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STATE OF CONNECTICUT
INSURANCE DEPARTMENT,

State Orrice Bunbing *© Harrrorp, ConnecricuT 06115

. August k4, 1967 -

BULLETIN NO. C-3

'TO: Companies Licensed in the State of Connecticut -

Authorized to Write Life and Accident and Health. -
Insurance ' ST : i

' RE: Credit Life and Credit Accident and Health - -

~ Insurance - Acceptable- Premium Rates -

The above-entitled matter was the subject of a con-

ference held in this Department on July 7, 1967. - Notice T
- . -of the conference was mailed to each insurer authorized -
' to-write life and accident and health insurance in - .~

<wGemmecticut. . oL e

- The conference was,well,attehded'Wifh written and o
oral statements presented by representatives of insurers .

and trade associations.

It is,my,opinibnathat a1l the iﬁterested'insufers,

trade associations, financial institutions and other organi-.

.Zations are completely familiar with the problems that . -

currently exist in the credit insurance field such as
Reverse Competition™ and "Excessive Commissions and

~ Experience Refunds", Iz, therefore, is not necessary to

give a history of the credit insurance business nor is it .

- my intent to dwell upon the current abuses. -

- This Department, in carrying out the responsibilities
delegated to it by the 1959 Session of the Connecticut .
Gepe?al Assembly, issued on August 17, 1960, .a letter con-
taining the maximum rates to be charged in Connecticut for

,crgdit life and credit accident and health insurvance. The
eX1sting rate allowed for credit life insurance, simply

stated, is .64 cents per hundred dollars of initial indebt-
edness for a loan payable in tweleve monthly installments.

_ Experience has now indicated that the .64 cent rate
1s excessive even though it is substantially below what is
charged in most of the other states, '
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1s excessive in relation to the benefits provided.

BULLETIN NO. G-3 S .  Page 2

' The conference confirmed the existence of two distinct schools
of thought on what the maximum permissable charge should be on

credit life insurance. One school favors a so-called "50%
loss ratio” whereby the premium to be charged is double the

‘actual cost of the death claims. The other school proposes.

the so-called "decremental scale™ whereby the premium to be

- charged is based upon the amount of credit life insurance a

particular lending institution has in force with the insur-
ance company. . o L o

‘ In my opinion. both théories}are»defibient”in certain
areas, particularly so when it must be kept in mind that

.We are talking about insurance where the borrower-pays them

entire insurance premium involved in the financial =~

transaction.

. It is obvious'that-a 1655 ratio of only 50% prbdqéeS'
substantial profits which, historically, have not been re-

~tained by insurance companies but rather have been returned
to the lending institution or vendor involved in the finan-- - -

cial transaction., There is no. evidence indicating that

 .future-practices:wouldwbe anY_different than .what has tréns‘_f:;

Tt also is a well known fact that borrowers do-not: -

"shop™ for credit life insurance but rather it 'is pur-

chased where the .financial transaction occurs. The use

- of the "decremental -scale" in the credit life rate Struc;,"-'i';.”'
~ ture discriminates against a borrower simply because he S

had the misfortune of borrowing from a small financial in- "~

“stitution in lieu of a large financial institution. It has -

1ot been demonstrated to this Department that there are

. additional costs involved in issuing credit life insurance

Policigs'to small institutions which would require the g
borrower to-'pay an additional premium ranging between L5%

- and 60%.

Therefore; it is my opinion that’any premium rate for

.credit life insurance which exceeds an annual single pre-

mium charge of .50 cents per $100.00 of initial indegﬁgdness

tfhis
does not apply to insurance for which no charge is made to
the debtor, but where there is an interest rate differential
between an insured .or an uninsured loan, then the difference
representis a single premium insurance charge for credit. life
or credit accident and health insurance. The acceptable
rate applies to all credit insurance transactions including
those beyond five years, excepting first real estate

- mortgages.

