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ON THE USE OF JUDGMENT IN RATE MAKING 

PRESIDENTIAL ADDRt~SS~ G. 1 ~. MICHI~LBACHER 

I 

"Rate making" is an expression which may have several 
interpretations. I t  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. 

Prom 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 inter~tion to imply that underwriters should be 
barred from the field of rate making; the same person may per- 
form both functions. I t  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. 

II 

The object of rate making should be to produce sufficient funds 
to enable the insurance carrier to discharge fully the obligations 

1 



2 ON THE USE OF JUDGMENT IN RATE MAKING 

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 rate maker 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 reas6nable 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. I t  happens 
that  there are further factors in the rate making process which 
make his position even more difficult. 

I I I  

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 
uneertainity in rate making--uncertainty as to what effect, 
if any, the conditions of the future may have upon the cost of in- 
surance andthisismagnifiedinourfield 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 maker, 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, arid 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 periodsof three years. 

IV 

Confronted by this perplexing situation rate makers have 
experienced some difficulty in deciding how best to proceed to a 
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 instinct, 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 is 
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 by a process which is practically automatic. 

V 

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. 

I t  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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I t  is a well known fact tha t  two persons thinking independent ly  
about  a certain problem will probably arrive at  different con- 
clusions, or, if they  should accidentally concur, it  is not  likely tha t  
the mental  process was exact ly similar in bo th  cases. Not  only 
does this difference occur as between two individuals; it  m a y  
also be demonst ra ted  where a single individual a t tempts ,  by  
reasoning alone, to  solve several dist inct  problems. This has 
been recognized, for example, by  the establishment of s tandards  
of weight and measurement  which are useful in order t ha t  we 
m a y  all agree in our concepts of certain things. There  being no 
such s tandards in judgment  ra te  making, consistency and stabil- 
i ty  are impossible of a t ta inment .  

This lack of s tandards m a y  also lead to erratic results. Con- 
f ronted by  the  necessity of correcting a var ia t ion in loss rat io 
from what  is considered normal,  the ra te  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 m ay  be erroneous. 
Prejudice against a locality or against a given class of risks m ay  
lead him to apply the corrective t rea tment  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 determinat ion of rates for tha t  locality, while 
another,  equally intelligent and skilful but  with the remembrance 
of an unfor tuna te  experience in the back of his mind, may  
look upon the si tuat ion from an entirely different point of view. 
Thus,  while responding to a warning tha t  the experience is 
t rending ei ther in one direction or another,  the ra te  maker  m ay  

c o r r e c t  the loss ratio so tha t  rates in the aggregate will be proper,  
but  in doing so he may  do violence to individual risks, thus 
producing a most inequitable distr ibution of the burden of cost. 

Where judgment  rules, differences of opinion are certain to 
arise. If, therefore, a group of ra te  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 tha t  an agreement could be reached among 
rate  makers, there would remain the necessity of demonstrat ing 
the correctness of rates to s tate  authorities. I t  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. I t  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. I t  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  wi thout  extended controversy.  

In this process the  greatest  degree of equi ty  is obtained as 
between classes of risks, and between individual risks of the  
same class, for discrimination is permi t ted  only where it  m ay  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  t rends of which may  be predicted,  the facts which are avail- 
able to ra te  makers are embodied in the statistical experience of 
the past. I f  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 always a question as to the  fidelity 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 t rend either in one direction or 
the other, rates based upon past  experience will never  quite 
"ca tch  up"  with current  costs. If the var ia t ion is cyclical it is 
not  likely tha t  the available experience will represent  the phase of 
the  cycle which is imminent .  

I t  should be possible to devise a formula which will reflect 
variat ions of this character  so tha t  an annual  review of experience 
and a consequent  revision of rates, will keep current  rates 
reasonably in touch with changes in conditions. But  i t  is quite 
apparen t  tha t  it is extremely difficult, if not  impossible, under  
these conditions to produce rates which are constant ly  adequate  
and reasonable year  in and year  out. Some la t i tude must  be 
permi t ted  for variat ions 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 funct ion of 
insurance is quite as much "averaging"  over  a period of years  as 
over a collection of risks within a par t icular  year.  I f  this tes t  is 
met,  the other  advantages  which the statistical method  possesses 
should make it  decidedly preferable to the system which is based 
primari ly upon the use of judgment .  
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VIII  

I t  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. I t  
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 are in 
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 
a n a l y s i s . . ,  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 STUDY'OF THE EXPERIENCE OF THE 

CALIFORNIA STATE COMPENSATION INSURANCE FUND 

BY 

W, O. VOOGT 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. 2 
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 I, 1918 to January I, 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. 

DATA USED 

For several years the State Fund has kept a monthly record of 
t abula tab le  accidents repor ted during t ha t  month .  I t  has 
available,  also, accident cards on all pe rmanen t  and dea th  cases 
showing da te  of injury,  which we in this s tudy  have  referred to  as 
serious cases. We have  in a combinat ion of these records 
suitable mater ia l  for allocating all losses, and separa te ly  serious 

1. Proceedings. Vol. X, p. 102. 
2. For example see Black--Proceedings. Vol. X, p. 48, Whitney-- 

Proceedings, Vol. X, p. 148, et 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 payrolls 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 pro rata 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 PAYROLLS 

Our 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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I t  was found by  s tudy  tha t  the great  major i ty  of periodic 
ad jus tment  policies were issued on a quar ter ly  basis. I t  was also 
found tha t  on the average there  was a mon th  and a half from the  
t ime the  reports  were due (shortly af ter  the close of the  period) 
unti l  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 quar ter  of any  year  and one- 
half of those of the second quar ter  were earned in the preceding 
year  and tha t  the remainder  were earned in the current  year .  
A similar investigation of the annual adjus tment  business showed 
a lag of three  months  between the expirat ion date and the billing. 
On this basis and the assumption of uniform distribution of 
earnings over the  policy year  these additional premiums were 
apport ioned as follows: 

Assigned to Assigned to 
0uarter  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 proeeeded 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 detMl is shown in 
Appendix C. Appendix D shows the annual payrolls thus 
derived. 

I f  there were no seasonMity in business act iv i ty  we might take 
one-twelfth of the annum payroll as the  month ly  payroll, bu t  
since certain industries in California are peculiarly seasonal an 
adjus tment  for this was made. 

We found tha t  in Vol. IX  p. 86 of the Fourteenth Census of the 
United States there  is shown a tabulat ion 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 B~ennial Census of Manufacturers 
(pp. 1290-I-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 investigat6rs of this problem. 

ACCIDENT RATES DEVELOPED 

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

ANALYSIS OF ACCIDENT ~ATES 

After careful study of these rates by the graphic method we 
were unable to deterrr~ne any trend (independent of cyclic 
movement) either up or down. We have, therefore, 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 wg have smoothed them 
somewhat by the use of a three months' moving averagein the case 
of the total accident rate, and a five months' moving average in the 
case of the serious accident rate. We have also smoothed the all 
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 II  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 typicM of California industries. Professor 
Day also shows an index for consumption goods which is com- 
pared in Chart n 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 bu t  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, 
Oakland, 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 
III,  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 ottr clearings 
index. 

DERIVATION OF CLEARINGS INDEX 

The ~o~oss 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 cycle 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 = 396.9 + 5.85 X 

where clearings (Y) 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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COMPARISON 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 compelled to again take on such help. 
Were we to break the series ~n 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 

Calendar y e a r  

l s tQuar te r  . . . .  
1918 2nd Quar ter . . .  

3rd Quarter . . . .  
4 thQuarter  . . . .  

Total. 

1st Quarter . . . .  
1919 2nd Quarter. . .!  

3rd Quarter . . . .  
4th Quarter . . . .  

Total. 

1st Quarter . . . .  
1920 2nd Quarter. . . [  

3rd Quarter . . . .  i 
4th Quarter . . . .  I 

Total . .  

1st Quarter . . .  
1921 2nd Quarter..  

3rd Quarter . . .  
4th Quarter . . .  

Total. 

1st Quarter . . . .  
1922 2nd Quarter. 

3rd Quarter . . . .  
4th Quarter . . . .  

Total. 

1st Quarter . . . .  
1023 2nd Quarter . . .  

3rd Quarter . . . .  
4th Quarter . . . .  

1924 1st Quarter . . . .  

Initial and 
deposit 

premiums 

907,645 

1,140,802 

1,332,714 

1,555,719 

1,704,245 

Additional 
premiums on 

periodical 
ajdustments 

196,774 
297,806 
340,777 
373,455 

1,208,812 

228,005 
399,562 
372,034 
534,214 

1,533,815 

287,278 
586,843 
621,967 
624,540 

2,120,628 

624,378 
549,212 
571,425 
620,915 

2,365,930 

352,688 
468,706 
580,541 
643,167 

2,045,102 

580,455 
626,669 
731,424 
709,840 

717,111 

Additional 
premiums on 

final 
adjustments 

97,175 
73,661 
69,008 

102,786 

342,630 

124,014 
155,503 
136,014 
161,826 

577,357 

188,229 
266,737 
266,557 
242,876 

964,399 

321,650 
258,453 
244,897 
241,467 

1,066,467 

181,688 
220,567 
248,803 
250,120 

901,178 

299,022 
294,903 
313,468 
276,049 

369,421 
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APPENDIX B 

CALENDAR Y E A R  E A R N E D  PREMIUMS 

Initial and De- 
posit premiums 

Unearned at end 
of year . . . . . . . .  

Balance . . . . . . . . .  

Unearned at be- 
ginning of year. 

Total . . . . . . . . . . .  
Additional pre- 

miums on peri- 
odical adj . . . . . .  

on final adi . . . . . .  

Total calendar 
year earned 
premiums . . . . . .  

1918 1919 
1 - -  

907,645 1,140,80 

334,893 458,92 

572,752 681,87 

234,176 334,89 

806,928 1,016,77 

1,290,921 1,686,72 
513,146 867,62 

2,610,995 3,571,12 

1920 

1,332,714 

516,289 

816,425 

458,924 

1,275,349 

2,438,913 
I 1,059,033 

4,773,295 

1921 1922 

1,555,719 1,704,245 

634,138! 635,720 

921,581 1,068,525 

516,289 634,138 

1,437,870 1,702,663 

2,053,987 2,351,850 
913,706 1,142,495 

4,405,563 : 5,197,008 

A P P E N D I X  C 

Year  of Issue 

1917 
1918 
1919 
1920 
1921 
1922 

Schedule Z 
average  ra te  

1.49 
1.71 
1.67 
1.54 
1.49 
1.52 

2 year  
moving average  

1 . 6 0  
1 . 6 9  
1 . 6 0  
1 .51  
1 . 5 0  



APPENDIX D 

Premiums . . . .  I 
Average rate . . . .  

, Payrolls . . . .  . . .  . . . . . . . . . . . . . .  

1 9 1 8  

2,610,995 
1.60 

1 9 1 9  

3,571,120 
1.69 

163,187,.1.87 211,308,875 

1920 

4,7731295 
1.60 

298,330,937 

I 1 9 2 1  

4,405,563 
1.51 

291,759,139 

APPENDIX E 

MONTHLY PAYROLLS FOR CALENDAR YEARS 1918-1922 

1 9 2 2  

5,197,008 
1.50 

346,467.200 

Months " 

l 
January 
February 
March [ 
April [ 
May 
June 102.21 
July 111.89 
August 114.61 
September 112.49 
October i 100.55 
November 
December! 

Totals t ' i200.00 

1918 

Seasonal " 

index Payroll 
i 

95.58 12,997,859 
91. O0 12,375,028 
92.33 12,555,894 
95.68 13,011,458 
99.18 13,487,421 

13,899,468 
15,215,845 
15,585,736 
15,297,439 
13,673,726 

92.51 12,580,372 
91.97 12,506,938 

I 
L 163,187,184 

1919 
S e a s o n a l  

index Payroll 
• [ 

95.58 16,830,752 
91.00 16,024,256 
92.33 16,258,457 
95.68 16,848,361 
99.18 17,464,679 

102.21 17,998,234 
111.89 19,702,792 
114.61 20,181,759 
112.49 19,808,446 
100.55 17,705,923 
92.51 16,290,153 
91.97 16,195,064 

1200. O0 : 211,308,876 

1920 
Seasonal' 

index Payroll 
I 

97.09 24,137,458 
94.00 23,369,256 
95.27 23,684,990 
98.04 24,373,637 
99.23 24,669,482 

100.68 25,029,965 
106.38 26,447,037 
112.47 27,961,067 
110.31 27,424,071 
101.50 25,233,826 
94.11 23,396,603 
90.92 22,603,540 

[ 

1200.00 298,330,932 

1921 
Seasonal 

index Payroll 
, , ] 

98.60 23,972,876 ~ 
97.01 23,586,295 
98.20 23,875,623 

100.40 24,410,515 
99.29 24,140,638 i 
99.14 24,104,168 

100.87 24,524,787 
110.33 26,824,822 
108.13 26,289,930 
102.44 24,906,507 
95.72 23,272,654 
89.87 21,850,329 

I I 

1200. 001291,759,144 

1922 
Seasonal 

index Payroll 
- - I  

87.70 25,320,977 
85.95 24,815,713 
98.48 28,433,408 

102.09 29,475,696 
108.06 31,199,371 
108.34 31,280,213 
106.73 30,815,369 
108.16 31,228,243 
108.02 31,187,822 
97.17 28,055,180 
95.75 27,645,195 
93.55 27,010,005 

I 
1200.00 346,467,192 



. 191s { J~n. 

All accidents.. 1439 

Major  perms . . . I  14 
Minor perms. . .1____66 

Total  se r ious . .  I 26 

APPENDIX F 
NUMBER OF ACCIDENTS BY MONTHS OF OCCURRENCE 

Feb. ' Mar. Apr. May June I 'Juiy I Aug. I Sept. I Oct. I Nov, Dec. Total"' 

----'~l'-"-'~l--"~l"---~ lO / i{ i - ----ff-I---~ ~ - - - ~ l - - - - V - - - - i ~  
14 [ I0 [ 13 I 12 16 I 13 I 9 1 17 } 18 20 ] 121 168 
6 1 19 1 ~3} 10 14 1 23 1 1~ I ~9 1 14 16 1 20 1 1~ 

1919 Jan. Feb. Mar. Apr. 

All accidents . .  1916 1751 2341 2410 

"Deaths . . . . . . . .  1 0 '  6 2 15 
Major  perms . . . .  25 16 9 18 
Minor pe rms . . .  23 20 17 8 

Total  ser ious. . .  58 42 28 41 

May June Sept. Oct. Nov. 

2609 2540 

12 12 
22 26 
38 30 

72 68 

July Aug. 

2546 2739 

6 ..... 11 
26 19 
26 30 

58 60 

2727 2730 2235 

14 8 2 
20 16 20 
25 37 24 

59 61 46 

Dec. Total 

2691 29235 

10 108 
23 240 
23 301 

56 649 

t~ 
O 

r~ 

ta 
Z 

¢a 

t~ 
to 

,9~o I jan" L Fob. [ Ma*. Ap*. 
A,, a~o~*s.. ~---~-I 2 - - ~ - - I ~  1 3-~-  
M a j o r p e r m s . . . i  15 [ 14 [ 15 [ 30 
Minor pe rms . . .  35 / 30 I 3 3 ]  25 

May June July 

24 ] 29 I 25 
25 } 32 29 

Aug.. I Sept. Oct. Nov. Dec. Total W 

3174 [ 3 - - ~ -  ~ ~--~(-  2 - - ~ -  3 - ~ -  

25 I 22 } 19 [ 14 254 
22 40 I 31 31 22 375 42 



A P P E N D I X  F - - C o n t i n u e d  

NUMBER OF ACCIDENTS BY MONTHS OF OCCURRENCE 

1921 Jan. Feb. Mar. Apr. May June 

All  a c c i d e n t s . .  2426 2341 2845 2936 3015 3192 

D e a t h s  . . . . . . . .  9 8 12 10 11 11 
M a j o r  p e r m s . . .  22 1 8  19 18 : 16 25 
M i n o r p e r m s . . .  22 [ 19 28 23 29 .~ 33 

To ta l  s e r i o u s . ~ . - - - - ~ !  - - - - ~  5------~ 5 ~  5 - - - - - -6  i 69 

1922 Jan. Feb. Mar____ L 

All a c d d e n t s . .  2841 / 2339 ! 2932 

D e a t h s  . . . . . . . .  11 17 9 
M a j o r p e r m s . . .  23 14 17 
M i n o r p e r m s . . .  25 33 35 

T o t a l  sef ious  . . . .  59 64 . 61 

July Aug. Sept. 

2958 3365 3124 

10 14 11 
31 26 16 
41 27 30 

- - i  i 

82 67 57 

Oct. Nov. Dec. ' Total 

3133 2871 2883 35089 

12 14 11 133 
18 16 19 244 
29 25 28 334 

59 55 58 711 

Apr. May June July Aug. 

2945 3546 3846 3869 4426 

10 7 14 12 61 
23 i 20 23 25 19 

i 
33 i 28 34 46 41 

66 ! 55 71 83 121 

Sept. 

3929 

12 
22 
37 

71 

Oct. Nov. Dec. Total 

4454 3916 3584 42627 

9 17 13 
27 20 25 
41 33 43 

77 70 81 

192 
258 
429 

879 

¢5 

to 
b - a  
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A P P E N D I X  G - - P A R T  I 

ALL ACCIDENT RATES PER $100,000 PAYROLL 

Month 1918 1919 1920 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
Oc tobe r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  

11.071 11.384 
11.160 10.927 
11.994 14.399 
13.519 14.304 
13.234 14.939 
15.375 14.112 
15.090 12.922 
17.246 13.572 
13.963 13.767 
15.629 15.419 
14.364 13.720 
14.264 16.616 

12.271 
9 .594  

10.745 
12.939 
11.435 
12.585 
12 .0431  
11 .351~ 
1 2 . 8 0 6 :  
13.751 
10.886 
12.786 

1921 1922 

10.120 11.220 
9 .925  9 .425  

11.916 10.312 
12.028 9 .991 
12.489 11.366 
13.243 12.295 
12.061 12.555 
12.544 14.173 
11.883 12 .598  
12.519 15.876 
12.336 14.165 
13.194 13.269 

APPENDIX 

SERIOUS ACCIDENT RATES 

Month 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
Oc tobe r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  

1918 

23 .43  
28 .67  
31 .51  
28 .92  
28 .78  
30 .89  
21 .17  
34 .65  
32 .18  
40 .54  
31 .18  

34 .46  
26 .21  

24 .33  
41 .23  
37 .78  
29 .44  
29 .73  
29 .79  
34 .45  
28 .24  
34 .58  

G - - P A R T  I I  

PER $10,000,000 PAYROLL 

1919 1920 1921 1922 

24 .86  22 .11  23 .30  
21 .82  19.08 25 .79  

17 .22  24 .91  24 .71  21 .45  
28 .72  20 .89  22 .39  
24 .73  23 .20  17 .63  
28 .77  28 .63  22 .69  
24 .58  33 .44  26 .93  
26 .47  24 .98  38 .75  
29 .17  21 .68  22 .77  
26 .95  23 .69  27 .45  
26 .93  23 .63  25 .22  
18.58 26 .54  29 .99  



A P P E N D I X  H - - P A R T  I 

CYCLES IN " A L L  ACCIDENT"  R A T E S  P E R  $ 1 0 0 , 0 0 0  OF PAYROLL 

[Accident I l~atio to [ Seaso 
Year and month  rate average J'lrtd~ 

1 2 3 4 

1 9 1 8  
J a n u a r y  . . . . . . . . . . . . . .  1 1 . 0 7 1  
F e b r u a r y  . . . . . . . . . . . . .  1 1 . 1 6 0  
M a r c h  . . . . . . . . . . . . . . .  1 1 . 9 9 4  
A p r i l  . . . . . . . . . . . . . . . .  1 3 . 5 1 9  
M a y  . . . . . . . . . . . . . . . . .  1 3 . 2 3 4  
J u n e  . . . . . . . . . . . . . . . . .  1 5 . 3 7 5  
J u l y  . . . . . . . . . . . . . . . . .  1 5 . 0 9 0  
A u g u s t  . . . . . . . . . . . . . . .  1 7 . 2 4 6  
S e p t e m b e r  . . . . . . . . . . . .  1 3 . 9 6 3  
O c t o b e r  . . . . . . . . . . . . . .  1 5 . 6 2 9  
N o v e m b e r  . . . . . . . . . . . .  1 4 . 3 6 4  
D e c e m b e r  . . . . . . . . . . . .  1 4 . 2 6 4  
1 9 1 9  

• J a n u a r y  . . . . . . . . . . . . . .  1 1 . 3 8 4  
F e b r u a r y .  1 0 . 9 2 7  
M a r c h  . . . . . . . . . . . . . .  1 4 . 3 9 9  
A p r i l  . . . . . . . . . . . . . . .  1 4 . 3 0 4  
M a y  . . . . . . . . . . . . . . . .  1 4 . 9 3 9  
J u n e  . . . . . . . . . . . . . . . .  1 4 . 1 1 2  
J u l y  . . . . . . . . . . . . . . . .  1 2 . 9 2 2  
A u g u s t  . . . . . . . . . . . . . .  1 3 . 5 7 2  
S e p t e m b e r  . . . . . . . . . . .  1 3 . 7 6 7  
O c t o b e r  . . . . . . . . . . . . .  15 .  4 1 9  
N o v e m b e r  . . . . . . . . . . .  1 3 .  7 2 0  
D e c e m b e r  . . . . . . . . . . .  16 .  6 1 6  
1 9 2 0  

J a n u a r y  . . . . . . . . . . . . .  1 2 . 2 7 1  
F e b r u a r y  . . . . . . . . . . . .  9 . 5 9 4  
M a r c h  . . . . . . . . . . . . . .  1 0 . 7 4 5  
A p r i l  . . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
.Tune . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r .  
O c t o b e r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  
1 9 2 1  

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
A p r i l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  

• A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
O c t o b e r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  
1922 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
A p r i l  . . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
,q~nt"orn 'hor  

12.939 
11.435 
12.585 
12.043 
11.351 
12.806 
13.751 
10.886 
12.786 

10.120 
9.925 

11.916 
12.028 
12.489 
13.243 
12.061 
12.544 
11.883 
12.519 
12.336 
13.194 

ii.220 
9.425 

10.312 
9.991 

11.366 
12.295 
12.555 
1 4 , 1 7 3  

9 .  8 6 5  
D . 8 7 2  

9 3 7  
1.  0 5 7  
1.  0 3 4  
1.  2 0 2  
1.  1 7 9  
1• 3 4 8  
1.  0 9 1  
1 . 2 2 1  
I .  1 2 3  
1 . 1 1 5  

, 8 9 0  
8 5 4  

1 .  1 2 5  
1 . 1 1 8  
1 . 1 6 8  
1 .  1 0 3  
1 . 0 1 0  
1 .  0 6 1  
1 .  0 7 6  
I. 205 
1.072 
1 .  2 9 9  

. 9 5 9  

. 7 5 0  

. 8 4 0  
1 . 0 1 1  

. 8 9 4  

. 9 8 4  
• 9 4 1  
• 8 8 7  

1 . 0 0 1  

1 .  0 7 5  
. 8 5 1  
. 9 9 9  

. 7 9 1  

. 7 7 6  
•931 
.940 
.976 

1. 035 
• 9 4 3  
• 9 8 0  
. 9 2 9  
. 9 7 8  
. 9 6 4  

1 . 0 3 1  

• 8 7 7  
. 7 3 7  
. 8 0 6  
. 7 8 1  

. 8 8 8  

. 9 6 1  
• 9 8 1  

1 .  1 0 8  
nR.~ 

1 

3 months 
~ o v / n g  
~.verage 

2 . 4  
5 . 3  
4 . 2  
8 . 8  

1 1 . 8  
1 9 . 5  
1 7 . 2  
1 4 . 1  

8 . 4  
6 . 5  
4 . 4  

3 . 0  
8 . 9  

1 3 . 0  
1 7 . 0  
1 2 . 0  

7 . 4  
1 . 0  
1 . 5  
3 . 5  
5 . 7  

1 0 . 4  
1 1 . 2  

7 . 9  
- -  1 . 8  
- - 3 . 5  
- -  5 . 2  
- - 4 . 7  
- -  8 . 0  
- 1 1 . 1  
- - 9 . 1  
- - 9 . 1  
- - 8 . 5  
- - 1 1 . 3  
- - I I  . 8  

- -  6.8 
- -3 .5  
- -2 .0  
- - 1 . 8  
- - 2 . 6  
- -3 .5  
- - 6 . 2  
- -8 .7  
--II .6 
--10.4 
- - 9 . 6  
- -4 .1  

- -4 .2  
- -6 .1  
--12.4 
--14.2 
--13.3 
- - 7 . 6  
- -3 .1  
- -  1.0 

2 .2 



Z~ INDUSTRIAL ACCIDENT RATES IN THE BUSINESS CYCLE 

A P P E N D I X  H--PART II 

CYCLES IN SERIOUS ACCIDENT RATES PER $I0,000,000 OF PAYROLL 

Y e a r  a n d  m o n t h  
1 

1918 
J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . . .  
June . . . . . . . . . . . . . . . . .  

J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . . .  
Oc tobe r  . . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . . .  
1919 

J a n u a r y  . . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
Oc tobe r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  
1920 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  

: : : : : : : : : : :  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
Oc tobe r  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  
1921 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  
J u n e  . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . .  
S e p t e m b e r  . . . . . . . . . . .  
Oc tober  . . . . . . . . . . . . .  
N o v e m b e r  . . . . . . . . . . .  
D e c e m b e r  . . . . . . . . . . .  
1922 

J a n u a r y  . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . .  
M a r c h  . . . . . . . . . . . . . .  
Apri l  . . . . . . . . . . . . . . .  
M a y  . . . . . . . . . . . . . . . .  

u n e  . . . . . . . . . . . . . . . .  
u l y  . . . . . . . . . . . . . . . .  
~ugust . . . . . . . . . . . . . .  
; ep tember  . . . . . . . . . . .  

Oc tobe r  . . . . . . . . . . . . .  

k c c i d e n i  R a t i o  t o  
r a t e  a v e r a g e  

2 3 

20 .00  .739 
23 .43  .866 
28 .67  1 .060 
31.51 1 ,165  
28 .92  1 .069 
28 .78  1 .064 
30 .89  1 .142 
21 .17  .783 
34 .65  1 .281 
32 .18  1 .190 
40 .54  1 .499 
31 .18  1 .153 

34 .46  1 .274  
26 .21  .969 
17 .22  .637 
24 .33  .900 
41 .23  1 .524 
37 .78  1 .397 
29 .44  1. 088 
29 .73  1. 099 
29 .79  1.101 
34 .45  1. 274 
28 .24  1 .044 
34 .58  1 .279 

24 .86  .919 
21 .82  .807 
24 .91  .921 
2 8 . 7 2  1.062 
24 .73  .914 
28 .77  1 .064 ~ 
24 .58  . 9 0 9  
26 .47  .979 
29 .17  1 .078 i 
26 .95  .996 
26 .93  .996 
18 .58  . 6 8 7  

22 .11  .8171 
19.08  .7051 
24.71  .914 
20 .89  .772 
23 .20  .858 
2 8 . 6 3  1 .059 
33 .44  1.236 
24 .98  .924 { 
21 .68  i .802 { 
23 .69  .876 l 
23 .63  .874 
26 .54  i .981 

23 .30  .861 
25 .79  .954 
21 .45  •793 
22 .39  .828 
17.63 .652 
2 2 . 6 9 i  .839 
26 .93  .996 
38 .75  1 .433 
22 .77  .842 
27 .45  1_015 

S e a s o n a l  
i n d e x  

4 

• 922 
.860 
.865 
.945 

1. 008 
1. O84 
1. 074 
1. 043 
1. 022 
1 .070 
1. 069 
1. 043 

.922 

.860 

.865 

.945 
I .  008 
1. 084 
1. 074 
1. 043 
1. 022 
1. 070 
1. 069 
1. 043 

.922 

.860 

.865 

.945 
1. 008 
1. 084 
1. 074 
1. 043 
1. 022 
1. 070 
1. 069 
1. 043 

.922 

.860 
• 865 
.945 

1. O08 
1. O84 
1. 074 
1. 0 4 3  
1. 022 
1. 070 
1. 069 
1.043 

.922 
• 860 
.865 
• 945 

I .  008 
1 .084 
1. 074 
1. 043 
1. 022 
I_ 070 

3 - - 4  

- 1 8 . ~  

19..~ 
22.C 

6.1 
- 2 . C  

6.~ 
- 2 6 . C  

25.2  
12.C 
43.0  
11.C 

35.2 
I0.0 

- - 2 2 . 8  
- -  4 . 5  

51 .6  
31 .3  

1 .4  
5 .6  
7 .9  

20 .4  
- - 2 . 5  

23 .6  

- -  . 3  
- 5 . 3  

5 .6  
11.7  

- 9 . 4  
- 2 . 0  
- 1 6 . 5  
- - 6 . 4  

5 . 6  
- - 7 . 4  
- - 7 . 3  
-35.6 

- 1 0 . 5  
- 1 5 . 5  

4 . 9  
- 1 7 . 3  
- 1 5 . 0  
- 2 . 5  

16.2  
- 1 1 , 9  
- 2 2 . 0  
- 1 9 . 4  
- 1 9 . 5  
- 6 . 2  

- 6 . 1  
9 . 4  

- 7 . 2  
- 1 1 . 7  
- 3 5 . 6  
- 2 4 . 5  
- 7 . 8  

39 .0  
- 1 8 . 0  
- 5 .5  

Five 
months 
m o v i n g  
a v e r a g e  

6.C 
9 . 2  

10.6 
1 . 4  
2 .2  
3 . 3  

12.3 
1 3 . 2  
2 5 . 4  
2 2 . 4  

15.5 
6.0 

14.1 
13.3 
11.2 
17.1 
19.6 
13.3 
6.6 

11.0 
9.8 
7.2 

4.2 
7.1 

. 4  

.I 
- - 2 . 1  
- - 4 . 5  
- -  5.7 
- - 5 . 3  
- -  6 . 4  
--10.2 
--II .0 
--15.3 

- 1 2 . 8  
- - 1 4 . 8  
- 1 0 . 7  
- - 9 . 1  
- 2 . 7  
- 6 . 1  
- 7 . 1  
- 7 . 9  
- 1 1 . 3  
- 1 5 . 8  
- 1 4 . 6  
- 8 . 4  

- 5 . ~  
- 4 . 4  
-I0.~ 
-13.¢~ 
-17.4 
- 8 . 1  
- 9 . 4  
- 3 . 4  
- 1.2 

1.7 



A P P E N D I X  I 
CYCLES OF CALIFORNIA B A N K  CLEARINGS 

/ O,ea ogsl I I Seasona, ] 3month  deflated [ I :Ratio moving 
Year  and  00,000 Trend  [ ac tua l  average 

value ~ t rend  of cycle m o n t h  omi t ted  ' tc Cycle 

1918 
J a n u a r y  . . . . .  $ 
F e b r u a r y  . . . .  
M a r c h  . . . . . . .  
April  . . . . . . . .  
M a y  . . . . . . .  
J u n e  . . . . . . .  
Ju ly  . . . . . . . .  
Augus t  . . . . .  
S e p t e m b e r . .  
October  . . . . .  
N o v e m b e r . . .  
December  . . .  
1919 
J a n u a r y  . . . .  
F e b r u a r y . . .  
M a r c h  . . . .  :. 
April  . . . . . . .  
M a y  . . . . . . .  
J u n e  . . . . . . .  
Ju ly  . . . . . . . .  
Augus t  . . . . .  
S e p t e m b e r . .  
October  . . . .  
N o v e m b e r . .  
December  .. 
1920 

J a n u a r y  . . . . .  
F e b r u a r y  . . . .  
M a r c h  . . . . . . .  
April  . . . . . . . .  
M a y  . . . . . . . . .  
J u n e  . . . . . . . .  
J u ly  . . . . . . . . .  
Augus t  . . . . . .  
S e p t e m b e r . . .  
October  . . . .  
N o v e m b e r . .  
December  ..  604.5 
1921 
J a n u a r y  . . . . .  567,5 
F e b r u a r y . . .  469,6 
M a r c h  . . . . . .  594,2 
April  . . . . . . . .  548,7 
May  . . . . . . .  530,5 
June  . . . . . . .  564,0 
Ju ly  . . . . . . . .  546,6 
Augus t  . . . . .  558,0 
S e p t e m b e r . . .  578,9 
October  . . . .  619,7 
N o v e m b e r . .  628,0 
December  .. 668,4 
1922 
J a n u a r y  . . . . .  646,7 
F e b r u a r y  . . . .  549,3 
M a r c h  . . . . . .  672,6 
April  . . . . . . . .  655,4 
M a y  . . . . . . . .  697,8 
J u n e  . . . . . . . .  689,6 
Ju ly  . . . . . . . . .  683,6 
Augus t  . . . . . .  695,2 
S e p t e m b e r . . .  727,3 
October  . . . .  787,5 

396,9 118.8  I 105.6  
402,8 95 .8  I 86 .0  
408,6 108.2  102.5 
414,5 104.2  96 .3  
420,3 107.3  I 98 .3  
426,2 103.0 ] 98 .2  
432,0 113.4  100.6  
437,9 104.0  96 .8  
443,7 94 .4  I 99 .5  
449,6 112.1 [ 107.7 
455,4 100.2  101.3 
461,2 104.1 107.2  

467,1 108.0  t 105.6  
473,0 85 .9  I 86 .0  
478,8 97 .9  [ 102.5 
484,7 92 .6  96 .3  
490,5 101.4  98 .3  
496,4 97 .3  98 .2  
502,2 108.4  100.6  
508,1 103.2 I 96 .8  
513,9 105.7  [ 99 .5  
519,8 113.4 107.7  
525,6 104.9 101.3  
531,5 115.0 107.2  

537,3 111.3 105.6 
543,2 90 .4  86 .0  
549,0 107.2 102.5 
554,9 108.6 96 .3  
560,7 95 .6  [ 98 .3  
566,6 99 .8  98 .2  
572,4 99 .3  100.6 
578,3 91 .5  I 96 .8  
584,1 101.7  I 99 .5  
590,0 103.0  107.7  
595,8 99 .0  101.3 
601,7 100.5 I 107.2  

607,5 
613,4 
619,2 
625,1 
630,9 
636,8 
642,6 
648,5 
654,3 
660,2 
666,0 
671,9 

677,0 
683,6 
689,4 
695,3 
701,1 
707,0 
712,8 
718,7 
724,5 
730,4 

93 .4  1 
76 .6  
96 .0  
87 .8  
84 .1  
88 .6  
85 .0  
86 .0  
88 .5  
93 .9  
94 .3  [ 
99 .5  

95 .5  
80 .4  
97 .6  
94 .3  
99 .5  
97 .5  
95 .9  
96 .7  

100.4 
107.8 

105.6  
86 .0  

102.5 
96 .3  
98 .3  
98 .2  

100.6 
96 .8  
99 .5  

107.7 
101.3 
107.2 

105.6  
86 .0  

102.5 
96 .3  
98 .3  
98 .2  

100.6  
96 .8  
99 .5  

107.7 

13.2  ] 
9 . 8  9 . 6  
5 . 7  7 .8  
7 .9  7 .5  
9 . 0  7 . 4  
5 .2  9 . 0  

12 8 8 .4  
7 . 2  5 .0  

- -  5.1  2 .2  
4 . 4  -- 0 . 6  

- -  1 . 1  0 . 1  

- -  3 . 1  - -  0 . 6  

2 .4  -- 0 . 3  
- -  0 . 1  I - -  0 . 8  
- -  4 . 6  ] - -  2 . 7  

- -  3 . 7  - -  1.7 
3 .1  -- 0 . 5  

- -  0 .9  3 .3  
7 .8  4 . 4  
6 . 4  6 . 8  
6 .2  6 .1  
5 .7  5 .2  
3 .6  5 .7  
7 .8  5 .7  

5 .7  6 . 0  
4 . 4  4 .9  
4 .7  7 .1  

12.3  4 . 8  
- -  2 . 7  I 3 .7  

- - 0 . 8  I - 17 
- -  5 . 3 [  - 1.5  

2 .2  I -- 2 . 6  
- 4 . 7  I - 1.6  
- 2 . 3  - 4 . 6  

- 6 . 7  - 7 .1  

- 1 2 . 2  ] - 9 . 4  
- 9 . 4  - 9 . 4  
- 6 . 5 t  - 8 . 1  
- 8 . 5  - 9 . 7  
- 1 4 . 2  [ - - 1 0 . 8  
- 9 .6  - 1 5 . 2  - 1 3 . 0  - 1 1 . 9  
- 1 0 . 8  ] - 1 2 . 3  
- 1 1 . 0  - 1 1 . 9  
- 1 3 . 8  - 1 0 . 6  
- -  7 . 0  - -  9 .5  

-170.~.  - 8 . 3  
- . - 7 .8  
- 5 . 6  - 6 . 9  

- 4 . 9  - 4 . 2  

- 2 . 0  - 1.9  
1 .2  - 0 . 3  

- 0 . 7  - 1 .4  
- 4 . 7  - 1 .8  
- 0 . 1  - 1 .3  

0 . 9  0 . 3  
0 . 1 ]  0 . 4  



C H A R T  I 

t~-O 

L~ 

f~o 

r o ~  
L~ 

I ~ O  

7~ r~ 

el 

,~o 

I , ° ~ -  I 



CHART II 

~ o  

J#S 

I o o  

qo 

7 o 

4o 

¢,~.- 

c~ 

rj~ 
c~ 



CHART I I I  



STATUTORY REQUIREMENTS FOR CASUALTY COMPAI~IES 2 9  

STATUTORY R E Q U I R E M E N T S  FOR CASUALTY 
COMPANIES 

BY 

THOMAS F. TARBELL 

The Examination Syllabus of our Society (Associateship, Part  
II, 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 s tatutory 
requirements making it difficult to effectively and efficiently 
carry on an interstate business. Conditions in this respect are 
improv!ng and the NationM 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 ~ A R I N E  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 is evident at the 
present time. 

EFFECT 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 vohtrne 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- 
quirements 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: 

1. The names and addresses of the incorporators; 
2. The name of the company; 
3. The location of the company; 
4. The kinds of business to be transacted; 
5. The mode in which the corporate powers are to be exercised 

including provision for directors; 
6. The amount of paid in capital; 
7. The amount of paid in surplus. 

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) Upon 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 Hable, (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 loss or 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, or 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) Upon 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 orincurredin 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) Upon 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, fire apparatus, 
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, stat ing their  intent ion 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 s tate  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 i t  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 major i ty  of whom shall be citizens and residents of 
this state, the t ime 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 m ay  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 tha t  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  tha t  
specified in some one of the foregoing subdivisions, or more kinds 
of insurance than  are specified in a single subdivision; bu t  a cor- 
porat ion m a y  be foraned 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, t en th  
and eleventh subdivisions. No one policy issued by  any  one 
corporation shall embrace the kinds of insurance tha t  are speei- 
fled 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 i t  will be noted that ,  as respects classes of business tha t  m ay  
be written, there is an overlapping of the powers grar~ted to life 
and casualty companies. Both companies m ay  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 heMth 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 au thor i ty  to write the liability lines, and it  is 
interesting to note tha t  these two companies mainta in  a complete 
segregation of assets as between the life and the casual ty business. 

The  section above quoted is one of the best examples of an up 
to date  and comprehensive law defining the classes of business 
tha t  a casual ty company may  write. I ts  up-to-dateness is 
evidenced by  the 1925 amendment  to  sub-section 5 permit t ing 
the writing of "jewelers '  block insurance."* 

The  shortcoming o~ the New York law and of the laws of m a n y  
other  states is its inelasticity. With conditions constant ly  
changing and demands arising for new forms of coverage, a law 
tha t  a t tempts  to specifically enumerate  the lines of business tha t  
a company  m a y  write is inadequate.  This si tuation has long 
been realized and has been part ial ly remedied. At  the annual  
meeting of the Nat ional  Convention of Insurance Commissioners 
in 1920, one of our fellow members,  Honorable Clarence W. 
Hobbs, at  t ha t  t ime Insurance Commissioner of Massachusetts,  
offered the following resolution which was adopted:  

f"Resolved,  Tha t  the Commit tee  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 authorizing the transact ion of new lines of 
insurance under  depar tmental  license." 

At  the December,  1922, meeting of the National  Convention,  
the C o m r ~ t t e e  on Laws and Legislation presented the following 
resolution which was adopted:  

"Resolved,  Tha t  the Commissioners be requested to procure 
the enactment  of the following legislation in their  several States, 
V1Z. : 

"An act  to authorize the t ransact ion of classes of insurance 
not  specifically authorized by  law. 

Be it  enacted, e tc . - -  

Section 1 . - -An insurance company authorized to t ransact  
within the State  any of the classes of insurance set for th  in the 

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

tProceedings 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. 

I t  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 a~tomobile coverage. This authority is at present 
granted by more than one-half the tstates 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 comprehensivet. 
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. 

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

~The Iowa statutes do not permit a life company to write automobile 
liability insurance. 
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ma y  be made, which, so far as casualty insurance is concerned, 
are substant ial ly 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 Genera lCorporat ion Law (Section 4) provides as follows: 

"A certificate of incorporat ion must  be personally executed by  
natura l  persons of full age, at  least two-thirds of whom must  be 
citizens of the United States and one a resident of this S ta te . "  

The  Massachusetts  s ta tu te  (Section 48, Chapter  175) provides 
tha t  the incorporators  must  be "Residents  of this Common- 
weal th ."  

The  name of the company is a ma t t e r  tha t  has generally re- 
ceived ra ther  careful consideration by  the law makers. Statutes  
bearing upon this ma t t e r  usually have a two-fold purpose; first 
to  insure tha t  the name adopted by  the company  will clearly 
indicate the na ture  or character  of its business and second tha t  
the  business of an established company will not  be injured by  an 
infr ingement  on its good name.* 

The  Massachusetts  s ta tutes  cover both  of the above points. 
Section 49, Chapter  175, of the General  Laws provides in par t  
as follows: 

" T h e  name of the Corporat ion shall be subject  to approval  by 
the  ~Commissioner and shall contain the word ' Insurance ' . "  

Section 9, Chapter  155 of the General  Laws provides in par t  
as follows: 

"A corporation . . . .  shall not  assume the name of another  
corporat ion established under  the laws of the Commonwealth,  
or of a corporation, firm, association or person carrying on busi- 
ness in the Commonwealth,  at  the t ime of such organization or 
within three years prior there to  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 ~Commissioner." 

*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 a t tent ion 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 business of 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 "Pr incipal  Office" in the  home s ta te  by  a 
company with its general office in another  s ta te  does not  as a rule cause 
any great  inconvenience as such a company  will usually maintain a 
brancl~ 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. I t  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 violation 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 (10% 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 
recei~ng 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 
mat ter  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- 
i ty 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 Hne 
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 transact 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 fsection should be studied. I t  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 to 
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 '  
b lock"  is included) is $100,000 with an addit ional  $50,000 for 
each addit ional  line; provided,  however,  t ha t  the  min imum for 
burglary  (including jewelers '  block) is $200,000; l iabil i ty or 
fidelity and surety  $250,000, or for both  liabili ty and fidelity and  
surety,  $500,000. 

A company  incorporated to write all lines of business provided 
for would require a m i n i m um  capital  of $950,000 arr ived a t  as 
follows: 

Liability (and other coverages specified in 
subdivision 3) . . . . . . . . . . . . . . . . . . . .  $250,000 

Fidelity and surety . . . . . . . . . . . . . . . . . . . .  
Accident and health . . . . . . . . . . . . . . . . . . .  
Credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Burglary (including or excluding jewelers' 

block) . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Glass . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Steam boiler, engine and machinery . . . . .  
Live stock . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Automobile and aircraft property damage 

and collision . . . . . . . . . . . . . . . . . . . . . .  
Sprinkler and water damage . . . . . . . . . . . .  
Elevator property damage and collision.. 

Minimum 
250,000 . 

50,000 Additional 
50,000 

50,000 
50,000 
50,000 
50,000 

50,000 
50,000 
50,000 

Total . . . . . . . . . . . . . . . . . . . .  $950,000 

The  Massachuset ts  law follows in general the New York  law, 
the min imum capital  required for all lines being $900,000. 
(For fur ther  details see Sections 47, 48 and 51, Chap te r  175, 
General  Laws.) The  Massachuset ts  law establishes a m i n i m u m  
for a single line and provides t h a t  for a combinat ion of lines the  
capi ta l  required shall be the  largest  m i n i m um  capita.1 for a single 
line plus one-half the  m i n i m um  capital  established for each 
addi t ional  line. 

For  the  t ransact ion  of single lines and certain combinat ions  of 
lines, there is a considerable difference between the  New York  
and Massachuset ts  m i n i m um  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 

F ide l i ty  & sure ty  . . . . . . . . . . . . . . . . . . . .  
Credi t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
L iabi l i ty  and  fideli ty and  sure ty  . . . . . .  
L iabi l i ty  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Burg la ry  (~t~cluding jewelers '  b lock ) . .  
Fidel i ty ,  su re ty  and  bu rg l a ry  . . . . . . . .  
S team boiler,  engine  a n d  m a c h i n e r y . .  
Spr inkler  and  wate r  d a m a g e  . . . . . . . . .  

New York 

$250,000 
250,000 
500,000 
250,000 
100,000 
550,000 
100,000 
100,000 

Massachusetts 

$200,000 
200,000 
300,000 
200,000 
200,000 
300,000 
200,000 
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 50% of the paid in capital; Wisconsin requires 25% of the 
capital in case of companies other than surety companies and 
50%, ($125,000) of the minimum capital ($250,000) in case of 
surety companies; Virginia, District of Columbia and Oregon 
specify 500/0 of the minimum capital; Washington specifies 5 0 ~  
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, 20% of minimum capital; Minnesota, 
25% of minimum capital and Kansas 10% 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 50% is none 
too large and that 100% 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--DoMESTIC COMPANIES 

The main principle underlying the enactment of statutes 
regulating investments is to secure a certain measure of soundness 

i 

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 
inves tments  of minimum capital required and balance of capital,  re- 
stricting inves tment  of min imum capital to stocks and bonds of the 
Uni ted 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. First 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 OP 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 50% impairment (Maine), the degrees most 
frequently stipulated being 20% 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 
req~red 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. Ken tucky  specifies a minimum of $100,000 
and a maximum of $450,000. General  deposit laws are found 
in the s ta tutes  of a major i ty  of the states. 

Special deposits are deposits required as a condition precedent  
to  receiving au thor i ty  to t ransact  business in a s ta te  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 
one or two exceptions they  apply to  fidelity and surety  business 
only. The  states of Alabama, Delaware, Plorida, Georgia, 
Idaho and Oregon for example, require a deposit in case of com- 
panies t ransact ing 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 
inves tment  of capital. 

REQUIREMENTS FOR ADMISSION 

CAPITAL, SURPLUS AND INVESTMENTS. 

In general the capital, surplus and investment  requirements  set 
as a s tandard  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  s ta te  
companies than  those required of domestic companies. For  
example:  The  Indiana  s ta tutes  permit  a domestic company to 
incorporate  on a capital of $100,000 and no paid in fsurplus is 

*A n u m b e r  of s t a tes  which do no t  provide  for a deposi t  require  the  
filing of a su re ty  bond.  California,  for example,  requires f rom companies  
t r an sac t i ng  workmen ' s  compensa t ion  business  in the  s t a t e  a bond  of a t  
least $100,000 and not less than the amount of reserve for outstanding 
compensation losses in the state nor more than twice such reserve. 

fWhile 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 
banks. 
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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 seeldng 
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 partiM 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--POREIGN 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. 

REMOVAL OF 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 at tempt 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 case of 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. 

ANTI-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. enactment of rating laws since the intro- 
duction and development of worlanen's compensation insurance 
has done much to nullify the effects of anti-compact laws and the 
real value of such laws under present conditions is open to question. 

The Oregon statute (Section 6361, General Statutes) is a good 
example of one of the more comprehensive statutes. It  provides 
as follows: 

" I t  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 thir ty 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-DlsclZlMINATION 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 



52 STATUTORY REQUIREMENTS FOR CASUALTY COMPANIES 

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. I t  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 not 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 MAKING 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-sevei~ 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. For an 
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 
XI, page 218. 

POLICY 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 insurance company 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). 

"1. Every insurance 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 prohibit 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  s ta tutes  
(Section 4290, General  Statutes)  which provides as follows: 

" N o  insurance company,  corporat ion or association incorpor- 
ated under  the laws of any other  s ta te  of the  United States, 
or under  the laws of any foreign count ry  shall issue or deliver any 
policy of, or make any contract  of insurance on, ei ther persons or 
p roper ty  in this state, or covering any  hazard or risk in the per- 
formanee or non-performance of any  du ty  relative to any  con- 
t rac t  or obligation, performed or to be performed in this state, 
or in connection with any  obligation or du ty  which is governed 
or controlled by  the laws of this state, bu t  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 const i tuted and licensed resident agent  
of this state, PROVIDED, nothing in this section shall be cor/strned 
to apply to contracts  or policies of life insurance or to certificates 
of fraternal  benefit soqieties, or to insurance covering the rolling 
stock of any  railroad, or to other  common carrier, or to proper ty  
in transit ,  or to reinsurance between companies." 

AGENTS QUALIFICATIONS LAWS 
Agents qualifications laws have received considerable a t ten t ion  

by  s ta te  supervisory officials and others during 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 tha t  an agent possess proper  
qualifications as to  character  and reputat ion 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, part icular ly 
those engaged primarily in the automobile business. 
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As yet but few states have passed agents quafifieations laws. 
The most stringent law on the subject passed to date is that of 
Connecticut, enacted in 1923, which provides in part as foNows: 
(Chapter 253, Public Acts of 1923) 

"Sec. I. An insurance agent is defned 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. 

"See. 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 offieial 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. 

"See. 3. The insuranee 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 insuranee 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 
applieant an insurance agent's license to transact business in the 
state on behalf of any insurer certifying such applicant's name. 
Such lieense 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 R~TALIATO~Y 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: 

"I f  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, I~EES 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 ttwo 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 
fiN.ng annual statements and other documents required by law 
to be fled 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 Ist. 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 liabiHties determined. In other states the law speci- 
fies that the annual statement shall be filed on the form of blank 

*Connecticut does not eol~eet 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 Nat ional  Convention of Insurance Commissioners, al- 
though there are generally other  provisions in the law covering 
the valuat ion of assets and determinat ion of liabilities. 

The  following laws or requirements should be noted in con- 
neetion with the determining of assets and liabilities. Real 
estate and bonds and stocks are valued at  marke t  prices regard- 
less of cost. Furni ture  and fixtures, supplies, printed ma t t e r  and 
s ta t ionery are not allowed as an asset and if included in the gross 
assets, must  be deducted as assets not  admitted.  Prem~.ums 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 mus t  include an 
est imated amount  for losses incurred bu t  not  reported. Incurred 
but  not  reported or accrued credit losses are reserved for on 
the basis of a formula rese rve- -50% of the premiums earned less 
loss payments .  

LiabiEty and compensation losses including losses incurred bu t  
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  s ta tement  year  depends upon the 
period of  t ime elapsed since the calendar year of issue and in 
one instance (the calendar year  of issue two ycars prior to the 
s ta tement  year)  upon which basis produces the larger reserve. 
This part icular  annual s ta tement  requirement  was incorporated 
in the convention form of s ta tement  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 Liabili ty Loss Reserve Law."  I t  has 
subsequently been amended and extended to cover work- 
men's  compensation losses and more generally adopted by  the 
states. At  the present t ime approximately twen ty  states have 
adopted the law and since the annual s ta tement  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 annum s ta tement  
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. I t  has been modified in some states bu t  the Con- 
necticut  s tatutes  (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  Sta tement  blank. 

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

Year in which 
policies were issued 
(Prior to year of 

statement) 

10 or  m o r e  
9 
8 
7 
6 
5 
4 
3 
2 

Current 

LIABILITY 

$1500 per su!t 
1000 " 
1000 " " 
1000 " " 

1000 " " 

1000 " " 

850 " " 
850 " " 
750 per suit or 60% 

of earned premi- 
ums less losses 
and loss expenses 
paid, whichever 
is greater. 
60% of earned 
premiums less 
losses and loss 
expenses paid. 
60% of earned 
premiums less 
losses and loss 
expenses paid. 

COMPENSATION 

Present value of unpaid claims 

K c¢ K ~ 

t l  ~l I t  a ¢c 

Present value of unpaid 
claims or *65% of earned 
premiums less losses and loss 
expenses paid, whichever is 
greater. 

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

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

*The California law specifies 70%. 

I t  should be noted, however, tha t  as respects the reserve for 
compensation losses, the Convention Annual  Sta tement  blank 
has been amended to conform to amendments  to the New York 
Law enacted in 1925 which provide tha t  for policies issued in the 
year  of s ta tement  and the year prior, the reserve in each case shall 
be 65°7o of the earned premiums less losses and loss expenses paid 
or the present value of unpaid claims whichever is greater, 
instead of 65°~ of the earned premiums less losses and loss 
expenses paid. 

The basis of determining the unearned premium reserve is 
usually prescribed by  s ta tute  al though a few states have no law 
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on the subject as respects casualty companies. The basis most 
generally prescribed is 50% of all premiums in force under poli- 
cies running for a term of one year or less and a pro rata amount 
under policies for longer terms. In lieu of the 50% 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 10% 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 
rdsum~ 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 supervis!ng officials. 
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ON THE TENDENCY OP LABOR SAVING 

TO INCREASE COMPENSATION COSTS 

BY 

L E S L I E  L. H A L L  

The purpose of this paper is to calI attention to the general 
tendency of !abor 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 stud), would 
have involved many difficulties because of the obstacles that  
must be overcome in any at tempt 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. 
I t  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: 

I. Amendments to the compensation laws liberalizing their 
provisions. 

2. Increased :iberality 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 industl~ial 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- 
tuni ty 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. Faulty 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 aeeident 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 meehanical 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 but 
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 problem 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. I t  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 9reviouslv 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 being 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 statisticM data, the results in this direction have not been 
satisfactory. 

Figures, presented herewith, which were compiled from the 
reports of the U. S. 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. 

I t  is unfortunate that comparable figures for the next five 
year interval (1926) 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. 

I t  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. I t  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. 
I t  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 
general, 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 to the 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 mnst 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. I t  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 ~ndicated 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 
number 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 (e), 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. 

I t  must be borne in mind, however, that  a ehange 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 eomparatively 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 o£ the spray 
method, it will be possible to diminsh the personnel in the 
finishing department and still maintain production. Most of the 
aeeidents 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 cIassification 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- 
i ty t h i t  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 tom 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. Furthenuore, 
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 employes 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: 
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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. 

I t  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 chan~ng 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. 

I t  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. I I t  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 P o u n d :  I n t e r p r e t a t i o n s  of Legal  His tory .  
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From the extremely conservative point of view expressed in the 
Ires case s to the philosophical liberalism of the decision in the 
White case 3 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. In face 
of this expression the traditional conservatism of the courts has 
been abandoned and previous dogmatic conclusions reversed. 
I t  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 atti tude of the 
courts in passing on the numerous questions affecting compensa- 
tion law, it is my purpose to give a r&umd 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 ]nto 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, leaviflg 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 Ires 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 Ires 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. In the 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 le~slation 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, 4 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. I t  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, 5 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 
Iowa2 

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. Mounta in  Timber  Company  v. Washington, 243 U. S. 219, Mar. 6, 
1917. 

5. Ari2ona Employers '  Liabil i ty cases, 9.50 U. S. 400. 
6. Hawkins v. Bleakley, 243 U. S. 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 assttmed a special aspect. 
The Ohio law 7 goes so far as not only to restrict insurance to a 
state insurance fund, but also forbids self-insurers to reinsure 
their liability 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 trader 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, 8 as was the amendment introduced in 1916 permitting 
the Industrial Board to make proper and equitable awards for 
serious facial or head disfigurement, g 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 I° 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. IL 
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 st'ates, 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 at tempt 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 Industrial Accident Com- 
mission v. RolphY 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 dealing 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. Knickerbocker Ice Co. v. Stewart, 226 N. Y. 302, May 17, 1920. 
12. State of Washington v.Dawson and Californialndustrial Accident 

Commission v. Rolph, 44 U. S. 302, Feb. 25, 1924. 
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Thus for example: In Larsen  v. P a i n e  D r u g  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 t ime of the accident was put t ing  up a small shelf at  the 
foot of the elevator and lost his balance and fell down the elevator  
shaft. The  award was contested on the ground tha t  the em- 
ployee did not  take any par t  in the actual  manufacture  of drugs 
and chemicals. The court  sustained the  award on the  ground 
tha t  his work was incidental to the employment .  

In Bargey  v. Massaro  Macaron i  Co., t* Bargey, a carpenter,  was 
killed while put t ing up a part i t ion for the defendant,  a corpora- 
tion engaged in the manufac ture  of macaroni.  The  company 
used par t  of the  building for a fac tory  and leased par t  of i t  for a 
saloon. The  carpenter  was told to pu t  up a par t i t ion in the 
saloon. The  court  ruled tha t  the work had no relation to the 
hazardous employment  of manufactur ing macaroni,  and t h a t  
the carpenter  was not  an employee within the meaning of the law. 

The  question as to whether  the remedy given by  the compensa- 
t ion law is exclusive of all other  remedies, was first raised in the 
case of S h i n n i c k  v. Clover Farms.  15 The  action was brought  under  
the Employers '  Liabili ty Act. The  claimant was injured by  a 
vicious horse. The  horse a t tacked and bit  the plaintiff "n the  
left ear as a consequence of which the plaintiff suffered permanent  
injuries. Par t  of the ear had to be amputa ted .  The  defendant  
by  way of demurrer  contended tha t  the compensation law is an 
exclusive remedy and tha t  an action for damages based on 
negligence could not  be sustained. The demurrer  was overruled, 
the court  sustaining the plaintiff on the ground tha t  the schedules 
in the Compensation .Act did not  cover the injury suffered by the 
employees. I t  was held tha t  the claim was not  within the  
purview of the act. 

" T h e  act provides no scale or gauge by  which to determine 
what  compensation should be provided. As to such an injury,  
therefore, the right to recover remains as it  was before the act was 
passed. The schedules of the law cover with considerable detail 
a great number  of injuries such as f requent ly  result from accident 
in industrial  pursuits and such as tend to impair  temporar i ly  or 
permanent ly ,  wholly or partially, the abili ty of the injured 

13. Larsen v. Paine Drug Co., 218 N. Y. 252, May 19., 1916. 
14. Bargey v. Massaro Macaroni Co., 9.18 N. Y. 410, June 16, 1916. 
15. Shinnick v. Clover Farms, 169 App. Div. 9.36, July 9, 1915. 
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employee to pursue his avocation, but there is no mention in the 
schedules to the injury to or the loss of part of an ear. True, 
there is a special paragraph covering 'All Other Cases' in this 
class of disability, but an injury to the ear is not of the same 
class of disability as those specified in the schedules." 

The conclusion is to the effect that  the plaintiff is not covered 
by the workmen's compensation law and that the complaint 
states a good cause of action. The decision in this case caused 
considerable anxiety to insurance underwriters because of 
possible damage suits to which it might give rise. It  was 
particularly disturbing to the managers of the State Insurance 
Fund for the reason that the "State Fund limits its cover to 
workmen's compensation losses. If that  decision had prevailed 
as law, the door would be open to liability suits against which the 
State Fund policies do not offer suitable protection. The 
decision, however, was not only modified in a subsequent case ~°, 
but the law was also amended so as to define compensation more 
clearly as the exclusive remedy. In Shanahan v. Monarch 
Engineering Co., the Court of Appeals takes issue with the de- 
cision in the Shinnick case and virtually overrules it. Here the 
plaintiff sought to recover damages for the benefit of the next of 
kin. He left no widow or next of kin meeting the description 
of those entitled to compensation under the act. His next of kin 
in whose behalf the action was brought were adult brothers and 
sisters who are not entitled to compensation under the act. The 
court held that  the action could not be sustained. Brothers and 
sisters as a class and as proper next of kin to be considered under 
the compensation law, were not overlooked, but were provided 
for under certain conditions in case they are under eighteen years 
of age and dependents. The same condition with respect to age 
was observed in the case of children, those under the age of 
eighteen years being entitled to the benefits of the act, and those 
over tha t  age not being entitled to the benefits. The court was 
not unanimous, Judges Bartlett  and Chase dissenting. 

Accidents on the way to and from work present doubtful 
questions of law as to whether they come within the scope of the 
act under the definition "arising out of and in the course of 
employment". 

16. S h a n a h a n  v. M o n a r c h  Engineer ing  Co., 219 N. Y. 469, Dec. 29, 
1916. 
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In Pierson v. Interborough Rapid Transit Co., z7 the  plaintiff was 
employed by  defendant  as a guard on its elevated railway. He 
had been on du ty  for several hours, finished his t r ip at  the 
terminal,  and was off du ty  on what  is known as a "swing" of about  
two hours. His t ime was at  his disposal for tha t  period. He was 
in the company's  uniform and instead of leaving the t ra in  and the 
premises of the defendant  he remained upon the same t ra in  when 
it s tar ted on its southerly trip. His purpose in taking the trip 
was to  go to his dentist 's  on 59th Street,  bu t  it was his intent ion 
to stop off the train at  129th Street  where the employees receive 
their  pay and if there were not  too many  in line, to collect his pay. 
After the train had left the terminal and before reaching 129th 
Street  it came into collision with another  t ra in  on the same t rack 
and plaintiff sustained the  injuries for which the damages were 
awarded. The  court held t h a t  the accident did not  come within 
the compensation act. This case, however, is an i l lustration of 
the fact tha t  a decision excluding compensation as a remedy 
does not  necessarily have an adverse effect upon the claimant. 
The  suit for damages resulting in a verdict  of $20,000 was 
sustained on the theory  tha t  the plaintiff was a passenger and not  
an employee. 

In Urban v. Topping Bros., is the decedent  had finished his 
employment ,  which was assistant order clerk in a wholesale 
hardware business, laying out goods on order. He had washed 
up, put  on his coat  and hat  and gone to the door to go out. I t  
was 5:35. His quit t ing t ime was 5:30. Remembering tha t  the 
companions with whom he usually went home were still there he 
re turned;  not  finding them in the room upstairs, he thrus t  his 
head in the elevator  shaft  and called to  them. The descending 
elevator  crushed his head. The  court  held tha t  at the t ime he 
met  his death  he was not  engaged in the business of his em- 
ployment.  He had ceased that .  His act of turning back, 
looking about  the room for his companions, and put t ing his head 
into the elevator shaft  was his own voluntary  act. He had 
deviated from the direct  and ordinary route of passage for pur- 
poses of his own. Compensation was denied. 

17. Pierson v. Interborough Rapid Transit Co., 184 App. Div. 678, 
Nov. 8, 1918. 

18. Urban v. Topping Bros., 184 App. Div. 633, Nov. 13, 1918. 
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In McZnerney v. Buffalo & Susguehanna Railroad Corpora:ion, *g 
the employee had quit work and had traveled considerably more 
than a half a mile upon the railroad's fight of way before he met 
with the accident. The Appellate Division affirmed an award to 
the widow unanimously and without opinion. This was reversed 
in the Court of AppeaIs. The facts are stated 'n the opinion. 

"The  fact that an employee is on the premises of his employer 
when those premises consist of a railroad right of way or yards 
does not have the significance which it naturally would have Jn the 
case of an ordinary manufacturing plant . . . . . . . . . .  such rights of 
way extend indefinitely . . . .  such yards are of no standard size but 
run from ~mall areas to large tracts extending over many miles. 
Tested by the general character of the undertaking in which the 
deceased was engaged at the time of the accident, the latter did 
not arise in the course of or spring out of his employment. The 
deceased workman was in the employ of the defendant as a car 
inspector in one of his yards. He was accustomed to go for his 
dinner to his home which was not on the defendant's premises, on 
weekdays taking the highway and on Sundays walking on the 
railroad right of way in order to avoid exposing himself in his 
working clothes to the view of people on the highway. On 
Sundays he received pay for eleven hours which included the one 
which he was permitted to take for dinner. On the day in 
question, which was Sunday, as he was thus going to dinner he 
received injuries causing death by falling from a trestle which was 
within the limits of the railroad yards in which yard he performed 
certain of his duties. Such a trip of an employee as he was taking 
is not under ordinary circumstances part of the employment." 

The court draws a distinction between this case and others 
where an employer requests or customarily permits his employees 
to eat their meals upon his premises or in some place provided for 
them. In those cases the temporary interruption to their work 
thus caused will not be regarded as terminating their character as 
employees or as excluding them from the protection of the com- 
pensation law. 

I t  may be of interest to compare these decisions with Cudahy 
Packing Co. v. Parramore, decided December 10, 1923 and which 
reached the United States Supreme Court on a writ of error from 
a decision by the Supreme Court of the State of Utah. In this 
case the injured was crossing a railroad track on a public road a 
half mile from the plant seven minutes before he was due there. 

19. Mclnerney v. Buffalo & Susquehanna Railroad Corporation, 
225 N. Y. 130, Jan. 7, 1919. 
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He was killed by a train. The  road offered the only pubIic 
approach to the  plant. The  Supreme Court  of the State  of Utah  
affirmed the  a w a r d  The  United States  Supreme Court  in 
sustaining the Sta te  Court  held: 

" T h a t  the  liability is based not  upon any act or omission of the 
employer but  upon the existence of the relationship which the 
employee bears to the employment ,  and it  is enough if there  be a 
casual connection between the in jury and the business in which 
he is employed. 263 U. S. 418." 

The  contractual  status of the employee has given rise to  a 
number  of decisions dealing with the question as to whether  he is 
a servant  or an independent  contractor.  In  general, the  courts  
have retained the common law distinction as between an em- 
ployee and an independent  contractor .  The  decision in each case 
depends on the terms and conditions of employment  and the  
extent  of control  and supervision exercised by  the employer.  

In Dose v. Moehle Lithographic Company, 2° Dose, a bricklayer,  
was employed by  the defendant  company  to point  up one of the 
walls of its plant  and repair  cracks wherein he and his helper were 
to be paid the  regular wages for bricklayers and bricklayers '  
helpers. The  company furnished all materials, ladders and 
supplies. While so employed, Dose fell from the scaffold. He 
received injuries for which an award was made  by the Com- 
mission. The  award was reversed by  the Appellate Division. 
The  Court  of Appeals held tha t  Dose was engaged in an employ- 
ment  incidental and requisite to the business carried on 
by the company and under  the la t ter  was clearly enti t led to 
compensation. 

In  McNally v. Diamond Mills Paper Co., '1 the  plaintiff under  
order from the Erie Ci ty  Iron Works under took to move  an en- 
gine from the railroad to the paper  mill for a fixed sum. After  
tha t  contract  had been fully performed he was asked by  one of the 
officers of the paper  mill to assist in the work of i.nstallation. He 
was to be paid by day 's  labor, and he brought  with him two of his 
own hired men and his own blocking, rigging and jacks. 
Two of the permanent  employees of the mill and two others hired 
for the job, worked with him. In charge of them all was an 

20. Dose v. Moehle Lithographic Company, 221 N. Y. 401, Oct. 23, 
1917. 

21. McNally v. Diamond Mills Paper Co., 223 N. Y. 83, Mar. 12, 1918. 
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engineer, super intending the instal lat ion on behalf  of the  Erie  
Ci ty  I ron  Works.  In  the  course of work McNal ly  hur t  his arm.  
The  Commission m a d e  an award  which was reversed b y  the 
Appel la te  Division The  Cour t  of Appeals  held t ha t  McNal ly  was 
an employee and tha t  the work  he was doing was incidental  to the 
business of the  pape r  mill, and rendered a decision affirming the  
award.  

In  Feck v. Schomske, ~2 an ele~*en year  old school boy who was 
assisting a m i lkm an  on Sa tu rday  school holidays, receiving for the  
help thus  given a dime on Sa tu rday  night,  slipped and fell on a 
wheel of the  wagon which crushed his ankle. His leg was 
a m p u t a t e d  below the  knee. The  Commission concluded tha t  he 
came within the  definition of employee and made  an award  which 
was sustained by  the  Appel la te  Division unanimously  and with- 
out  opinion. 

In  Lit ts  v. Ris ley  Lumber  Co., 23 the  award  was contested 
on the  ground tha t  the deceased was an independent  cont rac tor  
and t ha t  he was to be paid a certain lump sum for his services. 
The  employer  furnished the mater ia l  with which the paint ing was 
to be done, and the  deceased was not  expected to employ  anyone,  
the  necessary help being furnished by  the employer .  The  Com-  
mission held tha t  the mere  fact  of a lump sum agreement  being 
made  instead of day ' s  wages does not  t ake  the workman  out of the  
class of an employee within the meaning  of the compensat ion  
law. An award  made  in the case was sustained by  the  Appel la te  
Division bu t  reversed by  the  Court  of Appeals.  Said the court :  

" I n  the  ins tan t  case Lif ts  was an independent  contractor .  He 
agreed to do a specific piece of work for the  company.  In  doing 
it he had absolute  control  of himself and his helper. He  was in- 
dependent  as to when, within a reasonable t ime af ter  the agree- 
m e n t  was m a d e  between h im and the  c o m p a n y  and as to where he 
should commence  the work. He  was free to proceed in the execu- 
tion of it entirely in accordance with his own ideas. He  was not  
to any  extent  subject  to the directions of the  company  in respect  
of the  method,  means  or procedure in the accomplishment .  He  
was not  subject  to a discharge b y  the com pany  because he did the 
pa in t ing in  one way  ra ther  than  in another .  Those  facts,considered 
b y  themselves,  would const i tu te  him an independent  contractor .  
In  the  relat ion of employer  and employee the  employer  has 
control  and direction not  only of the  work or performance  and its 

22. Feck v. Schomske, 184 App. Div. 922, May 21, 1918. 
23. Litts v. Risley Lumber Co., 224 N. Y. 321, Oct. 29, 1918. 
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result, but of its details and method and may discharge the 
employee disobeying such control and direction." 

Of the definition of employee in the workmen's compensation 
law, the court said: 

"This definition is not inimical to and does not disturb the 
distinctions established in the common law between a servant or 
employee and an independent contractor. The rules which 
demarcated the relation of master and servant from that of 
employer and independent contractor are operative in the 
consideration of claims made under the act. From the definitions 
and language of the act it is manifest that  it deals with em- 
ployers and employees, and an independent contractor is not 
within its protection." 

In Farrington v. United States Railroad Administration, s* a 
station agent not being able to close the door of a freight car called 
upon a bystander to help him. The bystander responding, cut 
and injured his finger. Tetanus developed, causing his death. 
The C6mmission held that  the bystander was a temporary 
employee and awarded death benefits to the widow against the 
station agent's employer. The award was affirmed by the 
Appellate Division, Justice H. T. Kellogg dissenting. 

In Mandatto v. Hudson Shoring Co., 25 two special contractors 
were working upon the same building. One of them called upon 
the other for the services of himself and his derrick and gas engine 
to hoist a large timber or beam. The contractor so called upon 
having hurt his foot while doing the work, the Commission held 
that he stood in the relation of employee to the contractor for 
whom the work was being done. It  awarded compensation 
accordingly and was sustained by the Appellate Division. The 
Court divided, Justice H. T. Kellogg dissenting. 

The New York law extends its arms of protection to workers 
who are sent on industrial errands outside of the state. The 
leading cases on the subject are given below. The principle 
seems to be that an employer engaged in operations in New York 
and employing labor in the state, brings all of his employees 
within the scope of the act regardless of whether their work is 
performed within or without the state. Under this rule a foreign 
employer who hires labor in New York but does not conduct 

24. Farrington v. United States Railroad Administration, App. Div. 
189, Dee. 29, 1919. 

25. Mandatto v. Hudson Shoring Co., 190 App. Div. 71, Dee. 29, 1019. 
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operations in New York does not come within the scope of the act. 
As a collateral feature of the rule, a workman from another state 
who is sent to New York and is injured in his pursuit in this state 
may recover compensation on the basis of the schedule provided 
by the law of his home state. 

In Post v. Burger & Gohlke, 26 the plaintiff was engaged as a 
sheet metal worker for the defendant corporation. The contract 
of employment was made in the state of New York. On Septem- 
ber 1, 1914, the employee was sent to perform certain sheet 
metal work on a grain elevator in Jersey City, and while engaged 
in his work on that day a sheet of metal slipped from his hands 
and he received an injury to his wrist. The Commission made an 
award which was confirmed by the Appellate Division. The 
question on appeal in the New York Court of Appeals involved the 
point as to whether the employee, having received his injuries 
in the state of New Jersey was entitled to compensation under 
the New York law. The court directs attention to two important 
provisions which must constantly be borne in mind as they affect 
and characterize all the other provisions of the act. 

1. In the absence of substantial evidence to the contrary, 
it must be presumed that  the claim comes within the provisions 
of the act. 2. The liability of the employer for compensation 
includes every accidental personal injury sustained by the em- 
ployee arising out of and in the course of employment. 

The award was sustained on the following grounds: 

If the claimant were only entitled to recover compensation for 
his injuries as for a tort, the general rule that  an act of the legis- 
lature, unless otherwise shown, is not intended to apply outside 
of the boundaries of thc state, would have been applicable, but in 
the case at bar it was the intention of the legislature that  every 
contract of employment should be read as though it included the 
provisions of the act, and the parties are bound without reference 
to the place where the injury occurs. The cost of insurance is 
determined by ascertaining the number of all the employees of the 
employer and the wages paid to them. There is no provision 
in the act for ascertaining the number of employees of an em- 
ployer engaged within the state nor is there any deduction from 
the amount to be paid for state or other insurance by reason of 
the fact that a portion of the employees may be engaged outside 
of the boundaries of the state. 

26. Post v. Burger & Gohlke, 216 N. ¥. 544, Jan. 11, 1916. 
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In Smi th  v. He ine  Safety  Boiler Co., ~7 the defendant  is a Mis- 
souri corporation having factories in Missouri. Smith entered 
the service under  a contract  of employment  which was made in 
New York. Smith was a traveling engineer. Some years be- 
fore the accident the engineering office was moved to Phoenix- 
ville, Pa., and all tha t  was left in New York was a selling agency. 
In  1916 Mr. Smith was sent f rom Pennsylvania  to Biddeford, 
Maine to install a boiler, and while working there was killed. 

The  court  held tha t  the operations of the employer consisting 
mainly of the selling agency was not  subject to the act;  it had no 
obligation to insure, and the employer  was not  liable as for a 
compensable accident. 

In Perles v. Lederer, ~8 plaintiff was to perform duties of a 
waitress in a summer hotel in Forest  Park, Pa. Contrac t  of hire 
was made through an agent  of an employment  office in the City 
of New York. She was injured in a laundry  connected with the 
hotel. The  Commission made an award. This was reversed by 
the Appellate Division on the au thor i ty  of Smi th  v. Heine  Safe~y 
Boiler Co. 

If  an employee regularly employed in New Jersey and enti t led 
to compensation for accidental in jury under  the New Jersey law 
is sent by  his employer into New York and incurs an in jury in 
New York, the New York courts will sustain the New Jersey 
Compensation Law to the exclusion of an action of the employee 
against his employer for negligence. 29 

A resident of Sheldon, Iowa, came to Rochester  and entered 
into a contract  of employment  as a traveling salesman for a 
company having a factory at  Rochester.  The  contract  was 
executed in the company's  office. The  employee worked at  the  
plant  about  ten days to get acquainted with the business. He 
then depar ted for his ter r i tory  in the West. While traveling in 
an automobile in Missouri, the machine skidded and fatally 
injured him. His employer  was paying for the use of the auto- 
mobile. An award by  the Commission was affirmed by  the 
Appellate Division. a° 

An employer with a main office in New York Ci ty  sent a 

27. Smith v. Heine Safety Boiler Co., 224 N. Y. 9, May 28, 1918. 
28. Perles v. Lederer, 189 App. Div. 425, Nov. 21, 1919. 
29. Barnhartv. AmerieanConeretegteelCo., 227N.Y.531, Jan. 6,1920. 
30. Hospers v.Hungerford-Smith Co., 194App. Div.045, Nov. 10, 1920. 
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plasterer  to work upon a building in New Britain,  Connecticut .  
An award  for hernia was affirmed21 

In  a series of cases beginning with Fiocca v. Dillon 32, home 
workers are definitely construed to come within the act. a3 

Compensable  injuries are defined in the law as "accidental  
injuries arising out  of and  in the  course of employmen t  and  such 
disease or infection as m a y  na tura l ly  and  unavo idab ly  result  
the re f rom."  The  cases selected under  this heading i l lustrate 
for one thing the pauc i ty  of human  language to express in satis- 
fac tory  form of s t a tu to ry  law, ideas and  concepts sufficiently 
definite to remove  all reasonable doub t  on the pa r t  of intelligent 
men accus tomed to in terpre t  and  app ly  law to a given s ta te  of 
facts. Is  the  par t icular  in jury accidental? Is  there  a causal 
connection between the  accident and injury ? We have  var iable  
answers to these questions in the appel la te  courts.  In  the  
leading cases we are confronted with reversals of the  court  
below, and with dissenting opinions in both  appel la te  courts. 

In  Days  v. T r immer  & Sons, 34 frost  bite was held to  be an  
accident  and  compensable.  Similarly, vert igo,  nervous break-  
down and s t rain were classed within the  definition of accidental  
injury.  

In  Hernon  v. Holihan,  decided by  the Appel la te  Division on 
March  6, 1918, sunstroke was construed to be an  accident  
compensable  under  the law. 

In  _Kelly v. States Metal  Co., 86 the  court  affirmed an award  to 
the widow unanimously  and wi thout  opinion. This  is a case 
where a laborer employed by  a firm in manufac tu re  of metal l ic  
salts was overcome by  fumes while cleaning one of its tanks,  and  
as a result  died of degenerate  changes of l iver and kidneys.  

In  O'Dell v. Adirondack  Electric Power  Corp., 3e a workman  
stringing wires in a cellar was pa r t ly  overcome by  coal gas and  
s team;  congestion of his lungs led to tuberculosis and  upon his 

31. Francavilla v. Mitchell, 231 N. Y. Rep.510, Mar. 22, 1921. 
32. Piocca v. Dillon, 175 App. Div. 957, Nov. 15, 1916. 
33. See also Liberatore v. FHedman, 224 N. ¥. Rep. 710, Nov. 26, 

1918, and Allied Mutuals v. DeJong, 205 N. Y. S. 165. 
34. Days v. Trimmer & Sons, 176 App. Div. 124, Dec. 28, 1916. 
35. Kelly v. States Metals Co., 184 App. Div. 918, May 8, 1918. 
36. 0'Dell v. Adirondack Electric Power Corp., 223 N. Y. 1~ep. 686, 

May 14, 1918. 
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death from the disease, the court affirmed an award to his widow 
unanimously and without opinion. 

In Brockelbank v. Funk ,  8~ the court sustains an award for sun- 
stroke suffered by a driver's helper upon the ground that  the 
employer had kept the deceased employee at his employment 
after he had complained of the heat. 

In Mahoney  v. Troy Gas Co., 8s a laborer for a gas company 
inhaled illuminating gas while repairing a leaking pipe in a 
cellar. The undue strain upon his heart caused death within a 
few hours. The court affirmed an award to dependents unani- 
mously and without opinion. 

In Keenan  v. Roosen Co.,89 a laborer in the color department of a 
factory manufacturing printers' ink and colors worked on a 
balcony over a 300 gallon tank of "bronze blue." Acid fumes 
from the tank aggravated pneumonia that  he had, either in 
dormant or developing state and caused his death within two 
days. The court affirmed an award for dependents unanimously 
and without opinion. 

In Richardson v. GreenbergJ ° the workman was employed as a 
stableman. While so employed he was required to lead a horse 
affected with glanders through the streets of the city of New 
York. During this journey he contracted glanders. The 
disease was contracted through the inhalation of the bacteria. 
He died fourteen days thereafter. The Commission made an 
award which was reversed by the Appellate Division. The 
court divided on the question as to whether the case came within 
the definition of accidental injury and disease. The majority 
opinion was to the effect that  a disease contracted without pre- 
vious accidental injury occurring in the course of employment 
cannot be classed within the workmen's compensation law of this 
state as an accidental injury arising out of and in the course of 
employment. The minority opinion expressed the view that  it 
was erroneous to assume that  the workmen's compensation law 
applies only where an accident is shown. The amendment to 
the Constitution upon which the workmen's compensation law 
rests was not to limit cases of compensation to accident. The 

37. Brockelbank v. Funk, 186 App. Div. 924, Nov. 13, 1918. 
38. Mahoney v. Troy Gas Co., 186 App. Div. 924, Nov. 13, 1918. 
39. Keenan v. Roosen Co., 187 App. Div. 962, Mar. 5, 1919. 
40. Richardson v. Greenberg, 188 App. Div. 248, May 19, 1919. 
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legislature m a y  award compensation for an injury resulting 
from the e mp loymen t - - and  so in this case the germs did not  
knock the employee down or break his j a w - - b u t  concededly they 
caused his death.  The  death  occurring from a risk of the em- 
ployment ,  it  is be t te r  to  rest  upon the ordinary presumption in 
favor  of the claim than to  resort to fine spun theories to destroy 
it. A disease or infection natural ly  and unavoidably resulting 
from the employment  is compensable under  the statute.  

In  Swanson  v. Doehler Die Casting Co., ~ a woman employee 
was making die castings. Some filings flew into her eye. The  
Commission found tha t  resulting ulceration lighted up la tent  
blood conditions which in turn  clouded the cornea. The  award 
of the Commission was reversed and the claim dismissed for 
lack of causal relation between the accident and disability. 

In Pinto  v. Chelsea Fibre Mills, decided March  2, 1921, a 
bobbin boy in a fac tory  went  to the nurse in the emergency 
room and complained of his eye. She put  some drops in it. A 
corneal ulcer developed. The  Commission found tha t  particles 
of dust from a machine had entered the eye; tha t  the boy  had 
rubbed it;  tha t  the dust  had caused the ulcer; t ha t  resulting 
opaci ty  amounted  to a n inety  per cent. loss of vision. Compen- 
sation was awarded. The  Appellate Division reversed the 
award and dismissed the claim on the ground tha t  there  was no 
probat ive evidence either of an accident or of causation of the 
ulcer by  dust. 

In  Connelly v. H u n t  Furni ture Co. et a1.,42 we have a gruesome 
s ta tement  of facts. Claimant 's  son, Ha r ry  Connelly, was em- 
ployed by  an under taker  as an embalmer 's  helper. In the  line 
of his duty ,  he handled a corpse, which by reason of the amputa-  
tion of a leg had become great ly decayed and was full of gangre- 
nous mat ter .  Some of this ma t t e r  entered a little cut  in his hand,  
and later  spread to his neck when he scratched a pimple with the 
infected finger. General  blood poisoning set in, and caused his 
death.  His dependent  mother  obtained an award for dea th  
benefits. The  Appellate Division reversed and dismissed the 
claim. The  Court  of Appeals by  a vote  of four to three affirmed 
the award on the ground tha t  the disease which caused dea th  was 
due to an accidental in jury  arising out of and in the course of 

41. Swansonv. Doehler DieCastingCo., 191App. Div. 930, Mar. 3, 1920. 
42. Connell¥ v. Hunt Furniture Co. et al, 240 N. Y. 83, Mar. 1925. 
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employment. The opinion presents an interesting discussion on 
accidental injuries and resulting infections. 

"A trifling scratch was turned into a deadly wound by contact 
with a poisonous substance. We think the injection of the poison 
was itself an accidental injury within the meaning of the statute. 
More than this, the contact had its occasion in the performance 
of the servant's du t ies .  There was thus not merely an accident 
but one due to the employment. We attempt no scientifically 
exact discrimination between accident and disease or between 
disease and injury. None perhaps is possible, for the two con- 
cepts are not always exclusive, the one of the other, but often 
overlap. The tests to be applied are those of common under- 
standing as revealed in common speech . . . . . .  

"If Connelly's death was the outcome of an accident, as we 
think indisputably it was, only a strained and artificial termi- 
nology would refuse to identify the accident with the pernicious 
contact and its incidents, and confine that  description to the 
scratch or the abrasion, which had an origin unknown. On the 
contrary, when a scratch or abrasion is of itself trivial or innocent, 
the average thought, if driven to a choice between the successive 
phases of the casualty, would find the larger measure of misad- 
venture in the poisonous infection. The choice, however, is one 
that  is needless and misleading. The whole group of events, 
beginning with the cut and ending with death, was an accident 
not in one of its phases, but in all of them. If any of those phases 
had its origin in causes engendere d by the employment, the act 
supplies a remedy . . . . . .  

"The  point is made that  infection is here coupled with disease 
as something other than an accident or an injury, though a 
possible concomitant. We think the intention was by the ad- 
dition of these words to enlarge and not to narrow. Infection, 
like disease, may be gradual and insidious, or sudden and 
catastrophic. It  may be an aggravation of injuries sustained 
in the course of the employment and arising therefrom, in which 
event it enters into the award though its own immediate cause 
was unrelated to the service. It  may be an aggravation of in- 
juries which in their origin or primary form were apart from the 
employment, in which event, if sudden and catastrophic and an 
incident of service, it will supply a new point of departure, a new 
starting point in the chain of causes, and be reckoned in measur- 
ing the award as an injury itself." 

A very good idea of the atti tude of the appellate courts may be 
gained by studying cases dealing with decisions that  relate to the 
schedule of benefits. These decisions are important because here 
the courts are called upon to regulate the amount of compensa- 
tion, depending upon the extent and nature of the injury. The 



92 A STUDY OF JUDICIAL DECISIONS 

very first case that  has come to the attention of the Court of 
Appeals involved the question as to whether an accident which 
resulted in amputation of part of the first phalange of the third 
finger was subject to an award for the loss of the entire phalange. 
Here the court goes on record in denying the appellant's plea for a 
strict construction of the statute as derogatory to the common 
law.43 

In the Matter  of Petrie,  44 the claimant who was in the employ 
of the Oneida Steel Pulley Company, met with an accident which 
among other things resulted in injury to, and subsequent ampu- 
tation of part of the first phalange of his third finger, and award 
was made as for the loss of the entire phalange of the finger. 

Section 15 of the law provides that  the loss of the first phalange 
shall be considered to be equal to the loss of one-half of the 
finger, and the loss of more than one phalange shall be con- 
sidered as the loss of the entire finger. There is also general 
provision that  in all other cases in this class of disability, com- 
pensation shall be at a certain rate fixed in the section. The 
award was contested on the ground that it should have been made 
under the general clause providing for "All Other Cases", and 
that  compensation for the loss of a phalange can be awarded only 
in cases where the entire phalange has been lost. The court held 
that  the findings of the Commission were somewhat contradictory 
and rather unsatisfactory in that  they state in one place, that 
the amputation of the phalange occurred near the first joint, and 
in another place, that  about one-third of the bone of the distal 
phalange was cut off. Construed together and in the light of the 
evidence, it may be regarded as stating that  the substantial part 
of the phalange was cut off. On the above theory, the award was 
sustained. 

The reasoning of the court is of interest. The workmen's 
compensation law was adopted in deference to a wide-spread 
belief and demand that  compensation should be awarded to 
workmen who were injured and disabled temporarily or perma- 
nently in the course of their employment, even though sometimes 
the accident might occur under such circumstances as would not 
permit a recovery in the ordinary action of law. The underlying 
thought was that  such a system of compensation would be in the 

43. Waite--Columbia Law Review, Feb. 1925, p. 137. 
44. Matter of Petrie, 216 N. Y. 116, June 16, 1916. 
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interest of the general welfare by preventing a workman from 
be!ng deprived of means of support as the result of an injury re- 
ceived in the course of employment. The statute was the expres- 
sion of what was regarded by the legislature as a wise public 
policy concerning injured employees. Under such circumstances 
it is to be interpreted with fair l iberality,  to the end of securing the 
benefits which it was intended to aceomplish. Applying these 
rules to what happens to be in this case an accident of minor 
importance, the provisions of the statute providing compensation 
for the loss of a certain portion of the finger become operative 
and applicable when it appears that  substantially all the portion 
of the finger so designated has been lost and that  such provisions 
should not be interpreted too narrowly for the purpose of de- 
feating a recovery. 

The opinion contains a reservation to the effect that  the 10ss of 
part of the distal phalange of a finger might be so slight as not 
to constitute loss of one-half of the finger. Acting on this 
reservation, the Appellate Division set aside an award for loss 
of one-half of a finger on the ground that  the loss had amounted 
to only the merest shaving of bone. Said the court: "A liberal 
interpretation should not go to the extent of becoming an absurd 
interpretation."45 

In Gramrnici v. Z i n n ,  .6 the case involved the amputation of 
claimant's first, second and third fingers and the first phalange 
of the fourth finger of his right hand. The appellants submitted 
evidence tending to prove that  neither the hand nor the use of it 
was lost. There was no substantial contradiction of this evi- 
dence. The court held: 

"That  the expressions 'loss' and 'loss of the use' as used 
in the law, should be given their unrestricted and ordinary 
meaning. In the case at bar, the hand, or the use of it, was 
not lost, provided it could fulfill, in a degree fair and worth 
considering, in any employment for which the claimant was 
physically and mentally fitted or adaptive, its normal and 
natural functions. In case the hand was destroyed by amputa- 
tion, directly or indirectly caused by the injuries, to such an 
extent that it could not thus fulfill its natural functions, it was, 
within the purview of the law, lost. While the loss of a hand 
necessarily involves the loss of the use of it, the loss of the use of 

45. Mockler v. Hawkes, 173 App. Div. 338, May 3, 1916. 
46. Grammiei v. Zinn, 219 N. Y. 822, Nov. 28, 1916. 
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a hand does not  involve the actual  loss of the hand as a physical 
m e m b e r - - a  distinction the law recognizes and observes." 

The  Commission allowed an award as for the loss of the hand, 
subst i tut ing this in place of a previous award of compensation 
for one hundred eight and one-half weeks. The  Appellate 
Division reversed the decision. The  original award was rein- 
s ta ted and affirmed. 

The  question as to the power of the courts in dealing with 
quest!ons of fact  crops up frequent ly  in a number  of cases. 
Section 20 of the New York law provides tha t  the decision of the 
Industr ia l  Board shall be final as to all questions of fact.  In 
its commentaries  on this provision, the court  ruled tha t  the Com- 
mission cannot  act arbitrari ly on the information it receives or 
in direct violation of the conceded facts. I ts  du ty  is to base its 
determinat ion upon the undisputed facts of the case and the 
reasonable inferences to be drawn from the general situation. 
When its f indings are wi thout  evidence and in direct conflict 
with the undisputed facts, and all reasonable inferences which 
may  be drawn from them, its determinat ion m ay  be reversed 
as error of law. 

In the case of Rhyner v. Hueber B,tilding Co., 4~ the question 
raised was whether  the Commission was correct  in its finding tha t  
the beneficiary was a dependent.  In sustaining the award it was 
held tha t  where there is any  e~ddence to support  the finding of 
fact,  the decision of the Commission is final and the court  is not  
permi t ted  to review. 

" I t  is not  well for this court  to fall into the habit  of discussing 
the facts, even for the purpose of showing tha t  the findings of 
fact  are reasonable and meet  with our approbation.  We can- 
not,  except by usurpation, invade the realm of facts, for it was 
the clear intent  of the legislature tha t  the decision of the Com- 
mission shall be final as to  all questions of fact!  Of course, if 
there  are no facts and the decision is arbi t rary,  unfair  and un- 
reasonable, a question of law arises and we may  right the 
wrong . . . . .  

"The  Commission is the sole judge and the final judge of the 
facts, and the court  is not only forbidden to trespass upon the 
jurisdiction of the Commission in this field, but,  by  section 20 of 
the  act, it is circumscribed, even, in its review of questions of law. 
I t  was the purpose of the legislature to create a t r ibunal  to do 
rough justice, speedy, summary,  informal, untechnical.  With  

47. Rhyner v. Hueber Building Co., 171 App. Div. 56, Jan. 5, 1916. 
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this scheme of the legislature we must not interfere, for, if we 
trench in the slightest degree upon the prerogatives of the Com- 
mission, one encroachment will breed another, until finally 
simplicity will give way to complexity, and informality to 
technicality." 

In Kade  v. Greenhut Co. ~8, a saleswoman in a hardware store 
claimed that she had met with accidental injury while lifting 
some tubs. More than six months later she was operated upon 
for the removal of a diseased kidney. She died almost two years 
after the accident. The Commission made an award reversing 
previous conclusions after taking into consideration the opinion 
of a deputy commissioner who alleged that the claimant was an 
unusually healthy girl. The award was made on the ground that  
the diseased condition of the kidney was due to the accident. 
The doctor who performed the operation could not establish 
any causal relation between the accident and the condition 
which was demonstrated by the operation. The court held that 
it was its duty to determine whether there was evidence support- 
ing or tending to sustain a finding of fact; that  the alleged infec- 
tion introduced two months after the alleged accident was not 
such an "infection as may naturally and unavoidably result" 
from a fall which merely bruises the person, and that  the evidence 
was insufficient to serve as a foundation on which the verdict of a 
jury could rest. The award was reversed and the claim 
dismissed. 

