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DEFINITIONS 

D e f i n i t i o n s  o f  t h e  two types  of insurance  a s  used i n  t he  r e p o r t  a r e :  

1. C r e d i t  l i f e  insurance  - Term l i f e  insurance  where t h e  l i f e  of 
a  borrower (deb tor )  of  money o r  purchaser  o f  goods 
i s  in su red  through t h e  l e n d e r  o r  l end ing  agency 
( c r e d i t o r )  t o  cover payment o f  a  l oan ,  i n s t a l l m e n t  

purchase o r  o t h e r  o b l i g a t i o n  i n  ca se  o f  death. '  

2 .  C r e d i t  d i s a b i l i t y  insurance  - ( a l s o  c a l l e d  " c r e d i t  a c c i d e n t  
and h e a l t h  insurance")  Insurance under which the  
i n s u r e r  w i l l  pay t h e  c r e d i t o r  t h e  amount of  t he  
d e b t o r ' s  monthly i n s t a l l m e n t s  i n  t h e  event  t h e  
deb to r  becomes d i s a b l e d  due t o  s i ckness  o r  a ~ c i d e n t . ~  



Chapter I 

INTRODUCTION 

The Growth of Credit Insurance 

C r e d i t  l i f e  insurance  has  been one o f  t h e  f a s t e s t  growing 
forms o f  l i f e  insurance  i n  t h e  United S t a t e s .  During 1967, t he  
amount o f  c r e d i t  l i f e  i n  f o r c e  i nc reased  6.8 p e r  c e n t  over  1966 
t o t a l l i n g  $67.0 b i l l i o n  o r  approximately 7 p e r  c e n t  o f  a l l  l i f e  
insurance  underwr i t t en  na t iona1 ly . l  The growth o f  c r e d i t  l i f e  
insurance  i n  Hawaii p a r a l l e l s  t h e  n a t i o n a l  t r end .  I n  t h e  ten-year 
p e r i o d  1958-67, g r o s s  premiums rece ived  f o r  group and ind iv idua l  
c r e d i t  l i f e  insurance  and t h e  amount of  c r e d i t  l i f e  i n  f o r c e  more 
than t r i p l e d  i n  s i z e .  The i n c r e a s e  has  a l s o  been g r e a t  i n  t h e  f i e l d  
o f  c r e d i t  d i s a b i l i t y  insurance.  Premiums rece ived  f o r  c r e d i t  d i s -  
a b i l i t y  insurance  which t o t a l l e d  $225,840 i n  1958 more than  doubled 
t o  $635,799 i n  1 9 6 7 . ~  

Table 1 

HAWAII CREDIT LIFE  BUSINESS 

Premiums Received Insurance i n  Force 
Year (Group & Ind iv idua l  Combined) A t  End o f  t h e  Year 

Source: Report o f  t h e  Insurance Commissioner of  Hawaii 
f o r  t h e  yea r s  1959 and 1964. Prel iminary f i g u r e s  
f o r  1967 provided by t h e  Insurance Div is ion ,  
Department o f  Regulatory Agencies. 

Reasons for Growth 

The g r e a t  i n c r e a s e  i n  c r e d i t  l i f e  and c r e d i t  d i s a b i l i t y  
insurance  coverage can l a r g e l y  be a t t r i b u t e d  t o  t h e  r a p i d  growth 
i n  i n s t a l l m e n t  buying and expansion o f  Yne consur;;er c r e d i t  business  
i n  t h e  country .  The types  o f  indebtedness  which a r e  i n su red  vary 
g r e a t l y  and inc lude  n o t  on ly  unsecured persona l  loans  b u t  purchases 
o f  consumer durab les  l i k e  app l i ances ,  revo lv ing  c r e d i t  and c r e d i t  
card: charges ,  an6 real e s t a t e  mortgages. 3 
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I n  p r i n c i p l e ,  t h e a t t r a c t i o n s  o f  c r e d i t  insurance  a r e  many 
s i n c e  t h e r e  a r e  advantages f o r  both  t he  c r e d i t o r  and t h e  deb tor .  
For t h e  c r e d i t o r ,  t h e  most impor tan t  b e n e f i t  i s  t h a t  c r e d i t  
insurance  a s s u r e s  t h e  payment o f  a l l  o r  p a r t  o f  t h e  ou t s t and ing  loan 
i f  t he  deb to r  d i e s  o r  becomes d i s a b l e d .  I t  a l s o  e l i m i n a t e s  t h e  
t r o u b l e  and expense o f  c o l l e c t i n g  payment from t h e  decease2 ' s  family  
o r  endorsers  o r  o f  repossess ing  t h e  c o l l a t e r a l .  The advantages t o  
t h e  d e b t o r  o r  borrower a r e  obvious. His family  w i l l  n o t  have t o  pay 
h i s  d e b t  i n  ca se  of  h i s  dea th  o r  i l l n e s s ,  and it i s  a  p l an  of l i f e  
insurance  t a i l o r e d  t o  reducing t h e  indebtedness .  An i n s u r e d  loan 
a l s o  may make it e a s i e r  f o r  t h e  deb to r  t o  o b t a i n  endorsers  o r  co- 

A s i g n e r s  when necessary .  - 

%hat  s t a r t e d  o u t  a s  a b e n e f i c i a l  t r a n s a c t i o n  f o r  a l l  p a r t i e s ,  
however, ha s  i n c r e a s i n g l y  posed problems r e l a t i n g  t o  t h e  p r o t e c t i o n  
of  t h e  consumer ( d e b t o r ) ,  thus  n e c e s s i t a t i n g  l e g i s l a t i v e  a t t e n t i o n .  

Need for Regulation 

The primary problem fac ing  the  l e g i s l a t u r e  i s  whether o r  n o t  
r e g u l a t i o n  o f  t h e  c r e d i t  insurance  premium r a t e s  and p o l i c i e s  i s  
necessary  t o  p r o t e c t  t h e  consumer ( d e b t o r ) .  The need f o r  r e g u l a t i o n  
has  a r i s e n  because i n  t h e  f i e l d  o f  c r e d i t  l i f e  and d i s a b i l i t y  
insurance  a  s i t u a t i o n  c a l l e d  " r eve r se  compet i t ion"  p r e v a i l s .  In  
some i n s t a n c e s ,  c r e d i t o r s  pass  on t h e  premium c o s t  t o  t he  deb to r  
and make an a d d i t i o n a l  p r o f i t  by way o f  compensation inc luded  i n  
t h e  h igh  c o s t  o f  t h e  premium. T h e o r e t i c a l l y ,  where p r i c e  competi- 
t i o n  e x i s t s ,  t h e  r e s u l t s  a r e  b e t t e r  s e r v i c e  and a  r educ t ion  o f  
c o s t  i n  i n s u r i n g  t h e  po l i cyho lde r ,  b u t  i n  t h e  c r e d i t  insurance  f i e l d  
t h e  r eve r se  i s  t r u e .  C r e d i t o r s  o f t e n  overcharge f o r  c r e d i t  insurance  
coverage and do bus iness  w i t h  an i n s u r e r  who charges  t h e  h i g h e s t ,  
r a t h e r  than t h e  lowest ,  premiun, r a t e .  The c r e d i t o r  g a i n s  from t h e  
arrangement through compensation i n  t h e  forms o f  comnissions,  
exper ience d iv idends ,  o r  " s e r v i c i n g  f e e s " .  I n  o r d e r  t o  s t a y  
compet i t ive ,  t h e  i n s u r e r  must o f f e r  t o  pay the  c r e d i t o r  a  h igh  
r e t u r n  and must charge h igh  premium r a t e s .  The l ack  o f  r e g u l a t i o n  
h a s  produced o t h e r  abuses and u n f a i r  p r a c t i c e s  which w i l l  be d i s -  
cussed i n  t h e  t e x t  o f  t h e  r e p o r t .  

Legislative Request 

This  r e p o r t  was reques ted  by t h e  l e g i s l a t u r e  i n  Sena te  Resolu- 
tion No, 131 i n  t h e  1468 Budget Sess ion .  Hearings were h e l d  by both 
houses of the  l e g i s l a t u r e  i n  early 1968 on l a w s  des igned t o  r e g u l a t e  



INTRODUCTION 

c r e d i t  l i f e  and c r e d i t  d i s a b i l i t y  insurance  i n  t h e  p u b l i c  i n t e r e s t ,  
and t h e  need f o r  l e g i s l a t i o n  appears  t o  have been recognized a t  
t h a t  ti3.e. 

T h i r t y - t h r e e  s t a t e s ,  t h e  D i s t r i c t  o f  Columbia and Puer to  Rico 
now have s t a t u t e s  which r e g u l a t e  c r e d i t  insurance  premium r a t e s  o r  
t h e  a c t i v i t i e s  of  i n s u r e r s  i n  t h e  c r e d i t  insurance  f i e l d .  A number 
o f  t h e  r ena in ing  seventeen s t a t e s  have cons idered  l e g i s l a t i o n  of 
t h i s  n a t u r e ,  Hawaii being among them. I n  a d d i t i o n ,  t h e  f e d e r a l  
government has  shown a  growing concern wi th  t he  absence o f  adequate 
s t a t e  laws which would minimize abuses i n  t h e  c r e d i t  insurance  f i e l d .  
Extensive  hea r ings  on t h e  consumer c r e d i t  insurance  i n d u s t r y  were 
conducted i n  1967 by t h e  Subcommittee on A n t i t r u s t  and Monopoly of 
t h e  Senate  J u d i c i a r y  Committee. The conc lus ion  c l e a r l y  i n d i c a t e d  
a  need f o r  f u r t h e r  s t a t e  a c t i o n .  

Organization of the Report 

This  r e p o r t  focuses  upon t h e  ii-ajor problem a r e a s  i n  t h e  s u b j e c t  
o f  r e g u l a t o r y  l e g i s l a t i o n .  

Chapter  11 d e a l s  w i th  c r e d i t  insurance  p o l i c y  forms, coverage 
and r a t e s ,  g iv ing  a t t e n t i o n  t o  t h e  types  o f  p l ans  a v a i l a b l e ,  how 
premium r a t e s  a r e  determined,  and who bea r s  t h e  c o s t  f o r  such 
insurance.  

Chapter  I11 summarizes c r e d i t  insurance  exper ience  f o r  Hawaii 
and r e p o r t s  t h e  f i nd ings  o f  s t a t i s t i c a l  s t u d i e s  based on i n f o m a t i o n  
from t h e  Insurance Div is ion ,  Department o f  Regulatory Agencies. 

Chapter  I V  reviews t h e  abuses which have r e s u l t e d  from un- 
r e g u l a t e d  c r e d i t  insurance  t r a n s a c t i o n s  both  g e n e r a l l y  and i n  Hawaii. 

The recommended l e g i s l a t i o n  i s  a t t a c h e d  as Appendix F o f  t h i s  
r e p o r t .  



Chapter ll 

CREDIT POLICY FORMS AND RATES 

Policy Forms 

C r e d i t  l i f e  insurance  can be w r i t t e n  on a  group p o l i c y  o r  
i n d i v i d u a l  p o l i c y  p lan .  C r e d i t  insurance  i n  t h e  United S t a t e s  a s  
a  whole and i n  Hawaii i s  w r i t t e n  p r i m a r i l y  on a  group b a s i s .  1 

Group p o l i c y  premiums rece ived  amounted t o  95 p e r  c e n t  o f  t h e  t o t a l  
c r e d i t  l i f e  premiums rece ived  i n  Hawaii dur ing  1967. Because o f  
t h e  preponderance of  group p l ans  i n  Hawaii, t h i s  d i s cus s ion  i s  
l a r g e l y  concerned wi th  group c r e d i t  insurance.  

Group Credit Life 

A group p o l i c y  of c r e d i t  l i f e  insurance  i s  i s s u e d  t o  t h e  
c r e d i t o r  ( o r  l ende r ,  e .g . ,  banks, f inance  companies, r e t a i l e r s )  
under a  mas te r  p o l i c y  t o  cover a  group o f  deb tors  who may have 
borrowed money from a  f i n a n c i a l  i n s t i t u t i o n  o r  purchased goods under 
a  c o n d i t i o n a l  s a l e s  c o n t r a c t  from a r e t a i l e r .  Group c r e d i t  l i f e  
insurance  d i f f e r s  according t o  w'ie makes t he  payments f o r  t h e  
insurance.  I t  can be w r i t t e n  e i t h e r  on a  c o n t r i b u t o r y  b a s i s  where 
t h e  deb tor  pays a  p a r t  o r  a l i  o f  t h e  insurance  premium o r  on a  non- 
c o n t r i b u t o r y  b a s i s  where t h e  c r e d i t o r  pays t he  premium.2 Group 
c r e d i t  l i f e  premiums rece ived  i n  Kawaii amounted t o  $2,895,383 
dur ing  1967. 

Individual Credit Life 

Ind iv idua l  p o l i c i e s  o f  c r e d i t  l i f e  insurance  a r e  so ld  through 
t h e  c r e d i t o r  t o  t h e  deb to r  on an i n d i v i d u a l  b a s i s .  The insurance 
covers  deb to r s  i n  amounts which approximate t h e  loan balance which 
i s  payable t o  t h e  c r e d i t o r .  Both i n d i v i d u a l  and group forms of 
c r e d i t  l i f e  a r e  s i m i l a r  i n  terms o f  coverage,  c o s t ,  and adminis t ra -  
t i ~ n . ~  Ind iv idua l  c r e d i t  l i f e  premiums rece ived  t o t a l l e d  $145,932 
i n  Hawaii dur ing  1967.  

Credit Disability insurance 

C r e d i t  d i s a b i l i t y  insurance a l s o  can be w r i t t e n  on e i t h e r  t h e  
group o r  i n d i v i d u a l  p l an ,  b u t  91 p e r  c e n t  of  tine c r e d i t  d i s a b i l i t y  
premiums rece ived  dur ing 1967 i n  Hawaii were on group p o l i c i e s .  
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C r e d i t  d i s a b i l i t y  insurance  bus iness  i n  Hawaii amounted t o  1 7  pe r  
c e n t  o f  t h e  t o t a l  c r e d i t  insurance  ( c r e d i t  l i f e  and d i s a b i l i t y  
combined) premiums w r i t t e n  i n  1967 and t o t a l l e d  $ 6 3 5 ,  799.4 

Group Policies 

The Insurers 

Insurance  companies which w r i t e  c r e d i t  insurance  f a l l  i n t o  two 
c a t e g o r i e s .  The f i r s t  group inc ludes  t h e  more convent ional  companies 
which w r i t e  a l l  forms o f  l i f e  and h e a l t h  insurance.  These companies, 
which inc lude  t h e  n a t i o n ' s  o l d e s t  and l a r g e s t  l i f e  insurance 
companies, have added c r e d i t  insurance  a s  p a r t  of  t h e i r  expanded 
coverage.  Some w r i t e  group c r e d i t  l i f e  p o l i c i e s  bu t  n o t  i nd iv idua l  
c r e d i t  l i f e  p o l i c i e s .  The second group o f  i n s u r e r s  inc ludes  com- 
p a n i e s  which s p e c i a l i z e  mainly i n  w r i t i n g  c r e d i t  insurance ,  p r i m a r i l y  
i n d i v i d u a l  p o l i c i e s .  5 

I n  1967, t h e r e  were e i g h t  domestic (Hawaiian-based) insurance 
companies which wrote c r e d i t  l i f e  insurance ,  fou r  o f  which a l s o  
wrote c r e d i t  d i s a b i l i t y  insurance .  I n  a d d i t i o n ,  t h e r e  were t h i r t y -  
seven fo re ign  (mainland-based) insurance  companies doing c r e d i t  
l i f e  bus ines s  i n  Hawaii, t h i r t e e n  o f  which a l s o  d i d  c r e d i t  d i s a b i l i t y .  
There w e r e  two a d d i t i o n a l  fo re ign  i n s u r e r s  which l i m i t e d  t h e i r  c r e d i t  
i n su rance  bus iness  i n  Hawaii t o  d i s a b i l i t y  only.6 I n  1967, t h e  
domestic companies accounted f o r  40 p e r  c e n t  o f  t he  premiums rece ived  
on c r e d i t  l i f e  and over  64 p e r  c e n t  o f  t h e  premiums on c r e d i t  
d i s a b i l i t y . 7  

The Creditors 

O r i g i n a l l y ,  c r e d i t  insurance  was underwr i t t en  on unsecured 
p e r s o n a l  loans  made by commercial banks. Although a  l a r g e  propor- 
t i o n  o f  c r e d i t  insurance  i s  s t i l l  concent ra ted  i n  t h e  persona l  loan 
f i e l d ,  t h e  l i s t  o f  e l i g i b l e  c r e d i t o r s  has  been expanded g r e a t l y  
and now inc ludes  sav ings  and loan a s s o c i a t i o n s ,  t r u s t  companies, 
s a l e s  f i nance  companies, d e a l e r s ,  r e t a i l  vendors,  small  loan 
companies, mutual funds,  product ion c r e d i t  a s s o c i a t i o n s ,  memorial 
parks  and f e d e r a l  land banks. 
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Master Policy 

Under a group c r e d i t  l i f e  p o l i c y ,  a  mas te r  c o n t r a c t  i s  i s sued  
t o  t h e  c r e d i t o r  and covers  t h e  l i v e s  of  h i s  deb to r s  on a group 
b a s i s .  Most types  o f  i n s t a l l m e n t  f i nanc ing  normally t r a n s a c t e d  
by t h e s e  c r e d i t o r s  a r e  e l i g i b l e  f o r  group coverage,  b u t  on ly  
indebtedness  made by n a t u r a l  persons  a r e  e l i g i b l e ,  i . e . ,  p a r t n e r -  
s h i p ,  co rpo ra t ion  o r  a s s o c i a t i o n  indebtedness  a r e  n o t  e l i g i b l e .  
The c r e d i t o r  i s  t h e  po l i cyho lde r  and b e n e f i c i a r y  and the  c o n t r a c t  
p rov ides  t h a t  t h e  i n s u r e r  w i l l  pay t o  t h e  c r e d i t o r  t h e  unpaid 
ba lance  o f  t he  indebtedness  i n  t h e  event  o f  t h e  dea th  of t he  deb tor .  
The c r e d i t o r  i s  o b l i g a t e d  t o  apply the  b e n e f i t s  p a i d  by t h e  i n s u r e r  
t o  d i scha rge  t h e  i n su red  indebtedness .  8 

Each deb to r  i s  covered f o r  an amount o f  l i f e  insurance  equal  
t o  t h e  amount o f  h i s  indebtedness  t o  t h e  c r e d i t o r .  The form o f  
insurance  i s  decreas ing  term insurance  and a s  t h e  deb to r  makes h i s  
i n s t a l l m e n t  repayments and reduces  h i s  indebtedness ,  t h e  amount 
o f  insurance  reduces correspondingly.  When an in su red  deb to r  d i e s ,  
t h e  ou t s t and ing  amount o f  c r e d i t  insurance  i s  au toma t i ca l ly  payable 
t o  t h e  c r e d i t o r  t o  d i scharge  t h e  deb t .  

