
No. 3014HOUSE

*

February 12. 1958

4

BOSTON
WRIGHT & POTTER PRINTING CO., LEGISLATIVE PRINTERS

32 DERNE STREET
1958

Cf)t Commontoealti) of fpasoacfmsetts

REPORT
SUBMITTED BY THE

LEGISLATIVE RESEARCH COUNCIL
RELATIVE TO

SHARING COSTS OF GROUP INSURANCE FOR RE-
TIRED LOCAL GOVERNMENT EMPLOYEES



Che Commontocalth of Massachusetts

(House, No. 3292 of 1957

Ordered, That the Legislative Research Council be directed to investigate and
study the subject matter of current house document numbered 774, relative to the
payment of certain premiums for contributory group general or blanket insurance
by persons retired from the service of counties, cities, towns and districts, and to
file the results of its statistical research and fact-finding with the Clerk of the
House of Representatives from time to time but not later than the second Wednes-
day of November in the current year.

Adopted by the House, July 17, 1957
Adopted by the Senate, July 18,1957

Note: The above dead line for filing this report was finally deferred by the
General Court to not later than February 12, 1958.

ORDER AUTHORIZING STUDY.



CONTENTS.
»

Order Authorizing Study
Letter of Transmittal to the Senate and House of Representatives
Letter of Transmittal to the Legislative Research Council
Summary of Report
Chapter I. Introduction

Legislative Background
Scope and Limitations of Study

Chapter 11. Present Group Insurance StatutoryProvisions
Synopsis of Chapter 328 Insurance Provisions
Local Acceptances of Chapter 328

Chapter 111. Proposed Sharing of Insurance Costs
Mandatory Features of House, No. 774
Language Defect in House, No. 774

Group Life Insurance Aspects
Group Hospital, Surgical and Medical Insurance Aspects

Dividends on Group Insurance .....
Uncertainty of Estimating Future Costs

Questionnaire Results from Chapter 328 Localitie
Insurance Costs for Local Employees under Chapter 328

A. Standard Premium Rates for Group Life Insurance by Ages 15 to 94 .

B. Number of Eligible Retired Local Employees Continuing Chapter 328 Insurance
C. Highlights of coverage of Group Life, Hospital, Surgical and Medical Insurance

24

provided for State Employees under Chapter 32A 26

i

Appendices.



Cfte Commontoealt!) of s^asgacfnisctts

SENATE AND HOUSE OF REPRESENTATIVES. sf

To the Honorable Senate and House of Representatives.

Gentlemen: The Legislative Research Council submits here-
with a report prepared by the Legislative Research Bureau on the
basis of House Document numbered 3292, relative to the payment
of premiums for contributory group insurance by retired employees
of municipalities, counties and districts.

The Legislative Research Bureau is limited by statute to “statisti-
cal research and fact-finding.” This report therefore contains only
factual material without recommendations or legislative proposals.

Respectfully submitted

Conte of Berkshire,Sen. Silvio O.
Chairman.

Tynan of BostonRep. John T
Vice-Chairman.

Sen. John E. Powers of Suffolk.
Rep. John W. Costello of Boston.
Rep. Earle S. Tyler of Watertown.
Rep. Walter F. Hurlburt of Greenfield. |

LETTER OF TRANSMITTAL TO THE

MEMBERS OF THE LEGISLATIVE RESEARCH COUNCIL,
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I

To the Members of the Legislative Research Council.
Gentlemen: House Order No. 3292 directed the Legislative

Research Council to investigate and study the payment of pre-
miums for contributory group insurance by retired employees of
municipalities, counties and districts.

The Legislative Research Bureau submits herewith such a report.
Its scope and content have necessarily been restricted by the statu-
tory requirements limiting Research Bureau output to factual re-
ports without recommendations or legislative proposals.

This report was prepared by James Roland McPherson of the
College of Business Administration of Boston College.

Respectfully submitted,

HERMAN C. LOEFFLER,
Director, Legislative Research Bureau.

i

LETTER OF TRANSMITTAL TO THE LEGISLATIVE
RESEARCH COUNCIL.





This report discusses House, No. 774 of 1957 which proposed that
j|tocal governments may share equally in the cost to their employees
of the premiums for certain group insurance, after as well as before
the retirement of those employee

Present Insurance Statutes.
The General Court has heretofore enacted extensive legislation

authorizing counties, cities, towns and districts to add fringe benefits
to the salaries of their employees by paying up to the dates of their
retirement half the premiums of group life, accidental death, hos-
pital, surgical and medical insurance. After retirement those local
employees have been authorized to continue such group insurance,
but at their own expense.

The 14 sections of the controlling chapter of the statutes (G. L.
c. 328) are summarized in the report. This permissive chapter
becomes effective only for governments which have voted to accept
it. Such acceptances, according to insurance company sources, now
total 28 per cent of the eligible governments; in contrast, the Secre-
tary of the Commonwealth reports that only 9 per cent of the local-
ities have filed returns of their acceptances.

