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CHAPTER I
INTRODUCT ION
THE SIGNIFICANCE OF LIFEZ INSURANCE

Insurance touches the lives of a very large percent-
age of the American population. If the life insurance con-
tracts in force in the United States at the present time
were equally distributed among all of the people of the
Nation, it would provide more tlian one thousand dollars
protection on the life of every individual.l Like our
national wealth and national income, life insurance is not
distributed equally among all of the people; a few people
hold several contracts and many people have none. liany of
those who are not insured themselves are beneficiaries of
policies written on the lives of others and are, therefore,
interested in the subject of insurance. It 1s difficult to
visualize that only 150 years ago the total number of life
insurance policies in the United States, exclusive of annu-
ity contracts, did not exceed one hundred.2

Although the principle of fraternalism, or helping a

brother in time of trouble or need, goes back to the very

1., "Life Insurance Aggregates,"

Spectator, CLVI
(September, 1948), 34-35.

2, Solomon S. Huebner, Life Insurance (New York: D.
Apple ton-Century Co., Inc., E 1923 ), p. 4.
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beginning of man's existence, it was not until about 1840
that life insurance began to be accepted as moral and not
"a ginful speculation in human life."5

Man, as well as all forms of animal 1life, is pos-
sessed with an urge or a will to live. Nevertheless, he is
exposed to many serious hazards that make it impossible for
him to foretell or prevent their occurrence. To protect
himself against a large or complete financial loss when mis-
fortune strikes, he bears a small portion of the losses of
other individuals who reciprocate if, and when, his loss
occurs. The individual transfers his risk to an lnsurance
company by the purchase of a contract of insurance. The
company, in turn, transfers its risk by spreading the prob-
able losses over a large number of persons. This number,
however, must be large enough that the number of claims
expected, in a given period of time, can be estimated with
some degree of accuracy. Insurance today involves the accu-
milation of large sums of money to be held in reserve over
long periods of time, and at the same time, it is payable
"on demend" at the maturity of an insurance contract. To
protect these long-term investors and contract holders, it is
necessary thabt certain legal supervision be given by the

various branches of government.

3. Joseph B. Maclean, Life Insurance (New York:
McGraw-Hill Book Co., Inc., 1945), p. 511.




It is the purpose of this thesis to present a dis-
cussion of the history and development of the fraternal
beneflciary societies, which make up one of the few dis-
tinct types of organizations that offer protection from
financial loss resulting from physical disability or pre-
mature death. Chapter II will give a brief resume of the
age-old principle of fraternalism, or brotherhood, from
pre-historic times to the present. A general history of
fraternal life insurance organizations in the United States
will make up Chapter III. A study of the fraternnl insuar-
ance law of the State of Kansas, including state regulation
and some of the major court decisions, will be discussed in
Chapter IV. Chapter V will give some of the present-day
benefits, other than cash insurarce protection, that are
provided by the fraternal benefit soclieties.

It is not the purpose of the author to influence
public opinion on the subject of 1life insurance, but merely
to present the facts as they are found to be recorded by
reliable insurance sources. Such public records as the

Laws of Kensas, Reports of the Supreme Court of the 3State

of Kansas, and the Annual Reports of the Comnissloner of

Insurance of the State of hansas have been helpful. kaga-

zines and newspapers published by the fraternal benefilt
societies doing business in this State have also been

consulted.



The "old-line," legal reserve life insurance com-
panies offer insurance protection of another type. This
plan of insurance will be discussed incidentally and only
as its significance has direct bearing on the fraternal
plan. There is also a great amount of insurance conducted
by the United States Government on the lives of those who
have given military service in the time of war, and a small
amount of assessment insurance in effect today. Neither of

the last two types will be included as a part of this study.



CHAPTER II
THE BACKGROUND OF FRATERNALISM

Present-day lodges, societies, associations, clubs,
fraternities, and other organized groups are based on the
fraternal principle of brotherhood which can be traced
back to the very beginning of man's existence. Over one-
half of the adult population of modern America are members
of one or several societies where they are able to act and
dream of the mystic days of yore.

In 1927, Charles Merz wrote that, of the sixty mil-
lion adult people in the United States, about thirty million
of them were members of one or more of the 800 different
secret orders existing at that time. He said,

« « o half of us have a watch-charm and a counter-
sign. We are the world's greatest joiners.

« « « We join the Gideons and Rotarians [eted] . . .
to say nothing of almost innumerable country clubs
and luncheon groups and motor clubs and discussion
groups for the prevention of this and the achieve-
ment of the other. All this is above and beyond
the 30 million. The 30 million includes only mem-
bers of those bona fide secret orders with a ritual
« «» It includes members of vast organizations like
the Woodmen and the Knights of Pythias and the 04d
Fellows and the Daughters of Rebekah, each of which
carries on its own roster more than half a million
members. . » o Lt includes organizations like the
Elks and the {oresters and the Modern Ordsr of White
Mahatmas. . .

1. Charles Merz, "Sweet Land of Secrecy," Harper's
Magazine, CLIV (February, 1927), 329.



The plcture in America today is little different
from that of twenty years ago. The 1947 World Almsnac

lists nearly one thousand "Assoclations and Societies in
the TUnited States."2 These include learned societlies, pro-
fessional associations, religious bodies, fraternal organi-
zatlons and patriotic socleties, as well as many business,
labor, farm, consumer, and other groups. The same reference
gives over two hundred and fifty college and professional
fraternities and sororities, honorary and recognition soci-
eties, each bearing Greek letter names.3 The oldest Greek
letter fraternity, Phi Beta Kappa, dates back to 1776, when
it was first organized at William and Mary College,4 but
more than two-thirds of these two hundred and fifty Greek
le tter societies have been organized since 1900, Not all
of these groups are secret societies but they are backed by
the same principle of mutual aid to their members.

Once or twice each month the members of these secret
orders climb a flight of stairs and confront a door guarded
by some High Lord or ILady Something-or-Other. After a
series of knocks and pauses, the countersign is exchanged

with a uniformed guard and the door swings open to admit

2. World Almanac (New York: New York World Tele-
gram, 1947), pp. 352-366.

3. Ibid., pp. 340-344.
4, Ibid., p. 340.
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them to a never-never land where they cease to be citizens
but become knights, monks, priests, vikings, princes, or
other imitative personalities out of the past. Some groups
take on animal characteristics and become Elks, Beavers,
Serpents, Goats, or Eagles. Long passages of ritual are
often memorized by the members and repeated back in initi-
ation and routine ceremonies. Ritualistic procedure pre-
vails at all of the meetings, which are held behind closed
doors.

Many associations or societies are not necessarily
secret orders but are basically fraternal in nature. From
the definition of the words, fraternal, which according to
Webster, means "pertaining to or involving brethren," and
fraternity meaning a "body of men associated for their com-
mon interest, business or pleasure," an attempt is made to
understand the significance of some of the institutions in
our present society. Many institutions built on this prin-
c¢iple of brotherhood play an important and influential role
in our American way of life. To the young man at college,
his fraternity is almost a sacred institution. To the work-
ing man or woman, the ties of fraternal associations provide
many satisfactions that serve to further the realization of
hﬁman wishes. The ties of brotherhood become deeply embedded
in the hearts of the individuals who participate in organi-
zations seeking to further their own individual interests

and the interests of their particular group.
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Many groups are organized for social reasons, alone;
others for business purposes; and still others for the insur-
ance features which are characteristic of many lodge groups,
and which is the point most frequently stressed.
A fraternal society in modern America is described,

according to the Encyclopedia Americana, as follows:

A fraternal society is a brotherhood of members
bound together by its fraternal bond of union. It
is organized and carried on for the sole benefit
of its members and their beneficiaries. It operates
on the lodge system, and uses a ritual in the meet-
ings of its lodges and the initiation of 1ts new
members. It has a representative form of govern-
ment, in which the management 1s responsible to the
members for the faithful performance of their duties.
It is governed by its constitution and laws enacted
by the representatives of its members, and it fur-
nishes its members, in all the Staetes, with protec-
tion in case of death, and in many of the States
with protection in case of disability resulting from
illness, accldent and o0ld age after the expectancy
of life, gnd in some States with still more liberal
benefits.

The principle of brotherhood dates far back into pre-
historic times when groups formed types of cooperatives
joined by the bonds of sympathy, of common pleasure, of com-
mon sorrow, or of need. Blood brotherhood is a very primi-
tive custom. Families joined together to protect against
their common enemies. Primitive peoples bound themselves
together for many reasons: to cement existing bonds of com-
radship, for commercial purposes such as the exchange of

meat or vegetable olls, for the purposes of protection while

5. Encyclopedia Americana, 1941 edition, XII, 24.




traveling in a strange country, or to circumvent justice
and protect against the personal and political aims of the
tribe chiefs.

In the history of the Keltic peoples, for a period
of about 600 years, ending 52 B. C., when the united Gauls
surrendered to Julius Caesar, there is to be found a record
of a very powerful fraternity. Wigmore describes this

fraternity as a

very unlque professional class which combined the
functions of priest, magician, teacher, physician,
historian, bard, and jurist. . . . their knowledge
was transmitted solely by memory, not by writing;

« « . The Druids! power lay, not in physical or
political force, but in their influence as priests
of religion and magic; . . . The judgments of the
Drulds were enforced by thelr own magic powers;
they excommmunicated the disobedlent, and their
solemn curse was the deepest dread of the Kelts.

. . . . . . 3 . . - . . . . . . . . . . . . .

The Druids, as prilests, presided at the sacri-
fices; and in Pagan Gaul at least there were human
sacrifices. B&nd thils practice led to their polit~
ical downfall. . . . [[he Roman rulers] a few years
after the Conquest, in the first century A. D., not
only suppressed the religion of the Druids,sbut
exterminated the entire fraternity itself.

The suppression of the fraternity in one land did not
completely abolish it, for the same author goes on to say

that the Druids sprang up again in Wales and Ireland before

6. John H. Wigmore, A Panorama of the World's Legal
Systems (Washington, D. C.T ~Washington Law Book Co.,
1936 ), pp. 665-669.,
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800 A. D., and the precedents and rules, which they had
handed down from memory, were reduced to writing.7
Many united groups have been suppressed by rulers
or governments but it has never had the effect of destroy-
ing fraternalism or even checking its growth for very long

periods of time. The following quotation illustrates this
poin‘b .

Rome had her trade unions, and her religious con-
trafraternities devoted to the service of her gods,
and her social clubs, and was compelled to legislate
for their regulation. Contributions to a common
fund for the assistance or burial of their needy mem-
bers was then as now a familiar feature. The down-
fall of Rome scarcely interrupts the story. FPhenix-
like, they arose out of the ashes of her empire when
her distant provinces degeloped into the industrial
states of modern Europe.

The practice of collecting fees, or dues, from the
membership is not a modern characteristic, but it is one
that always accompanies fraternal association.

. « «» The Greeks, when their civilization dominated
the world, had societies of a semi-religious nature
which rendered financial aid in time of sickness,
and paid burial benefits. Similarly, in the days
of the Roman Empire, there were societies that col-
lected regular dues. The funds thus created were
used to provide suitable funerals for members,gand
also for periodical feasts and extravagances.

