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PROCEEDINGS

NovEMBER 18, 1925

ON THE USE OF JUDGMENT IN RATE MAKING

PRESIDENTIAL ADDRESS, G. F. MICHELBACHER

I

“Rate making’” is an expression which may have several
interpretations. It is desirable, therefore, to define it at the
outset so that there may be no misunderstanding concerning the
scope of the subject which is to be discussed. For the purpose of
this paper the term will be considered to comprehend the entire
process of determining the price of insurance for an individual
risk. Accordingly, it refers not only to the establishment of
manual classifications and average manual rates but also to the
development of merit rating systems which may be utilized for
the purpose of taking into account those peculiar characteristics
of individual risks which are susceptible of measurement.

From this point of view the distinction between underwriting
and rate making is that the underwriter selects the risks which
are acceptable to his employer, while the rate maker determines
the price of insurance for each of these risks. This distinction is
noted because the question of the extent to which underwriting
depends upon the use of judgment is not under consideration.

There is no intedtion to imply that underwriters should be
barred from the field of rate making; the same person may per-
form both functions. It is necessary, however, to limit the
discussion, and for this purpose it is desirable to recognize that
underwriting and rate making are two separate functions each of
which presents its own peculiar problems.

I

The object of rate making should be to produce sufficient funds
to enable the insurance carrier to discharge fully the obligations
1 .
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arising under its policy contracts and to continue effectively the
services which are essential to the insurance transaction; but
the results of rate making must be such that the burden upon
policyholders of providing these funds is not excessive, and it is
also extremely important that the contribution of each policy-
holder shall be equitable, thus avoiding the injustice which would
follow if one policyholder were assessed too little and another too
much. The responsibilities of the rate maker may be summed up
in the familiar legal requirement that insurance rates must be
adequate, reasonable and non-discriminatory; adequate for the
insurance carrier, and reasonable and non-discriminatory for the
policyholder. .

These criteria are not provided merely for the guidance of rate
makers as desirable ends to be achieved. They constitute rigid
requirements which must be met. Under the conditions of state
regulation, which are coming more and more to govern our rate
making activities, the rate maker must demonstrate that the
results which he produces conform to these tests. He cannot
maintain his position successfully unless he is able to convince the
various parties in interest that this is the case.

There are, in addition to the three fundamental criteria, three
very important practical considerations which the ratemaker must
observe. First, there must be consistency in his methods;
second, his procedure must be flexible enough to respond to
developments in the business which affect the cost of insurance;
and, third, rates must be reasonably stable, and not subject to
abnormal fluctuations. Consistency is required in order that
confidence may be engendered. If the plan of rate making lacks
uniformity and different principles govern the procedure each
time rate changes are made it is likely to be said that rate makers
do not know their own minds. There would be a lack of faith in
results produced by an obvious process of experimentation.
Responsiveness is important because it is quite apparent that the
cost of insurance may vary on account of changing conditions,
and that rates must follow these changes, not only with fidelity
but also with reasonable facility; otherwise one party to the
insurance contract or the other would be injured. Stability is
essential since radical changes are disturbing to carriers and to
policyholders alike. A plan which produces a substantial in-
crease in rates one year, and an equally substantial reduction the
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next year, would be branded as erratic. If there are trends in
cost they should be reflected gradually, and without revolution-
ary variations which are difficult to defend. )

Surrounded by these limitations, the task of the rate maker is
not simple under the most favorable conditions. It happens
that there are further factors in the rate making process which
make his position even more difficult.

111

In present practice it is necessary to name rates at the in-
ception of the insurance transaction, and in the case of stock
companies at least, these rates are ‘‘guaranteed’”; that is to say,
they may not be increased, no matter what may develop during
the period of coverage. There is, therefore, an element of
uncertainity in rate making—uncertainty as to what effect,
if any, the conditions of the future may have upon the cost of in-
surance—and thisis magnifiedin our field of casualty insurance by
startling fluctuations in cost which are likely to occur, particularly
in such coverages as workmen’s compensation insurance, the cost
of which seems to respond to the slightest changes in economic
and industrial conditions.

Not only does this uncertainty concerning the future exist but
it has been impossible to devise statistical and accounting
methods which are flexible enough to develop the current
experience of the carriers so that the cost of today may be as-
certained. The best that can be done, at least so far as the statis-
tical basis underlying manual rates is concerned, is to develop
the experience of the latest complete policy year. The gap be-
tween the known and the unknown is thus materially widened so
that the rate maker in his efforts to predict future cost must
handicap himself at least one year. Instead of standing on the
mark represented by current cost he must retire to a mark repre-
sented roughly by the experience of a year ago, and it is from
this point, and with the knowledge available as of that date,
that he must make his calculations. Compared with other
business forecasters the insurance rate maler, therefore, holds the
record for long distance prognostication. The expert whose
problem it is to forecast the trend of prices or production always
knows conditions as they exist today, and with this knowledge,
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supplemented by such evidence as he may care to obtain
concerning the conditions of the past, he attempts to say what
may be expected to happen within a future period of from one to
six months’ duration. The problem of the rate maker is much
more difficult, for the range of his predictions is from twelve to
thirty-six months, and perhaps longer, particularly in those cases
where policies are written for periods.of three years.

v

Confronted by this perplexing situation rate makers have
experienced some difficulty in deciding how best to proceed toa
solution of their problem. The result has been the formation of
several distinct schools of thought.

At one extreme are those who hold to the principle that rate
making should depend primarily upon the use of reasoning power
and instinet, and only secondarily, if at all, upon statistical facts
concerning the cost of insurance in the past. For these persons
“judgment” is the guide. Individual risks are rated as they
come up in the course of business, not by recourse to mathemat-
ical calculations involving statistical facts, but by the exercise of
personal judgment acquired from actual contact with the
problem. The rate maker of this school must be captured
while young, and must serve a long apprenticeship before he is
permitted to display his skill in the determination of rates.

This system is marked by a lack of detailed statistical data
concerning insurance cost. The results of rate making are
tested by the aggregate experience of the carrier; if income
unduly exceeds disbursements, rates are too high; if the reverse
is true, rates are too low. The correction in either case 1is
applied by a modification of the rate maker’s judgment. If he
seems to be naming individual rates which are too high, he
becomes more liberal; if results show an underwriting loss, he
becomes more conservative. In each case the remedy is found
in a change in mental attitude. There being no thorough statis-
tical analysis of the problem it is impossible to ascertain whether
the relationships which have been established between classes of
risks and between individual risks are logical and consistent.
The aggregate loss ratio governs, and, as this must be kept
within reasonable bounds at all hazards, sweeping changes in
procedure are likely to be made when in fact the proper remedy
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may often consist in a minor change affecting one class of risks,
or perhaps all of the risks in a given locality.

At the other extreme are those who feel that judgment should
be eliminated entirely, and that rates for the future should be
obtained by a more or less mechanical process employing known
statistical facts representing the cost of the past. Whereas one
school would cut loose entirely from statistics, believing that the
rate maker by using his personal judgment is better able to cope
with the uncertainties of the problem, this school would hold fast
to statistics as the one and only basis of rate making, choosing
what is known as a guide, and refraining from conjecture as to
that which is unknown, and, therefore, is not susceptible of
statistical measurement.

This system requires the development of elaborate statistical
data analyzed to the utmost extent. In fact the burden of effort
falls upon the statisticians, for, when complete data are available,
rates are determined hy a process which is practically automatic.

A%

Here are two extreme conceptions of rate making—in one case
judgment rules supreme, in the other it is, in effect, eliminated.
Which is the correct system; or is it possible that the correct
system may lie somewhere between the two extremes? The
question being a controversial one, all that can be attempted is an
expression of personal opinion. Such an expression will be
presented, together with a statement of reasons supporting it.

It has been shown that the rating system must meet the tests of
consistency, responsiveness and stability, and that the rate
maker must be able to demonstrate that the rates which are
produced are adequate, reasonable and non-discriminatory.
How do the two systems which have been described conform to
these requirements?

VI

Judgment rate making may possess a measure of responsive-
ness, but it cannot claim stability or consistency; it may produce
rates which are adequate and reasonable when viewed in the
light of aggregate results, but it is not likely to produce individual
rates which are equitable and non-discriminatory; it does not
contain within itself characteristics which render possible a
satisfactory demonstration of method and results.
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It is a well known fact that two persons thinking independently
about a certain problem will probably arrive at different con-
clusions, or, if they should accidentally concur, it is not likely that
the mental process was exactly similar in both cases. Not only
does this difference occur as between two individuals; it may
also be demonstrated where a single individual attempts, by
reasoning alone, to solve several distinct problems. This has
been recognized, for example, by the establishment of standards
of weight and measurement which are useful in order that we
may all agree in our concepts of certain things. There being no
such standards in judgment rate making, consistency and stabil-
ity are impossible of attainment.

This lack of standards may also lead to erratic results. Con-
fronted by the necessity of correcting a variation in loss ratio
from what is considered normal, the rate maker may allow
himself to be carried away by his judgment, and the remedy
which he seeks to apply may cause the pendulum to swing
sharply in the other direction.

Then again his diagnosis of the difficulty may be erroneous.
Prejudice against a locality or against a given class of risks may
lead him to apply the corrective treatment in the wrong place.
We have all witnessed examples of this; one rate maker whose
experience has been good in a certain locality is extremely
optimistic in the determination of rates for that locality, while
another, equally intelligent and skilful but with the remembrance
of an unfortunate experience in the back of his mind, may
look upon the situation from an entirely different point of view.
Thus, while responding to a warning that the experience is
trending either in one direction or another, the rate maker may
-correct the loss ratio so that rates in the aggregate will be proper,
but in doing so he may do violence to individual risks, thus
producing a most inequitable distribution of the burden of cost.

Where judgment rules, differences of opinion are certain to
arise. If, therefore, a group of rate makers should seek to co-
operate, the result would be either absolutely irreconcilable
differences of opinion, or else a compromise which would probably
be somewhat out of line with the correct solution of the problem.
But even assuming that an agreement could be reached among
rate makers, there would remain the necessity of demonstrating
the correctness of rates to state authorities. It is all very well to
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say that a given process of reasoning produces a certain result, but
it is not so simple a task to guide another over the same mental
route to the same conclusion. It is likely, therefore, that the
judgment of the state authorities, which might be colored by
political motives or by considerations of expediency, would be
substituted for the judgment of the rate makers, or that a
further compromise would be required, thus producing a still
further deviation from the correct solution of the problem.

It is to be severely doubted whether rates produced by this
process would ever prove correct as a measure of future cost
conditions. Those who criticise existing methods in the field of
casualty insurance and advocate the use of fewer statistics and
more judgment, overlook the sad fact that wherever rate makers
have sought to proceed upon pure conjecture they have found
that their predictions were wrong when the experience has
matured. For example, where an increase in cost has been
anticipated, a decrease has resulted from the injection into the
situation of factors which were not even considered. This should
not be taken in the nature of personal criticism, for our rate
makers are extremely capable men; rather it should be taken as
proof of the contention that under the complicated and ever
changing conditions which obtain in the casualty insurance
business it is practically impossible to forecast accurately what
the future trend of cost will be.

VII

The chief merit of the system which depends upon statistical
analysis is that it reduces rate making to a formula. Provided
this formula is not changed too frequently, the method possesses
both stability and consistency. Because there is a logical plan of
procedure, it is a simple matter to demonstrate the steps by
which the final results are obtained. If the plan is accepted as
correct, the results also must be accepted as correct. It is
unnecessary to spend time in lengthy debate for the purpose of
reconciling divergent points of view as to how best to overcome
an obstacle which may arise at some stage of the process. The
task of the rate maker is thus rendered comparatively easy.
The facts are ascertained; they are than subjected to treatment
in accordance with definite principles agreed upon in advance;
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the results are absolutely defensible, and will probably be
accepted as proper without extended controversy.

In this process the greatest degree of equity is obtained as
between classes of risks, and between individual risks of the
same class, for discrimination is permitted only where it may be
justified on the basis of an actual difference in hazard.

So far the system is above criticism. The problems now arise
as to whether the method can be made sufficiently responsive,
and whether it may be depended upon to produce rates which
are always adequate and reasonable. In the absence of any
known method of correlating insurance costs with phenomena,
the trends of which may be predicted, the facts which are avail-
able to rate makers are embodied in the statistical experience of
the past. If conditions were uniform from year to year, the
statistical method would produce correct results for the future.
But where conditions are changing, a gap exists between the past
and the future, and there is alwaysa question as tothefidelity with
which known facts, represented by the past experience of the
carriers, are a proper guide to the uncertain experience of the
future. If there is a continuous trend either in one direction or
the other, rates based upon past experience will never quite
“catch up’’ with current costs. If the variation is cyclical it is
not likely that the available experience will represent the phase of
the cycle which is imminent.

It should be possible to devise a formula which will reflect
variations of this character so that an annual review of experience
and a consequent revision of rates, will keep current rates
reasonably in touch with changes in conditions. But it is quite
apparent that it is extremely difficult, if not impossible, under
these conditions to produce rates which are constantly adequate
and reasonable year in and year out. Some latitude must be
permitted for variations are bound to occur. The real test must
be whether the process over a period of five or ten years has pro-
duced rates which may be shown to be correct because they
reproduce the experience of the period, since the function of
insurance is quite as much ‘‘averaging” over a period of years as
over a collection of risks within a particular year. If this test is
met, the other advantages which the statistical method possesses
should make it decidedly preferable to the system which is based
primarily upon the use of judgment.
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VIII

It must be obvious that the writer’s preference is for the
statistical method. Yet this should not be taken to mean that he
is of the opinion that judgment has no place in rate making. It
would be just as foolish to set up a formula, and to use it blindly,
as it would be to discard known facts, and to rely entirely upon
the exercise of personal judgment. For reasons which have
been cited, judgment should be eliminated so far as possible.
But it cannot be dispensed with entirely—first, because the facts
which are available must be interpreted and weighed as to their
adequacy and reliability, and, second, because the number of
formulae which may be devised is great and choice must be
exercised in the selection of that particular formula which best
meets the requirements. In this respect rate makers arein
somewhat the same position as the economists, who are con-
cerned today about the relative advantages of what they term
“qualitative’” and “‘quantitative’” analysis, and to whom Wesley
C. Mitchell, speaking as President of the American Economic
Association, recently addressed the following remarks:

“In the measure of our proficiencies, we all practice both
qualitative and quantitative analysis, shifting our emphasis
according to the work we have in hand . . . Qualitative
analysis . . . cannot be dispensed with, if for no other
reason, because quantitative work itself involves distinctions
of kind, and distinctions of kind start with distinctions of
quality.”
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INDUSTRIAL ACCIDENT RATES IN THE BUSINESS
CYCLE

A StTupY OF THE EXPERIENCE OF THE
CAL1FORNIA STATE COMPENSATION INSURANCE FunD
BY
W. G. VOOCT AND A. H. MOWBRAY

In his presidential address at the May 1924 meeting, Mr.
Leslie, recounting the future problems of casualty actuarial
science, said among other things:

“But there is one that is so appealing to the imagination and
that has such potentialities that I can not refrain from mentioning
it, if for no other purpose than emphasis. It is the problem of
relating the rise and fall of compensation costs with the standard
index numbers for certain economic phenomena. . . .the
answer is of vital importance to our business.”

Others have expressed themselves in like tenor recently.?

Believing the experience of the California State Fund pecu-
liarly well adapted for use in an investigation into the question
because of the general stability and uniformity of its business and
steady regular growth, we have made a study of its experience for
the five year period from January 1, 1918 to January 1, 1923
from this point of view. Our results seem to us to have sufficient
significance to warrant their presentation to our professional
colleagues in this Society. The particular point investigated
was the variation over this period in rate of accident per unit of
payroll exposure. When determined, this was compared with
other data known to vary with the so-called Business Cycle.

Dara Usep

For several years the State Fund has kept a monthly record of
tabulatable accidents reported during that month. It has
available, also, accident cards on all permanent and death cases
showing date of injury, which we in this study have referred to as
serious cases. We have in a combination of these records
suitable material for allocating all losses, and separately serious

1. Proceedings. Vol. X, p. 102.

2. For example see Black—FProceedings. Vol. X, p. 45, Whitney—
Proceedings, Vol. X, p. 148, ef seq.
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losses, to the month of occurence with only the insignificant
inaccuracy involved in the assumption of a uniform interval
between the date of accident and the date of report. If we could
find a means of determining with sufficient accuracy the payrolls
covered by months we could prepare accident rates by calendar
months in suitable form to compare with other indices. We had
the payrolils only in the form in which they are usually obtained
and kept by the other companies, viz., advance estimates and
audit corrections, and these were tabulated only by policy years.
But by the methods we will describe we approximated to the
monthly payrolls, as we believe, with a sufficient degree of
accuracy.
For approximating the monthly payrolls we used

1. The initial and deposit premiums as recorded for each of
the five years, 1918-1922 inclusive.

2. The additional premiums on periodical adjustments by
quarters for the six years, 1918-1923 inclusive, and the first
quarter of 1924.

3. The additional premiums on final adjustments by quarters
for the same period.

4. The average effective premium rates shown by Schedules
Z, 1917 to 1922 inclusive.

5. The prorata unearned premiums as computed by the Fund
at the end of each year 1917-1922 inclusive.

6. Certain data bearing on the seasonal character of California
industry which we will indicate in connection with its use.

