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CANCER INSURANCE AND THE ELDERLY

THURSDAY, MARCH 20, 1980

U.S. SENATE,
SUBCOMMITTEE ON ANTITRUST,
MONOPOLY AND BUSINESS RIGHTS,

COMMITTEE ON THE JUDICIARY,
AND THE HOUSE SELECT COMMITTEE ON AGING,

Washington, D.0 .
The committees met, pursuant to notice, at 10 a.m., in room 6226,

Dirksen Senate Office Building, Senator Birch Bayh (acting chair-
man) presiding.
Present: Senator Bayh and Congressmen Pepper, Drinan, Marks,

Bonker, Downey, Oakar, and Gudger.
Also present from the Senate subcommittee staff: Herman Schwartz,

chief counsel; Stewart Kemp, special counsel; James Phillips, chief
investigator; Peter Chumbris, minority chief counsel; Joseph Lan-
ham, minority chief economist, and Marilyn Falksen, chief clerk.
Also present from the House Select Committee on Aging: Charles

Edwards, chief of staff; Val Halamandaris, senior counsel; David
Holton, chief investigator; Kathleen Gardner, professional staff mem-
ber; Marie Brown, executive secretary; Nancy Smythe, investigative
researcher; Molly Clark, secretary; and Dr. Walter A. Guntharp,
minority staff director.

OPENING STATEMENT OF SENATOR BAYII

Senator BAYH [acting chairman, presiding]. The hearing will come
to order, if you please.
I have mixed feelings about being here at this particular moment,

as a member of this subcommittee. Of course, I am deeply involved,
along with Senator Metzenbaum, the chairman in what we are doing.
We are privileged to join and welcome the House Select Committee

on Aging to this joint hearing, which I believe is of extreme impor-
tance to the country and a lot of folks who are in the process of being
ripped off at a time in their lives when it is particularly unconscion-
able.

Senator Metzenbaum has been very concerned about this, and had
looked forward to having a chance to be with us to chair these hear-
ings. Unfortunately, he was smitten overnight by a bug and found
out that Senators are human, not necessarily House Members, but
Senate Members. [Laughter.] He asked me to at least welcome the
Members of the House and to get the committee hearing started, and
then I have other hearings that I am supposed to be presiding over
right now. I think Congressman Pepper is familiar with this side of

(1)
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the House, and can serve in a dual capacity and chair in the absence
of Senator Metzenbaum and myself.
I would like to ask, if there is no objection, that Mr. Kemp, Senator

Metzenbaum's special counsel, be permitted to read the statement of
the Senator in his absence.
I just might say one word. I think the mission that calls us here is

extremely important. We don't need to say a whole lot about the criti-
cal nature of cancer, the efforts this country is making to try to find the
answer to that riddle of why close to 300,000 Americans are taken
prematurely. We need to declare war against cancer and demand un-
conditional surrender.
I cannot think of a more unscrupulous group of folks than those who

prey on the fear that Americans have that they might be in that group
of one of three who in their lifetime would contract cancer. There is a
reason to be fearful, and because of that concern, I think it is even
more important that we in the 'Congress see that certain groups of citi-
zens are not permitted to prey on those who are fearful for cancer and
sell them insurance policies which really don't do the job that needs to
be done. So, I think the mission of this hearing is a very salutary one.
I just wish that I had not been previously committed to preside at an
appropriations hearing.
If I might yield to my friend from Florida, who has been one of the

leaders in the area of attempting to strike a death blow to cancer and
find the answer to this problem. He has also painfully experienced
relatively recently what this disease means personally. Prior to that
time he was already one of the most sensitive Members of Congress as
far as this problem is concerned. He and other members of the com-
mittee, of course, have performed very worthwhile services to the Con-
gress and to the country in the way in which they have been delving
into the multitude of problems that confront our senior citizens. So,
I just wish I could be here with you.

OPENING STATEMENT OF REPRESENTATIVE PEPPER

Mr. PEPPER. Senator Bayh, before you leave, if I may, first let me
express the very deep appreciation of the House Select Committee on
Aging to Senator Metzenbaum and to you and all the members of your
subcommittee for making it possible for us to have this joint hearing
upon what you have fittingly described as a very critical subject.
Senator Bayh and I both, in a very painful way, have had personal

experience with the tragedy of cancer. We know what a monster it is.
We both share the desire of all of our people to protect against ap-
proaches that are not proper and not in a spirit in which an enter-
prise should be carried on in this country, to prey upon the fears of
people to induce them to do something that they economically should
not do.
Senator, before you leave, I would like to file with you, on behalf of

the Subcommittee on Antitrust, Monopoly and Business Rights of the
Senate, a report which is ready for issuance by the House Select Com-
mittee on Aging. This is a study we have made over a considerable
period of time with respect to the advertising and the practices involved
in the sale of cancer insurance policies.
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After the Senator has left and after the statement of Senator Metzen-
baum has been read, I will summarize this 300-page report. That report
is based upon a great deal of study by our committee. We had a num-
ber of hearings and heard a number of knowledgeable witnesses tes-
tify on this subject.
We hope this report will be of some help in evaluating the cancer

insurance program that is conducted by some insurance companies in
this country.
Thank you very much.
[The House report referred to above is on file with the committee.]
Senator BAYH. Again, I apologize for the necessity of being else-

where, but I leave it in good hands.
Mr. PEPPER. Thank you, Senator Bayh.
Senator BATH. Thank you.
Mr. PEPPER [acting chairman, presiding]. Now we will hear the state-

ment of Senator Metzenbaum, please.

OPENING STATEMENT OF SENATOR METZENBAIIM;
PRESENTED BY STEWART KEMP

Mr. KEMP. Today the Subcommittee on Antitrust, Monopoly and
Business Rights continues its examination of the operation of the in-
surance business under the McCarran-Ferguson Act. We will focus
this morning on cancer insurance, a form of limited health insurance
which pays benefits if a person contracts cancer.
I am very pleased that the House Select Committee on Aging is

joining the Antitrust Subcommittee in this hearing and I wish to ex-
tend a very warm welcome to Chairman Pepper. The Committee on
Aging has done excellent work in the area of health insurance sold to
the elderly. The Aging Committee has recently undertaken an extensive
examination of cancer insurance, and a very thorough report on this
subject is being released today. I understand that Chairman Pepper
will describe his committee's report in his opening remarks.
The staff of the Subcommittee on Antitrust, Monopoly and Busi-

ness Rights has also conducted an in-depth examination of cancer
insurance, and has come up with some very disturbing findings.
One: Sales techniques are based on fear and deception;
Two: The scope of coverage in most policies is sharply limited;
Three: The economic value of this insurance, as measured by the

proportion of premiums returned as benefits, is as low as I have ever
seen for any kind of insurance; and
Four: Claims practices are in many instances scandalous.
Let us look at sales. Does an automobile insurance company sell

you a policy by stirring up fears of having an accident? Do sellers of
comprehensive health coverage conjure up dire specters of debilitating
illness? Of course not But this is how cancer insurance is sold. Over
on my right are enlargements of selling materials used by American
Income Life Insurance Co., a major seller of cancer insurance. What
do these messages convey about the worth of the policies? Nothing.
Their only purpose is to arouse fear. "Cancer can happen to you." A
list of famous persons to whom cancer happened.
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The sellers of this coverage also rely on exaggerations of policy
benefits to snare the unwary consumer. Union Fidelity, for example,
touts its leading plans on the basis that they provide up to $150,000,
even $200,000, in total coverage. These figures are based on the possi-
bility of very lengthy stays in the hospital, up to 20 months or longer.
In fact, fewer than 1 percent of cancer patients stay in the hospital
longer than 90 days. Union Fidelity's average benefit per claimant
is about $1,400. Other companies warn of "staggering" and "astro-
nomical" cancer costs averaging "between $30,000—$40,000" per vic-
tim. But average claim payments are only $1,000 to $1,500 per
recipient.
Our investigation has also discovered that companies systematically

fail to disclose policy limitations and exclusions. Common costs of
cancer treatment like diagnostic procedures, chemotherapy, radiation
treatment and even surgery are not covered or are subject to unrealis-
tically low ceilings. Broad preexisting condition exclusions often
deprive insured cancer victims of any coverage whatsoever. And
pathological diagnosis of cancer is generally required even if a doc-
tor's clinical assessment is clear. Ironically, cancer insurers have been
known to demand biopsies of cancerous tissue even where the proce-
dure would be very harmful to the patient.
As a result of all the limitations, cancer policies typically pay only

about 30 percent of the costs of cancer care—this is a stark contrast
with the glowing promises of security in the face of the dread disease.

It's the old story again—what the big print gives, the fine print takes
away. Only the big print is in the sales pitch, while the fine print is in
the legal contract—the policy.
The limited economic value of cancer insurance policies is further

reflected in the low loss ratios. The loss ratio represents the proportion
of premiums returned as benefits and is the fundamental gage of
economic worth. The chart on my right shows the 1977 loss ratios for
all health insurance, and specifically for cancer coverage. These data
were compiled by the General Accounting Office. They show that major
health insurers pay back 80 to 90 cents on the dollar. But cancer in-
surance shows a range of only 19 to 70 cents. This means that Ameri-
can Family retains about six times as much of the consumer's dollar
as Blue Cross-Blue Shield. Union Fidelity—which is in the 19-cents
range—keeps a remarkable eight times as much.
With margins like these, the companies might be expected to be

liberal on those rare occasions when a policyholder actually does con-
tract cancer; not so. The subcommittee staff found numerous instances
of refusals to pay valid claims. In one case, a man was refused cover-
age by American Family for private hospitalization, because he was
also confined later in a Veterans' Administration hospital.

Incidentally, the company refused payment in this case even though
the man's policy had no such exclusion and the agent had promised
that the policy always paid off regardless of other benefits.
In still another case, the Mid-South Insurance Co. refused to pay a

skin-cancer claim which arose from a mole. The company claimed a
preexisting condition. Incredibly, they said that since the claimant
had had the mole for 20 years or longer, he must have had cancer when
he took out the policy. We will hear from these individuals, or their
representatives, later this morning.
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In view of the record, what have State insurance regulators done
about it? Here we find the same pattern as with other types of insur-
ance—a handful of progressive regulators who have taken effective
action, but most have done nothing. Five States—Connecticut, Massa-
chusetts, New Hampshire, New Jersey, and New York—have banned
its sale altogether or sharply curtailed it. Several others have estab-
lished regulatory standards. But in most States it's business as usual—
and consumers remain unprotected against deceptive sales practices,
excessive premiums, and unfair claim practices.

Massachusetts has been especially vigorous in documenting prob-
lems in this area. Former Commissioner James Stone initiated market
conduct audits of several leading cancer insurers when he was in
office. His staff was in the process of writing a full report on their rec-
ommendations when he left office. He has provided Chairman Pepper
and me with a completed draft of that report. Our staffs have reviewed
it and found it to be extremely well done. We will include it in the
record of this hearing.
[The report and an accompanying letter appear in the appendix.]
I am also pleased to have with us the former director of field audit

for the Massachusetts Insurance Department and a prinicipal author
of the market conduct examinations begun by Commissioner Stone.
These two individuals, with several others, documented sales and

marketing practices of sellers of these products more thoroughly than
has ever been done elsewhere, and found literally scores of violations
of State law by these companies.
I am also very pleased to have with us Herbert Denenberg, former

Pennsylvania Commissioner of Insurance. Long an articulate spokes-
man for progressive insurance regulation, Mr. Denenberg has distin-
guished himself both in office and out.
To represent the industry, the chief executive officers of Union

Fidelity and American Family Life have also been invited to testify.
The names of these two companies have come up more frequently than
any others in the course of our investigations. American Family, as
the largest seller of cancer insurance in the country, is obviously
crucial.
John B. Amos, chairman of the board of American Family, was

invited to appear before this committee, but has advised me that he
will not appear voluntarily.
Mr. John Cooney, president of Union Fidelity, was willing to testify

but could not appear today because of a prior commitment.
This completes Senator Metzenbaum's opening statement.
Mr. PEPPER. Thank you very much, Mr. Kemp, for your reading of

Senator Metzenbaum's very able statement. We commend the Senator
and your subcommittee for the excellent inquiry you have made into
this critical field.
As I said before, we are immensely pleased that we can have a joint

hearing on this subject by our two committees who are very much
interested in this subject.
I would like very much to give a little summary of the report. It is

about 300 pages. We have just released it to Senator Bayh, on behalf
of the Subcommittee on Antitrust. Monopoly and Business Rights of
the Senate Judiciary Committee. Copies will be made available to the
press and to interested parties here by our staff.
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SUMMARY OF HOUSE SELECT COMMITTEE ON AGING REPORT,

PRESENTED BY CONGRESSMAN PEPPER

Mr. PEPPER. We found that in order to create a market for their
product, cancer insurers commonly exaggerate statistics. For example:
One: One cancer company often tells its prospective customers that

two out of three families on their street, or one out of every four of us
will be affected by cancer. In fact, actual statistics are more heartening.
More accurately, one in every 280 Americans will contract cancer in
any given year.
Two: Many cancer brochures we examined belabor the costs of can-

cer, citing horrible examples of people who had to pay $100,000 or more
over a lifetime. To be sure, cancer is expensive and serious, but average
lifetime costs are closer to $10,000.
We found that most cancer sellers kindle the fears we all have of

cancer. For example:
One: Shortly after the news of Three Mile Island broke, cancer

insurance agents were busy soliciting business in the Harrisburg, Pa.,
vicinity.
Two: Brochures assist agents in heightening fears. One policy lists

the names of famous people who have died of cancer, juxtaposed with
the words, "What happened to them can happen to you." Others, using
scarlet red backgrounds, depict gnarled cell growths—supposedly
cancer.

Agents selling cancer insurance often try to persuade their cus-
tomers that their existing insurance is not adequate. One company
goes as far as to assert, "You have no insurance. Your doctor gets
your insurance. You just pay the bills." The fact is, major medical
plans provide reasonable protection against cancer as well as every
other disease. Senior citizens are even better protected in that they
have medicare and generally one or more supplementary policies, and
in some cases, medicaid benefits. Other agents do not mention that the
purchase of a cancer policy may result in reduced benefits by some
major medical plans, such as Blue Cross-Blue Shield. That means
that some companies will not pay a claim if another company pays the
same claim.
Some cancer insurance companies promise much but deliver little.

Many companies promise $150,000 or even $250,000 in the event that
cancer strikes. In other cases, they say they will pay 50 percent of all
the costs of cancer. In fact, few will ever collect anything at all under
the policy and those who do will receive about $1,200 per claim. No
one will ever collect $150,000, much less $250,000. To collect these
amounts, a policyholder would have to be hospitalized continuously
for more than a year.
Even though most cancer costs are incurred outside the hospital,

cancer policies are keyed to the services rendered during hospital-
ization.
Many policies are written in obtuse legal jargon with generous 167-

word sentences designed to confuse the best Philadelphia lawyer.
The. policies will pay only after there has been a pathological con-

firmation. Sometimes it is impossible to collect the confirming tissue
sample without risking the life of the cancer patient. For example, in
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Washington State, the body of a deceased cancer victim was exhumed
and a pathology report filed before payment was made to the person's
estate.
Cancer policies will not pay for cancer-related complications. For

example, a mastectomy would be covered under the cancer policy. but
the followup reconstructive surgery would not be. Or a broken leg
which results from X-ray radiation also would not be compensable.
We found that even with these restrictive exclusions and limitations

in their policies, many cancer firms fail to pay legitimate claims. Au-
dits by Price Waterhouse and Coopers & Lybrand found two major
companies improperly denied some 20 percent of the claims submitted
to them.
Not surprisingly, we found extremely high profits for many cancer

insurance firms. GAO informed the committee that most cancer
insurers return, about 40 percent of the premium dollar, and in one
case, as little as 19 percent of the premium dollar to their insured in
the form of claims. This means that the firms are keeping 60 to 80
cents on each dollar in profits and expenses. By contrast, all health
insurers returned an average of 80 cents on the dollar to their cus-
tomers last year.
As Mr. Kemp pointed out, on the left here is a list of famous people

who died of cancer, who are emphasized in cancer insurance sales
pitches.
Over here on the right is a chart first showing companies selling

general health insurance which, of course, would include cancer. The
payment back to the insured; that is, the company's loss ratio is 91
percent by Blue Cross, 87 percent by Blue Shield, 92 percent by Occi-
dental, 90 percent by John Hancock, 89 percent by Aetna, 89 percent
by Equitable, 88 percent by Travelers, 87 percent by Allstate, and 86
percent by Connecticut General. The national average of all those
companies in the payment of general medical claims is 80 percent.
Then, you see down below are the companies that are selling cancer

insurance. It goes from Mutual of Omaha, which on the average pays
back 70 cents in claims out of $1 received in premiums down to
Union Fidelity which pays 19 percent. Just for the record, Mutual of
Omaha pays 70 percent; ITT Life, 61 percent; Lone Star Life, 55
percent; American Income, 49; Colonial Life, 49; Washington Na-
tional, 48; American Family, 43; Liberty National, 26, and Union
Fidelity, I believe, that is 19.
So, our major conclusions are these. One: Cancer insurance policies

have limited economic value; Two: Many cancer insurance firms em-
ploy fear tactics to sell their product; and Three: Policyholders, and
particularly the elderly, are better off if they would invest the same
amount of money in a policy which pays regardless of the cause of
the health costs. In other words, a general health policy.
These are our recommendations, in our report.
One: The Congress should require that policies sold to the elderly

in supplementation of medicare are broad in scope and not limited
to providing coverage against a single dread disease.
Two: We ask the States to review their own laws with an eye to

providing protections for all Americans against the abuses disclosed.



8

Three: Finally, we ask the Congress to act to close the loophole which
permits policies to be sold by mail in States where these same policies
cannot be sold by agents.
It is obvious that if somebody sells me a policy by mail in Florida,

which is, let us say, a company existing in the District of Columbia,
and I find that they have misrepresented their policy or they don't pay
the claims that they promised, or there is some other reason for me to
sue, the only thing I can do is to come up to the District of Columbia,
get a lawyer here and the like and bring my suit in the District of
Columbia.
The National Association of Insurance Commissioners has asked

Congress to enact a law requiring that all policies sold in supplementa-
tion of medicare be first filed with and approved by the commissioner
of insurance in the respective State before such policies could be sold
through the mail in that State. That way, the insurance commissioners
would have an opportunity to examine the fairness of the policy, and
if they wished to, they could look into the operations and sales prac-
tices of the company and the like. They could then designate somebody
in the State upon whom service can be made in case there is a claim to
be filed by somebody who has been sold that insurance, living in that
State.
So, we respectfully draw the attention of your subcommittee to these

findings and these recommendations of our committee. Mr. Chairman,
we commend this report to you. We plan to send it to the appropriate
committees in the House and to the State insurance commissioners.
We hope that legislation will follow at both the State and Federal
levels.
Now I would like to give my colleagues on the House committee, or

the esteemed members of that committee, an opportunity to make any
statement they would care to make.

First, Mr. Marks.

OPENING STATEMENT OF REPRESENTATIVE MARKS

Mr. MARKS. Thank you, Mr. Chairman.
Mr. Chairman, I am pleased to be able to participate in today's

hearing on the issue of cancer insurance. I believe the fact that we are
holding this hearing as a joint hearing with the Senate Subcommittee
on Antitrust emphasizes the importance of this investigation into the
sale of cancer insurance.
The 1978 report on the sale of health insurance to the elderly by the

House Select Committee on Aging brought into the open many of the
fraudulent practices used by some insurance agents. This hearing, and
the report on cancer insurance which we are releasing today, are in
response to concerns which arose during that 1978 investigation. I
would like to commend the fine work done by the Aging Committee
staff on this report. That is really an understatement. It was abso-
lutely superb.
This new report, entitled "Cancer Insurance: Exploiting Fear for

Profit," spotlights many of the questionable sales practices of some
insurance companies. This report makes a number of recommendations
about how individuals, particularly the elderly, should be further
protected against unscrupulous insurance companies and their agents.
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This investigation should absolutely not be viewed, I would like to
emphasize that, absolutely not be viewed, however, as an attack on the
entire insurance industry. Our sole purpose here is to look into the
sale of cancer insurance, which 49 of the top 50 insurance companies
in this Nation do not even consider worth marketing themselves.
I am not convinced that the Congress should act, at this time, to ban

the sale of cancer insurance. The McCarran-Ferguson Act specifically
leaves the regulation of the insurance industry to the States. I feel
that this arrangement has worked, so presently I do not see any need
to deviate from the intent of this act. I do believe, however, that State
insurance commissioners should review their regulation of cancer in-
surance to insure against the sale of worthless or duplicative policies.
The Congress should take whatever steps are necessary to assure

that the States have the ability to regulate these policies as they see fit.
State insurance commissioners have asked that we specifically assist

them in their efforts to regulate the sale of mail order insurance.
In closing, I would add that this report reinforces my belief in the

need to pass H.R. 2602, the Senior Citizens' Health Insurance Reform
Act of 1979, as introduced by our most dedicated chairman, Claude
Pepper. The voluntary certification of health insurance policies would
provide, I think, consumers with some measure of assurance that they
are not buying a worthless or fraudulent health insurance policy.
Thank you, Mr. Chairman.
Mr. PEPPER. Thank you very much, Mr. Marks.
Mr. Bonker, of Washington.

OPENING STATEMENT OF REPRESENTATIVE BONKER

Mr. BONKER. Thank you, Mr. Chairman.
I would like to join Mr. Marks in commending you for your leader-

ship in this area, and particularly the staff. I think that this is an
excellent report with its revelations about abuses in insurance policies,
particularly those that relate to dread disease. I think it is going to be
very helpful to the Congress and should serve as a foundation upon
which we can build legislation to deal more effectively with this
problem.
The Washington Post had an article this morning on this subject,

relating to the publication that you revealed this morning, Mr. Chair-
man. When you cite the statistics up there, particularly those of Union
Fidelity with only a 19-percent return, the Post notes that that is much
less than the gamblers take away from Nevada slot machines. They
usually have a return rate of about 70 cents on every dollar. So, I think
that we can at least match the odds that are in Las Vegas.
The committee had some hearings in my State last year, Mr. Chair-

man, of which you are aware. The purpose of the hearing was to look
at problems involving nursing home care in the sense that medicare
patients were not obtaining the benefits to which they were entitled,
because the nursing homes were not participating in the program. What
astonished me is that virtually every senior citizen who appeared be-
fore the committee complained about this problem of insurance pol-
icies with its misleading information which had them purchasing
policies only to find out later that these policies only duplicate what
they were already entitled to under medicare.
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For example, many times senior citizens would move from a hospital
to a nursing home thinking they were covered fully through an insur-
ance policy to discover that that so-called supplemental insurance only
duplicated what they were already being provided under medicare.
Supplemental insurance is a problem because it duplicates what the
Government is already providing and more seriously it misleads senior
citizens into thinking they have full coverage.
The cancer insurance report contains a survey, Mr. Chairman, of

the insurance commissioners, which is quite revealing. On page 166,
the questionnaire which you sent out to the insurance commissioners
posed this question: "In your experience, have you ever found that
companies selling these products employ fear tactics to promote their
policies?"
Keep in mind that the insurance commissioners are probably more

aware than anyone else of abuses that take place. Of the 42 who re-
sponded, 36 said yes, and only 6 said no.
Then, you asked, "Do you agree that dread disease policies have very

limited economic value? Again, of the number who responded, 26 said
yes, and 14, no.
Then, finally, "Do you agree that most people would be better off if

they improved their comprehensive coverage as opposed to buying a
single disease policy?" And, of those who responded, 35 said yes.
Last year, I sent out another questionnaire to the insurance commis-

sioners in attempting to find a legislative remedy. I posed this question:
"Would you support the enactment of language which would require
mail order supplementary policies to be filed with the commissioner
before being sold in the State ?" At that time, of 47 respondents 38
said yes.
The dilemma that we in the Congress face, and to which Mr. Marks

refers, is: do we proceed with some kind of legislative action to deal
with this problem or do we rely on State insurance commissioners, who
are the proper authorities within each State, to address this problem?
My own feeling is that State insurance commissioners are too cozy

with the insurance companies they regulate. They have not been the
active advocates of the consumer, as it relates to these insurance poli-
cies. In the State of Washington, we have a fine insurance commis-
sioner. I spent an afternoon with him on this problem. I asked him
if he had an enforcement division. He said, yes, that he did. He also
acknowledged that there were widespread abuses which we are re-
vealing today in this report. I said, "How many times have you taken
enforcement action against either an insurance company or an in-
surance salesman ?"
He said, "There has never been any enforcement action against

either." I said, "Why ?" He said, "Because senior citizens or other
victims do not bring claims to our office for legal action."
Whether this is because the victims are intimidated or they don't

know that service is there, I don't know. I did ask the insurance com-
missioner what he was doing. He was very proud to tell me about the
Shawbuck program, an educational program where he sends people
all over the State to meet with senior citizen groups informing them
of the potential dangers ahead in terms of insurance policies. That
is no way to deal with this criminal act and the scandalous trend that
we have had in insurance policies.
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If insurance commissioners are not going to take effective action,
and I think we in the Congress, particularly you, Mr. Chairman, have
put them on notice, then Congress is going to have to.
Last, let me say we are only dealing with aspects of a larger prob-

lem. I personally feel that senior citizens should not have to buy
supplemental insurance either on a comprehensive scale or for dread
disease or any other particular area. We ought to fully expand medi-
care benefits so that senior citizens have the benefit of full health care
coverage and not have to be victims of this policy scandal. So, I hope,
Mr. Chairman, that this committee can renew its commitment to
making sure that all senior citizens are forever free of the fear of
astronomical health care costs and insurance fraud.
[The prepared statement of Representative Bonker follows:]

PREPARED STATEMENT OF REPRESENTATIVE DON BONKER

Chairmen Pepper and Metzenbaum, I am glad to be participating in this hear-
ing today on Cancer Insurance and the Elderly. I commend Chairman Pepper for
his leadership in issuing the report "Cancer Insurance: Exploiting Pear for
Profit," which is the basis of today's hearing and I applaud the committee staff
for their tremendous investigative efforts in conducting and compiling the re-
search for this report.
The Aging Committee first learned of questionable practices in the sale of

health insurance to the elderly in March 1978 during a long-term investigation of
the health insurance industry and its impact on senior citizens. Since that time,
my colleagues and I have received numerous calls and letters regarding question-
able sales of health insurance policies to supplement medicare.

While the medicare program itself has failed to live up to its promises, many
of the supplemental insurance programs intended to "fill the gaps" in coverage
are an outright scandal. The committee estimates that 23 million elderly citizens
purchase $4 billion worth of insurance each year that is fraudulent. Many of these
policies by definition pay only for Medicare's copayments and deductibles. The
problem is exacerbated by high pressure salesmen and by insurance companies
who have targeted the elderly as easy marks for sales. Some companies return as
little as 19 cents on the premium dollar back to their insured in the form of claims.
Among the most duplicative and unnecessary policies being sold today to senior

citizens is the "dreaded disease" policy, particularly aimed at the sale of cancer
insurance. Highly publicized fear and high pressure tactics have been extremely
convincing to millions of Americans. Sadly enough, most insurance experts say
it is wiser to buy a good medical-surgical policy that pays for any illness than for
just one disease. Yet the report before us today states that approximately $4 bil-
lion in cancer insurance polices were sold in the U.S. during 1979, with an esti-
mated 20 million policies in force today.
This report reflects my own sentiments. It is clear to me that dread disease poli-

cies, particularly cancer insurance policies, are merely a duplication of most major
health plans and are useless. The best approach is clearly to purchase one compre-
hensive health insurance plan, avoiding duplication, confusion and potential abuse
for our senior citizens.

Mr. PEPPER. Thank you, Mr. Bonker.
Every one of my colleagues here would be able to enlighten us im-

measurably if we had the time to give them the full opportunity to
say what they know and feel about this subject. We do have a number
of witnesses, and I will ask my colleagues, as much as they can, to
summarize their statements.

OPENING STATEMENT OF REPRESENTATIVE DOWNEY

Mr. DOWNEY. Thank you, Mr. Chairman. I want to congratulate you
and once again, the staff, on really superb work. I disagree a little bit
with Mr. Marks about the need for Federal regulation. I happen to

614-278 0 - 80 - 2
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believe that in this particular area we need it. I know you don't want
to throw the baby out with the bath water, but it is clear to me, as
Mr. Bonker stated, that the State regulators, some of whom are excel-
lent, can't do the job because there are many of whom who are not.
Mr. Chairman, sometimes we get so involved in our work here in

Washington, that we overlook the possibility that one of the millions
we work to protect might be right on our own doorstep.
The report just released by my committee this morning is an in-

depth investigation of apparent fraud and abuse in the sale of cancer
insurance. One of the companies which received attention by the com-
mittee was the Union Fidelity Insurance Co. This company was in-
vestigated by the Massachusetts Department of Insurance. Their
conclusions were issued in a report in December 1978, citing over 210
violations of State law involving Union Fidelity's basic cancer policy
and their cancer-rider policies.
Among the violations found were pictures of and misleading quotes

from the late Senator Hubert Humphrey, who, in an interview, talked
about the heavy financial burden of his brother's bout with cancer.
The quotes from Senator Humphrey were used to emphasize the need
for cancer insurance. Apparently, these tactics are very effective. I have
just learned that Union Fidelity has a good customer in Mrs. Betty
Shields, of Largo, Fla. Mrs. Shields is the mother of my press assist-
ant, Dianne Ketchum, and until recently, she owned a home in my
district, in Suffolk County, N.Y.
I suspect that Betty Shields is typical of the kind of customers

targeted by cancer insurance companies. In 1977, she received an invi-
tation to purchase a cancer policy in the mail. She wrote back to the
company and accepted their offer purchasing a family policy to cover
herself and her husband for $9.50 a month, or an annual fee of $114.
In 1978, after her husband had a heart attack and died, Mrs. Shields
converted her policy to an individual one, paying $89.60 annually. At
this point, I must tell you that Mrs. Shields already had medicare
coverage and a supplemental medical insurance policy from Blue Cross
and Blue Shield. And, as we now know, her insurance already covered
her not only for cancer, but for other diseases and illnesses as well.
To continue with the story, last year, just before Betty Shields turned

65, she received a birthday card from Union Fidelity listing her cancer
policies and offering her a special once-in-a-lifetime life insurance
policy of $1,000 at a very reasonable rate of $23.76 quarterly, or $95.04
for the year. She thought this was a bargain and snapped it up. Ironi-
cally, she felt that the $1,000 would cover her burial costs and that
she wouldn't have to cause any further grief to her children and that
is why she took the policy.

Six months later, a Union Fidelity salesman appeared to inform
her that hospital costs for cancer patients had gone up and that she
would be wise to increase her cancer coverage by adding cancer rider
policies. This time she told him she would think about it.
Last week, just before her 66th birthday, Betty found in her mail

a card which said, "Birthday greetings, specially for you, from John
M. Cooney, President of Union Fidelity." The card announced, "This
is a once-in-a-lifetime birthday offer," and directed her to take ad-
vantage of it by midnight the day before she turned 66. The offer was
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the same $1,000 life insurance, but this time, for less money, only $8.39
a month, instead of the $23.76 a quarter.
The only rub was the last year cost would have been $95 to Betty,

and this new lower offer came to $100.68 for the year. Not much of a
bargain.

Needless to say, because of this investigation we have scored at least
one small victory for senior citizens. Today, Mrs. Shields sent her own
special birthday greeting to Mr. Cooney canceling both her policies.
Mr. PEPPER. Thank you very much, Mr. Downey.
Ms. Oakar, from Ohio.

OPENING STATEMENT OF REPRESENTATIVE OAKAR

MS. OAKAR. Thank you, Mr. Chairman.
I certainly want to associate myself with your remarks and the re-

marks or my distinguished Senator from Ohio, Senator Metzenbaum,
and in particular the remarks of Mr. Bonker, because I certainly agree
with him that we need a national policy on this particular issue. I
certainly hope that everyone supports H.R. 2602.
I won't read my statement, but will ask your permission to put it in

the record.
Mr. PEPPER. Without objection, so ordered.
Ms. OAKAR. I want to say for the record, I am somewhat embar-

rassed by our State commissioner's response from Ohio, who, in an-
swer to your questions about tactics and economic value of these disease
policies answered "no comment," to the majority of the questions.
Now this is the State commissioner of Ohio, where there is blatant
abuse. We have hundreds and hundreds of cases of this nature that
my colleague from Ohio, Senator Metzenbaum, our committee and
myself have heard about.
What we are dealing with essentially are the supe-rslick cancer sales-

men who deliberately hype their pitch to capitalize on the natural
anxieties of older Americans. That is what it is all about. It is the
worst kind of chicanery and I think if we want to have this continue.
then the easy way to do it is answer, "No comment," as our State com-
missioner has answered in so many cases.
But we know that there are people like an Ohio woman who pur-

chased 13 different policies, over a 2-year period, costing her more
than $9,000, or 68 percent of her income. And, because of the chicanery
and the deliberate hyping and the capitalizing on her own anxieties,
she was led to believe that she needed this.
So, I look forward to our witnesses, Mr. Chairman. I think we need

a national law because it is a fact that nothing is going to be done by
the majority on the State level, unfortunately.
Mr. PEPPER. Thank you very much.
[The prepared statement of Representative Oakar follows:]

PREPARED STATEMENT OF REPRESENTATIVE MARY ROSE OAKAR

Mr. Chairman and members of the subcommittee. I would like to thank you
for the opportunity to present my views on the abuses in the sale of cancer
insurance, especially as it pertains to our senior citizens. You are to be com-
mended for your concern in this area and your initiative in holding this hearing.
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As you may know, I am a member of the Select Committee on Aging, chaired
by my distinguished colleague and friend, Senator Pepper, who is today releasing
a report entitled "Cancer Insurance: Exploiting Fear for Profit." The problem
of abuses in sales of insurance to the elderly is widespread. Senior citizens are
often sold policies that are duplicative, unneeded, or extremely limited • in their
coverage. One of the most frequently sold of these policies is that which is
marketed to pay for health expenses only in the event that the policy holder
develops cancer, and then only for cancer-related expenses, many of which are
already covered by medicare. Nevertheless, the fear tactics used by some insur-
ance salesmen continue to promote sales of these policies, usually to people who
don't understand them and often to those who can least afford them. Few people
who purchase a cancer insurance policy ever develop cancer. Fewer still file a
Claim. Those who collect anything at all average about $1,000 in benefits, And
those select few who collect a substantial sum of money frequently discover
that the collection means that other insurance companies will reduce their pay-
ments proportionately.
Medicare coverage pays for only 38 percent of the health care costs of the

elderly, and even with private insurance supplementing medicare coverage, the
average out of pocket cost for those over 65 was $403 in 1976. Considering the fact
that two-thirds of our senior citizens have at least one supplemental health
insurance policy, with many having more than one, the total cost of health care
is astronomical. Of this two-thirds, an estimated 40 percent have purchased
bogus policies from unscrupulous insurance companies. The financial burden
such policies place on an older person living on a fixed income is a travesty.
The House Select Committee on Aging has concluded that a disproportionate

number of cancer insurance policies are sold to the elderly. Misrepresentations
made by insurance salesmen have been found to include exaggerated statistics,
phony testimonials, and false or misleading claims and promises. One problem is
that insurance sold by mail, particularly mail-order cancer insurance, is essen-
tially beyond the reach of State regulators. Compounding this problem, com-
panies selling cancer insurance policies often exercise little control over their
own agents. Troubling also is the fact that while most cancer costs are incurred
outside the hospital, cancer policies are geared to pay for cancer costs only
when the individual is in the hospital. Furthermore, cancer brings on related
medical problems, and many cancer insurance policy do not pay for the costs
of these complications. Some cancer policies will pay only for a certain time
period after cancer is diagnosed—a fact which is not always made known to
the policyholder.

Cancer insurance is a product which has a very limited economic value. It is
banned outright in five States (Massachusetts, New York, New Jersey, Con-
necticut, and New Hampshire), and all but banned in eight other States by virtue
of minimum loss ratio requirements that are so high that fewer cancer insurers
can comply with them.
The elderly are particularly vulnerable to fast-talking salesmen. Numerous

examples can be cited from my own State alone. One Ohio woman bought 13
different policies over a two-year period costing her more than $9,000 or 68 per-
cent of her income.
The information given to potential purchasers of supplementary insurance does

not always appear to be what it is. In 1977 the Ohio Better Business Bureau re-
ceived a complaint about a questionable insurance solicitation which was re-
ceived through the mail. One couldn't be sure it was insurance however, because
neither the company nor its 'address was included on the booklet, "A Pocket Guide
to Medicare". Some of the literature bore a marked resemblance to a Government
medicare publication. This insurance pitch used mediocre data and underscored
the shortcomings of medicare, presumably to frighten the elderly. The package
was sent !through the mail by a Dayton, Ohio, agent for a large insurance com-
pany. The agent sells a product called "Eldercare," which he describes not as
insurance but as a "supplement to medicare." Later the agent said that when the
potential client called for promised "further information" at "no cost" and "no
obligation" he or she would be told that the company was selling insurance.

Traditionally, the regulation of insurance is a State prerogative, however there
are some areas in which Congress could, and perhaps should, intervene. Sup-
plementary insurance policies sold to the elderly might be required to provide
broad range coverage. One of the major conclusions of the report by the Select
Committee on Aging is that policyholders are better off spending the same amount
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of money to buy a wrap-around policy which provides protection for all disease or
accident caused health care costs, rather than buying policies for particular
diseases. Second, some means should be provided by which State governments
regulate mail order insurance coming into their State.
The report published by the Select Committee on Aging is impressive in its col-

lection of data, its analysis of the issues, and the recommendations and conclu-
sions reached. It is my sincere hope that this report, and the testimony presented
at these hearings, will result in concrete reforms in the regulation of cancer
insurance.

Mr. PEPPER. Mr. Gudger of North Carolina.

OPENING STATEMENT OF REPRESENTATIVE GIIDGER

-Mr. GUDGER. Mr. Chairman, thank you for the opportunity to com-
mend you and the Senate Judiciary Committee's Subcommittee on
Antitrust, Monopoly and Business Rights for undertaking these im-
portant hearings.
I think whenever 38 insurance commissioners appeal to the Congress

for some assistance in closing a loophole in regulation of the sale of
insurance by mail, then we must realize that action by the Congres3 is
fully justified.
On the other hand, I think we are all mindful of our obligation not

to encroach on the traditional prerogative of the State to regniate
insurance. I am sure that encroachment will not be the result of our
action, but rather that we will be developing here a program and iilan
to supplement State action and hopefully provide some direction to
the States by coordinating information and recommending actions.
I commend you for your opening remarks and the committee for

undertaking this important hearing. Thank you.
Mr. PEPPER. Thank you very much.
Is there anything from any Member of the Senate?
Mr. CHUMBRIS. Mr. Chairman, on behalf of Senator Thurmond, I

ask unanimous consent that an opening statement may be placej in
the record.
Mr. PEPPER. Without objection, so ordered.
Mr. CHUMBRIS. Also, certain written questions that he may have.

We can present them to the witnesses and they may respond to them
in writing.
Mr. PEPPER. Very well, sir. Without objection, so ordered.
Mr. CHUMBRIS. Thank you, Mr. Chairman.
Mr. PEPPER. Any other contribution from any other Senator? [No

response.]
Thank you very much.
I guess we are now prepared to call our witnesses. We appreciate

very much your waiting for us today as we started a little late.
May I call now to the witness table the following people: Mr. H. W.

"Jack" Sturgeon, of Arkansas; Mrs. Sigmund Sobiesiak, of Pennsyl-
vania; Mr. Robert Linn, of California; Mr. Steven Schmidley, of
North Carolina; Dr. Dan Kenshalo, of Florida; and Mr. Marc H.
Botzin, of Washington.
Please take your seats.
Mr. PEPPER. First, I will recognize Mr. Phillips, a member of the

staff of the Senate committee, who will inquire of the witnesses on be-
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half of Senator Metzenbaum. We are so sorry to hear that Senator
Metzenbaum is temporarily indisposed today. We do appreciate the
fact we have been permitted to go ahead with this hearing.
Thank you. Mr. Phillips?
Mr. PHILLIPS. Our first witness on the consumer panel will be Mr.

Robert Linn.

STATEMENT OF ROBERT LINN, PALO ALTO, CALIF.

Mr. LIN-N. Thank you.
Mr. Chairman, my name is Robert Linn. I want to address myself

to sales tactics used, and second, to methods of settling claims with a
company called American Family Life Assurance Co., Columbus, Ga.
I reside in Palo Alto, Calif. I am the national sales manager of an

electronics firm in Mountain View, Calif. For 12 years prior to this,
I have been a vice president of a company that manufactures carpeting
with a sales volume of over $100 million a year. I was retired for a
period of 12 years, from the time I was 50 to the time I was 62.
I consider myself an informed, sophisticated, and intelligent busi-

nessman. However, I have been taken in by the deceptive sales tactics
of American Family Life Assurance Co. of Columbus, Ga. I am cer-
tain that there are hundreds of people with more or less business ex-
perience than I have who have been and are also fooled.
The very real danger to people who purchase cancer insurance poli-

cies from American Family Life Assurance Co., lies in the fact that the
possession of a cancer policy gives the owner a false sense of security
and prevents the 'acquisition of other insurance that can provide real
financial protection against the medical expenses of cancer.
The American Family policy, in my opinion, based on my experi-

ence with the company, is woefully inadequate in meeting the medical
expenses of cancer with the benefits the policy provides. The policy
was presented to me as all-inclusive protection against the medical
costs of cancer with the major provisions—this was in 1970 of a $7,500
hospital benefit, $1,500 surgical benefit, $500 X-ray, $250 nursing, $350
anesthesia benefit—benefits of that sort.
A maximum of two policies could be purchased. I purchased two

policies. I must say that I relied heavily on the insurance depart-
ment of the State of California that I felt would adequately protect
me, and I am sure I am not alone in these feelings. I know that in-
surance companies must be licensed by a State before they can sell
insurance in their State.
On receipt, I scanned the benefits section, and I read the large

boldface type headings and did not read the light type, the small print.
This was a mistake. Frankly, gentlemen, I am not sure that all of us
and yourselves have read your insurance policies when it comes to
your life insurance or your automobile insurance or your homeowners
policy and so forth.
We, I feel, do rely heavily on our State to provide the protection

that we should have against fraudulent, deceptive practices or against
uneconomic policies that we may purchase.
Now, after I received a call from Mr. Phillips of this committee,

which was just last week, I read the fine print in my file policy. I found
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that after the double-sized capital letter, heavy black-type heading:
Hospital Benefits—Maximum Benefit $7,500—it sounds beautiful. In
smaller type, this benefit is qualified—now get this—to $20 per day
for the first 7 days and after that, $10 for each day for all expenses
that I could incur for room, board, services, medicine, laboratory tests,
and so forth. I would have to be hospitalized for 2 years and 13 days
to reach the benefit, the maximum benefit.
I definitely feel it to be a false, misleading, and deceptive prac-

tice to offer $7500 hospital benefit and qualify the benefit to the extent
this policy does. When I bought the policy I thought it would pay up
to $7,500 for any one hospital stay, which I think is a proper thing to
believe.
In 1971, this benefit was revised. I got a flyer from the company

which revised the benefits to a $25,000 maximum hospital benefit, but
it qualified that, in the fine print, to $25 per day for the first 7 days
and $15 a day for the next 83 days and so forth.
Mr. MARKS. Mr. Linn, when did you buy the policy?
Mr. LINN. I bought the policy in 1970.
The limit of all benefits on the policy is $25,000 under the revised

1971 benefit schedule. I would like to tell you what the policy
says about the surgical benefits in it. It has in big, heavy, black
type, capital letters, surgical benefits—maximum $1,500, but in
smaller light type it qualifies this benefit to surgical procedures
including postoperative care to $250 maximum per surgery. It then
lists various common surgeries performed on cancer patients with
a scale which ranges from $15 to $250, and out of 38 listed surgeries
only four qualify for the maximum $250 payment.
I can tell you gentlemen it would be necessary for me to have at

least seven major surgeries such as removal of my kidney, my bowel,
my esophagus, my stomach, my lungs, a brain tumor to reach this
amount of $1,500. It would be much more truthful to present the
real coverage—a $250 maximum payment for a major surgical pro-
cedure. That is what the policy provides. I think this would be more
honest than the way this benefit was presented to me. It was very
deceptive to say that I was receiving $1,500 worth of surgical benefits
protection. I though I was getting $1,500 protection for a single
surgery.
I can go on with this, the $250 nursing benefit is limited to $12

a day maximum payment to a registered nurse only in a hospital. The
$350 anesthesia benefit is limited in small print to a $35 maximum
payment per operation to an anesthesiologist not employed by the hos-
pital. This benefit should be presented as it is, a $35 anesthesia benefit
for each surgery up to 10 surgeries.
The attending physician benefit, that is a beauty. The $250 maxi-

mum is in big print but limited in small print to $5 per day—only
when you are in the hospital, not more than one visit per day.
Mr. PHILLIPS. Mr. Linn, in the interest of time, could you move into

your claim experience?
Mr. LINN. Make it fast, sure.
In short, I feel that the company deliberately misrepresents the cov-

erage by selling a prospective buyer on the maximum benefits pro-
vided and not advising the buyer of the qualifications involved.
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I will go very rapidly through the experience I had with claims
because I happen to have skin cancer. I had a skin cancer diagnosed in
1974. In November 1974, it was surgically removed. It was surgi-
cally removed by Dr. Fredrick Mohs, of the University Hospital, Mad-
ison, Wis., who wrote the book on skin cancer and has trained thou-
sands of other doctors to use the procedures that he uses.
The doctor's report stated, "surgical excision of basal cell carci-

noma." This claim was denied in a letter dated December 27, 1974, a
copy of which I have, from American Family Life, because a basal
cell carcinoma did not meet the policy definition of cancer. I have
a copy of this letter wherein on January 4, 1975, I wrote and quoted
my Webster dictionary definition of carcinoma which was almost iden-
tical to the policy's definition of cancer and had to point out the benefit
schedule on the policy provided for $50 for removal of skin cancer
so the policy must cover skin cancer, and my claim.
Now, on January 24, 1975, I received a reply from American Family

Life Assurance Co., the gist being that I would have to supply a
pathology report explicitly stating a malignancy. I had this sent and
on February 25, 1975, finally received $114.40. I have had four
additional skin cancer surgeries and I have had more or less difficulty
with each claim. To quote one of my doctors, "We have had more
trouble with American Family Life than with all other insurance com-
panies combined," and another doctor wrote the company, "Ordinarily,
an operative report is adequate for all of our other insurance examin-
ers as evidence of a cancer," after my claim, based on his medical
report, was denied.
I have submitted paid bills covering my five claims totaling $1,534

and have been reimbursed approximately $625.
The company will not honor any claim without a pathologist's re-

port, yet the policy specifically excludes and does not cover laboratory
fees or a pathology cost. In sum, I believe the company makes every
possible effort to deny paying claims. I think most people give up
when their claim is initially turned down. I happen to be very
tenacious.
Last year, the company doubled the premium yet the fixed benefit

amounts were not increased 1 cent. This I just don't understand. I
see up here that they are recovering a tremendous percentage of their
premium against their payouts and they just doubled the premium
on this policy.
No reconstruction surgery costs are provided for. Yet, I have two

spots that I would love to have some surgery done, some reconstructive
surgery done, as a result of removing skin cancer. They are pretty
evident if you will notice my nose.
Thank you for listening to me. If you have any questions, I shall be

glad to answer what I can.
Mr. PEPPER. I suggest that you go ahead, Mr. Phillips, and finish

your inquiry and then we will have an opportunity to ask any questions.
Mr. PHILLIPS. Thank you very much, Mr. Linn. You say that each of

these five claims, the company has not accepted the doctor's diagnosis
of cancer, they require pathology reports.
Mr. LINN-. Exactly.
Mr. PHILLIPS. Who pays for these reports?
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Mr. LINN. I have to pay for pathologist's report that usually runs
$30, yet the maximum payment for a skin cancer removal is $50.
Mr. PHILLIPS. So you have to pay that.
Mr. LINN. Yes, sir.
Mr. PHILLIPS. To even get your claim considered?
Mr. LINN. Yes, sir. They force you to provide them with a cost which

they don't cover as far as being reimbursed. It is a catch-22.
Mr. PHILLIPS. Does the company—each of these five claims, do they

always accept the pathology report as authoritative?
Mr. LINN. Oh, that pathology report must—I have copies of let-

ters from them wherein they refused the pathology report unless it
specifically states a malignancy. They want it in their words.
Mr. PHILLIPS. On how many occasions did that happen?
Mr. LINN. That was the very first one I had. After that whenever I

submitted a report I asked the doctor to fill out the pathology report in
accordance with his findings, but put it—have a pathologist do it
which entailed additional cost because the doctor didn't need a pa:-
thologist.
Mr. PHILLIPS. You had to pay for two pathology reports?
Mr. LINN. That is what it amounts to.
Mr. PHILLIPS. Would you be so kind as to place all the material you

cited in the record of hearing?
Mr. LINN. I should be glad to. I have quite a bit of it. some policies

and all that sort of thing and my correspondence with them and their
paid bills. Would you like that?
Mr. PHILLIPS. All of that. Thank you very much.
[Material referring to the above is on file with the committee.]
[The prepared statement of Mr. Linn follows:]

PREPARED STATEMENT OF ROBERT LINN

Mr. Chairman: My name is Robert Linn. I reside in Palo Alto, California.
I am the national sales manager of an electronics firm in Mountain View, Cali-
fornia. For twelve years prior to my present occupation, I was a vice-president
of a carpet manufacturer with a sales volume over 100 million dollars a year.
I consider myself an informed, sophisticated and intelligent businessman. How-
ever, I have been taken in by the deceptive sales tactics of American Family
Life Assurance Company of Columbus, Georgia. I am certain that there are
hundreds of people with more or less business experience than I have who have
been and are also being fooled.
The very real danger to people who purchase cancer insurance policies from

American Family Assurance Company lies in the fact that the possession of
a cancer policy gives the owner a false sense of security and prevents the ac-
quisition of other insurance that can provide real financial protection against
the medical expenses of cancer. The American Family policy, in my opinion.
based on my experience with the company is woefully inadequate in meeting
the medical expenses of cancer with the benefits the policy provides.
The policy was presented to me as an all-inclusive protection against the

medical costs of cancer with the major provisions of a $7,500 hospital benefit,
*$1,500 surgical benefit, $500 x-ray, $250 nursing, $350 anasthesia benefit. etc.
A maximum of two policies could be purchased. I purchased two policies. On
their receipt I scanned the benefits section, reading the large bold face type
headings and did not read the light type small print. This was a mistake. Sub-
sequently I have read the fine print and found:

1. After the double-sized capital letter, heavy black type heading: Hospital
Benefits—Maximum Benefit $7,500, in smaller light type this benefit is qualified
to $20 per day for the first 7 days and $10 for each day thereafter for all ex-
penses incurred for room and board, all services, medicines, laboratory tests,
etc., except if less than 30 days separates a successive period of confinement
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the company will only pay $10 per day. I would have to be hospitalized for
743 days—two years and 13 days—to be paid the $7,500 hospital benefit. Yet the
policy advertising emphasized $7,500 hospital expense coverage. I definitely feel
it to be a false, misleading and deceptive practice to offer $7,500 hospital bene-
fits and qualify the benefit to the extent the policy does. When I bought the
policy I thought it would pay up to $7,500 for any one hospital stay.
In 1971 this benefit was revised to a $25,000 maximum hospital benefit but

qualified to '$25 per day for the first seven days and $15 per day for the next
83 days, etc. The limit of all benefits on the policy is $25,900 under the revised
1971 benefit schedule.

2. After the bold printed heavy black type capital letters Surgical Benefits—
Maximum $1,500, in smaller light type it qualifies this benefit to surgical pro-
cedures including post-operative care to $250 maximum per surgery and lists
various common surgeries performed on cancer patients with a scale ranging
from $15 to $250. Out of 38 listed surgeries only four qualify for the $250 maxi-
mum payment. It would be necessary to have at least seven major surgeries
such as removal of kidney, bowel, esophagus, stomach, complete brain tumor,
to reach the $1,500 benefit. It would be much more truthful to present the real
coverage—a $250 maximum payment for a major surgical procedure. This bene-
fit is presented in a very deceptive way. I was under the impression that the
policy would pay up to $1,500 for a single surgery.

3. The '$250 nursing benefit is limited in small print to a $12 per day maxi-
mum payment to a registered nurse. The benefit should read $12 per day for
twenty days to be truthful.

4. The $350 anesthesia benefit is limited in small print to a $35 maximum
payment per operation to an anesthesiologist not employed by the hospital.
This benefit should be presented as a $35 anesthesia benefit for each surgery up
to 10 surgeries.
5. The attending physician benefit of $250 maximum is limited in small print

to $5 per day—only while in a hospital. Not more than one visit per day is
paid. An honest description of this benefit should be $5 per day, in hospital only,
doctor's coverage up to a maximum of 50 days in the hospital.
In short, the company deliberately misrepresented the coverage by selling a

prospective buyer on the maximum benefits provided and NOT advising the
buyer of the qualifications involved.

CLAIMS EXPERIENCE

I had a skin cancer surgically removed on November 20, 1974. The doctor's
report stated "surgical excision of basal cell carcinoma." This first claim was
denied in a letter dated December 27, 1974, because a basal cell carcinoma did
not meet the policy definition of cancer.
On January 4, 1975, I wrote and quoted my Webster dictionary definition of

carcinoma which was almost identical to the policy's definition of cancer and
had to point out the benefit schedule provided for $50 for removal of skin
cancer so the policy must cover my claim.
On January 24, 1975, I received a reply, the gist being I would have to supply

a pathology report explicitly stating a malignancy. I had this sent and on
February 25, 1975 finally received $114.40.
I have had four additional skin cancer surgeries and have had more or less

difficulty with each claim. To quote one of my doctors, "We have had more
trouble with American Family Life than with all other insurance companies
combined" and another doctor wrote the company, "Ordinarily an operative
report is adequate for all of our other insurance examiners as evidence of a
cancer," after my claim, based on his medical report, was denied.
I have submitted paid bills covering my five claims totaling $1,534 and have

been reimbursed $675.
The company will not honor any claim without a pathologist's report, yet the

policy does not cover laboratory fees.
In sum, I believe the company makes every possible effort to deny paying

claims. I think most people give up when their claim is initially turned down.
Last year, the company doubled the premium—yet the fixed benefit amounts

were not increased one cent.

Mr. PEPPER. Mr. Phillips, if you would not mind, it was suggested
to me and I think it is a good suggestion, that we hear all the wit-
nesses and then come back for questions.
Mr. PHILLIPS. Fine.
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Mr. PEPPER. Then we will get a clearer concept of what they all wish
to say.
Mr. PHILLIPS. The next witness is Mr. Schmidley.

STATEMENT OF STEVEN SCHMIDLEY, GREENSBORO, N.C.

Mr. SCHMIDLEY. Mr. Chairman, my name is Steven Schmidley,
and I am an attorney from Greensboro, N.C. I am attorney for the
estate of Harold Ray McGee. I represent Mr. McGee's estate in a
claim against Mid-South Insurance Co. I am here today to relate to
this committee the facts that underlie Mr. McGee's claim against that
insurance company.
Mr. McGee was a 32-year-old man who obtained cancer insurance

as part of a general medical policy from Mid-South Insurance
Co., on April 1, 1978.
Thereafter on July 31, 1978, when Mr. McGee was in a dermatolo-

gist's office, Dr. Stuart Tafeen, in Greenboro, N.C., for another condi-
tion, he mentioned to Dr. Tafeen, "One of my friends noticed the mole
that I have had on my back all my life, had it at least 20 years." He
said, "Would you mind looking at it?"
The doctor looked at it and said, "I don't think there is anything

wrong with it, but out of safety's sake, let me take a biopsy, some tissue
from it and run some tests." The biopsy revealed that Mr. McGee
had a stage II melanoma. This was some 4 months after he had taken
out the policy with Mid-South.
Mr. McGee was hospitalized and the melanoma was surgically re-

moved. Thereafter, he submitted a claim with Mid-South and they
denied coverage. The first denial occurred in early January 1979. At
the time of that denial, Mid-South had received the history and physi-
cal and discharge summaries from Moses Cone Hospital, the hospital
where Mr. McGee had been hospitalized.
They had not received or made any contact with the doctor who

biopsied the mole or the doctor who performed the surgery, nor had
they contacted Mr. McGee either by telephone, by letter or in person.
The basis of the denial was that they took the position that this illness
was an illness contracted prior to the effective date of the policy. Sub-
sequently, at the insistence of the agent who had procured the medical
insurance for Mr. McGee's company, Mid-South undertook to review
their denial.
They received a letter from Dr. Tafeen which was the first com-

munication they had had with Dr. Tafeen. In June 1979, Mr. Zinn
wrote a letter in which the following paragraph was included:
Mr. McGee had noted a mole between the shoulder blades for at least the last

20 years. Whether this lesion was a melanoma at the time or turned melanoma
a few months before he sought consultation does not alter the situation.

During the course of the deposition taken of Mr. Zinn I asked him
what the phrase "at the time" meant. He said it meant at the time he
took out the policy. So, I asked Mr. Zinn again, "What is the rationale
behind denying Mr. McGee's claim for benefits ?" The response I got is
that Mr. McGee had a mole on his back when he took out the policy.
He knew he had a mole when he took out the policy and regardless of
when the melanoma developed, whether it was before the policy or
after the policy, there was a preexisting condition.
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I asked Mr. Zinn during a telephone conversation in my office, my

first conversation, I said, "Mr. Zinn, I have a heart. I know I have a

heart when I take out your policy. Six months later I have a heart at-

tack. Is that a preexisting condition?"
Mr. Zinn was quiet for a moment. He says, "Well, under the terms

of the policy it might be." [Laughter.]
In July 1979, Harold McGee, they discovered he had a brain tumor.

He was hospitalized at Wesley Long Hospital in Greensboro, N.C. He
couldn't go back to Moses Cone because he still had an outstanding
bill that had never been paid.
He was transferred to Duke University Hospital in Durham, N.C.,

and underwent brain surgery. He returned home a very, very ill man,
unable to work. He ran a small company himself and when he couldn't
work the company made no money.
In September, he was again hospitalized in Wesley Long Hospital,

a body scan indicated he had a massive melanoma development
throughout the abdomen, kidney, and liver area. He was again trans-
ferred to Duke University Hospital—his condition was inoperable.
He was returned home and placed on chemotherapy treatments.
In early October, at the age of 32, while he was in Alabama, visiting

his brother, he lapsed into a coma and died. His estate is now facing
medical bills of in excess of $30,000 medical and hospital bills, none of
which have been paid.
During the course of investigating this claim and pursuing the liti-

gation, I have taken the deposition of Mr. Zinn and asked him what
the legal meaning is of the phrase, "a condition which existed or
an illness which was contracted prior to the effective date of the policy
meant."
He said, "A condition which had its medical inception."
I said, "Even if there had been absolutely no outward manifestation

to the insured that anything was wrong?" He said, "That is my def-
inition of the phrase." It is without question and it is not disputed,
to my knowledge, by Mid-South that there had been anything which
would indicate to Mr. McGee anything other than the fact that he
had a mole on his back.
The doctors who treated Mr. McGee are of the unanimous opinion

that the subsequent melanoma developments which ended in his death
were directly related to the initial melanoma which was on his back.
I would like to thank the members of the committee, and you, Mr.

Chairman, for the opportunity to appear before these committees and
to relate to you the story of Mr. Harold McGee.
[The prepared statement of Mr. Schmidley follows:]

PREPARED STATEMENT OF STEVEN S. SCHMIDLEY

My name is Steven S. Schmidley, and I am an attorney from Greensboro, N.C.,
and I represent the estate of Harold Ray McGee in an action which has been
filed against his medical insurance carrier. I have been requested to appear before
this committee to relate to you the facts surrounding Mr. McGee's involvement
with cancer and the problems he had with his medical insurance in paying his
doctor and hospital bills.
The factual background of this matter is as follows:
Mr. Harold R. McGee, a 32-year-old white male, obtained a group health insur-

ance policy for the employees of his company, including himself, from Mid-South
Insurance Co. on April 1, 1978. This group insurance policy was policy number
BPPA 2550, certificate No. 91455, and was issued by Mid-South Insurance Com-
pany.
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Thereafter on July 31, 1978, Mr. McGee while consulting Dr. Stuart Tafeen, a
Greensboro, N.C., dermatologist on another matter, requested Dr. Tafeen to
examine a mole which had been on his back for at least the last 20 years. Accord-ing to Dr. Tafeen's records, a friend had seen the mole and stated to Mr. McGee
that he should have it examined.
During the examination by Dr. Tafeen, a biopsy was performed on the moleas a safety precaution. The biopsy results showed that the area under the mole

contained a stage II melanoma. The mole and the surrounding area were sur-gically removed on August 31, 1978 and Mr. McGee was confined in Moses H.Cone Memorial Hospital in Greensboro, N.C., from August 30, 1978, until Sep-tember 4, 1978.
At the time of his examination by Dr. Tafeen and when Mr. McGee was lateradmitted to Moses H. Cone Memorial Hospital, Mr. McGee denied that the molehad changed in size or color, was painful or itchy. I have determined by speakingwith Mrs. McGee that no noticeable change had occurred in the area of the moleon his back, and the mole had not bled on Mr. McGee's clothing or bed sheets.After Mr. McGee's hospitalization he filed a claim with Mid-South InsuranceCo. under the group medical insurance policy, and by a letter dated January 6,1979, Mid-South denied coverage for the melanoma. The basis of the denial wassection 3 (a ) of the policy which provides an exclusion for any illness contractedprior to the effective date of the policy during the first policy year and maximumbenefits of $500 during the second policy year. At the time of the denial of theclaim, Mr. Sanford Zinn, senior claims examiner of Mid-South Insurance Com-pany, had received the history and physical and discharge summary from MosesH. Cone Memorial Hospital. Mr. Zinn did not contact Dr. Stuart Tafeen, thephysician who had biopsied the mole or Dr. Farley, the physician who performedthe surgery, and did not contact Mr. McGee by phone, letter or in person prior toinitially denying Mr. McGee's claim.
Subsequently, at the insistence of the agent who had procured the medicalinsurance for Mr. McGee's company, Mid-South reviewed its denial of Mr.

McGee's claim. This was done on June 21, 1979, and the letter requesting thereview included a statement prepared by Dr. Tafeen which was dated April 26,1979. This was the first communication between Mid-South and Dr. Tafeen. OnJune 25, 1979, Mr. Zinn of Mid-South Insurance Company wrote a letter to LynnLambert, the person who procured the medical insurance policy, denying theclaim for a second time. In this letter, Mr. Zinn stated: "Mr. McGee had noted a
lesion (mole) between the shoulder blades for at least the last 20 years. Whetherthis lesion was a melanoma at the time or turned melanoma a few months beforehe sought consultation does not alter the situation."
During Mr. Zinn's deposition which was taken during the course of discovery

he stated that the phrase "at the time" meant at the time the policy was issued.
The reasoning for the denial is simply stated that Mr. McGee had a mole and
knew it, and thus regardless of when the melanoma developed the condition
was a condition which existed when the policy became effective.
In late June 1979, Mr. McGee was hospitalized at Wesley Long Hospital and a

brain tumor was discovered. This tumor was determined to be a melanoma.
Mr. McGee was transferred to Duke University Hospital in Durham, N.C., and
on July 3, 1979, Mr. McGee underwent brain surgery. Of course, Mid-South
refused and continues to refuse to pay these hospital and doctor bills. Subse-
quently, in early September 1979, Mr. McGee was hospitalized again in Wesley
Long Hospital and a "body scan" indicated massive melanoma in the abdomen,
kidney, and liver area. Mr. McGee was again transferred to Duke University
hospital, but his condition was inoperable. Mr. McGee returned home in mid-
September 1979, and in early October, Mr. McGee, while on a trip to Alabama to
visit his brother, lapsed into a coma and died. The doctors who had treated
Mr. McGee are of the unanimous opinion that the subsequent melanoma involve-
ments are directly related to and connected with the initial stage II melanoma
which was discovered on Mr. McGee's back in July, 1978.
It should be noted that on May 10, 1978. Occidental Life Insurance issued

Mr. McGee a $150,000 life insurance policy. As part of this application process
Mr. McGee was given a medical examination in Greensboro, N. C., on March 15.
1979. After Mr. McGee's death Occidental Life conducted a complete review of his
illness, which included contact with each doctor who treated Mr. McGee, and
after this investigation Occidental Life paid the insurance monies to Mr. MeGee's
widow.
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A. civil action was filed in the Superior Court of Guilford County, N.C., on
July 12, 1979, seeking recovery from Mid-South Insurance Company for the hos-
pital and doctor bills incurred by Mr. McGee and punitive damages for the bad
faith refusal of Mid-South to pay the claim. During the course of this litigation,
the deposition of Mr. Sanford Zinn, the senior claims examiner of Mid-South
Insurance Company was taken. During the course of that deposition Mr. Zinn
testified as follows:
Question. So wouldn't it be a fair statement that the rational behind the denial

of the claim for Mr. McGee as of January 6th, 1979, is something to the effect
that "Mr. McGee, you had a mole and you had a mole when this policy was
effected and, therefore, regardless of when that mole became a melanoma, you
did not receive any coverage under this policy," is that correct, sir?
Answer. He did know he had this lesion or mole, yes.
Question. He had a mole, and he knew it?
Answer. That is right.
Question. And regardless of when it developed into a melanoma, he has no

coverage under the policy, isn't that the rationale behind your letter of January
6, 1979?
Answer. I do not know how you are using the term "rationale". It wasn't a

rational decision; it was based on the fact that these records show he had this
particular lesion for twenty years and he knew it and based on the policy
provisions, it was denied on that basis.

Question. What was the illness that Mr. McGee had, what was the illness,
melanoma?
Answer. Right.
Question. There is no contention by you, sir, or by Mid-South, that he had

that mole removed as part of cosmetic surgery?
Answer. Cosmetic wasn't mentioned.
Question. You had no facts as of January 6, in your possession, to know when

the melanoma developed, did you?
Answer. No.
Question. And you found that to be an irrelevant consideration because he

had this mole and he knew he had the mole, at that time?
Answer. It was mainly that he did have the mole, or lesion.
Question. * * * Just one other question concerning the January 6, 1979 letter.

Other than his knowledge of the mole or the lesion on his back, you had no
facts in your possession or no knowledge of any other outward manifestations of
anything being back there other than just a mole, did you?
Answer. I only had what information was in the records.
Question. Is there any information in the records there showing any outward

manifestation of, that to Mr. McGee's knowledge, other than the fact he had
the mole back there?
Answer. To the best of my knowledge, no.
This deposition testimony related to the initial denial of Mr. McGee's claim

which occurred on January 6, 1979. Further, during Mr. Zinn's deposition, Mr.
Zinn stated that he did not know the legal meaning of the phrase preexisting
condition or a condition contracted prior to the effective date of the policy, that
his definition of the term relates solely to the medical inception of the disease.
Mr. Zinn believes that "medical inception" is the key even if there has been
no outward manifestation of the condition to the insured.
During his deposition Mr. Zinn further testfied that:
Question. Now, Mr. Zinn, did you have an opportunity at some later time to

receive further information concerning this claim that Mr. McGee submitted?
Answer. After I had sent the January 6 letter, then a letter was received,

I believe by Doctor Tafeen.
Question. Let me hand you two paper writings, one marked Plaintiff Exhibit 2

and one marked Plaintiff Exhibit 3, and ask you to look at those, please.
Answer. [Witness apparently reading documents.]
Question. Have you had an opportunity to review those documents?
Answer. Yes.
Question. After reviewing those two documents, would it be correct for me to

state that you received Doctor Tafeen's letter which is dated April 26, 1979, as
an enclosure of June 20, 1979 letter to you from Lynn Lambert, which is dated
June 20, 1979 and marked as Plaintiff Exhibit 2?
Answer. Yes.
Question. Do you have those correspondences in your file?
Answer. Yes.
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Question. Would you please find those and see the date of receipt on those,please?
Answer. Doctor Tafeen's letter was received June 21; the letter from Lynn

Lambert was received June 21.
Question. Okay, upon receipt of Doctor Tafeen's letter, the document marked

Plaintiff Exhibit Number 3, what, if anything did you do?
Answer. Well, then I went to look into the claim further, so on July 5th, I

believe it was, I wrote Doctor Tafeen.
Question. Mr. Zinn, isn't it true, sir, that before July 5, when you wrote Doctor

Tafeen, you denied this claim one more time?
Answer. Yes.
Question. So, after you received Doctor Tafeen's letter, you did no further

investigation at that time, did you, sir?
Answer. No.
Question. And it was only after a telephone call from me that you decided you

would look into the claim further, sometime before July 5, 1979, isn't that correct?
Answer. That is probably correct.
Question. Okay, so you received the April 26, 1979 dated letter on June 21.

What, if anything, did you do, sir?
Answer. After I received that letter, I again denied the claim.
Question. On what basis did you deny the claim at that time?
Answer. On the basis again, on the fact that the insured had had this mole

or lesion on his back for twenty years or whatever.
Question. I am going to ask you to review Doctor Tafeen's letter, which is

marked Plaintiff Exhibit Number 3, and I am going to ask you this question—
Answer. Which letter is that?
Question. Doctor Tafeen's letter, Plaintiff Exhibit Number 3, this one right

here, sir.
Answer. All right.
Question. Mr. Zinn, isn't it true that that letter, which you received on June 21,

is the first record or any report of any kind that you ever had in your posses-
sion which in any way indicated when the melanoma may have developed?
Answer. This is the first inkling of when it may have developed, when he indi-

cated that it may have undergone clinical changes a few months before he
sought consultation.

Question. There is absolutely nothing in that letter which in any way indicates
that prior to April 1st, 1978, that Mr. McGee had any idea of any symptoms
that anything was wrong with the mole that he had on his back and that he
had had for some twenty years?
Answer. Except which had been pointed out by a friend.
Question. And you had no idea when the date of that was, did you?
Answer. No.
Question. And it would not have made any difference to your determination

when the date of that was, would it?
Answer. No.
Question. So, if that friend would have seen him on July 30th, before he went

to see Doctor Tafeen on July 31, and say "You ought to have the mole checked
into," even though that was after the effective date of his policy, it would not
have made a bit of difference in your determination?
Answer. My determination was made mainly on the fact that he had this for

a long period of time.
Question. He had had this what?
Answer. The lesion.
Question. The lesion or the mole?
Answer. Right.
I believe that this testimony clearly reflects the rationale, or total lack thereof,

behind the denial of Mr. McGee's claim by Mid-South Insurance Company. Mr.
McGee had a mole and knew he had a mole when he was issued the policy, and
thus, he had a preexisting condition regardless of when the mole developed into a
melanoma. The same rationale could easily be applied in the following way: The
insured had a heart attack and knew he had a heart when the policy was is-
sued and thus his heart attack was a preexisting condition when it occurred 6
months later even though the insured had no knowledge of any manifestation
that he had any kind of trouble.
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Mr. PHILLIPS. Thank you very much, Mr. Schmidley.
Our next witnesses will be testifying jointly, Mr. H. W. Jack Stur-

geon, and Chief Earl Meiers.

STATEMENT OF W. W. JACK STURGEON, WEST HELENA, ARK.,
ACCOMPANIED BY EARL MEIERS

Mr. STURGEON. My name is W. W. Sturgeon of West Helena, Ark.
I am a retired foreman from the Chicago Mill & Lumber Co., in West
Helena, Ark. I am a volunteer member of the West Helena Fire
Department.
Chief Meiers will read this affidavit which I have.
Mr. MEIERS. Mr. Phillips and Mr. Chairman, I would like to read

Mr. Sturgeon's affidavit.
I am a retired foreman from the Chicago Mill & Lumber Company in West

Helena, Ark. I am a volunteer member of the West Helena Fire Department. I
have been a member of the auxiliary Fire Department for West Helena for ap-
proximately 20 years.
We don't get much pay for our firefighting services because our town of about

12,000 people over in the Delta along the Mississippi River Valley can't afford all
full-time firemen. The volunteer fire department is a civil as well as a social club.
We meet two times a month and go to most of the fires to help the few regular
full-time firemen protect the homes in our town.
In 1968, I took out, along with other firemen, a cancer insurance policy with

American Family Life Assurance Company of Columbus, Georgia. The agents
when they appeared before us at the City Hall in West Helena to get us to buy
the policies and told us in 1969 that if we had cancer the benefits would be paid
even if we were in the Veterans Hospital and regardless of any other benefits we
might have.
I kept my policy up. In 1975, I began having trouble with my throat and was

hospitalized by my family doctors in our local hospital. I was ultimately hospi-
talized and operated on for cancer in the Veterans Hospital in Memphis. I was
hospitalized and operated on for cancer at the VA hospital in Memphis. Our local
hospital bill was around $979.55. I was hospitalized for seven days. That bill has
never been paid. I was hospitalized at the VA hospital in Memphis on three
different occasions, 28 days, 19 days and 5 days. I have never been paid benefits
for this period of time.
I paid premiums from 1968, on a group policy up through the time I retired

which was in September of 1975, and after retiring I began to pay the premiums
on a non-group basis and paid the premiums up until 1976. My Helena Hospital
bill has never been paid. My benefits due to me while I was hospitalized in the
Veterans Administration Hospital and in our local county hospital have never
been paid.
I understand, Mr. Phillips, that you and your committee are investigating

abuses in the insurance industry. I definitely feel that the American Life Insur-
ance Company of Columbus, Georgia, has taken advantage of me and has done
me wrong. I work hard for my money and I have paid these premiums and they
have never paid the benefits. I urge that you and the Federal Government stop
these abuses by the insurance industry. It is not fair for this company to take
my money and not pay me the benefits. This has kept me torn up for many years.
This is making my health problem greater.

Mr. Phillips, that is all of Mr. Sturgeon's statement.
[A copy of Mr. Sturgeon's affidavit can be found in the appendix.]
Mr. PHILLIPS. Chief Meiers, I understand that you witnessed the

sales pitch in 1969.
MT. MEIERS. That is correct.
Mr. PHILLIPS. Of the insurance agent and that you have your own

statement, sir.
Mr. MEIERS. Yes, I have my own statement, if you will. I would like

to read it.
Mr. PHILLIPS. Thank you.
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Mr. MEIERS. I was present in 1968 when the insurance agent first
solicited me and the other firefighters for the insurance.
West Helena is indebted to citizens such as W. W. Sturgeon. Our

town cannot afford a full-time, fully staffed fire department.
We have approximately 20 men, including Mr. Sturgeon, as volun-

teer firefighters to protect the homes in our town from fires. They
respond to the fire alarms along with us full-time firefighters.
It hurts me to see how Mr. Sturgeon has been treated by this cancer

insurance company. I heard the agents tell him in 1968 that American
Family will pay hospital benefits directly to him, regardless if the
patient were in a Government hospital or any other cancer insurance.
On April 15, 1975, I took out the same type of policy with American

Life.
Mr. PHILLIPS. The same company, American Family Life ?
Mr. MEIERS. Same company.
But the policy has been changed. This is on Mr. Sturgeon's. I kind

of jumped ahead of myself. This is on Mr. Sturgeon's, on April 15,
1975, I believe.
This policy has been changed to specify exclusive benefits when

the patient went to a VA hospital. This is in my policy.
Mr. PHILLIPS. Your group ?
Mr. MEIERS. My group policy.
Jack's policy did not spell out or indicate that a $50 a day benefit

will be paid to him when the patient was confined to any kind of
hospital. What American Family has done is changed Jack Sturgeon's
policy without his permission. That is illegal.
Both his policy reads, "No changes in this policy should be valid

until approved by the executive office of the insurance company unless
approved and signed by the insurer or endorsed hereon attached
hereto."
Mr. Sturgeon never gave such an endorsement.
Many of the other members of our fire department are disturbed

over how our friend and fellow firefighter, Jack Sturgeon has been
treated by the American Family Life Assurance Co. of Columbus, Ga.
I have with me two other affidavits of two other firefighters who

have personel knowledge of the insurance company's soliciting in the
insurance business. They support Mr. Sturgeon's statement that the
agents sold the policy on the basis that a hospital or confinement bene-
fit will be paid if the insurer stays in a Government hospital.
Mr. Chairman, with your permission, I would like to file these

affidavits, at this time, along with my affidavit and Mr. Sturgeon's,
personally, in behalf of the members of the West Helena Fire De-
partment and appreciate you and your subcommittee's investigating.
We hope you will be able to stop this abuse by insurance companies.
Thank you, sir.
[Additional affidavits of Mr. Meiers, Mr. Sanford, and Mr. Deaton

can be found in the appendix.]
Mr. PEPPER. Without objection, so ordered.
Mr. PHILLIPS. Thank you very much.
Our next witness is Dr. Dan Kenshalo, Florida State University.
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STATEMENT OF DR. DAN ICENSHALO, FLORIDA STATE UNIVERSITY

Dr. KENSH.ALO. I am Dan Kenshalo. I am a professor of psychol-
ogy at Florida State University with a specialty in physiological psy-
chology. I have been there for the past 30 years. As a matter of fact,
that is my entire academic life.
My mother-in-law, Mrs. Eunice Gordon, was treated for lung cancer

during the period from February 9, 1976, through April 1, 1976. I
became involved in it when her husband, Mack Gordon, asked me
to look over her insurance policies and to see if the settlements proposed
by the companies were in conformity with the terms of the policy.
She had incurred, during this interval, hospital bills for rooms and

services in a total of approximately $8,800. American Family Life,
the cancer policy issuer, proposed to pay some $2,750. That is approxi-
mately 20 percent of the total bills incurred. This left the Gordons with
about $6,000 to somehow come up with in order to pay the balance of
the bill. Now the Gordon household consists of Mr. and Mrs. Gordon
and Mrs. Gordon's mother and they exist on an income of slightly over
$600 a month.
You can imagine what kind of a burden that places on an already

stretched budget to come up with another $6,000 in order to meet their
obligations, but come up with it they will because the Gordons are
reputable people, they recognize their debts and they make every effort
to pay them.
She had two policies with American Family Life. One was a gen-

eral hospitalization policy that covered only room to the extent of
$28.57 a day, exclusive of the first 4 days of hospitalization. The other
was a cancer policy, which provided for certain other services.
Of course, there was not much to review, and with the general policy

it was rather straightforward. But in reviewing the cancer policy, I
found two types of discrepancies between the claims department in-
terpretation of the responsibilities of the company and my interpreta-
tion of the responsibilities of the company. The first type of discrep-
ancy was an out and out error. They failed to count properly the num-
ber of days that Mrs. Gordon was hospitalized. For example, the
second type of error I would characterize as "sharpshooting." Drug
allowances, for example, were figured at 10 percent of the domiciliary
rate, whereas the policy clearly stipulated that drug expenses should
be calculated at 20 percent of the domiciliary rate. That statement was
in the fine print of the policy.
A ,second type of sharpshooting—what I would call sharpshooting

at any rate—was the denial of 9 days of hospitalization, plus services,
for Mrs. Gordon when she was readmitted to the hospital some 9
days after being discharged following surgery for removal of a lung
obe.
It does not seem reasonable to me, and her physicians concur, that

if she had not had the surgery, she would have developed pleurisy.
Because it was diagnosed as pleurisy, their diagnosis was the basis of
denial of support. Her physicians, as well as I, maintain that the
pleurisy was as a direct result of her having had the surgery, and
that she would not have developed pleurisy had she not had the sur-
gery. As a result of this review, we filed an additional claim with the
company for some $1,000 additional in expense.
After many telephone calls to the claims department, I finally got

on the phone and called Mr. John Amos, president of the company,
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and said, in effect, "Let's get on with it, either make up your mind
which you are going or I am going to the Georgia Insurance Commis-
sioner." That seemed to stimulate a remembrance in his mind because
very shortly thereafter they allowed our $1,000 in claims. This still
left the Gordons with some $5,000 to come up with in order to meet
their obligation.
In my estimation, the three most glaring deficiencies of the policy,

when I went through the review process, were first, inadequacy in
allowances. While her two policies together barely covered the domi-
ciliary charges, certainly the cancer policy covered no more than 50
percent of them. In terms of surgical procedure, there is no provision
for operating room expenses. There is no provision for diagnostic
X-ray. There is no provision for or very limited provision for expenses
in drugs. There is a rather generous provision for X-ray therapy.
Furthermore; along this same vein, there is a second kind of

inadequacy.
Mr. PHILLIPS. Excuse me, Dr. Kenshalo, could you wrap up the

statement?
Dr. KENSHALO. Yes.
Mr. PIIILLIPS. I understand you have an airplane to catch.
Dr. KENSHALO. I sure do.
The second type of inadequacy is, of course, the type of services that

may be presented. Chemotherapy, for example, is never mentioned
in the policy. Also not covered but a very large part of her expense
was respiration therapy, a therapy necessary in conditions of lung
cancer.
I consider that the largest step forward that we could make would

be to require insurance companies to express their policies in clear,
simple English without dependent clauses stretching from yea to yea.
If the people who buy these policies had at least an opportunity to
understand what they are buying, I think it would be a large step
forward for them to be able to compare the claims of the agent that
sells them to them with what the policy actually states. Thank you.
Mr. PHILLIPS. Mr. Chairman, since Dr. Kenshalo has a plane to

catch, I wonder if members of the committee have any questions of
him?
Mr. PEPPER. Yes I would like to ask each member of the panel one

question. You can be sort of preparing your answer, if you would.
First, what was the name of the company with which you dealt?
Dr. KENSHALO. American Family Life.
Mr. PEPPER. Do you know how much premium the covered person

paid in to that company?
Dr. KENSHALO. Yes, sir. She paid in $60 a year for a period begin-

ning November 15, 1971.
Mr. PEPPER. Up to what date?
Dr. KENSHALO. I don't know whether he still maintains that policy

or not. I advised him to drop it.
Mr. PEPPER. Do you know what was the total amount of damage or

loss sustained by the covered individual?
Dr. KENSHALO. The total loss was in excess of $8,800.
Mr. PEPPER. HOW much?
Dr. KENSHALO. Some $8,800.
Mr. PEPPER. How much was the covered individual paid by the com-

pany?
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Dr. KENSHALO. Eventually, after we went back at them, $2,700,
which represents about 31 percent.
Mr. PEPPER. Thank you very much, Dr. Kenshalo.
Thank you for coming to be with us today.
Dr. KENSHALO. Thank you for asking me.
Mr. PHILLIPS. Thank you, Dr. Kenshalo.
Our next witness is Mrs. Sobiesiak, of Cherryville, Pa.

STATEMENT OF MRS. MARIAN SOBIESIAB, CHERRYVILLE, PA.

Mrs. SOBIESIAK. Thank you, Mr. Chairman, gentlemen, and ladies.
Early last year I was contemplating getting more health insur-

ance coverage. Everyone in my family, my mother, father, aunts, and
uncles had succumbed to cancer. I thought I would help my husband
meet some of the expenses if I should come down with it.
We decided on Union Fidelity. The premium was cheap, just $59 and

some cents a year. Well, I filed the application, sent a full year's
premium and was informed our policy was in force as of April 22,
1979. On May 20, my husband attended a. banquet given by his bowl-
ing team. He imbibed a little too much, as all of you would, at a ban-
quet. At one point he went to the bathroom and passed two small blood
clots in his urine. He had no pain.
When he came home, he didn't say anything to me. The next day he

mentioned it to me. He had no more bleeding, so, since we had an ap-
pointment with the doctor for the 22d, we didn't call the doctor. I went
with him to the doctor, just to make sure he would tell the doctor about
this.
Dr. Eslinger examined him, took his blood pressure and said his ab-

domen was distended and he thought his liver felt a bit enlarged and
his blood pressure was elevated. He sent him home with medication,
told him to rest and he would try to get us an appointment with some-
one who might help us. On Wednesday, he told us to go to the Osteo-
pathic Hospital in Allentown and meet with the LIMA group.
We came to the hospital and the doctor examined my husband. Now

he also confirmed that he felt the liver was the cause of the trouble and
the blood pressure was very elevated. He was admitted, and, after sev-
eral attempts at abdominal taps, with no success, laboratory tests,
blood tests, urine tests were done. Everything was negative. X-rays
were taken. Upper GI series, and nothing showed up. They decided
maybe it was just gas in his intestines.

Finally, on May 30, they scheduled a cystoscopic. A biopsy was done
on the bladder. Dr. Sherman sent the specimen to a naval hospital
here in Washing-ton. On June 1, we were given the horrible and most
unexpected diagnosis, cancer of the bladder, a type very rare. Five or
six are reported in the medical journals.
Well, after a long convalescence, my husband was operated on June 4.

I have to go back to this. He was operated on June 4, because his
urine—he wasn't producing any urine. The doctor thought that per-
haps something was obstructed. He did a urostomv and now he has
two tubes in his kidneys. He improved somewhat, but he had a long
convalesence, up until July 5. Dr. Sherman told us not to expect any
miracles. Well, on his discharge we applied to the Union Fidelity to
pay us for his hospitalization. We figured they owed us about $1,800
in benefits just for the room alone, but---
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Mr. Pamurs. What is the hospital confinement benefit—a sort of
disability income?
Mrs. SOBIESIAK. They were supposed to give us $60 a day for the

first 7 days, and $40 for the rest of the time. Finally, in late August
or September we were told they would not pay us because the disease
manifested itself before the 30-day waiting grace period, that we
knew he had cancer and had taken the policy because of that.
I tell you, ladies and gentlemen, that it is not so. I got the policy

for me, not for my husband. My husband did have some abdominal
enlargement prior to his illness. The family doctor told us to cut down
on his food. We tried but my husband likes to eat. He always drank
a lot of liquids—between 3 quarts and 1 gallon a day, therefore,
naturally, he had frequency of urination. The doctor will tell you too
that frequency is not uncommon in older men; one of the reasons may
be an enlarged prostate gland.
The company was approached again for the second admission where

my husband had a colostomy. We were turned down again. So, gentle-
men, according to the insurance company, if any of us, and it could
be possible, are walking around with cancer without knowledge and
take out a policy and come down with it, God forbid, on the 30th day,
they are not required to honor the same. If tests don't show it, if doc-
tors can't confirm it, how does the insurance company justify?
[The prepared statement of Mrs. Marian Sobiesiak follows:]

PREPARED STATEMENT OF MRS. MARIAN SOBIESIAK

When I bought my cancer policy on April 22, 1979, I bought it to protect my
husband from any excessive cost of treatment I might bring him if I ever came
down with cancer. Both my parents, and several of my uncles have died of it.
My husband's getting cancer was the furthest thing on my mind at the time. I had
him pegged for emphysema. Things happened differently. He became "ill" (the
first symptom of something wrong) was on May 22, 1978, when after a banquet
he passed a blood clot in his urine. We went to see our doctor, Dr. Eslinger, who
checked him out, because of the bleeding and abdominal distention. His blood
pressure was elevated at the time, too. The doctor said to go home, rest, and he
gave my husband some pills to take, and told us he would make an appointment
with a specialist to check him out. Nothing was said about cancer.
Dr. Eslinger called the next day and told us to go to Allentown Osteopathic

Hospital and have the LIMA group doctors see him. On May 24 we went down
there. Dr. Starr saw my husband, checked him out and said he thought he should
be admitted because of his elevated blood pressure and severe abdominal disten-
tion. When asked why the distention, he said it sounded as if there was fluid
there and they would have to do a tap. He was admitted. They tried to tap his
abdomen, but could get nothing. Fluids were restricted, blood tests were done.
X-rays were done with no results. Finally they called Dr. Robert Sherman, a
urologist, who did a cystoscopic, then ordered more X-rays, and a repeat cysto-
scopic taking a biopsy of the bladder, on May 30.
On June 1, Dr. Sherman told us the shocking news that my husband had a

cancer which was inoperable. Such shocking news I wouldn't wish on my worst
enemy. We were stunned! Dr. Sherman said he'd get some other doctors to look
at the tests and see what they had to say. They all agreed on the diagnosis and
concurred the futility of further treatment. On June 2, my husband began to get
lethargic and confused. The next day he was worse, barely recognizing anyone.
Dr. Sherman scheduled him for surgery on Monday June 4, because he said his

urine was not coming out and he'd have to do a nephrostom on him to relieve him
of toxemia. The doctor operated on June 4, and within a few days my husband
was alert again. The right kidney was barely draining, but the left made up for
the deficit. The tumor was not removed. During his convalescence he had a few
setbacks, but finally with God's help and the doctors and nurses who were just
super, he was finally discharged on July 5. While he was in the hospital we filed
the form for the cancer policy, with Union Fidelity Life Insurance Co. of Penn-
sylvania. We figured they owed us about $1,800 in hospital confinement benefits.
We kept hearing from the company that they were processing our claim. Finally
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they wrote and told us they would not pay because my husband must have con-
tracted the cancer prior to my getting the insurance. If he did we were not, I re-
peat, we were not aware of the fact. Our family doctor was just as shocked as we
were when he heard the news. So—does the company just ignore our plight be-
cause the cancer was present without our knowing it? All the doctors told us that
with this type of cancer, when symptoms appear, it's too late. Can someone please
tell me, how is a person to know if he has cancer or not. Evidently it does not
show up in tests all the time. To my way of seeing things, the cancer manifested
itself the day we found he had it. We all may be walking around with a malig-
nancy, I hope not! But how can the insurance company sell you insurance prom-
ising help and then go back on its word. Thank you.

Mr. PHILLIPS. Thank you very much.
Mr. PEPPER. I understand that Mr. Denenberg, who was to be a part

of the panel of regulators here, a former insurance commissioner of
Pennsylvania, has to leave.
If we may, we will ask Mr. Denenberg to come up to the witness

table and give his statement and then we will come back to the ques-
tioning of the other members of the panel.

STATEMENT OF HERBERT DENENBERG, FORMER INSURANCE
COMMISSIONER OF PENNSYLVANIA

Mr. DENENBERG. First, I would like to thank the committee for the
invitation to be here. Second, I would like to submit my written
statement for presentation, if I may.
Mr. PEPPER. Without objection your statement will appear at the

conclusion of your oral testimony.
Mr. DENENBERG. Thank you.
Cancer insurance has two main values. First, it produces hand-

some profits for those willing to sell it.
Mr. PEPPER. Will you state for the record, what association you have

had with this general subject of insurance regulation ?
Mr. DENENBERG. Actually, that is in my statement. I am a former

Pennsylvania Insurance Commissioner, a former professor of insur-
ance at the Wharton School, a former insurance consultant for the
Small Business Administration, U.S. Department of Labor, Federal
Trade Commission, the Small Business Administrations of the States
of Wisconsin, Nevada, and the District of Columbia.
I have authored many books on the subject of insurance regulation.

I also tried to outlaw cancer insurance while insurance commissioner
of Pennsylvania! unsuccessfully.
Mr. PEPPER. Thank you.
Mr. DENENBERG. Cancer insurance has two main values. First, it

produces handsome profits for those willing to sell it. Second, cancer
insurance is a perfect, shining, flawless example of everything good
medical expense insurance should not be. Considered in the abstract,
from the point of view of sound and accepted insurance principles,
cancer insurance would be adjudged a lousy product. Considered as it
performs in practice in the marketplace, cancer insurance is worse than
a lousy product.
I would summarize by saying cancer insurance is an expensive form

of junk, gimmick, Mickey Mouse, limited coverage that gives little
value for its premium; that is inherently inefficient and uneconomical ;
that often contains tricky, deceptive and unfair provisions, loopholes
and fine print: that has often been sold not by fact but by appeals to
fear, superstition, and the irrational; that has been frequently mis-
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represented in advertisements and sales presentations, and that is often
sold to those that are least likely to need its limited protection.
Here is how cancer insurance violates every accepted principle of

buying sound medical expense insurance. The first rule of buying
sound medical expense insurance is to get comprehensive protection.
You need protection against medical expenses whether arising from
disease or injury, from a common disease or a rare one. Cancer in-
surance makes about as much sense as leprosy insurance or small-
pox insurance or chickenpox insurance. If you bought policies, dis-
ease by disease, you would soon have a bushel basket full of policies
and a thimbleful of money.
There are a couple of problems with buying medical expense in-

surance on a disease-by-disease basis. First, you are engaging in gam-
bling or wagering, not insuring. You are betting that you will get one
disease rather than another a bet that you will almost surely lose and
end up with uninsured medical expenses.
Why is cancer insurance a wager? If you buy cancer insurance,

in some cases you may be getting protection for about 1 percent of
your potential medical bills, maybe a little more or maybe a little
less. I am talking about all medical bills for all disease and all injury.
You are still going to be unprotected, even with fairly good cancer
policy, for 99 percent or so of potential exposure.
According to a study from the National Center for Health Statistics,

cancer accounts for about 4.3 percent of all medical expenses. Now
the major seller of cancer insurance claims to pay only 35 to 40 per-
cent of medical expenses for cancer treatment of their policyholders.
Taking that at face value, taking that heroic assumption, even

according to the most favorable assumptions of this cancer insurer, it
is paying for only 1.6 percent of the total medical cost, considering
both the exposure to cancer and all other diseases and injuries. This
is based on the most favorable assumption of what cancer insurance
pays for. One company, according to studies, pays only 11 percent of
all cancer bills; 11 percent of cancer bills as a percentage of all medi-
cal expenses comes down to less than one-half of 1 percent of all medi-
cal expenses.
So, from an overall point of view, cancer coverage may be paying

about 1 percent or less of your overall potential medical bills. You
are getting 1 percent coverage for a premium of $35 to $210, which
means going that route for full coverage of all disease and injury,
you would have to have 100 different policies to cover 100 percent of
all medical expenses, and it would cost you $3,500 to $21,000 a year.
Cancer insurers say if you get cancer, you are in good shape with

one of their policies. But, by leaving yourself uninsured for about 99
percent of potential expenses, you are almost sure to lose your gamble.
Buying insurance on a policy-by-policy basis has another defect.

It means you are paying each insurance company its fixed costs and
other expenses, and getting the reverse of a quantity discount. You
are getting a quantity markup. You are also increasing the chances
that a group of policies won't fit together properly, will perhaps pro-
vide too much coverage in some areas, too little in others, or won't
pay off at all because another policy has to pay.

Finally, by buying a limited policy, a narrow coverage contract
such as cancer insurance, you are more likely to have problems by
the insurance company's attempt to line off and identify the narrow
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area sought to be covered. For example, some cancer policies will only
pay for treatment of cancer, not diagnosis. You run into many strange
exclusions that would run counter to all reasonable expectations. Can-
cer insurance violates still another principle of sound insurance buy-
ing. You should try for the policy that has the most favorable benefit-
cost ratio, that which pays back the highest percentage of policy
premiums and benefits.
There are good, individual medical expense insurance contracts that

pay back 95 percent, 90 percent, 80 percent, 70 percent, 60 percent, but
often the cancer insurance companies will be paying 40 percent or far
less, a less generous payout than the Pennsylvania lottery, and dollar
for dollar, more than twice as expensive to get the same benefits to
policyholders as a lower cost policy, say at a 90-percent payout ratio.
Cancer policies are not only a gamble and an expensive gamble, but

they violate another rule of sound insurance buying. Avoid policies
with tricky and deceptive exclusions likely to frustrate expectations
and likely to impair the essential purposes of the policy.

Cancer policies are, by their nature, like the old classic medical
expenses insurance that won't pay for medical expenses unless or until
you are hit by a wild buffalo, while on a Pullman, going south. Not
satisfied with an inherently narrow coverage, cancer policies add more
tricky exclusions. So you not only have to be hit by a wild buffalo, on
a Pullman going south, but the wild buffalo has to be named
"Gertrude."
For example, cancer policies may pay for the treatment of cancer,

but not for the treatment of the complications of cancer. They may
pay only for treatment, not diagnosis, and only for treatment, once
there is diagnosis, and not for treatment before diagnosis, and only
for treatment if diagnosis is made by a pathologist who examines tissue
or blood, even though it may not be medically sound or necessary to
undertake a biopsy for pathological examination.
An American Family policy I once examined, acknowledged that

problem by permitting diagnosis at time of autopsy, by pathological
exam. So, you could wait until death to have your cancer diagnosed,
and then be paid for all cancer expenses for up to 10 days prior to
autopsy time. [Laughter.]
At least you know when you are going to be stampeded by buffalo,

on a Pullman car going south, but you may never know when you are
going to be covered or more likely, uncovered, by cancer insurance.
These tricky cancer exclusions raise questions about the credibility of
insurance companies who would employ them. It is significant that not
a single blue chip insurance company, the top of the line companies,
that deliver the better product, at the lower premiums, from the most
stable enterprises, not one of those blue chip insurance companies write
cancer insurance.

Still another rule of sound insurance buying is to make your pur-
chases from insurance companies and agents that provide frank and
sound advertising and advise. Insurance is a complicated financial
instrument which requires a high level of understanding to properly
buy and sell. But cancer insurance companies, instead of providing
needed counsel and information, do little more than back a hearse up
to your door and parade a line of cancer corpses.
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You don't even have to look at their funeral-draped brochures. A.
leading proponent and salesman of cancer insurance admitted, con-
ceded, affirmed, in testimony before this very committee that cancer
insurance is nothing more than a high-priced financial rabbit's foot,
a fearful superstition, but not a useful product. The cancer insurance
spokesman, who incidentally was invited to be here today, but refused,
compared cancer insurance to another form of limited protection such
as airline insurance for passenger on flights and then made this state-
ment in comparison.
But I do not buy airline insurance because I am underinsured. I buy it because

I feel like if I don't buy it, this may be the very time the airplane is going to
fall. I am sure this plays some part in their persistence. They bought the policies.
They carried it. They have a superstition about dropping it, I am certain.

Fear is not used simply to catch or inspire interest, it is the whole
sales pitch and advertising approach. That is the reason so many buy
cancer insurance who can benefit the least from its minimum values,
those on medicare who already have adequate supplemental coverage.
This phenomenon was documented by the Harrington studies of this
House Select Committee on Aging.
When a product is sold irrationally, out of fear, not reason, people

buy it who will never benefit from it. For example, cancer insurance
has been sold to those who already have comprehensive Blue Cross-
Blue Shield contract. So, for each dollar cancer insurance pays, those
policyholders simply lose an equal dollar which would have been
paid by Blue Cross and Blue Shield. So, a near worthless cancer
policy can become totally worthless.
What all this comes down to is this: If you have good basic medical

expense insurance, you don't need cancer insurance. If you don't have
good basic expense protection cancer insurance protects you from
about 1 percent of your risk Of potential medical expenses from all
diseases. If you have basic medical expense coverage and want more
backup, you should buy an across-the-board backup, not a 1-percent
solution or a 99-percent defective solution.
As for remedies, perhaps the most potent and efficient use of re-

sources is to give cancer insurance the publicity it deserves. Informed
consumers are not likely to buy cancer insurance. I found my most
efficient regulating tool as insurance commissioner of Pennsylvania
was being able to publish shopper's guide to give the public the facts
and let them decide. We found our guides created an embarrassing
glow of publicity that often forced high cost and Mickey Mouse com-
panies to change their ways. I suspect one congressional shopper's
guide might do more good than 50 legislative reports.
I would also support measures, some suggested by the Select Com-

mittee on Aging, and one which I would like to advocate, is simply to 
outlaw cancer insurance altogether, to close regulatory gaps that per-
mit some mail order insurers to escape regulation by the States into
which their policies are sent, and to encourage States to improve the
quality of insurance regulation in the medical expense coverage area.

Incidentally, I support State regulation of insurance, but I don't
think there would be anything inconsistent with that by Congress sim-
ply outlawing a kind of insurance that is nothing but a Mickey Mouse
gimmick and ripoff.
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I will make one final recommendation to this committee, ending
with a variation on my first recommendation. The best remedy for a
lousy product, an overpriced product, a dangerous product, or any
other product that does not meet reasonable standards is publicity.
If a consumer gets the facts, he will make the right decision. In the
meantime, we can contend with overcharges, ripoffs, substandard
products and even fraud.
As Senator Philip Hart, who chaired this committee when I last

testified before it, has said, "Thirty to forty percent of the consumer
dollar buys no value, because of price-fixing, overcharging, fraud and
other abuses of the marketplace."
We can survive even if we are free to get information to the public

and to freely discuss and criticize abuses and problems in the market-
place. The one thing that is intolerable is a stifling and muzzling of
criticism and discussion.
American Family Life, of Columbus, Ga., has apparently decided

that it has to end the criticism and discussion of its products. So it has
virtually admitted it is going to try to silence the critics by filing libel
and slander suits. Earlier this year I was sued by American Family
Life Assurance Co. for $5 million for making this statement to a,
Changing Times reporter: "It makes no more sense to take out a can-
cer policy then it does to take out a leprosy or a chickenpox policy."

Incidentally, I afterward told a reporter that that was the kindest
thing I ever said about cancer insurance. I would say if that is libel,
virtually everything insurance experts have said about cancer insur-
ance is libel, everything you gentlemen have said in Congress about
cancer insurance is libel, and everything in that great 200-page report
is libel. In fact, my statement is quite mild compared to what other
critics have said. Ralph Nader, for example, described cancer insurance
as one of the biggest frauds in the insurance industry.
My statement was mild, true, and not libelous. The suit filed against

me was clearly frivolous. The intention of the suit was perhaps best
suggested by the public statement of John P. Amos, chairman and
chief executive officer of the American Family Life Assurance Co., at
the time he filed another $275 million suit against ABC for a series it
did on cancer insurance.
Mr. Amos then said, according to the National Underwriter of Jan-

uary 19, 1980, "We are prepared to answer malicious stone throwers
with cannon fire."
When Mr. Amos sued me, he also sued Changing Times and other

defendants and made this statement:
Anyone who did not and does not now take American Family seriously is a

fool and should be fully prepared legally to defend its position.
Protecting the integrity, good name and reputation of our company and the

equity of our policies from being further maligned must at all times receive top
priority. These threats cannot go unanswered and they will not.

Mr. Amos is saying in effect anyone who criticizes American Fam-
ily Life Assurance Co. has to be prepared to defend legally his posi-
tion and to face "cannon fire." Mr. Amos has apparently decided it is
cheaper to file frivolous lawsuits and to attempt to silence critics than
to defend cancer insurance in the marketplace of ideas. I think Mr.
Amos knows that he can't defend cancer insurance in the marketplace
of ideas. That is why he is not here today.
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He once debated me on Good Morning America, and I guess he de-
cided that wasn't the right way to go. The right way to go is not to talk
about it, to try to silence critics such as myself and perhaps such as this
Congress. I think this all raises some important questions. Should a
corporation be able to use its resources to silence critics? It should be
noted that there are few if any remedies against this kind of lawsuit
however frivolous, and the cost of defense can easily run $25,000 to
$75,000 and up. Some law firms wanted a $25,000 down payment be-
fore they start talking.
With the debate over the energy crisis, we have seen the kind of

budgets that corporations can unl ease for public relations and adver-
tising. If the kind of strategy that American Family Life Assurance
Co. has adopted is allowed to succeed, we would have turned loose a
monster that can damage our rights under the first amendment, the
very cornerstone of a free society. It is already difficult enough to
get frank and Outspoken criticism of shoddy and overpriced products
that now overwhelm the market place. Anything that threatens to
further stifle that criticism should receive serious scrutiny by this
committee, the Senate Antitrust and Monopoly Subcommittee which is
concerned with business practices.
Here is one business practice aimed directly at the first amendment

and even aimed at Congress itself as one of the defendants in the
Changing Times lawsuit is a congressional investigator. It is no coin-
cidence that a company which uses improper tactics to sell cancer
insurance will also use improper tactics to silence legitimate criticism.
It is no coincidence that a company which uses fear to sell cancer
insurance will also use fear as its main tool in attempting to silence
legitimate criticism. Thank you very much.
Mr. PEPPER. Mr. Denenberg, you have made a very able and, I be-

lieve, a very strong statement. It occurs to me as a lawyer, I know of
cases where when this kind of a suit was filed, a counterclaim was filed
for the malicious institution of a civil action.
Mr. DENENBERG. I will be glad to retain you, Representative Pepper.

[Laughter.]
Consider yourself retained. [Laughter.]
Mr. PEPPER. I am sorry. I would not be available. But it is a matter

of great public concern that any company that is engaged in a business
vitally affecting the public interest, which is under scrutiny by, for
example, congressional committees as well as by State superintendents
of insurance, the regulators of insurance, that they might be able to
intimidate any public official in making a comment that he believes
to be an honest and fair comment—it is a very serious matter to the
public interest.
For example, were you sued when you were still a commissioner?
Mr. DENENBERG. No, I wasn't. I was just sued actually in January.

I was joined, along with the representative of your committee, and
Changing Times. ABC has been sued.
Mr. PEPPER. Yes.
Mr. DENENBERG. The only thing that disappointed me was that ABC

was sued for $275 million. I was only sued for $5 million. I think that
is libel as far as I am concerned. [Laughter.] That reflects that I am
less capable, I guess, than ABC, and I take that with a grain of
reservation.
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Mr. PEPPER. It was at least complimentary to you. That means that
the attorney's fees, as you say, can always be very considerable, that
means the attorney's fees have to be paid by you, does it?
Mr. DENENBERG. That is correct.
I think that is a threat to anyone who wants to speak out, if they

can start slapping lawsuits on you. I don't think there is a good remedy.
I think that the remedy might be to pay $50,000 to defend yourself
and then pay $50,000 to file another lawsuit to vindicate your rights.
That is not really practical, in many cases.
Our legal system doesn't provide many practical remedies unless you

are prepared to spend a lot of money. Of course, American Family
might be able to spend that money. They might consider it a lot cheaper
to silence a critic with an expensive lawsuit than to discuss with that
critic. Just like Mr. Amos is apparently afraid to be here today to
discuss that.
I think when Mr. Amos has tried to defend his product, the results

were so unsatisfactory, that he has decided that he can't stand the
marketplace of ideas. What he has to do is really intimidate Congress.
How can you function if your people sitting right there are being
sued in a frivolous lawsuit?
I mean, can you imagine, cancer insurance is like chickenpox insur-

ance, getting sued for that. If that is libelous, almost everything I have
said since birth is libelous.
Mr. PEPPER. We may well have to extend our inquiry to get into that

suit question you just mentioned.
Mr. DENENBERG. I think it is important. I think it is especially im-

portant in this day and age when you can look in the papers, for exam-
ple, and you can see the millions of dollars that are being poured into
newspapers, television and radio stations by oil companies to influence
public opinion.
Now what if those same oil companies would decide what American

Family has decided? What if they tried to silence critics by filing law-
suits which are expensive to defend and for which there is no remedy
when you get hit?
Mr. PEPPER. Mr. Linn.
Mr. LINN. Mr. Pepper, I came here voluntarily to testify as a good

citizen. Now I hear what Mr. Denenberg has to say.
I do wish to point out to this committee and to yourself specifically,

Mr. Chairman, that this has a very chilling effect on witnesses or on
people who may wish to come in the future to any congressional in-
vestigating committee in reference to deceptive practices that they
feel are deceptive or unfair.
I am not speaking now only about your committee. I personally am

now speaking for my own person to tell you that I would have had
many serious considerations and thoughts about making the trip from
California and appearing before this committee if I felt that I was
making myself open to a frivolous or harassing lawsuit that would
engage my time and my money and my talents.
I would like to have that protection from this committee on the

basis that they would be able to support me and to defend me in the
event such an eventuality occurs.
Mr. PEPPER. I can assure you that to the extent that it can, our com-

mittee will certainly give all the protection needed to witnesses who
appear.