7. Ibid., p. 6921.

8. Lester R. Zartman, Yale Readings in Insurance,
Life Insurance (New Haven, Connecticut: Yale University
Press, 1909), pp. 134-135. (Reprinted with additions from
"yYale Insurance Lectures, Life," by Walter S. Nichols.
Pp. 162-183.)

9., National Fraternal Congress of America, Fraternal
Life Insurance (Indianapolis, Indiana: Insurance Researc
and Review Service, [ 1943 ), p. 18.
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Many groups received theilr fraternal satisfaction
from their efforts toward serving others. Examples of this
type are found in the following quotation:

Fraternities were] religious societies for the pious
practices and benevolent objects. They were often
formed during the Middle Ages, from a desire of
imitating the holy orders. From the Twelfth to the
Fifteenth Century nothing was considered more meri-~
torious than to form and belong to such orders. The
laity, who did not wish to pronounce the monastic
views, entered into associations in order to gain
some of the advantages of the religious even in their
worldly life. These societies were first formed
without any ecclesiastical interference, and on this
account many of them, which did not obtain or did not
seek the acknowledgment of the Church, had the appear-
ance of separatists, which subjected them to the
charge of heresy. The pious fraternals which were
formed under the direction of the Church or were
acknowledged by it were either required by their rules
to afford assistance to travelers, to the unfortunate,
the distressed, the sick and the deserted, on account
of the inefficiency of the police, and the want of
institutions for the poor,lar to perform certain acts
of penlitence and devotion.

" The Fratres Pontifices, in Tuscany, established them-
selves on the banks of the Arno River to assist travelers
in crossing. Other societies built bridges and hospitals,
or kept roads in repair. The Brothers of the Christian
Schools were "a fraternity founded near the end of the Sev-
enteenth Century, . . . they have been of great service in
the cause of elementary and secondary education in France,

fN]8
and other Eurpoean countries.”

10, Encyclopedia Americana, 1941 edition, XII, 24.

Lo clh et e
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The Inns of Court, in England, contributed to the
development of the Anglican Legal System. According to the
description given by Wigmore:

. « o These inns had begun early in the 1300's;
they were the guilds of lawyers that grew up around
the courts at London. Only four now survive--
Lincoln's Inn, Gray's Inn, Inner Temple, and Middle
Temple; the last two were so called from occupying
the old quarters of the rnights Templars. But
there were fourteen or more in all, at the height
of their activity, and there were proba?%y some

two thousand members in all, each year.

The Knights Templars, referred to above, were a reli-
gious and military order, established in 1148 A. D., for the
protection of pilgrims and the Holy Sepulcher, Their name

is associated with the fact that they occupied quarters next

13
to Solomon's Temple.

A brotherly association of a little different type
is also found in English history. A brief description is

given here:

In towns and wealthier villages, many gilds-~
not merely the craft gilds--helped to organize pag-
eantry and merriment. On every possible occasion,
national or local, men rejoiced in solemn proces-
sions, of which the Lord Mayor's Show and the King's
opening of Parliament are today among the few sur-
vivors. In those times, before it was easy to
invest one's savings, much money was spent on splen-
dour. . « . The gilds, from which priests were
generally excluded, represented the growing intel-
ligence and initiative of the laity. But they were

12. Wigmore, op. cit., pp. 1064-1065.

13, Merriam A. Webster, Webster's Collegiate Diction-
ary (Springfield, Massachusetts: G. & C. Merriam Co.,
1941), p. 1026.




permeated, as was most of 1life and thought, by
religious ideas. . . . len combining in a gild
for a benevolent, a useful, or even a convivial
purpogse liked to give a religious tinge to their
proceedings and to invoke a saint's blessing on
their associlation.

Besides the maintenance of a chantry, a schinol,
an almshouse or a bridge, one of the chiel activi-
ties of gilds was the staging of Miracle Plays . . .
Such plays were very vpopular in the Fifteentn Cen-
tury, and taught versions of the Bible stories,
and many legends besides, i? an age when the Bible
as a book was known to few. 4

The gulilds of England became too powertul to plsase
the reigning fawilies and treir prooerty was ¢ aflscated
by such rulers as Henry VIII and Edward VI, in ..« Six-
teenth Century. Under Queen Eligabeth's rule, no one could
pledge allegiance to his town, his club, or his guild. His

supreme devotion was demanded by his Queen.

H

Under the guise of "friencly socleties," however,

fraternalism sprang up again and many of these orders still

exist today.

By 1801, there were more than five thonsand
friendly socleties operating in England and regis-
tered under the Friendly Societies Act of 1793,
Obviously, most of them were very small organiza-
tions, serving residents of limited geograpilcal
areas., It 1g interesting that aoproximately fifty
societies formed before 1800 are still doing a
prosperous business in England, many of bthem in
cooperation with the government "social" insurence
schemes. Three of the English societies, two of
taem of Huguenot origin, date respectively to 1703,
1708, and 1712. A yet older society, fonnded in
1687, was in existence until a few years ago.

1l4. G. M. Trevelyan, knglish Social History (London,
New York, Toronto: Longmans, Green & Co., 1942), pp. 88-89.
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Scottish reglisters reveal even older cases. The
date of the earliest soclety--the Incorporators

of Carters in Leith--is given as 1555, and two
other societies are shown to have been founded in
1634 and 1670. On the Continent, the idea of the
friendly or fraternal society seems quite ancient,
and formation of some societies in England in the
latter part of the Seventeenth Century was the work
of refugee Huguenots. As respects the "insurance"
feature, it is worth noting that the Continental
practice tended to benefits "in kind," e. g., med-
ical, hospital, dental treatment, etc., and especi-
ally to the inclusion of the dependenig of the
insured in the scope of the benefits.

Walter S. Nichols, writing in the early 1900's,
gives further information about the British friendly soci-
eties and their work.

As the power of the guilds declined they were
succeeded by the modern British friendly societies,
from which our own have been largely patterned,
Members chiefly from the working class united for
mutual aid in sickness and for funeral benefits,
through contributions to a common fund. They recog-
nized the distinctly insurance character of their
work and sought to frame scales of moneyed contri-
butions which would be adequate. But they knew
little of the principles of insurance, and their
frequent disastrous failures at last attracted the
attention of the British Parliament. . . . Attempted
legal reforms were strongly resisted for a while by
the members, and it has required nearly a century
of legislation to place the friendly society system
of Great Britain onlghe comparatively sound basis
where 1t now rests.

Fraternalism came to the United States with the
Colonial settlers. Freemasonry was brought into New Jersey

as early as 1728, and had established itself in all of the

15. Charles D. Dunne, "Fraternal Insurance," Kansas
Workman, IXVI (January, 1948), 1.

16. Zartman (quoting Nichols), op. cit., pp. 134-135.
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original Colonies before the Revolution. The Improved
Order of Red Men was founded in 17'71.18 "In its first
patchwork form 0dd Fellowship came from England early in
19

the 1800's." These lodges offered benefits "in kind"
and did not then, or do not now, offer any plan of life
insurance to the membership. They did, however, establish
homes for their aged members and homes for orphans. Areson
and Hopkirk say that

the first fraternal order orphanage [in the United

States] was founded in California by the Masons in

1850. . . The next date in fraternal circles is

that of the Jewish Orphan Asylum of the Independ-

ent Ordegoof B!Nai B!'rith founded in New Orleans

in 18655.

These early orders were followed by numerous new
societies, some patterned after those of the past and others
one hundred per cent native and strictly modern. The start
was usually modest; sometimes it was elaborately planned to
compete against all similar orders. Many of them failed,

but the competition never ceased because new ones continu-

ously sprang up.

17. Merz, op. cit., p. 329.

18. Dunne, loc. cit.

19. Mers, op. cit., p. 330.

20. C. W. Areson and H. W. Hopkirk, "Child Welfare

Programs of Churches and Fraternal Orders,” Annals of the
American Academy of Political and Social Science, CXXI

TSeptember, 1925), 85.
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The Ancient QOrder of United Workmen, organized by
John Jordan Upchurch, in 1868,21 was the first fraternal
benefit society in the United States to include a plan of
life insurance providing a cash payment at the time of the
member's death. This incorporation of fraternalism and

life insurance has had a significant role in the lives of

millions of American people during the past eighty years.

21. Charles K. Knight, Advanced Life Insurance (New
York: John Wiley & Sons, Inc., |c 192§ ), p. 370.




CHAPTER III
FRATERNAL INSURANCE IN THE UNITED STATES

A brief survey of life insurance in the United
States prior to the time fraternal insurance was first
written, will serve as a background and will assist in a
better understanding of some of the problems confronting
all underwriters.

The early systems of 1life insurance were developed
in Great Britain; however, few of the British forms were
readily accepted in the United States. The greatest growth
in the life insurance business has been witnessed since the
Civil War. The first corporation organized in this country
for the purpose of paying ben~fits on the occurrence of
death was the Presbyterian ilinisters! Fund, (1759) which
provided for grants to the families of the ministers of
the Presbyterian Church in the event of the minister's
death.1 This corporation, in an improved form, nas sur-
vived to the present time. During the remainder of the
Eighteenth Century, several insurance companles were organ-
ized, but few policies were written, and these were written

only for short periods, or terms; they were not whole-1life

contracts. The first commercial life insurance company in

1. Joseph B. Maclean, Life Insurance (New York:
MeGraw-Hill Book Co., Inc., 1945), pp. 506-507.
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the United States was the Pennsylvania Company, which was
2
established in 1812,

Several other companies were organized during the
early part of the Nineteenth Century. These were joint-
stock or "proprietary" companies, and there were a few
mixed companies, but no mutual companies came into existence
until the 1840's. Dawson describes the early insurance
business, as follows:

Prior to 1835, what life insurance there was in

the United States was purveyed either by ultra-
venturesome and not very sound British companies or
by the Massachusetts State Hospital Life Insurance
Company (a stock corporation using its profits in
part to maintain a hospital), the New York Life and
Trust Company, the Girard Annuity and Trust Company
of Philadelphiaz and two or three other similar com-
panies which supplied life insurance at very high
rates, as a "side line."

These concerns did so little life insurance busi-

ness that in 1835 one of them successfully opposed
the chartering of a new stock company in New York
on the ground, based upon its expegience, that there
was not enough business to divide,

Maclean attributes the slow beginnings of 1life insur-
ance to the fact that there was no public knowledge or

demand for it, the country was in an undeveloped condition,

2, Charles K. Knight, Advanced Life Insurance (New
York: John Wiley & Sons, Inc., [c 192§ ), p. 2.

3, M, M. Dawson, "Mutualization of Life Insurance
Companies," Annals of the American Academy of Political and
Social Science, IXX (March, 1917), 64-65.
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the arbitrary premium rates were very high, and the terms
of the policies were very severe.4

The first company to operate on the mutual plan was
the Mutual Life Insurance Company of New York, chartered in
1842.5 Its charter required that the actual business of
issuing policies should not be started until the company
had applications for at least $500,000 of insurance.

