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IN THE

Supreme Court of Appeals of Virginia
AT RICHMOND.

Record No. 3333
VIRGINIA ASSOCIATION OF INSURANCE AGENTS"
A CORPORATION, Appellant,

COMMONWEALTH OF VIRGINIA, AT THE RELATION
OF· VIRGINIA INSURANCE RATING BUREAU,
EX P ARTE, Appellee.
PETITION FOR APPEAL.
To tJie Honorable, the Supreme Court of .Appeals of Virginia:

Your petitioner, Virginia Association of Insurance Agents,
a non-stock and non-profit corporation, duly organized under and by virtue of the laws of the State of Virginia, is
aggrieved by a final order, judgment and :finding of the State
Corporation Commission, hereinafter referred to as '' Commission", entered on the 29th day of May, 1947, wherein it
approved for use in Virginia a :filing by the North American
Group of Insurance Companies of an instalment premium plan
for the payment of fire insurance premiums on fire policies
for a term of more than one year; and presents this petition
for an appeal therefrom and with the same a transcript
2* of the record *of the case., together with the exhibits
filed.
It will be noted that the order complained of did not represent unanimous judgment of the Commission. While it
was approved by Commissioners Downs and Apperson, a
fo~al dissent was filed by Chairman Hooker.
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THE P .ARTIES.
The parties to this proceeding are the Virginia .Association of Insurance .Agents, an incorporated association of 408
general insurance agents representing capital stock insurance companies throughout the length and breadth of the
State of Virginia, hereinafter ref erred to as the '' ..A.ssociation' ', and the Alliance Insurance Company of Philadelpl1ia1
the Insurance Company of North America, and Philadelphia
Fire and :Marine Insurance Company, who compose what is
known as the ·North American Group of Insurance Com-·
panies, hereinafter referred to as the "North American".
The North American is authorized to write and is writing,
among others, all lines of fire insurance. The menbers of
the Virginia Association of Insurance Agents are agents selling in Virginia all lines of fire insurance for stock companies
and they range in size from the smallest to the largest.

STATEMENT OF APPELLANT.
The board of directors of the Association has on three occasions considered in great detail the Instalment Premium
3° *Plan approved by the aforesaid order of the Commission and bas on, each occasion determined unanimously
that it is not to the best interest of the insurance buying public to permit this plan in our State. This board of directors
is. composed of one member from each of the nine Congressional Districts of Virginia and the officers of the Association. They are insurance agents that collectively represent
roost of the stock fire insurance companies. They are as
representative a group of insurance agents as could be found
a~y place.
STATEMENT OF FACTS AND PROCEEDINGS;.

On April 10, 1946, the Insuranc.e Company of North
America and its allied· companies first filed, through the Vir:ginia Insurance Rating Bureau, their application for approval of the Instalment Premium Endorsement Plan on fire
insurance policies. The Bureau filed this application without
recommendation. A hearing was had on July 18, 1946, at
which time the Association, with others, opposed this :filing.
The Commission then took the matter under advisement, and
pn N ov:ember 15, 1946, entered an order disap·proving this
filing, but stated this was without prejudice to the right of
the Insurance Company to present at some future time a
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plan amended in such manner as may be requisite to demonstrate that the plan proposed is fair., reasonable and adequate.
The North American then on January 15, 1947, through the
Bureau, ag-.ain :filed a new application. This was filed without recommendation by the Bureau. The only change in
4* this new *filing is that the premium for the years after
the first was increased from seventy-eight (78%) per
-cent to eighty (80%) per cent of the premium charged for a
one year :fire insurance policy. By order of January 22, 1947,
this :filing was disapproved and the matter was set for hearing on February 25, 1947. On this date l\Ir. Bradford Smith,
Vice-rresident of the Insurance Company of North America,
testified, and he was represented by Mr. Charles F. Littlepage. Mr. J. Gordan Bohannan appeared as counsel for the
Virginia Insurance Rating Bureau. The Virginia Association of Insurance Agents appeared and had representing
them Mr. T. Nelson Parker. The Council for Mutual Insurance Agents of Virginia and tl1e District of Columbia appeared and had Mr. Hugh Rudd representing them. Mr.
Blake T. Newton appeared as attorney for the State Corporation Commission and its Insurance Department. Mr. Bradford Smith testified in interest of the filing; Mr. John R.
Chappell, Jr., testified in opposition as a witness on behalf of
the Mutual Insurance Agents of Virginia and the Distriet of
Columbia. The Commission, with the permission of all parties, agreed to allow the t~stimony introduced at the former
trial of this matter on July 18, 1946, on behalf of the Virginia
Association of Insurance Agents to be made a part of the
record in this present hearing and to treat it as if this testimony had been repeated at this hearing. The Commissio~
after the close of the hearing, took the matter under advisement and after all parties had filed briefs, the Commis5• sion on May 29, 1947, *entered the order complained of.
This order approved the Instalment Premium Plan for
nil companies who cared to write it, with certain variations
from the original filing, which will be pointed out in the brief
to be filed hereafter by th~ appellants.
VIRGINIA STATUTES GOVERNING THE CASE.
The Act of 1928 and the amendments thereto, whereby the
Corporation Commission was empowered to control all phases
of the fire insurance business, and, in particular, Section
4226a of Michie 's Code of Virginia, wherein it is provided,
among other things, the following:
.
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''No resident agent or agency may write, countersig'Il, issue or deliver any contract of insurance or surety upon person or property in this state unless there shall be collected
at the time the contract is written, issued or delivered, or
within a reasonable time thereafter, the full premium · on
such contract,

e •

ii).' '

Section 4314(4) of Michic's Virginia Code, which provides,.
among others. 'things, as follows :.
4

'' Any variation ~ any company or other insurer from the
schedule of rates established by the bureau shall be uniform
in its application to all of the risks in the class of which the
variation is made.''
Section 4314(9) of Michie 's Virginia Code, which provides
fo1· the reduction of rates and the removal discriminations
by the State Corporation Commission.
Section 4311 of Michie 's Virginia Code, wherein it is provided that Insurance Companies shall set up certain reserves
for unearned premiums.
·
*JURISDICTION..
Petitioner is advised that the Constitution and Statute
Law of Virginia afford it an appeal of right in this matter ..
(Constitution of Virginia, Section 156{d); Michie's Virginia
Code, Section 3734.)
ASSIGNMENT OF ERROR.
Petitioner is advised and charges that the Commission
erred:

1. In approving the Instalment Premium Plan for use in
connection with fire insurance policies written for terms of
more than one year on the following grounds:
(a) There is neither need nor demand for this plan in
Virginia and it is against public interest.
(b) The plan approved is essentially the same · plan as
that disapproved by the Commission on November 13, 1946, ·
and from which decision no appeal was taken.
( c) The plan discriminates unfairly against the purchasers
of insurance on an annual basis and violates the provisions
.of Section 4314( 4) of (Michie 's) Virginia Code.

Virginia .Assn. of Ins . .A.gents v. Commonwealth
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( d) The plan violates the mandatory provisions of Sectipn
4226a of (Michie' s) Code of Virginia.
. ,
( e) The plan places an increased burden upon insuranc~
agents without providing proper compensation therefor.
( f) The plan puts a premium on instalment buying and
discriminates against the cash payment for insurance.
·
7•

•2. The order violates the statutory law of Virginia,
in that it provides for f orty-fi.ve days of free fire insurance during each year of a term policy of fire insurance
running· for more than one year.
.
3. The order violates Section 4311 of (Michie 's Virginia
Code, in that it allows the insurance company under the Instalment Premium Plan to determine its unearned premium
liability without giving consideration to premium instalments
which have not become due. This statute provides, among
other things, as follows:
"On all risks written for a fixed time, and for a time exceeding one year, there shall be reserved the pro rata unearned portion of the whole orig·inal premium· charged for
such risks, • • *. ''
PR.A.YER AND CONCLUSIONS.
For the reasons hereinbefore indicated and for other errors
apparent on the face of the record, petitioner prays that an
appeal may be granted from said order of May 29, 1947, entered by the State Corporation Commission as aforesaid, and
that the same may be reviewed and reversed, and that all
proper and appropriate relief may be granted to petitio~er
by your Honorable Court, and tliat process .may issue. ·
Petitioner's opening brief will be filed within the time required by the rules of the Court. Petitioner would have filed
a more detailed argument with his petition except that it was
impossible to do this as the Commission's ·opinion was not
available until September 22nd and the record September
24th. This petition had to be filed on or before the 29th of
September.
s• •Your petitioner believes that a Writ of 8itpersedeas
should be granted in this matter, and it, therefore, requests that this be done. Among other reasons, your petitioner believes that the public will be greatly inconvenienced
should the North American be allowed to write the Instalment Premium Plan and then the Court decide that such plan
was not in accordance with the law. It would be difficult for
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the public and the insurance industry to have to cancel all
policies written in the interim and change over to a proper
form.
· A copy of this petition was delivered to Aubrey R. Bowles,
Jr., Counsel for North American, Richmond, Virginia, to
the Honorable Abram P. Staples, Attorney General of Virginia, Blake T. Newton, Counsel for th~ Commission, and a
· copy mailed to Charles F. Littlepage, of Philadelphia, Penn·
sylvania, Counsel for the North American, and to J. Gordan
Bohannan, Petersburg, Virginia, Counsel for tl10 Virginia
Insurance Rating Bureau, all on the 26th day of September,
1947.

VIRGINIA ASSO.CIATION OF INSURANCE AGENTS.,
By: T. NELSON PARKER,
Its Attorney.
· The undersigned, T. Nelson Parker, Attorney at Law, whose
address is Mutual Building, Richmond, Virginia, and who is
duly qualified to practice in the Supreme Court of Appeals
of Virginia, hereby certifies that in his opinion the order complained of in the petition should be reviewed and reversed.

T. NELSON PARKER.
, Richmond, Virginia, September 26, 1947.
Received Sept. 26, 1947.
M: B. WATTS, Clerk.

Oct. 10, 1947. Appealed and ffupersedea-s awarded by this
court. Bond $300.
·

M. B. W.
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RECORD
'

'

VIRGINIA INSURANCE RATING BUREAU
American Building

Post Office Box 1198
Telephone 2-8361
Richmond 91 Virginia
L. 0. Freeman, Jr.
Robert P. Be~
Manager
Assistant Manager
Wyatt C. Wood,
Assistant Manager
January 15, 1947
Received Jan. 16, 1947.
Judge Harvey B. Apperson
State Corporation Commission
State Office Building
Richmond, Virginia

-•tt

..

'~

Dear Judge Appef son:

Re: Installment Premium Endorsement
At the request of and in behalf of The Insurance Company
of North America of Philadelphia, Pa., The Alliance Insur--

ance Company of Philadelphia, Pa., and the Philadelphia
Fire and Marine Insurance Company of Philadelphia, Pa., we
respectfully file herewith; without recommendation, their revised Installment Premium Endorsement No. A-1907, dated
1-14-46, together with an example of its application and the
rule governing same. We also attach copy of letter dated
. December 3., 1946, addressed by Vice President Bradford
Smith to the writer requesting this filing.
With highest regards, we remain
Yours very truly,
L. 0. FREEMAN, JR.,
Manager

LOF:MW
CC: Mr. :aradford Smith, Jr., Vi.ce Pres ..
North America Companies
CC: Mr. J. Gordan. Bohannan, Attorney
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page 2 } INSTALLMENT PREMimI ENDORSEMENT
In consideration of the increase in the premium for the
policy to which this endorsement is attached, the premium is
made payable in annual installments, as follows:
Date Due
First installment, equal to premium for
a one-year policy, due on inception of
......... .
policy
Second installment, 80% of premium for
a one-year .policy, due one year after
inception .of policy
......... .
Third installment, 80% of premium for
a one-year policy, due two years after inception of policy
· ......... .
Fourth installment., 80% . of premium
for a one-year policy, due three years
after inception of policy
......... .
Fifth installment, 80% of premium for
a one-year policy, due four years after inception of policy
Premium for the Policv on the
Above Installment Basis ..
Premium if paid in full on inception
of policy
Increase in premium by reason of
payment on installment basis

$ ........ .
$ ....... .
$ ....... .
$ ....... .
$ ........ '
$ ....... .
$ ....... .
$ ....... .

If the insured is in default in the payment of any installment, the amount previously paid shall be regarded as having been earned by the Company and this policy may then
be cancelled by giving the 'insured five days' not.ice irr writing. The interest in the policy of a designated mortgagee not
named in the policy as the insured shall not be cancelled except by giving to such mortgagee a ten days' written notice
of cancellation, and such mortgagee shall have the option of
continuing the policy in force by payment pri.or to the effective date of the cancellation of the installment due.
The amount of insurance hereunder shall not be reduced by
the payment of a loss hut that portion of the premium applicable to the amount of any loss paid shall be considered as
fully earned.
If the policy is cancelled, any unpaid installment shall be
deducted in arriving at the amount of return premium due
the insured.
·
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Attached to and made part of Policy No ....... of the ..... .
. . . . . . . . . . . . . . . . . . issued at its .................. Agency.
NORTH AMERICA COMPANIES

..................... ..Agent.
page 3}

COPY.
NORTH AMERICA COMPANIES
1600 Arch Street
Philadelphia 1
December 3, 1946

Virginia Insurance Rating Bureau
American Building
P. 0 .. Box 1198
Richmond, Virginia
Attention: Mr. Leo Freeman, Manager
Gentlemen:

Re: Installment Premium Endorsement
On November 13th the State Corporation Commission disapproved our proposed Installment Premium Endorsement
for use in the Commonwealth of Virgfoia, but with the pro. viso that we might present at some future time a plan similar
to the one originally proposed, amended in such mann~r as
may be requisite to demonstrate that tl1e plan proposed is .
fair, reasonable, and adequate.
·
We have, the ref ore, made certain amendments and desire
to re-submit the Installment Premium Endorsement as
amended. It will be sincerely appreciated if the Virginia Insurance Rating Bureau will submit this amended form for
and on our behalf to tl1e State Corporation Commission wi~
the request that we be given opportunity to be heard in sub. stantiating our proposed plan.
Your cooperation in this respect will be g-reatly appreciated.
Yours very truly,
(signed)
BRADFORD SMITH, JR.
Vice President
mg
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COPY.

'

INSTALLMENT PREMIUM ENDORSEMENT
All property eligible to be insured for a term at reduced
multiples of the annual rate may be written for terms of more
than one year up to, but not exceeding, five years, with the
premium payable in annual installments by the use of an endorsement in the exact form specified herein. In every case
the number of installments shall be· equal to the number of
years in the term of the policy and the first installment shall
be,equal to the premium for a one-year policy and due upon
the effective date of the policy. The subsequent installments,
one for each additional year of the policy, shall be 80% of
the first installment and shall be due upon the first day of
each additional year.

INSTALLMENT PREMIUM ENDORSEMENT
(Note: As an example, this endorsement has been filled in
for a policy for $25,000 at a rate of 40c per $100 per annum
for a term of five years from December 1, 1946.)
In consideration of the increase in the premium for the
policy to which this endorsement is attached, the premium is
made payable in annual installments, as follows:
Date Due
First installment, equal to premium for a
one-year policy, due on inception of
policy
12/1/46 $100.00
Second installment., 80% of premium for a
one-year policy, due one year after
inception of policy
12/1/47 $ 80.00
Third installment, 80% of premium for a
one-year policy, due two years after incep12/1/48 $ 80.00
tion of policy
Fourth installment, 80% of premium for a
one-year policy, due three years after inception of policy
12/1/49 $ 80.00
Fifth installment, 80% of premium for a
one-year policy, due four years after inception of policy
12/1/50 $80.00
Premium for the Policy on the above
Installment Basis
: .. Premium if paid in full on inception of
policy
.

$420.00
$400.00

Virg·inia Assn. ·u£ Ins. Agents v. Commonwealth
Increase in premium by reason of payment on installment basis
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$ 20.00

COPY
page 5}

If the insured is in default in the payment ·of any.
installment, the amount previously paid shall be
regarded as having been earned by the Company -and this
policy may have then be cancelled by giving· the insured five
days' notice in writing. The interest in the policy of a designated mortgagee not named in the policv as the insured shall
not be cancelled except by giving to such mortgagee a ten
days' written notice of Ct\ncellation, and such mortg"agee shall
have the option of continuing the policy in force by payment
prior to the effective date of the cancellation of the installment du~ ·
The -amount of insurance hereunder shall not be reduced
by the payment of a loss but that portion of the premium
applicable to the amount of any loss paid shall be considered
.as fully earned.
.
If the policy is cancelled, any unpaid installment shall be
deducted in arriving at the amount of return premium due the
insured.
Attached to and made part of Policy No ...... of the .... .
.. . . . . . . . . . . . . . . . . . . . issued at its ................ .Agency..

. . . . . . . . . . . . . . . . . . Agent.
page 6}

A.t 'Richmond., January .22., 1947..
Case No.. 8727..

Commonwealth or Virginia, at the relation of Virginia Insurance Rating Bureau, Ex Parte:

In Re: Application for Approval of a Plan Including
Rules, Regulations, and Standard Endorsement form
:The ref or for Use in Connection with Fire Insurance
Policies Written for Terms of More Than One Year
and Known as the "Installment Premium Plan"'.
On January 16, 1947, came Virginia Insurance Rating Bu. reau, through medium of letter of transmittal dated January 15, 1947, and signed by L. 0. Freeman, Jr., Manager, and
presented, at the request of The Alliance Insurance Company
of Philadelphia, Insurance Company of North America, and
Philadelphia Fire and Marine Insurance Company, an ap-
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plication for the approval of a plan iO:clnding niles, regulations, and standard endorsement form therefor for use in
connection with fire insurance policies written for terms of
more than one year and known as the ''Installment Premium

Plan'',
UPON CONSIDERATION WHEREOF, it appearing to
the Commission from representations made by the staff of
the Commission that the application should be disapproved
in writing an4 thpt a proceeding should be instituted and an
investigation; liad into all matters pertaining thereto; accordingly
•
IT IS ORDERED, That the application of Virginia Insurance Rating Bureau, as aforesaid, be, and it hereby is, filed
and, by the entry of this order, disapprov~d in wiiting and
that a proceeding under the provisions of -Chapter 433, Acts
of 1928, as from time to time amended, be, and it hereby is,
instituted, assigned Case No. 8727, and docketed, and that an
investigation of the said application be, and it hereby is, fixed
to begin _in the courtroom of the State Corporation Commission, State Office Building, Richmond, Virginia, at 10:00 A.
M., February 25, 1947, that notice of the time, place, and
general object of such hearing and of the substantial charter thereof be published at the proper cost of Virginia Insurance Rating Bureau at least once in each of two successive
weeks, each publication to be at least one week apart and the
first publication to be at least ten days before the date set
for the said proceeding, in a newspaper or · newspapers of
general circulation published in. each of the cities of Richmond, Lynchburg, Roanoke, and Norfolk, respectively, such
notice to be substantially in the following words and figures,
to.wit:
page 7
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.

NOTICE TO THE PUBLIC.

Notice is hereby given to the public that the Virginia Insurance Rating Bureau has filed, on behalf of The Alliance
Insurance Company of Philadelphia, Insurance Company of
North America, and Philadelphia Fire and Marine Insurance
Company a plan including rules, regulations, and standard
endorsement form therefor for use in connection with fire
insurance policies written for terms of more than one year
and known as the "Installment Premium Plan'' for the approval of the State Corporation Commission.
Copies of the filing may be s~en in the Bureau of Insurance
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of the State Corporation Commission, Tenth Floor, State Office Building, Richmond, Virginia, or at the office of the Virginia Insurance Rating Bureau, Eighth Floor, American
Building·, Richmond, Virg·inia.
The State Corporation Commission has formally · disapproved the filing in writing and has set the matter for hearing, in Case No. 8727, at the courtroom of the State Corporation Commission, State Office Building, Richmond, Virginia,
beginning at 10 :00 A. :M:. on the 25th day of February, 1947,
at which place and time the members of the public generally
may appear and be heard.
VIRGINIA INSURANCE RATING BUREAU
By .............. ·............................ .
and that due prooi of the publication of such notice be presented at the hearing·.
IT IS FURTHER ORDERED, That attested copies of this .
order be sent to Virginia Insurance Rating Bureau, to J.
Gordon Bohannan, counsel therefor, to The Alliance ,Insurance Company of Philadelphia, Insurance Company of North
America, and Philadelphia Fire and Marine Insurance Company, and that attested copies hereof he 'furnish~d to any
person or corporation having apparent interest in tllis mat- ·
ter who or which shall apply the refor, within the limits of
the supply prepared.
page 8
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION.