To permit checking of our work we quote these data in tabu-
lated form in the appendices A to E.

DETERMINATION OF MoNTHLY PavroOLLS

QOur first step in the determination of monthly payrolls covered
was the determination of calendar year earned premiums. These
consist of two parts,

1. The earned portion of initial and deposit premiums
taken pro rata, which is easily obtained by adjusting the net
written figure by the balance of unearned at the beginning
and end of the year.

2. That portion of the periodic and audit adjustments
due to payrolls covered in the calendar year. This latter
required some analysis of the Fund’s business and certain
assumptions based thereon.
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It was found by study that the great majority of periodic
adjustmerit policies were issued on a quarterly basis. It was also
found that on the average there was a month and a half from the
time the reports were due (shortly after the close of the period)
until the bills were sent out and premiums entered up. On this
basis we felt justified in assuming that the whole of the additionals
on periodic adjustments of the first quarter of any year and one-
half of those of the second quarter were earned in the preceding
year and that the remainder were earned in the current year.
A similar investigation of the annual adjustment business showed
a lag of three months between the expiration date and the billing.
On this basis and the assumption of uniform distribution of
earnings over the policy year these additional premiums were
apportioned as follows:

Assigned to Assigned to
Quarter preceding year current year
First.......... All
Second........ 21/24 3/24
Third......... 15/24 9/24
Fourth........ 9/24 15/24

The total of these last two gave the second part of our earned
premiums. We admit there is chance for some error here but we
do not believe it introduces serious inaccuracy.

Having thus obtained our earned premiums for each of the
calendar years, we proceeded to convert them into the equivalent
payrolls by dividing by the effective rates. Since the experience
reported in Schedule Z for any policy year covers a portion of two
calendar years, a given calendar year is covered by parts of two
Schedules Z. We assumed as the effective rate for each calendar
year the mean of the effective rates for Schedule Z for the
preceding and current policy years. The detail is shown in
Appendix C. Appendix D shows the annual payrolls thus
derived.

If there were no seasonality in business activity we might take
one-twelfth of the annual payroll as the monthly payroll, but
since certain industries in California are peculiarly seasonal an
adjustment for this was made.

We found that in Vol. IX p. 86 of the Fourteenth Census of the

United Siates there is shown a tabulation of the number of
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employees of California factories for each month of the year 1919
and in a separate volume dealing with mining and quarrying
similar data are given for those industries. For the year 1921
similar data are given in the Bienntal Census of Manufacturers
(pp. 1290-1-Table 1038). As a test on these data we examined
the actual audits of a large number of policies representing about
30% of the issues of 1922 to determine the seasonal spread of
payroll. The several sets of seasonal indices were very similar
yet with some differences. We did not feel justified in rejecting
any of them as incorrect for their own year for some change in
seasonality from year to year is to be expected. We, therefore,
used these several indices for the years named. For the year
1918 we used the 1919 index and for 1920 the mean of the 1919
and 1921 indices.

The monthly payrolls as we have thus derived them are shown
in Appendix E. We believe these figures represent as accurately
as we could obtain them the actual payrolls covered, but we have
submitted in this detail a description of our methods and the
figures we used, in order that they may receive full criticism,
and that such suggestions for improvements in the technique
as may be called for by any weakness we may have overlooked
may be illustrated by use of our data. We believe our results
justify us in recommending the use of this method, as it may be
improved, to other investigators of this problem.

AccipENT RAaTES DEVELOPED

The numbers of accidents by months are shown in Appendix F
and the accident rates in Appendix G parts 1 and 2.

ANALYSIS OF ACCIDENT RATES

After careful study of these rates by the graphic method we
were unable to determine any trend (independent of cyclic
movement) either up or down. We have, thercfore, taken it as
level. In California the compensation law first came into effect
in 1911 and was well known before 1918. Safety work has been
actively carried on for many years and may be considered to have
reached a temporary saturation point before 1918. This we feel
justifies us in not allowing for trend.

A seasonal movement will be apparent in these rates which at
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first puzzled us because we had allowed for seasonality in deter-
mining payrolls. But on studying the matter further we reached
the conclusion that it was reasonable to expect this. Many of the
more hazardous industries in California are seasonal in character
and the increase in activity among these in the summer would
tend to increase the average accident rates. We therefore
applied a seasonal correction based on the simple method of
monthly means. The results are shown in Appendix H parts 1
and 2 and graphically in Chart I.

Because of the irregularity of the series wé have smoothed them
somewhat by the use of a three months’ moving averageinthe case
of the total accident rate, and a five months’ moving average inthe
case of the serious accidentrate. We have also smoothed theall
accident rate by a five months’ moving average and computed
the coefficient of correlation between the two series as so adjusted,
finding it to be .823, indicating a high tendency for the serious
accident rate to conform to the all accident rate.

CoMPARISON WITH INDEX OF PRODUCTION

Examining Chart I it is evident that both these rates varied
approximately with the swing over the business cycle and the
remaining problem is comparison with indices of other aspects
of the cycle. Naturally the first index we would use would be one
of physical volume of production. No such index for California
exists, but Professor E. E. Day has computed an index for the
Volume of Manufacture for the country as a whole. A descrip-
tion of the composition of this index and the values from January
1919 to November 1922 are given in the Review of Economic
Statistics, Preliminary Volume 5, pp. 30-60 inclusive.

Chart IT shows a comparison of it with the All Accident Rate,
Correlation is evident, we think, but the accident rates do not
follow;the deep dip in 1921. An examination of Professor Day’s
article shows this to be due to low production in “Basic Materials
and Pig Iron” not typical of California industries. Professor
Day also shows an index for consumption goods which is com-
pared in Chart IT with the serious accident rate. While the
correspondence is closer, Day’s index shows higher movement in
1921 and 1922 than our accident rates.

An examination of the make-up of this index shows that the
industries used are not generally typical of California, and we felt
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some more characteristically California index should be found.
We would have preferred a combination of freight car loadings
and building permits, but the former were not available and the
rapid development of the latter after 1919 was so great as clearly
to require correction for trend and yet it was so recent as to
make the determination of trend all but impossible.

We finally felt compelled to fall back upon bank clearings which
measure the financial results of industrial activity though com-
bined with other influences. We, therefore, took the clearings
(as reported monthly in the Commercial and Financial Chronicle)
of the five California cities of San Francisco, Los Angeles,
QOakland, Sacramento, and Fresno, representing the bay region,
Southern California, and the two interior valleys. These, after
correction for price level, trend, and seasonal variation, we have
shown in comparison with both accident rates in Charts II and
111, in the former with Day’s production indices, in the latter for
sharpness of comparison, alone, The clearings series itself is
shown in Appendix I.

Before commenting on the showing of this comparison we
should probably briefly explain the derivation of our clearings
index.

DERIVATION OF CLEARINGS INDEX

The gross clearings were taken monthly to the nearest
$100,000.00. Other investigations having found that the Cost
of Living Indices of the U. S. Bureau of Labor were suitable for
deflating such series, we first interpolated these indices for
monthly values and divided the bank clearings by the index.
This had the effect of reducing to the 1914 level.

We next took a more extensive set of clearings data annually
from 1918 through 1924 inclusive to cover practically the period
of a ¢ycle and yet avoid war finance as far as possible and after
deflating these fitted a straight line trend by the method of
least squares. This gave us the equation

Y=39%94+58 X

where clearings (V) are expressed in millions, time (X) in months,
and the origin is mid January 1918.
The seasonal correction is by the method of monthly means.
We have applied to the resultant figure a three months'
moving average to smooth it similarly to our accident data.
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CompPARISON WITH CLEARINGS INDEX

The visible comparison is shown in Chart III,

We have computed a formal coefficient of correlation by
Pearson’s method and find it .562 which is significant but not
high. We believe the actual relationship is closer than such a
coefficient indicates. We have not tested it out for different
periods of lag as the lag appears different at different periods of
the cycle. We think we should expect the accident rates to lead
on the downward swings because with the first recession em-
ployees dropped from the payroll are the less competent, those so
constituted psychologically as to be most subject to accident.
On the pick up we would expect the accident rate to follow, as it is
not until the pressure has markedly increased from the low point
that the employer feels compelied to again take on such help.
Were we to break the series in two parts and lag them in opposite
directions the coefficient of correlation would obviously be much
higher.

The peak in 1921 we attribute to the revival of building
activity, it being generally understood that the sudden revival
of dormant industries or opening of new ones generally produces
a temporary spurt in the accident rate.

‘While we feel reasonably sure the relations we have established
will be found in the main to be duplicated elsewhere, we prefer for
the present to defer discussion of their significance for rate
making. We do feel ready to say that we doubt whether any
index series can be found which forecasts so far in advance as to
permit rates to be adjusted to the cyclic changes, though it may
be possible to adapt underwriting practice.

If cyclic variation in accident rates is established its significance
is connection with the length of the experience period and other
features of the experience rating plan also should not be
overlooked.

We are convinced that any flaws there may be in our technique
are not responsible for the relationships found. We feel our
results justify us in urging that other carriers undertake
similar studies for we believe that even though the conditions
of their records may require more effort to obtain dependable
results than in our case, the value of establishing or disproving
such relations as we think we have found is well worth the cost.
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APPENDIX A
Additional Additional
Initial and premiums on premiums on
deposit periodical final
Calendar year premiums ajdustments adjustments
1st Quarter.. .. 196,774 97,175
1918 2nd Quarter. .. 297,806 73,661
3rd Quarter.... 340,777 69,008
4th Quarter, ... 373,455 102,786
Total........c...... 907,645 1,208,812 342,630
1st Quarter.... 228,005 124,014
1919 2nd Quarter. .. 399,562 155,503
3rd Quarter.... 372,034 136,014
4th Quarter.... 534,214 161,826
Total.............. 1,140,802 1,533,815 577,357
1st Quarter.... 287,278 188,229
1920 2nd Quarter. .. 586,843 266,737
3rd Quarter.... 621,967 266,557
4th Quarter.... 624,540 242,876
Total.............. 1,332,714 2,120,628 964,399
1st Quarter.... 624,378 321,650
1921 2nd Quarter... 549,212 258,453
3rd Quarter.... 571,425 244,897
4th Quarter.... 620,915 241,467
Total.............. 1,555,719 2,365,930 1,066,467
1st Quarter.... 352,688 181,688
1922 2nd Quarter. .. 468,706 220,567
3rd Quarter.... 580,541 248,803
4th Quarter.... 643,167 250,120
Total.............. 1,704,245 2,045,102 901,178
1st Quarter.... 580,455 299,022
1023 2nd Quarter... 626,669 294,903
3td Quarter.... 731,424 313,468
4th Quarter.... 709,840 276,049
1924 1st Quarter. ... 717,111 369,421
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APPENDIX B

CALENDAR YEAR EARNED PREMIUMS

1918 1919 1920 1921 1922
Initial and De-
posit premiums| 907,645(1,140,802|1,332,714|1,555,7191,704,245
Unearned at end
of year........ 334,893| 458,924| 516,280 634,138} 635,720
Balance......... 572,752} 681,878| 816,425 921,581|1,068,525
Unearned at be-
ginning of year.| 234,176 334,893| 458,924| 516,289{ 634,138
Total........... 806,928 (1,016,771 1,275,349 1,437,870 1,702,663
Additional pre-
miums on peri-
odical adj...... 1,290,921 1,686,728 | 2,438,913 ( 2,053,987 ( 2,351,850
on final adj......| 513,146) 867,621}1,059,033| 913,706]1,142,495
Total calendar
year earned
premiums...... 2,610,995 3,571,120 4,773,295 4,405,563 | 5,197,008
APPENDIX C
Schedule Z 2 year
Year of Issue average rate moving average
1917 1.49
1918 1.71 1.60
1919 1.67 1.69
1920 1.54 1.60
1921 1.49 1.51
1922 1.52 1.50




APPENDIX D
1918 1919 1920 1921 1922
Premiums..........ccovvunn.. 2,610,995 3,571,120 4,773,295 4,405,563 5,197,008
Averagerate...........0. ... 1.60 1.69 1.60 1.51 1.50
Payrolls....ooiveiiiuannnn.. 163,187,187 211,308,875 298,330,937 291,759,139 346,467,200
APPENDIX E
MonTHLY PayroLLs FOR CALENDAR YEARS 1918-1922
1918 1919 1920 1921 1922
Months Seasonal Seasonal Seasonal Seasonal Seasonal

index Payroll index Payroll index Payrqll index Payroll index Payroll
January 95.58| 12,997,859 95.58| 16,830,752 97.09| 24,137,458 98.60| 23,972,876 87.701 25,320,977
February 91.00] 12,375,028 91.00; 16,024,256 94.00! 23,369,256 97.01| 23,586,295 85.951 24,815,713
March 92.33| 12,555,894 92.33| 16,258,457 95.27| 23,684,990 98.20| 23,875,623 98.48] 28,433,408
April 95.68| 13,011,458 95.68| 16,848,361 08.04] 24,373,637 | 100.40| 24,410,515 102.09| 29,475,606
May 99.18} 13,487,421 99.18| 17,464,679 99.231 24,669,482 99.29, 24,140,638 108.06| 31,199,371
June 102.21( 13,899,468 102.21| 17,908,234 | 100.68| 25,029,965 99.14] 24,104,168 108.34| 31,280,213
July 111.89} 15,215,845| 111.89| 19,702,792 | 106.38{ 26,447,037| 100.87 24,524,787 106.73| 30,815,369
August 114.61} 15,585,736] 114.61) 20,181,759 112.47| 27,961,067 | 110.33 26,824,822 108.16| 31,228,243
September | 112.49] 15,297,439| 112.49| 19,808,446 110.31 27,424,071 108.13% 26,289,930| 108.02| 31,187,822
October 100.55( 13,673,726 100.55( 17,705,923 | 101.50{ 25,233,826 | 102.44 24,908,507 97.17| 28,055,180
November 92.51] 12,580,372 92.51] 16,290,153 94,111 23,396,603 05.72) 23,272,654 95,751 27,645,195
December 91.97| 12,506,938 91.97| 16,195,064 90.92| 22,603,540 89.87| 21,850,329 93.55| 27,010,005
Totals 1200.00| 163,187,184 | 1200.00 | 211,308,876 | 1200.00 298,330,932 | 1200.00 | 291,759,144 | 1200.00 | 346,467,192

JIDAD SSEANISNT THI NI SELVY INIQIODV TVIYLSNUNI
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APPENDIX F
NUMBER OF ACCIDENTS BY MONTHS OF OCCURRENCE

1918 Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov, Dec. Total
All accidents..| 1439 1381 1506 1759 1785 2137 2296 2688 2136 2137 1807 1784 | 22855
Deaths........ 6 9 7 15 17 10 11 6 7 12 15 7 122
Major perms. .. 14 14 10 13 12 16 13 9 17 18 20 12 168
Minor perms. .. 6 6 19 13 10 14 23 18 29 14 16 20 188
Total serious.. 26 29 36 41 39 40 47 33 53 44 51 39 478
1919 Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec Total

All accidents..| 1916 1751 2341 2410 2609 2540 2546 2739 2727 2730 2235 2691 | 29235

Deaths........ 10 6 2 15 12 12 6 11 14 8 2 10 108
Major perms. .. 25 16 9 18 22 26 26 19 20 16 20 23 240
Minor perms. .. 23 20 17 8 38 30 26 30 25 37 24 23 301
Total serious. .. 58 42 28 41 72 68 58 60 59 61 46 56 649

1920 Jan, Feb. Mar. Apr. May June July Aug. . Sept. Oct. Nov. Dec, Total
All accidents..] 2962 2242 2545 3153 2821 3150 3185 3174 3512 3470 25647 2890 35651
Deaths........ 10 7 11 15 12 11 11 10 15 15 13 6 136
Major perms. .. 15 14 15 30 24 29 25 22 25 22 19 14 254
Minor perms. .. 35 30 33 25 25 32 29 42 40 31 31 22 375
Total serious. .. 60 51 59 70 61 72 65 74 80 68 63 42 765

0z
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APPENDIX P—Continued

NUMBER OF ACCIDENTS BY MONTHS OF OCCURRENCE

1921 Jan. Feb. Mar. Apr. May June July Aug. Sept. QOct. Nov. Dec. Total
All accidents..|{ 2426 2341 2845 2936 3015 3192 2958 3365 3124 3133 2871 28383 | 35089
Deaths........ 9 8 12 10 11 11 10 14 11 12 14 11 133
Major perms. .. 22 18 19 18 16 25 31 26 16 18 16 19 244
Minor perms. .. 22 19 28 23 29 33 41 27 30 29 25 28 334
Total serious. .. 53 45 59 51 56 69 82 67 57 59 55 58 711

1922 Jan Peb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec Total
All accidents..| 2841 2339 2932 2045 3546 3846 3869 4426 3929 4454 3916 3584 | 42627
Deaths........ 11 17 9 10 7 14 12 61 12 9 17 13 192
Major perms. .. 23 14 17 23 20 23 25 19 22 27 20 25 258
Minor perms. .. 25 33 35 33 28 34 46 41 37 41 33 43 429
Total serious. .. 59 64 61 66 55 71 83 121 71 77 70 81 879

