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"History,  like life, must be continuous or die: 
character  and institutions may  be altered, but  
slowly; a serious interruption of their  develop- 
ment throws them into national amnesia or 
insanity."  

--Will  Duran~. 

"Science writes of the world as if w{th the 
cold finger of a starfish; i t  is all true; but  what is 
i t  when compared to the reali ty of which it 
discourses?" 
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P R O C E E D I N G S  
NOVEMBER 15, 194o 

AVERAGING IN CASUALTY INSURANCE 
PRESIDENTIAL ADDRESS BY FRANCIS S. PERRYMAN 

There will possibly be some who will consider that the title of 
this address contains a certain amount of redundancy, for, they 
will say, is not insurance wholly a matter of averaging. Basically 
this is so, but of course there is a good deal more to insurance than 
mere averaging; what I want to do, however, is to invite you to 
give your attention to some of the considerations that underlie this 
basic process of averaging. All of us, I suppose, in whatever field 
our activities may lie, take many things for granted because of 
long familiarity with them, and we are often a little surprised, 
when we take the time to do it, to find how beneficial can be a 
re-examination of fundamentals. Sometimes we are led to this re- 
examination by the elementary questions of some one not familiar 
with our field of work ; who therefore does not take for granted all 
our "self-evident" principles: sometimes an occasion such as an 
address to our professional Society may start us exploring the 
fields through which we are accustomed to proceed, swiftly and 
scarce heeding, along well-trodden paths. This address will have 
fulfilled its object if it is such an occasion. I do not mean to 
imply that I happened to cast around for a topic on which to 
speak and said to myself, "It would be a good idea to talk about 
averaging--it would benefit the members to have to listen to such 
a discussion and one day it might turn out to be of real practical 
value." Of course not. Today, when so much of the world is 
topsy-turvy and the spirit of change, or even more than change, 
complete re-arrangement, if not revolution, is in the air as re- 
spects our social, political and economical life, we in our business 
and professional lives find ourselves coming up against ideas, 
thoughts and questions, many of which can be grouped together 
because in the language of this address they are concerned with 
this process of averaging. In other words, this question of how 
to average is in the air. 

1 
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To allay the fears of some of my less mathematically minded 
friends let me hasten to make it clear that I am not going to dis- 
cuss mathematical averages, arithmetic, geometric or harmonic, 
unweighted or weighted, or what have you. All I mean here by 
averaging is the fundamental process of insurance, the spreading 
of the risk and the determination of the proper manner of charg- 
ing for the insurance. If I were writing a comprehensive treatise 
on the subject it would take me considerable time to get going, for 
it would be necessary to give appropriate definitions to insurance, 
coverages, considerations, premiums and so on: but since my ob- 
ject is to present thoughts on certain aspects of averaging, I can 
proceed much more quickly to those aspects. Books on insurance 
start by defining insurance and then subsequently explain how it 
is necessary to do a certain amount of grouping for the purpose of 
equitable treatment of the various persons insured: then there 
must be appropriate measures of the hazard and thus we get the 
genesis of some of the most useful technical methods used in in- 
surance, namely classification, and the use of exposure bases. A 
simple example such as the following may be given to illustrate. 

Take the case of fire insurance on a group of cottages in a vil- 
lage. If these are all similar--of the same size, construction and 
circumstances with respect to fire hazard--then it would be rea- 
sonable to charge equal premiums for each cottage for complete 
fire coverage. The actual amount of the appropriate premium 
would have to be determined by experience, but the point here is 
that each cottage should be charged the same amount. Now sup- 
pose another cottage of just twice the size and value of each of 
the others ; then the theory would be that the chance of a fire was 
the same for every cottage but that a fire would do twice as much 
damage in the big cottage and so the premium for it should be 
twice that for each of the others. Similarly, if there were other 
cottages of varying size or value, the premiums should vary ac- 
cording to the size or value; in this case the basis of exposure is 
the size or value of the cottage, being the measure of the degree 
of the insurance hazard. The essential thing in this case is to find 
a basis of measuring the size of the insurance hazard in a group of 
risks similar except as to variation in size. The premium for each 
building would be fixed by applying a "rate" to the "exposure" 
for the building. Now to return for a moment to our village, let 
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us suppose that there was another group of buildings of different 
construction, location, use, etc., such that the fire insurance hazard 
was uniform as between each member of the second group but 
considerably different from that of a similarly sized or valued 
cottage in the first group. Then each of the buildings of the sec- 
ond group should take the same premium, but this would be dif- 
ferent from the premium for a similarly sized cottage in the first 
group--how different would have to be determined by experience 
or by consideration of factors such as type of construction , ex- 
posure to fire hazard and so on. Within thls second "classifica- 
tion" of buildings might be buildings of different size or value, ~o 
that as in the case of the first group or classification we would set 
up a rate for the class and apply this rate to the exposure which 
would measure the size of the hazard. We might have still other 
classes of buildings in the village, each of which would have its 
own rate. So the premium for any building would be fixed by 
determining the "classification" to which the building belongs 
and applying the rate for that class to the "exposure" for the 
building. 

This illustration is of course of an ideal simplicity rarely en- 
countered in practice. It serves, however, to bring out the quali- 
ties we should have in our conceptions "classification" and "ex- 
posure." All the "risks" within a given class or classification 
should be homogenous except for the variations in size which 
are measured by the exposure. I do not intend to give any 
precise definitions of these terms "class," "exposure," etc., particu- 
larly as their use and meaning varies somewhat in different kinds 
of insurance. I intend generally to give them the significance 
they have in casualty insurance. It will be observed 

(a) that the degree of homogeneity attained within a class can 
never be absolute since no two risks are exactly alike, and 
as a matter of convenience we must in practice avoid too 
great a multiplicity of classes and so make reasonable 
groupings; our classes, however, should be reasonably 
homogeneous. 

(b) There is a certain amount of interdependence between 
class and exposure: the use of exposure permits of the use 
of a smaller number of classes with larger numbers of risks 
in each. Thus, to take the village illustration, instead of re- 
garding the first group of cottages as one class with mem- 
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bers of varying size we could have taken each size of cot- 
tage as a separate class with an appropriate premium. 
Further, the choice of a suitable exposure basis can ma- 
terially simplify our problem of selecting classes. For ex- 
ample, if it were found that the premiums for every build- 
ing in our hypothetical village varied according to some 
physical measurement, say floor area, we could throw all 
the buildings in one class and set a rate per square foot of 
floor area. 

The problem of how to set up proper classes and proper ex- 
posure bases has been discussed by various writers on insurance. 
Some attention has been given to the question in the Proceedings 
of this Society; for some not very apparent reason, rather more 
attention appears to have been given in our Proceedings to "ex- 
posures," though this is only one part of what is really a single 
subject. In practice, the setting up of classes for a new kind of 
insurance is initially a matter of judginent and trial and error. 
The initial choice can be checked later when experience is col- 
lected. I t  must be confessed that most of even our elaborate 
casualty statistical systems do not always help as much as might 
be anticipated : they will often furnish a guide to the combination 
of existing classes but normally do not give much help in deciding 
whether a given class is sufficiently homogeneous. This is because 
experience is usually collected on existing classes, and unless much 
finer statistical divisions are made we can discover desirable subdi- 
visions of non-homogeneous classes only by underwriting obser- 
vation and judgment. Theoretically we might get some of this 
information by the application of modern statistical theories of 
dispersion and sampling : at any rate we could see whether a class 
was homogeneous or not, but in practice our statistics are subject 
to so many disturbing influences that these theories are rarely 
appropriate for this purpose. 

When we consider the complexity of modern life we can readily 
understand that in order to take care of the many varieties of 
risks that arise even in respect to a single major kind of insurance 
it is necessary to set up a large number of classes. Various de- 
vices have been developed to keep the number of separate classes 
within manageable limits: most of these are in the nature of the 
setting up of a comparatively small group of large classes, not so 
homogeneous as we would desire, and then having a procedure for 
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dividing each class into sub-classes : we have a basic rate applying 
to each class, such rate being appropriately modified for each sub- 
class. These devices include our familiar instruments of sched- 
ule, experience and merit rating. Thus our scheme for the appli- 
cation of averaging to developing rates for individual risks con- 
sists of : 

(a) first of all deciding the overall amount we should collect 
for all the risks to be insured--in other words determining 
the rate level 

(b) dividing the risks into broad groups or classes each with 
an exposure base and determining how much is to come 
from each--in other words fixing the relativity of rates 
between the individual classes 

(c) fitting the rates to the individual risks in each class by the 
use of schedule, experience or merit rating or other appro- 
priate device. 

It  will be well understood that the above formal procedure will 
be the full procedure for a major species of insurance: for a 
smaller kind of insurance the procedure will not be so formalized : 
some of the steps will be impossible to carry out and rates for in- 
dividual classes or even risks may be set by considering the ex- 
perience of the individual class or risk or else on the basis of 
underwriting judgment. However, this does not vitiate our line 
of reasoning, for here we are concerned with the principles that 
would be followed if a sufficient amount of business and experi- 
ence was available to allow of the full application of the funda- 
mental insurance procedure of averaging. 

The above is a sketch of what may be described as the classical 
theory of averaging: let me hasten to emphasize that is only a 
sketch--it does not pretend to be more than sufficient to indicate 
the outline of the theory that is familiar to all of us, although like 
many of the fundamentals of our business this process of averag- 
ing is taken too much for granted by all of us, and it is only rarely 
we have the occasion and take the time to think about it. My 
reason for confining myself to such a sketch is that I intend in 
this address merely to call your attention to some of the difficul- 
ties in the practical use of the theory. By "classical" theory I 
intend of course to mean the generally accepted and time-honored, 
settled or supposedly settled body of thought on the subject. To 
this I should append the observation that the theory sketched is 



AVERAGING IN  CASUALTY INSURANCE 

primarily applicable to commercial insurance and may require 
modification for social insurance--I shall return to this point 
later. First, however, let us consider the expense portion of insur- 
ance premiums. The theory of averaging given above is con- 
cerned only with the proper premium for insurance hazard, or in 
other words with the pure premium: but the insurance carrier 
has of course expenses, and it is necessary to determine, not only 
what these expenses are or will be, but also the incidence of these 
expenses and how expenses should be charged against the various 
risks. In casualty insurance we usually talk about the expense 
loading and generally assume that this is a percentage of the pure 
premium or of the final premium, but it is not at all certain or 
even prima facie probable that this is the correct method of load- 
ing: to assume that loading means such a percentage is to beg the 
question and illustrates how a habit may mislead us. As many of 
you know, the first kind of insurance I first grappled with in my 
business career was life insurance, and in the course of my actu- 
arial studies in England we first dealt with net premiums (in 
other words pure premiums) and then proceeded to consider 
"office premiums," this being the rather quaint name for the final 
premiums to be charged. The normal or basic method of loading 
was revealed to be "a constant and a percentage" or in the nota- 
tion suggested by Mr. Carlson (P. C. A. S., Vol. XX). 

P = ~ p + f l  
where ~ is the proportional or percentage part of the loading and 
B is the constant (do not confuse this "constant" as used here 
with the policy constants, e.g., loss and expense constants used in 
casualty insurance-the constant here is an addition to the pure 
premium). This formula seemed to us students to be quite rea- 
sonable since there were some expenses of life insurance com- 
panies that obviously varied as the sum insured (and had no 
relation to the size of the pure premium)--such expenses as the 
policy stamp and the agent's first year's commission, both of 
which were so much per unit of sum insured. Then there were 
other expenses that varied decidedly as the premium--such as the 
agents' commissions on renewals: and as regards other more gen- 
eral expenses it seemed reasonable to allot some into the first cate- 
gory and some into the second. Apart from discussions as to how 
much of the expenses should be charged as "constant" and how 
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much as "percentage," about the only other basic principle dis- 
cussed was whether the expenses should not be varied according 
to the policy size (i.e., the size of the sum insured or of the final 
premium, not the size of the premium rate). It  was generally 
conceded that large policies could be handled rather more cheaply, 
proportionately, than small ones but in practice all that was done 
was that some companies had some special low rates that were 
applicable only to policies of over a certain size. (It may not be 
amiss to mention here that in England life insurance rates, or 
other insurance rates for that matter, are not subject to any gov- 
ernmental control.) 

When later I came to study casualty insurance in this country 
I found that the current loading fornmla was slightly different-- 
the "constant" being missing and the formula being 

P - - = p  
Further I found that for many people this formula had acquired 
a kind of sacredness, so that even to think of modifying it was 
anathema. I probably would not have said so much about the 
contrast between the basic life insurance loading formula and the 
basic casualty formula had not I been reminded of it twice within 
the last month or two by suggestions that were made to the effect 
that possibly some of the loading of casualty rates should be put 
in as a function of the pure premium. So in effect I am here re- 
cording that if the casualty business "develops" the loading 
formula 

P - -  ~ p +  fl 
I shall already have had some acquaintance with it. 

During the years since I came into casualty insurance we have 
seen development of other ideas regarding the proper loading of 
casualty insurance rates, most of which have the effect of "gradu- 
ating" the loading so that the final effect is to load the larger pre- 
mium sizes (not premium rates) proportionately less than the 
smaller. We have seen the introduction of expense constants 
(and loss constants as well), graduated commission and expense 
loadings, and other schemes (e.g., retrospective rating) where the 
expenses are charged otherwise than according to the "standard" 
(flat percentage) basis. I would have liked, and originally in- 
tended, to give examples of the formulas for such expense load- 
ing plans so that you could contrast them with the simple "stand- 
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ard" formula P - -  a p: but the mathematical formulas are com- 
plex and so I regretfully omit them. However, I am getting 
ahead of my story: before discussing how rates are loaded we 
should first go back and examine the incidence of expenses so as 
to make up our minds as to the kind of loading plan we ought to 
adopt. The underwriting expenses of casualty insurance carriers 
consist of many different varieties: they may be conveniently di- 
vided into commissions to producers, cost of the acquisition of 
business, taxes, cost of settling claims, cost of inspections and 
safety work, cost of making payroll audits and the general ex- 
penses of underwriting and administering the business. Since a 
carrier may, and often does, transact many varied kinds of 
business and in many different states, it is not a simple problem to 
allocate the expenses properly so that it can be determined how 
the various kinds of insurance in the various territories should be 
charged with their proper share, and, to carry the process a stage 
further, how to ensure that the premiums for the individual risks 
are loaded with an equitable amount for expenses. Remember 
that this part of the discussion assumes that the risk portions of 
the premiums (net premiums, pure premiums or whatever they 
may be called) have been properly and fairly determined--an 
assumption that, as indicated above, is only approximately re- 
alized in practice. 

Some of the expenses are comparatively easy to apportlon--for 
example, commissions or even total acquisition costs may be pay- 
able as a percentage of premium: the percentages may vary for 
different types of risk, it is true, but it will be known what the 
percentage is for any given risk. Similarly, premium taxes may 
be and usually are a definite percentage. For other types of ex- 
pense, other principles may well be found to hold: for example, 
claim expenses may for a particular kind of insurance be found 
to be proportionate to the losses. Certain expenses, e.g., payroll 
audit costs, may be peculiar to certain types of insurance and so 
of course should be assessed against only those types. In general 
however, a proper allocation of expenses--whether to major lines 
of insurance or to particular classifications within a line or to par- 
ticular states or other territorial divisions or to particular types 
of individual risks--cannot be made from theoretical considera- 
tions or by taking thought, even enormous quantities of thought: 
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no, a great amount of investigation has to be undertaken. Our 
Proceedings contain a number of papers on this expense allocation 
question; on the proper principles upon which investigations 
should be founded as well as on the most suitable practical meth- 
ods and mechanics that should be and have been utilized. The 
problem is undoubtedly a difficult one and one which has not yet 
been attacked as thoroughly or as successfully as the collateral 
one of the determination of pure premiums, i.e., the proper 
charges for the insurance risk. Indeed, up to a fairly recent time, 
not a great deal of attention was paid to the expense end of pre- 
mium determination--the usual procedure being to ascertain 
roughly the expenses, for the major lines of insurance, and then to 
load all pure premiums for that line by one flat percentage loading 
--making a few exceptions for particular subdivisions of the line 
where an obvious departure from this proceeding was clearly in- 
dicated, as for example if different commission rates were by cus- 
tom allowable. It should be mentioned here--if only merely to 
show that I have not overlooked i t-- that  in some lines of insur- 
ance, such as elevator and boiler, where the inspection service is a 
major, if not the major, benefit of the insurance contract, the in- 
spection cost is treated more nearly along the lines of the loss 
cost; although even here the methods used were at first compara- 
tively crude and have only recently been somewhat improved : de- 
spite which perfection has not been yet attained, by a lofig Way. 

Now let us suppose we have investigated and ascertained how 
casualty insurance carriers' expenses are properly distributable. 
Then we should "load" our pure premiums accordingly so that 
each policy provides the proper expense loading: this should be 
done along the same lines as pure premiums are determined, that 
is to say, by a similar process of averaging. We can't pretend to 
make premium rates so that the expense portion will exactly pay 
for all the expenses properly belonging to the single polic)r any 
more than we can hope that the "pure premium" portion will pro- 
vide exactly for the actual losses : what we aim at of course both in 
the case of the pure premium portion and the expense portion of 
the premium is that in a large group of similar or homogeneous 
policy contracts the pure premium portion and the expense portion 
will balance the actual losses and the actual expenses. Some 
policies will, in any particular year, have a heavier incidence of 
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losses than others, and the same is true for the expenses, but over 
all, and in the long run the pure premium and the expense por- 
tion should be fair averages. What I mean by fair averages and 
why it is so essential that the rates are fair averages I will discuss 
more fully a little later. 

Before closing this discussion of expense loadings, however, 
I want to go back for a moment--go back, that is, in the logical 
presentation of the subject--and briefly touch on another aspect 
of the expense element that perhaps should have been considered 
before investigating the proper distribution of expenses. The ex- 
penses I have been talking about are, or at any rate I have im- 
plicitly taken them to be, the actual expenses incurred by insur- 
ance carriers: it is pertinent however to raise the question of how 
much these expenses should be, or at any rate whether there are 
or should be any brakes or checks so as, for example, to prevent 
them from being unreasonably high. The theoretical answer to 
"how much" is, no doubt, that the expenses of a carrier should be 
enough to enable the carrier to give efficient service and should 
be no more : this is of course very indefinite, for who is to say what 
is efficient service, and who is to say how much it takes to provide 
that? Further, there is room for considerable difference of opin- 
ion as to how much "service" should be provided by the carrier, 
particularly as regards some forms of service. It might hot be too 
difficult to set up standards of, say, claim service or at any rate it 
might not be so difficult to set up such standards as to set up 
standards for, say, accident prevention work--for in the case of 
claims the (usual) policy contract calls for the handling of all 
claims matters by the carrier, but as to accident prevention the 
very extent or degree to which such service should be provided 
can easily be debatable, to say nothing of the difficulties of agree- 
ing on the value of such service, measured in terms of expense 
loading. Then we can have even more indefinite questions, such 
as, for instance, the extent to which carriers should engage in re- 
search work and in fact the level to which all the more general 
expenses of the carrier should be pitched. A few expenses are, for 
the purpose we aide at the moment discussing, quite definite; for 
example, premium taxes. Commissions are often considered in 
this category since the percentage of premium paid as commission 
is usually definitely fixed: however, of late years this acceptance 
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of traditional commission rates has been challenged, the view 
being advanced that this item of cost should be subject to the 
same kind of critical scrutiny with a view to verifying its value 
to the purchaser of the insurance. 

We are, nevertheless, not left entirely without any checks or 
brakes on the expense portion of our insurance premiums--in fact, 
we have a very powerful check, namely the salutary effect of com- 
pet i t ion-save in the case of monopolistic insurance, which we 
will leave aside for the moment. This effect of free competition 
between different types of carriers and between individual car- 
riers operates, and in much the same way, not only in the direc- 
tion of acting as a curb on the level of expenses, but also in the 
direction of requiring continual attention to the proper applica- 
tion and use of the principles discussed earlier of averaging 
the loss and expense portions of insurance premiums. Many 
of you, quite understandably, may have said to yourselves, "The 
theories set forth as to how we should spread loss costs equitably 
over the various classifications and individual risks, and as to how 
we should determine accurately the proper distribution of ex- 
penses and charge such expenses accordingly--these theories are 
doubtless good theories, but do we have to go to these extremes; 
do we have to have all these refinements; haven't we got to be 
practical as well as theoretical? Can't we short-cut some of these 
no doubt correct but yet burdensome detailed procedures? What 
difference does it make in the long run if we have only rough jus- 
tice between various classes and types of risks ?" The answer to 
all of this is competition. If we have only rough justice instead 
of correct scientific equilibrium in the premium charges for dif- 
ferent classes, along will come competition in the shape of some 
wideawake rival carrier. This holds equally for loss costs and for 
expense costs: and a similar consideration operates in respect of 
the level of expenses: if proper and adequate service can be pro- 
vided at a certain expense level, any group of carriers with higher 
costs will find competitors springing up ready to supply the ser- 
vice at the economic cost level. The same is true regarding ser- 
vices supplied or offered that the public does not regard as neces- 
sary: all service charged for must be capable of being, and must 
be, justified: this includes the service rendered by the business 
producer (regardless of the type of sales organization utilized). 
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The cost of "producing" business amounts to a considerable share 
of the premium for the very considerable service rendered the in- 
sureds: nevertheless unless the cost of the service is coordinated 
with its value, the inexorable laws of economics will inevitably 
operate to do so, and most thinking people will agree that it is bet- 
ter that the parties concerned should not close their eyes or minds 
to the realities of the situation but should ever be on the alert to 
rectify any maladjustments in the current system. 

Competition makes its effects felt in casualty insurance in the 
same way as in any other field: if the price is too high the busi- 
ness goes elsewhere. If a carrier---or a group of carriers---erect a 
schedule of rates where the level is too high, say on account of too 
great an expense loading, competitors quoting rates at a more 
reasonable level will attract most of the business and the schedule 
of too high rates will have to be revised downwards if the users 
of it are to stay in business. This, however, is not the only or 
even the most common case: if the schedule of rates is not con- 
structed on proper scientific lines as regards either the loss or the 
expense elements, the charges for some kinds of risks, maybe 
those of some classifications, or those in some territories, or those 
of some sizes, will be too high, and others will be too low. Com- 
petitors will seize on the inequalities and will set out to write at 
lower, but yet profitable, levels, those risks for which the rates 
are too high. The first carrier will be left "holding the bag" in the 
shape of the other risks at inadequate premiums. To take an 
obvious example, many of the difficulties of the big "standard" 
countrywide carriers in the writing of third-party automobile in- 
surance on private passenger cars can be directly attributed to 
the difficulty of devising proper rating schedules for such risks: 
in the main, up to recently, rates in any given territory were 
nearly flat, i.e., the same rate was charged for any car, whereas as 
a matter of fact the actual insurance risks varied considerably. 
This was an ideal set-up and invitation for competition: the 
"standard" carriers were of course aware of the unevenness in 
their rates and of the dangers to which they were exposed thereby, 
but the difficulties of the problem of proper rating are great and 
have not yet been overcome. One beneficial result of the result- 
ing competition will be the evolution of more satisfactory rating 
methods. Competition thus operates to correct two kinds of con- 
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ditions--namely, first, where the whole level of rates is too high, 
i.e., where the averaging behind the rates produces an overall 
average which is uneconomically high; and, second, where the 
rates are not fair or equitable as between the various risks, i.e., 
where the averaging has not been properly done. This influence 
of competition as a check on proper prices or charges for goods or 
service ~s, of course, not exclusive to insurance: the situation is no 
different in essence from the effect on pricing in any other com- 
mercial undertaking under a freely competitive capitalistic sys- 
tem: our "goods" are rather more intangible, consisting of "ser- 
vice" and promises to pay in the future, but the theory, and prac- 
tice, of competition is the same as anywhere else. 

We have not, however, exhausted the subject of  the effect of 
competition. I have so far implicitly assumed full and free com- 
petition. We have, however, in casualty insurance, instances of a 
rather different and more restricted form of competition. This 
occurs in the case of kinds of insurance the rates for which are 
"regulated." All insurance carriers in this country with scarcely 
any exceptions are controlled or regulated in the sense of having 
to fulfill certain requirements, usually mainly financial, and of 
being subject to certain other restrictions or regulations--all for 
the protection of the carriers, the insureds and the public at large. 
I am referring, not to this kind of general regulation, but, as I spe- 
cifically said, to "rate regulation." The kind of insurance in our 
field where rate regulation has been most widely used is that of 
workmen's compensation insurance, but there are examples of such 
regulation in other kinds of insurance, and indeed the tendency 
seems to be for this kind of state control to be used more and 
more widely. The usual method is for the rate regulation to be 
entrusted to the insurance department or some other public body 
and for all carriers to be compelled to agree on and file a common 
schedule of rates which are, upon approval, compulsory on all 
carriers, although in some instances individual carriers are allowed 
to apply for deviations from the common scale. Thus, in gen- 
eral, for each risk a certain premium is set up which all carriers 
must charge: under such a system it becomes even more essential 
for the rates to be "right," not only on the whole, but as between 
individual risks, since the free play of competition is prevented 
from acting to correct any inequities: if for a given risk the 
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charge is, in reality, too high, there is no remedy available to the 
risk no competing carrier can come along and offer, a more rea- 
sonable premium. Rate regulation, therefore, unless it sets a 
proper scale of rates, correctly founded on the principle of proper 
averaging, will produce grave consequences. Carriers are not 
homogeneous : there will be various kinds : stock, mutual and com- 
petitive state funds ; local companies and carriers operating coun- 
trywide ; and so on. These will obtain their business from various 
sources; some will have risks predominately from one kind of 
industry and some will have a more general distribution: some 
will have risks of a small average size and some risks of a large 
average size: some will secure selected risks by discriminate di- 
rect selling and some will serve a wider cross-section of the state 
by writing through agents doing a general business. Now if the 
charges for the various classes, kinds, sizes and locations of risks 
are not equitably balanced, the effective rate levels for the actual 
portfolio of business written by the various carriers will be too 
high for some and too low for others: and this applies to all ele- 
ments of the rates, the expense loading as well as the loss pro- 
vision. There will inevitably follow serious friction and partisan 
disputes. Unfortunately, the way to avoid this, and indeed the 
necessity of doing so, about which there should be no dispute, has 
not been generally recognized or admitted. The necessary cor- 
rections to the rating system called for by the certain conse- 
quences of ignoring the principle of proper rates have been made 
only in the face of strenuous opposition. With the advance of sci- 
entific rating the loss provision element of the rates has been rea- 
sonably well perfected, although not without some struggles, but 
the most strenuous battles have been fought over the expense pro- 
visions. I do not desire to enter here in controversial issues: my 
position regarding the justice of properly fitting all parts of rates 
to the actual circumstances of varying individual risks I have 
already made quite clear. Most of the controversies have cen- 
tered around the "anti-discrlmination" provisions of the insurance 
laws of many states, and analogies have been drawn between these 
and recent social legislation. My view is, that as regards the in- 
surance rate disputes, distinction has not been clearIy drawn be- 
tween fair discrimination (this being the essence of proper rating) 
and unfair discrimination, which latter is the real and deserving 
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target of both insurance and other social legislation. Fortunately, 
the situation is improving and strides have been made toward 
making regulated rates fair rates. Some of the confusion regard- 
ing the application of anti-discrimination laws to expense pro- 
visions has been cleared away: for instance, the new New York 
Insurance Law effective this year provides that "no rate shall 
discriminate unfairly between risks involving essentially the same 
hazards and expense elements." 

This brings me to the end of my survey of the present state of 
the application of proper averaging conceptions to casualty in- 
surance rates ; it appears that, as far as the loss portion of the rate 
is concerned, considerable progress has been made, but that we 
have not got so far in regard to the expense provisions. However, 
it is gratifying to note that continued attention is being given to 
the equitable charging of expenses. One of the points I have de- 
sired to emphasize is, that the whole of the premium should be 
based on sound and equitable averaging, it being just as impor- 
tant to get the expense loading equitably applied as it is in the 
case of the loss provisions. Consistent use of this principle would 
require that similar attention should be given to any other factors 
that enter into the make-up of the final cost to the insured. To 
give just one example: the dividends of participating companies 
should be apportioned in equitable recognition of the sources of 
the profits: as in the case of expense loadings the practice to date 
appears in general to make the dividends flat percentages of pre. 
miums, although it is by no means certain that this is the most 
equitable procedure. 

So far, all my discussion of this question of the proper principles 
of averaging have been concerned with "commercial" insurance, 
meaning thereby insurance undertaken by carriers operating 
under the profit motive and under the capitalistic system. For 
such "commercial" insurance the guiding basic principle is that 
the price must be measured by the cost. "Social" insurance, how- 
ever may, and usually does, involve different considerations, which 
may, and again usually do, operate in the direction of much 
greater simplicity. It is of course obvious that scales of rates for 
commercial insurance, constructed in accordance with the prin- 
ciple of cost determining price, will have to be of a very great 
complexity because Of the complications of modern social and in- 
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dustrial life--and the more the science of rate-making is de- 
veloped the greater will be the complexity of rate schedules. On 
the other hand, in the case of social insurance, comprising in es- 
sence the provision of benefits for various forms of social acci- 
dents or disabilities through a carrier which is the state itself or 
a public monopoly, it is usually thought not to be necessary 
to apportion costs so exactly, particularly since in many in- 
stances part of the cost is provided out of general public funds. 
This state of affairs is not peculiar to insurance furnished by the 
state. Most of the other public services are similarly charged 
against the beneficiaries in a very rough and ready manner--and 
often charged against taxpayers generally regardless of whether 
they individually are or are not beneficiaries. Many public ser- 
vices, for example, police protection, are of such a nature that 
exact apportionment of the cost, even if desirable, would be very 
difficult, probably even more difficult than to determine proper 
insurance charges. And indeed I do not intend to argue that such 
social services, whether insurance or otherwise, require exact sci- 
entific charges, matching dollars of cost with dollars' worth of 
service individual by individual. The doctrine of the common 
good fully covers the procedure of providing such service partly 
from general public funds and partly from special funds raised 
by special taxes, the incidence of which coincides but roughly 
with the distribution of the benefits; and modern social theories 
as to the extension of the duty of the state to provide wider and 
wider forms of security for the citizens certainly give us still 
greater latitude. As a result, social insurance, freed from com- 
petitive necessities and based on social needs and public concern 
for the welfare of all kinds and conditions of men, can achieve a 
great simplicity as regards "premiums" and thereby eliminate 
some of the administrative costs, namely, those concerned with 
rate-making, apportionment of costs and so on. It is interesting 
to note that in this country--where commercial rate schedules 
have been developed to a degree and complexity greater than al- 
most anywhere else--full advantage has not, so far, been taken of 
the possibilities for simplification in the charging for such social 
insurances as have been put into effect: many other countries 

have social insurance schemes considerably simpler. Some of this 

no doubt arises out of our relatively complicated political struc- 
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ture and the wide variations in local conditions throughout 
the country: further, social insurance has been instituted here 
only in the past few years and it is certain that simplifications 
will be made--they will have to be. Thus a great deal of the 
above theories of averaging, made with "commercial" insurance 
in mind, will have to be greatly modified for social insurance. 
The structure of social insurance is so entirely different that 
wholly different theories will be called for ; the very entities to be 
averaged will be different. I do not propose to discuss further 
the subject of social insurance; even if I were qualified to do so 
I would not have the time. 

One advantage of an address such as this I have before re- 
marked on: it is that I am not required to discuss anything com- 
pletely--I  can pick and choose, start where I want to and finish 
where I please. You will have noticed that I avail myself of 
these privileges: nevertheless I have tried to preserve some sem- 
blance of order in these remarks so that they may fall on your 
ears in a manner that can be defended as logical. It has, as 
always, been a great pleasure and of considerable benefit to me to 
take the time and thought to set down these ideas in what I hope 
is a reasonable sequence. In conclusion I express the hope that 
these remarks, regardless of their intrinsic worth, may bring you 
at the very least the benefit that will come from their having 
been the occasion of your directing your thoughts, first, to the 
fundamental ideas underlying the application of the process of 
averaging to casualty insurance, and second, to some of the conse- 
quences that follow failure to do this averaging properly. 
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Non-cancellable disability insurance, despite an arduous past, is 
being written today with apparent success by a small number of 
companies. In the past the insurance has often been associated 
with unlimited life-time coverage, either as separate non-can 1 pol- 
icies or as disability income provisions in life insurance policies. 
Such association is not necessary. Very little non-can is now 
written on a life indemnity basis--none on an unlimited life in- 
demnity basis. Almost all of the new policies issued today place 
a limit to the period of coverage varying from eight or ten years 
to little over a year. Such limitation of the disability term is 
important as a symbol of the greater attention being paid to the 
intangible aspects of non-can underwriting. 

With the benefit of hindsight we know now that there is no sin- 
gle disability experience standard. There are subtle, intangible 
elements in the conduct of non-can, and variations in the treatment 
thereof can make the difference between a safe or a disastrous 
experience. The general aim of this paper is to present a basis for 
an understanding of these intangibles. There is no practical value 
in a discussion of the mathematical aspects of the non-can ac- 
tuary's functions unless it is based upon such an understanding. 
Considerable attention will therefore be devoted to the three 
major hazards of insurance--moral, physical and legal as they 
affect general non-can underwriting practices. 

BACKGROUND 

The distinctive feature of a non-can policy is the surrender by 
the company of any active right to terminate the policy during the 

1This  common abbreviation is used throughout  the paper in order  to 
avoid cumbrous repeti t ion of the term "non-cancellable disability 
insurance." 
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major part of the policyholder's productive lifetime. There are 
several types of non-can policies of which life indemnity was one 
extreme. The common prejudice against anything labeled "non- 
can" springs largely from the experience with life indemnity, 
which without significant exception has caused every black mark 
in the record. It is still possible to obtain life indemnity in con- 
nection with the life insurahce policies of a few companies, and 
there are non-can policies setting no limit to the period of indem- 
nity so long as the insured is strictly confined withindoors. Most 
policies, however, have the limit mentioned above, and a waiting 
period varying from a few days up to three months is almost 
universal. 

Non-can, and its cousin the life insurance disability clause, were 
born of the public's need for a permanent form of protection 
against loss of income. The average family is founded economic- 
ally upon the earning capacity of the paterfamilias. There are 
three insurable hazards which threaten to destroy that earning 
capacity--death, old age, and disability. All three hazards involve 
life contingencies, and there was a strong logic behind the attempt 
by the life companies to expand their function to include insurance 
against all three. The casualty companies also had a certain logic 
in their adoption of non-can. They had long written restricted 
cancellable health and accident coverage, and the discontent 
created by restrictions and by the necessary and proper exercise 
of the right of cancellation led many underwriters to dream of 
a policy which would cover all bona fide disabilities--one which 
would not create the dissatisfaction which results from cancelling 
the policy just when the insured most urgently needs the protec- 
tion. The obvious need for such a policy, and the strong desire of 
the companies to fill that need, set the stage for the headlong rush 
into the field which followed the breaking of the ice in 1915. The 
errors which competition injected into early underwriting prac- 
tices are just as understandable as they were unfortunate. Two 
important lessons have been drawn from that early experience-- 
that the very real need for broad, permanent disability income 
insurance creates a fertile field for the coverage which can meet 
that need; and that the field is crisscrossed by moral hazards 
which must be solved in order to underwrite the insurance suc- 
cessfully. 
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T~IE NEED FOR NON-CAN 

The need for disability insurance has its roots in the importance 
of earned income to the average individual in our economic order. 
There are material necessities with which every family and indi- 
vidual must be provided in order to sustain life. The quality of 
food, shelter and clothing which each individual will consider to 
be his necessary minimum will vary with the individual's back- 
ground, economic experience, and moral stamina; yet the require- 
ment exists for everyone and must be paid for in some way, even 
if berries, a cave, and a set of fig leaves would satisfy the respec- 
tive needs. They may be paid for by one's own current efforts, 
by  savings or inherited property, or by assistance from other 
people or from a government agency. The individual who wants 
to avoid such assistance and has limited savings or inheritance 
must rely on his current capacity to earn. If his earning capacity 
be impaired, outside assistance is his only alternative unless that 
earning capacity has been insured. 

This qualitative aspect of the need for disability insurance, 
although simple and elementary, is subject to variations. In 
some cases income stops the instant the earner is forced to leave 
his work. In such cases the need is for immediate commencement 
of benefit payments. Sometimes a salary may continue for a few 
weeks or even months in spite of disability. In such cases there 
may be need for immediate hospitalization or medical insurance, 
but there is no need for immediate disability insurance as such. 
Here the need is for insurance with a waiting period matched to 
the period of salary continuation. These are the extremes of the 
inception of the insurance, with all gradations between. Differ- 
ent waiting periods make it possible to fit the insurance closely 
to this aspect of individual needs. 

Once the loss of income becomes actual, it continues until re- 
covery reestablishes the capacity to work, or until death transfers 
the burden to the life insurance field, or until the disability 
becomes so fused with superannuation that the line is difficult to 
draw. To what extent can today's limited policies meet the need 
created by such continuing loss of income ? The old-time unre- 
stricted life-indemnity policy intended to provide a substitute 
income as long as total disability lasted, but the modern policies 
have 11o such intention. A two-year policy buys no bread in the 
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third year of disability, and even a ten-year policy fails to provide 
an income throughout a disability which outlasts the decade. 

ADEQUACY OF LIMITED NON-CAN POLICIES 

In spite of the apparently drastic limitations the modern pol- 
icies do not fall seriously short of affording full protection against 
the fundamental hazard. In the first place, long-term 2 protection 
at modern rates is not cheap, and possible applicants for complete 
protection form an extremely small proportion of all prospects. 
Most prospects, being unable or unwilling to purchase complete 
coverage if it were available, must necessarily adapt their cover- 
age to their means. From this practical viewpoint the broadest 
part of the field is fully served by policies providing no more 
than two years of coverage. Since these prospective assureds 
make no use of the facilities available for longer-term coverage, 
the lack of unlimited coverage can be no hardship to them. 

Another large group of prospects is actively interested in the 
coverage out to eight or ten years. This group is made up in part 
of those who have already covered the shorter-term hazard and 
can afford protection against the longer disabilities, and in large 
part of those whose financial position permits them to disregard 
the first few weeks of disability and thereby concentrate their 
premiums on longer coverage with a greater waiting period. Ac- 
cording to the Conference Modification of Class (3) Experience 
a two year policy covers almost two-thirds of disability, and less 
than one-fifth of all disability lies beyond the scope of a policy 
paying for 100 months. If it were possible to get a table which 
expressed true physical and mental disability, eliminating all 
malingering and superannuation, it would show that there is only 
a very small proportion of true total disability which cannot be 
covered by the policies available. That small part attracts and 
encourages pseudo-disabilities and retirement claims to such an 
extent as to make the underwriting thereof on any adequate scale 

2The word "term" has two applications in non-can insurance, and both 
are used in this paper. One is the period during which the policy may 
be kept in force, and the other is the period of disability to which the 
payment of indemnity is limited. The phrase "long-term" as used 
here refers to the limit of indemnity. In general the application will 
be apparent from the context. 
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apparently impossible, but the protection which can be secured 
covers by far the greatest part of the field and is a real contri- 
bution to the fundamental social need. 

EFFECT OF THE LII~IT ON THE MORAL HAZARD 

The indemnity limit was characterized above as a symbol of the 
attention given to the moral hazard by the companies now writing 
non-can. That limit is one of the important factors making 
possible the underwriting of non-can insurance. One of the most 
serious moral hazard aspects encountered under life indemnity 
policies was the temptation to retire permanently to live on the 
proceeds of the policy. According to Class (3) the average num- 
ber disabled for more than one year is between two and three out 
of every thousand life-years exposed. The average Class (3) 
select life annuity value at the end of the first year of disability 
is equal to about six years of indemnity, so a significant change 
in that frequency is obviously a serious matter. The frequency 
can be drastically altered by a few claimants whose lack of moral 
stamina is such that they find it more difficult to recover than to 
adjust their scale of living to the income from their disability 
insurance. The certainty that the insurance income will stop after 
a very definite period, regardless of their ability to demonstrate 
to others the seriousness of their ailments, is a potent factor in 
convincing many such claimants of the desirability of reestab- 
lishing their earning power before it is too late. A ten-year policy 
might seem at first thought to be almost as hard to underwrite 
successfully as life indemnity, but a ten-year annuity is vastly 
different from a life annuity in the eyes of a man who is uncertain 
whether to give up or to attempt a comeback. A claim limited to 
one hundred months is entirely paid and all liability thereunder 
is terminated before the average Class (3) select reserve on a life 
indemnity claim has stopped growing. Chart I, comparing the 
mean disabled life annuity values under a one hundred months' 
policy (with 90 day exclusion period) and a life indemnity policy 
for lives disabled at age 35, gives an indication of the salutary 
effect which even a long limit can exercise. The average Class (3) 
select annuity at the end of the first year under a one hundred 
month policy is equal to only a little more than three years' 
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indemnity and is already close to its maximum value. The limit-- 
even a long limit--prevents underwriting errors from accumulat- 
ing in the form of permanent claims with extremely high reserves. 
Therein lay a major weakness of life indemnity; and, conversely, 
there lies a major strength of modern limited-term non-can. 
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The limitation on the indemnity serves also to draw a broad 
distinction between disability and superannuation. That dis- 
tinction is hard to draw for a life indemnity claim, and as a result 
the disability policy was made to bear the cost of many a claim 
which was really a regular old age annuity. A part of the unfor- 
tunate experience under life indemnity coverage was caused by 
providing protection against both the old-age hazard and the 
disability hazard, all for the premium and reserve calculated for 
disability only. Taking advantage of hindsight it can be said 
that results would have been better if the policies had made out- 
right provision to cover both hazards, or if the stage had been 
better set to exclude or reduce the old-age hazard. Today's lim- 
ited long-term policies adopt the second alternative. 
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Such longer-term policies must still be more carefully under- 
written than the short-term coverage. Limitation to a relatively 
short period is a greater safeguard against the moral hazard than 
limitation to a longer period. Even cutting the annuity off at 
eight or ten years is not positive protection against retiring on the 
policy. A prospective pseudo-invalid may find that such insur- 
ance would provide a very nice temporary supplement to his 
other financial arrangements for retirement. The underwriter of 
long-term non-can is much more concerned with this problem 
than the underwriter of short-term coverage. Another factor, too, 
relieves the underwriter of short-term non-can from some of the 
pressure on his long-term associate. The expected cost of dis- 
ability under any policy is a function of the frequency of claims 
and the cost per claim. Short-term policies, because of their short 
waiting periods, expect a high frequency and a low average claim. 
Long-term policies generally carry a waiting period of one to 
three months and expect a frequency which may be less than one- 
tenth of that on a short policy, but with an initial value of the 
claim annuity which may be more than ten times greater. A rate of 
underwriting error which could pass almost unnoticed when the 
expected frequency is 250 per thousand could be a very serious 
matter if the expected frequency is 25 per thousand. The under- 
writer of the latter risk must exercise tremendous care and apply 
most stringent standards of insurability. For that reason this 
paper tends to be more concerned with the long-term coverage 
and its underwriting safeguards. 

UNDERIVRITING THE MORAL HAZARD 

The qualitative aspect of the need for disability insurance has 
already been touched upon. The underwriter is more directly 
concerned with the quantitative aspect--how much insurance is 
needed and may safely be granted ? It is an axiom of disability 
insurance that the insured must be a co-insurer of the risk. The 
income from insurance must not approach the income to be 
earned on the job or there will be incentive to malinger, or at 
least lack of incentive to recover. Beyond this, the answer lies in 
the level of income which the applicant has established. Disa- 
bility insurance should be large enough to afford necessities, but 
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only under carefully guarded conditions should it ever be a factor 
in providing the insured with Imxuries. Where earned income 
is the only means of support, a small income will allow few 
luxuries and a substantial percentage of the income may be 
insured. Where income is larger, the percent thereof needed for 
necessities--and consequently the percent insurable--is smaller. 
Moreover, where the established income is large the line of 
"necess i t i e s "  can be drawn at a lower level after a spell of disabil- 
ity. A man who would spurn a $4,000 income while he is active 
may prefer a $3,000 income rather than attempt a recovery if 
disability has sapped his morale. Such depreciation of the risk 
has a vital bearing on the upper limit of the need for disability 
insurance. Where there is other income, from savings or inher- 
itance for example, which does not depend on current earning 
ability, that income could be used to provide necessities in event 
of disability. Withdrawals from principal can be used in like 
manner. The existence of such alternative means of support 
obviously reduces the need for disability insurance, and where 
such alternative means are substantial, the need for insurance 
does not exist at all. 

In translating this reasoning to specific standards the 1921 
Committee of the Personal Bureau recommended 8 for life indem- 
nity non-can that the amount of indemnity provided by all insur- 
ance should not exceed sixty percent of earned income, and that 
in any event such indemnity should not exceed $500 per month. 
For limited long-term policies this has been modified by com- 
panies today to permit up to seventy-five percent of established 
earned income, subject to the maximum of $500 monthly. Em- 
phasis should be laid on the phrase "established earned income". 
No applicant is acceptable who has not an established and reason- 
ably steady source of earned income, and care should be taken 
to avoid basing participation on a temporarily high level of in- 
come. 

A special case is presented by the professional man whose gross 
income from his practice depends on his active attention thereto, 
but whose net income is reduced by the cost of maintaining his 

a"Revised Joint Report of the Committees Known Respectively as the 
Underwriting and the Actuarial Committees on Non-Cancellable Dis- 
ability Insurance", submitted to the Bureau of Personal Accident and 
Health Underwriters, June, 1921. Page 11. 
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office. He has a legitimate need of insurance to support his office 
during disability, but if disability should become protracted, he 
could give up the office and thereby increase his net income from 
insurance. The case illustrates a situation in which a distinction 
may well be drawn between the underwriting of long-term and 
short-term coverage. Short-term participation may properly be 
based on gross earned income, but it would be a mistake to base 
long-term participation on anything but established net earnings. 

A company can control its own policy of participation and 
limits, but once a non-can policy is issued there is nothing to 
prevent another company with less conservative standards from 
issuing additional insurance which violates those limits. Standard 
Provision 17 relieves this problem for cancellable policies; if the 
company is notified of other insurance it may cancel if it wishes, 
and if it is not notified the insurance may be prorated. A non- 
can company has no redress if it is notified of other insurance after 
the risk has attached. The policyholder who obtains other in- 
surance with a questionable motive is most likely to protect him- 
self by giving notice thereof, so it follows that Standard Provision 
17 has small significance in a non-can policy. 

Of more importance is the so-called "average-earnings clause", 
which provides, in the event of overinsurance, for the reduction 
of the policy's indemnity in accordance with the proportion by 
which insurance exceeds the average earnings of the insured over 
some previous period, generally two years. Such a provision is 
not new, but for competitive reasons it is seldom used in short- 
term policies where the retirement hazard is not great. The 
recent New York Code incorporated the average earnings clause 
as an optional standard provision for non-can policies. 4 Only 
Massachusetts among the more populous states denies its legality 
(although not its propriety). The provision is the only feasable 
form of protection against overinsurance resulting from de- 
creased earnings, but observance of uniform and conservative 
standards of participation by the individual companies is far 
more effective in preventing deliberate overinsurance. 

The underwriter depends heavily on knowledge of other com- 
panies' experience with an applicant. If another company has 
had bad experience, such as repeated claims, serious malingering 

• 4 § 164 ( 5 ) .  
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or unreasonable attitude in adjusting a claim, there is little reason 
to expect that the applicant would be a good risk on a non-can 
policy. 

The underwriter will also want to know, besides the general 
economic situation of the insured and his established earned 
income, any special hazard which may be connected with his 
occupation; whether his history contains anything revealing an 
unusual hazard, such as financial stress, tendency to avoid just 
obligations, unfortunate domestic situation, or personal habits 
leading to increased individual hazard, to name a few examples. 
Anything which indicates a tendency to be unreasonable or un- 
businesslike in case of a claim indicates an undesirable policy- 
holder. It is customary to obtain an inspection report on every 
applicant for long-term insurance, and on every short-term appli- 
cant for more than a nominal amount of insurance. Particular 
attention must be paid by the inspector to earned income and to 
other income, and the underwriter of long-term especially will 
often find that a close watch is needed to keep the inspecting 
agency constantly careful of these items. Extreme, almost fanat- 
ical attention to this phase of underwriting is a sine qua non of 
successful underwriting of long-term non-can. Henry Jackson 
was once moved to suggest that disability insurance can easily 
become "a benefit the enjoyment of which does not necessarily 
conflict very seriously with the desires of the insured". 5 Any bene- 
fit so describable is doomed in advance. The purpose of non-can 
is to provide a sure income when disability impairs earning power, 
but the underwriter must bend every resource of training and 
instinct to avoid accepting a policy which at any time during its 
entire term could invade that area where the insured, considering 
everything, finds it no more to his advantage to recover than to 
prolong his dependence on insurance. 

These remarks on the underwriter's treatment of the moral 
hazard are intended to be provocative rather than exhaustive. 
The history of non-can has surely shown the necessity of strict 
observance of stringent standards, applied by executives who 
know the ground and how to walk upon it. The conduct of each 
separate department is the task of an expert, and acute awareness 
of the problems of other departments is essential to adequate 

XVII P.C.A.S. 298. 
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administration of each expert's own department. It is the func- 
tion of this paper not to attempt the detailed delineation of the 
entire terrain but to follow each separate road only as far as may 
be necessary to show its relationship to the others. This dis- 
cussion is an index map of the fields in the territory; the drawing 
of a large-scale detailed map of each field is the expert's task. 

UNDERWRITING THE PHYSICAL HAZARD 

The physical hazard must be underwritten as searchingly as the 
moral hazard. Both long and short-term policies require strict 
standards of insurability, and a medical examination has an im- 
portance at least as great to the non-can underwriter as to the 
life insurance underwriter. So far as can be discovered, every risk 
must start on a reasonably equal basis. I t  is philanthropy, not 
insurance, to accept risks which have already started along the 
road to a serious claim. Long-term insurance especially calls for 
the services of skilled medical examiners who have an interest in 
the success of the company. A life insurance examination is not 
adequate to the needs of the non-can company's Medical Direc- 
tor; for disability and mortality, while related risks, are not 
identical and the hazards are not always measured by the same 
yardstick. A competent disability examiner, for example, can 
occasionally discover and impart to the Home Office some aspect 
about the applicant which bears more on the moral hazard than 
the physical, and in which the life company would have not the 
slightest interest. Frequent examinations for a non-can company 
develop familiarity with the aspects peculiar to disability under- 
writing, as well as giving the examiner a financial interest in doing 
a good job. A small but reasonably busy list of examiners will 
enable the Medical Director to develop relationships which will 
add immensely to the value of the examinations. 

It  must be recognized that even under ideal conditions a med- 
ical examination has its limitations in evaluating the physical 
hazard. Considering the number of clinics devoting their full 
time and their resources of special training and equipment, with 
the entire cooperation of their clients, to problems of diagnosis 
and preventive medicine, it would be foolish to expect perfection 
from a brief inspection of a subject not always fully cooperative. 
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The value of the able examiner lies in his appraisal of the person- 
ality and appearance of the applicant, and in his assistance in 
obtaining family history, personal medical experience, and fur- 
ther checks on other insurance, as much as in his report on blood 
pressure, urinalysis, and other physical aspects. Duplicating 
questions in the Declarations to the Medical Examiner, which gen- 
erally form a part of the application for the policy, can be used to 
check the answers to important questions in the application 
proper. The atmosphere of a physical examination is often more 
conducive to careful answers than the circumstances surrounding 
the taking of the main application. A medical examination may 
also be valuable for its psychological effect in discouraging out- 
right the application of poor risks. 

A large amount of short-term non-can is written non-medically. 
This practice has two chief justifications, both arising from the 
fact that the non-medical insurance is issued only where relatively 
small benefits are involved. A low earned income leaves little 
margin above necessities, and insurance within proper limits 
leaves even less margin. There is small incentive to malinger 
under such circumstances, and experience on small policies is rec- 
ognized as being better than on larger policies. Furthermore, the 
standard cost of a full medical examination is a large percentage 
of the premium for a small policy. The savings from waiving 
the medical together with the recognized lower disability cost of 
the small policy provide a margin which can offset the possible 
increase in frequency resulting from non-medical underwriting. 
Where doubt exists as to some physical aspect the companies 
often call for a medical examination even on small applications. 

The actual evaluation of the physical risk is the job of the 
Medical Director and is not a subject for detailed analysis here. 
In doing that job he has the advantage of experience gained in the 
not-too-distant past. Tuberculosis has been one of the greatest 
causes of disability losses in the past. It  now seems possible that 
strict attention to family history, in connection with age and 
weight of the applicant, may have increased the underwriter's 
efficiency in avoiding this hazard. Insanity and the field of psy- 
choses and neuroses in general have caused and still cause many 
disability losses. It is not impossible that in this field also 
greater attention to family history and to economic and personal 
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history, together with a more conservative view toward abnormal 
blood pressures, may reduce the frequency of claims. 

SUBSTANDARD RISKS 

Selective underwriting automatically implies denial of insur- 
ance to some individuals, and the use of such phrases as "strict 
observance of conservative standards" suggests that such individ- 
uals may be numerous. That is particularly true of longer-term 
coverage. The very underwriting feasibility of such coverage de- 
pends on the acceptance so far as possible only of risks free from 
actual or incipient impairment. What, then, of the numerous pros- 
pects who are not acceptable as standard risks ? They have greater 
need of insurance than standard risks, and where need exists both 
social and business considerations draw attention. 

It has already been remarked that short-term insurance puts 
a relatively smaller penalty on an underwriting error because of 
the greater frequency and lower average claim cost. Borderline 
cases of certain types can be viewed somewhat more sympathet- 
ically when short-term insurance is applied for. A part of the 
substandard problem can be handled by offering short-term insur- 
ance to certain types of risks not acceptable on the long-term basis 
applied for. Moreover, where it is possible to exclude a definite 
and separable hazard, it is common practice among companies to 
issue a policy from which that hazard is excluded by rider, pro- 
vided the other aspects of the risk appear sound. Hernia and 
sacro-iliac strain are frequent subjects of rider. Less frequently 
accepted are risks from which any abnormality of the gastro- 
intestinal tract, of the genito-urinary tract, or of the cardio- 
vascular system, for example, are excluded. Such exclusions are 
not entirely satisfactory to either party. The insured has limited 
coverage only, although it is surely better than no coverage at all ; 
and the company's claim adjuster may find the line between 
accepted and excepted risk exceedingly hard to draw. Neverthe- 
less, where the moral hazard is reasonable and the physical aspect 
clean in other respects, short-term insurance so restricted may be 
socially desirable as well as financially possible. 

British companies have accepted some types of impairments 
without exclusion but at an increased premium. If enough cases 
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are offered to provide an adequate spread--and if the actuary can 
find an acceptable experience assumption--this practice would 
create a field analogous to substandard life insurance. For the 
present, however, and until the experience basis for standard risks 
is better established, it is probable that American companies will 
be extremely wary about entering the substandard field. With 
some exceptions the substandard risk in this country apparently 
must wait until the companies develop a greater degree of confi- 
dence. 

Besides the problem of substandard risks there is another type 
of problem presented by the necessity for strict underwriting 
standards; namely, the responsibility of applying those standards 
uniformly. There can be no consideration more important than 
sound underwriting if a non-can company is to avoid difficulties. 
The setting up of standards does not always insure their being 
applied. The human mind, if not carefully watched, is peculiarly 
open to self-deception. There is little to be gained from kidding 
oneself---especially since the averages are not so easily kidded. 
Failure to recognize and to deal realistically with departures 
from standards can have unfortunate results. 

RELATION OF AG]~NcY AND UNDERWRITING D~PARTMENSS 

Even more subtle is the danger of rationalizing "valid excep- 
tions" to the standard ideal. Such rationalizing is especially pos- 
sible when the underwriter is subordinate--in practice, if not in 
position--to the agency organization. When short-term coverage 
is at risk--thatis,  when expected disability takes the form of high 
frequency and low average cost--there is a theoretical argument 
in favor of "making an exception" of an occasional near-border- 
line case in order to iron out an agency difficulty. The theoretical 
argument, however, runs up against the practical difficulty that 
the making of exceptions, like other habits, can easily become 
master of the situation. In the long-term field, with its Iow fre- 
quency and high average cost, it is an unusual agency difficulty 
which is worth inviting a claim that may run into thousands of 
dollars. The independence of the underwriting department----its 
complete freedom from all agency pressure--is a condition of 
success in the long-term field, and will prevent many headaches 
even if a company engages in the short-term field alone. 
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The nature and training of the agency organization can have 
a great effect on the company's success in underwriting both 
physical and moral hazards. To survive, a company must have 
a reasonable volume of good business. The agency force de- 
termines both the quality and the quantity of business submitted 
for home office underwriting. Poor risks will be ready applicants 
under any agency system, but good risks in general must be sold. 
A well-trained, aggressive sales organization will produce appli- 
cations from good risks as well as poor; a weaker type of agent 
wilI get as many applications from poor risks, but will not sell as 
many good risks. The same underwriting standards may be 
applied to both groups of applications, but there is "more chance 
of error in underwriting a group of predominantly poor risks, as 
well as greater temptation to accept borderline cases. Agents 
who understand the intangible aspects of non-can underwriting 
may do some underwriting of their own before risks are sub- 
mitted to the company, but such underwriting by agents cannot 
always be relied upon. Training in underwriting is valuable, but 
training in selling is fully as important if the home office under- 
writer is to see many applications from desirable risks. If there 
were two companies alike in all other respects except agency 
organization, the company with a full-time force of good salesmen 
would unquestionably have the better experience. A force of 
good salesmen working only part time for the company would 
produce better business than a full-time force of weak salesmen. 
The business from a group of part-time order-takers alone might 
conceivably lead to the destruction of a company, because of 
underwriting errors, inadequate volume, or more probably both. 

LEOAL HAZARD 

The moral and physical hazards do not complete the score-- 
there is still the legal hazard. No discussion of life company dis- 
ability insurance fails to dwell on the enlargement of the contract 
by the courts as one cause of the adverse experience. "Total dis- 
ability", a phrase originally intended to confine the benefits of 
the policy to bona fide cases of necessary loss of income on account 
of disability, came to mean any physical or mental inconvenience 
to the insured in his relationship with his usual source of earned 
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income. The word "permanent" in a disability clause acquired a 
meaning quite different from its meaning anywhere else. There is 
no intent here to discuss this history, or even to suggest that the 
courts in general overstepped the limits of social advantage. The 
example will serve simply as a reminder of the importance of the 
legal hazard, and of the fact that the process of judicial modifica- 
tion of the policy has not stopped. 

A phase of the legal hazard arises in efforts to fit the policy to 
the facts in individual cases. The court and the parties may all 
agree on the definition of total disability, for example, as used in 
a particular policy, when the issue lies in the determination of 
whether the facts in the case fit that definition. In its effort to 
avoid a denial of recovery to the policyholder the court may 
stretch the facts, or it may distort the definition. If the former 
occurs, the one case may be lost without any adverse bearing on 
other cases; but in the latter event, new law has been made, and 
the definition of total disability may have been extended for the 
future. 

The most satisfactory defense against the legal hazard is to 
keep as free as possible from all litigation. The ingrained desire 
of the courts to avoid finding against the policyholder is well 
recognized, and if not abused leads to proper principles for court 
guidance. One such principle is the established rule that an 
ambiguous provision in the contract is to be construed strictly 
against the maker. That rule puts the drafter of an insurance 
policy on his mettle to make the policy conform to real economic 
and social needs and to use phraseology which is clear and con- 
sistent with those needs. Even crystal-clear phraseology will not 
prevent judicial straining of terms if the policy is not consistent 
with sound social and economic values. A policy of insurance 
may best be regarded, not as an ironclad contract, but rather as 
a general memorandum of the intent of the parties. If that intent 
is reasonable, if the provisions are fair, if the actuary has set 
rates which allow the claim administration to be reasonably gen- 
erous, then a company's chances of successfully defending suits 
are surely enhanced ; but in such circumstances virtue will reward 
itself and there will be fewer suits to defend. Under these con- 
ditions most of the remaining litigation will arise from such causes 
as misrepresentation in obtaining the policy, gross malingering, 
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or just pure cussedness. These causes are individual rather than 
general. They can never be eliminated, but an able application 
of strict underwriting principles can do much to cut them off at 
the source by avoiding the acceptance of applicants who give 
indication of being other than reasonable in the event of claim. 

CLAIM ADMINISTRATION 

The preceding paragraph commended generosity in claim ad- 
ministration. Proper public relations and good business practice 
both demand fair treatment of policyholders, but even such 
virtues as fairness and generosity can be abused, and in every large 
group there will be a few who will take any selfish advantage 
possible. It is on account of these few, rather than the hon- 
est many, that insurance companies must be so concerned with 
"defenses". It  is probably unavoidable, though unfortunate, that 
the public is less aware of the customary amicable relationships 
than it is of the use of these defenses against the small minority 
of questionable or unscrupulous claimants. Almost every honest 
citizen will readily accept from the claim adjuster just a little bit 
more than he might strictly be entitled to receive. That extra 
little bit is a part of the price of good policyholder relations and 
must be included as a part of the premium to be paid for the 
insurance. The company should be in a position, however, to 
resist any attempt to swell the extra little bit into more significant 
proportions; otherwise the honest majority will be forced, by the 
extra premium made necessary, to subsidize the inequitable claims 
of the minority. Such subsidy is either charity or graft, depend- 
ing on the intent and attitude of the claimant. I t  most certainly 
is not a proper part of insurance. Hence the attention devoted 
to the exceptional dishonest or questionable case by the claim 
administrators as well as by the public is unfortunateIy out of all 
proportion to the number of such cases. 

Most questionable disability claims fall into one of two cate- 
gories: either an unquestioned disability involving doubt as to 
whether the policy covers, or a condition which would be covered 
except for a possibility that the claimant is not truly disabled. 
Each category has its typical defenses, both legal and tactical. 
This division applies to all types of disability insurance, cancell- 
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able and non-can, long-term and short. The nature of the de- 
fense, however, may vary considerably according to the nature 
of the policy coverage. The full analysis and detailed presenta- 
tion of these defenses is, as suggested earlier, the task of the expert 
in the field of claim administration. It  is not out of order, how- 
ever, to touch upon a few of the aspects particularly applicable 
to non-can. 

Claims in the second category---questionable disability--pre- 
sent an extremely serious problem under policies providing life 
indemnity for sickness disability, because of the retirement haz- 
ard. When the policy is limited, the retirement hazard is severely 
checked, and the more ordinary degrees of malingering become of 
greater relative importance. Under a short-term cancellable 
policy, if normal tactics fail to shake a malingerer, the company 
can afford to let a claim run its course and then cancel to prevent 
a repetition. Recourse to cancellation is denied under a non-can 
policy, and if the term is long, the company cannot afford to be 
satisfied with ordinary efforts to prevent malingering. One de- 
vice occasionally used is the provision in the policy that benefits 
will be reduced if the insured, while still totally disabled, is not 
confined withindoors. This device creates a strong financial de- 
terrent to malingering, but since the effect of real total disability 
on earned income is independent of the confining nature thereof, 
some companies hesitate to draw the distinction. Another policy 
device, more effective with short-term policies than with long, is 
the aggregate limit upon indemnities. When benefits have been 
paid for a period the remaining limit is reduced accordingly and 
the fixed premium is at a higher rate. The effect is negligible on 
a long-term aggregate, but may be significant where the limit is 
short. To some extent the proportionately higher cost of the 
reduced limit reflects a depreciation of the quality of the risk, and 
the higher rate of premium is an automatic correction. The cor- 
rection is haphazard, however, and falls alike on the just and the 
unjust, the standard risk and the malingerer, and for that reason 
(among others) some companies set the limit, not as an aggregate, 
but rather as a limit to the period of indemnity for each individ- 
ual disability. 

The most effective weapon against long-term malingering, aside 
from the friendly and resourceful adjuster, may be a physician 
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who understands the nature and purpose of disability insurance. 
Standard Provision 8 gives the company the right and opportunity 
to examine the person of the insured when and so often as it may 
reasonably require during the pendency of a claim. If a physician 
or specialist retained by the company is satisfied that whatever 
condition may exist does not constitute total disability within 
the meaning of the policy, regardless of how desirable a long 
vacation may be to the policyholder, it not infrequently happens 
that the professional relationship between the specialist and the 
insured's own physician makes it possible to discuss constructively 
the real nature of the insurance. An admission by the insured's 
own physician that disability is not total generally leads to the 
insured's modifying his claim to indemnity for partial disability. 
Provision for partial disability is generally omitted from short- 
term policies as creating so much additional cost as to make the 
premium disproportionate. In long-term policies, however, a pro- 
vision for a limited period of partial is a desirable means of effect- 
ing an amicable transition from total disability indemnity to re- 
covery. Properly handled, it will often reduce the amount of in- 
demnity otherwise payable while at the same time cementing good 
feeling between the policyholder and the company. 

In the long run the best safeguard against malingering is the 
personal contact between the company's representative and the 
insured and his physician. If the physician continues to state 
that indemnity should be paid, there generally isn't much the 
company can or should do about it but pay. Even where the 
good faith of the physician's statement is dubious the courts in 
general offer no practical relief. It is this consideration which 
leads companies to rely on the policy limit for prevention of 
retirement, to underwrite severely to reduce the moral hazard, to 
rely heavily on the personal touch in claim administration, and to 
resign themselves to pay for any malingering which creeps 
through those guards. The same considerations and reliance on 
the same factors have also led companies to relax the policy 
definition of total disability, on the ground that there is no use 
scaring a prospect by an apparently restrictive definition that 
can't be enforced anyway, and wouldn't be enforced if it could be. 
The older policies defined total disability as inability to engage 
in any occupation for wage or profit. This definition led to fears 
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that ability to sell shoestrings on a street corner would disqualify 
the insured from benefits. This "shoestring" objection has never 
been justified, but the definition remained, with "any occupation" 
interpreted as meaning any occupation reasonably consonant with 
the insured's training and background. Culminating the trend of 
earlier court decisions, total disability is now rather generally 
defined as inability to engage in the insured's regular occupation. 
It is quite generally so interpreted even when not so defined. 
Only in the longest-term coverage does any other definition 
appear. Even there the insured's own occupation is the criterion 
for all but the most protracted disability. For such dlsabilities 
the test is still whether an occupation in which the insured may 
engage is one which he might be expected to enter, giving due 
consideration to his background and experience. 

DEFENSE OF ORIOIN 

Into the other category fall the cases where the existence of dis- 
ability is unquestioned, but where the disability is not covered 
by the policy. Policy provisions excluding certain types of dis- 
ability are not common. Unrestricted coverage is socially desir- 
able, and competition reinforces the desire to provide insurance 
as free from restrictions as may be consistent with sound under- 
writing. One type of restriction, however, is both necessary and 
desirable; namely, the restriction of coverage to disability which 
has its origin after the date of the policy. Earlier reference has 
been made to the impropriety of asking a company to insure an 
individual who already has a head-start toward a costly claim. 
When the policy is issued all risks should be, if not on an equal 
footing, at least up to a certain standard of insurability. It is a 
major part of the underwriter's job to weed out those applicants 
who fail to meet that standard, but the best underwriter is human 
and his tools are fallible. It is proper, therefore, that he be 
supported by a policy provision excluding any disability which 
has its origin prior to the policy date. Only by such an exclusion 
can a company avoid saddling honest policyholders with the extra 
cost of unwarranted claims from dishonest or careless policy- 
holders, which for long-term policies especially could be a serious 
burden. Abuse of the exclusion is prevented by the necessity of 
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showing clearly the causal relationship of the pre-existing con- 
dition to the subsequent disability. 

This defense of origin, so-called--that is, defense based on proof 
that the origin of disability antedated the policy--is alternative 
as well as supplementary to the defense involving rescission of the 
policy. Policy rescission is an uncertain procedure at best, and is 
automatically limited if the policy contains an incontestable 
clause. The defense of origin gives the company another and 
stronger string to its bow. The policy is not disturbed under this 
alternative procedure; on the contrary, a provision of the policy 
is relied upon in defense of the claim. The New York Court of 
Appeals found in Metropolitan Life Insurance Company vs. 
Conway, 252 N. Y. 449, 169 N. E. 642 (1930), that a provision in 
a life insurance policy excluding death from certain causes (and 
specifically excluding death having its origin in a condition exist- 
ing prior to the date of the policy) was not in conflict with the 
incontestable clause. In Apter vs. Home Life Insurance Company, 
194 N. E. 846 (1935), the same court applied the principle and 
specifically allowed the defense where the company was being 
sued for disability benefits. The policy provided a benefit, in 
effect, for "disease originating after the date on which this agree- 
ment becomes effective". The court said, "The parties have stipu- 
lated that fraud by the assured will not vitiate the policies after 
lapse of one year. That stipulation is not open to the construction 
that fraud of the assured will result in the imposition upon the 
insurance company of a liability extending beyond the terms of 
its policy." 

The recent New York Insurance Code, §155 (2), denies the 
right to use the origin clause in life insurance policies, but there 
is strong and compelling support for the origin defense as a part 
of non-can policies. A disability can be kept under cover until 
the policy becomes incontestable. Only the origin clause can 
prevent a miscarriage of justice under such circumstances. For 
every case where a pre-existing condition results in death there 
are many cases where the result would be disability of varying 
degrees of severity. This greater frequency puts a correspond- 
ingIy greater and more subtle burden on the underwriting staff, 
and particularly on the medical examiner. Courts have referred 
sometimes to the fact that companies have had the opportunity 
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through their medical examiners to make a thorough inspection of 
the applicant's physical condition. This opportunity is greatly 
overvalued. The practice of preparing impaired risks to pass 
physical examinations is notorious. The examiner who is trying, 
usually without cooperation and on occasion with downright op- 
position, to discover possible impairments where he has no special 
reason to suspect that impairment exists has no chance of any- 
thing like a perfect score. His examination must be cursory at 
best, because of unavoidable lack of time and equipment to make 
a thorough clinical diagnosis. Since the examiner is so inevitably 
unable to discover all the existing conditions which may lead to 
subsequent disability, it is proper for the company to have the 
policy exclusion as a secondary defense. 