The principal features of the company which dis-

tinguished it from the stock and mixed companies
were that the policyholders were entitled to share
in the management of the company through the elec-
tion of directors and that all profits belonged to
the policyholders.

This new plan started by the Mutual Life Insurance
Company of New York, inaugurated a period of participation
and "from this time down to the close of the Civil War,
practically all of the life insurance was written on a par-
ticipating basis.”

The foolish prejudice that life insurance was "a sin-
ful speculation in human life" was beginning to disappear

8
about 1840, and this fact, together with the education of

the public in the benefits of insurance protection and the

4, Maclean, op. cit., p. 508.
5. Ibid., p. 512.

6. Loc. cit.

7. Knight, op. c¢it., p. 2.

8. Maclean, op. ¢it. p. 511.
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more reasonable rates that were being offered by the mutual
companies, stimulated expansion of the business. Between
1840 and 1850, many companies were organized, nearly all
of them on the mutual plan. Maclean says, "Many of these
were organiged on unsound lines, and, . . . many soon dis-
appeared."9 A few of the companies started about this time,
however, have succeeded and "have been growing rapidly until
the larger 'legal-reserve! or 'old-line' companies now rank
among our largest financial institutions."lo They have
gone through periods of trial and error, to be sure; they
have faced wars, epidemics, and economic depressions, as
well as governmental investigations and legislation, but
they have gained the confidence of the people and the sale
of insurance has Incregsed substantially and consistently
for over a century. This position of high esteem was not
gained, however, without having left a record of financial
loss to many policyholders and investors. According to one
author:

« - o Of the seventy=-one old-line life companies
reporting to the New York Insurance Department in
1870, forty-six ceased doing business by the year
1880, . . . only four of these companies reinsured
in companies that remained solvent, and only ten
of the companies failing paid their liabilities in

full. None of t hese failures were due to an excess-
ive death rate; they were due to excessive expenses,

9. Ibid., p. 513.

10. Knight, op. cit., p. 3.
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losses on Ilnvestments and inability to maintain the
statutory reserve,

Stevens, writing in 1900, also gives a plcture of
the failures of "old-line" companies about this time:

In a published 1list of 89 legal reserve life

insurance companies reported as having failed in
the last fifty years, 7 of them went down between
1849 and 1860, . . . In the following decade--that
in which the Civil War took place--there were
reported 14 similar failures, . . . and between
1870 and 1880, a period which produced a panic and
five years of depression in business, there were
64 reported failures in legal reserve 1life insur-
ance, with assets amounting to $87,498,000.1%

Inefficiency and ignorance of the proper methods of
premium and reserve calculations, laxity in the selection
of'risks, dishonesty of the personnel, and other practices
of an unsound nature, naturally, shook the confidence of
the public and led many people to doubt the advisability of
risking an investment for benefits to be received far in the
futurs.

It was conditions such as these, plus a desire for
cheaper insurance for the workingman, that prompted John
Jordan Upchurch to incorporate life insurance with frater-
nalism. Mr. Upchurch was employed 1in the shops of the

Atlantic and Great Western Railroad and was a member of a

1l1. Olaf H., Johnson, Conversion of the Fraternal
Society into an 0l1d Line Company [Wadison, Wisconsin: Demo-
crat Printing Co.:|1926, P. 8. (Quoted from "A Review of
Life Insurance," by John A. McCall, 1898).

12. Albert C. Stevens, "Fraternal Insurance,"
Review of Reviews, XXI (January, 1900), 60.
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fraternal organization known as the ILeague of Friendship,
Mechanical Order of the Sun, and "as this league passed
out of existence the Ancient Order of United Workmen was
organized under plans proposed by Mr. Upch.urch,"l3 in
Meadville , Pennsylvania, in 1868, Several authors, includ-
ing Stevens,14 say that Mr. Upchurch was also a Freemason.
A strong spirit of fraternalism is revealed in the consti-
tution of this new order, which included as one of its
objectives:

To unite all mechanics and mechanic's helpers

and those regularly employed in any branch of the
mechanical arts so that they may form one united
body for the defense and protection of their inter-
ests against all encroaghments and the ?levationlgf
labor to that standard it 1s justly entitled to.

The by=~laws of the organization also provided for a
ritual and a lodge system similar to other fraternal socie-
ties of the day, but little was said about 1life Iinsurance
benefits, except a provision included in the constitution
which provided that, when the membership numbered one thou-
sand, an insurance feature should be created and a policy

issued, "securing at the death of a member insured not less

than $500, to be paid to his lawful heirs."®

13, Frank B. Mallett, "A., Ou.U. W. Founded by J. J.
Upchurch," Kansas Workman, LVIII (April, 1940), 1.

14. Stevens, op. cit., p. 61.

15. Mallett, loc. cit.

16. Knight, op. cit., p. 370. (Quoting Article XVII
of the Constitution of the order.)
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About a year after the society was organized, in
October, 1869, the by-laws were amended and an "Insurance

Article" was included which

provided that each member should contribute $1 to

an Insurance fund of the subordinate lodge and that
upon the death of a member the funds of all the sub-
ordinate lodges should be used to defray funeral
expenses, the remainder of them, if any, to be "prop-
erly and judiciously applied for the benefit of the
family or heirs of the deceased." The entire benefit
was to equal in dollars the number of members who had
contributed, . . . Then as soon as a death occurred,
another $1 was due from each remaini&g member in
order to prepare for the next death.

The first payment of such a benefit, and the very
beginning of fraternal insurance in the United States, was
made by the Ancient Order of United Workmen, to the widow
of Warren P, Lawson of Jamestown, New York, in 1871. The
fund amounted to $265, which indicated that there were 265
contributing members.18 As the membership of the orgeniza-
tion grew, it was agreed to limit the amount of payment on
any one death claim to $2000.

The business of the society was handled by the mem-

/
bers themselves. They were elected for the various duties
by democratic vote, the "post-mortem assessments" were
thought to be sufficient to pay the death claims, no profits
were to be accumulated, and the members "carried the reserve

in their pockets."

17. Ibid., pp. 370-371.
18. Mallett, loc. cit.
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This plan for greater privileges and opportunities
for the workingman, with the provision for life insurance
protection for his family at a rate he could afford to pay,
had a special appeal to those who had never been financially
able to buy insurance of any kind before that time. Many
long-established fraternal organizations amended their char-
ters to include the insurance feature. New societies were
created by the members of the same race, the same national-
ity, the same religion, the same trade or profession.
Stevens indicates how rapidly they sprang up when he says
that, between 1868 and 1879, thirty-four assessment benefit
secret societies made thelr appearance. He also gives the
following figures for the next two decades: Between 1880
and 1890, the birth of thirty-six similar organizations was
recorded; and between 1890 and 1899, seventy-four were
formed or became mutual beneficiary orders.

The term "old-line" became attached to the plans of
insurance that were in use prior to the inauguration of
fraternal assessment insurance,zo and has been generally
used by insurance authors when reference is made to level
premium or legal reserve companies, but not to fraternal

insurance.

19. Stevens, op. cit., pp. 61-62.

20. H., A. Lachner, Metropolitan Life Insurance Co.,
New York, Personal Correspondence, April 6, 1948.
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The reasons for the rapid growth of fraternal insur-
ance at that time, according to Knight, were: (1) numerous
failures among the "old-line" companies in the 1870's, (2)
low rates offered by the fraternals, (3) the disappointment
of many "old-line" policyholders when the extravagant divi-
dend estimates failed to materialize, and (4) the widely-
spread impression that reserves were unnecessary and likely
to be mismanaged.21

These societies provided entertainment in the form
of lodge meetings and this attraction encouraged member-
ship for the social benefits. The organization usually
consisted of one parent society, with its constitution and
by-laws, and under it were numerous subordinate local branch
societies, termed "lodges." These local societles were cre-
ated by the parent, from which they received their charters
and right to exist. They were governed by its constitution
and laws which it lald down. In all questions of dispute
the parent society had final jurisdiction. The local lodge,
while it had separate existence as a society itself,
remained subject to the parent society, of which it was a
part. The parent society was sometimes known as the supreme
lodge, and it was made up of representatives from the grand

lodges, each with its local lodges. The membership of the

21. Knight, op. cit., p. 371.
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society as a whole was thus made up of the members of the
various local lodges.

The government was purely democratic, every member
was entitled to a vote in the local society and thus a voice
in the selection of the rulers and in meking the laws for
the whole. Initiation rituals and ceremonies were a common
feature. Funds for the insurance feature were collected by
the local lodges and turned over to the officers of the par-
ent society, by whom the insurance business of the whole
society was managed. Sick benefits, or benefits "in kind,"
were collected and managed by the local lodges. Funds for
such activities were usually collected as "dues" or initia-
tion fees. The fraternal features of the societies, apart
from the insurance work, were chiefly confined to the local
lodges, where the individual members met for business and
social purposes, and where the spirit of fraternity was
fostered.

These socleties were sometimes organized under the
corporate charters granted by the states and sometimes they
were voluntary associations. Most states now have laws
that apply to benevolent societies which include insurance
features, but they usually retain their character as benevo-
lent societies of the non-profit nature. Each society is
governed by its own constitution and by-laws, which are

changeable by vote of the members, but the courts usually
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endeavor to enforce these laws which the societies have
made for themselves.

Some of the theories incorporated in the management
of the Insurance feature have proved unworkable and have
been abandoned or modified. The theory that the members
could "keep the reserve in their pockets," and bring forth
one dollar at the death of each member, thus eliminating
the accumulation of funds, except those absolutely needed,
and discourage a temptation to exbtravagance as well as a
tax on the members, soon proved impractical. It was found
that it would be better to levy assessments at regular
intervals in order to have the funds available when it was
necessary to pay benefits; also, that some consideration
should be given to the age of the member at the time of
entry. When a group was first formed, it would consist of
the young or middleaged members. As the society grew older,
the average age of the members increased because it was not
always possible to get young members, or "new blood.,"

The hope of maintaining a low "average age" of the
group, by the inflow of "new blood," did not work out in
practice as it was first assumed. Membership was by selec-
tion and the older people were not encouraged to join; how-
ever, they were usually anxious to have this proteection, and
the younger members were not long in discovering that they

were contributing more than their share to the death losses,
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which were chlefly among the old. The younger members
could drop their membership and organize, or join, socie-
ties with younger members. The average age of those that
were left continued to increase and the losses and assess-
ments grew heavier. New recruits could not be induced to
go into a group of aged and sick members. Many societies,
unable to collect their assessments, were forced out of
existence. The person who dropped out of one fraternity to
join another, where the assessments would not be so heavy,
had nothing to lose for "he carried his reserve in his
pocket," and, in the early orders, the rate of payment did
not increase with age.