There a r e  va r ious  r e s t r i c t i o n s  on t h e  c o n t r a c t ,  t h e  maximum 
amount being l i m i t e d  e i t h e r  by law o r  insurance  company p r a c t i c e .  10 
I f  t h e  unpaid balance exceeds t h e  maximum amount of  insurance  
provided i n  t h e  a a s t e r  c o n t r a c t ,  t h e  deb to r  o r d i n a r i l y  i s  i n su red  
f o r  t h e  maximum pe rmi t t ed  under t h e  p o l i c y  u n t i l  h i s  indebtedness  
i s  reduced t o  the  p o i n t  a t  which t h e  unpaid ba lance  equa ls  t h e  
maximum. The rea f t e r ,  t h e  insurance  i s  reduced according t o  t he  
r educ t ion  i n  t h e  ou t s t and ing  ba lance . l l  

Some c o n t r a c t s  p rov ide  t h a t  where t h e  deb t  i s  g r e a t e r  than  t h e  
rnaximum amount l i m i t ,  t h e  b e n e f i t  i s  p a i d  i n  t h e  p ropor t ion  t h a t  
t h e  o r i g i n a l  amount o f  indebtedness  b e a r s  t o  t h e  maximum amount of  
inscrance .  For example, i f  a  man borrows $4,000 and i s  covered 
under a p o l i c y  prov id ing  a $3,000 maximum, h i s  amount o f  insurance  
' d i l l  always equa l  t h r ee - fou r th s  of  h i s  ou t s t and ing  indebtedness .  
The amount of  cotrerage i s  thus  reduced c o n t i n u a l l y .  l2 Other r e s t r i c  
t i o n s  may inc lude  a l i m i t  on t h e  d u r a t i o n  o f  e l i g i b l e  indebtedness  
( u s u a l l y  f i v e  y e a r s )  and t h a t  t h e  group must meet c e r t a i n  minimum 
s i z e  requirements i n  terms o f  a minimum number o f  new deb to r s  p e r  
y e a r  ( u s u a l l y  100) and a minimum ou t s t and ing  volume of i n su red  loans  
each year .13  
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A master  c o n t r a c t  may be terminated:  (1) a t  t h e  r eques t  o f  
t h e  c r e d i t o r ,  ( 2 )  f o r  nonpayment o f  t h e  premium, ( 3 )  f o r  f a i l u r e  t o  
o b t a i n  a  minimum number o f  new deb to r s  i n  each p o l i c y  yea r ,  o r  
(4)  f o r  f a i l u r e  t o  main ta in  a  rriilimum volume o f  insurance .  14 

Death c la ims a r e  pa id  t o  t h e  c r e d i t o r  by t h e  i n s u r e r  upon 
p r o p e r  n o t i c e  from t h e  c r e d i t o r  and proof o f  dea th .  I n  o rde r  t o  
r educe  expenses i n  p roces s ing  c la ims ,  however, some insurance  com- 
p a n i e s  a l low the  l a r g e r  c r e d i t o r s  t o  use  a  net-account ing system by 
o f f s e t t i n g  c la ims  a g a i n s t  monthly premiums, o n l y  i n d i c a t i n g  how 
many debtors  d i ed  dur ing  t'ne month and t h e  amounts f o r  which they  
were insured .  15 

Who Pays for Group Insurance 

Noncontributory Plan 

It was po in t ed  o u t  e a r l i e r  t h a t  group c r e d i t  insurance  d i f f e r s  
acco rd ing  t o  who pays f o r  it. I n  t h e  noncont r ibu tory  p l a n ,  t h e  
c r e d i t o r  absorbs  t he  e n t i r e  c o s t  o f  t h e  p o l i c y .  The p l an  covers  
a l l  d e b t o r s  and avoids  t he  t r o u b l e  and expense o f  making t h e  p l an  
a v a i l a b l e  t o  each i n d i v i d u a l  deb tor .  For  most c r e d i t o r s ,  t h i s  i s  
n o t  an a t t r a c t i v e  p l an  s i n c e  it c o n s t i t u t e s  an a d d i t i o n a l  c o s t .  
Genera l  e s t i m a t e s  ( f o r  banks) a r e  t h a t  t h e  c o s t  w i l l  run one-half  
o f  one p e r  c e n t  of  t h e  i n i t i a l  amount o f  t h e  loan f o r  each year.16 
Where t he  c r e d i t o r  pays a l l  c o s t s ,  it i s  g e n e r a l l y  r e q u i r e d  t h a t  
100 p e r  c e n t  of  a l l  e l i g i b l e  borrowers be  insured .  Most s t a t e s ,  
however, permi t  a  minimum p a r t i c i p a t i o n  o f  75 p e r  c e n t  o f  e l i g i b l e  
d e b t o r s  i f  t h e  p lan  i s  a  c o n t r i b u t o r y  one where a  s p e c i f i c  charge 
i s  made t o  t h e  borrower. 17 

C r e d i t  unions  a r e  an example o f  noncont r ibu tory  group insurance  
c r e d i t o r s .  I n  a  c r e d i t  union each e l i g i b l e  borrower i s  au toma t i ca l ly  
i n s u r e d  i n  t h e  amount o f  h i s  loan  up t o  a  c e r t a i n  l i m i t  ( u s u a l l y  
$10 ,000) .  The c r e d i t  union pays t he  premium o u t  o f  i t s  own earn ings :  
t h e  monthly premium p e r  $1,000 o f  ou t s t and ing  loan  ba lance  d i f f e r i n g  
accord ing  t o  t he  type  of p l a n  a  c r e d i t  union chooses.  l8 I n  a  s t r i c t  
d e f i n i t i o n  o f  terms,  t h e r e  i s  no " f r e e "  c r e d i t  insurance  even i n  a  
noncont r ibu tory  p l an ,  bu t  c o s t s  t o  t h e  c r e d i t o r s  a r e  low and a lmost  
i nconsequen t i a l  t o  t he  borrower. C r e d i t  unions g e n e r a l l y  p l ace  t h e i r  
i n su rance  wi th  C.U.N.A.  ( C r e d i t  Union Nat iona l  Assoc ia t ion)  Mutual 
Insurance  S o c i e t y ,  a  n o n p r o f i t  insurance  company which se rves  c r e d i t  
unions i n  t h e  Uni te2~ S t a t e s .  I n  t e n s  of vo lume ~f  c r e d i t  insurance ,  
is .U.K.A. Le2 all com&anies i n  Hawaii w i t h  $$492,2S5 worth o f  premiums 
r ece ived  i n  1967 
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Contributory Plan 

The p r a c t i c e  which dominates i n  Hawaii i s  t h e  o t h e r  method of 
f i nanc ing  a  group c r e d i t  insurance  p lan  where t h e  e n t i r e  c o s t  o f  
t h e  insurance  i s  passed on t o  t h e  deb to r  through a  s p e c i f i c  
i d e n t i f i a b l e  charge included i n  t h e  c r e d i t  t r a n s a c t i o n  by t h e  
c r e d i t o r .  The p lan  must be made a v a i l a b l e  t o  each d e b t o r  ( r a t h e r  
t han  au toma t i ca l ly  cover ing every deb to r  a s  i n  t he  noncont r ibu tory  
p l a n ) ,  and t h e  c r e d i t o r  ga ins  t h e  obvious advantage o f  economy s i n c e  
h e  bea r s  on ly  t h e  expense o f  adminis te r ing  t h e  p lan .  20 

Jn t h e  c o n t r i b u t o r y  p l an ,  insurance  laws u s u a l l y  r e q u i r e  t h e  
c r e d i t o r s  t o  t u r n  over  t o  t h e  insurance  company a l l  t h e  premiums 
which come from t h e  deb to r s ,  I n  normal p r a c t i c e ,  t h e  c r e d i t o r ' s  
insurance  charge t o  t h e  deb to r  w i l l  n o t  exceed t h e  premium which 
it pays t o  t h e  insurance  company. Most c r e d i t o r s  a s  po l icyholders  
i s s u e  a  c e r t i f i c a t e  o f  coverage t o  t h e  i n d i v i d u a l  deb tors  al though 
it i s  u s u a l l y  done on ly  where it i s  r equ i r ed  by s t a t e  laws. This  
document i s  c a l l e d  a  "s ta tement  o f  insurance" ,  and it d e s c r i b e s  t h e  
n a t u r e  o f  t h e  insurance  p r o t e c t i o n ,  t h e  cond i t i ons  o f  t h e  coverage,  
and t h e  refund formula t o  be used i n  ca se  t h e  indebtedness  i s  
r epa id  before  t h e  scheduled m a t u r i t y  d a t e .  The i n d i v i d u a l  d e b t o r ' s  
insurance  i s  terminated i f :  (1) t h e  master  p o l i c y  i s  t e rmina ted ,  
(2)  t h e  indebtedness  i s  d i scharged ,  ( 3 )  t h e  indebtedness  i s  t r a n s -  
f e r r e d  t o  another  c r e d i t o r ,  o r  (4)  t h e  deb to r  f a i l s  t o  make i n s t a l l -  
ment repayments when due. 2  1 

Premium Rafes 

The premium r a t e  charged i s  based upon t h e  volume of indebted- 
ness  t o  be  i n su red  expressed u s u a l l y  a s  an amount p e r  $1,000 p e r  
month o f  ou ts tanding  balance,  o r  an amount p e r  $100 p e r  y e a r  o f  
i n i t i a l  i n su red  indebtedness .  For example, i f  t h e  volume o f  
insurance  on a  group p o l i c y  i s  l e s s  than $250,000, t h e  i n i t i a l  r a t e  
may be $.75 p e r  month p e r  $1,000 o f  ou t s t and ing  balance,  $. 60 p e r  
zonth  p e r  $1,000 f o r  $500,000 o r  more, and t h e  r a t e  might be 
p r o r a t e d  between $.75 and $.60 f o r  a  volume between $250,000 and 
$sao,ooo.22 

Premium Payment 

A common premium payment method on group p o l i c i e s  i s  t h e  
"'outstanding balance m e t h o d ' h h i c h  bases  the premium en the amount 
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o f  i n su rance  ou t s t and ing  on loans  o r  deb ts  on each monthly premium 
due d a t e .  For example, i f  a  c r e d i t o r  has  an ou ts tanding  volume o f  
i n s u r e d  loans  o f  $500,000 and t h e  a p p l i c a b l e  r a t e  i s  $.60 p e r  month 
p e r  $1,000 o f  ou t s t and ing  balance,  t h e  t o t a l  prenium due f o r  tine 
month from t h e  c r e d i t o r  i s  $300. 

A second method i s  t he  " s i n g l e  premium method" where t h e  f u l l  
premium ( e x p r e s s e d a s ,  e . g . ,  $.60 p e r  $100 pe r  yea r )  which i s  based 
on t h e  i n i t i a l  amount of  indebtedness  and i t s  a n t i c i p a t e d  decrease  
over  t h e  repayment pe r iod  i s  immediately t u rned  over  t o  t he  i n s u r e r  
by t h e  c r e d i t o r .  2 3  

Disability Rates 

The payment of premium r a t e s  f o r  c r e d i t  d i s a b i l i t y  insurance 
i s  more complicated than t h a t  o f  c r e d i t  l i f e  s i n c e  p l ans  vary  no t  
o n l y  accord ing  t o  wa i t i ng  pe r iods  of fou r t een  t o  t h i r t y  days b u t  
alsowhet 'ner b e n e f i t s  a r e  pa id  r e t r o a c t i v e l y  t o  t he  f i r s t  day of 
d i s a b i l i t y .  Premiums a r e  expressed u s u a l l y  p e r  $100 of insured  
indebtedness  a s  i n  c r e d i t  l i f e .  2 4  

Creditor Compensation 

The c r e d i t o r s  o f t e n  r ece ive  compensation i n  t h e  form of a 
re fund  i n  connect ion wi th  t h e  insurance  coverage. While t h i s  
p r a c t i c e  i n  i t s e l f  i s  n o t  de t r imen ta l  i n  most group insurance p l a n s ,  
it is o f t e n  abused i n  a c o n t r i b u t o r y  p l an  when t h e  c o s t  o f  insurance  
i s  borne e n t i r e l y  by t h e  borrower s i n c e  t h e  c r e d i t o r  i s  i n t e r e s t e d  
i n  t h e  h i g h e s t  a v a i l a b l e  insurance  r a t e  r a t h e r  t han  t h e  lowest  i n  
o r d e r  t o  r ece ive  a h ighe r  p ropor t ion  o f  compensation. 

erience Dividends and Rate Credits 

P r o f i t s  by c r e d i t o r s  on group c r e d i t  l i f e  p o l i c i e s  g e n e r a l l y  
f l o w  from the  r e t e n t i o n  o f  dividends o r  exper ience  r a t e  crer2its .  
Where abuses i n  t h e  c r e d i t  f i e l d  a r e  p r e v a l e n t ,  t he se  exper ience 
r a t e  c r e d i t s  r e s u l t  from r a t e s  which a r e  exces s ive ,  a  favorab le  
l o s s  exper ience  ( l o s s  r a t i o ,  d i scussed  i n  nex t  chap te r )  and t h e  
f a i l u r e  t o  p rov ide  refunds upon prepayment and c a n c e l l a t i o n  by t he  
borrower. Depending on t h e  exper ience  dividends o r  r e t r o s p e c t i v e  
r a t e  c r e d i t s ,  t h e  g r o s s  c o s t  o f  group c r e d i t  insurance  i s  subject 
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t o  r educ t ions  and t h e s e  a r e  p a i d  t o  t h e  c r e d i t o r  by t h e  insurance  
company. The c r e d i t o r  r e t a i n s  t h e s e  a s  compensation f o r  expenses 
i ncu r r ed  i n  admin i s t e r ing  t h e  p lan .  2  5 

Eommissions 

I n  a  co i -pe t i t ive  s i t i ; ~ t i o n ,  t h e  purpose o f  commissions p a i d  
t o  insurance  agents  i s  t o  p rov ide  an i n c e n t i v e  t o  agents  t o  expend 
t h e i r  e f f o r t s  i n  gene ra t ing  bus iness .  The amount o f  conmission 
which t h e  agent  commands i s  i n  d i r e c t  s r o p o r t i o n  t o  t h e  b u y e r ' s  
freedom o f  choice  a s  t o  whether he  w i l l  buy the  insurance  and from 
whom. 2 6 

A number o f  arrangements have developed i n  r e l a t i o n  t o  com- 
miss ions .  I t  shoilld be noted t h a t  h igh  cornxission r a t e s  i n  t he  
c r e d i t  insurance  f i e l d  a r e  made p o s s i b l e  by the  f avo rab le  exper ience 
on r i s k s .  On group coverage,  commissions a r e  normally p a i d  t o  f u l l -  
t ime agents  a s  compensation f o r  t'ne s a l e  o f  t h e  group c o n t r a c t  t o  
t h e  c r e d i t o r  r a t h e r  t han  a  comnission being p a i d  t o  t h e  c r e d i t o r .  
Th i s  p r a c t i c e  does n o t  always p r e v a i l ,  however, and commissions a r e  
p a i d  t o  t h e  c r e d i t o r  2s  a  r e b a t e  i n  -.any cases .  While Hawaii laws 
p reven t  t h i s  p r a c t i c e  r equ i r in i j  conmissions t o  be p a i d  on ly  t o  
l i c e n s e d  insurance  agents  ( c r e d i t o r s  r a r e l y  a r e  l i c e n s e d  insurance  
agents  a c t i n g  on ly  a s  middlemen i n  s e l l i n g  group i n s u r a n c e ) ,  o t h e r  
s t a t e s  do no t .27  I n  i t s  a p p l i c a t i o n ,  however, t h e  Hawaii law i s  
vague. Some f inance  companies go through t h e  unusual  procedure o f  
*-. ' .:G$lng t h e i r  loan  o f f i c e r s  t r a i n e d  and examined a s  l i c e n s e d  
insurance  agen t s  a1thoi;gh they  w r i t e  on ly  c r e d i t  insurance .  Other 
c r e d i t o r s  r e c e i v e  compensation through cne Form o r  ano the r ,  t he  law 
notwiths tanding.  