Furthermore, there can be only one claim under a life insurance 
policy--the death claim. That one claim is the sole purpose of the 
life policy, and when it is made the policy automatically matures 
to the benefit of persons other than the insured. The exercise of 
the defense of origin under a life policy has exactly the same effect 
on the beneficiary as rescission of the policy. Benefits under a 
disability policy, however, are payable to the insured himself, and 
are not by any means limited to a single claim. The disability for 
which indemnity is denied by the origin clause may be followed 
by others for which indemnity would properly be payable. The 
fundamental purpose of the policy is, therefore, not denied to the 
disadvantage of third parties. A non-can policy may be an instru- 
ment of gain to the insured himself. The moral hazard in general 
is so great in the non-can field that the company needs this ad- 
ditional means of excluding from its exposure those cases where 
the insured event is already in process of happening. 

INCONTESTABLE CLAUSE 

The weakness of the right to contest a policy has already been 
suggested. The chances of a successful action to rescind after 
two or three years are very small indeed on a policy issued after 
a medical examination, however inadequate in fact the examina- 
tion may be. The chance of successful rescission is somewhat 
greater if the policy was underwritten non-medically. Since many 
short-term policies are issued without medical examination the 
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New York Code does not require an incontestable clause to be 
included in policies imposing an indemnity limit of not more than 
two years. Longer-term non-can policies, quite generally under- 
written with medical examination, are required in New York to 
contain an incontestable clause, and after the initial contestable 
period, reliance is placed on the origin clause alone to exclude 
liability for disabilities involving a pre-existing condition. 

An incontestable clause in a disability policy, paradoxically, 
may sometimes enhance the company's chance of a successful 
rescission action during the initial contestable period. The im- 
pending incontestability of the policy has the effect of threatening 
to deny to the company the right to defend a possible suit on the 
grounds that the policy was obtained by materiaI misrepresenta- 
tion. In most jurisdictions the possible lack of an adequate 
remedy at law opens the door of equity to the company, which 
can ask to have the merits of the case decided when memories are 
fresher and when prejudices are less apt to be aroused than in a 
later defense to a suit by the policyholder. In equity, before a 
judge alone, the company may sometimes receive fairer treatment 
than before a jury at law. With the defense of origin available, 
some non-can executives welcome an incontestable clause, not 
only because of the value of assuring the policyholder that he 
cannot later be deprived of his policy on account of an inadvertent 
misstatement in his application, but also because it actually im- 
proves in some cases the prospects of defeating improper attempts 
to obtain insurance by misrepresentation. 

The foregoing discussion is based upon the law in New York 
State under the Conway case. This interpretation cannot be 
relied upon universally. In some jurisdictions the rescission act 
is accomplished differently, and is available for any type of policy 
which has not become incontestable by its terms. In some other 
jurisdictions the courts have decided, in effect, that the incontest- 
ability of a life insurance policy prevents the company from 
defending a claim for any reason not specifically saved in the 
incontestable clause itself. Applied to an incontestable disability 
policy, this interpretation would mean that a company could not 
rely upon any exception in the policy (including the origin clause) 
unless the exception were incorporated into the incontestable 
clause. The result of such an extreme interpretation might be 
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either a very awkwardly drafted policy or else a blank check to 
the policyholder. It  does not appear that this question has ever 
been presented in such jurisdictions on a disability policy, and the 
decision might be different. Because of the danger, however, non- 
can policies are not made completely incontestable. The phrase 
"incontestable as to any statements made in the application" pro- 
vides incontestability as broadly effective as the general clause 
under the interpretation of the Conway case, and by the limiting 
words it is hoped that the extreme position referred to above may 
be avoided in states which do not follow the New York rule. 

ACTIVITY IN CLAIM SUPERVISION 

Fortunately, in spite of the attention devoted to rescission, 
defense of origin, and other methods of resisting claims, there are 
relatively few cases where such methods need be applied. Mbst 
claims involve no disagreement between company and policy- 
holder, and are settled in normal routine to the satisfaction of 
both parties. With few exceptions the claim adjuster's task in- 
volves friendly routine calls which serve the two functions of 
creating service contacts with the disabled policyholder and of 
reducing possible malingering. The former function is obvious; 
the effect of the latter can be emphasized by a reference to the 
Conference Modification of Class (3) Experience. Two-thirds of 
those disabled more than six days recover before they have been 
disabled one month; three-quarters of those disabled one month 
or more recover by the end of the third month ; and of those whose 
disability lasts over three months about four-fifths have recovered 
by the end of the first year--all according to Conference Table 
age 45. If each of these temporarily disabled policyholders were 
to malinger for a single week beyond a reasonable recovery date, 
the resulting increased claim cost would be a significant addition 
to the cost assumed. If a substantial minority were to extend 
their claims for a few weeks, the company's loss ratio would suffer 
sadly--hence the importance of reasonably frequent check-up 
visits to reduce malingering during the early period of disability. 
Almost every honest citizen's conscience will allow him to extend 
his recuperation a trifle when the company is helping to finance it. 
This much must be assumed as an integral part of the cost of 
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insurance, and it is to a company's advantage for the disabled 
policyholder not to invite a setback by too early activity. It  is 
not fair to the honest policyholder, however, to assume that very 
many recuperations are to be exaggerated very much. Careful 
application by the underwriter of the principle of coinsurance will 
serve as a general check on such malingering, but the specific 
check of the claim adjuster is needed to prevent the wholesale 
petty malingering which can so drastically alter the average cost 
when a rapid recovery rate is expected. Careful watch in the 
early stages of a claim, moreover, may forestall later developments 
which would make the claim more costly than it ought to be. 

After the early disability months the picture changes tre- 
mendously. Still referring to Conference Table age 45, 72% of 
those still disabled at 12 months remain so at 2 years; only 20% 
recover in the third disability year, only 13% in the fourth year, 
and in the tenth year less than 5%. Even if every recovery after 
the second year were postponed a month or more, the effect on the 
average cost would be relatively minor compared to the effect of 
a few days added to each of the more numerous shorter claims. 
The longer claims need service, and the realization that the com- 
pany is watching will help to reduce major malingering. Inten- 
sive activity among longer claims, however, for the purpose of 
reducing petty malingering could easily cost more than the saving 
in benefits. 

ADVANCE SETTLEMENTS 

Two related problems occasionally confront the administrator 
of long-term claims--rehabilitation, and the buying up of a claim 
or policy. Cooperation with the claimant to encourage him to 
attempt a comeback may be very effective if he is assured that his 
effort to work will not impair his insurance income for a reason- 
able test period. Sometimes a claimant who is physically able 
but mentally whipped could be restored to activity if he had the 
capital to reenter an economic field in which he is experienced-- 
storekeeping, for example. A reasonable advance on the policy 
can sometimes serve the double function of restoring the man's 
self-confidence and of saving an expensive protracted claim by 
reestablishing the policyholder's earning power. 

Nearly related to this type of advance is the buying up of a 
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policy in order to substitute a known loss for an indefinite claim 
liability. The large reserves required on long-term claims in- 
crease the temptation to make such a substitution, particularly if 
the claimant is willing to settle for a sum which is smaller than 
the reserve. There is a subtle danger in the practice, namely, that 
the reserve held on a claim in conformity with a recognized valu- 
ation standard will be confused with the individual value of that 
claim. A tabular reserve is an estimated average value, too high 
in some cases and much too low in others. Which case is high and 
which case is low cannot be told individually, but over the whole 
the salvage from the overvalued cases must be available to make 
good the deficiency on the others. The claimant who will settle 
most readily is generally the one who has the best expectation of 
speedy recovery. The adjuster who settles very far in advance 
with many such claimants may find it necessary to draw on the 
company's surplus before the remaining claims are fully paid. 
For that reason any policy of settling claims by large advance 
payments should receive the gravest study and analysis. 

DISABILITY EXPERIENCE 

In one sense, everything written above has been introductory 
to the ever-present problem of rates and reserves. Whatever the 
merit of the pages above, they should at least have pointed once 
again the costly lesson that the moral hazard, and to a lesser 
extent the legal hazard, are responsible for a very real part of the 
cost of non-cancdlable disability insurance. Two companies 
could write exactly similar policies at the same premium rates; 
but if one management were conservative and the other not, the 
experiences would be vastly different. 

The premium structure of non-can insurance cannot be con- 
sidered apart from the underwriting foundation. The Non-Can- 
cellable Reserves Committee of the Health and Accident Under- 
writer's Conference gave recognition to this when it gave specific 
warning in its 1939 report ~ that net premiums derived from its 
tables were not to be considered a proper basis for the computa- 

S"Report of :Non-Cancellable Reserves Committee," published by the 
:Health and Accident Underwriters' Conference, May, 1939. This re- 
port was restricted to active life reserves. A subsequent report in 
May, 1940, considered reserves on disabled lives. 
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tion of gross premiums. There can be no single standard exper- 
ience upon which to base premiums for each and every sort of 
policy. Disability is a subjective hazard--if a man claims to have 
a pain it is effectually impossible to prove him wrong. It  is con- 
ceivable that the incidence of actual physical disability might 
conform to a reasonably uniform table, but actual physical dis- 
ability is not the event insured. The companies must pay benefits 
for disability which is effectiveIy claimed. There is an extra cost 
to this risk equal to the sum of dishonest claims plus claims, 
often honestly made, where an actual condition is made to assume 
proportions it properly should not have. This extra element 
measures the moral and legal hazards, and the actuary must have 
some yardstick before he can estimate premiums. He must know 
the standards and the personalities which will govern the accept- 
ance of risks and the administration of claims; and in following 
his company's experience he must be familiar with the current 
practices and the extent to which the company actually adheres 
to its professed standards. These factors are subject to wide 
variations, The company which is most conservative in all 
respects will enjoy the least costly claim experience. A company 
not reasonably conservative in most respects may be wholly 
unable to stay in the field. 

Reserves for active lives may not vary as greatly as premiums. 
Since these reserves depend, not on the absolute level of the term 
premiums, but rather on the relation of the annual term premiums 
one with another, it follows that a very high level premium may 
actually develop reserves no higher--or even lower--than a 
smaller level premium. This is true of short-term coverage with 
a short waiting period compared with long-term coverage with a 
long waiting period. The level premium for the former might be 
considerably higher, but because the term premium curve slopes 
less, the reserves are lower. It might also be the case where two 
companies issued similar non-can policies, but one--Company A--- 
paid less underwriting attention than Company B to the tubercu- 
losis risk, for exampIe. Company A would probably have higher 
clalm costs at younger ages, but as the body of policyhoIders grew 
older, the claim costs of the two companies would grow more 
nearly alike. Company A's experience would develop the higher 
level premiums of the two, but the same experience, with costs 
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higher in early years than Company 13, would develop lower policy 
reserves. Similarly a restrictive provision in a policy, lowering 
the premium, might actually require higher reserves if the restric- 
tion had greater effect at the younger ages. If the reduction were 
the same at all ages, not percentage-wise but absolutely, the 
reserves would be the same as for the unrestricted policy. 

If the assumption could be made that differences in underwriting 
and in policy restrictions, assuming similar periods of coverage, 
effected a constant modification of the term premiums, then it 
would be possible to develop a table which could be used to value 
active life reserves, even though the net premiums derived there- 
from would not reflect actual losses. Experience is not available 
to prove or disprove the validity of such an assumption, but em- 
pirical reasoning can go far to justify it. Physical underwriting 
soon wears off, and its effect on reserves need not be considered if 
ultimate premiums are assumed. Arguments can be set up for 
both higher and lower reserves as the result of common policy 
restrictions, and since experience is lacking, it seems reasonable 
to make the assumption, when seeking a minimum reserve stand- 
ard, that opposite effects on reserves cancel each other. Similarly 
for the effect of the moral hazard; if underwriting is unsuccessful 
it is doubtful if any level of premiums or reserves would suffice to 
prevent disaster, but the disaster would probably result from in- 
sufficient premiums rather than from insufficient reserves. With 
reasonable underwriting, it could be argued that cases of question- 
able origin in early years and of questionable merit in later years 
would effect a roughly constant addition to the cost of purely phy- 
sical disability. The Conference Committee, seeking a basis for 
recommending a minimum reserve standard, made these assump- 
tions, and for that purpose the assumptions are justified. 

A minimum reserve basis should be studied carefully before 
accepting it as the basis upon which a company's continued sol- 
vency will depend. A conservative company would naturally 
adopt a standard which would res.erve the unearned premiums 
until they are needed. With conservative underwriting the Con- 
ference recommendations may actually prove redundant for some 
policies. The Conference basis is not a feeble reserve standard, 
and even where it may prove inadequate the minimum reserves 
should be enough to enable the diligent company to work out of 
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the situation, provided proper steps are taken as soon as the 
inadequacy is known. Inadequacy of premium can be a much 
more serious matter  than a small inadequacy of reserves, and if 
premiums are adequate it may  be possible by economies to wipe 
out a reserve deficiency. 

N~T PI~EMIU~S 

The mechanics of calculating net premiums and reserves for 
non-can policies has been presented in detail in the publications 
of the Actuarial Society of America~, and Mr. Craig has presented 
a paper on the subject to our own Society s in addition to Mr. 
Cammack's important  paperL Various premium formulae have 
been developed from the fundamental principle of determining an 
annuity-due whose value shall equal the present value (as of the 
issue date) of expected liability under the policy. Four  such 
formulae are reproduced below. Number (1) 10 is the true formula 
for an annual premium to provide an unlimited benefit of $1.00 
year ly  (payable monthly) for disability incurred prior to age y, 
assuming a mortal i ty table which separates active and disabled 
lives and defining r~ as the probabili ty that an active life now 
age x will become disabled prior to attaining age x -I- 1 : 

¢--~-1 ~(12) 
t, ~ - D~ ~ . r~. "-t~+ ~ 

( I )  " ~  N~ ~ - ~ 8 o  

Number  (2) is the same formula assuming mixed life table and 
functions : 

¢=~,--1 
• D ,"  r , .  at,+ n] 

( 2 )  "=" 
N , - N ~  

Number  (8) 11 uses the traditional symbols adapted by Mr. Craig 
in his paper, modified to give the same benefit: 

,t Especially Actuarial Studies No. 5 (Second Edition). 
8XVII P.C.A.S. 51. 
9VII P.C.A.S. 267. 

x0 See Actuarial Studies No. 5, p. 165, and XXX T.A.S.A. 410 for dis- 
cussion of Numbers (1) and (2). 

11XVII P.C.A.S. 58 ft. The formula assumes a three month waiting 
period. 
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(3) N ,  - N~ 

where K•/r' / "u --- Y~H~ n2 / " 

H~ n21"~' --tt~/~/~12 + HJ n + H~ n + . . . . .  to end of table 

H~/~ ---. v~+,+ ~ . l~+,+~ .s"~n 

and s "/z --  sickness incurred at age z suffered during the one year 
period immediately following the first n years of sick- 
ness, expressed as the amount of such sickness for each 
life-year exposed during the year from age z + n to 
z + n + l .  

In applying Formula (3) to such American tables as Cammack's, 
Class (3) or the Conference Modification TM, special note must be 
taken of the form of//~/a. In the form of these tables which gives 
the amount of disability for various periods by age of disable- 
ment, the symbol o,n oc, ) means the amount of sickness incurred at 
age z add suffered during the one year period immediately follow- 
ing the first n years of sickness, expressed as the amount of such 
sickness for each life-year exposed during the year from age z 
to z + 1. For the American tables, therefore, H~ "n becomes 

~z+~+½.1 .~n/t 
,'z+ ½ oCz) 

and 

(A) H~ n2/~zt ---- ,,"'~+~'lz+.-~ "s an219['2c~ + v~+~' l~+~ "s~i] 

+ v ~+~ "l,+~- "s=tac,~ ."  . . . . .  etc. 

= Vz'~z+~ r-i~1'~.,"3/.12] 9/12 ,l,)e~.SII1 L" °C,~ q- (,) + . . . . .  etc.] 

. . . . . . . .  ] 
t ,  

- - - D z . ~ p , . [  . . . . . . . .  ] 

Formula (4) is fundamentally the same as that used by the 
Conference Committee, based on Formula (3) 

a2 1939 R e p o r t ,  supra. 
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(4) 

where 

g ~  ~ ~11 

S--0] 

K~--  ~ H~ 

H~ = &.  D~ = S;. l , .v" 

and S, - -  the net one year term premium for the benefit. Note 
the distinction between sc~), which is an amount of sickness, and 
S~ which is a net one year term premium. Formula (4), for the 
sake of simplicity, omits from the upper right hand corner of the 
commutation symbols the designations which indicate the waiting 
period and the limit of indemnity. The designations will be the 
same throughout any one calculation and can be understood from 
the table heading. 

The formulae are fundamentally similar. Numbers (1) and 
(2) are the same formula, adapted for use with active and mixed 
life tables respectively. Form (2) is used here to compare with 
the others. Each formula shows the net level premium for a life 
indemnity policy with a three month waiting period. This benefit 
is used here for simplicity--the modification to provide for other 
indemnity periods is made in the term premiums when necessary. 

The differences among the last three formulae lie in certain of 
the commutation devices used and in the net one year term pre- 
mium. The present value at the beginning of the year of the 
term premium as used in Formula (2) is 

(5) ~ -- ~(12) V "ra" i~fzq- 91l 

Using in Fornlula (3) the second form of H~ ~ 2 1 ~  shown at (A) 
p. 47 the term premium's present value at the beginning of the 
year is 

. ~  SIII (6) ~P~'[v"~'s~d)Iz/9/12 q - ' ' "  c~) "}- . . . . .  etc.] 

In Formula (4) the term premium appears directly as S~. Using 
S, to replace the other forms of the term premium, each formula 
reduces to the same expression : 

Z D , ' S , ,  

G - G  
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In the development of the commutation columns used to evaluate 
this expression 

is the equivalent of ~M~ and H~/~2/au is the equivalent of ~C~. 13 
Form (5) and its basic Formula (2) were designed for use with 

the disability income clause of life insurance policies. The benefit 
was unlimited during disability--i.e., life indemnity--and in the 
calculation ,,~(I~) m,+ m was developed by an approximation from the 
value of a~,~. The benefit commenced immediately upon recog- 
nition of its total and presumably permanent nature, and the 
disabled life tables were drawn up on that basis. A change in the 
presumptive period involved an adjustment to the annuity values. 
The formula as stated is not convenient for use with varying 
exclusion periods. For such use the annuity may be restated as 

~ 0 ~ )  , *- m t~I*-I- ~j  

where k is the exclusion period after the inception of disablement, 
and m is the indemnity limit. The term premium assumes the 
general form 

a¢(l?) (5A) v~ . r~ . k  ~ ~+~j 

With the same limit the term premium in (6) assumes the general 
form 

(6A) ~p~.~ ~) 7 - - " ~ )  + ' " + v ~ - ~ ' s ~ 6 1 ' t +  "'" 

. . . . .  + v - v -  • 8 f f ,~ '+~- ' ) l  

where k and m have the same meaning as above, and c is the 
greatest whole number of years in k q- m. Form (6A) requires a 
table which gives the amount of sickfiess during stated periods 
rather than one giving the number of lives disabled at stated 
intervals. The latter type table is used in developing the disabled 
life annuity factor in form (SA). The two expressions are very 
similar, but are not identical. The annuity makes no provision 
for the present value of indemnity accruing after the last full 
monthly payment and before termination. The amount of such 
indemnity may be assumed to equal one-half of one monthly pay- 

1~ See A c t u a r i a l  S t u d i e s  No.  5, p. 158. 
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ment for each termination prior to the expiration of the indemnity 
limit, and the present value would necessarily be less than half 
of one month's indemnity. 

In actual calculations the author has used still a third term 
premium 

(7) .~sn2 / ~l_ oS/121 g/12 ~ ,  - o ( o  + v ' s [ ~ '  + C ' s ~  1 + . . . .  etc. 
or in general terms for the limited indemnity 

(7A) S ~ / , , , _  s~n-~ ~ i a  ~ . . . .  co - ~z~ + V'oc~ -i- + v" -~ ' s~;?  n + . . . .  

~+m+e.q 
. . . .  + v 2 . s~/~ ~ + ' ~  

where k, m, and c have the same meaning as above. The discount 
factor in the last term can be made equal to v ~-1 without intro- 
ducing any discernible error. Formula (7A) is easily recognized 
as Formula (6A) divided by ~ p ~ . v  ~,  which varies from 0.983 at 
age 20 to 0.972 at age 60, using American Men mortali ty and 3% 
interest. That  is, the Formula (TA) is 1.7% higher at age 20 and 
2.9% higher at age 60. I t  is, therefore, slightly more conservative 
for both premiums and reserves, although slightIy less accurate, 
and the greater ease of application makes its use preferable in the 
author's opinion. At the present stage of development of disabil- 
i ty experience there is nothing lost by u s i n g  approximate methods 
if they are conservative, t4 Even assuming a greater refinement of 
experience we would be justified in using a more convenient 
though slightly less exact formula, provided the relationship to 
the more exact formula is understood. I t  is important to know 
the degree and direction of any error of approximation in order 
to avoid reliance upon margins which may not actually be present. 
Table I compares net one year term premiums developed by 
Formulae (SA), (6A) and (7A), and adds for good measure the 
undiscounted amount of disability. 

14Note that the measurement of the disability term in the Class (3) 
table commences with the date of disability, which is the date dis- 
ability was approved and which is (with some exceptions) 90 days 
after the date of disablement--the date on which the insured actually 
became disabled. Formulae used for non-can assume date of disable- 
ment, and thus the Class (3) tables are arbitrarily shifted one-quarter 
of a year away from age 0. The error thus introduced is more technical 
than real, because of the large element of judgment used in graduat- 
ing the Class (3) experience. The error and the judgment dement 
are mentioned here as exampIes of conditions which make too great 
refinement a travesty on accuracy. 
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TABLE I 
Net One Year Term Premiums ~ $1.00 Monthly, Payable for 

100 Months 
3 Months' Waiting Period; Conference Modification of Class ( 3 ) ~  

3% Interest 

Formula 
Formula 

(SA) Formula Formula 
Undiseounted 

Amount of 
Disability Age (SA) Adiusted* (6A) (T&) 

20 0.0749 0.0789 0.0780 0.0793 0.0838 
30 .0933 .0978 i .0980 .0997 ,1067 
40 .1278 .1336 .1330 .1854 .1456 
50 .2327 .2415 .2385 .2435 .2634 
60 .4621 .4769 .4704 .4839 .5245 

* Adjusted by adding ~ month's disability (undlseounted) for each disabled llfe 
recovering prior to expiry of the indemnity limit. 

1 

The net level premium Formula (4) has the advantage over 
the other formulae of involving fewer and simpler symbols and 
commutation columns. The Formula is repeated for convenience: 

(4) K, - -  K~. 

If vK~ : Ks - -  Kv and vH~--N,--Nv 

the formula becomes simply 

(4A) vK~ 

where 
~=y--1 

The values of Ha are readily determined by multiplying each D,, 
by the corresponding S~. The vK, column is created directly by 
accumulating the values of H,  from the bottom upward. Division 
by the respective values of ~N, then gives the level premiums 
[ P s i  ~. 

Care must be exercised in assigning the value of y. If the 
insurance terminates at exact age 60, for example, then y - - 6 0 ,  
and 59 is the last age included in 6oK, and 6oN,. If the policy 
phraseology is such that the company is exposed to the risk during 
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a part or all of the year beginning with age 60, then y is equal to 
60½ or 61, not to 60. 

WAIWR OF PP,~IUM 

If the policy provides for the waiving of its premium an addi- 
tional question is presented. Formula (I) assumes that only 
active lives will be exposed to risk, and that only active lives will 
pay premiums. Waiver is automatically provided by those 
assumptions. By using a mixed life table the other three formulae 
assume that disabled lives are also exposed (an error which in- 
creases the premium) but that disabled lives pay premiums. Mr. 
Phillips showed TM that for the life disability income clause--90 day 
presumptivc---the errors practically offset each other, and that 
the mixed life Formula (2) is very slightly more conservative for 
a benefit which includes the waiver. This result will obtain, how- 
ever, only when the term premium is derived from a table based 
on an exposure to active lives alone. If the experience table is 
based on an exposure to mixed lives, the first overstatement is 
eliminated from the mixed life formula and either a premium 
must be collected from disabled lives or else the error must be 
corrected. A simple correction is made by assuming that the 
level premium for the waiver will be proportionate to the level 
premium for a benefit subject to the same indemnity limit after 
the waiting period required for the waiver. TM The level premium 
of such a benefit need not be separately calculated but may be 
approximated from the premium for the income benefit. The 
error involved in such an apprdximation, if carefully made, will 
be insignificant in the final total premium. Using the net level 
premium [PS], for an income benefit of $1.00 yearly the net level 
premium for waiving will be 

(8) [PSi ~. [PSi 

where [PS]~ is the adjusted premium for the waiver. The pre- 
mium given by (8) must itself be waived, at a cost of 

p [PS]~'[PS]~'[PS]~, and so on. 

15XXX T.A.S.A. 410. 
16The refinements of this assumption as they pertain to life insurance 

disability clauses are discussed at Actuarlal  Studies No. 5, p. 159, and 
at X X X  T.A.S.A. 406-8. 
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The total cost of the premium waiver is thus the sum of an infinite 
geometric series 

ar -[- ar 2 -¢- ar 3 + . . . . .  

where a - -  [ P S ] .  and r - -  [PS]~.  

The total premium for income and waiver benefits is 

a + ar  + ar  2 + ar  3 + . . . . .  . 

The sum is equal to 
a [ P S ] , ,  

(9) 1 - - r  - I--[PS]~" 

This formula can be easily modified to fit benefits expressed in 
terms other than $1.00 yearly. 

ACTIVE LIFE RESERVES 

Like the net annual premium calculations, the methods of 
non-can active life reserve valuation are closely analogous to life 
insurance methods. Prospectively the reserve at the end of the 
n t~ policy year is equal to the present value of future benefits 
minus the present value of future premiums, or 

(10) ,V,, = vK~+. ~N~+. ~K. 
D~+. -- D~+. ~_~r ' 

This formula may be applied directly, or it may be modified to 

(11) . V . =  D o + . "  [,Ks+.~Nn+. ~N,']  

which may be expressed as 

(12) , v ,  = a ,+ ,  ( [ P S ] , + ,  - [ p s ] , ) .  

Formula (10) is the form which Mr. Craig uses zT, and is followed 
by the Conference Committee in its report of May, 1939 TM. 
Formula (11) has the advantage of eliminating one operation in 
practice--it substitutes the finding of ( [ P S ] , + , -  [PS].} for the 
calculation of 

yK,~+. 
D~+n 

and the subtraction of a~+," [ P S ] ,  from the values thereof. 

17 XVII P.C.A.S. 68. 
18 pp. 18, 20. 
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In actual practice an accumulation method has advantages in 
being both simple and substantially self-checking. The premium 
[PS]~ is collected from l,, lives at the inception of the risk. The 
present value at the beginning of the year of the first year's cost 
of insuring l~ lives is l~'S~. The difference I , '[PS]~--I~'S~ 
accumulated for one year (1 + i) gives the total amount held at 
the end of the first year on all policies. The average terminaI 
reserve per policy is therefore 

l~, .(1 + i ) .  (13A) ~V,, --- { [PS]~, --  So). l~,+a 

At the beginning of the second year the new premiums l~+1" [PS]~ 
are added to l,+~.xV~, the present value of the year's claims are 
deducted (1,+x.S~+x) and the balance accumulated at interest, 
so that the average value per policy is then 

(13B) 

In general 

(13C) 

2V,, --  (iV,, + [PS]~, --  S,~+1)"/~+l t,+2 " (1 + i).  

,,+iV,~ = (,,V~, + [PS]~ ,  - -  S, ,+ , ) '  l~,+.._.______.~ . (1 + i) 
/ . + . + l  

or setting 

u,, -'- /,,+i " (1 + i) - D~,+l 

(13) . + I V . - - ( . V ~ + [ P S ] . - - S . + . ) ' u ~ + . .  

This formula is simple to work, each value leading directly into 
the next, and it is virtually self-checking: v-,V~ can equal 0 only 
if there is no error or if there are precisely compensating errors. 

Theoretically the total unearned premium on non-can policies 
would be the mean reserve based upon the formula 

(14) ½ {._IV,  .+ [PS],, + ,V,,}. 
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If the premium is payable other than annually the formula could 
be modified accordingly. In practice this formula is not used by 
non-can companies, which make their annual reports on the 
Casualty and Miscellaneous Edition of the Convention Blank. 
In 1922, in order to meet the accounting convenience of the cas- 
ualty companies who were currently active in the non-can field, 
the unearned premium was divided between line 25 (pro-rata 
unearned premium, as held on the usual type of casualty policy 
for which the premium is paid for the entire policy term) and 
line 25½ (the additional unearned premium on account of the 
non-can feature). The most usual practice is to enter in line 25 
the pro-rata unearned portion of the current premium, calculating 
separately the amount of the accumulated unearned portions of 
past premium payments to be entered in line 25½. On the 
assumption that the policies were issued evenly throughout each 
year the line 25½ unearned premium is the mid-terminal reserve, 
computed by the application of valuation factors derived from 
the formula 

(14h) ½ {._~v. + .v.}. 

This formula does not need to be corrected if premiums are paid 
other than annually, since the accounting for the current premium 
is done on line 25. 

The level premiums, and consequently the reserves, will vary 
somewhat according to assumptions of interest and mortality. 
Tests were made to see what the differences would be, assuming 
identical term premiums, on a policy to provide 100 months of 
indemnity after a 3 months' waiting period. Table II shows 
that the effect of a lower interest assumption is relatively small. 
Table III  shows that premiums and reserves based on American 
Experience are only slightly different from those based on Ameri- 
can Men (Ultimate) mortality, and reserves are actually higher 
in some cases. The explanation lies primarily in the fact that the 
mortality and interest enter both numerator and denominator of 
the level premium formula, thus tending to offset each other. The 
Tables also indicate roughly the extent of the modification of 
Class (3) by the Conference Table, for Table II  is based on the 
Conference Table and Table I I I  is based on Class (3). 
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TABLE II 

Comparison of Net Leve] Premiums and of Terminal Reserves for 

Different Interest Assumptions, Using Same Mortality 

$1.00 Monthly for 100 Months after a 3 Month Waiting Period-- 

Term Policy to Age 60 (inclusive) 

CoL 1 

Age 

20 
25 
30 
35 
40 
45 
50 
55 
60 

Col, 

Poli~ 
Yea 

1 
2 
3 
4 
5 

10 
15 
20 
25 

Col. 6 

Col. 2 

Net One-Year 
Term Premiums 

0.084 
.098 
.107 
.119 
.146 
.191 
.263 
.364 
.524 

Col. 3 Col. 4 

Net  Level ' remiums 

A.M.(5)- -2~% 

0.162 
.179 
.200 
.228 
.264 
.309 
.365 
.434 
.524 

Col. Col. 8 
Terminal Reserves 

A.M.(5)--3J~% 

0.153 
.171 
.192 
.221 
.258 
.305 
.363 
.433 
.524 

Col. 9 

Age 35 Age 45 

A.M.(5)--21~ % A.M.(S)--3½ % A.M.(S)--2~% A.M.(5)--3V2 % 

0.112 
.222 
.331 
.438 
.543 

1.004 
1.248 
1.111 

.297 

0.105 
.210 
.315 
.418 
.519 
.977 

1.236 
1.119 

.304 

0.122 
.235 
.338 
.430 
.510 
.673 
.215 

0.119 
.229 
.331 
.423 
.503 
.675 
.219 

Col. 2--~Tndiscounted amount of disability from Conference Modification of Class (8) 
Cols. 8, 4, 6-9--Calculated from Col. 2 with A.M.(5) Mortality, same formulae, 

differing only in interest assumption. 
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TABLE III  

Comparison of Net Level Premiums and Terminal Reserves for 

Different Mortality Assumptions, Using Same Interest 

$1.00 Monthly for 100 Months after a 3 Month Waiting Period-- 

Term Policy to Age 60 (inclusive) 

Col. 1 [ 

Age 

20 
25 
30 
35 
40 
45 
50 
55 
60 

Col. 2 

Net One-Year 
Term Premiums 

Col. 3 Col. 4 
Net Level Premiums 

0.081 
.094 
.100 
.111 
.133 
.175 
.242 
.339 
.494 

Am. Ex.--2~z~ % 

0.148 
.164 
.183 
.209 
.243 
.286 
.340 
.408 
.494 

A.M.(S)--2~% 

0.151 
.167 
.186 
.211 
.244 
.287 
.341 
.408 
.494 

CoL 5 CoL 6 Col. 7 Col. 8 Col. 9 
Terminal Reserves 

Age 35 Age 45 
Policy 
Year 

1 
2 
3 
4 
5 

10 
15 
20 
25 

Am. Ex.--2~% 

0.102 
.203 
.303 
.403 
.500 
.941 

1.183 
1.067 
.285 

A.M.(5)--21~ % 

0.103 
.206 
.307 
.407 
.505 
.941 

1.177 
1.059 
.283 

Am. Ex.--2~ % 

0.115 
.222 
.820 
.408 
.485 
.651 
.207 

A.M.(5)--2½% 

0.115 
.223 
.820 
.408 
.485 
.648 
.206 

Col. 2--15ndiseounted amount of disability from Class (3) 
Cols. 3, 4, 6-9--Calculated from Col. 2 with 2~% interest, same formulae, differing 

only in mortality assumption. 

UNLEVEL PREMIUMS AND BENEFITS 

Some non-can policies provide that the premium shall be 
increased at a given age and the benefits reduced at a later age. 
One purpose of such provisions is to reduce the active life reserve 
below the level premium standard by increasing the present value 
of future premiums and by reducing the present value of future 
benefits. Formula (4) can be modified for such policies, as 
follows : 
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(15) ~K, + A .~g~ 
,N~ + B- vNo 

where u --  age at which benefits are reduced, 
A - -  ratio of reduced benefits to original, 
v -  age at which premium increases, 

B -  ratio of increased premiums to original, 
x < v; x < u; and in practice v < u. 

At certain ages and durations this formula will lead to negative 
reserves, which means that if actual experience follows the ex- 
pected the company will pay out excess benefits in the hope of 
collecting excess premiums later. If B is a high ratio, or A very 
low, such negative reserves may present an acute problem. For 
that reason care must be taken in assigning the values of A and B. 
Some conservative actuaries value such policies as if they were 
three separate contracts, one to age v 

~K~ 
(16) [PS]~ = ~2V~ ' (x < v)  

the second from age v to age u 

~K~ , 
(17) [P$]~ = "B-:~-hr. (v ~< x < u) 

and the third above age u 

A "vK~, (u < x < y). 
(18) [PS]~" = B .  v N , '  

The unlevel premium and benefit plan has also the result of 
reducing the annual premium for the earlier years of the policy, 
and of reducing the difference between the annual premiums 
graded by age at issue. It  is characteristic of short-term cover- 
ages that the term premiums form a much flatter curve than for 
long-term coverages. An unlevel premium plan applied to a 
short-term policy may have the result that the age 49 annual 
premium is only slightly higher than the age 20 annual premium. 
Such a result would enable the company to charge a singIe flat 
gross premium for all issue ages from 20 to 49, and that is most 
often done for short-term policies. For long-term policies, how- 
ever, the annual differences are such as to require the gross pre- 
mium schedule to be graded, like life insurance, according to 
age at issue. 
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DISABLED LIFE RESERVES 

From a formal viewpoint the reserve on a disabled life is to be 
valued as an annuity payable monthly during disability, subject 
to appropriate policy limits. The symbol a~(~t/,~ stands for the 
value, at the end of the t t~ month of disability, of a life annuity 
with first payment due in one month and subsequent payments due 
monthly during disability, for a life disabled at age x. The symbol 
a~)+t/,2:~-:r/~'cu) is the corresponding value of a temporary annu- 
ity limited to m years after a waiting period of k. If the annuities 
are computed from disabled life mortality tables they will include 
the last full payment to each disabled life, but will not include 
any fractional part of a month's indemnity accruing between such 
payment and recovery or death. A correction could be made by 
assuming that each recovery contributes one-half of a month's 
additional disability, and by valuing those contributions. The 
present value of such contributions must always be less than one- 
half the value of one month's indemnity; substantially less as the 
remaining term of the annuity becomes shorter. One-half of one 
month's indemnity is approximately 1% of the value during the 
early years of a 103 months temporary annuity on a life disabled 
at age 40. The annuity (omitting the correction) can be computed 
by developing regular commutation columns, monthly; as 

(19) D~z)+t,12 =l~x)+t/12 • v z + t / 1 2  

n =  1 2 ( o - x ) - t  
(20) 2~, ('2) - ' (~)+,n2 -- ,~oX D(,)+t i_ ~ 

(21) (x)-{-]l:-}-m+l/12 J-v (z)--}-t/12 - -  .Lv (x)--l-t/12 ~ J.v ( z ) - ] - / + m - ] - i / 1 2  

whence 

(22) 

and 

(22A) 

~T({12) - - .  

• a ( z ) + ~ / 1 2  m D(~>+,m 

~ ( ( 1 2 ) .  

12 ,(z2) ---- (x)+~+,n+l/x2 (~)+11~,1 
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The correction for the accrual after the last payment before ter- 
mination can be estimated approximately by the formula 

- -  /Cz)+7,+m l~,)+t/,2 * 
(23) 12' A(~)+tn2:~-~Tr~ = 24. P 

(x)-}-t/,2 

This formula is conservative to the extent of the interest assump- 
tion which is disregarded. Values calculated with this correction 
for an annuity of 100 months after a 3 month waiting period are 
shown in Column (1) of Table IV. 

TABLE IV 

Value of $1.00 Monthly Select Temporary Annuity 
103 Month Term--Class (3)--3% 

Age 40 at Disability 

Col. 1 
Formulae (22A) 

a n d  (23) 

Adjusted True 
Monthly Annuity 

40.3 
44.5 
44.3 
41.2 
35.4 
27.4 
17.7 
6.8 

Col. 2 
Formula (24) 
Approximate 

Monthly Annui ty  
Based on Amount 

of Sickness 

40.9 
45.2 
44.9 
41.8 
35.9 
27.8 
17.9 
6.9 

Col. 3 
Formula (27) 
Approximate 

Monthly Annui ty  
Adjusted from 

Annual  

40.9 
44.8 
44.5 
41.4 
35.6 
27.6 
17.8 
6.9 

Col. 4 
Formula (26) 

Annual  Annui ty  

4 5 . 4  
48.5 
47.5 
43.7 
37.3 
28.7 
18.4 
7.0 

The annuities can also be valued along lines similar to Formula 
(7A) on page 50 above, using amounts of sickness rather than 
separate payments of indemnity. This method requires disability 
tables showing both s~J) ~ and ' l(,)+,. I t  is rather cumbersome to 
apply in any way other than annually at anniversary dates. Such 
annual values are shown for comparison in column (2) of Table 
IV. They include all indemnity expected to accrue in the future 
without necessity for considering any correction on account of the 
part-month accruing immediately before termination. The for- 
mula is 

(24) a|(12) 
(~) + n:_l~_n ] = ,~0  

- l c x ) +  . 
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In applying the formula the amount of sickness in the last year 
is not for a full year, but for only a part thereof. That correction 
should be understood in interpreting s~) ~ ,which is really s~g v~2. 
The excess of the values of Column (2) over those of Column (1) 
is due to the arbitrary differences in the treatments of the interest 
assumption. 

With unlimited life indemnity the monthly annuities can be 
approximately derived from annual annuities by the relationship 

(25) a~ ('z) = a~ + 13/24. 

This formula is not directly applicable to the select temporary 
annuities which characterize non-can today. The values of 

(26) 12 

given in Column 4 of Table IV demonstrate that the adjustment 
to the monthly annuity is not a constant. A close approximation 
can be made, however, by the following formula 

(27) .~(,2) ~ __ a' t~(x)~-n:m~X-,~] (x).~n:m Tk~-6 /12-,z,i ~ ~ "  

Values computed by this formula are shown in Column (3) of 
Table IV. In applying the formula the payment at the beginning 
of the final year was adjusted to the appropriate part of the full 
year. 

Formula (24) or (27) can be used to calculate values at anni- 
versary dates, and intermediate monthly values can be inter- 
polated if desired. Assuming valuation on the average at the 
middle of a disability month, the mean monthly annuity for the 
t ~a month would be the mean of the annuity at the beginning of 
the t ~ month (next payment due at the end of the month) and 
the annuity-due at the end of the t a~ month (payment due immedi- 
ately) : or 

(28) ½ .  { a '(1-', 1 ,,(~2), 

Formula (28) values the full payment due at the end of the t ~ 
month; that is, it includes both the accrual up to the average 
valuation date since the payment at the end of the ( t - - l )  'a 
month and the amount which will accrue after such date and 
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before the next payment. Any other accrued and unpaid indem- 
nity must be valued separately. 

Very few companies have exposure enough to base long-term 
annuity calculations upon their own experience. Most companies 
must adopt some experience not their own. The Conference Com- 
mittee recommended Class (3), as extended in its report, as a 
basis for valuing claims which have lasted one year or longer from 
the date of disablementlL Non-can policies are offered and bought 
as'a type of insurance complete in itself, rather than as a clause 
supplementary to another type of insurance. This fact, combined 
with the more active claim supervision shown by non-can com- 
panies, leads to the expectation of more claims presented under a 
non-can policy--even with identical waiting period--followed by 
more rapid termination for the first few months. After the sifting 
out of the more numerous but less costly short claims, the termina- 
tion rates and the relative frequencies of the two types should 
approach each other. Such early divergency followed by later 
convergence was noticed in the experiences analyzed as Classes 
(1), (2) and (3), and a marked difference even from .Class (3) 
has been noted in the first disability year experience on long-term, 
loflg-waiting period non-can policies. The differences were recog- 
nized in the Committee's modification of Class (3) to fit more 
nearly the special non-can needs. 

The foregoing discussion applies to the valuation of long-term 
non-can claims, but it holds only academic interest in connection 
with short-term claims. There are better ways of valuing short- 
term claims than computing formal annuity values. With short- 
term policies the frequency of claims is much greater because of 
the usual shorter waiting periods. The maximum loss is much 
lower, and the values by age vary but little. Under these con- 
ditions there is no need to go through formal calculations of the 
sort outlined above. The Conference Committee, for example, 
recommended for claims of less than a year's duration that re- 
serves be set aside in such manner as the company's calculations 
justify ~0. This standard allows for the application of average claim 
values. One method is to observe the average run-off of such 
claims outstanding at December 31 of each year, and to derive 

19 1940 Report, supra. 
20 1940 Report, supra. 
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therefrom an average with which to value such claims outstanding 
at a subsequent December 31. This method works reasonably 
well if the policies exposed are fairly uniform in size and nature, 
and so long as no epidemic strikes shortly before the valuation 
date. If the policies exposed vary in size a more reliable valu- 
ation can be obtained by computing the average as a given period 
rather than as a given amount. An epidemic generally creates a 
large number of claims of short average duration. The regular 
average applied to a claim list which includes a large number of 
epidemic claims will generally result in a substantial overvalua- 
tion. Contrariwise, if the valuation follows a short period of ex- 
ceedingly good health throughout the country, the list will contain 
a greater-than-average proportion of longer, more serious claims. 
The regular average would undervalue such a list. The most sat- 
isfactory course is to prepare a separate average for each of a 
number of durations. Claims incurred in December and still out- 
standing at the end of the year may be valued at x weeks of 
indemnity ; those incurred in November at y weeks ; and so on as 
the company's experience may indicate. The number of weeks 
of indemnity used as the factor may not be the actual period which 
the average claim is expected to run. Other benefits---hospital, 
surgical, etc.--may be included in the liability, and some measure 
of accrued but unpaid benefits will necessarily be present. The 
factor may be developed simply as the number of weeks for which 
the indemnity would be equal to the actual liability for such ben- 
efits together with the regular loss of time indemnity. 

Two observations may be made on that general method. The 
first is the warning--scarcely necessary--that the average size of 
all claims settled by a company is not a satisfactory average to 
apply to claims outstanding at a given time. The outstanding list 
is very much more heavily weighted with the more serious claims, 
which remain longest on the book. The most numerous claims are 
the shortest and least costly, which have a big effect on the general 
average but which are settled so quickly that relatively few of 
them are outstanding at any time. The second observation is that 
an average of claims outstanding at December 31 is not necessar- 
ily applicable to claims outstanding at some other time. Short- 
term disability claims have a definitely seasonal cast; claims in- 
curred in December may have an altogether different average from 
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claims incurred in June. Valuation averages developed for one 
date should be tested before assuming that they will be satisfac- 
tory at another date. 

The Conference Committee made a suggestion with regard to 
checking the claim reserves actually set up. Schedule O lumps 
together all claims which were outstanding at the end of the 
previous y~ar, thus obscuring the effect of a possible inadequate 
or redundant valuation basis for older long-term claims. The 
Committee's suggestion was a modification of Schedule P- -Par t  
5, wherein each year a new valuation of outstanding liability is 
added to actual payments to date, subdivided by the calendar 
years in which the claims were incurred, and the result compared 
with previous similar totals. In this way a trend may become 
apparent, indicating either inadequate or redundant reserves. 
One method would be to start with the first year's reserves for 
claims incurred in the year 1940, for example. At the end of 1941 
add payments made in 1941 on claims incurred in 1940 to the 
current reserves for such claims still outstanding, and compare 
the result with the first reserve at the end of 1940. At the end 
of 1942 add payments made in 1941 and 1945 to current reserves, 
all for claims incurred in 1940, and compare the result with the 
previous two years' estimates--and so on, until the 1940 claims 
are all settled; and similarly for each calendar year's claims. A 
variation of this method is to include all payments made in 1940 
on claims incurred in 1940, not just payments made after the 
1940 year-end valuation. Each successive year's sum is thus an 
estimate of the total losses incurred in 1940, and may be com- 
pared with earned premiums to get developed loss ratios for each 
calendar year separately. If a trend is present it will show up in 
either variant of the method. The Conference Committee warned, 
"It should be noted that a period of several years may be required 
to reach reliable conclusions as to whether the reserves set up have 
been too large or too small. The longer the period of time during 
which benefits are payable under a policy, the greater is the 
fluctuation in remaining reserves likely to be from year to year. 
The outstanding claim liability may also be influenced by such 
factors as the average period since issuance of the policies exposed, 
and the current phase of the economic and morbidity cycles. A 
favorable run-off of reserves should not, therefore, be considered 
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as justifying, without thorough study and analysis, a possible 
relaxation of the application of the recommended standard. 'm 

VALUATION BASIS 

Active life reserves are the nucleus of the accounting device 
which permits a company to charge a level premium for a risk 
with an unlevel cost. The excess or unearned portion of the level 
premium in early policy years is set aside and reserved until 
needed to supplement the level premium when it becomes insuffi- 
cient to meet the increased cost in later policy years. The reserve 
is a liability of the company, and the basis on Which the liability 
is to be valued is important. The relative merits of net premium 
valuation and gross premium valuation have caused much dis- 
cussion in life insurance circles, and the same general principles 
apply to the valuation of the reserve on non-can policies. 

The insurance policy is a contract which the company is obli- 
gated to fulfill in toto. The total cost of fulfilling the contract is 
composed of benefits to policyholders plus the cost of administer- 
ing the insurance. The net premium covers benefits alone, and 
the gross premium is loaded to cover all costs. No company can 
pay the net claim costs and ignore its other expenses, and the 
actual total liability under the policies would seem to be most 
closely estimated by the gross premium reserve, which is equal 
to the excess of the present value of all future costs over the 
present value of future gross premiums. In practice policy re- 
serves are calculated as equal to the excess of the present value'of 
future claim liability over the present value of future net pre- 
miums. Such net premium valuation is a heritage from the estab- 
lished life insurance practice in this country, and its general use 
makes it imperative to understand its meaning and its implica- 
tions. Benefit payments to policyholders are, of course, the most 
important part of the non-can policy liability and the part which 
increases most significantly with the passing policy years. Net 

21 1940 Report, supra. This is a timely point to acknowledge the profit 
which the author derived from the discussions of the Conference Com- 
mittee, and to state that while many of the thoughts expressed herein 
should properly be credited to other members, the paper is not to be 
considered a statement of the Committee's beliefs. The faults are the 
author's alone. 
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premium valuation focuses attention on this aspect, but failure 
to recognize the incidence of other costs could conceivably result 
in embarrassment to a company. 

If all expenses other than benefit payments were the same each 
year, the loading on current premiums would pay all current ex- 
penses. With such level incidence of expenses, gross premium 
valuation and net level premium valuation would be identical. 
But expenses are not level for non-can policies. The expenses for 
which the net premium must be loaded are, broadly, acquisition 
cost (including here all agency expense), underwriting cost, pre- 
mium taxes, claim administration expense, and general home office 
expense. Each of these could be a complete subject in itself, but 
for brevity's sake certain assumptions may be permitted in this 
discussion. Non-can acquisition cost is characterized by a high 
first-year commission and lower renewal commissions. Under- 
writing costs, including the fees for medical examinations and 
inspections, are all incurred before the policy is issued. Premium 
taxes are approximately level, subject only to increases by state 
governments in the rates of taxation. The general home office 
expense of an established company may be presumed to be level. 
The cost of cIaim administration is roughly proportionate to the 
claim payments themselves, and consequently increases as policies 
grow older. Of the five broad components, therefore, premium 
taxes and general home office expenses can be set aside here as 
being level and thus not affecting the relationship between gross 
and net premium valuation. First year commissions and under- 
writing expenses cause a high incidence of cost in the first policy 
year; subsequent year commissions may be level or decreasing, 
according to the individual agency plan ; and claim administration 
expense shows an increasing trend. These three factors, there- 
fore, affect the relationship in various and opposite degrees. 

Under a gross premium valuation, and from a realistic business 
viewpoint, provision must be made to pay the increased claim ad- 
justment costs of later policy years. In actual practice various 
expedients are usually available to make the total year by year 
renewal expenses come within a level loading, so that the general 
pattern of the non-can expense load can be assumed to be a high 
first year cost followed by level renewal costs. This pattern cre- 
ates differences which exist between the valuation bases. If net 
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premium valuation is applied on a full level premium basis, the 
company must set up at the end of the first year the same reserve 
which it would set up if the expense load were level throughout. 
To finance the extra first year cost in addition to setting up that 
reserve the company must draw on surplus funds. Such a drain 
upon surplus is an unnecessary burden upon a growing company. 
That the burden is unnecessary follows from the nature of the 
gross premium, which is determined as an annuity-due whose 
value is equal to the present value of all costs. Assume, for 
example, that total first year costs just equal the gross premium. 
At the end of the year the present value of future gross premiums 
is still equal to the present value of all future costs. Under these 
circumstances no reserve is necessary to assure the company's 
solvency. The full net level premium reserve is an extra safety 
margin, and is therefore conservative, but conservatism can be 
carried to a destructive extreme. Mr. Shepherd said recently, 
"It is particularly worthy of note that there seems to be no record 
of a company which has established itself in the United States on 
the net level premium reserve basis when its business has been 
confined strictly to non-participating ordinary life insurance. ''22 
This statement would also apply to non-can, which in this re- 
spect differs only in degree from non-participating ordinary life 
insurance. 

Gross premium valuation recognizes that in practice a company 
which cannot make provision to pay expenses is as truly insolvent 
as a company which cannot provide for its net insurance liability. 
It further recognizes that every premium paid is a gross premium. 
A company does not collect a premium to meet net claim costs 
without collecting the expense loading at the same time. Benefit 
payments represent a sort of preferred obligation, it is true, but 
the expense load is an obligation which is just as binding for all 
practical purposes, and every dollar of the gross premium is just 
as valuable as every other dollar. In recognizing these facts, gross 
premium valuation is more realistic than net level premium valu- 
ation. It is not without its own weakness, however. The argu- 
ments in its favor are strongest when first year expenses do not 
exceed the gross premium. When the initial expenses are so 
large as to require actual cash outlay over and above the premium 

z z X X V I I I  R . A . I . A .  231 (1939).  
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received, the gross premium basis develops a negative reserve. 
Theoretically a negative reserve is an asset, but it is an asset of 
uncertain value. It counts absolutely on the collection of subse- 
quent premiums, and an over-heavy lapse would impair its value. 
In practice negative reserves from any cause are disregarded. 
thus offsetting the weakness to some extent, and incidentally 
making it necessary to finance new business from surplus, even on 
a gross premium basis. 

There is no intention here of arguing for or against the adoption 
of the gross basis. This discussion is simply a background to 
show the logic behind the general use of the full preliminary terra 
basis in valuing non-can policies. Gross premium valuation is on 
its strongest ground when the first year reserve is not negative; 
that is, when the first year premium equals or exceeds the total 
assumed cost. When premiums just equal costs in the first year, 
and the expense load in subsequent years is level, the gross pre- 
mium basis develops reserves identical with those on the one-year 
full preliminary term basis z~. The full preliminary term basis is 
a net premium valuation which does not impose the burden of a 
first year level premium reserve and which avoids the possible 
early negative reserve of the gross premium basis. The one year 
full preliminary term basis considers that in the first year the 
policy is a one year term contract, so that the entire first year 
premium is available to pay first year claims and expenses. Thus 
there is no unearned premium at the end of the year. Any excess 
of costs over premium is paid from surplus, thereby avoiding 
negative reserves. Starting with the second policy year the ex- 
pense load is assumed to be level. On the assumption that the 
policy was issued at the beginning of the second policy year, with 
the premium based on the age at that date, all differences between 
the valuation plans disappear. With the first year eliminated, the 
net level premium basis, the gross premium basis, and the full 
preliminary term basis all develop the same reserves. The full 
preliminary term plan is thus a sound and acceptable compromise, 
and is firmly established as a satisfactory basis for determining 
the unearned premium under non-can policies. 

There is no need to consider a modified preliminary term basis 

28 This  is not true if the policy provides an increase in the gross premium 
at some age. The comparison would then depend upon the increase. 
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for non-can. The policies are term contracts of pure insurance, 
with no investment element. There is nothing comparable to the 
endowment insurance which makes a modified preliminary term 
basis preferable for life insurance valuation. The select and 
ultimate valuation basis also need not be considered here, partly 
because if there is any select period at all it is very short, and 
partly because the basis is subject in less degree to the same 
criticism which is made of the net level plan. 

GRoss P R E M I U M S  

In calculating the gross premiums at which his company will 
guarantee the insurance for a long span of years the actuary 
must have reasonable assurance that his basic assumptions will 
be conservative. A slight inadequacy in premium may cause no 
more serious hardship than retrenchment in expenses, but a 
larger inadequacy can bring financial disaster, and has done so 
more than once. With conservative underwriting short-term non- 
can has been written successfully with net premiums at a level 
approximately equal to 125% of the Conference Table. With 
extremely conservative underwriting it is possible that the ex- 
perience of long-term non-can may be no greater than 125% of 
the Conference Table, but for safety's sake net premiums are 
customarily figured today on a higher modification. The pre- 
miums must make provisions for a possible adverse future trend of 
disability. In recent years the cost of disability has been showing 
an improved trend, but the improvement may be temporary or 
may be only an apparent improvement due to better economic 
conditions. It  has long been held that the advance of medical 
science has bettered mortality at the expense of disability experi- 
ence. Comparison of the successive Manchester Unity investi- 
gations supports this contention. On the other hand, medical 
science has practically eliminated many serious acute and 
epidemic diseases, and has made progress on checking degenera- 
tive conditions. It is not at all inconceivable that many types 
of degenerative conditions will some day be brought under control. 
The recent favorable trend may even be a reflection of that 
campaign. If so, net premiums figured on the assumption of an 
unfavorable trend will prove to be more than conservative. It 
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would certainly not be conservative today, however, to base net 
premiums on the assumption that the recent trend will continue. 

The net premiums must be loaded for the cost of conducting 
the insurance, and for this purpose the full preliminary term basis 
has become firmly established in the non-can field. In finding 
the gross premium to be charged for issue age x on the full pre- 
liminary term basis the net premium at age x- [ -1  is loaded for 
renewal costs, which will vary among companies but which for 
long-term policies will probably be something like 20% for 
agency (including the renewals' share of supervision cost), 12 to 
14% for administration, 3% for taxes, and 5% for claim adjust- 
ment (subject to increase, possibly financed from a reducing 
agency cost); or a total of 40-42% of gross, plus provision for 
profit. This premium should be compared with the sum of first 
year costs, which for long-term coverage will include underwriting 
expenses (including the expense of rejected applications) of 15 
to 20%, agency expense (including cost of development) of 
around 60%, taxes, general home office administration, and claim 
administration of about 20%; or a total of very nearly 100% 
before considering the one year term claim cost, which may be 
lower for long-term policies than for short-term. When the total 
exceeds the computed premium, the premium must obviously be 
increased according to some plan of amortizing the excess. Unless 
the excess is taken care of all at once--that is, unless the gross 
premium is increased by the full amount of the excess--there will 
be an initial investment to be financed from surplus. This invest- 
ment increases the necessity of careful planning for the financing 
of new business, and of designing the amortization plan conserva- 
tiveIy in order to assure that the investment will be returned. 

The actual loading has been applied sometimes as a given per- 
centage of the gross premium and sometimes as a fiat loading 
plus a percentage. Commissions and taxes, and possibly claim 
adjustment expense, depend directly on the amount of the pre- 
mium, so that a percentage loading is dictated for them. The net 
premium on a policy issued at age 50 may be as much as twice the 
net premium on a policy issued at age 25, but the costs of home 
office supervision and of underwriting are apt to be much the 
same whatever the age of the policyholder. A flat loading for 
these items, therefore, seems to be fairer and sounder. Otherwise 
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the man who applied at an older age is made to subsidize the 
younger applicants, and any reduction in the average issue age 
would have the effect of reducing income from loading, possibly 
to an inadequate level. The percentages in the preceding para- 
graph are intended merely to suggest the relative importance of 
the various broad items of expense. The loading would vary 
among companies, depending on such factors as volume of pre- 
miums, type of agency organization and type of policy. A small 
premium volume, for example, does not allow economies in organ- 
ization which could reduce general home office and claim adminis- 
tration costs. The cost of the agency organization may itself 
depend on the type of policy. The market for long-term non-can, 
for example, is smaller than for short-term. The effort per sale 
is greater and the number of sales is lower. An agency force 
selling only long-term policies would require a larger unit return 
than a force to which the broader market is open. The under- 
writing of short-term non-can may be less costly because it is at 
least partly nonmedical. On the other hand, the difference be- 
tween the net level premium at age x + 1 and the net one year 
term premium at age x is less for short-term policies than for long- 
term so that claims consume a larger part of the first year pre- 
mium. The result may be an even higher initial investment for 
short-term non-can than for long term. Such individual varia- 
tions should be studied and understood in applying any plan of 
loading the premium. 

NONFORFEITURE 

The unlevel acquisition cost of non-can which occasions the 
initial investment is made possible only by the long term of the 
contract, which may be as much as forty or forty-five years. A 
protracted contract of this sort is found only in the branches of 
insurance involving life contingencies, and the non-can company 
has some problems in common with life insurance companies. 
One such problem is that involving forfeiture of the active life 
reserve, which is closely analogous to the reserve on a term policy 
of life insurance; for a non-can policy is precisely a term policy 
to age 60 or 65, as the case may be. The non-forfeiture provisions 
of life insurance policies were imposed by legislative action to 
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prevent loss to policyholders of the substantial equities which 
arise from the investment element inherent in mosf life insurance 
plans. Endowment plans of insurance, of which the whole-life 
plan is a special type, require the certain payment of a known sum, 
and consequently the reserves grow very considerably larger than 
under plans of term insurance where the payment is not certain 
and where the honest policyholder has no investment purpose in 
taking out the insurance. Both the investment and the pure 
protection plans, however, develop at least a small reserve, 
because an increasing cost is insured at a level premium. The 
policyholder has an equity in the reserve which can always be 
realized by exercising his right to continue the policy throughout 
its entire term. This is as true of disability insurance as of life 
insurance. That is the only interest the policyholder has in the 
reserve so long as the policy is in force. The problem of non- 
forfeiture values arises only when the insurance is terminated 
prior to the end of the specified term. 

Nonforfeiture provisions are based on the premise that an 
individual should not be required to forfeit upon lapse any equity 
which he may then have in the reserve. That premise is generally 
accepted as sound, and problems arise only in determining the 
amount of such equity and the manner and extent of the rec- 
ognition thereof. Properly speaking there is no "reserve" set 
against an individual policy. Insurance is not an individual 
function, but is a sharing of risk among a number of individuals. 
Premium and reserve accounting against an individual risk is 
simply placing a bet based on mathematical probability. Only 
with the distribution of the risk over a reasonable number of 
individuals does the law of averages turn the bet into an insur- 
ance operation. Such distribution prevents the reserve from 
having any individual nature. Speaking in broad terms, the re- 
serve is the aggregate amount by which the present value of 
future premiums to be collected from the entire group of individ- 
uals is inadequate to balance the present value of the future costs 
under all the contracts in the group. The aggregate reserve is 
calculated by the use of average factors, and for policies actively 
in force it is customary to speak of the policy value as being equal 
to the proportionate share of the aggregate reserve. This custom 
is not objectionable if the limitations are understood. The only 
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practical impropriety in the custom is the confusion created in the 
lay mind when the subject changes from active policies to lapsed 
policies. 

It has been generally recognized in life insurance circles 24 that 
the amount of the policyholder's equity in the reserve at the 
moment of lapse is not necessarily equal to the proportionate 
share of the reserve at the moment before lapse. An active policy 
carries its share of net cost and overhead expense and contributes 
to the spread of risk which transforms the operation from wager- 
ing to insurance. Premature termination of such sharing impairs 
the position of the remaining participants. The cost of such 
impairment should be borne by the lapsing policyholder rather 
than by those remaining. The extent of the impairment is im- 
possible to determine closely for disability insurance, at least at 
the present stage of its actuarial development, because the experi- 
ence to be expected on disability insurance is not thoroughly 
established, and because the nature of the moral hazard creates a 
very significant extension of the anti-selection inherent in lapsa- 
tion, the degree of which cannot be accurately measured. The 
amount by which the company and its remaining policyholders 
are damaged by lapses can only be crudely estimated; and so 
small is the reserve on even long-term disability policies, com- 
pared to most life insurance plans, that a conservative estimate 
of the damage very nearly, if not entirely, wipes out any equity 
of the lapsing policyholder. A very small nonforfeiture value may 
be worse than none at all, partly because of the bother and 
expense of accounting for small sums and largely because the 
very smallness thereof may cause dissatisfaction. A Scottish ac- 
tuary 25, explaining why surrender values are not given on dis- 
ability insurance by his company, said, "If the Company has made 
a point of advertising the Surrender Value in its prospectuses, the 
Policyholder makes as much as possible of the dissatisfaction. 
Too frequently he compares with the premiums paid the Sur- 
render Value offered for the Continuous Disability Policy and the 
Surrender Value which has been quoted to him for a Policy taken 
out under the Endowment Assurance Plan in some Life Office, and 

Z4 For example, "Report of the Committee to Study the Need for a New 
Mortality Table and Related Topics," Chapter VI. 

25 W. A. Robertson, XIV T.F.A. 66. 
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it is difficult to make it clear to him that there can be no com- 
parison as between the two contracts." If the time comes when 
the effect of lapse can be more accurately evaluated it is con- 
ceivable, though improbable, that a small nonforfeiture value 
may be established on long-term high-reserve disability policies 
issued thereafter. Such nonforfeiture value, if it should arise, 
would undoubtedly be expressed as some type of extended term 
insurance. A cash value would be unfortunate, for it would 
needlessly accentuate the financial strain normally suffered by 
disability companies in periods of economic depression, and would 
create extra incentive to lapse a policy whose sole purpose is 
protection. It  would introduce a banking or investment element 
utterly foreign to the nature of the insurance. In the short-term 
low-reserve field no true nonforfeiture provision is probable even 
if present difficulties should be cleared away, and unless that time 
comes there is no proper place even in long-term policies for any 
such provision. 

INVESTMENT 

At one time the presence of relatively high reserves created 
the possibility of excess interest earnings. The disposition of 
excess interest is no problem today, particularly to a company 
valuing at 31/2% and paying federal income taxes on its entire 
coupon income to boot. The chief concern in investing the assets 
held against non-can reserves is to be sure that the principal 
remains intact. Portions of premiums collected today may not be 
used for 10, 20 or even 30 years from now. The liability is ex- 
pressed in dollars so that possible change in the purchasing power 
of money is not a major problem in investing the assets held 
against the reserves. It is more important to conserve the prin- 
cipal than to earn a big return thereon. A possible inadequacy of 
net yield may be a simpler problem to meet than an inadequacy 
of principal, and high yield does not commonly go hand in hand 
with safety. 

ADJUSTMENTS TO THE STATUTORY UNDERWRITING EXHiBiT 

The Underwriting Exhibit of the Casualty and Miscellaneous 
Blank makes no provision for interest earned on account of 
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reserves, although the reserve calculations assume such interest. 
The entire amount of assumed interest in active life reserves is 
actually taken out of premiums by the statutory formula, so that 
"premiums earned" is understated by that amount. Similarly 
"losses incurred" is overstated by the amount of interest assumed 
in disabled life reserves. The statutory underwriting results for 
non-can, therefore, must be corrected for the interest assumption 
before a true picture of operations can be determined. 

An adjustment must also be made for underwriting expenses 
if the volume of non-can being written has not become stabilized. 
The expenses of a growing non-can company cannot be compared 
with the level expenses of a general casualty company, or even 
with the stabilized expenses of a mature non-can company. As 
already stated, non-can policies have a high first year expense 
load and a lower load in subsequent years. A growing company 
perforce has a higher percentage of first year business than a 
mature company, so expenses are correspondingly higher than for 
a company whose business has leveled off. The resulting high 
statutory expense ratio is not abnormal, nor is it undesirable 
provided the growth is not too rapid. The effect of the unlevel 
expense load must be recognized, however, in laying plans and in 
analysing the incidence of costs. 

THE FUTURE OF NON-CAN 

Only time holds the answer to the question, "What will be the 
future of the non-can business?" There is a wide need for the 
types of insurance offered by non-can companies. Men familiar 
with non-can believe that if the moral hazard is controlled the 
need can be largely satisfied. Control of the moral hazard lies in 
the company and its underwriting attitudes. For that reason 
non-can will probably be written by companies with no other lines 
or whose other lines are kept completely subordinate, for only 
such companies will be in a position to give whole-hearted atten- 
tion to the non-can operations or to undertake the requisite 
control of agency underwriting. If a company has the necessary 
degree of self-control to keep the moral hazard in line, the dangers 
of the business will be found not so much in loss experience as in 
acts bearing directly on the business by men unfamiliar with its 
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requirements. Legislatures and insurance departments cannot 
make non-can, but they can break it. As in any other field, 
failure to understand principles can lead to unfortunate miscon- 
ceptions. Such misconceptions have more than once caused gov- 
ernment officials to make moves which were not in the best inter- 
est of either the business or the public. The future of non-can lies 
not only in the companies themselves but also in the hands of 
those who have the power to make or to refrain from making 
unintentionally destructive legislation or rulings. 

CONCLUSION 

To guide and coordinate the efforts of the various departments 
is the job of management. Each department must pull its weight 
and must respect the spheres of the others. Weakness in just one 
department alone may prevent the successful conduct of the busi- 
ness, and the same can be said of interference by one department 
in the conduct of another. Agency management, claim adminis- 
tration, underwriting and investment are all fields for experts. 
This paper has not attempted to treat those fields from the 
experts' viewpoints. It  has tried to discuss from the management 
viewpoint the relationship of the fields with one another, and to 
show wherein each contributes to the success of the whoIe. 

The right arm of management is the actuary, and the non-can 
actuary must understand the problems and the inter-relationships 
of the departmental experts. Mathematical formulae and theories 
are not nearly enough. Human nature permeates the non-can 
field and human nature cannot be forced into the shape of a 
theoretical formula. Non-can must have a sound actuarial foun- 
dation, but that foundation must be realistic and independent in 
its recognition of human nature, and it must be thorough in its 
coordination of the best efforts of those engaged in the business. 
Upon such a foundation, honestly laid, can be erected a structure 
which may lack something of mathematical exactness but which 
promises to be both sound and socially desirable. 
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In 1927, Mr. Paul Dorweiler presented a paper entitled "Ob- 
servations on Making Rates for Excess Compensation Insurance" 
which is contained in Volume XIII of the Proceedings. Mr. Dor- 
weiler commented upon various forms of partial coverage and out- 
lined certain ratemaking studies which had been made to that date. 
Included in this survey was excess insurance per accident, which 
affords coverage for losses in excess of a fixed limit per accident. 
The assured retains his obligations up to a fixed amount for each 
accident and insures the portion of losses in excess of this fixed 
amount. 

Since that time, the subject of excess insurance per accident 
has been given further consideration in a number of states and 
various ratemaking formulas have been employed in different 
jurisdictions. The purpose of this paper is to outline the devel- 
opments which have taken place in New York with regard to 
this form of coverage since the preparation of Mr. Dorweiler's 
paper. 