Coverage of Group Life, Hospital, Surgical and Medical Insurance.
The scope and nature of such insurance for local governments is

not specifically prescribed by statute but is patterned after the con-
tract for state employees in effect between a group of private
insurance companies and the State Employees’ Group Insurance

•Commission. The highlights of the extended cover-age in effect are
summarized in Appendix C of the report and have the following
major features:

1. Group Life Insurance of $2,000 ($l,OOO after retirement, with
no government assistance), and similar protection in case of certain
major loss of limbs, etc.

C6e Commontoealti) of Massachusetts

SUMMARY OF REPORT.
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(a) Hospital services: Up to $l4 a day for 120 days, plus related
operating, laboratory, X-ray, cardiograph and other services.

(6) Doctors’ services: Surgical and medical services for 120 days;
maternity, anesthesia, X-ray and electric shock treatments.

(c) Other benefits; Notably lengthy and extended help in pro-
longed illnesses, e.g., cancer, fractures, tumors, etc.

The entire monthly contributions of a retired employee to pay
for the above insurance coverage are as follows: (1) Employee Cov-
erage only, $5.92; (2) Employee and Dependent Coverage, 112.08
(regardless of number of dependents); and (3) “Employee whose
spouse is insured under the plan will contribute the Life Insurance
portion only”, $0.82. These costs are only guaranteed for the
three years commencing January 1, 1956.

Proposed Sharing of Costs Under House, No. 77J
House, No. 774 does not change in any way the availability of the

above extended life and medical insurance coverage to retired local
employees. But it would permit local government units to elect
to pay half of the costs therefor which the existing law requires the
retirees to pay in full.

Proponents argue that sharing the cost of group insurance pre-
miums for retired local employees increases their economic well-
being at an age when this is usually very much needed. In addition
this program is a reward for faithful service, provided at small cost
to government.

Opponents criticize House, No. 774 on the grounds that it would
amend an “acceptance” statute without the consent of the local
governments which have voted to accept the present law and are
bound by its provisions. They further do not accept the post-
employment fringe benefit philosophy implicit in the proposal.
Finally, the opponents predict that the increased taxes for the pro-
posed program will be significant because premiums will rise as
benefits rise, and more employees will become eligible each year.
In addition to more persons retiring from governmental units which
already have accepted group insurance under chapter 328, they
expect more units to accept chapter 328, and an amendment to
chapter 32A to include retired state employees.

House, No. 774 contains, probably by accident, statutory lan-

2. Group Hospital, Surgical and Medical Insurance:
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guage which would deny low group insurance rates to retirees; these
low rates would become available by simple amendment of the pro-
posed language.

Cost of New Benefit Plan.
For various reasons wrhich the report explains, the cost of the

proposed insurance plan can only be estimated on the basis of the
following rough and wholly hypothetical calculation.

* It is very tentatively estimated that under House, No. 774 about
515,000 per year would have to be paid in new insurance costs by the
local government units. This annual expenditure would pile up
cumulatively as new retirees join the insurance rolls each year. The
report does not attempt to estimate how long this cumulation would
proceed until an equilibrium arrives when new arrivals to the retiree
insurance rolls will equal the departures therefrom.

If House, No. 774 is enacted for local employees, the opponents
argue that a similar act wall soon follow on behalf of state employees.
In that event, an additional cost, equal to about one third of the
total new insurance costs for local government retirees, would per-
haps be incurred on behalf of retired state employees: This estimate
is based on the ratio of 35,000 state to 100,000 local government
employees.

li
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Legislative Background.
House, No. 3292 of 1957, reprinted on the inside cover of this

report, directed the Legislative Research Council to study the sub-
ject matter of House, No. 774 of 1957, entitled “An Act Relative
to the Payment of Certain Premiums for Contributory Group Gen-
eral or Blanket Insurance by Persons Retired from the Service of
Counties, Cities, Towns and Districts.”

House, No. 774 of 1957, filed by Representative Amelio Della
Chiesa, Mayor of the city of Quincy, proposed to amend the rele-
vant provision of the retirement law (G. L. c. 328) so that local
government employees who elect to continue group life, hospital,
surgical and medical insurance coverage (see Appendix C for High-
lights of Insurance Coverage) after their retirement would pay only
half instead of the full amount of the premiums, as at present, if the
local government has agreed to pay the other half.

To accomplish that end, House, No. 774 proposed to eliminate
from present section 9 the language which is indicated below in
parentheses, and to substitute the phraseology shown in italics:

SHARING COSTS OF GROUP INSURANCE FOR RETIRED
LOCAL GOVERNMENT EMPLOYEES.

Chapter I. Introduction.