Commonwealth of Virginia, at the relation of Virginia Insurance Rating Bureau, Ex Parte:
Case No. 8727.
Present: Commissioners H. Lester Rooker (Chairman),
Harvey B. Apperson, L. McCarthy Downs.
Appearances: Mr. J. Gordon Bohannan, Couns~l for ~nsurance Rating Bureau; Mr. T. Nelson Parker, Counsel Vir- ·
ginia Association of Ins. Agents; Mr. Bradford Smith, Jr.,
Vice-President, Mr. Charles F. Littlepage, Counsel, for In- ·
surance Company of North America, Alliance Insurance Company of Philadelphia, and Philadelphia Fire & Marine In:
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surance Co.; Mr. Hugh Rudd, Counsel for Mutual Insurance
Agents of Virginia and the District of Columbia ;
page 9 ~ Mr. J. Earle Dunford, Manag·er, Virginia Associa. tion of Insurance Agents; Mr. John R. Chappell,
General Ag·ent John R. Chappell Company, Richmond, Va.;
·Mr. Rog·er Clarke, General Agent, Fredericksburg, Va.; Mr. ·
Caleb D. West, Jr., General Agent, Newport News 1 Va.; Mr.
. Blake T. Newton, Jr.
Date of licaring: February 25, 1947.
page 10
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Co~missioner Apperson: Mr. Bohannan, I believe you made the :filing so you may proceed.
Mr. Bohannan: If the Commission please, I desire to file
on behalf of the Bureau proof of publication in the newspapers .of the City of Lynchburg, Norfolk, !Uchmond and Roanoke which was made in compliance with the order of the
Commission.
Commissioner Apperson: They may be filed as Exhibit .A.
· Mr. Bohannan: To refresh the Commission's mind in regard to the Installment Premium Plan, the original filing was
made on April 10th last year (1946) and filed without recommendation from the Bureau. The hearing was fixed for the
20th of May, continued until the 19th of June and finally on
July 18th, 1946, the case was heard. The appearances were
the Bureau, the insurance company who appeared by counsel, the Virginia Insurance Agents Association and the Mutual Insurance Agents of Virginia and the District of Co.
lumbia, and, Mr. Newton as counsel for the Compage 11 r mission. Evidence was taken at the hearing and
briefs filed by the Insurance Company of North
America and by the agents.
By order entered on November 15th tl1e filing was disapproved but disapproved without prejudice to the '' right of
the insurance companies to present at some future time a
plan, similar to that which is the basis of this proceeding,
amended in such manne·r as may be requisite to demonstrate
that the plan proposed is fair, reasonable and adequate."
The plan has been amended by the group of companies
submitting it and it was submitted to the Commission by the
. Bureau on ,January 15th of this year, again without recommendation, for the same companies. By order of January
22nd the application was disapproved and the case set for
bearing this morning at ten o'clock.
May I pause to express my appreciation to the Commission for continuing this case until two o'clock today. I was
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arg·uing a very important case in the Court of Appeals this
morning.
Under the original filing and the amended plan of filing
the first installment part of this plan equals the premium for
one year due at the inception of t'he policy. To take the illustration which is £led with the application here,
page 12} with an amount of insurance of $25,000 and a rate
of forty cents, for five years, the first installment
in either case would be $100.00. Under the filing which was
made at first, which was previously considered by the Commission, the subsequent installments call for each additional
year 78% of the first installment due upon the first day of
each of the additional years. So that, under that filing, taking tl1e five year policy for the period of five years, the in'Sured would pay $100.00 for the, first year and the subsequent
years he would pay $78.00, so at the enp. of the five year
period the insured would pay under that plan $412.00.
Now, if he took term insurance for the five year period at
the same rate he would pay $400.00. So that, under the original filing he paid $412.00, or $12..00 more than the man who
took the term insurance.
Under the amended plan the second installment would be
80%1 of the first installment, the third, fourth and fifth installment would be $80.00 each, so the total premium for the
five years would be $420.00, and that is $20.00 in excess of
what the term insurance would be if he had paid it all down
at the beginning of the period.
Commissioner Apperson: For the five years.
page 13} Mr. Bohannan: Yes, for five years, under the
plan now before the Commission he would have
paid $420.00.
I believe I am correct in saying that there is no change in
the filing with reference to the other matters involved. There
is the same provision, I believe, with regard to the property
which is eligible, which is:
'' All property eligible to be insured for a term at reduced
multiples of the annual rate may be written for terms of
more than one year up to, but not exceeding five years, with
the premium payable in annual installments by the use of an
,endorsement in the exact form specified.''
I believe with the change from 78% to 80% there is no
material change in the filing of what was made at the last
time. As I said, this is made by the Bureau without recommendation and, therefore, I shall not say anything more about
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it at this time. There are some matters that the witnesses
for the company will clear up, and reserving the right to ask
any questions which may assist the Commission in ·any clarification of this matter~ I l~ave the matter in the hands of the
Insurance Company of North America in its presentation of'
the case.
Mr:.. Littlepage: Unfortunately, neither Mr~
page 14 ~ Smith nor I are thoroughly cognizant of the procedure :before this Commission, and may I ask is
it the desire of the Commission that this matter be submitted'
from the start or would it be sufficient to pro·ceed from the
statement ma.de by Mr. Bohannan rathe-r than take up the
matter from the very start, the original idea and purpose of'
·the plant
Commissioner .Apperson: The Commission believes that,
under the circumstances, yot/ had better start as if it was a
case de novo. This is an entirelv new case with a new number.
·
Mr. Littlepage:: All right, sir. I will call Mr. Bradford
Smith.
Commissioner .Apperson: Just a minute, ::M:r. Littlepage ..
Do you wish to make a statement· before you put your evidence on, any further statement f
Mr. Littlepage: Mr. Bohannan has made a fair statement.
He is correct in that the only change is increasing the percentage charge from 78% to 80%, and if ag-reeable I ask that
Mr. Smith proceed to take the stand.
page 15 } .Commissioner Apperson: Before you do that
I will ask the other counsel if they wish to make
opening statements. Mr. Rudd Y
Mr. Rudd: On the question raised by Mr. Littlepage our
position is that we would be perfectly willing to have counsel re-introduce the record taken at the former hearing and
direct his eviden_ce to the change in the new filing. As far as
we are concerned it would be satisfactory to us to introduce
that 'record and to confine the 'issue here to the difference between the two filings.
Commissioner .Apperson : Do you care to make any statement? I take it you are opposingT
·
Mr. Rudd: Yes.
Commissioner Apperson.: Do yon care to make an opening statement or develop it later as you see fit?
Mr. Rudd: We will develop our case later after we have
heard the evidence.
page 16 ~ Commis$ioner Apperson: Mr. Parker!
Mr. Parker: We do definitely oppose this plan,
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and I would like at this time to get into the record certainly
part of tl1e legal objection to that. vVe believe that the plan
is in violation of Section 4226 (A) and 4314 ( 4) of the Code
of Virginia andCommissioner Downs: What was that again¥
Mr. Parker: Sections 4226 (a) and 4314 (4). Section
4226 (a) is the provision of the law that requires the entire
premium to be pa,id within a reasonable time or that the
premium be put on a credit basis with a note bearing six per
cent interest.
Section 4314 ( 4) is the section on ·variation, and it states
in the section on variations that where there is a request for
a variation the premium charge should not discriminate
amongst the same class of risks. We expect to show by the
decision of one of the Supreme Courts of one of the -states,
the state of Ohio, that this identical plan has been
page 17 ~ stated to be in violation of a similar section in
Ohio. The wording of the statute there is almost
identical with ours and we expect to show that several other
states, although there is not a decision of their Supreme
Court, they do have decisions of their Commissioners, or of
the Attorney General, saying that it discriminates against
the one year premium plan.
We ·have a number of other objections and reasons for
opposing this plan. '\Ve believe it gives the installment buyer
an advantage over the man who pays for cash and we believe
it is bad for the public and it is confusing and also discriminates against the agent and makes him pay an insuranc~
premium for a period of at least ten days out of his own
pocket, and also he has to go to an additional expense for
which he is not compensated in any way and we want to
:finally say that this Commission saw :fit to turn this down
when they were asking for a premium after the first year of
78%, and now all they have done is to increase that to eighty
per cent, and that is just an extra burden on the public of
two per cent more, and since the Commission turned it down
the last time, we expect to urge that the eighty per cent does
not help it but costs the public more money.
page 18 ~ Commissioner Apperson: Mr. Newton?
Mr. Newton: I just want to state that counsel
for the Commission, as in the former case, does not appear
in opposition to the :filing or in the position of advocating
the filing, but rather in the position of aid to the Commission
to bring out such facts as h_e desires or thinks necessary.
Commissioner Apperson: Any one else desire to make a
statement T Apparently tiot, so you may call your :first witness.
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MR. BRADFORD SMITH, JR.,
a witness introduced on behalf of applicants, be-

ing first duly sworn, testified as follows:
DIRECT EXAJ\UNATION.

By Mr. Littlepage:
Q. Will you please state your name and occupation.
A. Bradford Smith, ~Jr., Insurance Company of North
America, Alliance Insu ranee Company and the Philadelphia
Fire & Marine.
Q. ·Mr. Smith, in your association with the named companies you are familiar with their plan commonly called the
"Installment Premium Endorsement Plau"f
A. Yes.
Q. Can you state the principal factors which were considered in the inaugnra tion ancl development of this plan?
A. The rules of the Virginia Insurance Rating Bureau
provide that policies may be written for longer than one year
at a discount in premicm. For example a five year policy
may be written for the sum of four annual premiums instead
of the sum of five annual premiums. That represents a
twenty per cent credit in the cost, provided the policyholder
asks for and receive a five year policy and pays cash for it
at the time it is delivered to him.
page 20 ~ Those rules, in our opinion, provide a discrimination against the individual who, for lack of ready
cash, is unable to afford to put up the full five year premium,
and thereby is forced to continue on an annual basis paying
a full annual premium for each of the five years, and in the
course of five years he would pay twenty per cent more premium than his fortunate .brother who was able to pay for fiyc
years insurance and pay cash for it.
·
There arc several ways of getting around that situation.
First, the so-called '' Budget Plan'' might be used in which
five policies might be written for him each for one-fifth of
the total amount of insurance required, and so written that
after the inauguration of the plan one would expire each year;
that is, one policy for one-fifth of the amount would expire
each year. To inaugurate that plan it is permissible I understand in Virginia to write the five policies at the pro rata
cost of a single five year policy. The five policies would be
one for one year, one for two years, one for three years, one
for four years and one for .five years, so that thereafter he
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. ,vonld have two filths of his insurance expiring
page 21 ~ ·each year and would have his premium budgeted
so that his cost would fall due each year in equal
amounts. Unfortunately, it costs exactly sixty per cent of
.a full :five year premium to inaugurate that plan even under
the special ruling· to encourage the writing .of the plan.
As the second alternative he might secure the service of
a :finance corporation or a bank to finance his premium, in
wl1ich event he must pay the financing cha:rges. He must
also sign a note which provides in part for the right on the
part of the finance company to cancel the policy at any time
for failure to pay the installments due under the installment
note and be surrenders any equity he mig·ht have in the one
year premium to the extent of his defalcation with the :financier.
We did not like that situation, particularly the very large
g·rowth of financing premiums by the third party. I refer to
the financier or bank. That is objectionable to us for two
reasons. One, our agents are required to divulge to the bank
important details as to the expiration of their business and
the coverage, which, in fact, is the agent's stock in trade.
The second reason is that it imposes an added burden upon
the insured to pay finance charges of that sort. It
page 22} was our belief that we could afford to do the job
more economically for the party than could be done
by introducing a third party.
.
\Ve, therefore, set about finding a way to provide for the
annual payment of a five year policy, which would mean an
adequate charge for the additional s-ervices rendered the insured but at the same time would produce a reasonable and
not unfairly discriminatory plan.
One of the first questions tlrnt arises is-what happens in
the event of a loss on such policy where only a part of the
premium has been paid. For example, if a loss in the amount
of fifty per cent occurred, when tlrn loss is paid the policy is
automatically reduced by the amount of payment of the loss
so that, if tliat loss should occur in tl1e mid-term, the insured
would find himself with a policy only half of the full amount,
but for the company to be fully compensated, it would be
necessary for him to continue with his full installments.
As a practical matter we did not believe the policyholder
would understand that situation and we recognized the fact
that there was insurance available known as '' unearned premuim'' insurance by which a company could insure an un-
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earned premium whereby the full amount of tha policy would
be continued. v\7e provide the unearned premium endorsement and I will show later how we arrived at an
page 23 } adequate charge to enable us to incorporate that
provision in the endorsement.
·
Now the second problem was simply to provide a reasonable charge for the service rendered of accepting the premium in five ihstallments instead of collecting it all at once.
In developing· tbe payments to be made under the policy we
recognized also it was necessary to provide against an insincere person taking a policy under the five year premium endorsement and paying the first year, and by failing to pay any
subsequent installment, secure one year of insurance at a
less cost than one who purchased a one year policy. We~
therefore, provided that the first installment would equal one
full annual premium, reg11lar annual premium.
Now to diverge just a moment, the rule that is at present
on the books of the Virginia Insurance Rating Bureau, under wbfoh a, five year policy can be bought for four annuals,
can be further defined or restated in another manner. ·when
it is restated you will find that a term policy for five years
equals the premium for a one year policy plus 75% of the one
year premium for each additional year, totaling~
page 24 ~ in all four times the annual premium. We, therefore, felt that the additional charge to be made
under the installment premium endorsement should be incorporated in the payments made, and we added 75% which is
called for in the premium; an additional percentage which
is calculated to include the two endorsements, first, securing
the installments, and second that the policy shall not be reduced by the payment of the loss.
Under the filing· before you today the payments -under our
installment premium endorsement would equal for a five year
policy one full annual premium plus four subsequent installments of eighty per cent of the annual premium. As Mr. ·
Bohannan explained, that would mean that the policyholder
buying a five year policy under the installment premium endorsement would pay a sum total of $420.00 as ag·ainst $400.00
that would be paid by the policyholder prepaying a full five
. year premium.
I would like to suggest that, in con~idering our installment premium endorsement, we be careful not to confuse it
with other plans which have been actually in use by other companies in other states. Those plans provided for the annual
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payment of premiums at term rates but the essenpage 25 ~ tial difference is that those -plans were simply an
endorsement placed on a one year policy which
provided that a one year policy could be renewed for a period
of years at a discount from the annual rate. Our policy under
the installment premium endorsement is a straight regular
five years policy and it is treated the same as any other five
year policy. For underwriting purposes it is examined as
any other five year policy and goes through the statistical
!ecords only once as any other five year policy and is treated
m the same manner as any other five year policy except the
·payments due thereunder are recorded in the Accounting Division and collected as they are due.
It has been alleged that this plan would create additional
work on our agents. vVe don't believe that the additional
work required under this plan amounts to a great deal, and
we have done everything we can think of to assist our agents
in any problem that might be created by their use of the plan.
For example, when the first installment is due and all sub.:
sequent installments are due, we send to our agents a notice
in three copies, one of which may be used for the agent's
records, one of which may be used by the ag·ent as a bill to
· the insured if he chooses and the other to be used
page 26 ~ as a follow up notice to the insured, if he chooses.
Now we have also heard some criticism from
time to time that the plan might possibly be considered
discriminatory. We don't believe it is discriminatory inasmuch as it is available to all policyholders who are eligible
to the so-called ''term treatment". In other words, the
policyholder who is elig·ible may buy it under this plan and
prepay it if he chooses, and we don't see how any discrimination could be secured under that. We are not offering- varying policies to the policyholders at varying rates. We are
simply offering an alternative to the policyholder for what
he now has. He may buy a one year policy and pay one full
annual premium or buy a three year policy and pay two and
a half annual premiums, or a five year policy and pay four
annual premiums. He may, if he chooses, buy an unear~ed
premium endorsement on the policy at a specific cost.
, -·:·
If this plan is approved, he may use the installment premium. endorsement to take advantage of the five year credit
and rate and secure the benefit of the installment rate. endorsement to compensate the company for the additional
service rendered.
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page 27

~

Reference has been made to Section 4226(a}
which I believe is Michie 's Code of 1942, which
provides that:

"No resident agent or agency may write, countersign, issue

or deliver any contract of insurance of surety upon persons

or property in this State unless there shall be collected at the
time the contract is written, issued or delivered, or within a
reasonable time thereafter, the full premium on such contract * * • . "
We don't see how our plan is in any way out of order under
that law since the endorsement placed on the policy provides
specifically for the payment of the premium and names the
date under which the premiums are due, and we are quite
content in following tho regular rules as laid down in Virginia
and also the rules of the Virginia Insurance R.ating Bureau
in regard to the collection of the premiums. Premiums are
now supposed to be collected and paid to the companies within
forty-five days, and if not collected in the forty-five days, the
agent has the privilege of canceling the policy flat at no earned
premium cost.
It was alleged at one time that, if an agent failed to collect au installment when an installment was due
page 28 ~ and let it g·o for thirty days, be might become liable
for the premium thereunder. Under. the plan we
t1re now considering we are quite willing that they have the
flat cancellation right under the forty-five days as under a11
other policies now written.
Another question that has been brought up, and upon which
some confusion ;might possibly exist, is what happens to an
agent's business after the agency has been cancelled by the
company issuing policies under the installment premium
endorsement. ·vve don't believe there would be any difference
whatsoever if he 11ad a number of policies out under the installment premium endorsement nor do we wish to impose any
different conditions than now exist. "'\X.Te recognize fully that
the expiration of the policies issued by that agent and the
installments still clue under the expiration of that agent, belong
to him, that is, the commissions thereon, and if something
should transpire which would cause a parting of. the ways between the company and the agent, we would simply handle it
by giving him a limited license which would permit him to
collect the installments and transmit the money to the Company. On tI1e other hand, if the agent was in difficulty by
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failing to remit balances due the ,Company, we would; of
course, feel that the unpaid installments were due directly to
the Company to the extent the agent was in arrears
page 29 } with the Company.
I believe that is all I have.
l\Ir. Littlepage:
Q. Mr. Smith, reference has been made to Section 4226(a)
of Michie 's Code. I ask you, if based on your information
and belief, do you know of installments or deferred premiums
being allowed in Virginia 011 any other types of insurance
other than fire 1
A. It is my understanding and belief that it is now permitted on certain marine contracts and casualty contracts and
life insurance premiums can be paid annually,. quarterly and
monthly, and there is a differential in cost for the privilege of
paying them in installments.
Q. Reference has also been made to Section 4314 ( 4), which
in part reads as follows:
1

"Any variation of any company or other insurer from the
schedule of rates estalllished bv the bureau shall be uniform
1n its application to all of the risks in the class for which the
variation is made * * * .''

I will ask if your variation as to the installment premium
endorsement is intended as uniform for all classes
page 30} eligible for term treatment!
A. It is intended as uniform for all classes and is
offered to all policyholders wl10 are eligible to the term credits.
I would like t.o call attention to the fact that a policy issued
with the installment premium endorsement is the same as any
other policy except for the additional charge made for the
privilege of paying· the premium in installments, and the one
other provision which provides that the policy shall not be
reduced in tl1c event of the payment of a loss.
Q. I ask you if you have a copy of the installment premium
form?
A. Yes.
Q. As submitted in Virginia.
A. Yes.
Mr. Littlepage: We would request the right to file this as
an exhibit in evidence.
·
Commissioner Apperson: It may be filed as Exhibit No. 1.
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'f Smith

·,

No. p,·.

M:r:.. Littlepage :
Q.. An0ther inquiry has been made as to the responsiveness with which this plan has been received in other
page 31 f states. Do you care to make any comment about
that!
·
A. Yes. Questions nave· been asked from time to time as
to whether or not there is any real demand for this plan. That
may be answered in two ways·. There is admittedly millions:
of dollars of insurance premiums :financed by companies. I
am n9t in pos~tion-to make a statement other than to say it
runs into millions. As far as onr own plan is concerned, we
have it approved in thirty-six states and quite a number of
people have been quite curious· as to how much insurance has
been written under the plan. We have not been willing to
divulge the amount we have written, however, I think it proper
to say that the plan has been in force in a varying number of
states since 8eptember, 1945, when the· :first state approved it
and to date we have written in excess of two million dollars
in premiums under the plan.