What conclusions can be drawn from this mass of decisions ? 
Have the courts shown a disposition to be conservative or unduly 
liberal? Judgment on that point may be influenced by the 
particular interest of the critic. To generalize is unsafe, and yet 
if I were called upon to characterize the atti tude of the courts 
I would be inclined to say that the courts were guided by 
conservative legal principles applied in a liberal spirit. The 
truth of the matter  is that in these decisions there is visible a 
clash between two opposing ideas; the eighteenth century 
philosophy of individual rights seeking to impress its point of 
view upon twentieth century legislation. Directly and in- 
directly these decisions have had an enormous effect in reshaping 
the compensation law. We are accustomed to speak of the 
political and economic forces that had influenced the social 

48. Kade v. Greenhut Co., 193 App. Div. 862, Nov. 18, 1920. 
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concept of workmen's compensation. There is also the judicial 
influence. I t  may be too early to evaluate this element and 
perhaps impossible to express it in terms of mathematical 
formulae. But  it would appear that workmen's compensation 
has opened a new field for judicial empiricism, for the develop- 
ment of new principles and their application to new situations, 
for ~experimentation with new forms of procedure and new 
methods for the trial of complicated questions of fact and law. 

It  is worth while to take a glimpse---even though it may be 
brief and hurried--into this laboratory of judicial lawmaking, to 
learn the process of reasoning and tendencies developed by the 
courts. 

At first, constitutional questions were brought to the front and 
that involved a battle between two diametrically opposed forces: 
the individualistic ideals fortified by the "due process" clause and 
the growing social concept, expressed as "the police power of the 
state." The victory of the latter over the former is due in part  
to the changes that have taken place in industry, to the pressure 
of organized groups, and to the intensive propaganda conducted 
by social reformers. It  is not surprising that the courts steeped 
in traditions of the common law should have been slow in yielding 
to the new social philosophy and slow in accepting it as part 
of the American jurisprudence. As it emerged from the hands of 
the legislature, the figure of the new goddess was blurred and 
indistinct. Now the mist is clearing away; the many puzzling 
questions have been answered. Home workers are under the 
protection of the law; also men who travel beyond the borders of 
the state. Compensable injuries arising out of employment are 
more clearly defined. Maritime workers are subject to the courts 
of admiralty. The compensation remedy is exclusive. The 
Board is the final judge on questions of fact, but findings of fact 
must be supported by legal evidence. The picture becomes 
clearer. The judicial lawmaker has been at work perfecting the 
crudities of early legislation. 
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THE STATISTICAL SURVEY OF THE MASSACHUSETTS 
COMMISSION INVESTIGATING THE QUESTION 

OF OLD AGE PENSIONS 
BY 

EDMUND S. C O G S W E L L  

In recent years there has been a strong movement in several 
states looking toward the establishment of an old age pension 
law for the general population. Montana, Nevada, and Penn- 
sylvania in 1923, and Wisconsin in 1925, passed such laws. 
In 1923 in the Massachusetts legislature there was a strong 
attempt made to pass an old age pension bill, and in order to 
determine how much such a law would cost, the legislature pro- 
vided for the creation of a special commission to consider the 
problem and to estimate the cost. Former insurance commis- 
sioner Frank H. Hardison was chairman of this commission. 
The other members were Professor A. A. Young, Chairman of the 
Department of Economics at Harvard University, Mrs. William G. 
Dwight of Holyoke, Mr. C. J. Mahoney of Boston, and Mr. Royal 
Robbins of Brookline. The report was submitted Nov. 2, 1925. 

The Wisconsin law of 1925 authorizes the counties to pay old 
age pensions to citizens of fifteen years' residence in the state, 
who have attained the age of seventy years. Persons who have 
property, either singly or with spouses, to the extent of $3000 
are ineligible. The amount of pension depends upon the income 
from other sources, but is limited to an amount sufficient to 
make the total income of the applicant $1 a day. The Montana 
Act is somewhat similar, the main difference being that  the 
maximum pension is $25 per month. The Nevadi  Law of 1923 
contained an age limit of 60 years which was raised to 65 years 
in the 1925 Nevada Act. The only other state passing an 
old age pension bill was Pennsylvania in 1923. This law was 
declared unconstitutional. 

As bills before the Massachusetts legislature for many years 
have contained an age limit of 65, the Massachusetts Commis- 
sion decided to secure facts concerning persons who had at- 
tained that  age and arranged for the interviewing by field agents 
of about 10 per cent. of the residents who werenot dependent on 
organized charity. This group has come to be known in old age 
pension investigations as "the non-dependent aged", although 
it should be understood that  many in this group are aided by 
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children, relatives or friends. The Commission secured :n- 
formation about the persons 65 years of age and over aided by 
charity, which included 4123 almshouse inmates, 3791 recipients 
of public outdoor relief from public officials, 1471 recipients of 
outdoor relief from private charitable societies, and 2921 resi- 
dents of private benevolent homes for the aged. The informa- 
tion about recipients of charity was secured for the year ending 
March 31, 1924, as the overseers of the poor by general law are 
required to report the names of persons aided to the State 
Department of Public Welfare for the year ending March 31. 
The Commission secured card forms for over 12,300 persons 
aided by charity. 

Through field agents, the Commission secured information for 
about 19,000 persons (this figure includes some spouses under 65 
years of age) who were not aided by charity, so that  the total 
number of card schedules received exceeded 31,000. 

The Commission found early in its investigation that  of the 
estimated population 65 years of age and over, numbering 
225,000, approximately 190,000 were not public military or 
civil pensioners* nor did they receive support from public or 
private organized charity. About 9 per cent. of these non- 
dependent aged persons were interviewed by field agents. The 
preparation of card forms and the selection of towns and cities 
in which interviews were to be made, presented an interesting 
problem, particularly as the Commission's plan was to interview 
a much larger number of persons than had ever been done 
in any previous investigation in any one country or state. 
The plan in previous investigations such as were made in 
Massachusetts in 1907-10 and in Ohio and Pennsylvania in 1918, 
had been to interview only the middle or poorer classes. The 
Massachusetts Commission, however, desired to have full 
information which would be representative of the entire aged 
population of the state in order that  a more complete estimate of 
the possible number of old age pensioners could be made, and 
accordingly arranged to interview nearly 20,000 persons 65 years 
of age and over in 10 cities and 23 towns, widely scattered. All 

*The military pensioners were mostly Civil War veterans and their 
widows. Public pensioners with pensions of 8360 or over were considered 
ineligible to receive old age pensions and they were not included with 
the non-dependent aged. 



STATISTICAL SURVEY OF MASSACHUSETTS COMMISSION" 99 

persons 65 years of age and over listed by the assessors who could 
be located, even at the expense of repeated calls, were interviewed 
in the cities of Salem, Pittsfield, and Woburn and in the towns 
canvassed. Salem is the first city where such a thorough can- 
vass of aged persons was ever made. The cities of Worcester, 
Fall River, Brockton, Lowell, and Springfield contained too many 
aged persons to make it possible for the Commission to interview 
every one, so in the cities of Lowell, Fall River, and Worcester, 
every fifth name on the assessors' list was checked for interview- 
ing, and in Brockton every third name. In Springfield two wards 
said by city officials to be representative of the entire city, were 
canvassed. In Gloucester about one-half the wards of the city 
were covered. Boston, with its 26 wards and an aged population 
of 33,000, presented a problem. The field work of the Commission 
was first started in Boston and a few precincts supposed to be 
representative were first selected for the purpose of trying out 
card forms. In the other wards the precinct for interviewing 
was determined by lot. At least one precinct in each of the 26 
wards was canvassed. 

The 23 towns selected for interviewing were determined, 
having in mind geographical location, the industries, and size. 
The towns ranged in population from Plorida, with 298 souls of 
all ages in its borders, to Arlington with a population of over 
18,000 of all ages. About 10 per cent. of the population in each 
county was interviewed, the only county in which interviews 
were not made being the Island of Nantucket. 

The names and ages of persons were secured from the printed or 
typewritten lists which the local assessors are required by general 
law to prepare each year, giving the names and ages of males and 
females 20 years of age and over. In addition, field agents in 
cities and towns where the entire aged population was to be 
interviewed, were asked to make inquiries in order to secure the 
names of persons who had been overlooked by the assessors. 
Most of the interviewing was performed in the late winter and 
spring of 1924. Space forbids a discussion of the drafting of 
card forms, the selection of field agents, and their instructions, 
but if any member of the Society should be faced with a similar 
problem in the future, the writer of this article wou'~d be pleased 
to give information secured in this regard which was based on 
actual experience. 
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W h i l e  c o n d i t i o n s  v a r i e d  f rom c i t y  t o  c i t y  a n d  f rom t o w n  to  
t o w n  a n d  t h e  c o m p l e t e  r e t u r n s  d id  n o t  a l w a y s  b e a r  o u t  p r e c o n -  
ce ived  ideas ,  t h e  C o m m i s s i o n  f o u n d  t h a t  on  t h e  who le  t h e r e  was  a 
c o n s i d e r a b l e  a m o u n t  of s t a b i l i t y  in  t h e  f igures,  a n d  t h a t  w e igh t -  
ing  t h e m  on a n y  r e a s o n a b l e  bas i s  w o u l d  n o t  m a t e r i a l l y  affect  
t h e  t o t a l  p e r c e n t a g e s .  C o n s e q u e n t l y  f igures  were  c o m b i n e d  
w i t h o u t  a n y  we igh t ing .  T h e  s t a t i s t i c a l  t a b l e s  p r e p a r e d  b y  t h e  
C o m m i s s i o n  g ive  i n f o r m a t i o n  w h i c h  wil l  be  of a s s i s t a n c e  in  
c o m p u t i n g  t h e  p r o b a b l e  cos t  of a n  o ld  age  pe ns ion  law.  

T h e  f i rs t  s t a t i s t i c a l  t a b l e  in  t h e  C o m m i s s i o n ' s  r e p o r t  shows  
t h e  c o m p o s i t i o n  of t h e  aged  p o p u l a t i o n  a n d  shows  v e r y  c l e a r l y  
t h a t  a b o u t  f ive - s ix ths  of t h e  aged  p e o p l e  a re  n e i t h e r  p u b l i c  
pens ione r s  no r  r e c i p i e n t s  of o r g a n i z e d  c h a r i t y .  

TABLE I 
A G E D  P O P U L A T I O N  OF M A S S A C H U S E T T S .  1924 

Class 

Estimated Population--Total* 
Public Pensioners: 

United States military pension. 
eric z . . . . . . . . . . . . . . . . . . . . . . .  

Federal, state, county, city an 
, town civil pensioners~ . . . . . . .  
I Persons Aided by Organized 

charity: 
Almshouse inmates . . . . . . . . . . .  
Aided by public charity in out- 

door relief . . . . . . . . . . . . . . . . .  
Aided by private organized 

"charity in outdoor relief 
(cases reported) . . . . . . . . . . . .  

Residents of private homes for 
the aged . . . . . . . . . . . . . . . . . .  

Other recit~ients of relief . . . . . . .  
Persons under custodial c a r e :  

In prisons, jails, ete . . . . . . . . . . .  
In state institutions for insane 

Persons not supported by public 

Persons 65 Years Persons 70 Years 
of Age and Over of Age and Over 

N u m b e r  I Pe r  cent .  N u m b e r  Pe r  cent .  

225~000 100.0 133j000 100.0 

15,000 6.7 i 13,500 I0 .2  

3,000 1.3 2,100 1.6 

4,123 1.8 2,740 2.1 

3,791 1.7 2,655 2.0  

1,471 .7 1,1191 ,8 

2,921 1.3 2,492 i 1.9 
1,800 .8 1,250! .9 

250 .1 90 ! .1 
2,750 1.2 1,660 l .  2 

funds or by private organized 
charity [non-dependent aged) s 189,8944 84.4 105,394, . 792  

t 

1. In this and following tables totals are placed at  the top, following 
the practice of the Federal Bureau of the Census. 

2. Including only those with pensions of $360 or over. 
3. The large size of the non-dependent aged group, contrasted with 

the groups now receiving pensions, charity, or custodial care, is clearly 
evident from the chart on the following page. 

4. The last 3 digits of this figure have no particular significance. 
They might have been rounded off, but were retained so that  certain 
totals in the report would agree. 
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CHART 1. GRAPHIC PRESENTATION OF TABLE I (PAGE 100) 

COMPOSITION OF AGED POPULATION OF MASSACHUSETTS 
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As the amoun t  of old age pensions depends upon the financial 
condition of applicants,  the  Commission made  a special effort to 
secure accura te  informat ion  about  the financial condi t ion of 
persons 65 years  of age and  over. When  the  Commiss ion ' s  
interviewing was first begun, it  was not  decided where the  line of 
p roper ty  qualification would be drawn, but  all member s  of the  
Commission agreed t ha t  p e r s o n s w h o  possessed, ei ther  singly or 
with their  spouses, p rope r ty  to  the  value of $5000 or over  were 
not  in immedia te  need of old age pensions. Consequent ly  ve ry  
litt le detai led informat ion  was secured abou t  these persons who 
were beyond any  means  qualification. The  Commiss ion ' s  
invest igation,  as will be noted f rom a reference to  Tables  I I  and 
n I  following, show tha t  more  than  40 per  cent. of persons 
65 years  of age and over  possessed $5000 or more,  ei ther  singly 
or with spouses. On the  other  hand,  abou t  one-sixth of the  
persons 65 years  of age and over, and abou t  one-fifth of those 70 
years  of age and over  have  no incomes- - income  including 
earnings, interest  on inves tments ,  etc., and not  including aid or 
gifts f rom children or others. 
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TABLE II  
FINANCIAL CONDITION 

Financial Condition of Persons Interviewed, 65 Years of Age and Over 
and 70 Years of Age and Over, not in Receipt of Public Pensions of 

$360 or Over, or of Organized Charity. 

Annual Income (including for married persons, 
income of spouse) ~ 

T o t ~  I n t e r v i e w e d  * . . . . . . . . . . . . . . . . .  
Possessing property of $5000 or more (in- 

cluding for married persons, property of 
spous~ Not reported s . . . . . . . . . . . . . . .  

$1000 and over 
$700-$999 
$600-$699 
$5O0-$599 
$400-$499 

Not possessing prop- 
erty of $5000 or more, 
either singly or with 
spouse . . . . . . . . . . . . . . .  $300-$309 

$200-$299 
$100-$199 
Under $100 
No income 

Persons Interviewed 

70 Years of Age 
and Over 

65 Years of Age 
and Over 

qn:nberIPercent, lumOer I 

i o o o  9 . . 3 ,  

7,078 40.s 3,060, 
2,536 14.6 8951 
1,072 6.2 477 I 

399 2.3 210: 
391 2.2 211 
263 1.5 144 

340 2.0 204 
5031 2.9 333 
7491 4. , '3]  5341 

1,114 6.4 793[ 
2,912 16.8 2,012 ! 

~er Cent, 

lO0.0 

40.5 
9.1 
4.9 
2.1 
2.2 
1.5 

2.1 
3.4 
5.5 
8.1 

20.6 

1. Both members of a married couple are placed in same financial 
group, if both are over 65 years of age. No person under 65 years of age 
is included. 

2. Not including 63 persons interviewed who refused to state the 
amount of their income. 

3. Income not reported because of possessing $5000 or more property, 
and therefore considered ineligible for old age pensions. 

T h e  C o m m i s s i o n ' s  i n v e s t i g a t i o n  disclosed a v e r y  s t r ik ing  fact ,  
n a m e l y ,  t h a t  the  pe rcen t age  of pe rsons  h a v i n g  p r o p e r t y  was 
a p p r o x i m a t e l y  t he  same for the  age groups  85-69, 70-74, a n d  75 
a n d  over,  as will  be  n o t e d  f rom a reference to  T a b l e  I I I .  On 
the  o the r  hand ,  whi le  11.9 per  cent .  of persons  65 to  69 years  of 
age had  no  income,  18.4 per  cent .  of those  b e t w e e n  the  ages of 70 
a n d  74, a n d  25.2 per  cent .  of those  75 years  of age a n d  over  had  

no  income.  
I n  T a b l e s  I I  and  I I I ,  b o t h  m e m b e r s  of a m a r r i e d  couple  are 

p laced  in  the  same  f inanc ia l  group,  if b o t h  are  65 years  of age a n d  
over.  N o n e  of the  t ab les  c o n t a i n  i n f o r m a t i o n  a b o u t  pe rsons  
u n d e r  65 years  of age. 

I n  T a b l e  I V  the  persons  i n t e r v i e w e d  are  classified accord-  
ing  to  i n d i v i d u a l  incomes  t a k i n g  the  m e a n s  of a m e m b e r  of a 
m a r r i e d  couple  a t  one-ha l f  the  to t a l  m e a n s  of t he  couple.  Th i s  
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CHART 2. GRAPHIC PRESENTATION OF TABLE II (PAGE 102) 

FINANCIAL CONDITION OF PERSONS INTERVIEWED 

(PERCENTAGE DISTRIBUTION) 
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has been the procedure under old age pension acts in Great 
Britain and elsewhere. On this basis, 32.8 per cent. of the non- 
dependent people interviewed have individual incomes of less 
than $300 and 36.8 per cent. have incomes of less than $400, for 
persons 65 years of age and over. Of those 70 years of age and 
over, 39.9 per cent. have individual incomes of less than $300, 
and 43.6 per cent. have incomes of less than $400. These 
figures show that  a considerable number of the non-dependent 
aged population would be eligible to old age pensions with a 
means limit of either $300 or $365 or $400, so far as income 
qualifications are concerned. The number of pensioners, how- 
ever, would be reduced by the ordinary requirements of pension 
laws respecting citizenship, residence in the state a certain 
s~)ecified time, ability of children to support, and possession of 
property in excess of a certain limit, such as, for example, the 
$3000 limit in the laws of other American states. I t  was found 
that  some persons with small incomes possessed property worth 
between $3000 and $5000. 



T A B L E  II I  

FINANCIAL CONDITION, BY AGE GRouPs 
Financial Condition of Persons Interviewed not in Receipt of Public Pensions of $360 or over or of Organised 

Charity, by Age Groups. 

a~ 

)-] 

Annual Income (including for married persons, 
income of spouse) 1 

Total In terv iewed  ~ . . . . . . . . . . . . . . . . . . . . . . .  
Possessing proper ty  of $5000 or more (including 

for married persons, p roper ty  of spouse) Not  
reported = . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

• $1000 and over 
$700-$999 
$600-$699 

Not  possessing proper ty  of $500-$599 
$5000 or more, ei ther  singly $400-$499 
or with spouse . . . . . . . . . . . . .  

$300-$399 
$200-$299 
$100-$199 
Under  $100 
No income 

Persons Interviewed 

65-69 Years 70-74 Years 75 Years and 
Over  

Number Per cent, Number Per cent. 

7,584 lO0. O 

3,118 41. I 
1,641 21.6 

595 7 .8  
189 2 .5  
180 2 .4  
119 1.6 

136 1.8 
170 2.3 
215 2 .8  
321 4 .2  
900 11.9 

Number  Per cent. 

5,125 1 0 0 . 0  

2,102 41.0 
641 12.5 
333 6 .5  
140 2 .7  
132 2 .6  

78 1.5 

115 2 .2  
161 3.2 
223 4.4 
359 7 .0  
841 16.4 

4,648 

1,858 
254 
144 

70 
79 
66 

89 
172 
311 
434 

1,171 

lOO. 0 

40.0 
5 .5  
3 .1  
1.5 
1.7 
1.4 

1.9 
3 .7  
6 .7  
9.3 

25.2 

o 

> 

0 

1. Both members  of a married couple are placed in same financial group, if both  are over 65 years of age. No person ~n 
under  65 years  of age is included, o 

2. Not  including 63 persons interviewed who refused to s ta te  the amount  of their  income. 
3. Income not  reported because of possessing $5000 or more property,  and therefore considered ineligible for old 

age pensions. 
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CHART 3. GRAPHIC PRESENTATION OF TABLE III  (PAGE 104) 
I~INANCIAL CONDITION OF PERSONS INTERVIEWED--BY AGE GROUPS 

(PERCENTAGE DISTRIBUTION) 

Pos~.~ss;na Property | Ar, ms~l Income o~ T~os¢ Not Poss~ss- 
ot ~,000 ~r Mor~ [ in~ Propcrt/v ot~3,000 or More 

PER$O.5 65-<og'fEARS OF AOE 

I:~rcAr.nl'ag¢- 41.1 216  7.8 6.5 G.9 42. 11.9 

PER3ONS 70-74- YEARS OF AGE 

P~rc,.nro~,.- 41.0 12..5 6.5 G.8 9 .~  7.0 16.4- 

PERSONS 7 ~ Y E A R 5  OF AGE AND OVER 

P~.rccnt'acje. - 4-0.0 #.5 3.14.6 12.3 9.3 25.2, 

, .  ' .  

No INCOMI¢ 
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T A B L E  IV 
FINANCIAL CONDITIO]q--ALLOWING ]~ACH MEMBER OF MARRIED COUPLE 

ONE-HALF OF JOINT INCOME 
Financial Condition of Persons Interviewed, 65 Years of Age and Over 

not in Receipt of Public Pensions of $360 or Over or of Organi*.ed 
Charity, assigning One-half the Joint Income to Each Married 

Person 

Annual Income (assigning one-half of Joint income 
to each married person) 

Total Interviewed~ . . . . . . . . . . . . . . . .  
Possessing p roper ty  of $5,000 or more 

(including, for marr ied persons, prop- 
er ty  of spouse) Not  reported~ . . . . . . .  

Not  possessing proper ty  
of $5000 or more, 
ei ther  singly or with 
spouse . . . . . . . . . . . . . .  

$500 and over 
$400-$499 
$300-$399 
$200-$299 
$100-$199 
Under  $100 
No income 

Persons Interviewed 

65 Years of Age 
and Over 

Numberlper cent. 

17,357 100.0 

7,078 40.8 

3,233 18.6 
656 3 .8  
702 4 .0  
590 3.4 
805 4 .6  

1,381 8 .0  
2,912 16.8 

70 Years of Age 
and Over 

Number[Percent. 

9,773 100.0 

3,960 40.5 

1,244 12.7 
309 3.2 
365 3.7  
349 3.6 
562 5 .8  
972 9 .9  

2,012 20.6 

1. Not  including 63 persons interviewed who refused to s ta te  the  
amoun t  of their  income. 

2. Income not  reported because of possessing $5,000 or more proper ty ,  
and therefore considered ineligible for old age pensions. 

T a b l e  V,  f o l l o w i n g ,  s h o w s  t h e  a m o u n t  of  p r o p e r t y  o w n e d  b y  

p e r s o n s  i n t e r v i e w e d  w h o  w e r e  65 y e a r s  of  a g e  a n d  o v e r .  

T A B L E  V 
PROPERTY OWNED 

Persons Interviewed 65 Years of Age and Over Not in Receipt of Public 
Pensions of $860 or over or of Organized Charity, Classified 

According to Property Owned, Including for Married 
Persons, Property oJ Spouse 

Total Residents Residents 
of Cities of Towns 

Property Owned 

Persons Interviewed . . . .  
$5000 or over . . . . . . . . . . . .  
$4000-$4999 . . . . . . . . . . . . . .  
$3000-$3999 . . . . . . . . . . . . . .  
$2000-$2999 . . . . . . . . . . . . . .  

$1000-$1999 . . . . . . . . . . . . . .  
Unde r  $1000 . . . . . . . . . . . . .  
No proper ty  . . . . . . . . . . . . .  
Not  s ta ted  . . . . . . . . . . . . . . .  

NuIi~- 
ber 

17,420 
7,078 

654 
724 
918 

1,032 
1,545 
5,371 

98 

Per 
cent. 

100.0 
40.6 

3 .8  
4.1 
5.3 

5.9 
8 .9  

30.8 
.6 

Num- 
ber 

13'040 
5,153 

431 
435 
593 

727 
1,131 
4,493 

77 

Per 
cent. 

100.0 
39.4 

3 .3  
3 .3  
4 .6  

5 .6  
8 .7  

34.5 
.6 

Num- 
ber 

4,38C 
1,92~ 

225 
28~ 
32~ 

30~ 
414 
87~ 

2] 

Per 
cent. 

44.( 
5.1 
6.( 
7.,  

6.(, 
9.4 

20. : 
.I 
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The Commission tabulated the information it received accord- 
ing to the conjugal condition of persons interviewed, and found 
that  the condition of married persons was better than that  of 
either single or widowed women, or single or widowed men. The 
Commission tabulated the sources of support of persons who had 
less than $1000 annual income, classifying them by income 
groups. As would be expected, it was found that as the in- 
comes decreased, the pe;centage of those who were self-support- 
ing decreased and the percentage of those who were partially or 
entirely supported by others increased. 

Of 7743 persons interviewed who had property of less than 
$5000 and individual or joint incomes of less than $1000, it was 
found that 2696, or 34.8 per cent., were self-supporting, 1071 of 
these persons being supported by earnings only, 397 by savings 
only, 904 by earnings and savings, and 324 by industrial pen- 
sions, annuities and miscellaneous sources of support. Of the 
5047 persons partially or entirely supported by others, 4241 
received their support from children, 686 from relatives and 120 
from friends. 

The Commission made a rather thorough inquiry into the 
resources of persons who had less than $5000 property and less 
than $1000 income, and among other matters secured informa- 
tion about the amount of life insurance carried by these persons. 
Table VI following, shows that nearly two-thirds carried no life 
insurance and most of the remainder had industrial policies. 

Inquiry was made as to the age at which earning power became 
impaired or lost. The answers to this inquiry indicated that  the 
average age at which impairment of earning power occurred was 
65, and the average age at which loss of earning power occurred 
was 68 or 69, for those who answered this question. 

Because old age pensions are payable only to citizens, an 
inquiry was made as to the citizenship of persons aided, and this 
information was tabulated by income groups. I t  will,be noted 
that  the greatest percentage of not-naturalized persons was in 
the group with no income. 

An inquiry was made as to the !ength of residence in Massachu- 
setts and it was found that  4 per cent. of the citizens interviewed 
had lived in Massachusetts less than fifteen years, 1.5 per cent. 
between fifteen and nineteen years, 2.2 per cent. between twenty 



TABLE VI 

L I F E  INSURANCE 

Persons Intereiewed 66 Years of Age and Over, with Less than $5000 Property and Less than 81000 Income, not in Receipt 
of Public Pensions of $860 or Over or of Organized Charity, classified by A mount of Life Insurance in Force, and 

by Age Groups 

00 

Amount  of Life Insurance 

T o t a l  I n t e r v i e w e d  . . . . . . . . . .  
$2000 a n d  o v e r  . . . . . . . . . . . . . . .  
$1000  b u t  u n d e r  $2000 . . . . . . . . .  
$500  b u t  u n d e r  $1000 . . . . . . . . . .  
$200 b u t  u n d e r  $500 . . . . . . . . . . .  

$100 b u t  u n d e r  $200  . . . . . . . . . . .  
U n d e r  $100 . . . . . . . . . . . . . . . . . . .  
N o n e  . . . . . . . . . . . . . . . . . . . . . . . .  
N o t  s t a t e d  . . . . . . . . . . . . . . . . . . . .  

AGE GROUPS 

65 and Over  65-69 Years 70-74 Years 75 Years of Age and Over 

Number  Per cent. Number  Per cent. Number  Per cent. Number Per cent. 

100.0 
.7 

3 . 2  
4 . 9  

14 .3  

1 0 . 5  
.9 

6 3 . 9  
1 . 6  

2,844 
14 

109 
194 
519 

311 
28 

1,632 
37 

100.0 
.5  

3 . 8  
6 . 8  

1 8 . 2  

1 0 . 9  
1 . 0  

5 7 . 5  
1 . 3  

2,404 
21 
83 

I i 0  
350 

288 
24 

1,500 
28 

100.0 
.9  

3 . 5  
4 . 6  

1 4 . 6  

1 2 . 0  
1 . 0  

6 2 . 3  
1 . 1  

2,288 
16 
58 
76 

247 

217  
20 

1,862 
62 

7,806 
51 

250 
380 

1,116 

816 
72 

4 ,994 
127 

1 0 0 . 0  
.6  

2 . 3  
3 . 0  
9 . 6  

8 . 5  
.8 

7 2 . 8  
2 . 4  

o 

> 

oo 
> 
(D 

C 

0 

8 



TABLE V I I  

NATIVITY AND POLITICAL STATUS 

Persons Interviewed 65 Years of Age and Over with less than $5000 Property and less than $1000 Income, not in Receipt of 
Public Pensions of $860 or Over, or of Organized Charity, classified by Amount of Annual Income, Birthplace and 

Political Status 

Annual Income I 

P e r s o n s  wi th  I n c o m e s  U n d e r  
$1000, Tot~ . . . . . . . . . . . . . .  

$700-$999  . . . . . . . . . . . . . . . . . . . .  
$600-$699  . . . . . . . . . . . . . . . . . . . . .  
$500-$599  . . . . . . . . . . . . . . . . . . . .  
$400-$499  . . . . . . . . . . . . . . . . . . . .  
$300-$399  . . . . . . . . . . . . . . . . . . . . .  

$200-$299  . . . . . . . . . . . . . . . . . . . . .  
$ 1 0 0 - $ 1 9 9 . .  
U n d e r  $100  . . . . . . . . . . . . . . . . . . .  
N o  i n c o m e  . . . . . . . . . . . . . . . . . . . .  
N o t  s t a t e d  . . . . . . . . . . . . . . . . . . . .  

TOTAL 

7,806 
1,072 

399 
391 
263 
340 

503 
749 

1,114 
2,912 

63 

Nat ive  Born 

Born in Born in 
Total Ma~s. other s tates  

2,669 

Porelgn Born 

3,893 
572 
230 
224 
148 
205 

252 
415 
620 

1,184 
43 

1,224 
389 183 
163 67 
167 57 
110 38 
149 56 

189 63 
294 121 
433 187 
745 439 

30 13 

Total  

3,913 
500 
169 
167 
115 
135 

251 
334 
494 

1,728 
2O 

Naturalized 

2,267 
329 

95 
107 

72 
89 

173 
231 
293 
865 

13 

Not  
naturalized 

1,646 
171 

74 
60  
43 
46 

78 
103 
201 
863 

7 

Per cent. not 
naturalized s 

21.1 
1 6 . 0  
1 8 . 5  
1 5 . 3  
1 6 . 3  
1 3 . 5  

1 5 . 5  
1 3 . 8  
1 8 . 0  
2 9 . 6  
1 1 .1  

> 
t~ 

C 

o 

> 
f/] 
> 

C 

Ol 

o 

1. ~[oint i n c o m e  in  case  of m a r r i e d  couples .  B o t h  m e m b e r s  of  a m a r r i e d  coup le ,  if 65 y e a r s  of  age  o r  ove r ,  h a v e  b e e n  ~n 
p l a c e d  in  s a m e  i n c o m e  g r o u p ,  rn 

2. B y  i n c o m e  g r o u p s .  P e r c e n t a g e  s h o w n  of t o t a l  i n t e r v i e w e d  in  i n c o m e  g r o u p .  
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and twenty-four years, and 92.3 per cent. had resided in the state 
twenty-five years or more. 

It  was found that 77 per cent. of the persons interviewed who 
had ess than $5000 property and less than $1000 income had 
children living, and only 23 per cent. were without living children. 
This is in marked contrast to the information collected concerning 
recipients of charity, for it was found that  nearly 57 per cent. of 
of the aged recipients of outdoor relief, and nearly 71 per cent. 
of the aged almshouse inmates had no children living 

Miss. Helen F. Smith of the statisticM staff of the Commission 
computed the number of children living of 100 average persons of 
the following groups. 

100 non-dependent aged persons have on the average 260 
children living. 

100 recipients of outdoor relief have on the average 100 
children living. 

100 almshouse inmates have on the average 62 children living. 
100 residents of private homes for the aged have on the average 

57 children living. 

The Commission found that  nearly all of the private homes for 
the aged were filled to capacity and that  most of them refused 
to admit applicants with children who could support them. 

The Commission interrogated the aged people not dependent 
on charity to ascertain if their children were able to support them 
in ease of need, and this information was classified by the number 
of children living, as will be noted from Table VIII.  As would 
be expected, the ability of children to support in full increased 
with the number of children living. A person with five or more 
children living is in slight danger of having to go to the almshouse 
in old age. Theodore Roosevelt was right. A large family of 
children -s a great advantage. Among other things, it helps 
to keep one out of the poorhouse. 

The Commission secured information about the number in the 
families of these aged persons and found that  nearly 90 per cent. 
lived either alone or in families of less than six members. 

The Commission secured detailed information concerning the 
almshouse inmates 65 years of age and over in order to ascertain 
how many could leave these institutions and live on an old age 



T A B L E  VI I I  
E X T E N T  CHILDREN CAN A I D  

Persons Interviewed 65 Years of Age and Over with less than $5000 Property and less than 81000 Income, not in Receipt of 
Public Pensions of $800 or Over or of Organized Charity, classified by Number of Children living 18 Years of Age and 

over, and Extent Children can support them if  Necessary 

F~ 
> 
O 

TOTAL . . . . . . .  
Persons having:  

1 child . . . . . . . .  
2 . . . . . . . . . . . . .  

3 . . . . . . . . . . . . .  

4 . . . . . . . . . . . . .  

5 . . . . . . . . . . . . .  

Over 5 . . . . . . . . .  
None . . . . . . . . . . .  

1. 

TOTAL 

Number  Percent  

7,806 lO0.O 

1,258 100.0 
1,157 100.0 
1,010 100.0 

812 100.0 
604 100.0 

1,152 100.0 
1,8131 . .  

I n d u d e s  885 mngle persons. 

Extent Children Can Aid 

Full Full, with difficulty Partial None 

Number Per cent. 

'5,050 64.7 

879 69.8 
991 85.7 
861 85.2 
719 88.6  
528 87.5 j 

1,072 93.0 

Number Per cent.  

58 .7 

26 2 .2  
10 .9 

.9 
~ .5 

.8 
4 .4 

Number Per cent 

474 6 .2  

146 11.5 
84 7 .3  
85 8 .4  
58 7.1 
44 7 .3  
57 4 .9  

Number  [ Percent. 

2,200 9.8.2 

198 15.7 
65 5 .5  
52 5 .2  
30 3 .7  
24 4 .0  
18 1.6 

1813 

Not Sta ted  

Number  Pe rcen t .  

24 .2 

9 .8 
7 .6 
3 .3 
1 .1 
3 .4 
1 .1 

0 

N 

> 

N 

0 
N 
N 
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pension. It  was found that  a very large number of inmates were 
in poor health and were in these institutions because of the need 
of medical or hospital care. Massachusetts almshouses are 
becoming infirmaries to a great extent. The card schedules were 
carefully examined to ascertain how many inmates would qualify 
for old age pensions. After deducting those ineligible because of 
lack of citizenship, or because of less than fifteen years' residence 
in the state, and deducting those whose physical condition made 
it impossible for them to live outside on a pension of no more 
than $7 a week, it was found that  as a maximum number, only 
31 per cent. of the inmates 65 years of age and over, and only 25 
per cent. of those 70 years of age and over, could leave these 
institutions and live on a pension. Because aged inmates are 
only a portion of the total inmates of almshouses, only a small 
part of the cost of maintaining almshouses would be saved by the 
passage of an old age pension act. 

The Commission collected information concerning 3361 
recipients of public outdoor relief, 430 recipients of both public 
and private outdoor relief, and 1471 recipients of private outdoor 
relief, in order to determine the number of old age pensioners. 

As the old age pension laws of other states provide that  pen- 
sions shall not be given to persons with children able to support 
them, inquiry was made as to the amount that  children of these 
recipients of outdoor relief could aid their aged parents. I t  was 
found that  the children of these recipients were not able or had 
not been forced to do very much for their parents and that  the 
cost of old age pensions to these charity cases would be red'uced 
only 10 or 15 per cent. by a provision of a pension act taking 
into account the ability of children to support. 

The Commission made a study of the 2921 residents of the 107 
private benevolent homes for the aged in Massachusetts, to 
determine the condition of these persons, and the number of 
possible old age pensioners. The Commission estimated the 
number aided by miscellaneous sources, such as churches, trust 
funds, hospitals for incurables, and the aged blind persons aided 
by the Division of the Blind. An investigation made in 1915 
in connection with the State Census showed that comparatively 
few aged persons received aid from these sources. 

The report shows the amounts expended by public and private 
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charity in outdoor relief for the benefit of aged persons, and 
estimates the probable reduction in these expenses if an old age 
pension act should be passed. In view of the fact that  most of 
the persons who would be entitled to benefits under an old age 
pension act are not now in receipt of aid from organized charity, 
the amount of saving in charity through the establishment of a 
pension system would be only about 10 per cent. of the cost of 
an old age pension plan. 

The Commission's report contains chapters on the cost of aid 
and relief under existing laws, and possible sources of revenue for 
payment of old age pensions. The cost of various types of old 
age pension laws has been computed. Appendices to the report 
furnish information concerning industrial pension plans, pensions 
for clergymen, pensions for members of labor unions, pension 
laws in foreign countries, pension laws in American states, 
and a description of the present plans of life insurance companies, 
and of the Massachusetts system of Savings Bank Life Insurance 
for providing funds for old age. 

The report contains more than seventy statistical tables. 
The Commission has endeavored to furnish the legislature with 
full information relating to old age pension, and trustworthy 
data from which the cost of various types of old age pension acts 
can be calculated. The report has been filed and it is expected 
that the printing will be completed about November 30th and 
copies made available for distribution. 
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N O T E  ON T H E  N O R M A L  P R O B A B I L I T Y  C U R V E  

BY 

BUCKNER SPEED* 

Technical Expert, Patent  Department, Bell Telephone Laboratories 

In  a former paper  ("A New Graphic Method of Using the 
Normal  Probabi l i ty  Curve"  in the Proceedings of this Society, 
Volume II,  page 120) I calIed a t tent ion to the fact t ha t  if the 
equat ion of the normal probabil i ty curve is wri t ten 

n 
Y - s w/2  ~" e-(X'm') 

and we take logarithms of both sides we get 

n x2 
log y = log s x / 2  Ir 2 s  2 

and put t ing log y = u and log 
n 

s , , / 2  ~- 
- k  

x 2 
u = k - - - -  

2 s ~ 

which is a parabola with its vertex at  / u = k 
[ X - - 0  

Now if A, B, C, D, E,  F, etc., are equidistant  ordinates of the 
normal distr ibution curve, and a, b, c, d, e, fi  etc., are the common 
logarithms of the above numbers, then 

(a-- b ) -  ( b - c )  = ( b -  c ) -  ( c - d )  
which is equivalent  to saying tha t  the second order of differences 
is a constant  i. e., a parabola 
or 

d = a - - 3 b + 3 c  

*Paper presented by Buckner Speed, Technical Expert, Patent Depart- 
ment, Bell Telephone Laboratories, on invitation of the Committee on 
Program. 
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or going back to natural  numbers 

A C 3 
2rid term, D = 

Ba 

and by  similar substi tutions 

A 3 C* 
3rd term, E -- B-----i-- 

and if in the series A, B, C, D, E,  F, etc., we call B the 0 te rm and 
C the 1st term, we get 

A~(.= - .) Chi(.~ + .) 
nth term, = B(,,2_1) 

Thus, any  portion of the normal distribution curve being known, 
so tha t  we may  measure or otherwise determine three equidistant  
ordinates, we may  extrapolate in either direction. 

Now, if we choose A, B, and C, so tha t  /3 is the maximum 
ordinate, tha t  is to say, the vertical axis of the curve, and A and 
C are equidistant  from B, and therefore equal to each other, then 

A 
if we make T = r, we get 

D = A t *  

E = A r  8 

n th ----- A r (n~- t )  

The above equations are based on the fact tha t  the second 
order of differences of a, b, c, d, e, f, g is a constant  or tha t  the 
third order of differences is zero, which is merely another  way of 
saying tha t  the points a, b, c, d, e, f ,  g are on a parabola. 

Now as is well known many  collections of data  when plat ted 
form a skew distribution in which the maximum ordinate is 
not  in the  center, and the slopes of the  two shoulders is different. 

Let  us take the ease where the third order of differences of 
a, b, c, d, e, f ,  g, is constant,  and the fourth order is zero. 

We then get 

[ ( a -  b ) -  ( b - c ) ] - [ ( b -  c ) -  ( c -d ) ]  = [ (b-  c ) -  ( c - d ) ] - [ ( c -  d ) -  ( d -  c)] 

from whiche  = 4 b + 4 d - a - 6 c  
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or  going back  to  na t u r a l  n u m b e r s  

B 4 D 4 
2nd term,  E -- 

A C 6 

3rd te rm,  F = 
BI5 Dl0 
A 4 C2O 

B36 D~O 

AlO Os  4 th  term,  G = 

B½.c.- 1)(~+2) D~{~.Cn+l)(.+~) 
n th  t e rm -- A %"( .~ - ~) Cv2("" - x)(.+~) 

B 8 D 
or if we pu t  A C ~ = M 

2nd term,  E = M 
B D ~ 

C 3 

B~ D6 
C 8 3 r d ' t e r m ,  F = M 4 

4 t h t e r m ,  G = M ~° 
/36 D10 

CfS 

B I I 2 0 , , - . )  Dl12( .~  + . )  
n th  t e r m  = M 1/6("s-") 

C (.~ -1 )  

the  coefficient M has  t he  significance of a modu lus  of skewness, 

t h u s l o ~ ( ~ ) = k  where  k is t he  th i rd  order  of differences 

of a, b, c, d, e, f ,  g, t h a t  is 

k - -  [ ( a - b ) -  ( b - ~ ) l - [ ( b - c ) - ( c - d ) ]  

W h e n  the  p robab i l i ty  is normal ,  a nd  the  loga r i thm curve  is a 
pa rabo la  k = 0 (i. e., 3rd  order  of difference) and  hence  M = I.  
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ABSTRACT OF THE DISCUSSION OF PAPERS READ 
AT THE PREVIOUS MEETING 

EXPERIENCE m~rmG In Rein AND In Personam--r.BoN s. S]~NIOR 

VOL. XI., PAGE 211 

WRITTEN DISCUSSION 

MISS EMMA C. MAYCRINK: 

This paper not only introduces a novel idea, but is in itself 
unique, in that  it treats of an administrative problem instead of 
the usual subjects which have been presented at the meetings 
of the Society. The fundamental problems of making rates, 
rating plans and rules governing their application, are urgent 
and must necessarily come first. This might be termed the 
legislative function. Of no less importance in the develop- 
ment of casualty insurance is the interpretation and final admin- 
istration of the plans which have been adopted. Unquestion- 
ably the executive and judicial functions demand thought and 
study since a lack of intelligent and consistent application of 
laws and codes tends to defeat their purpose and to destroy 
public confidence in the entire system. 

Mr. Senior's paper is in itself a discussion. Both sides of the 
argument are given, and since the conclusion finally drawn 
appears to conform to the rule as it now stands in the New York 
plan and is practically the same as that  in the plan issued by the 
National Council on Compensation Insurance for most of the 
other states, further discussion would be superfluous. 

I t  might, however, be noted in passing that  the idea of making 
the risk the criterion for merit rating, regardless of ownership, 
if followed to its inevitable conclusion, becomes as fantastic as 
Frankenstein--a mere matter of structure and mechanisms 
lacking authoritative control. The Industrial Schedule which 
is devoted almost entirely to the physical hazards embodies the 
idea of a merit rate based on the tangible evidence disclosed by 
an inspection of the risk, or to be more specific, the plants ma- 
king up the entire risk. Experience rating was devised, whether 
wisely or not, to measure those other intangible features of the 



118 D~SCUSSZ0N 

risk, good or bad, dependent to a great degree upon the individ- 
ual ownership or group of owners and those to whom they dele- 
gate authority. 

I t  is stated that the status of the ownership and control is 
not permanent and the suggestion is that  it is not always easy to 
follow the gamut of changes which may take place. Is it not 
equally true that the risk is also a variable, changing with, and 
dependent upon, the ownership ? 

I t  would seem that  decisions under this rule should be governed 
entirely by what we are trying to do. If the experience rating plan 
is to measure the so-called morale, the rules of the plan should 
follow the fundamental intent. It  is to the ownership and 
management which is controlled by the ownership that  we look 
for the policies which produce the risk's experience. 

The rule to exclude experience upon change of ownership was 
evidently inserted to discourage attempts to avoid the results of 
charges resulting from poor experience. The difficulty which 
has been met with in its application is invariably encountered 
in applying any plan of merit rating based upon experience. 
When there are no bad accidents the assureds are eager to re- 
eeive the reward of a lower rate and demand that  even greater 
credence be given to individual risk experience. When, however, 
frequent or severe accidents occur they seek to reduce the penal- 
ties or avoid them entirely. 

This rule of the experience plan, as well as others which are 
apt to provoke controversy, should be definitely phrased so as to 
minimize any chance of avoiding the penalty of heavy loss ex- 
perience by the use of some pretext such as transfer of stock 
from one member of the family to another or by simply hiring 
a new manager or a new foreman. Nor should it be necessary 
to call upon a committee of underwriters to go into the details 
of the various financial reorganizations to determine whether 
a change of ownership has occurred. This can only be deter- 
mined by an intimate knowledge of the companies' books of 
accounts. Examination into these details in committee sessions 
takes valuable time. Furthermore it is not exactly an under- 
writing question. 

To allow a company to drop its old experience, the change 
should be so patent that the risk no longer resembles its former 
self any more than it resembles an entirely different risk. Any 
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other interpretation of the rule certainly encourages attempts to 
avoid charges and opens the way to unfair discrimination. 

MR.  S Y D N E Y  D. P I N N E Y :  

Of all questions referred to rating organizations for decision 
in connection with the application of the Experience Rating 
Plan perhaps the one which recurs most frequently is with respect 
to the elimination of the past experience of a risk on the grounds 
that there had been a material change in management of the 
plant in question. The rules of procedure incorporated in the 
Experience Rating Plan provide that the past experience shall 
be disregarded only if the change in management is material, 
but that if the change is merely nominal, then the past experience 
shall be utilized in determining the experience modification. It 
is evident that the terms" material change" and" nominal change" 
require clear cut definition or otherwise the element of judgment 
will play too great a part in the decisions rendered by th e rating 
organization, and this may lead to inconsistencies, if not actual 
inequities. 

In discussing this subject Mr. Senior has not only dealt with 
the problem of giving a clear interpretation of the existing rule 
but  has als0 discussed the merits of an altogether different pro- 
cedure which, in brief, would require that the experience should 
follow the plant or operations instead of following the person or 
persons responsible for the management of the plant or opera- 
tions. The principle of having the experience follow the plant 
or operations is designated by Mr. Senior as "experience rating 
in rein" and the present procedure is referred to as "experience ra- 
ting in personam." The author has confined himself for the most 
part to a review of the discussion which took place in the Rating 
Committee of the New York Board relative to this proposal. 
The subject was considered from the legal viewpoint as well as 
from the underwriting viewpoint and the arguments for and 
against the proposal are enumerated under each of these general 
headings. A careful reading of Mr. Senior's article leaves the 
impression that much more might have been said particularly in 
favor of "experience rating in personam" than appears in the 
summary of the arguments presented in the Rating Committee. 
The arguments favoring "experience rating in rein" are not in 
every case convincingly answered by the opponents of the pro- 
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posed change. In preparing this article Mr. Senior has evi- 
dently avoided supporting either one side or the other but has 
recorded merely the opposing viewpoints as brought out in the 
Rating Committee discussions. It might do no harm therefore 
in this discussion of l~{r. Senior's paper to elaborate somewhat 
further in the hope of answering more specifically the arguments 
raised in favor of "experienee rating in rein." 

One of the points stressed in favor of the proposal was that  the 
purchaser of an enterprise should inherit the past experience as 
one of the assets or liabilities of the risk. This viewpoint is 
diametrically opposed to the fundamental principle justifying 
experience rating which is to the effect that  the experience is sub- 
ject to control by the assured. Naturally, it would not be a 
very difficult accomplishment to justify to the purchaser of an 
enterprise a reduction in his insurance rate due to the past ex- 
perience of the plant, but it certainly would be a different propo- 
sition when it came to charging an increase in rate for unfavorable 
experience incurred in the plant before he had anything to do 
with it. For the sake of illustration, let us consider that  the 
past experience of a plant is similar to that  more or less intangible 
asset--good will. Suppose a manufacturer, A, who has an 
excellent reputation for turning out a certain product takes over 
the plant of manufacturer B, whose product is of inferior grade. 
A is going to manufacture his product in the plant purchased 
from B. A will introduce his method of manufacture and his name 
and guarantee will attach to the product. I t  is obvious that the 
product will still carry the high reputation of A and there will be no 
impairment of this reputation due to the fact that  it happens to 
be manufactured in a plant which under a different owner and 
process produced an inferior product. This analogy leads to 
the conclusion that  the experience modification should be based 
upon the past experience incurred under the supervision and man- 
agement of the assured. If the purchaser of the enterprise is 
just starting in business and therefore has no past experience 
the only fair treatment is to write the risk at manual rates. If 
the purchaser of the enterprise is one who has been in business for 
a number of years previous, then the experience developed under 
his previous operations should determine the experience modifica- 
tion applied to his compensation insurance rates for the newly 
purchased plant. 
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Supporting the proposal of "experience rating in rein," it is 
reasoned that  one would expect that the experience in a particular 
plant would be the same under new management as it had been 
under the old. If the truth of such a statement were admitted 
there would be little point in safety work of any kind. We 
would simply admit that  accident frequency and severity would 
always be the same in plants using similar methods of manu- 
facture regardless of differences between such plants as respects 
the guarding of machines, education, type of employee, etc. In 
the case of contracting risks it is evident that  such a hypothesis 
could hardly be supported for here the management and control 
plays a most important part in the development of the com- 
pensation experience. 

The argument is raised that  there would be no inducement for 
the new owner to remedy the equipment of a newly purchased 
plant unless it was directly brought to his attention that  he is 
the legitimate successor to the past experience. This argument 
is one-sided, since it considers only the case where the past ex- 
perience has been unfavorable. If we consider the proposition 
from the other viewpoint, i. e., where the past experience has 
been favorable, would it not be reasonable to expect that the 
owner, if given the benefit of an experience credit which he had 
not earned, would be in the position of having obtained something 
for nothing and consequently would not appreciate the value of 
this credit. Would he not be even less inclined to stimulate safety 
work and thereby better the experience of the risk than if he 
were to be written at manual rates? Certainly, if the past ex- 
perience of the plant has been unfavorable, the insurance carrier 
will be most careful to call to the attention of the new owner the 
necessity for keeping his experience down to a minimum for, with 
the risk written at manual rates, it is apparent that  the in- 
surance carrier may suffer an abnormally adverse loss ratio un- 
less this is done. Furthermore, it appeals to the writer that a 
new owner would be more inclined to strive to produce favor- 
able experience if given a fresh start by writing his risk at manual 
rates than if he were penalized at the outset with the faults of 
his predecessor. The present plan of experience rating does not 
respond quickly to changes in the experience developed by a risk 
and, therefore, if the new owner were to be penalized at the out- 
set with a debit, even though he were to bring about a decided 
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improvement in the working conditions and experience of the 
plant, it would take years for this to reflect itself in his com- 
pensation rates. Therefore, it is felt that  the fairest treatment 
in such cases is to disregard the past experience where there has 
been a material change in ownership and management and give 
the assured the benefit of manual rates. 

The statement is made that  "experience rating in rein" would 
be simpler in application than the present procedure, since it 
would no longer be necessary for the rating organization to de- 
cide questions as to whether or not the changes in ownership and 
management were of a nominal or material character. Whereas 
it is true that  "experience rating in rem" would eliminate the 
necessity for deciding questions as to changes in ownership and 
management, there would be introduced other difficulties which 
would be far more serious than those which are encountered under 
the present procedure. As brought out in Mr. Senior's paper, 
it would be necessary to revamp the definition of the term "risk" 
and, furthermore, there would be a very nice problem involved 
in the keeping of experience data for experience rating purposes. 
The idea might possibly be worked out in the case of manufactur- 
ing plants which have more or less permanent locations but, 
when it is attempted to follow the procedure through in the case 
of contracting operations, we are immediately confronted with 
the problem of segregating experience by individual contracts 
which, as time went on, would probably result in considerable 
confusion, if not in chaos. Imagine the difficulties which would 
ensue under such a system if, in addition to changes in owner- 
ship and management, there were also concurrent changes in 
the insurance carrier, and this would probably happen in the ma- 
jority of cases. 

The solution, therefore, seems to be in the direction of clari- 
fying the present rule. As a matter of fact, "experience rating 
in personam" is not so very far removed from "experience rating 
in rein" for, under the present rule, the procedure is to follow 
the experience of the risk as at present defined unless conclusive 
evidence can be shown why such experience should be disregarded. 
In the majority of cases "experience rating in rem" and "experi- 
ence rating in personam" are of course identical. When the 
occasional ease is met with where there has been a change in 
ownership and/or management, the burden of proof always rests 
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on the side of those advocating the elimination of the past ex- 
perience of the risk. If, however, it can be definitely shown that  
the change in ownership and management is of such a nature as 
will affect the conditions responsible for the experience of the risk, 
then and then only is it proper to exclude the past experience. 

The revised ruling adopted by the New York Board which is 
quoted in Mr. Senior's article represents a decided improvement 
in the clarification of the rule and should go a long way toward 
eliminating the element of judgment which has caused most of 
the difficulty in rendering decisions on doubtful or borderline 
cases. The National Council on Compensation Insurance and 
the National Bureau of Casualty and Surety Underwriters have 
adopted a set of rules defining "nominal changes" and "material 
changes" in management which are more detailed than those in- 
corporated in the New York Experience Rating Plan but  to 
all intents and purposes the New York rule should prove alto- 
gether satisfactory. 

Mr. Senior has directed attention to one of the most trouble- 
some features in connection with the administration of experience 
rating and it is felt that  Mr. Senior's intelligent analysis and re- 
x4ew of this subject not only will prove most helpful to rating 
organizations and insurance carriers in dealing with this problem 
but also is a valuable contribution to the literature available 
for the education of all students of compensation ratemaking 
and its related problems. 

MR. GEORGE F. HAYDON: 

The title "Experience Rating In Re.m and In Personam" in- 
corporates within itself a degree of allurement and promise which 
the body of the article bears out in the fullest measure. Mr. 
Senior elected to elaborate on a subject which easily leads itself 
to dissection, one which is very definitely alive and, despite any 
disposition which may be made of it at present or in the future, 
will always remain a potential subject for renewed discussion. 

In referring to the proposal that the present mode of procedure 
stipulated in Rule No. 32 be upset. Mr. Senior states in part that  

"the new proposal should be divided so as to give proper 
weight to the legal as well as to the underwriting aspects 
of the case, and that preference should be given to the legal 
viewpoint as being the more important of the two." 
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In this connection, unless my observations have misled me, Mr. 
Senior can always be relied upon to dignify the most mundane and 
unexpected subject with the mantle of the Law. To the mind un- 
trained in legal technique, invoking or anticipating a legal sequence 
is merely courting unnecessary tribulation and creating an atmos- 
phere or screen behind which the legal wizards may befuddle the 
senses. It must be admitted, however, that the mantle brings to 
our otherwise sadly maligned system of Experience Rating a de- 
gree of added importance resulting in a psychological reaction of 
no mean measure. But is the added prestige a good investment ? 
Does it make for an enduring admiration without a penalty 
attachment? Might it not be that the precedent of making 
a legal inquiry into a specific rule or practice might provoke simi- 
lar treatment in the case of other rules and practices, with the 
prospect of never ending and interminable quibbles and mis- 
understandings? In the interest of smooth application--not 
expediency by any means--might it not be advisable to study 
each problem on its merits and be governed by the procedure 
which promises to ensure the most equitable treatment to all con- 
cerned, and leave out any suggestion of resorting to legal tech- 
nique, except as such technique may be made to serve as a factor, 
with no more weight than the remaining considerations which, 
combined together, constitute the whole? 

Turning to the merits of the question, Mr. Senior has not com- 
mitted himself to any personal opinion except as to act as arbiter 
of the various opinions offered and to draw certain conclusions 
therefrom. The outstanding impression gained from a careful 
perusal of the opinions, is that  considerable thought and study 
was given generally before the conclusions were reached; this 
being equally true in the opinions given in favor of the proposal, 
as in the case of those cast against it. Of the five opinions given 
by the Committee of distinguished lawyers, three were in favor 
of the proposal and two against, which, from the standpoint of 
numerical weight, would award the decision in favor of the pro- 
posal. This, however, was reversed in the case of the opinions 
submitted by the underwriters, wherei~ it is noted that out of 
conclusions reached by seven underwriters, three were in favor 
of the proposal and four against. Grouping the two sets of conclu- 
sions together, we find an even division, there being six in favor 
of the proposal and six against. Adoption of this method of 
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measurement, without further consideration, suggests a dead- 
lock; hence, it becomes necessary to examine the worth of the 
conclusions and draw an arbitrary decision therefrom. This 
then introduces the element of personal opinion, and it is with a 
definite knowledge of treading on delicate ground that  I under- 
take the trespass. 

A summary of the high lights for the proposal, submitted by 
both the legal profession and underwriters, appear to be sub- 
stantially as follows: That new ownership should inherit ex- 
perience on a basis similar to that  upon which it accepts the de- 
gree of good will and other intangible but influencing circumstances 
which may be bequeathed to it; that  it is logical for the ex- 
perience to follow the risk because the mental picture created in 
the mind of the underwriter is that  of a tangible physical matter 
which promises to remain indefinitely and which is expected to 
ride along as a distinct and individual unit regardless of manage- 
ment change, paying the penalty of its own sins, and collecting 
its own rewards, this being particularly true in the case of manu- 
facturing establishments; that  the management of a plant may 
go out of business entirely, in which event, under the application 
of the existing rule, the experience of the risk would become lost; 
that  if the experience is not held to follow the risk, there would 
be no inducement or incentive for the successor to cure, correct 
and remedy the equipment of the risk, the experience arising out 
of which was unfavorable; finally, should the experience follow 
the risk rather than the person, the uncertainties of the schedule 
and legal requirements fixing material changes in ownership and 
management would be definitely avoided and thereby solve a 
present day rating difficulty. In short, it is claimed that the 
proposal would create a situation which would be simple, effective 
and equitable. 

An analysis of the conclusions against the proposal might be 
summarized as follows: That it is unfair to charge a new owner- 
ship with the misdeeds or ill luck of a previous one, if only from 
the standpoint of handicapping a new ownership inheriting poor 
experience as compared with one inheriting good experience, or, 
none at all; that  in those cases where unfavorable experience is 
due to poor physical conditions, the penalty will continue to be 
imposed regardless, by virtue of the application of the schedule 
rating system; that experience rating is intended to measure the 
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moral quality of the management and thus, manifestly, should 
follow the management responsible for such experience; that, if 
an assured owns or acquires separate enterprises, each enter- 
prise, for the purpose of experience rating, would have to be 
treated as a separate risk rather than part of the whole as at 
present; that, in the case of contractors, in the event of new own- 
ership, on account of the absence of physical characteristics, it  
would be much more logical for the experience to follow the 
person than the risk. In short, any proposal to reverse the exist- 
ing rule, would introduce a grave note of discrimination. 

If the foregoing can be accepted as a true picture of the high 
lights then, from an impartial review, I am not satisfied that  
Mr. Senior's conclusion 

"that  the theory for Rule No. 32 seems to be in accord with 
the general principle of the plan itself; that  it is not proper 
either in law or insurance practice to charge a new owner 
with the sins of the past or to give rewards for experience not 
earned under his supervision" 

is a fair and balanced judgment of the various opinions. On the 
contrary, if either one of the viewpoints is more meritorious than 
the other, I am inclined to believe that Mr. Senior has selected 
the'wrong one. This may not necessarily mean that  the reversal 
of the present rule is the proper thing to do, for it is quite within 
the realms of possibility that the proponents of the new proposal 
made the best of their case, and that  the champions of the exist- 
ing practice did not; however, the fact remains, and it is difficult 
to conceive how Mr. Senior could award the laurels to either view- 
point with such degree of definitiveness. 

In conclusion, it would be out of harmony with the pleasure I 
derived in perusing the article, to do so without first paying 
tribute to the clarity of Mr. Senior's expression and to the purity 
of his English, it being of a character calculated to give sweet- 
ness to any article which otherwise may be very mediocre and, 
which decidedly Mr. Senior's is not. 

AUTHOR'S REVIEW OF DISCUSSIONS 

MR. LEON S. SENIOR: 

Of the three discussions submitted on this paper, Miss Maycrink 
and Mr. Pinney favor the theory that  experience rating shall 
follow in personam, while Mr. Haydon appears to take exception 
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to this view. After paying a graceful compliment to the author 
for the manner in which the subject has been presented, he ques- 
tions the necessity of delving into the law of the case. The im- 
pression I get is that  Mr. Haydon feels that the points involved 
could be settled on underwriting principles without reference 
to the law. I think the answer to Mr. Haydon is that we are 
forced to recognize the legal question since our practice affects 
important property rights. To deprive an employer of the right 
of using past experience amounts to a deprivation of property 
rights and cannot be done without a justifiable legal basis. The 
very essence of the workmen's compensation policy is to protect 
the employer against losses arising because of certain legal liabili- 
ties. The nature of the insurable hazard differs: first, because 
of differences in state laws, and second, because of differences in 
the physical character of the risk. The law furnishes the founda- 
tion for the contract, and it would be just as impossible for the 

• underwriter to ignore the legal principles involved in experience 
rating as to ignore the differences between the New York and 
Wisconsin laws in determining premium rates for New York and 
Wisconsin risks. Aside from this criticism, Mr. Haydon thinks 
that I have reached the wrong conclusion in sustaining the 
advocates of experience in personam. It  is to be regretted, how- 
ever, that Mr. Haydon's judgment is not supported by more 
definite reasons. No effective answer is presented to the partic- 
ular obstacle which confronts the proponents of experience in 
rein in the treatment of contracting risks. If experience in rein 

is sound it should not be difficult to establish its value for con- 
tracting as well as manufacturing risks. The theory, however, 
seems to break down completely in the case of contracting opera- 
tions. I t  is conceded that experience in  rein does not fit in 
properly with this type of risk. Here we are confronted with 
personal and corporate organizations. To apply experience in  

rein would seem to be out of the question. Miss Maycrink makes 
that  clear in a very effective sentence: "The idea of making 
the risk the criterion for merit rating, regardless of ownership, if 
followed to its inevitable conclusion, becomes as fantastic as 
Frankenstein--a mere matter of structure and mechanisms 
lacking authoritative control." This is the whole story in a nut- 
shell. Mr. Pinney makes a telling point by an apt illustration: 
If a manufacturer with a high reputation, turning out a fine 
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product, purchases another plant turning out an inferior product, 
it is reasonable to believe that  the purchaser will change the 
character of the plant and its product so as to compare favorably 
with the original plant. This example furnishes a perfect analogy 
and provides an excellent argument in support of the idea that 
experience rating should follow the owner and not the r e s .  

It  is a matter of deep satisfaction that  the subject so lightly 
treated in my original paper has been carefully discussed by com- 
petent critics. I am grateful for the generous form of the criti- 
cism and believe that  the discussion will prove useful in the 
application of the principle to cases that arise in daily practice. 

STATE REGULATION OF INSURANCE RATES--CLARENCE W. HOBBS 

VOL. XI., PAGE 218 

WRITTEN DISCUSSION 

MR. A. H. I%IOWBRAY: 

We, of the insurance business, are apt to think of ourselves as 
being excessively subject to regulation if not persecution by state 
officialdom. It is well, therefore, that we have now and then 
from the pen of an experienced legislator and public official so 
sound an exposition of the tendency of legislative thinking on the 
regulation of economic activities in general as is contained in 
the earlier paragraphs of Mr. Hobbs' paper. 

It is difficult to discuss a descriptive paper such as this, es- 
pecially when written by a master hand and none can dispute that  
Mr. Hobbs' experience in public life makes his such. One can 
only comment on the philosophy of the situation and the policy 
of action indicated. 

If one may digest the analysis of the situation as set forth in 
this paper, we should say that it shows a beginning of regulation 
to enforce competition, now passing out of date but still leaving 
certain traces in the statutes, in some cases at variance with the 
spirit if not the actual letter of later legislation in the same juris- 
diction. This is followed by a tendency to supervise cooperative 
regulation following through to definite state regulation which 
in turn tends to develop into actual state prescription. 

There is evidence in the material adduced by Mr. Hobbs of the 
lack of community of interest between the agent and the company 
or companies he represents, for example in legislation forbidding 
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cooperation to regulate commissions and, though not  ment ioned 
by  Mr. Hobbs, resident agent laws. We are all inclined to look 
after  our own interests first even when we are charged with the 
responsibility of agency. But  class legislation of this kind in 
the long run being inimical to the business as a whole is adverse 
to the best interests of the agents themselves. Despite the exist- 
ing keen competit ion to  secure agents the  burden is on the com- 
panies it  seems to me to  bring home to the field men  as a whole 
the proper realization of this fact. This is especially so because 
of the power of the  agents as a body in local affairs and through 
local representat ives on legislation of which the laws cited 
are evidence. 

There  is a tendency to resist with all our force interference with 
our own lives, tha t  is, if we are the usual type  of Anglo-Saxon 
individualists. But  force tends to call forth force in opposition 
and rarely is reaction the road to power. There  is a real danger 
to the companies in the possible abuse of power of Sta te  officials 
charged with regulation of rates. Mr  Hobbs has outlined the  
legal resources and the a t t i tude  of the courts, from which it  
appears that  relief can be had from them only on reasonable proof 
tha t  rates are or have become confiscatory. Difficult as i t  is to  
offer convincing proof in the case of such public service corpora- 
tions as railroads, it is far worse in our business especially with- 
out  clearly accepted standards.  Such s tandards are accepted 
in the  field of life insurance and they  should be in ours. 

Mr. Hobbs has quoted the usual official s tandard  in the  follow- 
ing l anguage : - - "Now adequacy for ra te  making purposes is 
determined by  taking the aggregate loss experience of the carriers 
concerned and the aggregate expenses, and comparing the re- 
sults with the rates ."  (Page 272). But  can we accept this as it  
stands? Must  we not consider the t rend of experience, the like- 
lihood tha t  over a long period of t ime it is gett ing be t te r  or worse ? 
And must  we not  recognize the effect of the economic phenomenon 
known as the business cycle ? If  it has an effect on our experience 
it seems to me we must.  We may  not adjust  our rates accurately 
to its swing. But  if we do not, must  we not  consider its varia- 
t ions in selecting the period for test? Or rather ,  since not  we 
bu t  the  officials and the  courts will make  the tests, mus t  we not  
find the evidence tha t  will convince them in this regard. I 
have had the privilege of part icipating in making a s tudy  tha t  
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seems to point clearly to a cyclic swing and we expect to present 
the results in a paper at this meeting. 

Naturally this Society is the forum in which the facts leading 
to such standards can be most impartially and successfully 
brought out and Mr. Hobbs' paper should spur us to further 
effort in this regard. 

MR. MORRIS P I K e :  

It  is a privilege to be permitted to discuss the very interesting 
and informative paper delivered by Mr. Hobbs on the subject 
of State Regulation of Insurance Rates. 

Mr. Hobbs has ably presented the philosophy and theory be- 
hind this regulatory movement and has furnished detailed in- 
formation with respect to its genesis and nature. The paper un- 
der observation is conspicuous for the numerous citations of the 
legal authorities both in the insurance and the public utility field, 
the latter field having been subjected to a degree of regulation 
somewhat similar to that in the insurance line and having the 
added advantage in that  many of its regulatory statutes have 
already come before the judicial authorities for determination. 

With respect to the arrangement of Mr. Hobbs' paper, I have 
one suggestion to make, and that  is that  possibly some of the 
readers of his paper might be aided by a table presenting a con- 
cise summary of the insurance statutes of the forty-eight states. 
I t  would not be a simple task to adequately so summarize the 
statutes but possibly the benefit to be derived therefrom might 
warrant the undertaking. 

The reader of Mr. Hobbs' paper cannot but be impressed with 
the heterogeneous character of the insurance statutes of the vari- 
ous States. The business of insurance has long been regarded 
as affected with a public interest and calling for State super- 
vision. This supervision has subjected to its scrutiny the solvency 
of the carriers; the imposition of taxes; the fixing of limits of 
liability on individual risks; the filing of annual reports on con- 
dition and affairs; the examination of the nature and amount 
of the carriers' investments, capital stock and deposits; and, 
latterly, jurisdiction over rates, policy forms and profits. In 
particular, multitudinous differences make their appearance in 
insurance rate making laws affecting such matters as:--  
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Prohibition against acting in concert; membership in 
rating organizations; membership in stamping offices; per- 
mission to deviate from the rating organizations' rate level; 
the filing of rating data; the filing of experience statistics; 
approval as to non-discriminatory character of rates; ap- 
proval as to the adequacy of rates; approval as to the reason- 
ableness of rates; manner of determining such non-discrimi- 
natory, adequate or reasonable rates; exemptions for certain 
lines of insurance; exemptions for certain types of carriers; 
approval of policy forms and clauses; etc. 

This diversity in the extent and manner of insurance regula- 
tion can not but be reflected in diversity in the carriers' methods 
of conducting the business. The increased cost of doing business 
in compliance with the various requirements has often been re- 
ferred to by company executives. How mueh money would be 
saved by a uniform system of regulation can only be estimated. 
Certain it is that the discord engendered by the differences in 
the state laws does not promote efficiency and that  a uniform set 
of regulations would go a long way toward reducing the ex- 
pense of conducting the insurance business and ult imatdy,  
therefore, toward reducing the cost to the public. 

A measure of uniformity in insurance legislation has, however, 
been obtained through the efforts of the National Convention 
of Insurance Commissioners, an organization of state supervisory 
officials organized for the purpose of discussing problems of 
mutual interest and conferring with respect to their regulatory 
problems from a national point of view. 

A nti-discrimination 

A word or two may not be out of order with respect to Mr. 
Hobbs' comments upon anti-discrimination laws, with particular 
reference to his statement that  

"The principle that all persons are entitled to equal 
treatment by insurance companies is the natural concomitant 
of the doctrine that  insurance is a business public in its 
n a t u r e .  ' ' 

Many statutes prohibit the employment of unfairly discrimina- 
tory rates. I t  is, however, at times a perplexing question as to 
when a discrimination ceases to be fair and becomes unfair. 
It  surely was not intended that all persons should receive equal 
treatment irrespective of the character of the hazards of their 
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risks and the above quotation is not to be interpreted in that 
light. Then again, the term "hazards" has often been sub- 
jeetecl to close analysis. Does it connote merely a risk's physical 
hazards? Possibly at the time of the enactment of many of the 
state laws, underwriters depended, mainly, if not exclusively, on 
the evaluation of physical hazards in rate making. More re- 
cently, however, especially in workmen's compensation line, con- 
sideration has been given to a risk's past experience as disclosed 
by an experience rating plan for determining the hazards under 
observation. Indeed, the laws of a number of states, California, 
Georgia, Delaware and Pennsylvania, for example, take official 
cognizance of the merit rating plans in vogue in the workmen's 
compensation line. 

In addition to rate variations depending upon the "hazards" 
disclosed by the application of a schedule evaluating a risk's 
physical features and a merit rating plan for measuring its general 
"desirability" or "undesirability," distinctions in rates are made 
for the presence or absence of clauses in the policy contracts affect- 
ing the extent of the carriers' net liability. The use of such clauses 
as the deductible collision clause or the monthly reducing clause 
in connection with automobile insurance has generally been re- 
garded as calling for rates different from those applied to other 
forms of automobile contracts. 

In recent years attention has been directed towards the ex- 
pense factor in insurance rate making as perhaps justifying 
additional differences in rates. An insurance rate may be sub- 
divided into a "pure premium" and a "loading." Differences in 
the "pure premium" may be expected to provide for variations 
in hazards and in policy contracts. A variable "loading" can 
likewise reflect differences in the expense of conducting the 
business. Of the various factors entering into the "loading" 
the allowance for commissions is perhaps the most readily de- 
terminable and most important. Differences in the rates of 
commission paid for various lines of insurance or even for classes 
of risks in a given line are reflected in the corresponding insurance 
rates. It is a more difficult problem to weigh the differences in 
some of the other items composing the loading factor such as 
"home office supervision" and "inspection of risks." On the 
question of graduating the expense loading in the workmen's 
compensation line by size of risk, the interested reader is re- 
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ferred to Mr. Hobbs' comments on pages 16, 17 and 18 of his "Re- 
port Relative to the National Council on Compensation In- 
surance made to the National Convention of Insurance Com- 
missioners" under date of December 9th, 1924. 

In other words, the determination as to whether or not a dis- 
crimination in rates is unfair may at times become a complicated 
matter involving, or coming close to involving, questions of 
adequacy and reasonableness of rates. 

Reinsurance Business 

It  has been heretofore generally held that  a state's interest in 
rating matters could properly be confined to the direct insurance 
relationship of the carriers and their policy holders. Little, if 
any, attention has been given in rating laws to reinsurance agree- 
ments between companies. In particular the New York Rating 
Law neither expressly includes or excludes reinsurance business 
from its jurisdiction. From time to time, it has been alleged 
that  the absence of such regulation presents a loophole calling 
for legislative action. The possibility has been cited of a group 
of Insurance companies designating one of their number to operate 
at other than "board" rates while the remaining members of the 
group employ "board" rates but accept nevertheless reinsurance 
lines from the "non-board" company. Such an arrangement 
would encourage the use of unfairly discriminatory rates, large 
assureds being referred to the "non-board" company to be ac- 
cepted at its rate level with the understanding that the line would 
be reinsured in whole or in major part in the "board" com- 
panies. Aside from the specific use of discriminatory rates as 
alleged above, the question has been raised whether a company 
which accepts through reinsurance, business at a rate level other 
than that  employed by it for direct insurance, is not employing 
two rate levels in violation of the laws of such states as require 
the filing of a schedule of rates and adherence thereto. 

Some company organizations have regulated their members' 
reinsurance activities to the extent of prohibiting their reinsuring 
the business of non-member companies. Aside from this in- 
direct and limited control of rates probably inspired more by 
the desire to discourage this form of assistance to non-member 
companies than to maintain uniform rates, little restriction has 



134 mSCUSS~ON 

been placed by company organizations upon reinsurance under- 
writing practice. Furthermore, no control has been exercised 
over commissions on reinsurance business so that  a given gross 
premium can be readily adjusted through the commission pay- 
ment to yield an agreed upon net premium for the sake of ac- 
commodating a particular insured, broker or insurer. It is not 
to be expected that regulation of the complicated problems aris- 
ing in reinsurance underwriting will be entered upon lightly or 
hastily. In such states as permit the companies to employ 
discounts from or surcharges to "board" rates, restriction upon 
reinsurance agreements might deprive such companies of an 
adequate reinsurance market. 

This problem too, is therefore not without its complications. 

Inter-State Risks 

State insurance laws are generally applicable specifically to 
risks located within their boundaries. In view of the heterogene- 
ous character of the state laws an assured often finds i tsdf 
subject tO different degrees of regulation in the various states 
in which it transacts business. I t  has been charged that  upon 
occasion Hberal discounts have been permitted on portions 
of risks located in non-regulated states to offset the require- 
ments upon the portions in the well regulated states. Such a 
course of action not only constitutes an evasion of the spirit of 
rate regulation but reacts against the states with the higher 
requirements, the business of men of the latter being held to a 
rate level higher than that  required of their competitors in the 
adjoining states. The importance of the item of insurance cost 
has been attracting attention of late, especially in the automobile 
line and consideration has been paid to the competitive advan- 
tages possible under differences in state regulation. These 
differences have been so marked as to encourage underwriters to 
hope from time to time for a national rating system operating 
with the sanction of public authorities. I t  is hardly to be ex- 
pected, however, that such relief is to come from the federal 
authorities so long as the decision of the United States Supreme 
Court holding that  insurance is not a commodity and, therefore, 
is not subject to inter-state regulation, stands. Stress must 
therefore be laid upon the already mentioned activities of the 
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National Convention of Insurance Commissioners towards 
encouraging uniformity in state regulation and upon the efforts 
of the rate making organizations to control their membership 
nationwide where permitted by law. 

Regulation of the Fire Insurance Line 

In addition to the many details of state regulation of insurance 
rates as presented by Mr. Hobbs, there are several special features 
of this regulation as applied to the fire insurance line, that  are 
perhaps worthy of special reference. 

Valued Policies 

The first of these is the attitude of the various states towards 
what are known as "valued" policies. From the standpoint of 
the degree of protection they offer, insurance policies fall into two 
classes--those which seek to indemnify the policy holder to the 
extent of the value of the loss suffered and those (not so often 
met with as the first class) which provide for the payment of a 
stipulated sum on the occurrence of a certain contingency Jr- 
respective of the actual value of the loss sustained at the time. 
A common example of the first of these policy forms is to be found 
in the automobile collision insurance clause wherein it is provided 
that  

"The Company shall not be liable beyond the actual cash 
value of the property at the time any loss or damage occurs 
and the loss or damage shall be ascertained or estimated 
accordingly, with proper deduction for depreciation however 
caused, (and without compensation for the loss of use of the 
property), and shall in no event exceed what it would then 
cost to repair or replace the automobile or such parts thereof 
as may be damaged with other of like kind and quality; 
such ascertainment or estimate shall be made by the Assured 
and the Company, or if they differ, then by appraisal as 
hereinafter provided." 

A common example of the second of the above classes is to be 
found in the life insurance contract, where the carrier agrees to 
pay the face amount of the policy (subject, of course, to adjust- 
ments on account of unpaid premiums, dividends and interest) 
upon the occurrence of the eventuality insured against. There 



136 DISCUSSION 

is here no question as to whether  the  deceased (if the cont ingency 
insured against  was "dea th" )  was overinsured for the  life in- 
surance contrac t  is not  a contrac t  of indemni ty .  

The  coverage provided by  the  s tandard  fire insurance policy 
of the s tate  of New York  falls within the first of the  above classes, 
the  insuring clause thereof r e a d i n g : - -  

" I n  consideration of the st ipulat ions herein named  and 
of . . . . . . . . . . . . . . . . . . . .  dollars p remium does insure 

and legal representat ives,  to the  extent  of the actual  cash 
value (ascertained with proper  deductions for depreciat ion) 
of the  p roper ty  at  the  t ime of loss or damage,  bu t  not  ex- 
ceeding the  amoun t  which it would cost to repair  or replace 
the same with mater ia l  of like kind and qual i ty  within a 
reasonable t ime  af ter  such loss or damage,  wi thout  allowance 
for any  increased cost of repair  or reconstruct ion b y  reason 
of any  ordinance or law regulating construct ion or repair  
and  wi thout  compensat ion  for loss result ing f rom interrup-  
t ion of business or manufac ture ,  for the t e rm  of . . . . . . . .  

f rom the . . . . . . . . . . . . . . . . . . . .  day  of . . . . . . . . . . . . . . . . . . .  
. . . .  19 . . . . . .  a t  noon, to the  . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . .  day  of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . .  19 . . . . . .  a t  noon, against  all D I R E C T  LOSS A N D  
D A M A G E  B Y  F I R E  and by  removal  f rom premises en- 
dangered by  fire, except as herein provided,  to an amount  
not  exceeding . . . . . . . . . . . . . . . . . . . .  Dollars, to the  follow- 
ing described p roper ty  while located and contained as 
described herein, or pro r a t a  for five days  a t  each proper  
place to which any  of the p roper ty  shall necessarily be  re- 
moved  for preservat ion f rom fire, but  not  elsewhere, to wit :" 

In  Arkansas,  however,  the  amount  of insurance s ta ted  in the  
policy becomes in the  event  of a to ta l  loss, the  l iabili ty which the  
insurance com pany  is to  mee t  i rrespective of the  actual  value of 
the  p roper ty  dest royed a t  the  t ime of fire. In  other  words, the  
value of the  p roper ty  a t  the t ime  of to ta l  loss is fixed a t  the  
face amoun t  of the  policy. This  form of s t a tu t e  is quite popula r  
th roughout  the  West  and South of the country,  approx imate ly  
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half of the states of the Union having enacted laws of this sort. 
Its aim is generally considered to be a desire to prevent overin- 
surance on the part of agents. It  was feared that some agents 
were overinsuring property and extracting from the public 
premiums in excess of those required for adequate protection. 
In behalf of the valued policy laws it has been stated that com- 
panies are thereby urged to be careful to adjust the amount of 
insurance to the value of the property covered. As against such 
laws, it has been argued that they would encourage overinsurance 
since the carriers are not in a position to inspect and reinspect all 
risks with a view to adjusting the insurance to the value of the 
property without incurring considerable expense. 

A nti-Coinsurance Laws 

For many years fire insurance underwriters have where prac- 
ticable, differentiated between policyholders who carry adequate 
insurance and those who insure only a small percentage of their 
property. Where partial losses predominate, the latter class of 
policyholders are able to obtain as much actual protection as 
the former and at less cost. To offset the situation coinsurance 
clauses have been introduced in fire insurance policies to automat- 
ically relate the carriers' liability to the proportion of the value 
of the property insured at the time of the fire. A typical coin- 
surance clause in New York state provides that : -  

"If  at the time of fire the whole amount of insurance 
on the property covered by this policy shall be less than 80 
per cent. of the actual cash value thereof, this Company 
shall, in case of loss or damage, be liable for only such por- 
tion of such loss or damage as the amount insured by this 
policy shall bear to the said 80 per cent. of the actual cash 
value of such property." 

However, a number of states view with disfavor the use of 
coinsurance forms, probably because their application intro- 
duces a "correction factor" in the amount of insurance and may 
thus penalize an insured in the time of urgent need. Thus, the 
states of Arkansas, Florida, New Hampshire and Ohio prohibit 
the employment of coinsurance clauses covering buildings. Other 
states such as Indiana, Kentucky, etc., leave it optional with the 
insured to accept or refuse a coinsurance clause. Where the 
use of coinsurance forms is optional, fire underwriters usually 
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make an allowance in rate for their employment. An extreme 
case of such rate differential is to be found in the action of a ra- 
ting organization controlling one of the side lines written by fire 
insurance companies in establishing a 900% surcharge for the 
non-use of its coinsurance provision. 

Standardization of Underwriting Practices and Rating Forms 
Attention should be called to the movement now on foot in 

the fire insurance lines towards effecting a standardization of 
underwriting practices and rating forms throughout the country. 
There are at the present time about forty-five rating and inspec- 
tion company organizations concerned with fire insurance under- 
writing. Some of these organizations are confined to individual 
cities; others function for entire states or large sections of states 
while still others function for groups of states. Numerous differ- 
ences in their methods of operations extending to the very 
nature of the schedules employed by them are also apparent. 

The National Board of Fire Underwriters with which are affili- 
ated the majority of fire insurance companies doing business in 
the United States, has appointed a committee to cooperate with 
the National Convention of Insurance Commissioners to bring 
about this much desired standardization. The results of this 
Committee's deliberations are being looked forward to with great 
expectation although the obstacles in its way are not to be 
minimized. 

AUTHOR'S REVIEW OF DISCUSSIONS 

~R. CLARENCE W. HOBBS: 

The discussions submitted by Messrs. Mowbray and Pike 
on my paper "State  Regulation of Insurance Rates," are phrased 
in such kindly terms and present so little evidence of divergence 
in opinion, that  I am hardly justified in doing more than to ex- 
press my sincere appreciation of both discussions and adding a 
word as to one or two points presented. 

1. Mr. Mowbray quotes the phrase "Now adequacy for rate 
making purposes is determined by taking the aggregate loss ex- 
perience of the carriers concerned and the aggregate expenses, 
and comparing the results with the rates," and questions whether 
this can be accepted as it stands. On this point he is quite cor- 
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feet. The statement was not intended to be more than a general 
indication of the data by which adequacy is determined, and is 
far from a complete picture of the entire process of determining 
adequacy. The experience data as they stand indicate no more 
than what has been the experience of the past series of years. 
A comparison of these data with the rates shows nothing more 
than whether those rates would for that  series of years have 
yielded an excess or produced a deficiency of premium. It is 
of at least equal importance to determine whether the conditions 
then experienced now prevail or will prevail in the immediate 
future; for to these present or future conditions rates must be 
adjusted. The experience record to be sure if sufficiently ex- 
tensive and properly analyzed may yield valuable clues as to 
the trend in loss ratios, and such trends should undoubtedly be 
taken into consideration. If the changes in loss ratios can be 
definitely and closely linked up with the business cycle, a long 
step forward will have been taken towards the goal of a compensa- 
tion rating system which adjusts itself with speed and accuracy 
to the ever varying conditions of the business. Hence, the study 
which Mr. Mowbray refers to is of great importance. 

I t  may be added that  supervising authorities have not refused 
to permit pure premiums to be adjusted for rate making purposes 
by means of factors designed to bring rates to the average level 
indicated by assumed future conditions. The possibility of a 
rate revision coming to the attention of the courts is, of course, 
by no means remote, and the criteria which will be applied by 
them not at all certain. It may, however, be doubted if a court 
would confine itself solely to the experience record, and not take 
into consideration such very pertinent elements as whether the 
experience shows that loss ratios are progressively increasing or 
decreas;ng. Undoubtedly, in looking to the future, the courts 
would desire that any theory of trends should be backed up and 
supported by a convincing background of fact. It  is to be hoped, 
that before emergency arises, Mr. Mowbray's investigation may 
be able to supply this background. 

2. Mr. Pike suggests the preparation of a table presenting 
a concise summary of the insurance statutes of the forty-eight 
states. Certain publications have at one time or another pre- 
pared summaries of what they consider the leading points of the 
several insurance codes, or at least the points of most practical 
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use to their subscribers. In the preparation of these summaries, 
however, there is an abundant opportunity either for error in 
interpretation or for error of omission, so that their practical util- 
i ty is on the whole slight. As a rule, the value of a summary is 
about in inverse proportion to its conciseness. A more valuable 
work would be to prepare a compilation of the insurance laws 
with annotations, indexes and cross-references, so that  the cor- 
responding laws in the several states could be readily assembled 
and compared. Several states issue well edited and complete 
indexes of the insurance law, but quite a number leave much 
to be desired both in the compilation and the indexing. 

3. Mr. Pike has given some attention to the statement "The 
principle that  all persons are entitled to equal treatment by in- 
surance companies is the natural concomitant of the doctrine 
that  insurance is a business public in its nature." He points out 
very justly that  it must not be inferred that  persons are entitled 
to equal treatment irrespective of the character of their risks, 
and further that  physical characteristics are not the only elements 
of hazard which should be taken into consideration. He refers 
to differences in hazard measured by past experience, differences 
produced by variations in the insurance contract, differences in 
expense. Undoubtedly, all these may properly be reflected in 
the rate without producing legal discrimination. One may go a 
step further and state that  no two risks are precisely the same in 
hazard. The ordinary language of the anti-discrimination law 
is to inhibit discrimination between risks of the same class or 
involving the same hazards. In the absence of positive regula- 
tion, the only limits on a company's power to classify its risks or 
to recognize differences in hazard are those established by the 
rule of reason. One prominent underwriter has stated the anti- 
discrimination law is a dead letter. I t  is not quite that, but its 
possibilities are distinctly limited, and we have seen the states 
extend the principle of this law by attempting to regulate classifi- 
cations, determine uniform policy forms, and delve into the prac- 
tices of companies and rating organizations in assigning risks to 
classes and in a word into all the detail of rate making and rate 
administration. Mr. Pike points out that  the problems of 
discrimination and the problems of adequacy and reasonableness 
of rates are very closely allied and this point is unquestionably 
well taken. 
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One would like to go into the Points raised by Mr. Pike's 
very illuminating comments upon reinsurance, uniform state laws 
and the effect of the valued policy law and the anti co-insurance 
law as affecting fire insurance, but this opens up such a spacious 
field that no causual notice can do them justice. 

AUTOMOBILE RATE MAKING--I{. P. STELLWAGEN 

VOL. XI., PAGE 276 

WRITTEN DISCUSSION 

MISS M. E. UHL: 

In presenting his paper, "Automobile Rate Making" at the 
last meeting of the Society, Mr. Stellwagen has rendered an im- 
portant service to students of automobile insurance. He has 
given a very complete, clear and detailed exposition of the 
method of rate making developed by the Automobile Department 
of the National Bureau and employed in the rate revisions of 
1923 and 1924. (I might add here that  the method used in the 
1925 revision is essentially the same as that for the two preceding 
years). While a considerable amount of literature dealing with 
workmen's compensation insurance is now available, very little 
has been written on the subject of automobile insurance from a 
strictly actuarial point of view. Mr. Stellwagen's paper is, 
therefore, peculiarly valuable and timely. 

The problem of automobile rate making has, of course, in- 
creased in importance rapidly in recent years with the demand 
for this type of insurance which accompanies the increased use 
of the automobile. To meet this situation, a system o[ automo- 
bile rate making has been developed which is believed to be as 
sound as the body of available statistics permits. The methods 
in use at the present time already compare favorably with those 
employed for workmen's compensation insurance. 

Mr. Stellwagen has described so fully the development in 
automobile rate making up to the date of his paper that there 
remains very little opportunity for discussion of the paper itself. 
I shall therefore mereIy attempt to supplement what he has 
written by a few comments which may be helpful to those who 
study this subject. 
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In the first part of Mr. Stellwagen's paper he makes a brief 
reference to the Automobile Statistical Plan. I should like to 
point out here that the territorial schedules given in the automo- 
bile manual to which rates are actually assigned have never 
been in complete agreement with the territorial divisions for 
which experience is accumulated under the Automobile Statistical 
Plan. In the beginning a comparatively few manual territories 
were set up based almost wholly upon judgment, Later the 
Automobile Statistical Plan was formulated and the country 
was divided into many independent statistical territories upon 
the basis of judgment with the idea that the existing manual 
territories would be justified by statistics accumulated or that  
more and different manual territories could be set up where the 
statistical evidence indicated the necessity therefor. The manual 
territories have subsequently increased until at the present time 
there are about as many manual as statistical territories with a 
troublesome lack of coincidence in many cases between the 
assignments under the statistical codes and those in accordance 
with the manual. For instance, in the automobile manual the 
city of Rochester in Monroe County, New York, together with 
ten adjacent townships is defined as "Rochester terri tory" and 
assigned to a certain rate schedule. The manual defines "Roches- 
ter suburban terri tory" as the remainder of Monroe County with 
the exception of three townships which are assigned to the "Re- 
mainder of state" territory schedule. Thus, the manual provides 
three territory schedules within Monroe County, New York. 
But the statistical plan provides two territorial divisions for 
Monroe County, namely, "Rochester city terri tory" comprising 
the city of Rochester alone (not including the ten adjacent town- 
ships as in the manual) and the remainder of Monroe County 
which is coded as "Rochester surrounding." The inconvenience 
of this disagreement between manual and statistical territories 
is obvious. There no longer exists any reason for discrepancy 
between the manual and statistical territories. It  has accord- 
ingly been decided that beginning with policy year 1926, the 
manual and statistical territories will be made to coincide. 

Further on in Mr. Stellwagen's paper, he explains the treat- 
ment of the incomplete policy year used in the rate making process. 
He points out that the factor applicable to the immature ex- 
perlence is a combination of an earned factor and a decreasing 
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cost factor. Obviously, it is not possible to estimate exactly 
what the earned factor would be unaffected by decreasing or in- 
creasing cost. I t  is, of course, necessary to take into account 
the element of increasing or decreasing cost. As long as costs 
decrease or increase uniformly year by year there is no danger 
involved in using approximately the factor as cMeulated. How- 
ever, if a period of decreasing costs should be followed abruptly 
by one of increasing costs, or vice versa, the development of the 
experience for the incomplete policy year would not be similar 
to that  of the preceding year and the adjustment of pure pre- 
miums and indicated rates (see steps 3 and 9 under heading 
"Derivation of Average Territorial Rates" described in Mr. 
Stellwagen's paper)would be out of line. Fortunately, the 
use of the ultimate factor as described has worked out very 
satisfactorily thus far, and the uncertainty involved in the use 
of the factor is perhaps more than off-set by the advantage re- 
sulting from the use of the later experience. 

The second step in the process of establishing territorial rates 
as described in the paper under discussion consists of the selec- 
tion of pure premiums with regard to trends and local conditions. 
This step consists of a study of the territorial pure premiums 
for each of the policy years used in the experience together 
with the average pure premiums for all years and the selection 
of a pure premium for each territory. Mr. Stellwagen states 
that in the selection of pure premiums, "particular attention 
is paid to trends in the experience." It occurs to the writer 
that as a possible refinement of the work at this point, a definite 
system of weighting might be introduced, assigning greater 
weight to the pure premium of the later years. For instance, 
where the experience of three years is used, weights of 1, 2, and 
3 might be applied to the experience beginning with the earliest 
year in order to take account of the trend in a uniform way for 
all territories. In this connection, Mr. Stellwagen states that  
"consideration is also given to any local conditions of recent de- 
velopment." This consideration enters into the process of 
selection when, for instance, a recently organized and well esl 
tablished safety movement is functioning. In such a case the 
experience developed during the years before the safety organiza- 
tion was established might be entirely disregarded. I believe, 
however, that such instances are not sufficiently frequent as 
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to seriously interfere with the operation of a weighting scheme 
in the general procedure. 

With the rapid growth of the business of automobile insurance 
and with the introduction of the principle of compulsory insurance, 
more and more attention will certainly be given to the scientific 
development of rates for this line of insurance. The situation 
at the present time as respects automobile rate making should 
be regarded as very favorable inasmuch as the methods have 
already at this comparatively early date been developed on a 
sound actuarial basis. 
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REVIEWS OF PUBLICATIONS 
RALPH H. BLANCIIARD, BOOK REVIEW EDITOR 

Principles and Methods of Statistics. Robert Emmet Chaddock 
Houghton Mifflin Co., New York, 1925. Pp. xvi, 471. 

Prof. Chaddock labels this book in his preface "an introductory 
text for general use in colleges and universities." His point of 
view in approaching his subject is "logical and empirical rather 
than mathematical." His reason for this is that  "A large num- 
ber of technical and mathematical books on statistical methods 
have appeared in recent years. The author recognizes the value 
of these for the highly specialized student but doubts their utility 
for the beginner in the subject. The need at present is a clear 
understanding of fundamental principles in the treatment of 
numerical data." These quotations will make clear at once 
the general character of this latest (within the reviewer's notice) 
of the many recent treatises on statistics. 

