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Liasmary aND WoORKMEN’S COMPENSATION Loss
RESERVES.

BY

ROBERT K., OER.

The laws of the various states, relating to liability and workmen’s
compensation insurance, are crude in the extreme when viewed
from a logical and scientific viewpoint. Even more crude are the
plans advanced by some of our able actuaries. What we lack more
than anything else is a standard, legalized, accident table by which
we can measure the expected cost and determine the proper reserves
regardless of the premiums collected.

It is almost an axiom that inadequate premiums will, under our
present laws, produce inadequate reserves, this, of course,.being
due to the fact that the reserves are computed as a percentage of
the preminm.

It is possible under our present laws and methods of computation,
for a company to be hopelessly insolvent, yet legally in good finan-
cial condition. It reminds onme very much of the old fraternal
laws, under which a fraternal was solvent, even when it was six
months or more behind in the payment of losses.

It would seem to be high time for the various states to wake up
to the fact that our reserve laws are inadequate and need immediate
attention, otherwise we will certainly have some insolvent com-
panies and some unpaid compensation claims, I can think of no
greater calamity to stock imsurance in general than the failure of
some injured workingman to get his compensation. Such a situa-
tion is possible when we have the combination of an irresponsible
employer and an insolvent insurance company with non-assessable
stock.

An examination of the convention blank of the National Con-
vention of Insurance Commissioners, is very interesting in this
connection, I have in mind the following situation:

The earned premium for the year 1914 in this case contained over
50 per cent. of not-taken premiums, a similar situation obtained in
the years 1910, 1911, 1912 and 1913. This will account for the
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loss ratio in 1914 being so much lower than the ratios for prior
years. When the year 1914 is straightened out and not-taken busi-
ness is charged off, the ratio will be around 100.

Let us now turn to the matter of loss reserves.

part of Schedule “ P ” we find this interesting situation.
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In the first place it will be noticed that the losses shown in
Col. (B) greatly exceed the 53 per cent. of earned premiums shown
in Col. (4) for the years 1910, 1911, 1912 and 1913. The year
1914 will show the same situation as soon as the not-taken premiums
are charged off. This of course shows that the company is being
operated at a heavy loss. The absurdity of this system however is
most thoroughly shown in the year 1913 wherein the loss payments
exceeded the 53 per cent. of the earned premiums by $95,200.
with outstanding losses of $21,000 but with no reserve required
by the blank. It will also be noticed that under the working of
this blank the higher the loss ratio the lower will be the reserves.

No sane person can successfully contend that this system of com-
puting reserves is correct. It may produce adequate reserves for
companies operating under adequate premiums, but what about the
company that is charging inadequate premiums? Under this sys-
tem the very company that needs the closest watching and should
be compelled to carry heavy reserves is allowed to become hopelessly
insolvent and yet show legal solvency.

The remedy for workmen’s compensation business is the adoption
of a standard accident table by the state. We have a mortality table
for life insurance business, why not an accident fable for work-
men’s compensation? There is now sufficient experience from
which to derive such a table and although the same might not be
perfect by any means, yet, the business could be placed on a sound
basis and injured workmen would be sure of receiving their cor-
pensation in full.

While it may be true that it will be difficult to apply a standard
table to liability business, yet, there is no reason why state officials
should stand idly by and make no effort to change our laws so as to,
at least, compel a company fo carry a reserve for outstanding lia-
bilities. As far as liability business is concerned, the great danger
is with the young company having inexperienced underwriters and
actuaries. It should not be a difficult matter to have our laws
changed so as to compel all companies to carry adequate reserves as
ghown by reliable experience, such reserves to be independent of the
premiums collected by the companies.

It is also merely the statement of a self-evident fact that unearned
premium reserves based upon inadequate premiums will also be in-
adeguate. This reserve should also be computed independently of
the premiums collected, but with proper allowance for acquisition
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cost. Otherwise, the companies should be compelled to collect
adequate premiums.

It has been suggested that any legislative action should be along
the line of compelling all companies to charge adequate premiums.
As far as solvency is concerned, any such action.would be futile
unless it extended to every state in which a company operated and
I am wondering how far New York could go in controlling rates
charged in Michigan. There is no doubt, however, that the various
states can regulate reserves and can exclude a company that does
not carry reserves as required by the law of the state, neither should
it be a difficult matter to have the laws changed so as to require
adequate reserves. Serious opposition is to be anticipated, how-
ever, to any movement fo regulate rates and to make the application
extra-territorial. The American people, as we all know, are opposed
{o any action which will foster monopolies, and the regulation of
rates would seem to many people to do this very thing.

Summing up the whole situation, it would hardly seem necessary,
in view of the self-evident inadequacy of our reserve law, to be
obliged to urge a change. Nevertheless, it may be necessary to
have a few failures, to have a few workingmen or widows fail to
get their compensation, in order that the states may realize the
gravity of the situation. It should be borne in mind that em-
ployer’s liability insurance is becoming a thing of the past and in a
few years will not be a matter for serious consideration. Our
present efforts should, therefore, be directed to the matter of ade-
quate reserves for workmen’s compensation.