Mow a Group Plan 

I n  o r d e r  tc  i l l u s t r a t e  and revie31 t h e  Fac tors  and d e t a i l s  
d i s cus sed  above. it would be u s e f u i  i f  a  h y p o t h e t i c a l  c o n t r i b u t o r y  
c rec i i t  group Li fe  p lzn  x i t h  r a t e s  s i n . i l a r  t o  those  p r e v a i l i n g  among 
t h e  l a r g e s t  number o f  c r e d i t o r s  in Hawaii i s  p r e sen ted  a s  an example. 

A l i f e  insurance  company ( i n s u r e r j  i s s u e s  a group l i f e  
insurance  p o l i c y  t o  a  finar 'ce company ( c r e d i t o r ) .  The f inance  
company, which i s  the  group po l i cyho lde r ,  i s  n o t  r equ i r ed  by 

, -  . 
Hawaii is.$ t o  licefise i t s  agents i; ~t merely i s s u e s  t 3 e  c e r t i f i c a t e s  
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on a group p o l i c y ,  hand l ing  the  t r a n s a c t i o n  i n d i r e c t l y .  Under a 
s i n g l e  premium payment system, t h e  charge,  which i s  pa id  by 'clie 
d e b t o r ,  i s  $ 1  p e r  $100 o f  i n i t i a l  indebtedness  repayable  ir. twelve 
s u b s t a n t i a l l y  equa l  monthly i n s t a l l m e n t s .  How milch of  t h e  premiurc 
t h e  f inance  company r e t u r n s  t o  t h e  insurance  comgany desenc?s on 
t h e  degree  o f  barga in ing .  

I f  50 p e r  c e n t  o f  t h e  premium was agreed  upon a s  t h e  cor~pensa- 
t i o n  t o  t h e  po l i cyho lde r  ( t h e  f inance  company), t h e  company r emi t s  
o n l y  $.50 t o  t h e  insurance  company which books t h e  premium as  $1 
and pays premium t axes  on t h e  $1 amount, n o t  $.5G. The f inance  
company, t hen  makes $ . 5 0  on t h e  premium i n  a d d i t i o n  t o  t h e  i n t e r e s t  
it charges  on t h e  loan.  Unless t he  i s s u e r  o f  a c e r t i f i c a t e  i s  a 
l i c e n s e d  agen t ,  no commission i s  al lowed b u t  exper ience  c r e d i t s  o r  
" s e r v i c i n g  f e e s "  t ake  the  p l a c e  of t h e  commission. The 5.50 which 
t h e  insurance  company r ece ives  may be t h e  amount necessary  t o  
suppor t  i t s  r i s k ,  but it must charge t h e  $I r a t e  i n  o r d e r  t o  rerrain 
i n  t h e  market and t o  pay t h e  h igh  compensation t o  t h e  c r e d i t o r s . 2 8  

Individual Policies 

Ind iv idua l  p o l i c i e s  account  f o r  a smal l  share  (5 p e r  c e n t )  o f  
t o t a l  c r e d i t  l i f e  premiums r ece ived  i n  Hawaii i n  1967, y e t  it i s  
an a r e a  where i n  countrywide exper ience ,  t h e  g r e a t e s t  abuses have 
occur red .  The c r e d i t o r ,  d i r e c t l y  o r  i n d i r e c t l y ,  a c t s  a s  t h e  agent  
o f  an insurance  company and i s s u e s  an i n d i v i d u a l  p o l i c y  t o  each of 
t h e  d e b t o r s ,  r ece iv ing  compensation t o  r e i a b u r s e  him f o r  expenses 
i n c u r r e d  i n  h i s  c r e d i t  insurance  o p e r a t i o n .  Tne c r e d i t o r  t u r n s  t h e  
premium over  t o  t h e  insurance  company a f t e r  h i s  compensation i s  
deducted.  I f  t h e  p o l i c y  i s  i n d i v i d u a l  dec reas ing  term insurance ,  
tKe insurance  company pays t h e  unpaid loan  balance of any borrower 
whh:, d i e s  dur ing  t h e  loan  pe r iod .  I n  t h e  ca se  o f  i n d i v i d u a l  Le-veL 
t e r n  insurance ,  t h e  insurance  remains e q u a l  t o  fne  o r i g i n a l  amount 
o f  t h e  loan throughout t h e  loan  per iod .  The amount e q u a l l i n q  the  
loan balance,  goes t o  t he  c r e d i t o r  and t h e  remainder t o  t h e  c!ebtorls 
e s t a t e .  For example, if a deb to r  Sorrows $400 acd dies a f t e r  
repaying $ 1 5 ,  t h e  insurance  company pays t h e  Loan balance o f  $250 
t o  t h e  c r e d i t o r  an2 $150 t o  t h e  d e b t o r ' s  e s t a t e . 2 9  
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Any detailed study of credit insurance requires a collection 
of data and an analysis of credit insurance experience, yet the 
obstacles are considerable. There is no standard form for collecting 
statistical information among states, and the opportunity or facili- 
ties to compile and analyze a large volume of data are not available 
in Hawaii. In order to reveal characteristics of the experience 
which are present generally and: to avoid errors of a study limited 
to a single state, the data here include countrywide experience as 
well. The findings are only summarized in this chapter, but 
statistical tables are reproduced in the Appendices. 

Problem 

The most comnon rate quoted in Hawaii for group credit life 
insurance is $1 per year for each $100 of indebtedness. This is 
the charge made to borrowers by the great majority of loan 
companies in the state. Insurance companies which sell credit 
insurance to the creditors charge varying rates, but the $1 rate 
seems to be general.1 it should be pointed out, nevertheless, that 
in terms of volume, the insurers like C.U.N.A. which do not charge 
the $1 rate handle much of the credit business in Hawaii. 

Whether the $1 rate is reasonable is a problem which faces 
those who attempt to regulate the preicium charges on credit life. 
To establish an objective standard by which to measure the fairness 
of rates, the National Association of Insurance Commissioners 
(hereafter N.A.I.C.) recommended the use of a minimum loss ratio 
"bench mark", which is generally acknowledged as a fair standard. 

Loss Ratio 

The Loss ratio neasures the percentage of every premiun rate 
or dollar that the insurance company pays out in benefits. The 
N.A.I.C. recornended a Kinimam 50 per cent loss ratio, or that at 
least one-half of the premixam rate should be used to pay claims. 
Translated into terms of the consumer-borrower, it means people 
paying for the insurance should be getting back a minimum percentage 
of 50 per cent of the premiums pic? in terns of benefits. Any 
percentage less than a 50 per cent loss ratio would indicate that 
ifhe debtor was getting less than is demo6 reasonable by N.A.I.C. 



CREDIT INSURANCE STATISTICS 

s t anda rds .  Based on t h e  l o s s  r a t i o ,  a  premium r a t e  which i s  sub- 
s t a n t i a l l y  i n  excess  o f  twice  t h e  c la im r a t e  would a l s o  be 
cons idered  unreasonable .  A t  t h e  p r e s e n t  t ime,  n ine t een  s t a t e s  use 
t h e  50 p e r  c e n t  l o s s  r a t i o  i n  t h e i r  insurance  r e g u l a t i o n s  whi le  tlnree 
o t h e r s ,  use  t h e  "bench mark" t o  approve o r  disapprove r a t e  f i l i n g s  
a l though  t h e  "bench mark" i s  n o t  s e t  f o r t h  i n  t h e  r e g u l a t i o n .  2 

Hawaii's Loss Ratio 

Hawai i ' s  1967 r a t i o  ( c r e d i t  l i f e  insurance  c la ims  and b e n e f i t s  
p a i d  t o  premiums r ece ived )  amounted t o  o n l y  37 p e r  c e n t ;  t h e  l o s s  
r a t i o  f o r  t h e  f ive-year  p e r i o d  1963-67 averaged l e s s  t han  38 p e r  
c e n t .  (See Appendix A . )  Th is  meant t h a t  f o r  every  $1 of c r e d i t  
l i f e  insurance  premiums c o l l e c t e d ,  t h e  insurance  companies p a i d  
o u t  approximately  $.38 i n  b e n e f i t s  f o r  t h e  p a s t  f i v e  yea r s .  For 
every  $ 1  of c r e d i t  d i s a b i l i t y  insurance  premiums c o l l e c t e d ,  t h e  
companies p a i d  o u t  approximately $.22 i n  b e n e f i t s .  Both r a t e s  a r e  
w e l l  below t h e  N . A . I . C .  50 p e r  c e n t  "bench mark", i n d i c a t i n g  t h a t  
people  were g e t t i n g  a  s m a l l e r  percen tage  back than i n  a r e a s  where a  
"bench mark" r a t i o  i s  e s t a b l i s h e d  by law. 

Hawaii exper ience  s t a t i s t i c s  a l s o  show d i f f e r e n c e  i n  l o s s  
r a t i o s  between domestic and fo re ign  i n s u r e r s .  (See Appendix B . )  
I n  t h e  f ive-year  p e r i o d  1963-67, domestic c r e d i t  l i f e  i n s u r e r s  
showed a  l o s s  r a t i o  o f  26 p e r  c e n t  a g a i n s t  43 p e r  c e n t  f o r  fo re ign  
c r e d i t  l i f e  i n s u r e r s .  I n  a d d i t i o n ,  domestic c r e d i t  d i s a b i l i t y  
i n s u r e r s  showed a  l o s s  r a t i o  o f  1 7  p e r  c e n t  a g a i n s t  2 4  p e r  c e n t  f o r  
f o r e i g n  c r e d i t  d i s a b i l i t y  i n s u r e r s .  

This  i s  n o t  t o  say,  however, t h a t  a l l  domestic insurance  
companies a r e  p r o f i t i n g  i n  excess  o f  $ . T O  on every  d o l l a r  i n  Hawaii, 
a s  o t h e r  c o s t s  a r e  involved i n  admin i s t e r ing  t h e  p l a n s ,  and d i f f e r e n t  
r a t e s  p r e v a i l  f o r  group and i n d i v i d u a l  p o l i c i e s .  The d i f f e r e n c e  i n  
10s-s r a t i o s  can a l s o  be p a r t i a l l y  a t t r i b u t e d  t o  lower premium r a t e s  
charged by fo re ign  companies, many of  b~nich a r e  l a r g e  companies 
o p e r a t i n g  on a  countrywide b a s i s .  

I t  should a l s o  be added t h a t  Appendices A and I? g i v e  l o s s  
r a t i o s  based on premiums r ece ived  and l o s s e s  pa id .  They r e p r e s e n t  
o n l y  a  g e n e r a l  i n d i c a t i o n  o f  t h e  t r e n d  i n  c r e d i t  insurance  f o r  a  
given pe r iod ,  because t h e  premiums rece ived  on c r e d i t  l i f e  i n  any 
one yea r  may be premiums f o r  two o r  t h r e e  y e a r s  pa id  i n  advance 
whi le  t h e  l o s s e s  i n d i c a t e d  are  For on ly  one yea r .  While a  more 
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accurate representation would be to use the premiums earned over 
losses incurred, a comparison of both methods in Appendix C 
representing all domestic insurers and C.U.N.A. indicates that the 
differences are minimal and the loss ratios for the premiums earned 
over losses incurred are only slightly higher. The loss ratio for 
Hawaii discussed in this report then is subject to slight variations 
on a prerniiur;~ earned over losses incurred basis. 

A N.A.I.C. study done in 1964 on countrywide loss ratio experi- 
ence indicated loss ratios of 30 and 32 per cent on credit life and 
credit disability insurance respectively on individual policies and 
58 and 47 per cent respectively on group policies.3 Hawaii experience 
also indicates a lower loss ratio on credit life and credit dis- 
ability insurance on individual policies. Thus, not only is an 
excessive rate indicated on credit insurance in general in Hawaii, 
but it is more excessive on individual rather than group policies. 
In 1967, for example, credit life business in Hawaii indicated a 
loss ratio of 27 per cent on individual policies and 37 per cent on 
group policies, 

The reader is cautioned that only averages are indicated in 
this summary and that there are variations of companies around 
these averages. At least 20 per cent of the companies surveyed in 
the N.A.I.C. study showed average loss ratios between 80 and 90 
per cent. Significantly, only one per cent of the total individual 
policy premiums were written by companies with a loss ratio of more 
than 40 per cent. Similar variations were found for credit dis- 
ability insurance. 3ne of the reasons for the difference in loss 
ratios is the level of premium rates charged, the countrywide 
average being $.54 per $100 of initial indebtedness repayable in 
Vwelve monthly installments on trhe average for group life policies 
and$L.ll per $100 for individual policies. 4 

The simplest method to translate a loss ratio into the dollars 
and cents of a premium rate is to multiply the death claims of a 
group of borrowers on which figures on past experience are available 
by two. This does not, however, take into account a number of 
variables s i n c e  future benefit payments may not always correspond 
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t o  p a s t  exper ience ,  and less r a t l o s  va ry  widely  according t o  c r e d i t o r  
accounts  and t h e  average age of borrowers. There i s  a l s o  a problem 
i n  determining a r a t e  f o r  new credi-cor accounts  f o r  which no p a s t  
exper ience s t a t i s t i c s  a r e  a v a i l a b 1 e . j  

N.A.I.C. Recommendation 

I t  was recommended by t h e  N.A. I .C .  i n  1966 t h a t  each s t a t e  
adopt  a 50 p e r  c e n t  l o s s  r a t i o  "bench nark"  which would i n  t u r n  s e r v e  
a s  t h e  b a s i s  f o r  e s t a b l i s h i n g  a prima f a c i e  r a t e .  On t h e  b a s i s  of  
Yne 1963 N . A . I . C .  s t udy  descr ibed  above, a prima f a c i e  r a t e  of  $.60 
pe r  $100 pe r  y e a r  of  i n i t i a l  indebtedness  repayable  i n  monthly 
i n s t a i l m e n t s  was found t o  be c o n s i s t e n t  w i th  a 50 p e r  c e n t  l o s s  
r a t i o  "bench mark" a l though no recornenda t ion  was made. This  
f i g u r e  was determined by mul t i p ly ing  t h e  average death  b e n e f i t s  
p e r  $100 on a twelve-montln loan (which amounted t o  about s .30) by 
two. 

Rates in Hawaii and Other States 

I n  Hawaii, where no r e g u l a t i o n  e x i s t s  on premium r a t e s ,  it 
was noted t h a t  t h e  p r e v a i l i n g  r a t e  i s  $ 1  p e r  $100 p e r  year .  Of 
t h e  t h i r t y - f i v e  j u r i s d i c t i o n s  which have r e g u l a t o r y  l e g i s l a t i o n  i n  
fo rce ,  e i g h t  have e s t a b l i s h e d  the  prima f a c i e  r a t e  a t  $.60 p e r  $100 
o r  l e s s .  Three s t a t e s  have adopted decrernental s c a l e s  o f  r a t e s ,  
f i f t e e n  s t a t e s  and Puer to  Rico have prima f a c i e  r a t e s  more than  
$.60 p e r  $100 p e r  yea r  whi le  eiglzt s t a t e s  have adopted: no prima 
f a c i e  r a t e s .  (See Appendix D.) 

The N.A. I .C .  prima f a c i e  r a t e  procedure does n o t  p reven t  any 
i n s u r e r  from applying f o r  a u t h o r i t y  t o  charge a h i g h e r  r a t e  i f  i t s  
l o s s  r a t i o  exceeds t he  50 p e r  c e n t  "bench nark" .  I t  merely 
e s t a b l i s h e s  t h e  s t anda rd  by which t h e  commissioner w i l l  s c c e p t  a 
premium charge a s  being reasonable  i n  r e l a t i o n s h i p  t o  b e n e f i t s .  

