
caused by operators of automobiles who do not own cars
and, therefore, do not pay the premiums. The records
of the registry will show that there are many more
operators than there are registered automobiles.

We have discussed simply the principles of a merit
rating plan, rather than a specific plan, and we believe
that a consideration of the foregoing facts justifies the
conclusion that the adoption of a merit rating plan would
serve only to increase the costs payable by motor vehicle
owners, both in the rates which are promulgated by the
Commissioner of Insurance and in those coverages upon
which the rates are fixed by the insurance carriers. The
increased cost, the difficulties of administration, and the
impracticability of any of the merit rating plans which
have been devised in the past, and any plan which we
can conceive at this time, would serve only to aggravate
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the public without accomplishing the result desired by
the Legislature. We further feel that in order to in-
augurate a merit rating plan it would be necessary to
amend the law in so far as the rate-making instructions
are concerned. We do not feel it would be in the public
interest to make this suggestion.

We do not specifically discuss the demerit rating plan
because our interpretation of your resolve did not con-
template such discussion.

CHARLES F. J. HARRINGTON
Commissioner of Insurant






