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Consumer credit outstanding at the end of 2008 totaled $2.5339.1 billion (Federal Reserve Statistical Release),
cxcluding rcal estate sccured loans. Credit life coverage in force at the end of 2008 totaled $214.8 billion (CCIA
2009 Fact Book). Thus, only 8.4% ol consumer outstanding credit is covered by credit life insurance. Credit life
insurance as defined for insurance reporting purposes includes coverage for HELOC s but excludes coverage for
many closed-end real estate secured loans. So, while the comparison is not ideal it does indicate consumer
awareness that election of credit insurance is an option

Credit insurance can be cancelled. The purchase of credit insurance is optional. Existing law gives the borrower the
right to cancel at any time and get a refund of unearned premiuni. Industry practice. required by law in many states,
is to give a full refund within a “free look™ period of 30 days. Recent experience is that at some point 14% to 19%
of consumers electing credit life insurance subsequently voluntarily cancel the coverage (ACLI 2008 Fact Book).
This indicates both consumer awareness of the right to cancel and an ability to exercise the right.

Periodic consumer studies and surveys repeatedly demonstrate that credit insurance consumers are aware of the
credit insurance option, aware of their credit insurance election, aware of the cost. did not want to cancel. and would
likely purchase the coverage in the future. Some of these studies were undertaken by the Board. Indeed. the most
recent Board survey (Consumers and Credit Disclosures: Credit Cards and Credit Insurance, Thomas A, Durkin,
Division of Research and Statistics, Federal Reserve Bulletin, April 2002) validates consumer satisfaction, The
survey addressed installment, junior mortgage, and mortgage lending. Concerning credit insurance, the Board's
survey concluded, “With respect to credit insurance becanse the views of users and nonusers seem so divergent, it
seems impottant that the views of users be given sufficient weight in considering public policies in this area.
According to the views expressed by many users of credit insurance, eliminating this product by regulation could be
disadvantageous to them,”

Credit insurance continues to have its critics. Much of the cnticism is directed at the cost of credit insurance as
compared to ordinary term life insurance either by premnium rate or loss ratio. CCIA requested the attached actuarial
analysis (Yerm [nsurance Versus Credit Life. Christopher Hause, Actuarial Solutions, December 4, 2009)
demonstrating that credit insurance is compcelitive by cither measure. Creditl insurance is one rate [or all borrowers
regardless of age or underwriting risk characteristics.  In contrast, ordinary term life insurance is rated by age,
health, family history of discase, and other faclors. A young preferred risk (aboul 10% of the population) can
purchasec ordinary term life insurance at rates lower (han credit life. However, as the age and adverse underwriting
characleristics ol (he borrower increase, the premium rate [or credit life becomes increasingly competitlive, cven
cheap by comparison. Many, perhaps most, home cquily borrowers are above the age of 45, an age when uniform
credit insurance rates with few medical underwriting requirements arc a clear benelit 1o those secking life or
disability insurancc.

Given (he rising incidence of home foreclosurcs in this dour cconomic cycle, it's imporiant (o cmphasizc (hat credit
insurance docsn’( causc loreclosures, Particularly in (he subprime mortgage markel, many loreclosures have been
the conscquence of negligent and fraudulent loan underwriting.  In these situations the loan was doomied Lo {ail with
or without credit insurance.  Other home loan foreclosurcs resull from income disruptlions caused by death,
disability, and uncmployvment. Indeed, the consumer clection of credit insurance certainly precluded some
foreclosure actions.

Home ownership represents the largest investment most consumers will ever make. Yet. how do consumers protect
themselves from foreclosure in the event of death. disability. or unemplovment? Absent abundant savings. the
answer is insurance or other similar protection. Credit insurance is one of the insurance options. Debt cancellation
and suspension coverage is another option. Public policy should encourage the purchase of coverage to protect
home equity. and facilitate that purchase by recognizing the need for mamny consumers to finance the premiunm
charge.