39

I don't know of any actions taken by Congress to protect witnesses
who appear at official hearings. Here, this is a hearing of two com-
mittees, subcommittees of the Congress of the United States, one from
the Senate and one from the House. This is a Senate room in which we
are holding these hearings. The staff people here are paid out of
Government funds. We are acting pursuant to authority vested in
us by the rules of our respective bodies and the like.
This is a public hearing in respect to our effort to protect the public

interest. I don't know what the law is about protecting the members of
the committee or members of their staff or the like. I know, in general,
members are given immunity from what they say on the floor from
any kind of requirement to answer in any other forum. I think that
extends to other activities in the Capitol and the like. This may cause
Congress to look extensively into this very matter of protecting not
only their own committees, because I understand our committee has
been involved in one of these suits, and also to protect other witnesses
like yourself who come here today and to others.
Mr. LINN. I would appreciate that, Mr. Chairman.
Mr. PEPPER. Mr. Denenberg, we understand you wanted to catch a

plane.
Mr. DENENBERG. I will be glad to answer questions if you like.
Mr. PEPPER. Mr. Kemp wishes to ask a question.
Mr. KEMP. Thank you very much, Chairman Pepper.
On behalf of the Senate Antitrust Subcommittee, I would like to

follow up your very excellent statement with a couple of questions if
I might. As a former commissioner, are you familiar with the activi-
ties taken by State regulators across the country in dealing with
cancer insurance?
Mr. DENENBERG. Yes; I am.
Mr. KEMP. How would you characterize in general what has been

done in the 50-odd jurisdictions?
Mr. DENENBERG. Well, you have to look at it historically. If you

go back to the early 1970's, the whole situation was so bad that you
could smell it all the way across the land. Now it is so bad you can
only smell it when the wind is blowing. So, there has been some
improvement.
I think there are some strong points as your excellent report docu-

ments, but it is very weak. Insurance commissioners, I don't think,
have done a good job. I, myself, think that on a question like this, if I
was a State commissioner of insurance, I would want the policy out-
lawed altogether. In fact, I think it is very significant that the In-
surance Commissioner of Delaware only this month said he would
like to have the contract in his State made illegal because he just
doesn't have the resources to police all of this gimmick, Mickey Mouse
junk.

Theoretically, you could make a cancer insurance policy that wasn't
a ripoff, but it would take so much in terms of guidelines and regula-
tory resources, that it is much easier just to outlaw it. I would cer-
tainly favor that solution by Congress. I don't think that is interfer-
ing with State regulation.
.VVhen I was insurance commissioner I supported Federal no-fault

guidelines. I felt Congress could help improve the automobile insur-
ance situation by guidelines and at the same time not get directly
involved in the regulatory process. I think if Congress would make
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cancer insurance illegal, that would not interfere with the ability of
the States to regulate themselves.
I think you are leaning on a very thin reed if you wait for the States

to act. Because everything that you are talking about is not new. It is
5 years old. It is 10 years old. It is 20 years old. You can wait for the
States to act, and maybe they will, 20 years from now. But the ques-
tion is, how many people like this are going to be lined up at this
table in the next 20 years if nothing is done sooner.
Mr. KEMP. Thank you. I would like to follow up with one other

point. That chart up against the wall shows that many of these cancer
companies keep over half of every dollar paid in by consumers.
American Family, for example, keeps 57 cents out of every

dollar. Have you made any review of what happens to the money
which is kept by the companies, how it is expended?
Mr. DENENBERG. Well, I guess in the case of American Family, the

most obvious expenditure would be $1 million to its president. That
is where it goes. I think Mr. Amos benefits from cancer insurance. Per-
haps salesmen who market it benefit, but I don't think the consumer
ever benefits.
I think perhaps one of the reasons these people are up at this table

is maybe the money that was supposed to be paid for claims was paid
to Mr. Amos. I think it is hard for a company like that to pay $1 mil-
lion to its president, and still operate as efficiently as it might.
Mr. KEMP. That $1 million figure, is that an annual salary for Mr.

Amos, as you understand it?
Mr. DENENBERG. As I understand it, he has got some kind of an ar-

rangement where he gets a certain percent of the gross revenues of
the corporation with which he is involved.

Incidentally, I might add I think it is appropriate, because when
those who manage an organization, an insurance organization, collect
a percentage of gross revenue, that is a very dangerous kind of provi-
sion, because what it means is they are encouraged to sell, sell, sell,
without too much regard to what the profits might be. Now there are
some attempts to say that, but I think that is inappropriate, especially
in insurance where profits can easily be manipulated by manipulating
reserves.
They say you can run an insurance company with total incompe-

tence for years before it would go broke. So, there are all kinds of ma-
nipulations possible with an insurance enterprise and, in my opinion,
that kind of a provision is dangerous.
Mr. KEMP. Do you know how an annual salary of on the order 'of

$1 million compares with what the chief executive officers of other in-
surance companies earn?
Mr. DENENBERG. Well, certainly it would be far in excess of com-

panies of that size.
Mr. PEPPER. I am informed by a member of the staff that witnesses

who appear before a congressional committee at a public hearing like
this are exempted or immune to suit under the speech and debate
clause of the Federal Constitution.
So, apparently you need have no concern about yourselves being

the victim of such an action.
Mr. Drinan, have you any questions of Mr. Denenberg?
Mr. DRINAN. Thank you, Mr. Chairman.
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I want to commend Mr. Denenberg and the others and I am very
proud that Massachusetts has banned this type of insurance many
months ago. Once again, if I do say so, Massachusetts led the Nation.
Do you think, Mr. Denenberg, that the States may follow the lead

of New York, New Jersey, Masssachusetts, Connecticut, and New
Hampshire and ban this? Do you think there is a reasonable expecta-
tion with publicity such as this, with the Consumers Report, with
Changing Times and with yourself and with all these people, do you
think the insurance companies will recognize that this is a fraud and
follow the States or simply withdraw from the business?
Mr. DENENBERG. No; I don't think SO. I think you can overestimate

the impact of publicity on legislative bodies. Some of them I described
as zoos in the States. I don't think they necessarily react to what is
happening in the world. I don't think they are necessarily persuaded
by strong studies. It is very difficult to get State legislation. It is quite
easy to stop State legislation.
So, I would not—in terms of reason—what reasonable men would

do, I would think every State would pass the ban. But that is not
going to happen. There has been plenty of time to recognize these
abuses. They are really not new at all.
Mr. DRINAN. I assume therefore that the curve of those taking this

insurance is going up. It was 2 million in 1974. This year it is 15
million. You would think, therefore, that the curve would be going
up and that only State legislation, along with the recommendations
in this report, would suffice to curb this.
Mr. DENENBERG. Yes. In other words, I think if you look at the

States that have banned it, they are progressive States. They are
always in the forefront. New York, for example, is the traditional
leader in insurance regulation. But I would not expect other States
to follow suit.
Mr. DRINAN. Thank you very much.
I yield my time.
Mr. PEPPER. Thank you, Father.
Mr. Marks.
Mr. MARKS. Dr. Denenberg, thanks for being with us. Your candor,

as usual, is refreshing. Of course, we are all pleased to hear that no
one is going to find themselves in the middle of a law suit today.
Mr. DENENBERG. I look forward to coming back now that I know

I have immunity.
Mr. MARKS. Right. [Laughter.]
Mr. DENENBERG. I am ready to have Representative Pepper repre-

sent me in that other law suit at any time. [Laughter.]
Mr. MARKS. Let me ask you about the present situation as far as the

States adequately protecting your citizens, particularly in light of
policies that are sold through the mail.
Is it possible, is there some possibility that the States, by having

these policies registered and examined and certified through the States,
could fairly well protect their citizens or do you think that is really an
exercise in futility?
Mr. DENENBERG. Yes. Well, I think the States could do it, but

whether they will do it is another thing. You know, most State insur-
ance commissioners are very passive people.
We have an insurance commissioner in Pennsylvania. You hardly

hear from him. I set all kinds of precedents, did all kinds of things
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that were very easy to follow, and yet, the very minute I get out of
office, many of them are forgotten. For example, I started the Shop-
per's Guide series which is a powerful tool when you show how lousy
some companies are, when you publish this kind of information.
We had one company that had a loss ratio—was paying out 7 percent.

But, for example, my successor has put out a few guides, but he hasn't
really followed with what I started. It is really back to business as
usual.
So, I think the power is there. I mean, I was astounded with what

you could do with the office of insurance commissioner. I found you
could turn the world on its end in 24 hours if you wanted to do it.
But unfortunately, most insurance commissioners really don't use their
powers. They come out of the insurance industry and they want to keep
the insurance industry happy. They don't want to rock the boat. They
are under all kinds of pressure. So, they need all the help they can get.
I think that is why many of the best reforms, in my opinion, came out
of the Senate Antitrust and Monopoly Subcommittee with that long
history back to Senator Hart. Because they did point out problems.
But you can point out problems and nothing will happen. There will
be some action. You know, just like with cancer insurance.
This whole thing with cancer insurance and mail order health insur-

ance started in the early 1970's. There were all kinds of big headlines
and all kinds of publicity and here it is, 10 years later and we are still
in this mess. So, it shows you how slow things are. Anything that Con-
gress could do to speed it up would be much appreciated. And, I think
you are in a situation where there is a lot of legislation which Congress
could pass that would not be viewed as interference with State regula-
tions. For example, your own study shows that State insurance com-
missioners want some of these loopholes in mail order insurance mar-
keting closed.
Mr. MARKS. Thank you very much, Dr. Denenberg.
Mr. PEPPER. Mr. Gudger.
Mr. G17DGER. Thank you Mr. Chairman. I want to commend Mr.

Denenberg. He adhered to a principle that I heard several times. He
who speaks best speaks fast. [Laughter.]
I want to say this, though, I believe I sense in your remarks a strong

encouragement for Congress to take some action to limit the mail order
situation in this area, and to thus allow the States to regulate them-
selves.
I also sense that in those States which have held that the legislature

of the State, its insurance commissioners, in some instances, under
legislative authority have the power to regulate, but do not have the
power to prohibit a particular product being sold. That in those in-
stances perhaps—I mean insurance dealing with cancer or specific dis-
eases might be prescribed by regulation in somewhat the same form as
automobile liability insurance where only a particular pattern or stand-
ards of terms could adhere to those regulations.

ould you speak to that very, very briefly? I understand the pro-
hibition that exists in Massachusetts and New York.
Mr. DENENBERG. Are you talking about what Congress might. do?
Mr. GUDGER. I am talking about the legislatures. What the legisla-

tures might do with insurance in this medical field, particularly where
specific diseases are controlled and prescribed uniform standards.
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Mr. DENENBERG. Well, I think Pennsylvania, for example, requireda law. They actually prescribed minimum standards, so if you write adread disease policy you have to at least have to pay $100 a day in hos-pital charges. So, I think there are all kinds of legislation which aState legislature could pass. The laws are very often very unlimited
and inadequate. That is why I often use the Shopper's Guide approach,
because there was no way to stop an abuse. The only way to stop it was
to publicize it.
So, in many States, the authority is inadequate. But the problem is,

even if the States had adequate authority there is a question of how
vigorously they would use it. You have to remember that most State in-
surance codes were written by the insurance industry. They represent
kind of a common denominator of thinking by the industry and they
are really not good, solid codes that provide clear and specific regu-
latory authority.

Certainly in the health insurance area it is one of the worst, because
in almost any other area you can make some intelligent comparisons.
If you shop for life insurance, if you shop for auto insurance, if you
shop for homeowners insurance, you can compare policies. When you
get into health insurance, it is a complete mess. The policies are allover the lot. There is no similarity. It is very hard to shop and compare.
So, I would agree with you that one of the most important things, if

possible, would be for States to come up with further legislative au-
thority to regulate health insurance and a prescribed minimum stand-
ard.
Now some States have done that, too. But it is a very slow process.
Mr. GUDGER. Thank you very much. You answered my questions.
Mr. PEPPER. Thank you again, Mr. Denenberg.
Mr. DENENBERG. Thank you.
[Mr. Denenberg's prepared statement follows :I

PREPARED STATEMENT OF HERBERT S. DENENBERG

Cancer insurance is an expensive form of junk, gimmick, Mickey Mouse, lim-
ited coverage that gives little value for its premium, that is inherently inefficient
and uneconomical, that often contains tricky, deceptive and unfair provisions,
loopholes, and fine print, that has often been sold not by facts but by appeals to
fear, superstition and the irrational, that has been frequently misrepresented
in advertisements and sales presentations, and that is often sold to those who are
least likely to need its limited protection.
As a result, cancer insurance has been outlawed in some States, including New

York, a traditional leader in insurance regulation, and in Connecticut, Massa-
chusetts, New Hampshire, and New Jersey. Other States have considered pro-
posals to do the same, and only a few days ago the Insurance Commissioner of
Delaware asked the legislature to make it illegal to write cancer insurance in
that State.
Cancer insurance has been widely condemned by State insurance commissioners

and by investigations of congressional committees and Government agencies.
Cancer insurance has been widely condemned by blue-chip insurers that sell
comprehensive and valuable protection and refuse to market this form of junk
coverage. And cancer insurance has been widely condemned by a long line of
investigations and reports that almost all agree that the coverage is short on
economic benefit to policyholders, long on heightening fear as a sales technique,
a product for which there are far superior and economical alternatives, and a
product whose main value is to those who take the commissions and profits from
its sale.
Cancer insurance has one other value. It is useful as an almost perfect illustra-

tion of everything that medical expense insurance should not be.

64-278 0 - 80 - 4



44

RULE 1. GET COMPREHENSIVE PROTECTION

You need protection against medical expenses whether arising from disease
or injury, whether arising from one disease or another, from a common disease
or a rare one.
Cancer insurance makes about as much sense as leprosy insurance or smallpox

insurance. If you bought policies disease by disease you would soon have a bushel
basket full of policies and a thimbleful of money.
There are a couple of problems with buying medical expense insurance on a

disease by disease basis. First, you are engaging in gambling, wagering, not insur-
ing. You are betting that you will get one disease rather than another, a bet that
you will almost surely lose and end up with uninsured medical expenses.
Second, you are running up needless costs by paying the fixed expenses and

commissions for a multitude of policies, in effect obtaining, not a quantity dis-
count but a quantity markup. You're paying for the accounting and bookkeeping
of many policies rather than a single one.
Third, by buying many policies, you are increasing the chances that they will

not fit together effectively, leaving gaps in some areas and allowing duplication
in others.

RULE 2. GET A HIGH COST-BENEFIT RATIO

When you buy medical expense insurance, you not only want comprehensive,
across-the-board coverage, but you also want a policy that returns most of the
policyholders' premiums in benefits rather than eating them up in expenses or
raking them off for profits. In other words, you want a favorable cost-benefit
ratio. (In insurance, the ratio of benefits to premiums is called the loss ratio.)
Cancer insurance policies typically return about 40 percent of the premium

dollar in benefits, a less generous return than that paid by the Pennsylvania
lottery, and only half the return, for example, of a good Blue Cross-Blue Shield
policy. In other words, cancer policies may be delivering half the return of some
alternatives the marketplace offers.
Even if the return on cancer insurance policies is increased, as it has been in

some States due to regulatory requirements, other defects of the policy will not
be cured.

RULE 3. AVOID POLICIES WITH TRICKY AND UNFAIR EXCLUSIONS THAT IMPAIR YOUR

PROTECTION AND CAST DOUBTS ON THE CREDIBILITY OF THE INSURER

The coverage accorded cancer insurance is narrow enough, but it has been
sliced even thinner by tricky and unfair exclusions in the policy. A standard
form of one insurer provided: "This policy does not cover any other disease or
incapacity other than that resulting from cancer even though such other disease
or incapacity may have been complicated, aggravated or be directly affected or
caused by such cancer or as a result of cancer treatment."
Not content to pay only for cancer, the company does not do what sound med-

ical expense policies would do—it avoids paying for complications of the disease.
Another provision may provide that no payments may be made until there is

positive pathological diagnosis based on tissue or blood examination. A policy
may permit the use of post-mortem examination to establish the diagnosis, but
then allow for payment of expenses incurred for only ten days prior to the final
diagnosis.
The very nature of this type of limited policy is such as to require exclusions

that lead to controversy and uncertainty, and result in disappointing expec-
tations.
The kind of unreasonable exclusions cited above cast a shadow not only on

the policy itself but the company that would market it.
Even as some of the more unreasonable exclusions and provisions are elimi-

nated, as a result of regulatory pressure and as a result of voluntary action by
the insurer, the problem of drawing lines to define the covered and uncovered in
such limited policies will persist.

RULE 4. BUY FROM A BLUE-CHIP INSURER IF AT ALL POSSIBLE

In buying a long-term contract, that depends on the financial strength and
good will and equity in claims payments of a company, it is important to select
blue-chip insurers who can be counted on in the long run.
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Based on my knowledge of the marketplace, there isn't a single blue-chip in-
surer writing cancer insurance. By blue-chip insurer, I mean those companies
with the best reputations for good management, quality products, compeltive
products and financial stability.
Even applying more modest standards, cancer insurance companies are usnally

less than you'd want to insure with. Insurance experts commonly suggest going
with companies that have one of the two top ratings issued by Best's Insurance
Reports, a leading authority on the financial strength of insurance companies.
In 1976, the Madison (Wisconsin) Capital Times checked the 20 insurers

writing cancer insurance in Wisconsin. At the time, not one of the 20 insurers
had a top rating and only 1 of the insurers had one of the two top ratings.
At the present time, there are few companies with the top Best Rating that

write cancer insurance. But there may be good reason why over the years this
kind of coverage has seemed to attract, on the average, the lower quality com-
panies.

It may well be that the highest quality insurers have not written cancer insur-
ance because they see it as so many else have—as a form of junk insurance that
will not serve the policyholders well.

RULE 5. BUY FROM INSURERS THAT PROVIDE FRANK AND SOUND ADVICE AND ADVERTIS-
ING AND ADVISE THEIR POLICYHOLDERS WELL

Insurance is complicated merchandise designed to serve a vital economic
purpose. It requires frank and sound advice and advertising if it is going to be
properly purchased and evaluated.
The American public does not have to be terrified, frightened or brow-beaten

in order to purchase insurance. They have demonstrated they are one of the most
insurance conscious and insurance buying people in history.

Yet, all to often, instead of providing frank and sound advice, cancer insurers
have attempted to mislead and frighten their prospects.
One of the classics in the sell-by-fear approach is the Union Fidelity Life

Insurance Co. brochure that says: "The same thing that happened to Babe Rath,
Nat 'King' Cole, Walt Disney, Sophie Tucker, Gary Cooper, Babe Zaharis, Spike
Jones, Chet Huntley, Jack Benny, Vince Lombardi, and Gypsy Rose Lee * * *
could happen to you: CANCER."

"It's sad but true * * * the prominent people you just read about all had
cancer. Millions of others are being struck by this horrible disease. Most of the
victims are people like you and me * * * not famous or prominent, but with the
same will to live."

Needless to say. the brochure is printed on a black, funeral-like background,
along with everything but the dirge. There may be some fear involved in the
sale of all insurance, but with cancer insurance it sometimes seems to be the
central and only theme.
Most observers of the insurance scene will probably agree that cancer insurance

is sold on the basis of fear rather than reason. Even a leading proponent and
salesman of cancer insurance, John Amos of American Family Life Assurance
Co. of Columbus, Ga., told the Senate Subcommittee on Monopoly and Antitrust
that his product is sold on the basis of fear and superstition.
He compared cancer insurance to other forms of limited protection such as

airline insurance for passengers on flights and then made this statement: "But
I do not buy airplane insurance because I am under-insured. I buy it because
I feel like if I don't buy it this may be the very time the airplane is going to
fall. I am sure this plays some part in their persistence. They bought the policy,
they have carried it and they have a superstition about dropping it, I'm certain."
(1972 Hearings).
What Mr. Amos admits, before this very committee, is that he is selling a nigh-

priced financial rabbit's foot, a fearful superstition, not a useful insurance
contract.

Fear is not used simply to catch or inspire interest, it is the whole sales uitch
and advertising approach.

That's the reason so many buy cancer insurance who can benefit the least from
its minimum values—those on medicare who already have adequate supple-
mentary coverage. This phenomenon was documented by the hearings and studies
of the House Select Committee on Aging.
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RULE 6. IF YOU NEED MORE MEDICAL EXPENSE INSURANCE BUY A SUPPLEMENTARY

POLICY THAT BACKS UP YOUR BASIC PROTECTION ACROSS-THE-BOARD

There is room for supplementary policies to back-up basic insurance and pro-
vide additional amounts of protection. For example, medicare leaves substantial
uninsured gaps in the protection provided senior citizens. A whole industry has
developed to fill those gaps.
Insurance experts are unanimous in the opinion that a good medicare supple-

ment should provide coverage for those gaps on an across-the-board basis, not
disease by disease, or condition by condition.

Senior citizens, above all others, should be aware of the need to buy insurance
efficiently, to supplement across the board, and to avoid ending up with multiple,
expensive, conflicting, duplicating policies.
The same principles apply to buying supplementary protection for the rest of

the population. By applying these principles, the consumer will not only get pro-
tection against all injuries and diseases, but will also get it more efficiently and
economically, with less chances of dispute and litigation, and with greater chances
of getting a quality company. The consumer will also be provided with a broader
range of services for treatment in and out of the hospital.
For example, in Philadelphia, a Blue Cross subscriber can buy a $10,000 major

medical ( which increases to $20,000 in 5 years), for as little as $3.40 a month for
an individual and $6.80 a month for a family. Still another possibility would be
to buy a jumbo major medical with a large deductible. One major insurer, for
example, markets a $250,000 benefit policy, with a $10,000 deductible for $117 a
year for males ages 22 to 41, and $130.50 for females of the same ages, with higher
premiums at higher ages. (The Blue Cross-Blue Shield contract, mentioned above,
has the same premium at all ages.)
Sound insurance principles, for many different reasons, point away from cancer

insurance. Those that have good medical expense insurance do not need cancer
insurance. Those that do not, should get a good basic contract and supplement it
across the board if necessary. Cancer insurance, at best, provides an interesting
form of speculation for those who want to take a gamble at selecting the disease
they are likely to get.

That's what the New Hampshire Department of Insurance had in mind when
they banned cancer insurance and said: "Of 28,070,000 hospital discharges in the
United States in 1968, malignant neoplasms (cancer) , constituted the diagnosis
in 1,044,000 cases or 3.7 percent." That percentage is up since then but not enough
to substantially change the picture.
Later and more comprehensive figures from the National Center for Health

Statistics show that neoplasms, both benign and malignant (cancerous), account
for only 5.3 percent of the total expenditures for medical care. If benign neo-
plasms were subtracted, the percentage would be even smaller.
Other adjustments could be made in the data. But however these statistics are

manipulated, the results are not radically altered. It should also be noted that one
major cancer insurer claims to pay no more than 90 percent of the patient's
cancer bills. So that would mean cancer insurance would only be paying for a few
percent of total cancer costs.

SOME SUGGESTED REMEDIES

1. While Insurance Commissioner of Pennsylvania from 1971 to 1974, I found
the most effective regulatory tool that I had was the publication of shopper's
guides to various forms of insurance and health care. ( See appendix I, an
article on the guides; and appendix II, some of the Guides.)
This did not require legislation, or slow-moving regulatory action. We found

direct and specific information to the consumer was the quickest way to inform
and improve the marketplace.
For example, after publishing our "Shopper's Guide to Life Insurance" many

companies listed as high-cost companies actually changed their premiums and
wrote to the Department asking to be taken off the high-cost list.
We also found that the "Shopper's Guide to Health Insurance" also had great

impact on the marketplace, because the purchases there, for the typical con-
sumer, are among the most difficult of any form of insurance.
By giving the consumer the facts, we were able to get more and more buyers

to make intelligent decisions in the marketplace, and to avoid the numerous
deceptions and pitfalls.
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The purposes of insurance regulation are to achieve sound and competitive
markets, and consumer information did that faster than any conventional regu-
latory approach.
So I would urge Congress and this committee in particular to fully publicize

the nature of cancer insurance and the alternatives in the marketplace. Over
the years, legislative committees turn out fat, unreadable and unread reports
that do not directly influence the consumer or inform him,

I'd suggest that this committee, before it bothers with a lengthy report on this
subject, or as an adjunct to its report, publish a "Consumer's Guide to Cancer
Insurance."

2. Another approach we attempted in Pennsylvania was to ban cancer insur-
ance altogether as inherently uneconomical and deceptive. We lost in a court
battle, with a decision that we lacked adequate authority to impose a ban.
By now five States have actually banned cancer insurance. This approach has

not lost favor, and only in the last few days, the Insurance Commissioner of
lielaware has proposed a legislative ban of cancer insurance.
The Delaware Commissioner, David Elliott, said in proposing the ban that

the prohibitive cost of establishing regulatory guidelines and for personnel to
monitor the insurance companies' loss ratio for cancer policies make any other
approach too costly.
This conclusion suggests the inherent deficiencies of the product. It may also

suggest that in smaller States, with more limited regulatory resources, an out-
right ban is not only the best approach but may be the only approach.
About the only argument against the use of a ban as a regulatory technique

is that the public should be free to buy foolish products. One insurance expert
put it this way: "My reluctance stems from my unwillingness to restrict the
freedom of people to make irrational purchases."

This philosophy may be persuasive in some areas of the marketplace But
insurance, for good and sufficient reason, has been subject to comprelvansive
regulation to assure a sound and reasonable product. Both the premium and
the contract must meet regulatory tests. There is no reason why we should not
subject the product itself, which results in questionable rates and policies, to
regulatory tests.
The consumer will be left with ample freedom to make all of the "irr'tonal

purchases" in other areas of the marketplace, not subject to insurance
regulation.
I would continue to support a ban of all cancer insurance policies by each

State. I prefer to see State insurance regulation continue, however, so I would
hesitate to propose any direct Government regulatory action.
As was the case with the no-fault controversy, another possibility is a,- pro-

mulgation of Federal guidelines, with the regulatory controls and administration
left to the States.
A fiat prohibition of cancer insurance by the Federal Government, that !,s, by

congressional action, would leave State regulation intact, and would certainly
not require the creation of a Federal regulatory commission or apparatus.
If the Federal Government is to intervene, a ban would create fewer complica-

tions and conflicts within the State-Federal system than attempting to set up
minimum guidelines for the marketing of cancer insurance.

3. The gaps in the regulation of mail-order insurance, especially those policies
involving group policies and trusts, is another area of abuse where Federal action
might play an important role. For example, group insurance policies may nw be
marketed across the United States without meeting the policy regulations of the
States into which they are sent. The problem is most acute in the area of associa-
tion groups rather than those involving employers and unions.
The mails could be closed by Congress to insurers who send policies that do not

meet local regulatory requirements of the States into which the policies are sent.
This kind of proposal would be supported even by ardent advocates of State

regulation, as it strengthens it, rather than weakens it, even though the source of
action is the Federal Government.

4. I will make one other recommendation to this committee, ending with a
variation on my first recommendation.
The best remedy for a lousy product, an overpriced product, a dangerous prod-

uct or any other product that does not ,meet reasonable standards is publicity.
If the consumer gets the facts, he will make the right decision.
We can contend with overcharges, rip-offs, substandard products and even

fraud. As Senator Philip Hart, who chaired this committee when I last testified
before it, has said-30 to 40 percent of the consumer dollar buys no value because
of pricefixing, overcharging, fraud and other abuses of the marketplace.
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We can survive even that if we are free to get information to the public and to
freely discuss and criticize abuses and problems in the marketplace. The one thing
that is intolerable is a stifling and muzzling of criticism and discussion.

American Family Life of Columbus, Ga., has apparently decided that it has to
end the criticism and discussion of its product. So it has virtually admitted it is
going to silence its critics by filing libel and slander suits.

Earlier this year, I was sued by American Family Life Assurance Co. for mak-
ing this statement to a Changing Times reporter: "It makes no more sense to
take out a cancer policy than it does to take out a leprosy policy or a chickenpox
policy."
If that's libel, virtually everything insurance experts have said about cancer

insurance is libel. In fact, my statement is quite mild compared to what other
critics have said. Ralph Nader has described cancer insurance as one of the big-
gest frauds in the insurance industry. Many others have been equally outspoken.
My statement was mild, true and not libelous. The suit filed against me was

clearly frivolous. The intention of the suit was perhaps best suggested by the
public statement of John B. Amos, chairman and chief executive officer of the
American Family Life Assurance Company, at the time he filed another $275
million suit against ABC for a series it did on cancer insurance.
Mr. Amos then said, according to the National Underwriter of January 19,

1980: "We are prepared to answer malicious stone throwers with cannon fire."
When Mr. Amos sued me, he also sued Changing Times and other defendants

and made this statement: "Anyone who did not, and does not now, take Ameri-
can Family seriously is a fool and should be fully prepared, legally, to defend
his position. Protecting the integrity, good name and reputation of our company
and the equity of our policies from being further maligned must, at all times,
receive top priority. These threats cannot go unanswered. And they will not."
Mr. Amos is saying, in effect, anyone who criticizes American Family Life As-

surance Co. has to be prepared to defend legally his position and to face "cannon
fire."
Mr. Amos has apparently decided it is cheaper to file frivolous lawsuits and to

attempt to silence critics than to defend cancer insurance in the marketplace
of ideas.

This raises some important questions. Should a corporation be able to use its
resources to silence critics? It should be noted that there are few if any reme-
dies against this kind of lawsuit, however frivolous, and that the costs of defense
can easily run $25,000 to $75,000 and up.
With the debate over the energy crisis, we have seen the kind of budgets that

corporations can unleash for public relations and advertising. If the kind of
strategy that American Family Life Assurance Co. has adopted is allowed to
succeed, we will have turned loose a monster that can damage our rights under
the first amendment, the very cornerstone of a free society.

It is already difficult enough to get frank and outspoken criticism on shoddy
and overpriced products that now overwhelm the marketplace. Anything that
threatens to further stifle that criticism should receive serious scrutiny by this
committee which is concerned with business practices. Here is one business
practice aimed directly at the first amendment, and even aimed at. Congress it-
self, as one of the defendants in the Changing Times lawsuit is a congressional
investigator.

It is no coincidence that a company which uses improper tactics to sell cancer
insurance will also use improper tactics to silence legitimate criticism.
And it is no coincidence that a company which uses fear to sell cancer insur-

ance, will also use fear as its main tool to attempt to silence legitimate criticism

Mr. PEPPER. I appreciate your coming here.
We will continue with the witnesses.

STATEMENT OF MARC H. BOTZIN

Mr. BOTZIN. Mr. Chairman, members of the committee, my name is
Marc H. Botzin. I practice law here in Washington, D.C. I was asked
to relate a case that I handled involving cancer insurance claims
practices.



49

In November 1978, I began to represent the widow of Earl Perrie,
a District resident who died of cancer in September 1978. Mr. Perm
had a malignant tumor on his lung that grew out through his chest
wall resulting in respiratory failure.
During his life, Mr. Perrie owned a cancer insurance policy written

by the Mutual Protective Insurance Co. of Omaha, Nebr. Mr. Perrie
purchased the policy in 1975, when he was 68 years of age. I have pre-
viously submitted a copy of the policy to Mr. Phillips. I would ask the
policy and my written statement I gave him be offered for the record.
[The material referred to is on file with the committee.]
Mr. PEPPER. Without objection, so ordered.
Mr. BOTZIN. The policy I mention is typical from the policies that

I have read, and virtually identical to a policy that I have seen by
American Family Life. It provides essentially for daily benefits for
hospital confinement and home confinement following a hospital ad-
mission for treatment of cancer.
Mr. Perrie had a tumor that was first diagnosed in January 1978,

and he was hospitalized on three occasions during that year. On each
occasion, the admitting diagnosis was cancer. He received radiation
treatments and chemotherapy for the very same growth that eventu-
ally killed him in September.
His wife at that time had submitted claims as they arose to Mutual

Protective and asked them to pay the daily benefits as well as the sched-
uled benefits that the policy allowed for the treatment that he re-
ceived. All during his life the insurance company refused to pay the
claim. When she came to me in November, and I reviewed the policy,
it was apparent that Mr. Perrie's condition was not diagnosed as a
malignancy in accordance with the policy, which again is typical. in
that it requires a pathologist's laboratory diagnosis of malignancy.
The clinical diagnosis that had been made throughout 1978 did not
satisfy the policy. At that point, no offer at all was forthcoming from
the carrier.
Around December, the insurance company offered to pay approxi-

mately a third of the value of the claim. The way they did that was to
send one of their claim agents from Nebraska, unannounced to my of-
fice, who was waiting in my waiting room with a checkbook when I
walked in around Christmastime.
He suggested to me that the money might pay Mrs. Perrie out dur-

ing Christmas. He gave no further explanation for the basis of the of-
fer. He phrased it in round numbers and he left. We naturally refused
the offer.

Following that episode, I went over to the hospital and spoke with
the pathologist who eventually did diagnose the malignancy during
the last hospital admission which was about 20 days before the man
died. It was his opinion, as well as the diagnosing pathologist's opinion,
that the policy was inherently unreasonable in two respects. The first
respect. was because of the requirement of a pathological diagnosis,
which in many cases, and in particular, in the case of my client's late
husband, it probably would have killed him if they opened him up
to take sufficient tissue samples to prove malignancy.

There were about 14 or 15 earlier pathology reports that were all
suggestive of malignancy, but the way they were termed was "irregu-
lar cells, suggestive of malignancy," and they all suggested further
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and other biopsies, all of which the treating surgeon believed were
dangerous to the health of the patient.
Eventually, they did pay the entire amount of the claim, which was

about $10,000. The reason they did that was because I was lucky
enough to have cooperative doctors who would provide me with re-
ports without charging me the customary report fees. I also threatened
them with a lawsuit and taking the case to the media, newspapers,
and so forth.
It took approximately 8 months back and forth with the insurance

company to get them to pay the face amount of the claim, and quite
frankly, the reason that we didn't sue them earlier was because my
client's age was about 70 years old. She was in ill health. Under the
literal terms of the policy, and no local precedent to show that the
terms of the policy were unreasonable and unconscionable as a matter
of law, it seemed to be a losing proposition, because our estimates
would be that it would take about 3 to 5 years to take the case through
the local courts and the local appellate courts.
I would point out that an interesting sideline here was that the

insurance carrier who was again, in Omaha, consulted with a patholo-
gist at Creighton University for the purpose of showing the so-called
reasonableness of the pathological diagnosis.
I was fortunate enough to get a copy of the pathologist's report,

which doesn't deal at all with my client's situation, but merely makes
a bland recitation that there are many people throughout the country
who are treated for malignant disease who don't have it. Because of
that, he believes it is essential that a 100-percent sure diagnosis of
malignancy be rendered before the policy should pay.
Because it has been asked of other people who have testified here, I

would point out that the monthly premium for this policy was $8. It
was purchased by Mr. Perrie in connection with a medicare supple-
ment policy which in itself paid a lot of the hospital charges. But
there were somewhere in the neighborhood of $10,000 or $11,000 in
daily benefits that we computed to have been due, of which the insur-
ance carrier initially refused to pay any amount. Thank you.
Mr. PHILLIPS. Thank you, Mr. Botzin.
You mentioned the pathology reports that were required under this

policy. Did Mr. Perrie have to pay for these out of his own pocket, as
Mr. Linn did, or is that covered under the policy?
Mr. BOTZIN. Well, customarily, the client would pay for them. I

have never seen a policy yet that covers the cost of an evaluation or re-
port from any physician. Customarily, when they are submitted with
a bill, they are turned down in this type of insurance as well as casualty
insurance.
Mr. PHILLIPS. Does Mr. Perrie's policy specifically exclude cancer

benefits when treatments occur prior to positive diagnosis by a
pathologist?
Mr. BOTZIN. Yes; it does. In his particular case, he was admitted

in April, June, and August. Since the growth had actually grown
through his chest wall and they could take sufficient tissue samples to
reach the diagnosis, they agreed to pay for that particular confinement
and the 10 days following it that he lived. But they denied some 73
odd days of prior confinement.
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Mr. PHILLIPS. I understand that they have latitude under the policy
as written to do that?
Mr. BOTZIN. Exactly. The policy specifically provides that the

earlier admissions are not covered.
[Mr. Botzin's prepared statement follows:]

PREPARED STATEMENT OF MARC H. BOTZIN

Shortly following the death of Earle Perrie on September 18, 1978, at age 71,
this office was consulted by the widow of the deceased in connection with recov-
ering benefits under a cancer insurance policy. This policy, a copy of which is
attached, provides for daily benefits for hospital and home confinement due to
cancer, as well as additional benefits for certain medications and surgical
procedures.
Mr. Perrie died of respiratory failure due to a bronchogenic carcinomae which

had grown through his chest. According to the death certificate, the cancer had
been present for approximately 8 months.
Mr. Perrie had been hospitalized on three occasions during 1978 for the treat-

ment of cancer. He spent approximately 73 days in the hospital with interven-
ing periods of home confinement. During each hospital admission, biopsies and
tissue samples were taken to confirm the clinical diagnosis of cancer. According -
to the numerous pathology reports, the tissue samples were suggestive of malig-
nancy but not conclusive. It was not until Mr. Perrie's third admission that a
conclusive diagnosis of malignancy was made by a pathologist in conformance
with Part 2 of the insurance policy.
After assembling documentation for this claim, the insurance company offered

a settlement which appeared to pay benefits relating only to the third period of
hospital confinement. The policy language prevented recovery for confinement
related to the earlier two hospital admissions due to the failure to positively
diagnose malignancy by laboratory methods. However, as the decedent was
treated for a cancer condition which eventually killed him, and had been present
prior to his first hospital admission, we question the purpose of the policy pro-
vision and the carrier's motive in invoking it. After consulting with the treating
physician and the diagnosing pathologist, we are convinced that the requirement
for a laboratory diagnosis of malignancy in a great number of cases is medi-
cally unreasonable. In fact, the treating physician was amazed that the insurance
company would question his diagnosis after reviewing the patient's chart.
We were engaged in settlement negotiations with the insurance carrier from

December 1978, through May 1979, at which time the claim for benefits was set-
tled. The insurance company had been in possession of the relevant hospital rec-
ords since the fall of 1978, and had consulted with a pathologist at Creighton
University in an effort to document their denial of this claim. We point out these
facts due to a statement contained in an article in the Washington Post on
June 11, 1979. This article states that the director of claims for Mutual Protec-
tive Insurance Company, with whom we negotiated the settlement of this claim,
said "his company ultimately would have waived the provision requiring path-
ology confirmation of Perrie's condition". We cannot imagine when the company
intended to make such a waiver, as they never did.

Mr. PHILLIPS. Mr. Chairman, I have questions for the other
witnesses.
Mr. PEPPER. Go right ahead.
Mr. PHILLIPS. Mr. Schmidley, did the Mid-South Insurance Co., the

carrier for your client, Mr. McGee, cite any evidence of any kind of a
conclusion that Mr. McGee had cancer before April 1, 1978, the date
the policy was purchased?
Mr. SCHMIDLEY. No, Mr. Phillips. The only evidence that they

cited to support their preexisting condition or illness contracted prior
to the effective date of the policy was the fact that Mr. McGee had
a mole on his back.
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During the course of the deposition testimony, the senior claims
examiner for Mid-South stated that he felt when the mole developed
into a melanoma was irrelevant to his determination that it was an
illness which was contracted prior to the effective date of the policy.
Mr. PHILLIPS. That might be interpreted by reasonable people as a

sort of a seat of the pants judgment on the part of the insurance
company.
Does the policy give them that kind of latitude?
Mr. SCHMIDLEY. Well, I would say the policy does give them that

kind of latitude to interpret as they wish the term "illness contracted
prior to the effective date of the policy."
I think when that phrase is used, and when the examiner who is

going to review the claim knows what the law is as to a preexisting con-
dition, then there is not any latitude. They can either determine
whether they have a reason or a basis for denial or they can pay the
claim.
Mr. PEPPER. Would the gentleman yield right there?
It would seem to me that even assuming that language which is

probably clearly unfair to the covered person, that the insurance
company would have the responsibility of showing that the malig-
nancy began prior to the time that the policy was taken out.
Mr. SCHMIDLEY. Mr. Chairman, that is the position we are taking.
Mr. PEPPER. They denied that?
Mr. SCHMIDLEY. They have denied the claim; yes, sir.
Mr. PEPPER. Thank you.
Mr. PHILLIPS. Chief Meiers, did the language of Mr. Sturgeon's

insurance policy in any way contradict what the agent told him orally
in 1968 or 1969?
Mr. MEIERS. That is correct.
Mr. PHILLIPS. The language of the policy did not contradict the

statement that even if Mr. Sturgeon was confined in a VA hospital,
a confinement benefit would be paid?
That is not contradicted by the language of the policy?
Mr. MEIERS. No, sir.
Mr. PHILLIPS. According to that group policy, the confinement bene-

fit would come to $50 a day for the first 7 days of confinement, and $30
a day thereafter.
What was the total amount that Mr. Sturgeon claimed?
Mr. MEIERS. Mr. Sturgeon's total claim in both hospitals ran about

$4,200.
Mr. PHILLIPS. What does that consist of?
Mr. METERS. In the VA hospital a quotation of about $1,800, in bene-

fits, plus the other hospital, in Helena, $1,000 even.
Mr. PHILLIPs. So that is a private hospital that has nothing to do

with the VA. Was any amount of that claim paid?
Mr. MEIERS. No, sir, it has not been paid.
Mr. PHILLIPS. What was their basis for denying that claim?
Mr. METERS. They didn't give any reason as far as I know.
Mr. PHILLIPS. I understand that Mr. Sturgeon is suing American

Family Life in the State court in Arkansas. What amount is he suing
for?
Mr. MEIERS. $500,000.
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Mr. PHILLIPs. Punitive damages?
Mr. METERS. Yes, sir.
Mr. PHILLIPS. Mr. Meiers, you state in your testimony that Mr. Stur-

geon's policy cannot be changed without Mr. Sturgeon's permission.
Mr. Sturgeon, I wonder if you could answer this for me. Did you

ever grant such permission to the company?
Mr. STURGEON. No; I did not.
Mr. PHILLIPS. Thank you.
Mrs. Sobiesiak, you state that you bought your cancer policy from

Union Fidelity Life Insurance Co. of Pennsylvania on April 22, 1979.
You have a 30-day waiting period in the policy before your cover-

age actually began. The cancer, it is my understanding, wasn't diag-
nosed until June 1.
Mrs. SOBIESIAK. June 1, right.
Mr. PHILLIPS. It is some 40 days after the effective date of that

policy.
Mrs. SOBIESIAK. Right.
Mr. PHILLIPS. So, what exactly was Union Fidelity's basis for deny-

ing your claim?
Mrs. SOBIESIAK. Well, on the policy it says the member shall become

afflicted with cancer which is manifested as herein defined in the en-
tire lifetime of such family member on or after the 30th day follow-
ing the effective date of this policy.
Now the doctors claim that we knew that he had the cancer which

we definitely clid not. They said that any prudent person would seek
diagnosis and care and treatment if there was any abdominal disten-
sion or disurea.
But, any normal person will know that a person usually associates

cancer with pain, loss of weight and a lot of bleeding, loss of appetite.
My husband had none of these outside of that one incident of a few
drops of blood in his urine.
He had the distention, yes, but as I said before, the doctors claimed

that it was because he was eating too much.
Mr. PHILLIPS. So the company in essence was saying that he should

have known that he had cancer at the time he took out the policy?
Mrs. SOBIESIAK. Yes; that is exactly what they are telling me.
Mr. PHILLIPS. Do they ever offer any evidence to that effect?
MTS. SOBIESIAK. None.
Mr. PHILLIPS. The first time cancer showed up was on the 1st of

June?
Mrs. SOBIESIAK. It was such a shock to us, you can't believe.
Mr. PHILLIPS. I understand you appealed your case to the Penn-

sylvania State Insurance Commission.
Mrs. SOBIESIAK. We did.
Mr. PHILLIPS. Have they taken any action on your claim?
Mrs. SOBIESIAK. Oh, yes, yes, yes. Mr. Dunn, the chief investigator,

is going to have a meeting with the Union Fidelity Insurance Co.
Mr. Thomas Finnegan is supposed to meet with them.
Mr. PHILLIPS. What has Mr. Dunn—what is his position?
Mrs. SOBIESIAK. Oh. He is the chief investigator of the insurance

commissioner, in Harrisburg.
Mr. PHILLIPS. What position is he taking on your claim? He is sup-

porting it?
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Mrs. SOBIESIAK. Oh, definitely. He is 100 percent in agreement with

us. I didn't sort of like what Mr. Denenberg said that nothing is being

done. It is being done. Mr. Dunn is breaking his back for us. He

really is.
Now, as a matter of fact, one time he wrote to the company. He said,

"I do not mean to be facetious, but really, every one of the symptoms

of pain, increase in abdominal girth, hemotheria, urinary urgency,

and disurea would be present in me if I were to drink a few extra

bottles of beer for a few weeks."
Mr. PHILLIPS. That is fine.
I wonder if you would submit that material for the record?
Mrs. SOBIESIAK. With pleasure.
[The matter referred to above can be found in the appendix.]
Mr. PHILLIPS. Thank you.
Mr. PEPPER. On behalf of Senator Metzenbaum and of our commit-

tee, I wish to thank every one of you in the warmest way for coming

here today and remaining as long as you have and giving us this very
valuable testimony.
We appreciate it. It is excellent testimony and bears very critically

upon the concerns we have about this kind of policy.
So, we want to thank every one of you for coming and wish you a

safe and pleasant trip home.
Thank you very much.
Mrs. SOBIESIAK. Thank you for listening to us.
Mr. STURGEON. Thank you.
Mr. METERS. Thank you.
Mr. SCHMIDLEY. Thank you, Mr. Chairman.
Mr. BOTZIN. Thank you, sir.
Mr. PEPPER. Thank you.
Now, we would like to call to the witness stand our concluding wit-

nesses, Mr. Alan Wright, former director of field audit, Massa-
chusetts Insurance Department; Mr. Arthur McCabe, Boston attor-
ney, and Mr. Howard Petricoff, assistant attorney general for Ohio.

PANEL OF REGULATORS:

STATEMENTS OF ALAN WRIGHT, ARTHUR McCABE, BOSTON, MASS.,

AND HOWARD PETRICOFF, COLUMBUS, OHIO

Mr. PETRICOFF. I offer my statement and two memoranda the staff
requested for the record.
Mr. PEPPER. Without objection, they will be received.
[The memoranda referred to above can be found in the appendix.]
Mr. PETRICOFF. I would like to present to the committee my state-

ment tomorrow in written form.
Mr. PEPPER. Very good.
Mr. PETRICOFF. I will dispense with reading it.
Mr. PEPPER. We would like you to do that.
Mr. PETRICOFF. Thank you.
The points that I think I was going to make today, and the pur-

pose was to discuss circumstances and the findings of the attorney
general of Ohio's inquiry into the cancer policy offered to the State
employees, the point that has not been touched on so far is a discus-
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sion of the special problems of group insurance and special cancer
riders and special cancer policies.
As for particulars on the policies offered to State of Ohio employees,

we ran into three problems and I think ones that will crop up with
anyone with group insurance and in the health and accident field. That
is a sizable portion of the market.
In the general health and 'accident policy offered to all State of

Ohio employees, there is a coordination of benefits clause. The purpose
of that is to reduce more than 100 percent collection on any health
or illness claim.
Now the economic basis of group insurance is that you have a group

of people who offered their particular needs as a group. They more or
less disperse their risk of medical costs among all the members of the
grOup. One of the advantages of group insurance is that the group can
take steps to minimize the cost. In these days of rising health care,
that is very important. Coordination of benefits clause is one that is
frequently found in group policies. What it says is that if you would
have more than 100 percent collection for any medical reimbursement,
the central policy group claim can reduce its payments by the amount
you are going to receive from other group insurance or other types of
insurance.
That way, no one has an incentive to claim illness. On the other

hand, we are still insuring that all the members of the group will in
fact get the medical coverage they need in times of a medical necessity.
Because most of the policies that were offered—the cancer policies of-
fered—the same type of benefits were covered under the general group
health and accident plan, a person holding both of them would achieve
nothing more than a reduction in their payments they would have
gotten from the group. That was the real heart of the memo that the
attorney general sent to the director of administrative services.
The other thing that I think is very important is the concept of

group. While the cancer insurance that was offered had all of the
trappings of group, there was a deduction from the wages to pay the
premiums and they got information that all said State of Ohio em-
ployees, in fact, the cancer insurance was not true group because the
premiums were not based on the medical history of the State em-
ployees. It was just a discount for those administrative services. In
fact, when we approached the companies that were offering the cancer
insurance to produce the true medical histories involved—the true
ratio of benefits paid out to the group—were told that was impossible.
Now, reviewing the material that was on file for the company as a

whole, we noticed that the companies were paying out 34 cents on
the dollar for 1977, and 35 cents on the dollar in 1978, while the normal
rate for the industry for group accident and health is about 80 and
for the Blue Cross and Blue Shield general plan it is about 90 in Ohio.
That was the other evidence that was in the memo.
In summary, those are the kinds of problems that group insurance

has. I think it is something the committee ought to consider.
Mr. PEPPER. Thank you very much.
Mr. Wright.
Mr. WRIGHT. Thank you, Mr. Chairman.
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I do not have a formal, written statement to present. I think the
copies of the examination report which you already had received are
as good a written report as I can make.
My name is Alan Wright. I worked at the division of insurance as

the assistant director of field audit from November 1976, until October
1978. I was the director of field audit from October 1978 to May 1979.
At various periods I was also acting deputy commissioner.
In the summer of 1978, Commissioner Stone directed that we ex-

amine four companies that specialized or sold cancer insurance. These
were Washington National, American Family, Union Fidelity, and
American Income.
We decided we would not do these examinations with our in-house

people. We did not have sufficient depth to do this. So we hired three
CPA firms—Price Waterhouse; Touche, Ross; and Coopers and Ly-
brand—and we hired three outside attorneys. We conducted an ex-
tensive search and then hired the three best ones we could find. We
hired a marketing research firm. We interviewed several of them and
hired what we considered was the best one. After we put the team to-
gether, we constructed an audit program. This was a comprehensive
and detailed document which you also have copies of, which outlined
the steps which we would take to examine these companies.
We began the field work in August, at Washington National. We

completed it in September. American Family, we were there from
September to October; Union Fidelity, from August to October;
American Income, from October through November.
Mr. PEPPER. Would you give us your conclusions from those

investigations?
Mr. WRIGHT. I will summarize the findings. Mr. McCabe, my col-

league, will go into some more detail on these findings.
We found that the advertising was deceptive, misleading, incom-

plete, and unclear. We found that the sales techniques emphasize fear
and cost. They emphasize the maximum possible benefits. They did not
emphasize specifics. There was little or no agent training, little or no
agent control conducted by the companies.
Since two of the companies sold to employees or to union members,

there was always the implied endorsement that the union or company
had given to the policy. Complaint handling at the companies tended
to be inadequate. It was not uniform. There was no central review or
control at any of the companies we examined.
In the claims area, the loss ratios were low.
American Family, 43 percent; American Income, 25 percent; Union

Fidelity, 18 percent. The average payout at Union Fidelity was $330
on the claims examined. At American Income, it was $1,400. At Ameri-
can Family, it was approximately 36 percent of the items that were
covered, and 24 percent of the items that were claimed.
Union Fidelity advertised very strongly, collect up to $200,000.

There was no way that one could get the maximum benefit of $200,000.
If you used the company figures you would have to have been hos-
pitalized for over 3 years, and 3 years is the cutoff period on the policy.
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American Family had a policy that pushed extended 90-day coverage.
This was really illusory. The average stay of the claims we examined
was 13 days. There was only one claim that lasted over 30 days.
The policyholders at Union Fidelity were in their mid to late seven-

ties. At American Family they were in their midfifties. Some 95 per-
cent of the policyholders had other coverages. Fear was the prime
motivator in these people buying these policies.
At American Family all the policyholders seemed to know that they

had a policy. But two-thirds of them didn't understand the policy
or what the coverage benefits would be. At Union Fidelity, only two-
thirds of the people even knew they had a policy, and three-quarters
of the people did not understand what the policy covered.

After the field work was completed, we drafted the reports. We
got Commissioner Stone's approval. We sent them to the companies
for their responses.
The response we got back from Washington National said: "You

had no right to examine us, besides which we never made very many
sales in Massachusetts. Furthermore, we discontinue sales."
American Family's response was:
We aren't admitting anything, but we are not going to argue with you because

we want to continue to sell insurance in the Commonwealth of Massachusetts.
So, we will make whatever corrections you say we have to.
American Income did not respond because they had a minor mis-

understanding.
Union Fidelity waited until the response period was up. And then

they said they could not meet the response period. They hired a local
attorney with good connections who came up, went to the insurance
commissioner and got an extension of the time in which they should
respond. They have submitted their response. We were in the process
of working on our responses to what they had submitted.
Three reports were published in mid-February 1979—all but Union

Fidelity. We sent these reports to all jurisdictions in which these com-
panies wrote and to the NAIC offices. Ultimately, one company re-
sponded to the report; that was American Income. They did make
an attempt to clean up the violations. Approximately half of them
were cleaned up to our satisfaction. We were working on a response
to the other half. The other three companies made no attempts to cor-
rect any of the violations that we alleged in the report.
At this time, May 1979, my employment with the Division of Insur-

ance was terminated.
Mr. PEPPER. By action of the State insurance commissioner?
Mr. WRIGIIT. The insurance commissioner fired me. It was interest-

ing. Shortly before Commissioner Stone left Massachusetts, he said,
"You know that these companies will attempt to retaliate against you
if you push these studies through." I said, "Well, you said so, Com-
missioner, and I will take your word for it."
When I did get fired by Commissioner Stone's replacement and

I asked him why I was fired, he said, "It was a management decision."
He was not able to look me in the eye and tell me anything.
Mr. PEPPER. Based upon these reports, the selling of cancer in-

surance is forbidden?
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Mr. WRIGHT. Yes, based on these studies. Approximately 6 months
afterwards, in September 1979, I believe.
Mr. PEPPER. Thank you very much, Mr. Wright. We appreciate that.
Mr. McCabe.
Mr. MCCABE. Thank you, Mr. Chairman. I have prepared a written

statement which has been submitted. I will ask that it be accepted at
this time. I do have a brief summary of it, if you would like.
Mr. PEPPER. Without objection, it will appear in the record.
Mr. MCCABE. Thank you, Mr. Chairman.
I was an attorney who was involved in overseeing the market con-

duct examination of Union Fidelity. I also acted as an adviser and con-
sultant on the other three market conduct exams. In the course of my
investigation, I also had the opportunity to review Union Fidelity's
activities in other jurisdictions and I also had the opportunity to review
the cancer insurance industry as a whole in order to try to get some
perspective on the activities of Union Fidelity and the companies we
examined.
The comments I am going to make today are about Union Fidelity;

however, they apply to the industry as a whole. I think, incidentally,
I think a national regulation is necessary because almost all of the
violations that I found of Massachusetts law would be a violation of
most other jurisdictional laws. It is enforcement that is the problem.
In any event, the general standard that I employed, or review I em-

ployed, in reviewing the advertising and the marketing materials and
practices of the company, required full disclosure by the company and
the basic concept of fundamental fairness.
This assumes that the ultimate consumer is going to have the in-

formation on which to make an informed decision when he buys the
product.
With the particular segment of the population which buys cancer

insurance it is a virtual impossibility because I don't know the course
of treatment of cancer and I don't know the costs of cancer and I don't
know the risks associated with it.
So the consumer himself does not know the information on which

to make an informed decision. The companies do virtually nothing
to provide adequate information, and in fact, it was my opinion they
went out of their way to avoid accurate information. The violations
that I found were widespread and pervasive and they were repeated
over and over again. It is the cumulative effect of these violations that
is as devastating as the individual effect of the individual violations.
I have a list. I have itemized them in detail in my written summary,

but I can give you a list of the violations which I found repeated over
and over again and the ones that appear in the industry.
In short, these are the varieties of violations:
1. Failure to disclose material and relevant information about the

risks of cancer, the costs associated with cancer and the benefits of the
policy as they related to these risks and costs.

2. The policies were filled with half-truths and ambiguities that
not only had a tendency and effect of deceiving and misleading the
consumer, but were intended to do so.

3. Advertising emphasized and exaggerated the ugliness and the cost
of cancer, but did little to relate it to the policy and included much
other irrelevant information.
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4. The policies and the marketing techniques promoted fear and
high emotion as a sales device, whether the sales were through mass
mailing or through a direct sales approach.

5. The policies and the sales agents that we reviewed preyed upon
the lonelinss and isolation of the elderly and the inability of the
elderly consumer to find relevant information on which to base the
decision.

6. They promised benefits in the policies that were literally impos-
sible to collect. Mr. Wright has mentioned some of them. There are
others that are literally impossible to collect under the terms of the
policy.
Many of the benefits that were promised and were literally possible

to collect were highly improbable to collect. For instance, to
collect maximum ambulance benefits you had to be hospitalized
10 different times during a 36-month period. Each hospitaliza-
tion had to be separated by a period of 30 days or more in order
to collect the $75 reimbursement for ambulance expenses. This is
representative of other benefits. It is virtually impossible that that
could ever happen. The policies omitted references to limitations and
exclusions throughout the policy.
Many of the policies, and this is similiar to what my brother, the

assistant attorney general, said, were marketed through bogus affinity
groups. The companies would develop things called the Catholic
Trust or the American Sportsmans Insurance Trust. They were com-
pletely set up, operated, and run by Union Fidelity personnel. In one
of the situations we had a computer programer who was the nominal
chairman of one of the trusts because he happened to be a Catholic, I
presume, or whatever. In any event, they gave the appearance of being
endorsed and sponsored by reputable organizations such as the Cath-
olic Church. This was not true. They used preposterous and mislead-
ing statistics in the sale of their policies.
There are many more varieties of violations which I found and I

have listed them in my report. I note that the market conduct exams
are included in the House report that was issued today. They speak
for themselves. In any event, I would like to thank you for the oppor-
tunity to speak with you today. I would be happy to amplify any of
the information I have given or answer any other questions that you
may have.
Mr. PEPPER. Based upon your knowledge of the subject, do you

concur in the decisions of the authorities regulating insurance in Mas-
sachusetts to prohibit the sale of cancer insurance in the State?
Mr. MCCABE. Yes.
Mr. PEPPER. Well, thank you very much, Mr. McCabe.
Mr. MCCABE. Thank you.
Mr. PEPPER. Have you any questions, Mr. Marks?
Mr. MARKS. Yes, if I may, Mr. Chairman. Thank you.
Mr. Wright, you left us with the impression that you were fired as

a result of this investigation.
Mr. WRIGHT. I believe I was, sir.
Mr. MARKS. Beyond the fact that you were involved in the investi-

gation, that you participated rather dramatically in it, and sub-

64-278 0 - 80 - 5
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sequently, after Commissioner Stone left, you were fired. What other
evidence of that do you have?
Mr. WRIGHT. I have no hard evidence, sir. No one told me that I

was fired because I had worked on these cancer studies.
There were two other people who were fired at the same time I was.

One of them, a man named Walters Kemp, worked on the cancer stud-
ies. He was our in-house, division-of-insurance attorney on the subject.
He was fired the same day I was, at the same time.
The other individual was fired for other reasons.
Mr. PEPPER. By whom were you fired, Mr. Wright?
Mr. WRIGHT. I was fired by the then and present commissioner of

insurance, Michael Sabbagh.
Mr. MARKS. Thank you.
Mr. Petricoff, if I may, I notice that the State of Ohio is one of the

few States that did not reply specifically to the questions that were
sent out by our committee that had to do with our report. Although
I am no being critical of you, I wonder if you might take the message
back to your insurance commissioner that we would like, even at this
late date, to see whether he can't be a bit more candid. I think Ms.
Oakar mentioned that in her comment earlier. We don't see any rea-
son why the great State of Ohio could not be a little bit more candid
with us.
Mr. PETRICOFF. Thank you. I will take the message back. We have a

new director of the Department of Insurance. So maybe there will
be a reply forthcoming.
Mr. MARKS. Thank you, Mr. Chairman.
Mr. PEPPER. Mr. Chumbris.
Mr. CHUMBRIS. I have just one. Mr. Wright, what are you doing

now?
Mr. WRIGHT. I work for the Massachusetts Horticultural Society

now. I am the chief financial officer there.
Mr. CIMMBRIS. You are still working for the State?
Mr. WRIGHT. No, sir. This is not a State agency.
Mr. CHUMBRIS. Good. Now that you are not working for the State,

do you have any recommendations as to how to cure this problem now
that you are a private citizen?
Mr. WRIGHT. I would like to see cancer insurance banned; yes, sir.

I would like to see each jurisdiction ban it. I don't think this will be
done unless there is pressure brought from someplace such as this
committee or the Congress.
Mr. CHUMBRIS. Mr. Chairman, thank you.
Mr. KEMP. Just a couple of points, if I might.
Approximately how many specific violations of State law did you

find in the four conduct market examinations?
Mr. WRIGHT. Well, there were somewhere in the neighborhood of

300 in Union Fidelity alone. I think we had something like 20 in
American Income. Washington National, I did not review, so I am
not sure.
I think we must have had well over 50 in American Income. The

total must be somewhere in the neighborhood of 500 specific violations
of the law.
Mr. KEMP. Are these all itemized in the report?
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Mr. WRIGHT. These are itemized in great detail in the report.
Mr. KEMP. Finally, would you say that your findings are peculiar

only to Massachusetts, or do you feel that the findings would have
applicability to other States as well?
Mr. WRIGHT. I am completely confident that these findings go across

all the States.
Mr. KEMP. Thank you very much.
Mr. PEPPER. Mr. Wright, I can't let the occasion go by without

commending your patriotic action in risking your job. You were in-
formed that you were jeopardizing your job by telling the truth and
trying to make an honest investigation and the ax finally fell upon
your head, showing perhaps the extensive reach and power of some
of these companies.
Another man was fearful of the expense he was going to have to

incur in defending himself against a law suit. That is patriotic service
that I think should be commended by the Congress, and I am sure,
Senator Metzenbaum would join me and both of our committees would
join us in commending your courageous action in doing what you
thought was the right thing.
Mr. WRIGHT. Thank you very much for your comments, sir.
Mr. PEPPER. Well, I believe that concludes our hearing.
Mr. Wright, Mr. McCabe and Mr. Petricoff, we appreciate very

much your being with us here today and giving us the valuable testi-
mony you have.
Mr. WRIGHT. Thank you.
Mr. MCCABE. Thank you.
Mr. PETRICOFF. Thank you.
[The prepared statements of Mr. Petricoff and Mr. McCabe follow:]

PREPARED STATEMENT OF M. HOWARD PETRICOFF

Mr. Chairman, members of the joint committee, my name is M. Howard Petri-
coff, assistant Ohio attorney general, and I appear today on behalf of William J.
Brown, attorney general of Ohio, in order to present the memoranda requested
by this joint committee and to explain the circumstances under which they were
issued.
Under the constitution and revised Code of the State of Ohio, the Attorney

General is required to enforce State law and provide legal counsel for State
government. It was in this latter role that in October of 1978, Attorney General
Brown issued a memorandum to the director of administrative services concern-
ing the cancer insurance offered to employees of the State of Ohio.
The memoranda issue was the result of an investigation initiated when the

director of a regional crime laboratory called the attorney general to complain
about cancer insurance salesmen soliciting State employees on State property,
during working hours.
Subsequent review of the incident revealed problems far more serious than

the insurance agent's technical trespass. The policy the agent was trying to sell
was a cancer insurance policy marketed through a master contract between the
insurance firm and the State of Ohio.
In accordance with this master policy the State assumed the administrative

cost of making monthly premium deductions from State employees, which it
would then turn over to the company, in exchange for lower premiums charged
the group of State employees who signed up. Although this arrangement has all
the trappings and most of the advantages to the insurance company of "group
insurance," it lacked the basic consumer "benefit of premiums based on the actual
cost of service provided the group.
Our office asked the representatives of the American Family Life Assurance Co.

to submit the actual pay-out ratio on the cancer insurance policies it sold to
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State of Ohio employees through the master contract. The 
company balked,

stating that it was impossible to produce those figures. The minimum
 standard

pay-out ratio established by the National Association of Insurance 
Commission-

ers for individual health and accident policies is 50 percent. Further, 
the industry

standard pay-out ratio for group accident and health policies is general
ly around

80 percent. In fact, the general health and accident insurance offere
d to Ohio

State employees through Blue Cross/Blue Shield is about 90 percent.

According to records on file with the Ohio Department of Insurance for 
1977,

American Family Life Assurance, the largest provider of the cancer coverag
e,

only paid out 34 cents in benefits for every dollar of accident and health premium

they collected in 1977. For 1978, the company-wide figure was 35 cents.

Judging from the master cancer contract for Ohio employees, reasons that the

pay-out ratio for cancer insurance may be so low are the severe limitations on

the payment benefits. For example, the master cancer policy for Ohio employees

contained low maximum payments for various hospital treatments, surgery, and

total benefits paid. In addition, even these benefits would not commence until the

insured was hospitalized for cancer. This precondition of hospitalization elimi-

nates compensation for the expense of cancer treatment conducted solely on an

out-patient basis.
The fact that the cancer insurance offered State employees was a terribly one-

sided bargain is only part of the reason that the attorney general terminated the

master policy for employees of his office in October of 1978. What troubled the

attorney general was the conflict between the payment provisions of the cancer

insurance and the coordination of benefits clause in the general health and acci-
dent policies also offered State employees.

Coordination of benefits provision is a device used by many group plans to lower
health care costs without jeopardizing legitimate insurance needs. To prevent the
incentive to make an unfounded claim coordination of benefits provisions reduces
group compensation so that the total an employee receives from all health and
accident insurance does not exceed the total cost for medical services. Since the
State master cancer insurance policy provided compensation only for medical
expenses which were already covered by the general health and accident policy,
it was possible for coordination of benefits to take place. Thus, employees who
were able to collect on their cancer insurance may receive no additional benefit
for the premiums paid for that cancer coverage, as the regular health insurance
will reduce payment benefits by the amount paid out from the cancer insurance.
In November of 1978, the attorney general wrote the director of administrative

services outlining the problems with the cancer policies offered State employees
and suggesting three remedies including termination of the master cancer policies.
Thus far, the director of administrative services has taken two of the three

suggestions. First, he has issued a directive barring the solicitation of insurance
policies on State property during work hours. Second, the master policy between
the State of Ohio and American Family Life has been terminated for the attor-
ney general's employees, and for other State employees reformed to avoid the
most direct application of coordination of benefits. The final step of terminating
the master cancer insurance policies has not been taken but will be discussed
again this October when the policies expire.
Thank you for this opportunity to address the joint committee, I would be

happy to answer questions at this time.

PREPARED STATEMENT OF ARTHUR J. MCCABE II

Gentlemen: Thank you for the opportunity to speak with you concerning my
experience, observations, and recommendations on the subject of cancer insur-
ance and the methods employed in marketing it. My testimony is based upon my
personal experience, acquired in the performance of four market conduct exam-
inations for the Division of Insurance of the Commonwealth of Massachusetts.
In July of 1978 I was retained as an outside consultant to be part of a broad-
based examination team to conduct the market conduct examinations on four
insurance companies marketing cancer insurance. The four cempanies are: Union
Fidelity Life Insurance Corporation, Trevose, Pa.; American Family Life As-
surance Co., Columbus, Ga. ; American Income Life Insurance Co., Indianapolis,
Id.; and Washington National Insurance Co., Evanston, Ill.
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I. Market conduct examination procedures

The examination team was comprised of private attorneys with particular
expertise in the area of trade regulation and consumer laws; outside account-
ants familiar with audit procedures and insurance practices; and an outside
market research firm to gather market data and prepare a statistical profile of
the insurance company's activities. The team worked closely with the research
and education staff and the chief examiner of the Massachusetts Division of
Insurance. I was personally responsible for overseeing the market conduct
examination of Union Fidelity Life Insurance Corp., and I acted in an advisory
and consulting role with regard to the examinations of the other three com-
panies. My testimony today pertains primarily to Union Fidelity, although the
trade practices of Union Fidelity are fairly representative of practices of the
other companies examined by the division with regard to the marketing of can-
cer insurance. Union Fidelity, however, is worthy of close scrutiny in that
division personnel determined that the companies examined, the market con-
duct of Union Fidelity has been the most harmful to the public and the least
defensible, at least within Massachusetts.
The examination of Union Fidelity took place from August through December

of 1978 and it involved investigation and research at the company headquarters
and in the marketplace. Additionally, to determine company procedures for
responding to notices of marketing deficiencies, I examined the market conduct
of Union Fidelity in other jurisdictions. I also examined the practices of other
insurance companies in the industry to determine if Union Fidelity were unique
in its marketing of cancer insurance. Based upon those examinations and the
review made by the team, I determined that the marketing activities of Union
Fidelity were representative of widespread marketing practices of companies
selling cancer insurance.

Initially, it is important to state what this testimony is not. It is not an
exercise in defense of or in support of the special market conduct examination
of Union Fidelity conducted by the Massachusetts Division of Insurance. That
report speaks for itself. The findings of the report are the subject of an admin-
istrative hearing being conducted by the division of insurance and are the
subject of an action being contemplated by the attorney general in Massachu-
setts. Nor is this testimony intended to single out Union Fidelity or any other
individual insurance company. If the practices of the companies stand out, they
do so on their own. This testimony is simply a statement of facts and obser-
vations developed and discovered by the examination team in the performance
of our work.
In conducting the examinations we were directed to perform a full, complete,

and objective study of the market conduct of Union Fidelity and the other
companies and to review the various policy forms and procedures utilized by
the companies. To insure objectivity, the division employed outside consultants
of complementary expertise. Consequently, findings in our examination are all
buttressed by at least two areas of expertise. For instance, findings of deceptive
and misleading advertising were buttressed by the findings of the market re-
search analysts that policyholders did not understand the coverage they had
purchased. Findings that limitations and exclusions are too restrictive were
buttressed by findings of the accountants that loss ratios are low. Thus, there
was no segment of our report which was not supported by empirical and cor-
roborative evidence. The main point is that we were not intended to be, nor
were we, judge, jury, and implementer. We simply conducted an investigation
and reported our findings. It is the job of the regulators and of subcommittees
like yours to determine what, if any, action is warranted.
I have provided this background information to you so that you would have

some foundation and perspective on which to gauge the significance of my
testimony. It is also useful to set forth the legal standard of review which is
applicable to marketing practices in Massachusetts and most States.

II. Legal standard of review

As you know, most of the laws applicable to sales, advertising, and pro-
motional material are based upon fundamental concepts of fairness and full
disclosure. In summary, advertising capable of being interpreted in a mislead-
ing way should be construed against the advertiser. One should look not only
to the literal meaning of words but also to all that is reasonably implied. It is
also necessary to view advertising as it would appear to the general public, and
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particularly that segment of the population to which the advertising is directed.
This aspect is particularly critical with regard to cancer insurance because it
is primarily marketed to the elderly, many of whom are not conversant with
health and insurance needs.
It is a fact of the marketplace that many who make purchases do not or

cannot stop to analyze fully the advertising claims; and all too often decisions
are governed by appearances. The elderly are particularly susceptible to decep-
tive and misleading advertising because they have least access to full infor-
mation. Certainly in order to evaluate the completeness and fairness of adver-
tising and promotional materials, it is necessary to know all that is relevant
to the subject matter of the advertising, including much information which is
omitted from the actual advertisements. In the case of cancer insurance, it is
necessary to acquire and analyze extensive information concerning the costs of
medical treatment, the courses of treatment, the development of the various
diseases, and the health care resources available to the general public. This
is a task which is virtually impossible for the overwhelming majority of the
general public. The enormity of this task underscores the need for full and fair
disclosure in company advertising. It is apparent that, as between the insurance
company and the consumer, only the company has a realistic opportunity and
the economic and reference resources available to perform such a task.

III. Who buys cancer insurance?

A. UNION FIDELITY MASS MAILING APPROACH

According to the examination team survey results, the single most significant
characteristic of Union Fidelity policyholders in Massachusetts is that they
are elderly. As a consequence of their age, they exhibit a number of other
associated demographics, such as low income and a high number of widows.

UNION FIDELITY POLICYHOLDER SURVEY RESULTS

[In percentj

Total Men Women

Age:
Up to 59 yr_  10 13 8
60 to 69 yr_  24 24 26
70 to 79 yr_  45 43 51
80 yr and over_  14 17 12

Income:
Under $15,000_  66 63 74
Over $15,000___ 19 23 14

Forty-seven percent of women respondents were widows, and three-fourths of
the widows lived alone. One major indicator of the extreme age of the sample was
the very large number of respondents who broke off in the middle of the interview.
General experience and indeed our experience with the other companies in this
study, which had a younger age sample, shows this to be characteristic of the
elderly.

Medicare and Blue Cross
More than three-fourths of the entire sample was covered by medicare. Given

the high average age this is not surprising, but it is significant from the stand-
point of coordination of benefits. Similarly, despite their age, two-thirds of the
sample were covered by Blue Cross/Blue Shield. Only about 5 percent of the
entire sample had neither Medicare nor Blue Cross/Blue Shield coverage.

Policy ownership
Still another characteristic related to the elderly was the large number of

respondents who did not know that they had any cancer policy or indeed any
policy with Union Fidelity. Again, this lack of recall of policy ownership was
mtich less true among policyholders of the other two companies studied in this
project.
About two-thirds of the total sample knew they had a policy. Only about three-

fifths of those who Union Fidelity says have a cancer policy recall having the
policy. This drops to only half of those 80 years of age or older.
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Agents and brochures
The data substantiates that Union Fidelity policies are overwhelmingly

purchased through the mail. Some of the other companies emphasized direct
agent sales. The problems of agent conduct are discussed below.
Over 80 percent of those who know they have a cancer policy recall having

seen or read a brochure. A majority of the entire sample says that they have
read the entire brochure. Respondents gave a wide variety of answers to questions
about what they specifically remembered from reading the brochure. The two
most common answers, which between them were given by about half of all
respondents, touched on the costs and incidence of cancer.
Factors motivating choice of policy
The primary motivations cited by respondents for choosing the Union Fidelity

policy was that it was the only cancer policy they had ever heard of or that
it was made conveniently available through the mail. The underlying motiva-
tions for buying a cancer policy at all were related to fear of the disease itself
or to its cost and widespread incidence among the population.
Given this motivation of fear of cost coupled with the availability of insurance,

the average respondent presumably should be concerned with the actual benefits
the policy would pay if a high cost cancer attack should occur. Most respondents
do not understand the amount of benefits of the Union Fidelity policy. When
asked what part the policy would pay of a total hospital/doctor bill of $20,000,
only about 5 percent of those who even knew they had cancer policies estimated
that the insurance would pay less then half this amount, which is an accurate
guess. One-quarter said they would receive all of the $20,000, and more than
half admitted that they did not know. Given the normal payout of about 35
percent, it is clear that most respondents either grossly overestimated or had no
idea what their policy benefits really are.

Respondents showed a similar lack of knowledge of specific policy conditions.
For example, more than half of policyholders did not know if there was a time
limit on benefits and the balance split evenly between "no time limit" and "yes,
a time limit."
In conclusion, the market conduct survey reported that Union Fidelity sells

cancer insurance almost exclusively to elderly people through the mail by em-
phasizing the costs and financial burdens of cancer. This sales approach results
in policyholders who have little knowledge of the actual benefits provided by
Union Fidelity and who also have overlapping coverage with Blue Cross/Blue
Shield or Medicare.
This profile would appear to be typical of those companies which utilize a di-

rect mail approach. In the case of Union Fidelity, were told by its marketing di-
rector that the company was now going to embark on a major effort to increase
sales through agents without cutting back on its mailing program.

B. AMERICAN FAMILY-DIRECT SALES APPROACH

American Family is respresentative of companies selling by direct sales. Ac-
cording to the field study prepared for the division. American Family sells pol-
icies in two distinct ways: door-to-door and through employers at the place
of employment. In either case, however, American Family uses an agent. Al-
together 8 out of 10 respondents knew they owned an American Family cancer
or intensive care policy and of these, more than 90 percent say they bought
through an agent.

Purchasers on the job
Roughly half of those who know they own a cancer policy bought it at their

place of employment. The great majority of these people think the policy is en-
dorsed by their employer, but conversely ony one in five thinks it is a part of
their benefits package. Finally, seven out of eight pay for the policy by pay-
roll deductions. Thus, respondents appear to have a fair understanding of the
relationship of American Family to their employers. It is certainly reasonable to
think that if an employer first allows an agent to sell at the job location and then
deducts the premiums from payrolls, that the employer is "endorsing" the policy:
and most respondents know that they, and not the employer, are paying for the
policy. The legality of such an implied endorsement is questionable, especially in
the many eases where the employer is a unit of local government. For instance.
a very large portion of the sample worked in some way for a municipal govern-
ment in Massachusetts.
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Purchasers at home
The median age of those individuals who purchased a policy in their homes is

close to 70.
CANCER POLICY

In percent]

Total Bought at work Bought at home

Age:
18 to 49 yr_  37 59 10
50 to 59 yr 16 23 9
60 to 69 yr 27 16 40
70 yr and over 20 2 4

Since virtually everyone in the sample over 70 is covered by medicare and
three-fourths have Blue Cross-Blue Shield coverage as well, it is probable that
there is a significant problem of coordination of benefits.
It should also be noted that the refusal rate on this study was quite high.

For example, 21 people were not included in the tabular results because they
either terminated in the middle of the interview or refused to answer a pre-
ponderance of the questions. For each of these we have the respondent's age
from the records supplied by American Family. Almost two-thirds of all these
respondents were over 60, compared to fewer than half of those actually
interviewed.

Agents and brochures
Whether bought at the job or at home, the respondents said that they talked

to an agent. Only 1 in 15 knew the agent before and most have never seen the
agent again. Apparently, American Family agents sell the policy and go on to
the next sale.
The agent does use a sales brochure. Three out of four respondents have seen

or read a brochure. By far, the single largest area of recall as to what the bro-
chure said dealt with the increasing cost of cancer.

Factors motivating buying a policy

The respondents in this sample say they bought a cancer policy because of
fear of the disease itself or of its cost and because of the widespread incidence
of cancer. They chose an American Family policy because it was the only policy
they had heard of, because it was recommended by their employer, or because
of the influence of the agent.
At least some of this information about incidence of cancer had come from the

agent. Three-fourths of those who bought through an agent said he had men-
tioned that "1 out of 4 Americans will eventually get cancer," while almost as
many said he had mentioned that "breast cancer strikes more women than any
other form of cancer."
Given the motivation of fear of cost coupled with availability, one would

presume that the average respondent would be concerned with the actual benefis
the policy would pay if a high cost cancer attack should occur. However, most
respondents do not even claim to understand the potential benefits of the policy.
Two-thirds of those who claim to have cancer policies do not know what fraction
of either a $20,000 or $2,000 cancer bill would be paid on the average. Of those
who do think they know, substantial majorities say all of the bill would be paid.

Majorities of respondents also do not know whether the policy pays each of
five specific benefits.

In conclusion, American Family sells cancer policies in two ways: by door-to-
door sales to predominantly older people who are in their 60's and early 70's, and
to younger people at their place of employment.
In both cases, their policyholders are not particularly well informed as to the

benefits of the policies, and in many cases they have overlapping coverage with
Blue Cross-Blue Shield and/or medicare.
American Family's agents are clearly more interested in presenting the horrors

and catastrophic costs, real or imagined, of cancer than they are in describing
the likely real benefits of the policies they sell.
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IV. Cancer insurance advertising and marketing practices

A review of some of the advertising material which is mailed to prospective
policyholders is illustrative of the marketing practices of Union Fidelity and
the other companies. In one of the brochures reviewed, there were in excess of
90 apparent violations of Massachusetts laws. In another brochure for a rider to
a cancer policy sold by Union Fidelity, in excess of 120 apparent violations were
cited. The brochures reviewed were representative of other advertising material
used by Union Fidelity; and Union Fidelity, in turn, was fairly representative
of other companies marketing cancer insurance. The apparent violations cited
were not exhaustive of all violations related to the marketing of cancer
insurance.

Furthermore, since it is the overall impression the advertising makes on the
general public which is of greatest concern, the repetitive and cumulative nature
of these violations is alarming. In summary, the brochures failed to include suffi-
cient material and relevant information to permit the consumer to make a
meaningful and informed decision concerning the adequacy and appropriateness
of the insurance policy promoted. The information omitted includes, but is not
limited to: average individual costs of cancer treatment, courses of treatment
of cancer, company loss ratios (benefits paid per premiums received), and the
relationship of cancer insurance to other insurance available to the consumer.
As a result, the reviewed advertising was not sufficiently clear and complete to
avoid deception or the capacity or tendency to mislead or deceive the consumer. -
The brochures reviewed contained numerous half-truths or ambiguous state-

ments which contribute to the capacity or tendency of the materials to mislead
or deceive. In some cases, because of the time limit and the benefit structure
of the policy, it is literally impossible for the policyholder to collect benefits
as advertised. In other cases, because of the usual course of cancer treatment
and general hospital practices, it is highly improbable, but not literally impos-
sible, that full benefits will be paid. In any case, the sale of the subject policies
is unconscionable when viewed by accepted legal standards.
The findings with regard to the market conduct of American Family Life As-

surance Co. and American Income Insurance Co. in the marketing of cancer
insurance are no less conclusive or offensive.
In an internal report of the commissioner of insurance based upon the market

conduct examinations it was stated succinctly: "The cases against the three
cancer insurers are remarkable both for the vast amount of effort and resources
which have gone into them and for the high quality of the results. The three
market conduct reports are thorough and clearly sound. * * * It is rare for an
enforcement case * * * to be so lopsided that the desired result is virtually
assured. It is also unusual for the injury to the public to be so clear that the need
for a remedy is unequivocal."
Based upon the reports, on July 19, 1979 the Commissioner of Insurance in

Massachusetts docketed adjudicatory proceedings and issued orders to show
cause against Union Fidelity, American Family, and American Income.
The substantive allegations made in the order to show cause are listed in

exhibits A, B and C attached hereto and made a part of this letter.
[Exhibits A, B, and C follow the prepared statement.]
Even a cursory review of the allegations listed in the exhibits reveals many

similarities in the advertising and marketing practices employed in the promo-
tion of cancer insurance. This indicates that the practices are pervasive in the
industry and that a far-reaching response is the only hope to prevent abuses in
the future. It should be noted, however, that all of the allegations listed in the
exhibits are violations of existing laws. Therefore, new regulations alone are not
sufficient. Furthermore, each of the companies cited in Massachusetts had pre-
viously been cited for substantially similar violations in numerous other States.
Thus, if additional enforcement and regulation is the answer, it must be done
at the Federal level in order to insure uniformity.
As stated in a study of cancer insurance prepared for the Massachusetts Divi-

sion of Insurance, "combining exploitative sales practices with a paucity of bene-
fits, cancer coverage embodies the worst possible extremes of health insurance
marketing and product design."



68
V. CONCLUSIONS AND RECOMMENDATIONS

Given the widespread and obvious nature of the abuses, prompt action is re-
quired. There are few basic remedial measures which can be utilized individually
or in combination:

1. Strict enforcement of existing laws and regulations;
2. Expansion and refinement of regulatory and enforcement procedures includ-

ing the expansion of a private cause of action and class action remedies for
aggrieved consumers;
3. Industry self-regulation;
4. Banning cancer insurance;
5. Requiring cancer insurance to be sold only in conjunction with broad-scope

health insurance.
Strict enforcement of existing laws and regulations is at best a temporary solu-

tion. At present there is no Federal standard and therefore there is no uniformity
among the States. This not only leaves the consumers in a precarious situation
depending upon where he or she happens to reside, but it promotes inefficiency
within the insurance companies because it requires unnecessary bureaucracy.
It also puts an unnecessary regulatory burden on already overworked State regu-
lators. A Federal regulatory standard would provide the desired uniformity; and,
if it were accompanied by a private right of action, the burden of enforcement
would be spread more evenly throughout society.
Industry self-regulation and industry participation in the development of a

Federal standard is desired. The stronger, more reputable insurance companies
are in an excellent position to promote higher standards of industry market
conduct and, in the process, to better serve the consumer. One method of en-
couraging self-regulation would be to require that cancer insurance be sold only
in conjunction with broad-based health insurance coverage. This alternative
would also facilitate comparison of coverages by consumers.
The first and last approach is an outright ban on cancer insurance as it is now

marketed. Some States have already done this. An immediate and complete ban
is probably desirable to prevent further abuse of the consumer. However, in view
of the success of the sale of these policies to date, there is clearly a desire on the
part of the consumer to have some form of catastrophic illness coverage. Conse-
quently, the product is likely to reappear in some form thereby requiring the
implementation of one or more of the other remedial measures mentioned above.
Once again, I want to thank you for the opportunity to speak to you today and

to make this presentation. I recognize that it is unlikely that a single subcom-
mittee hearing will result in the sweeping policy and enforcement changes which
I personally believe are warranted. However, I am encouraged by your interest
and urge you to continue your work until such changes are forthcoming.
If you require any additional information or have any questions, please contact

me.
Attachments.
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EXHIBIT A

UNION FIDELITY LIFE INSURANCE CORPORATION

1. Advertisements include superfluous information which has the effect
Of concentrating the reader's attention on cancer itself and away from
the benefits of the policy advertised, thereby inviting the purchase of
health insurance for emotional rather than functional reasons.

2. Advertisements exaggerate the incidence of cancer so as to invite the
purchase of health insurance for emotional rather than functional
reasons, in at least the following ways:

a. Advertisements present cancer incidence statistics without
reference to an applicable time period.

b. The cancer incidence statistics presented are, in fact, for
a lifetime and are approximately 70 times higher than
those for a year. These lifetime statistics are used even
though the policy advertised is issued for only one year
and many persons do not actually renew it throughout
their lives.

c. Cancer is said to strike "2 out of 3 families." Use of
this statistic is inappropriate since the family plan of the
policy being advertised covers children only up to age 21
or 23 and cancer is comparatively rare among young
persons in such families.

d. Cancer incidence statistics are presented as valid for
any prospective purchaser without any mention of their
great variability by age, community and personal habits.

e. Cancer incidence statistics of the American Cancer Society
are presented as facts, even though they are only estimates
and the Society cautions that they "are offered as a rough
guide and should not be regarded as definitive.'

f. Cancer incidence statistics are presented on a per "street"
basis, even though this is not statistically credible.

Cancer mortality statistics are presented even though the
policy advertised offers no life insurance protection.

g.

3. Advertisements exaggerate the cost of cancer so as to invite the purchase
of health insurance for emotional rather than functional reasons, in at
least the following ways:

a. Advertisements present statistics regarding the total cost
of cancer in the U.S. (e.g., S3 billion a year), even though
this aggregate figure has no relation to the medical costs
not covered by the policy advertised.
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b. Advertisements describe costs using imprecise words such

as "smothering," "overwhelming," and "crushing," and
sentences such as "The expenses are impossible to meet.

It puts you so far in debt you can't even look ahead."

c. Advertisements imply that all cancers are expensive to
treat, even though the cost varies greatly by type of

cancer and time of diagnosis.

d. Advertisements imply that financial ruin is likely without
cancer insurance by stating (falsely) that one has only
two choices — either ignore the threat of cancer, or
seek protection by applying for Union Fidelity's cancer

policy.

e. Advertisements omit any reference to the ability of one's
existing (non-cancer) health insurance to cover cancer costs.

4. Advertisements tend to mislead purchasers or prospective purchasers as

to the nature or extent of the policy benefits payable or losses covered,

in at least the following ways:

a. Advertisements prominently display a total maximum
benefit limit payable under the policy being advertised
(e.g., $150,000), which is very unlikely to be obtained
by any claimant.

b. Advertisements state a total maximum benefit limit
without stating (i) over 90% of the total consists of
benefits for continuous hospital stays in excess of 90
days, (ii) stays of this length are extremely rare, and
(iii) to reach the maximum, one would have to be
hospitalized continuously for approximately 18 months.

c. Advertisements describe the "extended hospital benefits"
for continuous hospital stays of over 90 days without
mentioning that stays of this length are extremely rare.

d. Advertisements give more prominence to the maximum
benefits payable per day for continuous hospital stays
in excess of 90 days (e.g., $333.33) than to the benefits
for shorter days (e.g., $120.00), even though shorter stays
are much more common.

e. Advertisements imply that the benefits being offered will
supplement any other insurance policy (e.g., "Provides
benefits for Cancer treatment in addition to any Group
Insurance Plan"), even though the cancer benefits being
offered may be a substitute for (i.e. be in lieu of) the
benefits of the other insurance policy if that policy con-
tains a coordination-of-benefits clause.



71

f. Advertisements specify that cancer has higher costs than
other illnesses, but the items listed (drugs, physician
services, nursing care, sick-room equipment) are covered
only in part and only under particular circumstances.

5. Advertisements do not fairly and accurately describe the negative features
of the policy's limitations, exceptions and reductions, in at least the
following ways:

a.• Advertisements characterize the maximum limit of the
policy being advertised as a "lifetime" maximum even
though the policy does not pay for any benefits after
three years from the date of cancer diagnosis.

b. Advertisements minimize the limitations, exceptions,
and reductions of the policy being advertised by not
presenting them prominently.

c. Advertisements omit exceptions, reductions and limita-
tions of the policy being advertised, including (i) the
policy covers cancer only if it is positively diagnosed
by a pathologist — cancer diagnosed clinically is
excluded, (ii) the policy pays only for loss resulting
directly from the treatment of cancer and does not
cover any diagnostic services, (iii) the policy does not
cover any treatment services which are received more
than 10 days prior to the date of diagnosis (45 days in
the event the diagnosis can only be made post-mortem),
and (iv) the policy does not cover any other disease or
sickness or incapacity even though such condition may
have been complicated, aggravated or directly affected
by cancer or cancer treatment.

6. Advertisements also tend to mislead purchasers or prospective purchasers
in at least the following ways:

a. Advertisements contain endorsements of Union Fidelity
and its policies without disclosing that the person making
the endorsement is affiliated with Union Fidelity.

b. Advertisements imply that an independent group insurance
trust selected Union Fidelity and its cancer "plan"
after a careful search for the best insurer and coverage,
even though the administrator of the trust which
"selected" Union Fidelity coverage was either Union
Fidelity or one of its affiliated companies.

c. Advertisements state that prospective insureds will not
have to pay "top dollar" for individual coverage because
they are eligible for "low group rates" under the "6200,000
Cancer Plan," even though the rates are only 10 cents a
month (approximately I%) below individual rates for
the same coverage.
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d. Advertisements imply that the recipient has had his
eligibility for insurance individually determined in
advance, even though the advertisements are directed
to all persons whose names appear on a mailing list.

7. Union Fidelity sells cancer insurance coverage through group insurance
trusts (e.g., United Catholic Group Insurance Trust) under which the power

to select the insurer of the trust resides in Union Fidelity or one of
its affiliated companies.
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EXHIBIT B

AMERICAN FAMILY LIFE ASSURANCE COMPANY

1. Advertisements exaggerate the incidence of cancer so as to invite the
purchase of health insurance for emotional rather than functional reasons,
in at least the following ways:

a. Lifetime cancer incidence statistics are advertised,
which are approximately 70 times higher than those
for a year. These lifetime statistics are used even
though the poiicy advertised is issued for only one year
and most persons do not actually renew it throughout
their lives.

b. Cancer is said to strike "2 of every 3 FAMILIES" (with
an accompanying picture of two adults and two small
children): Use of this statistic and picture is inappro-
priate because the family plan of the policy advertised
covers children only up to age 21 or 23 and cancer is
comparatively rare among young persons in such families.

c. Statistics on cancer incidence are presented as valid
for any prospective purchaser without any mention of
its great variability by age, community and personal habits.

d. Cancer incidence statistics of the American Cancer
Society are presented as "facts," even though they are
only estimates and the Society cautions that they "are
offered as a rough guide and should not be regarded as
definitive."

e. Isolated statistics purporting to show great increases in
male lung cancer imply that cancer incidence is rising
when in fact the American Cancer Society notes that
the overall incidence of cancer has decreased slightly
in the past 25 years. For example: "increased 2,000%
since 1903," "increased 1,500% since 1930," "increased
over 125% in 25 years."

2. Advertisements exaggerate the cost of cancer so as to invite the purchase
of health insurance for emotional rather than functional reasons, in at
least the following ways:

a. Advertisements present statistics regarding the total
cost of cancer in the U.S., even though aggregate
figures have no relation to the medical costs any given
individual might expect to incur, sometimes include
non-medical costs, and include costs not covered by
the policy advertised. For example, such statistics as
"53 billion" in 1972 and "$18.9 Billion in the United
States this year" are used in the advertisements.
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b. Advertisements state that cancer is probably the most
expensive disease, implying that all cancers are very
expensive, even though the cost varies greatly by type
of cancer and time of diagnosis.

c. Many advertisements omit any reference to the ability
of one's existing (non-cancer) health insurance to cover
cancer costs.

d. Advertisements state that cancer costs have been
rising, implying they will continue to do so, causing
a special need for that cancer coverage, even though
(i) the advertised American Family policy pays fixed
amounts that do not rise over time, (ii) costs of other
diseases and all health care have also risen, and (iii)
benefits available under the prospective purchaser's
other policies have also increased, reducing any need
for cancer coverage.

3. Advertisements give disproportionate emphasis to cancer, its incidence
and cost, rather than emphasizing the benefits of the policy advertised.
This frightens and confuses purchasers and prospective purchasers with
irrelevant information, distracts them from relevant comparisons, creates
a marketing atmosphere conducive to deception and invites the purchase
of health insurance for emotional rather than functional reasons, in at
least the following ways:

a. Cancer mortality statistics are presented even though
the policy advertised offers no life insurance protection.

b. Advertisements give disproportionate space and emphasis
to cancer itself rather than the benefits of the policy
advertised.

c. Advertisements presented orally by agents mention only
cancer, not insurance, until the agent is "in the door"
and well into his presentation, even if a customer
directly asks "Is it insurance?"

d. Advertisements include superfluous information about
cancer.

4. Advertisements tend to mislead purchasers or prospective purchasers
as to the nature or extent of the policy benefits payable or loss covered,
in at least the following ways:

a. Advertisements prominently describe the "extended
benefits" for hospital stays of over 90 consecutive
days without mentioning that stays of this length
are extremely rare.
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b. Advertisements give more prominence to the maximum
benefit payable for hospital stays in excess of 90 con-
secutive days (e.g., 100% of charges up to $5,000 per
month) than to the benefit for shorter stays (e.g., $50
daily for the first seven days; $30 per day thereafter)
even though shorter stays are much more common.

c. Advertisements imply that payments to be made under
the advertised policy will supplement (i.e. be in addition
to) payments by any other insurance policy, even though
the cancer benefits being offered may be a substitute
for (i.e. in lieu of) the benefits of the other insurance
policy if the latter contains a coordination-of-benefits
clause.

d. Advertisements represent that the policy advertised is
designed to "fill the gao" left by other insurance.
when in fact the policy is in no way tailored to other
insurance plans, and a policy may be bought regardless
of a purchaser's other insurance.

e. Advertisements imply that the advertised policy alone
can prevent bankruptcy, even though American Family
knows that its policies are supplemental and are
designed at best to pay 50% of cancer costs; and even
though the policy, on average, pays 3096 or less of
cancer costs.

f. Advertisements state that the advertised policy
provides "extra money,'' 'cash in your pocket," or
"extra cash" to beneficiaries.

g. Advertisements state that extended benefits pay 100%
of hospital charges up to a monthly limit when in
fact payments are limited on a daily pro rata basis,
relating to the number of days of confinement,
resulting in payments which are below average
hospital charges.

5. Advertisements do not fairly and accurately describe the negative features
of the policy's limitations, exceptions and reductions in at least the
following ways:

a. Advertisements present descriptions of the waiting
period in a positive manner, even though it is a major
exception to the policy advertised. For example: "you
are covered after [90J days participation in the plan."

b. Advertisements minimize the limitations, exceptions and
reductions of the policy being advertised by not presenting
them prominently.

6,4-278 D - 80 -
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c. Advertisements omit exceptions, reductions and limita-

tions of the policy being advertised. Matters omitted

include the following:

(i) the policy covers cancer only if it is positively

diagnosed by a pathologist, so that cancer diag-

nosed clinically is excluded;

(ii) the policy does not cover any treatment received

more than 10 days prior to the date of diagnosis

(45 days in the event the diagnosis can only be

made post-mortem); and

(iii) in covering only "definitive cancer treatment"

costs, the policy excludes certain substantial

costs incurred in caring for individuals with

cancer, costs which a reasonable person would

expect to be covered, especially under a policy

called the "Cancer Care" plan.

Excluded coverages comprise at least all costs of:

(1) making a diagnosis;

(ii) treating conditions caused by or aggravated by

cancer treatment;

(iii) rehabilitation; and

(iv) follow-up check-ups.

6. Advertisements also tend to mislead purchasers or prospec tive pur
chasers

by disparaging their existing insurance, however meritorious it may be.
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EXHIBIT C

AMERICAN INCOME LIFE INSURANCE COMPANY

Advertisements include superfluous information which has the effect of

concentrating the reader's attention on cancer itself and away from the

benefits of the policy advertised, thereby inviting the purchase of health

insurance for emotional rather than functional reasons.

2. Advertisements exaggerate the incidence of cancer so as to invite the

purchase of health insurance for emotional rather than functional reasons,

in at least the following ways:

a. Advertisements present cancer incidence statistics
without reference to an applicable time period.

b. The cancer incidence statistics presented are, in
fact, for a lifetime and are approximately 70 times

higher than those for a year. These lifetime statis-

tics are used even though the policy advertised is

issued for only one year and many persons do not

actually renew it throughout their lives.

c. Cancer is said to strike two out of three families.
Use of this statistic is inappropriate since the family

plan of the policy being advertised covers children

only up to age 18 and cancer is comparatively rare

among young persons in such families.

d. Cancer incidence statistics are presented as valid

for any prospective purchaser without any mention

of their great variability by age, community and

personal habits.

e. Cancer incidence statistics of the American Cancer

Society are presented as facts, even though they are

only estimates and the Society cautions that they

"are offered as a rough guide and should not be

regarded as definitive."

f. Cancer mortality statistics are presented even though

the policy advertised offers no life insurance protection.

3. Advertisements exaggerate the cost of cancer so as to invite the purchase

of health insurance for emotional rather than functional reasons, in at

least the following ways:

a. Advertisements present unattributed statistics regarding

the cost of treating cancer which exceed any reason-

able estimate of those costs and include costs not

covered by the policy advertised.
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b. Advertisements describe costs using imprecise words
such as "staggering," "astronomical," and "sky-rocketing,"
and sentences such as ". . .it's a financial disaster,"
"It always wipes out all the savings and leaves the
family deep in debt; on top of that, if the afflicted
person lives, he usually is unable to work and earn a
living, and the situation becomes even more tragic."

c. Advertisements imply that all cancers are expensive
to treat, even though the cost varies greatly by type
of cancer and time of diagnosis.

d. Advertisements denigrate the ability of one's existing
(non-cancer) health insurance to cover cancer costs.

4. Advertisements tend to mislead purchasers or prospective purchasers
as to the nature or extent of the policy benefits payable, losses covered
or premium payable, in at least the following ways:

a. Advertisements prominently display maximum benefit
limits payable under the policy being advertised, which
are very unlikely to be obtained by any claimant.

b. Advertisements state a total maximum benefit limit
without stating that:

(i) to reach the maximum, one would have to be
hospitalized for approximately 700 days and
undergo 10 surgical operations, and

(ii) treatment of this length is extremely rare.

c. Advertisements describe the "extended benefits" for con-
tinuous hospital stays of over 90 days without mentioning
that stays of this length are extremely rare.

d. Advertisements state that these "extended benefits"
are payable on a monthly basis when, in fact, the
amount payable is based on a daily pro rata basis
relating to the number of days of confinement.

e. Advertisements give more prominence to the maximum
benefits payable for continuous hospital stays in ex-
cess of 90 days (e.g., $5,000 per month) than to the
benefits for shorter stays (e.g., $50 a day), even
though shorter stays are much more common.

f. Advertisements present the range of payments that
will be made for operations listed in the advertised
policy's schedule of operations, but do not disclose
the (considerably lower) maximum fee that will be
paid for any unlisted operation.
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Advertisements describe the advertised policy's trans-

portation benefits (e.g., the policy provides money
for transportation to out-of-state cancer treatment

centers), without disclosing that the policy will pay
for transportation only if:

(i) the type of treatment sought cannot be
obtained locally;

(ii) no closer hospital provides the same treat-
ment;

(iii) the treatment is ordered by the attending
physician; and

(iv) travel is by air or rail.

h. Advertisements state that each valid claim will be
increased by an additional 10%, even though this
benefit is not in the policy advertised.

Advertisements describe premium amounts on a per
day or per week basis even though actual payments
are made monthly.

Advertisements misleadingly portray the policy being
advertised as low in cost and high in benefits.
This is done by minimizing the premiums (e.g., pre-
senting them on a weekly basis) while, at the same
time, exaggerating the benefits (e.g., listing the
amounts obtainable if all members of a family
were to collect the maximum benefits for all the
risks insured against, even though some of the
risks are mutually exclusive).

k. Advertisements imply that the benefits being offered
will supplement any other insurance policy (e.g., "Pays

full benefits regardless of other insurance"), even

though the cancer benefits being offered may be a
substitute for (i.e. be in lieu of) the benefits of the

other insurance policy if the other policy contains a
coordination-of-benefits clause.

5. Advertisements do not fairly and accurately describe the negative features

of the policy's limitations, exceptions and reductions, in at least the

following ways:

a. Advertisements minimize the limitations, exceptions
and reductions of the policy being advertised by not

presenting them prominently.

b. Advertisements falsely state that the policy being
advertised is subject to "only" two limitations.
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c. Advertisements omit exceptions, reductions and
limitations of the policy being advertised. Matters
omitted include the following:

(i) the policy covers cancer only if it is
positively diagnosed by a pathologist —
cancer diagnosed clinically is excluded;

(ii) the policy does not cover any other
disease or sickness or incapacity even
though such condition may have been
complicated, aggravated or directly or
indirectly affected or caused by cancer
or cancer treatment;

(iii) the policy pays only for loss resulting
directly from the treatment of cancer and
does not cover any diagnostic services:

(iv) the policy does not cover any treatment
services which are received more than
10 days prior to the date of diagnosis
(45 days in the event the diagnosis can
only be made post-mortem): and

(v) the policy does not cover any treatment
services which are received more than three
years after the date of diagnosis.

d. Advertisements describe the 120-day waiting period of
the policy being advertised in a positive manner,
implying that it is a benefit.

e. Advertisements compare the waiting period of the policy
being advertised to that contained in ''any policy that
pays for any type of medical treatment," even though
the cancer policy waiting period is far more restrictive.

f. Advertisements state that the rationale for the waiting
period is to protect policyholders and the company
from people buying a policy knowing they already
have cancer, even though this is the rationale for
a pre-existing condition exception and even though
the waiting period would also apply to persons who
did not know they had cancer when they bought
the policy.

Advertisements characterize the maximum limits of
the policy being advertised as "lifetime" maximums even
though the policy does not pay any benefits after
three years from the date of cancer diagnosis.

g•
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6. Advertisements also tend to mislead purchasers or prospective purchasers
in at least the following ways:

a. Advertisements falsely imply that American Income's
insurance benefits will integrate with one's existing
insurance in order to provide a "full circle of protection."'

b. Advertisements state that the prospective purchaser
must "make a decision this evening" since "it's just
impossible" for the agent to return later, even though
agents are instructed at sales meetings to make repeat
calls when necessary.

c. Advertisements directly and indirectly disparage insurers
who are not fully unionized like American Income.

7. American Income trains its agents to state that life insurance and cancer
insurance must be purchased as a "package" — the life insurance may not
be purchased separately. If this statement reflects American Income's
actual sales practices, then the "tying" together of the two policies is
illegal. If instead the two policies can actually be purchased separately,
then the statement constitutes false advertising.

Mr. PEPPER. Well, again, we want to thank Senator Metzenbaum and
his committee.
The hearing is adjourned, subject to the call of the Chair.
[Whereupon, at 1 :04 p.m., the hearing was adjourned, subject to the

call of the Chair.]
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APPENDIX

LETTERS FROM CLAUDE PEPPER

3Dlowse of 11epri5entatibc5
&elect Committer OH 'Agin

/Va5bington, D.C. 20515
TZLZ.MOME: (20Z) 223-9375

April 17, 1980
  A. V

•
CoAlta.

LOWAND J. "T., RA

IMMO., A. INA •.• AP.. r.r.L1r.

• UGZAT V. ATKINSON. FA.

Mr. John 0. Marsh, Jr., Esquire
Mays, Valentine, Davenport & Moore
Suite 1200
1101 Connecticut Avenue, N.W.
Washington, D.C. 20036

Dear Jack:

OlTAPIA Z. SNOW, PA
OAMItl Z. LONG.TM. GALA,

GMA7_:./.....Z.OWA NOS 01

J. NICIATI
OFR., CHIEF OF rr"Fr

VAL J. MALM:A.:ZAPM:

INICZTTOP• or OVE.S.G.47

JAWS A. ORTTT.11
ASST. TO TIT CMAMMAAJF

--

WALTZ. A. GUTTMAN, PM. D.

INIMONITT DINCGTON

Your recent inquiry on behalf of the Home Beneficial Life Insurance Company
has been received. You were correct when you suggested that our cancer insurance
report confuses Home Beneficial with a firm of similar name which is in the
business of selling this kind of insurance.

We regret the error. I have written to Senator Howard Metzenbaum to make
sure that a correction appears in the March 20 hearing record. Second, I have
written a note of apology to the Company President and authorized him to release
it to the news media. Finally, we will make sure a correcting note is sent out
with our remaining supply.

I hope this is satisfactory to you and to the company.

With kindest regards, and

Believe me,

Always sincerely,

Claude Pepper
Chairman

CP:vhs
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NAYS, VALENTIT.:E, DAVENPORT 8C 1,foonE

SUITE 1200

001 CONNECTICUT AVENUE, N.W.

WAsitiN0T0N, D. C. 20036

TELEPHONE .08 P86-8560

March 24, 1980

The Honorable Claude D. Pepper
Chairman
Select Committee on Aging
House of Representatives
Washington, D. C. 20515

Dear Claude:

RICHMOND, VA. Orrxcz

F & M CENTER

P. 0.8011 1122 23208

luir”...o.E E.A.• -6011

FALL NO.

The purpose of my writing is to enlist your
assistance to remedy an error which appears on page
12 of the Report by the Select Committee on Aging
entitled "Cancer Insurance: Exploiting Fear For
Profit (An Examination of Dread Disease Insurance)."

As you are aware, I am a member of a Richmond
law firm with offices in Washington, D.C., and we repre-
sent the Home Beneficial Life Insurance Company of
Richmond. Table I on page 12 of the report lists Home
Beneficial as a major seller of cancer insurance. They
do not sell this type of coverage, and, in fact, have
never sold it. In support of this, we are endeavoring
to obtain a letter from the Insurance Bureau of Virginia,
and the company will also affirm this by affidavit to
the Committee. Unfortunately, their being cited in the
report as a seller of cancer insurance has been reported
by the media and, consequently, the company is desirous
of correcting this as promptly as possible.

I might add that members of your office and the
Committee staff have been most helpful and cooperative.
In examining the report, on pages 179, 180 and 181,
there's a possibility that confusion may have occurred
between Home Beneficial Life Insurance Company of
Virginia and Home Life Insurance Company of New York.
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In all events, I would be most grateful for
anything you and members of your committee and staff
might do to correct the situation I have described to
you.