Mr. Littlepage~ May it please the Commfssion, unless there
are some q.uestions, I will state that this is our submission.
Commissioner Apperson: Mr. Parker, do you care to cross
examine the witness f
page 32 ~ Mr. Parker: I was going to wait until Mr. Bohannan had completed his examination.
Commissioner Apperson: Suppose then we start with Mr.
Newton.
Mr. Newton: There are a vast number of questions I could
ask, however, I dontt wish to ask questions that counsel for
the Bureau and the Agents' Associations will ask.
Commissioner Apperson: We will let you wait then. Mr.
Bohannan, suppose yon g~ ahead.
CROSS EXAMINATION.
By Mr. Bohannan:
·
Q. Mr. Smith, may I preface my questions with the statement that the Bureau of which ·your Company is a member is
not appearing in opposition to your :filin~ and any questions
I ask I am doing so desh:ing to be helpful to the Commission,
the Bureau and your Company.
Yon have referred to Section 4226(a), which section you
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have read and which section also provides that a resident
agent who violates that section is subject to a :fine
page 33 } and possibly a cancellation or suspension of his
license. Do I understand that this installment
premium contract is a contract of insurance for a term 01~
three or .five years-is it an indivisible contract or one for
a period of one yea;r only?
A. I think I answered that question, Mr. Bohannan, in the
statements which appeared heretofore. The policy on which
the installment premium is attached is a regular five yef.r
policy or thr_ee year policy, as the case may be, written exact y 221
the same as any 0th.er three or five year policy and contains
no provisions other than those contained in the installment
l)remium endorsement attached thereto. That means that the
insurance is in force for five years once it is delivered to the
insured iu the same manner as any other five year policy or
until canceled under the other provisions of the policy or can.l.
celled by the company for other reasons, but that continues
for five years or three years until canceled for specific reasons.:.
Q. It is just as much a five year policy as if the insured
had paid $400.00 in the initial premium for insurance for
five years?
A. That is correct.
page 34} Q. The difficulty ram having is, .unless there is \
collected at the time the contract is delivered, or a
reasonable time thereafter, the full premium on the contract,
which on the example you gave is $420.00, is that right Y
A. That is correct.
Q. Of which only $100.00 is collected at the time of the
contract, or within a reasonable period of one year, if one year
is not a reasonable period·
A. You overlook the fact that the full premium due on the ,,./
policy of $420.00 is modified by the enndorsement which states
that the premium shall be paid. So long as the installments
are paid within the provisions of Section 4226 (a), I can see no
conflict.
Q. Does not that Section say that the full premium must
be paid on the contract at the time it is issued or written or J
within a reasonable time thereafter, and if the fi1ll premium
is $420.00, is .that premium paid on delivery of the contracU
A. It seems to me that the premium is paid within a reasonable time therafter. Certainly the framer of this section of
the law. had no intention of working a hardship on the citi;-:
zens of this State by inserting provisions in the law to cause
them such hardships. Does it not appear· that the law wa~
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·
page 35

primarily the agents' law, that it was to insure the
agents that he receive the proper commissions on
the business he wrote, and it- does not seem to me
that the intent was to involve a privilege of an insurer willing
to do that.
Q. But the last installment does not become due until after
the policy isA. That is four years.
~

Commissioner Apperson: Do you consider that that would
meet with the part of the statute requiring such payment within a reasonable time Y
A. Yes, Sir, and surely that same_ construction must have
been placed upon the privileges which are given the marine
writers and casualty writers which are enjoying the same
privilege that we are asking :firewise.

Mr. Bohannan:
· Q. There are certain matters which I would like to have
explained. The present form of fire policies has four forms,
perils, the amount of insurance, the rate and premium. Now,
fa1ke the illustration you took in your filing of the policy for
$25,000 of insurance at the rate of forty cents per hundred
per year-the perils, of course, would be whatever perils there
were and the amount would be $25,000. What
page 36 ~ would be placed under that place in the policy
which would be designated as the rate?
A. The regular forty cent rate, the proper rate for the risk.
Q. In other words then for a :five year policy the rate would
be .four times forty cents or $1.60?
A. Yes.
' . Q. And the premium would ·be what?
A. "V\7bat was the amount of the insurancef
Q. $25,000.
A. At $1.60.
Q. That would be $'400.00?
A. Yes .
.. Q. The ultimate premium that insured pays is $420.00, however?
. A. Yes.
..,
:.. Q. The $1.60 rate on $25,000 of insurance would not produce
a premium of $420.00?
A. No, but I call your attention to the instructio11s we give
our agents for -writing this:

.
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'"In writing a policy to which this ·endorsement is to be attached, show the regular term rate in the space provided and
:add the words 'plus 4%' if a three-year policy and 'plus 5%'
if a five year policy. The premium to be used will
page 37 } be the premium including the additional premium
for the use of the endorsement ( not the regular
term premium for a policy paid in full ~t inception) .. "
Now we have done this. Several states have asked us to
follow certain procedure in that res·pect and we are willing
to follow any procedure which will make it clear to the public
how much they are buying and what they are paying for it
and will show the stamping bureau or the state bureau what
they arc paying. It is quite simple "plus five per cent for
the installment premium endorsement'' and plus five per cent
is $420.00, or we are quite willing to do it by adding the charge
fo the rate and coming out with the one premium. It is merely
a question of mechanics to suit the individual taste .
. Q. So that, if my mathematics are correct, the actual rate to
produce the $420.00 premium, instead of being $1.60, would
lJe $1.68, so that the actual rate, instead of being the published
rate of $1.60, would make the. rate $1.68?
A. If I may be excused for saying so, I think it is tweedle
dum and tweedle dee. It is immaterial to us where the additional charge is added. If what you are getting at is that,
by adding it to the premium you are then bringpage 38} ing out a deviation-I see what you are driving at. otherwise I say it is an immaterial thing. The
additional charge is shown on the endorsement and the policyho1c1er is advised of the result, if he wants to pay it in advance,
ancl what it will cost if paid in installments.
Q. These daily reports that run through the Bureau will
liave to show the rate and premium. If the published rate
was $1.60 for the five year term, and then we flnd it is $1.68,
I want to know whether you would expect that daily to be dis-·
approved?
.
A. No, we would not expect it to be disapprovtd if it included $1.60 plus the five per cent for endorsement .plan,
we would expect it to be approved plus the additional charge
for this endorsement.
Q. This eight cents is a loading, as I understand? It is
an addition to the rate T
A. It is a charge.
Q. What is that charge made for?
A. It is a charge made by the Company to compensate the
company for allowing it to be paid in installments and pro-
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vided that the policy shall not be reduced by payment of a
loss thereunder.
Q.. That is the explanation of the plan in there-in consideration of the increase in premium that is atpage 39 } tached and that is the increase to which you refer
the.re!
A. Yes.
.
,
Q. If my recollection serves me right, in the filing which
you made when this case was heard before, there was a paragraph to which you have referred but which I do not :find
in the present filing to the effect that ''in writing a policy
to which this endorsement is attached, show a regular rate and
add 2.4% in the three year policy and plus three per cent in
the :five year policy." That is not included in the present
filing as I see it. Would those percentages be changed with
the amended filing making this 80% in place of 78% Y
A. The figures I quoted here in the amended filing!
Q. They were not in the filing with the State Corporation
Commission. Would yon want to embody them in the filing t
A. Yon are referring to the original filing 1
Q. In the filing we made for your Company f
A. No. Those percentag·es appear on the explanation of
the operation of this endorsement which we have sent to
agents. Now, if you desire, we would be very glad to submit
that along with the filing. We simply felt that it was unnecessary to do so, but there is no reason to hold it back.
Q. My records show that at the last filing that
page 40 ~ was made physically a part of the filing~
A. The last time T
Q. Yes, and it was omitted this time t
A. Yes, Sir.
Mr. Littlepage: Mr. Smit11, Mr. Newton has asked if you
· have any objection to submitting that Y

A. I would be glad to do so.
Commissioner Apperson: Yon want to file it as an exhibit f
Mr. Littlepage: We have no desire to make it an exhibit but
if the Commission wishes it to be :filed as an exhibit, we have
no objection to :filing it as such.
Commissioner Apperson: It may be filed.
Note : Filed as Exhibit " Smith No. ·2 ".
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CROSS EXAMINATION.
By Mr. Rudd:
Q. Your first filing which has been disapproved by the Commissio.n has been disapproved by the Commission in an order
·
without prejudice to your returning and making
page 41 ~ another filing which was fair, reasonable and ade.
quate. ~~ssuming that the disapproval of the Commission was because it felt that the first :filing was not fair,
reasonable and adequate, how is this new filing more fair,
reasonable and adequate than the former one?
.A. In the first filing a great ~leal of objection was raised on
the part of agents in the belie£ that, if they failed to collect
the subsequent installments by the exact due date of that installment and it was a matter of some days after that before
they were able to cancel the policy or collect the installment,
that they might be held liable for the earned premium for
those few days. We think there is some merit to the argument and, at any rate, we are indeed very willing to make
this attracticc to our agents as well as to our policyholders
so long as the Company is adequately compensated, so we
increased the installments by two per cent and now apply
the same rule to the collection of the installments as applied
to the original premium on policies, which is commonly ref erred to as "the forty-five day rule" in the Virginia Insurance Rating Book.
.
Q. So that if, ·under the filing we have now the insured
does not pay his second year installment prbmptly, the agent
still has forty-five days within which to collect iU
page 42 ~ A. That is right to collect it or cancel the policy,
and there would be nR charge of earned premium
against him.
Q. So the only difference between the new plan and the old
plnn is that it is a little fairer on the agent himself?
A. It meets the objection raised by the agent.
Q. But the nuhlic has to pay more for iU
A. That is right.

Commis!=doner Apperson: Pay more for it or faster?
Mr. Rudd: Pay more for it. Instead of 78% they pay 80%.
Q. You have spoken of t]1is as a straight five year or three
year policy. The Supreme Court of Ohio did not say it wais a
three year or fhre year nolicy Y
A. I don't know what the Supreme Court said. If you would
refresh my mind-
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Q. You are not familiar with the opinion in that case 7
A. I read it over a year ago and I would hate to trust my
memory in a case with as many fine points as that.
Q. Did not that case say that this was a three or five year
separate annual policy instead of a straight three ye_ars or
five years policy?
~

Mr. Littlepage: If the Commission please, I think
it is a little difficult to say what the Court said in
a case heard some time ago.
Commissioner Apperson: The Commission thinks the case
will speak for itself. If you want to submit it, you can do
so in a brief or otherwise, Mr. Rudd. Your objection will be
sustained.
·
page 43

Mr. Rudd:
Q. You said your plan is not discriminatory-that he insures because he does not expect to move as a transient man
who has to take out his insurance by single annual policies.
In that case he not only has to pay a hundred dollars for
the first year, second year or as long as he keeps it. Does
not your plan discriminate against him Y
A. No, sir. If he buys an annual policy because he expects
to move, he pays the same premium. If he expects to move
in two years, he may pay under the earned premium and the
plan is the same under the earned premium endorsement. The
plan is the same and he pays for the additional charge under
the earned premium endorsement.
Q. And your argument is that the man forced to buy on an
annual basis is required to pay more tlian a man
page 44 ~ on a :five year basis Y
·
.
A. You will have to reframe your question because it is not apparent what you mean. Anybody who buys
on an annua] basis. whether they buy it on installment or any
other basis. nays the same amount.
Q. Your filin.!! and any filing similar to this one has been refused in several ~tates because it was discriminatory?
A. Not to my knowledge. The plan was turned down in
North Camlina :iust recently and t]1e on1y objection we can
:find that wns made to it was the belief that under the peculiarities of the North Carolina ]aw, some hardship might be worked
on the ~mn Iler Companv. We don't subscribe to that but that
is the hn~is of the ruling and the order is available to the
C1ommission here. Ohio refused to consider that plan based on
the Bowen case which you are talking about but we can't find
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that the Bowen case is based on the same sort of facts we

have before us here.
·
The State of Mississippi disapproved the plan and have not
specified the basis 011 which they disapproved it. On the other
hand, thirty-six states have am:>roved the plan, in a number
of which they have gone into it in great de.tail,
page 45 } including Ncw York, N cw J erscy and Louisiana, so
that the weight of the evidence of thirty-six out
'-Of forty-eight states, would indicate that it is non-discriminatory.
Q. Any of the thirty-six states where the plan is approved
did not require plan approval?
A. Every one of them were submitted on plan approval
Q. It has been disapproved in the State of Maine?
A. No, it is still penqing in the State of Maine.
Mr. Parker: It has been disapproved once. Isn't that cor·
reet,. Mr. Littlepage? You have seen this letter, have you
notY
Mr. Littlepage: No, I have seen no letter disapproving
the plan.
Mr. Parker: Do you want to see the letter f
Mr. Littlepage: I should like to see it.
Note: Letter handed to Mr. Littlepage. ·
Mr.Rudd:
Q. What is your status in the State of Massachusetts?
A. We filed the installment premium endorsement with
Commissioner Harrington, and after some months
page 46 } · of discussion and personal interviews they gave it
their approval. Their laws do uot provide for approval of rates and forms by the State of Massachusetts, but
we received a letter that they did approve.
Q. Mr. Harrington personally?
A. Mr. Harrington and one of his deputies. I interviewed
both the deputy and Mr. Harrington. Mr. Harrington did
not discuss it in detail but his deputy did.
Q. How about New York State f
A. New York State was approved after a hearing. At any
rate, after the hearing, they issued an order or finding which
dealt-in detail with many of the -problems?
Q. New Jersey also appro.ved iU
A. Yes, the Deputy Supermtendent of New York State was
Walter F. Martineau who heard the case.

h...
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Mr. Littlepage:. In answer to the question as to Mainer
his own letter states the plan is not acceptable, and gave his,
reasons for it,. but he did in his letter to us state that he would
like for us to submit a plan which would overcome certain objeetions he made.. He says here it is not acceptable but hehas. not disapp1·oved it.
.
page 47 ~ Mr. P.arker: Did he not say under the plan you
were offering- that it was. discriminatory 1
Mr. Littlepage: Not to· us.. Is. that letter addressed to us~
Mr. Parker: I have no objection to you or the Commission
Meeing this letter. It says it is discriminatory. It says that
in Maine it does not meet their discriminatory statute~
Mr. Rudd:
Q'.. In answer to some questions by Mr. Bohannan in regard
to whether or not your proposed plan conforms to Section
4226(a) of the Code, that section requiring that the full
premium on such· contract be paid at the .time of purchase·
or within a reasonable time thereafter. Did I understand that
it is your opinion that your plan c011forms to that language 1
A. Yes, Sir.
Q. AlthougI1, as Mr. Bohannan pointed out, you only pay
one one-fifth in the first year and the balance in the succeeding
years?
·
page 48 ~ A. Yes.
·
Q. Did I unJerstand that the reason yon think
.your plan conforms to this section is that there are certain
other types of insurance that are written that wayT
A. So I understand. That is not the only reason I think it
conforms but that buttresses my opinion ..
Q·. What are the other reasons Y
A. The wording in the section. To refer to that it says :
"unless there shall be collected at the time the conh·act-is written, issued or delivered, or within a reasonable time thereafter''. We submit that there was no intention in writing
that section to ·prohibit the citizins of the State of Vfrginia
from securing the benefit of an installment premium endorsement so long as it gave them on a reasonable and adequate
basis, and the composer of that law must have had something
in his mind when he said '' reasonable time thereafter' 1• We
believe tl1at it is reasonable when the full amount of the
premium is paid one year before the expiration of the policy.
Q. You mean on a five year policy four years after the policy
is issued is a reasonable time within which to collect the
premiumY
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A. I do, so long as it is properly provided for and the costs
for making the collection is reasonably provided
page 49 ~ for.
Commissioner Hooker: Suppose that they had
not paid it and you could not collect it?
A. You understand the first installment is paid when the
policy is issued.
Q. Yes·, a hundred dollars.
A. The hundred dollars is sufficient to carry it through over
the twelve months.
Q. Suppose you carried it through three years and suppose
the second or third year he does not pay anythingA. That is not going to happen because our rules for writing
this endorsement provide that the policy must be cancelled for
non-payment after the instaUment shall become due and is not
paid: If the installment is not paid twelve months after the'
first installment then the policy is cancelled within forty-five
davs after the due date.
Commissioner Downs : That is paid in advance?
A. Yes.
Q. So he could not hold anything back for which he has
already received the benefit of the insurance at the time?
A. Yes.
pag·e 50 ~ Q. Suppose you had a ca~e like this-where you
had a man tbat took a five year policy and paid a
hundred dollars for the first· year and the second vear he
paid eighty dollars. At the end of that second year"' he discontinued his policy. He has gotten insurance the second
year for eig·hty dollars. Haven't you discriminated against
somebody that had to pay a hundred dollars for that year's
insurance?
•
.A.. We don't see how we discriminate against anybody because the $180.00 he paid more than represents the short rate
earned premium.
Q. Is he supposed to pay a hundred dollars a year for one
year's time Y
A. Yes, sir, that is true.
Q. So he is getting· it $20.00 cheaper by buying it for two
years except he is doing it by an indirect method by buying
it for three and dropping it at two Y
A. That is correct, but the same man that buys the one
year policy has the alternative of buying the three year
policy or five year policy, prepaying it and then later cancelling it, in which even~ be would pay the same amount as
the man who bought the mstallment premium endorsement.
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Q. If a man bought. a straight two year policyyou don't sell a two year policy 1
A. We can sell a two year policy.
What would be the premium on thaU
One hundred dollars plus 75% of one annual premium.
$175.001
Yes., sir.

page 51
Q.
A.
Q.
A.

~

Commissioner Apperson: Would you have any· idea of
what proportion of policyholders would get insurance along
the grounds asked by Commissioner Downs and Commissioner Hooked Would that he a prevalent practice to buy it
for two years?
A. No.
Q. How about the man who buys it for one year and cancels it, what is the proportion of that t.ype1 Is that a prevalent practice 1
A. No, sir. Most policies are written for one year, three
years or five years within those given terms. There is very
little cancelling of policies except for causes such as moving
out of town, selling property and disposing of it. \Vhat that
represents to the percentage of the whole I don't know¥
Q. But it is small Y
page 52 ~ A. Very small yes.
Note : .A short recess was taken.
CROSS EXAMINATION.
By Mr. Parker:
Q. Mr. Smith, are you familiar with the rule of the Virginia Insurance Commissioner's office that forty-five days
is ~ r~asona ble time under the provisions of Section 4226 (a) ¥

A. Yes.
Q. So that in your testimony a moment ago you disagree
with the office of the Insurance Commissioner of Virginia in
that you believe that a premium paid in four years is reasonable?
A. No, sir, because by our endorsement premium the premium is paid and we are following the ruling when it is cancelled that it has to be cancelled within forty-five days if the
premium is not paid.
Q. It says the date issued in the statute and not the duo
date1
A. I believe that is correct.
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Q. So it would be the date issued and the forty-five days
· ·would mean forty-five days from the date the inpage 53 } stallment policy was issued, would it not Y
A. That is correct. '' There shall be collected at
the time the policy is delivered the full premium on such
contract''. The full premium on such contract is. specified
that it shall be paid so much at this time and so much at that
time and that does not contravene the rule and that ruling
.applies to all forms of contracts whether fire insurance,
casualty or marine,. and we are informed that the marine
people have the privilege of paying the premiums in installments, and also certain casualty contracts and certainly life
insurance., so it would J1ardly seem that we are flying in the
face of any ruling by asking to be permitted to do the same
thing.
Q. We a re only discussing :fire insurance now. I, personally, don't know anything about the conditions of the
marine insurance so let's confine our discussion to fire insurance. In order for you to have this plan adopted, you will
have to change the statutory law of Virginia f
A. That, sir, is not for me to determine.
Q. Are you a lawyer?
A. No.
Q. You are asking the Commission to change tbe statutory
law of Virginia?
page 54 } A. No, sir, I am simply a representative of a
group of companies wl10 are desirous of p·erforming a· public service and we come before you to submit a plan
which we believe is in the public interest and is in our belief in no way against the laws of the State of Virginia and
we ask permission to use this plan~
Q. But if we agree that the Commission has rules that
''reasonable time" means forty-five days, and that the stat-:ute says that that premium must be paid within forty-five
days from the date of issuing-, to adopt your plan would mean
that you would have to chang·e tlmt statute?
A. I again say that it is not for me to answer. In the first
place, we don't have the detail ruling, and it would be unfair for me to express an opinion when we haven't the exact
ruling.
Q. You said you are familiar with it f
A. I am quite familiar with it and we have always abided
by it, and expect to continue to do so.
Q. I don't mean to imply any bad faith f
A. Of course not.
Q. Of course I would not want the Commission to get any
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idea that I am trying to imply any bacl faith .. You said you
would allow your agents forty-five days to collect
page 55 t any installment and would not charge a premium
against them for that forty-five days. By what
authority could-you do thaU Isn't that a deviation from the:
rules of the Rating Bureau and the Insurance Commissioner t
A. I have not heard it so alleged.
Qr Don't you know that there is a filing under that fortyfive day period which is an actual filing by all companies aml
binding on all companies f
A. We are making an additional -filing ..
Q .. You have not put that in your filing?
A. It is so stated.
Q.. It is only stated by you tlmt your Company will clo iH
A .. No., it is not in the filing, but if it is required in the
filing we will put it in the filing·.
Q. I am just bringing out that, before you can do that, you
would have to have a filing!
A .. If that is the opinion of the authorities, we would be
quite content to do that.
Q. You have not to date included that in your filing!
A. No, we have not.
Q. So that at the present time, except for the statement
by you that your Company would do that, there would be
nothing to require your Company to do this t There is no
statutory law.
page 56 ~

Commissioner Apperson: Do you see any need

.to pursue that further. The gentleman has said

he would amend his filing so the Commission does not see any
need to go into that further ..
Commissioner Apperson :
Q. You said you would amend yonr filing,. did you not, Mr~
Smithf
..A.. Yes, sir..