The book is divided into three parts with the addition of 
five appendices. Part I is introductory and devoted to Pre- 
liminary Considerations. Here are two chapters, the first on 
The Appeal to Facts and the third on Statistics in the Service of 
Science which present general considerations on the need and the 
nature of the statistical method which are along rather usual lines. 
The second on Misuses of Statistical Data is unusual in such 
a treatise but strikes a much needed note for statistical training 
and practise of insistence on a critical and scientific attitude 
not only in handling statistical material but in interpretation or 
inference therefrom. This excellent point of emphasis brought 
out especially in this chapter is repeatedly stressed throughout 
the book. 

Part II, entitled Classification and Description of Mass Data, 
constitutes the bulk of the book, 325 of its total of 471 pages. 
After a brief chapter of general observations on classification of 
statistical data, this part takes up in detail the subjects of fre- 
quency distribution, the arithmetic mean, the median and geo- 
metric mean, the mode, variation, index numbers, measurement 
of unreliability, correlation, and time series, in that  order. 

Part III ,  on Gathering and Presentation of Statistical Data, in 
three chapters considers collection of statistical data, tabular 
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presentation, and graphic representation. To the mind of 
the working statistician the subjects in Part I II  would logically 
precede Part II, but Prof. Chaddock explains his arrangement 
as one that  he has found by trial to be preferable for teaching 
purposes as students usually have had no experience in methods 
of collecting data but usually have come into contact with statis- 
tical data as used in the ordinary sources of such material. 

Five appendices present an alphabetical list of the selected 
references given at the close of each chapter, a summary of 
statistical symbols, equations and formulae used, and reprints 
from Rugg's Statistical Methods Applied to Education of three 
tables for computing certain factors in equations and formulae. 

I t  is not an easy matter to write a text book on statistics that  
is always clear in definition and description but Prof. Chaddock's 
book is notably successful in this respect. I t  bears at all points 
evidence of the perfecting of its matter in the exacting tests 
imposed by the necessity of clarity in class room use. Constant 
illustration of points by examples drawn from familiar experience 
and building up step by step from simple to more complex proposi- 
tions are notable points of style throughout. 

As above noted, this is designed for an elementary text-book 
for teaching. The present reviewer is not prepared to appraise 
it for class-room technique.. But from the field of practical 
statistical work, he has gathered a very favorable impression 
of its substance and spirit as calculated to afford at once both 
fundamental and practical training for statistical work. It 
seems to him a first class elementary manual for the working 
statistician, affording in the first place most of the reference 
matter on technique which a statistician ordinarily needs for re- 
freshing his memory as to method, and in the second place ever 
recalling the necessity for an exacting critical and scientific atti- 
tude in all statistical work. 

LEONARD W. HATCH 

Elementary Statistical Methods. William G. Sutcliffe. McGraw- 
Hill Book Co., New York, 1925. Pp. xvii, 338. 

This text is designed to furnish to those interested in the 
subject of statistical control in the business sciences, an exposi- 
tion of the development of elementary statistical methods in- 
volved in such control. In an attempt to give the reader a better 
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understanding and appreciation of the several types of analysis 
rather than the several types of formula, Mr. Sutcliffe in the 
presentation of his subject has reduced to a minimum the space 
allotted to the mathematical derivation of formula and the use 
of higher mathematics. On t h e  other hand he has stressed 
instead the application of the science of statistics. 

The text contains numerous quotations from other texts, and 
at the end of each chapter a list of references bearing on the 
particular phase of the subject discussed is presented. A num- 
ber of questions are also presented at the end of each chapter 
which enables the student to test his ability in the practical appli- 
cation of his theoretical knowledge. 

Part I presents no departure from the usual method of placing 
the subject of statistics before the reader, although the order of 
presentation is a distinct improvement over the majority of 
other texts in the field. Having introduced the reader to the 
subject and explained the technique by which statistics are com- 
piled and put in shape for analysis as well as graphic methods of 
presentation, Mr. Sutcliffe devotes Part II to "Statistical 
Methods for Prequency Series," in which he explains what a 
frequency series is, the classification and tabulation of such 
series, and proceeds to an explanation of the methods by which 
these series may be analyzed and interpreted. 

Part I I I  is given over to a study of "Statistical Methods for 
Time Series." After treating time series and index numbers 
the author proceeds to a discussion of seasonal variation, secu- 
lar trend and cyclic fluctuations, and completes the text with a 
chapter on "Business Barometers," which is a sort of rounding off 
of the entire discussion. 

In his discussion of the mode, Mr. SutcHffe uses the term "mov- 
ing average" in finding the mode of a bimodal series. While the 
author is technically correct in employing the term "moving 
average" in this connection it may be misleading to the student 
since the process involves merely the enlarging and shifting of the 
class interval until the mode or an approximation thereto is found. 

Several errors appear in the book which are probably typo- 
graphical in character. On Page 138, in discussing the formula 
for computation of the mean, the author refers to small "v"  in 
the formula as large "V". On Pages 156 and 157, in discussing 
the mode of the series found in Table XXXVII, confusion 
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arises through a wrong numbering of the columns. The column 
headed "Frequency" apparently should be numbered (1) and 
the other columns in sequence. 

The arrangement is in general very good, leading the reader 
logically from point to point. As a detailed exposition of the 
subject it falls some distance short of adequately filling the long 
felt need of a satisfactory text book covering the elements of 
statistics. It does however possess a real and genuine merit, in 
that  the manner of presentation is calculated to interest begin- 
ners in the subject of statistics, and in this it excels most of the 
text books now in the field. 

W. F. ROEBER 

Mathematics of Life Insurance. L. Wayland Dowling. Mc- 
Graw-Hill Book Co., New York, 1925. Pp. x, 121. 

This book is an addition to the already rather long list of books 
dealing with the elements of actuarial science. In his preface, 
the author (on whose lectures in the University of Wisconsin 
the work is based) states that  the book "is intended primarily 
as a first course for those . who wish to become trained 
actuaries; or as a final course for other students who desire an 
elementary knowledge of the fundamental mathematical prin- 
ciples" underlying insurance. The development of the subject 
is consistent with this statement and the necessity for brevity is 
clear, when it is understood that  between the covers of this ~small 
book we have chapters on Interest and Annuities Certain, Prob- 
ability, Mor:ality Table, Net Premiums and Reserves, Policy 
Options, Joint Life Functions and Theory of Error. The aca- 
demic nature of the work is exemplified in the description of the 
method of loading premiums or of calculation of non-forfeiture 
options on terms policies, as well as in the lack of qualification 
in such a statement as that  "the American Experience Table 
understates mortality by something like 40%." The selection 
of material, however, constitutes a logical development of the 
subject and should serve as a very suitable framework for a more 
advanced study, although a list of references would perhaps 
have been helpful to some students. The. notation for the most 
part is standard and the book is, in all respects, typographically 
agreeable. Appended is a short collection of actuarial tables. 

JOHN S. THOMPSON 
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Practise of Workmen' s Compensation Insurance. Saul B. Aeker- 
man. The Spectator Company, New York, 1025. Pp. 
vii, 196. 

It is next to imposslble to enjoy reading a primer on any sub- 
jeet unless the reader happens to be in the primer class. Mr. 
Ackerman's book on the "Practice of Workmen's Compensation 
Insurance" has been made so studiously simple that the reviewer 
eould not truthfully state that he enjoyed reading it which 
probably is tantamount to saying that  Mr. Ackerman was 
successful in his endeavor. 

The author covers the field of workmen's compensation insur- 
ance as it is conducted in the state of New York very thoroughly. 
He reviews briefly the necessities for and tendencies of com- 
pensation legislation, gives his impression of how claims should 
be investigated and adjusted, as well as a description of the 
functions of the other services which should be rendered to the 
assured and injured. Besides describing the Universal Stand- 
ard Workmen's Compensation policy, he carries the reader 
through the various stages of manual rate making and modi- 
fication to fit the individual risk by the application of the various 
rating plans. The concluding chapters are given up to descrip- 
tion of the various types of insurance carriers. 

Fortunately, or by commendable design, as the book progresses, 
Mr. Ackerman has allowed himself a little more rhetorical lati- 
tude, which makes the latter portion of the book, which by 
natural process of the development of the subject becomes a little 
more complicated, much more easy to read and therefore more 
comprehensible. 

If the foregoing has been an indication that  the "Practice of 
Workmen's Compensation Insurance" will not prove a valuable 
addition to the library of any one interested in compensation in- 
surance, such thoughts must be dispelled at once because Mr. 
Ackerman has clearly demonstrated a very close contact with 
every phase of the Compensation business although it is equally 
clear that his contact has been limited to, or possibly it might 
better be said, has been intimate with workmen's compensation 
practice in New York state. 

There are several points in connection with Mr. Ackermans' 
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t reatment of his subject that  might well be discussed at somewhat 
extended length but immediately it would carry the implication 
that  Mr. Ackerman's book was intended to be of the more pro- 
found variety instead of the more elementary, and it is the 
writer's belief that it was intended to be elementary and, there- 
fore, that  any discussion based upon any other premise would 
be unfair to the author.  

SANFO~D B. PERKINS 
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CURRENT NOTES 

S. D. PINNEY, CURRENT NOTES EDITOR 

Acknowledgment is made with appreciation to Messrs. L. L. 
Hall, W. F. Roeber, and L. M. Mauro for their assistance in 
the preparation of these notes. 

WORKMEN'S COMPENSATION INSURANCE IN ITALY 

The following notes dealing with workmen's compensation 
insurance in Italy have been translated by Mr. L. M. Mauro from 
a report submitted by Signor Guido Toja, Director of the Italian 
Insurance Institute, and a Fellow of this Society. 

The administrative, technical and financial organization of the 
National Insurance Institute dealing with accidents in the 
agricultural field is radically different from that part of insurance 
which deals with industrial accidents. We must bear this fact in 
mind in order to appreciate the methods followed in the collecting 
of statistical data regarding accidents, cost, etc., in agricultural 
and industrial enterprises, and the criteria followed in the deter- 
mination of workmen's compensation insurance rates. 

CHAPTER 1 

WORKMEN'S COMPENSATION INSURANCE IN THE INDUSTRIAL FIELD 

This branch of insurance is regulated by the Act of 1904 sub- 
sequently modified by Royal decree under date of November 
17th, 1918, and by the Act of March 20th, 1921. In order to 
have a clear idea of the methods followed in the calculation of 
workmen's compensation insurance rates, it is essential to make a 
few brief remarks regarding the nature of the accidents which 
workmen's compensation insurance covers. The Italian Work- 
men's Compensation Act provides indemnity for death or 
bodily injuries sustained by an employee in the course of his 
employment whenever such injuries incapacitate the injured 
party for a period of over five (5) days. The amounts provided 
by law for the various kinds of accidents are: 

1. For permanent total disability an amount equal to six (6) 



152 CURRENT NOTES 

yearly salaries with a minimum compensation of 6000 Hre* and 
a maximum of 36000. 

2. For permanent partial disability an indemnity equal to 
six (6) times the reduction of the yearly salary, such a yearly 
salary never to be considered as less than 1000 lire per annum. 

3. For death the indemnity shall be equal to five (5) yearly 
salaries with a minimum of 5000 lire and a maximum of 30000 lire. 

4. For temporary total disability the daily indemnity shall be 
equal to one-half the wages which the injured was earning and 
such amount shall be paid during the entire period of such 
disability. 

5. In the case of permanent disability other than indemnities 
mentioned in No. 1 and No. 2, the insurance carrier must pay 
indemnity for temporary total disability during the entire time 
in which the injured employee must absent himself from work, 
with a maximum indemnity of three (3) months from the time the 
accident occurred. Within two (2) years after the occurrence of 
an accident the injured party or the insurance carrier may request 
a revision of the case in the event that the settlement of the claim 
is found to be in error or whenever the injuries sustained by an 
employee have caused further complications. 

The civil responsibility of an employer toward his employees 
is only recognized when it is found that  the accident is due to 
negligence on the part of the employer or his representatives. 

Workmen's compensation insurance in Italy is competitive. 
Insurance may be written by (a) the National Insurance Insti- 
tute, a body created by law on July 8th, 1883, and which later 
became an organization of the government, (b) by private insur- 
ance companies, (c) by mutual associations of employers or 
insurance syndicates, (d) by private associations organized by 
single industrial establishments for the exclusive benefit of their 
own employees. 

Insurance organizations which come under the (a) and (b) 
groups cannot write insurance without the authorization of the 
government. Such authorization is given after the insurance 
organization has furnished adequate bonds as to its financial 
soundness. The organizations coming under groups (c) and (d) 
furnish similar bonds and can only exercise the right of insuring 
their employees when the number of such employees is above 500. 

(*NOTE: The  U. S. pa r  va lue  of the  l ira is 19.3 cents.)  
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At the pre.sent time, other than the National Insurance 
Institute, there are in Italy eleven (11) private insurance com- 
panies, fifty-one (51) mutual associations and eleven (11) self- 
insuring establishments. 

CHAPTER 2 

ACCmENT STATISTICS AND RATE MAKIN6 PROCEOURP. 

The National Insurance Institute, private insurance companies 
and other bodies mentioned in the foregoing chapter are free to 
compile their own accident statistics or experience in the manner 
in which they see fit, and establish their own rates. The insur- 
ance rates, however, do not differ widely from carrier to carrier 
as will be shown later. 

1. Compilation of Accident Statistics. 
At the present time neither the government, the National 

Insurance Institute, or private companies are compiling statis- 
tical data regarding industrial accidents on a sound scientific basis. 
Because of the lack of statistical data the basic rates of the 
National Insurance Institute during the twenty (20) years sinee 
workmen's compensation insurance has been obligatory have not 
been revised on the basis of experience in the Kingdom of Italy. 
The National Insurance Institute as well as the Seeretary of 
National Economy, however, have gathered and are gathering 
important statistical data on the subject. These data are 
obtained as follows: 

The Secretary of National Economy maintains a Statistical 
Bureau which receives a complete report for each industrial 
accident. Such a report must be filed by the Statistical Depart- 
ment of the National Insurance Institute or any other insurance 
organization operating in the kingdom. The main reason why 
such a bureau has been created is to furnish all of the insurance 
carriers with complete information relative to the injuries sus- 
tained by an employee, thus avoiding the possibility of fraudu- 
lent claims for injuries received at a previous time and for which 
a settlement was made. The government also desires to keep 
complete record of all industrial accidents for statistical purposes. 
Schedule "Z" blanks are furnished to all the insurance carriers 
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for this purpose. Even when compensation is denied to an 
injured employee a report of the accident must be filed. 

2. Rate Making Procedure 

The basic rates of the National Insurance Institute were ap- 
proved by the government in 1903 and substantially modified 
later in the year when the compensation act was amended as 
respects the obligatory insurance clause. As obligatory insur- 
ance had only been in effect for four (4) years, the data collected 
by the National Insurance Institute were rather Hmited and 
could not be used, therefore, as the basis for new manual rates. 
Only the data pertaining to temporary disability were of some 
value since such injuries occur with sufficient regularity even 
when the risk class does not cover a large number of employees. 

Because of the lack of sufficient data, it was necessary to 
utilize all of the information available in foreign countries, 
particularly Germany and Austria. In these latter countries a 
tabulation of industrial accidents was made and published 
periodically, thus enabling the Italian actuaries to predict with 
a certain degree of accuracy how frequently accidents in a specific 
industry occurred. 

The basic rates of other insurance enterprises were also care- 
fully analyzed not only with the object of establishing insurance 
rates for the National Insurance Institute but principally to 
describe each individual risk or each group of analogous industries. 
Many other publications were also studied, especially the reports 
of the International Labor Congresses which contained so much 
illuminating information on industrial accidents. 

Having thus determined through various sources the pure 
premiums, compensation insurance rates were established. 
The pure premiums were loaded individually; that is, a certain 
loading for death, one for permanent disability, and one for 
temporary disability. For each one of these types of injuries 
it was not difficult to select pure premiums. In view of the fact 
that  the possibility of abuses and frauds is limited in the case 
of fatal accidents, the death pure premium was loaded by 2%. 
For permanent disability cases, on the other hand, since the 
possibility of frauds and simulations is greater, the loading 
amounted to 20% while for temporary disability since the indem- 
nity is paid daily and since it only corresponds to one-half of the 
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daily wages, a loading of 10~Tv was considered sufficient. The 
loading for overhead expenses and reserves was fixed at 25% of 
the total wages paid in the form of indemnities. In this manner 
manual rates were established to cover only the legal responsi- 
bility of the employer without any guarantee as to his civil 
responsibility, but since workmen's compensation insurance 
policies usually contain a clause which protects the employer 
against civil claims, it was later decided to revise the basic rates 
in order to include a civil guarantee, a guarantee which never 
covers the entire responsibility but only a part of it which never 
exceeds nine-tenths. A reduction of 1/~% of the basic rate was es- 
tablished for those policies which did not include the civil responsi- 
bility clause. This reduction was found adequate since past ex- 
perience indicated that  civil suits had been verylimited in number. 

The rates selected for the various classifications were many. 
They were finally reduced to thirty-two (32) different groups. 

The selection of pure premiums being based on such a diver- 
sity of elements of large approximation, the rate itself is only an 
approximation of the class risk. 

3. Classification of Risks 
In the present manual of rates of the National Insurance Insti- 

tute the industries are separated into fifteen (15) groups which, 
if not entirely homogeneous, are sufficiently individualized: 

1st. Agriculture, breeding of live stock and forestry. 
2nd. Food, oil, tobacco. 
3rd. Paper, leather, rubber, printing. 
4th. Chemicals. 
5th. Building construction, road making and hydraulic 

enterprises. 
6th. Electricity. 
7th. Clays, ceramics, glassware. 
8th. Lumber. 
9th. Mechanic. 

10th. Metals. 
l l th .  Mining. 
12th. Textiles. 
13th. Transportation. 
14th. Clothing. 
15th. Miscellaneous. 
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Each group is further divided into a number of subdivisions and 
for each subdivision, assigned to a specific code number, rates are 
shown in the manual. The rates are supposed to represent the 
hazards of the individual risk. The assignment of a risk to a 
specific code number depends on the presence or absence of power- 
driven machinery and other mechanical equipment, the kind of 
raw materials used, the methods of production, the product it- 
self, and the diversity of operations performed by various groups 
of employees within the plant. In the manual of rates used by 
the National Insurance Institute, 531 classifications are shown 
and are distributed into 82 distinct classes of risks. A risk which 
is assigned to the first class takes a rate of 2.42 lire per 1000 lire 
in wages, while a risk assignable to the thirty-second class is 
charged 291 lire per 1000 lire in wages. 

For example :--Clothing Manufacturing with power-driven 
machinery is assigned to Group 14, Code 472, 
Class 6, and takes a rate of 7 lire per 1000. 

- - Ice  Manufacturing is found in Group 2, Code 
35, Class 22, with a rate of 50 lire per 1000. 

4. Rate Making Bodies 

The premiums are established by each insurance organization. 
However, in view of the very keen competition existing, the 
difference in the rates quoted by the various insurance carriers 
is hardly appreciable. Moreover, the rates as well as the con- 
ditions existing in the policies must be approved by the Govern- 
ment which may request from any insurance company changes 
or modifications whenever it is found necessary. All the insur- 
ance companies must file with the government their policy forms 
and table of rates as well as an application to write workmen's 
compensation insurance. The authorization to write insurance 
is given after policy forms and rates have been subject to very 
careful scrutiny. The applications to write insurance are filed 
with the Department of National Economy. This department 
is not authorized by law to approve applications but it has the 
right and the duty to examine them and may deny such authori- 
zation or may request that  modifications be made in the rates 
whenever it finds that such rates are not adequate and may defeat 
the purpose of workmen's compensation insurance. 

Mutual insurance syndicates are founded on the principle of 
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repartition. They exact from the members an anticipated pre- 
mium determined more or less arbitrarily but calculated finally 
at the end of the policy year after the overhead expenses and 
losses have been taken into consideration and after a careful 
audit has been made of the wages paid to the workers covered. 

5. How Rates Are Quoted 
In the sixth subdivision of this paper the question of whether 

rates are susceptible to modifications will be discussed. I t  is 
essential here to state that the workmen's compensation insurance 
rates are not so fixed in the sense that  the National Insurance 
Institute or the insurance companies can only apply a specific 
rate for a particular classification. However, although the 
insurance carriers have the right to apply different rates from 
those shown in the rate table, the difference in the rate is always 
justified by an analysis of the merits or demerits of the risk under 
consideration, such as the special processes followed in the pro- 
duction of a certain article and the region in which the risk is 
located; also the attitude on the part of the employer toward the 
prevention of industrial accidents and so forth. These elements 
concur to modify the average risk which was used as a basis in 
the calculation of the rate level for that particular industry. 

It must be said also that the change in rates is not infrequently 
determined by competitive considerations but it is necessary to 
note that  in order to avoid the ill-effects of competition when 
competition manifests itself by a reckless reduction of insurance 
rates which would defeat the economical and social aspect of the 
compensation law, the following regulations exist: 

1. The National Insurance Institute has in its Board of 
Directors representatives of the government as well as employers 
and employees. The Institute is directly supervised by the 
government. Its existence is not based on speculation or profit. 
Its insurance rates are approved by the government and any 
departure therefrom is limited. The government places thus at 
the disposal of employers who are obliged to carry insurance an 
institution which presents the greatest guarantee of financial 
stability and which by using certain established insurance rates 
keeps the other insurance organizations within certain limits. 
The Insurance Institute also cannot decline to insure a risk what- 
ever be its merits or demerits. 

~ J  
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2. The insurance companies must obtain the authorization 
from the government to write workmen's compensation insurance 
and to obtain this authorization they must deposit a bond which 
must correspond to two-thirds of the premium collected for each 
policy year and such a sum must never be less than 500,000 lire. 

3. The insurance carriers are also under the careful super- 
vision of the Secretary of National Economy to whom they must 
transmit their balances compiled in the manner required by law, 
and must furnish all the statistical data that the Secretary may 
require. The Secretary has also the right to inspect at any time 
the books of the insurance carriers and whenever it is found that  
the institution is not properly organized or does not properly 
function, the Secretary may through Royal decree disband the 
administration of such insurance organization and place its affairs 
in the hands of a representative of the government. If the 
carrier is guilty of a serious offense against the law or govern- 
mental regulations, its license to write workmen's compensa- 
tion insurance may be revoked. 

The above regulations tend to obviate or remove the evils 
which insurance carriers may bring upon themselves and upon 
others by quoting inadequate insurance rates while the existence 
of the National Insurance Institute gives an employer the 
opportunity to buy insurance whenever a private company 
refuses to write the risk except at rates which are excessive. 

6. Modification in the Basic Rates 

The basic rate is supposed to cover the average risk. Even 
when the rate should be based on very extensive experience 
which could only reflect the average risk since there are many 
circumstances and factors which might change the aspect of the 
individual risk, such as: organization, management, personnel, 
methods of production, raw materials, mechanical equipment, 
and accident prevention. There is also the so-called risk of 
"environment" which must be taken into consideration and which 
derives its name from the abuses which manifest themselves in a 
very extraordinary manner for purposes of speculation, such as: 
the filing of fraudulent claims, injuries which have been artfully 
rendered more serious, and claims in which doctors, either 
through sympathy or in collusion with the claimant, have had 
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a hand in the filing of such claims and in the collecting o[ the 
indemnity. 

From the foregoing it is obvious that  the basic rate may be 
either increased or reduced as the risk is superior or inferior to the 
average risk. In the manual of rates there are certain notes next 
to each classification which indicate the conditions which may 
justify this rate fluctuation. 

CHAPTER 3 

WORKMEN'S COMPENSATION INSURANCE IN THE AGRICULTURAL 
FIELD 

Agricultural workers are covered by the Italian workmen's 
compensation act. The compensation law does not prescribe 
that  the landholders insure their employees against accidents. 
I t  merely provides that all the agrarian workers, including land- 
holders doing manual labor, are "ipso jure, ope legis", insured for 
injuries, sustained. It  is apparent, therefore, that agricultural 
workers are automatically insured. 

The administrative procedure of this branch of workmen's 
compensation insurance is entirely different from compensation 
insurance in the industrial field, and calls for a much different 
technical and financial organization. 

The Kingdom of Italy is for the purpose separated into 
geographical insurance divisions or districts, comprising one or 
more provinces. 

In this field of insurance there are no competitive situations to 
consider since private companies or self-insurers are excluded, 
although some exceptions exist as respects mutual organizations 
or syndicates which were already in existence prior to the enact- 
ment of the law. 

The insurance rates are established by the government. They 
represent an additional charge on the land taxes and are collected 
by the municipal revenue officer. 

Indemnities paid for injuries are not based on the wages of the 
injured employees since it is frequently the case that  such em- 
ployees are not remunerated in actual money. It  is also obvious 
that  it would be very difficult to make accurate audits of the 
wages paid. 

Indemnities vary according to the age and sex of the injured 
party. 
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1. PERMANENT TOTAL DISABILITY 
Indemnity 

Age Male Female 
12 to 15 years . . . . . .  5400 l i re  3600 l i re  
15 23 . . . . . .  7500 ~ 4500 " 
23 " 55 " . . . . .  9750 " 6000 " 
55 " 65 " . . . . .  6000 " 3000 " 

To these amounts  which are paid in installments is added one- 
tenth  for the wife and each dependent child under 15 years of age, 
or if the injured par ty  is a woman, one-tenth for each child under 
15 years of age. The total  additional payment  shall not  exceed, 
however, 50% of the specified indemnity.  Thus the maximum 
payable to a man is 14625 l i r e  while to a woman is 9000 l i r e .  

2. PERMANENT PARTIAL DISABILITY WHICH REDUCES 
THE PRODUCTIVE ABILITY OF THE INJURED PARTY 

MORE THAN 15% 
Indemnity 

The indemnity is calculated on the basis of the indem- 
nity established for permanent total disability indicated 
above, but reduced in the same proportion in which the 
producing ability of the injured is reduced as result of 
the accident. 

3. DEATH 
Indemnity 

Age Male Female 
12 to 15 years . . . . . .  3000 l i re  ""2250 l i r e  
15 ~ 23 ,c . . . . .  6000 " 3000 
23 " 55 " . . . . .  7500 " 3750 
55 " 65 ~ . . . . .  4500 " 2250 

As in the case of permanent  total  disability, to the specified 
indemnity  one-tenth is added for the wife and each dependent 
child under 15 years of age, or if the injured par ty  is a woman, 
one-tenth is added for each dependent child under 15 years of age, 
but  provided that  such additional amount  shall not  exceed 50 % 
of the indemnity paid. Thus, the maximum indemnity paid 
under  this group could be only 11250 l i r e  if the victim is a man or 
5625 f i r e  if it be a woman. 

Indemni ty  is only paid when the injuries sustained will in- 
capacitate the injured par ty  for more than  10 days in which case 
the Compensat ion paid becomes retroactive from the day the 
accident occurred. No indemnity is paid to landholders, tenants  
and their wives and Children, if the nature of the disability is 
temporary,  but  if permanent,  landholders and their dependents 
are also indemnified. 

Rates  are based on the average number  of employees in each 
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district and are calculated on the basis of past losses or experience 
for that  particular district. The rates include administrative 
expenses, reserve funds, and 2% of the premium income to be 
paid to the government for the enforcement and administration 
of the law. If the past experience has shown a deficit, the rates 
are augmented accordingly. If a credit, they are reduced. The 
rates are established by the government and are not subject to 
any modifications except when complementary or incidental 
operations are of such magnitude as to change to a great extent 
the character of the risk. 

COMPENSATION EXPERIENCE RATING IN WISCONSIN 

On July 1, 1925 by action of the Wisconsin legislature a law 
became effective which will permit the application of experience 
rating to compensation risks in the state of Wisconsin. I t  is 
interesting to note that  the wording of the law is such that  it 
is not compulsory for the Wisconsin Compensation Insurance 
Board to apply experience rating. During the fall a committee 
of insurance carriers was appointed by the Wisconsin Compensa- 
tion Rating and Inspection Bureau to assist the Insurance Board 
in the formulation of the details of the plan of experience rating 
which would be most desirable for Wisconsin. In the course of 
deliberations the Insurance Commissioner, W. Stanley Smith, 
felt that it would be desirable to submit the various proposals 
to a conference of employers, insurance representatives and 
representatives of the Wisconsin Pederation of Labor. As far 
as can be determined, this is the first time that  the  employers 
have been called upon to decide a question of this sort and the 
interest which the employers and representatives of labor took 
in this question is noteworthy. A committee consisting of 
representative employers of the state was finally constituted to 
study the subject and make its recommendation to the Insurance 
Board. Commissioner Smith in the course of the deliberations 
of this committee made the statement that he would be largely 
governed by the recommendations of the committee of employers 
in his decision as to what plan of experience rating should be 
adopted in Wisconsin. The employers recommended the National 
Council Plan with certain minor modifications. I t  is expected that  
the plan upon approval by the Wisconsin Compensation Insurance 
Board will become operative as of July 1, 1926. 
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ACTUARIAL AND STATISTICAL NOTES 
CREDIBILITY TABLES l~OR EXPERIENCE RATING 

There are approximately 45,000 workmen's compensation 
insurance risks in the United States subject to experience rating. 
As a part of the work of making each one of these ratings, it is 
necessary to calculate the credibility to be assigned to the 
difference between the actual and the expected experience. 
This credibility varies directly with the size and/or hazard of the 
risk and is determined from the following general formula: 

P 
= Z  

P + K  
Where: 

P = the risk premium subject to experience rating 
K = a constant 
Z -- the credibility to be attached to the difference between 

the actual and expected experience 
Actually however, in the present plan of Experience Rating, the 
comparison between the actual and expected experience is divided 
into two parts. That is, the risk "excess" losses are compared 
with the expected "excess" losses while the risk "normal" losses 
are compared with the expected "normal" losses. Furthermore, 
the credibility attached to difference between the actual and 
expecte~l "excess" experience is not the same as the credibility 
attached to differences between the actual and expected "normal" 
experience and it is therefore necessary to calculate two credibility 
vaIues for each rating. Accordingly, the general formula is 
used as 

P~ = Ze for the "excess" comparison 
P ,  + Ke 

P" = Z ,  for the "normal" comparison 
P ~ + K ~  

Where the subscript "e" and "n" denote "excess" and "normal" 
respectively. 

Considering the number of ratings, it was believed that it 
would not only be possible to save labor but  also promote greater 
accuracy by calculating the values in advance and placing them 
in tabular form. 

First, it might be mentioned that the value of Z is usually 
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calculated to three decimal places and while there are 999 possible 
values, i t  was found by  inspection tha t  there were compara t ive ly  
few rat ings where the Z value exceeded .600. I t  is apparen t  
then  tha t  a table  capable  of taking care of the major i ty  of rat ings 
would need to contain only the  l imiting values of P~ and P. 
for each three place value of Z f rom .001 to .600. 

I t  might  also be added tha t  as the  values of K, and K ,  va ry  
f rom s ta te  to state,  it was necessary to calculate a table  for 
each state.  

I t  was found tha t  by  rear rangement  of the  ordinary credibili ty 
formula,  i t  was possible to lay out the work sheets in such form 
as to  make  certain portions of the  calculations applicable for 
all s ta te  tables. 

This  involved expressing the general credibili ty formula:  

T = ( 1  Z 

Z 
The  calculations of ~ when made  for all values of Z f rom 

.001 to  .600 are the same for all s ta tes  and need to be mult ipl ied 
only b y  the  respective values of K ,  and K ,  to give values of P.  

I f  however,  this exact form were used, the values of P derived 
would be the  mean values for each value of Z and as limiting 
values were necessary, the following modification of the formula  

Z + .0005 
was tlsed K = P.  

• 1 -- (Z + .0005) 

The  next  step was the  calculation of a table  of values of 

Z + •0005 
for each three place value of Z f rom .001 to  

1 - (Z + .0005) 

.600. These  were calculated to  seven decimal places and were 
then  pu t  in work sheet form thus:  

Stat~ 

1 

Z 

• 0 0 1  
• 002 
• 003 
• 004 
• 005 

K# 
2 3 

Z +.OO05 
1 - ( z + . o o o s )  

.0015023 

.0025063 

.0035123 

.0045203 

.0055300 

P~ 

Ke × Coi.2 

4 

-Pn 

K. X Col• 2 
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Then to work out a table for any state, it was only necessary to 
multiply the values in Column No. 2 by the values of K° and Kn 
for the particular state and enter the results in Columns Po and 
P~ respectively. These products were carried to two decimal 
places (cents) and as the partial subject premiums for experience 
rating are always in dollars only, it was only necessary to drop 
~ff the cents column in order to have the limiting values of P~ 
and P~ in dollars for each value of Z. Where however, the prod- 
uct resulted in even dollars, it was necessary to drop off one dollar 
otherwise the result would have been the partial premium which 
would have exactly produced a Z where the fourth place would 
have been exactly .0005 and this would have thrown it in the 
next higher three place Z group. 

It might also be added that  at the time these tables were 
calculated, there were several states still using the 1920 Experi- 

P ~ + C  
ence Rating Plan. That Plan used the formula 

P~ + C + K~ 

= Z2 for the comparison between the actual and expected '%11 
other" experience where both C and K2 were constants. This 
formula in form for solution for P would be: 

(Z) K - C = P 
1 - Z  

Consequently it was possible to obtain values of P by deducting 
the value of C from products resulting from the multiplication of 
K~ by the values in Column 2 of the work sheet. 

The tables for each state were furnished to carriers and rating 
organizations and were reproduced on a single convenient sized 
sheet with the limiting values Po and P ,  opposite each value of Z. 
These values of P,  and P~ appear as Items 53 and 56 respectively 
as those are the item numbers for those particular values on the 
rating sheets. A facsimile of one of the completed tables 
follows: 
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NATIONAL COUNCIL ON COMPENSATION INSURANCE 

EXPERIENCE RATING PLAN 

Credibility Tables 

MICHIGAN l~e -- 5,100 K. - 30,400 

58 86 5 58 58 5 ~ ~ $ ~ 86 

, , ~  . o ,  , ~  2515 . 1 ~  ~ o  ~08, . m  1 4 ~  2 ~ 1  
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160 . ~ 0  446 8661 .186 959 6297 .~SO 1527 91~36 

195 .0~. 4~2 ~69~ .1~6 646 ~640 *J~l  1 ~  9167 
~8 tJI9 .082 " 41~ 2/53 .137 958 5886 ,86£ 1~,4 9eo9 
4~ L~O .08~ 4(;4 ~ 6 9 "  .158 2~0 ~ 6 5  * ~  18]~3 9260 

.084 470 8806 .159 967 ~60 . f~4 1 ~ 6  9~J. 2 
54 ~ , ~  496 284£' .160 975 581~ . J~5 ~LSyI.L 9364, 

39 ~ ,086 482 ~98 .161 982 ~36  . H &  1679 9416 
64 ~ 4  ° 0 ~  489 ,I~ . 1 6 '  969 ~98  ."7 1~83 9466 
69 416 .086 595 2 9 [ 0 . . 1 6 ~  996 ~ 4 1  . ~  1599 9 ~ L  
9~, ~ 7  .oe)  eo1 . 6 8  . 1 ~  loo4 ~ 6 6  . ~  16os 9673 
80 476 .~)0 eof 30~4 .153 1011 6028 .240 1614 96~, 
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i~ ~I .092 519 ~098 .169 1026 6116 .~42 1632 9738 
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~LT 599 .097 /~0 $ ~ 4  .172 1063 6337 .?AT 1677 9998. 
16~ 731 .098 5~9 : ~ .  ,lf~S 1070 6~81 .PA~ 1686 10022 
1~[~ Y~5 .096) ~ $3~  *174 1076 6466 .249 1693 10106 
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168 964 .'104 ~96 3547 .179 1116 66~0 .2~J, 1741 10~78 

1 6 8  986 .10/5 601 558~ ..leO" 119"~ 6698 .536 17~0 104~2 
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19"1 ~ .IOY 614 3661 .182 1138 6786 . ~ 7  "1Y68 10542 
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- - 7  1 , , ~  . n ,  592 , ~  . 1 ,  z~21 9 ~  . , 9  l m  . n - 5  
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COMPENSATION STATE PREMIUM TAXES AND EXPENSE LOADINGS 

The following exhibit has recently been prepared by the 
National Council on Compensation Insurance and contains the 
makeup of the state premium tax in the various compensation 
states as well as the total expense loading and expense multipliers 
which are applied to pure premiums for the various states. 

The first five columns of the exhibit show the makeup o[ the 
state premium tax. The normal state premium tax provided 
for in both the industrial and coal mine loadings is 2%. If the 
normal state premium tax is less than 2~0 and the law is ratali- 
atory, 2~o is taken as the amount for that particular state, 
otherwise the amount fixed by law is used without modification. 
The percentage shown under "City",  Column (3), is the ratio 
of the total amount of city taxes paid to the entire premium 
writings of the state. Column (4), headed Miscellaneous, 
includes additional tax to Cover such items as expenses of Indus- 
trial Commission. There is also shown a comparison by parts 
of the expense loadings used in the 1920 Revision and those used 
at  the present time. 
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(Correc ted  to J a n u a r y  1, 1926) 

S t a t e  

A l a b a m a  . . . . . . . . . . . . .  
A laska  . . . . . . . . . . . . . . .  
Ar i zona  . . . . . . . . . . . . . .  
Cal i forn ia  . . . . . . . . . . . .  
Co lo rado  . . . . . . . . . . . . .  

C o n n e c t i c u t  . . . . . . . . . .  
Georg ia  . . . . . . . . . . . . . .  
Hawa i i :  . . . . . . . . . . . . .  
I d a h o  . . . . . . . . . . . . . . .  
I l l inois  . . . . . . . . . . . . . . .  

I n d i a n a  . . . . . . . . . . . . . .  
I o w a  . . . . . . . . . . . . . . . .  
K a n s a s  . . . . . . . . . . . . . .  
K e n t u c k y  . . . . . . . . . . . .  
L o u i s a n a  . . . . . . . . . . . . .  

State 
% 

2 .  

2. 
2. 
2 . 6  
2.  

2 .  

1 .5  
2. 
2. 
2. 

1 .2  

2: 
1 .8  

" S t a t e "  P r e m i u m  T a x  .] T o t a l  E x p e n s e  L o a d i n g  

Retal- 
iatory 

n o  
12o 

yes  
yes 
no  

yes 
n o  

n o  

i l o  

yes  

yes  
yes  
yes  
no  
11o 

C i t y  
% 

.7  

• • 

1"." 
. ,  

Misc. 
% 

, .  

° .  

. o  

3.  (~) 
, °  

. o  

. o  

. °  

. .  

° ,  

. o  

T o t a l  
% 

2 . 7  
2.  
2.  
2 . 6  
2.  

2 .  

5 . 5  
2.  
2.  
2 .  

2 .  

2 . 5  
2.  
2.  
1 . 8  

Indust~al CoM Mine 
% % 

4 0 . 7  34 .7  
40. 34. 
40. 34. 
40 .6  34 .6  
40. 34. 

40. 34. 
43 .5  37 .5  
40. 34. 
40. 34. 
4O. 34. 

40. 34. 
4 0 . 5  34 .5  
40. 34. 
40. 34. 
39 .8  33 .8  

E x p e n s e  M u l t i p l i e r s  

I n d u s t ~  C o a l  M i n e  

1 .686  1.531 
1 .667  1 .515 
1 .667  1 .515 
1 .684  1 .529 
1 .667  1 .515  

1 .667  1 .515 
1 .770  1 .600  
1 .667  1 .515 
1 .667  1 .515  
1 .667  1 .515  

1 .667  1 .515  
1 .681 1 .527  
1 .667  1 .515  
1 .667  1 .515  
1.661 1.511 

cn 

0 

r.~ 

Note -  (a) F o r  expenses  of t he  I n d u s t r i a l  Commiss ion .  



W O R K M E N ' S  C O M P E N S A T I O N  I N S U R A N C E  S T A T E  P R E M I U M  T A X  A N D  E X P E N S E  L O A D I N G  
(Cor rec ted  to  J a n u a r y  1, 1926)--Continued oo 

I "State" Premium Tax 

State Retal- 
State % iatory 

Maine  . . . . . . . . . . . . . . .  1 .5  yes 
M a r y l a n d  . . . . . . . . . . . .  1. no  
M a s s a c h u s e t t s  . . . . . . . .  2. y e s  
Mich igan  . . . . . . . . . . . .  2.  yes  
M i n n e s o t a  . . . . . . . . . . .  2. no  

Missour i  . . . . . . . . . . . . .  2. yes  
M o n t a n a  . . . . . . . . . . . . .  2. yes  
N e b r a s k a  . . . . . . . . . .  : .  2. no  
N e w  H a m p s h i r e  . . . . . .  2. yes  
N e w  Je r sey  . . . . . . . . . .  2. yes  
N e w  Mexico . . . . . . . . . .  2. yes  
N e w  Y o r k  . . . . . . . . . . .  1. yes  
O k l a h o m a  . . .  : . . . . . . .  2.  no  
R h o d e  I s l a n d  . . . . . . . . .  2.  yes  
S o u t h  D a k o t a  . . . . . . . .  2 . 5  yes  

Tennessee  . . . . . . . . . . . .  i 4. no 
T e x a s  . . . . . . . . . . . . . . .  ~ 2 . 6  no  
U t a h  . . . . . . . . . . . . . . . . .  1 .5  yes  
V e r m o n t  . . . . . . . . . . . . .  2. yes  
Virginia . . . . . . . . . . . . . .  ] 3 . 5  yes  

i 
Wiscons in  . . . . . . . . . . . .  ] 2. no  

City 
% 

. ° 

Misc. 
% 

3.  ia) 

. i s  (b) 

1.8'" 

Total 
% 

2. 
4.  
2.  
2.  
2.  

2.  
2. 
2.  
2.  
2 .75  
2. 
3 . 8  
2. 
2. 
2 . 5  

4. 
2 . 6  
2. 
2.  
3 . 5  

2. 

Total Expense Lcading 

Indust~a! Coal Mine 
% % 

40. 34. 
42. 36. 
40. 34. 
40. 34. 
40. 34. 

40. 34. 
40.  34. 
40. 34. 
40: 34. 
40 .75  34 .75  
40• 34. 
40. (c) 34. 
40. 34. 
40. 34. 
4O.5 34 .5  

42. 36. 
4O.6 34 .6  
40. 34. 
40. 34. 
41.5 35.5 

Expense Multipliers 

IndustriM C o ~  Mine 

1 .667 1 .515  
1 .724 1 .563  
1 .667 1 .515  
1 .667  1 .515 
1 .667  1 .515  

1 .667 1 .515  
1 .667 1.515 
1 .667 1 .515  
1 .667  1 .515  
1 .688 1 .533 
1 .667 1 .515  
1 .667 1 .515  
1 .667  1 .515  
1 .667  1 .515  
1.681 1 .527  

1 .724  1 .563  
1 .684 1 .529  
1 .667 1 .515  
1 .667  1 .515  
1 .709 1 .550 

Notes: (a) 
(b) 

(¢) 

F o r  expenses  of t he  I n d u s t r i a l  C o m m i s s / o n .  

var ies  by  k ind  of c o m p a n y  

Inc l udes  .5 % t o w a r d s  special  f u n d  for  " second  i n j u r y "  cases a n d  .25 ~ for expenses  of Bank ing  and  I n s u r a n c e  
C o m m i s s i o n .  
Load ing  of 4 1 . 8 ~  d i s a p p r o v e d  by  I n s u r a n c e  Commiss ione r ,  4 0 %  being a p p r o v e d  ins tead.  

,q 

t~ 

o 
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C O M P A R I S O N  OF C O M P E N S A T I O N  E X P E N S E  L O A D I N G S  

P r e s e n t  

Kind of Expense Industrial ~70 Coal Mine 

I n s p e c t i o n  & Acc. P r e v e n t i o n  
C l a i m  . . . . . . . . . . . . . . . . . . . . .  
Pay r o l l  A u d i t s . . .  

T o t a l  Serv ice  I tems' . ' . ' . "  : : : 
H o m e  Office . . . . . . . . . . . . . . . .  
Taxes*  . . . . . . . . . . . . . . . . . . . .  
A c q u i s i t i o n  . . . . . . . . . . . . . . . .  

T o t a l  o t h e r  expenses  a n d  
t a x e s  . . . . . . . . . . . . . . . . . .  

T o t a l  L o a d i n g  . . . . . . .  

2 . 5  
8 . 0  
2 . 0  

12 .5  
7 . 5  
2 , 5  

17 .5  

2 7 . 5  

4 . 0  
8 . 0  
2 . 0  

7 . 5  
2 . 5  

10 .0  

4 0 . 0  

14 .0  

2 0 . 0  
3 4 . 0  

1920 R e v i s i o n  

I n s p e c t i o n  . . . . . . . . . . . . . . . . . .  I 2 . 0  
C l a i m  . . . . . . . . . . . . . . . . . . . . .  I 7 . 0  
H o m e  Office . . . . . . . . . . . . . . .  [ 8 . 0  
Taxes*  . . . . . . . . . . . . . . . . . . .  [ 3 . 5  
Acqu i s i t i on  . . . . . . . . . . . . . . . .  I 17 .5  

T o t a l  L o a d i n g  . . . . . . . . .  3 8 . 0  

4 . 0  
7 . 0  
8 . 0  
3 . 5  

I 0 . 0  
3 2 . 5  

* N o t e :  N o r m a l  S t a t e  P r e m i u m  T a x  of 2 %  a s s u m e d .  
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O B I T U A R Y  

THEODORE E. GATY 

Born, March 9, 1861 Died, August 22, 1925 

With the passing of Theodore E. Gaty a notable figure was lost 
to the world of casualty insurance. A graduate of Washington 
University of St. Louis, and a mining and mechanical engineer, his 
earlier years were spent in the direction and management of im- 
portant industries where his training and natural ability, which 
was of a high order, made him valuable; and enabled him to de- 
velop and broaden, by practical experience, his knowledge of, 
and acquaintance with, business operations in general. 

In the infancy of liability insurance, in the year 1894, Mr. Gary 
became associated with the Union Casualty Company of St. 
Louis and in the brief period of six years, rose from Inspector of 
Liability Risks to Vice President and General Manager. He 
joined forces with the Fidelity and Casualty Company of New 
York on January 1, 1900 as Superintendent of the Liability 
Department and brought to that  office a knowledge of the 
casualty business which made him a valuable asset to the com- 
pany. Not only did he possess this knowledge but his well 
trained mind was coupled with good judgment and insight. 
His decisions were made promptly and decisively. He was a 
student to the end of his days. He made a specially close and 
careful study of wortcmen's compensation insurance. His 
reasoning was sound and convincing and he became a recog- 
nized authority in all questions affecting the various lines of 
casualty insurance. 

Mr. Gary, like all strong men, was positive and decided. No 
one could possibly doubt where he stood on any question sub- 
mitted to him. Withal, he was a kindly man always ready to 
advise those who sought his help. Courageous and uncom- 
plaining, in the face of physical ailments which would wring the 
soul of any of us, he never failed to preserve a cheerful manner 
and a brave spirit. 

We miss him very much. His fund of anecdote, his superior 
mind, his genial way with his friends, and his all round lovable 
qualities, endeared him to all of his associates, and especially 
to those of us who were privileged to be close to him and to 
enjoy his full confidence. 
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CASUALTY ACTUARIAL SOCIETY 

THE COUNCIL' 

*Officers: G. P .  MmHSLSACH~.R . . . . . . . . . . . . . . . . . . . . . . . . .  PresCient 
SANFORD B. PI~RKINS . . . . . . . . . . . . . . . . . . . . .  Vice-President 
RALPH H. BLANCHARD . . . . . . . . . . . . . . . . . . . .  Vice-President 
RICHARD FONDILLER . . . . . . . . . . . . . . . . . .  Secrelary-Treasurer 
ROBERT J. MCMANUS . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Editor 
WILLIAM BR~IBY . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Librarian 

tE, x-Pre$ident$: ALBERT H.  MOWBRAY . . . . . . . . . . . . . . . . . . . . . . . .  1926 
HARWOOD E.  RVAN . . . . . . . . . . . . . . . . . . . . . . . . .  1927 
WILLIAM LESLm . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1928 

tEx-Vice-Pres~,dert/,s: LEON S. SENIOR . . . . . . . . . . . . . . . . . . . . . . . .  1926  

EDMUND E. CAMMACK . . . ................ 1928 

"tF.leaed: J A ~ s  D.  CRAm . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1926 
THOMAS P. TXRBELL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1926 
OLIVE E. OUTWAT~R . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1926 
PAUL DORWEILER . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1927 
FRANK R. MULLANEY . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1927 
JAMES S. ELSTON . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1927 
EDWIN W .  KOPP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1928 
JOSEPH H.  WOODWARD . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1928 
GEO~GP. D.  MOORE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1928 

*Terms  exp i re  a t  t he  a n n u a l  m e e t i n g  in N o v e m b e r ,  1926. 
t T e r m s  exp i re  a t  t he  a n n u a l  m e e t i n g  in N o v e m b e r  of  t he  y e a r  g iven .  
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ABSTRACT FROM THE MINUTES OF THE TWELFTH 
ANNUAL MEETING, NOVEMBER 18, 1925 

The twelfth annual (twenty-fifth regular) meeting of the Casualty 
Actuarial Society was held at the Hotel Belmont, New York, on 
Wednesday, November 18, 1925. 

President Michelbacher called the meeting to order at 10.15 A. M. 
The roll was called showing the following thirty-five Fellows and 
twenty Associates present: 

FELLOWS 

BLANCHARD KOPF PERKINS 
BUDLONG LAWRENCE PINNEY 
CRAIG LESLIE ROEBER 
DEUTSCHBERGER LEAL RUBINOW 
DORWEILER LITTLE RYAN 
DUNLAP MCI~IANUS SCHEITLIN 
ELSTON MAYCRINCK SENIOR 
FONDILLER ]~[ELTZER TARBELL 
GINSBURGH MICHELBACHER VAN TUYL 
GLOVER MOORE, G.D. WHITNEY 
HATCH MULLANEY WOODWARD 
JACKSON, C . W .  • OUTWATER 

A SSOCIA TES 

AULT HAUGH SIBLEY 
BLACK, N . C .  HULL SMITH, A. G. 
CONSTABLE MATTHEWS SPENCER 
COMSTOCK PIKE STOKE 
FLEMING RICHTER THOMPSON, A. E. 
GRAHAM, C . M .  ROBBINS WILKINSON 
HALL, L . L .  SAWYER 

President Michelbacher read his presidential address. 
The minutes of the meeting held June 5, 1925, were approved as 

printed in the Proceedings. 
The Secretary-Treasurer read the report of the Council and upon 

motion, it was adopted by the Society. J. H. Washburn had been 
enrolled as an Associate without examination. Diplomas had been 
sent to W. M. Corcoran and L. A. H. Warren who had been admitted 
as Fellows under the 1925 examinations. The new Syllabus and the 
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new Recommendations for Study, both submitted by the Educational 
Committee, were approved for printing as the Fourth Edition. Exami- 
nation rules Nos. 4, 5 and 6 appearing in the 1925 Year Book, had 
been amended as shown in the 1926 Year Book. The memorial 
notice of Theodore E. Gary appearing in this Number was read. 

The Council reported that  the following Associates had passed 
the necessary examinations and had been enrolled as Fellows: 

W. M. CORCORAN L . A . H .  WARREN 

The Council also reported that the following candidates had passed 
the necessary examinations and had been enrolled as Associates: 

W. H. BITTEL 
H. C. CRANE 
M. E. DAvis 
C. H. FREDRICKSON 
W. D. HALL 
S. K. LI 
J.  MALMUTH 

E. H. NICHOLSON 
M. R. PRENNER 
A. Z. SKELDING 
A. SOMMER 
S. H.  TAO 
A. C. WELLMAN 
J. M. WOOLERY 

The reports of the Secretary-Treasurer (Richard Fondiller) and 
of the Librarian (Edward R. Hardy) were read and accepted. The 
annual report of finances follows: 

ANNUAL REPORT OF FINANCES 

i~OR THE YEAR ENDING OCTOBER 31, 1925 

Assets November 1, 1924: 
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 861.87 
$1,000 Liberty Loan Bonds 41/~% at cost. 1,000.00 $1,861.87 
Loss--Disbursements over income, year 

ending October 31, 1925 . . . . . . . . . . . . . .  568.38 
Assets October 31, 1925. 

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  293.49 
$1,000 Liberty Loan Bonds 41/~% at cost. 1,000.00 $1,293.49 

INCOME 
Members' Dues . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,950.00 
Sales of Proceedings . . . . . . . . . . . . . . . . . . . . . . . .  1,035.82 
Sales of Index . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  563.90 
Examination Fees . . . . . . . . . . . . . . . . . . . . . . . . . .  305.00 
Luncheons . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  133.00 
10th Anniversary Dinner . . . . . . . . . . . . . . . . . . . .  144.00 
Reprints of two papers . . . . . . . . . . . . . . . . . . . . . .  41.00 $4,172.72 
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DISBURSEMENTS 
Printing and Stationery ..................... $3,182.83 
Postage, telegrams and express ............ 133.62 
Secretarial Work ........................... 360.00 
Luncheons ................................ 203.90 
10th Anniversary Dinner and Entertainment. .  447.00 
Editorial Work . . . . . . . . . . . . . . . . . . . . . . . . . . . .  68.50 
Examination Expense . . . . . . . . . . . . . . . . . . . . . . .  236.34 
Books for Hartford Library . . . . . . . . . . . . . . . . .  29.25 
Books for New York Library . . . . . . . . . . . . . . . .  38.59 
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41.07 $4,741.10 

Loss for the year as above . . . . . . . . . . . . . . . . . . .  $ 568.38 

The Auditing Committee (Charles E. Heath, Chairman) reported 
that  the books of the Secretary-Treasurer had been audited and his 
accounts verified. 

The Educational Committee (Edwin W. Kopf, Chairman) reported 
upon the new Syllabus, the new Recommendations for Study, and the 
text books for students which are in preparation. 

The Secretary-Treasurer announced that the Council had elected 
Robert J. McManus as Editor and William Breiby as Librarian, 
subject to confirmation by the Society. The annual elections were 
then held and the following officers and members of the Council were 
declared elected: 

President . . . . . . . . . . . . . . . . . . . . . . . . . .  G. P. MICHELBACItER 
Vice-President . . . . . . . . . . . . . . . . . . . . .  SANFORD B. PERKINS 
Vice-President . . . . . . . . . . . . . . . . . . . . .  RALPH H. BLANCHARD 
Secretary-Treasurer . . . . . . . . . . . . . . . . . .  R ICH A RD P O N D I L L E R  

Editor . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ROBERT J. MCMANUS 
Librarian . . . . . . . . . . . . . . . . . . . . . . . . . .  WILLIAM BREIBY 

Members of Council (terms expire 1928) 

EDWIN W. KoP• ]OSEPH H. WOODWARD "OEORGB D. MOORE 

A vote of thanks was tendered by the Society to the retiring officers 
and members of committees. 

Recess was taken until 2 P. M. 
By invitation of the Committee on Program, Dr. Roy B. Kester, 

Professor of Accounting, Columbia University, spoke on "The Inter- 
relations between Management and Accounting" and Mr. Buckner 
Speed of the Bell Telephone Laboratories presented "Note on the 
Normal Probability Curve." 

The papers printed in this Number were read or presented. 
Upon motion the meeting adjourned at 5 P. M. 
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SYLLABUS OF EXAMINATIONS 

S UB JE CTS 

ASSOCIATESHII:': (Part I: Sections I to 4; Part II:  Sections 5 to 8) 

Section 1. Advanced algebra 
Section 2. Compound interest and annuities certain 
Section 8. Descriptive and analytical statistics 
Section 4. Elements of accounting, including double-entry 

bookkeeping 
Section 5. Finite differences 
Section 6. Differential and integral calculus 
Section 7. Probabilities 
Section 8. Elements of the theory of life contingencies; life 

annuities; life assurances 

FELLOWSHIP: 

Section 9. 

Section 10. 
Section 11. 
Section 12. 
Section 18. 

Section 14. 

Section 15. 

Section 16. 

(Part I: Sections 9 to 12; Part*JI:~Sections 18 to 16) 

Policy forms and underwriting practice in casualty 
insurance 

Investments of insurance companies 
Insurance law and legislation 
Economics of insurance 
Calculation of premiums and reserves for casualty 

(including social) insurance 
Advanced practical problems in casualty (including 

social) insurance statistics 
Advanced problems and practical methods of casualty 

insurance accounting 
Advanced problems in underwriting, administrative 

and service elements of casualty (including social) 
insurance 
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RULES REGARDING EXAMINATIONS FOR 
ADMISSION TO THE SOCIETY 
(As AMENDED NOVEMBER 17, 1925) 

The Council adopted the following rules providing for the 
examination system of the Society: 

1. Examinations will be held on the first Wednesday and 
Thursday during the month of May in each year in such cities 
as will be convenient for three or more candidates. 

2. Application for admission to examination should be made 
on the Society's blank form, which may be obtained from the 
Secretary-Treasurer. No applications will be considered unless 
received before the first day of March preceding the dates of 
examination. 

3. A fee of $5.00 will be charged for admission to examina- 
tion. This fee is the same whether the candidate sits for one or 
two parts and is payable for each year in which the candidate 
presents himself. Examination fees are payable to the Secre- 
tary-Treasurer and must be in his hands before the first day of 
March preceding the dates of examination. 

4. The examination for Associateship consists of two parts. 
No candidate will be permitted to present himself for Part II  
unless he has previously passed in Part I or takes Parts I and 
II  in the same year. If a candidate takes both parts in the 
same year and passes in one and fails in the other, he will be 
given credit for the part passed. Upon the candidate having 
passed both Parts I and II  he will be enrolled as an Associate, 
provided he presents evidence of at least one year experience in 
actuarial, accounting or statistical work in casualty insurance 
offices or in the teaching of casualty insurance science at a 
recognized college or university, or other evidence of his know- 
ledge of the actuarial, accounting and statistical work of casualty 
insurance offices as is satisfactory to the Council. 

5 In the case of applicants in the following classes, the 
Council may, upon receipt of satisfactory evidence that  appli- 
cants are within the terms of this rule, waive the passing of 
both Parts I and II of the Associateship Examination Such 
applicants may become Associates upon passing Part I of the 
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Fellowship Examination, and may be admitted as Fellows by 
examination, provided they subsequently pass Part  I[ of the 
Fellowship Examination. 

(a) Casualty insurance men not less than thir ty years of age 
who have been in the business a number of years and 
who have attained responsible actuarial, statistical, 
accounting or seml-executive positions.* 

(b) Fellows and Associates by examination of the Actuarial 
Society of America or of the American Institute of 
Actuaries. 

6. The examination for Fellowship is divided into two parts. 
No candidate will be permitted to present himself for Part  II 
unless he has previously passed in Part  I or takes Parts I and II 
in the same year. If a candidate takes both parts in the same 
year and passes in one and fails in the other, he will be given 
credit for the part passed. 

7. As an alternative to the passing of Part  I I  of the Fellow- 
ship examination, a candidate may elect to present an original 
thesis on an approved subject relating to casualty or social 
insurance. Candidates electing this alternative should com- 
municate with the Secretary-Treasurer as to the approval of the 
subject chosen. All theses must be in the hands of the Secretary- 
Treasurer before the first Thursday in May of the year in which 
they are to be considered. Where Part  I of the Fellowship 
examination is not taken during the same year, no examination 
fee will be required in connection with the presentation of a thesis. 
All theses submitted are, if accepted, to be the property of the 
Society and may, with the approval of the Council, be printed in 
the Proceedings. 

*In support of the candidate's claim that he is within the terms of this 
rule, he should attach to his application a letter from each of the nomi- 
nators signing his application. These letters should state the facts of 
the candidate's experience which appear to entitle the candidate to the 
benefit of this rule. 



RECOMMENDATIONS FOR STUDY 179 

RECOMMENDATIONS FOR STUDY* 
NOTE: The number in parentheses after the title refers to the 

more complete description of the book in the Index at the end 
of these Recommendations. The text volumes which should be 
studied closely are denoted thus: (~). 

ASSOCIATESHIP (Sections 1 to 8) 
(PART I, SECTIONS 1 tO 4; PART II, SECTIONS 5 to 8) 

SECTIONS 1 to 4 comprise the first Part  of Associateship sub- 
jects and SECTIONS 5 to 8 the second Part. 

Section 1. Advanced algebra. 
This subject includes the matter  in the ordinary college alge- 

bra, except determinants, continued fractions, and the theory 
and solution of equations higher than the quadratic. Special 
emphasis should be placed upon permutations and combinations. 
Preparation in elementary and intermediate high school algebra 
and in practical business arithmetic is presupposed. 

Texts: 
(t) Wells, W. College algebra. (72). Chapters XX to 

XXXIV, and Chapters XXXVI, XXXIX;  Q) Hall 
and Knight. Higher algebra. (30). First 16 chap- 
ters, except Chapters VI, VII and XV; Rietz, H. L. 
and A. R. Crathorne. College algebra. (59) ; Skin- 
ner, E. B. Mathematical theory of investment. 
(65). Chapters I to IV. (A brief review of some 
phases of algebra that  will be especially useful in 
studying later sections of the syllabus.) 

Section 2. Compound interest and annuities certain. 
Texts: 
(~) Skinner, E. "B. Mathematical theory of investment 

(65). Chapters V to X of 1924 edition, or Chapters 
V to VIII  of 1913 edition; (t) Rietz, Crathorne and 
Rietz. Mathematics of finance (58). Chapters 
I to IV; Hart, W . L .  Mathematics of investment 
(33). (Facility with problems in the mathematics 
of finance will be obtained by working as many as 
possible of the 100 exercises given at the close of 
Part  I of this text by Professor Hart);  Mackenzie, 
M . A .  Interest and bond values (45). 

NOTE ON SECTION 2: Any one of the above texts should be 
mastered as the main text and the others used to clear up points 
not readily understood. The principal advantage in using the 
series of texts is the variety of problems, the solution of which is 
valuable in clarifying the subject. 

*Fourth Edition. 
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Section 3. Descriptive and analytical statistics. 
This subject covers the commonly accepted elementary 

and intermediate methods of statistical description and 
analysis, but excludes advanced mathematical methods 
applicable only to special problems. 

(t) Chaddock, R . E .  Principles and methods of statistics. 
(8); Crum, W. L. and A. C. Patton. Economic 
statistics. (15); $Iills, F. C. Statistical methods 
applied to economics and business. (50); (t) 
Karsten, K. Charts and graphs. (42). (t) Yule, 
G. Udny. Introduction to the theory of statistics. 
(76) is an excellent text for intermediate study 
leading to the more advanced methods. 

Section 4. Elements of accounting, including double-entry 
bookkeeping. 
The student should have an understanding of the basic 

principles of double-entry bookkeeping and their application 
to the following: theory of debit and credit and its applica- 
tion to the presentation of simple accounting facts; the uses 
and relations of the basic accounting books,--ledger, iournal, 
cash-book and voucher register, with simple columnar develop- 
ment; the technique of periodic adjustments affecting accruals, 
use of subsidiary ledgers and of controlling accounts; meaning 
and relation of the balance sheet, loss and gain account and 
the technique of their preparation as applied to simple problems. 
The student will not be expected to be familiar in detail with 
the elements of accounting which apply chiefly to mercantile 
and manufacturing accounts (inventory, manufacturing and 
cost accounts, partnership, consignments, discounts, valua- 
tion of assets and good will and issuance of capital stock, and 
corporate organizations.) 

Texts: 
(~) Hull, R. S. Casualty insurance accounting. Part  I. 

(38) (In preparation.); (t) Kester, R. B. Ac- 
counting theory and practice. Volume I, Chapters 
I to XXX. (43); (~) .~rcKinsey, J. O. Book- 
keeping and accounting. (46); SUPPLEMENTARY 
READING. (~) I-lodge, A.  C. and J. O. McKinsey. 
Principles of accounting. (35). 
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Section 5. Finite differences. 
Texts: 
(t) Burn, J. and Brown, E. H. Elements of finite differ- 

ences. Chapters I to III, chapter V to Section I01. 
(Second edition, 1915). (7); (t) Forsyth, C. H. 
Introduction to the mathematical analysis of statis- 
tics. Chapters II and III, except Sections 20 and 
21. (25) ; Henry, Alfred. Calculus and probability 
for actuarial students. (34). Chapters II to IX; 
(t) Institute of Actuaries, Great Britain. Text- 
book, Volume II, Second Edition, Chapters XXII  
to XXIV, Section 20, may be read as alternate to 
Burn and Brown. (39). 

Section 6. Differential and integral calculus. 
Texts: 
(t) Granville, W. A. and B. F. Smith. Elements of the 

differential and integral calculus. (28). (For stu- 
dents who have not previously studied any other 
text). Sections 1 to 60, 75 to 77, 87 to 110, 116 to 
127, 147 to 159, 181 to 183, 185 to 197, 204, 208 to 
216, 219 to 221. All theory and problems involving 
trigonometry may be omitted; Thompson, S. P. 
Calculus made easy. (69). (This will serve as 
a review text.) 

Section 7. Probabilities. 
This subject covers the algebraic treatment of probabilities, 

with elementary concepts Of the probability integral. 
Texts: (t) Hall and Knight. Higher algebra. (30). Chap- 

ter XXXII  (except geometrical methods). 
The following selected readings are also recommended. 
(~) Pearl, R. Medical biometry and statistics. Chapter 

XI. (53); Skinner, E. B. Mathematical theory 
of investment. Chapter XV in 1924 edition or 
Chapter XI in 1913 edition. (65); ( t )Henry ,  
Alfred. Calculus and probability for actuarial 
students. Chapter X X I .  (34); Forsyth, C. H. 
An introduction to the mathematical analysis of 
statistics. Chapter V. (25); Rietz, H. L. and 
A. R. Crathorne. College algebra. (59). Chapters 
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on permutations, combinations and probabilities; 
Rietz, Crathorne and Rietz. Mathematics of finance. 
Chapter VII. (58); Wells, IV. College algebra" 
Chapter XXXVII .  (72); Gri, fin, F . L .  An intro- 
duction to mathematical analysis. Chapter XIV. 
(29); Mellor, Y. W. Higher mathematics for stu- 
dents of chemistry and physics, pp. 344-345. (48). 

Section 8. Elements of the theory of life contingencies; life 
annuities; life assurances. 
(t) Dowling, L. Wayland. Mathematics of life insurance. 

(17). Chapters 1 to 6 and 9; Molt, t t .  Life 
assurance primer. Chapters I to VIII  and Chapter 
X. (51); Forsyth, C . H .  Mathematical theory of 
life insurance (Except sections 19 to 23). (26). 

The following may be read as introductions to the preceding 
texts. 

Rietz, Crathorne and Rietz. Mathematics of finance. 
Chapters VIII  and IX. (58); Skinner, E. B. 
Mathematical theory of investment. Chapter XII .  
(65). 

NOTE ON SECTION 8: The student is urged to pay particular 
attention to the subject of life annuities. 
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FELLOWSHIP (Sections 9 to 16) 

(PART I, SECTIONS 9 TO 12; PART II, SECTIONS 13 TO 16) 

SECTIONS 9 to 12 comprise the first Part of Fellowship subjects 
and SECTIONS 13 to 16 the second Part. 

Section 9. Policy .forms and underwriting practice in casualty 
insurance. 

The student should be thoroughly familiar with the policy 
forms and rate manuals in use in the several divisions of casu- 
alty insurance. The analysis of the policy contract and the 
study of the descriptive matter  and rate tables of the manuals 
will give the student a sound understanding of the various 
kinds of insurance. The following items require particular 
attention: 

A. The Insuring Clauses of the Contract: (a) subject mat- 
ter of the insurance; (b) the contingency insured 
against; (c) service in investigations and settle- 
ments; (d) defense of suits; (e) payment of ex- 
penses; (f) exceptions as to coverage; (g) period of 
insurance; (h) conditions relieving insurer of 
liability. 

B. The Premium: ( a )un i t  on which computed; (b) 
when payable; (c) methods of adjustment when 
policy is cancelled by insurer or assured. 

C. General Provisions: (a) inspection of premises or 
subject of the insurance by the insurer; (b) inspec- 
tion of the assured's books; (c) notice of loss; (d) 
subrogation. 
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Texts: 
(t) Blanchard, R .H.  Liability and compensation insurance. 

(4); (t) Downey, E . H .  Workmen's compensation 
insurance. (18); Dunham, H. P. Business of 
insurance. (20) Chapter LXIII ;  Hord, E. F. 
History and organization of automobile insurance. 
Maryland Casualty Co., Baltimore, 1919; (t) In- 
surance Society of New York, Lectures on insur- 
ance; Junior, Intermediate and Senior Courses. 
(1921-1925.) Weekly Underwriter, 80 Maiden Lane 
N. Y. City, $1.00 each; Insurance Society of New 
York. Lectures on automobile insurance. Pub- 
lished by the Society, New York, 1924.; Insurance 
Library Association of Boston. Lectures on casualty 
insurance. 1922. (40); Lunt, F.. C. Surety bonds. 
(44).; (~) Michelbacher, G. F. and Nial, T. M. Work- 
men's compensationinsurance. (49); (~)Riegel R. and 
Loman, H. J. Insurance principles and practices. 
(57). Chapters XI, XII, XX, XXI, XXII,  XXIII ;  
Ryder, Ambrose. Automobile insurance. (62) ; 
Towner, R . H .  Premiums and rates (fidelity and 
surety). 1925. Also, Scientific basis of fidelity 
and surety rates, 1924. Towner Rating Bureau, 
New York. 

Readings in Periodical Literature: 

Blanchard, R. H. and G. D. Moore. Corporate bonding 
Proc. VII, 23; Federal Reserve Board. Federal 
Reserve Bulletin, Final edition. Credit insurance. 
June, 1922. Page 667. Washington, D. C. ; Fitch, 
F . M .  Some distinctive features of steam boiler 
underwriting and their bearing upon the formulation 
of premium rates. PROC. II, 407; Garrison, F. S. 
Plate glass insurance. PROC. XI, p. 200; Hobbs, 
C.W. Insurance coverages as affected by the charter 
powers of insurance companies (a paper before the 
National Convention of Insurance Commissioners, 
August 1, 1923) ; Laird, ]. M. Non-cancellable acci- 
dent and health insurance underwriting problems. 
PRoc. VII, 302; Michelbacher, G. F. Manufac- 
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turers' and contractors' public liability insurance. 
PRoc. IV, 89 and Casualty insurance for automobile 
owners. PROC. V, 213; Michelbacher, G. F. and L. 
H. Cart. Burglary, theft and robbery insurance. 
PROC. XI, 33; Pinney, S.D. Miscellaneous property 
damage insurance. PROC. X, 33; Stellwagen, H. P. 
Automobile rate making. PRoc. XI, 276. 

Section 10. Investments of insurance companies, with special 
emphasis upon the investment principles and practice of 
casualty and allied lines of insurance. 

Preparation in introductory economics and in the principles 
of investment banking is presupposed. References are given, 
however, in the prerequisite subjects for the guidance of 
students through this preparatory work. 

Introductory economics. 

(~) Taussig, F. W. Principles of economics. (68); or 
Ely, Richard 7". Outlines of economics. (22). 

Investments. 

(t) Zartman, L. F. Investments of life insurance com- 
panies. (77); Chamberlain, L. Principles of bond 
investment. (9); Conant, C. A. Principles of 
money and banking. (13); Dewey, D. R., and 
Shugrue, M. Banking and credit. (16); Jordan, 
D . F .  Investments. (41); Withers, Hartley. The 
meaning of money. (74); Dunbar, C. F. Theory 
and history of banking. (19) ; Rose, D .H.  Invest- 
ments of insurance companies with special reference 
to modern developments. Transactions, Inter- 
national Congress of Actuaries, Vol. I, p. 403. 

The student will be expected to show familiarity with 
current investment practices of casualty companies, including 
the law governing such investments. 
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Section 11. Insurance law and legislation, including supervision, 
regulation and taxation of casualty and allied branches of 
insurance and the more important statutes of the United 
States (and Canada, for Canadian candidates) relating to 
casualty insurance. 

A. Introduction to the law; commercial law. 
This subject covers the instruction usually given in under- 

graduate courses on business or commercial law. The student 
will be expected to have an understanding of the basic princi- 
ples of the law. 

Q) Clayton, Byron. Introduction to the law for insurance 
students. Vol. I of the texts on insurance law being 
prepared for the Society under supervision of Mr. 
William Brosmith. (10); Q) Bacon, C.F. Read- 
ings in contracts (principles and cases) ; agency and 
sales; negotiable instruments; bankruptcy. (1); 
Stone, H. F. Law and its administration. (67); 
Pound, Roscoe. Jurisprudence. (55). 

B. General Insurance Law. 
Vance, W.R.  Handbook of the law of insurance (70), 

or Richards, G. Treatise on the law of insurance. 
Also Richards', Cases on the law in insurance. (56). 

C. Casualty Insurance Law. 
Brosmith, William and associates. Casualty insurance 

law. Vols. II  et seg. (6). (In preparation). 

D. Accident and Employers' Liability Insurance Law. 
Fuller, H .B .  Law of accident and employers' liability 

insurance. (27). 

E. Current Decisions. 
See Legal Notes in the Proceedings of the Casualty Actuarial 

Society also in the Transactions of the Actuarial Society of 
America. I t  is hardly necessary to go back more than three 
years in examining these notes. See also the Insurance Law 
Journal, published by The Insurance Law Journal Co., 27 
Cedar Street, New York City. 

F. Workmen's Compensation Insurance Law. 
Bradbury, H . B .  Worlcmen's compensation and state 

insurance law. (5); or Bradbury's Worlmaen's 
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compensation law, 3rd edition, 1917, 5(a); or 
Honnold, A. B. Treat ise  on the American and 
English workrnen's compensation laws. (36) ; Work- 
men's Compensation Publicity Bureau, 80 Maiden 
Lane, N. Y. City. Digest of Workmen's Compensa- 
tion Laws, 9th edition, 1925. 

G. Current Decisions on Workmen's Compensation. 
Reported decisions of administrative commissions, partic- 

ularly those of Massachusetts, New York, Connecticut and 
California. These decisions are generally reported in some 
official publication, such as the Bulletin of the New York State 
Industrial Commission or the Monthly Review of the United 
States Bureau of Labor Statistics. 

H. Statute Law Governing Insurance Companies. 
The student can generally obtain from the insurance depart- 

ments of the several states, a pamphlet reprint of the insurance 
law, and he should be familiar with the laws relating to casualty 
companies. In some states, as in New York for example, the 
law cannot be obtained in this way but  must be found in a 
publication such as: Baldwin, W.E .  New York insurance 
law (annotated) (2). Cooley, R. W. Briefs on the law of in- 
surance. (14); Hobbs, C.W. State regulation of insurance 
rates, PROC. XI, 218. 

Section 12. Economics of insurance. 
This subject includes the theory of risk, and the theory and 

practice of social insurance. 
Preparation in introductory economies is pre-supposed. 

See Section 10, Fellowship syllabus, "Investments of insurance 
companies." 

Text~: 
(t) Willat, A . H .  Economic theory of risk and insurance. 

Chapters 1 and 7. (73;) Hardy, C.O. Risk and 
risk-bearing. (32) ; Fisher, Irving. Nature of capital 
and income. Chapter XVI. (24) ; (t) Zartman, L. 
and W. H. Price. Yale Readings in Insurance- 
Personal insurance. Chapters I, II, III, IV. (78) ; 
Huebner, S .S .  Property insurance. (37). Chap- 
ter I. Although concerned with fire insurance, the 
ideas in this chapter are applicable to other forms 
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of insurance; Seager, H. R. Social insurance. 
(64); Rubinow, I. M. Social insurance. (60). 
Standards of health insurance. (61); Cohen, f .  L. 
Social insurance unified and other essays (including 
mothers' pensions). (11). Insurance against un- 
employment. (12) ; Beveridge, W . H .  Unemploy- 
ment. (3) ; Craig, J .D.  Unemployment insurance. 
Transactions of the Actuarial Society of America V. 
24, pt. 1, 1923, p. 168; Halsey, O.S .  Unemploy- 
ment insurance. (31); International Labour O~ce, 
League of Nations, Geneva. Sickness insurance, 
(Series M, No. 4). Unemployment insurance. 
(Series C, No. 10). General problems of Social 
insurance, (Series M. No. 1). Compensation for 
industrial diseases, (Series M. No. 3) ; Compensation 
for industrial diseases, (Series M, No. 2). Work- 
men's compensation legislation in the United States 
(Prepared by R. H. Blanchard). 

The student having access to a good general library should 
consult It. W. Wilson Company's "Index to Periodical Litera- 
ture" and the "Public Affairs Information Service" Bulletin for 
articles on social insurance and allied topics. The publications 
of the American Economic Association, the Association for 
Labor Legislation and the United States Bureau of Labor Statistics 
should be consulted also. 

Section 13. Calculation of premiums and reserves, including 
basis for reserves, for accident, sickness, workmen's compensa- 
tion, pensions, unemployment and other branches of casualty 
(and social) insurance. 
(a) Workmen's Compensation Manual Rates. 

Blanchard, R. H, Liability and compensation insurance. 
(4). Chapters x v I I ,  XVlII  and XXI;  Downey, 
E . H .  Classificatlon of industries for workmen's 
compensation insurance. PROC. II, 10; uses and 
abuses of Schedule Z. PRoc. X, 67; Greene, W. W. 
Compensation rate making problem in the light of 
the 1923-1924 Revision. PROC. X, 163; Hobbs, 
C. W. Permanent ratemaking method adopted 
by the National Council on Compensation Insur- 
ance; Mowbray, A. H. How extensive a payroll 
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(b) 

is necessary to give a dependable pure premium? 
PRoc. I, 24; Actuarial problems of the 1920 
national revision of workmen's compensation in- 
surance rates. PROC. VI, 250; Classification of 
risks as the basis of insurance rate making. PROC. 
VIII, 77; Procedure for making rates for work- 
men's compensation insurance. PROC. IX, 186; 
Legal limits of weekly compensation in their bearing 
on ratemaldng. Pgoc. IX, 208; Michelbacher, 
G.F. Theory of law differentials. PROC. III, 195; 
Technique of ratemaldng as illustrated by the 1920 
national revision of workmen's compensation in- 

surance rates. PROC. VI, 201; Mict, elbacher, 
G. F. and Nial, T. M. Workmen's compensation 
insurance. (49) ; Perkins, S .B.  Some observations 
on the development of manual rates for workmen's 
compensation insurance. PROC. IX, 269; A 
suggested system of standard notation for actuarial 
work in workmen's compensation insurance. PROC. 
VII, 36; Rubinow, I . M .  Scientific methods of 
computing compensation rates. PROC. I, 10; 
Ryan, H . E .  Revision of workmen's compensation 
rates. PROC. III, 175; Wilson, W. N. Perma- 
nent total disability from accidental causes. PRoc. 
IX, 65; Woodward, J. It. Fraternal Sickness 
Insurance, Proceedings of the Fraternal Actuarial 
Association, No. 6, 1923. 

Merit Rating. 
Various: Schedule rating in compensation insurance. 

PROC. I, No. 3. (This whole meeting was devoted 
to a discussion of schedule rating). 

Blanchard, R. H. Liability and compensation insur- 
ance. (4). Chapters X I X  and XX; Downey, F~. H. 
Preliminary test of the coal mine rating schedule 
of the associated companies. PROC. II, 387; 
Some principles of compensation merit rating. 
PROC. III, 26; The industrial compensation rating 
schedule, 1918. PRoc. IV, 325; Hobbs, C. W. 
Experience rating in compensation insurance. (A 
paper read at the 55th Session of the National 
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Convention of Insurance Commissioners, August 
1, 1924) ; Michelbacher, G.F. Practice of experience 
rating. PROC. IV, 293; Mowbray, A . H .  Sched- 
uled experience rating. PROC. III, 14; Perkins, 
S. B. and R. A. Wheeler. 1922 revision of the 
industrial compensation rating schedule. PRQC. 
IX, 11; Senior, Leon S. Experience rating, in 
rein and in personam. PROC. XI, 211; Whitney, 
A. W. Theory of experience rating. PROC. IV, 
274; Study of schedule rating. PRoc. VII, 225; 
Woodward, J . H .  Experience rating of workmen's 
compensation risks. PRoc. II, 356. 

Loss Reserves for Workmen's Compensation. 
Various: Compensation and liability claim reserves. 

PROC. I, No. 2. (An entire meeting was devoted 
to this topic. The several papers should be care- 
fully read); Blanchard, R. H. Liability and com- 
pensation insurance (4). Chapter XXI ;  Fondiller, R. 
Tables for computing present value of death benefits. 
PROC. II, 110; Woodward, J .H.  Premiums and re- 
serves of the Swiss Accident Insurance Institu- 
tion. PRoc. IV, 45; Valuation of benefits to 
widows and children provided by New York work- 
men's compensation law as amended in 1922. 
Transactions of the Actuarial Society of America. 
XXIV, 414; Penman, W., Jr. On the valuation 
of the liabilities of an insurance company under its 
employers' liability contracts. JOURNAL of the 
Institute of Actuaries. XLV, 101. 

For Premiums on Other Casualty Lines. 
Cammack, E. E. Premiums and reserves for non- 

cancellable accident and health insurance. PROC. 
VII, 267; Elderton, W. P. and R. C. Fippard. 
Construction of mortality and sickness tables. 
(21) ; Fallow, E .S .  Accident statistics and reserves. 
Accident and Health Insurance Lectures. Insur- 
ance Institute of Hartford. (23); Hardy, G. F. 
Friendly Societies. JOURNAL of the Institute of 
Actuaries. XXVII,  245; Kirkpatrick, A. L. De- 
velopment of public liability insurance rates for 
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(e) 

automobiles. PROC. VIII, 35; Laird, J. M. 
Non-cancellable accident and health insurance 
underwriting problems. PROC. VII, 302; Parks, 
F. R. Accident and health experience. (52); 
Spurgeon, E .F .  Life contingencies. (66). Chap- 
ters I to IV, VII, IX, XI, XII, XIII, XV; Watson, 
A . W .  Priendly society finance considered in its 
actuarial aspects. (71); Some points of interest in 
the operations of friendly societies. JOURNAL of 
the Institute of Actuaries. XLIV, 168; Woodward, 
J . H .  Industrial retirement systems based on the 
money-purchase principle. PROC. VIII, 13; Craig, 
J . D .  Health insurance from a theoretical and 
practical aspect. Transactions of the Actuarial 
Society of America. XV, 271; King, W. I. Acci- 
dent and health insurance from an actuarial view- 
point. PROC. II, 49. NOTE: The student hav- 
ing access to a file of the Journal of the Institute of 
Actuaries of Great Britain should consult the index 
for recent years for articles on unemployment, 
health and other social insurance statistical and 
rate making practices. 

Pensions. 
Foundation for pension formulae 

Manly, H. W. On staff pension funds. JOURNAL of 
the Institute of Actuaries, XLV, 149; King, G. On 
staff pension funds. JOURNAL of the Institute of 
Actuaries, XXXIX, 129;  M'Lauchlan, J. J. 
Fundamental principles of pension funds. TRANS- 
ACTIONS, Faculty of Actuaries of Scotland, IV, 195. 

Special pension funds 
Buck, George B. Valuation of pension funds, PRoc. 

II, 370; Commission on Pensions, City of New York. 
Reports. Parts I, II and III. (Part I, pp. 1-83; 
part II, pp. 13-31, 41-65, 307-365; part III, pp. 1-23; 
Appendix, pp. 45-54) ; Report on the Police Pension 
Fund of the City of New York, 1913, pp. 149-212; 
Third annual report of Teachers' Retirement Fund 
of the City of New York. pp. 18-55; Meriam, 
Lewis. Principles governing retirement of public 
employees. (47); Rietz, 14_. L. Articles on pension 
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funds. Record of the A merican Institute of A ctuaries. 
III,  33; VIII, 1; X, 1. 

Operation of establishment pension plans 
British Board of Trade. Report of the Committee . 

to inquire into the constitution, rules, administra- 
tion and financial position of the superannuation 
and similar funds of railway companies. (Cd 5349- 
Wyman and Sons, 1910, London); King Edward's 
Hospital Funds for London. Report of the 
Executive Committee on pensions for Hospital 
Officers and Staffs. C. & E. Layton, London, 1919. 
(Spectator Co., N. Y. City). 

Section 15. Advanced problems in casualty (including social) 
insurance statistics. 
This subject includes (A) the planning and use of statistical 

manuals and systems, for the compilation and presentation 
of casualty insurance statistics, for rate-making and adminis- 
trative purposes; (B) the chief characteristics, sources and uses 
of external statistics auxiliary to rate-making and administra- 
tive procedures in casualty (and social) insurance. 

(,4) Internal Statistics of the Casualty and Allied Lines. 
The study of statistical plans in use in connection with 

casualty and related lines is essential. The "Workmen's 
Compensation Statistical Plan" may be obtained from the 
National Council on Compensation Insurance, 151 Fifth Avenue, 
New York City. Plans for several other lines are published 
by the National Bureau of Casualty and SureSy Underwriters, 
120 West 42nd Street, New York City. 

Bureau of Personal Accident and Health Underwriters 
(80 Maiden Lane, New York City). 

(1) Non-cancellable accident and health statistical plan. 
(2) Personal accident and health statistical plan. (Acci- 

dent section). 
(3) Personal accident and health statistical plan. (Health 

section.) ° 
(4) Classification of occupations for accident and health 

experience. 
(5) Combined health experience on commerical policies. 

, Policy year 1921. ($5.00 for non-member companies 
or for additional copy to member companies.) 
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Cammack, E. System of analyzing workmen's compen- 
sation business by means of perforated cards. 
PROC. II, 90; Downey, E . H .  Remarriage experi- 
ence of Pennsylvania compensation insurance car- 
tiers. Policy years 1916-1919. PRoc. VIII, 201; 
Uses and abuses of Schedule Z. Pgoc' X, 67; 
Maddrill, J .D.  Compensation cost of occupational 
disease. PRoc. II, 208; Moore, W.F.  Plate glass 
statistical classification codes and information. 
(80 Maiden Lane, New York City) ; National Bureau 
of Casualty and Surety Underwriters. Burglary 
insurance statistical plan. (120 West 42nd Street, 
New York City); Outwater, O. E. An American 
accident table. P~oc. VII, 57; Yinney, S. V. 
Review of statistical problems of casualty companies. 
PRoc. X, 136. 

(B) External statistics--characteristics, methods and sources 
of value in rate-making and administrative procedure in 
casualty (and social) insurance. 

Persons, W. M. (and others). The problem of business 
forecasting. (54); Whitney, A. W. and O. E. 
Outwater. The past and future of workrnen's 
compensation rate-making. Pgoc. X, 148; Mow- 
bray, A. tI. and Vooght, W. G. Industrial accident 
rates in the business cycle, PRoc. XII; United 
States Bureau of Labor Statistics. Monthly Labor 
Review. (This Bulletin contains current articles 
and digests of statistical investigations into social, 
economic and insurance problems); Methods of 
Procuring and Computing Statistical Information 
of the Bureau of Labor Statistics. Bulletin No. 326. 
Bulletin Series of the United States Bureau of Labor 
Statistics. (Prices and the cost of living; wages and 
hours of labor; employment and unemployment; 
workmen's compensation and laws relating thereto; 
industrial accidents, diseases and injuries; concilia- 
tion and arbitration; labor laws; safety codes. A 
list of such publications may be secured upon appli- 
cation to the Commissioner of Labor Statistics, 
Department of Labor,Washington, D. C.) ;Schmecke- 
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bier, L. F. Statistical work of the United States 
Government. (63); Federal Reserve Board, Wash- 
ington, D. C. Federal Reserve Bulletin. (Contains 
current statistics of interest and value to insurance 
statisticians.) ; District Federal Reserve Banks. 
Monthly bulletins. (The bulletins of the Federal 
Reserve Banks in New York, Boston and Philadel- 
phia may be had upon application to the Federal 
Reserve Agent in each district). 
Cleveland Trust Company, Cleveland, 0. Monthly 
bulletin. (This contains current economic and busi- 
ness statistics, ~4th analysis. Monthly reports of 
other banks of interest to insurance statisticians 
are issued by: National City Bank, N. Y. City; Chase 
National Bank, N. Y. City; First National Bank of 
St. Louis; National Bank of Commerce, N. Y. 
City; Royal Bank of Canada, Montreal, Canada) ; 
Department of Commerce, Washington, D . C .  Sur- 
vey of current business. (Contains an extensive 
collection of current data on insurance and business 
conditions); American Statistical Association, 474 
W. 24th Street, N. Y. City, Journal; and Royal 
Statistical Society, London, England, Journal. These 
publications contain current articles on statistical 
methods and results which are helpful in insurance 
statistical work; Harvard University, Committee on 
Economic Research. Review of Economic Statistics. 
1919 to date, Cambridge, Mass.; State Publications 
on Labor Statistics. The student should have access 
to the "Industrial Bulletin" o£ the New York (State) 
Industrial Commission (Albany); "Labor and In- 
dustry," Pennsylvania Dept. of Labor and Industry 
(Harrisburg) ; "Wisconsin Labor Market," Wisconsin 
Industrial Commission (Madison). National Bureau 
of;Economic Research, 474 W. 24th Street, N. Y. City. 
Current bulletins and reports. 

Section 15. Advanced problems and practical methods of casualty 
insurance accounting, including the preparation of sched- 
ules, exhibits and annual statements. 

This subject includes the treatment of advanced practical 
problems of modern insurance operating accounts. The 
purpose and the technique of the preparation of the annual 
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statement, with accompanying schedules including schedule 
W and the New York Casualty Experience Exhibit, should 
be thoroughly understood. 

Text: 
Hull, R. S. Casualty insurance accounting, Part II. 

(38). (In preparation.) 
Readings: 

Craig, .L D. Allocation of expenses. PROC. X, 9; 
Hull, R .S .  Allocation of administrative expense by 
lines for casualty insurance companies. P~oc. IX, 
38; Scattergood, Claude E. Cost accounting in casu- 
alty insurance. PROC. II, 253; Tarbell, Thomas F. 
Determination of acquisition and field supervision 
cost. PROC. X, 107; Van Tuff, H. O. New 
experience exhibit for casualty insurance companies. 
PROC. X, 17; Wolfe, S. tt .  Theexaminat ion of 
insurance companies. (75). 

The accounting provisions of the liability and compensation 
loss reserve laws in force in New York, Massachusetts, Illinois 
and other States should be carefully examined. The student 
should endeavor to obtain from practical discussion and close 
observation, critical reading and original thinking, a facility 
for the solution of the accounting problems which come to 
the supervisory actuary of a casualty and miscellaneous line 
office. 
Section 16. Advanced problems in underwriting, administrative 

and service elements of casualty (includin'g social) insurance. 
Technical proficiency in these subjects can be developed 

only by direct discussion with competent executives, under- 
writers, engineers and adjustors, and through extensive reading 
of the professional papers read before the several societies of 
supervisory and administrative officials. It  is strongly recom- 
mended that students seek instruction through these means. 
Insurance periodicals, proceedings of conferences and con- 
ventions, technical papers in journals devoted to applied 
economics, featuring the insurance sciences, texts such as 
Dunham's "Business of Insurance" (20), afford sidelights on 
major problems of the casualty insurance business, its adminis- 
tration, and its relation to the public interest. 
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INDEX TO TEXTS FOR READINGS 

(1) Bacon, C. F. 
Readings in: contracts (principles and cases); agency 

and sales; negotiable instruments; bankruptcy. 
New York. New York University Book Store. 
Washington Square East. $6.50 the set. 

t 

(2) Baldwin, W.E.  (ed) 
New York insurance law (annotated) containing all 

amendments to January 1926 with annotations 
from decisions of the courts to March 1925, rulings 
of the attorney general and an appendix contain- 
ing miscellaneous laws relating to insurance and 
a summary of the requirements relating to fees 
and taxes payable by insurance companies of 
New York and other States. New York. Banks 
Law Publishing Co. 1925 ed. 329, 11, 24, 5, 
58, 26, p. $7.50. 

(3~ Beveridge, W. H. 
Unemployment; a problem of industry. 3rd ed. 

New York. Longmans, Green & Co. 1912, 
405 p. $2.80. 

(4) Blanchard, Ralph H. 
Liability and compensation insurance; industrial 

accidents and their prevention; employers liabil- 
ity; workmen's compensation; insurance of em- 
ployers liability. New York. Appleton. 1917, 
394 p. $2.O0. 

(5) Bradbury, Harry B. 
Workmen's compensation and state insurance law. 

2 vols. 2nd ed. New York. Banks Law Publish- 
ing Co. 1914. 2476 p. 

(a) Bradbury's workmen's compensation law. 3rd ed. 
New York. Banks Law Publishing Co. 1917, 
1285 p. $10.00. 

(6) Brosmith, Wm. and associates 
Casualty insurance law and legislation (in preparation). 

(7) Burn, J. and E. H. Brown 
Elements of finite differences. 2nd ed. London, C. 

and E. Layton. (N. Y. Spectator Co.) 1915. 
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(8) Chaddock, R. E. 
Principles and methods of statistics. Boston. Hough- 

ton Mifflin. 1925. 471 p. $3.75. 
(9) Chamberlain, Lawrence 

Principles of bond investment. N.Y.  Holt. 1911,551 
p. $5.00. 

(10) Clayton, Byron 
Introduction to the law for insurance students. Vol. 

I of texts on insurance law being prepared under 
direction of Mr. Win. Brosmith for the Casualty 
Actuarial Society. 

(11) Cohen, J. L. 
Social insurance unified and other essays (including 

mothers' pensions). London, King. 1924, 157p. 5s. 
(12) .Insurance against unemployment with special 

reference to British and American conditions. 
London, King. 1921, 536 p. 