The low cost of life insurance was the strength and
then the weakness of fraternal insurance. They were forced
to admit that "their hearts were bigger then their heads."
There was a long struggle for adequate rates and a perma-
nent, scientific basis of business operation. This was true
of both the fraternal socileties and the "old-line" companies.
The "old-line" companies did not have a reliable table of
mortality until the American Experience Table was published
1501 1868,22 and even then, it was not put into general use.
Both types of underwriters proceeded by the trial and error

method. They consistently studied the problems that arose

22, Solomon S. Huebner, Life Insurance (New York:
D. Appleton-Century Co., Inc., [c 1923]), p. 149.
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and tried to follow any plan that would correct the situ-
ation. After the flat assessment plan proved unsuccessful,
the fraternals adopted what was called a "graded assessment"
plan.

Here assessments were graded according to the age

of entry, varying, for example, from $.60 at age
twenty to $2.50 at age sixty. It was, however, again
the purpose of the society to collect just enough to
pay current losses, and the rates were intended to
represent approximately the mortality at the several
ages. Moreover, the rates were not changed and a
member who entered the soclety at age twenty-five
would continue tozgay the rate for that age during
subsequent years.

This plan also worked a hardship on the younger mem-
bers and continued to be increasingly unsatisfactory as the
group grew older,

Other methods of figuring payments were the step-
rate plan, which provided for an increase at five- or ten-
year intervals as the age increased. A modified step-rate
plan was chosen by some groups. This was very similar to
the ordinary step-rate plan except that, by paying a little
more (15 or 30 cents per month) the increase would cease at
age sixty and the payments would remain constant for the
remainder of life. A natural premium plan was also used,
but it proved to be too heavy for the older members to carry.

The natural premium was an amount just sufficient to carry

the insurance from one premium date to the next and it

23..1Ibid., pp. 443-444.
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advanced each year as the age increased; it was essentially
the same as the yearly-renewable term contract. The natural
premium increased very rapidly at the more advanced ages
and became almost prohibitive for most people.

Within two decades after the first insurance fea-
tures were Incorporated with fraternalism, the delusions
concerning the possibility of maintaining a low average age,
protection at low cost without the accumulation of reserves,
and other unsound practices had been so deeply realized
that 1t appeared certain the fraternals coudd not endure
without the establishment of more sclentific principles.
Aside from that, they had encountered their share of inef-
ficient, dishonest leaders. They had also been imitated by
other organizations attempting to write insurance on the
assessment plan, many of which failed because of graft and
dishonesty, as well as unscientific procedures. The frater-
nal orders were severely criticized and suffered by the
loss of members and ultimate failure on the part of many.

In 1886, at Washington, D. C., representatives from twelve
different fraternal benefit socleties organized the National
Fraternal Congress.24 This was considered a step forward;
it helped the societies to realize the importance of estab-

lishing reserve funds from which claims could be paid

24. National Fraternal Congress of America, Fraternal
Life Insurance (Indianapolis, Indiana: Insurance Research
and Review Service, [c 1943 ), p. 24.
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promptly, and which would provide for emergencies. A few
attempts had been made in this direction, when, according
to Knight,

The yellow-fever epidemic of 1878 and 1879 led

the A, 0. U. W. to provide for the establishment

of a "special relief" fund in 1880. The Inde-

el st 1) e e

y € IR
One of the ma jor purposes of the National Fraternal

Congress was to protect the "legitimate" fraternal societies
from the numerous fraudulent assessment insurance organiza-
tions that were operating "under the garb and cloak of fra-
ternity." They were also interested in steering any legis-
lation the states might desire to pass. Heretofore, any
legislation proposed had been quickly defeated as a plot
led by the "old-line" companies to force fraternals out of
the insurance business. The fraternal and benevolent char-
acter of the orders, seeking to protect the workingman,
made it impractical to propose any legislation against them.
About one~-third of the voters, including politicians, were
members of some society, and, for a legislator to support a
bill proposing to control their activities and "thus alien-
ate a large portion of hils constituents was virtually con-

26
sidered political suicide." In 1888, Massachusetts passed

an act "defining fraternal societies and providing for a

25. Knight, op. e¢it., pp. 374-375.
26. Ibid., pp. 374.
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report of their membership, operation, and financial trans-
27
actions."” This was the beginning of statutory legislation

and state regulation.

The fraternal societies soon realized that they
needed the protection of the state laws and, in 1892, the
National Fraternal Congress drafted the Uniform Bill and

recommended it to the various state legislatures for enact-

ment.28 This bill, which was passed by many states, defined

a fraternal benefit society as one having a lodge system,
with ritualistic form of work and a representative govern-
ment, exempted fraternals from the exlisting insurance laws
of the states and provided a few minor regulations, but did
not require reserve funds.

The National Fraternal Congress Commlttee on Statis-
tics and Good of the Orders, in its report of 1895, stated:

. « It is indispensable to recognize the Law of
Mortality as the governing factor. . . . The rate
fixed for life at the age of entry is common to
nearly all the fraternal orders. Our experience
demonstrates that it is faulty in theory, unsound
in practice and should be remedied, and this can be
accomplished by increasing the rate with increasing
age or by so adjusting rates as to establish a fund
that shall equalize the cost throughout life, or in
other words, establish a Reserve. . . . Loading the
rate at age of entry to minimize the cost of advanc-
ing years is the old-line plan of the reserve. The
establishment of such a fund has, until within a
year or two, been generally condemmed by the

27. Loc. cit.

28, National Fraternal Congress of America, op. cit.,
P. 25,
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fraternal orders, not for the reason that it is not
of itself good, but that it has been improper1y29
administered and made a means of gravest abuse.
They further recommended that a table of mortality
be worked out and calculations for premiums be "of a fixed
annual amount payable by installment, of which a certain
per cent, with its increment of interest, will form a
reserve fund."30 In 1897, an amendment was added to the
Uniform Bill permitting a fraternal society to "create,
maintain, disburse and apply a reserve or emergency fund in

B A commit-

accordance with its constitution and by-laws,'
tee was appointed to work out a table of mortality on which
premium and reserve calculations could be based. The Nat-
ional Fraternal Congress Table of Mortality was adopted in
1898,52 and from that time on, those fraternals that oper-
ated on a sound basis began to use either the new table or
the "old-line" American Experience Table.

As far as premium rates and reserves were concerned,
the fraternal orders began to take on characteristics of the
"old-1line" companies about 1900, but in other respects they

remained decidedly different. The type of insurance con-

tract issued by these socleties permitted them to remain

29. Knight, op. cit., pp. 375-376.
30. Lbid.; p. 576.
31. Ibid., p. 374.

32. Maclean, op. cit., p. 413.
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theoretically solvent at all times. In the case of "old-
line" companies, the policyholders are like the creditors
of any corporation organized for profit; they are protected
by state laws governing contracts, security of investments,
and the solvency of corporations. The "old-line" policy is
a rigid document setting forth the terms in detail, the pre-
miums are fixed and, after a certain period of time it
becomes a "unilateral contract," or a "closed contract,"
that is, 1t cannot be changed or voided by the company,
except for nonpayment of premiums. On the other hand, the
fraternal societies issued, and still do, a "certificate of
membership,”" or an "open contract," which is described by
Nichols, as follows:

« « « The agreement between the society and its mem-
bers is not a policy or business contract as in the
commercial life insurance company, but is embraced
in a certificate of membership in which the member
agrees to comply with the laws and regulations of the
society then or thereafter in force. The general
agreement is supplemented by the statements in his
application. The benefits themselves are prescribed
by the laws of the society and the claim of the mem-
ber is by virtue of his membership. He has no vested
property rights in the society until the claim has
actually matured. A beneficiary can be designated
only within the prescribed relationships; . . .93

The constitution and by-laws, as previously mentioned,

could be changed by a vote of the members, and the amount

33, Walter S. Nichols, "Fraternal Insurance in the
United States: Its 6rigin, Development, Character, and
Existing Status," Annals of the American Academy of Polit-
ical and Social Science, LXX (March, 1917), 120-121.
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which the certificate promised to pay could be reduced by

the society's inability to pay, or additional assessments
could be levied to make up the deficiency. The conditions
which would make an ordinary life lnsurance company commer-
cially insolvent, and lead to its closing, might simply
cause Iincreased assessments or reduced benefits to the mem-
bers of a fraternal society. Theoretically, then, they
could not be insolvent because they had the ability to vote
themselves out of insolvency.

The National Fraternal Congress, having worked out
rates on a scientific and safe basis, and realizing that
conditions of actuarial solvency were necessary, if the
societies could survive, recommended that the states pass
legislation requiring "all new societies. . . to charge
rates not less than the net rates on the basis of the Nat-
ional Fraternal Congress Table and 4 per cont."®* Such a
proposal, naturally, met stiff opposition from the new socie-
ties which would be required to collect higher premiums to
maintain solvency, while the older societies could go on
collecting their usual and inadequate rates. In protest,
the "younger societies formed the Associated Fraternities of
America, dubbed the proposed legislation the !'Force Bill,'"55

and opposed the National Fraternal Congress on all forms of

34. Knight, op. cit., p. 379.

35. Loc. clt.
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legislation that would require the collection of increased
rates. The two groups, although sharply divided on one
issue, were working together in the defense and advancement
of fraternalism as an institution.

After about ten years these two associations cooper-
ated to the extent of recommending the Mobile Bill to the
State Insurance Commissioners! National Convention, in 1910,
The Mobile Bill was adopted by several states, and although
it had been proposed by the fraternal societies, it required
them to improve their degree of solvency at a rate faster
than was practicable. After further conferences between the
fraternal societies and the insurance commissioners, the New
York Conference Bill was proposed. This bill "modified the
Mobile Bill in its objectionable respects, and became,
broadly speaking, the general fraternal insurance law of the
land."56 It permitted those societies not 100 per cent
actuarially solvent to remain in business, with certain
requirements and restrictions. It also settled the major
points of difference between the two conflicting associations
and, in 1913, they joined together as the Natlonal Fraternal
Congress of America,sv which still exists today.

The various bills mentioned here have not all been

enacted by the state legislatures. Each state has regulated

36. National Fraternal Congress of America, op. cit.,
©o Hic ‘

Sl oo ity
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fraternal benefit societies at a time, and in the manner,
that it chose. Most states included legislation of some
kind before 1900. The insﬁrance laws of one state, the
State of Kansas, as they apply to fraternal benefit socie-
ties, will be discussed in the following chapter.

This chapter has attempted to develop the history
of the fraternal benefit socleties that have included life
insurance as a function of their organizations. Their
problems were many. The numerous failures among these
societies, and the errors in their management and methods
of procedure, have called forth much ecriticism of the whole
system. Despite these difficulties, it must be remembered
that they have furnished temporary protection to millions
of families and have distributed a great deal of money to
the beneficiaries of the common man, who, without this cheap

insurance privilege, might have left his family penniless.