With kindest personal regards, I am

Sincerely,

Attachment

73/392

cc: The Hon. David E. Satterfield
The Hon. William C. Wampler
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ADDITIONAL PREPARED STATEMENTS

STATEMENT qt. RE'PRESENTATIVE CHARI.XES E. GRASSLEY

"Cancer Insurance Industry"

MR. CHAIRMAN, I join the other members of the House Select Com-

mittee on Aging in expressing my pleasure at this opportunity

to work together with our Senate colleagues in addressing the

subject of this hearing.

An investigation by our committee leaves little

question that cancer insurance, as distinct from general health

insurance is, in most cases, a poor-investment. Our investiga-

tion also reveals that many companies selling this form of

insurance engage in sales tactics which exaggerage the incidence

of cancer and pander on fear in order to induce the purchase of

their policies. As we shall hear today, many of these policies

return little if any of the benefits that the purchaser is led

to expect.

Since the incidence of cancer tends to increase with

age, the elderly are especially vulnerable to hoax by unscrupu-

lous agents and insurance companies. The desire 9f the elderly

to protect others from the high cost of cancer treatment makes

them easy prey to those who exploit such honorable motivation

for the purpose of selling spurious security.

This hearing will reveal specific instances of such

practice. Since the regulation of insurance is a state responsi-

bility, I hope that the print of the hearing will be sent to

every state director or commissioner of insurance. We must do
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all that is properly within our province to rid the insurance

industry of practitioners who operate at this unsavory and

deceptive level of business.

I commend the members of the Senate Subcommittee on

. Antitrust, Mcnopoly and Business Rights for its good conscience

and initiative in calling this:Ilearing.



B. Z. TICITZL Mayor
IANIES A. BOGLE, Troonitor
J. S. ADILINS, City Clotk
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AFFIDAVITS

CITY OF WEST HELENA
ARKANSAS

biontrepal Buildlag • 98 Kama Street

March 17, 1980

AFFIDAVIT

HARVZT i TAM. blasicipal hag*
B.C. MURRAY, City Attars.,
JAMES T. CROSS, Ckiof of Polio.*
RAIL?. IRS, Piro CUM

STATE OF ARKANSAS )

: SS

COUNTY OF PHILLIPS )

: SS

CITY OF WEST HELENA )

My name is William W. Sturgeon. I live at 40 Edgewood Circle,

West Helena, Arkansas. I am a retired foreman from the Chicago Mill

& Lumber Company in West Helena, Arkansas. I am a volunteer member

of the West Helena Fire Department. I have been a member of the

Auxiliary Fire Department for West Helena for approximately 20 years.

We don't get much pay for our firefighting services because our

town of about 12,000 people over in the Delta along the Mississippi

River valley can't afford all full time firemen. The volunteer

fire department is a civic as well as a social club. We meet twotimes

a month and go to most of the fires to help the few regular full

time firemen protect the homes in our town.

In 1968 I took out, along with other firemen, a cancer insurance

policy with American Family Life Assurance Company of Columbus,

Georgia. The agents when they appeared before us at the City Hall

in West Helena to get us to buy the policies told us in 1969 that if
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we had cancer the benefits would be paid even if we were in the

Veterans Hospital and regardless of any other benefits we might have.

I kept my policy up. In 1975 I began having trouble with my throat

and was hospitalized by my family doctors in our local hospital.

was ultimately hospitalized and operated on for cancer in the Veterans

Hospital in Memphis. Our local county Helena Hospital bill was

$979.55. I was hospitalized seven days. That bill has never been

paid. I was hospitalized at the VA Hospital in Memphis on three

different occasions; 28 days; 19 days; and 5 days; I have never been

paid benefits for those periods of time.

I paid premiums from 1968 on the group policy up through the

time I retired which was in September of 1975 and after retiring I

began to pay the premiums on a non-group basis and paid the premiums

up until 1976. My Helena Hospital bill has never been paid. My

benefits due me while I was hospitalized in the Veterans Administration

Hospital and in our local county hospital have never been paid.

I understand, Senator, you and your committee are investigating

abuses in the insurance industry. I definitely feel that American

Family Life Assurance Company of Columbus, Georgia has taken advantage

of me and has done me wrong. I have worked hard for my money and I

have paid these premiums and they have never paid the benefits.

urge that you and the federal government stop these abuses by the

insurance industry. It's not fair for this company to take my money

and not pay me the benefits. This has kept me torn up for many years.
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This has made my health problems greater.

'

W. W. STURGEON

Subscribed and aworn to before E.L. Schieffler
, the undersigned

Notary Public, on this the 17th day of March,-
1980.

(SEAL)

My Commission Expires:

1-30-84

_

NOTARY PUBLIC /
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CITY OF WEST HELENA
ARKANSAS

Municipel Building

Li. TEETER, Mayor
JAMES A. BOGLE, Treasurer
1.8. ADKINS, City Clerk

STATE OF ARKANSAS

: SS

COUNTY OF PHILLIPS

March 17, 1980

AFFIDAVIT

HARVEY L. YATES, lannietpal bulge
R. C. MURRAY, City Attorney
JAMES T, CROSS, Chief of Polio.,
EARL T. WHIRS, Etre Ode'

My name is Oscar Sanford. I am a retired Captain of the West

Helena Fire Department. I worked for the fire department of West

Helena for approximately   years. I know W. W. "Jack" Sturgeon.

I was present in 1969 when the American Family Life Assurance Company

sold Jack his policy to protect him against cancer. Many of us

firemen bought these policies after the company told us how good the

policies were. There were several veterans in the fire department.

The company said that the benefits would be paid even if the fireman

was a veteran and went into a government hospital and would pay

regardless of other benefits the fireman had. Mr. Sturgeon kept the

policy all the time that he was on the Auxiliary Fire Department.

When he retired, he then kept the policy on a non-group basis. I am

upset that the insurance company, after it was discovered that Jack

had cancer of his throat, didn't pay his benefits and still to this

date have not paid his benefits. Senator, I for one would urge you

to continue your investigation and are hopeful that you and your

64-278 0 - 80 - 7
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Affidavit of Oscar Sanford, continued, March 17
, 1980

staff and Congress will adopt federal laws t
o prevent cancer insurance

companies from abusing and taking advantage of 
people such as Mr.

Sturgeon and other firemen.

1980.

(SEAL)

My Commission Expires:

CZ-4—
OSC R sANFORD

Subscribed and sworn to before me this -  day of March,

77 (
NOTARY PUBLI



LI TRIM, bloym
MIMS A. SOGLI, Treasurer
1.5. ADKINS, City Clerk

93

CITY OF WEST HELENA
ARKANSAS

Muzt.P., SwILLUsu • 98 P. Strset

March 17, 1980

AFFIDAVIT

/LAWRY L. YAM, SiuMalpal
IC. MURRAY, City Afton,
JAMES?. CROSS, C1MM t Pontos
SAIL?. MILIRS, Mrs Clasi

STATE OF ARKANSAS )

SS

COUNTY OF PHILLIPS )

My name is Roy Deaton. I was a member of the West Helena

Auxiliary Fire Department. I was a member of that for 13 years.

I know Mr. W. W. Sturgeon personally. I was there when they sold

Mr. Sturgeon his policy. They convinced us that this was a good

policy and that it would pay benefits if one of us had cancer.

They indicated that they would pay regardless of whether or not

we were in a private hospital or government hospital and regardless

of what other benefits we might have.

I am familiar with the W. W. Sturgeon claim and I am quite

put out as to the way they have treated Mr. Sturgeon. I urge that

your committee continue your investigation and take appropriate

actions to make sure that this insurance company never hurts anyone like
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Affidavit of Roy Deaton, continued
, March 17, 1980

they have hurt Mr. Sturgeon by takin
g his money and not paying the

benefits.

Rot;H;;;68'N
, L •

Subscribed and sworn to before me this
  c/il, day of March,

1980.

(SEAL) 
,,‘;

iNOTARY PUBLIC r

My Commission Expires:

- 



A!. TEETER. IdnYtit
JAMES A. BOGLE, Donau..

J. S. ADL1NS, City Clerk

STATE OF ARKANSAS
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CITY OF WEST HELENA
ARKANSAS

Miudaipal Building • BB rt... stn.,

: SS

COUNTY OF PHILLIPS )

: SS

CITY OF WEST HELENA )

My name is Earl Meiers. I am the Chief of the Fire Department

for West Helena, Arkansas. I know W. W. Sturgeon personally. I

was present when the insurance agent solicited his and other firefighters

cancer insurance. Our town of West Helena, Arkansas, is about 12,000

in population, It is located in the Mississippi River valley,in

eastern Arkansas, West Helena is indebted to citizens such as W.W.

Sturgeon. Our town can't afford a full time fully staffed fire

department.

Approximately 20 men, including Mr. Sturgeon, for years as

volunteer firefighters helped protect the homes in our town from fires.

They respond to the fire alarms along with us full time firefighters.

It hurts me to see how Mr. Sturgeon has been treated by this

cancer insurance company. The firemen in 1968 took out a group

policy with this company. Mr. Sturgeon was a member of that group

policy. He later retired from the volunteer fire department and

kept the policy himself. The firefighters and Mr. Sturgeon personally

March 17, 1980

AFFIDAVIT

HARM' L TATES. Monicipal lodge

IL C. MURLAT, City Afton.,

JAMES T, CROSS, Ctilei of Paling

LAIL T. MITERS, lire Clint(
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paid premiums for many years.

Mr. Sturgeon was diagnosed as having cancer in 1975; 
he was

hospitalized in a hospital at home and several times at a 
government

hospital in Memphis. Mr. Sturgeon has been trying to get the insurance

company for several years to pay the hospital bills and his 
benefits

but they have not paid them. The insurance company stated that

they would pay the benefits even though the patient were in a g
overnment

hospital.

Several years later, they issued another policy, a policy t
hat

I bought that states they will not pay cancer benefits if you a
re

in a government hospital. Mr. Sturgeon had his policy out earlier

and that policy stated it would pay regardless of other benefit
s

and regardless of whether or not hospitalization was in a governme
nt

hospital.

They changed the policy without Mr. Sturgeon's approval.

Many of the other members of our fire department are disturbed

over how our friend and fellow firefighter,Jack Sturgeon, has been

treated by the American Family Life Assurance Company of Columbus,

Georgia.

I have with me affidavits of several other firefighters who

have personal knowledge as to how the insurance company solicited

the insurance business. Mr. Chairman, with your permission I would

like to file these affidavits along with this statement and the

statement of Mr. Sturgeon. I, personally, and on behalf of the mem-

bers of the West Helena Fire Department 
appreciate you and your



97

committee's investigation. We hope that you will be able to stop

these abuses of cancer insurance companies.

' •"
EARL MEIERS, CHIEF OF FIRE DEPARTMENT
West Helena, Arkansas

Subscribed and sworn before E. L. Schieffler, the undersigned
Notary Public, on this the 17th day of March, 1980.

),

(SEAL) •  
NOTARY PUBLIC/

My Commission Expires:

1-30-84
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ADDITIONAL SUBMISSIONS FOR THE RECORD

SUBMISSIONS OF MRS. MARIAN SOBIESIAK

LEHIGH INTERNAL MEDICINE ASSOCIATES, LTD.

LITTLE LEHIGH MEDICAL BLDG.

127, S CEDAR CREST CLVD.

ALL rOWN. PLNNSYLVANIA 18103

PierJNE (EIS, 433.0303 ore 434.7732

rEACTiEs LIMITER To

INTERNAL resteiCiert

TO WHOM IT MAY CONCERN:

JONATHAN W. BORT, D. O.

THOMAS V. BRISLIN. D. 0.

HARVEY T. STARR. D. O.

February 20, 1980

Re: Sigmund Sobiesiak

Mr. Sigmund Sobiesiak is a patient of our Group and was hos-
pitalized initially May 24th, 1979 at Allentown Osteopathic
Hospital. After an extensive work-up he was found to have
signet ring carcinoma of the bladder with pelvic metastasis.
This was diagnosed on an operative procedure because of
bilateral hydronephrosis by Dr. Robert Sherman on May 30th,
1979. At that time bladder biopsy was done and confirmed
the diagnosis of signet ring carcinoma of the bladder.

I hope this information is of help.

HTS/lh

Sinceriely/yours,

.v

Harvey T. Starr, D.O.
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UROLOGY

1422 HAMILTON STREET

ALLENTOWN, PENNA. 18102

435-2281

February 22, 1980

Re: Sigmund Sobiesiak

To whom ii may concern:

Mr. Sobiesiakwas first seen on consultation at the Allentown Osteopathic
Hospital on 5/28/79. A work up was carried out on 5/30/79 including:
cystoscopy, urethroscopy, bladder biopsy, and a transrectal biopsy of the
prostate. The results of this work up revealed a cytologic classification
of class V cells, and the tissue report showed tissue from the bladder
consistent with adenocarcinoma of the signet ring cell type and tissue from
the prostate consistent with metastasis of adenocarcinoma of the signet ring
cell type.

Surgery was carried out on 6/4/79 which included the following:

1. Suprapubic cystotomy
2. Multiple bladder biopsies
3. Partial bladder resection
4. Bilateral nephrostomies
5. Bilateral pyelotomy

The patient currently has a bilateral nephrostomy and colostomy and is
satisfactory at this time.

If I can be of any further help to you in regard to Mr. Sobiesiak's condition,
please feel free to call upon me.

Sincerely,

A -

R2 J. Sherman, D. O. , F. A. C. O. S.

RJS/kel
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COMMONWEALTH OF PENNSYLVANIA

INSURANCE DEPARTMENT
HARRIIIBLI1110

17130

October 25, 1979 Telephone (717) 787-2317

The Union Fidelity Life Insurance Co.

I.R
Union Fidelity Office Park
Trevose, PA 19049 CONTINIE AFFAIRS
Attention: Harry T. Dozor, Chairman of the Board OCT 3 vTLiV  1979

Re: Dept. File 79-155-7073
Union Fidelity Life Insurance Co.
Policy No. 6992240
Sigmund Sobiesiak

Dear Mr. Dozer:

'

I have addressed this letter to you because I wish you to personally
' intercede in this complaint.

This Department, at the request of the wife of your above captioned
policyholder and claimant, has been engaged in correspondence with your
claims department because of your company's denial of benefits for Mr.
Sobiesiak.

The denial has been based on your contention the condition manifested
itself prior to the expiration of 30 days from the effective date of
the policy.

In the most recent letter dated October 10, 1979 Marilyn Segal informs
me that information previously supplied me clearly indicates Mr. Sobiesiak
has "increased in abdominal girth, hematuria, - urgency and dysuria and
other distinct urinary symptons prior to May 22, 1979."

She continues this case has been reviewed by your medical director, Dr.
Albert Order who "agrees that these symptoms indicate that cancer began
prior to May 22, 1979 and would have caused an ordinary prudent person
to seek diagnosis, care or treatment."

I would ask tat you furnish a statement, signed by Dr. Albert Order,
stating that Sigmund Sobiesiak had cancer prior to May 22, 1979 and that
his diagnosis is based not on subsequent events, but is based alone on
the history of conditions as stated by Mr. Sobiesiak on May 22, 1979.
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2 

In my opinion your company is using a frivolous excuse to deny what I
believe is a valid claim.

I will be grateful if you will have this file reviewed and give me
your company's denial decision in this matter.

I will refrain from recommending any course of action to Mrs. Sobiesiak
until I hear from you.

Sincerely,

1q4,14,1

mes Dumm
nvestigator

JED:jm

cc: Mrs. Sigmund Sobiesiak
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March 10, 1930

The Union Fidelity Insurance Company
Union Fidelity Office Park
Trevose, PA 19049

Attention: John Cooney, President

Re: Dept. File 79-155-7073
Union Fidelity Insurance Co.
Policy 'no. 6992240
Sigmund Sobiesiak

Dear Mr. Cooney:

787-2317

A review of this file reveals that I first wrote to your company Sept-

ember 12, 1979 in response to a request for assistance from Mrs. Sobiesiak.

There have been several letters exchanged between your company and this

Department, the -.lost recent of which was my letter dated January 22,

1930 addressed to Vice President Thomas L. Finnegan. In addition to

the letter I have called Mary Vought on three occasions and I called Mr.

Finuegan's office on February 29, 1980. I requested Mr. Finnegan's

secretary to have him call me.

I have received neither letter nor a phone call from Mr. Finnegan.

I am now instructed by my yuperiors to invite your company to a meeting

in my office on the 13th Floor, Strawberry Square, Harrisburg, Pennsylvania

17120 at 10:30 All, March 28, 1980. Please have your representative

prepared to discuss this file and to furnish any information in your

possession, in addition to the unsigned history and physical examination

allegedly conducted at the Allentown Osteopathic Hospital. There is no

date on this unsigned history and examination. I would especially

appreciate any statement that your medical officer, Dr. Order might like

to provide.

It is unfortunate that we find it necessary to expose your company to

the time loss and the expense of this meeting but it is obviously

impossible to reconcile the problem and analyze the facts in any other
way.
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If you find this time and day inconvenient, please call me and I will be
happy to arrange a mutually agreeable time.

Respectfully,

James E. Dumm, Investigator
Policyholders Service Division

J12) : ja

cc: Richard A. Sebastian, Director
Niles L. Gross, Regional Manager
Mrs. Sigmund Sobesiak
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COMMONWEALTH OF PENNSYLVANIA

INSURANCE DEPARTMENT
1-1A17,11131SURO

17120

November 13, 1979

Union Fidelity Life Insurance Co.
Union Fidelity Office Park
Trevose, PA 19047

. Attention: Thomas L. Finnegan, Jr., Vice President - Legal

Re: Department File No. 79-1-55-7073
Union Fidelity Life Insurance Co.
Policy No. 6992240
Sigmund Sobiesiak

Dear Mr. Finnegan:

Telephone: (717) 787-2317

14c1A

yr-5

T.)
(P3
LO

•

I appreciate your letter dated November 1, 1979 in regard to your above-
captioned claimant.

You indicate your company has denied benefits based on a "careful con-
sideration of all available materials submitted on Mr. Sobiesiak's be-
half". You refer to the records of the Allentown Osteopathic Hospital
and state they "clearly show that your insured had an increase in abdom-
inal size for three months prior to his admission".

On October 10, 1979, Marilyn Segal quoted Dr. Albert Order and again re-
ferred to "increase in abdominal girth (painless), hematuria, urinary
urgency and dysuria". She said Dr. Order agrees these symptoms indicate
"cancer began prior to May 24, 1979 and would have caused an ordinary
prudent person to seek diagnosis, care or treatment".

In my letter of October 25, 1979, I requested a statement, signed by
Dr. Albert Order, stating that Sigmund Sobiesiak had cancer prior to
May 22, 1979, and that his diagnosis was based not on subsequent events
but was based alone on history of conditions as they existed on May 22,
1979. You have ignored this request. I once more make this urgent plea.

I---

I do not wish to seem facetious, but really Mr. Finnegan, everyone of the
symptoms of "painless increase in abdominal girth, hematuria, urinary
urgency and dysuria" would be present in me if I were to drink a few
extra bottles of beer for a few weeks. Would Dr. '01=dii- I hä-
cancer based on these symptoms alone and refer to me as being imprudent
if I did not seek diagnosis and treatment!

Cancer, to a lay person, is associated with violent pain and loss of weight.
Your Dr. Order says a prudent man should associate painless increase in girth
with cancer.



107

Please keep in mind Mr. & Mrs. Sobiesiak are unsophisticated people not

learned in medical terminology or symptoms.

You refer to the fact you have obtained expert evaluation of the medical

records in this case. Has any opinion other than Dr. Order's been obtained?

I would sincerely appreciate a statement signed by Dr. Order rather than by

you or Ms. Segal.

Once more I ask you and your company to furnish a statement by Dr. Order,

or any other qualified doctor, stating that in their opinion based on the

symptoms alone Mr. Sobiesiak had cancer prior to May 22, 1979.

I will be grateful for your indulgence and cooperation.

Sincerely,

'14/tV,9 . i

1L1,1antes E. Dumm

Investigator

JED:bd

cc: Mrs. Sigmund Sobiesiak

64-278 0 - 80 - 8
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SUBMISSIONS OF HOWARD PETRICOFF

Interoffice Merr,,randum

Office of the Attorney General

All Employees Acquiring Cancer Insurance Through Payroll Withholding

William J. Brown, Attorney General

October 30, 1978

During this summer, our Office conducted an investigation

into the benefits derived by persons purchasing cancer

insurance from the American Family Life Assurance Company

AFLA) through the payroll withholding plan. Our investigation

found that the AFLA policies provide little additional benefits

over existing state hospitalization and disability plans.

We also found that the claims made by AFLA in selling their

policies were exaggerated and that more comprehensive cover-

age could be purchased for the same or lower cost.

As a result, I requested that the Department of Admini-

strative Services withdraw withholding privileges to AFLA

as of the November 30, 1976 pay period. Should you wish

to continue coverage, it will be necessary for you to make

arrangements directly with AFLA.

Attached to this notice is a copy of the memorandum

which states in detail the findings that we made. Should

you have any questions about the investigation, you should

contact either Joseph M. Paul or Howard Petricoff at 1560.

cc: All Section Chiefs
(Please Post)
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Interoffice Memorandum

Office of the Attorney General

To: Richard D. Jackson, Director of Administrative Services

From: William J. Brown, Attorney General b472

Date: October 30, 1978

Subject: American Family Life Assurance Company's Use Of The Payroll Deduction To
Market Cancer Insurance

The American Family Life Assurance Company of Columbus, Georgia (AFLA)
has been marketing and selling to employees of the State an insurance policy that
provides hospitalization benefits to those persons who contract cancer during the
period of coverage. Payment for the policy is made through a monthly payroll
deduction.

The cancer insurance coverage sold by AFLA covers only one disease, cancer.
The policy provides for certain benefits to the insured only during a time he or she
is hospitalized with cancer. This is an important limitation on coverage because
much cancer treatment is on an out-patient basis.

Cancer insurance or dread disease coverage, as it is sometimes called, has been
criticized by both consumer advocates and insurance experts. A spokesperson for
the American Cancer Society has stated that the Society discourages the purchase
of cancer insurance and also objects to the use of its figures to sell these policies.
They say that the figures are accurate but that salespeople off en use them out of
context. For example, when a salesman states that cancer will strike one out of
every four persons, he does not say that this figure includes many kinds of curable
cancer, some of which do not involve costly treatment.

The National Cancer Foundation, a social service agency in New York City
which provides professional counseling and care at home for advanced cancer
patients and their families, has criticized any disease by disease approach to health
insurance. It found that most cancer policies provide no coverage for care at home
where substantial costs, such as housekeeping, nursing and medicine are incurred.
The Foundation has also observed that some policies are carefully worded to
minimize hospital and physician benefits. This is true of the AFLA policy. For
example, AFLA provides payments for hospital chemotherapy but not for out-
patient chemotherapy. Additionally, there is even a dollar limitation on the
hospital treatment.

More disturbing, APLA's generally skimpy coverage does not match existing
state programs. For example, the group Blue Cross plan already provides all the
coverage supplied by AFLA's offered policies. In fact, not only won't the AFLA
policies provide additional coverage for medical cost, which is the primary reason
listed for obtaining the insurance, but AFLA will not even provide the double
coverLge to members of our group Blue Cross program. Under the coordinatir.
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benefits clause of the group Blue Cross program, for every dollar provided by
another medical insurance company, group Blue Cross reduces its payment one
dollar. In other words, for any of our employees who belong to group Blue Cross
the additional premiums paid to AFLA buys no additional medical coverage. I
might add that most of our employees do participate in Blue Cross plan.

AFLA representatives were contacted and questioned on coordination of
benefits. AFLA representatives agreed that if Blue Cross coordinated benefits,
their cancer policies would be of little benefit, but they claimed that a special
rider had been attached to the master policy coverting the AFLA cancer policy to
disability insurance in the event of coordination. Unfortunately, the agents did not
have a copy of the rider and previously had not filed a copy with the personnel
department.

The Company subsequently mailed a copy of the rider. The rider provided that
if a beneficiary was eligible for medical benefits and was being subject to
coordination of benefits, the AFLA medical benefits would convert to disability
benefits based on a flat fee per day of hospitalization. Although, the AFLA rider
refers to those payments as "disability" they are contingent upon hospital confine-
ment when cancer has been officially diagnosed. Currently, the state provides a
true disability coverage for those who cannot work for any reason, including those
confined to hospitals with cancer. The state retirement fund, however, does not
supply 100% of salary for those disabled. An employee can purchase coverage up to
100% of salary for a modest premium from a private carrier. For example, a 30
year old employee making $8,000 can get 100% disability coverage for less than the
AFLA cancer premiums.

If it appears that AFLA premiums provide little in the way of benefits, last
year's cost/benefit figures filed by AFLA with the Ohio Department of Insurance
confirms that appearance. For health and accident benefits AFLA paid out in Ohio
only 40% of the premiums it collected in the state. This compares with 90% of
premiums paid out by Blue Cross. Nor was last year in Ohio atypical for AFLA.
Failure to pay out benefits, high commissions and unconscionable dividends (AFLA
is a stock corporation) caused the states of New York, New Jersey and Connecticut
to ban AFLA and other cancer insurance policies within their respective states.

I am not recommending a state wide ban or administrative action against AFLA
at this time. However, in light of AFLA's failure to dove tail with existing state
programs and its poor benefits record, I do recommend that the free use of state
facilities (payroll withholding) (See Ex. B), and the implied state endorsement in
AFLA's promotional material be terminated at once.

cjm
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THE STATE TEACHERS
RETIREMENT SYSTEM OF OHIO
275 EAST BROAD STREET • COLUMBUS 43215

TELEPHONE 227-4090

AREA CODE 614

IN RE•LY PLEASE REFER TO NUMBER

November 6, 1978

Honorable William J. Brown
Attorney General of Ohio
30 East Broad Street
Columbus, Ohio 43215

Dear Mr. Brown:

JAMES L SUBLETT
EXECUTIVE DIRECTOR

VICTOR A. MILLER
DEPUTY EXECUTIVE DIRECTOR

ASSISTANT EXECUTIVE DIRECTORS

ALAN D. BROWNINS. INVESTMENTS

BERNARD E. DIEHL. •INANCE a CONTROL

C. JAMES GROTHAUS. MEMBER •ENEFITS

J. ALAN STEELE. DATA PROCESSING

I read with interest the newspaper accounts of your protest regarding
the withholding privilege granted American Family Life Assurance Company
for its cancer insurance plan. You should receive the commendation of
every state employee for this action. Hopefully, Mr. Jackson will heed
your recommendation.

The record of this company is notorious and the meager benefits provided
by it are virtually valueless, especially when considered in relation
to the excellent comprehensive coverage available to state employees.

In administering the Ohio Retirement Systems Health Care Plan, this
cancer policy is a constant source of difficulty. Despite all our
efforts, the company continues to push the policy and we have many
hundreds of retired public employees spending money they can ill afford
for coverage which is not only meager, but totally duplicates the ORS
coverage.

Respectfully,

James L. Sublett
Executive Director
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March 18, 1980

M. Y-;

Cairtrian
Subccmmittee on Antitr t, Monopoly

and Busin,ss Rights

United States Senate
Washington, D.C. 20510

Honorable Claude D. Pepper

Chairman
Select Committee on Aging

U.S. House of Representatives

Washington, D.C. 20515

Gentlemen:

Your staff was kind enough to send me a copy of a draft report

entitled "Cancer Insurance: Exploiting Fear For Profit." I have

read it with great interest. It is a well presented and thorough

document; I hope the Congress will take guidance from it.

When I was the Insurance Commissioner of Massachusetts, I

initiated market conduct audits of several leading cancer insurers.

The findings convinced me that sales of cancer insurance should

be banned or severely limited. My staff was in the process of

writing a full report on our recommendations when I left

Massachusetts to assume my current job. Enclosed is a draft

of that report which may serve as a useful supplement to the

market conduct audit materials already in your possession. As

you can see from the date of the draft, I was no longer in

Massachusetts at the time of its preparation and I do not know

if the report was ever released. Since this draft is not a final

document, you should use your own judgment about the appropriateness

of putting it on the record.
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I oold like to congr.F.tulate you on your i!curnzous attempt
to protect the innocent victims of unscrul'ulous insurance
practices. If I can be of service, please let me know.

Very truly yours,

r ••• ""." —

M. Stone

Enclosure



114

A STUDY OF CANCER INSURANCE

(DRAFT ONLY)

Prepared by

The Research and Education Staff

Massachusetts Division of Insurance

May 29, 1979
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INTRODUCTION
7

Of the diseases that afflict humanity, Americans fear cancer

most. According to one recent study, 58% of Americans rank cancer

as their foremost health concern.(1)

Responding to the evidence of widespread fear and concern about

cancer, a number of insurance companies now market specialized cancer

insurance policies. These policies are needed, say the insurers, to

protect consumers adequately against the high costs of cancer care.

In 1978, the leading cancer insurer generated nearly $300

million in cancer insurance sales and predicted a 33% increase, to

$400 million, for 1979.(2) Millions of cancer insurance policies are

now in force, and each year brings a dramatic surge in the total

number of new policies sold.

Although cancer insurers regard all families as potential

buyers of their product, some groups have proved especially responsive

to their sales campaigns. Among the Massachusetts policyholders of one

large cancer insurer, for example, a recent survey showed a prepon-

derance of elderly consumers. Twenty-six percent of all policyholders

were in their sixties, 46% in their seventies, and 7% in their

eighties.(3)

As the public spends more and more money on cancer insurance,

consumer organizations and government agencies have become

7
increasingly concerned about the value of this coverage and tie
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methods by which it is sold. After examining benefits provided by

Several common cancer policies, Consumer Reports recently cautioned it

readers against the purchase of the policies:

The cost of cancer treatment is often
fearfully high. Nevertheless, we don't
recommend buying cancer insurance. The
cancer insurance policies CU Z. Consumers
Union/ examined offer only fragmentary
protection against the cost of treatment.
And they offer no coverage at all for
numerous diseases that can also be
expensive to treat. On balance CU thinks
any money spent on cancer insurance would
be better spent on improving your broad
health insurance coverage. (4)

Reaching similar conclusions, some state governments have also

acted to restrict or ban the sale of cancer insurance. Eight state

insurance departments have implemented specific "minimum standards"

requirements that must be met within the varied list of cancer insurance

benefits. The New York Insurance Department requires that cancer

insurance not be sold at all, except as an add-on to broader "basic"

or "major medical" policies. Citing the "inherently misleading" nature

and promotion of cancer insurance, the New Jersey Insurance Department

bans its sale entirely. The Connecticut State Legislature has also

banned the sale of cancer policies.

To understand the strong criticism and strong regulatory action

that cancer insurance has elicited in many quarters, it is ustful to
z

seek answers for several specific questions:
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--How did cancer insurance get its start?

--How is it typically sold?

--Compared to its sales presentations,
how well does cancer insurance actually
perform?

--How great is the need for cancer
insurance? Could another policy
meet the need more effectively?

During late 1978, the Massachusetts Division of Insurance

directed "market conduct" examinations of four health insurers that

sell cancer policies -- American Family Life Assurance Company of

Columbus, Georgia; American Income Life Insurance Company (Waco,

Texas); Union Fidelity Life Insurance Company (Trevose, Pennsylvania);

and Washington National Insurance Company (Evanston, Illinois). The

Division assigned attorneys to examine marketing methods and policy

forms; nationally known accounting firms to examine company expenses

and claim payments; and a survey research firm to study samples of

insureds.

Using data generated by these field examinations, and other

sources of information, members of the Division's staff have attempted

to piece together the answers to the most important questions about

cancer insurance. They have examined, as well, the available options

!or regulation of this type of coverage.

Their findings and conclusions are presented in this eport.
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I. THE SELLING OF CANCER INSURANCE

There is an old saying that "insurance isn't bought, it

,is sold." Nowhere does this adage seem more true, or more

fraught with consequences, than in the selling of cancer insurance.

A Heck of a Sales Force

Cancer insurance is the brainchild of John B. Amos, the

founder and chairman of American Family Life Assurance Company of

Columbus, Georgia. A 1977 Forbes magazine article relates that

"when the debit insurance company he founded Lin 19557 with

$55,000 of borrowed money and another $250,000 from outside sources

went nearly bust three years later, Amos had to find something

else to sell..(1)

Although they had never made a big splash in the market-

place, health insurance policies covering only one or several

"dread" diseases -- including polio, encephalitis and diphtheria --

had existed since at least the 1940's. In his search for "something

else to sell," Amos thought of developing a special policy for yet

another dread disease:

The incidence of cancer was high and
growing, treatment was expensive
and there would never be any epidemics
to cover. A cure seemed a long way
off, and the growing fear of cancer 
was almost universal. Why not offer
an inexpensive. . . policy designed
to span the gap between the limits of
group medical coverage and the actual
cost of protracted cancer treatment?
LEmphasis added,/ (2)

American Family introduced such a policy in 1958.
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If the fear of cancer was almost universal, Amos reasoned,

the potential market for his new product would be the same.-

Determined to capitalize on this potential, he gradually deireloped

selling strategies that were as shrewd as his original product

idea.

One of these was "cluster selling." Door-to-door sales

of individual health insurance policies were effective and

rewarding, but it would have taken many years to tap a universal

market using that method. The cluster selling method, introduced

in 1967, permitted the mass merchandising of cancer insurance

and a much more rapid growth of sales.

The method involves persuading employers to let American

Family agents address their employees collectively, offering

individual policies at a discount. Since the premiums are usually

paid in monthly installments through payroll deductions, cooperating

employers indirectly assume a portion of the selling cost. To

many employees, the American Family sales presentation on the

work premises and the availability of a payroll deduction payment

plan also suggest an employer endorsement of the cancer policies.

Having devised a novel way to sell individual cancer

policies to groups, Amos also planned an effective strategy for

expanding sales into additional states. This involved a fronting

arrangement with Chicago's Globe Life Insurance Company, wiich

was already licensed to sell health insurance in most statis.(3)
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Globe introduced Amos' cancer policies into many of

these states, and American Family reinsured them. When it g

ilater applied to these states for licensing in its own name, -

Amos' company could argue that its product was already being

marketed there with no apparent problems. According to Forbes,

"the scheme worked beautifully . . . Today /American Familg

can sell in 47 states and Washington, D.C., plus Puerto Rico,

the Virgin Islands, Great Britain, Lebanon, Hong Kong and Japan."(4)

Whether operating at home or abroad, Amos has always

paid close attention to the proper motivation of his agents

to maintain the desired growth of cancer insurance sales.

G. Othell Hand, a baptist preacher and company vice president

for motivation (and author of an exhortatory volume entitled It's

Easier to Win), attends to agent morale. Agents whose names have

disappeared from the company's list of top salesmen are likely

to get calls asking, "Is everything all right at home? Any

problems you'd like to talk about?"(5)

One dependable morale booster and sales incentive is the

company's generous compensation package -- including commissions,

stock bonuses and sales contest prizes -- for productive agents

and regional managers. In 1976, four earned more than Amos' own2
F annual pay of $160,000. Fifteen salespeople made more than

t $100,000.(6) The company pays its agents a commission of sp% of

first-year premiums for policies sold door-to-door, and fro& 20%
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to 49% for policies issued through cluster selling. The commis-

sion for all policy renewals is 1007) Particularly in thE case

of accumulated cluster sales, such commission rates can make

American Family agents rich men indeed.

Unlike previous dread disease policies, cancer

insurance -- and the company that invented and aggressively

marketed it -- have made a noticeable splash in the health insur-

ance marketplace. A 1978 report by Equity Research Associates

offers this assessment:

When the business history of the 1970's
is written, American Family Corporation 
will in all likelihood be ranked among
the top half dozen or so growth
companies of the decade. In 1970 it
reported total revenues of $18 million
generated primarily in the Southeastern
region of the United States. By 1980,
revenues on a broad base of U.S. and
international business should approxi-
mate $500 million. After-tax profits
by 1980 should triple the entire
revenues of the company in 1970. (8)

Meanwhile, American Family's success has encouraged other

insurers to develop their own cancer insurance policies and

marketing techniques. One company, American Income, uses union

lists and implied union endorsements to facilitate individual

selling to members of employee groups. Its agents address union

• members as "brothers and sisters"; boast that American Income is

"recognized by the AFL-'CIO as a Union Label Company" becauip all
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its agents and office employees are unionized; and focus on the

amount of insurance coverage that just one hour per week of

wages can buy.(9)

Aggressive mail-order companies like Union Fidelity have

added their distinctive sales techniques to the search for new

cancer insurance prospects. Still other companies, using large

forces of agents and more conventional selling methods, provide

additional competition for group and individual sales.

In the face of growing competition, American Family

estimates it is maintaining a market share of about 60% of cancer

insurance sales and professes undaunted optimism about the future.

If competitors make increasing inroads in cancer insurance

sales, or if doctors come up with a cancer cure tomorrow, John

Amos has no shortage of other ideas: "We could always do

something else. Sell life insurance like nobody ever sold it

before. Or maybe cosmetics. We've got a heck of a sales force."(1°)

As Forbes has pointed out: "American Family is a hard-

sell merchandising company that just happens to sell insurance.

Cashing In on Fear 

If cancer insurers sold square wheels or horse-drawn

Vboats, neither cluster sales nor lavish sales commissions would

;assure their success. Clearly, high-power sales techniques work

especially well for cancer insurance because the product offers

protection against CANCER -- and cancer is something that many

people are concerned about.

6 14-278 0 - 80 - 9
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As one victim put it, "Cancer provokes a lot of anxieties

that, say, heart attacks don't. . . It's not only pain and'

death but, . . anxiety about the pervasive, crab-like thing _that

secretly invades, takes over, your body." (12) Death, pain and the

constant threat of a drawn-out, frustrating disease feed the

common fear of cancer.

In a 1978 financial report on American Family, Equity

Research Associates bases much of its glowing evaluation on the

fact that cancer is a "universal disease" and that cancer

insurance has "universal applicability" which assures sustained

sales. American Family is therefore an interesting investment

opportunity, the report concludes, even though some investors

might reject the thought of investing "in a company which makes a

business out of people's fear of cancer. "(13)

Consumer Reports, in a 1978 article entitled "Cashing in

on Feari" has charged that cancer insurers deliberately exploit

this fear to promote the sale of their policies.(14) For the record,

spokesmen for the companies usually deny such charges. "We don't

have to rattle skeletons," says John Amos. "We just explain the

situation. (l5)

However, for American Family and its growing list of

competitors, "explaining the situation" appears -- from objective

evidence -- to involve a good deal of skeleton-rattling. In its

recent review of the marketing materials and practices of 'four
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cancer insurers, the Division of Insurance found a pattern of

selling that depends essentially on evoking fears about this

truth, the lowest common denominator of all cancer

insurance selling is the unabashed campaign to inform all

consumers why, if they are not already scared to death of cancer,

they unquestionably should be.

For example, American Family's full-page advertisements

in Time and Reader's Digest have emphasized that "a special

Gallup poll released to Parade Magazine recently showed that 58%

of Americans fear being struck by cancer more than any other

disease (blindness 21%, heart disease 10%, all others 2% or

less)." The American people "are scared of cancer," say the ads,

"and rightly so. (l6)

Just why this is rightly so is a subject explored

explicitly, graphically, and enthusiastically in nearly every

advertisement, brochure and agent sales presentation examined by

the Division. In many cases, these materials are misleading as

well.

Bemoaning cancer incidence. The advertising brochures

and agent sale presentations typically begin by emphasizing the

high incidence of cancer. One Union Fidelity brochure prominently

Impresses upon the consumer, "55 MILLION AMERICANS WILL GET'

CANCER. . . 1 OUT OF EVERY 4 PEOPLE. IT WILL STRIKE 2 OUT OF 3
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FAMILIES." (17) The company's direct mail letter adds, "If there are

75 families jiving on your streef2, 50 of you will have cancer

*touch your lives." (18)

In case these statistics are not threatening enough, one Union

Fidelity brochure, reproduced on the next page, also features a

graphic depiction of a gnarled and menacing growth, identified

as "cancerous tissue," spreading across a scarlet background.(19)

On the cover of several other brochures, in white type on

a funereal black background, the company lists the names of

celebrities who have died of cancer and warns: "The same thing

that happened to itheM7 could happen to you. . . CANCER." (19a) An

example is reproduced on page 10.

American Family's agent presentation also emphasizes the

high incidence of cancer: "Did you know that cancer will strike,

within a lifetime, 1 out of every 4 Americans, and 2 out of every 3

families? Among children, cancer is the leading killing disease.

Cancer is the leading killer of women between 30-54. . . 54% of all

cancer deaths are males." (20) A two-page brochure uses the entire

front cover, reproduced on page 11, to present similar statistics. (21)

American Income's agents, displaying a notebook open to

the two pages reproduced on pages 12 and 13, say:

Cancer doesn't care whether you are
rich or famous, strong or weak,
or what, it strikes anybody. If
Vince Lombardi, Babe Ruth, Nat King
Cole and all of these other famous,
even wealthy people, couldn't
protect themselves from cancer, how
can you and I? The truth, John,
is that you can't. Neither can

(22)Nary.
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CANCER:
...will eventually strike one in every four
Americans according to present rates
(approximately 54 million).

Approximately two of every three American
families will have a case of cancer.

During 1976, 370,000 Americans will die of
cancer, but...approximately 225,000 are alive
five years after treatment.

One problem is the astronomical
cost of treatment.

*AA cancer statistics from '76 CANCER FACTS AND FIGURES
published by the American Cancer Society
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Then, the agents show another page (reproduced opposite) and recite:

The American Cancer Society tells
us that cancer will strike. . . one
in every four Americans, according
to present rates. . . more than 50
million Americans now living. . .
and that approximately two out of
every three American Families will
have a case of cancer. It is
estimated about 370,000 Americans
died of cancer in 1976. . . but
approximately 225,000 Americans

(23)were saved.

Washington National's brochure uses statistics similar to

those presented by the other companies. (24) The first page of the

brochure states:

Cancer is on the increase (It strikes
one in every four Americans, two
families in three)

All ages are susceptible (It's the
leading cause of death of women
age 30-45 and of school children)

Common to all these cancer-frequency statistics, piled

one atop another in profuse and grisly array, is the apparent

attempt to evoke in sales prospects an emotional distress that

can be assuaged only by the purchase of the prescribed antidote,

a cancer insurance policy.

Perhaps in an effort to rationalize this method of

explaining the situation" about cancer, John Amos has asserted

that "fear motivates the purchase and renewal of all insurance. (25)

It is clear, however, that the cultivation of fear plays so large

a role in regard to no other insurance product. Automobile
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accidents occur more frequently than cancer, (26) and can cause either

death or painful and permanent disability; but auto insurance

agents do not usually recite the grim statistics of accident

carnage to sell policies. Heart disease kills more people than

cancer, and costs more; (27) but companies selling basic health

insurance (which covers heart disease and nearly all other ill-

nesses) do not ordinarily compete for business through statistical

polemics alleging the prime importance of that disease.

The statistics on cancer frequency used by all four

companies are those of the American Cancer Society (ACS). In many

of the selling materials, the name of the ACS is featured

prominently and often as the source of the bad news about cancer.

A spokesman for the Pennsylvania Division of the ACS has testified

that such statistics are "presented usually in a way that indicates

to the casual reader endorsement by the society. We have no

doubt that many purchasers of Cancer Insurance believe that the

ACS in some way approves the insurance." (28)

One insurer has been partially responsive to this complaint:

American Family now uses a disclaimer in its sales brochures

(though not in its agent sales presentation) saying "use of this

information does not imply endorsement of these policies." But

:most have not.

The American Cancer Society's Pennsylvania Division also

objects to the alarmist context in which its statistics are

presented:
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ACS statistics are often used in
promotional pieces to scare people.
This fear tactic. . . is detrimental
in terms of educating the public
regarding steps they should take to
protect themselves against cancer.

Our goal is to control cancer. . .
Early detection is the key to curing
cancer. Fear of cancer can cause
delay in seeking prompt medical
attention at the earliest sign of
something wrong.

If such scare tactics and attempts
to link the policy with a reputable
organization are necessary to sell
a particular insurance policy,
one must question why it can't be
sold on its merit alone. (29)

Although the American Cancer Society cautions that its

estimates are offered "as a rough guide and should not be

regarded as definitive,"(3°) cancer insurers never reproduce this

warning and usually present ACS projections of cancer incidence

as though they were certain facts. American Family's agent

presentation thus begins: "Mr. Jones, these facts come from the

American Cancer Society.

Emphatic statements such as "cancer will strike 55

million Americans. . . 1 out of every 4 people. . . one every 45

seconds. . ." ignore the fact that no one can predict with

_ certainty what the future incidence of cancer will be.

One insurer's statement that "cancer is on the increase"(32) illus-

trates the folly of drawing definitive conclusions from existing

data: According to the ACS 1979 Cancer Facts fi Figures, the
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overall incidence of cancer has decreased slightly in the past

25 years."(33)

Besides being made to suggest an unwarranted degree of

certainty about future events, specific ACS estimates are also

presented in ways that promote simplistic conclusions about the

significance of cancer risk. For example, the often quoted

estimate that "cancer will strike. . . one in every four

Americans" could lead some consumers to conclude, erroneously,

that one-quarter of the population now has cancer. The

present-tense assertion of one insurer that "cancer. . . strikes 

one in every four Americans /emphasis added7" is almost certain

to have this result.(34)

Since cancer insurance policies are commonly issued for

a term of one year and less than 50% of cancer policies are kept

for five years, let alone a lifetime, the estimated incidence of

cancer for a single year might put the risk in better perspective:

For 1979, the ACS estimates that one of every 280 Americans will

contract cancer.(35) Without further interpretation, however, even

this information could lead to an exaggerated notion of cancer risk.

To make an informed assessment, a consumer might want

to know that the incidence of cancer varies greatly by age and

community. Because some cancers are preventable, lower rates

of incidence also apply persons who avoid known causes of

cancer, such as cigarette smoking; it is estimated that smoking

alone accounts for 80% of all cases of lung cancer, or more than

10% of all cases of cancer.(36) In addition, a consumer might want
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to know that overall cancer-incidence estimates include many

types of cancer, which are not all equally severe or costly._

,Colon cancer, for example, is highly curable (and therefore

relatively less costly) if detected early; and colon cancer

accounts for an estimated 15% of all new cancer cases.(37)

Belaboring cancer costs. The case for cancer insurance

rests not only on the idea that cancer is a universal disease,

but also on the idea that it generates very great medical

expense. Along with fragmentary and rather frightening

estimates of cancer incidence, therefore, most cancer insurance

sales presentations contain equally stirring warnings about the

high costs of cancer care.

American Income's agents state at the outset of their

presentation that cancer and death are the two most crippling

expenses any family can incur.(38) Later, with their notebook open

to the pages reproduced previously on pages 12-14, the agents say:

Medical societies tell us that one of
the greatest threats of financial
disaster due to disease is cancer.
The cost is staggering. . . The
astronomical cost of treatment is one
of the problems we all face. It is
not unusual for the cost of treatment
to run somewhere between $30-40,000
and even more in many instances.(38)

The first page of the American Family brochure reproduced

earlier on page 11 states that "CANCER IS GETTING MORE COSTI:Y"

and then presents the nationwide cost of cancer treatment for the
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years 1962 and 1972. American Family agents tell sales

prospects:

Of course, you are aware that cancer
is getting more expensive. It was
estimated that in 1972, Americans
would spend three billion on the cost
of cancer. They actually spent 4.5
billion. The high cost of cancer is
the reason I am here. (40)

Another American Family brochure poses the question, "Why do I

need cancer insurance?" and answers the question in part by

saying "cancer is often a lingering disease which requires

repeated, extensive treatment and results in the victim's being

unable to work..(41) In a 1978 article on cancer insurance,

John Amos adds: "the average cancer will cost a patient more

that $20,000 in hospitalization, radiation, drugs and doctor's

bills, according to the American Cancer Society..(42)

A Union Fidelity brochure cautions that "the odds are

very high that someone in your family will be stricken. . . so

you must protect yourself and your family from the crushing

costs."(43) Later on it refers to "the smothering costs of cancer."

Accompanying the brochure is a statement from a family which

says it learned of cancer insurance too late: "Now we have been

striick with this horrible disease, and it has crippled us

financially. The expenses are impossible to meet It puts you

in debt so far you can't even look ahead. We know!"(44)
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Another brochure makes the same point under the heading "An

Important Message" from Harry T. Dozer, chairman of Union

Fidelity:

There is a desperate need for cancer
insurance to help finance treatment,
which can run into months and years,
and into thousands of dollars. . .
The average person's financial re-
sources are no match for this costly
disease.(45)

A recent Union Fidelity direct mail letter to U.S. veterans

reports that "this year Cancer will cost the American people

over $3 billion, according to the American Cancer Society!

That's almost as much as the entire Veterans Administration

spent on Medical service in a recent year!"(46)

A Washington National brochure adds: "Improved treat-

ment and better facilities cost more (over $5 billion in cost

of treatment)."(47)

Like the statistical presentations used to demonstrate

the high incidence of cancer, the company pronouncements on

cancer costs are objectionable on several grounds. Adjectives

like "crushing," "smothering," "staggering" and "astronomical"

are obviously calculated to alarm without informing the consumer,

and vague references to the possibility of bankruptcy for cancer

victims likewise provide no quantifiable measure of the

likelihood or extent of catastrophic loss.

614-278 0 - 80 - 10
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Perhaps even more intimidating, but no more enlight—

ening, are the statements that cancer costs from $3 billion -

to $5 billion annually or "almost as much the entire Veterans

Administration spent on Medical service in a recent year:"

Such aggregate cost estimates and comparisons supply a

quantitative facade for the assertion that cancer is a costly

disease, but still provide no useful frame of reference for

an individual's decision whether to purchase cancer insurance.

The substantial inconsistencies in the aggregate estimates

used by different insurers reflect the fact, which is not explained

to consumers, that the few available technical studies of

overall cancer costs employ varied methodologies and produce

varied results. (48) At best, such estimates describe the societal 

costs of cancer; they tell nothing useful about the size and type

of costs an individual family is likely to incur, or about the need

for cancer policies to cover such costs.

The need for information on individual cancer costs

seems superficially to be met by American Income's observation

that "it is not unusual" for the costs of treatment to reach

.$30-40,000 or more, and by American Family Chairman Amos'

-statement that the "average" cancer will cost a patient $20,000

for medical treatment. Precisely because this Information Seems

more plausible and useful for making a decision on cancer
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insurance, however, it must be severely faulted as both unsub-

stantiated and deceptive.

American Income's choice of the words "not unusual"

to describe its uncorroborated estimate of $30-40,000 in

treatment costs strongly implies that this amount is typical

or average. This implication is simply false, as is indicated

most immediately by American Family's use of a 50% lower

$20,000 estimate for average treatment costs.

But American Family's estimate is also without apparent

technical corroboration, and very probably is still too high.

Although it is attributed to the American Cancer Society's 1979

Cancer Facts & Figures, this publication in turn cites the

authority of a 1978 article in Consumer Reports, which cites no

technical study or other basis for the statement.(49)

Or widely quoted publication from which the $20,000

estimate might originally have been derived, a 1973 study by

Cancer Care Inc. of the costs and consequences of catastrophic

illness, concluded that the average total costs of cancer were

$21,718 per study family. (50)

Of its findings, however, this publication cautioned

that "there is no claim that the findings from this sample are

typical. . . of all cancer patients."(51) The study examined a small,

non-random sample of 115 cancer patients who had received extensive

assistance from the Cancer Care organization, who had advanced 

cancer, and who died of the disease. Moreover, the study's cost
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computations were based in many cases on family recollections

rather than verified expense records. Only about 63% of the

,costs reported were for hospital, surgical and doctor expenses.

The total average costs reported also included significant

percentages of non-medical costs -- including "food for home

help" and burial expenses -- which are not covered under either

conventional health insurance or cancer insurance policies.

Belittling basic health insurance. Apart from issues

of what is accurate and what is typical, the most fundamentally

deceptive aspect of all expense estimates used by cancer

insurers is that they steadfastly draw attention away from the

single most important question about cancer treatment costs:

To what extent are they likely to exceed the compensation avail-

able under an individual's basic health insurance policy?

Cancer costs covered under conventional health insurance

cannot fairly or in any practical sense be characterized as a

financial threat to cancer patients or their families, but cancer

insurers energetically blur this central, if inconvenient,

distinction. The cost presentations of cancer insurance selling

materials generally feed the fear of "crushing" cancer costs by

stating or implying -- falsely-- that a consumer's existing

.:health insurance plan will not be a source of significant compen-

sation for those costs.

Thus, American Income's .sales presentation, after citing

its bloated cost estimate of $30-40,000, concludes: "So, even
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with your health and welfare plan, you are still left with a

whopping bill. .(52)

Leaving out any reference to existing health insurance,

the Union Fidelity brochure shown earlier on page 9 poses

this false choice:

YOU MUST MAKE A CHOICE. .

Either. .

1. Take your chances and hope
that cancer will not
strike. . . or. . .

2. Give yourself and your family
financial protection against
the high costs of cancer

a Union Fidelity cancer
policy/.

The American Family brochure reproduced earlier on

page 11 also ignores existing health insurance. Another

American Family brochure recognizes existing health insurance

but minimizes its ability to cover the costs of cancer treat-

ment:

Health insurance may not cover all
of your medical expenses and cancer
has all the expenses of any illness,
plus, in many cases, its own
expensive requirements, for confine-
ment, treatment, surgery, medication
and other costs. . . This policy is
intended to supplement your existing
health insurance program to better
provide for the unusual expense of
cancer. . .(53)
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If a consumer resists a sale by saying, "I have other

insurance," or "I've got all the insurance that I need," or -

-"I have a great hospitalization [Plan-7," American Family agents

are taught to say in rebuttal the following statements, using

"the statistics from the strike sheet as additional ammunition":

I can appreciate you feeling that
way, Mr. Jones, and most people feel
the same; however, in reality we
don't have ANY insurance. The
doctor that treats you has insurance
his bills will be paid. The hospital
has insurance its bills will be paid.
But, in reality, you do not have any
insurance. You just pay the high
premiums. Have you ever received
any money from a hospitalization
policy to put in your pocket?
Mr. Jones, this is YOUR insurance.
Should cancer strike any member of
your family, we will pay our money
directly to YOU and NOT to the
doctors and hospitals.

I'm glad to hear that, because nearly

everyone that I enroll carries other
insurance. . . and they enroll in

this program to help take care of the

hidden costs of cancer. . . such as

travel expenses, loss of income,

family care expenses, etc. . . and

due to these hidden costs, most

people feel that it is better to have

a program like this and never need it,

than to need it and not have it. I
think so too.(54)

Contrary to the statements and implications found

throughout the marketing materials of cancer insurers, conven-

tional health insurance policies held by at least three in four
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Americans under age 65 cover many, and sometimes all, of the

costs of cancer diagnosis and treatment.(55) Sales presentations

that omit references to existing health insurance, or suggest

that such policies provide insignificant coverage of cancer

costs, are misleading in the extreme.

Also misleading are American Family's diversionary

tactics -- when a sales prospect asserts he already has

sufficient health insurance -- of denigrating that coverage

because it may not provide "money. . . to put in your pocket."

Providing pocket money is a dubious goal for a health

insurance policy; American Family's statement that because

existing insurance may pay doctors and hospitals directly, "in

reality, you do not have any insurance. You just pay the high

premiums" is false, malicious, and patently absurd.

The claim that cancer generates miscellaneous special

costs, like loss of income and family care expenses, has more

merit but is also true of other illnesses.(55a) Most cancer

policies are designed to pay specific medical costs of cancer.

They are not designed, nor are they approved by regulatory

authorities, to provide disability benefits or to compensate

other "hidden" cancer costs.

Cancer is a serious disease, its incidence is high and

the costs of cancer care are high. However, by exaggerating the

incidence and the costs for emotional effect, and omitting or

distorting the facts about the extent of existing health insurance
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coverage, cancer insurance marketing materials and practices

may be justly charged with "cashing in on fear." (56)

Another part of the cancer insurance marketing picture

concerns the professed virtues of cancer insurance itself.

Unfortunately, many of the most eye-catching claims in behalf

of cancer insurance are open to the same criticism: that they

succeed through exaggeration, distortion and the omission cf

facts consumers need for a rational purchase decision.

Promising Peace of Mind

Adept at graphically depicting the menace of dread

disease, cancer insurers are also enthusiastic verbal artisans

when it comes to promoting the merits of their product. Lest

the bearers of bad news be blamed for their message, the typical

cancer insurance sales presentation is carefully structured to

go just far enough, and no further, in its grim recital of cancer

risks. Then the focus of the story shifts to a proffered happy

ending: the purchase of a cancer insurance policy. If the

cancer threat is overblown, so also is the nature of the

suggested remedy.

American Family's John Amos presents the most idealistic

description of cancer insurance. "Above all else," he has

said in advertisements appearing in several national periodicals,

"our cancer policy provides to the insured Peace of Mind.

Peace of mind that enough money will be available to fill the
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gaps -- to insure that he will never be a burden upon

loved ones -- that life savings or plans for college education

and a fair start in life for the coming generation -- will not

be destroyed by a long and expensive battle with cancer."(57)

Expansive in their vision, alive more with intentions

than with facts, Amos' rolling cadences suggest a function for

cancer insurance at least as important as that of the New Deal,

the Marshall Plan, or the current attempts to bring peace to the

Middle East.

Of course, cancer insurance has no specific benefits for

protecting life savings or plans for college education, much less

a fair start in life for the coming generation. But Amos'

description does astutely capitalize on the reality that many

consumers can be induced to buy insurance as much for psycho-

logical security -- Peace of Mind -- as for the limited financial

protection that it actually provides.

If one or more actual policy benefits can be made to

sound concrete and plausible yet sweeping enough to support an

equation with Peace of Mind, that feature will hardly hurt

insurance sales. And in fact, most cancer insurers have learned

to accentuate the positive and eliminate -- or gloss over -- the

negative aspects of their coverage in ways skillfully designed

to play upon a consumer's desire for Peace of Mind.
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What could be more monumentally concrete, or more

conducive to Peace of Mind, than a $250,000 cancer insurance

policy? For the customers of Union Fidelity, Peace of Mind is

available in $50,000 increments: The company markets a "$50,000

Plan," a "$100,000 Plan," a "$150,000 Plan," and a "$200,000

Plan." And recently, the company notified holders of the

$200,000 Plan that they can increase their benefits "by a full

25%. . . NOW $50,000 MORE CANCER COVERAGE FOR PENNIES A DAY PER

PERS0N!"(58)

By naming its policies to dramatize the maximum dollar

benefits per person which each could possibly provide, Union

Fidelity ingeniously quantifies the abstract essence of Peace of

Mind, and implies a virtually inexhaustible source of financial

protection against cancer.

Prominently displaying its six-figure policy names on

elaborate "eligibility" certificates trimmed with fancy borders

and a gold seal, and repeating them at every opportunity

throughout its sales brochures and direct mail letters, the

company promotes an overwhelmingly favorable Impression of

abundant benefits in light of which the specific terms and

conditions of coverage are likely to seem mere footnotes -- and

Much less important to read and understand. Three examples are

shown on the following pages.(59)



• To Apply- •
Is Now Available To

EUGMWYNOi-13°24895

- •

11V  
Provides benefits for Cancer treatment in addition

to any Group Insurance Plan or Medicare ---
benefits are payable in cash direct to: •

Gertie Kertus

Coverage under this plan is guaranieed to you
•.and members of your family who have not had Cancer.

Details of the Plan are given inside..
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SEND NO MONEY NOW
ONE RATE FOR ALL AGES • NO AGE LIMIT

1R0,000 VIM
INDIVIDUAL ALL-FAMILY

$3.25 $4.90
a month a month

$150,000 11
INDIVIDUAL ALL-FAMILY

$4.40 $6.90. month 'a month

NOTE: TO FOLKS 65 & OVER: Benefits are paid to you in addition to any benefits you may get from Medicare.

ALL FAMILY PLAN: Includes main insured, spouse and all unmarried dependent children to age 21. . .23 if a fufl.

time student.lfchildren are included, all future children will be automatically covered at birth at no additional premium.

DON'T DELAY ... SEND YOUR APPLICATION TODAY
Well issue an in•force policy In your name, as soon as we receive your application. Send no money now. You'll have 21

days to examine your policy and make sure it's everything we've said it is. To continue this fine coverage, simply send us

your premium payment. Of course, If you don't send it within 21 days you will have no coverage. We urge you to send

your application now . Tomorrow could be one day too late. •

. THE UFL CANCER POLICY COVERS CANCER, HODGKINS DISEASE AND LEUKEMIA ONLY.

TV
REPORTS

11.ff.N

 NUMEROUS 

RADIO
PROGRAMS

NEWSPAPER
ARTICLES

-ARE TELLING US OF THE PERILS OF CANCER EVERYDAY. 

This policy is priced so that most everyone who wants cancer Insurance protection can get it.

ACT NOW!
ou can't be covered once cancer strikes ... It's a decision that shouldn't wait even one day longer.

_ •
If It takes you 5 minutes to read this brochure ... according to American Cancer Society Statistics,

approximately 6 new cases of cancer were diagnosed.
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Most important of all, the Trust makes you eligible
for additional cash benefits - at low group rates.
Right now ,,,.' nened enrollment in the United
Veterans an efits Plan. The Plan
will pay y s up to S200, 0 .1. for Cancer treat-
ment both in and out of t e ospi a . And every penny
is paid DIRECT TO YOU or anyone you choose in addition
to any V.A. benefits you receive, Group Insurance,
Medicare, or any other Plan.

Read the enclosed brochure. It spells out all your
benefits, •p...ws how to enroll in the United
Veterans 200,000.si Cancer Benefits Plan...at LOW
GROUP RATES.

The enclosed Enrollment Form - with your name and
Veterans Acceptance number --is all we'll need to acti-
vate your coverage. SEND NO MONEY NOW. You'll have
21 days to examine the Plan FREE and decide if it is
for you.

If you like what you see, just pay your first pre-
mium within 21 days. If not, don't send a penny.
You'll have no coverage.. .and absolutely no obligation!

As a Vet, you gave your best to protect your country.
Now YOU deserve the best in return. Join the U.S.
Veteranc ris .1. e country who are taking advantage
of the 00,000.00 ancer Benefits Plan. Believe me,
it's in your Des Interest. Mail today!

Sincerely,

William R. Hughes
Chief Petty Officer, USN Ret.
United Veterans Group Insurance Trust
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Although no other company examined by the Division of

Insurance puts as much emphasis on the total benefits available

under a policy, all four cancer insurers tend to focus the

.consumer's attention on the upper reaches of cancer insurance

protection. For example, American Income's agents -- while dis-

playing the page from their notebook reproduced opposite --

describe an aggregate total of $35,640 in benefits and then add:

"Now, I am not saying that in every case you will receive $35,000,

but it is there for that long drawn out therapy. .(60) This limited

disclaimer undoubtedly does not deter the sales prospect from

focusing on the total amount of potential benefits as a simple

measure of the policy's worth.

Dissatisfied even with the standard line that one in

four Americans will get cancer, American Income agents also

point out the benefit bonanza available if four out of four

contract the disease: "So, with four of you in the family,

you will have a total of over $140,000 in scheduled benefits

.(61)available to you.

In most cancer insurance policies, it is something

called "extended hospital benefits" that provides the foundation

for promises of tens or even hundreds of thousands of dollars

in benefits for cancer victims. The extended benefits

*provision pays 100% of hospital charges up to a specified

monthly limit (usually $5,000) for continuous hospital stays in

excess of 90 days.



BLOOD PLASMA (Usual &
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Calling attention to this coverage, an American Family

sales brochure graphically separates and highlights

'EXTENDED BENEFITS" of up to $5,000 per montY and adds: FOR

EXTENDED BENEFITS THERE ARE NO LIFETIME DOLLAR MAXIMUMS NOR

TIME LIMITS." The brochure is reproduced on the next page. (62)

After describing basic benefits, American Family's

agent sales presentation also explicitly cites the worth of

extended benefits:

Mr. Jones we feel all these benefits
are great and I believe you agree.
(Nod). However, our Company has
gone one step further. As you know,
cancer can sometimes become a
lingering illness -- this doesn't
always happen but it does happen.
This is when the cost of cancer can
bankrupt people -- cause them to go
into their savings, borrow money to
pay for their bills. Should
you or a member of your family be
confined to a hospital more than 90
days, beginning with the 91st day
of confinement, our extended
benefits will begin to pay 100
percent of the actual charges made
by the hospital up to /T5,0007
per month. Mr. Jones, I believe
you agree this one benefit could
save you financial disaster. (Nod).
And there are no lifetime dollar
maximums nor time limits. (63)

American Income similarly offers an extended benefits

provision covering costs of up to $6,000 per month with no life-

time limit, while Washington National provides extended hospital

benefits of up to $5,100 per month to a maximum aggregate of

$75,000.
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••••••-

All limits shown are lifetime limits for each person covered.

HOSPITAL CONFINEMENT - $50 dolly
first seven days; $30 per day thereafter. Re-
odmission 30 days after discharge stens $50
doily payment again. No limit on number of
con fine men ts.

DRUGS & MEDICINE -Actual expenses to
10 percent of the total payable Hospital
Confinement  Benefit for drugs and medi-
cines administered in hospital and charged to
Insured.

SURGICAL - Fee charged to amount
shown In Schedule in Policy. Hospitalization
not required. Limit $50 to "1500. No limit
017 number of operatioru.

PHYSICIAN -Actual expenses to $10 • day
In hospital for physician other than surgeon.
Limit $600.

PRIVATE NURSING - Actual expenses to
$24 a day in hospital, as required, for R.N.
or L.P.N. Limit $600.

RADIOTHERAPY & CHEMOTHERAPY -
Actual expenses to $1,000 for X-ray, Ra-
dium, Cobalt Therapy and Chemotherapy, in
or out of hospital. Excludes diagnostic pro-
cedures. Limit $1,000.00

ANESTHESIA - Actual expenses for profes-
sional fees up to $70 on each internal opera-
tion, $30 for Skin Cancer. No limit on num-
ber of operations.

BLOOD & PLASMA - Actual expenses to
8300 for charges mode to Insured. No limit
on Leukemia. Limit 1300 for other cancers.

AMBULANCE - Actual expenses to $50
each confinement to and from hospital
iihere Insured admitted as patient. Limn
$500. Any qualified ambulance may be
used.

HOSPITAL CONFINEMENT • DRUGS & MEDICINE

100% of the actual charges made by the hospital for
care and treatment up to $5,000 per month beginning
with the 91st day of continuous confrsemcnt until
discharged from the hospital.

NO DEDUCTION FOR BENEFITS PREVIOUSLY
PAID BEGINNING WITH THE 91st DAY

FOR EXTENDED BENEFITS THERE ARE NO
LIFETIME DOLLAR MAXIMUMS NOR TIME LIMITS

- Arneeican Family Life Assurance Company
Horne Office. Columbus. Georgia 31902

i'Vrs • ••fri....%1
.•

•,•••, 

ez'i•-"z •.1., •

_ . .

1
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Union Fidelity does not inform its customers what pro-

portion of total policy coverage is attributable to cxtended

-hospital benefits, but it is extremely large. Under Union

Fidelity's $200,000 Plan, for example, 92% ($184,880) of the

total amount becomes available only after a cancer patient

has been hospitalized continuously for 90 days and so becomes

eligible for extended hospital benefits. Prior to that time,

the policy provides a maximum of only $15,120, subject to

numerous specific limits per day and per benefit for inpatient

and outpatient care.(64)

Union Fidelity also does not point out to its customers

that in order to receive the total benefits available under the

$200,000 Plan, a cancer victim would have to be hospitalized

continuously for 652 days or nearly 22 months. (65)

Since the average hospital stay for cancer is less than

16 days,(66) and since more than 99% of cancer patients have

hospital stays of less than 90 days,(67) it is highly unlikely

that most cancer victims will ever use any part of the extended

hospital benefits provided by various policies -- whether the

benefits add up to $184,880 in the case of Union Fidelity's

$200,000 Plan, $75,000 for a Washington National policy, or

_unlimited amounts available under American Family and American

Income policies.

The relatively small worth of any coverage for a hospital-

ization of more than 90 days is reflected in the fact that only
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about .1% of claim dollars -- one dollar out of each thousand --

1
is paid out under this policy provision. (68)

Even when payments under extended hospital benefits are

added to all other claim payments, cancer insurance policies

provide mere molehills of actual compensation compared to the

mountain ranges of benefits described in company marketing

materials. During a recent 20-month period, Union Fidelity's 

Massachusetts policyholders (holding assorted policies from

among the company's $50,000, $100,000, $150,000, $200,000 and

$250,000 Plans) received total compensation averaging $1,406

per successful claimant.") During a similar period, American 

Family's Massachusetts policyholders (holding policies that

include unlimited extended hospital benefits) received total

compensation of $1,278 per claimant.(70)

Insurance exists to pay above-average claims as well as

average ones; for the relative handful of cancer patients who

are hospitalized longer than 90 days, the extended hospital

benefits of cancer policies may prove useful. To judge from the

behavior of the cancer insurers, however, the main use of this

provision is to puff up -- at practically no cost -- the

attractiveness of their product to sales prospects. It is to

imply, without supplying, a concrete value that will disarm the

normal skepticism of consumers. Without information about the.

frequency of use of the extended benefit provision and the
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average claims actually paid under a policy, it is likely that

-;

most consumers receive an exaggerated, highly unrealistic

pression of the practical performance of cancer insurance. -

And a very illusory foundation for Peace of Mind. 
(71)

Unfortunately, the illusion without the substance of

sweeping cancer protection is also fostered by insufficient

attention in marketing presentations to the significant gaps

and limitations of cancer insurance coverage.

Finessing the Fine Print 

In contrast to the dramatic accents in which they often

present their version of policy benefits, cancer insurers also

know how to be subtle, indirect and occasionally inscrutable in

their discussion of policy limitations. Usually collapsed

into a single paragraph away from the glare of large-type head-

lines, color ink and graphic displays lavished on policy

benefits and cancer statistics, the list of limitations receives

much less emphasis and explanation than it deserves.

Uncommonly restrictive "waiting periods," the restric-

tion of benefits to "definitive cancer treatment," and the

fundamental design of cancer insurance as supplemental -- and

ftagmentary -- coverage are among the important limitations of

cancer policies that are systematically minimized or ignored in

many marketing materials and sales presentations.
-17
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Waiting periods. Cancer insurance policies generally,

do not cover people with a previous medical history of cancei;

tituch applicants are routinely screened out when they apply

.for coverage.(72) However, applicants with no prior cancer history

who are accepted for coverage may also be destined never to

receive benefits if they have the bad luck to receive a cancer

diagnosis during a policy's "waiting period."

The significance of waiting periods may escape the

notice of many applicants, because it is probably the least

favorite revelation of cancer insurers. Sales prospects of

American Family may never even hear the term waiting period,

because the company's agents are instructed to use a

circumlocution: "You are covered after /7507 days participation

in the plan." As American Family's training manual explains:

"One thing a person never likes to hear is the term 'waiting

period.' . . . It is felt that /the sentence used/ is a nice,

easy way to get around saying 'waiting period. ,,(73)

A less nice, less easy, but still effective way to avoid

the term waiting period is to substitute obtuse legal jargon.

A Washington National brochure thus informs potential customers

that

(t)his insurance does not cover loss
resulting from other than definitive
treatment of cancer which first
manifests itself and is first diag-
nosed prior to 30 days after 5he
effective date of insurance.(
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If this passage is confusing to the customer, it apparently—

confused the brochure writer as well. Intended to hint at the

-4>olicy's 30-day waiting period, it actually says (erroneously)

that cancer will not be covered unless it is diagnosed within

30 days after the policy takes effect.

Straightforward labeling would at least alert American

Family and Washington National sales prospects to the

possible importance of a waiting period. But the full signifi-

cance of this provision can be confused even when straight-

forward terminology is used, as American Income demonstrates in

its agent sales presentation. Admitting to a 120-day "waiting

period" in its policy, the company rationalizes that this

provision is typical of most health insurance policies:

. . . any policy that pays for any

type of medical treatment usually

has a waiting period. That waiting

period protects policyholders so

that people will not enter the

program knowing they already have

conditions that require treatment.

And, of course, the waiting period

protects the company from the same

thing. All of us would be hurt if

this provision were not in the
policy.(75)

Although American Income is most candid in using the

term waiting period, it also makes the most explicitly deceptive

statements about the nature of this provision. For the waiting

periods under most cancer policies are not identical to the
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waiting periods usually found in other health insurance policies.

That is why the failure to label them and point out their

:special significance can be so misleading to unwary consumers.

Contrary to American Income's assertion, the purpose of

waiting periods in most health insurance policies is not to

prevent the entry of people who know "they already have

conditions that require treatment." When companies wish to

prevent the entry of people with certain pre-existing illnesses,

they can accomplish this by "underwriting" -- screening

applications and rejecting applicants with prior diagnosis of

the prescribed illnesses -- as cancer insurers now do in the

case of pre-existing cancer.

As the name suggests, the purpose of a waiting period in

most health insurance policies is only to specify a time that

must pass before certain illnesses will be covered. If such an

illness is diagnosed during the waiting period, there will be

no coverage for the costs incurred during that time. But after

the waiting period, further costs of the illness will be

routinely paid under the policy.

Among the four insurers examined by the Division of

Insurance, a cancer insurance waiting period is a different and

fir more restrictive provision. Unlike illnesses included under

the waiting periods of most other policies, cancer diagnosed 7

during this period is not merely excluded from coverage for th'e

length of the waiting period; it is excluded from coverage

altogether. (76)
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If they desired, it would not be difficult for cancer

insurers to effectively disclose to consumers the significante

al-hf their waiting periods. Despite its reluctance to do so

publicly, American Family defines its provision simply and

fairly effectively in its in-house Administrative Procedures

Manual:

Waiting period -- That period of

time following the effective date

during which, if cancer is
diagnosed, no benefits will ever

be due. (77)

A still more meaningful definition would be: "That period of

months following the purchase of a cancer policy during which

premiums are paid but no insurance is in force. Cancer

diagnosed during this period will never be covered under the

policy. Only cancer first diagnosed after this period will be

covered."

Definitive cancer costs. Besides barring the costs of

cancer first diagnosed during a policy's waiting period, cancer

policies also bar the costs of anything other than "definitive

cancer treatment." This sounds reasonable, but in fact means

that there is no coverage for the costs of cancer diagnosis

(even though, on account of the policy requirement that cancer

be diagnosed pathologically, this ordinarily involves surgery). (78)

It also means there is no coverage for the costs of health prgblems
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caused or complicated by cancer and cancer treatment. These can

be significant costs to cancer victims, and are a significant:Part

I the total cancer costs cited by insurers as an inducement to

purchase cancer policies.

Despite the importance of this coverage limitation,

two insurers -- Union Fidelity and American Income -- do not

mention it in their marketing presentations. The other two

companies -- American Family and Washington National -- say

they will pay only for definitive cancer treatment. It is left

to the sales prospect to discern that "treatment" is not the

same as "diagnosis," and that "definitive cancer treatment"

does not include the treatment of cancer-related health problems.

Supplemental coverage. The most serious omission from

cancer insurance marketing presentations, finally, is that

which ought to be the starting point for any reasonable analysis

of its use and value: disclosure and adequate explanation of

the intentionally supplementary (and therefore inherently

limited, fragmentary) nature of cancer coverage. Without this

disclosure, a consumer is not likely to understand the potential

worth of either an existing basic insurance plan or a special

cancer policy in meeting cancer costs.

• People do not ordinarily insure illnesses separately,

with one policy for appendicitis, another for heart attacks and

a third for gall bladder operations. The sale of a separate -

policy for cancer implies the need for specialization, and
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specialization implies the need for intensive coverage. In the

absence of any contrary indication, it would be reasonable f-c7t

:a. buyer to assume that a cancer policy independently and

:exclusively provides adequate benefits to cover nearly all the

costs so vividly portrayed in cancer insurance advertising.

Though plausible, this assumption is false. In making

it, a sales prospect already having a good health insurance

policy would overlook a valuable existing source of cancer

coverage. A person without other health insurance would

mistakenly assume a greater degree of protection than cancer

insurance actually provides.

As John Amos originally conceived it, and as designed

and marketed by nearly all insurers since then, cancer insurance

is not intended to provide comprehensive coverage for even

"definitive" cancer costs. Most of thE benefits actually paid

under cancer policies are for hospitalization of less than 90

days, and the largest scheduled benefits are usually for the

first few days of a hospital stay. But hospital benefits of,

for example, $60 per day for the first seven days and $30 per

day thereafter are no match -- by themselves -- for the actual

costs of hospital care.

If cancer policies have any claim at all to providing

what Amos calls "enough money" for cancer victims, therefore:-

it is in the context of their limited function as supplemental

coverage. Or to put the matter a different way: Even with
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cancer insurance protection, a consumer must rely primarily

on ordinary health insurance to provide coverage for the high-

cots of cancer care. A rational analysis of the need for

cancer protection would focus initially on the capacity of a

consumer's existing basic or major medical policy to cover

cancer costs, and then on the capacity of a supplement to fill

the specific gaps, if any, in that coverage.

Consistent with their tactic of emphasizing cancer

costs and ignoring or belittling the benefits provided by other

health insurance, however, most cancer insurers avoid any

indication -- certainly any adequate explanation -- that the

whole purpose of their own product is indeed to supplement an

existing health insurance policy. In their marketing

presentations, three of the four cancer insurers examined by

the Division of Insurance provide no explanation whatever of the

supplemental nature of their policies. They inexcusably

obscure the most elementary fact necessary for an understanding

of cancer insurance.

An exception, American Family does label its cancer

coverage as "supplemental" insurance in most of its policy

brochures. Instead of explaining this term and focusing further

light on the central question of how its policy might usefully

coordinate with basic coverage, however, the company's agent

presentation nimbly undercuts the "supplemental" label in its -

policy brochures.
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As previously noted, American Family prospects who say

they already have a good health insurance plan are boldly

;contradicted with the statement that they really "don't have --

:ANY insurance." The agent then asks: "Have you ever received

money from a hospitalization policy to put in your pocket?'(79)

Adequate insurance, the company suggests, does put dollars into

pockets; and the most attractive function of cancer insurance

may be to duplicate rather than to supplement benefits received

from other policies. Its own policy, American Family points

out, "contains no provision reducing benefits because of

Medicare or any group or individual insurance you may carry. 
,,(80)

American Family's characterization of its policy as a

source of double recovery of cancer costs is probably more

blatantly seductive than, and as misleading as, the marketing

presentations of insurers that allow a consumer to believe

cancer policies are the sole significant source of benefits for

cancer costs.

The presentation is seductive because duplicate

insurance payments, though attractive when viewed in isolation,

contribute to the waste and inefficiency that make health care

and health insurance costs a leading contributor to inflation

ald a pressing concern of families and government.

It is misleading because a consumer's other health

insurance may have a "coordination-of-benefits" provision that

will reduce its benefits when a covered service is paid for in
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whole or in part by American Family's cancer policy. Over 40%

of Massachusetts residents have Blue Cross-Blue Shield policies-

with a coordination-of-benefits provison.(81)

By ignoring the effect of this provision in such

policies, and by exploiting the illusory appeal of double

recovery instead of explaining the true supplemental intent

of its own coverage, American Family poses one more obstacle

to a clear understanding of the strengths and limitations of

cancer insurance. (82)

Together, the limitations of a cancer policy -- unusual

waiting periods, the exclusion of non-definitive cancer costs,

and the supplemental nature of its coverage, among others --

are the hard-edged boundaries that give size and shape to the

vaunted list of policy benefits.

No one blames cancer insurance for having some limita-

tions; all insurance policies do. .It is the uncommon

restrictiveness of some of these limitations -- and above all,

the unexpected placement of so many holes, ditches and fences

in a terrain where the billboards soothingly proclaim "Peace of

Mind," "the $200,000 Plan," and unlimited extended benefits --

that make them so unfair.(83)

1
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"The First Person Who Talks, Loses"

Although cancer insurers may believe in_the universal -

appeal of their product, they appear to have even greater faith

in the universal efficacy of the hard sell.

As has been seen, the typical cancer insurance selling

presentation is not designed to sell a policy on its merits.

It is not designed to give a consumer the balanced information

that might permit a calm and rational decision on the possible

need for supplemental coverage. It is designed, simply, to

manipulate every sales prospect's perceptions so that he will

make an instant and affirmative decision to buy a cancer policy.

The hard sell is calculated and systematic. In the

selling presentations of the four companies examined by the

Division of Insurance, almost nothing seems accidental or

unplanned. Instead the typical selling presentation is an

elaborately choreographed exercise in which nearly every step

has been planned and rehearsed, every possible reaction of the

consumer has been anticipated and prepared for, so as to

carry the process forward to its one satisfactory conclusion:

the closing of a sale.

From anxiety about cancer, to a vague longing for

additional protection, to appreciation of effusively but

incompletely described cancer coverage, the emotions and

understanding of the prospect are carefully guided to the
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moment of signing an application. Building on the momentum

of: everything that has gone before, the closing itself is

often artfully fashioned to focus maximum psychological

pressure for the purpose of eliciting an immediate, positive

response.

Agents of American Income lay the foundation for a

successful closing at the outset of their presentation.

Although they are instructed at sales meetings to make repeat

calls as necessary,(84) the agents say to their union customers:

The only thing I do ask is that
you be in a position to make a
decision this evening. Because
of the tremendous number of
people we have to call, on in
your local and the others we
are currently working with,
its just impossible for us to
stop back. Fair enough?
(get answer)(85)

If, after hearing the entire sales presentation, a family is

still unconvinced about the need for cancer coverage and wants

"to think it over," the agent begins a carefully structured

closing argument that, in American Income's own words,

"places the prospect in a position where he must make an

instant decision. ..(86)

For companies like Union Fidelity that do not use

agents, achieving an immediate response is more difficult but 7

not impossible. One mail order brochure urges recipients
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to act immediately, lest cancer strike while they are still

wqprotected:

ACT NOW You can't be covered once
cancer strikes. . . it's a decision
that shouldn't wait even one day
longer. If it takes you 5 minutes
to read this brochure. . . according
to American Cancer Society statistics
approximately 6 new cases of cancer
were diagnosed. (87)

To those needing further inducement, Union Fidelity has

also offered several "free" gifts contingent upon the return of

the policy application by a specified date. One gift, offered

to Catholics, was a prayer plaque commemorating the canonization

of Blessed John Neumann. Another was a "Cancer Fact Pack,"

described as a "frank report of Cancer's warning signs, plus

lifesaving facts and information and How to Cope should Cancer

Strike." Each gift was described on a separate flyer and

frequently mentioned in the accompanying direct mail letters on

cancer insurance. The flyers are reproduced on the next page.

As befits a company selling 60% of all cancer insurance,

American Family has the most elaborate system for closing a sale

successfully. In agent training presentations, the emphasis is

on wearing the prospect down by quickly countering each

objection that he raises. As explained in the company's training

manual:
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An effective rebuttal system that

you can use to great advantage is

one that was first used years ago

by the cookware industry. . . A

simple way of expressing this

method or system is:

1. Sweep the prospect off

his feet.

2. Give a logical expla-

nation.

3. Make a positive state-

ment and ask an affirm-

ative question.

4. Get an affirmative

response.

5. Close and stay closed.(88)

An example of this system in operation is the rebuttal

prepared for someone who wants additional time to think it over,

or in the training manual's words, is "stalling":

I can understand how you feel.

However, you know in considering

a program like this, there are

two important questions that we

have to ask ourselves. First

of all, Cancer is costly. . .

and if you or I or any member

of our family ever had Cancer,

we would certainly need all the

extra money we could get and

then some. Isn't that true? (Yes)

Secondly, 21{- a day isn't going

to change our way of living in

any way, shape or form. Isn't

that true? (Yes)

May I write it for you then?(89)

This rebuttal and others like it put the prospect on

the defensive. The disconcerting effect is deliberately and

aggressively pursued:
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. . . always have eye contact with
your prospect. . . Always nod your
head slightly when looking at the
prospect. . . When closing, always
move in towards the person you're
selling. Never back away. The
slightest backward movement can
lose the sale. . . Even if it
seems like he'll never answer
Just keep eye contact and nod
your head slightly. Remember,
the first person who talks,
loses. (90)

The selling of cancer insurance is, after all, a

business. If the whole selling process can be conducted and

concluded with psychological techniques developed in the

sale of cookware -- putting the consumer on the defensive and

pressuring him for a decision before his carefully cultivated

emotional responses have time to subside -- American Family

apparently sees no reason to reject the opportunity.

Like all hard-sell businessmen, the dominant cancer

insurers wage a continuing battle for sales in which technique,

rather than product quality, is often the key to success.

To the extent possible, it is a battle in which the

winners -- and the losers -- have been determined in advance.

The genius of the industry's battle plan is that sales

prospects are not merely outmaneuvered and outgunned; most

hardly notice that the battle was done.

The burden of the plan is that, in the heat of battle,-

the thin line between enthusiasm and deception is often breached.
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Conclusion

Cancer insurance was born in the quest of a gifted entTepreneur

for "something else to sell" and nurtured on the widespread fear of

cancer that makes every American a serious sales prospect.

Instead of demonstrating the "universal applicability" of

their product, however, cancer insurers have demonstrated the

perennial power of the hard sell. Instead of tailoring

a sales presentation to the form of a generally useful insurance

product, they have shaped an insurance product to the requirements

of a generally successful sales campaign.

In that campaign, the unusual fear and vulnerability that

many consumers feel in the face of cancer risk is routinely exploited

for private gain. The Division of Insurance examination of four

cancer insurers has documented a calculated, systematic pattern of

selling in which cancer risks and costs are distorted or exaggerated;

conventional health insurance is ignored or denigrated; and cancer

insurance itself is appealingly but misleadingly described.

Such selling excesses are not merely violative of an elementary

notion of fair play; they are also apparently violative of numerous

statutory and regulatory provisions under Massachusetts law, as the

Division's previously released market conduct audit reports have

described in some detail.

As reported earlier in this chapter, a representative of the

American Cancer Society once made a sensible observation aboutsancer

insurance: "If such scare tactics. . . are necessary to sell a
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particular insurance policy," he said, "one must question why it can't

be sold on its merits alone."

In addition to studying its characteristic selling methods,

the Division of Insurance has also examined cancer insurance "on its

merits alone." The results of that examination are presented in the

following chapter.
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II. THE PERFORMANCE OF CANCER INSUR
ANCE

Twenty-one years have passed since John Amo
s invented- cancer

insurance, and in that time the product 
has performed amazirigly

well -- for American Family and other co
mpanies that sell it. By its

own estimate accounting for only about
 60% of all cancer insurance

business, American Family achieved revenues
 of $300 million in 1978 and

predicts a 33% growth, to $400 million, 
for 1979. American Family also

achieved $36.7 million in profits for 1978; 
based on this performance,

the 1979 compensation of Chairman Amos will
 total $918,000, not

including dividends. By 1987, the company confidently expects to be

earning more than $1 billion in annual revenues.
 If that goal is

reached, under present contractual arrangements,
 Amos alone could be

earning as much as $3.6 million in executive compen
sation in 1988.(1)

Excellent results for the sellers do not necessarily mea
n

excellent results for those who buy and use the policy, ho
wever,

and in this regard the performance of cancer insuranc
e has been less

than clear. Twenty-one years should be time enough to judge the

performance of cancer insurance from the consumer's poin
t of view,

but the task is more difficult than first appears.

Chief among the obstacles to a clear understanding of the

policy's performance for consumers has been the deliberate obfus
cation

of the grounds on which that performance should be judged. In their

48vertising and selling presentations, as seen in the precediffig

chapter, cancer insurers consistently ignore or denigrate

conventional health insurance and suggest that their product is both
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a necessary and a major source of cancer protection, abundantly

pouring forth everything from "peace of mind" to tens or even-

hundreds of thousands of dollars in benefits. But in explain-ing

trap state insurance regulators the actual performance of cancer

coverage -- including average claim payments of "between $1,000

and $2,000" -- the companies are far more modest and circumspect.

When facing informed and authoritative scrutiny, the insurers are

only too happy to insist that their product is, after all, only "low

cost supplementary insurance" and should be judged accordingly. (2)

Whether cancer insurance should be judged by the grand

pretensions of its selling presentations or only on the narrower

ground of its actual design and intent, a further problem is that

consumers are uniquely disadvantaged in judging cancer policies on

any grounds at all.

While cancer insurers can command batteries of lawyers,

accountants and computer experts to tally up their sales and

profits, consumers must rely on much simpler devices to judge how

a cancer policy is likely to perform for them. In this undertaking

they are dependent for information on company sales presentations

that -- as has been seen -- often substitute an emotional appeal

for a rational analysis of need, and sweeping assurances for

baIanced and detailed facts about cancer coverage. The cancer

policy itself provides more detailed information, but is not usually

available until after the sale; like other insurance policies,

it may not be the easiest document to read and understand.
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For the individual consumer, the ultimate test of any policy

comes at claim time; it is then that expectations and actual per-

formance can be definitively compared. Because of the spectalized

Linature of cancer coverage, however, most cancer insurance policy-

holders are likely -- quite fortunately -- never to have occasion to

put their policies to this acid test.

For the perhaps one in eight insureds who eventually

contract cancer and file a claim, moreover, it may still be quite

difficult to accurately assess the performance of their cancer

policies.(3) The reason is that, contrary to the impression so

assiduously created by cancer insurance marketing, the great

majority of consumers have an underlying layer of broad health

insurance coverage that will in fact be a substantial resource for

meeting cancer costs.

If this conventional health insurance policy performs even

moderately well, it will relieve the consumer's cancer policy of any

necessity to deliver on its claim to be a major source of cancer

compensation. If the conventional policy provides broad cancer

coverage -- as many do -- it will relieve the cancer policy of any

serious pressure to perform effectively even as a supplement. In

either of these cases, the consumer's acid test will be of two

policies acting collectively to cover cancer costs, and the indi-

viaual responsibility and performance of each policy will be more

difficult to unravel and to judge.
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In the end, of course, the performance of an insurance

policy cannot be wholly known to a consumer acting solely - on

his own information and experience, even if the policy is - free

of the special obstacles to rational analysis posed by cancer

insurance. For the performance of a policy is more than a series

of isolated transactions between individual claimants and an

insurance company: It is an intricate tapestry woven from the

individual and collective experiences of many policyholders over

many years.

To understand and evaluate the overall performance of

cancer insurance, it is desirable to answer a number of questions:

-- What, specifically, will the policy
cover and what will it not?

-- How large a benefit will the policy
pay, on average?

-- How much of the premium dollar
will go to benefits, and how much
to insurers' expenses and profits?

-- How general is the need for a cancer
supplement? How good a supplement
is a cancer policy? Could another
policy do a better job?

The answers to these questions must be sought in many places. The

realities of policy performance can be glimpsed in part in the

insurers' selling presentations, and in part in the language of their

policy forms. In even greater part, however, they must be tought in
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complex company statistics -- often unsorted and uninterpreted

on selling expenses and claim payments; in other complex statistics,

lhore likely to be collected by health care researches than insurance

tompanies, on the actual patterns and costs of cancer treatment;

and in analysis, more likely to be undertaken by insurance

regulators than insurance companies, of the relative merits of

different policies, and types of policies, in meeting consumer

needs.

The diversity of information sources necessary to analyze

the actual performance of cancer insurance suggests that it is not

a simple task, even for a cancer insurer or a state regulator.

As a direct result of their own selling methods, however, cancer

insurers have motivated millions of consumers to invest hundreds

of millions of dollars in premiums, and an even larger measure of

hope, in the policies that they sell. Simple task or not, an

adequate assessment of cancer insurance is necessary to inform

consumers whether the product in fact deserves this confidence,

whether it will perform at least as well fpr them as it does for

those who sell it.

As part of its comprehensive examination of four cancer

insurers, the Division of Insurance has attempted to trace the

diverse threads of cancer insurance performance, and to obserlig

the patterns that they weave. Against the backdrop of sweepirTg
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selling claims, the Division has traced product limitations that do

not fulfill even the most modest expectations a consumer mighE apply

to any insurance policy. Against the narrower, specific claim of

dancer coverage to be a valuable insurance supplement, narrower and

more specific defects have been revealed.

Benefits, Limitations and Claim Payments 

"Insurance is like a sieve," a cancer insurance executive

once said. "The first thing that drops out is a deductible and

20 percent of the cost. Then there are exclusions and limits.

When you get down to it, you've got about 50 percent you've got to

pay yourself." (4)

The executive was describing conventional health insurance

and, as cancer insurers often do, exaggerating its defects. Most

conventional health insurance plans pay much more than 50% of health

care costs, including those for cancer.(5)

But the analogy is apt. Any insurance policy has both

benefits and limitations, things it will pay for and things it won't.

Like a sieve, the policy catches some costs and "drops out" others.

And cancer insurance, it should be noted, is a very leaky sieve.

Consumers do not ordinarily take to leaky insurance policies,

any more than to leaky boats. But most consumers purchase policies

an the basis of impressions gained from sales presentations, and

cancer insurance selling -- as has been seen -- skillfully gl9sses

over its own defects.
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The cancer insurance policy. The language of the cancer

insurance policy, typically received by the consumer a short_time

after applying for coverage, offers a second chance to learn-about

t.important benefits and limitations. The policy is the definitive

;expression of the promises a cancer insurer makes to its insureds.

It is more detailed than a selling presentation, and theoretically

provides the means to learn much more about how the prc4uct will

perform.

In practice, however, cancer insurance policies are effec-

tively designed to do through over-complication what the selling

presentations do through over-simplification: simultaneously to

exaggerate and obfuscate the real performance of cancer coverage.

In the writing of insurance policies, insurance companies

generally have long displayed the ability to transform detail and

precision from a virtue into a vice. Cancer insurers are no excep-

tion to this rule. The policy forms of all four cancer insurers

examined by the Division of Insurance contain passages that are as

useful for confusing consumers as for enlightening them. The first

sentence of Part 1 of an American Income cancer policy is a case

in point:

Only if any insured shall become afflicted
with cancer, which is first diagnosed, as
herein defined in Part 2, in the entire
lifetime of the insured on or after the
120th day following the policy date shown
on Page 4 and while this policy is in
force and such sickness is diagnosed as
provided herein, the company will pay
indemnities according to the Schedule of
Benefits, as shown on Page 2, for the
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expenses incurred by the Insured, except
as otherwise provided herein, with a
period of time beginning not more than
10 days preceding the date of which
positive diagnosis as herein defined is
made and within three years from such
date for cancer or malignant tumor(s)
originating in a given organ or body
system, but in no case shall more than
the maximum benefits, as shown on Page 2,
for each service or benefit be paid with
respect to any one insured, irrespective
of the number of cancers or malignant
tumors experienced by said insured. (6)

The use of a 167-word opening sentence is a wonderfully

ironic way of telling consumers very little while seeming to tell

them a lot. It is, however, an example of a "readability" problem

that can be remedied fairly easily by shortening sentences and

straightening garbled syntax. A new Massachusetts law requiring

that all insurance policies be rewritten to meet minimum readability

standards should result in at least this degree of improvement in

cancer policies by late 1979.(7)

But the real genius of cancer policies -- their ability to

suggest broad coverage while providing at every turn for the narrowing

of benefit payments -- is a constitutional trait that runs much

deeper than policy language. It inheres in the basic design of policy

benefits and limitations and could easily survive, more formidable

than ever, after cosmetic improvements in sentences and words.

Typical product design. The basic design of cancer insurance

benefits and limitations can be analyzed most easily when it ii

abstracted from the contorted policy language in which it currently

appears. Table 1 summarizes and compares the benefits and limitations
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p
r
e
m
i
u
m
s

m
a
y
 
h
e
 
c
h
a
n
g
e
d
 
b
y

c
l
a
n
s

$
4
0
 (
$
3
0
 
f
o
r
 
e
m
p
l
o
y
e
e
 

$
5
0
 (
$
4
2
 
f
o
r
 
e
m
p
l
o
y
e
e

g
r
o
u
p
 
e
a
t
e
n
)
 

g
r
o
u
p
 
v
a
l
e
'
)

$
6
0
 (
$
4
5
 
f
o
r
 
e
m
p
l
o
y
e
r
.

g
m
,
 s
a
l
e
s
)

5
1
5
 
(
$
5
7
 
f
o
r
 
e
m
p
l
o
y
e
e

g
r
o
u
p
 
oa
le
ft
)

T
h
i
s
 
p
o
l
i
c
y
 
w
i
t
h
 
r
i
d
e
r

P
1
-
1
7
9
 
p
r
o
v
i
d
e
 

t
v
o
-

t
h
i
r
d
s
 
o
f
 
s
o
w
n
 
b
e
n
e
f
i
t

a
n
d
 
c
o
a
t
s
 
$
1
0
 
a
n
d
 
5
5
0
,

t
h
e
 
p
o
l
i
c
y
 
w
i
t
h
o
u
t
 
t
h
e

r
i
d
e
r
 
p
r
o
v
i
d
e
s
 
On
a-
.

t
h
i
r
d
 
o
f
 
e
a
c
h
 
b
e
n
e
f
i
t

a
n
d
 
m
e
t
e
 
6
1
5
 
a
n
d
 
$
2
1

u
 
a
n
d
 
c
 c
h
a
r
g
e,
 
u
P
 
C
o

M
O
 
f
o
r
 
a
i
r
 
o
r
 
m
a
l
l

t
r
a
v
e
l
 
t
o
 
t
h
e
 
n
e
a
r
e
s
t

h
o
o
p
i
t
a
l
 
t
h
a
t
 
p
r
o
v
i
d
e
.

a
 
A
p
r
,
 l
a
l
 

tr
.s
t 
m
e
a
t

t
h
a
t
 
c
a
n
n
o
t
 
b
e

o
b
t
a
i
n
e
d
 
l
o
c
a
l
l
y

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

$
5
0
 
p
e
r
 
h
o
s
p
i
t
a
l
 
c
o
n
-

f
i
n
e
m
e
n
t
;
 
m
a
x
i
m
u
m
 
o
f

5
5
0
0

U
 
a
n
d
 
c
 
c
h
a
r
g
e
s
 
u
p
 
t
o

$
5
5
0
 
f
o
r
 
a
i
r
 
o
r
 
m
a
i
l

t
r
a
v
e
l
 
t
o
 
t
h
e
 
n 
e
e
e
e
e
 t

h
o
x
p
i
t
a
l
 
t
h
a
t
 
p
r
o
v
i
d
e
s

a
p
e
c
i
a
l
 
t
r
e
a
t
m
e
n
t

t
h
a
t
 
c
a
n
n
o
t
 
b
e

o
b
t
a
i
n
e
d
 
l
o
c
a
l
l
y

A
c
t
u
a
l
 
c
h
a
r
g
e
.
 u
p
 
t
o
 

U
 
a
n
d
 
c
 c
h
a
r
g
e
s
 
u
p

$
5
0
 
p
e
r
 
b
o
s
p
i
t
a
l
,
,
c
o
o
-
 

ft
o
 .
$
5
0
 
p
e
r
 
h
o
s
p
i
t
a
l

l
i
n
e
m
e
n
,
 
M
a
x
i
m
u
s
 

r
c
o
n
f
i
n
e
m
e
n
t
:
 
m
a
x
i
m
u
m

o
f
 
$
5
0
0
 

o
f
 
$
5
0
0

M
O
n
•

$
3
2
,
4
0
0
 (
s
u
m
 
o
f
 
i
n
t
e
r
-
 

N
o
 
b
e
n
e
f
i
t
s
 
p
o
l
l
 
a
f
t
e
r
 

$
1
0
0
,
0
0
0
,
 
n
o
 
b
e
n
e
f
i
t
s
,

n
a
l
 
l
i
m
i
t
s
)
:
 
n
o
 
b
o
n
e
-
 

5
 
y
e
a
r
n
 
f
r
o
m
 
d
a
t
e
 
o
f
 

p
a
i
d
 
a
f
t
e
r
 
3
 
y
e
a
r
s

f
i
t
,
 p
a
i
d
 
a
f
t
e
r
 
3
 

d
i
a
g
n
o
s
i
s
 

f
r
o
m
 
d
a
t
e
 
o
f
 
d
i
a
g
-

y
e
e
r
s
 
f
r
o
m
 
d
a
t
e
 
o
f

d
i
a
g
n
o
e
l
s

D
i
a
g
n
o
s
e
d
 
c
a
n
c
e
r

e
x
c
l
u
d
e
d

C
a
n
c
e
r
 
d
i
a
g
n
o
s
e
d

d
u
r
i
n
g
 
f
i
r
s
t
 
1
1
9
 
d
a
y
s

o
f
 
p
o
l
i
c
y
 
e
x
c
l
u
d
e
d

P
a
y
m
e
n
t
 
u
p
 
t
o
 
1
0
 d
a
y
s

p
r
i
o
r
 
t
o
 
d
i
a
g
n
o
s
1
.
1

I
f
 
d
i
a
g
n
o
a
l
e
 
c
a
n
 
o
n
l
y

h
e
 
m
a
d
e
 
p
o
s
t
-
m
o
r
t
e
m
,

p
a
y
m
e
n
t
 
f
o
r
 
f
i
n
a
l

a
d
m
t
e
s
i
o
n
 
o
f
 
u
p
 
t
o

4
5
 
d
a
y
s

R
e
n
e
w
a
b
l
e
 
b
y
 
i
n
s
u
r
e
d

f
o
r
 
l
i
f
e
;
 
p
r
e
m
i
u
m
s
 
m
a
y

b
e
 
c
h
a
n
g
e
d
 
b
y
 
c
l
a
p
s

$
4
5
 
(
1
)
1
 
f
o
r

g
r
o
u
p
 
s
a
l
e
s
)

$
1
5
 
(
$
5
4
 
f
o
r
 
e
m
p
l
o
y
e
e

g
r
o
u
p
 
w
i
l
e
s
)

M
e
d
i
c
a
l
l
y
 
t
r
e
a
t
e
d
 o
r

d
i
a
g
n
o
s
e
d
 
c
a
n
c
e
r

e
x
c
l
u
d
e
d

N
o
n
•

$
7
5
,
0
0
0

D
i
a
g
n
o
e
e
d
 
c
a
n
c
e
r
 

D
l
o
g
n
o
s
e
d
 
c
a
n
c
e
r

e
x
c
l
u
d
e
d

e
x
c
l
u
d
e
d

C
a
n
c
e
r
 
m
e
d
i
c
a
l
l
y
 

C
a
n
c
e
r
 
d
i
a
g
n
o
s
e
d
 

C
a
n
c
e
r
 
d
i
a
g
n
o
s
e
d

t
r
e
a
t
e
d
 
o
r
 
d
i
a
g
n
o
s
e
d
 

d
u
r
i
n
g
 
f
i
r
s
t
 
1
1
9
 d
a
y
s
 
d
u
r
i
n
g
 
f
i
r
s
t
 
2
9

d
u
r
i
n
g
 
f
i
r
e
t
 
8
9
 d
a
y
.
 

o
f
 
p
o
l
i
c
y
 
e
x
c
l
u
d
e
d
 

d
a
y
s
 o
f
 
p
o
l
i
c
y

o
f
 
p
o
l
i
c
y
 
e
x
c
l
u
d
e
d
 

e
x
c
l
u
d
e
d

P
a
y
m
e
n
t
 
u
p
 
t
o
 
1
0
 d
a
y
s
 
P
a
y
m
e
n
t
 
u
p
 
t
o
 
1
0
 d
a
y
s
 

P
a
y
m
e
n
t
 
l
a
)
 
t
o

d
a
y
s
 
p
r
i
o
r
 
t
o
 

p
r
i
o
r
 
t
o
 
d
i
a
g
n
o
s
i
s
;
 
I
f
 

b
e
g
i
n
n
i
n
g
 
o
f
 
h
o
w
t
t
a
1

d
i
a
g
n
o
e
l
s
,
 
i
f
 
d
l
a
g
-
 

d
i
a
g
n
o
n
l
e
 
c
a
n
 
o
n
l
y
 
b
e
 

c
o
n
f
i
n
e
m
e
n
t
 
d
u
r
i
n
g

n
o
s
.
,
 c
a
n
 
o
n
l
y
 
b
e
 
m
a
d
e
 
m
a
d
e
 
p
o
s
t
-
m
o
r
t
e
m
,
 

w
h
i
c
h
 
d
i
a
g
n
o
s
i
s
 
i
s

p
o
s
t
-
m
o
r
t
e
m
,
 
p
a
y
m
e
n
t
 

p
a
y
m
e
n
t
 
f
o
r
 
f
i
n
a
l
 

m
o
d
e
 
o
r
 
(
b
)
 
u
p
 
t
o
 
1
0

f
o
r
 
f
i
n
a
l
 
a
d
m
i
s
s
i
o
n
 

a
d
m
i
s
s
i
o
n
 
o
f
 
u
p
 
t
o
 
4
5
 

d
a
y
.
 p
r
i
o
r
 
t
o
 
4
1
5
9
-

o
f
 
u
p
 
t
o
 
4
5
 
d
a
y
s
 

d
a
y
s
 

n
o
s
i
s
,
 
v
h
i
c
h
r
v
e
r
 
I
s

m
o
r
e
 
f
a
v
o
r
a
b
l
e
 
t
o

I
n
s
u
r
e
d

R
e
n
e
w
a
b
l
e
 
b
y
 
i
n
s
u
r
e
d
 

R
e
n
e
m
a
b
l
e
 
b
y
 
!
f
l
o
u
r
e
d
 

R
e
n
e
w
a
b
l
e
 
b
y
 
i
n
s
u
r
e
d

P
o
t
 
l
i
f
e
,
 
p
r
e
m
i
u
m
s
 

f
o
r
 
l
i
f
e
:
 
p
r
e
m
i
u
m
s
 
M
a
y
 

f
o
r
 
l
i
f
e
 
p
r
o
v
i
d
e
d

m
a
y
 
b
e
 
c
h
a
n
g
e
d
 
b
y
 

b
e
 
c
h
e
n
g
e
d
 
b
y
 
c
l
l
.
.
 

m
a
e
t
e
r
 
(
g
r
o
u
p
)
 
p
o
l
i
t
y

c
l
a
n
s
 

i
n
 
f
o
r
c
e
 
a
n
d
 
i
n
s
u
r
e
d

r
e
m
a
i
n
s
 
m
e
m
b
e
r
 
o
f

,
g
r
o
u
p
n
 
p
i
.
.
.
l
u
n
a
 
m
a
y

$
4
0
 (
$
2
9
.
4
0
 
f
o
r
 

b
e
 
cl

us
ro

gi
d

e
m
p
l
o
y
e
e
 
g
r
o
u
p
 
s
a
l
e
s
)
 

0
)
9
 

$
1
4

$
6
0
 (
$
4
1
.
4
0
 
f
o
r

e
m
p
l
o
y
e
e
 
g
r
o
u
p
 
s
a
l
e
.
)

$
5
0
.
8
0

T
h
e
 
-
$
1
5
o
,
n
o
n
 
P
l
a
n .

I
n
c
r
 e
e
e
e
e
 
a
l
l
 
b
e
n
e
f
i
t
s

b
y
 
o
n
e
 
h
a
l
f
 
a
n
d
 
c
o
a
t
s

$
5
2
.
0
0
 a
n
d
 
5
0
2
.
0
0
1
 
t
h
e

.
l
o
o
.
n
o
n
 
P
l
a
n.
 
d
o
u
b
l
e
.

a
l
l
 
b
e
n
e
f
i
t
.
 a
n
d
 
c
o
a
t
.