In 1930, the Superintendent of Insurance issued the following 
decision which has been regarded as a landmark ever since as 
respects the various forms of excess compensation coverage in 
New York : 

DECISION IN THE !~IATTER OF EXCESS COMPENSATION 

COVERAGE FOR SELF-INSURERS 

Employers who qualify as self-insurers frequently purchase 
insurance to protect themselves against excessive losses re- 
sulting from the occurrence of a catastrophe. This form of 
coverage is legitimate, and reasonable provision should be 
made for furnishing it. The principal interest of the Insur- 
ance Department at this time is that the form of coverage 
made available should be catastrophe coverage and not a 
form to be used for competing unfairly with full coverage. 
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I therefore rule that all forms of excess coverage, deduct- 
ible average, stop loss or aggregate excess coverage, etc., 
other than full coverage or ex-medical coverage, applicable 
to risks within this State, whether issued by a reinsurance or 
a direct writing company, shall be submitted to me for 
approval before they may be used. 

(signed) Albert Conway 
l~Iarch 6, 1930 Superintendent 

It will be noted that all forms of excess workmen's compensation 
coverage for self-insurers are construed, in effect, to be direct 
insurance and not reinsurance, and are therefore subject to regu- 
lation by the Insurance Department. Furthermore, such excess 
coverage must be essentially catastrophe coverage and not of a 
form to be used in competing unfairly with full coverage. 

In accordance with this decision, the Compensation Insurance 
Rating Board prepared a standard policy form for excess coverage 
on a per accident basis for self-insurers which was approved by the 
Insurance Department. Advisory rates for excess coverage above 
certain specified limits per accident were calculated. In the 
schedule of rates by classification, the advisory rates were ex- 
pressed as a percentage of the corresponding full coverage rates 
shown in the New York Workmen's Compensation Manual. 

The standard form of policy providing excess coverage on a per 
accident basis for self-insurers was published by the Board in  
circular letter L. C. 184, dated May 13, 1931. A digest of the 
plan of excess cover and the principal provisions of the standard 
policy are summarized below: 

DIGEST OF THE PRINCIPAL PROVISIONS OF THE STANDARD POLICY 

FoR~ FOR ExcEss COWRACE (PER ACCmENT BASIS) 
FOR SELF-INsuReRS 

(a) Plan o/Cover: 
The excess cover available to duly authorized self-insurers 

shall provide indemnification for losses, including medical, 
in excess of a specified limit ($10,000, $15,000, $20,000 or 
$25,000 as may be desired) resulting from a single accident, 
whether such accident involves one or more persons. Such 
indemnification shall be payable to the self-insurer only when 
loss payments in excess of the assured's retention for the 
accident have actually been made. 
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(b) Consideration : 

The maintenance of the employer's qualifications as a self- 
insurer during the policy period and the payment of the 
premium constitute the consideration for the agreement. 

(c) Insuring Clause : 

The insuring clause provides cover for compensation bene- 
fits under the New York Compensation Law over and above 
the amount of the retention which the self-insurer is obliged 
to pay at his own cost. The minimum retention is $10,000. 
The cover includes medical, hospital and funeral expenses 
under the New York Compensation Law and also protects 
the self-insurer against excess loss on claims and suits for 
damages under employers' liability laws of the United States 
and Canada. Medical expenses under employers' liability are 
excluded. All costs of litigation and defense and all interest 
charges are to be pro rated. An upper limit to the company's 
total liability per accident may be stated in the Declarations. 

(d) Definitions : 

The term "accident" is defined as an event involving injur- 
ies to one or more persons. Occupational diseases under the 
New York Compensation Law having a common origin and 
related to a definite time within the policy term are included. 
Only accidents occurring within the term of the policy are 
covered. Other definitions cover the term "employee" and 
the term "retention." 

(e) Provisions o] Section 167 of New York Insurance Law : 

The provisions of Section 167 of the New York Insurance 
Law (as recodified in 1939) are incorporated in the contract. 
The company is made liable, in the event of the insolvency or 
bankruptcy of the self-insurer, to the claimants to the same 
extent as would apply if the self-insurer had remained sol- 
vent. The liability of the company is extended to cover any 
failure or default on the part of the self-insurer to comply 
with any obligations to the claimant, but only for such 
portion of the judgment as exceeds the retention of the self- 
insurer. The statutory provision respecting notice is also 
made part of the policy. 

(f) Determination o[ Premium: 

The remuneration of employees furnishes the basis for the 
premium and its determination is in accord with the usual 
provisions found in the full cover compensation contract. 
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(g) Cancelation : 

The policy may be canceled upon ten days notice given by 
either party to the other party and to the Industrial Com- 
missioner. Cance]ation is on a short rate basis if made at the 
self-insurer's request. If cancelation is at the company's 
request, or because the self-insurer is retiring from the busi- 
ness described, the premium is computed on a pro rata basis. 

(h) Inspection and Audit : 
The company is permitted to inspect the self-insurer's 

establishment during the policy period. It has the right to 
audit payroll accounts during the policy period and within 
one year after its expiration. The company is privileged to 
examine the books relating to loss payments within one year 
after the final settlement of all claims. 

(i) Notice and Settlement o/Claims: 
The self-insurer is required to give notice of all accidents 

which may involve an excess loss. The self-insurer is made 
responsible for the investigation and settlement of such 
claims. The company has the right to participate in the 
negotiations for settlement or in the defense of any suit. No 
voluntary settlement is to be made without the consent of 
the company. 

(j) Assignment and Subrogation: 
The interest of the self-insurer may not be assigned. If 

there is additional insurance for excess cover, the liability of 
the company is in proportion to the total amount of excess 
insurance. The company is given the right of subrogation 
where either the self-insurer or the claimant has the right of 
recovery against third parties. 

(k) Liquidation of Long-Term Claims : 
The policy contains no special provision for the liquidation 

of long-term claims by a deposit in the Aggregate Trust Fund 
as permitted by Section 27 of the New York Compensation 
Law, but if an arrangement to that effect is agreed upon by 
the parties, the contract may be modified by an appropriate 
endorsement. 

(1) Declarations : 

The Declarations give the name of the self-lnsurer, Post 
Office address, describe the operations conducted by him and 
the locations to be covered; also show the estimated payroll, 
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the premium rates, the estimated premium, the minimum 
premium, the amount of retention (not less than $10,000), 
and the upper limit of the company's liability per accident. 
The concluding item gives the signature of the self-insurer 
which is to be accepted as authorized on his behalf. 

In 1940, the Actuarial Committee of the Compensation Insur- 
ance Rating Board completed a thorough study of this form of 
coverage which had been made preparatory to the filing of a pro- 
posed rate schedule to supersede the advisory rates established by 
the Board in 1930. The methods employed in this study and the 
conclusions reached will be outlined. In addition, a comparison of 
this proposal with the basis of the present advisory rates will be 
given for the important elements. 

ACTUAL EXPERIENCE DURING POLICY YEARS 1928-1937 

Preliminary to outlining the ratemaking method developed in 
1940, it may be of interest to review the actual past experience for 
this form of coverage in New York. Exhibits 1 and 2 present 
certain information on the actual experience incurred during 
policy years 1928 to 1937 under excess cover for a single accident. 

A loss ratio of 70.8% was incurred on a total premium volume 
of $670,097. This was a very adverse loss ratio for this type of 
coverage for which the permissible loss ratio would average less 
than 50%, taking into account the necessary expense provision. 
For the experience of Board members, the corresponding loss ratio 
was 35.7%; and for reinsurance carriers, not members of the 
Board, it was 91.5%. It may be stated that excess coverage on a 
per accident basis has generally been written at rates lower than 
the advisory rates calculated by the Board in 1930. 

EXPERIENCE BASIS OF PROPOSED RATES 

It would not be practicable to determine the proposed rate 
structure on the basis of the experience of risks written on an 
excess coverage basis in the past, even though the total actual 
losses of $474,609 for such risks may seem to represent a sizeable 
volume. Since the occurrence of losses costing more than $10,000 
or some higher limit per accident is infrequent, it is obvious that 
we must have a broad spread of experience in order to determine 
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reliable indications. Furthermore, the actual volume of experi- 
ence has been built up by a repetition of coverage for a compar- 
atively small number of risks and therefore does not encompass a 
broad cross-section of the business in the state. 

The proposed rate structure has been based on a study of the 
New York experience for policy years 1931-1935 combined for 
risks written on a statutory coverage basis. From these data, it 
has been possible to determine the proportion of total losses which 
is in excess of certain selected limits per accident. By using five 
policy years of statutory coverage experience in this analysis, a 
sufficient volume of basic data was available to develop reliable 
indications by hazard group and per accident limit. 

HAZARD GROUP 

Each of the classifications, other than the vessel classifications, 
has been assigned to one of the following three hazard groups: 

Hazard Group 

A --  High 

B --" Medium 

C - -  Low 

In previous studies, classifications were assigned to hazard groups 
largely on the basis of the relative catastrophe hazard. In con- 
nection with this study it was observed, however, that the excess 
losses on single cases account for a greater proportion of the total 
excess losses than do catastrophes. In assigning each classifica- 
tion to hazard group, consideration was therefore given to the 
amount of the serious indemnity pure premium, since this gives 
an approximate indication of the relative serious frequency, and 
to the inherent catastrophe hazard of the classification. 

The assignment of the classifications to hazard group was made 
by the Actuarial and Engineering Divisions of the Board in co- 
operation, thereby reflecting both actuarial and engineering judg- 
ment. Exhibit 3 shows this assignment and also, for comparison, 
the corresponding hazard group assignment which underlies the 
present advisory rates. 
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ExcEss Cos~ 

In order to derive the incurred excess cost on a comparable 
basis with the incurred total cost of a particular claim, the excess 
cost was computed on an annuity basis for cases involving life 
payments and on a terminal value basis for all other cases. For 
death, permanent total and major permanent partial cases wher~ 
the estimates of incurred indemnity reflect the use of tables to 
compute the present value of future payments, the excess cost 
for specified per accident limits was determined on the basis of 
annuities deferred from the date of valuation until the available 
retention by the self-insurer is exhausted. In the case of major 
permanent partial schedule awards for which the estimates of 
incurred loss were set up on a terminal value basis, the excess cost 
was determined by deducting the retention of the self-insurer from 
the estimated total incurred loss. 

In the computations based on deferred annuities, the sum of 
the paid and accrued indemnity and the incurred medical was 
deducted from the specified per accident retention to determine 
the remainder of the retention as of the valuation date. This 
residue was divided by the annual compensation benefit to de- 
termine the number of years that the annuity payments by the 
insurance carrier would be deferred. This method of calculation 
takes into account the fact that the insurance carrier will become 
liable when the self-insurer has made gross payments on a par- 
ticular accident which aggregate to the amount of his retention. 
It does provide, though, for the use of an interest discount rate 
of 3.5% for the tabular cases from date of excess payment to the 
valuation date of the experience employed in this study. 

In the case of catastrophes, the residual portion of the retention 
at the valuation date was determined by subtracting from the 
retention limit the sum of: (1) the paid and accrued indemnity 
and the incurred medical for death, permanent total and non- 
schedule major permanent partial cases, and (2) the total incurred 
cost for all other cases involved. The number of years that the 
annuity payments by the insurance carrier would be deferred was 
obtained by dividing this residue by the total annual compensa- 
tion payable to all pensioners. The present values of the deferred 
annuities to pensioners were summed to obtain the total excess 
cost of the catastrophe. If the total losses paid or accrued ex- 
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ceeded the retention limit, the difference was added to the present 
values of the annuities payable commencing with the valuation 
date in order to obtain the excess cost. 

Exhibits 4, 5 and 6 illustrate these calculations in the case of 
actual death, permanent total and major permanent partial (re- 
duced earnings) claims. Exhibit 4 also illustrates the treatment 
of catastrophes wherein the multiple claims are combined in the 
analysis. 

It may be well to mention that it was not possible to treat 
death and certain types of permanent disability cases as though 
they were payable into the Aggregate Trust Fund because self- 
insurers are not required to pay the present value of such cases 
into the Aggregate Trust Fund as are stock and mutual carriers. 
Under the Workmen's Compensation Law, it is optional with self- 
insurers as to whether they wish to take advantage of this method 
of closing out long-term cases. 

Exhibits 7, 8 and 9 show the excess loss results determined for 
separate limits of $10,000 per accident, $15,000 per accident and 
$25,000 per accident. These exhibits have been designed to de- 
termine the ratio of excess to serious indemnity cost by hazard 
group. As is customary, death, permanent total and major per- 
manent partial claims are the kinds of injury classified as serious. 

FORMULA FOR CALCULATING PRESENT ADVISORY I~ATES 

The following formula was employed in 1930 in calculating the 
advisory rates for a $10,000 per accident limit: 

Ser ious  P .P .*  Excess  Cost** 
Tota l  P .P .  X Ser ious  Cost  X .600 

.80 + .030 
Excess Rate = .80 • X Manual 'Rate 

Serious P.P.* Excess Cost*" ) 
P.P. × Serious Cost X .9375 -5.0375 X Manual Rate 

• For Class. 
• * For Hazard (~roul3. 

In  explanation : 

(1) The ratio of the serious pure premium to the total pure 
premium by class is determined from the adopted pure 
premiums underlying the New York rate for statutory 
compensation coverage. 
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(2) The ratio of excess cost to serious cost is based on the 
study by hazard group for the $10,000 per accident limit. 

(3) The permissible loss ratio of .600 underlying statutory 
coverage rates is introduced in order to convert the excess 
loss provision from in terms of statutory coverage losses to 
in terms of statutory coverage premium. 

(4) A flat charge of .030 of the manual rate is provided for 
fixed company administration and payroll audit expenses. 

(5) The loss portion of the advisory rate is divided by .80 in 
order to provide for claim adjustment, inspection, and the 
remainder of company administration and payroll audit 
expenses. 

(6) Finally, the result produced by the above steps is divided 
by .80 in order to include a provision of .175 for acquisition 
and .025 for taxes. These were the respective provisions 
which were included in the New York rate structure prior 
to 1935 when both items were changed. 

The rates for other retentions were computed as a function of 
the rates for a $10,000 per accident limit as follows : 

Excess Insurance 
Above Per Accident Limit of : 

$10,000 
15,000 
20,000 
25,000 

Excess Insurance Rate Relativity 
(As % of Rate for $10,000 Per 

Accident Limit Retention by Assured) 

100% 
75 
50 
25 

PROPOSED FORMULA FOR CALCULATING RATES 

The following revised formula for computing rates for a 
$10,000 per accident limit is proposed on the basis of the 1940 

study : 

Ser. P.P.* Excess Cost** . . . . .  / . . . . .  \ .080,5.020,5.103 . . . .  
Total P.P. X- S-~?.-C~ x.b~ix ~l.OUOt ~ )-l-.u,u 

Excess Rate ---- × ManualRate 
(I.000 - (.150 -5.039) 

- k(Ser'Tot-a]P'P'~-.1 ~.* × Excess~ C-o~C°st** X .9873 4- .0123) X Manual Rate 

* For Class. 
** For Hazard Group. 
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I n  e x p l a n a t i o n  : 

(1) The permissible loss ratio underlying s tatutory coverage 
rates is now .598. 

(2) A flat charge of .010 of the manual rate is provided for 
fixed company administration and payroll audit expenses. 

(3) Claim adjustment, Depar tment  of Labor assessment, in- 
spection, and the remainder of company administration 
and payroll audit expenses are provided for as a loading 
on the loss provision, in the same proportion as exists in 
the make-up of the premium dollar for s ta tutory coverage 
rates. 

(4) The revised rates include a provision of .150 for acquisition 
and .039 for taxes (including .004 for Social Security Act 
taxes). 

An analysis of the make-up of this expense loading as compared 
with the corresponding expense loading in the printed manual 
rates for s ta tutory coverage is given in the following exhibit : 

I tem 

(I) 

I-I. 0 .  Admin i s t r a t ion  . . . . .  
Payroll Audit . . . . . . . . . . .  
Inspection . . . . . . . . . . . . . .  
Claim Adjustment . . . . . . . .  
Dept. of Labor Assess . . . .  
Social Security Act Taxes 
Other Taxes and Fees . . . .  
Acquisition . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . .  
Loss Provision . . . . . . . . . .  

Grand Total . . . . . . .  

EXPENSE 

In 
Printed 
Manual 

Rates for 
Statutory 
Coverage 

(3) 

7.1%l 
1.7 ~n.a% 
2.5 j 
8.0 
2.0 

0.4 3.5 } 3.9% 

15.0 

40.2 
59.8 

100.o% 

L O A D I N C r - - l q ~ W  Y O R K  

Exces s  C o v e r a g e  
($10,000 P e r  A c c i d e n t  L i m i t )  

e r e e n t  o 
P r i n t e d  
M a n u a l  
Rate  f o r  
Itetutor~ 
~overag( 

(8) 

1.0% 

20.3 

e r c e n t  o f  ] 
Excess  ] 
~overage I 

Loss / 
'rovision J 
- . 5 9 8  I 

(4) I 

lo.3ro [ 
8.0 
2.0 

1.0 

Percent of 
Execs 

Coverage 
Rate 
(5) 

15.0 

18.9 

3.9~ 

The rates for other retentions are to be computed as a function 
of the rate for a $10,000 per accident limit as follows : 
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Excess Insu rance  
Above Per  Accident  Limit  of :  

$10,000 
15,000 
20,000 
25,000 

Excess  Insu rance  Rate  Relat ivi ty  
(As % of Rate  fo r  $10,000 P e r  

Accident  Limi t  Retent ion by Assured) 

100% 
65 
45 
3o 

Although the above method of computing the excess coverage 
rates for retentions higher than $10,000 per accident is proposed 
as a practical method, the results produced will reflect, on the 
average, the same type of expense loading formula as was out- 
lined above for the $10,000 per accident limit. This is shown by 
a comparison of columns (5) and (6) of Exhibit 10. The per- 
centages for excess insurance rate relativity by per accident limit 
were selected so as to reproduce approximately the results which 
would be achieved if the expense loading formula were exactly 
applied in the case of each per accident limit. 

SCHEDULE OF PROPOSED RATES FOR $10,000 PER AccmEI~T LIMIT 

The schedule of proposed rates by classification is computed 
for the base limit of $10,000 per accident. These rates are quoted 
as a percentage of the printed manual rate for statutory coverage. 
The calculations are based on the pure premium data underlying 
the July 1, 1940 general rate revision for statutory coverage and 
the following formulas were employed in making these calcu- 
lations : 

Hazard Excess Cover Rate  ($10,000 per accident l imit)  
Group as % of Pr in ted  Manual  Ra te  

A 

B 

C 

Ser. P.P.* 
Total P.P2 
Ser. P.P.* 
Total P.P. 
Ser. P.P.* 
Total P.P. 

x 22.9% x .9873 + 1.23% 

x 19.8% x .9873 + 1.23% 

x 15.8% x .9873 + 1.23~o 

* For  Clazs. 

The excess coverage rate in the case of an individual classifica- 
tion is to be computed to three decimal places as the product of the 
specified percentage for the per accident limit and the printed 
manual rate. 
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~INI1VIUM PREMIUM 

A minimum premium of $100 is proposed for excess coverage 
policies. 

UPPER LI~IT PER ACCIDENT AS RESPECTS THE CARRIER'S LIABILITY 

Since an upper limit per accident to the carrier's liability may 
be stated in the Declarations, the following extended table is 
proposed to permit the determination by interpolation of the 
appropriate rates for policies providing for an upper limit per 
accident as respects the carrier's liability: 

Excess Insurance 
Above Per Accident Limit of : 

$1o,ooo 
15,ooo 
20,000 
25,000 
50,000 
75,000 

10o,o0o 

Excess  I n s u r a n c e  Rate Relativity 
(As % of Rate for $10,000 Per 

Accident Limit Retention by Assured) 

lO0% 
65 
45 
3O 
15" 
10" 
7.5* I 

The values marked with an asterisk would not be published but 
would be employed by the Board only when necessary upon 
application by the carrier. By plotting these values, a chart is 
obtained to be employed in determining the appropriate rates for 
a specified limit per accident of coverage for the carrier above the 
primary retention of the self-lnsurer. For example, the rate for 
$75,000 per accident coverage above the assured's primary re- 
tention of $10,000 per accident would be 91% (100% --  9% --  
91%) of the corresponding rate for an assured's retention of 
$10,000 per accident with no upper limit on the carrier's liability. 

COMPARISON OF AVERAGE RATES BY HAZARD GROUP-- 

PRESENT ADVISORY VS. PROPOSED 

Exhibit 10 presents a comparison of the average rates, com- 
puted as ratio of manual, between the present advisory and the 
proposed. This study is based on the broad averages of the data 
for each hazard group. Column (7) demonstrates, however, that 
the proposed rate schedule represents a substantial reduction in 
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general from the present advisory rates. Only in the case of the 
$25,000 per accident limit for Hazard Group A is it indicated that 
the proposed rate basis is higher than the present advisory basis 
and here the indicated increase is only 3%. 

TEST OF EFFECT OF PROPOSED RATES BASED ON EXCESS COVERAOE 
RIsxs IN POLICY YEAR 1937 

Exhibit 11 shows a test of the effect of the proposed rates based 
on actual excess coverage risks in policy year 1937 to obtain a 
comparison of the indicated premium charges with those actually 
applied and also with the premiums which would have been 
determined by the present advisory rates. In this test, the July 
1, 1940 printed manual rates have been employed in calculating 
the excess coverage rates on both the proposed and present ad- 
visory bases. It will be noted that the proposed rates would 
produce a substantially higher premium in the aggregate than was 
actually charged in the open market for this business since it has 
generally been the practice to disregard the advisory rates in 
writing these policies. The actual premiums do not serve as a 
good basis for comparison, however, because over a period of 
years the actual premium charges have been grossly inadequate 
and a very unfavorable loss ratio for this type of coverage has 
resulted. 

CONCLUSION 

This paper has outlined in considerable detail the study recently 
made by the Actuarial Committee of the New York Board for 
excess insurance per accident. The proposed ratemaking method 
has no official status as yet because the material has not been filed 
with the Insurance Department. The filing has been delayed 
because further consideration is being given to certain legal 
aspects in connection with this form of coverage, in view of the 
provisions of Section 54, Subdivision 4, of the New York Work- 
men's Compensation Law. Nevertheless, the indications of this 
study and the ratemaking method evolved may be of interest to 
the members of the Society since this form of coverage has appli- 
cation elsewhere. 
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In view of the fact that there is a good possibility that an 
extensive ratemaking study such as this may result in the ap- 
proval by the Insurance Department of the application of excess 
coverage rates on a mandatory instead of on an advisory basis, 
the Actuarial Committee recommended that when a specific filing 
is made the Department afford the reinsurance carriers, which are 
not members of the Board, an opportunity to review the proposed 
ratemaking method to determine whether they are in accord 
with it. 



O 

Z 

o 
0 

m 
z 

M 

O 

EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 91 

o ._. ~ 

g 

NN 

0 

e,O 

o0 

~o 

0 0 0  



92 EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 

C'4 

O 

co~ 
o'~ co t-o 

.,~ cq co 

coo 

¢~co ~© 

~ o  

v 

co cq co 
o~ to o~ 

,dc~,-; 

coo~ 

.~t~ 

,=~ o0 t,- 

• ~ ooco 

¢o co ,~ 
o~ t'-,. 

co 

coco© 

o~ 

o~co 

~L 

I-~ © ¢o 
o~co 

Ill 

¢o© 

,...~ ~o ,,@ 
c) ,@ ,..~ 
,=~ ,..~ © 

o.. 

o)¢o© 

O 

c5-~ © © 

~b3~ 

o~ 

II 

¢~oto 

[I 

II 

o~t.- 

it 

II 

[i 

o~ 

o~co~ 

~© 

.~ o~ 

o~ co t,- 

,-.4 tO 

¢~,.; I 

o~ 

Lt~Cq 

O 

¢o©,~ 

~o~co 

©©tO 
~c8~ 

¢S 

¢DOo~ 
• -.~ ,.=r ¢o 

o" 



EXCESS COVERAGE (PER ACCIDENT BASIS)  FOR SELF- INSURERS 93 

E X H I B I T  3 Sheet 1 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned ~o Hazard Group A 

Code No. 

Basic Classifications 
1164 
1330 
4439 
4440 
4452 

4743 
5000 
5040 
5057 
5059 

5469 
5703 
6209 
6251 
6252 

6257 
6258 
7402 
7405 
7408 

7414 
7415 
7416 
7417 

8304 
9530 

New YorkSpecia l  
Classifications 

5039 
5068 
5699 
5703 
7710 

Hazard Group 
for Present  

Advisory Rates 

A 
A 

Not Assigned 
A 
A 

A 
A 
B 
B 
B 

B 
A 
B 
A 
A 

A 
A 
C 
C 
C 

Not 
Assigned 

A 
A 

B 
B 
A 
A 
A 

Code No. 

Hazard Group 
for Present  

Advisory Rates 

Per Capita Classifications 
9170 
7711 

(a) Rated Classifications 
4761 Not 
4765 Previously 
4766 ~ i Assigned 
4773 (a) Rated 
4774 

4779 ~ Not Assigned 
4799 ~ (a) Rated 
5041 B 
5708 A 

5709 } Not  
6254 Assigned 
6259 (a) Rated 
6260 

6841 } Not 
8604 Assigned 
9529 (a) Rated 

Chemical Classifications 
4800-60 
4801-61 Not 
4802-62 Assigned 
4803-63 

4804-64 
4805-65 Not 
4806-66 I Assigned 
4807-67 j 

4808-68 
4809-69 i Not 
4810-70 Assigned 
4811-71 

Not Assigned 
A 
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E X H I B I T  3 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group B 

Sheet 

H a z a r d  Group H a z a r d  Group 
for  P resen t  fo r  P resen t  

Code No. Advisory Rates  Code No. Advisory Rates  

Basic Basic Classifications 
0106 
0251 
1165 
1321 
1421 

1430 
1438 
1624 
1639 
1640 

1654 
1710 
1741 
1747 
2014 

2016 
2021 
2216 
2702 
2710 

2960 
3620 
3636 
3642 
3647 

3726 
4034 
4360 
4362 
4400 

4492 
4511 
4536 
4561 
4635 

4670 
4683 
4703 
4730 
4740 

C 
C 
B 
B 
B 

C 
C 
B 
B 
B 

B 
C 
B 
B 
A 

A 
B 
C 
B 
C 

C 
C 
B 
A 
B 

C 
C 
B 
B 
B 

B 
B 
C 
B 
B 

C 
C 
A 
C 
B 

Classifications(cont'd 
4923 
5022 
5160 
5203 
5403 

5462 
5466 
5474 
5506 
5507 

5508 
5954 
6003 
6005 
6045 

6202 
6204 
6206 
6217 
6306 

6319 
6701 
6801 
6843 
6864 

6872 
6873 
6874 
7101 
7201 

7309 
7313 
7317 
7403 
7500 

7502 
7538 
7539 
7540 
7570 

B 
B 
C 
B 
B 

C 
B 
B 

C (5500D) 
B (6042D) 

B (1605) 
A 
A 
A 
B 

A 
B 
A 
B 
B 

B 
B 
B 
B 
B 

B 
C 
C 
B 
C 

B 
B 
B 
C 
B 

B 
C 
C 
C 
C 
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E X H I B I T  3 Sheet 3 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group B 

Code No. 

Basic Classifications(cont'd) 
7590 
7601 
7720 
7855 
8204 

8280 
9088 
9180 
9552 
9553 

9610 
9630 

Special N e w Y o r k  
Classifications 

1604 
1605 
2586 
4000 
4527 

5213 
5538 
5545 
5547 
5698 

7219 
8263 
8265 
9539 

Hazard  Group 
for  Present  

Advisory Rates 

C 
C 
B 
C 
C 

C 
C 
C 

B (9546D) 
B (9546D) 

B 
C 

B 
B 
B 
B 
B 

B 
B 
B 
B 
A 

C 
C 

C (8262D) 
C 

Code No. 

(a) Rated Classifications 
2305 } 
3821 
6010 
6233 

7224 
7225 
7226 

Chemical Classifications 
4812-72 } 
4813-73 
4814-74 
4815-75 

Hazard Group 
for Present 

Advisory Rates 

Not Assigned 

C 

C 
C 
C 

Not 
Assigned 
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E X H I B I T  3 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

Sheet 4 

Hazard Group Hazard Group 
Code No, i for Present for Present 

Advisory Rates Code No. Advisory Rates 

Basic Classifications 
0001 
0002 
0003 
0005 
0006 

0008 
0035 
0042 
0050 
0301 

0400 
0401 
1452 
1463 
1470 

1472 
1701 
1703 
1745 
1748 

1852 
1860 
1924 
1925 
2001 

2002 
2003 
2030 
2039 
2041 

2042 
2045 
2065 
2070 
2081 

2089 
2095 
2101 
2105 
2110 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

B 
C 
C 
C 
C 

C 
C 
C 
C 
C 

Basic Classifications(cont'd 
2111 
2112 
2114 
2121 
2130 

2131 
2143 
2150 
2172 
2173 

2174 
2177 
2211 
2220 
2222 

2260 
2280 
2286 
2288 
2291 

2300 
2302 
2303 
2348 
2351 

2352 
2361 
2362 
2380 
2383 

2384 
2386 
2387 
2388 
2402 

2413 
2416 
2417 
2501 
2503 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

B 
C 
C 
C 
C 
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E X H I B I T  3 Sheet 5 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

Basic 

Code No. 

Classifications(cont'd 
2531 
2534 
2537 
2538 
2560 

2570 
2571 
2575 
2587 
2600 

2623 
2640 
2651 
2654 
2660 

2670 
2681 
2683 
2686 
2688 

2714 
2731 
2735 
2737 
2741 

2747 
2759 
2763 
2766 
2790 

2791 
2802 
2804 
2835 
2836 

2841 
2881 
2883 
2913 
2915 

Hazard Group 
for Present 

Advisory Rates 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

Code No. 

BasicClassifications(cont'd) 
2916 
2920 
2923 
2942 
3002 

3004 
3017 
3018 
3022 
3027 

3028 
3030 
3040 
3041 
3042 

3060 
3064 
3075 
3076 
3081 

3082 
3085 
3089 
8091 
8093 

3110 
3111 
8113 
3114 
3117 

3118 
3119 
3120 
8122 
8126 

3131 
3132 
3145 
3146 
3152 

B%zard Group 
for Present 

Advisory Rates 

C 
C 
C 
C 
B 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
B 

C 
C 
B 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 



98 EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 

E X H I B I T  3 Sheet 6 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

i 
H a z a r d  Group  H a z a r d  Group 

i fo r  P r e s e n t  f o r  P r e s e n t  
Code No. Advisory  Ra tes  Code No. Advisory  Rates  

'Basic Classifieations(cont'd)i Basic Classifications(cont'd) i 
3169 
3175 
3179 
3180 
3188 

3200 
3220 
3223 
3224 
3227 

3240 
3241 
3258 
3257 
3270 

3300 
3303 
3315 
3331 
3334 

3336 
3364D 
3372 
3373 
3374 

3381 
3382 
3383 
3385 
3400 

3507 
3515 
3516 
3548 
3559 

3561 
3565 
3571 
3574 
3580 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

3581 
3612 
3632 
3634 
3635 

3638 
3643 
3648 
3681 
3683 

3685 
3686 
3724 
3803 
3805 

3807 
3808 
3822 
3823 
3824 

3830 
3841 
3851 
3864 
3865 

3883 
4021 
4024 
4036 
4038 

4053 
4054 
4056 
4061 
4062 

4101 
4102 
4111 
4112 
4113 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 
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E X H I B I T  3 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

Sheet 7 

I 
I I Code No. 

Basic Classifications (cont'd~ 
4114 

! 4130 
4131 
4133 
4150 

4206 
4207 
4240 
4243 
4244 

4250 
4251 
4263 
4273 
4279 

4282 
4283 
4299 
4301 
4304 

4307 
4308 
4350 
4351 
4352 

4361 
4410 
4417 
4418 
4420 

4431 
4432 
4470 
4480 
4482 

4484 
4490 
4491 
4500 
4501 

Hazard Group Hazard Group 
for Present for Present 

Advisory Rates Code No. Advisory Rates 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
B 
C 

BasicClassifications(cont'd) 
4503 
4504 
4557 
4558 
4567 

4581 
4583 
4596 
4597 
4627 

4628 
4653 
4665 
4692 
4693 

4710 
4712 
4716 
4717 
4720 

4741 
4902 
4940 
5083D 
5100 

5103 
5183 
5184 
5188 
5190 

5191 
5200 
5342 
5348 
5402 

5443 
5480 
5606 
5610 
5951 

C 
C 
C 
C 
C 

B 
B 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 



i00 EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 

E X H I B I T  3 Sheet 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned ~o Hazard Group C 

Hazard  Group Hazard  Group 
for Present  for Presen~ 

Code No. Advisory Rates Code No. Advisory Rates 

BasicClassifieations(cont'dl 
6229 
6326 
6400 
6504 
6824 

7103 
7127 
7128 
7205 
7207 

7360 
7380 
7392 
7515 
7520 

7536 
7680 
7600 
7609 
7610 

7620 
8001 
8006 
8007 
8008 

8013 
8021 
8030 
8031 
8039 

8044 
8050 
8090 
8102 
8103 

8105 
8106 
8107 
8111 
8116 

C 
C 
C 
C 
C 

C 
C 
B 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

BasicClassifications(cont'd) 
8203 
8209 
8215 
8227 
8232 

8233 
8235 
8264 
8266 
8285 

8286 
8291 
8292 
8293 
8295 

8350 
8387 
8391 " 
8392 
8393 

8601 
8709 
8720 
8726 
8731 

8741 
8742 
8745 
8748 
8750 

8800 
8803 
8810 
8813 
8831 

8838 
8835 
8838 
8840 
8868 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 



EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 101 

:EXHIBIT 3 Sheet 9 

REVISION OF BATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

Code No. 

BasicClassifications(cont'dl 

8901 
9015 
9016 
9019 
9040 

9052 
9053 
9060 
9061 
9063 

9078 
9079 
9080 
9089 
9090 

9101 
9102 
9154 
9156 
9181 

9182 
9220 
9402 
9403 
9410 

9501 
9505 
9521 
9522 
9545 

Hazard Group 
for Present 

Advisory Rates 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
B 

9549 
9585 
9586 
9600 
9620 

Special New York 
Classifications 

0034 
1439 
1809 

B (9~46D) 

C 
C 
C 

C 
C 
C 

Code No. 

Special NewYorkClass i -  
fications (cont'd) 

1810 
1853 
2162 
2163 
2164 

2522 
2532 
2552 
2553 
2576 

2578 
258O 
2581 
2582 
2689 

3068 
3113 
3365 
3384 
3548 

3900 
4232 
4239 
4610 
5429 

Hazard Group 
for Present 

Advisory Rates 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 

5491 
5610 
7998 
7999 
8017 

8018 
8032 
8040 
8043 
8199 

8232 
8385 
8394 
9014 
9015 

Not Assigned 
C 
C 
C 
C 

C 
C 
C 
C 
C 

C 
C 
C 
C 
C 
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E X H I B I T  3 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

Classifications Assigned to Hazard Group C 

Sheet 10 

Code No. 

Special NewYork  Classi- 
fications (cont'd) 

9017 
9054 

Per 9055 9091 
9519 

Capita Classifications 
0912 
0909 
0913 
0908 

Per Cab 73747373 Classifications 

(a) Rated 28160917 Classifications 

2817 
2818 
2819 

Hazard Group 
for Present 

Advisory Rates 

Not Assigned 

Code No. 

(a) Rated Classifications 
(cont'd) 

3066 
3067 
3088 
8881 
4986 

5550 
5705 
7227 
8500 
9408 

lhemical Classifica~ons 
4816-76 
4817-77 
4818-78 
4819-79 
4820-80 

4821-81 
4822-82 
4823-83 

Hazard  Group 
for  Present  

Advisory Rates 

i Not Assigned I 

Not Assigned i 
G 

Not Assigned I 

Not Assigned 

Not Assigned 



Policy I~o.: 8028878 

Claim No.: Cat. 8 

Year of Issue: 1934 

Carrier: 1-28 

Retention 

Sheet Number: Cat. 8 

Industry Sched. & Group: 

Hazard Group: A 

Age (Widow or Pensioner): 30,46 

Type of Case: Catastrophe 

Classification: 5040, 5040 

Kind of Injury: Death, Death 

Losses Inc. Ind.: 20,317 
Med.: 25 

EXCESS LOSSES INCURRED 

Over $10,000:10,415 t~ 

Over $15,000: 6,923 

Over $25,000: 2,900 ¢n f~ 

DETAILS OF CALCULATION 

(1) (2) (3) (4) (5) (6) Widow or Widower---Present Value of 

Available 
Retention 

Total Losses 
Paid or Accrued 

Incl. Inc. 
Med. & Reserves 

for Children in 

Annual 
Benefi~ 

(Widow(er) or 

N o .  of 
Yearn of 
Deferred 

(9) (7) (s) 

Suspended All Future 
Benefit~ 

EXHIBIT 4 

ANALYSIS OF EXCESS COST OF N. Y. WORKMEN'S COMPENSATION CASES 

Exce~ 

(10) 

Amount of 
Excess 
Cost 

( 9 ) x ( 4 )  Annual Pensioner) Annuity Benefits Cost 
Limi~ Death Cases (1) - -  (2) Wages Age x = 30,46 (3) + (5) (Tab. XV) (Table I) (8) - -  (7) 100 

- - T  I ]- I 
1,500 450.001 79.40 402.87 323.47 

$10,000 , 7,660 2,340 1,395 418.50,868"50 2.7 76.88 ! 475.64 398.76 10,415 

1,500 450.00 ] l I l 

] } 302.64 189.85 f 402.87 402.87 213.02 100.23 
15,000 7,660 7,340 1,395 418.50 868.50 8.5 208.43 475.64 ] 267.21 6,923 

- - t  [ 1,500 450.0O~ I ] - 
25,000 7,660 [ 17,340 1,395 418.50 86S.50, 20.0 , 375.53 475.64 I 10O.I1 2,900 

i 
Permanent Tot. Disability Pensioner*--Pres. Value of Other Cases--Present Value of Remarks 

l 1 I 

0 

0 

¢'1 

N 
N 

(11) (12) 

NX+ (6) Dz 

(13) (14) 

Amount of 
Excess Excess 

Cost Cost 
(11) + (12) (13)x(5) 

(15) 

All Future 
Benefits 

(Table XI I  
or XIII)  

(16) 

Amount of 
Retention 

(Table XI I  
or XIII)  

(17) 

Excess Coat 
(15)--(16) 
x Weekly 

Benefit 

t~ 

C 

C~ 

*Including Permanent Total Disabilities at Reduced Earnings. 
**Interpolated. 



EXHIBIT 5 

ANALYSIS OF EXCESS COST OF N. Y. WORKMEN'S COMPENSATION CASES I-4 

Policy No.: 92661 

Claim No.: 942531 

Year of Issue: 1935 

Carrier: 3-37 

Sheet Number: 2 

Industry Sehed. & Group: 

Hazard Group: C 

Age (Widow or Pensioner): 34 

Type of Case: 

Classification: 0006 

Kind of Injury: P, T. 

Losses Inc. Ind.: 17,133 
Med.: 3,500 

EXCESS LOSSES INCURRED 

Over 810,000: 11,368 

Over $15,000: 8,034 

Over $25,000: 3,494 

t~ 

t~ 
~n 

DETAILS OF CALCULATION 

(I) (2) (3) (4) (5) (6) Widow or Widower---Present Value of 

Retention 
Limit 

$10,000 

15,000 

25,000 

Total Losses 
Paid or Accrued 

Incl. Inc. 
Med. & Reserves 
for Children in 

Death Cases 

4,259 

4,259 

4.259 

Available 
Retention 
( 1 )  - -  ( 2 )  

5,741 

10,741 

20,741 

Annual 
Wages 

1,248 

1,248 

1,248 

Annual 
Benefit 

(Widow(c0 or 
Pensioner) 
Age x - -  34 

832 

832 

832 

No. of 
Years of 
Deferred 
Annuity 
(3) + (5) 

6.9 

12.9 

24.9 

(7) (8) 

Suspended All Future 
Benefits Benefits 

(Tab. XV) (Table I) 

(9) 

Excess 
Cost 

(8) - -  (7) 

(I0) 

Amount of 
Excess 

Cost 
(9) x (4) 

100 

t~ 

b~ 

c~ 

tq 

~q 
t~ 

o~ 
v 

O 

Perman, 

(11) 

Nx+(~) 

372,121.7 

262,979.0 

114,387.31 

ent Tot. Disability Pensioner*--Pres. Value of 

(12) 

Dz 

27,236.0 

27,236.0 

27,236.0 

(13) : (14) 

Amount of 
Excess Excess 
Cost Coat 

(11)+(12) (13)x(5) 

13.663 11,368 

9.656 8,034 

4.200 3,494 

Other Cases--Present Value of 

(15) 

All Future 
Benefits 

(Table XII 
or XIIl) 

(16) 

Amount of 
Retention 
(Table XII 

or Xl I I )  

(17) 

ExceesCost 
(15)--(16) 
x Weekly 
Benefit 

Remar~ o~ 

t~ 

2, 

t~ 

*Including Permanent Total Disabilities at Reduced Earnings. 
**Interpolated. 



EXHIBIT 6 

ANALYSIS OF EXCESS COST OF N. Y. WORKMEN'S COMPENSATION CASES 

Policy No.: 37298 

Claim No.: 924199 

Year of Issue: 1935 

Carrier: 3-37 

Sheet Number: 696 

Industry Sched. & Group: 

Hazard Group: B 

Age (Widow or Pensioner): 23 

Type of Case: 

Classification: 6306 

Kind of Injury: Major P. P. 

Losses Inc. Ind.: 9,461 
l~Ied.: 3,500 

EXCESS LOSSES INCURRED 

Over $I0,000: 4,372 

Over $15,000: 2,150 

Over $25,000: 219 

DETAILS OF CALCULATION 

(1) (2) (3) (4) (5) (6) Widow or Widower--Present Value of 

Retention 
Limit 

Total Losses 
Paid or Accrued 

Incl. Inc. 
Med.&Reserves 

for Children in 
Death Cases 

AvaUable 
Retention 
( 1 ) - - ( 2 )  

Annual 
Wages 

Annual 
Benefit 

(Widow(or) or 
Pensioner) 
Age x = 23 

No. of 
Years of 
Deferred 
Annuity 
(3) + (5) 

(7) 

Suspended 
Benefits 

(Tab. XV) 

(8) 

All Future 
Benefits 

(9) 

Excess 
Cost 

( 8 )  - -  ( 7 )  

(1O) 

Amount of 
Excess 
Cost 

(9)x(4) 

(Table I) 100 

$10,000 4,132 5,868 1,040 409.30 14.3 

15,000 4,132 10,868 1,040 409.30 26.0 

25,000 4,132 20,868 1,040 409.30 51.0 

Permanent Tot,. Disability Pensioner*---Pres. Value of Other Cases--Present Value of Remarks 

(11) (12) (13) (14) (15) (16) (17) 

** Amount of All Future Amount of Excess Cost 
Nz~(6)  Dz Excess Excess Benefits Retention (15)--(16) 

Cost Cost (Table XII (Table XII x Weekly 
(11 ) -  (12) (13)x(5) or XII I )  or XI I I )  Benefit 

451,952.0 42,311.3 10.682 4,372 

222,266.0 42,311.3 5.253 2,150 

22,593.8 42,311.3 .534 219 

t~ 

t~ 

t~ 

t~ 

O 

*Including Permanent Total Disabilities at Reduced Earnings. 
**Interpolated. 



106 EXCESS COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS 

E X H I B I T  7 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT B A S I S )  

BASED ON NEW YORK COMPENSATION EXPERIENCE FOR POLICY YEARS 1931-1935 COMBINED 

I. SCHEDULE "Z" EXPERIENCE BY HAZARD GROUP 

Payroll 
in hundreds 

(1) 

A--I : I igh . . .  
B- -Medium 
C - - L o w . . .  

Total . . . .  

(2) 

No. of 
Pe r sons  
Inj ured 

$ 46,629,8 
886,701,2 

16,064,416,3 

$16,997,747,3 

No,  

(3) 

329 
2,317 
6,629 

9,275 

Ser ious  Losses 

Amount 

(4) 

$ 1,976,432 
11,926,352 
29,112,090 

$43,014,874 

P . P .  
(4) + (2) 

(5) 

$4.24 
1.35 

.18 

.25 

Total Losses 

A m o u n t  

(6) 

$ 4,105,004 
33,642,189 

107,611,471 

$145,358,664 

P .P .  
(6) + (2) 

(7) 

$8.80 
3.79 

.67 

.86 

Ratio of 
Serious 
to Total 
(4) + (6) 

(8) 
48.2% 
35.5 
27.1 

29.6 

II.  EXCESS PORTION OVER $10,000 PER ACCIDENT 

Group .4. Group B Group C ToCal of All Groups 

No. 
of Ace. 

(9) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 

Tota l . . .  

H a z a r d  
G r o u p  

Amount 
of Excess 

(I0) (ii) 

101 $344,363 
6* 40,919 
4 66,594 

i l l  ' $451,876 

No. Amount 
of Ace. of Excess 

(12) (13) 

634 $2,140,421 
17" 131,213 
3* 43,112 
2 32,682 

'i 11,5a5 

657 $2,364,961 

No. Amount 
of Ace. of Excess 

(14) (15) 

1,531 $4,328,811 
16 146,872 
4 21,207 

' i  3,7ii 
1 33,051 
1 49,558 

"i 14,8~i 

1,555 $4,598,037 

No.  
of Ace. 

(16) 

2,266 
39 
11 
2 
1 
1 
2 

. °  

i 

2,323 

Amount 
of Excess 

(17) 

$6,813,595 
325,004 
130,913 
32,682 

3,714 
33,051 
61,091 

. .  

. .  

14,824 

$7,414,874 

III.  RATrOS OF EXCESS COST 

Ratio of Excess to Serious Ratio of Excess to Total 

Hazard 
Group Single Cases Catastrophes Combined Single Cases Catastrophes Combined 

A- -High  . . . . . . .  17.4% 5.5% 22.9% 8.4% 2.6% 11.0% 
B- -Medium . . . .  17.9 1.9 19.8 6.3 0.7 7.0 
C - -Low . . . . . . .  14.9 0.9 15.8 4.0 0.3 4.3 

Total . . . . . . . . . .  15.8% 1.4% 17.2% 4.7% 0.4% 5.1% 

*One of the catastrophes involves a case which was assigned to a Hazard Group C classification. 
The proportionate share of excess losses of such catastrophe has therefore been allocated to 
Group C. 
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E X H I B I T  8 

REVISION OF RATES FOR EXCESS INSURANCE (:PER ACCIDENT BASIS) 
BASED ON NEW YORK COMPENSATION EXPERIENCE FOR POLICY YEARS 1931-1935 COMBINED 

I. ~CREDULE "Z" EXPERIENCE BY HAZARD GROUP 

Hazard 
Group 

(1) 

A - - H i g h . . .  I 
B--Medium! 
C - - L o w . . .  i 

Total . . . .  

Payroll 
in hundreds 

(2) 

$ 46,629,8 
886,701,2 

16,064,416,3 

$16,997,747,3 

No. 

(3) 

329 
2,317 
6,629 

9,275 

Serious Losses 

A m o u n t  

(4) 

$ 1,976,432 
11,926,352 
29,112,090 

$43,014,874 

P.P. 
(4) + (2) 

(5) 

84.24 
1.35 

.18 

.25 

Total Losses 

Amount 

(6) 

$ 4,105,004 
33,642,189 

107,611,471 

H45,358,664 

P,P. 
(o) + (2) 

(7) 
$8.80 

3.79 
.67 

.86 

Ratio of 
Serious 
to Total 
(4) + (s) 

(8) 

48.2% 
35.5 
27.1 

29.6 

11. EXCESS PORTION OVER $15,000 PER ACCIDENT 

Group A Group B Group C Total of All Groups 

No. of 
Persons 
Injured 

(9) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 

Total  

N o .  
of Ace. 

(io) 
95 

5* 
4 

104 

Amount 
of Excess 

(11) 
$186,632 

28,057 
50,388 

, .  

. °  

$265,077 

No. Amount 
of Ace. of Excess 

(12) (13) 

541 $1,229,624 
16" 85,634 

3* 34,335 
1 25,143 

i 6,535 

No. Amount 
of Ace. of Excess 

(14) (15) 

1,278 $2,340,858 
15 101,270 
4 9,556 

"i 28,osi 
1 44,558 

"i 10,3i9 

N o ,  
of Aco. 

(16) 

1,914 
36 
11 

1 

562 $1,381,269 1,300 $2,534,642 

"i 
2 

o .  

o .  

"i 

1,966 

Amount 
of Excess 

(17) 

$3,757,114 
214,961 

94,279 
25,143 

28,o~i 
51,091 

, ,  

lO,3~b 

$4,180,988 

Hazard 
Group 

A--High  . . . . . . .  
B - - M e d i u m  . . . .  
C- -Low . . . . . . .  

I I L  RATIOS OF EXCESS COST 

Ratio o[ Excess to Serious Ratio of Excess to Total 

S i n g l e  C a s e s  

9.4% 
10.3 
8.0 

C a t a s t r o p h e s  

4.0% 
1.3 
0.7 

Combined 

13.4% 
11.6 

8.7 

Combined Single Cases Catastrophes 

4.5% 1.9% 
3.7 0.4 
2.2 0.2 

6.4% 
4.1 
2.4 

Total  . . . . . . . . . .  8.7% 1.0% 9.7% 2.6% 0.3% 2.9% 

*One of the catastrophes involves a ease which was assigned to a Hazard Group C classification. 
The proportionate share of excess losses of such catastrophe has therefore been allocated to 
Group C. 
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EXHIBIT 9 

REWSlON OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 
BASED ON N E W  YORK COMPENSATION EXPERIENCE :FOR POLICY YEARS 1931-1935 CO~XSm'ED 

I .  SCHEDULE u Z "  EXPERIENCE BY HAZARD GROUP 

IClazsrd 
Group 

(1) 

A--High... 
B - - M e d i u m  
C - - L o w . . .  

Total  . . . .  

Payroll 
in hundreds 

(2) 

$ 46,629,8 
886,701,2 

16,064,416,3 

$16,997,747,3 

No. 

(3) 

329 
2,317 
6,629 

9,275 

Serious Losses 

Amount 

(4) 

$ 1,976,432 
11,926,352 
29,112,090 

$43,014,874 

P.P. 
(4) + (2) 

(5) 

$4.24 
1.35 

.18 

.25 

Total Losses 

Amount 

(6) 
$ 4,105,004 

33,642,189 
: 107,611,471 

I$145,358,664 

P.P. 
(6) + (2)" 

(7) 
$8.80 

3.79 
.67 

.86 

Ratio of 
Serous 
to Total 
(4)--(6) 

(8) 

48.2% 
35.5 
27.1 

29.6 

I I .  EXCESS PORTION OVER $25,000 PER ACCIDENT 

Group A Group B Group C Total of All Groups 

No. of 
Persons 
Injured 

(9) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 

Total  . . . .  

No. 
of Ace. 

(10) 

73 
5* 
4 

° .  

° .  

, o  

82 

Amount 
of Excess 

(11) 

$51,658 
13,992 
27,906 

. °  

,°  

. °  

$93,556 

No. Amount 
of Ace. of Excess 

(12) (13) 

336 $426,856 
12" 38,388 
2* 21,894 

16,630 
° .  

1,308 

352 $505,076 

No. Amount 
of Ace. of Excess 

(14) (15) 

721 $768,710 
12 52,017 

4 1,535 
"" I "° 

"i 18,7i§ 
1 34,572 

"i 4,48~ 
740 $880,041 

No. 
of Ace. 

(16) 

1,130 
29 
10 

1 

"i 
2 

° .  

"i 
1,174 

Amount 
of Excess 

(17) 

$1,247,224 
104,397 

51,335 
16,630 

ls,7is 
35,880 

. .  

4,48~ 
$1,478,673 

I I I .  RATIOS OF EXCESS COST 

Ratio of Excess to Serious Ratio of Excess to Total 

Hazard 
Group Single Cases Catastrophes Combined Single Cases Catastrophes Combined 

A- -H igh  . . . . . . .  2 .6% 2.1% 4.7°'/0 1.3% 1.0% 2.3% 
B - - M e d i u m  . . . .  3.6 0.6 4.2 1.3 0.2 1.5 
C - - L o w  . . . . . . .  2.6 0.4 3.0 0.7 0.1 0.8 

Total  . . . . . . . . . .  2 .9% 0.5% 3.4% 0 . 9 ~  0.1% 1.0% 

*One of the catastrophes involves a case which was assigned to a Hazard  Group C classification. 
The  proport ionate share of excess losses of such catastrophe has therefore been allocated to 
Group C. 
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E X H I B I T  10 

REVISION OF RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 

COMPARISON OF A'VERAGE RATES (RATIO OF MANUAL)--PRESENT ADVISORY VS. PROPOSED 

Present Advisory 

Rate as 
Rat io  of 

Rat io*:  Manual  
Excess 
Losses 

+ Tota l  (2)x .0375 
Losses +.0375 

(2) (3) 

Hazard 
Group 

Indicated 

Ra te  as 
Rat io  of 

Ratio*:  Manual  
Excess 
Losses 

+ Total (4)x .9873 
Losses +.0123 

Proposed 

Rate as 
Rat io  of 
Manua l  

Cale. as % 
of Iudicated 

Rate for 
$10,000 
Limit 

Ratios 

(6)+(3)  (6)+(5)  

(1) (4) (5) (6) (7) [ (8) 

$10,000 PER AccrDENT LIMIT 

(100%) 

A 

B 

C 

.108 

.070 

.038 

.139 .110 

.103 .070 

.073 .043 

.121 

.081 

.055 

.121 

.081 

.055 

87% 

79 

75 

100% 

100 

100 

$15,000 PER ACCIDENT LIMIT 

(65%) 

A 

B 

C 

75%x.139= 

75%x.103= 

75%x.073= 

.104 

.077 

.055 

.064 

.041 

.024 

.075 

.053 

.036 

.079 

.053 

.036 

76% 

69 

65 

105% 

100 

i00 

$20,000 PER ACCIDENT LIMIT 

(45%) 

A 

B 

C 

50%x .139= 

50%x.103= 

50%x.073= 

.070 

.052 

.037 

Not  Available 

Not Available 

Not Available 

.054 

.036 

.025 

77% 

69 

68 

w 

$25,000 PER ACCIDENT LIMIT 

(30%) 

A 

B 

C 

25%x .139 = 

25%x .103 = 

25%x .073 = 

.035 .023 

.026 .015 

.018 .008 

.035 

.027 

.020 

.036 

.024 

.017 

103% 

92 

94 

103% 

89 

85 

Note: *In actually calculating excess rates by class, this would be the produ?t of: 
Ser. P.P. Excess Cost 
- -  (for class) x (for hazard group) 
Total  P.P. Ser. Cost 
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TEST OF EFFECT OF PROPOSED RATES FOR EXCESS INSURANCE (PER ACCIDENT BAsis) 
BASED ON E x c e s s  COVr.RAGE RISXS Zz~ POLICY YSAR 1937 

I 
Excsss Cover Rate Excess Cover Premium [ Ratios: 

] Proposed "I 
Present Present 

Advisory* Proposed* Aetna] Advisory 
- -  ~ Present Proposed + 
(4) (4 )  (4) ! Advisory + IPropceed.  Present 

Itisk Code Hazard (Based on 7/1/40 - -J:(5)  x(6) - - x ( 7 )  I Actual { Actual Advisory 
Number No. Group Pa~Toll Actual Manual Rat~)  100 100 100 (9) + (8) I (10) - (8) (10 ) .  (9) 

(1) (27 (3) (4) (87 (87 [ (7) (8) (9) (I0) I ( 1 1 ) ' [  (127 (I3) 

$10 ,000  PER ACClDEUT L1~1~ 

7309 ]8 $1,355,788 $.25 $.983(8.0%) $.750(6.1%) $3,389 $13,327 $10,168 ! 393.2~0 300,0% 76.3% 

1701 C 9,598 .283 .249(9.57 .212(8.1) 44MP 44:NIP 10OMP ! 100.0 227.3 227.3 
8810 C 270 .006 .007(7.07 .008(7.57 . . . . . . . . . . . .  

9,888 44NIP 44MP 100MP ' 100,0 227.3 227.3 

4511 B 183,508 .113 .086(9.0) .091 (9.67 185 141 149 76.2 80.5 105.7 
8810 C 112,678 .008 .007(7.0) .008(7.5) 7 8 9 114.3 128.6 112.5 

276,186 192 149 188 77.6 82.3 108.0 

4683 B 905,466 .15 : .340(8.0) .395(9.3) 1,358 3,079 3,577 226.7 263.4 118.2 

1624 B 117,875 .80 1.192(12.0) 1312(11.2) 043 1,405 1,311 149.0 139.0 93.3 
4000 B 10,177 .45 I 1.153(13.0) .9.t9(10.7) 48 117 97 254.3 210.9 82.9 
1463 C 12,417 .30 .475(10.0) .352(7.4) 37 59 44 159.5 118.9 74.6 
8742 C 14,295 .02 .045(9.5) ,041 (8.7) 3 6 8 200.0 200.0 100.0 
8810 C 8,732 .02 .007(7.0) .008(7.5) 1 .. 1 0.0 100.0 . .  

161,498 1,030 1,587 1,459 154.1 141.7 01.9 

6 2098 C 1,081,477 .08 .212(7.5) .170(8.0) 849 2,250 1,805 285.0 212.6 8,0.2 

7 7309 B 420,946 .30 .983(8.0) .750(6.1) 1,283 4,138 3,157 327.6 250.0 76.3 I 
8 6280 A 527,858 1,30 12.812(14.5) 2.249(11.8) 6,882 14,843 11,872 216,3 173.0 80.0 

9 4527 B 891,717 .09 .182(II.0) .152(9.2) 803 1,623 1,355 202.1 168.7 83.5 

10 4720 C 2,514,931 .10 .215(7.5) .204(7.1) 2,515 5,407 5,130 215.0 204.0 94.9 

11 3883 C 182,774 .40 .311(6.5) .821(6.7) 731 568 587 77.7 80.3 103.3 

12 1421 B 1,009,998 .09 .623(9.5) .630(9.6) 909 6,292 6,363 692.2 700.0 101.1 

13 4720 C 518,420 .05 .215(7.5) .204(7.1) 259 1,I15 1,058 430.5 408.5 01.9 

*Disregardil~g any discount for upper limit on carrier's liability. 



E X I t I B I T  11 (Continued) 
WOt:~KMEN'S C O M P E N S A T I O N - - N E W  YORK 

TEST OF EFFECT OF PROPOSED RATES FOR EXCESS INSURANCE (PER ACCIDENT BASIS) 
BASED OS EXCESS COVERAGE RISKS IN POLICY YEAR 1937 

Risk 
Number 

(1) 

Code 
No. 

(2) 

Hazard 
Group 

(3) 

Payroll 

(4) 

Excess Cover Rats 

Actual 

(5) 

Present I 
Advisory * Proposed* 

(Based on 7/1/40 
Manual Rates) 

(6) I (7) 

Excess Cover Premium 

Actual 

(4) 
--x(5)  
100 

(8) 

Present 
Advisory 

(4) x(6) 
100 

(9) 

Proposed 

(4) 
--x(7) 
1OO 

(lO) 

Present 
Advisory+ 
Actual 

(9)+(8) 

(11) 

Ratios: 

Proposed- 
Actual 

(10) + (8) 

(12) 

Proposed+ 
Present 

Advisory 
(10)+(9) 

(13) 

$10 ,000  PER ACCIDENT LIMIT (Continued) 

14 

15 

(a) Sub-Total 

8810 

7309 

$1,116,023 

393,987 

$.02 $.007(7.0) $.008(7.5) 250MP 250MP 100MP 100.0% 35.6% ] 
1.00 .983(8.0) .750(6.1) 3,940 3,873 2,955 98.3 75.0 

~ ~ ~ ~ ~ - -  

40.0% 

76.3 

85.1% 

$20,000 PER ACCIDENT L ~  

B $1,629,425 .05 $.492(4.0) $.332(2.7) 815 8,017 5,410 983.7 663.8 I 67.5 

~ ~  ~ ~  219.2% [ 83.0% 
EXCLUDED RISKS 

q- 

c~ 

t~ 
(b) 16 I 7309 

i 
(c)Total(a)W(b) t~ 

17 2003 

18 7317 
8810 

19 

2O 

21 

22 

23 

24 

25 

(d)Sub-Tot~ 

(s) GRAND TOTAL (c) -{- (d) 

$3,606,693 
1,901,830 

212,455 

2,643,079 
1,564,614 

2,563,321 

310,253 

805,922 

1,601,328 

~28,185,855 

$.15 

.16 

.02 

$5,410 

3,043 
42 

5OO 

1,189 

3,520 

1,794 

233 

747 

1,009 

;42,696 

($ 7,500 limit) 

($ 7,500 limit) 
($ 7,500 limit) 

($10,000 limit) 

0 

A 

*Disregarding any discount for upper limit on carrier's liab i ty 
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EX-MEDICAL COVERAGE--WORKMEN'S 
COMPENSATION 

BY 

STEFAN PETERS 

INTRODUCTION* 

A workmen's compensation risk written on an ex-medical basis is 
a risk for which the employer obligates himself to assume the lia- 
bility for medical payments to injured employees and to save the 
insurance carrier harmless therefrom, by means of a specific endorse- 
ment attached to the workmen's compensation insurance policy. 
Such risks shall be called in this paper briefly ex-medical risks. 

Before entering in detail upon the different aspects of ex-medical 
coverage, some of the advantages and disadvantages of this form 
of coverage will be briefly discussed. 

Ex-medical coverage is usually taken either by hospitals or by 
risks having plant hospitals of their own. Often these risks are 
equipped to treat employees in case of disease or injury, whether 
due to accident or not, and the medical care for workmen injured 
in the course of employment adds relatively little work to the 
normal medical care afforded and can therefore be given at re- 
duced cost for the employer. Advantages of ex-medical coverage 
to such risks are: 

(a) Some of the larger risks find themselves in a location where 
medical aid and hospital care is not easily available and 
are therefore forced to maintain plant hospitals for their 
employees. Injured workmen availing themselves of these 
hospitals save the trouble of traveling over long distances 
when injured. 

(b) Insured hospitals or employers maintaining hospitaIs often 
are able and willing to supply a greater amount of medical 
care and use more elaborate equipment than an injured 
employee is normally able to obtain. The better medical 
care is provided either for humanitarian reasons or as a 
matter of professional pride or simply with the aim of 
maintaining the efficiency of the employee. 

(c) The employee and his medical history are known to the 
plant physician. 

(d) Lower cost to the employer. 
* The author is indebted to Mr. James Iv[. Cahill for having suggested 

that he investigate many of the problems dealt with in this paper. 
He  is, however, solely responsible for the conclusions drawn. 



EX-NIEDICAL COVERAGE--WORI(MEN'S COMPENSATION 113 

Against ex-medical coverage the following arguments can be 
brought forth: 

(a) The employer enters into the private life of the employee. 
(b) The employer can eventually bring pressure on an em- 

ployee to content himself with inferior medical care or to 
resume work before he is thoroughly recovered. He might 
also~ without intention, create fear in the employee that 
his position may be endangered if he does not limit the 
demand for the medical care afforded him. 

In New York, these two arguments are, however, weakened by 
the fact that according to Section 13(a) of the Workmen's Com- 
pensation Law, the employee has a free choice of the physician 
and hospital by whom he wants to be treated, and would conse- 
quently in some cases find no difficulty in electing not to be treated 
in the hospital of his employer. 

Under normal circumstances the granting of ex-medical cover- 
age to risks of the above described category seems therefore to 
be justified by the particular nature of these risks. 

Ex-medical coverage is permitted in the following states: 

Alabama Iowa Nebraska 
Arizona Kansas New Mexico 
California Kentucky New York 
Colorado Louisiana North Carolina 
Connecticut Maryland Rhode Island 
Florida Michigan South Carolina 
Idaho Minnesota South Dakota 
Illinois Missouri Vermont 
Indiana Montana 

States in which workmen's compensation is insured by a monop- 
olistic state fund have not been taken into consideration in 
this list. 

The choice of a statutory or ex-medical coverage policy is 
optional with the employer, except that hospitals are often forced 
by underwriters to take ex-medical coverage in order to protect 
the carrier against excessive medical claims. The choice of ex- 
medical coverage, if written in New York, is subject to the 
approval of the Compensation Insurance Rating Board which has 
issued certain rules stating the qualifications to be met by a risk 
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Policy 
Year 

1934 ] 
1985] 
1936 
1937 
1938 

desiring ex-medical coverage. Such rules were first promulgated 
by the Board in Bulletin R. C. 233, dated May 2, 1918, and have 
since remained substantially unchanged. The qualifications which 
at present must be met in New York may be quoted from the 
New York Manual: 

"(a) Dispensary or Emergency Hospital. A suitably equipped 
dispensary or emergency hospital shall be maintained. A 
physician or a nurse who is either a graduate nurse or has 
had two years experience in surgical nursing shall be em- 
ployed at the plant and shall be available at all times dur- 
ing working hours. The duties of such physician or nurse, 
except when called for the purposes of rendering medical 
or surgical attention, shall not necessitate his presence else- 
where than in the dispensary. 

(b) Arrangements with Physician. Where a nurse is employed 
but no physician is in constant attendance, the assured 
shall maintain permanent arrangements with a physician 
who shall visit the plant not less frequently than three 
times a week and who shall be available on call at all times. 
Such physician shall supervise and direct the first aid work. 

(c) Arrangements with Hospital. Permanent arrangements 
for necessary medical and surgical service shall be made 
with a hospital not more than a half-mile distant from the 
plant unless an emergency hospital is available on the 
assured's premises." 

Similar conditions apply in most other states in which ex- 
medical coverage is permitted. Ex-medical coverage is chiefly 
desired by risks of considerable size, since small risks usually 
cannot meet the qualifications. There are, however, some notable 
exceptions: Small hospitals and private clinics often take ex- 
medical coverage. 

The extent to which use has been made of this form of coverage 
in the State of New York is shown by the following table: 

TABLE I 
WORKMEN'S COMPENSATION- NEW YORK 

I TOTAL 
Ex-Medical Ex-Medicaland Statuary 

Premiums P~miums 
Exclusive Exclusive 
of Con- of Con- 

Payrolls stan~ Payrolls stants 
(z) 

$105,644,401 
113,850,812 
137,153,236 
129,948,269 
121,051,871 

(3) 

$ 899,985 
1,362,189 
1,762,540 
2,280,091 
2,620,273 

(4) 

$3,308,863,806 
3,567,692,362 
4,029,171,639 
4,150,812,062 
4,186,556,474 

(5) 

$44,204,228 
57,506,563 
70,177,547 
72,912,512 
74,373,020 

l Patio 
Ex-Medical -- Total i 

(2)--(4) (8)÷(~)  ] 

3.2% I 2.0% I 
3.2 I 2.4 
3.4 I 2.5 
3.1 I 3.1 
2.9 I 3.5 
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The standard workmen's compensation insurance policy pro- 
vides that the insurance carrier takes over the liability of the 
employer under the state workmen's compensation and employer's 
liability laws for compensation and medical claims of injured 
employees and agrees to furnish all services required in connection 
with this liability. If an employer is covered on an ex-medical 
basis an endorsement is attached to the policy in which it is stated 
that the employer will comply with all requirements of the law 
regarding the medical treatment of injured employees and will 
save the insurance carrier harmless from any medical claims 
which might be made against it. 

In New York, since August 1, 1928, the following standard 
endorsement has been attached to policies written on an ex- 
medical basis : 

~TATUTORY MEDICAL AID ENDORSEIV~ENT 

For attachment to Policy No ......................... 
In consideration of the reduced premium rates for which 

this policy is issued in connection with operations at or from 
......................................... , it is agreed as follows : 

(give location) 

This Employer will undertake and comply with all the 
requirements of Section 13 of the Workmen's Compensation 
Law respecting medical, surgical or other attendance or treat- 
ment, nurse and hospital service, medicine, crutches or appa- 
ratus, and will save the Company harmless therefrom. 

This Employer agrees that he will maintain upon the 
premises above described either a dispensary or an emergency 
hospital during the entire period of the policy and will therein 
render the medical or surgical service, attendance or appli- 
ances prescribed by the Company in conformity with rules 
of the Workmen's Compensation Rate Manual applicable 
thereto. 

In the event of the insolvency or bankruptcy of this Em- 
ployer, which necessarily and unavoidably prevents him from 
complying with the provisions of this endorsement, all ex- 
penses incurred by the Company under Section 13 shall be- 
come the immediate obligation of this Employer and shall 
constitute a valid and incontestable claim against his insol- 
vent or bankrupt estate. 

As appears from the last paragraph of this endorsement, the 
carriers assume voluntarily the liability for medical claims arising 
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from coverage of ex-medical risks in the case of insolvency or 
bankruptcy of the employer, with the provision, however, that 
their payments shall constitute a valid and incontestable claim 
against the bankrupt estate. This paragraph has been included in 
the Statutory Medical Aid Endorsement upon a suggestion made 
by the New York Insurance Department in order to give injured 
employees fuller protection. 

The first rules dealing with ex-medical coverage in New York 
appeared in the Manual of June 30, 1916. These rules, which 
were subsequently several times amended, present today a merely 
historical interest and may therefore be omitted from this paper. 

In the Manual which became effective on December 31, 1920 a 
procedure for the derivation of ex-medical rates was established 
based on principles similar to those of the procedure used at 
present. The rule reads as follows: 

"Rates for policies excluding Statutory Medical Aid shall 
be calculated by the Board in accordance with the following 
rule: 

Determine the percentage reduction for each risk by com- 
paring 80% of the medical portion of the manual rate for the 
governing classification with the total manual rate for the 
classification. 

In determining rates for any risk, the manual rates adjusted 
by schedule and/or experience rating less the percentage re- 
duction as above indicated shall be considered as the final 
rates for the risk." 

A similar procedure was adopted by the National Council on 
Compensation Insurance. 

