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IN ABOUT 1910, Arthur Morris vi-
sualized extending

credit to working-class people based solely on their earning
capacity, a radical concept at the time. He started a few banks
and then franchised the concept. Ultimately, there were about
200 Morris Plan Banks throughout the United States. You can
often find Morris coin banks and other memorabilia for sale
on eBay. 

As a lender, Morris’s primary concern was collateral. His
collateral was the borrower’s ability to work—death, dis-
ability, and unemployment meant impaired collateral. In
1917, he formed the Morris Plan Insurance Society, a life in-
surance company. His first product was individual term life
insurance in an amount comparable to the borrower’s debt. 

One franchise was in Springfield, Ohio. Instead of Mor-
ris’s insurance products, the lenders devised their own form
of loan protection. If a borrower paid $1 extra per $100
loaned, they wrote on the preprinted loan document: “If the
borrower dies during the term of the debt, the debt is can-
celed.” They tracked the financial results by keeping the $1

fees tucked in a cigar box in the vault. When a borrower
died, they took money from the cigar box and paid off the
debt. There was no actuarial analysis—one rate for all ages
(up to 65) and both sexes. 

Their debt cancellation concept was a success. But in
1925, a bank examiner became aware of the practice. “That’s
insurance!” he admonished. “Only an insurance company
can offer insurance.” In meetings with the insurance de-
partment, everyone recognized that this single-rate life in-
surance product was more akin to group insurance than in-
dividual insurance. The Credit Life Insurance Company was
formed; they issued the first group credit life policy in 1926.
Today’s credit life insurance for installment lending remains
remarkably like that original policy. 

Another early credit insurer, Old Republic Life Insurance
Company, introduced the first monthly indemnity credit dis-
ability product. Again, one rate per $100 was charged for all
loans and all borrowers. The product set was established: If
you die, credit life insurance pays off your debt; if you’re dis-
abled, credit disability insurance pays your monthly payment. 

Debt protection products blur the line between
banking and insurance, while analysis of their
protected events blurs the actuarial lines between
life, health, and property & casualty insurance.
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Following
World War II, consumer
goods production flourished. To facilitate
purchases, consumer goods lending became commonplace.
Credit insurance became readily available to protect the bor-
rower. Either a property and casualty (P&C) insurer or a life in-
surer could issue credit disability insurance, but only a life in-
surer could offer credit life insurance, so it was logical to use a
life insurer for both. Credit insurance became the province of
the life insurance industry and life insurance regulation. 

Little Plastic Cards

As regulation of credit insurance expanded in the 1960s, stud-
ies of loss experience supported the emerging concept of prima
facie rates. (A prima facie rate is a maximum rate that, on its
face, is reasonable and can be used without further justification.)
In 1964, the industry produced the first recognized mortality
study, and in 1968, a landmark credit disability study was re-
leased. In both studies, the mathematical formulas describe “fre-
quency times severity,” but those exact words never appear. All

of the committees’
actuaries were life in-

surance actuaries.
If a consumer bought a re-

frigerator, borrowed the money to
pay for the purchase, and pledged the refrigerator as collat-
eral, the lender would insist that the collateral be protected
by property insurance, such as homeowners’ insurance. An
alternative to satisfy this requirement, credit property insur-
ance, arrived in the 1960s. It was first-dollar, all-peril home-
owners’ protection on that refrigerator. A P&C insurer was
generally needed, although a few life insurers have been per-
mitted to issue credit property over the years. Certainly it
was time for the P&C actuaries to arrive on the scene. But
not yet. The pricing was one rate per $100 of covered prop-
erty countrywide.

In 1964, a banker wrote the Office of the Comptroller of
the Currency (OCC). In return for a fee, he asked, can I
amend my lending agreement and tell my borrower, “If you
die during the term of the debt, the bank will cancel your
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debt?” The OCC responded that the bank had that power, and
that such contracts “are a lawful exercise of the powers of a na-
tional bank and necessary to the business of banking.” When
the OCC invoked those critical words from the 1864 National
Bank Act, debt cancellation contracts became a banking prod-
uct. In that two-paragraph letter, the OCC removed the prod-
uct from the purview of the state insurance regulatory system. 