$
7
5
 
a
n
d
 
$
1
1
4

$
4
S



T
a
b
l
e
 
I

i
c
a
l
C
a
n
c
e
r
 
I
n
s
u
r
a
n
c
e
 
P
o
l
i
c
y

B
e
n
e
f
i
t
s
:
 
(
r
a
n
k
e
d
 
i
n
 
o
r
d
e
r
 
o
f
 
e
s
t
i
m
a
t
e
d
 
a
m
o
u
n
t
s
o
f
 
t
o
t
a
l
 
c
l
a
i
m
s
 
p
a
i
d
 
u
n
d
e
r
 
e
a
c
h
 
b
e
n
e
f
i
t
)

6
.
 
D
r
u
g
s
 
a
n
d
 
m
e
d
i
c
i
n
e
s
 
a
d
m
i
n
i
s
t
e
r
e
d
 
i
n
 
h
o
s
p
i
t
a
l
 -

a
c
t
u
a
l
 
e
x
p
e
n
s
e
s
 
u
p
 
t
o
 
1
0
%
 
o
f
 
b
e
n
e
f
i
t
 
i
i

u
n
d
e
r
 
(
1
)
 a
n
d
 
(
2
)
.
 

N
o
t
 
p
a
i
d
 
o
n
c
e
 
h
o
s
p
i
t
a
l

s
t
a
y
 
e
x
c
e
e
d
s
 
9
0
 d
a
y
s
 
a
n
d
 
p
a
y
m
e
n
t
s
 
s
t
a
r
t
 
u
n
d
e
r
 
(
1
1
)
.

1
.
 F
i
r
s
t
 7
 d

ay
's

 ,4
t. 
h
o
s
p
i
t
a
l
 
c
o
n
f
i
n
e
m
e
n
t-

$
6
0
 p
e
r
 
d
a
y
.

2
.
 
N
e
x
t
 8
3
 d
a
y
s
 o
f
 
c
o
n
t
i
n
u
o
u
s
 
h
o
s
p
i
t
a
l

c
o
n
f
i
n
e
m
e
n
t
 -
 $
3
0
 p
e
r
 
d
a
y
.

3
.
 
S
u
r
g
e
r
y
,
 
i
n
-
h
o
s
p
i
t
a
l
 
a
n
d
 
o
u
t
-
o
f
-
h
o
s
p
i
t
a
l
 
-

a
c
t
u
a
l
 
e
x
p
e
n
s
e
s
 
u
p
 
t
o
 
t
h
e
 
m
a
x
i
m
u
m
 
s
t
a
t
e
d
 
i
n

a
 
s
c
h
e
d
u
l
e
 
o
f
 
o
p
e
r
a
t
i
o
n
s
,
 
r
a
n
g
i
n
g
 
f
r
o
m
 
$
5
0

(
a
m
p
u
t
a
t
i
o
n
 
o
f
 
f
i
n
g
e
r
)
 
t
o
 
$
6
0
0
 (
c
o
m
p
l
e
t
e

r
e
m
o
v
a
l
 o
f
 
b
r
a
i
n
 
c
a
n
c
e
r
)
;
 
c
o
r
r
e
s
p
o
n
d
i
n
g

a
m
o
u
n
t
s
 
u
p
 
t
o
 
$
6
0
0
 p
a
i
d
 
f
o
r
 
p
r
o
c
e
d
u
r
e
s
 
n
o
t

l
i
s
t
e
d
.

7
.
 
A
n
e
s
t
h
e
s
i
a
,
 
i
n
-
h
o
s
p
i
t
a
l
 
a
n
d
 
o
u
t
-
o
f
-
h
o
s
p
i
t
a
l
 -

a
c
t
u
a
l
 
e
x
p
e
n
s
e
s
 o
f
 
a
n
e
s
t
h
e
s
i
o
l
o
g
i
s
t
 
u
p
 
t
o
 
$
7
0

f
o
r
 
e
a
c
h
 
i
n
t
e
r
n
a
l
 
o
p
e
r
a
t
i
o
n
 
a
n
d
 
$
3
0
 
f
o
r
 
e
a
c
h

s
k
i
n
 
c
a
n
c
e
r
 
o
p
e
r
a
t
i
o
n
.

8
.
 
P
r
i
v
a
t
e
 
d
u
t
y
 
n
u
r
s
i
n
g
 
i
n
 
h
o
s
p
i
t
a
l
 -
 a
c
t
u
a
l
 
c
h
a
r
g
e
s

u
p
 
t
o
 
$
2
4
 
p
e
r
 
d
a
y
;
 
$
6
0
0
 l
i
f
e
t
i
m
e
 
m
a
x
i
m
u
m
.

4
.
 
R
a
d
i
a
t
i
o
n
 
t
h
e
r
a
p
y
,
 
i
n
-
h
o
s
p
i
t
a
l
 
a
n
d
 
o
u
t
-
o
f-

h
o
s
p
i
t
a
l
 -
 a
c
t
u
a
l
 
e
x
p
e
n
s
e
s
 
u
p
 
t
o
 
a
 
$
1
0
0
0

l
i
f
e
t
i
m
e
 
l
i
m
i
t
 
f
o
r
 
c
a
n
c
e
r
 
t
r
e
a
t
m
e
n
t
 
t
h
a
t

9
.
 
B
l
o
o
d
 
a
n
d
 
p
l
a
s
m
a
 
-
 a
c
t
u
a
l
 
e
x
p
e
n
s
e
s
 
u
p
 
t
o
 
$
3
0
0

l
i
f
e
t
i
m
e
 
l
i
m
i
t
,
 
n
o
 
l
i
m
i
t
 
f
o
r
 
l
e
u
k
e
m
i
a
.

1
0
.
 
A
m
b
u
l
a
n
c
e
 
t
o
 
a
n
d
 
f
r
o
m
 
h
o
s
p
i
t
a
l
 -
 a
c
t
u
a
l
 
e
x
p
e
n
s
e
s

u
t
i
l
i
z
e
s
 
x
-
r
a
y
s
,
 
r
a
d
i
u
m
,
 
c
o
b
a
l
t
,
 
a
n
d
 
o
t
h
e
r

r
a
d
i
o
i
s
o
t
o
p
e
s
 
t
o
 
d
e
s
t
r
o
y
 
c
a
n
c
e
r
o
u
s
 
t
i
s
s
u
e
.

u
p
 
t
o
 
$
5
0
 p
e
r
 
c
o
n
f
i
n
e
m
e
n
t
;
 
$
5
0
0
 l
i
f
e
t
i
m
e
 
m
a
x
i
m
u
m
.

Iw
wi

t
0
0

1
1
.
 
E
x
t
e
n
d
e
d
 
i
n
-
h
o
s
p
i
t
a
l
 
b
e
n
e
f
i
t
s
 -
 
u
s
u
a
l
 a
n
d
 
c
u
s
t
o
m
-

5
.
 
A
t
t
e
n
d
a
n
c
e
 
i
n
 
h
o
s
p
i
t
a
l
 
b
y
 
p
h
y
s
i
c
i
a
n
 
o
t
h
e
r

t
h
a
n
 
s
u
r
g
e
o
n
 -
 a
c
t
u
a
l
 
c
h
a
r
g
e
s
 
u
p
 
t
o
 
$
1
0

p
e
r
 
d
a
y
;
 
$
6
0
0
 
l
i
f
e
t
i
m
e
 
m
a
x
i
m
u
m
.

a
r
y
 
h
o
s
p
i
t
a
l
 
c
h
a
r
g
e
s
 
u
p
 
t
o
 
$
5
0
0
0
 p
e
r
 
m
o
n
t
h
 
(
$
1
6
7

p
e
r
 
d
a
y
)
.

a,

G
e
n
e
r
a
l
 
P
r
o
v
i
s
i
o
n
s
 
a
n
d
 
L
i
m
i
t
a
t
i
o
n
s
:

1
.
 
P
r
e
-
e
x
i
s
t
i
n
g
 
c
o
n
d
i
t
i
o
n
 
e
x
c
l
u
s
i
o
n
 
-
 
n
o

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

t
o
 
e
f
f
e
c
t
i
v
e
 
d
a
t
e
 o
f
 
p
o
l
i
c
y
.

2
.
 
W
a
i
t
i
n
g
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of six cancer policies. They are the principal offerings in Massa-

chusetts of the four cancer insurers examined by the Division bf

Insurance, and are identical or similar to policies that the s.'ime

dbmpanies also sell in other states. (8)

As Table 1 shows, most cancer insurance policies issued by

different insurers share a common design, and are similar even in

specific coverage provisions. This reflects the long dominance of

American Family in the cancer insurance market, and the fact that

most policies have been copied or adapted from American Family's

policy form A-6021. The most widely sold cancer policy in the

country, Form A-6021 is also the model for a national standard

cancer plan developed by an actuarial consulting firm for estimating

reserves for future claims on cancer policies.(9)

Because of the similarity among policies and the dominant

market share of the issuing companies, the information in Table 1 can

be used to form a picture of the "typical" Massachusetts cancer

insurance policy. The principal benefits and limitations of the

typical policy are summarized in Table 2. In view of the substantial

uniformity among cancer insurance policies nationwide, Table 2 may

also be regarded as a picture of the typical U.S. cancer policy. (10)

Illusory benefits. At first glance, the long list of

numerous specific benefits is conducive to the feeling of well-being

and security that cancer insurers strive always to impart. Ti

benefits are all different, and perhaps too complicated to reMember

either as individual items or in the pattern of coverage they form,

64-278 0 - 80 - 13
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but there is certainly the appearance of protection that is extensive

and carefully planned.

On closer examination, it may be more clearly discerned that
7

-every cancer insurance benefit provision is simultaneously an act of

giving and an act of taking away. Useful for suggesting broad and

varied coverage, the cancer policy's separate listing of numerous

specific benefits also creates the opportunity to impose separate

benefit "limits" that are specific and severe.

The typical policy pays for private duty nursing in the

hospital, for example, but only to a limit of $24 per day with a

lifetime limit of $600. The typical policy covers radiation therapy

in or out of the hospital, but only "up to" a lifetime limit of

$1,000. The policy pays for hospital room and board, but only to

a limit of $60 per day for the first seven days and $30 per day for

the next 83 days.

Even the policy's vaunted "extended benefits" for continuous

hospital stays over 90 days (which, as seen in the last chapter, form

the basis for sales representations of tens or hundreds of thousand of

dollars in available benefits, although they actually account for only

one in every 1,000 dollars of claim payments) have a typical monthly

benefit limit of $5,000 -- and a less obvious but equally real limit

:of $167 per day for hospital costs.

Under cover of describing generous and flexible benefits for

policyholders, the typical cancer policy thus inconspicuousli estab-

lishes the necessary mechanism for delivering compensation that is in

reality neither generous nor flexible.
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Although repeated statements that the policy pays actual

expenses for medical services "up to" the specified limits might

suggest to some consumers that the limits are above current prevailing

charges for such services, most benefit limits are below the actual

costs of cancer victims.

The limits rapidly become even less adequate due to the high

rate of inflation in medical costs.

And the rigid compartmentalization of coverage effected by

the limits on every separate benefit means that compensation cannot

be flexibly shifted from one area of costs to another in accord with

the varying needs of individual cancer patients.

Unobtrusive limitations. Although dollar limits on

individual benefits substantially restrict the compensation available

from cancer insurance, they are not the only tools the typical policy

uses to narrow and limit its responsibility for cancer costs.

Scattered throughout the policy under a diversity of headings

are a number of other limitations, even less obtrusive but no less

effective, for restricting payments to cancer victims. These include

the "waiting period" for eligibility to receive cancer insurance

protection, already discussed in the previous chapter in connection

with sales presentations; time limits on the availability of coverage

after cancer diagnosis; the requirement of a pathological diagnosis

of cancer; and the numerous less-than-obvious ramifications of the

restriction of benefits to definitive cancer treatment.
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Three of the six cancer policies reviewed by the Division of

Insurance will pay benefits only within a specified time limit --

usually three years -- after the date of cancer diagnosis. -Although

=three years may seem an adequate time in which to treat cancer, a

number of cancers involve treatment of longer duration. This may

be inferred from median survival times, which represent the length

of time after cancer diagnosis when half the patients have died and

half are still alive.

For breast cancer, for example, the median survival time

is six years and seven months. 
(11) Of the 50% of patients who die

within this time, a sizeable number undoubtedly die after three years

from the date of diagnosis, and if they had cancer insurance, they

would not have had their treatment before death covered. The 50% of

patients who live longer than the median survival time would face an

even longer period of potential costs without the continuing protection

of cancer insurance benefits.

The typical cancer policy pays benefits only if cancer is

diagnosed pathologically; clinical diagnosis is not acceptable. This

distinction may seem of little consequence, but it is not without

serious problems, as noted by one physician writing to protest the

denial of his patient's claim:

We therefore felt he has clinical evidence
—of lung cancer with a brain metastases. . . 

if he succumbs, we will get /a pathological 7

report/ in autopsy and if his condition
goes on to further deterioration we then
can perhaps operate and get a tissue
diagnosis to prove it, but I would consider
this unnecessary surgery. (12)
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For a variety of reasons having to do with the age and

health of the patient and the type of cancer involved, a pathological

diagnosis is not always medically necessary, desirable, or possible.

Lung cancer and brain cancer are two types of the disease in which

cytological washings, CAT scanning and other diagnostic procedures

are often used as a substitute for the surgical removal of a tissue

sample. (13)

The typical cancer policy covers only "definitive cancer

treatment." On its face, this may not seem to be of concern to the

policyholder. However, this is a highly restrictive provision, and

its consequences are not spelled Out in the policy. One consequence

is that limiting payments to cancer treatment necessarily precludes

payments for diagnostic hospital admissions and procedures,

including the required pathologist's report, the cost of which may

be significant. In 1970, the 10% of cancer patients whose first

hospital admission involved only a biopsy -- and therefore no

"definitive treatment' -- paid on average $1,000 ($1,800 in today's

dollars) to the hospital alone. (14)

Most cancer policies have clauses that do provide retro-

active benefits for up to 10 days of hospitalization prior to the

required pathological diagnosis, and up to 45 days in the event of

death. Although it might be thought that these provisions would

result in coverage of all expenses during the specified peria

before pathological diagnosis, in such circumstances the policy

still covers only those costs related to cancer treatment. Diag-

nostic costs remain unpaid.
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Another important consequence of the treatment-only limi-

tation, also not explained in the policy, is that rehabilitation

from the effects of cancer is not considered treatment and th&refore

is not covered. For example, one Massachusetts woman was denied

benefits for surgery to remove scar tissue caused by initial cancer

surgery. Although her doctor certified that the operation was

necessitated by and was a continuation of the initial treatment,

the cancer insurer offered this rather tortured explanation of the

reason its coverage did not apply:

The treatment was in regard to previous

breast surgery. The breast surgery was

for cancer, and that claim was paid.

However, since the second treatment was

the result of the scar tissue, rather
than the direct result of cancer, no
benefits have been paid. (15)

A treatment-only limitation also means there is no coverage

for post-treatment hospital admissions to check for the recurrence of

cancer. A Massachusetts man with a bladder tumor was denied hospital

benefits for each follow-up cytoscopy that showed the cancer had not

recurred. The man's physician denounced the payment restriction as

unreasonable and deceptive:

It is clear that all these hospital
addmissions were related to a cancer
condition of the bladder. If /The
cancer insurer/ sells a policy which
provides hospital benefits for cancer
that is positively diagnosed on the
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basis of microscopic examination, I
should think that this was a condition
which should qualify. If they deny
coverage on the basis that no tumor
was found on those two particular
short-term admissions, then it seems
to me that the sale of this policy
is deceptive to say the least. (16)

Besides excluding diagnostic and follow-up costs, the

restriction of cancer insurance benefits to definitive cancer treat-

ment also means that no payments will be made for illness or disease

caused or complicated by cancer or cancer treatment. Three of the

six policies reviewed by the Division of Insurance fail to mention

this specific effect of the definitive treatment provision at all,

and even the remaining three do not sufficiently explain how it is

applied. 
(17)

Few consumers might expect, for example, that hospital-

ization for a broken leg directly resulting from its brittleness

due to cobalt treatments for cancer would not be covered under a

cancer policy; and yet that is the case.

Average claim payments. It is conventional health insur-

ance, rather than his own product, that a prominent cancer insurer

has described as a "sieve" dropping out substantial health care

costs instead of paying them.

Yet no insurance policy functions more truly like a sieve

than cancer coverage. Subtly, unobtrusively, but systematically

and effectively, the myriad limitations of cancer insurance riddle

the policy with holes that drop out about 70% of cancer rosts':
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leaving them to be paid by the cancer victim -- or his conventional

health insurance plan. (18)

Despite its expansive promises of "peace of mind" for cancer

victims, American Family paid total benefits averaging only $1,278

per successful claimant during the 18-month period between January 1,

1977 and June 30, 1978.(19)

Despite policies called "the $200,000 Plan" and "the $150,000

Plan," Union Fidelity paid benefits averaging only $1,406 per claimant

during a similar period. (20)

Despite stern warnings of "staggering. . .astronomical"

cancer costs running to "between $30-40,000" per cancer victim,

American Income's average claim payment totaled only $1,396 during

a comparable time. (21)

Creative in exploiting the fears and winning the confidence

of consumers regarding a way to fill the need for cancer compensation,

cancer insurers are, however, more resourceful in finding the means

to reject or reduce cancer claims than in finding the willingness or

the ability to pay them.

Benefit-to-Premium Ratios 

When confronted with the gap between their modest average

benefit payments and the sweeping assurances of their sales presen-

tations, cancer insurers are likely to defend themselves by-empha-

sizing the low cost and the limited supplemental function of their

coverage. "When viewed as low cost, supplementary insurance, as it
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should be," says a consulting actuary retained by American Family,

"the arguments that it is improperly designed for good value fall

down and turn into arbitrary opinion. 
,,(22)

7

Of course, cancer insurers cannot escape responsibility

for the extravagant expectations promoted through their sales

presentations by asserting, after the fact, that their product

really should be held only to a much more limited standard of

performance.

But since the narrow claim to be a valuable "low cost,

supplementary" coverage is closer to the actual intent of cancer

insurance than the grand designs often suggested in its marketing,

this claim certainly deserves close scrutiny in its own right.

Beginning with the assertion that cancer insurance is a

low-cost coverage, it is immediately necessary to add that price

is not the same as value, and low cost is not necessarily the

equivalent of a bargain. Many products that can be bought for a

relatively low price may be worthless or almost worthless to the

buyer, and very few consumers may want to squander money on a

product of dubious value, even if it is available at a relatively

modest price.

With annual premiums of from $30 to $75 for an individual

aid from $45 to $114 for a family, cancer insurance is clearly not

as expensive as conventional broad-scale health insurance.(23)—But

how much value does it provide?
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There are various ways to measure the value of an insurance

poli-cy. One of the most important measures is the "loss ratio" or

benefit-to-premium ratio. At its simplest, a loss ratio expresses

the claims paid by a company -- i.e. the benefits actually paid :but

to consumers under a particular policy -- as a percentage of each

premium dollar that the company collects. If, in a particular year,

a company pays claims amounting to 80 cents for each premium dollar

collected for a policy, the policy's loss ratio is 80%. In general,

the higher the loss ratio, the greater the benefits received by the

entire group of consumers holding the policy. (24)

The portion of each premium dollar that does not go to pay

claims incurred in a particular year is instead used to cover the

insurer's administrative and selling expenses, to pay taxes, and to

contribute to policy "reserves" -- amounts of money set aside to

earn interest and to help pay the increasing claims from policy-

holders that are expected in future years. Stock insurance

companies, including the four cancer insurers whose policies are

examined in this study, also retain a portion of each premium dollar

as profit. The higher the total amounts set aside for expenses,

taxes, reserves and profits, the lower will be a policy's loss

ratio -- and the amounts actually paid to consumers -- in any

particular year.

Among health insurance policies, incurred loss ratios can

range from about 95% down to 25% or less. Group policie.s sold
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through employers or other organizations have the least administrative

and selling expenses and can achieve the highest loss ratios. --The

exoenses associated with non-group policies are larger, but loss

ratios for non-group policies providing broad health insurance

benefits may be 80% or above. Policies offering more restricted

benefits have lower premiums than those providing broad coverage,

but the amount of each premium dollar going to selling and other

costs tends to be proportionately higher. Their loss ratios are

lower.

If cancer claims were as large and as common as cancer

insurers suggest, and if cancer policies delivered the sweeping

benefits that their selling presentations imply, one would expect

the loss ratios for such policies to be relatively high. Quite the

contrary is true, however.

Union Fidelity's cancer policies, for example, generated

a collective loss ratio of 23.4% for business written in Massa-

chusetts between 1975 and 1978.(25) Similarly, American Income's

two major cancer policies showed a loss ratio of approximately 25%

during the period January 1976 through September 1978.(26) Between

January 1977 and July 1978, American Family's cancer policies

sbowed an incurred loss ratio of 42.5%. But the three most popular
_
American Family cancer plans, which account for more than 70% of

its cancer premiums in Massachusetts, showed an incurred loss -ratio

of 33.2% during the same period.(27)
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Cancer insurers would be quick to point out that any loss

ratio computed for a relatively short period -- for one year or 
even

Zor several years -- might tend to understate their overall policy

:_experience. In testimony prepared in behalf of American Family,

and presented to the California Insurance Department, consulting

actuary William O'Dell observed:

. . . as a block of /cancer insurance./

business stays on the books, the people

get older, the loss ratio goes up. . .

We have traced the loss ratios on

blocks of business through the years.

And, as expected, we find these loss

ratios go up. (28)

It is true that the loss ratios for cancer insurance policies

gradually rise over time, as policyholders age and present more

claims and as the claim reserves set aside in previous years are

gradually returned to claimants in increasing amounts. For the

large number of cancer insurance policyholders who keep their

policies only one or several years, however, the gradual increase in

loss ratios is one more example of a benefit more illusory than real.

Among a national group of consumers who bought American Family

policies in 1975, for example, the Division of Insurance has examined

:the rate of lapsation (the percentage that dropped their policies at

-one-year intervals) compared with the gradual increase in loss ratios

over time
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In 1975, the year of issue, the loss ratio applicable to

this group of policyholders was 10%. Thereafter it increased-at one-

}tear intervals to 31%, 44%, 48%, and, for the fifth year, to 52%.(29)

Only about half of the original group of policyholders kept

their policies at least to the fifth year, when the policy was paying

out 52 cents for each premium dollar collected. For the other half

who gave up their policies after four years or less, the American

Family policy achieved loss ratios ranging from 10% to 48%. Half

this group, or 25% of the original group of policyholders, gave up

their coverage after only one year -- when the policy was paying

10 cents in benefits for each premium dollar collected. (30)

For consumers who do not give up their cancer coverage

after a few years but keep it for the long term, gradually rising

loss ratios do signify improved policy performance in the later

years. To judge long-term policy performance, however, it is

necessary to compare all the benefits paid over time with all the

premiums collected over time. The improved loss ratios of later

years must be offset against the meager loss ratios of the early

years.

One way to do this is to calculate the anticipated loss

ratio, which relates the present value of all benefits expected

in the future to the present value of all premiums expected in the

future. This ratio, an estimate, is calculated for a lengthY

period -- usually 25 or 30 years -- which the insurer views as the
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lifetime of a policy. It is, in essence, an average of the loss

ratios that the insurer expects for a particular group of policy-

holders (e.g., those who purchase a policy in 1979) over each year

of the policy's lifetime. (31)

Among the four cancer insurers examined by the Division of

Insurance, American Family is the only company that has calculated

an anticipated loss ratio for its cancer policies and presented it

for public discussion. Consulting actuary E. Paul Barnhart, using

American Family's data regarding past performance of policies and

acting in the company's behalf, has calculated an anticipated loss

ratio of 56.09% for the company's cancer policies. Over a 30-year

period, according to his estimate, American Family's cancer plans 

will pay benefits of 56 cents for each dollar of premiums that the

company collects. (32)

American Family's data also show that the outlook for

long-term performance of the company's cancer policies is unlikely

to improve. The loss ratio or benefit portion of the premium dollar

can rise no higher than permitted by the company's habitual per-

formance in regard to expenses and profit. As reported in the last

chapter, American Family has consistently fueled sales growth

through lavish compensation packages for its sales force (including

agent commissions of from 20% to 50% of first year premiums and 10%

per year thereafter) and has shown a comparable zeal for groth in

profits. According to the company's own figures for 1977, 27.3%
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of premiums went for sales commissions and operating expenses-while

-another 16% was allocated to profits and income taxes. The -

1"company' share of the premium dollar thus totaled almost 45%.(34)

So long as American Family maintains its present priorities

for distributing the premium dollar, and particularly its present

level of concern for the remuneration of sales personnel and stock-

holders, it is unlikely that the anticipated loss ratio will ever

exceed 56%. And, if actual loss ratios are higher than those expected

due to an increase in cancer incidence and claims, the apparent gain

for consumers would probably be shortlived. Although the policyholder

has the right to renew his American Family policy from year to year,

the company reserves the right to seek increased premiums when claims

exceed their present expected rate of growth.(35)

Although comparably detailed long-term loss ratio data are

not available for the other three cancer insurers examined by the

Division of Insurance, there is no reason to believe the overall

performance of their cancer policies is better than that of American

Family and some reason to doubt that it is as good. As has been

seen, the available incurred loss ratios for periods of one or

several years are lower for Union Fidelity and American Income than

for American Family. American Income has a commission structure

even more spendthrift than American Family's: the company plys agents

and sales managers amounts that can reach 70% of the first Year
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premiums, and 20% per year thereafter. On a continuing basis,

sales commissions alone consume about 30% of every American Ilicome

piemium dollar. (36)

The dearth of company information and analysis on claims

payouts as a share of the premium dollar over the short or the

long term constitutes one further obstacle to rational purchase

decisions about cancer insurance. The most charitable interpretation

of this information gap is that most cancer insurers are not

interested in encouraging a rational analysis of their policies; a

less charitable explanation is that they actively seek to suppress

facts whose negative impact would be immediately and palpably clear.

American Family deserves commendation for its relatively

greater attention to the need for a careful assessment of the

long-term performance of its policies. Because it sells more than

half of all cancer insurance, American Family's data may for now be

regarded as the most definitive and relevant information available.

What these data show, however, is hardly consoling to the consumer

who is interested in the best possible return on limited health

insurance dollars.

Returning anticipated benefits of no more than 56 cents per

premium dollar to all consumers over the 30 years of a policy's

lifetime, and returning only 10 to 48 cents on the dollar to the

50% of purchasers who keep their policies four years or less, Acancer

insurance clearly is no bargain.
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With only about half of every cancer insurance premium -

dollar available now or in the foreseeable future as benefits for

cancer victims, it would seemingly require a very special and

compelling need to justify a rational purchase of a cancer policy.

Cancer insurers assert (1) that there is a compelling, practically

universal need; and, at least implicitly, (2) that their policy

meets the need effectively. Both assertions are untrue.

The need for cancer coverage. The case that cancer insurers

attempt to make regarding the universal need for cancer insurance

rests mainly on two premises. The first is that cancer is a very

expensive disease. The costs run to billions of dollars annually

and perhaps $20,000 to $40,000 per cancer victim, the insurers claim

in their sales presentations and public statements; without cancer

insurance, they warn, many consumers may face financial ruin.

As pointed out in the first chapter of this study, however,

the aggregate cancer cost estimates frequently cited by cancer insurers

are irrelevant for reaching any reasonable individual determination

about the need for cancer insurance. And the individual cost estimates

are too high.

A Division of Insurance analysis of the principal existing

studies of individual costs suggests that a more accurate estimate

of the average health care costs per cancer victim is $10,0007(37)

64-278 0 - 80 - 14
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This is hardly an insignificant amount, particularly since the range

of costs includes considerably higher costs for some victims.

Itlaoes provide a more useful point of reference for evaluating

the need for cancer coverage than the much higher average estimates

presented by some insurers. Although the costliness of cancer is a

valid premise, the cost is not as high as cancer insurers suggest.

The second premise advanced by cancer insurers to demonstrate

a universal need for their product is that conventional health

insurance is a universally inadequate resource for meeting the high

costs of cancer care. As shown in the first chapter, some cancer

insurers make no mention at all of underlying health insurance in

their sales presentations, thereby suggesting that cancer insurance

is the sole available resource to meet the need. Others mention

conventional health insurance only to emphasize its presumed

inadequacies.

In their statements to insurance regulators, of course,

cancer insurers acknowledge that conventional health insurance is

the consumer's primary resource for meeting cancer costs. Cancer

insurance, they then argue, at least fulfills a nearly universal

need for supplemental cancer coverage.

Whether cancer insurance is portrayed as a major or a

limited source of coverage, there is no merit in the argument that

it fills a universal need caused by the general failure of con-77

ventional health insurance to pay for cancer care.
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That idea, whether stated or implied, deceptively focuaes

the principal attention of consumers on the really secondary question

6f total cancer costs, and away from the central issue of their own

existing health policy's capacity to meet those costs. It obscures

the fact that many conventional health insurance policies will

indeed pay most or all of the costs of medical care for cancer.

In Massachusetts specifically, at least 50% of consumers

(and probably a much higher percentage) already have group or non-

group insurance policies that cover most or all of cancer costs.

One policy alone -- Blue Cross and Blue Shield's group Master

Medical policy -- provides very comprehensive protection for about

40% of the state's under-65 population. (38)

The Master Medical policy covers 100% of hospital costs

for room and board and other inpatient services (including radi-

ation therapy and chemotherapy) as well as 95% of costs for a

surgeon, assistant surgeon and anesthesiologist. Besides paying 100%

of costs for a nearly comprehensive array of hospital-based outpatient

services (also including radiation therapy and chemotherapy),

the policy covers 95-100% of costs for many non-hospital outpatient

services including physicians' home and office visits, prescription

drugs, laboratory and pathological services, home health care,

physical therapy and prostheses. Skilled nursing facilities-are

also fully covered, for an unlimited number of days.
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Similarly, about 50% of consumers aged 65 or above have

very comprehensive protection against cancer costs through a

combination of Medicare and the supplementary Medex policies -

iparticularly Medex 3) issued by Blue Cross and Blue Shield.(39)

When average individual costs are put in perspective and

when the scope of commonly held conventional health insurance

policies is carefully considered, it is apparent that there is no

universal, or nearly universal, need for additional cancer coverage.

For the significantly less than half of Massachusetts residents

whose conventional health insurance provides less than comprehensive

medical benefits, there may be some degree of need for supplemental 

coverage. Cancer insurance is one available type of supplement.

The supplemental performance of cancer coverage. Most cancer

insurers seem to assume that if they offer any pattern of benefits

providing extra cash for cancer expenses, they ipso facto provide

a useful and valuable supplemental coverage. American Family has,

however, advanced at least one rough standard for judging the

performance of its policies as cancer supplements. Its goal, the

company says, it to provide "50 percent of the cost of care and

treatment" for cancer. (40)

Contrary to the expectation created by this statement,

however, a Price-Waterhouse audit for the Division of Insurance has

determined that for a representative sample of Massachusetts

insureds, American Family actually paid only 23.4% of submitted -

cancer costs. Although American Family itself had calculated a
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37% rate of compensation for all submitted charges, Price-Waterhouse

concluded the company's figures were "unreliable" because "charges

recorded were generally unsubstantiated." The audit findings are

summarized in Table 3. (40a)

The Division of Insurance has also undertaken its own more

general study of how well cancer insurance policies are able to

supplement underlying coverage for cancer care. For purposes of

this analysis, average costs incurred by cancer patients were

examined in three broad categories corresponding to inpatient

hospital, surgical, and outpatient care. Average costs were then

compared with the benefits available under the typical cancer policy.

Table 4 presents estimates of average inpatient hospital 

costs for cancer-related stays, compared with the benefits that

could be expected from the typical cancer policy. Derived from the

Third National Cancer Survey, the average cost estimates range from

$2,800 for the first admission to $2,100 for the third and subse-

(41)
quent admissions.

The typical cancer insurance policy -- paying $60 per day

for the first seven days of hospitalization and $30 per day there-

after, and 10% additional for drugs -- would cover about 29% of the

average cost for a first admission if all services were related

to definitive cancer treatment and not merely to diagnostic

(42)procedures, which are excluded.
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Table 3

Cancer Costs Compared to Payments Made by American Fami* 

(Price-Waterhouse Audit for the Division of Insurance)

Benefits paid
Benefits
paid Charges

as a percentage
of charges

Hospital room fees $16,230 $ 53,869 30.1t
Surgeon's fees

Drug charges, in
hospital

6,725

1,483

16,923

7,637

39.7

18.9
Anesthesia fees

Radiation therapy
and chemotherapy

Physician visits,

in hospital

Miscellaneous

(e.g., ambulance,

blood)

Noncovered charges
included in claims

filed (e.g., oper-
rating room)

2,000

7,582

1,020

782

0

5,528

11,152

3,808

1,371

52,502

36.2

68.0

26.8

57.0

0.0

Total $35,822 $152,990 23.4%
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Table 4

Cancer Hospital Costs Compared to Payments Expected from Typical 

Cancer Policy 

Type of

Hospital

Admission

Average

Length of

Stay

1970

Cost of

Stay

1978

Cost of

Stay

Payment

Expected From

Typical Policy

Payment as

of Cos:

First Admission 17.4 days $1551 $2792 $805. 29%.

Second Admission 13.9 1243 2237 690 31

Third and Subse-

quent Admissions 12.8 1174 2113 653 31

All Admissions 15.6 1399 2518 746. 29

*This figure assumes all the days of the admission involve treatme
nt.

The figure thus represents the maximum that would be paid.

%
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Since one out of ten cancer patients receive no treatment

during their first admission, the average compensation paid by the

typical policy for first admissions is probably about 26%.(43).

Subsequent admissions would be compensated at a rate of about 31%.

Cancer patients are more likely to be hospitalized longer and to

incur greater costs during first admissions, and first admissions

are more likely to occur than any subsequent admissions. (44) Accord-

ingly, the lower rate of compensation paid by the typical policy

for first admissions is entitled to more weight in determining the

policy's overall rate of compensation for inpatient hospital costs,

which may be estimated at under 30%.

The Price-Waterhouse audit of paid American Family claims

confirms this conclusion. The audit found that American Family paid

Massachusetts claimants 29% of submitted charges for hospital room

and drugs. Since actual hospital charges include additional amounts

for miscellaneous services (such as operating room charges) that are

not compensated at all by American Family, paid claims as a percentage

of total hospital charges would be somewhat less than 29%.(45)

According to the Third National Cancer Survey, three out of

four cancer patients undergo surgery in the course of their illness. (46)

Since data is lacking on overall surgical costs, the Division of

Insurance reviewed Massachusetts Blue Shield cost data for five

diverse types of cancer -- breast, colon, lung, prostate and

ovary -- that account for about one-half of all new cancer cases.(47)
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Table 5 presents average costs for the primary surgeon for each type

.-of surgery, and compares these costs with the maximum amount payable

under each of the five cancer policies examined by the Division that

provides a fee schedule for surgical benefits. 
(48)

Depending on the type of cancer, these policies pay from 33%

to 55% of the 1977 cost for the primary surgeon. Since surgical

costs continue to rise while the policy fee schedules remain fixed,

the applicable percentages today would be lower.

Moreover, actual costs would include additional charges for

an assistant surgeon and for follow-up surgical visits in many cases.

The limited Blue Shield data that is available for frequently

performed surgical procedures, for cancer and other health problems,

shows that 15% of all operations require an assistant surgeon and

follow-up visits occur after 40% of all operations. For those

requiring these services, up to 30% in additional costs must be

incurred. Spread among all surgical patients, these services add

about 5% to surgical costs on average. These additional costs are

not shown in Table 5.(49)

Overall, the typical cancer policy probably pays about

40% of surgical costs. The Price-Waterhouse audit of American

Family claims confirms this estimate. (50)

Besides inpatient hospital and surgical costs, the average

cancer patient also incurs substantial costs for outpatient care at

hospital outpatient departments, other clinics, doctors' offices,
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Table5

1977 Estimated Costs of Primary Surgeon Compared to 

Payments Expected from Typical Cancer Policy 

Bodily Part

Surgically

Removed

Estimated

Cost of

Surgeon

Payment Expected

from Typical

Cancer Policy
Payment as

of Cost

Breast $ 577 $250 (estimate

based on $200 fee

for removal of one

breast and $300

for both)

43%

Colon 770 $300 (resection

of the ascending

or transverse

colon)

39

Lung 1200 $400 (complete

lobectomy)
33

Prostate 726 $400 55

Ovary 450 $200 (estimate

based on $400 fee

for removal of

uterus, tubes and

ovaries)

44

%
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and at home. Outpatient costs include those for chemotherapy and

radiation therapy, home nursing, drugs, prosthetics and physical

therapy. As Table 6 shows, outpatient services are frequently

needed and may cost cancer patients hundreds or thousands

(51)of dollars.

Based on data from the Third National Cancer Survey and

updated to 1978 dollars, the table shows that estimated outpatient

costs -- and inpatient and outpatient surgery -- average about

$2,800 per cancer patient. Adjusted to eliminate the surgical costs,

the survey data indicate average outpatient costs of about $2,000.(52)

Since many of the patients whose expenses were reviewed had received

a diagnosis of cancer as recently as six to twelve months before the

study, the $2,000 estimate may significantly understate total lifetime

costs for outpatient care.(53)

The typical cancer policy covers very few of the outpatient

costs of cancer patients, even though for some patients these costs

may be greater than the cost of inpatient care -- and even though these

costs are the least well covered by some conventional health insurance

policies. None of the six cancer policies examined by the Division

covers drugs outside the hospital, home nursing, physical therapy,
_

special equipment, prosthetics, or nursing home care. According to

Table 6, these expenses account for over 40% of total outpatieLlt

costs.
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The remaining 60% of outpatient costs include charges for

hospital-based outpatient services and physician services. None of

thi- six cancer policies covers these costs, except for benefits_
_

app-lying specifically to the administration of radiation therapy

and -- in the case of one policy -- chemotherapy.

After surgery, chemotherapy and radiation therapy are the

most common forms of cancer treatment. For most cancers, the

chances are high that one or both of these treatments will be used.

For example, 51% of a large group of lung cancer patients received

one or the other, and 11% received both. Among leukemia patients,

(54)74% received chemotherapy. For many patients, the outpatient

costs of these therapies can be very high:

The most expensive course of chemotherapy
is Adriamycin, which is used for a number
of different types of cancer. This. . .
is typically administered on an outpatient
basis and may be used in combination with
other types of therapy, such as surgery.
The cost of Adriamycin alone may cost up
to $200 per injection, which could add up
to well over $3000.

Radiotherapy, administered on an out-
patient basis, may involve from several
days of consecutive treatment to a program
of four to six weeks. The initial visit,
including the physics, the computer
analysis, body contours, and doctor's
consultation average between $98 and $148.
For example, each subsequent visit for a
radiation treatment may cost $23 to $38.
Therefore, a four-week course of treatment
for 20 visits would cost between $460 and
$760. These figures are for the Harrisburg
(Pa.) area, which is considerably lower

(55)than treatment in Philadelphia or Pittsburgh.
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Five of the six policies examined by the Division cover

radiation therapy to a maximum amount of $1,000 or $1,500, whether

the treatment is received on an inpatient or outpatient basis.

otapatient chemotherapy charges are covered only by American Family's

A-6021 policy, but they are subject to a joint maximum, along with

radiation therapy, of $1,000. This also is a combined limit for

inpatient and outpatient services.

The Price-Waterhouse audit found that American Family paid 68%

of all charges submitted for payment under its combined chemotherapy-

radiation therapy benefit provision. 
(56) 

Assuming a uniform distri-

bution between inpatient and outpatient care, it appears that

American Family's policy paid 68% of the outpatient costs for these

two services.

Overall, American Family's unique inclusion of some coverage

for chemotherapy probably means it compensates actual outpatient costs

at a rate slightly higher than other cancer policies. However,

because of the relatively low limit on this benefit and on the benefits

for radiation therapy found in other policies, and because of the

uniform exclusion of all other outpatient services, it is obvious that

the typical cancer policy compensates only a limited percentage of

total outpatient costs. For American Family, the rate of compensation

may approach 40%; for other policies, the rate is considerably lower.(57)

In summary, it can be seen that the typical cancer policy,

compensates under 30% of average inpatient hospital costs, about -40% of
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surgical costs, and less than 40% of outpatient costs of cancer victims.

-When these figures are consolidated, taking into account the major

_proportion of total costs that are hospital-related, it appears that

the typical cancer policy covers only about 30% of total cancer costs.

This percentage further erodes over time because of the effect of

inflation on fixed benefit limits. As it does, the actual performance

of cancer insurance contrasts all the more dramatically with the

leading cancer insurer's widely publicized intention to pay 50% of

total cancer costs.

Even if the performance more closely resembled the intention,

American Family's self-avowed standard of performance for supplemental

cancer insurance is, on its face, simplistic and inflexible. By

addressing itself only to the compensation of a specified percentage

of total cancer costs, the standard ignores the widely varying

coverage of underlying insurance policies.

Whatever the percentage of costs actually compensated by a

cancer policy at any given time, it is inevitable that some cancer

insurance policyholders will receive too little supplementation, while

others will receive more than enough. If the current rate of com-

pensation is about 30%, for example, then a consumer with a conven-

tional policy that pays only 50% of overall costs will receive too

little compensation to meet his need; a consumer with a policy paying

80% of costs will receive too much.
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Addressing itself only to an overall compensation goal,

moreover, the standard also ignores the varied individual costs of

Cancer patients. For some patients, for example, outpatient therapy

may be a predominant treatment mode; despite the fact that outpatient

services are the least well compensated by some conventional health

policies, the typical cancer policy establishes strict limits on

benefits for radiation therapy, generally does not cover chemotherapy,

and uniformly excludes most other outpatient costs. By its rigid,

compartmentalized allocation of fixed benefits to different types of

cancer costs, the typical policy practically guarantees that many

significant needs of individual cancer patients will not be met.

In the end, it is clear that the erratic supplemental

performance of cancer insurance is based on its poor supplemental

policy design. Just as the selling of cancer insurance trades on the

myth of a universal need for cancer coverage, the design of the

product indulges the further illusion that among those who do need

some supplemental protection, the kind and degree of need is uniform.

Just as cancer insurance sales presentations consistently neglect to

acknowledge and explain the primary role of conventional health

insurance in meeting cancer costs, the cancer insurance policy is

designed with monumental disregard for the need to coordinate flexibly

with varied underlying policies.

Aiming really to provide nothing more than miscellaneous

extra cash benefits for cancer victims, the typical cancer insurance
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policy provides no more. Simplistic in conception, clumsy in

execution, the product poorly performs even its limited supplemental

task.

Alternative supplements. In addition to other flaws, cancer

insurance also suffers the obvious but fundamental limitation that

its name proclaims: It will not pay for any illness or injury

except cancer. Despite its costliness, cancer is not the only

expensive health problem for which consumers must try to obtain

adequate insurance protection. Cancer in fact accounts for only 5%

of total medical costs, and a cancer policy accordingly provides

protection for about 30% of that amount, or 1.5% of total medical

costs.
(59)

As American Family has acknowledged in a statement for the

U.S. Securities and Exchange Commission, its product is not an

adequate substitute for "major medical" insurance -- a conventional

broad-scale policy that provides extensive coverage of inpatient

and outpatient costs for nearly all illnesses and injuries.(60) Cancer

insurers often assert, however, that some consumers cannot afford

the premiums for such comprehensive supplemental coverage and

therefore would be better served by supplemental cancer coverage

than by none at all.

Fortunately, the choices available to consumers are not so

limited as this argument suggests. For prices not very much =

64-278 0 - 80 - 15
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higher than the premiums typically charged for cancer insurance,

consumers can purchase a non-group "catastrophic" insurance poricy

ptoviding supplemental protection for cancer as well as other

iilnesses and injuries. Such policies can be flexibly coordinated

with underlying coverage by means of large deductibles approximately

equivalent to the value of potential benefits from the underlying

policy.

At a price of $80 a year for an individual or $160 a year for

a family, for example, one commercial insurer offers a catastrophic

major medical policy with a deductible of $7,500 -- an amount whose

benefit equivalent would be provided by many existing basic insurance

policies. This catastrophic policy pays 90% of covered medical

expenses in excess of the per illness deductible. Benefits are

payable for ten years from the time when the deductible is first met;

the deductible itself must be met within two years after an illness

first manifests itself. (61)

The policy covers inpatient hospital charges for room and

board and other services and supplies; inpatient and outpatient fees

of surgeons and anesthiologists; and outpatient services including

physician fees, laboratory tests and diagnostic services, radiation

therapy, physical therapy, prescription drugs (including chemo-

therapy) and home care.

Another commercial insurer offers a similar catastrophic

policy providing nearly identical benefits; the policy pays 100% of

covered medical expenses on excess of the deductible to a maximum
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of $1,000,000. The policy has a ten-year benefit period from the

time when medical expenses are first incurred, and a three-year

a&cumulation period. As might be expected with its higher level of

benefits, premiums are higher. Family coverage when the parents are

both age 40 costs $210 per year with a $10,000 deductible. Premiums

for younger persons are lower, while those for older persons are

higher. (62)

Other companies sell policies that provide benefits similar

to the policies already described.(63) Any of these policies will

provide greater cancer treatment benefits than a cancer insurance

policy while providing comprehensive protection for all other

illnesses -- including complications of cancer and illnesses caused

by cancer treatment -- and accidental injuries. An excess major

medical policy clearly provides broader coverage for the dollar and

is a better supplemental coverage than cancer insurance.

Conclusion 

From the claim to be the indispensable panacea for

"astronomical" cancer costs to the claim to be at least a valuable

supplementary policy, the diverse and sometimes contradictory

representations of cancer insurance must one by one retreat before

the advancing frontier of knowledge about how the product actually

performs its chosen tasks.
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Providing very modest benefits, on average, to supplement

the conventional health insurance it habitually ignores
 or derides,

covering cancer costs haphazardly and other health cost
s not at all,

collecting a dollar of premiums to deliver only about fifty cents

in benefits, cancer insurance is not the best available health

insurance supplement nor even a moderately good supplement in its

own right.
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III. TAE REGULATION OF CANCER INSURANCE

The two preceding chapters have documented serious

problems in the cancer insurance market. To the extent the four

companies discussed here reflect the general market -- and there

is good reason to believe the reflection is accurate -- the

pattern of consumer abuse is both conspicuous and disturbing.

Combining exploitative sales practices with a paucity of benefits,

cancer coverage embodies the worst possible extremes of health

insurance marketing and product design.

Not surprisingly, the marketing excesses of cancer

insurance usually attract the most consumer and regulatory

attention. The shrill hysterics of advertising about cancer

incidence and costs, the stark and misleading manipulations

used in cancer insurance sales presentations can scarcely

be ignored. Yet these marketing practices grow from a kind of

logic. The policies and premiums are nearly identical, so

each company has staked a claim on a small but dependable

part of the larger market. In order to wring the greatest

sales potential from a finite population, each company has

reduced its sales pitch to the lowest common denominator:

uncertainty and fear, skillfully evoked.
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Not that the performance of cancer insurance, after a. consumer

has purchased it, is less worthy of attention. Like any fixed-benefit

,supplement, cancer insurance is vulnerable to inflation and runs the

risk of only haphazardly complementing the consumer's basic coverage.

Add to those caveats the uncommonly harsh policy provisions regarding

waiting periods, diagnosis, and treatment; one then has a fairly clear

picture of a policy that is at best marginally adequate.

Cancer insurance is not a fad or aberration; it is a small,

but growing, part of the country's health insurance industry. And as

long as cancer instills fear in the American population, cancer insur-

ance will flourish. In the future, as the median age of the American

population rises, the collective dread of cancer -- a disease mainly of

middle and old age -- will almost certainly rise to a comparable degree.

Given the present problems of policy design and marketing, it

seems no exaggeration to state that insurance regulators have just

begun to see the abuse cancer insurance can breed. In light of the

analyses presented in this report, it must be obvious that this

coverage warrants stfict and vigorous regulation. Closer regulatory

supervision depends, in turn, upon the insurance commissioner's powers

to regulate health insurance, especially individual health insurance.

Generally, the Massachusetts laws support four possible means of regu-

lation:
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--Enforcing general standards more

vigorously;

--Constructing specific standards for
cancer insurance;

--Requiring cancer insurance to be
sold only in conjunction with
broad-scope coverages;

--Banning cancer insurance.

The problems documented in this report do not dictate any one approach,

and each approach might work -- or might have to suffice -- under a

particular set of circumstances.

Enforcing existing standards

When confronted with problems like those posed by cancer

insurance, the regulator's initial, and quite valid, response is to

seek a remedy in the existing law. Most states' regulation of cancer

insurance, in fact, relies upon the statutes and regulations that

govern health insurance generally. In Massachusetts those standards

hold, for example, that marketing materials and policy forms must

be free of "the tendency to mislead," in fact or in implication.(1)

By applying these standards rigorously and consistently, there

is a good chance that the Division could eliminate the worst marketing

abuses and the most deceptive policy restrictions. It is reatonably

clear that the way cancer insurers use incidence and cost statistics

could be greatly modified by using existing authority granted by the



226

109

standards, seven states (including Massachusetts) also identify-and

regulate dread disease policies as a distinct category of health

insurance. 
(2) The details of regulation vary from state to state,

but generally they have adopted the National Association of Insurance

Commissioner's recommendations regarding specific minimum benefits

for this kind of coverage. The NAIC standards affect only slightly

the basic design of most cancer policies, however, and do not regulate

marketing practices at all.(3)

A somewhat better approach has been adopted by West Virginia

and Pennsylvania, which have prohibited the individual benefit limits

common to most cancer policies.(4) This approach strives for a logical

correlation between the policy benefits and the financial needs of

cancer victims. If Massachusetts were to adopt equivalent standards,

cancer insurance policy forms would be improved, and the Division

could assure consumers of at least a simpler, more flexible coverage.

Unfortunately, adopting specific standards for cancer insurance

marketing is another story. Such standards would perforce include

what must, as well as what must not, be said to give the consumer

reasonable expectations about cancer coverage. Existing general laws

and regulations more or less adequately address what may not be said;

specific standards would therefore stipulate what disclosures must be

made to the prospective policyholder.

Being unable to use the current shorthand ("one in four," "two

out of three families") for cancer risk, cancer insurers would have to
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New York specifically allows cancer coverage to be sold as a

part of or as an amendment to basic hospital, basic medical or major

medical insurance, each of which is subject to strict regulatory

standards. This kind of regulation effectively creates an additional,

although narrow, layer of cancer coverage atop the broad-scope policy.

One might ask whether it is good public policy to encourage

(at least implicitly) the purchase of cancer insurance with basic

coverage, when supplemental major medical insurance is most surely a

more important priority. .New York's regulation also leaves the cancer

policy's internal design unchanged, despite its numerous shortcomings.

Nevertheless, by assuring that the coverage can be purchased

only in conjunction with a more comprehensive policy, New York's

approach alleviates some of the concerns about the defects of the

cancer insurance product. If this approach were enhanced by standards

applying directly to the cancer component of coverage, it could

provide a generally effective solution for a troublesome regulatory

problem.

There is a similar solution for concerns about cancer insurance

marketing. Once cancer insurance is made an adjunct coverage, instead

of erecting complex standards for the advertising and sale of cancer

insurance, the regulator can promulgate regulations prohibiting

insurers from giving undue prominence to the cancer portion of the

coverage. When these two changes are made, the public benefits in

two ways. First, the worst marketing abuses are eliminated; a reduced

emphasis on cancer coverage advertising will predictably lessen the
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opportunities to excite consumers' fear about the disease or its costs.

Second, the undue prominence standard has far more intuitive meaning

than a more general standard involving "the tendency to mislead." The

insurers offering cancer coverage could thus assume a greater responsi-

bility for the compliance of marketing materials and sales presen-

tations.

Banning cancer insurance

Considering the many problems of cancer insurance, a ban on the

product as it is now constituted seems reasonable, and several states

have resorted to this ultimate regulatory approach. Using broad

existing statutory authority to prevent deceptive practices and to

eliminate coverages of little economic worth, the Massachusetts

commissioner of insurance could implement such a ban administratively;

or a prohibition could be enacted by the state legislature.

In 1975, Connecticut's legislature passed a law ending the

sale of cancer insurance policies. (6) According to one published

report, there were three reasons behind the ban: poor value;

exclusions for complications caused by cancer; and, predatory sales

practices. 
(7) Another source, a Connecticut legislative researcher,

indicates that cancer insurance was rendered obsolete by that state's

Comprehensive Health Care Act, which mandated universal availability

of catastrophic illness coverage. (8)
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The New Jersey Insurance Department implemented an adminis-

trative ban on the sale of cancer insurance in 1976, following a pro-

longed history of unsuccessful attempts to regulate the product by

more moderate means. For For several years prior to 1967, the Depart-

ment had routinely disapproved dread disease policies, mainly because

it was believed that the promotion of such coverage was "inherently

misleading." (10)

When the Department decided in 1967 to allow the sale of

cancer coverage as an amendment to basic and major medical policies,

cancer insurers responded by selling combined coverage but stressing

the cancer component in their promotional materials. (11) This aggres-

sive quest for sales was facilitated by the lack of an "undue promi-

nence" standard in the New Jersey rule, and heightened by government

reports that New Jersey's cancer morbidity rate was among the highest

in the nation. 
(12)
 Concerned about this renewed appeal to consumer

fears, and again citing the inherently misleading nature of sales

promotions, New Jersey banned the product entirely in 1976.

In view of the serious problems with the marketing and design

of cancer insurance documented in this report, the sales prohibitions

earlier enacted by Connecticut and New Jersey seem one quite plausible

regulatory response. Like the other regulatory options that have

been discussed, a ban on cancer insurance sales would be aimed at the

termination of the pervasive abuse that this product currently

engenders; but it would achieve this result more simply, swiftly and

effectively than any of the alternatives.
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Conclusion 

This study presents the first extensive examination of cancer

_Insurance marketing and cancer insurance policies. Although members

'-r-of the research and education staff had varied impressions of cancer

insurance when the study began, the accumulating facts gathered from

many sources soon produced agreement that the product was generally

and badly flawed.

Working with an unprecedented volume of objective data, the

staff also developed a keen sense of the numerous specific problems

that would have to be addressed if cancer insurance ever were to be

regulated satisfactorily. When we subsequently reviewed the principal

options for cancer insurance regulation, we held no brief for any one

approach and indulged no illusion that any perfect, indispensable

regulatory formula might be found.

Nevertheless, the available regulatory options are not inter-

changeable and the choice among them is not unimportant. More than

anything else, aside from existing statutory authority, the choice

probably depends on whether a regulator perceives the manifold

problems of cancer insurance as integral or discrete.

If the problems are seen as so many items on a miscellaneous

checklist, then the use of miscellaneous general and specific regu-

latory standards might seem an appropriate choice. Such remedies

would require of the regulator an extensive knowledge, an unflagging

attention to detail, and a willingness and ability to make a
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continuing commitment of staff and financial resources; but under

such conditions, they could be generally effective in removing some

Of the worst abuses of cancer insurance.

On the other hand, if the problems of cancer insurance are

perceived to be interrelated parts of an entire pattern of selling and

product design that makes little common or economic sense and thrives

fundamentally on the exploitation of consumer ignorance, uncertainty

and fear about one disease, then a piecemeal regulatory approach might

seem little more than a valiant but futile attempt to apply Band-Aids

to an open wound. If a regulator believed a single-disease policy

had any conceptual validity at all, he might desire to regulate the

basic design of the coverage directly and systematically, rather than

indirectly and incrementally. He might also wish to assure that the

coverage could only be used for its intended supplemental purpose by

requiring that it be sold only in conjunction with a broader policy.

If he judged that a single-disease policy makes no logical and

economic sense at all, he might prefer an outright ban on the sale of

the product.

The members of the research and education staff have observed

cancer insurance too closely to believe that its varied excesses and

shortcomings are discrete, coincidental, entirely inadvertent. Our

perception of the interrelated nature of the problems we have docu-

mented leads us to recommend either the third or the fourth regu-

latory options discussed in this chapter -- either directly requiring
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cancer insurance to meet realistic tests for product design and value,

and to be sold only as an adjunct to a broader policy; or prohibiting

f-ts sale.
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total $200,000, one would have to be hospitalized for 652 days (90plus 562).
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Percentiles of Patients

Cancer Site

5% 10% 50%
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he will not be accepted under any circumstances. Finally, if an



239

124

applicant has a history of internal malignancy, he may be accepted
after underwriting review if his physician attests that there has
been no recurrence of, or treatment for, cancer within the past 10
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77. Administrative Procedures Manual, P. 4.
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related even though its initial purpose was diagnostic in nature.
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81. The actual figure is 41%, which is the result of dividing
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the Census' estimate of the 1970 Massachusetts population). Blue
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percent of Union Fidelity's policyholders incorrectly thought their
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policy. Less than 25% of those interviewed knew that there is a
time limit for receiving benefits under their Union Fidelity policies.

In the American Income sample, a substantial number of policy-
holders incorrectly thought that their policy would pay for: nursing
home care (29%); treatment incurred because of cancer therapy (30%);
chemotherapy (45%).

Similar results obtained in the American Family sample. .
Forty-four percent of the American Family sample erroneously thought
their policy would pay for diagnostic x-rays; 37% believed nursing
home care was covered; 43% thought their policy paid for illnesses
caused by cancer treatment.

A large number of respondents at each company, about 50%,
reported they did not know whether a particular cost was or was not
covered by the policy.

84. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of the American Income Life
Insurance Company (Boston: By the Author, 1979), p. 7.

85. "Hour Power" marketing presentation for CAN (873)
policy, p. 1.

86. "Hour Power" marketing presentation for CAN (873) policy,
p. 5. American Income's "GREATEST CLOSE" is presented in conjunction
with the page reproduced opposite:

Let's assume, Brother Smith, for the moment that
you are going to work for a new company tomorrow
and they say to you, "You may have your choice
of one of two jobs that I will suggest. Under
PLAN I, your salary is $256.70 per week.
Under PLAN II, your salary is $250 per week.
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PLAN 1 PLAN 2
Salary $256 • - $250.00., - --..
Father -0- $6,635.00

Mother - - $4,331.00

Child -0- $1,000-$1,000

Each Child at 21 --0- $10,000.00

Retirement- -0- $3,482.00 or Income
Him-Age 65 • .•

Retirement- -0- $2,238.00 or Income
Her-Age 65

Cancer—Each Adult . -0- $50,100.00 Each

.,ancer—Each Child -..• • - $50,100.00 Each
Total Cancer Benefit* - -0- $200,400.00 Total

:XAMPLE IS FOR LIFE INSURANCE AGE 35

:xample is for TEN UNIT policy for family of four, named insured issue age through 59. If named insured is
e 60 or older at issue, premium rates are for one-half of all benefits shown.
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"Under PLAN I (and God forbid), if you should be

taken out of the picture, you would receive ZERO.

Under PLAN II, your family would receive $6,665. ,

Under PLAN I, if the wife should be taken out of

the picture, you would receive ZERO. Under

PLAN II, you would receive $4,331.

"Under PLAN I, there will be no insurance on the
children. Under PLAN II, $2,000 on each

child -- in your case, this means a total of

$4,000 of insurance. Under PLAN 1, when the
children become 21, they will have no insurance.
Under PLAN II, each child has an option for
$10,000 of insurance regardless of his state of
health.

"Under PLAN I, your retirement benefit would be
ZERO. Under PLAN II, you could receive $3,482,
in cash OR a paid-up life insurance policy of
$5,052. For the Mrs., when she is age 65, her
retirement benefit would be ZERO. Under
PLAN II, it would be $2,263, in cash OR paid-up
life insurance of $3,283. Her choice.

"Under PLAN I (and God forbid), if any of your
family got cancer, we would pay you ZERO.
Under PLAN II, there would be $35,640 of
allocated benefits for each of the four of you
OR $142,560 of potential allocated benefits."

Which job would you take? You have Job I.
I'm offering you Job II.

67. Union Fidelity, form number 124941-8.

88. State and Regional Training Manual, Section V, p. 17.

89. Ibid., p. 19.

90. Ibid., p. 20.

iI. THE PERFORMANCE OF CANCER INSURANCE

1. "Profit Clause Keeps Insurance Executive From $1 MillionPay," Wall Street Journal, April 16, 1979, p. ; Jim Montgomery,
"Chief of American Family Beats Back Challenge to Power," Wall Street 
Journal, April 24, 1979, p. 20.
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2. E. Paul Barnhart, "American Family Life Assurance
Company: Cancer Expense Business," pp. 5, 6. (Photocopied.) L-

3. As mentioned in the previous chapter, The American
-Cancer Society estimates that one in four persons will develop
:cancer within his lifetime. Since less than half of cancer insureds
temain covered for any appreciable length of time (see infra, p. 81),the one in four reference was adjusted to one in eight.

4. John B. Amos, quoted in "Cashing in On Fear: The
Selling of Cancer Insurance," Consumer Reports, June, 1978, p. 338.

5. "According to a recent study conducted by the Health
Insurance Association of America, group health insurance reimbursed
84.9% of all covered expenses incurred by claimants in 1977.
Group plans reimbursed. . . 91.1% of the charges for /hospital/
room and board and 89.5% of hospital ancillary charges:: Other
health care expenses were reimbursed at the following rates:
surgery, 83.8%; private duty nursing, 82.7%; anesthetist, 82.6%;
diagnostic x-ray and lab, 81.5%; doctor visits, in hospital, 74.1%;
prescribed drugs, 63.6%; and doctor visits, office and home, 59.4%.
Health Insurance Institute, Source Book of Health Insurance Data 
1977-1978, (Washington, D.C.: By the Author, 1978), p. 36.

6. Form CAN (873) MASS., p. 1.

7. Massachusetts General Laws, chapter 175, section 2B.

8. In response to the market conduct examination report
issued by the Division of Insurance, American Income withdrew policy
form CDK from use in Massachusetts as of March, 1979.

9. Anthony J. Houghton and Ronald M. Wolf, "Development of
the 1974 Medical Expense Tables," Society of Actuaries: Transactions,
XXX, No. ( ), p. .
The standard cancer plan is identical in all respects to Form A-6021
except it has a $50,000 overall policy limit.

10. The policies presented in Table I are quite similar to
the policies of nine other companies that were compared in Jerry S.
Rosenbloom, "Cancer Insurance Study," (1977), pp. 20-23. (Mimeo-
graphed.)

11. National Cancer Institute, Cancer Patient Survival,
Report Number 5 (Washington, D.C.: Government Printing Office,
1976), p. 162.

12. Letter dated December 6, 1978, regarding an American
Family claim; on file at the Division of Insurance.
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13. Dr. Phillip Cole, Professor of Epidemiology, Harvard
•

School of Public Health, interview, May, 1979.

14. Joseph Scotto and Leonard Chiazze, Jr., Third National

Cancer Survey: Hospitalization and Payments to Hospitals, Part A:
Summary (n.p.: U.S. Department of Health Education and Welfare,
1976), p. 115.

15. Letter dated July 7, 1977, regarding an American Income
claim; on file at the Division of Insurance.

16. Letter dated July 24, 1978, regarding a Union Fidelity
claim; on file at the Division of Insurance.

17. The policies of American Family and Washington National
don't mention this consequence of the definitive treatment provision
at all.

18. See infra, pp. 98 - 99, for discussion about the 70%
figure.

19. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Family Life Assurance 
Company of Columbus, Georgia (Boston: By the Author, 1979), pp. 35,
42. The $1,278 figure in the text is the result of dividing
$214,633.84 (total claims paid) by 168 (number of policyholders
receiving claim payments).

20. Calculated from Union Fidelity computer print-out
containing all Massachusetts cancer insurance claims reported during
the period 1/1/77-8/31/78.

21. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of the American Income Life 
Insurance Company (Boston: By the Author, 1979), P. 6-

22. E. Paul Barnhart, "American Family," p. 6.

23. See Table 1 supra, p. 66. The cost of cancer insurance
is rising rapidly, however, as new policies with greater benefits
are introduced in response to medical care inflation. In December,
1978, American Family began filing with state regulatory authorities
its new "X" cancer plan. Premiums on the X Plan range from $78 for
individual coverage (with premiums on payroll deduction) to $144 for
family coverage (with direct billing to the insured). ,(See American
Family Corporation, Form 10-K for Fiscal Year Ended December 31,
1978, filed with the Securities and Exchange Commission, p. 7.)
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24. The loss ratio presented in the text is called a cash
or paid loss ratio. The incurred loss ratio is more precise -and it
relates incurred claims to earned premiums.

25. Commonwealth of Massachusetts, Division of Insurance,
'Market Conduct Examination Report of Union Fidelity Life Insurance
-Company (Boston: By the Author, 1979) p. . The figure in the
"text was computed from the table after the non-cancer policies were
excluded.

26. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Income, p. 2. This is
a paid loss ratio; however, it would appear that the paid loss
ratio would approximate the incurred loss ratio over such a period."

27. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Family, p. 42. The
figures in the text were computed from the table after the non-cancer
policies (HIC-4) were excluded.

28. William O'Dell, California Insurance Department hearing
transcript on File No. RE-204 relating to individual disability
policies providing benefits for cancer only or dread diseases
including cancer, September 27, 1978, p. 29.

29. Ibid., hearing exhibit number 6, pp. 21-23. The
percentages for the fourth and fifth years are estimates based on
the experience of policies issued before 1975.

30. Ibid., p. 29. The percentage for the fifth year is an
estimate based on the experience of policies issued before 1975.

31. The anticipated loss ratio is really a weighted average
that takes account of the time value of money. It is calculated by
dividing the present value of expected future benefits by the present
value of expected future premiums.

32. E. Paul Barnhart, "American Family," p. 2. The 56.09%
estimate is based on the use of a 5% discount rate. Mr. Barnhart
also computed a 64.74% estimate using a 0% discount rate. Mr.
Barnhart presented the 56.09% estimate first, presumably because
he felt it was more accurate given the significance of investment
income to cancer insurance.

34. American Family Corporation, The American Family 5tory 
(Columbus, Georgia: By the Author, 1978), p. 25.



246

131

35. Although American's Family's policies are guaranteed

renewable (i.e. the policy may be renewed for the lifetime of the

insured at his option), the company retains the right to change the

premium rate for all policies of the same form number. Moreover,

in the words of the policy, "the Company has the right to make- such

C!hanges by class without specific approval of any state authority."

15Olicies of the other companies are similar.

36. Agency contract, form number AG-1140 SGA, p. 3. The

30% figure is in essence an average of the other two figures and is

calculated in a manner similar to that presented for the anticipated

loss ratio.

37. The Third National Cancer Survey (TNCS), conducted by

the National Cancer Institute during 1969-1971, found that the

average cancer patient incurred $2,529 in hospital costs over the

first two years of cancer. (See Joseph Scotto and Leonard Chiazze,

Jr., Third National Cancer Survey, p. 9.) In today's dollars, this

represents an expenditure of about $4,500. (The Medical Care

Consumer Price Index has increased about 80% between 1970 and 1978.

See U.S. Bureau of the Census, Statistical Abstract of the United 

States: 1978 (99th ed,; Washington, D.C.: Government Printing

Office, 1978) p. 491.) Based on available evidence regarding the

pattern of cancer expenditures over time, this two-year figure, if

rounded up to $5,000, can probably be viewed as closely approximating

the lifetime cost figure. (The cost for the first three years of

treatment approximates the lifetime cost of treatment. Also, in a

sample of 45 patients, hospital costs fell off rapidly after the

first year of treatment. See G. F. Vanderschmidt, J. Maloney,

0. Wilson, The Measurement of the Cost of Cancer Care: Addendum to 

the Data Collection and Analysis Plan (Cambridge, Mass: Ant Asso-

ciates, Inc., 1978), Pp. 44, 45.)

Turning to non-hospital costs, the TNCS data also showed

that the average cancer patient spent $1,571 in doctor and outpatient
costs, or $2,827 in today's dollars. (See Jerry Cromwell, et al.,

The Measurement of the Cost of Cancer Care: Literature Review and 
Recommendations for Further Work (Cambridge, Mass: Ant Associates,

Inc., 1976), pp. 55, 57.) However, unlike the TNCS hospital figure
that reflects expenses over a two year period, this figure reflects

expenses over widely differing periods of time. While most of the

cancer patient interviews making up this average measured costs
that were incurred from 6 to 18 months after the onset of cancer,
some interviews measured costs for periods shorter than 6 months
and other measured costs for periods up to 42 months. (See Ibid.,
p. 73.) Because of this variability, we will assume the actual life-
time doctor and outpatient cost figure is nearly twice as hig11, or $5000.
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Combining it with the $5,000 hospitalization figure produces an
average llfetime cost of cancer of $10,000. This cost figure does
not include cases of non-melonoma skin cancer, a common but highly
curable -- and hence less expensive -- form of cancer.

38. The actual figure is 38%, which is the result of
dividing 1.9 million (Massachusetts Blue Cross-Blue Shield's
.estimate of the number of people insured by this polic:') by 5.05
million (the U.S. Bureau of the Census' 1970 estimate of the under
65 Massachusetts population).

39. The actual figure is 55%, which is the result of
dividing 350,000 (Massachusetts Blue Cross-Blue Shield's estimate
of the number of people insured under its Medex 1, Medex 2, Medex 3,
and Medex Lo Option policies) by 636,000 (the U.S. Bureau of the
Census' 1970 estimate of the 65 and over Massachusetts population).
The Medex 3 policy is held by 290,000 persons. in combination with
Medicare -Parts A and B, it pays for 100% of the hospital charges for
room and board and other services for 365 days. One hundred percent
of the physician's fee for surgery is covered. Also covered in full
are hospital outpatient charges for diagnosis, radiation therapy
and up to 100 days of additional treatment following an inpatient
admission of at least three days. Certain non-hospital outpatient
charges are covered in full, including radiation therapy, diagnostic
x-ray and laboratory services, and up to 100 days of doctors'
treatment following a hospital inpatient admission of at least three
days. In addition, skilled nursing facility charges for room and
board and other services are covered in full for 100 days. Finally,
80% of the charges for prescription drugs used outside the hospital
are paid for after a $25 deductible per calendar guarter.

40. John B. Amos, quoted in "Cashing in On Fear," p. 338.

40a. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Family, p. 35.

41. Joseph Scott and Leonard Chiazze, Jr., Third National
Cancer Survey, p. 44. The 1970 numbers were increased by 80% to
reflect that percentage change in the Medical Care Consumer Price
Index between 1970 and 1978. (See U.S. Bureau of the Census,
Statistical Abstract of the United States, p. 491.)

42. The typical policy also pays 100% of the hospital's
charoes for radiation therapy, up to a limit of $1,000. However,
the exclusion of this benefit does not affect the results. Since
radiation therapy is used in only 9% of hospital admissions and most
of the cost of admissions is for room and board, including radiation
therapy could not increase the payment percentages by even one percent.
(See Joseph Scotto and Leonard Chiazze, Jr., Third National Cancer 
Survey, p. 115.)
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43. Ibid.

44. Ibid., pp. 37, 44.

45. Commonwealth of Massachusetts, Division of Insurance,

Market Conduct Examination Report of American Family, P. 35.

46. Joseph Scotto and Leonard Chiazze, Jr., Third National 

Cancer Survey, p. 115.

47. Computed from American Cancer Society, Cancer Facts & 

Figures (1979), (New York: By the Author, 1978), p. 10.

48. The cost figures were developed from Massachusetts Blue
Shield 1977 data for surgeons' charges billed to Blue Shield. For
procedures that had several forms of surgery, a weighted average was
used. For example, mastectomy involved 11 procedures. For each,
the number of procedures was multiplied by the fiftieth percentage
cost; the resulting charges were summed and divided by the total
number of procedures.

The payments expected from the typical policy correspond
to the amounts that would be paid under each of the five policies
providing surgical benefits.

49. Computed from Massachusetts Blue Shield 1975 data for
the forty inpatient surgical procedures that were most costly in
terms of aggregate payments made for all patients.

50. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Family, p. 35.

51. Jerry Cromwell, et al., The Measurement of the Cost 
of Cancer, pp. 55, 57. The 1970 numbers were increased by 80% to
reflect that percentage change in the Medical Care Consumer Price
Index between 1970 and 1978. (See U.S. Bureau of the Census,
Statistical Abstract of the United States, p. 491.) The percentages
in the second column were derived by dividing column five by column
three.

52. It was assumed that surgery accounted for half the
costs in the first category in Table 5.

53. Jerry Cromwell, et. al., The Measurement of the Cost 
of Cancer, p. 73.

54. National Cancer Institute, Cancer Patient Survival,
pp. 152, 282.
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55. Clair A. Snyder, Chairman of the Board of the
Pennsylvania Division, American Cancer Society, "Testimony on
Cancer Insurance," presented at the Pennsylvania Insurance Depart-
ment's hearing on proposed regulations for individual accident and
sickness insurance minimum standards, September 30, 1977, P. S.

56. Commonwealth of Massachusetts, Division of Insurance,
Market Conduct Examination Report of American Family, p. 35.

57. As discussed previously, 40% of the $2,000 estimate
for total outpatient costs are not compensated at all by the cancer
policy. If we assume that the remaining 60% of costs are all
associated with chemotherapy and radiation therapy, then American
Family's overall rate of compensation may be estimated at 40%
(i.e., 0% times 40% plus 68% times 60%). Since some unknown amount
of the 60% of costs are incurred for services other than chemotherapy
or radiation therapy (and thus not compensated at all by the cancer
policy), the rate of compensation is actually below 40%.

59. Dorothy P. Rice and Thomas A. Hodgson, "Social and
Economic Implications of Cancer in the United States," a paper
prepared for presentation to the Expert Committee on Cancer
Statistics of the World Health Organization and International
Agency for Research on Cancer at Madrid, Spain, June 20 to 26, 1978,
p. 10. (Photocopied.)

60. American Family Corporation, Form 10-K, p. 20.

61. Beneficial Standard Life Insurance Company, policy
form number 1-255-2.

62. Lincoln National Life Insurance Company, policy form
number GR-108-2-77.

63. E.g., Lumbermans Mutual Casualty Co., policy form
number IA5710; Mutual of Omaha, policy form number 45CM/CMF.

III. THE REGULATION OF CANCER INSURANCE

1. 211 CMR 40.05, 211 CMR 41.05 (marketing); M.G.L. c. 175,
sec. 108(8)(A) (policy).

2. Idaho, Illinois, Massachusetts, Pennsylvania, Rhode Island,
Washington, West Virginia. The following states may also be regulating
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dread diseases specifically: Arkansas, California, Florida, Georgia,
Kansas, Texas, Wisconsin. (See NIARS Corp., Official N.A.I.C. Model 
Laws, Regulations and Guidelines (2 vols.; Minneapolis: By the Author,
1979), vol. 1, pp. 120-24 - 120-25.)

3. The NAIC Model regulation defines "Specific Disease
Coverage" as a policy which meets one of the following two definitions:

(1) A policy which provides coverage for each
person insured under the policy for a
specifically named disease (or diseases)
with a deductible amount not in excess of
/$250.00/ and an overall aggregate benefit
limit of no less than L$5,000.00/ and a
benefit period of not less than /two (2)
years/ for at least the following incurred
expenses: hospital room and board and any
other hospital furnished medical services
or supplies; treatment by a legally quali-
fied physician or surgeon; private duty
services of a registered nurse (R.N.);
x-ray, radium and other therapy procedures
used in diagnosis and treatment; profes-
sional ambulance for local service to or
from a local hospital; blood transfusions,
including expense incurred for blood
donors; drugs and medicines prescribed by
a physician; the rental of an iron lung or
similar mechanical apparatus; braces,
crutches and wheel chairs as are deemed
necessary by the attending physician for
the treatment of the disease; emergency
transportation if in the opinion of the
attending physician it is necessary to
transport the insured to another locality
for treatment of the disease; and may in-
clude coverage of any other expenses
necessarily incurred in the treatment of
the disease.

(2) A policy which provides coverage for each
person insured under the policy for a
specifically named disease (or diseases)
with no deductible amount, and an overall
aggregate benefit limit of not less than
$25,000 payable at the rate of not less
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than $50 a day while confined in a

hospital and a benefit period of

not less than 500 days.

Ibid., p. 120-12.

4. West Virginia -- Administrative Regulation, Chapter 33-2E,

series XIII; Pennsylvania -- 31 Pa. Code 88.169.

5. New York -- 11 NYCRR 52.16(a); New Hampshire -- Insurance

Department Regulation No. 19, sec. 111(G) (1).

6. 692 C.G.S. 38-378.

7. John Sansone, principal examiner for the Connecticut

Insurance Department,quoted in "Cashing in on Fear: The Selling of

Cancer Insurance," Consumer Reports, June, 1978, p. 337.

8. Letter dated October 18, 1978, from Jerome Harleston,

research attorney with the Office of Legislative Research of the

Connecticut General Assembly.

9. New Jersey Insurance Department life and health circular

letter no. 76-3, dated May 4, 1976.

10. Ibid.

11. "Cashing in on Fear," Consumer Reports, p. 337.

12. Ibid.

64-278 0 - 80 - 17
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COMMISSIONER OF INSURANCE

V6277&171 0 4 aid leAKitilaGriettiii
giotiion ii.z3u4<ance

ask.- ott!et

February 5, 1979

NAIC Market Conduct Examination
and Reporting Committee

Honorable Richard L. Block
Director of Insurance
State Office Building Honorable Stephen F. Clifford
Juneau, AL 99881 Commissioner of Insurance

100 Cambridge St.
Honorable Johnnie L. Caldwell Boston, MA 02202
Commissioner of Insurance
238 State Capitol
Atlanta, GA 30334

Dear Commissioners:

The Commonwealth of Massachusetts Division of Insurance
has conducted a limited Market Conduct Examination
of the American Family Life Assurance Company of
Columbus, Georgia. The examination concentrated on
the company's cancer care and hospitalization indemnity
policies.

American Family Life Assurance Company is a life,
accident and health insurance company which solicits
insurance through an agency force. The company's
admitted assets and premium income at, and for the
year ended December 31, 1977, are approximately $159
million and $203 million respectively. The premium
income in Massachusetts for the year ended December 31,
1977 is approximately $375 thousand.

The examination team was composed cf representives from
Price Waterhouse & Co. who addressed those areas
which required accounting expertise, William T. Baldwin
Esquire, who addressed those areas which required legal
expertise and R. L. Associates Inc., who performed
market research activities.

The violations pointed out in this report must be
corrected and the recommendations implemented. The
company will submit to the Division of Insurance
within sixty days of publication date of this examination
report, a report stating how these violations have
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been corrected and recommendations implemented. New
cancer expense policy and application forms and related
promotional material must also be submitted within
sixty days. The Legal Section of the Division
of Insurance will consider the institution of disciplinary
proceedings where appropriate.

Very truly yours,

Ala J. Wrig t
Director of Field Audit

AJW:clu
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MARKET CONDUCT EXAMINATION REPORT OF 

AMERICAN FAMILY LIFE ASSURANCE COMPANY 

OF COLUMBUS, GEORGIA 

TABLE OF CONTENTS

I. Price Waterhouse & Co. Report

II. Marullo, Baldwin, Frieden, Gatewood & Lindner
Report

III. RI Associates Study
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Mr. James M. Stone, Commissioner
Division of Insurance
The Commonwealth of Massachusetts
100 Cambridge Street
Boston, Massachusetts 02202

Dear Commissioner Stone:

ONE FEDERAL STREET

BOSTON.MASSACHUSETTS 0 2110

817-423-7330

December 7, 1978

In connection with the Division of Insurance's Market Conduct

Examination.of the American Family Life Assurance Company of

Columbus, Georgia (the "Company"), we have completed the special

work as set forth in our October 24, 1978 letter of mutual under-

standing which was agreed to on your behalf by Mr. Alan J. Wright,

Acting Deputy Commissioner. Our responsibilities and the inherent

limitations involved in our performance of the engagement are

established in that letter. The procedures which we performed dur-

ing the course of our work were adapted to meet the objectives of

the Special Market Conduct Program.

We have no assurance that the work agreed upon is sufficient for

the Division of Insurance's purposes and our work did not include

many procedures, such as a review of internal accounting controls,

which are essential for an examination of financial statements in

accordance with generally accepted auditing standards. Accordingly,

we do not express an opinion on the results of our work or give

"negative assurance" with respect thereto.

For your convenience, we have summarized our comments on the

more significant matters included in the accompanying report.

Recommendations, where appropriate, are included in the text of

our report.
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A - Policy Forms and Marketing  Brochures

1. The Company defines Massachusetts policies as those
policies produced (sold) within Massachusetts by
an agent licensed to do business in Massachusetts.
Approximately 7.7% (1,010) of the policies held by
Massachusetts residents consisted of several policy
types that have not been approved by the Division of
Insurance for use in the Commonwealth.

2. The Company has not complied with a Massachusetts
Regulation which requires insurance companies to
maintain signed acknowledgments that each insured
was provided with the appropriate disclosure notice
at the time the policy is applied for. There is no
evidence that the Company's agents have delivered
the required disclosure forms to applicants.

B - Agency Relations, Training and Terminations

1. Associates (agents) work under formal contracts
•with the Company which provide for commissions
and other sales incentives only (non-salaried);
they are not required to work full time for the
Company. Recruiting is primarily the responsibility
of the state and district managers, who are also
commission-compensated associates. The Company
and the state manager have no character investi-
gation reports on file for thirty-three of the
fifty-nine active Massachusetts agents as of
June 30, 1978 and personal history information
could not be located for four of the active agents.

2. Six Massachusetts policies were written by three
unlicensed (at the time of policy issue) agents in
1977; the Company instituted new procedures in 1978
to prevent this problem from recurring.

3. All marketing materials (primarily letters used
within franchise groups) used in Massachusetts are
not being submitted to the Company's home office
for review, approval and control as required by
Massachusetts regulations.
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C - Policy Applications 

1. The results of our statistical sample of policy
applications indicated that Company procedures for
issuing the policy types which were applied for by
Massachusetts insureds during the period tested
were at the proper application premium rates and
payment modes.

D - Complaints and Policyholders  Services 

1. The Company does not maintain records as to the type
of inquiries and complaints received from policy-
holders for summarization and review by upper manage-
ment. Inquiries and other policyholder requests
required an average of 16 days for resolution.

2. Complaints from thirteen policyholders involving
twenty separate claim matters resulted in additional
payments by the Company to the insured in six instances.

E Claims 

1. The rate of incurred claims to earned premiums for
Massachusetts policies for the period January 1,
1977 through June 30, 1978 was approximately 427.

2. The Company's reports„ from which_cummlative
Fene-fit-to-charges ratios are compiled, were found
to be unreliable. Our Massachusetts claims -simple
reflected an accumulated ratio of 23.47 of bene-
fits paid to charges incurred and submitted to the
Company by the insureds; additional charges may have
been incurred by the insureds but not submitted to
the Company, in which case the ratio would be lower.

3. Our testing indicates that Company procedures were
unacceptable (i) to assure payment of benefits in
accordance with the terms of the policy and (ii) to
assure that letters sent to insureds, are complete
as to what additional benefits are available.

4. It takes the Company an average (based on
Massachusetts sampled claims) of 6.4 days to
pay a claim once all necessary claims documents
have been received.
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We are pleased to report that the Company imposed no restric-
tions on the method or extent of our work and we were given access
to all records and other supporting data which we requested. Full
cooperation was received from the officers and employees of the
Company with whom we dealt.

This report is solely for the information of the Division of
Insurance and should not be used for any other purpose without our
permission. The report should not be associated with the financial
statements of American Family Life Assurance Company of Columbus.

Yours very truly,

,
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A. - POLICY FORMS AND MARKETING BROCHURES

1. Listing and review

The policy types and corresponding marketing brochures used

by the Company in Massachusetts, relative to 'dread disease' and

other limited supplemental (intensive care) coverages, are identified

in Exhibit A-I to this section. Copies of each of the forms and

brochures were provided to the engagement attorney for subjective

analyses of wording, understandibility and compliance with Massa-

chusetts regulations. The Company's primary product is cancer

insurance which is sold in 47 states and several foreign countries

(particularly Japan). The following reflects cancer policies in

force in Massachusetts as compared to cancer policies in force

nationwide over the past several years:

Year Nationwide Massachusetts

1974 1,510,018 3,387
1975 1,797,646 6,631
1976 2,107,655 8,025
1977 2,411,490 8,421

July 31, 1978 2,621,259 9,053

Massachusetts policyholders constitute a comparatively small

portion of the Company's volume, but the Commonwealth is considered

by the Company's State Sales Manager to have the potential to yield

outstanding sales growth for the next several years. The intensive

care policies marketed by the Company in Massachusetts have been

immaterial as compared to its cancer business, but have been in-

creasing in recent years. A few hospitalization and whole life

insurance policies have been marketed in Massachusetts which are

not listed in Exhibit A-I as those types of coverage were not

within the scope of our work.

2. Inclusiveness of listing,

Our tests to determine that all policy forms and marketing

brochures used in Massachusetts were provided to us included sub-

stantial reference to claims and policyholder (by writing agent)
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detail listings to observe policy type codes. Reference to detail

listings, particularly a special policyholder listing prepared for

us of all policyholders with Massachusetts ZIP codes, revealed

that 1,010, or 7.77, of all policies held by Massachusetts resi-

dents during the period January 1, 1977 through June 30, 1978

consisted of several policy types which have not been approved for

use in the Commonwealth.

We recognize that insureds who purchase policies elsewhere move

to Massachusetts and some insureds purchase coverage through out-

of-state employers by payroll deductions; however, a considerable

question as to definition of a 'Massachusetts policyholder' may

exist in other instances. Company officials define Massachusetts

policies as "only those policies produced (sold) within Massachusetts

by an agent licensed to do business in Massachusetts."

We selected several policies from the non-approved types

appearing most frequently on the detail ZIP code listing and

obtained the policy applications and agent transmittal forms. The

results of our review are summarized as follows:

(a) 276 type BD policies (certificates) and 102 type
14 policies (certificates) were sold to alumni
of Brandeis University through the Brandeis
University National Women's Committee under group
insurance policy GP-465 H. The Company provided
to us a copy of the letter (on Brandeis University
National Women's Committee Stationery - printed
by American Family Life Assurance Company) dated
December 1974 from the Women's Committee to its
members endorsing the coverage and a copy of the
application for group coverage (undated) filed
by Mrs. Solomon Stern, Brandeis University
National Women's Committee whose main office
address is Waltham, Massachusetts. A Company
official stated that the Brandeis policy
is not a Massachusetts policy because it is sold
by a Texas agent. Examination of several applica-
tions and agent transmittals indicates business
is produced in Massachusetts. The Texas agent
is also licensed as a non-resident Massachusetts
agent. The Company provided a letter dated
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August 26, 1971 from the Division of Insurance
stating that policy form CMP-2 was placed on file
inasmuch as there is no authority under the pro-
visions of Section 110 of Chapter 175 of the
General Laws of the Commonwealth for approval
of said form.

(b) Massachusetts was not assigned as the state of
issue for 8 policies sold from the Company's
home office in Columbus, Georgia to Massa-
chusetts residents. Other policy applica-
tions reviewed appeared to properly reflect
state of issue other than Massachusetts.

c 199 type X3 policies were marketed, apparently
by mail, to members of the Post Office Associa-
tion. Transmittals indicate policies are sold
in Washington, D.C.

3. Approval 

For each policy form listed in Exhibit I, the Company pro-
vided to us copies of letters of approval from the Division of
Insurance or of letters of transmittal from the Company to the
Division of Insurance, with 'Deemed Approved' having been written
thereon by a Company official under the "no response within 60
days" regulations.

4. Ten day return 

No records are maintained of the number of insureds returning
their policies under the "10 day free look" provision. Discussion
with the Operations Officer indicates the number of policies re-
turned under the provision is minimal. However, there is another
category of 'immediate lapse' which constitutes approximately 37. to
47. of all policies issued by the Comvany. These lapses result when

participants in a payroll group advise their payroll clerk, prior to
the initial remittance, that they do not want the payroll deductions
to begin. The Company is not notified of this change in advance
and does not receive premiums on. the policy. The lapse date in
these circumstances is the same as the issue date.
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5. Policy and brochure development 

The Company's policy is to maintain a complete file of bro-

chures and other marketing materials used in each state (see

Agency section for discussion and exceptions). The brochures,

which also serve as the policy application, are distributed by the

Company's agents. The Company's Compliance Officer explained that

there are no marketing studies, surveys or memoranda which led to

development of the policies or brochures available because the

Company originated cancer insurance several years ago and significant

changes in policy types have not occurred for many years. Brochure
representations as to statistics come almost entirely from Cancer 

Facts & Figures, an annual publication of the American Cancer

Society, Inc. The Company provided to us a letter from the American

Cancer Society, Inc. stating permission to use information from

the 1975 Cancer Facts & Figures.

We compared the statistical information in the marketing

brochures to the Cancer Facts & Figures noting some minor exceptions

which are presented in Exhibit A-II.

6. Disclosure forms 

Section 14 of Massachusetts Regulation 2-74 requires that

insurance companies maintain signed acknowledgements from each

policyholder that the insured was provided with the proper dis-

closure notice at the time the policy was applied for. The Com-

pany has failed to maintain evidence on file that the agent delivered

the required disclosure forms for substantially all business written

in Massachusetts.

The Operations Officer stated that his review indicated

that a breakdown in procedures occurred because of internal failure
to notify the Company's new business section that the signed ac-

knowledgements would be required to process Massachusetts applica-
tions. Consequently, only a small percentage of applications
accepted since 1974 have had the applicants' signed acknowledgements
that the proper disclosure statement was provided.
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Brochure
Number 

A8195

A6437

A7011
A7302
A7303
A7304

A6437

A6437

A6195
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EXHIBIT A-II 

AMERICAN FAMILY LIFE ASSURANCE COMPANY OF COLUMBUS

POTENTIAL MISSTATEMENT OF THE AMERICAN
CANCER SOCIETY'S urcER STATISTICS IN
TH1 COMPANY'S MARKEIINC BROCHURES

Statement in
Company Brochure 

88,000 women will de-
velop breast cancer this
year... Source: '76
Cancer Facts and
Figures - American
Cancer Society.
326,000 men will de
velop cancer this
year... Source: '74
Cancer Facts and
Figures - American
Cancer Society.
326,000 women will
die this year from
breast cancer...
Source: '74 Cancer
Facts and Figures
- American Cancer
Society.

89,700 women will de-
velop breast cancer
this year.

Lung cancer in men has
increased 15007 since
1930.

Cancer is the leading
killing disease of
children ages 4-14.

Statement in Cancer
Facts and Figures

The 1974 and the 1976 Cancer
Facts and Figures state on
pages 9 and 11, respectively,
that the estimated number of
cases are estimates and "are
offered as a rough guide and
should not be regarded as
definitive."

The 1974 Cancer Facts and
Figures, page 10, shows
estimated new cases of
breast cancer for both men
and women at 89,700. For
women alone, the estimate
was 89,000.

The 1974 Cancer Facts and
Figures pages 5 & 18 indi-
cates the rate of incidence
for men's lung cancer to be
14 times greater than 40
years earlier (not 1500%).

The 1976 Cancer Facts and
Figures, page 6, states
"cancer is responsible for
more deaths in the 3 to 14
year old group..."
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Mr. James M. Stone, Commissioner
Division of Insurance
The Commonwealth of Massachusetts
100 Cambridge St.
Boston, MA 02202

Dear Commissioner Stone:

ATTORNEYS AT LAW

SECOND ',Dort

141 TREmONT 13Tprtrr

lasrror4.144ag. 02111

1617 482-6363

December 19, 1978

In connection with the Division of Insurance's Market

Conduct Examination of the American Family Life Assurance Company

of Columbus, Georgia (the "Company"), I have completed those por-

tions of the Special Market Conduct Examination Program that were

designated as being the attorney's responsibility or the responsi-

bility of both the attorneys and the auditors. The procedures

followed were adapted to meet the objectives of the Program.

The primary emphasis of this report is placed upon the manner in

which the Company's policies and practices can be changed to ensure

protection for the consumer, guided by the principles and provisions

of Massachusetts laws and regulations regarding unfair and deceptive

trade practice:- (Chapter 93A), and the Massachusetts insurance laws

(Chaptcrs 175 and 176D).

For your convenience I have summarized my comments on the

more significant portions of the report.
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A Policy Forms and Marketing Brochures 

1. The brochures used in selling cancer insurance a.pear to
be anad-el-gu  *- ,The incidence

17aii -TO-i-t of cancer, rather than_the_hanefil.5  or coverages,
are used as the prima The The description of
-beffefin-paymble-Tgils to provide sufficient relevant
information about the policy. The brochures also fail to
disclose some of the limitations in the policy and the
likelihood that coordination of benefits by other policies
will apply.

2. The two policy forms which are analyzed in detail are the
"CancerCare" and the Cancer Hospitalization Indemnity Policies.
Both policies are in apparent violation of statutes and
regulations by virtue of their format and definitions or
lack thereof when such definitions are required to be stated
or are prescribed by regulation. Further, these policies
provide for increases in premium in an apparent violation
of the regulations which prohibit such increases for speci-
fied disease policies. These policies should be reviewed
and recommendations for changes made.

3. A group policy of insurance has been sold to an organization
in such a wanner that it does not qualify as a group policy
under the definition provided by Massachusetts law. These
issuances are therefore of individual policies of insurance,
which have not been reviewed by the Massachusetts Divisio
Insurance. Certificates of insurance under this policy are
marketed nationally, based upon the premise that they are
issued pursuant to a Massachusetts group plan.

4. Individual policies of insurance have been sold by direct
mail to Massachusetts Postal Workers. This is not a group
policy, nor has the policy form been submitted to Massachusetts
for approval. The selling agency is not licensed to do
business in Massachusetts.

4.,..,,5,:- The extended benefits provision contained in the policies,
which   provides increased benefits fr more than 90 consecutive
days of hospital_coufinement is  illusory, as astuaT-Fe7171175----
-ihow fhit—farly, if ever, do nersLas hosalt,ILid 1'7-Cf:-cancer
:sepenti-mcLe_tff-an  30_days_in_the_haZP, while the 4Yf.Iage

I

1I9 days., The consumer is not   no way of
--- tribr-43.ng how unIikel he is to collect under this .rovision.

6. The policies are subject to coordination of benefits by major
medical group insurance. A large proportion of policyholders
have major medical group coverage for which this would be the
case.
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7.fT_ he policy is a high markup, low value item. Commissions
range from over 50% to a low of 13% of first year premiums,
and the loss ratios are less than 50% overall. ..It?___LC22m2Ily
policy has been to increase premiums when loss ratps
exceed -5u4,.. 

B - Agent's Licensing and Training

1. T e Company's sal.e...s_l_raiZirIg-FrogremAggeara_to be deceptive
and utilizes high pressure, lpw_information.techniques.
Training conducted TOY-Pdjases of the State licensing
exaffiiibriaTpears to be WbeTUIly-tnaleqlrate. All training
6i-The-11-tensing- exam."and most of the sales training is
conducted by commissioned salesmen in the field. No records
of attendance or performance are kept by them. The sales

,t .echniquetaughtissubject to many of the same shortcomings
.-.-.3s-ttchures. It overemps the inci-if

.0._e-n-c-e-and-cos-t-Of-can-&-e-r, while not_providing sufficient
relevant infoiffitifion ri-g-a-Hing benefits.

2. Past practices of the Agent's Licensing Department appear to
have been inadequate. Recently instituted procedures of
that department show an improvement in the manner in which
applications are examined, and qualifications and references
are checked out. These newly instituted procedures should
be followed and applied to all phases of record keeping and
follow-up in that department.

C Sales Practices 

1. Sales are conducted primarily by agent selling, either to
cluster groups or individual purchasers at home. Leads are
obtained by approaching employers and organizations, or by
scanning voter lists for the elderly. The use of peer pressure
and the ex ress or implied endors-m-nt-61—e-EITI-57e-rei----
ations or riends is a s an.ard part. _of the salts technique.

The Com.any does not regulate sales practices. Agents have
created sa . ctices on their own, wtthout
company supervision, although the Company was aw-gfe-Ihat the
agent were doing so. Some of the materials used by agents
to represent claim payments made in the past and to explain
away the coordination of benefits problem constitute mis-
statements of the policy benefits and drawbacks.

Complaints, Policyholders Services 

1. The Company's system of Complaint handling does not utilize
sufficient record keeping procedures to allow for company
analysis of problem areas or to comply with the record
keeping requirements of Massachusetts laws.

61 278 0 - 80 - 18
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E - Claims 

1. Errors of omission are found to be at an unacceptable level
in the claims handling department. While the turnaround

time for claims handling appears satisfactory, more super-
vision and possibly automation of the clairs handling pro-

edures are necessary to ensure complaince with ch. 176D.

Very truly yours,

William T. Baldwin
Marullo, Baldwin, Frieden,

Gatewood & Lindner
141 Tremont St.
Boston, MA 02111
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A. - POLICY FORMS AND MARKETING BROCHURES 

1. RESULTS OF EXAMINATION OF POLICY SALES BROCHURES

The policy sales brochures examined are used in selling

two types of cancer policies, the A-6021, Cancer Policy with

a schedule of benefits and the A-8011, Cancer Hospitalization

Indemnity Insurance. The following brochure numbers were examined

by application of the Marketing Materials Examination Checklist

portion of the Market Conduct Examination Program:

BROCHURE NO.

A-8195

POLICY TYPE OTHER POLICIES MARKETED
IN THE SAME BROCHURE 

Hospitalization
Indemnity Plan,
A-8011

NONE

A-6437 CancerCare, A-6021 NONE

A-7302]
7303]
7304]

CancerCare, A-6021 [Hospital
[Intensive Care
[Plan A-4696

.A-7011 "CARE PROGRAM" Hospital Intensive
CancerCare A-6021 Care A-4696 and

Life Care
A-5191

Sales brochures play a very important role in the Company's

sales program. Virtually all of the Company's sales are made

through agent selling, both door to door and by cluster selling

to employment related or other groups. The agent's primary selling

tool, other than his sales pitch, is the brochure. The agent may

stamp the brochure3with his or her name, address, and phone number,

and leave them with purchasers.

A common theue which exists throughout all of the brochures
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examined is the use of a "Cancer Will Strike" sheet. This "strike
sheet" uses silhouetted figures to show women, children, families and
people in general to illustrate cancer statistics. Beneath each
silhouette or group of silhouettes is a statement of cancer statistics,
citing the American Cancer Society's report, Cancer Facts and
Figures. All of the cancer brochures now in use in Massachusetts
make use of the "Cancer Will Strike" sheet.

The next common theme is some form of presentation regarding
the debilitating costs of cancer treatment. Fear of the cost of can-
cer may be the single most significant factor in influencing indivi-
duals to purchase this insurance. In evaluating the specific harm
that arises from an appeal to the emotions, it must be remembered
that such appeals do not lead the consumer to make a decision upon
a rational basis. It is a more reasonable position to state that the
monetary cost of cancer is to be guarded against, but the statements
regarding the cost of cancer are not very specific, ranging from
"Cancer is Getting More Costly" (Brochure A-7302), to a discussion )
of the "economic considerations of cancer treatment" (Brochure
A-8195). The only statistics cited in brochure A-7302 are for the
overall cost of cancer treatment nationwide, 1962 to 1972. Similarly,
the "Economic Considerations" approach contains considerations that
apply equally as well to any type of disease. The considerations
cited are indirect expenses, travel to another city for treatment,
and disability of a wage earner. The most important consideration
for the customer buying insurance is that he make a rational deci-
sion based upon the facts. The economic argument set forth in the
brochures, which bears no more relationship to cancer than to any
other type of illness or injury, is not relevant.

The primary emphasis in the Company's policy brochures is on the
above-described elements of cancer incidence and health care costs.
In each brochure there is also a section describing the contents of
the policy; the basic benefits, extended benefits and the limitations
and exclusions contained in the policy. The schedule of basic
benefits in the brochures states that the surgical benefits are
"The fee charged to amount shown in schedule and policy. Hospitali-
zation not required. Limit $50-$500. No limit on the amount of
operations." (Brochure A-7303) This would indicate to most readers
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1-7-€1 

at the policy pays for the cost of surgery up to $500, which it

does not. In order to determine what the policy will pay on any

specific procedure performed, one has to refer to the policy's

"Schedule of Operations," which appears in the policy itself,

A closer analysis of that schedule reveals that $500 will be paid

or only 4 of the 34 operations described. This schedule is not

long and it could be easily included as part of the brochure

without eliminating any other useful information. In order that

the consumer may make an informed evaluation of the policy, it

should be stated what costs are likely to be incurred that are not

covered by the policy. Otherwise, a buyer might feel that the

schedule of benefits is comprehensive. Blue Cross-Blue Shield

of Massachusetts uses this approach in the brochures describing

their MEDEX policies. Bar graphs indicate the expenses which are

covered by the MEDEX Medicare supplement policy, and those reraining

to be paid by the individual.

Another informative approach would be for the policy brochure

to explain what percentage of total medical costs the Company's

1111 

policy will pay on the average. The random sample of claims

selected by the auditors reveals that the Company did in fact

ipay an average of 23.47 of charges.

The Company's advertising material fails to mention that the

policy benefits may be subject to coordination by other policies

of insurance. Brochure form A-6437 contains a section dealing with

coordination of benefits which states:

OTHER INSURANCE

This policy is intended to supplement
your existing health insurance program to
better provide for the unusual expenses
of Cancer, therefore, the policy contains
no provisions reducing benefits because of
Medicare or any group or individual insurance
you may carry. However, only one policy
on this plan will be issued to any individual.

Under Massachusetts General Laws ch. 93A, 52 and the Attorney

General's Regulations, it is incumbent upon one who is selling a

product or service to disclose all relevant information to the con-
sumer which he would need to make a rational, informed decision.
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The regulations promulgated under ch. 93A have held that the seller
cannot protect himself from charges of unfair or deceptive practices
by merely remaining silent. Instead, the failure to disclose facts
which, if known to the buyer, would have influenced him not to
buy constitutes an unfair and deceptive trade practice and therefore
is a violation of that statute.1 The Company fails to make such
disclosure on any of its policy brochures. Brochure A-6437 broaches
the subject of coordination. In the section quoted above, the bro-
chure tells a half-truth, thereby misrepresenting the value of the
policy. When it states that the policy does not coordinate benefits,
it should also state whether the opposite is true, whether it may be
coordinated against. The latter information is just as relevant as
the former.

Brochure form A-7011 is entitled "CARE PROGRAM, a supplement to
your present health and life insurance." It seels three policies,
"Cancer Care (A-6021), "Intensive Care" (A-4696) and "LifeCare"
(A-5191)." The overall format of the brochure suggests that these
three policies, when taken together, fully supplement the consumer's
present health and life insurance. The consumer who buys the whole
package may construe its coverage in the normal sense, thinking
that it picks up where his other Major Medical leaves off, while in
fact it only provides benefits for cancer, time spent in an intensive
care unit, or death. Thus, brochure form A-7011 tends to be mis-
leading.

The use of the above described brochures constitutes an apparent
violation of ch. 93A, S2. By excessive appeals to the emotions
aroused by the fear of cancer and its costs, and the failure to
clearly outline the benefits and drawbacks of the policy, consumers
are induced to buy without the facts necessary for a rational decision.
The misleading reference to coordination of benefits stands out as an
obvious violation of that section. Interviews with insureds reveal
that they have retained more information about the incidence and cost
of cancer than about the benefits provided by the policy.

The following recommendations are made in order that the brochures
not be misleading and provide more useful information to the consumer:

1. Eliminate the "Cancer Will Strike" sheet on all policies;
2. Disclose the existence of coordination of benefits provisions

1 Attorney General's Consumer Protection Act (ch. 93A)Reemlatinns datpri Jillv 1 1971 aPrtinn R
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that are contained in Massachusetts' master medical plans;

3. Eliminate use of the "Care Program" brochure, and

4. Disclose benefits in such a way that the consumer may
evaluate the benefits before filing a claim.

2. POLICIES 

a. CANCERCARE 

Policy fo A-6021 11).s a cancer policy with scheduled benefits,

known as the "Cah- Care" policy. It has been sold in Massachusetts

from May 1974. As it is the primary policy sold by the Company

in Massachusetts, it is the policy by which the value of the

Company's scheduled benefits may be judged most accurately.

The schedule of benefits for policy A-6021 is set forth in

parts 1 and 3 of the policy. The limitations in the policy are as

follows:

(1) Waiting period of 90 days_

(2) Extended benefits are not to exceed $5,000.00 per month.

(3) When cancer is diagnosed subsequent to treatment, but while

the insured is living, benefits are payable beginning with

the later of:

(a) the first day of hospital confinement during

which such diagnosis is made, or

(b) ten days prior to diagnosis.

(4) When cancer is discovered by post-mortem diagnosis, benefits

are payable beginning with the later of:

(a) the date of terminal admission, or

(b) 45 days prior to death.

(5) A positive pathology report is required, clinical diagnosis

is not sufficient.

(6) The policy covers cancer only.

(7) The policy does not pay for treatment in Veteran's Hospitals,

rest or rehabilitation homes, mental institutions, sanitariums,

nursing, convalescent homes or other extended care facilities.

The policy marketing brochures and sales approach fail to reveal

the existence of limitAtirns numbered (3), (4), (5) and (7). Such

failure to disclose a material fact constitutes an apparent

violation of ch. 93A, 12.
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The following apparent violations of Insurance Regulation 2-74

are found to exist in policy form A-6021,

(1) Regulation section 5, paragraph 14 requires an

understandable explanation of the term "usual and

customary" to be stated where such term appears in

the policy. "Usual and customary" is used in the policy to

define extended benefits, radiation and chemotherapy,

blood and plasma and ambulance charges, without an

accompanying definition.

(2) Regulation section 5, paragraph 19 requires a "pre-

existing condition" section to be labelled as such and

printed on the first page of the policy. No such heading

is used to describe the preexisting condition established

in part lA of the policy.

(3) Regulation section 5, paragraph 32 requires that for

all specified disease coverage the policy premium

shall not be subject to premium increases. On page

4 in the section entitled "Renewal Provision," the

Company retains the right to raise the premium for all

policies of a type within the state upon 30 days notice

to the insured.

(4) Under the basic benefits section the policy defines

"continuous confinement" as discharge and readmission

within 30 days. Under the Extended Benefits section

there is no applicable definition. Regulations section

6(A) requires the definition to state that discharge and

subsequent admission for the same cause may occur within

90 days and still qualify as continuous confinement.

Policy form A-6021 also contains an apparent violation of

Chapter 175, S108, part 2(a)(5) which requires that all exceptions

and reductions are to be collected under one heading labelled

either "Exceptions" or "Exceptions and Reductions." There is a

section labelled "EXCEPTIONS AND LIMITATIONS," but it does not

contain the post-mortem diagnosis, VA Hospital, and other exceptions

or reductions contained elsewhere in the policy.
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b. HOSPITALIZATION INDEMNITY PLAN 

Policy form A-8011 is a Cancer Hospitalization Indemnity

Policy. It was deemed approved in Massachusetts, effective

12/30/76 and a brochure was developed by 6/21/78, and as yet

there are few policies outstanding. A-8011 is the policy

designed to avoid the problems resulting from coordination

of benefits by other policies. It seeks to achieve this result

by indemnifying the claimant, not for any specific line items

of insurance, but by payment of a sum based upon the number

of days the claimant is hospitalized.

Policy A-8011 pays $100 per day, not to exceed $3,000 per

month, for continuous periods of hospital confinement up to 90

days.. Over 90 days, the Company pays $200 for each day of

continuous hospital confinement. The primary limitations in this

policy are:

1. The requirement that confinement be continuous for 90

days for extended benefits to apply,

2. The 60 day waiting period,

3. A positive pathology report is required, clinical

diagnosis is not sufficient,

4. When cancer is diagnosed subsequent to treatment, but while

the insured is still living, benefits are payable beginning

with the later of:

(a) the first day of hospital confinement during which such

diagnosis is made, or

(b) thirty days prior to diagnosis.