Mr. Parker:
Q. Mr. Smith, you take a one year fire policy and you
charge that man $100.00 in the example you gave a while
ago. On the installment premium policy you would again
charge him $100.00 for that first year. Is that correct?
A., Yes.
Q. Under the installment premium policy the man who has
the installment premium fire policy gets the additional provision for the unearned premium, does he not?
.
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A. That is right.
Q. And he gets it at a cheaper rate than the one year man
would get it for that first year Y
A. I don't see how you can say that.
Q. All right. The man who takes it out for one year in
order to get that insured unearned premium and
page 57 ~ reinstatement insurance, or whatever that wording is, will pay you $100.00 and an additional
prem~um of eighty cents, I don't remember exactly what it· is.,
but he would pay you an additional premium for that same
provision?
. A. Yes, that is right.
Q. The installment premium man only keeps his policy one
year and does not pay the second premium, he gets the benefit of that particular provision of that unearned premium
and reinstatement insurance for eighty cents less than the
one year man Y·
A. You are quite correct except you overlooked one thing.
The most of the so-called ''unearned premium" insurance
during· that first year would hardly equal eighty cents.
Q. I don't remember what it is.
A. If I may speak about that for the reason that question
has been brought up before and it has been found that the
most of the unearned premium referred to worked out to a
matter of twenty-five cents of •a hundred dollar premium
and it is considered so trivial that it makes no difference.
Bear in mind, and I imagine you are leading up to a question of discrimination, the laws do not refer to discrimination in that sense. It is "unfair discrimination". Admittedly, if the policyholder buys a five year policy
page 58 ~ with the installment premium endorsement he does
not begin to pay the additional charge for the unearned premium feature until he pays the second installm~nt
and the subsequent installments. I don't think you can proceed on a premise that every buyer of a term policy with an
installment premium on it is going to buy the unearned
premium feature with that avowed purpose for the little
difference in premium of fifteen to twenty cents differential
in premium.
Q. You say that that unearned premium cost is trivial when
in your direct examination you used that as part of your
extra five per cent that you are charging for these deferred
· pttyments. If that is trivial, then the rest of that five per
cent is made up of what?
A. The cost to us of pe·rmitting the payments to be made
on an installment basis.
=

I
I
I
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Q. Can you break that five per cent clown Y
A. Yes.
Q. And tell us where it is cost and where finance charges,
and what part is for this unearned premium 1
A. Yes, I will be glad to do so, if you will give me a minute to fii1d my notes here. Now, .sir, we are approaching the
development of the installment premium endorsement in an
:
attempt to find ou:t what is reasonably adequate
page 59 ~ and non-discriminatory and providing fo:r; the
premiums in installments as·is done in the document we a re discussing, and you will recall that I said in my
original statement, one was the cost to the Company for permitting the premiums to be paid in installments and the other
one was that this endorsement permits the protection in the
policy not being reduced by the losses. vVe made some calculations and found that the premiums in 1942 to 1944 were
around $1,150.,000.
Mr. Parker: That is what¥
A. For fire insurance.
Q. All of it fire insurance, all first insurance ·or just in-,
stallment premiums t
A. We have not written any installment premium insurance here.
· Q. This was all fire insurance 7
A. Yes, and that was brought about by 44,370 policies.
That made the average premium of $25.23. That is important
and I will refer to that later. The liabilitv written was
$159,234,000, and that produced an average rate on the liability of 72.3 cents. Our losses paid were $493,382 and, incidentally, our number of losses were 1,855. ,v"ith
page 60 ~ those facts before us, we are attempting to find
out what it would cost us if we· provided in the
endorsement that no policy shall be reduced by reason of the
payment of a loss. To put it another way,. we would find out
first how. much additional money we would receive if every
one of tl1e policies were reinstated for the full amount and
the reinstated premium paid by the insured. To do that we
take the assumption that the losses on the average would
occur in mid-term of the policy. Some would, of course, fall
in the first part and some in the last., but on the average
it is a fair assumption they would fall in the middle of tbe
policy term. Therefore, tbe amount of the unearned premium
on the average on the policy J.1pon which a loss had occurred
would be approximately one-half of the total, so that by

J.,
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:applying· one-half of the average rate of 72.3 cents to the
total of the losses paid, we arrive at a fair estimate of the
' .ad<litional premium we ·would have collected bad every one
<>f the policies been reinstated in the full amount following
the loss.
Now, Gentlemen, those calculations produced a
premium of $1,785.00, so, had we proceeded with all of those
policies in the manner as we are proposing under
page 61 ~ the installment premium endorsement, we would
have foregone a maximum of $1,785.00 in premium
<luring that three year period.
Now, using that as a base, we find that $1,785.00 is
16/lOOths of one per cent of the total Virginia . premium.
Now at that point you have to take another thing into consideration. The present rules of the Virginia Insurance Rating Bureau provide tliat you may issue policies with provisions in them on dwellings whereby it is stated in that policy
that any loss less than $250.00 is automatically reinstated,
or, in other words, the policy is not reduced by that loss if
the loss is less than $250.00. On mercantile property it is
itpplied in tpe same way except the limit is $100.00 instead of
$250.00. At that point you have to use some judgment as
to how much effect those two would have on the premium
that would be required to be reinstated.
Bear in mind that our calculations sl10w that we would
liave only had to apply sixteen lmndredths of one per cent.
We modified that to eleYen hundredths of one per cent to
take care of the automatic figure in regard to the mercantiles
whereby it is not reduced by payment of the loss. We received under that an increment of 5% on a five year policy,
and it is our belief that the eleven one hundredths
page 62 } of one per cent is adequate for the reinstatement
,
provision which is contained in the five per cent
we charge. That leaves 4.89 % whic.b we charge for the privi·1ege of paying the premium in instalhnents.
Q. Now that means your Company gets an additional premium of 4.89% for that privilege, ii:; that correct?
A. That is correct.
Q. What do you call that-is that interest for the deferred
payments or is it just the carr~ring charge or loading charge
on it or just what do you call that?
A. We call it "premium" and we are quite content to call
it anything that the authorities wish us to call it but we call
"premium" for several reasons. First, we are not advancing any money or loaning money to an)rbody for which we
make a~1 interest cl1argc. This is simply an arrangement
between the buyer and seller for which we make a charge, a
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common practice made by coal men, merchants and all other
businesses, even a lawyer, if I may be permitted to say so. ,
Q. "\Ve call it ''interest''.
A .. You, I submit, would make arrang·ement for the payment of a fee. That is rule No. 1 fo.r not calling
page' 63 ~ it interest and we call it premium because our
agents are allowed to charge a commission on that
increment and we pay taxes on that increment, so we don't
regard it as falling into the category of interest at all.
Q. You get 4.B9ro more premium because of this installment idea or having to collect this policy on installment basis.
What does the ag·ent get for the trouble he has of collecting
other than his twenty per cent of that 4.89% I
A. He has the privilege of offering to. his policyholders a
very efficient means by which they may take advantage of
the ·credit allowed for term premiums and avoids for them
the necessity of going to the bank or finance companie!t
financing a note and foregoing some of the privileges he
might have under the contract required by the note, and he
establishes a relationship bctweeu himself and the policyholder, and which does not require the necessity of a third
party injecting into it, and it seems to me it is a sound business arrangement for agents which they would welcome
rather than have them go to banks and other agencies and
sign those notes.
Q. If he has to collect this., and I will give you an example
of a man in a community working in a radius of forty miles,.
he might have to go forty miles at night to collect
page 64 ~ a premium in snow and ice. Do you provide any
costs for him to go out and do that for you out of
this 4.89% other than his regular commission of twenty per
centt
A. I think you are talking about an exaggerated case. I.
can hardly conceive of an agent constantly in process of refining his business that is going to k~ep any policyholder,
whether on installment basis or any other basis, which would
require him to g·o out in the snow forty miles fighting the
drifts to collect a premium. He is going to get rid of that
business..
.
Q. Where there is a loss or a total loss during the second
year and your policy is still in force, are you going- to collect
those installment premiums for that additional time, the third
year and fourth years f
A. No, sir, we do not. We have had one case that occurred
so far where there was a total loss occurring, wheth~r in the
first year of the policy or the second I don't recall, but it is
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immaterial. In that case we addressed our agent and asked
him to communicate with the insured and see if Im proposed
to re build his property at once, and if he did, did he desire
tp continue the policy in force and pay the balance of the
premium, or if he did not continue itpage 65 r Q. YOU could collect it Y
.
.A.. No.
Q. You could not?
A. The assured Las the option of cancelling the policy.
We can't go and sue him and collect it.
Commissioner Apperson: In the event of cancellation how
would that apply?
A. I tried to make that clear.
Q. Is this a matter of policy or is it considered in the contracts. Is it handled on individual rates, or how is it provided for in the plan?
A. The attachment of the installment premium endorsement to the policy does not change the conditions of the policy
relative to cancellation at all.
Those conditions remain
legally in effect. Let's assume the policy is cancelled after
a year and a half of exisbnce 1
·
Q. By loss?
A. Let's assume the policyholders wants to cancel it, the
conditions of the policy provide that he is entitled to a return of the excess of the premium required by application of ·
the short rate table for one year -and a half. That amount
is calculated and, if there is any return premium
page 66 r due him,, which would be true in those cases, it is
allowed to. him in the same manner to the extent
he has paid premium on the policy. If loss occurs at that
time, assuming it is a 25% loss, the insured may continue
the policy in force in the full amount by continuing to pay
the installments which will subsequently become due. He
may elect to cancel if he wishes, in which event we calculate
the c!ancellation on the basis of the policy in a redueed amount.
We consider that, having paid 25%, we would be entitled to a
25% cancel in the policy of tlle premium earned in tlie payment of that loss. I might simplify that statement by saying we follow the identical practices and conditions ot the
polides as we would in any other type policy. The only adjustments are so the insured docs not win any more by cancellation under our instalJment premium endorsement.
Commissioner Apperson: "Where there is a total loss· and
he does not desire to rebuild promptly, what is his status!
That is Mr. Parker's question.
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A. I don't see how he could lose any money in the transac~
.tion.
Q. Why not? That is what he wants to know and I also.
A. Let's take another illustration. Let.'s take
page 67 ~ an illustration of two five year policies, one of
which is prepaid and one has our installment
premium endorsement. A loss occurs after the second year .
of the existence of those two policies. Under the prepaid five
year term policy a total loss is paid and by that payment of
that total loss the policy is consumed. The assured has no
return premium to him at all. Under our policy he has paid
at that time two installments and a total loss occurs but there
·s still that provision in our policy which states that it shall
not be reduced in case of a loss so the policy is still valid if
there is anything to be rebuilt, so we leave him the right to
/ :say if he wants to rebuild, and if there is nothing to rebuild,
obviously, he is not going to pay us further insurance, and
we ask him to surrender the policy, and we have had only one
case and there was no difficulty sustained there. No one sustained a loss.
Q. How do the two policyholders stack up in the end?
A. The man who paid the prepaid policy has lost the unearned premium on that policy for tl;le balance of that term.
Let's assume it is in midterm, he has lost one-half of the
premium.
page 68 ~
Commissioner Hooker:
.
eighty?

$240.00., three times

A. No, a prepaid policy would qe $400.00 so he would lose
$200.00. Our man would have paid $180.00, and be would
not have to make any forther payments, therefore, he has
gotte:n that insurance for $180.00 and has no further payments to make.
Commissioner Apperson : There is no question of short rate
cancellation?.
A. No, and we make a charge to compensate us for loss of
premiums of that sort.
.
Q. You mean it is included in that rate Y
A. It is the difference between 4:89% and 5%.
Chairman Downs: ·what is the difference in dollars Y One
is $400.00 and the other $180.00Y
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A. Yes.
Q. There is .a difference of $220.00?
A. Yes, and that $220.00 is part of the premlum required to
1·einstate all policies to their original amount in installment
premiums, .that 11/lOOths of 1% inclement for all other polides.
page 69 } Mr. Parker:
Q~ The breakdown you gave us a while ago, those
same figures were introduced in the hearing in ,June or the
last time your Company appeared before the Commission
·on this installment premium plan. When you have increased
that now, how do you justify that increase under your .presient application from the one whieh you filed in June when
you gave these same figures?
A. The one we filed before contemplated requiring our
:a.gents to be responsible for installments immediately after
the due date and to pay us the earned premium in the event
they did not collect the installm~nts prior to the due date, and
~ow we are allowing them forty-five days, which conforms
to the general practice in respect to the premiums and making an additional charge. on that basis.
Q. It amounts to approximately two per cenU
A. That is correct.
Q. Two per cent you are charging for thaU
A. Yes, sir.
·
Chairman Do\"\111s: It looks like in tl1e case we were talking about a while ago the man who pays cash is penalized
$220.00 for paying· cash 1
page 70 }

A. Yes, sir.
Q. Is that rigbH
A. That is correct. It is a little roug·11 to say "for paying
cash" but it works out that way. However, he lias the additional alternative-he could buy unearned premium insurance when the policy is issued for n. very small sum of money.
To use a concrete illustration a rate of one dollar would produce on a ten thousand dollar policy a hundred dollar premium. That policy might be written for five years at $400.00.
Unearned premium insurance may be bougl1t under the rules
of the Virgfoia Insuranee Rating Bureau, at a rate of fiity
cents per hundred dollars. Applying that to the premium of
$400.00, it would obviously be $2.00, so for $2.00 he could
protect l1imself for the possible loss of the premium in the
_
event of a fire. That alternative now exists under the rule/-,
,'
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and our plan. here provides somewhat similar protection ancI
the charge is included in the increment we have included.
CommissiQner Apperson:. ·You say '' somewhat similar'' ..

It is, in fact, the additional coverage for which you are cover-·
ing in your policy and for which you charge a rate t
A. Yes, Sir.. I said "somewhat similar" advisedly because there is a slight difference. Under
the. unearned premium endorsement the policyholder gets back in cash and under our endorsement, he does.
not get it back in cash but he simply has the tight to continue
the insurance. We did not see any reason to provide for
cash because the policyholder has not paid in any cash there ..

page 71

~

RE-DIRECT EXAMINATION.
By Mr. Littlepage:
Q. In your statement you said that a :fifty cent rate. I believe- the rule provides that the unearned premium may be
covered at fifty per cent of the property rate rather than a
fifty cent rate. I would like for you to confirm that!
A. If I recall correctly, I used the illustration of a one dollar rate and that is the rate for the risk and, in order to calculate the unearned premium endorsement you take the percentage of that.
Q. '\Vhich is fifty per cent. It is not fifty cents?
A~ One-half of a dollar is :fifty cents.
Q. But from your statement I gathered you said that unearned premium insurance could have been bought at fifty
cents under the Virginia rules t
·
A. I should haYe· qualified that by saying under
page 72 ~ the illustration I gave.

CROSS EXAMINATION_
By Mr. Newton:
Q. I understood at the last hearing of this case the Company
proposed to fully reserve thes·e policies at the time they are
made!
A. That is correct and the practice we are pursuing.
Q. Why is that true in the light of the .provision for nonpayment'/
.A. I perhaps will have to go back into the history a little
to give you a full story on that. We issue contracts through
the -Indemnity Insurance Company of North Americ·a. They
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are liability policies and when we :first inaugurated that prac-·
tice we only reserved on an annual basis. Now to reserve
on an annual basis meant that we had on the first year only to
reserve a portion of the first year premium because we would.
be reserving only one-fifth of the whole but the premium
we collected the first year was more than one-fifth. Therefore, we had an additio:rral amount of money which was set
aside to apply to the next year when the installment premium
was less than one-fifth of the total amount of the premium.
That meant an endless amount of bookkeeping. It
page 73 ~ was a complicated arrangement to work out and we
made further -examination of it and discussed the .
problem with Commissioner Harrington who brought it up
first and it was concluded after a good deal of consideration
given to it that all interests would- be protected if the term
policy were protected in the same manner as we would a prepaid policy, and if we carried the installment due nnde,r
'' Agents Accounts Receivable", and that is the practice we
are pursuing, and in answer to inquiries from state agencies,
·we have explained it to them. As a matter of fact, the public is
protected inasmuch as -the reserve is there for the full amount
and the company does not stand any reason to lose it because
that comes back.
· ·
Q. It is a mechanical difference rather than a difference in
the policyY
A. We regard it so although, doing it, it follows the fundamental basis under which we have approached and that basis
is that the installment premiums policy is that it is treated
in the same way as any other policy with the exception that the
premiums· on the policy are paid in installments and that re.:
serve that it is not redpced by a loss, but {he mechanical treatment in the office is the same, the payment of taxes and everything else is done in the same way as a prepay term policy.
Q. In your discussion of the difference you have
page 74 ~ indicated the first year payment does not include
any loading for the automatic reinstatement provision nor auy loading for any adrlitional expense involved for
this endorsement plan. I am not advised as to why this loading was not placed on the first year as well as succeeding
years. The expem~e commenced at the first year, as I see it.
For what reason do you issue this policy for one year without loading it for the automatic reinstatement in the event of
loss?
A. Anything to be effective must be done in the simpliest
possihle fashion, and we set out to do this in the simpliest
possible fashion. It seemed to us that the calculations would
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be more easy to make if for the first year we charged identically the same as the premium on the one year polioy
and the increment be obtained in the .succeeding years by
requiring an increment in the installments for the succeeding
years. One other point, it was our desire to make the payments as even as possible and still avoid any discrimination.
We would really have preferred to ·have taken the five year
·premium and have made five equal premiums, but by doing so,
we would have invited discrimination.
, Q. You have explained why you did not do that
page 75 ~ in the first year premium because of that cancellation in the first year, they would get it cheaper?
A. Yes, and it was necessary to have in hand the short rate
earned premium.
-Q. I have understood your testimony to be to the effect that
these additional charges for the automatic reinstatement provision, and an additional charge for handling the insurance
on installment basis and the additional charge involved by
reason of the cost, etc., had been worked out by your Company to be five per cent and that fig·ure had been added to the
75% to make 80% in the succeeding installments after the
first yead
A. Yes, sir.
Q. It occurs to me that, if the cost of that type of business
approximates five per cent · of the amount of the premium
and these costs commenced at the inception date of the policy
that, unless you charge 5 % of the first year as well as succeeding years, you are not getting five per cent on the total
premium but on the succeeding years' premiums. Isn't that
true!
A. That is a quet?tion that has to be carefully asked and
·answered. The five per cent is a load on the whole premium.
If you are calculating it as you would interest, it
page 76 ~ amounts to only 2.6% of the unpaid balance on a
five year policy.
Q.. I am trying to determine whether the Company has
found it gets a five per cent loading on the premium now
charged for a term policy in order to afford the automatic
reinstatement provision, and in order to issue these policies
on installment basis and in order to take care of additional
costs, etc., is that five per cent calculated on the manual rate
now provided as the rate on t~rm policies., or did the company
work out a dollar figure basis and then spread it out over
four years or two succeeding years, because, as I see it it
·is·,not five per cent on the manual term premium now?
'
'A. I think. the only way I could answer that question would
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he to say that, used on the basis for calculation which we
have at band, we felt we should obtain five per cent additional premium over the five year period in order to afford
the facilities of this installment premium endorsement. I
have demonstrated our calculations and the provisions dealing with the policy not being reduced by reason of payment
of the loss and the balance of that contains a large element
of judgment.
Q. I don't think you get what I mean. The thing
page 77 } I am getting at is this-from your own statement
you have provided an inadequate thing for you
say you need five per cent on the rate, but if you don't calcu.
late that on the five year rate but calculate it on a four year
l'ate, you are not getting five per cent on the present manual
rate policy 7
A. It seems to me that we are. You calculate the premium
f.or five years and five per cent added to it. That is certainly
the increment.