ATOXD SSINISAT AHI NI STLVY INIWIDV TVIILSNANI

12



22 INDUSTRIAL ACCIDENT RATES IN THE BUSINESS CYCLE

APPENDIX G—PART I
ALL AccipExT Rates Per $100,0600 PavroLL

Month 1918 1919 1920 1921 1922
January.............. 11.071 | 11.384 | 12.271 | 10.120 | 11.220
February............. 11.160 | 10.927 9.594 9.925 9.425
March............... 11.994 | 14.399 | 10.745 | 11.916 | 10.312
Aprl........cvnnn, 13.519 | 14.304 | 12.939 | 12.028 9.991
May..ooveviveinennn. 13.234 | 14.939 | 11.435 | 12.489 | 11.366
June........o.iilll 15.375 | 14.112 { 12.585 | 13.243 | 12.295
Julvo ool 15.000 | 12.022 | 12.043 | 12.061 | 12.555
August......coeiienn 17.246 | 13.572 | 11.351 { 12.544 | 14.173
September............ 13.963 | 13.767 | 12.806 | 11.883 | 12.598
October.............. 15.629 | 15.419 | 13.751 | 12,519 | 15.876
November............ 14.364 | 13.720 | 10.886 | 12.336 | 14.165
December............ 14.264 | 16.616 { 12.786 | 13.194 | 13.269

APPENDIX G—PART II
SERIOUS ACCIDENT RaTeEs PEr $10,000,000 PayroLL
Month 1918 1919 1920 1921 1922
20.00 34.46 24.86 22.11 23.30
23.43 26.21 21.82 19.08 25.79
28.67 17.22 24.91 24.71 21.45
31.51 24.33 28.72 20.89 22.39
28.92 41.23 24.73 23.20 17.63
28.78 37.78 28,77 28.63 22.69
30.89 29.44 24,58 33.44 26.93
21.17 29.73 26.47 24.98 38.75
September............ 34.65 | 29.79 29.17| 21.68 | 22,77
QOctober.............. 32.18 34.45 26.95 23.69 27.45
November,........... 40.54 28.24 26.93 23.63 25.22
December.,........... 31.18 34.58 18.58 26.54 29.99




APPENDIX H—PART I
CvcLEs IN “ALL AccipENT” RATEs Per $100,000 or PAYROLL

@ - @
Index of
cyclic and
Accident | Ratio to | Seasonal unac- 3 months
Year and month rate average index (counted for] moving
1 2 3 4 variation | average
1918
January.............. 11.071 0.865 876 | — 1.1
February............. 11.160 0.872 .798 7.4 2.4
March............... 11.994 .937 .928 .9 5.3
April. . ... . ..., 13.519 1.057 .981 7.6 4.2
May................. 13.234 1.034 .992 4.2 8.8
June................. 15.375 1.202 1.057 14.5 11.8
July.. oo 15.090 1.179 1.011 16.8 19.5
August............... 17.246 1.348 1.076 27.2 17.2
September. ... ... ... 13.963 1.091 1.016 7.5 14 .1
October.............. 15.629 1.221 1.144 7.7 8.4
November............ 14.364 1.123 1.023 10.0 6.5
December............ 14.264 1.115 1.096 1.9 4.4
1919
January.............. 11,384 .890 .876 1.4 3.0
‘February............. 10.927 .854 .798 5.6 8.9
March............... 14.399 1.125 .928 19.7 13.0
April.. ... ..o 14.304 1.118 .981 13.7 17.0
May...oovieinnennn 14.939 1.168 .992 17.6 12.0
June......... ..o Ll 14.112 1.103 1.057 4.6 7.4
Juy..oooooao o 12,922 1.010 1.011 | — .1 1.0
August............... 13.572 1.061 1.0796 ( — 1.5 1.5
September............ 13.767 | 1.076 | 1.016 6.0 3.5
October.............. 15.419 1.205 1.144 6.1 5.7
November,........... 13.720 1.072 1.023 4.9 10.4
December, ........... 16,616 1.299 1.096 20.3 11.2
1920
January..............| 12.271 .959 .876 8.3 7.9
February. .. 9.594 .75 .798 481 — 1.8
March..... 10.745 .840 .928 88| — 3.5
April.. ... ... .ol 12,939 1.011 .981 3.0 — 5.2
May.........cvveens 11.435 .894 992 | — 9.8 ) — 4.7
June................. 12.585 .984 1.067 | — 7.3 — 8.0
Julv..ooooo oo 12.043 .941 1.011 ] — 7.0) —-11.1
Aungust............... 11.351 .887 1.076 | —18.9{ — 9.1
September............ 12.806 1.001 1016 | — 1.5 — 9.1
October.............. 13.751 1.075 1.144 | — 6.9 ] — 8.5
November............ 10.886 .851 1.023 | —17.2 | -11.3
l?ggimber ............ 12.786 .999 1.096 { — 9.7 —11.8
January..............{ 10.120 .791 .876 | — 8.5 ~ 6.8
February.............| 9.925 776 798 | — 2.2 ~ 3.5
March............... 11.918 .931 .928 B -~ 2.0
April................ 12,028 .940 981 | — 4.1} — 1.8
AY e 12,489 976 992 | — 1.6 — 2.6
June................. 13.243 1.035 1.057 | — 2.2} — 3.5
July .o 12.061 .943 1.011{ — 6.8 — 6.2
“August. ... 12,544 .980 1.076 | — 9.6 — 8.7
September............ 11.883 .929 1.016 | — 8.7 ~11.6
October..............| 12.519 L9078 1.144 | —16.6 | —10.4
November............ 12.336 .964 1.023{ — 5.9 — 9.6
December............ 13.194 1.031 1.096 | — 6.5 — 4.1
1922 ' .
January.............. 11.220 .877 876 1| —~ 4.2
February............. 9,425 .737 798 | — 6.1 ) —~ 6.1
March............... 10.312 .806 928 | —12.2 1 ~-12.4
April.... ... .. .. ... 9,991 781 .981 | —20.0 | —14.2
May.........oooot 11.366 .888 .992 | —10.4§ ~13.3
June................. 12.295 .961 1.057 1 — 9.6 — 7.6
July...oo ool 12.555 .981 1.011 | - 3.0 — 3.1
August. .. 14,173 1.108 1.076 3.2 —1.0
Sentemher 12 ROR QKA 1 014 — 21 22
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APPENDIX H—PART II
CYCLES IN SERICUS ACCIDENT RATES PER $10,000,000 oF PAYROLL

2 4-27.047 PFive
Accident Ratio to | Seasonal monthsg
Year and month rate average index moving
1 2 3 4 3 -4 average
20.00 .739 L9221 —-18.3
23.43 . 866 .860 .6
28.67 1.060 .865 19.5 6.0
31.51 1.165 .945 22.0 9.2
28.92 1.069 1.008 6.1 10.5
28.78 1.064 1.084 | — 2.0 1.4
30.89 1.142 1.074 6.8 2.2
August. ............0 21.17 .783 1.043 | —26.0 3.3
September............ 34.65 1.281 1.022 25.9 12.3
October.............. 32.18 1.190 1.070 12.0 13.2
November............ 40.54 1.499 1.069 43.0 25.4
IIDeCSmber ............ 31.18 1.153 1.043 11.0 22.4
91
Januvary.............. 34 .46 1.274 .922 35.2 15.5
February............. 26.21 .969 .860 10.9 6.0
March............... 17.22 .637 .865 | —22.8 14.1
April................ 24.33 .900 945 | — 4.5 13.3
AY e 41.23 1.524 1.008 51.6 11.2
June... ...l 37.78 1.397 1.084 31.3 17.1
July. ...l 29.44 1.088 1.074 1.4 19.6
Auvgust............... 29.73 1.099 1.043 5.6 13.3
September............ 29.79 1.101 1.022 7.9 6.6
October.............. 34.45 1.274 1.070 20.4 11.0
November............ 28.24 1.044 1.069 | — 2.5 9.8
December............| 34.58 1.279 1.043 23.6 7.2
1920
January.............. 24.86 .919 922 1 - 3 4.2
February............. 21.82 .807 .860 | — 5.3 7.1
March............... 24,91 .921 .865 5.6 .4
April. .. ... . ... ... 28.72 1.062 .945 11.7 .1
May...ccovvvevvnas 24.73 914 1.0081 — 9.4} —~ 2.1
UNE...ovuvenronnnnn, 28.77 1.064 1.084 — 2.0 — 4.5
wy..oiiv e 24 .58 .909 1074} —-16.5} — 5.7
August...... coeeed] 26.47 .979 1043 — 6.4 | — 5.3
September. .. . 29.17 1.078 1.022 5.6 — 6.4
October.............. 26.95 .996 1.070 | — 7.4 —10.2
November............ 26.93 .996 1.069 } — 7.3 —11.0
Decimber ............ 18.58 .687 1.043 | —-35.6 | ~15.3
192
January.............. 22.11 .817 922 [ -10.5 ) ~12.8
February............. 19.08 .705 .860 | —15.5| —14.8
March.... 24,71 .914 .865 49| —-10.7
April. ...l 20.89 772 045 | ~-17.3 | — 9.1
May.....coovvvninn. 23.20 .858 1.008 | —-15.0 -~ 2.7
UNE..eorinnrvenonnnss 28.63 1.059 1.084 | ~ 25| — 6.1
uly..ooooe e 33.44 1.236 1.074 16.2; — 7.1
August...............| 24.98 924 ] 1.043( -11.9| = 7.9
September............ 21.68 .802 1.022 | —-22.0( —-11.3
October.............. 23.69 .876 1.070 | —-19.4 | —15.8
November............ 23.63 .874 1.069 | —19.5} —14.6
December............ 26.54 .981 1.043] - 6.2 — 8.4
1922
January.............. 23.30 .861 9221 - 6.1{ -~ 5.9
February............. 25.79 .954 . 860 9.4 — 4.4
March............... 21.45 .793 .865 | — 7.2 | —-10.2
April................ 22.39 .828 945 | —-11.7 | -13.9
May..... BN 17.63 .652 1.008| -35.6  —17.4
[0 e LR 22.69 .839 1.084 ) —24.5| — 8.1
uly...... 26.93 .896 1074 — 7.8 — 9.4
August...... 38.75 1.433 1.043 30.0 — 3.4
September 22.77 .842 1.022 | —-18.0 — 1.2
October. ... ... ... ... 27 45 1.015 1.0701 — KK 1.7
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APPENDIX I

CvycLEs OF CALIFORNIA BANK CLEARINGS

Clearings 3 months
deflated Ratio moving
Year and 00,000 Trend actual average
month omitted value to trend | Seasonal Cycle of cycle
1918
January. . ... $471,6 | $396,9 | 118.8 | 105.6| 13.2
February 386,0 402,8 95.8 86.0 9.8 9.6
March....... 442,0 408 6 108.2 102.5 5.7 7.8
April........ 432,1 4145 104.2 96.3 7.9 7.5
May........ 451,1 4203 107.3 98.3 9.0 7.4
June........ 438,8 426 2 103.0 98.2 5.2 9.0
July......... 489,9 432,0 113.4 100.6 12.8 8.4
August...... 455,5 437,9 104.0 96.8 7.2 5.0
September 418,7 4437 94 .4 9.5 — 5.1 2.2
October...... 503,9 449.6 112.1 107.7 4.4 — 0.6
November...| 456,4 455,4 100.2 101.3 | - 1.1 0.1
]139ecgmber ...| 480,1 461, 2 104.1 107.2} - 3.1 | — 0.6
1
January..... 504,6 467,1 108.0 105.6 241 - 0.3
February 406,3 473,0 85.9 8.0 — 0.1 — 0.8
March....... 468,7 478.8 97.9 102.5) — 4.6 | — 2.7
April........ 448.6 4847 92.6 9.3 — 3.7 — 1.7
May........ 497,6 490,5 101 .4 98.3 3.1 — 0.5
June..... ... 483,1 496,4 97.3 98.21 - 0.9 3.3
July......... 5442 502 2 108.4 100.6 7.8 4.4
August. .. ... 524,2 508,1 103.2 96.8 6.4 6.8
September. .. 543,2 513,9 105.7 99.5 6.2 6.1
October ..... 589,5 519,8 113.4 107.7 5.7 5.2
November...| 551,3 525,6 104.9 101.3 3.6 5.7
]ﬂ;azcgmbcr ...| 6I11,0 531,5 115.0 107.2 7.8 5.7
January..... 597,8 537,3 111.3 |} 105.6 5.7 6.0
February....[ 4911 543,2 90.4 856.0 4.4 4.9
March....... 588,6 549,0 107.2 102.5 4.7 7.1
April..... ... 546,9 5549 108.6 96.3 12.3 4.8
May......... 536,1 560,7 95.6 98.3 | — 2.7 3.7
June........ 565,4 5666 99.8 98.2 1.6 — 0.8
July......... 568,4 572,4 99.3 1006 | — 1.3 | — 1.7
August...... 429,1 578,3 91.5 9.8 — 5.3 — 1.5
September 594,0 584,1 101.7 99.5 221 — 2.6
October ..... 607,7 590,0 103.0 107.7] — 4.7} — 1.6
November...| 589,9 595,8 99.0 101.3| — 2.3 — 4.6
December ...| 604.5 601,7 100.5 107.2| — 6.7| — 7.1
1921
January..... 567,5 607,5 93.4 105.6 | —12.2 — 9.4
February....| 469,6 613,4 76.6 8.0 — 9.4 — 9.4
March....... 594,2 619,2 96.0 102.5] — 6.5 — 8.1
April........ 548,7 625,1 87.8 96.3| — 8.5 9.7
May........ 530,5 630,9 84.1 98.3 | —14.2 | —-10.8
June........ 564,0 636,8 88.6 98.21 — 9.6 | —13.0
July....... .. 546,6 642,6 85.0 100.6 | —15.2 | -11.9
August...... 558,0 648,5 86.0 96.8 | —10.8 | —12.3
September...| 578,9 6543 88.5 99.5| —11.0} —11.9
October ..... 619,7 660,2 93.9 107.7 | —13.8 | -10.6
November...! 628,0 666 0 94.3 1013 — 7.0} — 9.5
ll)gzczember ...} 6684 671, 9 99.5 107.2| — 7.7 — 8.3
January. . ... 646,7 | 6770 | 95.5| 105.6| —10.1| — 7.8
February 549,3 683,6 80.4 8.0, — 5.6 — 6.9
March....... 672,6 689,4 97.6 102.5| — 49| — 4.2
April........ 655,4 695,3 94.3 96.3| —2.0] — 1.9
May........ 697,8 701,1 99.5 98.3 1.2 - 0.3
June........ 689,6 707,0 97.5 8.2 — 0.7} — 1.4
July. ... 683,6 712,8 95.9 100.6 4.7} - 1.8
August. ... .. 695,2 718,7 96.7 96.8 0.1y - 1.3
September...| 727,3 724,5 100.4 99.5 0.9 0.3
October ..... 787.5 730 4 107.8 107.7 0.1 0.4
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STATUTORY REQUIREMENTS FOR CASUALTY
COMPANIES

BY

THOMAS F. TARBELL

The Examination Syllabus of our Society (Associateship, Part
I1, Section 5)* calls for a knowledge, on the part of the student
sitting for the Associateship Examinations, of insurance law,
including the more important statutes of the United States and
Canada (for Canadian candidates) relating to casualty insurance.
Attention has recently been called to the dearth of suitable texts
covering this section of the syllabus and steps have been taken by
our Society to remedy this situation.

As the preparation of a suitable text or texts will take consider-
able time, the writer has prepared the following rather brief
outline of statutory requirements relating to casualty insurance
and casualty companies. No attempt has been made to cover all
the legal features that a text book on casualty insurance law
would embrace but rather to treat in a more or less general way
statutory requirements as they affect the relations of casualty
insurance companies and state insurance departments.