Section 9. The policy or policies of insurance shallprovide that upon retirement
of an employee the group life coverage of such employee shall be reduced fifty per
cent and the group general or blanket insurance providing hospital, surgical and
medical benefits shall be continued (, except that the employee shall pay the entire
average group premium per one thousand dollars for group life coverage, and the
entire average group premium for the hospital, surgical and medical benefits for
such employee or for such employee and his dependents). The retired employee
shall pay fifty per cent of the cost of such insurance and the governmental unit from
which he has retired shall contribute the remaining fifty per cent of such costs. The
policy or policies shall also provide that upon the termination of employment an
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employee shall be entitled to convert his insurance to an individual type of policy,
subject to the provisions of section one hundred and thirty-four of chapter one
hundred and seventy-five with respect to life insurance, and subject to the re-
quirements of the appropriate public authority, which shall not be less than the
minimum hospital, medical and surgical benefits provided in an individual policy
regularly issued by the insurance carrier at the time of conversion. No employee
will be permitted to convert his insurance on separation from service more than
one time.

House, No. 774 would apply solely to retired employees and would
affect only the authorization of counties, cities, towns and districts
to purchase group life insurance and group general or blanket hos-
pital, surgical and medical insurance coverage for their employees
and the dependents of such employees (G. L. c. 328). It would
not apply to the group life insurance policies purchased by cities
and towns for permanent employees who are still in active service
(under G. L. c. 40, § 5, clause 44).

House, No. 774 was originally assigned to the Joint Committee
on Insurance for hearings. It was reported out of that committee
on February 5, 1957, to the House of Representatives, which re-
ferred it to the House Committee on Counties. The latter com-
mittee recommended to the House the adoption of the joint order
printed above in House, No. 3292, directing that this study be made.
The order, reported by the blouse Committee on Ways and Means
and by the concurrent Committees on Rules, was finally adopted
by the House and Senate on July 18, 1957.

Scope and Limitations of Study.

This report is largely restricted to an analysis of chapter 328 of
the General Laws as it would have been altered by House, No. 774
of 1957.

Unsuccessful efforts were made to obtain information as to the
number of retired county, municipal and district employees now
covered by the group insurance policies authorized by chapter 328.
Inquiries were made without success of the State Division of Insur-
ance, the Massachusetts Taxpayers’ Federation, insurance com-
panies and other sources. This absence of information reflects the
newness of the chapter 328 program which has been in effect only
since 1955, and the lack of a requirement that statistical data be
reported by the governmental units concerned to the State.
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Chapter 11. Present Group Insurance Statutory Provisions.

“Contributory group general or blanket insurance for persons in
the service of counties, cities, towns and districts, and their depend-
ents”, was provided by statute in 1955 (acts of 1955, c. 760, add-
ing G. L. c. 328). This “contributory” statute relating to em-
ployees of local government was modeled on a statute passed a
little earlier at the same 1955 session of the General Court, which
provided similar group insurance benefits for employees of the state
government (acts of 1955, c. 628, adding G. L. c. 32A).

Since the enactment, chapter 328 has been amended twice. It
was extensively revised by the General Court in 1956 (acts of 1956,
c. 730); and again in 1957 when language was added providing for
employee advisory representation in the negotiations of the group
insurance contract between the local government unit and the in-
surance carrier (acts of 1957, c. 242).

The fourteen sections of General Laws, chapter 328, as amended
through 1957, are summarized be!

Section 1 sets forth the purposes
Section 2 defines certain phrases

w

of the chap
and regulates the sharing of in-
is employed by more than onesurance costs when an individuf

local government unit.
which are quoted below in full,
The local governmental unit,

Section 3, the legal provisions
has the following; salient feature

;ons to be elected as an advisory
he employees affected, shall pur-

after consultation with five pe
committee by organizations of
chase the best possible policies a) of group life and accidental and
death and dismemberment insurance, covering employees only, and
(6) of group general or blanket insurance, providing hospital, surgi-
cal and medical benefits covering employees and their dependents.
If a town or district fails to make necessary appropriation to imple-
ment General Laws, chapter 328, after accepting its statutory pro-
visions, the board of assessors must include in the tax rate the
amount certified to be necessary by the town selectmen or district
commissioners. Insurance carriers issuing the foregoing policies are
authorized to reinsure with other carriers.

The legal text of section 3 is as follows

Synopsis of Chapter 328 Insurance Provisions.
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Upon the acceptance of this chapter as hereinafter provided, the appropriate
public authority of the governmental unit, after consultation with an advisory
committee consisting of five persons to be elected from and representing organiza-
tions of the employees affected, shall negotiate with and purchase, on such terms
as it deems to be in the best interest of the governmental unit and its employees,
from one or more insurance companies, savings banks or non-profit hospital or
medical service corporations, a policy or policies of group life and accidental death
and dismemberment insurance covering employees, and group general or blanket
insurance providing hospital, surgical and medical benefits covering employees and
their dependents, and shall, subject to the availability of appropriation, execute

fall agreements or contracts pertaining to said policies or any amendments thereto
for and on behalf and in the name of such governmental unit. If a town or dis-
trict accepts the provisions of this chapter as provided in section ten but fails to
appropriate the funds necessary to implement said provisions, the selectmen, in
the case of a town, or the prudential committee or district commissioners, in the
case of a district, shall certify the cost to the town or district, as the case may be,
in carrying out the provisions of this chapter to the board of assessors who shall in-
clude the amount so certified in the determination of the tax rate of that year.
Arrangements may be made with the carrier or carriers issuing such policy or
policies purchased under this chapter to reinsure, by reinsurance agreement, under
conditions approved by the appropriate public authority, portions of the total
amount of such insurance with such other carriers as may elect to participate in

nirance
vings bank authorized to engage in theFor the purposes of this chapter, any

hapter 178 and any non-profit hospitalinsurance business in accordance wit!
al corporation organized under chapterservice corporation or non-profit medic