. With the new lower rates, it appears that certain ad-
vantages could acerne Lo lavger insnvers to the disadvantage
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of smaller insurers. Tnls Department is cognizant of its |
responsibilities under Section 38-61(4) concerning "un-
reasonable restralnt of, or monopoly in, the business of
insurance”. We, tnerefore are of the oplnlon that "Com-~

pensating. or Spec1al Dep081t Accounts, when associated

with the issuance of credit insurance policies (either
directly or indirectly), are an "Unfair Sales Practice”

'and suth practlces shall not be ‘used in Connectlcut

- Further, this Department iswof . the oplnlon that the
existing rates for credit accident and heaith insurance are

- reasonable but . a modification in the premiums charged is

being made when combination credit life and credit accident -

-and health policies are issued, to properly reflect the_

sav1nos in costs 1nvolved in a com01natwon pollcy

Attached to thls letter are further spec1fﬂc detalls o

.1mnlement1ng the intent of this letter

o Please ackncwledge recelpt of thls letter
S o 'mVery trulv vours,

o, S 6

William R. Cotter i
Insurance Commissioner o

- Enclosures
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‘ A .
CREDIT LIFE INSURANCE

Anmual single premium rates which do not exceed fifty
cents ($ .50) per one hundred dollars . {$100.00) of initial
indebtedness will not be considered excessive. Rates which
do not exceed a monthly charge of eighty cents ($ .80) per -

‘one thousand dollars ($1,000.00) of outstanding balance of =

life insurance in force will not be con

considered excessive
if the premium rates do not vary by age. R :

‘Premium refundé.are.to be.cbmputed_by-the “Sﬁm of
Digits" formula, commorily: known as:the "Rule of 78". MNo -.
refund'of-less than. one dollar {$1.00) Will.be.required._.f

The maximum rate applies to all credit transactions
entered into in-Connecticut whether coverage is provided.
under a Connecticut policy or under an out-of-state policy L
and is alseo applicable to individual contracts. 4 copy of
a group policy of credit. life insurance delivered by an in-
svrer in another state, covering.residents.in Connecticut,
must be filed with, and approved by this Department. L

_The maximum.permissable rate assumés & -plan.of death ..

~“benefits with or without requirements for evidence of inm~
q

surability which contains no exclusions except for suicide
(six months); and that coverage is offered to all debtors ...

- regardless of age, or to .all debtors not older than the- ..-° - -
‘applicable age limit which shall be not less than 65 at the ¥ -

inception of the indebtedness or 66 at the scheduled maturity
date of the transaction. Any other exclusions or modifica-
tions must receive the approval of the Department and must

reflect an appropriate reduction in the premium to be charged.

~The maximum permissable rate does not apply to insurance
for which no charge is made to the debtor, but where there

15 an interest rate differential between .an insured or an -

uninsured loan, then the difference represents a single
premium insurance charge for credit life or credit accident
and health insurance. The acceptable rate applies to all
credit insurance transactions including those beyond five
years, excepting first real estate mortgages. '

Nothing herein shall preclude insurers from using a
lower premium rate. - B ' '

.. Effective November 1, 1967, all policies, certificates
of insurance, notices of proposed insurance, applications
for insurance endorcements and riders delivered or issued
for delivery in this State, covering Connecticut residents
shall comply with the above maximum permissable rate and
plan of death benefits. ' : : : '



If any rates in excess of the acceptable rates, as out-
lined in the August 17, 1960 letter, or combination policies
have been previously approved, they must be submitted for
reconsideration not later than October 1, 1967. Supporting -
~data must be filed to enable the Department to determine -
whether or not the rates may still be considered not
.eéXcessive, : ‘ : - T

CREDIT ACCIDENT AND HEALTH INSURANCE .