CHAPTER IV

REIATING TO THE KANSAS LAW
GOVERNING FRATERNAL BEWEFIT SOCIETIES

Within ten years after Kansas became a State, a law
was enacted which provided for the creation of an insurance
department.l Fraternal insurance in the United States was
less than three years old at that time. It had appeared
first in Pennsylvania in 1868,2 but had not developed to the
extent that any specific regulation was necessary. As late
as 1880, companies organized on the cooperative plan were
excepted from the provisions of the Law of 18’71.5 The law
of 18854 provided for the organization and control of mutual
life insurance associations but excepted from its operation
an association "under the supervision of a grand or supreme
lodge," which referred only to secret associations, such
as Preemasons, 0dd Fellows, and the like, and not to mutual
aid associations doing business in the mode used by mutual

life insurance companies.

l. Kansas, Session Laws 1871, Ch. 93.

2, Charles K. Knight, Advanced Life Insurance (New
York: John Wiley & Sons, Inc., E_lQZg 5, Pl L3k

3. State v. Bankers' & Merchants' Mutual Ben. Ass'n.,
23 Kan. 355 (1880).

4, Kansas, Session Laws 1885, Ch. 131, Sec. 30.

5. State v. Nat'l. Ass'n. of Farmers & Mechanics
Mutual Aid Ass'n., 35 Kan. 51 (18886).
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Fraternal insurance societies were becoming increas-

ingly popular, in Kansas, by the early 1890's but they
were exempt from the Kansas insurance laws by the following

section:

This act shall not apply to any association of
religious or secret societies now existing or under
the supervision of a grand or supreme lodge, nor to
any class of mechanics, express, telegraph, or rail-
road employees formed for the mutual benefit of the
members thereof and their families, exclusively,
nor to the_.Scandinavian Mutual Aid Association of
Galesburg.

In 1895, George T. Anthony, Superintendent of Insur-
ance, in his annual report, under the title of "Benevolent
Insurance," made the following statement:

Under this attractive and deceptive title is

found disguised the most heartless end worthless of
all pretenses to insure against accident and death.
Through an unfortunate omission, not an enactment

of law, these associations find legal shield and
gather a certain official respectability which makes
them a real peril, . . . to an over-confiding people.

He further stated that their exemption from the laws
governing insurance has been taken advantage of by a multi-
tude of men who "blossom suddenly into titled lords of
benevolent insurance," and that many of these organizations

8
are "without a thread of security.” He recommended that

the laws of the state be analyzed and corrected to protect

the legitimate societies and eliminate the others.

6. Session Laws 1893, Ch. 101, Sec. 1.

7. Kansas, Department of Insurance, Twenty-fifth
Annual Report, 1895, p. 15.

8. Ibid., p. 16.
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Webb McNall, Superintendent of Insurance in 1897,
had this to say about fraternal insurance regulation:

There seems to be a general belief that any

organization can come into this state to transact
business without coming through the Insurance
Department, provided the same are labeled "Secret
Societies," and that they are required to report
to no one. . .°

He referred to the Act of 1893, previously quoted,
and said that it was

intended to foster and encourage all legitimate
secret fraternal beneficlary organizations then in
existence or under the control of a grand or
supreme lodge. This state has a large number of
legitimate organizations of this kind. Some of
them have paid to the widows and orphans of
deceased members millions of dollars. They meet
every obligation. . . . These legitimate orga&%-
zations cannot compete with frauds and fakes.

Many of the fraternal socleties operating at this
time were beginning to realize the inadequacy of the rates
they were collecting and were gradually making adjustments
toward the more nearly adequate rates. Such changes took
years of time to effect. Criticism was directed, not
against these societies, but against the organization of
additional societies seeking to operate under plans that had
already proved unworkable. In the annual report of 1898,

McNall continued his discussion of these societies, as

follows:

9. Kansas, Department of Insurance, Twenty-seventh
Annual Report, 1897, p. 3.

10. Ibid., pp. 3-4.



41

Societies attempt to come into the state, amd a

great many of them are in the state at this time,
which might properly be called "wildcats," and we
have no adequate law to reach them. They meake
promises in their literature entirely impossible to
fulfil; they offer insurance cheaper then any reli-
able institution transacting business in the state;
they take hundreds of thousands of dollars annually
out of the state; they pay no losses except for a
short time when they start in, and the officers
recelve large salaries. In fact, all E&e money
that comes in goes for salaries. . . .

He also describes another type of fake fraternal soci-
ety that insures only members of certain organizations, and
which "hitch themselves onto these organizations without the
authority of the parent order, the parent order never having

12
recognized them." As a solution to the problem, and, in
order to protect the legitimate societies that were paying
their losses and maintaining honest, economic administra-
tions, he recommended that all such societies be supervised
by the insurance department, and that the department provide
for an examination of their principles and their ability to
live up to their contracts. Such matters, he thought,
should be investigated before the state grants permission
for them to be licensed. Such laws had been recommended by
the National Fraternal Congress and many states had already
enacted regulations of this kind.

In 1898, legislation was passed by the Kansas legis-

lature which defined fraternal benefit societies, provided

11. Kansas, Department of Insurance, Iwenty-eighth
Annual Report, 1898, p. xxxvii.

2 SEhldle, P, xExvAldl
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for their formation or admission to the state, required them
to register with the insurance department, and a few other
minor regulations,l3 but they still remained exempt from
most of the laws governing insurance companies.14 These
societies were non-profit organizations and they were given
a different classification from the regular "old-line"
insurance companies operating for profit.

Within a year after the passage of the 1898 law,
thirty-four fraternal benefit sccieties had registered with
the insurance department and received certificates of author-
ity to operate under the law.15 The next year, forty-six
reported.16 This did not mean, however, that all such
organizations had complied with the law. Those who feared
bankruptey, or thought that they might soon disband, did
not register until they were forced to do so. Prior to the
enactment of this law, there was no official record of these
societies or their activities.

Fraternal benefit societies are non-profit organiga-

tions, and the state insurance laws disclose a legislative

13, Session lLaws 1898, (Special Session), Ch. 23.

14, Session Laws 1893, Ch. 101, Sec. 1.

15. Kansas, Department of Insurance, Twenty-ninth
Annual Report, 1899, p. 7.

16. Kansas, Department of Insurance, Thirtieth
Annual Report, 1900, p. vii. T e
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intent to place them in a class by themselves; also, to
make them amenable to certain conditions, and subject them
to regulatory powers and supervision different from those
of insurance companies in general.l’7 Nevertheless, the con-
stitutions of the societies organized before 1898 have been
treated as charters under the act, in so far as they relate
to the same subjects, and the societies are controlled by
the Act of 1898.18

From time to time, since the Act of 1898, there have
been revisions in the laws governing these societies; sec-
tions have been repealed and others added, as well as a
judiciary record established by hundreds of court decisions.

In the following pages, an attempt will be made to
interpret and show the legal development of several points
of the Kansas insurance law as it applies to fraternal
benefit societies operating in the state.

The definition of a fraternal benefit society, as
it stands in the Kansas law at the present time, is almost
identical with the definition established by the laws of
1898. The present definition reads:

A fraternal benefit society is hereby declared to
be such a corporation, society, or voluntary asso-

ciation of individuals, formed or organized into
a lodge system with ritualistic form of work, and

17. Fildelity Life Ass'n., v. Hobbs, 161 Kan. 163
(1946) .
18. Kirkpatrick v. Abrahams, 98 Kan. 685 (1916).
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shall be carried on for the sole benefit of its mem-
bers and their beneficiaries, and not for profit.

Fraternal benefit socileties, as defined above are
excluded from the definition of "insurance companies" under
the general provisions of the insursnce laws, and nothing
in the present law applies to them, unless they are expressly

20
designated.

Provisions for the formation of a fraternal benefit
society are set out in detail in the insurance laws, and a
new society is authorized to do business when all of these
procedures have been completed and the incorporators have
satisfied the insurance commissioner

that there have been obtained bona fide spplications
for membership and insurance. . . from at least five
hundred applicants, and that a benefit fund has been
established, and cash devosited therein to an amount
at least equal to five times the amount of the high-
est certificate to be issued by the society, and the
proposed by-laws, benefit certificate and applica-
tion. . . are {ound to comply with the requirements
of this code.?

All fraternal benefit societies operating in the
state pay an admission fee of twenty-five dollars for the

examination of their charter and other documents. They also

pay an annual fee of twenty-five dollars for the filing of

19. Kansas, Department of Insurance, Insurance Code,
1945, Ch. 40, Sec. 70l.

20. Ibid., Ch. 40, Secs. 201-202.
21, Ibid., Ch. 40, Sec. 702.
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the annual statement and renewal of the certificate of
authority.22

Every fraternal benefit society has a representative
form of government and provides its own constitution and by-
laws, which are subject to change by the vote of its members.
Copies of the constitution and by-laws must be filed with
the insurance department and certified by the insurance com=
missionerzg and all amendments of, or additions to these
must be reported to the commissioner.24 These societies
may include in their rules and regulations any provisions
they desire, as long as they are not inconsistent with the
constitutions and/or the statutes of the state or of the |
United States.

The constitution and by-laws of the society include
its purpose and plan of organization, the method of conduct-
ing business, provisions for meetings and the establishment
of subordinate branches or lodges, methods of amending its
constitution and by-laws, and other details of business
operation. The law requires that the election of officers
be held at least quadrennially.25
A person uniting with a fraternal benefit society is

deemed to know the association's laws relating to the steps

22, Ibid., Ch. 40, Sec. 252C.
23. Ibid., Ch. 40, Sec. 702.

24, Ibid., Ch. 40, Sec. 708.
25, Ibid., Ch. 40, Sec. 702.




46
necessary to become a member and to have assented to the

26
requirements when he joins it, and is also bound by the

rules of the association governing membership r:i.ghts.!.zr7
Under the representative form of government, each member
has a voice in it and he must comply with the vote of the
ma jority. However, a member's agreement to a by-law carries
with it a reservation that the society will enact only those
by-laws that are reasonably necessary to carry out the pur-
poses of the .~slocJ'.ety.28 No absolute test can be laid down
to determine whether or not a provision is reasonable. It
involves, to some extent, a question of the facts depending
upon the circumstances of the particular case.

Where a member agrees to be governed by the laws of
the society, both existing at the time the contract was

entered into and those subsequently enacted, he is bound by

29
reasonable amendments changing benefits unless the socilety

26. Leavitt v. Internat'l. Brotherhood of Boiler-
makers, et. al., 131 Kan. 495 (1930).

27. lLeavitt v. Internat'l. Brotherhood of Boiler-
makers, et._"‘""'al., 13T Ken, 495 (1930); Koresic V. Grand Car-
nlolian Slovenian Catholic Union of U, S. A., 138 Kan, 261

1933).

28. Miller v. Nat'l. Council K. & L. of Security, 69
Kan. 234 (1904); Knights of Maccabees v. Nelson, 77 Kan. 629
(1908); Moore v. Life & Annuity Ass'm., 93 Kan. 398 (1915)
95 Kan. 591, second rehearing denied, 96 Kan. 397; Uhl v.
Life & Annuity Ass'n., 97 Kan., 422 (1916); Wichita Council
No. 120 of Sec. Ben. Ass'n. v. Sec. Ben. Ass'n., 138 Kan.

841 (1933).

