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To the Honorable Senate and House of Representatives:

There is widespread dissatisfaction throughout the
Commonwealth with the rates of premium for compulsory
automobile insurance. A general feeling prevails that the
rates fixed by the insurance commissioner for this year
are excessive and that the situation calls for correction.

General Laws, Chapter 175, section 1138, requires the
insurance commissioner to “fix and establish . . . ade-
quate, just, reasonable and non-discriminatory premium
charges” for this kind of insurance.

Apart from dividing the state into a number of rating
territories, assigning cities and towns to particular terri-
tories and determining categories of risk for different
vehicles, rate fixing consists of two general steps.

First; The Commissioner estimates the loss cost per
vehicle, for each territory, for the coming year.

Second; He increases this amount by a sum estimated
to be sufficient to pay the expenses of the companies in
carrying on their business plus a reasonable profit.

Now, the crux of the rate fixing process turns on how
the insurance commissioner forms his estimates and where
and how he obtains the data upon which he bases those
estimates. The law does not prescribe the methods he
shall employ or the material he shall use. It does give
the Commissioner the power to make rules to facilitate
the operation of the law. It also authorizes him to re-
quire any company to file with him such data, statistics,
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schedules or information as he may deem necessary or
proper to enable him to carry out his rate fixing duties.

When the compulsory insurance law was first enacted
in 1925, the then insurance commissioner approved the
formation of a voluntary association of insurance com-
panies. This association is usually called the rating bu-
reau. The Commissioner had no specific statutory power
to form it. So far as I can determine there is no specific
statutory warrant for the bureau to this day. Never-
theless, its original use has been continued by all subse-
quent commissioners.

That original and continued use is this. The bureau
is the principal instrumentality for collecting data and
statistics for use in classifying risks and fixing premiums.

In other words, a voluntary association of insurance
companies is the chief source of information to the public
official who by law is charged with regulating them.

Now, if the material and information which were sub-
mitted to the Commissioner were purely factual and
mathematical, there could be no great objection to this
procedure. Any errors or omissions could be detected or
verified by a simple audit. However, that is not the case.
Part of the data submitted is of an extremely elastic
quality. It includes such figures as the companies’ esti-
mates of outstanding unpaid losses. It involves the use
of arbitrary formulae supposed to reflect trends which
enable the bureau and its informant, the Commissioner,
to project into the future with some reasonable degree of
accuracy. Some years ago one of the Commissioners, re-
fusing to accept the companies’ estimates of the value of
outstanding claims, cut the bureau’s projected rate sched-
ule by 10%. However, he had no data of his own to pre-
sent at the hearing held by him, in accordance with the
law. On the other hand, the bureau filled volumes of
recorded testimony with their material. Our Supreme
Judicial Court was compelled to annul the Commissioner’s
order reducing the rates below what the bureau’s data
indicated they ought to be. No insurance commissioner
since has dared to disregard the information supplied by
the bureau.
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I have not recited these facts to be derogatory to any
of the commissioners including the man who set up the
system back in 1925. The legislature has never seen fit
to supply any of the commissioners with a staff of his
own adequate to compile the data which he must have to
fix proper rates. There should be legislation authorizing
and directing that this be done. So, too, there should be
enacted a provision that the regulated insurance com-
panies should reimburse the Commonwealth for its en-
tire cost, in accordance with the principle I advocated in
my second inaugural address and I so recommend.

PAUL A. DEVER,
Governor.