5. When cancer is discovered by post-mortem diagnosis, benefits

are payable beginning with the later of:

(a) the date of terminal admission, or

(b) 45 days prior to death.

6. The policy does not pay for the treatment in Veteran's

Hospitals, rest or rehabilitation homes, mental institutions
,

sanitariums, nursing or convalescent homes or other extended

care facilities.



277

-8-

The following apparent violations of Insurance Regulation

2-74 are found to exist in policy form A-8011:

(1) The policy provides that the premium may be raised

by policy type, statewide, upon 30 days notice to the

insured. This is an apparent violation of Regulation

2-74, section 5, paragraph 32, which prohibits such

increase for specified disease policies,

(2) There is no definition of "continuous hospital confine-

ment" as is required by Regulation 2-74, section 6(A).

Policy form A-8011 also contains an apparent violation of

Chapter 175, § 108, part 2(a)(5) which requires that all excep-

tions and reductions are to be collected under one heading

labelled "Exceptions and Reductions."

c. "BRANDEIS" POLICY 

Policy A-4797, also known as policy CMP-2, is written

as a group insurance policy. It was submitted to the

Massachusetts Division of Insurance in August of 1971.

The head policy form analyst declined to approve or reject

form CMP-2, inasmuch as it appeared to be a group policy,

and there is no authority for the approval or rejection of

such policies under the provisions of M.G.L. ch. 175! f110.

Form A-6795, also known as form CMP-2 Certificate, is the

certificate issued to the individuals insured under policy

CMP-2: There is no indication that this form was ever

submitted to the Massachusetts Department of Insurance.

Policy CMP-2, together with the certificate, has been issued

to the Brandeis University National Womens Committee as a

group. With the endorsement of that organization the policy

is marketed to organization members in several states.

Massachusetts General Laws ch. 175, 5110 provides that a

group insurance policy qualifies as a group plan only if it

is issued within certain guidelines. This statute contemplates

groups in which the employer is paying the premium for employ-

ees or employment-related groups, or associations insuring not

less than 757. or not less than 8,000 members, where such

members pay all or part of the premium themselves. The

policy as issued is therefore not a group policy of insurance

pursuant to M.G.L. ch. 175, 1110. Its issuance without approval
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as an individual policy is an apparent violation of § 108

of that chapter.

d. POSTAL WORKERS POLICY 

Pennsylvania FIC-2A and FIC-2 policies have been issued to

Massachusetts Postal Workers who are members of the "Post Office

Assocation." Presently there are 226 of these policies outstanding

in Massachusetts. The wide variety of locations in which these

policies are sold, as evidenced by inspection of one new business

transmittal, indicates that the applicants were reached by direct

mail from an office located in the District of Columbia. All of

theissuancesof the Post Office Association Policies were dated

in 1970 or 1971, and due to lapses the number outstanding today is

smaller than was originally the case.

Policy form FIC-2A and FIC-2 have not been submitted for appro-

val in Massachusetts. It is generally accepted that, where a group

policy is approved in one state, the law does not require further

approval by the insurance commissioner of each state in which

certificates of insurance are issued. However, these policies

do not qualify as group policies under ch. 175, §110. The sale of

such individual policies of insurance within the Commonwealth

without prior approval is an apparent violation of ch. 175, §108.

3. GENERAL COMMENTS 

a. EXTENDED BENEFITS

With respect to all policies paying extended or increased

benefits after 90 days of continuous confinement (all of the

policies discussed above do so) such benefits are illusory

because of the short average duration of the cancer victim

(
stay in t1ihospita1. From an anaysis of 1 of every 5

Massachusetts paid cliams and 357. of claimants who were paid

during the subject period (1/1/77 - 6/30/78), no claim resulted

in payment of extended benefits to the policyholder. The

average number and median number of days of confinement for

each claim is 9 days, and the average confinement period for

all in-patient claims is 13.2 days. A stratification of the

claims selected illustrates that of the 85 claims examined,

no claimant qualified for extended benefits. In fact, none of
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continuous confinements exceeded 90 days, and in only one

case did confinement exceed 30 days.

This is a material fact relating directly to the value

of the benefit in the policy which is used as a selling

point. Use of such an illusory benefit tends to be deceptive

and therefore constitutes an apparent violation of ch. 93A, 12.

b. COORDINATION OF BENEFITS 

(1) EXPLANATION OF THE PROBLEM 

Coordination of benefits is the process by which

an insurer will reduce or eliminate his liability for

reimbursement of a specific line item cost because that

particular line item is also covered by another insurance

policy. American Family sells its insurance on the

principle that their coverage may very well exceed the

gap left by other medical coverage. This is said to be

desirable because of the costs of illness that are not

represented on the hospital bill, such as lost wages,

travel expenses, and so. Assuming that a person is

hospitalized for one day with room charges of $180, an

ambulance charge of $50 and surgical expense of $250, and

assuming that this person is covered by Dread Disease and

Major Medical coverage, coordination of benefits might

apply as illustrated in the following chart:

Line Item Actual The Company's MAJOR
Expense Cost Coverage MEDICAL COVERArE 

Without With
Coordination Coordination

Room Charge $180 $ 50 $100 $100
X-ray 50 50 20
Surgical 250 100 250 - 150 

TTMJ TTDU T370 T50 

Total cost $480
Total coverage if coordination applies  $450
Total coverage if coordination doesn't apply $570

Some points become evident from the above analysis:

(a) Although the insured has insurance in excess of the

actual cost, coordination of benefits acts to reduce
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that coverage below the actual costs.

(b) $200 worth of Dread disease coverage reduces the

insured's Major Medical coverage benefits by $120.

In most states group policies are not permitted to coordinate

against individual or franchise policies. The Company's policies

are, with few exceptions, individual or franchise policies.
 The

Company only deals with the matter of coordination when it become
s

a problem. Nothing has been done with respect to Massachusetts,

partly because in Florida, the Company litigated the matter of

other companies coordinating against the CancerCare policy. The

Court declined jurisdiction in favor of the insurance commissione
r's

administrative jurisdiction over insurance matters. The Company

has also waited in anticipation of the passage of new legislation
.

Massachustts' legislature has twice passed a bill that would pro-

hibit coordination of benefits by all policies, but each time it

was pocket vetoed. Massachusetts' State Manager claims that

coordination has cost him 60 to 80 agents because other companie
s

have stated that they would coordinate against the Company's pol
icies

when this becomes know, it discourages sales or causes policy

cancellations. It is this spectre of coordination that poses a

problem to the Company. As a practical matter, the fact that the

Company pays directly to the insured, rather than to the hospita
l

or doctor, enables the insured to avoid letting his Major Medical

insurer know that he has other coverage.

The Company has responded to the problem in other states by

attaching a CHIP (Conversion to Hospital and Indemnification Pla
n)

rider to a policy that is the equivalent of Massachusetts' Ca
ncerCare

(A-6021) policy. This is seen as a solution to the coordination

problem because the converted A-6021 Type policy is then, in 
effect.

the equivalent of the hospitalization indemnity plan (A-
8011 in

Massachusetts). The A-8011 is'a hospitalization indemnity plan

which pays benefits solely on the basis of the number of 
days that

the insured spends in the hospital. It is argued that such a policy

cannot be coordinated against becasue it does not reimburs
e for

any line items as such.
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.(2) MASSACHUSETTS STATUTES 

Massachusetts General Laws ch. 175, 5108, which

provides that individual policies may coordinate benefits
only if a pro rata reduction in premium is made in conjunction
with coordination. Ch. 175, §110, which deals with group
insurance contains no such restriction as to toordination, and
also exempts general or blanket (group) policies of insurance
from the provisions of §108. This means that individually
sold Major Medical polices may not coordinate unless they
choose to calculate a pro rata redemption of premium when such
coordination is effected, while Group insurance policies are
under no such restriction. Some states have required all
insurance sold, group or individual, to refund a pro rata
portion of the premium. Where such is the case, the Company
has no real problem with coordination, because it costs more for
other companies to comply with the pro rata redemption require-
ment then they would save by using the privilege.
(3) BLUE CROSS-BLUE SHIELD POLICY COORDINATION PROVISIONS 

In the survey conducted in conjunction with this report,
three-fourths of the respondents interviewed have Blue Cross-
Blue Shield coverage. The auditor's analysis of paid claims
indicates that Blue Cross-Blue Shield coverage was held by
337, (17 of 52) of the selected claimants. Blue Cross-Blue
Shield has informed us that all of their major medical contracts
now contain .a coordination provision, either in the policy or
attached by rider. By the terms of this provision, American
Family's policies are subject to coordination.2 The insured
is obligated to inform Blue Cross-Blue Shield of the existence
of other policy benefits, and Blue Cross-Blue Shield has a
cause of action to recover any overpayments made. The
reduction is computed so that the total of the other policy's
payments, taken together with Blue Cross-Blue Shield reimburse-
ment, shall not exceed the "allowable benefit" which is
defined as "any necessary, reasonable and customary item of
service or mare [which is] covered in whole or in part..."

2Blue Cross-Blue Shield Master Medical Certificate MM-1,
Revised 2-1-68 (3rd printing 1-1-77).
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It is clear that coordination of benefits is a very real

problem for American Family policyholders. The provisions of

the Blue Cross-Blue Shield contract will cause coordination.

Blue Cross-Blue Shield coordinates against other policies on the

basis of "item(s) of service or care." It is argued that the

A-8011, Hospitalization Indemnity Plan, will not be coordinated

against because it does not refer to specific items of servicd

or care. However, the provisions of Blue Cross-Blue Shield's

contract admitts to no such restrictions. They might, if challenged,

argue that the hospital's total bill represents a charge for an

item of service or care. To the extent that Blue Cross-Blue Shield

coverage exceeds the total bill, coordination could apply. Because

this provision can cost the policyholder a loss of benefits, failure

to inform the insured of the existence of coordination of benefits

constitutes a violation of chapter 93A, §2 and the Attorney General's

Consumer Protection Act Regulations, section XVB.

c. LOSS RATIOS 

An analysis of loss ratios (ration ofpaid claims to earned

premium) for Massachusetts insured by policy type yields a ratio

of 427. for all types of insurance and a ratio of 437. for cancer-

policies. An analysis by policy issue year reveals that as

the policies get older, the loss ratio becomes much higher, and

in some cases even exceeds 1007.. Massachusetts' experience over

he subject period of 1/1/77 through 6/30/78 is too short and

contains too few policies to adequately analyze the losses to be

expected. The Company has also calculated projected loss ratios

for its own purposes for a policy with "standard benefits" and

an assumed 45 day waiting period. That table shows expected loss

ratios of 26.67. in the first year and 66.07 in the tenth year after

issuance, taking into account losses and mortality of insureds.

It is indicated that this shows that at some future date rate

increases will be required if the trends in average claims continues.

As it has encountered unfavorable loss experience the Company has

\
increased the premium on cancer policies sold in other states, and

is contemplating the same in Massachusetts. The policies provide

that an increase may be made, statewide by policy type, in an__
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apparent violation of Regulation 2-74, section 32, which prohibits
increases in the price of specified disease policies.

d. COMMISSION STRUCTURE 

The Company's commissions constitute a high percentage

of first year premiums collected, and a uniform 107. of all renewal
premiums. First year commissions on cancer policies range frou a

high of 507. to a low of 137., depending upon the policy type and

the billing mode. Commissions are generally lower for more fre-
quent (e.g. quarterly, monthly) billing modes and for policies

which are sold to payroll and association groups rather than to

individuals.

61, •278 0 - 80 - 19
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B. AGENT'S LICENSING AND TRAINING

1. AGENT'S LICENSING 

The Agent's Licensing Department files on Massachusetts'

Agents were examined. Ideally, the department keeps a folder

for each active Massachusetts agent, complete with the following

items:

(1) A personal history information sheet completed by

the agent when applying for a job with the Company,

(2) An Equifax or other retail credit report an the

applicant,

(3) The agent's contract with the Company;

(4) All documents regarding licensing;

(5) Certifications as to the training of new agents;

(6) All matters regarding termination and reinstatement

of agents.

The files were examined for exceptions, completeness, and

unusual items. The files examined were largely incomplete.

"Personal history information" sheets are incomplete in many of

the files. Some forms are blank, beyond the information needed

to identify a person as to name and address, and in some files

there is no personal history sheet. Agents are canceled for

nonproduction and then reinstatedwith no evidence on file that

any examination of the agent's current status or what the agent

has done in the meanwhile. Possibly one-half of all the files

contain no information regarding an independent or credit checkup

on the agent via Equifax or Consumer Credit or otherwise. The

qualifications of the new agents, as shown by the files, are such

that they would indicate that there are 'no minimum standars

for hiring. The files show nine instances in which the Company's

agents applied to the Commonwealth of Massachusetts for a license

to sell the Company's insurance before their application to the

Company was approved. Training certificates are not to be found

in the majority of the files. The files of canceled agents were

less complete than those of active agents. An examination of

every third file revealed that only one of the 13 files examined

indicated that the agent had any prior experience. No independent

investigative report was filed in 11 of the 13 files examined.
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Terminated agent's files largely consist of those who have never

before sold insurance. A lack of reporting on the background

is evidenced and there is nothing in the files that would indicate

that applicants are rejected by the Company for any reason.

It is worthy of note that there have been some recent changes

in procedures. The practice in effect with regard to Massachusetts

agents is to now do in-house investigations only as permitted by

ch. 175, 4 175. The Company is now requiring that the personal

histories be fully completed. The personal history information

is then verified by Agent's Licensing personnel by telephone or

letter. A letter is sent to all personal references who cannot

be contacted by telephone. On the personal history information

form itself, the Manager certifies as to the agent's identity,

residence, experience, and that the agent is trustworthy, etc.

There have been no new agents in Massachusetts since the inception

of these procedures. However, it does appear that the above-stated

policies are in effect uniformly for all states.

These conditions indicate that the Company has in the past not

adequately investigated the background of its agents in Massachusetts,

nor has it required adequate proof of proper training. The practices

followed by the Agency Licensing Department indicate that all

matters such as the screening of applicants, the training of those

applicants for licensing exams and the activities of agents are

left to the state and district managers to deal with as they see

fit

Based upon the foregoing, the following recommendations are made:

(1) That the company conduct interviews with managers to see

exactly what they are doing with respect to recruiting,

training and licensing of new agents.

(2) That the Company establish specific requirements for the

conduct of recruiting and licensing of new agents.

(3) That the company continue to apply its recently adopted

procedures for review of new applications.

(4) That when an applicant has an unsatisfactory or blemished

record, sufficient notation should be kept in the agent's

file to indicate that an informed decision was made with
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knowledge of such facts, stating an what basis that

decision was made.

(5) That the agent's files be kept complete, including but

not limited to, the:

(a) Personal history,

(b) Training,

(c) Record,

(d) Complaints,

(e) Licensing Applications,

(f) Licenses Issued, and

(g) Updated personal history and review of reinstated

agents.

2. TRAINING 

a. FOR STATE EXAM 

Twenty hours training is required by law for new

accident and health insurance applicants. The California

State exam training courses are presently used to train

Massachusetts agents, as it is found to be a more appli-

cable test preparation text for the test Massachusetts

is using currently than the training course that was

created in-house. The courses are taught by the State

or District Manager in motel rooms or at home, and there

is allegedly no self-study. No records of attendance

or grading have been kept. The cost of other training

schools approved by the Commissioner of Insurance is

considered prohibitive at $75 per student per course.

b. SALES TRAINING 

The training carried out by the Agents Training

Department is geared towards recruitment of personnel,

motivation of personnel, and sales. It is not directed

towards compliance training for meeting state licensing

requirements. The primary documents used by the Company

in its training program are the Training Handbook and the

State and Regional Training Manual. The program is geared

toward training the agent to sell the product. No emphasis

is placed upon training the agent about insurance. The

sales program is designed to allow the agent to make a
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presentation while thwarting any attempt on the part of the
customer to protest or ask meaningful questions. The pre-
sentation itself is basically the same information as is
contained on the sales brochures.

The agent is instructed how to be forceful and evasive
so that he can get into the house of an unwilling prospect
without letting the prospect know what he is selling. The agent
is instructed, when faced with the inital question, "is it insur-
ance?" to "take charge at this point--BE STRONG! BE POSITIVE:"
and reply "WHAT I HAVE TO TELL.. .1 ALSO NEED TO SHOW YOU...
IT WILL ONLY TAKE A FEW MINUTES.. .MAY I COME IN?" If the
prospect indicates that he or she has sufficient insurance, the
agent is toexplairr...we don't have any insurance. The doctor
who treats you has insurance his bills will be paid. The
hospital has insurance its bills will be paid. But, in reality.
you do not have any insurance." The agent is instructed to
state that the policy only costs 210 per day, to combat the
protest that the buyer doesn't have any money. Finally, the sales-
man is instructed to utilize the statistics from the [cancer
will] strike sheet as "additional ammunition" whenever needed.

The Massachusetts Attorney General has promulgated regu-
lations pursuant to M.G.L. 93A, dated July 1, 1971. Section
VIII of those regulations, entitled Door to Door Sales and Home
Improvement Transactions, states:

"In connection with any door to door sale, it constitutes
an unfair or deceptive act or practice for any seller to:
A. At the time of initial contact, and before making

any misrepresentations, or fail to state any material
fact which has the capacity or tendency to disguise,
hide or fail to inform the purchaser of the purpose of
the contract;

B. Make any representation, in the sale, offering for
sale, advertising, or distributing for sale, or in any
other manner, including the failure to adequately
disclose additional relevant information, which has
the capacity, tendency or effect of misleading or
deceiving purchasers or prospective purchasers with
respect to any material aspect of the product or
transaction;

C. Fail to disclose the exact nature, description and
price of the goods or services which are to be the
subject of the transaction to the purchaser or pro-
spective purchaser in advance of any attempt to induce
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the purchaser or prospective purchaser to enter into
1. an agreement in writing, or
2. to pay any consideration to the seller.

Section XV of the same regulations states that an act or

practice is a violation of Chapter 93A, section 2, if:

A. It is oppressive or otherwise unconscionable."
in any respect; or

B. Any person or other legal entity subject to this
act fails to disclose to a buyer or prospective
buyer any fact, the disclosure of which may have
influenced the buyeror prospective buyer not to
enter into the transaction.

Being evasive at the door as to the nature of the prodcut

being sold is an apparent violation of section. VIII, A and B

of the Attorney General's Rules and Regulations (hereinafter,

"Regulations"). High pressure techniques are an apparent

violation of Regulations, SXV A, as "oppressive or

otherwise unconscionable in any respect..." Making a statement

to the effect that "we don't really have any insurance" has

the capacity to mislead the buyer, in apparent violationcf

Chapter 93A and Regulations, S VIII A and B. The use of

ne per day as a price for the insurance tends to mislead and
constitutes an apparent violation of Regulations §VIII. When

the agent is informed that the prospect has other insurance,

the agent should then be put on notice that there may be problems

with coordination of benefits, overlapping coverage or over-

insurance. To teach agents to purposely fail to meet the issue

in any meaningful way constitutes an apparent violation of

Regulations section XV, B.

CONCLUSIONS AND RECOMMENDATIONS AS TO TRAINING

Training for the state licensing exam is carried on in the field
without any supervision or review by the company. No records are
kept of attendance or performance. Training for the exam is entirely
separate from the sales training program. The Company's sales training
program is unacceptable because of the violations of Consumer Protection
Regulations which exist, as described above. When sales training
is taught entirely in the field, as is usually the case in Massachusetts

the Company has no reveiw over or supervision of the program. What
is done or what is not done with either type of training in the field
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occurs without any input from Company officials. That is the

fundamental problem to be corrected. It is recommended that

there be salaried personnel at the state level to see that

training for licensing and sales training is carried out pro-

perly. The overall emphasis of the program must shift from high

pressure, low information sales to a sales presentation of an

educational, informative and relevant nature.
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C. SALES PRACTICES

The Massachusetts state sales organization works independently

from the national office. This results in sales approaches which

bear little relationship to the Company's training program. The

Company's sales, training, licensing and compliance departments purport

to standardize the overall practices and methods of the organization.

At the same time, the State and District Manager's loosely connected

structure and compensation program allows the managers to establish

whatever practices and methods they see fit. The natural inclination

is to emphasize sales at the expense of all other considerations,

while the Company finds it difficult to play the spoiler when it,

too, benefits from increased sales.

1. SALES MATERIALS USED 

The Company supplies folders of company-approved sales materials

for use by agents. This folder is distributed to agents at the

introductory sales training course. The materials actually distri-

buted to agents who do not attend the course will vary, depending

upon what materials are supplied by the State or District Managers.

These are further modified by the agents themselves, who may develop

their own selling material to fit their needs. After the initial contact

with the new agent, the Company has no procedure for regulating the

agents' use of promotional materials.

We were able to examine one Massachusetts agent's materials.

Some items of exceptional interest were found in that sales package.

Letters regarding coordination of benefits are used as part of the

sales materials. The letters were addressed to American Family

Life Assurance Company, from insurers in other states, indicating that

those companies would not coordinate against the American Family cancer

policy. The letters were from companies in states where the insurance

laws prohibit coordination of benefits, unlike Massachusetts. Included
in the materials was a copy of an approved claim in the amount of

$54,091.70, paid to the holder of a double-benefit policy unlike the

policy being sold. The agent indicated that although he uses this in his

presentation, he does not explain the double policy distribution to

buyers because it confuses them or because they then want to purchase

the double policy.

Both the agent and an official within the Company confirmed that
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the use of materials developed by the agents is a practice of which

the Company has knowledge. The agent's contract gives the Company

the right to restrict the materials used by agents, but apparently

this right is rarely used.

2. DOOR TO DOOR SALES 

In Massachusetts, door to door sales are rarely done "cold."

Generally there is a list provided for or generated by the agent

which he uses to determine where to call. The lists that are most

commonly used in Massachusetts are those of members of the Massachusetts

State Grange and voter registration lists. The voter lists are used

to find residents who are over 60 years of age.

One agent demnonstrated his sales presentation, using the

above described materials. In most respects, his sales talk followed

the format :used in the Company's brochure. However, the $54,091.70

double policy claim was exhibited, and the out of state insurance

company letters were used to explain that coordination of benefits

wouldn't apply.

3. CLUSTER SALES

The growth of the Company is largely due to the development of the

cluster selling technique, which is the selling of individual policies

to members of a group. In the usual case, salesmen obtain permission

from an employer to sell to the employees. Although the employer is

not specifically asked to endorse the product, the employers may

imply such endorsement when the salesman is given permission to speak

to the employees.

One agent's experience is that once the presentation is made, it

is not uncommon for 507, to 1007 of the individuals in the group to

buy the cancer policy. Apparently, the technique fails when one

person in the group heckles the salesman. When that happens, it is

very likely that no one will buy, regardless of the substance of the

heckler's statements. Interviews of peoplf2112_purchased the policy

as_Lit'arl_inliEALt_that_p_es_I_pressure is a strong impetus in the buyer's

,decision. Pi2ple da_thing_s in groups. Peer pressure is very strong.

The unity of rou. th and the endorsement of the employer compels

the doubtful individua s e crowd to : • : • _ exce.t in that

situation where one person chooses to defy the salesman.  The doubting

members then form another group, towards which the rest of the members
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may gravitate.

The logic of this analysis is further borne out by the fact that

if one individual in the group has a good experience (i.e., a

quickly paid cliam), the remainder of the employees are likely to

buy. Conversely, when one employee has a bad experience with his

insurance, all of the members of the plan are quick to cancel.

4. DIRECT MAIL SALES 

Although the Company claims not to have a direct mail sales

program, three instances of direct mail sales were noted.

a. Among the advertising materials supplied to the

examination tema by the Company is a letter that was

drafted to solicit direct mail sales of cancer policies

in Massachusetts. It is not known whether this letter

was in fact ever used.

b. The agent in the District of Columbia sold Pennsylvania

FIC-2A and FIC-2 policies to Massachusetts postal workers

under the endorsement of the Post Office Association.

All of these policy issuances took place in 1970 and

1971. The actions of the agency selling the Post Office

Association policies places the agency within the

definition of "Agent" as defined in ch. 175, 1162. The

agency is not licensed to sell the Company's policies

in Massachusetts, which constitutes an apparent violation

of ch. 175, 1162, with penalties provided for in ch. 175,

1166.

c. The Brandeis policy is sold nationwide, through direct

mail, by a Massachusetts Agent located in Texas. These are

currently being sold in this manner. The premise upon

which the Brandeis policy is sold is that it has received

approval in Massachusetts. The premise is faulty because

the policy, as issued, does not qualify as group insurance.

The company has represented to other states that they

cannot be stopped from issuing certificates under this

policy in those other states, because the master policy

has been approved in Massachusetts.

5. CONCLUSIONS AND RECOMMENDATIONS AS TO SALES PRACTICES 

The failure of the Company to keep a file of all marketing

materials produced independently by its agents is an apparent
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violation of Regulation 1-74, $17, which requires the maintenance
of an advertising file.

The use of the out of state letters regarding coordination of
benefits and the inapplicable $54,000 + claim letter is misleading
and therefore constitutes an apparent violation of ch. 93A, 42.

Apparent violations of ch. 175, 44108 and 110 were committed
in the course of marketing the Brandeis policies.

The Post Office Association members were apparently sold policies
that were not approved, in violation of ch. 175, ;108 by an unlicensed
agent, in violation of ch. 175, 5162.

Ti.je____Eolinany apparently exercises little or no control over ,its
agents' practices. By law it is responsible for the acts of its
agents, and by the terms of the contracts it retains the right to con-
trol the agents' activities.

It is recommended that the Company tighten its system to eliminate
the fundamental conflict that exists between sales and compliance
Specifically, agents should be recalled in order that the Company
may find out what materials are being used. The salesmen must be
educated to use sales techniques that are in compliance with the law.
A Company line must be established on such subjects as coordination
of benefits, and the agents must follow that line. If the disclosure
of coordination of benefits is fatal to the Company's policy, the
policy should be re-designed so that it really does fill the gaps left
by other major medical policies. If it does in fact fill the gaps
left by another policy, as it is advertised to do, then coordination
will be of no effect. The point is that problmes cannot simply be
ignored. The Company must also supervise all direct mail by requiring
prior approval of all programs started and changes made. Finally, some
sort of compliance testing would be advisable to ensure that agents
are performing as they should. Company officials might make trips
to cluster sales presentations, or interview persons who were sold
policies in their homes, to ascertain that unfair and deceptive
practices have been stopped.
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D. COMPLAINTS, POLICYHOLDERS SERVICES 

The following points are noted with respect to the Policyholder's

Services Department:

1. No record of telephone inquiries is kept.

2. The Department does not retain written complaints in a

system that would enable retrieval of those complaints.

3. The State and District Managers and Agents do not keep

records of complaints received by them.

4. Claim-related complaints are routed directly tothe claims

department, with no further follow-up by policyholders

services.

Mess. Gen. Laws, ch. 176D, §3(10) requires the Company and its

agents to keep a complete record of all the wirtten complaints which

it has received since the date of its last examination which shall

indicate the total number of complaints, their classification by

lines of insurance, and the nature, disposition, and time of pro-

cessing of each complaint.

Accordingly, the system does not comply with the provisions of

ch. 176D, §3(1). The system maintained by the Company is satisfactory

for its own purposes, but additional procedures are recommended to

comply with the statute. Complaints received in connection with

claims should also be integrated into the record-keeping of the

Policyholder's Services Department. That department should remain

aware of and keep records with regard to all complaints that are

routed to Claims.
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E. CLAIMS

The Company attempts to handle claims in as short a period
of time as possible. This policy is seen as supportive of sales,
where many of the policyholders in payroll deduction groups are
in close contact with each other. There is no litigation currently
pending between the Company and Massachusetts insureds regarding
claims

Unacceptable rates of error were uncovered in two areas of
claims settlement procedures:

1. Benefits were not determined in agreement with the
policy terms in 16.87. of the sample observed.

2. The explanation of benefits letter was incomplete as
to additional benefits that were available upon submission
of additional documents in 8.27. of the sample.

The reason for these results may be explained by:
1. The high turnover rate of employees in the claims

department; or

2. The lack of adequate review for approval by experienced
group instructors.

A more acceptable rate of satisfactory claims payment procedures
could be attained through either the implementation of an in-house
sampling plan or automation of the benefit adjudication process.

The practices employed by the Company tend to cause an
undesirable level of errors of omission, which appear to constitute
,unfair methods of competition, as defined in Chapter 176D of the
General Laws. Specifically, ch. 176D, 53(1)(a) prohibits the
misrepresentation of the benefits of any insurance policy. Unfair
Claim Settlement Practices as defined in.53(9) of that chapter
include the following acts or omissions:

(a) Misrepresenting pertinent facts or insurance policy
provisions relating to coverages at issue; and

(b) Failing to adopt and implement reasonable standards for
the prompt investigation of claims arising under
insurance policies.

The findings outlined above indicate that steps need to

be taken to insure that benefits are determined more accurately

than in the past, and that the explanation of benefits letters
do not understate the benefits allowable by the policy terms.



296

Market Conduct Examination Report

of the

American Income Life Insurance Company

1978

Division of Insurance

Commonwealth of Massachusetts



297

F.77.7- c_i/le UOMMOYI IL'Illiit 1,b' 1_1/t,.e.6)..)Lic/ai.Jet(..) --.,•:-:-.- A., ,

ILif. ,
grigija2.7 1 ft-Liaxance

. '''s..._•.':.•
100 ram/xicip Ybeet. a:An 022.e2

NAIC Market Conduct Examination
Subcommittee

The Honorable Richard L. Block
Director of Insurance
State Office Building
Juneau, Alaska 99811

The Honorable H. Pete Hudson
Insurance Commissioner
509 State Office Bldg.
Indianapolis, Indiana 46204 .'

Dear Commissioners:

The Honorable Stephen F. Clifford
Commissioner‘of Insurance
100 Cambridge Street
Boston, Massachusetts 02202

At the request of the Commonwealth we have conducted a
limited market conduct examination of American Income Life Insurance
Company ("Company") of Indianapolis, Indiana as at December 31, 1977
and of certain items relating to subsequent periods.

The American Income Life Insurance Company is an Indiana
domiciled insurance company with its administrative office located
in Waco, Texas transacting accident and health and life insurance
business in 48 states under a general agency system. The Company's
admitted assets and premium income at and for the year ended
December 31, 1977 is $78,315,477 and $51,699,166, respectively. The
premium income for the year ended December 31, 1977 in Massachusetts
amounted to $1,530,162.

The examination team was compr -!sed of representatives from
Coopers & Lybrand who addressed those areas which required
accounting expertise and Mr. Paul Gitlin, Esquire, who addressed
those areas which required legal expertise. The team coordinated
their work and findings under the supervision of members of the
staff of the Massachusetts Insurance Division. R L Associates, a
marketing research firm, interviewed many policyholders as part of
the examination and their report is attached.

Our examination was directed primarily to company issued
Dread Disease Policies, which are marketed in the Commonwealth of
massachusetts. It was intended that we would also review Medicare
Supplement types of coverage, but our inquiry disclosed that such
coverage is not currently offered by the Company.



298

The scope of our examination was dictated by a Special
Market Conduct Program ("SMC Program") and included requesting and
receiving the following from the Company:

A. Listings of current Massachusetts agents and the company's
files on terminated agents for the period January 1, 1977
to September 30, 1978.

B. Copies of cancer policy forms CAN (873) and CDK (1174) and
all marketing material incident to their sale.

C. A copy of the application form utilized by the Company in
the issuance of the cancer policy.

D. A statutory annual statement for the yar ended December
31, 1977.

E. Copies of the reports from the Missouri Division of
Insurance, dated January 1976 and September 1978, on the
-Market Conduct Examinations of the Company.

F. Copies of agent contract forms.

G. Organizational chart of the Company.

H. Listing of paid claims on cancer policies in Massachusetts
and the corresponding premiums on all policies.

I. Information concerning the Company marketing system and
philosophy.

J. Listing of Massachusetts cancer and medical supplement
policies in-force at October 18, 1978.

K. Listing of Massachusetts cancer and medical supplement
policies terminated during the period January 1. 1977 to
October 17, 1978.

L. Summary of all Massachusetts applications for life and
accident and health submitted, declined and issued.

M. Copies of complaint files for the period January 1, 1977
to September 30, 1978.

The incurred loss ratio on cancer polcies issued to
Massachusetts policyholders was not readily determinable; however
the premiums written to losses paid for the most recent thirty-three
month period developed a ratio of 25.17%. It would appear that the
paid loss ratio would approximate the incurred loss ratio over such
a period.



299

With respect to each of the above, we read the documents
and formulated questions, and completed the appropriate sections of
the SMC Program applicable to such items. Additionally for each
item specifically described below, we have listed our findings which
require your consideration.

Findings and Recommendations 

A. Underwriting Procedures Should Be Chanced 

Cancer policy underwriting at the time of the application
consists solely of reviewing whether the applicant has indicated
"yes" or "no" relative to their cancer history. If the answer
is "no", a policy is issued. If the answer is "yes" the
application is denied. No exceptions are maZie due to age,
occupation or other factors.

When a claim is received, if there is any evidence that the
applicant had cancer prior to the application or within a
certain number of days after the policy issue date, the claim is
denied, if the evidence proves to be correct.

In some instances, this method of underwriting could
purport coverage to a policyholder which will not exist at the time
a claim is filed.

We recommend that the Company's underwriting procedures he
modified to include a review of medical records prior to the
approval of the application.

64-278 0 - 80 - 20
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B. The Company's Complaint Follow-up System Needs Strengthening 

A discussion with management indicated that the Company does not
have any system to insure that policyholder complaints are
resolved satisfactorily and on a timely basis. Complaints other
than those sent to the State Insurance Departments are
distributed directly to the appropriate departments are
generally given to clerks for resolution, and are then filed in
the respective policyholder's file.

We recommend that the Company establish central control over the
complaint system. This could be accomplished by:

1. Establishing numerical control over complaints by entering
them in a register as they are received.. This register
would reflect the date received, nature of complaint, and
date of satisfactory resolution. Further, this register
should be maintained by someone independent of the
departments to which the complaint pertains.

2. Preparing periodically a report which would summarize the
complaints by nature and average disposition time.
Further, this report should be reviewed by a responsible
official and appropriate follow-up action taken when and
if the, results are unacceptable. _

C. Amendments to Policy Applications Resulting in Reduced Coverage
Should Be Acareed to by the Policyholder 

During our review of the policyholder complaints which were sent
to the Massachusetts Insurance Division, cie noted on_e example
where a policyholder's covergge per the application was reduced
prior to the policy issuance to correspond with the Company's
'Stated premium amount, without the consent of the policyholder.
Since one of the Company's sales methods is directed to,.ards a
stated premium amount rather than a stated policy amouhc, errors
of this type can occur. Upon processing the applicatior, the
new business department unilaterally reduces coverage and
attaches an endorsement to the policy reflecting the amended
amount of coverage.

We recommend that changes of this nature should be authorized by
the policyholder. This could be accomplished by a form which
could be prepared by the company, signed by the policyholder,
and retained in the policyholder's file.
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0. Policy CAN and CDK Marketing Material 

The company sells two cancer policies in Massachusetts; the CAN
policy and the CDK policy. The CDK policy is marketed by direct
contact by agents with union governing bodies. The CAN policy
is marketed by agents using a prepared statement and associated
visuals with individual consumers. The leads for this sales
presentation are obtained by using a letter prepared by the
company agents and mailed on union or credit union stationery.

The marketing materials used by this company appear to violate
numerous Massachusetts statutes including Massachusetts General
Laws (MGL):

C. 175,§110E

C. 176D, 3 and 11

C. 93A, §2(a), as follows:
1. The marketing materials do not contain information

concerning the average financial cost of the treatment of
cancer. Because of the extensive fear of getting this
disease, many people tend to over estimate the total cost
of treatment and to be unable to determine the extent to
which these costs relate to medical care as compared to
the associated non-medical costs: Without such data it is
difficult to determine if the policy benefits available
are worth the premiums charged.

The failure to disclose the average financial cost of
cancer appears to violate M.G.L.:

c.176D, §11, Regulation 5A and 6A;

c.175, §110E, Regulation (1-74) 5A and 6A;

c.93A, §2(a), Regulation III, IV A, XV B and XV C.

because this disclosure, if made, might influence a
prospective buyer to seek alternative insurance coverage
or might result in the decision that the present
insu-ance coverage is adequate.
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2. The marketing materials refer to an aggregate benefit

obtainable under the CAN policy. This amount is
overstated by ten percent, because the materials include

reference to a policy provision which provides a ten
percent additional benefit which has not been approved in

Massachusetts.

The misrepresentation of the benefits offered by the
policy appears to violate M.G.L.:

c.176D, §11 Regulation 58 and 64(1),

c.175, §110E Regulation (1-74) 513, 6A(1), 9A; and 10A;

c.93A, §2(a), Regulation IA, IV A and XV C.

! All references to an automatic ten percent increase in
benefits should be stricken from the marketing material and

the premium schedule should be reviewed to determine whether a

ten percent reduction is in order.

3. The policy is marketed by emphasizing the aggregate benefits
available. This sum is used as a focal point for the visual

part of the presentation and is repeatedly referenced in the
verbal part of the presentation.

While the agent making the presentation is told to say that
this aggregate sum will not be paid in every case, he/she does
lnot inform the potential policyholder of the substantial
improbability that claims will approach this amount. The
policy provides an aggregate benefit of $32,400.00. The
average policy claim for the period January 1, 1977 through

June 30, 1978 was $1,396.15. Accordingly, to receive the full
(aggregate benefit, the average policyholder would require
twenty-three distinctive claim opportunities.

The marketing method emphasizing an aggregate benefit which is
unlikely to be paid by the company has the capacity of
deceiving consumers concerning the potential benefits of
obtaining this policy, and therefore, appears to violate
M.G.1.:

c.1760, §11, Regulation 5A, 58 and 6A(1);

c.175, §110E, Regulation (1-74) 5A, 58 and 6A(1);

c.93A, §2(a), Regulation III, IV A, and XV C.

The marketing materials should be changed so that they do
not emphasize the aggregate benefits but instead
emphasize the benefits provided for each covered
procedure or event.
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4 The agent is instructed to read a letter at the beginning
of the presentation which states that one of the two mostcrippling expenses a family can incur is cancer (the

,other being death). Massachusetts data indicates that
the most prevalent and most costly disease afflicting
this state's population is not cancer but rather, heart
disease.

The misrepresentation of the relative expense of cancer
appears to violate M.G.L.:

c.1760, §11 Regulation 54 and 58;

c.175, §110E Regulation (1-74) A and 58;

c.93A, §2(a), Regulation IV A and XV C.

5. The verbal presentation contains a reference to the usual
cost of cancer treatment in the range of $30,000. to
$40,000. Available statistics indicate the total cost of
cancer is below $20,000. Much of this cost is not
treatment related, but rather includes the costs associated
with child care, and other factors. This clarifying
information is not di-closed, nor is the fact that the
policy offered is not designed to indemnify a consumer for
these subsidiary costs.

The use of information which is not sufficiently clear and
complete to avoid confusion, and the failure to disclose
additional relevant information appears to violate M.G.L.:

c.176D, §11 Regulation 5A, 64(1) and 6A(11);

c.175, §110E Regulation (1-74) 54, and 6A(1);

c.93A, §2(a), Regulation IV A, XV 13 and XV C.

The source of this statistic is not identified and this
failure appears to violate M.G.L.:

c.176D, §11 Regulation 10C;

c.175, §110E Regulation (1-74) 9C;

c.93A, §2(a), Regulation XV C.

6. The prospect is told that a decision must be made at the
completion of the presentation because the agent cannot
come back into the home. The examination team observed
at a company sales meeting that agents were instructed to
make repeat calls when necessary.



304

The misrepresentation of the agent's availability for
repeat visits and the effect of this statement appear to
violate M.C.L.

c.176D, §11 Regulation 58;

c.175, §110E Regulation (1-74) 58;

c.93A, §2(a), Regulation IV A and XV C.

7. The marketing method is designed to create or enhance the
consumer's fear of contracting cancer. The visuals
include a page of names, printed on a black background,
of famous individuals who have died ot cancer, and a
corresponding page on which the following words appear:
"CANCER CAN HAPPEN TO YOU." The associated verbal
presentation recites statistics concerning the number of
Americans who have or will get cancer.

The inclusion of this otherwise superfluous information
creates or enhances an emotional atmosphere of concern
about contracting cancer. Insurance purchases should be
contemplated and made for functional reasons, and not as
a result of an artifically created fear of being
afflicted with a particular malady. The infusion of this
information has the effect of concentrating the
consumer's attention on the disease itself, and away from
the costs and possible benefits of the policy. This may
trigger purely emotional responses to the purchaser's
innate fear of cancer, and may result in a decision to
purchase based on irrational reasons.

Inducing the purchase of insurance for emotional rather
than functional reasons appears to violate M.G.L.:

c.1760, §11, Regulation 6A(11);

c.93A, §2, (a), Regulation IV A and XV C.
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8. The marketing methods used misrepresent the effect of
other insurance policies on the consumer's retention of
benefits provided by stressing that the cancer coverage
will pay expense benefits regardless of the existence of
other insurance. While that representation is
technically true, it is nevertheless misleading because
it fails to inform the consumer that there exists a
possibility in Massachusetts that the benefits provided
by this policy will reduce any benefits expected from the
consumer's other insurance policies, such as, Blue Cross
and Blue Shield.

The misrepresentation of the possible effect of
overlapping insurance coverage appear to violate M.G.L.:

c.176D, §11, Regulation 54;

c.175, §110E, Regulation (1-74) 5A;

§93A, §(2)(a), Regulation III, IV A, XV B and XV C.

because it has the tendency to mislead the public about
the extent of insurance proceeds that may be paid.

The effect of other insurance companies' coordination of
benefit provisions should be clearly disclosed.

9. The agent is instructed to inform the prospect that
payment will be made on a claim for cancer that is
diagnosed by a physician any time after a one hundred and
twenty (120) day waiting period. This is claimed to be
true "even if the doctor says that that tumor has been
growing there for 4-5 years". Since the policy's
pre-existing condition clause requires a positive
pathological determination of cancer, this statement
appears to be correct. But the policy also cuotains a
limit on payments for undiagnosed conditions to those
medical costs incurred within ten (10) days preceeding
the date of diagnosis. This limitation is not disclosed
in the marketing materials. Therefore, the above quoted
statement may deceive a consumer as to the benefits
obtainable.
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The non-disclosure and resulting misrepresentation appear
to violate M.G.L.:

c.176D, §11 Regulations 58 64(1) and 68(1);

c.175, §110E Regulation (1-74) 58, 6A(1) and 68(1);

c.93A, §s(2)(a), Regulation IV A, XV B and XV C

10. The marketing materials fail to disclose the extent to which
the policy meets the costs of a short, average and long
hospital stay as defined in the "Massachusetts Division of
Insurance Hospital Cost Standards."

The company's failure to provide the required information
appears to violate M.G.L.:

c.176D, §11 Regulation 6(3);

c.93A, §2(a), Regulation XV C.

11. The policy is guaranteed renewable, but the company has
reserved the right to increase the premiums uniformly on all
policies in force in Massachusetts. The fact that premiums
may be adjusted at the company's option without specific
Division approval is not conspicuously disclosed in any of
the marketing materials.

The failure to conspicuously disclose the potential for
premium increases without Division approval appears to
violate M.G.L.:

c.176D, §11 Regulation 8;

c.175, §11013 Regulation (1-74) 7;

c.93A, §2(a), Regulation IV A, XV 8 and XV C.
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The visual portion of the presentation contains a statement
in bold face that (the policy) "pays for pre-existing cancer
after 120 days." This statement is followed in smaller
print by the explanatory phrase that this is true provided
that cancer has not been diagnosed prior to the expiration
of this time period. This printing layout emphasizes the
first statement and de-emphasizes the second with the
possible effect that the consumer will misconstrue the
pre-existing condition exclusion.

The practice of emphasizing, in positive terms, half of the
company's pre-existing exclusion appears to violate M.G.L.:

c.1760, §11 Regulation 5A, 58, 64(1) and 6C(1);

c.175, §110E Regulation (1-74) 54, 58, 64(1) and 6C(1);

c.93A §2(a), Regulation IV A and XV C

E. Policy CAN and CDV Application Form

The company uses an application form which requires that a
consumer respond to certain questions and affix his/her
signature. While the agents are actually directed to fill in the
information obtained, the form is drafted as though the consumer
is responsible for filling it in. For example, the first sentence
consists of a statement that the consumer is applying for
insurance and understands that the policy issuance will be based
on the information provided. The sentence immediately preceeding
the consumer's signature consists of a representation that the
information is true and complete. It appears therefore, that the
application should be treated for the purposes of this review as
one designed and intended to be completed by the applicant.

The company's application form excludes certain requi- A
information and accordingly violates M.G.L.:

c.176D, §11;

c.175, § 110E;

c.93A, §2(3)
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1. Although the benefits recoverable represent less than 50%
of the cost of an average hospital stay, the application
does not contain the required statement that "this policy
is supplemental in its coverage and is meant to be
purchased in addition to basic health insurance. This
policy pays for  % of the cost of an average stay
in a Massachusetts Hospital as defined by the Massachusetts
Division of Insurance Hospital Cost Standards."

The company's failure to include the required percentage
reimbursement information on the application appears to
violate M.G.L.:

c.176D, §11, Regulation 6A(3) and 7A;

c.93A, §2(a), Regulation IV A, XV 8 and XV C.

2. The application fails to clearly and unambiguously disclose
the company's pre-existing condition exclusion provision.
The only semblance of a disclosure concerning the
pre-existing condition exclusion is found in a question
asked on the application. This question concerns whether
any person to be covered under the policy has or has ever
had or been told he had cancer. While this procedure
introduces the concept of the exclusion, it is neither a
clear nor a complete statement of the company's exclusion
policy.

The failure to include a clear and unambiguous statement of
the Company's pre-existing condition exclusion in the
application appears to violate M.G.L.:

c.176D, § 11, Regulation 78;

c.93A, §2(a), Regulation IV A and XV C.

3. The application fails to contain most of the addltional
information required by Massachusetts Insurance Division
regulations. In addition to its failure to include the
information described above in this report, the company
fails to disclose: the existence and extent of the waiting
period; the fact that the reception of some benefits are
contingent on hospitalization; and the terms of
renewability and premium guarantee. There is also no room
provided on the application for the applicant's signature
specifically indicating that he/she understands the
required disclosures.
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The failure to disclose this information appears to violate
M.G.L.:

c.176D, §11, Regulation 7C, 70, 7F and 7G;

c.93A, §2, Regulation XV 8 and XV C.

4. The application provided does not contain questions that
elicit whether the insurance sought by the company replaces
other accident and sickness insurance. Massachusetts
Insurance Division regulations require that a specific
disclosure must be made if a consumer is replacing present
coverage by purchasing a new policy. To effectuate this
disclosure, the regulation also requires that any
application ask questions designed to elicit this
information.

The failure to include questions designed to elicit this
information appears to violate M.G.L.:

c.175, §110E, Regulation (2-74) 23(1);

c.93A, §2(a), Regulation XV C.

F. CDK Policy Form 

The company filed this policy with the Division on December 19,
1974; it was approved on December 26, 1974. The following
problems were found to exist in this policy form.

1. Certain of the benefits provided in the policy are based on
the "usual and customary" fees charged by providers of the
covered services. The policy form does not contain an
explanation of this term in the form reviewed.

The failure to adequately define the term "usual and
customary" appears to violate M.G.L.:

c.175, §110E, Regulation (2-74) 5(14);

c.93A, §(a), Regulation IV A, XV 8 and XV C.

2. The room and board benefits provided by the policy do not
equal the average Massachusetts semi-private room
accommodations for at least sixty (60) continuous days of
hospital confinement.

This failure to provide benefits equal to the average cost
of a semi-private hospital room appears to violate M.G.L.:

c.175, §110E, Regulation (2-74) 5(31);
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3. The company has reserved the right to increase premiums on

all policies within the state.

The reservation of the right to increase premiums of a

specified disease policy appears to violate M.G.L.:

c.175, §110E, Regulation (2-74) 5(32);

c.93A, §2(a), Regulation XV C.

G. CAN Policy Form 

The Company filed this policy on October 4, 1973. The Division

approved this policy on October 23, 1973. .

M.G.L. c175, g110E, Regulation (2-74) 25 states that these

regulations shall apply to policies filed with the Division on or

after December 1, 1974. It therefore appears that this policy is

presently exempt from these regulations.

The following list of regulations should be reviewed if this

policy is refiled with the Division,

M.G.L. c/75, §110E, Regulation 2-74), 5(19),

5(31 a and b), 5(32), 14 and 23.

General Comment:

The violations pointed out in this report must be corrected and

the recommendations implemented. The Company will submit to the

Division of Insurance within sixty days of publication date of
this examination report, a report stating how these violations

have been corrected and recommendations implemented. New cancer
expense policy and application forms and related promotional
material must also be submitted within sixty days. The Legal
Section of the Division of Insurance will consider thl
institution of disciplinary proceedings where appropriate.

* * * * * * * * * *

/.1 • •P

very truly yours,

—

Alan Wright Coopers & Lybrand Pail G. Gitlin, Esq.
Chief Examiner
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INTRODUCTION

The Massachusetts Division of Insurance, as part of its audit of Ameri-

can Income Insurance Company, decided to incorporate actual testimony

from policyholders. The Division at this time is particularly concerned

with the sales practices of companies who sell the so-called "dread"

disease or cancer coverage policies. The Division believed that the

testimony of actual policyholders would provide greater depth to its

understanding of the actual knowledge, behavior, and understanding of

consumers and the role that the insurance companies themselves play in

the education of consumers.

The material covered in the questionnaire and the sample design were

structured to mesh as closely as possible with the known sales practices

of American Income Insurance Company. This report presents findings

only from the actual surveys conducted among policyholders.
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Background

American Income Insurance Company presents itself as a union label

company. Its primary selling approach is through unions. Almost all

policies are sold by agents rather than through the mail.

Questionnaire 

The questionnaire (see Appendix) was designed to obtain information

in the following areas:

1) Other insurance coverage of the respondent, in particular

Blue Cross/Blue Shield, Medicare, and other major medical

policies. This knowledge was important primarily because of

coordination of benefits clauses in the Blues.

2) Any experience with cancer policies by the respondent. This

was to identify types of respondent.

3) Respondent purchasing mechanism (through an agent, through

union recommendation, etc.).

4) If the policy was purchased through the employer, the

• respondent's understanding of the employer's role and parti-

cularly the degree of employer endorsement.

5) If the respondent had contact with an agent either at home or

at work, the respondent's present and past experience with the

agent.

6) Reasons for buying cancer policies in general and this policy

in particular. This area included:
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o Knowledge of the actual coverage provided by the

policy,

o Expressed reasons for buying the policy.

7) Other experience with American Income, notably claims or other

contact over policies.

Demographics and other background information about the

respondent.

Sample Design 

The sample was drawn by American Income personnel from its own

records. It included 800 individuals in Massachusetts who had been

issued a cancer care policy by American Income during the period January

1, 1978 to July 31, 1978.

Interviewin

Interviewing was carried out by professional interviewers within

Massachusetts during the middle part of November, 1978. Most of the

interviews were conducted during evening hours or on weekends in order

to obtain a good cross section of respondents, many of whom were of

working age. Interviews were conducted by telephone, and all inter-

viewers had had previous experience with this type of interviewin,,. In

addition, all interviewers were briefed on this particular questionnaire

and sample.

During the course of the interviewing, ABC News carried a succes-

sion of items on problems with cancer policies. As a result, inter-

viewing was discontinued so as not to bias the results by that unfavor-

able publicity.
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SUMMARY OF FINDINGS

Medical Insurance 

The overwhelming majority of respondents to this study have some

form of broad scope medical insurance policy. Seventy-two percent are

covered by Blue Cross, 24% have another hospital insurance plan, almost

all the older respondents have Medicare coverage, and 35% claim another

form of major medical. All together, only 5% of those interviewed

report having no broad scope medical coverage.

No Coverage 5%

Blue Cross only 37

Other but not Blue Cross 23

Other and Blue Cross 35

About three fourths of the sample say they have a cancer-only

coverage policy as well, and another four percent say they have a non-

cancer American Income policy. Thus, about one fifth of the sample do

not recall having an American Income policy either by type of policy or

by company name.

Virtually no one (2%) claimed to know the meaning of the term

"coordination of benefits." Further only about one out of 12 of ,'ose

who say they have both Blue Cross and another health insurance poly

know that Blue Cross will not pay the entire bill if they were to make a

claim to both Blue Cross and another company for the same bill. It is

thus clear that few respondents know that Blue Cross uses coordination

of benefits, and most feel Cley can collect more than once for the same

bill if they have Blue Cross plus other policies.

64-278 0 - 80 - 21
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Sale's of Policies 

About 85% of those who recall owning a cancer policy bought it at

home. More than 90% bought the policy through an agent. Over 90%

neither knew the agent before they bought this policy nor have they ever

seen the agent again.

Only one in five said the agent pressured them to buy the policy

the same evening, but six out of seven actually did buy their policy at

that time. Buying the same evening as the agent's visit was facilitated

by the fact that the policyholder's family was generafiy also present,

and the agents spent an average of more than half an hour selling the

policy. In two out of three sales, the agent also used a brochure.

Thus, the apparent sales pattern is for the agent to get into

the home, often through a union recommendation, spend a reasonable

length of time, sell the policy, and then get out without ever coming

back again.

Union Endorsement 

About one fifth of the respondents first heard of the policy

through their union. Many others heard through fellow employees or in

similar ways. Presumably as a result, three out of four of those with

an opinion think the policy is endorsed by their union. On the o*.er

hand, only one out of 11 think that American Income is a "union" lot)el

company.

The agentr do not seem to abuse this implied union endorsement.

Most respondents did not think the agent presented himself as a union

representative, nor did they see the policy as a supplement to their

union contract benefits.

Overall, the company trades on an implied endorsement by the

potential policyholders' union, but this appears reasonable in light of

the union's general cooperation in providing lists of names.
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Factors Motivating Policy Purchasing Behavior 

The respondents in this sample say they bought a cancer policy

because of fear of the disease itself or of its cost and because of the

widespread incidence of the disease. They chose an American Income

policy because of the implied endorsement of their union or because it

was the only one they looked at.

At least some of the information about incidence and cost had come

from the agent. Three fourths of cancer policyholders said that the

agent had mentioned that "1 out of 4 Americans will eventually get

cancer." Of those who recalled what the agent had said about the cost of

cancer, almost 80% said that the agent had mentioned a cost range of

$30,000-$40,000.

Knowledge of Benefits 

While respondents are very concerned about the incidence and cost •

of cancer, they are not knowledgeable about the potential benefits of

the policy. For instance, only one in four "knew" that there was a 60

day waiting period before the policy becomes effective.

More important, most respondents did not know the amount of bene-

fits typically paid by the policy. Respondents were asked what part of

a $20,000 and of a $2,000 bill for cancer would be paid by their policy.

In both cases, most people did not even think they knew, and of those

that did "know," the great majority thought the policy paid the total

amounts.

Similarly, almost no one knew what coordination of benefits r ant,

and as indicated above, most people did not understand the concept .it

applies to Blue Cross policies.

Claims 

There were a very small number of respondents who had made a claim

against American Income, and these people indicated no dissatisfaction.
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CONCLUSIONS

American Income sells cancer policies primarily to working aged

people using an implied union endorsement. Policies are sold in homes

through agents.

Policyholders are not particularly well informed as to the bene-

fits of the policies, and in many cases have overlapping coverage of

several kinds.

American Income's agents are clearly more interested in presenting

the horrors and catastrophic costs, real or imagined, of cancer than

they are in describing the likely real benefits of the policies they

sell.
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PASTE LABEL HERE

Bello, my aame is  . The Massachusetts Division of Insurance, the state
agency which regulates and supervises insurance companies operating in the state,
bAs asked us to interview people about their health insurance. If you wish, you may
can. Alan Wright at the Division of Insurance Chief ExAmin•r's office (617)
727-4395 to confirm our credentials.

2. Are you personally covered by your awn or someone
else's Blue Cross/Blue Shield insurance policy?

IF "YES" ASK: 
2. Have you ever read your Blue Cross or Blue

Shield policy or a description of its benefits?

3. Do you have any health Insurance with any
other companies in addition to Blue Cross/
Blue Shield?

1 YES
2 NO--GO TO Q. 5
3 DON'T KNOW--GO TO Q. .57

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

IF "YES" ASK: 
4. If you were to make a claim to both Blue I PAY TEE BILL

Cross/Blue Shield and to this other insur- 2 PAY A REDUCED BILL
&nee company for the sane bill, as far as 3 NOT PAY AT ALL
you know would Blue Cross/Blue Shield 4 DON'T KNOW
pay the bill, pay a reduced bill or not
pay the bill at all?

Are you personally covered by Federal Government
medicare insurance?

IF "YES", ASK: 

I. 

6. Have you ever read a description of your
medicare insurance coverage?

4.. Do you have any other major medical insurance
,or broad coverage health insurance policy?

1 YES
2 NO--GO TO Q.  6141,L
3 DON'T KNOW- ad no Cdt.

1 YES
2 NO

1 -YES
2 NO
3 DON'T KNOW

Do you have any health insurance policies with
the American Income Insurance Company?

IF "no" ASK:

1
2

1
2

YES
NO

3 DON'T KNOW

YES
NO--GO TO Q. 0

3. DON'T KNOW-- CO 70 Q

8. Have you ever had any health insurance policies
with the American Income Insurance Company

•

IF "YES" ASK:

I 

9. Was this policy cancelled by American
Income Insurance Company, or did you
drop the policy yourself?

1
2

YES CANCELLED
DROPPED IT MYSELF

3 DON'T KNOW--GO TO Q. /0

IC'
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IF POLICY CANCELLED BY COMPANY, ASK: 
9a. Why .did the company cancel your

poliCy?

IF POLICY DROPPED, ASK: 

9b. Why did you drop this policy?

9c. When you dropped this policy
did you replace it with another

one like it?

1 YES
2 NO

EVERYBODY 

Some insurance companies sell policies limited 1 YES, HAVE CANCER POLICY

to covering expenses specifically resulting from 2 YES, HAVE HAD POLICY

cancer. Do you have or have you had a policy 3 NO, HAVE NOT HAD POLICY

that only covers cancer expenses?

a. Do you have any cancer insurance policy that is
attached to a life insurance policy?

1 YES
2 Na
3 DON'T KNOW.

IF "YES" HAS ANY SORT OF CANCER POLICY, OR HAS HAD A CANCER POLICY, ASK: ALL OTHERS TO
Q.( P.

11. How many policies that cover only cancer POLICIES
and no other illness do you presently have? 2 NONE—GO TO 44I, P. 8

12. What is the name of the company of your most recent (or only) cancer

policy? (INTERVIEWER: PROBE FOR THE COMPLETE NAME, WRITE THE COMPLETE

NAME BELOW.)

l3. Have you actually received a copy of your
cancer insurance policy?

1 YES
2 NO
3 DON'T KNOW

TERVIEWER: READ TO RESPONDENT: "Now I am going to discuss with you
is most recent (or your only) cancer policy? This includes any that are part
a life insurance policy.

Did you first hear about this cancer policy
from an insurance agent or from some other
source?

IF "OTHER SOURCE," ASK: 

1 

15. From what other source did you hear about
this cancer insurance policy?

1 AGENT
2 OTHER SOURCE

1 BROCHURE
2 FRIENDS, RELATIVES
3 FELLOW EMPLOYEES
4 LABOR UNION
5 OTHER
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As far as you know, does your labor union
actually endorse this cancer policy as a
good insurance policy?

As far as you know, is the American Income
Insurance Company a union label company?

IF "YES" , ASK: 
17a. What does a union label company mean to you?

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

.8. Did you purchase your cancer policy when you 1 IN HOME
were in your home, or when you were at your 2. AT JOB
job? 2 OTHER 

19. Did you buy your cancer insurance through
an insurance agent or did you bUy it
through the mail?

IF SOUGHT FROM AGENT ASK BELOW. ALL OTHERS GO TO

1 THROUGH AGENT
2 THROUGH MAIL
3 OTHER

20. Where did the agent who contacted you get your name?

21. Did you personally ever discuss this cancer
policy with the agent who sold it to you?

1 YES
2 NO
3 DON'T KNOW

la. Did the insurance agent who sold you your 1 YES
cancer policy say he was a labor union 2 NO
representative? 3 DO r f KNOW

22. Did the agent who sold you this cancer policy
also sell you any other type of insurance at
the same ti,e you bought your cancer policy?

1 YES
2 NO

IF "YES" ASK: 
23. How many other insurance policies did you   Policiesbuy at the same time you bought this cancer X NONE

policy? Y DON'T KNOW

24. Had you ever dealt with this insurance agent
before he sold you the cancer policy, or was
he a new agent?

IF "HAD DEALT WITH AGENT BEFORE," ASK: 
i 25. For how many months or years have you

known the agent who sold you your cancer

1 HAD DEALT WITH BEFORE
2 NEW AGENT
3 DON'T KNOW

MONTHS
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: EVE:NBODY WITH A CANCER POLICY 

Thinking of your most recent cancer policy, did
you buy it to replace a former cancer policy, in
addition to another cancer policy, or is it a
completely new Cancer policy?

IF "REPLACED" OR "IN ADDITION TO," ASK: 

1 TO REPLACE FORMER POLICY
2 IN ADDITION TO
3 COMPLETELY NEW POLICY
4 OTHER

37. How much influence did your agent have on
your decision to replace a former policy
or add another one--a great deal of
influence, some influence, or very little
influence?

Thinking of your most recent cancer policy, have you
ever seen or read a brochure describing the terms of
this cancer policy?

Have you ever seen or read a disclosure statement
describing the terms of your cancer policy?

1 A GREAT DEAL OF INFLUENCE
2 SOME INFLUENCE
3 VERY LITTLE INFLUENCE
4 DON'T KNOW

•
1 YES
2 NO
3 DON'T KNOW.

1 YES
2 NO
3 DON'T KNOW

IF "YES", HAVE SEEN DISCLOSURE STATEMENT, ASK: 
40. How much of the disclosure statement have you —

1 

1 ALL OF IT
read--all of it, about half of it, or less 2 ABOUT HALF OF IT

than half of it? 3 LESS THAN HALF
4 NONE
5 DON'T KNOW

What are your most important reasons for buying a cancer insurance policy?

Thinking of your most recent (or only) cancer policy, what made you
especially choose that one company's policy rather than some other
company's policy?
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am •going to read you a series of statements. For each statement, please
tell me whether your cancer policy provides that benefit or not.

a) Your cancer policypays benefits for care in
nursing homes or rest homes—yes or no.

b) Your cancer policy pays doctors fees for visits
and examinations only when you are actually •
in the hospital. Yes or no?

c) Tour policy will pay for illness or poor health
caused by the cancer treatment itself--yes or no.

d) Your cancer policy covers you only after a 60
day waiting period from the time you buy the
policy—yes or no?

e) Your cancer policy will pay for drugs purchased
for cancer treatment after you are out of the
hospital--yes or no? •

f) Chemotherapy treatments for cancer are covered
in your cancer policy--yes or no?

What are the maximum cancer benefits per person
you could receive under your cancer policy--under
$10,000, between $10,000-$25,000, between $25,000-
$50,000 or more than $50,000?

If you received a total hospital/doctor's bill for
$20,000 from a cancer illness, about how much of this
bill do you think your cancer insurance policy would
pay for --all $20,000, between $10,000 and $20.000,
or less than $10,000?

If you received a total hospital/doctor bill for $2,000
from a cancer illness, about haw much of this bill do
you think your cancer insurance policy would pay for
you--all $2,000, between $1,000 and $2,000, or less
than $1,0007

As far as you know, on your cancer policy, can you
choose to receive disability paymeuts for
loss of time from work due to cancer instead of
having the insurance company reimburse you for your
medical bills?

Do you see any advantage to you in receiving cancer
insurance payments as disability payments rather than
as reimbursement for actual medical bills incurred?

Have you ever heard of the term "coordination of
benefits"as it applies to your cancer insurance
policy?

YES NO iNKT

1 2 3

1 2 3

1 2 3

1 2 3

1 2 3

1 2 3

1 UNDER $10,000
2 $10,000-$25,000
3 $25,000 -$50,000
4 MORE THAN $50,000
5 DON'T KNOW

1 ALL $20,000
2 BETWEEN $10,000-$20,000
3 LESS THAN $10,000
4 DON'T KNOW

1 ALL $2,000
2 BETWEEN !,1,000-$2,000
3 LESS THAN $1,000
4 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO

3 DON'T KNOW
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Baia you ever. written the company about your

cancer policy or cancer coverage?

IF "TES", •
51, How satisfied were you with the response of

the. company-7er,, satisfied, fairly satisfied,

or not too satisfied?

52. Have you ever had to write more than once to
get ad answer from the company?

Have you ever mede a claim under a policy that covered

mu cancer expenses?

Have you ever made a claim against American Inc:7.e
Insurance Company on your cancer policy?

1 YES
2 NO 64 704 53
3 DON'T K1O4.4]

I VERY SATISFIED
2 FAIRLY SATISFIED
3 NOT TOO SATISFIED
4 COMPANY HAS NOT RESPOND

5 DON'T KNCW

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

IF RESPONDENT S MADE A CLAIM EN or 5 ASK: ALL OTHERS GO TO Q. 4../

55.. Was the claim paid in full, paid partially,
denied, or is the claim still in process?

I RAID IN FULL
2 RAID PARTIALLY
3 DENIED
4 IN PRCCESS
5 OTHER

56. Row much was your total claim to the insurance
company? Y DON'T KNOW

57, How much money did the insurance company pay
you?

Y DON'T KNCIA

58, Was this payment MOre than you expected, was 1 MORE THAN EXPECTED
it leas than expected, or was it about what you 2 LESS THAN EXPECTED

expected? 3 ABOUT WHAT EXPECTE.)
4 DON'T KNCW

Did you also receive money from any other
52. 

insurance for the eece illness?

60. Was the claim you submitted greater than your
actual bills, less than your actual bills, or the
sena as your actual bills?

1 YES
2 NO
3 DON'T IGNOW

1 GREATER THAN
2 LESS THAN
3 SAME AS
4 DON'T KNOW
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Now,a .fe'cuestions for statistical purposes. . .

61 7 ' Bow old,are you?  YEARS

62. What was the last grade you completed in

school?

63. What is your marital status?

64. How many people over age 18 live in your
household, including yourself?

1 HIGH SCHOOL INCOMPLETE

2 HIGH SCHOOL COMPLETE
3 SOME COLLEGE
4 COLLEGE COMPLETE

1 MARRIED
2 SINGLE, NEVER MARRIED

3 DIVORCED
4 WIDOWED
5 SEPARATED

1 ONE
2 TWO
3 THREE
4 FOUR

65. What is your ethnic background? PROBE: Are you descended from Irish

immigrants, etc?

I IRISH, ENGLISH, WELSH, SCOTS
2 ITALIAN
3 EASTERN EUROPEAN (POLISH, HUNGARIAN, CZECH)

4 JEWISH.
5 GERMAN, AUSTRIAN

6 SCANDINAVIAN (DANISH, NORWEGIAN, FINN, SWEDE)

7 FRENCH
8 SPANISH SPEAKING (PUERTO RICAN, CUBAN, ETC.)

9 ORIENTAL
10 BLACK (AFRICAN)
11 OTHER

66. How many full-time wage earners live in this
household, including yourself?

1 NONE
2 TWO
3 THREE OR MORE

IF ANY FULL-TIME WAGE EARNER , ASK: 

67. Are you covered by any group health 1 YES

insurance paid in full or in part by the 2 NO

employer? 3 DON'T KNOW

68. Are you covered by any union health and
welfare plan?

69. Have you ever bought any insurance sold
through this employer, but not paid for by
the employer?

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO
,3 DON'T KNOW
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•
70... Is your total family income under $15,000 per

year, between $15,000-$25,000 per year, or more

than $25,000 per year?

71. SEX: 1 MALE 2 FEMALE

72. Has anyone in your immediate family or among your

friends had any form of diagnosed cancer within

the past five years?

Thank you for this interviewt

TfME INTERVIEW ENDED

INTERVIEWER'S NAME

INTERVIEWER EVALUATION:

The respondent:

The respondent:

The respondent:

.59

1 UNDER $15,000
2 $15,000-$25,000
3 MORE THAN $25,000
4 REFUSED

1 YES
2 NO
3 DON'T KNOW

LENGTH OF INTERVIEW

1 SPOKE ENGLISH VERY WELL

2 SPOKE ENGLISH ADEQUATELY

3 SPOKE ENGLISH POORLY

I SEEMED TO UNDERSTAND ALL QUESTIONS VERY WELL

2 SEEMED TO UNDERSTAND MOST QUESTIONS

3 SEEMED TO UNDERSTAND FEWER THAN HALF THE QUESTIONS

4 SEEMED TO UNDERSTAND ONLY A FEW QUESTIONS

1 COULD HEAR VERY WELL

2 COULD REAR FAIRLY WELL

3 COULD NOT HEAR WELL AT ALL
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MCCABE Se SIDEL
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WASIIINGTON MALL
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The Honorable James M. Stone
Commissioner of Insurance
100 Cambridge Street
Boston, Massachusetts 02202

December 14, 1978

Re: Special Market Conduct Examination of
Union Fidelity Life Insurance Corporation 

Dear Commissioner Stone:

I respectfully submit the following information and exhibits. The

information contained in this letter and the enclosed exhibits represen
ts

the results of the special market conduct examination. The contents of the

exhibits are summarized below.

A. Sales, Advertising and Promotional Materials. The principal

bodies of law governing the form and content of sales, advertising 
and

promotional practices in the Commonwealth of Massachusetts are M
assachu-

setts General Laws Chapters 93A, 175 and 1760 and the rules and 
regulations

promulgated thereunder. All reflect basic concepts of fairness and full

disclosure. This is more fully discussed in Exhibit 1, which is a memo-

randum of law setting forth the legal authorizations upon which the
 following

standards of review and apparent violations are based.

In summary, advertising capable of being interpreted in a

misleading way should be construed against the advertiser. One should

look not only to the literal meaning of words used, but also to all
 that

is reasonably implied. The team in this examination has employed its

expertise to evaluate an advertisement as it would appear to the ge
neral

public, which includes many persons who are of limited experience, edu
ca-

tion or training and who are not conversant with health and insuran
ce needs

and resources. It is a fact of the marketplace that many who make purchases

do not or cannot stop to analyze fully the advertising claims. All too

often decisions are governed by appearances. Advertising practices may

violate Commonwealth regulations not only where there is proof of 
actual

deception, but also where representations have a capacity or tendency 
to

deceive. Many times advertising innuendo induces misunderstanding or

deception as surely as outright false statements.

In order to evaluate the completeness and fairness of adverti
sing

and promotional materials, it is necessary to know all that is rele
vant

to the subject matter of the advertising, including much informatio
n which

is omitted from the actual advertisements. To accomplish the evaluation,
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it was necessary to acquire and analyze extensive information concerning the

costs of medical treatment, the courses of treatment and the development of

various diseases and nealth care resources available to the general public.

This is a task which is virtually impossible for the overwhelming majority

of the general public. The enormity of the task underscores the need for

full and fair disclosure in company advertising. It is apparent that between

the company and the consumer, only the company has the realistic opportunity

and the economic and reference resources available to perform such a task.

The team, because of time limitations, did not conduct a thorough

review of each and every piece of advertising literature promulgated or

utilized by the Company during the past few years. The team did conduct a

thorough item-by-item review of selected promotional materials, particularly

those relating to cancer and Medicare supplements. The general findings

and conclusions were then compared with the results of an abbreviated exami-

nation of every piece of literature to determine if the specific findings of

the thorough review were indicative to overall Company advertising practices.

The conclusions and observations reached about cancer and Medicare are repre-

sentative of many of the Company's advertising materials and the specific

statutory violations set forth in Exhibits 2, 3 and 5 are applicable to

other materials not so thoroughly reviewed.

Exhibit 2 is a legal review of the promotional materials utilized

by the Company in the sale of its Basic Cancer Benefit Insurance Policy.

The Famous People Advertising Brochure is only one of many utilized by the

Company, but the apparent violations found are typical in kind to those

found in other cancer promotional materials. Exhibit 3 is a legal review

of the promotional material utilized in the sale of the Company's Cancer

Extras Rider and Cancer Increase Rider. The apparent violations set forth

are also typical of violations found in other cancer-related promotional

materials.

Exhibit 2 lists in excess of 90 apparent violations of Massachusetts

laws for the particular advertising brochure reviewed. The apparent viola-

tions are representative, and not exhaustive, of violations related to the

cancer benefit policy. In summary, the brochures failed to include sufficient

material and relevant information to permit the consumer to make a meaningful

and informed decision concerning the adequacy and appropriateness of the

insurance policy promoted. The information omitted includes, but is not

limited to, average individual costs of cancer treatment, courses of treat-

ment of cancer, company loss ratios (benefits paid/premiums received) and

relationship to other insurance available to the consumer. As a result, the

reviewed advertising was not sufficiently clear and complete to avoid decep-

tion or the capacity or tendency to mislead or deceive the consumer. The

brochures reviewed contain numerous half-truths or ambiguous statements which

contribute to the capacity or tendency of the materials to mislead or deceive.

n some cases, because of the time limit and the benefit structure of the

licy, it is literally impossible for the policy holder to collect benefits

advertised. In other cases, because of the usual course of cancer treat-

t and general hospital practices, it is highly improbable, but not literally

ssible, that full benefits will be paid. In any case, the sale of the
ct policies is unconscionable when viewed by accepted legal standards.



329

The same general comment can be made concerning the apparent violations found

in Exhibits 3 and 5. Exhibit 3 lists in excess of 120 apparent violations of

Massachusetts law. Exhibit 5 is a review of the Medicare Supplement Insurance

Plan marketed through the Senior Citizen Group Insurance Trust. Exhibit 5

lists approximately 69 apparent violations found in the reviewed materials.

In all cases, the acts or practices represented by the apparent violations

set forth in Exhibits 2, 3 and 5 would violate Massachusetts General Laws

Chapters 93A, 175 and 1760.

B. Insurance Policy and Application Forms. The public policy of

the Commonwealth with regard to the required contents of health insurance

policies and applications is best stated in the regulations themselves.

That policy is to provide reasonable standardizations and simplification

of the terms and coverages.. .to facilitate public understanding and compari-

son...to eliminate provisions which may be misleading or confusing and to

provide full disclosure." The standards found in the regulations are intended

to provide the consumer with a meaningful and informed basis for making deci-

sions concerning the acquisition and retention of health insurance. Exhibit

4 is a review of the Basic Cancer Benefit Insurance Policy and riders which

are marketed by the Company. Exhibit 6 is a review of the seven-star Medicare

Supplement Insurance Policy which is marketed by the Company. These two

policies are the principal forms in use by the Company for the sale of Cancer

and Medicare Supplement Policies. Exhibit 4 indicates 20 apparent violations

in the Basic Cancer Benefit Policy form. Exhibit 6 indicates 13 apparent

violations in the Medicare Supplement Insurance form.

If additional comments or documentation is required, please do not

hesitate to contact me.

Very truly yours,

Arthur J. McCabe, II

AJM:pmb

Enclosures
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SPECIAL MARKET CONDUCT EXAMINATION

OF

UNION FIDELITY LIFE INSURANCE COMPANY

* * * * * * * * * * * * * * * * * * * * * * * * * * * * *

EXHIBIT 1 

Memorandum of Law

* * * * *

EXHIBIT 2 

Career Famous People Advertising Brochure

* * * * *

EXHIBIT 3 

Cancer Extras Rider and Cancer Increase Rider

* * * * *

EXHIBIT 4 

Cancer Benefit Policy and Riders

* * * * *

EXHIBIT 5 

Medicare Supplement Insurance Plan

* * * * *

EXHIBIT 6 

Medicare Supplement Policy

December 14, 1978



331

EXHIBIT 1 

MEMORANDUM OF LAW 

Contents Page No. 

Introduction  1

Applicable Law  2

Discussion  3

Conclusion  4

64-278 0 - 80 - 22



332

EXHIBIT 1 

MEMORANDUM OF LAW 

LEGAL STANDARDS APPLICABLE TO MARKETING PRACTICES

Introduction 

The Commonwealth of Massachusetts has established explicit minimum
standards against which all marketing and sales practices and methods of com-
petition of insurance companies are measured. These standards apply not only
to the form and content of the insurance policies and promotional materials
utilized therewith, but also to all other acts and practices which the insurance
company may employ in its dealings with the consumer. In very general terms,
"Fairness" in the marketplace is the underlying concept upon which all consumer
protection statutes and regulations are based. This concept of fairness includes
but is not limited to consideration of such factors as relative bargaining posi-
tion of the company and the consumer, access to relevant information upon which
decisions can be based, alternatives available to the consumer and the relative
costs thereof and, of course, compliance with specific Commonwealth Laws and
Regulations.

There are two general areas of review in examining the marketing approach
of a particular company as it is measured against Consumer Protection Laws. The
first involves a review of all the individual pieces of advertising and promotion-
al materials and specific insurance policies and riders thereto to determine that
all the materials reasonably comply with appropriate laws and regulations govern-
ing such materials and to determine that the promotional materials are complete,
contain all material facts and are presented in a writing style in such a manner
that the consumer can make a reasonably informed decision. This, of course, re-
quires that all promotional materials reasonably reflect all significant insurance
policy provisions and are consistent with the policies they promote. It also
requires a review of the authenticity, content and fairness of all factual repre-
sentations included in the promotional materials. This first area of review
generally utilizes existing statutes and rules and regulations and is usually
performed in a piece-by-piece manner. This area generally involves an interpre-
tation of the letter of the law.
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The second area of major concern is of much broader nature and involves
an examination of the spirit and intent of the law. This area of review is
conducted from a much broader perspective and it requires an examination of
overall company philosophies, approaches and techniques and it ultimately re-
quires an overall evaluation of the basic worth of the company's products. Viola-

tion of these areas of the law are of a much greater significance to the Division
because they are much less susceptible to corrective action by the company and
have the potential of doing the greatest harm to the citizen of the Commonwealth.

It is possible to h.ive violations of the former area without violations of the
latter. The converse is also true.

Applicable Law 

The principal bodies of law governing the form and content of sales,
advertising and promotional materials are Massachusetts General Laws Chapter
176D, Section 3 and the regulations promulgated thereunder; Massachusetts General

Laws Chapter 175, Section 110E and the regulations promulgated thereunder; and
Massachusetts General Laws Chapter 93A, Section 2 and the regulations promulgated
thereunder. Chapter 93A is the Consumer Protection Act. In summary, all reflect

the basic concepts of fairness and full disclosure enunciated earlier in this report.

Discussion 

The Massachusetts Consumers Protection Act, M.G.L. Chapter 93A, prohibits
unfair and deceptive acts and practices in the conduct of any trade or commerce.
When dealing with the insurance industry in particular, Chapter 93A must be read
in conjunction with M.G.L. Chapter 175, Section 110(E) and M.G.L. Chapter 1760,
Section 3. These sections enumerate those practices of the insurance industry
which the legislature had determined to be unfair and deceptive. As we have seen
in the preceding memoranda, several of Union Fidelity's practices meet these
criteria.

Section 2(h) of Chapter 93A requires the courts of the Commonwealth in
construing Section A to also be guided by the interpretation given by the Federal
Trade Commission (FTC) and the Federal Courts to Section 5(a)(1) of the Federal
Trade Commission Act, 15 U.S.C.A. 45(A)(1), which, like Chapter 93A, prohibits
unfair and deceptive trade practices. In addition to the laws of the Commonwealth

of Massachus_tts, which enumerate those practices of the insurance industry which
are conside.L -'. unfair and deceptive, the FTC and the Federal Courts have sought
to determine what constitutes an unfair and deceptive trade practice by first
establishing standards of fundamental fairness and then looking to see if a parti-

cular act is contrary to those standards.

An act or practice or representation is a "deceptive" act or practice if it

has the "capacity" or "tendency" to deceive. Intent to deceive or actual deception

need not be proven or found. FTC v. Sterling Drug, Inc., 317 F.2d 669 (2nd Cir.

(1963), Montgomery  Ward Co. v. FTC, 379 F.2d 666 (7th Cir. 1967). The test is
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whether the natural and probably result of the challenged practice is 
to cause

one to purchase that which he did not intend to buy. Indiana Quatered Oak Co. 

v. FTC, 26 F.2d 340 (2nd Cir. 1928); Brockenstette v. FTC, 134 
F.2d 369 (10th

Cir. 1943). In determining whether a representation is deceptive, its effect

upon the "ordinary" purchaser, the public, or the "average" man
 is considered.

In the performance of this review, it is the effect upon the so
-called "average"

person within the segment of the public to which the advertisin
g is directed.

The law is not made for experts, but rather to protect the pub
lic, which includes

the ignorant, the unthinking, the credulous and the less sophi
sticated, who, in

making purchases, do not stop to analyze, but too often are govern
ed by appearances

and general impressions. Aronberg t.a. Positive Products Co. v. FTC, 132 F.2d

165 (7th Cir. 1943). Whether or not an advertisement is deceptive must be deter-

mined from the overall impression it conveys. This includes not only what is

said, but also what is not said and what may reasonably be implied. 
Spiegel v.

FTC, 411 F.2d 481 (7th Cir. 1969). It is immaterial that the given phrase, when

considered technically, might be construed so as not to constitute a 
misrepresen-

tation. Country Tweeds Inc. V. FTC, 326 F.2d 144 (2nd Cir. 1964). Statements

susceptible of both misleading and truthful interpretation will be 
construed

against the advertiser. Murray Space Shoe Corp. v. FTC, 304 F.2d 270 (2nd Cir.

1962).

Such advertising is deceptive. Rhodes Pharmacal Co. v. FTC, 208 F.2d 382

(7th Dir. 1953) rev'd on other grounds, 348 U.S. 940 (1955). Non-disclosure of

material facts which fails to "present the consumer an opportunity to
 make an

intelligent choice" is deceptive. J.B. Williams Co. v. FTC, 281 F.2d 884 (6th

Cir. 1967).

It is well settled in Massachusetts that Chapter 93A has wholly incor
porated

the standards of interpretation developed by the Federal Trade Commission
 Act.

Citing Federal Trade Commission v. Sperry & Hutchinson Co., 405 U.S. 
233 (1972),

the Supreme Judicial Court has held that the considerations to be used in
 deter-

mining whether a practice is to be deemed unfair include:

"(1) whether the practice... is within at least the

penumbra of some common-law, statutory, or other

established concept of unfairness; (2) whether it

is immoral, unethical, oppressive, or unscrupulous;

(3) whether it causes substantial injury to con-

sumers (or competitors or other businessmen). If

all three factors are present, the challenged prac-

tice will surely violate Section 5... if it is ex-

ploitative or inequitable and if, in addition to

being morally objectionable, it is seriously detri-

mental to consumers or others."

In order to illustrate how this standard is applied in an insurance case
,

one could look at the case of American Life and Accident Insurance Co. 
v. FTC,

255 F.2d 289 (8th Cir. 1958), which is factually similar to the present case
 and

has been cited often in late manner. In that case, the petitioner was an insurance

company organized under the laws of the State of Missouri, but just like 
Union
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Fidelity, did an extensive mail order insurance business in other states. The
advertising matter in question pertained to American's hospitalization and srgi-al
policy called the "Provider" or "New Provider" policy whicii provided indemnity for
loss of life by accidental bodily injury, for hospitalization and surgery due to
sickness or accident, and through the use of various riders it could be modified
or enlarged to cover a variety of contingencies. When the name of a prospective
customer was received, the company would send to that customer a form letter,
which was always accompanied by a brochure describing the policy, two application
forms and a return envelope. At times other advertising materials describing
benefits were mailed. This was especially so if no reply was forthcoming. In
addition, the brochure contained favorable comments from policyholders. This is
similar to Union Fidelity's policy of including a brochure with pictures of cele-
brities who have contracted cancer, and statements by policyholders attesting to
the excellence of Union Fidelity's policy. Just as with the Union Fidelity policy,

the American policy required no medical examination.

In reviewing American's policy, the FTC found the advertising of petitioner
violative of the Federal Trade Commission Act in the following ways:

(1) That it misrepresented the amounts paid as benefits;

(2) That it misrepresented the extent of coverage;

(3) That it misrepresented that, except for specific stated
limitations, the policies provided indemnification for
losses or expenses resulting from any sickness or acci-
dent, and

(4) That it misrepresented that its policies might be kept
in force continuously at the option of the insured.

These four categories of violations are basically the same as those
committed by the Union Fidelity policy. The Commission found all these practices

to be false and misleading and ordered remedial action.

The Supreme Judicial Court in Massachusetts has clearly stated that such
standards of review apply to insurance company practices. Dodd v. Commercial Union 
Ins. Co., 365 N.E.2d 802 (1977). The court has also stated thatactivities of de-
fendant may be investigated outside of the Commonwealth as long as they are rele-
vant to alleged violations of law within the Commonwealth. In the Matter of a Civil 
Investigative Demand Addressed to Yankee Milk, 362 N.E.2d 207 (1977). Finally, the
court has approved of restitution as an appropriate remedy under Chapter 93A, Common-
wealth v. DeCotis, 366 Mass. 234, 316 N.E.2d 743 (1974).

Conclusion 

In view of the foregoing, it is clear that Commonwealth and Federal standards
of legal review of advertising require full and fair disclosure of all material facts
which might influence a consumer in making his or her decision concerning the
acquisition of insurance. Furthermore, it is clear that broad powers of investigation
and enforcement are available where the law is apparently violated. This includes
class action remedies under certain circumstances.
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EXHIBIT 2 

Career Famous People Advertising Brochure

I. Subject Matter and Approach 

Items Reviewed: Cancer Famous People Promotional Brochure ($150,000)
UFLIC Form Number LBA 139-B

Underlying Insurance Policy: Cancer Benefits Policy
UFLIC Form Number 2140-20 ($100,000)

Filed for Approval in the Commonwealth: October 29, 1974

Approval by the Commissioner: November 26, 1974

Source: UFLIC Mass. Mailing Project 8-M-46-MR
4211 pieces of mail issued March 20, 1978 and March 21, 1973

Other plans available utilizing similar Brochures: $100,000 Plan; $290,000 Plan

Previous Similar Mailings Reviewed:

1. UFLIC Project Number 8-M-15-FE
13,864 pieces mailed February 17, 1978
20,994 pieces mailed March 3, 1978

2. UFLIC Project Number 7-E-49-JU
21,264 pieces mailed June 2, 1977 to June 22, 1977

3. UFLIC Project Number 7-M-73-0C
6,311 pieces mailed September 30, 1977 to October 4, 1977
8,225 pieces mailed

4. UFLIC Project Number 7-E-25-MR
8,328 pieces mailed Marcn 28, 1977

5. UFLIC Project Number 7-M-24-MR
20,750 pieces mailed April 9, 1977

6. UFLIC Project Number 7-E-87-0C
6,118 pieces mailed October 17, 19, and 20, 1977

7. UFLIC Project Number 8-M-43-MR
27,758 pieces mailed March 20 and 21, 1978

Total pieces mailed March 28, 1977 to March 21, 1978: 133,612

It appears from the results of the market survey that the segment of the public to which
this insurance policy is directed consists primarily of elderly citizens. The conclusionr
set forth below are based in part upon the impression and impact the advertising mater-
ial will have upon these citizens.
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II. Analysis of Benefits Payable under Cancer Benefit Policy 5150,000 

Maximum Benefits Payable: S150,000 Premium for Individual Plan: $ 4.40/month
552.80/year

In-Hospital Benefits 

Hospital Confinement (must be overnight resident in qualified hos
pital)

(periods separated by less than 30 days are considered one confin
ement period)

90/day 1-7 days
60/day 8-90 days

$ 630
$4,980 

Total Available  $5,610

Physician 

Actual charges up to $15/day. Physician cannot be surgeon who

performs surgical procedures.

$15/day to a maximum of 900   $ 900

Nursing

Must receive full-time and private care and attendance other than

that regularly furnished by the hospital and only when authorized

and requested by a legally qualified physician and surgeon. Actual

charges up to6/day.

$36/day to a maximum of $900  $ 900

Drugs and Medicines, including Chemotherapy 

10% of hospital confinement charges to $375. The policy makes

no mention of chemotherapy. The policy pays actual charges only

if they are less than 10% of hospital confinement. To collect

maximum drug benefits one must be a resident in a hospital for

59 consecutive days. Furthermore, chemotherapy, if it is covered

under this section, usually is taken on an out-patient basis at

hospitals; thus, it would not be covered in -any case.

In and Out of Hospital Benefits Maximum Available

Surgical Benefits 

$45-750 per operation. Out of the 40 surgical procedures

listed in the policy, only four procedures provide the
full $750. The average is less than $450. Multiple
surgical procedures through the same incision are treated

as one procedure. Although there is technically no
limit on the number of operations, sound medical prac-
tice would place a physical limit on the number of

operations a patient could undergo during a 3-year
period. 5750

-2-
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Anesthesia Maximum Available 

The policy will pay actual charges up to $105 for
an anesthesiologist as long as the anesthesiologist
is not regularly employed by the hospital. Most
hospitals have at least one on staff. $105

Blood and Plasma 

The policy will pay actual charges up to $450, but it
excludes credits for replacement blood donated on behalf
of the recipient. $450

X-Ray - Radiation - Cobalt Therapy 

The policy will pay actual charges up to $1,500, but it
will not cover diagnostic X-ray or other diagnostic proce-
dures or laboratory tests related to these treatments,
nor does any other provision of the policy cover these. $1,500

Ambulance 

The policy will pay actual charges up to $75 for each
confinement period (2 visits separated by less than 30
days are treated as one) for ambulance trips to and from
the hospital if the patient stays overnight at a quali-
fied hospital. To collect maximum benefits a policy-
holder must be confined 10 times during a 3-year period,
with each confinement being separated by more than 30 days. $750

MAXIMUM TOTAL REGULAR BENEFITS: $11,340

Remaining Benefits to be collected under Extended
Hospital Benefits Charges S138,660

Extended Hospital Benefits 

Cancer diagnosed during the first 120 days during which the policy
is in effect is not covered for two years. The policy will pay
100% of usual and customary charges up to 5250/day for Hospital
Confinement and drugs and medicine benefits. To collect, assuming
the usual and customary charges are $250 or more, the patient must
be confined 555 days consecutively.

The total number of days covered is 3 years from the date of
diagnosis, minus 90 days covered under regular benefits, or
1005 days.

If the usual and customary charges are less than $137.97 per day,
it is literally impossible to collect maximum benefits.

(Under the $200,000 Plan, the average daily rate must be greater than
$184/day in order to collect maximum benefits.)

-3-
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III. Legal Analysis 

Reaulation governing Advertisement of Accident and Sickness Insurance Promulgated
in-Accordance with M.G.L. c.175, Section 109.

A. Regulation 1-74, Sections 5(a) and 5(b) - Form and Content of
Advertisements:

"Section 5. Form and Content of Advertisements

A. The format and content of an advertisement of an accident
or sickness insurance policy shall be sufficiently complete and
clear to avoid deception or the capacity or tendency to mislead
or deceive. Whether an advertisement has a capacity or tendency
to mislead or deceive shall be determined by the Commissioner
of Insurance from the overall impression that the advertisement
may be reasonably expected to create upon a person of average
education or intelligence, within the segment of the public to
which it is directed.

B. Advertisements shall be truthful and not misleading in fact or
in implication. Words or phrases, the meaning of which is clear
only by implication or by familiarity with insurance terminology,
shall not be used."

For the purposes of this review and for compltance with the sections of Regu-
lation 1-74, the•following guidelines were observed:

1. An advertisement is sufficiently complete if it includes all material
and relevant facts and statements indicating applicable exceptions,
reductions and limitations to permit the consumer to perform a meaning-
ful analysis of its content and derive an accurate understanding of
the underlying policy.

2. An advertisement is sufficiently clear if it states all material and
relevant facts and statements in an unambiguous and concise form capable
of being reasonably read and interpreted in only one way.

3. An advertisement has the capacity to mislead or deceive if it includes
statements which, though reasonably clear and complete in context, could
be misunderstood or misconstrued if taken out of context or if the wording
or sequence thereof were slightly altered.

4. An advertisement has the tendency to mislead or deceive if it is not
reasonably clear or complete as written.

Apparent Violations 

Page 1 of the Advertisement (attached hereto)

Violation 1: The policy is designated $150,000 Cancer Plan. This
designation is misleading and deceptive because it is virtually
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impossible for the consumer to collect benefits to or approaching
the policy limit. The company is or should be aware of this im-
possibility. First, the company's own loss ratio and claims payment
history is indicative of this conclusion. Second, the benefits and
risks covered under the policy are inconsistent with actual medical
experience in the treatment of the various forms of cancer. In order
to collect the available benefits in full, the consumer would have to
have cancer diagnosed more than 120 days after policy issuance and,
in the 36- month period immediately after diagnosis, be confined to
a qualified hospital for a minimum period of 555 consecutive days.
Because the policy pays only actual costs, if the daily hospital
charges are less than $138, it is literally impossible to collect
the maximum.

Violation 2: The format of page 1 gives the appearance
of being a certificate of eligibility. This certificate
has the tendency to mislead or deceive the consumer into believing
that he or she has been specially selected to apply for this coverage
and that he or she is automatically eligible. This is not true, as
most recipients of the certificate are selected only because they
appear on a mass-mailing list purchased or acquired by the company.
The individuals appearing on these lists are not individually screened
nor are they selected on the basis of predetermined standards of eli-
gibility. Further, their eligibility is not guaranteed in that each
recipient of the certificate is subject to rejection because of pre-
existing conditions as would any other consumer applying for this policy.

Violation 3: The seal on the lower right hand corner of the certificate
has the capacity to mislead or deceive. The seal, bearing an eagle, stars
and stripes, and the words "SECURITY, SERVICE and PROTECTION" is desig-
nated "Official Seal." The implication or appearance is that it is
associated with or issued by a governmental authority. The seal is
meaningless and it is not issued or approved by or under tne authority
of any governmental or private agency or association.

Violation 4: The certificate offers a free gift if the application is
mailed by a certain date. The so-called "free gift" is merely an incen-
tive to apply promptly. In fact, it is merely part of the promotional
material and some form of free gift is offered or given to all mass-
mailing applicants regardless of the time they apply. Consequently,
the deadline date given and the implication that a free gift is depen-
dent upon a prompt response by the consumer are illusory. Thus, the
consumer may be misled or deceived.

Violation 5: The statement "...provides benefits for cancer treatment
in addition to any group insurance plan or Medicare" is misleading and
deceptive because if these other plans have coordination of benefits
provisions, then the benefits offered by the company plan are "instead
of" or "in lieu of", rather than "in addition to, these other benefits.

Page 2 of the Advertisement (attached hereto)

Violation 6: In the text of the letter are cited various statistics con-
cerning the number of persons who will be affected by cancer and the

-5-
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costs associated therewith. The statistics are stated as facts.
They are not facts, but estimates. The failure to designate them
as estimates where they appear in the letter has the tendency and
capacity to mislead and to create a false impression.

Violation 7: The letter emphasizes the $15,000 gross benefits
available. Because t is highly unlikely, if not impossible, to

collect this magnitude of benefits, this emphasis creates a false

impression which has the tendency or capacity to deceive. (See

Violation 1 above.)

Violation 8: The statement in the letter, the rest of the facts
about the cancer plan are inside", is not true. There is not a full
statement of the extent of the limitations and exclusions stated in-
side, nor are other facts (such as overall costs, other cancer-re-
lated plans as,ailable from the company, or loss ratio and claims pay-
ment history) stated. All of these omitted facts are material and
relevant to the decision to acquire the policy. The omission of these
facts renders the advertisement incomplete and has the capacity to mislead
the consumer.

Violation 9: The statement in the letter the cost is reasonable.. .as

little as $3.25/month" is misleading. The 53.25/month figure is the
premium for the company's $100,000 plan whereas all other statements in

the letter pertain to the $150,000 plan. This has the capacity to mis-
lead the consumer to believe the policy is less expensive than it
actually is in relation to the benefits received. Furthermore, the
determination as to the reasonableness of the cost can be made only

after,a sufficiently complete statement of all material facts about
the policy benefits and other plans is available. These facts are

omitted making the statement deceptive.

Violation 10: A portion of the letter stated "...wereoffering you the
opportunity to be protected by the UFL $150,000 Cancer Benefit Plan.
The plan will pay you cash for cancer treatment bosh in and out of the
hospital. And every penny of the money is paid DIRECT TO YOU..." This
statement has the tendency to mislead and deceive. First, it is highly
unlikely that the consumer will in fact collect every penny of the benefits

(see Violation 1 above). Second, few, if any, of the available benefits
cover treatment out of the hospital, yet the statement creates the im-
pression of full coverage in or out of the hospital.

Violation 11: The entire thrust of the letter and the format employed
has the tendency to create fear or trepidation in the mind of the con-
sumer with regard to the probability of getting cancer and its subsequent

cost. By emphasizing the estimates of the incidence of cancer and by de-
picting and quoting well-known and respected public figures as being victims
of cancer, an atmosphere of fear and anxiety is promoted in which the con-
sumer may be misled about the need for and the benefits of the company's
cancer benefit policy. The emphasis placed upon the emotions associated
with cancer rather than the actual benefits of the plan has the tendency
to mislead.
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Violation 12: The so-called "official seal" has the capacity and
tendency to mislead and deceive. (See Violation 3 above.)

Page 3 of the Advertisement (attached hereto)

Violation 13: The statistics utilized are taken from the American
Hospital Association and the American Cancer Society, are only esti-
mates, and should be designated as such. Furthermore, even as esti-
mates, their use has the capacity to mislead because the estimates
fail to cite necessary demographic, occupational, social and envir-
onmental factors which create variations in the incident and effect
of cancer.

Violation 14: The recitation of the gross economic cost of cancer to
the American people is misleading because it fails to state clearly
and completely the factors upon which the $3 billion annual cost is
based. There is no indication that the $3 billion cost includes many
factors such as wage loss and out-of-hospital expenses which are not
covered by the cancer benefit policy. The use of the gross economic
figure has the tendency to mislead the consumer.

Violation 15: The statement that the "average cancer hospital stay
is twice as long as other hospitalization" is misleading and decep-
tive particularly when it is included in a portion of the text em-
pnasizing the high cost of cancer treatment. The _statement is not
sufficiently complete because it omits the actual length of a hospital

stay due to cancer which, according to a survey bythe National Cancer

Institute (and others), is between two and three weeks, with a substan-

tial portion of hospitalizations being under thirty days.

Violation 16: The statement that "cancer costs include higher fees
for physicians services, drugs, nursing care and sick room equipment"
has the capacity and tendency to mislead because it gives no indica-
tion as to the actual costs incurred or the base costs against which
cancer costs are compared. Furthermore, the inclusion of this state-
ment is deceptive because it implies that all the stated factors are
covered by the policy.

Violation 17: All references on this page to $150,000 cancer plan or
cancer benefits is misleading and deceptive because the benefits of
the policy are set up in such a way as to make it highly unlikely such
substantial benefits will be received.

Violation 18: The statement that "all cancer benefits are paid in
cash direct to you..." has the capacity to mislead and deceive the
consumer. (See Violations 1 and 10 above.)

Violation 19: The recitation of Hospital Confinement Benefits

set forth within the section entitled "Cancer Benefits Summary"

has the capacity to mislead because the reduction of benefits
after the first seven -days is set forth in smaller print than

that used to indicate the increased benefits for the first
seven days. The statement is not sufficiently clear and

-7-
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complete to avoid deception because it fails to include both the
restrictive definition of hospital confinement, found in the
underlying policy, and the restrictions on the type of institution
covered, found in the exceptions and limitations. portions of the
policy and the advertisement. It also fails to include any
reference thereto.

Violation 20: The recitation of physicians benefits has the
capacity to mislead and it is not sufficiently clear and complete
to avoid deception because it is unclear whether the coverage is
for actual physician charges up to a limit or whether there is a
flat sum paid regardless of actual charges. The policy appears
to provide for payment of a flat sum. It is also unclear from a
comparison of the policy to the advertisement whether the exclu-
sion of charges by the surgeon performing surgery is applicable
only to those charges directly associated with the surgery or
whether all charges by said physician are excluded if he or she
also happens to be the surgeon performing surgery.

Violation 21: The recitation of nursing benefits has the capacity
to mislead and it is not sufficiently clear and complete to avoid
deception. First, it is unclear whether the payment is of actual
charges or a flat sum (see Violation 20). Second, it fails to
include or refer to the restrictive definition of in-hospital nur-
sing services found in the policy.

Violation 22: The recitation of benefits for drugs and medicines
including chemotherapy has the capacity to mislead and is not
sufficiently clear and complete to avoid deception. First, because
such recitation is stated in terms of a percentage of hospital con-
finement benefits it is subject to the same criticisms as those set
forth in Violation 19. Second, the advertisement makes reference to
chemotherapy whereas the policy does not. Third, it appears the policy
will pay actual charges up to $375 only if said actual charges are
not greater than 10% of the hospital confinement benefits. Thus, a
consumer could incur $375 worth of charges in the first week for
drugs and be denied a substantial portion of the payment because
the actual cost exceeded 10% of the confinement benefits. This
limitation is not sufficiently clear to avoid deception.

Violation 23: The recitation of the surgical benefits is unclear and
has the tendency to mislead. The benefits cite $45 to $750 per opera-
tion, yet the actual benefits set forth in the policy surgical schedule
are substantially less than the $750 promised. Of the forty surgical
procedures listed in the surgical schedule, only four pay the full
amount. The average is less than $450 per surgical procedure; thus,
the method of stating benefits is misleading.

Violation 24: The recitation of the Anesthesia benefits is deceptive
and incomplete because it fails to state that the anesthesia will
not be covered if the anesthesiologist is employed by the hospital.

-8-
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Violation 25: The recitation of blood and plasma benefits is not
sufficiently clear and complete to avoid deception because it fails
to include references to any credits the consumer may receive for
blood replaced by donors.

Violation 26: The recitation of X-ray, radiation and cobalt therapy
benefits is not sufficiently clear and complete to avoid deception
because it fails to set forth the exclusion of diagnostic X-rays or
other diagnostic procedures or laboratory tests related to this treat-
ment, which exclusion is set forth in the actual policy.

Violation 27: The recitation of ambulance benefits is deceptive and
it is not sufficiently clear and complete. It fails o include the
restrictive definition of"hospital confinement period set forth in
the policy. It also fails to set forth the requirement that the
consumer be admitted as a resident patient in order to collect the
benefits.

Violation 28: The recitation of extended hospital benefits is not
sufficiently clear to avoid deception and it has the capacity and
tendency to mislead and deceive. First, it is unclear from the
statement that the policy only pays actual charges on a per diem
basis. The policy does not pay $7,500/month or S250/day unless
said charges are actually incurred on a daily basis. Second, the
statement fails to include the limitation that the hospitalization
must be within the overall 3-year coverage period of the policy.
Thus, a person may be denied benefits before discharge from the
hospital and before the full benefits are paid if said hospitaliza-
tion continues beyond a point three years from the date the cancer
was diagnosed. Finally, the statements fail to include any estimate
as to what actual hospital charges may be so that the consumer will
clearly see that there is a substantial likelihood that full benefits
literally cannot be collected under the policy.

Violation 29: The format of the cancer benefits summary is not
complete because it fails to include a reasonable statement of limi-
tations and exclusions. It fails to include a clear statement that
cancer diagnosed during the first 120 days that the policy is in force
is not covered for two years. It fails to state clearly that all bene-
fits terminate three years from the date of diagnosis. Even though
these exclusions and limitations are stated and critiqued elsewhere,
they should be included in the benefit summary to permit a meaningful
analysis by the consumer. The summary entirely omits a clear statement
that the benefits are not provided for any other disease, sickness or
incapacity even though such disease or incapacity may have been com-
plicated or aggravated by such covered cancer or by the treatment given
for such covered cancer.

Violation 30: The offer of a "special free bonus" has the capacity
to mislead because it is neither special nor free nor a bonus (see
Violation 4).

-9-
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Violation 31: The format of the entire cancer benefits summary is
not sufficiently clear or complete to avoid deception or misunder-
standing because it fails to include any estimates or reliable
figures as to actual costs which may be incurred by the consumer
during the illness, which estimates could be used by the consumer
in analyzing and evaluating the coverage offered by the policy.

Page 4 of the Advertisement (attached hereto)

Violation 32: The section beginning "cash paid for all forms of
cancer" is not clear or complete and has the tendency to mislead.
The policy itself provides strict standards for the diagnosis of
cancer which standards do not include all forms of cancer." The
phrase "you collect full benefits" is misleading because it implies
collection of the dollar amounts set forth in the policy without
reference to the limitations and exclusions which may reduce or even
eliminate the actual dollar payments. Although there are no literal
requirements of deductibles or co-payment, the consumer generally
ends up paying some of the costs incurred because of the numerous
limitations and exclusions to which the benefits are subject.

Violation 33: The section "pays cash in and out of the hospital" has
the capacity to mislead and deceive because most benefits under the
policy require actual hospital confinement overnight.

Violation 34: The section stating "cash paid in addition to any other
plan, even group or Medicare" has the capacity to mislead because it
fails to alert the consumer as to the likelihood or possibility of
coordination of benefits provisions which may reduce overall benefits
under such "other group plans" or Medicare. Such disclosure is neces-
sary to insure that the consumer is aware that the benefits under the
policy may reduce existing coverage of other plans thereby depriving
the consumer of the "additional" cash.

Violation 35: The term "guaranteed renewable for life regardless of
physical condition" is deceptive and misleading because the policy will
terminate three years from the date any form of cancer is diagnosed,
regardless of the course of treatment of the cancer or the form. Even
if no actual treatment is required and the cancer recedes, the consumer
will not have the right to renew the policy.

Violation 36: The section commencing "full benefits over 65" is mis-
leading. The section pertains to exceptions and limitations and not
to benefits per se. Thus, the reference to full benefits over 65 de-
tracts from the purpose of the section. Furthermore, all exceptions and
limitations are not set forth, particularly definitions of cancer, con-
finement period and benefits paid (which are more limited in the policy
than they appear in the advertisement).

Violation 37: The representation concerning the policy holder service
is misleading and incomplete. Elsewhere in this report is an analysis
of the performance of the policy holder service department, which indi-
cates that in many cases there was a substantial delay in the response
to questions asked by policy holders.

-10-
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Violation 38: The statement one rate same benefits for all ages" is
deceptive because during the first year of coverage there is a 120-day
waiting period without a corresponding reduction in premium. Although
this is the same for all policy holders, it is a delay which is not
not clearly stated.

Humphrey Newspaper Article 

Violation 39: The use of testimonials is misleading and deceptive

because some of said testimonials are quoted out of context and do

not pertain to the policy offered for sale.

Violation 40: The use out of context of statements made by Senator
Humphrey is misleading and deceptive. (See Violations 6 and 11.)
The statement does not cite the newspaper in which the article

appeared (The Florida Times-Union of Jacksonville; May 26, 1977),

and it is edited in a misleading way because it excludes references

to chemotherapy and criticisms of cancer policies.

B. Regulation 1-74, Sections 6(A)(1-8) - Advertisement of Benefits
Payable, Losses Covered or Premiums Payable:

"Section 6. Advertisements of Benefits_Payable, Losses Covered or
Premiums Payable.