176 A or B shall be and hereby is authori ;ement:ed to enter into a reinsurar
her insuraras herein provided in the sam (Includes

amendments: 1955. c. 760: 1956, c. 730 42

;ction 4 regulates the aut ic application of insurance cover-
I government unit, and provides fcage to all employees of the local government unit, and provid

the right of employees to withdraw from the program. Administra-
tive provision is made for payroll deductions of employee contribu-
tions to the premium cost of the insurance. Protection is extended

1 under other local govento the rights of employees who are c
the time of local adoption ofment group insurance schemes at

Section 5, defining the amount

The amount of group life insurance on each employee shall be two thousand
dollars, and the amount of group accidental death and dismemberment insur-
ance on each employee shall be two thousand dollars. The amount of hospital,

category, states that
of coverage in each insurant

I jphapter 328
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surgical and medical benefits shall not exceed the overall benefits provided under
section seven for the county in which the city, town or district lies. Subject to
the foregoing the amount of the hospital, surgical and medical benefits to be pro-
vided each employee and his dependents shall be determined by the appropriate
public authority subject to the amount of the appropriation available for the
purpose.

The “appropriate public authority” is defined as the board of
county commissioners in the case of counties, the mayor in cities,
the selectmen in towns and the district board in the instance of dis-
tricts, under the terms of section 2.

Section 6 requires each insured employee to furnish the treasurer
of the governmental unit with the required information to enroll
the employee and his dependents under the group policies of that
unit.

Section 7 provides that each employee shall contribute 50 per
cent of the premium necessary for the coverage of himself and his
dependents under the group insurance program of the governmental
unit; the employee’s contribution is to be withheld from his salary,
wages or other compensation by the employing governmental unit;
and withholding procedure is prescribed in detail. In the case of
retired employees who are continuing their participation in the
program under section 9 the treasurer of the local government unit
is authorized to withhold the amounts of their contributions from
their pensions.

Section 8 directs that

Any dividend or other refund or rate credit shall inure to the benefit of the
governmental unit or to the governmental units participating under section eleven
in proportion to the gross premiums paid by each governmental unit.

Section 9, as both summarized and quoted above, would provide
that local government employees who elect to continue group life,
hospital, surgical and medical insurance coverage after their re-
tirement shall pay the full amount of the premiums. Under
No. 774 the local governments would be required to pay half of the
premiums.

Section 10regulates the acceptance of chapter 328 by the various
types of local governments, in counties, by vote of the county
commissioners; in cities, by vote of the city council, subject to the
approval of the mayor; and in towns, by a majority of the voters
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voting at a local referendum on the question on the official ballot of
the town. Districts may accept chapter 328 “by vote of the district
at a district meeting”, but a “district meeting” is not defined.

Section 11 authorizes and directs the county commissioners to
establish a schedule of group life, accidental death and dismember-
ment insurance for each employee and a schedule of hospital, surgi-
cal and medical benefits for employees and their dependents, con-
sistent with the amounts of benefits provided for in section 5. Once
established, these schedules in effect become uniform plans which
must be complied with by each chapter 328 municipality in the
county and each chapter 328 district which lies wholly or princi-
pally within the county. The amounts of hospital, surgical and
medical benefits of local government employees so established may
not exceed the amounts of similar benefits prescribed for state em-
ployees by the State Employees’ Group Insurance Commission
under sections 4to 6 of chapter 32A of the General Laws. (See
Appendix C: Highlights of Coverage of Insurance for State Em-
ployees.)

Sections 12 to 14 of chapter 328 permit local government units
to purchase group insurance for their employees jointly, empower
local housing authorities to accept chapter 328, and authorize the
“appropriate public authority” of each unit to adopt rules and
regulations governing local administration.

Local Acceptances of Chapter 328.
The statistics are conflicting which indicate the degree of accept-

ance by the local communities of the present group insurance pro-
visions of chapter 328 of the General Laws.

Thus, the number of governmental units which have reported
their acceptance of chapter 328 to the Secretary of State of the
Commonwealth is summarized in the following table:

Total Localities,
„ Towns and
Counties. Cities. Districts.

Local Action
on Chapter 328.

Number. Per Cent.

Accepted 6 7 21 34 9

Not accepted .... 8 32 291 331 91

Total 14 39 312 366 100
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In contrast with these figures, the Boston Mutual Life Insurance
Company indicates the status of local acceptances of chapter 328
more optimistically as follows:

Total Localities.
Local Action „ ~ n ... Towns and

on Chapter 328. Counties. Cities. Districts.
Number. Per Cent.

