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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 3074 relative to the insurance
of loans from banks or other financial institutions.

The statute, which created the Legislative Research Bureau,
limited its activities to “statistical research and fact-finding.”
This report therefore contains only factual material without recom-
mendations or legislative proposals.

Respectfully submitted,

MEMBERS OF LEGISLATIVE RESEARCH COUNCIL,

Sen. Charles W. Hedges of Quincy
Chairman.

Rep. Michael F. Skerry of Medford,
Vice Chairman.

Sen. John E. Powers of Suffolk.
Rep. Rene R. Bernardin of Lawrence.
Rep. Walter F. Hurlburt of Green fie
Rep. Earle S. Tyler of Watertown.

LETTER OF TRANSMITTAL BY LEGISLATIVE
RESEARCH COUNCIL.
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Gentlemen; —House Document numbered 3074 directed the
Legislative Research Council to investigate and study the subject
matter of current Senate Document numbered 645, relative to the
insurance of loans in banks.

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

This report was prepared by James Roland McPherson, an
assistant professor of economics and finance in the College of
Business Administration of Boston College.

Respectfully submitted,

HERMAN C. LOEFFLER,
Director, Legislative Research Bureau

I

Che CommonUiealth of Massachusetts

LETTER OF TRANSMITTAL TO LEGISLATIVI
RESEARCH COUNCII
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This report deals with Senate, No. 645 of 1956, which proposed
legislation authorizing banks and other institutions to purchase
life insurance on a group basis on the lives of debtors. Special
attention is given in the report to the controversial provision apply-
ing this authorization to the lives of debtors making loans secured
by mortgages which are paid off on an installment basis.

Present Practice. Most commercial banks and credit unions
have long followed the above practice relative to so-called consumer
loans, repayable in not more than ten years, which involve auto-
mobiles, trailers, furniture and other non-real estate property. The

ay be purchased thereon may not
iue, or $lO,OOO, whichever is less,
insurance is being purchased by

maximum life insurance which m
exceed the outstanding balance c
In addition, group creditors’ life
small loan companies.

purchases of insurance are not
de Bank Commissioner because of

Proposed Extension. Similar
allowed to other banks by the St
restrictions of present statutory language. However, he commends
such group creditors’ life insurance as desirable and in the public
interest. To eliminate the present prohibition he therefore re-
quested introduction of Senate, No. 645 at the past legislative
session.

This bill extends group creditors’ life insurance to the field of real
estate mortgaged loans. These loans may only be covered by in-
surance if they are repayable in installments over periods of not less

'Than ten years, and if the insurance on debtors’ lives is restricted
#o the outstanding balances of their loans within a maximum of

$20,000.
This provision has roused much controversy. The opposition

contend, among other points, that this new legislation would be
an unwarranted encroachment by the group insurance concept
into an area which is now better served on an individual basis.

Cljc Commonturaltl) of Massachusetts

SUMMARY OF REPORT.
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Pros and Cons. — The report discusses at length in chapter VIII
the pros and cons of various aspects of that controversy. Points
covered relate to arguments over considerations such as the extent
of mortgage foreclosures, the adequacy of present life insurance
on homeowners, the need for group credit life insurance, the question
of bad risks within actuarial groupings, and alternative costs of
existing and proposed insurance

Role of the Federal Government. By decision of the U. S. Supreme
Court in 1944, insurance was declared to be interstate commerce*

By the following year a federal statute delegated regulation to the
States, provided federal requirements are not nullified. Recent
congressional study may result in new legislation.

The Federal Trade Commission is active with respect to insurance
advertising, and with respect to the requirement that vendors must
itemize costs for purchasers on installment sales. The report ind
cates the rules of the Comptroller of the Currency relative to in
surance on the lives of bank debtors purchased by national hanks
and by federal savings and loan associations.

Present Sales of Proposed Insurance. A huge amount of group
creditors’ life insurance was in effect at the end of 1955, $0.4
billion in Massachusetts, and $14.8 billion nationally

ivvendices. There are four appendices of the report. One
prints Senate, No. 645. A second gives the definition of group

creditors’ insurance promulgated by state insurance officials. Two
other appendices summarize in tabular form statutory provisions
throughout the country relative to the amounts and duration of
group creditors’ life insurance which are authorized within each of
the States.

%



Scope of Legislative Proposal.

House, No. 4 of 1956 (later becoming House, No. 5) is a bill
to the insurance of loans in banks, which was introduced

by the State Commissioner of Banks, Charles P. Howard. After
referral to the House and Senate Committees on Banking, and later
to the legislative Committees on Insurance, the bill became Senate,
No. 645. As such it was passed by the Senate. After vigorous
debate the House, however, referred the matter to the Legislative
Research Council for study (in House, No. 3074) and the Senate
subsequently concurred.

Contents of Senate, No.

This bill (see Appendix A for full text) contains six
Section 1 amends the banking laws by adding a nrovisia; a provision which
authorizes banks to purchase group creditors’ life insurance (G. L.,
c. 167). The five other sections amend the insurance laws
(G. L., c. 175). They are summarized below, and are then discussed
in separate subsequent chapters of this report.

Section 2 expands the phrase “financial or other institutions” to
include “bank, association,” thus granting banks the same privileges
of purchasing group creditors’ life insurance as small loan com-
panies now have.

Section 3 authorizes group creditors’ life insurance on debtors
whose loans are secured by mortgages, payable over a period of
“not less than ten years.” The maximum amount of insurance is
the balance of the loan outstanding, or $20,000, whichever is less.

% Section 4 continues to exclude conversion privileges from group
creditors’ life insurance policies.

Section 5 continues to require that certificates of insurance be
issued to insured debtors. It adds the words “or creditors” to
“creditor” in order to bring consistency to the whole group creditors’
statute. This insertion is made because not less than 100 persons

Cfte Commontoealtl) of

Chapter I.
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may become insured under a valid group creditors’ policy, and
because two or more creditors may have to combine in view of the
minimum.

Section 6 prohibits the debtor, in connection with group creditors’
life insurance, from naming the beneficiary, and prevents the in-
surance company from paying any one except the creditor. Section 6

extends the present provision of the existing group creditors’ law
covering loans up to ten years in duration, and insurance coverage

of not more than $lO,OOO to loans of longer duration, and to twic|
the $lO,OOO maximum amount of insurance.

Bank Authorization to buy Group Creditoi
Life Insurance.

Historically, the Commissioner of Banks has held that the
banking laws must spell out specifically the authority of the banks
before they may act in any way. And the banking laws do not now
expressly permit banks to finance an individual life insuranc
policy on a debtor, or to buy group creditors’ life insurancec

Section 1 of the proposed bill specifically authorizes banks to

finance the premium of an individual life insurance policy to the
extent of the person’s indebtedness; it would also permit them to
purchase group creditors’ life insurance for debtors who request it.

The premium may be added to the payments of those who elect
to become insured. The bank may absorb all of the premium, part
or none. Banks may purchase such a policy and make it available
to eligible borrowers.

An important distinction is made in this new insurance program
for the banks between “make available” and “sell or solicit. It is
not the intent of Senate, No. 645 to sanction solicitation of insurance
customers by banks. Similarly, the Division of Insurance of the
Commonwealth will not license a bank, a group of banks, or an ec||
ployee of a bank to function as an insurance agent or broker; the
legal basis for this refusal is that the insurance laws restrict the
solicitation of insurance to a licensed agent or broker, and banks
may neither solicit nor receive commissions from the sale of life
insurance to debtors.

Chapter 11.
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Section 1 of Senate, No. 645 also sets up safeguards to prevent
coercion of borrowers and tie-in sales, and seeks to maintain com-
petition among the agents and brokers of all companies who solicit,
sell and service group creditors’ life insurance. The statutory
language which is directed toward preventing a monopoly of sales
of this type of insurance by the savings banks reads as follows:
“No trustee, director, officer or employee of such a bank shall
benefit financially, directly or indirectly, from the sale of such
insurance. ...” The Commissioner of Banks interprets the
quoted phrase to mean that no savings bank could purchase such
coverage from its own life insurance department.