Later that year, the OCC ruled that banks could ask health
questions and have eligibility standards based
on age. These rulings didn’t go unnoticed. The
1964 NAIC Proceedings document some strong
opposition. State insurance commissioners and
state attorneys general opined debt cancellation
contracts were insurance. Several attorneys gen-
eral opined that national banks were still sub-
ject to state insurance laws. Then everything got
quiet; if any banks implemented the concept,
they remained below everyone’s radar screen.

As the 1960s closed, consumers began to re-
ceive little plastic cards from retailers and banks
that promised the convenient availability of pur-
chasing power without the need for cash, and
the ubiquitous credit card industry was born.
Credit insurers took no-
tice quickly. Cards began
to offer credit life insur-
ance (if you die, the in-
surer will pay off your bal-
ance) and credit disability
insurance (if you become
disabled, the insurer will
pay your minimum
monthly payment). The
programs were under-
written by life insurers.

Often, credit insurance
premiums on credit card
balances were too small to
support the fixed proc-
essing costs. About 1975,
Montgomery Ward added the contingency of involuntary un-
employment to the product set. Montgomery Ward designed
the prototype that led to the industry’s spectacular growth over
the next 25 years. Adding involuntary unemployment required
bringing a P&C insurer into the mix. The final design was a
package concept that required two insurers, two master poli-
cies, and two certificates. Retailers subsequently added credit
property insurance to the package.

Close Call

The package almost failed in its early days. We have never seen
the original actuarial work, but it’s unlikely that the margins were
adequate for the recession of 1981-82. The insurers hung on,
because it was now clear that open-end, credit card lending was
the future of lending. In the mid-1980s, several insurers filed
revised credit card packages. That actuarial work is still avail-

able. Involuntary unemployment insurance rates were devel-
oped using countrywide or state-by-state population data. The
actuarial memoranda weren’t complex, but the recession expe-
rience supported substantial rates. The package regained its fi-
nancial footing and slowly became a staple of credit card offer-
ings. (At its peak in 2000, premium volume was $1.5 billion;
25 percent of all credit insurance sold.)

Meanwhile, the installment lending world was trucking along
with the standard credit life and dis-
ability product set. Following a reg-
ulatory change in Arkansas in the
mid-1980s, First National Bank of
Eastern Arkansas proposed to offer a
debt cancellation product. It queried
the Arkansas Insurance Department,
“Will you regulate this product as in-
surance?” The first response was no,
but the department reconsidered and
declared its intent to regulate the

product as insurance. 
The bank sued the commissioner. It

won the case in circuit court and in the
subsequent appeal to the 8th Circuit U.S.
Court of Appeals. The U.S. Supreme Court
chose not to review the case. The courts

ruled that debt cancellation contracts were
a banking product, and that federal law pre-

empted state insurance laws. A few
banks quietly took advantage of the con-
cept. 

Without fanfare, Providian Bank be-
gan to replace credit insurance on its
credit cards with debt protection prod-
ucts in the early 1990s. Advanta Bank
followed in late 1994 on its credit cards.
Advanta challenged the state insurance
structure head-on by introducing the
product in New York, Pennsylvania,
and Texas—states that had the most re-
strictive credit card credit insurance
rules. There were few, if any, objections.

Several banks requested further rul-
ings from the OCC in the 1990s. In the rulings, the OCC re-
confirmed the 1964 rulings, expanded the concept to the con-
tingencies of disability and involuntary unemployment, and
opened the door to any risk affecting a borrower’s ability to re-
pay debt. It expanded the protection possibilities by recogniz-
ing debt suspension/deferment contracts that froze the debt.