(13) Conant, Charles Arthur 
Principles of money and banking. 2 vols. New York. 

Harper. 1905, $4.00. 
(14) Cooley, Roger William 

Briefs on the law of insurance. 5 vols. St. Paul, 
West Publishing Co. 1905, 4512 p. $42.00. 
Supplement, 2 vols. St. Paul, West Publishing 
Co. 1919, 1874 p. $15.00. 

(15) Crum, W. L. and A. C. Patton 
Economic statistics. Chicago. Shaw. 1925, 493 p. 

$4.00. 
(16) Dewey, Davis R. and M. J. Shugrue 

Banking and credit; a textbook for colleges and schools 
of business administration. New York. Ronald 
Press Co. 1922, 506 p. $3.00. 

(17) Dowling, L. Wayland 
Mathematics of life insurance. 1st ed. (Mod. 

Mathematical texts). New York. McGraw Hill 
1925, 121 p. $1.75. 

(18) Downey, E. H. 
Workmen's compensation. (Social Science text- 

books). New York. Macmillan. 1924, 223 p. 
$2.00. 
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(19) Dunbar, Charles Franklin 
Theory and history of banking, with chapters on 
foreign exchange and central banks by Oliver M. W. 
Sprague; with supplementary chapter presenting the 
record of the Federal Reserve System by Henry Parker 
Willis. 4th ed. New York. Putnam. 1922, 321 p. 
$1.85. 

(20) Dunham, H. P. (Ed.) 
Business of insurance; a text book and reference work 

covering all lines of insurance. 3 vols  N . Y .  
Ronald Press Co. 1912. $10 or $12.50. 

(21) Elderton, W. Palin and R. C. Fippard 
Construction of mortality and sickness tables; a 

primer. 2nd ed. London, Black. 1922, 126 p. 
(N. Y. Macmillan). $.80. 

(22) Ely, Richard T. et al 
Outlines of economics. (Social Science textbooks). 

4th ed. rev. New York. Macmillan. 1923, 
729 p. $3.00. 

(23) Fallow, E. S. 
Accident statistics and reserves. Accident and Health 

insurance lectures. (Insurance Institute of Hart- 
ford Accident and Health Insurance, 1915). 
p. 128-136. 

(24) Fisher, Irving 
Nature of capital and income. New York. Macmil- 

lan. 1923, 427 p. $3.75. 

(25) Forsyth, C. H. 
Introduction to the mathematical analysis of statistics. 

New York. John Wiley & Sons. 1924, 241 p. 
$2.25. 

(26) 

(27) 

Mathematical theory of life insurance. New York. 
John Wiley & Sons. 1924, 74 p. $1.25. 

Fuller, Hubert B. 
Law of accident and employers' liability insurance. 

Kansas City, Mo. Vernon Law Book Co. 
1913, 563 p. $5.00. 
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(28) Granville, W. A. and P. F. Smith 
Elements of the differential and integral calculus. 

rev. ed. Boston, Ginn. 1911, 463 p. $2.50. 
(29) Griffin, P. L. 

Introduction to mathematical analysis. New York. 
Houghton Mifflin Co. 1921, 521 p. $2.75. 

(30) Hall, Harry S. and S. P. Knight 
Higher Algebra. 5th ed. New York, Macmillan. 

1923. 572 p. $2.75. 
(31) Halsey, Olga S. 

Unemployment insurance. Bull. of the Univ. Wis- 
consin, Madison. Nov. 1923, 24 p. $.25. 

(32) Hardy, Charles O. 
Risk and risk-bearing. Chicago, Univ. of Chicago 

Press. 1923, 400 p. $3.50. 
(33) Hart, W. L. 

Mathematics of investment. N . Y .  Heath. 1923, 
220 p. $2.48. 

(34) Henry, Alfred 
Calculus and probability for actuarial students. 

(Institute of Actuaries). London, C. & E. Lay- 
ton. 1922, 152p. (N. Y. Spectator Co.) $5.50. 

(35) Hodge, Albert C. and J. O. McKinsey 
Principles of accounting. Chicago, Univ. of Chicago 

Press. 1920, 389 p. $3.00. 
(36) Honnold, Arthur B. 

Treatise on the American and English workmen's 
compensation laws as interpreted by the courts 
and tribunals vested with the power of adminis- 
tering and enforcing same. 2 vols. Kansas City, 
Mo. Vernon Law Book Co. 1917, $15.00. 

(37) Huebner, Solomon S. 
Property insurance, comprising fire and marine insur- 

ance, automobile insurance, fidelity and surety 
bonding, title insurance, credit insurance and 
miscellaneous forms of property ~nsurance. New 
York. Appleton. 1922, 601 p. $3.00. 

(38) Hull, R. S. 
Casualty insurance accounting (in preparation). 
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(39) Institute of Actuaries. 
Textbook. Vol. II. 2nd ed. N. Y. Spectator Co. 

(40) Insurance Library Association of Boston. 
Lectures on casualty insurance delivered before even- 

ing classes in insurance. Boston, Spectator. 
1922, 200 p. $1.50. 

(41) Jordan, D. F. 
Investments. New York. Prentice-Hall. 1921, 423 

p. $3.00. 
(42) Karsten, Karl G. 

Charts and graphs; an introduction to graphic methods 
in the control and analysis of statistics. New 
York, Prentice-Hall. 1923, 724 p. $6.00. 

(43) Kester, Roy Bernard 
Accounting theory and practice. 
Vol. 1, 2nd ed. New York, Ronald Press Co. 1922, 

625 p. $3.00. 
(44) Lunt, Edward Clark 

Surety bonds; nature, function, underwriting require- 
ments. New York. Ronald Press. 1922, 370 
p. $2.50. 

(45) Mackenzie, M. A. 
Interest and bond values. 3rd ed. revised and enlarged 

Toronto, Univ. of Toronto. 1922, 120 p. $2.00. 
(46) McKinsey, James Oscar 

Bookkeeping and accounting. Cincinnati, South- 
western Publishing Co. 1920, 512 p. $2.50. 
1921, Vol. 2. 505-1084 p. $2.50. 

(47) Meriam, Lewis 
Principles governing retirement of public employees. 

Baltimore, Johns Hopkins. 1918, 476 p. $3.00. 

(48) Mellor, J. W. 
Higher mathematics for students of chemistry and 

physics with special reference to practical work. 
4th ed. New York, Longmans, Green & Co. 
1922, 641 p. $7.00. 

(49) Michelbacher, G. F. and T. M. Nial 
Workmen's compensation insurance including em- 

ployers' liability insurance. (McGraw Hill in- 
surance series). New York. McGraw Hill. 1925, 
503 p. $4.00. 
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(50) Mills, P. C. 
Statistical methods applied to economics and business. 

(Am. Business series). New York. HoIt. 1924, 
604 p. $3.60. 

(51) Molt, Henry 
Life assurance primer; a text book dealing with the 

practice and mathematics of life insurance, for 
advanced schools, colleges and universities. 3rd 
ed. rev. and enl. New York. Spectator Co. 
1921, 230 p. $3.00. 

(52) Parks, P. R. 
Accident and health experience; an analysis of the 

experience of the Loyal Protective Insurance Co. 
Boston. New York. Spectator Co. 1911, 14 p. 
$1.00. 

(58) Pearl, Raymond 
Introduction to medical biometry and statistics. 

Philadelphia, Saunders. 1923, 379 p. $5.00. 

(54) Persons, W. M. et al 
The problem of business forecasting; papers presented 

at the 85th Annum Meeting of the American 
Statistical Association (Pollak Foundation for 
~conomic Research No. 6~ . New York, Hough- 
ton Mifflin. 1924, 317 p,. $4.00. 

(55) Pound, Roscoe 
Jurisprudence. New York. Knopf. 1926. $1.25. 

(56) Richards, George 
Treatise on the law of insurance in all its branches 

especially fire, life, accident, marine, title, fidelity, 
credit and employees liability with appendix of 
statutes affecting the insurance contract and a 
collection of forms. 3rd ed. rev. New York. 
Banks Law Publishing Co. 1924, 959 p. $7.50. 

Selections of eases of the law in insurance. 
New York, Banks Law Publishing Co. 1913, 
454 p. $4.50. 

(57) Riegel, Robert and Harry J. Loman 
Insurance principles and practices. New York. Pren- 

tice Hall. 1921, 514 p. $6.00. 
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(58) Rietz, H. L., A. R. Crathorne and J. C. Rietz 
Mathematics of finance. (Am. Mathematical Series)- 

New York. Holt. 1921, 280 p. $3.50. 
(59) Rietz, H. L. and A. R. Crathorne 

College algebra, rev. ed. N . Y .  Holt 1919, 268 
p. $1.60. 

(60) Rubinow, Isaac M. 
Social insurance, with special reference to American 

conditions. New York. Holt. 1913, 525 p. 
$3.00. 

(61) -Standards of health insurance. New York. 
Holt. 1916, 322 p, $1.50. 

(62) Ryder, Ambrose 
Automobile insurance, a description of the various 

forms of coverage, underwriting methods and 
selling plans. New York. Spectator Co. 1924, 
235 p. $3.75. 

(63) Schmeckebier, L. F. 
Statistical work of the National Government. Balti- 

more. Johns Hopkins. 1925, 574 p. $5.00. 
(64) Seager, Henry Rogers 

Social insurance, a program of social reform. New 
York. Macmillan. 1910, 175 p. $1.00. 

(65) Skinner, Ernest Brown 
Mathematical theory of investment. Revised edition. 

Boston, Ginn. 1924, 269 p. $3.40. 
(66) Spurgeon, E. F. 

Life contingencies. Institute of Actuaries. London, 
Layton. 1922, 477 p. (N. Y. Spectator Co.) 
$13.00. 

(67) Stone, H. F. 
Law and its administration. New York. Columbia 

Univ. Press. 1924, 232 p. $2.00. 
(68) Taussig, Frank William 

Principles of economics. 3rd ed. rev. 2 vols. New 
York. Macmillan. 1921, 545 and 576 p. $3.00. 

(69) Thompson, S. P. 
Calculus made easy. 2nd ed. enlarged. New York. 

Macmillan. 1922, 301 p. $1.00. 
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(70) Vance, Win. R. 
Handbook of the law of insurance. New York. 

Spectator. 1904, 683 p. $4.00. 
(71) Watson, Alfred William 

Friendly society finance considered in its actuarial 
aspects--a course of lectures. London. Layton. 
1912, 132 p. 6s. (N. Y. Spectator Co.) $8.00. 

(72) Wells, Webster 
College algebra. New York. Heath and Co. 1890, 
550 p. $2.24. 

(73) Willett, Allen H. 
Economic theory of risk and insurance. New York. 

Longmans, Green & Co. 1901, 142 p. $1.50. 
(74) Withers, Hartley 

The meaning of money. 3rd ed. New York. E .P .  
Dutton Co. 1916, 306 p. $2.50. 

(75) Wolfe, S. H. 
The examination of insurance companies; series of 

talks to the members of his office staff. New 
York. Insurance Press. 1910~ 248 p. $3.00. 

(76) Yule, G. Udny 
An introduction to the theory of statistics. 5th ed. 

enlarged. London. Griffin. 1919, 398 p. $4.25. 
(77) Zartman, L. P. 

Investments of life insurance companies. New York. 
Holt. 1906. $1.25. 

(78) Zartman, L. and W. H. Price 
Yale readings in insurance. Personal insurance. 5th 

edition. New Haven. Yale Univ. Press. 1923 
483 p. $3.50. 
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P R O C E E D I N G S  
MAY 2I,  1926 

ON SOME INSURANCE PROBLEMS INCIDENTAL TO 
COMPULSORY AUTOMOBILE INSURANCE 

PRESIDENTIAL ADDRESS, G. F. MICHELBACHER 

The present agitation for compulsory automobile insurance 
affords many excellent opportunities for acrimonious discussion; 
the subject is "full of dynamite." It  might be considered wise 
under these circumstances to refrain from injecting the topic 
into the deliberations of a society such as this, where interests 
of every description are represented. I recognize this point of 
view and respect it for I feel that  it is not our function to debate 
fundamental issues but rather to permit these questions to be 
decided elsewhere, and to limit our activity to the analysis and 
solution of technical problems which will arise once a definite 
policy has been formulated for our guidance. 

This att i tude may be taken in this particular case for the 
reason that  there is a law actually on the statute books of one 
state and it is possible, therefore, to determine what problems 
such a law presents for consideration by the technicians of the 
business. Reference is made to the situation in the state of 
Massachusetts, where the so-called "Compulsory Automobile 
Liability Security Act," enacted in 1925, will become effective 
January 1, 1927, unless some unexpected legal process inter- 
venes to render it inoperative. I intend to present a synopsis of 
the provisions of this law and, without attempting to say what 
the solution may be, to point out several problems confronting 
the insurance carriers which will operate under it. 

GENERAL PROVISIONS OF THE LAW* 

The purpose of the law is to make certain within reasonable 
limitations that  those who, without fault on their part, suffer 

*Much of the material on this subject was obtained from a pamphlet 
published by the Employers' Liability Assurance Corporation of Boston, 
Massachusetts, entitled "Explanation, Text and Digest of the Massachu- 
setts Compulsory Automobile Liability Security Act (1925, c. 346)." 

2O5 
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because of bodily injuries resulting from the negligent operation 
of motor vehicles by others, will be able to collect damages from 
the negligent parties. I t  does not alter the existing legal re- 
lation of the parties at all; it merely requires each resident of 
Massachusetts who desires to operate a motor vehicle upon the 
highways of the state to demonstrate his ability to respond in 
damages if and when an injured person or his dependents obtain 
a judgment against him. Injured persons and their dependents, 
therefore, stand in exactly the same position as heretofore except 
that  they are given assurance that, if their claims for damages 
are recoverable under the law, they will be able within certain 
limits to realize upon the judgments awarded to them by the 
courts ;t hence the statement that this and similar legislation is 
designed to establish "financial responsibility for automobile 
accidents." 

Motor vehicle owners with few exceptions--the state of Mass- 
achusetts, counties, cities or towns located in the state, cor- 
porations subject to the supervision of the Department of 
Public Utilities, and street railway companies under public 
control--are required to arrange for one of three forms of security 
before they can obtain licenses to operat~ their vehicles in the 
state: 

(1) A "Motor  Vehicle Liability Policy" may be purchased 
from any insurance carrier licensed by the insurance depart- 
ment to transact the business of automobile public liability 
insurance within the state. This is a policy corresponding 
in a general way to the usual automobile public liability policy 
with limits upon the liability of the carrier of $5,000 on account 
of injury to or death of any one person, and subject to this 
limit as respects injury to or death of one person, of $10,000 
on account of any one accident resulting in injury to or death of 
more than one person (hereinafter referred to as limits of 5/10). 
The policy must contain certain provisions specified in the law 
and its form is subject to approval by the Insurance Commis- 
sioner. I t  must cover accidents caused not only by the owner 
of the motor vehicle, but also by any person responsible for 
its operation with the express or implied consent of the owner. 
I t  may not be cancelled by the policyholder unless the motor 

tThis  is t rue in general; however, it is obvious tha t  the law cannot refer 
in any way to injuries inflicted by foreign, unidentified, stolen and un- 
licensed cars. Claimants who are unfortunate enough to sustain such 
injuries will be in no better position under the new law than they are at 
present. 
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vehicle which is covered has been transferred, lost, stolen or 
destroyed, or the policyholder has elected to substitute for it 
as security a deposit of money or securities. If cancellation by 
either policyholder or carrier is to be valid, proper notice 
must be filed with the Registrar of Motor Vehicles. The 
liability of the carrier may not be avoided by the death, in- 
solvency or bankruptcy of the policyholder within the policy 
period; neither is the carrier's responsibility affected by 
statements made by the policyholder or in his behalf, or by 
violation by the policyholder of any of the terms of the policy. 
In short, every precaution is taken to safeguard the claimant's 
rights following the occurance of an accident for which he is 
entitled to collect damages. 

(2) A "Motor Vehicle Liability Bond" may be procured 
fi'om any surety company licensed to transact business in the 
state. This is in the form of a guarantee that the owner's 
obligation (subject, as in the case of the motor vehicle liability 
policy, to limits of 5/10) will be fulfilled within thirty days 
after a judgment is rendered against him. If the owner 
should fail to pay within the specified period, the person en- 
titled to the judgment may bring an action against the surety 
company in the name of the Commonwealth in whose favor 
the bond must be drawn. Here again the law enumerates 
certain provisions similar to those required for motor vehicle 
liability policies, and specifies that the form of the bond must 
be approved by the Insurance Commissioner. 

(3) Five Thousand Dollars ($5,000) in cash or securities 
may be deposited with the Division of Highways in the De- 
partment of Public Works. 

In any case the owner of the motor vehicle will obtain a certif- 
icate indicating the method adopted by him for providing the 
security required by law. He must present this certificate with 
his application for registration to the Registrar of Motor Vehicles. 
It, therefore, becomes an important matter in the average case 
for the motor vehicle owner to be able to secure protection either 
in the form of an insurance policy or a bond, for it is obvious 
that few persons will elect to adopt the third alternative and de- 
posit money or securities. 

The law recognizes the seriousness of this situation by providing 
that the motor vehicle owner who is unable to secure a policy or 
a bond, or whose coverage has been cancelled, may have his 
case considered by a special tribunal called the "Board O f Appeal 
on Motor Vehicle Liability Policies and Bonds," which is to be 
composed of the Insurance Commissioner or his representative, 
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the Registrar of Motor Vehicles or a representative to be desig- 
nated by the Commissioner of Public Works, and an Assistant 
Attorney General, to be designated by the Attorney General. 
This Board has authority either to approve the action of the car- 
rier or to order it to issue a policy or bond, as the case may be. 
Its findings are binding upon both parties unless they take an 
appeal to the courts. 

The cost of policies or bonds is also recognized as important. 
Both in the act itself and in a companion act, the purpose of 
which is "to require insurance companies to file certain data 
with the Commissioner of Insurance," the Insurance Commis- 
sioner is required to undertake grave responsibilities for the ap- 
proval of policy forms and bonds, for the promulgation of various 
underwriting rules and practices, for the determination of classes 
of risks, for the establishment of rates which shall be adequate, 
just, reasonable and non-discriminatory, and for the regulation 
of the remuneration of producers upon the particular business 
to be written under the law. To safeguard both carriers and 
policyholders, the law provides that an appeal may be taken to 
the courts from any order, finding or decision of the Insurance 
Commissioner. 

This law is entirely experimental inasmuch as no other legis- 
lation similar in character or as extensive in scope has yet become 
effective in this country. It, therefore, creates many problems 
for the various parties in interest--motor vehicle owners, claim- 
ants, state authorities and insurance carriers. I t  is to the prob- 
lems peculiar to insurance carriers that  I intend to address 
myself. 

INSURANCE PROBLEMS 

I 

COVERAGE 

The form of policy or bond which meets the exact requirements 
of the law and goes no further will leave the motor vehicle owner 
unprotected against several phases of his potential liability under 
the law of negligence. I t  will offer protection within limits of 
5/10 against liability for personal injury or death arising out of 
accidents which occur upon the public highways of the state of 
Massachusetts and will, therefore, be deficient in the following 
respects: 
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(1) It will not apply while the motor vehicle is being opera- 
ted within the state but off the public highways as, for example, 
upon private property or upon private ways. 

(2) It  will not apply while the motor vehicle is being 
operated outside the state. 

(3) It  will provide coverage for limits of 5/10 only, although 
verdicts exceeding both these limits are possible under the law. 

(4) It will provide coverage only for liability for personal 
injury or death and will not, therefore, touch the motor vehicle 
owner's liability for damage to the property of others. 

Here are numerous coverages which an individual motor ve- 
hicle owner requires if his protection is to be complete. How are 
the carriers to meet this situation ? 

It  seems probable that the motor vehicle liability policy or 
bond will have to be limited in its scope to the coverage specified 
by law, for it is expected that the majority of policyholders will 
demand contracts which provide just what the law prescribes 
and nothing more. Furthermore, the form of the policy or bond 
must be approved by the Insurance Commissioner; it must 
contain several provisions imposing serious responsibilities upon 
the carriers which they may not wish to apply to allied coverages; 
it must be written in accordance with special rules regarding 
underwriting, classification and cancellation; and the price will 
be promulgated by the Insurance Commissioner. Under the 
circumstances an endorsement attached to the motor vehicle 
liability policy or bond may not be practicable either from an 
administrative or from an underwriting point of view. Further- 
more, individual motor vehicle owners may desire some of these 
allied coverages but not others. 

Here is a problem of some importance, for naturally the carriers 
must continue to furnish adequate protection to their clients in 
spite of legislation which introduces new and irrational legal 
distinctions. 

II 

RATE MAKING 

The duties of rate makers are not simple under the most aus- 
picious circumstances. Past experience representing the cost 
of insurance under known conditions is usually available but 
there is always a question as to the fidelity with which these 
conditions will be reproduced during the future period for which 
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rates are intended. Influences may be at work which tend to 
vitiate past experience as a guide for the future. But the cover- 
ages and classifications remain unchanged so that  there is 
reasonable continuity, and it is possible, by observing the ex- 
perience over a long period of years and in diverse situations, to 
anticipate the effect of various factors which are known to react 
upon insurance cost from time to time. Normally, the rate 
maker has evidence of some sort which he may use to supplement 
his judgment. Under the Massachusetts Compulsory Auto- 
mobile Liability Security _Act, however, he has little or nothing 
upon which to base his predictions. 

To be sure, there is a large body of statistical data available 
but this represents the underwriting results experienced by 
insurance carriers under the usual automobile public liability 
.Frotlciesl the coverage of which does not closely correspond to 

~.,@:"{hat specified in the law. Furthermore, there is every reason to 
expect that conditions respecting the occurrence of accidents, 
the adjustment of losses and the administration of the business 
will be radically different under compulsory automobile insurance. 
Rate makers are, therefore, confronted with an extraordinary 
crisis. They are required to produce rates which conform to 
the tests of adequacy, reasonableness, fairness and equity from 
a paucity of facts concerning a situation which is unique in the 
annals of casualty insurance in the world at large. They do not 
have, as in the similar emergency which existed when workmen's 
compensation insurance was introduced in this country, any 
useful data concerning the cost of similar insurance in foreign 
countries. They stand alone with little to rely upon except 
their good common sense. 

These circumstances will inevitably complicate the solution 
of the rate making problem. As is usual where judgment rules 
and facts are not available upon which to settle disputed points, 
there is likely to be difficulty in resolving differences of opinion 
on important questions. Fortunately the Insurance Commis- 
sioner is entrusted with the responsibility of producing rates so 
that there cannot be any extended controversy. But conditions 
are favorable for the exploitation of all manner of queer theories 
concerning rate making. For example: notwithstanding the 
fact that the law specifies that rates must be equitable and non- 
discriminatory, it is proposed to eliminate territorial and class 
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variations in cost so that a low priced private passenger car garaged 
in the rural districts would be charged the same premium as a high 
priced car garaged in Metropolitan Boston; it is argued that  uni- 
versality of insurance will 'materially reduce cost so that rates 
may be fixed at a figure which seems utterly unjustifiable in the 
light of our present knowledge. Other propositions equally 
strange will be offered in large numbers and technicians will be 
at a disadvantage because, without facts bearing on the specific 
matters in controversy, they will have no adequate evidence on 
which to base opposition to these propositions. 

I t  will be interesting five years hence to check up the first set 
of rates promulgated under the Massachusetts Compulsory 
Automobile Liability Security Act in the light of the actual 
experience which will be available at that  time. 

. I I I  

U ~ D E R W R I T I N C  

The function of the automobile underwriter should be to see 
- . ~ h a t  the risks assumed by his carrier are of good moral and phys- 

. ~ , ~ _ a z a r d .  In the accomplishment of this objective he must be 
- reas~. '~ ly  free to decline to insure certain risks, and if such 

risks s h J ~ e v a d e  the bar~er which he maintains, he must have 
considerable: latitude in cancelling them before they have an 
opportunity to draw too largely upon the resources of the carrier. 
The privileges of declination and cancellation of risks are indis- 
pensable to careful underwriting. Both of these privileges are 
seriously restricted under the Massachusetts Compulsory Auto- 
mobile Liability Security Act. 

Motor vehicle owners cannot secure licenses to operate on the 
highways of the state without demonstrating their financial 
responsibility for automobile accidents. As a usual rule this will 
be done by purchasing a motor vehicle liability policy or bond, 
and because one of these instruments is essential if a license is 
to be procured, every motor vehicle owner, irrespective of color, 
race, occupation, age, physical or mental state, or previous con- 
dition of servitude, will demand coverage. The undesirable 
will not take "no" for an answer; in fact, he is not required to do 
so for he may appeal to the Board of Appeal on Motor Vehicle 
Liability Policies and Bonds and force the carrier to justify its 
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refusal to serve him. Similarly, if the carrier inadvertently 
accepts an undesirable risk and subsequently cancels it, its de- 
cision is subject to review by the Board. To be sure, the carrier 
may contest the ruling of the Board by taking its case to the 
courts, but this will involve litigation and expense. At any rate, 
the underwriter is not as untrammeled as he should be. His 
decisions sometimes depend upon intuition and judgment, and 
he may not always be able to justKy them until the adverse 
experience of the risk has been acquired; then it is too late to 
say anything except "I told you so," and that is not a very satis- 
factory explanation of an excessive loss ratio. 

IV 

P S Y C H O L O G I C A L  R E A C T I O N S  

Finally, there are certain problems arising out of the psych- 
ological reactions of two parties in interest: policyholders and 
claimants. 

Every one of the owners of the 750,000 motor vehicles in the 
state is a prospect for an insurance policy or a bond. Today 
not more than one-quarter of these persons have voluntar~!y 
purchased coverage; under the law the remaining three-ol=,~ers 
will be compelled to do so. No matter how cogent t~.~ ~rgument 
in favor of compulsion may be, the fact remains tha t  compulsion 
is obnoxious to the average citizen. He instlnc~ively resents 
force or restraint when his personal freedom is at stake. 

The new law, as does the Federal prohibition amendment, 
classifies as criminal a condition which many people find it diffi- 
cult to consider particularly reprehensible; and because it does 
not affect one class alone but is universal in its application, the 
reaction against it will be extensive in scope and may be violent 
in character. The sentiment thus created will seek opportunity 
for expression; and it may be predicted that it will involve in- 
surance carriers in a difficult predicament. 

Instead of placing the responsibility where it belongs, unin- 
formed persons will be inclined to hold the carriers responsible 
for the law, believing that  they deliberately sought an oppor- 
tunity in this manner to enlarge the scope of their operations. 
These persons will purchase the bare limit of compulsory coverage, 
and then complain when claims are legitimately rejected for lack 
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of coverage. They will grumble at the cost. They will find 
fault with underwriting practices; with what is done and with 
what is left undone. In a word, the carriers will be required to 
bear the brunt of a great deal of irrational and unjustifiable 
criticism, just as they did in the days of employers' liability 
insurance, when they were the victims of circumstances which 
they did not create and which were beyond their control. 

Again it is questionable whether motor vehicle Owners will be 
more or less careful in the operation of their vehicles under the 
new law. What is really needed is some efficient means of pre- 
venting the occurrence of automobile accidents. Whether com- 
pulsory automobile insurance will have this effect remains to be 
seen. It is not unlikely that  the large body of motor vehicle 
o~mers who are compelled to insure for the first time will feel 
that they may take chances heretofore avoided. Nor is there 
any way of judging what the attitude of those who are now in- 
sured will be when they realize that  Tom, Dick and Harry are 
brought into the system and are required to pay no more than 
they pay for coverage. Where careful and careless, efficient 
and inefficient drivers are all placed on an equal footing, there 
may be a tendency for the careful, efficient driver to relax to 
some extent the precautions which he has always observed. If 
these reactions take place, the frequency of automobile accidents 
will increase. 

Under the law it will be generally known that some form of 
security is available every time anyone sustains personal injury 
in an automobile accident. Furthermore, the exact method of 
providing security in each case, together with the name of the 
carrier, if a motor vehicle liability policy or bond is outstanding, 
may be obtained upon inquiry. The result is bound to be an 
increase in the number of claims presented by members of the 
public. Then there is more than a possibility that the number of 
claims arising from accidents to passengers of private passenger 
cars (friends and members of the family) will materially increase. 
Today such claims constitute approximately 2% of the total 
number; under the new law with the conditions which will ob- 
tain, claims from this source will undoubtedly show a substantial 
increase in frequency. It  is likely that all claims will be presented 
with the known limitations of the law in mind and, therefore, 
will uniformly be of substantial amounts. 
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How juries will react to the situation cannot be predicted but 
if experience is any guide it may be taken for granted that their 
attitude will be more liberal than heretofore, with the result 
that  the cost of settlements and verdicts will show a decided 
upward tendency. 

CONCLUSION 

It  may be said that I have taken a pessimistic view of condi- 
tions which will arise under the new law; that I have suggested 
certain problems which either will not present themselves or 
which, if they do occur, will be much less serious than I have 
described them. This may be true but I sincerely believe that 
the problems are inherent in the situation, and that  they will be 
realized. I am confident, however, that insurance carriers will 
not find them insurmountable, and that  they will continue in 
the future as they have in the past to render effective service in 
spite of all the obstacles thrown in their way. In fact, it is 
fortunate under the circumstances that  the technical skill of 
numerous carriers is available for it requires the clash of many 
minds in crises like this to formulate the most efficient system 
for accomplishing the desired result. 
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ACCOUNTING METHODS FOR CASUALTY COMPANIES 
BY USE OF THE HOLLERITH SYSTEM 

BY 

• T H O M A S  P .  T A R B E L L  

The main purpose of this paper is not to give a detailed de- 
scription of the Hollerith system of accounting but rather to 
emphasize certain uses of the system in accounting work which 
are somewhat out of the ordinary or not in general use. 

The system is so well known to all casualty men connected 
with accounting in companies or bureaus that a description of 
its fundamentals is scarcely justified. However, for the benefit 
of those in our membership who may not be familiar with the 
system I will describe briefly some of the more important features. 

BASIC RECORD 

The basic record of any system of Hollerith work is the punch 
card. The standard card is 73/~ inches by 31/~ inches and 
contains forty-five spaces or columns. There are twelve po- 
sitions in each column, the first two being designating or sorting 
positions and the remaining ten adding positions*. For account- 
ing purposes the card is divided into so-called fields. The number 
of fields and the number of columns included in the fields are 
limited only by the physical limitation of the card. As a rule 
cards are designed to meet the particular kind of accounting 
(premiums, losses, etc.) to be provided for. Fields are of two 
distinct kinds, sorting or designating fields and adding or mone- 
tary (amount) fields. I t  is the general practice to use the left 
hand section of the card for the sorting fields and the right hand 
seetion for the adding fields. This arrangement is the most 
convenient as the sorting process precedes the tabulating process 
and it is of advantage to have the sorting fields grouped as much 
as possible. 

The Hollerith card shown on page 216 will serve to illustrate the 
points brought out in the previous paragraph. This card which 
is designated as a "premium analysis" card is used for all ac- 
counting (and certain experience) data in connection with written 

• On one form of tabulating machine all twelve positions can be used as 
adding positions. 
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premiums in case of all lines of insurance written by the .~Etna 
Life Insurance Company ( Accident and Liability Department), 
the .~Etna Casualty and Surety Company and automobile busi- 
ness written by the Automobile Insurance Company. This card 
will be referred to at a further point in the paper. 

The first step in the process of Hollerith accounting is the trans- 
ferring of the necessary data from the source to the Hollerith 
card. The individual Hollerith card when punched may be 
considered as representing or standing in the place of an individ- 
ual entry in an original book of record of the day book or journal 
type, but does not take the place of any accounting record as 
it is not, from a practical standpoint, of a permanent nature. 
The storage requirements necessary to retain cards indefinitely 
would entail too heavy an expense. 

SOURCES OF DATA FOR PUNCHING 

In case of written premium Hollerith accounting the sources 
of the data are applications, renewal receipts, endorsements, 
cancelation and change sheets and miscellaneous or special 
forms. In the JEtna organizations it is the practice to use an 
original form, such as the application, as the basis of transcription 
wherever possible. An intermediate form is necessary for some 
lines such as fidelity and surety and in case of liability and com- 
pensation where several card records are necessary, such as audit, 
inspection, experience, expiration, collection, etc., it is advanta- 
geous to prepare all such cards, and an accounting card for 
transcribing to the Hollerith card, by the so-called "dit to" 
system. It is the practice of some companies to use an inter- 
mediate form exclusively as the source of written premium 
accounting transcription. This system has the advantage of 
releasing applications to the various underwriting departments 
with a minimum of delay but has the disadvantage of the expense 
of pxeparing the intermediate form in case of those lines of busi- 
ness where such form serves no other use than that of supplying 
data for Hollerith work. 

Certain information such as kind of business, agent and state 
must be transcribed through the adoption of codes. As to 
whether or not the particular code numbers should be inserted on 
the form used as a basis for transcribing depends upon the practice 
of individual companies. If a company punches both accounting 
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and experience data on the same card or on separate cards but 
as consecutive operations, there is a certain advantage in having 
all information coded on the form as the punch operator does 
not have to go through the mental process of transferring to 
code or referring to a code in case of doubt as to the correct code 
number. In the 3Etna organization the punching of cards for 
accounting and experience purposes are, with one exception, 
entirely separate and distinct operations and much of the data 
submitted for accounts punching purposes is not complete for 
experience punching purposes. Accordingly we furnish the 
operators with codes for kind of business, agent and state and 
rely upon them to select the proper code numbers. The code 
numbers are quickly memorized and we believe that this plan 
is less expensive than complete coding of data prior to receipt in 
the Hollerith department. I should point out that we have only 
about sixty agencies to consider for accounting purposes. If 
the number of agencies ran into the hundreds, it would be more 
economical to have the agency coded beforehand. 

WRITTEN PREMIUM ACCOUNTING 

]Referring again to the "premium analysis" card illustrated on 
page 216, I will refer briefly to those fields which I believe may 
require some explanation. Before doing so I wish to state that  
I do not put this card forward as a model or worthy of imitation. 
I will state, however, that  in my opinion, it is best suited to our 
own particular methods and requirements. I will refer to the 
fields according to headings: 

Company. As we deal with the accounts of three companies 
it is desirable for us to devote a column to designate the company 
to which the item applies. Where a single Hollerith department 
handles the accounting work of two companies this column can 
be saved by using different colored cards or by using the eleventh 
and twelfth positions (generally known as the "X"  and "Y" 
positions) in the first column of the identification number field. 

Journal. This column is provided to indicate the kind of 
premium transaction for annual statement purposes (written, 
reinsurance, return and not taken), including the identification of 
payroll audit premiums for Schedule P purposes. The abbre- 
viations stand for the following premium transactions: 
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R--Applications, renewal certificates, renewal receipts, and 
first year premiums on three year annual premium 
policies. 

LT--Second and third year premiums on three year annual 
premium policies. 

A--Additional premiums (other than payroll audit). 
B--Payroll audit additional premiums. 
C--Payroll audit refund premiums. 
D--Return premiums (other than payroll audit.) 
E - -No t  taken premiums (flat cancellations). 

Reins W--Writ ten reinsurance ceded. 
Reins C--Canceled reinsurance ceded. 

Kind. This field designates the line of business. 

Identification No. This column requires no comments. I 
wish to say, however, that  policy numbers should be kept down 
to as few digits as possible and the practice of starting a new 
series of policies with 1,000,000, 2,000,000, etc., should be dis- 
couraged. Six columns is a liberal allottment for policy numbers. 
This will take care of policy numbers running to 2,999,999 by 
double punching (~. e., punching two positions in the same column) 
using the X and Y positions in the first column of the field to 
designate the millions. Double punching, however, should be 
avoided wherever possible. 

Number of Policies. This column is for statistical rather than 
accounting purposes and is provided to furnish the number of 
written and not taken risks. 

Expiry. The year and month of expiry are required for 
unearned premium reserve purposes. In case of companies 
computing this reserve on the semi-annual basis only the year of 
expiry is necessary. 

Term. This column also is necessary for unearned premium 
reserve purposes. 

Agent or Company. This field is used to designate the agent 
in case of direct business and the company in case of reinsurance 
assumed or ceded. In case of reinsurance assumed or ceded, 
company is required for state tax return purposes. 

State. This field is required for state tax return purposes. 

Policy Year. This field is used for the purpose of allocating 
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liability and wor "lanen's compensation premiums to Schedule P 
by policy years. 

Class. This is not an accounting field but an experience field 
and is used for recording premiums by classes in case of fidelity 
and surety business. Fidelity and surety experience being on a 
calendar year rather than a policy year basis, we are able, by 
inserting this field, to avoid the necessity of punching an extra 
set of cards for experience purposes. 

Premium. This column requires no comments. 

Amount of Insurance, etc. This column is used for accident 
business and further is necessary in case of our organization 
because of the requirement for showing the amount of automobile 
fire insurance in the fire annual statement blank. 

Return Premiums. The return premium column requires no 
comments. 

Premium Canceled. The canceled premium column is neces- 
sary for unearned premium reserve purposes. 

Year--Month. The year and month is punched out for iden- 
tification of the cards as to year and month which the premiums 
are put through the records. These columns are gang punched. 

I t  will be noted that  the card in question provides for both 
debit and credit premium transactions. Some companies use 
separate cards for debit and credit premiums and, owing to the 
limitation of the card, it is necessary to adopt this procedure 
where a company provides for both accounting and experience 
data on the same card. The advantage of having both debits 
and credits on the same card is that total debits and credits can 
be obtained for a particular tabulation by a single run of cards 
through the tabulating machine, whereas if separate cards are 
used two runs are necessary. 

CHECKING OF CARDS 

The method of checking employed by the 2Etna organization is 
to have two sets of cards punched in different colors by different 
operators and compared individually by matching and holding 
up to the light. Some companies use a verifying machine for 
checking purposes. We have always favored the duplicate 
card system as practically the only additional expense as corn- 
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pared with the verifying system is the cost of the cards and we 
also find considerable use for the duplicate set. 

BALANCING AND CONTROL 

After the duplicate sets of cards have been compared, they are 
run through a tabulating machine and balanced. Under our 
system, two methods of control of premium writings are in use. 
In some cases accounting control figures accompany the data 
submitted for punching while in others the control figures are 
furnished by the Hollerith department. Under both methods 
there is maintained a balance between the Hollerith and account- 
ing departments. In some cases this balance is on a net premium 
(debits less credits) basis and without distinction as to line of 
business. In this connection I wish to emphasize that  in my 
opinion it is of considerable value in the interest of economy to 
provide for a control balance between the accounting and Holle- 
rith departments on the basis of a net total without distinction 
as to lines of business or kind of transaction, any further analysis 
of the net total being furnished by the latter department. This 
rule is followed wherever possible. 

TABULATIONS 

All accounting tabulations of whatever nature are made 
monthly. This is due in part to our practice of preparing rather 
complete monthly statements on the same basis as the annual 
statement. A monthly tabulation also has the advantage of 
overcoming peak loads in the tabulating work which result 
where certain tabulations are made quarterly, semi-annually 
or annually. 

The first tabulation of the written premium cards is by line 
of business, by kind of premium transaction. The cards are 
first sorted by line of business and next by kind of premium 
transaction ("journal"). The journal groupings to produce the 
written premium entries for the general books are as follows: 

Gross premiums written or renewed . . Journals R, LT, 
A and B. 

Return Premiums on policies canceled . Journals C and D. 
Premiums on policies not taken . . . . .  Journal E. 

Reinsurance written is a separate tabulation. 



222 ACCOUNTING METHODS FOR CASUALTY COMPANIES 

While the above journals as grouped represent in theory either 
total debits or total credits, in practice some or all will be made 
up of both debits and credits. This results from restorations 
or reversing entries. For example, if a policy is canceled at 
short rates, which would be a journal D transaction, and is later 
reinstated the second transaction would be a journal D trans- 
action, the premium being entered in the debit premium column. 

From the tabulated results statements are prepared and fur- 
nished to the bookkeeping division and postings are made direct 
from these sheets to the proper accounts in the general ledgers. 
The sheets are bound in loose leaf binders which are designated 
as written premium journals. The control totals previously 
referred to are posted to monthly sheets in a division of the ac- 
counting department and the accumulated totals balanced 
monthly with the Hollerith department totals. 

I have gone somewhat into detail in explaining our method of 
arriving at the premiums written for the general books as I 
believe that  the simplicity of the system warrants my bringing 
it to your attention. It will be noted that under this system 
the Hollerith results control the general books, but that a fur- 
ther control is maintained in the accounting department. 

UNEARNED PREMIUM RESERVE 

For tabulating the unearned premium reserve the cards, which, 
regardless of the last previous tabulation are in order by lines by 
journal groupings are further sorted by term and by year and 
month of expiry, the debit and credit journal groupings being 
preserved. The results are transferred direct from the tabulating 
machine to working reserve sheets, separate sheets being used 
for "written" (debits) and "terminated" (canceled premium 
credits). A copy of the working reserve sheet is shown on page 
225. All items with expirations in the current month or prior 
are grouped and entered on the first line. These, of course, do 
not affect the reserve but are carried to the sheets for balancing 
purposes. The working reserve sheet results are transferred to 
the final reserve sheets and the net amount of premiums in force 
at the end of the month compiled. As the final reserve sheet is 
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The headings of 

0 - -  1 m o n t h  .041667 
1 - -  2 m o n t h s  .125000 
2 - -  3 m o n t h s  .208333 
3 - -  4 mon ths  .291667 
4--- 5 m o n t h s  .375000 
5 - -  6 m o n t h s  .458333 
6--- 7 m o n t h s  .541666 
7--- 8 m o n t h s  .626000 
8--- 9 m o n t h s  .708333 
9 - - 1 0  m o n t h s  .791667 

1 0 - - I 1  m o n t h s  .875000 
11- -12  m o n t h s  .958333 

*A sys tem of ana lyz ing  W o r k m e n ' s  Compensa t ion  
of Perfora ted  cards. Proceedings, Vol. I I ,  page 90.  

Business by Means 

a rather large size sheet it is not illustrated. 
the various columns, however, are as follows: 

Term 
Expiration 
Business in force (beginning of month) 
Business written (during month) 
Business terminated (during month) 
Business in force (end of month). 

By using a perforated sheet and filing in a ring type loose leaf 
binder the part showing the business in force at the end of the 
month is torn off after the reserve is compiled and transferred 
to be used as the business in force at the beginning of the next 
month, thus doing away with the necessity of recopying. 

The gross and reinsurance unearned premium reserves are 
computed separately and the results transferred to summary 
reserve sheets of substantially the same form as the Recapitu- 
lation of Premiums on page 7 of the annual statement blank. 

The unearned premium reserve is computed on the semi- 
monthly basis in case of the business of the ~Etna Life Insurance 
Company (Accident and Liability Department). The method 
used is that described by Mr. E. E. Cammack, Vice President 
and Actuary, iEtna Life Insurance Company, in a *paper pre- 
sented to this society in 1915 and is as Eollows: 

"A movable slip is prepared, as illustrated below, with the 
lines at  the same distance apart as those on the unearned 
premium reserve sheet, with the fractions 1/24, 3/24, 5 / 2 4 . . .  
23/24 entered one below the other, expressed in decimals. 

VALUATION FRACTIONS 
Premiums Expiring in Fraction Unearned 
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"This slip is placed beside a table of premiums upon policies 
in force classified by months of expiration, and the amount of 
premiums for each month is successively multiplied by the 
corresl=onding factor upon the slip by means of any standard 
calculating machine, the product after each multiplication has 
been made not being effaced from the machine. After the last 
multiplication has been made, the total on the face of the ma- 
chine will be the computed amount of unearned premiums. 
Similar slips can be prepared for policies whose terms are 2, 
3, 4, 5 years, etc." 

REINSTATEMENTS 

In discussing the tabulation of written premiums I referred 
briefly to reinstatements. Such items present difficulties from 
the unearned premium reserve standpoint. In our organization 
we handle this in a rather simple manner. Our rule is to disre- 
gard the reserve premium which should theoretically be reinstated 
if the policy expires in the current calendar year. In case of 
items with expirations subsequent to the current calendar year, 
a memorandum or blotter record is kept containing the necessary 
reserve data and the reserve premium to be reinstated. From 
this record a special set of cards are punched up following the 
end of the year. These are tabulated on separate working re- 
serve sheets and incorporated with the balance of the end of the 
year reserve data in the regular reserve sheets. 

The result of the above procedure is a slight understatement of 
the reserve during the year. 

MISCELLANEOUS T~BULATIONS 

Some of the other more or less usual written premium tabula- 
tions are the following: 

(a) Liability and compensation additional and refund 
premittms by policy years. 

(b) Net premiums written by states by kinds of business. 
(c) Premiums written by agencies by lines of business. 

(These tabulations can be made with a scope varying from net 
premiums written to premiums written subdivided into 
gross, return, not taken and net, or in case of Hability and 
compensation, gross, miscellaneous additionals, payroll audit 
additionals, payroll audit refunds, return, not taken and net.) 

(d) Reinsurance premiums written and ceded by states 
by lines of business by reinsuring companies. 

(e) Reinsurance premiums in force by lines of business by 
reinsuring companies. 
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Part II of the New York Casualty Experience Exhibit calls 
for net premiums written on direct business. Home office 
reinsurance assumed presents no difficulty but where a company 
accepts reinsurance through branch offices or general agents, 
and such business is treated as agency business, the ordinary 
Hollerith card providing only a combination agency or company 
field does not meet the situation. I t  is therefore desirable 
to provide, if possible, separate fields for agency and company. 
We meet this situation by punching the agency in the "agent or 
company" field and the reinsured company in the "amount of 
ins." field. 

TABULATION RECORDS 

I have previously stated that all tabulations are made monthly. 
The various tabulations are transcribed monthly to summary 
cards, the postings being made direct from the tabulating machine. 
An illustration of the type of summary card used is given on page 
228. An accumulative total is maintained so that  any desired 
information in connection with our regular tabulations can be 
had at a moment's notice. An alternative method which is 
somewhat less expensive is to draw off the tabulations on the 
printing tabulator and punch master cards to be tabulated semi- 
annually or annually. We believe, however, that  the advantages 
of our present method are worth the slight additional cost. 

ORDER OF TABULATIONS 

The order of tabulations in Hollerith work should be given 
careful consideration. Under an accounting system depending 
upon the Hollerith department for the written premium results, 
the first tabulation must be written premiums by lines by journal 
groupings. Of the remaining tabulations necessary for a monthly 
statement, the next in importance is the unearned premium 
reserve. 

In the 2~tna Life Insurance Company (Accident and Liability 
Department) our major written premium tabulations for com- 
pensation and liability insurance are the following: 

Premiums written. 
Premiums written by agents. 
Premiums written by states. 
Premiums written by policy years. 
Unearned premium reserve. 
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The tabulations are carried out in the order given and a study 
of this order, considering our grouping by journals, will show 
that  the amount of sorting required is reduced to a minimum. 
I might add that  as an extra check on our work the duplicate 
set of cards punched primarily for checking purposes is used for 
the tabulation by agents and the written premium results are 
not released to the bookkeeping division until a balance between 
the two sets is effected. In case of necessity the duplicate set 
could be used for still further tabulations. 

AUTOMOBILE SUSPENSION ENDORSEMENTS 

Before leaving the matter of written premiums and reserves, 
I will refer briefly to our method of handling the accounting in 
connection with automobile suspension endorsements during 
the suspension period. We make no book entries in connection 
with these endorsements but handle the accounting entirely 
through the Hollerith system. A record of all suspensions is 
furnished the Hollerith department as the endorsements are 
received by the underwriting department and a special card is 
punched with such of the usual accounting data as is necessary 
and with the exception that the year and month of suspension are 
punched instead of the year and month of expiration. The 
cards are then sorted by month of suspension and a reserve is 
built up to offset the reserve automatically taken down. For 
example: At the end of January our automobile suspension 
reserve sheets would show suspension premiums in force effective 
in November, December and January. We would compute the 
special reserves as follows: 5/24ths of the November premiums, 
3/24ths of the December premiums and 1/24th of the January pre- 
miums. The premiums referred to are, of course, the annual 
premiums written in the policies. As notices of terrninatioff 
of suspension are received the Hollerith department receives a 
record and withdraws the original card from file. This method 
is extremely simple and avoids the necessity of putting any en- 
tries through the accounting records until the period of suspen- 
sion is completed and the exact credit due the assured determined. 

PAID PREMIUM AND COMMISSION ANALYSIS 

Practically all companies find it desirable to compile a record 
of paid premiums and commissions by agencies. This is also 



Yo I r . l . . . 19 •~5  

/ E T N A  L I F E  I N S U ' R A N C E  C O M P A N Y  
A O D I D E N T  A N D  L I A B I L I T Y  D E P A R T M E N T  

-M 

!! 

1: 

g 

II 

.ii 
!! 
!! 

!! 

II 

, I 
[I 

" i 

li ; I 

MISC.  ADOITIONALS 

3 ~ 3 ~ 5  I 

2 2 ~ 2 9  

I 

I 

:! 

....C,o=ge=sstio~ ........ oepv~,~t 

'146 

3274 

~0~ 

r - 

. . . . . . . . . . . . . . . .  i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

M~$C, 
IS REFUNO PREMIUMS 

4 

? 
2 8 0  

i 

i 

.~  ~-  ~ I~ .7, I~ 

.~o.o PR.=oMs I ,, 
i l  , 2 1 4 ;  
' I 3 ,'=0' 71 I 
! ,  ~ - f 2  /, , 

I 

I 

i 
I 

I i ' 

; ' 
i I 

I 
i 
i 
! i 
i 
i i 

, s  ~"LA T 
• f ' '~ ~ N CELU~T iONS 

, 

!! ! i l l  5 . ~ l g  

I I I I  4 - * e 6  

! l l l l  I ' 
! I l l [ :  

: iiii 
i , , , 1 1  
I I I 1 ' '  

, , ,  I I  
I , 1 1 :  

i i i ; i  
L iii i 
F 
I i i i l ,  

; ii{i~ 
! ] 1 ] 1  
I : : : 1 1  

i " ' [ '  

: : : i i  

L i i i i '  
i J i l l '  
[ ( i l l  

NI :T  GROSS PREMSUMS 

I 4 1  90~9 
~'~ ~1!~ 

/ N ~  o ~ L  

i 

i 

= 

t ~  

;> 

o 

o 

o 
t:J 

© 

O'J 

("1 
0 



ACCOUNTING METHODS FOR CASUALTY COMPANIES 229 

necessary for most companies because of the requirements of the 
New York Casualty Experience Exhibit. Prior to September, 
1923, it was the practice in our organization to spread the paid 
premiums and commissions on the paid premium journals by 
lines of business and to compile the agency results by hand 
methods. At that  time we decided to handle practically all 
paid premium and commission results by the Hollerith system. 
We redesigned the paid premium journals to provide only a single 
column for premiums and a single column for commissions. 
Totals only of premiums and commissions are entered on the 
journals from the recapitulations of the accounts and the ac- 
counts are then sent to the Hollerith department where the 
premiums and commissions are punched out by lines and balanced 
to the daily control sheets accompanying the accounts. At the 
end of each month the premiums and commissions are analyzed 
by lines of business and statements furnished the bookkeeping 
division from which journal entries are prepared closing the 
general premium and commission accounts and setting 
up the premiums and commissions by lines of business for 
posting to the general ledgers. Agency reinsurance assumed is 
reported separately on the account recapitulation and the 
Hollerith department statements selYarate the direct and as- 
sumed business. The cards are then tabulated by agencies 
and posted to cards similar to that  illustrated on page 228. 

A copy of the Hollerith card used for the above analysis is given 
on page 231.  The card is simple and requires no comments. 
I t  will be noted that ample fields have been provided for re- 
cording both agency and reinsured company in case of agency 
reinsurance assumed. 

PREMIUMS IN COURSE OF COLLECTION 

Since September, 1925, the detail of premiums in course of 
collection for casualty business at our New York branch has been 
maintained by means of the Hollerith system. The plan is 
briefly as follows: Duplicate cards are punched from the copy 
of the bill mailed to the broker or agent. These cards are 
checked in the usual manner and balanced to the daily control 
of net writings. One set is used to tabulate the writings for the 
month and make such other tabulations as the branch requires. 
The other set is filed into a perpetual inventory file by brokers. 
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All cards of this set are filed including not takens. Subsequently 
the cards representing the not taken items and the original 
charges therefor are pulled from the file, the debits and credits 
balanced and the cards discarded. Paid items are withdrawn 
from the file and the cards balanced to the daily net cash received 
(the commissions are not punched originally but only as the 
paid items are pulled from the file). The single column paid 
premium and commission journal principle is also in effect at 
the New York branch. At the end of the month the paid pre- 
mium and commission anaIysis is made from the pulled cards. 
Items which are paid for but  have not gone through the writings 
and put into file are taken care of by punching two additional 
cards of different colors and distinct from the colors used in the 
regular punching. One card goes in with the pulled cards to 
balance the paid premiums and commissions and the other is 
placed in a special "paid not charged" file. The regular file is 
gone through periodically with the paid not charged cards and as 
the original charge cards are located they are pulled, matched up 
with the corresponding paid not charged cards, balanced and 
destroyed. 

Partial payments are taken care of by punching two new cards, 
one showing the amount of payment and corresponding com- 
mission which goes in with the regular paid cards and the other 
showing the balance still unpaid which is filed back with the 
outstanding. Both cards are marked "partial payment". The 
original outstanding card is, of course, withdrawn from file. 
This also is marked "partial payment" and filed away in a special 
file for reference purposes should any question arise making it 
necessary to look up the original item. 

This system does away with the keeping of between 7000 and 
8000 individual brokers ledger accounts and, although we have 
not had enough experience as yet under the system to pronounce 
it an unqualified success, the results to date have been satisfac- 
tory. The printing tabulating machine is used extensively in 
this work and in addition to the Hollerith file of outstanding items 
by brokers, a similar file of such items in the form of collection 
slips is maintained. Listings of the individual Hollerith items 
representing brokers accounts are made periodically on the tabu- 
lating printing machine and a reconciliation effected with the 
collection slips. 
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An incidental compilation that we expect to obtain from the 
paid cards for 1926 is the amounts paid brokers as commissions, 
required for income tax purposes. This compilation when made 
by hand is a rather slow, laborious and costly operation. 

A copy of the card used in connection ~dth the above system 
is given on page 233. This requires but little explanation. The 
card is not a complete accounting card as it is not designed to 
produce state results or unearned premium reserve data. The 
journal code is the same as that  used at the home office. The 
first column in the Branch and Broker field designates the local 

• branch, i .e. ,  Brooklyn, 42nd Street or 100 William Street. 
The remaining four columns are used for broker. 

The card could be better arranged. For example, the "credit 
premium" and "debit commission" fields could be interchanged 
to advantage. I t  was not practical to use an ideal arrangement 
when the card was designed for the reason that  an inventory was 
made by the Hollerith system of the premiums in course of 
collection as of August 31, 1925, without any thought of adopting 
the present system. When it was later decided to adopt this 
system it was necessary to design the new card to harmonize with 
the original inventory cards. 

While the above system is a specialized agency accounting 
operation, the writer feels that it can be adapted to fit into the 
conditions of home office premiums in course of collection ac- 
counting and is at the present time making tests at the home 
office with that  end in view. In case of companies punching 
cards in duplicate, as in the case of the il~tna organization, the 
set of cards necessary for keeping up the perpetual inventory is 
automatically provided. 

One of the most difficult features in connection with the opera- 
tion of such a system is the punching up of the original inventory. 

Loss ACCOUNTING 

For Hollerith loss accounting work we use the same card for 
both accounting and experience purposes, except for accident 
and health where for experience work we use the loss cards 
designed by the Committee of Five on Statistics of the Bureau 
of Personal Accident and Health Underwriters. 

A copy of our loss card is given on page 235. The card, so far as 
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accounting data is concerned, is simple and requires very little ex- 
planation. I t  will be noted that  column 1 gives us both the com- 
pany and the annual statement division of losses. The date of ac- 
cident is used for determining the amount of losses paid during the 
current year on losses incurred in previous years for certain lines 
of business in connection with compiling Schedule 0 of the annual 
statement blank. The kind of payment field is for experience 
purposes except column 22, position 4, which covers specific loss 
expense and is used for both accounting and experience purposes. 
The card, in harmony with our other cards, provides for both 
debit and credit payments. This materially facilitates the com- 
putation of the annual statement data. 

In general our methods of checking cards, making tabulations 
and recording tabulations are the same for losses as for premiums. 
Two sets of cards are punched, one serving for accounting work 
and the other for experience work. 

SINGL]g COLUMN Loss JOURNAL 
Prior to January 1, 1926, our loss journals provided two 

columns for each line of business, one for loss and the other for 
expense. The loss journals are maintained in an accounting 
division known as the voucher audit division. Losses are paid 
principally by drafts issued by field adjusters. When a draft 
is issued a carbon copy thereof is mailed to the voucher audit 
division where it is held in file awaiting presentation of the orig- 
inal draft for payment by the bank. As the original drafts are 
presented, the duplicate copies are drawn and a check requisition 
made up listing the draft numbers and amounts. The duplicate 
copies of drafts contain spaces for inserting the necessary Holle- 
rith data for accounting and experience purposes. The voucher 
audit division, under the system in effect prior to January 1, 1926, 
classified the drafts to the best of their ability as respects line of 
business and loss or expense and entered the analysis of each 
check requisition based upon their classification on the loss jour- 
nal. The requisitions, drafts and copies were then forwarded to 
the claim department where the analysis was checked and all 
other accounting and statistical data entered. The requisitions 
and copies of drafts were then forwarded to the Hollerith depart- 
ment for punching and balancing. Under this system many 



~ ~'~ 
$ 

~ • 

_o LOOO oo oo o 
,- 11 1 1  1 1:1 : 1 1,11 

b='d~2 212 2 212 2 2 2i 
I 

'3 3;3 3 3 i 3  3 3 31 
. . . . . . . . . . . . . . .  ,,, . . . . . . . .  

I 
=~.,'a 5 5 i5  5 5i5, 5 5 51 

6 616 6 6}6 6 6 61 
. . . .  n . . . . . . . . .  , . . . . .  

7 7 j 7  7 7 ! 7  7 7 7 1  

I ,, 

9 9 9 9 9 :9  9 9 9~ 

,,,. L' 
~010 
- - ' 4 . .  

1 

2 

3 

4. 

5 

6 

7 

8 

9 

AgL"BCy Stat~ 

)OC O 0  

I 1 1 1 1  

. = 2 2 2 2  

~ 3 3  3 3  

~ 5 E  5 5  

~ ,6~  6 6  

7 7 717 
B~88 
12 14 IS • 

9 9 9 9  

i OW 
C i t y  

~ w  

!oo 
' 1 1  

Pol ic~ |  ~ of 1Pc y ~ e m  
y e a r  i h ~ = ~  

0 010 0 0 0 0 0~0 0 
. . . . .  - -  D . . . . . . . . . . . .  ~ . . . . . .  

1 1 1 1 1 1 ! 1}1 1 

Cred i t  to  
Payl~et~t 

O..o..o.i..o...o. 
1 1 1 1 1  

2 2:2 2 2 2 2 2 2 !2  2 ' 2  2 2 i2  2 

I • : 3 i3  3 3 313 313 3 3 3 3 3 i3  3 3 3 
. . . . . . .  - . . . .  1 . . . . . . . . . . . .  ,. . . . . . . . . . . . . . . . .  : . . . . . .  

4 4  4 4 1 4 4  4 4 4 4{4 4 

5 5 5 515 5 5 5 5 5}5 5 
I 

..6.1.6._.. 
I I 
!~ ~ ~ ~i~  ~ ~ ~ ~ ~!~ 8 

17 1,"71 1~ 2~)|31 22 23 ;~ ?.~ 26',27 

19 9 9 919 9 9 9 9 9 : 9 9  

4 4, 4.~4 4 

5 5 5 i5  5 

6 6 6:=6 6 

8 8 8 i8  8 
2~ 3O 31 :32  33 

9 9 9 :g  9 

A ~ !~.~Jt~l~• 
Sch. C l a ~  Pb, l J . m e o f l ~  

IGur Irc~ |~ e 
B X I ]~ , lud | I I 
C , i r Theft J l ~  

0 0 0 0 0 0 0 010 
. . . . . . . . . . . . .  • " -  " D P E I ~  0 

1 1 1 1 1 1  1 ~ 1 

3 3 3 3 3 3 3 ~ i.3.3J3 
................. i"" lo - 

4.4.4.44. 4.'4 to i 4 4 1 4 r  

lo I 

7 7 7 7 7 7 7 ~ Z==17 7 7[ 

• ~ 8 ~ i ~  ~ 1 ~  
34 35 36 37 3s 39 ~ t 4 3  4 4 | 4 5  

9 9 9 9 9 9 !9  J 19 91g 

>. 

0 

,-.] 

,.~ 

o 
r.~ 

~J 
0 

0 

~z 

t 'O 



236 ACCOUNTING METHODS FOR CASUALTY COMPANIES 

correcting entries were necessary on the loss journals owing to 
errors in posting and more particularly to failure of the voucher 
audit division, because of unfamiliarity with loss technicalities, 
to properly distinguish between loss and loss expense payments 
and resulting in considerable annoyance to all three departments 
interested and a material effort and expense incident to making 
corrections and balancing. Beginning January I, 1926, we 
adopted so-called single column loss journals similar to the paid 
premium journals previously described. The single column is 
headed "Loss and Expense". The procedure followed is substan- 
tially the same as previously except that the voucher audit 
division enters only the total amount of the check requisition 
in the "Loss and Expense" column. The Hollerith department 
balances the cards to the total of each requisition and to the totals 
for the month as shown by the loss journals. After this balance 
is effected the cards are analyzed by lines divided between loss 
and loss expense and statements furnished the voucher audit 
division from which journal entries are prepared closing the 
"Loss and Expense" accounts and setting up loss and expense 
by lines of business. Further statements of losses by annual 
statement divisions are furnished the bookkeeping division for 
general ledger postings. 

The foregoing applies to general casualty lines. In case of 
accident and health the procedure is somewhat different but  the 
same principle is used. In fact a single column loss journal has 
been in use for accident and health business since January 1, 1924, 
and the success of the system for accident and health led to the 
decision to adopt it for the general casualty lines. 

There is one point worth mentioning in connection with this 
subject. At the present time we pay practically all losses, both 
in the field and at the Home Office, including reinsurance losses 
and reinsurance salvage, by draft. This makes fewer entries on 
the loss journal and materially reduces the number of check 
requisitions handled by the Hollerith department. 

GENERAL 

One of the advantages of the Hollerith system is its flexibility, 
as illustrated by the number of different sets of tabulations ec- 
onomically obtained from a single card. One of its greatest 
possibilities which I have attempted to emphasize in this paper 
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is that  of accounting analysis, as a substitute for detailed ac- 
counting by the usual books of account. I t  is not a panacea for 
all accounting troubles. I t  will do most anything accounting- 
wise but not always as satisfactorily or economically as other 
methods. I t  also has its drawbacks, one of which is the impracti- 
cability of starting any tabulating work until a month's cards 
are complete. Where an accounting analysis is demanded at 
an early date after the close of any month and con siderabIe 
sorting and tabulating is necessary, it cannot compete against 
hand methods where postings are made daily and the desired 
results obtained by simply adding certain columns as soon as 
the last item is posted. 

One subject that  I commend to the thought of those interested 
in Hollerith and accounting work is that  of Hollerith analysis of 
expenses; that  is, the use of a single column expense journal along 
the lines of the single column paid premium and loss journals 
described in this paper and the analysis of expense by accounts 
departments, lines of business, etc., through the Hollerith system. 
The greatest difficulty to overcome is that  indicated in the pre- 
ceding paragraph. The writer has given considerable thought 
to this subject and has made tests. The results have not been 
encouraging, but in case of a single company organization, where 
the problem is considerably simpler than in a three company 
organization, the chances of success would seem to be promising. 
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R E T I R E M E N T  S Y S T E M S  FOR P U B L I C  E M P L O Y E E S  
IN N E W  Y O R K  S T A T E  

BY 

RAINARD B. ROBEINS 

Prior to the year  1917, there was no pension plan of importance 
for any  class of public employees in the State  of New York 
which was on a sound financial basis. M a n y  plans were in 
operation and not  a few had come to the point  where it  was 
evident  t ha t  they  would soon have to reorganize or cease to  pay 
re t i rement  benefits. Within a period of four years, four re- 
t i rement  systems were organized, each of which covers larger 
classes of public employees than  had previously been covered and 
each of which, it  is believed, is organized on a sound financial 
basis. 

I t  is the purpose of this paper  to  compare similar provisions of 
these four large ret i rement  systems, to  discuss some of the 
problems which have arisen in the administrat ion of these systems 
and to present  for discussion in the light of the  experience of these 
four systems, the advisabil i ty or inadvisabili ty of certain types of 
provisions in re t i rement  systems for public employees. 

The  names of the re t i rement  systems in question are listed 
below together  with the date of organization of each and the 
number  of members in 1925. Opposite the  name of each 
system is given a let ter  by  which the system will be designated 
in the remainder  of this paper. 

POUR LEADING RETIREMENT SYSTEMS FOR PUBLIC ]~MPLOYEES IN 
NEW YORK STATE 

Name 

Teachers Retirement System of the City 
ofN. Y . . . . . . . . . . . . . . . . . . . . . . . . . .  

N. Y. City Employees Retirement System 
N. Y. State F~mployees Retirement Sys- 

tem . . . . .  . . . . . . . .  . . . . . . . .  . . . . . . . . .  
N. Y. State Teachers Retirement System.. 

N'ttmber 
Year of Letter to 

Members designate 
Organized i in. 1925 [. system 

i 

25,849 ] 
19171920 i 29,928 [ AB 

1921 I 17,402 [ C 
1921 29)057 D 

A word of explanation is in order  regarding the membership 
of these systems. The  membership of system A is properly 
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described by the name of the system. System B does not in- 
clude teachers, policemen, firemen and street cleaners of the 
City of New York; otherwise it includes all but comparatively 
small classes of public employees of the City. System C origi- 
nally included state employees only. By amendment it has 
come to include large groups of employees of cities, counties, 
towns and villages and provision is made whereby a municipality 
whose employees are not now members of, or entitled to mem- 
bership in, a retirement system supported in whole or in part by  
the State or the municipality, may arrange to make its em- 
ployees eligible to membership in system C. System D is open 
to all public school teachers of the State with the exception of 
those in New York City. 

MANAGEMENT 

Systems A and D are managed by retirement boards organized 
for this part'icular purpose. Sys%em B is managed by the 
Board of Estimate and Apportionment of the City of NewYork. 
This board has many duties of an entirely different nature in 
connection with the administration of the government of the 
City of New York. The affairs of the retirement system are apt 
to be only incidental in the voluminous calendar of each meeting 
of the board. System C is managed by the Comptroller of the 
State of New York. Here again the management of the system 
is only incidental among the duties of the responsible head. 
Each of the four systems is by law given the powers and privileges 
of a corporation. None of them is a department or division of 
state or city government. 

BENEFITS AND CONTRIBUTIONS 

Each of these systems provides a superannuation benefit, 
sometimes called a service benefit, and a disability benefit. 
All but  system D provide a death benefit. The superannuation 
benefit is of most importance and will be considered first. Al- 
though this benefit differs in different systems, it is such in each 
that an employee who has from 30 to 35 years of creditable 
service may expect to be able to retire on something near half 
pay. Furthermore, all systems require contributions from 
members and a member who begins his service after the system 
is established and who serves during a period of from 30 to 35 
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years, may expect his contributions to furnish about half of 
his retirement allowance. In each system, deductions from 
salaries of members are accumulated at 4% interest as savings 
accounts and the amount in an individual member's account is 
available in case of his resignation, dismissal or death. 

When an employee is retired for superannuation in any one of 
the four systems, a pension is payable which depends upon the 
number of years of service as a member, the number of years of 
creditable service before the system was organized, and upon the 
salary during the last five or ten years of service. The amount 
of the pension does not depend explicitly upon the age of the 
pensioner. In addition to this pension, the service pensioner 
receives whatever annuity can be purchased with his accumulated 
salary deductions. 

Each of the systems gives credit for service prior to the or- 
ganization of the system. To state in detail just what prior 
service is creditable would not be profitable in this paper. 
With certain important exceptions, creditable service is limited 
to such service as would entitle an employee to membership 
in the system if rendered after the system was organized. 

With minor exceptions, credit for prior service is dependent 
upon continuous membership in the system. In other words, if a 
member with prior service credit discontinues membership in a 
retirement system, as a result of a change of occupation or 
otherwise, and later returns to membership, he is classed as a new 
entrant  and has only the credit available to those who entered 
the service after the system was organized. In this paper, those 
with full prior service credit will be called present employees and 
all others will be called new entrants. 

I t  should be apparent from the foregoing paragraphs that  
the general scheme of the four systems is the same so far as 
service retirement allowances are concerned. Differences will 
now be taken up in the conditions for retirement, in the method 
of determining the pension portion of the retirement allowance 
and in the amount of the contributions of members. I t  should 
be stated at this point that  comparatively minor exceptions to 
general provisions are omitted in this paper and as a result, some 
of the statements, especially with regard to service requirements 
and retirement benefits, may not be strictly true in every 
individual case. 
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System A provides for service retirement upon attainment 
of age 65 or upon the completion of 35 years of service. System 
B has three classes of employees; laborers, mechanics and clerical 
employees. Members of these classes were originally eligible 
for retirement at ages 58, 59 and 60 respectively. By amend- 
ment each of these retirement ages was reduced by five years. 
System C provides retirement at age 60 while system D requires 
35 years of service or the attainment of age 60 with twenty-five 
years of service. 

Originally systems A, B and C required retirement at age 70 
while system D has had no compulsory retirement age. System 
A has retained this requirement; systems B and C have modified 
their requirements so as to permit an employee beyond age 70 
to continue in service under certain conditions which involve 
medical examination of the employee and approval of the im- 
mediate employer. 

In each system, the pension benefit is proportional to the 
average salary for the last five or ten years of service; this is 
called in this paper, the final average salary. In systems A and 
B, the final average salary was originally the average for the last 
ten years; this has been changed in both systems to the average 
for the last five years. In systems C and D, the average has 
always been for the last five years. 

In many respects systems B and C are very much alike. As 
stated above, system B has three classes of employees; the 
statements which follow regarding system B apply to clerical 
employees, i.e., to the class whose members may under the 
amendment retire at age 55. Upon service retirement, systems B 
and C provide a pension of 1/140 of final average salary for each 
year of service since last becoming a member and 2/140 for each 
year of creditable prior service, (i. e., creditable service prior to 
the organization of the system). 

Systems A and D provide a pension of one-quarter of final 
average salary and, to present employees, an additional pension 
of 1/140 of final average salary for each year of creditable prior 
service. 

Each system provides a disability benefit in case medical 
examination discloses that  the employee is sufficiently disabled as 
to be unable to perform his duties. The management of each 
system has discretionary powers of importance regarding such 
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retirements. Each system requires a certain number of years 
service before an ordinary disability benefit is available. 
Systems A and B require ten years service while systems C and D 
require fifteen years. 

Systems B and C provide special disability benefits for dis- 
ability caused by accident sustained in the performance of duty. 
These benefits are quite liberal and are available regardless of the 
period of service. Systems A, B and C provide explicit death 
benefits. In system A, this benefit is available only to those 
eligible for service retirement and is equivalent to the last six 
months salary preceding death. System B provides the same 
benefit but  it is available to all members. System C, by amend- 
ment in 1926, provides one-twelfth of the compensation earnable 
during the twelve months immediately preceding death for each 
year of service, but  not to exceed half of such compensation. 
I t  should be added that accumulated contributions of members 
are returned in case of death, in addition to the benefits described 
above. 

Systems B and C provide special benefits in case of death due 
to accident sustained in the performance of duty, the benefits 
taking the form of payment of accumulated contributions and a 
pension of half of final average salary to designated beneficiaries. 

Options 
Under each of  the four systems, upon retirement for either 

service or disability, the pensioner has the option of choosing, 
instead of the retirement allowance calculated to be paid during 
his lifetime, a smaller allowance to be paid during his lifetime with 
the agreement that  this is to be followed upon his death by 
further regular payments or by a lump sum payment to a 
designated beneficiary. On the basis of mortality tables adopted 
by  the retirement system, the various optional modifications 
available are, of course, actuarially equivalent to the maximum 
retirement allowance at the time of retirement. It  should be 
noted, however, that in every case the member has the right to 
choose an option at the time of retirement. The experience of 
the retirement systems here discussed, during the few years which 
have elapsed since their organization, shows clearly that the 
privilege of choosing options has resulted in selection against 
the systems. Many cases are on record which show the choice 
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of an option because the prospective pensioner felt that  death 
was imminent. In fact, it is clearly established that  in many 
cases, those in charge of the retirement systems have advised 
that  options be chosen in cases where the retiring member seemed 
to have very little chance of living any length of time. 

Selection against the systems is most apt to occur in case of 
retirement for disability. Probably in the majority of cases of 
service retirement, the member is in normal health and if so, the 
choice of an option should not, on the average, place extra 
burdens on the system. In case of disability retirement, on the 
other hand, the member is not in normal health and being thus on 
guard against the possibility of early death, it is probable that  
those who choose options will show heavier mortality than do 
those who might be termed normal disabled lives. 

All four of these systems have had to deal with what have 
come to be known as death-bed retirements with choice of 
options. Systems B, C and D have protected themselves to a 
large extent by provisions of law which enable them to require 
that, in case an option is chosen, the retiring member must live 
thir ty days after application for retirement in order that  the 
payments under the option shall be made. System A has no 
such provision and has paid over a million dollars in optional 
settlements in cases where the retiring members died shortly 
after retiring. 

Discontinuance Benefi~ 

Systems B and C provide retirement benefits for those who 
meet special service requirements and whose services have been 
discontinued through no fault of their own. This includes 
persons who are thrown out of the public service because of 
changes in political control or because the positions which they 
occupy have been discontinued. System C has a particularly 
liberal benefit of this type which may result in pensioning per- 
sons at ages as low as forty years merely because they have lost 
their positions in the public service. There are those who feel 
that  this is a most flagrant perversion of the purposes for which 
retirement systems are organized and that  it shows what dangers 
are involved when a legislative body can change a retirement 
system at will. 
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Accrued Liability 
It  should be clear from the foregoing paragraphs that  the 

basic unit in calculating the employer's liability is a year of 
service. In each system, the employer's liability for service prior 
to membership is thought of as accrued when membership 
begins. I t  is recognized in each case, however, that it is neither 
practicable nor necessary to fund this liability at once and dif- 
ferent plans have been adopted in the different systems to spread 
the burden of building up this fund over a period of years. 

System A requires an annual appropriation of one million 
dollars to support the accrued liability and provides that  in case 
this is insufficient, the remainder needed shall be furnished year 
by year on the cash disbursement plan. System B requires the 
annual appropriation of 6% of the accrued liability as of the date 
when the system began operations. System D collected for the 
support of the accrued liability, 2.5% of the salaries of members 
during the first year of operation and 2.5% of the salaries of all 
eligible teachers whether members or not, for the following four 
years. The law provides that  after the actuarial valuation as of 
July 31, 1925, a contribution rate shall be determined which will 
furnish a contribution equal to 4% of the present value of the 
liability in question at that  time. This rate is to be used there- 
after and since it applies to the salaries of all members, it will 
yield an increasing contribution to support the accrued liability. 
System C uses a method similar to that of system D. 

Although the idea of an accrued liability has been useful in 
impressing upon employers the seriousness of a pension plan, it 
is submitted that this idea has been misleading in many cases. 
Incidentally it has led to the charge that  until this liability is 
funded, a retirement system is insolvent. The process of 
funding, in practically every case introduces elements which are 
obviously arbitrary and which lead to a lack of continuity in the 
contribution rates of employers. If, instead of considering any 
liability as accrued when the system begins, the contribution of 
the employer were calculated for each member as a level premium 
to be paid during the remainder of the period of service before 
eligibility for retirement, we would have the advantages that  no 
liability is hypothecated when the system begins operations and 
that  the employer's contributions change gradually from year to 
year. Under this method there would never be a time to look" 
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forward to when the employer's contribution rate is to be sud- 
denly decreased. The layman does not thoroughly understand 
this matter  but he thinks he sees clearly that  if such a time is 
going to come, as it will under the plans now in use, the con- 
tribution for each year preceding that  time can be shaded by 
extending the period for the heavier contribution or by reducing 
the contribution rate gradually instead of suddenly. 

SOUNDNESS OF FINANCIAL BASIS 

There are two fundamentals which distinguish a retirement 
system which may be said to rest on a sound financial basis: 

1. The prospective income of the system is so determined 
as to be able to support the promised benefits.  

2. The sources of income are reliable. 

Each of the four systems here discussed provides for revision 
of contribution rates in case experience demonstrates that  the 
rates in use are too small or too large. Three of the four systems 
require that  contributions on behalf of the employer shall be 
appropriated by legislative bodies while the fourth takes these 
contributions from the certain taxes collected for school purposes 
before distribution to school districts of the state. Each system 
provides that  the employee's contributions shall operate as a 
savings account so that  no complications are here involved. 
Anyone of these systems can be wrecked by legislation. Three 
of them can be wrecked by failure of legislative bodies to appro- 
priate funds. The likelihood of such action is a matter  of 
opinion but an important element of safety is the power of the 
members over legislative bodies through their votes. On the 
other hand, each of these systems has felt the pressure of efforts 
to liberalize benefits without regard to cost. Furthermore, 
liberalizations which have cost millions of dollars to the employers 
have been made. There is very serious fear on the part of many 
whose interests are completely centered in the welfare and 
permanency of this type of retirement system, that excessive 
liberalizations of benefits may cause the method to fail, through 
refusal or impossibility to appropriate sufficient funds to main- 
tain the systems. 

I t  should be stated that  while this paper was in preparation, 
a legal decision was handed down which will apparently have 
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an important effect upon the operations of system B. Supreme 
Court Justice M. Proskauer handed down a decision to the effect 
that amendments to the law of system B which had been enacted 
by the Municipal Assembly of the City of New York are void. 
The principal amendments in question resulted in lowering the 
retirement age by five years, in making final average salary the 
average of the last five years instead of the last ten years salary 
and in allowing prior service credit regardless of date of joining 
the retirement system in case the member in question has fifteen 
years or more of prior service. I t  will be readily seen that  this is 
a very serious matter to many individuals. A number of retire- 
ment allowances will be discontinued as a result of this decision 
and the status of the corresponding pensioners will be question- 
able. Retirement allowances have been determined recently on 
the basis of salaries for the last five years of service and in those 
cases where a pensioner was eligible to retirement under the law as 
it read before amendment, the final average salary will apparently 
have to be changed with a consequent change in the retirement 
allowances. 

The Court's opinion in this case points out that  the Municipal 
Assembly is specifically prohibited by the Home Rule Law from 
adopting a local law to supersede a state statute if such local 
law "applies to or affects any provision of law relating to the 
property, affairs or government of a county or counties." It  then 
points out that  some of the members of the Retirement System 
are County or State employees paid by the City as agent for the 
County or State. An appeal has been taken from this decision 
to the Appellate Division of the Supreme Court but as yet no 
decision has been rendered by that Court. If, after these adjust- 
ments are made, the decision above mentioned should be reversed, 
the procedure will apparently be changed again in accordance 
with the later decision. 

QUESTIONS SUGGESTED BY THE FOREGOING ANALYSIS 

I t  iS proposed to discuss to some extent a number of questions 
regarding retirement systems for public employees in general, 
the questions being the outgrowth of the experience of the four 
systems described in the earlier part of this paper. I t  is hoped 
that  this may lead to expression of opinion which may be helpful 
in guiding some retirement systems in the future. 
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Benefit3 
What benefits should be provided by retirement systems for 

public employees? 
At a time when retirement systems are rapidly becoming more 

popular, not only for public employees but for industrial employees 
as well, it would probably be useless to discuss the question of 
whether or not any retirement system for public employees is 
justifiable. Assuming that we should have such organizations, 
however, there is a wide difference of opinion as to what benefits 
should be provided. There are those who feel that  the most 
that  should be included is an annuity benefit to superannuated 
employees. Others would include besides the superannuation 
benefit, a benefit for disability not caused by accident in the 
performance of duty, a more liberal disability benefit in case of 
accident, a sickness benefit, a death benefit and an unemployment 
benefit. Furthermore, there is a wide difference of opinion as to 
how large these benefits should be and as to how they should be 
supported. 

None of the financially sound retirement systems for public 
employees in New York State provides a sickness benefit as such. 
However, disability is not sharply defined and considerable dis- 
cretion is exercised in deciding as to disability retirement. Prob- 
ably no system would claim to offer an unemployment benefit but 
the discontinuance benefits of systems B and C might well be 
described as unemployment benefits. 

There has been considerable discussion of the question of 
whether or not a death benefit is appropriate. Opinion on this 
question seems to turn on the purpose for which the retirement 
system is conceived. There is the point of view that  the employer 
has a certain responsibility with respect to the employee which he 
does not have with respect to the dependents of the employee. In 
fact, it is held by some that  the employer is not interested in the 
domestic affairs of the employee; that  any responsibility which the 
employee may undertake regarding others is no affair of the 
employer. This argument is used to support the conclusion that  
a death benefit has no place in a retirement system. 

On the other hand, there is the view that the reason for the 
existence of a retirement system is the benefit to society which is 
involved in its operation; that  a death benefit will frequently 
enable a family to avoid abject poverty and that  society in 
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general will thus avoid the loss consequent upon the ill fortunes of 
some of its members. This is, of course, one of the fundamental 
arguments for life insurance, and death benefits of a retirement 
system may well be considered as group life insurance for the 
employees involved. Possibly the most generally accepted pur- 
pose of a retirement system is to improve the service of the 
employees. From this point of view, it is difficult for some to 
see that  the death benefit is of value. 

I t  is of interest that  only two of the four systems discussed in 
this paper, systems A and B, provided explicit death benefits from 
the beginning and that  system C introduced the death benefit only 
after five years of operation. Yet all of these systems have 
offered options at the time of retirement and these options 
frequently result in death benefits of much larger value than any 
of the explicit death benefits. I t  seems queer that the theoret- 
ical value of a death benefit should be so solemnly questioned 
when considered in connection with retirement systems which 
already allow a broad choice of options upon retirement. I t  is 
true that  the death benefits are available only before retirement, 
while optional benefits are available only after retirement so that  
to some extent they supplement each other. 

Assuming that  death benefits are desirable, question has been 
raised as to whether or not they should be, as they are, in the 
form of lump sum settlements. Only the accidental death bene- 
fits of systems B and C are in the form of annuity payments. 
There is also question as to whether or not optional benefits 
should be available upon retirement. This is questioned es- 
pecially in connection with disability retirements. A strong 
argument for the choice of an option upon retirement is that a 
member can, at that time, make a choice of benefits more suitable 
to his circumstances than could be made earlier. If he has no 
dependents, he will want the maximum annuity for life; if he has 
a wife, he may want the benefit continued in whole or in part 
during the life of his wife after his death. From this point of 
view, permission to choose an option upon retirement is most 
valuable in obtaining the greatest good from a retirement system. 
The point which is overlooked entirely is that permission so to 
choose allows full play to the human tendency to select against 
the retirement system in case of ill health. This shows up 
especially in cases of disability retirement. 
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Probably the most popular optional benefit is the one desig- 
nated as option number one in each of the four systems. I t  
consists of a lump sum payment to a designated beneficiary or to 
the estate, upon the death of the pensioner, of that part of the 
reserve for the retirement allowance at the time of retirement 
which has not been consumed in payments to the pensioner. 
There are those who feel that  this option should not exist while 
others would make it compulsory for all members with depend- 
ents. I t  is not clear that  the beneficiary is helped as much by a 
lump sum settlement as she would be by a continuation of the 
pension payments. I t  is also held that  some of the questionable 
methods which have been employed to obtain the benefits of 
option number one would not be used to get the less alluring but 
possibly more valuable benefits consisting of a continuation of the 
original pension. 

I t  is futile to theorize regarding benefits desirable for retire- 
ment systems without considering the cost. Probably the most 
fundamental difference between the four systems here discussed 
and the systems which preceded them is that  a more serious effort 
has been made in case of each of the four systems to anticipate the 
cost of the benefits promised and to provide income sufficient to 
support these benefits from sources as nearly unquestionable as it 
was possible to devise. There are those in pension circles who 
are anxious regarding the various liberalizations of benefits for 
fear that  the time will come when legislative bodies will fail to 
appropriate the funds necessary to meet the obligations. On the 
other hand, there are those who are interested in liberalizing the 
benefits apparently without regard to the cost, seemingly taking 
the attitude that the sources of public funds are unlimited. 

In this connection, one must not lose sight of the fact that  
practically all public employees have votes in political elections 
and that  their interests affect the votes of many others. This 
fact is reflected in the widespread tendency to attempt to broaden 
the benefits of retirement systems without increasing the contri- 
butions of the employees. 

Flexibility 
Each of the four systems has fixed conditions for retirement. 

With few exceptions a minimum age, usually 60 years, is set 
for superannuation retirement. We frequently hear the opinion 
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expressed that  age 60 is too early for retirement. Yet we all 
recognize that  some employees are superannuated at age 55 
while others are as valuable as ever if not more valuable than 
ever at age 65. None of these systems allows a variation of the 
minimum requirements under any circumstances. 

In each system, disability benefits are available in case the 
applicant has credit for a specific amount of service, either 10 
or 15 years. If 15 years is required, no power exists to allow a 
benefit in case only 14 years credit is available. 

System D will retire an employee of age 60 if he has 25 years 
of service but will not retire an employee of age 69 unless he has 
25 years of service; yet  there is little question that  for the good of 
the service, many of those between ages 60 and 70 with less 
than 25 years service should be retired. At the other extreme, 
35 years of service entitles one to retirement regardless of age. 

System C requires for service retirement that  application 
be made within 15 days after leaving the service; system D 
requires that  the employee shall be a teacher during the year 
preceding application for retirement. Each system is required 
to issue prior service certificates and if these have been in effect 
one year, they can be changed only by discovery by the re- 
tirement system of error or fraud. 

These facts are stated to show a lack of flexibility in the re- 
tirement systems and as a preface to the question as to whether 
or not any more flexibility would be advisable. Should the 
management of a retirement system or a medical board have any 
discretion as to the minimum conditions for either service or 
disability retirement? Should a person who has fulfilled the 
service requirements for retirement be in any danger of losing his 
fight to retire by delaying his application a week or a year or 
should this right be one which he can exercise at any time? 

Should a retirement system make superannuation retirement 
depend upon amount of service as well as age or does this tend to 
counteract the very purpose of the system? I t  is suggested for 
consideration that  a retirement system should not have a service 
requirement for retirement and that the portion of a retirement 
allowance furnished by the employer to new entrants should be 
proportional to the amount of service. This is the plan of 
systems B and C. Where possible, benefits should change 
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gradually with service rather than to change suddenly from zero 
to a substantial amount. 

These are only a few of the many seemingly arbitrary pro- 
visions of the different retirement system laws which cause mueh 
trouble in administration. If fifteen years service is necessary 
for disability retirement, it is only a question of time until the 
case will turn up where fourteen years service is established and 
every effort will be made to find another year, often by "inter- 
pretation" of the law. If the year cannot be found, the disabled 
employee will be kept on the payroll, receiving full pay although 
unable to work, thus practically liberalizing the disability benefit 
by preceding the legal benefit by an indefinite sick leave at full pay. 

Should more than one benefit be available to a member at  a 
given time? For instance if an employee eligible for service 
retirement is suddenly taken ill and the physician says he can 
live only a short time, it may at present be advisable for the 
prospective beneficiary to have computed for comparison the 
disability benefit with choice of option number one, the service 
retirement benefit with choice of option, and the death benefit 
without retirement. Should such a condition exist if it can be 
avoided? 

If application for service or disability retirement must be 
made within a specified time after having left the service, dis- 
tressing cases will immediately turn up where, through ignorance, 
neglect or hope of returning to service, this requirement will not 
have been fulfilled. If disability retirement with choice of option 
gives the possibility of a large benefit upon the death of the 
prospective pensioner, cases will be numerous where questions 
must be settled as to the authenticity of a signature or of a 
"mark" or as to whether or not a specified time elapsed between 
the time of application for disability retirement and the time of 
death of the applicant. 

Apparently many of the difficulties which have developed 
in the operation of these retirement systems are due to the fact 
that  we have not had much experience along this line. The 
solutions of many of these difficulties are not easy and it would 
seem that  these are properly problems for the consideration of 
members of this Society. I t  should be stated that  some of the 
seemingly arbitrary provisions in the laws of the retirement 
systems were put there deliberately for particular purposes; not 
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infrequently, however, they operate otherwise than was ap- 
parently intended. 

In all insurance work, "close cases" are sure to appear but the 
companies have long since learned to write their contracts in 
such a manner as to minimize the possibility of misunderstanding 
and to eliminate as much as possible in the way of arbitrary 
conditions. Doubtless, when we have had experience for three- 
quarters of a century with retirement systems, many of the 
difficulties which we now experience will be ironed out. It  is 
believed that  the members of this Society are by training and 
occupation qualified to make suggestions from which retirement 
systems should be able to profit. 
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THE "PERMANENT"  RATE MAKING METHOD 
ADOPTED BY THE NATIONAL COUNCIL ON 

COMPENSATION INSURANCE 

BY 

WINFIELD W. GREENE AND WILLIAM P. ROEBER 

Compensation insurance has felt for some time the need of 
a reasonably stable rate making plan, Frequent and drastic 
changes in method have lessened the public's confidence in in- 
surance carders, strengthened "sales resistance" to needed rate 
increases, and disturbed company underwriting policy. 

Considering the fact that  the American compensation system 
is still in its teens, it is reasonable to assume that  thus far these 
difficulties have been in the main, unavoidable. However, in 
April, 1925, the National Council after thorough investigation 
adopted an ostensibly permanent rate making plan. 

Unlike the proverbial laws of the Medes and Persians, this plan 
can, be varied, or even changed, for good and sufficient reason duly 
established. The plan was, however, adopted with the intention • 
of departing therefrom only for cause, and the record of the past 
year confirms the good faith of this undertaking. 

HISTORY 

The first American compensation insurance rates, made for 
New Jersey in 1911, were based upon "workmen's collective" ex- 
perience, modified by underwriting judgment. These rates were 
shortly found to be redundant, and material reductions were made. 
Por a time as other states adopted compensation laws their rates 
were established by reference to New Jersey. 

The Massachusetts law (1912) required the insurance com- 
missioner to approve rates as to adequacy and in 1914 the rates 
there were revised in the light of the first actual American 
compensation experience. The premium rates adopted for the 
New York law (1914) were based on the same data, and in the 
first national rate revision (also 1914) the new rates were in 
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all cases based on the  Massachuse t t s  experience modified b y  
*"f iat  law differentials".  

The  ra tes  result ing f rom the 1914 revisions appeared  for the  
major i ty  of s ta tes  to  be more  t han  adequate .  Some reduct ions 
were m a d e  for individual  classifications and i t  was thought  t h a t  
no increase in ra te  levels would be required for a considerable 
t ime.  Bu t  the  experience of the  1916 policies began to look bad,  
and invest igat ion indicated t h a t  the  speeding up of indus t ry  due 
to war  cont rac ts  had increased the accident  rate.  Another  gen- 
eral revision took place in 1917 in which " re la t iv i t ies"  were 
reviewed and ra te  levels substant ia l ly  increased. The  experience 
f rom a n u m b e r  of s ta tes  was combined,  still by  the use of flat law 
differentials, the result  being modified b y  factors  (based largely 
on judgment )  in tended to cover  increasing cost due to "~aging of 
the  ac t " ,  and  " a b n o r m a l  industrial  ac t iv i ty" .  

The  higher ra tes  were hardly  in effect before the  experience 
bet tered.  Policy years  1918 and 1919 were consis tent ly "good 
yea r s "  and  in mos t  s ta tes  the  period 1917 to 1920 was favorable  
throughout .  The  general increase had not  been needed, a t  least  
not  fully, because of mater ia l  wage increases accompanied  
p robab ly  b y  a decline in the  accident  ra te  due to  indus t ry ' s  
having  overcome the  problem of war- t ime organization.  

The  general revision of 1920-21 resulted in subs tant ia l ly  
decreased ra te  levels (based upon policy year  1920 costs), 
and  in mater ia l  changes in relat ivi ty ,  due to new nat ional  ex- 
perience combined b y  par t ia l  experience differentials.~ Once 

*A "flat law differential" is a factor intended to express the ratio of the 
cost of a given compensation law to that of some other compensation law. 
If, for example, in the 1914 revision the "law differential" for a certain state 
was 1.53, the implication was that for a typical array of accidents, the total, 
benefits (including medical and funeral benefits) of the act in question 
were 53°fo greater than those of the Massachusetts act. The weakness of 
the "flat law differential" lies in the fact that there is no such thing as a 
"typical" distribution of accidents according to nature and severity 
because human occupations differ as to the kind of accidents produced and 
no two states have the same "payroll distribution" according to industry. 

~Both American and European experience demonstrates that during the 
first two or three years of any compensation law, employees do not as 
fully avail themselves of compensation benefits as they will later on after 
they have become fully educated as to its possibilities. 

~See foot note page 260. 
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more the rate level changes were made at about the wrong time, 
for the depression of 1921-22 marked the beginning of a period of 
rising compensation costs. 

After the revision of 1920, the Actuarial Committee of the 
National Council on Workmen's Compensation Insurance kept 
in touch with the rate making problem and in 1922 it proposed 
that future rate revisions follow the assumption that compensa- 
tion costs, u~:th due allowance for benefit changes and variation$ 
Sn wage rate, may be regarded as stationary not only from year to 
year, but  also from state to state. The revision of 1923-24 was 
committed to this principle "with reservations". This theory 
was followed in combining and converting experience, but  not 
in fixing rate levels, because even with the wage variable elimin- 
ated changes in compensation cost were too momentous to be 
disregarded. 