Authorization to sell Group Creditors’ Life Insurance
to Bank

Under existing statutes, “financial or other institutions” may

purchase group creditors’ life insurance in Massachusetts (G. I
c. 175, §§ 133, 134). The authorized type of policj' - to cover
so-called “consumer loans.” Such policies may insure the lives of
debtors to protect loans which are repayable in installments over a
period of not more than ten years’ duration. The amount of th

ling balance of the loan up to apolicy may not exceed the outst
maximum of $lO,OOO.

In the light of these statutoi
Banks and legal counsel believe
only financial institutions autb

provisions, the Commissioner of
hat small loan companies are the
ized to buy group creditors’ life

insurance. Small loan companies are licensed by the Commissioner
under General Laws, chapter 140,and they may, of course, purchase
the insurance only if they comply with the stipulations of that
chapter.

Insurance Purchasev hv Department Stores
Department stores and other retail outlets presumably would be

among “other institutions” to which group creditors’ life insurance
may be sold. Usually, such an insured debtor obtains a line of
credit for a “revolving” or “rotating budget account.” The re
payment of these “loans” which are advanced by the seller to
finance a purchase are on an installment basis. A consumer would

Chapter 111
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hardly continue to make purchases within his credit limit for the
sole purpose of avoiding a reduction in the amount of life insurance.

It would be academic to argue that department and other stores
are “financial institutions” in so far as they “loan” or extend
credit. Certainly, the Commissioner of Banks in Massachusetts
makes no such contention. In any event, existing statutes permit
sales of group creditors’ life insurance to department and other
stores, and their purchase thereof.

Even though the insurance lav/ mentions “financial and othett
institutions,” the banking laws do not specifically authorize banks
to purchase group creditors’ life insurance. Therefore the Commis-
sioner of Banks is convinced that banks may not do so.

Under Senate, No. 645 (sections 1 and 2) the trust companies, co-
operative banks, savings banks, credit unions and other institutions
which are under the supervision of the Commissioner of Banks,
would be specifically authorized to purchase group creditors’ life
insurance for those debtors who obtain a “consumer loan.”

Banks could only enter into the insurance business in the event of
the breakdown of long-time standards required by law. That
probability is so remote that it has not drawn a single objection
among the many persons interviewed during the preparation of this
report.

The only objection voiced to the change proposed in General
Laws, chapter 175, by section 2 of Senate, No. 645 was that it would
perpetuate “a discrimination” against the borrowers who do not
repay indebtedness in installments. Such borrowers would continue
to be ineligible for the protection afforded by group creditors’ life
insurance.

Background of Credit Life Insurance
The idea of connecting life insurance with credit transactions is

not new. The plan of writing policies to insure borrowers against
loss in case of death was launched forty years ago, in 1917. There,
are now many types of life insurance policies used to retire consumed
or mortgaged debt. The life insurance thus used serves a specific
purpose, and is not a special type of insurance. The objective is to
have the debt die with the debtor.

The practice of bank purchases of group creditors’ life insurance
in Massachusetts is widespread. At this time it is difficult to find a
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single commercial bank or credit union which has not already done
so. Some banks absorb the cost of the insurance as an advertising
expense. Others add the premium to the monthly installment to be
paid by borrowers. Credit unions always provide this insurance
protection at no extra charge to the borrower.

In all instances the insurance policy is issued to the creditor, and
certificates are generally issued to the debtor. Proceeds of the in-
surance always are payable to the creditor upon the death of the
debtor.
i Under the proposal there would be no administrative costs to be
paid by the banks. In all instances the insurance company reim-
burses the bank, or credit union, for expenses incurred in servicing
the insurance accounts of the debtors. T me by a dividend
or an expense allowance which is paid to the policyholder

Credit insurance is reducing term life insurance. This type of
insurance is therefore in effect for a stated period during which there
is no build-up of cash value. The potential benefit decreases as the
debt is retired.

Extent of Credit Life Insurance
The popularity of credit life insurance in Massachusetts is indi-

cated by the great extent to which it is in use. Thus, at least 758,000
persons were protected by over $350,000,000 of credit insurance in
1955. These large figures understate the real situation because some
companies report their production of this type of coverage as “group
insurance” rather than “credit insurance.” Credit insurance con-
stitutes almost 10 per cent of all life insurance in Massachusetts.
Even though the average credit life policy is only about $470, total
credit insurance constituted about 3 per cent of all kinds of life in-
surance in force in Massachusetts in 1955.

In the development of credit life insurance, Massachusetts is in
line with the rest of the United States. Nationally, credit life in-
surance protection covered 28 million loans, and amounted to the

Enormous sum of $14.8 billion at the end of 1955. Some $5O million
in death claims were paid by the life insurance companies under
credit policies in 1955. Without this protection, the families of those
borrowers who died would have had to assume the obligation of re-
paying loan balances.

Group creditors’ life insurance covers borrowers in all States.
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Thirty-four of the 48 States have laws authorizing and regulating
group creditors’ life insurance. In addition, although Utah has a
statute regulating group life insurance which does not include credi-
tor groups, the State Insurance Department has approved policy
forms for such coverage (31-22-1, el seq., Code Ann.). In the re-
maining 13 States which have no laws regulating group creditors’
life insurance, loans to nearly 5 million persons were protected by
$2.6 billion of credit life insurance in 1955.

It is impossible to measure precisely the extent to which consumer*4
and mortgagors use individual and group life insurance for the pro-
pose of retiring debt upon the death of debtors. Many types of
insurance can be used for this purpose. The striking fact is that the
$14.8 billion of credit life insurance reported above was in force in
the United States in 1955.

Increased Insurance for Longer Term

Section 3 of Senate, No. 645 proposes the addition to General
Laws, chapter 175, section 133, of clause (/) which would increase
from $lO,OOO to $20,000 the maximum insurance protection which
may be purchased by banks. Moreover, the term of the loan eligible
for the higher amount of coverage would be changed to “not less
than” ten years’ duration. These provisions constitute the contr
versial section of the bill.

The insurance law now limits group creditors’ life insurance t
debtors whose loans are on any property without specifying that th

loan be secured by mortgage, and such loans may not be of more
than ten years’ duration. Protection may not exceed $lO,OOO, or
the outstandingbalance, whichever is les;

The proposed change would provide group creditors’ life insurance
principally for mortgagors of real estate because the bill is specifi-
cally related to loans which are “secured by a mortgage.” It doe,7
however, have a relation to loans secured by other property. ThUi;
a great proportion of consumer indebtedness to banks and other
financial institutions in Massachusetts is now secured by a chattel
mortgage on automobiles, auto-home trailers, furniture or other
non-real estate property. These loans are frequently protected by
group creditors’ life insurance, as has been indicated above.

Chapter IV.
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Intent of Limitation on Term of Loan.
The question arises whether the intent of the law is to insist that

installment “loans secured by a mortgage on any property” be
eligible for life insurance protection only when they run for a term
of not less than ten years’ duration. Clearly, such is not the intent
of the authors.