Accepted 13 9 80 102 28

Not accepted ....
1 30 232 263 72

Total 14 39 312 365 100

These company figures show a much greater percentage of local
acceptance (28 per cent) than do the reports on the score to the
Secretary of State (9 per cent). The great discrepancies arise

id district governments while theamong the county and town
cities are about the same.

is are unknown but in any event the
s yet not very striking. It is said,
of the law in 1956 it has been re-

The causes for these differenc
degree of local participation is ;
however, that since the revisioi
ceiving greater consideration in the municipalities than previously.
This development is more marked in the larger communities which

programs for their municipal em-have more advanced personm
ployees.

personnel boards and directors may
as “fringe” or “collateral wage”

It is also stated that municipf
endorse chapter 328 insuran
benefits for employees. Sue! ay be the case if the municipality
does no't have the resources to provide general acorss-the-board

>r believes such increases un-direct salary and wage incr
justr

Chapter 111. Proposed Sharing of Insurance Costs.
Mandatory Features of House, A 774-

.station, bub has no provision for
aken thereunder. Governmental
ie provisions of the act. However,
the act thereby make available to

Chapter 328 is permissive leg
recision once action has been i
units are not required to accept t.
governmental units which accept
certain employed persons group life insurance, group accidental
death insurance, and group hospital, surgical and medical insurance.

Those governmental units which accepted chapter 328 previous
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to its major revision in 1956 become automatically subject to the
provisions of later amendments, such as chapter 730 of the acts of
that year. Of course if a governmental unit accepted the provisions
of the new 328 after 1956, it would naturally be bound by the
statute as amended in that year. It merits repetition, however,
that any amendment of the statutory law, such as proposed in
House, No. 774, would be binding upon all units which have already
accepted the act, and hence would take effect without further action

I or acceptance by the governmental unit.
This question requires consideration by the General Court. A

governmental unit could quite innocently accept an innocuous act
only to find that subsequent sessions of the Legislature amended
the law so as to emasculate the force of home-rule. Although the
proposed mandatory House, No. 774 is not in the category of such
defeatist legislation, there is the danger of some future Legislature

gatly increasing the benefits provided state employees by chap-
ter 32A, and local employees by chapter 328. Under these circum-
stances a given governmental unit could by legislative decree be
forced to accept the full cost of a given change it did not want,it

merely because it once agreed to a mandatory requirement in comic

tion with provisions that were acceptal
No. 774 does not change the statutory provision which

now enables retired employees to buy group hospital, surgical and
medical insurance, as well as one half the amount of group life insur-
ance which they had before they retired. The significant change
proposes that the governmental unit would then pay half of the1

premium cost for the group insurance protection of the retired em-
ployee, thus cutting in half the full premium payment which he had
to make previously upon his retirement

Language Defect in House, No. 77
The existing language of General Laws, chapter 328, section 9,

requires the employee to pay as his insurance premium only the
•relatively low “average group premium.” The change proposed

in House, No. 774, eliminates this provision but fails to fix the price
which the retired employee shall then pay for his insurance. If
the General Court wishes to continue the present price, it is necessary
that the bill be amended to specify an amount equal to the average
for the entire group.
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Group Life Insurance Aspects. Two illustrations will indicate
the need for perfecting the phraseology with respect to both group
life insurance and group hospital, surgical and medical insurance.
As to group life insurance in the city of Beverly, for example, the
average group life insurance premium per month to be paid by each
member of an entire group is $1.14 per $l,OOO of life insurance pro-
tection. At present, the retired employee must pay this annual
premium if he elects to purchase the insurance protection.

If House, No. 774 is enacted without a continuation of the re-
quirement of “average group premium”, a retired employee at
age 80 would be required to pay half of the rate of $12.09 per month
per $l,OOO for that age group, or $6.05 (see Appendix A for the
Standard Monthly Premium Rates per $l,OOO of Insurance). This
monthly amount would be over five times his present individual
premium cost of $1.14. Similarly, an employee of age 70 must pay
(see Appendix A also) a premium rate for group life insurance under
House, No. 774 of $5.44 per month. His payment of half of this,
or $2.72, would then be more than twice his current $1.14 charge
per month per $l,OOO of life insurance protection.

Throughout the above discussion, the monthly rate of $1.14 is the
existing rate charged by the John Plancock Mutual Life Insurance
Company for the entire group of municipal employees of the city
of Beverly. Actually this company has 29 such rates in effect in
the governmental units in the Commonwealth which range from a
minimum of $0,840 to a maximum of $1,920 as monthly premiums
per $l,OOO of life insurance. This range of rates reflects variations
in the average age of the employees in the governmental units.

Group Hospital, Surgical and Medical Insurance Aspects. The
second type of insurance covered in House, No. 774 concerns group
general or blanket insurance providing hospital, surgical and medical
benefits. At present the monthly average premiums in Beverly,
Massachusetts, for a person without dependents is $6.90 and for a
person with dependents is $14.35, regardless of the number of those
dependents. If the retired employee is considered to be separate
from the group and charged individually for “such insurance,”
(See House, No. 774) his monthly premium would probably rise
to about $5O. Obviously, even if the governmental unit pays half
of the premiums of “such insurance,” the cost to the retired em-
ployee would be much greater than at present.