In spite of material wage increases, the loss ratio trend (on 
present manual rates and present law) was found for most states 
to be upward through policy years 1921, 1922 and 1923. Some 
felt that  this up-swing was temporary, while others felt it to be a 
reflection of an underlying tendency toward increase which 
practically might be regarded as permanent. Still others felt 
the issue to be obscured by immaturity of available data. It  is 
not surprising that consistency cannot be read into the conclu- 
sions of the 1923-24 revision. 

I t  appears then that each rate revision prior to 1925 followed 
a theory conforming in each case to the view most generally pre- 
vailing at the moment as to probable future conditions. In 
fact, the unrealized ambition to achieve a constant loss ratio has 
been the only consistent element in the situation. 

Realizing the urgency of promptly rechecking the results of the 
1923-24 revision, the Council speeded up the collection of 1924 
Schedule "Z",  and prepared for a general review of rate levels, 
which took place in the fall of 1924. On that occasion the 
paramount importance of a permanent rate making policy was 
stressed and generally admitted. It  was not, however, until 
the following spring, (1925) that the Rates Committee of the 
Council endorsed such a standard plan, after the most intensive 
and extensive examination of compensation rate making prin- 
ciples thus far made. 
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GENERAL CONSIDERATIONS 
It is apparent that for the compensation business the foremost 

present consideration is the adherence to a definite rate making 
policy. 

It is of nearly coordinate importance that this policy meet as 
fully as possible the following requirements: 

1. Equity. Rates should be made according to a plan which 
assures that  in t h e  long run neither employers nor insurance 
companies shall pay more than their fair share of compensation 
cost, i. e., that  for the long run, rates will be both adequate 
and reasonable. 

2. Responsiveness. Rates should be so made that they will be 
consistent with the ]atest available statistical evidence. 

3. Stability. Both absolutely and relatively there should be 
as little yearly variation in class and individual risk rates as 
may be and still serve the major considerations of Equity and 
Responsiveness. 

RATE LEVELS 

The rate level should conform to the loss ratio of some stated 
period. The specific questions to be considered are: 

1. How many years of experience shall be used ? 
2. To what extent shall loss ratio datat  be employed ? 
3. Shall the experience of several years be combined by 

simple addition or shall a "weighted~" formula be 
employed ? 

The formulas which seemed most worthy of consideration are 
as follows: 

1. Five years Schedule "Z" unweighted. 
2. Pive years Schedule "Z" weighted (weights 1, 2, 3, 4, 5 in 

that  order). 
NOTES.~--Loss ratio or "aggregate" data show premiums and losses 

for all kinds of injuries and Ml classifications (industries) combined, 
while Schedule "Z" includes an exhibit, by classification, of payrolls, 
premiums, and losses subdivided into the six (Fatal, Permanent Total, 
Permanent Partial Major,. Permanent Partial Minor, Temporary and 
Medical) loss divisions. A sample of the form employed by the National 
Council in calling for loss ratio data is attached (Exhibit At). 

~By "weighting" we mean assigning progressively more weight to the 
experience of the later years. The weights used in the various tests 
were "1" assigned to the earliest policy year of the experience period, 
"2" to the next, and so on. 
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3. Three  years including one year  of loss rat io data.  
4. F ive  years  including one year  of loss rat io data .  

The  method of fixing ra te  levels should be  determined to 
sat isfy the considerations of equity,  responsiveness and s tabi l i ty ,  
and according to these criteria the four formulas m a y  be ra ted  
as shown in the table  on page 258. 

I f  we could safely assume tha t  there is no persistent  upward  
or downward  t rend in compensat ion costs, the mos t  substant ia l  
advan tages  would be in favor  of the  use of five years  Schedule 
" Z "  unweighted.  Although it is not  generally main ta ined  t h a t  
an upward  t rend can continue indefinitely, i t  is t rue  t h a t  the 
tendency thus  far  has been upward  to  a mater ia l  degree and we 
are not  justified in assuming tha t  in the future  there will not  be 
extended periods when compensat ion costs will be subjected to 
successive changes in the one direction or the  other. Tests  
indicate  t ha t  the accumula ted  underwri t ing loss in the event  
of a p ro t rac ted  upward  t rend or the  accumula ted  underwri t ing 
profit  in the opposite event  would be much less with the three 
year  formula,  using loss rat io  data ,  t han  with the five year  
formula  using Schedule " Z "  only. The  three year  formula  
gives somewhat  less s table ra tes  bu t  equi ty  and responsiveness 
combined outweigh s tabi l i ty  in importance.  

The  five years  Schedule "Z"  weighted and the five years  
including loss ra t io  da t a  are half -way measures  not  wholly satis- 
fac tory  from any  s tandpoint .  

Accordingly the use of three  years  experience including one 
year  of loss rat io  da t a  was adopted  as a s tandard  to be used in 
determining ra te  levels. The  Ra tes  Commi t t ee  approved  the  
use of loss rat io da t a  for the last  year  entering into the de te rmina-  
t ion of the ra te  level with the unders tanding tha t  the  Nat iona l  
Council Staff wherever  possible will use experience brought  down 
to a t  least twenty-seven t  months  and  in no event  less t h a n  
twenty- four  months  developments*.  In  pract ice it is found possible 
in mos t  s ta tes  to wait  for Schedule "Z"  figures on the last year.  

NOTE.--*This means loss ratio data reported as of a date 27 months 
after the inception date of the year of issue in question. For example 
27 months developments on policy year 1923 would be reported as of 
April 1st, 1925. In practice it is not necessary to call for 27 months 
developments on loss ratio data because the annual revision dates have 
been so established that except for a few "July 1st states", for which 
24 months developments are used, it is possible to bring in Schedule 
"Z" on all years. 



Formula 

(1) 5 ,years Schedule 
"Z ' unweighted 

(2) 5 years Schedule 
"Z" weighted 

(3) 3 years with loss 
ratio data 

(4) 5 years with loss 
ratio data 

Equity 

Satisfactory if underlying 
trend of compensation cost is 
neither consistently upward nor 
downward 

Satisfactory if underlying 
trend is horizontal. If consist- 
ently upward or downward 
slightly less unfair than (1) 

If horizontal trend, just as 
satisfactory as either (1) or (2). 
If upward trend much fairer to 
carriers and if downward trend 
much fairer to employers than 
either (1) or (2) 

Responsivene~ 

Unsatisfactory because of 
lag~ 

Unsatisfactory in slightly i 
less degree than (1) and f o r  
same reason 

Much shorter lag hence more 
satisfactory than either (1) 
o r  (2) 

Stability 

Satisfactory 

Somewhat less stable 
than (1) 

Approximately on par with 
(2) 

More satisfactory than 
either (1) or (2) but  less so 
than (3) because of weight 
given older experience 

More unstable than 
either (1) or (2) 

Almost as stable as (I) 
and more stable than 
either (2) or (3) 

NoTE.--tLag as used in this paper means the time elapsing between the expiration date of the last policy issued during 
the experience period and the effective date of the rates based on the experience of that period. 

t~ 

o 

o 

o 
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CLASSIFICATION PURE PREMIUMS 

In fixing the standard for rate levels, it was necessary to choose 
to some extent between equity and responsiveness on the one 
hand, and stability on the other. In selecting a basis for classi- 
fication pure premiums no such dilemma is presented, for the 
only criteria which particularly apply do not conflict. These 
criteria are: 

(1.) Stability as to relativity, and 

(2.) High credibility to class and state experience (recognition 
of the experience of the individual class and state to 
fullest extent possible). 

Both these criteria point to the use of as long a period of 
experience as can be used without justifying the charge of 
"obsolete data",  and unquestionably the general consensus of 
opinion favors five years. 

In order to afford as broad as possible a use of local experience, 
the following principles were adopted: 

1. Any classification in a given state shall be "self-rated'* 
to the extent to which it conforms to the following standards. 

(a) Serioust--expected Iosses~ not less than 25 times the 
average state cost of a serious case 

(b) Non-serioust cxpected losses not less than 300 
times the average state cost of a non-serious case. 

(c) Medicaid---expected losses not less than 80°~ of the 
non-serious standard. 

2. Where the expected losses of a classification in a given 
state do not warrant full "credibility", the local pure premiums 

NoT~s.--tLosses are shown in three divisions as follows: 
(a) Serious---compensation (indemnity) for deaths, permanent total 

disabilities, and major permanent partial  disabilities. 
(b) Non-Serious--compensation (indemnity) for minor permanent 

partial  disabilities and temporary disabilities. 
(c) Medical--cost  of medical and hospital t reatment for all types 

of injuries. 
~Expeeted losses are the losses implied by a given set of payrolls and 

pure premiums (the latest  national pure premiums in this instance). 
Accordingly these expected losses are obtained by applying the latest  
national pure premiums to the respective classification payrolls of the 
state in question. 
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are  " w e i g h t e d "  a g a i n s t  t he  n a t i o n a l  p u r e  p r e m i u m s  in  t h e  
fo l lowing  p r o p o r t i o n s :  

Expected I o s s v s - - p r o p o r t l o n  o f  . Proportion of National self-rating Standard ProDortmn of Local 

.25 
50- -  75% I .50 .50 
25- -  50% } .25 .75 
00 - -  25 ~ .00 1.00 

3. N a t i o n a l  p u r e  p r e m i u m s  a re  to  be  r e v i e w e d  e v e r y  o t h e r  
y e a r  e m p l o y i n g  t h e  five y e a r s '  l a t e s t  S c h e d u l e  "Z "  expe r i ence  
c o m b i n e d  b y  t h e  use  of * "expe r i ence  d i f fe ren t i a l s . "  I n  con junc -  
t i on  wi th  th i s  b i - enn ia l  rev is ion ,  a c o n t i n u o u s  s t u d y  is to  be  
m a d e  of c lass i f ica t ion  w o r d i n g s  a n d  r e l a t i v i t i e s  f rom t h e  eng in -  
ee r ing  s t a n d p o i n t .  

4. I n  t r a n s l a t i n g  the  five m o s t  r ecen t  y e a r s  of S c h e d u l e  Z 
d a t a  u p o n  t h e  bas i s  of t h e  p r e s e n t  l aw a n d  l a t e s t  m e d i c a l  cos t s t ,  
to  t h e  r a t e  level  bas i s  as  a l r e a d y  def ined,  t h e  s a m e  fac to r s  a re  
a p p l i e d  to  al l  c lass i f ica t ions .  Th i s  is jus t i f ied ,  on t h e  g r o u n d  t h a t  

*We have already defined "flat law differential" (see foot-note, page 
254 of this paper). As opposed to "flat" differentials, we have "par t ia l"  
differentials, i. e., differentials applying to certain features of the Work- 
men's Compensation Act. The other major distinction in the matter  of 
differentials is between "theoretical" and "experience" differentials. A theo- 
retical differential reflects a comparison of the benefit scales as written in the 
respective laws without regard to the differences which may exist between 
two states in material and human conditions. The experience differential, 
on the other hand, reflects the result of a comparison of actual costs and in 
the experience differential, therefore, is involved not only differences in 
benefits but also the effect produced by variation between communities 
in such matters as the following : 

A--Racia l  composition of population. 
B--Economic development of the community. 
C- -At t i t ude  of employees and employers towards the compensation law. 
D - - T y p e  of administration and at t i tude of those administering the law. 
~By this is m e a n t -  
(a) Payrolls as reported ; 
(b) Indemnity losses brought to the benefit level of the latest state law; 
(c) Medical losses brought to cost level indicated by the average med- 

ical manual loss ratio under policies issued in the latest year for 
which Schedule "Z" is, a t  the time, available. Because of the 
rapidly increasing medical cost it was felt that  a three year 
basis for medical would produce too great a lag. 
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(a) separate factors for industries or groups of industries cannot 
be determined without the unwarranted exercise of arbitrary 
judgment, and (b) investigation has demonstrated that the "trend" 
of the pure premium for the individual class cannot generally be 
regarded as significant. 

It is the aim of the National Council to review, and propose 
needed changes in, compensation rates in each state annually as 
of a uniform date selected for that state. This practice is in con- 
trast with the former policy of general (countrywide) revisions 
at irregular intervals, and is a most important element in the 
Council's policy. Obviously, in view of changes in statutes 
and in economic conditions, fairness to both employers and car- 
riers can be maintained only by "keeping everlastingly at i t" .  
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APPENDIX 

DETAILS OF PROCEDURE 

To give a better understanding of the methods employed in the 
review of individual Classification experience of a particular 
state, we are outiLuing in detail the various steps involved. In 
order that  the outline may take concrete form, we will make the 
following assumptions*: 

(a) The classification experience to be used will be for 
policy years 1918-1922 inclusive. 

(b) The rates will be keyed to the level of the three policy 
years 1921, 22, 23; 1923 policy year experience being taken 
from loss ratio data. 

The steps in order are as follows: 

1. Calculate expected losses for all classest by applying 
1923 revision national pure premiums on basic level to state pay- 
rolls, 1918-1922 inclusive. 

2. Determine credibility criteria as shown on page 259 para- 
graph I of this paper using local (Schedule "Z" totals are here 
employed) 1918-22 experience on state present law level. Criteria 
in terms of expected losses (see preceding paragraph) are obtained 
by dividing criteria determined on local 1918-22 experience re- 
spectively by the following ratios: 

(a) Serious 
total local actual losses (present law basis) 

total expected losses (determined as in par. i above) 

(b) Non-serious--analogous to serious 
(c) Medical--analogous to serious, except actual is to be 

on 1922 medical manual loss ratio basis. 
3. Allocate (separately for serious, non-serious and medical) 

classes to credibility groups, and sum expected losses by these 
three parts, and the five credibility groups. 

NOTES.--*These assumptions correspond to the situation which 
confronted the Council, say, in June or July, 1925. 

t"All Classes" means all Schedule "Z" classes except Coal Mine, 
Vessel and other Maritime, Chemical and "a" Rated classes; and except 
discontinued classes which cannot properly be assigned to any existing 
class. 
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4. Convert individual classification experience for each year 
to state present law and 1922 medical level. 

5. Sum actual losses on present law level by three parts and 
five credibility groups• 

6. Before determining "formula pure premiums" (i. e., 
"weighted" as between local and national in accordance with 
formulae shown on page 259 paragraph 2 of this paper) it is neces- 
sary that  not only the indicated pure premiums but also the 
national pure premiums reflect the state present law level. The 
basic pure premiums are put on this level by means of "prelimin- 
ary correction factors" determined separately for serious, non- 
serious and medical in each case by the below procedure: 

Let A = Actual Losses on state present law level 
E = Expected Losses (national class pure premiums on 

basic level X local payroll) 
and C = Preliminary correction factor 

Y. (.25 A~ + .50As + .75A, + As) 
C = 

2:( .25 E2 ~- .50 E3 "~- .75 •4 "]- ES) 

Subscripts: 
(I. Would refer to group with 1.00 
2. Refers to group with 
3 .  ~ ~ G G 

4. " " " " 
5 .  et ee ee g 

Proof = 

Let A '  -- Adjusted losses (i. ¢., 

local credibility 
• 7 5  ~ 

• 5 0  " 

• 2 5  " 

. 0 0  " " ) 

mined above X preliminary correction factor). 
Z A '  = Z (1.00AI + •00 C . E ,  

• 7 5  A ~ + . 2 5  C .  E l  

.50 As + .50 C . E ~  

. 25A,  -I- .75 C . E 4  

.00As + 1.00 C.E~  
o r ~ A '  = 2:A - Z (.25A~ + .50A~ + .75A,  + A6) 

+ C 2 :  ( . 2 5 E ~ + . 5 0 E a + . 7 5 E , + E 6 )  
Substituting for 6", we find that  2: A '  - • A 

7. Apply the preliminary correction factors determined as 
above to the national pure premiums on basic level. 

expected losses as deter- 
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8. Determine formula pure premiums for all classes giving 
proper weight to local and national experience in accordance with 
the formula shown in paragraph 2, page 0. (For classes having 
no local credibility, the formula pure premiums will be obviously 
the basic pure premiums modified by the preliminary correction 
factors.) 

9. Apply formula pure premium by three parts to 1922 
policy year payrolls keeping classes having local credibility 
separate from classes having no local credibility. 

10. Apply present manual rates to 1922 policy year payrolls 
keeping groups separate as in (9). 

11. Determine 1921-2-3 loss ratio bas.ed on present manual 
rates, present law and 1922 medical cost. Compare such loss 
ratio with permissible and apply indicated increase or decrease 
to premiums at present manual rates (based on 1922 payrolls 
as determined in (10) above) to obtain "required premiums". 

12. By the use of the following formula determine "final cor- 
rection factor" which when applied to the formuIa pure premiums 
("serious" and "non-serious" only)t will reproduce the required 
increase or decrease in rates. 

Z (1922 Payrolls~ X Present Manual Rates) 

1921-2-3-Loss Ratio 
X 

Permissible L.R. 

( {[ , = ~ 1922 Payrolls X Formula Medical P. P.'s X I - E  

1 ] }) 
+ Formula Indemnity P. P.'s. X i _---Z- ~ X C -{- .01 

NOTE.--tThe "final correction" applies to indemnity only, medical 
having already been keyed to the latest available policy year medical 
manual loss ratio. 

NoTE.--~In determining the final correction factor and in the "balancing 
o u t "  process policy year  1922 payrolls  are used. Loss ra t io  da t a  is no t  
repor ted  by  classification and  accordingly  i t  is impossible  to  employ the  
payrol ls  of t he  th ree  policy years  en ter ing  in to  the  ra te  level calculat ion.  
Accordingly  the  middle  year,  1922 in th i s  case, is a ssumed to  represent  
the  average  payrol l  d i s t r ibu t ion  of the  th ree  years  en te r ing  in to  the  ra te  
level calculat ion.  In  pract ice ,  i t  is possible in mos t  s t a t e s  to br ing  in 
Schedule " Z "  on the  las t  yea r  in which case the  payrol ls  of the  three  ra te  
level years  are used ins tead  of the  one. 
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Where C = Final Correction Factor 
and E = Expense Loading 

13. In order that the "indicated" and "national'" as well 
as the formula pure premiums might be exhibited on the rate level 
basis the final correction factor (determined as in (12) above) is 
applied to 

(a) Indicated, 
(b) National, and 
(c) Formula Pure Premiums on present law level 

14. Compute present rate pure premiums as equal to the 
existing manual rate less catastrophe and expense loadings, split 
in three parts. 

15. The form shown herewith (Exhibit B) is used in exhibit- 
ing the experience for pure premium selection. 



EXHIBIT "A" 

NATIONAL COUNCIL ON COMPENSATION INSURANCE 
January, 1925 Call for Loss Ratio Experience 

.Company State of 

Y ~  
c4 

14BT P ~ S  WP, ITrlvH A ~  LOS8/~ PAID TO DEC~MBE~t 81st OP 

Z m  Igg! 11~18 
o1 

De~'~mb~ 81, 1~4 

1 0 3 0  

, I TOtLt ~ rr I ! I I 

N. P.. Writ~ta XX~ XXX X X ~  
I g 2 1  

T o t ~  X X ~  J X X X  X X X  
: T I _ f iI h I 

~ .  P. W d ~  XXX ~ 
1 0 2 2  

TotUd ~ m w  ~ ~ 
, '~ " I [ 'l r [ I 

N. P. W d t t ~  X X ~  ~ ~ [ XXX 
1 0 2 8  

XX~ 

m 

To~1 I,emet 

m 

XXX 

N. 1:'. WHL~-,n 

m 

XZX 

1024 

Totafl m 

/xxx 

KINDLY EXCLUDE COAL MINE DATA 
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EXHIBIT "B'" 
NATIONAL COUNCIL ON COMPenSATION INSURANCE 

Sob. G r ,  C o ~ ,  Gl., 

P ~ U C Y  PAYROLL  
YEAR ! NO, 

I 
._.1918.. " I 

1919 

1820 I . 

1921 I 

1922 ] 
Total I 

Pres.L~w I 

p. P, : lndicatlons on Rate Level 

R P. : N~fiona] on Pate Level 

P. P. : Derived by Formula 

P.P.:  Underlyin~ Present Rate 

P.P.:  Proposed 

P.P. :  Adopted 

S E R I O U S  

NO. I AMOUNT P , P .  NO,  

i 

N O N o S I ~ R t  O U S  
MEDICAl.. 

AMOUNT P, P. 

S T A T £  

D A T E  

N A T 1 .  R ~ ' V ' N  t ; . _ -  

L O C A L  R E V ' N  l 

P.P.  TOTAL P.P,  

Sob, Gr, Cod 

POt ;C'( PAYROLl .  
YEAR, " 

1818 

18~9 

1920 

1821 

1822 
To~l 

Pt¢~ I~w 

P. P. : Indicatlo~ on Pate Level 

P, P. : National on Rate Level 

P. P. : Derived by Formula 

P. P.: Unde~lyi~ Present Pate 

P.P. :  Proposed 

, C b . .  

S E R I O U S  

NO. AMOUNT Po P. 

N O N ' S E R I O U S  

NO. AMOUNT I P.P. 
MEDICAk  P.P.  TOTA L, J p . p .  



2 6 8  REMARKS ON COMPENSATION DIFFERENTIALS 

REMARKS ON COMPENSATION D I F F E R E N T I A L S  

BY 

PAUL DORWEILER 

To understand fully the cost relation of two compensation acts 
it is necessary to consider in detail the individual parts which 
appreciably affect the amount of compensation awarded. As the 
present day compensation laws have so many elements which 
enter to a perceptible degree into the determination of the cost 
of the act it becomes highly desirable to have for expressing their 
cost relationship some simple expression which is representative 
of the whole law. I t  is the function of the compensation differen- 
tial to serve in this way as an approximate measure of the cost 
relation of two compensation acts. 

Differentials as Index Numbers 
When classified as a part of the subject matter  of Statistical 

Theory compensation differentials belong to the division known 
as index numbers. These are numbers used to express the rela- 
tlve magnitude of statistical groups or of aggregates of variables 
when considered as of different times, or as of different places, 
or as of both different times and places. A typical compensation 
law has in its scale of benefits many cost items which apply in 
varying combinations to individual accidents. I t  is the problem 
in compensation differentials to determine indices for the cost of 
industrial accidents when considered for different times in the 
same state, or for the same time in different states, or for different 
times in different states. 

Compensation Differentials Defined 
The general meaning given to the term "differential" in the 

past has involved the comparison of the compensation costs or 
cost levels of two states. The term has also been used to desig- 
nate more specifically the flat factor necessary to modify the pure 
premiums of one state so that when these modified pure premiums 
are applied to the payrolls of another state that state's aggregate 
losses will be reproduced exactS. The meaning attached to the 
word in these remarks is not in conflict with these usages. 
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Considering any one specific compensation law with reference 
to another compensation law which has been selected as the 
standard or basic law the compensation differential of the specific 
law relative to the other as the basic law shall be defined as the 
specific law's compensation cost per unit hazard-weighted payroll 
exposure when expressed in terms of the same cost unit of the 
basic law. The general object is to compare, for the two laws, 
the cost per unit payroll exposure when these payrolls refer to the 
same classification or to classifications of equal hazard. When, 
as in the general case, the classifications are not all of equal 
hazard it is proposed to weight the payrolls according to the hazard 
severity of the classifications. 

For this purpose let it be assumed that there is available a true 
relative measure of the hazard in classifications. This measure 
may be conceived to consist of the loss in time and expense per 
unit time exposure which society suffers on account of accidents 
occurring within the classification. The relative numbers ob- 
tained by applying such a measure to each classification would be 
used in both the specific state and the basic state for weighting 
the payrolls which would then become "hazard-weighted 
payrolls." 

No set of relative numbers based on the "time and expense" 
loss per unit time exposure is available. However, the cost of a 
representative compensation law is presumably approximately 
proportional to the loss in time and expense to society on account 
of compensation accidents. The payroll exposure for classifi- 
cations may also be considered approximately proportional to 
the time exposure. In place of the unavailable relative numbers 
desired for weights there may now be substituted a new set of 
approximately the same relativity which express for each classi- 
fication the compensation cost per unit payroll exposure, or the 
state pure premium provided that  the law and payrolls refer to 
the same state and that $100 be made the payroll unit. If the 
basic law be selected to measure the relative loss to society by 
classifications and if the combined payrolls be chosen to serve as a 
relative measure of the time exposure then the basic pure pre- 
miums have approximately the same relativity as the set of 
relative numbers assumed at  the outset and may be used for 
weighting the payrolls according to their hazard sevdrity. 

This roundabout way of defining compensation differentials 



2 7 0  REMARKS ON COMPENSATION DIFFERENTIALS 

might have been accomplished more directly if the differential 
had been defined as a comparison of the compensation cost of the 
specific state with th e expected losses developed by the same pay- 
roll exposure under the conditions obtained by extending the 
basic act and the industrial conditions of the basic act to all the 
states. The longer method was chosen because it was desired to 
have the original definition which is based on a hazard-weighted 
payroll exposure free from the differential idea. The later use 
of the basic pure premium is only as an approximation. The 
expected losses as used in the shorter method directly involve 
basic pure premiums which result from a procedure involving the 
use of differentials. 

Classification of Differentials 
According to some of the more recent usages compensation 

differentials may be divided into law differentials and experience 
differentials. 

Law differential is the term used to express the relation- 
ship of the per unit hazard-weighted payroll cost of two 
compensation acts insofar as these costs are due to causes 
which are inherent in the act itself or which arise out of any 
definite interpretations of the act. The term theoretical 
differential is also applied to the law differential as just defined. 

Experience differential has been used more recently to 
express the cost relationship of the experience developed 
under two compensation acts or under two different periods 
of the same act. 

Each of these two kinds of differentials may be divided again 
on the basis of including the cost of all accidents covered by the 
act, or of only certain types of these accidents. 

Flat differential is the term applied to a differential if the 
costs of accidents of all parts of the law are included. The 
terms single differential and general differential have also been 
used in the past to refer to the  fiat differential as here defined. 

Partial differential is the term applied to a differential 
which refers to only some of the parts into which the cost 
of a compensation law may be divided. The partial differ- 
ential is a differential of analogous parts of two laws. Other 
terms used for this differential are differential by parts and 
group differential. The latter term has more recently been 
used to refer to the differential--flat or part ial--of  a group 
of classifications as distinguished from the differential of 
all classifications. 
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Law Differentials 
In the development  of compensation differentials the law 

differentials, using the te rm as previously defined, by  their  ve ry  
nature  preceded experience differentials which had to await the 
matur ing of a state 's  experience. The  law differential came in 
with the introduct ion of the compensation basic manual  in 1914 
and 1915. The  varying benefit  scales which appeared in t h e  
laws of the different states required some index like the differen- 
tial to express their  relative measure. 

Stated in a general way the law differential* is calculated b y  
evaluat ing the cost of accidents in some typical  or s t andard t  
distribution in accordance with the scale of benefits in both  the act 
for which the differential is being determined and the act used as 
s tandard or basic. I t  is assumed tha t  the distribution of acci- 
dents is developed under  equal t ime exposures in each of the 
two acts. As the accident distr ibution and time exposures used 
in the evaluations are identical they represent equal severi ty 
exposures. 

The  process of evaluat ion may  be represented symbolically by  
formula  1 where the primed letters refer to  the  basic state,  and 
the  other  letters refer to the  s ta te  whose differential is being 
determined.  The  let ter  L refers to losses or costs of accidents in 
units  of weekly wages for the na ture  of injury indicated in the 
subscripts: DC, fatal;  PT, permanent  total ;  MP, major  
permanent  partial;  PM, minor permanent  partial;  TT, tempor-  
ary total;  MC, medical. The  let ter  w refers to average weekly 
wages, P to payroll, k to the relative weights used which are the 
same for both  states, and D denotes the differential. 

(Lz~c + Lp~" + L~vp + Lp~ + L r r  d- L~c) w + Pk 
(1) D =  , , ,  , T, , T, , T, , T, , ~, ,_..,. , ,L  

L ! ( pc + L'pr + L'Mp -~ L'pM + L%~r + LtMc)w'+P'k 

L~c + Lpr + LMp + LpM + LTr + Llgc 
( l a )  = 

L 'DC q- L 'PT-b L t Mp-b L 'Pg-b L 'Tr+ L 'Mc' 
p p '  

since - -  = - t ime exposure. 
w - C  

The  types of accidents underlying the  L terms of a state, in 
general, are differently affected by  the various cost i tems in the 

*Refer Rubinow, Proceedings, Vol. IV, pp. 8-44. 
tRefer Rubinow, Proceedings, Vol. IV, pp. 19-24. Outwater, Proceedings, 

Vol VII, pp. 57-77. 
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scale of benefits given in the acts. Any particular accident 
distribution gives a definite relative weighting to these terms in 
both numerator and denominator which results in a definite 
differential. Should another accident distribution be used a new 
differential would result for the same law. This variation due 
to the accident distribution used restricts the use which can be 
made of a flat differential. I t  is only in a general way represen- 
tative of the state as a whole and does not generally express the 
flat differentials for individual classifications. For this reason 
the flat differential has not been used in converting experience in 
general rate making since the 1917 Revision. 

Partial law differentials are calculated by the same general 
methods as flat law differentials with the exception that  only the 
losses of the particular type of injury for which the differential is 
desired, are used. In the following formula for a partial law 
differential L refers to the losses of the particular nature of injury 
covered by the differential. The other characters have the same 
significance as in the formula 1 for the flat differential. 

L w  + P k  L 
( 2 )  D = 

L'  w r + P'k  L'  

To a smaller degree the partial differential is still dependent on 
the distribution of the accidents falling within its particular 
nature of injury. Insofar as the distribution of accidents varies 
by nature of injury between classifications the partial differential 
is not truly representative. A larger number of loss divisions 
according to type of injury would tend to overcome this but it 

• would also necessitate the use of many partial differentials in 
comparing laws and would materially add to the detailed work 
in conversion of experience. 

There is one factor-- the  state wage scale--not inherent in the 
law which since 1917 has been introduced in calculating law 
differentials. Prior to 1917 the Massachusetts wage distribu- 
tion was generally used in all states. This action was prompted 
by necessity as this wage distribution was the only one available 
at the time. 

Experience Differentials 
In the actual operation of a compensation law there are several 

factors forming no part of the law which affect the cost. The 
accident frequency, the administration of the compensation 
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law, the state safety laws and their enforcement, the personnel 
of the employers and employees, all these with still others are 
factors which affect the cost of compensation. I t  is the experi- 
ence differential which serves to determine the relative cost of the 
compensation act in actual operation regardless of the source 
from which any part of the cost may come. 

Qualifications Desired in Experience Differentials 
There are several qualifications of different degrees of impor- 

tance which, if possible, it is desired to have in experience differen- 
tials. The value of the method of calculation may be rated 
according to the degree in which the resulting differentials possess 
these qualifications. 

1. To reproduce experience in the aggregate. 
2. To use all experience typical of territory. 
3. To form a set of consistent differentials. 
4. To be reasonably simple in application. 
5. To weight exposure proportionally to hazard. 

The first of these is the most important. No differential which 
would not reasonably reproduce the experience in the aggregate 
could be given a final qualifying rating. If only two states are 
concerned the aggregate experience may be exactly reproduced. 
In a general revision, however, where many states are involved 
there can only be approximate reproductions of actual experi- 
ence. Assuming the necessary condition of approximately 
reproducing experience in the aggregate as applying to each 
of two methods which are equal otherwise except in the 
proportion of experience used then the method which makes 
use of all typical experience of a state is to be preferred. 

In addition to the conversion of experience, differentials are 
used for the general comparison of laws. It is desirable that  
from a set of differentials on a given basic act the relation of any 
two of the set may be determined. In order that the results may 
be consistent the differentials between two states produced by the 
direct and inverse methods should be reciprocals. The fourth 
qualification is obvious and the fifth follows from the definition. 

Bases of Experience Differentials 

The assumption underlying the use of all compensation differ- 
entials is that the partial pure premiums of classifications when 
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properly subdivided according to nature of injury have approxi- 
mately a fixed relativity within states and that  such variations as 
do occur are accidental fluctuations due largely to inadequate 
exposure. If there were ideal states where these assumed con- 
ditions were exactly realized then the ratio of the corresponding 
partial pure premiums of a classification in the two states would 
be constant and equal to the partial differential. Denoting the 
differential by D, the partial pure premium by p, and using primes 
to indicate the basic state and subscripts to refer to the classi- 
fications, the relation may be stated in the form of an equation. 

(3) D = P---~ = P---&~ = P__t~ = P-  
P'I P'~ p'3 " " " P ' .  

o r  

D - -  P l + P 2 + P 3 +  • . . P .  
P ' I + P ' ~ + P ' 3 + .  • . P ' .  

(4 )  D = 

1 - -  ( p , + p , + p ~ +  • . . p . )  
n 

1 (P'x + P t 2 + P ' 8 +  • • • P ' . )  
n 

(5) D =  1 ( p~ P2 P8 P .  
P'l + + - -  + ) 

In the development of compensation differentials many bases 
for experience differentials have been suggested. A smaller 
number have been discussed and tested and a still smaller number 
have been actually used. I t  is proposed to consider briefly only 
those which have  been used either for general comparison of 
losses or for conversion purposes in rate revisions. The formulas 
given may be considered as applying either to flat differentials 
or partial differentials. In the case of flat differentials the charac- 
ters should be considered as applying to all the experience and in 
the case of partial differentials as applying to only the experience 
under the nature of injurY covered by the partial differential. 

In the system of symbols used in the formulas the primed 
characters refer to the basic state, those not primed refer to the 
state for which the differential is being determined, L is used to 
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denote the losses, P denotes the payrolls, p denotes state pure 
premiums, and Y~ stands for the summation process. 

1. Ratio of Average Values of Accidents. 

(6) D = ~ ~XL + 1 E L ' ,  where n -- number injured. 
n n t 

The use of this basis for a differentia1 whether applied to the 
losses of a single nature of injury or to those of a grouping of two 
or more of them assumes that  the general accident frequency is 
the same in the two states. I t  is now generally recognized that  
at a time when compensation costs and pure premiums are 
increasing the average cost per injured may be decreasing due to 
the relatively greater increase in the accident frequency of the 
less severe accidents. 

The use of this method would produce differentials that  could 
hardly be expected to reproduce the losses in the aggregate nor 
would the experience used be given weight according to the 
hazard involved. Under this method all the typical experience 
of a state would be used, its application would be reasonably 
simple and the differentials produced would form a consistent set. 

The use of average values and the number of cases in con- 
verting experience is not using an experience differential but 
rather a modified form of evaluating individual accidents of one 
state in accordance with the conditions in another state. 

2. Ratio of Average State Pure Premiums. 

L~ 21 Lr~ 
(7) D = Z P ~  - ~ P'---~ ' where x refers to classifications. 

On this basis the same relative distribution of industry in the 
two states is assumed. This generally is not true. This method 
might serve for determining the differentials between two periods 
of a particular state if it is known that  no change in the general 
distribution of business has occurred in the interval. Under this 
method reasonably approximate reproductions of the total experi- 
ence could hardly be expected in the general case. The experi- 
ence also would not be weighted in proportion to the hazard. 
The method is reasonably simple in application, produces a 
consistent set of differentials and makes use of all the typical 
experience of the state. 
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3. Ratio of Means of Classification State Pure Premium. 

1 
(8) D =  nl Zp~ " n' ~P'~ 

Formula 8 follows directly from the assumption underlying 
differentials--see formula 4. The formula given is for the arith- 
metic mean. Each classification is weighted according to its 
pure premium regardless of the actual volume of exposure. 
Violent chance fluctuations due to limited exposures are unduly 
weighted. To overcome this objection the classes used might 
be restricted to those having large exposures in each of the two 
states. A variation of this method would consist in taking the 
mode or median instead of the arithmetic mean. 

This method considered with respect to the arithmetic mean 
of a limited number of classifications would not reproduce the 
experience in the aggregate, would not weight the experience 
proportionally to the hazard nor would all the typical experience 
of the state be used. When restricted to the same classifications 
the direct and inverse processes would give differentials which 
are reciprocals and produce a consistent set. In case the pure 
premiums were already available, the method would be extremely 
simple in application. Even if these pure premiums had to be 
determined this method would be considered as qualifying with 
respect to simplicity in application. 

4, Mean of Classification State Pure Premium Ratios. 

(9) D = ~ Z t' .  
n p t  z 

Formula 9 also follows directly from the assumption underlying 
differentials--see formula $, The formula is again for the 
arithmetic mean, Under this formula all classification having 
equal ratios are given equal weight regardless of volume of 
exposure. The extreme chance fluctuations which are probable 
in classifications of small exposure have undue influence. This 
objection might be overcome by restricting the classifications used 
to those having adequate exposure in each of the two states. 
The method might also be varied by talcing the mode or median 
of the pure premium ratios in place of the arithmetic mean. 

In general the aggregate experience would not be reproduced 
nor would all experience typical of the state be used. The differ- 
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entlals derived would not form a consistent set and the experience 
would not be weighted proportionally to the hazard. The only 
qualification reasonably met would be simplicity in application. 

5. Comparison of Expected and Actual Losses. 

1 t ~ P~ p'~ ~ L'~ (10) D = ~ ~ L ,  + Y-,P'zp~, 
l 

In formula 10 the mean of the differentials obtained by using 
each state's payroll exposure is used. This basis depending on 
state pure premiums like some of the preceding bases, gives 
undue influence to chance fluctuations in classifications of small 
exposure. To avoid these errors classifications of small exposure 
in either of the states might be omitted. 

The differentials produced by this method have been considered 
as reasonably reproducing the experience and the method might 
be considered as qualifying regarding simplicity in application. 
On the modified basis all experience typical of the state would 
not be used. The differentials derived would not form a con- 
sistent set and the weighting would not be proportional to the 
hazard. 

6. Greene's Formula. 

(11) D = 2 ( P:  e'= ~ \ P~' P' :  ' 
e: 

Formula 11 is designed to exactly reproduce the losses in the 
aggregate* between any two states. As given the formula is in 
its most general form. Under certain conditions imposed on 
formula 11 the preceding formulas 2, 3 and 5 become special 
casest. This method is a comparison of state pure premiums 
when they are weighted by a function of the payrolls of both 
states. It  is subject to chance fluctuations occurring in classi- 
fications of inadequate exposure. 

In its actual use it has been modified and applied to a limited 
number of representative classifications of adequate exposure in 
each of the two states. Under these conditions when the work 
is organized its application becomes simpler than a cursory 
inspection would indicate. In results this method reasonably 

*Refer Greene, Proceedings, Vol. VI, pp. 10-30. 
tRefer Mowbray, Proceedings, Vol. VI, pp. 260-267. 
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reproduces the experience in the aggregate and might be con- 
sidered reasonable as to simplicity in application. In its modified 
form it would not make use of all experience typical of the state, 
the direct and inverse process would not produce exact reciprocals 
and the experience would not be weighted according to hazard. 

7. Comparison of State Ratios of Actual Losses to Expected 
Basic Losses. 

~' ~I~'L ', z~ z Ir=  " Z"' z ~ P '  
(12) D =  z ~ z ~ P = v =  1 ,~ =~'= 

Where ~- refers to basic pure premium, 2;~ denotes the sum- 
mation for all classifications (t = total) for policy year, Z~ 
denotes the summation of policy years. This is the formula in 
its most general form. If n and n' each become unity the formula 
refers to one year only and assumes the form 12a in which it is 
generally used when applied to a single policy year or to a broad 
aggregate of experience brought to the basis of a single policy 
year. 

2;~. L ,  " ~i' P=' 7r, ( 1 2 a )  D = Z~ P =  ~r= 

If in (12) the primes are dropped and the constant factor C is 
introduced in the denominators of the fractions in the second 
member of the equation, and if C be chosen so that  C ~-= will be 
R=, the manual rate, and if n be taken as 3 and n' as 5 then the 
expression becomes the experience differential known as the pro- 
jection factor. 

z, ~ z~ L= z~ z~ L= 
( 1 2 5 )  D = - -  

In this form the formula is a comparison of the three-year and 
five-year manual rate loss ratios or the present rate level pro- 
jection factor. 

This method weights the classifications relatively to the time 
exposure times the basic pure premiums which is a constant times 
the hazard severity. The direct and inverse processes produce 
differentials which are reciprocals. This produces a system of 
consistent differentials which have a fixed relationship. The 
division of the differential of one state by the differential of 
another state will give the differential of the first state with 
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reference to the second as the basic state. Thus from a set of 
differentials based on a given basic state the differentials based 
on any one of the given states may be produced. All the experi- 
ence except special state classifications, (a) rated classifications, 
and unassigned discontinued classifications, all of which have no 
basic pure premiums, may be used thus making the experience 
quite representative of the state. 

The formula itself would indicate that  very much preliminary 
work is required in order to calculate the set of differentials. This 
would be the situation if everything in connection with it had to 
be worked out anew. The present rate revisions have been so 
organized, however, that  much of a preceding rate revision may 
be salvaged in calculating the differentials to be used in the follow- 
ing. In case it should be desired to calculate partial differentials 
for parts which are not separately shown in the basic pure pre- 
mium it would be necessary to work out the new basic pure 
premiums for the part desired and the work would be very much 
increased. 

Comparison of Law and Experience Differentials 

The law differential calculation requires a very close analysis 
of the compensation act and its interpretation in each of the many 
detailed items affecting the cost. The experience calculation 

requires  no knowledge of the compensation act. 
The law differential calculation can be made at any time and 

without hindrance as to the location of the calculator. On this 
account it may be used to determine the costs of new laws and 
amendments by anyone without limitations as to place or time. 
The experience differential can only be made after the experience 
has fully developed and at such central sources as have available 
all the experience for the law and for the period desired. It is 
not adapted to calculations for new laws or amendments nor 
can it be used by individuals who do not have the experience of 
the central sources available. 

By use of the law differential method the effect of any particular 
cost item of the law can be determined as e. g., the waiting period 
or the weekly limits. I t  is also possible to determine the relative 
cost for sub-divisions of any nature of injury. The experience 
differential is of no value to determine the effect of any individual 
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cost item and can only be used to determine differentials by 
nature of injury when the experience for this nature of injury is 
separated in the records. 

The law differential can only measure the effect of the scale of 
benefits and wages. The many other factors entering to an 
important degree in the final cost of the law cannot be determined. 
The experience differential does measure the full effect of the cost 
regardless of its source and this is of greatest importance in 
general rate revisions. 

History of Use of Differentials in Rate Revisions 
In presenting in tabular form the compensation differentials 

used in the general rate revisions, the compensation law used as 
the basic act, the accident distributions, the wage distributions, 
and the experience period used for the basic pure premiums, it 
has been found convenient to divide the time since the intro- 
duction of compensation into four periods each corresponding 
approximately with the time elapsed between the beginning of the 
preparatory work for two consecutive rate revisions. 

I. 1917 Revision Period, 1914-1918 
Basic Act, 1912 Massachusetts Law 
Experience Period, Policy Years 1914 and 1915 
Flat law differential based on Standard Accident Table 

and Massachusetts Wage Distribution was used both 
in conversion of experience and reversion of pure 
premiums. 

During latter part of this periodin the 1918 Pennsylvania 
Revision these experience differentials were used in 
conversion for a few states. 

1. All other Indemnity Formula 10. 
2. Medical Formula 10. 

II.  1920 Revision Period, 1918-1921 
Basic Act, 1920 New York Law 
Experience Period, Policy Years 1916 and 1917 
Conversion of Experience 

Partial Experience Differentials--A set for each of the 
three groups into which industry was divided. 
1. All Other Indemnity--Based on Greene's Formula 
2. Medical--Based on Greene's Formula 

Flat Experience Differentials--Used as pure premium 
conversion factor in few states. 
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Reversion* of basic pure premiums. 
Partial Experience Differentials--The same as in con- 

version above. 
1. D. & P. T. D.--Based on Average Values. For- 

mula 6 
2. All Other--Same as in conversion 
3. Medical--Sarne as in conversion 

Partial Law Differentials--American Table and Actual 
State Wage, used for states having inadequate data. 

1. D. & P. T. D. 
2. All other 
3. Medical 

Projection Factor 
Flat Experience Differential 
Partial Experience Differential ] Usage Varied in States 

III.  1923 Revision Period, 1921-1924. 
Basic Act, 1920 New York Law 
Experience Period, Policy Years 1918-1920 
Conversion of Experience 

Partial Law Differentials--American Accident Table 
and Actual State Wage 

1. Fatal 
2. Permanent Total 
3. Major Permanent Partial 
4. Minor Permanent Partial 
5. Temporary Total 

Partial Experience Differentials 
1. Medical--Average values and judgment 
2. Payroll--Based on comparison of Average Wages 

Reversion of basic pure premiums to latest State Law 
Basis. 

Partial Law Differentials 
1. Serious 
2. Non Serious 
3. Medical 

Partial Experience Differential--pure premium cor- 
rection factor for each division 

Projection Factor 
Plat Experience Differential--Formula 12b 

IV. 1925 Revision Period, Since 1924. 
Basic Act, New York Law Effective 1-1-1926 
Experience Period, Policy Years 19i8-1922 

* T h e  t e r m  " t r a n s l a t i o n "  was  u s e d  in  p l ace  of " r e v e r s i o n . "  
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Conversion of Experience 
State Policy Year Experience to State Present Law 

Basis if Amendments Intervene. 
Partial Law Differential--American Table, State Wage 

for Policy Year 
1. Fatal 
2. Permanent Total 
3. Major Permanent Partial 
4. Minor Permanent Partial 
5. Temporary Total 

Partial Experience Differentia]sbFormula 12a 
1. Serious 
2. Non Serious 
3. Medical 

Reversion of basic pure premium to Present Law Basis 
Partial Experience Differentials--Formula 12a-- 

Weights given classification experience receiving 
state credit. 
1. Serious 
2. Non Serious 
3. Medical 

Partial Experience Differentials--Correction Factors-- 
Formula 12b 

Projection 
Plat Experience Differentials--Weighted to apply to 

indemnity only. 
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AN EDUCATIONAL PROGRAM IN ECONOMICS FOR 
INSURANCE STUDENTS* 

BY 

EDWIN W. KOPF 

One of the groups of subjects in the revised 1926 Syllabus of 
the Society relates to substantive and applied economics. This 
includes: (a) the principles of economics; (b) insurance invest- 
ments on a background of monetary science (money, credit and 
banking); (c) the theory of risk; (d) social insurance, with its 
foundation in industrial, political and legal history; and (e) 
economic statistics. The Committee has already organized a 
study program in two other groups,--law and accounting 
for the insurance technician, and the present paper is an at tempt 
to suggest an organization of readings in the important division 
of the insurance sciences which is broadly titled "substantive 
and applied economics for insurance students." 

In considering a study program under the "economies" 
group the Committee held closely to the certain parts of the 
definition of the aims of technical education for the insurance 
manager and the actuary as expressed in the statement of 
objects set down by the Institute of Actuaries of Great Britain 
and by the Faculty of Actuaries of Scotland. One of the objects 
of the Institute was "to investigate all monetary questions 
involving a consideration of the effects of interest and probabil- 
ity." The Faculty has stated one of its aims to be "the promo- 
tion of the study of finance as bearing on the fluctuations in the 
value of money and of all cognate subjects, a knowledge of which 
is essential to the efficient discharge of the duties of a life assur- 
ance Manager or of an Actuary." 

*Paper number 8, "Outlines of Studies in the Insurance Sciences." 
(No. 1: "Needs and Prospects of an Educational Program in Insurance 
Law," by Richard Fondiller, Proceedings, Vol. XI, Page 99; No. 2: 
"Statistics in the Service of Insurance Administration" by E. W. Kopf, 
Proceedings, Vol. XI, Page 102). I t  is hoped to offer further outlines for 
the pure and applied mathematics and rate-making groups in further 
papers to be contributed by members of the Council and of the Educational 
and the Examination Committees. 
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It  may be helpful to our students and to teachers of insurance, 
to have a more definitive statement on these disciplines in the 
Syllabus and to suggest ancillary readings for those of our 
membership who wish to attain competence in this special group 
of studies. Insurance, abroad, is often considered to be primarily 
an important branch of investment banking and its technicians 
pursue advanced inquiries in economic subjects with distinct 
benefit to the institution of insurance. In fact, some of the 
leading minds in investment banking in England and on the 
Continent are found among actuaries and other insurance 
officials. I take it that our Society endorses every effort to plan 
for broad-guage insurance scholarship in so complex a field as 
casualty and the social insurances and that it supports reasonable 
effort to provide guidance along right lines for the young people 
who are at present contemplating an insurance career. 

I. INTRODUCTORY OR SUBSTANTIVE ECONOMICS 
Your Committee recommends sound preparation in substantive 

economics as a foundation for real competence in the specialized 
subjects which are of major interest to insurance technicians. 
Unless properly directed in his introductory readings, the 
student is likely to be confused in his later studies of applied 
economics. This preparation and direction aims to reduce 
confusion on two important points: the first difficulty is the 
seeming subversion of time-tried doctrines; the second is inability 
to discriminate between sound principles on the one hand from 
unsound application of these principles on the other. As Alfred 
Marshall points out in his great "Principles of Economics," 
some of the best work of the present generation appears at  
first sight to be antagonistic to that  of earlier writers, but when 
discussion has had time to settle down into its proper place, 
and the rough edges have worn away, no real breach will be 
found in the continuity of development of the science. The 
texts chosen for our students show, we believe, that  the older 
doctrines have only been extended, developed or corrected and 
not subverted. 

By all means, the student should avoid the writings of persons 
who have tried to construct an abstract economics not justified 
by the facts of history. This includes the writings of those who 
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build a system of discussion exclusively on imperative ethical 
precepts or upon special enthusiasms. The aim of these intro- 
ductory studies should be to develop clear, precise definitions of 
the essential objects of economic inquiry, and a sense for the 
logical treatment of economic facts leading to the simpler doc- 
trines which appeal to conscience and common-sense. The 
student needs to be cautioned against dogma which results from 
artificial classification, forced definition, and special pleading, 
suited only to particular classes, at given times and places. 

We can expect our candidates to show more than passing 
acquaintance with essential ideas on constructive competition, 
the freedom of industry and trade, on enterprise, self-reliance and 
forethought. A common-sense approach may also be expected 
toward incentives and motives for economic activity, and toward 
the fundamental notions of wealth, the production and consump- 
tion of utilities, the nature of capital and income, surplus, the 
transfer and exchange of wealth, the media of exchange, the 
concepts of price in its various manifestations, profit, value, 
utility, "costs," and margin. 

II. APPLIED ECONOMICS FOR INSURANCE STUDENTS 

It is assumed, first, that within a given field of applied econom- 
ics the student will endeavor to relate appropriate basic principles 
to the facts and conditions in the special field. It should be 
clear to our candidate that  there is an essential unity in the 
different fields of economic inquiry; lacking that, the student 
may have reason to feel that  his effort has been sterile, that  the 
Syllabus has been badly planned, or that the readings have been 
hastily chosen. 

(a) INSURANCE INVESTMENT AND ITS BACKGROUND 

Our first subject in applied economics deals with the principles 
and practices of insurance investment, with its supporting 
structure, the theory of money and credit and the history, theory 
and practice of banking. In dealing with the supporting disci- 
plines of monetary and banking theory the student meets with 
the second, and to some, an insurmountable difficulty,--the 
conflict between sound principles and unsound practice. A 
cool, cautious approach to the study of money and credit is 
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necessary; and this becomes clear when one recalls that  the quan- 
t i ty theory of money has been used to support propaganda for 
irredeemable paper money and for the national free coinage of 
silver at a ratio of 16 to 1! Two or three years of study of money 
and credit may lead our student to a number of time-tried spe- 
cialized principles. 

There cannot be too great emphasis upon sound scholarship 
in economics among persons expected to discuss professionally 
the monetary and banking problems which affect sound invest- 
ment practice and conservative management in the insurance 
business. From one point of view, insurance is a special form of 
investment banking, and the insurance technician who would 
understand his business must be acquainted more or less inti- 
mately with the sound principles and sound practices which prevail 
in the general field of investment banking. It  is to the credit 
of the insurance business that during the past half-century 
practically none of its officials has ever openly supported any of 
the systems of monetary logic which were afterward shown to be 
freakish and impracticable. 

(b) THE THEORY OF RISK; RISK MITIGATION 

Perhaps the most brilliant contribution of pure thought to 
the insurance business of the future will come from a really worth- 
while and rigorous treatment of the theory of risk. This will 
include a consideration of the several methods of transferring 
risk--and insurance is only one of them--and of ways and means 
of mitigating risk. Discussions available to our students are 
generally unsatisfactory, perhaps because of the fleeting interest 
of the authors. I t  would be especially helpful if discussions of 
risk measurement and the subsequent actuarial treatment of 
the data, took into account the technique of a priori  or subjective 
probabilities as practiced by the actuaries on the Continent of 
Europe. The meagre text on probabilities which appears in 
some of our readings on risk and risk-bearing deals altogether 
with a #osteriori probabilities applicable only to tremendous 
and stable masses of cases and not to the relatively small samples 
of data available to the student of risk or to the insurance 
pioneer. Perhaps the lack of an observation calculus has been 
responsible for the retarded development of the theory of risk 
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and for the lack of pioneering spirit in the transfer of more risks 
to insurance institutions. 

In the preparation of a text on risk suitable for insurance 
students, much will depend upon the constructive imagination 
of the author, upon judgment seasoned by years of study of in- 
surance and of other machinery for transferring and mitigating 
risk, and upon diligence in locating data for further development 
at the hands of the qualified statistician or actuary. Construct- 
ive pioneering will discover new risks for coverage and newer or 
less expensive modes of cover for risks now being insured. 

With the wider application of the insurance principle and of 
economy in the operation of that principle, there will follow 
necessarily a discussion of ways and means for mitigating risk. 
Mr. Whitney* has already shown that wherever practicable and 
effective methods can be evolved, prevention follows insurance 
quite naturally. For one casualty line particularly, four times 
as much is paid out for preventive activity as is disbursed for 
losses! Most of the economists who discuss risk in its relation to 
profit and interest place preventive activity first and insurance 
or other methods of transferring risk, second. 

(C) INDUSTRIAL, POLITICAL AND LEGAL HISTORY; THE THEORY 

AND PRACTICE OF SOCIAL INSURANCE 

Experience has shown that it is undesirable to introduce our 
students directly to the complex pattern of social insurance 
theory and practice without some preparation in industrial, 
political and legal history. The insurance student should be 
able to view critically and cautiously the plans proposed for 
covering the risks which are relatively new in the life of the 
wage-working class of the population. And by "relatively new" 
we mean since 1700. Before that date the simple handicraft 
system prevailed, few work accidents occurred and a friendly 
relation prevailed between master and men. Then came the 
industrial revolution, the steam engine, long days of labor in 
attendance upon the machine driven by the steam engine, a 
division of labor, the introduction of the labor of women and 

*Whitney,  Alber t  W. " I n s u r a n c e  as Conse rva t ion  and  i ts  Re la t ion  to 
the  Publ ic  Welfare ."  Na t iona l  Bureau  of Casua l ty  and  Sure ty  Under-  
writers,  New York,  1925. 
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children, differentiation between entrepreneur, capitalist and 
laborer, large-scale production, and horizontal and vertical 
management and ownership. And bearing upon the later in- 
stitution of State insurance, there came, as in Germany, a very 
rapid integration of governmental machinery. 

A clear grasp of the principles underlying mass or social 
insurance and of the institutional forms which such insurances 
have taken, can be obtained only by viewing clearly the following 
factors: the change in the status of the laboring classes during 
the past two centuries, the lack of uniform development of 
industrial organization, the halting progress of jurisprudence 
during the latter part of the nineteenth century and the very 
rapid changes in the mechanism of the public authority. Due 
reflection on the facts of industrial, political and legal history 
will suggest that further changes are still to come and that, 
perhaps, the entrance of the State into mass or social insurance, 
as in Germany, England and Prance, was simply a rough ex, 
perimental at tempt to provide large-scale insurance coverage 
at a time when the factory system was still in a primitive con -  
dition and large-scale management was incomplete. At the in- 
ception of State insurance only a small part of the workers was 
employed in relatively large industrial units and even in these 
establishments the executive element was still actuated by small- 
time doctrines in management and jurisprudence carried over 
from the seventeenth and eighteenth centuries. A heavy 
proportion of the workers was under small employers in unor- 
ganized industries or pursuits. It  may have seemed desirable, 
therefor, fifty years ago to secure State action as a temporary, 
solidifying agency. 

At the present time we may expect that  under advanced in- 
dustrial development, under a philosophy of management which 
is reasonably up to date and under a sociological jurisprudence 
well beyond the mechanical stage, there may come a revival of 
positive, private action for the mass coverage of both new and 
old insecurities arid hazards in the lives of wage-workers. It  
follows, therefor, that  the insurance student today should have 
anadequate  idea of the progressive and irreversible changes which 
have taken place in industrial society,--in working conditions, 
in management, in jurisprudence and in the forms and applica- 
tion of public authority. He may then be able to weigh care- 



AN EDUCATIONAL PROGRAM IN ECONOMICS 289 

fully the facts on the new movement for private initiative and 
private action in covering some of the more important risks to 
the security of life, health, income and property. 

Systems or mechanical types of mass or social insurance 
which were suitable, perhaps, for a country in an era of wide 
contrasts in industrial organization, with exceptional develop- 
ment of public authority, may be unsuited to an ensuing era 
of practically complete organization of major industries, under a 
broad social jurisprudence, with differentiated governmental 
torms. In guiding the student of casualty and social insurance, 
I should urge, therefor, the development of a substantial foun- 
dation in political, industrial and legal history. 

(C) INSURANCE TAXATION 

Acquaintance with prevailing practices in insurance taxation 
and with the law governing such practices, iS assumed under our 
Syllabus section which deals with insurance law. We ought to 
urge the study of the principles of  taxation and the cultivation 
of some knowledge of prevailing tax practice of the Federal 
Government and the States, and perhaps for cities and minor 
civil divisions. Definitions of taxation must be carefully weighed 
and an at tempt made to differentiate between those insurance 
"taxes" which in essence are not taxes but  only charges for specific 
service rendered to individuals directly benefited, and those 
taxes which are compulsory levies without a definite quid pro 
auod between taxpayer and the public authority. I t  may be 
well for insurance students to keep in touch with current develop- 
ments in the unification of State tax laws and practice in the 
publications of the National Tax Association. 

(d) THE SUBSTANCE AND METHODS OF ECONOMIC STATISTICS 

An attempt has been made in our Fellowship Syllabus (Section 
14-B) to direct the student's attention toward the available ex- 
ternal statistical data of interest and value to the insurance tech- 
nician. The published Syllabus list leads the student to the chief 
sources of current data. Much remains to be done, however, 
in the direction of acquainting the student with the history of 
current attempts at quantitative analysis of economic data. 
There is scope for a work similar to Richmond Mayo-Smith's 
two volumes on Statistics in Economics and Sociology which 



290 AN EDUCATIONAL PROGRAM IN ECONOMICS 

would sketch the methods, sources aims and purposes of 
economic statistics in the United States from Francis A. Walker, 
through Carroll D. Wright, S. N. D. North and other pioneers, to 
the contemporary official and private agencies purveying such 
data. For the United States, there have been systematic data 
since 1876 (Massachusetts Bureau of Labor Statistics) which 
were planned to serve what some have called Welfare Economics; 
again public and private agencies have prepared data which tend 
to develop a formal pecuniary logic. This latter chain of data 
sources for the United States goes back to Alexander Hamilton's 
"First Report on Public Credit." January 9, 1790 and to prior 
reports of the Colonial Confederation. Within each of these 
two "Schools" there is endless variety, the result of sub-division 
and of cross-breedingwith related sciences. The insurance student 
may find in these efforts to determine the characteristics of our 
contemporary economic life, important leading thoughts which 
are directly applicable to the insurance business. 

The student should learn, however, to discriminate between 
the several levels of competence in contemporary statistical 
effort in economics. Some of the "bureaus," "services" and 
"associations" publish conclusions induced by methods which 
plainly violate conscience and common-sense; others seemed to 
be managed by cautious, critical and scholarly men. Our 
Society's Syllabus (Fellowship Section 14-B) contains impartial 
references to both types of effort. This will encourage critical 
reading! The student is cautioned particularly against "fore- 
casters" whose methods and results are palpably grounded upon 
an uncritical use of statistical methods. Mr. Whitney and Miss 
Outwater, of this Society, have frankly stated the failure of cer- 
tain statistical methods in the correlative study of business and 
insurance operating conditions. The seasoned, disciplined 
insurance scholar will know the difference between a mechanical 
projection or graphical device and a reliable forecasting tech- 
nique when such technique is discovered. 

FURTHER READINGS IN ECONOMICS FOR INSURANCE STUDENTS 

The following advanced readings are submitted for members 
of the Society who may wish to develop a wider knowledge of 
certain subjects of fundamental interest to insurance technicians. 
Before closing I wish to acknowledge the Committee's indebted- 
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hess  to  t h e  fo l lowing g e n t l e m e n  whose  c o m m e n t s  e n a b l e d  m e  to  
c o n d e n s e  a n d  o r d e r  th i s  p a p e r :  Dr .  I .  M.  R u b i n o w ,  P ro fes so r  
F r a n k  A.  F e t t e r ;  Professors  A.  H.  M o w b r a y ,  R.  H.  B l a n c h a r d  a n d  
W .  B. B a i l e y  of th i s  S o c i e t y ;  P ro fe s so r  I r v i n g  F i sher ,  Mr .  W .  W .  
Greene ,  Dr .  A.  W .  W h i t n e y ,  M r .  R i c h a r d  F o n d i l l e r  a n d  Dr .  I .  S. 

A d l e r b l u m .  

LIST OF READINGS TO S U P P L E M E N T  1926 SYLLABUS* 

I. INTRODUCTORY OR SUBSTANTIVE ECONOMICS 

Carver, Thomas N. The distribution of wealth. New York, Mac- 
millan. 1904, $1.50; Carver, Thomas N. Essays in social justice. Cam- 
bridge, Mass. Harvard University Press. 1915. 429p. $2.00; Clark, 
John B. The distribution of wealth. New York, Macmillan. $3.00; 
Clark, John B. Philosophy of wealth. Boston, Ginn. $1.00; Hobson, 
Y.A.  Work and wealth, a human valuation. New York, Macmillan.  
1914, 367p. $2.00; Madeod, Henry D. The history of economics. New 
York, Putnam. 1896; Marshall, Alfred. Principles of economics. New 
York, Macmillan. 1920 (8th edition) 871p. $6.00; Seligman, •. R. A. 
Principles of economics. 10th ed. rev. New York. Longmans. 1924. 
711p. $3.50; Walker, Francis A. Political economy. Briefer course. 
New York, Holt. 1884. $1.20. 

I I .  INVESTMENTS; MONEY AND BANKING 

Bagehot, Walter. Lombard Street. London. John Murray.  1924. 
348p. $2.50; Bullock, C.J .  Essays on the monetary history of the U. S. 
New York, Macmillan. 1900; Cassel, Gustav. Money and foreign 
exchange after 1914. New York, Macmillan. 1922. 287p. $2.25; 
Dewey, D. R. Financial history of the U. S. New York. Longmans 
Green. 1922. 567p; Fisher, Irving. The purchasing power of money. 
New York, Macmillan, 1922, 515p; Fisher, Irving. The rate of interest. 
New York, Macmillan, 1907. $3.00, Gilbart, Jas. HI'. Principles and 
Plractice of banking. 2 Vols. New York, Macmillan. 1904; Hamilton, 

lexander. Complete works. Edited by Henry Cabot Lodge. New 
York, Putnam. 9 Vols. (II  and I I I  on finance). 1885-1889, See also the 
biographies of Hamilton by Win. Graham Sumner and Henry Cabot Lodge; 
Hawtrey, Ralph G. Currency and credit. 2nd edition rev. New York, 
Longmans. 1923, 442p. $5.00; Hepburn, A. Barton. History of coinage 
and currency in the U. S. (laws, bibliography). New York, Macmillan. 
1903 and 1924. 573p; Jevons, W. Stanley. Money and the mechanism of 
exchange. New York, Appleton. 1921, $2.75; Johnson, J. F. Money 
and currency. Boston, Ginn. 1921, 475p. $3.00; Kemmerer, E. W. 
Money and credit instruments in their relation to general prices. New 
York, Holt, 1907, $1.25; Leh:[eldt, R . A .  Money. New York, Oxford 
Press. 1926. l l6p .  $1.00; Magee, J. D. Materials for the study of 
banking. New York, Prentice-Hall. 1923, 769p. $5.00; Nat, onal 
Monetary Commission. Reports. Senate Document 399, 61st. Congress, 
2nd Session. Use of credit instruments in payment in the U.S .  1910; 
Noyes, Alexander D. Forty  years of American finance. New York, 
Putnam. 1925; Scott, Win. A. Money and banking. New York, Holt, 
1926, 280p. $2.75. 

*This list supplements that given in syllabus sections 10, 11, 12 and 14 B of the 
Fellowship readings, pp. 183-105, Proceedings, Casualty Actuarial Society. Nov. 18. 1925. 
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I l i .  ~HE THEORY OF RISK 

tlobson, J . A .  The industrial system. New York, Scribner. 1909, 
328p. $2.00; Hoffman, Frederick L. Insurance science and economics. 
Chapters I and II. New York, Spectator Co. 1911. 366p. $3.00; 
Knight, F .H .  Risk, uncertainty and profit. Boston, Houghton. 1921. 
381p. $3.00; Madeod, Henry D. The history of economies, op. 
tit; Setigman. E. R. A. Principles of economics. Chapter 24. op. dr. 

I V .  INDUSTRIAL, POLITICAL AND LEGAL HISTORY; A FOUNDATION FOR 

READINGS IN SOCIAL INSURANCE 

(a) Industrial History 

Barnes, H . E .  Social history of the western world. New York, Ap- 
pleton. 1921, 126p. $1.25; Bogart, E. L. Economic history of the 
United States. Rev. ed. New York, Longmans. 1922, 593p. $2.00; 
Bryce, .lames. Modem democracies. New ed. 2 vols. New York, 
Macmillan. 1924, 682p. $8.00; Bucher, C. Industrial evolution, 
tr. fr. 8rd. Germ. ed. New York, Holt. 1901. $2.50; Commons, 
John R. The legal foundations of capitalism. New York, 
Macmillan. 1924, 394p. $3.00; Douglas, Paul H. and W. E. Atkins. 
The worker in modern economic society. Chicago, Univ. of Chicago 
Press. 1023, 929p. $4.50; Gras, N. S. B. Introduction to economic 
history. New York, Harper. 1922, 350p. $2.25; Hayes, C. J . H .  A 
political and social history of modern Europe. Vol. 1, 1916. 582p. 82.00. 
Vol. 2 (1815-1924) New rev. ed. New York, Macmillan. 1924, O05p. 
$4.00; Hobson, J. A. The evolution of modern capitalism, new ed. 
New York, Scribner. 1917, 488p. $1.75; Keir, N. Manufacturing 
industries in America. New York, Ronald. 1920, 324p. 83.00; Ogburn, 
W. F. Social change with respect to culture and original nature. New 
York, Huebsch. 1922. 365p. $2.00; Pigou. A. E. Economies of wel- 
fare. New York, Macmillan. 1925, 783p. $8.00; Robinson, James H. 
Medieval and modern times, rev. Boston, Ginn. 1919, 790p. $1.72; 
Russell, Bertrand. The prospects of industrial civilization. New York, 
Century. 1923, 287p. $2.00; Usher, A . P .  Industrial history of ]~ng- 
land. Boston, Houghton. 1920, 529p. $5.00; Webb, Sidney and 
Beatrice. Industrial democracy. New York, Longmans. 1920. 899p. 
$7.50; Wright, Carroll D. Industrial evolution of the United States. 
NewYork, Seribner. $1.25. 

(b) Political and ZeKal History 

American Association of Law Schools. Continental Legal History 
Series. Vols. I and II. 1012-1018; Ames, f .  B. Lectures on legal 
history. Cambridge, Mass. Harvard Univ. Press. 1913, 553p. $3.00; 
Benthem, Jeremy. Introduction to the principles of morals and legislation. 
2nd ed. New York, Oxford Press. 1026. 378p. $2.50; Bryce, James. 
Studies in history and jurisprudence. 2 Vols. New York, Oxford. 
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1901. $3.50; Carter, dr. C. Law: its origin, growth and function. New 
York, Putnam. 1007, $2.50; Dicey, A. V. Lectures on the relation 
between law and public opinion in England during the 19th century. 
New York, Macmillan. 1914. 506p. $2.60; Dunning, W. A. A 
history of political theories: recent times. (Edited by C. E. Merrlam and 
H. E. Barnes). NewYork, Macmillan. 1924, 597p. $4.00; Gettell, R. G. 
History of political thought. New York, Century. 1924, 511p. $3.75; 
Holcombe, A. N. Foundations of the modern commonwealth. New 
York, Harper. 1923, 491p. $3.00; Krabbe, H. The modern idea of the 
state. New York, Appleton. 1922, 281p. $4.00; Laski, H. dr. Studies 
in the problem of sovereignty. New Haven, Yale Univ. Press. 1917, 
297p. $2.50; Laski, H. dr. Authority in the modern state. New Haven, 
Yale Univ. Press. 1919, 398p. $3.00; Merriam, C. E. American 
political ideas. New York, Macmillan. 1920, 481p. $2.75; Pollock, 
Frederick. Introduction to the history of the science of politics. New 
York, Macmillan. 1923. 138p. $1.25; Pound, Roscoe. Interpretations 
of legal history. New York, Macmillan. 1923, 171p. $2.25; Pound, 
Roscoe. Preventive justice and social work. Proc. National Confer- 
ence of Social Work. 1923, p. 151; Pound, Roscoe. Introduction to the 
philosophy of law. New Haven, Yale Univ. Press. 1922, 307p. $2.50; 
Vinogradoff, P. Introduction to historical jurisprudence. New York, 
Oxford Press. 1923, 173p. $3.50; Willoughby, W. W. Examination of 
the nature of the state. New York, Maemillan. 1903, $3.00. 

V.  MANAGEMENT 

Copley, Frank B. "Frederick W. Taylor," 2 Vols. New York, Harper. 
1923, 472p. $10.00. Federated American Engineering Societies. "Re- 
port  of the Committee on the Elimination of Waste in Indust ry"  New 
York, MacGraw. 1921, 409p. $4.00. Hunt, Edward E. (editor) 
Scientific management since Taylor. New York, McGraw. 1924, 263p. 
$3.00. Tead, O. and H. C. Metcalf. Personnel administration. New 
York, McGraw. 1920. 538p. $5.00. Marshall, Alfred. Industry and 
trade, New York, Macmillan. 1919, 875p. $6.50. Taylor, Freder- 
ick W. Principles of scientific management. New York, Harper. 1911, 
$1.50. 

VI. TAXATION 

Bastable, C. F. Public finance. 3rd. ed. New York, Macmillan. 
$4.25; National Tax Association. Proceedings. The association, A. E. 
Holcomb, Sec. 195 Broadway, New York City; Plehn, C.C. Introduction 
to public finanee. 4th ed. New York, Macmillan. 1920. 446p. $2.90; 
Seligman, E. R . A .  Essays in taxation, 10th ed. rev. New York, Mac- 
millan. 1925, 806p. $4.00; Stamp, dr. C. Fundamental  principles of 
taxation in the light of modern developments. New York, Macmillan. 
1921, 201p. $4.00; United States Bureau of the Census. Reports on 
wealth, debt and taxation and on "statistics of states and cities.' Govt. 
Ptg. Office, Washington, D. C. 1900+; drournal of Accountancy. 
Recent editorials and articles on tax practice and accounting. 
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INVESTI~IENTS FOR CASUALTY COMPANIES 
BY 

It. A. FORTINGTON* 
Secretary of the Joint Advisory Committee of Finance of the Royal 
Insurance Company, The Liverpoo! & London & G I o b e  Insurance 

Company and Affiliated Companies. 

1. UNDEI~WRITING PROFITS 

Underwriting profits are so meagre that the return from the 
investment of the reserves becomes a question of vital impor- 
tance. During the past few years it would appear from the 
published accounts of casualty companies that they have been 
relying on their investment earnings almost entirely for furnishing 
stockholders dividends. The news value of this statement is 
not very great as a similar condition exists in the fire business 
today. The effect of this condition of affairs on the future policy 
of insurance companies, however, will probably be far reaching. 
The progress of those companies who extract an extra 1% on 
their invested assets will be relatively very much more rapid than 
that of their competitors. As the business is running today an 
increase of 1% on invested assets is equivalent to an increase of 
over 20% dividends. 

2. THE FUNDAMENTALS OF A GOOD IRrVESTMENT 

The fundamentals of a good investment are commonly assumed 
to be (a) safety of principal through the lifetime of the security, 
and (b) regularity of interest income. For the most part cas- 
ualty company investments are in high grade bonds and in the 
circumstances it may be apropos to review the elements which 
enter into the makeup of each type of security. 

U. S. Government Bonds: These securities naturally head the 
list, ranking as the premier security of the world today. As 
to their eligibility for casualty insurance company investments, 
there can be no question. Approximately 331/~o of casualty 
companies' earning funds are invested in United States govern- 
ment securities. The only debatable point is the amount or 
relative proportion of assets which should be so invested. They 
are, of course, readily convertible to cash, are ready collateral 

*This paper presented by invitation of the Committee on Program. 



INVESTMENTS FOR CASUALTY COMPANIES 2 9 5  

for borrowing, the paper or loans secured against them being 
eligible for re-discount at the Federal Reserve Bank. Their 
defect--if one may apply such a term to an obligation of the 
United States--lies in their freedom from taxation. In the hands 
of an individual they are free from normal income tax. In the 
treasury of a corporation and of an insurance company the 
income derived therefrom is exempt from corporate taxation 
imposed by the federal government. 

The history of casualty business in the last few years has been 
one of little profit. In these circumstances it would appear 
that some monetary gain is made by a company transacting a 
rapidly expanding new business in keeping down its holding of 
Liberty Bonds to reasonable proportion owing to the fact that  
the underwriting loss which is caused by the financial strain of 
setting up reserves may be off-set for taxation purposes against 
the interest income and it is not until the interest income exceeds 
the underwriting loss that any benefit is derived from holding tax 
free securities. 

However, the State Departments quite properly insist in 
deposits being put up in the form of Liberty Loan bonds or other 
securities of a like grade and this, added to the quick marketa- 
bility feature, leads one to think that the reasonable sized holding 
of United States government bonds is a desirable thing. 

State and Municipal Bonds: State and municipal bonds at 
the present time loom pretty large in the balance sheets of 
casualty companies, amounting to 19% of the total invested 
assets. There are circumstances where, for taxation reasons, 
a large holding of such bonds is desirable but it would seem that 
on general grounds it is undesirable for corporations, whether 
they be insurance companies or not, to hold bonds which carry 
special features by way of exemption from taxation which 
apply to individuals as distinct from corporate holders. The 
point will readily be appreciated if the gross yield of a state or 
municipal bond in the hands of a very wealthy individual is 
considered. To a man whose income is in the top bracket of 
the Federal Income Tax Schedule, a high grade state bond, 
which nominally yields 4%, in effect gives the same net income 
as a fully taxable bond yielding over 5%. 

I, therefore, would incline to the view that the present holdings 
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of state and municipal bonds of casualty companies have been 
and still are on the heavy side and that  group of securities will 
tend to dwindle in importance as years go by. 

From the records of the companies with which I am associated 
it is quite clear that  from the standpoint of interest, income, and 
capital appreciation this class of bond has made a relatively 
unfavorable showing. 

An additional disadvantage is the relatively poor market which 
this type of security enjoys. 

Rai lroad Bonds:  From the approximate figures I have com- 
piled it would seem that  about 26% of the total investments 
of casualty companies are invested in railroad bonds. This 
outlet for insurance companies funds is satisfactory in every way. 

The bonds are fully taxable so that  the complication of freedom 
from taxation does not arise. For the most part they are very 
well secured, being the obligations of the constituent parts of 
the greatest industry in the world. The underlying bonds 
are so well protected on most of the prominent systems of 
the country that it is almost unthinkable that  any default 
can ever take place. This type of security is readily saleable 
and provided that  reasonabIe care is exercised in their selection 
I can see no reason why they should not continue to show 
satisfactory results. 

This is a short summary of their merits. As to the disadvan- 
tages, I think there is only one. They are a favorite medium of 
investment for the mammoth life insurance companies in the 
United States. As you doubtless know, the llfe insurance com- 
panies are more closely restricted as to the character of their 
investments than is the ease with casualty or fire insurance 
companies. For example: 

In many states life insurance companies are precluded from 
buying preferred or common stocks. In some states they are 
precluded from buying bonds which are not speeifieally secured 
on property. In other words, general obligations and unsecured 
charges like debentures are not admissible. This legislation, 
coupled with th e phenomenal rise during the past few years 
in new life insurance business transacted, has resulted in an 
unprecedented demand for high grade railroad bonds and obli- 
gations of like security. So great has been this demand that in 
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many issues there is evidence of scarcity value, if one may use 
the term, arising, and consequently, owing to this concentrated 
buying the market has been marked up when contrasted with 
industrial bonds of like character. I have been so impressed 
during the past few years with the persistent accumulation of 
securities of this type that  I took the pains to investigate the 
position of one or two of the prominent issues. I think it can 
be safely said that  at least one-third of the outstanding amounts 
are already in the treasuries of insurance companies, savings 
banks and similar institutions. Furthermore, it would seem 
that  there is very little likelihood of any considerable amount of 
bonds so held coming into the market. In these circumstances, 
provided that money remains reasonably easy and that no dis- 
turbing factor of major importance arises, such as a world war, 
there would seem to be an improving market ahead for this type 
of bond. The importance of the life insurance companies in 
the investment market today cannot be too strongly stressed. 

Public Utility Bonds: At the present time about 7% of the 
invested assets of the companies are in this type of security. 
Speaking generally, they yield a little more than railroad bonds 
of the same class, due to the fact that the current supply happens 
to be larger. This condition, however, is probably a temporary 
one which will disappear in the course of the next few years, as 
life insurance companies are being forced to buy them in increas- 
ing quantities. 

As to their fundamental security--they have not the back- 
ground of proved earning power that the underlying railroad 
bonds have. On the other hand, the corporations whose obliga- 
tions they are, are so inextricably intertwined with the economic 
life of the United States that  it is improbable there will be any 
question of default on senior issues. 

The public utility bond of today is a more modern financing 
instrument than the old type of railroad bond. Latitude has 
been allowed for future corporate needs by leaving many of the 
mortgages open in the sense that  further issues of bonds can be 
made, a limit being generally imposed such as that the additional 
issue is not to exceed 75% of the cost of any improvements made. 

It would seem that  the electric light, power, telephone, and 
similar industries are not quite on such a fundamentally stable 
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basis as is the railroad industry. The future would seem to 
hold more possibility for change but in spite of that  I would 
rate highly the obligations of the leading public utility companies 
in this country today and would predict a rosy future for them. 

Real Estate: I suppose I must subscribe to the orthodox view 
that  real estate should only be owned by casualty companies 
in so far as the need of the business demands. There would seem 
to be no objection to companies owning their own offices and 
also sub-letting sufficient space in the building which houses 
their offices to allow for reasonable expansion. Beyond this 
I would not be prepared to go. Casualty companies appear to 
hold a relatively insignificant amount of real estate. 

Mortgages: There is no reason why a moderate amount of 
these investments should not be held. Properly selected they 
yield a steady income and suffer no depreciation. On the other 
hand all possibility of profit is eliminated as generally the obliga- 
tions run for relatively short periods. The placing of money on 
mortgage, however, is a highly technical business and calls for 
considerable judgment and knowledge of values. In the case 
of a life insurance company with several hundreds of millions of 
dollars assets, it is not uncommon to see a highly skilled mortgage 
department functioning with profit to the company; the over- 
head of the department being negligible when distributed over the 
relatively large amounts advanced. The casualty companies, 
however, have not the gigantic assets of the life insurance com- 
panies today and, consequently, I would be disposed to counsel 
concentration on localities where values are well known than the 
diffusion of efforts over a larger territory with consequent lack 
of specialized information. 

Stocks: The subject of stocks logically divides itself into three 
headings--guaranteed stocks, preferred stocks, and common 
stocks. A moderate amount of the first two is not uncommon 
but personally I think there is little in their favor. Their position 
in the financial structure of a company is between the upper and 
the nether millstones. If things go well they get their regular 
dividend, if things go badly they are unsecured and not infre- 
quently fare no better than common stocks. 

Common stocks, themselves, on the other hand, are, I think, 
entitled to serious consideration. This statement probably 
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invites severe criticism. My opinion, however, is the deliberate 
outcome of five years of study of conditions in the security 
market and I am satisfied that with proper management very 
advantageous showing can be made by investments in sound 
common stocks. Selection of the proper channels calls for 
qualities that  differ perhaps from those which are needed in an- 
alysing Bonds and fixed interest bearing obligations. 

Here it is necessary rather to observe the future trend of an 
industry rather than to examine its history. Above all, however, 
the risks attendant upon such investments must not be over- 
looked. They are the last line in the capital structure and in 
bad times are apt to suffer severely. I sometimes feel that  there 
is something illogical in casualty companies assuming the large 
contingent risks they do in their bonding business and at the 
same time pursuing an ultra-conservative course in their invest- 
ment operations. I am satisfied that given sound management 
and, of course, that  is a condition precedent to the success of 
any business, a greater measure of profit can be obtained for 
stockholders by buying into sound properties than by guaran- 
teeing the performance of certain obligations, which is frequently 
done in the course of their daily business. On the other hand, 
the steady and persistent accumulation of the bonds of the 
life insurance companies will, I am sure, force t h e  fire and 
casualty companies to seek an outlet for their funds in channels 
not open to their life insurance company competitors in the 
security market. Today the casualty companies have about 
10% of their assets invested in common stocks. 

3. DIFFERENCES BETWEEN THE P~EQUIREMENTS OF I~IFE, FIRE, 

AND CASUALTY COMPANIES IN THE MATTER OF INVESTMENTS 

A few words on the fundamental differences in the needs of 
the various insurance companies may not be out of place. 

Life companies are primarily concerned with unquestioned 
security and yield. For the most part their bonds are held to 
maturity. I suppose there is an attempt made to make the 
average unexpired term of their bonds coincide with the average 
duration of the life insurance contracts on their books. There 
is no such need in the fire and casualty business. 

In the case of fire companies the question of liquidity of their 
assets should always be borne in mind. They should be so 



300 INVESTMENTS FOR CASUALTY COMPANIES 

equipped in the financial sense that some sudden conflagration 
will not catch them flat footed. I suppose 50% of the assets 
of the first line fire insurance companies are readily saleable. 

Casualty companies are not hampered, it seems, in any way. 
They should seek the high investment list always maintaining 
an eye on increasing their yield. 

4. DISTRIBUTION- BY MATURITY 

It  is generally considered prudent to arrange for maturities 
to conform to some reasonable scheme. I suppose the average 
company will find the unexpired term on its bonds to run in 
the neighborhood of 20 to 25 years, depending largely upon the 
amount of government issues held. I t  would be generally 
considered good practice always to have 15% of the invested 
assets falling due within the next 5 years. This factor, however, 
can be unduly stressed in the case of casualty companies and 
I would feel perfectly safe in urging a company to extend its 
average maturity when the bond market looked good. Con- 
versely, I think profit, or rather saving in depreciation, would 
result if the mean maturity were shortened when it appeared 
that a decline in fixed yielding securities was imminent. Of 
course, here again the requirements of life and fire companies 
differ among themselves and again differ from those of casualty 
companies. 

5. FUNDAMENTAL INVESTMENT POLICY 

Most casualty companies in the United States appear to 
have followed a reasonably conservative investment policy 
seeking the highest grade of securities inclining rather to be ultra- 
conservative, I would say. They have avoided more speculative 
bonds with their inducement of a higher interest yield. In 
spite of that fact, however, they have all enjoyed great benefit 
from the upswing in the bond market which has occurred since 
the year 1920. To achieve anything like the same results during 
the next 5 years is probably going to be much more difficult 
and if underwriting profit remains meagre and money remains 
easy I would not be surprised to see the more conservative 
companies investing increasing amounts in securities which might 
be expected to show capital appreciation due to increased earning 
power of the properties. 
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As the magnitude of the invested funds grows I think you will 
find that an increasing amount of specialized attention will be 
devoted to the investment end of the business. Companies 
will become large enough to justify the constant attention of 
one man to this end of their corporate operations. If this di- 
agnosis of the trend is correct we might reasonably expect to 
see the companies loom largely in the day to day trade in invest- 
ment securities in Wall Street. 

New York City banks add considerably to the profits they 
derive from loaning money for commercial needs by buying 
and selling investment securities. There is no reason why in- 
surance companies should not follow that  lead. If a bank 
with its deposit liability is justified in trading in securities then 
surely a casualty insurance company is, as there is no possi- 
bility of an immediate call for funds. 

IN CONCLUSION 

6. PRESENT OUTLOOK IN SECURITY MARKET 

I suppose this rough statement would not be complete without 
some reference to the present outlook in the security markets 
today, with special reference to investment of casualty com- 
panies' funds. The outstanding financial operation in the next 
two years will unquestionably be the refunding of the 3rd Liberty 
Loan. Mr. Mellon on a rising market has handled the operation 
to date in a masterful manner. On three occasions he has suc- 
ceeded in advancing the maturi ty date so far ahead that  for all 
practical purposes the operations have postponed any further 
worry indefinitely. There still remains, however, over two 
billion dollars of 3rd Liberty Loans to be dealt with and it would 
seem that  there is a likelihood of the next refunding operation 
being done on a 33/~% basis. 

The operation of the United States Treasury Sinking Fund 
has been so extensive that  we shall soon be contemplating serious 
reductions in outstanding amounts of Liberty Loan issues. This, 
again, is an additional feature tending to force insurance com- 
panies into wider fields for their investments. The outlook 
for money seems to indicate a plentiful supply. All these factors 
augur higher bond prices. The only force which can militate 



302 INVESTMENTS FOR CASUALTY COMPANIES 

against that  trend, it seems, is that  which would be set into 
motion in the event of the United States extending the resources 
of her money market and investment market on a very much 
more extensive scale to foreign nations. What the future holds 
during the next five years in this regard is very largely a matter 
of conjecture. 

Today the ability of the United States to produce wealth 
both from the farm and the factory is unprecedented and there 
are very good reasons why the industrial plant particularly 
should be run as near to capacity as possible. This indicates 
a distinct probability of fixed capital piling up in increasing 
quantities in the near future. So far as the outlets for this 
capital are concerned it seems that  the geographic position of 
this country, its political and economic history, do not augur 
an easy transition to a position where the United States becomes 
a great lender nation as Great Britain became in the latter 
half of the 19th century. 

The average American investor does not take kindly to foreign 
securities. Contrast that  position with the condition we find 
in the investment market in London. There is the same back- 
ground of individuals buying high grade investment issues 
such as the War Loans in London and the Liberty Loans in the 
United States. There is, however, one great difference. Life 
insurance is a much more potent factor in the economic life of 
the United States than is the case in Great Britain. The average 
Britisher invests his savings himself; the average American has 
a considerable portion of his savings invested for him by the 
large life insurance companies. This condition, I have little 
doubt, leads to a strong disinclination on the part of the average 
American investor to embark on the uncharted sea of foreign 
investment. 

Viewing the sum total of these factors I incline to the view 
that  high grade security prices will move to higher levels. They 
in turn will induce preferred stocks to follow them and finally 
the common stocks of corporations of proved earning power and 
established position will be affected by the overflow of investment 
funds. This, it seems to me, is the trend of the tide. The situa- 
tion may change, however, and change with the rapidity of a 
kaleidoscope. Only constant vigilance will enable one to discern 
when the turn arrives. 
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THE FUNCTION AND PUTURE OF INDUSTRIAL 
R E T I R E M E N T  PLANS 

BY 

REINH,~RD ~.. HOHAUS* 
Assistant Actuary, Metropolitan Life Insur~uce Company 

Industrial retirement plans, as a practical solution of the 
problem of superannuated employees, have become a subject of 
general interest and importance in this country. Because of its 
nature, the problem is of particular interest to the members of 
the Casualty Actuarial Society and I fully appreciate the honor 
afforded me by this opportunity to discuss it. My remarks will 
be concerned primarily with the social and economic aspects of 
the subject, rather than with the strictly actuarial or technical 
phase, and in conformity with the current fashion in social and 
economic fields, I shall take the liberty to forecast the trend of the 
future development of retirement plans in this country. 

The health, happiness, and even subsistence of an individual 
in the normal civilized community of the present time are de- 
pendent primarily upon a continuing income of money. For 
most the source of this income is salary, wages, or other com- 
pensation derived from employment. Consequently, anything 
which will cause the discontinuance of employment--and hence 
the income therefrom--has been aptly described as a specter 
hovering over the individual. The five main specters are well 
known--they are death, accident, sickness, old age and industrial 
depression. 

These contingencies and the problems connected with them 
are being increasingly studied and discussed each year, and this 
discussion has not, by any means, been confined to one class. 
Organizations, committees, and commissions of all types and 
classes have attacked the problems. They range from compre- 
hensive units such as the International Labor Bureau at Geneva, 
which has a program mapped out for years in advance, to a 
committee investigating some phase of one of the problems for a 
small employer or his employees. Sometimes constructive work 

*This paper presented by invitat ion of the Commit tee  on Program. 
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is done, while other  t imes the results are not  wor th  the labor  
expended. 

When  one realizes the increasing interest  in these var ious 
problems,  the na tura l  quest ion is " W h y ? "  The  answer is too 
well known to war ran t  more than  a short  reference. In  the ec- 
onomic evolut ion of the  world, we are now in an industrial  era. 
Formerly ,  the business uni t  was very  small. The  "p rominen t  
ci t izen" owned his own business. The  corner grocez3T had not  
become a "chain s to re" ;  the mi lkman  was a farmer,  and  not  an 
employee.  Individuals  owned their  own homes and did 
not  have  to  pay  rent.  T ranspor t a t ion  was not  as avail-  
able as now, and people lived longer  in one communi ty  and  there 
were closer ties among  the neighbors. Now vas t  numbers  are 
solely e m p l o y e e s - - a n d  this includes m a n y  managers  of industry.  
The  business uni t  has become a very  large one, and corporat ions 
wi th  the n u m b e r  of employees  running to five or six figures are 
not  uncommon.  

As a result  of these and  m a n y  similar changes in the economic 
system, the income of the  individual  is now more  liable to be cut  
off entirely, or a t  least to be reduced more rapidly,  when dis- 
ability, death,  old age, or unemploymen t  occurs. Former ly ,  
the  occurrence of such contingencies would not  have  had such a 
ma rked  or immedia te  effect, because some form of a reserve had  
been more or less unconsciously built  up. The  reserve might  
have  been cash, merchandise,  or the "good-will"  of a business, 
bu t  because the business uni t  was small, this reserve was avai l -  
able to the individual.  F requen t ly  it  was not  realized t ha t  such 
a reserve against  the specters existed, bu t  whether  the reserve 
was the good-will of a shop f rom which the profits would cont inue 
to go to  the unfor tuna te  vict im, or cash in a bank,  the effect 
on the cont inuat ion of income was the same. 

I t  is the  increasing abruptness  with which income is now 
s topped  through no faul t  of the  individual t ha t  has made  the  
problem arising f rom the five specters a m a t t e r  of general concern, 
and has s t imulated the  search for remedies. As might  be ex- 
pected, the solutions offered take  m a n y  different forms. 

At  one extreme, we have  the m a n  who believes in the continu- 
ance of the old order, which has proven  sa t is fac tory  for so m a n y  
y e a r s - - o r  centuries. Protect ion against  the  contingencies we 
are discussing is solely a m a t t e r  for the individual.  Responsi-  
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bility and initiative must rest with each one separately, if we 
are not to destroy the spirit of thrift, ruin industry, disrupt 
the institution of the family, cause demoralization, raise or lower 
the interest rate, etc. 

At the other extreme, we have the man who will simply 
remove all five specters by a comprehensive program of compul- 
sory state insurance. Such a program insuring everyone against 
the five "dreads" confronting all workers was suggested in 1924 
by a member of the British Parliament and it was claimed that:  

The . . . . .  Scheme would immediately relieve and solve 
the awful abnormal unemployment problem by giving the 
weary, tired, wornout workers over 63 the offer of a Pension 
to enjoy at once and for life in some ease and comfort. 

. . . . .  the pensioning of the weary, aged worker, 
the younger worker given full scope and just reward for his 
labour and skill, all these should mean a quickening right 
through the ranks of industry giving largest promise of 
reward to the toiler, success to trade and industry, and added 
strength, prosperity, and greatness to the State. 

The 1921 Census gives the total number of widows as 
1,824,323. I t  is reasonable to expect that, owing to mental 
relief to men workers through an adequate pension sys- 
tem at 63, there will be a decreasing number of widows. 

Under the . . . . .  Scheme, 1,000,000 workers retire 
at once on pension and the Unemployment Problem is 
solved. 

Fortunately or unfortunately, it seems that  neither of these 
two alternatives offers the best solution for the problems in this 
country. The reasons as to the particular problems of old age 
will be discussed later and are indicative of the general objections 
to the alternative plans. However, as they represent the two 
extreme viewpoints, we may anticipate that the best solution 
will lie between them and we should, therefore, ascertain the 
underlying premise of each. For the first, it is that  the only 
satisfactory solution is individual prevention; the second, relief 
through a state insurance scheme. 

These two premises suggest immediately a difference in the 
att i tude of Europe and this country towards insurance. The 
difference is by no means as great as that between the two prem- 
ises, but it is indicative of the character of the solution which 
may result in this country as contrasted with that  in Europe. 