CCIA does not oppose the proposed HELOC disclosures at application, account opening, and for
periodic statements.

The Board is proposing format, timing. and content changes to model and sample forms applicable to HELOC
account applications. account openings. and account periodic statements. The account application and opening
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forms provide for “fees™ and segregate “required fees™ and “other fees.” Credit insurance and debt cancellation and
suspension products arc 1o be gencrally described in the context of these form disclosurcs. These disclosures are
adequate for the purposc. Specific information is disclosed in conncetion with scparale credit insurance and debi
cancellation and suspension forms being proposed in Docket R-1366 for which CCIA filed comment. Whether or
not credit insurance or debt cancellation and suspension coverage was required, the periodic statement proposed
format would disclose the charge under a separate heading titled “fees.” While CCIA supports disclosure of charges
for credit insurance and debt cancellation and suspension charges, we necessarily defer to the lenders as to systems
and process changes that may be required to implement the proposals.

CCIA supports use of the term “required” in connection with insurance requirements. CCIA
questions whether the Board is newly enabling creditors to require credit insurance or debt
cancellation and suspension products.

The Board is proposing to require use of the term “required” if credit insurance or debt cancellation and suspension
coverage 1s. in fact, required as part of the HELOC plan. This requirement is said to conform to the requirement
already adopted for open-end. not home-secured credit. However, the long-standing rule has been that a creditor can
require insurance but cannot require insurance be purchased from the creditor, In practice. a consumer would assign
benefits from an existing insurance policy or newly obtained policy to the creditor, Since the typical credit
insurance consmner has little or no other comparable insurance, credit insurance offered by the creditor may become
the convenient and cost effective default option. Is the Board proposing that a creditor can now require credit
insurance or debt cancellation and suspension coverage from the creditor? Board discussion of various disclosure
proposals repeatedly makes reference to required credit insurance and debt cancellation and suspension coverage.

The Board carlier asked whether voluntary credit insurance and debt cancellation and suspension charges should be
included in the HELOC finance charge calculation, Under the current rule the incidence of credit insurance being
used to satisfy an insurance requirement is rare.  Inclusion would devalue the distinction between required coverage
and voluntary coverage. Abscnt the distinction, there may be an incentive for the creditor 1o require the (raditional
insurance, credil insurance, or debt cancellation and suspension coverage.

Nevertheless, CCIA supports disclosing a distinction between required and voluntary coverage 10 consumers.

CCIA supports retention of the ability to pass on preminm rate increases to credit insurance
consumers, and extending the ability to include fee increases for debt cancellation and suspension
coverage,

The Board has decided (o lcave rule §226.5b(0)(3) unchanged as it applics 1o a creditor being able 1o pass on any
voluniary credit insurance premium increase,

Credit insurance premium ralcs are regulated by slalc insurance departments and periodically revicwed as 1o
rcasonablencss in relation to policy benelits.  This review often results in a required premium rate adjustment.
Required adjustments arc applicable 1o existing open-cend credit insurance programs.  Credil insurance wrillen in
conneclion with HELOC s is an open-cnd monthly premium payment plan.  Compliance with stale insurance
regulations requires implementation of premium rate adjustments. Thus, CCIA supports retention of the Regulation
Z authorization to implement premium rate increases.

CCIA also supports extending to creditors the ability to pass on fee increases for debt cancellation and suspension
coverage. Debt cancellation and suspension coverage plans written in connection with HELOC s are similar to
credit insurance in some respects. Both utilize actuarial projections of expected consumer benefits in determining
the appropriate plan charge. Both utilize a monthly payment plan. Both periodically review experience to
determine whether plan pricing needs to be adjusted. Accordingly. debt cancellation and suspension plans should
similarly be enabled to implement fee increases for existing accounts.

In closing. CCIA is committed to providing accurate information on credit insurance and debt protection products.
To that end. the association and its members offer any assistance required to formulate a Board website to help
consumers understand both the products and their rights. Additionally. we request that the CCIA website at
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