No other State uses the phrase not less than.” All States which
inait the term of loan for purpc of insurance coverage use the

phrase “not more than,” as Massachusetts currently does (G. L.1. I
c. 175, § 133, (c)). California (in 10203.5 Ins. Code) uses “not more
than 32 years”, and Illinois (in 842, 832 C.73 Annotated Statutes
and New York (in 204 Ins. Law) use “not more than 20 years.’
Incidentally, each of these three
its statute on group creditors’ lif.

tates retains the $lO,OOO limit in
insurance

It is also significant that only
place a limit on the duration of tl

x States including Massachusettsa

loan. The other 42 States either
no applicable statute or pulate no maximum number of

years whatsoever. Similarlv, t 1946 model bill of the National
Association of Insurance Cornu oners (see Aupend ets no

ation of the eligifmaximum on

11

There are in force today 7 in Massachusetts group creditors’ liasetts group creditors’ life
insurance policies insuring the lives of debtors whose re:whose n

credit unions are secured by mortgages. Credit
unions report the outstanding uni ans to

insurance companies without differentiating between those loanssecured by a mortgage on real estate and all others. At least onei „n

federal savings and loan association in the Commonwealth provic
not only indemnity for death, but )r disabili
cident or

(Insurance companies report tha
hich are secured by a mortgage o

there is no doi
real estate are ffrequently pro-tected with creditors’ life insurant wo reasons: (a) becaus

of the system used to report out -nding balances of lo;r

(t>) because of the ignorance on the part of many banks and otherfinancial institutions of the lack of an enabling statute to permit
iuch coverage (if such really is the c eas
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To summarize: the banks, financial and other institutions of
every State, including Massachusetts, purchase group creditors’ life
insurance to insure the life of each debtor whose loan is secured by a
mortgage. As far as can be determined, there is not a single State
which does not have at least one such policy in force.

Varieties of Policies in Effect.
Competition between insurance companies has developed a.

variety of forms of policies. Whenever imaginative merchandising
of the benefits has been coupled with an attractive price below that
of comparable individual policies, such plans have been popular
with debtors.

The bill proposes that a limit of $20,000 be established for loans
of not less than ten years’ duration secured by a mortgage on any
property. In contrast, no other State which limits the amounts of
group creditors’ insurance has as yet raised the limit above $lO,OOO
for this class of life insurance. Even in the 4 States which have no
ceiling and in the 13 States which have no group statute at all, in-
surance companies currently writing group creditors’ life insurance
are unwilling to insure an individual under such a group policy for
more than $lO,OOO on a single loan.

Some States authorize coverage for loans not repayable in in-
stallments. Under Senate, No. 645, both consumer and mortgage
types of debtors would only be eligible for group creditors’ life in-
surance protection if their loans are repayable in installments.
Nothing in this proposal would make eligible those whose loans are
not repayable in installments; at least 5 States now make eligible
insurance on loans involving no installment payments.

Conversion Privilege

Standard group life insurance policies in Massachusetts must
contain a conversion provision. Under specified conditions, this
provision permits exchange of temporary, or term, insurance for a
permanent plan of insurance of a maximum of $2,000 face value,
without further evidence of insurability.

Chapter V.
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Such a provision is not now included in the Massachusetts’ group
creditor life insurance statute (G. L., c. 175, § 134, p. 4) nor would
it be if section 4of Senate, No. 645, is enacted. In other words,
conversion privileges are not included as a standard provision of
group creditors’ life insurance policies. This exception holds whether
such policies are designed to cover consumer loans or mortgage loans.

One State now requires conversion rights for debtors if the credi-
tor’s policy is cancelled. This single State of New Jersey provides

the right of convertibility, under specified conditions shall rest
whth the (debtor) holder of a certificate of a master policy issued
to a creditor.

Nothing in proposed Senate, No. 645 would, however, prevent an
insurance company from voluntarily making conversion privileges
available, provided that the policy form had been previously ap-
proved by the Insurance Commissioner.

Certificates of Insuraxce.

The existing Massachusetts group creditors’ life insurance statute
requires that the company supply the creditor with forms to be de-
livered to the debtor, stating the amount of insurance on his life.
Section 5 of Senate, No. 645, would continue to require that such
certificates of insurance inform the debtor that the proceeds of the
insurance shall be applied to reduce, or extinguish, the indebtedness.

Ten States require some certificate for insured debtors. Usually,
the major life insurance companies which write group creditors’ life
insurance policies issue certificates of insurance to the individual
debtors. Several of the largest companies, however, do so only in
those ten States where this is mandatory under law or regulation.

Description of Certificate.
The group creditors’ life insurance certificate which is usually

issued to the insured debtor is a small form containing only a few
provisions. It certifies that the debtor, being indebted to the
creditor who is named therein, is insured against death, under the
group creditors’ insurance policy issued by the named insurance
company, for an amount generally equal to the unpaid balance of
his indebtedness, but not to exceed a stated maximum.

Chapter VI.
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The certificate provides that in the event of the death of the
debtor, the insurance shall be applied toward the discharge of the
indebtedness. The certificates of several of the major companies

Inch termination of the debtor’salso specify the conditions under
the name of the debtor, the noteinsurance may occur. Spaces for
are ordinarily provided for on thenumber, and the date of the note

certificate
are now required by the groupSince certificates of insurance

ce convertibility provisions^
r nr-inn n o 1 i-A llan voooati f

creditors’ life insurance statute
a mav arise as to the reason forare not now required, the questic

their mention in Senate, No. 645.
Group creditors’ life insurance policies may not be issued ur

one hundred eligible debtors elect to be insured, or may reasonably
be expected to be insured during the first policy year. The require-
ment of one hundred debtors is an arbitrary minimum. The think-
ing behind such a minimum is that the economies of administratior
of a group plan are not likely to be realized if a smaller number of
persons are insured. Moreover, this is believed to be the minimum
iample which will obtain an adequate actuarial spread of the risk

of dt
Joint Bank Insurance I

Senate, No. 645 permits joint purchase by two or more banks of
a group creditors’ life insurance policy in order to achieve the above
minimum number of debtors. To accomplish this end, such phrases

“bank, or group of banks” and “creditor or trustees acting for
two or more creditors” have been inserted in the bill
keep the group creditors’ statute consistent, Senate, No. 645 add
the words “or creditors” to both the provision requiring certifi-
cates to be issued and the provision concerning conversion

Role of Federal Government. |

Insurance is subject to regulation by Congress as interstate
commerce. Because of affirmative action by Congress inviting
regulation the insurance industry is regulated by the States.

Federal regulation dates from the Supreme Court decision in
1944 in United States v. South-Eastern Underwriters Association

Chapter VI
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et al. (64 Sup. Ct. 1171). This decision held insurance to be com-
merce and subject to federal regulation because of its interstate
nature. Theretofore, insurance had been held not to be commerce.

The States are required to take positive action under federal
Public Law 15, c. 20 (79th Cong., Ist Sess.), known also as the
McCarran Act, which went into effect on March 9, 1945. Although
Public Law 15 delegated the regulation of the insurance industry
to the States, Congress made it clear that the States must be posi-
tive in their regulation, and they may not nullify the enforcement
of federal statutes. In specific terms it applied the Sherman,
Clayton, Robinson-Patman and the Federal Trade Commission
acts to insurance transactions.

In April, 1954, a federal investigation was started in the field of
credit insurance when questionnaires were circulated by the Sub-
committee on Anti-trust and Monopoly Legislation of the Senate
Judiciary Committee. Hearings were subsequently held in Kansas
in September and in North Carolina in December.

The resultant report of this subcommittee was an interim docu-
ment which did not recommend new federal legislation dealing
with tie-in sales of credit insurance. It did, however, call for
further investigation to determine the need for new legislation

wrould amend or repealwhich would amend the an t law
Public Law 1

Continued hearings have nol
tions for new legislation. The

t brought specific recommenda-
larings do seem to demonstrate

"V

mounting impatience on the part of the federal government with
the adequacy and quality of the regulations of credit life and acci-
dent and health insurance bv some States

Insurance Advertising and Charges

Perhaps the whole subject of insurance advertising should be
* considered from the public relations aspect rather than as a point
*of law. At any rate, the Federal Trade Commission has been

continuously investigating the advertising of accident and health
insurance since 1953. There is a natural overlapping of accident
and health insurance with life insurance.

The Federal Trade Commission claims the right to regulate (a)
certain practices of insurance companies, especially when state
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laws do not regulate those practices, and (b) insurance companies
operating in more than one State, and not licensed in all of them.

The Federal Trade Commission promulgated trade practice
rules relating to the retail installment sale and the financing of
motor vehicles on February 6, 1951. The rules provide that the
vendor must furnish the purchaser with a cost itemization on an

installment sale. It is clear that any charge for group creditors
irance passed on to the debtor must be identifiable in this
nection.

Federal Insurance of Bank Debtors.