The petitioner of House, No. 774 states that his intent was to
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have the pensioner pay half of the same low group insurance rate as
has heretofore been in effect. If the General Court wishes to follow
that intent it is apparent from the above discussion that a change
is necessary in the phraseology of the legislative proposal.

The background of this new text merits brief discussion. All
insurance rates are “group” rates and the size and composition of
the sample selected to define the group determines the rates to be
quoted. For example, the premium requirement for an individual

p life insurance policy of a person 70 years old is the average rate
reflecting life expectancy for all persons 70 years of age.

As the relevant statute now stands (G. L. c. 328, § 9) there may be
some degree of injustice because both employed and retired persons
are included in the same groups under the insurance plan. As a
result, the employed are subjected to a somewhat higher rate than
would be the case if they were not bracketed with this older group.

However, a separation of the retired persons from the group
would constitute a potentially adverse segregation. It would require
the application of unduly high and even hardship premiums in the
light of the experience of the insurance companies.

In the light of this background it is likely that the petitioner did
not contemplate such a segregation in House, No. 774.

Dividends on Group Insurance.
House, No. 774 would leave unchanged the present statutory

provision (G. L. c. 328, § 8) that any insurance dividend, or other
refund, or rate credit, shall accrue and be reimbursed to the benefit
of the governmental units which have contributed to the cost of the
insurance. Since all plans of group life insurance for government
employees examined during this study provide for reimbursement
to the units covered, the basis of such action is briefly discussed
below. The same considerations only hold in small degree because
the dividends on group hospital, surgical and medical insurance are

j almost always meager.
The retired employee now pays the same premium as he did when

he was employed but is the recipient of only one half as much life
insurance. In other words, he pays twice the former rate because
he pays the full premium for only one half the protection. In both
instances, his out-of-pocket payment is the same, unless of course
there have been rate changes in the interim.

Before the local government employee retired, his government
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employer paid fifty per cent of the premium. However, the latter
payment was to some extent counterbalanced by means of an insur-
ance dividend. This reimbursement occurred unless some extraor-
dinay loss necessitated a temporary suspension of a refund. The
reason of course for the refund is that the total of losses, expenses
and retentions of the company do not equal the premium paid by
those in the group insurance plan. The monies available for refund-
ing come from all premiums collected, including those premiums
collected from retired employees.

The nature of group insurance such that the whole group, and
not a particular age segment, bears the weight of the resultant losses.
Hence, the group also shares the benefits when losses are lower than
anticipated. As long as group insurance premiums and losses are
calculated upon the experience of both the active and retired em-
ployees of governmental units, it seems inequitable to discriminate
against the retired employees by not letting them share the benefits
proportionately to those who are not retired. It has been demon-
strated by experience that frequently about one half of the premiums
paid are refunded under the above circumstances. It would be
possible of course to return the relatively small sums involved to
each individual contributor of premiums to the group. For reasons
of economy the dividend is paid instead in one sum to the employer,
that is, the governmental unit, thereby avoiding a relatively expen-
sive distribution procesi

It is argued by some persons that all who contribute premiums
should share in the individual reduction of premium payments to
adjust in advance for the refunds which are now made collectively.

In the light of the above text, House, No. 774 may be said to be
designed to improve somewhat the economic well-being of a retired
group whose income has been reduced because its members are no
longer employed. The basic logic of the proposal is that to whatever
extent retired persons can get the same insurance protection for
less out-of-pocket cost, then to the same extent their income will be
increased. Meanwhile the governmental units are normally sub-
jected to only a small additional financial burden because annual
dividends paid back by the insurance carriers reduce the payments
made annually by the government units as their share of group
insurance premiums. Of course this will not be true occasionally



1958.] HOUSE — No. 3014. 21

9

‘ft

when the loss experience plus necessary administration costs leave
no margin for return as dividends.

On the other hand, it is contended that the proposed partial gov-
ernment payment toward group insurance of employees is a “fringe
benefit” which is provided for local government employees by the
taxpayers. It is not something to which these emplo3rees may be
said to have a recognized right, such as, for example, a fair mini-
mum wage and safe working conditions. Furthermore, the local
governments are already burdened with heavy costs of employees’
pension system which are noted among the States for their liberality.
Uncertainty of Estimating Future Costs.

Three factors work against an exact calculation, of the future ex-
pense for governmental units as a whole of paying half the cost of
providing retired employees with group insurance in any particular
year

1. The number of governmental units which accept chapter 328
may increase.

2. The number of eligible retired employees will probably increase
3. The cost per retired employee will probably rise due to a

higher level of benefits and to an increasing life expectancy.
The information which is available on the above questions was

found to be much too limited and inadequate to permit of anything
except the most approximate of estimates, and then only on the
basis of certain, hypotheses. It is indicated above that 28 per cent
of the local communities of Massachusetts have accepted the present
group insurance provisions of chapter 328. The total number of
employees in all local governments exceeds 100,000 persons.