Attached to the August 17, 1960 letter were Tables A

~and B contalning the acceptable premium-rates_and refund

f<factors<app1icable to'credit accident -and health insurance
~sold to Connecticut residents. They have been reproduced -
and are attached hereto. S

_ The gross single premium rates in Table A are to be .
applied to the initial indebtedness and will not be re-
garded as'excassiverprovided refunds are computed -by. Table B, -
" The rates in Table B are to.be applied to the number of - '
dellars in each monthly installment, not to.the outstanding:
~ indebtedness, - L e -

NQ,??fgﬁgm9f l¢$§uthan<$l&DO wil1L?gygequ;regiixﬂ;ymgg.ggjw,i‘j

| The use of the "sum of digits" formula or "Rule of 78"
is not an ‘equitable method for computing refunds for acci-
,dent.and_health‘benefits. S AT R

- Anywother'methbd of computing'premiUms and refunds

"shQuld meet the test that the total cost to the debtor for_x;; ji_ g

- any period of time that the insurance is in force should ,
hot exceed the .amount computed by the use of Table A at the
' beginning of the period less the amount computed by Table B -

. at the . end of the period, ' S S ; B

L -Specifically, if a uniform monthly rate is to be-applied:;.:_
- to the outstanding balance of indebtedness, the charges in -
the early months will be in excess of the cost of the bene-
fits provided during that period. A company using this
method should, therefore, be prepared to hold appropriate
additional reserves and to make a proper refund in event of
‘termination,of the insurance before the end of the original
term. - : : ) ' :

These rates are for a daily benefit in amount equal to
the initial indebtedness divided by the number of days in
the period during which the indebtedness is scheduled to be
repaid by equal monthly installments. Subject to the wait-
ing period, the indemnity is to be payable for -each day of
any period of total disability that begins while the'insuranceAA
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is in force, except that benefits shall not be paid for any
portion of such period of disability which extends beyond
the original date scheduled for the indebtedness to be re-
paid in full. . Disability which begins while the insurance
is in force is not excluded from coverage because of pre- .
existing illness, disease or physical conditions, unless a
~ specific exclusion is provided for by rider or amendment

" signed by the individual debtor at the time his insurance -
becomes effective. There may be a general exclusion or

restriction of coverage in event of pregnancy, intentionally T

self-inflicted injuries, foreign travel or residence, travel
in non-scheduled aircraft, war or military service.

' The acceptable premium rates in Table A assume that .
coverage .for pre-existing conditions  is not excluded. A
10% decrease in the acceptable premium rates must be made -
if pre-existing conditions. are not included in coverage.

o Nothing‘herein shall“pneciudeﬂinsarérs-from usingAf ’;L"”
lower premium rates, L Lo

'COMBINATION CREDIT LIFE AND CREDIT *
~_AGCIDENT AND HEALTH POLICIES

‘Premium rates for policies combining credit life and
credit accident and health coverage or total and permanent

" 'disability benefits in one policy must be consistent with

the rates set forth herein.and.must-reflect_a;l@% decrease -
in the combined premium to.give proper recognition to the
administrative savings inherent in a combination policy. .

DEVIATIONS .

‘Each insurer shall adhere to the filings made by it.
Any insurer may make written application for permission to
file a deviation from the maximum acceptable rates or class
of risk for credit 1life and credit accident and health insur-
~ance.  Such application shall specify the basis for the
deviation and the insurer shall file such available statis-
tics applicable to such deviation.. Deviations will not be
approved if the resulting premiums or plan of benefits would
be excessive, inadequate or unfairly discriminatory. Each
deviation permitted shall be effective for a.period of one
year from the date of such approval unless]terminated sooner

with the approval of the commissioner.
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UNFATR SALES PRACTICES DEFINED

Section 38-61{4) of the Connecticut General Statutes
- reads as follows: = "Boycott, coercion and intimidation,
entering into any agreement to commit, or by any conceited
action committing, any act of boycott, coercion or intimi-
dation resulting in or tending to result in unreasonable

restraint of, or monopolv in, the business of insurance' S

(Underlining supplied).