Commissions and Ot 

Commissions a r e  t r a d i t i o n a l i y  paid t o  one c r e i i t o r s  t o  
reimburse them f o r  expenses i ncu r r ed  i n  t h e i r  c r e d i t  ope ra t ions .  
The 1964 Y.A.I .C.  s t udy  on countrywide exper ience  shows t h a t  t h e  
average commission r a t e  f o r  indiviciual  p o l i c y  coverage was 38 p e r  
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c e n t  f o r  c r e d i t  l i f e  insurance  and 45 p e r  c e n t  f o r  c r e d i t  d i s a b i l i t y .  
This  i n d i c a t e s  t h e  p r o f i t  o f  t h e  c r e d i t o r  i n  t h e  t r a n s a c t i o n  above 
anci beyone t h e  i n t e r e s t  h e  r ece ives  from t h e  borrower. I n  c o n t r a s t ,  
t h e  average group dividend r a t e  o r  exper ience  c r e d i t s  were 10 p e r  
c e n t  f o r  c r e d i t  l i f e  and 5 p e r  c e n t  f o r  c r e d i t  d i s a b i l i t y .  

The K . A . I . C .  f i nd ings  a r e  s i g n i f i c a n t  i n  t h a t  they  show t h a t  
a l l  o t h e r  expense i tems ( l o s s  expenses, s e r v i c e  f e e s ,  and o t h e r  
a l lowances ,  g e n e r a l  insurance  expenses,  t a x e s ,  l i c e n s e s  and f e e s )  
a r e  comparable f o r  group and i n d i v i d u a l  p o l i c i e s  on c r e d i t  l i f e  
( 9  t o  10 p e r  c e n t )  and f o r  group and i n d i v i d u a l  p o l i c i e s  on c r e d i t  
d i s a b i l i t y  (11 t o  12 p e r  c e n t ) .  I t  i s  obvious then t h a t  t h e  h ighe r  
c o s t s  involved t h e  compensation p a i d  t o  c r e d i t o r s  f o r  handl ing  
i n d i v i d u a l  p o l i c i e s .  I t  i s  necessary t o  add, however, t h a t  c r e d i t o r s  
i n c u r  expenses a l s o  and t h a t  a l l  commissions do n o t  r e p r e s e n t  p r o f i t s .  
The s tudy  a l s o  showed t h a t  53 p e r  c e n t  o f  t he  companies w r i t i n g  
35  p e r  c e n t  o f  t h e  i n d i v i d u a l  c r e d i t  l i f e  coverage were paying 
c o m i s s i o n s  i n  excess  o f  50 p e r  c e n t  o f  t h e   premium^,^ 

A composite compila t ion o f  countrywide d a t a  o f  fo re ign  
insurance  companies t h a t  wrote group c r e d i t  l i f e  insurance  i n  
Eiawaii i n  1966, a s  r epo r t ed  t o  t h e  In su ranceDiv i s ion ,  showed t h a t  
t h e  com&sions  averaged s l i g h t l y  over  10 p e r  c e n t  and r e t r o s p e c t i v e  
r a t e  c r e d i t s  o f  14.2 p e r  cen t .  These f i g u r e s  do n o t  d e v i a t e  g r ~ a t l y  
from those  o f  t h e  N.A.I .C.  s tudy.  (See Appendix E . )  The exper ience 
by companies v a r i e d  wide ly  b u t  t h e  t a b u l a t i o n  may n o t  be represen ta -  
t i v e  o f  Hawai i ' s  exper ience  because t h e  f i g u r e s  were based on t h e  
t o t a l  bus iness  o f  t h e  fo re ign  companies and no breakdowns f o r  Hawaii 
were a v a i l a b l e .  I n  a d d i t i o n ,  because Hawaii laws p r o h i b i t  t h e  
paying o f  such commissions t o  un l icensed  agen t s ,  t h e  f i g u r e s  may be 
d i sgu i sed  a s  " s e r v i c i n g  f e e s " ,  o r  exper ience r a t e  c r e d i t s  and a r e  
l i s t ec i  i n  o t h e r  c a t e g o r i e s  which p r e s e n t  o b s t a c l e s  i n  drawing 
meaningful conclusions .  

Never the less ,  t h e  r a t i o  based on t o t a l  d i r e c t  exper ience  from 
domestic i n s u r e r s  c o n t r a s t s  wi th  fo re ign  i n s u r e r s  showing the  
cominissions t o  average s l i g h t l y  over  43 p e r  c e n t  i n  1966 on Hawaii 
b u s i ~ e s s .  (See Appendix E . )  The wide d i f f e r e n c e s  i n  l o s s  r a t i o s ,  
comnissions,  and o t h e r  expense r a t i o s  may be p a r t i a l l y  a t t r i b u t e d  
t o  t h e  d i f f e r e n c e s  i n  t h e  l e v e l  o f  premium r a t e s  charged and t h e  
r eade r  i s  aga in  cau t ioned  t h a t  i n d i v i d u a l  company exper ience  
d i f f e r s .  7 



Chapter IV 

ABUSES IN THE CREDIT INSURANCE BUSINESS 

The r e l a t i v e  absence o f  complaints  i n  Hawaii a g a i n s t  c r e d i t  
l i f e  and c r e d i t  d i s a b i l i t y  i n s u r e r s  r e p o r t e d  t o  t h e  Insurance 
Commissioner would seem t o  i n d i c a t e  t h a t  abuses  a r e  n o t  present .1 
C e r t a i n l y ,  t h e r e  has  been no p u b l i c  o u t c r y  o r  extended p r e s s  
coverage a g a i n s t  ques t ionab le  p r a c t i c e s  i n  t h e  f i e l d  which have been 
c h a r a c t e r i s t i c  o f  o t h e r  s t a t e s  where c e r t a i n  abuses d e a l i n g  wi th  
sma l l  l oans  and c r e d i t  insurance  have been l i nked .  But t h i s  i s  n o t  
t o  s a y  t h a t  p o t e n t i a l  problems do n o t  e x i s t  i n  t h e  f ace  o f  unregula ted  
a c t i v i t y .  

Excessive Rates 

The s t a t i s t i c s  reviewed i n  t h e  prev ious  c h a p t e r  i n d i c a t e  t h a t  
by t h e  s t anda rds  o f  measure s p e c i f i e d  by t h e  N.A . I .C .  t h e  $ 1  p e r  
$100 p e r  y e a r  premium r a t e  on c r e d i t  l i f e  insurance  i s  excess ive .  
I t  i s  t h e  h i g h e s t  r a t e  g e n e r a l l y  used i n  a r e a s  where t h e r e  i s  no 
r a t e  r e g u l a t i o n  and t h e  r a t i o n a l e  advanced by some i n s u r e r s  i n  
Hawaii which use  t h e  r a t e  t h a t  it was long i n  e x i s t e n c e  be fo re  t hey  
e n t e r e d  t h e  f i e l d  cannot  be used i n  j u s t i f i c a t i o n  o f  t h e  h igh  charge.  
N e i t h e r  t h e  l o s s  r a t i o  exper ience  l o c a l l y  nor  on a  countrywide b a s i s  
j u s t i f i e s  t h e  $ 1  r a t e .  

I n  f a i r n e s s  t o  many i n s u r e r s ,  however, it must be mentioned 
t h a t  a  number do charge  l e s s  than t h e  $1  r a t e ,  and on a  combined 
package o f  c r e d i t  l i f e  and c r e d i t  d i s a b i l i t y  insurance ,  t h e  charge 
broken down i n t o  i t s  two components would t o t a l  l e s s  than $ 1  p e r  
$100. I t  was r e p o r t e d  i n  t h e  l e g i s l a t i v e  hea r ings  h e l d  on January 3,  
1968 t h a t  t h e  P r u d e n t i a l  Insurance  Company f e l t  a  charge of $.44 
p e r  $100 would prov ide  an adequate  p r o f i t ,  b u t  it must be borne i n  
mind t h a t  t h i s  i s  a  l a r g e  insurance  company whose exper ience may 
d i f f e r  from many domestic companies. 2 

Reverse Competition, the Creditor and Excessive Compensation 

I n  many c a s e s ,  t h e  f a u l t  does n o t  l i e  w i th  t h e  insurance  
companies. Most insurance  companies could  e a s i l y  underwri te  c r e d i t  
l i f e  a t  a  lower premium charge because o f  f avo rab le  exper ience i n  
Hawaii. However, when t h e  insurance  companies a t t empt  t o  s e l l  o r  
p l a c e  t h i s  insurance ,  t h e  c r e d i t o r  may ask f o r  t h e  h i g h e s t  r a t e  
i n  o r d e r  t o  i n c r e a s e  t h e  amount t o  be  d iv ided  between himself  and 
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t h e  insurance  company. S ince  t h e  deb to r  pays f o r  t h e  h igh  premium, 
t h e  c r e d i t o r  i s  n o t  o v e r l y  concerned wi th  t h e  c o s t .  I t  was r epo r t ed  
t h a t  one l o c a l  insurance  cornpany could n o t  s e l l  insurance  a t  $.35 
p e r  $100 p e r  yea r  because t h e  p r o f i t  t o  t h e  c r e d i t o r  would be more 
wi th  an i n s u r e r  t h a t  had a  h i g h e r  premium r a t e .  3  

I t  i s  customary f o r  t h e  premiums t o  be d iv ided  equa l ly  between 
a  merchandise s t o r e  and t h e  i n s u r e r ,  and where commission f e e s  cannot 
be  p a i d  l e g a l l y ,  t h e  c r e d i t o r  r ece ives  some o f  t h e  premiums back i n  
o t h e r  forms. I n  Hawaii t h e  excess ive  premiums a r e  i n  d i r e c t  r e l a t i o n  
t o  h igh  commissions. I f  a  commission o f  60 p e r  c e n t  i s  demanded by 
a  c r e d i t o r ,  it can on ly  be covered by an insurance  company by charging 
t h e  $ 1  r a t e . 4  1n t h i s  c a s e ,  t h e  insurance  company, w i l l i n g l y  o r  
unwi l l i ng ly ,  must be f l e x i b l e  enough i n  o r d e r  n o t  t o  l o s e  business .  

Uninformed Debtor 

One o f  t h e  problems o f  c r e d i t  insurance  i s  t h a t  t h e  deb tor  i s  
n o t  informed f u l l y  o f  h i s  coverage and may be a  c a p t i v e  o f  t he  
c r e d i t o r .  Although he  i s  charged f o r  t h e  insurance ,  it i s  t h e  
c r e d i t o r  who chooses t h e  i n s u r e r  and t h e s e  i n s u r e r s ,  a s  was i n d i c a t e d  
be fo re ,  must v i e  among themselves f o r  t h e  favor  o f  t h e  c r e d i t o r  by 
i n c r e a s i n g  r a t e s  t o  make p o s s i b l e  a  h igh  commission payment. While 
it i s  d i f f i c u l t  t o  j u s t i f y  t h e  r i g h t  o f  a  c r e d i t o r  t o  d e r i v e  p r o f i t  
from an insurance  t r a n s a c t i o n  it is  even more ques t ionab le  how much 
p r o t e c t i o n  t h e  deb to r  a c t u a l l y  g a i n s  through t h e  t r a n s a c t i o n s .  

The l i n k  between consumer c r e d i t  and c r e d i t  insurance  i s  
obvious.  I n  most ca ses ,  t h e  c o s t  of c r e d i t  insurance  t o  t h e  deb to r  
on h i s  i n s t a l l m e n t  purchase does n o t  seem t o  be g r e a t  and he  i s  
n o t  g r e a t l y  concerned wi th  t h e c h a r g e .  Because t h e  maximum l i n e  of 
c r e d i t  ( revolv ing  c r e d i t )  i s  u s u a l l y  s e t  a t  $500, t h e  insurance can 
ex t ingu i sh  t h e  deb t .  Under Hawaii law, any insurance  charge on r e t a i l  
i n s t a l l m e n t  s a l e s  c o n t r a c t  must be  d i ~ c l o s e d , ~  bu t  t h e  deb to r  i s  o f t e n  
unaware of how much t h e s e  c o s t s  r e a l l y  add up t o ,  o r  t h a t  t h e  
insurance  r a t e  i s  r e a l l y  excess ive .  

Coercion and i n t i m i d a t i o n  do n o t  appear  t o  be f a c t o r s  i n  t h e  
Hawaii c r e d i t  insurance  f i e l d  a l though loan  companies g e n e r a l l y  
r e q u i r e  c r e d i t  insurance  t o  be underwr i t t en  f o r  each deb to r  on 
unsecured pe r sona l  loans .  Some companies a l low c r e d i t  insurance  
t o  be vo lun ta ry ,  o r  a l low a  choice  o f  i n s u r e r s .  6 
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Credit Abuses 

Because t h e  Insurance Commissioner h a s  n e i t h e r  t h e  a u t h o r i t y  
nor  t h e  f a c i l i t i e s  t o  conduct p e r i o d i c  i n v e s t i g a t i o n s  o f  t he  a c t i v i -  
t i e s  o f  c r e d i t  i n s u r e r s ,  it i s  n o t  known what o t h e r  ques t ionab le  
p r a c t i c e s  r e l a t i n g  t o  t h e  underwr i t ing  o f  such insurance  e x i s t  i n  
Hawaii. I n  o r d e r ,  however, t h a t  t h e  l e g i s l a t o r s  be aware of problems 
which have occur red  i n  o t h e r  s t a t e s  where a c t i v i t y  was n o t  r egu la t ed ,  
a  few o t h e r  abuses a r e  l i s t e d .  

1. F a i l u r e  t o  Refund t h e  Unearned Insurance  Premium on 
Refinancinq o r  Repayment o f  t h e  Debt. I n  most c r e d i t  
insurance  p l a n s ,  t h e  insurance  premium i s  p a i d  i n  advance 
t o  cover t h e  d e b t  over  a  given per iod .  I f  t h e  deb to r  pre-  

' pays  t he  deb t ,  he  i s  e n t i t l e d  t o  a  refund on h i s  p repa id  
insurance  p r o r a t e d  according t o  h i s  prepayment schedule.  
I n  many c a s e s ,  however, t h i s  insurance  refund which i s  made 
t o  the c r e d i t o r  ( a s  the group po l icyholder )  i s  n o t  r e tu rned  
t o  t h e  deb tor .  I n s t e a d ,  t h e  unearned p o r t i o n  o f  t h e  insurance  
i s  k e p t  by t h e  c r e d i t o r .  While many s t a t e  laws r e q u i r e  t h e  
refund o f  unearned f inance  charges  on prepayment by t h e  
deb to r ,  many do n o t  r e q u i r e  refund of t h e  insurance  charges 
t o  which t h e  deb to r  i s  e n t i t l e d .  

2 .  Pvramidinq o f  P o l i c i e s .  I n  many i n s t a n c e s ,  it becomes 
necessary  f o r  a  deb to r  t o  r e f i n a n c e  o r  renew h i s  deb t  
be fo re  t h e  m a t u r i t y  d a t e .  Although t h e  deb to r  may have had 
an insurance  p o l i c y  on t h e  o r i g i n a l  deb t ,  a  new insurance  
p o l i c y  i s  i s sued  and charged t o  him o f t e n  wi thout  cance l ing  
t h e  o l d  p o l i c y  and making a  re fund  on t h e  o r i g i n a l  po l i cy .  
As happens i n  many c a s e s ,  t h e  d e b t o r  i s  then burdened with  
two o r  more p o l i c i e s  cover ing amounts i n  excess  o f  h i s  deb t .  
A r e l a t e d  p r a c t i c e  i s  t o  break up t h e  loan amount i n t o  sepa- 
r a t e  packages and i n s u r e  t h e s e  deb t s  a t  h igh  r a t e s  wi th  
s e p a r a t e  p o l i c i e s  r a t h e r  than w i t h  one po l i cy .  