There is no federal statute referring specifically to insurance
the lives of bank debtors. However, the Office of the Comptroller
of the Currency has promulgated Rule No. 26 w Thich authorizes
national banks to purchase such insurance and regulates this action
in the following terms:

This office recognizes that a national bank, as a creditor, may have an insurable
interest in the life of its borrowers, at least in the amount of credit outstanding
thereto, and may purchase a group insurance policy to insure the lives of borrowers
up to the amount of outstanding loans. It is believed that a national bank acting
under this principle would not be entitled to commissions on insurance taken on
the lives of borrowers, although a national bank may have the right to pass the
actual cost of the insurance on to the borrower. .

.
.

Further, the Comptroller of the Currency has ruled that a national
bank may purchase individual policies as well as a group or blanket
policy on the lives of borrowers (in Digest of Opinions, Paragraph
9420A).

Rule 26 was reaffirmed by a supplementary opinion of the Office
of the Comptroller of the Currency in September, 1950. The opinion
pointed out that the Comptroller was subject to the act of Septem-
ber 7, 1916, which prohibits a national bank located in a place hav-
ing a population of more than 5,000 persons from acting as an in-
surance agent, even if the borrower pays the insurance premium to
the bank (12 U. S. C. 92). Such banks may receive reimbursements
(whether called dividends, refund of premium, commissions or
otherwise) only for the actual cost of furnishing the service, includ-
ing clerical and stenographic expenses.

The Comptroller’s Office also points out that the laws of some
States limit the charges on small loans, including insurance premi-



HOUSE No. 2803.1957.] 21

urns. In those States national banks must make certain that the
aggregate of the interest, insurance premium, and other charges
which are paid by the borrower, does not exceed the statutory legal
maximum as set forth in R. S. 5197 (12 U. S. C. 85). This maximum
in effect limits the amount of interest which a national bank may
charge to that which is allowed by the laws of the State in which the
bank in located.

There is no provision in the federal laws pertaining to insurance
banks which are members of theon the lives of borrowers from sta

Federal Reserve System.
er 111, federal savings and loan
e regulations of the Federal Home

pointed out above in chap
associations which are subject to t
Loan Bank are authorized to purchase individual and group insur-
ance policies on the lives of borrowers from banks.

Views of Proponents and Opponents.

Opinion is divided about the advisability of the provisions of
Senate, No. 645, which would enable creditors to purchase group
creditors’ life insurance for those debtors who have loans of not less
than ten years’ duration, and not more than $20,000 of insurability,
which are secured by a mortgage on property. This chapter there-
fore summarizes the principal arguments advanced by proponents
and opponents. This summary by the Legislative Research Bureau
is based on opinions of the parties at interest as indicated in corre-
spondence with the Bureau, and during interviews with the Bureau’s
consultant. To maintain impartiality the points at issue are ex-
pressed as questions rather than positively.

Chapter VIII.

1. Why should Group Creditors’ Life Insurance be considered for
Debtors with Mortgaged Homes?

Proponents: Society should enable the Debt to die with the Debtor.
A home is important and necessary to develop a feeling of security
and to create a healthy environment for the raising of children.
Society cannot afford, for example, to run the risk of having a
widow, who is suddenly faced with the death of her husband and of
raising her children alone, also assume the heavy responsibility of
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repaying a large loan, secured by a mortgage on her home, when the
salary or wages of her deceased husband are no longer available.

Opponents: Individuals can now purchase Insurance to protect
against such a Development. ■— Ample opportunity now exists for
individual assumption ofresponsibility by the purchase of individual
life insurance policies, and there is no need for instituting a broad
new program.

2. Does Death of Principal Wage-Earner result in Foreclosurel €

Proponents: Death of Husband causes Hardship to Widow and
Survivors. The need for group life protection to have the mort-
gaged debt die with the debtor is dramatically illustrated by threats
of foreclosure, or actual foreclosure, of the widow’s mortgage. Even
if the breadwinner leaves enough money to pay off the mortgage,
the family still needs more money to provide for living expenses,
education, etc

Banks have the property as security for the loan on real estate.
Yet the average head of a household does not carry enough life in-
surance protection to provide for his family regardless of whether
or not he leaves a home free and clear of a mortgaged debt

Ovvonents: Death ofB result in Pored
England, the Boston Five CentsThe largest savings bank in New

Savings Bank, had only two foreclosures in 1955. In am
f the breadwinner has seldom been a cause for foreclosure iniwinner has sel

I, disabilities due to accident or sickness, which
here under discussion, probably account for more than

one half of all foreclos
As to the large numbers of borrowers who are veterans, the:

mortgage loans have been so reduced by amortization payments ase

to make the risk of bank losses negligible. Moreover, veteran;
mortgage loans are guaranteed by the federal government for one
half of the loan up to 87,500

%

Home Buyers' Insurance Proarams at3. What is t
Presentf

Proponents: The Vast Majorit of Persons buying Homes do not
have Sufficient Life Insurance to cover their MonM ortqaqe. The average•r

size of ordinary life insurance policy in the United States was only
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$2,720 in 1955; for group life, $3,200; for industrial life, s3so' andfor credit life, $530.

’

Life insurance premiums nowmie insurance premiums now amount to 3.8 per cent of totaldisposable personal income, whereas they were 7.2 per cent in 1932and 3.6 per cent in 1947.
Group creditors’ insurance provides a practical solution at low

cost for under-insured mortgagors. Such low-cost group insurancewould be considered by most homeowners as extra protection and
A not as a replacement for other individual covera

Opponents: Individual Policies are availnhhopponents: Individual Policies are available at Low Cost forDebtors and Others for example, at 50 cents per month per 81,000Home buyers constitute a major source of prospects for the sale ofinsurance by individual life insurance agents

While the term “mortgage redemption” insurance has beenadopted as a descriptive phrase for the purpose to which life in-
surance is put, any form of life insurance can be used by the in-dividual to cover the mortgage.

Life agents today provide decreasing term policies on
dividual basis for persons up to age 42 at less than the “pc

cents per month per $l,OOO for groupui to cents per montn per $l,OOO for group creditors’ insurance.Ad age 30 the premium on an individual policv is amiroYimafplvb u °n an individual policy is approximately50 cents per month per $l,OOO of 20-year reducing term life insurance

4- Specifically, What should a Debtor expect his Insurance to Cost?
Proponents: Two Case HI tones used as an Illustration: e.g.,25 cents per month per $l,OOO. The competition and imaginative

merchandising of our life insurance agents and companies can berelied upon to make the cost of group insurance attractive tomortgagors.
. F °r example, the biggest life insurance company provides a policym New York for which the mortgagor pays 25 cents per monthper §l,OOO of group insurance. The bank subsidizes another 35 cents

£ \total of 60 cents premium) in anticipation of a dividend reimbursing
w the bank for the initial advance.

Similarly, a Massachusetts life ur 31 aWIH|7CWIJ pi U VItlCO Opolicy with a 30 cents per month per $l,OOO rate for New Hampshirf
mortgagors, with the bank making up the 30 cents balance untildividend reimbursements equal the bank’s contribution and costs.

Loth plans are working out satisfactorily.



HOUSE No. 2803. [Jan.24

t

I*

Opponents: Experience is too Limited to he Significant. The
life agents are doing an adequate, imaginative job of selling on an
individual basis at present.

The experience of the two cases cited above with rates of 25 cents
or 30 cents —■ or 28 cents as reported from Oregon is too limited
to be meaningful as yet. Further experience may very well develop
results which will prove that such low rates are totally inadequate.
5. Why Group Insurance? Is Not Mortgage Redemption Insurance
widely sold Now?

Proponents: The Low Cost of Group Creditors’ Insurance fills a
Pressing Need. Most mortgagors cannot afford to buy adequate
insurance to cover their mortgage. More of them could do so with
low-cost group insurance which reduces selling expense by taking
advantage of a lower commission scale. Administrative expenses
are pared by simplified records and collections under a group policy.