Using these two figures, it may be cautiously hypothesized that
probably something like 28,000 local employees are eligible for
group life and medical insurance plans under the existing law.

Questionnaire Results from Chapter 328 Localities. In contrast
with this rough estimate of possibly 28,000 government employees
in Massachusetts being eligible for group insurance, the meager
evidence available points to a very much smaller number of em-
ployees having elected thus far to utilize their right under chapter
328 to continue their insurance upon retirement. Thus a Research
Bureau questionnaire containing the three following questions was
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sent to the 34 counties, cities, towns and districts listed in Ap-
pendix B, which the Secretary of State reported had certified their
acceptance of chapter 328 insurance provisions.

1. How many of your retired employees are eligible for chapter
328 insurance?

2. How many of your retired employees are actually now con-
tinuing chapter 328 insurance?

3. What total amount do the latter employees actually now pay
for their chapter 328 insurance coverage?

As indicated in Appendix B for the 23 responding localities, only
a negligible total of 237 retired employees are now continuing 328
insurance. With reference to cost data from this questionnaire the
exact replies of the localities are quoted in the final column. Un-
fortunately, these figures constitute such a heterogeneous pattern
of payments that other bases of cost estimating have had to be used.

Insurance Costs for Local Employees under Chapter 328. —ln
addition to the questionnaire data, described above, for estimating
local insurance costs, the following estimates are based on the
probable number of future retirees from local government service
and the monthly insurance charges now in effect for retirees from
state government service.

The following rates per month will be in effect for state employees
throughout the year 1958:

Scope of Insurance Coverage.
Total Rate
per Month.

Group life insurance and group hospital, surgical and medical in-
surance (Blue Cross-Blue Shield):

$5.90
12.08

For retired employee alone
For retired employee and one or more dependents

Group life insurance only:
Employee whose spouse, a state employee, is already insured

fully under plan, contributes the life insurance portion only .
0.82

The above benefits are only guaranteed for a period of three years
commencing January 1, 1956. Future charges may therefore be
modified considerably.

As a hypothetical basis of calculating increases in insurance costs
under House, No. 774, it is assumed that the same proportion of
local employees will retire as have state employees. Over the two
years during which chapter 32A has been in effect for the 35,000
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employees of the State, 800 of its employees have retired, or 2.28
per cent. Allowing for the fact that some of this ratio arises from
retirees of former years who wished to join the new plan, it is pos-
sible that something like 1 per cent of the state employees could be
expected to retire annually and apply for the new group insurance
in the future.

It has been previously estimated that 28,000 local employees ap-
pear to be eligible under the terms of House, No. 774 of whom 1 per-
cent would mean 280 local additions annually to the holders of the
proposed group insurance. Assume that half of these aging retirees
are single employees ($5.90 per month of total insurance charge),
and half are employees whose wives or other persons are still de-
pendent on them ($12.08 per month), and the average total charge
works out to $8.50 per month or $lO2 per year. Applying the latter
figure to the 280 annual retirees, and dividing by two because the
local governments will only pay half of the cost, it works out that
the new plan would involve over-all new insurance costs of about
$15,000 per year to the local governments.

These costs would pile up cumulatively as additional local retirees
were added each year to the system. Within 10 years this cumula-
tion might amount to $150,000 per year, assuming that the satura-
tion point had not yet been reached, that is, the point at which the
system achieves equilibrium because the retirees added annually are
equal to those removed from the rolls by death or other causes in
the same year.

Opponents of House, No. 774 emphasize that if that proposal
succeeds in applying the proposed plan to the retirees from local
government, that there will undoubtedly follow a successful move to
do the same with the retirees from state government. In that event,
an additional cost, equal to about one third of the total cost of new
insurance for local government employees, would perhaps result on
behalf of the retired state employees. This calculation is based on
the ratio of 35,000 state to 100,000 local government personnel.

In closing, it should be emphasized that all of these calculations
are extremely approximate and can only be thought of as rough
estimates designed to show the general order of magnitude of the
added insurance costs involved if House, No. 774 is accepted.
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Appendix A.

STANDARD PREMIUM RATES FOR GROUP LIFE
INSURANCE 1 BY AGES 15 TO 94.

_.
s °,urce: :>J’ roup Insurance and Employee Retirement Plane, New York, Prentice-Hall, Inc.,

.

~~ 7-. '
'

1963, p.212.
‘ “

Hate per Month j Rate per MonthAgk - per $l,OOO j Age. per $l,OOO
Insurance. Insurance.