3 .  Excessive Coveraqe Sold  a t  t h e  Incep t ion  o f  t h e  C r e d i t  
Transact ion.  Depending on t h e  type of po l i cy ,  t he  deb tor  
may be overcharged f o r  unnecessary coverage. I n  a  decreas ing  
term p o l i c y ,  f o r  example, t h e  premium r a t e s  a r e  lower and 
a r e  reduced a s  t h e  d e b t  i s  reduced. I n  a  l e v e l  t e r n  p o l i c y ,  
however, t he  insurance  remains equa l  t o  t he  o r i g i n a l  amount 
o f  t h e  loan throughout t h e  p e r i o d ,  and r a t e s  on l e v e l  term 
p o l i c i e s  a r e  h ighe r  t han  on decreas ing  term insurance .  Wl i l e  
d'ecreasing t e r n  insurance  i s  adequate f o r  m c s t  coverage, 
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deb to r s  may be induced t o  t ake  a  l e v e l  term p o l i c  wi thout  
any need and a r e  charged t h e  h i g h e r  premium r a t e .  Y 

Although t h e  above abuses have been p r i m a r i l y  t hose  committed by 
c r e d i t o r s  r a t h e r  than  i n s u r e r s ,  such p r a c t i c e s  can be stopped i n d i -  
r e c t l y  through c r e d i t  insurance  l e g i s l a t i o n  a s  evidenced i n  t hose  
s t a t e s  where e f f e c t i v e  laws a r e  i n  fo rce .  While t h e  p r o f i t s  a t  t h e  
p r e s e n t  t ime a r e  going,  i n  a  l a r g e  measure, t o  t h e  c r e d i t o r s  r a t h e r  
than  t h e  i n s u r e r s ,  many i n s u r e r s  may a l s o  be p r o f i t i n g  exces s ive ly .  
Thus, it appears  t h a t  e f f e c t i v e  c r e d i t  l e g i s l a t i o n  is  t h e  key t o  
c o r r e c t i n g  t h e  abuses by t h e  i n s u r e r  and t h e  c r e d i t o r  a g a i n s t  t h e  
consumer-debtor. 

No one q u e s t i o n s  t h e  b e n e z i c i a l  purpose o f  c r e d i t  insurance  
i n  p rov id ing  t h e  deb to r  w i th  p r o t e c t i o n .  But i n  reviewing t h e  
c r e d i t  insurance  bus ines s  i n  Hawaii, t h e  b e n e f i t s  provided by t h e  
insurance  companies do n o t  appear  t o  be  reasonable  i n  r e l a t i o n  t o  
t h e  premiums charged.  I t  has  been t h e  recommendation o f  some 
in su rance  commissions i n  o t h e r  s t a t e s  t h a t  $.60 p e r  $100 p e r  yea r  
f o r  c r e d i t  l i f e  insurance  be e s t a b l i s h e d  as a  prima f a c i e  r a t e  and a  
minimum 50 p e r  c e n t  l o s s  r a t i o  "bench mark" be used a s  a s t anda rd .  
On t h e  b a s i s  o f  countrywide exper ience  a s  r e p o r t e d  by N . A . I . C .  and 
t h e  t a b u l a t i o n s  o f  t h e  Insurance Div i s ion  i n  Hawaii, t h i s  appears  t o  
be reasonable .  

The ques t ions  which must be r e so lved  i n  any l e g i s l a t i o n  must 
be  based on t h e s e  f a c t s .  The recommended l e g i s l a t i o n  based on t h e  
N.A . I .C .  Model Act i s  a t t a c h e d  a s  Appendix F. 
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,.ecni:sc " 1  r::e ex?cnse i n r o l t c d .  I n  soxe c a s e s  
w l e r e  c r e d i t  : :re  w a s  w r i t t e n  a t  no extra c o s t ,  
i n t e r e s t  r a t e s  on l a m s  were r a i s e d  t o  c m e r  
I nsc rance  c o s t s  resi : l t in: :  i:? no r e a l  b e n e f i t  t o  
L . : ~  rorr3.der. 
I ' ; : '  ,<:., p .  :31. - 

22. z., p. 125. The i i g u r r s  a r e  r e p r e s e n t a t i v e  o f  
m o e ~  pri.n,iu:n race s c a l e s  mlr a c t u a l  races -a) 
2e; ietc  SOrnCW' . i i t .  

24. m e  fol1ow:n;l :ale on  c r e d i t  d i s a b i l i i : ~  r a t e s  
i s  t a i e n  i rw  I n e i u c t  is c o t  meant t o  i:e repre-  
s e n z i t i \ , e  b u t  13 i l h s t ~ - a t e  %.hat s c a l e s  anot::er 
s t a r e  has adopie?.  (See i o l l o w i r . ~  page) 

C r e d i t  Accidcnr  and iirn:th I z m r a n c e  Preaium 
Rates i R e g o l a t i o n  Sc.  5 ,  D r p a r w r n t  of I n s u r a n c e ,  
S t a t e  of I n d i a n a ) .  

25. E i l r r s  and Craue ( e d s . ) ,  p. 668. 

26. C.S., Cun;;ress, S e n a t e ,  Subconmit tee on  A n t i t r u s t  
and V m o ~ o l ~  of t h e  C o n n i t t e e  o r  rne Jnrdicivrv . 
Consume; C r e d i t  I n d u s t r y ,  searins, 90th Conr. ,  
1 s t  S e s s . ,  i 9 6 7 ,  Par t  I ,  n .  23.  

27.  Xeu. Lars of Baxsaii, s r c .  181-365 (1955).  
Sugges t ions  fa; a l i a i t e e  l i c e n s i n g  o f  c r e d i t o r s  
i h o  w r i t e  on ly  c red i :  i n s u r a n c e h a v e  been p r c p o s i d .  
Such p rocedures  e x i s t  i n  a number of  s t a i r s .  

28. Yased an s p o l i c y  a t  Lincoln N a t i o n a l  L i f e  
I n s u r a n c e  Ccnpaay i n  South C a r o l i n a  i n  1966. T t e  
e ~ s e n i i a l  features  a r e  t h e  same far Hawaii f o r  
nhny i c s u r a n c e  companies. 

29. I.S., Congress ,  Senate, S u b c o m i r r e e  on A n t i t r i i s f  
and Yonc;~aly oi t!re C m i r c i e  on the J u d i c i a r y ,  
C o r s u a r i  Cred ic  I n d u s t r y ,  H e a r i n x s ,  90 ih  Csng., 
Is: S ~ S L . ,  1967, P a r t  I ,  p. 668. 

. ~~ .. imr01a;il S t a r - B u l l e i i n ,  S i p t m b f r  16 ,  1 9 6 i .  Kates 
charged i n  i la i la i i  were f i l e d  in 1968 by a number 
of  i c s u r a ~ c e  coapan ies  on b u s i n e s s  for 1965, 1966 
i n  response  to  q u e s t i o n n a i r e s  senc  our by t h e  
l n s u r m c e  ~ i v i s i o n .  The in iamr .a t ion  w a s  v o i u n t a r y ,  
h m e v r r ,  s i n c e  ti-e insurance Carni . i is icnrr  t,as nu 
d i l t h ~ r i l y  t o  r e q u i r e  inc  f i l i n g  of  suc!: rates .  

Arizona ,  Arkansas,  C . ; l i f i r n i a ,  P l s r i d a ,  i ? l i n o i s ,  
I d i a n u ,  Mictrigan, N i n r t s a L a ,  Montana, Xebruska, 
\ :eve la ,  Kew Yexicc ,  (liria, Oregon, P e n n s y l v a r i a ,  
Soot! Dakota, Tennessee, Tenab,  Ct-h, i a s h i n g c o n ,  
. - .  ~ ~ s c c n i i n ,  and i + m i a g .  



i f  premiu!ms are payable in one sum in advance for the entire duration of the 
inacbtidr,ess, the prerrvilm rate schedules per SLCC of initial arnoant indebtedness 
fcr each o f  the icllo~wicg p l a c s  of li-day ?nd 30-day waiting periods viih and 
r;itiiouc retroactive benefits a r e :  

5 0 .  o f  ?ianths 
in which 

Indebtedness 
Is Repayable 

Single Z r e n i u -  Rbti p e r  $100 of I-'  litl la^ ' *mount 
oi Instirei Indebtedness 

30:1rttrsacti.,c Benci its Retroactive Benefi is ,.-. w a r t i n #  Piricds - i s -dav  30-day 16-day 30-day 

The rate schedules set forth aboac shaii be applicable tor cor.iracts which contain 
a provision excluding or denying ciatm f o r  disability resulting fro= pre-existing 
i:lr.ess, disease or physical condition (vhether or not by name or specific descrip- 
tion) whicb disabled the debtor at any tine &aring the twelve (12) month period 
i-,mediately preceding tkr effective date o i  the debtor's coverage, but contains 
no o t h e r  provision w5icii excludcs cr restricts Liability in the event of disabiiity 
caused in z ccriain specified manner, except that it may contain provisions 
ixc:uding or restricting coverage in the event of pregnancy, intentionally s e i f -  
inilicted i n j u r i e s ,  foreign crave1 or residence, flights in nonscheduled aircraft, 
war or niiitary sewi ic .  



. Xuch of the material in this section concerning 
the deteminaiion of rates has been taken from 
the Cestixony presented by Xr. Sidney Hashimotc 
representing The Liie Insurance Association of 
America before tne Consumer Protection Conmittre 
oi the Legislature on January 3, i568. 

G.S., Congress, Senate, Subcuunrrittee on Antitrust 
and Monopoly of the Cornittee on the Jcdiciary, 
Consumer Credic Industrv, Hearings, 90th Cong., 
1st Sess., 1967, Part 1, p. 775. 

. Compiiations were nade by the Insurance Division 
Department of Regulatory Agencies. in 196i, 
questionnaires uere sent by the Insurance Division 
to all insurers writing group credit iiie and 
group credit disability insurance in which the 
companies were asked if a cost study for the 
handling of group credit business by an insured 
group policyholder had been made. The replies 
indicated that no such studies had been made. 

Chapter IV 
. Complaints appear to be based primarily on 

misunderstanding over the coverage period on 
credit disability which. vsries considerably 
according to the plan. 

. Honolulu Advertiser, January 4, 1968. 

. ibid. 

Honolulu Star-auiietin, September 22, 196;. 
Mr. Donald Collins, representing Pacific 
Standard Liie Insurance Cawany, stated his . .~ 
insurance was sold on a comission basis often 
by members of car dealer firms who were licensed 
under the law to sell insurance. While the 
general conmission split on the mainland was 
60 per cent for the firm and 40 per cent for 
the car dealer, Collins reported that some 
dealers in Hawaii demanled a 60 per cent cox- 
mission. 

. Rev. Lzvs of t i swai i ,  sec. 20X-3(l), ( 1 9 6 5  
suppi. ; . 

. Finacce Factors reported tiat credit life 
insurance was voluntary m d  that aniy 25 per 
cent of its isan porrfoiio was ccvercd by credit 
iiic. Honolul?; Star-Eullerin, September Li, 
1968. Seabozrd Finance also a l l o ~ s  insirance 

. U.S.,Congress, Senate, Subcornittee ail Antitrust 
and Xcnopoly of the C-nittee on the jidiciary, 
Cons~mer Credit Industry, Hearings, 90th Cong., 
1st Sess., 1967, Part I, p. 61. 



Appendix A 

HAWAII EXPERIENCE 
CREDIT LIFE AND CREDIT DISABILITY INSURANCE 

COMBINED SUMMARY 

C r e d i t  L i f e  Insurance - Domestic and ~ o r e i q n l  

Premiums Losses 
Year Received Pa id  

T o t a l  $12,464,825 $4,679,095 

LOSS 
Rat io  

C r e d i t  D i s a b i l i t y  Insurance - Domestic and Foreiqn 

Premiums 
Year Received 

Losses Loss 
Paid Ratio 

T o t a l  $3,182,404 $691,975 -21744 

%?orei9n Companies i nc lude  a l i e n  (non-U.S. ) Companies. 

Source: Report o f  t h e  Insurance Commissioner o f  Hawaii 
f o r  t h e  yea r s  1964, 1965, 1966, and 1967. The 
1967 f i g u r e s  a r e  from t h e  Insurance Divis ion b u t  
were n o t  i n  publ ished form when t h i s  r e p o r t  was 
being prepared.  



Appendix B 

HAWAII EXPERIENCE 
CRJ3DIT LIFE AND CREDIT DISABILITY INSURANCE 

BY TYPE OF INSURER 

Credit Life insurancei 
Domestic Companies 

Premiums Losses 
Year Received Paid - 

1963 $ 309,501 $ 159,370 
1964 621,629 106,244 
1965 1,033,526 203,741 
1966 1,055,286 251,745 
1967 1,202,931 382,513 

Total $4,222,873 $1,103,613 

Foreiqn Companies 2 

1963 $1,599,427 $ 586,126 
1964 1,540,382 713,429 
1965 1,489,120 710,123 
1966 1,774,639 824,891 
1967 1,838,384 740,913 

Total $8,241,952 $3,575,482 

Credit Disability Insurance 

Domestic Companies 

1963 $ 57,638 $ 16,525 
1964 137,585 14,268 
1965 220,402 30,163 
1966 326,463 54,892 
1967 410,003 82,361 

Total $1,152,091 $ 198,209 

Loss 
Ratio 

51492 
.17019 
.I9713 
-23855 
.31798 



Appendix B (cont inued)  

Foreiqn Companies 

Premiums Losses Loss 
Year Received Paid  Rat io  

T o t a l  $2,030,313 $493,766 .24319 

l ~ i ~ u r e s  a r e  f o r  group and i n d i v i d u a l  p o l i c i e s  combined f o r  
both  l i f e  and c r e d i t  d i s a b i l i t y  c a t e g o r i e s .  

2 ~ o r e i g n  companies i nc lude  a l i e n  (non-U.S. ) companies. 

Source: Report  o f  t h e  Insurance  Commissioner o f  Hawaii f o r  
t h e  y e a r s  1964, 1965, 1966, and 1967. The 1967 
f i g u r e s  are from t h e  Insurance Div i s ion ,  Department 
o f  Regulatory Agencies b u t  were n o t  i n  publ i shed  
form when t h i s  r e p o r t  was being prepared .  



Appendix C 
CREDIT LIFE, INSURANCE (GROUP AND lNDIVlDUAL POLICIES) - COMPARISON OF STATE OF 

HAWAII YRFMTIJMS, LOSSES AND LOSS RATIOS ON RECEIVEDIPAID AND EARNEDITNCURRED u s r s  
FOR ALl, DOMESTIC INSURERS AND CUNA MIKUAL INSURANCE SOCIETY, 196'3 THROIJGII 1967 

T o t a l  - Uomestics dnd CUNA 
Doniesiics 
C r n A  

T o t a l  - Doniestics and CUNA 
Domestic:, 
CUNA 

T o t a l  - Dorneqtic? and CUNA 
Domestics 
CUNA 

T o t a l  - Uomcstics and CUNA 
Domestics 
C UNA 

T o t a l  - Domestics and CUNA 
Domestics 
CUNA 

T o t a l  1963-1967 Domestics 
and CUNA 

Donlei t ics 
CUNA ( I )  

Grand T o t a l  - 196'3-1967 
Al l  lnsi i i -ers  

Rece ivedIPa id  B a s i s  
Premiums Losses  Loss  
Received Pa id  R a t i o  

Earned / Incur red  B a s i s  
Prerni ums I ,osses Loss 

Earned I n c u r r e d  Ra Lio 

(I) CUNA i s s u c d  o n l y  group p o l i c i e s .  
(2)  Data n o t  r e a d i l y  a v a i l a b l e ;  r ev iew of approx imate ly  160 i n d i v i d u a l  company annual  s t a t e m e n t s  i s  

r e q u i r e d .  

Source:  I n s u r a n c e D i v i s i o n ,  Department of Regu la to ry  Agencies .  















Appendix E 
COKPOSITE DATA OF INSURERS 

FOREIGN AND DOMESTIC 

Composite countrywide d a t a  o f  fo re ign  mainland based companies 
t k a t  wrote group c r e d i t  l i f e  insurance  i n  Hawaii i n  1966' a r e  shown 
by t h e  fol lowing r a t i o s :  

Foreiqn Companies 2 

Group C r e d i t  L i f e  Insurance  - D i r e c t  Business 

Earned Premiums 
Other Income 
Losses - Deaths, Other  Bene f i t s  
Loss Expenses 
Corrmissions 
General  Insurance Expenses 
Taxes, Licenses  and Fees 
Other Expenses 
Dividends, Re t rospec t ive  Rate C r e d i t s  
Net Gain from Operat ion a f t e r  Dividends and 

Ret rospec t ive  Rate C r e d i t s  

Domes t i c  Companies 3 

Group C r e d i t  L i f e  Insurance - D i r e c t  Buiness 4 

Earned Premiums 
Losses - Deaths and Other Bene f i t s  
Loss Expenses 
Commissions 
General Insurance Expenses 
r- i a x e s ,  L icenses ,  Fees 
Dividecds,  Re t rospec t ive  Rate C r e d i t s  
Net Gain from Operat ions  a f t e r  Dividends and 

Ret rospec t ive  Rate C r e d i t s  

Percentaqe 

100.0 
- 8  

61.2 
.4  

10.0 
3 . 9  
2 . 1  

.4 
14.2 

Percentaqe 

100.0 
2 1 . 1  

'The t a b u l a t i o n  r e p r e s e n t s  countrywide bus ines s  o f  fo re ign  
companies which wrote c r e d i t  insurance  i n  Hawaii i n  1966. 
F l q ~ r e s  f o r  1967 were ncc a = ~ a i l a h l e .  