On August 1, 1928 the revised standard form of the Statutory 
Medical Aid Endorsement quoted above was adopted. This en- 
dorsement does not abrogate the obligation of the carrier to 
service and administer medical claims. It  has been the practice 
of insurance carriers in New York and in other states to afford 
full claim service for medical claims arising from the coverage of 
risks written on an ex-medical basis. This service is, however, 
subject, in New York, to certain restrictions imposed by the 
~Vorkmen's Compensation Law, which provides, in Section 13j, 
that an insurance carrier shall not participate in the treatment of 
injured workmen, except that it may employ medical inspectors 



EX-MEDICAL COVERAGE--WORXMEN'S COMPENSATION 117 

and that  it may  maintain rehabilitation bureaus. In  order to 
recognize the fact that  full claim service for medical claims is 
rendered by the carriers even if the policy is writ ten on an ex- 
medical basis and also that  administrat ive expenses are not re- 
duced, the method of determining ex-medical rates was amended 
at a meeting of the Actuarial Commit tee  of the Nat ional  Council 
on Compensation Insurance held on November  5, 1926. The  rela- 
tive section of the minutes of the Commit tee  may  be quoted 
in par t  : 

"At present ex-medical rates are determined by  deducting 
80% of the medical rate from the full manual rate. Accord- 
ingly, only 20% of the medical rate remains to cover the 
above listed items, o~ The Commit tee  felt that  this 20% 
was entirely inadequate to meet the needs. After due con- 
sideration the following resolution was adopted:  

Resolved: Tha t  effective concurrently with the next general 
revision of rates in each state, the ex-medical rates be deter- 
mined by deducting 60% of the medical rate from the total 
manual  rate." 

In  accordance with this resolution a corresponding procedure 
was adopted in New York effective October 1, 1927. 

THE DETERMINATION OF RATES FOR Ex-MEDICAL RISKS 

Previous Method 

I t  was mentioned in the introduction that  previous to the 
adoption of the present method of calculating rates for ex-medical 
risks, these rates were determined by  subtracting from the man- 
ual rate  80% of the medical portion of the manual ra te :  

( l a )  ex-medical rate - -  manual  rate - -  .80 X medical rate 
or 

ex-medical rate - -  cat. 
( lb )  ex-medical discount - -  1 

manual rate - -  cat. 

.80 X medical rate 
- manual  rate - -  cat. 

- -  .80 medical pure premium 
total pure premium 

The theory underlying this method was that  the ex-medical pure 
(1) This refers to certain points formulated by the Committee which 

are quoted later in this paper. In particular see point (3) on 
page 120. 
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premium was to be considered equal to the total pure premium 
less 80% of the medical pure premium and that the expense load- 
ing for ex-medical risks was the same, percentagewise, as that for 
risks written on a statutory basis. Since, on November 5, 1926, 
this method was abandoned in favor of the present method of 
calculation of ex-medical rates, the underlying assumptions will 
be analyzed when discussing the present method. 

Present Metkod 

In the introduction it was mentioned that the Actuarial Com- 
mittee of the National Council on Compensation Insurance de- 
cided on November 5, 1926 to adopt an ex-medical rate according 
to the formula 

(2a) ex-medical rate -- manual rate -- .60 X medical rate 
or a corresponding ex-medical discount of 

medical pure premium 
(2b) ex-medical discount -- .60 X ~ - ~  p ~ ~  

The motive for this change, as expressed in the resolution, was the 
desire to give recognition to the fact that not all expense items 
for ex-medical risks are reduced in the same proportion as the 
pure premium. There is no indication in the minutes of the 
Actuarial Committee of the National Council of the detailed con- 
siderations or calculations which must have led to the present 
formula for the ex-medical discount. However, from the provi- 
sions relating to ex-medical risks which, at a later date, have been 
incorporated in the Experience Rating Plan and in part also from 
the provisions governing ex-medical risks under the Retrospective 
Rating Plan it can be inferred that the new formula for the ex- 
medical discount is based on the following fundamental assump- 
tions : 

Assumption A : 

The ex-medical pure premium is equal to the total pure 
premium less 80% of the medical pure premium. 

Assumption B : 

Expenses, except for acquisition and taxes, are not reduced 
by exclusion of medical coverage. The acquisition and tax 
expenses, being a fixed percentage of the final premium, are 
reduced in proportion to the latter. 
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These two assumptions lead to the following derivation of the 
ex-medical rate : 

(1 - -  acq. - -  tax.) X (ex-medical rate - -  cat.) - -  
(1 - -  acq. - -  tax.) X (manual rate - -  cat.) - -  .80 X medical p.p. 

hence 

(3a) ex-medical r a t e - -  

manual rate - -  
.80 

X medical p.p. 
1 - -  acq. - -  tax. 

.80 medical p.p. 
ex-medical discount = × 

1 - -  acq, - -  tax. manual rate - -  cat. 

(3b) .80 X permissible loss ratio medical p.p. 
' =- 1 - -  acq. - -  tax. × total p.p. 

Assuming an average provision of .025 for taxes, .175 for acqui- 
sition and an average permissible loss ratio of .600, this leads to 

(4a) ex-medical rate ---- manual rate - -  medical pure premium 

medical p.p. medical p.p. .60 X - 
(4b) ex-medical discount ~-manual rate - -  cat. - -  total p.p. 

These are the formulas which are in use at present in New York 
and all other states except California. In California the ex- 
medical discount is determined according to the formula: 

.80 X medical rate 
ex-medical discount --- 

manual rate - -  cat. 

I t  appears from the derivation given that, on the basis of Assump- 
tions A and ]3 mentioned before, the present formula for the 
ex-medical discount is only approximately correct. I t  is, so to 
say, an average formula, uniformly applied in almost all states 
which permit ex-medical coverage. I f  an exact agreement with 
Assumptions A and B were desired the formula would have to be 
corrected in each state in accordance with the different composi- 
tions of manual rates. Numerical examples may be given for 
New York and for Connecticut and many other states in which 
manual rates have the same structure as in Connecticut. Since in 
the course of this paper several other numerical examples will be 
based on the manual rate formulas for these states, it will be good 
to give, for the convenience of the reader, a comparative table of 
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the expense items entering into the structure of manual rates in 
New York and Connecticut:  

TABLE II 

Item Connecticut New York 
,150 Acquisition . . . . . . . . . . . . . . . . . . . . . .  

Taxes . . . . . . . . . . . . .  ". . . . . . . . . . . . . .  
Claim Adjustment . . . . . . . . . . . . . . . .  
Ind. Comm. & Social Security Tax..  
Inspection . . . . . . . . . . . . . . . . . . . . . . .  
H. O. Administration . . . . . . . . . . . . . .  
Payroll Audit . . . . . . . . . . . . . . . . . . . .  
Total :Expense . . . . . . . . . . . . . . . . . . .  
Permissible Loss Ratio . . . . . . . . . . . .  

.175 

.025 

.083 

.o~ 

.057 

.009 

.375 

.625 

.035 

.080 

.024 

.025 

.071 

.017 

.402 

.598 

Substituting in formula (3b) the numerical values shown in Table 
II ,  it appears that the correct value for the ex-medical discount in 
New York would be 

.587 X medical p.p. 
total p.p. 

which is about 2% smaller than the discount according to the 
present formula, and in Connecticut 

.625 X medical p.p.. 
total p.p. 

or about 4:% more than according to the present formula. 
Assumptions A and B preceding may now be examined in order 

to determine to what extent they are backed by experience. In 
this examination the following points may be discussed which 
were formulated by the Actuarial Committee of the National 
Council on Compensation Insurance on November 5, 1926 as 
points involved in any consideration of the ex-medical allowance: 

(1) A selection against the insurance carriers. 
(2) Payment  of some medical even though the policy is written 

ex-medical. 
(3) A major portion of the expense is not reduced by the ex- 

clusion of medical. 

To  these points the following may be added: 

(4) Obligation of the insurance carrier to pay medical losses if 
the employer is unable or refuses to do so. 

Points (1), (2) and (4) aie related to Assumption A. Point (3) 
expresses the principle underlying Assumption B. 

While it is possible that risks choosing ex-medical coverage may 
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have a medical loss ratio lower than average, it cannot be main- 
tained that their insurance on an ex-medical basis leads to a 
selection against the carriers. As a matter of fact, medical pure 
premiums are based only on the experience of risks with statutory 
medical coverage and reflect, therefore, any increase of the overall 
medical loss ratio which may result from the coverage of a group 
of risks with under-average medical loss ratio on an ex-medical 
basis. Only in times of a rapid increase in the proportion of risks 
covered on an ex-medical basis the increase in medical pure pre- 
miums which are based on past experience may be insufficient to 
compensate the entire effect of an eventual increase in the overall 
medical loss ratio. This may have been the situation at the end of 
1926 when point (1) above was formulated but, at present, the 
proportion of ex-medical risks is fairly steady as illustrated by 
Table I, based on New York experience. Therefore, any existing 
increase in the overall medical loss ratio due to ex-medical cover- 
age is compensated by a corresponding increase in medical rates. 
This point must hence be ruled out as a justification for the reten- 
tion of 20% of the medical pure premium in ex-medical pure 
premiums as formulated in Assumption A. 

In so far as experience for New York indicates, the second argu- 
ment in favor of Assumption A, namely that some medical is paid 
even though the policy is written on an ex-medical basis, cannot 
have much weight either. Indeed, from Table III  below it appears 
that the amounts of medical paid for ex-medical risks are negli- 
gible and do not justify the retention of any substantial part of 
the medical pure premium for ex-medical coverage. Since the 
New York Workmen's Compensation Law provides no limit for 
medical benefits, it is likely that the indication of the experience 
for New York applies a ]ortiori in states with less liberal medical 
benefits. 

TABLE III 
WORKMEN'S C O M P E N S A T I O N -  :NEw YORK 

Policy 
Year 

1937 
1938 

P r e m i u m s  
Excluding Constants 

Statutory 
Coverage 

(2) 

$70,632,421 
71,752,747 

Ex-Medical 
Coverage 

(3) 

$2,280,091 
2,620,273 

Medical Losses I Ratios  

Statuary / 1 i 
Coverage Coverage i (4)--(2~ (5)--(3) (7)--(6} 

$11,954,222] $4,235 ] 16.92% .186% ] 1.1% 
12,282,459 1 1,700 i 17.12 .06  I .4 
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In my opinion, therefore, the only remaining argument in favor 
of the retention of a part of the medical pure premium in ex- 
medical rates is the contractual liability of the carrier to supply 
medical aid if the employer does not live up to his obligations. 
This event will chiefly take place in case of bankruptcy of the 
employer. Recently the question has been raised whether the 
insurance carrier is also liable to provide medical benefits if the 
employer refuses to pay a medical bill or to submit it for arbitra- 
tion. Although it is likely that no such obligation exists, no abso- 
lute certainty on this point has yet been reached and it may be 
that carriers can incur or may assume some liability in these cir- 
cumstances. No experience is available regarding the frequency 
and the extent of the type of liability for medical losses just de- 
scribed, but it can safely be estimated that a provision of 5% 
of the medical pure premium will amply take care of this 
contingency. 

For this reason I propose that Assumption A underlying the 
determination of ex-medical rates and discounts be replaced by 

Assumption C: 

The ex-medical pure premium is equal to the total 
pure premium less 95% of the medical pure premium. 

With respect to Assumption B, it is evident that the amount of 
expenses for inspection, payroll audit and home office administra- 
tion will be about equal for risks insured on statutory or ex- 
medical bases. Acquisition and taxes, being a fixed percentage of 
the final premium, will be reduced in the same proportion as the 
manual rate. The only expense items which need more detailed 
consideration are the expense provisions for industrial commis- 
sions, labor departments, insurance departments or similar insti- 
tutions and claim adjustment. 

Where the expense for the Industrial Commission or similar 
institution is levied in proportion to indemnity losses (as is the 
case in New York), it is evident that the amount of this expense 
is the same whether medical coverage is afforded or not. If 
instead this expense were levied on premiums, it should be reduced 
for ex-medical risks in the proportion of the ex-medical to the 
manual rate and therefore be considered and treated as an addi- 
tional tax expense. 
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Claim adjustment has been considered in the present formula 
for ex-medical rates, in the Experience Rating Plan and in the 
Retrospective Rating Plan as an expense item which is not re- 
duced by the exclusion of medical liability. The reason for this 
procedure is to be found in the fact, already discussed in the 
introduction, that insurance carriers have always rendered to 
ex-medical risks full claim service for all claims including medi- 
cal. I t  may, however, be questioned whether the cost of servicing 
medical claims incurred by ex-medical risks is actually as high as 
that for risks with statutory coverage, since the carriers save some 
clerical and telephone expense connected with the payment and 
control of medical bills and since also investigations of physicians 
are reduced in number or entirely eliminated. ~2~ 

In view of the foregoing consideration it is likely that the claim 
adjustment expense is somewhat reduced by exclusion of medical 
liability. Lacking some more detailed experience regarding this 
point, however, the amount of this reduction cannot be stated 
with certainty. A rough estimate would be that claim adjustment 
expense for medical claims incurred by ex-medical risks runs 
about 10% lower than the corresponding expense for risks written 
on a statutory basis. It  is proposed that the full claim expense 
provision be retained in ex-medical rates until specific experience 
regarding the cost of claim service for ex-medical risks has 
become available. 

Summarizing the preceding considerations about the effect of 
the exclusion of medical liability on the various expense provisions 
in compensation rates, it seems that Assumption B underlying the 
derivation of the present formula for ex-medical rates reflects the 
actual conditions, provided that in those states in which a specific 
charge for the expenses of an industrial commission or similar 
institution is levied in proportion to premiums such expense item 
should be included in the provision for taxes. If, in the future, 
a specific study should reveal that claim expense for ex-medical 
risks is reduced, say, from the proportion c of the manual rates 
(normally .080) to the proportion c', Assumption B should be 
replaced by 

(2) For the information regarding a reduction in the medical claim 
adjustment expense for ex-medical risks, I am indebted to Mr. S. L. 
Hanson. 
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Assumption D: 
Expenses, except for claim adjustment,  acquisition and 

taxes are not reduced by the exclusion of medical liability. 
Claim adjustment  is reduced to the proportion c" of the man- 
ual rate. Acquisition and taxes being a fixed percentage of 
the final premium, are reduced in proportion to the latter. 

The  revised formula for ex-medical rates and discounts derived 
on the basis of Assumptions C and B are the following : 

.95 
(5a) ex-medical rate - -  manual  rate J 1 - -  acq. - -  tax. Xmed.p.p .  

.95 medical p.p. 
(5b) ex-medical discount - -  X 

1 - -  acq. - -  tax. manual  rate - -  cat. 

.95 X perm. 1. r. X medical p.p 
- -  1 - -  acq. - -  tax. total p.p. 

I f  instead of Assumptions C and B, Assumptions C and D were 
adopted, the formulas would have to be modified in the following 
manner :  

(6a) ex-medical rate - -  
( c--c" ) . 9 5 X  med. p.p. 

manual  rate 1 - i  - -  acq. - -  tax" - 1 - -  acq. - -  tax. 

(6b) ex-medical discount - -  

c - -  c '  .95 X perm. I . r . .  medical p.p. 
1 - -  acq. - -  tax. q- 1 ~ acq. - -  tax. x total p.p. 

In  order to give an idea of the effect of the proposed changes, the 
numerical  values of the ex-medical discount computed on the 
present basis and on the basis of Assumptions B and C or D and C 
are given in the following table. For the application of formula 
(6b) the assumption is made that  claim adjustment  for ex-medical 
risks is reduced to .065 of the s ta tu tory  premium in both states. 

T A B L E  I V  

P r e s e n t  F o r m u l a  

A s s u m p t i o n s  B a n d  C - -  F o r m u l a  (Sb) 

A s s u m p t i o n s  D and  C - F o r m u l a  (6b) .023 Jr 

Connecticut 1~rew York 

.60 X reed. p . p . . 6 0  X med.  p.p. 
to t a l  p.p. t o t a l  p.p. 

.742 reed. p . p .  .697 reed. p.p. 
to t a l  p.p. t o t a l  p.p. 

.742med.  p.p. .018_t_ .697med.  p.p. 
to t a l  p.p. t o t a l  p.p. 
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Both the proposed decrease of the portion of the medical pure 
premium to be retained for ex-medical risks and the proposed 
decrease in the provision for claim adjustment (if justified by the 
results of some future study) tend to increase the ex-medical dis- 
count and, consequently, to decrease the rates to be charged for 
ex-medical coverage. 

THE TREATMENT OF EX-~VIEDICAL RISKS UNDER THE 
EXPERIENCE RATING PLAN 

Under the Experience Rating Plan a weighted average of the 
actual and expected losses of a risk for the experience period is 
compared with the expected losses; the ratio is the experience 
modification which is applied to the manual or schedule rates to 
determine the adjusted rates for the ensuing year. It  is evident 
that for ex-medical risks whose actual losses do not include any 
medical losses or but a very small amount of such losses, the 
expected losses must be determined in such a manner as to exclude 
likewise all or almost all expected medical losses. This principle 
was indeed followed in setting up the rules governing the treat- 
ment of ex-medical risks under the Experience Rating Plan by 
making the expected ex-medical losses equal to payrolls extended 
at ex-medical pure premiums. 

During the period in which the ex-medical discount was equal to 
.80 medical pure premium 

total pure premium 
the unweighted subject premium was determined by extending 
the payrolls of each classification by the latest ex-medical rates 
and expected losses were obtained by multiplying the subject 
premium with the permissible loss ratio. In formulas: 
ex-medical expected losses = 

payroll X manual rate X (1 .80 reed. p.p. ) total p.p. ' )< permissible loss ratio 

payroll )< total pure premium )< (1 
mS0 med. p.p. 

= 1 
- -  payroll X (total pure premium --  .80 med. pure prem.) 

and this is, following Assumption A, 

as it should be. 
--- payroll X ex-medical pure premium 
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Shortly after the adoption on November 5, 1926 of an ex- 

60 medical pure premium 
medical discount equal to " 

total pure premium ' 

namely on July 15, 1927, the Actuarial Committee of the National 
Council on Compensation Insurance adopted the following reso- 
lution : 

Resolved: That for experience rating purposes 20% of the 
medical pure premium be retained in determining expected 
losses instead of the 40% retained in establishing ex- 
medical ratios. 

In accordance with this resolution, the following rule has been 
inserted in the Experience Rating Plan: 

"For that part of the experience period during which the 
risk has been insured without medical, the premium subject 
to experience rating shall be reduced by an amount equal to 
the subject premium times 1.33 times the ex-medical ratio 
shown on the rate sheet for each classification. ''~3~ 

The factor 1.33 is obviously the ratio .80 --  .60. For the deter- 
mination of the ex-medical expected losses the statutory expected 
losses are therefore reduced by a discount of 

1.33 X .60 reed. p.p. = .80 med. p.p. 
total p.p. total p.p. 

as before. Since statutory expected losses are equal to the pay- 
rolls extended at total pure premiums, this reduction has the effect 
of making ex-medical expected losses equal to payrolls extended 
at ex-medical pure premiums. (4) From this derivation it can be 
seen that Assumptions A and B have been used also in establish- 
ing the rules governing ex-medical risks under the Experience 
Rating Plan. 

When discussing the present method of establishing ex-medical 
rates, it was shown that the present formula for the ex-medical 
discount is only approximately correct and that the correct for- 

(3) Quoted from rule 13 of the New York Experience Rating Plan 
effective October 5, 1930. 

(4) In New York the subject premium is really not multiplied by .598 
but by .598 × 1.012=.605. The factor 1.012 represents a charge 
for the Security Funds which is divided into the payroll projection 
factors. The product of .605 and the modified subject premium does 
therefore not include the Security Fund factor which is also omitted 
from the modified actual losses with which the modified expected 
losses are to be compared. 
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mula would be formula (3b). If, therefore, this formula were 
adopted, the subject premium for ex-medical risks would have to 
be reduced by the ex-medical discount multiplied by the ratio 

1 - - a c q . - -  tax. , 
(7) permissible loss ratio 

in order to arrive at the correct expected ex-medical losses in 
agreement with Assumption A. This ratio would amount to 1.86 
for New York and 1.28 for Connecticut as compared with 1.33 in 
the present plan. 

The same formula (7) would apply if the ex-medical discount 
were calculated according to proposed formula (Sb) which was 
based on Assumption C, that is, on the assumption of an ex- 
medical pure premium equal to the total pure premium less 95% 
of the medical pure premium. Indeed, in this case we would have : 

expected ex-medical losses = 
payroll X manual rate X permissible 1. r. 

1 - -  acq. --  tax. .95 >( permissible 1. r. reed. p.p.~ 
X 1 -permissible 1. r. X 1 - -  acq. - -  tax. × ~ p--.~.] 

( reed. p.p.) 
---- payroll X total pure premium X 1 - -  .95 X total p~. 

payroll X (total p.p. --  .05 reed. p.p.) 

--  payroll X ex-medical pure premium 

If at some later date Assumption D should be adopted instead of 
Assumption B, that is, if some reduction of claim adjustment 
should be taken into consideration in establishing ex-medical 
rates, formula (7) would have to be replaced by a slightly more 
complicated formula which is omitted from this paper, since at 
present it would have only limited interest. 

The split of expected ex-medical losses into a normal and excess 
portion is made in the following manner: First the statutory ex- 
cess subject premium is determined in the customary way by 
extending payrolls at manual rates and applying to these pre- 
miums the average excess ratio. Then, the ex-medical reduction 
of the subject premium is computed by multiplying the statutory 
subject premium by 1.33 X the ex-medical discount. Finally this 
ex-medical reduction is multiplied by the medical excess ratio and 
subtracted from the statutory excess subject premium. The result 
is the ex-medical excess subject premium which, multiplied by the 
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permissible loss ratio, furnishes the expected ex-medical excess 
losses. C5) Since the ex-medical reduction of the subject premium 
represents medical losses which are excluded for ex-medical risks, 
it was necessary to apply to this reduction the medical excess ratio 
in order to arrive at the correct ex-medical excess subject pre- 
mium. The expected ex-medical normal losses are the difference 
between the total expected ex-medical losses and the expected 
ex-medical excess losses. This procedure appears to be appropri- 
ate except for a possible correction of the factor 1.33 which was 
previously discussed. 

Ex-MEDICAL RISXS UNDER THE RETROSPECTIVE RATING PLAN 

In order to explain more easily the provisions of the Retrospec- 
tive Rating Plan relating to ex-medical risks, it will be advisable 
to mention briefly some of the more essential sections of the Plan 
dealing with its technical set-up. The introduction of the Plan 
may therefore be quoted: 

"Retrospective Rating is a plan or method which permits 
adjustment of the final premium for a risk, variable between 
a specific Minimum and Maximum percentage of the Standard 
Premium for such risk, on the basis of its own developed loss 
experience. 

The rating formula is as follows: 

(a) A specified percentage of the Standard Premium is 
charged to provide for expenses that are independent of 
the loss ratio and to cover any losses in excess of those 
contemplated by the Maximum Retrospective Premium. 
The percentage of the Standard Premium is designated 
the "Basic Premium." 

(b) The losses incurred by the risk, increased for claim ex- 
pense and taxes not provided for in (a), are added to the 
Basic Premium. 

(c) The total of these items is the Retrospective Premium to 
be charged, subject to limitation by specified Minimum 
and Mkximum Retrospective Premiums." 

From (a) it can be seen that the basic premium includes provi- 
sions for home office administration, payroll audit and inspection ; 
in New York, also for the expenses of the Department of Labor 
and for Social Security Act taxes. For risks under the Retrospec- 

"(5) See note (4). 
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tive Rating Plan acquisition is based on the minimum premium. 
The provision for acquisition is, therefore, independent of the loss 
ratio and hence is included in the basic premium. Another element 
in the basic premium is the insurance charge, which is a net pre- 
mium for the coverage of any amount of loss in excess of the loss 
provision in the maximum premium (as stated in (a) above), but 
reduced for the excess loss provision in the retrospective premium 
for those risks to which the minimum premium applies. In 
California and New York, the insurance charge is slightly in- 
creased to cover also losses in excess of $10,000 per claim (see 
below). The claim adjustment on the insurance charge is also 
included in the basic premium, as is the amount of taxes to be 
paid on the basic premium portion of the retrospective premium. 

The amount mentioned in (b) above is obtained by multiplying 
actual incurred losses by the loss conversion factor. In California 
and New York a limit of $10,000 applies to losses arising from 
any single claim. In some states a small portion of claim adjust- 
ment is transferred from the loss conversion factor to the basic 
premium. In certain other states a small portion of the provision 
for home office administration expense is transferred from the 
basic premium to the loss conversion factor.C6) 

Basic, minimum and maximum premiums are the product of 
the standard premium, that is, the premium that would apply if 
the risk did not come under the Retrospective Rating Plan, and 
the basic, minimum and maximum ratios. These ratios are equal 
for all states and vary by size of standard premium, except that 
the California and New York basic ratios are slightly higher than 
those for other states, because of the increase in the insurance 
charge due to the $10,000 limit per claim in force in these states. 

The basic premium ratio and the loss conversion factor may be 
expressed by the following formulas: 

1 [H.O.  Admin. q- P.A. (8) basic premium r a t i o -  1 -  tax. + 

Insp. -1- acq. X minimum premium ratio 
-t- (Ind. Comm. -1- partial claim exp.) -] 
-1- insurance charge q- contingency margin..I 

cl. adj. -1- (partial h.o. admin.) 
permissible loss ratio 

(9) loss conversion f a c t o r -  1 - -  taxes 

(6) See S. D. Pinney: The Retrospective Rating Plan for Workmen's 
Compensation Risks. P.C.A.S., Vol. XXIV, part 2. 
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The items in parentheses may not apply in some states. The 
expense provisions in these two formulas are intended to be ex- 
pressed as ratios to the standard premium. Claim expense and 
partial home office administration (if any) in the loss conversion 
factor are therefore divided by the permissible loss ratio in order 
to express them in terms of losses. 

In the application of the Retrospective Rating Plan to ex- 
medical risks, Assumption B regarding the expense provision has 
been used exactly as in the establishment of ex-medical discounts. 
With respect to Assumption A, regarding the ex-medical pure pre- 
miums, no consistent attitude has been taken as shall be shown 
later on. 

The rules relating to ex-medical risks may be quoted from 
paragraph 2 of Section II I  of the New York Retrospective Rating 
Plan in the form which is in effect since July 1, 1940: 

As applied to risks written on an ex-medical basis, the Retro- 
spective Premium shall be determined as follows : 

(a) The ex-medical coverage premium will be established by 
application of the approved ex-medical rates, the Experi- 
ence Rating Plan, and the Schedule Rating Plan where the 
latter is applicable. 

(b) The statutory medical coverage premium will be calculated 
by dividing the ex-medical coverage premium for each 
classification by the complement of the ex-medical discount 
for such classification. 

(c) The Basic Premium ratio will be determined from the 
regular table of such ratios upon the basis of the statutory 
medical coverage premium, but shall be adjusted for ex- 
medical coverage. Such adjustment shall be obtained from 
the Board and shall be expressed as a percentage of the 
Minimum Premium ratio. 

The Minimum and Maximum Premium ratios will be 
determined from the regular table of such ratios upon the 
basis of the statutory medical coverage premium. 

(d) The Basic Premium will be determined by application of 
the adjusted Basic Premium ratio to the statutory medical 
coverage premium. 
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(e) The Minimum and Maximum Premiums will be determined 
by application of the Minimum and Maximum Premium 
ratios respectively to the ex-medical coverage premium. 

(f) The Loss Conversion Factor shall be adjusted to compen- 
sate for any deficiency in expense resulting from the appli- 
cation of ex-medical factors, and shall be obtained from 
the Board. 

(g) Determination of losses, incurred during the Rating Period. 
Actual incurred losses shall be used subject to a limit of 
$8,000 for the indemnity cost of any claimY) 

In keeping with Assumption B, the basic premium is essentially 
the same for risks insured on ex-medical and statutory bases, and 
therefore the basic premium for ex-medical risks is obtained by 
applying the basic premium ratio to the statutory coverage stan- 
dard premium. There are, however, two components of the basic 
premium which are affected by ex-medical coverage. The first is 
the provision for acquisition. This expense item is based on the 
ex-medical minimum premium which, according to point (e) 
above, is obtained by application of the minimum premium ratio 
to the ex-medical standard premium ; it must therefore be smaller 
for ex-medical risks than for statutory coverage risk. For this 
reason the adjustment of the basic premium ratio mentioned in 
point (c) has been introduced effective July 1, 1940. Previous to 
this date, ex-medical risks were charged for acquisition on a statu- 
tory basis although the actual acquisition payable was reduced. A 
derivation of the formula used for this adjustment of the basic 
premium ratio is given below. The second component of the basic 
premium which will be affected by the exclusion of medical lia- 
bility is the insurance charge. No attempt has been made as yet 
to correct the basic premium for a change in this item, chiefly 
because no statistical material is available to determine the exact 
amount of the ex-medical insurance charge. At the end of this 
part of the paper an attempt will be made to arrive at some esti- 
mate of the error involved. 

Before discussing point (f) above, the adjustment of the basic 
premium ratio on account of the redundancy in the provision for 
acquisition shall be determined. The provision for acquisition of 

(7) Only in effect in New York. 



132 EX-~[EDICAL COVERAGE--WORKMEN'S COMPENSATION 

risks under the Retrospective Rating Plan expressed in terms of 
the statutory coverage standard premium is the following: 

for statutory coverage 

acq. X min. prem. ratio 

for ex-medical coverage 
acq. X min. prem. ratio X (1 --  average ex-med, disc.) 

The average ex-medical discount is the proportion by which the 
statutory coverage standard premium of the ex-medical risk must 
be reduced in order to obtain the ex-medical standard premium. 
It  is, hence, a weighted average of the ex-medical discounts of the 
various classifications of the risk. The redundancy for acquisition 
in the basic premium ratio is, therefore, equal to the difference of 
the amounts shown above, then loaded for taxes. Hence: 

(10) redundancy - -  
acq. \ 

(1 ~'ax:)X ex-med, disc. X minimum premium ratio. average 

acq. is a constant for each state, for instance equal The ratio 1 - -  tax. 

to .155 in New York and .179 in Connecticut. In order to be able 
to inform the insured at the beginning of the policy period of the 
reduction of the basic premium ratio which will apply to his 
policy, the expected average ex-medical discount is computed on 
the basis of past experience, namely, on the basis of the experi- 
ence of the last year of the experience period used in experience 
rating. In New York this average ex-medical discount is com- 
puted as a weighted average of the ex-medical discounts for all 
classifications involved. In other states the ex-medical discount 
corresponding to the governing classification is used. This latter 
method is somewhat simpler but less accurate. Since the mini- 
mum premium ratio varies between .750, for risks with a statutory 
coverage standard premium of $5,000, and .500, for risks with a 
statutory coverage standard premium of $75,000 and over, the 
correction of the basic premium ratio for an ex-medical risk with 
an average ex-medical discount of .20 will vary between 
.155 X .20 X .75 --.023 and .155 X .20 X .50 --  .016 in New York 
and between .179 X .20 X .75 --  .027 and .179 X .20 X .50 --  .018 
in Connecticut. The correction is, as one sees, quite substantial. 
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In point (f) above it is stated that the ex-medical loss conver- 
sion factor shall be adjusted to compensate for any deficiency in 
expense resulting from the application of ex-medical discounts. 
More precisely this factor is adjusted in such a manner that the 
amount in dollars of claim expense and partial home office admin- 
istration expense (if included in the loss conversion factor) is 
equal, over all, for risks written on statutory and ex-medical bases. 
This principle is in exact agreement with Assumption B. In order 
to translate this principle into formulas the following abbrevia- 
tions may be made: cl. adj. shall designate that portion of claim 
adjustment expense and partial home office administration ex- 
pense (if any), expressed in terms of manual rates, which is in- 
cluded in the Ioss conversion factor. L. and E.L. shall designate 
the regular and the ex-medical loss conversion factors respectively. 
From formula (9) it can be followed that 

(11) cl. adj. ~ [(1 --  tax.) X L. - -  1] X permissible loss ratio. 

According to the principles stated above, the expense provision in 
the ex-medical loss conversion factor multiplied by ex-medical 
losses shall provide the same amount in dollars overall, as 

cl. adj. multiplied by statutory coverage losses. This 
permissible I. r. 

means : 

cl. adj. prov. in E.L. X 
Y, classification payrolls extended at ex-med, p.p.'s. 

---- [(1 --  tax.) X L . -  1] X E classification payrolls 
extended at total p.p.'s. 

or 

(12) cl. adj. prov. in E.L. 
class payrolls extended at tot. p.p. 

[ (1-- tax.)XL.--1]  X E class payrolls extended at ex-med, p.p. 

Here N: indicates the summation over the different classifications 
of the risk. 

In order to express the second factor as a function of the ex- 
medical discount an assumption must be made regarding the 
ex-medical pure premium. If, in agreement with the present 
method employed in the determination of ex-medical rates, 
Assumption A is used, the formula above can be transformed by 
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means of formula (2b) for the ex-medical discount in the follow- 
ing manner : 

(13) cl. adj. prov. in E.L. 

[ (1--tax.) XL.--1] X 
.80 

1 --  .--6-'0 X average ex-med, disc. 

.60 
--  [ (1--tax.) XL.--1] X .60 -- .80 X aver. ex-med, disc. 

If instead of the present formula for the ex-medical discount the 
more accurate formula (3b) were used one would obtain 

(14) cl. adj. prov. in E.L. = [(1--tax.)XL.--1] X 
permissible I. r. 

permissible 1. r. --  (1--acq.--tax.)Xaver. ex-med, disc. 

This same formula would result if both the determination of ex- 
medical discounts and of ex-medical loss conversion factors were 
based on the proposed Assumption C instead of Assumption A. 

At present none of the foregoing formulas is used ; the provision 
for claim adjustment in E.L. is instead calculated as equal to 

.60 
(15) [(1 --  tax.) X L. --  1] X .60 --  average ex-med, disc. 

This formula is a consequence of the assumption that for risks 
under the Retrospective Rating Plan the ex-medical pure premium 
is equal to the total pure premium less 100% of the medical pure 
premium. Indeed, on the basis of this assumption one obtains 
from (12) 

cl. adj. prov. in E.L. --  

[(1 --  tax.) L. --  1] X 
1 

1 --  ~ average ex-med, disc. 

which is identical with (15). In New York formula (15) is modi- 
fied by substituting .598 for .60. 

There is no apparent reason why, in the case of ex-medical risks 
under the Retrospective Rating Plan, a different assumption re- 
garding the ex-medical pure premium should be made than for 
other ex-medical risks, even if the assumption made in this case 
corresponds more closely to reality as discussed previously. The 
method used at present tends to increase the provision for claim ex- 
pense in the ex-medical loss conversion factor, and, consequently, 
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this factor itself, beyond the amount which would follow from a 
consistent application of Assumption A. Nevertheless the ex- 
medical loss conversion factors calculated by the present method 
are probably nearer to the " t rue"  factors than those which follow 
from the more consistent formulas (13) or (14). The best soIu- 
tion would be to adopt Assumption C and then to calculate ex- 
medical discounts according to formula (5b) and the claim ex- 
pense provision in the ex-medical loss conversion factor according 
to formula (14). 

From formulas (15) and (14) for the claim expense provision 
in the ex-medical loss conversion factor, expressed in terms of 
ex-medical losses, the following formulas for the complete ex- 
medical loss conversion factor are derived : 

(16) E.L. - -  

00 ) 
1 - -  tax. [ (1 - -  tax.) X L. - -  1] × .60 - -  average ex-med, disc£ + 1 

for the ex-medical loss conversion factor as used at  present and 

(17) E.L.--  1 tax.)< [(1--tax.)  X L . - - 1 ]  X 

permissible 1. r. "~ 
permissiI~]e 1. r. - -  (1 - -  acq. - -  tax.) X aver. ex-med, disc. + 1 / 

for the revised ex-medical loss conversion factor if the proposed 
Assumption C regarding ex-medical pure premiums should be 
adopted also for the calculation of ex-medical rates. 

Assuming average ex-medical discounts of .15, .20 and .25 and 
considering that L. --- 1.18 for New York and 1.12 for Connecti- 
cut, the following ex-medical loss conversion factors would be 
obtained in these two states according to the present and to the 
proposed method : 

TABLE V 
EX-!%t~EDICAL LOSS C O N V E R S I O N  F A C T O R S  

Connec t i cu t  N e w  Y o r k  
L. ~ 1.12 L.  = 1.18 

Average ex-medical discount (Form. 3b) .15 .20 .25 .15 .20 .25 
Loss conversion factor 
Present method (Form. 16) . . . . . . . . . . . .  1.151 1.167 1.187 1.228 1.252 1.283 
Proposed method (Form. 17) . . . . . . . . . . .  1.143 1.153 1.164 1.218 1.234 1.255 

Average ex-medical discount (Form. 5b) .18 .24 .30 .18 .24 .30 
Loss conversion factor 
Proposed method (Form. 17) . . . . . . . . . . .  1.149 1.162 1.178 1.227 1.251 1.280 
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The first two sets of loss conversion factors are really not com- 
parable since the revised method for the calculation of the ex- 
medical loss conversion factor is coupled with the proposal that 
the ex-medical discounts be also revised on the basis of Assump- 
tion C. Risks which at present have average ex-medical discounts 
of .15, .20 or .25 will have ex-medical discounts of .18, .24 and .30 
respectively on the basis of Assumption C 

new discounts - -  ' .80 Mold discounts . 

The loss conversion factors on the basis of the proposed method 
for risks with average ex-medical discounts of .18, .24 or .30 are 
those in the last line of Table V. These loss conversion factors are 
almost equal to those obtained from the present method which is 
due to the fact that the former are based on ex-medical pure 
premiums excluding 95% of the medical pure premium while the 
latter are based on ex-medical pure premiums excluding 100% of 
the medical pure premium. The examples confirm that the present 
method of calculating ex-medical loss conversion factors, although 
inconsistent with the method used in the derivation of ex-medical 
rates, yields factors which are in fair agreement with the factors 
theoretically more correct. The error lies in the present method of 
calculating ex-medical discounts, and a consistent treatment of 
all ex-medical risks, whether subject to the Retrospective Rating 
Plan or not, can be achieved only by revising the method of 
calculating ex-medical discounts on the basis of the proposed 
Assumption C. 

If  in the future also a reduction of claim adjustment expense 
from the proportion c to the proportion c' of the statutory cover- 
age standard premium should be taken into consideration in the 
calculation of ex-medical discounts, the term [ (1--taxes) XL.--1]  
in formulas (16) and (17) would have to be reduced by 

C ~ C' 

permissible 1. r. 

An attempt will now be made to calculate for some representa- 
tive examples the difference in the insurance charges and claim 
adjustment and taxes thereon for risks written on statutory and 
ex-medicaI bases which develop the same statutory coverage stan- 
dard premium. For this purpose it may be remembered that the 
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insurance charge, in terms of standard premium, for risks written 
on a statutory basis in states other than New York or California 
is equal to 

(18) 

permissible 1. r. X ~ losses in excess total°f IOSSlossesPrOV. in max. prem. 

losses not in excess of loss prov. in rain. prem. 1 nt 
total losses J 

loss prov. in min. prem. 
standard premium 

The fractions inside the square brackets are taken from the 
charts used in the structural analysis of the Retrospective Rating 
Plan,(s) which show the proportion of losses in excess of any given 
loss ratio for different premium size groups. These charts are 
based on statutory coverage losses. The term "losses not in excess 
of (any given) loss provision," used in formula (18) and here- 
after, is intended to mean all losses Tor risks whose losses amount 
to no more than the given loss provision, and losses equal to the 
given loss provision for risks whose entire losses amount to more 
than the given loss provision. 

The formula for the ex-medical insurance charge, in terms of 
the statutory coverage standard premium, is: 

(19) ex-medical insurance charge--  

permissible 1. r. X 

E ex-med. losses in excess of loss prov. in ex-med, max. prem. 
total stat. cov. losses 

ex-med, losses notin excess ofloss prov. in ex-med, min. prem. 1 
total stat. coy. losses J 

loss prov. in ex-med, min. prem. 
stat. coy. standard premium 

No charts for indemnity losses only or for total losses of ex- 
medical risks are available which would permit the exact com- 
putation of the ex-medical insurance charge by means of formula 
(19). Therefore, in order to permit the use of the existing charts 

(8) New charts based on experience of policy years 1934 to 1937 in- 
clusive are in course of preparation by the Compensation Insurance 
Rating Board. 
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for ex-medical coverage, some assumption regarding the distribu- 
tion of ex-medicaI losses in excess of given loss ratios wilI have to 
be made. This will be done by formulating a minimum assump- 
tion and a maximum assumption with the aim of obtaining lower 
and upper limits for the ex-medical insurance charge. 

All loss ratios in the following are intended to be ratios of losses 
to the statutory coverage standard premium. 

The simplest minimum assumption is the following: 

Assumption E: 
The average ratio m of medical losses to total losses does 

not vary with the loss ratio of the risk. 
If  e designates the average ratio of ex-medical losses to statu- 

tory coverage losses, and l.r. any loss ratio in terms of statutory 
coverage standard premium, then e does not vary with the loss 
ratio/ ,  r. of the risk and is therefore equal to 

ex-medical p.p. 
total p.p. 

and we have consequently, according to Assumption C, 

e = 1 --  .95 m 
From the invariance of e follows : 

(20) 

ex-med, losses in excess of 1. r. 
tot. stat. coy. losses --  e X tot. stat. coy. losses 

stat. coy. losses in excess of --l" r. 

The latter expression can be derived from existing charts. As- 
sumption E is incorrect for high loss ratios because these are 
often caused by claims involving a relatively high indemnity cost 
and a medical cost not correspondingly high. The ratio is there- 
fore probably underestimated for high loss ratios. 

A maximum assumption which over-compensates this defect 
would be: 

Assumption F: 
The average ratio m' of medical losses to total losses for 

that portion of losses which does not exceed 
g X statutory coverage standard premium, 

where g --  1.20 )< permissible loss ratio, 
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does not vary with the loss ratio of the risk. Losses in 
excess of 

g X statutory coverage standard premium 
are considered to consist of indemnity losses only. 

g - - . 7 2 0  and .750 for permissible loss ratios of .600 and .625 
respectively. 

This assumption certainly overestimates the ratio; the truth 
will be somewhere between Assumptions E and F. Both assump- 
tions permit the use of the existing charts and, hence, allow the 
calculation of numerical examples. 

If  e' designates the average ratio of ex-medieal to statutory 
coverage losses for that portion of statutory coverage losses which 
does not exceed g X statutory coverage standard premium, then 
e' does not vary with the loss ratio of the risk and must be smaller 
than e, because for the portion of statutory coverage losses exceed- 
ing g X statutory coverage standard premium (if any) the ratio 
of ex-medicaI to statutory coverage losses is equal to unity accord- 
ing to Assumption F, and because this ratio, over all, must be 
equal to 

ex-med, p.p. 
totalp.p. _ e 

Indeed, let p be the proportion of statutory coverage losses in ex- 
cess of g X statutory coverage standard premium to total statu- 
tory coverage losses for all risks combined. This ratio can be 
derived from the existing charts. Then according to Assumption 
F, one has: 

Ex-medical losses for all risks c o m b i n e d -  

[ ( l - -p )  X e' -b P X 1] X statutory coverage losses 
for all risks combined 

and this, according to what was said above, is equal to 

e X statutory coverage losses for all risks combined. 

From this follows: 

e--p < e - - e p _  
(21) (1--p) e '+p--e  or e ' - -  1---~- ft. l - - p  - - e  
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Then, if a risk written on a s tatutory basis has a loss ratio L. R., 
on the average the corresponding loss ratio in terms of the statu- 
tory coverage premium which would result on the basis of As- 
sumption F, if the risk were written on an ex-medical basis, 
would be: 

(22a) 

e" X L.R. for L.R. ~ g 

(22b) 

e" X g + 1 X (L.R.--g)  --  L.R. --  (1 - -  e') g for L.R. ~ g 

If,  vice-versa, the loss ratio of an ex-medical risk in terms of 
the s ta tutory coverage premium is 1. r., on the average the corre- 
sponding loss ratio which would result, on the basis of Assumption 
F, if the risk were written on a statutory basis would be : 

(23a) 
g, r °  

e--- r for I. r. ~ e'g 

(23b) 
e ' X  g 

e' + 1 X (l. r.--e'g) --- l. r. + (1--e ' )  g for l. r. ~ e'g 

Hence, for l. r. ~ e'g 

(24a) 

ex-med, losses not in excess of I. r. 

- - e ' X  

and for I. r. ~ e'g 

(245) 

total star. coverage losses 
1. r. 

star. coy. losses not in excess 
e r 

total star. coverage losses 

ex-med, losses in excess of I. r. 
total stat. med. losses 

star. coy. losses in excess of [l. r. + (1 - -  e') X g] ----  , 

total star. med. losses 

The right hand expressions can be calculated from existing charts. 
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Formula (20) or formulas (24a) and (24b) will be substituted 
for the fractions inside the square brackets in formula (19) for the 
ex-medical insurance charge according to whether minimum As- 
sumption E or maximum Assumption F is used. In either case 
this substitution permits the evaluation of formula (19) with the 
help of the existing charts for the distribution of statutory cover- 
age losses by loss ratio. 

The numerical examples in Table VI are calculated with the help 
of this formula and Assumptions B, C, E, and F for statutory 
coverage standard premiums of $5,000, $50,000 and $150,000 and 
average ex-medical discounts of .15, .20 and .25. The calculations 
are performed for the State of Connecticut in order to avoid the 
complicating influence of the limit per claim imposed on incurred 
losses in New York and California. In view of the relatively 
small size of the insurance charge, it is assumed, for the purpose 
of this calculation, that any change in the insurance charge pro- 
vision would not alter the basic premium ratio but only affect the 
contingency margin therein. 

These calculations show that the insurance charge increases by 
.02 to .05 of the statutory coverage standard premium for risks 
with $5,000 statutory coverage premium, from .00 to .01 for risks 
of $50,000 and not at all for risks of $150,000. The correct in- 
crease is probably nearer to the higher figures and relatively 
larger for risks with larger average ex-medical discounts. As one 
sees, the increase in the insurance charge is not negligible, particu- 
larly for risks of smaller sizes and for high ex-medical discounts. 
The result of the calculation probably applies equally well to 
states other than Connecticut. There is a contingency margin in 
the basic premium which varies from .05 to .07 for risks with a 
standard premium of $5,000 to .00-21 for risks with a standard 
premium of $150,000. This margin appears to be just sufficient 
to absorb the indicated increase in the insurance charge of ex- 
medical risks. Special care should be taken in states where risks 
with standard premiums down to $1,000 are eligible for the Retro- 
spective Rating Plan. The numerical amount of the increase in 
the insurance charge due to ex-medical coverage may change after 
adoption of new charts for the ratio of excess losses to total losses 
as a function of the loss ratio which are being calculated by the 
New York Compensation Insurance Rating Board. In view of 
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the substantial increase in the insurance charge due to ex-medical 
coverage which is indicated by the example shown above, it would 
be advisable that the study on which the new charts are to be 
based be enlarged to prepare the basis for charts dealing with 
indemnity losses only. 

INFLUENCE OF Ex-~VIEDICAL EXPERIENCE ON THE RATE MAKING 
PROCEDURE 

The use of ex-medical experience for the determination of classi- 
fication relativities, rate levels and loss constants does not cause 
any distortion of the results, because in each case medical losses 
are adjusted to bring ex-medical experience to a statutory basis. 



RETROSPECTIVE RATING PLAN" 
ESTIMATE OF EX-MEDICAL INSURANCE CI~ARGE 

Sta tu tory  
Coverage 
Standard 
Premium 

(1) 
$ 5,000 

50,000 
150,000 

5,000 
50,000 

150,000 
5,000 

50,000 
150,000 

g =  

1.20x.625 
(15) 
.750 
.750 
.750 
.750 
.750 
.750 
,750 
.750 
.750 

Average 
Ex-Medieal 

Discount 

h5 
.15 
.20 
.20 
.20 
.25 
.25 
.25 

F~m 
Chart  

.348 

.136 

.078 

.348 

.136 

.078 

.346 

.136 

.078 

Basic 
Ratio 
(-57- 
.300 
.275 
.225 
.300 
.275 
.225 
,300 
.275 
.225 

e - - D  
1 - - p  

Form.(21) 
(---7VV- 

.706 

.778 

.792 

.609 

.704 

.722 

.511 

.630 

.653 

Mini- 
mum 
Ratio 
(--7E- 
.750 
.550 
.500 
.750 
.550 
.500 
.750 
.550 
.500 

Maxi- 
i mum 
! Ratio 
7 - N -  
; 1.750 
1.350 
1.250 
1.750 
1.350 
1.250 
1.750 
1.350 
1.2,50 

Ex-M:ed. Ad- 
jus tment  of 
Bazie Rat io  
(Form.(10)) 
.175 
~-~x(2)x(4) 

(6) 
.020 
.015 
.013 
.027 
.020 
.018 
.034 
.025 
.022 

Ex-Med. 
Basic 
Ratio 

(3)(~)(6) 

.280 

.280 

.212 

.273 

.255 

.207 

.266 

.250 

.203 

Ex-Med. Ex-Med. 
Min imum Maximum 
Ratio in Ratio in 

Terms of (1) Terms of (1) 
(41x[I--(2)] (5)x[I--(2)] 

(8) I (9) 
.638 1.488 
.468 1,148 
.425 1.063 
.600 1•400 
.440 1.080 
.400 1.000 
.563 1.313 
.413 1.013 
.375 .938 

Star. 
Coverage 

Loss 
Conversion 

Factor (----2rdy---- 
1.12 
1.12 
1.12 
1.12 
1.12 
1.12 
1.12 
1.12 
1.12 

Ex-Medieal 
Loss 

Conversion 
Factor 

Form.(14) 

1.143 
1.143 
1.143 
1.153 
1.153 
1.1,53 
1.164 
1.164 
1.164 

Loss 
Provision in 
Ex-Medieal 
Min imum 
Premium 

[ ( 8 )  - ( 7 ) 1  + ( 1 1 )  

(12) 
.313 
.182 
,186 
.284 
.160 
.167 
.255 
.140 
.148 

Loss 
Provision in 
Ex-Medical  
Maximum 
Premium 

[(9) -- (7/1+ (11) 
(13) 

1.057 
.777 
.745 
.977 
,716 
.688 
.890 
.655 
.631 

ex-med, p.p. 
e 

tot. p.p. 

= 1 -- 1.28x(2) (a) 
(14) 
.808 
.808 
.808 
.744 
.744 
•744 
.680 
.680 
.680 

e'g 
(17)x(151 

.530 

.584 
£94  
A57 
.528 
.542 
.383 
.473 
.490 

Assum3tion E 
(12)+(14) (13)+(14) 

(19) (20) 
.387 1.308 
.225 .952 
.230 .922 
.382 1.313 
.215 .982 
.224 .925 
.375 1,322 
.206 .953 
.218 ,929 

Assumption F 
Form. (23b) 

Form. (23a) (13)+ 
(121+(17) .75011--(17)] 

(21) I. (22) 
.443 1.277 
.234 .943 
.235 .901 
.466 1.270 
.227 .938 
.231 .896 
.499 1.266 
.222 .932 
.227 .891 

From Charts (b) 
Assumution E 

1. n o t i n e x c ,  of(19) 
total losses 

(23) 
.460 
.363 
.378 
.455 
.348 
.369 
.450 
.335 
.360 

I. in exe. of (20) 
total losses 

(24) 
.160 
.063 
.020 
.158 
.062 
.020 
.158 
.082 
.019 

Assumotion F 
I. not in exc of (21) 

total losses 
(25) 
.503 
.370 
.386 
.518 
.366 
.380 
.540 
.359 
.374 

I. in exe. of (22) 
total losses 

(26) 
.168 
.o68 
.023 
.17o 
.067 
.o24 
.171 
.069 
.025 

Assum 
Ex-Med. I. 
n o t i n  axe. 

o f (12)+to t .  
stat.  eov.l. 
(23)x(14) 

Form. (20) 
(27) 
.372 
.293 
.305 
.339 
.259 
.275 
.306 
.228 
.245 

)tion E 
Ex-Med. I. 

in ext. 
o f (13)+ to t .  

Assumption F 
Ex-Med. 1. Ex-Med. I. 
not in exc. in exc. 

of (12)+tot ,  o f (13)+to t .  Net  Insurance Charge (b) 
Assumption E 

.60[(27) + (28)] -- (12) 
Formula (19) 

Assumption F 
.60[(29) + (30) 1 -- (12) 

Formula (19) 
(32) 
.001 
,033 
.011 
.007 
.035 
.012 
.013 
.037 
.013 

Star. 
Coy. (e) 

-.021 
.028 
.011 

--.021 
.028 
.011 

--.021 
.028 
.011 

Gross Insurance Charge 
stat. cov.l. 
(24)x(14) 

Form. (20) 
(28) 
.129 
.051 
.016 
.118 
.046 
.015 
.106 
.042 
.013 

stat.cov.l, stat. cov.l. 
(25)x(17) (26) 

Form.(24a)  Form.(24b)  
(29) I (30) 
.355 .168 
.293 .066 
.306 .023 
.815 ,170 
.258 .067 
.274 .024 
.276 .171 
,226 .069 
.244 .025 

(31) 
- - . 0 1 2  

.024 

.007 
- - . 0 1 0  

.023 

.007 
-- .008 

.022 

.007 

Assumption E Assumption F 
(311x(ll)  .I- (32)x(111 

(34) (35) 
--.014 .001 

.027 .038 

.008 .013 
--.012 .008 

.027 .040 

.008 .014 
--.009 .015 

.026 .043 

.008 .015 

Stat .  
Coverage 
(33)x(10) 

- .024 
.031 
.012 

- -  .024 
.031 
.012 

- .024 
.031 
.012 

Difference 
Assumption JE Assumption F 

(34)--(36) [ (35)--(36) 
(38) 

.010 .025 
-- .004 .007 
--.004 .001 

.012 .032 
- -  .004 .009 
-- .004 .002 

.015 .039 
-- .005 .012 
- -  .004 , .003 

. ^ .  med.p.p. _ .800 • . .95x.SZ5 med.p.p. (Form. (5b)). e = 1 - .s)o - -  = 1 -- ~ ex-med.disc. = 1 -- 1.28x(2) (a) Ex-medical dxscount for Connecticut:  .800 tot.p.p. • tot .p p 625 

(b) The procedure is t ha t  followed by the National  Council in its analysis of the basic premium for numerous states. Since the charts used are based on a permissible loss ratio of 
.600, it would be more correct to key the indications of (19), (20), (21) and (22) to a permissible loss ratio of .600 and then to express the excess pure premium ratios obtained 
from the charts in terms of s ta tu tory  coverage s tandard premium by mult iplying with .625 instead of .60. The National  Council procedure has been followed in order to avoid a 
recalculation of the s ta tu tory  coverage insurance charge. 

(e) See Calculation of Dis t r ibut ion of Basic Retrospective Premium for Connecticut issued by the Nat ional  Council  on Ja ly  6, 1939 (pages 2 and 2a.). 
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RECENT DEVELOPMENTS IN NEW YORK 
COMPENSATION RATE MAKING 

BY 

ROGER A. JOHNSON,  JR .  

At the November 1939 meeting, a paper entitled "The Practice 
of Workmen's Compensation Rate Making as Illustrated by the 
1939 Revision of New York Rates" was presented by Mr. C. M. 
Graham. 

The main purpose of this paper is to point out the important 
changes in method which occurred in the 1940 New York rate 
revision. To those in close contact with the Actuarial Committee 
of the Compensation Insurance Rating Board this may be an old 
story, but to others who wish to follow the latest developments in 
Workmen's Compensation rate making these remarks may be of 
interest. 

A. Composite Fear of Unit Statistical Plan Experience 

The most important change was in the method of rate level 
determination. For many years rate level changes in New York 
had been computed from the loss ratios produced by the New 
York Semi-Annual Loss Ratio Data. Various disadvantages were 
present in this loss ratio method : (1) An uncontrolled element of 
loss reserves caused considerable fluctuation because some carriers 
may employ one basis in setting up reserves while others use an- 
other, and some may vary their methods from year to year; 
(2) favorable supplementary occupational disease experience and 
catastrophe experience which have tended to depress the general 
rate level have been included ; whereas one or more years of poor 
experience could have had a serious adverse effect on the rate 
level stability; and (3) although the permissible loss ratio for 
ex-medical risks would average somewhat lower than for statutory 
medical coverage, no adjustment could be made for risks written 
on an ex-medical basis. 

The new method was based on the use of a composite policy 
year of experience reported under the Unit Statistical Plan. This 
consisted of the policy year from July, 1937 to June, 1938 inclu- 
sive, using experience from Schedule "Z" for the last six months of 
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policy year 1937, and the original reports and all available correc- 
tions for the first six months of policy year 1938. It  would, under 
the Unit Plan of monthly reportings, have been possible to use 
any twelve-month period, but June is the latest available month 
at the time of the New York rate revisions, and it so happens that 
the same manual rates are in effect during this July-June period. 
Mr. R. P. Goddard, in his paper "Policy Year Modification of 
Losses" in Volume XXVI of the Proceedings, pointed out the 
fact that the policy year is not the smallest unit of experience 
available and suggested other situations where monthly data 
could be advantageously employed. 

All payrolls were extended by classification at manual rates 
excluding the general occupational disease and catastrophe load- 
ings which were applied separately. The premium at 4/1/40 
collectlble rates was obtained by removing the combined offsetting 
adjustment factors and applying the proper development factors. 

The losses, with catastrophe losses and certain general occupa- 
tional disease losses shown separately, were summarized by kind 
of injury and then law amendment and development factors were 
applied. Cases of Federal classes under the United States Long- 
shoremen's and Harbor Workers' Act were handled separately 
since separate law amendment factors apply. In order to obtain an 
adjustment for risks written on an ex-medical basis, the ex-medlcal 
payrolls were extended by classification at the July 1, 1939 
selected medical pure premium multiplied by .962, which factor 
was obtained as follows: 

1.019 
1.012 X 1.043 X 1.003 = .962 

where 1.012 is the Security Funds factor, 1.043 the contingency 
loading factor and 1.003 the Reopened Case Fund law amendment 
factor in the July 1, 1939 total rate level factor of 1.019. This 
produced a figure for expected medical losses on ex-medical risks 
if they had been written on a statutory medical coverage basis. 
This adjustment was made in order to place the experience used 
for rate level determination purposes on a full coverage basis ; the 
ex-medical payroll experience had already been extended at full 
medical rates. 

The development factors were originally based on two-year 
arithmetical averages, but it was felt that unusual circumstances 
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had entered into their determination, producing unusually high 
factors quite out of line with actual current development. Subse- 
quent discussion of this problem produced the suggestion that 
one-year development factors (i.e., based on policy year 1936 for 
development from first report to second, 1935 from second to 
third, and 1934 from third to fourth) be used in this transition 
year, but that two-year factors be used in the future to maintain 
a desirable degree of stability. 

Table I below summarizes the experience for the composite year 
July, 1937 to June, 1938 inclusive: 

TABLE I 
WORKMEN'S COMPENSATION--NEW Y O R K  

INDICATED R A T E  LEVEL C H A N G E  EFFECTIVE J U L Y  1, 1 9 4 0  

Based on Composite Year of Unit Statistical Plan 
Experience--July, 1937 through June 1938 

Coverage 
(1) 

(a) Standard 
(b) General O.D. 
(c) Sub-Total 

(a) + (b) 
(d) Catastrophe 
(e) Total (c) %(d) 

Prem.  a t  
4/1/40 

Collectible 
Rates  
(2) 

$69,799,424 
731,802 

Incurred 
Losses 

(Developed 
Basis) on 

7/1/39  
Law Level 

(3) 
$37,592,490 

20,003 
70,531,226 87,612,493 

409,886 16,297 
70,941,112 37,628,790 

* (4) X 1.012 X 1.008 
60.0% - -  0.0 
Cont ingency  Load ing  -~ 0.0% 
Secur i ty  Funds  Fac to r  ~-~ 1.012 

Loss 
Rat io  

(3)(_~)(2______~) 

53.86~ 
2.73 

3.98 

Indicated 
Change in 
CoHectib]o 

Rate  
Level* 

.916 
Xx"X 

X x x  

L a w  Amendmen t  F a c t o r  ~- 1.008 for  7 /1 /40  a m e n d m e n t  to Section 25a 
Reopened Case Fund .  

Inasmuch as general occupational disease and catastrophe pre- 
miums are obtained by specific loadings on the manual rate, it was 
felt they should be handled separately, but the Committee reached 
the conclusion that the general O.D. experience should be included 
in determining the rate level. The figure of $20,003 shown in 
Table I for general O.D. losses represents only dust disease losses 
for classes without specific occupational disease rates. All of the 
remaining general O.D. losses were included in the $37,592,490 
figure for standard coverage losses because it would have been 
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difficult to segregate the data for diseases, other than dust diseases, 
which were made compensable by an amendment to the Work- 
men's Compensation Act effective September 1, 1935 and which 
are provided for by the one percent loading. Certain kinds of 
occupational diseases have been compensable for years and the 
effect of the 9-1-35 law amendment was to extend the benefits of 
the Compensation Act to all other types of occupational disease 
cases. Obviously, it would be very difficult to distinguish, for 
statistical purposes, between cases previously covered and those 
newly covered by the broad extension of the Act. 

On the other hand, it was concluded that a single year of 
catastrophe experience is not indicative and that this experience 
should be excluded from the rate level calculations in order to 
avoid fluctuation and distortion from year to year. The Commit- 
tee voted to continue for the present the existing method of deter- 
mining the general occupational disease and catastrophe loadings. 
The .907 figure was adopted by the Actuarial Committee and 
approved by the New York Insurance Department. 

B. "k" Factor in Loss Constant Calculations 

Another change instituted in the 1940 rate revision was the 
introduction of a "k" factor in the formulae for the calculation of 
loss constants and offsetting adjustment factors to give considera- 
tion to the fact that not all risks over $500 annual premium size 
are subject to experience rating. 

"k" is defined as the proportion of premium for risks over $500 
which is subject to experience rating. The following test was 
used to determine the "k" values: 

TABLE II  
W O R K M E N ' S  C O M P E N S A T I O N - - N E W  Y O R K  

Policy Year 1937-- First Report 

Indus t ry  Group 
(i) 

Manufacturing 
Contracting 
Federal 
All Other 

Earned  
P r e m i u m - -  

All Risks Over 
$500 
(2) 

$19,072,147 
14,939,071 

1,348,738 
19,861,943 

Earned  
P r e m i u m - -  
Experience 
Rated Risks 

Over $500 
(3) 

$17,162,337 
9,741,793 
1,196,548 

16,671,403 

.900 

.652 

.887 

.839 

Adopted 
Value 

.90 

.65 

.90 

.85 
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Test of earlier years produced approximately the same results, 
showing that these factors are relatively stable. 

The result is accounted for by variation in the premium of 
individual risks from year to year, new enterprises, changes in 
ownership barring the use of the past experience for rating pur- 
poses, and the statistical practice of assigning short term risks to 
premium size group on the basis of the projected annual premium. 

In the formula for the offsetting adjustment factors, the average 
credibility (z) and the 1939-40 credit off-balance of the experience 
rating plan (bl) were modified by the "k" factor as follows: 

e - - k z + k b l  
a~-- l ~ k z  

The expected credit off-balance (b2) was modified by the "k" 
factor to produce the expected final modification of all risks 
over $500. 

mod. - -  1. - -  k b2 

C. Test o] Loss Constants and Offsetting Ad)ustment Factors by 
Class Industry Group 

An interesting test was recently made by the Actuarial Depart- 
ment of the Compensation Insurance Rating Board with respect 
to loss constant calculations on a class industry group basis as 
against the present risk industry group method. Although the 
offsetting adjustment factors are determined on a risk industry 
group basis, they are applied by classification in determining 
manual rates, and the question arose as to whether this produces 
a significant difference in the final results. 

The following table shows conclusively that the amount of pre- 
mium in any risk industry group which is transferred into a differ- 
ent class industry group is sufficiently offset by premium passing 
in the opposite direction so that the effect of applying the offsetting 
adjustment factors on either basis is approximately the same. 
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TABLE III 
W O R K M E N ' S  COMPENSATION ~ N E W  YORK 

TEST OF REALIZED OFFSETTING A D J U S T M E N T  FACTORS FOR 

Loss CONSTANTS AND E X P E R I E N C E  R A T I N G  PLAN O F F - B A L A N C E  

Based on Experience of Policy Years 1935-1937 
Underlying July 1, 1940 Loss Constant Calculations 

Indus t ry  
Group 
(i) 

Mfg. 
Contracting 
Federal 
Serv. P.C. 
All Other 
Sub-Total 
Window CI. 
Total 

Total  P remium a t  
Ful l  Proposed Rate* 

by Risk 
Ind. Gr. 

(2) 

$ 58,772,897 
37,829,946 
4,451,336 
2,720,660 

80,929,746 
184,704,585 

461,356 
$185,165,941 

by Class 
Ind. Gr. 

(8) 
$ 54,274,383 

40,078,841 
4,817,142 
2,963,148 

82,244,842 
184,378,356 

787,585 
$185,165,941 

I Total Pre- 
7/1/40 I mium by 

Adopted R'~sk Ind. 
Off- Gr. with Off- 

setting setting Adjust- 
Adjust- ment Factors 

m e n t  Applied by 
Factors Class Ind. Gr. 

(4) (5) 

.9842 $ 57,923,879 
1.0408 39,285,126 
1.0000 4,447,222 
1.0000 2,720,428 
.9807 [ 79,518,522 
.9949 g* 183,895,177 

1.0000 461,119 
. .  . .  

* P r i o r  to appl icat lon of Offsett ing Adjus tment  Factors  fo r  ( I )  Loss Constants  
Balance and  (2) Addi t ional  P remium f rom $5.00 Expense Constant .  

** Average  offset t ing ad jus tmen t  f ac to r  obtained us ing  column (2) as weights.  

Average 
Off- 

se t t ing Ratio : 
Adjust- Realized 
ment -~ 
Factor Adopted 

(5)--(2) (6).'--(4) 
(6) (7) 

.9856 1.001 
1.0385 .998 

.9991 .999 

.9999 1.000 

.9826 1.002 

.9956 1.001 

.9995 1.000 

and  E. R. P l a n  Off- 

We can conclude from this study that any distortion produced 
by applying risk industry group offsetting adjustment factors on a 
class industry group basis is negligible. 

The 1940 loss constant calculations were then reproduced Using 
payrolls and losses with the industry group determined by the 
classification itself rather than by the governing classification of 
the risk. Several obvious difficulties presented themselves, viz., 
that the number of risks, average credibility, and the credit off- 
balance from the experience rating plan are available only by 
risk industry group. Also, while the calculation of offsetting 
adjustment factors by class industry group might be more logical, 
it would be quite impractical to attempt to apply loss constants 
by classification. However, a comparison of the offsetting adjust- 
ment factors and loss and expense constants derived by these two 
methods follows : 
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T A B L E  I V  

Industry Group 

M a n u f a c t u r i n g  
C o n t r a c t i n g  
F e d e r a l  
S e r v a n t s  P.C.  
All  O t h e r  

Offsetting Adjustment 
Factors Derived on 

the Basis of 

Risk Class 
Ind. Gr. Ind. Gr~ 

.9842 .9814 
1.0408 1.0372 
1.0000"* 1.0000"* 
1.0000"* 1.0000"* 

.9807 .9846 

Loss and Expense 
on ~he Basis of 

Constants Derived 

Risk Class 
Ind. Gr. Ind. Gr. 

$24 $23 
28 82 
28* 32* 

5** 5** 
15 14 

* Adopted same as Contracting Industry Group. 
** Adopted on basra of judgment. 

It is believed that the present method of determining loss con- 
stants on a risk industry group basis is a more practicable and 
satisfactory method from all standpoints, and no change is war- 
ranted at the present time. 

D. New York Expense Loading 

In view of various proposals now under discussion which would 
affect expense loadings, it might be appropriate at this point to 
give a brief history of the expense loading in New York work- 
men's compensation rates. Prior to May 1, 1928, the permissible 
loss ratio was 60%, leaving 40% distributed as follows for the 
company expenses : 

Acquis i t ion  17.5% 
T a x e s  2.5 
C la im Adj .  8.0 
Inspec t ion  2.5 
H.O. Admin .  7.5 
Pay ro l l  A u d i t  2.0 

40.0 

On May 1, 1928, the loss and expense constant program was 
adopted, a $5.00 expense constant being applied to all risks whose 
annual premium was less than $400 (changed to $500 effective 
July 1, 1934). Although this did not change the permissible loss 
ratio for the total premium volume, it created a 60.5 permissible 
loss ratio for printed manual rates or a reduction of 00.83% in the 
proposed rates, determined as follows: 

60.0 
60.5 - -  .9917 
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The 00.83% was distributed as follows: 

Acquisition 17.5% X .0083 ~ 0.15% 
Taxes 2.5 X .0083 -~- 0.02 
Administration~ 0.83% -- 0.17% _0.33 
Payroll Audit f 2 --  0.33 

0.83 

Therefore ,  the  revised percentage  of the  m a n u a l  ra tes  which 

would have  been de te rmined  b y  use  of a 60% permiss ib le  loss 

ratio totalled 39.17% and the percentage of final revised manual 
rates was 39.50%, as follows: 

Acquisition 17.5% -- .15% = 
Taxes 2.5 -- .02 -~ 
Claim Adjustment 8.0 --- 
Inspection 2.5 --- 
Administration 7.5 --  .33 ~- 

17.35% -- .9917 ~ 17.50% 
2.48 -~-.9917-~ 2.50 
8.00 - - .9917=  8.07 
2.50 - - . 9917~  2.52 
7.17 - - .9917=  7.23 

Payroll Audit 2.0 --.33 ~ 1.67 --.9917---- 1.68 
40.0 39.17 .9917 39.50 

This 60.5 permissible loss ratio was in effect until the 1935 rate 
revision, at which time the 17.5% provision for Acquisition was 
separated by the Superintendent of Insurance into 15.0% for 
Acquisition and 2.5% for Industrial Commission Assessment and 
Social Security Taxes. Also, a loading of 1.012 for the 1% tax 
which stock and mutual companies must pay into their respective 
Security Funds entered into the rate structure, which was deter- 
mined as follows: 

1.0% - -  1.2% 
100% -- (15% + 3.5%) -- 

The latter is a temporary factor which will drop out of the rate 
structure at some future date, but in the meantime the permissible 
loss ratio for the total premium volume was reduced to 59.3% 
(.600 - -  1.012 - -  .593). The permissible loss ratio underlying the 
printed manual rates became 59.8% (.605 - -  1.012 - -  .598). The 
complement of this figure, 40.2%, is the expense loading under- 
lying the present printed manual rates, distributed as follows: 

Acquisition 
Taxes 
Claim Adjustment 
Industrial Comm. Assess- 

ment & Soc. Security 
Act Taxes 

Inspection 
H. 0. Administration 
Payroll Audit 

In Total Premium Volume 
(Including L. & E. 