Commissioner Hooker: You calculate five per cent of
$400.00 rather than the deferred premium of $3001
A. Yes, sir.
Q. Otherwise you would be getting a premiwn of $150.001
A. Yes.
·Mr. Newton!
Q. Now, Mr. Smith, in your discussion on direct examination of the reasons which caused your Company to file this
second plan with the changes .incorporated in the plan which
had something to do with the objection raised by the agents
at the time of the last hearing in connection with the possible cost to them of insurance in event of cancellation at
the end of an installment vear and actual cancellation with
a maximum of ten days under the old plan as filed,
page 78 } and there was an indication at least after that ten
days elapsed, the agent would have to pay for tba t
insurance period. How do you propose to handle that under
this new plan?
A. Under the new plan the agent has a forty-five day grace
period .following the date the installment is due. In other
.words, if he bas not secured payment of that installment, he
has forty-five days in which to. turn around and insist on immediate payment of the installment or send cancellation notice to the insured and have the policy cancelled. That seems
to us to be a reasonably adequate time for the agent to take
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the necessary actio:n and to get the liability charge off anct
we won't penalize him and we won't insist on his guaranteeing the payment of the policy between the date it was due
and the cancellation of the policy in the event the insured
does not pay the installment.
Q.. Then, if you have one of these policies, and at the end
of the first year the insmed does not pay within forty-five
days,, the agent can put through a cancellation notice and
cancel the insurance with a maximum of forty-five days in
there. During that forty-five days the insured would have
insurancei
page 79 ~ A .. That is right.
Q. ,,7ho would pay for that insurance!
A .. M:r. Newton, I ·see your point and you are going to lead
up to the point of granting· free insurance and its being discriminatory..
Q. That is right.
A. In the first place, we could not be in the insurance business unless the public was inherently honest and it is impossible to proceed on a premise that the insureds who would
enter into contracts that they would not fulfill them. There
might be a few cases where the insured would not pay thesecond installment but the contracts are entered into in good
faith and the insured buys it because it is good for him. He
buys something that is best for his interest and we cannot
proceed on the premise that so~eone may purchase :;;omething
so that they may hereafter gam free insurance. That does
not seem to be a material factor.
Commissioner Hooker: Does the Commission assume from
your testimony tliat no one would pay it Y

A. No one would pay it f
Q. It would not be paid during that forty-five
page 80 ~ days, if it were not paid, no one would pay it?
A. That is correct, but obviously, if we were
going to pay an insured a considerable sum for a loss and
hand him two or three thousand dollars, we would not do that
and not say to him "You overlooked the payment that was
due two or three days ago''.
Q. Could you make him pay itT
A. Yes, sir, because the contract provides that his installment is due ten days ago, and if we say we are satisfied that
you have an honest loss, we have gotten together and agreed
that it is an honest loss, but we would say: "!fr. Jones, yon
have not paid the installment due ten days ago. Surely you
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don't mind paying· that". I am sure he would not object.
The same thing might occur about a term policy or an annual policy. It is not assumed the day they are delivered,
and suppose it happens between the time it is paid on a one
year policy,, so I don't think there is anything different.
Commissioner Apperson: You do have a loading to cover
yo1:1 on the rate?
A. Yes, sir.
Q. To cover this forty-five days 1
A. Yes.
page 81 ~ Mr. Newton:
Q. You don't have any loading at the end of the
first year to cover you on the forty-five days f
.A. No.
.
Q. Do I understand that this two per cent which is the
change involved is added into the rate to take care of just
that kind of a situation-that two per cent?
A. That is the basis on which we made that change, and I
might say to you gentlemen that we hold no brief for the exa·ctness of this five per cent. I might say that in some states
the increment there is three per cent and in other states they
have questioned it and suggested that five per cent was more
correct. We are willing to abide by the opinion of the Department on that basis. Insurance is not an ~xact science.
There is judgment in everything we do and this includes a
measure of judgment The schedules that we use, even the
schedules contain a matter of judgment. A charge is made
for an open stair well. I don't think anybody can tell you
that an open stair well the rate is always accurate, but the
charge is made by people who have dealt with it from day to
day and it is a qµestion of relativity.
Q. Has any other department raised any question about the
situation that results under your plan that results
page 82 ~ in a cancellation after the first year under that
forty-five day period 1
A. That point has been discussed in numerous other p1aces.
I am frank to sav I don't recall a set of circumstances to answer your question in a direct way other than to say it bas
been brought up.
Q. You don't know whether any change in your plan has
resulted in any other state from consideration of that particular point?
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A. Not from that particular point. There is one state
where a change did result and that is the State of \Visconsin
and they required a slight change in the plan. Mr. Littlepage
reminds me that Kansas also w.anted the same thing.
Commissioner .Apperson: The Commission is of the opinion that it should recess until nine thirty tomorrow morning
and resume the hearing at that time.
Mr. Littlepage: May I ask your indulgence for a moment'?
e had hoped it would be possible to present- this
case at ten o'clock and complete it today. Previous commitments have been made and I am booked to go to Minnesota no later tlian tomorrow afternoon and it is
page .83 ~ essential that I get back to my office tomorrow
_ morning. vVoukl it be possible to bear with us for
a little while longer? I know that is a big request.
Mr. Newton: I am just about through.
Mr. Parker: ·what we want to do if the Commission will
allow us-we don't believe the evidence offered by the Company requires us to introduce any additional evidence except
what we introduced at the previous hearing. vVe don't think
there is any material change, and we were going to ask the
Commission to allow us to put into this record by reference
the testimony as given by the agents at that time without
botherin~J the Commission ,vith anything further.
Commissioner Apperson: Is there any objection to that!
Mr. Littlep11ge: No.
Commissioner .Apperson: Yon are satisfied to close this
record with tbe introduction of the testimony in
page 84 ~ the former case introduced as evidence in this
case?
Mr. Littlepage: Yes.
Commissioner Apperson: Under those conditions we will
go ahead.
'Mr. Rudd: We have one witness with one question.
Commissioner Apperson: Those one question witnesses
. are something with which the Commission is familiar and
they are seldom '' one question''. .
Mr. Rudd: I assure you it is only one question.
Commissioner Apperson: All right. Let's get through
with it.

,v

Mr. Newton:
Q. In reading your ·filing, Mr. Smith, I find that provision
is made for giving the insured five days' notice in writing
in event of cancellation and a mortgagee ten days' notice of
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·
the cancellation. Do yon propose any amendment
page 85 ~ to that in the light of your testimony in regard
.
to the forty-five days 1
A. In our opinion it does not require any amendment. I
<lon 't see how any conflict exists.
Q. At the end of the forty-five days would he not be entitled to the five days' notice T
.A. Yes, sir, that policy is in effect and we ·cannot consider.
it cancelled until after we have gone through on the notice.
Q. That would be a maximum of fifty days for the insured
.and fifty-five days for the mortgagee Y
A. Yes, sir, it could work t~rn t way the same as any term
policy.
.
.Mr. Littlepage: There was one thing brought up earlier
in the discussion-something in regard to discrimination and
t'eferring to a department decision. Do you have any decision. from a Department relative to a decision as to this
-question of discrimination?
A. Yes, sir, I have a copy of an order of tl1e New York Insurance Department signed by· :M:r. Martineau, Deputy Superintendent, in which it is stated:
"It is argued that the installment plan is dispage 86} criminatory as between policyholders taking term
. policies on the basis of full cash in advance and
those policyholders who would pay on an annual installment
basis. It is our opinion that there is no unfair discrimination inasmuch as there is an increased premium charge over
and above the premium for policies fully paid in advance
and that the policyholder would have freedom of choice to
elect either method of payment. The rating org-anization
cannot object to the sufficien~y of -the additional 3% charge
over the standard 75% prenuum for each subsequent annual
period of a term policy when the premiums under the Budget
Plan (after the first year) are lower for term policies expiring annually. The expense of handling presumably would Qe
less in the case of a single policy compared with :five separate
policies.''
Chairman Downs: Your point is that tl1ere may be discrimination so long as it is not unfair or unwarranted dis~rimina tion 1
A. Yes, sir.
Witness stood aside.
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MR. JOHN R. CHAPPELL0

a witness introduced on behalf of the ·Mutual

Agents, being first duly sworn, testified as follows:.
DIRECT E..XAMIN.ATIONBy Mr. Rudd:Q. Will you. please qualify yourself as an insurance expert 1
·
Commissioner Apperson: I expect the Bureau of Insurance and these gentlemen here will waive that.
Mr. Rudd:
Q. Being thorcmg·hly familiar ?S I take it you are with the·
proposal before the Commission today, I would like for you
to. tell the Commission whether or not in your judgment and
from your experience there is any need or demand for such
a policy or plan here?
A. In my twenty-seven years of experience 1 have never
had occasion to write, nor do I remember anyone asking me
to write; a premium on this basis.
e write nearly all of
our buildings and household furniture on a three or five year
basis and they pay the premium and we have never had° any
demand for this and my bank asks me for premiums of this
kind and I tell them we have the policies on a threepage 88 ~ and five year basis and there is no demand for it.
Certainly there is no demand at this time when
everybody has so much money, but I have never had the demand over the many years I have been in the business.

,v

CROSS EXAMINATION.

By Mr. Littlepage:
Q. Have you eve.r heard of a premium being financed in the
State of Virginia Y
. A. Through banks, yes, not fire insurance but casualty insurance.

Witness stood aside ..
Mr. Parker: Will the Commission grant us an opportunity
to file a brieff
Commissioner Apperson: The Commission understands
the applicant has closed its case, and on behalf of the protcs-
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tants there is to be introduced in evidence the same testimony
as introduced in the hearing on a former filing of this nature, which was Case 8431?
page 89 ~ Mr. Parker: I want to make the motion that
the record in the last hearing of this matter-I
think it was Case No. 8431, Virginia Insurance Rating Bureau in ,,.e this installment premium plan of insurance of the
North .American Indemnity Company, heard on July 18, 1946,
be made a part of the record in tllis case as to the testimony
offered by opponents.
Commissioner .Apperson: You are not asking for the whole
record?
Mr. Parker: No.
Commissioner .Apperson: The Commission understands
that there is no objection to that by any party in interesU ·
Mr. Littlepage: No, not by us.
.,
J\fr. Parker: We want time in which to file briefs.
1

Note: .After discussion of how much time was required for
briefs., the Commission stated:
Commissioner Apperson: Within fifteen days·
after counsel receive copies of the transcript of
evidence, any briefs desired to be filed may be
filed by any party in interest.
Anything further?

page 90

~

Note: No reply.
Commissioner Apperson: The Commission will take the
decision of the case under advisement.
~

At the hearing of this case, and with the approval of the Commission, it was agreed by counsel representing the parties in interest, that the testimony
of the witnesses Clark, Baker, West and .Arthur, which was
introduced in Case No. 8431, is made and considered to be
a part of the record in this case No. 8727. The said testimony
of· these witnesses is as ·follows:

page 91
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~

MR. ROGER CLARKE,
a witness introduced on behalf of objectors, being
first duly swo·rn, testified as follows:
Commissioner Apperson: Please state your age and occupation?
A. I am Roger Clarke, local insurance agent at Fredericksburg, Virginia, also State National Director of the Virginia
Association of Insurance Agents and a member of that Board.
I have liad twenty years of experience in local agency business, and for the record I would like to state that our Board
of the Association has given this filing very serious consideration, we feel, not only the present Board, but the ones in
office. up to July 1st. The old Board was comprised of representative local agents from each one of our nine Congressional Districts and they unanimously were opposed to the ·
plan being made available to them. The new Board has
ag·ain· reconsidered the matter and likewise they are unanimous in sending us here today to oppose the filing and ask
that it be not approved.
In connection with that we have drawn up a
page 93 ~ memorandum of objections or rather dealing with
our objections, and if it is the pleasure of the
Court, I will read it. It is about six pages. In addition to
that we have here these other agents throughout the State
which you may desire to put on the stand as to the demand
•in their counties to further assist the Commission.
Note: Mr. Clarke reads the memorandum as follows:

Ill· · . I

"Memorandum of objections filed in the name of the. Virginia Association of Insurance Agents, Inc., to the plan of
the Alliance Insurance Company of Philadelphia, Insurance
Company of North America and the Philadelphia Fire and
Marine Insurance Company for Installment Payment of Tenn
Fire Insurance Policies.

I
"The Plan violates the real intent and purpose of the term
rule which is designed to effect a red~ction in cost of insurance because of savings in administration for both companies
and agents. If an assured is to be g-ranted practically that
same saving when paying annually, the term rule
page 94 ~ becomes more or less obsolete. If an assured is unwilling or is not in a position to take advantage
·'
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'Of ~he term rate, he should. buy his insurance on a one year
basis or he should bl!Y the three or five year term policy at
the term rates permitted and finance the premium through
his own local bank or some other available finance plan or arrange terms insurance under the Budget Plan as hereinafter
.mentioned.
"If it is sound and proper that a term policy can be written with premiums payable annually and at the same time
give the policyholders almost the same savings as if the premiums were payable in advance, then what is to prevent any
,company initiating a Plan whereby the premiu~s are payable on a semi-annual or quarterly or monthly basis and, if
such a Plan were suggested, how could it be opposed if a
precedent has been established by the approval of this filing!
We are opposed to any plan that would tend towards industralizing the fire insurance business as we believe that it will
result in an added cost of doing business which will finally
be borne by the public.
"If the savings granted under the term rule of
page 95 } one-half a years premium for a three year policy
or a full years premium on a five year policy are
too great, then a complete study should be made of the term
rule to reflect a prope.r credit for term policies so that there
will be no discrimination unfairly against the purchaser of a
one year policy. If such savings can permit of a finance
company or a bank or an insurance company charging an
interest rate on the deferred portion~ and still permit the
policyholder to profit by the term rule when paying his premiums on a deferred basis, then it is very evident that some
-study should be made of the term savings. If the annual
rates are loaded for the purpose ·of granting an excessive
discount in the case of term policies, then due consideration
should be given to removing such loading.

II
''The agents' cost of handling term installment policies
will be much greater than the cost of handling term policies
paid in advance. While the filing states that the charge for
~eferred premim.n is sufficient to compensate the companies
for the added administrative cost, it is significant to note
that no opinion is expressed as to compensation
page 96 } for added administrative cost, it is significant to
note that no opinion is expressed as to compensa-
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tion for added administrative cost that will fall on the agent•
.We do not believe that the agent will be properly compensated for added administrative cost inasmuch as only 20o/o
of tbe deferred premium charge is received by the agent. In
addition to the actual cost of sending out bills, telephone
calls and personal visits in order to effect collection, there
will be the very greatly added number of bookkeeping items
and the handling of the daily reports three or five times in
the case of policies written for three and five years·.
"It is further feared that the widespread use of this Plan
will force agents to put all of their present term business
on the Installment )?Ian, resulting in greatly increased cost
of doing business and resulting in what is in effect a reduction in commission through the medium of increased cost of
doing business. In such an instance, the agents will be forced
to demand a higher commission which, in turn, would have
to be passed on to the public in increased rates.. ·
III..
page 97 ~
'' It is further believed that, if any volume of consequence
is written on the Installment Plan, an agent's loss of having
to absorb earned premiums due to inability to collect will be
very much greater. Under the Plan, an agent would have
the usual 45 days in which to collect the initial premium and,
failing to do so, could take up the policy within 45 days and
return it to the company for flat cancellation. However, installments are due 1, 2, 3 or 4 years from the inception date
of the policy. The agent cannot force collection of the installment premium until its due date and, in the event he is
unable to collect the installment, it would be necessary for
him to effect cancellation by either taking up the policy or
. sending the usual notice.
'' This would mean that there will be, in most cases, an
earned premium charge, which the agent will have to absorb
because of inability to collect. Under the present arrangement on one year or term policies·, we have 45 days protection
against loss due to inability to collect premium. Under the
Installment Plan, we will not have even one day
page 98 ~ protection insofar as the installments are cqncurncd.

IV..

''We do not believe there is a demand for this Plan. No
information seems to be available as to the per cent of fire
insurance policies eligible for term savings that are now writ-
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ten on an annual basis or as to the volume of fire insurance
premiums in Virginia now financed by banks and other finance
companies. Of risks eligible for term insurance, we doubt if
over 2% or 3% of such risks are now written on a one year
term. You mig·ht misunderstand me when I say that number of risks. It means percentage of total premium ·volume,
not the number of policies. Admittedly, it will cost agents
more to handle term policies on an Installment Plan as compared to term policies with premium payable in advance.
Eventually, this added cost will have to _be passed on to the
97% or 98% of term policyholders, thus increasing their cost.
Again fearful that this Plan will necessitate its being used
on our present term policies, we do not believe the cost to
97% to 98% of present term policyholders should be increased
in order to afford the term savings to the 2% or
page 99 ~ 3% merely because the 2% or 3% are not able or
willing to pay the three or five year premium in
advance.
"There has just recently been approved for us·e by all companies, the so-called 'Budget Plan' whereby fire insurance
policies can be written at pro rat.a of term rates in order to
place the insurance. cost on an annual basis. For that small
number of policyholders who are now deprived of the term .
savings because of inability to pay the premium in advance,
this Budget Plan is now available and makes it possible for
them to pay on an annual basis at no extra charge.
'' The Budget Plan does not involve a specific endorsement
and the ag·ent is enabled to place the insurance in any company and is not bound to use a particular given company
which .has a Plan not in general use by the other companies
in his office. If the Plan proposed was approved and not in
general use, an agent would ·find himself in difficulty on certain types of risks where the insurance company was unwilling or unable to carry the entire line and the liability had
to be divided into several companies. The agent would then
be in a position of delivering a policy with the
page 100 ~ Installment Premium Endorsement and policies
of other companies on the same risk with the term
premiums payable in advance, a condition tending to confuse the public.

v.
''Mention is made in the Plan of ample precedent existing
in the casualty, inland marine and life insurance field for
premiums payable in installments. In practically all of the
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casualty policies where premiums are payable installments,
the installments are payable on the basis of 50% the first
year, 30% the second year and 20% the third year. It can
readily be seen that there is a margin of protection to the
agent ag·ainst credit losses inasmuch as the short rate table
for one year provides for only 40% of the premium being
earned and hence the agent is protected up to 10% of a three
year premium ag·ainst an earned premium on the first installment. We do not believe that sufficient precedent' has
been established for the approval by the Commission of installment premiums. of this type inasmuch as the lines of
casualty insurance where such installments are in general
use have not heretofore been regulated under the laws of the
State of Virginia.
page 101

~

VI.

· '' The Plan contemplates that there will be furnished to
agents by tl1e filing companies premium notices of installments due, to be mailed by the agents to the policyholders.
At the top of this notice, in very bold and prominent type, is
the name of the insurance company-very much emphasized.
The remainder of the premium notice is similar to the usual
invoice in g·eneral use by most agents and there is a space
to typewrite the name and the address of the agent to whom
the assured should mail the installment. This, in itself, is a
radical departure from established .practice. We know of
no agency using company prepared forms for billing assureds.
'' Agents generally, in their dealings with the public, emphasize the agency itself rather than the insurance company
or companies represented. This appears to be consistent
with a desire on the ag·ent's part to remain an independent
tdntractor and be enabled to do business with whatever comra.nies he may think proper. We do not believe that our position of independent contractor is strengthened
page 102 ~ by any move or condition that emphasizes in the
minds of our policyholders the desire to have his
business in a specific insurance ·company in preference to
leaving the selection of the company in the hands of his own
agent.

VII.
· '"We do not doubt whatsoever the loyaltv of the filing comt>anies to the principles of the American Agency System. So
far as we know, they have always supported and subscribed
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fo those principles. We are interested in protectinothe prin0
-ciples of the American Agency System and we are concerned
about any movement or change that would imperil that System.
"We have absolutely no reason for thinking that the filing
,companies may be contemplating direct writing· but we do
feel that a condition could develop whereby the use of sucn
:t-Plan as offered could be an entering wedge of direct writ- .
mg and the eventual breakdown of the American Ag-ency
System.''

Commissioner Apperson: Anything further you desire to
. . s-ay in addition to· the statement you have made7
page 103} l\fr. Clarke: No.
CROSS EXAMINATION.

By Mr. Ely~
Q. Mr. Clarke, referring to page one of your Memorandum,
your initial paragraph. You state that: ''The Plan violates the real intent and purpose of the term rule" in that it
is giving the insureds who purchase it the advantage of the
term rule without, I take it in your ·mind, an adequate reimbursement for the additional cost. Is it your intention to
question the adequacy of the additional 2.4% or 3% extra
~barge as is put into the installment premium?
.
A. I believe the statement supports that contention. Further on by inference it is stated that consideration of the iicreased cost to the agent is not given any consideration in
your consideration of the Plan.
.
Q. In other words, if I may paraphrase you correctly,
you feel that, in addition to the six ·dollars, there should be
some odd cents or some odd dollars which would be given
the agent to compensate him?
A. The statement does not say that; our statement is that
if the term rule is unfair or obsolete let's get rid
page 104 } of it.
Q. Is it your feeling that we should include
with the six dollars, since that was the example, some additional money to repay the agent for his supposed additional
cosU
A. We have not given consideration to changing your Installment Plan to encompass those features. We are opposed to
your Plan. The Term Rule Plan makes available a. facility
which, if we want to enlarge, should be enlarged as a term
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rule and applied universally. We have made no request that
we want to share in your 2.4% or 3%. We do not desire to
do that now.
Q.. Is it not a fair statement that, unless the use of the in. stallment premium wipes out the charge on which the tenn
rule is based~ there is no reason for returning to the full annual rates when the premium is paid in installments rather
than fully prepaidf My point is-can you advance any reason why, starting with the term ·rate and paying all installments, the term charges sliould be increased by any more
than is now sufficient to compensate the Company for the deferment and having it def erred.
page 105 } A. From your testimony you have .considered
it additional.
Q. And from your statement yon don't consider that any
consideration has been given for the agenU
A. This statement does not so state.
Q. Apart from the statement that that is one of the defects, there is not any allowance made for collecting money
to compensate them?
·
·
A. I want to answer your question and the only way I can
answer your question is to give yon an illustration. A man
goes forty miles in the country and there is a saving by a
term policy, making· it attractive to the policy buyer to purchase a term policy with the premium payable in advance.
The only contact the agent gets with that client from then onr
"'1:Jfoh is a three year term, is to further survey his risk and
see if changes have taken place and he does that in a periodic
visit to the neighborhood, not two days before the installment
is due. Therefore, yon go back to that man and give him a
premium collection service which this plan entails means an
expense, and the agent has no need for it, and we will place
witnesse·s on the stand which are present if you so desire
it to show there has not been any demand or
page 106 } need for it in the nine Congressional Districts of
Virginia. The percentage shown in here on premium volume of one year risks could very easily be risks of
a transit nature, property on storage and insurance on property that a man will remove from storage or a dwelling up
for sale. A risk where the term rule does not suit the buyer.
That could make up a great percentage of the premium now
on a one year time and the universal acceptance of the term
rule and buying it is its best endorsement, and, unless there
is a need on the part of our customers in the vicinity of our
officers, we can see no reason for having it approved.
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Q. If there is no need and no demand there will be. no
additional cost. If nobody wants to buy the installment premium, it follows, obviously, that there is no additional cosU
A. If it is sold, the demand might be started. You have
not had much experience yourself.
Q. And I take the position that we should be in position
to meet that demand if it arises by having the form approved.
A. By one company.
page 107 r Q. It is available for use by all companies, sir.
We have no objection to its being sold by all
companies.
A. If in the view of the Commission, which we do not believe to be correct, that they should establish that, that is
the way it should be handled.
·
Q. I work on the premise that the demand does not exist
there because the plan is not now in evidence. Is it your position that we should not be in position to fulfill that demand
when the possibilities bring it to the forefront 1
.
A. We have set forth in the memorandum that the things
this plan sets forth are now available.
Q. In what form Y
A. The Budget Plan and available through other sources
than the insurance companies.
Q. In the Budget Plan is it not true that the initial payment on the Budg·et Plan is for at least two or sometimes
more annual premiums?
A. Taking· a case of a man who has a member who desires
his insurance on a budget plan, the agent can effect it immediately by writing· the policy for one year, two years or three
years, or whatever term and putting it into effect at the pro
rata of the term rate .
. page 108 ~ Q. And the initial outlay is on the three year
annual nolicy and would be how many annuals?
A. The sum total of the pro rata of the term premium on
the amount of insurance written on one, two or three year
terms.
Q. And how many annual premiums does that amount to
when you sum those up Y
A. We would take a case of a premium and figure that out.
Q. Does it amount to or exceed the single annual p~emium
say over the five years Y
A. The length of time would make his initial outlay for
his budget plan to be in operation on the total amount of in-
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surarrce for the g-ross amount for one year but the amourit
of bis policy would be established by the amount of premium
available.
Q. The initial outlay under such a plan would be greater
in amount depending on the amount of the policy and the
length of time, and the initial outlay he has to make would
be determined by that T
A. Yes.
.
Q. The other plan was the financing· of bis premiums by
other means on a prepay term. In that case does he not
have to be involved with someone else than the
page 109 r ag·ent either at the inception or at the term of the
policy?
A. Well, if be goes to a banker and borrows the money
the agent never 'knows how he financed the premium: If he
avails himself of some financing plan whereby the unearned
premium is used as collateral, then the paper work is 're- ·
quired but the agent is not out of the picture. He still has
notice to give before the insurance expires.
Q. Now turning· to the question of earned premium charge
which might be incurred by the agent's inability to collect
the installments. It is understood that under this plan the
agent would have received at le.a.st sixty days notice in advance of the due date of the installment. I correct that. Mr.
Littlepage tells me it is thirty <;lays notice and we hope sixty
days.
A. That was the statement made on the stand this morning.
Of course we already have that record in our own office, the
expiration elate of the policies when they come up.
Q. There is ample opportunity on the part of the agent to
warn the assured of the payment both by the agent's own
records and the notice by the Company?
page 110 ~ A. But under the authority he is denied the
right to take action until the _installment notice is
given, subsequent notice of which is g·iven to the agent.
· Q. And the amount of time for the notice is five days T
A. And to a mortgagee ten days 1
Q. And the maximum the agent would be called upon to
~dvance wou)d be the pro rata of ten days on a 78_% of the
annual premmm?
A. That is correct.
Q. I notice ·on pa~es five and six of your memorandum
reference is made to the proposed notices to be sent out by
the Company and I wanted to know whether it was understood by yourself and your group that that has not as yet