In 1998, the rumors started: “Citi’s going debt suspension;
Citi’s going to do it.” In January 1999, Citibank released Cred-
it Protector in 48 states, and the rush was on. In 2002, virtual-
ly all new credit card solicitations contain an offer for debt pro-
tection products, not credit insurance. The entire focus is on
the involuntary unemployment protection. The offer is based
on “Protect Your Credit Rating.” Death protection, to the extent
it’s offered, is the last in the list of benefits.
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Anything but Insurance

Meanwhile, the installment lending world trudged along with
its separate offerings of single-premium credit life and disabili-
ty insurance. Enthusiasm for the offerings dropped steadily. Lend-
ing representatives disliked asking health questions and telling
long-term customers that they were beyond the maximum age.
Consumer advocates criticized the product. Automobile deal-
ers’ “finance-and-insurance” offices, once a primary producer of
the product, morphed into “finance-and-anything-but-insur-
ance” offices. Extended service
contracts, rust proofing, VIN etch-
ing, and other aftermarket prod-
ucts slowly took precedence in the
aftermarket offerings.

Real-estate-secured lending
began to dominate bank and finance company install-
ment lending. Lenders included single-premium cred-
it life and disability insurance as an option. These high-
dollar single premiums are added to the loan and
financed. Ultimately, this practice has been labeled a
predatory lending practice. North Carolina outlawed
financing single premiums, and a 2002 Federal Reserve
Board rule effective Oct. 1, 2002, effectively bans sin-
gle premiums on real-estate secured-lending.

Faced with the North Carolina change in 2000, Bank
of America directed its staff to start with a clean slate. De-
termine what protection borrowers wanted, what pro-
tections lending representatives supported, what protections
matched the bank’s mission, and what protections the systems
could process. Single-premium credit insurance for all loans
was off the list quickly; then credit insurance was eliminated
entirely. Health questions and age limits were on every group’s
hit list. From consumer focus groups, it became clear—a bor-
rower taking out a new loan has one primary economic con-
cern: “How am I going to make these payments if I lose my
job?” In spite of the lowest unemployment levels in 50 years,
borrowers had unprecedented concern about job loss; no em-
ployer or employee is safe today from changing technology,
changing corporate financial fortunes, or corporate acquisition. 

Bank of America’s final product set contained three pack-

ages; single and joint protection is available for
each package.
● Involuntary unemployment and accidental death
● Disability and accidental death
● Involuntary unemployment, disability, and ac-
cidental death

By late 2001, substantially all Bank of America
lending had converted from credit insurance to
monthly-fee debt protection products. Faced with
the Oct. 1, 2002, deadline, about 50 banks have
decided to convert to monthly-fee debt protection
products. A few have chosen to begin with a cred-
it life and disability look-alike product, but most
are moving to the Bank of America product set.
Additional banks are converting to monthly pre-
mium credit insurance initially but have scheduled
a later conversion to debt protection products. We

believe the ultimate product set for protecting debt will be in-
voluntary unemployment and accidental death.

In credit card products, the list of protected life-altering
events is growing diverse. Unpaid family leave was introduced
as a P&C insurance product and has been added to debt pro-
tection packages. Divorce protection has been added: If you be-
come divorced, the bank will cancel four monthly payments.
Skilled nursing homecare has been added: If you enter a skilled
nursing home, the bank will cancel your monthly payment for
up to 12 months. One subprime banker asked, “Can we can-
cel the monthly payment if your spouse is incarcerated?” We

all laughed a little, but she was se-
rious: “No, that’s a real problem
for our borrowers.” These are re-
al life-altering events that happen
to real people.

The bank has the ability to craft
a set of protected events for partic-
ular groups. For military personnel,
involuntary unemployment isn’t a
problem. Job relocation, unusual
medical situations, and other facets
of military life are unique and can
be protected by a specifically craft-
ed set of protected events.

The Answer Is “Both”

When these protected events are subject to insurance regulation,
are they life insurance or P&C insurance? As befitting our cur-
rent system of state regulation, get ready for 51 variations. All-
cause death is unique; it’s a life insurance product in all juris-
dictions. Disability insurance and accidental death insurance can
be either life or P&C. Involuntary unemployment insurance is
mostly P&C, but a growing number of states permit a life in-
surer to issue the coverage. Unpaid family leave is likely P&C,
but sometimes it’s a rider to involuntary unemployment insur-
ance. Divorce insurance has been approved in a few states as a
P&C product. No insurer filed a skilled nursing home credit
type product, but it would seem to be health insurance. And as
for spouse incarceration . . . who knows?