I t  is frequently stated that the function of insurance, another 
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name for protection against contingencies, is, first, to prevent 
the occurrence of the contingency insured against, and secondly, 
to indemnify on account of the loss when it does occur. In this 
country, it is the function of prevention that  is strongly em- 
phasized and it is maintained that  every effort should be made 
to accomplish it. In Europe, the second function--that  of 
relief--is stressed primarily, although it must be admitted that  
mention of prevention will be found in European publications, 
and even in the government insurance laws. However, the real 
emphasis on prevention, which is that  of practical attempts to 
make progress, is much stronger in this country. We find it in 
life, fire, casualty, and other branches of insurance. Com- 
panies boast, not only of how much they paid in claims, but even 
more of the amount of claims prevented or postponed. One 
company even publishes annually a "financial" and a "health" 
statement giving its experience for the years in terms of lives 
saved as well as the dollars and cents received or disbursed. 
On the other hand, we have the example of the British Unem- 
ployment Insurance Act which offers practically no encourage- 
ment to an employer to reduce unemployment. Indeed, as a 
concession to the advocates of the "prevention" policy, there is a 
provision which is supposed to give this encouragement, but it is 
too weak and indirect to be successful. I t  takes more than a 
statement and a provision to be of value; constant vigilance and 
constructive efforts are required and the person who can do the 
"preventing" must find it to his direct advantage to do so. 

In this country, the doctrine of prevention has many en- 
thusiastic disciples in practically every branch of insurance. 
Whether or not there is merit in the general doctrine is of little 
moment here, except to state that  there has begun recently a 
movement by some employers which offers a preventive solution 
of the problem of the superannuated employee. Present 
indications justify the hope that  the use of this method will 
spread and that  it will have very beneficial results. Probably 
none of these employers are aware that  this method may be 
regarded as preventive in effect, but, nevertheless, it may be so 
regarded. 

Upon mentioning a preventive solution for the aged worker, 
you register a protest and state that  efforts are being constantly 
made in this country to reduce death, accident, sickness and 
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unemployment. If they are at all successful, you may say that  
it would result, directly or indirectly, in the increase in the 
number attaining old age and so it would appear that  any 
suggestion of a preventive measure for old age itself would be 
absurd. And so it would be, if old age itself were the specter 
that  haunts the workingman, and not the loss of income due to 
inability to retain employment. But the problem is to prevent, 
not old age, but loss of income during that  period. I t  is in this 
respect that a preventive solution for the loss of income in old age 
differs so materially from the treatment of the other contingencies 
--for, in the case of death, disability, or unemployment, we can 
offset the loss of income by actually preventing or at least 
postponing the occurrence of the contingency. 

That the entire problem of the aged cannot be solved by the 
"preventive" method is readily granted, so that  it seems ad- 
visable, before discussing it, to make a brief analysis of the prob- 
lem, and in this way ascertain to what extent this solution may be 
employed. 

Old people may be grouped in three general classes. Those 
whose incomes continue either because of investments, or 
ability to work, form one class. Obviously, they offer no great 
problem and may be disregarded in our discussion. The second 
group would include those individuals who have no income be- 
cause of "indolence, lack of moral fiber, inadequate mental or 
physical equipment, lack of judgment, adverse fortune, etc." 
Their condition might better be described as "absence of income" 
than as "loss of income." The third class includes the workmen 
who, because of superannuation, become inefficient in their work 
and consequently lose their productive ability and earning power. 
Just as with inanimate machinery, human machinery deteriorates 
and, after a certain point, should be replaced, if the maximum 
production efficiency is to be maintained 

Considerable confusion in the discussion of superannuation 
often has arisen because of bulking the last two classes together. 
The second group, which might be called "social," has always 
existed, and is in main a problem of society in general. This 
group includes the unfortunates of society who produce little 
wealth which can be accumulated for their old age. Provision 
must be made for them from the funds of the community as a 
matter of relief. Whether or not the present methods of caring 
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for them are satisfactory is another question, and a very interest- 
ing one, but any attempt to study it together with the problems 
of the other two groups would only invite confusion. 

The third group, which might be called "industrial," is in 
main a product of the present organization of industry, and its 
problems should be approached with that fact in mind. Before 
the era of factories and corporations, many in that  group would 
have had an income in old age because of an actual saving of 
wealth from the productive years for use in the non-productive 
years, whether the wealth were merchandise, property, or even 
the "good-will" of a shop, and therefore they presented no 
problem. 

Fortunately, the recent tendency in this country has been to 
study superannuation separately for the three groups. The first 
group whose income continues offers little difficulty. For the 
social group, any solution must be based on the principle of relief, 
so that  for it the problem is a matter of improvement in method--  
not the method itself. The industrial group includes the largest 
number of individuals and there is no general agreement as yet as 
to the most satisfactory method for it. Obviously, the last group 
presents the most important problem, and it so happens that  a 
preventive solution may be applied to it. For these two reasons 
my remarks will be confined to the possible solutions for this 
group. 

A practical solution for any social problem must take into 
consideration the existence of certain facts and conditions, which 
may or may not be justified. Whether or not the ideal solution 
would be for the individual to make his own provision for old age 
is of little importance, because the fact remains that  many 
individuals do not or cannot make such provision, and con- 
sequently individual prevention does not offer a practical 
solution. 

A solution sometimes suggested is a universal state pension 
scheme with no "means" restriction, and financed jointly by the 
state, employer, and employees. There are many serious ob- 
stacles to such a program in this country. Various legal difficul- 
ties would be encountered and programs of this nature are 
always opposed by vested interests of one sort or another. 
These vested interests are by no means restricted to capital but 
may also be labor organizations, farmers, etc. An inherent 
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opposition to this solution, based considerably on sentiment, 
exists on the ground that it should be avoided because of its 
paternalism or other "isms." Por these reasons, it would be 
very difficult to get such a proposal adopted, and, after all, if a 
program cannot be readily adopted it has not much practical 
value. 

Even if such a program could be enacted, conditions in this 
country are very unfavorable for any universal scheme as there 
is no uniform standard of living conditions in the various localities 
and industries. For one section or occupation, $50 a month 
might be an adequate pension while in another it would be 
altogether insufficient. The labor conditions, age and occupa- 
tional distributions, financial and political status, and other 
considerations as found in the different states would cause con- 
siderable difficulty. In addition, any scheme for a state pension 
fund would probably require the state to take care of the ac- 
crued liability, which would necessitate a heavy tax on the State 
Treasury for some time to come. 

Public and private opinion concerning social problems is to a 
considerable extent a matter  of sentiment, rather than reason, 
and this situation must be borne in mind in seeking a workable 
solution. Consequently, we must take cognizance of a strong 
undercurrent of feeling which seems to exist in this country that a 
social problem which is a product of industry should first be 
attacked by industry independent of state direction, so that, by 
its own initiative, a solution may be found. Only after industry 
has had a thorough opportunity and failed to find a satisfactory 
solution, should the state intervene and compel the adoption of 
certain remedies. Whether or not the existence of such a feeling 
is logical or desirable does not matter  in devising a solution, for its 
existence must be taken into consideration if the solution be one 
which can be readily made effective. 

I t  is true that  industry has not always solved its social prob- 
lems and that  in some instances state intervention has been 
necessary, an illustration of which is the various "Workmen's 
Compensation Insurance Laws." Furthermore, while it is my 
belief that  state universal pensions are by no means a satis- 
factory solution for this country, I would venture the prophecy 
that  if industry itself does not solve the problem, some form of a 
state compulsory pension scheme will eventually be adopted. 
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However, the present indications would seem to justify an 
attitude of optimism concerning the probability of a satisfactory 
solution by industry of its problem of superannuation. We 
have in the astounding growth of Group Life and Health Insur- 
ance in the last few years, examples of the progress industry has 
made in solving some of its problems of a social nature. 

Industry is really studying superannuation at present and is 
trying to find the best method to make provision for it. Some of 
the methods being tried are profit sharing schemes, savings 
funds, stock ownership, insurance companypoliciesand contracts, 
and pension schemes and funds of various types. Of these, the 
most general and direct method is the establishment of a formal 
or informal retirement plan, either self-administered or admin- 
istered through insurance company contracts. The reason is 
quite obvious--a retirement plan provides a pension or annuity, 
which is an income, and therefore, the exact provision required 
for old age. Stock ownership and savings fund schemes usually 
have other purposes in addition to the provision of an old age 
income and are at best only indirect solutions. In fact, many 
corporations which have such schemes also have retirement plans. 

Employersare understanding more and more that  there is only 
one primary reason for a retirement plan, and perhaps, because 
of the cost, it may be called the sole justification. I t  is the cold 
business reason of necessity. Formerly the reasons assigned 
were reward for service, gratuity, improvement in morale, re- 
duction of turnover, disciplinary use, etc. Today employers are 
realizing that  they must pay pensions--whether on an active 
payroll or a pension roll--to the employees who have begun to slip 
because of age. Competition necessitates constant improvement 
in production efficiency and therefore the inefficient because of 
old age, whether man or machinery, must be replaced. To dis- 
charge such employees outright would be a very unwise policy 
and the result is that  a pension is paid in form of an allowance, 
annuity, or wages, The most costly method is the one under 
which the employee is kept on the active payroll and a pension 
paid to him in the guise of salary. This has been demonstrated 
by tests made by employers which proved that money would be 
saved by retiring employees and removing them from active 
service. 

I t  is advantageous that  the employer regard the problem as a 
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business one, and not as one of altruism, charity, or reward. 
When the employer realizes that  he must pay pensions, his 
business training impels him to find a plan which will, in addition, 
secure as many by-products, as it can, such as reduction in 
turnover, improvement in morale, etc. He will seek a plan 
which is systematic and definite and sound, and which assesses 
the cost to the time and place in which it was incurred. I t  may 
also be that the fact that  the managers of industry are fre- 
quently employees themselves, introduces a selfish element which 
serves very advantageously by making the manager desire a plan 
applicable to all employees, including himself, which is sound in 
principle and finance. 

Many employers are now finding and adopting plans of this 
nature, which become immediately preventive in effect. Of 
course, they do not prevent old age, for they are not based upon a 
policy of the extinction of human life after a certain age, a 
"remedy" which was widely discussed some years ago as a result of 
the distortion of a public remark of Doctor Osler. The preventive 
effect is a result of the assessment of cost during the working 
years. Funds are laid aside and accumulated for each employee 
during his productive years to provide an income during his 
unproductive years. Consequently the method is simply an 
accumulation of income which thereby prevents the loss of 
income. Contributions of one employee are not used to pay 
pension to another employee, but part of the revenue resulting 
from the production of each employee is set aside for that  
individual employee. In effect it is comparable to a grocer who 
builds up a reserve in merchandise and equipment which can be 
used as a source of income in old age. 

The type of industrial plan which will be adopted in the future 
as a result of the study of superannuation as a business problem 
will be considerably different from most of those in existence 
to-day. This difference will come primarily from a change in 
the financing of the plan. Most existing plans are on a "cash 
disbursement" basis, or a modification thereof, which means that  
pensions are charged when paid as a current operating expense. 
Money is to-day being declared as dividends or used for other 
purposes which should be used to set up a reserve out of which to 
pay the heavy pension costs of the future. The continuation of 
this practice might easily prove embarrassing to the employer. 
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However, employers are now learning that  the financial provisions 
for pensions should be made while active service is being ren- 
dered; that  sound corporate finance requires that  at any time 
reserves should be on hand sufficient for all future pension pay- 
ments arising out of service up to that  time. When this method 
of financing is adopted, the retirement plan immediately be- 
comes a preventive one, for neither the employer nor the com- 
munity will have to relieve from current earnings the loss of 
income by a retired employee. 

When a reserve basis is decided upon, other modifications and 
changes often take place in order to simplify the basis or permit a 
fairly accurate reserve to be calculated. The abandonment of 
plants by several large employers is teaching others that, before a 
decision is reached, their study should include not only that  
phase which might come under the head of social philosophy but 
also the actuarial and financial phases. 

A retirement plan requires money. A good one requires 
considerable sums. Unfortunately, this fact has been not gen- 
erally recognized and, after an employer begins his study, he 
becomes frightened by the experiences of some of the older 
plans. The difficult task today is to reassure the employer and 
convince him that  there is available a solution which will come 
within his means. "History repeats itself" is a very trite saying, 
but it certainly does seem that  industrial retirement plans are 
passing through the same stages that  life insurance did in its 
development from the haphazard and unscientific financial basis 
of the old assessment and fraternal societies to the mathematically 
determined basis of legal reserve insurance. 

Based upon observation of the type of plans now being adopted 
and upon the trend of thought among our more progressive 
employers, I feel that  retirement plans will so develop that, at 
some time in the future, industry will have plans in effect which 
will include the principal characteristics regarded as ideal by 
many students of the subject. This forecast is further based 
upon a belief that  the interests of employer, employee, and society 
are not opposed to each other and that  a plan which is sound in 
social, financial, and actuarial principles will be the most satis- 
factory for each of the three parties concerned. Fortunately 
for the development of sound retirement plans, there is an 
increasing realization on the part of the employer that  the 
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interests of the employee are his interests, and likewise on 
the part of the employee that  the interests of the employer are 
his interests, which change of sentiment is reflected almost daily 
by additional evidence of various kinds. 

To be specific, my forecast is that at some time in the future 
the problem of superannuation in the industrial group will be 
solved to a large extent through retirement plans adopted by 
individual employers and that these retirement plans will have 
certain characteristics which are: 

1. Benefits related to earnings and length of service. 
2. Liabilities provided for as they accrue. 
3. Cost borne jointly by the employer and the employee. 
4. Contractual relationship. 
5. Favorable policy towards migration. 
6. Supervision by State Insurance Departments. 

As these characteristics are rather broadly stated, some 
discussion of them may be appropriate. 

Many employers and other students of retirement plans are 
becoming convinced that a plan, to be fully effective, should 
provide substantial retirement benefits which in some measure 
are in accord with the standard of living to which the employee 
has been accustomed. A nine hundred dollar annual pension 
may be quite adequate for a twelve hundred dollar a year man and 
altogether inadequate for a ten thousand dollar a year man. 
Moreover, if the benefit be too small, there will be a tendency to 
retain the employee in active service and this would defeat the 
very purpose of the plan. 

The relationship of the retirement benefit to earnings need not 
be a definite percentage of salary. As a matter of economy in 
administration, the use of salary classes is very desirable and 
should increase. Under such a plan, employees are grouped in 
certain classes determined by salary. For example, one class 
might include all earning under $100 per month; another group for 
those earning between $100 and $150 per month; etc. A small 
number of classes, from four to ten, would be sufficient for the 
ordinary concern. The retirement benefit would be dependent 
upon the salary class, so that  the group earning under $100 might 
receive an annuity of $1 per month for each year of service; the 
second group $1.50 per month; etc. The annuity will thereby 
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be determined by earnings, a desirable feature, but the calcu- 
lations caused by using a percentage of the exact salary for each 
employee will be greatly reduced, which is also highly desirable. 

The practice of basing the retirement annuity upon a function 
of final salary, whether this be assumed to be average earnings of 
the last one, five, or ten years, will decline, for an estimate of the 
salary many years hence is at best an "educated guess" and it is 
impossible to definitely determine, and therefore provide for, the 
liabilities as they accrue. The use of the total salary received 
during the entire service as the basis of retirement benefit will 
become more general since this does not require any estimate 
of future salaries and thereby removes one very uncertain factor 
from the calculation of the liabilities. 

Another type of plan which will be adopted is the "money 
purchase" method, under which a certain percentage of salary, 
or an approximation thereof, is set aside each year and accumula- 
ted at interest until retirement, at which time an annuity is pur- 
chased by the fund in hand. Obviously, as the annual deposit 
is a function of salary, the retirement annuity will be related to 
earnings. 

The wisdom of the practice of providing for the liabilities of a 
retirement plan as they accrue is being steadily recognized. 
Practically every investigation includes in its findings a recom- 
mendation that  the plan be financed on the reserve basis. Em- 
ployers are realizing that  correct corporate accounting and 
finance should assess the cost of an employee's retirement income 
as an operating expense during his active service, for it is on 
account of that  service that  the income is payable. 

Sound business practice has made it almost mandatory to 
charge off depreciation for buildings, equipment, and other 
capital assets while in active use and to build up a sinking fund 
for their replacement. This practice simply provides the funds 
for the replacement liabilities as they accrue, and not as they 
mature. This method was not always in effect, but required 
considerable time, patience, and educational work to accomplish 
its adoption. In like manner, the soundness of a similar practice 
for the replacement of the superannuated is becoming more 
generally admitted and, in time, will be in general use. More- 
over, I believe that  as this reserve principle is recognized, employ- 
ers will insist on plans, the benefits of which are such that  liabilio 
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ties for them may be definitely determined and so not depend 
upon the course of such changeable rates as salaries and with- 
drawals, as those of many present plans do. 

In a study published in 1925 by the National Industrial 
Conference Board, 248 different retirement plans conducted by 
245 different firms were analyzed. Of these, less than 12 per 
cent. are contributory. That is the situation at present. As 
to the future, I believe the percentage of the new retirement plans 
which will be on a contributory basis will be much greater than 
12 per cent. 

Many advantages favor a contributory plan. I t  will either 
reduce the cost to the employer, or allow payment of larger 
benefits. The taint of paternalism or charity.is removed and the 
habit of thrift and savings is encouraged. Employees value 
more something for which they must make some payment, and 
another opportunity is afforded for an increase in cooperation and 
mutual good-will between the employer and the employees. 

The adoption of a contributory plan will encourage making the 
plan contractual, and thereby make moral obligations legal 
obligations. Probably one of the main reasons why most present 
plans are non-contributory and non-contractual is that  the em- 
ployer desired to have full control over the plan so that  if, on 
account of the increase in eventual cost of which he had no 
conception or for any other reason, he thought it desirable to 
modify or cancel the plan, he could do so easily. Naturally, 
then, the employer did not wish to include any obligations 
arising out of the contributory feature. While this reason as to 
possible increase in cost may have been important in the past, 
it has little value now, since plans may be, and are being, devised 
for which the employer need have no fear as to eventual cost. 
There need be no such fear when the plan is underwritten by an 
insurance company, and as a result, considerably more than half 
of the plans underwritten recently by one insurance company 
permit the employees to contribute. A few years ago practically 
all Group Life Insurance was purchased at the sole expense of the 
employer, while now about 95 per cent. of the Group Insurance 
written is paid for jointly by the employer and the employees. 

Of the 248 retirement plans referred to previously, about 3 
per cent. are fully contractual and about 24 per cent. contract- 
ual to a limited degree. The remaining plans clearly avoid any 
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legal liability to pay pensions, or even to continue them if once 
begun. As stated previously, the reason for this situation 
probably is that  employers, uncertain as to eventual cost or for 
other reasons, wished to have the right to withdraw or change 
the plan at any time if deemed necessary or advisable. Fortu- 
nately, recent developments in the field of retirement plans and the 
missionary and educational work of consulting actuaries, insur- 
ance companies, and other organizations have made available to 
employers practical plans on a sound financial basis, which should 
be a prerequisite of any contractual plan. 

The trend in the future will be toward plans in which the con- 
tractual relationship will be such that the plan may be discon- 
tinued, altered, or suspended at any time, but that  any such 
discontinuance, alteration, or suspension shall in no way affect 
benefits accruing from service previously, rendered. This is a 
very equitable arrangement. No present administration should 
be able to obligate a future administration to continue a plan 
as to future service, and likewise no future administration should 
be able to cancel or repudiate any obligations for which financial 
provision had been made previously. 

From my own experience, I think it is fair to say that  employ- 
ers are much more interested in making the plan legally enforce- 
able than are the employees; probably because the latter do not 
question the payment of the pensions provided. When an em- 
ployer is convinced that  he has a plan under which he can defi- 
nitely provide for the liabilities, and knows that  he will not be 
saddled with a huge unexpected deficit in the future, he frequently 
is very willing to make the plan contractual. 

Another change in trend may also be expected in the employ- 
er's atti tude toward migration. By migration is meant changing 
employment, and most present plans provide for loss of all pen- 
sion rights upon termination of employment. From the view- 
point of social philosophy, there is little question concerning the 
value of migration and, accordingly, when an employee leaves 
an employer, he should not forfeit the retirement income pro- 
vided on account of the service rendered his former employer. 
A suggestion that  such a provision would be a good one is fre- 
quently greeted with the statement that  employers would never 
do it, because they want to hold the loss of pension rights as a 
deterrent to withdrawal. My answer is that  two corporations, 
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each one of the largest in its field, have incorporated in their 
plans, provisions favorable to migration. Plans of a few other 
employers have similar provisions while necessary modifications 
are being considered for some existing plans. These plans are 
administered by insurance companies, which makes the inclusion 
of a migration provision much simpler than for a self-administered 
plan. 

Employers are realizing that a pension at age 65 is practi- 
cally no inducement for a young man to remain in service, 
because to him age 65 is far distant and he has no ex- 
pectations that he will still be in the service at that  time. On 
the other hand, the feeling has been expressed that if the employee 
knows that  each year he will receive additional provision for old 
age not contingent upon remaining in service, he will stay on for 
one year, and then perhaps, for one more, and one more, in order 
to increase his protection against old age before changing employ- 
ment. This may be a very hopeful attitude, but whatever the 
reason may be, the present indications are that a trend towards a 
liberal policy regarding migration has begun. 

With the development of retirement plans on a contractual, 
contributory, and funded basis, it does not require much per- 
ception to see that  sometime in the future retirement plans will 
come under the supervision and regulation of State Insurance 
Departments. The start towards such legislation has already 
been made in New York. I t  would only need the failure or 
collapse of several of the existing funds to greatly expedite any 
such movement. :If state supervision of life insurance companies 
is justified, it is apparent that  a convincing argument can likewise 
be made for the supervision of the retirement plan administered 
by the employer himself, for after all he is paying annuities and, 
therefore, doing an insurance business. 

If, then, the industrial retirement plan of the future will have 
the above characteristics, I believe we will have developed a very 
satisfactory solution of the superannuation problem of the 
"industrial" group in this country. I t  will recognize that  this 
group offers an entirely different problem than the social group. 
I t  will be based primarily on the principle of the prevention of 
loss of income by accumulation of income. I t  will not be in- 
dividu.al prevention, for that  cannot be realized except in a too' 
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limited degree. It  will not be relief or prevention by the state, 
for the variations and complexities of the conditions in this 
country are very unfavorable to any universal scheme. It  will 
be prevention by industry itself, for it is responsible for the prob- 
lem and is best fitted to solve it. 

My  forecast is not an impractical dream. American industry 
does not hesitate, if it thinks it wise, to disregard previous prac- 
tices or customs and boldly strike out along new paths, and the 
atti tude which industry has begun to take towards problems of 
old age, disability, and unemployment is well illustrated by the 
statement of Mr. E. C. DRAPER, Treasurer of Hills Brothers 
Company, who said: 

My enthusiasm for preventive measures against evils of 
this character is primarily an economic one, because, being a 
business man, I like to view these problems from an economic 

s tandpoint .  It  is high time that modern business men 
stopped thinking about the hazards of industry as charitable 
problems and began thinking about them as industrial 
problems which directly affect their net income. 

We need not look entirely to the future for progress. The 
stupendous growth of Group Life Insurance--with over three 
billions in force thirteen years after its inception--and its 
continual increase, is the contribution of American industry 
towards the removal of the specter of death from the workman. 
Through mutual benefit associations and Group Health Insur- 
ance industry is likewise assisting as to disability. As to old age, 
some employers have already established excellent retirement 
plans, but  more remarkable is the fact that  a great number of 
churches, educational institutions, and to a limited extent, 
governmental agencies, all notorious for supposed lack of business 
ability, have already in operation retirement plans which are built 
on a comparatively sound financial basis, and are thereby setting 
an example of excellent business practice to industry. 

While close contact with many employers in this country has 
made me optimistic concerning the future development of in- 
dustrial retirement plans, I know that the progress will not be 
accomplished easily. It  will require constant intelligent mis- 
sionary work in the education of the employers, with particular 
emphasis on the main practical questions involved. Such work 
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is being done now by groups representing employees, employers, 
and the public, and the members of the Casualty Actuarial 
Society are especially qualified, because of their knowledge of 
both the technical and social phases, to assist in it. Any efforts 
made will be well compensated, not only in the knowledge of a 
service performed for society but also in the pleasure derived 
from the study of a most interesting and intriguing subject. 
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WRITTEN DISCUSSION 

MR. FREDERICK RICHARDSON: 

The President is to be congratulated on his choice of subject 
and the skilful way in which he defends the statistical method. 
That  method has not always produced results which could be 
termed comforting to underwriters ~nd for that  reason has been 
under fire. 

I t  might not be out of place at this time to express our sense 
of satisfaction and our fellowship pride in his recent appointment 
to a still more eminent position in the world of insurance. His 
entry into the arena of practical and competitive business has 
some significance for us, and will, moreover, have an influence 
upon his own views concerning the aims and ambitions of In- 
surance Companies. Doubtless he will continue to seek the 
lofty and hyperborean atmosphere of these assemblies, here to 
renew and refresh his spirit in studying and admiring the lambent 
fires and coruscations that  play about the aurora borealis of 
abstract mathematics. Be assured he will need that  refreshment, 
for in the daily march he will be following, like others of us, the 
will o' the wisps that  hover over the dismal swamps of a militant 
and sometimes dangerous enterprise. In that  region one is 
pursued by swarms of hungry mosquitoes athirst for blood. 
Our blood and not somebody else's. And what a difference it 
makes! Here we can gather together with our a's and our b's 
and our x, y, z's and our graphic outlines to postulate the cost of 
this and the incidence of that, and if our calculations happen 
to go awry, we, individually, are not a penny the worse. The 
burden of the experiment falls upon others. Of course, it is 
always better to be the doctor. One has the satisfaction of know- 
ing what the patient died of! Therefore, being one of your 
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round-about patients, I view with unfeigned joy the passing, 
one by one, of our fellows into active and responsible positions 
in the business for which this Society hopes and deserves to pro- 
vide the theoretical background. 

The President says that judgment in rate making should be 
eliminated as far as possible. He admits that rates should keep 
pace with experience, but if needs be, at a distance and in auto- 
matic, analytical fashion because experience is particular and not 
general. I t  is not one problem but a number of problems each 
of which must be solved if justice is to be done. 

And there precisely is the rub. Questions involving strict 
justice are of interminable solution. Something may be done 
with individual risks where they are large enough, but even then 
it is difficult in practice to overcome the natural tendency to 
ignore the "ups" whilst giving credits for the "downs". Analysis 
must stop somewhere, otherwise synthesis, which is the really 
important scientific process, will never begin. In 1916 dealing 
with some phases of rate making in a paper "Casualty Insurance, 
Probable Development and Need for Scientific Treatment of 
Statistics" I said, "Classifications must be broad or they are not 
classifications at all. There must be some room for the oscilla- 
tions of experience. In the final analysis no two objects are ab- 
solutely alike, not even two Ford cars or two peas in a pod. A 
measure of uniqueness resides in all things. But we shall never 
get anywhere if we allow ourselves to be drawn into a wilderness 
of distinctions and minutiae. As well hope to catch ostriches 
with bird-lime or elephants with mole-traps as to hope to measure 
insurance averages in pint pots. We would lose sight of the 
larger game in beating out every little side-trail. So the fewer 
classifications and the fewer exceptions the better. Genius has 
been said to be the gift of seeing the similarities in things ap- 
parently dissimilar. I t  is able to devise universal laws from seem- 
ing contradictions. And this is precisely what the insurance 
principle does." 

Personally I should say that the exercise of scientific judgment 
is paramount in these matters. There can be no dispute concern- 
ing the necessity for fairness and reasonable stability in rate 
making, but it is safe to conclude that there are greater disparities 
between individual risks in their groups than there is between 
groups, and it is scarcely to be doubted that with broader groups, 
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more scientific classification, and intelligent anticipation of con- 
ditions there would be more stability than is provided by the 
automatic method. I am disposed to think that our analytical 
basis is by no means final and we shall find it necessary to revise 
our views regarding the form analysis should take. We may be 
on the wrong track. We started out with a purely arbitrary 
basis because it was the only practical thing to do, but with the 
volume of experience behind us we might derive some notions 
as to whether there may not be a better way. Classification is 
not an easy thing even when you are dealing with comparatively 
fixed characters as in zoology, botany or chemistry. How 
much more difficult when you are dealing with characters not 
fixed? Still it probably took some imagination as well as sys- 
tematic knowledge and scientific judgment to fix the family 
relationship of a humming-bird with a night hawk, or a stinging 
nettle with an elm tree. I t  is in the nature of things to classify 
themselves under a proper analytical method and this inherent 
quality may be present in the objects of our studies in rate making. 
It  might take considerable time to establish relationships but it 
probably can be done. Claims afford the real basis for analytical 
treatment, their frequency and severity determining the main 
factor. Relationships of frequency and/or severity would be 
increasingly manifest as time went on so that  groups would finally 
be formed by their own reactions. Any risks that  showed per- 
sistent characters of severity and frequency which were not 
native to their groups would be thrown into higher or lower 
groups for observation. We might thus preclude the absurdity 
of a Superintendent of Insurance declining to let a risk carry a 
higher rate with the consent of the assured on the ground that to 
take it out of its classification would be in violation of the law. 
We might even settle the everlasting argument regarding ex- 
perience rating ! 

A simple calculation made from numbers of severity and 
frequency will, of course, give a quick indication of any important 
change in the general experience. Tl~e following tabulation of 
compensation experience of my own company on a policy year 
basis from 1914 to 1924 inclusive, tells its own story. The aver- 
age cost includes unaUocated claim expense to disclose the gross 
loss ratio. There has been a consistent underwriting policy 
from 1917 on. 
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1914-15-16 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 

Notices per 
$1o0o E. P. 

26.6  
18.9  
15.8 
13.8 

9 .5  
12 .7  
13.1 
12.7  
13.4 

Average cost 
inc. unallocated 

29 .2  
32 .3  
34 .1  
40 .9  
56 .3  
59 .6  
59 .0  
58 .6  
54 .8  

Loss ratio 

77 .67  
61 .04  
53 .88  
56 .44  
53 .48  
75 .69  
77 .29  
74 .42  
73 .43  

I t  has not been difficult to forecast for twelve months in ad- 
vance the probable number of notices and the average cost per 
claim. Moreover, in 1921 it did not take us long to realize that  
a radical change had taken place. 

Frankly, would it not be useless to pursue such admirable 
studies as those contributed by Mowbray and Voogt and Leslie L. 
Hall to our last Proceedings if we are going to stand by the auto- 
matic method and eliminate judgment as far as possible ? Surely 
it is not suggested that there is not a continuous shuffling of 
rates among the numerous classkfications that we now have, 
so that  the supposed requirements of absolute justice and sta- 
bility are far from being met. The test of anything is whether 
it works, and a rating system which does not catch up with losses 
for several years, and does not stop excessive charges quickly, 
is not responsive enough for practical purposes. I t  attempts to 
hit a moving target at long range with a point blank weapon 
and affords no place for the use of our higher mathematical 
equipment. The increase of 15% made in compensation rates 
in 1917 was necessary at that time and could very easily have 
been modified in 1919 without injustice to any one. When we 
are talking of fairness, what fairness can there be in letting present 
employers have their insurance at less than cost because employ- 
ers six or seven years ago paid too much. It  smacks of the Ger- 
man system whereby present-day industry is burdened with the 
cripples handed down by a previous generation of employers. 
Correlations between claims frequency plus claims cost and wage 
levels and commodity prices are most significant, and it would 
not have been beyond our powers in 1921 to have applied a factor 
which would have enabled us to get much closer to the mark 
than we have actually been able to do by the automatic method, 
and with it changes in rates would have been less frequent. 
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Every now and then there are dangerous oscillations of experi- 
ence which are capable of being recorded scientifically just as 
movements of the earth's crust are recorded by the seismograph. 
There are ascending and descending factors which are relative, 
so that  the actuarial equipment is not complete unless a careful 
study has been made of the levels of moral hazard, of commodity 
prices, of the cost of repairs and reconstruction, of the scale 
of personal indemnities and the rise and fall of unemployment and 
the corresponding operating density. The actions and reactions 
can be promptly observed and precautions taken, and although 
our methods may be empirical at the start we shall soon refine the 
instruments. We are at present going through a secondary 
period of deflation which may become acute and it is already 
indicated that  recent increases in compensation rates are not 
going to bring the loss ratios down to a proper level. Bear in 
mind that  experience is not stationary and, therefore, all measure- 
ments are relative. If you scale down the low classifications 
too finely you will find that  experience later on will not justify 
your conclusions. I t  is the principle of insurance to bring dis- 
parity to parity and that  can only be done by a broad treatment. 
What does the National Bureau want with 540 statistical terri- 
tories under observation? Any one who studies weather statis- 
tics sometimes finds that  one station reporting a higher average 
normal temperature than another will have a late last frost date 
and an early first frost date, reducing the growing season to a 
smaller number of days than that of the station recording a 
loweraverage temperature. This is a vital point in agriculture. 
There are similar vital points in insurance classifications which 
will from time to time upset our fine calculations. Rate making 
may safely become automatic when we know all about it, but 
at present the exercise of constant judgment is imperative. 
There is no wide disagreement between Michelbacher and my- 
self. We are both in favor of more statistics and more accurate 
instruments, but as insurance rates are anticipatory anyhow, 
I believe more ardently than he does in the use of intelligent 
anticipation instead of following a blind formula that  puts rates 
down when they should be going up, and up when they should be 
going down. 

As for the Commissioners and other authorities who make 
objection to increases in rates, they will be convinced of their 
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necessity whenwe show them that  we know our business and when 
we all speak in the same accents and with the same voice. And 
if you are conservative enough to require precedents to be con- 
vinced of the soundness of my arguments I would call your 
attention to the greater stability of compensation rates in Penn- 
sylvania with fewer classifications, and also to the fact that Per- 
sonal Accident Insurance provides coverage for many kinds of 
occupations and all sorts and conditions of men in so few classes 
that  you can count them on the fingers of one hand. 

As for the idea of long term average there may be something in 
it, but there is no doubt it calls for extraordinary powers of en- 
durance and unusual resources if insurance companies are to stay 
the course. Since 1921 it has been more like a cyclone than a 
cycle! We could all become rich if a formula would tell us what 
was going to happen, and then, of course, nobody would be rich 
at all! But fortunes have never been built up on statistical 
theories. They have been built up, like everything else worth- 
while, on judgment and experience. 

MR. C. H. FRANKLIN: 

The discussion of any paper prepared by Mr. Michelbacher 
requires a certain amount of courage because he is such a past 
master in all matters which appertain to rate making and bureaus, 
that it is usual to assume he is correct in his views and genera!!y 
speaking, he is. However, while in theory the views expressed 
in the above paper may be correct, still we know as a matter of 
practice that some of the results of past rate making have been 
very unfortunate for the companies. The results of the work- 
men's compensation business during the past three or four years 
have been so disastrous that  no further proof is required of the 
necessity for improvement of the present rate making methods. 
For the year 1923 according to the New York Casualty Ex- 
perience Exhibit, the earned compensation premiums were 
$93,050,646, the losses incurred were $62,891,225, showing a 
loss ratio of 68%. The 1924 New York Casualty Experience 
Exhibit gives worl¢znen's compensation earned premiums of 
$108,520,507, losses incurred $77,659,492, which shows a loss 
ratio of 71%. For 1925, with a premium of $126,703,111 the 
loss ratio is stated to be over 69%. For the past three years the 
companies reporting to the New York Insurance Department 
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have suffered an underwriting loss of about $30,000,000 on their 
workmen's compensation business. Now, if the present methods 
of rate making be correct, then, I submit, those results should be 
impossible. 

Our Past President states there are two methods of making 
rates, the first depending primarily upon the use of reasoning 
power and instinct, and only secondarily, if at all, upon statistical 
facts concerning the cost of insurance in the past. For these 
persons judgment is the guide. 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 mechan- 
ical process employing known statistical facts. 

Mr. Michelbacher states that his preference is for the statistical 
method. I submit that  there must be a middle path which 
should combine the advantages of both with a minimum of the 
disadvantages of either. I t  is apparent, and I think, requires 
no proof, that  rate making must start from the knowledge of 
past experience. However, after we have obtained that past 
experience there is no reason we should blindly follow it. If 
the path that it marks leads to a precipice there is no reason we 
should tumble over the precipice. I submit it is reasonable to 
assume that a Great Creator has endowed us with such intelli- 
gence as we possess so that we can properly appreciate what 
past experience means, apply that  knowledge to present condi- 
tions, and do in rate making what the business man is doing 
every day. I t  is frequently argued as a reason for applying the 
statistical formula procedure that  it is easy to explain, but even 
that  argument fails in view of troubles that  have been experienced 
in various states, in meeting refusals to adopt the rates submitted 
upon grounds which may or may not appear good and sufficient 
upon examination. 

In workmen's compensation business it is apparently a well 
known condition that  the same law under exactly similar con- 
ditions costs a trifle more each year of its operation. Take the 
medical cost for instance. There has been a marked increase 
in medical cost during the few years prior to 1923, yet in making 
rates for 1926 the medical cost for 1923 is taken. Would it be 
unreasonable or unfair, would it be beyond the powers of the 
English language to explain, if an increase factor were applied 
to this 1923 medical cost in the same proportion as it had in- 
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creased over previous years ? On the contrary, I believe it would 
be the only reasonable thing to do and yet under the formula 
system it is not done. 

To sum up, in the workmen's compensation business the for- 
mula system has been tried, weighed in the balance and found 
wanting. Therefore, whether the injection of some judgment 
into the system such as I advocate is correct--there is one thing 
certain that the present method is incorrect--the theory does not 
square with the facts. 

To come now to automobile business. At the present time 
this is as important or more important than the workmen's 
compensation business. In this case, strange to say, there is a 
little judgment introduced and this by the very Association with 
which our respected past president was connected. The automo- 
bile experience is largely based upon the pure premium of the 
last four years, then an average is taken, then that average is 
loaded, and I assume this loading is for the purpose of elevating 
the pure premium to where it should be. To this extent it would 
appear that  the rate making in the automobile business has 
advanced beyond the rate making in compensation business. 
I t  has some proportion of intelligence injected into it, it is not 
the dry dead bones of the past experience, rattling out an unfor- 
tunate experience on present business. This' method used in 
the automobile business supports my contention, that  the injec- 
tion of judgment into rate making is a proper, reasonable and 
more than that, a necessary thing. Everyone knows that  the 
automobile business taken as a whole has been good. For the 
year 1923, according to the New York Casualty Experience 
Exhibit, the auto liability earned premiums 4¢ere $70,079,499 
and the incurred losses $31,949,464, and the net gain from 
underwriting $4,455,560, showing a loss ratio of 45% and a profit 
ratio of 6%. For 1924 the auto liability earned premiums 
were $87,033,991, the losses incurred were $41,441,008 showing 
a loss ratio of 47% ; the net gain from underwriting was $6,107,997 
giving a profit ratio of 7%. Now, why has it been better than 
the compensation? Why haven't we suffered the same loss in 
the automobile business as we have in the compensation ? The 
answer I believe is to be found in the little leaven of judgment 
which has permeated one might say the whole loaf of automobile 
rate making in the past. 
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However,  I believe tha t  a tendency may  be observed in the 
automobile business of making the lines of rate making in the 
two classes of business meet  and I am sorry to see tha t  the tend- 
ency is to screw the rate down. Whatever  reasons m a y  be 
underlying this, and we assume there must  be some good reasons, 
the present automobile rates are, I should think, in proport ion to  
the hazard, lower than  they  have been during the past few years. 
The  reason for this may  be the endeavor to meet  the competi t ion 
oF the mutuals,  reciprocals and tha t  class of insurance. If  one 
m a y  judge from past history, there are always people who will 
insure in mutuals  and reciprocals regardless of the rate  difference. 
There  has been one recent unfor tunate  reciprocal failure in 
the city of Chicago. Assessments are being made on the mem- 
bers and demand is also being made for re turn  of dividends paid, 
but  are the stock companies finding tha t  they  are increasing their  
business and taking it away from mutuals and reciprocals because 
of this? I do not  think so. Insurance, even in liability lines 
which are admit ted  to be among the most difficult classes of 
insurance, is usually accepted by  the public as being one of the 
easiest businesses possible. Anybody can run an insurance 
company.  Mutuals  spring up over night. When a man  has 
failed in everything else he starts  a mutual  and succeeds so far  as 
gett ing the premium income is concerned. There  are many  
mutuals  and reciprocals now transact ing business which could 
not  do it if they were under  the same laws as stock companies. 
However,  whatever  the reason may  be, the tendency seems to 
be to keep down the rates to  as low a figure as possible. If a 
suggestion is in order it would be well in the future  to apply as 
much benevolent  judgment  in the automobile rates as has been 
applied during the recent yea r s - - I  would leave out  the last y e a r - -  
because if the present methods are followed it  appears to be the 
judgment  not  alone of the writer bu t  of many  men bet te r  quali- 
fied to speak and to give an opinion on this subject, tha t  we are 
likely to encounter  in the automobile business a period of dis- 
aster such as we have had in the compensation business. 

I t  is s tated tha t  ra te  making should meet  the tests of consist- 
ency, responsiveness and stability. In  workmen's  compensation 
insurance the rate making has been consistent and stable in pro- 
ducing a loss. Away with such consistency and stability. Let  
the rate  makers be fair to the companies. The  various reports 
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of the casualty companies have only to be examined during recent 
years to show how bad the business has been; it has only been 
saved by the stock market and the bond market. In a paper 
like this it would be out of place to refer to individual companies 
but the majority of the companies' reports show an underwriting 
loss, some of them quite large. If there should be a drop in the 
stock market and bond market at the 31st of December 1926 
as compared with the 31st of December 1925, this question of 
rate making will become a very imperative one. The results 
to the insurance companies of the past methods will be felt 
decisively. I t  will not be possible to cover them up by increase 
of values of investments and by interest earnings. 

We appreciate the difficulties in workmen's compensation 
business particularly. We know that  it is in politics but it is a 
serious question whether the companies are justified in going 
along as they are now producing rates which are practically 
admitted to be insufficient. I am always glad to fall back on a 
reliable authority, and here I have the pleasure of quoting Pro- 
fessor Whitney of national fame as an insurance expert. On 
the present rates and possibilities of profit he states as follows: 

"Rates in workmen's compensation insurance for instance 
are predicted upon experience which is as much as two years old 
when the rates are used, even when based upon loss ratios. 
Studies have been made in the attempt to correlate the hazard 
with business conditions but the result has been so unsatisfactory 
that  rates have sometimes been reduced when they should have 
been put up and vice versa. The actuaries are about ready to 
conclude that a practical solution of the problem of bringing 
rates up to date cannot be had, at least at present. If this is 
admitted we must face the condition of having to use rates that  
are always behind the times. However, even if satisfactory 
projection methods could be devised, it is doubtful if state officials 
having the approval of rates under their jurisdiction could be 
persuaded to allow such methods to be used in general as a basis 
for rate determination. These officials are gentlemen who are 
inclined by nature to have more confidence in figures themselves 
than in actuarial theories however sound, and it may be taken for 
granted that  the rates that they approve will be pretty close to 
the actual experience, particularly if the loss ratio appears to be 
rising. If this is the case, however, a rising loss ratio can mean 
only inadequate rates and it is therefore hard to see how the 
companies can possibly make any money, at least in the work- 
men's compensation field, under such a condition." 
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I humbly agree with him. As I look at this question of rate 
making, it is just the same as any other business. The way 
to make money is to use brains, not beef. The statistics are the 
beef of the rate making, and when we use the beef only--the 
senseless, unreasoning figures--we get what we deserve as exem- 
plified in the workmen's compensation business; but if we use 
brains as have been used in the automobile business, and which I 
fondly hope will continue to be used, then we get better results. 

In conclusion, I would refer to the very strongest criticism of 
the past methods of rate making in workmen's compensation, 
namely, the action of the companies in appointing a committee 
to consider the situation. This has occured within the past few 
weeks. I t  is apparently the fond hope of the companies that 
something can be done to correct the purely statistical method of 
arriving at workmen's compensation rates, and if this is done we 
may have hopes for the future. If the statistical method pure 
and simple would still be adhered to it is hard to know how the 
companies can be helped except say by such a serious matter as 
another war, which would be buying the profits of workmen's 
compensation business at too dear a cost. Let us have sweet 
reasonableness on this rate making business. 

MR. GEORGE F. HAYDON: 

As might be expected, bearing in mind the years which he has 
spent in his particular sphere of usefulness, Mr. Michelbacher's 
conclusions naturally gravitate to awarding the "plum" to a 
mechanical system of rate making as opposed to the use of judg- 
ment. But despite this Mr. Michelbacher leaves nothing to the 
imagination. His presentation is well thought out, he has es- 
tablished his ground work and then proceeded to fix up the 
borders and generally lay out the pathways of its intricacies in 
a manner which I am tempted to say defies competition or criti- 
cism. In fact, with the exception of his rather fanciful differen- 
tiation between underwriters and rate makers, I am in rather 
general agreement with him; consequently this paper then re- 
solves itself into merely confirming to a great extent the hypoth- 
esis upon which Mr. 1V~ichelbacher's address was built. 

About the only silver lining which Mr. Michelbacher holds 
out for the advocates of judgment rating is contained in Chapter 
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VIII, but even then he witholds the cup just as he is about to 
present it, for, while admitting that  judgment should not be 
eliminated entirely and thereby giving hope and comfort to his 
colleagues of the opposite viewpoint, he proceeds to discard his 
apparent friendly gesture and intimates that, while it is true 
judgment may be used, it is only in connection with the selection 
of the proper mechanical formula to be adopted. We of the 
mechanical school, as a matter of loyalty to the cloth and in 
defense of our everyday activities cannot, even though we might 
desire, take any exception to Mr. Michelbacher's treatise. How- 
ever, at more or less frequent intervals, in fixing rates for individ- 
ual risks, we individuals operating in regulated states, will run 
into the situation where the rate indicated by the established 
mandatory practice looks wrong, feels wrong, and probably is 
wrong. It  is in such cases, that those of us who, largely by virture 
of the summers which have been vouchsafed us, are more or less 
tainted or troubled with the "old school" principles, thresh 
against the bars and temporarily yearn for more freedom and 
latitude; which, again may merely represent an unexpected phase 
of the penalty of age. 

Before the days of dependable statistics, naturally, the only 
principle which could be adopted and .~llowed was that  of judg- 
ment on the part of the underwriters who, as Mr. Michelbacher 
remarks would have to be "captured while young" and subjected 
to a protracted period %f intensive training. As Mr. Michel- 
bacher further intimates, about the only good thing which 
could come out %f such a system was "responsiveness". And, 
unfortunately f.or the permanent success of the scheme, the re- 
sponsiveness did not always respond. Furthermore, under- 
writers were made up of individuals just the same as every other 
profession, with their varying degrees of mental make-up; so 
that we had underwriters who were aggressive, underwriters who 
were conservative, and underwriters who were mere egoists, and, 
unfortunately, it was the latter type who were liable to be the 
freest in the profession. Such a condition could hardly exist in a 
mechanical procedure, wherein I would say, the only loop-hole 
for judgment would lie in those cases where, as a matter of good 
public policy, sharp fluctuation in individual rates should be 
guarded against despite the breadth of experience; and in those 
cases where the breadth of experience is insufficient or where there 
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seems to be sharp differences in the results and indications as 
between territories. I am satisfied that Mr. Michelbaeher agrees 
with this conclusion. 

Still continuing to confirm Mr. Michelbacher's findings, 
resulting from the regime of state control which is rapidly 
being fashioned throughout the country, certain criteria have to 
be met, and it is difficult to conceive how this can be brought 
about without resort to, and the extensive use of, some principle 
which will lend itself to visualization and measurement. In 
tabulating his important practical considerations which must be 
viewed in collaboration with the necessary criteria, Mr. Michel- 
bacher awards first place to "consistency in method". I take it 
that  Mr. Michelbacher refers to an ultimate goal rather than 
an expression of fact, for, as we look back upon the last decade 
and observe how we have gradually emerged from a condition 
not far removed from a stygian pall, and we trace our steps to 
our present halting place, which, ff not the perfect light, is at  
least the corona, we are forced to admit that  consistency was not 
our outstanding virtue. However, might it not be admitted 
that the facility to adopt new ideas and to effect almost chameleon 
changes, is in itself a noteworthy and praiseworthy symptom, 
and a tribute to an elasticity of mind leadership, thus holding the 
promise of a solution which can only be made possible and per- 
manent by experimentation. However, be the facts as they may, 
the principle is regarded as a beacon, and past hopes seem to be 
very close to crystallizing into a future tangible worthiness. 

The single noticeable flaw involved in the process of mechanical 
rate making lies, as Mr. Michelbacher states, in the somewhat 
difficult problem of bridging the gap between finished experience 
and current requirements, wherein it is possible for trend to 
mislead or be misinterpretated, or for a given cycle to fail to 
repeat itself. This objection would become a real difficulty 
in the event of the occurrence of a national disturbance, at which 
time, if any semblance of responsiveness in rates be retained, then, 
to continue on a strict mathematical schedule would invite dis- 
aster, and it is manifest that, under such circumstances, the in- 
jection of a judgment stabilizer would become necessary. This 
might be construed to be a point in favor of judgment rating: 
however, while not denying the possibility of such circumstances, 
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still the probability is sufficiently remote to warrant its exclusion 
from any consideration in rate making. 

In summing up, it appears to me the time is now here when 
judgment as a sole principle in rate making is rapidly becoming 
discredited, and any at tempt to satisfactorily demonstrate 
"method and results" could not withstand the standard of today's 
test. On the other hand, however, I am not prepared to say that 
the way should be entirely barred to the use of pure judgment 
or response to instinct, but, I will say, that such means should not 
be resorted to except in those cases where the measuring stick 
obviously fails. 

~R. R. A. WHEELE~: 

We can scarcely do other than concur ~th Mr. Michel- 
bacher's very Io~cal deduction that personal judgment as a 
factor in rate making should be eliminated so far as possible, 
duly recognizing however, that it cannot be dispensed with en- 
tirely. Personal judgment, indispensable in the pioneer stage of 
every business, must in the development of the business giveway 
to facts developed by experience. It  is essential to progress that 
the scientific method should replace the judgment method; 
otherwise we would be devoting our time to re-deciding matters 
that  at great saving could be submitted to statistical and math- 
ematical demonstration. It  is only by this process that we are 
able to build upon past experience and knowledge, thereby 
liberating judgment to explore new fields and solve newproblems. 

Rate making in casualty insurance has already witnessed the 
transition from personal judgment methods to the scientific 
methods; in fact each year has marked a trend towards the ulti- 
mate goal of mechanical rate making, and the displacing of 
personal judgment. Nevertheless, the fact remains that  the 
complexity of factors affecting the cost of casualty insurance, 
the inherent difficulties of correlating the future with the past, 
the ever present problem of adequacy of exposure, have neces- 
sarily in the past given personal judgment a wide range 
of freedom. 

To minimize the exercise of judgment under these conditions 
it has been found necessary, in compensation insurance, to re- 
state the problem of rate making. This has been done by start- 
ing with the single basic assumption that over a period of years 
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the future will reproduce the past, and translating this assumption 
into a mathematical formula by which the rates for a given year 
will be based upon the experience of certain specified years in 
the past. By this procedure there is a reasonable assurance that  
a consistent and continuous application of such a formula will 
produce rates, over a period of years, which will meet the require- 
ments of adequacy, reasonableness and stability, although as 
Mr. Michelbacher points out it may sacrifice responsiveness. 
Hence the method places an added responsibility upon the com- 
panies to conserve the profits of profitable years to meet the losses 
of the unprofitable years. In short, it places upon the companies 
the necessity of insuring their aggregate business as between 
years as well as between risks and classes of business. 

Progress has likewise been made in compensation insurance 
in eliminating the exercise of personal judgment in the matter of 
adequacy of exposure. Formulae have been constructed by 
which definite weights may be assigned to volume of exposure, 
between a state's experience and national experience. 

We may sometime be able to make an absolute correlation 
between the past and the future~ but even in this event it is doubt- 
ful if we should avail ourselves of this correlation as a basis for 
future rates, because of the resulting lack of stability in the 
rates from year to year. I t  is also possible that by somewhat 
radical revision of our present statistical methods, the present 
lag in our knowledge as to recent past experience may be reduced 
to a negligible factor. I t  may or may not be desirable to adjust 
our procedure to this later knowledge. In any event, research 
as to the correlation between the future and the past and as to 
the exact financial condition of a casualty company, up to 
the date of determining such financial condition should be 
undertaken if for no other reason than that  knowledge of the 
extent of cycles of losses and profits is essential to the continued 
soundness of the companies. The greater knowledge they have 
regarding these matters, the better able they will be to adapt 
themselves to the rates projected in the future. 

The ultimate goal of casualty insurance rate making should 
virtually be in the form of a contract between the companies 
and the public whereby certain agreed upon and recognized 
principles may be incorporated into mathematical formulae 
which shall be applied uniformly and consistently by states and 
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by classifications for an indefinite period in the future. Such 
an arrangement accompanied by appropriate administrative 
machinery for applying the rates will give assurance to both the 
companies and the public that rates over a period of years will 
be adequate and reasonable, equitable and non-discrimina- 
tory with a justifiable compromise between stability and 
responsiveness. 

INDUSTRIAL ACCIDENT RATES IN TI IE  BUSINESS C Y C L E ~  

W. G. VOOGT ~ A. H. MOWBRAY. 

VOL. "XII., PAGE I0 

WRITTEN DISCUSSION 

~ISS o. ~. OUTWATER: 

The study which Mr. Voogt and Mr. Mowbray have made 
and have described in their paper presented at the last meeting 
show intensely interesting and significant results, which should 
also prove to be of great value if they succeed in instigating more 
wide spread and more extensive studies along the same line. But 
compensation rate making has passed through an experience 
which no one wishes to have repeated. Any new theories affect- 
ing the determination of rate levels must be well grounded 
before becoming acceptable for actual use. Moreover there is 
another mooted point which must be settled before the relation- 
ship between industrial accident rates and the business cycle, even 
though proved, can be applied. If the relationship can be meas- 
ured so as to admit of practical application, the result will be to 
secure greater responsiveness and therefore, less stability; and 
there seems to be disagreement in the minds of  underwriters and 
executives as to which of these qualities is more desirable. 
Apparently some are not yet quite ready to admit that  they 
can't have both, yet the actual loss ratios of some states in recent 
years look anything but stable. The authors have well pointed 
out, however, that  the theory is of significance not only in de- 
termining rate level but in connection with various features of 
the experience rating plan as well. Moreover, a better under- 
standing of the fluctuation of accident rates is bound to be helpful 
in unforeseen ways and such investigations often develop facts 
entirely unlooked for. 
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As to changes in the methods of using the available data, we 
have no improvements to suggest. In many cases the results are 
approximate, it is true, but we believe they are quite accurate 
enough for the purpose in hand. Should it come to the use of 
data to determine actual measures for rate making purposes, some 
change in method and, more probably, some change in the data 
required might be necessary, but, for the present, we are thankful 
for statistics that  are sufficiently complete for the present purpose. 

Unfortunately for scientific purposes, there seems to be a fear 
in the minds of company statisticians that any new theory 
which requires more detailed statistics for proof, is likely to 
mean in the end more work and more cost for their departments 
and it is not, therefore, given a very cordial welcome. This is 
not a criticism of the statisticians. They have our sympathy 
as well as our thanks for the hard work they have done and are 
doing to meet the increasing demands for detailed information, 
but we have wondered if the monthly payrolls, so important 
in the proof of the theory, would be necessary in the later ap- 
plication of the theory. If not, perhaps such investigations 
might receive a little more encouragement from the guardians of the 
records. 

Although the authors expressly state that they prefer to defer 
discussion of the significance of the results of their work for rate 
making purposes, still we wish they had gone just a little farther 
and compared the accident rate curve obtained with California 
loss ratios for corresponding periods. We realize that  such 
comparison to be of value might involve numerous adjustments 
but we'd like to see it just the same. 

It  seems to us that  Chart I II  follows the theory so beautifully 
that  one feels like jumping at conclusions, drawing a sine curve, 
or one of that  general shape, to represent the business cycle 
and then another flattened curve with both peak and trough 
modified and crossing the other about half way up and down 
each wave and then declaring that  we have the accident rate 
curve. But experience has made us more cautious and instead 
we call attention to the hump in 1921 which the authors tell us 
was undoubtedly due to the revival of building activity. If 
our accident curve is so responsive to a single industry, surely 
we must go carefully in drawing conclusions and making ap- 
plication. Evidently data used for an investigation must be 
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uniform as to distribution of industry throughout the whole 
period studied, or else indicative results cannot be expected. 

The results are so encouraging that  we would like to urge the 
authors to extend their investigation as soon as later data is 
available and give the Society the benefit of the results. Still 
more we would like to urge upon any who are interested in the 
subject, a careful review of the sources of such statistics in an 
effort to obtain material of a similar sort, but for a different dis- 
tribution of industry and, having found the material, to see that  
it is used to extend our information on this subject. 

Is there a definite upward trend in some jurisdictions that  does 
not exist in others? Will the same tendency be shown for all 
industries and if so, won't some lag behind others? In manu- 
facturing industries will the labor saving factor described by 
Mr. L. L. Hall in his paper* presented at our last meeting enter 
to such an extent that its influence may be seen in the curve? 
These and many more questions arise as we study this subject 
so that  the possibilities seem unlimited, but--we must first 
find more material. 

STATUTORY REQUIREMENTS FOR CASUALTY COMPANIES-- 
THOMAS F. TARBELL 

VOL. Xll., PAGE 29 

WRITTEN DISCUSSION 

MISS M, E, I~HL: 

Mr. Tarbell introduces his subject by stating that his purpose 
in preparing the paper "Statutory Requirements for Casualty 
Companies" is to provide an outline to which students may refer 
when preparing for examinations of the Society. He has under- 
taken this work because of the lack of suitable texts dealing 
with the subject and the length of time which will be required 
for the preparation of such texts. 

The comprehensiveness of the subject with which Mr. Tarbell 
deals makes it impossible for him to present more than a general 
outline as many of the topics covered would in themselves each 
furnish material for an entire paper. A great deal of careful 
research has apparently been done by Mr. Tarbell on this subject 

*On the  Tendency of Labor  Saving to Increase Compensat ion  Costs. 
Leslie L. Hall, Proceedings, Vol. XII, p. 62. 
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and a vast field of legislation has been covered in a general way. 
Students who are preparing for the Fellowship examinations 

of the Society, as well as others who may have occasion to study 
this subject, should find this paper valuable. One student in 
speaking of Mr. Tarbell's paper referred particularly to the 
opportunity which it affords for comparisons between the statutes 
of the different states. 

Mr. Tarbell has dealt with the state laws by topics beginning 
with "Incorporation" and following this by more than a dozen 
other headings which taken together cover the most important 
statutory requirements. An excellent method of developing 
many of the topics has been employed, namely, quotation from 
a state law selected for each topic because of its peculiar fitness 
as an example of the requirement under discussion accompanied 
by some comments upon the statute quoted and those of other 
states. Quotations from the New York law are used as the 
principal illustrations of provisions relating to the incorporation 
of stock casualty companies and capital requirements; the 
Oregon statute is given as an example of the anti-compact laws; 
the Connecticut statutes are quoted to illustrate anti-discrimina- 
tory laws, bankruptcy or insolvency liability laws, resident 
agent laws, agents qualification laws and reciprocal laws; and a 
quotation from the Pennsylvania statutes illustrates the re- 
taliatory laws. Some of the topics are developed in a more 
comprehensive way by giving a rough summary of the state 
requirements in general. Mr. Tarbell's paper is replete with 
quotations from the state laws throughout and where it has been 
impracticable to quote appropriate statutes, definite references 
to the laws and other sources of information are frequently 
given. Thus the needs of the student have been constantly 
kept in mind. 

One point which occurred to me when reading the paper under 
discussion is the extent by which insurance statutes are in actual 
practice supplemented by ruling of state insurance departments 
and other supervisory bodies and officials. Consider, for 
example, the requirements for the filing of rate manuals and ra- 
ting plans with state authorities. The statutes of the states 
give only part of the story of the requirements that are actually 
in effect. In some states the requirements for the filing of rates 
rests entirely upon departmental rulings, while in others, the time 
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of filing, the form in which rates must be filed and other matters 
of procedure are established by rulings. 

With regard to the presentation and study of some phases of 
state regulation of casualty insurance and casualty companies, 
I wish to point out here the advantages of digests of statutes and 
rulings compiled in tabular form. We have, in our office, made 
such compilations of the state laws and departmental rulings 
relating to the filing and approval of rates and the filing and 
approval of policy forms. Compilations in this form are very 
convenient for reference. Judging by the extensive subscription 
lists which have been developed b'y the demand for our digests, 
I should say that such compilations meet a real need. 

Another subject which would lend itself particularly well to 
compilation in tabular form is "Taxes, !Licenses, Fees and Assess- 
ments". I have seen some indications of the need for a digest 
of such provisions in a form more concise and convenient for use 
than any that is now available. 

The Chamber of Commerce of the United States has made some 
studies of special state insurance taxes which should be both 
interesting and instructive to students of the Society. These 
studies have been published in the Insurance Bulletins of the 
Chamber of Commerce of the United States, Numbers 12, 15 
and 21. 

AUTHOR'S R]~VII~W OF DISCUSSION 

MR. THOMAS F. TARBELL: 

The two points brought out by Miss Uhl in her discussion are 
well worth bringing to the attention of our membership and 
prospective members. Departmental rulings constitute an im- 
portant feature of the broader subject of State Supervision, of 
which Statutory Requirements or Provisions furnish the founda- 
tion. The evolution of insurance legislation has been a slow 
process and has not kept pace with changing conditions and the 
requirements of the business. It  is impossible to cover every 
feature and detail of State Supervision by specific statute and 
consequently certain discretionary powers are enjoyed by super- 
vising officials either as a result of statutory provisions, statutory 
implications or court rulings. The attitudes of courts on this 
subject has been to uphold the rulings of supervising officials 
provided the same are not contrary to statute law, non-discrimi- 
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natory and are issued in good faith. The extent to which courts 
have gone in this matter is illustrated by Connecticut where the 
Supreme Court of the state has held that  the statutes vest the 
Commissioner with a wide range of discretion, with the exercise 
of which the courts will not interfere (45C.381) and that the 
powers of the Insurance Commissioners are administrative or 
quasi-judicial, rather than ministerial (60C. 461). 

Compilations and digests such as those mentioned are very 
helpful aids to those whose work brings them in contact with state 
departments. A compilation of data relative to "Taxes, Licenses, 
Fees and Assessments" was recently made and issued by the 
Association of Casualty and Surety Statisticians and has proved 
very valuable. 

I am indebted to Miss Uhl for pointing out a typographical 
error in the paper which I am glad to have the opportunity to 
correct. In the table captioned "Capital Requirements" on 
page 44, the parenthetical phrase following the word "Burglary" 
in the fifth line and reading "including jewelers' block" should 
read "excluding jewelers' block." 

A STUDY OF JUDICIAL DECISIONS IN NEW YORK WORKMEN'S 
COMPENSATION CASES--LEON S. SENIOR 

VOL. XII, PAGE 73 

WRITTEN DISCUSSION 

MR. JAMRS O. HIGGINS*: 

Perhaps some actuaries and statisticians may have a justifiable 
mistrust of the so-called subtleties and the paradoxical refine- 
ments o~ reasoning sometimes found in the Law. 

Nevertheless, Mr. Senior's comprehensive and appropriate  
treatise upon the importance to the actuary of knowledge of 
court decisions in compensation matters has accomplished two 
things admirably. It  has shown that illumination of the ac- 
tuarial field in this quarter does depend to some extent upon 
the light shed by the pronouncements of our highest courts. 
It  has also provided a sound summary of the leading cases upon 
most of the chief phases of the statute, digested and analyzed 
without bias, for the purpose of indicating the judicial trend. 

First, then, what of constitutionality? This is the subject 

*Assistant Claim Auditor of the New York State Insurance Fund. 
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of paramount importance. When the legislature enacts a law, 
we must be certain it is a valid law before existing rights are 
altered under its provisions. It  is impossible to challenge either 
the appropriateness or the significance of the cases cited by Mr. 
Senior in connection with his review of this factor. 

However, Mr. Senior observes that we have an "imperfect 
appreciation of the part played by the courts in changing the 
scope of the law." To gain a better appreciation we must 
inspect the background of the constitutional question. 

Our legal system is both novel and complex. It  is not the 
ancient Justinian code system defining rights and remedies 
which survives in various forms upon the continent of Europe 
invariably promulgated at the will of the sovereign monarch 
without reference to the wishes of the people. Neither is 
it the common law system of England under which the courts 
and the judges wrestling with questions of human rights through 
many centuries have formulated sterling principles in their 
decisions and opinions. Unaided by any legislature, they re- 
sisted any semblance or invasion of natural and acquired rights 
in such set manner as to almost mark them as simply jealous, 
narrow and reactionary. This was an unfortunate result of 
their peculiar double function of lawgiver and dispenser of 
justice. Yet, history shows that the system is sound, and al- 
though loath to part with venerable forms and rules, the common 
law courts do adjust themselves to the spirit and the innovations 
of the times. 

The distinctively American system is hybrid or rather, conglom- 
erate. In it the people themselves have established written 
constitutions as the basic controlling law, and all rights not 
conferred specifically by the constitutions are reserved by the 
people. In addition we have inherited the common law system 
and it still prevails except where the constitutions and enactments 
thereunder have supplanted it. Our jurisprudence even reverts 
to the common law for rules of constitutional interpretation 
whenever the written constitution does not provide them as 
needed. In brief, then, our legal system consists of written 
constitutions, common law precedents, statutory enactments 
which are declaratory definitions of certain phases of the common 
law and in addition original enactments which introduce novelty 
into the existing system. The compensation law is in the latter 
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class but its interpretation must be grounded upon the reasonable 
dictates o[ construction found in the common law. In view of 
what has just been set forth, it is of course "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." 

Truly, "the workmen's compensation law is a piece of creative 
legislation to be credited to the legislature and not to the Courts", 
and Mr. Senior gives a very interesting outline of the genesis of 
this statute beginning with the case of Ires vs. The South Buffalo 
Railway Co. which nullified the original New York State Compen- 
sation enactment of 1910 on constitutional grounds. In that  
very ease Judge Werner reviewing the constitutional obstruction 
to the direct fulfilment of the widespread popular demand 
commented, "We have already admitted the strength of this 
appeal to a recognized and widely prevalent sentiment but we 
think it is an appeal which must be made to the People and not 
to the Courts." 

No one dares deny that  the injustice fostered by the old 
common law system in negligence cases cried for radical change 
but the system with supporting statutes was an essential part 
of our constitutional development so that when public clamor 
in 1910 stampeded the legislature to passage of the first work- 
men's compensation act in this State, it was only sound judicial 
action for our highest courts to point out that  the legislature had 
done something totally unauthorized. Our constitution defines 
the sphere and orbit of the legislative as well as the executive 
and judicial branches. Just as often as legislatures overreach, 
just so often do the courts repress. This is not at all because 
the courts are inherently narrow in view or unduly jealous of the 
prerogatives of the other dominant branches of the government, 
it is because the courts with trained mind desire order and not 
chaos. So it happens that  while the first effect of the action of 
the courts in a matter of this kind is apparently to defeat the 
popular will, the end result is otherwise. The courts having 
shown the absence of foundation for the construction desired, 
the builders adopted the proper means of laying the foundation, 
hence the nineteenth amendment to the New York State con- 
stitution, and the enactment of the present law. 

Mr. Senior makes the conclusion that the courts are guided 
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by conservative legal principles applied in a liberal spirit and 
it would seem that  no question should arise concerning this 
conclusion. The only difficulty is met in the application of 
the adjective "conservative" to the noun "principle." Must 
we say that the courts have conservative principles because 
they follow exact, well defined and clearly recognized rules? 
I think not. As indicated before we must recognize that the 
courts have had already established in their mass of precedent 
definite rules for the interpretation of statutes. So we find in 
early compensation annals the dictum that a presumption "does 
not permit the words of the statute to be warped from their usual 
and ordinary meaning," Tomass4 vs. Christensen, 171 A. D. 284. 

Wherefbre, it at once becomes apparent that in considering 
the trend of judicial decisions we must remember not only the 
history of the legislation involved but we must bear in mind the 
fabric of the statute and the origin and relation of its amend- 
ments. Practically every amendment of our compensation 
statute has been due to the fact that a sound and reasonable 
court decision has exposed a deficiency or weakness in the original 
law, as a result of which the public voice sounding in the labor 
organization, in the political forum, in the industrial lobby, in 
the very halls of the Industrial Board and the Labor Department, 
or recorded in the public press has fashioned an amendment of 
elaboration or of extension or one of greater comprehension so 
that  if at first blush certain court decisions appear narrow and 
restrictive, it is merely because the courts have conscientiously 
discharged their proper function with reference to a statute. 

As mentioned before the fabric of the statute must always 
be borne in mind. An indication of the liberal spirit of the 
statute is found in the presumptions of Section 21 and the most 
interesting decision anent the application of these presump- 
tions is found in the case of Collins vs. The Brooklyn Union Gas Co., 
171 A. D. 381. In this case a foreman collapsed upon the street 
and the evidence indicated that the fall was due to internal 
causes. The Commission found as a fact that the fall was due 
to tripping over an obstruction in the street. The court pointed 
out that the record was devoid of any proof that such an accident 
could have taken place and accordingly reversed the award. 
Now, does it not seem quite fundamental where the statute 
specifies accidental injuries as the basis for compensation that  
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the court should have pointed out the necessity of at least 
establishing proof of an accident before permitting the application 
of this most liberal legislation? If this fundamental restriction 
had not been pointed out, what end to fraud and chicanery? 

Indeed the statute is liberal. Section 118 declares that  
technical rules of evidence or procedure shall not be required 
and expands this by saying that  the judicial officer involved 
"shall not be bound by common law or statutory rules of evidence 
or by technical or formal rules of procedure." However, in the 
case of Carrol vs. The Knickerbocker Ice Co., 169 A. D. 450, 218 
N. Y. 435, where hearsay was the only foundation for the award, 
it was held that  no award should be made unless supported by 
at least a residuum of legal evidence. Surely common sense 
again declares that  the courts while apparently speaking in a 
restrictive sense indicate the minimum foundation for a claim 
where less would be an absurdity. Does this indicate that  the 
court determinations are narrow or illiberal because in orderly 
fashion they perform their wonted duty of placing essential 
landmarks ? "Is thy eye evil because I am good ?" 

Now both decisions last mentioned are procedural in scope 
and there are other procedural decisions which must be of 
interest from an actuarial standpoint because they bear upon 
the value of other cases. I t  may, therefore, be permissible 
to digress slightly from the essential subject matter of Mr. 
Senior's paper to indicate some of these cases. 

Section 14 of the statute outlines formulae for computing 
weekly compensation rates. The section, however, says nothing 
as to whether the week to be considered should consist of 5, 51~, 
6 or 7 working days. So it is interesting to note that in the case 
of Beers vs. Beers Bros., 180 A. D. 760, the courts drew the con- 
clusion that  "the wages are earned in 300 days and, therefore, 
exclude Sundays." This is a common sense conclusion drawn 
from the intrinsic statute but the statute itself was not sufficient 
in completeness to determine that  fact. In the same section 
the case of Roskie vs. Amsterdam Yarn Mills, 191 A. D. 649, by 
reversion to common law precedent established the rule that  
inasmuch as the common law did not recognize fractions of a day 
and the injured worked some part of each of 6 days, whatever 
he could earn in that  time represented the weekly wages of the 
employment for a 6 day week. 
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Section 22 of the workmen's compensation law reads in part, 
"No such review shall affect such award as regards any moneys 
already paid." In the case of Solotar vs. Neuglass Co., 228 N. Y. 
Rep. 508, the court laid down the rule that  even though a change 
of conditions or new evidence discovered after payment of an 
original award should justify a higher rate in the case, no increase 
could properly take place in connection with payments already 
made prior to the date of the determination. Obviously this 
decision covers the legislative intent and precludes a great amount 
of confusion and readjustment of reserves and valuations. 

The case last mentioned was also responsible for an amendment 
to the compensation law by pointing out another defect. Under 
Subdivision 5 of Section 14 the statute permits consideration 
of the normally expected increase of wages of an injured minor 
and the validity of this section was sustained by numerous 
decisions. However, the Solotar case, cited supra, made it 
clear that  no injured minor could receive an upward revision of 
his compensation rate upon moneys already awarded and paid 
him. As a result the legislature amended Section 22 by adding 
the following words.~- 

"Except that an award for increased wages under Sub- 
division five of Section fourteen may be made effective 
from date of injury." 

Again, the courts have expressed sound and liberal judgment 
in those cases where, in addition to the existing wage, tips, 
bonuses and other emoluments are received, by holding that  
these constitute an essential part of the employee's wage and 
numerous decisions have upheld computations based upon such 
items, Sloate vs. The Rochester Taxicab Co., 221 N. Y. 491 ; Ciarla 
vs. Solvay Process Co., 226 N. Y. Rep. 566, etc. 

Still another case of the procedural type which may be consid- 
ered with profit is that  of Perino vs. The Lackawanna Steel Co., 
241 N.Y.  312. The only point in that case was whether the 
single word "future" in Section 17 of the compensation law 
meant installments in the future as of the date of computation 
or in the future as of the date of death. Under an age honored 
rule of the Commission and the Industrial Board it was held 
that  the word "future" related to the date of death. This 
interpretation was tested in the Appellate Division and was 
there affirmed with leave to go to the Court of Appeals. The 
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Court of Appeals in this particular instance saw fit to follow 
the rigorously exact application which the very word and its 
context indicated. Judge Lehman says in part, "An award 
which covers a period already passed is itself an adjudication that 
the right to compensation for that  period had already accrued 
and the amount thereof may not be regarded as 'future install- 
ments' of compensation." This is an instance where we may 
fairly differ with juridical reasoning. It  seems hard to believe 
that  the legislature intended to put a premium upon alien non- 
residents remaining in this country just long enough to collect 
their full compensation under an award. Yet, such is the result 
of the Perino decision. This decision had an immediate and 
profound effect upon the loss reserve of practically every com- 
pensation carrier in New York State in this respect. I t  made 
necessary an upward retroactive revaluation of many cases in 
which for all intents and purposes properly fixed and legal 
valuations had been established for some time past. 

We may now revert to the specific cases cited by Mr. Senior. 
We have already met upon and covered the ground of constitu- 
tionality with especial reference to New York State. I shall 
make no attempt to follow the order of sequence of subjects 
which Mr. Senior has adopted but I shall endeavor to group those 
cases which deserve comment as aptly as possible for the purposes 
of this discussion. 

With reference to the exclusiveness of remedy of the compensa- 
tion law, all who have carefully read the Shanahan case cited by 
Mr. Senior, must realize how completely it covers the field. I t  
declares in substance that  just so long as a contract of employ- 
ment is in existence and the relations of master and servant 
prevail, just that long does the compensation law become the 
entire remedy for disability and for death arising out of and in 
the course of such employment. I t  is striking to note in this 
connection that the illegal employment of a minor is employment 
none the less and requires application of the worlcmen's compensa- 
tion law as the exclusive remedy. Noreen vs. Vogel, 213 N. Y. 317. 

Whenever the subject of coverage is broached, there arises in 
contemplation the idea of the courts seeking to make a path in 
the shadowy borderland and it is especially in these borderline 
cases where the question of coverage under the law is raised that 
we receive our clearest manifestation of the real trend of the 
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courts. As to injuries received on the way to or from work, in 
addition to the cases of Pierson, Urban, McInerney and Par- 
ramore, all appositely cited, I must advert to the case of Littler 
vs. Fuller Co., 223 N. Y. 369. In this case the claimant was in- 
jured while riding from the place of work to a train upon an automo- 
bile furnished by the employer to transport employees between 
the job and the railroad station. Judge Pound said : -  

"The place of injury was brought within the scope of the 
employment because Littler, when he was injured was 
'on his way * * * from his duty within the precincts of the 
company'." 

This novel idea has otherwise been expressed as the theory 
of extension of the employer's premises . . . . . . . . . . . . . . . . . . . .  

Another case recently determined which tends to liberalize 
application of the law along the same lines is found in the matter 
of Lynch vs. The City o] New York, Court of Appeals, decided 
February 24, 1926. The claimant was a helper in a hospital 
on Welfare Island owned by the City of New York. The claim- 
ant lived on the island and on February 21, 1924 after completing 
her day's work, she went to the nurses' home about 500 feet from 
the hospital where she worked and prepared to leave the island to 
go to New York. While she was on her way from the nurses' 
home, some snow upon the passage way which was her proper 
route caused her to fall and be injured. An award was allowed 
her overruling the Appellate Division. The Court evidently 
realized the fact that  the City was the employer introduced an 
element of complication as it specifically notes that  "the nile 
stated here would be pushed to illogical and absurd extremes 
if it were applied to all the sidewalks of New York over which 
city employees might pass on their way to and from their work." 
The rule which the court indicates it has followed is found in 
the case of Kowalek vs. N. I/. Cons. R. R. Co., 229 N. Y. 489, i. e., 
" I t  is a general rule that  if an employee is injured on the premises 
of the employer in going, with reasonable dispatch and method, 
to or from actual performance of the specific duties of the employ- 
ment by a way provided by the employer or reasonably used by 
the employee, compensation must be awarded. The going to 
and from the actual work and the risk involved in it are reason- 
ably incidental to the employment." 

An extraordinary instance of judicial liberalism is found 



~48 DISCUSSION 

in the case of Mason vs. Scheffer, 203 A. D. 332. In this ease the 
claimant who was a confectionery store salesman who also made 
outside collections of money for his employer and who held over- 
night moneys collected each day on his person lost his eye by a 
gun shot wound inflicted by a bandit at the claimant's home 
door five miles away from the place of employment one hour 
after stoppage of work and when only a few dollars of the employ- 
er's money were in the care of the claimant. The decision of the 
court granting compensation was by a vote of 3 to 2 overruling a 
dismissal of the claim by the Industrial Board. If it may be 
fairly said that  the injury here occurred in the course of employ- 
ment, it is equally difficult to find a ground upon which to predi- 
cate the idea that  the assault arose out of the employment. 

Rydeen vs. Monarch Furniture Co., 214 N. Y. 295, is still an- 
other instance of the extreme of liberalism to which the court will 
extend the right to compensation. A quarrel arose over the 
manner of working between two men in a common employment. 
The majority of the court held that  the accident arose out of the 
employment if it was connected with the employer's work and 
in a sense with his interests. In the very able dissenting opinion 
written by Justice McLaughlin sustaining the views of the In- 
dustrial Board and the Appellate Division it is, however, pointed 
out that the appellant followed the man who assaulted him away 
from the place where he worked to another part of the employer's 
premises and there provoked the assault by applying to his as- 
sailant a most vile and insulting epithet. I t  is of course funda- 
mental that  mere words never constitute an assault so we cannot 
fairly argue that  Rydeen was the aggressor. Nevertheless, 
it seems far fetched to permit a man to receive compensation 
after he has gone out of his way to provoke a quarrel even in 
connection with his work. 

On the other hand as an example of a more restrictive determina- 
tion of our highest courts we may note the case of Scholtzhauer vs. 
C & L Lunch Co., 233 N. Y. 12. In that  case the deceased, a 
waitress, was shot to death by a negro fellow worker whose at- 
tentions she had spurned. The court said, "To justify the State 
Industrial Board in making an award, the injury complained of 
must have arisen both out of and in the course of the employ- 
ment. I t  must have been received while the employee was doing 
the work for which he was employed. I t  must be one of the 
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risks connected with the employment, flowing therefrom as a 
natural consequence and directly connected with the work." 
To those conversant with early decisions, the quotation just 
given will strike a familiar note. 

In connection with the subject of disease or infection as the 
result of accident, the recent case of Lerner vs. Rump Bros., 
241 N. Y. 153, calls for comment. In this case it was alleged 
that  death was due to pneumonia which was the result of repeated 
exposure to excessive cold in the employer's icebox during 
the course of regular employment. The Court of Appeals found 
that  the circumstances narrated gave ground for no conclusion 
that  there had been an accident within the meaning of the law. 
The Lerner case gives food for reflection when compared with the 
Connelly case quoted at length by Mr. Senior. 

There would be no difficulty in multiplying examples showing 
beyond dispute the wholesome trend of the impulse of our 
courts and the very fact that  in an impartially selected group 
of leading decisions we find one or two of conservative type 
serves by contrast to prove the rule. But there are other 
considerations which also support a conclusion of almost un- 
qualified liberalism in the courts. For example, upon the 
subject of extraterritoriality covered by Mr. Senior with thorough- 
ness, the courts have utilized what would appear to be extremely 
frail supports for their determinations. Having found jurisdic- 
tion of the res of the contract of employment entered into within 
the territorial confines of New York State, they reach abroad 
solely by authority of two brief phrases in the law, namely, 
the first presumption of Section 21, "That  the claim comes within 
the provision of this chapter;" and the language of Subdivision 4, 
Section 2, "in the service of an employer * * * * or in the course of 
his employment away from the plant of his employer." 

In concluding, Mr. Senior says, "I t  is not surprising that  the 
courts steeped in traditions of the common law should have been 
slow in yielding to the new social philosophy and slow in accepting 
it as part of the American jurisprudence. As it emerged from 
the hands of the legislature, the figure of the new goddess was 
blurred and indistinct. Now the mist is clearing away; the many 
puzzling questions have been answered." May we not add to 
this the earnest observation that  the clarity and the generosity 
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of the answers have called into being a smile of approbation upon 
the face of the goddess ? 

THE STATISTICAL SURVEY 0]~ THE MASSACHUSETTS COMMISSION 
INVESTIGATING THE QUESTION OF OLD AGE P E N S I O N S - -  

EDMUND S. COGSWELL. 

VOL. XlI., PAGE 97 

WRITTEN DISCUSSION 

MISS M. A. BURT: 

Since Mr. Cogswell presented his paper in which he described 
the statistical investigation which was made by the Massa- 
chusetts Commission investigating the question of old age 
pensions, the report of the Commission has been printed as 
Senate Document No. 5 of the Massachusetts Legislature, 
dated November, 1925. This report is a very substantial con- 
tribution to the information on the subject of old age pensions. 

The pa'per gives a condensed summary of the statistical 
findings of the Commission and the methods employed in obtain- 
ing them. As Mr. Cogswell was in active charge of the work 
we have an authoritative summary by one entirely qualified to 
present the results. His paper together with the more detailed 
description of the investigation as given in the Commission's 
report will be of real value to anyone who may be called upon to 
deal with the problems relating to old age pensions. 

01d age pension schemes, as thus far established in this country, 
appear to be quite different from staff pension funds. Under 
the staff pension fund an attempt is made to distribute part of 
the income earned during the productive years of a group of em- 
ployees over the non-productive years which follow. If rightly 
constituted, such plans promote thrift. The old age pension 
plan may operate in a corresponding way with the entire popula- 
tion taken as a whole, or it may work in almost the reverse 
manner, in that  it may take from the thrifty to reward the thrift- 
less, or from one group of productive members of society to pay 
the non-productive. In other words, under a staff pension plan, 
all of the members of the active service contribute either by 
direct deductions from compensation or by indirect contributions 
provided for by an adjustment of their compensation, so that  
all who live may be entitled to claim pensions in old age. A 
plan which gives all of the accumulated contributions of the active 
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members who reach old age to those of the group who have no 
outside savings, or who are dependent, might be termed unfair 
and would hardly encourage thrift among the employees. Yet 
in the case of old age pensions, most of the states have apparently 
gone on the theory that all of the members of the population 
should contribute toward old age pensions during their productive 
years and then the entire contributions should be used in pro- 
viding pensions not for the old members of the group who made 
the contributions but only for those members who have no other 
savings, or who are dependent. 

If there is any justification for a system which apparently 
works as unfairly to the thrifty wage earner as many of the old 
age systems do, then it must be on the ground of charity. Pig- 
ures such as Mr. Cogswell has presented, will eventually indicate 
whether the public, if it is to extend its support to dependent 
old age, can do it more effectively by means of properly organized 
institutions where comfortable living may be provided at a mini- 
mum of overhead expense or whether subsistence is to be sup= 
plied to the dependent aged in the form of cash payments,to be 
disbursed by them on an individual basis for the necessities of life. 

Reports on old age pensions so frequently attempt to organize 
statistics apparently for the purpose of justifying some conclu- 
sions independently arrived at, that figures such as Mr. Cogswell 
presents are welcome. His figures are presented in an unbiased 
way and he does not indicate the conclusions which he himself 
has reached in the matter of old age relief. In fact, the five mem- 
bers of the Commission were divided in their recommendations, 
three members signing the majority recommendations, while two 
members including the chairman signed the dissenting recom- 
mendations of the minority. 

Mr. Cogswell seems to have kept to his roll of technical 
assistant to the Commission and in that  capacity to have fur- 
nished facts rather than opinion. 

STATE REGULATION OF INSURANCE RATES--CLARENCE W. HOBBS 

VOL. XI., PAGE 218 
WRITTEN DISCUSSION 

MR, HERBERT HESS: 

This article cannot but commend itself to the thoughtful 
reader. I t  is a paper which, in a very splendid way, attempts to 



852 DISCL'SSlON 

trace the history and growth of state regulation of premium 
rates and contains a summary of the laws enacted by the various 
states to regulate premium rates. I t  is, however, a paper one 
would look for in the proceedings of a society devoted to the 
study of political science rather than the Proceedings of our so- 
ciety which is devoted to an exact science. 

I t  is the opinion of the reviewer that  no one wilI dispute the 
state has three alternatives by which it can observe corporations, 
viz., supervision, regulation and administration. We have had 
supervision with us, we are entering into state regulation, and the 
proposal was recently made for the state to participate in the 
administration of insurance companies. 

The entire paper is devoted to state regulation of rates and 
leads the reader to believe the legislatures of the various states 
were compelled to enact such legislation for the public weal, 
and for the further reason that  prior to state regulation of pre- 
mium rates we were witnessing the very horrible results of 
"unrestricted competition." 

By reading this paper, one would believe the mortality and 
casualties of the insurance carriers on the battlefield of "unre- 
stricted competition" were as great as those on the battlefields 
of Flanders during the World War. The insurance carriers, 
according to Mr. Hobbs, were in dire straits, most of them in- 
solvent and many of them ready to sink into oblivion, despite 
the prosperity enjoyed by other industries throughout our 
country. 

I wonder whether Mr. Hobbs is correct in his diagnosis of the 
condition of the insurance carriers prior to the advent of state 
regulation of premium rates. I have reviewed the condition of 
the companies prior to that time and although my observation 
covers a period of the past twenty years, I am unable to bring 
myself to the conclusion he arrives at. 

I t  seems very unfair, as well as inconceivable, that the insur- 
ance business be compared with the public utility business, any 
more than an automobile or bus manufacturer can be compared 
with an insurance carrier, or a clothing manufacturer can be 
compared with a banker. As long as there is money to be made 
in the insurance business, capital will always be attracted to it and 
no monopoly will ever exist, but public utilities are what we may 
term "natural monopolies." Since the comparison has been 
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made of insurance carriers with public utilities, it might be well 
to examine how these two different types of business operate 
under state regulation of rates. 

In the paper under discussion, the danger of inadequate rates 
being promulgated is very lightly dismissed with the assurance 
that  should the state ever promulgate a rate which would 
produce an underwriting loss, the insurance carrier can obtain 
relief from the courts, the same as a public utility does, because 
any rates promulgated by the state can be reviewed by the court 
to determine whether they are reasonable or confiscatory. I t  
is a very grand picture, one which might lull the companies into 
a false sense of security if it were not examined carefully as to 
the results of its practical application to insurance carriers. 
Therefore, let us assume the state promulgates a grossly inade- 
quate rate. 

The procedure of the insurance carrier would be to appear 
before the court, ask for relief by an increase in rates, claiming 
that  the rate promulgated produces a loss and therefore is con- 
fiscatory. After argument, the usual procedure for the court 
is to grant a temporary increase in the rate, but the money so 
received is impounded because the court must first determine 
for itself whether the rates are adequate or inadequate. 

In order for the court to determine the reasonableness of the 
rates, it appoints a referee to take testimony, employ experts 
and perform such other work as is necessary for the proper 
determination of the facts, and to report his ~indings to the court. 
Upon the findings of the referee, the court issues its final decree. 

Investigations of matters of this character usually take over 
a year, and sometimes years, to complete. In the meanwhile, 
the company has obtained an increased rate, but the money so 
received is "trustee funds" and does not belong to the company 
until the referee has reported to the court and the court issued 
its final decree. How will this benefit the company when the 
time for filing financial statements is at hand? Let us assume 
the company, through inadequate rates has lost tremendous 
sums, sums which might not alone impair its capital, but entirely 
wipe it out. I t  is true the company has received additional 
premiums through the court's orders, but these premiums are 
"trustee funds" and it seems inconceivable for a supervising 
official to permit the company to take credit for funds which 



854 Dsscussio~ 

do not belong to it, especially when the supervising official 
either promulgates the premium rates or is desirous of main- 
taining them. 

In view of these facts, the company would not alone be com- 
pelled to discontinue writing business, but might be thrown 
in the hands of a Receiver for liquidation, pending the outcome 
of the court's decree as to the disposition of the funds obtained 
through the increased rate. 

No insurance company can continue business while its capital 
is impaired, nor can it carry on its business while in the hands of 
a Receiver. A public utility can continue its business, even 
though its capital is impaired and is in the hands of a Receiver. 
Therefore, due to this one important dissimilarity alone, it is 
unfair to compare the public utility business with the insurance 
business. 

Let us assume a reverse casc that  the state promulgates a 
rate much higher than it should be. What will be the ultimate 
result? It  is my judgment that the large assureds will become 
self-insurers because the rate being too high, they can rightfully, 
and have demonstrated their ability to, carry their own insurance. 
The desirable small insurer, by reason of seeing the fabulous 
dividends being declared due to the high premium rate, will 
seek his insurance from participating companies. The pure 
stock companies, offering nothing in return as a refund on the 
premium, will thereby be deprived of desirable business, and the 
undesirable business will gravitate to them. 

Under these conditions I wonder whether a pure stock non- 
participating company could appear in court asking for relief 
on the grounds that the rate is too high and therefore confiscatory. 
As Mr. Hobbs compares the insurance business with the public 
utility business, we are obligated to look for a precedent for this 
novel situation. I do not know of any similar circumstance 
where a public utility company appeared before the court and 
demanded that  the regulatory powers be compelled to reduce the 
rates. I t  surely would take a Blackstone to argue that  because 
the rate is too high, it is confiscatory. 

For the sake of an example, let us assume a stock company has 
appeared before the court and the court has appointed a referee 
to take testimony and to determine the facts for the court to 
act upon. While the. referee is engaged in his studies the stock 
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companies would be required to charge the premium promulgated 
by the state and would in my judgment by reason of this fact 
have extreme difficulty to induce the insuring public to place 
the business with it, even though a promise was implied or made 
of a refund, depending on the court's decision. It, therefore, 
appears possible for state regulation to effect the retirement 
of non-participating carriers from the business world. 

Referring to "unrestricted competition" and to the doleful 
condition of the insurance carriers resulting therefrom, as pic- 
tured by Mr. Hobbs, it seems to me that  during the past twenty 
years we have never had "unrestricted competition", unless 
you wish to define "unrestricted competition" as covering 
premium rates charged and acquisition costs. We have had 
"unrestricted competition" as regards these two factors, but 
combined with this we always have had state supervision, and 
it is maintained that  as long as there was state supervision, 
"unrestricted competition" in its true sense did not exist. 

Let us observe how the life insurance business is being trans- 
acted. Life insurance has operated and is today operating 
under Mr. Hobb's interpretation of "unrestricted competition", 
and no one will dispute the fact that  the life insurance business 
of this country is on a sound financial basis and is being conducted 
according to the best business standards. As for myself, I 
think the life insurance business is one of the very great achieve- 
ments of America, not alone as to its size and financial stability, 
and its manner and methods of transacting business, but to the 
contribution it is making to the economic welfare of our country. 
If life insurance can be conducted and can prosper under "un- 
restricted competition," then there seems no reason why the 
casualty business cannot operate under the same rules as govern 
life insurance. 

The life insurance business is being transacted under strict 
state supervision. I t  is required to file with the state authorities 
copies of its premium rates and policy forms. The state properly 
compels the life insurance companies to maintain adequate 
reserves on all policies issued, in order that  when a claim matures 
the company will be in a financial condition to meet its policy 
obligations. This is the primary function o[ the s t a te ,  to 
protect its citizens. 

As the life insurance companies are given the greatest freedom 
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in operation and can charge whatever rate they deem proper, 
but  at  the same time are compelled to maintain proper reserves, 
so likewise should the casualty companies be governed. The 
casualty insurance carriers should be required to file with the 
state, a manual of their rates, their schedule and experience 
rating plans, and a copy of their policy contracts. In turn, 
the state should be in a position to promulgate adequate reserves 
necessary to be maintained on all policies issued, so that  the 
casualty insurance carriers can meet their policy obligations 
as they mature. The state in so doing, discharges its primary 
obligations to its citizens, i .  e., to protect the insuring public 
so that  when it purchases a contract of insurance from an insur- 
ance carrier licensed by  the state, it will be reasonably assured 
that whenever claims occur the insurance carrier will meet its 
contractural obligations. 

As the state is able to promulgate adequate premiums, it is 
also able to promulgate adequate reserves (due to the efforts 
of the members of this society). Therefore, if through competi- 
tion companies charge inadequate rates, but  are compelled to 
maintain adequate reserves, it is apparent that such companies 
charging inadequate rates cannot do so for any great length of 
time. The state, therefore, by requiting companies to maintain 
adequate reserves will obtain the same, if not better results 
than by promulgating rates; and will accomplish this result 
without resorting to regulation. 

