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To the Honorable Senate and House of Representat-

In compliance with the provisions of chapter 131 of the
General Acts of the rear 1919, I herewith present the fol-
lowing part of the sixty-sixth annual insurance report con-
taining recommendations for legislative action, accompanied
bv drafts of hills embodying the legislation recommended.

Respectfully submitted,

CLARENCE W. HOBBS,
Commissioner of Ir
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RECOMMENDATIONS TO BE CONTAINED IN
THE SIXTY-SIXTH ANNUAL INSURANCE RE-
PORT.

The necessity for an extension of the powers of the Com-
missioner of Insurance with respect to the summoning of
witnesses was pointed out in the report of last year. The
Commissioner is empowered to summon witnesses and com-
pel the production of papers only in connection with the
examination of an insurance company. This power is sel-
dom used. On the other hand hearings are held almost
daily on complaints against insurance companies, agents and
brokers, and these frequently necessitate the taking of evi-
dence. There is, however, no power to summon witnesses
to these hearings or compel the production of records. The
result is that many complaints fail because the necessary
evidence cannot be produced.

Acting under the conviction that the public interest re-
quires the extension of this power, I recommend a bill giving
the Commissioner of Insurance powers identical with those
heretofore given to several other administrative officials.

Some years-ago the failure of a number of newly organ-
ized insurance companies resulted in the enactment of chap-
ter 113 of the General Acts of the year 1917, amending sec-
tion 25 of chapter 576 of the Acts of the year 1907. This
act requires a company before issuing policies to obtain
from the Commissioner of Insurance a certificate that it has
complied with the laws of the Commonwealth, adopted a

proper system of accounting, employed a competent account-
ant and a competent and experienced underwriter, and to

2. Organization of Insurance Companies

1. Powers of the Commissioner of Insurance.
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be without liabilities, except, if a stock company, to stock-
holders for the amount paid in for shares of stock. The
intention of this act is excellent, but if rigidly applied would
effectively prevent the formation of new companies, for no
company can be organized without incurring certain neces-
sary expenses, and these constitute liabilities of the com-
pany. A bill is therefore recommended excepting from the
operation of the act such organization expenses as the
Commissioner shall certify as reasonable.

Valuation of Policies of Life Insuranci

Under section 11 of chapter 576 of the Acts of the year
1907, the Commissioner of Insurance is required to compute
annually the reserve liability of every company authorized
to make insurance upon lives in this Commonwealth. This
requirement dates back to the year 1858 and since that
time the companies doing business in Massachusetts have
been required to submit the necessary data for valuation
and a complete valuation of all their policies has been made
year by year. Originally the policies were valued seriatim,
but within the last five years the growth of the business has
compelled the Department to adopt a system of valuation
by groups for the policies of companies of other States.

Originally this State was the only one making such valu-
ations. Now many other States provide for the same valu-
ation, but very few undertake to value the policies of com-
panies incorporated in States where a valuation is made,
accepting a certificate of valuation of the Commissioner of
that State in lieu of performing the valuation themselves.
Provided the valuation is made along identical lines and
according to approved methods, there would appear to be
no real need of duplicating the work here. In some States
our requirement has resulted in the application of the re-
taliatory law, and the burden upon our companies caused
thereby is by no means inconsiderable.

It is recommended, therefore, that the Commissioner of
Insurance be authorized in his discretion to accept the valu-
ation of the Department of Insurance of any other State or
country.
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4. Fraternal Benefit Societies.

4 HOUSE — No. 129.

Three acts are recommended amending section 296 0f
chapter 628 of the Acts of the year 1911. The first makesthe provisions of that chapter as to receiverships and tax-
ation applicable to societies organized under section 296
Societies organized under this section are not usually of
considerable size, and the provisions of chapter 628 relating
to receiverships and taxation are better suited to societies
of this description than the general corporation law.

The second act is designed to permit a fraternal organi-
zation transacting business within the limits of section 296
and limiting its membership to the employees of a desig-
nated firm, business house or corporation to pay disability
benefits not exceeding $l5 per week in place of the ten-
dollar limit fixed by section 296.

The third ac t will permit a subordinate lodge of a fra-
ternal benefit society with ritualistic form of work and rep-
resentative form of government to pay disability benefits
not exceeding $lO per week without conforming to the pro-
visions of law relating to fraternal benefit societies on the
lodge system.

The law relating to group life insurance provides that it
shall cover all of the employees of the insured or all of any
class or classes thereof determined by conditions pertaining
to the employment. The Department has ruled under this
act that a classification determined by duration of service
is not a classification determined by conditions pertaining
to the employment. In other States, under a similar statute,
such classifications have been permitted and there seems
sufficient demand for insurance based upon such classifica-
tion to warrant submitting the matter for the consideration
of the General Court. A bill is therefore submitted, the
effect of which is to permit classifications determined by the
duration of service.