29. Uhl v. Life & Annuity Ass'n., 97 Kan. 422 (1916);
Williams v. Ins. Union, 107 Kan. 2I4 (1920); Dey v. K. & L.
of Security, 113 Kan. 86 (1923).
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has waived enforcement of the amendment where changes were
necessary to make the by-laws correspond with the state
1aWS.39 A soclety may amend its constitution and by-laws
and exact increased premiums from members, if needed for
the discharge of its functional obligations, provided the
increase 1s not unreasonable nor discriminatory and is nec-
essary to carry out the purposes of the organization.sl

A member has the right to resort to the courts, and
conflicts betWeep provisions of the laws of the soclety
will be construed favorably to the members, or to & sub-
ordinate council, and against the supreme body.32 A
society cannot enact a by-law giving its national executive
committee authority to suspend a subordinate council or
dissolve its charter without filing charges and gilving

notice and hearing 1:he:r-eon.5:5

30. Kirk v. Frat. Aid Ass'n., 95 Kan. 707 (1915);
Williams v. Ins. Union, 107 Kan. 214 (1920).

31, Miller v. Nat'l Council, K. & L. of Security,
69 Kan., 234 (1904); Uhl v. Life & Annuity Ass'n., 97 Kan.
422 (1916); Roper v. Columbian Circle, 113 Kan. 280 (1923);
Dey v. K. & L. of Security, 113 Kan. 86 (1923); A. 0. U. W.
v. Hobbs, 136 Kan. 708 1933).

32, Tucker v. Kirkpatrick, 106 Kan. 881 (1920) rehear-
ing denied TO7 Kan. 541; Wichita Council No. 120 of Sec. Ben.
Ass'n. v. Sec. Ben. Ass'n., 138 Kan, 841 (1933); Lawson v.
Brotherhood of Amer. Yoemen, 138 Kan. 248 (1933); Green V.
Royal Neighbors of Amer., 146 Kan. 571 (1937).

33. Tucker v. Kirkpatrick, 106 Kan. 881 (1920),
rehearing denied 107 Kan. 541; Wichita Council No. 120 of
Sec. Ben., Ass'n., V. Sec. Ben.Ass'n., 138 Kan. 841 (1933).
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As long as alterations, if intended to operate retro-
spectively, do not impalr pre-exlsting contracts or inter-
fere with vested rights, and are reasonable, they enter into
and become a part of those contracts, and are binding on
the societf; its members and their beneficiaries.54 If the
society has reserved the right to make alterations in its
constitution and by-laws and the members expressly agree to
be bound by existing laws, as well as such that may be
afterwards enacted, they are bound thereby.35

In other words, the courts of the state will protect
the members from being subjected to such by-laws of the
society that appear to be unnecessary, unreasonable, or
which unjustly deprive a member of vested rights.56 On
certain occasions, a holder of a certificate has made suffi-
cisnt payments, according to his contract, to entitle him to
a paid-up certificate, and it has been held that a change

in the rules and regulations of the society could not

34, Ulh v. Life & Annuity Ass'n., 97 Kan. 422 (1916);
Ellis v. Frat. Aid Union, 108 Kan, 819 (1921).

35. Miller v. Nat'l. Council of K. & L. of Security,
69 Ken. 234 (1904); Kirk v. Frat. Aid Ass'n., 95 Kan. 707
(1915); Messenheimer v. Frat. Aid Union, 103 Kan. 552 (1918);
Koresic v. Grand Carniolian Slov. Catholic Union of U. S. A.,
I38 Kan. 261 (1933).

36, Hart v. Life & Annuity Ass'n., 86 Kan. 318 (1912);
Miller v, Tuttle, 73 P. 88 (1903) this case was not reported
by the Kansas Reporter, but for the rehearing on it see
Miller v. Nat'l. Council of K. & L. of Security, 69 Kan. 234
(1904);—Uhl v. Life & Annuity Ass'n., 97 Kan. 422 (1916).
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completely deprive him of his interest in this right.57 I,

38
one case, Hart v. Life & Annuity Association, the member

was not notified of an increase in assessment rates until
eighteen months after he had completed his portion of the
contract by making all payments necessary to receive a paid-
up certificate. In a suit, it was held that he should be
granted a paid-up certificate. In another case, Uhl v.

B
Life & Annuity Association the member had the option of

taking & paid-up certificate at the end of any year after
the third year of his contract. When the society discov~-
ered the plan unworkable, amended its by-laws, and notified
him of greatly increased payments, the court ruled that he
dould not be deprived of the option of taking a paid-up
contract commensurate with the reserve his payments had
accumulated. In view of these decisions, fully paid up
certificates are not affected by a change in the rules and
regulations of the society.

As a rule, provisions of the contract of insurance

will be liberally construed in favor of the insured and

37, Bass v. Life & Anmuity Ass'n., 96 Kan. 205 (1915)
judgment affirmed on rehearing 96 Kan. 398; Hart v. Life &
Annuity Ass'n., 86 Kan. 318 (1912); Moore v. Life & Annuity
Ass'n., 93 Kan. 398 (1915), 95 Kan. 591, second rehearing
denied 96 Kan. 397; Uhl v. Life & Annuity Ass'n., 97 Kan.
422 (1916).

38. 86 Kan, 318 (1912).

s

39, 97 Kan. 422 (1916).
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against the insurer in contracts between benefit societies
and their members,40 and, especially, where the terms are
obscure or ambiguous, the courts will adopt that meaning
most favorable to the member or beneficiary.41 But this
rule does not apply when the language of the contract is
clear or sufficlently certein to express the intent of the
parties.42

Fraternal benefit socleties provide cash benefits in
case of death, and some societies include provisions for
benefits in case of sickness, temporary or permanent dis-
ability resulting from sickness, accident, or old age.
Disability payments, however, cannot legally begin until
after the member is seventy years of age,45 and then, only
if he is disabled.é4 Educational, benevolent, and charit-
able institutions may be established, operated and main-

tained for the benefit of the members and their families.

40, Tucker v. Kirkpatrick, 106 Kan. 881 (1920)
rehearing denied 107 Kan,. 541.

41. Grand L e, A. 0. U. W. v. Smith, 76 Kan. 509
(1907); Ellis v. Fra 2 Ald Union, 108 Kan., BL 510 (1921).

42, Grand Lodge, A. O. U. W. v. Crandall, 80 Kan.

332 (1909); Koresic v. Grand Carnlollan Slove. Cathollc Union
of U. S. A., 138 Ken. 261 (1933).

43, Kansas, Department of Insurance, Insurance Code,
1945, Ch. 40, Sec. 704.

44, Kirk v. Frat. Aid Ass'n., 95 Kan. 707 (1915);
State v. Grand Lodge, A. 0. U. W., 97 Kan. 585 (1916); Mes-
senheimer v. Frat. Aid “Union, 103 Kan. 552 (1918).
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Funds for the payment of any of these benefits, and for the
expenses of the society, are derived from assessments, pre-
miums, and dues paid by the members. A reserve or emergency
fund may be created in accordance with the society's consti-
tution and by—laws45 and, if such fund equals the reserve
required by the American Experience Table, or the National
Fraternal Congress Table, with an interest assumption of
not more than four per cent per annum in either case, or an
equal amount, the society may grant extended paid-up pro-
tection and withdrawal equities on such certificates as are
specifically included in such a reserve fund, but no cer-
tificate holder can claim more from the fund than his
assessments have caused to be accumulated therein.46

The contract of insurance entered into between a

beneficiary society and its members is generally evidenced
by a certificate of insurance, instead of a policy. This
certificate may be a very simple instrument or it may be a
detailed document. Whatever form it takes, and whether or
not the application is a part of the contract, both the
application form and the certificate of insurance form must

be approved by the state insurance commissioner.47

45, Kansas, Department of Insurance, Insurance Code,
1945, Ch., 40, Sec. 704.

46. Ibid., Ch. 40, Sec. 705.

47. Ibid., Ch. 40, Sec. 702.
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The fraternal benefit certificate is an "open contract:" it
is subject to the constitution and by-laws of the issuing
socliety, and, so far as it goes, it 1s the measure of the
rights of all parties.
It has been held by the courts that a fraternal

benefit society cannot issue a level-premium certificate,
or policy, in the state of Kansas.48 Many societies do
issue certificates which provide for the establishment of
reserves equivalent to those of the "old-line" insurance
companies, with reserves and premiums figured on the level-
premium plan; nevertheless, the contract remains "open'" and
the society has the privilege of increasing the premium pay-
ments, if it is necessary in order to carry out the purposes
of the society. The reasoning of the court on this point,
in 1933, is as follows:

Under the statutory structure of a fraternal benefit

society it has power to amend its constitution and

by-laws and exact such premiums, dues, and assess-

ments from its members as will enable it to live and

function according to the benevolent purposes for

vhich it is created; and such society cannot, by con-

tract, disable itself from exercising such power.

This case came up when the benefit society had issued

a writ of mandamus to force the insurance commissioner to

approve a form of benefit certificate based on the level-

premium plan. Such a policy form would have permitted the

48. A. 0. U. W. of Kanass v. Hobbs, 136 Kan. 708
(1933) .

49. Loc. cit.
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society to collect premiums at an unchangeable rate; these
premiums could not have been increased during the life of
the contract. The form was not approved because of the
reason given above.

When insurance was first incorporated with frater-
nalism, it was intended, primarily, as a protection to the
member's immediate family and his dependents. It has been
characteristic of the constitutions and by-laws of these
societies to designate who may be beneficiaries and when
the rights become vested, When the fraternal insurance law
was first enacted in Kansas, it stated that "payment of
death benefits shall be to the families, heirs, blood rela-
tives, affianced husband or affianced wife of or to persons
dependent upon the member."so In addition to the statutory
requirements, many societies further restricted the claases
of beneficiaries, as they have the right to do, in their
own by-laws.

The statutory law relating to beneficiaries was not
changed until 1917, at which time it was made more specific
and "confined" the payment of death benefits to "wife, hus-
band, relative by blood to the fourth degree ascending or
descending,"51 and to certain relatives by marriage or

adoption as were designated by the statutes. This law also

50. Session Laws 1898, (Special Session), Ch. 23,

Sec. 1.
51, Session Laws 1917, Ch. 208, Sec. 1.




54
provided that an incorporated, charitable institution could
be made beneficiary; and that the member, within the statu-
tory restrictions, could change his beneficiary from time
to time in accordance with the rules and regulations of the
society, and that no beneficiary could have a vested inter-
est in the benefit until it became due and payable upon the
death of the member.52

The statutes of 1931 provided that, in addition to
the requirements included in the 1917 law,

if the member has no wife, husband or children, then
such member may designate as beneficlary, direct or
in trust, any person or persons, entity, or interest
or the member's.estate ag may be permitted by the
laws of the society. . .

The statutes were not materially changed again on
this point until 1943, when the more liberal law permitted
that any member "may direct any benefit to be paid to his
estate or to such person or persons, entity, or interests,
as may be permitted by the laws of the society governing
beneficiaries."54

The development of the statutes, as outlined by these

citations, reflects the trend of the cholce of beneficlaries

from certain classes of relatives, to specifically enumerated

52 dimfen (eHlDc

53, Kansas, Session Laws 1931, Ch. 205, Sec. 1.