Appendix E (cont inued)  

2~reakdowns  f o r  Hawaii bus ines s  o n l y  of t h e s e  f ~ r e i g n  companies 
were n o t  a v a i l a b l e .  

3 ~ o m e s t i c  i n s u r e r s  were p r i m a r i l y  concerned wi th  Hawaii bus ines s  
i n  c o n t r a s t  t o  t h e  fo re ign  i n s u r e r s .  

Source:  insurance  Div i s ion ,  Department o f  Regulatory Agencies. 

Note: Ques t ionna i res  were s e n t  by t h e  Insurance  Div is ion  i n  
1967 t o  a l l  i n s u r e r s  w r i t i n g  group c r e d i t  l i f e  and group 
c r e d i t  d i s a b i l i t y  insurance  i n  which t h e  companies were 
asked i f  a  c o s t  s tudy  f o r  t h e  hand l ing  o f  qroup c r e d i t  
bus iness  by a  group po l i cyho lde r  had been made. The 
r e p l i e s  rece ived  seem t o  i n d i c a t e  t h a t  no such s t u d i e s  
have been made. 



Appendix F 
PROPOSED LEGISLATIOX 

1 SECTIOX I. The Revised Laws of Hawaii 1955 is amended by 

2 addit19 a new ch&pter to b e  approprj-ately desigr,atcd and to read 

See. -1. Purpose; construction. The purpose of this 

chzpter is to pronctc? the public welfmc? by regulating credit life 

insurance and credit disability insurance. ?Gothing in this chapter 

is intcndcd to prohibit or discourage reasonable competition. The 

provisions of this chap.tcr shall be liberally construed. 

Scc. -2. Citation, scopc, and definitions. 

(a) Citation and scnpc. 

(1) This chzpt-er m y  b e  citcd a s  T h e  ::ode1 Act for the Regulatiofi 

of Crec?it Life 1nsi:rznce 2nd Credit Disd3ility Insurance". 

(2) All life insurance and iill ciisability insurance in conncctio~ 

w i t 1 2  loans or ot1;cr crc:c?it transa::tinns shall Se s&ject to this 

izsura~icc is an isoliihec' transaction on the part of the insurer not 



i n  t h e  p o l i c y ;  

( 4 )  "Credi::cnrN rncans t? le  lcnclix oE inoncy o r  vcndor o r  l e s s o r  

of goods, s e r v i c c s ,  o r  p r o p e r t y ,  r i .ghts  o r  p r i v i l e g e s ,  f o r  vrhi.ch 

payment i s  a r ranged  through a crcc3j.t t r a n s a c t i o n ,  or any succes so r  

t o  t h e  r i g h t ,  t i t l e ,  o r  i n t e r e s t  0 5  any such l e n d e r ,  vcndcr ,  o r  

l e s s o r ,  and a n  a f f i l i a t e ,  associate, c r  subsj .d iary  of any of the;;. 

o r  any d i r e c t o r ,  o f f i c e r ,  o r  empl.cycc oC any of thcr; o r  any o t h e r  

person i n  any way a s s o c i a t e d  w i t h  any of t hen ;  

( 5 )  "Debtor" mez:ns a borrower of money o r  a  p~rcI - ,hsc r  o r  

l e s s e e  of goods,  s e r v i c e s ,  p r o p e r t y ,  r i q h t s  o r  p r i v i l e g e s  f o r  which 
. . payment i s  a r ranged  through a  c r e d i t  t r a n s a c t r c n ;  

( 6 )  "1ndebkedr.css" man.; t h e  t o t a l  ar.o;li;t p?~yah?e by a dck.tor 

t o  a c r ed i . t o r  i n  conccc:t icn w i th  a  loll: o r  0 t h ~ ~ ~  c r e d i t  t r i i n s a ~ l t i o n .  

See . -3 .  Form? of c r e d i t  i i i  insurance -- and crec?i t  d i . s -  

a b i l i t y  i n su rance .  CrcCrit L i f e  i n su rance  and c r e d i t  d i s a b i l i t y  

insurnncc  s h a l l  b e  i s s i x d  o ~ i i y  j.n the f o i l  owi;q for-is: 

(1) I n d i v i d u a l  p o l i c i e s  of  l i f e  i n su rance  i s s u r d  t o  d e b t o r s  

on t h e  term p l a n ;  



i n d i v i d a a l .  p o l . i c i c s  of  c r e d i t  l i i c  i c s a r a n c e ;  

(3 )  Grocp pe?i.cier$ o f  1 j . f ~  j.mirci-nzi) i s s u ~ d  t o  c r e d i t o r s  

p u r s u a n t  t o  s e c t i o n  181-563 p r o v i d i n g  i n s ~ c r a n e e  upon t h e  l i v e s  o f  

d e b t o r s  on t h e  t a m  pl .?n;  
. . ( 4 )  Group p o l - i c i c s  oT di.sabi.l.r.ty i n s u r a n c e  i s s u e d  t o  c r e d i t o r s  

on a  term p l a n  i n s u r i n g  d e b t o r s  o r  disability b e n e f i t  p r o v i s i o i i s  i n  

g r o u p  c r e d i t  l i f e  i n s n r a n c e  p o l i c i c s  t o  p r o v i d e  s u c h  c o v e r a g e .  

S e c .  -4 .  Haxi-num aniiount o f  c r e d i t  l i f e  i n s u r a n c e  - and c r e d i t  --- 
d i s a h i l i ~ t y  i n s u r a n c e .  

( a )  C r e d i t  lire j.nsilr2nci.. Thz i n i t i z l  a?ioui>t o f  c r e d i t  l i f e  

i n s u r a n c e  s h a l l  n o t  exceed  t h e  t o t a l  a z o u n t  r e p a y a b l e  under  t h e  

c o n t r a c t  o f  inc7eb"iddnss a n d ,  whcrc a n  i n d e b t e d n e s s  i s  r e p a y a b l e  

i n  s , a 3 s t a n t i a l l y  e q a l  i n s t a l l m e n t s ,  t h e  amount of  i n s u r a n c e  s h a l l  

a t  no  t h e  exceed  t h e  s c h e d u l e d  o r  a c t u a l  ~ G o u n t  of unpa id  i n d c b t e d -  

n e s s ,  whicl-~evcr  i s  g r e a t e r .  I n  t h e  c a s e  o f  r e v o l v i n g  l o a n  or 

r e v o l v i n g  c h a r g e  a c c o u n t s ,  t h e  i n s u r a n c e  s h a l l  a t  no  t i m e  exceed  t h e  

unpa id  j.ndc?,tedness. 

(b)  C r e d i t  d i s a b i i i t y  i n s u r z n c e .  - The t o t a l  ainount o f  p e r i o d i c  

indcnin i ty  p z y a b l e  h y  c r e d i t :  d i sah i ! . i i y  i n su ra i ?ce  i n  t h e  e v e n t  of  

S e c .  -5. Term o f  c r e d i t  l i f e  and c r e d i t  - d i s a b i l i t y  

i n s a r a n c e .  The t e r n  of a n y  c r e d i t  l i f e  5.nscrance or c r e s i t  d i s -  

a  i t  i c  I s i i b j i c t  t o  acccpt<2nco by t h e  i n s u r e r ,  



co~ze::ci. on t he  c h t e  when t h e  d b t o r  bc:com?s obli .gated t o  t h e  

7 .  c r c d t o r ,  excep t  t h a t ,  wF:ere a  quoup por.xcy prov ides  coverage wi th  

r e s p z t  t o  ex j  s t i n 9  h 1 i g a . t  ions ,  t h e  insurance  on a  d e b t o r  with 

respec. t  t o  t?le ind-.:o"ichess s h a l l  coinnence on t h e  e f f e c t i v e  d a t e  

of  t h e  pol.icy. !.&ere evi.dence of i n s u r a b i l i t y  i s  r e q u i r e d  and t h e  

evidence i s  fu rn i shed  nore  t han  t i i j . r ty  days a f t e r  t h e  d a t e  when t h e  

deb tor  becomes o b l i g a t e d  t o  t h e  c r e d i t o r ,  t h e  term of t h e  insuralnce 

nzp commence on t h e  d a t e  on which t h e  i n s u r e r  d e t e r n i n e s  t h o  evidcnce 

t o  be  s a t i s f a c t o r y ,  and j.n such even t  t h e r e  s h a l l  b e  an a p p r o p r i a t e  

refund o r  adjus tment  of  any charge  t o  t he  dab to r  f o r  insurance .  The 

t he  schcdzled m t u r i t y  d a t c  of t he  i rdcb t ednes s  exccp t  when extended 

w i t h o ~ t  a d d i t i o n a l  c o s t  t o  t h e  deb to r .  I f  t h e  indebtedness is  d i s -  

charged due t o  renewal o r  r e f i n a n c i n g  p r i o r  t o  t h e  s c h e & ~ l e d  r m t u r i t y  

d a t e ,  t h e  insurance  i n  f o r c e  s h a l l  be ter ;x inated b e f o r e  any new 

insurance aay  b e  i s s u e d  i n  cor,nec'cion w i th  t h e  renewed o r  r e f inanced  

indeb tcdncss .  I n  a l l  c a se s  of t e rmina t ion  p r i o r  t o  scheduled n a t u r i t y ,  

a re fund  s h z ? l  b e  pa id  o r  c r e d i t e d  a s  provided i n  s e c t i o n  - 8 .  

See .  ~ v i s i a n s  of o o i i c i c s  and c e r t i f i c a t e s  of -6- ELE' -.--.___4-_--- 

insurance :  d i sc l .osure  t o  ilchtor:;. [ a j  AJ.1. c r e d i t  l i f e  insurance  -- - -- 
and c r e d i t  d j . sab i .1 i . t~  insurance  s u b j e c t  t o  t h i s  c h a p t e r  skis1.l h c  

evidenced by a n  i n d i v i d u a l  p o l i c y ,  o r  i n  the ca se  of group insurance  

by a c e r t i f i c a t e  cf  i n s u r a r c c ,  which i r Z i v i d u a l  n o l i c y  o r  group 
- .  

c e r t i f i c a t e  of irisur.ai:ce s h a l l  h e  de- i lv rec l  t o  t h e  d e b t o r .  

(S) Each i n d i v i d u a l  pc1ii.y o r  qroup c e r t i f i . c a t e  o f  c r e d i t  life 

insurance  o r  credit d i s a h i j i t y  i.nsurnnce o r  a?y c o i r I ~ i ~ a i i o ! i  t i lereof 

s h a l l ,  i n  a d d i t i o n  t o  o t h e r  reyuircrncnts of iaw, s e t  f o r t h  t he  r,ar-e 

and hone o f f i c e  address  of t h e  in.surcr ,  t h e  name o r  n m c s  o f  t he  

deb to r  or i n  t he  case  of a c e r t i f i c a t e  u n d e r  a groun policy, t h e  



i d e n t i t y  by name o r  o therwise  of t h c  deb to r ,  t h e  premium o r  amount 

of payment, i f  any, by t h e  deb to r  s e p a r a t e l y  f o r  c r e d i t  l i f e  

insurance  and c r e d i t  d i s a b i l i t y  ir:surai:ce, a  d e s c r i p t i o n  of t he  

coverage inc lud ing  the  ar'ount and term t i i e rcof ,  and any excep t ions ,  

lini&,tions, and restrictions, and sha1Z s t a t e  t h a t  t h e  benef i . t s  s h a l l  

be  p a i d  t o  t h e  c r e d i t o r  t o  reduce or  e x t i n c p i s h  t h e  unpaid indebked- 

ness  and,  wherever t h e  amount of insurance  may exceed t h e  unpaid 

indebtedness ,  t h a t  any such excess  s h a l l  b e  payab le  t o  a  b e n e f i c i a r y ,  

o t h e r  t han  t h e  c r e d i t o r ,  named by t h e  deb to r  o r  t o  h i s  e s t a t e .  

( e )  Notwithstanding subsec t ion  (b) , a c e r t i f i c a t e  i s sued  under 

a  group p o l i c y  -where t h e  deb to r  o b l i g a t e d  himself  t o  pay t h e  

insurance  premium o r  payment p e r i o d i c a l l y  wi th  t he  deb t  paymsnts 

on t h e  dec reas ing  amount of t h e  insurance o r  where t h e  indebtedness  

i s  a  r evo lv ing  loan  o r  revolv ing  c h a r ~ e  account ,  t h e  r a t e  of 

insurance  premiux o r  payment p e r  u n i t  of  coverage may be s e t  f o r t h  

i n s t e a d  of t h e  premium o r  amomt of paynent ,  i f  any, by t h e  d e b t o r .  

(d)  Each such i n d i v i d u a l  p o l i c y  o r  group c e r t i f i c a t e  of 

insurance  s h a l l  b e  d e l i v e r e d  t o  t h e  i n su red  deb to r  a t  t h e  t ime t h e  

indebtedness  is  incu r r ed  except  a s  h e r e i n a f t e r  provided.  

( e )  I f  an  i n d i v i d u a l  p o l i c y  o r  group c e r t i f i c a t e  of insurance  

is  no t  d e l i v e r e d  t o  t h e  deb to r  a t  t h e  time t h e  indebtedness  i s  

i n c u r r e d ,  a  copy of t h e  a p p l i c a t i o n  f o r  t h e  p o l i c y  o r  a  n o t i c e  o f  

proposed in su rance ,  s igned  by t h e  deb to r  and s e t t i n g  f o r t h  t h e  

name and home o f f i c e  address  o f  t h e  i n s u r e r ,  t h e  name o r  names 

of t h e  d e b t o r ,  the  premium o r  amount of payment by t h e  deb to r ,  i f  

any,  s c p z r a t e l y  f o r  c r e d i t  l i f e  i ~ s u r a n c e  and c r e d i t  d i s a b i l i t y  

insurance ,  t h e  amount, term, and a b r i e f  d e s c r i p t i o n  of t h e  coveraqe 

prov ided ,  s h a l l  b e  d e l i v e r e d  t o  t h e  deb to r  a t  t h e  t ime t h e  indebted- 

ness  i s  i n c u r r e d ,  The copy of t h e  app1.ication f o r ,  o r  n o t i c e  of 



proposed i n s u r a n c e ,  s h a l l  a l s o  r e f e r  e x c l u s i v e l y  t o  i n sc rance  

co~icracje ari6 s h ~ l l  b e  s e p a r a t e  and a p a r t  fro:? t he  loail ,  s a l e ,  o r  

o t h e r  c r e d i t  si ,?teme;it  of  accownt, i n s t r u n e n t ,  o r  a q r ~ e l x e n t ,  

unles:; t k c  i n fo rma t ion  rcqui.rec3 by t h i s  s .&sect ion i s  proninent1.y 

s e t  fort11 t h e r e i n .  Upc:; accep tance  of t h e  insurance  by  t h e  i n s u r e r  

and w i t h i n  ti?ir::y days of t h e  d a t e  upon vdhich t h e  indeb tedness  i s  

i n c u r r e d ,  t h e  i n s u r c r  s h a l l  cau.se t h e  i n d i v i d a a l  p o l i c y  o r  group 

c e r t i f i c a t e  o f  i n su rance  t o  b e  d e l i v e r e d  t o  t h e  d e b t o r .  The app1ica.- 

t i o n  o r  n o t i c e  of proposed insurance  s h a l l  s t a t e  t h a t  upon accep tance  

b y  t h e  i n s u r e r ,  t h e  i n su rznce  s h z l l  become e f f e c t i v e  a s  provided i n  

s e e  t ion  -5. 

( f )  If  t h e  named i n s u r e r  does n o t  acce1;t t h e  r i s k ,  t h e  d e b t o r  

s h a l l  r e c e i v e  a  p o l i c y  o r  c e r t i f i c a t e  of insurance  s e t t i n g  f o r t h  

t h e  name and home o f f i c e  address  of  t h e  s u b s t i t u t e d  i n s u r e r  and t h e  

amount of  t h e  premium t o  b e  charged,  and i f  t h e  amount of  p r e n i m  

is l e s s  t han  t h a t  s e t  f o r t h  i n  t h e  n o t i c e  of  proposed in su rance ,  

a n  a p p r o p r i a t e  r e fund  s h a l l  b e  made. 

See . - 7 .  -- F i l i n g ,  ap2rov;ll  -. and wi thdrawal  of forms and 

premium r a t e s .  -- ( a )  A l l  p o l i c i e s ,  c e r t i f i c a t e s  of  i n su rance ,  not j -ces  

of proposed i n s u r a n c e ,  a p p l i c a t i o n s  f o r  i n s u r a n c e ,  endorsements,  

and r i d e r s  d e l i v e r e d  o r  i s sued  f o r  d e l i v e r y  i n  t h i s  S t a t e  a r d  t h e  

schedules  of premiun r a t e s  p e r t a i n i n g  t h e r e t o  s h a l l  b e  f i l e d  w i th  

t h e  c o m ~ i s s i o n e r  f o r  approval.. Forms and r a t e s  s o  f i l e d  s h a l l  be  

approved a t  t h e  e x p i r a t i o n  of t h i r t y  days a f t e r  f i l - i n g ,  un l e s s  

e a r l i e r  app ro -~ed  o r  ciisap;?rol:ed by  t h e  commissioner. The comnissioner 

by w r i t t e n  n o t i c e  t o  t h e  i n s u r e r  c a y ,  w i t h i n  t h e  t h i r t y - S a y  p e r i o d ,  

extend t h e  p e r i o d  f o r  approva l  o r  d i s app rova l  f o r  an a d d i t i o n a l  

t h i r t y  days. 