Moreover, the customary elimination of an expensive physical
examination reduces expense. Proper underwriting safeguards are
nevertheless maintained by simply having the insured gainfully
employed and below a specified age, thus providing sound and
adequate evidence of insurability on a group basis.

Senate, No. 645, does not, however, forbid medical examinations.
In isolated cases, insurance company underwriters would doubtless
still require them.

Opponents: Young and Healthy Persons can get Cheaper Term
Insurance as Individuals. —At the end of 1954 there was $3.2
billion of decreasing term insurance in force, and an additional
$31.9 billion of permanent insurance combined with decreasing term
insurance. (The amount of life insurance used specifically for
mortgage redemption is unknown.) It is doubtful that informed
buyers cannot afford decreasing term insurance to cover their
mortgage.

The nature of group insurance is to lump all in the group together.
The younger are often discriminated against for the benefit of the
older, and the healthy pay for the claims of the sick and those who
die. On the other hand, individual policies allot the burden of
payment more equitably.

6. What is Nature of Group Rates
Proponents: In a Real Sense, all Rates are Group Rates, since they

depend upon the Group involved. Group creditors’ insurance, like
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other forms of group insurance, utilizes the group as the unit of
selection rather than the individual. The basic requirement for any
sound insurance is the availability of a large enough group of policies
to provide a sufficient spread of risk and to produce a predictable
average.

The basic life insurance mortality tables which measure the
probabilities of life and death are constructed from the vital statis-
tics of all the people in the nation.

Opponents: Bad Risks in a Group may raise Rate charged to all.
Groups always run the hazard of including in their ranks individuals
of older ages, and individuals in poor health, who desire to become
insured because of the knowledge that they have a greater-than-
average chance of becoming claims.

It is true that the elimination of medical examinations in under-
writing a group does lower costs for doctors and related personnel.
On the other hand, the resultant more liberal underwriting may
raise claims, and, subsequently, may raise rates because of higher
loss ratios due to higher mortality than occurs in the population as
a whole.

7. Is This Proposal New in Massachusetts?
Proponents: Debtors are now insured in Massachusetts. There

is nothing revolutionary or new about the proposal to insure the
life of a debtor whose loan is secured by a mortgage.

At present, commercial banks of Massachusetts commonly grant
seven-year loans on auto-home trailers, repayable in installments,
frequently in amounts of from $6,000 to $7,500. They also insure
the life of the debtor whose loan is secured by a chattel mortgage
under a group creditors’ life insurance policy.

The average outstanding real estate loan in Massachusetts was
$6,519 at the end of 1955. Due to early repayments and other
causes the loans are paid off on the average in less than nine years.
Thus, the current proposal is a logical extension of existing, desir-

� able practice.
Opponents: Proposal would insure Bigger Amounts for Longer

Time than Current Practice. The proposal to insure the life of a
debtor with a real estate loan is new in the sense that loans of more
than ten years’ duration, and up to $20,000, would be covered.

The average real estate loan of $6,519 which has been cited is an
arithmetic average. More meaningful though larger figures would
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loans in 1955, the average lengthbe the average $12,000 size of new
n when granted, and an averageof over twenty years for a new lo:

age of twenty eight years of the w ige-earner who borrows
all borrowers, it should be re-With the same group rate for

membered that benefits paid t widows of the younger males who
die are of special importance to tl iem because of the comparatively
small resources accumulated for use in time of need.

8. Would all Insurance Comp
Insurance?

charge the Same Price for Group e
'ibout Group Rates, yet Room stillProponents: Much is Standard
n. Insurance companies doingexists for Flexibility and Competit
ust follow NewYork regulations,business in NewYork obviously r
h companies in that they mustA. peculiar condition exists for su
doing business in other States,follow NewYork requirements in
companies are licensed in NewAll of the national major writii

York
lo business in NewYork inSome specialty companies do

regulation,order to avoid just such strin
ice Company and savings bankThe Boston Mutual Life Ins
not subject to NewYork regu-life insurance in Massachusetts
ilntain sound underwriting andlations, but they are required to

an adequate rate structure.
Opponents: Solvency of Comr nvolved, especially since Cut

mpetitive Practices. The In-Rate Premiums may bring Unfa
surance Commissioner must be oncerned with the solvency and

He has no authority over grossfinancial integrity of compa

rates, though he does control tl
Companies doing business in

of valuation of reserve,

Mew York must charge a minimum
10 of group creditors’ life insuranceof 75 cents per month per $l,OOO

nsured are not available. Whenwhen the ages of the persons t
minimum may be reduced toanticipated experience justifie;

60 cents per month per $l,OOO
N on-New York companies i ates to obtain the business.cut rate

els above those which individualsLater they may raise rates to
lividual policcould obtain by purchasing an in

the New I me

Proponents: Aaents and Brol still earn Commissions. Sav-
inas Bank Life Insurance can al 'mipete. ■— Agents and brokers
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seeking commissions will solicit, sell and service policies to creditors.
Their renewal commissions will depend upon the contractual rela-
tionship they enjoy with their companies.

As is the fact with group insurance in general, life agents who
specialize in ordinary policies, and brokers are more likely to sell
group credit insurance than are industrial, or debit, life agents.

Savings bank life insurance does not offer such a policy at present.
There is no reason to believe that the savings bank life insurance
would monopolize the sale of the new insurance unless the aggres-

siveness and competency of life agents change, or unless the saving
bank life insurance system could offer a better product at cheaper
cost than its competitors.

Savings bank life insurance ha 3een available in Massachusetts
cent of all the life insurance insince 1907. In 1955, about 4 per
bank life insuforce in Massachusetts was savin.

Opponents: The New Insurant ray reduce the Number of Jobs,
ibly would monopolize a LargeSavings Bank Life Insurance r

Segment of Market. — “Mortga^ urance constitutes a most
important source of new busine for industrial or debit agents who
are likely to be “frozen out opportunity to continue to
develop this sourc

0 per cent of all real estate loansSince savings banks write about
life insurance would probablysecured by mortgages, savings 1

nee protection. Salaried, non-have a monopoly on such insu
urance personnel would have ancommission, savings bank life ii

unfair competitive advantage in
creditors’ life insurance business

obtaining the bulk of the group
vith a loss in the competitive

approach for the publiprinciple which provides the best

10. What is so Special about Mor as a Groupl
Proponents: Mortgagors are a Select Group. By its very nature,

the group concept contains a most important characteristic; namely,
the persons who join the group do so for purposes other than obtair
ing life insurance. The insurance is incidental to their membership
in the group. Moreover, in the case of mortgagors, the banks make
credit and character investigations before a loan is granted to a home
buyer.

Opponents: Plan may attract only the “ Uninsurahle.” —There
will be real pressure to have mortgagors join the group, although
they are uninsurahle because of hazardous occupations, illness or



[Jan.HOUSE No. 2803.28

e

*

old age. The claims which will result can force an experience rate
higher than the going-in rate and higher than each non-adverse
person could obtain insurance individually.

11. Would Debtors be forced to buy Such Insurance?
Proponents: Freedom remains to buy or not to buy Group Protection,
Unless a lending institution assumed the total premium (he.,

provided the insurance at no extra cost to the borrower, as all credit
unions and some commercial banks do in Massachusetts today),
the borrower would have the option of purchasing: (a) group pro-
tection, ( b ) no protection or (c) individual protection. In any event
he can have the bank finance his private premium by simply adding

■egular monthly mor ;ed loan repaymentit t
Coercion and Tie-In Sale are Dan-Opponents: The Possibilitie

gerous to the Public Welfare. The danger of coercion, that is,
making the purchase of insurance a condition precedent to the grant-
ing of the loan by banks, is a practice which would be against the
public interest.

Perhaps, too, the insurance industry might be inviting federal
regulation under the “tie-in sale” prohibition of the Clayton Act
and the pronouncements of the Federal Trade Commission if such
subtle coercion were even suspected.