VARIETY OF STATE Laws

Insurance companies of all classes, if transacting a countrywide
business, are subject to a greater multiplicity of state laws than
any other class of corporation. Legislation is usually enacted in
the various states from the point of view of each particular state
with the result that there is a lack of uniformity of statutory
requirements making it difficult to effectively and efficiently
carry on an interstate business. Conditions in this respect are
improving and the National Convention of Insurance Commis-
sioners has accomplished much in bringing about a greater degree
of uniformity through the sponsoring of uniform bills for enact-

*Since this paper was written a change has been made in the Syllabus

whereby insurance law is made a part of the Fellowship Examinations
(Part I, Section II).
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ment by the various state legislatures. The millenium, however,
has not yet arrived*,

INFLUENCE OF LIFE AND FIRE AND MARINE INSURANCE
LEGISLATION

Casualty insurance is the youngest of the three major branches
of insurance and naturally legislation affecting it has been in-
fluenced by existing statutes applicable to life and fire and marine
insurance. It is easier in legislation, as in other matters, to
follow the line of least resistance and this has resulted in the past
in subjecting casualty companies to statutes not adapted to
the conditions of the business and has in some instances restricted
the normal development of the business. For example: Too
much attention has been given in the past to maintaining a clear
line of demarcation between classes of business that a fire com-
pany may write and classes of business that a casualty company
may write. A more liberal view of this question s evident at the
present time,

Errect OF CHANGING CONDITIONS

In addition to being the youngest of the major branches of
insurance, casualty insurance has been subject to comparatively
rapid changes in conditions, particularly the development of
new or extended classes of coverage. In the early days of the
business, employers’ liability and accident and health were the
only lines written in any considerable volume. The develop-
ment of the automobile industry and the rapid spread of work-
men’s compensation laws together with the extension of corporate
surety and fidelity business and its undertaking by general
casualty companies, not to mention the increase in importance of
the minor lines, produced an era, beginning about fifteen years
ago, of rapid growth and constantly changing conditions. This
era is still running. Constant changes in compensation laws
present new problems; the development of the automobile lines

*The substitution of federal for state regulation of insurance has been
sponsored on several occasions but to date no progress has been made and
as the United States Supreme Court has consistently held that insurance is
not commerce and consequently not subject to federal control there is
little prospect of any relief from this quarter. There is considerable
doubt, however, if such a change would bring any relief.
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is constantly going on and new coverages are being devised and
old coverages extended. The growth of the casualty insurance
business in the past fifteen years may be measured roughly by
reference to the annual reports of any of the important insurance
states. Taking the Connecticut Insurance Reports for instance,
we find that in 1909 forty-nine stock, mutual and foreign casualty
companies wrote an aggregate country-wide volume of business
of $81,778,191.58; in 1924, seventy-three similar companies wrote
an aggregate volume of $521,669,125.14. The following table,
taken from the Connecticut reports, shows the premium volume
at five year intervals from 1909 to 1924:

No. of
Year Companies Premiums Written
1909 49 $ 81,778,191.58
1914 57 133,782,221.95
1919 60 310,622,591 .48
1924 73 521,669,125, 14

The above figures are of no value as a measure of the total
amount of countrywide business written in the years in question
as they are limited to the business of only those companies
licensed in Connecticut and further are not an accurate measure
of the increase in casualty business during the five and fifteen
year periods owing to the fact that the number of companies
licensed in Connecticut has constantly increased. They do,
however, give a rough indication of the enormous increase in the
casualty business during the past fifteen years. Because of the
rapid development of the casualty business, legislation, which is
always several steps behind existing conditions, has not in many
respects kept pace with the business and this fact is quite notice-
able in a study of laws governing the operation of casualty
companies.

INCORPORATION

As the starting point of an insurance company is its incorpora-
tion it is desirable to begin with the consideration of the general
subject of statutory requirements at this point, particularly
because of the relationship between requirements for incorpora-
tion of domestic companies and requirements for admission of
companies of other states. Unless otherwise specified, all re-
guirements mentioned apply to stock companies.
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In the early days of insurance in the United States, companies
were incorporated either by special act of the state legislature or
under the general corporation laws. With the progress of in-
surance legislation, special incorporation laws were developed
applying specifically to insurance companies. All three methods
still prevail although Connecticut and Rhode Island are the only
states that provide for incorporation only by special legislative
act. In Massachusetts companies are incorporated under the
general incorporation laws but must also conform to certain
provisions of the insurance laws. In New York, casualty
companies are incorporated under the statutes applicable ex-
clusively to insurance companies, subject to certain provisions
of the general corporation laws.

The special act method, owing to abuses that existed in years
past and also because of its inelasticity due to the fact that
incorporations of new companies or changes in the charters of
existing companies must wait upon the convening of the legis-
lature, and in most states this body meets but once in two years,
is not popular at the present time.

In general the laws relating to the incorporation of stock
casualty companies provide that the charter or articles of incor-
poration must state the following:

The names and addresses of the incorporators;

The name of the company;

The location of the company;

The kinds of business to be transacted;

The mode in which the corporate powers are to be exercised
including provision for directors;

The amount of paid in capital;

The amount of paid in surplus.

NS Su N

Quotations from certain sections of the New York Insurance
Law will perhaps best illustrate some of the provisions mentioned
above:

Section 70 of Chapter 28 of the Consolidated Laws which covers
the incorporation of both life and casualty companies, provides
as follows:

“Thirteen or more persons may become a corporation for the
purpose of making any of the following kinds of insurance:

(1) TUpon the lives or the health of persons and every insur-
ance appertaining thereto, and to grant, purchase and dispose of
annuities.
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(2) Against injury, disablement or death resulting from
traveling or general accident, and against disablement resulting
from sickness and every insurance appertaining thereto.

(3) Insuring any one (a) against loss or damage resulting from
accident to or injury suffered by an employee or other person,
and for which the person insured is liable, (b) against loss or
damage to property caused by animals or by any vehicle drawn
by animal power, and for which loss or damage the person in-
sured is liable, and (c) against any other lossor damage to prop-
erty and for which the insured is liable, except loss or damage
caused by risks or hazards of the kinds mentioned in subdivisions
seven, nine, ten and eleven of this section.

(4) Guaranteeing the fidelity of persons holding places of
public or private trust. Guaranteeing the performance of con-
tracts other than insurance policies; guaranteeing the per-
formance of insurance contracts where surety bonds are accepted
by states or municipalities; executing or guaranteeing bonds and
undertakings required or permitted in all actions or proceedings
or by law allowed; and indemnifying banks, bankers, brokers,
financial or moneyed associations, or financial or moneyed cor-
porations, against the loss of any bills of exchange, notes, drafts,
acceptances of drafts, bonds, securities, evidences of debts,
deeds, mortgages, documents, currency and money, except that
no such contract or indemnity indemnifying banks, bankers,
brokers, financial or moneyed associations, ot financial or
moneyed corporations, shall indemnify against loss caused by
marine risks, or risks of transportation or navigation. A com-
pany authorized to do the business mentioned in this subdivision
may guarantee any federal land bank against loss by reason of
defective title or incumbrances on real property on which any
such federal land bank may make a loan secured by a mortgage.

(4a) Guaranteeing and indemnifying merchants, traders and
those engaged in business and giving credit from loss and damage
by reason of giving and extending credit to their customers and
those dealing with them; and corporations authorized to do such
last named business in this subdivision mentioned shall have all
the powers conferred by section one hundred and seventy-eight
of this chapter.

(5) Against loss by burglary, theft, larceny, forgery, van-
dalism or malicious mischief, the wrongful conversion, disposal,
or concealment of automobiles held under a conditional sale
contract or subject to a chattel mortgage, or any one or more of
such hazards. Any corporation authorized to transact business
as hereinbefore mentioned in this subdivision if possessed of a
capital of at least two hundred thousand dollars, may, by taking
the proceedings required in section fifty-two of this chapter,
amend its charter so as to include therein the insurance of jewelers
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and other persons engaged in the business or trade of manufac-
turing, buying, selling or dealing in, cutting or setting of precious
stones, jewels, jewelry, gold, silver and other precious metals,
whether as principals, agents, brokers, factors or otherwise,
against any and all risks of loss, damage injury, deterioration,
loss of use or liability arising from or in connection with such
business or trade. Such insurance shall be known and designated
as ‘jewelers’ block insurance’ and made under a policy upon the
face and outside cover of which shall be printed in bold face type
the words ‘jewelers’ block policy.’

(6) TUpon glass against breakage.

(7) Against (a) loss or damage to steam boilers and pipes or
containers connected therewith, waterheaters and pipes or con-
tainers connected therewith, apparatus for heating or lighting
buildings or preparing food therein, fly wheels, power wheels and
engines or other apparatus for applying or transmitting motive
power and machinery connected therewith or operated thereby,
caused by explosion thereof or accidental injury thereto; against
(b) loss or damage to life or property resulting therefrom, inclu-
ding loss by legal liability resulting from orincurred in connection
with claims against the assured because of loss or damage to
persons or property caused as aforesaid; and against (c) loss of
use and occupancy caused thereby, and to make inspection of
and to issue certificates of inspection upon such boilers, pipes,
fly wheels; engines and machinery.

(8) TUpon the lives of horses, cattle and other live stock or
against loss by the theft of any of such property or both.

(9) Against loss or damage to automobiles and airplanes,
seaplanes, dirigibles or other aircraft (except loss or damage by
fire or while being transported in any conveyance by land or
water), and against loss or damage to property caused thereby,
including loss by legal liability for damage to property resulting
from the maintenance and use of automobiles and airplanes,
seaplanes, dirigibles or other aircraft.

(10) Against loss or damage by water or other fluid to any
goods or premises, arising from the breakage or leakage of sprink-
lers, pumps or other apparatus erected for extinguishing fires,
or of other conduits or containers, or by casual water entering
through leaks or openings in buildings, and of water pipes;
against accidental injury to such sprinklers, pumps, fireapparatus,
conduits or containers; and against damage from loss of use or
occupancy of premises by reason of such causes, or any of them.

(11) Against loss or damage to elevators or other property,
excepting loss or damage by fire, caused by the maintenance,
operation or use of elevators, and including loss by legal liability
for damage to property resulting from such operation, mainte-
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nance or use of elevators; by making and filing in the office of
the superintendent of insurance a certificate signed by each of
them, stating their intention to form a corporation for the purpose
or purposes named in some one of the foregoing subdivisions,
specifying the subdivisions; and setting forth a copy of the charter
which they propose to adopt, which shall state the name of the
proposed corporation, the place where its principal office is to be
located, the kind of insurance to be undertaken, and under which
of the foregoing subdivisions it is authorized, the mode and
manner in which its corporate powers are to be exercised, the
number of its directors, the manner of electing its directors and
officers, a majority of whom shall be citizens and residents of
this state, the time of such elections, the names and postoffice
addresses of the directors who shall serve until the first annual
meeting of such corporation, the manner of filling vacancies,
the amount of its capital and such other particulars as may be
necessary to explain and make manifest the objects and purposes
of the corporation.

Such certificates shall be proved or acknowledged and recorded
in a book to be kept for that purpose, and a certified copy thereof
delivered to the persons executing the same. Except as herein
provided, no corporation shall be formed under this article for the
purpose of undertaking any other kind of insurance than that
specified in some one of the foregoing subdivisions, or more kinds
of insurance than are specified in a single subdivision; but a cor-
poration may be formed for all the purposes combined, or any two
or more of them specified in the first and second subdivisions,
and clause (a) of the third subdivision, or for all the purposes
combined, or any two or more of them specified in the second,
third, fourth, fourth-a, fifth, sixth, seventh, eighth, ninth, tenth
and eleventh subdivisions. No one policy issued by any one
corporation shall embrace the kinds of insurance that are speci-
fied in subdivision four with the kind of insurance specified in any
other subdivision of this section.”

From a consideration of the second paragraph of sub-section
11 it will be noted that, as respects classes of business that may
be written, there is an overlapping of the powers granted to life
and casualty companies. Both companies may write accident
and health insurance and all forms of liability for loss or damage
as the result of personal injury (employers, public, automobile,
etc., liability and compensation),

While a considerable number of life companies have taken
advantage of the privilege of writing accident and health insur-
ance, only two of the larger companies, the Aetna Life Insurance
Company and The Travelers Insurance Company, have availed
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themselves of the authority to write the lability lines, and it is
interesting to note that these two companies maintain a complete
segregation of assets as between the life and the casualty business.

The section above quoted is one of the best examples of an up
to date and comprehensive law defining the classes of business
that a casualty company may write. Its up-to-dateness is
evidenced by the 1925 amendment to sub-section 5 permitting
the writing of ““jewelers’ block insurance.’’*

The shortcoming of the New York law and of the laws of many
other states is its inelasticity. With conditions constantly
changing and demands arising for new forms of coverage, a law
that attempts to specifically enumerate the lines of business that
a company may write is inadequate. This situation has long
been realized and has been partially remedied. At the annual
meeting of the National Convention of Insurance Commissioners
in 1920, one of our fellow members, Honorable Clarence W.
Hobbs, at that time Insurance Commissioner of Massachusetts,
offered the following resolution which was adopted:

}“Resolved, That the Committee on Laws and Legislation
consider and report upon the expediency of a uniform classifi-
cation of insurance companies; also upon the expediency of a
uniform method of authotizing the transaction of new lines of
insurance under departmental license.”

At the December, 1922, meeting of the National Convention,
the Committee on Laws and Legislation presented the following
resolution which was adopted:

“Resolved, That the Commissioners be requested to procure
the enactment of the following legislation in their several States,
viz.:

- “An act to authorize the transaction of classes of insurance
not specifically authorized by law.

Be it enacted, etc.—

Section 1.—An insurance company authorized to transact
within the State any of the classes of insurance set forth in the

*This line however, probably will not be pushed to any great extent by
casualty companies as a majority of the hazards insured against are those
usually covered by marine companies who are at present better equipped
to handle loss adjustments.

}Proceedings of the National Convention of Insurance Commissioners,
1920, Page 137.
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laws relating to the powers of insurance companies may transact
in addition thereto any form of insurance not specifically included
in such laws, provided that such form of insurance is not contrary
to public policy or prohibited by statute. Such additional forms
shall be transacted only upon express license of the Insurance
Commissioner, and upon such terms and conditions as he may
from time to time prescribe.”

The suggested uniform statute or a similar statute has been
enacted in at least eleven® states, but has not been sponsored as
enthusiastically as its importance justifies.

It is appropriate to mention at this point that during the past
few years there has been considerable agitation over the matter
of multiple line insurance, in fact the National Convention of
Insurance Commissioners has wrestled with the problem since
1919. The American system of single line companies appears to
be too deeply rooted to be upset at present or in the near future.
However, some progress has been made as is evidenced by the
recent amendments to the New York statutes permitting the
writing of jewelers’ block (all risks) insurance by either casualty,
fire and marine, or marine companies. The next step in the
direction of multiple lines will undoubtedly be the more general
adoption of statutes permitting a single company to write all
classes of automobile coverage. This authority is at present
granted by more than one-half the fstates but has not been
authorized to any extent in the Eastern states and accordingly
has not been undertaken by any of the larger general casualty
companies.

To return to the subject of classes of coverage authorized by
statute, an examination of similar statutes of other states dis-
closes that in general the classes follow those specified by the
New York law but in most instances are less comprehensivel.
In the case of Massachusetts and certain other states a single
section (Section 47, Chapter 185, General Laws) enumerates the
classes of business that companies in general may be incorporated
for but the following section limits the various combinations that

*Arizona, Arkansas, California, District of Columbia, Kansas, Louisi-
ana, Massachusetts, Texas, Utah, Vermont and Washington.

1In some states such authority is granted only to companies restricting
their business to automobile insurance only.

{The Towa statutes do not permit a life company to write automobile
liability insurance.
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may be made, which, so far as casualty insurance is concerned,
are substantially the same as in the New York statutes.

The minimum number of incorporators varies; the New York
law specifies thirteen, the Massachusetts law ten. There is
usually no restriction as to the maximum number. In general
the law specifies certain qualifications for incorporators. In New
York the General Corporation Law (Section4) provides as follows:

“A certificate of incorporation must be personally executed by
natural persons of full age, at least two-thirds of whom must be
citizens of the United States and one a resident of this State.”

The Massachusetts statute (Section 48, Chapter 175) provides
that the incorporators must be ‘“Residents of this Common-
wealth.”

The name of the company is a matter that has generally re-
ceived rather careful consideration by the law makers. Statutes
bearing upon this matter usually have a two-fold purpose; first
to insure that the name adopted by the company will clearly
indicate the nature or character of its business and second that
the business of an established company will not be injured by an
infringement on its good name.*

The Massachusetts statutes cover both of the above points.
Section 49, Chapter 175, of the General Laws provides in part
as follows:

‘“The name of the Corporation shall be subject to approval by

the 1Commissioner and shall contain the word ‘Insurance’.

. Section 9, Chapter 155 of the General Laws provides in part
as follows:

‘A corporation . . . . shall not assume the name of another
corporation established under the laws of the Commonwealth,
or of a corporation, firm, association or person carrying on busi-
ness in the Commonwealth, at the time of such organization or
within three years prior thereto or assume a name so similar
thereto as to be likely to be mistaken for it, except with the writ-
net consent of said existing corporation, firm or association or
of such person previously filed with the tCommissioner.”

*Statutory provisions for the protection of corporate names have been
found essential for the protection of insurance companies as well as of
corporations in nearly every other line of business, and have received
favorable attention by the federal authorities and in state laws under the
so-called ““Unfair Trade Practices” acts.

tCommissioner of Corporations and Taxation.
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The New York law (Section 10, Chapter 28) contains the
following:

““No certificate of authority to transact the businessof insurance
in this state, shall be granted by the Superintendent of Insurance
to any insurance corporation hereafter applying therefor, if such
corporation has the same name as another corporation authorized
to transact such business in this state at the time of granting
such certificate, or a name so nearly resembling it as to be calcu-
lated to deceive.”

As a rule the various state laws require that a domestic cor-
poration must have its principal office of business in the state
and must maintain there certain records, and as a rule companies
have their general business offices in the home state. There are,
however, a number of exceptions in case of insurance companies.
A company may incorporate in a state other than that in which
it intends to maintain its general office because of certain ad-
vantages in the matter of taxation or for other reasons. Again
the general offices of an established company may be transferred
to a foreign state as a result of change of control or because of
business considerations affecting the efficient and economical
transaction of its business*.

The kinds of business to be transacted are required to be stated
in detail, first because it is a fundamental of corporation law that
the charter or articles of incorporation must state the nature of
the business or businesses to be transacted and second because
in the United States, as previously pointed out, the legislative
policy has been to draw a rather sharp distinction between the
kinds of coverage that the various classes of companies may
grant.