A. Deceptive Words, Phrases or Illustrations Prohibited

(1) No advertisement shall omit information or use words,

phrases, statements, references or illustrations if the
omission of such information or use of such words, phrases,

statements, references or illustrations has the capacity,
tendency or effect of misleading or deceiving purchasers
or prospective purchasers as to the nature or extent of any

policy benefit payable, loss covered or premium payable. The

fact that the policy offered is made available to a prospec-

tive insured for inspection prior to consummation of the sale

or an offer is made to refund the premium if the purchaser

is not satisfied, does not remedy misleading statements.

(2) No advertisement shall contain or use words or phrases

such as, all; "full"; "complete"; "comprehensive"; "un-

limited"; "up to; as high as; this policy will help fill

some of the gaps that Medicare and your present insurance

leave out; "this policy will help to replace your income"
(when used to express loss of time benefits); or similar

words and phrases, in a manner which exaggerates any benefits

beyond the terms of the policy.

(3) An advertisement shall not contain descriptions of a

policy limitation, exception, or reduction, worded in a posi-

tive manner to imply that it is a benefit, such as, describing

a waiting period as a "benefit builder", or stating "even pre-

existing conditions are covered after two years." Words and

phrases used in an advertisement to describe such policy limi-

tations, exceptions and reductions shall fairly and accurately

describe the negative features of such limitations, exceptions

and reductions of the policy offered.
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(4) No advertisement of a benefit for which payment is contin-
gent upon confinement in a hospital or similar facility shall
use words or phrases such as "tax free"; "extra cash"; "extra
income"; "extra pay"; or substantially similar words or phrases
because such words and phrases have the capacity, tendency or
effect of misleading the public into believing that the policy
advertised will, in some way, enable them to make a profit
from being hospitalized.

(5) No advertisement of a hospital or other similar facility
confinement benefit shall advertise that the amount of the
benefit is payable on a monthly or weekly basis when, in
fact, the amount of the benefit payable is based upon a daily
pro rata basis relating to the number of days of confinement.
When the policy contains a limit on the number of days of
coverage provided, such limit must appear in the advertisement.

(6) No advertisement of a policy covering only one disease or
a list of specified diseases shall imply coverage beyond the
terms of the policy. Synonymous terms shall not be used to
refer to any disease so as to imply broader coverage than is
the fact.

(7) An advertisement for a policy providing benefits for speci-
fied illnesses only, such as cancer, or for specified accidents
only, such as automobile accidents, shall clearly and conspicu-
ously in prominent type state the limited nature of the policy.
The statement shall be worded in language identical to, or
substantially similar to the following: "THIS IS A LIMITED
POLICY"; "THIS IS A CANCER ONLY POLICY"; THIS IS AN AUTOMOBILE
ACCIDENT ONLY POLICY".

(8) An advertisement of a direct response insurance product
shall not imply that because "no insurance agent will call
and no commissions will be paid to agents" that it is "a low
cost plan," or use other similar words or phrases because the
cost of advertising and servicing such policies is a substan-
tial cost in the marketing of a direct response insurance product."

Page 1 of Advertisement 

Violation 1: The use of certificate of eligibility has the
capacity and tendency to deceive prospective purchasers as to
their selection for receipt of the advertising materials.
There are no standards of eligibility on which the company
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bases its decision to solicit the named individual. The state-

ment that coverage "...is guaranteed to you and members 
of your

family who have not had cancer" is not sufficient to 
remedy the

defect. The fact that the certificate is issued to the named

recipient has the capacity to mislead said recipient t
o believe

that the restriction to those who have not had cancer 
is limited

to members of the recipient's family only and not to the
 recipient

himself.

Violation 2: The use of the gold official seal on which is

emblazoned an eagle and stars and stripes has the capa
city to

deceive prospective purchasers to believe that the pol
icy has

been approved, reviewed or authorized by an official gov
ernmental

agency and thus is deceptive as to the nature of the p
olicy.

Violation 3: The emphasis on the inscription "$150,000.00

Cancer Plan" has the tendency to deceive or mislead a prospec-

tive or actual purchaser as to the extent of the policy benefit
s

payable and tends to exaggerate the likely benefits beyond the

term of the policy.

Violation 4: The omission of a clear and conspicuous statement

on the certificate of eligibility that the benefits are limited

to cancer only and do not cover some expenses of cancer treat-

ment or related treatments is a violation of subsection (7).

Many expenses associated with cancer treatment are covered by

medicare or group insurance plans which are not covered by this

offered cancer plan.

Page 2 of the Advertisement 

Violation 5: The use of the pictures of famous deceased 
people,

all of whom had cancer, accompanied by the wa
rning that the same

thing could happen to the prospective purchas
er, tends to exaggerate

the nature and extent of the policy benefi
ts and loss coverage be-

cause it fails to indicate whether or not the 
deaths were caused by

cancer which the policy would cover, implies 
that somehow the policy

will provide protection from cancer-related dea
th, and leads to an

emotional, rather than functional, response to 
the need for such policy.

Violation 6: Statements such as we can guarantee you financial

protection up to $150,000.00 to help you beat the 
disease" are

misleading because the benefit structure of the p
olicy is such

that it is highly unlikely and in some cases impo
ssible for the

policy holder to collect benefits to the extent appa
rently guar-

anteed in the letter. The designation of the benefits as protec-

tion is misleading because in most cases the poli
cy holder will

still have financial obligations and losses which ar
e not covered

by the plan.

Page 3 of the Advertisement 

Violation 7: The statistics are not clearly identifie
d nor are they

sufficiently clear to avoid deception. The omission of the underlying

facts on which cancer treatment expenses a
re computed and analyzed tends

to mislead the prospective customer as t
o the benefits payable and losses

covered and to exaggerate the benefits bey
ond the terms of the policy.
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Violation 8: The use of the words "up to $  per day" tends
to exaggerate the benefits beyond the termsof the policy because
the policy is an indemnity policy paying actual expenses.

Violation 9: The cancer benefit summary omits information per-
taining to restrictions and limitations found in the policy
itself which omission tends to mislead the prospective purchaser
as to the benefits payable and the losses covered.

Violation 10: The statement "Pays you up to $150,000.00 Cash
Benefits" followed by the statement "All cancer benefits are
paid directly to you" exaggeratesthe benefits beyond the terms
of the policy.

Violation 11: The recitation of daily benefits payable with
regard to extended hospital benefits is deceptive and misleading
because it fails to state clearly the limits on the number of
days covered and other restrictive definitions of those benefits
appearing in the policy.

Violation 12: The use of the illustration of the United States
setting forth the estimated cancer cases by state is misleading
because it omits information as to factors which make the esti-
mated figures unreliable.

Page 4 of the Advertisement 

Violation 13: The pledge of Harry Dozer, that cash is paid for
all forms of cancer, is misleading as to the extent of the bene-
fits and exaggerates said benefits beyond the terms of the policy
because full benefits are not paid for all forms of cancer due to
policy restrictions. In most cases the policy holder, because of
actual costs, will be required to incur additional obligations
which may require co-payments.

Violation 14: The Pledge "pays cash in and out of the hospital"
has the capacity to mislead as to the benefits payable because
most benefits are contingent upon hospital confinement.

Violation 15: The Pledge "all benefits paid in cash..." has the
capacity to mislead the public to believe that the policy will,
in some way, enable them to make a profit from being hospitalized.

Violation 16: The designation "additional cash" has the capacity
to mislead the public to believe that the policy will, in some
way, enable the policy holder to make a profit from being hospi-
talized.

Violation 17: The Pledge "Guaranteed Renewability" has the capa-
city ó mislead because it fails to set forth clearly the 3-year
time limitation of the policy after the diagnosis of cancer.
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Violation 18: The exceptions and limitations pledge omits other
substantive limitations in the policy, including restrictive defi-
nitions and provisions limiting coverage to actual charges incurred.
All limitations, exceptions and reductions are not fairly and accu-
rately described.

Violation 19: The recitation of the premium due omits a clear
statement of the 120-day waiting period before immediate cover-
age is provided, thus having the capacity to mislead the pros-
pective purchaser into believing coverage is immediate.

C. Regulation 1-74, Sections 6(b)(1-3) and 6(c)(1-3) - Exceptions,
Reductions and Limitations; Pre-Existing Conditions:

"B. Exceptions, Reductions and Limitations

(1) When a marketing method refers to either a dollar
amount or a period of time for which any benefit is payable,
or the cost of the policy, or specific benefit, or the loss for
which such benefit is payable, it shall be considered mislead-
ing and therefore prohibited unless it shall also disclose
those exceptions, reductions and limitations affecting the basic
provisions of the policy without which the marketing method
would have the capacity or tendency to mislead or deceive.

(2) When a policy contains a waiting, elimination, proba-
tionary or similar time period between the effective date of
the policy and the effective date of coverage under the policy
or a time period between the date benefits being to accrue for
such loss, a marketing method which is subject to the require-
ments of the preceding paragraph shall disclose the existence_
of such periods.-

(3) A marketing method shall not use the words "only";
"just"; "merely"; "minimum"; or similar words or phrases
to describe the applicability of any exceptions and reduc-
tions such as: "This policy is subject to the following
minimum exceptions and reductions".

C. Pre-Existing Conditions

(1) An advertisement which is subject to the requirements
of Section 68 shall, in negative terms, disclose the extent to
wnich any loss is not covered if the cause of such loss is
traceable to a condition existing prior to the effective date
of the policy. The use of the term "pre-existing condition"
without an appropriate definition or description shall not be
used.

(2) When a policy does not cover losses resulting from pre-
existing conditions, no advertisement of the policy shall state
or imply that the applicant's physical condition or medical
history will not affect the issuance of the policy or payment
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phrase "no medical examination required" and phrases of similar
import, but does not prohibit explaining "automatic issue." If

an insurer requires a medical examination for a specified policy,
the advertisement shall disclose that a medical examination is
required.

(3) When an advertisement contains an application form to be
completed by the applicant and returned by mail for a direct
response insurance product, such application form shall contain
a question or statement which reflects the pre-existing condition
provisions of the policy immediately preceding the blank space for
the applicant's signature. For example, such an application form
shall contain a question or statement substantially as follows:

Do you understand that this policy will not pay
benefits during the first vear(s) after the
issue date for a disease or physical condition
which you now have or have had in the past?! YES

Or substantially the following statement:

I understand that the policy applied for will not
pay benefits for any loss incurred during the first
 year(s) after the issue date on account of disease
or physical condition which I now have or have had in
the past.

Violation 1: The advertisement fails to include all substantive
exceptions, restrictions and limitations affecting the benefits
payable under the policy thus giving the advertisement the capa-
city to mislead. This is primarily true of restrictive defini-
tions of losses covered by the policy.

Violation 2: The use of the certificate of eligibility and the
statement thereon that coverage is guaranteed to the named reci-
pient implies that the applicant's physical condition will nct
affect the issuance of the policy.

Violation 3: The application which is part of the advertisement
fails to provide an adequate question or statement reflecting the
pre-existing conditions provisions of the policy. The "Represen-
tation and Agreement" provision of the application form is not
sufficiently clear when viewed in relation to the certificate of
eligibility and the impression such certificate may make on the
policy holder.

D. Regulation 1-74, Section 7 - Necessity for Disclosing Policy Provisions
Relating to Renewability, Cancellability and Termination:

"When an advertisement refers to either a dollar amount or a period
of time for which any benefit is payable, or the cost of the policy,
or specific policy benefit, or the loss for which such benefit is
payable, it shall disclose the provisions relating to renewability,
cancellability and termination and any modifications of benefits,
losses covered or premiums because of age or for other reasons,
in a manner which shall not minimize or render obscure the qualifying
conditions."

Violation 1: The format of the advertisement is such that the
gross amount of benefits payable ($150,000) for cancer treatment
is emphasized. The advertisement doe!. not 'early and sufficiently
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disclose provisions relating to termination and modification of
benefits and losses covered and thereby minimizes or renders
obscure the qualifying conditions. Restrictive definitions of
the various benefits payable are not adequately disclosed nor
are the waiting and probationary periods, depending on which
cancer is diagnosed, sufficiently clear. The relationship
between the 3-year termination period and the policy holder's ability
to collect the benefits of the policy is also obscured by the format
of the policy.

E. Regulation 1-74, Section 8 - Testimonials or Endorsements by
Third Parties:

"A. Testimonials used in advertisements must be genuine,
represent the current opinion of the author, be applicable to
the policy advertised and be accurately reproduced. The in-
surer in using 4 testimonial, makes as its own all of the
statements contained therein, and the advertisement, including
such statement is subject to all the provisions of these rules.

B. If the person making a testimonial, an endorsement or an
appraisal has a financial interest in the insurer or a related
entity as a stockholder, director, officer, employee or other-
wise, such fact shall be disclosed in the advertisement. If a
person is compensated for making a testimonial endorsement or
appraisal, such fact shall be disclosed in the advertisement by
language substantially as follows: "Paid Endorsement." This
rule does not require disclosure of union "scale" wages required
by union rules if the payment is actually for such "scale" for
TV or radio performances. The payment of substantial amounts,
directly or indirectly, for "travel and entertainment" for
filming or recording of TV or radio advertisements remove the
filming or recording from the category of an unsolicited testi-
monial and require disclosure of such compensation.

C. An advertisement shall not state or imply that an insurer
or a policy has been approved or endorsed by any individual
group of individuals, society, association or other organiza-
tions, unless such is the fact, and unless any proprietary re-
lationship between an organization and the insurer is disclosed.
If the entity making the endorsement or testimonial has been
formed by the insurer or is owned or controlled by the insurer
or the person or persons who own or control the insurer, such
fact shall be disclosed in the advertisement.

D. When a testimonial refers to benefits received under a policy,
the specific claim data, including claim number, date of loss,
and other pertinent information shall be retained by the insurer
for inspection for a period of four years or until the filing of

the next regular report on examination of the insurer, whichever

is the longer period of time."

Violation 1: The use of testimonials by the insurer is misleading

and deceptive in that some testimonials used are solicited by the
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insurer, which solicitation is not disclosed. Furthermore, in some
cases, the text of the testimonial is taken out of context thereby
altering the impression intended.

F. Regulation 1-74, Section 9, A-C - Use of Statistics:

A. An advertisement relating to the dollar amounts of claims
paid, the number of persons insured, or similar statistical
information relating to any insurer or policy shall not use ir-
relevant facts, and shall not be used unless it accurately re-
flects all of the relevant facts. Such an advertisement shall
not imply that such statistics are derived from the policy ad-
vertised unless such is the fact, and when applicable to other
policies or plans shall specifically so state.

B. An advertisement shall not represent or imply that claim
settlements by the insurer are "liberal" or generous" or use
words of similar import, or that claim settlements are or
will be beyond the actual terms of the contract. An unusual
amount paid for a unique claim for the policy advertised is
misleading and shall not be used.

C. The source of any statistics used in an advertisement shall
be identified in such advertisement."

Violation 1: The use of statistics regarding the cost and inci-
dence of cancer in America followed by a statement of the plan
benefits, implies that all costs and incidents are covered by
the benefits available under the plan. Such statistics are irre-
levant with regard to the plan's benefits.

Violation 2: The newspaper from which the interview with Senator
Humphrey was taken is not cited in the advertisement and there-
fore the reliability of the statistics contained therein is
questionable.

Violation 3: The use of a portion of the newspaper interview with
Senator Humphrey in which he emphasizes the need for cancer insurance
and states the hospital and surgical expenses of his brother, con-
stitutes the use of irrelevant facts because it does not disclose
whether said expenditures were typical nor does it break down these
expenditures by category. Further, it does not disclose whether said
expenditures would be covered by the policy offered.

Violation 4: The use of the "gold official seal" implies that
the insurer or policy has been endorsed or approved by an associa-
tion or other entity. The fact that the gold seal is issued by
the company and is meaningless is not disclosed.

G. Regulation 1-74, Section 12(B) - Jurisdictional Licensing and
Status of Insurer:

B. An advertisement shall not create the impression directly or
indirectly that the insurer, its financial condition or status,
or the payment of its claims, or the merits, desirability, or
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advisability of its policy forms or kinds or plans of insur-
ance are approved, endorsed, or accredited by any division or
agency of this State or the United States Government."

Violation 1: The use of the gold "official seal" on which is
emblazoned the stars and stripes creates the impression that the
policy is approved, endorsed or accredited by a division or
agency of the United States.

H. Regulation 1-74, Section 15, A-C - Introductory, Initial or Special
Offers:

"A. (1) An advertisement of an individual policy shall not
directly or by implication represent that a contract
or combination of contracts is an introductory, ini-
tial or special offer, or that applicants will re-
ceive substantial advantages not available at a later
date, or that the offer is available only to a speci-
fied group of individuals, unless such is the fact.
An advertisement shall not contain phrases describing
an enrollment period as "special," "limited," or simi-
lar words or phrases when the insurer uses such en-
rollment periods as the usual method of advertising
accident and sickness insurance.

(2) An enrollment period during which a particular insurance
product may be purchased on an individual basis shall
not be offered within this State unless there has been
a lapse of not less than 6 months between the close of
the immediately preceding enrollment period for the
same product and the opening of the new enrollment
period. The advertisement shall indicate the date by
which the applicant must mail the application which
shall be not less than ten days and not more than forty
days from the date that such enrollment period is ad-
vertised for the first time. This rule applies to all
advertising media, i.e., mail, newspapers, radio, tele-
vision, magazines and periodicals, by any one insurer.
It is inapplicable to solicitations of employees or
members of a particular group or association which
otherwise would be eligible under specific provisions
of the General Laws for group, blanket or franchise
insurance. The phrase "any one insurer" includes all
the affiliated companies of a group of insurance com-
panies under common management or control.

(3) This rule prohibits any statement or implication to the
effect that only a specific number of policies will
be sold, or that a time is fixed for the discontinuance
of the sale of the particular policy advertised be-
cause of special advantages available in the policy,
unless such is the fact.
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(4) The phrase "a particular insurance product" in Para-
graph (2) of this Section means an insurance policy
which provides substantially different benefits than
those contained in any other policy. Different terms
of renewability; an increase or decrease in the dollar
amounts of benefits; an increase or decrease in any
elimination period or waiting period from those avail-
able during an enrollment period for another policy
shall not be sufficient to constitute the product being
offered as a different product eligible for concurrent
or overlapping enrollment periods.

B. An advertisement shall not offer a policy which utilizes a re-
duced initial premium rate in a manner which overemphasizes
the availability and the amount of the initial reduced premium.
When an insurer charges an initial premium that differs in
amount from the amount of the renewal premium payable on the
same mode, the advertisement shall not display the amount of
the reduced initial premium either more frequently or more
prominently than the renewal premium, and both the initial
reduced premium and the renewal premium must be stated in
juxtaposition in each portion of the advertisement where the
initial reduced premium appears.

C. Special awards, such as a "safe drivers' award" shall not be
used in connection with advertisement of accident or accident
and sickness insurance.

Violation 1: The advertisement directly represents that a special
free bonus is available for a limited time and implies, by the use
of the certificate of eligibility, that the offer is available only
to a specific group when such is not the case. This method is
one of the usual forms of advertising by the insurer.

Violation 2: The advertisement and enrollment period for the
policy is offered less than six months from the date of the imme-
diately preceding enrollment period.

Regulation 1973 Pertaining to the Marketing of Health Insurance in Accordance
with  Sections 3 and 11 of Chapter 176D. 

I. Regulation 1973, Section 5, A,C.- Form and Content of Marketing Method

"A. A marketing method for a health insurance policy shall be
sufficiently complete and clear to avoid deception or the capa-
city or tendency to mislead or deceive. Whether a marketing
method has a capacity or tendency to mislead or deceive shall
be determined by the Commissioner of Insurance from the overall
impression that the marketing method may be reasonably expected
to create upon a person of average education or intelligence,
within the segment of a public to which it is directed.

B. Marketing methods shall be truthful and not misleading in
fact or in implication. Words or phrases, the meaning of which
is clear only by implication or by familiarity with insurance
terminology, shall be considered misleading.
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C. In determining whether a marketing method has the capacity
or tendency to mislead, the Commissioner of insurance may con-
sider as misleading the failure to disclose to a purchaser or
a prospective purchaser any fact, the disclosure of which may
have influenced the purchaser or prospective purchaser not to
enter into the transaction."

Violation 1: The cumulative effect of violations 1-40 cited
above, under Regulation 1-74, are violations of Sections 5 A-C
of the 1973 Regulation.

J. Regulation 1973, Section 6, A-C - Marketing Methods Addressing the
Benefits Payable, Losses Covered or Premiums Payable:

A. Deceptive Words, Phrases or Illustrations Prohibited

(1) It is hereby prohibited to omit information or use words,
phrases, statements, references or illustrations if the omission
of such information or use of such words, phrases, statements,
references or illustrations has the capacity, tendency or effect
of misleading or deceiving purchasers or prospective purchasers
as to the nature or extent of any policy benefit payable, loss
covered or premium payable. The fact that the policy offered is
made available to a prospective insured for inspection prior to
consummation of the sale or an offer is made to refund the premium
if the purchaser is not satisfied, does not remedy misleading
statements.

(2) It shall be considered misleading to solicit an offer to
contract for a health insurance policy without a clear and conspi-
cuous disclosure of the premium rate for such policy.

(3) It shall be considered misleading and therefore prohibited
for a marketing method of a policy any of whose benefits are condi-
tional upon confinement in a hospital or similar facility, to refer
to the benefits or costs of the policy, or the risks against which
the policy is intended to provide protection unless it shall also
disclose both clearly and conspicuously in accordance with Section 4
as well as on the application for such policy the extent (expressed
as % of bills paid) to which the policy meets the costs of the
short, average and long hospital stays defined in the attached
Appendix A. 'Massachusetts Division of Insurance Hospital Cost
Standards.'

(4) It shall be considered misleading and therefore pro-
hibited for a marketing method to contain or use words or
phrases such as "all"; "full"; "complete"; "comprehensive";
"unlimited"; "up to"; "as high as"; "this policy will help
pay your hospital and surgical bills"; "this policy will help
fill some of the gaps that Medicare and your present insurance
leaves out"; "this policy will help to replace your income"
(when used to express loss of time benefits); or similar words
and phrases, in a manner which exaggerates any benefits beyond
tile terms of the policy.
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(5) It shall be considered misleading and therefore pro-
hibited for a marketing method to present descriptions of a
policy limitation, exception, or reduction, worded in a posi-
tive manner to imply that it is a benefit, such as, describing
a waiting period as a "benefit builder", or stating "even pre-
existing conditions are covered after two years." Words and
phrases used in a marketing method to describe such policy
limitations, exceptions and reductions shall fairly and accu-
rately describe the negative features of such limitations, ex-
ceptions and reductions of the policy offered.

(6) No marketing of a benefit for which payment is condi-
tional upon confinement in a hospital or similar facility shall
use words or phrases such as "tax free"; "extra cash"; "extra
income"; "extra pay"; or substantially similar words or phrases
because such words and phrases have the capacity, tendency or
effect of misleading the public into believing that the policy
is a disability or loss-of-time policy or will, in some way,
enable thF- , make a profit from being hospitalized.

(7) It shall be considered misleading and therefore pro-
hibited for the marketing of a hospital or similar facility
confinement benefit to state that the amount of the benefit is
payable on a monthly or weekly basis when, in fact, the amount
of the benefit payable is based upon a daily pro rata basis
relating to the number of days of confinement. When the policy
contains a limit on the number of days of coverage provided,
such limit must be stated in the marketing method.

(8) It shall be considered misleading and therefore pro-
hibited for a marketing method of a policy covering only one
disease or a list of specified diseases to imply coverage be-
yond the terms of the policy. Synonymous terms shall not be
used to refer to any disease so as to imply broader coverage
than is the fact.

(9) A marketing method for a policy providing benefits
for specified illnesses only such as cancer or for specified
accidents only, such as automobile accidents, shall be con-
sidered misleading and therefore prohibited unless it shall
clearly and conspicuously state the limited nature of the
policy. The statement shall be worded in language identical
to, or substantially similar to the following: "THIS IS A
LIMITED POLICY"; "THIS IS A CANCER ONLY POLICY"; "THIS IS AN
AUTOMOBILE ACCIDENT ONLY POLICY".

(10) It shall be considered misleading and therefore pro-
hibited for the marketing method of a direct response insur-
ance product to imply that because "no insurance agent will
call and no commissions will be paid to agents" that it is
"a low cost plan" or use other similar words or phrases be-
cause the cost of advertising and servicing such policies is
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a substantial cost in the marketing of a direct response insur-

ance product, unless such is the fact, and is clearly substan-

tiated in such advertising.

(11) It shall be considered misleading and therefore pro-

hibited for a marketing method to use photographs, illustrations,

depictions or fictionalized accounts of illness or illness re-

lated subjects, or overemphasis of exceptional or catastrophic

risk, or exaggeration of potential out-of-pocket costs of health

care, or any other marketing method in such a way as to invite

the purchase of health insurance for emotional rather than func-

tional reasons.

(12) When a policy is marketed whose benefits are intended

to supplement and not duplicate those of Medicare, it shall be

deemed misleading and therefore prohibited to market such a

policy unless the benefits of the policy are prominently dis-

closed using the following scheme of characterization:

A. In-patient Hospital Benefits
B. In-patient Physicians Benefits
C. Out-of-Hospital Benefits
D. Benefits in Extended Care Facilities
E. Benefits in Nursing Homes
F. Other Benefits

In general the disclosure of benefits in each category will include

at least:

1. the extent to which MEDICARE deductibles are covered;

2. the extent to which the co-insurance portions of MEDICARE

are covered;
3. the extent to which no benefits are payable.

In disclosing the benefits provided, all of the above categories

(A-F) shall always be portrayed, whether or not benefits are pro-

vided in those categories. When no benefits are provided in a

given category -- statements such as No In Patient Doctors Bene-

fits Provided", No benefits in Nursing Homes Provided", "No

other benefits provided" must be used.

The disclosure required herein shall be made both in compliance

with Section 4 of this regulation and on the application used in

soliciting an offer to contract for such a policy. Compliance

with this section for Medicare supplement policies shall be

deemed as a proper substitute for both the application disclosure

requirements of Section 7A and the disclosure requirements of

Section 6A (3).

"B. Exceptions, Reductions and Limitations

(1) When a marketing method refers to either a dollar

amount or a period of time for which any benefit is payable,

or the cost of the policy, or specific benefit, or the loss 
for
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which such benefit is payable, it shall be considered mislead-
ing and therefore prohibited unless it shall also disclose
those exceptions, reductions and limitations affecting the basic
provisions of the policy witnout which the marketing method
would have the capacity or tendency to mislead or deceive.

(2) When a policy contains a waiting, elimination, proba-
tionary or similar time period between the effective date of
the policy and the effective date of coverage under the policy
or a time period between the date benefits being to accrue for
such loss, a marketing method which is subject to the require-
ments of the preceding paragraph shall disclose the ex4ence
of such periods or be considered misleading and therefore
prohibited.

(3) A marketing method shall not use the words "only";
"just"; "merely"; "minimum"; or similar words or phrases
to describe the applicability of any exceptions and reduc-
tions sucn as: "This policy is subject to the following
minimum exceptions and reductions" or it shall be considered
to be misleading and therefore prohibited.

C. Pre-Existing Conditions

(1) A marketing method shall, in negative terms, disclose
the extent to which any loss is not covered if the cause of
such loss is traceable to a condition existing prior to the
effective date of the policy or it' shall be considered mis-
leading and therefore prohibited. The use of the term "pre-
existing condition" without an appropriate definition or des-
cription shall not be used or it shall be considered misleading
and therefore prohibited.

In this regard it shall be considered misleading and there-
fore prohibited to define the nature of "pre-existing condition"
exclusions using such terms as "manifested, contracted and
commenced" or the like without a clear and unambiguous ex-
planation of the operational meaning of such terms accurately
reflecting the company's claim practice in denying claims
for this reason.

(2) When a policy does not cover losses resulting from
pre-existing conditions, no advertisement of the policy shall
state or imply that the applicant's physical condition or medi-
cal history will not affect the issuance of the policy or pay-
ment of a claim thereunder or it shall be considered misleading
and therefore prohibited. This rule prohibits the use of the
phrase "no medical examination required" and phrases of similar
import, but does not prohibit explaining "automatic issue".
If an insurer requires a medical examination for a specified
policy, the advertisement shall disclose that a medical exami-
nation is required or it shall be considered misleading and
therefore prohibited.
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Violation 1: The cumulative effect of Violations 1-19 under
Section 6A of Reg. 1-74 and Violations 1-3 of Sections 6B-C
are violations of Section 6 A-C of Regulation 1973.

Violation 2: The marketing method employed in the advertisement
overemphasizes the exceptional or catastrophic risk and exaggerates
the potential out-of-pocket cost of cancer treatment, especially
in view of the benefits offered,so as to invite the purchase of
the policy for emotional rather than functional reasons (subsection
11)

Violation 3: The policy is offered to be in addition to and
therefore supplemental to Medicare. The Disclosure, therefore,
is inadequate because it fails to divulge the extent to which
Medicare deductibles are covered; the extent to which the co-
insurance policies of Medicare are covered; and the extent to
which no benefits are payable (subsection 12).

Violation 4: The benefits are inadequately disclosed because
they fail to utilize the required categories of benefits, to
wit: Benefit in Extended Care Facilities, Benefits in Nursing
Homes and Other Benefits (subsection 12).

K. Regulation 1973, Section 7 - Form and Content of Application:

"When a person uses an application form to be completed by the
applicant as an offer to contract for a health insurance prod-
uct, such application form shall contain statements disclosing
to the applicant the nature of the policy offered for sale.
In complying with this section of the regulations the following
guidelines as to the contents and applicability of disclosure
requirements shall be used:

(A) If the application is used for a policy any of whose
benefits are contingent upon hospital confinement and where
benefits payable represent less than 50% of the cost of an
average hospitalization as specified in the Massachusetts
Hospital Cost Standards then the following statement must
appear on the application: (Not app;.:able to MEDICARE sup-
plements -- See Sec. 6A (12).)

"This policy is supplemental in its coverage and is meant
to be purchased in addition to basic health insurance. This
policy pays for (Statistic supplied by marketer) % of the
cost of an average stay in a Massachusetts Hospital as defined
by the Mass. Division of Insurance Hospital Cost Standards."

(B) If the advertised policy contains a provision which
allows the insurer to deny claims for any loss, where the
cause of such loss is in some manner traceable to a condition
existing prior to the effective date of the policy the applica-
tion shall state clearly and unambiguously in negative terms
the nature and extent of that exclusion in accordance with
guidelines spelled out in Sec. 6C (1).
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(C) If the application is for a policy whose benefits are
subject to a waiting period either of the deductible kind e.g.
"5th day for sickness" or of the one-time exclusionary kind,
"30 day" or "6 months for certain conditions", the application
must disclose in negative terms the nature of such exclusion.

(0) The application must disclose for all health policies
whether or not and to what extent benefits are or are not
contingent upon hospital confinement.

(E) The application must disclose the premium rate for
the policy being solicited.

(F) The application must disclose clearly and unambigu-
ously the terms of renewability and premium guarantee if any.

(G) At the completion of the above required statements
of disclosure, space shall be made for the applicant's signa-
ture acknowledging understanding of such disclosures.

Violation 1: The application fails to include the required
statement concerning actual hospital costs as defined by the
Massachusetts Division of Insurance Hospital Cost Standards.

Violation 2: The application fails to state clearly and unam-
biguously in negative terms the nature and extent of the exclu-
sion for pre-existing conditions or conditions diagnosed within
the first 120 days of coverage.

Violation 3: The application fails to disclose the extent to
which benefits are contingent upon hospital confinement.

Violation 4: The application fails to adequately disclose the
policy solicited.

Violation 5: The application fails to adequately disclose the
terms of renewability and premium guarantee.

Regulation 1973, Section 8 - Necessity for Disclosing Policy
Provisions Relating to Renewability, Cancellability and Termination:

"When a marketing method refers to either a dollar amount or a
period of time for which any benefit is payable, or the cost
of the policy, or specific policy benefit, or the loss for which
such benefit is payable, it shall disclose the provisions re-
lating to renewability, cancellability and termination and any
modification of reasons, in a manner which shall not minimize or
render obscure the qualifying conditions or it shall be considered
misleading and therefore prohibited.

In this regard where there is a guarantee of renewability and/or
premium which is conditional either on renewal of all such policies
or premium adjustment on all such policies it will be considered
misleading unless the marketing method clearly and conspicuously
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discloses that the insurer has the right to non-renew or to
change premium levels at its choice and without specific
approval of any state authority."

Violation 1: Violation 1 under Regulation 1-74, Section 7 is
a violation of Regulation 1973, Section 8.

M. Regulation 1973, Section 9, A-D - Testimonials or Endorsements by
Third Parties:

A. Testimonials used in advertisements must be genuine,
represent the current opinion of the author, be applicable to
the policy advertised and be accurately reproduced. The in-
surer in using a testimonial, makes as its own all of the
statements contained therein, and the advertisement, including
such statement is subject to all the provisions of these rules.

B. If the person making a testimonial, an endorsement or an
appriasal has a financial interest in the insurer or a related
entity as a stockholder, director, officer, employee or other-
wise, such fact shall be disclosed in the advertisement. If a
person is compensated for making a testimonial endorsement or
appraisal, such fact shall be disclosed in the advertisement by
language substantially as follows: "Paid Endorsement." This
rule does not require disclosure of union "scale" wages required
by union rules if the payment is actually for such "scale" for
TV or radio performances. The payment of substantial amounts,
directly or indirectly, for "travel and entertainment" for
filming or recording of TV or radio advertisements remove the
filming or recording from the category of an unsolicited testi-
monial and require disclosure of such compensation.

C. An advertisement shall not state or imply that an insurer
or a policy has been approved or endorsed by any individual
group of individuals, society, association or other organiza-
tions, unless such is the fact, and unless any proprietary re-
lationship between an organization and the insurer is disclosed.
If the entity making the endorsement or testimonial has been
formed by the insurer or is owned or controlled by the insurer
or the person or persons who own or control the insurer, such
fact shall be disclosed in the advertisement.

D. When a testimonial refers to benefits received under a policy,
the specific claim data, including claim number, date of loss,
and other pertinent information shall be retained by the insurer
for inspection for a period of four years or until the filing of
the next regular report on examination of the instrer, whichever
is the longer period of time."

Violation 1: The cumulative effect of Violations 1-4 of Regula-

tion 1-74, Section 8 is a violation of Section 9 of Regulation 1973.

-27-
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N. Regulation 1973, Section 10 - Use of Statistics:

"A. An advertisement relating to the dollar amounts of claims

paid, the number of persons insured, or similar statistical

information relating to any insurer or policy shall not use ir-

relevant facts, and shall not be used unless it accurately re-

flects all of the relevant facts. Such an advertisement shall

not imply that such statistics are derived from the policy ad-

vertised unless such is the fact, and when applicable to other

policies or plans shall specifically so state.

B. An advertisement shall not represent or imply that claim

settlements by the insurer are "liberal" or generous" or use

words of similar import, or that claim settlements are or

will be beyond the actual terms of the contract. An unusual

amount paid for a unique claim for the policy advertised is

misleading and shall not be used.

C. The source of any statistics used in an advertisement shall

be identified in such advertisement."

Violation 1: The cumulative effect of Violations 1-2 of Regu-

lation 1-74, Section 9 is a violation of Section 10 of Regula-

tion 1973.

O. Regulation 1973, Section 13 C - Jurisdictional Licensing and

Status of Insurer:

"C. A marketing method shall not create the impression directly

or indirectly that the insurer, its financial condition or

status, or the payment of its claims, or the merits, desirability,

or advisability of its policy forms or kinds or plans of insur-

ance are approved, endorsed, or accredited by any division or

agency of this State or the United States Government or it shall

be considered misleading and therefore prohibited."

Violation 1: Violations of Regulation 1-74, Section 12(B) is a

violation of Section 13 C of Regulation 1973.

P. Regulation 1973, Section 16, A-C - Introductory, Initial or Special Offers

"A. (1) A marketing method for an individual policy shall not

directly or by implication represent that a contract or combin-

ation of contracts is an introductory, initial or special offer,

or that applicants will receive substantial advantages not

available at a later date, or that the offer is available only

to a specified group of individuals, unless such is the fact or

it shall be considered misleading and therefore prohibited. A

marketing method shall not contain phrases describing an enroll-

ment period as "special," "limited," or similar words or phrases

when the insurer used such enrollment periods as the usual method

of marketing accident and sickness insurance or it shall be con-

sidered misleading and therefore prohibited.

-28-
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(2) An enrollment period during which a particular insurance
product may be purchased on an individual basis shall not be
offered within this State unless there has been a lapse of not
less than 6 months between the close of the immediately preceding
enrollment period for the same product and the opening of the
new enrollment period or it shall be considered misleading and
therefore prohibited. The marketing method shall indicate the
date by which the applicant must mail the application which shall
be not less than twenty days from the date that such enrollment
period is advertised for the first time. This rule applies to
all marketing methods. The phrase any one insurer" includes
all the affiliated companies of a group of insurance companies
under common management or control.

(3) This rule prohibits any statement or implication to the
effect that only a specific number of policies will be sold, or
that a time is fixed for the discontinuance of the sale of the
particular policy marketed because of special advantages avail-
able in the policy unless such is fact.

(4) The phrase "a particular insurance product" in Paragraph
(2) of this Section means an insurance policy which provides
substantially different benefits than those contained in any
other policy. Different terms of renewability; an increase or
decrease in any elimination period or waiting period from those
available during an enrollment period for another policy shall
not be sufficient to constitute the product being offered as a
different product eligible for concurrent or overlapping enroll-
ment periods.

B. A marketing method shall not utilize an initial premium rate
which is less than that premium rate which would be charged by
making a uniform pro-rating of the annual premium or it shall
be considered misleading and therefore prohibited.

C. Special awards, such as a "safe drivers' award" shall not be
used in connection with the marketing of health insurance or it
shall be considered misleading and therefore prohibited."

Violation 1: The cumulative effect of the violations of Regula-
tion 1-74, Section 15 A-C is a violation of Section 16 of Regu-
lation 1973.

Attorney General's Regulations Promulgated Pursuant to Massachusetts
General Laws, Chapter 93A, Section 2(c) 

Q, Regulations of the Attorney General, Regulation I.B.

"B. No statement or illustration shall be used in any adver-
tisement which creates a false impression of the grade, quality,
make, value, currency of model, size, color, usability, or
origin of the product offered, or which may otherwise misrepre-
sent the product in such a manner that later, on disclosure of
the true facts, there is a likelihood that the buyer may be
switched from the advertised product to another."
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Violation 1: The emphasis on the gross dollar amount of benefits
payable without a clear and complete statement of limitations,
restrictions and exclusions creates a false impression with regard
to the quality of the product offered. Once the facts are dis-
closed, including the fact that, as part of its marketing method,
the company routinely attempts to solicit additional business from
present policy holders by selling riders or switching the policy
holder to other policies sold by the company, there is a likelihood
that the buyer may be switched from the advertised policy to another.

R. Regulations of the Attorney General, Regulation IV.A. and B.

"A. No claim or representation shall be made by any means con-
cerning a product which directly, or by implication, or by failure
to adequately disclose additional relevant information, has the
capacity or tendency or effect of deceiving buyers or prospective
buyers in any material respect. This prohibition includes, but
is not limited to, representations or claims relating to the con-
struction, durability, reliability, manner or time of performance,
safety, strength, condition, or life expectancy of such product,
or financing relating to such product, or the utility of such
product or any part thereof, or the ease with which such product
may be operated, repaired, or maintained or the benefit to be de-
rived from the use thereof.

B. No advertisement shall be used which would mislead or tend to
mislead buyers or prospective buyers, through pictorial represen-
tations or in any other manner, as to the product being offered
for sale. Where price is featured in advertising, any picture
or depiction utilized in connection therewith, shall clearly in-
dicate the exact product being offered for sale at the advertised
price."

Violation 1: The exaggerated effect of the risks of cancer accom-
panied by the emphasis on the gross benefits payable, without ade-
quately disclosing limitations and relevant information (such as
actual hospital costs), has the capacity and tendency to materially
mislead prospective buyers with respect to the usefulness of the
policy.

Violation 2: The pictorial representation of cancer facts and
statistics together with the statement of policy benefits tends
to materially mislead the consumer in the evaluation of the product.

S. Regulation 2-74, Section 20 - Specified Disease or Specified
Accident Coverage:

"Policies of individual insurance meeting the definition of
Section 12 shall use the following statement only, except that
appropriate policy identification may be included:

THE ABC INSURANCE COMPANY

(Specified Disease) (Specified Accident)
Coverage Insured:

Required Disclosure Statement Policy # :
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(Specified Disease) (Specified Accident) coverage provides
restricted benefits which are payable only in the event of
losses from the specified covered diseases (or the specified
covered accidents).

This policy provides the following benefits:

Accurately list all benefits.

Read your policy carefully. This disclosure statement is a
very brief summary of your policy. The policy itself sets
forth the rights and obligations of both you and the insur-
ance company. It is, therefore, important that you READ
YOUR POLICY CAREFULLY.

Exclusions, Limitations and Reductions. This policy contains
the following restriction: (Accurately list all exclusions,
reductions and limitations in the policy in a manner which
does not encourage misrepresentation of the actual coverage
provided).

This policy does NOT provide basic hospital expense, basic
medical-surgical expense or major medical expense coverage."

Violation 1: The disclosure form utilized by the company fails toaccurately list all benefits and fails to list all exclusions, re-ductions and limitations in a manner that does not encourage mis-representation of the actual coverage.

T. Regulations of the Attorney General, Regulation XV.A.-C. - General:

"Without limiting the scope of any other rule, regulation or
statute, an act or practice is a violation of Chapter 93A,
Section 2 if:

"A. It is oppressive or otherwise unconscionable in any
respect; or
B. Any person or other legal entity subject to this act

fails to disclose to a buyer or prospective buyer any fact,
the disclosure of which may have influenced the buyer or pros-
pective buyer not to enter into the transaction; or
C. It fails to comply with existing statutes, rules, regula-

tions or laws, meant for the protection of the public's health,
safety, or welfare promulgated by the Commonwealth or any poli-
tical subdivision thereof intended to provide the consumers of
this Commonwealth protection;"

Violation 1: It is unconS-cionable to sell a policy which, under cer-
tain circumstances, makes it literally impossible to collect the ber7fits
promised.

Violation 2: It is unfair and deceptive to fail to disclose material
facts -(such as loss ratios, denial rates, actual hospital and related

-31-
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charges and exclusions and limitations) to a prospective buyer
because the disclosure of these material facts might have in-
fluenced the buyer not to enter into the transaction.

Violation 3: Each and every of the aforementioned violations and
the cumulative effect thereof is a violation of Regulation XV.C.

-32-



Provides benefits for Cancer treatment in addition
to any Group Insurance Plan or Medicare —

benefits are payable in cash direct to:
Gertle 'Cactus

Coverage under this plan is guaranteed to you
and members of your family who have not had Cancer.

Details of the Plan are given inside.

Han HOW
TO APPLY
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  _ 
 ,7 PLEDGES TO OUR POLICYHOLDERS 1• ) ,

HARRY T. DOZOR, CHAIRMAN OF THE BOARD XV 
- — - — -

I t CASH PAID FOR AU, FORMS OF CANCER

You collect full benefius for all forme of Cancer.
There &IT 00 coeuy araucubses or 133-21,103t0[3.

PAYS CASH IN AND OUT OF THE HOSPITAL

Your Cancer Plan pays vou caoh benefim for

• care and treatmem both in and out of the
hospital.

':••••!! AU. BENEFITS PAID IN CASH
DIRECT TO YOU

All claims checks are sent directly to you or any-
one you thecae. Use the money 1111 ,1011 With
for doctors bilis, hospuaL tnerapy. nursing,

I con valesoence 07 evert to oover household

Benefits are paid in addition to any other cov-

' too 
a ear you.m.ay ave, high. .ecvicebotioMedicareoa,..y.. With

CASH PAID IN ADDITION TO ANY OTHER
PLAN, EVEN GROUP OR MEDICARE

from thus pian couid help you avoui financial
troubies, debts and money worries.

GUARANTEED ACCEPTANCE IF YOU'VE
NEVER HAD CANCER

We guarantee you mill be accepted if you've
never bad Canon.

MONEY-RACE ASSURANCE

1, Send no money now. We guarantee th issue your

"Ri ll°trtet. To'OcwY if UiY;Olurthf;d'ue.e " Ta2a1 tYji
t•It rftill.11g We've said it to, Then wnen you're
sanatied, send your first premium. Of course, if
you don't, you will have no coverage. E yen after
you've putt your first premium. if you fiend. you
don't want coverage, return your policy wthin
30 days and your money will be prosntuly
funded — we guarantee it — thia a tio-nak
offer'.

70 ant, Aamry 0 =WI 113 POPO ICC.. ...Ad
WV. rod 03.1041, US IN. Mil Irma a Goa, MaMalt
00) 00 Efts man.. ruL JoOict 01•010fIrera,
atailal 30 17 ,3310/1 /31.0 bells to R. i'.

=red rcur Moor mr/ /nom !gm from MAI:Wore 01
lara haart NOR RM.. 00 SUM owe on tam'

C. Kerr, C. Peastma. Olt

elar— 

GUARANTEED RENEWABILITY

Your Cancer Plan is guaranteed renewable for
(ife regardless of pnrsiCal condition. Pcenuutn
rates are 1110 00110 never to be increaseti in•
dividually. ... but only if cnanged on all poncies
of this form numter men. 2140(in your state.

ONE RATE, SAME BENEFITS FOR ALL AGES
Whatever your age. even if you're 65 or over. you
will receive the same benefits. at the same rates
to younger folks. We guararime

FULL BENEFITS OVER 65
EXCEPTIONS AND UMITATIONS

Cancer Policy beam anti extenaed hospital bene-
fits shall not exceed a total maiamum of
0150,000, and vrill took. paid beyond 3 years of
date of diagnosis for each covered person (not
applicable In Ala. and S. Dak.). Coverage will
terminate on any insured person when maxi-
mum texiebut hare been pain. Lose moulting
frons cancer first diagnosed by a qualified
pathologist before the effective dace of the
policy le not covered; nor as confinement in
any inititution where you're not required
to pay in the absence of ismurance lexcept
Elo.k or any U.S..Government hoepital for
the treatment of members or ex-members
of the armed forces'. including V.A. hoopi-
tale ,except Co.. Mo.); oursuig or rest
homes or ertended care facilities. Cancer
first diagnosed during the first 120 days
the policy is in force ia not covered for two
years-Mt and Wash. I year, 6 woe. New.).

BEST POLICYHOLDER SERVICE AVAILABLE

Our spenalists are trained to get the informa-
tion you request, fast ana coarmouaiy. Call our
Policyowner Service Department Toll•Free at
(800) 523-5758, where you can get an answer to
any qui:soon watti 50 vrautaig.

SPECIAL FREE BONUS WHEN YOU
MAIL BY APRIL NE ISTS
CANCER FACT PACK
Get your personal copy of the exclueive
Cancer Fact Pack. 'This too frank report
of Cancer's earning thins, pita laistalonntE
fant arid information um how to cope
anould Cancer strike. This information is
vrtal for all familia. The fact 'sat ie you.
at:eclat/0, FREE ... when you apply or
mail your request by April 30, 1978.

W‘.1 VitoW ,-410

Harry T. Doeor
Chairman of the Board
Union Fidelity Lzfe Insurance Company

Concept. so horribie and dreaded a dise
ase that the normal ream:Ion

is to say "It can't happen to me:T
hat's how I used to cittai with the

threat of Cancer. But it's the worst poss
ible thing a person can do.

Unless you are willing to face the hard fa
cts of the disease. you can't

protect yourself pnyeically or Soeunally 
Read the letter belt,. trera

one of our Policy-owners. It's sad, but it 
may keep you faom the mut-

tabs of waitang SOO long to get protection-

"My husband has Cancer, When I recetved your application it

made me very upset. I asked my husban
d: "It's a little Late for this,

isn't it? I put the appiicanon in the mash.

Yes. we have been snuck by this horri
ble disease. My husband

does not have much rune left.

When I went to bed last night I thought and thounta about the

applicadon. Then it cams to It that Lhe applicancn was roll good

for ray children and for me. I got num 
up and got It out of the tram.

I art so sorry that I hadn't seen or 
heard of my Cancer °pixy

before. really an't say that if I had I would of
 taken the promo.

hon. ?topic say — "It tan happen to othe
rs, but not me."

"How wit have been sduck with Cut 
norrScle disease. and A has

....tooled us finannally. The eXpar.Sal are
 I/hunts-bit to :meet It punt

you so far in dent ycu can't even lo
ok aneei We icnow!

I would like to thank you for sending ra
e your application. I hope

with ill nay heart we onil clever need a 
but. as I know. a is a threat-

erung disease. It can hu. thycne, anyorne."

Beredy L Rpob.et. Sandy, Utan

SEND NO MONEY NOW
a NO AGE LIMIT.
• GUARANTEED ACCEPTANCE

AS LONG AS YOU'VE NEVER
HAD CANCER.

• ONE RATE FOR AU- AGES.

• FULL BENEFITS FOR FOLKS
OVER 65.

• CASH BENEFITS PAID
DIRECT TO YOU OR ANYONE
YOU CHOOSE,

. Two PLANS TO CHOOSE
FROM,

S150,000.00 PLAN
„ samit,

$4.40 S6.90
wenn, • 11.

S100.000.00 PLAN
INDIVIOUAL FULL FAMILY

53.25 S4.90. stems a P1.0.1111

VOTE TO FOLKS 65 AND OVER:
Benerits are polo co .ou to atoticoon to
any 00e00 you rr.ay get nom Mon-

ALL-FAMILY PLAN: Includes
amain mutes's. sotto. and ail an-
'warned nepenaern crulduan to age 21

. de fun•crae TrtmenL Wherl C±131-
01111 Inch.... ivrere cmid.ren
wall be ancom annual p 000.rpe•1 mrth
at no aonanonal 010 011001.

ACT TODAY ...
SONS NO MONEY

our :or appt‘cation the

,GrIr ma" coop,

THE UFL CANCER POLICY COVERS CANCER, HODGKINS DISEASE AND LEUKEMIA ONLY.



371

1.•• 1394

F*'"Af" I -NION FIDELITY LIFE INSFRANCE CO.
UNION FIDELITY OFFICE PARK . TREVOSE. PENNSYLVANIA 19047

MrS-Ner e Kertus
Route Box 205
Bento ty, Wa. 99320

Dear Mrs. Kertus:

It was CANCER ... that's the sad truth about whet happened to each
and every one of the famous people you see here. But the saddest
fact of all is ...

... for every celebrity struck by Cancer, there are countless
other Americans who are also being struck — ordinary folks like
you and me. Accorning to the American Cancer Society, Cancer will
strike 55 million Americans now living ... 886,000 in Washington
alone ... that's 1 out of every k people, with a victim in 2 out of
every 3 families.

How many families would you guess
live on your street?

10 families? 507 75?
If there are 75 families, 50 of you
will have Cancer touch your lives.
Ti, American Cancer Society record
shows that Cancer is as dreadfully
close to you as that.

Ac CANNOT promise to prevent Can—
cer from striking you, or to cure it.
But we can guarantee you financial
protection of up to 5150,000.00 to
help you beat the disease ... to give
you the best possible fighting chance.

Cancer can be ciired. But specialized — . .Gnmy
Cancer treatment can be extremely 

h 

costly. r!iniRoe.

te American people 1.3 billion, accord — .1_4%!
Last year. Mrs. Kertus. Cancer cost
hg

to [be American Cancer Society.
Senator Hubert H. Humphrey, himself
a Cancer victim. warned that
'Only a few millionaires can afford
Cancer." That's exactly why we're
offering you the opportunity to be
protected ny the UFL 5150,000.00
CANCER BENEFITS PLAN.

\

SophAeTucker

4A4.. admoY

The Plan .111 pay you cash for
Cancer treatment both in and out of
the hospital. And every penny of
the money is paid DIRECT TO YOU or
anyone you choose Sc addition to
Group Insurance. Medicare or any
other Plan.

• ; VinceNtrt.t.1
.1roinbanel tk•

The Same Thing
That Happened
To These
Famous People_
Could Happen
To You!

The rest of the facts about the Cancer Plan ace 'inside. four app—
lication -- In the aame of •Gertie Kertus. -- is on the back. The
cost Is reasonable ... as little as 03.25 a month. I urge you to
apply for this additional protection now. If you apply by Apill 30,
1978 you wIll receive a Special bonus --- your Cancer Fact Pack ---
ansolutely FREE. Mail no.. Remember, once Cancer strikes. you can't
buy this protection at any price.

Sincerely.

\John 7".LZ\1.71:7--\
President

P.S. If you have any doubts anout the real need for Cancer Insurance
Protection. Its. Kertus, read the enclosed newspaper statement from
the late Senator Hunert H. Humphrey. He said it all.oreace Amp sAye POP You. elC01401

erk eZa. 4-1b

getutt ,Yut110.egijitin
P_IGIBiUTY NO.. 

13020895 Fop: Corti Cactus

Once you recetee your poLcy, eOCOurage yOU to examine it as caretuilv a• vou like. Ronernoo.acone
noc`ung To this oppoountry rn100, coo your POLL,- nod 000 11147 Your TIrs1nc0PRILLII0 0000  Yon 0
We, swanned. If you are unhappy for any reason atter you've ne.ld your prat:mum. you vnll an your
money 011kCE: JUst retUril the poll, wnnUm 30 ea, 01 reneipt. and rerUna C.eut Oe sent r.D.yOU

trankedincely no n ael[.. There • no net co you no., woe. You a PI:nY • • • AR. 001,4F •vP0 FRFFyou Ye pato your ftret pre=lutn.

,

,ca-1

LIWON MELTI INSUA•PeCt COMPAMY MOce reeVOSE

elliMEIMWIWARMA0136141' krft.:,,r,40.616k11103 -
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C HgE
WILL STRIKE
• 55 million Americans alive today

• 1 out of every 4 people

• 2 of every 3 families

• 700,000 new cases in 1978

• One case every 45 seconds

CANCER CAN
BE CURED
• Almost 2 million Americans

alive today have been cured

• 233,000 more will be cured this year

1/3 of ail new Cancer Cases

• 117,400 more could be saved
the year with earlier treatment

CANCER TREATMENT
CAN BE EXPENSIVE
• Cancer costs Me American

People 53 131111on a year

• Average Cancer hospital stay
is twice as long as other
hospitalization

• Cancer costs include higher fees

or physicians  services, drugs,
nursing care and SiCA-000011
equipment

ESTIMATED CANCER CASES BY STATE

--
MAN

.00

How Many Victims WIll There Be In Your State?
WIII You Be One Of Thom?

Statistics from the American Hos-
pital Automation and the Ameri-
can Cancer Society. Your state's
Cancer estimate is based on the
American Cancer Society'. predic-
tion that 2.5% of all Americans twill
gm CIII0a.

PAYS YOU UP TO S150,000.00 CASH BENEFITS!
AU Cancer Benefits Are Peal In Cash Direct To You, MAPPIthart To Mealcare, Croup Cr Any Other Plan.

5150.0130.00 CANCER BENEFITS SUMMARY 

IN-HOSPITAL BENEFITS

is

f."•

rte

Pit

;;E!

_
roosPrru. coriPmEhtera:
890.00 Per Day... for the firm 7 consecu-
tive days ... $60.00 Per Day thereafter.
(After 90 consecutive day. of hospital-
Manor, see amended Hospital f3enefits.,

PHYSICIAPt:

Up to 316.00 Per day .. . Maximum of
1900 00 for cam oy a onyencian or surgeon,
other than surgeon performing surgery.

NURSING:

Up To 336.00 Per Dap... Maximum of
S900.00 for spectal care by a Registered
Nurse crr License. Pracmeal Nurse.

DRUGS ANO MEDICINES. ima...uorNG
CHEMOTHERAPY:

10% Of Ficemital Confinement Benefits
... Up To 3376.00 for actual charges in-
curred for antes and medicines.

 CZie.?
r

IN-AND-OUT OF
HOSPITAL BENEFITS

SURGICAI

845.00 To 3750.00 Per Operation.... no
lumt on minim, according to policy
surgical scaettuai.

ANESTHESIA:

Up To 3106.00 . for each intermil opera-
nom 145 for skin Cancer operauott No uncut
on numoar of operations .. in or oat of the
hospital.

BLOOD AND PLASMA:

Up To S4.60.00 ... tor t=oarges triciarred for
(hood and Mamma ... even as an ourpauenc
No miasma= on 'benefits for leuxsaua-

S-RAY-RADIUM-COBALT THERAPY:

Up To •1500.00 ... for X.ray, radinm or
cobalt treatment ... rem as un outpatient

AMBULANCE:

Up To $750.00... for transportation to
and from a hospital. Limited to 375.00 far
eacn confinement period.

anomarat BENEFITS
.rre EXTENDED HOSPITAL SEHEFITS:S•F

Up To S7.500.00 A Month .. .:52.50.00 A
R. Day ... Cancer Policy oenetits increase

after you've teen hoepooalicrdpcsc90dotys.
Even though your NIAic oenefits are
ermatated, yo. ornoot worry. Thus m worn
you'll be paid 100% of all hospital charges.
on to 37.500.00 a month 15250.00 a day).
These am to addition to benedts You've ra-
reany received. Benefits will be paid con-
anuotmly wicil you're =sonar,od r..-oni the
h.pttal or until yOU ve coileC4.1 a hie-
Cm! Mivansuin Or 1150.00000.

SPECIAL FREE
BONUS ...
CANCER FACT PACK

A Prank Report On Cancer's
Wartung Signs. Ploy Life-
sawing SCM And Informs-
non And How To Cope Should
Cancer Soli.. its yours eke
.iutaly FREE when yen
apply or maul your request by
April 30, 1978.

Or. oFmortu. slot, 000 Punt is ALSO AVAIL, ... AT EDUCW .
RAres. SENEF,TS OF -rive ',c.o.:, ABOYE

r
.55

0.44

•Z%
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Few Americans Can 
Afford

Cancer.
WASHINGTON — Senator Hubert

H. Humpnrev 
trig the re-

moval n. cancerous 
biaAcler7

Octooer of 1976 
cnarged that triv

Americans can afford 
me enormous

cost of cancer 
treaunent

The Senator 
eloquently

criaractenzed cancer as a 
'thief in tne

naCivi'tt-antrIe". 
HaeilleorteTtl/icttngrilelayt cono

u at

cent tnat cancer also strives at,

prosirnatetv 35r.hi all 
Arnencans smo

have absolutely so 
neitith insurance.

RespondIng to me 
Question. Can

the average 
AMenCao attora the 

hn-

anctai expense of cancer." Hum-

pnrev said -No No was' 
not unicis

they base the best 
in health 

insurance

poticies Only 2 toa 
millionaires

can atior0 cancer

Stressing toe 
importance of 'cancer

otsurance." Hurnprirey 
sinteS that

-mere s a rote 
tor those private Pol-

icies In tact. I 
hare one

There s a place for 
supplemental

insurance in Arnenca he continued.

tninv people ougnt 
to look for to

With seep ,aoness sos 
eeeS • HUM-

pores tolcl ot rus 
oromer vvno na0 can-

cer but no mealcai 
insurance. He

lived °rut' a snort 
penal at ume an0

penil OveLsr,t1.000 tor 
hospital anCI Sur.

Hurripnrey told of a custressing

pnone call he had 
receivea Morneni3

netore Our Intereiew A 
irienCl stricken

with tertninal c3nCer 
mr three seats

ant mad Ci,n in 
ann out oi use hospi-

tal. tad Just 
succumbed to Mr dreecied

ChseaSe. For the senator

noted. her husnana LS eery 
wealthy.

But i too.' trial it 
cost bun. literally.

nursdrras of thousands ot 
ocitlars.

71,7' CrC.-

7 773k/7 t •
CU;CL

LCZ.I...rLizfe
• -,-- ---
-

rZ;..::

.L.:2•17C4X_

I •
A:5

e,IL'SOCL-Ck
. .

r.70 /1:-Z ar—azft

liEJ.Age.-1:
,

41) e LzfrcE:X.-

•,i_ri5a R-2/7 CC- ;?Atz..7e .

BUT CANCER DOESN'T ONLY STRIKE PROMINENT PEOPLE LIKE HIM
IT ALSO STRIKES FOLKS LIKE YOU, folks wno mInt not be able to attoro the enormous cast of cancer

treatment . ". as Senator Humpnrey noted. The American Cancer Society estimres mat 55 million
Americans living tooay tetli become victims ot mat creed disease

BUT YOU DON'T HAVE TO STAND ALONE IN THE ..1G1-1T A GAiNST CANCER. P-lere are iet-
ters from lust a few of our grateful policynoiaers:

am wnting to tell you how tnankhil lam to receive oenetift Day-
menf On me cancer Policy. loci can oeneve mat am telling ail my
tnencts about your company The °mem have sure rigntened our
expense load so Mat we can see Our way clear '

Clarence West
Zephymilia. fl.

'Mr Coverage was very nemiul to me and I was well weasel with
your service, intend to recomrneno your COMOanv to my inenCS."

Beatrice Pursley
Barberton. Oh.

',he coverage crowned Or my Union ,,ideuty Insurance PonCY wasa great new to me in .yin? For tne Cancer surgery nave recOm
mermea the coverage (pothers and I carry a ()mon iiaerity policy on
my mother. ivniCli 2150 OrOvea neiOn1i The Carment was mace.
and I was very glad to get it"

Beyerty Harm Grey
San Juan Cap:so:no, Ca.

I wisn to thane your company nor the oromatness in paving an
the claims on my husband's ilnes. I don't Snow wnat we would
nave Cone vatnout your ooricy. it only Mae neOpie would revile
now ouivuy Mey can be strucx with Qncer, they would buy yOUI

Mrs. Mane Peabody
Houston. Tx.

"Just a note to thank rota 10, your promptneco in settling our claims
on the two ponces we lave witrt you peobie !t lust goes to Prove
mat you can t hots a setter cp.-noany to co nosiness witn he are
luoxy to nave 11,70 Me tO !dire ttieSe OolicieS out wnen We
drti It maxes ones recovery taster to irnmv mat vou can Dar rite doc-
tors bills promptly wnen tney are to resoonsmte tor your hie.-

Mrs. Moore
Minneapolis. Mn.



374

EXHIBIT 3 

CANCER EXTRAS RIDER and CANCER INCREASE RIDER 

Contents Page No. 

I. Review of Brochures Utilized in the Marketing and Promotion
of UFLIC Cancer Extras Rules and Cancer Increase Rider  1

II. Analysis of Benefits (From Underlying Policy)   1

III. Legal Anaylsis  3-33



375

EXHIBIT 3 

I. Review of Brochures Utilized in the Marketing and Promotion of UFLIC

Cancer Extras Rules and Cancer Increase Rider 

Subject Matter 

A. Items Reviewed 

1. Cancer "Extras" Promotional Brochure
UFLIC Form Number B-82-B (sold with base policy $150,000)

2. Cancer Increase Rider
UFLIC Form Number 6-64-42 (sold with base policy $150,000)

B. Underlying Insurance Policy Form

1. Cancer Extras Rider
UFLIC Form Number 1-4540-2

Filed for approval in the Commonwealth: December 30, 1975

Approved by the Commissioner: December 31, 1975

2. Cancer Increase Rider
UFLIC Form Number 1-4930-99

Filed for approval in the Commonwealth: November 9, 1977

Approved by the Commissioner: November 10, 1977

C. Segment of Population to Which Materials are Directed 

All cancer benefits policy holders.

D. Loss Ratios From Sample 

1. Cancer Extras -
2. Cancer increase - 24.±)(same as base policy 2140)

Analysis of Benefits (From Underlying Policy) 

A. Cancer Extras Rider 

1. After-Hospital Benefits:

After discharge from a qualified hospital in which covered person

was a resident patient, 10% of the total in-patient hospital bene-

fits will be paid.

Maximum Benefits: $15,000

2. Intensive Care Unit Benefits:

Double the daily hospital benefit paid when covered person is

confined to a special unit of a hospital specifically providing

intensive care for the treatment of cancer to a maximum of



376

21 days. Periods of post-operative confinement in a recovery

room of less than 24 hours are not covered. Policy does not

specify if daily rates are based upon first confined or last
confined days.

Maximum Benefits: $ 2,940

3. Skilled Nursing Facility Benefit:

If physician determines that skilled nursing care or skilled

rehabilitative services or a skilled nursing facility is needed

for further treatment of cancer after the patient has been hospi-

talized for at least 3 consecutive days, 50% of the daily hospital

benefits will be paid up to a maximum of 60 days. Policy does

not specify if in-hospital benefits are based upon first or

last hospital days. Admission to the skilled nursing facility

must be within 14 days of discharge from the hospital. Skilled

nursing facility does not include rest homes or homes for the
aged which provide primarily custodial care. To be covered a

daily medical record must be kept of each patient and such
patient shall receive a planned program of observation by a
physician other than the proprietor or an employee of such
nursing facility. Such plan must be in accordance with existing

standards of medical practice for the injury or sickness causing

confinement; in this case it must be cancer.

Maximum Benefits: $ 1,905

4. Pre-Existing Condition:

Cancer first manifested prior to the effective date of the
rider is not covered for 1 year from date of rider. Manifested
is a different standard than diagnosed.

B. Cancer Increase Rider (From Underlying Policy) 

All benefits are increased by 33 1/3%. All definitions of base policy
remain in force.

1. Hospital Confinement:

1-7 days -- $120/day = $840
8-90 days -- $ 80/day = $6,640

Maximum Benefits:

2. Physician:

Actual charges to $20/day

3. Surgical:

$60 - $1,000

-2-

Maximum Benefits:

Maximum Benefits

$ 7,480

$ 1,200

$ 1,000
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4. Nursing: Maximum Benefits: $ 1,200

5. X-Ray - Radium - Cobalt Maximum Benefits: $ 2,000

6. Anesthesia: Maximum Benefits: $ 140

7. Blood and Plasma: Maximum Benefits: $ 600

8. Ambulance: Maximum Benefits: $ 1,000

9. Drugs and Medicine: Maximum Benefits: $ 500

Total Extended Benefits: $15,120

Remaining Benefits: $184,880

10. Extended Hospital Benefits (to a maximum of 33 months)

$333.33/day or $10,000/month (1005 days)

If actual charges are less than benefits
cannot be collected to policy maximum. The promotional
brochure with this policy cites $158 per day as the
average.

III. Legal Analysis 

A. Purpose 

In general it is deemed to be misleading to solicit an offer to contract
for health insurance without a clear and conspicuous disclosure of the following:

1. The extent and nature of the coverage offered.
2. The extent to which the coverage meets the potential risk.
3. The cost of the coverage.

All marketing methods and practices pertaining to the sale of health
insurance are subject to the minimum standards and guidelines of conduct
established by the rules and regulations promulgated pursuant to Massachusetts
General Laws Chapters 175, 1760 and 93A, among others. These regulations and
rules are intended to assure truthful and adequate disclosure of all material
and relevant information in the advertising and marketing of this insurance.
All information required to be disclosed by these rules shall be presented
conspicuously and in close conjunction with the statements to which such in-
formation relates or under appropriate captions of such prominence that it
shall not be minimized, rendered obscure or presented in an ambiguous fashion
or disclosed in any manner so as to be confusing or misleading.

B. Regulations 1-74 

1. Rules Pertaining to Form and Content of Advertisements (Section 5 A. & B)

A. The format and content of an advertisement of
an accident or sickness insurance policy shall

-3-
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"be sufficiently complete and clear to avoid
deception or the capacity or tendency to mis-
lead or deceive. Whether an advertisement
has a capacity or tendency to mislead or de-
ceive shall be determined by the Commissioner
of Insurance from the overall impression that
the advertisement may be reasonably expected
to create upon a person of average education
or intelligence, within the segment of the
public to which it is directed.

"B. Advertisements shall be truthful and not mis-
leading in fact or in implication. Words or
phrases, the meaning of which is clear only
by implication or by familiarity with insur-
ance terminology, shall not be used."

a. Cancer Extras Rider:

Violation 1: The format of the advertisement emphasizes the extra

benefits to be received and gives these benefits in dollar amounts.

The format and content is misleading and incomplete because it fails

to include definitions of, restrictions upon and reductions from

the benefits. The omitted definitions include those for intensive

care units and nursing home facilities. The definition of nursing

home, as it is known by a layperson, is substantially different than

that of the skilled nursing facility set forth in the policy. The

policy thus requires and assumes a knowledge of insurance terminology.

Violation 2: The benefits are set forth in a manner which has the
tendency to mislead the policy holder about the probability of collecting

full benefits. The probability of collecting full benefits is slight.

Violation 3: All benefits are based upon the in-hospital cash benefits

paid. The daily rate for base hospital benefits paid varies depending

upon the length of stay. The advertising material makes it appear the
base period starts with the first day, yet the policy itself fails to

clarify this. The failure to clarify the ambiguity renders the adver-

tisement misleading and gives it the capacity to deceive.

Violation 4: The rider is marketed to policy holders of the cancer
benefit policy critiqued in Exhibit B-1. Since this advertisement
relies upon and refers to materials or information found in the cancer
benefit policy (Form 2140) and since the cancer benefit policy form
is in violation of this Section, this cancer extras rider is in viola-
tion of this Section to the extent that the cancer benefit policy vio-
lates this Section.

Violation 5: The textual material following the italicized words "It's
Cancer" is incomplete to the extent that it omits relevant information
as to the probability and costs of cancer. This omission exaggerates
the dangers of cancer and thus has the capacity to mislead the policy
holder as to the need for the rider.

-4-
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Violation 6: The statement under the after-hospital cash section,
that the exact amount depends on you and you alone,has the tendency
to mislead the policy holder because many factors outside the control
of the policy holder will contribute to the actual benefits paid.

Violation 7: The recitation of benefits is incomplete because it fails
to set forth expected actual costs against which the policy holder
can compare benefits to determine if in fact the benefits will provide the
"extra protection" which the rider seems to offer.

Violation 8: The statement that the policy rider can never be can-
celled as long as premiums are paid and the base policy remains in
force is misleading because it fails to disclose adequately that the
rider will terminate three years from the date on which cancer is
diagnosed.

Violation 9: The exclusion of cancer first manifested prior to the
effective date of the rider is misleading and deceptive because it
creates a different standard from that of the base policy which re-
lies upon the date of diagnosis of cancer for determining exclusion.

Violation 10: There is no definition of pre-existing condition. The
omission of this definition is misleading and has the tendency to
deceive the policy holder.

Violation 11: The use of the cited testimonial letter is misleading
and deceptive. First, the letter appears to be unsolicited when in
fact some of them were solicited. Second, some of the statements
have been altered or taken out of context so as to change the meaning
For instance, one letter omits a paragraph which is critical of
the company for its slow claims payment. Finally, not all of
the persons quoted are persons covered by the cancer extras
rider.

Violation 12: The practice of sending out a premium notice including
the premium for the base policy together with that for the "cancer
extras rider" is misleading and has the capacity of inducing the
policy holder to pay for a rider inadvertently while attempting to
keep his or her base policy in force.

Violation 13: The statement "you'll collect" is misleading and de-
ceptive because the amount promised by the rider will only be paid
if the actual charges incurred by the policy holder are greater than
or equal to the combined benefits of the basic policy and this rider.
Otherwise, the benefits offered by the rider are superfluous.

b. Cancer Increase Rider:

Violation 1: The designation of this rider as a cancer increase rider
and the inclusion of statements such as each and every cancer benefit
increased by 33 1/3% has the tendency to mislead and deceive. First,
it is virtually impossible to collect the maximum benefits available
under the base policy. To increase benefits by any amount without
increasing the underlying probability that the benefits will be

-5-
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Violation 8: The recitation of nursing benefits has the capacity
to mislead and it is not sufficiently clear and complete to avoid
deception. First, it is unclear if the benefits are for actual
charges or for a flat sum. Second, it fails to include or refer
to the restrictive definition of in-hospital nursing services
found in the policy. The reference to lifetime benefits is also
misleading.

Violation 9: The reference to other cancer riders offered by the
company has the capacity to mislead because it fails to specify
the benefits offered by such other plans and to provide the policy
holder with sufficient information to evaluate what, if any, dupli-
cation or overlap of coverage may result from the acquisition of
the cancer increase rider.

Violation 10: The recitation of X-ray/radiation/cobalt therapy
benefits is not sufficiently clear and complete to avoid deception
because it fails to set forth the exclusions (other than diagnostic
X-ray) of diagnostic procedures or laboratory tests related to this
treatment.

Violation 11: The recitation of the anesthesia benefits is deceptive
and incomplete because it fails to state that the anesthesia will
not be covered if the anesthesiologist is employed by the hospital.

Violation 12: The recitation of blood and plasma benefits is not
sufficiently clear to avoid deception because it fails to include
references to any credits the policy holder may receive for blood
replaced by donors. Furthermore, the reference to lifetime benefits
is misleading as is the statement that there is no maximum on leukemia.
All benefits to be collected must be directly related to the treat-
ment of cancer. Consequently, they are all subject to the three-year
limitation of the policy.

Violation 13: The recitation of ambulance benefits is deceptive and
not sufficiently clear and complete to avoid misleading the policy
holder. The reference to lifetime benefits is deceptive. The
failure to include or refer to the definition of the hospital con-
finement period or the requirement of admission to the hospital has
the tendency to mislead.

Violation 14: The recitation of extended hospital benefits is not
sufficiently clear to avoid deception and it has the capacity and
tendency to mislead and •deceive. First, it is not sufficiently
clear that only actual charges are to be collected. Second, the
advertisement itself cites a figure of $158 per day as the average
daily charge. If this is true, it will take over three years to
collect the maximum benefits. As this is beyond the policy limit,
full coverage literally cannot be collected.

Violation 15: The statement of limitations and exclusions is
incomplete and unclear. It fails to include many restrictive
definitions found in the underlying policy. The repeated reference
to "lifetime" benefits is misleading because there is actually a
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three-year limit on benefits. It also fails to include a clear

statement that benefits are not provided for any other disease,

sickness or incapacity even though such disease or incapacity

may have been complicated or aggravated or prolonged by such

covered cancer or be as a result of covered cancer treatment.

Violation 16: The format of the entire brochure is not suffi-

ciently clear and complete to avoid deception or misunderstanding

because it fails to include any reliable estimated figures as to

actual costs which may be incurred by the policy holder, which

figure or cost could be utilized in analyzing and evaluating the

additional coverage offered by this rider.

Violation 17: The reference to Union Fidelity as one of America's

largest cancer insurance specialists and to Mr. Dozer as an insur-

ance expert has the tendency to mislead the policy holder because

it fails to set forth the facts or experience upon which such

claim of expertise are based. Such statements require a familiarity

with the insurance industry which the typical policy holder lacks.

Violation 13: The practice of sending a premium notice which

includes the premium charge for the rider being promoted has the

capacity to mislead because it may induce the policy holder to

pay for a rider inadvertently while meaning only to keep his or

her base policy in force.

Violation 19: To the extent the policy holder is induced to

purchase the rider by reference to statements or information contained

in materials related to the basic Cancer Benefits Policy (Form 2140)

and to the extent such material or information from the cancer

benefits policy is in violation of this Section 5, this cancer in-

crease brochure is in violation of Section 5.

2. Rules Pertaining to Advertisements of Benefits Payable, Losses

Covered or Premiums Payable (Section 6A. (1)-(8))

A. Deceptive Words, Phrases or Illustrations Prohibited

"(1) No advertisement shall omit information or use
words, phrases, statements, references or illustra-
tions if the omission of such information or use of
such words, phrases, statements, references or illus-
trations has the capacity, tendency or effect of
misleading or deceiving purchasers or prospective.

purchasers as to the nature or extent of any policy
benefit payable, loss covered or premium payable.
The fact that the policy offered is made available

to a prospective insured for inspection prior to
consummation of the sale or an offer is made to

refund the premium if the purchaser is not satis-

fied, does not remedy misleading statements.

"(2) No advertisement shall contain or use words

or phrases such as all 'full'; 'complete';

-8-
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''comprehensive'; 'unlimited'; 'up to'; 'as
high as'; 'this policy will help fill some
of the gaps that Medicare and your present
insurance leave out'; 'this policy will
help to replace your income' (when used to
express loss of time benefits); or similar
words and phrases, in a manner which exag-
gerates any benefits beyond the terms of
the policy.

'(3) An advertisement shall not contain
descriptions of a policy limitation, excep-
tion, or reduction, worded in a positive
manner to imply that it is a benefit, such
as, describing a waiting period as a 'bene-
fit builder', or stating 'even pre-existing
conditions are covered after two years.'
Words and phrases used in an advertisement
to describe such policy limitations, excep-
tions and reductions shall fairly and accu-
rately describe the negative features of
such limitations, exceptions and reductions
of the policy offered.

'(4) No advertisement of a benefit for which
payment is conditional upon confinement in a
hospital or similar facility shall use words
or phrases such as 'tax free'; 'extra cash';
'extra income'; 'extra pay'; or substantially
similar words or phrases because such words
and phrases have the capacity, tendency or
effect of misleading the public into believing
that the policy advertised will, in some way,
enable them to make a profit from being hospi-
talized.

"(5) No advertisement of a hospital or other
similar facility confinement benefit shall
advertise that the amount of the benefit is
payable on a monthly or weekly basis when,
in fact, the amount of the benefit payable
is based upon a daily pro rata basis relating
to the number of days of confinement. When
the policy contains a limit on the number of
days of coverage provided, such limit must
appear in the advertisement.

"(6) No advertisement of a policy covering
only one disease or a list of specified
diseases shall imply coverage beyond the
terms of the policy. Synonymous terms shall
not be used to refer to any disease so as to
imply broader coverage than is the fact.

-9-
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"(7) An advertisement for a policy providing
benefits for specified illnesses only, such
as cancer, or for specified accidents only,
such as automboile accidents, shall clearly
and conspicuously in prominent type state
the limited nature of the policy. The state-
ment shall be worded in language identical to,
or substantially similar to the following:
'THIS IS A LIMITED POLICY'; 'THIS IS A CANCER
ONLY POLICY'; 'THIS IS AN AUTOMOBILE ACCIDENT
ONLY POLICY'.

"(8) An advertisement of a direct response in-
surance product shall not imply that because
'no insurance agent will call and no commis-
sions will be paid to agents' that it is 'a
low cost plan,' or use other similar words or
phrases because the cost of advertising and
servicing such policies is a substantial cost
in the marketing of a direct response insur-
ance product."

a. Cancer Extras Rider 

Violation 1: The brochure omits information concerning actual costs
and courses of treatment associated with cancer and thereby misleads
the policy holder as to the nature and extent of policy benefits
payable and losses covered. It also fails to include restrictive
definitions, exclusions and reductions and therefore exaggerates
the benefits beyond the terms of the policy.

Violation 2: The statement that "there are no reductions in benefits
for people over 65.. .ever is misleading to prospective purchasers be-
cause it omits reference to conditions under which the policy may
terminate and exaggerates the benefits beyond the terms of the policy.

Violation 3: The reference to possible courses of treatment upon
whicn a doctor may insist has the effect of misleading or deceiving
the policy holder as to the probability of such medical requirements
and as to the benefits payable and losses covered under the policy.

Violation 4: The statement that the after-hospital cash benefits
payable depends upon the policy holder has the effect of misleading
the policy holder because it omits reference to other factors affect-
ing the collection of these benefits and thereby exaggerates the
benefits payable under the policy.

Violation 5: The statement of course, after two years, pre-existing
conditions will be covered" is an expression of a limitation of the
policy worded in a positive manner. Such limitation must fairly and
accurately set forth the negative features of such limitation.

-10-
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Violation 6: Statements such as all cash paid direct to you and
"pays you cash" exaggerate the coverage provided by the policy and
have the capacity or effect of misleading the public into believing
the coverage will enable them to make a profit from being hospitalized.

Violation 7: The omission of a clear and conspicuous statement in
prominent type that the policy is limited to cancer only and does
not cover some expenses of cancer treatment or cancer related
treatments is a violation of Subsection 7 and it has the effect
or tendency of exaggerating the coverage afforded by the policy.

Violation 8: The recitation of nursing home benefits implies
coverage beyond the terms of the policy because the definition of
nursing home in the policy is more restrictive than commonly under-
stood by the general public.

Violation 9: The statement that "Preferred Cancer Policyholder can
expand their coverage" tends to deceive the prospective purchaser as
to the nature of the benefits which the policy offers because it im-
plies that such policy holder has to be singled out when in fact such
is not the case. The rider is marketed to substantially all cancer
policy holders without preference.

Violation 10: The statement that payments will be made regardless
of other insurance plans omits reference to coordination of benefits
provided in such other plans and therefore exaggerates the coverage
and benefits available under the policy.

Violation 11: The statement that the cancer extras rider may make
the difference in the event "cancer strikes and the 'policy holder's'
life hangs in the balance" exaggerates the benefits payable under
the policy and is otherwise misleading.

b. Cancer Increase Rider 

Violation 1: The emphasis on the benefit increase of 33 1/3% and
on the maximum benefits payable has the capacity and tendency to
deceive and mislead a prospective purchaser as to the extent of
the policy benefits payable or the increase offered and tends to
exaggerate the likely benefits payable beyond the terms of the
policy. Such statements tend to exaggerate the utility of the
underlying policy (Form 2140) and the proffered cancer increase rider.

Violation 2: The term "up to 3 years" as it pertains to the limita-
tion of coverage is a description of a limitation in a positive manner.
It is a contradiction in terms to state a lifetime maximum up to 3
years. All referencesto lifetime benefits therefore exaggerate the
terms of the policy.

Violation 3: The omission of a clear and conspicuous statement in
prominent type that the benefits are payable only for those expenses
which are directly related to cancer and that the policy does not
cover some expenses of cancer treatment or related treatments is
misleading and tends to deceive the policy holder.

-11-
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Violation 4: The offering of the rider to "preferred" cancer
policy holders only is deceptive and misleading because it tends
to exaggerate the benefits payable or the value of the policy.
The cancer increase rider is offered to substantially all cancer
policy holders and there is no selection process by which preferred
policy holders would be segregated.

Violation 5: The recitation of the Cancer Benefits Policy benefits
and the statement that substantial cash benefits would be received
up to a maximum of $150,000 tends to exaggerate the benefits avail-
able and the losses covered under the policy because it is highly
unlikely benefits to such extent would be received.

Violation 6: The statement that for pennies a day per person every
single cancer benefit can be increased by 33 1/3%' exaggerate the
extent of increase, the losses covered and the premium payable because
it omits pertinent restrictions and limitations on the collection of
those benefits. First, all benefits are not increased because many
benefits are based upon actual expenses which remain the same in
spite of the increased coverage. Second, the reference to pennies
per day per person without reference to the actual premium payable
exaggerates the nature and extent of the premium.

Violation 7: The claim that the real need for the increase is based
upon inflation and in response to requests by cancer policy holders
tends to exaggerate the nature and extent of the benefits payable
because relevant factual information or actual increases in cost
is omitted.

Violation 8: The recitation of policy benefits commencing with the
words "PAY YOU tends to exaggerate the benefits beyond the terms
of the policy because the policy is an indemnity policy paying only
actual expenses in most cases.

Violation 9: Statements concerning "substantial cash benefits" when
read in conjunction with guarantees of increases of 33 1/3% have the
capacity and tendency to mislead the public into believing that the
policy will enable them to make a profit from being hospitalized.
For instance, the advertisement cites the average daily hospital
bill of $150 per day and promises up to 5333.33 per day for extended
hospital benefits.

Violation 10: The exceptions and limitations provision omits sub-
stantive limitations in the policy, including definitions and limi-
tations to actual charges incurred. (See policy benefits analysis.)
Consequently, all limitations, exceptions and reductions are not
fairly and accurately described.

Violation 11: The statement that "benefits will be paid until
discharge from the hospital" is misleading and deceptive because
it fails or omits to disclose that coverage is provided for multiple
or successive periods of confinement.
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Violation 12: To the extent the advertisement incorporates or
refers to provisions of the underlying cancer benefit policy,
which provisions are in violation of this Section 6, the adver-
tisement is in violation of Section 6.

3. Rules Pertaining to Exceptions, Reductions and Limitations (Section
6B. (1)-(3)) and Pre-Existing Conditions (Section 6C. (1)-(3))

"B. Exceptions, Reductions and Limitations 

"(1) When an advertisement refers to either a dollar
amount or a period of time for which any benefit is
payable, or the cost of the policy, or specific
policy benefit, or the loss for which such benefit
is payable, it shall also disclose those exceptions,
reductions and limitations affecting the basic
provisions of the policy without which the adver-
tisement would have the capacity or tendency to mis-
lead or deceive.

"(2) When a policy contains a waiting, elimination,
probationary or similar time period between the
effective date of the policy and the effective date
of coverage under the policy or at a time period
between the date a loss occurs and the date bene-
fits begin to accrue for such loss, an advertise-
ment which is subject to the requirements of the
preceding paragraph shall disclose the existence
of such periods.

'(3) An advertisement shall not use the words
'only'; 'just'; 'merely'; 'minimum' or similar
words or phrases to describe the applicability
of any exceptions and reductions, such as: 'This
policy is subject to the following minimum excep-
tions and reductions.'

"C. Pre-Existing Conditions 

"(1) An advertisement which is subject to the
requirements of Section 68 shall, in negative
terms, disclose the extent to which any loss is
not covered if the cause of such loss is trace-
able to a condition existing prior to the effec-
tive date of the policy. The use of the term
'pre-existing condition' without an appropriate
definition or description shall not be used.

"(2) When a policy does not cover losses re-
sulting from pre-existing conditions, no adver-
tisement of the policy shall state or imply that
the applicant's physical condition or medical
history will not affect the issuance of the
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"policy or payment of a claim thereunder. This
rule prohibits the use of the phrase 'no medical
examination required' and phrases of similar im-
port, but does not prohibit explaining 'automatic
issue.' If an insurer requires a medical exami-
nation for a specified policy, the advertisement
shall disclose that a medical examination is
required.

"(3) When an advertisement contains an applica-
tion form to be completed by the applicant and
returned by mail for a direct response insurance
product, such application form shall contain a
question or statement which reflects the pre-
existing condition provisions of the policy
immediately preceding the blank space for the
applicant's signature. For example, such an
application form shall contain a question or
statement substantially as follows:

"Do you understand that this policy
will not pay benefits during the
first year(s) after the issue
date for a disease or physical con-
dition which you now have or have
had in the past? YES

"Or substantially the following statement:

"I understand that the policy applied
for will not pay benefits for any
loss incurred during the first
year(s) after the issue date on
account of disease or physical condi-
tion which I now have or have had in
the past."

a. Cancer Extras Rider 

Violation 1: The advertisement fails to include all substantive
exceptions, restrictions and limitations affecting the benefits
payable under the policy thus giving the advertisement the capacity
to mislead. This is primarily true of restrictive definitions of
losses covered by the policy.

Violation 2: Reference to "pre-existing conditions" without an appro-
priate definition or description thereof is misleading and has the
tendency to deceive.

Violation 3: The instructions as to how to apply for the cancer
extras rider without a clear explanation of pre-existing conditions
provision implies that the applicant's physical condition will not -
affect the issuance of the policy.
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b. Cancer Increase Rider 

Violation 1: The advertisement rr,fers to the low cost of the rider
and the benefits offered therein without adequately disclosing ex-
ceptions, limitations and reductions. The omission gives the policy
the tendency to mislead.

Violation 2: The advertisement minimizes the effect of the exclusions
and limitations applicable by attempting to incorporate by reference
those of the base cancer policy without a full explanation thereof.

Violation 3: The application, which is part of the advertisement,
fails to include an adequate question or statement reflecting the
pre-existing conditions provisions of the policy. The statement on
the application, to be signed by the main insured and which inquires
as to the existence of cancer, is not sufficient when viewed in re-
lation to the fact that the policy is marketed to "preferred" policy
holders thus implying that acceptance is a mere formality.

Violation 4: To the extent this advertisement builds upon and incor-
porates or relies upon information pertaining to the base policy
(Form 2140), which base policy is in violation of this Section, this
material is in violation of this Section.

4. Rules Pertaining to Necessity for Disclosing Policy Provisions
Relating to Renewability, Cancellability and Termination (Section 7)

"When an advertisement refers to either a dollar
amount or a period of time for which any benefit
is payable, or the cost of the policy, or specific
policy benefit; or the loss for which such benefit
is payable, it shall disclose the provisions relating
to renewability, cancellability and termination
and any modification of benefits, losses covered
or premiums because of age or for other reasons,
in a manner which shall not minimize or render ob-
scure the qualifying conditions."

a. Cancer Extras Rider 

Violation 1: The advertisement does not sufficiently and clearly
disclose provisions relating to termination and renewability of cover-age and thereby minimizes or obscures these provisions. Statements
that the policy can never be cancelled and references to maximum bene-fits payable overstate the availability of such benefits because all
benefits terminate three years from the date of diagnosis of cancer.

b. Cancer Increase Rider 

Violation 1: The advertisement does not clearly and sufficiently
disclose restrictions on the payments of benefits and renewability
of the policy. Continued references to lifetime maximum and the
gross amount of benefits payable are inconsistent with, overshadow
and thereby minimize and obscure the one statement regarding the three-year
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limitation of policy coverage. In effect, what the policy
offers is lifetime renewability as long as claims are not
submitted for cancer. Once cancer is diagnosed, the policy
becomes a three-year policy.

5. Rules Pertaining to Testimonials or Endorsements by Third Parties
(Section 8A. and B.)

'A. Testimonials used in advertisements must be
genuine, represent the current opinion of
the author, be applicable to the policy ad-
vertised and be accurately reproduced. The
insurer in using a testimonial, makes as
its own all of the statements contained
therein, and the advertisement, including
such statement is subject to all the provi-
sions of these rules.

If the person making a testimonial, an en-
dorsement or an appraisal has a financial
interest in the insurer or a related entity
as a stockholder, director, officer, employee
or otherwise, such fact shall be disclosed
in the advertisement. If a person is com-
pensated for making a testimonial endorse-
ment or appraisal, such fact shall be dis-
closed in the advertisement by language
substantially as follows: 'Paid Endorse-
ment.' This rule does not require disclosure
of union 'scale' wages required by union
rules if the payment is actually for such
'scale for TV or radio performances. The
payment of substantial amounts, directly
or indirectly, for 'travel and entertain-
ment' for filming or recording of TV or radio
advertisements remove the filming or record-
ing from the category of an unsolicited tes-
timonial and require disclosure of such
compensation."

a. Cancer Extras Rider

Violation 1: The testimonials used do not necessarily all refer to
the "cancer extras" rider. While all quoted persons are or were policy
holders at the time of the endorsement, not all were covered by the
cancer extras rider; thus, the use of the t-stimonial as an aid to the
sale of the rider is misleading.

Violation 2: The testimonials are not accurately reproduced and omit
certain phrases. An entire paragraph citing unreasonable claims pay-
ment delay was omitted from one testimonial. A phrase of similar
import was omitted from another testimonial.
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Violation 3: Many of the testimonials were solicited by the company
and all received the sum of at least $1.00 for the use of their com-
ments. The company states to the author of the testimonial that the
payment of such sum is intended to be a "token of company appreciation"
when it is, in fact, the payment of consideration to said author for
a signed release for the use of the testimonial. Thus, the testimonials
are obtained deceptively by the company and then used as unsolicited
testimonials at a later date.

6. Rules Pertaining to Use of Statistics (Section 9)

"A. An advertisement relating to the dollar amounts
of claims paid, the number of persons insured,
or similar statistical information relating
to any insurer or policy shall not use irrele-
vant facts, and shall not be used unless it
accurately reflects all of the relevant facts.
Such an advertisement shall not imply that
such statistics are derived from the policy
advertised unless such is the fact, and when
applicable to other policies or plans shall
specifically so state.

An advertisement shall not represent or imply
that claim settlements by the insurer are
'liberal' or 'generous' or use words of simi-
lar import, or that claim settlements are or
will be beyond the actual terms of the con-
tract. An unusual amount paid for a unique
claim for the policy advertised is misleading
and shall not be used.

"C. The source of any statistics used in an ad-
vertisement shall be identified in such ad-
vertisement."

a. Cancer Extras Rider 

Violation 1: The recitation of hypothetical situations concerning the
course of cancer treatment or costs associated therewith is misleading
and deceptive and constitutes the use of irrelevant facts in the promo-
tion of the rider. The advertisement implies that the cited expendi-
tures would be covered by the policy.

Violation 2: The statements of benefits commencing with "you'll
collect" are misleading and imply an ease in the collection is said bene-
fits which is not consistent with the underlying facts of cancer
treatment or with company practices and claim payment history.

b. Cancer Increase Rider 

Violation 1: The use of statistics from the American Cancer Society
and statements implying that this rider has been developed in response
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to a popular demand by "millions of Americans" is misleading and
deceptive. First, these statements are not facts and second, even
as fact they are irrelevant. The statement that the average hospi-
tal bill is $158 and that the average cancer hospital stay is double
the stay for other hospitalization constitutes the use of irrelevant
facts because it does not reveal the components of the average daily
hospital bill or the usual length of hospitalization.

Violation 2: The emphasis on the 33 1/3% increase in benefits is
misleading and implies claims settlement practices which are beyond
the actual terms of the policy. First, many benefits are paid on
the basis of actual costs, thus the increase may be irrelevant.
Second, the advertisement fails to include actual costs or payments
history so that the policy holder can accurately evaluate the utility
of the increased benefits.

7. Rules Pertaining to Identification of Plan or Number of Policies
(Section 10) '

"A. When a choice of the amount of benefits is re-
ferred to, an advertisement shall disclose
that the amount of benefits provided depends
upon the plan selected and that the premium
will vary with the amount of the benefits
selected.

OB. When an advertisement refers to various bene-
fits which may be contained in two or more
policies, other than group master policies,
the advertisement shall disclose that such
benefits are provided only through a com-
bination of such policies.

a. Cancer Extras Rider 

Violation 1: The policy fails to explain or disclose fully the extent
to which benefits are paid in addition to the benefits of the base
policy or instead of the benefits of the base policy. For instance,
intensive care benefits would generally be provided while the patient
is in the hospital. Thus, it is unclear whether the policy holder
would collect the offered intensive care benefits in addition to
the regular hospital benefits or instead of said benefits. The same
is true of skilled nursing facilities which in some cases are asso-
ciated with hospitals or other institutions which may qualify for
daily hospital benefits.

b. Cancer Increase Rider 

Violation 1: The advertisement fails to disclose the extent to which
the rider augments or is a substitute for the benefits mentioned in
other cancer riders, such as Cancer Extras, After Hospital, Cancer In-
tensive Care and Cancer Skilled Nursing. If any of these riders are
owned by the policy holder and such other riders actually increase bene-
fits to the extent promised, then the $200,000 maximum limits would not
be increased and there would be no additional benefits or coverages .
afforded for the additional premium.
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8. Rules Pertaining to Group or Quasi-Group Implications (Section 14)

"An advertisement of a particular policy shall
not state or imply that prospective insureds
become group or quasi-group members covered under
a group policy and as such enjoy special rates or
underwriting privileges, unless such is the fact."

a. Cancer Extras Rider 

Violation 1: The use of the term "preferred" policy holders implies
that the prospective insureds enjoy special underwriting rates or
privileges when such is not the case.

b. Cancer Increase Rider 

Violation 1: The use of the term "preferred" policy holders implies
that the prospective insureds enjoy special underwriting rates or
privileges when such is not the case.

9. Rules Pertaining to Statements About an Insurer (Section 16)

"An advertisement shall not contain statements which are
untrue in fact, or by implication misleading, with
respect to the assets, corporate structure, financial
standing, age or relative position of the insurer in
the insurance business. An advertisement shall not
contain a recommendation by any commercial rating
system unless it clearly indicates the purpose of
the recommendation and the limitations of the scope
and extent of the recommendation."

a. Cancer Increase Rider 

Violation 1: Statements concerning the company's position in the insur-
ance industry, the adequacy of present coverage and the insurance exper-
tise of the Chairman are misleading by implication because they imply
that the company's insurance policies are tailored to meet the particu-
lar needs of persons affected by cancer when the claims payment prac-
tices and benefit structure of the policies would imply otherwise.

B. Regulations 1973

I. Rules Pertaining to Form and Content of Marketing Method (Section
5A.-C.)

"A. A marketing method for a health insurance
policy shall be sufficiently complete and clear
to avoid deception or the capacity or tendency
to mislead or deceive. Whether a marketing
method has a capacity or tendency to mislead or
deceive shall be determined by the Commissioner
of Insurance from the overall impression that the
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"marketing method may be reasonably expected to
create upon a person of average education or
intelligence, within the segment of a public
to which it is directed.

"B. Marketing methods shall be truthful and
not misleading in fact or in implication. Words
or phrases, the meaning of which is clear only
by implication or by familiarity with insurance
terminology, shall be considered misleading.

"C. In determining whether a marketing method
has the capacity or tendency to mislead, the
Commissioner of Insurance may consider as mis-
leading the failure to disclose to a purchaser
or a prospective purchaser any fact, the dis-
closure of which may have influenced the pur-
chaser or prospective purchaser not to enter
into the transaction."

a. Cancer Extras Rider 

Violation 1: The cumulative effect of violations 1-13 above under
Regulation 1-74, Section 5 is .a violation of Section 5A.-C. of the
1973 Regulations.

b. Cancer Increase Rider 

Violation 1: The cumulative effect of violations 1-19 above under
Regulation 1-74, Section 5 is a violation of Section 5A.-C. of the
1973 Regulations.

2. Rules Pertaining to Marketing Methods Addressing the Benefits Payable,
Losses Covered or Premiums Payable (Section 6A.-C.)

"A. Deceptive Words, Phrases or Illustrations Prohibited

"(1) It is hereby prohibited to omit information or
use words, phrases, statements, references or illustra-
tions if the omission of such information or use of such
words, phrases, statements, references or illustrations
has the capacity, tendency or effect of misleading or de-
ceiving purchasers or prospective purchasers as to the
nature or extent of any policy benefit payable, loss
covered or premium payable. The fact that the policy
offered is made available to a prospective insured for
inspection prior to consummation of the sale or an offer
is made to refund the premium if the purchasers is not
satisfied, does not remedy misleading statements.

"(2). It shall be considered misleading to solicit an
offer to contract for a health insurance policy without
a clear and conspicuous disclosure of the premium rate
for such policy.
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"(3) It shall be considered misleading and therefore
prohibited for a marketing method of a policy any of whose
benefits are conditional upon confinement in a hospital or
similar facility, to refer to the benefits or costs of the
policy, or the risks against which the policy is intended
to provide Protection unless it shall also disclose both
"clearly and conspicuously in accordance with Section 4 as
well as on the application for such policy the extent (ex-
pressed as t of bills paid) to which the policy meets the
costs of the short, average and long hospital stays defined
in the attached Appendix A. 'Massachusetts Division of
Insurance Hospital Cost Standards.'

"(4) It shall be considered misleading and therefore
prohibited for a marketing method to contain or use words
or prhases such a "all"; "full"; "complete"; "comprehen-
sive"; "unlimited"; "up to"; "as high as"; "this policy
will help pay your hospital and surgical bills"; "this
policy will help full some of the gaps that Medicare and
your present insurance leaves out; "this policy will help
to replace your income" (when used to express loss of time
benefits); or similar words and phrases, in a manner which
exaggerates any benefits beyond the terms of the policy.

"(5) It shall be considered misleading and therefore
prohibited for a marketing method to present descriptions
of a policy limitation, exception, or reduction, worded in
a positive manner to imply that it is a benefit, such as,
describing a waiting period as a "benefit builder", or
stating "even pre-existing conditions are covered after
two years." Words and phrases used in a marketing method
to describe such policy limitations, exceptions and reduc-
tions shall fairly and accurately describe the negative
features of such limitations, exceptions and reductions of
the policy offered.

"(6) No marketing of a benefit for which payment is condi-
tional upon confinement in a.hospital or similar facility
shall use words or phrases such as "tax free"; "extra cash";
"extra income"; "extra pay"; or substantially similar words
or phrases because such words and phrases have the capacity,
tendency or effect of misleading the public into believing
that the policy is a disability or loss-of-time policy or
will, in some way, enable them to make a profit from being
hospitalized.

"(7) It shall be considered misleading and therefore
prohibited for the marketing of a hospital or other similar
facility confinement benefit to state that the amount of
the benefit is payable on a monthly or weekly basis when,
in fact, the amount of the benefit payable is based upon a
daily pro rata basis relating to the number of days of
confinement. When the policy contains a limit on the number
of days of coverage provided, such limit must be stated in
the marketing method.
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"(8) It shall be considered misleading and therefore pro-

hibited for a marketing method of a policy covering only

one disease or a list of specified diseases to imply coverage

"beyond the terms of the policy. Synonymous terms shall

not be used to refer to any disease so as to imply broader

coverage than is the fact.

"(9) A marketing method for a policy providing benefits

for specified illnesses only such as cancer or for speci-

fied accidents only, such as automobile accidents, shall

be considered misleading and therefore prohibited unless

it shall clearly and conspicuously state the limited nature

of the policy. The statement shall be worded in language

identical to, or substantially similar to the following:

'THIS IS A LIMITED POLICY'; THIS IS A CANCER ONLY POLICY';

'THIS IS AN AUTOMOBILE ACCIDENT ONLY POLICY'.

11(10) It shall be considered misleading and therefore

prohibited for the marketing method of a direct response

insurance product to imply that because 'no insurance

agent will call and no commissions will be paid to agents'

that it is 'a low cost plan' or use other similar words or

phrases because the cost of advertising and servicing such

policies is a substantial cost in the marketing of a direct

response insurance product, unless such is the fact, and

is clearly substantiated in such advertising.

"(11) It shall be considered misleading and therefore

prohibited for a marketing method to use photographs,

illustrations, depictions or fictionalized accounts of

illness or illness related subjects, or overemphasis of

exceptional or catastrophic risk, or exaggeration of poten-

tial out-of-pocket costs of health care, or any other

marketing method in such a way as to invite the purchase

of health insurance for emotional rather than functional

reasons.

"(12) When a policy is marketed whose benefits are in-

tended to supplement and not duplicate those of Medicare,

it shall be deemed misleading and therefore prohibited to

market such a policy unless the benefits of the policy are

prominently disclosed using the following scheme of charac-

terization:

"A. In-patient Hospital Benefits
"B. In-patient Physicians Benefits
"C. Out-of-Hospital Benefits

Benefits in Extended Care Facilities
"E. Benefits in Nursing Homes
"F. Other Benefits.

"In general the disclosure of benefits in each category will

include at least:

"1. the extent to which MEDICARE deductibles are

covered;
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"2. the extent to which the co-insurance portions of

MEDICARE are covered;
"3. the extent to which no benefits are payable.

"In disclosing the benefits provided, all of the above cate-

gories (A-F) shall always be portrayed, whether or not bene-

fits are provided in those categories. When on benefits are

provided in a given category -- statements such as No In

Patient Doctors Benefits Provided', 'No benefits in Nursing

Homes Provided', 'No other benefits provided' must be used.

"The disclosure required herein shall be made both in com-

pliance with Section 4 of this regulation and on the appli-

cation used in soliciting an offer to contract for such a

policy. Compliance with this section for Medicare supple-

ment policies shall be deemed as a proper substitute for

both the application disclosure requirements of Section 7A

and the disclosure requirements of Section 6A(3).

"B. Exceptions, Reductions and Limitations

"(1) When a marketing method refers to either a dollar

amount or a period of time for which any benefit is pay-

able, or the cost of the policy, or specific benefit, or

the loss for which such benefit is payable, it shall be

considered misleading and therefore prohibited unless it

shall also disclose those exceptions, reductions and limi-

tations affecting the basic provisions of the policy with-

out which the marketing method would have the capacity or

tendency to mislead or deceive.

"(2) When a policy contains a waiting, elimination, pro-

bationary or similar time period between the effective date

of the policy and the effective date of coverage under the

policy or a time period between the date benefits begin to

accrue for such loss, a marketing method which is subject

to the requirements of the preceding paragraph shall dis-

close the existence of such periods or be considered mis-

leading and therefore prohibited.

"(3) A marketing method shall not use the words 'only';

'just'; 'merely'; 'minimum'; or similar words or phrases

to describe the applicability of any exceptions and reduc-

tions such as: 'This policy is subject to the following
minimum exceptions and reductions' or it shall be considered
to be misleading and therefore prohibited.

"C. Pre-Existing Conditions

"(1) A marketing method shall, in negative terms, dis-
close the extent to which any loss is not covered if the
cause of such loss is traceable to a condition existing
prior to the effective date of the policy or it shall be
considered misleading and therefore prohibited. The use
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"of the term 'pre-existing condition without an appro-
priate definition or description shall not be used or it
shall be considered misleading and therefore prohibited.

"In this regard it shall be considered misleading and
therefore prohibited to define the nature of 'pre-existing
condition' exclusions using such terms as 'manifested, con-
tracted and commenced' or the like without a clear and un-
ambiguous explanation of the operational meaning of such
terms accurately reflecting the company's claim practice
in denying claims for this reason.

"(2) When a policy does not cover losses resulting from
pre-existing conditions, no advertisement of the policy
shall state or imply that the applicant's physical condi-
tion or medical history will not affect the issuance of
the policy or payment of a claim thereunder or it shall be
considered misleading and therefore prohibited. This rule
prohibits the use of the phrase 'no medical examination
required' and phrases of similar import, but does not pro-
hibit explaining 'automatic issue'. If an insurer requires
a medical examination for a specified policy, the adver-
tisement shall disclose that a medical examination is re-
quired or it shall be considered misleading and therefore
prohibited."

a. Cancer Extras Rider 

Violation 1: The cumulative effect of violations 1-11 under Section 6A.
of Regulation 1-74 and violations 1- 3 of Section 68. and C. is a violation
of Sections 6A.-C. of Regulation 1973.

Violation ?: The use of a fictionalized account of illness and statements
such as "your life hangs in the balance" combined with the emphasis on the
catastrophic risks associated with cancer invite the purchaser of the
rider for emotional rather than functional reasons.

Violation 3: The rider offered is intended to be in addition to Medicare
in some cases. The disclosure of benefits is inadequate because it fails
to include the extent to which Medicare deductibles are covered; the ex-
tent to which co-insurance portions of Medicare are covered, and the ex-
tent to which no benefits are payable.

Violation 4: The benefits are inadequately disclosed because they fail
to utilize or designate the required categories of benefits, to wit:
In-Hospital Benefits, In-Patient Benefits, Out of Hospital Benefits,
Benefits, Extended Care Facilities Benefits, Nursing Home Benefits and
Other Benefits.

b. Cancer Increase Rider 

Violation 1: The cumulative effect of violations 1-12 under Section 6A.
of Regulation 1-74 and violations 1-4 of Sections 6.B. and C. is a viola-
tion of Sections 6A.-C. of Regulation 1973.
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Violation 2: The overemphasis on the exceptional and catastrophic
risk of cancer and the exaggeration of potential out-of-pocket costs,
combined with the emphasis on the 33 1/3% increase,invites the pur-
chase of this rider for emotional rather than functional reasons.

Violation 3: The rider offered is intended to be in addition to
Medicare in some cases. The disclosure of benefits is inadequate
because it fials to include the extent to which Medicare deductibles
are covered, the extent to which co-insurance portions of Medicare are
covered and the extent to which no benefits are payable.

Violation 4: The benefits are inadequately disclosed because they
Tirl to utilize or designate the required categories of benefits, to
wit: In-Hospital Benefits, In-Patient Benefits, Out of Hospital Bene-
fits, Benefits in Extended Care Facilities, Benefits in Nursing Homes
and Other Benefits.