54, Kansas, Session Laws 1943, Ch. 184, Sec. 1.
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relatives or charitable institutions, and, in the more
recent legislation, the choice of a beneficiary is essen-
tially left to the member and the rules and regulations of
the society. The rules of the society, which vary in the
different orders, have, at all times, been a part of the
member's contract, in addition to the statutory require-
ments., In the absence of any provision in the constitution
and by-laws, or an agreement between the parties, as to the
ad justment of controversies, an action may be maintained in
the courts of the state, but the tribunals of the societies
are usually sought before a recourse is taken to the courts.

The courts of the state have been called upon to
settle cases of conflict between the societies and the bene-
ficiaries, between individuals claiming as beneficiaries,
and between the state and the socleties. Many cases have
been brought to the Kansas Supreme Court and stand as judi-
ciary record for future citation.

Brief sketches of the essence of several of these
cases are given here to illustrate the opinions of the
courts, at different times and under the various statutes,
toward the settlement of conflicts and disputes. It must
be remembered that the statutory law changed from time to
time, and is now very liberal on the point of who may be a
beneficiary; however, the constitutions and by-laws of the
various societies are, and always have been, left to the

discretion of the societies and thelr members. This fact



56
makes possible many kinds of rules and regulations. The
opinions of the courts, even though the statute operating
at the time of the decision may have been changed, are
often cited in cases involving the interpretation of the
soclety's constitution and by=-laws,

The insured usually has the right to name and to
change the beneficiary, in accordance with the rules and
regulations governing such action; however, unless he prop-
erly exercises this privilege, he has no interest in the
certificate and the rules of the society may provide where
the funds are to go after his death.55

Prior to 1943, the statutes designated those persons
or classes of persons who could be beneficiaries; only those

persons designated by the statutes and the constitution and

by-laws of the society could have insurable interest.

55. Mod. Woodmen of Amer. v. Puckett, 77 Ken. 284

(1908); Boice v. Shepard, 78 Kan. 308 (1908); Kessinger v.
A. 0. U. W. of Ken., 128 Ken. 76 (1929).

56, Gillam v. Dale, 69 Kan., 362 (1904); Mod. Woodmen
of Amer. v. Puckett, 77 Kan., 284 (1908); Mod. Woodmen of
Amer. v. Comeaux, 79 Kan, 493 (1909); Kloss v. Brotherhood
of Amer. Yoemen, 105 Kan. 711 (1919) an uncle was consid-
ered a "blood relative"; Hickock v. Johnston, 115 Kan., 845
(1924) foster child never legally adopted was not an "heir";
Coffman v. Sec. Ben., Ass'n., 131 Kan., 328 (1930) brother-
In-Iaw disqualified under statutes; Thomas v. Sup. Lodge of
Frat. Brotherhood, 131 Kan. 180 (1930) laws of state where
society domiciled take precedent over those where member
resides, in regard to who may be beneficiary; Jaklevic v.
Sup. Lodge of Frat. Brotherhood, 131 Kan. 203 (1930) policy
Vold because beneficiary named therein had no insurable

interest.




57
Neither the society, nor the member, nor the two combined
could divert the funds from the classes prescribed.57
Under the provisions of the present law, there are no statu-
Tory limitations on who may be beneficiary, but designated
classes may be mamed by the various societies.

The word "dependent" appearing either in the statutes
or in the constitutions and by-laws of the various societies,
has, at different times, been construed to have different
meanings. A hotel keeper who took care of the member of a
benefit soclety during the member's last illness could not
be a beneficlary as a "dependent."58 A divorced wife could
not receive the proceeds of the certificate unless she was
dependent upon the member at the time of his death.59 Even
though the society accepts dues and assessments paid by a
disqualified beneficiary, it may rule such beneficiary

60
disqualified under its by-laws.

57. Gillam v. Dale, 69 Kan. 362 (1904); Mod. Woodmen
of Amer. v. Puckett, 77 Kan. 284 (1908); Mod. Woodmen of
Amer. v. Cpmeaux, 79 Ken. 493 (1909); Lodge v. Order of
United Com. Iravelers, 120 Kan. 439 (1925); Coffman v. Sec.
Ben. Ass'™n., 131 Kan. 328 (1930).

58. Mod. Woodmen of Amer., v. Comeaux, 79 Kan, 493
(1909).

59, Johnson v. Grand Lodge of A. 0. U. W., 91 Kan,
314 (1914); Ceble v. Brotherhood of R. R. Trainmen, 150
Ken. 242 (1939).

80. Gillam v. Dale, 69 Ken. 362 (1904); Mod. Woodmen
of Amer. v. GComeaux, 79 Kan. 493 (1909); Rollins v. Ind.
Order of Bros. & Sis. of Consolation, 124 Kan, 166 (I927);
Coffman v. Sec. Ben. Ass'n., 151 Kan. 328 (1930); Bussey v.
Praetorians Life Ins. Co., 138 Kan. 575 (1933).
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The question of when the rights become vested in the
beneficiary has been before the courts and many decisions
have borne out the fact that no beneficiary rights become
vested until after the death of the member,61 and that the
only interest a beneficiary has is an expectancy to receive
the proceeds of a certificate. Unless the beneficiary out-
lives the insured, there is no vested interest. However, a
few cases have revealed that beneficiaries have received
vested interests by an agreement with the insured, and for
a consideration, such as the payment of assessments and
dues.62

A member's right to designate the payment of the cer-

tificate proceeds by will, and the rights of creditors have

been ruled upon in many instances. A change of beneficiary

61, Mod. Woodmen of Amer. v. Puckett, 77 Kan. 284
(1908); Beeson v. Brotherhood of Locomotive Firemen &
Engineers, 101 Kan. 399 (1917) righfs of a beneficiary sur-
viving insured by one hour are as potent as they would be
if survival was for years and beneficiary's estate qualified
to collect benefits; Kessinéer v. A. 0. U. W. of Kan., 128
Kan., 76 (1929) wife as beneficiary predeceased insured, no
other beneficiary named, administrator of insured's estate
could not recover on certificate; Loveless v. Qtt, 121 Kan.

728 (1926).

62. Sipe v. Sipe, 103 Kan. 181 (1918); Ferrell v.

Stanley, 83 Kan. 491 (1910); Savage v. Mod. Woodmen of Amer.
BT Kamo’ 65 (1911); Gaston v, Cla abg_ougH, T06 Kan. 160 (1920);

Allen v. Protected Home Circle, 112 Kan, 576 (1923) plain-
Tiff held an essignment for burial expenses.
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by will has been held invalid,65 and the beneflts do not
automatically become a part of the member's estate or
liable for his debts.64 The funds rendered by a fraternal
benefit society are exempt from all taxes and are not sub-
jeet to garnishee or attachment by a trustee to pay the
debts of a certificate holder or beneficiary.65

Juvenile insurance provisions, permitting fraternal
benefit societies to pay death or annuity benefits on the
lives of children, were first included in the Kansas law
in 191'7.66 Children between the ages of two and sixteen
could be insured, but the amount of insurance was stated in
the statute. At age two a child could be insured for $34

and the amount could be increased each year, according to

the schedule in the statute, to a maximum of $600, at age

63. Olmstead v. Masonic Mut. Ben. Soc., 37 Kan. 93
(1887); Boice v. Shepard, 78 Kan. 308 (1908); Mod. Woodmen
of Amer. v. Puckett, 77 Kan. 284 (1908); Mod. Woodmen of
Amer. v. Comeaux, 79 Kan. 493 (1909) member could not
bequeath The proceeds of a certificate to pay for his last
illness.

64, Mod. Woodmen of Amer. v. Puckett, 77 Kan. 284
(1908); Boice v. Shepard, 78 Kan, 308 (1908); Mod. Woodmen
of Amer. V. Comeaux, 79 Kan. 493 (1909); Kennelt v. Kidd,
87 Kan. 652 (1912); Kessinger v. A. 0. U. W., 128 Kan, 76
(1929); Leavitt v. Internmat'l Brotherhood of Betlermakers,
et. al., 131 Kan, 495 (1930).

65. Kansas, Department of Insurance, Insurance Code,
1945, Ch. 40, Sec. 711; Emmert v. Sthmidt, 65 Kan. 31
(1902); Jackson v. K. & L. of Orient, 101 Kan. 383 (1917).

66, Kansas, Session Laws 1917, Ch. 208, Sec. 2.
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sixteen. On contracts for Insurance on the lives of juve-
niles, the society was required to maintain a reserve and
to keep that reserve separate and distinct from other
funds; to report the juvenile department to the insurance
commissioner in a separate report; to have at least 500
certificates in force at all times; and when the child
reached the age to be admitted to the adult group, he could
surrender his certificate for cancellation or for another
form of certificate in the adult group.67 No person who
paild the assessments on a juvenile contract, or who had been
named as a beneficlary of the certificate, could acquire any
vested interest in it. The juvenile, after he reached the
age of sixteen, was free to name his own beneficlary, if he
entered the adult groupe.

The law relating to juvenile contracts was first
changed in 1927, and, under the revised law, benefits could
be increased according to a new schedule which permitted a
juvenile to be insured up to $50 at age one, and the amount
could be increased each year to a maximum of $1000, at age
fifteen.®® A few other changes were also made at this time,
but the society was still required to maintain at least 500
certificates in force at all times, if they continued to

write new business of this type.

67. Loc. cit.

68. Kansas, Session Laws 1927, Ch. 231, Sec. 706.
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The amount of a benefit certificate that could be
issued under the revised laws of 1929 was changed to read,
"benefits shall in no case exceed $1000," on the lives of
juveniles.69 Any soclety issuing juvenile certificates was
required to have at least 1000 certificates in force at all
times, and the assets of the issuing society could not be
less than 3’;3100,000.»70

Under all of these laws, the rates and reserves were
to be figured on the basis of the mortality tables speci-
fied in the statutes. In 1943, the juvenile section of the
law was rewritten, but no significant changes were made in
the points under discussion here.

All of the juvenile laws previously referred to per-
mitted the societies to establish juvenile lodges, but ini-
tiations could not be required and the juvenile members
could have no voice in the management of the society. These
requirements are, at the present time, included in the
insurance law.72

The Kansas insurance law permits foreign societiles,

those organized under the laws of other states, to be

69. Kensas, Session Laws 1929, Ch. 198, Sec. 1.

70, Loc. cit.

‘ 71. Kensas, Session Laws 1943, Ch., 184, Sec. 2.