>5 $0.20 66 1,65
2O 56 1.781" .21 67 1.93

.21 58 2.0819 .22 69 2.26
20 .22 60 2.4421 .23 61 2.6422 .24 62 2.8623 ,25 63 3.1024 .26 64 3.36
25 .27 65 3 6426 .28 66 3.9427 .29 67 4,2728 .30 68 4.63
29 ,31 69 6.02
30 33 70 6.4431 .34 71 6.8932 ,36 72 6.3983 .38 73 6.9234 .40 74 7.60
35 .42 76 8.1330 .45 76 8.8037 .47 77 9.6438 .50 78 10.3239 .54 79 11.17
<0 .57 80 12.09
41 .61 81 13.07
42 ,65 82 14.1343 ,69 83 16.27
44 .74 84 16.49
45 .79 86 17.8046 .86 86 19.20
47 .91 87 20.6948 .98 88 22.2849 1.05 89 23.97
50 1.13 90 25.7651 1,22 91 27.8652 1.31 92 29.6753 1,42 93 31.78
54 1.63 94 34.01

1 These standard premium rates do not include the additional administrative charge of 10 per cent of the
net premium, plus a constant charge ofsl.So per annum per $l,OOO of insurance, If less than $76,000 ofinsurance
is in force at issue.
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Source: For three questions asked in questionnaire of Legislative Research Bureau sent to the abo
34 localities, see page 22 of this report.

list of

Number of
Localities

WHICH HAVE ACCEPTED
Chapter 328 Insurance,

Retired Number who
Employees continued Present Payments
Eligible for Chapter 328 as stated in

Chapter 328 Insurance. Questionnaire.Insurance.

Counties
Hampshire
Middlesex
Hampden
Norfolk
Bristol
Franklin

Cities
North Adams
Quincy
Lawrence
Springfield
Cambridge
Revere
Pittsfield

Towns
Fairhaver
Athol
Norwood
Arlington
Concord
Chatham
Great Barrington
Westwood
Lincoln
North Andover
Hull .

4.95 per mo. (full cos it

Winthrop
Kingston
Rockland
Framingham
Weymouth
Shrewsbury
Watertown

Districts
Middlesex County Tuberculosis Hospital
Bourne Water District .... acb4

Concord Avenue, Cambridge

Total 258 237

‘Retired can have half hospital insurac
‘Plus: $3.09 single; $ll.lO family.”

3 “Retired before town accepted chapter 328.

Appendix B.

NUMBER OF ELIGIBLE RETIRED LOCAL EMPLOYI
CONTINUING CHAPTER 328 INSURANCE.

1.09 per mo
4 32.51 per mo,

4 1.09 per mo.
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Provided fok State Employees tjndeh G. L., c. 32A.

Source: Pamphlet issued by Governor Christian A. Herter on Jan. 25, 1956, titled: Employees’ Insurance
Plan, Administered by the State Employees’ Group Insurance Commission.

Group Life and Accidental Death and Dismemberment Insurance:
1. Life Insurance of $2,000 in case of death from any cause (half the amount

may be continued at retirement by retiree at his full cost).
2. Accidental Death and Dismemberment: The principal sum of $2,000 in case

of following losses due to “external, violentand accidental means”: (a) Loss
of life, and (b) loss of two hands, two eyes and the like. One half the prin-
cipal sum of $2,000 is paid upon loss of one hand, one foot or one eye.

Group Hospital, Surgical and Medical Insurance;
1. Benefits for Hospital Services as an Inpatient: (a) Up to $l4 a day in general,

maternity, mental or state hospitals for 120 days; (b ) semiprivate charges
for “included services” for same period to cover operating rooms; labora-
tory examinations; anesthesia, X-ray, cardiograph, incubators, oxygen and
other equipment, and their use; drugs; and dressings and casts (Outside
of Massachusetts a maximum is applicable of “$5OO plus 75 per cent of
next $2,000”).

Benefits as an outpatient in above hospitals: Immediate accident care;
surgical care; major endoscopy; X-ray treatments in lieu of surgery, and
for cancer; and electric shock treatments.

2. Benefits for Doctor’s Services: (a) Surgical, 120 days as inpatient; and various
surgical services; ( b ) medical, for 120 days of non-surgical, non-maternity
medical services for hospitalized inpatients only; (c) maternity benefits
during delivery; (d) anesthesia; (e) X-ray treatments in lieu of surgery
or for cancer; (/j assisting and surgical after-care; and ( g) electric shock
treatment. 1

3. Other Benefits: (a) X-rays by a specialist and laboratory determinations;
(6) dental surgery; (c) prolonged illnesses, e.g. cancer, fractures, tumors,
heart difficulty or failure, cerebral hemorrhage, liver and kidney condi-
tions, etc., including unlimited doctor, board and nursing care in these
cases in hospitals; and (d) polio expenses up to 15,0002

Note: The above summary schedule is intended to give only a general idea
of the insurance coverage involved, and may not cover adequately all details of
the full complicated regulations. It should therefore not be used as a specific guide
by employees coming under the plan. Detailed official schedules should be con-
sulted for that purpose.

1 Massachusetts Medical Service (Blue Shield) physicians and dentists have agreed not to charge a state
employee more than the doctor’s fee set out in the plan, if the total annual income of said employee and
spouse from all sources does not exceed $5,000.

Appendix C.

HIGHLIGHTS OF COVERAGE OF GROUP LIFE, HOSPITAL
SURGICAL AND MEDICAL INSURANCE.
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