Constants) 

15.0% = 15.0% 
2.5 + 1.0% = 
8.0 -- 1.012 

In  Printed Manual Rates 
(Excluding L. & E. 

Constants) 

2.5 --: 1.012 ~-- 
2.5 ÷ 1.012 ~-~ 
7.5 -~- 1.012 = 
2.0 ÷ 1.012 = 

40.0 40.7 

15.00% 
3.5 2.50 
7.9 8.07 

2.4 2.50 
2.5 2.52 
7.4 7.23 
2.0 I 1.68 

39.5 

- -  15.0% 
÷ 1.0% = 3.5 
-¢- 1.012 ~ 8.0 

--: 1.012 = 2.4 
+ 1.012 ~- 2.5 
:-- 1.012 = 7.1 
-~ 1.012 = 1.7 

40.2 
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ABSTRACT OF THE DISCUSSION OF PAPERS READ AT 
THE PREVIOUS MEETING 

THE EFFECT OF DAYLIGHT SAVING TIME ON THE NUMBER 

OF MOTOR VEHICLE FATALITIES 

J O H N  A. MILLS 

VOLUME XXVI, PACE 328 

WRITTEN DISCUSSION 

MR. A. L. BAILEY : 

Mr. Mills need not have concerned himself with the question 
of how much or how many of the many methods of presentation 
would demonstrate the findings that he had made in his study of 
the effect of daylight saving time on the number of motor vehicle 
fatalities. The conclusion that a considerable number of injuries 
and deaths might be avoided each year is reached repeatedly, 
irrespective of the method of attack, from the data with which he 
concerned himself, namely those for a group of larger cities. 

However, in presenting data to serve as a basis for the deter- 
mination of the approximate number of fatalities which would be 
prevented by the adoption of daylight saving time, Mr. Mills had 
to choose one from a more or less unlimited number of available 
combinations of figures. Reductions in fatalities of from one to 
some five percent would have been indicated from any of the 
various methods of attack. The method chosen by Mr. Mills and 
set forth in Appendix "D" of his paper produced a 2.7% reduc- 
tion. Although this is about the average resulL it represented, as 
will be pointed out, a rather unfortunate choice of procedure. 
Mr. Mills compared the increased fatalities during the evening 
hours of 6:00 P. M. to 10:00 P. M. with the fatalities occurring 
during the daylight hours of 10:00 A. M. to 3:00 P. M. in the 
standard time cities and the daylight saving time cities, respec- 
tively, restricting his investigation to the five summer months. 
Had he continued his investigation to the seven winter months, 
Mr. Mills would have reached the surprising conclusion that the 
use of daylight saving time during the summer months resulted 
in a reduction of accidents during the winter months some two 
and a half times as great as the reduction in accidents during the 
summer months. This result can be explained only by the fact 
that the cities not having daylight saving time had more traffic 
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during the evening than did the cities having daylight saving. 
(In other words, the black horses were involved in more accidents 
than were the white horses only because there were more black 
horses running around.) 

There is one assumption implied throughout Mr. Mills' paper 
which it is believed should be pointed out. This assumption is 
that the greater number of accidents occurring after dark in the 
evening than during the day is the result only of the amount of 
traffic and the absence of light. Nothing is said of the effect of 
fatigue on the increased number of accidents during the latter 
part of the day, despite the recognition of this as one of the most 
important single elements by all safety engineering studies. 

Personally, I favor the following attack on the problem of how 
many fatalities would be eliminated in the cities by the adoption 
of daylight saving time : As the hours up to 7:00 P. M. are light 
during the summer months in both daylight saving and non-day- 
light saving cities, it would seem that we need concern ourselves 
only with the period from 7:00 to 12:00 P .M.  Furthermore, in 
order that the fatigue element may be averaged out, this period 
must be contrasted with an adjacent period of time involving 
hours both prior and subsequent to the critical period. Let us 
then select the period from 5:00 P. M. to 7:00 P. M. and the 
period from midnight to 6:00 A. M. to serve as a basis of com- 
parison. Again, in order that we may not become involved in the 
black horse problem, let us concern ourselves with the relative 
change from winter to summer fatalities within the respective 
hours. 

For the base period just described, fatalities in the cities with- 
out daylight saving showed a decrease of 36% from the winter to 
the summer months; for cities with daylight saving, the decrease 
was 38%. For the critical period of 7:00 P. M. to midnight, the 
cities without daylight saving showed a decrease of only 18% 
from the winter to the summer months; whereas the cities with 
daylight saving showed a 30% decrease. Thus, the cities without 
daylight saving showed an 18% lesser decrease in fatalities dur- 
ing the critical period, while the daylight saving cities showed an 
8% lesser decrease during the base period. This produces a net 
difference of 10%, i.e. 10% of the fatalities during the period 
from 7:00 P. M. to midnight for the winter months in the cities 
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without daylight saving. This is equivalent to 1.6% of all fatal- 
ities during the year. 

Having admitted that there is a definite saving in fatalities in 
the cities which have adopted daylight saving time, we come to 
the problem of evaluating the over-all effect of daylight saving 
on the total number of accidents occurring everywhere. The New 
York State accident reports show that from the winter to the 
summer months there is an 18% greater increase in fatalities dur- 
ing the hours of 8:00 P. M. to midnight, as compared to all other 
hours of the day, for New York State excluding New York City 
than there is for New York City. This can be taken only as a 
confirmation of the a priori belief that during the summer people 
leave the city in the evening whenever possible. It  is only natural 
to expect that this exodus would be materially increased wherever 
and whenever an extra hour is available under a daylight saving 
schedule. 

The problem is somewhat analogous to the effect on accidents 
sustained by employees when the work week is cut from forty- 
eight to forty-two hours. There it would be reasonable to expect 
that the number of accidents sustained by employees during their 
working hours would be reduced. It is quite conceivable, how- 
ever, that the employees might spend the additional six hours 
available in activities far more productive of accidents than their 
normal employment. 

Having lived both on the road from New York City to Jones 
Beach and on the road from New York City to Monticello and 
Ellenville, with the opportunity closely to observe traffic jams at 
their origin and noting that these jams occurred, not at seven 
o'clock or eight o'clock, but during the two hours immediately 
following darkness and that they disappeared concurrently with 
the end of daylight saving time in the fall, I personally would 
want to see a compilation of data for areas immediately adjacent 
to the metropolitan districts similar to the compilation presented 
by Mr. Mills for the cities before making any statement that the 
fatalities for such areas do not at least completely offset the sav- 
ings in fatalities occurring in the cities themselves. 

~ .  A. w. WmTNZY : 

Daylight saving is a funny thing, for one reason because it is 
so wholly a product of the fact that we do not like to get up in 
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the morning; it is just a little monument that we erect each sum- 
mer to the bad habit of lying in bed. 

The ordinary human being gets up at seven and goes to bed at 
eleven ; in other words, he gets up five hours before noon and goes 
to bed eleven hours after noon. Now suppose he were to reverse 
the process and get up eleven hours before noon and go to bed five 
hours after noon. That ought to work just as well! It  would 
mean he would get up at one o'clock in the morning and go to 
bed at five in the afternoon and his corresponding day's schedule 
in this reverse order might be, a game of bridge from half past 
one in the morning to half past four, watching the sun rise at 
four thirty, working in the garden for an hour, breakfasting at 
five thirty, getting to the office at seven, leaving for home at three 
o'clock, dining at four and going to bed at five. Observe that 
among people that prefer that kind of schedule, such as fishermen 
and milkmen, daylight saving would mean setting your watch 
back instead of ahead, so that you could have more daylight time 
in the morning that you could use for playing golf, or delivering 
milk, or fishing, or working in the garden. 

That may not seem to have anything to do with Mr. Mills' 
paper, but it has, for if people did as much driving in the early 
morning hours as they do in the late afternoon hours, putting in 
our kind of daylight saving would not save lives, it would do just 
the opposite, as Mr. Mills implies. 

Mr. Mills' paper is interesting and timely and valuable and 
excellent and he has certainly checked the situation up in enough 
ways quite thoroughly to demonstrate the proposition that uni- 
versal daylight saving would mean a very appreciable further 
saving of life. Another rough way of getting at it would be to 
figure up the hours of darkness that daylight saving converts into 
hours of light and then apply to these the known difference in the 
fatality figures between driving at night and driving in the day- 
time. There are many good reasons for daylight saving and this 
very considerable saving of life is another of them and it is cer- 
tainly very much to be desired that daylight saving be made 
universal. 

MR. CI-IARLES S. WARREN : 

In reviewing Mr. Mills' paper I readily concede that there 
should be a saving of lives under daylight saving, but when you 
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t a k e  in to  c o n s i d e r a t i o n  t h e  v a r i o u s  f ac to r s  t h a t  c o n t r i b u t e  to 

f a t a l  a cc iden t s ,  y o u  b e g i n  to  d o u b t  w h e t h e r  a n y  se t  of  f ac t s  a r e  

d e p e n d a b l e  u p o n  w h i c h  we  can  d e f i n i t e l y  s t a t e  t h a t  l i ves  wi l l  be  

s a v e d ,  I F  we  a d d  a m o n t h  of  d a y l i g h t  s a v i n g  in  t h e  s p r i n g  a n d  

fal l .  

I n  M a s s a c h u s e t t s  for  t h e  f o u r  y e a r s  1936-1939 t h e  f a t a l  acc i -  

d e n t s  t o t a l e d  as  f o l l o w s :  

Day  Accidents  . . . . . . . . . . . . . .  1~6 1937- 2938 ~9~ - - ~ - - i  266 207 

Nigh t  Accidents  . . . . . . . . . . . . .  499772 47_7_7743 57937___~2 397569 

T h e s e  f igures  s h o w  a g e n e r a l  r e d u c t i o n  in f a t a l  a c c i d e n t s  o v e r  

t h e  f o u r  y e a r s  b o t h  d a y  a n d  n i g h t  a l t h o u g h  t h e  n i g h t  f a t a l  acc i -  

d e n t s  a r e  s t i l l  o v e r  t w i c e  those  o c c u r r i n g  in t h e  d a y  t ime .  

I n  t he  f o l l o w i n g  t a b u l a t i o n  t h e  f a t a l  a c c i d e n t s  a r e  s h o w n  b y  

H o u r s  of  O c c u r r e n c e  a n d  a de f in i t e  u p w a r d  t r e n d  u p  to  7 P .  M .  

fo r  t h e  f o u r  yea r s .  

N U M B E R  OF F A T A L  ACCIDENTS IN MASSACHUSETTS 

F O U R  YEARS - -  1 9 3 6 - 1 9 3 9  

Hour  of Occurrence  

12 to 1 A.M . . . . . . . . . . . . . . . .  
1 to 2 A.M . . . . . . . . . . . . . . . .  
2 to 3 A.M . . . . . . . . . . . . . . . .  
3 to 4 A.M . . . . . . . . . . . . . . . .  
4 to 5 A.M . . . . . . . . . . . . . . . .  
5 to 6 A.M . . . . . . . . . . . . . . . .  
6 to 7 A.M . . . . . . . . . . . . . . . .  
7 to 8 A.M . . . . . . . . . . . . . . . .  
8 to 9 A.hI . . . . . . . . . . . . . . . .  
9 to 10 A.M . . . . . . . . . . . . . . . .  

10 to 11 A.M . . . . . . . . . . . . . . . .  
11 to 12 Noon . . . . . . . . . . . . . . .  
12 to 1 P.M . . . . . . . . . . . . . . . .  

1 to 2 P.M . . . . . . . . . . . . . . . .  
2 to 3 P.M . . . . . . . . . . . . . . . .  
3 to 4 P.M . . . . . . . . . . . . . . . .  
4 to 5 P.M . . . . . . . . . . . . . . . .  
5 to 6 P.M . . . . . . . . . . . . . . . .  
6 to 7 P.M . . . . . . . . . . . . . . . .  
7 to 8 P.M . . . . . . . . . . . . . . . .  
8 to 9 P.M . . . . . . . . . . . . . . . .  
9 to 10 P.M . . . . . . . . . . . . . . . .  

10 to 11 P.M . . . . . . . . . . . . . . . .  
11 to 12 Midn igh t  . . . . . . . . . . .  

TOTAL . . . . . . . . . . . . . . . . . . .  

4O 

l o  

12 
11 

13 
17 
21 
21 
26 
17 
27 
45 
50 
58 
45 
30 
35 
33 
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It is obvious that a study of this exhibit shows that throughout 
the year fatal accidents rise sharply between 5 P. M. and 8 P. M. 
and the question of daylight saving is only a minor factor. 

There are many reasons suggested by the authorities who have 
studied the results of several surveys among which is this inter- 
esting observation. 

In many cities the police patrol day and night shift, change 
at 6:30 P. M. leaving the highways almost without police protec- 
tion. Therefore, the motoring public soon learn of this fact and 
speed home taking more than the usual chances. Several cities 
have corrected this condition by staggering the change of the 
highway patrol starting from 4 P. M. and ending at 8 P. M. and 
arranging for the greatest number of the police patrol to be on 
duty during that period. 

The point I wish to strongly establish is that law enforcement 
by the State and Local Police is the only effective way of reduc- 
ing fatal accidents. 

Another suggestion put forth by a survey was that, after a 
hard day's work, many operators are at a low physical condition 
to meet an emergency, therefore contributing to avoidable acci- 
dents. Of course, speed is the greatest factor contributing to 
fatal accidents. Another factor is inattention or dreaming at the 
wheel or a mind occupied with family worries, causing unneces- 
sary rear end collisions often causing a fatal accident. 

Another exhibit showing fatal accidents by day of occurrence 
is interesting from the standpoint of a remarkable uniformity in 
the totals for each day of the week for four years. There is a 
slight decrease each year with the exception of Sunday. 

NUMBER OF FATAL ACCIDENTS IN MASSACHUSETTS 
FOUR YEARS--1936-1939 

D a y  of  Occurrence 

Sunday . . . . . . . . . . . . . . . . . . . .  
Monday . . . . . . . . . . . . . . . . . . . .  
Tuesday . . . . . . . . . . . . . . . . . . . .  
Wednesday . . . . . . . . . . . . . . . . .  
Thursday . . . . . . . . . . . . . . . . . . .  
Friday . . . . . . . . . . . . . . . . . . . . .  
Saturday . . . . . . . . . . . . . . . . . . .  

T O T A L  . . . . . . . . . . . . . . . . . . .  

1936 

129 
104 

81 
85 
99 

113 
161 

19z____~7 

113 
I00 
87 
82 
93 
i02 
166 

193___9_8 

102 
69 
66 
60 
78 
88 

116 

193._____9__9 

113 
65 
77 
65 
79 
81 
89 
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Another tabulation of the Fatalities by Months and Years for 
1936 to 1939 shows a definite increase in the number of fatalities 
after the daylight saving time expires, that is October, November, 
and December. 

It should be pointed out, however, that all policies for Auto- 
mobile Liability Coverage expire on December 31 with the expira- 
tion of the registration plates, which can be interpreted to mean 
t h a t  if the  wea the r  of the  l a s t  th ree  m o n t h s  of each yea r  cont inues  
to be  open,  t h a t  is w i t h o u t  snow or ice, m o t o r  vehicles  a re  oper-  
a t ed  t h roughou t  this  per iod.  

You  will  also note  t ha t  the  first  four  m o n t h s  of  each  y e a r  show 
fewer fa ta l i t i e s ,  due,  to  some extent ,  to the  fac t  t ha t  over  200,000 
motor is t s ,  do no t  ope ra te  thei r  m o t o r  vehic les  un t i l  l a t e r  in  the  
year .  

R e g i s t r a t i o n  on J a n u a r y  1 a b o u t  600,000. 
R e g i s t r a t i o n  a f t e r  J a n u a r y  a b o u t  400,000. 

Th i s  can  be  i n t e r p r e t e d  to  mean  t ha t  f a t a l i t i e s  decrease  dur ing  
the  win te r  mon ths  of  J a n u a r y ,  F e b r u a r y  and  March .  

MASSACHUSETTS mOTOR V E H I C L E  FATALITIES  

]~Y ~¢~ONTHS AND YE~'~S COMPARED 

CALENDAR YEARS 1936-37-38-39 

Months 
J anua ry  . . . . . . . . . . . . . . . . . . . .  
F e b r u a r y  . . . . . . . . . . . . . . . . . . .  
l ~ a r  c h  , , . , , . ,  ° . , ° ° ,  o . o . ° ° . .  
A p r i l  . . . . . . . . . . . . . . . . . . . . . .  
May . . . . . . . . . . . . . . . . . . . . . . .  
June . . . . . . . . . . . . . . . . . . . . . . .  
J u l y  . . . . . . . . . . . . . . . . . . . . . . .  
A u g u s t  . . . . . . . . . . . . . . . . . . . . .  
September . . . . . . . . . . . . . . . . . .  
October . .  
November . . . . . . . . . . . . . . . . . .  
December . . . . . . . . . . . . . . . . . .  

TOTAL . . . . . . . . . . . . . . . . . . .  

1936 

44 
45 
58 
56 
65 
61 
78 
84 
77 
97 
97 

1937 

48 
72 
52 
59 
58 
55 
61 
62 
82 
74 
94 

1938 

36 
37 
48 
46 
29 
41 
65 
71 
68 
64 
84 

1939 

30 

46 

35 
44 
46 
49 
72 
78 
75 

In concluding my thoughts on Mr. Mills' paper, I have reached 
the conclusion that daylight saving time plays a very small part 
in the fatality record. 

Attached hereto is a chart furnished me by the Department 
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of Public Works, Registry Division of the Commonwealth of 
Massachusetts which to me is remarkable. 

The chart shows that for ten years the fatalities for winter and 
summer have a uniform distribution throughout the day, and all 
our accident prevention activities have not changed this appar- 
ently static record. 

MR. RUSSELL P. GODDARD : 

Mr. Mills has boldly attacked one of the most difficult prob- 
lems that confront the insurance actuary--the handling of raw 
statistics. It is gratifying that his study is concerned with auto- 
mobile accidents, which present one of the most interesting and 
mysterious fields that the statistician can explore. Automobile 
accidents, as we know, are caused by thepresence on the high- 
ways of too many old cars with defective brakes, too many new 
cars with powerful motors, too many old drivers with slow re- 
flexes, too many young drivers with no common sense, too many 
slow-pokes who get in the way, too many speed demons who try to 
pass them. Theories are plentiful and statistics are few. Out of 
this welter of confusion Mr. Mills brings us some actual facts 
about the accident records of cities using, or failing to use, day- 
light saving time. 

Before discussing the effect of daylight saving time on automo- 
bile accidents, it may be pertinent to discuss the original reasons 
for the adoption of this device. Prior to 1883 standard time did 
not exist in this country and every important city used its own 
local time. Standard time was not legalized until March 19, 1918, 
when Congress directed the Interstate Commerce Commission to 
establish time zones for the country. The use of the same stand- 
ard time for an entire zone naturally means that those cities in 
the eastern half of the zone will get an earlier sunrise and sunset 
than they would otherwise have. The opposite holds true for the 
cities in the western half of the zone, and the deviation from true 
sun time is as much as half an hour on the edges of the time belt. 
To correct for this deviation, cities in the eastern halves of these 
zones adopted daylight saving, and it is interesting to see that 
this was first adopted by New York City on March 19, 1918, the 
same day that the time zones were officially established. Prac- 
tically all the cities which have since adopted daylight time have 
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been in the center or in the eastern half of a zone. Chicago, which 
would ordinarily use Central Standard Time, at one time put  
itself effectively on year-round daylight t ime by  adopting Eastern  
Standard Time.  

In  determining accident frequencies, Mr. Mills has in general 
used the 1930 census as a base. In  the three cities listed below, 
however, the populations given by  Mr. Mills are somewhat differ- 
ent from those in either the 1930 or the 1940 census. 

Population 

Kansas City I 

(Mr. Mills' Population Populat ion 
• paper____~) 1930 Census  1940 Census 

. . . . . . . . . .  I 340,000 400,000 400,000 
Los Angeles .] 2,208,000 1,238,000 1,497,000 

I Washington, D. C . . . . .  .] 594,000 487,000 663,000 

Possibly the differences in Los Angeles and Washington arise 
from the fact that  some suburban areas have been included. This  
is part icularly important  in the case of Los Angeles which is the 
dominant  ci ty in the group not adopting daylight saving. 

Type of City 

Without D.S.T 

With D.S.T. 

City 

Baltimore . . . . . . . . . . . .  
Denver . . . . . . . . . . . . . .  
Kansas City . . . . . . . . . .  i 
Los Angeles . . . . . . . . . .  ] 
Louisville . . . . . . . . . . . .  
Memphis . . . . . . . . . . . . .  
Milwaukee . . . . . . . . . . .  
St. Louis . . . . . . . . . . . . .  
San Francisco . . . . . . . .  
Washington, D. C . . . . . .  
T o t a l  A b o v e  . . . . . . . . . .  

T o t a l  E ~ c l .  L o s  A n g e l e s  

Chicago . . . . . . . . . . . . . .  
Newark . . . . . . . . . . . . . .  
New York . . . . . . . . . . . .  
Philadelphia . . . . . . . . .  
Providence . . . . . . . . . . .  
Rochester . . . . . . . . . . . .  
T o t a l  . . . . . . . . . . . . . . . .  

Population 

805,000 
288,000 
340,000 

2,208,000 
308,000 
253,000 
578,000 
822,000 
684,000 
594,000 

6,830,000 
4,622,000 

3,376,000 
442,000 

6,930,000 
1,951,000 

253,000 
328,000 

13,280,000 

Number 
of  A c c i -  
dent s  in 
24Mos. 

233 
121 

91 
911 

81 
73 

100 
163 
201 
164 

2,138 
1,227 
1,298 

110 
1,542 

646 
26 
71 

3,593 

Monthly 
Average 

per  
10,000,000 

Pop. 

121 
175 
112 
172 
llO 
121 
72 
82 

132 
115 
130 
111 
160 
104 
93 

117 
43 
9O 

113 

I t  will be seen that  Los Angeles had the highest accident fre- 
quency of all cities except Denver.  With Los Angeles excluded, 
the cities on standard t ime had a slightly lower average accident 
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frequency than the cities on daylight time. There is also con- 
siderable variation among the cities in each group. This variation 
may be more apparent than rea l - - the  accident rates might be 
more consistent if some other base, such as the number of regis- 
tered vehicles, could have been used instead of population. Un- 
fortunately, it is practically impossible to obtain such figures. 

One of the interesting facts brought out by Mr. Mills' investi- 
gation is that the cities using daylight time have a better  accident 
record in both light and dark hours. Their  superiority is part:cu- 
larly marked in the hours between 5 P. M. and 9 P. M. A possible 
explanation of this may be the relatively longer twilight in the 
northern latitudes where this particular group of daylight saving 
time cities is located. 

The  following table is based on the distribution by  hour given 
in Appendix "B." The total number of accidents per 10,000,000 
population was obtained by dividing 3593 by  1.328 and 2138 by 
.683. 

Hour  

12 A.iVL - 6 A.M. 
6 A . M .  - 7 A .M.  
7 A.M. - 5 P.M. 
5 P . M .  - 6 P .M.  
6 P . M .  - 7 P .M.  
7 P.M. - 8 P.M. 
8 P.M. - 9 P.M. 
9 P.M. - 12 P.M. 

Number  of 
Months 

in Darkness 

With- 
out 

D.S.T. 

24 
4 
0 
6 

12 
2O 
24 
24 

With 
D.S,T. 

24 
4 
0 
6 

12 
14 
2O 
24 

No. of Fatal  
Accidents per  

10,000,000 
Population 

With- 1 
out With 

D . S . T . D . S . T .  

529 525 
47 60 

880 814 
263 214 
329 254 
369 212 
257 196 
456 431 

13,130 2,706 

With- 
out 

D.S.T. 

456~ 
2,706 

Number  of 
No. of Fatal  Lives Saved 

Accidents in D.S.T. 
(Sub Totals) Cities 

With 
D.S.T. No. v~ 

529 525 4 .8 

927 874 53 5.7 

592 468 124 20.9 

626 408 218 35.0  
431 25 5.3 

424 13.5 

I t  will be seen that  the daylight time cities had 20.9% fewer 
accidents in the hours between 5 and 7 P. M., in spite of the fact 
that  the same light conditions obtain in these hours in cities not 
using daylight time. In the hours from 7 P. M. to 9 P. M., which 
under certain conditions may be light in one city and dark in 
another, the cities using daylight time were 35.0% better. This 
is the only period of the day, except the early morning, which is 
affected by  daylight saving. 

Mr. Mills has given us the accident rates for these hours in the 
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daylight saving cities, and it is possible to make a rough conjecture 
as to the number of additional accidents which would have oc- 
curred in these cities if daylight saving had not been in effect. 
This is done in the following table by multiplying the accident 
rates by the number of light or dark hours in the 24 months 
covered by the survey. 

Average  No. 
of Fa ta l  Aec. 
per  Mo. per  
I0,000,000 

Population 

D.S.T. Cities 

No. of Months 
to Which 

:Rates Apply 
D(Using 
.S.T.) 

Es t imated  Number  of Accidents 
in 24 Months 

per  10,000,000 Popula t ion  

L igh t  Dark  Light.l, Dark  L igh t  

(1) (2) (3) (4) (1) X (3) 

7 - 8  P.M. 4.4 12.0 10 I 14 44 
8 - 9 P.M. 4.0 9.0 4 20 16 

Dark  To~I  

(2) X (4) 

168 212 
180 196 

4O8 

No. of Months 
to Which 

Rates  Apply  

L igh t  [ Dark  L igh t  

(5) j (6) (1)×(5) 
4 ] 20 

.. 24 

Estimated Number  of Accidents 
in 24 Months 

per  10,000,000 Popula t ion  

Dark 

(2) × (s) 
18 I 240 

r 216 . .  

T o ~ l  

258 
216 
474 

From this it would appear that these cities had saved approxi- 
mately 66 lives, roughly 2.5~ of the total, by the adoption of 
daylight saving. If we exclude the effect of daylight saving, the 
accident rate of these cities would still be more than 11~ better 
than that of the other cities. 

Most of the figures given in Mr. Mills' paper show the average 
accident rate per hour regardless of traffic volume. In Appendices 
"B" and "C," however, the estimated volume by hour is given, 
and it is possible to calculate the number of accidents per month 
if either day or night conditions prevailed all the time. In Appen- 
dix "B" the estimated traffic volume in the 18 hours from 6 A. M. 
to midnight is 92.9% of the day's total. In cities without day- 
light time, 64.4% of the total traffic occurs in daylight and 28.5% 
in the dark hours before midnight. These facts are used in the 
following table, based on the results in the cities not using stand- 
ard time. 
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(1) Fatal Accidents in 24 Months ... . .  
(2) No. of Accidents on basis of 

10,0O0,000 Population (1) --.683 
(3) Av.erage Number of Accidents 

per Month . . . . . . . . . . . . . . . . . . . . .  
(4) Percent of Traffic Volume . . . . . . .  
(5) Average Number of Accidents 

per Month under conditions of 
lightness or darkness (3) -- (4). 

L i g h t  Dark  Hours  
Hours  (exc]. 12 to 6 A.M.) 

776 

1,136 

47.3 
64.4 

73.5 

1,0O0 

1,464 

61.0 
28.5 

214.3 

We therefore see that these cities would have had 73.5 acci- 
dents per month if darkness did not exist, and 214.8 accidents if 
the sun never shone again. This gives a slightly different inter- 
pretation to the figures used in Appendix "C." 

It  is rather surprising at first to find that the decrease in motor 
vehicle fatalities resulting from daylight saving time is so small. 
However, Mr. Mills has shown that this device produces relatively 
little increase in effective daylight over a full year period. In 
a 24 month period, disregarding the hours from midnight to six 
o'clock, there are 9,94 hours of daylight and 138 hours of dark- 
ness as compared with 804 hours of daylight and 128 hours of 
darkness if an hour of daylight is added in the five summer 
months. The adoption of daylight saving time increases the pro- 
portion of daylight from 68.1% to 70.4%. Such an increase in 
daylight can produce a decrease in automobile accidents of ap- 
proximately 2.5% if the accident frequency in daylight is, as Mr. 
Mills has demonstrated, about one-third of the frequency at night. 

M R .  J .  1VfALMUTH : 

Mr. Mills has presented a timely paper. 
Close to 40,000 fatalities and over 1,000,000 accidents a year 

is the current price exacted by the motor vehicle. These figures 
are tragic evidence of the need for ever-increasing endeavor and 
diligence to discover and act on ways and means of reducing them. 

The automobile industry has helped by turning out cars sturdier 
in construction, better equipped mechanically and easier to con- 
trol. Tires have been made safer. Automobile glass has been 
made shatterproof. 
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The federal, state and municipal governments have helped by 
the thoughtful planning and building of excellent roads, bridges 
and tunnels, the efficient maintenance of these instrumentalities 
of traffic, the elimination of railroad crossings, the installation 
and improvement of mechanical methods of traffic control, and 
educational campaigns in the schools and generally. Driving 
courses are included in the curricula of many schools and colleges 
throughout the country. Licensing tests are more strict and more 
comprehensive. In some states provision is made for periodical 
inspections of cars for defects. In many states financial responsi- 
bility laws have been enacted which by their requirement that 
evidence of financial responsibility be furnished in certain situ- 
ations, may be considered as tending to encourage safe driving. 

Insurance companies, life, accident and casualty, have not been 
standing idly by. They spend substantial sums every year preach- 
ing by means of the cinema, the radio and the printed word, the 
gospel of careful and safe driving. The casualty companies have 
adopted merit rating plans which encourage careful driving by 
providing savings in insurance costs to accident-free car owners. 

Mr. Mills makes a very constructive suggestion. Some readers 
of his paper may contend that he has not given proper considera- 
tion to or has not correctly evaluated all the factors which have 
a bearing on the question. For example, Mr. Mills points out 
that fatal accidents during each of the hours from 5 P. M. to 
9 P. M. are roughly three times more numerous during months 
in which the hour is dark than during months in which it is light. 
It may be reasonably argued that it is not proper to attribute this 
fact entirely to the darkness of the hour and that the weather 
during the period when these hours are dark accounts in part for 
the more adverse experience. But, on the whole, Mr. Mills has 
presented a convincing case. Supporting evidence is found in the 
monthly and annual reports published by the New York Com- 
missioner of Motor Vehicles. An analysis of accidents reported 
to the Bureau of Motor Vehicles for ]939 shows 562 fatalities for 
the eight hour period 8 A. M. to 4 P. M., compared to 1,076 fatal- 
ities for the eight hour period 4 P. M. to I2 P .M.  The analysis 
also shows that 905 fatalities occurred in daylight and 1,206 
fatalities at night. An analysis by conditions of vehicles involved 
in accidents shows 57 fatalities due to glaring headlights, 20 
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fatalities due to one or both headlights out and 19 fatalities due 
to tail-light out or obscured, all items peculiar to night driving. 
The Commissioner in commenting on the 1939 record said, in part, 
as follows : 

"As usual the hours of darkness were responsible 
for the most fatal accidents." 

Although Mr. Mills has confined his paper to the matter of 
automobile fatalities, I believe a study undertaken to cover the 
field of industrial accidents would show that where in effect day- 
light saving has been responsible for a marked decrease in the 
accident frequency and the number of serious injuries. It  is a 
well established fact that the last working hour of the day is the 
time of greatest fatigue and if at such time the worker has a day- 
light hour instead of an hour of artificial light, the hazard of eye- 
strain and fatigue is lessened, thereby reducing the risk to 
accident. 

The original proponents of daylight saving in this country sug- 
gested putting it into effect on an all year round basis. Mr. Mills 
gives two reasons against it. Although it may not be feasible to 
establish it for the entire year, it does seem feasible to extend it 
so that it will include the months of March and October. One of 
the reasons advanced by Mr. Mills against an all year application 
is that a large volume of traffic moves during the hour from 
7 A. M. to 8 A. M. and this traffic would be forced to move in 
darkness during the winter. From the chart which is part of 
Appendix "B" it appears that during March and October, with 
daylight saving, this would be an hour of daylight. Some idea of 
the benefit that wouId accrue from an additional hour's daylight 
during the month of October particularly can be gathered from 
the following remarks by the New York Commissioner of Motor 
Vehicles in his report for 1939 : 

"October was the most dangerous month of the year, for 
296 fatalities occurred during that period. This month or 
December generally leads in recording the most motor vehicle 
deaths." 

"The hour of greatest peril was from 6 P. M. to 7 P. M., for 
during that period 175 fatal accidents occurred. The hour 
from 7 P. M. to 8 P. M. usually had this dubious distinction." 
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AUTIIOR'S REVIEW OF DISCUSSIONS 

~IR. JOIIN A. ~ILLS : 

The five reviews of this paper show the widespread interest of 
members of this Society in accident prevention and particularly 
in the part that statistics can play in bringing about a better 
nationwide motor vehicle fatality record. It  is gratifying that 
the reviews, in the main are favorable to the conclusion reached 
by the author, namely, that the more general adoption of day- 
light saving time would save lives. 

Mr. Bailey suggested that a different approach might have 
been used, namely that of comparing the Summer with the Winter 
record for daylight and non-daylight saving cities respectively. 
This basis of comparison was considered but it was not adopted 
because all of the daylight saving cities are in the North, whereas 
many of the non-daylight saving cities are in the South. Weather 
conditions are reasonably similar between the North and the 
South during the Summer whereas they are not similar during the 
Winter. In other words, we would be comparing a period of con- 
siderabIe snow and ice with Summer conditions in the case of 
daylight saving cities but a period of little snow and ice with 
Summer conditions in the case of non-dayllght saving cities. An- 
other factor that tends to invalidate the suggested basis of com- 
parison is the movement of people from the North to the South 
in Winter and from the South to the North in Summer. 

The comparison made by Mr. Bailey of the Winter record of 
daylight and non-daylight saving cities is distorted by variations 
in weather conditions and in the hourly volume of traffic between 
Northern and Southern cities. That weather conditions affect 
not only the accident hazard per mile but also the hourly dis- 
tribution of traffic mileage is evidenced by statistics of traffic 
volumes compiled by the U. S. Bureau of Public Roads. These 
statistics show that during the Summer months 28.7% of the 
day's traffic moves between 10 A. M. and 3 P. M., and 20.9% 
between 6 P. M. and 10 P .M.  During the Winter months 31.9c~ 
of the day's traffic moves between 10 A. M. and 3 P. M. whereas 
only 16.8% moves between 6 P. M. and 10 P. M. This shift in 
traffic is particularly noticeable in colder climates. 

The possibility that the saving of lives in cities adopting day- 
light saving time would be offset by an increase in fatal accidents 
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in neighboring areas is rather difficult to measure on the basis of 
available statistics. However, the meager information that is 
available indicates that the increase in neighboring areas would 
not be important. We compared the fatal accident record of New 
Jersey and New Hampshire, which have exclusively daylight 
saving time with the fatal accident record of Maryland and North 
Carolina, which have exclusively standard time, and found that 
the indicated saving was in line with that shown in the compari- 
son of city data. 

AVERAGE NUMBER OF FATAL ACCIDENTS PER MONTH 
PER 10,000,000 POPULATION 

(Five Summer Months) 

t 10 A.M.- 3P.M . . . . . . . . . . . . . .  
6 P.M. - 10 P.M . . . . . . . . . . . . . .  

Increase . . . . . . . . . . . . . . . . . . . . .  
Percent of Increase . . . . . . . . . . . .  

S t a t e s  W i t h o u t  
D a y l i g h t  

S a v i n g  T i m e  

26.9 
48.6 
21.7 
80.7% 

States With 
Daylight 

S'aving Time 

28.7 
41.6 
12.9 
44.9% 

New York State was referred to by Mr. Bailey in connection 
with this point, but since this state uses both daylight and stand- 
ard time, its record is not as indicative as a comparison of states 
having exclusively daylight saving time with states having exclu- 
sively standard time. 

Aside from the statistics we have presented, there appear to 
be valid reasons to believe that the indicated reduction in fatal- 
ities in the cities would not be offset by a comparable increase in 
the surrounding areas. To begin with, country driving is not as 
hazardous as city driving and consequently a shift of mileage to 
less hazardous roads should be a switch for the better. Further- 
more, accident records show that 72% of the fatal accidents occur- 
ring in cities after dark involve pedestrians whereas only 32% of 
the fatal accidents occurring outside of cities after dark involve 
pedestrians. The high pedestrian motor vehicle mortality rate 
in cities after dark is due to the combination of poor visibility 
and the number of pedestrians exposed. Since there are fewer 
pedestrians exposed in the country than in the city it seems 
logical to reason that a shift of travel away from cities would 
be beneficial. 

ti  '" 
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Mr. Goddard questioned certain of the population figures used 
in the study. The Washington, D. C., population that was used 
represented an estimate for the year 1937. A later date was used 
for this city because of its tremendous growth during the past 
decade. The Los Angeles figure includes the suburbs, and the 
Kansas City figure should have been given as 400,000. It perhaps 
should be pointed out in this connection that revising the popula- 
tion figures has no bearing on the comparisons as made or on the 
conclusions that were drawn for the reason that the number of 
accidents in the evening hours in relation to the number of acci- 
dents during the chosen daylight hours comprise the essential 
elements in the comparison. 

The better accident record per unit of population of the day- 
light saving cities during all hours and not just during the hours 
affected by daylight saving is largely due to the lower than aver- 
age ratio of motor vehicles to population in the case of New York 
City. In determining the saving of lives under daylight saving 
time, comparisons were made between different hours in the same 
cities and not between the two groups of cities so that any advan- 
tage held by the daylight saving cities as a result of their better 
accident record was eliminated. 

The evening hours of 6 P. M. to 10 P. M. were chosen so as to 
eliminate the influence (insofar as possible) of the change in traffic 
volumes from hour to hour caused by varying light conditions. 
Because of twilight (x~, daylight saving affects light conditions to 
some extent between 9 P. M. and 10 P. M. during June and July, 
and between 6 P. M. and 7 P. M. during September. 

Mr. Malmuth suggested the desirability of extending daylight 
saving time to the months of March and October. The extension 
probably would reduce fatal accidents but we did not include 
these two months because a part of the hour from 7 A. M. to 
8 A. M. would be dark in these months. In our study morning 
darkness is assumed to end thirty minutes before the sun is 
actually above the horizon. A smoky or foggy morning in March 
or October might cause dangerously dark driving conditions for 
an hour or more beyond the assumed time line. 

¢X~Information f rom widely scat tered wea the r  bureaus  indicates tha t  
the length  of civil twil ight  (sun 6 ° below horizon)  varies abou t  ten 
minutes  a m o n g  various localities. This  var iance  is too small  to have any  
appreciable effect on the data. 
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The question was raised by several reviewers as to the effect 
which such factors as law enforcement, speed, inattention, liquor 
and fatigue have on the accident record. These factors are pres- 
ent in both the daylight saving and non-daylight saving cities and 
while they do cause accidents the limitations of available statis- 
tical data made it necessary for us to assume that their influence 
in the two groups of cities was about the same. 

In the final analysis the conclusion that daylight saving time 
will save lives rests on the fact that the automobile accident 
fatality rate is greater per mile during darkness than during light 
and that the factor of visibility is an important determining 
factor in the difference. Since the fatal accident rate per mile of 
travel is known to be about three times as high during the night 
as during the day, it appears reasonable to conclude that each 
mile of travel shifted from dark to light will bring with it a reduc- 
tion in the over-all fatality rate. 
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REVIEWS OF PUBLICATIONS 

CLARENCE A. KULP, BOOK REVIEW EDITOR. 

Accident Investigation Manual. The Northwestern University 
Traffic Institute, Evanston, 1940. Pp. viii, 231. 

The objective of this study is to give policemen, particularly 
those in traffic and allied lines, a comprehensive picture of their 
obligations and method of procedure in all of their various con- 
tacts with automobile accidents. The book very definitely accom- 
plishes its purpose in that any police officer who carefully reads 
the book will certainly be both a better investigator of a traffic 
accident and a more effective emergency administrator on the 
scene of the accident. 

The authors must have had a somewhat difficult job in the 
simplification of the subject. The book must of necessity deal 
with a technical subject and yet, considering those for whom it is 
designed, had to be written so that it could be easily understood. 
Fortunately this analysis, despite its technical aspects, is so 
clearly written that no one interested in the subject can fail to 
gain a very clear understanding. Even to the laymen in the field, 
it is an interesting book and with its so-called case histories or 
examples holds the reader's attention regardless of his motive for 
reading. 

The book covers the field of automobile accidents, their cause 
and preventive possibilities. It includes an excellent summary of 
the criminal law and its relationship to automobile accidents. It  
very ingeniously gives mathematical formulas for reconstructing 
an accident by figuring the speed of the automobile by pavement 
skid marks. It  covers in especially interesting graphic fashion 
the place of photography in the investigation of automobile acci- 
dents and has some especially pertinent pictures on the perspec- 
tive of the same scene as shown by different photographs. The 
book also includes a manual on the conduct of the officer investi- 
gating the accident, giving him many suggestions which, if fol- 
lowed out, would temper the effect of many an accident. 

From the selfish standpoint of those of us in the insurance 
business (and after all everyone reads every book with an element 
of self interest) this survey can be very helpful. Certainly to 
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those who are in the claim departments, in an investigating or 
even a clerical capacity, it opens up new avenues of thought and 
crystalizes the procedure of investigation. The claim man should 
purchase this book, read it and have it as a permanent reference. 
The underwriter could use it to advantage and even the agent 
selling automobile insurance can gain necessary general knowl- 
edge from the manual. A~AND SO~MER. 

Safety Education: Eighteenth Yearbook, American Association of 
School Administrators. The Association, Washington, 1940. 
Pp. 544. 

Casualty actuaries, most of whose problems are so greatly 
affected by the changing conditions of accident causation, should 
be and I think are greatly interested in any movement for safety 
education as tending to diminish the frequency and severity of 
accidents of whatever kind. A movement likely to be effective in 
reducing all forms of accident calls for our special notice. The 
present volume deals with just that. 

I t  seems that the Association of School Administrators selects 
some special subject as the central topic of its yearbook each year. 
In April 1937 the executive committee selected safety education 
for the 1940 book and a special Commission on Safety Education 
was appointed to prepare the report on which one of our members, 
Albert W. Whitney, served. The report and its exhibits and 
appendices cover 406 pages of the volume, the remainder being 
taken up with official records. 

There is a prefatory letter from Admiral Byrd sending a "safety 
message to the millions of American school children" from which 
the following quotation is taken as indicating a basis of appeaI 
for safety to the spirit of youth : 

I want them all to know that in all my travels and adven- 
tures in the interests of science and discovery I have never 
taken an unnecessary risk. Only the best and safest equip- 
ment was selected for planes and ships. Everything was safe 
that could be made safe. 

By careful planning and by taking no unnecessary chances 
my men and I have lived to enjoy the hazards and thrills of 
adventure and discovery. We found adventure only by plan- 
ning for safety as far as possible. 
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The body of the study comprises 12 chapters as follows : 

I. The Safety Problem and Its Relation to Education 
II. Accidents and Safety--The Factual Background 

III. School Participation and Organization 
IV. Programs in the Elementary School 
V. Programs in the Secondary School 

VI. Driver Education and Driver Training in the Secon- 
dary School 

VII. Safety Programs in Rural Schools 
VIII. Safety Education for Adults 

IX. Preparation of Teaching Personnel 
X. Safety under School Jurisdiction 

XI. Safety Requirements in Locating, Planning and Equip- 
ping School Buildings 

XII. Coordination of Safety Education Programs 

Each chapter is a carefully worked-out discussion of a topic 
with references to related safety programs and other appropriate 
material. 

Following this discussion under the title, A Point o] View on 
Salety Education, is what appears to be the conclusion of the 
Commission, a series of 15 propositions with a brief supporting 
paragraph on each. These propositions, noted below, seem to this 
reviewer sound, and worthy of support by casualty companies : 

1. Experience shows that many accidents are preventable 
through a program of education. 

2. Instruction in safety is an essential part of the modern 
school's program of producing good citizens. 

3. The determination of the character and the extent of 
the schooI safety program and the selection of teaching 
methods to be used are professional responsibilities of 
educators. 

4. Rural schools, operating under numerous conditions spe- 
fically different from those of urban schools, should make 
an effort to adjust their safety programs to the special 
conditions of their environment. 

5. Safety education for adults is a primary responsibility of 
the community and the state. 

6. In each community it is the responsibility of the board 
of education and its executive staff to build and to main- 
tain school buildings which are safe. 
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7. Responsibility for areas of safety education not desig- 
nated specifically by law should be assigned by agree- 
ment to the agency or agencies most competent to achieve 
the desired goal. 

8. Teaching youth to be safe and intelligent operators of 
motor cars is a responsibility of the community. 

9. The school has a responsibility for systematic instruction 
in all aspects of safety. 

10. School systems embracing several schools should organize 
safety coordinating agencies. 

11. A formal or informal safety council or committee, or 
other liaison among safety agencies, should be estab- 
lished in every community. 

12. In their efforts to advance the safety movement educa- 
tors should recognize the need for appraisal and research. 

13. It  is remarkable how much can be accomplished if no 
one is too anxious about who receives credit. 

14. Effective programs of safety education should be ade- 
quately financed. 

15. The time has come for educators to prepare themselves 
for leadership in safety education. 

Following these conclusions is a selected, topically arranged 
bibliography covering 12 pages and an appendix in 3 sections: 

I. Where Safety Aids May Be Obtained 
II. Sources of Reviews of Safety Films 

III. Accident Reporting 
A. H. MOWBRAY. 

Industrial Health--Asset  or Liability, C. O. Sappington. Indus- 
trial Commentaries, Chicago, 1039. Pp. 306. 

It  is said that it takes from 8 to 15 industrial workers to suc- 
cessfully keep a soldier at war. Certainly Dr. Sappington's book 
could not have been published at a more propitious time. In 
peace times enlightened industry long since has come to realize 
that a sound industrial health program is a real asset. In times 
of emergency the whole people becomes impressed with the fact 
that man-power must be conserved. Dr. Sappington, fortunately 
in language easily understood by the layman, has in his book 
demonstrated in a forceful manner that industrial health is in- 
deed an asset. To a great extent his arguments are from the 
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standpoint of dollars and cents rather than purely from the 
standpoint of humanity. He points out impressively that losses 
resulting from sickness in industry, as distinguished from indus- 
trial accidents and occupational diseases, are almost unbelievable 
and greatly exceed the cost in dollars of industrial sickness. 

The book should be very useful to the small manufacturer or 
industrialist and in it Dr. Sappington outlines for just that par- 
ticular class of employers the fundamentals of a sound health 
service. The book should be of great use also to the health author- 
ities of the states among which, at this time, we find only 31 
having industrial hygiene facilities. It can very well become a 
text book for the plant doctor and the industrial nurse. 

Surely industrial health work does count and Dr. Sappington 
demonstrates it. 

ALBERT W. WHITNEY. 

Silicosis. Studies and Reports, Series F (Industrial Hygiene), 
No. 17. International Labour Office, Geneva, 1040. Pp. iv, 
223. 

This is a most interesting account of the proceedings of the 
Second International Conference on Silicosis held in 1938 in 
Geneva, under the auspices of the International Labour Office. 
Experts of international reputation from 10 countries partici- 
pated in the Conference and the report of their views is of im- 
portance to anyone interested in this subject. A number of the 
papers delivered before the Conference are contained in an appen- 
dix, while the report itself includes detailed summaries of the 
discussion and of papers not published in full. 

The agenda of the Conference consisted of the following: 
1. Recent advances in the knowledge of the pathology of 

silicosis, including the effect if any of the admixture of 
non-siliceous dusts with silica or silicates. 

2. Pneumoconiosis of workers exposed to coal dust. 
3. Pulmonary disease due to inhalation of dust other than 

those covered by 1 and 2. 
4. Methods and standards of early diagnosis of pneumo- 

coniosis and value if any of early diagnosis of simple 
silicosis in regard to removal from dusty occupations 
with a view to the arrest of the disease. 
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5. (a) New methods of dust investigation as regards sam- 
pling, concentration, etc. 

(b) Intensity of exposure to dust and means of estimat- 
ing it. 

(c) Possibility of establishing experimental criteria for 
determining the degree of pathogenicity of dust. 

6. Contributions from other scientific fields essential to the 
solution of the pneumoconiosis problem. 

7. Determination of disability and degree thereof. 
8. Prevention: (a) Initial examinations; (b) Campaign 

against dust; (c) Personal protection (by means of 
masks, etc.). 

9. Specific therapy of silicosis and results of investigations 
into methods for stimulating elimination of silica. 

10. Means by which the Subcommittee can assist in the 
anti-dust campaign. 

ALBERT W. WHXT~EY. 

Applied Fire Insurance, H. Thompson Stock. Thompson Stock 
Publishing Co., Detroit, 1939. 2 Vols. Pp. (continuous) 
263. 

The key to this book by a partner in the Arthur J. Stock Insur- 
ance Agency (also Treasurer of the Detroit Association of Insur- 
ance Agents, Contributing Editor of Local Agent ~nd Insurance 
Lecturer, Wayne University) is found in the note on the third 
preliminary page following a list of collateral reading assign- 
ments. "This book is intended to be more practical than the usual 
first insurance text. For this reason it embodies rules and prac- 
tices that apply in M i c h i g a n . . . "  In the note might well have 
been inserted after the word "practical," the words : "for the local 
agent, particularly a local agent representing primarily stocI~ fire 
insurance companies." The same note suggests the student in 
Michigan should study with the book "the rule book, the Michi- 
gan standard policy and all forms and endorsements mentioned" 
and that readers in other states do likewise with local material, 
noting differences from the Michigan forms and practices quoted 
in the text. 

Considering its purpose it is a pretty good job, though the lack 
of an index, due to the manner of publication, detracts somewhat. 

As is natural the book deals rather dogmatically with many 
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things. Such expressions as "the rules require" (without any dis- 
cussion of why they do or should); "it is necessary to consult 
the rule book"; appear rather frequently. 

As might be anticipated there is much description of forms and 
citation of current rules and practices which are likely to become 
outmoded at any time. 

Each chapter (there are 30 in all) is followed by numerous 
questions and problems of the type likely to occur in a local 
agent's daily work. 

It would appear that the chief interest of casualty actuaries in 
this book would be its service as a guide to the sort of instruction 
local agents want, if this had not been made abundantly plain to 

them in other ways. A.H.  MOWBI~AY. 

Fire Insurance Underwriting, Prentiss B. Reed. McGraw-Hill 
Book Co., New York, N. Y., 1040. Pp. ix, 380. 

As explained by the author in the preface, this book had its 
origin in the scholarship course formerly maintained by the fire 
insurance companies at Columbia University. The point of view 
is partly indicated by the definition, "Underwriting is a combina- 
tion of producing and selecting business, and distributing amount 
at risk." Also, "Readers are assumed to have some general knowl- 
edge of risks, policies, fire losses, rating methods, the workings of 
agency and brokerage offices, and company operations." To this 
reviewer it seems that the extent of existing knowledge assumed 
is rather uneven, some rather simple matters being quite fully 
explained and others less obvious rather briefly treated. To this 
reviewer, accustomed to think of underwriting and agency opera- 
tions as distinct and at times antagonistic, the inclusion of "pro- 
duction" as a part of underwriting is a bit disconcerting. 

The point of view is primarily that of a proprietary company 
and assumes that self-interest, the profit motive, is the main- 
spring in all decisions. The tendency at times is to accept condi- 
tions as they are without reference to their origin, their justifica- 
tion or the responsibility for their maintenance. Thus "it is prob- 
able that, to be adequate, a rate scale must produce over a period 
of years a loss ratio of not more than 40 per cent" (p. 190). Why 
should it take 150 per cent of the amount distributed in losses to 
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make the distribution ? Again, "Underwriting rules prescribe that 
on certain classes, generally mercantile and manufacturing, no 
policy shall be issued for a longer term than one year but that 
on other classes, notably dwellings, churches and schools, mercan- 
tile buildings, and sprinklered risks, policies may be issued for 
three or for five years" (p. 208). Whose rules? Why do they so 
provide ? 

There are 14 chapters and 18 appendices with a brief but good 
bibliography. Under the title Organization and Operation is pre- 
sented a good description of the field set-up in fire insurance and 
its relation to the rest of the company. Then follows a description 
of Production, Selection, Retention and Distribution Methods and 
Procedure as practiced in fire insurance. 

Under the caption Policies and Possibilities is presented the 
present New York Standard policy with explanatory comment on 
each provision. 

The chapter on Causes and Effects of Fires does not seem to 
this reviewer adequate. The list of causes of the National Book 
is given in order of importance but nothing is presented that seems 
calculated to assist the underwriter in appraising any given risk 
as respects these causes. There are tables of aggregate losses by 
years and some frequency tables by size of loss but not enough 
explanatory matter to make them useful. 

The chapters on Adjusting and Paying Losses and on Class and 
Risk seem the best. In the latter there is considerable material 
which should enable an underwriter who gives it careful study to 
do a better job. 

Some very interesting material is presented in the appendices, 
including among other items a copy of the proposed revision of 
the New York Standard Fire Policy, a copy of an agency agree- 
ment and comments by Alfred M. Best on Sound and Unsound 
Underwriting Theories. 

A. H. MOWBRAY. 

101 Unusual Classes of Risks, M. E. Bulske. The Rough Notes 
Co., Inc., Indianapolis, 1939. Pp. 271. 

In the author's previous book, Practical Underwriter's Guide, a 
description was given of 24 groups of risks and the characteristics 
of each were discussed from an underwriting and inspection stand- 
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point. The present volume is supplemental in nature and affords 
a similar review of a much larger number of risks. Many of these 
classes are unique because of unusual processes, great hazard or 
very recent development. Some of the risks are infrequently writ- 
ten and accordingly little information has hitherto been available. 

Each of the 101 chapters deals with a separate class. Some 
descriptions are naturally quite brief while others cover several 
pages. Some of the chapter headings taken at random are: 

Airplane Hangars 
Aluminum Powder Factories 
Broom Manufacturing 
Celluloid Workers 
Chemical Plants 
Dowmetal Machining 
Fireworks Factories 
Greenhouses 
Salt Manufacturing 
Turpentine Plants 

Fire insurance underwriters, agents and inspectors who have 
made use of the author's original book will welcome the appear- 
ance of this second volume. H. O. VA~ Tur f .  

Commentaries on the Revised Insurance Law o] New York, 
Abraham Kaplan and George I. Gross. Grosby Press, New 
York, 1940. Pp. xix, 719. 

The title of this book is considerably broader than its actual 
content. The Revised Insurance Law of New York has 18 titles, 
or, if the subtitles of Title IX and Title XI  are counted, 23. The 
commentary covers 4 of these in full : Article I : Definitions; Pen- 
alties; Article II  : Organization of Insurance Department ; Article 
I I I :  Administrative and Procedural Provisions; and Article VIII  : 
Rates and Rating Organizations. Five others are covered in part : 
Article IV: Organization, Licensing and Corporate Procedure o] 
Insurers ; Article V: Assets ; Investments and Deposits; Article 
VI: Agents, Brokers and Adjusters; Article VII:  The Insurance 
Contract; and Article XI-A: Stock and Mutual Fire and Marine 
Insurance Companies. The rest are omitted in their entirety: 

Article IX-A: Life, Accident and Health Insurance Com- 
panies and Ret#ement Systems. 
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Article IX-B : 

Article IX-C : 

Article IX-E : 

Article X:  
Article XI-B : 

Article XI-C : 

Article X l I :  

Article X l I I  : 
Article XIV : 
Article XV : 

Article XVI : 

Cooperative Lile and Accident Insurance 
Companies. 

Non-Profit Mutual Indemnity or Hosp$tal 
Service Corporations. 

(IX-D: Savings Bank Lile Insurance, has 
been redesignated as part of the banking 
law). 

Unclaimed Funds o/Domestic Li]e Insur- 
ance Corporations. 

Casualty Insurance and Surety Companies. 
Cooperative Fire and Windstorm Insurance 

Companies. 
Companies ]or Insurance o[ Lile of Prop- 

erty. 
Reciprocal Insurers and Lloyds Under- 

writers. 
Title Insurance Corporations. 
Fraternal Benefit Societies. 
Merger, Consolidation and Conversion of 

Insurers. 
Rehabilitation, Liquidation, Conservation 

and Dissolution of Delinquent Insurers. 
Article XVII :  Taxes and Fees. 
Article XVIII :  Laws Repealed; Time o/ Taking Effect. 

There is no objection of course to a book covering a part of a 
subject only, but the fact that it covers but a part is not indicated 
by  the book's title. 

In the Introduction, the authors state that they have attempted 
to present "An analytical and comprehensive treatise on those 
portions of the New York Code which deal generally with all 
types of insurers, agents and brokers and those pertaining specifi- 
cally to the business of fire and marine insurers." The general 
plan of the exclusions is to cut out: 

(a) sections pertaining specifically to life, accident and health 
insurance companies and their agents. 

(b) sections pertaining specifically to casualty and surety in- 
surance companies and their agents. 

(c) sections pertaining specifically to mutual insurance carriers. 
(d) sections pertaining specifically to reciprocal exchanges and 

Lloyds Underwriters. 
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This makes it practically a book written for stock fire and 
marine insurance interests, and the dedication, "To the Fire and 
Marine Insurance Fraternity" would seem, in view of these exclu- 
sions, to imply that where mutuals, reciprocals and Lloyds associ- 
ations come into the picture, the fraternal spirit ceases. It  may 
be noted, moreover, that section 150, relating to warranties and 
Articles XV, XVI and XVII, all of which are omitted, are general 
in scope. 

The limited character of the book's contents makes it less useful 
to the lawyer than the annotated editions of the Code, but it is 
clearly indicated in the introduction that the book is written pri- 
marily for insurance laymen and not for the Levites of the law. 

Having said so much, one should hasten to add that it is one of 
the most interesting books of the kind that the reviewer has seen. 
The commentaries are clear, well-written and pertinent. The cov- 
erage while limited includes some extremely important sections of 
the insurance law, and certain of the commentaries are exhaustive 
and valuable, and interesting not merely to one of the fire and 
marine insurance fraternity. The further the authors go the more 
their commentaries gain in interest. Any insurer might read with 
profit the commentaries on Articles I-VIII. But the cream of the 
book, the part that is fullest and most interesting, are the com- 
mentaries and appendices dealing with the fire insurance business, 
and with the pregnant topic of inland marine insurance. 

This last topic is one of the most picturesque developments of 
modern underwriting, reminiscent of the days when certain surety 
underwriters were voicing the opinion that a surety company could 
write any insurance risk whatever provided the insuring instru- 
ment could be tortured into the form of a bond. Marine insurance 
is the oldest of insurance lines, and the ocean marine field was so 
far international that the regulatory hand of the states let it very 
much alone, exempting it generally from legislation concerning 
policy forms and rate regulation and permitting ample and com- 
prehensive coverage. These advantages were extended without 
protest to inland marine and transportation insurance, and by an 
easy transition, to lines of insurance more and more remotely con- 
nected with transportation, making successful invasion of fields 
heretofore covered by fire and casualty companies and exploiting 
their breadth of underwriting powers and freedom from re~ula- 
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tion. In due course this brought the marine companies into colli- 
sion not merely with other companies but with supervisory offi- 
cials as well. A nation-wide definition of the insuring powers of 
marine and transportation underwriters was ultimately adopted 
in 1933 by the National Convention of Insurance Commissioners 
and a Committee on Interpretation and Complaint was set up to 
administer the definition. This book gives much of the detail of 
this matter. Appendix A-1 gives the Definition; Appendix A-2 
the text of interpretive rulings; and, most welcome of all, Appen- 
dix A-6 gives the text of the opinion of Judge Reis in the case of 
Northwestern National Insurance Company v. Mortensen : a de- 
lightfully written commentary on the true meaning of marine 
insurance. "Omnibus, however," says the judge, "is not synony- 
mous with marine. Elephant is not synonymous with turtle." 

It  may be said that the Definition, and the interpretive rulings 
made thereunder, do not set a line of cleavage entirely clear-cut 
and natural. There is some attempt to adhere to the principle that 
marine insurance is properly an insurance proximately connected 
with transportation. But this distinctly is not and probably could 
not be consistently and rigidly followed. A pragmatic solution is 
often the only solution to a vexed and controversial matter, and 
the efforts made seem to have been successful in restoring a degree 
of harmony and mutual understanding. 

This one topic entitles the book to a reading; on many other 
points it may be read with profit, and with a pleasure enhanced 
by the book's very attractive appearance. Its cover alone makes 
it an ornament to a bookshelf, and the format is exceptionally 
well-conceived and well-executed. The device of printing the 
statutes in small type, the commentaries in much larger type, 
enables the eye to make the distinction readily and emphasizes the 
fact that the commentaries and not the statutory reproductions 
are the book's reason for being. The authors and the printer alike 
are to be commended for an achievement very well worth while 
and it is to be hoped that the entire Code will in due course be 
adequately covered. 

C r ~ r r c ~  W. HOBBS. 
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Profit-Sharing and Pension Plans, C. Morton Winslow and K. 
Raymond Clark. Commerce Clearing House, Inc., Chicago, 
1939. Pp. xiii, 192. 

In a foreword the authors state that this book is intended as an 
aid in the creation of pension and profit-sharing plans and that 
they believe it is also "the first complete analysis and summary 
of all authoritative material dealing with the effect of federal tax 
laws upon such plans." The book is divided into two sections 
under the headings Practical Planning and Tax Economies and 
Legal Phases of Tax Factors. The first section reviews opinions 
as to the value of profit-sharing, discusses the relative values of 
immediate and deferred distribution of shares in profits, outlines 
and comments on plans for deferred distribution and reviews a 
number of plans in operation. The second section presents his- 
torically the development of the present status of tax exemptions 
with respect to employer contributions to employee trusts con- 
nected with deferred profit-sharing and pension plans and states 
with comments the present requirements of and allowances in 
federal legislation and rulings. This part of the book should prove 
to be very valuable to anyone trying to orient himself in this field 
as well as to those who want an assembled presentation of federal 
requirements. 

The first section of the book reviews the findings of a sub- 
committee of the Senate Committee on Finance following its study 
of a large number of profit-sharing plans and states the conclu- 
sions of studies under other auspices. 

While a large majority of profit-sharing plans at present make 
distributions immediately in cash, it seems that the majority of 
canvassed opinion among both employers and employees favors 
deferred distribution plans. A chapter is devoted to a discussion 
of this point. With respect to deferred distribution profit-sharing 
plans, there seems to be a confusion of ideas in that plans requir- 
ing contributions from members are labeled profit-sharing. Doubt- 
less this is accurate with respect to employer contributions, but it 
is not clear why these words alone should be used to designate 
plans involving member contributions. 

Without question many advantages of profit-sharing plans are 
qualitative rather than quantitative and must remain so. This 
applies in the discussion of the relative merits of immediate and 
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deferred payment plans as well as the virtues of profit-sharing 
plans in general. But some elements in the discussion are clearly 
quantitative, and among these is that of savings in taxes to the 
employer and employees. To the reviewer it seems that the dis- 
cussion is not as sharp as it might be in this respect. The authors 
seem to confuse the burdensomeness of certain taxing laws and 
rulings with the subject really under discussion: the incidence of 
tax burdens or exemptions on profit-sharing plans. For instance 
the first chart in the book shows in a striking manner the outcome 
of a tax rule that requires taxes on profits for one year but makes 
no allowance for a loss during the next year. There is perhaps a 
crying need for correction here, but the discussion does not make 
clear why a change would make profit-sharing plans more valu- 
able to the employer. Under the present rulings the statement of 
the authors is doubtless correct that anything that "tends to level 
off the income of a taxpayer is advantageous," but they do not 
show how losses would be reduced by spending more for profit- 
sharing plans. It  is obvious without this chart that the establish- 
ment of unemployment benefit plans would be encouraged by a 
rule that employer payments toward such a plan constitute an 
"ordinary and necessary business expense" ; but it is not clear that 
the chart aids in establishing this point. 

Again the thesis of Chapter I I I  is that through contributions 
to profit-sharing plans a corporate employer may reduce various 
taxes in such a way as to have a larger remainder for stockholders 
or their heirs. While the figures for Chart 3 may be "startling to 
anyone who has not considered them in sequence and in their total 
ultimate effect," they do not establish that the stockholders or 
heirs would be better off if profit-sharing plans were in the picture. 
To show this the authors might have paralleled the figures and the 
corresponding charts with and without the presence of a particu- 
lar profit-sharing plan. As it stands the reviewer is impressed 
with Chapter I I I  as a complaint against present high taxes--this 
impression is intensified by the last paragraph of the chapter-- 
rather than as a demonstration that profit-sharing plans would 
improve the situation. 

Chapter IV outlines a joint contributory deferred distribution 
profit-sharing program proposed by the Senate Committee men- 
tioned above and discusses the provisions proposed. This chapter 
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should be very valuable to anyone who has the responsibility of 
formulating proposals along this line. A thorough discussion here 
of these details is out of the question but a few points are of 
unusual interest. The plan suggested is expected to furnish a 
retirement benefit, an unemployment benefit and a device for 
saving with loan privileges. 

The Senate Committee plan suggests the idea of a "fortune at 
60" in the form of a lump sum settlement, with the comment: 
"What a difference in the psychological aspect--the bright, color- 
ful glamour of a fortune as compared to a somewhat drab and 
pale pension amounting to but one-third, or one-half, or at best, 
two-thirds of his working wage. To an employee under this plan 
'Life begins at 60.' " It  is encouraging to note that the authors of 
this book do not approve of this idea and emphasize that, if the 
purpose is old-age security, then "pension, annuity, or other 
income-certain provisions should be considered normal settlement 
arrangements, under the guidance of the trustees, and settlement 
by distribution in a single lump sum should be made only in 
exceptional cases." 

A comparatively novel idea suggested by the Senate Committee 
and approved by the authors of the book is that a life insurance 
benefit should be included that would decrease in amount as the 
savings element to the credit of an individual increases. Only in 
recent years has this idea become prominent in group life insur- 
ance plans, and even yet group insurance coverage is usually 
smallest where its need is most urgent and largest where it is of 
least importance. 

In case of dismissal or voluntary withdrawal from service it is 
recommended that the employee shall receive his own contribu- 
tions with interest, plus from 40 to 60 per cent of the accumula- 
tion of the employer's contributions. This is encouragingly lib- 
eral as compared with provisions of many group annuity plans, 
although it is gratifying to note that the tendency is toward 
larger withdrawal benefits under these other plans. The authors' 
discussion carries distinctly the idea of forfeiture on withdrawal, 
for the purpose of reducing turnover. Perhaps a transition is 
taking place with respect to this incentive: there is some doubt 
of the value of an employee held to his task by a penalty and 
besides, if we are discussing a share in profits that have already 
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accumulated, we may be on more dangerous ground than if we 
are discussing a contractual relationship under which an employer 
contributes regularly, whether or not he has made a profit. 

The Senate Committee suggests investment of employer con- 
tributions in obligations of the employer and the authors approve. 
Both would distinguish for investment purposes between employer 
and employee contributions, and the authors would invest differ- 
ently before and after an employee retires. Without reference to 
legal restrictions the reviewer suggests that all investment of such 
funds should at all times be free from the risk of the employer's 
business. There is good logical ground for the point of view that 
investment should be at the discretion of the governing body of 
the trust and that if, in their discretion, obligations of the em- 
ployer are attractive investments, these should be permitted on 
the same basis as the obligations of any other corporation. But 
the members of this board should be sympathetic with the man- 
agement of the employing corporation and there is too much 
danger that partiality may be shown. Surely the trust will be 
under no great handicap if it must refrain from such investment, 
and the employer will lose nothing if trust obligations have a 
ready market. The absence of such a market should certainly be 
a danger signal to the trustee. Too often in such discussion it is 
assumed that the employer will always be strong financially but 
if our economic history teaches anything it is that this assumption 
is not justified. 

Throughout this book runs the strain that corporations are being 
taxed too severely and that no stone should be left unturned to 
lower these taxes. The method is to center attention on the lower- 
ing of taxes for each particular corporation, and it is not clear 
whether the authors place their principal defense for profit-sharing 
schemes on their tax-lowering possibilities or on their intrinsic 
merits. Of course the officers of every corporation are interested 
in anything that will lower the corporation's taxes. But in advo- 
cating profit-sharing plans it would be short-sighted to neglect the 
prospect that any widespread lowering of taxes would in all proba- 
bility result in revision of the basic scale of taxation so as to 
produce total revenue comparabIe to that formerly collected. 