The corporate powers of a company are exercised through a
board of directors and officials elected by the directors. The by-
laws govern the number and method of electing directors and offi-
cers including the filling of vacancies. The by-laws must, of
course, contain nothing inconsistent with the statutory law. The
minimum number of directors is usually specified in the statutes
and, like the number of incorporators, varies. In Massachusetts
the minimum number is five and in New York, thirteen. The

*The maintenance of a ‘Principal Office” in the home state by a
company with its general office in another state does not as a rule cause

any great inconvenience as such a company will usually maintain a
branch office or general agency in one of the larger cities of the home state.
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law usually requires that the directors must be stockholders and
in some cases specifies the minimum number of shares that a
director must hold. It is also required by statute in many states
that a majority of the directors must be citizens of the home state,
The requirement that directors be stockholders is based upon the
theory that those charged with the duty or accepting the honor
of serving as directors will have a greater interest in the com-
pany’s affairs if they are likewise stockholders. The Massa-
chusetts law does not require that directors be stockholders.

The law imposes certain duties upon directors and holds them,
jointly with the officers, accountable for the proper administra-
tion of the company’s business. In some states the specific
responsibilities are rather stringent. In Massachusetts, for
example (Section 62, Chapter 175), the law provides that the
directors or other officers of a company making or authorizing
an investment or loan in viclation of the statutes concerning such
investments or loans shall be personally liable to the stockholders
for any loss caused thereby; if they allow to be insured on a
single risk a larger amount than authorized by statute (109, of
net assets) they shall be personally liable for any loss in excess of
the amounts to which they might lawfully insure; if they make
or assent to further insurance, knowing that the accrued losses of
the company equal its net assets, they shall be personally liable
for any loss under such insurance.

The laws of most states prohibit any officer or director from
receiving any benefit in commission, fees, brokerage or other
pecuniary benefit in connection with investments, loans, sale or
purchase of property, etc., engaged in by the company. This
matter is covered in Section 36, Chapter 28, of the New York
law. Probably the most inclusive statute of this nature is to be
found in the Massachusetts law, Section 64, Chapter 175, which
reads as follows:

“All investments and deposits of the funds of any such com-
pany shall be made in its corporate name and no director or other
officer thereof, and no member of a committee having any author-
ity in the investment or disposition of its funds, shall accept, of
be the beneficiary, either directly or remotely, of any fee, broker-
age, commission, gift or other consideration for or on account or
any loan, deposit, purchase, sale, payment or exchange made by
or in behalf of such company, or be pecuniarily interested in any
such purchase, sale or loan, either as borrower, principal, co-
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principal, agent or beneficiary, except that if a policyholder,
he shall be entitled to all the benefits accruing under the terms of
his contract.”

CAPITAL REQUIREMENTS .

There is a decided lack of uniformity in the capital stock
requirements of the laws of the various states. In some states
no distinction is made as respects lines of business transacted
while in others capital requirements vary according to the line
or lines of business to be transacted. In general the minimum
capital required is $100,000 but with a few exceptions this mini-
mum would not permit a company to transaét more than a
single line such as accident and health, plate glass, burglary,
liability and compensation, etc. In about one-third of the
states, at least $200,000 capital is required to qualify for lia-
bility and compensation and in more than one-half the
states at least $250,000 capital to qualify for fidelity and surety*.
In New York the law as respects capitalization has been developed
on the plan of establishing a minimum capital requirement for a
single line and a specific amount of additional capital for each
additional line and this plan is also incorporated with variations
and exceptions in the laws of a considerable number of states,
including California, Louisiana, Massachusetts, Nebraska, New
Jersey, Pennsylvania, Tennessee, Texas, Utah, Washington and
Wisconsin.

Section 70 of Chapter 28, of the New York laws, which covers
the incorporation of both life and casualty companies enumerates
eleven kinds of insurance for which companies may be incor-
porated. For specific details and descriptions of coverages
this tsection should be studied. It will be sufficient to give here
the lines provided for as they are commonly known or described
in the Convention Annual Statement blank.

1. Life (including annuities) and health
2. Accident and health
3. (a) Liability for personal injury or death
(b) Teams (including animal)
(c) Property damage, other than steam boiler, engine
and machinery, automobile, sprinkler, water and
elevator

*West Virginia requires $600,000.
{See quotation from this law under *‘Incorporation’”, the preceding
heading in the text of this paper.
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4. Fidelity and surety
4 (a) Credit
5. Burglary (including ‘‘jewelers’ block’)
6. Glass
7. Steam boiler, engine and machinery
8. Live stock
9. Automobile and aircraft property damage and collision
10. Sprinkler and water damage
11. Elevator property damage and collision.

The permissible combinations of kinds and minimum and maxi-
mum capital requirements are covered in Section 12 of the same
chapter. The second paragraph applying to life and casualty
companies provides as follows:

“No domestic stock insurance corporation shall be hereafter
authorized to transact the kind of insurance business described
in subdivision one, two, five, six, seven, eight, nine, ten and eleven
of section seventy of this chapter with a smaller capital stock
than one hundred thousand dollars fully paid in in cash. No
domestic stock insurance corporation shall be hereafter authorized
to transact the kind of insurance business described in sub-
divisions three or four of section seventy of this chapter with a
smaller capital stock than two hundred and fifty thousand
dollars fully paid in in cash if authorized to transact any kind of
insurance business described in one of such subdivisions or a
smaller capital stock than five hundred thousand dollars fully
paid in in cash if authorized to transact the kinds of insurance
business described in both such subdivisions. Except as to
requirements of a minimum capital stock for the transaction of
the kinds of insurance business described in subdivisions three or
four of section seventy of this chapter every domestic stock
insurance corporation hereafter authorized having power fto
transact business under more than one subdivision of such section
shall, in addition to the minimum capital stock prescribed in this
section, have an additional capital stock of fifty thousand dollars
fully paid in in cash, for every kind of insurance business more
than one which it is authorized to transact. Any corporation
to which this section is applicable shall also at the time of its
organization, have a surplus equal to fifty per centum of its capi-
tal stock, which surplus shall also be fully paid in in cash; pro-
vided that this requirement shall not apply to existing cor-
porations reincorporated.”

From the foregoing it will be noted that under the New York
law the minimum capital for a single line except liability, fidelity
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and surety, *credit and burglary (if power to write ‘‘jewelers’
block” is included) is $100,000 with an additional $50,000 for
each additional line; provided, however, that the minimum for
burglary (including jewelers’ block) is $200,000; lability or
fidelity and surety $250,000, or for both liability and fidelity and
surety, $500,000.

A company incorporated to write all lines of business provided
for would require a minimum capital of $950,000 arrived at as
follows:

Liability (and other coverages specified in

subdivision 3)..............o..... $250,000 Minimum
Fidelity and surety........ccovevvnun.. 250,000 “
Accident and health................... 50,000 Additional
Credit. ..o oiie it ans ’ 50,000 “
Burglary (including or excluding jewelers’

block). oo v e 50,000 “
GlassS. . vie ittt r e e 50,000 “
Steam boiler, engine and machinery...., 50,000 “
Livestock.....coviuiiieinnnanennnnn. 50,000 “
Automobile and aircraft property damage

and collision........ccovvivvennn.. 50,000 “
Sprinkler and water damage............ 50,000 “
Elevator property damage and collision. . 50,000 “

Total....ovvvveivnnnnnns, $950,000

The Massachusetts law follows in general the New York law,
the minimum capital required for all lines being $900,000.
(For further details see Sections 47, 48 and 51, Chapter 175,
General Laws.) The Massachusetts law establishes a minimum
for a single line and provides that for a combination of lines the
capital required shall be the largest minimum capital for a single
line plus one-half the minimum capital established for each
additional line.

For the transaction of single lines and certain combinations of
lines, there is a considerable difference between the New York
and Massachusetts minimum capital requirements as will be
noted from the following exhibit:

*The Department has ruled that a company organized to write credit
business only must incorporate under the provisions of Section 170
providing for the incorporation of *“Title and Credit Guaranty Corpora-
tions’” which prescribes a minimum capital of $250,000.
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CAPITAL REQUIREMENTS

Line or Lines New York Massachusetts
Fidelity &surety.........ocoveot. $250,000 $200,000
Credit. ... viie i iiineenn, 250,000 200,000
Liability and fidelity and surety...... 500,000 300,000
Liability. o0« v oot 250,000 200,000
Burglary (sacluding jewelers’ block). .. 100,000 200,000
Fidelity, surety and burglary......... 550,000 300,000
Steam boiler, engine and machinery. .. 100,000 200,000
Sprinkler and water damage.......... 100,000 200,000

The legislative tendency at the present time is to set up stand-
ards of capitalization similar to those of New York and Massa-
chusetts but there is a decided lack of uniformity.

SurPLUS REQUIREMENTS

The number of states requiring by statute a paid in surplus
at organization is rather small. There is also, as in the case of
capital requirements, a decided lack of uniformity. New York
and Pennsylvania require a paid in cash surplus at organization
of 509 of the paid in capital; Wisconsin requires 259, of the
capital in case of companies other than surety companies and
509, ($125,000) of the minimum capital ($250,000) in case of
surety companies; Virginia, District of Columbia and Oregon
specify 509, of the minimum capital; Washington specifies 50%,
of the minimum capital for some lines (fidelity and surety,
liability and automobile) and 25%, for other lines (accident,
plate glass, burglary, credit, vehicle—other than automobile—
and elevator). A few states specify a surplus only in case of
companies transacting fidelity and surety business, among which
may be mentioned: Idaho, 209, of minimum capital; Minnesota,
259, of minimum capital and Kansas 109, of capital.

The foregoing is not a complete list of states having statutory
surplus requirements but is submitted to illustrate the lack of
uniformity in the statutes covering the subject.

The matter of ample surplus requirements does not in general
appear to have received as much attention and consideration as its
importance justifies. The heavy initial expense of commencing
business and the stringent unearned premium reserve require-
ments make heavy demands upon surplus during the early years
of a company and an ample surplus fund should be required. Ex-
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perience has demonstrated that an initial surplus of 509, is none
too large and that 1009, would not provide any too great a
margin, expecially in the case of a company desiring to write a
substantial volume in the first few years of its existence.

INvESTMENTS—DoMESsTIc COMPANIES

The main principle underlying the enactment of statutes
regulating investments is to secure a certain measure of soundness ,
and stability and prevent insurance funds from being wasted in
speculative and unsound investments. All but two states,
Connecticut and Rhode Island, have enacted some form of
investment statute. There is practically no uniformity in such
statutes. Roughly, investment statutes fall into three general
classes, according to their scope, as follows:

1. Statutes prescribing the investment of capital only;

2. Statutes prescribing the investment of capital and a part of
remaining funds;

3. Statutes prescribing the investment of all funds.

Within the three general classes there are many variations and
the scope of investments ranges from liberality to rather close
restriction. In the first class, some states regulate the invest-
ments to the amount of minimum capital required while in others
the regulation applies to the total capital*. The second class is
not of any great importance. In the third class, which em-
braces a majority of the states, we find most liberal provisions
such as that of Tennessee whose investment law requires that
funds must be invested in ‘‘good available securities’ and rather
stringent provisions as exemplified by the laws of Maine and
Vermont which restrict investments to those permitted to
savings banks.

By and large, however, the investment provisions are not
burdensome, a rather wide choice being open to the companies
as will be noted from the following list which is a sort of summary
of the classes of investments generally approved:

*The New York Law (Section 16, Chapter 28) differentiates between
investments of minimum capital required and balance of capital, re-
stricting investment of minimum capital to stocks and bonds of the
United States or of New York State or the bonds of a county or incor-
porated city of New York State.
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1. Bonds, notes and other evidences of indebtedness of the
United States;

2. Bonds, notes and other evidences of indebtedness of the
home state or any political sub-division thereof;

3. Bonds, notes and other evidences of indebtedness of any
other state of the United States or any political sub-
division thereof;

4. Bonds, notes and other evidences of indebtedness of the
Dominion of Canada, its provinces or any political
sub-division thereof;

5. TFirst mortgages on unencumbered real estate situated in
the United States or Canada;

6. Collateral loans upon the foregoing classes of securities;
7. Certain corporate bonds;
8. Certain corporate stocks.

In those states, the statutes of which make a distinction be-
tween the investment of capital and other funds, investment of
capital is generally restricted to those classes of securities con-
sidered to possess the greatest element of security. In most
states the investment statutes in addition to prescribing invest-
ments also prohibit certain classes of investment.

A majority of states prohibit investment in real estate except
such as is necessary for the companies’ accommodation in the
convenient transaction of its business, and such as it shall have
acquired in good faith in settlement of debts or obligations
or through foreclosure of mortgage loans, but require that all
real estate acquired in the latter manner must be disposed of
within a certain period of time, with authority to the Insurance
Commissioner to extend such time, if, in his opinion, an extension
of time is justified.

Some states prohibit the acquiring and holding of stock in
other insurance companies. Of late, however, there has been a
tendency to remove this barrier. Prior to 1923 the laws of the
State of New York, (Section 16, Chapter 28) prohibited a domes-
tic company from investing any of its funds in the stock of another
insurance company carrying on the same kind of business but at
the legislative session of that year the law was amended to permit
such investment under certain conditions and subject to approval
of the Superintendent of Insurance. The law was further
amended in 1925. Investing in, or loaning money on security
of a company’s own stock, is also prohibited in most states.
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IMPAIRMENT OF CAPITAL

With the exceptions of Indiana, all states and the District of
Columbia have statutes prescribing the procedure in event of
impairment of capital. The statutes are fairly uniform but the
degree of impairment permitted before action is taken varies.
The course generally prescribed requires that if the capital
becomes impaired to a certain degree, the Insurance Commis-
sioner shall notify the company that the impairment must be
made good by the stockholders within a certain period, usually
thirty, sixty or ninety days, and if such order is not complied with
within the time specified, he shall then revoke its authority to
further transact business and institute such legal proceedings as
are necessary to preserve the assets and wind up the company’s
affairs. In some states, the supervising official is designated by
law as receiver and liquidator. Most states provide that the
impairment may be made good by a reduction of capital provided
that such reduction does not bring the capital below the minimum
specified for incorporation of new companies. The degree of
impairment allowed before action is taken varies from “any
impairment” to 509, impairment (Maine), the degrees most
frequently stipulated being 209, and 25%,.

DEPOSITS OF SECURITIES

Deposits of securities required by law are of two kinds: general
deposits and special deposits. General deposits are those re-
quired for the benefit of all policyholders (and creditors) of the
company. There are two classes of general deposit laws, one
requiring a deposit by domestic companies and the other a deposit
by companies of other states as a condition precedent to receiving
authority to transact business. The latter class of law usually
provides that a company may have its general deposit either in
its home state or in some other state of the United States so that
a company having a general deposit of sufficient amount in its
home state will meet the general deposit requirements of all
states in which it seeks to transact business. The amount of the
general deposit specified by the laws of the various states varies.
The minimum amount most generally specified is $100,000. In
some states there is a rough correlation between the capital
required for various lines of business and the amount of deposit.
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New York specifies a minimum deposit of $100,000 and a maxi-
mum of $250,000. Kentucky specifies a minimum of $100,000
and a maximum of $450,000. General deposit laws are found
in the statutes of a majority of the states.

Special deposits are deposits required as a condition precedent
to receiving authority to transact business in a state and are made
for the benefit of policyholders (and creditors) in such state.
Less than one-half the states have passed such laws and with
onie or two exceptions they apply to fidelity and surety business
only. The states of Alabama, Delaware, Florida, Georgia,
Idaho and Oregon for example, require a deposit in case of com-
panies transacting fidelity and surety business. The amount
of deposit ranges from $10,000 to $50,000. Arkansas and
Louisiana provide either for a deposit or a *surety bond. Virginia
requires a deposit from all classes of companies of not less than
$10,000 nor more than $50,000, the amount to be determined
by the Insurance Commissioner.

In general the classes of securities acceptable for both kinds of
deposits are limited to the classes of securities prescribed for
investment of capital.

REQUIREMENTS FOR ADMISSION

CAPITAL, SURPLUS AND INVESTMENTS.

In general the capital, surplus and investment requirements set
as a standard for the admission of companies of other states
follow the requirements applicable to domestic companies.
Some states require a larger capital and surplus for other state
companies than those required of domestic companies. For
example: The Indiana statutes permit a domestic company to
incorporate on a capital of $100,000 and no paid in tsurplus is

*A number of states which do not provide for a deposit require the
filing of a surety bond. California, for example, requires from companies
transacting workmen's compensation business in the state a bond of at
least $100,000 and not less than the amount of reserve for outstanding
compensation losses in the state nor more than twice such reserve.

1 While Indiana does not provide for a paid in surplus, it lays upon stock-
holders a double liability similar to that laid upon stockholders in national
baunks.
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specified. A company of another state, however, to be eligible
for admission must have a capital of $200,000 or assets of
$2,000,000 and a net surplus over and above all liabilities of at
least $450,000. As a rule, states do not attempt to prescribe
investment requirements for companies of other states beyond
the amount of the minimum capital requirement. Maryland
has a rather stringent investment law which applies to both
domestic and other state companies. In general the investment
requirements do not impose a hardship on companies seeking
admission to the various states.