(b)  Tkc cominissioner sha lL ,  vithi~i t h e  wa i t i ng  pericc? o r  any 

ex t ens ion  thc reo?  a f t e r  t h c  f i l i n g  of any si:cl? p o l i c i e s ,  c e r t i f i c a t e s  

of i n su rance ,  n o t i c e s  o f  proposcd insuvznce,  a p p l i c a t i o n s  f o r  

i n su rance ,  e n d a r f e n ? r t s ,  and r i d e r s  2nd prc;i:ium r a t e s ,  d isapprove any 

such form o r  any premium r a t e s  i f  t h c  b e n e f i t s  provided a r e  not  

r ea socah le  i.11 r e l a t i o n  t o  t h e  prexic.i  c h a r ~ e ,  o r  i f  t he  form con- 

t a i n s  p r o v i s i o n s  which a r e  u n j u s t ,  u n f a i r ,  i .nequi tab le ,  mis lezd ing ,  

decep t jve ,  o r  encourage mis rep re sen ta t ion  of t h e  coverage,  o r  a r e  

c o n t r a r y  t o  a.ny p r o v i s i o n  of c h a p t e r  181,  o r  of  any r u l e  o r  r egu la -  

t i o n  promulgated there-under.  

( c )  The b e n e f i t s  provided b y  any such p o l i c y  form s h a l l  not b e  

deemed reasonab1.e i n  rel;:tj..on t o  t he  prexium charqed. o r  t o  h e  

charged i f  t h e  r a t i o  of l o s s e s  i ncu r r ed  t o  premiums earned i s  not 

a t  l e a s t  f i f t y  p s r  c e n t  o r  may no t  reasonably  b e  expected t o  b e  a t  

l e a s t  f i f t y  p e r  c e n t .  ~ n  t h e  de t e rmina t ion  o f  t h e  reasonableness  

of t h e  r e l a t i o n  of b e n e f i t s  and preniums c o n s i s t e n t  wi th  a  f i f t y  

p e r  c e n t  l o s s  r a t i o ,  t h e  conrcissioner may e s t a b l i s h  a  common au thor -  

i z f d  premium r a t e  f o r  s i n i l a r  o r  s u b s t a n t i a l l y  simi1.ar coverage b y  

c l a s s  of c r e d i t o r .  The commissioner may approve a h i g h e r  r a t e  t han  

such common r a t e  where a c r e d i t o r ' s  exper ience  under a  s p e c i f i c  

p o l i c y  form reasonably  i n d i c a t e s  an u l t i n a t e  l o s s  r a t i o  h i g h e r  

than  f i f t y  pe r  c e n t ,  b u t  t h e  c o r n ~ i s s i o n c r  s h a l l  l i m i t  t h e  use  of 

such h i g 5 e r  r a t e  t o  t hose  c r e d i t o r s  whose exper ience  wzs t h e  b a s i s  

of  t h e  approv.21 of such h ighe r  r a t e s .  The commissioner s h a l l  r e q u i r e  

i n s u r e r s  t o  f i l e  such in format ion  a s  he  deems necessary  t o  determine 

t h z t  t h i s  s t anda rd  i s  met each two y e a r s ,  o r  more o f t e n  i n  h i s  d i s - -  

c r e t i o n ,  on forms reconmenckd b y  t h e  Nat iona l  Assoc i a t i on  of 

Insurance  Ccmnissioners f o r  t h a t  purpose.  Upon g i v i n g  such n o t i c e  

a s  i s  r e c p ~ i r e d  hy law, Yne corn?-tissio~?er may withdraw aj;proval of  
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any such f o r n  inc lud ing  t5e  r a t e  s e t  f o r t h  t h e r e i n ,  on t h e  ground 

t h a t  a  reasonab1.e r e l a t i o n  05 5 e n e f i t s  t o  prcrniuxls no longcr  

e x i s t s  o r  may approve a  h i g h e r  o r  lower r a t e  i f  j u s t i - r i e d  by 

exper ience .  

The co:a-nisioner sl-,zll  p roxulga te  a r a t e  t h a t  sha1.l b e  dccrned 

accep tab le  a s  s a t i s f y i n g  t h i s  s t anda rd  wi thout  any a c t u a r i a l  o r  

s t a t i s t i c a l .  f i l i n g ;  provided t h a t  f o r  a  one-year p e r i o d ,  o r  f o r  

such longe r  per iod  a s  t h e  coxmissioner f e e l s  i s  r e q u i r e d  t o  produce 

c r e d i b l e  m o r t a l i t y  and morb id i ty  d a t a ,  a  c r e d i t o r  may make an  

i d e n t i f i a b l e  charge t o  a  deb to r  n o t  t o  exceed t h e  fo l lowing:  

(1) L i f e :  ( d e c l i n i n g  ba lance  term) 60 c e n t s  p e r  yca r  p e r  $100 

of i n i t i a l  i n su red  indebtedness  t o  b e  p a i d  i n  equa l  i n s t a l l . n e n t s  

over a  one-year pe r iod .  I f  premiums o r  i d e n t i f i a b l e  charges  a r e  

c a l c u l a t e d  on o t h e r  than  an advance s i n g l e  premiun b a s i s ,  they  s h a l l  

n o t  exceed the  a c t u a r i a l  e q ~ i v a l e n t  of  t h e  foregoing .  

I f  premiums a r e  payable  on o t h e r  than a  s i n g l e  preniui*. b a s i s ,  

t hey  s h a l l  not  exceed t h e  s u b s t a n t i a l  a c t u a r i a l  equ iva l en t  of t h e  

foregoing  6 0  c e n t  r a t e .  

Premiums and premimn r a t e s  f o r  insurance  coveri.ng ob l ig ; - t ions  

payable  i n  o t h e r  than s r f i s t a n t i a l l y  equal. xronthiy i n s t a l l m e n t s  

dur ing t h e  p e r i o d  of coTJerage s h a l l  b e  d e t c r ~ ~ i n c d  i n  a  manner 

r e s u l t i r i g  i n  a  r a t e  n ~ t  exceeding t h e  s u b s t a n t i a l  a c t u a r i a l  equiva- 

l e n t  of  t h e  foregoinq 60 c e n t  r a t c .  

( 2 )  D i s a b i l i t y :  The d i s a b i l i t y  r a t e s  a s  s e t  f o r t h  below s h a l l  

be  t he  maxixum r a t e s  a p p l i c a b l e  to p o l i c i e s  which exclude d i s -  

a b i l i t i e s  r e s u l t i n g  from i::tention;l s e l f - i n i l i c t e d  i n j u r y ,  pregnarxy,  

fo re ign  r e s idence ,  f l i g h t s  i n  non-scheduled a i r c r a f t ,  and pre-  

e x i s t i n g  i l l n e s s ,  d i s e a s e ,  o r  phys i ca l  cond i t i on  f o r  which t h c  

deb to r  rece ived  o r  was p ro fe s s io r : a l l y  advised  t o  o b t a i n ,  i -cdical  



a d v i c e ,  c o n s u i t a t i o n ,  o r  t r e a t m e r ~ t  d c r i n g  t h e  s ix-month p e r i o d  

o r  i d e n t i - f i a h i e  c h a r g e s  f o r  n a t u r i t i e s  o r  w a i t i n g  p e r i o d s  o t h e r  

t h a n  t h o s e  show1 belo:.:, which s h a l l  b e  t h e  maxi.ma, must b e  a c t u a r i l y  

c o i l s i s t c n t  w i t h  t h o s e  si-iwvm. 

No. o f  b:onths i n  
Whi.ch i n d e b t e d -  E o n - R e t r o a c t i v e  B e c e f i t s  R e t r o a c t i v e  B e n e f i t s  
n e s s  i s  Repap_irlL 30-day 14-dzv 7  - d = ~  

._-L-.. 30-day 14-day 7-day 

0-12 .eo 1 . 5 0  2 - 3 3  1 . 7 0  2.20 3 .00  
13-24 1 . 6 0  2.00 3.20 2 .50  3.00 4 .00  
25-36 2.30 2.  50 4 .15  3.30 3  -80  5.00 
37-48 2.90 3  .00 4 .70  3 .80  4 .30  6 .00  
43-60 3.30 3.50 5 . 1 5  4 .30  4 .70  7.00 

A c r e d i t  i n s u r a n c e  p o l i c y  i s s u e d  u n d e r  t h e  above  l i f e  and 

d i s a b i l i t y  may e x c l u d e  f rom t h e  c l a s s e s  e l i g i b l e  f o r  i n s u r a n c e ,  

c l a s s e s  o f  d e b t o r s  d e t e r m i n e d  b y  a g e  and  p r o v i d e  f o r  t h e  c e s s a t i o n  

of i n s u r a n c e  o r  r e d u c t i o n  i n  t h e  a s o u n t  o f  i n s u r a n c e  upon a t t a i n -  

ment o f  s p e c i f i e d  a g e s .  

I n  o r d e r  t o  d e t e r m i n e  whe the r  o r  n o t  t h e  b e n e f i t s  p r o v i d e d  i n  

a p a r t i c u l a r  p o l i c y  form s u b m i t t e d  b y  a n  i n s u r e r  a r e  r e a s o n a b l e  i n  

r e l a t i o n  t o  t h e  premium c h a r g e  f o r  t h e  p o l i c y  and t o  f a c i l i t a t e  t h e  

s u b m i s s i o n  and  a p p r o v a l  ' o f  p o l i c y  forms and  premium r a t e s  t o  be 

u s e d  i n  c o n n e c t i o n  t h e r e w i t h ,  t h e  commiss ioner  s h a l l  g i v e  f u l l  

c o n s i d e r a t i o n  a n d  make r e a s o n a b l e  a l l o w a n c e s  f o r  m o r t a l i t y  c o s t  o r  

n o r b i d i t y  c o s t  a n d  o t h e r  r e l e v a n t  f a c t o r s  and t r e n d s .  Any s u c h  

c h a n g e s  n:aximurn r a t e  o f  premium o r  i d e n t i f i a b l e  c h a r g e  s h a l l  n o t  

a f f e c t  any i n s u r a n c e  t h e n  i n  f o r c e  on d e b t o r s .  

( d )  A f t e r  t h e  o n e - p a r  p e r i o d ,  o r  s u c h  1cnl;er p e r i o d  deemed 

neccss; i ry  b y  t h c  ecxmi .ss ionzr  a s  p r o v i d e d  i n  s u b s e c t i o n  ( c ) ,  t h e  

oon?missi.oner s h a l l  by r c r , : u l a t ion  e s t a b l i s h  p r i m  f a c i e  a c c e p t a b l e  

premium r a t e s ,  e x c e p t  a s  s e t  f o r t h  be low,  w i ~ i c h  s h a l l  b e  u s a b l e  



other';ij.so accept;:hle pcl.icy :ern s~&ri.ssi .on.  The 

duce 01: s h a l l  rcason>l>ly b e  expected t o  produce a  

i ncu r r ed  t c  prexiums earnod of a t  l e a s t  f i f t y  p e r  

t i o n  sha l l .  s p e c i f y  t h e  p!;ms o r  bei;eij.ts t o  w:-iick 

ap2ly.  

Thc comai.ssioric:r sha1.l approve c ' .evizt icns t o  

r a t e s  s k a l l  pro-  

r a t i o  of l o s s e s  

c e n t .  The r egu la -  

t he  premium r a t e s  

r a t e s  h ighe r  than  

t h e  prirna f a c i e  a c c e p t a h l c  r a t e s  upon f i l j . n y  of reasonable  evidence 

t h a t  l o s s  expc r l cecc  f o r  a  c r e d i t o r  o r  a  c l a s s  of c r e d i t o r s  exceeds 

t h e  average l o s s  c s > e r i e n c e  used t o  deternAne the  e s t a b l i s h e d  r a t e  

and s h a l l  ba se  h i s  2ctcrxinati.onl on t h e  f i f t y  p e r  c e n t  1.oss r a t i o  

s tandard ,  except  b:l-crc Chz d e v i a t e d  r a t e  exceeds 60 c e n t s  p e r  $100 

i n i t i a l  i n su rance  p e r  year  f o r  r edcc ing  term c r e d i t  l i f e  insurance  

and i t s  a c t u a r i a l  equivalent f o r  o t h e r  forms of c r e d i t  l i f e  i n su rance ,  

a reasonable  v a r i a n c e  f r o n  t h e  f i f t y  p e r  c e n t  l o s s  r a t i o  s t anda rd  

may b e  r e q u i r e d .  Such d e v i a t i o n  may be l h i t e d  t o  t h e  deb to r s  o r  

c r e d i t o r s  whose exper ience  was t h e  s t a t i s t i c a l  b a s i s  f o r  t h e  f i l i n g .  

C r e d i t  l i f e  insurance  p o l i c i e s  f o r  which premium r a t e s  vary  

b y  i n d i v i d u a l  ages  o r  by age b r a c k e t s  shal.1 b e  f i l e d  a s  provided 

i n  t h i s  s e c t i o n  and t h e  corm,issioner s h a l l  approve o r  disapprove such 

f i l i n g s  i n  accordnncc with  t h e  f i i t y  p e r  c e n t  l o s s  r a t i o  s t anda rd  

anc? t h e  o t h e r  a p p l ~ i c a b l e  pro-zisions of law. 

( e )  i f  t h e  ccl:missi.oncr n o t i i i . c s  t h e  i n s u r e r  t h a t  t h e  form o r  

p r e n i u a  r a t e  i s  disapproved, i t  s h a l l  Se unlawful t h e r e a f t e r  f o r  t h e  

i z s u r e r  t o  i s s u c  o r  use  t he  form o r  ~ r c n i u -  r a t e .  I n  t h c  notj.ce 

ti;e coa:!~issior,er  shal l .  s w c i f y  t h e  reason  f o r  h i s  disa,-pro-121 and 

s t a t e  t h a t  a  h c a r i ~ g  w l 3 . l  be  g rzn ted  w i t h i n  twenty days a f t e r  r e q u e s t  

i n  w r i t i n g  b y  t h e  j.ni.urer. No s;:c:i p o l i c y ,  c e r t i f i c a t e  of i n su rance ,  
- .  

notice of p r o p s e n  i ~ s u r a n c e ,  nor  z n y  a p p l i c a t i o n ,  cndorscnent ,  o r  



r i d e r  o r  premium r z t c ,  s h ~ l ! .  b e  i : r s ~ ; ~ 2  cr  usec? u n t i l .  t h e  cx:;Lr;il;ion 

of t h i r t y  clsy- a f t e r  i t  11;s Ste l l  s o  f i i . c d ,  un!.esi the comisi;io?-,e-r,- . .. 

g i v e s  h i s  p r i o r  w r i t t e n  app rova l .  

not l e s s  than twcnty dzys a f t e r  w r i t t e n  n o t i c e  t o  t h e  i n s u r e -  A I 

withdraw h i s  approva l  of  any such form o r  prern<.um r a t e  on a n y  

ground se t  for t? '  i n  su?3 i rc t ion  (S) .  The wri . t tcn  no'cice of t h e  

h e a r i n g  sha1.1 s t z t e  t ho  rczson  f o r  t h e  proposed wit??dra~wal. 

( g )  I t  s h a l l  b e  un1awfu.l f o r  t he  i n s u r e r  t o  i s s u e  o r  use  fo:cr;;s 

o r  pcenij.urn r a t e s  a f t e r  t h e  e f f e c t i v e  d a t e  of t h e i r  wi thdrawal .  