RAn~A~D B. ROBBINS. 
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Trends in Industrial Pensions, Murray W. Latimer and Karl 
Tufel. Industrial Relations Counselors, Inc., New York, 
1940. Pp. x, 88. 

A foreword by Bryce M. Stewart, Director of Research for 
Industrial Relations Counselors, points out that in 1933 this 
organization published a two-volume study entitled Industrial 
Pension Systems in the United States and Canada by Murray W. 
Latimer and that the present publication summarizes changes 
that have taken place in this field down to the close of 1938. A 
more extensive publication is contemplated in 1941 to give a sum- 
mary of the provisions of the various plans as of the end of 1940. 
The text of the publication under review justifies:the title. It  
consists of 13 short sections which, aside from an introduction and 
a summary, condense statements of findings under the headings: 

Recent Developments Affecting Pension Plans 
Spread of the Pension Movement 
Private Pension Plans and the Federal Pension System 
Eligibility for Participation in Pension Plans 
Conditions for Retirement 
Determining Pension Allowances 
Vesting of Annuities 
Growth in Number of Pensioners and Amount of Pension 

Payments 
Extent of Funding 
Changes in the Basis of Reinsurance 
Effect of Certain Taxes on Pension Plans 

The authors deliberately avoid discussion of the merits of the 
trends they note in the characteristics of pension plans, apparently 
reserving such evaluation for the more extensive publication con- 
templated next year. Statistical analyses of the pension plans 
studied are given in 26 tables that appear in an appendix. A care- 
ful reading of these tables will disclose many points of interest 
that could not be emphasized in the brief text. They reflect a very 
extensive study; to bring this up to the end of 1940 will be of 
distinct value. 

RAI~rAt~ B. ROBBI~S. 
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The Social Security Payroll Taxes. Ralph T. Compton. Com- 
merce Clearing House, Inc., Chicago, 1940. Pp. xvii, 446. 

Social Security Taxation and Records. Calvin E. Favinger and 
Daniel E. Wilcox. Prentice-Hall, Inc., New York, 1939. 
Pp. xxi, 649. 

In the preface to The Social Security Payroll Taxes the author 
describes the work as "a guide to the rules by which the payroll 
taxes are administered and by which their cost to the taxpayer 
may be minimized" which is "offered primarily to three types of 
readers--the employer-taxpayer and his agents, the tax adminis- 
trator and the university student." The author is Director of 
Research of the Associated Industries of Missouri and in that 
capacity one of his chief duties has been to assist employers 
toward an understanding of payroll tax requirements. The book 
comprises a discussion of the practical questions which confront 
payroll taxpayers. 

In addition to the federal old-age and unemployment insurance 
acts, there are now unemployment compensation laws in 48 states, 
the District of Columbia, Alaska and Hawaii. Consequently any 
discussion to be of value to the employer must be much too de- 
tailed to be of interest to the general reader. The book is divided 
into 4 parts : Part I, Scope and Background o] the Social Security 
System; Part II, Payroll Tax Rates, Credits and Measure; Part 
III, The Tax Base--"Employment by Employers"; Part IV, Mini- 
mizing Payroll Tax Costs : Unemployment Benefits and Employer 
Experience Rating. The following chapter headings from Part III,  
The Tax Base--"Employment by Employers" will further indi- 
cate the nature of the detail contained in this book: 

Chapter VI Coverage--"Employers" Subject to Tax 
Chapter VII "Employments" Subject to Tax 
Chapter VIII Employees and Independent Contractors 
Chapter IX Who is the Employer of an Employed Person ? 
Chapter X Exempt Employments 
Chapter XI Interstate Allocation of Taxable Wages 

These t3 chapters by the way represent 161 pages. As a reference 
work for employers, particularly those employing a considerable 
number of persons, this book would appear very useful. 

Social Security Taxation and Records, to quote from the preface, 
"has been designed primarily as a practical guide to employers 
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who are confronted and must contend with the problems arising 
as a result of social security legislation, to engineers who may be 
called upon to advise in the development of social security record- 
keeping systems, and to salesmen and representatives of office 
appliances so that, with a better understanding of the require- 
ments of such records, they may be better equipped to recommend 
systems to prospects that will take care of their needs adequately." 
This book in part discusses the same questions as The Social Se- 
curity Payroll Taxes, although in not nearly as much detail. 
About one-half the book, to quote from chapter headings, is de- 
voted to a consideration of such questions as: Records Required, 
Reports, Where Should the Records Be Kept, Sources oJ Informa- 
tion, Principles of Social Security Accounting Systems. There are 
described more than 40 social security record-keeping systems 
ranging from simple systems suitable for very small establishments 
to those using bookkeeping machines, punched cards and tabulat- 
ing equipment. The book contains many illustrations of office 
forms and tabulating cards used in various record-keeping systems. 

HOWARD G. CRANE° 
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PUBLICATIONS RECEIVED 

Accident and Health Insurance, Edwin J. Faulkner. McGraw- 
Hill, New York City, 1940. 

Best's Fire and Casualty Aggregates and Averages. First Annual 
Edition, 1940. Alfred M. Best Co., Inc., New York City, 1940. 

College Plans for Retirement Income, Rainard B. Robbins. 
Columbia University Press, New York City, 1940. 

Digest oJ Workmen's Compensation Laws oJ the United States 
and Territories. 16th Edition. Association of Casualty and 
Surety Executives, New York City, 1939. 

Food, Teeth and Larceny, Charles A. Levinson. Greenberg, New 
York City, 1940. 

Liability for School Accidents, Harry N. Rosenfield. Harper & 
Bros., New York City, 1940. 

Manufacturer and Insurance, Lawrence S. Myers. Revised Edi- 
tion. National Underwriter Company, Cincinnati, 1940. 

Modern Fire Underwriter, Charles F. Rupprecht. Spectator Com- 
pany, Philadelphia, 1940. 

Compensation o/ War Victims. Studies and Reports, Series E, 
No. 6. International Labour Office, Washington, D. C., 1940. 

Motor Vehicle Inspection Manual. American Association of Motor 
Vehicle Administrators, Washington, D. C., and National 
Conservation Bureau, New York City, 1940. 

Principles o/Surety Underwriting, Luther E. Mackall. (Fifth 
Edition) The Spectator Company, Philadelphia, 1940. 

Review of the following publication appears in the current 
numbers of the Transactions of the Actuarial Society of America 
and the Review of the American Institute of Actuaries : 

Blood Pressure Study, 1939. Compiled and published by the 
Actuarial Society of America and the Association of Life 
Insurance Medical Directors, New York, 1940. 



CURRENT ~OTES 191 

CURRENT NOTES 
THOMAS O. CARLSON, CURRENT NOTES EDITOR 

AUTOMOBILE 

Rate Changes 

The only rate changes for Automobile made effective in the 
last few months were in New York and Texas; in both states the 
average effect of the rate changes was a substantial reduction. 
Policy Forms 

A new automobile policy known as the schedule liability form 
was issued effective September 16, 1940. The new policy offers a 
means by which insurance may be afforded, at the option of the 
insured, for (1) automobiles owned by the insured, (2) automo- 
biles hired by the insured and (3) automobiles not owned by the 
insured but which are used by others in connection with his 
business. 

Before this policy was issued, in order to provide insurance for 
all three of these elements the basic policy had to be amended by 
the addition of endorsements. 

BOILER AND MACHINERY 

New Coverages 

Seasonal plant ratings were introduced last June for Boiler and 
Machinery insurance. Under this form of rating plants operated 
on a seasonal basis are allowed a reduction in premium with no 
suspension of the insurance during the off-season period. 

On July 15 there was introduced an optional form of coverage 
known as Group Coverage. This is a plan for insuring certain 
kinds of boiler or machinery objects by groups without listing or 
describing the individual objects in the policy. The premium for 
the group is fixed at the beginning of the policy period, no adjust- 
ment of premium being made for objects added to or subtracted 
from the group during the policy term. 

Effective last December, coverage for malicious mischief, van- 
dalism and sabotage was made available. This new coverage is 
effected by endorsement of the standard boiler and machinery 
policy. 
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B UROLARY 

Bank Burglary & Robbery 

Bank Robbery rates were reduced in thirty-six states effective 
September 2, 1940, the average reduction in the countrywide rate 
level being about 15%. 

At the same time the underwriting rule governing terms of 
policies was amended to permit the writing of all bank burglary 
and robbery policies for a term of three years. Previously the 
writing of three-year policies had been restricted to certain ter- 
ritories and coverages. 

GENERAL 

Comprehensive Liability Policies 

On January 20, 1941, policy forms and manual rules were 
made available for the writing of comprehensive liability insur- 
ance. Standard provisions were established for comprehensive 
automobile liability policies, for comprehensive general liability 
policies, and for combination comprehensive automobile and gen- 
eral liability policies. 

The essential differences between these new comprehensive lia- 
bility policies and the regular form policies written heretofore 
are first, that they insure against liability for all hazards not 
specifically excluded, second, that the insurance afforded applies, 
automatically and without notice to the company, to almost any- 
thing the insured may do during the policy term and, third, that 
they fill in such chinks or gaps as may be left open when specific 
hazards and operations are insured. The new policies are of the 
single insuring clause type whereas the standard forms of separate 
and schedule policies insure specifically described operations or 
hazards selected by the insured. 

In the past, whenever automatic coverage has been given, it 
has generally been afforded on condition that notice be given to 
the company within a specified number of days. Under the new 
program, a complete survey of all existing and anticipated haz- 
ards will be made on each risk prior to issuance of a compre- 
hensive policy which will insure against liability for all such 
hazards and in addition all other hazards which may develop 
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during the policy term and which are not specifically excluded. 
The initial premium for the policy is based on the hazards dis- 
closed by the survey and adjustment is made by audit each year 
to determine the hazards which actually existed. 

In order to obtain a comprehensive automobile policy an in- 
sured must be willing to insure his complete automobile liability 
for both bodily injuries and property damage for all owned auto- 
mobiles, hired automobiles and employer's non-ownership. Garage 
operations are not as yet included under this program. In order 
to obtain a comprehensive general llability policy an insured must 
be willing to insure his liability for bodily injuries in connection 
with all hazards except product and contractual liability which 
are optional. All property damage liability is also optional. 
Workmen's compensation and employers' liability are excluded 
from this policy. 

The advance premium for a comprehensive policy is obtained 
by applying the rules, classifications, rates and minimum pre- 
miums contained in the manuals to the insured's existing ex- 
posures in the regular manner. The resulting total premium is 
then increased by 1% which is the additional charge for the 
comprehensive feature of the insurance. At the end of the year 
an audit is made and the advance premium is adjusted in accord- 
ance with the insurance afforded during the year. 

Tuition Re/und Plan 

A new form of indemnity for educational institutions which 
has been current in England is now being written in the United 
States by a few companies. The coverage as written by one com- 
pany is termed the "Tuition Refund Plan" and indemnifies par- 
ents for tuition fees that would otherwise be forfeited should a 
student be incapacitated by illness, accident or quarantine, from 
continuing his or her course at school or college. In the event 
of the closing of an institution due to an epidemic, refund is pro- 
vided for every school day lost, whereas in the case of illness of 
a pupil there is a deductible period of one week. The name of 
each student insured is listed on a master policy which is held by 
the school on behalf of the parents. 
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GLASS 

Rate Revision 
A number of changes were made on September 2, 1940, in the 

rates and rules for the insurance of glass. The rates for commer- 
cial, public livery and private livery automobiles were reduced 
by about two-thirds. Other classification rate changes affected 
neon signs and refrigerator show cases, and store fronts. The ter- 
ritorial and zone differentials were changed in twenty-four rating 
territories but the net effect countrywide was negligible. 

MISCELLANEOUS LIABILITY 

Manual Changes 

Continuing the program of separating its manual of liability 
insurance into separate manuals for each line, the National Bu- 
reau of Casualty and Surety Underwriters, on August 19, 1940, 
issued two new self-contained manuals, one for Product liability 
and one for Elevator liability. The rules and rates on these lines 
were formerly incorporated in the Manual of Liability Insurance 
along with Manufacturers' and Contractors', Teams, and Owners' 
or Contractors' Protective liability. The Owners', Landlords' and 
Tenants' line had been placed in a separate manual the previous 
year. With the issuance of the new manuals there was an exten- 
sive revision of rules and classifications. The classification word- 
ings for the manufacturing classifications in the Product manual 
were revised so that the reference now is to the product manu- 
factured rather than to the type of manufacturing. 

Rate Changes 

Effective August 19, 1940, the rates for Product bodily injury 
and property damage liability were revised countrywide. The 
effect of the revision on the bodily injury manual rate Ievel coun- 
trywide was a reduction of 18%. For property damage the 
countrywide reduction was estimated to be about 35%. The 
standard minimum premiums were also reduced on both coverages. 

Lower excess limits tables were made effective for both bodily 
injury and property damage. The reduced bodily injury tables 
made effective the previous year for Owners', Landlords' and 
Tenants' liability were made applicable to the Product line while 
a new reduced property damage excess limits table was introduced. 
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Effective on the same day as the Product liability rate revision 
the rates for Elevator liability and collision were revised through- 
out the country. The number of rating territories for bodily 
injury was increased from seven to twenty, the rates being in- 
creased in some territories and reduced in others. The effect of 
the rate revision on the countrywide bodily injury rate level was 
a slight reduction. Elevator property damage and collision rates, 
which are on a countrywide basis, were also reduced, the reduc- 
tions amounting to approximately 20% for property damage and 
to more than 50% for collision. 

The reduced bodily injury and property damage excess limits 
tables which had been introduced for Owners', Landlords' and 
Tenants' liability the previous year were made applicable to the 
elevator line. 

Experience Rating Plan 

The manual rule with regard to the policy period for Elevator 
and Owners', Landlords' and Tenants' bodily injury risks quali- 
fying for experience rating was changed on August 1, 1940. Prior 
to that time, policies covering such risks in the states in which 
the experience plan was effective could not be written for a longer 
period than one year. Beginning on that date the new rule per- 
mits policies on experience-rated risks to be written for either 
one year or three years, the three-year policies to be subject to 
the usual discounts applicable to non-experience-rated risks as 
well as to experience modifications. 

SURaT¥ 

Graded Commissions 

On October 22, 1940, a scale of graded commissions payable 
on bonds covering aircraft, shipbuilding and supply and advance 
payment bonds in connection therewith was made effective. The 
maximum commission payable ranges from 30% on the first 
$25,000 of premium to 5% on that portion of the premium over 
$100,000. The graded schedule contemplates, on the part of the 
companies, a reduction of the premium charge made to the obligee 
to reflect the savings in commission. The rule was adopted in 
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answer to the national emergency and is subject to review in 
eighteen months. 

Forgery Manual Changes 

A new forgery section of the surety manual was issued last 
December. Included in the new pages was the authorization of 
a rider eliminating reinstatement premium charges. The addi- 
tional charge for the attachment of such a rider to the policy was 
set at 3% of the current annual premium, with a minimum of 
$15. Other changes contained in the new pages included new rules 
for blanket coverage on branches under the depositors forgery 
bond and rate reductions for larger amounts of insurance under 
both the securities blanket bonds. 

W O R K M E N ' S  COMPENSATION 

Legislation 

On December 5, 1940, a workmen's compensation law became 
effective in the State of Arkansas, having been approved at the 
polls on November 5. This leaves Mississippi as the only state 
in which workmen's compensation legislation is not effective. 
Rates were promulgated for Arkansas by the National Council, 
based on the rates for Louisiana with proper adjustments for 
differences in benefit levels and other provisions affecting rates. 

Legislation enacted during 1940 increased compensation costs 
by the following estimated percentages. 

State Estimated 
I n c r e a s e  

A l a b a m a  . .--f~.. . . . . . . . . . .  1 .4% 
I K e n t u c k y  . . . . . . . . . . . . . . .  2.9 % 
I New York . . . . . . . . . . . . . .  0.8% 

The change in Alabama aIso extends the act to include em- 
ployers having eight or more instead of sixteen or more employees, 
bringing an estimated 2,700 additional concerns under the law. 

Rate Revisions 
The downward trend in rate levels continued during 1940, all 

rate level changes made during the year being downward except 
for New Jersey, where a 2.4% increase was made effective. 
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Multi-Split Experience Rating Plan 

The Multi-Split Experience Rating Plan developed by the Na- 
tional Council on Compensation Insurance, which was mentioned 
in Current Notes, Volume XXVI, having been approved by over 
two-thirds of the jurisdictions to which it had been tentatively 
submitted, is being filed by the Council with the various state 
authorities concurrently with the filing of the general rate revi- 
sions. The plan is to be known as "Experience Rating Planm 
1940." A complete explanation of it is given by Mr. J. J. Smick 
in Volume XXVI, Part I, of the Proceedings. 

By January 1, 1941, the plan was already in effect in Massa- 
chusetts, Michigan, Minnesota, Missouri, Utah and Wisconsin 
and effective dates later in the year had been set for several 
other states. 

Retrospective Rating Plan 

The Texas Board of Insurance Commissioners on August 10, 
1940, promulgated revised basic premium ratios applicable to 
risks rated under the Texas Retrospective Rating Plan. The new 
rating values reflect the graduation of provisions for certain com- 
pany expense by size of risk. 

PERSONAL NOTES 

Eckford C. DeKay is President of DeKay & Company. 

C. H. Franklin has retired and is now residing in Seattle, 
Washington. 

Harry V. Williams is connected with the Rating and Research 
Department of the Hartford Accident and Indemnity Co. 
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BY 

SAUL B. ACKER]~fAN 

(OF T~E N ~ w  Yo~ BA~) 

ACCIDENT---i~IEANS 

[Provident Life & Accident Ins. Co. vs. Wallace, 137 S. W. (2d) 
889.] 

The plaintiff purchased an accident policy covering "bodily 
injury which is effected solely through external, violent and acci- 
dental means * * * " 

The plaintiff testified that he stopped his automobile at the 
curb and went into a store to make a purchase, when he returned 
and attempted to start his car it started momentarily and stopped 
and he again stepped on the starter without results and repeated 
this motion a time or two. He then got out of his car and started 
to push it in order to start the motor in this manner. After he 
got the car started he got back into the car and his side began 
to hurt. 

He went to his doctor and learned that he sustained a hernia. 
This consultation was had seven days after the injury, and an 
operation was performed which disabled him for the period on 
which suit was based. 

The plaintiff sued to recover two months benefit due to a 
hernia injury while attempting to push the car. What was the 
company's liability ? 

The court held that the plaintiff intended to push the car in 
order to start it, and to do so the car must be in gear requiring 
force to turn over the engine. He was conscious of the strain he 
was voluntarily exerting and necessarily anticipated the strain, 
but, of course, he did not expect a hernia to result from the strain. 
The only unforeseen and unexpected thing that happened was the 
rupture, which naturally resulted from the excessive strain volun- 
tarily exerted. 

Upon this state of facts, the court held that the injury which 
was effected was not caused solely through external, violent, and 
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accidental means. Therefore, the policy did not cover the injury 
and the plaintiff was not entitled to a recovery. 

The general rule is that an injury is not produced by accidental 
means, within the meaning of the policy, where the injury is the 
natural result of an act or acts in which the insured intentionally 
engages. A person may do certain acts the result of which pro- 
duces unforeseen consequences resulting in what is termed an 
accident; yet it does not come within the terms of this contract. 
The policy does not insure against an injury that may be caused 
by a voluntary, natural, ordinary movement executed exactly as 
was intended. 

AUTOMOBILE--PuBLIC CARRIER 

[Commercial Standard Ins. Co. v s .  Foster, 31 F. Supp. 873.] 

The defendant, a truckman, obtained an automobile liability 
policy written in accordance with the requirements of the Kansas 
statute. The statute provided that no license shall be issued to 
any carrier until such applicant shall have filed a liability insur- 
ance policy in a sum deemed adequate, "which liability insurance 
shall bind the obligors thereunder to pay compensation for in- 
juries to persons and loss of or damage to property resulting from 
the negligent operation of such carrier." 

In accordance with this requirement the defendant obtained an 
automobile insurance policy and the contract of insurance read: 
"Commercial Standard Insurance Company * * * does hereby 
insure the assured * * * against direct loss or expense resulting 
from claims upon assured for damages directly resulting from 
or caused by reason of the ownership or maintenance of the 
vehicles described * * * and directly resulting from the use 
thereof for the operations described--(transportation of mer- 
chandise, and for no other use or operation),--in direct connec- 
tion with the assured's occupation (trucking, livestock and farm 
prod.) to an amount not exceeding the limit stated, etc." 

The policy was made subject to the further condition that it 
did not cover loss arising from any use of the vehicle for any 
operation other than specified,--"transportation of merchandise. 
Principally over the route authorized by the Kansas Corporation 
Commission. * * * " 



200 LEGAL NOTES 

One Sunday evening, the defendant, accompanied by his family, 
sister, and mother-in-law, drove a truck, described in the policy, 
some five or six blocks from his home to that of his mother-in- 
law, the purpose being to return his mother-in-law to her home. 
No merchandise was being transported and none had been trans- 
ported that day. The truck at times previously had been used by 
the defendant for the transportation of livestock and other mer- 
chandise. While the truck was parked in front of the home of 
the defendant's mother-in-law, the driver of a Ford automobile, 
drove into the rear end of the truck, the collision resulting in 
injuries and one death. 

The company denied liability since the accident occurred while 
the vehicle was not used in the course of the assured's business 
as a contract carrier. In accordance with the statute a policy 
must be obtained covering injuries to persons or property "result- 
ing from negligent operation of such a carrier." Was the insur- 
ance company responsible for the accident ? 

The court held that when the truckman took the members of 
his family into the truck and drove some few blocks to the home 
of his mother-in-law and parked the truck in front of her home, 
he was not engaged in an operation as a carrier, and there was 
no coverage. 

It may be that it was not consistent with good public policy 
to require that a truck used in the transportation of merchandise 
be covered by insurance while engaged in such transportation, 
and, at the same time, leave the owner of the vehicle free to 
operate the vehicle for pleasure or personal convenience without 
insurance coverage. But, whether the Legislature was wise or 
unwise in prescribing the kind of policy which it did prescribe 
was of no concern to the court. 

By the addition of a word or two to the statute it could have 
been worded to require that vehicles operated by a licensed car- 
rier have insurance coverage irrespective of the nature of the 
operation. But that was not done, and the court was not war- 
ranted in reading into the statute that which was not there. 

The defendant truckman relied in his argument upon the third 
paragraph of an endorsement of the Kansas Corporation Commis- 
sion, which was attached to the policy. The provision read: 
"Nothing contained in the policy or any endorsement thereon, nor 
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the violation of any of the provisions thereof by the assured, 
shall relieve the company from liability thereunder." This por- 
tion of an endorsement attached to the policy was required by 
the rules of the Kansas Corporation Commission. The provisions 
and limitations of the policy and the Commission's power to 
adopt rules flow from the same statutory authority and the en- 
dorsement was in a sense subsidiary to the insurance contract. 
The endorsement, under the circumstances, should not be given 
effect that would operate to change the terms of the contract 
prescribed by the statute and written into the policy. 

BANKERS' BLANKET BOND---DIscOVERY PERIOD 

[Bank of Kaukauna v s .  Maryland Casualty Co., 291 N. W. 319.] 

The insured had a "Bankers' Blanket Bond" which was issued 
on April 1, 1931. The Bond was renewed annually until it was 
cancelled by the insured as of April 1, 1937. The loss which wa~ 
caused by embezzlement by the bank's cashier was not discovered 
by the bank until April 21, 1938. On that day the bank notified 
the insurance company of its discovery of the loss and until that 
day there was no notice or intimation of any wrongdoing by the' 
cashier. The policy provided that the insurance company should 
be liable for losses caused by employees prior to cancellation or 
should have terminated and should be discovered before the ex- 
piration of one year from such termination, and in case of all 
other losses, before the expiration of one year from the date of 
such cancellation. In addition the bond provided that notice 
should be given within ten days after discovery of any loss. 

The bank contended that before the expiration of one year from 
its cancellation of the bond defalcations by its assistant cashier 
were discovered and an audit was made by which the amount of 
its loss by his defalcations was determined, and notice as to that 
loss was given to defendant prior to April 1, 1938 ; that in making 
that audit it was also discovered that the cashier and assistant 
cashier had conspired together to defraud the plaintiff by each 
embezzling money, etc., of the plaintiff for his own use, and to 
conceal the knowledge of each other's embezzlement from the 
plaintiff's officers and stockholders and the public. The bank 
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claimed that its discovery within the one year period of the 
assistant cashier's defalcations and of the conspiracy between 
him and the cashier constituted such a discovery that the loss 
sustained by reason of the cashier's defalcations was likewise to 
be deemed to have been discovered within that one year period; 
and that therefore the latter loss was within the coverage of 
the bond. 

The bank did not contend that the assistant cashier or the 
cashier was the instigator of defalcation or wrongdoing by the 
other or in any way actively participated in bringing it about, 
or that the loss caused by either's defalcations was in any way 
attributable to the other, or that either received or was benefited 
by the fruits of the other's defalcations. On the other hand, it 
appeared that the loss due to the assistant cashier's defalcations 
was separate and distinct from the loss by reason of the cashier's 
defalcations, and that the latter loss was not part of the loss 
due to the defalcations by the assistant cashier which were dis- 
covered within the one year period. What were the rights of the 
bank ? 

The court held that under the circumstances the mere facts that 
each employee was aware of the other's defalcation and that they 
conspired to conceal their knowledge thereof, and that the dis- 
covery within the one year period of the existence of the con- 
spiracy ultimately led to the discovery, after the expiration of 
that year, that is on April 21, 1938, of the loss caused by the 
cashier's defalcations, did not constitute the loss by reason of 
his defalcations any part of the loss caused by the assistant 
cashier. Consequently the discover), within the one year period 
of the loss caused by the assistant cashier was not likewise such a 
discovery within that period of the loss caused by the cashier as 
was necessary in order to constitute the latter loss within the bond 
coverage. The provision limiting the coverage to such losses as 
should be discovered before the expiration of one year from the 
date of the cancellation of the bond was absolute and uncondi- 
tional. Only such loss as was in fact discovered within this period 
was in the coverage and unless it was so discovered there could 
be no recovery therefor under the bond. 

Moreover, even if plaintiff's discovery of the assistant cashier's 
defalcations and of the conspiracy between him and the cashier 



~ECAZ NO~ES 203 

before the expiration of the one year period on April 1, 1938, 
could have been deemed to constitute also the discovery within 
that period of the loss caused by the cashier, plaintiff would still 
not be entitled to recover because of the failure to give notice to 
defendant of the cashier's defalcation within ten days after such 
discovery thereof. 

COM[PEN SATION----LOCATION 

[Sponheimer vs. Kelly et al., 18 N. Y. S. (2d) 266.] 

An employer was the owner of premises at Nos. 214 and 222 
East 41st Street, New York City. He also owned a private resi- 
dence at 55 East 193rd Street, a farm at Norwalk, Connecticut, 
and a property on 37th Street, New York City. He leased the 
properties on East 41st and 37th Streets and occupied the resi- 
dence and farm. Claimant was employed by him as a janitor 
for the leased properties and to do whatever was necessary about 
the premises. On April 29, 1938, the employer directed the claim- 
ant to go to his residence on East 193rd Street to assist in taking 
in some coal. He was there directed by the employer to cut a 
limb from a tree in front of the premises and while so engaged 
fell from a stepladder and was injured. 

The employer had purchased a workmen's compensation policy 
and the declarations of the policy gave the location of all the 
buildings or other workplaces of the employer as "218 East 41st 
Street, New York, N. Y.," the classification of operations as 
"Building (N. O. C.)--operation by owner or lessee---including 
care, custody and maintenance of premises, the operation of ele- 
vators or heating, lighting or power apparatus," and also con- 
tained this statement: "Item 5. This Employer is conducting no 
other business operations at this or any other location not herein 
disclosed--except as herein stated: Other locations, above opera- 
tions only covered hereunder." The policy included a provision 
to the effect that the carrier agreed to indemnify the employer 
"against loss by reason of the liability imposed upon him by law 
for damages on account of such injuries to such of said employees 
as are legally employed wherever such injuries may be sustained 
within the territorial limits of the United States of America or the 
Dominion of Canada." At the time of the issuance of the policy 
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the carrier wrote the employer as follows: "Replying to your 
inquiry as to the scope of territorial coverage on the above cap- 
tioned policy, we would direct your attention to paragraph 1, 
Division B of this policy which states that coverage applies any 
where within the territorial limits of the United States of America 
or the Dominion of Canada." 

The insurance company claimed there was no coverage for the 
accident at the residence on East 193rd Street. What were the 
rights of the injured employee ? 

The court was of the opinion that the language used in item 5 
of the declarations was ambiguous and should be construed most 
favorably to the assured. The operations specified in the policy 
were covered at other locations as well as 214 East 41st Street, 
and the work which the claimant was engaged in at the time of 
the accident and the location at which the accident took place 
came within the coverage under the policy. 

F I D E L I T Y ~ L I M I T A T I O N  OF L I A B I L I T Y  

[Bradley v s .  Fidelity Casualty Co. of New York, 14 A. (2d) 894.] 

The defendant issued a Fidelity Bond in which the insurance 
company agreed to indemnify the plaintiff employer against the 
loss of any money * * * through the * * * dishonesty of any 
Employee named in the schedule forming part of the bond * * * 
while such Employee held any position at any place in the service 
of the Employer while the bond was in force. 

The agreement was subject to the following conditions: " 
• * * * * * * * 

3. The liability of the Surety on account of any one Employee 
shall not exceed the amount set opposite the said Employee's 
name in the said schedule. * * * 

• * * * * * * * 

10. If this bond is issued as a continuation of a bond previously 
issued by the Company to the Employer, the Company shall be 
liable under this bond for any loss discovered after the termina- 
tion of such former bond which may have occurred at a date at 
which the Employer may have been covered in respect of such 
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loss by the former bond; but the Company's liability (1) for 
any loss occurring within the term of the old bond shall be sub- 
ject to the limit and conditions of the Company's liability speci- 
fied under the said old bond; (2) for any loss occurring within 
the term of this bond shall not exceed the limit of the Company's 
liability specified in this bond. Subject to the foregoing limits 
as respects each bond, the Company's aggregate liability under 
both bonds for all loss or losses shall in no event exceed the 
greatest amount for which the Company could be liable for such 
loss or losses under one of the said bonds." 

On February 23, 1935, after two renewals and while the bond 
was in effect, it was discovered that an employee named for 
$1,000 in the schedules each year was a defaulter. Subsequent 
investigation revealed that during the first year the bond was in 
force the losses attributable to him totaled $906.95; during the 
second year they exceeded $1,000; and during the third year 
amounted to $764.09, or a total of $2,671.04. 

Plaintiff claimed the full amount upon the theory that the 
yearly premiums paid for a protection of $1,000 per year, i.e. 
that defendant's liability on the bond was cumulative. What 
were the rights of the plaintiff ? 

The court held that the bond did not automatically expire, and 
could be cancelled only by written notice. Such being the case, 
the insurer's liability was non-cumulative. Even if it was assumed 
that the technical effect of the schedules was to create successive 
bonds, in view of the express provisions of paragraph 10, the 
defendant's liability could not be cumulative. 

The language of the bond indicated that the issuing of each 
subsequent schedule "as a continuation of a bond previously 
issued," and that paragraph contemplated a possible liability to 
the insured, within the specific limitations, for defalcations by 
any employee named in the applicable schedule occurring in any 
one, or two, or all three, of the years involved. 

The paragraph expressly provided: "Subject to the foregoing 
limits as respects each bond, the Company's aggregate liability 
under both bonds for all loss or losses shall in no event exceed 
the greatest amount for which the Company could be liable for 
such loss or losses under one of the said bonds." In this case 
that "greatest amount" was $1,000. The plain meaning of the 
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words must control, and the fact that the defendant was a paid 
surety could not warrant a construction which would disregard 
the clearly expressed intention of the parties. 

GARAGE LIABILITY--OMNIBUS COVERAGE 

[Newton v s .  Employers Liability Assur. Corporation, 107 F. (2d) 
164.] 

Appellant was injured in Norfolk, Va., by an automobile driven 
by one Green, a salesman employed by Hudgins-Luring, Incorpo- 
rated, the owner of the automobile. Green was driving the auto- 
mobile with the permission of his employer but was not at the 
time engaged in the employer's business. A suit by appellant 
against Green and the employer resulted in a judgment for 
$5,000 against Green but absolving the employer from liability. 
Green was insolvent and execution against him was returned un- 
satisfied. The injured thereupon instituted suit to recover under 
the policy issued to the employer, on the theory that Green's 
liability was covered thereunder. 

The policy was an automobile garage public liability policy. 
Hudgins-Luring, Incorporated, of Norfolk, Va., was named as 
assured and the operations of that company were described as 
"automobile dealer or repair shop." 

Under the terms of the policy the term "Assured" was defined 
as follows in accordance with the approval of the State Bureau of 
Insurance: The unqualified word "Assured" includes not only 
the named Assured but also any partner thereof if the named 
Assured is a partnership, and the president, vice-president, secre- 
tary and treasurer of the corporation with respect to the opera- 
tion, for business or pleasure, of any automobile owned by or in 
charge of the named Assured, except an automobile owned by 
such partner or officer or by a member of his family. 

The policy was subject to the provisions of the Financial Re- 
sponsibility Law. In accordance with the Law of the State it 
was required that: "No such policy shall be issued or delivered 
in this State, to the owner of a motor vehicle, by any corporation 
or other insurer authorized to do business in this State, unless 
there shall be contained within such policy a provision insuring 
such owner against liability for damages for death or injuries to 



SECAL NOTES 207 

person or property resulting from negligence in the operation of 
such motor vehicle, in the business of such owner or otherwise, 
by any person legally using or operating the same with the per- 
mission, express or implied, of such owner." What was the liabil- 
ity of the insurance company ? 

The court held that there can be no question but that the pro- 
visions of the statute above quoted are made a part of the policy. 
This is expressly provided by paragraph four of the policy to the 
effect that the insurance provided by the policy "shall conform to 
the provisions of the motor vehicle financial responsibility law 
of any state or province which shall be applicable with respect 
to any such liability arising from the use of such liability during 
the policy period, to the extent of the coverage and limits of liabil- 
ity required by such law." 

It was claimed that, since the statute required that the policy 
should contain a provision insuring the "owner against liability," 
its language had no application to cases such as this where there 
was no liability on the part of the owner. Such an interpretation 
would ignore the language which defines the liability as that "for 
damages for death or injuries to person or property, resulting 
from negligence in the operation of such motor vehicle, in the 
business of such owner or otherwise, by any person legally using 
or operating the same with the permission, express or implied 
of such owner." If the coverage should be limited to liability of 
the owner, one of the principal purposes of the statute would be 
defeated, i.e. to eliminate contests over coverage in actions under 
such policies. In fact, if the act was limited in interpretation to 
the liability of the owner, there would have been no point in its 
enactment, since under existing law there was no trouble as to 
the coverage of policies protecting the liability of the owner. 

There was no reason to make any distinction between a garage 
liability policy and any other policy insuring against liability 
for damages resulting from negligence in the operation of a motor 
vehicle. The statute made no such distinction, saying in the 
broadest possible language "no such policy shall be issued," etc. 
The policy in question undoubtedly insured against liability for 
damages resulting from negligence in the operation of a motor 
vehicle ; and it was perfectly clear that the mandate of the statute 
could not be avoided and the statutory coverage of the policy 
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narrowed by the method followed by the State Bureau of Insur- 
ance which may have followed a practice not in conformity with 
the requirements of the statute. 

HOSPITAL~EFFECTWE DATE 

[Stripp v s .  United Casualty Co., 12 A. (2d) 167.] 

On September 13, 1938, the plaintiff signed an application for 
a policy and as a result there was issued to her by defendant a 
policy dated September 17, 1938. Plaintiff also requested the 
issuance of a surgical rider, but because the agent did not then 
know whether such a rider was available, the rider was not issued 
until October 13, 1938. On the evening of November 23, 1938, 
plaintiff complained of pains in the lower right side of her ab- 
domen and she visited a doctor, who diagnosed it as acute appen- 
dicitis. She went to the hospital the next day and was operated 
upon the following day and her appendix removed. 

The policy insured "against loss due to expense of Hospital 
residence * * * necessitated by sickness which is contracted and 
begins while this policy is in force and after it has been main- 
tained in continuous force for not less than thirty consecutive 
days from its date." 

The insurance company argued that the policy, dated Septem- 
ber 17, 1938, did not cover illness unless contracted after the 
policy has been in force for thirty days from its date, and as the 
surgical rider, dated October 13, 1938, was "subject to all the 
terms, conditions and provisions of said policy, "therefore the 
rider did not take effect until thirty days later. What was the 
company's liability ? 

The court held that the contention that the policy did not go 
into effect until October 13, 1938, would be a forced and unwar- 
ranted construction. The true meaning of the rider as stated 
therein was that the rider applied where the sickness was "cov- 
ered by said policy," and therefore the effective date was Septem- 
ber 17, 1938. 
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LIABILITY--ALTERATIO~ AND ~EPAIRS 

[Maryland Casualty Co. vs. Scharlack, 31 F. Supp. 931.] 

The plaintiff insurance company issued an Owners', Landlords' 
and Tenants' Public Liability Policy to the defendant. An exclu- 
sion in the policy under "General Insuring Agreements" read as 
follows: "Subdivision VII. This policy does not cover: * * * ", 
nor any accident caused directly or indirectly by (2) any person 
employed by the Assured contrary to law as to age of employ- 
ment, or under the age of sixteen (16) years where there is no 
such age restriction; (3) or resulting from additions to structural 
alterations in, or extraordinary repairs of the premises or any 
part thereof, unless a written permit, specifically describing such 
work, shall have first been granted by the Company, and attached 
to, identified with, and made a part of this policy, except that 
ordinary repairs may be made without such permit. 

In the fall of 1937, while the policy was in force, the defendant, 
L. J. Scharlack, entered into a contract for substantial repairs 
and alterations on the first floor of the building, which were 
structural alterations or extraordinary repairs within the meaning 
of the above clause of the policy. 

The entire building was heated by steam pipe fittings, and in 
connection with the alterations and extraordinary repairs, it be- 
came necessary to disconnect and take out the steam return lines 
in order to lower the floor of the building since the pipes were 
fastened to the bottom of the old wood floor. When the old floor 
was taken out, the pipes had to come with it. 

While the structural alterations and extraordinary repairs were 
under way, the building was without heat. On November 19th 
some of the tenants on the upper floors (where no work was 
being done) complained that they were entirely without heat 
and notified Scharlack that they would refuse to pay rent and 
would hold him liable if they, or any of their employees were 
made ill by lack of heat. On November 21, 1937, while the repairs 
were still being carried on, a severe cold spell occurred. The 
building manager placed electric heaters in the offices but they 
burned out the fuses. He then bought approximately eighteen 
charcoal burners which were used for some three or four days. 
Kerosene oil was poured on the charcoal and lighted with matches. 
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The burners would not have been used to heat the upper floors 
of the building had it not been for the fact that there was no heat 
in the building at that time. 

The charcoal burners gave off injurious fumes in the offices 
on the second and third floors. Five of the original defendants 
in this case brought suits for damages against Scharlack in the 
state court. Plaintiff was duly called upon by Scharlack to 
defend these suits but the company disclaimed liability in writing 
stating that the claims were based on conditions that were a 
direct result of extraordinary repairs or structural alterations of 
the premises insured. Suits by other tenants were filed against 
Scharlack, and plaintiff again denied liability on the same 
grounds. 

The state court suits resulted in judgments against defendant 
Scharlack totaling $6,500. The defendant, L. J. Scharlack, paid 
$1,025 in attorney's fees in defending the actions in the state court. 

As originally brought, plaintiff asked for an injunction restrain- 
ing the further prosecution of the suits in the state court, which 
application was refused by the court. 

The plaintiff contended that as applied to the facts in this case 
the exclusion provisions of Subdivision VII should read: "This 
policy does not cover: * * * any accident * * * directly or in- 
directly * * * resulting from additions to, structural alterations 
in or extraordinary repairs." 

In other words, the plaintiff contended that the words "directly 
or indirectly" appearing in sub-paragraph (1) of the exclusion 
clause should be read into sub-paragraph (3) as well as sub- 
paragraph (2), which immediately follows the words "directly 
or indirectly." The plaintiff claimed that the accidents, which 
resulted in judgments against Scharlack in the state courts, "in- 
directly" if not "directly," resulted from the structural altera- 
tions and extraordinary repairs. What were the rights of the 
insurance company ? 

The court held that even a casual reading of the exclusion para- 
graph in the policy demonstrated that it was "of uncertain import 
and reasonably susceptible to a double construction." The most 
that could be said of it, favorable to the insurer, was that it was 
not clear whether the words "directly or indirectly" limiting the 
words "caused by" likewise limit the subsequent words "resulting 
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from," appearing in a separate numbered sub-section of the exclu- 
sion clause and separated from the preceding sentence by a 
semicolon. 

In other words, if the words "directly or indirectly" had been 
placed in front of the words "caused by," and words "or resulting 
from" had immediately followed, there would have been no doubt 
that it would have applied to each of the succeeding numbered 
sub-sections. 

Applying the rule which requires a construction favorable to 
the insured in cases of "uncertain import," the court held that 
the words "directly or indirectly" apply to and limit only the 
phrase, "any accident caused directly or indirectly by (2) any 
person employed by the Assured contrary to law as to age of 
employment, or under the age of sixteen (16) years where there 
is no such age restriction"; and did not apply to, limit or restrict 
the succeeding numbered sub-section (8), "or resulting from addi- 
tions to, structural alterations in or extraordinary repairs of the 
premises, or any part thereof * * * " 

The purpose of the exclusion clause as to "structural altera- 
tions" or "extraordinary repairs" of the premises was, of course, 
that the insurer should not be subjected to the unusual hazards 
of such an undertaking without compensation therefore. Cer- 
tainly since Scharlack did not secure a written permit for the 
repairs from plaintiff, a person injured by falling timber or by 
stumbling over debris, etc., could not recover on the policy. It  
was equally clear that, under ordinary circumstances, if the steam 
heating apparatus had suddenly become unworkable from other 
causes, thus making it necessary for Scharlack to furnish heat by 
means of charcoal burners, the insurance company would have 
been liable for Scharlack's negligence in respect to the burners. 

The causes of action against Scharlack asserted in the state 
courts were based not upon any negligence, direct or indirect, in 
making the alterations but upon Scharlack's negligence in the 
matter of furnishing charcoal heaters which threw off carbon 
monoxide fumes. It  was questionable whether these causes of 
action resulted even indirectly from the alterations; they m a y  
have; but, in the opinion of the court it was too far fetched to 
discharge the insurer where the exclusion provisions were sus- 
ceptible of two interpretations, equally fair, one of which allowed, 
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and the other defeated, recovery. Therefore, the company was 
liable. 

LIABILITY~NoTICE OF CLAIM 

[Brookville Electric Co. vs. Utilities Ins. Co., 142 S. W. (2d) 803.] 

Plaintiff, Brookville Electric Company, an Indiana corporation, 
the insured under a reciprocal policy of public liability insurance 
issued by the Subscribers at Utilities Indemnity Exchange in St. 
Louis, Missouri, instituted this action against defendant, Utilities 
Insurance Company, the reinsurer of the contract, to recover the 
amounts which plaintiff was compelled to pay out in the defense 
of, and in satisfaction of a judgment rendered in an action brought 
against plaintiff in the state of Indiana in 1931 by Urban J. 
Schuck to recover damages for personal injuries sustained by 
Schuck in ]919 in a manner falling within the coverage of the 
policy. 

The policy provided that upon the occurrence of an accident, 
the insured should give immediate written notice thereof, with 
the fullest information obtainable at the time, to the head office 
of the Exchange; that the insured should give like notice of 
claims for damages on account thereof. 

The defendant denied liability to the plaintiff upon the ground 
that the plaintiff, in violation of the provisions of the policy, had 
failed to give it immediate written notice of the institution of 
Schuck's action. 

Schuck was only ten years of age at the time he was injured 
in 1919 by coming in contact with a live wire maintained by the 
plaintiff in connection with the operation of its electric power 
plant in Brookville, Indiana. 

On April 19, 1919, the very next day after the accident, plain- 
tiff's then attorney, Milford P. Hubbard of Brookville, gave 
written notice of the accident to the St. Louis office of the Ex- 
change, which thereupon proceeded to have an investigation made 
by a firm of lawyers in Indianapolis, Indiana, who at that time 
were representing the Exchange in that state. The fact of the 
making of such investigation was subsequently ascertained in 
1934 by the discovery in defendant's files of a cancelled check 
for $61.50, bearing date of March 17, 1920, and made payable 
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to their attorneys for legal services in connection with the Schuck 
accident. 

Following the accident, no claim was made that Schuck, who 
was then a minor child, had been seriously injured, so that al- 
though the plaintiff, through the efforts of its attorney, Hubbard, 
paid the doctor's bill and took a release of some sort from the 
father, there was no legal settlement made of the minor's own 
cause of action. On May 29, 1931, after Sehuck had meanwhile 
attained his majority, he instituted an action in Indiana against 
the plaintiff and one Brockman, the former president and chief 
owner of plaintiff company. 

On the same day a summons was issued by the sheriff, com- 
manding him to summon Brockman and the then local manager 
of the Brookville Electric Company, to appear in court on July 
20, 1931, to answer to Schuck's complaint. 

The record shows that Brookville Electric Company had origi- 
nally been operated as a small family corporation owned entirely 
by Brockman and his three sons, but that in 1926 the interest of 
the Brockmans was sold to certain parties, who in turn trans- 
ferred that interest to the Cleveland Southwestern Railway Com- 
pany, a member of a chain of utility companies with holdings 
throughout that territory. A year or so later some one of the 
new owners came to Brookville and removed the company's 
papers and records. In the course of time, the insurance policy 
was either lost or misplaced and was never found. When Schuck's 
action was instituted in 1931, the persons then in control of the 
affairs of plaintiff company knew nothing of the existence of an 
insurance policy in 1919 when Schuck was injured, and for that 
reason failed to give immediate notice to the defendant of the 
claim for damages that had been made. 

Judgment was in favor of Schuck, and against Brookville Elec- 
tric Company, for the sum of $3,000 and costs, which judgment 
Brookville Electric Company paid on August 19, 1935. 

Although Schuck's action was instituted on May 29, 1931, it 
was not until fifteen months later, on August 30, 1932, that de- 
fendant was notified by the utilities company attorney Hubbard 
of the pendency of the suit. 

Upon receipt of this letter, defendant advised Hubbard, under 
date of September :I, 1932, that it had been unable to find evi- 
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dence in its records either of any policy coverage on Brockman or 
Brookville Electric Company during 1919, or of any claim made 
against such parties in that year; and further advised that its 
"records for the period as far back as 1919 may have been 
destroyed." 

On May 9, 1933, when Hubbard again wrote the defendant, 
advising that he had resurrected from his files a copy of his letter 
of April 19, 1919, in which he had notified the Exchange of the 
happening of the accident on the day before, and in which the 
number of the policy then outstanding had appeared. Such Copy 
was enclosed by Hubbard for defendant's information; and his 
letter concluded with the advice that Schuck's case was still 
pending undetermined in the court. 

On May 22, 1933, defenctant wrote Hubbard, noting that the 
case would be set down for trial at the September term, and that 
the interest of the insured was being meanwhile protected; and 
suggesting that in the immediate future one of its representatives 
wouId call upon Hubbard in regard to the matter. On September 
8, 1933, it again wrote Hubbard, inquiring if the issues had been 
definitely made up and the case actually set for trial. 

The whole of the correspondence between Hubbard and de- 
fendant from August 30, 1932, until September 8, 1933, showed 
no positive and unqualified disclaimer of liability but on the con- 
trary the defendant was continually seeking information relative 
to the facts of the claim and the status of the suit then pending 
as though it had an interest of some sort in the outcome of 
the case. 

On December 1, 1933, there was a definite and final disclaimer 
of liability, which was contained in a letter to Hubbard from the 
company's attorney. In that letter, it was claimed that Hub- 
bard had never furnished defendant with a copy of the policy, 
the number thereof, or any other record of the same ; alleged that 
the delay in notifying defendant of the happening of the accident 
and the institution of Schuck's action had greatly prejudiced 
defendant. 

Subsequently, a representative of the utility company came to 
St. Louis to consult the manager of defendant's claim depart- 
ment, who finally acknowledged, from the facts and circumstances 
brought to his attention, that the Exchange had probably issued 
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a policy covering Brookville Electric Company, but nevertheless 
stood upon defendant's previous denial of any liability there- 
under. The chief significance of this conference is that it was 
then that the defendant for the first time definitely disclosed 
the fact that its files had been destroyed in October, 1931, ten 
months prior to the time of the giving of notice of the pendency 
of Schuck's action, which circumstance forms the basis of its 
claim of prejudice on account of the delay in giving notice. De- 
fendant's manager admitted that in destroying Schuck's file, 
which had to do with a claim upon which a suit could yet be filed, 
he was taking a chance, but he asserted that he had regarded the 
hazard as "nil," inasmuch as the company had "never had kick- 
backs" over such a matter before. What were the rights of the 
insurance company ? 

The court held although notice was not given of the pendency 
of Schuck's action until fifteen months after its institution, such 
delay was not unreasonable as a matter of law. 

Twelve years had passed since the happening of the accident, 
during the course of which the ownership of the plaintiff company 
had been transferred from local hands in Brookville to a chain 
of utilities owned by a New York holding company. So far as 
the evidence went, the delay in notifying defendant of the insti- 
tution of the action was in nowise attributable to negligence on 
the part of any one then connected with the management of plain- 
tiff company; and where such officers did not sooner know of the 
existence of the policy, a delay of even fifteen months was not, 
as a matter of law, to be considered an unreasonably long time 
to have postponed the giving of notice. 

The defendant was not prejudicially affected by such delay. 
To be sure, it had destroyed its Brookville Electric Company file 
five months after suit was brought and ten months before it was 
notified of the pendency of the action. Defendant itself had 
thought so little of the worth of its file as to destroy it although 
it knew that Schuck's own personal cause of action had never 
been effectively disposed of, and under such circumstances the 
court could not presume, in the absence of evidence of the con- 
tents of the file, that it contained information which would have 
altered the result in Schuck's case in a manner favorable to 
defendant. 
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Moreover, while it was true that defendant was not given notice 
of the pendency of Schuck's action until fifteen months after its 
institution, the fact remained that it received notice long prior 
to the time the case was put at issue, and two years and ten 
months before the case was tried. It was two years before the 
trial that defendant was advised of the number of the policy, and 
one year before the trial that it came upon the cancelled check 
to its attorneys, which had been issued in payment of their 
services and expenses in connection with their investigation of 
the accident. 

ROBBERY--GuARD 

[A. J. Bayless Markets vs. Ohio Casualty Ins. Co., 104 P. (2d) 
 45.] 

The action was brought against the defendant to recover loss 
by robbery within the insured's place of business, a retail food 
market. 

About 9:30 P. M., Sunday, November 27, 1938, the general 
manager of the store was telephoned at his home that a front 
window in the store was broken. The caller identified himself as 
the patrolman on the beat and stated he would wait at the store 
if the general manager would come immediately. While the latter 
was preparing to answer the call and just as he was approaching 
his automobile, parked at the side of his home, a man pressed 
against his back an object, which the general manager believed 
to be a gun, and ordered him into the automobile under a threat 
of being "blasted." At the same time another man took the wheel 
of the general manager's automobile. They drove around town 
for a while and in the meantime tied the general manager's hands 
together, blindfolded him and placed him bet6zeen the front and 
back seats. They forced him to divulge the combination of the 
store safe. When they arrived at the store one of them stood on 
the outside and the other entered with the general manager and 
compelled him to unlock the store safe, from which the robber 
took $1,044.:15 in money. The robbers then drove away leaving 
the general manager in the store. 

The policy provided insurance against robbery on the inside 
of insured's premises, when the property taken was of the kind 
usual to the insured's business, and "while at least one custodian 



LEC,~. NOTES 217 

is on duty therein," which was contained in the declarations on 
the back of the policy. What were the rights of the insured ? 

The court held that the plain meaning and evident purpose of 
the words "on duty" was that at the time of the robbery there 
should be someone on duty, who might be able to offer resistance 
or give an alarm, thus minimizing the risk of loss. 

The plaintiff contended that since the main body of the policy 
contained no limitation of liability for loss of property "while at 
least one custodian is on duty," the insertion of such a clause in 
the "Declarations" on the back of the policy should be treated as 
mere inducement to the insurer to issue the policy and not a part 
of the policy. The court stated that this view was hardly tenable. 
The policy began with these significant words: " * * * Company 
does hereby agree with the assured named in Item 1 of the 
Declarations forming a part hereof, as respects Money or Securi- 
ties, or both, and such Merchandise as is described in the Declara- 
tions and stated therein to be insured hereunder: * * * " and 
ended as follows: "XlV. The statements in Items numbered 1 
to 17 inclusive in the Declarations hereinafter contained are de- 
clared by the Assured to be true. This Policy is issued in con- 
sideration of such statements and the payment of the total 
premium in the Declarations expressed." Without the declara- 
tions there would be no way of identifying the insured or his 
property or provisions agreed upon and inserted in the contract 
at the time of its making and not contained in the main body 
thereof. 

A careful examination of the contract indicated that there was 
no ambiguity in the language employed and, therefore, the com- 
pany was not liable. 
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O B I T U A R Y  

JAMES D. CRAIG 

1878 - 1940 

James Douglas Craig, former President of the Society, died at 
his home in Ridgewood, New Jersey, on May 27, 1940, only a few 
months after he had retired on account of ill health as Vice-Presi- 
dent of the Metropolitan Life Insurance Company. 

Mr. Craig was born on April 13, 1878, in Brooklyn, New York, 
the son of James MeIntosh Craig, then Actuary of the Metro- 
politan Life Insurance Company. Following his graduation from 
high school, he entered the service of the Metropolitan in 1896 as 
a clerk in the Actuarial Division. He was appointed as Assistant 
Actuary thirteen years later. In 1922 he became an Actuary of 
the Company and in 1936 Vice-President in charge of Home Office 
operations. 

Mr. Craig was an outstanding executive. He encouraged inde- 
pendent thinking and many of the young men trained under his 
supervision have advanced to important positions in actuarial and 
other fields with his own and in other companies. He was 
always very progressive and assumed a leading part in new lines 
of business such as Group Health insurance, Group Life insur- 
ance, Personal Accident and Health insurance and Ordinary insur- 
ance payable on the monthly debit basis. He also studied exten- 
sively the question of employer-employee relations and agency 
problems and was recognized as an authority on Pensions and 
Social insurance. 

Mr. Craig was a charter member of the Society. He was active 
in the Society's affairs from the beginning, served as a member of 
the council and was President from 1916 to 1918. He became a 
Fellow, by examination, of the Actuarial Society of America in 
1905 and was the President of that Society from ]928 to 1930. He 
was a Fellow of the American Institute of Actuaries and a member 
of the International Congress of Actuaries. During the World 
War he was one of the members of a Committee of Actuaries 
appointed by the Secretary of the Treasury to study the costs 
under the War Insurance Act of 1917. 
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His membership in these various organizations was also an 
active one as is clearly evidenced by the many papers and discus- 
sions he contributed, which embrace practically every phase of the 
insurance business, in which he was interested. 

In spite of his many duties he found time for community affairs 
and was particularly active in his church and in Y.M.C.A. work in 
his home town of Ridgewood, N . J .  His family life was an ideal 
one and his home a rendezvous for his wide circle of friends. 

Mr. Craig was a most human and kindly man. He was always 
most approachable. He greatly enjoyed attending the Society's 
meetings, loved to mix with the other members and made a par- 
ticular point of getting acquainted with the younger members of 
the profession. His many accomplishments, his leadership, his 
kindly disposition, his generosity and thoughtfulness will long 
be remembered by his host of friends. 
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O B I T U A R Y  
JOSEPH FROGGATT 

1868 - 1940 
In the death of Joseph Froggatt on September 28, 1940, the 

Society and the insurance accounting and actuarial profession, as 
well as the insurance business as a whole, suffered a severe loss. 

Born in England May 18, 1868, Mr. Froggatt came to this coun- 
try at the age of 19. After spending several years in Chicago he 
moved to East Orange, New Jersey, about 40 years ago. He was 
in the insurance business for about 16 years before founding the 
insurance accounting and actuarial firm of Joseph Froggatt & 
Company, Inc. of which he was President. This firm was emi- 
nently successful in its field and now has branch offices located in 
all important insurance centers throughout the country. 

Mr. Froggatt was elected a Fellow of this Society in 1916. He 
took a great interest in the welfare of the Society and a greater 
part in its work than the formal record shmvs. He was also a 
member of the American Statistical Association, The Insurance 
Society of New York, The International Association of Casualty 
and Surety Underwriters, The Casualty and Surety Club and The 
Institute of Certified Public Accountants of London. 

His career was a remarkable demonstration of achievement 
through unusual talents and sound qualities. Among outstanding 
features of his character were those affecting his association with 
co-workers and employees in whatever task was at hand. His 
keen enthusiasm for his undertakings and his power for inspiring 
his associates with his own zeal, contributed to the solidarity and 
hence to the efficiency of his working force. He maintained a rela- 
tionship between himself and the members of his staff which was 
remarkable for its fine human qualities. Through his sympa- 
thetic understanding and fairness in dealing with employees of 
whatever rank, he won and kept the devotion of his personnel. By 
these same qualities he earned the deserved admiration and re- 
spect of the other members of the actuarial and accounting pro- 
fession. Thus, respected and beloved in life, he left uncommon 
inspiration to those who will carry on his work. His death 
brought deep sorrow to his associates and friends but their lives 
will always be enriched by memories of him. 
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O B I T U A R Y  

EDWARD T. JACKSON 

1881-1939 

Edward T. Jackson was born in Baltimore, Maryland, Novem- 
ber 18, 1881. He was educated in the city schools, graduating 
from Baltimore City College in 1897. 

He entered the Secretary's Office of the Maryland Casualty 
Company in 1897, becoming Assistant Secretary. About 1912 he 
created the Statistical Department as a separate division of the 
company, formulating the routine and systems and applying ma- 
chine methods where possible. 

Mr. Jackson became the first statistician of the Company and 
continued in that capacity until 1920, when he resigned, to be- 
come Statistician of the United States Office of the General Acci- 
dent Fire and Life Assurance Corporation, Ltd. 

He remained in that position until his death on May 8, 1939, 
which followed a long illness. 

He became an Associate of the Society, by examination, anc~ 
was admitted October 31, 1917. He was associated with Dr. 
Downey of the Pennsylvania Insurance Department in the devis- 
ing of Schedule W for the reporting of expense for loading Com- 
pensation rates, one of the earliest Schedules of this type adopted. 
He made no contributions to the proceedings but devoted his 
considerable talents to company problems. He was a mathe- 
matical wizard, rarely using mechanical assistance in addition. 
He was adept at adding four or five columns of figures mentally 
in one run. 

Mr. Jackson was a friend to the young men under his direction. 
His generous assistance aided many such. He had always a soft 
spot for the needy, particularly the aged. His many friends and 
associates will miss his kind and genial personality. 
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BURRITT A. HUNT 
ARTHUR HUNTER 
WILLIAM A. HUTCHESON 
CHARLES W. JACKSON 
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FELLOWS--Co NTINUED 

HENRY H. JACKSON 
WILLIAM C. JOHNSON 
F. I~OBERTSON JONES 
HAROLD M. JONES 
ELSIE KARDONSKY 
GREGORY C. KELLY 
WmLIAM H. KELTON 
A. LOOMIS KIRKPATRICK 
MARK KORMES 
CLARENCE A. KULP 
JOHN M. LAIRD 
STEWART M. LAMoNT 
JoHN R. L ~ G E  
ANNeTtE R. LAWRENCE 
JAMES R. LEAL 
WILLIAM LESLIE 
JOSEPH LINDEN 
EDWARD C. L ~ T  (Deceased) 
DANIEL J. LYONS 
WILLIAM N. MAGOVN 
RALPH M. I~ARSHALL 
NORTON E. ~IASTERSON 
AR'rtluR N. MATrHEWS 
EMmA C. MAYCRINK 
D. RALPH McCLuRG 
M. H. McCo.~WELL, JR. 
ALFRED McDovGALD 
ROBERT J. McMANUS 
GUSTAV F, I~{ICHELBACHER 
JOHN Icl. MILLER 
SAMUEL MILLIGAN 
JOHN A. MILLS 
JAMES F. MITCHELL 
VICTOR MONTGOMERY 
WILLIA~ L. M00~EY 
GEORGE D. MOORZ 
ALBERT H. MOWBRAY 
LOUIS H, MUELLER 
FRANK R. I~J[ULLANEY 
RAY D. MURPHY 
THOMAS M. OBERHAUS 
EDWARD OLIFIERS 

FRANK J. O'NEILL 
ROBERT K. ORR 
OLIVE E. OUTWArER 
BERTRAND A. PAGE 
SANFORD B. PERKINS 
W. T. PERRY (Deceased) 
FRANCIS S. PERRYMAN 
JESSE S. PHILLIPS 
SAMUEL C. PICKETT 
SYDNEY D. PINNEY 
DUDLEY M. PRUITr 
FREDERICK RICHARDSON 
Orro C. RICHa~R 
ROBERT RIEGEL 
RAINARD B. ROBBINS 
WILLIAM F. ROEBER 
EMIL SCHEITLIN 
GEORGE L. SHAPIRO 
DAVID SILVERMAN 
ROBERT V. SINNOVr 
ALBERT Z. SZELDmG 
EDWARD S. SKILLINGS 
JACK J. SNICK 
SEYMOUR E, SMITH 
JOHN B. ST. JOHN 
EDWARD C. STONE 
WENDELL M. STRONG 
WILLTA.~ RICHARD STRONG 
THOMAS F. TARBELL 
JOHN S. THOMPSON 
JOHN L. TRAIN 
ANTONIO T. TRAVERSI 
NELS M. VALERmS 
HIRAM O. VAN TU~ 
ALAN W, WAITE 
HARRY V. WAIT~ 
LLOYD A. H. WARREN 
ALBERT W. WHITNEY 
HARRY V. WILLIAMS 
HERBERT E. WITTICK 
LEE J. WOLFE 
ARTHUR B. Wood 
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MILTON ACKER 
SAUL B. ACKERMAN 
SAMUEL N. AIN 
AUSTIN F. ALLEN 
ROBERT E. ANKERS 
A. EDWARD ARCHIBALD 
ARTHUR L. BAILEY 
JAMES C. BARRON 
ARTHUR S. BATEMAN 
BRUCE BATIIO 
W. HAROLD BITTEL 
NELLAS C. BLACK 
JOHN M. BLACKHALL 
EDWARD L. BOMSE 
PERRY S. BOWER 
CLOUDESLEY 1~. BRERETON 
HELMUTH G. BRUNNQUELL 
LOUIS BUFFLER 
JAMES M. BUGBEE 
MARGARET A. BURT 
LEO D. CAVANAUGH 
S. T. CHEN 
STUART F. CONROD 
WILLIAM H. CRAWFORD 
JOSEPH B. CRIMMINS 
MALWN E. DAVIS 
REGINALD S. DAVIS 
HARILAUS E. ECONOMIDY 
FRANK A. EGER 
L. LEROY FITZ 
AMOS H. FITZGERALD 
FRANK A. FLEMING 
JOHN FROBERG 
FRED J. FRUECHTEMEI'ER 
MAURICE L. FURNIVALL 
JOHN J. GATELY 
RICHARD A. GETMAN 
JOSEPH P. GIBSON, JR. 
JAMES F. GILDEA 
HAROLD R. GORDON 
WALTER C. GREEN 
ELI A. GROSSMAN 
A. N. GUERTIN 
OLAF E. HAGEN 
ROBERT E. HAGGARD 
HARTWELL t. HALL 

A S S O C I A T E S  

HUGH P. HAM 
SCOTT HARRIS 
WARD ~'AN BUREN HART 
GEORGE F. HAYDON 
GRADY H. HIPP 
CARL N. JACOBS 
EDWARD S. JENSEN 
ROGER A. JOHNSON, JR. 
H. LLOYD JONES 
LORING D. JONES 
CAm, L. KIRK 
E. V~ T. KITZROW 
FREDERICK KNOW LES 
MORRIS I~OLODITZKY 
WILLIAM LASSOW 
JULIUS LIEBLEIN 
HAROLD E. MAcKEEN 
JOSEPH J. MAGRATH 
JACOB MALMUTH 
CHARLES V. R. MARSH 
WILLIAM H. MAYER, JR. 
ROSWELL A. MClVER 
SAMUEL M. MICHENER 
HENRY C. MILLER 
JOHN L. MILNE 
EDWARD H. MINOR 
JOHN C. I~ONTGOMERY 
JOSEPH P. MOORE 
ROLLAND V. MOTHERSILL 
ROBERT J. MYERS 
FRITZ MULLER 
S. TYLER NELSON 
WILLIAM NEWELL 
I{ARL NEWHALL 
EARL H. NICHOLSON 
WALTER E. OTTO 
DONALD M. OVERHOLSER 
RICHARD M. PENNOCK 
STEFAN PETERS 
JOHN H. PHILLIPS 
MORRIS PIKE 
KENNETH B. PIPER 
WILLIAM A. POISSANT 
WILLIAM F. POORMAN 
SYLVIA POTOFSKY 
JOHN M. POWELL 
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NORMAN ROSENBERG 
JOSEPH I:~AYWID 
HARRY F. RICHARDSON 
JAMES A. ROBERTS 
HARRY M. SARASON 
ARTHUR SAWYER 
]~XEQUIEL S. SEVILLA 
NORRIS E. SHEPPARD 
John L. SIBLEY 
ARTHUR G. SMITH 
WILLIAM F. SOMERVILLE 
ARMAND SOMMER 
ALEXANDER A. SPEERS 
HAROLD S. SPENCER 
HERBERT F. STELLWAGEN 
]:~UGH E. STELSON 
KENDRICK STOKE 
WALTER F. SULLIVAN 
ARTHUR E. THOMPSON 

FREDERICK H. TRENCH 
M. ELIZABETH UHL 
CHARLES S. WARREN 
JAMES H. WASHBURN 
MAX S. WEINSTEIN 
EUGENE I:t. WELCH 
ALEXANDER C. WELLMAN 
WALTER I. WELLS 
CHARLES A. WHEELER 
FRANK G. WHITBREAD 
WILLIAM 1~. WILLIAMSON 
J. CLARKE WZTTLAKE 
DONALD M. WOOD 
DONALD M. WOOD, JR. 
MILTON J. WOOD 
CHARLES E. WOODMAN 
BARBARA H. WOODWARD 
JAMES M. WOOLERY 
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ABSTRACT FROM THE MINUTES OF THE MEETING 
NOVEMBER 15, 1940 

The twenty-seventh annual (fifty-fifth regular) meeting of the 
Casualty Actuarial Society was held at the Hotel Biltmore, New 
York, on Friday, November 15, 1940. 

President Perryman called the meeting to order at 10:20 A. M. 
The roll was called, showing the following forty Fellows and fif- 
teen Associates present : 

FELLOWS 

AIN LEY ELLIOTT ~ AYCRIN K 
BARBER FARLEY ~IILLS 
BERKELEY FONDILLER OBERHAUS 
B LANCttARD GODDARD ORR 
BROWN, F.S. GRAHAM, C.M. PERRYMAN 
CAHILL GREENE PINNEY 
CARLSON HAUGH PRUITT 
CLEARY HOBBS SINNOTT 
COMSTOCK KEI.~Y, G.C. SMICK 
CONSTABLE KARDONSKY SMITH 
DAVIS, E.M. KORMES VALERIUS 
DEKAY LINDER VAN TUYL 
DORWEILER MARSHALL WILLIAMS 

Ik~[ ASTERSON 

A SSOCIA TES 

BAILEY GROSSMAN PETERS 
BARRON HIPP ROSENBERG 
BLACK, N.C. JOHNSON STOKE 
BLACKHALL KELLY, R.G. WARREN 
FITZ ~{ARSH WILLIAMSON 

By invitation, a number of officials of casualty companies and 
organizations were present. 

Mr. Perryman read his presidential address. 
The minutes of the meeting held May 17, 1940 were approved 

as printed in the Proceedings. 
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The Secretary-Treasurer (Richard Fondiller) read the report of 
the Council and upon motion it was adopted by the Society. The 
Seventh Edition of the Recommendations for Study had been pub- 
lished and are effective for the 1941 examinations. 

The following Associates had passed the necessary examinations 
and had been admitted as Fellows : 

GEORGE ]3. ELLIOTT JARVIS FARLEY SEYMOUR E. SMITH 

The following candidates had passed the necessary examina- 
tions, had met the experience requirements and had been enrolled 
as Associates : 

BRUCE BATHO ELI A. GROSSMAN STEFAN PETERS 
JOHN M. BLACKttALL ROGER A. JOHNSON, JR. NORMAN ROSENBERO 

ROBERT G. KELLY 

The following candidates had been successful in completing the 
examinations for Associates, but had not been enrolled by reason 
of the terms of Examination Rule 4 : 

WILLIAM W. FELLERS 8. W. GINGERY F.E. SATTERTHWAITE 

Diplomas were then presented by the President to George B. 
Elliott, Jarvis Farley, and Seymour E. Smith, who had been ad- 
mitted as Fellows under the 1940 examinations. 

The President announced the deaths, since the last meeting of 
the Society, of three Fellows, James D. Craig, Joseph Froggatt, 
and Robert J. Hillas, and that memorial notices would appear in 
this Number. 