J
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been fixed upon as the final form of notice to be s·ent out by
the Company 1
A. No form has been submitted in this hearing. However
we have had exhibited to us in conference a copy of such
billing which could be used or discarded by the ag·ent as he
saw fit.
Q. You understood that there was no compunction on the
part of the :agent to use that notice if he does not wish to?
A. That is correct.
page 111} _Q. And that there is no· provision in the plan
against the agent using his own billhead 7
A. That is correct or at least I would use that prerogative
in my office.
Q. We should be happy to see you- do it. It is also underBtood that these notices are given only to the agent and any
-contact with the insured is entirely by the and at the discreti-on of the agent 7
A_. That is the present purpose of the plan.

Commissioner Apperson: Any further cross -ex.ammatlon.
of this witncssT
Note : No response.
Commissioner Apperson: How many wltnesses .. do you
have, Mr. Clarke? I was wondering whether we had better
:adjourn at this point for lunch.
·
Mr. Clarke: I believe one or two of them would be all you
would want to hear.
Witness stood aside.
1vIR. H. M. BAKER,
a witness intro~lucecl in opposition, being first
duly sworn, testified as f ollo,vs :·

page 112 }

Mr. Baker: I am H. M. Baker, of the Baker Moore Agency,
State Planters Bank Building, Richmond. I just want to
say that I don't believe there is a public demand or even a·
need for this plan, and I want to point out that an individual
in Richmond that owns a brick house can buy $10,000 worth
-of insurance for $14.00 for one year and a three year policy
would cost him $35.00 and he saves seven dollars, or a six
months premium, on that transaction by paying in advance.
So I don't think it is working much of a hardship on him
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C.. D. West~ Jr ..
to raise the $21.00 to comply with the three year proYisiorr..
That is the average individual. A small or medium size:
firm might have a premium of four hundred dollars. a year.r
and in order to save $200.00, he has to raise $1,000.. He can
go to his bank and get the money or a finance company without breaking down the term rule, and it seems:
page 113 f to me that it would be a mistake to approve this:
plan, and I want to merely point out what it
means to an average individual who owns a $10,000 home in
Richmond in the way of financing his policy. It would bean unreasonable burden on the agent to handle this plan and
eventually tlie Jerm rule will be brok~n down because, if it is
available to one it will be available to all, and a man can save
a three mo~ths premium· by making his own arrangements
f '->r the premium.

Commissioner Apperson: Anyone wish to cross examine
this witness!
Note : No response ..

Witness stood aside..
page 114 ~

MR. C. D. WEST, JR.,
a witness introduced in opposition, being first
duly sworn, testifi.ed as follows :

DIRECT EXAMINATION.
By Mr .. Clarke: Qualify yourself please before the Commission.
A. I am Caleb D. West, Jr. I am in the insurance and
real estate business in Newport News and have been since
1935 in business with my Father who has been in business
since 1898.
9. Will you treat on the subject of the need in vour locality for the plan of this kind Y
•
· A. At the' present time being President of our local exchange, before I came to Rfohmond I studied the plan which
was presented and .took the opportunity to discuss the matter with the agents m Newport News to find out whether they
felt it was. something theu customers or tbe public needed
or wanted or could make use of or whether the present plans
available were adequate. I., of course, did not talk with every

Virginia .Assn. of Ins . .A.gents v. Commonwealth

65

C. D. }Vest, Jr.
agent but did talk with those who write the mapage 115 ~ jority of the business and were closer to the assured and the public. The agents were 100% of
the opinion that, while they could not say it might not be used
once it was made available because some agents would put
it into effect because assureds leave matters of that kind
to the ag·ent, they felt the plans now available were adequate
for the public which is proven by the point that well over
90% or 95% of the cases in which these agents solicited the
assureds who had one year term policies to take their insurance on a three or five year term, and barring that, to take
it on a financed plan, the assureds either elected to continue
their coverage for a one year term or took it on the prepay
three or fiv~ year term, which means in effect that there is
very little :financed business written in N~wport News ..That
the assureds for some reason do not particularly care to
obligate themselves over a period. They either want to pay
for something and have it prepaid or know they are carrying
their insurance. on an annual basis.
In addition to that, the agents are beginning to wonder a
little why it is that-taking· the policy that has been used here
today as an illustration, why is it•that the Compage 116 ~ pany 's expense in handling the matter on install,.
ment basis are only sh: dollars, and yet they are
able to give the assured a fifty dollar saving if he desires to
prepay the insurance. It is a little hard to explain the differences.
Commissioner Apperson:
Q. Leaving out the question of demand, do you see anything wrong with it, considering the plan itself, do you think
it is sound?
.
.
A. No, we do not because we think if the regular term
plan is sound, and the fact that banks are supposed to lend
money, and the fact that term insurance should be prepaid
and financed by an institution which is so set up to do it,
that it should be done that way.
Witness stood aside.
page 117

~

Mr. Clarke: "\Ve don't want to pyramid the
evidence,. but would like to put one more witness
on the stand, Mr. J. V. Arthur of ·winchester.
Commissioner .Apperson: Come around Mr. Arthur.

Supreme Court of Appeals of Virginia

66

MR. J. V. ARTHUR,
a·, witness introduced in opposition, being first duly sworn,
testified as follows :

. DIRECT EXAMINATION.
,

I.

By Mr. Clarke:
,· Q. State your business .
.A. J. V. Arthur from "\Vinchester, Virg·inia. I have been
in· .the general insurance business since November, 1919, alriio'st 26 years.
:.. Q. You are Vice President of·the Virginia Association of
Insurance Agents Y
. A. I am.
· Q. Will you tell us your experience as to financing ·your
premiums in your lbcality i
A. I live in a town of about 15,000 people, and I am not
.
attempting to brag.· \Ve·have some sizeable busipage 118 ~ ness and have some fairly sizeable policies, and
in the almost twenty-six years I have been in
lmsiness, I have never had a request to finance a premium
from any of my clients and never financed a premium. I
personally don't see any need for it in our set up.
-' Q. Would you care to treat on the increased amount this
would cost your agency to use the plan?
'. A. I am not actuarially minded and I can 1t dispute the figures produced in the North American's office but in my office,
if we have to handle a daily report t11ree times on five days,
it would run my overhead up twenty to twenty-five per cent.
, Commissioner Apperson: "\\Tould that be offset to any ex-

tent by the fact that the policies you now renew from year to
year you would only write once, or is there a sufficient number of those?
1

A. I can answer that in this way. I would say that 99%

_of all my business that is eligible for the term rule is- on

,v

that basis now.
e have a few exceptions where people are
going to be tbere only for a short while. T.he term rule was
given us by the companies brit the agents develpage 119 ~ oped it. We went out and sold it at our own time
and expense., and we have gotten all of our business elig·ible on that plan, and, therefore, I don't see any need
'for this plan.
Commissioner Apperson: Did you say what percentage
of your business is on that term plan?
.

(
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.J.. V•.Arthur•
.A. In premium total .95%.
Q. On three or five year P.Olicies t
.
A. Yes, if they are eligible where we can write a policy..
Q. Everybody in the Valley of Virginia has money to pay
for iU
A. That is rig·ht. ·we have now and if we Cfln get another
:apple and g-et this back.
Note: Witness points to Senator Byrd's button . in the
lapel of his coat.
·
CROSS EXAMINATION.

By Mr. Ely-:
Q. You mentioned that on the installment pi·emium .ior
=five years you would have to handle five daily reports?
A.. I did noi mean five daily reports, but that
page 120} policy has to be fol19wed and that keeps me in
the office and I can't get out.
Q. This keeps me away from Phlladelphia too but on the
:actuarial feature there is only · one daily sheet, isn't that
true?
A. The weakest thing in your whole poficy is that when
your second and third irn~tallments .come due your agent is
holding the bag· and you haven't got enough to protect yourself.
. Q. And thus is prog-ress stopped 1
A. I agree with you and I don't want to put a brake in the
wheels of progress but that is true.
Commissioner Apperson! Anything else? .

'

A. The agents arc certainly closer to the public. than the
·companies. We deal with the public daily and we are the
company's eyes and in most cases the primary underwriters.
T feel this way that practically all new coverages that have
been developed by any carrying companies lately have been
the result of the agents calling it to the companies' attention because there was a demand for that particular type;- of
insurance plan at tllat particular time and a TI;eed
page 121 } for it and so we get it, but there has been no demand so far. as the public in my community is
~oncerned, and I think this more or less cheapens our profession and business and puts us more in the field of people
buying· insurance as they btiy radios, washing machines, yictrolas and things of that kind on the installment plan.. ·
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Commissioner Apperson: Anyone ·care to ask this witness
any further questions t
Note : No response.

·witness stood aside·..
page 122 ~ TIMES-"\iVORLD CORPORATION
Times Building
Roanoke, Virginia
Virginia Insurance Rating Bureau.
·
American Building
·
P. 0. Box 1198
Richmond 9, Virginia
Virginia Insurance Rating Bureau:
Received Feb. 24, 1947
Richmond, Va ..
NOTICE TO THE PUBLIC'
Notice is hereby given to the public that the Virginia Insurance Rating Bureau has filed, on behalf of The Alliance
Insurance Company of Philadelphia., Insurance Company
of North America, and Philadelphia Fire and Marine Insurance Company a plan including rules, regulations, and standard endorsement form therefor for use in connection with
fire insurance policies written for terms of more than one
year and known as the "lnsta]lment Premium Plan" for the
approval of the State Corporation Commissionr
Copies of the filing may be seen in the Bureau of Insurance
of the State Corporation Commission, Tenth Floor; State
Office Building, Richmond, Virginia, or at the office of the
Virginia Insurance Ratine; Bureau, Eighth Floor, American
Building, Richmond, Virgmia.
The State Corporation Commission Iias formally disapproved the filing in writing and has set the matter for hear-·
ing, in Case No. 8727, at the courtroom of the State Corporation Commission, State Office Building, Richmond, Virginia,.
beginning at 10 :00 a. m. on the 25th day of February, 1947,
at which place and time the members of the public generally
may appear and be beard.
VIRGINIA INSURANCE RATING
BUREAU
By L. O. ],REEMAN, JR.~, Manager.
(66736)

(

Virg·inia .Assn. o:f Ins. Agents v. Commonwealth

69

State of Virginia,
City of Roanoke, to-wit:
I, Shields Johnson, General Manager of Times-Vilorld Corporation, which corporation is Publisher of The Roanoke
World-News a daily newspaper, published at Roanoke, in the
State of Virginia~ do certify that the annexed notice was published in said newspaper one time a week for two consecutive
weeks, the first publication being made on February 14, 1947,
·and the other on February 21, 1'947 ..................... .
Witness, this 21 day of February, 1947.
SHIELDS JOHNSON,
General Manager
Case No. 8727.
Ins. Bureau.
EXHIBIT NO . .l\..
F~led Feb. 25, 1947.
D. T. COLLEY, Bailiff.
Publisher's Fee: $6.00.
page 123
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NOTICE TO THE PUBLIC

Notice is hereby given to the public that the Virginia Insurance Rating Bureau has filed, on behalf of The Alliance
Insurance Company of Philadelphia., Insurance Company
of North America, and Philadelphia Fire and Marine Insurance Company a plan including rules, regulations, and standard endorsement form therefor for use in connection with
fire insurance policies written for terms of more than one
year and known as the "Installment Premium Plan" for the
approval of the State Corporation Commission.
Copies of the filing may be seen in the Bureau of Insurance
of the State Corporation Commission, Tenth Floor, State
Office Building·, Richmond, Virginia, or at the office of the
Virginia Insurance Rating Bureau, Eighth Floor, American
Building-, Richmond, Virginia.
The State Corporation Commission has forma1ly disapproved the filing in writing and has set the matter for hearing, in Case No. 8727, at the courtroom of the State Corpora-
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tiqn Commission, State Office Building, Richmond, Virginia,
beginning at 10:00 a. m. on the 25th day of February, 1947,
at which place and time the members of the public generally
may appear and be heard.
VIRGINIA INSURANCE RATING
BUREAU
By L. 0. :F,REEMAN, JR., Manager. XM
RICHMOND NEWSP~t\.PERS, INC.
Publisher of
THE RICHMOND TIMES-DISPATCI-I
Richmond, Va. Feb. 21, 1947
This is to certify that the attached Legal as published in
The Richmond Times-Dispatch, a newspaper published in the
City of Rich~ond, State of Virginia.
Feb. 14., 21, 1947.
The first insertion being given Feb. 14, 1947.

J. D. 'WISE,
Business Manager.
page 124
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Adv
$15.12

Virginia:
NOTICE TO THE PUBLIC
Notice is hereby given to the public that the Virginia Insurance Rating Bureau bas filed, on behalf of The Alliance
Insurance Company of Philadelphia, Insurance Company
of North America, and Philadelphia Fire and Marine Insurance Company a plan including rules, regulations, and standard endorsement form therefor for use in connection with
fire insurance policies written for terms of more than one
year and known as the "Installment Premium Plan" for .the
approval of the State Corporation Commission.
Copies of the· filing may be seen in the Bureau of Insurance
of the State Corporation Commission, Tenth Floor, State
Office Building, Richmond, Virginia, or at the office of the
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Virginia Insurance Rating· Bureau, Eighth Floor, .American
.Building, Richmond, Virginia.
The State Corporation Commission has formally disap.;.
})r-0ved the filing in writing and has set the matter for hearing, in Case No. 8727, at the courtroom of the State Corporation Commission, State Office Building, Richmond, Virginia,
beginning at 10 :00 a. m. on the 25th day of February, 1947,
at which place and time the members of the public generally
may appear and be heard.

VIRGINIA INSURANCE RATING
BUREAU .
By L. 0. FREEl\IA.N, JR., Manager.
fe15-ltawk-2wks
I, H. S. Lewis, Business Manager of the Norfolk Ledg-erDispatch, a newspaper published in the City of Norfolk, State
of Virginia, do certify that the advertisement hereto annexed
of
Notice to ·t11e public that the Virginia Insurance Rating
Bureau has filed a plan including rules, etc., for the approval
of the State Corporation Commission.
has been published in said newspaper on the following dates.:
February 15 and 22, 1947. ·
Given under my hand this 22nd clay of February, 1947.

H. S. LEWIS,
Business Manag.er.
page 125}

THE NEWS
THE DAILY ADV.A.NOE
Lynchburg - Virginia

The News
Morning Paper
Published Daily
and Sunday

The .A.dvanc~
Afternoon Paper
Published Daily
Except Sunday
February 22, 1947

·This is to. certify that the annexed Notice was published in
the News and Daily .Advance, daily newspapers printed and
published in the City of Lynchburg, Virginia, two times, each
February 15 & 22, 1947
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Given under my hand this 22nd day of February 1947
R. CHESS McGHEE.
R. CHESS McGHEE, Adv. Mgr
NOTICE
TO THE PUBLIC
Notice is hereby ,given to the public that tlle Virginia Insurance Rating·'Bureau has filed, on behalf of The Alliance
Insurance Company of Philadelphia, Insurance Company of
North America,-and Philadelphia Fire and Marine Insurance
Company a plan including rules, regulations, and standard
endorsement form therefor for use in connection with fire insurance policies written for terms of more than one year and
known a:s the ''Installment Premium Plan'" for th·e approval
of the State Corporation Commission.
Copies of the filing may be seen in the Bureau of Insurance ·
of the State Corporation Commission, Tenth Floor, State
Office Building, Richmond, Virginia, or at the office of the
Virginia Insurance Ratiug Bureau, Eighth Floor, American
Building, Richmond, Virginia.
The State Corporation Commission has formally disapproved the filing· in writing and has set the matter for hearing, in Case No. 8727, at the court room of tbe State Corporation Commission, State Office Building, Richmond, Vir-·
ginia, beginning at 10:00 A. M. on the 25th clay of February,.
1947, at which place and time the members of the public generally may appear and be heard.

VIRGINIA INSURANCE RATING BUREAU
By L. 0. FREEMAN, JR., Manager.
N-2-15-22
A-2-15-22
page 126
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INSTALLMENT PREMIUM ENDORSEMENT

In consideration of the increase in the premium for the
· policy to which tl1is endorsement is attached, the premium is
made payable in annua1 installments, as follows :
Case No. 8727
Smith
Exhibit No. 1
Filed Feb 25 1947
D. T. Colley, Bailiff.

Virginia Assn. of Ins. Agents v. Commonwealth
Date Due
First installment, equal to premium for a
one-year policy, due on inception of
policy
....... .
Second installment, 80% of premium for a
one-year policy, due one year after inception of policy
....... .
Third installment, 80% of premium for a
one-year policy, due two years after inception of policy
....... .
Fourth installment, 80% of premium for a
one-year policy, due three years after inception of policy
....... .
Fifth installment, 80% of premium for a
one-year policy, due four years after inception of policy
Premium for the Policy on the Above
Installment Basis
Premium if paid in full on inception
of policy
Increase in premium by reason of
payment on installment basis
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$ ...... .
$ ...... .
$ ...... .

$ ...... .
$ ...... .

$ ...... .
$ ...... .

$ ...... .

If the insured is in default in the payment of any installment, the amount previously paid shall be regarded as hav..,
ing been earned by the Company and this policy may then be
cancelled by giving the insured five days' notice in writing.
The interest in the policy of a designated mortgagee not named in the policy as the insur~d shall not be cancelled except by giving to s11eh mortgagee a ten -days' written notice
of cancellation, and such mortgagee shall have the option
of continuing the policy in force by payment prior to the effective date of the cancellation of the installment due.
The amount of insurance hereunder shall not be reduced
by the payment of a loss but that portion of the premium applicable to the amount of any loss paid shall be considered as
fully earned.
If the policy is cancelled, any unpaid installment shall be
deducted in arriving at the amount of return premium due
the insured.
Attached to and made part of Policy No ............... of
the .......... ·. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 'issued at its
.......................... Agency.
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NORTH AMERICA COMPANIES
................................. Agent.

