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Department of Banking and Insurance
Division of Insurance

100 Nashua Street, Boston 14

June 27, 1962

To the Honorable Senate and House of Representatives

In compliance with the General Laws, Chapter 114 of the Re-
solves of 1961 and Chapter 31 of the Resolves of 1962, there is sub-
mitted herewith the supplementary report of the Division of Insur-
ance covering an investigation and study relative to the securing of
fire insurance, plan of apportionment and service charges therefor,
by certain persons unable to obtain such insurance.

Respectfully submitted,

OTIS M. WHITNEY,
Commissioner of Insurance.
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Resolve providing for an investigation and study by the division of insur-
ance RELATIVE TO THE SECURING OF FIRE INSURANCE, PLAN OF APPORTIONMENT
AND SERVICE CHARGES THEREFOR, BY CERTAIN PERSONS UNABLE TO OBTAIN SUCH
INSURANCE.

Resolved, That the division of insurance is hereby authorized and directed
to make an investigation and study of current house document numbered 676
relative to providing for the securing of fire insurance, plan of apportionment
and service charges therefor, by certain persons unable to obtain such insur-
ance. Said division shall report to the General Court the results of its inves-
tigation and study and its recommendations, if any, together with drafts of
legislation necessary to carry its recommendations into effect, by filing the
same with the clerk of the senate on or before the last Wednesday of Decem-
ber in the current year. (Chapter of the Resolves of 1961)

Resolve extending the time within which the division of insurance shall
FILE ITS REPORT RELATIVE TO THE SECURING OF FIRE INSURANCE, PLAN OF APPOR-
TIONMENT AND SERVICE CHARGES THEREFOR, BY CERTAIN PERSONS UNABLE TO
OBTAIN SUCH INSURANCE.

Resolved, That the time within which the division of insurance shall make
its report to the general court relative to the securing of fire insurance, plan
of apportionment and service charges therefor, by certain persons unable to
obtain such insurance, as authorized by chapter one hundred and fourteen of
the resolves of nineteen hundred and sixty-one, is hereby extended to the
fourth Wednesday of June in the current year.

(Chapter 31 of the Resolves of 1962)
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Pursuant to the recommendations contained in the preliminary
report, Senate No. 523, December 1961, the Division of Insurance
has cooperated with the industry in policing the voluntary inspec-

tion program to eliminate abuses. Reference to Appendix “A” at-
tached shows: (1) large increase in the number of requests for
inspection; (2) a constant decline in the rate of refusal; (3) a con-
stant decline in the number of requests for approval of excess
rates; and, (4) a constant increase in the number of requests to
withdraw excess rates. It is evident that cooperation of regulatory
authorities and the industry is providing a market at manual rates
for fire insurance in the areas of Boston with high frequency of
fire. In excess of 52 million dollars of insurance has been written
since inception of the program in the South End and Roxbury
areas.

One hearing was held on the license of a broker who was placing
acceptable business in surplus line companies. This served to ma-
terially reduce the affidavits filed with the Division on fire risks
in the areas involved. At this hearing it was forcefully brought
out that a few companies had been extremely lax in instructing
their producers with respect to companies’ position relative to the
All-Industry Program. Subsequently, all companies were bulletined
and requested to clarify their position with producers.

The second recommendation of Senate No. 523, was that the
Division study schedule rating plans for substandard dwellings in

4other states. That report follows:

On May 1, 1962, Representatives of the Insurance Department
met separately with the Superintendent of Insurance and staff
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PART 1 POLICING AND COOPERATION

PART II THE MISSOURI AND OHIO PLANS

THE OHIO PLAN
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members of the Ohio Department and the Manager and staff of the
Ohio Inspection Bureau.

One domestic company specializing in substandard automobile
insurance was of the opinion that some fire insurance could be writ-
ten on certain sub-standard risks, at varying surcharges, particu-
larly in certain sections of Cleveland where the company’s home
office is located and where the company’s underwriters are partic-
ularly familiar with the conditions that exist in the various parts
of the city because of their sub-standard automobile experience.
The filing made by this company, in substance, provides for a $5.00
inspection fee, a $50.00 deductible clause on fire losses and four
classes of dwellings for rate purposes. Class A are the normal
dwellings in good condition and without adjacency exposures. Class
B risks carry a surcharge of 35c per hundred (350% increase) and,
in the opinion of the underwriters, contain minor defects in main-
tenance. Class C risks carry a surcharge of 75c per hundred
(750% increase) and represent a group which are insurable at an
increased premium. Class D risks carry a surcharge of 95c per
hundred (950% increase) and consists of a group which are insur-
able at this premium but are the poorest type of risk which the
company will accept.