MiSCELLANEOUS REQUIREMENTS

In addition to the requirements as to capital, surplus, in-
vestments and special deposits and incidental thereto or in
substantiation thereof, the following is a partial list of state-
ments, documents, etc., which are usually required:

a. A certified copy of the charter or articles of incorporation;

b. A copy of the last annual statement of the company duly
executed and sworn to;

c. A certificate of the proper officer of the home state that
the company has complied with the laws of such state
and is duly authorized. This certificate is known as a
“certificate of compliance’;

d. A certificate of deposit;

e. A power of attorney appointing the Insurance Commis-
sioner, some other official, or a resident of the state,
attorney for service of process in actions or proceedings
against the company within the state,

The foregoing cover the main requirements, documents,
certificates, etc. Some states, however, have additional re-
quirements as a result of special or peculiar laws or rulings of the
supervising official. Among these may be mentioned:

f. Appointment of a general agent;

g. Copies of certain forms of policies;

h. Copy of last report of examination;

i. Copy of by-laws.

The New York law, Section 29, Chapter 28, requires that a
company applying for admission must file an agreement under
its corporate seal that it will not, while authorized to do business
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therein, transact any business therein which a similar domestic
company is prohibited from transacting.

A Wisconsin law requires that a company applying for admis-
sion must be examined by the Wisconsin Department.

A Michigan law requires that a company must have been in
business for at least a year before it is eligible for admission.

REQUIREMENTS—FOREIGN COMPANIES

The foregoing requirements apply to stock companies of the
United States. In general the requirements for companies of
foreign governments are substantially the same. In lieu of
capital stock, a foreign company is required to have a deposit
in some one of the states for the benefit of all policyholders and
creditors in the United States at least equal to the capital stock
required of domestic companies.

Removayr or Suits To FEDERAL COURTS

A number of states have statutes prohibiting removal of suits
or actions arising in the state to the federal courts and several
states require, or did require, a company on applying for admis-
sion to execute an agreement not to so remove or attempt to
remove such suits or actions. The usual penalty provided for
violation of the statute or agreement is revocation of license.
However, the Arkansas statute covering this matter was de-
clared unconstitutional in 1922 by the Supreme Court of the
United States in the case of Terrel, Secretary of State of Arkansas
vs. Burke Construction Co. and, while this case did not involve an
insurance company, a more recent decision of the Supreme Court
of Minnesota in the caseof Minnesota vs. Security Fire Insurance
Co., decided in July, 1924, and involving the legality of statutes
and agreements such as those under consideration, followed the
decision of the United States Supreme Court in the Burke
Construction Co., case. As these two cases establish a precedent
that undoubtedly would be followed in other states, such statutes
may be considered as ineffective at the present time.

Ant1-Compact Laws
Anti-compact laws, statutes forbidding companies or their
agents from entering into agreements designed to prevent
open and free competition, as applying to casualty companies
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are found in the statutes of the following states: Arkansas,
Georgia, Iowa, Kansas, Mississippi, Nebraska, Oregon, South
Carolina, Texas and Washington. The number of states having
such laws applicable to fire companies is much larger., The scope
of the laws varies, some applying only to compacts affecting rates
while others apply to rates, commissions and methods of trans-
acting business. The ehactment of rating laws since the intro-
duction and development of workmen's compensation insurance
has done much to nullify the effects of anti-compact laws and the
real value of such laws under present conditions isopen to question.

The Oregon statute (Section 6361, General Statutes) is a good

example of one of the more comprehensive statutes. It provides
as follows:

“It shall be unlawful for any insurance company authorized to
transact business in this state, or any manager or any agent or
representative thereof, to, either within or outside of this state,
directly or indirectly, enter into any contract, understanding or
combination, with any other insurance company, or any manager,
or any agent or representative thereof, or to jointly or severally
do any act or engage in any practice or practices for the purpose
of controlling the rate to be charged, or commissions or other
compensations to be paid, for insuring any risk or class or classes
of risks, in this state, or for the purpose of discriminating against
or differentiating from any company, manager or agent, by reason
of its or his plan or method of transacting business or its or his
affiliation or non-affiliation with any board or association of
insurance companies, managers, agents or representatives, or
for any purpose detrimental to free competition in the business
or injurious to the insuring public. Whenever the commissioner
shall have knowledge of any violation of this section, he shall
forthwith order such offending company, manager, agent or
representative to immediately discontinue such practice or show
cause to the satisfaction of the commissioner why such order
should not be complied with. Within thirty days from the
receipt of such order, and upon a failure to comply with such
order, the commissioner shall forthwith revoke the license of such
offending company or agent, and no renewal of the license so
revoked shall be granted within three years from the date of the
revocation.”

AnTi-DiscriMinaTiON Laws
Laws designed to prevent discrimination in rates between
insurers or risks of the same class or hazard are found in the
statutes of nearly all states, although in quite a few such laws
apply to life insurance only. The laws vary in scope, some of the
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statutes covering rebates of premiums only while others extend to
any valuable consideration or inducement not specified in the
policy. The Connecticut statute (Section 4122, General Statutes)
while not as comprehensive as that of some of the other states,
has the advantage of brevity and will serve as a satisfactory
example. It provides:

“No insurance company doing business in this state, in-
cluding life insurance companies referred to in Section
4121, or attorney, agent, sub-agent, broker or any other
person shall pay or allow, or offer to pay or allow, as induce-
ment to insurance, any rebate of premium payable on the
policy, or any special favor or advantage in the dividends or
other benefits to accrue thereon, or any valuable consideration or
accept from any company, or attorney, agent, sub-agent, broker
or any other person, as inducement to insurance, any such rebate
of premium payable on the policy, or any special favor or
advantage in the dividends or other benefits to accrue thereon,
or any valuable consideration or inducement mnot specified
in the policy of insurance. No person shall be excused
from testifying or from producing any books, papers,
contracts, agreements or documents, at the trial of any other
person charged with the violation of any provision of this
section, on the ground that such testimony or evidence may
tend to incriminate him, but no person shall be prosecuted for
any act concerning which he shall be compelled to so testify
or produce documentary and other evidence, except for perjury
committed in so testifying. Any person, firm or corporation
violating any of the provisions of this section shall be fined not
more than five hundred dollars.”

Rate MaxrING Laws

Rating laws are the outgrowth and development of anti-
discrimination laws. They are of comparatively recent origin
but have developed rapidly since the introduction of workmen’s
compensation insurance. Rating laws of one kind or another
are found in thirty-seven states. As respects casualty insurance,
the laws fall into two classes: (1) General laws applying to all
lines and (2) specific laws applying to one or more lines. General
laws of material scope are found in New York, North Carolina,
Vermont and West Virginia. A few other states have general
laws of lesser scope. Specific laws applying primarily to
workmen’s compensation and employers’ liability, but in some
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cases also embracing fidelity and surety and, in one instance,
plate glass, are found in approximately twenty states.

The New York law, Sections 141 and 141b, Chapter 28,
furnishes an example of an up to date general rating law., Foran
example of a specific law applying to workmen’s compensation
insurance, the laws of any of the following states will serve:
New Jersey, Pennsylvania, Minnesota or Wisconsin.

For a detailed and more extensive discussion of anti-compact,
anti-discrimination and rating laws, reference should be made to
the paper of Hon. Clarence W. Hobbs entitled ‘‘State Regulation
of Insurance Rates” in the Proceedings of this Society, Volume
X1, page 218.

Poricy ForMs AND ProvisioNs

Aside from accident and health and workmen’s compensation
policies, the filing and approval of casualty policy forms is not
generally required. Less than one-third of the states require the
filing of all such forms either by statute or ruling and in some of
these, filing only and not approval is required. There are,
however, many statutes specifying that certain policies shall
contain certain provisions or prohibiting the incorporation of
certain provisions or conditions, particularly in the case of
accident and health, liability and workmen’s compensation
where filing is not required. One of the more or less generally
specified provisions in case of liability is the so-called bankruptcy
or insolvency provision making an insurancecompany absolutely
liable for payment of a judgement for damages regardless of the
satisfaction of such judgement by the insured or the financial
status of the insured. Such laws are of importance since they
have the effect of changing the liability contract from one of
indemnity to one of insurance. A further extension of this prin-
cipal is found in laws providing for compulsory automobile lia-
bility insurance.

As an example of a bankruptcy or insolvency liability law, the
Connecticut provisions are quoted: (Chapter 331, Public Acts
of 1919). '

“l. Everyinsurance company which shall issue a policy to any
person, firm or corporation, insuring against loss or damage on
account of the bodily injury or death by accident of any person, or

damage to the property of any person for which loss or damage
such person, firm or corporation is legally responsible shall,
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whenever a loss occurs under said policy, become absolutely liable,
and the payment of said loss shall not depend upon the satisfaction
by the assured of a final judgment against him for loss, damage
or death occasioned by said casualty. No such contract of in-
surance shall be cancelled or annulled by any agreement between
the insurance company and the assured after the said assured
has become responsible for such loss or damage, and any such
cancellation or annulment shall be void.”

“2. Upon the recovery of a final judgment against any person,
firm or corporation by any person including administrators or ex-
ecutors for loss or damage on account of bodily injury or death or
damage to property, if the defendant in such action was insured
against said loss or damage at the time when the right of action
arose, and if such judgment shall not be satisfied within thirty
days after the date when it was rendered, such judgment creditor
shall be subrogated to all the rights of the defendant and shall
have a right of action against the insurer to the same extent that
the defendant in such action could have enforced his claim against
such insurer had such defendant paid such judgment.”

Approximately twenty states require the filing and approval
of accident and health policy forms under so-called Uniform
Standard Provisions laws. Such laws were enacted by the vari-
ous states in 1912 and subsequently following an investigation
of certain features of the accident and health business by the
National Convention of Insurance Commissioners in 1911,
There are two forms of such laws. The earlier laws enacted prior
to 1914 specified the provisions to be included without specifying
the wording of such provisions, and the later laws enacted in
1914 and subsequently which specified the exact wording of the
provisions. Both laws prohibif the inclusion of certain provi-
sions. The Massachusetts law serves as an example of the earlier
laws and the New York law of the later laws. As the sections
covering the provisions are rather lengthy, they are not quoted*.

Approximately twenty states require the filing and approval of
workmen'’s compensation policies and in most of the other states
having workmen’s compensation acts, the law specifies certain
provisions which must be included or prohibits the inclusion
of certain provisions. A standard basic form of policy known as
the “Standard Workmen's Compensation and Employers’
Liability Policy” is used in nearly all states and made applicable

*For Massachusetts law, see Chapter 175, Sections 108-110. For
New York law, see Chapter 28, Section 107.
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to the provisions of the workmen’s compensation acts of the
individual states by means of endorsements.

RESIDENT AGENTS Laws

Resident agents laws, statutes of a sort of paternalistic nature,
designed to secure to resident agents the commission on all
business written on property or other interests located within the
state are found in the statutes of nearly forty states. Such laws
have resulted in considerable friction and misunderstanding
between companies, agents and Insurance Departments and have
recently come into the limelight in connection with a well
advertised plan of wholesale automobile insurance. A good
example of such a law is found in the Connecticut statutes
(Section 4290, General Statutes) which provides as follows:

“No insurance company, corporation or association incorpor-
ated under the laws of any other state of the United States,
or under the laws of any foreign country shall issue or deliver any
policy of, or make any contract of insurance on, either persons or
property in this state, or covering any hazard or risk in the per-
formance or non-performance of any duty relative to any con-
tract or obligation, performed or to be performed in this state,
or in connection with any obligation or duty which is governed
or controlled by the laws of this state, but actually to be per-
formed by any individual, firm or corporation not resident in this
state, unless such policy or contract is issued through and coun-
tersigned by a lawfully constituted and licensed resident agent
of this state, PROVIDED, nothing in this section shall be construed
to apply to contracts or policies of life insurance or to certificates
of fraternal benefit societies, or to insurance covering the rolling
stock of any railroad, or to other common carrier, or to property
in transit, or to reinsurance between companies.”

AGENTS QUALIFICATIONS LAws
Agents qualifications laws have received considerable attention
by state supervisory officials and others durmg the past few
years chiefly for the following reasons:

First: Because of the growing complexity of insurance
contracts and extension of classes of coverage, the interests
of the insuring public demand that an agent possess proper
qualifications as to character and reputation and a reasonable
understanding of the contracts he is engaged in selling.

Second: The entrance into the agency field of persons
whose principal business is other than insurance, particularly
those engaged primarily in the automobile business.
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As yet but few states have passed agents qualifications laws.
The most stringent law on the subject passed to date is that of
Connecticut, enacted in 1923, which provides in part as follows:
(Chapter 253, Public Acts of 1923)

“Sec. 1. An insurance agent is defined as a person authorized
in writing by any insurer authorized to transact business in the
state, to solicit, negotiate or effect contracts of insurance, surety
or indemnity; or any member of a copartnership or association,
or any stockholder, officer or agent of a corporation authorized
to solicit, negotiate or effect such contracts, when such copartner-
ship, association or corporation shall hold a direct agency ap-
pointment from any insurer.

“Sec. 2. No person shall engage in business as an insurance
agent until he shall have obtained from the insurance commis-
sioner a license therefor under the provisions of this act. Each
applicant for such license shall file with the commissioner his
written application for a license authorizing him to engage in
business as an agent in the general or some specified line or lines
of insurance, surety or indemnity coverage, which, under the
provisions of the general statutes, may be written in the state,
which application shall be accompanied by a statement, signed
and sworn to by such applicant, on a blank furnished by the
commissioner, setting forth such facts as he may require, and by
the affidavit of an official or representative of an insurer author-
ized to transact business in the state or of a licensed insurance
agent of the state, that the applicant is personally known to
him; that the applicant has experience, or will be instructed, in
the general or some specified line or lines of insurance, surety or
indemnity coverage and that the applicant is of good reputation
and worthy of a license.

“Sec. 3. The insurance commissioner, his deputy or an
employee of the insurance department authorized by said com-
missioner, shall examine each person applying for the first time
for a license to act as an insurance agent and, in his discretion,
may examine any applicant for renewal of such license as to his
qualifications to act as such agent. If said commissioner shall
be satisfied that such applicant possesses the qualifications re-
quired by section two hereof and that he is reasonably familiar
with the provisions of the general statutes relating to insurance
and with the terms and conditions of the policies or contracts,
he is proposing to solicit, negotiate or effect, he shall issue to such
applicant an insurance agent’s license to transact business in the
state on behalf of any insurer certifying such applicant’s name.
Such license shall expire on March thirty-first in each year unless
sooner revoked for cause by said commissioner.”
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Under the provisions of Section 3 of the above quoted act, the
Insurance Commissioner is requiring new applicants for a license
to satisfactorily pass a written examination on the subject of
insurance coverages and policy provisions.

RECIPROCAL AND RETALIATORY Laws

Nearly all states have enacted some form of reciprocal or
retaliatory law. Such laws are in general the same regardless
of by what name they are designated, their purpose being retalia-
tory rather than reciprocal. They usually apply to taxes, fines,
penalties, licenses, fees and deposits. The following quotation
from the Pennsylvania statutes (Section 212, Insurance laws) will
serve as an example of such laws:

“If by the laws of any other State, any taxes, fines, penalties,
licenses, fees, or other obligations or prohibitions, additional to
or in excess of those imposed by the laws of this Commonwealth
upon insurance companies, associations, and exchanges, of other
states and their agents, are imposed on insurance companies,
associations, and exchanges of this Commonwealth and their
agents doing business in such State, like obligations and prohibi-
tions shall be imposed upon all insurance companies, associations,

and exchanges and their agents, of such State doing business in
this Commonwealth, so long as such laws remain in force.”

An example of a purely reciprocal law applying to taxes and
fees is found in the Connecticut statutes (Section 1344, General
Statutes) which provides as follows:

“Every insurance company or association incorporated by or
organized under the laws of any other state. and admitted to
transact business in this state, and each agent of every such
insurance company, shall pay the same fees and taxes to the insur-
ance commissioner of this state as are imposed by such other state
upon any similar insurance companies incorporated by or organ-
ized under the laws of this state, or upon the agents of any such
companies, transacting business in such other state.”

TaxEs, LiceNsEs, FEES AND ASSESSMENTS

A consideration of the many laws imposing taxes, licenses and
fees would be a rather extensive undertaking and only a brief
reference will be made to this subject.

Of the various taxes imposed, state taxes on premiums are the
most important and account for a good share of all taxes collected
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by the states or any of their political subdivisions. In all states
except Nevada, casualty companies are subject to some form of
*premium tax. The rate of tax on premiums varies between
one and ftwo and three-quarters percent. There is a lack of
uniformity in the basis of assessing premium taxes. Some states
base the tax on net gross direct premiums only, without considera-
tion of reinsurance premiums accepted or ceded; others (a major-
ity) base the tax on net premiums, including reinsurance pre-
miums received less reinsurance premiums ceded; still others
specify some modification of the two above bases.

The laws of some states provide for income and franchise taxes
and county and municipal taxes or fees. In addition fees for
filing annual statements and other documents required by law
to be filed are quite general. Publication fees are also required
in a considerable number of states.