5. Group Life Insurance.
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G. The Reduced Rate oh Coinsurance Clause.
Fire insurance is written either at a flat rate or at the so-

called reduced rate. When written at the reduced rate a
clause is annexed to the policy, the effect of which is to re-
duce the liability of the insurance company should the in-
sured fail to maintain insurance up to a certain percentage
of the actual value. This percentage may be 80, 90 or even
100 per cent. The 80 per cent limit is the one generally
used. The following is a copy of the reduced rate clause
taken from the Handbook of the Boston Board of Fire
Underwriters:

In consideration of the reduced rate and/or form under which
this policy is written, it is expressly stipulated and made a condition
of this contract that in the event of loss this company shall be liable
for no greater proportion thereof than the amount hereby insured
bears to per cent of the actual value of the property
described herein at the time when such loss shall happen, nor for more
than the proportion which this policy bears to the total insurance
thereon. In the event that the aggregate claim for any loss is both
less than ten thousand dollars (SI0,000), and less than five per cent
(5%) of the total amount of insurance upon the property described
herein at the time such loss occurs, no special inventory or appraise-
ment of the undamaged property shall be required.

If this policy be divided into two or more items, the foregoing shall
apply to each item separately.

It will be seen from this clause thatf if the property owner
carries insurance up to the required percentage he will in
the event of loss be indemnified to the full amount of his
liability so far as the policies are adequate to cover it;
otherwise his indemnity will be abated in proportion to the
deficiency of his insurance below the required percentage.
in most classifications of risk;
tional, but in others the clai
under the 80 per cent reduce
thirds of the flat rates.

the use of this clause is op-
se must be used. The cafes
1 rate clause are about two-

Undoubtedly this clause ha
derwriting, for if the property

a legitimate relation to un-
is fully covered by insurance

a lower rate of premium is sufficient to carry the risk than
if the property is only partially covered. The object of the
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clause is to insure full insurance coverage by penalizing the
insured in the event of his failure to cover the named per-
centage of the value of his property.

The possible extent of the burden thus placed on the in-
sured is illustrated by the following instances: A woman
purchased a house for $4,500 and placed $4,000 of insurance
upon it. The policies contained the SO per cent reduced
rate clause. The house was an old structure assessed for
$2,100. A fire occurred causing a partial loss which was
submitted to referees and appraised by them at $1,400. The
referees, however, found the value of the property to be
$50,000. The only explanation which the Department has
been able to elicit as to how this extraordinary value was
arrived at has been that it would cost $50,000 to replace
the structure, this cost being very high not only on account
of the cost of construction but also because'of the type of
construction necessitated by the building law. In accord-
ance with this finding the companies held that under the
policies the insured was bound to carry $40,000 of insurance
and that, therefore, she was entitled to only one-tenth of
the award, or $l4O.

It is proper to mention here that the companies consented
to a new reference, but the following points should be noted:
(1) The insured was compelled to retain counsel and to sub-
mit to the delay and expense of a new reference, all of which
materially lessened the substantial value of her insurance.
(2) The attorney for the companies carefully reserved his
right to maintain the propriety of the first award. The
question of the amount of damage was not resubmitted, the
new reference considering only the value of the property.
At the date of the submission of this report the result of
the second reference had not been ascertained. It would
appear, therefore, at one time the companies claimed that
the insured should have carried $40,000 of insurance on

property purchased for $4,500 and assessed for half this
value. The reservation made by their attorney would seem

to indicate that it was their intention to again urge the
elements of value which had been successfully urged on the
referees at the time of making the first award.
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If the reduced rate clause can operate to reduce insurance
protection in such a radical manner as this, the necessity
in the public interest of restricting its use is at once appar-
ent. It will be said that this is an extreme case. So it is,
but under the reduced rate clause the burden of determining
the value of the property is placed on the assured. Even
under normal conditions real estate values are hard to fix,
and under present conditions when all buildings have ap-
preciated abnormally in value it is a task well-nigh impos-
sible. Certainly it is impossible to predict what the value
of any given property will be three or five years hence.
Yet this is what the insured undertakes to do in accepting
a policy with the reduced rate clause, and the penalty if he
guesses too low may be extremely heavy.

One other feature should be noted. The only justifica-
tion of the award attempted in behalf of the companies was
that it would cost at least $50,000 to replace the property.
In some jurisdictions replacement cost is held to be a proper
measure of value for the purpose of determining fire losses.
Undoubtedly it is a factor which may be taken into con-
sideration, although in a case like the present its proper
weight would appear to be slight.

There have been other instances, too, brought to the at-
tention of the Department where the companies or their
representatives have placed special weight upon replacement
cost in cases where the reduced rate clause had been used.
For instance, the Commissioner was recently applied to for
the appointment of a third referee to adjust a loss upon a
brewery building. The referee on the part of the companies
indicated very clearly that it was his intention to insist that
the measure of value was what it would cost to replace the
buildings, ignoring the fact that the special use for which
they were designed had been prohibited and, therefore, the
properties were practically valueless except for the purposes
of demolition.