( h )  I f  a  grorip p o l i c y  of cre6.i.t l i f e  i n su rance  o r  c r e d i t  clis- 

a b i - l i t y  insurance  (1) h a s  bee11 & l i v e r e d  i n  t h i s  S t a t e  b e f o r e  t h e  

e f f e c t i v e  d a t e  o f  t h i s  c h a p t e r ,  o r  ( 2 )  ha s  been o r  is  d e l i v e r e d  i n  

ano the r  s t a t e  b e f o r e  o r  a f t e r  t h e  e f f e c t i v e  d a t e  of t h i s  c h a p t e r ,  

t h e  i n s u r e r  s h a l l  b e  r e q u i r e d  t o  f i l e  on ly  t h e  group c e r c i f i c a t c  

a n d n o t i c e  of proposec? insurance  d e l i v e r e d  o r  i s s u e d  f o r  d e l i v e r y  

i n  t h i s  S t a t e  a s  s p e c i f i e d  i n  s ~ ~ b s e c t i o r ~ s  (b) and ( e )  of s e c t i o n  

-6 and t h e s e  forms s h a l l  bc approved b y  t h e  comi i s s ione r  i f  

(1) they  conforfi  wi th  t h e  requi rc rmnts  s p e c i f i e d  i n  s a i d  sub- 

s e c t i o n s ;  ( 2 )  t hey  a r c  accorqxmicd b y  a  c e r t i f i c a t i o n  i n  a  form 

s a . t i s f a c t o r y  t o  t h e  cormiss io i? t r  t h a t  t h e  subs t ance  o f  t h e  f o r m  

a r e  i n  s u b s t a n t i a l  conformitj i  vj.tl; t h e  mas te r  policy; an6 ( 3 )  t h e  

scl icdulcs of pri-n1i.u~ r a t e s  applicah3.e t o  t h e  insirrance evidenced 

by t%c  c e r t i f i c a t e  o r  n o t i c e  a r e  no t  i n  cxcess  of t h c  i n s u r e r ' s  

schedules  of premium r a t e s  f i l e 5  wi th  and approved by tho  coxnis -  



Sec .  -8. Prei?j.ums aind reffin&. ( a )  Any i n s u r e r  nay r e v i s e  

i t s  schedules  of premium r a t e s  from time t o  ti.m=, and s11al.l f i l e  

t h e  r e v i s e d  schedules  f o r  ap2roval  wi th  t h e  cormiss ioner .  Xo 

i n s u r e r  sha1.l i.ssce any c r e d i t  l i f e  insurance  p o l i c y  o r  c r e d i t  d i s -  

a b i l i t y  insurance  p o l i c y  f o r  w?.iiiich t h e  preniiu~n r a t e  exceeds t h a t  

determined b y  t h e  schedules  of t h e  i n s u r e r  a s  then  on f i l e  w i t h  and 

approved b y  t h e  comis s i . one r .  

(b) Each inclividual  p o l i c y ,  gr0u.p c e r t i f i c a t e ,  o r  n o t i c e  of 

proposed insurance  s h a l l  p rov ide  t h a t  i n  t h e  event  of  terlmination 

of t he  insurance  p r i o r  t o  t h e  sche&ulcd m a t u r i t y  d a t e  o f  t he  indebted-  

nes s ,  any r e fund  of an amount p a i d  by t h e  d~ebtor  f o r  t h e  insurance  

s h a l l  b e  p a i d  o r  c r e d i t e d  proicptly t o  t h e  person e n t i t l e d  t h e r e t o ;  

provided t h a t  t h e  conmissioner b y  r-ules and regul? . t ions  s h a l l  

p r e s c r i b e  a  minimum refund and no r e f i i ~ d  which would. he  l e s s  than 

t h e  minimum need b e  made. The formula t o  be  used i n  conputing t h e  

refund sha1.l b e  f i l e d  w i th  and approved by the  c o m ~ i s s i o n e r .  

( c )  I f  a c r e d i t o r  r e q u i r e s  a deb to r  t o  make any payment f o r  

c r e d i t  l i f e  insurance  o r  c r e d i t  d i s a b i l i t y  insurance  and an i n d i v i d u a l  

p o l i c y  o r  group c e r t i f i c a t e  of  insurance  i s  not i s s u e d ,  t h e  c r e d i t o r  

s h a l l  immediately g i v e  w r i t t e n  n o t i c e  t o  t h e  deb to r  and s h a l l  promptly 

make an  a p p r o p r i a t e  c r e d i t  t o  t h e  nex t  payment due on t h e  account .  

(d)  The ax~ount charged t o  a  deb to r  f0rar .y c r e d i t  l i f e  o r  c r e d i t  

d i s a b i l i t y  insurance  s h a l l  no t  exceed t h e  premiu~w r a t e s  F i l ed  w i t ? >  

and approved b y  t h e  corimissioner f o r  t h e  co2reraye provided o r  t k e  

premium charged by t h e  i n s u r e r ,  a s  computed a t  t h e  tire the  charge 

t o  t h s  deb tor  i s  determined,  whichever i s  l e s s .  

( e )  Nothing i n  t h i s  chap te r  shzill  b e  cons t rued  t o  authori.ze any 

paynents f o r  insurance  now p r o h i b i t e d  under ar.y s t a t u t e ,  o r  r i l l e  

L Lhr reu :~de r ,  governing c r e d i t  t r a n s a c t i o n s .  



o r  i s sued  f o r  d c l i i . ~ c r y  i n  t h i s  S t a t e  c n l y  by  an a&ai"itc& i n s u r e r  

and s h a l l  be  i s s a c d  on ly  through ho lde r s  of c e r t i f i c a t e s ,  1.icenses. 

o r  author izat j .onc i s s ~ e d  by t h e  co:r;:?j.ssioner. 

(b) The enroi1ix1.j of deb to r s  under a group c r e d i t o r  p o l i c y  

and t h e  i s suance  of ce r t j . f i . ca tes  of i:isurance pursuawt t h e r e t o  o r  

t h e  issuj.rig of i n d i v i d u a l  p o l i c i e s  by a  c r e d i t o r  s h a l l  n o t  be 

cons idered  a  s a l e  o r  s o l i c i t a t i o n  of insurance  o r  t h e  t r a n s a c t i o n  

of an insurance b u s i n e s s  2nd an a g c n t ' s  o r  b r o k e r ' s  l i c c n s e  s h a l l  

n o t  b e  r equ i r ed  f o r  such a c t s ,  except  f o r  a  l i m i t e d  l i c e n s e  i s sued  

under s e c t i o n  181-379, 

Sec .  -10. c l a i n s .  (a )  A l l  c1ai .m~ s h a l l  be p r o ~ ~ p t l y  re;>orted 

t o  t h e  i n s u r e r  o r  i t s  des igna ted  claiE1 represc i l t i i t ivc ,  and t h e  

j n s u r c r  s h a l l  %ail-itain a d q u a t e  c l a i r ;  f i l e s .  A l l  c l a ims  s h a l l  be 

s e t t l e d  a s  soon a s  p o s s i b l e  and i n  accorclance wi th  t h e  t e r n s  o f  t h e  

insurance  c o n t r a c t .  

(b) A l l  c l a ims  s h a l l  b e  p a i d  e i t h e r  by d r a f t  drawn upon the  

i n s u r e r  o r  by check of t h e  i n s u r e r  t o  t he  o rde r  of t h e  clairnznt  

t o  i i h w ~  ppaynent of t h e  claim i s  due pursuant  t o  t h e  p o l i c y  pro-  

v i s i o n s ,  o r  upoa d i r e c t i o n  of t h e  c la imant  t o  onc s p e c i f i e d .  

( c )  Ko p i an  o r  arrangement s h z l l  b e  csed  whereby any person ,  

f i rm ,  o r  co rpo ra t ion  o t h e r  f h a r ~  t h e  i n s u r e r  o r  i t s  dcs ignz t ed  

c l z i r ;  r cpxesen ta t ive  s h a l l  b e  aut l ior izcd t o  s e t t l e  or  a d j u s t  c l s i n s  

The c r e d i t o r  s h a l l  riot bc des igna t e6  a s  c la ims r e ; s r e scn ta t ive  f o r  

t h e  i n s u r e r  i n  a d j u s t i n g  c l z i i ~ i s ;  provided that a i;:cox~p poli.cy?iolder 

nay, by az ranc~emen twi th  t he  group i n s u r e r ,  draw d r a f t s  o r  checks 

i n  payacnt  of c la ims d-sf t o  t h e  group poli.cyl:older su?? j ec t  t c  

a u d i t  ani? re-vicw by t h e  i n s u r e r .  



Sec. -11. Ex5.st inq insuri ince ; cho ice  0'7 i n s u r e r .  When 

c red - i t  l i . fe  insuranci .  o r  c r e d i t  c!i.sabilii:y i.nsurancti i s  r e q u i r e d  

a s  a d d i t i o n a l  s e c u r i t y  f o r  any indebtedness, tiif c r e d i t o r  s:?ail 

g i v e  t h e  d e b t o r  w r i t t e n  n o t i c e  t h a t  he  i s  f r e e  t o  p rocure  t h e  

r e q u i r e d  in su rance  from any in su rance  company a u t h o r i z e d  t o  t r a n s -  

a c t  an  in su rance  busi .ness i n  t h e  S t a t e .  

Sec.  - 1 2 .  Enforcement. The comniss ioner  nay, a f t e r  n o t i c e  

and h e a r i n g  and a s  provided i n  c h a p t e r  6C, i s s u e  such r u l e s  and 

r e g u l a t i o n s  a s  he  deems a p p r o p r i a t e  f o r  t h e  supe rv i s ion  of t h i s  

c h a p t e r .  Whenever t he  comriss ioncr  f i n d s  t h a t  t h e r e  has  been a  

v i o l a t i o n  of t h i s  c h a p t e r  o r  o; any r u l e s  o r  r e g u l a t i o n s  i s s u e d  

pu r suan t  t h e r e t o ,  and a f t e r  w r i t t e n  n o t i c e  t he reo f  and h e a r i n g  g iven  

t o  t h e  i n s u r e r  o r  o t h e r  person  au tho r i zed  o r  Licensed by t h e  com- 

mis s ione r ,  h e  s h a l l  s e t  f o r t h  t h e  d e t a i l s  of  h i s  f i n d i n g s  t o g e t h e r  

w i th  an o rde r  f o r  compliance b y  a  s p e c i f i e d  d a t e .  The o r d e r  shal l .  

b e  b ind ing  on t h e  i n s u r e r  and any o t h e r  person a u t h o r i z e d  o r  

l i c e n s e d  b y  t h e  c o ~ m i s s i o n e r  on t h e  d a t e  s p e c i f i e d  un le s s  sooner  

withdrawn by t h e  comriss ioner  o r  a  s t a y  the reo f  has  been ordered  b y  

a  c o u r t  of  competent j u r i s d i c t i . o n .  

Sec .  -13. P e n a l t i e s .  - I n  a d d i t i o n  t o  any o t h e r  p e n a l t y  

provided by law, any person,  f i r m ,  o r  c o r p o r a t i o n  which v i o l a t e s  an  

o rde r  of  t h e  co:rmissicner a f t e r  i t  has  become f i n a l ,  and whi le  t h e  

o r d e r  i s  i n  e f f e c t ,  s h a l l ,  upon proof t he reo f  t o  t h e  s a t i s f a c t i o n  

o f  t h e  c o u r t ,  f o r f e i t  and pay t o  t h i s  S t a t e  a  sum not  t o  exceed 

$250  which may b e  recovered i n  a  c i v i l  a c t i o n ,  excep t  t h a t  i f  t h e  

v j -o l a t i on  i s  found t o  b e  wi . l fu l ,  tlie amount of  t h e  pena l ty  s h a l l  

b e  a sum n o t  t o  exceed $1,000.  The coxrnissionor,  i n  h i s  d i s c r e t i o n ,  

may revoke o r  suspend t h e  l i c e n s e  o r  c e r t i f i c a t e  of  a u t h o r i t y  of 



t h e  p e r s o n ,  f i r m ,  o r  c o r p o r a t i o n  g u i l t y  o f  t h e  v i o l a t i o n .  An o r d e r  

f o r  s u s p e n s i o n  o r  r e v o c a t i o n  s h a l l  b e  upon c o t i c e  and  h e z r i n g ,  a n d  

s h a l l  be s u b j e c t  t o  j u d i c i a l .  r ev iew."  

SECT103 2 .  S e c t i o n  190A-1, R e v i s e d  Laws of I-Iawaii 1955,  i s  

amende?. t o  d e l e t e  t1;cxefrom t h e  worc?s " p r o v i d e d  t h a t  t h i s  c h a p t e r  

s h a l l  n o t  app1.y t o  g r o u p  i n s u r a n c e  u n d e r  a  p o l i c y  i s s u e d  t o  a  

c r e d i t o r  i n s u r i n g  d e b t o r s  o f  t h e  c r e d i t o r  p u r s u a n t  t o  s e c t i o n  

181-563".  

SECTION 3 .  S e c t i o n  181-379, R e v i s e d  Laws o f  Hawaii  1955,  i s  

amended b y  a d d i n g  a new s u b s e c t i o n  t o  b e  a p p r o p r i a t e l y  d e s i g n a t e d  

and t o  r e a d  a s  f o l l o w s :  

' I (  ) The c o n m i s s i o n e r  nay  i s s u e  a  l i k e  l i m i t e d  l i c e n s e  t o  

c r e d i t o r s  f o r  t h e  p u r p o s e s  o f  e n r o l l i n g  d e b t o r s  u n d e r  a  g r o u p  

c r e d i t  l i f e  i n s u r a n c e  o r  g roup  c r e d i t  d i s a b i l i - t y  i n s u r a n c e  p o l i c y ,  

i s s u i n g  c e r t i f i c a t e s  of  i n s u r a n c e  p u r s u a n t  t h e r e t o ,  o r  i s s u i n g  

i n d i v i d u a l  c r e d i t  l i f e  i n s u r a n c e  o r  c r e d i t  d i s a b i l i t y  i n s u r a n c e  

p o l i c i e s  t o  d e b t o r s .  " 

SECTION 4 .  S u l s e c t i o n  1 8 1 - 5 7 0 ( a ) ,  R e v i s e d  Laws o f  Hawaii  1955,  

i s  amended t o  r e a d  a s  f o l l o w s :  

" ( a )  P r o v i s i o n s  s e t  f o r t h  i n  s e c t i o n s  181-576 t o  181-580 s h a l l  

n o t  a p p l y  t o  p o l i c i e s  i s s u e d  t o  a  c r e d i t  un ion  t o  i n s u r e  i t s  n e x b e r s ,  

a n d  p r o v i s i o n s  s e t  f o r t h  i n  s e c t i o n s  181-576, and  181-578 t o  

181-580 s h a l l  n o t  a p p l y  t o  p o l i c i e s  i s s u e d  t o  a  c r e d i t o r  t o  i n s u r e  

i t s  d e b t o r s .  " 

SCCTIO7X 5.  Scp&rab;bi.lity o r o v i s i o n .  I f  a n y  p r o v i s i o n  of  t h i s  

A c t ,  o r  the a p p l i c a t i . o n  t h e r e o f  t o  any  p e r s o n  o r  c i r c u x s t a n c e s  i s  

h e l d  i n v a l i d ,  t h e  i n v a l i d i t y  does  n o t  a f f e c t  o t h e r  p r o v i s i o n s  o r  

a g p l i c a t i o n s  o f  t h i s  A c t ,  which c a n  b e  g i v e n  e f f e c t  w i t h o u t  t h e  

i n v a l i d  p r o v i s i o n  o r  a p p l i c a t i o n ,  a r d  t o  t h i s  end  t h e  p r o v i s i o n s  o f  

t h i s  Ac t  a r e  s e v e r a b l e .  



SECTIC:: 6 .  There is  a p p r o p r i z t e d  o u t  of  tPLc qeneral.  reve?ues 

o f  t h e  S t a t e  t h e  sm-. of $15,000,  o r  s o  m c l r  t he reo f  a s  :my b e  

neces sa ry ,  t o  b e  cx~-,e!-dec? by t k c  director of r e g u l a t o r y  agenc ie s  

f o r  a c t c a r i a l .  and o t h e r  s e r v i c e s  necessary  f o r  t h c  p-drposcs of t h i s  

Act .  

SECTION 7 .  Notwithstanding t h e  adopt ion  of Act 16, Sess ion  

=a$,JS of B-.-.' U~ ,~ , l i  ' 1968, t h i s  Act s h a l l  have fu.11 f o r c e  according t o  

i t s  i n t e n t .  Upon t h e  t a k i n g  e f f e c t  of t h i s  Act o r  t h e  Iiawaii 

Revised S t a t u t e s ,  whichever occurs  l a t e r ,  Ynis Act s h a l l  b e  eon- 

s t r u e d  t o  b e  ia amendzent of o r  i n  a d d i t i o n  t o  t he  Hawaii Revised 

S t a t u t e s ,  a l l .  r e f e r e n c e s  i n  t h i s  Act b e i n g  cons t rued  t o  r e f e r  t o  t h e  

a p p l i c a b l e  o r  cc r respondinq  p rov i s ions  of t h e  Kawaii Revised S t a t u t e s .  

The Revisor  of S t a t u t e s  may reword and r e n u i ~ b e r  t h e  r e f e r e n c e s  

i n  thi.s Act and r ake  such o t h e r  formal o r  v e r b a l  changes a s  may b e  

necessary  t o  confor31 wi th  t h e  Hawaii Revised S t a t u t e s .  

SECTION 8. Th i s  Act s h a l l  t ake  e f f e c t  upon i t s  approva l .  

INTRODUCED BY: 