A 1907 20:M 6-12-46
page 127 ~ NORTH AMERICA COMPANIES
1600 Arch Street
Philadelphia 1.
Insurance Company of North America
.
The Alliance Insurance Company of Philadelphia
Central Insurance Company of Baltimore
Indemnity Insurance Company of North America
National Security Insurance Company
Philadelphia Fire and Marine Insurance Company
Case No. 8727
Smith
Exhibit No. 2
Filed Feb 25 1947
D. T. Colley, Bailiff.
TO PRODUCERS
SPECIAL BULLETIN
Installment Premium Endorsement
All property eligible to be insured for a term at reduced
multiples of the annual rate may be written for terms of more
than one year up to, but not exceeding, five years, with the
premium payable in annual installment~ by the use of an endorsement in the exact form specified herein. In every case
the number of installments shall be equal to the number of
years in the term of the policy and the· first installment shall
be equal to the premium for a one-year policy and due upon
the effective date of the policy. The subsequent installments,
one for each additional year of the policy, shall be 80% of
the first installment and shall be due upon the first q.ay of
each additional year.
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INSTALLMENT PREMIUM ENDORSEMENT
{Note: As an example,. this endorsement has been filled in
for a policy for $25,000.00 at a rate of 40c per $100.00
per annum for a term of three years from April 1
1946).
'
In consideration of the increase in the premium for the
policy to which this endorsement is attached, the premium is
· made payable in annual installments, as follows:
Date Due
First installment, equal to premium for a
one-year policy, due on inception of
policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4/1/46 $ 100.00
Second installment, 80% of premium for a
one-year policy, due one year after inception of policy . . . . . . . . . . . . . . . . . . . . . 4/1/47 $ 80.00
Third installment, 80% of premium for a
one-year policy, due two years after inception of policy . . . . . . . . . . . . . . . . . . . . 4/1/48 $ 80.00
Fourth installment, 8070 of premium for a
one-year policy, due three years after
inception of policy . . . . ............. .
$.
Fifth installment, 80%· of premium for a
one-year policy, due four years after inception of policy . . ............. ~ ... .
$ .........
l' • • • • •

Premium for the Policy on the Above
Installment Basis ................ .
Premium if paid in full on inception
of policy ........................ .
Increase in premium by reason of payment on installment basis ......... .
page 128 }

$ 260.00
$ 250.00
$

10.00

If the insured is in default in the payment of
any installment, the amount previously paid shall
)le regarded as having been earned by the Company and this
policy may then be cancelled by giving the insured five days'
notice in writing. The interest in the policy of a designated
mortgag·ee not named in the policy as the insured shall not
be cancelled except by giving to such mortgagee a ten days'
written notice of cancellation, and such mortgagee shall have
the option of continuing· the policy in force by paym<mt prior
to the effective date of the cancellation of the installment due.
The amount of insurance hereunder shall not be reduce9-
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by the payment of a loss but that portion of the premium applicable to the amount of any loss paid shall be considered
as fully earned.
·
If the policy is cancelled, any unpaid installment shall be
deducted in arriving at the amount of return premium due
the insured.
Attached to and made part of Policy No ............. of the

Agent

INSTRUCTIONS
FOR THE USE OF THIS ENDORSEMENT
(l) Writing the Policy:

The application of the rule for this endorsement produces
an increase of 4% in the total premium for a three-year.
policy and 5% for a five-year policy. In writing a policy to
which this .endorsement is to be attached, show the regular
term rate in the space provided and add the words "plus
4%" if a three-year policy and "plus 5%'' .if a five-year
policy. The premium to be used will be the premium including the additional premium for the use of the endorsement
(not the regular term premium for a policy paicl in full at
inception) .
.
The term shown on the face of the policy should be the full
term for which the policy' is written.
Copy of the endorsement should be attached to the daily
report and forwarded in the usual manner.
(2) Accounting Procedure:

Include in your regular monthly account to the Company
only the premium installment due during that month and take
your normal scale of commission on that amount. If a different scale of commission applies to items or coverages in
the policy, find the average commission and apply. it to each
installment.
The Company will notify you thirty days in advance of the
due date of each installment.
( 3) Defa ult:

. In the event of default in payment agent must take up policy
and return to Company for cancellation.
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page 129

~

77

(4) Additional and Return Premiums:

Additional or return premiums are calculated in the customary manner for a term policy at the rate for the policy
including the charge for the Installment Premium Endorsement.
.Additional Premium
When the policy amount or the rate is increased, each installment due after the date of such change is· revised to equal
80% of the premium for a one-year policy for the new amount
of insurance, or at the new rate, as the case may be. .A cash
payment is required with the ·endorsement to cover the period
between the date of the endorsement and the date at which the
next installment is due.
To calculate the cash payment required, deduct the total
amount by which the installments due after the date of such
change are increased from the total additional premium for
the revised policy.
Example
Policy $10,000; Annual Rate $0.25; Term 5 years from 1/1/46.
On 7/1/47 insurance is increased to $15,000.
Original premium: $10,000 @ $0.25 x 4 + 5 % charge=$105.00.
Prem\um for $5,000 for a 5-year term: $5,000 @ $0.25 x 4 +
5% charge = $52.50.
The pro rata additional premium required for unexpired time
of 42 months (18 months in force) is 42/60 x $52.50 =
$36.75.
Each Revised Installment: 80% of $15,000 @ $0.25 =$30.00
.Each Original Installment: 80% of $10,000 @ $0.25 = 20.00
Increase each installment-$10.00
Three (3) installments due after date of endorsement:
Total increase in remaining installments: 3 x $10.00 =$30.00
Total additional premium required as ab.ov:e
= 36.76
Amount due Company in cash_ $ 6.76
Return Premium
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When the policy amount or the rate is reduced, each installment due after tl1e date of such chang·e is revised to equal
80% of the premium for a one-year policy for the new amount
of insurance, or at the new rate, as the case may be. A cash
return premium is allowed to cover the period between the
date of the endorsement and the date at which the next installment is due.
To calculate the cash return premium, deduct the total
amount by which the installments due after the date of such
change are reduced from the total return premium for the
revised policy.. ·
Example
Policy $10,000; Annual Rate $0.25; Term 5 years from 1/1/46.
On 7/1/47 rate is reduced to $0.20.
Original premium: $10,000 @ $0.25 x 4 + 5% charge=$105.00.
Premium for a 5-year term at new rate: $10,000 @ $0~20 x 4
+ 5% charge = $84.00, resulting in a reduction of $21.00.
The pro rata return premium for unexpired time of 42 months
(18 months in force) is 42/60 x $31.00 = $14.70.
Each Revised Installment: 80% of $10,000 (aJ $0.20 =$16.00
Each Original Installment: 80% of $10,000 @ $0.25 = 20.00
Decrease each installment

=$ 4.00

Three (3) installments due after date of endorsement:
Total decrease in remaining installments : 3 x $4.00 =$12.00
Total return premium as above
= 14.70
.Amount due insured in cash = 2.70
page 130 ~

At Richmond, May 29, 1947

Commonwealth of Virginia, at the Relation of Virgi.nia Insurance Rating Bureau, Ex parte:
·
Case No. 8727.
THIS' MATTER, which was instituted by order herein entered on ,January 22, 1947, came on for hearing on February
25, 1947, in the courtroom· of the State Corporation Commission and was fully heard on that day, in pursuance of order
entered ,January 22, 1947, and was taken under advisement.,
and having been maturely considered,_ now comes on this day

.
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for final hearing and action by the State Corporation Commission, upon the filing of proposed plan, including ·ru1es.,
.regulations, and standard endorsement form therefor, for
use in connection with fire insurance policies written for
terms of more than one year nnd known as the '' Installment
Premiu~ Plan", made by Virginia Irnmrance Rating Bureau,
.through medium of letter of transmittal dated J anuarv 15,
1947, and signed by L. 0. Freeman, ,Jr., Manager, at the re.quest of The Alliance Insurance Company of Philadelphi~
Insurance Company of North America, and Philadelphia
Fire and Marine Insurance Company; upon the order l1erein
-entered January 22, 1947, which instituted tllis proceeding
.and directed publications of notice; upon proofs of publication of notice to the public as directed by said order of J anuary 22, 1947; upon appearances by J. Gordan Bohannan,
Counsel on behalf of Virginia Insurance Rating· Bureau,
Bradford Smith, Jr., and Charles F. Littlepage, Counsel on
·behalf of The Alliance Insurance Company of Philadelphia,
Insurance Company of North America, and Philadelphia Fire
and Marine Insurance Company, T. Nelson Parker, Counsel,
..J. Earle Dunford., :Manager, Roger Clarke, and Caleb n.
"\Vest, Jr., on belmlf of Virginia .Assnciation -of Insurance
Agents, Hugh Rudd, Counsel, and John R. Chappell, tT r., on
behalf of Mutual Insurance Ap:ents of Virginia and the District of Columbia, and Blake T. Newton, ,Jr., Counsel to the
Commission; upon the testimonr of witnesses and Exhibits
1 and 2 filed at the hearing hereof, as same appears in the
official transcript of the proceedings; upon the
page 131 } entire preceding record herein; upon port.ions
the record in Case No. 8431, under the style of
Commonwealth of Virginia, at the relation of Virginia Insurance. Rating Bureau, Ex Parte~ incorporated by reference
11erein upon motion of Counsel for objector; and upon :written briefs and 01·al arguments of Counsel;

of

UPON CONSIDER.ATION ·wHEREOF, it appearing to
the Commission proper so to do;
IT IS OR.DERED, That the proposed plan of The Alliance
Insurance Company of Philadelphia, Insurance Company of
North America, and Pbiladelpl1ia Fire and Marine Insurance
Company, presented by the Virginia· Insurance Rating Bureau on behalf of said companies, including rules, regulations,
and standard endorsement form therefor, for use in connecfion with :fire insurance policies written for terms of more
than one year and known and designated as the "Installment
Premium Plan", be, and the same hereby is, approYed for
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optional use and effect by all insurers, members of the Vir-.
ginia ·insurance Rating Bureau., in connection with fire insurance policies covering property eligible under the said Plan
written to become effective on and after fifteen davs from:
the date of this order ;
·
IT IS FURTHER OHDERED, Tlmt, in the- event of thefailure of the policyholder or mortgagee ( or trustee) to pay
the second or any su bscquent installment as provided in the·
Installment Premium Endorsemont, there shall be no earned
premium 9harged for the cancel1a:tion of the policy for the·
period covePed by tlle unpaid: installment, provided proper
evidence ·of cancellation is furnished the Virginia Insurance
Hating Bureau within forty-five days fro mthe day Npon
which the installment became due, but if such evidence .is not
furnished within the aforesaid forty-five day period, the·
earned premium shall be computed either in accordance with
the provisions of the Insta11ment Premium Endorsement or
the rules in reference to cancellation contained in the Virginia Handbook of Rates, rules, an<l Forms Including Stand-ards of Construction and Equipment, whichever method pro·duces the greater earned premium;
page 132

~

IT IS FURTHER ORDERED, That, except as
specifically provided by the terms hereof, the provisions of this order shall not be construed in such manner
as to conflict with the Virginia Handbook of Rates, Rules·,.
and Forms Including Standards of Construction and Equipment as approved by the Commission by order entered June
3Q, 1933, and by subsequent orders in connection therewith ;

IT IS FURTHER ORDERED, That any insurer may determine its unearned premium liability under policies written
subject tQ the "Installment Premium Plan", without giving
consideration to premium installments which l1ave not become due;
IT IS FURTHER ORDERED, That tlle Virginia Insurance Rating Bureau shall acquaint its member insurers with
the substance of the provisions of this order ;
IT IS FURTHER ORDERED, That attested copies hereof
be forwarded to Virginia Insurance Rating Bureau, care and
a.ttention of J. Gordan Bohannan, Counsel, to Counsel for
files of Counsel, to The .A.lliance Insurance Compan yof Philadelphia, to Insurance Company of North America, to Philadelphia Fire and Marine Insurance Company, to Charles
F. Littlepag·e, Counsel for the aforesaid companies, to Vir-
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ginia Association of Insurance Agents., care and attention
T. Nelson Parker, Counsel, to Counsel for files of Counsel,
Mutual Insurance .Agents of Virginia, care and attention
Hugh Rudd, Counsel, to Counsel for files of Counsel, and
the Bureau of Insurance, reApectively.

of
to
of
to

Hooker, Chairman, dissents:
I find that I am unable to agree with my associates for the
reason that the evidence of record, does not in my opinion,
show any public demand for the ''Installme~t Premium
Plan.''
page 133 }- Commonwealth · of Virginia, at the Relation of
Virginia Insurance Rating Bureau, Ex parte
Case No. 8727.

In Re: Application for approval of .''Installment Premium
Plan'' by Alliance Insurance Company of Philadelphia,
and others.
·
OPINION OF APPERSON, COMMISSIONER.
Dated September 20th, 1947.
This is an appeal from an order of the State Corporation
Commission of Virginia, entered in the above Case No. 8727,
on May 29th, 1947, wherein it approved for use in Virginia .
by the Alliance Insurance Company of Philadelphia, the Insurance Company of North America, and Philadelphia Fire
and Marine Insurance Company, a proposed plan known as
"Installment Premium Plan"., applying to fire insurance poli;.
cies written for a term of more than one year. The order
appealed from permitted these applicant companies, and any
other fire companies wl10 are me~bers of the Virginia Insurance Rating Bureau, at their respective options, to use the
plan in connection with fire insurance policies covering risks
eligible under the plan. The filin~ was made without recommendation by the Bureau in behalf of its applicant Companies, and such other of thP.ir member companies, who at .
their option might see fit to employ the use of the plan in
the event of approval by the Commission.
A filing similar in principle had previously been made for
the applicant companies by the same Bureau, without recommendation, on April 10th, 1946. That filing was tl1e subject

82

Supreme Court of Appeals of Virginia

·
page 134

of a formal hearing before the Commission held
on July 18th, 1946, in Case No. 8431, at tbe conclusion of which for reasons briefly expressed in
an order entered therein on November 13th, 1946, the Commission saw :fit to disapprove the plan but in its order pro·
vided:
~