Assessments for the maintenance and support of industrial
accident boards and rating bureaus are provided in many of the
states having compensation acts. For detailed information
regarding taxes and fees imposed by the various states, reference
should be made to the pamphlet ‘“Fees and Taxes Charged
Insurance Companies under the laws of New York together
with Abstracts of Fees, Taxes and Other Requirements of
Other States” published annually by the New York Insurance
Department.

ANNUAL STATEMENTS AND MISCELLANEOUS

The limiting date for filing annual statements is prescribed
by statute in all states. In all but a few states the date specified
is March 1st. In some of the states specifying an earlier date,
authority to extend the time for filing, for good cause shown, is
granted the supervising official.

In some states the law specifies in more or less detail what items
shall be included in the statement and how certain assets shall be
valued and liabilities determined. In other states the law speci-
fies that the annual statement shall be filed on the form of blank

*Connecticut does not coliect a premium tax from domestic companies
but imposes capital stock and franchise taxes.

tTwo states, Tennessee and Virginia tax workmen’s compensation
premiums at a higher rate but such taxes are designed to cover a part of the
expenses of the administration of the compensation act.
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furnished by the Insurance Commissioner or on the form adopted
by the National Convention of Insurance Commissioners, al-
though there are generally other provisions in the law covering
the valuation of assets and determination of liabilities.

The following laws or requirements should be noted in con-
nection with the determining of assets and liabilities. Real
estate and bonds and stocks are valued at market prices regard-
less of cost. Furniture and fixtures, supplies, printed matter and
stationery are not allowed as an asset and if included in the gross
assets, must be deducted as assets not admitted. Premiums in
course of collection over 90 days due must be deducted as assets
not admitted.

In case of liabilities, the reserve for unpaid losses except
liability, workmen’s compensation and credit must include an
estimated amount for losses incurred but not reported. Incurred
but not reported or accrued credit losses are reserved for on
the basis of a formula reserve—509, of the premiums earned less
loss payments.

Liability and compensation losses including losses incurred but
not reported are reserved for on the basis of a combination of
specific case reserves and a formula reserve based upon the
differences between certain percentages of earned premiums
and losses and loss expenses paid., The basis used for any cal-
endar year of issue at any statement year depends upon the
period of time elapsed since the calendar year of issue and in
one instance (the calendar year of issue two years prior to the
statement year) upon which basis produces the larger reserve.
This particular annual statement requirement was incorporated
in the convention form of statement as a result of legislation
proposed by the National Convention of Insurance Commis-
sioners and adopted in several states in 1911, the law being
known as the “Uniform Liability Loss Reserve Law.” It has
subsequently been amended and extended to cover work-
men’s compensation losses and more generally adopted by the
states. At the present time approximately twenty states have
adopted the law and since the annual statement blank provides
for determining the loss reserve in accordance with the law,
the effect, in case of those states which have not enacted the law
but adopt or specify the convention form of annual statement
blank, is the same as if the law had been enacted.
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As the law takes up several printed pages, it is not quoted in
this paper. It has been modified in some states but the Con-
necticut statutes (Sections 5410-5412) furnish an example
of the law as approved by the National Convention of Insurance
Commissioners. Reference should also be made to Schedule P
of the Convention Annual Statement blank.

The reserves provided for by the Uniform Law are concisely
as follows:

Year in which
policies were issued LIABRILITY COMPENSATION
(Prior to year of

statement)

10 or more $1500 per suit Present value of unpaid claims
9 1000 &% “® [ “« (‘4 3 @
8 1000 “ i@ « “® «® “ “®
7 1000 [ i® [ i« 14 “ 3
6 1000 [ (3 “® “« i« “« “®
5 1000 [ [{4 [ [] “ & [
4 850 &« [(3 “° &« « (1 «
3 850 [ « & 4] “ & «
2 750 per suit or 609, | Present value of unpaid

of earned premi- | claims or *65% of earned

ums less losses | premiums lesslosses and loss
_ and loss expenses| expenses paid, whichever is

paid, whichever| greater.

1s greater.

1 609, of earned | *659% of earned premiums
premiums less | less losses and loss expenses
losses and loss | paid.
expenses paid.

Current 609% of earned|*65% of earned premiums
premiums  less | less losses and loss expenses
losses and loss | paid.
expenses paid.

*The California law specifies 70%,.

It should be noted, however, that as respects the reserve for
compensation losses, the Convention Annual Statement blank
has been amended to conform to amendments to the New York
Law enacted in 1925 which provide that for policies issued in the
year of statement and the year prior, the reserve in each case shall
be 659 of the earned premiums less losses and loss expenses paid
or the present value of unpaid claims whichever is greater,
instead of 659, of the earned premiums less losses and loss
expenses paid.

The basis of determining the unearned premium reserve is
usually prescribed by statute although a few states have no law
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on the subject as respects casualty companies. The basis most
generally prescribed is 509, of all premiums in force under poli-
cies running for a term of one year or less and a pro rafe amount
under policies for longer terms. In lieu of the 509 basis, some
states permit the computation on the basis of the actual unearned
portions of the premiums in force. This basis is seldom used
owing to the large amount of work involved but a modification
thereof, the semi-monthly basis, is frequently employed and
accepted by the various Insurance Departments. The semi-
monthly basis, under which the reserve is kept by monthly
instead of yearly expirations—all policies issued in any month
being considered as issued in the middle of the month—gives a
close approximation to the actual unearned premium reserve,
particularly in case of business of a seasonable nature, such as
automobile.

LiMITATION OF RISKS

Nearly all states have laws limiting the net amount of liability
which a company may be allowed to assume on any single risk or
hazard. The limit most generally specified is 109, of capital and
surplus although some states specify a higher percentage.

The brief outline of statutory requirements contained in the
foregoing pages s intended only as a general presentation and
résumé of the more important statutory requirements affecting
stock and foreign casualty companies. Certain specific re-
quirements of the various states may be found in insurance
publications, particularly ““The Insurance Year Book’ Casualty
Edition, published by the Spectator Company, New York. In
any questions of importance concerning the statutory require-
ments of particular states, such for example as the incorporation
of a new company or applications for admission to transact
business, the statutes of the state or states should be consulted
and supplemented where necessary by first hand information
obtained direct from the state supervising officials.
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ON THE TENDENCY OF LABOR SAVING
TO INCREASE COMPENSATION COSTS

BY

LESLIE L. HALL

The purpose of this paper is to call attention to the general
tendency of labor saving methods to increase compensation costs,
principally because of the relative increase in accidents wherever
non-hazardous payroll is diminished by the substitution of
machines for men, and to suggest ways and means of making
a thorough-going investigation of the subject.

During the past few years there has been much speculation as to
the cause of the increase in compensation costs. Undoubtedly the
marked increase in loss ratios, which was first observed under
policies issued in 1921, was due very largely to the drastic rate
decreases which became effective about that time as a result
of using the abnormally favorable experience of the war years, as
well as to the effects of the economic depression. The situation
was so serious as to require concentration of attention upon
immediate remedial action in the way of an adjustment of
rates to fit the new conditions, and this necessarily operated to
postpone a study of the depth and thoroughness required to
determine definitely the underlying causes. Such a study would
have involved many difficulties because of the obstacles that
must be overcome in any attempt to isolate and determine the
effect of the many intangible, overlapping and frequently
conflicting elements contributing to the general result. But we
have now reached a stage when it would seem desirable to
return to this problem and devote further efforts to its solution.
It is with the thought that this paper may contribute in a small
way to open up avenues of investigation of one phase of the
problem that it is presented at this time.

The elements causing increases in losses may, in a general way,
be divided into two groups. Some tend to produce increases
in the cost per accident independently of the actual rate of
occurrence of accidents; others tend to produce absolute in-
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creases in accident frequency. As examples in the first group,
the following may be listed:

1. Amendments to the compensation laws liberalizing their
provisions.

2. Increased iiberality of awards on the part of adjudicating
bodies.

3. An increase in severity of accidents due either to an
increasing prevention of the non-serious accidents or to changes
in industrial methods such as an increasing use of machinery.

4. A stimulation of malingering due to the increase of benefits
to a point more nearly approximat.ng the actual wage.

5. Higher charges for the services of physicians, hospitals and
other medical items.

As examples of conditions causing increases in accident
frequency, the following may be cited: '

1. Industrial activity. The men in industry being pressed to
increase production to the highest point, do not have an oppor-
tunity to exercise the thought and care that would be used if
they were not working under pressure.

2. An increase in the carelessness of employes in industry.
This may in part, be an aftermath of the war where men were
exposed to such great danger that upon their return to industry,
the risks seemed so slight as to be practically insignificant.

3. Desire for adventure. Under our present day civilization,
this finds comparatively little outlet and the so-called recklessness
may be simply a manifestation of the innate desire to get some
excitement out of life.

4. TFaulty educational methods. We are living in a mechan-
ical age and if people generally are unfamiliar with mechanical
and other present day hazards, they are not so well qualified
to cope with them as would be the case if they knew more about
them.

5. Readjustments of industry may increase accidents during
the readjustment period because of the difficulty of employes
adjusting themselves to the new conditions; also during periods
of activity a host of unskilled employes enter industry, among
whom the accident rate, because of lack of skill and experience, is
abnormally high.

6. Labor saving methods, that is more efficient methods and
the increasing substitution of mechanical for manual processes.
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There are doubtless many other possible causes which could be
included in the above groups but the foregoing appears to cover
the more important ones. Some of these causes may be of only
a temporary character, others of a semi-permanent character hut
eventually reaching a saturation point, while still others may be
permanent but of decreasing importance.

Of all these causes, the one dealing with the constant intro-
duction of labor saving methods has been given comparatively
little attention. This seems strange when one considers that the
compensation movement itself grew out of the change in indus-
trial processes and relations that developed from the substitution
of machine for hand labor. Our apparent indifference to the
subject might imply the belief that industrial processes are now
completely stabilized or that the changes are too slight to
warrant general study and investigation. As a matter of fact,
the contrary seems to be the case. Industry generally, during
the past series of years has been forced to give a steadily in-
creasing amount of attention to the control of labor costs.
Industrial executives, engineers, scientists and inventors are
giving the subject their constant thought. Even in trade and
commerce and the offices of carriers writing this form of insurance,
the probiem is never lost sight of. Efforts in this direction have
been along two lines which have a certain interrelation, namely,
first an attempt to increase efficiency in production, second an
attempt to replace labor where practicable by machinery or, we
may say, by an increased mechanization of industry.

Efficiency as here referred to, consists in rearranging buildings,
departments, machines and processes for the purpose of securing
a more direct and rapid flow of materials, the elimination of non-
productive labor or operations or other lost motion. Mechaniza-
tion consists in doing partially or entirely by machinery, some-
thing which has previously been done by manual effort, either
alone or with slight mechanical assistance. It is not suggested
that this cause could be chiefly responsible for the sudden change
in accident experience affecting industry as a whole which has
been experienced during the past few years. Nevertheless, it is
believed that it exists as a constant factor working towards in-
creased loss ratios, which at times may be completely counteracted
by the accident prevention and wage increases or at others may be
augmented by one or more of the previously enumerated causes.
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We find examples of mechanization wherever we look. We
find it in the factory, on the farm, in construction work, in the
mine, in the store, the office and even the home. Witness the
almost innumerable automatic and semi-automatic machines
in the factories, the tractor operated by one man and pulling
several plows on the farms, the machines for building concrete
roads, the undercutting machines in the coal mine, the package
and money carrier systems in the store, the tabulating, sorting,
billing and duplicating machines in the office and the vacuum
cleaner, power washing and ironing machines in the home. These
changes are constantly bheing introduced, but they come so
gradually that the effect is not realized.

The writer has made some attempts to measure the effect of
this constant evolution but because of the lack of sufficiently
refined statistical data, the results in this direction have not been
satisfactory. _

Figures, presented herewith, which were compiled from the
reports of the U. 8. Bureau of the Census demonstrate the general
effect. A study of these figures will indicate that the ratio
of horsepower to man power in several important industries,
taken for various time intervals, has shown a marked and very
generally persistent upward tendency.

It is unfortunate that comparable figures for the next five
year interval (1924) are not available. This is due to the fact
that the mode of taking the census has been changed and the
methods of tabulating the significant data modified.

‘It will be noted that in the case of the milling industry, there
has been but little change in the ratio. This is an industry which
has always been highly mechanized. Almost all of the opera-
tions are entirely mechanical, the men in the industry being
almost exclusively engaged in seeing that the machines operate
properly. :

In the case of some of the industries, there is a decided drop in
the ratio of horsepower to man power as between 1914 and 1919
but it will be noted that this drop was not due to any decrease in
the horsepower, which continue to rise but rather to the very
material increase in the number of employes. It will be recalled
that 1919 was one of the years of inflation following the war
period, consequently it would seem inherently probable that
some of these industries were either working more than one
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shift or else they were unable or unwilling to install mechanical
equipment to cope with the demands for increased production.
It will also be recalled that the experience under 1919 compensa-
tion policies was favorable. Attention might also be directed to
the fact that the industries showing the higher ratios are in
genera!, the more hazardous industries.

If figures comparable to those herein were available, they
would not only indicate whether or not the ratios for these
particular industries again exhibited an upward trend, but might
also make it possible to ascertain, at least in part, whether or not
there is any significant relation between these ratios and com-
pensation loss ratios.

In any event, these figures demonstrate that over a substantial
period of time, the tendency has been for labor to contribute
relatively less tothe productive powers of industry and machin-
ery relatively more. This, as affecting compensation loss ratios,
has a dual significance. These ratios may be regarded as a
fraction, the numerator of which expresses accidents and the cost
of compensating them, the denominator of which expresses the
payrolls used as the measure of exposure. In considering the
effect of this or any other tendency, consideration must be given
to possible effects upon either numerator or denominator.

Substitution of machinery for labor may be considered as falling
into three classes (a) where the substitution of machinery for
manual labor involves a hazard to the employe distinctly less,
(b) where it involves no material change, (c) where it involves
a hazard distinctly greater. It is believed however, that for
industry generally, the substitution makes for an increased
hazard to the employe. Inasmuch as the substitution is in-
tended to effect an increase in production or the maintenance of
the same production with a decreased personnel, it may however,
even in the last case not change the hazard per unit of produc-
tion or even diminish it,

For purposes of analysis, it may be assumed that the general
effect will be a diminution in the number of employes. In the
class of cases indicated as ‘““(a)'", namely, where the substitution
involves a reduction of hazard to the employe, the effect upon
the numerator of accidents is twofold, namely a diminution of the
average number of accidents per employe and a diminution of the
numbér of employes, thus effecting a notable reduction. In
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class (b), there is only the diminution of the number of employes
effecting a reduction therefore, less marked than in the preceding
class. In class {c), since the hazard per employe is increased and
the number of employes is diminished, the result may be to
increase or decrease the numerator, the two changes having a
diametrically opposite effect.

In all cases, since the number of employes is reduced, there may
be a reduction in payrolls, thus diminishing the denominator of
payrolls. Hence in any case, owing to the reduction of the
denominator, the net effect of the change may be to produce a
mounting loss ratio, the probability of such an effect being
greatest in class (c¢) which is believed to be the class most char-
acteristic of industry generally.

It must be borne in mind, however, that a change from manual
labor to machinery frequently involves an effect on the industry
as a whole relatively insignificant. Machinery may be rearranged
or conveyors installed to reduce manual transportation or
trucking between various operations, sprayers or ‘‘guns’’ may be
installed to apply finishes in place of the hand brush method.
Any number of small changes such as these may be made, and
though the importance of each is slight, taken in the aggregate,
the effect on loss ratios may be considerable.

For example, a furniture factory doing all of its finishing by
hand, may install paint “guns’’. The first question to be con-
sidered will be the effect on the losses in the finishing department.
Applying finishes by hand is comparatively non-hazardous.
There is some doubt as to the hazards incident to spraying.

Without attempting to solve this question, assume that the
hazard per man exposed is the same with the spray method as
with the hand brush method. The next question to be con-
sidered is the effect on the denominator. By use of the spray
method, it will be possible to diminsh the personnel in the
finishing department and still maintain production. Most of the
accidents in furniture factories occur in the machine or mill
department. That is, the mill department is the high hazard
department while the assembling and finishing are of less hazard.
In the case of such an industry, the losses in all departments
would be spread over the entire plant payroll by reason of the use
of a compensation insurance classification and rate contempla-
ting the complete operation. As a result, the loss cost per unit
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of payroll would be higher after the change because of the
diminution of the non-hazardous payroll. If this diminution
of payroll in the finishing department were material, the same
result would occur even if the hazard per man with the spray
method were less than with the hand method. This is obviously
because the initial hazard of this department was much less
than the average hazard of the factory as a whole. Conse-
quently, while the reduction in hazard in this department would
tend to reduce the average hazard per unit of payroll for the
plant as a whole, the reduction of payroll in this department
would operate more strongly to increase it.

This result could be counterbalanced by either of two things.
Safety activities might reduce the accident cost in the plant as a
whole in the same proportion as the payroll reduction occasioned
by the diminished personnel, but there is no reason to believe
that such accident reduction would be coincident with the pay-
roll reduction. Wage increases might be made in an amount
sufficient to absorb the reduction. There appears slight probabil-
ity that increases to such an extent would be made because the
employer would lose all incentive to incur the capital charges
incidental to the purchase of new equipment if the entire savings
effected by such purchases were immediately to be absorbed by
higher labor costs.