The report of the Secretary-Treasurer was read and accepted. 
The annual report of finances follows: 
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C A S U A L T Y  A C T U A R I A L  S O C I E T Y  

ANNUAL REPORT OF FINANCES 

Cash receipts and disbursements from October I, 1939 to 
September 30, 1940 

INCOME 

On Deposit on October 1, 1939 in Marine Midland Trust  Company $1,059.52 
Members Dues .......................................................................... $2,465.00 
Sale of Proceedings .................................................................. 1,210.53 
Examination Fees .................................................................... 918.00 
Luncheons and Dinners .................... . ..................................... 639.00 
Interest  and Miscellaneous ...................................................... 58.12 
Michelbacher Fund .................................................................. 160.00 5,450.65 

Total .............................................................................................. $6,510.17 

DISBURSEMENTS 
Printing" and Stationery .............................................................................. $2,675.99 
Postage, Express, etc ................................................................................... 125.00 
Stenographic Services .................................................................................. 420.00 
Library Fund ................................................................................................ 29.19 
Luncheons and Dinners .............................................................................. 1,047.92 
Examinat ion Expense ................................................................................ 754.09 
Insurance ....................................................................................................... 36.95 
Miscellaneous ................................................................................................ 240.43 

Total .............................................................................................. $5,329.57 

On deposit on September 30, 1940 in Marine Midland Trus t  Co ..... 1,180.60 

Total ............................................................................................. $6,510.17 
Income .................................................................. $5,450.65 
Disbursements ...................................................... 5,329.57 

Excess of Income over Disbursements ............ $ 121.08 
1939 Bank Balance .............................................. 1,059.52 

1940 Bank Balance .............................................. $1,180.60 

ASSETS 
Cash in Bank ........................................................ $1,180.60 

*Bonds ...................................................................... 4,750.00 

Total Assets .......................................................... $5,930.60 

* Includes Michelbacher Fund $1,300.59 

T h e  A u d i t i n g  C o m m i t t e e  ( W .  P .  C o m s t o c k ,  C h a i r m a n )  r e p o r t e d  

t h a t  t h e  b o o k s  of  t h e  S e c r e t a r y - T r e a s u r e r  h a d  b e e n  a u d i t e d  a n d  

h i s  a c c o u n t s  ve r i f i ed .  

T h e  E x a m i n a t i o n  C o m m i t t e e  ( M a r k  K o r m e s ,  C h a i r m a n )  s u b -  

m i t t e d  a r e p o r t  of  w h i c h  t h e  f o l l o w i n g  is a s u m m a r y  : 
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1940 EXAMINATIONS--SUCCESSFUL CANDIDATES 

The following is a list of those who passed the examinations 
held by the Society on May 15 and 16, 1940. 

PART I: 

PART 

ASSOCIATESHIP E X A M I N A T I O N S  

ROBERT D. ACKER 
EDWARD S. ALLEN 
CLARK J. BAILEY 
ROBERT D. BART 
JOHN K. BASH 
JOHN R. BEVAN 
JOHN E. BILSBORROW 
FRANK E. DODGE 
HAROLD C. DUNN 
PATRICK F. FARRELLY 
JESSE FELD 
LEONARD J. FONDILLER 
S. %V. GINGERY 
FOSTER C. GREENE 
BENJAMIN HARMATZ 
RAYM:0ND HOUSEMAN 
ROGER A. JOHNSON, JR. 
W. E. JONES 

LEONARD S. LEVI 
JOHN H. LEWIS 
BURTON I. MAYNARD 
JOHN C. I~iORRIS 
EMIL T. NORBERG 
MONROE L. NORDEN 
ROBERT C. PERRY 
ROLLAND POIRIER 
HELEN R. QUIRK 
IRVING ROSENBLOOIV[ 
FRANKLIN E. SATTERTHWAITE 
EDWIN G. SCHUCE 
DARRISON SILLESKY 
IVAR E. STRAND 
MARGERY TYRRELL 
RALPH E. WAREHAM 
JOHN H. WrLLIAMS 

1I: ROBERT D. ACKER 
JOHN K. BASH 
JOHN R. BEVAN 
JOHN E. BILSBORROW 
JOHN M. BLACKHALL 
A. ARTHUR CHAROUS 
FRANK F. DODGE 
K. ARNE EIDE 
S. W. GINGERY 
M. BRENN GREEN 
GERALD D. GRODEN 
ERNEST HOLZINGER 
RAYMOND HOUSEMAN 

BELA A. LENGYEL 
BURTON I. MAYNARD 
JEANNE S. PEARLSON 
STEFAN PETERS 
ROBERT F. RICH 
IRVING ROSENBLOOM 
FRANKLIN E. SATTERTHWAITE 
IRVING STEIN 
IVAR E. STRAND 
ELIA VERGANO 
RALPH E. WAREHAM 
JOHN H. W~LUAMS 
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P A R T  I l i :  

P A R T  IV:  

ROBERT D. ACKER 
WILLIAM W. FELLERS 
S. W. GINGERY 
FOSTER C. GREENE 

ROBERT D. BART 
ROBERT DORFMAN 
WILLIAM "~V. FELLERS 

S. W. GINGERY 
ROBERT G. KELLY 

RAYMOND HOUSEMAN 
FRANK H. PURINGTON, JR. 
IRVING ROSENBLO01~ 
FRANKLIN E. SATTERTHWAITE 

LEONARD S. LEvi 
NORMAN ROSENBERG 
FRANKLIN E. SATTERTHWAITE 
DONALD J. TEVLIN 

FELLOW SHIP  E X A M I N A T I O N S  

P A R T  I:  GEORGE B. ELI.IOTT SEYI~OUR E. SMITH 

P A R T  I I :  GEORGE B. ELLIOTT SEYMOUR E. SMITH 
JARVIS FARLEY 

P A R T  I I I :  GEORGE B. ELLIOTT SEYMOUR E. SMITH 
MORRIS KOLODITZKY 

P A R T  IV:  GEORGE B. ELLIOTT SEYMOUR E. SMITH 

In accordance with the Constitutional requirements notice of 
the following proposed amendment to the Constitution was given. 
This amendment was, on motion, adopted to read as follows : 

ARTICLE I I I - -  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 Fellows and 
those who may be duly admitted to Fellowship as hereinafter 
provided. The Associates shall be the present Associates and 
those who may be duly admitted to Associateship as herein- 
after provided. 

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 en- 
rolled 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 



23~ ABSTRACT FRO~¢[ THE MINUTES 

charge of the Statistical or Actuarial Department of a casu- 
alty 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. 

Any person who shall have qualified for Associateship may 
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, fol- 
lowed by a three-fourths ballot of the Fellows present and 
voting at a meeting of the Society. 

The Council's election of Clarence W. Hobbs as Editor and of 
Thomas O. Carlson as Librarian, was announced. 

The annual elections were then held and the following officers 
and members of the Council were declared elected : 

P r e s i d e n t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  SYDNEY D. PINNEY 
V i c e - P r e s i d e n t  . . . . . . . . . . . . . . . . . . . . . . . . .  HAROLD J. GINSBURGH 
V i c e - P r e s i d e n t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  JAMES i~V[. CAI-IILL 
S e c r e t a r y - T r e a s u r e r  . . . . . . . . . . . . . . . . . . . .  RICHARD FONDILLER 
E d i t o r  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  CLARENCE W. HOBBS 
L i b r a r i a n  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  THOMAS O. CARLSON 

Members of Council (terms expire in 194o °) : 

RUSSELL P. GODDARD PAUL DORWEILER CHARLES M. GRAHAM 

Member of Council (term expires in 1942) : 

JOHN A. MILLS 

Member of Council (term expires in 1941) : 

ARTHUR E. CL~ARY 

The presentation of new papers was begun. 

Recess was taken for lunch at the Hotel until 2:15 P. M. 

A Question Box on selected subjects was participated in 
by a number of members and representatives of insurance 
organizations. 

The presentation of new papers was completed. 

Upon motion, the meeting adjourned at 4:40 P. M. 
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REPRESENTATIVES OF CASUALTY COIV[PAN'IES 

AND ORGANIZATIONS PRESENT 

ELLIs K. CARSON, Royal Indemnity Company, New York. 

VVrlLLIA~,I " F. D0WLINC, Assistant Treasurer, Lumber Mutual Cas- 
ualty Company, New York. 

ERNEST A. ERICKSON, Underwriter and Statistician, Utilities Mu- 
tual Insurance Company, New York. 

MYRTLE SNYDER KELLY, Statistician, Pennsylvania Compensation 
Rating & Inspection Bureau, Philadelphia, Pa. 

FREDERICK C. KESSLER, Secretary-Treasurer, Consolidated Tax- 
payers Mutual Insurance Company, Brooklyn, N. Y. 

F. KIRCI-ISTETTER, Utilities Mutual Insurance Company, New 
York. 

ARTHUR H. REEDE, Associate Professor of Economics, Pennsyl- 
vania State College, State College, Pa. 

HENRY D. SAYER, General Manager, Compensation Insurance 
Rating Board, New York. 

L. W. SCA~ON, Statistician, Massachusetts Rating & Inspection 
Bureau, Boston, Mass. 

A. SEY~IOUR, Royal Indemnity Company, New York. 
P. E. S~EAFFeR, Lumbermens Mutual Casualty Company, Phila- 

delphia, Pa. 
E. H. ZiM~es, Statistician, Consolidated Taxpayers Mutual Insur- 

ance Company, Brooklyn, N. Y. 
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THE EXPENSE PROBLEM IN CASUALTY INSURANCE 
P R E S I D E N T I A L  ADDRESS BY S Y D N E Y  D. P I N N E Y  

With becoming modesty, members presenting papers for our 
consideration often express the hope that their contributions, 
while possibly not of great value in themselves, may stimulate 
others to probe more deeply and more successfully into a particu- 
lar subject and thereby produce some really worthwhile results. 
The degree to which such stimuli are effective in producing further 
thought and research among our membership not only measures 
the excellence of the original contribution but also currently re- 
flects our activity, individually and collectively. Surely, it will 
be a sad day indeed, when, like the rare beauty of the night- 
blooming cereus, the thoughts expressed by authors of papers are 
lost on the midnight air of indifference. Whether agreeing with 
the conclusions advanced or disagreeing therewith, each one of us 
should take a real interest in many of the subjects presented and, 
whenever possible, make an effort to reduce his own observations 
to writing so that others may have the benefit of such further 
study. The presentation and discussion of appropriate papers is 
an effective means of promoting actuarial and statistical science 
as applied to the problems of casualty and social insurance, and 
therefore it is to be greatly desired that a larger proportion of 
our membership avail themselves of this medium for expressing 
their ideas. The more recent members should be encouraged in 
this direction and the older members should be reminded of this 
privilege. Our Society will show real vitality, when, instead of 
striving to induce members to present papers, we are confronted 
with the more agreeable task of selecting those papers which are 
most excellent among many submitted. 

Lest I be accused of preaching that which I do not practice, I 
have decided to deal in this address with a specific problem rather 

237 
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than generalize. In fulfillment of the obligations of my office, I 
am required to write something anyway, but while admitting the 
necessity, may I say in defense that, at least, I have reacted posi- 
tively to the stimulus given by others in our Society who have 
written on this subject. Credit for the immediate stimulus should 
be given to the thoughts expressed by my predecessor, Mr. Francis 
S. Ferryman, in his address presented at the November, 1940, 
meeting of the Society. My present endeavor will be to build 
further on the base of certain fundamentals which he so ably set 
forth. 

THE PROBLEM 

Without exception, each one who has previously written in our 
Proceedings on the subject of expense allocation for casualty in- 
surance has recognized the need for an improvement in the cost 
accounting methods followed by the companies. Not only is it 
necessary to provide for a more correct assignment of expenses to 
the individual lines of insurance and to classifications within each 
line, but it is of even greater importance that we continually ex- 
amine our methods of conducting business to reduce costs to the 
lowest level compatible with economic considerations. Finally, 
we must determine the most equitable method of assessing these 
costs among the various classes of insurance buyers. The solution 
of this three-fold problem must be capable of satisfactory demon- 
stration to all concerned,---the companies, the state authorities 
and the policyholders. It is evident that the solution of any one 
part of the problem, while in itself a step in the right direction, 
will not bring our efforts to a proper termination. 

The need for solving this problem has been emphasized by 
developments during the recent past. The general economic de- 
pression of the last decade has caused purchasers of insurance to 
be more analytical of the price they are asked to pay. Recurring 
agitation for the creation of monopolistic state insurance funds 
for workmen's compensation coverage and, more recently, for 
compulsory automobile liability insurance has required a defense 
of insurance companies and their methods, including the expense 
of operation. The introduction of retrospective rating and pro- 
posals to graduate expenses by size of risk have directed attention 
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to the expense element in the insurance premium. The proposal 
to grant a substantial rate credit in connection with fire insurance 
on properties mortgaged by the Home Owners Loan Corporation, 
in recognition of services rendered, drew attention once again to 
the matter of expenses. The cost of insuring workmen's compen- 
sation and liability coverages for National Defense projects has 
been subjected to criticism, particularly as respects the loading 
for expenses. Of possibly less direct bearing on the subject, but 
none the less important by virtue of the implications involved, is 
the recent federal investigation of life insurance conducted by the 
Securities and Exchange Commission (SEC), under direction of 
the Temporary National Economic Committee (TNEC). There 
are probably other influences at work, but those mentioned are 
sufficient to indicate the need for ranking this problem as one of 
current importance. 

It appeals to me that here is an opportunity for the actuaries, 
accountants and statisticians of casualty companies to perform a 
real service for the business and it is my hope that the members of 
our Society will play a leading part in this endeavor. 

The magnitude of the task of solution, with all its ramifications 
and controversial points, must not deter us from the undertaking. 
The complete answer will not be obtained without much research 
and intelligent analysis, supported by a greater degree of coopera- 
tion on the part of all classes of insurance carriers than has ob- 
tained in the past. The producers,--brokers and agents of all 
classes,---are vitally concerned and the problem cannot be equit- 
ably solved without their assistance. It is not to be expected that 
our initial efforts will meet with complete success, but the start 
must be made and, in my opinion, the sooner the better. Let us 
approach the problem with open minds, discarding preconceived 
ideas if they do not square with the facts and relegating partisan 
considerations to the background, insofar as is humanly possible. 
From a purely selfish viewpoint, the companies should welcome 
such a study in order that the results may be available to answer 
adverse criticism from whatever source it may emanate. It may 
be expected that unless we take steps to solve the problem, some 
other agency, possibly less qualified, will eventually be called 
upon to do so. 

As an approach to the problem, I am presenting for your con- 
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sideration certain observations and suggestions as to the proce- 
dure which might be followed in arriving at a solution. Please bear 
in mind that these are only suggestions. Undoubtedly there are 
other methods which will occur to us as we proceed and which 
will be more desirable. For convenience in keeping before you 
the three aspects of the problem, I have grouped these comments 
and suggestions under their respective headings, but it should be 
borne in mind that the study of each part of the problem may be 
undertaken concurrently with the others, at least to the extent 
that they are not dependent upon the results previously to be de- 
termined for another part. 

It  is suggested that the problem be studied first as respects 
workmen's compensation insurance. This suggestion is made for 
several reasons. In the first place, the problem is most acutely 
in need of solution for this line, if recent developments are any 
indication. Secondly, there is a greater range in the size of pre- 
mium by risk and more pronounced variations in the aggregate 
premium volume and in the expense ratio, from year to year, than 
in the case of other lines of casualty insurance. Thirdly, there is 
a central rate-making organization, the National Council on Com- 
pensation Insurance, which embraces in its membership all classes 
of carriers and therefore is in a better position to make this study 
for compensation insurance than would be the case with other 
rating organizations for other lines. The investigation could be 
supervised by the Rates Committee of the National Council, with 
a special sub-committee of actuaries, accountants and statisticians 
set up for this purpose. It would be expected that many of the 
conclusions reached by this committee would be helpful in sub- 
sequent studies of the problem for other lines of insurance. Such 
studies for the other lines could be made by appropriate commit- 
tees representing the various rating organizations having jurisdic- 
tion, in order to secure the necessary cooperation among carriers. 
Acquisition cost analysis will require special consideration and it 
is suggested that this phase of the problem be dealt with by an 
appropriate committee representing the companies which operate 
primarily through commission agents and brokers, such commit- 
tee to collaborate with representatives of producers' organizations 
whose views and cooperation should be solicited in arriving at a 
satisfactory solution. The Acquisition Cost Conference should 



THE EXPENSE PROBLEM IN CASUALTY INSURANCE 241 

play an important part in connection with this particular phase of 
the problem. 

DISTRIBUTION OF EXPENSES 

Our Proceedings contain a number of excellent papers dealing 
with the distribution of expenses to line of insurance, considered 
from both the theoretical and practical points of view. Other or- 
ganizations such as the Association of Casualty-and Surety Ac- 
countants and Statisticians have given considerable thought to 
standardizing methods of such distribution for its members. It  
is my feeling, however, that there is still further room for im- 
provement in the establishment of uniform methods which wilI 
produce consistent results. The first approach should necessarily 
be from the theoretical viewpoint with a subsequent fitting of 
theory to practice in so far as can be realized. A correct distri- 
bution of expenses to line of insurance is necessary in order to 
permit a comparison with the charges made to the insuring public, 
and thus serve as the basis for making such adjustments as may 
be indicated to reflect the true costs in such charges. Further- 
more, it is important that we analyze our expense distribution 
within each line of insurance. A correct distribution by class of 
business may demonstrate that we are charging certain classes 
too much and sustaining a loss on other classes. The point has 
been made in previous papers that it is not sufficient to distribute 
expenses simply in proportion to premium volume. Methods, in 
detail, have been suggested for distributing various elements of 
expense and the committee making this study should carefully 
investigate these suggested methods and determine which will pro- 
duce the most accurate distribution. 

In carrying out this investigation the committee will be faced 
with the necessity of recognizing different operating methods fol- 
lowed by the individual companies. It  is not contended that the 
ultimate goal is to produce uniform costs for each item of expense 
for each classification of business, regardless of the manner in 
which the individual company operates. It is my belief, however, 
that for a given method of operation the distribution of expenses 
to line and classification should follow some uniform procedure. 
A good example of what I have in mind is the treatment of claim 
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adjustment expense. There is considerable variation among com- 
panies in the method of adjusting claims,-- some companies mak- 
ing use of the services of independent claim adjusters and legal 
firms to a larger degree than others which handle the bulk of their 
claims through claim adjusters in the employ of the company. In 
general, a greater proportion of the claim expense incurred by 
independent adjusters and legal firms is allocated to the indi- 
vidual claim than is the case with respect to the expense of salaried 
company claim adjusters which is primarily treated as unallocated 
claim expense. It  is evident that allocated claim expenses may 
be readily distributed to line of insurance and classification but 
a special analysis must be made in order to distribute the un- 
allocated claim expense items. Unless such distribution of the 
unallocated items is made properly, the value of comparing the 
cost of the two methods of claim handling will be impaired. 

In referring to classifications, I have in mind going beyond the 
classification of risks as customarily set forth in the rate manuals. 
The manual classifications have been established primarily upon 
a consideration of the nature of operations or the product manu- 
factured and the loss hazards involved. When we give considera- 
tion to the expense element, however, other factors demand recog- 
nition. It is recognized that we cannot refine our methods to the 
point where the expense dollars are distributed by risk in a man- 
ner similar to that which is possible as respects losses. However, 
it would seem altogether feasible to establish cost accounting 
methods which would permit the determination of expenses for 
groups of risks which involve approximately similar costs to the 
company. This would involve a recognition of differences in ser- 
vicing costs required by the nature of the risks' operations as well 
as differences in administrative costs due to factors such as the 
size of the risk and the coverage afforded under the insurance 
contract. After agreeing on such a grouping of risks for expense 
investigation, the analysis for each group should be made by 
means of direct charges for those items of expense which can be 
reasonably distributed on such basis plus indirect charges which 
may properly be superimposed upon the direct charges. Suitable 
time studies should be made wherever feasible in order to deter- 
mine the proper distribution of expenses to the various groups of 
risks. Salary costs constitute a major portion of the expenses of 
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the insurance company and the correct distribution of salaries 
will in many cases afford a reasonable basis on which to dis- 
tribute other costs. This is not true as respects all expense items 
but a correct distribution of salary costs will go a long way to- 
ward solving the problem. 

It should be noted that I do not advocate breaking down ex- 
penses by geographical territories. It is my feeling that, if we 
can determine with reasonable accuracy the distribution of ex- 
penses by line of insurance and by classification within each line, 
we shall have produced a defensible distribution of expenses by 
state. It is recognized that there are variations in costs depen- 
dent upon the location of the risk, as for example, whether it 
operates on an interstate or intrastate basis, whether it is readily 
accessible for servicing, etc., but such variations are not sus- 
ceptible to analysis on a practical basis. Differences in costs due 
to special state requirements, such as premium taxes, licenses, fees 
and assessments, may be reflected in the premium charges allo- 
cated to the individual states, without any particular difficulty. 

Previous investigations which have been made for the purpose 
of distributing expenses by size of risk have been limited to work- 
men's compensation insurance. The results indicated by such in- 
vestigations have been questioned, although, so far as I know, 
the critics have not presented results based upon an independent 
investigation of such expense distribution. What I am now pro- 
posing is that all carriers lend their support to such investigations 
and that a start be made de novo to produce results which will be 
accepted by the business as a whole as being in accord with the 
facts in so far as they can reasonably be determined. 

LEVEL OF EXPENSES 

Up to this point I have dealt briefly with the distribution of 
expenses as actually incurred by the companies. I shall now dis- 
cuss the second phase of the problem dealing with the examina- 
tion of the level of expenses incurred under present operating 
methods. This part of the problem will undoubtedly be the most 
difficult of satisfactory solution since there must be taken into 
account variations in operating methods of the companies, distri- 
bution of business by classification by company, variations in 
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methods of acquiring business and variations in company policy 
with respect to salary levels and employee benefit plans such as 
pensions, group insurance and other welfare work. The prelimi- 
nary study of the distribution of expenses to line of insurance and 
classifications within lines will be of value in approaching this 
second step. For example, it may be found that the reason for 
differences in expense ratios between carriers is to some extent, 
at least, influenced by a difference in the distribution of business 
by classification. At this point, I would like to make the obser- 
vation that a comparison of expense ratios by company will not 
be properly made unless the expenses are related to premiums on 
a comparable rate level. It  may be preferable to relate expenses 
to some other standard base, such as risk payrolls or number of 
units insured, which will be uniform for all companies. 

The committees in charge of this investigation should make a 
comprehensive study of operating methods to determine, if pos- 
sible, the most efficient basis of conducting the business. Manu- 
facturers of business machines and mechanical tabulating equip- 
ment have played an important part in standardizing operating 
methods. The Association of Casualty and Surety Accountants 
and Statisticians has likewise cooperated with its members in 
pooling ideas and exchanging information which has been most 
beneficial. Consulting actuaries and accounting firms have un- 
doubtedly operated to improve the general situation. It is felt, 
however, that, through committees such as suggested, it would be 
possible to bring about even greater improvement in the efficient 
operation of casualty companies as a whole. I t  is not to be ex- 
pected that all companies will choose to operate on exactly the 
same basis. However, the goal should be to make available to all 
carriers the latest information on successful operating methods, 
in the hope that these would be applied to as many operations as 
are common to all companies. I do not consider that there is 
anything radical or unsound in this suggestion. We see evidence 
of this sort of cooperation in other industries,--an outstanding 
example of which is the automobile manufacturing industry. 
Surely, no one believes that one company can hope to retain to 
itself a permanent advantage based upon some unique method of 
operating which will remain unknown to the other companies in 
the business. It seems to me that for the most part the coopera- 
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tive efforts of casualty insurance companies have been limited to 
the compilation of loss experience statistics and the development 
of manual rules, rates and rating plans, but comparatively little 
consideration has been given to combining forces in the study of 
expense costs. If through such efforts there can be effected a real 
saving in operating expenses, the favorable impression created 
with state authorities and the public at large should react to the 
advantage of all the companies. 

It  is not my intention to prejudge the situation and, therefore, 
I do not claim that the present expense ratio is either too high or 
too low. I have been impressed, however, with the variation in 
expense ratios between companies and this has suggested the de- 
sirability of a cooperative study of operating costs. For example, 
as respects compensation insurance, the New York Casualty Ex- 
perience Exhibit for calendar year 1940 indicates that for the 
fifteen largest stock carriers and eight largest mutual carriers, 
which together write approximately 80% of the total compen- 
sation business for companies entered in New York (exclusive of 
reciprocals and the New York State Fund), the ratio of claim 
expense to incurred losses ranged from 10.7% to 21.2%. It is also 
interesting to note that the remaining companies (exclusive of 
reciprocals and the New York State Fund) produced a higher 
ratio of claim expense to incurred losses than was indicated for 
the larger carriers. As respects general administration expense, 
there was a range among the larger companies from 3.4% of 
earned premiums to 11.4%. The smaller companies showed a 
higher administration expense ratio than the larger carriers. On 
the other hand, ratios of inspection expense and production cost, 
other than commissions, were lower for the smaller companies 
than for the larger carriers. • The total expense ratio of the smaller 
stock companies was higher than that of the larger stock com- 
panies, and the same situation applied to a somewhat greater ex- 
tent in the case Of the mutual companies. For automobile lia- 
bility insurance, the total expense ratio was the same for the 
larger and smaller stock companies but higher for the smaller 
mutual companies as compared with the larger mutual companies. 
In the case of liability other than automobiIe, the smalIer com- 
panies produced lower total expense ratios than the larger com- 
panies for both the stock and mutual groups. There is appended 
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an exhibit which shows in detail the comparative expense ratios 
of stock companies and mutual companies subdivided between the 
larger and smaller carriers for the three lines mentioned. Admit- 
tedly, I have not made a comprehensive analysis since my obser- 
vations are limited to an examination of but one year's results, but 
I mention these comparisons as evidence of the need for a study 
of operating expenses. 

An analysis of production costs will require special considera- 
tion, particularly in view of the various methods followed by the 
companies in acquiring business. It  is suggested that for this 
purpose the companies be grouped according to production meth- 
ods and that each group make a study of the costs involved for its 
particular method of business development. This should go fur- 
ther than a mere tabulation of commissions, branch office salaries 
and other expenses. The ultimate goal should be to determine 
whether the expenditures made under a given system are in line 
with value received, not only by the company but by the policy- 
holder as well. Agency and branch office costs for each line of 
business should be analyzed to determine the breakdown to new 
business and renewals, taking into account size of policy where 
it is important. A segregation should be made of the cost of 
agency development and of such portion of servicing and under- 
writing operations performed in agencies and branch offices as is 
properly chargeable to field supervision cost. 

Comparison of costs between agencies and branch offices will be 
available as the result of such study, based upon a uniform 
method of cost analysis. It is interesting to note that at the joint 
convention of the International Association of Casualty and 
Surety Underwriters and the National Association of Casualty 
and Surety Agents which took place on October 10, 1940, the 
agents adopted a resolution calling for a determination of the cost 
of doing busihess, both in branch offices and general agencies, 
with the suggestion that this study be made by an independent 
nationally known public accountant authority. This suggested 
method of conducting the cost analysis should be analyzed and 
discussed with the appropriate committee representing producers' 
associations. It is my opinion that it would not be necessary to 
delegate this study to an independent public accounting firm since 
it should be possible for qualified representatives of the companies 
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and the producers' organizations to agree upon a satisfactory basis 
of cost analysis. I have in mind the studies which have been made 
by the Life Insurance Sales Research Bureau analyzing the costs 
of general agencies and branch offices engaged in the production 
of life insurance, and it would seem that we could devise a satis- 
factory method patterned somewhat upon that investigation. 

In the final analysis we should be governed by the fundamental 
principle that production costs must be justified on the basis of 
service rendered to the policyholder. The assured, rather than 
the insurance carrier, actually pays the acquisition cost. This 
principle is most clearly brought to light in those cases where an 
assured purchases his insurance from a carrier which does not 
operate through commission agents or brokers but where the 
policyholder pays a service fee direct to the agent or broker. If 
the producer performs certain special services he should be appro- 
priately recompensed on the same basis as the corresponding 
charge which would be made by the insurance carrier if it were to 
perform the same service. Care should be exercised, however, that 
there is not an uneconomical duplication of effort ~ince excessive 
commissions and other redundant production costs cannot be 
supported by the rating procedure. On the other hand, the 
charges for legitimate acquisition expenses should not be pitched 
at a level below cost. It is to ascertain the proper level of reason- 
able costs that this analysis of agency and branch office expenses 
is proposed. 

Another aspect of this study of expenses is the effect of varia- 
tions in premium volume upon the expense ratio. Such fluctua- 
tions in premium volume are due to a variety of causes such as 
underlying economic conditions, as illustrated by the sharp de- 
cline in payrolls and insured automobiles during periods of indus- 
trial depression; changes in rate levels and rating plans; changes 
in the underwriting policy of the individual company; and 
changes in the competitive situation. As respects reductions in 
premium volume which are beyond their control, the companies 
are faced with the problem of keeping the expense ratio within 
reasonable limits. It may be argued that the expense ratio should 
be considered from the standpoint of the average over a suf- 
ficiently long period so that the effect of fluctuations in premium 
volume may offset one another. The theory underlying this view- 
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point is sound, but it is not always followed in practice since the 
tendency is to consider that a low expense ratio, produced during 
a period of expanding premium volume, represents economical op- 
eration permitting a more liberal underwriting policy, rather than 
to consider that the savings during the favorable years should be 
set aside to offset an excessive expense ratio during a subsequent 
period of falling premium volume. 

It is interesting to note that during the period from 1925 to 
1929 the workmen's compensation premium volume for all com- 
panies, excluding reciprocals and state funds, increased approxi- 
mately ~4%, but during this period expenses likewise increased 
approximately 32%. During the depression period from 1929 to 
1933 the corresponding premium volume decreased 46% while 
expenses decreased 88%. During the business revival from 1933 
to 1937 the premium volume increased 97% and expenses in- 
creased 57%. From 1937 to 1940 the premium volume increased 
2.5% and expenses increased about 7.5%. Segregating acquisi- 
tion cost from other expenses produces some interesting compari- 
sons of the manner in which other expenses fluctuate in relation 
to changes in premium volume. As would be expected, the varia- 
tion in acquisition cost follows more closely the changes in pre- 
mium volume, particularly in the case of the stock companies. I 
have appended an exhibit showing the correlation of changes in 
premium volume and expenses for the periods already mentioned, 
with the results shown separately for stock companies and mu- 
tual companies as well as combined for all companies. Further 
analysis may produce information which will be helpful in con- 
trolling expenses. 

A study of the manner in which costs vary per unit of coverage 
during periods of economic depression or business revival, as well 
as in terms of ratio to premiums, should prove of value. Costs of 
administration, servicing and production coincidental with busi- 
ness expansion or contraction due to changes in company under- 
writing policy or in the competitive situation should also be in- 
vestigated. In this connection the effect of competition upon 
company costs should receive special consideration. Competition 
may be beneficial or detrimental to the interest of policyholders 
and to the insurance business as a whole, dependent upon the de- 
gree of control exercised by the companies and their producers. 
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We all are familiar with the pernicious effect of unbridled cut- 
rate competition. The casualty lines are probably more suscep- 
tible to competitive abuses than is the case with life insurance, due 
to the fact that the policies are short-term contracts. It is appre- 
ciated that there are fundamental differences between casualty in- 
surance and life insurance which require that most of the casualty 
coverage be written on a short-term basis. In casualty insurance 
there is a greater degree of continuous service to the policyholder 
in the prevention of accident~ or claims and in the adjustment of 
those claims which do arise during the policy period, whereas in 
life insurance, other than group, the service is of a different char- 
acter, since there is usually but one claim which arises upon the 
death of the assured and terminates the coverage. In life insur- 
ance the switching of insurance from one carrier to another is re- 
duced to a minimum, whereas in casualty insurance the com- 
pany and the producer must be ever on the aIert to retain its 
business. It may be argued that this condition of "eternal vigi- 
lance" can only be beneficial to the policyholders, but there is 
some doubt in my mind as to whether the cost which must ulti- 
mately be passed on to the policyholders may not actually offset 
the alleged advantages. The study of costs should enable the 
companies and producers to judge more intelligently whether 
present practices are satisfactory in this respect. 

The thought is often expressed that, in the long run, competi- 
tion will establish a proper control over insurance costs since the 
company which is charging too much for its services will even- 
tually lose its business to a company charging on a more reason- 
able basis. The trouble is that competition may proceed too far 
and too rapidly, with the result that eventually certain companies 
will find themselves in financial difficulties. It is to prevent this 
that we have rate regulation by state authorities and have estab- 
lished certain standard policy provisions, rate-making procedures 
and underwriting rules. These safeguards, however, do not elimi- 
nate the possibility of uneconomical competitive practices which 
tend to increase the cost to the consumer. It is my belief that the 
remedy lies in improving the technique of rate making, including 
the establishment of more flexible rating plans, so as to bring the 
insurance premiums more in line with the actual costs for each 
classification of risks. If  thfs could be accomplished, I believe 
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that there would not be the abnormal competition which results 
from a disparity between price and value. 

EXPENSE LOADING 

This leads to a consideration of the third phase of the problem, 
namely, the matter of determining the manner in which the load- 
ing for expenses is to be incorporated in the insurance premium. 
After we have satisfied ourselves that the expenses have been allo- 
cated properly by item to the various lines of casualty insurance 
and to the classifications within each line, and that the expenses 
are on a reasonable cost level, we must then decide how they shall 
be equitably assessed among the various classes of policyholders. 
Each line of insurance will require its own special treatment, de- 
pendent upon the variation in costs by classification and the char- 
acter of the expenses themselves. Here again the approach should 
be from the theoretical viewpoint, with an ultimate transition to 
practical considerations. 

It has been suggested that under a free competitive system the 
companies should be permitted to establish their own individual 
expense loadings to be superimposed upon the average loss costs. 
With the multiplicity of risk classifications in the casualty lines, 
it would seem that if this procedure were followed the state super- 
visory authorities would be confronted with a tremendous task 
in determining whether the rates charged by the individual com- 
pany met the necessary requirements as to adequacy and reason- 
ableness. In view of the short-term nature of casualty insurance 
coverage and the frequent revisions of rates, it is evident that such 
a system would greatly complicate the rating procedure. Further- 
more, the promulgation of experience adjusted rates for the larger 
risks in certain casualty lines would be practically impossible. A 
more practical solution would be to establish the expense loadings 
on the basis of the average necessary costs for the various classes 
of risks. There would be but one method of expense loading for 
a given line of insurance, but the ultimate goal should be to estab- 
lish this method on such a basis that each carrier, regardless of 
the classes of business which it might underwrite, would receive 
reasonable amounts for its expenses. The expense loadings would 
not necessarily reflect the level required by the carriers which 
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operate on the most efficient basis, nor should they be keyed to 
the level of the least efficient operators. If the average expenses 
represent a reasonable level of cost for the services rendered the 
policyholders, the expense loadings established on this basis 
should prove satisfactory to all concerned, while at the same time 
permitting free competition on a controllable basis. 

The contention might be made that it would be more in the 
public interest to fix the expense allowance at the level indicated 
by the company having the lowest expense ratio, the reasoning 
being that if such company by virtue of superior operating ef- 
ficiency or cheaper costs is able to make a reasonable profit at a 
lower than average level of rates, the public should be permitted 
to buy insurance at such rates and not be forced to pay a higher 
price. At the outset, this might prove satisfactory but over a 
period of years the effect might prove disadvantageous to the in- 
suring public. There is the possibility that this would result in 
granting a monopoly to the company having the lowest operating 
cost, since the other companies would not find it profitable to con- 
tinue in business. Also, it might be found that the lower operat- 
ing costs were dependent upon a restricted or selective under- 
writing policy or even might be due to less comprehensive service 
rendered to policyholders. The public would be deprived of the 
advantages of a free competitive market and of the opportunity 
to purchase a superior brand of service. Rate regulation by state 
~uthorities should not operate in such a manner that such a condi- 
tion could obtain. On the contrary, rate regulation should be 
such that the expense allowance in the premiums will be suffici- 
ently adequate to permit a prudently managed company to pro- 
vide the degree of service desired by all classes of the insuring 
public as a whole. The use of average company expense ratios for 
the various classes of business would meet this criterion in a rea- 
sonable manner. 

It may be found that the traditional method of expense loading, 
under which the loss portion of the rate is increased by a uniform 
percentage, should be supplanted by a substantially different 
process. This immediately raises a question as to the intrinsic 
value of a uniform percentage expense loading for a line of insur- 
ance as a whole. This basis has served a very useful purpose in 
the past, since it permits a ready comparison of the actual loss 
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and expense ratios with the average permissible amounts. On the 
other hand, the introduction of loss and expense constants, retro- 
spective rating and graduated expense plans tend to throw this 
basis of comparison out of line and it may be that we have reached 
a point where we should seek a different basis of comparing actual 
results with those expected. The importance of this consideration 
will depend largely on the degree to which the present system of 
expense loading may be modified. At any rate, the desire to main- 
tain the present basis of comparison, per se, does not constitute 
a valid reason for not changing the basis of charging expenses in 
the insurance premium if, as a result of our studies, we discover a 
more equitable basis. 

Many of the questions which arise in the solution of this phase 
of the expense problem are inter-related and, therefore, the final 
solution must be the one which most equitably recognizes each of 
the individual considerations in a practical manner. Some of the 
questions which suggest themselves as being worthy of investiga- 
tion are the following: 

1. Does the present method of using a uniform percentage ex- 
pense loading, irrespective of the amount of the classifica- 
tion rate, produce equitable results for risks whose rates are 
substantially higher or lower than the average ? 

2. Should expenses, in whole or in part, be provided for in pro- 
portion to units of exposure regardless of fluctuations in loss 
experience? For example, in determining compensation 
rates, should the expense loading be provided for partly as 
a charge per $100 of payroll and partly as a percentage of 
the final rates ? 

8. In applying experience rating, should the expense portion 
of the premium, with the exception of taxes and possibly 
claim adjustment expenses, be stabilized on the basis of 
units of exposure instead of varying with the experience 
rating modification determined by the loss experience of the 
risk ? This is suggested by the fact that in the retrospective 
rating procedure the expense allowance, with the exception 
of claim expense and taxes, is a percentage of the standard 
premium and is not influenced by the risk loss experience 
during the policy period. 

4. Is the policy fee or expense constant the most equitable 
basis of charging for expenses in connection with workmen's 
compensation policies for the smaller risks and, if so, should 
this principle be extended to other lines of insurance ? 
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5. Should the percentage basis of paying commissions be modi- 
fied to provide for a combination of a fixed fee per policy 
plus a percentage of the premium ? 

6. In the study of expense loading by size of risk should the 
charges for inspection and auditing costs be determined by 
taking into consideration the average time expended in ren- 
dering such services per risk and the average service cost per 
hour, thereby determining the average service cost per risk 
which could be related either to the risk premium or units 
of exposure ? 

7. If a graduation of the expense loading by size of risk is indi- 
cated, should the graduation of commissions and other pro- 
duction costs be in proportion to the graduation of other 
expenses ? 

It  is to be hoped that the answers to these questions will be found 
as a result of the investigations which have been suggested. 

CONCLUSION 

The true concept of insurance contemplates that the losses and 
expenses shall be equitably distributed among the entire group of 
insureds. Casualty insurance theory and practice have long recog- 
nized the desirability of establishing classifications of homogene- 
ous risks, so that those with a low hazard will not be charged with 
the losses of those with a high degree of hazard. It  is for the pur- 
pose of applying this principle to the expense element of the pre- 
mium that this discussion has been directed. There is nothing 
unfairly discriminatory or unjust in classifying risks according to 
their expense requirements. If our investigations are impartially 
conducted and the results will stand up under the critical scrutiny 
of state authorities and the insuring public, we should not be fear- 
ful of the consequences of endeavoring to reflect such results in 
the premiums charged our policyholders. It  is my hope that these 
studies may be initiated at an early date, since it is apparent that 
they will require much time and effort before being brought to a 
satisfactory conclusion. The longer we delay in arriving at a 
complete solution to the three-fold expense problem in casualty 
insurance, the more difficult it becomes adequately to meet criti- 
cism directed at the expense element. 
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Large 
Small 
Combined 

13.4 
13,6 
13.5 

0 .8  
4.3 
1.2 

4,6 
4.0 
4.4 

4.5 
2,0 
4.2 

18.0 
17.6 
17.9 

5.3 
6.3 
5.4 

9.2 
10.3 
9.5 

6.8 
7.8 
6.9 

9.2 
10.7 
9.6 

5.8 
7.9 
6.0 

2.8 
2.1 
2.6 

3.2 
1.1 
3.0 

3.8 
3.8 
3.8 

2.2 
4.4 
2.4 

25.0 
26.9 
25.5 

18.0 
21.2 
18.3 

43.0 
44.5 
43.4 

23.3 
27.5 
23.7 

t~ 

0 

N 
AUTOMOBILE LIABILITY 

~tock Cos. 
Large 
Small 
Combined 

Mutual Cos, 
Large 
Small 
Combined 

19.8 
19.6 
19.7 

6 .8  
7.6 
6.9 

5.2 
3.9 
4.7 

6.4 
3.0 
5.9 

25.0 
23,5 
24.4 

13.2 
10.6 
12.8 

I I  .6 
I I  .6 
I I  .6 

10.4 
13.0 
10.8 

7.3 
8.5 
7.8 

7.0 
7.0 
7.0 

1.3 
1.5 
1,4 

1.0 
1.7 
1.1 

3.9 
4.0 
3 .9  

2.0 
2.6 
2.1 

24.1 
25.6 
24.7 

20.4 
24.3 
21.0 

49.1 
49.1 
49,1 

33.6 
34.9 
33.8 

LIABILITY 0T~mR THAN AUTOMOBILE 

Stock Cos. 
Large 
Small 
Combined 

Mutual Cos. 
Large 
Small 
Combined 

21.3 
22,3 
21.6 

4.4  
8.2 
4.9 

5.5 
4.2 
5.1 

4.9 
2.1 
4.5 

26.8 
26.5 
26.7 

9.3 
10.3 
9.4 

13.6 
12.3 
13.2 

13.4 
13.4 
13.4 

I0 .0  
10.6 
10.2 

8.1 
7.1 
8.0 

5.9 
5.3 
5.7 

3.9 
2.0 
3.7 

4.6 34.1 60.9 
4.6 32.8 59.3 
4.6 33.7 60.4 

2.3 27.7 37.0 
2.3 24.8 35.1 
2.3 27.4 36.8 

*Ratios are expre~ed as percentages of earned premiums. 



ANALYSIS OF EXPENSES---WORKMEN'S COMPENSATION 
CORRELATION OF CHANGES IN PREMIUM VOLUME AND EXPENSES 

(DATA DERIVED FROM N E w  YORK CASUALTY EXPERIENCE ~']~rwrRIT) t~ 
t~ 

Percentage Increase for Selected Period* 

Incurred Expenses 

Selected 
Period Companies 

[ 

1925 Stock 
to Mutual 

1929 Combined 
I 

1929 Stock 
to Mutual 

1933 Combined 
[ 

1933 Stock 
to Mutual 

1937 Combined 

1937 
to 

1940 

Stock 
Mutual 
Combined 

Earned 
Premiums 

22.2 
84.3 
33.6 

--43.8 
--52.4 
--46.0 

68.6 
196.4 

9 7 . 0  

- -  4 . 9  
17.3 
2 .5  

Com- 
missions 

22.2 
70.1 
23.7 

--46.5 
--48.4 
--47.0 

66.2 
196.4 
70.4 

- -  6.3 
8.3 

- -  6.0 

Other Total 
Production Production 

1 - -  
45.2 26.4 
71.6 71.2 
50.8 29.2 

--36.4 --44.4 
--27.7 --34.1 
--35.2 --44.2 

[. 
45.0 61.2 

109.6 130.6 
59.6 67.5 

1 - -  
13.1 -- 2.1 
69.9 50.8 
29.7 3.3 

*Minus sign (--)  desil 

Claim 
Adjustment 

24.9 
86.7 
33.6 

- 2 6 . 7  
- 3 5 . 7  
--28.6 

15.5 
85.3 
30.8 

6.3 
24.6 
10.3 

hates decrease. 

Adminis- 
tration 

30.3 
105.1 
40.0 

--34.5 
--45.9 
--36.8 

26.8 
152.2 
43.4 

7.4 
23.5 
12.0 

Inspection 
& Bureau 

18.0 
55.5 
24.4 

--33.7 
--36.5 
--32.0 

12.5 
105.7 
33.2 

12.4 
40.8 
20.3 

Taxes, 
Licenses 
& Fees 

13.2 
38.2 
17.6 

--50.5 
--48.4 
- 5 0 . 9  

198.9 
447.2 
234.9 

- -  7.4 
17.3 

- -  0.5 

Total 
Other Than 
Production 

24.8 
82.3 
33.1 

- 3 3 . 0  
--40.2 
--34.3 

33.4 
130.3 
50.5 

5.0 
25.5 
10.3 

Total 
All 

Expenses 

25,4 
80.1 
31.5 

--37.9 
--39,1 
- 3 8 . 2  

44.0 
130.3 
56:6 

1.9 
30.6 

7.6 

t~ 

h:l 

0 

t-.i 

N 

I-) 

b0 
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EMPLOYMENT AND UNEMPLOYMENT 
BY 

W. R. WlLLIAIV~SON $ 

I. INTRODUCTION 

The Casualty Actuarial Society was organized to deal with 
casualty and social insurances. Among social insurances it has 
been chiefly concerned with workmen's compensation. Casualty 
actuaries are therefore familiar with employment interruptions 
due to injuries or sickness arising out of or in the course of 
employment. 

During the last ten years employment or its absence have be- 
come matters of crucial interest, the emphasis till recently having 
been on the extent of unemployment, the emphasis now on the 
shortage of certain types of trained or skilled workmen. 

Four special types of governmental agencies have developed a 
knowledge of employment opportunities, of the extent of com- 
pensable unemployment, of the available sources 0f specially 
skilled labor, have acquired considerable familiarity with periods 
of employment, the place of the family in work relationships, and 
the changed situation in respect to the employment of women. 
They have developed both information and an understanding 
that much more information is desirable. 

These agencies are: 

(1) The Employment Security organizations, both State and 
Federal, concerned with job placements and with un- 
employment compensation ; 

(2) The Federal Old-Age and Survivors Insurance agency, in 
behalf of which contributions are made from covered em- 
ployed workmen and which certifies the checks enabling 
benefits to be disbursed when special situations arise be- 
cause of employment termination; 

(3) Federally subsidized State administered agencies of public 
assistance, so definitely needed because of certain types of 
unemployment ; 

(4) The agencies developed because of defense, including the 
Selective Service organization, the Office of Production 
Management, the enlarged Employment Service Agency, 
etc. 

* The opinions as expressed in this article are those of the author and do 
not  represent the views of the Social Security Board. 
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This paper is concerned with a discussion of terms, observa- 
tions as to the need of more specific definitions, and certain 
graphic delineation of employment relationships. The insuf- 
ficiency of current data is noted and the current field of cost deter- 
mination is briefly sketched. 

Members of this Society should be increasingly interested in 
all phases of Social Security. This paper attempts a preliminary 
orientation as to employment and unemployment, two factors 
basic to all the social services. 

II. WOrK 

Modern social insurance is oriented to employment. Social in- 
surance might be geared to citizenship or residence, yet a large 
majority of the income received by citizens or residents comes 
from wages, salaries, commissions, and other forms of compensa- 
tion paid by an employer to his employees because of their pro- 
ductive efforts. 

The continued development of modern technology has trans- 
ferred many activities from the home to the factory or to some 
commercial service center. The home once was largely responsible 
for making clothing, preparing food, building furniture. Now, 
the major part of the making of clothes is done in factories, food 
products are prepared in canneries, bakeries, meat packing estab- 
lishments, etc. Mechanical contrivances have entered the home 
to short-cut the time required for many of the residual home 
operations. 

The recognition of this change is so universal that it has 
seemed natural to talk about "the industrial revolution" as though 
it had already reached its ultimate conclusion and as though all 
activities were now part of our integrated assembly lines. It  is 
argued by some that the machine has reduced work opportunities. 
Others maintain that new machines increase the aggregate pro- 
ductive efforts of mankind and thus raise the living standards. 
There may be a temporary period when the new machine results 
in laying off a certain part of the man power formerly required 
for the now obviously wasteful methods of production, but the 
ultimate result of shortened productive processes has usually been 
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and may again be a higher standard of living and more diversified 
employment. 

Since the very basis of our social and economic existence is in 
constant flux, the meaning of all our terms and the factors affect- 
ing living conditions are undergoing change. Employment and 
unemployment are not sharply defined conditions but somewhat 
conventionalized terms. Unemployment may even be primarily a 
subjective state. 

From the early decades of the nineteenth century to the early 
decades of the twentieth century there seems to have been a steady 
lengthening of the period of childhood, a steady rise in living 
standards, a steady increase in the number of women working in 
the factory, office, or store, a steady reduction in the number of 
hours worked per day or week by the average employee who con- 
siders himself "employed full time", and a steady increase in the 
use of such supplements to wages as employer contributions to 
life insurance, accident and sickness insurance, retirement in- 
comes, and vacations with pay. The dollar value of these supple- 
mental forms of compensation has commonly been separated from 
the basic pay roll. Explanations of the nature of these supple- 
ments to wages have varied widely. As to employer contributions 
to benefits offered the employee by virtue of his employment it 
seems sound to call them part of the wage bill. 

Wages are so much higher in the United States of America than 
anywhere else that it seems probable that even excluding these 
supplementary items American priority in wage levels is still 
present. Working arrangements have on the whole seemed more 
permanent than in other countries even though new work rela- 
tionships to keep up the technical advance are a natural con- 
sequence of improved processes. Certain social insurances in 
some of the European countries seem to have developed rather 
directly from those provisions in the Treaty of Versailles, espe- 
cially designed to improve the position of labor and to give it a 
larger share in the national production. The contribution of the 
employee within these programs helps to justify the employer 
subsidy. Some social insurance seems a framework for more con- 
sistent financial provision by the citizens themselves toward cer- 
tain desirable goals. Through it they provide financially against 
the hazards of unemployment, old-age, disability, or death. Old- 
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age insurance can deal with work loss at an age so advanced that 
physical capacity to work has become lowered and future work 
opportunity seems doubtful. Insurance in beh.alf of orphaned 
children and their widowed mothers provides certain compensa- 
tion for the death of the working father without the necessity of 
proving that death arose out of or in the course of employment. 
Temporary and long-range disability insurances attempt to re- 
place some of the wages lost because of sickness and accident. 
They may also involve benefits in kind in the provision of medical 
care. Unemployment insurance may grant benefits for certain 
periods when the employees are well enough to work but jobs are 
unavailable. Work has come to seem the essential basis, not only 
of a primitive but of a civilized existence. The pay for work en- 
ables employees to buy the products of industry. The absence of 
work shuts off the income with which to make these purchases. 

I I I .  THE SOCIAL ANALYSTS 

Such organizations as the Bureau of Labor Statistics within the 
Department of Labor, the statistical units within the Department 
of Agriculture, the National Bureau of Economic Research, the 
National Industrial Conference Board, the Industrial Relations 
Counselors, the Social Science Research Council, the Federal Se- 
curity Agency, and various other foundations and organizations 
have attempted to determine conventions and terminology in such 
a way that discussion of work and wages and living standards 
could be carried on with adequate meaning to all engaged in the 
discussion. The terminology is not yet exact. In discussing a 
national situation as to work there are serious limitations, a cata- 
log of which would be rather lengthy. 

The columnist is a new expert. Whether or not he taps the 
proper sources of information, the trenchant explanation of a sta- 
tistical-minded writer adds to the chance for subsequent sound 
analysis. His quotations are certain to be challenged, and the 
ensuing discussion adds to knowledge. The columnists have ap- 
proached the extent of unemployment with brevity. They have 
suggested that many family and work relationships have had ef- 
fect upon the figures. I t  is now more popularly understood that 
when the main breadwinner loses his job other members of the 
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family may be forced into the labor market to make up for the 
loss. Such members do not necessarily promptly return to their 
housekeeping or their further education when the family head gets 
his job back. 

The Bureau of the Census in previous decennial censuses has 
made certain inquiries as to the extent of "gainful employment". 
They have also carried forward special unemployment censuses. 
In 1940 the old concept of gainful employment which not only in- 
volved having work but also looking for work had been replaced 
by a much more definite series of questions. The schedules ap- 
plicable to all individuals 14 years of age and over made specific 
inquiries as to the week from March 24 to March 30. They asked 
whether the person were during this period at work "for pay or 
profit in private or non-emergency government work", whether he 
was engaged in public emergency work, such as WPA or CCC, 
whether he was seeking work, or whether he had a job or business, 
or whether he was engaged in home housework, in school, was 
unable to work, or idle for other reasons. He was also asked as 
to the number of hours worked during the week and if unemployed 
for how Iong a time in weeks he had been unemployed. There 
were special inquiries as to occupation, industry, and class of 
worker, as to the amount of money wages or salaries received dur- 
ing the year 1989, including commissions, and whether he had 
received an income of $50 or more from sources other than money 
wages or salary. For a sample of 5 ~  of those listed on the basic 
population schedule there were supplementary questions with 
reference to Social Security benefit account number holding and 
the making of actual deductions for Federal old-age insurance or 
Railroad Retirement benefits in the year 1939 and as to whether 
such deductions were made from all, half or more, or less than 
half of wages or salaries. A certain amount of the information 
as derived has been released by the Bureau of the Census, though 
the results of this extensive inquiry have not yet been published in 
detail. 

IV. THE FOUR NEW GOVERNMENTAL AGENCIES 

While among the organizations discussed above reference is made 
to the Federal Security Agency, the four governmental agencies 
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listed in the introduction require special consideration here. Alto- 
gether they deal so definitely with employment or the lack of it, 
that they affect our thinking; they are so closely related to the 
extent of employment and unemployment, that they require more 
detailed discussion. 

(1) Employment Security 
These agencies fulfil two purposes--job placement and the 
payment of compensation to the jobless. The unemploy- 
ment compensation programs are apparently in effect on 
somewhat less than half the apparent job content of the 
Nation. The programs provide that among those covered 
there shall be established appropriate reports showing es- 
sential personal data on the basis of which to pay un- 
employment compensation when, in accordance with strict 
formula men "able to work" seem unable to find employ- 
ment. The machinery is administered by the States, 
though with some supervision from the Federal Bureau 
of Employment Security. It was brought into operation by 
a Federal tax on covered employment, against which tax 
90% credit was given should a suitable State unemploy- 
ment compensation law be effected. Wage reports as to 
employment are handled on a quarterly reporting basis, 
sometimes actually showing weeks of employment. Unem- 
ployment is evidenced by a weekly report concerning the 
absence of employment, the ability of the applicant to 
work, and his willingness to work, and the proper evidence 
that attempt has been made to find work through the 
Employment Service. Many of the State programs have 
assumed a weekly period of unemployment as the unit of 
measurement. There is a live file estimated to contain in 
1939 records on some 31,000,000 separate individuals who 
had had wage credits reported within that year. This is 
subdivided, of course, into the 51 State agencies, which 
also maintain claims files showing weeks when these same 
individuals have failed to secure employment or have se- 
cured only partial employment. 

In the administration of such an unemployment compen- 
sation program decisions must be made as to: '  
(a) Types of employment covered by the scheme; 
(b) The amount of earnings or the number of weeks of 

work to be credited within a year called the base pe- 
riod, as minimum qualification for benefits; 

(c) The number of waiting period weeks without employ- 
ment or unemployment compensation ; 
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(d) The minimum and maximum weekly benefit amounts 
payable ; 

(e) The maximum number of compensable weeks or the 
maximum amount of benefits paid within a benefit 
year ; 

(f) The extent of evidence given by the employee that no 
suitable work is available; 

(g) Disqualifications for benefits. 

In each State these practical considerations have developed 
definite provisions. Unemployment compensation pro- 
grams are in operation in every State, two Territories, and 
the District of Columbia. The strategy of tax offset has 
been effective. 

(2) Old-Age and Survivors Insurance 
The contributory program Of old-age and survivors insur- 
ance is geared up to employment to the extent that as a 
prerequisite to protection the receipt of earned income in 
covered employment must be shown to be an amount of at 
least $50 in each of a given number of calendar quarters. 
No provision ties these wage rates to specific periods of 
time within the quarter, so that $50 could represent a sin- 
gle day's work or steady work for a month. The coverage 
is very similar to that for unemployment compensation. 
The major difference is the exclusion in many States from 
the unemployment compensation program of the em- 
ployees of employers who have less than a given number 
of employees. Among the States this varies from one to 
eight. There are other minor differences since unemploy- 
ment compensation is handled by State laws. Detailed 
comparison between the State records on employment se- 
curity coverage and the Federal records for old-age and 
survivors insurance is yet to be accomplished as to the 
employment of any State. Such comparison would be 
desirable. As time allows it will presumably be made. The 
underlying concept of work as a requirement of coverage 
persists both in employment security and old-age and 
survivors insurance. Benefits are specifically related to 
wage payments in both cases. Benefits are also related to 
work termination in both cases. 

(S) Public Assistance 
Anglo-Saxon nations have for several centuries accepted 
the responsibility of the whole community to provide at 
least the minimum standard of subsistence for all its mem- 
bers. Relief has customarily been based upon specific evi- 
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(4) 

dence of need. It has sometimes applied rigorous work 
tests. The proportion of residents receiving unvarnished 
public relief in the United States has until recently been 
rather limited, though considerable amounts of "genteel 
relief" have been accorded by churches, lodges and private 
citizens. As in the case of unemployment compensation 
and old-age and survivors insurance, the absence of paid 
work has been the primary reason why relief has been 
needed. It has been administered by a growing staff of 
social workers. It sometimes seems that relief administra- 
tion has recently become one of our major industries. 

The segregation of the categorical assistances has con- 
siderably increased the importance of this entire area. The 
Social Security Act of 1935 specified three categorical 
assistances : 
(a) That to the needy aged; 
(b) That to the dependent children; 
(c) That to the needy blind. 

The categorical assistances seemed to carry less of the sense 
of disgrace than did outright relief. The recognized num- 
ber of recipients has greatly increased. 

Needy individuals whose unemployment is not due to ex- 
treme age, immaturity, or disability have been offered the 
opportunity of engaging in public works. The provision of 
such work has sometimes been considered as relief, some- 
times as employment. 

Defense 
The end of the year 1940 completed a decade marked by a 
major depression. It was also marked by the comprehen- 
sive adoption of the assistances, various relief measures, 
and work projects. In 1941 our perspective as to work has 
changed. Instead of a surplus of labor there is at least in 
certain skilled occupations an apparent deficiency. De- 
fense has developed the Selective Service for the training 
of a considerable proportion of our young men. It has 
greatly increased the responsibility of all industries needed 
in the defense of the country. "Business as usual," or the 
upholding of current living standards as a matter of morale 
may be helpful in maintaining existing work arrangements 
until the defense assignments are thoroughly under way 
and shortages of man power become more acute. Then, as 
production needs advance, priorities will possibly shift con- 
siderable groups of workers from existing peace-time activi- 
ties to defense industries. Established enterprises may be 
reorganized as a defense measure because we require waste 



264 EMPLOYMENT AND UNEMPLOYMENT 

elimination and increased efficiency. Inexperienced work- 
ers with apparent capacities will be promptly trained for 
limited duties. It is now very easy to contrast the incom- 
plete productive results in France in the period before the 
war, when their work week was so short, with the current 
superior results in England, where along with increased 
morale and alertness the work week is considerably longer. 
It has sometimes seemed to be assumed in various countries 
that the fewer hours a man worked, not only the more effec- 
tive would he be per hour but the more would be his aggre- 
gate output. In our own country there now seems so many 
jobs to be done that the philosophy of made work seems 
suitably postponed. The idea that real work may occupy 
the entire community is reasserting itself. 

V. PERIODS OF EMPLOYMENT 

The factory and its machinery have had a great influence upon 
the organization of the working day. The simplification of work 
processes, the formation of the assembly line, the complete use of 
plant facilities have organized the day into rather definite periods 
of scheduled hours of work. The very year falls into a scheme 
where there are mainly work days but periodic holidays and fre- 
quently vacation periods. The work day has varied from more 
than twelve hours down to as short a period as six. A work pe- 
riod of half the 24-hour day is now most unusual save in time of 
war. The drive for the shortening of the work day is part of the 
recognition that leisure is a tangible asset, that mechanization 
should lead to a wise combination of more goods and services and 
less working time. Industrial engineering has persistently in- 
creased the effectiveness of a man-hour of work. The gains are 
divided between higher living standards and more free time. 

As against a 72-hour work week the increased leisure of a 
44-hour work week has seemed a notable achievement. The early 
days of the depression were marked by a different type of work- 
Week-shortening, when part-time schedules as short as 24 hours 
a week were adopted for entire factories. The philosophy of work 
sharing implied that the men should be working more hours and 
would prefer to work more hours but there was insufficient work 
to go around. Weeks as short as 30 hours have been seriously 
suggested on the principle of sharing the limited volume of exist- 
ing work so as to eliminate all unemployment. 
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A division of the Department of Labor is now named "Wage 
and Hour". Much of the effort has been directed toward re- 
ducing the number of scheduled hours to be worked per week for 
large groups of workers. Forty hours per week has been estab- 
lished as the maximum permitted by statute for such workers, 
though a temporary emergency arrangement scheduled 44 hours. 
Implicit in such a standard work week, however, is the oppor- 
tunity to extend that work week with higher wage rates paid for 
extra hours and more compensation for the whole working period. 

Drug stores and service organizations like repair shops, tele- 
phone companies, transportation systems, develop distinctive 
working time distribution so as to maintain 24-hour service seven 
days a week. In general, however, the customary work week is 
one of 5 ~  days, with no work from Saturday noon until Monday 
morning, or five days with no work either Saturday or Sunday. 
Retail establishments have regular part-time arrangements and 
extra employees on Saturdays and during bargain sales or holiday 
seasons. Many have been giving half days off during the middle 
of the week. The coal mines show employment schedules that 
vary strikingly from week to week and from month to month. 
Agriculture is noted for specific seasonality, as is the hotel busi- 
ness of Florida and the White Mountains. While factory produc- 
tion sets conditions which dominate our thinking on employment, 
many areas of employment differ considerably in their work tim- 
ing from the factory schedule. Terms which are specific and 
clean-cut when applied to factory operations become somewhat 
blurred when applied to the work conditions of agriculture, do- 
mestic service, emergency service, or self-employment 

Since social insurance is now being gradually introduced into 
the American industrial scene and has been geared up to employ- 
ment and the absence of employment, this additional factor in- 
creases the need for certain conventions and certain standard 
terms. 

VI. THE EXTENT OF EMPLOYMENT 

Under war conditions in Germany it has been said that 60~  of 
the population is gainfully employed. In the United States we 
have been accustomed to think that somewhat less than 40% have 
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been engaged in paid work relationships. In these defense times, 
however, and from the increased knowledge of the division of jobs 
among extra individuals, it seems probable that some employ- 
ment may be had by as much as 45?'0 of the population within a 
year. 

The particular structure of the social insurances has developed 
extensive records which already show the very large number of 
individuals who have some covered employment without achieving 
steady work. Both the old-age and survivors insurance program 
under Title II  and the unemployment compensation programs de- 
veloped under Titles I I I  and IX of the Social Security Act can be 
the means of greatly clarifying our knowledge of the extent of 
employment. We have spoken rather easily of "the labor market" 
as though the men and women were putting up their man power 
as a commodity to be sold in that market. It  is recognized that 
certain individuals remain completely aloof from this so-called 
market. They go to school ; they engage in housework ; they suf- 
fer from some form of disability; they are members of a limited 
leisure class; or they are simply unemployed. 

In our 1940 population of 132,000,000 members it is possible 
that there are 60,000,000 workers, of whom over a period of a year 
30,000,000 may have worked practically full time; 25,000,000, 
part-time; 5,000,000 have remained almost wholly unemployed 
during the entire year even though looking for work. The Census 
Bureau release of April 4, 1941, based upon the 5% sample and 
dealing with the work conditions of March 24 to 30, 1940, shows 
53,000,000 in the labor force, with 45,000,000 employed, 2,000,000 
on public emergency work, 5,000,000 seeking work. 

Considering the variable work weeks, seasonal employment, 
and intermittent employment, we begin to sense the wide range 
represented by : 

(a) Those who are available for work but have no work 
whatever ; 

(b) Those who are barely connected with work opportunities 
but do have some paid jobs ; 

(c) Those who work intermittently, whether according to some 
general program or spasmodically; 

(d) Those who work most of the time ; and 
(e) Those who are steadily employed. 
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In respect to all of these categories except those who have no 
work at all there is time lost because of sickness, accident, factory 
shut down, or vacations. For the full-time workers such inter- 
ludes are not regarded as work interruptions, particularly when 
salaries are continued. 

Many of the early State unemployment compensation bills car- 
ried references to "full-time employment"--the assumption being 
that for a particular industry in a particular locality there would 
be a general understanding as to the number of hours of work 
needed for a "full work week". In other unemployment compen- 
sation legislation the awkwardness of dealing with an assumed 
number of hours of work was avoided by basing work status on 
the total amount of earnings in a specified period. Weeks when 
there was total unemployment are defined as "weeks of full-time 
unemployment representing no income or representing income less 
than an amount specified in the statute". Weeks of partial un- 
employment are defined as "weeks in which earnings from regu- 
lar employment were reduced by a definite amount or percentage 
from recorded earnings of prior periods of time". Weeks of part- 
total unemployment are defined as "weeks in which there was no 
regular employment but only odd jobs or subsidiary employment". 
In old-age and survivors insurance the absence of a job beyond 
age 65 is admitted when during a month aggregate earnings in 
covered employment amount to less than $15. 

VII .  THE FAMILY AND DIVISION OF LABOR 

In a population of 132,000,000 persons a working force variously 
estimated from 45,000,000 to 60,000,000 individuals leaves the 
major portion of the population outside of the body of "em- 
ployed". Not only have the factory system and the use of women 
in positions carrying wages and salaries gained considerable foot- 
hold, but the family has also persisted as a special arrangement of 
work cooperation and pooled resources. The "family" most com- 
monly includes a man, his wife and their minor children. Fami- 
lies may contain members of only one generation. They may in- 
clude members of three or even four generations. The Consumer 
Purchases Study analyzed families according to make-up by 
number of earning and non-earning individuals. It indicated the 
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number of adults and children under the age of sixteen. We like to 
think that the family has usually been self-sufficient and has at- 
tempted to meet from the earnings of its members the required 
expenditures of those members. For many years in France there 
was a special pooling and redistribution of a portion of the wages 
in accordance with the size of family. This was done specifically 
to insure added income for the workman with several children. 
This method of pooling part of the wages seems at first blush an 
awkward deviation from paying wages directly related to indi- 
vidual production. It was hoped, however, by this method to 
avoid specific relief in behalf of large families and to encourage 
somewhat larger families and revise the trend of the falling birth 
rate. 

If only 40% of the population are gainfully employed the pro- 
duction and the income of this sector should be sufficient to pro- 
vide subsistence for themselves and for the other 60~.  This 
statement is somewhat over-simplified since within the family 
there is still a large amount of personal unpaid family produc- 
tion, both in the processing of foods and in other household ser- 
vices. Dr. Dublin, of the Metropolitan, in developing his con- 
sideration of the economic value of a man seemed at one time to 
value the housewife's contribution to the family economy as 
worth approximately one-half the wage earned by the employed 
husband. The recently developed phrase "unpaid family labor" 
recognizes the status of those members of the family who outside 
of the home give their work without special compensation as un- 
paid family labor. This same work within the home is recog- 
nized as homemaking or housekeeping. In most wage analyses it 
is assumed that each family will have one or the other of these two 
types of unpaid family work but that its money value need not 
enter into the arithmetic of family budgeting. It  is probably a 
most important element, and it makes more difficult the many ef- 
forts to determine over-all per capita incomes State by State. 
Moreover, the efficiency of the wife working at home may deter- 
mine whether the family as a whole maintains a solvent condition. 
It is conceivable that the emphasis upon having recorded earned 
wages in order to secure protection from the social insurances may 
tend to create more wage relationships in lieu of so much of these 
unpaid family labors of recent years. 
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VIII. THE CHANGED POSITION OF WOMEN IN EMPLOYMENT 

Electrical equipment in the household, and the available ser- 
vices of the laundry, the bakery, etc. outside the home have so 
much shortened the essential working day of the housewife that 
it is quite possible for her to engage in part-time paid employment 
with no obvious loss in household efficiency, or on the other hand, 
to build up special time-consuming interests in order to utilize 
the time saved by modern equipment. It  may be possible for the 
efficient woman to maintain "full-time paid employment"--espe- 
cially if the "full-time" happens to be on the low side in hours per 
week--as well as to carry forward the reduced family work. A 
few years ago a large factory shifted from an eight-hour to a six- 
hour day and ran four six-hour shifts. For the new six-hour day 
they paid what had represented seven hours of pay and suggested 
the feasibility that both husband and wife should take one shift 
each. This would largely increase the family income, though it 
might necessitate distributing somewhat the housework between 
the husband and the wife. This experience has been running for 
several years now. It is hardly typical of factory employment in 
general. It is indicative, however, of the possible changes in the 
make-up of the working community, where many of the women do 
work on shifts of this sort after marriage. It is also illustrative 
of the untapped working capacity of women not now being fully 
utilized. 

I X .  GRAPHIC DISPLAYS OF DATA 

A. Work Capacity 

The various experts have suggested that the gainful workers 
can be simply classified. One such classification would be an 
array ranging from the virtually unemployable at one end to the 
best workers at the other end. The near-unemployables may be- 
come recognized as completely unemployables. They will then 
have no further work opportunities and will disappear from the 
array. Most of them continue to have some chances at work and 
so long as they do they are part of the labor force. The near- 
perfect worker may still lose some time through vacation, or ex- 
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cusable illness, or for a week or two of lay-off for inventory. 
There are relatively few who work throughout the entire year. 
There are many with but insignificant portions of employment. 
Besides the unemployed who have been eliminated from the cate- 
gory of employment by a recognition of their unemployability, 
there are others considerably affected by disability, mental incom- 
petence, absence of work habits, and a work wariness rather 
dismaying to the employer. If we examined the 3,000,000 least 
able to work and offered them permanent employment, we might 
secure from them a million complete work years. While the group 
of the unemployed has been discussed as numbering ten millions, 
recent figures show five millions. It  seems probable that there 
may be less than three million really competent workmen now left 
unemployed. 