In addition, for larger risks, the company will write on a $5OO
deductible basis upon application of the insured for increased rates
to the Superintendent of Insurance. Also, this individual risk ap-
plication method of rating may be used in the event that a risk
does not fall in any of the Classes A & D, described above, to pro-
vide a different surcharge within the limits of Class A to D.

Subsequently, three or four other specialty companies filed sim-
ilar plans. As a result of requests, principally from agents, the
Ohio Inspection Bureau filed a schedule rating plan which provides
surcharges of 10c per hundred for each of the following deficien-
cies, (a) Heating, (b) Electric Wiring, (c) Conversion for Mul-
tiple Occupancy, (d) Physical Condition, and (e) Housekeeping.
The maximum surcharges under this program is 50c per hundred,
or 500%.

ORIGIN OF THE PLANS
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RELIEF AFFORDED BY THE PLANS

In response to questions from the Massachusetts representatives
the following was brought out:
(1) There has been very little agitation, few complaints or demand
for an assigned risk plan in Ohio. The Department and Industry
are not disturbedabout the situation.
(2) The specialty carrier, writing the most volume, estimates that
in the 15 months of their program approximately $6200 in premium

fcwas written, and
(3) The company, on the average, rejects 60% of the sub-standard
applications received.
(4) In the opinion of the company, approximately 15% of the risks
in one area of Cleveland are eligible for manual rates.
(5) The schedule rating plan offered by the members and subscrib-
ers of the Ohio Inspection Bureau is an accommodation filing
whereby a risk providing a substantial amount of good business
may obtain some coverage on poorer property at a premium.

On May 2, 1962, the representatives of the Massachusetts De-
partment met in St. Louis with representatives of the Missouri In-
spection Bureau. On May 3, 1962, they met with the Superintend-
ent of Insurance and his Chief Rater in Jefferson City, Missouri.
ORIGIN OF THE PLANS

In some sections of Missouri lending institutions require fire in-
surance on household contents pledged as security for loans. The
market for this type of small policy became practically non-exist-
ent. Some companies, not under the supervision of the Insurance
Department, were writing this type of coverage at a rate of 30c per
month per one hundred, on a month to month basis. This practice
was ordered discontinued.

Some of the Industrial Companies (weekly debit) attempted to
write the business at the rate of 4c per week per one hundred with-
out success. At this point several foreign companies proposed a
varying deductible type of program to the department for this class
of business and for buildings as well. One unauthorized company

THE MISSOURI PLAN
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previously experimenting with a $250 deductible and a rate 3 times
manual eventually became insolvent. The department finally ac-
cepted the following independent filing for some 5 companies:

Amount of Deductible % Increase in Rate
$ 250.00 300%

200.00 330%
150.00 360%
100.00 400%
50.00 600%

FULL COVERAGE 1000%

An affidavit must be completed by each insured stating that he
has been unable to secure insurance at manual rates, before this
“Surcharge” program may be applied. Companies writing this
class of business are not permitted to write other risks at manual
rates. These surcharges apply only to fire coverage and not to
windstorm.

The second problem arising in Missouri was to provide a market
for low value properties throughout the state. Careful studies of
dwelling business written under fire and extended coverage en-
dorsement contracts in Missouri had revealed that the majority of
policies on dwellings were written in amounts of less than $B,OOO
and, regardless of the amount of insurance carried, the average fire
loss on dwellings did not vary materially. The industry, therefore,
reasoned that the policies on lower valued dwellings were not pay-
ing a fair proportion of the premium.