Proponents: Some Life Companies need the Opportunity to exploit
a Maiket Potential of a Trillion Dollars Worth of New Insurance
Business. Some life insurance companies which have been slow
to offer group insurance to the public will find that most major
employer-employee groups have already been sold. They are
forced to open up relatively untapped sources of income, such as
mortgagors, if they are to retain their position in the market.

In Massachusetts, the amount of real estate loans outstanding
in credit unions, trust companies, co-operative and savings banks
in 1955 totalled $3.5 billion. The national potential market must
approximate a trillion (1,000 billion) dollars of new life insurance
protection.

It should be made clear that the amount of insurance in force does
not give the power to companies which the control of reserves does.
Group insurance, which is here under consideration, is term insur-

12. Would Insurance Companies make Such Insurance Available?
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ance, and requires practically no reserves. Hence, assets are not
expanded except by small contributions to surplus.

Opponents: What is Good for Public is the Sole Criterion. There
is Danger of the Federal Government taking over the Life Insurance
Industry. The enactment of legislation must be based primarily
on the public interest, and only then on what is good for the com-
panies. If the potential is anywhere near a trillion dollars (beyond
drying up the market for the life agent selling individual policies),
such a growth might make the life companies, as a group, too big for
the electorate or Congress to tolerate. In that event that issue
would have to be faced squarely.

13. Would Everyone be Eligible for such Insurance?
Proponents: Companies retain Freedom for Sound Underwriting.

The individual insurance company would retain the freedom to
establish sound underwriting requirements.

Customarily, in existing policies, the age factor is resolved by re-
quiring that the loan mature before the wage-earner reaches his 70th
birthday. Or if the policy is a renewable one-year term, the insured
is made ineligible for benefits after approximate!}’ his 56th birthday.

As long as the applicant is gainfully employed, occupation is not
an underwriting factor.

Opponents: Danger would exist of Misunderstanding. Relations
between the insuring public and the life agents and companies may
suffer if too liberal requirements permit too many to get into the
groups, and rates are later forced up.

On the other hand, too stringent underwriting will defeat the
alleged advantages of group insurance. It will mislead persons into
anticipation of eligibility only to have them disappointed when
faced with reality.

H. Who would get paid the Insurance?
Proponents: Requires Loan Reduction or Extinguishment if Debtor

sdies. Group creditors’ life insurance reduces term life insurance.
The creditor always receives the proceeds, but must use the insur-
ance payments to reduce or extinguish the loan of the debtor. If
the (widow) survivor wishes to refinance, or to sell a home in which
her equity shall have been increased by the amount by which the
life insurance reduced the loan, she is free to do so.
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Without such insurance benefits, the survivor faces the frighten-
ing prospect of repayment of the loan in addition to all other
problems.

Opponents: Requirement removes Freedom of Beneficiary to apply
Money as She sees fit. The nature of term insurance is temporary,
not permanent; that is, when the term expires, the protection
expires, too. Permanent insurance has paid-up values for life, cash
surrender values, and loan values. Individual term policies grant
the privilege of conversion to some permanent form of insurance, fr

+ AT„„. T K + U — A J- CExcept in New Jersey, group creditors (term) policies do not enjoy
the provision for conversion to permanent insurance. Conversion
privileges do not exist in Senate, No. 645.

iuch a provision would be most desirable if the insured was
uninsurable when his loan was paid

Furthermore, the inflexible provision of having the proceeds of
the policy pay off the loan remove
survivor who might prefer to use
necessaries of life, and still make t

; the freedom of choice from the
the proceeds to purchase other
re monthly mortgage payments.

Upper Limit$20,000 Pr i As A15. 1!

Proponents: $20,000 is a Realistic Amount Today. By raising
the limit from $lO,OOO to $20,000 for loans secured by a mortgage,

ilistic, and is in keeping with thethe amount of insurance is more re
ize of new loans obtained toda

its greater than $lO,OOO becomes
if the new mortgaged loans being

The need for insu nou

obvious as one scans the amor
offered for sale. Moreovergranted, and the price on he
the property value, that is, the
later becomes the need for ade-

higher the loan in proportion to
lower the debtor’s equity, the gr

quately p re lamil
Limit120.000( i with

Existing Average Life Insurai
limit of $lO,OOO in Massach

If the Legislature were t

f 86,900. The presentI

is adequate for consumer loans.
645, and extend •nate.

ured by a mortgage,group creditors’ life insura
then $lO,OOO would still be i 1 limit

ml income per family was $5,000,
100. Thus, $20,000 would be an
he average need as expressed by

In 1955, while disposa

life insurance per family was $(

excessive limit, at this time, for
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families themselves, and would tend to dry up the market for
individual solicitation.

16. Why try to limit Policies to Loans of not less than Ten Years
Duratio

Proponents: “Not less than 10 Years” sets up an underwriting
safeguard. —The phrase “not less than 10 years” was written into
Senate, No. 645 as an eligibility requirement for insurance on loans
secured by a mortgage in an attempt to institute an underwriting
safeguard. This requirement would exclude older persons whose
real estate loans were close to being paid off, but who might be in
poor health, or at least have a higher probability of death than
younger folks.

Older men with loans of less than ten years to run generally have
higher equities in their homes, and fewer dependents than those
younger men with loans of more than ten years.

Opponents: Company Underwriters can and will underwrite; they
do not need to be tied by a Law. The phrase “not less than 10
years” is totally unnecessary. Life insurance underwriters are not
foolish enough to insure a man who is unemployed because he is in
poor condition.

Retention of such a phrase would discriminate against a person
id in nine years. Such a person
rson with a loan running for an
maid.

with a mortgage balance to be pg
might have an equal need as a pi
eleven-year period before it was i

17. What If the Mortgage is Sold
ignee, collects Insurance to retire or
:es are assigned through the origi-

Proponents: Creditor, or his Ts.
reduce the Loan. When mortga
nal creditor selling a note to another financial institution, and while
the original lending institution remains as serving agent for the col-
lections of interest and repayment of principal, the original creditor,
for the assignee, is the beneficiary of the policy.

Opponents: Senate, No. says the (Creditor) Policyholder col-
lects. ■— Unless it is spelled out in the law, the public cannot rely
upon insurance companies to pay the proceeds of insurance to some
one other than the policyholder. Outside of New England it is a
common occurrence to have notes secured by a mortgage sold by
the original creditor to other financial institutions. If the original



HOUSE No. 2803. [Jan.32

r

%

lending istitution does not continue to serve as agent to collect
interest and principal due on the loan, the debtor loses his group
insurance coverage.

18. Who actually would be insured?
Proponents: Easy to explain: “who is insured.” One of the fea-

tures of group creditors’ life insurance for debtors whose loan is
secured by a mortgage is that the plan is simple to administer.

For example, the debtor who is insured is any natural person who
is in good enough health, below a stated age, and gainfully employed. 1
If title to a home is held jointly by two persons, or husband and wife,
then the first, or upper, name signed on the note becomes the insured
debtor. If, for example, a wife is working to support an invalid
husband, she would sign her name above his on the note, and thus
she would become the insured debtor.

Opponents: All Debtors are not covered, and there is Danger of
Misinterpretation by the Public. The public might easily be misled
by the extension of group insurance to loans secured by a mortgage
alone, and believe that all debtors were covered.

Obviously, all corporations, or any debtor not natural persons,
would be excluded.

Moreover, if a husband preferred to have title to the home held
solety by his wife, he would not be a debtor, and hence he would be
ineligible for this group insurance. If three or four persons were to
buy a home jointly, only one would be eligible for this group in-
surance. The resulting confusion would not be in the interest of
the public. No such confusion could result from individual policies.
19. Do Federal Banks Now Purchase Such Insurance?

Proponents: The Plan would authorize State Banks to compete with
Federal Banks now offering Disability and Death Benefits in Massa-
chusetts. Banks regulated by the Federal Home Loan Bank in
Massachusetts today are offering life insurance to cover payments
on loans for the “critical” three-year period immediately
the death of the wage-earner. In addition to death benefit, when a
person is disabled due to accident or illness, loan payments are made
from the proceeds of the policy, again for a period of three years.