To summarize, it seems almost apparent that with the state 
promulgating a uniform rate, the final result will be the elimina- 
tion of non-participating insurance. The non-participating 
stock companies have and are rendering a real economic service 
and its elimination would be a sad commentary on state regula- 
tion. With the elimination of non-participating companies, 
it can easily be foreseen that competition will no longer be based 
on initial premium cost but  on ultimate premium cost. Hence, 
the future competition between companies will revolve around 
dividend payments to policyholders. 

I t  requires very little imagination to see the innumerable 
possible schemes to concoct for the calculation of dividends when 
we take into consideration not alone the fertile brains of the 
brokers, agents and insurance officials, but the 800 different 
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classifications in the principal (workmen's compensation and 
automobile) lines of casualty insurance. 

State regulation of rates leads to this form of competition. Is 
this form of competition superior to "unrestricted competition ?" 

AUTHOR'S REVIEW OF DISCUSSIONS 

MR. CLARENCE W. HOBBS: 

I must own to a feeling of gratification at the length and pains- 
taking character of Mr. Hess's discussion, and appreciate the 
complimentary nature of the introductory sentences. The con- 
cluding sentence of the first paragraph on the other hand, awakens 
emotion of a very different nature. " I t  is" says Mr. Hess "a 
paper one would look for in the proceedings of a Society devoted 
to the study of political science, rather than the proceedings of our 
Society which is devoted to an exact science". If I have been 
guilty of the high offense of discussing an unsanetified theme 
within hallowed precincts, I am properly contrite. But I am by 
no means sure that  Mr. Hess has correctly interpreted the direc- 
tion of our Society's devotions. Within the small space of my 
own experience, the Society has devoted much time to problems 
of statistics and of rate making, and if either of these subjects 
comes within the category of exact science, it is news to me. I 
also recall to have heard discussions bearing on legal decisions and 
statutes, not strikingly dissimilar in kind from the paper I have 
presented. May I trust, therefore, that  Mr. Hess's condemnation 
does not so reflect the sentiment of the Society as to leave me 
absolutely out of court. 

As to the substance of Mr. Hess's discussion, I am somewhat at  
a loss to see how he extracted what he apparently did out of my 
paper. That paper was designed to set forth the present situation 
as to the attitude of the states towards insurance rates and the 
legislative theories involved in the various types of legislation. 
He apparently interprets this as a partisan brief in favor of state 
regulation of insurance rates: a view which the concluding para- 
graph of the paper should have effectively negatived. He charges 
me with having painted a lurid picture of the ills of insurance com- 
panies prior to state regulation of rates, and questions the 
accuracy of the diagnosis. This is, I think, a pure misapprehen- 
sion based on a very general statement as to possible results of 
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unrestricted competition. Most branches of insurance have had, 
and are still having, competitive spasms, not in all lines at once, 
nor in all states at once: and while Mr. Hess's investigation of 
twenty years is not such a very long period as American insurance 
goes, yet even that  period includes some insurance history de- 
cidedly interesting from the underwriter's standpoint. I t  is not 
such a very long while ago that  rate competition in surety business 
reached a point that  left several large companies in a rather 
shaky position: but competition has never gone to the length of 
bringing the business generally to the condition which Mr. Hess 
charges me with describing. Nor was such a condition the proxi- 
mate cause of state regulation. Instead, competitive losses 
led in the first place to gentlemen's agreements as to rates and 
rating practices and to the establishment of rating organizations, 
or at least furnished a very effective inducement toward participa- 
tion therein. One casualty executive described the usual 
procedure somewhat as follows: "When things get very bad and 
we all are losing money, then we all realize something must be 
done, and are able to get together. Then when conditions 
improve and we all are making money we begin to drift apart, 
and to disagree and to trim, and presently we are all fighting 
again, and conditions get bad, and finally we appreciate generally 
once more that  something must be done, and are able to get 
together again". 

I t  was these private rating agreements that  led to the first 
legislative action; namely, anti-trust laws. The rating laws, 
properly so-called were based on a legislative conviction that the 
rating organization was necessary, and on the further conviction 
that  unless controlled, it might be used unfairly. In some cases 
they were used to supplement anti-trust laws, in other cases were 
enacted independently of such laws. I doubt if actual distress 
among the companies was a compelling motive, generally speak- 
ing, toward their enactment. 

I t  is clear enough that  Mr. Hess is not content with these laws, 
and has a very different conception of the duty of the state. 
He devotes much space to argument against the unfairness 
and inconceivability of comparing insurance companies with 
public utilities. Now there exists a well marked line of cleavage 
between the two classes of companies: but it remains a fact that  as 
regards their rates the regulatory powers of the state are as to 
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both  classes substantially identical. This  is a fact  by reason of 
the  decisions of the Supreme Court .  I take it  t h a t  Mr. Hess is 
not  challenging this fact, but  arguing against the enactment  of 
legislation irrespective of the right to enact  it. 

I am unable to discuss at  length the points of legal procedure 
raised by Mr. Hess. There  is a remedy through the courts 
against unjust  rat ing decisions on the par t  of s tate  authorit ies.  
I t  is undoubtedly  a somewhat tedious and difficult remedy,  
which m a y  or m a y  not  accomplish entire justice. There  seems, 
however, no reason to  apprehend a worse situation than  in the  
case of public utilities. In fact  the practical si tuation of the 
companies is on the whole better.  A single rating decision affects 
at  most  the rates in a single s tate  and on one kind of insurance. 
If  a company possesses, as it  should, a well varied business, and 
one distr ibuted in many  states, a single rat ing decision will not  
affect more than  a fraction of its business. Moreover,  it  is not  
t ied down by  franchises and ponderous masses of equipment  
and construct ion to operate in a part icular  state. I t  has to be 
sure an investment :  but  it can quit  a s ta te  or at  least curtail  its 
operations without  suffering a damaging loss, and so can avoid 
the evils which Mr. Hess portrays.  Possibly he has in mind a one 
line company doing business in a single s ta te :  but  such companies, 
are, af ter  all, rare. 

I will not  dwell a t  length upon Mr. Hess's description of the 
ordinary course of procedure in a rat ing case, though sorely 
tempted  to  do so. He is clearly wrong in his description of the 
character  of inter locutory relief granted by the courts, and also 
in his conception tha t  a sequestration of premiums is inevitable:  
but  these inaccuracies are af ter  all of slight importance.  His 
point  tha t  in case a s tate  establishes an excessive rate,  a stock 
company is a t  a distinct disadvantage is not  without  force: bu t  the 
company is by no means without  effective redress. I t  could not  
of course maintain tha t  an excessive rate  was confiscatory. A 
policyholder could, however, raise the question of confiscation. 
Up to  date, however, no serious trouble has been engendered or is 
likely to be, by  excessive rates forced upon the stock companies: 
nay, there  are even a number  of stock companies which would 
revel in tha t  form of compulsion. Inadequate  rates are a more 
serious menace:  bu t  on the whole, difficulties with s ta te  authori-  
ties over rates are not  a serious matter .  I doubt  in any  event  if a 



360 DISCUSSION 

state legislature would withhold its regulatory hand merely 
because the companies subject to the law would find difficulty in 
obtaining redress for administrative injustice. 

Mr. Hess's main point, however, appears to be to urge for 
casualty companies, the same style of regulation as applied to life 
companies. His idea is that  the life companies are required only 
to file copies of premium rates and policy forms and to maintain 
adequate reserves. "As the life insurance companies are given 
the greatest freedom in operation and can eharge whatever rate 
they deem proper", he says, "but at the same time are compelled 
to maintain proper reserves, so likewise should the casualty 
companies be governed". That  companies subject to section 97 
of the New York law enjoy the greatest freedom in operation is a 
eoncept decidedly new and novel. Also under section 85 of the 
same law, the preposterous reserves required the moment the 
rate dips below the net premium according to the mortal i ty  
tables prescribed for setting up the reserve, make the statement 
that  they can charge whatever rate they deem proper, hardly one 
which should be made to a society which shortly before was 
described as being devoted to an exact science. As a matter of 
fact the life companies had their session some twenty years ago 
with the legislatures and have been pretty well tied up ever since. 
Their prosperity is certainly not due to a minimum of legislative 
and administrative interference: rather to the fact that  having 
obtained general legislative recognition of the American experi- 
ence table and effectively prevented rates being cut much below 
the net rates based on that table, they could hardly do otherwise 
than prosper. 

Undoubtedly, as Mr. Hess states, the primary function of the 
state is to protect its citizens. Protection against loss by in- 
solvency of insurance earners is one function which the state 
discharges with a fair measure of success. But is that  the only 
protection the citizen is entitled to? Mr. Hess seems to think 
it is. 

I t  is at least arguable, however, that  insurance companies 
should in equity play fair with their policy holders, extending to 
one just as favorable treatment as another so long as they present 
the same eonditions of hazard. But when rate competition 
exists, the big risks usually command much better treatment 
than the little risks. I t  is arguable with more force that  if a 
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company or a bureau makes an excessive or arbitrary rate there 
should be some method of securing relief. And it may be ob- 
served that with free competition permitted the company with 
ample resources is in a pQsition to put the small company out of 
business. None of these evils are corrected by the very modest 
measure of administrative regulation which Mr. Hess allows. 

Now it may be observed that in some states the necessity of 
enacting legislation to effect this protection does not appear. 
When the worst effects of competition have been done away by 
agreement, and when the companies and their organizations are 
reasonably responsive to public opinion and willing to meet state 
authorities half way in the settlement of complaints, there is no 
particular need of going further and complicating the rating 
machinery by an additional cog. Most state departments are 
not eagerly thirsting for entrance into a technical and difficult 
field, requiring that they equip themselves with expert assistants, 
and spend much time in passing on questions intricate in them- 
selves and not infrequently charged with a distinctly personal and 
political quality. But  when companies fail to impress their 
policyholders and their, competitors with their equity and 
moderation, it is difficult to avoid bringing the state in as the 
natural party to secure a justice not voluntarily accorded. 

AN EDUCATIONAL PROGRAM IN ECONOMICS FOR INSURANCE 

STUDENTS--EDWIN W. KOPF 

YOL. XII, PAGE 283 

WRITTEN DISCUSSION 

MR. WILLIAM B. BAILEY: 

A few centuries ago the security of the average individual 
depended upon his feudal chief or the organizations which were 
formed for mutual support. The serf or retainer looked to his 
lord for assistance in time of trouble. Through a mutuality of 
rights and duties the lord demanded certain services from his men 
and in return granted them certain privileges including assistance 
in time of need. 

The guilds of one sort or another safeguarded their members 
against the ordinary vicissitudes of life. The industrial life of the 
communities was extremely simple and the existing rights and 
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duties were intelligible and based upon assumptions which were 
quite reasonable at the time. 

The discovery of gunpowder which destroyed the supremacy of 
the armed knight on horseback made it increasingly difficult for 
the lord to protect his people; while the application of steam to the 
engine dealt the death blow to the handicraft system. These 
changes were so violent and far reaching that they have been 
given the name of the "Industrial Revolution". 

Toward the end of the 18th century several social and economic 
changes became apparent. The specialization and growth of 
industry developed, the separate functions of employer, laborer, 
and capitalist. The introduction of power machinery made 
possible the employment of women and children, since brute 
strength in labor was no longer a prime requisite along many 
lines. The fact that these power driven machines never grew tired 
increased the apparent desirability of long working hours and the 
theory became prevalent that  the profit was all made in the last 
hour. These machines were relentless in their power and 
brought with them a train of fatal and dismembering accidents. 
The risks of industry and occupation became increased and more 
or less centralized. The development of the spirit of individual- 
ism which followed the French revolution placed the re- 
sponsibility pretty squarely upon the worker. This was reflected 
in the economic doctrines of this period with the emphasis upon 
"laissez faire". 

Gradually the injustice of this view became apparent and the 
assumption of risk was slowly passed to the industry and em- 
ployer. He was allowed to pass this on to the consumer who 
ultimately loots the bills. Eu ropean  countries, accepting this 
premise, concluded that if the community pays the bills, the 
state should furnish the insurance against the hazards which 
accompany modem industrial life. The United States has not 
accepted too readily the doctrine of state responsibility. With 
the wonderful opportunities of this undeveloped territory the 
American has been more willing to claim his rights and accept 
his duties. Wages have always been relatively high in this 
country and an abundance of cheap land has made for a wide 
distribution in the ownership of real estate. 

Initiative and thrift have always distinguished our people. 
The visible wealth of our country to-day is witness to the fact that 
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we have constantly spent less than our incomes and from this 
surplus our buildings, bridges, highways, railroads, and canals 
have grown. With almost complete freedom of initiative there is 
no submerged group in this country but social classes are in a 
state of continual flux. With this opportunity for marvelous 
success, we accepted the possibility of failure. 

Industrial accidents which are to a certain extent the result 
of chance and beyond the power of the individual to avoid, we 
have frankly placed upon industry; but even here we go back of 
the aleatory element and through inspection and education try to 
reduce its toll. Sympathy for the unfortunate nowhere meets a 
more ready response than in this country and we are unwilling as a 
nation to allow the victims of misfortune to be thrust upon the 
state. 

The phenomenal growth of insurance in this country during the 
past few decades gives ample proof that our people are resolved 
to make provision against their own days of adversity. The 
proportion of the savings of the people which are being entrusted 
to the care of insurance companies is continually increasing. 
The hazards of industry and modem life are being placed in the 
hands of strong and growing casualty companies which are amply 
secured to safeguard us. I t  seems inevitable that anyone who 
enters the employ of one of these great companies with the hope 
that  he will ultimately attain to a position of responsibility is 
false to his trust unless he becomes grounded in the fundamental 
principles of economics and acquainted with the economic and 
industrial history of Europe and America during the past two 
centuries. 

With the tremendous responsibility and confidence which our 
people are placing in these companies the least we can demand is 
tha t  those responsible for their management shall not be following 
too many false economic gods, and thereby endanger the security 
of the savings which our people have entrusted to them against 
the hour of need. 
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REVIEWS OF PUBLICATIONS 
RALPH H. BLANCHARD, BOOK REVIEW EDITOR 

General Problems of Social Insurance. International Labour 
Office, Studies and Reports, Series M, No. 1, Geneva, 1925. 
Pp. xxviii, 136. 

The purpose of this report is to provide not only a theoretical 
s tudy of social insurance, but to present "in a bare and schematic 
form a synopsis . . . .  of the different conceptions which 
underlie legislation and of the different modes in which those 
conceptions have been realized." 

There are other separate studies of the various types of social 
insurance against industrial accidents, sickness and unemploy- 
ment, published by the International Labour Office. Without 
these the present volume would indeed be too "bare and sche- 
matic" for those not so familiar with the subject. The entire 
field of legislation on social insurance, except that of the United 
States and Mexico, comprising some two hundred laws in about 
sixty states, is considered in a brief 160 pages. 

Attention should first of all be directed to the introduction, 
which deals briefly with historical developments. The story of 
the causes that  gave rise to the conceptions of social insurance 
runs something like this. After the French Revolution the work- 
ing man found himself politically free. But after the industrial 
revolution, in spite of this political freedom, and because of his 
miserable wages, he was unable to free himself from economic 
disasters resulting from accidents, sickness, invalidity, old age, 
unemployment and death. Not even the Friendly Societies, the 
mutual aid movements, and the welfare schemes of the employers 
could meet the workingman's plight. Because of these failures, 
however, a new conception of the social function of the state was 
born in the latter part of the nineteenth century. From then 
on, beginning in Germany, the individual was required by law to 
exercise thrift and provide for his future. From Germany the 
idea gradually spread until to-day nearly sixty countries recog- 
nize, more or less, this social function of the state. 

Having accepted social insurance, it becomes necessary to 
define its scope. There are a number of conceptions defining the 
beneficiaries. The first that  comes to mind is that all individuals 
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should be protected by a national insurance system. Back of it 
lies the principle that all persons are obliged to provide for the 
future during their working life or financial prosperity so as not 
to become a charge on the community later. So far national 
insurance has had a very limited application. In practise, as a 
rule, only certain classes are protected. This, however, is open 
to the charge of class legislation. A problem that frequently 
arises is whether or not independent workers should also be 
insured, but the practical difficulties involved in the calculation 
of incomes and the greater opportunities presented for malinger- 
ing have stood in the way of the legislator. All this sort of 
legislation may be objected to on the ground that it is excessive 
interference with personal initiative and responsibility. Where 
thrift is voluntarily exercised by the majority it seems unjust to 
impose laws designed to meet the needs of a small, thriftless 
minority. The International Labour Office recognizes this last 
objection but marches right along with the assumption that  
social insurance imposed by legislation is the only cure for 
thriftlessness. 

Another problem in social insurance legislation is the matter of 
benefits. The obvious economic results of the casualties in- 
sured against are an increase in medical expenditures and a reduc- 
tion of the income. The benefits to meet these risks may be 
equivalent to the economic loss, but this is admitted as purely 
theoretical. Existing institutions at best provide benefits that  
cover only a part of the economic loss. Sometimes a minimum of 
subsistence is established, but this must always be arbitrary. 
More frequently benefits vary in proportion to the severity of the 
loss and the amount of the contributions. 

The third thing to consider is the sources of the social insurance 
funds. Is the thing to be paid for out of general taxation or by 
means of direct contributions ? Even the enthusiasts for social 
insurance favor the contributory idea according to the following 
quotation: "If  every beneficiary himself participates directly in 
the establishment of the funds required for the payment of his 
pension (benefit), his right to that pension is psychologically 
more evident than if he had contributed simply in the form of 
taxes." (p. 47) And it would be still better if he purchased his 
insurance voluntarily instead of being forced to it by law. As 
for the employers, their participation "in the cost of social 
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insurance is justified not only by their responsibility for the 
existence of risks, but also by the advantages which they may be 
expected to derive from such insurance." (p. 52) The Inter- 
national Labour Office finally concludes that  the incidence of the 
cost will ultimately fall in one of two directions, as an increase in 
commodity prices or else as a decrease in wages. 

The various risks may be conveniently classified into three 
general groups. First of all there are risks of an occupational 
origin as industrial accidents and occupational diseases. In 
this field are found compensation acts with optional insurance 
(most states in the United States); compulsory insurance based 
on the principle of liability of the individual employer (England 
and some Australian states); and compulsory insurance based 
on the principle of collective responsibility of an industry (Ger- 
many). Then there are the risks of an economic nature arising 
out of unemployment. In this type of insurance benefits usually 
vary according to wages, contributions or conjugal condition, 
and are paid for from 12 to 26 weeks. Financial responsibility 
is invariably divided between employers, employes and the state. 
Finally there are risks of a non-occupational character such as 
sickness, invalidity, old age and death. In sickness insurance the 
benefits in Great Britain and Ireland are uniform, but  they vary 
with earnings in every other country. The costs of this kind of 
insurance are met in various ways; by the insured and the state 
(Portugal and Roumania); by the workers and employers (Ger- 
many and 7 others); by the insured, the employer and the state 
(Great Britain and Norway); and by the employers alone (Rus- 
sia). Invalidity, old age and survivors' pensions require a much 
larger outlay of funds than any of the other forms of social 
insurance. Costs are generally met in the same way as in sick- 
ness insurance, but  there are also a number of non-contributory 
funds whereby the state grants free insurance. I t  is impossible, 
of course, adequately to set forth all the features and ramifica- 
tions of the problems of social insurance, but  this will give an 
inkling of the involved information to be found in the present 
report. 

Recognition must still be given to the problems of unification 
and coordination. Social insurance has grown and developed in 
a most conglomerate fashion. Take Germany as an example. 
In this country a sickness-maternity insurance act was passed 
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in 1883 covering only industrial wage earners. In 1884 an 
accident insurance act was passed covering the same class. In 
1885 the accident benefits were extended to agricultural workers 
while the sickness-maternity benefits were extended to com- 
mercial wage earners. The agricultural wage earners did not 
receive benefits for sickness and maternity until 1886. Accident 
benefits were also extended to seamen in 1887. Thus commercial 
wage earners are not compensated for accidents and seamen 
receive no sickness insurance. Not until 1889 did Germany pass 
legislation covering invalidity and old age and applying in either 
case only to manual workers. Invalidity benefits were extended 
in 1911 to non-manual workers and death benefits were granted 
to the families of manual and non-manual workers. Nothing 
was done with unemployment until the social assistance law of 
1924 was passed. Thus the crazy-quilt of social insurance was 
created in Germany. Other countries had the same experience. 
I t  is this lack of coordination that has given rise to the more 
recent discussion on unification and coordination. 

At present the only unified systems are those of the Serb- 
Croat-Slovene Kingdom (accident, sickness-maternity, invalidity, 
old age--death benefits for all wage earners since 1922), Soviet 
Russia (accident, sickness-maternity, invalidity, old agc death, 
and unemployment benefits for all wage earners since 1922), and 
Czechoslovakia (all types of insurance since 1924). In Germany 
the Imperial Code of 1911 united all legal provisions on insurance 
into a single text but failed to provide for a concentration of 
organization into a single system. The following may be quoted 
from the report in favor of concentration: "When the same 
institution insures an individual against all the risks adminis- 
tration is simple and less costly, and the social efficiency of the 
institution is higher." (p. 132) Such an organization, it is 
claimed, can follow a case from the slightest injury or illness to 
invalidity, at the same time eliminating all manner of duplicating 
and overlapping. The only objection is that  a state-wide organi- 
zation may become so excessively centralized or so over-organized 
that it defeats its own purpose. 

As an example of a unified system of social insurance the report 
of the International Labour Office describes the Russian System. 

The social insurance system established by the Russian Labour Code of 
1922 does not achieve unity merely in respect of the collection of contribu- 
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tions and the administration of benefits. The distinction between risks 
of industrial and non-industriaI origin is no longer legally recognized. 
The same insurance institution covers the risks of temporary and of 
permanent incapacity, and provides benefits both in cash and in kind. 
The single insurance institution, which is organized on a territorial basis 
and possesses a monopoly of insurance, is, as it were, a two-story structure: 
on the lower floor are the locM funds which administer benefits in case of 
temporary incapacity and benefits in kind, while on the upper floor the 
regional funds provide benefits of long duration, that is to say, payable 
to permanent invalids and the survivors of deceased insured persons. 

Thus in the Russian system a high degree of unification has been 
accomplished for, though a division subsists in its interior, it is only in 
order to provide for the varying duration of the consequences of incapacity 
for work, which is regarded as the sole risk. 

Wi th  these words the  repor t  closes leaving in the mind of the 
reader  this sys tem of social insurance as an ideal. 

In  the beginning of the repor t  an interesting table appears  
(pp. xix-xxviii) giving the principal laws on insurance in the  
var ious states,  their  date, and  beneficiaries. The  laws are 
grouped under  the following heads:  those covering (a) accidents,  
(b) s ickness-materni ty,  (c) invalidity,  (d) old age---death (survi- 
vors '  pensions), and  (e) unemplo}~nent.  

At  t imes the repor t  seems a bit  too ske tchy  and incomplete,  bu t  
the general outline is so clear tha t  no one can mis take  the direc- 
tion which this type  of insurance is taking. The  ideal is to bring 
the  business of protect ion more  and  more  under  the complete  
control and  monopoly  of the state.  Those who favor  social insur- 
ance will consequent ly  find some valuable aid here in clarifying 
their  minds, while the  adherents  of p r iva te  insurance are pre- 
sented with a ta rge t  a t  which to  direct more vigorous and  intelli- 
gent a t tacks .  Much wi l lna tura i iy  depend on personal preference 
for ei ther  s ta te  control of insurance or vo lun ta ry  and  pr iva te  
enterprises. 

WILLIAM B. BAILEY 

Sickness Insurance. In te rna t iona l  Labour  Office, Studies and 
Reports ,  Series M, No.  4, Geneva,  1925. Pp.  viii, 133. 

Unemployment Insurance. In te rna t iona l  Labour  Office, Studies 
and Reports ,  Series C, No. 10, G e n e v a ,  1925. Pp. 134. 

The  American social insurance m o v e m e n t  which began in 1911 
within the field of workmen ' s  compensat ion,  and showed such 
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remarkable progress from 1911 to 1916, suffered almost a com- 
plete breakdown as a result of the war. The movement for 
social health insurance, which became active through state com- 
missions and public agitation in 1916, has never been revived to 
any large extent. Only recently considerable agitation has 
developed in the fields of unemployment insurance and old-age 
pensions, manifesting itself in legislation and investigating 
commissions. 

The tremendous development of workmen's compensation 
from 1911 on, and its importance for the insurance business and 
American industry as well as for the general economic and social 
conditions of the country, is an indication of the far reaching 
effects of the social insurance program for any industrial country. 
10 years ago, these effects were fully appreciated in the United 
States as was shown by the flood of books, articles, and reports 
in which the possible effects of social insurance on American 
industry were always examined in the light of European prec- 
edents. But since the war there has been almost a total dis- 
continuance of experts' studies of this character. As a result, 
even the students find it difficult to follow up the latest develop- 
ments in the various branches of social insurance outside of the 
United States. The writer has come across a text book on 
economics by one of the leading professors in this country pub- 
lished in 1925 and containing a chapter on social insurance in 
which the information is brought down only to 1920, and nothing 
is said to indicate the progress of social insurance during the last 
five years. 

For this reason the two reports above listed are of very great 
importance to actuaries and students of insurance, whether they 
be in favor of or opposed to the social insurance movement. 
The information they contain could only be gathered by an 
American student from the fragmentary reports contained 
in the Montkly Labor Review, published by the United States 
Bureau of Labor Statistics. But scattered as such information 
is in hundreds of issues, it is not only difficult to obtain but also 
fails to give a composite picture such as the two reports readily 
furnished. Of these two reports, the first appears in a series of 
social insurance publications of which other issues are of equal 
interest and importance such as the first, "General Problems of 
Social Insurance"; the second, "Compensation for Industrial  
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Accidents"; the third, "Compensation for Occupation Diseases", 
etc. The second report, which really belongs in the same series, 
for some reason has been classified under another series dealing 
with unemployment. Classification does present complicated 
problems. On the same basis the question might arise whether 
a study of accident compensation should appear under the series 
dealing with social insurance or the series dealing with accidents. 

This, however, is a matter of very little importance. What is 
important is the competent treatment of social insurance prob- 
lems not only in these reports but also in the International 
Labor Review published monthly by the same office, which at 
present is the best and most reliable source of information. 
Organizations and publications dealing with labor problems 
internationally were known in Europe even before the war, but 
the additional advantage of the International Labor Office 
publications from the point of the American student is the fact 
that they appear in English as well as other languages, and per- 
haps it is only proper to say here that  both the Review, and the 
reports can be easily obtained from the American Correspondent 
of the International Labor Office, Mr. Leifur Magnusson, 1523 L 
St., Washington, D. C. 

Official reports of this character and dealing with such vital 
problems have both their advantages and disadvantages. The 
obvious advantage is the reliability of information furnished. 
Presumably reports are prepared for the International Labor 
Office by competent men, without excessive hurry, and the state- 
ments are properly checked up so that  they may be accepted as 
authoritative and accurate, while in the case of a private study, 
no matter by how competent a man, there seldom can be positive 
certainty as to that. On the other hand the obvious disadvan- 
tages are perhaps the self-imposed limitations as to expression 
or opinion or judgment or even as to a marshalling of facts upon 
which the leader might build his opinion or judgment. Govern- 
ment reports may therefore frequently be described as 
emasculated. 

American state reports do not as a rule suffer from this fault to 
the same degree. They are often prepared in response to a 
demand for an opinion and a decision. They are meant to serve 
as guide, and when, as usually happens, commissions are not 
unanimous, the reports as such have the additional advantage of 
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presenting both sides of the controversy. Witness, for instance, 
as a very eloquent illustration, the latest report on old-age 
pensions in Massachusetts. The reports of the United States, 
particularly those dealing with labor and social problems are a 
good deal more reserved and non-committal; more factual than 
analytic or even argumentative. 

The International Labor Office is of course even in a very 
much more delicate, diplomatic position. It is true that in the 
earlier report on "General Problems of Social Insurance" the 
anonymous author has somewhat deviated from this course 
of non-committal aloofness but the two reports herewith listed 
are altogether "proper" and objective. However, if tl~ey are to 
be judged by what they contain rather than by what they omit, 
both are extremely useful. To most American readers they will 
appear startling by furnishing evidence that the brief period after 
the war has resulted in mere new social insurance legislation than 
the three decades preceding the war. That is true, not only 
of sickness insurance but even more so of unemployment 
insurance. In fact, it is only since the war that unemployment 
insurance may be said to have become a world movement rather 
than an isolated British experiment. 

As indicated in the titles, both reports are limited to analyses 
of legislation. There is very little historic interpretation, only 
six introductory pages in each report being devoted to a brief 
historic review. There is absolutely no information of a statistical 
character in regard to the actual results of legislation which in 
some countries has been in force for thirty or forty years; nor is 
there any effort to describe the actual organization which fre- 
quently deviates considerably from the  printed word of the law, 
nor is there and, perhaps considering the character of the office, 
can there be any effort at critical valuation of the laws and results 
of their application. In other words, no student in the field of 
social insurance, whether he be an actuary or sociologist, need 
feel that  the existence of these official studies must prevent him 
from entering this fruitful field of investigation. On the con- 
trary, he should only be stimulated because of the assistance 
these reports and articles published by the same office will give 
him in furnishing the necessary legislative material. 

The methods of both studies are to be commended. Instead of 
separate analysis of each act, individual chapters treat of specific 



372 REVIEWS OF PUBLICATIONS 

aspects of legislation. These divisions are competently con- 
ceived. The sickness insurance report consists of four parts 
dealing with the scope, institutions, benefits, and financing 
respectively. The unemployment insurance report consists of 
five chapters dealing with the scope, definitions of unemployment, 
rate of benefits, financial organization, and administration and 
insurance respectively. 

I t  thus appears that the arrangement of the two reports is 
not quite uniform, which may be due to the fact that they have 
been prepared by different experts. Both reports are anonymous 
as appears to be the tradition of the International Labor Office. 

Why this should be so is not quite obvious to the reviewer. A 
student in the field naturally knows or should know the names of 
all other experts in the same field. He usually develops a certain 
confidence and regard for certain permanent workers in his 
field, and I believe it would considerably increase the value of 
the studies if he knew by whom they were prepared. This is 
partieuIarly true and important in the case of the first study on 
"General Problems of Social Insurance" in which there is a wider 
field for difference of opinions. But even in a purely objective 
study of legislation, various problems of interpretation arise in 
which the personality of the interpreter is not without signifi- 
cance. The International Labor Review published by the same 
office does state the names of the authors of various articles. 
Many of these articles are published and sold separately. I t  is 
difficult to see why a different treatment should be accorded to 
such studies which have previously appeared in the Review and 
others which appear as "studies and reports". One may, of 
course, surmise that  these anonymous authors are probably 
taken from the same group which contributes to the Review, but 
under the circumstances one is left guessing. One guess, one 
may venture, that  these reports have been prepared in some other 
language and translated into English, for surely the English, 
though grammatical and faultless does not strike the reader as 
idiomatic, and the long sentences raise the suspicion of German 
origin. The one fault to be found with this is not on account of 
thoroughness of treatment but a certain unfortunate obscurity 
and dullness of presentation. With all that, these reports as 
well as all others in the same series are absolutely indispensable 
to every actuary in the field Of social insurance. I . M .  RUBINOW 
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Report on Old-Age Pensions. Commission on Pensions. Wright 
and Potter Printing Co., Boston, 1925. Pp. 280. 

The Commission on Pensions which made this report v~as 
apparently charged with the responsibility of learning, and re- 
porting to the Legislature, all that could be learned on the subject 
of pensions and on the matter of poor relief, public aid, etc., and 
to make recommendations as a result of its study. 

The Commission submitted a "preliminary report" February 
14, 1925, (printed as Senate 340, 1925), covering the subjects of 
"pensions for public employees, for teachers and for veterans in 
the public service". The Report under review, referred to as 
the "concluding report", "is devoted almost wholly to the subject 
of old-age pensions". 

This Report is in three Sections, followed by eight appendices. 
Section I presents an itemized list of the problems, and distinct 

phases thereof, referred to the Commission, summarizes the plan 
and methods followed in the investigation, and presents the 
conclusions and recommendations of the majority and those of 
the minority, together with the laws proposed by each to carry 
out their recommendations. 

Section II, which comprises the larger part of the publication 
presents the results of the data gathered by the Commission 
applying to the "aged population of Massachusetts." 

Section III  presents the financial aspects of the problem. 
The eight appendices give accounts of the pension systems in 

Massachusetts, in other states and in foreign countries, and 
descriptions of other forms of provision such as life insurance 
and old-age protection through single-premium annuities, etc. 

The chapter summarizing the plans and methods of the investi- 
gation, comprising only four pages, serves to show in rather an 
adroit way, though possibly unintentionally so, the stupendous- 
ness of the task, especially to such readers as might not have been 
impressed by the detail outlined in the Resolve or in the first 
chapter of the Report. I t  also indicates how wisely and practi- 
cally the Commission proceeded in its work, such as making 
detailed investigations only in representative cities or towns, 
the results of which could be used as the bases of calculations and 
conclusions applying to the whole state. The Commission 
avoided spending much time or attention on phases which it 
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found could have no material bearing on the final conclusions 
and recommendations. 

The Commission's field agents personally interviewed about 
9% of the total population in the state aged 65 years and over, 
so that out of the total population of approximately 225,000 
persons of those ages, the agents personally talked with about 
19,000, in more than ten cities or parts thereof, and in twenty- 
three towns. Through overseers of the poor, aims-house officials, 
and officers of private charities and the like, "detailed information 
was secured concerning some 12,300 aged persons who received 
aid in some material form during the year ending March 23, 
1924." That the investigations were tactfully conducted is 
indicated by the modest statement, in the form of a tribute to 
those interviewed: 

Almost  invariably the  persons interviewed by the field agents sent out  
by the Commission were courteous and gave full information to the best 
of their  ability. As much can be said, generally, of the officers who dis- 
pense public and pr ivate  charity. 

The "generally" is significant in the reading, though possibly not 
intended so in the writing. It  would have been more than could 
have been expected to have found all such "officers" willing, or 
even able, to cooperate in such an investigation. 

The Majority Report, recommending a system of old-age pen- 
sions, was signed by Minnie R. Dwight, Charles J. Mahoney and 
Royal Robbins, and the Minority Report, recommending against 
such old-age pensions, by Frank H. Hardison and Allyn A. Young. 

Both "conclusions" are characterized by moderate and tem- 
perate statements; all of the members seemingly being aware of 
the probable errors necessarily involved in the data used, and of 
the unlikelihood that the adoption of their recommendations 
would solve the problem once and for all. 

As is so often the case, the natural sympathies, or the sym- 
pathies developed by training and environment, are apparently 
more controlling in the conclusions reached than the particular 
evidence studied. In this case, the five members studied the 
same material, with presumably the same degree of intent to base 
their conclusions entirely on the material before them, but the 
only major conclusion in which the five agreed was that something 
should be done for the aged poor; the conclusions as to the 
remedies to be applied are far at variance. 
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T h e  m a j o r i t y ,  in  i t s  conclus ions ,  e m p h a s i z e s  t h e  r e l a t i v e  n u m -  
be r  of t he  aged  who  h a v e  l i t t l e  o r  no  income,  showing  t h a t  of  
t h o s e  i n t e r v i e w e d  aged  65 a n d  over ,  2 3 %  h a d  incomes  of less t h a n  
$100 p e r  year ,  of w h o m  7 3 %  h a d  no  i ncome  a t  all,  a n d  of t hose  
i n t e r v i e w e d  aged  70 a n d  over ,  2 9 %  h a d  incomes  of less t h a n  $100 
p e r  yea r ,  of w h o m  7 3 %  h a d  no  i ncomes  a t  all .  

• . . these facts show a state of need among the aged population 
of Massachusetts far beyond what had been anticipated or is realized 
by the general public. They seem clearly to call for a general and well- 
organized system of relief or assistance on the part  of the State as a sign 
of the determination of the community to protect its aged citizens from the 
extreme hardships which so largely now overwhelm them in old age, and 
to obviate the fear of the stigma of pauperism which under present con- 
ditions is shown strikingly by these figures, and which forms a large part  
of the life of a considerable proportion of the population as their earning 
power decreases and finally vanishes. We conceive that  the obligation to 
avert  this condition of affairs in old age rests upon the Commonwealth 
and upon its population as a whole; and we therefore recommend the 
adoption in Massachusetts of a comprehensive system of old-age assist- 
ance, so administered by a central authority, with widespread local aid, 
as to give adequate protection to the aged people who are in extreme need, 
without using any such machinery as might in public estimation throw a 
shadow of pauperism over the beneficiaries. 

• . We have felt that  in Massachusetts the smallest weekly payment 
which would be adequate under American conditions to the situation of 
the indigent elderly people would be the sum of $7.00 a week, which we 
have accordingly recommended as the maximum amount of old-age 
assistance in the legislation we propose. The bill confines the assistance 
paid by the State to those persons over 70 years of age who have property 
not exceeding $3,000, or an annual income not exceeding $365. 

T h e  p r o p o s e d  l aw presc r ibes  o t h e r  qua l i f ica t ions ,  such  as  
U n i t e d  S t a t e s  c i t i zensh ip  a n d  res idence  in t h e  s t a t e  for  a m i n i m u m  
pe r iod  of years ,  a n d  exc ludes  f rom i t s  benef i t  i n m a t e s  of a n y  
pr ison,  ja i l ,  i n sane  a sy lum,  etc. ,  a t  t h e  t i m e  of m a k i n g  a p p l i c a -  
t i on ;  or  a n y  who  h a d  been  i m p r i s o n e d  w i th in  t en  y e a r s  p r e v i o u s  
for  offences of specif ied ser iousness ,  a n d  t h o s e  who  w i t h i n  one  
y e a r  "preceding h a d  been  p rofess iona l  t r a m p s  o r  beggars .  

T h e  m a j o r i t y  e s t i m a t e s  t h a t  t he  n e t  cos t  of t h e  p r o p o s e d  o ld-  
age  a s s i s t ance  wou ld  be a b o u t  $5,500,000 pe r  y e a r  a f t e r  e l i m i n a -  
t i ng  those  who  could  be  s u p p o r t e d  b y  t h e i r  ch i ld ren  a n d  a f t e r  
d e d u c t i n g  t h e  sav ing  on a c c o u n t  of p u b l i c  o u t d o o r  a n d  i n d o o r  
re l ief  wh ich  w o u l d  be  e l i m i n a t e d  u n d e r  t h e  p r o p o s e d  s y s t e m .  

T o  p r o d u c e  t h e  r evenue  for  t h e  p r o p o s e d  s y s t e m  t h e  m a j o r i t y  
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recommends a new poll tax of $2 to be paid by men and women 
alike and that  one-half of one percent be added to the state tax 
now levied on incomes. These proposals are intended to meet 
the majority's view that it "seemed highly desirable that  the cost 
should be spread impartially over the various elements of the 
community." It  is estimated that these two taxes would yield 
about $6,000,000 yearly. 

The majority very frankly says that it cannot foretell "to 
what extent the outlay will vary in succeeding years or over a 
long period in the future" especially because of the possible 
changes in future legislation liberalizing the conditions and 
benefits. The members of the Commission were apparently 
well aware of the experience of public employees' pension sys- 
tems, which have never been allowed opportunity to work out 
according to the original intent or law, but are subject to perennial 
tinkering. 

The act proposed is clear and unambiguous, and apparently 
complete in detail, creating a Division of Old-Age Assistance 
in the Department of Publie Welfare. 

There is to be no "contractual" relation between the State and 
the "old-age pensioner;" that  is carefully guarded against in 
Section 28, as follows: 

All ass is tance g ran ted  unde r  th is  ac t  shall  be deemed to be g ran ted  and  
to be  held subjec t  to the  provis ions  of any  amend ing  or repeal ing ac t  t h a t  
may hereafter be passed, and no recipient shall have any claim for com- 
pensation, or otherwise, by reason of his assistance being affected in any 
way by such amending or repealing act. 

Presumably this is only a necessary cautionary measure, though 
possibly one to make it somewhat more palatable for the legis- 
lature to which presented. 

The minority report is considerably longer than the majority's 
because it is, in a sense, a brief replying to the majority report and 
a presentation of its own arguments. The substance of the 
minority's conclusions is shown by the two opening paragraphs 
of its Report, reading as follows: 

We are  unab le  to  concur  in the  r e com m enda t i on  of the  ma jo r i t y  of 
t he  Commiss ion t h a t  the  C o m m o n w e a l t h  es tabl ish  and  m a i n t a i n  a sys tem 
of n o n - c o n t r i b u t o r y  old-age pensions.  Our  dissent  is no t  p r o m p t e d  by  
any  lack of s y m p a t h y  wi th  the  general  purpose  of such a p lan  as the  
ma jo r i t y  proposes.  Nor  does i t  come f rom any  fai lure to apprec ia te  
the importance of the problem with which the majority's plan is intended 
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to cope. It  is based, instead, upon our conviction that a general system 
of old-age pensions does not constitute a desirable method of achieving 
that purpose or of meeting that problem. 

In what follows we explain our objections to old-age pensions and 
outline what appears to us to be both a more effective and a more econom- 
ical way of making adequate provision for the needs of the aged poor. 
I t  is necessary in the first place, however, to deal with certain fairly com- 
mon misconceptions respecting the nature of old-age pensions ~ad re- 
specting the grounds upon which the case for old-age pensions, or for 
similar payments from the public treasury, must rest. 

To  the reviewer, the "Conclusions" or "R ecommenda t i ons "  
of the minor i ty  seem to he the  more  logical sequel to the da ta  
presented. Here  again, however, na tura l  sympathies ,  or those 
developed by  training and environment ,  m a y  be controlling. 
Nevertheless,  even the major i ty  of the Commission presented no 
evidence t ha t  the sum of $7.00 a week would alleviate the con- 
ditions of a large number  of aged dependents.  The  minor i ty  
points  out tha t  there would be .no relief to m a n y  of the aged poor  
to have  wha t  would provide only the mere  means  of existence; 
i t  would no more alleviate keen menta l  suffering than  would com- 
m i t m e n t  to some alms-house or other  insti tution. I t  contends 
t ha t  the use of the word "pension" does not  supplant  " the  
s t igma of pauper i sm."  

According to the minori ty,  " the  problem of the aged poor is 
not  a new problem. I t  is as old as human  civilization. There  
are some, however,  who contend tha t  the problem has become 
aggrava ted  in modern  t imes ."  "Doubt less  there are m a n y  
individual cases, or even groups of cases, which could be cited in 
suppor t  of these charges. And yet  there is no reliable evidence 
that ,  on the  average,  workers  lose their  power to m a k e  an income 
a t  earlier ages than  in previous periods of the world 's  h is tory."  
" B u t  in one respect,  probably,  the lot of the aged has changed for 
the  worse. Populat ions are more  mobile ."  "At the point  a t  
which individual earning abili ty fails and family care is not  
available,  p r iva te  char i ty  and public aid have  to be enlisted. The  
questions are whether  the Sta te  should asstmae an increased share 
of responsibili ty,  and, if so, in what  manne r  should the  Sta te  
discharge tha t  responsibil i ty."  " I t  is fruitless to t ry  to approach  
these questions by  a t t empt ing  to determine to what  extent  
society, and to what  extent  the individual is to be b lamed for 
the  pover ty  which prevails  among the aged. Any thoughtful  
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s tudy  of the statistics tha t  are brought  together  elsewhere in 
this report  is bound to lead to  the conclusion tha t  the causes of 
old-age dependency are multifarious and complex." 

"In any  event,  the problem is not  to apport ion blame or to  
contrive a system of rewards and punishment,  and if it  were, 
old-age would not  be the point  at  which to begin." "Mos t  
people, we believe, are willing tha t  the State should, in fact,  
assume an increased measure of responsibility for the care of the  
aged; tha t  aged persons should not  suffer for the want  of the 
reasonable requirements of a decent existence; tha t  they  should 
have the medical or other  personal care tha t  they m a y  happen to  
need, and tha t  the provision made for their  wants should be suffi- 
ciently certain and dependable to free them from unnecessary 
anxiety with respect to the future ."  

The  minori ty 's  objections to the remedy proposed by  the ma- 
jor i ty  are on account  of its inelasticity and inadequacy to meet  
individual needs; administrat ive difficulties; discouragement of 
savings by  people who manage to get together  and cling to small 
sums as a help in old age; the "means qualifications," which has 
proven unsatisfactory where a t t empted ;  adopting a non-contrib- 
u tory  system would probably hinder the general development  
of cont r ibutory  social insurance; the expense being highly 
problematical,  because the doles would be given into the hands 
of incompetent  persons who had never  previously shown abil i ty 
to spend money  wisely, and future  legislatures will probably 
lower the age limit and provide larger allowances. 

The  purpose of the act  proposed by  the minor i ty  is s ta ted 
as follows: 

The Department of Public Welfare, . . . shall supervise the measures 
taken by town boards of public welfare or town boards having similiar 
functions, hereinafter called boards, for the care of needy aged citizens, 
to the end that they may receive suitable and dignified care in their old- 
age and that uniformity of treatment of aged citizens according to their 
needs and circumstances may prevail throughout the State. 

The  proposed law follows the view of the minor i ty  expressed 
in the following: 

The problem being one of poor relief, we have sought to find a way 
in which our existing systems of poor relief might be utilized and built 
upon, so that it would not be necessary to set up a separate and competing 
system. Furthermore, believing that the problem is complex, we have 
not tried to formulate any blanket prescription. The important thing, 
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in our view of the matter, is the individual case, and there is no one remedy 
which is best for all cases. 

I t  is apparent, particularly from Section II  of the Report, 
that  Massachusetts has gone a long way in unifying poor relief 
by state aid to the municipalities which submit to the state 
requirements. Though the Commission presents some evidence 
that  some of the towns or other municipalities have woefully 
inadequate provision for the poor and needy, the situation is 
much better throughout the state than in the states where the 
state authorities have no corresponding direct supervision. 

The material in Section II  should prove of much interest and 
value to students of social conditions; the many tabulations or 
tables showing the numbers of aged people in different circum- 
stances. I t  gives data separately for males and females. I t  
shows the occupations of persons at the time of the investigation 
or at the time of admittance to institutions, and the former 
occupations; data as to impairment and causes of impairment; 
data as to nationality and citizenship; groupings as to number 
of children living, life insurance carried, and other evidences of 
thrift. 

In Section I I I  are shown the bases and assumptions underlying 
the several calculations made for determining the cost of old-age 
pensions. The bases as presented seem sound, though being 
in the form of a report of results, such detail is not given as will 
permit a mathematician or an actuary to determine that the 
various factors and functions had been properly employed. 
From the general character of the matter, however, the technical 
reader receives the impression that  the Commission had employed 
the data in the best possible way. Without more detail than that  
given, or than would have been practical to give, it is not possible 
to work directly from the data given in Section II  to that given in 
Section III.  

The appendices sketch the efforts that  have been made 
throughout the world for meeting the problems of old-age, and 
show that  there is much groping in the dark. Each such publi- 
cation as this will prove to be of much interest and value, but 
it is questionable whether it points clearly to old-age pensions 
as the solution. 

A report of this kind cannot be read, without many thoughts 
flying through the mind of the reader as to the whole social 
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problem. In private industry the provision for superannuation 
is largely prompted by practical considerations, even though in 
some cases there are dements of liberality and generosity. In 
public old-age pensions, however, the particular element is that  
of sentiment. If practical considerations were to govern ex- 
clusively, the only consideration would be that of cost and material 
effects on the community. 

If the granting of old-age pensions is to be on the basis of 
dependency and length of residence or citizenship, it cannot be 
considered as a reward for past services to the community. 
Such a system would give benefits to many who had rendered 
no real service. 

Though the Report shows that a considerable part of the old- 
age dependency is due to impaired health, resulting either from 
accident or disease, there is no reference to workmen's compen- 
sation and its possible effect in the future. I t  is conceivable, 
of course, that  workmen's compensation benefits will in the future 
reduce the relative number of old-age dependents. 

Neither is there any direct reference to the possibility that  the 
granting of benefits to old persons who have children presumably 
able to contribute to their support will prove a strong tempta- 
tion for some children to procure the weekly dole from the State, 
though not "needed." The expense of investigating such cases 
will probably prove quite considerable, and at best the State will 
grant benefits to many elderly persons who have children able 
to support them. 

There is also another element in connection with the support 
by children, and that  is the viewpoint that, apart from all filial 
affection, children have no inherent responsibility for the support 
of their parents, because they had no voice in their own coming 
into the world; that  all the responsibility lies from the parent to 
the child and none from the child to the parent. This viewpoint, 
of course, will not meet with general approval, but it is quite a 
proper viewpoint for those who contend that  there is value to the 
State in an increased population, and therefore State responsi- 
bility to its individual members. Proceeding along this line of 
thought will soon involve us in an analysis of the responsibility 
of the State to its members and the members to the State, and 
whether an increased population is of real value to the State or 



REVIEWS OF PUBLICATIONS 381 

whether it is not of more value in satisfying the vanity of certain 
members of the State. 

All in all, the "Report on Old-Age Pensions" by the Massa- 
chusetts Commission on Pensions is rich meat for students of 
economics and sociology. That the matter presented by the 
Commission was too rich for consumption and digestion at one 
sitting is indicated by the fact that  the legislature to which it was 
presented voted to refer it to the next annual session. 

WILLIAM BREIBY 

StaHst~cal Analysis. Edmund E. Day. The Macmillan Co., 
New York, 199.5. Pp. xxvii, 459. 

In general, the texts on statistics recently published may be 
divided into two groups; the first and largest group written by 
young men with no experience in the teaching or practice of 
statistics, texts resembling a hasty expansion of some student's 
notebook, the second and much smaller group prepared by 
teachers of long experience or by seasoned and discriminating 
practitioners. Professor Day's book may be classed with the 
second group. Throughout the book there is evidence of real 
experience with students and of wide contact with statistical 
method and subject matter. In breadth of illustrative material 
the book resembles Professor Chaddoek's recent work; in its 
cautions to the unwary it has some of the characteristics of 
Professor Mills' text. Throughout the text one detects a spirit 
of tolerance for the student unprepared for exacting, rigorous 
mathematical analysis, who must handle data which do not 
require much more than common sense in their interpretation. 

Professor Day makes no extravagent claims for the few analyt- 
ical procedures which can be taught to the average student of the 
social sciences; in fact, the cautions scattered throughout the book 
may serve to stimulate many a student to enter a real apprentice- 
ship in the mathematical disciplines which constitute the furni- 
ture of the mind for the mature analyst. Dr. Day's book bears 
the same relation to a text for practicing statisticians that  Mr. 
Henry Moir's "Life Assurance Primer" or the Yale Readings in 
Insurance hold to the Institute of Actuaries' text book and the 
other advanced readings for actuarial students. Many a man 
has been attracted to the actuarial profession through a course 
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in elementary actuarial methods, labeled as such; and so, it is 
hoped that the few recent texts by really qualified teachers of 
statistics may attract others to proceed through Yule to the more 
advanced but indispensable disciplines of Pierson, Knibbs, 
Charlier and others. 

In the introductory chapter on the significance of statistics, 
Professor Day might supplement his definition of statistics (page 
2) "statistics may be said to consist of those methods of investi- 
gation peculiar to the collection, tabulation and analysis of 
quantitative data" by adding the words "relating to groups of 
persons, things or events." I t  should be recalled that by far the 
greater number of applications of devices in the calculus of obser- 
vations are made to quantitative data which can by no means be 
catalogued as "statistics;" for instance, the vast display of non- 
statistical data in a text such as Mellor's "Mathematics for 
Students of Chemistry and Physics." "Statistical method" is 
simply the relatively small group of expedients in a broader 
calculus of observations which apply to data on groups, masses or 
aggregations. Some teachers of statistical method insist that  
the student shall have had the broader discipline of the physics 
or engineering laboratory before essaying the venture into a 
specialized case of the general method. Practicing statisticians, 
who do their own teaching, report more satisfying results with 
students having had rigorous training in laboratories of physical 
science than with students who have had to supplement 
courses in elementary statistical method by further training in 
mathematics. 

Professor Day, however, clearly points the way for this latter 
group of candidates for real proficiency in statistics. This text is 
not likely to increase the already abundant supply of statistical 
chiropractors or cultists. May we liken Professor Day's text 
to a sound treatise on physiology and hygiene for lay persons but 
not designed to train physicians? How many doctors are there 
who were first led to study medicine through contact with a 
well-tempered text on elementary physiology ? 

Chapters II  to V are adequate discussions of variables and 
statistical units, original statistical observation, classification 
and the formation of series, and of classifications not in serial 
form. I t  might be well to add to the footnote on page 70 a 
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note on Charlier's formula for determining class limits.* 
In Chapter IX, the student's interest would be broadened if 
Prof. Day were to observe (page 118) that the four distinct con- 
tour-types of frequency curves therein defined are those encoun- 
tered in Pierson's system of analysis and that other important 
classings have been made by the Scandinavian School.t For 
the student with preparation in collegiate mathematics, Professor 
Day might want to preface his discussion of symmetrical dis- 
tributions by setting out another chapter or chapters on per- 
mutations and combinations, and on a pr ior i  probabilities, some- 
what in the manner of Professor Pearl's "Medical Statistics 
and Biometry." Much of the matter on pages 121-124 would 
be clarified, and the student would be intrigued possibly into con- 
tinuing his essential studies, especially in the field of a posteriori  
probabilities. This additional matter would provide a basis for 
a new chapter on measures of dependability for the statistical 
constants discussed in Professor Day's Chapter X, XI, XII,  
XVII and XX; in fact is might become clear that  Chapter XX 
should be deleted. 

On page 193, a little more emphasis could be placed on the 
nature, significance and criteria for linearity of correlation scatters. 
This could be worked into a discussion of the regression coefficient 
and an explanation of the meaning of the constants in the equa- 
tion for the straight line y - m x  Jr b. In fact, Chapter X I I I  
could open with a consideration of the much more significant 
regression coefficient, a practice adopted by D. Caradog Jones 
in his effective text. A graphical cut such as shown in Rugg's 
"Statistical Methods Applied to Education," introducing the 
correlation coefficient, would be helpful. On pages 198 and 205, 
it might have been well to show Charlier's scheme for calculating 
the correlation coefficient, a more condensed and workable plan 
than that  shown in the present text. The moving average device 
shown on page 204 could have been introduced in the earlier 
chapter on frequency series as a help to the student in typing 
contours. 

The chapter on the nature of time series is much more reserved 

*Charlier, C. V. L. "Vorlesungen fiber die Grundzt~ge der Mathematis- 
chen Statistik," p. 16. Lund, 1920 

~Fisher, Arne. "Frequency Curves and their Application to the 
Construction of Life Tables," Macmillan, 1922. also, Charller, op. cir. 
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in tone than are the d~_scussions usually presented in elementary 
texts. The long-time trends in time series are called evolutionary 
movements. Perhaps this is not the right adjective, because an 
evolutionary movement has one attribute among others, ir- 
reversibility, and this is not true of many time series.$ Defi- 
nitions (2) and (3) on page 235 could be refrained so as to cover 
(a) systematic and (b) aberrant periodicity, bringing into a 
sub-definition of (a) the idea of secular change in this 
characteristic. 

I tem (4) on page 235, episodic movements is a wholesome 
addition to the inadequate list of internal characters of time 
series usually given in statistical texts. Perhaps Professor 
Day may wish to add comment on criteria for explosive or cat- 
astrophic items in time series--the criteria of Peirce, Chauvenet, 
Tchebycheff or Pearl. 

In Chapter XVI it might be helpful if some elementary, but 
sound, comment were added on the growth concept, thus whetting 
the student's appetite for further inquiry into logistic curves and 
into growth phenomena generally. Some excellent teaching 
material can be secured from the Pearl-Parker essays on 
Drosophila. 

In Chapter XVII, straight lines are fitted to items in time 
series by the method oF moments. Would it not be well to show 
an elementary development of the method of least squares, 
using on one time series successively a straight line fit to original 
items, a straight line fit to logarithms, a common parabola and 
perhaps a logarithmic parabola? (Pearl's "Medical Statistics 
and Biometry,") I t  might facilitate the student's choice of 
curves if a chapter were added on the rudiments of finite 
differences. 

The chapter on seasonal variation is devoted largely to a 
discussion of the rather expensive Persons method. Why not 
offer the less tedious methods, Macauley's, for instanee, and say 
that no one scheme so far devised is wholly satisfactory because 
distortions due to paucity of data result in more considerable 
error than does choice of method? Before being used to "elimi- 
nate" seasonal tendency, a series of indexes ought to present a 
smoother line than that shown in the graph on page 298. The 

.~Lotka, A . J .  "Elements of Physical Biology," p. 24. Williams & 
Wilkins, Baltimore, 1025. 
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jagged appearance of most seasonal index graphs ought to suggest 
that  there is still in the index a marked effect of (a) slightly 
catastrophic items (even if exceptional items have been rejected 
in accordance with a suitable criterion for rejection) (b) of 
sheer lack of observations and (e) of accounting and calendar 
difficulties. The use of medians, inspection judgment, and the 
indefensible practice of averaging central frequencies (some 
authors), is ofttimes ineffective. The use of crude seasonal 
indexes in an attempted elimination of seasonal influence intro- 
duces grave error in many instances. I t  is too much to hope that  
"seasonal variation, having been accurately measured, may be 
eliminated from the series," when the seasonal index is computed 
in the manner shown in Professor Day's book and applied directly 
to trend line items. A little more stress could have been placed 
upon the importance of detecting by inspection, or otherwise, 
marked changes in seasonal flow for different zones within the 
same time series. Chapter XX "Correspondence and Correla- 
tion in Time Series" can be omitted for the same reason that 
partial or net and multiple, correlation were not treated by Pro- 
fessor Day--students without rigorous discipline in the calculus 
of probabilities are likely to be severely injured through innocent 
play with powerful and little understood instruments in the 
manipulation of observations. 

On page 369, Professor Day could have quoted considerably 
more of Professor Pearl's article on the statistical method in 
nature ("Modes of Research in Genetics.") Or, in lieu of an 
extensive quotation, the student may be urged to read the whole 
of Pearl's sound discussion of the nature and aim of statistical 
processes. 

E. W. KOPF 

An Introduction to the Methods of Economic Statistics. W. 
Leonard Crum and Alson C. Patton. A.W. Shaw Company, 
Chicago and New York, 1925. Pp. xii, 493. 

This is another book on statistics for the student with meagre 
mathematical equipment. Elementary algebra, some knowledge 
of logarithms and of the slide rule are predicated. With this 
prerequisite the authors assume that study of the text will enable 
the student to become familiar with statistical processes and to 
acquire a working knowledge of the limitations on the use of 



386 REVIEWS OF PUBLICATIONS 

such processes in economic analysis. That is to say, many 
hundreds of students who will use this text (and others of like 
character) will be led to think they know something or will 
learn to do something without learning why or how they know. 
It  seems that  the colleges are destined in the near future to turn 
out a crop of statistical Meno's slave-boys who "did not know at 
first, do not know now . . . .  but then thought that they 
knew, and answered confidently as if they knew, and had no 
difficulty."* 

Texts, and the approach to teaching, in our schools of business 
seem to fall in more and more with the cafeteria plan of dis- 
pensing "education ;" armed with his tray and a handful of spoons, 
modern youth heads for the dessert counter: marketing, busi- 
ness research, advertising, business cycles, business economics, 
corporation finance and other light-weight courses. In respect 
to the "statistics" taught to persons with a reminiscence of 
elementary algebra, it seems inadvisable to proceed beyond 
Part  I of the Crum-Patton volume (sources, compilation and 
charting of crude statistical data). Part II, on general analytical 
methods, gives the student rule-of-thumb control over mere 
formulae, the confidence and the sort of "knowledge" which 
Meno's slave-boy had, and leads to the absurd performances 
catalogued in Section XXIII .  

There is no objection to teaching the essentials of descriptive 
statistics in the laboratory or in the office to students with no 
mathematical background. Such instruction may prepare 
persons for clerical work in statistical offices, or even for the super- 
vision of clerical processes. But it is highly inadvisable to place 
in the hands of undisciplined, critically incapable students the 
sharp-edged formulae of a system of analysis which seasoned 
mathematical scholars sometimes hesitate to use. 

Chapters XX, XXI and XXII  in Part I II  are faithful restate- 
ments of the "methods" used by our native Cantabrigians 
"filled with the spirit and wrapt in a vision prophetic." We are 
told that  there are four elements of time fluctuation: secular 
trend, seasonal variation, cyclical fluctuation and irregular 
deviations. Twenty-four pages are devoted to a discussion which 
leads to the simple clerical trick of fitting a straight line to num- 

*"The Dialogues of Plato,"  Translated by Benjamin Jowett, VoI. I, 
p. 259. ScHbner's, NewYork,  1885. 
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bets in time-series. In a short closing section of Chapter XX, 
the student is introduced to curvilinear trends, with a reference 
to the "compound interest law" and to the parabola. This 
student of ours with a background of elementary algebra is 
supposed to know what a parabola is, why it is used, and how 
fitted to data. Why not add the Verhulst-Pearl growth curve? 
After having mastered Chapter X X  the student is supposed to 
know how to "eliminate" secular trend. "Elimination" seems 
to be the order of the day; so the student is introduced in Chap- 
ter XXI to fourteen pages of words on the link, median-link and 
chain relative system of computing adjusted series of indexes 
of seasonal variation. Then without any caution whatever 
on the insecure and highly disturbed nature of such crudely 
determined "indexes," the student is told how to "eliminate" or 
correct for seasonal variation. Subtraction of the seasonal index 
for the average month from the "percent ratio of actual item to 
the ordinate of trend for a specified month" is supposed to give 
values corrected for trend and seasonal fluctuation. These 
values, graphed, are then said to represent the cyclical movement, 
including the irregular deviations. Chapter XXII,  on cyclical 
fluctuations brings in the additional procedure of reducing swing- 
tendency or amplitude by dividing each item in the so-called cycle 
series by the standard deviation of the series. The book closes 
with a description of forecasting technique, the mechanical use 
of the correlation coefficient and a display of further incautious 
remarks on forecasting sequences and the alleged nature of such 
sequences. 

In closing the book, one wonders whether the student has 
become familiar with statistical processes and whether he has 
acquired a working knowledge of the limitations on the use of 
such processes in economic analyses. One thing is certain: 
some three sessions a week for two semesters have been wasted. 
Why not devote this time to a course in Hall and Stevens 
"Euclid;" that and not "statistics" should follow elementary 
algebral 

E. W. KOPF 

A First Course in Statistical Method. G. Irving Gavett. 
McGraw-Hill Book Company, New York, 1925. Pp. vi, 358. 

This book was written by a mathematician to serve as a text- 
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book for a foundation course in statistical method for various 
departments interested--Mathematics, Business Administration, 
Sociology, Phychology, Commercial Engineering, Fisheries, 
and the Natural Sciences--at the University of Washington. 

There are several promising things about the appearance of 
the book. Perhaps the most important is that it puts up the 
subject squarely to the student without trying to dodge elemen- 
tary, that is, first year, college mathematics. Even the funda- 
mental notions of the calculus are used and an appendix added 
to stimulate the inquiring mind. At no point in this book is 
any "No knowledge of mathematics is required" soothing syrup 
administered. Three dimensional co-ordinates, partial deriv- 
atives, conditions necessary for maximum and minimum, with 
application to the theory of regression in correlation, the notion 
of integration with its geometric meaning, are presented without 
apology and help to make the student an "interpreter of" rather 
than a "substituter in" his formulas. The author has made some 
concessions to the non-mathematlcal school of statisticians, 
undoubtedly with regret, by inserting a few pages of pie per- 
centage, diagrams, pictograms, and the like, properly belonging 
to the nursery and kindergarten. 

The eleven chapters have to deal with tabulation, frequency 
distribution, averages, dispersion, skewness, probable error, 
curve fitting, correlation, logarithmic graphical representation 
and index numbers. Four appendices of about fifty pages ex- 
plain some of the more useful developments for elementary 
mathematical statistics in logarithms, permutations, combina- 
tions, binomial expansion, probability and the calculus. The 
book is particularly rich in well chosen examples--twenty to 
th i r ty- -a t  the end of each chapter. They are taken from 
various fields--temperature, precipitation, heights and weights, 
education, automobile statistics, random sampling of leaf meas- 
urements, vital and census statistics, coin tossing, monthly 
sales, and so on. The student is directed to gather his own sam- 
ples in many instances and to determine the statistical constants 
and interpret the results. 

The book is peculiarly free from padding and wordy discussions 
of simple ideas. The introduction is unique in giving in advance 
a terse description of variables, averages, dispersion, sampling, 
deviations, correlation and the like, in the first ten pages. The 
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chapter closes with five tables of live data which are made the 
basis of sixteen examples which should make the course a winner 
from the start. 

The chapters on averages, dispersion, skewness, probable 
error, curve fitting and correlation bear evidence of class room 
experience. They are not tediously long, do not avoid the ap- 
propriate mathematical treatment, are free from the usual 
misconceptions and blunders of writers who essay to teach the 
foundations of statistics, that is, mathematical statistics, without 
mathematics. 

The subject of correlation is made very real by actual sampling 
and measurements (lengths and breadths) of leaves. The 
meaning of various degrees of correlation and the connection with 
probability is well brought out in a series of scatter diagrams 
based on coin tossing. Pearson's correlation ration and its use 
in the measure of departure from linear regression are explained 
in this chapter. 

In the chapter of logarithmic graphical representation the 
author treats briefly such notions as organic growth curves, 
saturation point, trend lines, moving averages and forecasting 
with illustrative examples from automobile industry statistics. 

The chapter on index numbers is a brief resum6 of Fisher's 
work on this subject. 

For use in beginning classes in mathematical statistics in 
colleges (sophomores or juniors) this is undoubtedly the best 
text-book which has appeared to date. 

JAMES W. GLOVER 

A n  Introduction to Statistical 2llethods. (Revised Edition). 
Horace Secrist. The Macmillan Co., NewYork, 1925. Pp. 
xxxiii, 584. 

This is a revised and enlarged edition of a text book for college 
students but is intended also as a manual for statisticians and 
business executives. As regards college students, the book 
conforms in its general outlines to the books of Jerome, Kelly 
and others. I t  rests upon the wrongful conception that mathe- 
matics applied to statistics are useful for the essential purposes 
for which statistics are collected and adapted to a large variety 
of everyday problems. Statistics plus mathematics imply a 
broadening in scope and utility of fundamental data insufficient 
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for the purpose unless amplified by the law of probability and 
other mathematical principles however strictly limited in their 
application. Mathematics plus statistics is a misconception of 
the intrinsic purposes of statistical data and the results in most 
cases are a serious disappointment. Students are everywhere 
taught by the latter method in which mathematics are over- 
emphasized while the fundamental necessities of statistical 
inquiries are neglected. I t  is, therefore, a mistake to imply 
that  such a work as the "Introduction to Statistical Methods" 
can be of much practical service to statisticians and business 
executives. Anyone who has occasion to make use of statistical 
publications on a small or a large scale will search in vain for the 
slightest evidence that the immense amount of teaching in 
mathematical statistics has had any effect whatsoever in modi- 
fying statistical methods for practical purposes. 

Those who have nothing else to do but speculate in mathe- 
matical statistics and write learned papers which fill transactions 
of scientific societies may derive pleasure from their achievements 
which, however, fall upon barren ground. The real student of 
statistics is concerned with the science of collective phenomena 
as so admirably set forth many years ago by Ernst G. F. Gry- 
zanovski, in a monograph published by the American Economic 
Association. Likewise those who wish thoroughly to comprehend 
the proper purposes and limitations of everyday statistics will 
find a clear exposition in Meitzen's "History, Theory and 
Technique of Statistics" translated by Prof. Roland P. Falkner 
for the American Academy of Political and Social Science in 
1891. There is the most urgent need for a work on statistics 
which will emphasize the fundamentals of, 1st, the fact finding 
process, 2nd, the best practical and commonsense methods of 
tabulation and 3rd, the urgency of a qualified, impartial and use- 
ful analysis. The difficulty with the mathematician is that  he 
tries to eliminate the law of large numbers by the application 
of the law of probability. But large numbers are essential in 
all statistics if statistical science is not to be made ridiculous. 
Most persons employed in statistical work have not, and do not 
need a knowledge of higher mathematics. There is nothing more 
tragic than to force college students into elaborate courses of mathe- 
matical statistics with the practical certaint y that  their arduous 
intellectual efforts will never be utilized in actual practice. 
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The method pursued by Dr. Secrist does not aid very ma- 
terially in the elucidation of practical statistical problems. Any 
problems or questions which are not practical yield no earning 
power to those who are concerned with them. The statistician 
who compiles business statistics, commodity statistics or vital 
statistics needs to realize first of all the fundamental nature 
of collective phenomena and the arduous labor required in the 
collection of statistical facts. The development of the fact- 
finding sense is of vastly more importance in statistics than the 
development of the mathematical sense which leads largely into 
a realm of conjecture. 

In statistics there is the utmost urgency for condensation and 
for a development of a power of brief generalization. The 
spinning of fine theories has no place in business statistics which 
are, broadly speaking, merely an approximation to the probable 
truth, and not a refined scientific process aiming at absurd 
exactitude. No one has be~ter emphasized the non-utility of 
mathematics for such purposes than Sir William Hamilton in 
his lectures of nearly a century ago. 

From the mathematical-statistical point of view the work of 
Professor Secrist conforms to other works of a similar nature and 
no doubt is useful for the purpose. I t  will be useful in limited 
directions, particularly for teaching purposes. But the object 
of education is not to make more teachers but to develop the 
judgment of men concerned with everyday practical affairs. 
There has been a tremendous development of recent years in the 
application of statistical methods to businesss forecasting, most of 
which, if not all of which, rests upon false assumptions. I t  is 
assumed that  business is subject to the same fundamental laws 
as physics or chemistry, but it is not. The most elaborate fore- 
casts fail whenever the unavoidable changes in human affairs 
throw speculative arguments into the discard. Nothing is more 
important in statistics than humility and the recognition of the 
truth that  all statistics represent but an approximation to the 
probable state of facts. The appearance of certainty implied 
in mathematical statistics only makes confusion worse con- 
founded. The very terminology which has been invented pri- 
marily for teaching purposes intensifies the existing state of con- 
fusion. I t  is a pitiful thing continuously to meet graduates of 
courses in statistics who cannot find employment or an opportun- 
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i ty to use their knowledge to some practical purpose. Business 
rests upon its own laws and its own needs, and is but a process 
of continuous adjustment and readjustment to the flow in the 
tide of human affairs. Statistics can aid the business man or 
the statesman in countless ways, but they can never take the 
place of independence of judgment based upon a clear grasp 
of all the factors that  require consideration. In the judgment of 
the reviewer, there is need for a type of text book on statistics 
totally different from those which have been brought out by 
the score during recent years. 

FREDERICK L. HOFPMAN 

Mathematics of Finance. Lloyd L. Small. McGraw-Hill Book 
Company, NewYork, 1925, Pp. xv., 310. 

The preface of this book contains a frank statement to the 
effect that  the text is intended for college students offering one 
year's work in high school algebra; the idea evidently being to 
offer a course in Mathematics of Finance instead of the usual 
first year college mathematics. This of necessity compels the 
author to use the inductive method; as the underlying mathe- 
matical theory must be developed as the occasion arises. 

A wealth of explanatory material appears throughout the 224 
pages of the text; very simple, and in some cases almost naive 
statements are used to develop the theory. Nearly all of the 
examples and illustrations introduce formulas and tabular 
solutions; and it is to be feared that  the resulting tendency on the 
part of the average student will be to memorize the formulas 
instead o[ learning fundamental principles. I t  is quite likely that 
a problem ~vill be solved in terms of "sinking fund £actor; use 
table five;--subtraet rate;--and multiply," rather than in terms 
of the underlying theory. 

Before leaving the subject of formulas it might be mentioned 
that no mean array of them appear. Part Four contains 26 
pages and 277 numbered formulas. Some 223 of these are listed 
in connection with the practical problems of interest andannuities. 
The balance is for varying annuities and topics from the algebra, 
no resum4 of life insurance formulas being included. 

In fact, the subject of insurance receives a very scant treat- 
ment. Probability and mortality tables, life annuities, net 
premiums and reserves are covered (including problems) in 17 
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pages. The only reserve developed is the terminal reserve on 
an ordinary life policy. 

The usual subjects included in a course of this nature are 
presented and there can be no doubt as to the completeness 
of the text. Throughout the chapters, however, the emphasis 
seems to be placed on a worldng formula--a method "to get" 
an answer rather than on theory. 

FLOYD E. YOUNG 

A Graphic Table Combining Logarithms and Anti-Logarithms. 
Andrein Laeroix and Charles L. Ragot. The Macmillan 
Company, New York, 1925. Pp. ix, 46. 

The five-place table contained in this book combines in one graphic 
scale all five-place numbers and all five-place logarithms, either one of 
which can be read directly in terms of the other, without  interpolation. 
The  simplicity with which i t  is read, the elimination of the auxiliary tables 
of proportional  parts, and above all, the accuracy of the results obtained, 
make this graphic table more convenient,  more rapid and reliable than all 
other  forms of logari thm tables. As to compactness, i t  may be of interest  
to point out  tha t  an ordinary table giving, for direct reading without  inter- 
polation, all tha t  is embodied in this graphic table of 40 pages, would 
require 380 pages. The graphic table represents, therefore, an actual  
saving of nearly 80 % in space. 

The above is quoted from the Preface because it epitomizes 
the advantages of this collection of tables. 

Each page of the tables consists of two marginal columns and 
twenty-five parallel lines arranged horizontally across the page. 
Each of the lines represents a base line for two sets of graduations. 
The set of graduations appearing on the top of the line is 
constructed to a numerical scale; and a logarithmic scale is used 
in graduating the set appearing below the line. The two being 
in juxtaposition it is possible to read a value on either scale in 
terms of the other without interpolation. The first two or leading 
digits for both the numbers and logarithms appear in marginal 
columns headed N and L respectively. The remaining digits 
are determined by reading the value of one scale in terms of the 
other as outlined above. The phrase "remaining digits" is 
used because three are read directly and anyone familiar with the 
principle of the slide rule, or who has used the table for a short 
time, would have no trouble in estimating another digit with a 
high degree of accuracy. 

The five-place table, as previously mentioned, occupies only 
forty pages, the remaining six pages being devoted to a four- 
place graphic table. 

The tables are convenient, rapid and reliable. 

FLOYD E. YOUNG 
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The Aetna-izer Supplements 1920-1924. Aetna  Life Insurance  
Co., Har t ford ,  1926. Pp.  vi, 439. 

This  publicat ion is comprised of reprints  of a series of supple- 
ments  to the "Aetna- izer"  (a mon th ly  publicat ion devoted  to 
Aetna  casualty,  surety,  fire, mar ine  and miscellaneous lines) 
issued during the  years  1920-1924 inclusive. The  subject  
m a t t e r  of the supplements  divides itself into two groups, (1) 
supplements  which furnish information of a general technical 
character  on casualty,  surety,  fire, mar ine  and miscellaneous 
lines of insurance, and  (2) supplements  which provide selling 
suggestions and information of a character  which is of par t icular  
interest  to producers.  The  following titles of the  more  im- 
por t an t  supplements  comprising the  two groups give an indica- 
t ion of the wide range of subjects  discussed: 

(1) 
Fidelity Bonds 
Personal Effects Floater and Tour- 

ists' Baggage Insurance 
Engine Breakage Insurance 
Public Liability Insurance 
Burglary Insurance 
Contract Bonds 
Fire, Use & Occupancy, Rent and 

Leasehold, Tornado and Wind- 
storm Insurance 

Ocean Marine Insurance 
Electrical Machinery Insurance 
Combination Residence Insurance 
Riot, Insurrection, Civil Commotion, 

and Explosion Insurance 
Inland Marine Insurance 
Group Disability Insurance 
Druggists' Liability and Hospital 

Liability Insurance 
Personal Accident and Health 

Insurance 
Plate Glass Insurance 
Bailees' Customers Insurance 
Depository Bonds 
Water Damage and Sprinkler Leak- 

age Insurance 
Parcel Post Insurance 
Automobile Insurance 
Check Alteration and Forgery Insurance 
Transportation Insurance 

(2) 
Letters as an aid in Selling Accident 

& Health Insurance 
Opportunities and Responsibilities 

of the Multiple Line Agent 
Analysis as a Basis for Successful 

Soliciting 
Premium Collections 
System As an Income Builder 
Selling Talks on Burglary Insurance 
Lapses and How to Reduce them 
Advertising 
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The make-up of the articles for the most part follows a definite 
scheme whereby the subject matter is divided into sections for 
which suitable headings and sub-headings are provided. Liberal 
use is made of marginal notes which state in a few words the 
nature of the information discussed in each paragraph or group 
of paragraphs. This scheme serves not only to make the publi- 
cation one of interest, but adds materially to its value as a 
reference work. 

Information such as the following is in general presented in the 
supplements dealing with discussions on particular lines of 
insurance--definition of the line of insurance, the basic coverage, 
policy exclusions, policy limits, basis of premium charge, methods 
of computing rates and premiums, underwriting rules both general 
and special, information concerning the hazards insured against, 
the nature and amounts of claims which may be involved and 
information of a detailed or general nature presented to assist 
the agent in selling the coverage to prospective policyholders and 
to guard against the writing of undesirable risks. The type of 
information presented in the supplements dealing with agency 
suggestions and production methods depends naturally upon the 
particular subjects discussed. The business getting hints are 
stated in a clear-cut, straight-forward manner and should prove 
of valuable assistance not only to the young and inexperienced 
producers but also to those who have been engaged in the busi- 
ness for many years. 

A fundamental defect in the treatment of the material is the 
failure to adopt a uniform method of presentation. The topics 
discussed and the order of their presentation are not always the 
same for each line of insurance. Considerable improvement 
could be effected if all of the technical matter were included in 
the first part of each supplement, if the topics discussed were the 
same for each line of insurance whenever possible, if the order of 
presentation of the topics were uniform, and if all discussion 
relating to production features were included in the second part 
of the supplement. The supplements are probably designed to 
assist company agents and other field representatives in the first 
instance, but their educational value for students is also an 
important consideration and the arrangement above suggested 
would make for a more valuable composite publication to serve 
as a text or reference book. 
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The supplements dealing with specific lines of insurance cover 
the essential points in a fairly complete manner, but a certain 
unevenness exists which could be remedied easily through use of a 
uniform synopsis or outline of the material to be discussed. 
Such outlines assist materially in presenting technical information 
in a clear and uniform manner and in making such information 
available for ready reference. The use of highly technical 
language has been avoided wherever possible and through liberal 
use of examples and a popular style interest is added to otherwise 
"dry"  subjects. 

M .  ACKER 

Everyman's Insurance. Frazer Hood. D. Appleton & Co., 
New York, 1925. Pp. vii, 264. 

Frazer Hood, Professor of Psychology in Davidson College, 
prefaces his book on "Everyman's Insurance" with the following 
words, "The business of insurance in the United States has as- 
sumed such large proportions both in respect to the multiplicity 
of its forms and the number of those who avail themselves of its 
protection, that  the time seems ripe for a volume that  will give 
the information desired in an untechnical phraseology." There 
is probably no other economic factor in private or business life 
having such far reaching importance and at the same time re- 
ceiving such casual consideration as the subject of insurance. 
Most people, whether in their personal affairs or as executives of 
commercial enterprises look upon insurance as a necessary evil 
imposed upon them either by a sense of duty or by the require- 
ments of contractual or financial obligations. 

This book is not intended for the technical student but for the 
ordinary buyer of insurance as well as the agent in small com- 
munities desiring a primer on the subject to assist him in under- 
standing the fundamental principles of the business. 

The book is divided into three parts with a preliminary chap- 
ter on "The Meaning of Insurance." Part I, comprising six 
chapters and consuming 106 pages out of the total of 259, is 
devoted to what may be called a narrative explanation of the 
various types, uses and principles of Life Insurance. Under 
"Family Uses of Life Insurance," short paragraphs deal succes- 
sively with the providing of benefits to the family of the assured 
in full amount or in annuities, protecting mortgages and debts, 
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providing for education, estate taxes and charitable bequests. 
Under "Business Uses of Life Insurance," separate paragraphs 
indicate what lives in a business should be covered for the pro- 
tection of partners, stockholders, bond issues, contingent interests 
and contractual liabilities. A chapter on the "Nature and Prin- 
ciples of Life Insurance" gives an outline of the method of calcu- 
lating premiums, reserves, dividends and cash and loan values. 
Ch. 5, on "Types of Policies and Plans of Insurance," explains the 
difference between mutual and stock Companies and the difference 
between whole life, limited payment life, endowment and term 
policies; deferred survivorship and annuities and total disability 
policies. It  also discusses briefly fraternal and assessment plans. 
"Group Insurance of Employees" includes the advantages of 
group or wholesale insurance, with items on the methods of pay- 
ment of premium, computing the amount to be paid and factors 
influencing the cost. "Disability Insurance," written inde- 
pendently of life policies covering total disability, deals with the 
subject of accident policies and combination accident and health 
policies. This chapter contains a very useful paragraph on 
"What  to Look for in a Disability Clause." 

Part  II  condenses into 67 pages the entire subject of "Fire and 
Marine Insurance," subdivided into 4 chapters, one of which, 
in 15 pages, outlines the broad, involved and highly specialized 
field of marine insurance, which is further treated in detail in 
Chapter 11. 

A chapter on the "General Principles of Fire Insurance," 
devotes about 10 pages to the similarities and dissimilarities of 
fire and life insurance, three pages to the co-insurance clause but  
nothing to the mortgagee and other important clauses necessary 
to offset the numerous restrictions contained in the 200 lines of the 
fine print on the inside of a standard fire insurance policy. These 
points, however, are taken up in detail under the policy contract 
in the next chapter. Under the heading of "Rates" a short 
narrative description of the five main factors in basic rates is 
given and the general principles of schedule rating are set forth 
so that the assured as well as the broker or agent may consider 
a fire schedule with some degree of intelligent understanding. 
The policy contract is discussed, with a very useful paragraph on 
"Insurable Interest," enumerating the various classes of persons 
whose interests in a property may be the subject of insurance. 
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"Other Insurance" and concurrency of forms are also well 
treated. The chapter on "Insurance Organization" defines 
stock companies, mutuals, reciprocals or interinsurers, Lloyds and 
self-insurance. I t  also differentiates between agents and brokers 
and their respective duties and relationships to the companies 
and to the assured. "Marine Insurance" receives a very under- 
standable diagnosis and explanation, especially in the paragraphs 
on general and particular average and on kinds of policies. 
Builder's risk and protection and indemnity insurance are made 
clear in less than one page. Cargo and freight policies are de- 
fined and inland marine, including parcel post insurance are 
covered in this very useful chapter. 

Part  I I I  is devoted to "Miscellaneous Forms" and contains 
three chapters, the first of which comprises 20 pages covering the 
very broad subject of liability and workraen's compensation 
insurance. The second chapter of 22 pages covers miscellaneous 
property and liabilities such as automobile, fidelity and surety 
bonds, civil commotion and credit insurance. The third, also 
devoted to miscellaneous insurance, treats of burglary and theft, 
explosion, use and occupancy, sprinkler leakage, plate glass, 
weather and live stock insurance. "Liability and Workmen's 
Compensation Insurance" is the title of a chapter which treats 
not only the employer's liability to his own employees, but to 
those of others with whom he may have contracturaI relations, 
and also the liability of any property owner to those members 
of the public to whom he does not stand in the relation of 
employer or contractor. Not only is workmen's compensation 
insurance readably explained but the liability for personal in- 
juries and property damage caused by the operation of elevators 
or the maintenance of property is well defined. "Miscellaneous 
Property Insurance" covers the five types of automobile insur- 
ance; viz., public liability, property damage, collision, theft, fire 
and transporation, all in 5 short and easily understood paragraphs. 
The usual forms of suretyship are defined but  nothing is said of 
their uses and the method of determining the premiums. Title 
insurance and credit insurance, both fairly recent and not well 
understood forms are clearly explained in their fundamental 
aspects. The final chapter covers "Other Miscellaneous Forms" 
not previously described, including burglary and theft, together 
with the related coverages of paymaster, messenger, office, safe 
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and mercantile stock robbery. Other subjects treated are damage 
to boilers and machinery, and damage caused by boiler and 
machinery; explosion insurance as distinguished from the 
bursting of wheels; weather insurance, including windstorm, hail, 
earthquake and rain coverages under the various forms known as 
dwelling, farm, builder's risk and mercantile property. Rain 
insurance against anticipated monetary losses resulting from 
ordinary rainfall is well explained. The subdivision on use and 
occupancy insurance, which in the reviewer's opinion should have 
been made part of the chapter on fire insurance, also defines 
leasehold and rent insurance. Sprinkler leakage is also explained 
in this chapter, but should also be added to the fire insurance 
section of this work. Plate glass insurance is well explained in 
one page. Riot and civil commotion insurance is also made clear 
on one page of this book and another page on live stock insurance 
completes the subject matter treated in this remarkable little 
publication. 

The author states in his preface that the book is suited to the 
needs of the agent in small communities who desires to under- 
stand the fundamental principles of his business. The reviewer, 
however, believes that this limitation should be deleted from 
the preface and takes a real pleasure in commending the book, 
which is well condensed, to every broker, agent and insurance 
company official who wants a compact, ably prepared and easily 
understood symposium of every ordinary form of insurance. 
It  unquestionably merits its title of "Everyman's Insurance." 

ECKYORD C. DEKAY 
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"VoLuNTARY" AUTOMOBILE INSURANCE 

The disadvantages of such a compulsory automobile liability 
law as that which becomes effective in Massachusetts on January 
I, 1927, have been pointed out by some of the leading insurance 
officials and a substitute plan has been suggested which it is 
believed would prove more satisfactory. This plan would make 
the law voluntary instead of compulsory by furnishing an ade- 
quate incentive to provide proof of financial responsibility. 
This would be accomplished by placing a legal penalty upon the 
automobile owner who was unable to pay the damages resulting 
from an accident for which he might be held responsible. 

The plan provides for a preliminary hearing which may be 
either an independent proceeding or a part of an action by the 
injured person to recover damages. After an accident occurs, if 
the defendant owner or operator is not already insured, the 
injured party brings the proceeding really in the nature of what is 
known to lawyers as a motion for a special precept of attachment. 
The court makes an inquiry into the facts ot the particular acci- 
dent to find out whether the defendant who caused the accident 
was really to blame for it. If he is found not at fault, the case 
ends at o n c e .  On the other hand, if the court finds that the 
defendant was to blame, by judicial decree or otherwise as a 
result of court action, the defendant, if the operator, may not 
thereafter operate any automobile on the highways of the 
state, and if the defendant be the owner, he may not use his 
automobile on the highways until he has put up, within the 
limits of $5,000 for that  particular case, such security as the court 
thinks is proper to insure the injured person for the judgment he 
may later get. 

An important part of such a plan is that  the law would provide 
that  a liability policy with $5,000-$10,000 limits in any of the 
existing forms taken out by the man before the accident, covering 
the particular accident would suffice as security. 
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SOCIAL INSURANCE IN GERMANY 

According to recent reports, German industrial conditions are 
very unsatisfactory, largely because prices are so high that  the 
country cannot sell things abroad. One of the chief reasons for 
these high prices is the social welfare laws which forced employers 
and workers to pay $631,000,000 in 1925 for alleged welfare 
benefits, while the entire exports of the country for that year 
were only $1,581,000,000. 

The radical interests which have been in control of the re- 
public since the war have further extended these schemes, with a 
very great increase in cost, most of which goes to pay salaries and 
other red-tape expenses connected with government operation of 
the insurance schemes, as compared with benefits paid to the 
workers. A German clerk earning $30 a month must spend three 
per cent of his salary for national insurance, his employer being 
required to pay the same amount for him, while they share in 
addition three per cent for unemployment and accident insur- 
ance and four per cent on compensation insurance. This means 
that  the worker pays $5.50 a month out of a salary of $30, in 
addition to his income tax, and after paying these charges to the 
government he can look forward to receiving a pension of from 
$6.25 to $7.50 a month after he has reached the age of 65. 

ANNUAL STATEMENT BLANKS 

Several interesting changes in the annual statement blanks 
have been recommended by the Convention of Insurance Com- 
missioners which will become effective this year. One change is 
made in the list of side lines on which the fire companies are 
required to make a separate report of their premiums and losses. 
This is the substitution of earthquake for aircraft, the reason 
given being that  few companies now write aircraft insurance, 
while a number of them are writing earthquake business. 

A change is made i n  the form of the underwriting exhibit, 
under which the profit and loss items are segregated at the bottom 
of the exhibit, in order to show more clearly the results from 
underwriting. In the investment exhibit the items have been 
rearranged in order to show more clearly the results from invest- 
ments by deducting investment expenses from interest and net 
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earned and by segregating profit and loss items at the bottom of 
the exhibit. 

Several additional interrogatories of considerable interest have 
been added to the mutual fire blank. One is the inquiry: 

"Does the company issue any policy under which the policy- 
holder is not liable to assessments?" I t  is explained that under 
the laws of at least one state, foreign fire mutuals may issue 
policies of this sort provided they maintain deposits of at least 
$200,000 in their home state. It is considered desirable to have 
the information which will be developed by this interrogatory, so 
that  the department affected may know whether foreign fire 
mutuals are complying with this statutory provision." 

Other questions added are: 
"What  interest, direct or indirect, has this company in the 

capital stock or guaranty capital of any other insurance com- 
pany? Is a majority of the guaranty capital of this company 
owned or controlled directly or indirectly, by any other 
corporation ? 

"Does the company issue both participating and nonpartici- 
pating policies on separate classes of risks? If so, state the 
classes of risks and the amount of premiums in force on each class 
of both participating and nonparticipating policies." 

This last question is also required to be answered by all classes 
of casualty companies, both stock and mutual. 

In the casualty company blank, where a showing has been 
required heretofore as to the amount of the special reserve for 
unpaid liability and workmen's compensation losses, the item is 
divided so as to require a separate showing as to reserves for 
liability losses and for workmen's compensation losses. This change 
is made in order to make it possible to obtain from the insurance 
department reports the losses incurred for liability and the losses 
incurred for workmen's compensation separately, and to figure the 
loss ratio for each of these two classes. I t  is held that  they are 
entirely dissimilar reserves and should therefore be shown 
separately. They are now shown separately in Schedule P. 
The premium exhibit is rearranged so as to eliminate duplication, 
by listing all of the classes written in the first column, with a 
column for the different classes of information required on each 
line. The underwriting and investment exhibits are also re- 
arranged in the same manner as in the fire company blank. 
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JUDGMENT INDEMNITY COVERAOE 

A new form of insurance coverage has been issued recently 
which is, in fact, a judgment indemnity insurance policy. The 
purpose of the policy is to meet the demand for compulsory 
automobile insurance without the need of legislative compulsion 
by guarantying to the policyholder that any judgment obtained 
against a third party arising out of the ownership, maintenance or 
use of any automobile, motor truck or motorcycle will be paid. 
This would meet the chief objection to the present situation 
throughout the country, that  of financial irresponsibility on the 
part of countless automobile owners. Anyone who wishes to be 
assured of recovery in the event of a claim, can guarantee that  
recovery through this policy. Furthermore, the policy does not 
relieve the automobile owner, against whom any judgment may 
be secured, of any legal liability. I t  merely indemnifies the 
claimant and continues to hold over the head of the automobile 
owner the full judgment as a charge against future earnings or 
acquisition of property. It  is, therefore, looked on as a stimulus 
towards greater care in the future operation of automobiles which 
has been another argument for compulsory automobile insurance 
in many places. 

In summarizing this coverage it should be pointed out that  
many claims for damages arising from automobile accidents have 
been dropped in the past and no recoveries sought, because it was 
realized that a judgment if obtainedwouldbeunenforceable. This 
judgment indemnity policy enables the policyholder to recover 
on any judgment up to the policy limit and eliminates the 
question of financial responsibility and the question of existence 
or nonexistence of insurance by the persons responsible for the 
accident. There is another feature in the policy, which is 
included in what is called' the "arbitration clause." Should 
arbitration appear to be the obvious ultimate recourse, the 
necessity for a trial in a lower court might be avoided and the 
arbitration be resorted to as a primary means of adjustment. 
Except in connection with arbitration, the insurance company 
would take no part in the adjustment of claims. I t  will neither 
prosecute nor defend, but  will merely offer indemnity after the 
claimant has taken the necessary legal steps. 
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ASSOCIATION OF CASUALTY COMPANY PRESIDENTS 

At the present time there is considerable interest in the forma- 
tion of an association of casualty company presidents similar to 
the association of life insurance presidents which celebrates its 
twentieth anniversary this year. In preparing for this step the 
casualty executives are studying the organization and accom- 
plishments of the life association. 

"Taking the mystery out of life insurance" has been called the 
chief result of the life presidents' association's work since its 
organization twenty years ago. Probably the most important 
place, outside of the public at large, where this mystification 
in connection with the business has been removed has been in 
state and national legislative bodies. 

The life presidents' association has also accomplished a great 
deal with respect to promoting economy and reducing expenses 
in the matter  of general administration by an interchange of 
views on practice among life insurance companies. Naturally, 
this saving appeals to casualty executives who hope to reduce the 
expenses of casualty insurance by means of a similar organization. 