Another illustration of changes in finishing departments is
found in automobile factories. Certain parts, such as fenders,
are enameled by being dipped. At one end of a very long, slow-
moving conveyor, the parts to be finished are hung on the
‘conveyor by a single employe. They slowly move into and
through a tank of enamel, passing rom this over troughs into
which the excess enamel drips. They then pass through an oven
for baking. This process is repeated twice more, after which the
parts are detached from the conveyor by an employe stationed
at the discharge end. A process of this kind, used wherever
practicable, reduces the payroll to a point much below that
required for finishing either by the hand brush or spray method.
Now the finishing department in the automobile factory repre-
sents a low hazard department; consequently payroll reductions
in this department tend to cause an increase in the loss cost per
unit of the plant payroll.

Another case is in the textile industry where the knot tying
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machine, essentially non-hazardous, is able to do the work of
several employes engaged in a non-hazardous manual operation.

In the printing industries, the linotype and monotype ma-
chines, although far from being recent developments, are con-
stantly being introduced into plants which have previously used
hand composition.

These machines ‘are not only more hazardous, per man
engaged, than hand composition but each machine is capable
of doing the work of several hand compositors. Furthermore,
since hand composition is less hazardous than the operation of
printing presses, the introduction of machine composition tends
not only to reduce the payroll but to increase the hazard as well.

In the brick industry, the introduction of the continuous, oil
fired kiln replaces the payroll previously engaged in piling bricks
in the older style temporary kiln. In this case, there is some
doubt as to the relative hazard per man as between making the
bricks and piling them in the kilns although it is believed that the
manufacturing operations are more hazardous. If that is the
case, then the effect of the introduction of the continuous kiln
would be to increase the average hazard of the plant as a whole.

In the cigar industry, cigar making machines are constantly
replacing hand labor. The modern shoe repair shop using
machinery to a considerable extent, is replacing the older hand
operation.

In some industries changes very materially reducing the
accident cost have been made. A notable example is in the steel
industry where, in addition to other important changes, the
hazardous transfer and transportation of hot metals by man
power was replaced by comparatively non-hazardous mechanical
methods.

There are many other outstanding cases where the general
direction in which labor saving might affect loss ratios can be
determined by observation. There are innumerable cases where
the approximate effect can be determined only by statistical
investigation. Such an investigation might properly be under-
taken from more than one viewpoint. From the humanitarian
viewpoint, it is highly desirable to ascertain whether the sub-
stitution of machines for men tends generally to produce a greater
hazard to the employe, and if so, the extent to which this may be
or is being neutralized by safety engineering. From the rate
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making viewpoint, this is likewise important but quite as im-
portant is the effect on loss ratios produced by the changes in
payroll incidental to such substitution.

In any event, the investigation should be made by industries.
From the rate making point of view, it might advantageously
take the form of a comparison of accident costs over a series of
years as between mechanical and non-mechanical accidents. In
using accident cost figures, it would of course, be necessary to
make suitable modifications to discount changes in the com-
pensation law and changes due to the general upward trend of
medical costs. There are, to be sure, elements listed in the early
part of this paper, bearing on the increase in cost per accident and
in the increase of accident frequency, other than law changes and
medical cost changes, and other than the element of change
from hand labor to mechanical labor, but these appear not statis-
tically measurable and would in any event, apply to all classes
of accidents in about the same degree.

From the non-ratemaking point of view, the investigation
should present a comparison by industries of mechanical and non-
mechanical accidents, suitably weighted to measure severity
with the employe now as the unit of exposure.

Such investigations should indicate which industries are
becoming more hazardous, whether measured in terms per unit
of payroll or in terms per unit of employe exposure. They would
not however, bring out every case of increased cost due to labor
saving for there are cases where there should be no material
change in the ratio of mechanical to non-mechanical accidents.
One of these is the change from hand to spray painting. Neither
of these processes would contribute an appreciable number of
accidents which would be classified as due to mechanical causes.
The principal effect of this change would be to decrease the
number of emploves exposed to comparatively low hazard. The
investigations might perhaps with advantage, undertake to
measure the hazard trend in terms of units of production. This
would involve determination of the average number of units
of production per unit of payroll or per unit of employe exposure
and would be the most feasible in case of industries of the so-
called “basic’’ type, such as brick making, steel making, cloth
spinning and weaving and the like, where the product has not
been materially changed during the period under investigation:



LABOR SAVING TO INCREASE COMPENSATION COSTS 71

thus eliminating all questions and complications due to changes
in product, as in furniture manufacturing, or to variety of
product, rendering the choice of a suitable unit of production
impossible. This investigation would be interesting as showing
whether, even though it should appear that industry was becom-
ing more hazardous to the individual employe, it might not still
effect the same volume of production with a diminished human
wastage.

It would also, from the rate making point of view, be interest-
ing to collect figures showing whether the proportion of compen-
sation cost per dollar of value of the finished product, is becoming
greater or less.

Finally, some consideration should be given to the question
whether the present trend towards mechanization of industry
will be maintained. This involves several considerations.

1. The necessity for effecting economies in labor cost depends
upon the available supply of labor and the rate of wages, and
secondarily therefore, upon such general economic and social
questions as immigration, natural increase of population, the
labor movement, the shift of population to the cities and the like.

2. The possibility of continuing the present program is also
to be considered. It is probable that the peak of the movement
has not been reached, and that it will not be reached during the
life of the present generation, although there is undoubtedly a
point beyond which the human element cannot profitably be
replaced by machinery.

Mr. Edward A. Filene of Boston, is quoted in an article on
immigration appearing in the September 26, 1925 issue of the
Saturday Evening Post as saying:

“Employers do not need an increased labor supply, since in-
creased use of labor saving machinery and elimination of waste
in production and distribution will, for many years, reduce costs
more rapidly than wage increase.”

This appears to be a logical point of view since there is little
reason to believe that the human race will not be as mechanically
ingenious in the future as in the past.
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A STUDY OF JUDICIAL DECISIONS IN
NEW YORK WORKMEN'S COMPENSATION CASES

BY

LEON S. SENIOR

A knowledge of court decisions and their tendencies in work-
men’s compensation cases is of importance to the casualty actu-
ary for the same reason that an understanding of legislative en-
actments is necessary to a proper valuation of insurance costs.
I have a feeling that this element of cost reflecting judicial de-
cisions has not received the same careful attention, and has not
been subjected to the same studious process of analysis as the
changes in legislation that take place almost every year. The
indifference on this subject may be ascribed to an imperfect
appreciation of the part played by the courts in changing the
scope of the law. There exists a wide-spread belief that the
legislature alone is responsible for creative law, and that the
functions of the courts are limited to construction and inter-
pretation. This idea is based on a superficial understanding of
the forces which operate to create law.

It is not difficult to follow the evidence of juristic writers to
the effect that the process of lawmaking goes on continuously in
the courts to a greater extent than in the halls of the legislature.
Indeed, it has been asserted that the latter could achieve nothing
more than to give better form to the results of judicial
development.

Undeniably, the workmen’s compensation law is a piece of
creative legislation to be credited to the legislature [and not to
the courts.r It is true, that for a time the American courts have
opposed the principle of workmen’s compensation on the ground
that the doctrine of “liability without fault’” was repugnant to
the fundamental principles of the common law, and to the “‘due
process’’ clause in the Fourteenth Amendment of the United
States Constitution. But the swift changes in the court decisions
on this subject that have taken place within a brief decade are
noteworthy.

1. Prof. Roscoe Pound: Interpretations of Legal History.
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From the extremely conservative point of view expressed in the
Ives case? to the philosophical liberalism of the decision in the
White case?is only a matter of six years. In the interim the
New York State Constitution has been amended, a compulsory
law enacted in that state, and elective laws adopted in several
other states. Public opinion had crystalized and found expres-
sion in the press, in the political forum and in legislation. Inface
of this expression the traditional conservatism of the courts has
been abandoned and previous dogmatic conclusions reversed.
It was discovered that “liability without fault” was not altogether
strange to the English common law, and that rules governing
responsibility as between employer and employee are not beyond
alteration by legislation in the public interest. The social,
political and economic influences that govern the creation and
development of law had been at work and their reflex became
apparent in the legislation, as well as in the court decisions of the
period. Whether we accept the results as due to an aroused
public opinion dissatisfied with the courts and their limitations
of the employers’ liability or to the rise of trade unionism with its
demand for a more just conception of the rights of the workman,
or to the class conflict as reflected in the Marxian philosophy of
economic determinism, the fact remains that in an incredibly
short time the constitutional barriers, real or illusory, have been
swept aside by legislation and court decision. Once more our
lawmakers, legislative and judicial, have shown ability to move
in the direction of reform and social progress.

Addressing myself to the inquiry as to the attitude of the
courts in passing on the numerous questions affecting compensa-
tion law, it is my purpose to give a #&sumé of selected cases
covering the more important decisions in an effort to discover
the principles governing these decisions and to ascertain if there
exists any discernible tendency in the interpretations laid down
by the courts.

To an audience familiar with the background of social legisla-
tion, it is not necessary to go into detail regarding the purpose of
the legislature in substituting the principle of workmen’s
compensation in place of liability for negligence; but it is well to

2. Ives v. South Buffalo Railway Co., 201 N. Y. 271, Mar. 24, 1911,

3. New York Central Railroad Co. v. White, 243 U. S. 188, Mar.
6, 1917.
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emphasize at the beginning that it was the intent of the legislature
that workmen’s compensation laws should be liberally construed.
With the object of carrying this intent into effect, it has discarded
traditional rules of evidence, simplified the procedure, established
presumptions of fact and law in favor of the claimant, and other-
wise provided for a summary proceeding so as to bring about a
speedy recovery without long drawn out litigation. Appeals
have been limited to questions of law, leaving in the hands of the
Industrial Board the final decision on all questions of fact. The
questions that have come to the appellate courts for decision may
be classified under two general headings: first, questions covering
constitutional points; and second, relating to the scope of the act.

As to the first; it is not necessary for me to remind you that in
the early years of agitation for workmen’s compensation laws
the courts did not look favorably upon a scheme designed to
abolish the time-honored common law defences, and to substi-
tute therefor a principle of recovery based on “liability without
fault”. It is not surprising that the courts should have taken
that position. As the traditional conservators of the rights
of persons and the rights of property, judges and lawyers are apt
to cling longer to established institutions than any other class of
men. The Ives case went so far as to label the new principle as
revolutionary. The result of that case is well known. It brought
about not only an amendment to the constitution of the state,
but the fear of the influence of that decision caused a number of
other states to adopt elective forms of compensation. After all,
this fear was unfounded.

A comparatively short time thereafter the United States
Supreme Court in the White case expressed its complete dis-
agreement with the decision of the New York Court of Appeals in
the Jfves case; not only was the constitutionality of the New
York Compensation Law upheld, but the court went so far as to
declare that “liability without fault” was not a novelty to the
common law, and that the states had a right to alter the common
law rules by the substitution of any other reasonable system
that would do substantial justice to workmen injured in indus-
trial pursuits. Inthe language of the court:

“The close relation of the rules regarding responsibility as
between employer and employee with the fundamental rights
of liberty and property is of course recognized. These rules as
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guides of conduct are not beyond alteration by legislation in the
public interest. No person has a vested interest in any rule of
law entitling him to insist that it shall remain unchanged for his
benefit. Much emphasis is laid upon the criticism that the act
creates liability without fault. This is sufficiently answered by
what has been said, but we may add that liability without fault
is not a novelty in the law. The common law liability of the
carrier, of the inn-keeper, of him who employed fire or other
dangerous agency or harbored a mischievous animal was not
dependent altogether upon questions of fault or negligence.
(New York Central v. White, 243 U. S. 188; Mar. 6, 1917.)"

At the same time the court upheld the workmen’s compensation
act of Washington,* a statute radically differing from the New
York law. The Washington law makes the state the sole
agency for compensation insurance, creating a special fund
through an occupational tax. It was held that the act con-
stitutes a fair and reasonable exercise of governmental power,
and that the authority of the states to enact such laws as reason-
ably are deemed to be necessary to promote the health, safety
and general welfare of their people carries with it a wide range of
judgment and discretion as to what matters are of sufficiently
general importance to be subjected to state regulation and
administration.

In the contest involving the constitutionality of the Arizona
act,’ it was held that it is for the state to determine the question
whether an award for compensation to injured workmen shall be
measured as compensatory damages are measured at common
law, or according to some prescribed scale reasonably adapted
to produce a fair result.

And the courts sustained also the elective compensation act of
Iowa.$

Here we have four statutes radically differing as to special
features and modes of arriving at a common result. All of them
were contested on the ground that the legislature had exceeded
its authority, depriving the appellants of property under the
“due process” clause of the Fourteenth Amendment; we find
the objections in all four answered and overruled, the court

4. Mountain Timber Company v. Washington, 243 U. S. 219, Mar. 6,
1917.
" 5. Arizona Employers’ Liability cases, 250 U. S. 400.

6. Hawkins v. Bleakley, 243 U. 8. 210, Mar. 6, 1917.
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employing the process of reasoning and language similar to that
used by advocates who have for years urged the new principle
insisting that the common law rules were obsolete and no longer
in agreement with the industrial conditions of modern society.

In Ohio the constitutional question assumed a special aspect.
The Ohio law” goes so far as not only to restrict insurance to a
state insurance fund, but also forbids self-insurers to reinsure
their lability with any private insurance company. The United
States Supreme Court sustained these restrictions and inhibitions.

The New York Act, which defines certain employments as
hazardous under a special group arrangement, has been amended
in 1918 so as to provide that any employment not specifically
named in the groups, but which has in its employ four or more
workmen or operatives regularly, is to be classified in its entirety
as subject to the compensation law.

The constitutionality of this amendment has been also sus-
tained,® as was the amendment introduced in 1916 permitting
the Industrial Board to make proper and equitable awards for
serious facial or head disfigurement.® These decisions on con-
stitutional points may be properly designated as liberal in that
the courts have shown a disposition to favor the compensation
principle as a proper exercise of the police powers of the
state,

An exception to this point of view may be taken in connection
with decisions that deal with maritime injuries. Here em-
phasis is given to the conflict between state and federal juris-
diction, the courts nullifying several attempts to bring certain
classes of workmen such as longshoremen within the purview of
the compensation law. The status of this class has been un-
certain throughout the history of compensation. In the Jensen
case'® which reached the Supreme Court in 1917, it was declared
that Congress had the sole and paramount power to fix and
determine the maritime law which shall prevail throughout the
country. Following this decision, Congress amended the
Judicial Code so as to give to maritime workers an election
of remedies, allowing recovery at common law or at admiralty.

7. Thornton v. Duffy, 254 U. S. 361, Dec. 20, 1920.

8. Ward & Gow v. Krinsky, 259 U. S. 503, June 5, 1922.

9. New York Central v. Bianc, 250 U. S. 596, Nov. 10, 1919,
10. Southern Pacific Co. v. Jensen, 244 U. S. 205, May 21, 1917.
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This amendment was declared unconstitutional in July 1920.1
It was held that since the beginning of our laws our federal courts
have recognized and applied the rules and principles of maritime
law as something distinct from the laws in the several states;
that it was not the intention of the framers of the constitution
to place the rules and limits of maritime law under the disposal
and regulation of the several states, and that a departure from
the rule might carry as a consequence the destruction to
uniformity in respect to maritime matters which the constitution
was designed to establish.

A further attempt to amend the Judicial Code in 1922 so as to
give the compensation remedy to semi-maritime workers was
also ruled out by the court as unconstitutional in a decision
handed down in February 1924 involving two cases, viz. State
of Washington v. Dawson and California Indusirial Accident Com-
mission 9. Rolph.'® The dissenting opinion by Mr. Justice
Brandeis brings out very clearly the argument in favor of recog-
nizing the jurisdiction of the state laws for the benefit of workers
who are not exclusively engaged in maritime occupations and who
may meet with injuries on vessels in navigable waters as an
incident to ordinary land occupations.

On leaving the field of constitutional questions, we enter the
domain of cases desling with interpretations affecting the scope
of the act. In the early days the courts debated with great
intensity the question as to whether a particular employee was
within or without the act. This was due mainly to the caution
of a coterie of impractical social theorists who persuaded the
legislature to classify employees in groups according to occupa-
tions, labeling such occupations as hazardous. This idea was
prompted in part by a selfish desire to protect the skilled trades
to the exclusion of the “‘white collar men’ and in part by the
feeling that the courts would be less likely to interfere with
legislation restricted to the protection of men in hazardous work.
Eventually the law was amended by changing several definitions
relating to employments. Prior to such change we meet with
cases involving serious discussions on matters that would now be
answered offhand by unanimous decision without opinion.

11. Xnickerbocker Ice Co. v. Stewart, 226 N. Y. 302, May 17, 1920.

12. State of Washington v. Dawson and California Industrial Accident
Commission v. Rolph, 44 U. S. 302, Feb. 25, 1924.
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Thus for example: In Larsen v. Paine Drug Co.,”* the em-
ployer was engaged in the manufacture of drugs and chemicals.
The injured employee was a porter, elevator and handy man
and at the time of the accident was putting up a small shelf atthe
foot of the elevator and lost his balance and fell down the elevator
shaft. The award was contested on t