The cost of this plan of insurance protection is 45 cents per month
for each $lO monthly payment due to the bank. Other companies
write such protection in other States with great success.
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Banks and other financial institutions subject to the Massachu-
setts banking laws, and the regulations of the Bank Commissioner,
would be able to compete with federal banks in so far as such in-
surance is a competitive factor in the selling of money.

Opponents: Disability is not at Issue. Let the Federal Govern-
ment decide for Itself, and the States decide for Themselves what is
Right. There is no mention of disability payments resulting from
accident or illness anywhere in Senate, No. 645.

The rate of 45 cents per month is not broken down into a specific
charge per $l,OOO for life insurance. Therefore, the rate is not
meaningful.

The coverage for a critical three-year period may be better than
no coverage. But many mortgagors may be lulled into a false sense
of security by relying upon this single purpose, limited death benefit
protection, when actually their needs would be better served by
individual counsel on estate planning by a competent life under-
writer.

Federal regulation of banks should not concern us here. Two
“wrongs” will not add up to one “right.”

20. Who would benefit from Such Legislation?
Proponents: Senate, No. 6f5 is a “People’s Bill”. Senate, No.

645 is truly a “people’s bill.” Life insurance companies, if they
institute sound underwriting, would be stronger.

Modern low-cost methods of merchandising must be instituted
even if, in the short-run, they appear to hurt vested interests. No
one would advocate retaining the buggy-whip industry solely to
make work for whip-makers. Life agents are resourceful enough to
stimulate individual sales to new levels as the pressing need of
mortgage debt retirement is covered by modern, low-cost group
methods.

Opponents: Senate, No. 645 is a “Banker’s Bill.” — Senate, No.
645 is a banker’s bill. It is not needed by the public. The banker
'evaluates all of the several possibilities of risk of repayment when
he grants a loan. One such risk is the risk of death. If the risk of
loss due to death is to be removed, the cost of the removal of this
risk should be borne by the banker, or should be reflected in a lower
rate of interest to the borrower if the borrower pays the premium.

Group creditors insurance statutes in Ohio and Illinois require
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and that the policy must coverthat the creditor pay all premium
who become borrowers. Such aill members of a group of person
of loss of repayment of the loanrequirement is logical, since the ri

rch insurance. Thus, the benefitif the debtor dies is removed by

t passing on to the debtorsixists for creditors without the ci

21. Where would the Public wind up in their Relationships with the
Insurance Industr

'roponents: This Insurance Plan will be an Educative Instrumentj*
.7 ‘7i _ *7 i t .. T -hr. T T,, J -/7, „ 7>,,7.7,W Vwhich will aid the Life Insurance Industry, as well as the Public.

Social Security helped to educate the public to the need for proper
and adequate estate planning, and to the need for relying heavily

rms of life insurance to meet a variety of purposes.upon var
ational Service Life Insurance educated veterans to think in

*f thousands, rather than hundreds,terms of more adequate limits c
of dollars of life insurance prote

In similar manner, group ere
tion

tors’ life insurance for mortgagors
Ed for other types of life insurantwill educate the public to the n
Notion of Group Life Insuranceis: Extension of theOr.
whatever reasons the life insurancest the Public Interest. Ft
v to 1372 billion in 1955, even that
than seventeen months disposable

in force in the I es grev

hoi

Ampersonal i famili
mbersers of American families do not yet

. While group insurance
irs, further extension of

prate hie insurance pr
increased ten times in twenty
idea of group insurance to ntary” groups (as opposed to the
employee captive groups) is against the public interest.

e of the best entering wedges for the sale of individual life
surance is mortgage insurance, whatever form it may take; and,■e

re, such sales are good both for the buyer and the selletore

*
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P Section 1. Chapter 16/ of the General Laws is hereby amended bv adding after
* section 55 the following new section:

Section 56. A bank, or group of banks, under regulations established by the
commissioner, may purchase group life insurance on the lives of debtors who re-quest such insuiance. The premium for such insurance, or the premium on an
individual life insurance policy held to cover the indebtedness, may be added tothe payments required of those who elect to become insured. In the event of the
death of any debtor so insured, the insurance proceeds shall be applied to reduce
or extinguish the unpaid indebtedness to the extent of such payment. No trustee,
director, officer or employee of such bank shall benefit financially, directly or in-directly from the sale of such insurance.

. Section 2. Clause (c) of section 133 of chapter 175 of the General Laws, as
inseited by section 1 of chapter 362 of the acts of 1938, is hereby amended bystriking out the words “financial or other institution” and inserting in place thereof
the words: — bank, association, financial or other institution, —so that said
clause will read as folk
ors of a bank, associat

are debt-
association, fin r institution, including its subsidiary or

affiliated institutions, if any, for a loan, c
purchase price, under an agreement to pa;
thereof, in installments over a period of n
policy issued, with or without medical e:
creditor or the assignee of the indebtedne
for an amount not exceeding ten thousan
100 persons shall become insured under sue
of issue.

t of the vendor of any property for its
ly such indebtedness, or any balance

not more than ten years, written under a
examination, and made payable to such

ness, and insuring the life of each debtor
and dollars; provided, that not less than
;uch a group policy each yearafter its date

Section 3. Section 133 of chapter 175 of the General Laws, as last amended
y chapter 229 of the acts of 1953, is hereby amended by adding after clause (e)■the following: - ;or (/) a group of persons who are individual debtors of a. hank.of persons who are individual debtors of a bank

association, financial or other institution, including subsidiaries or affiliates, ifany, for a loan secured by a mortgage on any property under an agreement to
paj such indebtedness, or any balance thereof, in installments to run not less thanen years beyond the effective date of the insurance on the life of the debtor, writtenunder a policy issued to the creditor or to trustees acting for two or more suchere itois and made payable to the policyholder, such payment to be applied to

Appendix A.

SENATE, NO. 645 OF 1956, RELATIVE TO THE INSUR
ANCE OF LOANS IN BANKS.
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reduce or extinguish the unpaid indebtedness to the extent of such payment; pro-
vided, that the policy reserves to the insurer the right to require evidence of individ-
ual insurability and provided that not less than 100 debtors shall elect to become
insured; and provided, further, that the amount of insurance on the life of any
debtor insured under the policy shall at no time exceed the amount owed by him
under his mortgage note or 120,000, whichever is less.

Section 4. Provision 4of section 134 of chapter 175 of the General Laws, as
amended by section 4 of chapter 404 of the acts of 1951, is hereby amended by
striking out in the first line the words “subdivision (c)” and inserting in place
thereof the words: clause (c) or (/), so that said provision will read as

4. Except in the case of a policy issued under clause (c) or (/) of section 133,',
that the company will issue to the employer, for delivery to each employee whose
life is insured under the policy, an individual certificate specifying his insurance
coverage under the policy, the amount thereof and to whom payable, together
with a provision to the effect that if his insurance, or any portion of it, ceases be-
cause of (1) termination of employment or of membership in the class or classes
eligible for coverage under the policy, or (2) termination of the policy or amend-
ment of the policy to terminate the insurance or any part thereof on the class of
insured persons to which he then belongs after he has been insured thereunder-i

for five or more years immediately preceding any such termination date, the em-
ployee shall continue to be insured thereafterfor a period of 31 days, for the amount
of life insurance which he is entitled to have issued to him under an individual
policy in accordance with the provisions which follow; and that he shall be entitled
to have issued to him by the company, without evidence of insurability, upon
written application in a form satisfactory to the company and upon the payment
of the premium applicable to the class of risk to which he belongs and to the form
and amount of the policy at his then attained age, both within said period of 31 days,
an individual policy of life insurance without disability or other supplementary
benefits, effective at the expiration of said period, in any one of the forms of life
policies then customarily issued by the company, except a term policy, for an
amount not in excess of the amount of the insurance which ceases because of any
such termination, or, at the option of the company, in the case of any termination
described in provision (2), an amount which shall in no event exceed the lessor of~