3. Rules Pertaining to Form and Contents of Application (Section 7)

"When a person uses an application form to be
completed by the applicant as an offer to contract
for a health insurance product, such application
form shall contain statements disclosing to the
applicant the nature of the policy offered for sale.
In complying with this section of the regulations
the following guidelines as to the contents and ap-
plicability of disclosure requirements shall be used:

"(A) If the application is used for a policy any
of whose benefits are contingent upon hospital con-
finement and where benefits payable represent less
than 50% of the cost of an average hospitalization as
specified in the Massachusetts Hospital Cost Stan-
dards then the following statement must appear on the
application: (Not applicable to MEDICARE supplements
-- See Sec. 6A(12).)

"'This policy is supplemental in its coverage and
is meant to be purchased in addition to basic health
insurance. This policy pays for (Statistic supplied
by marketer) % of the cost of an average stay in a
Massachusetts Hospital as defined by the Mass. Divi-
sion of Insurance Hospital Cost Standards.'

"(B) If the advertised policy contains a provision
which allows the insurer to deny claims for any loss,
where the cause of such loss is in some manner trace-
able to a condition existing prior to the effective
d'te of the policy the application shall state clearly
and unambiguously in negative terms the nature and ex-
tent of that exclusion in accordance with guidelines
spelled out in Sec. 6C(1).
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'(C) If the application is for a policy whose bene-
fits are subject to a waiting period either of the de-
ductible kind e.g. '5th day for sickness' or of the
one-time exclusionary kind, '30 day' or '6 months for
certain conditions', the application must disclose in
negative terms the nature of such exclusion.

"(D) The application must disclose for all health
policies whether or not and to what extent benefits are
or are not contingent upon hospital confinement.

"(E) The application must disclose the premium rate
for the policy being solicited.

"(F) The application must disclose clearly and unam-
biguously the terms of renewability and premium guaran-
tee if any.

"(0) At the completion of the above required statements
of disclosure, space shall be made for the applicant's
signature acknowledging understanding of such disclosures."

a. Cancer Extras Rider 

Violation 1: The application fails to include the required
statement concerning actual hospital costs as defined by the
Massachusetts Division of Insurance Hospital Cost Standards.

Violation 2: The application fails to state clearly and unam-
biguously in negative terms the nature and extent of the exclu-
sion for pre-existing conditions or conditions diagnosed within
the first 120 days of coverage.

Violation 3: The application fails to disclose the extent to
which benefits are contingent upon hospital confinement.

Violation 4: The application fails to disclose adequately the
premium rate for the policy solicited.

Violation 5: The application fails to disclose adequately the
terms of renewability and premium guarantee.

b. Cancer Increase Rider 

Violation 1: The application fails to include the required
statement concerning actual hospital costs as defined by the
Massachusetts Division of Insurance Hospital Cost Standards.

Violation 2: The application fails to state clearly and unam-
biguously in negative terms the nature and extent of the exclu-
sion for pre-existing conditions or conditions diagnosed within
the first 120 days of coverage.

Violation 3: The application fails to disclose the extent to
which benefits are contingent upon hospital confinement.
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Violation 4: The application fails to disclose adequately tne
premium rate for the policy solicited.

Violation 5: The application fails to disclose adequately the
terms of renewability and premium guarantee.

4. Rules Pertaining to Necessity for Disclosing Policy Provisions
Relating to Renewability, Cancellability and Termination (Section 8)

"When a marketing method refers to either a dollar
amount or a period of time for which any benefit is
payable, or the cost of the policy, or specific poli-
cy benefit, or the loss for which such benefit is
payable, it shall disclose the provisions relating to
renewability, cancellability and termination and any
modification of reasons, in a manner which shall not
minimize or render obscure the qualifying conditions
or it shall be considered misleading and therefore
prohibited.

"In this regard where there is a guarantee of renew-
ability and/or premium which is conditional either on
renewal of all such policies or premium adjustment on
all such policies it will be considered misleading un-
less the marketing method clearly and conspicuously
discloses that the insurer has the right to non-renew
or to change premium levels at its choice and without
specific approval of any state authority."

a. Cancer Extras Rider 

Violation 1: Violation 1 under Regulation 1-74, Section 7 is
a violation of Regulation 1973, Section 8.

b. Cancer Increase Rider 

Violation 1: Violation 1 under Regulation 1-74, Section 7 is
a violation of Regulation 1973, Section 8.

5. Rules Pertaining to Testimonials or Endorsements by Third Parties
Section 9A.-D.

"A. Testimonials used in marketing methods must be
genuine, represent the current opinion of the author,
be applicable to the policy marketed and be accurately
reproduced or it shall be considered misleading and
therefore prohibited. The insurer, in using a testi-
monial, makes as its own all of the statements con-
tained therein, and the marketing method, including
such statement, is subject to all the provisions of
these rules.

"B. If the person making a testimonial, an endorse-
ment or an appraisal has a financial interest in the
insurer or a related entity as a stockholder, director,
officer, employee, or otherwise, such fact shall be
disclosed in the marketing method or it shall be con-
sidered misleading and therefore prohibited. If a per-
son is compensated for making a testimonial, endorsement
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or appraisal, such fact shall be disclosed in the mar-

keting method by language substantially as follows:

'Paid endorsement.' This rule does not require dis-

closure of union 'scale' wages required by union rules

if the payment is actually for such 'scale' for TV or

radio performances. The payment of substantial amounts,

directly or indirectly for 'travel and entertainment'

for filming or recording of TV or radio advertisements

removes the filming or recording from the category of an

unsolicited testimonial and requires disclosure of such

compensation.

"C. A marketing method shall not state or imply that

an insurer or a policy has been approved or endorsed by

any individual, group of individuals, society, associa-

tion or other organizations, unless such is the fact,

and unless any proprietary or other financial relation-

ship between an organization and the insurer is disclosed,

or it shall be considered misleading and therefore pro-

hibited. If the entity making the endorsement or testi-

monial has been formed by the insurer or is owned or con-

trolled by the insurer or the person or persons who own

or control the insurer, such fact shall be disclosed in

the marketing method or it shall be considered mislead-

ing and therefore prohibited.

"0. In order to assure compliance when a testimonial

refers to benefits received under a policy, the specific

"claim data, including claim number, data of loss, and

other pertinent information shall be retained by the
insurer for inspection for a period of four years or

until the filing of the next regular report on examina-

tion of the insurer, whichever is the longer period of

time."

a. Cancer Extras Rider 

Violation 1: The testimonials used do not necessarily all refer to

the "cancer extras" rider. While all quoted persons are or were policy 1/

holders at the time of the endorsement, not all were covered by the

cancer extras rider; thus, the use of the testimonial as an aid to t
he

sale of the rider is misleading.

Violation 2: The testimonials are not accurately reproduced ana omit

certain phrases. An entire paragraph citing unreasonable claims pay-

ment delay was omitted from the Levy testimonial. A phrase of similar

import was omitted from the Case testimonial.

Violation 3: Many of the testimonials were solicited by the company
and all received the sum of at least S1.00 for the use of their com-
ments. The company states to the author of the testimonial that the
payment of such sum is intended to be a "token of company appreciation"
when it is, in fact, the payment of consideration to said author for
a signed release for the use of the testimonial. Thus, the testimonials
are obtained deceptively by the company and then used as unsolicited
testimonials at a later date.

-28-
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6. Rules Pertaining to Use of Statistics (Section 10)

"A. An advertisement relating to the dollar amounts of claims
paid, the number of persons insured, or similar statistical
information relating to any insurer or policy shall not use ir-
relevant facts, and shall not be used unless it accurately re-
flects all of the relevant facts. Such an advertisement shall
not imply that such statistics are derived from the policy ad-
vertised unless such is the fact, and when applicable to other
policies or plans shall specifically so state.

B. An advertisement shall not represent or imply that claim
settlements by the insurer are "liberal" or generous" or use
words of similar import, or that claim settlements are or
will be beyond the actual terms of the contract. An unusual
amount paid for a unique claim for the policy advertised is
misleading and shall not be used.

C. The source of any statistics used in an advertisement shall
be identified in such advertisement."

a. Cancer Extras Rider 

Violation 1: The recitation of hypothetical situations concerning the
course of cancer treatment or costs associated therewith is misleading
and deceptive and constitute the use of irrelevant facts in the promo-
tion of the rider. The advertisement implies that the cited expendi-
tures would be covered by the policy.

Violation 2: The statements of benefits commencing with "you'll
,:collect" are misleading and imply an ease in the collection of said bene-
fits which is not consistent with the underlying facts of cancer
treatment or with company practices and claim payment history.

b. Cancer Increase Rider 

Violation 1: The use of statistics from the American Cancer Society
ana statements implying that this rider has been developed in response

to a popular demand by "millions of Americans" is misleading and de-
ceptive. First, these statements are not facts and second, even as
fact they are irrelevant. The statement that the average hospital

bill is $158 and that the average cancer hospital stay is double the

stay of other hospitalization constitutes the use of irrelevant facts

because it does not reveal the components of the average daily hospi-
tal bill or the usual length of  hospitalization.

Violation 2: The emphasis on the 33 1/3% increase in benefits is
misleading and implies claims settlement practices which are beyond
the actual terms of the policy. First, many benefits are paid on v/
the basis of actual costs, thus the increase may be irrelevant.
Second, the advertisement fails to include actual costs or payments
history so that the policy holder can accurately evaluate the utility
of the increased benefits.
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7. Rules Pertaining to Identification of Plan or Number of Policies
(Section 11)

"A. When a choice of the amount of benefits is re-
ferred to, a marketing method shall disclose that the
amount of benefits provided depends upon the plan
selected and that the premium will vary with the
amount of the benefits selected or it shall be con-
sidered misleading and therefore prohibited.

"B. When a marketing method refers to various bene-
fits which may be contained in two or more policies
other than group master pollcies, the marketing
method shall disclose that such benefits are provided
only through a combination of such policies or it
shall be considered misleading and therefore prohibited."

a. Cancer Extras Rider 

Violation 1: The policy fails to explain or disclose fully the extent
to which benefits are paid in addition to the benefits of the base
policy or instead of the benefits of the base policy. For instance,
intensive care benefits would generally be provided while the patient
is in the hospital. Thus, it is unclear whether the policy holder
would collect the offered intensive care benefits in addition to
the regular hospital benefits or instead of said benefits. The same
is true of skilled nursing facilities which in some cases are asso-
ciated with hospitals or other institutions which may qualify for
daily hospital benefits.

b. Cancer Increase Rider 

Violation 1: The advertisement fails to disclose the extent to which
the rider augments or substitutes for the benefits mentioned in other
cancer riders, such as Cancer Extras, After Hospital, Cancer Intensive
Care and Cancer Skilled Nursing. If any of these other riders are
owned by the policy holder and such other riders actually increase
benefits to the extent promised, the $200,000 maximum limits would
render the relationship of said rider to this risk.

8. Rules Pertaining to Group or Quasi-Group Implications (Section 15)

"A marketing method for a particular policy shall
not state or imply that prospective insureds become
group or quasi-group members covered under a group
policy and as such enjoy special rates or under-
writing privileges, unless such is the fact or it
shall be considered misleading and therefore prohibited."

a. Cancer Extras Rider 

Violation 1: The use of the term "preferred" policy holders implies
that the prospective insureds enjoy special underwriting rates or
privileges when such is not the case.

-30-
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Violation 2: The pictorial representation of cancer facts and statistics,

together with the statement of policy benefits tends to materially mis-

lead the consumer in the evaluation of the product.

3. Regulations of the Attorney General, Regulation XV.A. - C. - General

"Without limiting the scope of any other rule, regulation or
statute, an act or practice is a violation of Chapter 93A,
Section 2, if:

"A. It is oppressive or otherwise unconscionable in any

respect; or
B. Any person or other legal entity subject to this act

fails to disclose to a buyer or prospective buyer any fact,
the disclosure of which may have influenced the buyer or pros-
pective buyer not to enter into the transaction; or
C. It fails to comply with existing statutes, rules, regula-

tions or laws, meant for the protection of the public's health,

safety, or welfare promulgated by the Commonwealth or any poli-

tical subdivision thereof intended to provide the consumers of

this Commonwealth protection;"

a. Cancer Extras Rider 

Violation 1: It is unconscionable to sell a policy which, under cer-
tain circumstances, makes it literally impossible to collect the benefits
promised.

Violation 2: It is unfair and deceptive to fail to disclose material
facts (such as loss ratios, denial rates, actual hospital and related
charges and exclusions and limitations) to a prospective buyer because
the disclosure of these material facts might have influenced the buyer
not to enter into the transaction.

Violation 3: Each and every of the aforementioned violations and the
cumulative effect thereof is a violation of Regulation XV.C.

b. Cancer Increase Rider 

Violation 1: It is unconscionable to sell a policy which, under cer-
tain circumstances, makes it literally impossible to collect the benefits
promised.

Violation 2: It is unfair and deceptive to fail to disclose material
facts (such as loss ratios, denial rates, actual hospital and related
charges and exclusions and limitations) to a prospective buyer because
the disclosure of these material facts might have influenced the buyer
not to enter into the transaction.

Violation 3: Each and every of the aforementioned violations and the
cumulative effect thereof is a violation of Regulation XV.C.
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EXHIBIT 5 

I. Review of the Medicare Supplement Insurance Plan Marketed through the
National Senior Citizens Group Insurance Trust 

Advertising Materials Reviewed:

UFLIC Form Number BA 125B
UFLIC Form Number S 132
UFLIC Form Number L 148
UFLIC Form Number BS 148
UFLIC Form Number N 148

Underlying Insurance Policy:

1. UFLIC Form Number DRI
Filed for approval by

Approved by

2. UFLIC Form Number DRI
Filed for approval by

Approved by

3. UFLIC Form Number DRI
Filed for approval by

Approved by

8130 MA
the Commonwealth:
the Commissioner:

June 19, 1978
July 10, 1978

8120
the Commonwealth: May 31, 1978
the Commissioner: June 8, 1978

8140 MA
the Commonwealth:
the Commissioner:

II. Analysis of Benefits 

A. If an expense would be covered by Medicare

June 14, 1978
June 20, 1978

except for
the Supplement will pay as follows:

Day 1 through day 60 $144.00

Day 61 through day 90 $1080.00_

Day 91 through day 150 $4320.00

the deductible,

TOTAL PAID AFTER 150 DAYS OF INPATIENT TREATMENT $5544.00

TOTAL REMAINING COVERAGE $44456.00

NUMBER OF DAYS OF INPATIENT TREATMENT NECESSARY TO COLLECT TOTAL BENEFITS

,309-6A-T5-)

In general, coverage is conditioned upon the same restictions, limitations
and exclusions as Medicare Part A. Medicare pays only those charges which
are reasonable and necessary and not custodial. To colect Medicare Part A

benefits, the following coditions must be satisfied: First, the doctor must

prescribe the treatment; Second, the care must be of a kind only hospitals
can provide; Third, the hospital must be a participating institution; Fourth,

the Utilization Committee of the hospital must not disapprove the treatment.
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The following are some of the general categories of services not covered by

Medicare Part A:

1. Doctor Services
2. Personal convenience items
3. Private duty nurses
4. Extra charges for private room unless ordered by a physician

for medical reasons
5. 3 pints of blood
6. Accupuncture
7. Custodial care
8. Drugs or medicines purchased by the insured
9. Self-administered injections
10. Routine physical examinations

III. Legal Analysis 

A. Purpose 

In general it is deemed to be misleading to solicit an offer to contract
for health insurance without a clear and conspicuous disclosure of the following:

1. The extent and nature of the coverage offered.
2. The extent to which the coverage meets the potential risk.
3. The cost of the coverage.

All marketing methods and practices pertaining to the sale of health
insurance are subject to the minimum standards and guidelines of conduct
established by the rules and regulations promulgated pursuant to Massachusetts
General Laws Chapters 175, 176D and 93A, among others. These regulations and
rules are intended to assure truthful and adequate disclosure of all material
and relevant information in the advertising and marketing of this insurance.
All information required to be disclosed by these rules shall be presented
conspicuously and in close conjunction with the statements to which such in-
formation relates or under appropriate captions of such prominence that it
shall not be minimized, rendered obscure or presented in an ambiguous fashion
or disclosed in any manner so as to be confusing or misleading.

B. Regulations Promulgated in Accordance with Massachusetts General Laws
Chapter 1760, Section 11 to Identify Violations of Chapter 1760,
Section 3, Effective September 28, 1973

1. Rules Pertaining to the Form and Content of Marketing Method (Section 5)

A. A marketing method for a health insurance policy shall
be sufficiently complete and clear to avoid deception or the
capacity or tendency to mislead or deceive. Whether a market-
ing method has a capacity or tendency to mislead or deceive
shall be determined by the Commissioner of Insurance from the
overall impression that the marketing method may be reasonably
expected to create upon a person of average education or
intelligence, within the segment of a public to which it is
directed.

B. Marketing methods shall be truthful and not misleading
in fact or in implication. Words or prhases, the meaning
of which is clear only by implication or by familiarity
with insurance terminology, shall be considered misleading.

-2-
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"C. In determining whether a marketing method has the
capacity or tendency to mislead, the Commissioner of Insur-
ance may consider as misleading the failure to disclose to
a purchaser or a prospective purchaser any fact, the dis-
closure of which may have influenced the purchaser or pros-
pective purchaser not to enter into the transaction."

Violation 1: The employment of the National Senior Citizens Group Trust
as a marketing method is misleading and deceptive because it fails to

disclose material facts pertaining to the relationship between the

company and the trust. In fact, the trust is nothing but a market-

ing device developed and completely controlled by the company. The

trust itself, although a legal entity, is without independent sub-

sistence or activity. All activities of the trust, including the
publication of the National Senior Citizens Sentinel, are controlled

and directed by the company.

Violation 2: The materials employed in the sale of Medicare supple-
ment insurance plan are not sufficiently clear and complete to avoid

misleading the prospective policy holder. The materials omit rele-
vant information as to the extent to which the potential health care

risks of the elderly are covered. The omitted information includes

facts concerning the sufficiency of the Medicare plan itself, actual

health costs associated with the treatment of the elderly and clear

statements as to exceptions, limitations and exclusions.

Violation 3: The marketing materials employed are misleading in
fact and implication because they assume a familiarity with in-
surance terminology employed by Medicare. They create or permit
the impression that the supplement will pay everything that is not
covered by Medicare while in fact the supplement is subject to the
same reductions, limitations and exclusions as Medicare.

2. Rules Pertaining to Marketing Methods Addressing the Benefits
Payable, Losses Covered and Premiums Payable (Section 6) 

"A. Deceptive Words, Phrases or Illustrations Prohibited

"(1) It is hereby prohibited to omit information or
use words, phrases, statements, references or illustra-
tions if the omission of such information or use of such
words, phrases, statements, references or illustrations
has the capacity, tendency or effect of misleading or de-
ceiving purchasers or prospective purchasers as to the
nature or extent of any policy benefit payable, loss
covered or premium payable. The fact that the policy
offered is made available to a prospective insured for
inspection prior to consummation of the sale or an offer
is made to refund the premium if the purchasers is not
satisfied, does not remedy misleading statements.

"(2) It shall be considered misleading to solicit an
offer to contract for a health insurance policy without
a clear and conspicuous disclosure of the premium rate
for such policy.
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"2. the extent to which the co-insurance portions of
MEDICARE are covered;
'3. the extent to which no benefits are payable.

"In disclosing the benefits provided, all of the above cate-
gories (A-F) shall always be portrayed, whether or not bene-
fits are provided in those categories. When on benefits are
provided in a given category -- statements such as 'No In
Patient Doctors Benefits Provided', 'No benefits in Nursing
Homes Provided', 'No other benefits provided' must be used.

"The disclosure required herein shall be made both in com-
pliance with Section 4 of this regulation and on the appli-
cation used in soliciting an offer to contract for such a
policy. Compliance with this section for Medicare supple-
ment policies shall be deemed as a proper substitute for
both the application disclosure requirements of Section 7A
and the disclosure requirements of Section 6A(3).

"B. Exceptions, Reductions and Limitations

"(1) When a marketing method refers to either a dollar
amount or a period of time for which any benefit is pay-
able, or the cost of the policy, or specific benefit, or
the loss for which such benefit is payable, it shall be
considered misleading and therefore prohibited unless it
shall also disclose those exceptions, reductions and limi-
tations affecting the basic provisions of the policy with-
out which the marketing method would have the capacity or
tendency to mislead or deceive.

"(2) When a policy contains a waiting, elimination, pro-
bationary or similar time period between the effective date
of the policy and the effective date of coverage under the
policy or a time period between the date benefits begin to
accrue for such loss, a marketing method which is subject
to the requirements of the preceding paragraph shall dis-
close the existence of such periods or be considered mis-
leading and therefore prohibited.

"(3) A marketing method shall not use the words 'only';
'just'; 'merely'; 'minimum'; or similar words or phrases
to describe the applicability of any exceptions and reduc-
tions such as: 'This policy is subject to the following
minimum exceptions and reductions' or it shall be considered
to be misleading and therefore prohibited.

"C. Pre-Existing Conditions

"(1) A marketing method shall, in negative terms, dis-
close the extent to which any loss is not covered if the
cause of such loss is traceable to a condition existing
prior to the effective date of the policy or it shall be
considered misleading and therefore prohibited. The use
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'of the term 'pre-existing condition without an appro-
priate definition or description shall not be used or it
shall be considered misleading and therefore prohibited.

"In this regard it shall be considered misleading and
therefore prohibited to define the nature of 'pre-existing
condition' exclusions using such terms as 'manifested, con-
tracted and commenced' or the like without a clear and un-
ambiguous explanation of the operational meaning of such
terms accurately reflecting the company's claim practice
in denying claims for this reason.

"(2) When a policy does not cover losses resulting from
pre-existing conditions, no advertisement of the policy
shall state or imply that the applicant's physical condi-
tion or medical history will not affect the issuance of
the policy or payment of a claim thereunder or it shall be
considered misleading and therefore prohibited. This rule
prohibits the use of the phrase 'no medical examination
required' and phrases of similar import, but does not pro-
hibit explaining 'automatic issue'. If an insurer requires
a medical examination for a specified policy, the adver-
tisement shall disclose that a medical examination is re-
quired or it shall be considered misleading and therefore
prohibited."

Violation 1: All references to the National Senior Citizens
Group Insurance Trust have the tendency to deceive the prospec-
tive purchaser because they give the appearance and impression that
the trust is an independent entity specializing in providing adequate
insurance coverage for the elderly. Misleading information and prac-
tices, including the publication of the Sentinel and citing circulation
up to 5,000,000, create a false impression as to the representation and
administration of said trust and therefore as to the extent of the policy offere

Violation 2: Statements that the coverage is available at low group
rates have the capacity to mislead the prospective purchaser about
usual premiums payable because it omits informa-Oon about said usual
premiums.

Violation 3: Continued references to supplement benefits as being
directly related to in-hospital Medicare benefits without disclosing
the exclusion applicable to in-hospital Medicare benefits is misleading
because it fails to inform the prospective policy holder as to the lim-
ited nature of the coverage offered. By defining benefits as "eligible"
or "covered" without defining said terms the material has the capacity
to mislead the prospective purchaser.

Violation 4: It is deceptive and misleading to market the supplement
as providing coverage for life and security for retirement years when
in fact the master policy can be terminated on sixty days' notice by
the company.
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Violation 5: The premium rate for the supplement is misleading
because the application and the initial premium indicate cover-
age can include a spouse for the same charge, yet the quoted
premium is listed as being per person.

Violation 6: The policy is misleading because it fails to dis-
close clearly and conspicuously the extent to which the policy
meets the costs of hospital stays as established by the Massa-
chusetts Division of Insurance Hospital Cost Standards.

Violation 7: The promotional materials are misleading and de-
ceptive because they employ statements such as "pays 100% of
all eligible charges", "works hand in hand with Medicare" and
"lifetime maximum of $50,000" and because the manner in which
such statements are used minimizes and obscures exclusions from
coverage and thereby exaggerates benefits beyond the terms of
the policy.

Violation 8: Statements that the supplement pays "eligible"
or covered benefits do not fairly and accurately disclose
limitations, exceptions and reductions of the policy offered
because they are not stated in a negative manner.

Violation 9: Statements such as "pays you in addition to any
benefits received from Medicare or any other insurance" and
"the benefits will be yours to spend as you see fit" have the
capacity to lead the policy holder to believe that he can de-
rive a profit from being hospitalized.

Violation 10: It is misleading for the materials to state a
maximum benefits limit on the policy and that 100% of all
eligible benefits are paid up to $144 a day without stating
the number of days necessary to collect said limits.

Violation 11: It is misleading for the marketing method to
exaggerate and overemphasize the increases associated with
Medicare policies and to emphasize the security to be de-
rived from membership in the National Senior Citizens Group
Insurance Trust in such a way as to invite the purchase of
the policy for emotional rather than functional reasons.

Violation 12: The marketing materials and the application
are deficient because they fail to disclose and present ade-
quately the coverage or lack of coverage in each of the
following categories: In Hospital Benefits, In Patient Phy-
sicians Benefits, Out of Hospital Benefits, Benefits in Ex-
tended Care Facilities, Benefits in Nursing Homes and Other
Benefits.

Violation 13: The marketing method is misleading because it
fails to disclose clearly and completely the exceptions, re-
ductions and limitations affecting the base provisions of the
policy. The reference to the exceptions, reductions and
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limitations of the Medicare policy is not sufficient because
it assumes a knowledge of such restrictions by the prospective
policy holder.

Violation 14: The definition of "pre-existing condition" is not suffi-
ciently and clearly defined because it fails to provide a clear and un-
ambiguous explanation of the operational meaning of such a term which
accurately reflects the company's practice in denying claims on the
basis of pre-existing conditions.

Violation 15: The definition of pre-existing condition is under
the section entitled "YOUR Questions Answered", which is on the
enrollment form that the applicant uses to apply for coverage
thus having the capacity to mislead or deceive the applicant as
to the extent of exclusion.

3. Rules Pertaining to Form and Contentsof Application (Section 7)

"When a person uses an application form to be
completed by the applicant as an offer to contract
for a health insurance product, such application
form shall contain statements disclosing to the
applicant the nature of the policy offered for sale.
In complying with this section of the regulations
the following guidelines as to the contents and ap-
plicability of disclosure requirements shall be used:

"(A) If the application is used for a policy any
of whose benefits are contingent upon hospital con-
finement and where benefits payable represent less
than 50% of the cost of an average hospitalization as
specified in the Massachusetts Hospital Cost Stan-
dards then the following statement must appear on the
application: (Not applicable to MEDICARE supplements
-- See Sec. 6A(12).)

"'This policy is supplemental in its coverage and
is meant to be purchased in addition to basic health
insurance. This policy pays for (Statistic supplied
by marketer) % of the cost of an average stay in a
Massachusetts Hospital as defined by the Mass. Divi-
sion of Insurance Hospital Cost Standards.'

"(6) If the advertised policy contains a provision
which allows the insurer to deny claims for any loss,
where the cause of such loss is in some manner trace-
able to a condition existing prior to the effective
date of the policy the application shall state clearly
and unambiguously in negative terms the nature and ex-
tent of that exclusion in accordance with guidelines
spelled out in Sec. 6C(1).
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"(C) If the application is for a policy whose bene-
fits are subject to a waiting period either of the de-
ductible kind e.g. '5th day for sickness' or of the
one-time exclusionary kind, '30 day' or '6 months for
certain conditions', the application must disclose in
negative terms the nature of such exclusion.

"(D) The application must disclose for all health
policies whether or not and to what extent benefits are
or are not contingent upon hospital confinement.

"(E) The application must disclose the premium rate
for the policy being solicited.

"(F) The application must disclose clearly and unam-
biguously the terms of renewability and premium guaran-
tee if any.

"(G) At the completion of the above required statements
of disclosure, space shall be made for the applicant's
signature acknowledging understanding of such disclosures."

Violation 1: The application form, vhich is the designated enrollment form
in the marketing materials, does not sufficiently disclose the extent
and nature of the policy offered for sale. It fails to include infor-
mation concerning pre-existing condition, contingency upon hospital
confinement, premium rate, renewability and acknowledgment by the
applicant.

4. Rules Pertaining to Disclosing Policy Provisions Relating to
Renewability, Cancellability and Termination (Section 8)

"When a marketing method refers to either a dollar
amount or a period of time for which any benefit is
payable, or the .cost of the policy, or specific poli-
cy benefit, or the loss for which such benefit is
payable, it shall disclose the provisions relating to
renewability, cancellability and termination and any
modification of reasons, in a manner which shall not
minimize or render obscure the qualifying conditions
or it shall be considered misleading and therefore
prohibited.

"In this regard where there is a guarantee of renew-
ability and/or premium which is conditional either on
renewal of all such policies or premium adjustment on
all such policies it will be considered misleading un-
less the marketing method clearly and conspicuously
discloses that the insurer has the right to non-renew
or to change premium levels at its choice and without
specific approval of any state authority."
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Violation 1: The marketing method fails to disclose conspicuously
and clearly that the insurer has the right to change premium levels
or cancel the master policy without specific approval of state
authority.

5. Rules Pertaining to Testimonials or Endorsements by Third Parties
(Section 9)

"A. Testimonials used in marketing methods must be
genuine, represent the current opinion of the author,
be applicable to the policy marketed and be accurately
reproduced or it shall be considered misleading and
therefore prohibited. The insurer, in using a testi-
monial, makes as its own all of the statements con-
tained therein, and the marketing method, including
such statement, is subject to all the provisions of
these rules.

"B. If the person making a testimonial, an endorse-
ment or an appraisal has a financial interest in the
insurer or a related entity as a stockholder, director,
officer, employee, or otherwise, such fact shall be
disclosed in the marketing method or it shall be con-
sidered misleading and therefore prohibited. If a per-
son is compensated for making a testimonial, endorsement
or appraisal, such fact shall be disclosed in the mar-
keting method by language substantially as follows:
'Paid endorsement.' This rule does not require dis-
closure of union 'scale' wages required by union rules
if the payment is actually for such 'scale' for TV or
radio performances. The payment of substantial amounts,
directly or indirectly for 'travel and entertainment'
for filming or recording of TV or radio advertisements
removes the filming or recording from the category of an
unsolicited testimonial and requires disclosure of such
compensation.

"C. A marketing method shall not state or imply that
an insurer or a policy has been approved or endorsed by
any individual, group of individuals, society, associa-
tion or other organizations, unless such is the fact,
and unless any proprietary or other financial relation-
ship between an organization and the insurer is disclosed,
or it shall be considered misleading and therefore pro-
hibited. If the entity making the endorsement or testi-
monial has been formed by the insurer or is owned or con-
trolled by the insurer or the person or persons who own
or control the insurer, such fact shall be disclosed in
the marketing method or it shall be considered mislead-
ing and therefore prohibited.

"D. In order to assure compliance with a testimonial
refers to benefits received under a policy, the specific
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"claim data, including claim number, data of loss, and
other pertinent information shall be retained by the
insurer for inspection for a period of four years or
until the filing of the next regular report on examina-
tion of the insurer, whichever is the longer period of
time.

Violation 1: The letter included among the promotional materials is
misleading and deceptive because it fails to disclose that the person
signing the letter, at the time of the writing of the letter, was an
employee of the company and that his entire salary was paid by the com-
pany. It also fails to disclose that the administration of the trust was
in fact performed by the marketing department of the company.

Violation 2: The National Senior Citizens Group Insurance Trust is
formed, owned and controlled exclusively by the company, which fact
is not disclosed in the marketing materials and therefore the omission
of such fact is misleading. The same is true of the National Senior
Citizens Sentinel.

6. Rules Pertaining to Use of Statistics (Section 10)

"A. A marketing method relating to the dollar
amounts of claims paid, the time within which claims
are paid, the number of persons insured, or similar
statistical information relating to any insurer or
policy shall not use irrelevant facts, and shall not
be used unless it accurately reflects all of the rele-
vant facts, or it shall be considered misleading and
therefore prohibited. Such a marketing method shall
not imply that such statistics are derived from the
policy advertised unless such is the fact, and when
applicable to other policies or plans shall specifi-
cally so state.

"B. A marketing method shall not represent or imply
that claim settlements by the insurer are 'liberal' or
'generous' or use words of similar import, or that
claim settlements are or will be beyond the actual
terms of the contract, or it shall be considered mis-
leading and therefore prohibited. An unusual amount
paid for a unique claim for the policy marketed is mis-
leading and shall not be used.

"C. The source of any statistics used in a marketing
method shall be identified in such marketing method or
it shall be considered misleading and therefore pro-
hibited."

Violation 1: The marketing materials represent that most Medicare
supplement claims are processed within five days. Such a statement
does not accurately reflect the actual company practices. The source
of such statement is not identified.

-12-



420

Violation 2: Statements pertaining to special discount prices
available to the elderly and what 'many folks would be glad to pay'
are irrelevant and unreliable and therefore misleading. There is
no connection to this policy with regard to the former and the
company has no statistics to back up the latter.

Violation 3: The statement that 25 million Americans will have to
pay $770 more during a benefit period is misleading and irrelevant.

Violation 4: The statement that some persons have been stricken
with illness or accident on the very day coverage commences is
misleading, irrelevant and unsubstantiated.

7. Rules Pertaining to the Identity of the Insurer (Section 14)

"A. The name of the actual insurer and the form
number or numbers marketed shall be identified and
made clear in all of its marketing methods or it
shall be considered misleading and therefore prohi-
bitied. A marketing method shall not use a trade
name, or insurance group designation, name of the
parent company of the insurer, name of a particular
division of the insurer, service mark, slogan, sym-
bol or other device which without disclosing the name
of the actual insurer would have the capacity and ten-
dency to mislead or deceive as to the true identity
of the insurer and therefore be prohibited.

"B. It shall be considered misleading and therefore
prohibited for a marketing method to use any combina-
tion of words, symbols, or physical materials which by
their content, phraseology, shape, color or other char-
acteristics are so similar to any combination of words,
symbols, or physical materials used by agencies of the
Federal Government or of this State, or otherwise
appear to be of such a nature that it tends to confuse
or mislead prospective insureds into believing that
the solicitation is in some manner connected with an
agency of the municipal, state, or Federal Government."

Violation 1: The employment of the insurance group designation,
National Senior Citizen Group Insurance Trust, and the employment
of the symbol of the group and the group newspaper without clearly
disclosing their identities and relationship to the company has
the tendency to deceive.

8. Rules Pertaining to Group or Quasi-Group Implications (Section 15)

"A marketing method for a particular policy shall
not state or imply that prospective insureds become
group or quasi-group members covered under a group
policy and as such enjoy special rates or underwriting
privileges, unless such is the fact or it shall be
considered misleading and therefore prohobited."
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Violation 1: The employment of the National Senior Citizens
Group Insurance Trust as a marketing method and the implication
that members of the trust receive special rates, privileges and

treatment are misleading and deceptive. The company employed

a number of similar marketing methods without providing substan-

tive benefits or privileges different than those afforded regular

policy holders. Within the company all claims and policies are
processed by the same procedures.

9. Rules Pertaining to Introduction, Initial or Special Offers (Section 16)

"A. (1) A marketing method for an individual policy
shall not directly or by implication represent that
a contract or combination of contracts is an intro-
ductory, initial or special offer, or that applicants
will receive substantial advantages not available
at a later date, or that the offer is available only
to a specified group of individuals, unless such is
the fact or it shall be considered misleading and
therefore prohibited. A marketing method shall not
contain phrases describing an enrollment period as
'special', 'limited', or similar words or phrases
when the insurer used such enrollment periods as the
usual method of marketing accident and sickness in-
surance or it shall be considered misleading and
therefore prohibited.

"(2) An enrollment period during which a particular
insurance product may be purchased on an individual
basis shall not be offered within this State unless
there has been a lapse of not less than 6 months be-
tween the close of the immediately preceding enroll-
ment period for the same product and the opening of
the new enrollment period or it shall be considered
misleading and therefore prohibited. The marketing
method shall indicate the date by which the appli-
cant must mail the application which shall be not
less than twenty days from the date that such enroll-
ment period is advertised for the first time. This
rule applies to all marketing methods. The phrase
'any one insurer' includes all the affiliated companies
of a group of insurance companies under common manage-
ment or control.

"(3) This rule prohibits any statement or implication
to the effect that only a specific number of policies
will be sold, or that a time is fixed for the discon-
tinuance of the sale of the particular policy marketed
because of special advantages available in the policy
unless such is fact.

'(4) The phrase 'a particular insurance product' in
Paragraph (2) of this Section means an insurance policy
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"which provides substantially different benefits
than those contained in any other policy. Different
terms of renewability; an increase or decrease in
any elimination period or waiting period from those
available during an enrollment period for another
policy shall not be sufficient to constitute the
product being offered as a different product eligible
for concurrent or overlapping enrollment periods.

"B. A marketing method shall not utilize an initial
premium rate which is less than that premium rate
which would be charged by making a unifarm pro-rating
of the annual premium or it shall be considered mis-
leading and therefore prohibited.

"C. Special awards, such as a 'safe driver' award'
shall not be used in connection with the marketing of
health insurance or it shall be considered misleading
and therefore prohibited."

Violation 1: The marketing method implying that the policy is a
special policy for trust members and that members will receive a free
Medicare reference card is misleading because the policy is not desig-
nated for a particular group other than the elderly. Furthermore, the
Medicare reference card is given to all enrollees regardless of the
time of application.

Violation 2: The use of an enrollment period is deceptive and illusory
because the company markets substantially identical policies on a regu-
lar basis. There is no discontinuation after a fixed time.

Violation 3: The employment of a substantially reduced initial premium
is misleading and prohibited because it overemphasizes the value of
such reduced premium.

10. Rules Pertaining to Statements About the Insurer (Section 17)

"A marketing method shall not contain statements
which are untrue in fact, or by implication mislead-
ing, with respect to the assets, corporate structure,
financial standing, age or relative position of the
insurer in the insurance business. A marketing method
shall not contain a recommendation by any commercial
rating system unless it clearly indicates the purpose
of the recommendation and the limitations of the scope
and extent of the recommendation or it shall be con-
sidered misleading and therefore prohibited."

Violation 1: Statements defining the company as "the established,
nationally known specialist in insurance for folks 65 and over" and
"the prestigious and respected Union Fidelity Life Insurance Company"
are misleading because they create a false and unsubstantiated im-
pression as to the relative position of the insurer in the insurance
industry.
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C. Regulations Promulgated in Accordance with Massachusetts General
Laws Chapter 175, Section 110

1. Rules Pertaining to the Form and Content of Advertisements (Section 5)

"A. The format and content of an advertisement of
an accident or sickness insurance policy shall
be sufficiently complete and clear to avoid de-
ception or the capacity or tendency to mislead
or deceive. Whether an advertisement has a .
capacity or tendency to mislead or deceive shall
be determined by the Commissioner of Insurance
from the overall impression that the advertise-
ment may be reasonably expected to create upon
a person of average education or intelligence,
within the segment of the public to which it
is directed.

B. Advqrtisements shall be truthful and not mis-
leading in fact or in implication. Words or
phrases, the meaning of which is clear only by
implication or by familiarity with insurance
terminology, shall not be used.

Violation 1: The format of the advertisement emphasizing the identity
of the National Senior Citizens Group Insurance Trust as a group
"devoted to the insurance needs of people age 65 and over has the
tendency to mislead prospective purchasers as to the quality and pur-
pose of the trust thereby inducing a reliance on or confidence in
the suggestions or recommendations of the trust. The trust itself .

is completely controlled and operated by the company and is employed
primarily as a marketing vehicle. The publication of the National
Senior Citizen Sentinel purporting to be a publication of the trust
furthers the misconception about the independent nature of the trust.
The disclosure of the actual purposes of the trust and the relation-
ship of the company is not sufficiently clear and complete to avoid de-
ception and in fact the format promotes deception by these implications.

Violation 2: The content of the advertisement as it pertains to
advantages of trust membership (such as offers of free gifts, low
group rates and receipt of the trust publication)is not sufficiently
clear and complete to avoid deception. Aside from misconception about
the purpose of the trust, there are no substantial benefits accruing
to trust members which could not be obtained by non-trust members.

Violation 3: The format of the advertisement is not sufficiently
clear and complete to avoid deception because it fails to adequately
disclose the limitations, exclusions and reductions which are included
in the policy. The advertisement makes references such as "covered"
hospitals and eligible hospital charges and utilizes terms and defini-
tions derived from the Medicare law. The meaning of these words and
phrases is clear only by implication and familiarity with insurance
terminology.
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Violation 4: Guaranties of coverage for life and no increase in
premium are deceptive because they fail to disclose that the com-

pany can terminate coverage on sixty days' notice under the provi-

sions of the master policy. They also omit sufficiently clear
references to the $50,000 maximum payable under the policy.

Violation 5: The use of the gold seal on which is emblazoned the
name of the trust and the words "official", "Pennsylvania" and "Seal"
has the capacity and tendency to mislead and deceive because it
permits or promotes the impression that the trust has been sanc-
tioned or approved by the Commonwealth of Pennsylvania.

Violation 6: The statement "This Medicare reference chart shows
how the National Senior Citizen Group Insurance Trust works hand
in hand with Medicare" is not sufficiently complete to avoid de-
ception and has the capacity to mislead because it fails to include
complete statements as to expenses not covered by the plan or Medicare.

Violation 7: The statement "It's a Fact" followed by four statements
as to the quality of the plan is deceptive and has the capacity to
mislead because it fails to disclose sufficiently the circumstances
under which the four statements are invalid.

Violation 8: The section entitled "YOUR Questions Answered" is in-
complete and deceptive because it fails to disclose limitations and
exceptions and contains answers which are inconsistent with coverage.
The answer to question 4 implies that doctors' bills are covered although
apparently this is not always the case. The answer to question 3 fails
to explain the time differences relative to enrollment date, the date
of insurance certificate arrival and effective date. It is unclear as
to the order of the dates and therefore unclear as to the date coverage
commences. The answer to question 5 is incomplete and unclear because
it fails to disclose fully and adequately policy exclusions. In order
to adequately explain exclusions it would be necessary to define fully
the benefits available under the various Medicare plans.

Violation 9: The statements concerning the consequences of shcwing
a National Senior Citizen Group Insurance Trust membership card to
a doctor or hospital are deceptive and misleading. First, advan-
tages of low group rates are insubstantial. Second, the trust was
not created "to select insurance plans." It is more accurate to say
the trust was created to sell insurance plans.

Violation 10: The brochure and accompanying letter fail to include
factual information regarding actual hospital - and medical costsWhich
may be incurred and courses of treatment covered by the plan so as
to provide prospective policy holders with the meaningful opportunity
to evaluate the adequacy of benefits and coverage available through
the plan. This omission, accompanied by positive statements as to
the sufficiency of the plan, gives the advertisement the capacity to
mislead.
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2. Rules Pertaining to Advertisements of Benefits Payable, Losses

Covered or Premiums Payable (Section 6)

"A. Deceptive Words, Phrases or Illustrations Prohibited

"(1) No advertisement shall omit information or
use words, phrases, statements, references
or illustrations if the omission of such in-

formation or use of such words, phrases,
statements, references or illustrations has
the capacity, tendency or effect of mislead-
ing or deceiving purchasers or prospective
purchasers as to the nature or extent of any
policy benefit payable, loss covered or pre-
mium payable. The fact that the policy
offered is made available to a prospective
insured for inspection prior to consummation
of the sale or an offer is made to refund
the premium is the purchaser is not satis-
fied, does not remedy misleading statements.

"(2) No advertisement shall contain or use
words or phrases such as, 'all'; 'full';
'complete'; 'comprehensive'; 'unlimited';
'up to'; 'as high as'; 'this policy will
help fill some of the gaps that Medicare
and your present insurance leave out';
'this policy will help to replace your
income' (when used to express loss of time
benefits); or similar words and phrases,
in a manner which exaggerates any benefits
beyond the terms of the policy.

"(3) An advertisement shall not contain des-
criptions of a policy limitation, excep-
tion, or reduction, worded in a positive
manner to imply that it is a benefit,
such as, describing a waiting period as
a 'benefit builder', or stating 'even
pre-existing conditions are covered after
two years.' Words and phrases used in
an advertisement to describe such policy
limitations, exceptions and reductions
shall fairly and accurately describe the
negative features of such limitations,
exceptions and reductions of the policy
offered.

"(4) No advertisement of a benefit for which

payment is conditional upon confinement
in a hospital or similar facility shall
use the words or phrases such as 'tax
free'; 'extra cash'; 'extra income';

10
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"'extra pay'; or substantially simi-
lar words or phrases because such
words and phrases have the capacity,
tendency or effect of misleading the
public into believing that the policy
advertised will, in some way, enable
them to make a profit from being
hospitalized.

"(5) No advertisement of a hospital or other
similar facility confineemnt benefit
shall advertise that the amount of the
benefit is payable on a monthly or
weekly basis when, in fact, the amount
of the benefit payable is based upon a
daily pro rata basis relating to the
number fo days of confinement. When
the policy contains a limit on the num-
ber of days of coverage provided, such
limit must appear in the advertisement.

"(6) No advertisement of a policy covering
only one disease or a list of specified
diseases shall imply coverage beyond
the terms of the policy. Synonymous
terms shall not be used to refer to any
disease so as to imply broader coverage
than is the fact.

" (7) An advertisement for a policy providing
benefits for specified illnesses only,
such as cancer, or for specified acci-
dents only, such as automobile accidents,
shall clearly and conspicuously in promi-
nent type state the limited nature of
the policy. The statement shall be
worded in language identical to, or sub-
stantially similar to the following:
'THIS IS A LIMITED POLICY'; 'THIS IS A
CANCER ONLY POLICY'; 'THIS IS AN AUTO-
MOBILE ACCIDENT ONLY POLICY'.

"(8) An advertisement of a direct response
insurance product shall not imply that
because 'no insurance agent will call
and no commissions will be paid to agents'
that it is 'a low cost plan,' or use
other similar words or phrases because
the cost of advertising and servicing
such policies is a substantial cost in
the marketing of a direct response in-
surance product.
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"B. Exceptions, Reductions and Limitations

"(1) When an advertisement refers to either
a dollar amount, or a period of time
for which any benefit is payable, or
the cost of the policy, or specific
policy benefit, or the loss for which
such benefit is payable, it shall also
disclose those exceptions, reductions
and limitations affecting the basic
provisions of the policy without which
the advertisement would have the capa-
city or tendency to mislead or deceive.

"(2) When a policy contains a waiting, elimi-
nation, probationary or similar time
period between the effective date of the
policy and the effective date of cover-
age under the policy or at a time period
between the date of a loss occurs and
the date benefits begin to accrue for
such loss, an advertisement which is
subject to the requirements of the pre-
ceding paragraph shall disclose the
existence of such periods.

"(3) An advertisement shall not use the words
'only'; 'just'; 'merely'; 'minimum'; or
similar words or phrases to describe the
applicability of any exceptions and re-
ductions, such as: 'This policy is sub-
ject to the following minimum exceptions
and reductions.'

"C. Pre-Existing Conditions

"(1) An advertisement which is subject to the
requirements of Section 6B shall, in
negative terms, disclose the extent to
which any loss is not covered if the
cause of such loss is traceable to a
condition existing prior to the effect-
ive date of the policy. The use of the
term 'pre-existing condition' without
an appropriate definition or description
shall not be used.

"(2) When a policy does not cover losses re-
sulting from pre-existing conditions, no
advertisement of the policy shall state
or imply that the applicant's physical
condition or medical history will not
affect the issuance of the policy or

-20-
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"payment of a claim thereunder. This
rule prohibits the use of the phrase
no medical examination required and
phrases of similar import, but does
not prohibit explaining 'automatic
issue.' If an insurer requires a medi-
cal examination for a specified policy,
the advertisement shall disclose that
a medical examination is required.

"(3) When an advertisement contains an appli-
cation form to be completed by the
applicant and returned by mail for a
direct response insurance product, such
application form shall contain a ques-
tion or statement which reflects the
pre-existing condition provisions of
the policy immediately preceding the
blank space for the applicant's signa-
ture. For example, such an application
form shall contain a question or state-
ment substantially as follows:

"Do you understand that this
policy will not pay benefits
during the first year(s)
after the issue date for a
disease or physical condition
which you now have or have had
in the past? YES

"Or substantially the following statement:

I understand that the policy
applied for will not pay bene-
fits for any loss incurred dur-
ing the first )) year(s) after
the issue date on account of
disease or physical condition
which I now have or have had
in the past."

Violation 1: The omission of a clear statement disclosing the rela-
tionship between the company and the trust and the use of statements
about and references to the trust as providing benefits to its members
have the effect of misleading and deceiving prospective purchasers as
to the nature and extent of policy benefits.

Violation 2: The reference to low group rates has the capacity to
mislead prospective purchasers as to the nature of premiums payable
because the rates offered are not substantially different from rates
offered on other similar company plans.
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Violation 3: Statements such as "Pays all in hospital deduct-
ibles you normally pay yourself", "We pay you 100% of all eli-
gible hospital charges", the threat of huge uncovered hospital
bills is one of the last big money worries over you" and "the
benefits will be yours to spend as you see fit" exaggerate the
benefits beyond the terms of the policy because they omit rele-
vant information as to actual costs, reductions, exclusions and
limitations.

Violation 4: The statements "we even pay for a private room if
approved by Medicare", "in fact, even if you're confined in a
hospital that doesn't participate in the Medicare program the...
trust still pays benefits to you" and similar statements exag-
gerate the benefits beyond the terms of the policy and are
statements of limitations stated in positive terms.

Violation 5: The statement "We pay you 100% of all eligible
hospital charges up to $144 a day up to $50,000" and similar
statements of a limitation worded in a positive manner imply
that it is a benefit.

Violation 6: The failure to disclose the exceptions, reductions
and limitations affecting the basic provisions of the policy,
together with the statements regarding the benefits payable under
and the costs of the policy give the advertisement the capacity
to mislead.

Violation 7: The brochure fails to adequately disclose the
effective date of the commencement of coverage while implying
coverage is immediate upon enrollment.

Violation 8: The clause pertaining to pre-existing conditions
misstates the exclusion for said conditions because it implies
that any sickness or injury evident prior to the effective date
of the policy is not covered regardless of the time in the policy
holder's life when said pre-existing condition occurred.

Violation 9: The application, designated enrollment form, fails
to provide an adequate acknowledgment from the applicant of the
exclusions of pre-existing conditions because it implies that only
conditions treated during the 60 days immediately prior to the
application are excluded.

3. Rules Pertaining to the Necessity for Disclosing Policy Provisions
Relating to Renewability, Cancellability and Termination (Section 7)

"When an advertisement refers to either a dollar amount
or a period of time for which any benefit is payable, or
the cost of the policy, or specific policy benefit, or
the loss for which such benefit is payable, it shall
disclose the provisions relating to renewability, can-
cellability and termination and any modification of
benefits, losses covered or premiums because of age
or for other reasons, in a manner which shall not mini-
mize or render obscure the qualifying conditions."
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Violation 1: The terms pertaining to renewability and termina-
tion are minimized and rendered obscure because the terms for
cancellation under the master policy are not disclosed.

4. Rules Pertaining to Testimonial or Endorsement by Third Parties
(Section 8)

"A. Testimonials used in advertisements must be
genuine, represent the current opinion of the
author, be applicable to the policy advertised
and be accurately reproduced. The insurer in
using a testimonial, makes as its own all of
the statements contained therein, and the ad-
vertisement, including such statement is subject
to all the provisions of these rules.

'B. If the person making a testimonial, an endorsement
or an appraisal has a financial interest in the
insurer or a related entity as a stockholder,
director, officer, employee or otherwise, such
fact shall be disclosed in the advertisement.
If a person is compensated for making a testi-
monial, endorsement or appraisal, such fact shall
be disclosed in the advertisement by language
substantially as follows: 'Paid Endorsement.'
This rule does not require disclosure of union
'scale' wages required by union rules if the pay-
ment is actually for such 'scale' for TV or radio
performances. The payment of substantial amounts,
directly or indirectly, for 'travel and entertain-
ment' for filming or recording of TV or radio ad-
vertisements remove the filming or recording from
the category of an unsolicited testimonial and
require disclosure of such compensation.

"C. An advertisement shall not state or imply that an
insurer or a policy has been approved or endorsed
byanyindividual group of individuals, society,
association or other organizations, unless such
is the fact, and unless any proprietary relation-
ship between an organization and the insurer is
disclosed. If the entity making the endorsment
or testimonial has been formed by the insurer or
is owned or controlled by the insurer or the
person or persons who own or control the insurer,
such fact shall be disclosed in the advertisement.

"D. When a testimonial refers to benefits received
under a policy, the specific claim data, including
claim number, date of loss, and other pertinent
information shall be retained by the insurer for
inspection for a period of four years or until
the filing of the next regular report on examina-
tion of the insurer, whichever is the longer per-
iod of time."
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Violation 1: The use of the National Senior Citizens Group
Insurance Trust as a marketing vehicle without a full disclosure
of the extent of the relationship between the trust and the
company and without disclosure of the fact that the trust is
formed, controlled and directed by the company is deceptive
and misleading.

Violation 2: The USE of a gold seal with the name of the trust

on it and the words "official","Pennsylvania" and "Seal" implies

endorsement or approval by the Commonwealth of Pennsylvania.

5. Rules Pertaining to the Use of Statistics (Section 9)

"A. An advertisement relating to the dollar
amounts of claims paid, the number of per-
sons insured, or similar statistical in-
formation relating to any insurer or policy
shall not use irrelevant facts, and shall
not be used unless it accurately reflects
all of the relevant facts. Such an adver-
tisement shall not imply that such statis-
tics are derived from the policy adver-
tised unless such is the fact, and when
applicable to other policies or plans
shall specifically so state.

"B. An advertisement shall not represent or
imply that claim settlements by the in-
surer are 'liberal' or 'generous' or use
words of similar import, or that claim
settlements are or will be beyond the
actual terms of the contract. An unusual
amount paid for a unique claim for the
policy advertised is misleading and shall
not be used.

"C. The source of any statistics used in an
advertisement shall be identified in such
advertisement."

Violation 1: The statement that "most Medicare claims processed within

5 working days" and the statement concerning the "Instant" policy holder

service are not accurately reflective of actual company claims settle-
ment procedures and are unsubstantiated.

Violation 2: The source of the statistics which cite the occurrence of

Medicare increases and the increase in costs to 25 million Americans
on Medicare are not identified.

Violation 3: The statement that many folks would be only too glad to

pay $10.00/month for a Medicare supplement like this is irrelevant.

Furthermore, the source of such statement is not disclosed.
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6. Rules Pertaining to the identity of the Insurer (Section 13)

A. The name of the actual insurer and the
form number or numbers advertised shall
be identified and made clear in all of
its advertisements. An advertisement
shall not use a trade name, any insurance
group designation, name of the parent
company of the insurer, name of a parti-
cular division of the insurer, service
mark, slogan, symbol or other device
which without disclosing the name of
the actual insurer would have the capa-
city and tendency to mislead or deceive
as to the true identity of the insurer.

"B. No advertisement shall use any combina-
tion of words, symbols, or physical mater-
ials which by their content, phraseology,
shape, color or other characteristics are
so similar to combination of words, sym-
bols, or physical materials used by agen-
cies of the federal government or of this
State, or otherwise appear to be of such
a nature that it tends to confuse or mis-
lead prospective insureds into believing
that the solicitation is in some manner
connected with an agency of the municipal,
state, or federal government."

Violation 1: The identity of the actual insurer and the relation-
ship of said insurer to the trust are not sufficiently disclosed in
such a way to avoid misleading the policy holder. Prospective policy
holders are led to believe they are communicating with the trust when
in fact all communications are with the company.

Violation 2: The use of the gold official seal tends to confuse or
mislead prospective insureds into believing the solicitation is in
some manner associated with the Commonwealth of Pennsylvania.

7. Rules Pertaining to Group or Quasi-Group Implications (Section 14)

An advertisement of a particular policy shall
not state or imply that prospective insureds
become group or quasi-group members covered
under a group policy and as such enjoy special
rates or underwriting privileges, unless such
is the fact."

Violation 1: The advertisement states and implies that membership in
the trust will enable them to enjoy special rates and underwriting privi-
leges when such is not the fact.
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8. Rules Pertaining to Introductory, Initial or Special Offers (Section 15)

A. (1) An advertisement of an individual policy
shall not directly or by implication
represent that a contract or combination
of contracts is an introductory, initial
or special offer, or that applicants
will receive substantial advantages not
available at a later date, or that the
offer is available only to a specified
group of individuals, unless such is
the fact. An advertisement shall not
contain phrases describing an enroll-
ment period as 'special', 'limited', or
similar words or phrases when the in-
surer uses such enrollment periods as
the usual method of advertising acci-
dent and sickness insurance.

"(2) An enrollment period during which a
particular insurance product may be pur-
chased on an individual basis shall not
be offered within this State unless
there has been a lapse of not less than
6 months between the close of the imme-
diately preceding enrollment period for
the same product and the opening of
the new enrollment period. The adver-
tisement shall indicate the date by
which the applicant must mail the appli-
cation which shall be not less than ten
days and not more than forty days from
the date that such enrollment period is
advertised for the first time. This
rule applies to all advertising media,
i.e., mail, newspapers, radio, televis-
ion, magazines and periodicals, by any
one insurer. It is inapplicable to
solicitations of employees or members
of a particular group or association
which otherwise would be eligible under
specific provisions of the General Laws
for group, blanket or franchise insur-
ance. The phrase 'any one insurer' in-
cludes all the affiliated companies of
a group of insurance companies under
common management or control.

"(3) This rule prohibits any statement or im-
plication to the effect that only a
specific number of policies will be sold,
or that a time is fixed for the discon-
tinuance of the sale of the particular
policy advertised because of special ad-
vantages available in the policy, unless
such is the fact.
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(4) The phrase 'a particular insurance prod-

uct' in Paragraph (2) of this Section

means an insurance policy which provides

substantially different benefits than

those contained in any other policy.
Different terms of renewability; an in-

crease or decrease in the dollar amounts

of benefits; an increase or decrease in

any elimination period or waiting period

from those available during an enrollment

period for another policy shall not be
sufficient to constitute the product
being offered as a different product
eligible for concurrent or overlapping
enrollment periods.

"B. An advertisement shall not offer a policy which

utilizes a reduced initial premium rate in a

manner which overemphasizes the availability and

the amount of the initial reduced premium. When

an insurer charges an initial premium that dif-

fers in amount from the amount of the renewal

premium payable on the same mode, the advertise-
ment shall not display the amount of the re-
duced initial premium either more frequently or
more prominently than the renewal premium, and

both the initial reduced premium and the renewal

premium must be stated in juxtaposition in each

portion of the advertisement where the initial

reduced premium appears.

"C Special awards, such as a 'safe drivers' award'

shall not be used in connection with advertise-
ment of accident or accident and sickness in-
surnace."

Violation 1: The advertisement implies that the enrollment in the

trust is for a limited time only and that substantial benefits will

be lost if the enrollment form is not submitted by a specified date.

Such is not the case.

Violation 2: The enrollment period offered is less than 6 months fr
om

the previous offering of this plan and extends more than 
forty days

from the date on which the plan is first offered. The use of enrollment

periods by the company has the tendency to mislead 
because the plan, in

substantially identical form, is offered throughout the 
year.

Violation 3: The advertisement offers a reduced initial premium of

$1.00 in a manner which overemphasizes the value of the reduced pre-

mium because it is displayed more prominently and more frequently

than the regular premium.
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9. Rules Pertaining to Statements About an Insurer (Section 16)

An advertisement shall not contain statements
which are untrue in fact, or by implication mis-
leading, with respect to the assets, corporate
structure, financial standing, age or relative
position of the insurer in the insurance business.
An advertisement shall not contain a recommenda-
tion by any commercial rating system unless it
clearly indicates the purpose of the recommenda-
tion and the limitations of the scope and extent
of the recommendation."

Violation 1: Statements that the company is the established, nation-
wide known specialist in insurance for folks 65 and over and that
company is "prestigeous and respected" and has pioneered Instant
Policyowner Service is by implication and in fact misleading and
unsubstantiated.

D. Rules and Regulations Promulgated Pursuant to Massachusetts General Laws
Chapter 93A, Section 2 for Determining Whether Conduct, Terminology and
Representations Involve Unfair Methods of Competition or Unfair and
Deceptive Acts and Practices 

1. Regulation I.A. Pertaining to False Advertising

"A. No advertisement containing an offer to sell
a product shall be made when the offer is
not a bona fide effort to sell the advertised
product."

Violation 1: The promotional efforts to encourage membership in the
trust is false and deceptive because the membership effort is, in fact,
secondary to the effort to sell insurance.

2. Regulation IV.A. and B. Pertaining to General Misrepresentations

A. No claim or representation shall be made by any
means concerning a product which directly, or
by implication, or by failure to adequately dis-
close additional relevant information, has the
capacity or tendency or effect of deceiving
buyers or prospective buyers in any material
respect. This prohibition includes, but is
not limited to, representations or claims re-
lating to the construction, durability, re-
liability, manner or time of performance,
safety, strength, condition, or life expectancy
of such product, or financing relating to such
product, or the utility of such product or any
part thereof, or the ease with which such prod-
uct may be operated, repaired, or maintained
or the benefit to be derived from the use thereof.
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B. No advertisement shall be used which would
mislead or tend to mislead buyers or prospec-
tive buyers, through pictorial representa-
tions or in any other manner, as to the prod-
uct being offered for sale. Where price is
featured in advertising, any picture or de-
piction utilized in connection therewith,
shall clearly indicate the exact product
being offered for sale at the advertised
price."

Violation 1: Claims and representations concerning the advantages
and purposes of the trust accompanied by the failure to adequately
disclose the relationship of the trust to the company have the ten-
dency and effect of deceiving the prospective purchaser in a material
respect. By encouraging reliance upon trust expertise in the sel-
ection of insurance, purchasers are induced to act without sufficient
scrutiny of the product and the trust, and are thus misled as to
benefits to be derived from trust enrollment.

Violation 2: The promotion of enrollment in the trust as a necessary
step to obtaining insurance coverage under the plan misleads the
purchaser.

3. Regulation V. Pertaining to Violations of Chapter 93A

"No plan or scheme of inducing purchases, or enter-
ing into obligations by representations and prom-
ises such as the following, or conditioned there-
on, shall be used:

"A. That the seller would pay to each buyer
certain money, credit or anything of value
for each of any number or of a certain num-
ber of prospective buyers referred or recom-
mended by each buyer, or for each such pros-
pective customer so referred who becomes a
buyer, and to whom the same representations
and promises would be made, and

'B. That the buyers' purchases may thus be free
or paid off in whole or in part by such
money, credit, thing of value, and/or

"C. Concealing or disguising the obligation or con-
tract involved or falsely representing that
the plan does not involve any obligation or
contract."

Violation 1: The use of the trust as a sales vehicle without dis-
closure of the extent of the relationship between the trust and the
company is unconscionable and oppressive because it tends to induce
a reliance upon the supposed expertise of the trust administration
and a diminished scrutiny of the plan by prospective purchasers.
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Violation 2: The failure to disclose the relationship between the
trust and the company, and the failure to disclose other material
facts such as loss ratios, claims payment practices and exclusions
and limitations to coverage, is a failure to disclose material facts
which may have influenced the buyer not to enter into the transaction.

Violation 3: Each violation of the rules and regulations promulgated
under M.G.L. c.175 and c.176D is a violation of Chapter 93A.
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in the 3003125
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DEVOTED TO THE INSURANCE NEEDS
OF PEOPLE AGE 65 AND OVER.

k.q4:;):1-4Te4:Att-74::
,

The National Senior Citizens Group Insurance
Trust was created to provide members with .
ways to meet today's cost of medical care with the
right kind of insurance coverage at Low Group Rates.

Members may get a Medicare Supplement
Insurance Plan at Low Group Rates.

Best of all, you pay nothing to belong... there
are no membership fees, dues or costs.

-- 

- 5

IT'S RIDS 75 NICE TO OCT SJIETNING fa!!
. . .Tate a loot at the PRES OFF3F be-
low. Also see vhat tbe National Sen-
ior Citizens Group Insurance Trust has
tor you in protection against con-
stantly rising costs of hospital care.
and your increased Yedicara charges.
8edicare deductibles went ap another
161 January 1, 1978. You pay that
•xtra amount.

That's 567 06 have reserved a spot
for you In the Group that's protecting
thousands of folts over 65.

THIS IS TOUR PERSONAL RESERVATION
0078011.

3303125

If yob Join Before BIDNIGHT, April
30, 1928, YOU ARE ELI5I311E 603 OUR
FREE REDICARE REFERENCE 1630, AID TOU
CAN TAKE ADVANTAGE OF OUR SE0I0A3E
SOPPLEZENT PLAN WITH THESE 5 SPECIAL
FEATURES: -

• PATS All In-Hospitml Deductibles
You Normally Pay Yourself.

• ONE date foc all Ages 65 and Over.
• PATS denefits in "Licit'. to aoy

Benefits Received from Nedicare or
Any Other Insurance.

• Notes DON'T GO UP es You Get Older.
• PICTS The Cash Benefits Olrect

to You or Anyone You Also.

J. Cafferty
Moots 3 Box 242
Ames, Co. 50010 -

DENSER ENROUJAEHT 60560 ALONG eROKEN LIME

; 02033-6 1NATIONAL SENIOR CITIZENS GROUP INSURANCE TRUST'
40.1.0 MEDICARE SUPPLEMENT PLAN ',14
'A  TREvOSE. PENNSYLVANIA 

;05

pmme. kamE
J. Ca fle,..._ 

TgIt ._

,

-a :acoo,
If You Enroll By

4zi;-.30 '4A\ Mk:might

A ikrto
•

_• , . Th. officoa Nai.orLD1 • n• r "

- I Grotto Infomnea Trust M.I.
CARE FtEFERENCE CARD *ill yours Ova

if you roroil colon oia omblina inown nom Thit
-at care - otaimoot no...a woo - you ar Fmn.
Moamar* um and caw' t pray yOu elt

•,aalv Rnonoo ul•sO..e. To now, Ynalart-ura aro! too,.
• •tatnorl .111, you almayu &Wall now ... Oon, moo th•

ter yOur ,r1.• CiprOF
- •2IN TO ENROLL

You will receive this important
MEMBERSHIP CARD

,dentlfying voy as a mernoar of the Nattonal Senior
Cinzens Group Insurance Trust. Snow it to your doctor or
nosottal. It means that you nave trus Important coverage.

•
NATMNAL-41
SENIOR

CITIZENS GROUP
INSURANCE TRUST  f

• 01...1

To estabiLsn arid rnairaam a Group Insurance Tnst trimugn
wncr, you car, erloy sse aavarnages of low group rates.

To sees, mcse ,r,surance :sans most reeced Sy Our f9eMben3
age 90 and 0011 101 tre 5,15.11115 of t-ler retre,"e,t years.

April 30, 1978

1. Fill out the snort Enrollment Form and
; stgn at Me bottom.

• 2. Detract, and mail your Enrollment Form
witrl the re6UCed prearniurn snown
Thtft iS yOur 111S1 Month's trisuranCe pre-
haulm — mernberemo in the trust =vs you
notning. Use tne enclosed envelope.

3. Cacao, ancl 15,00 50116 MCP.. wtth yOUr
financial reCorOS.

REMEMBER. SEND $1 FOR YOUR

FIRST MONTH'S COVERAGE

COYOrS Beth Y. and Your Soot..
- If yoUYs maimed wan me coverage. yOu
may cononu• it tor al 10, tf yOu WW1 It Ol•

rata Shawn CianOw.

YOU'LLOWL ENJOY $6.40
THIS & rriOnth
GROUP RATE pot pompon

36 00125 65 125-5 TT
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The National Senior Citizens Group Plan
Pays All In-Hospital Deductibles You Normally Pay Yourself

This Medica
Reference
Chart
Shows how th• National
Senior Citizens Group
Iruurance Trust 
loat'. Supplement works
60- '0050 with Medi-

care.

You get Valuable
Inflation
Protection,
Too . . .
As you know. the Medi-
care Deductibles — the
part you pay for nosoital
care — went up anotner
16% as of January 1
1978. Thrs 16% increase
is on too of tne big in-
crease of Iasi year —
raisIng your costs a total
of 38% in Just two years,
Thts is the tenth time
Mecficare has ratse0
your Deductibles.

You'll be pleased to
Know that our insurance
company. ever since it
began issuing Medicare
Supplements, has In-
creased its benefits each
orne Mealcare Deauc-
tibles went uo with
never an increase in on,
mtum.

This is tne kind of in-
flation protec•tion we
need.

re
0'44'

.

mom •
Tam
ref.,' •

WE.
.61-112.
:OF

VEIE02
.12101,1 

914.5artf,
OF- t•-• •
BEIIEFIT
AIM

112,211r-tt%
151 •

-7.

MEDICARE PAYS all cover. h.0so,laleo-
tooth. board, operating room.

etc., except the S144.00 Initial Deauctioie
and me first 3 pints of blood.

YOU MUST PAY the 5144 00 Initial Demi,
vole anct for 11001 111111 3 pints of 01000

WE PAY YOU tne 0144 00 'natal Deduo.

hole. we also P.Y YOu for your first 2 pots
0' blood. up to 035.20 per plot.

MEDICARE PAYS all but 536.00 a day of
tne nosoltal charges.

YOU MUST PAY the 536.00 a Oat 10131105
51.380.00 for tne entire 30-say period of
hospitalization.

WE PAY YOU the S36.00 a day. We pay you
this amount ̀ Or every covered day vou re
hospitalized 001105 tnts entire 30-day
period, a total of 51,080.00.

MEDICARE COVERAGE ENDS unless
yOu use yOur Lifetime O.,. (a bacit-uo
Penod of 60 days ooverage you can use
only once.)

YOU MUST PAY 572.00 a cay wrigie using
110 yOUr Lifetime Reserve .. totaling
54.320.00 for the entire 60-day oerrOd.

WE PAY YOU 572.00 a day while you 1100 11
your Lifetime Reserve We pay you this
amount every coverec aav you re hos,

talized OUring the entire 63-day Perloa —

tofanng 54.320.00.

MEDICARE PAYS NOTHING — yOur MOS-
dttal oenef its filln OUL ' •

YOU MUST PAY your entire hospital bill
yourself.

WE PAY YOU 100116 of 311 11001 eltgictie hos-
Pttal charges uto CO 5144.00 a day. 1.10 to
550.000.00 We ever pay for a Prlvate rOOm
If approved by MeCheare.

Medicare Supplement Benefit Penod 049105 *110 Pile firlt day yOu are hosottalizect It
continues for aS lOng 45oU te confined enCI for 60 toys after you Ve been 1ete0500 ?torn the
nosottal or Extencea Care Facility. You enter a new benefit period trnmeOlatery 1110 0001 time
you re nosodanzed.

This Medicare SuoCilernent. IS nOt connected with the U.S. Government or Feaeral
Meatcare Program. It pays the deductibles that the Federal Medicare Program aoesn't.

The National Senior Citizens Group
Insurance Trust Medicare
Supplement Is Underwritten And
Administered By Union Fidelity
Life Insurance Company

Union Fidelity is the establisned nationally known
specialist 101 Insurance for foika 0.0500 over. Meuse,.
ice IS among the very best in tne — ,a13.11 most
Medicare Suppiement ciattns procueed ,thin
working days. Limon Fidelity pioneered "Instant
Policyowner Service." Just dial died special TOLL
FREE number le001,523-5756 icontinental U.S. ONLY)
cod, tramerispecuiut will berm tne line to give you im•
mediate assurance (Penna. residents. call 3=3000
COLLECT.

It's a Fact
Our Plan..

• Offers One Rate To All

• Guarantees Your Coverage Pot Life .. As Long
As You Pay Your Premiums When They Are Cue
Ancl The Master Policy Remains In Force.

• Pays You In Addition To Any Benefits ReCeived
From Medicare Or Any Other InsuranCe

• Our Rates 00 Not Go UP as YOu Get Older

/Act Now! FitThe
/ 

Out e
Enrollment Forrn Co The Other Side ...
No Risk Or Obligationl

\Rernemoer — There Are
Mernoershib Fees Ever! 

No Cues or

...

:YOUR QUESTIONS ANSWERED
1. Can fn. insurance company cancel
my coverage or rats. my rates,
As iong as vou pay your premiums on
time ano continue as a Meinner NO
INDIVIOuAL KiEmBEF CAN EVER BE
CANCELLED u iong as you nave-
Senettts remaining, What's mOte. the
Insurance company can never raise
/Our (notyvivat rates U,13 ;3 tru•
even yOu nave many coigns or your
heinth cnanges. ',armor, can Os
0.030900 01 renewal c•nrod only II rne
San's aCOO, taxon On an msur•OS
ranonrmiel unrIer aro enrster For,
14966601.

2. WI. I sat WS as finy nosottal I
(moose?
Any nosottal Mat iS reCoants.
Meotcare Law I-19613 Tine XVIII tsetse
recOgna. Dy u3. I00. In tact. even rf
yOu re confined- in a h030.1
00.n t OartICIOate Ma macicare
Ovogram the Atattonat Senior C.nzens
orydd insurance Tryst meotcare Sue-
0,erOant Stil, Pays Oeoellt3 tO YOU.
Pliant. such as T.B. Sandanunta,
drug or al00110100 clinrca era not cow
wed. nor ere fee:1111. whey, Meiners no
oishgatton to pmy in me ..encs of Inv
aurance. mental irtatitutio,i nursing
homes. con...cent o• extend. care
tactile. Federal Medicare does Cover.
contierernere In a mentat institution.

1. no sooner get ,
insurenca end I Lend in the hosogal
am I covered?
ingsen your insurance Cerra icate
arrives it will oe in 'arcs as ot
etteC)Ive Cate SO tt yOu enter tne
^sachet tor a covereo contitton you
*11104 imm•ciatety 'Or
oenetits.

vOu ,u31 ,I.Ye• know .3.neri aC.S:Olet
tttees, wtti stn. yOu Or YOur1O0uSe.

Se, ,a0Den ZO Oe00,e 331,
.cay meir ccnerage commences.

•- C.C.11.0C a -r rot arOf fa.c

4. Does Ps@ otan pay Al Peosfitir cgrect
to me7

tncieed All °necks are matle out
direct, to you. For your convenience.
we WM even mese payment IC yOur
nosonai or ooctors if you reQueSt .
The oenelits oe yOur3 tO soena aS
yOu 3. lit.

s. All insurance cons hav•excluwona.
What are fl.ungs trns plan coesn't
cover?

1) PRE-E,SISTING CONDMONS (a,
arcane,* or intury rrwatcally scats. Or
trealea or tor wnrcn (instinct symptoms
went evroent pnor to your poi, s
enact, owe) uNrit. AFTER rOuR
POLICY HAS BEEN IN FORCE SIX
MONTHS. 2) Loss cover. uncer
workm•n's Corno•nsation or
Occupational Disease Law. or urnoes
?written.. by any ieoersf or stunt
agency wrhen you do not hay. to oay or
any treatment render. wmcn ts not
Conaularlea ',Kassa, by com,tent
medical author... 3) Lose lo war,
!Iola Of war. mental disOn3•ra. 34.11-
Infltcf act 'mum.: asconol or narcotic,
unteas awn:male,. uncer th• advice
of a cinystciani cust.tal care. 41 Does
not suit...mint Medicare Awit B.

6. Do I have 10 sane tn a lull first
Orwinturn to &Doty tor coverage?

110 ••(:)LiP 11110101, PPEmtum IS SI
mail tills amount witn yOUr En•Oilmerst
.orm even g •ou ite nCiutset your
st)ouSe. lot, We will matt your Cent,
cam or ,Sur2OCa ,OUr name If
yOu Satisttet. yOu mav COntinue your
coverage at the ,U,ar ',CM, rale,
S6 .0 Or, Oe,TOrt yCu Cect:e ir;a,31

Pi, for sny reaSOn stmetv return tt
witntr. 30 CayS VIC YOu ';el yOur
woney oactt
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...Bringing you what may be the
best news for folks 65

and over since Medicare began!

*Plus an exclusive FREE GIFT
available nowhere else!

Dear Senior Citizen.

There are a lot of different things being done today to give

folks 65 and over a helping hand. And it's about time.

Many stores now offer you special discount prices. And in many

towns and cities, senior citizens ride public transportation

either for free, or at a fraction of the cost. There's a lot

more, too. Unfortunately, a lot of folks, like yourself, aren't

aware of all that's now available to you.

A perfect example that you have been selected to take ad-

vantage of the benefits offered by the NATIONAL SENIOR CITIZENS

GROUP INSURANCE TRUST. And best of all, you pay nothing to be-

long...not now, not ever! Let use explain what the Trust does for

you, absolutely free of charge...

First, the National Senior Citizens Group Insurance Tr
ust

helps answer those difficult questions about the right 
kind of

insurance protection you should have at this time in y
our life.

Second, and most important of all, we offer you Group 
Insurance

Protection at Low Group Rates.

over...
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This is a Medicare Supplement that begins to work for you on

the first day you enter the hospital. Right off the bat, it
covers the $144.00 Initial Medicare Deductible...an expense you
have to pay even if you spend only one day in the hospital. The
plan goes on from there to pay you all the rest of your Hospital
Medicare Deductibles, which could represent over $5,500.00, an
amount you would normally have to pay yourself.

What happens when Medicare stops paying your hospital bills
altogether? What kind of help does the National Senior Citizens
Group Insurance Trust Plan give you then? It pays 100% of all
your eligible expenses up to $144.00 per day. The plan completely
takes over and pays all your hospital bills which Medicare was
paying. And keeps on paying right up to the lifetime maximum of
$50,000.00. This Plan will even pay for a private room if okayed
by Medicare.

Even if you are age 65 or over but not eligible for Medicare.
you need not worry. You are still eligible for this Supplement
and all the listed benefits, just as though you had Medicare.

All the benefits are paid direct to you/ or If IL Is more
convenient for you, we will mail it directly to the hospital or
anyone you wish.

Now, there's no longer any reason why you should have to
sacrifice your own savings to pay Medicare Deductibles. As a
member of the National Senior Citizens Group insurance Trust,
you are able to go to the hospital and just concentrate on
getting better.

Many folks would be only too glad to pay $10.00 a month for a
Medicare Supplement like ibis. But you don't even have to pay
that much. Under our Group Rate, members pay $6.40 a month per
person regardless of age. And for the first month, you pay a
reduced premium of $1.00. Affordable? You bet!

• To enroll, just return the enclosed Enrollment Form... in-
elude the reduced first month's Medicare Supplement pre-
mium. That's all there is to it.

• You'll receive your Certificate of Insurance by return
mail to examine. If you're satisfied, you may stay with
the Plan at our LOW GROUP RATES for as long as you wish.
If you're not, you'll get your money back!

Should you decide against the Medicare Supplement Plan for any
reason, just send it back within 30 days and your premium will
be refunded immediately. No questions asked. Ho cost to youl

Why not pick up a pen right now and fill out the enclosed
Enrollment Form...then mail it In right away. You'd be making a
mistake if you don't at least take a close look at this important
Plan.
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AN FXCLUS1VL FREE GIFT, TOOI When you enroll in the National

Senior Citizens Group Insurance Trust Plan, you will also re-

ceive your free personal Medicare Reference Card. Durably fin-

ished in plastic, this handy wallet-sized card tells you at a

glance the expenses you are required to pay when you're hospi-

talized under Medicare.

This valuable card is available nowhere else. It has been de-

signed exclusively for our new members, and will be yours to

keep -h11L. It yours for the asking, even if you don't want

the insurance. Rut don't. delay: you must reply before the dead-
line a,to shown oe your enrollment certificate.

In the meantime, while you're waiting for your Insurance Cer-

tificate and Medicare Reference Card to arrive in the mail, take

close look all the special brochure enclosed for you. II con-

tales the latest 1978 Medicare information, and tells you ex-

actly how the National Senior Citizens Group Insurance Trust

Supplement works hand-in-hand with Medicare. You'll also find

the exclusions and renewal provisions clearly spelled out for

you.

The threat of huge uncovered hospital bills is one of the last

big money worries over you. You've worked too hard and too long

not to give yourself the protection and security you deserve.

Hail your Enrollment Form in right now. It's in your best in-

Leiest to take a closer look. There's no obligation.

Sincerely,

John V. Cassidy
For The National Senior Citizens

Group Insurance Trust

P.S. You'll be very pleased to know that the insurance company

for Use Trust is the prestigious and respected Union Fidelity

Life lesurance Company. These are the insurance people who

pioeeured "lust:ant_ Policyowner Service" and the toll-free tele-

phoue "Hotline". Union Fidelity invites you to sample their

fast, friendly service. If you have any questions about the

plan, you can call (continental U.S. only) this TOLL-FREE

number right_ now: 1-800-521-5758 (Pennsylvania residents call

122-1000 COLLECT).

ET

UNDERWRI1 1EN AND ADMINISTERED SY: UNION FIDELITY LIFE 
INSURANCE CO.

64-278 0 - 80 - 29
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RIGHT NOW ENROLLMENT IS OPEN TO YOU IN THE
NATIONAL SENIOR CITIZENS GROUP INSURANCE TRUST

MEDICARE SUPPLEMENT MAUI

Medicare is the greatest thing ever done for folks 65 and over.
As good as Medicare is, it still doesn't pay for everything when
you're hospitalized. It can cost you anywhere from $144.00 to
over $5,500.00 during a Benefit Period. But once you're a cov-
ered member of the National Senior Citizens Group Insurance
Trust, you don!t have to worry about these big expenses any
longer.

Before I list all the benefits which our Medicare Supplement
pays, let me first give you an updated list of the exact Medicare
Deductibles you have to pay. These amounts went up 16% Jan. 1,
1978. and comes on to of the big increase of last year... raising
your costs a total of 38% in the past two years. Here are the
amounts:

YOU PAY $144.00 even if you spend only one
day in the hospital.

YOU PAY $36.00 a day from your 61st to 90th day.

YOU PAY $72.00 a day from your 91st to 150th day.

YOU PAY Your entire hospital bill after your
150th day.

This means anytime you are hospitalized at the start of a
Medicare Benefit Period, you have to pay charges ranging any-
where from $144.00 to $5,500.00 or more out of your own pocket.

Here's the good news.., the National Senior Citizens Group
Trust Medicare Supplement will pay you all the Medicare
Hospital Deductibles listed above...plus, it will pay you
100% of your total eligible hospital bill when Medicare
slops paying!

Here's a more complete list of the benefits our plan pays you.

PAYS YOU the $144.00 Initial Medicare Deductible.

PAYS YOU the expenses for your first 3 pints of
blood (up to $35.00 per pint).

PAYS YOU the $36.00 a day Deductible.

PAYS YOU the $72.00 a day Deductible.

PAYS YOU 100% of your total eligible Hospital bill
up to $144.00 per day - to the $50,000.00
maximum - when Medicare stops paying.
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•THE WALL STREET JOURNAL. Wednesday. Sept. 14. 1977

Medicare Patients'
Hospital Cost Share
Boosted 16%
By a Staff Reporter Of The wait Street Jaunted

Washington — The poruoo of

hospital charges that Medicare re-

cipients must pay was boosted 16%

to effecure January 1. 1973

the Health. Educauon and Welfare
Department announced.

Thts 520 1,003( as due to in-
creased hospital costs that unct
an must be reflected the

care Su
But
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MANDATORY It AGE
may mie day be a Nog of the past

Earlier this year, President Curter signed kaki/Won changing the
monrlotory retirement age from 65 to 70 for moot private industry employees
and eliminating it completely for federal work ern.

The Mil hod little opposition with the Semite.a vole standing 0182.10 and
the !louse of Iteprenentative.' at 391 O.

Senior Citizens reolived u victory, but 'lot final one, 'tine ultimate goal Is
to eliminate the mandatory retirement oge completely, Of an Rep. Pout
Findley of Illinois put it, to " ... correct Ito ((lie bill'n) Imperfection....

The come day that house and Senoto committeen met to /fettle details on
the latest mondatory tetiretnent nee, Rep. Findley introduced n hill to
eliminate it entirely. Although action on It thle flefOli011 la onlIkely, he hot, re.
served a hill number for it in 1079

Att it stande now, the flew low amends the Age DiscrImInotion in Em-
ployment Act of 1967 and gives Senior Citivens at least 6 additionnt working
yeorn If they or/ desire. It cannot slop you from retiring at tin or ember if you
wont and it does not alter 65 an the tige at which moat people are eligible to
start receiving their mn.inirrin Social Security benefit..

SHOCK-What It Is And how To Treat It
What Is "elrack?" Often, after n

terious occident, a person is 'raid to
"go into shock." What is this condi-
tion? Is it dangerous? And whet are
the first aid measures prencribed for
coping with it?

Shock Is o condition In which the
body functions become deprensed be.
couee not enough blood clretelntes
through the body. Untreated, Minch
may he WM even though the Injury
producing It would not renuit In
(tenth

Num wound. or.frocturen may
produce shock -- especiolly when
there in bleeding. !lough hondling
which increaser! or causea
liernorrboging to teeter should be
particularly ovulated.

Symptoms are: skin that In pale,
moist am! cool, vomiting, lonn mn

elertneee and thlret. A wenk, rapid
puke, fuel breathing nod occoaion,
ol deep brentleing ntny oleo develop.

All aerieuely injured per-trona
nhould he treated for shack immerli•
Early evert though evidence of chock
hos not developed. The name men•
seree are umed for the prevention os
for elrock. Keep the patient lying
(IOW. 1.11(4.1 there in bleeding front
the heod or difficulty Ii, Treadling,
In the hitter CHAO Iroise the head mot
shouldera.

Prevent the patient from toning
lardy heat by covering lightly.

lukewarm writer mny be given
for thirst but should be given elowly
and ntopped if It produces vomiting
NJ alcoholic drinkn or other nlima-
InnIn nisch ne coffee nhould Ire given.

continued on Pnge 4

Medicare deductibles, the part yotr pay out of your pocket, have rlaen it
(lines In the last 12 years Many Indications poini to still another Increase in
January 1919

Tire Nallonel Senior Citizens Group Insurance Trust has announced II
will rube lire benefits of Its Medicare Supplement Policies to mulch any
Increase In deductibles by Medicare. TliErlE WILL BE NO INCREASE IN
COST TO YOU.

cincuLATIoN 5,000,000

ACROSS 'FIIE
C()UN'I'llY, SENIOR
CITIZENS RETURN
'FO SCIW()I,

Maybe you trove not been In a
classroom for 400f 60 yeorn, but that
abroad not slop you from returning

nchool if the laeo pimento to you.
Adult ethiciition in ttttt iahihnrg nnd
many Senior 1:11irenn ore numbered
moons thone carrying sincke ri
hooka on American composes

Opportunities ore endless
whether you are interested in pron.
tient skills or profesnimen1 (redoing,
whether pia want to COMplele your
high achool diploma or yoor
ter'a degree or start college for the
first time.

If money in n determl  • g fac-
tor, thin Ire nionething to keep In
mind Tuition free education teeny be
on the way for Senior Cilltcon who
desire to continue their schooling.
Earlier this year, Rep. Claude
Pepper tit nitride introduced n 1.111
which would provide such Ir.nefit
fur rprolitied older per.. legi
station calls for feilerol gronts
compeneate colleges and univer.
eittlen for fin% of the tuition expensen
of Senior Citlreon attending closnen
for ft

If you ore snit rently to owing into
full time enrollment or you me
looking for Inca IthelOOMPI ethic,
Roma octivIties, there ore still MI.
111,01111 opportunities nvoilable

contimard on Page 4
PAGE

 {1-1



0

'rol‘ i )14

'' 1, 1/4 t' i . ' \ -'1.

, , r„cw • 1

1•

.

.V 1 iI ' 1

"is
, ' 1

SENIOR 4 '
CITIZENS el-
CAN EXERCISE

You uned Lii eitjoy exerciee, but
110111 you feel puelcupe and nit-upe
are pint a little too 111F1'11111/U11 faryou
Li, handle. Sure, there are plenty of
Senior Citizelis golfing, swimming
or playing Lennie, lint if for health
rearowne you c iiiiii ot participate, it
111111111.1 111P/111 you hove to sacrifice

PAPPC113e.
T111.1101 many people do not

think if it, voilking is exercise. It
el  nice your nionclen, keep. your
J to flexible ond lielpn your blood
circolate. Wolk only brief dietances
at ii time and alwayn drene lii bone
hut warm c•lothiiiir wear comfor-
table shoee anti never overtire. If the
W1.111.111, 111/1111 11111 permit an outside
Piunt. weak in your .0111. on the
touch or through the bowie.

lug 1.1/41/11114 occur while you are
walking. ship immediately. inn
warning nig ci °rialto circulution. See
your doctor; 1/11eutimes mediention
1,1111 relieve this condition.

When walking is inacivinable.
11111, ore etill simple exercises avail.
wilds I ilia require 1111 pliyeieal exer•

To exercise the miracles in
!mole, amwe, &kookier.' and client,
sit with fingers clenched together in
flout 14 you above your weird, poll
lucid, then relit.. Repeat eeveral
111111.11 For neck ...octet', try elowly
minting pair bend.

Arnitlicr good exereiwie for I 
muerte. nod iii La is squeezing a
apoope or tennis holt. Repeat 6 or 7
times a Ivy finger., extend
mine. keep fingern tootle and rotate
to circulate blood in poor finger lion.

You may also want to exercise
your feet awl toes to keep the blood
flowing, especially during cold
weather. Sit on the edge of your bed
and rotate feet. !tieing up on your
PAGE 2
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toen or wiggling your toen will ale/
keep your feet flexible. Or try Om in
cycle act. I ie on your bed, milks your
Feet and pedal an imaginary hi-
cyi'le.

If you dill mies your cony
morning joielcupn, you might wont
to try thie imitation pueh•up Stand 2
feet from ft bathroom wall, grasp
towel bar, lenn forward and punk
back. Thin will bring shoulder and
cheat monelen into uction.

If at any time you feel pain or
dirrineen, stop will exercieee Iminedi-
nlely.

One lent euggention —a rocking
chair jell good corer ine trail. It brings
Into toe Wen, feet, lege end finger
muncies (if you grip the handleo of
the chair). Many people find that the
motion rrenten a relaxing 111111111.

Now you ore ready to eet up a
doily pattern of exercise. Keep In
mind that an evening routines! Id
Ike teen vigo ttttt n thin. one in the
morning. It is a good idea to cheek
with your doctor before doing any
exercises. Ile may have ndilitionni
euggestions or know of exercinen
that would be more beneficial for
your particular health problems.

Itemeinber, exercine is plot only
good for your health, but it hi inn In-
expensive paetime. it can turn the
boredom of irwrictivity into a re•
freehing experience)

How to control
those pesky
mosquitoes

Moequitoes develop ununlly in
still water and cannot survive the
wave action of open bodies of water
re• flowing ',trent... The following
clips will help control nuitionce mon
quitrawe unwell an thoee which might
transmit dieennee.
Eliminate breeding sites
• Eliminate all Moulding writer

. around the 'mune If poseible

• Change water in wailing pool. or
bird bathe every week.

• Keep wider from pooling on the
nurtace of pool covern or other
similar plantle coverings.

• Swimniing pooh" if properly fil-
tered and chlorinnted will not be
imitable for moequito laconic to
develop.

• Newr.e of empty ram, or priiie,
upend hucketa or any other ron•
tniner that in left outdoor..

• Clean out clogged enveetroughe
and drain flat roof,

• Enipty old tires arid ihlapo.e of
them.

• Dia not clog rirninnge ditches
with trash; make cure that
ditches rind driveway gutter,
drain properly.

• Empty center from ntored boot&
• Empty ruin barrel. •
• Fill in low depreueional arena to

prevent etnniling water.
Outdoor.
• Seduce the amount of vegeta-

tion through mowing weed, and
groan, trimming hedge. anti re-
moving unnecenenry shrubbery
and trees which protect the ndult
mosquito agninet gun and wind.

• (lee netting over ent-rIngee when
Wiles are left notable.

Whnt can you do to avoid Wen
• licptrict outdoor nctivity In the

evening when mosquito..e are
moat active.

• Repair the liolee in window or
door nacelle nnd make sure the
screens are tight.

• Clone the damper on your fire
place when not In lire.

Personal Protection
• If you are working or vleiting in

oIrene where inoaquitma are
abundont, wear !mine protective
clothing, I.e. longaleeved nhirt,
fight locket, slack, and sock,

• lighter coloured clothing in lens
attractive to monquitocn than in
murk clothing.

• tlee common Renee; moequitoes
are most active lo the evening
nod can be bothernome In
wooded arena dining the cloy.
(lee repellent. — keep them out
of your eyee and mouth Alwnye
rend tlwe label and follow in-
etructione. Thone coninining
higher ecineentrnlione of nctive
ingredient virtually are noire ef-
fective.
Insecticides are avnilrible which

may provide temporary relief. tine
penticidee "inlay — carefully follow
iiinnufacturer'e inetructionn and
read Ste label.



-D5Y
HOW TO SAFELY
MOVE YOUR
HOUSE PLANTS

Wen not ancunimon for n plont
loving (amity to inive 30 to 40 plants,
ranging in nice from emnli to giant.
Ito tiettithy trend in barrio life, but
ran pone n problem on  irug tiny

There wan n (line when the re
 nitntion wan to give plan.]
away rather thou to try to move
them. Today pernonn  lug
wouldn't think of leaving their
plant'. behind.

In ninny inatuncen, plantn cnn
be "untied on the  ling von. Ilow
ever, becalioe ptiiirtir may get loo
worm or too cold, particularly on
moven of long dintancen, the beet
method miry be to move them hi the
cnr.

there in n cniemlnr of nlepe to be
taken In preparing ',hulk:

Three Week. Ilefore Moving
Day: Tell your agent if you plan to
inave planta In the van Call your
local Dept of Agriculture tocheck
regulotionn for moving plantrr from
your prcnent Mille to your new Poen-
lion.

Any plants in clay polo should
Ire repotted in unbrenknhie plastic
container.. They (be big enough
111 hold the root eyntem, Ind only
large enough to hold the plant.

Two Weekn flefore Moving
Day: To kill any parnsilen (lint ninny
be on the plant Ile lii the nail, place
your pitman in a black ',loath: bag for
nbout Mx bourn with n ling/pent strip
or a con yentionnl flea collar. hut bung
In n cool, nharly nren.

Moving Day, Conventionnl
peeking cortons are ntlitintnItte to
moving pinnta 'fine plariln einnulti tie
eeeurely nnehored no they won't clip
when the box in lifted. Drimpen
new/limper or packing pap, and
wrap the pot and Ica Yen. !Ince lit in
p bon,  henitre it Ma nniugly in the
bottom. Mot', eine the limbs ire
cushioned with paper. Place
dnitmened paper !moiety nround the
lop alive plant to further protect the
!coven.

ehould be watered nor-
ninny before pnekIng tinning the
warm montlin, only slightly during
the told  tun.

l'unch air holen in the elides of
the box mid ftteten lid loonely If you
ore moving line pin.n lii n car ovoid

IS IT FOR YOU?

•-ro move tor not to move7" Retireec
often fiend thentaelven faring thin
guy/Ilion and each year, np
proximately 150,1101) nay "yen" and
crone elate lines to reradlie

Retirement providen Senior
(Afirenrn with the freedom to move
—un job lien, plum Inc lire time to Intik
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lENIOR CITIZENS ON
THE MOVE: “\xisl,L1  U tJ L

n _ohnowinOVk

for a !mune nint I Ile nil the picking ouril  ling detniln. Yet on lbe other
hand, retirement in the cnnne of tine drowtrack — a reduced income, ond there
lair,, getting nround it, moving In ex pennive. 811.111), Impor I lint cfmniderittlim
to whether you ninny or go, In money. Ilefore you make your derinion, given ttttt e
thought to therm firinnocinl nopecla of the eiluatIon.

If you are thinking of moving nut of state, remennher,thecont tallying mut
(no ntlynntogen vary from entitle to kale. For 1.xititiple. the opproxlmate
verage cost of living for a retired couple in Alba ttttt in $5.100. while in C.Ii-

fornIn it in $7,1NNY iii oiidi thin, Alnhainn offern a double lox exemption for per.
einiet eiri awl till!, and for the blind and Ilene are thingn you de.
finitely ntiould look Into, and trio limper degree, you ehould check out the nidea
tax which enn range from no tax to an high no 7% an in

Some Americans are now coneinfering moving ithrond ill enjoy their re•
tirement years. A few populnr ninnart include Mex.., Spain, Portugal, Coetn
Rico and the Went Indic.

The finn ntlynentngen ore obvioun. fewer insert, low rent ninf bourn,
keepera and cookm nvailinble Int low noun, km (Amin:inn to IS. ninininnin.
you would be facing eporne big difference." in ynin lifeetyle (nod rind water
would be unfamiliar, the supply of tint ...nit,, electricity and trleptionen In
usunity iron, nenti the avoilability tir &plaint/ and mrdirini anaialuuuncc In uuiitliim,
111111111 nbrond an in the United Stollen. You Inn, lo weigh minutia mond inn lair.
tnnt to vain, bullet thin envie, s eimple vocal Itin toot may tell you all you need to
know.

Once you Innve Inntle the &nekton to move, whether to n different city,
state or country, there in 11(1C important thing to keep in ll i lll I. If 1/1111 nre OVef
65 mid cmitinnet to cell your houce, you ore eligible for In IT. relief *Mitt mem.*
you env' alive all or part of the gain f  your 111/111f ride f  being taxed.

If you and your /Toone jointly own the pniperty, only tme if rat need be
over 65. bi how it work.. When the "ndiurded- netting prier if your house
In $35,000 or icon, you pay 1111 lax on line Kohn. When the "indjunted" mice in
lllll re than $:15,100, you neon till eligildr for n envitngn boned tin your Inn
bracket. (line "militated" melting price In the selling price ben 'my CAIN-um, of
Pelting, such ne legal fees, rent enInte fees or repinir COPIA ) Y mmocummtiml tir
Inwyer will be aide to give your more detail,n of how line exemption work,

"Sinnott! I lllll ve or eimuld I Pliny?" Thin in an inspurimit nmention and only
you con devitle, but their are minty nourcen of intvice  I inforomtion avail
nide to belp you 'mike the decision. Toll. lit (dentin, reindict, nun' other re-
tireen mho have moved. Try swopping your I lllll fie for n few week/. for 1111e in
the community where yon nre ittlerentett in Contort gover lllll rental
ngencien, much on the Fetters! Musing Adminietrintion, your Inc.! rnronner.n
!tonne AtIminialrolion office nr your elute Rend Entitle ttttt bonbon for MG,.
mative nuggeetions. Then make your der-Intim.

putting them in thenor trunk, onlePP
there to no other option. nn hent uue
cold rim cninne dnmnge.

On The Road: Ile pure W111,11
yinu park your cnr that you len, n
window open nnd loui k Ion rhatled
men in the mummer, the opposite in
the winter.

At Your New Ilninei thwack
plaiilp an quickly an goenible Ile

move them through the hollow of
the lunt to avoid Inrenking twin. hen
I Nion't ',yr...spoor your plants the
final four' weekn.

If pm don't have ohmic to carry
Ink e I-111611g, 11111T (1)1'111 1/1

n nterile Inds or puteuttinge in a pInn
th. bog with dantp cotinull or 111111,
WWI+ 'rimy elionlit Inc in good elinnte
to take root nt your new Inane.

PAGE 3



AROUND THE HOUSE ...

REFINISHING YOUR
01,1) FURNITURE

Before you decide to throw out
flint old coffee tutor,'keener, rocking
choir or night about, why not re-

it yourself, Underneath that
dolled, et:retched or painted furni-
ture is a quality 1,1 wood not often
found in today'', murket. One would
hove hi pity ft high price for the
quality llint EMI be found in your
own home.

I hint think you must be a nine-
ter wood finielier to do this. More
Hod people are furniehing their
homes with furniture that they
finiehed or rehninlied themnelves

at nulostanhal Raving's! All it
taken is your Noire time and a little
sleeire. You will be rewarded with the
self 'satisfaction iii working with
your hands and the gratification of
eohnneing the beauty of natural
wood. Vim might also be saving
money in the long rim by deciding
net is, buy that new rocker, dresser or
la-Aro-inn eel.

Here's a lint of the bank tools
you'll need:
I. point brio/dies (2)
2 work gloven
3 varnish remover
4. paint thinner

5 paint aeraper
h. knife
7. nand paper (med.-fine)
6. wood Alain

9. varninti
10 sled %visit (fine extra fine)
II. !harmed oil

haul, you will need a ploce to
work: the garage, basement, or
utility room are ideal. Protect the
floor with newsiisper or cardboard.
Weor your work clothes. Once you
begin varnishing, keep the sera an
di.st- free vulehosilite Open that win-

o, geroge door for ventilation.
Removing the old paint or var-

nish in e inesey job, air if you prefer,
you may decide Lo lobe the iteni(n) to
be stripped to a furniture re-

nhop Instruct them to dip
moil strip the furnitere. 'nip cost is

If you op, this route, start at
Step 4 below.

PROCEDURE
Step 1 — PROTECT YOUR

HANDS WORK GLOVES
whI•11 using varninli remover. Apply
liberal amount of vernier! remover
with an old loud, Work info cre-
vices'. For Inrger pieces, do one area
PAGE 4
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at n time. Let net until Inaba:
ripplen.

Step '2 — Gently scrape off old
paint or varnish with p  • t acraper,
tieing n knife for Intrildu-get pineen
If paint or varninli is nut completely
stripped. repeal Step I. Paint re.
mover ranken wood soft, no be care-
ful not to gouge the wood with your
acraper.

Slop 3— Llsliig u medium to fine
grade namipaper, smooth out nicks
or aptintere. our deep gouges or
Miley, you can buy a wood toned,
plastic filler kit, that when melted,
fills gouges allli hulen.)

Step 4 — Apply desired ntnin
with it clean brush, pointing with
the grain, then twilit-nit, finally with
the grain. Depending on how dock
you want the piece of furniture, let
Still net, then wipe off with e soft,
clean rug. Repeat this step if you de-
sire a darker hue. Set piece of furid•
lure made to dry.

Step h — With a eon, clean
brush, apply varnish, painting with,
against, then finally with the groin.
This type of painting nlroke gets the
varnish into the wt.!. (I) working
with a polyurethane varnish, you
mount work Enid), lust end, Imce
you've completed a section, do not go
over it, suit will leave peleit stroke..
Also, do not shake or stir poly.
metheme. It casinos bubbles anii the
!numb will pick them up and eprend
theni into the wood. Needless to soy,
varitinli is niuch earlier to work with.)
Set the piece asIde to dry once you
have 'moiled the first coat.

Step 6 — Gently sand the piece
with fine sandpaper — working with
the grain. Wipe clean and repent
Step lu at lead l 2 more three ((lie
more malls you apply, the deeper the
finish (let dry, then polish with fur-
niture polish or wood woo. If you
stop here, you will have a glove
finish.

Step 7 — If you desire n satin
hole,' rather then a gloesy
this step. lining lure or extra line
Meld wool noaked In linseed oil, rub
the piece of furniture — with the
grain. (Some finieliern 'me
powdered pumice and linseed oil
mixture.) Rub with even ()rename —
not too hard or too !soft. Peur arldi•
(Moat oil on area an needed. Wipe
with will cloth Repeat an neeennory
to smooth flows end bubble..
Polinh with wax or any fui Mime
polieh

tieing these 7 basic elevmi will
turn that old piece of "junk" Into
something you'll be proud to keep,
admire and nhow your friends.

In n world of repidly mounting
automation, men), people are
realizing the unheralded eutinfac-
Hon and therapy of working with
their hands Whether young or old,
forniture refiniehing in one of the
 I gratifying ways to help your.
Pelf, help yonr home ninl your poc-
ketbook.

AROUND THE HOUSE ...
Do you have e favorite re-

cipe, hobby or hints !or home
Improvements illRi you would
like to share with other Senior
Citizens across the countly7 It
you do, mall your ideas along
with your name and address to:
National Senlor Citizens Group
Insurance Trial
National Executive Offices
Trevose, Pennsylvania 19047
Attn: Cathy Jones 16-0

We will school a few ol the
suggestions which we feel have
the most Mimes, to our readers
to be included In each issue

continued loom page I

SIIOCK
No fluids 'should be given If the pa-
hoot In only partly conscious or has
nn nbilominal wound.

Don't ripply hot water bottle, or
heating pride Don't dinturh victim
by noise, manipulation or a lot of
questioning.

And, coil furs phyolcian saloon
na prowl ble.

continued bolo page I
RETURNING 10 SC11001,

Connider, for exomple, cone-
epondence and extension cournee of-
fered On a wide variety of 'subjects by
mossy univereitlee across the coun-
try. Some are taught over public tele-
vision statione, so you cnn learn at
home and 'dill earn college creilitn.
In eildition, there are commercial
cerreepondenee coarsen, but it le best
to check with your local Iletter lliusi-
nose Iltireau or Department of Con-
runner Affnira before enrolling to
make sure you are denting with a re-
putolde company.

1,eeture wire, tontally with free
adminnion, are held at many piddle
libraries. uni versitien rmil museums.
Almo, you might cheek out your lineal
YMCA, churchen and nynagogurs
for epeeist adult ellucetion pro
gym.

Go hock to fteliool7 Why riot?
There in no thne to learn like the pre•
vent -- mIncntion in not just for the
young any 



450

V%t‘tkIC‘

k‘WAki

You now have
an extra month to get
your Medicare Reference
Card... Absolutely Free!
Because we know that not just a few, but
every Senior Citizen is affected by in-
creasing Medicare Deductibles, and be-
cause of the overwhelming response, we
have extended the Deadline Date until
May 27. 1978 for our Medicare Reference
Card. Our aim — to make this important
offer available to as many Senior Citizens
as possible. Now it's up to you to decide!
Remember, when you enroll before May 27,
1978. you will receive your Exciusive
Medicare Reference Card ABSOLUTELY
FREE.

SO DON'T DELAY...
ENROLL NOW!
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EXHIBIT 6 

Medicare Supplement Policy

I. Items Reviewed:

A. Union Fidelity Seven Star Medicare Supplement Plan
Form Number DR-1-8120-MA

Filed for approval with the Commonwealth: May 31, 1978
Approved by Commissioner of Insurance: June 8, 1978

NOTE: The policy, having been filed after December 1, 1974,
is subject to the requirements of Regulation 2-74.

Legal Analysis 

A. Regulation 2-74, as Amended by Regulation 3-75, Establishing Minimum
Standards of Full and Fair Disclosure for the Form and Contents of
Accident and Sickness Insurance Sold in the Commonwealth of Massachusett

1. Regulation 2-74, Section 5, Paragraph 13:

"Policies providing convalescent or extended care
benedits following hospitalization shall not con-
dition such benefits upon admission to the conva-
lescent or extended care facility within a period
of less than 14 days after discharge from the
hospital."

Violation: The coverage for convalescent or extended care is condi-
tioned upon having been hospitalized for at least 3 consecutive days
which is a more restrictive standard than that set forth in the regu-
lations. Furthermore, the use of the term "within" 14 days is
ambiguous when viewed in relation to the standard of the regulation.

2. Regulation 2-74, Section 5, Paragraph 15:

"When the Medical Information Bureau is used by the
insurer, the policy application or another appropriate
notice shall indicate the possible use of this ser-
vice as it related to medical information concerning
the insured."

Violation: The application does not give adequate notice as to the
use of the services of the Medical Information Bureau or other similar
agency.