O D Clal Gl e
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admitted to do business in Kansas. They must, of course,
comply with all of the laws relating to fraternal benefit
socleties, and, in addition, to that section of the insurance
code that pertains particularly to them.75 This section
provides for the examination of the financial condition of
the assoclation, at its own expense, both before and during
the time it 1is authorized to conduct business within the
state. Any soclety neglecting or refusing to file reports,
or to meet other requirements, may be excluded from the
state. A large per cent of the fraternal insurance in force
in Kansas 1s carried by societies domiciled in other states.
At the close of 1946, there were thirty-six foreign socie-
ties operating in Kansas, and only five societies that were
domiciled in the state.74

Provisions for the consolidation, merger, or reinsur-
ance of fraternal benefit socleties have been included in
the Kansas insurance laws since 1915.75 The present law,
which i1s essentially the same as that of 1913, permits con-
solidation, merger, or reinsurance of such societies if the
agreement to unite is ratified

by an affirmative vote of the majority of the mem-
bers of the supreme legislative body of such

73. Kansas, Department of Insurance, Insurance Code,
1945, Ch. 40, Sec. 703.

-

74, Kansas, Department of Insurance, Seventy-seventh
Annual Report, 1946, pp. 238-241.

75, Session Laws 1913, Ch. 210, Secs. 1-2-3.
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societies. . .or by any affirmative vote of a major-
ity of the members of the supreme legislative body
of such society. . .and by an affirmative vote of
a majority of the beneficiary members of such
society voting on the proposition. . .76

Either of the uniting societies may be incorporated
under the laws of another state, but both societies must
submlt sworn statements of their financial conditions.

The contract under which two such societies unite must make
provisions
for the continuance of the insurance of all members
of both societies: Provided, That the consolidated
society or the society taking over the members
shall have the same defense to any certificate that
the society had which issued the same.

If the plan of operation of the continuing soclety
is different from the discontinuing one, such changes are
incorporated in the contract of reinsurance or merger and
the members have a right to vote on such changes before the
final decision is made. After the affirmative vote has
been secured and the insurance commissioner has been satis-
fied that the union of the societies is just and equitable
to the members of each, and that the law has been complied
with in all respects, he gives approval and the consolida-

tion becomes effective. The combination of two or more

societies into a single one does not prohibit a change in

76, Kansas, Department of Insurance, Insurance Code,
1945, Ch. 40, Sec. 716.

N0 Clat Gl e
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the rates of assessments, nor does it relieve the continu-

ing society of any obligation created by the discontinuing

society.v8

In 1931, 1% became lawful for a fraternal benefit
soclety to transform itself into a mutual life insurance
company, and provisions for such reorganization were
included in the statutes.79 By a vote of the members, taken
in the manner provided for the ratification of other forms
of consolidation, the society may transform itself into a
mutual life insurance company. In so doing it becomes sub-
ject to all laws applicable to mutual life insurance com-
panies, "but such incorporation shall not affect existing
sults, rights, or contracts."80 All future business of the
organization shall be transacted as a mutual life insurance
company, but the members in good standing prior to the re-
organization have the right to transfer their contracts to
the mutual life plan, or retain them as originally issued.
The reorganized company may thus be operating under the
laws governing both types of insurance, but, "The various

kinds of insurance shall be governed by the laws applicable

78. Cooley v. Gilliam, 80 Kan., 278 (1909); Williams
v. Insurance Union, 107 Kan. 214 (1920); Roper v. Columbian
Circle, 113 Kan. 280 (1923).

79. Kansas, Session Laws 1931, Ch. 207, Secs. 1-2-3-

4-5 .
80. Kansas, Session Laws 1931, Ch. 207, Sec. 1.
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thereto."81 The law also provides that the "expense of
operating and maintenance of a company so organized shall
be apportioned between those holding benefit certificates
. « - and those holding policies. . ."82 All plans for
such reorganization must be submitted to and approved by
the state insurance commissioner.

From this study of the Kansas laws governing frater-
nal benefit societies, these observations may be made. (1)
Kansas enacted its first fraternal insurance legislation
about the same t ime other states began to do so, or soon
after the National Fraternal Congress asked for legislative
protection. (2) Lesislation has been lenient. It has left
the greater portion of the management to the societies and
their supreme or grand lodges. (3) It has tried to protect
the legitimate societies from illicit competitors, and indi-
viduel members from unjust treatment in regard to contracts.
(4) It has not been unfair with those societies that have
been trying diligently to adjust their insurance plans to
the more financially sound basis. (5) It has not extracted
excesslive fees or taxes from these benevolent, non-profit
associations. (6) After fifty years of state regulation,
fraternal benefit societies still remaln exempt from the

ma jority of laws governing other types of life insurance.

81. Kansas, Session Laws 1831, Ch. 207, Sec. 4.

82. Kensas, Session Laws 1931, Ch. 207, Sec. 5.




CHAPTER V
OTHER BENEVOLENT FEATURES

A fraternal benefit society is something more than
an Insurance organization. It combines social, educational,
business, and charitable features. Some of these are con-
ducted on a national basis and others on a local scale. As
the definition of such a society indicates, it is "carried
on for the sole benefit of its members and their benefici-
aries," and the life insurance contract is supplemented by
the benevolent spirit of the lodge, ever standing ready for
assistance in times of need.

When the fraternal societies were first organized,
there were not many outside attractions and the local lodge
in the various societies, as they sprang up, was an outlet
for many people who wanted something to do outside the home
and wanted to mingle with their fellows. For many years,
nearly all of the lodge members attended the meetings regu-
larly; many still do today, but other attractions have inter-
vened to some extent. The telephone, the automobile and
good highways, the airplane, the radio and motion picture,
and the organization of innumerable social and professional
clubs throughout the country have provided modern America
with opportunities to choose from a host of entertainment

possibilities. Nevertheless, it cannot be said that the
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lodge meetings have been reduced to insignificance; there
are about ninety thousand local lodge units of fraternal
benefit societies meeting regularly throughout the country.1
The early lodges confined their interests to the members of
their own ranks, but in later years they have reached out-
side their groups and participated in various types of com-
munity projects. A statement made in 1936, by the Super-
Intendent of Insurance of the State of New York, concerning
the value of these lodges, is as follows:

There can be no argument that the individual
lodges spread over the country constitute a tremen-
dous soclalizing force, bringing bodies of persons
together for association in some mutual and common
interest. They wield a powerful influence in spread-
ing the idealszof benevolence, religion, patriotism,
and education.
At the meeting of the National Fraternal Congress of
America, in 1938, the Committee on Lodge Activities reported
449 different types of activities in which these groups par-
ticipate. These have been classified into eight broad
groups, which are summarized below:
(1) Welfare activities, which are commonly observed

in the lodges of most socleties, include: visiting the sick,

flowers to sick members, needy member funds, assisting the

1. Walter Basye, Fraternal Age, XXIV (February, 1948),
10.

2. National Fraternal Congress of America, Fraternal
Iife Insurance (Indianopolis, Indiana: Insurance Research
and Review Service, | 1942 ), p. 36. (Quoting the Seventy-
eighth Annual Report, Department of Insurance, New York,
1936, p. 22.)




68
underprivileged children, summer camps, employment bureaus,
health examinations, health centers and clinics.

(2) Civic and patriotic activities, which are "good
advertising" for the lodges, include: Red Cross assistance,
participation in parades, community fund drives, get-out-
the-vote campalgns, flood relief, sponsorship of Boy Scout
and Girl Scout troops, and cooperation in other community
projects.

(3) Educational activities, the purpose of which is
to offer facilities for improving the selling of life insur-
ance and certificate privileges, include: fraternal insur-
ance sales classes, good cltizenship and vocational training
classes, first aid instruction, public speaking and parlia-
mentary law, parochial school support, libraries and reading
rooms.

(4) General entertainments, which are intended to
maintain unity and lodge interest, include many kinds of
parties, dances, dinners, lectures, and others.

(5) Musical activities include: band and orchestra
organization-and training, glee clubs, drum corps, and other
groups which are desirable for parades, programs, and radio
broadcasts.

(6) Religious activities play an important part in
many organizations governed by rituals wilth religious sig-
nificance. These include memorial services, church fund cam-

paigns, holy communion services and special church services.
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(7) Ritualistic activities, which are concerned
largely with Initiations and rituals of the societies,
include: Degree teams, ritualistic contests and pageantry.

(8) Sports and athletic events are of value in pro-
moting comradship within the lodge, these include all types
of sports.5

Very few records have been kept by the local lodges
concerning the amount of funds expended for benevolence.
During the 1930's, the National Fraternal Congress of America
began to encourage the societies to record their services
and report to the central committee. The report of the Com-
mittee on General Welfare for the year 1931 contained a
statement by its chairman, as follows:

It is unfortunate that no record has been kept of
the work done by local bodies of the various fra-
ternal societies. I do not suppose there is one
that could give you an idea of what has been done
for its members. That the sum total would be of
such proportions as to astound the world, there
is no question.

By 1938 a great amount of information had been col-
lected along this line., It was still far from complete but
it indicated a wide scope of service.

The national projects are usually conducted by the

grand or supreme lodge and managed from the national head-

quarters. Funds for their operation are obtained from the

5. Ibido, Pp- 42"45.

4, National Fraternal Congress of America, Report of
the Committee on General Welfare, 1938, pp. 4-5. (Quotes

the 1931 report.)
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dues and contributions of the whole membership. Also, many
endowments are received from wealthier members. National
projects, such as homes for aged members, hospitals and
sanitariums for sick members, homes and schools for orphaned
children of members, as well as vacation and rest camps are
provided. In hundreds of cities, medical examinations, hos-
pitalization, and visiting nurse services are furnished.

Many societies, that have not established and supported

their own homes or institutions, have relief funds, or med-
ical and hospital funds, from which they make cash dona-
tions to worthy members. A few societies make cash donations
to the aged and sick of their group to provide care and lodg-
ing in private homes. The benevolent services described
above are carried on by the fraternal benefit societies which
are members of the National Fraternal Congress of America,5
and they are supplementary to the various cash insurance
plans.,

One group estimates that the cost of the operation of
its tuberculosis sanitorium, "which averages approximately
$400,000 annually, is paid out of the general fund of the
Soclety, each member contributing for Sanitorium purposes
not to exceed 5 cents per month,“6 This sanitorium has

been maintained since 1909.

50 Ibid., ppa 6"48.

6. Ibid., p. 43,
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Again, in 1948, the General Welfare Committee of the
National Fraternal Congress continued its plea to have more
nearly complete surveys made each year to determine the
monetary value of the work of local lodges and that adminis-
tered by the national headquarters.7 The Committee said:

It is important to ascertain yearly the financial
outlay of fraternal benefit societies in charitable,
patriotic, and educational work within and outside
their memberships. . . The accurmulation of these
statistics year after year will be invaluable. S

Every service rendered by such a group lessens the
burdens of other organizations interested in public relief,
charity, and general welfare.

The fraternal benefit system must not be confused
with other fraternities and brotherhoods. Many organiza-
tions maintain lodges and carry on such benevolent works as
have been described here; however, they are not fraternal
benefit societies with cash insurance features. The incor-
poration of a life insurance contract with the benevolent
and charitable activities places these specific societies in
a different classification and makes them subject to the
state insurance laws provided for their regulation. Other

groups are merely fraternitles, or associations, carried on

principally for social and benevolent purposes.

7. "Benevolence Survey Proposed for Next Year,"
Fraternal Age, XXV (October, 1948), 19.

8. Loc. cit.
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