‘ With the acceptable maximum rates being reduced to'a -
reasonable level, it is hoped, and expected that free -
enterprise and competition will tend to produce rates which

" may be lower than the maximum permitted. In order to pre-
‘vent a monopoly from developing in the credit insurance
field, this Department declares the use of compensating
balances or special deposits when associated with the 3
_issuance of credit insurance policies (either directly or
indirectly) as an "Unfair Sales Practice” and such prac-

rta

“tices shall neither be permitted in Connecticut nor involve: . -w7 °

the policies and/or certificates issued-covering financial o
transactions entered into in Connecticut. - = - e



TABLE A

CREDIT ACCIDENT- AND HEALTH TNSURANCE

Connecticut Acceptable Premium Rates
Single Premiums Per $100 Of Initisl Indebtedness

Number of 14 Day 14 Day - 30 Day 30 Day
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58 . .98 R IR
280 1.0 . 320 Y
&97 ' - 1.65 W40 : o .98
L. .82 1 1,19
122 o L9565 1035
1.32 SR06 s 3,1

l;L],O ) K 2015 cL B - .84 ) S 1;58 ‘. .‘ oo
S L8 Re2h e gy
154 S 1 L L T O 0 B
, 1,61 e Re3T 1.0k S 1.82 0
ST S L6 TRl 2043 1,09 Toorl 1,88
R oL .;;2 49 w;ﬁ;tl ) A N T
L 180 2.5y L2k 2oL

e

G W

PN M~

FE

-

oWy e ze T g
S L 2 93; Lz

e 2,00 . 279 .1'¢1‘1.A3 S 225
20 L e 2,03 2482 U146 - 2.9 -

- =l e .07 - 286 01630 . 2,33
22 2,000 G289 T 7553 e p36

CIS o A85 23 1,8 an0e
1.89 2,67 132 RO A T

B 2,13 B 1

2k 'fff'l S 2016 SR8 1,60 S 203

25 2,19 C299 163 R WA I
26 - . 222 - 3.02 ¢ 166 0 2049 o
27 2.6 S UEBe05 106 L 252
25" T 2,28 . 3008 LRl 255
N 2,32 3L wrs - 25
1 R 234 31k L8 262

L | 23T 347 .80 2
32 ‘ 240 3,20 S 1.83 - 2067
"33 T 243 - 3.23 T 1,86 S 2070
34 o 246 3.26 : 1, RO
35 2.9 3,28 ST
36 2.5 331 - AL



TARLE A (continued) .

CREDIT ACCIDIUT 41D HEALTH THSURANCE

Single Premiumé‘Per $100 Of Tnitial Indebtedness

Number of - 14 Day A 14 Day 30 Day. 30 Day
equal monthly waiting period - waiting period- waiting period waiting pericd
installments to non-retroactive . retroactive non-retroactive .retroactive
repay indsbtedness  plan -plan . plan =~ - - . plan
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Any raté in this Table A may be replaced by a faie which dees not
‘differ from it by more than nine cents per $100 of initial indebtedness,
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TABLL B

CREDIT ACCIDENT AND HEALTH INSURANCE

Connecticut Acceptable Rates For Reiunﬁ"- '
Refund Factors Psr $1 Monthlr Ivstgllmﬂnt To P° evmlnatod
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" Number of
months from -
date of
termination to

-end of original

term for re- -
‘payment

'TABIE B (_continued )

CEEDIT ACCITE IT AHD HEALTE TUSURANCE

Refund Fucto*-s Pm" 1 Nontlﬂv Ivst,l]monu To Be Ter-x_mtnd '

14 Day : 14 Day - 30 Day 30 Day
walting .period waiting period ‘waiting period waiting pericd
non-retroactive- = retroactive non-retroactive retroactive .
plan - . plan . plan - - . plan .
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