TERMINOLOGY

Debt Protection Products Credit Insurance

Cancels, Waives Pays

Contract, Addenda Policy

Fee Premium

Financial Institution Insurer

Protected Borrower Insured

Protected Event Contingency, Insured Event

Protection Insurance, Coverage
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The state-by-state variations in “life ver-
sus P&C” present problems for actuaries who
sign actuarial opinions of insurance compa-
nies or who provide the actuarial support for
policy filings.

Most credit insurance actuaries are life ac-
tuaries, or once were. Fundamentally, all of
the protected events can be analyzed using
P&C risk concepts. The pricing analysis for
the disability risk is to determine the fre-
quency of disability times the severity; sever-
ity is the monthly payment times the ex-
pected continuance of loss. For monthly
premium products, the whole reserving is-
sue is about loss reserves. Standard loss re-
serving techniques perform adequately.

Having mastered the disability risk, it’s a straightforward step
to the involuntary unemployment risk. Substitute the frequen-
cy of involuntary unemployment and the appropriate contin-
uance patterns, and the pricing is set to go. Unpaid family leave,
stay at a skilled nursing home, and other continuing monthly
benefit programs follow the same procedures. For programs
canceling the outstanding balance (death protection) or a fixed
number of benefits (divorce), the analysis becomes even sim-
pler, frequency times the benefit.

The concepts are straightforward, but the application pro-
vides challenges. While traditional actuarial modeling tech-
niques applied to historical patterns of death and disability are
sufficient, the involuntary unemployment risk demands dy-
namic modeling. Not only is the underlying risk capable of dra-

matic movements over short time periods,
national risk analysis may not work. Most
banks operate within a limited geographical
span; even the “national banks” tend to op-
erate in pockets scattered around the coun-
try. Community banks and credit unions pre-
sent a clear concentration of risk, as do most
automobile dealers. These concentrations of
risk pale in comparison to employer credit
unions. The first credit union to convert to
debt protection products, including offering
involuntary unemployment protection, was
the United Airlines Credit Union. Get ready
for some serious modeling.

There was a cute pizza commercial in Dal-
las about 10 years ago. Jerry Jones, owner of the Dallas Cow-
boys, was courting Deion Sanders. During a meeting, Jerry asked
Deion, “What do you want on your pizza, pepperoni or sausage?”
Deion said, “Both.” “Well, Deion, are you going to play base-
ball or football?” Deion said, “Both.” “Are you going to play of-
fense or defense for the Cowboys?” Deion said, “Both.” “OK,
Deion, what’s it going to take: $15 million or $20 million?”
Deion said, “Both.”

Are life or P&C actuaries best suited to price and reserve the
protected events of credit insurance or debt protection prod-
ucts? The actuarial educational system must make sure that the
answer is “Both.” ●

GARY FAGG IS A CONSULTING ACTUARY WITH

CREDITRE IN HURST, TEXAS.

Protected
Event

Debt Protection
Product

Glossary of Debt Protection Products and Credit Insurance (“You” is the borrower.)

Protection
Credit 
Insurance Coverage

Death or
Accidental
Death

Debt 
Cancellation “If you die, the bank cancels your debt.”

Credit Life

“If you die, the
insurer pays a
benefit equal to
your debt;
accidental death
coverage is not
permitted.”

Debt 
Suspension

“If you die, the bank waives your monthly
payments for x months.”

Payment 
Holiday

“If you die, the bank waives the
requirement to make a payment for x
months, but interest accrues.”

Disability
or 
Accidental
Disability

Debt 
Cancellation

“If you become disabled, the bank
cancels your monthly payment for up to x
months.”

Credit 
Disability

“If you become
disabled, the insurer
pays a benefit equal
to the required
monthly payment on
your debt;
accidental disability
coverage is not
permitted.”

Debt 
Suspension

“If you become disabled, the bank waives
interest and the requirement to make a
monthly payment for up to x months.”

Payment
Holiday

“If you become disabled, the bank waives
the requirement to make a payment, but
interest accrues.”