No appeal was taken from this order in the first case, and

it is involved in this appeal only to tl1e extent that certain
portions of the record were incorporated by reference by
agreement of counsel, and with the permission of the Commission (See Tr., 83-84). However, since the filing, which is
the subject matter of the present appeal, was made pursuant
to the above quoted reservation, and the proceeding in the
former case #8481, was frequently referred to in the hearing of this Case No. 8727, we deem it appropriate to here refer to the first case.
The conventional procedure in cases of this nature call for
public notice of the time, place and purpose of the hearing· in
newspapers published in eaeh of the Cities of Richmond,
Ly.nchburg·, Roanoke and Norfolk, respectively, to the end
that anyone interested, including· prospective insurers or insureds, and the public generally may have an oppo1-·tunity to
appear and be heard as to whether such filings and plan should
be approved or rejected. Proof of the directed publication
was made in both cases. The Bureau of Insurance and the
Commission was represented by counsel who did not object
to the approval of the plan but asked such questions and
developed such facts as was deemed to be necessary to a full presentation of tbe case. If any prospective insureds, insurers, or members of the general public bad objections they
did not appear and present them. However, objections were
presented by the Virginia Association of Insurance Agents,
Inc., and by an Association known as "Mutual Insurance
.
Agents of Virginia, and the District of Columpage 135 ~ bia". The appeal in the ease appears to be prosecuted only by the Virginia Association of Insur·
ance Agents, Inc.
·
The propriety of the action of the majority of the Commission -in. approving the plan, is the question in the case.
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Briefly it may be described as a method whereby insureds
who desire to procure· fire insurance protection for terms of
more than one year, and wl10 for lack of funds, or for other
reasons prefer not to pay the entire premium for five years
1n advance., with the rmmltant saving, may elect to pay prior
to the inception date of the policy an amount equivalent to
-0ne year's annual premium, and in annual instalments thereafter pay the residue of the premium, which results in the
policyholder receiving the benefit of approximately, but not
quite all, of the three or fh·e year rate presently approved
for use in connection with the tliree or five year term policy.
The exaction, charge, premium or whatever it may be designated wl1ich the Insurance Company charges for permitting
the instahnent payments, including unearned premium cover:age, being four per cent of the premium for a three-year
policy, and five per cent for a Jive-year policy. Or, applying
the phm to a'. specific case, tl1e illustration often used during
the course of the hearing was a $25,000.00 policy, with a rate
<0f 40c a hundred dollars on an annual basis. If the applicant
purchases such a policy for a term of one year, his .premium
will be $100.00. If, however., he purchases it for-three years,
hts premium will be 2% times $100.00 or $250.00. If he .clesi res a five year policy his total premium will be four times
the annual rate, or $400.00, or one hundrnd dollars less than
the cost should he successively purchase five one-year policies, the premium .for whieh is $100.00 a year, or a total of
$500.00.
The plan under investigation proposes that in such an instance the insured would initially secure his policy for a term
of five years, with a down payment of $100.00 (which is the
regular premium on such a policy for one-year). ·within
forty-five days after the expiration of the first year he would.
make a payment of 80% of the first instalment, or $80.00, and
would pay a like instalment of $80.00 the third, fourth and
fifth years, or a total of $420.00, as the cost of five
page 136 } years protection, as against $400.00 as the cost of
a five year policy, or $500.00 as the cost of five
annual policies .. The exnction;charg·e, premium, or by whatever name it may be de8ip:nated, which the Company is charging for thus handling the business in instalments, amounting
in this instance to $20.00.
The Stock and l\Iutual Agents objected to the approval of
the plan on the broad general grounds: (1) ·There is no need
nor demand for the plan in Virginia; (2) The plan dismimi11ates unfairly airainst the purchaser of insurance on an annual basis; (3) The plan violates the mandatory proviRion~
of Section 4226a of tl1e Code of Virginia; (4) The plan pre-
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sented in this case is essentially the same as that disapproved
by the Commission on November 13th, 1946.
We will first discuss the plan, and in the order above set
out the above enumerated objections ..
The applicant Companies compose a Group of affiliated
Companies, collectively characterized as the North America
Companies. Their case wi1s largely based upon the testimony
of their Vice-President, Mr. Bradford Smith, J:r. His de-scription was forceful and lucid and since the subject has many
technical aspects we believe. that the adoption of his description would ~e promotive of a clearer unde,rstanding· than ourplan as follows, commencing at Page 14 of the Transcript:
'' Q. Mr~ Smitll, in your association with the named companies you are familiar with their plan commonly called the'' Installment Premium Endorsement Plan'' 1
.A.. Yes..
.
Q~ Can you state the principal factors which were considered in the inauguration and development of this plan?
A. The rules of the Virgfoia Insurance, Rating· Bureau provide that. policies may be written for longer than one year
at p discount in premium. For example a :five year policy
may be written for the snm of four annual premiums instead
of the sum of five annual premiums. That represents a
twenty per cent credit in the cost, provided the policyholder
asks for and receive a five year policy and pays cash for it
at the time it is delivered to him.
Those rules, in our opinion, provide a discrimination
against the indhridual, who,, for lack of ready cash, is unable
to afford to put up the full five year premium, and thereby
is forced to continue on an annual basis paying
page 137 ~ a fnll annual premium for each of the five years,
and in the course of five years he would pay
twenty per cent more premium than bis fortnna te brother"
who was able to pay for five years insurance- and pay cash
for it.
There are several ways of getting around that situation ..
First, the so-called '' Budget Plan'' might be used in which
five policies might be written for him each for one fifth of the
total amount of insurance required, and so written that after
the inauguration of the plan one would expire each year, that
is, one policy for one fifth of tlJe amount would expire each
year. To inaugurate that plan it is permissible I understand
in Virginia to write the five policies at the pro-rata cost of a
single :five year policy. The five policies would be one for one
year, one for two years, one for three years, one for four
years and one for five years, so that thereafter he would have
two fifths of his insurance expiring each year and would have
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bis premium budgeted so that his cost would fall due each
year in equal .amounts. Unfortunately, it costs exactly sixty
per cent of a full five year premium to inaugurate that plan
even·under the special ruling· to encourage the writing of the
plan.
As the second alternative he might secure the service of
a finance corporation or a bank to finance his premium, in
which event he must pay the :financing charg·es. He must also
sign a note which provides in part for the right on the part
of the finance company to cancel the policy at any time for
failure to pay the installments due under the installment
note and he surrenders any equity he might.have in the one
year premium to the extent of his defalcation with the
financier.
.
\Ve did not like that situation, particularly the very large
growth of financing premiums by the third party. I refer
to the financier or bank. That is objectionable to us for two
reasons. One, our agents are required to divulge to the bank
important details as to the expiration of their business and
the coverage., which, in fact, is the agent's stock in trade.
The second reason is that it imposes an added burden upon
the insured to pay finance charges of that sort. It was our
belief that ·we could afford to do the job more economically
for the party than could be done by introducing a third party.
"\Ve, therefore, set about finding a way to provide for tho
annual payrpent of a five year policy, which would mean an
adequate charge for the additional services re'l1dered the
insured, but at the same time would produce a reasonable and
not unfairly discriminatory plan.
One of the first questions that arises is-what happens in
the event of a loss on such policy where only a part of tho
premium has been paid. For example, if a loss in the amount
of fifty per cent occurred, when the loss is paid the policy is
automatically-reduced by the amount of payment of the loss
so that, if that loss should occur in the mid'term, the insured
would find himself with a policy only half of the full amount,
but for the company to be fully compensated, it would be
necessary for llim to continue with his full installments.
As a practical matter we did not believe the policyholder
would understand that situation and we recognized tpe fact
that there was insurance available known as ''unearned
premium" insurance by which a company could insure an unearned premium whereby the full amount of the policy would
be continued. vVe provide the unearned premium endorsement and will show later how we arrived at an
page 138 ~ adequate cluirge to enable us to incorporate that
provision in the endorsement.
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· Now the second problem was simply to provide reasonable
charge for the service rendered of accepting the premium in
five installments instead of collecting it all at once. In de'\teloping the payments to be made under the policy we recognized also it was necessary to provide against an insincere
person taking a policy under the five year premium .endorsement and paying the first year, and by failing to pay any
subsequent installment, secure one year of insurance at a less
cost than one who purchased a one year policy. vY e, therefore, provided that the first installment would equal one full
annual premium, regular annual premium.
. Now to diverg·e just a moment., the rule that is at present
on the books of the Virginia Insurance Rating Bureau, under
which a five year policy can.be bought for four annuals, can
be further defined or re-stated in another manner. ·when
it is restated you will find that a term policy for five years
equals the premium for a one year policy plus 75% of the one
year premium for each additional year, totaling in all four
times the annual premium. We, therefore, felt that the additional charge to be made under the installment premium
endorsement should be incorporated in the payments made,
and we added 75% which is called for in the premium; an
additional percentage which is calculated to include the two
endorsements, first, securing the installments, and second that
the policy shall not be reduced by the payment of the loss.
Under the filing before you today the payments under our
installment premium endorsement would equal for a five year
policy one full annual premium plus four subsequent installments of eighty per cent of the annual premium. As !fr.
Bohannan explained, that would mean t~at the policyholder
buying a five year policy under the. installment premium endorsement would pay a sum total of $420.00 as against $400.00
·that would be paid by the policyholder prepaying a full five
year premium.
I would like to suggest that, in considering our instalhpent
premium endorsement, we be careful not to confuse it with
other plans which have been actually in use by other companies in other states. Those plans provided for the ·annual
payment of premiums at term rates but the essential difference is that those plans were simply an endorsement placed
on a one year policy which provided that a one year policy
could be renewed for a period of year~ at a discount from the
annual rate. Our policy under the installment premium endorsement .is a straight regular five year policy and it is
treated the same as any other five year policy. For underwriting purposes it is examined as any other five vear policy
and goes through the statistical records only oiice as any
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other five year policy and is treated in the same manner as
-tmy other five year policy except the payments due there'lmder are recorded in the Accounting Division and collected
;as they .are due.
It has been alleged that this plan would create additional
work on our agents. "re don't believe that the additional
work required under tl1is plan amounts to a great deal, and
:ve have done everything we can think of to assist our agents
many problem that might be created by their use of the plan'"
.For ·example, when the first installment is due and all subse·quent installments are due, we send t9 our agents a notice
in three copies., one of ,vhich may be used for the agent's
records, one of which may be used by tlw agent as a bill to {he
1nsured if he chooses and the other to be used as a follow
·up notice to the insured, if he chooses.''
page 139 }- (1.) The objection that there is neither need nor
de1nand for the plain..
This objection, in our opinion, is untenable. Several agents
of high standing in the insurance industry in Virginia test:fied on. the subject, and all are gentlemen whose reputation
for truth and veracity are of the highest. From this standpoint their testimony is by no meanr; questioned here. However, when accurately analyzed we believe that their testiM
mony amounts only to their personal opinions to the effect
that, from their observations of the operations of their agencies, and within the territories served by them, there is no
active demand on the part of the public for the use of this
plan at the present time. For instance-the witness John R.
Chappel (Tr., 83) said: '' Certainly there is no demand at
this time when everybody has so much money, bnt I have
never had the demand over the many years that I l1ave been
in the business.'' This testimony recognizes that these are
lush times. Today it seems that almost. everybQdy appear$
to have all of the money they require and for almost any pur- ·
pose. It is conceivable that the insurance buying public are
not now faced with the necessity of becoming interested in a
saving incident to buying fire insurance on an instalment plan.
The time may come when these same individuals may be
le.ss handsomely equipped with funds and would welcome
the opportunity to save that which is possible under the ;(>lan.
Within the memory of these agents there have been times
of depression and financial stringency, during which people
with any sense of frugality would have been glad to use a
saving· facility of the nature here offered. These times may
come again. Also it must be remembered that this is the initi-
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ation of the· plan in question, and until it has been made
available and tried by the insurance buying public, its reception cannot .be ganged !'ith accuracy. Possibly some, if
not all, of tlle msurance chents of these gentlemen at times:
might :have been very much interested in such a saving had
the opportunity existed, and had it been offered, and may be
so interested in the future. Likewise, it is difficuit to conce~ve jhat these witnesses· can speak for the inpage 140 ~ su:ra~ce buyers of the Commonwealt1i of Virginia
at larg·e. Possibly they may serve a segment or
the public which does.not need the facility of instalment buying, whereas the customers of other agencies in Virg·inia may
not be as affluent as those of these leading· agencies in the
business. The more impecunious home owners and smaller
business· men may now and later be glad to avail themselves
of something in which their more affluent brethren are not
now n;iterested. Although crediting this testimony with the
best motives it is believed that it is more of a conclusion
based upon an opinion than it is supported by factual testimony. At this point, and in this co_nnection, it must be remembered that there is ,11,othing compulsory in the proposeil
ploo, but on the contrary it is p'ltrely op-tional. The prospective insured may take it or leave it. He may still buy a one
year policy, if he desires, or a three or five year policy, and
pay the premium in advance, or he may pay one year's pre·mium, and for the balance of the three or five year term, pay
on the proposed instalment premium basis. The sug-gestion
of these witneS'ses that there is no need for the plan, and that
it will not be used in Virginia, is not supported by the evidence pertaining to other States. The record discloses (Tr.,
26) that at the time of the hearing the plan had been approved in thirty-six States, including the States of New
York, New Jersey and Louisiana. While the witness for
the applicant Comp~nies, for business reasons, was unwilling
to state the volume of the business, he did say that it ran
into the millions, and that since the first of these other States
approved it in 1945, his Companies have to date written in
excess of Two Million Dollars in premiums under the plan.
Hence, regardless of what may be the attitude of certain of
the Virginia Agents toward the proposal, it has apparently
met with a good reception in other States, and millions of
dollars of insurance are being written pursuant to it.
Since the plan is optional, and if it does not trangress tbe
laws of Virginia, we do not believe that such expressions of
opinion would constitute a valid basis for the denial of the
application. We believe that the people of Virginia, all else
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being equal, should be pe,rmittecl to determine whether or not
they desire to use its benefits.
page ,141 ~ The objecting agents also expressed the apprehension that approval of that which is here so.ught
may have a tendency to break down what is referred to as
"American Agency System". Apparently the argument is
that if a plan of the nature here proposed is approved the
· '' term rule'', under the American Agency System, will become more or less obsolete. It is believed that such an argument is not reconcilable with the argument that there is no
need or demand for the plan. If it is not needed and no one
demands the plan, it is foreseeable that no one will use it,
and consequently it will have no effect, adverse_ or otherwise,
upon existing procedure. As has been stated in the brief
submitted for the applicant Companies, the instalment premium endorsement is admittedly not designed for universal
use, but for that segment of the insurance buying public whose
necessities or situations may ,cause them to" make use of it.
However, it is available to all who desire it, arid who presently qualify under the term rule which has been referred
to above.
In addition to the financial aspects of the proposal it is
conceivable that its use would_ result in convenience to policyholders, as well as financial saving. Suppose a prospective
insured has ten pieces of property and for financial, or other
reasons, is unable to pay tbc premiums in advance for periods
of three or five years. The proposal under consideration
gives him relief from what would. otherwise be a burdensome insurance problem. For if he purchases under. the
method offered he avoids the necessity of dealing with numerous annual policies and the consequent hazard of some policies being lapsed through oversight. It is clear that t1nder
the method proposed in the given case he would deal with
only ten policies in the five-year period as distinguished from
fifty if be is forced to insure on an annual basis. Relief from
the necessity of keeping in touch with so many policies would
be bound to promote his convenience. It has also been argued
that if financial assistance of this nature is needed it could
be procured from a bank, lending institution or some finan·
cier. At pages 16 and 58 of the Transcript the desirability
of having the entire operation handled between the insurance Company and the insured is discussed. This eliminates
a third party to the tram;action, and eliminates the possible
hazard of the bank cancelling the policy, in the
page 142 ~ event of failure to pay the note, it appearing that
in such instances the insurance policy is pledged
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with the party lending the money, who 'has the right to cancel it and collec.t the unearned premium in the event of default in the payment of the note. It is not impossible that
the policy may be thus cancelled by the :financier without
the knowledge of the insured, who might sustain a loss bcf ore he has an opportunity to procure other insurance. As
is pointed out at page 16 of the record, financing· of this nature places an additional burden upon the insured, and the
applicant companies feel that they may appropriately and
legally furnish this insurance service to their customers at
a lesser cost and with less trouble and inconvenience to ·the
policyholder.
(2) The contention that the vlan discriniina.tes a.qainst
the purchaser of insitrancc on an annual basis.

Here it is contended that the plan is discriminatory. WhereIf any person
is qualified to purchase insurance under the plan it is equally
available to all other persons similarly situated at the same
rate. In support of the.alleged discrimination Sections 4134(4)
.and 4314(9) of the Code of Virginia are cited. '"\Ve are unable to perceive where either of these sections have any application to the question. Section 4314( 4) in substance provides that variations from the rates established by the Bureau shall be uniform in its application to all risks '' in the
class for which the variation is made''. Assume for the sake
of the discussion only that the plan in fact constitutes a variation, it nevertheless applies unif ormally to the class of policies to which it is intended to apply. As appears from the
record the plan is designed to be uniform for all classes,
and it is offered to all policyholders who are eligible to term
credits. The standard form of policy is issued. Contractually the plan is carried into effect by an endorsement on this
standard form and all who purchase a standard form policy
with such an endorsement are treated alike. Discrimination
only occurs when the same contract of insurance is offered
to similarly situated policyholders at varying prices. There
is no discrimination when contracts are offered to policyholders of the same class unless there is a variation in price.
Here the endorsement is offered to all similarly
· page 143 ~ situated insureds at the same price. The plan does
not contemplate the offering of policies to the·
policyholders of the same class at varying rates. It is intended to be uniform for all classes and offered to all policyholders who are eligible to term credits. Also on this q~estion of discrimination as is pointed out in the record, the inin lies the q.iscrimination is difficult to see.
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'Stalment payment of premiums is now permitted in Vir~nia
<0n certain marine.and casualty contracts of insurance a;d on
life insurance policies. These may be paid annually, quarterly and monthly. It is well known that life insurance premiums may be paid in this manner and that there is a differential in the cost which is more ·on a monthly or quarterly
basis than on an annual basis. If such privileges are extended to insureds under marine, casualty and life insurance
policies, and this is not discriminatory, we do not perceive
:any sound reason why similar privileges could not be extended to the purchasers of fire insurance policies.
As to Section ·4314(9) of the Code of Virginia-this empowers this Commission to inquire into the reasonableness
of insurance rates, reduction in proper cases and the removal of disc.rimination where it is found to exist. If it be
assumed that this Statute has any application we do not find
wherein it lias been transgressed. Commencing at page 53 of
the transcript, the witness, Smith, testified as to the development of the rate, and the charges incidental thereto. We
are unable to see anything unfair, unreasonable or discriminatory in the method by which the problem is approached or
treated, nor do we find that it has the effect claimed by those
objecting.
Counsel for the Virginia Association of Insurance Agents,
Incorporated, has asserted in support of the view that the plan
is discriminatory, that the proposal of the applicants in this
case is practically identical with the plan offered by Mer-chants Fire Insurance Company of Indiana, which was declared to be in violation of the Ohio Statute regulating fire
insurance rates by the Supreme Court of Ohio, case of Mer-chants Fire Insu.rance Company of Indiana v. Bowen, 130
Ohio, State 82; 196 N. E. 774. We have carefully examined
that case and believe that it cannot influence our decision
here.
page 14;± } It will be seen that the Statute law of Ohio,
upon which tbe action of the court was based,
.and particularly Section 9295-8 is substantially different from
the Virginia law, which controls this case. In addition the
court said: '' The Merchants Fire Insurance Company has
been issuing a fire insurance policy for a term of five years,
with a provision tl1erein which enabled the insured to pay
the premium yearly .and terminate the policy at the end of
the year. Under such a five-year policy the policyholder was,
in effect, only insured for one year at a time."
Contrasted with this state of facts, we find that the proposal before us is a plan whereby a regular five-year policy
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is issued with an instalment premium endorsement. No element of the· plan enables it to be cancelled .by the insured in
a manner different from or other than the methods which areequally applicable to plans now in effe'Ct.
I~. appears that the filing before us is in the nature of a:
var1at101r from the so-called '' term rule'', heretofore discussed. Policies written under tl1is rule, or something· quitesimilar, were condemned by the Ohio· Court equally with the
instalment plan. Manifestly as the- term rule has been in
effect in Virginia for many years, aud has operated without
objection, in the interest of the public, any construction of
our existing· law which would strike it down at this late datewould seem to involve a perversion of the· words of the,
Statute, and a qistortion of the intcndment of the Legisla-ture. The variation, proposed, permits tl1e premium to be paid
in insfalments. · In addition, the· premium includes a loading·
to pay the cost of' an automatic reinstatement provision ancl
the cost of handling the premium on an instalment basis.
The second case referred. to in briefs of objectors; i .. e.r
Northwestern National I nsir:ra1ice Conipall'ty v. .llfart ens on,.
reported iu 284 N.. \V. at page 13, was concerned primarily
with the question of the applicability of the Fire Insurance
Rating law of the State of Inland Marine insurance rates~
The discussion of the Court of the· theory of a deviation is
interesting but not particularly helpful t-0 a decision here.
The law of Virg·inia authorizes the Commission to approve
variations from the schedule of rates established by. the Commission. It is required that such variations be uniform in
their application to all of the risks in the class for which
the variation is made. There is no requirement
page 145 ~ that such variations must adhere to the rate level
provided in the Manual of Rates, as would seem
to be inferred from the brief of counsel for the Objector. · In
fact the vast majority of variations involve departures from
the general rate level prescribed by the Commission. It is
our view, afte-r a careful examination of the proposal, that
it will apply uniformly to all risks in the class for which the
variation is made .
All risks in the ·class for which this type policy is available will be treated on the exact same basis should they desire to avail themselves of this plan. Of course, they will
not be treated in the same fashion as those assureds who do
not choose to purchase this plan of insurance but desire to
insure on an annual basis or under the '' term rule''. We do
not believe that, by giving the insuring public a freedom of
choice between three plans instead of the two presently permitted,_ we are countenancing discrimination of any kind or

~
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character. On the contrary, it would seem .that the approval
of this proposal will afford a greater variety of plans from
which the public may choose and so competition within per-missible limits will be encouraged.
(3) It is ·claimed by the Agents that Section 4226a of the
Code of Virginia is violated.

This section is what is commonly known as the "Resident
Agents Law", and the great majority of its provisions deal
with the relation of resident agents with non-resident insur-·
ance brokers, the licensing of such brokers, the countersigning of policies to which the law applies, the division of commissions between agents and brokers, and provides penalties
for its violation. The .first part of this section contains this
languag·e:
'' Section 4226a. Resident agents or agencies to collect full
premiums and receive full commissions; exceptioi1s thereto;
non-resident insurance brokers; definition; exchange of business; not to sign blank contracts of insurance or surety; penalty; excepttons. No resident agent or agency may write,
countersign, issue or deliver any contract o.f insurance or
surety upon persons or property in this State unless there
shall be collected at the time the contract is written; issued
or delivered, or within a reasonable time thereafter, the full
premium ori such contract, a1id the resident agent or agency
shall be entitled to and shall receive the usual and ciistomary
commissions allowed on such -contracts." (Italics ours.)
~

It is contended that this portion of this Secti9n
is prohibitive of the plan under discussion. In
our opinion the framers of this law had no intention for it
to apply to an endorsement on a standard form of fire'. insurance policy which permits the insured to pay a portion of
his premium in instalments. The g·eneral tenor and purpose
of the law creates no such impression, and t11is is emphasized
by the part thereof which we have underscored. Our view of
the purpose of. this SJlajute is supported by that of Judge
Soper in the case of Oziin, v. Ozlin, 29 Fed. Suppl. 71. A de- .,,,,,,,
cision of the Fourth Circuit, which was later affirmed by the
Supreme Court of the United States, 310 U. S., page 53.
·
If it be assumed, however, that the framers of this Statute
had any intention whatever for it to apply to an endorsement
permitti:ng payment of premhuns in instalments, we b~lieve
it complies with the phrase
within a reasonable time
thereafter''. It is more logica to say that the Legislature
page 146

"f
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·~ foresaw the nec·essity of some latitude in the time for the
payment of premiums and had in mind the possibility of conting?ncies which might preve!lt or render _inadvisable the. immediate payment of a premrttm, or portion thereof. Smee
I jhe plan is an instalment one, and contemplates payment at a
V ~uture time, it would seem that payment in the manner contemplated by the proposal would -be payment within a reasonable time. Certainly it is reasonable, if the object to be
achieved be remembered. It should not be assumed that the
framers of this Statute intended to do anything which would
work a bardsl1ip upon any particular class of policyholders,
or prevent the development of a. plan which is believed to be
in tl1e public interest. If the plan is good and would enure
to the benefit of those who desii"ed to avail themselves of it,
a corn~truction of these words in the Statute which would permit its use, rather than a construction which would stifle it,
is the preferable one. This language has been. construed so
as to permit certain classes of casualty insurance and marine insurance to be written on an instalment basis and there
would seem to be no adequate and sound reason why the interpretation should be otherwise for fire insurance classes.
~

(4) The pla111, presented in this case is essentiaJ,ly
tlw sa;me as that disapproved by the Comm·ission
on November 13th, 1946.

page 147

· Here it is contended that since the Commission saw fit to
disapprove the filin~ in the first case that it should do so in
the present case. The reservation which was contained in
the order of November 13th, 1946, heretofore quoted in this
opinion, specifically provided that the disapproval be without prejudice, because the Commission foresaw the possibility
of the proposal being again presented with such modification
and changes as might make it more acceptable. Not only was
the second filing presented more forcibly and with greater
clarity, but there were sufficient. changes which improved it
.to such an extent as convinced the majority of the Commission that it should be approved. Among other difference·~
between the two filings was one that the premimµs to be
charged for the years after the first year were increased from
78% to 80% of the premium charg·ed for a similar one-year
policy. In the development of a fair and adequate rate .it
was demonstrated that this increase of 2% was proper in
order to meet some of the objectionR to the first filing. (See
Transcript, pages 35, 36 and 64. .) In any event we know of
no rule of law whic11 prevents the Commission from later ap-
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provi~g a ·filing: which had f ormeriy been disapproved ·without prejudice, when upon a hearing of the amended filing, it
was of. the opinion· that the amended · filing should .be ,ap:..
proved.
·
.
.
·
, ··
Du;ring· the course of the hearing the agents .raised other
objections, all of which were dealt with in the evidence. In
view of what has been here stated we deem further comment
on these objections to be unnecessary.
Finally, viewing this proposal as a whole, and taking into
consideration its legal aspects, as well as, its effect upon the
insuring public, and that its use is optional and not compulsory, the majority of the Commission is of the opinion that
it is not violative of any of the insurance laws of Virginia;
that it is fair, reasonable, adequate and non-discriminatory,
.and that it affords an additional benefit and convenience to
the insurance buying public of Virginia, which should not be
denied them.
~

Commissioner Downs concurs in this opinion.
Chairman Hooker dissents on the grounds
stated in an opinion appended to the order of May 29th, 1947,
wherein he stated:

page 148

'' I find that I am unable to. agree with my associates for
the reason that the evidence of record does not in my opinion ·
show any public demand for the ''Instalment Premium Plan.''
page 149 }

The Chairman of the State Corporation Commission hereby certifies to the Supreme Court of
Appeals-of Virginia that the foregoing contains and sets out
all the facts and evidence upon which the action of the Commission in the said proceedings was based and which are es-_
sential to a proper decision of the appeal to be taken from
such· action, and is also a true transcript of the proceeding
and orders of the Commission in said proceeding.
Witness the seal of the State Corporation Commission and
the signature of its Chairman, attested by the Clerk, this 24th
day of September, 1947, and in the 172nd year of ·the Commonwealth.
H. LESTER HOOKER, Chairman.
(Seal)
Attest:
N. W. ATKINSON,
Clerk of the Commission.
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I, N. W. Atkinson, Clerk, State Corporation Commission,
do hereby certify that proper notice was given of the intention to apply for a transcript of the record in this case as
the basis for appeal to the Supreme Court of Appeals of Virginia, pursuant to the provisions .of Section 6339, Code of
Virginia, 1919, .
N. W. ATKINSON,
Clerk of the Commission.
A Copy-Teste:
M. B. WATTS, C. C.
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