3. Regulation 2-74, Section 5, Paragrapn 20:

"No pre-existing exclusion provision shall exclude
coverage for any pre-existing condition other than
for the existence of symptoms which would cause an
ordinarily prudent person to seek diagnosis. care or
treatment or a condition for which medical advice or
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"treatment was in fact recommended by a physician
or received from a physician within twelve months
preceding the effective date of the policy. The

policy provision shall explain the actual test to
be used."

Violation: The clause entitled "Pre-Existing Condition:" appearing

on the first page of the policy is not in accordance with the regula-

tion. One might infer from the position of the clause that the clause

is intended as a pre-existing condition esclusion. The clause itself

does not provide for exclusion, nor does the "exclusion" clause else-

where in the policy. However, assuming that it is intended to be an

exclusion clause, it makes more restrictive the definition of pre-

existing condition than that required by the regulation. The company

policy clause permits the finding of a pre-existing condition upon

a determination by a legally qualified physician that the condition

probably began before the effective date of coverage and that an ordinaril
y

prudent person would have sought diagnosis, treatment or care. First,

the determination by a physician as to what an ordinarily prudent person

would or should do may be different than that of a layperson. Second,

the company has on its staff a medical director who is a legally quali-

fied person within the definition of the clause and who, as part of

his duties, will review medical histories of claimants on occasion. His

determination of "ordinarily prudent" will be based upon his experience

in his general locale. The determination should be based upon the

standards of the area in which the claimant lives and should be made

by a person without a financial interest in the company.

4. Regulation 2-74, Section 5, Paragraph 21:

"No policy shall exclude coverage for a loss due to

a pre-existing condition for a period greater than

12 months following policy issue where the applica-

tion for such insurance does not seek disclosure of

prior illness, disease or physical condition or prior

medical care and treatment and such pre-existing con-

dition is not specifically excluded by the terms of

the policy."

Violation: In addition to the comments on pre-existing conditions set

Tortn above, the application does not affirmatively seek a meaningful

disclosure of prior illness, disease or physical condition or prior 
medi-

cal care or treatment. As a result, pre-existing conditions cannot be

specifically excluded unless the policy and application are redrafted to

insure compliance with this regulation.

5. Regulation 2-74, Section 5, Paragraph 36:

"Indemnity policies not based on medical experience

shall not contain provisions that exclude coverage

because of confinement in a hospital operated by the

Federal Government."

-2-
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Violation: The policy is not based upon medical experience and
is thus prohibited from excluding coverage because of confinement
in a hospital operated by or for the Federal Government.

6. Regulation 2-74, Section 6 (6):

"(6) 'Hospital may be defined in relation to its
status, facilities and available services or to re-
reflect its accreditation by the Joint Commission
on Accreditation of Hospitals.

"(a) The definition of the term 'hospital'
shall not be more restrictive than
one requiring that the hospital

"(1) be an institution operated pur-
suant to law, and

"(2) be primarily and continuously en-
gaged in providing or operating,
either on its premise or in faci-
lities available to the hospital
and under the supervision of a
staff of duly licensed physicians,
medical, diagnostic and acute care
facilities for the medical care
and treatment of sick or injured
persons on an in-patient basis
for which a charge is made, and

"(3) provide 24 hour nursing service by
or under the supervision of regis-
tered graduate professional nurses
(R.N.'s).

'(b) The definition of the term 'hospital' may
state that such term shall not be inclusive
of

"(1) convalescent homes, convalescent, rest,
or nursing facilities, or

"(2) facilities primarily affording custo-
dial, educational or rehabilitory care."

Violation: The definition of "Hospital" in the policy is in viola-
tion of this regulation because it excludes facilities operated by or
contracted for the United States Government and institutions used as
a place for rehabilitation, the aged, drug addicts, alcoholics
and mental institutions to an extent beyond the scope of the regulation.
Furthermore, the definition of the policies are more restrictive with
regard to the facilities required than permitted by the regulation. ,

-3-
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7. Regulation 2-74, Section 6 (G):

'(G) 'Nurses' may be defined so that the descrip-
tion of nurse may be restricted to a type of
nurse, such as registered graduate professional
nurse (R.N.), a licensed practical nurse (L.P.N.),
or a licensed vocational nurse (L.V.N.). If the
words 'nurse', 'trained nurse' or 'registered
nurse' are used without definition, then the use
of such terms requires the insurer to recognize
the services of any individual who qualifies under
such terminology in accordance with the applicable
statutes or administrative rules of the licensing
or registry board of the state."

Violation: The definition of "Nurse" in the policy is in violation
of the regulation because it excludes nurses otherwise qualified who
are immediately related to the policy holder.

8. Regulation 2-74, Section 14:

"No individual accident and sickness insurance
policy or contract shall be delivered or issued
for delivery in this state unless the appropriate
disclosure form, plainly printed in lightfaced
type of a style in general use, the size of which
shall be uniform and not less than ten point with
a lower-case unspaced alphabet length not less
than one hundred and twenty point, as prescribed
in sections 15 through 22 is completed as to
such policy or contract and is delivered with
the policy, or is delivered to the applicant at
the time application is made or by separate
communication and acknowledgment of receipt or
certification of delivery of such disclosure
form is requested by the insurer. In the event
that the policy or contract is issued on a basis
other than that applied for, the outline of
coverage must accompany the policy or contract
when it is delivered and contain the following
statement, in no less than 12-point type, imme-
diately above the company name: 'NOTICE: Read
this outline carefully. The coverage you originally
applied for has not been issued. This policy
is therefore not identical to the coverage you
requested. Except as otherwise provided the
appropriate disclosure form for policies or con-
tracts providing hospital coverage which only
meets the standards of section 12 shall be that
statement contained in section 20. The appropriate
disclosure form for policies providing coverage
which meets the standards of both section 7 and 8
shall be the statement in section 17. The appro-
priate disclosure form for policies providing
coverage which meets the standards of both sections
7 and 10 or sections 8 and 10 or section 7, 8 and

-4-
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10 shall be the statement contained in section 19.

Appropriate changes in terminology may be made in

the disclosure forms in the case of contracts
of hospital or medical service corporations. Dis-

closure forms required by the laws or regulations
of New York, Georgia or California shall be con-
sidered as not varying in any essential way
from those mandated by this regulation and these
forms, or any others that do not vary in any
essential way may be used in lieu of those re-
quired by this regulation."

Violation: The policy is a Restricted Benefit Health Insurance Policy
as defined by Section 13 of Regulation 2-74. The policy fails to

utilize the disclosure form or an appropriate substitute as required by

the regulation.

9. Regulation 2-74, Section 23:

"(1) Application forms shall contain a question
to elicit information as to whether the
insurance to be issued is presently in
force. A supplementary application or other
form to be signed by the applicant containing
such a question may be used.

"(2) An agent or insurer soliciting the sale,
upon determining that the sale would in-
volve replacement, shall furnish to the
applicant, at the time of taking the
application, or before the policy is issued,
the notice described in (3) below. A
copy of such notice shall be left with or
retained by the applicant and a signed
copy shall be retained by the insurer.

"(3) The notice required by (2) above shall pro-
vide, in substantially the following form:

NOTICE TO APPLICANT
REGARDING REPLACEMENT OF ACCIDENT

AND SICKNESS INSURANCE

"According to (your application) (the
information furnished by you), you intend
to lapse or otherwise terminate your pre-
sent policy and replace it with a policy
to be issued by Insurance
Company. For your own information and
protection, certain facts should be pointed
out to you which could affect your rights
to coverage under the new policy.

"1. Health conditions which you may presently
have, may not be covered under the new
policy. This could result in a claim
for benefits being denied which may have
been payable under your present policy.

-5-
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2. Even though some of your present health
conditions may be covered under the new
policy, these conditions may be subject
to certain waiting periods under the new
policy before coverage is effective.

Questions in the application for the new
policy must be answered truthfully and
completely; otherwise, the validity of
the policy and the payment of any bene-
fits thereunder may be voided.

"4. It may be to your advantage to secure
the advice of your present insurer or
its agent regarding the proposed replace-
ment of your present policy. This is
not only your right, but it is also your
duty to make sure you understand all the
relevant factors involved in replacing
your present coverage.

The above 'Notice to Applicant' was
delivered to me on (date).

Violation: The policy and application fail to utilize the disclosure
form or an appropriate substitute.

10. Massachusetts General Laws Chapter 175, Section 22:

"No policy of insurance by a company under
the authority of section twenty-four hundred
and eight and one hundred and ten, and no
contract or agreement entered into by the
trustee of any trust fund authorized by
chapter one hundred and fifty-one D, shall
contain a provision excluding liability on
the part of the insurance company or health
and welfare fund for hospital, medical or
surgical expenses if the insured is hospital-
ized or receives medical or surgical treat-
ment in a soldiers' home established by the
commonwealth. Any such provision shall be
void.

Violation: The policy is in violation of this Section because it
excludes liability for expenses incurred or charges made if the policy
holder is treated in a soldiers' home established by the Commonwealth and
because it excludes charges and expenses for services rendered by a
state agency, including the state Veterans Administration and facilities
contracted for by the United States which, in some cases, may include
soldiers' homes operated by the Commonwealth.

-6-
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11. Massachusetts General Laws Chapter 175, Section 476:

Any blanket or general policy of insurance
described in subdivision (A), (C), or (0) of
section one hundred and eight which proviaes hos-
pital expense and surgical expense insurance...
shall, provide benefits for expense of resi-
dents of the commonwealth covered under any
such policy or plan, arising from mental or
nervous conditions. . ."

Violation: The policy does not provide benefits for the treatment
of mental or nervous conditions to the extent required by the statute.
The policy does make reference to coverage for such conditions, but
fails to set forth the extent of coverage.

12. Massachusetts General Laws Chapter 175, Section 108, Paragraphs
2(a), (2A):

"2. (a) No policy of accident and sickness insurance
shall be delivered or issued for delivery to any per-
son in this commonwealth: until a copy of the policy
and the table of rates or manual or risks of the com-
pany has been on file with the commissioner for at
least thirty days, unless before the expiration of
said thirty days the commissioner shall have approved
the policy in writing; nor if the commissioner noti-
fies the company in writing that in his opinion the
form of said policy does not comply with the laws of
the commonwealth, specifying the reasons for his
opinion, provided that such action of the commissioner
shall be subject to review by the supreme judicial
court; nor unless: . . .

"(2A) It provides that if the insurer denies liability
and refuses to make payment on the basis of any pro-
vision contained in the policy relating to a pre-
existing condition, illness or injury, the insurer
shall transmit to the insured together with the
notice of denial of liability documented evidence
of specific instances of actual treatment or obser-
vation of such pre-existing condition, illness or
injury in all cases except those of a confidential
nature."

Violation: The policy fails to provide that if a claim is denied
under a pre-existing condition exclusion, the company will send with
the denial the non-confidential documentation of the actual treatment
or observation of the pre-existing condition.
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13. Massachusetts General Laws Chapter 175, Section 108, Paragraph SA:

A. The commissioner may, within thirty days after the
filing of a copy or form of such a policy, disapprove
such form of policy if the benefits provided therein
are unreasonable in relation to the premium charged,
or if it contains any provision which is unjust, un-
fair, inequitable, misleading or deceptive, or which
encourages misrepresentation as to such policy. If
the commissioner shall notify the insurer which has
filed any such form that it does not comply with the
provisions of this section it shall be unlawful there-

after for such insurer to issue such form or use it
in connection with any policy. In such notice the com-

missioner shall specify the reasons for his disapproval
and state that a hearing will be granted within twenty

days after request in writing by the insurer."

Violation: The policy form and riders contain unreasonably low benefits

in relation to the premium charged and contain provisions which, in letter

and spirit, are unjust, unfair, inequitable, misleading and deceptive and

encourage misrepresentation as to the policy. The provisions of these

policies and riders are structured such that it is highly improbable or

impossible for the policy holder to collect benefits to the extent promoted

in the policy. The average loss ratio averages substantially below 30%.

-8-
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UNION FIDELITY
LIFE INSURANCE COMPANY

A Stock Company

Trevose. Pennsylvania

MEDICARE SUPPLEMENT POLICY
In this Policy, you the Insured. will be referred as "you." "your." or "yours." and Union Fidelity Life Insurance
Company of Trevose. Pennsylvania will be referred to as "we." "our." or "us."

We insure you, the Insured, against loss incurred by the Covered Persons named in the Policy Schedule or applica-
tion as Insured(s) and will pay benefits for loss incurred hereunder resulting from injury or sickness, to the extent
herein provided.

All oeriods of insurance herein shall begin and end at Twelve (12) O'clock Neon. Standard Time, at the place you
reside.

CONSIDERATION

This Policy is issued in consideration ofthe payment of the first premium in advance of the Effective Date shown
on the Policy Schedule and statements made in your application which is attached to, and made a part of this
Policy. The Policy takes effect on the Effective Date provided the first premium is paid and may be continued in
effect beyond the initial term subject to the provisions titled "Renewable At The Option of The Company
Subject to Adjustable Premiums" and "Grace Period."

NOTICE OF INSURED'S
RIGHT TO EXAMINE POLICY FOR 10 DAYS

If for any reason you are not satisfied with this Policy, you may surrender it by delivering it or mailing it. within-ten
days from the date you receive it. to our Home Office at Trevose. Pennsylvania or to the agent through whom it was
purchased. Immediately upon such delivery or mailing, this Policy shall be deemed void from the beginning and
any premium you have paid for it will be refunded to you.

RENEWABLE AT THE OPTION OF THE COMPANY
SUBJECT TO ADJUSTABLE PREMIUMS

This policy cannot be cancelled or modified by the Company, except that the Company reserves the right to decline
to renew this policy if:

(1) premium is not paid on or before the dates due or withinTEle Grace Period; or
(2) all renewals are declined on all policies bearing this form number in the state of residence of the Insured:

No refusal of renewal will affect any existing claim under this poiicy.

The premium for this policy or any attached riders cannot be changed unless like changes are made on all policies
of this Form issued to persons of the same classification residing in the Insured's then rate of residence.

PRE-EXISTING CONDITIONS
A "pre-existing condition" is defined as a condition which became evident because there was a clear, distinct
symptom or symptoms of the disease, illness, sickness, malady or condition demonstrable prior to the Effective
Date of coverage for the Insured with the occurrence of such symptoms being evident within 12 months prior to
the Effective Date of coverage for the Insured and in which, in the opinion of a legally qualified physician. would
(I) indicate that the disease. illness, sickness, malady or condition probably began and manifested itself before
the Effective Date of the coverage for the Insured. and (2) would cause an ordinarily prudent peTson to seek
diagnosis, care or treatment.
A condition will cease to be considered "pre-existini" after the the 'policy has been in force for six (6) months from
the Effective Date. .

HOSPITAL BENEFITS

When a Covered Person is confined in a Hospital as a Resident Patient as a result of injury or sickness we will pay:

a) Toe first (One hundred and forty-four dollars (51,4.00)1 of expense, which is not covered by Medicare:

b) The reasonable expense incurred for the firs: three pints of blood used during each Benefit Period up to
035.00 per pint-
- — - — -
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1 
1.::....,..i c) [Thir.y-six dollars (536.00)] per day for each day of hospital confinement from the (sixty-first (61st)) day

of confinement to the [ninetieth (90th)] day of confinement for each Benefit Period:
1 dj [Sev:inty-two dollars (572.00)] per day for each day of hospital confinement from the [ninety-first (91st)]

] - to the [one hundred and fiftieth (150th)] day of confinement of each Benefit Period while using the --

) ......... 
Lifetime Reserve as defined by Medicare Law 1-1966 TITLE XVIII and its amendments;

_ C.;e) sos, of the reasonable and customary charges incurred during each Benefit Period for a semi-private
room (or a private room if Medicare has been paying for such accommodation), and SO% of the

1 • reasonable and customary charges incurred during each Benefit Period for miscellaneous hospital

n 5- - services from the [one hundred and fifty-first (151st)] day of Hospital Confinement or from the (first (1st))
day of Hospital Confinement following the full utilization of the Lifetime Reserve days of coverage as
defined by Medicare Law 1-1966 TITLE XVIII and its amendments; up to a maximum of 510.000.

a
1 

SURGICAL AND PHYSICIANS'
VISITS BENEFITS -

n
When a covered Person incurs expenses as a result of injury or sickness, in excess of the initial Medicare Part B

•.3 . deductible, we will par, •

-I 
(a) 20% of the reasonable expense you incur for the in-hospital services of an operating physician or surgeon

„.1 
when any surgical operation or procedure is performed:

4 
(b) 20% of the reasonable expense you incur for Hospital room visits of a licensed physician, not to exceed

one visit per day;

M 

(c) 20% of the first S 1.000 of out-of-hospital charges for the reasonable and customary expe
-
nse incurred for.

speciaiists services (anesthesiologists, radiologists, pathologists). x-ray and radium therapy (materials

g : • (doctor's officadministerd). dressings, casts and splints e. or ciinic), and out-patient hospital care (other
and technicians). diagnostic tests and x-rays (doctor's office or clinic). drugs and biologicals (not self-

el than diagnostic tests).

No payments shall be made by us toward that part of incurred expenses for which a Covered Person is entitled to
have payment made under Medicare of under any other Federal or State legislation (whereby there is no legal
obligation to pay for such expense) SUCh as Worinnen's Compensation or Occupational Disease Laws or services
rendered by thy agency of a state government or of the Federal government, including Veteran's Administration_
If a Covered Person is not eligible or does not qualify to receive payments for hospital confinement under any
Federal Medicare Legislation or plan, benefits will be paid as thouzh he were so eiitabie and so qualified and
received such payments.

If the hospital is not a participating hospital or is not elizible or does not qualify to receive payments from the
United States Government or its Agencies oil account of regular hospital confinement of persons entitled to have
such payments made on their behalf under any Federal Medicare Legislation or pian, benefits will be paid as
though the hospital were participating and were so eligible or so qualified and received such payments..
If. from time, to time, changes are made in such legislation or deductibles and/or co-insurance amounts which
affect the risk assumed by us, an appropriate adjustment in benefits or in both premium and benefits may be made.

SKILLED NURSING FACILITY BENEFITS AFTER YOU LEAVE THE HOSPITAL

If your physician determines that you need daily skilled nursing care or skilled rehabilitation service at a skilled
nursing facility for further treatment of a condition for which you were treated in the hospital, having been
hospitalized for at least 3 consecutive days, we will pay:

(a) [518.00] a day for such treatment, beg.nning with the 21st day of confinement to the 100th day of
confinern ent.

(b) [$20.00] a day for such treatment, forte 101st to the 365th day of confinement.
The above benefits will be paid if you are admitted to a skilled nursing facility within 14 days after leaving the
hospital.
If you are discharged from a skilled nursing facility and are re-admitted within 14 days, your :overage will
continue without a new 3-day stay in a hospital.

AMBULANCE.. EXPENSE BENEFIT

If. as a result of injury or sickness, it is necessary to transport a Covered Person by ambulance to a hospital where
such Covered Person becomes confined as a Resident Patient within 24 hours of such thp, we will pay you 20% of
the reasonable expense incurred by the covered Person for such transportation, up to One Hundred Onilarri
(S100.00) per year, not exceeding two thps per year.

DRI4120-MA PAGE 2
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NURSE-AT-HOME BENEFIT

If, as a result of injury or sickness, a covered person shall require. upon the recommendation of a legally qualified
physician or surgeon, the care and attention of one or more Registered Nurses (RN.) while such Covered Person
is continuously confined at home immediately following a period of hospital confinement of three (3) consecutive

- days or more, we will pay you the actual expense incurred for each nursing shift of eight or more hours per day. not
.:_to exceed two shifts per day or Twenty dollars ($20.00) for each shift. We shall pay for the period that such service

Cs- required, but not to exceed thirty (30) days for any one injury or sickness. '

• PRESCRIPTION DRUGS BENEFIT

When as a result of injury or sickness, a Covered Person is confined within a Hospital as a Resident Patient for at
least 3 consecutive days and benefits are payable under this Policy for such confinement, we will pay for the
regular and customary charges of Prescription Drugs used within 30 days following discharge from the Hospital.
not to exceed $50.00 for any one 30 day period, and limited to 2 such 30-day periods per year.
To be eligible for payment such prescription drugs must be prescribed by a physician or surgeon and be used for
treatment of the injury or sickness which caused the preceding period of the hospital confinement.
Prescription drugs used during hospital confinement are not covered under this provision.

DEFINITIONS

"Medicare" means The Health Insurance for the Aged Act., TITLE XVIII of the-Social Security Amendments of
1963 as then constituted or later amended.
-Covered Person(s)" means you or your spouse, both of whom must be 65 or older. Only those Covered Persons
listed in the Policy Schedule or application as Insured are covered under the Policy.
"Sickness" means sickness or disease which is first manifested afterthe Effective Date of the Policy and while the
Policy is in force.

-Injury- means accidental bodily injury which is sustained after the Effective Date of the Policy and while the
; Policy is in force.

Hospital" means hospital as defined by Medicare Law 1-1966 TITLE XVIII, or a legally operated institution
- • which: maintains and regularly uses on its premises or in facilities available to the hospital a laboratory, X-ray

ment and operating room where major surgical operations may be performed; maintains permanent and full-
time facilities for the care of overnight resident bed patients under the supervision of a licensed physician: provides
24-hour-a-day nursing service by graduate Registered Nurses; and maintains on the premises the patient's written
history and medical records. The word "hospital" shall not include any facility for whose service payment would not

, be legally reauired in the absence of insurance nor any facility contracted for or operated by the United States
• Government for the treatment of members or ex-members of the armed forces; and shall not include any institution

or part thereof used, other than incidentally, as a place for rehabilitation, rest, the aged, drug addicts or alcoholics, a
mental institution (except as provided herein for up to sixty days per calendar year), sanitarium. nursing or
convalescent borne, a long term nursing unit or geriatrics ward, or as a skilled nursing facility for :he care of
convalescent rehabilitative or ambulatory patients.
"Resident Patient" means a person confined overnight in a Hospital for necessary treatment of injury or sickness.
Tnis shall not include a person receiving any form of rest, nursing, convalescent, rehabilitative, or custodial care.

"Semi Private Room" means a hospital room with not less than two beds.

"Reasonable Expense" means the usual and customary fee or charge, to persons of the same age whose financial
means are substantially similar to yours. independent of this insurance. for the services rendered or supplies
Furnished in the area where such services are rendered or supplies furnished, provided such supplies are
recommended and approved by a licensed physician or surgeon, other than yourself.
"Benefit Period- means a period commencing after the Policy Effective Date which bens with the First day a
-Covered Person is confined in a hospital as a Resident Patient as a result of injury or sickness and ends at the close
of 60 consecutive days on each of which he is not confined in a hospital or skilled nursing facility.
"Effective' Date" of this Policy is the date shown on the attached Policy Schedule.
"Skilled Nursing Facility" means skilled nursing facility as defined by Medicare Law 1-1966 TITLE XVIII
which is a sperr..ally qualified facility which is staffed and equipped to furnish skilled nursing :are, skilled
rehabilitation services and other important related health services.

"Physician or Surgeon" means a legally qualified physician or surgeon other than the Covered Person whose loss
is the basis of claim, who is recossitized by the law of the state in which treatment is received as qualified to treat the
type of injury or sickness causing loss for which clam is made.

"Nurse" means a cgaduate R.etstered Nurse (RN.) who is not immediately related to you.

"Continuously Confined At Home- means necessary and continuous confinement at home, under the care of a
physician. Such corulnement shall not be terminated by reason of necessary visits to the doctor's office or hospital
nor for resting out-of-doom on the porch or in the yard or premises on the advise of a physician.
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•.-1 • • -



463

i„--4-7---.._2_,:,_-0.----,,,---2- .--v- ,-; a- is, f:r-A-a,-,; --!3-,-:-,-.----,-;,,-..,,,,,,..., - -- -c• Ji.-_. ii, 4,_ oz, ,-f. z _;?•-„a" ---5

tdrA 
CONTINUATION OF OWNERSHIP

....:3 If .you should die, while this Policy is in force for you and your spouse, then your spouse shall assume all the
incidents of ownership of this Policy. r1.14e..._:,...

.....a,-;.;....-_,.,,RIGHT TO CONTINUE COVERAGE

If your marriage is terminated, while the Policy is in force for you and your spouse, the spouse has the right to
purcnase coverage for the same type of policy with an effective date the same as the policy under which you and
your spouse are insured.

EXCLUSIONS

We will not pay you benefits for any loss caused by or resulting from: (1) war or any act of war, (2) any mental •
disorder (except as provided herein for up to sixty days per calendar year); (3) intentionally self-inflicted injury; or
(4) hospital confinement in any institution for whose services payment wouid not be lezally required in the absence
of insurance, or any facility contracted or operated by the United States Government for the treatment of members
or ex-members of the armed forces.

GENERAL PROVISIONS

ENTIRE CONTRACT; CHANGES: This Poiicy, includini;e application, endorsements and attached papers.
if any, constirutes the entire contract of insurance. No change in this Policy shall be valid until approved by one of
our executive officers and unless such approval be endorsed hereon or attached hereto. None of our agents has the
authority to change this Policy or to waive any of its provisions.

TIME LIMIT ON CERTAIN DEFENSES: (a) After two (2) years from the date of issue of this Poiicy ni
misstatements except Fraudulent misstatements mace by the applicant in the application for such policy shall
used to void the Policy or to deny a claim for loss incurred or disability (as defined in and if covered by this Policy.)
commencing after the expiration of such two-year period. (b) No claim for loss incurred or disability (as defined in
this Poiicy) commencing after 6 months from the Effective Date of this Policy shall be reduced or denied on the
around that a disease or physical condition not excluded from coverage by name or specific description effective
on the date of loss had existed prior to the Effective Dace of coverage of this Policy.

GRACE PERIOD: Unless not less than thirty days prior to the premium due date we have delivered to you or ha • v.-.,

mailed to your last address as shown by our records, written notice of our intention not to renew this Policy,
accordance with the Renewal Agee:mint. beyond the period for which premium has been accepted a Grace
Period of thirty-one (31)days will be granted for the payment of each premium failing due after the first premium,
during which Grace Period the Policy shall continue in force.

REINSTATEMENT: If any renewal premium be not paid within the time wanted you For payment, a subseournt
acceptance of premium by us or by any agent duly authorized by us to accept such premium, without requiring in
connection therewith an application for reinstatement, shall reinstate the Policy; provided, however, that if we or
our agent requires an application for reinstatement and issues a conditional receipt for the premium tendered. rhr
Policy will be reinstated upon approval of such application by us. or lacking such approval, upon the forty-iifth
(45th) day Following the date of such conditional receipt unless we have previously notified you in writing of our
disapproval of such application. The reinstated Policy shall cover only loss resulting from accidental injury as my
be sustained after the date of reinstatement and loss due to such sickness as may begin more than ten (10) days
after such date. In all other respects you and we shall have the same rights thereunder 25 existed under the Policy
immediately before the Due Date of the defaulted premium, subject to any provisions endorsed hereon or adacheT
hereto in connection with the reinstatement. Any premium accepted ir connection with a reinstatement shall be
applied to a period for which premium has not Seen previously paid, but nor to any period more than sixty (60)
days prior to the date of reinstatement.
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NOTICE OF CLAIM: Written notice of claimmus: be given us within thirty (30) days after the occurrence or
commencement of any loss covered by this Policy. or as soon thereafter as is reasonably possible. Notice given
by or on behalf of you to us at our Home Office. Trevose. Pennsylvania. or to any of our authorized agents, with
information sufficient to inaentify you, shall be deemed notice to us.

CLAIM FORMS: Upon receipt of a notice of claim. we will furnish to you such forms as are usually furnished
by us for filing proofs of loss. If such forms are not furnished within fifteen (15) days after the giving of such
notice you shall be deemed to have complied with the requirements of this Policy as to proof of loss upon

sJ submitting, within the time fixed in :he Policy for filing proofs of loss, written proof covering the occurrence.
•-] the character and the extent of the loss for which claim is made.

PROOFS OF LOSS: Written proofs of loss must be furnishesito us at our said Office in case of claim for loss for
which this Policy provides any periodic payment contingent upon continuing loss within ninety (90) days after the
termination of the period for which we are Liable and in case of claim for any other loss within ninety (90) days after
the date of such loss. Failure to furnish such proof within the dine required sh.all not invalidate nor reduce any
claim if it was not reasonably possible to give proof within such time, provided such proof is furnished as soon as
reasonably possible and in no event, except in absence of legal capacity, later than one year from the time proof
is otherwise required.

TIME OF PAYMENT OF CLAIMS: Benefits payable under this Policy for any loss. other than loss for whichthis Policy provides any periodic payment will be paid immediately upon receipt of due written proof of suchloss. Subject to due written proof of loss, all accrued benefits for loss for which this Policy provides periodicpayments will be paid monthly and any balance remaining unpaid upon the termination of liability will be paidimmediately upon receipt of due written proof.
_tt CO.

PAYMENT OF CLAIMS: All benefits will be payable to you. Any accrued benefits unpaid at your death will bepaid to your estate.

PHYSICAL EXAMINATIONS:  EXAMINATIONS: We shall have the right and opportunity to examine you or your covered spouseat our own expense when and as often as we may reasonably require during the pendency of a claim hereunder.

LEGAL ACTIONS: No action at law or in equity shall be brought to recover on this Policy prior to the expirationof sixty (60) days after written proof of loss has been furnished in accordance with the requirements ot this Policy.No such acnon shall be brought after the expiration of three years (5 years — Kansas: 6 years — South Carolina)after the time written proof of loss is required to be furnished.

MISSTATEMENT OF AGE: If your age has been misstated, all amounts payable under :his Policy shall be suchas the premium paid would have purchased at the correct age.

OTHER INSURANCE IN THIS COMPANY: Insurance effective at any one time on you under a like policy islimited to the one such policy elected by you and we will return all premiums paid for all other such policies.

UNPAID PREMIUM: IJpon the payment of a claim under this Policy, any premium then due and unpaid orcovered by any note or written order may be deducted therefrom.

. -CONFORMITY WITH STATE STATUS: Any provision of this Policy, which, on its Effective Date, is in cont)ict •with the statutes of the state in which you reside on such date, is hereby amended to conform to the minimum re-

3 
quirernems of such statutes.

' ---;
wi..•
rm.
i:....

,...= INTOXICANTS AND NARCOTICS: We shall not be liable for any loss sustained or concamed in consequence I."

r+A 
of your being intoxicated or under the imluence of any nareotic unless administered on the advice of a physician.

1....

=

C
1+1
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.;:2,...1 In witness Whereof. we have caused this Policy to be signed by our President and secretary.

-4•-•1
....„,ra

Secretary President

EZ:

Cf.
E7'

POLICY SCHEDULE EZ.
ALWAYS GIVE YOUR POLICY IDENTIFICATION NUMBER WHEN CONTACTING THE COMPANY CZ:

IDENTIFICATION NO. OFFICE EFFECTIVE DATE OF POLICY

7-7'

NAME AN0 ADDRESS OF INSURED

z 3
At 4?"417

FORM
NO.

MONTHLY
RENEWAL
PREMIUM

INITIAL
PREMIUM
INCLUDING
POUCY FEES

YOUR NEXT
PREMIUM
PAYMENT
IS DUE ON
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In Witness Whereof. ,ve have caused this Policy to be signed by our President and secretary.

Secretary

POLICY SCHEDULE

President

ALWAYS GIVE YOUR POLICY 10ENTIFICATION NUMBER WHEN CONTACTING THE COMPANY

IOENTIFICATION NO.

-? 

OFFICE I 1VE DATE OF POLICY
Ar/ '7

NAME ANO ACORES'S CF INSURE°  

,z3
4/l /14f7

FORM
NO.

MONTHLY
RENEWAL
PREMIUM

INITIAL
PREMIUM
INCLUOING
POLICY FEES

YOUR NEXT
PREMIUM
PAYMENT
IS CUE ON
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Telephone No.
727-3386

467

cYZ- etrin/mdiviveadi leA6

nzen4'4 ani Linss4Ira4zce

gefeizn,

SP.S.d.e.A
/00i9)ami+ •Wrree, :Ailan, 02202

Patricia A. Pithie, Policy Analyst
Union Fideltiy Life Insurance Co.
Union Fideltiy Office Park
Trevose, Per.nsylvania 19047

Re:

:ear Sir:

June 8, 1978

DRI -61645(378) RP

...... omit

727-3.357

AA CA C0011617

The Policy Approval Section of the in§urance :epartment received

your correspondence on  MI5, 31, 1976 , which contained

the following form(s) .  Jarle as aoove .

An examination of said form(s) shows that it appears to conform

to the pertinent requirements of Chapter 175 of the General Laws of

Massachusetts, and it (they) is (are) hereby approved.

AB/de

PAS-7

Very truly yours,

"Le

Al '—das Bucireckis, Hea
Policy Approval Section



468

December 14, • 1978

The Honorable James M. Stone
Commissioner. ofInsurance
Commonwealth of Massachusetts
100 Cambridge Street
Boston, Massachusetts 02202

Dear Commissioner Stone:

Enclosed please find two tentative copies of the market

conduct review of the Union Fidelity Life Insurance Company.

If you have any questions relative to this report, please

do not hesitate to contact either Mr. Arthur Hills or myself.

Very truly yours,

James T. McBride

JTM:djwe

Enos:
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-

December 7, 1978

NAIC Market Conduct Examination
Subcommittee

The Honorable Richard L. Block
Director of Insurance
State Office Building ' The Honorable James M. Stone
Juneau, Alaska 99881 Commissioner of Insurance

100 Cambridge Street.-
The Honorable William J. Sheppard Boston, Massachusetts 02202
Commissioner of Insurance
108 Finance Building
Harrisburg, Pennsylvania 17120

Dear Commissioners:

At the request of the COmmonwealth of Massachusetts Division of
of Insurance, we have performed a market conduct review of the
Union Fidelity Life Insurance Company of Trevose, Pennsylvania. Union
Fidelity Life Insurance Company is a life, accident and health
insurance company which solicits insurance via sales agents, direct
mail and newspaper advertisement. It sells disability, accident
only, hospital indemnity, Medicare supplement and basic life
insurance. The Company's admitted assets and premium income at,
and for, December 31, 1977 were $47,569,509 and $43,657,520
respectively. Premium income in Massachusetts for the year ended
December 31, 1977 amounted to $1,663,227.

_
Union Fidelity Life Insurance Company, which was founded in "

1958, is a wholly-owned subsidiary of Union Fidelity Investment Corp.
which in turn is a wholly-owned subsidiary of Union Fidelity Corp-
oration. In September 1977, Filmways, Inc., a California based
diversified entertainment/publishing concern, purchased 62% of Union
Fidelity Corporation from its Chairman. In February 1978, Filmwayt-.,
Inc., acquired the remaining 38% equity in Union Fidelity Corporation.

The procedures that were performed in the market conduct review,
under the direct supervision of the Commonwealth of Massachusetts
Division of Insurance, are outlined in the September 14, 1978 "Special
Market Conduct Program" which was prepared jointly by .the Division
of Insurance of the Commonwealth of Massachusetts and appointed
outside attorneys and accountants. Though some modification of
procedures occured during the execution of the market conduct review,
the aforementioned program represents an accurate description of tLe
scope of the work performed. The eamination commenced on August 7,
1978, on-site procedures began on August 29, 1978, and field work
was substantially completed by October 13, 1978.
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The reports that follow describe the findings of Touche Ross

& Co., who were appointed to perform market conduct review procedures

that were audit/accounting related, Arthur J. McCabe, II, Esquire,

who was appointed to perform market conduct review procedures

requiring legal expertize, and R & L Associates, Inc., who were

appointed to conduct market research activities.

Alan J. Wright
Acting Chief Examiner

Very truly yours

Touche Ross & Co. Arthur J. McCabe,II
Esquire

Michael Rapperport
R & L Associates

General Comment:

The violations pointed out in this report must be corrected

and the recommendations implemented. The Company will submit to
the Division of Insurance within sixty days of publication date
of this examination report, a report stating how these violations

have been corrected and recommendations implemented. New cancer

expense policy and application forms and related promotional

material must also be submitted within sixty days. The Legal Bureau
of the Division of Insurance will consider the institution of

disciplinary proceedings where appropriate.

Alan J. Wright
. Acting Chief Examiner
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December 8, 1978

The Honorable James M. Stone
Commissioner of Insurance
Commonwealth of Massachusetts
100 Cambridge Street
Boston, Massachusetts 02202

Dear Commissioner:

At your request we have participated in the market conduct
review of the Union Fidelity Life Insurance Company of Trevose,
Pennsylvania, as summarized in the December 7, 1978 letter to your-
self and Commissioners Block and Sheppard.

The results of our part of the market conduct review proced-
ures are contained in the following thirteen pages, which we would
be happy to discuss with you or your representatives at your

sconvenience.

Very truly yours,

Touche Ross & Co.
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I. ADVERTISING AND PROMOTIONAL MATERIAL

We reviewed selected promotional material to determine the authenticrty

and failrness of factual representations contained therein and noted

the following:

1. The" Rural American Group Insurance Trust letter used in the

Company's solicitations makes the following representation,

"The accidental death rate for farm residents is 26.4%

higher than the national average". The relevant 1976 National

Safety Council statistics are as follows:

National average 46.6 deaths per 100,000 people

Farm residents 54.0 deaths per 100,000 people

From this we compute the farm resident rate'to be 15.9% higher

than the National Average and not 26.4% higher, as is stated.

The Company indicated that the 26.4% statistic was based upon

the results of an earWstudy. However, the 1976 National Safety

Council statistics were available when the Rural American Group

Insurance Trust letter was distributed.

2. The Direct Consumer Trust mailing, which is used by the Company

to solicit accidental death and dismemberment insurance, states

"In one year over 10,300,000 Americans were disabled by

accidents..." The National Safety Council states that 370,000

(or 3.6%) of the 10,300,000 Americans were permanently disabled.

Permanent disability, as defined, ranges from the permanent

'stiffening of a joint or a finger amputation, to permanent,

complete crippling.

Since only accidents involving the dismemberment of an extremity

would be covered by the policy being solicited, not all the

370,000 permanent impairments would be eligible for benefits

under the policy terms. The Massachusetts Division of Insurance

should evaluate whether the Company's use of the statistical

representation noted is relevant to the coverage being offered

by the Company.

3. The Rural American Group Insurance Trust letter makes the

following representation, "There were over 500,000 disabling

accidents on farms last year alone". According to the 1976

National Safety Council statistics:

0 There were 510,000 disabling injuries to farm residents.

• These include motor vehicle accidents and other injuries

occuring on and off the farm.

0 There were 190,300 work-related disabling injuries

occuring on the farm, and 150,000 of these happened to

farm workers.

.;
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4 In 2% of farm injuries there was a "permanent injury".
(A permanent injury is defined as loss of full use of
any part of body, amputation, etc.)

According to National Safety Council statistics, in 2% of
disabling farm accidents a potential insured would be eligible
for benefits under the terms of the policy being offered in the
direct mail solicitation. The Massachusetts Division of Insurance
should evaluate whether the Company's use of the statistical
repkesentation noted is relevant to the coverage being offered
by the Company.

4. The following was found regarding Testimonial Letters:

• A testimonial letter was reprinted from an individual

from the State of California. The first part of the

letter was printed. The last paragraph of the letter,

which comments negatively upon claim settlement procedures,

was not printed.

4 Two of the sixteen testimonial letters examined originated

from insureds who had never submitted a claim to Union

Fidelity. In one of these cases the testimonial letter was

• written prior to the issuance of a policy by the Company.

5. We performed an analysis of the premium rates offered in "low

group rate" solicitations and determined that the rate being

offered was 5% lower then was being offered to individuals, as

follows:

Monthly
Rate Offered to

American School Food
Service Association Individuals 

$150,000 Cancer coverage
$ 50,000 extra rider
$200,000 Cancer coverage $5.54

$4.40
1.45

$5.85

Monthly
Difference

$.31

6. We performed an analysis of benefits offered under the $200,000

cancer plan and determined that the events that would have to

occur in order to collect the maximum benefits,are as follows:

The following medical expenses would have to be incurred:

Maximum benefit $200,000

Physician .$1,200
Nursing 1,200
Drugs/medicine 500
Surgery 1,000
Anesthesia 140
Blood and plasma 600
X-Ray therapy 2,000
Ambulance 1,000

Medical Benefits $7,640

Available

(  7,640)

192,360
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Carried forward
The policy pays room and board
benefits, as follows:

Day 1 through day 7 at $120 per day

Day 8 through day 90 at $80

Available after 90 days

$192,360

840)

(  6,640)

184,880

After 90 days, the policy pays room
and board at actual cost. Using
$158 per day (the Company's
estimate used in advertising
material), an additional 1,005*
days would be covered:

Day 91 through day 1,095 (3 yrs.) @ $158 (  158,790)

Remaining 26,09n
* Coverage does not extend beyond 3 years of diagnosis.

Since coverage does not extend beyond three years, an insured
could collect $173,910 using the Company's advertised average
room and board rate of $158 per day.

Other major policy exclusions are listed below:

• The policy does not cover losses due to or associated with:

Cancer diagnosed by a Pathologist before
the effective date of the policy.

Confinement in any institution where the insured
is not required to pay in the absense of insurance.

Rest homes, extended care facilities or nursing
home care that does not follow cancer hospitalization.

Cancer first manifested during the first 120 days
the insurance is in force is not covered for two
years.
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II. COMPLAINTS

1. We reviewed the Company's procedures for recording, processing
and controlling complaints and noted the following:

Union Fidelity maintains decentralized systems for handling
complaints. Each department has its own procedure and

. generates its own reports. When correspondence is received
in a department, it is usually responded to in that
department and not referred to another department.

8 Partly due to the above, no uniform procedures exist for -
the following:

Logging complaints
Distinguishing between complaints and inquiries
Coding and classifying complaints and inquiries

for summarization purposes
Summarizing compiled data
Distributing summaries for review.

2. We judgementally sampled the complaint logs. The results are
presented below:

Number of written
complaints or
inquiries logged
during examination

Department

Policy Service Claims Agency Insurance

Combined
period

Number selected for

32 1,625 2,540

review 32 31 40 26

Average response
time (in days) 22 16 20 17

Median response
time (in days) 15 15 15 . 16

Range in days 5 - 46 2 - 31 1 - 39 1 - 36

3. A brief description of the procedures in each department follows:

• Policy Service Department - A list of complaints and
inquiries received by telephone is kept and summarized
weekly. No complete record of written inquiries, by type,
date of receipt or ultimate disposition is maintained.

• Claims Department - A log for written complaints is
maintained and sumarized monthly. A log of complaints
received by telephone is maintained by type and summarized
monthly.

64-278 0 - 80 - 31
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Agency De2artment - The Agency Department maintains a
complaint and inquiry log that is summarized weekly, and
shows the date received and the disposition of the complaint.
An Agency log is also maintained from memos received from

_ the Policy Service Department. The Agency Department
maintains a file of all inquiries chronologically.

0 Insurance Denartment - The Insurance Department maintains
-a log by date of inquiry or complaint, the reason for the
complaint and the disposition. It is kept chronologically
by State and is summarized weekly by State and by type
of complaint.

•

Based upon our observations in these areas, the Massachusetts
Division of Insurance should consider recommending that the
Company implement standardized procedures to insure that all
written complaints/inquiries and significant telephone complaints/
inquiries are properly recorded, summarized into meaningful
categories, and disposed of in a timely manner. A periodic
independent review of these activities by responsible Company
management might also be an appropriate recommendation from the
Division of Insurance.

4. We entered the mail facility three times in the first two weeks

on a no-notice basis. We were observant for and personally

copied the folrowing items:

O Consumer complaints and inquiries.

. 0 State Insurance Department correspondence.

• Any correspondence indicative of marketing problems.

Seventy-nine (79) pieces of correspondence were selected, logged

and followed up on two weeks after receipt to determine if the
Company was responding in a timely, responsible manner. The
disposition of the 79 pieces of correspondence was as follows:

O Answered
0 Unanswered
0 Crossed in mail

27
42
10
79 

These results are not inconsistent with the results of the
analysis of the Company's complaint logs,as discussed above.

5. We obtained and read complaints, disciplinary actions and

other information received from States, other than the
- Commonwealth of Massachusetts, relative to promotional material.

All 23 States from whom we examined correspondence had complained

to the Company regarding some aspect of its advertising and had

requested that Union Fidelity change certain related items.
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III. AGENTS

1. Uffion Fidelity contracts with General Agents to market 
its

policies. General Agents, in turn, contract with sub-agents,

making an independent financial arrangement. Sub-agents do not

contract with Union Fidelity, but they must sign an Agents 
•

Infdrmation Questionnaire and a Request for Agent's Licen
se

and Acknowledgement of Conditions.

Payment of all commissions are made directly to General Agen
ts

who in turn compensate sub-agents. Commission rates

vary among General Agents depending upon the agent, the type

of policy, and the policy year, but generally fall within
 these

ranges:

O A & H 40-100% first year/10-20% renewals

• Life 20- 80% first year/0-17h% renewals.

2. We reviewed records to determine if the list of agents p
rovided

to us by Union Fidelity from Marketing Department files 
is all

inclusive. We noted that no personnel records are

maintained on Company agents since general agents are con
sidered

self-employed and sub-agents are employed by General Agen
ts.

Therefore, the completeness of the agent list provided to
 us by

the Company cannot be verified from another source.

3. We requested from the Company information regarding init
ial and

continuing agent education and were informed that Union 
Fidelity

does not conduct training courses for agents, nor does i
t prepare

any educational materials specifically for the purpose of

training agents.

4. We reviewed information on agent applications and reject
ions during

the examination period. Of 32 applications received, 3 were

rejected by the Company.

5. A total of 50 agents were licensed to sell Union Fidelity 
products

in the Commonwealth of Massachusetts during the examination

period (1/1/77 to 8/31/78). A summary of their background is

as follows:

No. of Agents Background 

4 - No previous work history

1 - No previous insurance experience

7 - Up to 1 year insurance experience

13 - 1 - 5 years insurance experience

13 - 5 - 10 years insurance experience

10 - 10 - 20 years insurance experience

2 - Over 20 years insurance experience

_50
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6. There were twenty-nine (29) agents terminated during the

examination period. Seventeen (17) of the twenty-nine(29)
were terminations resulting from Massachusetts Division of

Insurance inventigations. The annualized agent turnover

during the examination period was approximately 83%.

.Other explanations given for the termination of agents are:

Lack of production 8
Writing bad check 1
Signing applications not
seen by policyholder 1

Other 2

12

7. The Company indicated it is not currently engaged in a

lead program with agents in the Commonwealth of Massachusetts

and has not been during the examination period. The Company

prints response cards for its agents, but does not mail them

or provide the mailing list.

8. The Company does buy mailing lists for its mass marketing.

effort from a mail list broker. Examples of these are:

Category Source 

Senior Citizens Senior Citizens Unlimited

' Rural Americans List is compiled by zip code

Members of the Catholic
religion Subscribers to the Catholic Digest

Members of the Jewish
religion Subscribers to Jewish publications,

The Massachusetts Division of Insurance should evaluate whether
these agent-related findings warrant recommendations to the
Company regarding agent selection, training and supervision.
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IV. UNDERWRITING

1. We reviewed Company procedures in the underwritin
g and rating

areas. A brief description follows:

0 Mass' Marketed Policies:

Applications received by mail are sent to the Mas
s Marketing

Issue Department. The applications are recorded and stamped

received. If money is received the amount is also recorded.
 -

Then, the applications are sorted into medical 
applications

(i.e., cancer, medicare supplements) and non-medical applications

(i.e., hospital and indemnity). They are further separated into

the different target policies and further into 
categories by

applicant answers to application questions. %Appl
ications are

then batched into groups of 50, summarized sequen
tially and

logged. They are microfilmed in sequential number and

keypunched into the EDP system. At this point, for complete

applications, the computer generates a policy, personalized

letter, and a premium notice. Applications that require

additional information are held in a pending file un
til all

information is obtained. Applications are rejected if, for

instance, on a cancer policy the applicant writes
 that he has

cancer. Medicare applications are rejected if the applica
nt has

been in a nursing home or has been hospitalized d
uring the past

60 days. At no time are medical applications sent to an
 under-

writer or rater. Only some of the life insurance applications

are processed through underwriting.

0 Agency Marketed Policies:

Agency Service Department receives applications from
 the agent

They are then distributed to new business clerks 
to check the

following:

Agent is licensed with the Company. This is checked against

a company computer listing of licensed agents.

That the form is approved in the State in 
which the agent has

sold it. This is checked against an approved l
ist.

That the rates on the application are accurate
. This is

checked by reference to the brochure to which 
it pertains.

That the money received is correct. This is checked by

reference to the agent's contract.

The applicant is checked to see that he is not

applying for coverage which he already has with Union Fidelity.

The applicant's listed diseases or illnesses are 
reviewed and

some are further investigated by contacting a physician.

After evaluating all data, the applications are, if 
accepted, typed

and sent to the Policy Issue Department and a policy 
is isqnpa



480

if rejected, a letter is sent to the applicant explaining the
reason for the application rejection.

2. We reviewed selected applications for the following attributes:

0 'Determine whether the application was subjected to
rating procedures and that the premium was properly
calculated.

0 Determine whether coverage (as shown in Company information
files) began at application date, acceptance date or other
date in accordance with policy provisions.

• Determine whether any excessive payment was received
from insured and that fees, if any, ara disclosed and
allowed by law.

O Determine whether questions and other correspondence from
prospective policyholders included with the application
were promptly handled prior to policy issuance.

• Determine whether applications which required medical
examinations or medical statements by prospective policy-
holders were subjected to appropriate underwriting review
by employees with sufficient expertise to make informed
decisions at time of policy applications.

O Determine whether the application forms contained anything
unusual relative to signature, completion of form, dates,
etc

Based upon a reliability level of 95%, expected error rate of
2%, upper precision limit of 5%, and a population of 8,060 .
applications received through Mass Marketing, we determined the
sample size to be 123.

Based upon our sample results, we are 95% confident that:

O No more than 2% of these applications are subjected to
rating procedures.

O No less than 98% of related premiums are computed correctly.

O No less than 98% of the related policies commence coverage
in accordance with policy provisions.

O No less than 98% of related applicant correcpondence is
handled prior to policy issuance.

• No more than 2% of related applications are subjected to
underwriting review which require medical evaluations.

• No more than 2% of the related applications contain anything
unusual relative to signature, clerical completeness or date.
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3. We reviewed applications that were rejected and withdrawn
by the Company during the examination period.

4

Mass Marketing

Agency

Applications Rejections Rate 

8,060 123 1.5%

1,319 37 2.

Of the 160 rejected applications, 24 were aPplications for

cancer policies and 31 were applications for Medicare

supplement coverage. We reviewed 37 of the rejected applications,

all were rejected for medical reasons.

We reviewed 18 withdrawals and determined that most (13) were

not issued because of over-insurance considerations.

5. We obtained from the Commissioner's files fascimile signatures

of Massachusetts agents. On a test basis we compared agents'

signatureswith those on applications. No exceptions were noted

except that many applications tested contained the signature of

sub-agents whose fascimile signatures we did not have.



V. CLAIM SETTLEMENT PROCEDURES 

1.

482

We Obtained the following understanding of the Company's claim
recording and payment procedures as follows:

Claims are received through the mail and forwarded to the
Data Base Integrity Department which opens the mail, edits it '
or separates it by type. Then the claims are sent to an
initial adjuster. Claims are first input into the computer
system prior to any settlement. The initial adjuster or the _
claims adjuster decides if the claim is to be paid, denied or put
into a 'pending file. Adjusters whom the Company considers to be
experienced and competent handle claims by themselves and, usually
determine whether a claim is to be paid, denied, or pended. All
work of trainees is checked to determine if'a right decision
has been made with regard to the settlement of the claim. As
soon as a claim is received a file is set up for that policy
number and any new correspondence or claims are filed with the
original file.

2. We examined selected Massachusetts insureds whose claims on
targeted policies have been rejected, determined the reason
for the rejection, and communicated with selected rejected
claimants. The results of our test follow:

• Reasons for denial of claim:

.. Claim not covered by policy terms 54

.. Policy had lapsed 8

.. Relevant conditions not noted on
application or health misstatements 7

.. Pre-existing policy 4

.. Other miscellaneous reasons 33

106

• Denied claimants contacted:

.. People who said they didn't understand
their policy terms:

- Have not cancelled policy since
claim was denied 11

- Cancelled policy since claim
was denied 1

People who were completely satisfied
with the manner in which their
claim was handled 1
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.. Deceased 1

• .. People who couldn't remember making
a claim or having a claim denied 4

18

3. The claims submitted and denied during the examination period
were as follows:.

.. Claims submitted

.. Claims denied

Denial rate

4. As of September 30, 1978, 4,216 claims were paid of the 5,335
that were submitted by Massachusetts residents during the
examination period.

5. Of the 72 paid claims selected for examination:

8 The average payment was $330 per claim.

• The average time from freport date to paid date was
25 days.

8 The range from report date to paid date was 2 to 269 days.

8 The median time from report date to paid date was 9 days.

• The average premiums collected per policy was approximately
$197.45.

• 7% of these claimants have subsequently cancelled their
policy.

•
▪ 15% of these claimants have subsequently died.

6. We analyzed Company expense accounts for outside legal and
medical services to determine if there are claims not properly
recorded in the Company records. We found none.
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VI. LOSS RATIOS

The Company has supplied us with the
related to Massachusetts insureds:

Earned
Line of Business Premiums

following loss

(A)
Incurred
Losses

ratio information

Loss
Ratio

2140 - Cancer benefit 151,700 37,400 24.6%

4430 - Intensive care 48,000 1,700 3.5%

4530 - Cancer skilled 2,500 1,000, 40.0%

7250 - Agency cancer 9,900 3,700 37.5%

4510 - Mass Marketing cancer 4,700 1,600 34.2%

7760 - Agency Medicare
Supplement 40,200 4,700 11.7%

4220 - Mass Marketing cancer 15,600 6,500 41.4%

2310 - Mass MarketingMedicare
Supplement 66,400 12,300 18.5%

4450 - Mass Marketing Medicare
Supplement 48,100 6,600 13.7%

4540 - Mass Marketing cancer 20,000 700 3.4%

7270 - Agency cancer 12,700 -0-

7790 - Agency Skilled Nursing
Facility and Medicare
Supplement 13,100 200 1.5%

TOTAL. 432,900 76,400 17.6%

(A) Cumulative figures since issuance of plan.
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UNION FIDELITY INSURANCE COMPANY

Study
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THE MASSACHUSETTS DIVISION OF INSURANCE
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INTRODUCTION

The Massachusetts Division of Insurance, as part of its audit of

Union Fidelity Insurance Company, decided to incorporate actual testi-

mony from policyholders. The Division at this time is particularly

concerned with the sales practices of companies who sell the so-called

"dread" disease or cancer coverage policies. The Division believed that

the testimony of actual policyholders would provide greater depth to its

understanding of the actual knowledge, behavior, and understanding of

consumers and the role that the insurance companies themselves play in

the education of consumers.

The material covered in the questionnaire and the sample design were

structured to mesh as closely as possible with the known sales practices

of Union Fidelity Insurance Company. This report presents findings only

from the actual surveys conducted among policyholders.
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UNION FIDELITY INSURANCE COMPANY

Background 

Union Fidelity sells primarily through the mail. Potential customers

receive brochures which describe the policy and contain an application

form. The company sells a variety of policies for both the so-called

dread diseases (cancer and heart disease) as well as supplementary

insurance for other types of health problems.

Questionnaire 

The questionnaire (see Appendix I) was designed to obtain information

in the following areas:

1 Other insurance coverage of the respondent; in particular

Blue Cross/Blue Shield and Medicare. This knowledge was

important primarily because of coordination of benefits

clauses in the Blues.

2 Any experience with cancer policies by the respondent. This

was to identify types of respondent.

3 Respondent purchaiing mechanism (through an agent, through the

mail, etc.) If the policy was purchased through an agent, that

respondent's present and past experience with that agent.

4 If the policy was bought through the mail, respondent familiarity

with the terms outlined in the brochure.

5 Reasons for buying cancer policies in general and this policy

in particular. This area included:

o Knowledge of the actual coverage provided by the policy

o Ownership of other Union Fidelity policies

Experiences in buying any otber Union Fidelity policies

o Claim experience against Union Fidelity

o Demographics and other background information about

. the respondent.
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Sample Design 

The sample was drawn by Union Fidelity personnel from its own policy

records. We then drew a subsample of policyholders as follows:

o All individuals who had bought either a cancer policy or

a Medicare supplement policy from Union Fidelity from the

period July 1, 1978 to the present. *

o All individuals who had bought either policy from January 1,

1978 to February 15, 1978.

Because of the unusually high numbers of refusals by policyholders and

the high number of unlisted telephone numbers, this original sample was

supplemented with individuals who had bought cancer policies in the

period February 15, 1978, to April 1, 1978. The reasons for this

unusually high number of refusals and unlisted numbers will be discussed

below.

Interviewing,

Interviewing was carried out by professional interviewers within Massa-

chusetts during the latter part of October 1978. Interviews were

conducted by telephone, and all interviewers had had previous experience

with this type of interviewing, and they were also briefed on this

particular questionnaire and sample.
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Blue Shield. Only about 5% of the entire sample had neither Medicare

nor Blue Cross/Blue Shield coverage.

Policy ownership 

Still another characteristic related to the elderly was the large

number of respondents who did not know that they had any cancer policy

or indeed any policy with Union Fidelity. Again, this lack of recall of

policy ownership was much less true among policyholders of the other two

companies studied in this project.

About two thirds of the total sample knew they had a policy. Only

about three fifths of those who Union Fidelity says have a cancer policy

recall having the policy. This drops to only half of those 80 years

of age or older.

Agents and brochures 

The data substantiates that Union Fidelity policies are overwhelmingly

purchased through the mail. As a result, we have no statistically

significant data on agent behavior in the selling situation.

Over 80% of those who know they have a cancer policy recall having

seen or read a brochure. A majority of the entire sample says that they

have read the entire brochure. Respondents gave a wide variety of

answers to questions about what they specifically remembered from reading

the brochure. The two most common answers, which between them were

given by about half of all respondents, touched on the costs and incidence

of cancer.

Factors motivating choice of policy 

• The primary motivations cited by respondents for choosing the Union .

Fidelity was that it was the only cancer policy they had ever heard of

or that it was made conveniently available through the mail. The underlying

motivations for buying a cancer policy at all-were related to fear of

the disease itself or to its cost and widespread incidence among the

population.
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SUMMARY OF FINDINGS

Demographics 

The single most significant characteristic of policyowners is their

old age. In keeping with their age, they exhibit a number of other

associated demographics, such as low income and a high number of widows.

Total Men Women

Age 

Up to 59 years 10% 13% In

60-69 years 24 24 .26

70-79 years 45 43 51

80 years and over . 14 17 12

Income

Under $15,000 66% 63%. 74%

Over $15,000 19 23 14

(Refusals and "don't know" omitted)

Forty-seven percent of the women respondents were widows, and three

fourths of the widows lived alone. One major indicator of the extreme

age of the sample was the very large number of respondents who broke off

in the middle of the interview. General experience and indeed our

experience with the other two companies in this study, which had a

younger age sample, shows this to be characteristic of the elderly.

Medicare and Blue Cross ,

More than three fourths of the entire sample was covered by

Medicare. Given the high average age, this is not surprising, but it

is significant from the standpoint of coordination of benefits. Similarly,

despite their age, two thirds of the sample were covered by Blue Cross/
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Given this motivation structure of fear of cost coupled with the

availability, the average respondent presumably should be concerned with

the actual benefits the policy would pay if a high cost cancer attack

should occur. Most respondents do not understand the amount of benefits

of the Union Fidelity policy. When asked what part the policy would pay

of a total hospital/doctors bill of $20,000, only about 5% of those who

even knew they had cancer policies estimated less than half this amount,

the more accurate amount. One quarter said they would receive all of

the $20,000, and more than half admitted that they did not know. Given

the normal payout of about 35%, it is clear that most respondents either

grossly overestimated or had no idea what their policy benefits really

are.

Respondents showed a similar lack of knowledge of specific policy

conditions. For example, more than half of policyholders did not know

if there was a time limit on benefits and the balance split evenly

between "no time limit" and "yes, a time limit."

Other Union Fidelity policies 

About one fifth of all respondents said they had a Union Fidelity

policy other than a cancer policy, with 12% saying they had a Medicare

supplement or similar policy. According to the sample records, about

half of all respondents have such a policy, with the great majority

having a Medicare supplement policy. Again, this discrepancy is probably

connected to the advanced age of the respondents. We did not get enough

respondents who knew of their other Union Fidelity policies to allow

much detailed analysis, but the results we did obtain fit the same

pattern as that for the cancer policy. For instance, policies were

bought without agents on the basis of brochures with incidence and cost

of the disease being the main motivators.

Claims 

There were a very small minority of respondents who had made a

claim. Within this small group, there was. no evidence of dissatisfaction

with the processing of their claim.
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CONCLUSIONS

Union Fidelity sells cancer policies almost exclusively to

elderly people through the mail by emphasizing the costs and financial

burdens of cancer. This sales approach results in policyholders who

have little knowledge of the actual benefits provided by Union Fidelity

and who also have overlapping coverage with Blue Cross/Blue Shield

and/or Medicare.
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TIME INTERVIEW BEGUN   R L 679

INTERVIEW DESIGNATION: Page  Line

HAllo, my name is  . The Massachusetts Division of Insurance, the state agency

which regulates and supervises insurance companies operating in the state, has asked us

to interview people about their health insurance. If you wish, you may call Alan Wright

at the Division of Insurance Chief Examiner's office (617) 727-4395 to confirm our

credentials.

1. Are you personally covered by your own or someone else's
Blue Cross/Blue Shield insurance policy?

IF "YES", ASK:
2. Have you ever read your Blue Cross or Blue Shield

policy or a description of its benefits?

3. Do you have any health insurance with any other
companies in addition to Blue Cross/Blue Shield?

IF "YES", ASK:
4. If you were to make a claim to both Blue Cross/

Blue Shield and to this other insurance company
for the same bill, as far as you know would Blue
Cross/Blue Shield pay the bill, pay a reduced
bill or not pay the bill at all?

5. Are you.personally covered by Federal Government
medicare insurance?

IF "YES", ASK:

1 

6. Have you ever read a description bf your medicare
insurance coverage?

1 YES
2 NO -- GO TO Q.  5 
3 DON'T KNOW -- GO TO.

Q.  

1 YES
2 NO

1 YES
2 NO
3 DON'T KN(V/

1 PAY THE BILL
2 PAY A REDUCED BILL

3 NOT PAY AT ALL
4 DON'T KNOW

1 YES
2 NO-- CO TO Q. 7
3 DON'T KNOW--GO TO Q. 7

1 YES
2 NO

7. Do you have any health insurance policies with the Union 1 YES-- GO TO 0, 10

Fidelity Insurance Company? 2 NO
3 DON'T KNOW

IF  "NO" ASK:
8. Have you ever had any health insurance policies with

the Union Fidelity Insurance Company?

..•.,

IF "YES", ASK:
9.. Was this policy cancelled by Union Fidelity, or

did you drop the poli,y yourself?

1 YES
2 NO-- GO TO Q. 10

3 DON'T KNOW --GO TO Q.I

1 CANCELLED BY COMPANY
2 DROPPED IT MYSELF
3 DON'T KNOW--GO TO Q.y
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IF POLICY CANCELLED BY COMPANY, ASK:

9a. Why did the company cancel your policy? .

**2

IF POLICY DROPPED, ASK:

9b. Why did you drop this policy?

9c. When you dropped this policy, did you

replace it with another policy?

ASK EVERYBODY 

10. Some insurance companies sell policies limited to

covering expenses specifically resulting from cancer.

Do you have or have you had a policy that 2E11 covers

cancer expenses?

YES, NOW HAVE OR HAVE HAD A CANCER POLICY, ASK:

1 YES, NOW HAVE CANCER POLICY

2 YES, HAVE HAD CANCER POLICY

3 NO, HAVE NOT HAD CANCER
POLICY -- GO TO Q. 'it)

11. How many policies that cover only cancer and no other illness

do you presently have?
  POLICIES

Y NONE--GO TO QILL

1
112. What is the name of the company of your most recent (or only) cancer policy?

1 (INTERVIEWER: PROBE FOR THE COMPLETE NAME, WRITE THE COMPLETE NAVE BELOW.)

1

13.

INTERVIEWER READ TO RESPONDENT: Now I am going to discuss this most recent cancer policy."

How did you hear of this most recent (or only) cancer
policy--from an insurance agent you had dealt with
before, from a new insurance agent, from a brochure -
that came in the mail, .er.from an advertisement?

IF BROCHURE IN MAIL OR "ADVERTISEMENT", ASK:
14. Did you ever discuss this cancer policy with

an insurance agent?

1 AGENT DEALT WITH BEFORE
2 NEW INSURANCE AGENT
3 BROCHURE IN MAIL
4 ADVERTISEMENT
5 DON'T KNOW

1 YES-- CO TO Q.
2 NO -- GO TO Q.
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IF RESPONDENT DEALT WITH AN AGENT ON THIS CANCER POLICY, ASK BELOW. ALL OTHERS GO TO 

15. What were some of the most important things the agent told you about why
you need a policy that only covers cancer?

16. Did your agent mention to you that 1 out of 4
Americans will eventually get cancer?

17. Did your agent mention to you that breast cancer
strikes more women than any other form of cancer?.

18. About how many minutes or hours did your agent spend
discussing this policy with you, either in person or
on the phone?

19. Where did you first discuss this policy with your
agent--in your home, where you work, or in the
agent's office or was it on the telephone?

1 YES
2 NO
3 DON'T KNOW •

1 YES
2 NO

3 DON'T KNOW

1 LESS THAN 15 MINUTES
2 15 - 30 MiN6TES
3 31 - 59 MINUTES
4 ONE HOUR
5 TWO HOURS
6 MORE THAN 2 HO' RS
7 DON'T KNOW

1 IN YOUR HOME
2 WHERE YOU WORK
3 IN AGENT'S OFFICE
4 ON TELEPHONE

20, Were any other members of your family present when your 1 YES
agent explained this cancer policy to you? 2 NO

21. Did you discuss this cancer policy with friends or 1 YES
relatives before you agreed to purchase it? 2 NO

22. Did you decide to purchase this cancer policy at
the same time the agent spoke with you, or did you
wait a few days to decide?

1 WHEN AGENT SPOKE 10 EE
2 WAITED A FEW DAYS
3 OTHER

23. Thinking back to the time you discussed this C'aneer
policy with your agent, did the agent try to sell you
more than one policy at that time?

24. How many other insurance policies did you buy at the
same time you bought this cancer policy?

4 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

•  POLICIES
X NONE
Y DON'T KNOW
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.4t4

25. For how many months or years have you know the

agent who sold you your cancer policy?

. How often does this agent usually call on you. I

either personally or by telephone--about one a 2
month, 3-4 times a year, once-twice a year, or 3

less than once a year?

ONCE
3-4
1-2

4

YEARS

MONTH

MONTHS

X LESS THAN ONE
Y DON'T KNOW

A MONTH
TIMES A YEAR
TIMES PER YEAR

LESS THAN ONCE A YEAR
5 DON'T KNOW

ASK EVERYBODY

26. Thinking of your most recent cancer policy, did you huy it 1 TO REPLACE FORMER POLICY

to replace a former cancer policy, in addition to a former 2 IN ADDITION TO

cancer policy, or is it a completely new cancer policy? 3 COMPLETELY NEW POLICY
4 OTHER

IF "REPLACED" OR "IN ADDITION TO", ASK:

5 DON'T KNCW

27. How much influence did your agent have on your 1 A GREAT DEAL OF INFLUENCE

decision to replaces former policy or add another

one--a great deal of influence, some influence, or

very little influence?

2 .SOME INFLUENCE

3 VERY LITTLE INFLUENCE
4 DON'T KNOW

28. Thinking of your most recent cancer policy, have you 1 YES
ever seen or read a brochure describing the terms of this 2 NO-- GO TO Q. 31

cancer policy? 3 DON'T KNOW--GO TO Q.31
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IF HAVE READ BROCHURE ABOUT POLICY ASK:

29. What were some of the most important things the brochure told you

about why you need a special policy just to cover cancer?

30. How much of the brochure have you read--all of it, about half of

it, or less than half of it?
1 ALL OF IT
2 ABOUT HALF OF LT

3 LESS THAN HALF
4 NONE
5 DON'T KNOW

31. What are your most important reasons for buying a cancer insurance policy?

32. Thinking of your most recent (or your only) cancer policy, what made yin'

especially choose that one rather than some other company's policy?

33. Thinking of your most recent (or your only) cancer policy,
what is the maximum dollar amount this policy says it will

pay you for an illness?
X DON'T KNOW
Y NO LIMIT

34. Thinking of your most recent (or only) cancer policy,
when it says "hospitalization" , which of these does hospitalization cover?

(READ CATEGORIES BELOW)

1 Care in hospitals only
2 Care in nursing homes

3 Care in rest homes or extended care facilities
4 Care in all types of these facilities

DOLLARS

35.

5 OTHER

WHEN HOSPITALIZi
IN AND OUTSIDE

6 DON'T KNOW

Will this cancer policy pay your doctor,s—fees.Rnly
when you are in a hospital, or when you are treated both

insidc or outside a hospital?

1 PAY ONLY
2 PAY BOTH

OF HOSPITAL
3 DON'T KNOW

36. Is there any time limit on how long your cancer policy

will pay benefits after you have been diagnosed as

1 YES
2. NO

having cancer? 3 DON'T KNOW

37. Thinking of your most recent (or only) cancer policy,

are you covered by the policy during the first 120 days
1 YES
2 NO

that you own it? 3 DON'T KNOW
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38. If you received a total hospital/doctor's bill for
$20,000 from a cancer illness, about how much of this
bill do you think your cancer insurance policy would
pay for you -- all $20,000, between $10,000 and $20,000,
or less than $10,000?

39. If you received a total hospital/doctor bill for
$2,000 from a cancer illness, about how much of this
bill do you think your cancer insurance policy would
pay for you -- all $2,000, between $1,000 and $2,000,
or less than $1,000?

Do you have any other insurance policies with the Union
Fidelity Insurance Company?

..6

1 ALL $20,000
2 BETWEEN $10,000-$20,000
3 LESS THAN $10,000
4 DON'T KNOW

1 ALL $2,000
2 BETWEEN $1,000 - $2,000
3 LESS THAN $1,000
4 DON'T KNOW

1 YES
2 NO -- GO TO Q. S7
3 DON'T KNOW--GO TO

IF "YES", ASK,
41. I am going to read you a list of policies offered by Union Fidelity.

For each type of policy, please tell me whether you own that policy.

OWN IT
DO NOT
OWN

DON'T
KNOW

a) Medicare Cash Supplement 1 2 3

b) Medicare Supplement and Nursing Plan 1 2 3

c) Heart Attack Plan 1 2 3

d) Hospital Cash Plan 1 2 3

0 Lifetime Hospital Cash Plan 1 2 3

0 Supplementary Hospital Cash Plan 1 2 3

g) Medical/Surgical Cash Plan 1 2 3

h) Nursing Home Plan 1 2 3

1.) Extended Care Nursing Home Flan 1 2 3

j) Wide Range Hospital/Surgical 2 3

k) Extra Protection Hospital/Surgical 2 3

1) Major Hospital Protection 1 2 3

m) Surgical Benefit Rider 2

IF DO NOT OWN ANY OF ABOft'POLICES, CO TO.Q1  57 PAGE
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ALL QUESTIONS ON THIS PAGE REFER TO THE POLICY NEAREST THE TOP OF THE LIST ON PAGE 6
FIRST MENTIONED AS OWNED BY THE RESPONDENT. WRITE IN NAME OF THAT POLICY BELOW FOR

YOUR REFERENCE THROUGHOUT THE FOLLOWING QUESTIONS.

42. Thinking of your ( )-
WRITE IN NAME HERE AND REFER TO IT

policy, did you ever discuss this policy with an
insurance agent?

IF "YES", ASK:

44. For how many months or years have you
known the agent who sold you your
  policy?

45. How often does this agent usually call
on you either personally or by telephone--
about once a month, 3-4 times a year,
once-twice a year, or less than once a year?

46. Thinking back to the time you discussed this
policy with your agent, did the agent try to
sell you more than one policy at that time?

48. How many other (NAME OF POLICY) do you have with
any other insurance company besides Union Fidelity?

49. Thinking of your present (NAME OF POLICY) did you
buy it to replace a similar policy, in addition 
to a similar policy, or is it a completely new 
policy?

IF "REPLACED" OR ."IN ADDITION TO", ASK: .
50. How much influence did your agent have on

your decision to replace a similar policy or
add another one--a great deal of influence,
some influence, or very little influence?

51. Did you buy any other insurance policies at the same
time you bought your (NAME OF POLICY)?

52. Thinking of your (NAME OF POLICY) have you ever
seen or read a brochure describing the terms
of this policy?

1 YES
2 NO --GO TO Q. 48

3 DON'T KNOW--GO TO Q.48

YEARS

  MONTHS
X LESS THAN ONE MONTH
Y DON'T KNOW

I ONCE A MONTH
2 3-4 TIMES PER YEAR
3 1-2 TIMES PER YEAR
4 LESS THAN ONCE A YEAR
5 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

POLICIES
X NONE
Y DON'T KNOW

1 TO REPLACE A SINI:AR ONE
2 IN ADDITION CO
3 COMPLETELY NEW POLICY
4 DON'T KNOW

1 A GREAT DEAL OF INFLUENCE
2 SOME INFLUENCE
3 VERY LITTLE INFLUENCE
4 DON'T KNOW

1 YES
2 NO
3 DON'T KNOW

1 YES
2 NO--GO TO Q. 55

3 DON'T KNOW --GO TO Q.55

328-737 0 — 80 — 32
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IF  . HAVE READ BROCHURE ABOUT POLICY, ASK:

53. What were some of the most important things the brochure told you

about why you need this type of special policy?

54. How much of the brochure have you read--all of it, 1 ALL OF IT

about half of it, or less than half of it? 2 ABOUT HALF OF IT
3 LESS THAN HALF
4 NONE
5 DON'T KNOW

55. What are your most important reasons for buying (NAME OF POLICY)?

56. Thinking of your (NAME OF POLICY), what made you especially choosA

that one rather than some other company's policy?

57. Have you ever made a claim under a policy that covered 1 YES -- CO TO Q. 59
gEly cancer expenses? 2 NO

38. Have you ever made a claim under (NAME OF POLICY) against 1 YES
Union Fidelity Insurance Company? 2 NO

3 DON'T KNOW

IF RESPONDENT MADE A CLAIM IN Q. 57. or Q. 58, ASK: ALL OTHERS CO TO Q. 65

59. Was the claim paid in full, paid partially, denied, I PAID IN FULL
or is the claim still in process? 2 PAID PARTIALLY

3 DENIED

4 IN PROCESS
5 OTHER

60. How much was your..,total claim to the insurance ,
company?

1. How much money did the insurance company pay you?

Was. this payment more than you expected, was it
less than expected, or was it about what you
expected?

3. Did you also receive money from any other insurance
• company for the same illness?

Y DON'T KNOW

Y DON'T KNOW

1 MORE THAN EXPECTED
2 LESS THAN EXPECTED -
3 ABOUT. WHAT EXPECTED

- 4 . DON'T KNOW

1 YES
2 NO
3 DON'T KNOW
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64 Was the claim you submitted greater than your

actual bills, less than your actual bills, or

the same as your actual bills"'

Now, I have a few questions for statistical purposes . . .

1 GREATER THAN
2 LESS THAN
3 SAM AS
4 DON'T KNOW

65. How old are you?   YEARS

66. What was the last grade you completed in school?

67. What is your marital status?

68. How many people over age 18 live in your
household, including yourself?

1 HIGH SCHOOL INCOMPLETE
2 HIGH SCHOOL COMPLETE
3 SOME COLLEGE
4 COLLEGE COMPLETE

I MARRIED
2 SINGLE, NEVER MARRIED
3 DIVORCED
4 WIDOWED
5 SEPARATED

1 ONE
2 TWO
3 THREE
4 FOUR OR MORE

69. What is your ethnic background? PROBE, Are you descended from Irish immigrants, etc?

1 IRISH, ENGLISH, WELSH, SCOTS
2 ITALIAN
3 EASTERN EUROPEAN (POLISH, HUNGARIAN, CZECH)

4 JEWISH
5 GERMAN, AUSTRIAN
6 SCANDINAVIAN (DANISH, NORWEGIAN, FINN, SWEDE)

7 FRENCH
8 SPANISH SPEAKING (PUERTO RICAN, CUBAN, ETC.)

70.

9 ORIENTAL
10 SLACK (AFRICAN)
11 OTHER

How many full-time wage earners live in this 1 NONE

household, including yourself? 2 ONE
3 TWO
4 THREE OR MORE

IF ANY FULL-TINE WAGE EARNER ASK:
71. Are you covered by any group health 'insurance paid 1 YES

in full or in part by 0-.e employer? ' 2 NO
3 DON'T KNOW

72. Have you ever bought any insurance sold through 1 YES .

this employer, but not paid for by the employer? 2 NO
3 DON'T KNOW

73. Is your total family income under $15,000 per year, 1 UNDER $15,000

between $15,000 - $25,000 per year, or more than 2 $15,000 - S25,000

$25,000 per year? 3 MORE THAN $25,000

SEX: 1 MALE 2 FEMALE
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75. Has anyone in your imnediate family or among your

friends had any form of diagnosed cancer within the

, past five years?

THANK YOUR FOR THIS INTERVIEW

TIME INTERVIEW ENDED

INTERVIEWER'S NAME

1 YES
2 NO
3 DON'T KNOW'

LENGTH OF INTERVIEW

TNTERVIEWER EVALUATION:

76. The respondent:

77. The respondent

I SPOKE ENGLISH VERY WELL

2 SPOKE ENGLISH ADEQUATELY

3 SPOKE ENGLISH POORLY

I SEEMED TO UNDERSTAND ALL QUESTIONS VERY WELL

2 SEEMED TO UNDERSTAND MOST QUESTIONS

3 SEEMED TO UNDERSTAND FEWER THAN HALF THE QUESTS.

4 SEEMED TO UNDERSTAND ONLY A FEW OF THE QUESTS.
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grigt:11.4ri ,AJtexance

/CC randiq'cive giree/. M.An eMe.?

NAIC Market Conduct Examination
Subcommittee

The Honorable Richard L. Block
Director of Insurance
State Office Building The Honorable Stephen F. Cli'f:::
Juneau, Alaska 99881 Commissioner of Insurance

100 Cambridge Street
The Honorable Richard L. Mathias Boston, Massachusetts 02202
Director of Insurance
160 N. Lasalle St., Room 1600
Chicago, Illinois 60601

Dear Commissioners:

At the request of The Commonwealth we have conducted a
limited market conduct examination of Washington National Insurance
Company ("Company") of Evanston, Illinois as at December 31, 1977
and of certain items relating to subsequent periods.

The Washington National Insurance Company is an Illinois
domiciled insurance company transacting accident and health anC life
insurance in its own or a subsidiary's name in every state under a
general agency system. The Company's admitted assets and premium
income at and for the year ended December 31, 1977 is $795,337,742
and $352,792,939, respectively. The premium income for the year
ended December 31, 1977 in Massachusetts amounted to $3,754,745.

The examination team was comprised of representatives fro-
Coopers & Lybrand who addressed those areas which required
accounting expertise and Mr. Paul Gitlin, Esquire who addressec
those areas which required legal expertise. The team coordinatec
their work and findings under the supervision of members of the
staff of the Massachusetts Insurance Division.

Our examination was directed primarily to company issued
Dread Disease Policies, which are marketed in the Commonwealth of
Massachusetts through one representative of the Company under
sponsorship of newspapers or motor clubs. It was intended that we
would also review medicate Supplement types of coverage but our
inquiry disclosed that such coverage is not currently offered by the
Company.
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Commissioner Clifford

The scope of our examination was dictated by a Special

market Conduct Program ("SmC Program") and included requesting anc

receiving the following from the Company:

A. Listings of current Massachusetts agents and the cc7:,arl's

files on terminated agents for the period January 1, 1977

to June 30, 1978.

B. Copies of the Company's prenumberec multi-parts for. cc

log in complaints from insured and the Company's file

complaints, claimants, claimants, Insurance Departments, or ot2e:
sources for the period January 1, 1977 through Augus-_,

1978.

C. A copy of cancer expense policy form number NA 1045c anc

all marketing material incident to its sale.

D. A copy of the application form utilized by the Company in

the issuance of the cancer expense policy.

E. A statutory annual statement for the year ended December

31, 1977

Listings of:

F. Teachers Group Accident and Health Palo Claims during

the period January 1, 1977 to June 30, 1978.

G. Accident and Health Group marketed Paid Claims during

the period June 1, 1977 to June 30, 1978.

H. Credit Union and Teachers Industrial Accident anc

Health Paid Claims during the period January 1, 1977

to June 30, 1978.

I. Ordinary Life Insurance Policies in force of

Massachusetts residents as of June 30, 1978.

J. Insurance in force Policyholders for The Boston Globe

account as of June 30, 1978.

K. Insurance in force Policyholders for Telegrams and

Gazette account as of June 30, 1978.

L. Insurance in force Policyholders for Patriot Ledger

account as of June 30, 1978.

M. Claims Paid June 1, 1977 to June 30, 1978 for account

of Newspapers (J K & L above) and Auto Clubs.

N. Individual Accident and Health Guaranteed Renewable

Massachusetts Policyholders as of June 30, 1978.
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O. Group Industrial and Teachers Premiums for the period
January 1, 1977 to June 30, 1978.

P. Policy forms issued in massachusetts.

Source of statistics used in brochures on cancer expense
policies sold in Massachusetts.

R. pate of enrollment periods for sale of cancer expense
policies.

S. Schedule of commission rates based on paid premium f=r
Newspaper and Auto Club sponsored insurance solicitations.

With respect to each of the above, we read the documents
and formulated questions, and completed the appropriate sections of
the SmC Program applicable to such items. Additionally for each
item specifically described below, we have listed our findings which
require your consideration.

Fincinos and Recommendations 

A. Terminated Agent's 

There were no agents terminated during the period of
review who were involved with the sale of the Company's
cancer expense policy. The most prevalent reason for
terminating agents appeared to be an insufficient volume
of business written. One agent also issued checks witnout
sufficient funds in his account in payment of business
written.

Although the Company has a form on which the reason for an
agents termination is to be indicated and the form then
filed in the agents folder, such forms were not always in
evidence. Further, the reason for termination when the
form was in evidence was not always clear.

We recommend that the Company ensure that its prescribed
procedures and practices are followed and that the reasons
for termination of agents be clearly indicated.



507

B. Review of Complaint Files and the Company's Complaint 
Follow-up System 

We noted instances in which the complaint files did not:

1. Include all pertinent correspondence and material
regarding the complaint.

2. Acknowledge the complaint within the time frame
established by the Company.

3. Outline the present status of the complaint.

4. Indicate action taken to prevent or reduce simile:
justified complaints in the future.

5. Answer the direct question in the complaint.

We recommend that the Company establish procedures tc
ensure that:

A. All "complaint" type files are all-inclusive, that
is, that they include all correspondence from the
insured, agents, and fhe Company.

B. Complaint files are periodically reviewed by a
responsible individual indepenoent of the
department to which the complaint pertaineo.

C. General Agent's and sub agent's corresponoence is
also included in the file and that independent
verification of follow-up should be performed by
the Company and documented within the file.

D. The Company has a monthly report which incluoes a
log listing all complaints, the number of days
after receipt of the compliant that the first ano
then the final responses have been sent the
insured. Further the Company should establish a
procedure which sends a final letter to all
insureds who had issued a complaint.

In April 1978 the Company's complaint follow-up system
revised to establish central control over the complaint system in
the person of the Company's Public Affairs manager. At the time of
our review sufficient time had not elapsed to evaluate the
effectiveness of the revised system, however items A and C above do
not appear to be properly considered within this new system.
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C. Cancer Expense Policy marketino Material 

The Company's cancer expense policy is sold thrcugh the
sponsorship of and to members of the Tr -County Auto Club
of Holyoke, Massachusetts (an affiliate cf the Aherican
Automobile Association). The marketing methoos used by
the Company and the documents produced appear to violate
numerous Massachusetts statutes including massacnusetts
General Laws (M.G.L.):

c.175, 5110E
c.176D, 511

c.93A, 52(a), as follows:

1. The marketing materials did not contain information
concerning the average financial cost of the treatment
of cancer. Without such data it is impossiole tc
determine if the policy benefits available are worth
the premiums charged.

The failure to disclose the average financial cost of
cancer appear to violate m.G.L.:

c.176D, 511 Regulation 5 and 6

c.175, 5110E Regulation (1-7,) 5A and 6

c.93A, §2

because this disclosure, if made, might influence a
prospective buyer to seek alternative insurance
coverage.

2. The marketing methods used misrepresent the effect of
other insurance policies on the consumers retention of
benefits provided since the material stressed tnat the
cancer coverage will pay expense benefits regardless
of the existence of other insurance. While that
representation is technically true, it is nevertheless
misleading because it fails to inform the consumer
that there exists a very real possibility in
Massachusetts that the benefits provided by this
policy will reduce any benefits expected from the
consumers other insurance policies; such as, Blue
Cross/Blue Shield.

The misrepresentation of the effect of overlapping
insurance coverage appear to violate M.G.L.:

c.1760, S11, Regulation 5
c.175, S110E, Regulation (1-74) 5
S93A, 52
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because it has the tenoency to mislead the pu:lic apout
the extent of insurance proceeds reasonably exzected tc
be paio.

The effect of other insurance companies coinsurance or
coordination of benefit provisions should be clearly
discloseo. The language promoting the fact that money
will be paid regardless of the existence of otne:
insurance should be stricken. Tne marketing material is
not sufficiently clear and complete to avoid deceo:ion
or the capacity to misleao or deceive.

3. while the material contains numerous examples of unclear
or incomplete assertions, the most critical concerns tne
disclosure of the policy's exemption provision. This
provision is written in such a way that repeatec
readings are required to understand it.

The use of unclear language appears to violate M.G.L.:

c.1760, 511, Regulation 5;
c.175, S110E, Regulation (1-74) 5;
c.93A, S2

because it has the capacity to mislead or deceive.

Those segments of the promotional material that are
difficult to understand should be redrafted. Special
attention should be paid to the exemption provision so
that this important policy limitation is clearly
understood.

4 Another example of unclear or incomplete statements
involves the longevity of the insurance coverage. The
policy is promoted as one that will continue for as long
as premiums are paid, membership in the sponsoring
organization continues, and the "master policy" is in
effect. The overall impression is created that the
circumstances of policy termination are fundamentally
under the control of the consumer. This is not true
because the "master policy" is nothing other than a
restatement of, the individual policy with one major
exception - it is cancellable by either party upon sixty
days notice, prior to the anniversary date of the policy.
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This use of incomplete information creates an improper
impression of the cancellability of the coverage and
therefore appears to violate m.G.L.:

c.176D, §11, Regulation 5;
c.175, §110E, Regulation (1-74) 5;
c.93A, g2

The effect of the contractual relationship between the
insurance company and the sponsoring organization on the
possibilities of renewal should be clarifieo.

5. The Company uses misleading statements ano omits
adoitional information concerning the benefits p:ovioeo
which misleads or has the capacity to mislead purchasers
about the extent of the benefits payable.

The promotional letter announcing the availability of
this insurance coverage which is sent on AAA stationery,
but is prepared by the Company, claims that the plan
provides substantial benefits: Whether the benefits are
in fact substantial depends on their relationship to the
total costs an insured can expect to incur. No
information is provided to a prospective purchaser about
the costs expected if he/she is inflicted with the
disease. In addition, the schedule of benefits shows
payment levels for specific medical/surgical proceoures
far below the actual expected costs of those
procedures. The letter also claims that an insured will
receive a special $75,000 benefit provision for extenoeo
hospital stays. In fact, the total aggregate allowable
benefit under the policy is $75,000. This maximum
includes all benefits paid before the extended benefit
provision is triggered (91st consecutive day of
hospitalization), and also includes benefits paid under
circumstances requiring multiple extended hospitaliza-
tions.

The promotional material mistates or misleads consumers
concerning the extent of benefits provided and therefore
appears to violate M.C.L.

c.176D, §11, Regulation 6A;
c.175, §110E, Regulation (1-74) 6;
c.93A, §2
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6. Tne company fails to specifically inform the prospective
purchaser that the policy covers cancer only. Altnoug-,

the material states that the policy is a cancer expense
policy, there is no indication, other than in the
confusingly drafted exemption provision, that one policy
coverage is limited to costs incurred as a result of
cancer.

The failure to conspicuously state the limited nature of
the policy appears to constitute a violation of

c.176D, 511, Regulation 6A(9);
c.175, §110E, Regulation (1-74) 6A7):

c.93A,

7. The Company's brochure is replete with facts and figures

concerning cancer. The inclusion of this otherwise

superfluous information creates an emotional atmosphere

of concern about contracting the disease. Insurance
purchases should be contemplated and made for functional
reasons, and not as a result of an artifically createa
fear of being inflicted with a particular malady. The

infusion of this information has the effect of

concentrating the consumer's attention on the disease
and may trigger purely emotional responses to the

purchaser's innate fear of cancer.

The creation of a climate whereby the insurance purchase

is made for emotional rather than functional reasons

appears to violate M.C.L.

c.176D, §11, Regulation 6A(11);

c.93A,

8. The exception provision language employee by the Company

effectively establishes a thirty day waiting period, but

the company in its promotional materials fails to
clearly disclose the existence of this waiting period.

The coverage under this policy includes only cancer
first diagnosed after the expiration of thirty days from

the effective date of the individual insurance
contract. This creates a thirty day waiting period,

which is not disclosed as such in the promotional

material.

The failure to disclose the existence and extent of the

waiting period appears to constitute a violation of

m.G.L.:

c.176D, gll, Regulation 68(2);

c.175, §110E, Regulation (1-74) 68(2);
c.93A, §2
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9. The documents do not contain a clear explanation of tne
cancellation, termination or renewal provision. The
continuation of this policy is contingent on tne
continuation of the relationship between the company an:
the sponsoring organization. Either of these parties
may cancel their contract with sixty days notice. This
possible basis for termination is discusseo ins questio-,
and answer section on the back page of the major
promotional booklet, but the explanation creates a
faulty impression of the actual relationship cf the
parties. (See Section 4 above)

The failure to clearly disclose the full extent of tne
cancellation, termination or renewal policy appears to
violate M.G.L.:

c.176D, §11, Regulation 8;
c.175, §110E, Regulation (1-74) 7;
c.93A, §2

The actual relationship between the Company ano the
sponsoring organization, and the effect of tnis
relationship on the possibility of termination of the
individual policy should be clearly disclosed.

10. The marketing method used implies that the insurance
plan is approved or endorsed by AAA, without disclosing
the financial consideration they received from the
company. The letter sent by the local AAA affiliates to
its membership implies that this organization endorses
this insurance product. In fact the local organization
receives compensation in the form of a percentage of
premiums collected.

The failure to disclose the financial relationship
between the insurance company and the sponsoring
organization while at the same time implying an encorse-
ment of the product by this organization appears to
violate M.G.L.

c.176D, §11, Regulation 9C;
c.175, §110E, Regulation (1-74) 8C;
c.93A §2



513

11. Company has used a substantial number of statistical

references and statements derived from American Cancer

Society publications. Not only does the company fail to
identify the source (the American Cancer Society nas

asked the company not to use its name), but many oe tr,e

references and statements are outdatec. For example,

the brochure contains an ascertain that "cancer is on
the increase", but the most recent American Cancer

Society report indicates that the overall incioenpe of

cancer has decreased slightly in the last twenty-five

years, and that the death rate has been leveling or

dropping (depending on the type of cancer).

The use of statistical information without reference to

its source appears to violate M.G.L.:

c.176D, 511, Regulation 10C;

c.175, 5110E, Regulation (1-74) 9C;

c.93A §2

The use of outdated and misleading statistics appears to

violate m.G.L.:

c.1760, 511, Regulation 5;

c.175, 5110E, Regulation (1-74) 56 and 6A

12. The documents fail to identify the form number of the

policy.

The failure to include the form number of the policy

being promoted appears to constitute a violation of

M.G.L.:

c.176D, §11, Regulation 14A

13. The policy is marketed as a group policy when in fact it

fails to meet the traditional tests for group policies.

The name of the policy, AAA Group Cancer Expense

Insurance Policy, the marketing methods, and the normal

interpretation of statements used to promote the policy

imply that the insurance offered is a "group policy."

In fact, the policies issued are sold to individuals,

and these individuals bear the total responsibility for

premium payments. This policy should be characterized

as a "franchise policy."
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Although the Company claims that the existence of the
group results in lower premium obligations for the
members, the fact that the Company engages in acsclutely
no underwriting analysis in writing these polities argue
against this contention. In addition, the :ompany
claims that non-affiliateo individuals would have to pay
a higher premium, but admits that it does not sell this
policy to non-affiliated individuals.

The practice of implying a group status when such is not
the case appears to violate m.G.L.:

c.176D, §11, Regulation 15;
c.175, §110E, Regulation (1-74) 14;
c.93A, §2

The implication that this policy constitutes 2 group
plan should be prohibited and the true characterization
should be used.

14. The commissions paid on this policy are paid to an
organization which is not a licensed Massachusetts
insurance broker. The Tr -County Auto Club receives a
payment of 17.5% on the premiums paid by its members to
the Company. The Company claims that this is an
administrative fee, but the Auto Club does not engage in
any meaningful administrative duties. In addition, tne
practice of basing payments on the amount of money
collected is in keeping with the concept of "commission"
and not with the concept of "administration."

The payment of commissions on sales of insurance to
nonlicensed individuals appears to violate m.G.L.:

c.175, §177;

c.1760, §11

The practice of paying commissions to unlicensed
individuals should be curtailed.
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D. Cancer Expense Application Form 

1. The Company's application form for cancer expense
policies excludes certain required information and
accordingly violates numerous Massachusetts stattes
including mGL:

c.1760, §11
c.175, §110E, as follows:
c.93A, 52

Although the benefits recoveraple represent less tnat
50% of the cost of an average hospital stay, tne
application does not contain required statement that
"this policy is supplemental in its coverage and is
meant to be purchased in addition to basic health
insurance. This policy pays for % of the cost of
an 'average stay in a Massachusetts Hospitalas defined
by the Massachusetts Division of Insurance Hospital Cost
Standards."

Calculation of the proportionate maximum payments per
average stays in Massachusetts hospitals indicates that
this policy will pay 23% of the cost of a short stay,
49% of an average stay, and 46% of a long stay. Since
the payments possible do not exceed 50% of the average
costs for these standard periods of hospitalization, the
consumer should be informed of this fact so that
additional coverage can be purchased.

The Company's failure to include the required percentage
reimbursement information on the application appears to
constitute a violation of M.G.L.:

c.176D, §11, Regulation 6A(3) and 7A

c.93A, §2

2. The application fails to clearly and unambiguously
disclose the Company's pre-existing condition exclusion
provision. The only semblance of a disclosure
concerning the pre-existing condition exclusion is foung
in a question asked on the application. This question
concerns whether any person to be covered under the
policy has or has ever had cancer. The last part of
this underwriting question indicates that any persons
named will not be covered. While this procedure
introduces the concept of the exclusion, it is neither a
clear nor a complete statement of the Company's
exclusion policy.

64-278 0 - 80 - 33
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The failure to include a clear and unbiguous statement
of the Company's pre-existing condition exclusion in tne
application appears to constitute a violation of m.G.L.:

c.176D, §11, Regulation 713;*
c.175, §110E, Regulation (1-74) 61(3)
c.93A, %2

3. The application fails to contain any of tne adcitional
information required by Massachusetts Insurance T.1:ivision
regulations. The application form is a very simple
envelope size document containing almost no
information. In addition to its failure to incluce the
information described above in this report, the company
fails to disclose: the existence and extent of the
waiting period; the fact that the reception of some
benefits are contingent on hospitalization; the annual
premium rate (the semi-annual rate is disclosed, but the
more economic, annual rate is not); and the terms of
renewability and premium guarantee; there is also no
room provided on the application for the applicant's
signature indicating that he/she understands the
required disclosures.

The failure to disclose this information appears to
constitute the following violations of M.C.L.

c.1760, §11, Regulation 7C, 7D, 7E, 7F and 7G;
c.93A, §2

The failure to include and disclose that a cheaper
premium rate is available appears to constitute a
violation of M.C.L.

c.176D, §11, Regulation 5A and 6A(1);
c.175, §110E, Regulation (1-74) 5A and
6A(1);

c.93A, §2

4. The application does not contain questions that elicit
information concerning whether the insurance sought
replaces other accident and sickness insurance.
Massachusetts Insurance Division regulations require
that a specific disclosure must be made if a consumer is
replacing present coverage by purchasing a new policy.
To effectuate this disclosure, the regulation also
requires that any application ask questions designed to
elicit this information.

The failure to include questions designed to elicit this
information appears to constitute a violation of M.G.L.

c.175, Regulation (2-74) 23(1)
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E. Cancer Expense Policy Form 

The following problems were found to exist in the cancer
expense policy form utilized by the Company. For the
purpose of this review, we assumed that the cancer policy,
marketed in Massachusetts, creates and evidences an
individual insurance relationship with the policyholder.

1. The policy does not contain a "Pre-existing concition
provision" on the first page. The insurance providec
covers expenses incurred for treatment of cancer whioh
first manifests itself after the first thirty days of
coverage. Thus, cancer is a pre-existing concition
excluded under the policy, but the disclosure of this
fact is not labeled "pre-existing condition provision"
nor is it placed on the first page of the policy.

The failure to correctly label and disclose the
pre-existing condition exclusion appears to violate
m.G.L.:

c.175, glioE, Regulation (2-74) 5(19)

The exemption provision should be labeled "Pre-existing
condition provision" and should appear on the first pabe
of the policy.

2. The pre-existing condition test used is not reasonable.
The policy exemption provision excludes cancer first
manifest prior to the 31st day of coverage. Since the
initial manifestation of cancer often produces no
discernable symptoms, the ordinarily prudent person
might not know at the time of contracting with the
Company that the costs he incurs would be excluded from
coverage.

The use of a test for pre-existing conditions other than
one that would cause the ordinarily prudent person to
seek medical assistance appears to violate M.G.L.:

c.175, §110E, Regulation (2-74) 5(20)

3. The policy and the promotional material employ different
standards for pre-existing condition exclusions. The
promotional material states that cancer first manifest 
and diagnosed prior to the first 31 days of coverage ls
excluded. The policy exclusion provision requires only
that the disease was manifest. The differences are
substantial since cancers manifest months or years
before diagnosable symptoms appear.
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The use of a more restrictive exclusion in the policy

than the one disclosed in the marketing material appears
to constitute a violation of M.G.L.:

c.175, §110E, Regulation (1-74) 5E,

6A(1), (3) and (6), and 6C(1)
c.176D, §11, Regulation 56, 6A(1) an (8)

and 6C(1)
c.93A, §2

4 Room and board daily benefits for 60 continuing cays of

hospital confinement are not equal to the cost of a

semi-private room. The policy provides payment of $60
per day for the first 12 days of hospital confinement

and $30 per day thereafter. This level of reimbursement

does not equal the average Massachusetts rate for a

semi-private room.

The use of internal limits on dollar benefits which oo

not equal the cost of semi-private room appears to

violate M.G.L.

c.175, §110E, ,Regulation (2-74) 5(31(a))

5. The policy is cancellable during the life of the

insured, and the premiums may be increased. Although

the material creates an impression that the policy is

noncancellable as long as premiums are paid, the
insurance coverage can be terminated by cancelling the

contract between the Company and the sponsoring

organization. The policy allows for a change in premium

rates by reserving that right.

Selling a specified disease policy which is cancellable

during the lifetime of the insured and for which
premiums may increase appears to be a violation of

m.G.L.:

c.175, §110E, Regulation (2-74) 5(32)

6. The Company does not utilize the required disclosure
form.

The failure to utilize the required form appears to

violate M.C.L.

c.175, §110E, Regulation (2-74) 14
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General Comment:

The violations pointed out in this report must be corrected an:
the recommendations implemented. The Company will submit to the
Division of Insurance within sixty days of publication Cate of
this examination report, a report stating how these viola-
tions have been corrected and recommendations implements:. New
cancer expense policy and application forms and related
promotional material must also be submitted within sixty days.
The Legal Bureau of the Division of Insurance will consider the
institution of disciplinary proceedings where appropriate.

In the course of our examination, we observea that a number
of additional policy forms are marketed in The Commonwealth of
Massachusetts utilizing marketing methods similar to those used in
promoting the cancer expense policy. While the parameters of our
examination did not allow an in depth analysis of the form and content
of these policies, the examination team has observed that many of the
problems described above may also be present in the marketing of these
additional policies.

Very truly yours,

Alan 3. Wright Coopers & Lybr nd Paul G. Gitlin, Esq.
Chief Examiner
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wasnington
national
INSURANCE COMPANY

312,13tt

November 27, 1978

Alan J. Wright
Acting Deputy Commissioner
Massachusetts Division of Insurance
110 Cambridge Street
Boston, Massachusetts 02202

Dear—Mr. Wright:

The purpose of this letter is to state Washington National'sposition regarding the Massachusetts Division of InsuranceReport on its Market Conduct Examination of Washington National,particularly the portion relating to the Tr -County Auto Clubpolicy.

Many of the supposed violations cited in the Report stem fromthe supposition that. the Tr -County Auto Club policy is anindividual rather than a group policy. We maintain that thispolicy is indeed a group policy. MGL Ch. 175, Sec. 110, de-fines such policies:

Ch. 175, Sec. 110. General or blanket policies; powerto issue; non-applicability of Section 108.

(A) Nothing in Section One Hundred and Eight shallbe construed to apply to or affect or prohibit theissue of any general or blanket policy of insuranceto . . . (f) any automobile club . . .

The section goes on to define a general or blanket policy ofinsurance:

A policy on which premiums are paid by the policyholder,either partly from the employer's funds or funds con-tributed by him and partly by funds contributed by theinsured employees, or wholly from funds contributed tly the insured employees, . . . shITT—Fe deemed ab-Iaait or general policy within the meaning of thissection.
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By analogy Washington National's Tr -County Auto Club policy
fits within this definition. The payment of the entire pre-
mium by the insureds under the Auto Club policy does not, we
submit, make this an individual rather than a group policy.

The usual criteria for groups eligible for group insurance
are the following:

1. The group must be one formed primarily for some pur-
pose other than obtaining the insurance.

2. There should be a relatively steady flow of new rer- -
bers into the group.

3. The individual is not permitted to select the amount
of insurance he takes.

One authority states that "Members of labor unions, as well as
associations of employers and members of other associations,
also constitute qualified groups for healTE—TEsurance under
the laws of most states." J. Greider and W. Beadles, Princi-
ples of Life Insurance, Vol. I at 344.

By all these criteria the Tr -County Auto Club qualifies for
the. group policy which was issued to it.

The following are statements of our position relating to the
various allegations of specific violations in the Report:

C.1. The promotional literature states that this
Cancer Insurance provides "additional insurance
protection." It is clearly intended only to supple-
ment general, non-specific, health coverages.

The premiums charged for the Tr -County Cancer policy
relate only to the benefits provided by that policy.
We submit that the average cost of having cancer does
not bear on whether or not the benefits under this
policy are fair in relation to the premiums paid.

C.2. Coinsurance and coordination of benefits pro-
visions in other insurance policies obtained by the
insured will be disclosed in those policies. More-
over, it is impossible for us to know what coinsurance
or coordination of benefits provisions any such policies
might contain. We maintain that to discuss the possi-
ble provisions of insurance policies which might be
owned by a prospective insured would lead to confusion
and in itself be misleading.
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We deny that our failure to do so is a violation of the cited
regulations.

C.3. The "Exceptions to Coverage" paragraph in the adver-
tising material is composed of three fairly short sentences. It
is our position that the sentences are intelligible to the aver-
age reader.

C.4. We maintain that the statement that the coverage will
terminate when the master policy terminates clearly indicates
that control of termination is not solely in the hands of the
insured. We deny that this is =complete" information. The
"Answers to Important Questions" section explains that coverage
is contingent on the continuation of the "Club Master Policy."
The letter states that an insured can retain insurance "as
long as our Club's group policy remains in effect."

C.S. We maintain that there is no deception as to the
"amount of benefits payable." We would argue that that the
words "substantial benefits" not necessarily relate to the
total amount of expenses an insured may incur. Surely no one
would deny that $75,000 in benefits is a "substantial" amount.

"Expected" costs of hospital confinement vary widely for in-
dividuals, types of illness, duration of illness and location.
Moreover, they have changed rapidly over time. We maintain
that it would, in fact, mislead prospective insureds if we
were to attempt to state these in the literature.

C.6. We maintain that the clear statement that the group
master policy is a "Cancer Expense Policy" is sufficient to
inform prospective purchasers that it covers only cancer.

C.7. The facts and figures concerning cancer are merely
informative. Rather than inciting fear, the brochure states
that "through early detection and treatment almost SOt of can-
cer victims could be saved." The purpose of this section is
to induce readers to seek early detection and to avoid cancer-
causing agents, such as smoking and excessive sun. We maintain
that none of this material is exaggerated in the manner con-
templated by 176D, Sec. 11, Regulation 6A(11).

C.8 The 30-day waiting period is disclosed in the brochure
under "Exceptions to Coverage," and again under "Answers to
Important Questions." It is also disclosed in Paragraph Six of
the cover letter.

We, therefore, maintain that the literature is not in violation
of the cited regulations.
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C.9. (See Section C.4.)

C.10. 176D, Section 11, Regulation 9c, states that ap-
proval by an association shall not be stated or implied unless
such is a fact. Unquestionably, the Tri-State Auto Club does
approve and endorse the policy since the Club is the policy-
holder. There is no "proprietary or other financial relation-
ship" between Washington National and the AAA Tr -County Auto
Club, except for payment for administrative work delegated to
the Club by Washington National. This would not seem to be
the type of proprietary or other financial relationship meant
by the regulation.

C.11. The brochure in question is an old, outdated one
which has not been used for two years. Washington National plans
to make changes in it before it is used again. It has not been
established that the brochure was prepared and distributed after
the release of the most recent American Cancer Society report.
Moreover, in a recent newspaper article, OSHA indicated that
cancer is on the increase.

C.12. The form numbers do seem to be missing, but the
insurer and policy are clearly identified. It is difficult to
see how a prospective insured could be misled as to what insur-
ance he was buying.

C.13. We maintain that this policy meets all the traditional
tests of a group policy as stated above. No policies are sold
to individuals. Rather, certificates are issued to them. This
entire arrangement is common in group insurance, including the
market aspect.

C.14. We deny that commissions, rather than administrative
fees are being paid to the Tr -County Auto Club. It is irrele-
vant that administrative fees are based on premium amounts.
Premium amounts are directly related to the number of insureds
and hence to the administrative duties involved.

D.1. The regulations cited are aimed at individual rather
than group insurance, since they speak of marketing policies to
insureds. We would, therefore, deny that we are in violation
here, since an insurer could reasonably believe this regulation
did not apply to group enrollment applications.

D.2. Here, again, an insurer could reasonably believe that
the regulations cited were aimed at individual rather than group
insurance.

D.3. (See Section D.2.)
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D.4. 175, Sec. 110E, Regulation (2-74) 23(i) is aimed at
individual policies (See Section 1, Purpose).

E.1-6 We again state our position that this policy meets
the criteria for a group, rather than an individual, policy.

Sincerely,

"lia4,e&e.14
Muriel L. Crawford

MLC:lrl
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