The Commissioner is, of course, not the proper tribunal
to decide what is the proper weight to be given the replace-
ment cost in determining the value. Tire above is cited
merely as an illustration of the manner in which replace-
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ment cost is emphasized as an element of value in cases
involving the reduced rate clause. Obviously, under present
conditions, if replacement cost is an important element then
the problem of determining how much insurance should be
carried on property in order to avoid the reduction of ben-
efits under the reduced rate clause is rendered still more dif-
ficult. It would, therefore, appear that the insured who
holds a policy containing the reduced rate clause faces a
task which is calculated to puzzle even an expert in real
estate values and the construction of buildings, and one en-
tirely beyond the capacity of the ordinary man who must
guess the value of his property and faces a heavy penalty
if he guesses wrong. The insured in the case cited stood to
lose over $1,200 because she failed to carry insurance to the
extent of about ten times what she paid for the property.
If replacement costs are generally insisted upon as having
great weight in the determination of values in such cases
there will be many repetitions of this situation. Add to this
the many cases where the insured does not realize that he
must carry a definite amount of insurance. Frequently a
person applying for insurance merely goes to an agent and
gets his policy and does not know whether there is a reduced
rate clause on it or not. It will be said that he should read
his policy, but an inspection of the reduced rate clause
quoted above will furnish a sufficient demonstration of the
fact that its purport is by no means easy to grasp even by
one experienced in the phraseology of insurance contracts,
and that to the great majority of people it conveys no mean-

ing whatever. The Commissioner is able to state of his own

knowledge that there are plenty of insurance agents who
have a very imperfect idea of what this clause means. A
condition is presented, therefore, where the insured is in

constant hazard of substantial loss, either by ignorance of
the obligation entailed by his policy, or by error in estimat-

ing the value of his property under existing conditions. His
only remedy is to carry an excessive amount of insurance.
It is submitted that this condition is bad and requires a

remedy. Not only are the rights of small policyholders
jeopardized but important property interests and financial
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institutions loaning money on mortgage are subject to the
same hazard. The situation would be most satisfactorily
met by a voluntary modification of the clause by the com-
panies, for statutory regulation of policy forms is a matter
that should be undertaken with great caution. In the ab-
sence of such voluntary modification it is recommended that
legislation be enacted forbidding the use of the reduced rate
clause except in a form specifying the amount of the insur-
ance to be carried by the insured.

Automobile Insurance

The provisions of chapter 401 of the Acts of the year 1912
and of chapter 87 of the General Acts of the year 1919 in-
dicate sufficiently the policy of the Commonwealth as op-
posed to the receipt of profit by individuals in connection
with the placing of insurance other than in the form of
commissions to insurance agents or brokers. There appears
to be good reason to suspect that the sales agencies and the
financing companies through whom the sale of automobiles
is carried on absorb an illegitimate profit from the insurance
placed in connection with automobile sales. Where sales
are effected on credit the purchaser is frequently required
not only to keep the automobile insured but to place the
insurance through the sales agency or financing corporation,
or through an agent or broker named by them. The per-
sistency with which such conditions are insisted on raises
the almost inevitable inference that a profit is derived
therefrom involving the connivance of the agent or broker
through whom the business is placed. The Department is
likewise in possession of evidence where in connection with
the sales of stock in the financing corporation the receipt of
insurance commissions has been mentioned as a source of
profit. In another case the applicant for a broker’s license
stated the fact that he intended to turn over his commissions
to a financing corporation. This practice is believed to be in
violation of law and is also against public policy. The
Commission on Insurance represents compensation to the
agent or broker for services rendered to the company or to
the insured in placing the insurance. Once it ceases to rep-
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resent services rendered it has no justification whatever.The practices above mentioned are easier to suspect than
to prove, but the complaints of unfair practice against thesales agencies and finance corporations are frequent. Legis-
lation is, therefore, recommended prohibiting sales agencies
or financing corporations engaged in the automobile business
from attempting to control or limit the placing of insurance
by the vendee.

8. Vouchees.
The present law requires domestic insurance companies

to give evidence of disbursements of $25 or more by vouch-
ers signed by or on behalf of the person, firm or corporation
receiving the money. It is suggested that the law be
amended by excepting disbursements on account of the re-
turn premiums on account of cancelled policies. In the case
of these disbursements the cancelled policy itself is sufficient
evidence of the payment. A voucher is therefore unneces-
sary and is frequently difficult to secure.

During the past year the General Court had under con-
sideration an investigation of the investment laws relating
to insurance companies and savings banks, and it is to be
regretted that this investigation was not authorized, for the
laws relating to the investments of insurance companies are
antiquated and have little reference to present conditions,
some of the investments authorized not being at present
classed as secure investments, and others, including some
actually permitted for other financial institutions, being
omitted. The law, therefore, should either be redrafted or
discretion lodged in some official to permit the investment
in other classes of securities. In order to bring the matter
before the General Court for action a resolve is, therefore,
recommended for an investigation of the laws relative to the
investments of insurance companies. If, as wras indicated
at the last session, there appears to be necessity for amend-
ing the laws relative to the investments of savings banks
an investigation could readily be broadened to include this
subject also.

9. Investments of Insueance Companies.
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10. Fees.

The law now provides a fee of twelve cents a page for

copies of papers on file in the office of the Commissioner of
Insurance. This charge appears inadequate and in view of
the large number of copies certified by this office it is sug-

gested that a fee of twenty cents for ordinary transcription

and forty cents for tabulation be authorized.