To overcome this factor of discrimination in rates, the Missouri
Inspection Bureau on November 20, 1961 introduced a loss con-
stant approach, the amount varying with the class of grading of
each political sub-division. In addition, recognition of sub-stand-
ard conditions was taken into consideration in the form of sur-
charges. This program contemplates surcharges up to 40c for
sub-standard heating and wiring, conversion, maintenance and
housekeeping.
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1. All parties interviewed agreed that there exists a problem with
respect to the fire insurance market in the older sections of the
larger cities wherever located.
2. They unanimously agreed that their programs were designed to
provide a market for insurable risks at a premium.
3. They further agreed that strict enforcement of building laws,
more rigid adherence to fire prevention regulations plus urban re-

development and rehabilitation were the only answer to the prob-
lem. Cincinnati, 0., with an aggressive redevelopment program
has practically eliminated the problem. Cleveland, 0., St. Louis,
Mo., and Kansas City, Mo., all are reducing blighted areas with re-
development programs.
4. The absentee landlord is not as big a factor in Ohio or Missouri
as in Boston because of a preponderance of one family dwellings
in those states.
5. Throughout the country there are properties in such condition
that they are not insurable at any rate.
6. Despite the availability of schedule rating for sub-standard
dwellings in Ohio and Missouri the authorized companies are writ-
ing a very limited amount of business on a strict inspection and
underwriting basis.
7. The Missouri and Ohio surcharge programs would be unaccept-
able in Massachusetts. Several years ago when windstorm rates
were increased from 12c to 30c, 250%, as a result of several hurri-
canes and severe losses to the companies, the protests resulted in
a Legislative Investigation. Surcharges up to 1000% just would
not work in Massachusetts.
8. If any volume of this class of insurance is being written in Ohio
or Missouri, it is placed in surplus line carriers at rates not sub-
ject to regulation.

4

The cleanup effort is a corollary to the urban redevelopment pro-
gram. Real estate values, according to reliable authority, have ap-

PART 111 URBAN REDEVELOPMENT AND THE
“CLEAN UP” CAMPAIGN IN BOSTON

CONCLUSIONS ON OHIO AND MISSOURI PROGRAMS
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predated 25-30 percent over what they were 18 months ago as a
result of a cleanup and beautification effort in the Bay Village
Area of the South End. The area around Madison and Shawmut
Streets, Roxbury, previously considered a slum area has undergone
significant improvements.

Both the cleanup campaign and the redevelopment program take
time. It is estimated that five to ten years will be required for
complete success. Obviously, the programs have been success-
fully launched and substantial improvements noted.

It is significant to note that requests for reinspection have ma-
terially increased. Properties previously rejected for deficiencies
have been repaired and many have been accepted at manual rates.

The Division of Insurance, after thorough study, does not recom-
mend an assigned risk plan for fire insurance. House document
number 676 of 1961, contemplates an assigned risk plan similar to
the automobile assigned risk plan complete with service charges.
Thus the cost of insurance would be substantially increased if an
assigned risk plan replaces the voluntary program which does not
permit service charges.

The sub-standard dwelling programs in use in other states would
not be practical in Massachusetts. The All-Industry Program now
operating in this Commonwealth provides a far greater majority
with insurance at manual rates than does any other plan of which
the Division has knowledge.

The cleanup campaign and urban redevelopment have removed
or rehabilitated many slum areas and as these programs develop
the problem of a market for fire insurance diminishes. An assigned
risk plan would reduce incentive to repair and remodel.

The Division respectfully recommends continued use of the Vol-
untary Inspection Program and pledges strict policing of its opera-
tion and cooperation with the Industry in further improving its
function.

Respectfully submitted

OTIS M. WHITNEY,

PART IV CONCLUSION

Commissioner of Insurance.
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. Number
Number of Requests

Number Number of Excess to Remove
of of Percent Rate Excess

Period Applications Refusals Refused Applications Rates

October 1960-March 1961 703 262 37% 217 12
April 1961-September 1961 838 126 15% 115 35
October 1961-March 1962 1337 137 10% 17 48
April 1962-June 13, 1962 954 94 9% 8 30

TOTAL 3832 619 16% 357 125*

* In the period 1957 through June 13, 1962 a total of 159 requests to remove
excess rates was received in the Division of Insurance. Approximately 80%
of these requests occurred since the inception of the voluntary program.

During the period October 1, 1960 through June 13, 1962, the In-
dustry voluntarily insured 9502 parcels of property in the amount
of $52,440,763 in the South End-Roxbury area of Boston.
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APPENDIX “A”

OPERATION OF VOLUNTARY INSPECTION PROGRAM