It  is in the functions which would be gnalogous to those of the 
life presidents that  the chief concern of casualty executives is 
centered. An official of the life presidents' association has 
summarized these activities as follows: 

"Insurance reserves and resources have been an impenetrable 
mystery to many and there have been frequent accusations that  
they are controlled by Wall Street. Continual publications of 
the latest trend of life insurance investments over a series of 
years have almost eradicated this charge since statistics show 
that the most distant corners of the United States are being built 
up by insurance funds. Investment figures are now requested 
for use in governmental bulletins, showing the current economic 
condition of the country. Publication of the character and 
number of death claims have promoted interest in public health 
and prevention of accidents. 

"Dispelling the mystery among legislative bodies has been a 
big problem. Their personnel is constantly changing and few, 
if any, specialists in insurance are ever elected. It  has therefore 
become the duty, as well as the protective necessity, of insurance 
companies to keep legislators informed on questions involved. 
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In taxation questions alone the association has more than justi- 
fied its existence in money saving from defeat of bills which 
offered a good chance of becoming laws until their inconsistencies 
were pointed out by association representatives. 

"Publication and prompt distributior~ of laws which have been 
passed has been another important function of the Association 
and one which has been highly appreciated by its membership." 

SICKNESS BENEFIT FUNDS IN SWEDEN 

The Swedish Sick-Benefit funds are regulated by and receive 
subsidies from the State through the act of July 4, 1910 and the 
decrees of June 30, 1913 and October 11, 1920. One of the 
divisions of the social board registers and supervises the sick 
funds and distributes the Government subsidies. 

In case of sickness, members receive either hospital, medical, 
and pharmaceutical treatment, or a cash payment varying from 
0.90 to 8 kronor. (Krona at par--26.8 cents; exchange rate 
approximately at par.) The cash payment is not granted unless 
the sickness lasts more than three days. Death benefits, which 
may not exceed 500 kronor, may be paid in addition to 
sickness and maternity benefits. The assessments of the 
members must be fixed in advance, but additional contributions 
may be required if the receipts of the fund do not cover the 
expenditures. No one is allowed to hold membership in more 
than one sick fund, but there are supplementary funds which 
pay benefits to members of sick funds who have exhausted their 
rights to benefits from that  source. 

The social board has recently published a bulletin giving 
statistics on the operation of the sick funds during the years 
1922-1924. These statistics are briefly summarized below: 

The number of Swedish registered sick funds steadily increased 
from 221 in 1892 to 2,424 in 1909. Beginning with 1910 the 
number of funds has decreased considerably, by the end of 1924 
the number of registered funds being only 1,264, or about half the 
number registered in 1909. The total membership of the funds, 
however, steadily increased from year to year, with the exception 
of 1911, 1915 and 1921, when there were slight decreases. In 
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1924 the average membership of the sick funds was 768,040, as 
ocmpared with 742,365 in 1923, with 728,004 in 1922, and with 
24,735 in 1892. In 1920 the year of the last Swedish popu- 
lation census, 17.2 per cent of the total population over 15 
years of age was insured against sickness. Of the total sick 
fund membership in 1924, 490,588 or 63.9 per cent, were males, 
and 277,452, or 36.1 per cent, were females. Of the ordinary 
sick funds in existence in 1924, 1,056 insured both men and 
women, 163 men only and 31 women only. 

In addition to the ordinary sick funds there were, in 1924, 33 
supplementary funds with a membership of 89,342. 

In 1924, 1,165 funds insured their members against both 
sickness and death, and 99 against sickness only. According to 
the law governing sick funds, those funds which grant death 
benefits only cannot be registered. This does not, however, 
prevent funds which insure against both sickness and death from 
paying death benefits only to certain members. In 1924, 
618,521 members were insured against both sickness and death, 
and 130,086 against sickness only, and 19,433 against death 
only. 

That  part of the report under review which deals with 
morbidity statistics covers only those cases of sickness for which a 
pecuniary benefit was granted. In 1924 the ordinary sick funds 
compensated 237,873 cases of sickness of an average duration of 
26.3 days per case. The corresponding figures for 1923 were 
210,238 and 27.3. The supplementary funds compensated in 
1924, 2,246 cases of sickness of an average duration of 71.8 days 
per case, as against 2,075 cases of an average duration of 70.8 
days in 1923. In the ordinary sick funds the average duration of 
sickness per case in 1924 was 23.8 days for men and 32.4 days for 
women, as against 24.9 and 33.1 days, respectively, in 1923. 

Of the registered sick funds in 1924, 486 provided maternity 
benefits for their female members. These funds had 213,944 
female members and compensated 9,356 cases of confinement of 
an average duration of 29.1 days per case. 

The net assets of both ordinary and supplementary sick funds 
combined amounted in 1922 to 23,807,069 kronor, in 1923 to 
26,451,487 kronor, and in 1924 to 29,132,735 kronor, or on an 
average to 29.48, 32, and 33.98 kronor per member respectively. 
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PENSION PLAN CERTIPICATB 

Under a recent amendment to the New York Insurance Law 
known as Article 6-B persons or corporations may organize or 
reorganize pension systems subject to the supervision of the 
Insurance Department. The plan is entirely voluntary; but 
those systems which are brought under the operations of the law 
are required to operate under the regulations governing a life 
insurance company, except that they are confined to the em- 
ployes of the one corporation, that they operate without profit 
and that they are managed by the corporations and the employes. 
Advantages accruing from the change are that the pension 
system is placed on a sound actuarial basis, that periodical 
examinations by the department are required, that the funds of 
the system are separated from those of the corporation and that 
the employes retain title to such parts of their salaries as they 
contribute to the pension fund regardless of the length of time 
they remain in the employ of the corporation. 

COMPENSATION EXPENSE LOADING 

In connection with a hearing on Minnesota rates the question 
of expense loading was brought up by a representative of the 
Minnesota employers. It  was the contention of this representa- 
tive that  the inspection, audit, and adjustment expense should be 
considered purely as a state expense rather than upon a nation- 
wide basis. In a brief filed by the insurance companies in refu- 
tation of this argument it was pointed out that no system can be 
devised under which in the policy year there can be an exact 
balance of the premium income on one side against the losses and 
expenses on the other. There must be a variation one way or 
the other. The effort, therefore, is directed to the end of providing 
the carrier with such a reasonable and adequate income as will 
maintain its solvency and assure the protection which the em- 
ployer pays for and which the employe is entitled to receive. 
To effect and preserve such a status of the insurance carrier and 
at the same time to protect the employer against exorbitant or 
unreasonable insurance premium rates, and to provide uniformity 
thereof under compulsory insurance laws, the rate making 
boards were created. After several years of experience and 
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much intensive scientific study, the principle has been adopted 
of erecting a rate structure on the basis of 60% of the premiums 
to cover losses, and 40% to cover expenses. 

An effort has been made in some instances to localize the rate 
structure to a particular state where such localization would 
benefit the employers of that  state, and on the other hand to 
predicate the rate on a nation-wide experience where such 
experience would be more advantageous to the employers of a 
given state than the local basis. I t  is recognized, however, 
that  the solvency of the insurance carrier is one of the main 
factors in determining the rate structure and the principle is now 
almost uniform that the pure premium, or in other words, the 
60 per cent which is available for losses, should be based upon the 
loss experience of the state, as to those classifications where the 
volume of business within the state is sufficient to make a fair, 
reasonable average, but to base the expense loading upon the 
nation-wide experience because of the impracticability and 
almost impossibility of accurately allocating the various items of 
expense to the several states within which an insurance carrier 
may operate. 

Another reason for adopting the estimated expense loading of 
40% is the necessity of providing the insurance carrier with 
means to pay all of its expenses without reference to state lines. 
Conditions in different localities are constantly arising which 
affect the business of a company as a whole. During one period 
the whole amount of premium loading for inspection for instance, 
may not be required, but during the same period the loading for 
audit may not suffice. During another period conditions may 
be reversed. Those are variable quantities, but the average 
countrywide experience has demonstrated that  the loading is 
necessary. 

There is no express or implied agreement by the insurance 
carriers that  the specific percentages allocated in the estimate of 
expense loading will all be spent in any given policy year, or if 
any part is saved, that  it will accumulate for the benefit of 
subsequent years, or that  it will be used to make good deficiencies 
that  have occurred in prior years. The company has a right 
in any policy year to use its entire premium income to pay its 
losses and expenses for such year, without reference to what 
proportion is paid out for losses or for expenses. The percentages 
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budgeted for specific expenses in the premium rate structure 
merely indicate the basis of a company's necessities, and it is not 
to be held to a hard and fast formula not subject to any devia- 
tion; otherwise, a company might have an unavailable surplus in 
one or more funds, and a shortage or deficiency in another or 
other funds. To obviate so far as possible such results, the 
expense loading is based on a national average experience. 

Multiple-line all-state insurance carriers find that from an 
accounting standpoint it is a physical impossibility to analyze 
accurately their expenses by lines of insurance and then by 
states. Several state insurance departments have required such 
an analysis. These departments soon found that  this data when 
obtained was necessarily incomplete and unreliable, and therefore 
of their own volition have discontinued requesting this state 
expense analysis. 

PERSONAL NOTES 

S. K. Li is now with the United States Life Insurance Company. 
L. Leroy Fitz, formerly Assistant Actuary of the Massachusetts 

Insurance Department is now Assistant to the Manager of the 
Insurance Department of the Chamber of Commerce of the 
United States. 

John F. Williams has resigned as Actuary of the Illinois De- 
partment of Trade and is now Vice President of the Illinois Life 
Insurance Company. 

Floyd E. Young now has the title of Associate Actuary in the 
Western Union Life Insurance Company. 

Armand Sommer now holds the position of Manager of the 
Accident and Health Department of the Standard Accident 
Insurance Company. 

G. P. Michelbacher, formerly Secretary-Treasurer of the 
National Bureau of Casualty & Surety Underwriters is now 
Vice President and Secretary of the Great American Indemnity 
Company. 

Jacob Malmuth is now Examiner in the New York Insurance 
Department. 

William Newell has been appointed Assistant Secretary of the 
Sun Indemnity Company. 
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Hiram O. VanTuyl, formerly with the New York Insurance 
Department is now Actuary and Statistician of the Constitution 
Indemnity Company. 

Walter G. Voogt previously Comptroller of the California 
State Compensation Insurance Fund is now Actuary of the New 
York State Insurance Fund. 

William J. Constable, who has been Assistant Secretary of 
the National Council on Compensation Insurance, has been 
appointed Secretary of the Massachusetts Automobile Rating 
& Accident Prevention Bureau. 

Harold J. Ginsburgh formerly with the Aetna Life Insurance 
Company is now connected with the American Mutual Liability 
Insurance Company of Boston, Massachusetts. 

H. P. Stellwagen formerly Manager of the Automobile 
Department of the National Bureau of Casualty and Surety 
Underwriters has been elected Secretary-Treasurer of that 
organization. 
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ABSTRACT FROM THE MINUTES OF THE MEETING 
MAY 21, 1926. 

The semi-annual (twenty-sixth regular) meeting of the Cas- 
ualty Actuarial Society was held at the Hotel Biltmore, New 
York, on Friday, May 21, 1926. 

President Michelbacher called the meeting to order at 10:20 
A . M .  The roll was called showing the following forty-three 
Fellows and nineteen Associates present: 

FELLOWS 
BARBER GRAHAM, T . B .  MULLANEY 
BLANCHARD GREENE NICHOLAS 
BREIBY HAMMOND OTIS 
BUCK HOBBS PALLAY 
BUDLONG HUNT PERKINS 
COGSWELL JACKSON, C .W.  PINNEY 
CORCORAN KOPF RICHARDSON 
DEKAY LAWRENCE ROEBER 
DORWEILER LESLIE SENIOR 
DUNLAP LITTLE SMITH, C. G. 
ELSTON ~cMANuS TARBELL 
FALLOW MAYCRINCK VAN TUYL 
FONDILLER MELTZER YOUNG, C. N. 
GOULD MICHELBACHER WOODWARD 

MOORE, G. n. 

A SSOCIA TES 

CONSTABLE HALL, L.L. ROBBINS 
CRANE HULL SKELDING 
DAVIS, E . M .  JONES SPENCER 
FLEMING LI STOKE 
GILDEA MATTHEWS VOOGT 
GRAHAM, C.M. NEWELL WHEELER 

PIKE 

President Michelbacher read his presidential address. 
The minutes of the meeting held November 18, 1925, were 

approved as printed in the Proceedings. 
The Secretary-Treasurer read the report of the Council and 

upon motion, it was adopted by the Society. The Council had 
adopted certain rules under which in the future only the Commit- 
tee on Admissions could designate candidates for admission to 
the Society as Fellows without examination. Applications for 
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admission as Associates either with or without examination may 
be submitted, as heretofore, to the Secretary-Treasurer or 
through any member of the Society. 

The reports of the Librarian (Mr. Breiby), of the Educational 
Committee (Mr. Kopf, Chairman), and of the Examination 
Committee (Mr. Elston, Chairman) were accepted. 

In accordance with the constitutional requirements, notice of 
the following proposed amendments to the By-Laws was given. 
These amendments were, on motion, adopted to read as follows: 

ARTICLE IV--DUES--FIRST PARAGRAPH 

The dues shall be ten dollars for Fellows payable upon entrance 
and at each annual meeting thereafter, except in the case of Fellows 
not residing in the United States, Canada, or Mexico, who shall 
pay five dollars at the time stated. The dues shall be five dollars 
for Associates payable upon entrance and each annual meeting 
thereafter until five such payments in all shall have been made; 
beginning with the sixth annual meeting after the admission of 
an Associate as such the dues of any Associate heretofore or here- 
after admitted shall be the same as those of a Fellow. 

NEW BY-LAW 

ARTICLE V--DESIGNATION BY INITIALS 
Fellows of the Society are authorized to append to their names 

the initials F. C. A. S. ; and Associates are authorized to append 
to their names the initials A. C. A. S. 

ARTICLE V--AMENDMENTS 

Change Number of Article to read: 

ARTICLE VI- -AMENDMENTS 

The papers printed in this Number were read or presented. 
Recess was taken until 2:15 P. M. 
By invitation of the Committee on Program, Mr. H. A. Fort- 

ington, Secretary of the Joint Advisory Committee of Finance 
of the Royal Insurance Company and Affiliated Companies, 
addressed the Society on "Investments for Casualty Companies", 
and Mr. Reinhard A. Hohaus, Assistant Actuary of the Metro- 
politan Life Insurance Company, addressed the Society on 
"The Function and Future of Industrial Retirement Plans." 

The papers read at the last meeting of the Society were 
discussed. 

Uoon motion, the meeting adjourned at 5:00 P. M. 
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Book Review. M a t h e m a t i c s  of 17inanee. Lloyd L. Smail  . . . . .  802 
Book Review. A Graph ic  Tab le  Combin ing  Logar i thms  and  

Ant i -Logar i thms .  Audre in  Laeroix and  Char les  L. R a g o t . .  303 
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MEMBERSHIP OF THE SOCIETY, NOVEMBER 18, 1925. 

FELLOWS 

the Society. 
Date Admitted 

t 

May 23, 1924 

*Nov. 20, 1924 
t 

t 

Apr. 20, 1917 

May 24, 1921 

May 19, 1915 

? 

*Oct. 81, 1917 

Oct. 22, 1915 

Oct. 22, 1915 

June 5, 1925 

t 

May 26, 1916 

t 

Apr. 20, 1917 

Feb. 19, 1915 

t 

t 

Those marked (t) were Charter.Members at date of organization, Novem- 
ber 7, 1914. 

Those marked (*) have been admitted as Fellows upon examination by 

AmeHne, W. M., Assistant Secretary, Georgia Casualty Co., 
Brown Building, Atlanta, Ga. 

Bailey, William B., Economist, Travelers Insurance Co., 
Hartford, Conn. 

Barber, Harmon T., Travelers Insurance Co., Hartford, Conn. 
Benjamin, Roland, Treasurer, Fidelity & Deposit Co., Balti- 

more, Md. 
Black, S. Bruce, President, Liberty Mutual Insurance Co., 

Park Square Building, Boston, Mass. 
Blanchard, Ralph H., Associate Professor of Insurance, School 

of Business, Columbia University, New York. 
Bond, Edward J., First Vice-President, Maryland Casualty Co., 

Baltimore, Md. 
Bradshaw, Thomas, General Manager, Massey=Harris Co., 

Ltd., 915 King St., Toronto, Canada. 
Breiby, William, Consulting Actuary, Fackler & Brelby, 50 

Broad St., New York. 
Brockway, U. Hayden, Travelers Insurance Co., Hartford, 

Conn. 
Brown, Herbert D., Chief of U. S. Efficiency Bureau, Washing- 

ton, D. C. 
Brown, William H., Second Vice-Presldent and Secretary, 

Columbian National Life Insurance Co., Boston, Mass. 
Brosmith, William, Vice-President and General Counsel, 

Travelers Insurance Co., Hartford, Conn. 
Buck, George B., Consulting Actuary for Pension Funds, 25 

Spruce Street, New York. 
Bucklin, Walter S., President, National Shawmut Bank, 40 

Water Street, Boston, Mass. 
Budlong, W. A., Superintendent of Claims, Commercial 

Travelers Mutual Accident Association, Utica, N. Y. 
Burhop, W. H., Assistant Manager, Employers Mutual Lia- 

bility Insurance Co., Wausau, Wis. 
Burns, F. Highlands, President, Maryland Casualty Co., 

Baltimore, Md. 
Cammack, Edmund E., Vice-President and Actuary, Aetna 

Life Insurance Co., Hartford, Conn. 
Carpenter, Raymond V., Actuary, Metropolitan Life Insurance 

Co., 1 Madison Ave., New York. 



Date Admitted 
*Nov. 15, 1918 

*Nov. I7, 1922 

Oct. 27, 1916 

Feb. 19, 1915 

t 

*Nov. 18, 1925 

t 

t 

*Nov. 20, 1924 

t 

t 

t 

t 

May 19, 1915 

*Nov. 17, 1920 

t 

May 19, 1915 

t 

*Nov. 17, 1922 

t 
t 

t 

t 

Feb. 19, 1915 

Feb. 19, 1915 

f 

6 
F E L L O W S .  

Coates, Barrett N., Consulting Actuary, 603 Dividend Build- 
ing, San Francisco, Calif. 

Coates, Clarence S., Federal Mutual Liability Insurance Co., 
Mills Building, San Francisco, Calif. 

Cogswell, Edmund S., Secretary & Actuary, Commission on 
Pensions, State House, Boston, Mass. 

Collins, Henry, Assistant Manager, Ocean Accident & Guaran- 
tee Corporation, 1 Park Avenue, New York. 

Copeland, John A., Consulting Actuary, Southeastern Trust 
Building, Atlanta, Ga. 

Corcoran, William M., Actuary, Connecticut Insurance 
Department, Hartford, Conn. 

Cowles, Walter G., Vice-President, Travelers Insurance Co., 
Hartford, Conn. 

Craig, James D., Actuary, Metropolitan Life Insurance Co., 
1 Madison Ave., New York. 

Darkow, Angela C., Independence Indemnity Company, Third 
and Walnut Streets, Philadelphia, Pa. 

Dawson, Alfred B., Miles M. Dawson & Son, 36 W. 44th St., 
New York. 

Dawson, Miles M., Counsellor at Law and Consulting Actuary, 
36 W. 44th St., New York. 

De Kay, Eckford C., President, De Kay and Co., Insurance 
Brokers, 51 Maiden Lane, New York. 

Dearth, Elmer H., Vice-President, Patch & Co., Insurance Coun- 
selors, 1220 First National Bank Building, Detroit, Mich. 

Deutschberger, Samuel, Actuary, New York Insurance Depart- 
ment, 165 Broadway, New York. 

Dorweiler, Paul, Aetna Life Insurance Co., Hartford, Conn. 
Dublin, Louis I., Statistician, Metropolitan Life Insurance Co., 

1 Madison Ave., New York. 
Dunlap, Earl O., Assistant Secretary, Metropolitan Life Insur- 

ance Co., 1 Madison Ave., New York. 
Egbert, Lester D., Director, Brown, Crosby & Co., Inc., In- 

surance Brokers, 3 S. William St., New York. 
Elston, James S., Assistant Actuary, Life Department, Travel- 

ers Insurance Co., Hartford, Connecticut. 
Epsteen, Saul, Denver National Bank, Denver, Colo. 
Fackler, Edward B., Consulting Actuary, Fackler & Breiby, 

50 Broad St., New York. 
Fallow, Everett S., Actuary, Accident Department, Travelers 

Insurance Co., Hartford, Conn. 
Farter, Henry, Assistant Secretary, Independence Indemnity 

Co., Third and Walnut Sts., Philadelphia, Pa. 
Fellows, C. W., President, Associated Industries Insurance Cor- 

poration, Wells Fargo Bldg., San Francisco, Calif. 
Flanigan, James E., Agency Manager, Bankers Life Co., 220 

Broadway, New York. 
Flynn, Benedict D., Secretary, Travelers Insurance Co., 

Hartford, Conn. 



Date Admitted 
Feb. 19, 1915 

t 
May 26, 1916 

Feb. 25, 1916 

t 

Feb. 19, 1915 

*Nov. 20, 1924 

May 19, 1915 

t 

t 

Oct. 22, 1915 

Oct. 22, 1915 

t 

May 25, 1923 

t 

t 

? 

t 

Oct. 27, 1916 

Oct. 22, 1915 

Nov. 17, 1920 

Nov. 21, 1919 

May 17, 1922 

? 

FELLOWS. 

Fondiller, Richard, Woodward, Fondiller & Ryan, Consulting 
Actuaries, 75 Fulton St., New York. 

Forbes, Charles S., Insurance Broker, 68 William St., New York. 
Frankel, Lee K., Second Vice-President, Metropolitan Life 

Insurance Co., 1 Madison Ave., New York. 
Franklin, Charles H., Assistant to Vice-President, Compensa- 

tion and Liability Department, Continental Casualty 
Co., 910 South Michigan Ave., Chicago, Ill. 

Froggatt, Joseph, President, Joseph Froggatt & Co., Insurance 
Accountants, 25 Church St., New York. 

Furze, Harry, Treasurer, Globe Indemnity Co., Washington 
Park, Newark, N. J. 

Garrison, Fred S., Assistant Secretary, Travelers Indemnity 
Co., Hartford, Conn. 

Ginsburgh, Harold J., Aetna Life Insurance Co., Hartford, 
Conn. 

Glover, James W., Professor of Mathematics and Insurance 
University of Michigan, 620 Oxford Road, Ann Arbor, 
Mich. 

Goodwin, Edward S., Goodwln-Beach & Co., Bankers, 720 
Main St., Hartford, Conn. 

Gould, William H., Consulting Actuary, 75 Fulton St., New 
York. 

Graham, George, Vice-Presldent, Central States Life Insurance 
Co., St. Louis, Mo. 

Graham, Thompson B., Assistant Secretary, Metropolitan 
Life Insurance Co., 1 Madison Ave., New York. 

Graham, William J., Second Vice-Presldent, Equitable Life 
Assurance Society, 393 Seventh Ave., New York. 

Granville, William A., Educational Director, U. S. National 
Life & Casualty Co., 513 Aldine Ave., Chicago, Ill. 

Greene, Winfield W., Actuary and Comptroller, General Re- 
Insurance Corporation, 80 Maiden Lane, New York. 

Hamilton, Robert C. L., Comptroller, Hartford Accident & 
Indemnity Co., Hartford, Conn. 

Hammond, H. Pierson, Assistant Actuary, Life Department, 
Travelers Ins. Co., Hartford, Conn. 

Hansen, Carl M., Vice-President and General Manager, General 
Re-Insurance Corporation, 80 Maiden Lane, New York. 

Hardy, Edward R., Assistant Manager, New York Fire In- 
surance Exchange, 123 William St., New York. 

Hatch, Leonard W., Director, Bureau of Statistics and Infor- 
mation, State Department of Labor, 124 East 28th St., 
New York. 

Heath, Charles E., Chief Examiner of Casualty Companies, 
New York Insurance Department, 165 Broadway, New 
York. 

Henderson, Robert, Second Vice-President and Actuary, 
Equitable Life Assurance Society, 393 Seventh Ave., 
New York. 

Heron, David, Secretary & Chief Statistician, London Guaran- 
tee & Accident Co., 20 Lincoln's Inn Fields, London, 
W. C. 2, England. 



Date Admit ted  

Oct. 22, 1915 

t 

Nov. 15, 1918 

May 23, 1924 

Oct. 22, 1915 

t 

Oct. 22, 1915 

t 

t 

t 

Nov. 18, 1921 

Feb. 25, 1916 

May 19, 1915 

*Nov. 18, 1921 

t 

*Nov. 21, 1919 

t 

Feb. 19, 1915 

Feb. 19, 1915 

Nov. 17, 1922 

t 

t 

*Nov. 20, 1924 

Nov. 18, 1921 
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Hess, Herbert, Herbert Hess & Co., Public Insurance Account. 
ants, 120 Broadway, New York. 

Hillas, Robert J., President, Fidelity & Casualty Co., 92 
Liberty St., New York. 

Hinsdale, F. W., Secretary, Workmen's Compensation Board, 
Vancouver, B. C., Canada. 

Hobbs, Clarence W., Special Representative of the National 
Convention of Insurance Commissioners, National 
Council on Compensation Insurance, 151 Fifth Ave., 
New York. 

Hodgldns, Lemuel G., Secretary, Massachusetts Protective 
Association, Worcester, Mass. 

Hoffman, Frederick L., Consulting Statistician, Prudential 
Insurance Co., and Dean, Advanced Course, Babson 
Institute, Wellesley Hills, Mass. 

Holland, Charles H., President, Independence Indemnity 
Co., Third & Walnut Sis., Philadelphia, Pa. 

Hughes, Charles, Auditor and Actuary, New York Insurance 
Department, 165 Broadway, New York. 

Hunt, Burritt A., Assistant Secretary, Accident & Liability 
Department, Aetna Life Insurance Co., Hartford, Conn. 

Hunter, Arthur, Chief Actuary, New York Life Insurance Co., 
346 Broadway, New York. 

Hutcheson, William A., Second Vice-President and Actuary, 
Mutual Life Insurance Co., 32 Nassau St., New York. 

Jackson, Charles W., Actuary, Postal Life Insurance Co., 51I 
Fifth Ave., New York. 

Johnson, William C., Vice-President, Massachusetts Protec- 
tive Association, Worcester, Mass. 

Kearney, Thomas P., Manager, State Compensation Insurance 
Fund, Denver, Colo. 

King, Walter I., Secretary, Group Insurance Department, Con- 
necticut General Life Insurance Co., Hartford, Conn. 

Kirkpatrick, A. L., Casualty Information Clearing House, 
208 So. La Salle St., Chicago, Ill. 

Kopf, Edw/n W., Assistant Statistician, Metropolitan Life 
Insurance Co., 1 Madison Ave., New York. 

Laird, John M., Secretary, Connecticut General Life Insurance 
Co., Hartford, Conn. 

Landis, Abb, Consulting Actuary, 1107 Independent Life 
Building, Nashville, Tenn. 

Lawrence, A. R., Special Deputy Commissioner of Banking and 
Insurance, 92 Washington St., Newark, New Jersey. 

Leal, J. R., Secretary & Actuary, Interstate Life and Accident 
Co., Chattanooga, Tenn. 

Leslie, William, General Manager, National Council on Com- 
pensation Insurance, 151 Fifth Ave., New York. 

Linder, Joseph, Office of Woodward, Fondiller & Ryan, Con- 
suiting Actuaries, 75 Fulton St., New York. 

Little, James F., Associate Actuary, Prudentlal Insurance 
Co., Newark, N. J. 



]Date A d m i t t e d  

t 

*Nov, 16, 1923 

May 23, 1919 

*Oct. 31, 1917 

Feb. 19, 1915 

? 

May 19, 1915 

Feb. 19, 1915 

Apr. 20, 1917 

t 

t 

*Nov. 18, 1921 

? 

May 19, 1915 

Nov. 21, 1919 

May 20, 1918 

*Nov. 17, 1920 
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Luckett, Daingerfield G., First Vice-President and General 
Manager, United States Casualty Co., 80 Maiden Lane, 
New York. 

McClurg, D. Ralph, Secretary and Treasurer, National Equity 
Life Insurance Company, Little Rock, Ark. 

McDougald, Alfred, Ellerslie, Beddington Gardens, WaUington 
Surrey, England. 

McManus, Robert J., Assistant Statistician, Compensation 
and Liability Department, Travelers Insurance Co., 
Hartford, Conn. 

Maddrill, James D., Actuary, Hartford Accident and Indemnity 
Co., 690 Asylum St., Hartford, Conn. 

Magoun, William N., General Manager, Massachusetts Rating 
& Inspection Bureau, 80 Broad St., Boston, Mass. 

Maycrink, Emma C., Examiner, New York Insurance Depart- 
ment, 165 Broadway, New York. 

Mead, Franklin B., Secretary and Actuary, Lincoln Nationa| 
Life Insurance Co., Fort Wayne, Ind. 

Meltzer, Marcus, Statistician, National Bureau of Casualty 
& Surety Underwriters, 120 W. 42nd St., New York. 

Michelbacher, G. F., Secretary-Treasurer, National Bureau 
of Casualty & Surety Underwriters, 120 W. 42nd St., 

! New York. 
Miller, David W., Assistant Treasurer, S. W. Straus & Co., 

Investment Bonds, 565 Fifth Ave., New York. 
I , 

Mflligan, Samuel, Assistant Actuary, Metropolitan Life Insur- 
ance Co., 1 Madison Ave., New York. 

Mitchell, James F., First Assistant U. S. Manager, General 
Accident Fire and Life Assurance Corporation, 421 
Walnut St., Philadelphia, Pa. 

Moir, Henry, President, United States Life Insurance Co., 
105 Fifth Ave., New York. 

Montgomery, Victor, Secretary, Pacific Employers Insurance 
Company, 724 So. Spring St., Los Angeles, Calif. 

Moore, George D., Assistant Secretary and Actuary, Royal 
Indemnity Co., 84 William St., New York. 

Morris, Edward B., Actuary, Life Department, Travelers 
Insurance Co., Hartford, Conn. 

Morrison, Charles E., Vice-President and General Manager, 
Utilities Mutual Insurance Co., 225 West 34th St., New 
York. 

Morrison, :[ames, Secretary-Treasurer, Independence Indemnity 
_ Co., Third & Walnut Sts., Philadelphia, Pa. 

Mowbray, Albert H., Consulting Actuary, 1012 Colusa Ave., 
Berkeley, Calif.; Associate Professor of Insurance, Uni- 
versity of California, Berkeley, Calif. 

Mudgett, Bruce D., Professor of Economics, University of 
Minnesota, Minneapolis, Minn. 

Mueller, Louis H., Treasurer, Associated Industries Insurance 
Corporation, Wells Fargo Building, San Francisco, 
Calif. 



Date  A d m i t t e d  

t 

May 28, 192C 

t 

t 

t 

t 
*Nov. 21, 1919 

t 

May 26, 191{] 

*Nov. 18, 1921 

Nov. I/L 1918 

*Nov. 17, 1922 

t 

May 23, 1919 

May 24, 1921 

*Nov. 16, 192~ 

? 

t 

t 

t 

Apr. 20, 1917 
I 

Feb. 25, 191ff 

Oct. 22, 1915 

t 

*Nov. 17, 192C 
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Mullaney, Frank R., Actuary and Assistant Secretary, Ameri- 
can Mutual Liability Insurance Co., 142 Berkeley St., 
Boston, Mass. 

Murphy, Ray D., Second Vice-President and Associate Actuary, 
Equitable Life Assurance Society, 393 Seventh Ave., 
New York. 

Nicholas, Lewis A., Assistant Secretary, Fidelity & Casualty 
Co., 92 Liberty St., New York. 

Olifiers, Edward, Consulting Actuary, run Dos Andradas 64, 
P. O. Box 1817, Rio-de-Janeiro, Brazil. 

err, Robert K., President, Michigan Employers Casualty Co.p 
Lansing, Mich. 

Otis, Stanley L., Counsellor at Law, 80 Maiden Lane, NewYork. 
Outwater, Olive E., Actuary, Ladies of the Maccabees, Port 

Huron, Mich. 
Pallay, Julius J., Secretary, London Guarantee & Accident 

Co., Ltd., 55 Fifth Ave., New York. 
Parker, John M., Jr., Secretary, Accident and Liability Depart- 

ment, Aetna Life Insurance Co., Hartford, Conn. 
Perkins, Sanford B., Assistant Secretary, Travelers Insurance 

Co., Hartford, Conn. 
Perry, W. T., Assistant Manager, Ocean Accident and Guaran- 

tee Corporation, 36 Moorgate, London, E. C. 2, England. 
Pinney, Sydney D., Actuary, Compensation and Liability 

Department, Travelers Insurance Co., Hartford, Conn. 
Remington, Charles H., Vice-President, Aetna Life Insurance 

Co., Hartford, Conn. 
Richardson, Frederick, U. S. Manager, General Accident Fire 

and Life Assurance Corporation, 421 Walnut St., 
Philadelphia, Pa. 

Riegel, Robert, Professor of Insurance, University of Pennsyl- 
vania, Philadelphia, Pa. 

Roeber, William F., Assistant Actuary, National Council on 
Compensation Insurance, 151 Fifth Avenue, New York. 

Rubinow, I. M., Executive Director, Jewish Welfare Society, 
330 South Ninth St., Philadelphia, Pa.; Consulting 
Statistician and Actuary. 

Ryan, Harwood E., Woodward, Fondiller & Ryan, Consulting 
Actuaries, 75 Fulton St., New York. 

Scheltlln, E., Assistant Treasurer, Globe Indemnity Co., 
Washington Park, Newark, N. J. 

Senior, Leon S., Manager and Secretary, Compensation 
Inspection Rating Board, 370 Seventh Ave., New York. 

Smith, Charles G., Manager, State Insurance Fund, 432 Fourth 
Avenue, New York. 

Strong, Wendell M., Associate Actuary, Mutual Life Insurance 
Co., 32 Nassau St., New York. 

Strong, William Richard, No. 4 "Sherlngham," Cotham Road, 
Kew, Victoria, Australia. 

Sullivan, Robert J., Vice-President, Travelers Indemnity Co., 
Hartford, Conn. 

Tarbell, Thomas F., Actuary, Accident and Liability Depart- 
ment, Aetna Life Insurance Co., Hartford, Conn. 



Date Admit ted  

May 19, 1915 

t 

Nov. 18, 1921 

t 

Nov. 17, 1922 

*Nov. 21, 1919 

*Nov. 17, 1920 
*Nov. 18, 1925 

May 23, 1919 

t 

t 
t 

May 24, 1921 

t 

*Nov. 17, 1920 
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Thiselton, Herbert C., 50 Beulah Hill, Norwood, London, S. E. 
19, England. 

Thompson, John S., Assistant Actuary, Mutual Life Insurance 
Co., 32 Nassau St., New York. 

Toja, Guido, Royal Commissioner, Government Institute of 
Insurance, Rome, Italy. 

Train, John L., Secretary and General Manager, Utica Mutual 
Insurance Co., 239 Genesee St., Utica, New York. 

Traversi, Antonio T., Government Insurance Commissioner 
and Superintendent of National Provident Fund, Box 
563, Wellington, New Zealand. 

Van Tuyl, Hiram 0., Examiner, New York Insurance Depart- 
ment, 165 Broadway, New York. 

Waite, Alan W., Aetna Life Insurance Co., Hartford, Conn. 
Warren, Lloyd A. H., Assistant Professor of Mathematics, 

University of Manitoba, Winnipeg, Manitoba, Canada. 
Welch, Archibald A., President, Phoenix Mutual Life Insurance 

Co., Hartford, Conn. 
Whitney, Albert W., Associate General Manager and Actuary, 

National Bureau of Casualty & Surety Underwriters, 
120 West 42nd St., New York. 

Wolfe, Lee J., Consulting Actuary, 165 Broadway, New York. 
Wolfe, S. Herbert, Consulting Actuary, 165 Broadway, New 

York. 
Wood, Arthur B., Vice-President and Actuary, Sun Life 

Assurance Company, Montreal, Canada. 
Woodward,Joseph H., Woodward, l~ondiller & Ryan, Con- 

sulting Actuaries, 75 Fulton St., New York. 
Young, Charles N., Manager, Safety Engineering Depart- 

ment, United States Casualty Co., 80 Maiden Lane, 
New York. 

Young, William, Actuary, New York Life Insurance Co.. 346 
Broadway, New York. 
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ASSOCIATES 

~xaminafion. 

D a t e  ~ n r o l l e d  

May 23, 1924 

*Nov. 15, 1918 

*Nov. 15, 1918 

I 

(t)*Nov.16,1923 

*Nov. 17, 1922 

*Oct. 81, 1917 
*Nov. 18, 1925 

Nov. 17, 1920 

*Oct. 22, 1916 

Nov. 15, 1918 

Nov. 20, 1924 

*Nov. 15, 1918 

*Oct. 22, 1915 

*Nov. 20, 1924 

Mar. 31, 1920 

Nov. 17, 1922 

(*)*Nov.17,1920 

*Nov. 18, 1921 

*Nov. 18, 1925 

*Nov. 16, 1923 

*Nov. 18, 1925 

May 25, 1923 

Those marked (*) have been enrolled as Associates upon exam/nation by 
the Society. 

Those marked (2) or (2) have passed Par t  I or Par t  I I  of the Fellowship 

Acker, Milton, Manager, Compensation and Liabili ty De- 
partment,  National Bureau of Casualty and Surety 
Underwriters, 120 West 42nd St., New York. 

Ackerman, Saul B., Assistant Professor of Insurance, New 
York University, 32 Waverly Place, New York. 

Ankers, Robert  E., Secretary and Treasurer, Continental Life 
Insurance Co., District National Bank Building, Wash- 
ington, D. C. 

Ault, Gilbert E., Office of Woodward, Fondiller & Ryan,  
Consulting Actuaries, 75 Fulton St., New York. 

Barter, John L.) Hartford Accident & Indemnity Co., 430 Cali- 
fornia St., San Francisco, Calif. 

Bessey, John M., Nutley, N. J. 
Bittel, William H., University of Michigan, 807 So. State 

Street, Ann Arbor, Mich. 
Black, Nellas C., Superintendent Statistical D/vision, Mary- 

land Casualty Co., Baltimore, Md. 
Brann, Ralph M., Superintendent Compensation Department,  

London & Lancashire Indemnity Company of America, 
20 Trinity St., Hartford, Conn. 

Brooks, LeRoy, Statistician, U. S. Fidelity & Guaranty Com- 
pany, Baltimore, Md. 

Broughton, Thomas W., Zurich General Accident and Liabili ty 
Co., 175 W. Jackson Boulevard, Chicago, Ill. 

BrtmnquelI, Helmuth G., Actuary, Wisconsin Insurance 
Depar tment ,  Madison, Wis. 

Buffier, Louis, District Manager, Utica Mutual Insurance Co., 
41 East  42rid St., New York. 

Bugbee, James M., Rating Engineer, The Associated Corn- 
panics, 477 Prospect Ave., Hartford, Conn. 

i Burt, Margaret  A., Office of George B. Buck, Consulting 
Actuary, 25 Spruce Street, New York. 

Cavanaugh, Leo D., Vice-President and Actuary, Federal Life 
Insurance Co., 166 N. Michigan Boulevard, Chicago, Ill. 

Comstoek, W. Phillips, Statistician, London Guarantee and 
Accident Co., Ltd., 55 Fifth Ave., New York. 

Constable, William J., Assistant Secretary, National Council 
on Compensation Insurance, 151 Fifth Ave., NewYork. 

Crane, Howard G., National Council on Compensation Insur- 
ance, 151 Fifth Avenue, New York. 

Davis, ]~velyn M., Office of Woodward, Pondiller & Ryan,  
Consulting Actuaries, 75 Fulton St., New York. 

Davis, Malvin E., Metropolitan Life Insurance Co., 1 Madison 
Arc.,  New York. 

Economidy, Harilaus E., Assistant Secretary and Comptroller, 
American Indemnity Co., Galveston, Texas. 



Date E n r o n e d  

June 5, 1925 

Nov. 15, 1918 

*Nov. 16, 1923 

*Nov. 16, 1923 

May 23, 1919 

*Nov. 18, 1925 

Nov. 20, 1924 

*Nov. 17, 1922 

*Nov. 16, 1923 
*Nov. 17, 1922 

*Nov. 18, 1921 

*Nov. 17, 1922 

Nov. 20, 1924 

*Nov. 18, 1925 

0)Mar.25, 1924 

*Nov. 16, 1923 

Nov. 21, 1919 

Nov. 18, 1921 
*Oct. 31, 1917 

(*)*Nov.18.1921 

*Nov. 21, 1919 

(1).Nov.20,1924 

*Nov. 17, 1922 

*Nov. 18, 1925 

*Nov. 18, 1925 
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ASSOCIATES. 

Eger, Frank A., Secretary and Comptroller, Indemnity In- 
surance Company of North America, Philadelphia, Pa. 

Egli, W. H., Statistician, Zurich General Accident & Liability 
Insurance Co., 431 Insurance Exchange, Chicago, Ill. 

Fitz, L. Leroy, Assistant Actuary, Massachusetts Insurance 
Department, State House, Boston, Mass. 

Fleming, Frank A., Actuary, American Mutual Alliance, 730 
5th Ave., New York. 

Fletcher, Nicholas, Secretary, Workmen's Compensation 
Board, Winnipeg, Manitoba, Canada. 

Fredrickson, Carl H., Statistician, Canadian Casualty Under- 
writers Association, 26 Adelaide St., W., Toronto, 
Canada. 

Froberg, John, Superintendent, California Inspection Rating 
Bureau, San Francisco, Calif. 

Gibson, Joseph P., Jr., Actuary, Security Mutual Casualty Co., 
3236 So. Michigan Ave., Chicago, Ill. 

Gildea, James F., Travelers Insurance Co., Hartford, Conn. 
Graham, Chas. M., Assistant Actuary, State Insurance Fund, 

432 Fourth Avenue, New York. 
Haggard, Robert E., Superintendent, Permanent Disability 

Rating Department Industrial Accident Commission, 
State Building, Civic Center, San Francisco, Calif. 

Hall, Hartwell L., Assistant Actuary, Connecticut Insurance 
Department, Hartford, Conn. 

Hall, Leslie L., Secretary, Rating Division, National Council on 
Compensation Insurance, 151 Fifth Avenue, New York. 

Hall, William D., National Bureau of Casualty and Surety 
Underwriters, 120 West 42nd St., New York. 

Hart, Ward Van Buren, Assistant Actuary, Connecticut Gen- 
eral Life Insurance Co., Hartford, Conn. 

Haugh, Charles J., Jr., Assistant Actuary, National Bureau of 
Casualty & Surety Underwriters, 120 West 42nd St., 
New York. 

Haydon, George F., General Manager, Wisconsin Compensa- 
tion Rating & Inspection Bureau, 481 Broadway, 
Milwaukee, Wis. 

Hull, Robert S., Travelers Insurance Co., Hartford, Conn. 
Jackson, Edward T., Statistician, General Accident Fire & Life 

Assurance Corporation, 421 Walnut St., Philadelphia, Pa. 
Jensen, Edward S., Great Republic Life Insurance Co., Los 

Angeles, Calif. 
[ones, Loring D., Claim Auditor, State Insurance Fund, 432 

Fourth Ave., New York. 
Kelton, William H., Assistant Actuary, Life Department, The 

Travelers Insurance Company, Hartford, Conn. 
Kirk, Carl L., Assistant Statistician, Zurich General Accident 

& Liability Insurance Co., 431 Insurance Exchange, 
Chicago, Ill. 

Li, Shou-Kun, University of Michigan, 1021 E. Catherine St., 
Ann Arbor, Mich. 

Malmuth, Jacob, New York Insurance Department, 165 
Broadway, New York. 



Date  Enrol led  

(9*Nov.16,1923 

(9"0ct.27, 1916 

*Nov. 17, 1922 

O)*Nov.17,1922 

Nov. 17, 1922 

May 25, 1923 

(9*Nov.21.1919 

(1)* 0ct.27,1916 

*Nov. 18, 1925 

May 23, 1919 

Nov. 20, 1924 

*Nov. 17, 1920 

(*)*Nov.17,1922 

(i) Nov. 17. 1922 

*Nov. 18, 1925 

*Nov. 15, 1918 

(q,Nov.20,1924 

"Nov. 21, 1919 

Nov. 16, 1923 

*Nov. 20, 1924 

(q.Nov.20,1924 

Nov. 15, 1918 

*Nov. 18, 1925 

*Nov. 18, 1921 

*Nov. 18, 1925 
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A S S O C I A T E S .  

Matthews, Arthur N., Travelers Insurance Co., Hartford, 
Conn. 

MeClure, Laurence H., Colt 's Patent  Fire Arms Manufacturing 
Co., Hartford, Conn. 

McIver, Rosswell A., Actuary, U. S. National Life & Casualty 
Co., 29 South LaSalle St., Chicago, Ill. 

Michener, Samuel M., Assistant Actuary, Columbus Mutual  
Life Insurance Co., 580 East Broad St., Columbus, Ohio. 

Montgomery, John C ,  Assistant Treasurer, Utilities Mutual  
Insurance Co., 225 West 84th St., New York, 

Moore, Joseph P., Vice-President, North American Accident 
Insurance Company, 275 Craig St. W., Montreal, 
Canada. 

Mothersill, Roland V., Secretary & Actuary, Compensation 
Insurance Board, State Capitol, St. Paul, Minn. 

Newell, William, Superintendent Compensation & Liability De- 
partment, Sun Indemnity Co., 55 Fifth Ave., New York. 

Nicholson, Earl H., Actuarial Department,  Lincoln National 
Life Insurance Company, Ft.  Wayne, Ind. 

Otto, Walter E., Secretary and Treasurer, Michigan Mutual Lia- 
bility Co., Park Avenue Building, Detroit, Mich. 

Pennock, Richard M., Actuary, Pennsylvania Manufacturers 
Association Casualty Insurance Co., Finance Building, 
Philadelphia~ Pa. 

Pike, Morris, Examiner, New York Insurance Department, 165 
Broadway, New York. 

Poorman, William F., Actuary, Central Life Assurance Society, 
Fifth and Grand Avenues, Des Moines, Iowa. 

Powell, John M., Actuary, Columbian National Life Insurance 
Co., 77 Franklin St., Boston, Mass. 

Prenner, Myron R., Actuary, Department of Insurance, 
Bismarck, North Dakota. 

Raywid, Joseph, Vice-President, Underwriters Statistical 
Bureau, 81 Fulton St., New York. 

Richter, Otto C., American Telephone & Telegraph Company, 
195 Broadway, New York. 

Robbins, Rainard B., Assistant Actuary, New York Insurance 
Department, 165 Broadway, New York. 

Sawyer, Arthur, Actuary, London Guarantee & Accident Co., 
55 Fifth Ave., New York. 

Shaw, Victoria E., Michigan Mutual Liabili ty Company, 
Park Avenue Building, Detroit, Mich. 

Sheppard, Norris E., Lecturer in Mathematics, University of 
Toronto, Toronto, Canada. 

Sibley, John L., Statistician, United States Casualty Co., 
80 Maiden Lane, New York. 

Skelding, Albert Z., National Council on Compensation 
Insurance, 151 Fifth Avenue, New York. 

Smith, Arthur G., Actuary & AudiLor, Compensation Inspection 
Rating Board, 370 Seventh Ave., New York. 

Sommer, Armand, Standard Accident Insurance Co., Insurance 
Exchange, Chicago, Ill. 



Date Enrolled 
*Nov. 15, 1918; 
Nov. 20, 19241 

*Nov. 16, 1923 

Nov. 15, 1918 

*Nov. 18, 1925 

Mar. 23, 1921 

(9*Nov.21,1919 

*Nov. 20, 1924 

May 25, 1923 

May 25, 1923 

*Nov. 21, 1919 

(')'Oct.27,1916 

May 23, 1919 

Nov. 18, 1925 

(1)*Nov.18,1921 

Nov. 17, 1920 

*Nov. 18, 1921 

*Nov. 18, 1925 

*Nov. 16, 1923 
Mar. 23, 1921 

Nov. 15, 1918 

Sept.  17, 1919 

*Oct. 22, 1915 
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ASSOCIATES. 

Spencer, Harold S., Aetna Life Insurance Co., Hartford, Conn. 
Stellwagen, Herbert P., Manager, Automobile Department, 

National Bureau of Casualty and Surety Underwriters, 
120 West 42nd St., New York. 

Stoke, T~endrick, National Council on Compensation Insurance, 
151 Fifth Ave., New York. 

Sullivan, Oscar M., Director of Re-educatlon, State Depart- 
ment of Education, St. Paul, Minn. 

Tao, Sheng-Han, University of Michigan, 203 South Thayer St., 
Ann Arbor, Mich. 

Thompson, Arthur ]~., Chief Statistician, Globe Indemnity 
Co., Washington Park, Newark, N. J. 

Trench, Frederick H., Manager, Underwriting Department, 
Utica Mutual Insurance Co., 239 Genesee St., Utica, 
New York. 

Uhl, M. E., National Bureau of Casualty&Surety Underwriters, 
120 West 42nd St., New York. 

Upshur, Arthur B., Actuary, Home Beneficial Association, 
900 E. Broad St., Richmond, Va. 

Vinter, Joseph M., Standard Accident Insurance Co., 640 Temple 
Ave., Detroit, Mich. 

Voogt, Walter G., Comptroller, State Compensation Insurance 
Fund, State Building, Civic Center, SanFrancisco, Calif. 

Waite, Harry V., Statistician, Compensation & Liability 
Department, Travelers Insurance Co., Hartford, Conn. 

Warren, Charles S., Chief Statistician, Ocean Accident & 
Guarantee Corporation, 1 Park Ave., New York. 

Washburn, James H., Consulting Actuary, 165 Broadway, 
New York. 

Waters, Leland L., Actuary, National Accident Insurance Co., 
Lincoln, Neb. 

Watson, James J., Assistant Secretary and Business Adminis- 
trator, Michigan Mutual Liability Company, Detroit, 
Mich. 

Welch, Eugene R., Secretary, Associated Industries Insurance 
Corporation, Wells Fargo Bldg., San Francisco, Calif. 

Wellman, Alexander C., Royal Union Life Insurance Co., 
Des Moines, In. 

Wetherald, Dorothy, 4631 Sansom St., Philadelphla, Pa. 
Wheeler, Roy A., Vice-Presldent and Actuary, Liberty Mutual 

Insurance Company, Park Square Building, Boston, 
Mass. 

Wilkinson, Albert E., Statistician, Standard Accident Insurance 
Co., Detroit, Mich. 

Williams, John F., Actuary, Division of Insurance, State 
Department of Trade, Springfield, Ill. 

Williamson, William R., Assistant Actuary, Life Department, 
Travelers Insurance Co., Hartford, Conn. 



Date  £nro l l ed  

*Oct. 22, 1915 

*Oct. 22, 1915 

*Nov. 18, 1925 

*Nov. 17, 1922 
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ASSOCIATES.  

Wood, Donald M., Chflds, Young & Wood, General Agents, 
Independence Indemnity Company, 175 W. Jackson 
Blvd., Chicago, Ill. 

Woodman, ChaHes E., Comptroller, Ocean Accident & Guaran- 
tee Corporation, 1 Park Ave., New York. 

Woolery, James M., Protective Life Insurance Co., Birming- 
ham, Ala. 

Young, Floyd E., Assistant Actuary, Western Union Life 
Insurance Company, 1023 Riverside Avenue, Spokane, 
Washington. 

SCHEDULE OF MEMBERSHIP, NOVEMBER 18, 1925. 

Membership, November 20, 1924 . . . . .  
Deductions: 

By resignation . . . . . . . . . . . . . . . . . .  
By withdrawal . . . . . . . . . . . . . . . . . .  
By death . . . . . . . . . . . . . . . . . . . . . .  

Additions: 
By election, June 5, 1925...  
By election, Nov. 18, 1925.. 
By 1925 examinations . . . . . .  

Transfers from Associate to Fellow . . . . .  

Membership, November 18, 1925 . . . . . . . .  

Fellows 

159 

154 

1 
L--- 

2 

157 

157 

Associates 

87 

2 

85 

1 
1 

14 

101 

2 

99 

Total 

246 

239 

2 
1 

16 

258 

256 
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EX-PRESIDENTS AND EX-VICE-PRESIDENTS 

EX-PRESIDENTS 

Term 

I. IV[. RUmNOW ....................... 1914-1916 

JA~p.s D. CRAIG . . . . . . . . . . . . . . . . . . . . . .  1916-1918 

JOSEPH H. WOODWARD . . . . . . . . . . . . . . . .  1918-1919 

B~N~mCT D.  FL'ZNN . . . . . . . . . . . . . . . . . .  1919-1920 

ALBERT H. MOWBRAY . . . . . . . . . . . . . . . . .  1920-1922 

HARWOOD E.  RYAN . . . . . . . . . . . . . . . . . . .  1922-1923 

WILUAM LESUE . . . . . . . . . . . . . . . . . . . . .  1923-1924 

EX-VICE-PRESIDENTS 

Term 

G~.oRo~ D MooR~. . ,  . . . . . . . . . . . . . . . . .  1918-1920 

L~.o~r S. SENIOR . . . . . . . . . . . . . . . . . . . . . .  1920-1922 

G. F .  MICHELBACHP.R . . . . . . . . . . . . . . . . .  1922-1924 

EDMUND E.  CAM~ACK . . . . . . . . . . . . . . . .  1922-1924 
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D E C E A S E D  M E M B E R S  

AlI of the following were FeLlows with the exception of those marked * 
were Associates. 

Date of Death 

Feb. 10, 1920 

Feb. 4, 1920 

July 23, 1921 

.[an. 20, 1922 

Sept. 2, 1921 

July 9, 1922 

Oct. 30, 1924 
Aug. 22, 1925 

Mar. 10, 1924 

Oct. 15, 1918 

Dec. 20, 1920 

Aug. 20, 1915 
July 24, 1915 

July 30, 1921 

Feb. 26, 1921 

May 9, 1920 

who 

*Baxter, Don. A., Deputy Insurance Commissioner, Michigan 
Insurance Department, Lansing, Michigan. 

Case, Gordon, Office of F. J. HMght, Consulting Actuary, 
Indianapolis, Ind. 

Conway, Charles T., Vice-President, Liberty Mutual Insurance 
I Co., Boston, Mass. 
Craig, James McIntosh, Actuary, Metropolitan Life Insurance 

Co., New York. 
Crum, Frederick S., Assistant Statistician, Prudential Insurance 

Co., Newark, N. J. 
Downey, Ezekiel Hinton, Compensation Actuary, Pennsyl- 

vania Insurance Department, Harrisburg, Pa. 
Fackler, David Parks, Consulting Actuary, New York. 
Gaty, Theodore E., Vice-President and Secretary, Fidelity & 

Casualty Co., New York. 
Hookstadt, Carl, Expert, U. S, Bureau of Labor Statistics, 

Washington, D. C. 
Kime, Virgil Morrison, Actuary, Casualty Departments, 

Travelers Insurance Co., Hartford, Conn. 
Lubin, Harry, Assistant Actuary, State Industrial Commis- 

sion, New York. 
Montgomery, William J., State Actuary, Boston, Mass. 
Phelps, Edward B., Editor, The American Underwriter, New 

York. 
Reiter, Charles Grant, Assistant Actuary, Metropolitan Life 

Insurance Co., New York. 
Saxton, Arthur F., Chief Examiner of Casualty Companies, 

New York Insurance Department, New York. 
Stone, John T., President, Maryland Casualty Co., Baltimore, 

Md. 
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STUDENTS 

Par t  I on ly  

AgNIIT, RAY~ONII A., Secretary-Assistant Treasurer, Bankers National Life Insur- 
ance Company of Florida, Herkimer Building, Jacksonville, Fla. 

BATE~ra~r, A. E., Liberty Mutual Insurance Co., Park Square Bldg., Boston, Mass. 
CAMERON, JOHN L., Travelers Insurance Co., Hartford, Conn. 
CHEN, S. T., 402 Benjamin St., Ann Arbor, Mich. 
CONROD, S. F., Great-West Life Assurance Co., Winnipeg, Canada. 
GV~VES, I. H. (Miss), Board of Estimate and Apportionment, Municipal Bldg., 

New York. 
HALL, GRACE G. (Miss), American Telephone and Telegraph 'Co., 195 Broadway, 

New York. 
HALL, LAWRENCE L., 124 Grant Avenue, Jersey City, N. J. 
HONDORP, P., 425 S. Division St., Ann Arbor, Mich. 
IRw.r~r, J. C. W., Guardian Life Insurance Company, 50 Union Square, New York. 
Louis, P. H., 811 Catherine St., Ann Arbor, Mich. 
MILLER, ~]~. C., Assistant Comptroller, State Compensation Insurance Fund, State 

Building, San Francisco, Calif. 
NgWgALL, K., 55 Imlay Street, Hartford, Conn. 
OVERHOLS~R, D. M., Woodward, Fondiller and Ryan, 75 Fulton St., New York. 
RAIFORD, T. E., 1512 Granger Ave., Ann Arbor, Mich. 
RobiNson, E. E., National Bureau of Casualty and Surety Underwriters, 120 

West 42nd Street, New York. 
ROCKWE~., C. P., Houston, Texas. 
SKrLLIr~aS, E. S., Utilities Mutual Insurance Co., 225 West 34th St., Ne~v York. 

Part 2 only  

CAR'r~% R. B. (Miss), State Compensation Insurance Fund, State Building, San 
Francisco, Calif. 

CHRISTE~SEg, J., Examiner, New York Insurance Dept., 165 Broadway, New 
York. 

MXSTERSO~, N. E., Statistician, Hardware Mutual Casualty Co., Stevens Point, 
Wis. 

SCH~IE~t, C. L., Travelers Insurance Co., Hartford, Conn. 
U ~ ,  A. G., Hartford Accident and Indemnity Co., 44l California St., San Fran- 

cisco, Calif. 



20 

CONSTITUTION 
(As AMENDED JUNE 5, 1925.) 

ARTICLE I.--_~ame. 
This organization shall be called the CASUALTY ACTUARIAL S0CI~-TY. 

ARTICLE II.--Obiect. 
The object of the Society shall be the promotion of actuarial and 

statistical science as applied to the problems of casualty and social 
insurance by means of personal intercourse, the presentation and 
discussion of appropriate papers, the collection of a library and such 
other means as may be found desirable. 

The Society shall take no partisan attitude, by resolution or other- 
wise, upon any question relating to casualty or social insurance. 

ARTICLE III.--Membership. 
The membership of the Society shall be composed of two classes, 

Fellows and Associates. Fellows only shall be eligible to office or have 
the right to vote. 

The Fellows of the Society shall be the present members and 
those who may be duly admitted to Fellowship as hereinafter pro- 
vided. Any Associate of the Society may apply to the Council for 
admission to Fellowship. If the application shall be approved by 
the Council with not more than three negative votes the Associate 
shall become a Fellow on passing such final examination as the Council" 
may prescribe. Otherwise no one shall be admitted as a Fellow unless 
recommended by a duly called meeting of the Council with not more 
than three negative votes followed by a three-fourths ballot of the 
Fellows present and voting at a meeting of the Society. 

Any person may, upon nomination to the Council by two Fellows 
of the Society and approval by the Council of such nomination with 
not more than one negative vote, become enrolled as an Associate of 
the Society provided that  he shall pass such examination as the 
Council may prescribe. Such examination may be waived in the 
case of a candidate who for a period of not less than two years has 
been in responsible charge of the statistical or actuarial department 
of a casualty insurance organization or has had such other practical 
experience in casualty or social insurance as in the opinion of the 
Council renders him qualified for Associateship. 

ARTICLE IV.--O~cers and Council. 
The officers of the Society shall be a President, two Vice-Presidents, 

a Secretary-Treasurer, an Editor, and a Librarian. The Council shall 
be composed of the active officers, nine other Fellows and, during the 
four years following the expiration of their terms of office, the ex- 
Presidents and ex-Vice-Presidents. 
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ARTICLE V.--F~lection of Officers and Council. 
The President, Vice-Presidents, and the Secretary-Treasurer shall 

be elected by a majority ballot at the annual meeting for the term 
of one year and three members of the Council shall in a similar man- 
ner, be annually elected to serve for three years. The Editor and 
the Librarian shall be elected annually by the Council at the Council 
meeting preceding the annual meeting of the Society. They shall be 
subject to confirmation by majority ballot of the Society at the 
annual meeting. 

The terms of the officers shall begin at the close of the meeting at 
which they are elected except that  the retiring Editor shall retain the 
powers and duties of office so long as may be necessary to complete 
the then current issue of Proceedings. 

ARTICLe. VI.--Duties of O~cers and Council. 
The duties of the officers shall be such as usually appertain to their 

respective offices or may be specified in the by-laws. The duties of 
the Council shall be to pass upon candidates ~or membership, to decide 
upon papers offered for reading at the meetings, to supervise the 
examination of candidates and prescribe fees therefor, to call meetings, 
and, in general, through the appointment of committees and other- 
wise, to manage the affairs of the Society. 

ARTICLP VII.--Meetings. 
There shall be an annual meeting of the Society on such date in 

the month of November as may be fixed by the Council in each year, 
but other meetings may be called by the Council from time to time and 
shall be called by the President at any time upon the written request 
of ten Fellows. At least two weeks notice of all meetings shall be 
given by the Secretary. 

ARTICLE VIII.--Quorum. 
Seven members of the Council shall constitute a quorum. Twenty 

Fellows of the Society shall constitute a quorum. 

ARTICLE IX.--Expulsion or Suspens'ion of Members. 
Except for non-payment of dues no member of the Society shall 

be expelled or suspended save upon action by the Council with not 
more than three negative votes followed by a three-fourths ballot 
of the Fellows present and voting at a meeting of the Society. 

ARTICL~ X.--Amendments. 
This constitution may be amended by an affirmative vote of two- 

thirds of the Fellows present at any meeting held at least one month 
after notice of such proposed amendment shall have been sent to each 
Fellow by the Secretary. 
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BY-LAWS 
(As AMENDED JUNE 5, 1925.) 

ARTICLE I.--Order of Business. 

At a meeting of the Society the following order of business shall 
be observed unless the Society votes otherwise for the time being: 

1. Calling of the roll. 

2. Address or remarks by the President. 

3. Minutes of the last meeting. 

4. Report by the Council on business transacted by it since the 
last meeting of the Society. 

5. New membership 

6. Reports of officers and committees. 

7. Election of officers and Council (at annual meetings only.) 

8. Unfinished business. 

9. New business. 

10. Reading of papers. 

11. Discussion of papers. 

ARTICLE II.--Council Meetings. 
Meetings of the Council shall be called whenever the President 

or three members of the Council so request, but not without sending 
notice to each member of the Council seven or more days before the 
time appointed. Such notice shall state the objects intended to be 
brought before the meeting, and should other matter be passed upon, 
any member of the Council shall have the right to re-open the question 
at the next meeting. 

ARTICLE III.--Duties of O0~cers. 

The President, or, in his absence, one of the Vice-Presidents, shall 
preside at meetings of the Society and of the Council. At the Society 
meetings the presiding officer shall vote only in case of a tie, but at  
the Council meetings he may vote in all cases. 

The Secretary-Treasurer shall keep a full and accurate record of 
the proceedings at the meetings of the Society and of the Council, 



23 

BY-LAWS. 

send out calls for the said meetings, and, with the approval of the 
President and Council, carry on the correspondence of the Society. 
Subject to the direction of the Council, he shall have immediate 
charge of the office and archives of the Society. 

The Secretary-Treasurer shall also send out calls for annual 
dues and acknowledge receipt of same; pay all bills approved by the 
President for expenditures authorized by the Council of the Society; 
keep a detailed account of all receipts and expenditures, and pre- 
sent an abstract of the same at the annual meetings, after it has 
been audited by a committee of the Council. 

The Editor shall, under the general supervision of the Council, 
have charge of all matters connected with editing and printing the 
Society's publications. The Proceedings shall contain only the pro- 
ceedings of the meetings, original papers or reviews written by 
members, discussions on said papers and other matter expressly 
authorized by the Council. 

The Librarian shall, under the general supervision of the Council, 
have charge of the books, pamphlets, manuscripts and other literary 
or scientific material collected by the Society. 

ARTICLE IV.--Dues. 
The dues shall be ten dollars for Fellows and five dollars for 

Associates payable upon entrance and at each annual meeting there- 
after, except in the case of Fellows not residing in the United States, 
Canada, or Mexico, who shall pay five dollars at the times stated. 
The payment of dues will be waived in the case of Fellows or 
Associates who have attained the age of seventy years. 

It shall be the duty of the Secretary-Treasurer to notify by mail 
any Fellow or Associate whose dues may be six months in arrears, 
and to accompany such notice by a copy of this article. If such 
Fellow or Associate shall fail to pay his dues within three months 
from the date of mailing such notice, his name shall be stricken 
from the rolls, and he shall thereupon cease to be a Fellow or Asso- 
ciate of the Society. He may, however, be reinstated by vote of the 
Council, and upon payment of arrears of dues. 

ARTICLE V.--Amendments. 
These by-laws may be amended by an affirmative vote of two- 

thirds of the Pellows present at any meeting held at least one month 
after notice of the proposed amendment shall have been sent to each 
Fellow by the Secretary. 
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EXAMINATION REQUIREMENTS. 

SYLLABUS OF EXAMINATIONS 

S U B J E C T S  

ASSOClAa'ESHIP: (Part I: Seclions I Io 4; Part II:  Sections 5 to 8) 

Section 1. Advanced algebra 
Section 2. Compound interest and annuities certain 
Section 8. Descriptive and analytical statistics 
Section 4. Elements of accounting, including double-entry 

bookkeeping 
Section 5. Finite differences 
Section 6. Differential and integral calculus 
Section 7. Probabilities 
Section 8. Elements of the theory of life contingencies; life 

annuities; life assurances 

F~LLOWSHIP: (Part I: Sections 9 to 19; Part II:  Sections 18 to 16) 

Section 9. Policy forms and underwriting practice in casualty 
insurance 

Section 10. Investments of insurance companies 
Section 11. Insurance law and legislation 
Section 19. Economics of insurance 
Section 18. Calculation of premiums and reserves for casualty 

(induding social) insurance 
Section 14. Advanced practical problems in casualty (including 

social) insurance statistics 
Section 15. Advanced problems and practical methods of casualty 

insurance accounting 
Section 16. Advanced problems in underwriting, administrative 

and service elements of casualty (including social) 
insurance 
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EXAMINATION REQUIREMENTS. 

RUI.F.S REGARDING EXAMINATIONS FOR 
ADMISSION TO THE SOCIETY 

(AS AMENDt~D NOVEMBER 17, 1925) 

The Council adopted the following rules providing for the 
examination system of the Society: 

1. Examinations will be held on the first Wednesday and 
Thursday during the month of May in each year in such cities 
as will be convenient for three or more candidates. 

2. Application for admission to examination should be made 
on the Society's blank form, which may be obtained from the 
Secretary-Treasurer. No applications will be considered unless 
received before the first day of March preceding the dates of 
examination. 

3. A fee of $5.00 will be charged for admission to examina- 
tion. This fee is the same whether the candidate sits for one or 
two parts and is payable for each year in which the candidate 
presents himself. Examination fees are payable to the Secre- 
tary-Treasurer and must be in his hands before the first day of 
March preceding the dates of examination. 

4. The examination for Associateship consists of two parts. 
No candidate will be permitted to present himself for Part II  
unless he has previously passed in Part I or takes Parts I and 
II in the same year. If a candidate takes both parts in the 
same year and passes in one and fails in the other, he will be 
given credit for the part passed. Upon the candidate having 
passed both Parts I and II  he will be enrolled as an Associate, 
provided he presents evidence of at least one year experience in 
actuarial, accounting or statistical work in casualty insurance 
offices or in the teaching of casualty insurance science at a 
recognized college or university, or other evidence of his know- 
ledge of the actuarial, accounting and statistical work of casualty 
insurance offices as is satisfactory to the Council. 

5. In the case of applicants in the following classes, the 
Council may, upon receipt of satisfactory evidence that  appli- 
cants are within the terms of this rule, waive the passing of 
both Parts I and II of the Associateship Examination. Such 
applicants may become Associates upon passing Part I of the 
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Fellowship Examination, and may be admitted as Fellows by 
examination, provided they subsequently pass Part II of the 
Fellowship Examination. 

(a) Casualty insurance men not less than thirty years of age 
who have been in the business a number of years and 
who have attained responsible actuarial, statistical, 
accounting or semi-executive positions. 

(b) Fellows and Associates by examination of the Actuarial 
Society of America or of the American Institute of 
Actuaries. 

6. The examination for Fellowship is divided into two parts. 
No candidate will be permitted to present himself for Part II 
unless he has previously passed in Part I or takes Parts I and II  
in the same year. If a candidate takes both parts in the same 
year and passes in one and fails in the other, he will be given 
credit for the part passed. 

7. As an alternative to the passing of Part II  of the Fellow- 
ship examination, a candidate may elect to present an original 
thesis on an approved subject relating to casualty or social 
insurance. Candidates electing this alternative should com- 
municate with the Secretary-Treasurer as to the approval of the 
subject chosen. All theses must be in the hands of the Secretary- 
Treasurer before the first Thursday in May of the year in which 
they are to be considered. Where Part I of the Fellowship 
examination is not taken during the same year, no examination 
fee will be required in connection with the presentation of a thesis. 
All theses submitted are, if accepted, to be the property of the 
Society and may, with the approval of the Council, be printed in 
the Proceedings. 
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P A U L  D O R W E I L E R  C H A I R M A N  

IN CHARGE OF IN CHARGE OF 
ASSOCIATE,SHIP EXAMINATIONS FELLOWSHIP EXAMINATIONS 

A .  W. WAITE.  CHAIRMAN J A M E S  S. ELSTON. CHAIRMAN 
W I L L I A M  F. ROEBER JAMES 13'. M A D D R I L L  
HARMON T. BARBER EMMA C. M A Y C R I N K  

E X A M I N A T I O N  FOR ENROLLMENT AS A S S O C I A T E  

. 

. 

. 

. 

PART I 

Solve 

1 1 1 (a) 
x y 5 

(b) x 4 + x2y2 + y4 = 2613 t t  
x 2 + x y + y ~  = 6 7  

A cistern can be filled by  two pipes in 662/~ minutes;  if the 
larger pipe takes 30 minutes less than the smaller to fill the 
cistern find in what  t ime it will be filled by  each pipe 
singly. 

A broker  bought  a number  of $100 shares when they  were a 
certain per cent below par  for $8500. He afterwards sold 
all bu t  20, when they  were same per cent above par  for  
$9200. How many  shares did he buy and what  did he pay  
for each share ? 

(a) The  12th te rm of an Harmonical  Progression is 1/5 
and the 19th is 3/22. Wri te  the first three terms of the 
series. 

(b) Find 14th te rm of (3 -- a) 1~ 



. 

. 
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Journalize, i. e., display in their debit and credit relations, 
the following transactions: 

Premiums written, $12,500. Premiums paid, 
$9800 less Commissions $2,450. Return Pre- 
miums, $1000. Commissions on returned pre- 
miums charged back to agents, $250. Claims 
paid, $15,000, of which $5,000 is covered by rein- 
surance. Sold bonds with book value of $50,000 
for $51,400 and $1,000 accrued interest. Paid 
salaries, $20,000. Charged operation with rent 
on company's own building, $15,000. 

Draw a form for a Voucher Register providing columns for 
five classes of disbursements. Explain the operation of the 
voucher system provided for in the form drawn. 

(a) Enumerate and explain briefly three methods of 
smoothing statistical data. 

(b) What are the "rules for the preservation of areas" 
and when do they apply? 

With reference to the tabulation of representative data 
discuss the error of random sampling and the importance 
of the data being homogeneous. 

Given log 648 = 2.81157, log 864 = 2.93651. Find logs 
of 3 and 5. 

10. (a) A man puts $100 into a savings bank at the end of 
every year for 3 years. If the bank pays 4% payable 
annually, what will his savings amount to at the end of the 
3 years? 

(b) Suppose $50 is deposited semi-annually and the 
savings bank pays interest twice a year at nominal rate 
.04; to what would the savings in (a) amount ? 

11. The coefficients of the 5th, 6th and 7th terms of the expan- 
sion of (1 + x) ~ are in arithmetical progression. Find "n." 



12. 

13. 

14. 

15. 

16. 
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Develop working formulas for (a) The effective rate of 
interest in terms of the nominal rate; i. e., effective rate of 
interest in terms of nominal rate j payable m times a year. 
(b) The amount of an annuity of 1 per annum payable 
annually for n years. 

Explain briefly nature and purpose of any 
following: 

Balance Sheet 
Comparative Statement 
Adjustment Entries 
Subsidiary Books 
Income and Expense Statement 
Business Papers 

five of the 

An insurance company keeps its books on a written basis. 
What  forms of reports will it require from its agents? 
What means can it adopt to guard against fraud on the part 
of its agents in the issuing of policies and the collection of 
premiums ? 

(a) Define geometric mean. Outline a practical way of 
determining the geometric mean of a frequency distribution. 

(b) What is a weighted arithmetic mean ? Illustrate. 

Describe briefly four main classes of graphic representation 
giving practical examples of use of each. 

. 

. 

P A R T  I1 

Any o n e  of Questions 6 to 9 inclusive should be omitted. 

From nine men and five women a committee of eight is to 
be formed. In how many ways can this be done; 
(a) when the committee contains exactly three women, 
(b) at least three women? 

There are three events "a,"  "b"  and "c" of which one must 
happen and only one can happen. Odds are 3 to 8 on "a"  
and 2 to 5 on "b."  What are odds on "c"  ? 
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. An index of average  weekly wages by  calendar  years  for the  
period 1918-1924 inclusive using 1921 as base is desired. 
The  purpose of the index is to show wage t rend over  the  
period in question. The  following da ta  are available:  

No. of Average No. of Average 
Calendar Era- Weekly Calendar Em- Weekly 

Period ployees Wage Period ployees Wage 

1-1-18 
7-1-18 
1-1-19 
7-1-19 
1-1-20 
7-1-20 
1-1-21 

. 

. 

to 6-30-18 3,275 20.83 7-1-21 to 12-31-21 3,475 26.07 
to12-31-18 3,400 21.74 1-1-22to 6-30-22 3,150 25.00 
to 6-30-19 3,800 22.02 7-1-22 to 12-31-22 2,975 24.58 
to12-31-19 3,625 25.80 1-1-23to 6-30-23 3,025 24.70 
to 6-30-20 4,200 26.70 7-1-23to12-31-23 3,150 24.68 
to 12-31-20 4,250 30.45 1-1-24 to 6-30-24 3,200 24.75 
to 6-30-21 3,750 28.30 7-1-24to 12-31-24 3,225 25.00 

(a) In  solving this problem would you use a weighted or 
simple average  ? Give reasons for your  answer. 

(b) For  purposes of i l lustration construct  the indices for 
calendar  years  1923 and 1924 using 1921 as a base in 
accordance with your  answer to Pa r t  (a) of this 
question. 

Which of the i tems listed below are 
1. Ledger  Assets 
2. Non-Ledger  Assets 
3. Non-Admi t t ed  Assets 

(a) 

(b) 

(a) Marke t  Value of Bonds and  Stocks over  Book 
Value ? 

(b) P remiums  in Course of Collection (Gross 
Amount)  ? 

(c) P remiums  in Course Of Collection effective 
prior  to October  1 of the year  of s t a t ement?  

(d) Bills Receivable  ? 
(e) Book Value of Real  Es ta t e  over  Marke t  Value? 
(f) Loans on C o m p a n y ' s  Stock? 
(g) Accrued In te res t  on Collateral  Loans? 

Discuss the unsat is fac tory  aspects  of the present  means  
of redress avai lable  to an  injured employee in Mis- 
souri as contras ted  with New York  State.  
W h a t  are the l imitat ions imposed b y  law on casual ty  
insurance companies with respect  to the largest  single 
amou n t  of insurance which m a y  be wri t ten  on (a) 
a fidelity or sure ty  bond (b) a compensat ion insurance 
policy. 



. 
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Answer three of the next four questions. 

(a) State in your own words the insuring clause of a 
standard accident insurance policy. 

(b) Discuss the propriety of writing the following pros- 
pects for health insurance: 

1. Professional Musician 
2. Waiter 
3. Retired business man 
4. Electrician--Lineman 
5. Caisson Worker 

. You are designated as a home office representative to ac= 
company an agent of a multiple line casualty company in an 
interview with an influential proprietor of a combined auto- 
mobile sales agency and garage to discuss fully the prospect's 
casualty insurance needs from both a personal and business 
standpoint. The business of the prospect is located in a 
three-story building in a downtown section of a large city. 
The ground floor is devoted to salesroom, office and general 
garage work. The second floor is used as an assembling 
room for new cars and for general repair work while a 
machine shop used in connection with repairs is located on 
the top floor. The prospect also owns a home in the resi- 
dential section of the city. 

(a) Make a list of at least fifteen policies you should be 
prepared to discuss with the prospect. 

(b) Outline briefly the coverage of five of these policies as 
you would explain it to the prospect. 

8. Name some of the more essential elements to be considered 
in underwriting (a) a Fidelity Bond; (b) a Surety Bond. 

9. (a) An assured carrying a public liability policy providing 
$10,000/20,000 limits is involved in an accident in 
which one person is killed and another injured. The 
estate of the person killed is successful in getting a 
judgment of $15,000 against the assured whereas the 
injured party gets a verdict of $5,000, or in other words, 
a total verdict of $20,000 is rendered by reason of this 
accident. For how much would the company pro- 
viding the insurance be responsible ? 



10. 

11. 

12. 

13. 

14. 
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(b) If in the above accident a third person had been 
injured and had secured an award of $10,000, for how 
much would the company have been liable ? 

Three men toss a coin in succession for a prize which is to be 
given to the first to get "heads". Find their respective 
chances. 

There are 3 works, one consisting of 3 volumes, one of 4 
volumes and the other of 1 volume. They are placed on a 
shelf at random. What is the chance that  volumes of the 
same work are together ? 

The Legislature of a certain state has passed a law changing 
the annual registration fee for motor vehicles from a fiat 
amount per vehicle per year to a system of fees proportional 
to the weight of the vehicle. The budget for the succeeding 
year determines the total amount of revenue which must be 
raised through registration fees. The registration records 
of the previous several years are available. Describe in 
detail how you would determine the scale of fees which 
would yield the necessary revenue. 

Describe the general form and state the purpose of three of 
the following: 

Schedule W 
Schedule Z 
Schedule P -Pa r t  II 
New York Casualty Exhibit 

Answer either Part  (a) or Part  (b) 

(a) Discuss the insurance carrier's liability in the fol- 
lowing case: 

An automobile dealer held an insurance policy 
covering him against theft, robbery, or pilferage. A 
mechanic named Cole was robbed of his cheek-book 
and union card by a swindler who went to the automo- 
bile dealer and represented himself as Cole with the 
aid of the check-book and union card. The swindler 
tendered a check after banking hours as the first 
installment in payment of a car, which by written 
agreement was not to be removed outside the 
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(b) 

Answer 

county. The dealer telephoned the bank and was 
assured that the check was good for the amount 
drawn. The swindler was given possession of the 
car, with which he immediately disappeared. 
An employer operating under the Compensation 
Law 'of a certain state is fostering a baseball team 
among his employes. While playing baseball on his 
employer's team, an employee is injured. If the 
game were played on a holiday, i. e., other than dur- 
ing regular working hours, would  the employee be 
entitled to Compensation for his injury? Give 
reason for your answer. 

three of the next four questions. 

15. What  information regarding applicants is necessary in 
underwriting Accident and Health Insurance ? 

16. In what respect does a plate glass insurance policy differ 
from other indemnity policies ? Discuss the advantage or 
disadvantage of an insurance carrier having its plate glass 
business concentrated in one locality. 

17. Outline the forms of coverage needed by a contractor erect- 
ing a 10-story reinforced concrete building in (a) New 
York, (b) North Carolina, to protect him against claims 
brought by employees and public. (c) What additional 
coverage would he require if he subcontracted part of the 
work ? 

18. What would be your reaction as an underwriter to the fol- 
lowing Compensation risk? 

General Contractor 
Premium for 4 years--S4,000. 
Losses for same period--S4,500, made up of the 

following: 
Fatality 
Loss of hand 

Miscellaneous 

$3,000 (fell off roof) 
500 (infection following a cut 

on finger) 
1,000 (made up of indemnity and 

medical on accidents com- 
mon to class of operations 
conducted) ? 
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E X A M I N A T I O N  FOR ADMISSION AS F E L L O W  

. 

P A R T  I 

(a) Solve x y  + ab = 2 ax .  
x ~ y= + a=b 2 = 2b2y~. 

(b) Prove  t ha t  the roots of the following equat ion are 
rat ional  provided a, b, and  c are rat ional  

(a + c -- b) x 2 + 2 c x +  (b + c - a) = O. 

. (a) F ind  the coefficient of x" in the expansion of 

(b) Prove  b y  ma thema t i ca l  induction t ha t  

• 2 + 2  2 + 2  ~ +  . . . .  + 2 "  = 2 ( 2 " - -  1 ) .  

2 + x + x  2 
(1  + x )  8 

. (a) Find the  value of 

1 1 1 1 1 
2 2.2 2 + 3.2 8 4.2 4 + 5.2 5 . . . . . .  

(b) Determine  for which values of x the  following series is 
divergent  and  for which it  is convergent  

2 6 x2 14 2 " -  2 x , _ 1 +  
l + - ~ x + - ~  + ] - 7  x 3 + "  " " 2 " 4 1  " " 

. 

. 

(a) F ind  by  the  method  of undetermined  eoeffieients~the 
sum o f l  2 + 3  2 + 5  2 + 7  2 +  . . . t o n t e r m s .  

1 1 

(b) i f y = a  4 , , , _ , . +  x ( l  + x2) + x l O g , , f i n d  dy  
X ~  1 - -  x 2 dx  " 

d~v 
(a) If Iog(u+v) =u-v, find -~ in terms ofuandv. 

(b) Derive Maclaurin's Theorem andbymeansofitexpand 
a • to four terms.  
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. (a) I f y =  (a~ _.l_ xS),4 -be~'+~+3 (x-b 2),find ydx. 

( .  y~ dy (b) Find . ]  y ~ + 5 y  2 + 8 y + 4  " 

. (a) The values of a function are 150, 392, 1,452, 2,366 
and 5,202 corresponding to the values of the argu- 
ment 5, 7, 11, 13, 17 respectively. Apply the La- 
grange formula to find the value of the function when 
the argument has the value 9. 

(b) Obtain the first six terms of the series for which 

3 U o  2 ---- A U o .  

3Uo = 5 - -  2AU~. 

3 ul = 11 -- A u2, assuming second differences 
constant. 

. (a) The following are the populations for three consecutive 
quinquennial age groups; 44,132, 41,922, and 39,387. 
Find the population for the middle individual age 
group. 

(b) Derive a formula expressing the n th term of a series 
in terms of the first term and its differences. 

. (a) Discuss the characteristics and relative advantages of 
the (1) arithmetic mean, (2) mode, (3)median,  
(4) geometric mean, (5) harmonic mean. 

(b) Explain the general principles underlying the method 
of least squares. 

10. From the following data draw ~diagram illustrating graphic- 
ally the correlation between the length and breadth of shells. 
What is meant by coefficients of correlation and to what ex- 
tent are they of use in statistical investigations? Outline 
the method of finding the coefficient of correlation between 
the length and breadth of the shells whose measurements are 
tabulated. 
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.9 
1.0 

1.1 
=~1.2 
~ 1 . 3  
~ 1 . 4  

~ 1 . 6  
~ 1 . 7  

1.8 

1.9 
2.0 
2.1 
2.2 

(a) 

1.0 1.3 

. 7 1  1 

.8 1 
1 

LENGTH OF SHELLS 

1.6 1.9 2.2 2.5 2,8 3.1 3.4 3.7 4.0 4.3 

2 1 

6 1 1 
1 1 
1 3 

4 

1 
2 1 
3 1 

4 7 
1 7 

6 

2 
2 
8 3 1 
1 4 1 

1 3 1 
2 2 

2 3 
1 

11. Calculate  the s tandard  deviat ion in the  case of the  
following analysis  of weight  of women 

Weight  . . . . . . . . . . .  170 165 160 155 150 145 140 135 
No. of Individuals  1 1 3 3 10 20 30 45 
Weight  . . . . . . . . . . .  130 125 120 115 110 105 100 
No. of Individuals  75 85 55 50 25 6 3 

(b) Give one form of the equat ion of the normal  curve of 
error  or Gauss '  probabi l i ty  curve, explaining the  con- 
s tants  involved. 

12. (a) Assume tha t  f rom the experience of your  company  you 
have  obta ined a mor ta l i ty  table  showing the  number  
living a t  each age according to your  experience on 
widows awarded compensat ion benefits. Explain  
exact ly  how you would construct  the ordinary  com- 
mu ta t i on  columns for this table.  

(b) W h a t  is mean t  by  the Law of Uniform Seniori ty and  
under  what  conditions does it hold ? 

13. A widow age 35 has a son age 10 and a daughte r  age 8. 
F ind  expressions in te rms  of nP, and  corresponding functions 

for the  following probabilit ies,  
(a) t h a t  a t  least  one of the  family  is alive a t  the end of 10 

years. 
(b) t ha t  only the widow will be alive a t  the  end of 10 years.  
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(c) that  the widow will die in the tenth year and the 
children survive that  year. 

(d) that the widow will survive 10 years but that at least 
one child will die within 10 years. 

(e) that at least one of the family dies within 10 years. 

14. If death benefits of a Workmen's Compensation law pro- 
vide 30% of the deceased's wages as long as the widow sur- 
vives, and also 10% to each child until age 18 while the 
mother survives but increased to 15% if the mother dies, 
obtain an expression in terms of life and temporary life 
annuities for the present value of the benefits at death where 
the wage was $1,500 per annum and the dependents were a 
widow age 35 and children 5, 7 and 10 respectively. 

15. (a) Discuss the economic aspects of self-insurance under 
Workmen's Compensation laws. 

(b) Discuss coverage of occupational diseases under Work- 
men's Compensation laws from the social insurance 
and economic viewpoints, both as to theory and actual 
practise in the United States and Europe. 

16. Discuss Compulsory Automobile Insurance as a plan of 
social insurance. 

J . 

PART 11 

1. (a) Describe briefly upon what data each of two accident 
tables, which have been used in the compilation of 
country-wide rate-making data for Workmen's Com- 
pensation Insurance, was based. 

(b) Outline a plan for collecting and tabulating data for a 
table which could be used in place of these tables, giv- 
ing in particular the extent and scope of the investi- 
gation which would be necessary. 

2. (a) In connection with the recent National Council 
revision of the Workmen's Compensation rates it was 
stated that  companies were failing to collect full pre- 
miums because of understated payrolls in some classi- 
fications or underestimated advance premiums. If 
this were universally true, what would be the effect 
(a) on pure premiums shown in schedule "Z"; (b) on 
loss ratios used in the projection factors; (c) on adjusted 
rates computed from experience rating data ? 
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(b) A reinsurance company offers to pay your company's 
excess liability losses, either (a) over 5/10 for 60% of 
the excess premium your company has written there- 
for, or (b) over 10/20 for 50% of the excess premium 
written for the latter limits. What analysis would 
you make to determine which treaty to accept ? 

Give the principal features of an Automobile Liability 
statistical plan, showing the items in the punch cards to be 
used in connection with this plan, and sketching the skeleton 
form of a schedule for reporting statistical information for 
ratemaking. 

. The New York Casualty Experience Exhibit provides for a 
report of expenses by lines of insurance and divisions of 
expense. Assuming that  the accounting records show no 
separation of general administration expenses by lines, dis- 
cuss what methods you might follow in making an analysis 
by lines of insurance. ..-, 

. 

. 

(a) 

(b) 

Pure premiums for Workmen's Compensation Insur- 
ance were based on the year 1920. In the multipliers 
used to project this experience in rates to be effective 
in 1925 no wage factor was introduced. What con- 
ditions would justify the omission of this factor? If 
a wage factor had been introduced, what, if any, would 
be the objections to the use of a fiat factor ? 

Outline briefly the basis of premiums in Steam Boiler 
Insurance. 

(a) Review briefly the basic National Council manual for 
Workmen's Compensation Insurance, giving the source 
of the rates and stating how the classifications are 
divided into groups. 

(b) Discuss the question of whether there should be few 
classifications including a large number of risks or a 
larger number of classifications. Which of these views 
governed in the selection of classifications for the pres- 
ent manual ? 



. 

39 

1925 E X A M I N A T I O N S  O F  T H E  S O C I E T Y  

(a) What important factors are to be considered in es- 
tablishing scientific rates for Plate Glass Insurance? 
What statistical information is necessary ? 

(b) It  is suggested that sickness benefits represented by the 
following formula would be suitable: 

10 { ( K : , "  - K 2 )  - -  ( K , o  ~' - KTo") } 

p = -{-5.. { (K:, 1'/1' 7 K7~12/12) "-~ (Kz" /a l l  - KToU/"n) + N~o. } 

J 

12 (2 ~:.~1 D~ 

Explain the meaning of the various functions involved 
and analyze the coverage and premium payments 
contemplated. 

. Discuss the rationale of Schedule P determination of re- 
serves for unpaid losses for each of the last four policy years 
(I) for Liability, (2) for Workmen's Compensation Insur- 
ance. Discuss reasons for the principal change in the 1924 
Convention Statement Schedule P for Workmen's Com- 
pensation. 

. A company writes accident business for six months--  
October 1, 1924, to April 1, 1925. All premiums are paid on 
the annual basis. There are no lapses prior to June 30, 
1925, upon which date all the business is to be reinsured on a 
20% commission basis. The commission paid by the 
company to its agents for business of January, February, 
and March, 1925, amounted to $1,117. The premiums 
during the six months were as follows: 

October . . . . . . . . . .  $ 720 January . . . . . . . .  $2,400 
November . . . . . . . .  1,200 February . . . . . . .  1,800 
December . . . . . . . .  3,600 March . . . . . . . . .  1,200 

making a total of $10,920 of premiums in force as of June 30. 
What entry should be made in the books, giving the amount 
of each entry to cover reinsurance transactions? What 
entries should be made on the income page and the 
disbursements page of the Annual Statement for 1925 to 
show the  Gross Premittms, Reinsurance Premiums and 
Commissions ? 
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What are the requirements for loss reserves for Credit 
Insurance in the Annual Statement blank? Give the 
reason for these requirements. 

Explain in detail how you would obtain the reserve 
liabilities on Non-cancelable Accident a~ad Health 
Insurance for the Annual Statement. 

11. (a) 

(b) 

What items of information can be derived from the 
Annual Statement with reference to the Automobile 
Liability business only of a company ? 

A company writing Surety and Fidelity business finds 
on December 31 that  it has 1,000 notices of loss in 
which loss papers have not been completed. How 
would you determine the reserve to be entered in the 
Annual .Statement of the company to cover these 
notice cases ? 

12. The Annual Statement of a Casualty Company as of Decem- 
ber 31, 1923, having a capital stock of $500,000.00 showed 
ledger assets of $1,000,000.00 made up as follows: 

Book Value of Real Estate . . . . . . .  
Mortgage Loans on Real Es ta te . .  
Book Value of Bonds . . . . . . . . . . . .  
Cash in Office and Balks  . . . . . . . .  
Premiums in Course of Collection. 

$90,000.00 
115,000.00 
662,000.00 
33,000.00 

100,000.00 
$1,000,000. O0 

During 1924 the following transactions took place: 

Gross premiums written, $800,000.00; reinsurance 
premiums, $20,000.00; return premiums $50,000.00; 
premiums on policies not taken, $80,000.00; interest 
and rents received, $52,000.00. 
Gross losses paid amounted to $360,000.00, Which were 
reduced by reinsurance recovered of $10,000.00 and 
salvage $5,000.00. Payments for loss expenses, com- 
missions, salaries, taxes and other expense items 
amounted to $300,000.00 and a stock dividend of 10% 
was declared and paid. 
The book value of real estate was increased to 
$100,000.00 by a profit and loss adjustment. 
$20,000.00 was loaned on mortgages. Bonds having a 
par value of $10,000.00 and a book value of $9,500.00 
were sold (without brokerage) at 98 and accrued in- 
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retest of $625.00 which is included in interest income 
above. Bonds having a par value of $8,000.00 and a 
book value of $8,150.00 matured during the year. 
Net premiums collected in cash during the year 
amounted to $700,000.00. 

Make up a statement as of December 31, 1924, following in 
general the form prescribed by the National Convention of 
Insurance Commissioners containing Income, Disburse- 
ments, and Ledger Assets. 

(a) Outline a system of rating apartment and tenement 
house risks for Public Liability Insurance which would 
take into account differences in hazard. Indicate 
what features of your plan are in use today and discuss 
the feasibility of adopting the methods you suggest. 

(b) Discuss the underwriting of risks for Group Accident 
and Health Insurance. 

(a) Discuss briefly the application of experience rating to 
Manufacturers' and Contractors' Public Liability risks. 

(b) Discuss a conclusion that, because its morbidity rate is 
lower, coal mining is more healthful than ordinary 
occupations. What would you advise as to acceptance 
of coal miners as Health Insurance risks ? 

(a) In connection with Workmen's Compensation Schedule 
Rating discuss a proposal to divide practically all 
industry into a relatively small number of compre- 
hensive groups of fairly like-hazard classifications, and 
to prepare and apply a separate schedule for each 
group for the rating of the individual risk. 

(b) For experience rating, what relative consideration 
should be given to frequency and to severity of acci- 
dents experienced? Describe the plan in use in any 
state you choose for experience rating of Workmen's 
Compensation risks. 

(a) Discuss briefly the principal features to be investi- 
gated in the inspection of risks for Electric Machinery 
Insurance. 

(b) Discuss briefly the problems involved in loss adjust- 
ments on Mercantile Open Stock Burglary Insurance. 