1

(i) the amount of such employee’s insurance ceasing because of such a termination
less any amount of life insurance for which he may be or may become eligible under
any group policy issued by the same or another company within 31 days after such
a termination, and (ii) $2,000; provided, that any amount of insurance which shall
have matured on or before the date of any termination described in provision (1) or
(2), as an endowment payable to him, whether in one sum or in installments or in)j|
the form of an annuity, shall not, for the purposes of this provision, be included in
the amount which is considered to cease because of any such termination; and, for
the purposes of this provision, the date of termination of the policy in case of its
expiration by its own terms shallbe the effective date of such expiration irrespective
of any grace period specified in the policy for the payment of any premium falling
due on such date.
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Section 5. Provision 4A of section 134 of chapter 175 of the General Laws,
as most recently amended by chapter 169 of the acts of 1955, is hereby amended by-
striking out said provision and inserting in place thereof the following:

4A. In the case of a policy issued to a creditor or to trustees acting for two or
moie creditois to insure the debtors of such creditor or creditors, a provision that
the insurer will furnish to the policyholder for delivery to each debtor insured
under the policy a form which will contain a statement that the life of the debtor
is insured under the policy, and that any death benefit paid thereunder by reason
of his death shall be applied to reduce or extinguish the indebtedness.

Section 6. Provision 7of section 134 of chapter 175 of the General Laws, as*mended by section 4 of chapter 404 of the acts of 1951, is hereby amended by
out the first and third paragraphs, so that said paragraph will read as

follows:
7. Except in the case of a policy issued under clause (c) or (/) of section 133,

that any sum becoming due by reason of the death of the employee insured shall
be payable to the beneficiary designated by the employee insured, that in the event
no designated beneficiary as to all or any part of such sum is living at the death of
the employee insured, any such sum shall be paid to the executors or administrators
of the employee, and, that the company may, at its option, pay such sum to any
one or more of the following surviving relatives: wife, husband, mother, father,
child or children, brothers or sisters, and may pay a part of such sum not exceeding
$250 to any person appearing to the company to be equitably entitled thereto by
reason of having incurred funeral or other expenses incident to the last illness or
death of the employee insured.

The word “employer”, as used in this section, sections 134 A and 137 shall
include the trustees of a fund established
a trade union or association of wage work
pursuant to clause (c) or clause (/) of s<
assignee of the indebtedness, an associatio
the trustees of a fund established as provi
acting for two or more creditors as provid

d as provided in clause (a) of section 133,
xers, the policyholder under a policy issued
section 133, a vendor of any property, an
on of state, county or municipal employees,
ided in clause (e), or a creditor, or trustees
ded in clause (/) of section 133, in the case

of a policy issued under clause (a), (b), (c), (d), (e) or (/), respectively, of section 133.
The word “employee” as used in this section and section 135, shall include a mem-
ber of such a trade union or other association of wage workers or of such an associa-
tion of state, county or municipal erapk
include a borrower from a bank, associatic
a subsidiary or affiliated institutions, and

;s, and, as used in this section, shall
financial or other institution including
mrchaser from such a vendor.

n
a

A Note. To facilitate reading and to"e printed bill are here tvped as numbe
figures expressed textually in
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No policy of group life insurance shall be delivered in this
unless it conforms to one of the following descriptions:

(2) A policy issued to a creditor, who shall be deemed the policyholder, to insure
debtors of the creditor, subject to the following requirements:

(a) The debtors eligible for insurance under the policy shall be all of the debtors
of the creditor whose indebtedness is repayable in installments, or all of any class
or classes thereof determined by conditions pertaining to the indebtedness or to
the purchase giving rise to the indebtedness. The policy may provide that the
term “debtors” shall include the debtors of one or more subsidiary corporations,
proprietors or partnerships if the business of the policyholder and of such affiliated
corporations, proprietors or partnerships is under common control through stock
ownership, contract or otherwise.

(6) The premium for the policy shall be paid by the policyholder, either from
the creditor’s funds or from charges collected from the insured debtors, or from
both. A policy on which part or all of the premium is to be derived from the collec-
tion from the insured debtors of identifiable charges not required of uninsured
debtors under obligations outstanding at its date of issue without evidence of
individual insurability unless at least 75 per cent of the then eligible debtors elect
to pay the required charges. A policy on which no part of the premium is to be
derived from the collection of such identifiable charges must insure all eligible
debtors, or all except any as to whom evidence of individual insurability is not
satisfactory to the insurer.

(c) The policy may be issued only if the group of eligible debtors is thenreceiving
new entrants at the rate of at least 100 persons yearly, or may reasonably be ex-
pected to receive at least 100 new entrants during the first policy year, and only if
the policy reserves to the insurer the right to require evidence of individual insura-
bility if less than 75 per cent of the new entrants become insured.

(■d ) The amount of insurance on the life of any debtor shall at no time exceed
the amount owed by him which is repayable in installments to the creditor, W
$5,000, whichever is less.

(e) The insurance shall be payable to the policyholder. Such payment shall
reduce or extinguish the unpaid indebtedness of the debtor to the extent of such
payment.

Appendix B.

MODEL DEFINITION OF GROUP CREDITORS’ INSUR-
ANCE. 1

1946 Bill of National Association of Insurance Comm;



.957.] HOUSE No. 2803. 39

No limit mentioned in group statute: 26 States:
Arizona Idaho Maryland South Carolina
Arkansas Indiana Nebraska Texas
Colorado lowa New Hampshire Vermont

New Jersey WashinglConnecticut Kansas Washington
District of Columbia Kentucky North Carolina West Virginia

Oklahoma WisconsinFlorida Louisiana Wisconsin
Maine Pennsylvania

2. No time limit since no group statute is applicable: 13 States:
Minnesota New Mexico South DakotaAlabama

Delaware Mississippi North Dakota Tennessee
Georgia Montana Rhode Island Wyoming

Missouri

3. 20 years’ limitation in group statute: 2 State.
California (for credit unions), and New' York.

4. 32 years’ limitation in group statute: 1 State
California (other than credit unions).

5. 10 years’ limitation in group statute: 4 States:
Illinois Massachusetts Ohio Virginia

6. 3 years’ limitation in group statute: 1 State:
Michigan

£ln the 48th State — Nevada — its State Insurance Department
ruled that Group Creditors’ Life Insurance is not permitted,
since such insurance is not specifically authorized by statute.
This prohibition does not apply to individual credit life in-
surance. (Ruling 54-1, March 12, 1954, based on Opinion
No. 318, Department of Attorney General, February 26,
1954.)

Appendix C.

MAXIMUM DURATION OF GROUP CREDITORS’ LIFE
INSURANCE ACCORDING TO STATE STATUTES.
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e

1. $lO,OOO maximum in 20 state statutes or regulation 6
NebraskaCalifornia Ohio

Colorado Oklahoma NewHampshire
New JerseyConnecticut lowa
TexasFlorida (for loans under Louisiana

one year’s duration) Maryland Virginia
Illinois Massachusetts Washington

WisconsinNewYork Michigan (if over 100
entrants yearly)

2. $5,000 maximum insurance limitation in 13 States.
Arizona Idaho North Carolina

Pennsylvania
Vermont

Arkansas Indiana
District of Columbia Kansas
Florida (for loans over Maine West Virginia

one year’s duration) Michigan (if under 100
entrants yearly)

3. No maximum in 13 States with no group statute:
Rhode Island
South Dakota
Tennessee

MississippiAlabama
Delaware Missouri
Georgia Montana

WyomingMinnesota New Mexico
North Dakota

Appendix D.

MAXIMUM AMOUNTS OF GROUP CREDITORS’ LIFE
INSURANCE ACCORDING TO STATE STATUTES.

4- No maximum in 3 States having a group statute:
Kentucky
Oregon
South Carolina (insurance may not exceed original loan). I

5. No maximum in 1 State permitting coverage although without group
statute:

Utah.

No authorization of group creditors’ life insurance in 1 State:
Nevada (see Appendix C, point 7).