B. Graphs 

Following out certain rather arbitrary decisions, a graphic pres- 
entation of the subject of employment is included herewith. In 
general, specific figures are omitted. The approach developed 
arises from some familiarity with the four government agencies 
discussed in Sectiou IV. The major reason for the current 
analysis may be the current defense emergency and the need that 
there shall be a maximum use of available man power. It seems 
increasingly desirable to know more about the reserves of labor 
and to apply actuarial analysis. 

C. The Breakdown o] the Population Into 
Three Majbr Categories---Chart I 

Chart I subdivides the entire population of the United States 
into three portions. The first portion includes those who within 
a given year have had some taxable income from employment cov- 
ered under the unemployment insurance programs. The second 
includes those individuals who, while having no employment cov- 
ered by that program, have had during that same year employment 
covered by old-age and survivors insurance (in the main with 
small employers) or employment wholly excluded from both un- 
employment compensation and old-age and survivors insurance. 
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CHART I 
ESTIMATED PERCENTAGE DISTRIBUTION OF 1940 U. S. CENSUS 

POPULATION ACCORDING TO CLASS* 

* Class 1--Persons with some paid work covered for UC during a 
calendar year. 

Class 2--Persons with some paid work, but none covered for UC 
during a calendar year. 

Class 3---Persons with no paid work during a calendar year. 

A large proportion of the membership of the second subdivision is 
made up of the self-employed and the workers in public employ- 
ment, agriculture, domestic service, and the non-profit enterprises. 
The third portion represents those in employments not covered by 
a wage relationship but considered as engaging in unpaid family 
employment and those lacking employment altogether because of 
immaturity, senility, sickness, or the possession of a leisure class 
income. These three component elements of Chart I are further 
analyzed in Charts II, III,  and IV. 

D. The Unemployment Insurance Coverage--Chart n 

Chart n shows for the unemployment insurance coverage work- 
ers arranged in an ascending scale from left to right, from those 
who have a very little work covered for unemployment insurance 
within the year to those who have full-time work covered for 
unemployment insurance within the year. The lower right hand 
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portion of the chart represents the exact duration of the covered 
employment of the persons in the class, while all areas above 
represent average durations of employment for the same people. 
The rectangle, in short, represents a year of potential work for 
each person, and the various areas show how those years are 
divided. The upper left hand portion of the chart (J and K) 
represents employment in non-covered (in respect to unemploy- 
ment insurance) industries of those individuals having some em- 
ployment in covered industries. The intermediate area which is 
further subdivided represents the portion of the time not ac- 
counted for by covered or non-covered employment. There is, of 
course, considerable doubt as to the extent of the work or the idle- 
ness in the upper left hand portion of the chart. There is great 

CHART II  
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variation as between calendar years in the extent of bona fide un- 
employment. The chart is designed to indicate a national condi- 
tion, while the State is the unemployment insurance unit. There 
is indicated unemployment in the uncompensated waiting period 
(C) following the cessation of covered employment, unemploy- 
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ment after the expiration of the maximum benefit period to which 
the ex-employee is eligible (E), unemployment disqualified from 
benefits because of voluntary termination of employment, dis- 
charge for cause, seasonal work limitations, work terminations 
because of disability, labor troubles, etc. (B, F, and H) ,  and 
finally unemployment disqualified for benefits because the em- 
ployment record in the base year had been insufficient to give 
eligibility (G). 

This display has been arranged as a percentage distribution of 
the "covered workers". They numbered in the year 1939 for the 
country as a whole possibly 31,000,000 separate persons. (This 
seems to be the sum total of those with some wage records in all 
the State agencies carrying this program, though records have not 
been uniformly maintained in all jurisdictions.) There is an 
operating lag in determining exact data. There may have been 
approximately 23,000,000 man years of work in covered employ- 
ment represented by these 31,000,000 individuals, so that 8,000,000 
man years of uncovered work or unemployment remains to be ac- 
counted for. The smooth curve which separates the period of cov- 
ered employment from the rest of the time is drawn somewhat 
free-hand but is the result of a limited inspection of the employ- 
ment data. It appears from this chart that a large proportion of 
the employees had too much employment to be eligible to benefits. 
I t  is also evident that a tangible proportion of the employees had 
too little employment to qualify for benefits. The area of protec- 
tion, one might say, is indicated by the charts to cover half of the 
employees. Among this half much of the time not spent in em- 
ployment is non-compensable for one of the reasons there shown. 

This chart may be called "schematic". It  suggests rather a 
method of approach than an indication of results. In the array the 
number in each percentile may be approximately 300,000 persons. 
The curve which borders the area of covered employment shows 
at each point not average covered employment but the estimated 
absolute number of weeks of covered employment for each man 
in that group. In the upper part of the picture this is not the 
case. Those individuals included in the tenth percentile each 
have seven weeks of their working year in covered employment. 
They average about twelve weeks of non-compensated unem- 
ployed time (ineligible to benefits), about one week of sick time, 
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about nine weeks of unpaid home work, about three weeks of work 
in employments covered by the old-age and survivors program but 
not by unemployment compensation, and about twenty weeks of 
other non-covered employment. For the men who have 45 weeks 
of covered employment the other seven weeks seem to be divided 
into averages of one week of waiting period, a fraction of a week 
of unemployment disqualified for benefits, two weeks of uncov- 
ered employment, one and a half weeks of unpaid home work, 
and most of the rest in compensable unemployment. The reasons 
why such unemployment then is not compensated are carefully 
listed in the chart. These proportions are plausible--they are 
more prophecy than history. 

There is a large area of the population embraced within the 
nominal coverage of unemployment compensation. A much larger 
proportion of the people is affected by the Employment Service. 
The boundary lines create anomalies. It is difficult to justify the 
disqualification of all the unemployment in (G) which is not com- 
pensated because an inadequate number of weeks of covered em- 
ployment have been registered. It is the practical result of any 
insurance plan which is not universal that it draws arbitrary 
boundary lines between the beneficiaries and the non-beneficiaries. 

I t  is not the purpose of this study, however, to consider particu- 
larly the social values of the program nor the awkwardness of 
denying protection, but rather to indicate the necessity for further 
quantitative valuation of a new social service and the actuarial 
work required to determine the true size of the areas sketched in 
the charts. Chart II  theoretically represents only one year of pro- 
tection and in doing so it assumes a telescoping o] the base period 
and the benefit year in a way which somewhat belies the nature 
of the qualifying base period of the subsequent benefit year. I t  is 
probably closer to the conditions of 1939 than to those of 1932 or 
1933. In these earlier years work was much more effectively 
shared between those who otherwise would have had either full- 
time employment or none at all. It  is probably closer to 1939 
conditions than to those of 1942, when it is to be expected that a 
great many more people will work in covered employment and 
when a much smaller proportion of those people need show such 
long periods out of work. 

In spite of the limitations of Chart II it suggests a certain num- 
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ber of safeguards in the very structure of the plans for granting 
benefits under unemployment compensation. By these safeguard- 
ing limitations the compensable area is held within reasonable 
bounds in comparison with the area of covered employment. 
While the chart can be said to show three separate types--the 
fully employed individuals, the slightly employed individuals, and 
the individuals with enough employment to secure benefits--we do 
not in reviewing individual workmen know promptly to which 
category a given man belongs. There are 51 separate jurisdictions 
and 51 formulas. The chart is but a single year's composite pic- 
ture, theoretically in retrospect. There will be a greater in-and- 
out movement between the different portions of the chart as time 
goes on. While unemployment compensation at the present time 
builds a new base period in each successive period of time with no 
benefits carried over from the past years, the defense emergency 
may well change this and complicate benefit payments by relating 
benefits to the employment records of several years. 

E. Those Employed But Not in Employment Covered by 
Unemployment Insurance----Chart III  

Chart III,  dealing only with those individuals lacking work cov- 
ered by unemployment insurance, is limited to those who have 
some work during the year but in occupations covered by old-age 
and survivors insurance though not unemployment compensation 
or in occupations excluded from both insurances. Because of the 
absence of Social Security records for many of these employments, 
Chart I I I  is even more artificial than Chart II. The two charts 
include all individuals with any paid work whatever during a sin- 
gle hypothetical calendar year. There are excluded, then, from 
these two charts that group of individuals called "the unemployed" 
who have had no employment whatever throughout the year. 
Even so, we are assuming that with persons represented on the two 
charts and the unemployed we have classified as gainful workers 
with some work during the year some 56,000,000 separate indi- 
viduals. The wage records developed by both insurances show 
tremendous numbers of workmen who have had some degree of 
work within the year. The practical listing of persons with only 
a fraction ot a day's paid work within the year may in time show 
that instead of 56,000,000 separate persons there are considerably 
more than 60,000,000 such persons in a year as good as 1939. 
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CHART III  
ESTIMATED DISTRIBUTION OF ~rAN-YEARS REPRESENTED BY CLASS 2:, 

ACCORDING TO WORK STATUS 
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The additional 4,000,000 above the 52,000,000 listed in the 1940 
census have probably rarely been included in any total statement 
of the labor force. They have occupied the shadowland between 
complete absence of paid work and any satisfactory work relation- 
ship. In old-age and survivors insurance there are millions of 
persons who have had less than $100 of earnings credited within 
a calendar year and millions who have had wages credited in one 
calendar year but none whatever in the next. These two cate- 
gories are largely made up of school or college students and house- 
wives who are attracted to certain part-time jobs in one year and 
not in the next. 

The two charts taken together evidence the sort of information 
which ought to be accumulating in the administration of the two 
insurances. With the extension of these insurances to those occu- 
pations now excluded, the recorded data will be greatly extended. 
Such information for a single year has most limited significance. 
Were these charts a factual representation instead of merely a 
framework indicative thereof, it would even then be desirable to 
point out the low credibility properly accorded such limited ex- 
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perience. The charts suggest certain types of study yet to be de- 
veloped and necessary in any actuarial appraisal of employment. 

F. Those Without Paid Work--Chart IV 

Chart IV classifies those who currently lack all wage relation- 
ship during the current calendar year into five categories accord- 
ing to the duration of their unpaid work. We have also indicated 
the average duration of bona fide unemployment, where work is 
being sought, periods when work is not being actively sought but 
the persons are able to work, and periods of inability to work. It  
is assumed that this inability is of various types, including dis- 
ability, confinement in institutions, and mere unemployability. 

CHART IV 
E S T I M A T E D  D I S T R I B U T I O N  OF M A N - Y E A R S  R E P R E S E N T E D  B Y  CLASS 3 ,  
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G. Percentage Distribution o] 1940 Census Population by Man 
Years--Chart V 

Chart V, as did Chart I, deals with the entire population. This 
chart, however, distributes the man years according to activity or 
potential activity, although possibly in a somewhat arbitrary 
fashion. With the growing importance of the defense program 
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some portion of the man years represented by the group of unpaid 
workers should be recaptured. What is graphically termed "work 
rustiness" should be polished up. Children will develop into 
workers in time. As has been earlier suggested in this paper, the 
housewives offer a large potential paid work capacity. Among the 
"leisure class" there are numbers who, believing themselves needed 
as workmen, will terminate their leisure attitude and go to work. 
There is already evidence that many with special skills long un- 
used are finding employment and others are using their special 
skills for a longer work week. Much added work capacity lies 
in such reduction of unused time. 

CHART V 

ESTIMATED PERCENTAGE DISTRIBUTION OF MAN-YEARS REPRESENTED 
BY 1940 U. S. CENSUS POPULATION, ACCORDING TO WORK STATUS 
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H. The Number of Persons with Various Periods o[ 
Unemployment Within a Year---Chart VI 

Chart VI indicates the curves of the unemployed arranged some- 
what like the l, function of life tables. The radix is 1000. The 
curves are sketched in very freely but show from certain plausible 
approaches what happens to 1,000 individuals becoming unem- 
ployed as time passes. The do.wnward slope of the curve indi- 
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cates returns to employment or the elimination from unemploy- 
ment by disability or death. The curves indicate the cumulative 
effect of several spells of unemployment taken together over a 
year's time, and it could be prepared only at the end of a full 
year of observation. Such curves should become available from 
the tabulated experience of the various State agencies--after time 
has allowed mature review. The three curves represent what might 
be the situations under widely varying economic conditions. 

CHART VI 
ILLUSTRATIVE CURVES: NUMBER OF PERSONS WITH AT LEAST an~J 

WEEKS OF E~PLOYMENT W I T H I N  A YEAR 
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I. Limitations of the Data 

These displays have been made after considerable discussion 
and a certain amount of familiarity with the subject. Much work 
yet remains to be done to make such exhibits adequate portrayals 
of actual conditions. In the early years of social insurance pro- 
grams the belief that actual administration is more important than 
actuarial analysis may itself postpone somewhat the establish- 
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ment of comprehensive frameworks for cost study. Most of 
what may be called the actuarial valuation remains to be done in 
all fields of social insurance. It  is over six years since the Com- 
mittee on Economic Security initiated study in this country of cer- 
tain phases of such protection and over five years since adminis- 
tration of the Social Security Act got under way. In the early 
years each problem is new, each decision sets a precedent. Most 
decisions, moreover, must be made before the administrators are 
really ready to make them. Actuarial review will be coordinate 
with future administration. The programs are very largely State 
administered and involve coordination at local, State and Federal 
levels. 

X. THE II%I1VfATURITY OF CURRENT EXPERIENCE 

The charts seem to represent cross-sections of observation. A 
social insurance plan is outlined to-day in order to secure organi- 
zation and administration for several decades into the future. 
This is thoroughly understood in life insurance, where there is so 
great a contrast between a one-year term policy and an ordinary 
life policy. In any insurance program there is a considerable dif- 
ference between the long-range importance and the temporary ex- 
pediencies of a given year. While to-day in most unemployment 
compensation programs the base period determines the benefits 
for the benefit year and annually a new base period and a new 
benefit year come into view, continuity may seem more and more 
important when the current self-sufficiency of a single year be- 
comes open to question. Social policy may well require more 
recognition of continuity even as in pension fund discussion grow- 
ing attention is given to "vested rights". 

This continuity has been considered somewhat in connection 
with old-age and survivors insurance, though there are numerous 
anomalies from the standpoint of long-range social policy which 
must be considered as experience gradually develops. The bene- 
fits in unemployment compensation will continually vary. Even- 
tually, the non-typical results of such years as 1938, 1939, and 
1940 will fit neatly into a long-range perspective which is now 
rather difficult to forecast. 

In connection with the defense program it is already being sug- 
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gested that unemployment compensation benefit rights of men 
entering military service should be "frozen" so that when they 
return to private employment they can pick up these rights where 
they left them rather than find them completely eliminated by 
the very structure of the plan. This recommendation will prob- 
ably be extended to considering the defense activities of a civilian 
character as well, both for Federal office work and for special agri- 
cultural duties. 

In the early development of the unemployment compensation 
plans this factor of continuity was recognized in some State pro- 
grams by granting a longer duration of benefits for those who had 
worked for several years without drawing benefits. One definite 
advantage would follow from varying benefits in accordance with 
work history over many years. There would then develop a con- 
siderable volume of case histories most helpful to long-range cost 
analysis. 

Without emphasizing the range of individual protection which 
would result from the carrying over of benefits from one year to 
the next, it is essential to view the whole unemployment compen- 
sation program as involving experience throughout a long busi- 
ness cycle at least. The accumulation of reserves during rela- 
tively good times or times of low compensable unemployment so 
that in times of high compensable unemployment there shall he 
adequate funds for the payment of benefits requires careful study 
as to the variations in employment stability, and in the seriousness 
of unemployment. For the full delineation of employment and 
unemployment history a three-dimensional graph was constructed 
by Mr. Harry Winslow for the Committee on Economic Se- 
curity in conjunction with the studies made by that Committee in 
1935. The changing structure of unemployment was represented 
by a surface, the surface itself developed from a frequency distri- 
bution curve of the unemployed by duration of unemployment. 

Over a decade or more of time it is possible to indicate varia- 
tions in the extent of school attendance, variations in work con- 
tinuity among the apprentice group, variations in work persis- 
tency among the elderly individuals, and even the differentiation 
between the hard core of unemployment, the hard core of em- 
ployment, and the intermediate group of individuals who shift 
from employment to unemployment and back again. 
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XI. THE UNUSED MAN POWER AND THE 

CURRENT DEFENSE EMERGENCY 

For the defense program and for the continuation of production 
of goods and of services which belong to the ways of peace there 
are differences of opinion as to the inherent productive capacities 
of the relatively well constructed American production machine. 
There are those who believe that because of the large reserve labor 
force virtually no reduction in living standards will be required 
when we allocate a growing proportion of our labor time to the 
duties directly appertaining to defense. These individuals believe 
that in the steady reduction of hours worked during the past two 
or three decades we have nevertheless maintained on the part of 
most of the members of the community certain work habits which 
can now be developed so as to utilize a major portion of the day 
or the week for work. They contend that the population as a 
whole would prefer to reduce its leisure time considerably in order 
to continue earning enough for the purchase of customary goods 
and services. They contend that the added responsibilities de- 
veloped by defense can be largely cared for by the increased work- 
ing time. 

There are many others who feel that the appraisal of work re- 
serve has been counting upon the existence of more usable idle 
time than has actually been the case in the recent past. They 
believe that too large a share of the apparent labor reserve repre- 
sents virtually unemployable individuals or individuals with 
marked work handicaps so that the use of the residual competent 
but unemployed workers and even the spare time of those who are 
not working to full capacity will together be insufficient to meet 
the added requirements of the defense emergency. They believe 
that if we are to meet defense needs promptly and efficiently 
priorities must be established and that beyond drawing upon the 
time of the married women, of the elderly individuals, and of other 
time not sufficiently utilized that it would still be necessary to 
transfer a considerable amount of man power from occupations 
not directly connected with defense. 

As we learn the facts we can enter them upon our charts in con- 
structive fashion so as to replace the theoretic areas by areas 
representing actual history. 
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XII.  THE CURRENT FIELD OF COST DETERMINATION 

We have now reviewed briefly a considerable diversity of pre- 
sumptive data concerned with the employment and unemploy- 
ment existing throughout the Nation. The unemployment com- 
pensation agencies in the administration of their programs must 
accumulate data showing as well as possible certain quantitative 
information. It  would be well for them to develop data as to the 
number of individuals covered, comparable to this record in old- 
age and survivors insurance. It is essential that they show the 
amount of time worked for each employee, at least as to weekly 
work units. It is essential that they show the income which de- 
termines tax receipts, the extent of unemployment with sufficient 
data to determine the facts of benefit receipt. The program of 
old-age and survivors insurance punctiliously shows for most of 
these same individuals specific amounts of earnings in employ- 
ment covered by old-age and survivors insurance, a field some- 
what wider than that of unemployment compensation. An at- 
tempt to develop from the two sets of records information as to 
time limits of employment and unemployment, of the amount of 
wages received during employment, the amount of compensation 
granted during unemployment will require considerable accumu- 
lation of data so as to show both national trends and State varia- 
tions from those trends. Most interesting suggestions have re- 
cently been made by the Social Security Board as to relating the 
financing of State programs more closely to the whole national 
program of unemployment benefits. In the administration of 
both plans special studies covering the aged, the working staffs at 
the high ages and at normal ages, and the children who will be 
full-time workers later on may develop. Habits as to school at- 
tendance, habits as to work within the home or as to unpaid fam- 
ily labor without the home, the breakdown of the year into work- 
ing and vacation time, work programs for use by those at the 
higher ages, all of these studies and more are required for an un- 
derstanding of the costs and the methods of functioning of both 
old-age and survivors insurance and of unemployment insurance. 

Important also in these studies will be fuller reports of the ac- 
tivities of those above age 65 who are drawing old-age assistance 
from State agencies since the grants are largely subsidized by the 
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Federal Government. The balanced financial situation of the fu- 
ture will depend upon a combination of two interrelated functions : 

(1) The body of employed individuals on wage or salary or in 
constructive family employments; 

(2) The body of unemployed individuals who serve as a virtual 
dead weight against that part of the community compe- 
tently at work and who make up the group of claimants. 

The total benefits of the second class m u s t  represent amounts 
not out of line with the national economy. 

Having developed charts as to the utilized and non-utilized 
work capacity of the community since we need this data now for 
defense, we should later be in a preferred position to carry forward 
the same type of analysis in relation to the occupations of peace. 
Sober discussions are appearing both in Great Britain and in the 
United States concerning the transition from the emergency to 
peace-time activities. 

If we are to remedy the shortage of modern housing, if we are 
to substitute good roads for the many bad ones, if we are to com- 
plete the needed flood control facilities, if we are to bar from all 
the good roads those cars so obsolete as to be a menace to safety, 
if we are to modernize those branches of our industry where 
modernization is already overdue, we will need to maintain a thor- 
ough-going controlled record system as to the occupations which 
can be handled by transfer from the then less important defense 
industries. We will, in short, need a thoroughly modern, efficient 
employment service which is being seriously trained to-day and 
which can use that training for to-morrow's transition. 
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CONCERNING THE RELATION BETWEEN 
THE COST OF TRAFFIC ACCIDENTS IN A PARTICULAR 

COMMUNITY AND THE CONDITIONS T H E R E I N  
BY 

ALBERT W. W H I T N E Y  

Every event is part of a sequence; it is preceded by causes and 
followed by consequences. Accidents are no exception: they have 
causes, they are no longer thought of as just "happenings," and 
they certainly have consequences. It  is their consequences, meas- 
ured in cost, with which casualty companies are primarily con- 
cerned. The usual method of rating is based upon cost, that is 
upon "experience." Because cause and effect are, however, bound 
together so closely, it should be possible to make rates in terms of 
causes as well as in terms of consequences. This is just what has 
been done in workmen's compensation insurance through schedule- 
rating and in the field of fire insurance the rates are even more 
largely based upon an analysis of causes, that is upon the condi- 
tions that exist in the particular building and in the particular 
community. Whether schedule-rating is possible in the field of 
automobile insurance is wholly a practical question. It will be 
worthwhile, however, in any case, to see what the problem looks 
like and an analysis of the hazard may be valuable in various 
other ways, such as in the grading of cities, even if it may not be 
feasible when applied to rating. 

Rating in terms of consequences, that is in terms of experience, 
is the more direct and to that extent the more trustworthy method. 
This, however, is its only advantage. Rating in terms of causes, 
while more difficult and undoubtedly considerably less accurate, 
has all the other points in its favor. 

First, it is a more effective measure of the hazard. The great 
disadvantage of rating in terms of experience comes from the fact 
that time is required for the experience to develop and mature and 
become incorporated in the rates; as a consequence there is a lag 
of approximately three years between the time when the acci- 
dents happen and the time when the rates that are based upon 
these accidents come into actual use. On account of this lag the 
rates will never be exactly right unless conditions are station- 
ary. If conditions are growing worse the rates will be too low 
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and the companies will lose money. If conditions are improving 
the rates will be too high. 

It is important to have a rating system that can meet changes 
in conditions immediately. Suppose a change of administration 
in a city has resulted in a twenty-five per cent reduction in the 
number of traffic police or in any one or more of a dozen other 
things that would produce adverse traffic accident conditions. 
Under the present method of rating by experience nothing could 
he done to modify the rates so as to meet this condition short of 
about three years. Under a schedule-rating plan, however, an 
adjustment of the rate could be put into effect immediately. 
Since rates are affected by conditions, rates, if they are to be 
responsive to conditions, should be made in terms of conditions. 

Second, it has greater preventive effect. Insurance companies 
are interested in prevention, not merely because the loss-ratio 
must be kept from going up if the companies are to make money, 
but also because low-rated business is preferable from every point 
of view. While rates made on the basis of experience have some 
preventive effect the lag between a change of conditions and the 
corresponding change in the rates is so great and the relation be- 
tween the rate and the cause is so indirect and obscure that the 
connection is lost sight of and largely disregarded by the insured, 
and the argument that preventive activities will eventually show 
in the rates has little effect in producing results. On the other 
hand, through schedule-rating the effect on the rates of the setting 
up or abandonment of such activities can be made immediate and 
peremptory. Schedule-rating is generally acknowledged to have 
been the most powerful influence in the early development of the 
industrial safety movement and it has certainly played an enor- 
mously important role in the control of the fire hazard. 

The third advantage of rating in terms of causes is due to the 
fact that it is a better basis for understanding and cooperation on 
the part of the public. People feel instinctively that insurance 
companies should concern themselves with prevention and the 
more closely such work is tied in with the business of the indi- 
vidual company the more effective it will be in securing the good 
will and cooperation of the public. Schedule-rating, furthermore, 
brings the selling end of the business actively into the field of 
prevention. 
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The disadvantages of schedule-rating are as follows: 

First, even under the best conditions it is a far less accurate 
measure of the cost than rating in terms of experience. 

Second, it is far more expensive. The services of an engineering 
corps are needed in order to determine the conditions upon which 
the rates are to be based. There can be no saving by abandoning 
the present collection of cost data for these must still be had for 
checking purposes. Preventive activities have, however, in g~n- 
eral, more than paid for themselves and this would undoubtedly 
be the case here. 

Third,  the difficulty of setting up and administering a satisfac- 
tory system of schedule-rating for automobile insurance would 
undoubtedly be very great ; there would probably be considerably 
greater difficulties than in the case of either workmen's compen- 
sation insurance or fire insurance, where the conditions are in 
general more tangible and hence more susceptible of analysis. 
Whether these difficulties are prohibitive is a practical question 
that can be answered only by a thorough study of the situation. 
The first step in such a study must be an actuarial analysis of 
the problem. 

The  Actuarial Problem : To develop a formula for the pure pre- 
mium for a given terri tory in terms of conditions in that territory. 

Let  ,r = the pure premimn. 
N = number of car-years. 
n - -  number of accidents during N car-years. 

m - -  number of units of car-use per car-year. 
A t = length of unit of car-use, where A t is sufficiently small 

so that not more than one accident is physically pos- 
sible during that time. Just  as the tossing of a die 
represents the unit of exposure in regard to the possible 
throwing of a six-spot, so the unit of car-use represents 
the unit of exposure in regard to having an accident. 

T = rn A t or length of time car is in use per car-year. 
A p ---- probability of accident during a unit of car-use. 

q - - l - - A p .  
A# 

P - -  limiting value of ~ as A t approaches O. 

K - -  cost of accidents during N car-years. 
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C - -  average cost per accident. 
sj = proportion of accidents of severity ). 
cj = average cost of an accident of severity ]. 
S - -  average severity of all accidents. 

V = index of claim cost -- - ~ .  

K 
,r - -  ~ - .  If  the value of ~- were to be obtained retrospectively 

then K and N would be gotten directly from the experience. 
When ~ is to be obtained prospectively, that is in terms of condi- 
tions, then K must be analyzed into elements that  can be ex- 
pressed in terms of the conditions in the territory. 

During the mN units of car-use the probabilities of 0, 1, 2, . . . . .  
( r a n  - -  1), m N  accidents will be given by the corresponding terms 
in the expansion of (q -[- A p),,N, and n,  the expected number of 
accidents, will be equal to the sum of the expectations got by 
multiplying each of these terms by the corresponding number of 
accidents. This, by the application of a well-known theorem, will 
be seen to equal m N A p .  

. ' .  n z m N A p  and since K ---- n C ,  " K = m N A p C ,  

K m N A p C  __ A p m C .  
and ~ --  N -- N 

~- - -  ApmC may be written in the form 
. A p  A p  

~ = m A t -X-- i -  . C = T . .-£-[- . C .  

A p / A t  is what is called, or what may be called, the average 
density of probability during the time At. Instead of agreeing on 
some finite value of At, it is more practical, since we have made no 
limitation on the smallness of at ,  to let At become infinitesimal, 
m at the same time becoming infinite, then A p / A t  takes the form 
of a differential quotient and approaches a limit P, which may be 
called the instantaneous density of probability. Then ~r = T P C .  

While there is no theoretical reason why P in general should be 
considered constant, we may, from a practical point of view in 
this case, consider it so to be. 

To analyze C, accidents must be classified as to severity. On 
the basis of a standardized appraisal of the cost of each type of 
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accidents, such cost being the fair, average compensation for each 
type of injury, all types of accidents can be grouped in classes, so 
arranged that the average cost so determined of the accidents in 
class j will be ] times the similar cost of accidents in Class 1. This 
classification of accidents is irrespective of conditions in the given 
territory. 

The average cost of an accident for the given territory, or C, 

will then be 
C - -  s~ c~ + s2 c2 + . . . .  -J- si cj -I- . . . .  

In this expression claim cost and severity are intermingled. It 
is possible to separate these elements by writing C in the follow- 
ing form : 

C = s~ c~ + s,~ c~ + . . . .  + s j  cj + . . . .  

s~ + 2s2 + . . . .  + )sj + . . . .  
@1 + 2s~ + . . . .  + )sj + . . . .  ) 

The expression s~ + 2s2 + . . . .  + j s j  is S,  the average severity 
of accidents in the given territory, each accident being evaluated 
according to the standardized scale. 

factor, S '  is V, the index of claim cost for the territory The first 

in question; it is namely the ratio of the actual average cost of 
all accidents in the given territory, the cost of each accident being 
the amount actually paid, to the average cost of the same acci- 
dents when evaluated in terms of the standardized scale. 

C then = V S  and ~- ---- T P C  " -  T P S V .  

Now let us consider each of these four factors separately. 
(1) T, the length of time a car is in use per car-year, serves in 

effect as an index of car-use in the given territory. It depends 
upon various conditions in the territory, for instance the climate 
and the temperament and economic status of the people. The fact 
that T is in the formula has no importance from a preventive point 
of view and it is important only as an element in the correct 
measurement of the hazard. There would seem, therefore, to be 
no point in trying to evaluate it in terms of conditions in the 
state and community other than by means of the statistical facts 
regarding actual use of cars. 

(2) P, the density of probability of an accident, is the element 
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in the formula which is most significant from a preventive point 
of view and we are therefore particularly concerned with those 
elements in P that will have to do with controllable conditions. 
However, all conditions must be brought in and these may be 
classified as follows: 

(a) Causes characteristic of or under control of the state. 
(b) Causes characteristic of or under control of the community. 
(c) Causes characteristic of or under control of the individual. 
(d) Causes having to do with the car. 
(e) All other causes. 

We have assumed that during the unit of exposure not more 
than one accident is physically possible. The probability of an 
accident during the time ~,t will then be the sum of the probabili- 
ties for each of these five causes, and therefore the density of 
probability will be the sum of the five densities. 

For the particular purpose in view~ which is a schedule-rating 
on the basis of state and community conditions, we may consoli- 
date the last three of these five densities of probability into one, 
namely the density of probability of accident from all causes 
other than those having to do with the state and the community. 
I t  is probably not feasible and it is certainly not desirable in this 
particular inquiry to deal with the condition of the individual car 
or with the hazard of the individual driver. The condition of cars 
in general will come up in considering the probabilities for state 
and community in the form of whether or not there are state or 
municipal inspection stations and similarly for the hazard of 
drivers in general in the given territory. The three elements of 
the probability of an accident that should be considered in this 
kind of a study are therefore (1) the probability due to condi- 
tions in the state, (2) the probability due to conditions in the 
community and (3) the probability due to all other conditions. 

Now each of these three probabilities will be in turn the sum 
of a number of different probabilities, each of these secondary 
elements being the measure of the effect of a particular contribu- 
tory cause. The recognition of these various causes and the deter- 
mination of their relative importance forms one of the two major 
steps in the practical problem of setting up a schedule-rating plan. 
Some of the causes that can be readily seen to be operative in the 
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case of state conditions are general underlying conditions involv- 
ing topography, climate, character of population, etc., conditions 
regarding the licensing of drivers and conditions regarding en- 
forcement such as existence of highway patrols. 

Some of the causes that will be operative in the case of the 
community involve degree of traffic congestion, traffic engineering 
conditions, law enforcement conditions and conditions in regard 
to safety education. 

It will be evident that this reasoning is based on the assumption 
that an accident has only one cause. That of course is contrary to 
fact; every accident is undoubtedly due to the coexistence of 
many causal conditions. If the subject were to be analyzed from 
this point of view it would, however, become an extremely difficult 
problem in multiple correlation and probably beyond the possi- 
bility of practical analysis. It would furthermore almost certainly 
be beyond the point of practical application in the formulation of 
a schedule-rating plan. We are therefore, by the practicalities of 
the situation from both an analytical as well as an administrative 
point of view, forced to assume, at least in general, that the causes 
will be uniquely operative as well as disjunctive. It  must be re- 
membered that we shall possess only the most primitive means of 
measuring the effect of causes and a schedule-rating plan must of 
necessity therefore be only a rough affair at best. 

(3) S, the average severity of accidents in the given territory, 
depends upon various local conditions, notably whether the terri- 
tory is rural or in the city, severity in general being larger in rural 
areas on account of higher speeds. To some extent S may depend 
on claim conditions, for bad claim conditions may result in the 
faking of accidents or in exaggerating their severity. S is a func- 
tion of a number of variables but the nature of the function is 
problematical and is a matter for further study. 

(4) V is an index number expressing claim conditions in the 
territory. It evidently will involve such conditions as methods of 
choosing juries, activities of Bar Associations and other similar 
matters. If conditions in the territory are normal V reduces to 
C1. V will depend upon h number of variables but the nature of 
the function is problematical, and this also is a matter for further 
study. 
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A mathematical formula serves two purposes. First, it gives 
the form in which the variables go together and second, where 
the values of the parameters are known, it leads to a numerical 
result. In the present case and in all similar analyses, as for 
instance in the field of experience rating and schedule rating for 
workmen's compensation insurance, the values of the parameters 
are not known and the sole value of the analysis lies in the deter- 
mination of the form of the function. There still remains then 
the problem of determining the values of the parameters and also 
the form in which they are to be expressed in terms of conditions 
in the given territory. T can be obtained statistically but P, S 
and V, each separated into its various elements, must be obtained 
through trim and error. 

If rate-making in terms of conditions in the given territory 
can be made to work it should entirely supersede the system of 
making rates in terms of experience, in other words the two 
systems are alternative, not supplementary, but all the basic 
experience that is used in the old system must now be used for 
checking purposes in the determination of the proper weights to 
be given to the various elements in the new system and for a 
continuing check-up throughout. The process of obtaining the 
values in detail for P, S and V is far the largest part of the job, 

a n d  whether this can be carried out successfully is exactly the 
crux of the problem. 

It  is to be noted that the expression for ~r is not given in the 
form of a deviation from a norm but is built up from the ground. 
Most schedule-rating, however, takes the form of a departure 
from a base rate. The formula, ~r - -  TPSV, or any similar formula 
for any other schedule-rating problem, may be made to take such 
a form by application of Taylor's theorem, 

] (x+Ax, y+Ay,  . . . .  ) : / ( x ,  y, . . . .  ) + dd-~-]x Ax + dd-~] Ay + . . . .  

+ higher powers. 
In the present case the 

~.= 7to + Po So Vo A T +  

A T  
or ~ ' = ~ o  1 +  ~ +  

development is as follows: 

To So Vo A P + 
ToPo Vo A S + To Po So A V + . . . .  

Ap /,s +AV~ 
+ ~ -~-o] +h igher  powers, 
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where ~r0 is the base rate and To, Po, So and Vo are the values 
of the corresponding parameters. 

This formula shows that the rate corresponding to a given de- 
parture from the base rate is had by increasing the base rate by a 
percentage that is got by adding together the percentage changes 
in the parameters. It may be noted in passing that the same thing 
holds true in the case of schedule-rating in fire insurance, since 
here also the pure premium is the product of factors, in this case 
expressing (1) the probability of ignition, (2) the probability of 
combustion and (3) susceptibility to damage. 

It may be worthwhile to illustrate the application of this for- 
mula by an example. Suppose the basic pure premium is taken 
to be twenty-five dollars and suppose in the given territory that 
the index of use of the car is ten per cent less than normal, that is 
ten per cent less than the condition to which the base rate corre- 
sponds, suppose, however, that the probability of accident is 
fifteen per cent greater, the severity five per cent greater and the 
index of claim conditions ten per cent greater, then the corre- 
sponding value of the pure premium will be (--10q-15--k5+10) 
per cent, that is twenty per cent, greater than the basic pure pre- 
mium and the pure premium will therefore be thirty dollars. The 
neglect of higher powers in this case has affected the result by less 
than half of one per cent. 

The simplicity of this final formula is encouraging, although 
the critical question, which involves a world of study and trial, 
is the determination of the structure and values of P, S and V. 
It may be remarked again that all that the formula ~--- TPSV 
indicates is that these four quantities, T, P, S and V, stand in a 
multiplicative relationship to each other; it gives no clue to their 
make-up in terms of the causal conditions in the territory. This, 
therefore, marks only the beginning; it does, however, show the 
fundamental relationships and it shows what still needs to be done. 
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CASUALTY INSURANCE ACCOUNTING AND 
THE ANNUAL STATEMENT BLANK 

BY 

THO~IAS F. TARBELL 

FOREWORD 

The following is a revision of a paper under the same title, 
originally prepared by the writer and appearing in "Proceedings, 
Vol. XV, Page ~!41." The main purpose of the revision has been to 
reflect changes in item numbers, revised wordings, and treat new 
items, incorporated in the annual statement blank since the 
original paper was prepared. The writer has endeavored to clarify 
certain items and reflect constructive criticisms brought out in 
the discussion of the original paper. 

Methods of casualty insurance accounting are not and probably 
never will become standardized. Opinions differ as to the most 
efficient methods of recording and compiling accounting data. The 
annual statement blank, however, is, with a few unimportant 
exceptions, uniform for all states and, accordingly, whatever 
accounting methods are adopted must be designed to permit the 
assembling of the results to conform with prescribed uniform 
annual statement requirements. 

Insurance accounting is a highly specialized branch of account- 
ing and because of this fact text-books on general or commercial 
bookkeeping and accounting are not of material benefit to the 
student of insurance accounting other than to ground him in 
fundamental principles. 

The purpose of this paper is to show briefly the application of 
general bookkeeping and accounting principles to casualty insur- 
ance with particular reference to the requirements of the annual 
statement blank as respects Income, Disbursements and Ledger 
Assets. 
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The principles of double entry bookkeeping debit and credit 
are necessarily the same for all kinds of business enterprises. A 
debit represents either expense (decrease of proprietorship), an 
increase in an asset or a decrease ih a liability; a credit represents 
either income (increase of proprietorship), a decrease in an asset 
or an increase in a liability. It is fundamental, of course, that 
for each debit there is a corresponding offsetting credit and vice 
versa. These principles as applied to casualty insurance will be 
illustrated in connection with consideration of various annual 
statement items. 

The books of account used by insurance companies are basically 
the same as those used by other business enterprises and consist 
of Journal, Cash Book and Ledger. In practice, however, various 
journals are generally used, each for a specific purpose, and the 
general ledger is used for controlling or summary accounts only 
and various subsidiary ledgers maintained for recording details. 
As examples, most companies maintain separate journals for : -  

Premiums written 
Premiums paid 
Losses paid 
Expenses paid 

The premium and loss journals are in turn further subdivided to 
show transactions by line of insurance, and in case of premiums 
written according to kind of premium transaction (Gross written, 
Return and Reinsurance) ; in case of losses paid according to kind 
of loss transaction (Gross paid, Gross salvage received, Reinsur- 
ance received). 

The distinction between cash book and journal in insurance 
accounting as well as in the accounting of most large enterprises 
is not clearly drawn. As a rule, the cash book is in summary or 
condensed form, the supporting details being carried in various 
so-called journals. An illustration in connection with accounting 
for paid premiums is given at a later point. 

A simple illustration of a general ledger controlling account 
supplemented by subsidiary ledger accounts is the collateral loan 
account. The general ledger would show only the transactions 
affecting the general account and a subsidiary ledger would carry 
the details of the accounts with the individual borrowers. 
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The most important divisions of the annual statement blank 
from the financial standpoint are as follows: 

1. Income and Disbursements 
2. Assets and Liabilities 
3. Underwriting and Investment Exhibit 

In addition, the statement contains various general interroga- 
tories regarding the conduct of the business and numerous ex- 
hibits and supporting schedules, which have no effect upon the 
financial results but are designed chiefly to enable insurance de- 
partments to partially audit the statement results and provide 
information and publicity considered desirable from a supervisory 
standpoint. 

Statements of most commercial enterprises are prepared upon 
the so-called "revenue" or "accrual" basis. The books of account 
show earned income and incurred expenses. Insurance companies' 
statements of income and disbursements are prepared upon the 
"cash" basis and the books of account show only cash income 
(or the equivalent thereof) and paid expenses, subject to a few 
minor exceptions hereinafter referred to. While the Underwriting 
and Investment Exhibit of the casualty annual statement blank 
assembles the year's results on a revenue basis, the difference 
mentioned above makes it rather difficult for one whose knowl- 
edge of accounting and statements has been confined to general 
commercial accounting or the study of standard accounting text- 
books clearly to comprehend the insurance blank. 

The principle underlying the casualty annual statement blank 
is, in fact, rather simple. Expressed as a formula it is as follows: 

To:  Ledger assets at the beginning of the year 
Add or Deduct: Increase or decrease in capital during the year 

Add: Cash received during the year 
Add: Profit and loss adjustments in ledger assets-- 

Increases 
Deduct: Cash disbursed during the year 
Deduct: Profit and loss adjustments in ledger assets-- 

Decreases 
Balance - -  Ledger assets at the end of the year 

The term cash as used in the above formula means cash or the 
equivalent thereof and in many instances "net" cash as will be 
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brought out more fully upon consideration of certain specific 
income and disbursement items. 

The annual statement blank to which all subsequent references 
are made is that prescribed by the National Association of Insur- 
ance Commissioners known as the "Convention Edition" and 
supplied to the companies for their returns as of December 31, 
1940. It should be pointed out that changes in the blank are made 
yearly and, accordingly, item number references and descriptions 
of items may change in future editions. The various sections to be 
considered will be taken up in the order in which they appear in 
the statement. 

SECTION I--CAPITAL STOCK (Page 2) 

(See Exhibit 1, Page 298) 

Item 1--"Amount o] capital paid up December 31 o] current year" 

This item is merely a memorandum statement of the amount 
of capital paid up at the end of the year of statement. 

Item 2--"Amount o] ledger assets (as per balance) December 31 
of previous year" 

This item, which must agree with Item 32, page 4, of the previ- 
ous year's statement, is the starting point of the basic formula as 
set out on page 296 hereof. 

Item 3--"--crease o] paid-up capital during the year" 

This item is not an income item as it is merely an addition to 
or decrease of capital account. It  does, however, represent cash 
received during the year where an increase is made and, accord- 
ingly, enters into the accounting formula. Where capital is in- 
creased the bookkeeping entries are: 

Debit : Cash 
Credit : Capital stock 
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EXHIBIT 1 

ANNUAL STATEMENT FOR THE YEAR 1940 OF THE ............................................................................. Form 3 
(Write  or stamp name of Compau2;) 

[--CAPITAL S T O C K  

I. Amount  of capital paid up December 31 of current year . . . . . .  $ ............................. I 

2. Amount of ledger assets (as per balance), Dcctmbar 31 of previous'year . . . . . . . . .  $ ................. i 

3 ..... crease o! paid up capital during "the year ............................................. : 

Extended a t  . . . .  . - - [  ...... ~ - : . . :  : 

I I - - I N C O M E  
( i )  (2) f3) (4} (s) 

• G r ~  ~ m ~ u m ~  
t~cl~dZD* ~Rk~ . ~  mere. N ~  

I • ~L 2. ~/a~. Par: = Return prm;um, (~.~u~Rd~u~ncet~,~ ded~a~T°~l ~mrU~u s 

, .  ^ ~ i d o m  . . . .  ! . . . . . .  L 
5. H e a h h  . . . . .  

~ l ~ h k  a ~ a t  i ~, .ad bs~da . . . . .  

7, Auto liability (a) I 
/ 

. , , ~ .  s. ~ .~ : ' .~ .  " "  " 

o. % ' ~ . : . - - . " . ~ . .  i 

10. Fideli ty . . . . .  

i 
I I .  S u r e t y .  i- 

12. Plate glass . . . i 

1"3. B i r ~  trod thtl l  . ' 

14. Steam boi ler  . . ;i- 

15. Machinery . . . I 

16. Autol, rct~ly ~ a q e  . ,_.~, i 

17. Auto c o l l i s i o n . ,  i 

i9, (0 . . . . . . . . . . . .  : .L__~ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  i!' . . . . . . . . . . . .  ! ... 21. Iaspect[ol~ 

22. Gj'oss i~tarest  on mortgage loans, par  Schedule B,  less L . . . . . . . . . . . . . . . .  .accrued interest  on mortgages 
acquired during the  Fear . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . .  ! 

23. G r e ~  i n t ~ e s t  on collateral loans, per Schedule C . . . .  ; . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

24. GroGa interest  oa  bonds & . . . . . .  and dividends c a  stocJ~ $ . . . . . . . . . . . . . . . . . . . . . . . . . .  i 

l e ~  $ . . . . . . . . .  .accrued interest  on bonds acquL ed during the year. per Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

25. Gross interest  un deposifa i a  t rus t  companles and  bank.s, per  Sdaedu e N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

26. Gross in te tas t  from all  other oource~ (give i tems and amoantg): 

27. - . . . . . . . . . . . . . . . . . . . . . .  

28. . . . . . . . . . . . . . . . . . . . . . . . . .  

29. Gross income from company's  property, including $ . . . . . . . . . . . . . . . . . .  -...for company's  ~ c u p a n c y  of it~ own 

building, less $__ . . . . . . . . . . . .  _interest on incumbrance ,  ~ "  Schedule A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
I 

:~0. Tota l  LRermt, dividends and real es ta te  income .................. ; ...... 

31. From other  eouro~ (glve itema and amounta):  

a2. ~ _ $  . . . . . . . . . . . . . . . . . . . . . . . .  

34. Increase in llabilitles darhag the  year  o a  account of r ~ s u r a n c e  t r ~ t i e s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

35. Remlt tanoes from home o ~ i ~  to Ua l t ed  States  branch ~ r o u )  ..- 

S6. ~Borrowed money gross $ . . . . . . . . .  Mm amoun¢ repaid $i . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . .  

37. From a g e n t '  bahaa~s  previously char ted  off . . . . .  ~ . . . . . . . . .  [ 
i 

38. G r ~ a  profit on as]e or matur i ty  of ledger amete, viz: ' ' I 
(a) Real  estate,  per  ..qc.hedule A . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . .  ~ I 

(b) BO~d~, par Sc~ed~e  D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; 

Ce) Stod~ per Schedule D. i 

(d) ................................................................................................................................................ i 
39. Gross inc rea~  by ad jus tment  ia  book value of ledger a s . ~ ,  viz: 

(a) Real  ~ t a t e ,  per  Schedule A . . . . .  - . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(b) Bond#, per Schedule D (including $ ......................... for adrenal of discount) ................................ 

(c) Storing per Schedule D 

tO. T o t a l  l u c e r n e  . . . . . . . . . .  . . . . . . . . . . . . . . .  . . ' " ' - ' , - ' ,  "--L " - -  " ' "  

41. Amount  carried forward . . . . . . . . . . . . . . . . . . .  
• By  g r ~  pren~iums is meant  the aggregate of all the premiums writ te~ ha the pollde~ or renewals i~ued  during the  

year. Are they so returned in this ~tacement? Answer' . .  . . . . . .  i . . . . . . . . . . . .  
"To be ~uppor~ by d[~'tributlon at premiums by stat~ u per Schedule T. 
(a) Ia¢lgdi.l~ net premiums an polldm ~ ha prtvioua year.- Indicate I'~) Including net p~mlums on pollde~ hm~ed ia prev~oui y~ng Indicate I ! 

mma& by minus sign. rdands by mlnu* .;go. 

|909, It ; lg.qS, $ . . . . .  ; 1937, $ _ _  "g3g, $ . . . . .  ; 1938, g . . . .  ; 1~7. $--...- . . . . . . . . . . . . .  ! 

| ~ , ~ 8 , [ - - ;  lOb, I - - -  ~ ; p r ~ x t o  ID35,11 "Q38, IL . . . . .  1 ~  $ . . . . . .  prior to 1035 g ............. 
tCompaay 5, at liberty to gate transac oa briefly, ~ hat ~ptana 0n can be carrk, d as f,~mo • a department re~. 

@) Eater uao d b=.h~ 

ii i i i i i [ 



CASUALTY INSURANCE ACCOUNTING 299 

SECTION II INCOME (Page 2) 

(See Exhibit 1, Page 298) 

Items 4-20--Premium Income 

The annual statement blank requires that premiums be reported 
on a "written" instead of a "paid" basis. Hence, written pre- 
miums for statement purposes are considered as the equivalent of 
cash. Premiums are reported by line of insurance and according 
to kind of premium transaction. The "net" credit balances of the 
various premium accounts are shown on the income page. 

Since written premiums are credited but the cash not neces- 
sarily received until sometime subsequently, it is necessary to set 
up ledger asset accounts in which to carry the premiums receiv- 
able until they are collected. These accounts are known as 
"Premiums in course of Collection" (Items 9-25, Page 4 of state- 
ment). 

The bookkeeping entries involved in the various kinds of pre- 
mium transactions for each line of insurance are as follows: 

(1) Gross premiums, etc. 
Debit: Premiums in course of collection 
Credit : Gross premiums written 

(2) Return premiums 
Debit: Cancelation, return or "not taken" premiums 
Credit: Premiums in course of collection 

(4) Reinsurance (written basis) 

Gross written 

Debit : Reinsurance premiums written 
Credit : Reinsurance premiums payable 

Not taken and canceled (or return) 
Debit : Reinsurance premiums payable 
Credit : Reinsurance premiums written 

Note that it is not necessary to keep reinsurance premium 
accounts subdivided according to gross and canceled. 

Premiums in course of collection and reinsurance premiums 
payable receive further consideration in connection with SECTXON 
IV----LEDGER ASSETS (Page 4 of statement). 
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Item 21--"Inspections" 

This item represents income received by a company for inspect- 
ing mechanical equipment, usually steam boilers, where a regular 
inspection and indemnity contract is not carried in the company. 

The bookkeeping entries are: 
Debit : Cash 
Credit : Inspections 

Items 22-28--Interest Received on Various Forms of Ledger 
Assets 

These items represent net cash received--gross cash less amount 
paid for accrued interest, if any. The bookkeeping entries can be 
best illustrated by an example: Assume a 3% bond for $1000 with 
interest payable semi-annually acquired at par value plus three 
months accrued interest. The bookkeeping entries at purchase 
for the interest part of the transaction would be: 

Debit:  Bond interest (or bond interest accrued) $7.50 
Credit : Cash $7.50 

When the next coupon due was collected the entries would be : 

Debit:  Cash $15 
Credit: Bond interest $15 

The net interest received would be $7.50. 

Item 29---"Gross income from company's property, including 
$ ]or company's occupancy of its own building, less 
$ . .. interest on incumbrances, per Schedule A" 

This item may involve three accounts--Rents received, Rents 
paid and Interest on mortgages payable. 

The bookkeeping entries for space leased or rented to tenants 
would be: 

Debit : Cash 
Credit : Rents received 

The bookkeeping entries for rent charged the company by 
itself for its own occupancy would be: 

Debit: Rentspaid 
Credit : Rents received 
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The bookkeeping entries in connection with interest paid on 
incumbrances (mortgages) would be: 

Debit: Interest on mortgages payable 
Credit : Cash 

Items 31-33 "From other sources (give items and amounts) :" 

These lines are intended to provide for miscellaneous and un- 
usual income or cash received transactions and profit and loss 
adjustments not otherwise provided for. As an example, surplus 
paid in by stockholders would be reported in one of these lines. 
Such surplus is not income but merely an addition to surplus 
account. The bookkeeping entries would be : 

Debit: Cash 
Credit: Profit and loss (surplus paid in) 

Occasionally companies, in order to provide additional surplus, 
reduce the par value of their stock and transfer the difference 
between the amounts at the old and new par values to surplus. 
In such cases the decrease in capital would be reported in Item 3 
and the corresponding surplus gain in one of the Items 32-33 
under some such description as "Surplus transferred from capital 
account." The bookkeeping entries would be as follows: 

Debit : Capital 
Credit: Profit and loss (capital transferred to surplus) 

Item 34--"Increase in liabilities during the year on account o] 
reinsurance treaties" 

This is not a true income item and has no effect upon the profit 
or loss of the company, as the amount is offset by a corresponding 
liability. 

It is a condition of certain reinsurance agreements that the ced- 
ing company shall retain a certain percentage of the premium 
ceded for a certain period of time as a financial guarantee that 
the reinsuring company (frequently a foreign or alien company 
not authorized to transact business in the United States) will 
carry out the terms of the treaty. The amounts so retained are 
known as "Funds held under reinsurance treaties." Such funds 
are, in effect, similar to borrowed money (see item 36, page 2 of 
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statement), since they represent a liability to the reinsuring com- 
pany as the funds will ultimately be paid over to such company 
provided the conditions of the treaty are fulfilled. The ceding 
company does not receive cash from the reinsuring company, but 
the ceding company's ledger assets are increased since the "Rein- 
surance premiums payable" account is debited for the amount of 
such funds. As this is a credit balance account, the effect of 
debiting the account is to increase the general asset account 
"Premiums in course of collection." The effect is the same as if 
the ceding company actually paid the full (100%) amount of 
reinsurance premiums to the reinsuring company and that com- 
pany, in turn, returned to the ceding company its check for the 
portion to be retained by the ceding company. In such a case, 
there would be an actual cash income item (which would be offset 
by the corresponding liability item "Funds held under reinsurance 
treaties"). From the foregoing it is obvious that the amount of 
funds withheld must be reflected in the income page of the state- 
ment in order to preserve the balance of the formula stated on 
Page 296. 

When any part of such funds is paid over to the reinsuring 
company, the ledger asset "Cash" is decreased by the amount of 
such payment and such decrease must be reflected in the dis- 
bursement page. However, since only the net amount of increase 
or decrease in ledger assets is of consequence, the blank provides 
that only such net amount be entered as an income or disburse- 
ment item, as the case may be (see also Item 55, Ex~rBzT 2--- 
DISBURSEmeNTS, Page 3 of statement). 

The bookkeeping entries in connection with funds withheld are : 
Debit: Reinsurance premiums payable 
Credit : Funds held under reinsurance treaties 

and in connection with funds paid over to the reinsuring company : 
Debit: Funds held under reinsurance treaties 
Credit : Cash 

Item 35M"Remittances from home o1~ce to United States branch 
(gross)" 

This item applies only to the United States branches of foreign 
(alien) companies. It represents funds supplied by the Home 



CASUALTY INSURANCE ACCOUNTING 3 0 3  

Office for capital and surplus purposes and is not income. The 
bookkeeping entries are: 

Debit: Cash 
Credit: Remittances from home office 

Item 36---"Borrowed money gross $ less amount repaid 
~ . 3 ~  

Borrowed money does not represent true income and has no 
effect upon the profit or loss of the company as the amount is 
offset by a corresponding liability. However, cash is received and 
the ledger assets are increased and, accordingly, the amount of 
increase must be reflected in the income page of the statement in 
order to preserve the balance of the formula stated on Page 296. 

Similarly, when borrowed money is repaid, ledger assets are 
decreased by the cash paid out and the amount of decrease must 
be reflected in the disbursement page. However, since only the 
net amount of increase or decrease in ledger assets is of conse- 
quence, the blank provides that only such net amount be extended 
as an income or disbursement item, as the case may be (see also 
Item 57, EXHiBIt 2----DtsBUaSZ~Er~XS, Page 3 of statement). 

The bookkeeping entries at the time the money is borrowed are: 

Debit : Cash 
Credit: Borrowed money 

and at the time of repayment 

Debit: Borrowed money 
Credit : Cash 

Item 37--"From agents' balances previously charged off" 

This item arises when a balance due from an agent and charged 
off as uncollectible is subsequently recovered. The bookkeeping 
entries are as follows: 

Debit: Cash 
Credit: Profit and loss (Agents' balances) 

This item is further discussed in connection with Item 59, Page 
3 of statement, "Agents' balances charged off," and Items 8-25, 
ExmB~r 3----LEDGE~ ASSETS, Page 4 of statement. 
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Item 38--"Gross profit on sale or maturity o] ledger assets"-- 
Real estate, Bonds, Stocks or other ledger assets 

The profit (or loss) on sale of ledger assets is the difference 
between the book value (not the actual cost, unless book value 
and actual cost are the same) at date af sale and the sale price. 
The bookkeeping entries for the profit portion are: 

Debit : Cash 
Credit: Profit and loss--profit on sale of (real estate, 

bonds, stocks or other ledger assets) 

There are two methods of accounting for profit and loss items 
in general use. One method (that followed in this paper) is to 
charge or credit such items as profit or loss on sale direct to a 
single controlling Profit and Loss ledger account and maintain 
subsidiary accounts for the details required by the annual state- 
ment. The second method is to carry separate profit and loss 
ledger accounts for each such annual statement item. Where the 
second method is followed the account credited in the above ex- 
ample would be "Profit on sale of (real estate, bonds, stocks or 
other ledger assets)." 

Item 39--"Gross increase by adjustment in book value oJ ledger 
assets"--Real estate, Bonds, Stocks or other ledger assets 

This item does not represent cash income or profit but is in the 
nature of accrued income or profit. Some companies follow the 
practice of maintaining the book values of real estate, bonds and 
stocks at approximately the market values. Profit and loss entries 
are made at the end of the year to bring the book values up to 
the approximate market values. The bookkeeping entries are: 

Debit:  Real estate, bonds, stocks or other ledger assets 
(book value) 

Credit: Profit and loss--Increase by adjustment in book 
value of (real estate, bonds, stocks or other 
ledger assets) 

In case of bonds a further use is made of this item by companies 
which value their bond holdings on the amortization basis, which 
is common practice at the present time as such basis is required by 
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at least one state. If a bond is acquired at a discount, the effective 
rate of interest will be in excess of the nominal rate. Assume that 
the nominal (coupon) rate is 3%, the purchase price 98 and the 
term to maturity 9½ years. The effective rate of interest, as 
determined by reference to any standard table of bond values is 
31,4%. If the bond were carried upon the books at $980 until 
maturity, a false profit on maturity of $20 would be shown and 
the interest income during the period would be too small, since it 
is reasonable to assume that the effective rate of 31/~% represents 
a fair interest return on funds invested at the time of purchase 
of the bond. The company would, however, receive only the nomi- 
nal interest of 3% during the term of the bond, the additional 
interest being deferred and accumulated at the effective rate until 
maturity. Such deferred interest would be taken credit for by 
adding the yearly accrual to the book value of the bond. The 
bookkeeping entries would be: 

Debit: Bonds (book value) 
Credit: Profit and loss--accrual of bond discount 

The foregoing is an exception to the general rule that the state- 
ment is based upon cash income or receipts. 

It will be shown upon consideration of SECTION IV--AssETs 
(Page 4 of statement) that increases (or decreases) by adjust- 
ment are unnecessary so far as the effect of changes in security 
values upon surplus and total admitted assets are concerned. 
They do, however, affect the amount of ledger assets. 

Item 40--"Total Income" 

This is the sum of the extended amounts of Items 20, 21, 30 
and 33-39. 

Item 41---"Amount carried ]orward" 

This is the sum of the ledger assets at beginning of year, plus 
or minus the increase or decrease in capital during the year, and 
total income (Item 40). 
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E X H I B I T  2 

ANNUAL STATEMENT FOR THE YEAR 1 9 4 0  O ~  THE ................................... 
( W r i t e  or  s t a m p  n a m e  o f  C o m p a n y )  

Amount  brought forward, 
I I I - - D I S B U R S E I ~ I E N T S  

(2) O) t4y (5) 

• Gross amount paid DEDUCT Net amount paid policy- 
for l ~ s  Grc~ sMvage (Schcd. H) I Reinsucance [ Tot.x[ deduction hold¢.-~ for l e ~  

, Ae den, I :1 
2, Hea l th  . . • 

4. Auto  liability 

O. Wozkmen's ¢0mpeQsalh, 

7. Fidellq, . i 

g Surety . { . . . .  

0, Plate glass . l 

10, Burglary and their  . . . .  . 

11, S team boiler . 

12, Machinery . 

13. Aub proFd! &Z~l[e 

14, Auto collision. . J_ 
promrty ~val~ *rd mm/~ I. 

z 0 ,  (a) . . . . . . . . . . . .  _ _ J .  
17, TOTALS . I I i 

18, Investlgatlon and adjustment of claims, vtz: 

19. Accident $ . . . . . . . . . . . . . .  ; H ~ J t h  ~ , ~ .  ~'v~, ,,m~,l $ . . . . . . . . . . . . .  ; ar, d I,,a~, $ . . . . . . . . . . . . . . .  ; 

~0. A u t o  liability $ . . . . . . . . . . . . . . . .  ; U.~lu2~ ,e., ~,~ w~-~* $ . . . . . . . . . . . . . . . .  ; ~ - , r  ~ $ . . . . . . . . . . . . . . . . .  ; 

21, Fideli ty $ . . . . . . . . . . . . . . . .  ; Sundry $. . . . . . . . . . . . . . . . . .  ; Plab! glares $ . . . . . . . . . . . . . .  ; 

92. B a r ~ n d ~ d I $  . . . . . . . . . . . . . . . . . .  : S team boiler $ . . . . . . . . . . . . . . . . .  ; M e c h l n e r 7  ~L . . . . . . . . . . . . . . . . . . .  ; 
Aub ~m*t~ ~ .  ~ $ . . . . . . . . . . . . . . .  ; Aao c o ~ u  $ . . . . . . . . . . . . . . . . . . . .  ; ~ . ,~ .~ .~P ' -? . . . ~ ,$  . . . . . . . . . . . . . . . . . . .  ; 

,24. (n )  . . . . .  $ . . . . . . . . . .  -" . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

9.5. Policy and membership fees retained by a g e n ~  . . . . .  . . . . . . .  ~ ................................. ' ....... 

26. C o m m i ~ o n s  or brokerage, lore amount  recelved on return p r o c u r e s  and reinsurance for the  following classes l 

27. Acc/dent  $. . . . . . . . . . . . . .  ; Health s*~'a,,.~w.*,w.~,-.t I $ . . . . . . . . . . . . . . . . .  ; . ~  ,~a,  $ . . . . . . . . . . . . . . . . . . . .  ; 

28. Auto liability $ . . . . . . . . . . . . . . .  ; ~,,~ ~, ~ ~ w~.;,e, 
J 

$. . . . . . . . . . . . . . . .  ; ~ f~¢~  $ . . . . . . . . . . . . . . . . . . .  ; 

90. Fidel i ty $ . . . . . . . . . . . . . . .  ; Surety 3.. . . . . . . . . . . . . . . . . . . . .  ; Plat~)glass $ . . . . . . . . . . . . . . . . . .  ; 
~0. 5 ,zgh~an4thdl$  . . . . . . . . . . . . .  ; S t s a m b o i l e t  $ . . . . . . . . . . . . . . . .  ;Mac '~inery  $ . . . . . . . . . . . . . . . . . . . . . .  ; 

.81. ~,g~m.~,  ; . . . . . . . . . . . . . .  ;A~  - r -h .  $. . . . . . . . . . . . .  ;~,,',',',',',',',','~*~,~,~ . . . . . . . . . . . . . . . . . . .  ; 

~2, (a) . . . . . . . . . .  $ . . . . . . . . . . .  ; . . , • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; ....... 
33. Salarles and all  o ther  compensatlan of oFllcere, direct.ors, 'tnmtee.s and I: ome o ~ c e  employees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , ........ 
~3~a). Pension, retiroment and other s lmihr  benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I ......... 
8 t .  H o m e o ~ c e t r a v d  . . -  . . . • . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
.$5, Salaries, t ravding and all other expenses of branch ofiSces and agents, iexcinding commlt~ans  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
80. Sa/aries, traveling and al! o ther  expenses of payrol! auditors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
87. Inspectlone, incinding accldent preventinn $. . . . . . . . . . . . . .  ; medical e.,cam~ners' fees and eslaries $....~= . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~ .  Rents, including $ . . . . . . . . . . . . . . . . . . . .  for company's  occupancy of i ts own bm'Idlng~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~9. Genera[ of~ce maintenance and expense . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
4.0, Taxes,  l lcan~s  aud fees: 

(a) S ta te  taxes  on premiums . . . . . . . .  . . $ . . . . . . . . . . . . . . . . . . . . . . . .  

(b) Insurance depar tment  . . . . . . . . . .  • " . . . . . . . . . . . . . . . . . . . . . . . . .  i 

(c) O ~ e r  state traces, i n d u i n g  $ ............. '. . . . . .  soc~.l t e c m h y  . . . . . . . . . . . . . . . . . . . . . . .  

(d) Federal, including $ . . . . . . . . . . . . . . . . .  social ~ecurlty . . . . . . . . . . . . . . . . . . . .  ~ . . . . . .  

(e) All other (except oa real estate)  . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

41. Legal  expenses $ . . . . . . . . . . . .  ; advertising 5 . . . . . . . . . . . . . . . .  ; priotin~ and stationery $'. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

42, Postage,  tdegraph,  telephone, exchange and exp'~ess $ . . . . . . . . . .  ...-~.._ ,.. ". in suranco $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

43. Furniture and  fixtures 5 . . . . . . . . . . . . . .  ; books, newspapers and per ixUcah $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

44.  Burea,.t and. ar~sociatlon dues and a...~e.zsments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

45. MisocUancous underwriting expense (itemize) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

,18. R e a l e s t a t e :  (a) repalrs and  expenses $ . . . . . . . . . . . . . . . . . . . . .  ; (b) t a x e s $  . . . . . . . . . . . . . . . . . . . . . . . . .  ...... 
,13. Misce l I~eoas  investmant  expense (itemlze) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  T . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

61. Stockholdem (or dividends (amount  declazed during t ea  year, cash $_~.' . . . . . . . . . . . . . . . . . . .  : s tock 5 . . . . . . . . . . . . . . . . . . . . . . . .  ) . . . . . . . . . . .  

S2. Policyholders for dividends, less $ . . . . . . . . . .  dividends recelveld from reinsuciog companies . . . . . . . .  . ...... 
E~. OCher d~sbursements (itemize) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~ . . . . . . .  v" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~55. Decrease ;n l inbi l i t les du r ing  fl~e year on account of r e h s n r a n ~  trenti?.~ . . . . . . . . . . . . .  _ . . . .  

fiB. Remhtances to home office f r om Un i ted  States branch (gross) . . . . . . . . . . . . . . . . . . . . . . .  

57. Borrowed money repaid grO~s $ . ~ l e s s  amount  borrowed ~ . . . . . . . . . . . . . . . . . . . . . . . . . . .  
58. Interest  on borrowed money . . . . . . . . .  . .  . , . . . . . . . . . . .  
~9. Agents '  balanee~ charged o~  . . . . . . . . . . . .  : . . . . . . . . . . . . . .  
60. Grose loss on eale or  matu r i t y  of ledger ac~e~, v iz :  

(a) Real  ~ t s t e ,  par Schedule A . . . . . . . .  , . . . . . . . .  $ . . . . . . . . . . . . . . . . . . .  
(b) Bonds, per Schedule D . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(c) S t o c k ,  per  Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

61. Gross dsereaze, by adjustment ,  in book value of ledger a~sets, viz: 
(a) Real  estate ,  per  Schedule A . . . . . . . .  . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . .  

(b) Bonds, per Scliedale D (including $ . . . . . . . . . . . . . . . . . . . . . . . . . .  for amortization of premiums) . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(e) Stocks, per Schednlo D . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e.~ Total Disbursements " ~  

CENT~ 

ALANCR . . . . . . . .  . . . . . .  ~ ~ " '  
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SECTION III  DISBURSE~IENTS (Page 3) 

(See Exhibit 2, Page 306) 

Items 1-17--Losses Paid 

Accounting procedure in connection with losses paid is com- 
paratively simple so far as annual statement requirements are 
concerned. The bookkeeping entries for each of the various kinds 
of loss transactions for each line of business are as follows: 

(1) Gross amount paid for losses 

Debit : Losses 
Credit : Cash 

(2) Gross salvage 

Debit : Cash 
Credit : Salvage recovered 

(3) Reinsurance 

Debit : Cash 
Credit : Reinsurance recovered 

In cases where salvage has been recovered on a paid loss under 
which there was reinsurance the original company would refund 
to the reinsuring company its proportion of the salvage recovery. 
The bookkeeping entries on payment to the reinsuring company 
would be : 

Debit : Reinsurance recovered 
Credit: Cash 

At first glance it would appear that this method of accounting 
is incorrect and that the bookkeeping entries should be : 

Debit: Salvage 
Credit : Cash 

It will be noted, however, that the heading "Gross" precludes 
any debit entries to the salvage account and an example will show 
that the prescribed method is correct. 

Assume that a company pays a gross loss of $1000 and that the 
risk is one-half reinsured. The statement as respects this item 
would appear as follows: 

Gross Amount Total Net Amount 
Paid Salvage Reinsurance Deduction Paid 

$1,000.00 . . . . . .  $500.00 $500.00 $500.00 



~ 0 8  CASUALTY INSURANCE ACCOUNTING 

If $500 salvage were subsequently received the statement under 
the prescribed method would show: 

(a) Gross A m o u n t  Total  N e t  Amoun t  
Pa id  Salvage Reinsurance Deduction Paid 

$1,000.00 $500.00 $250.00 $750.00 $250.00 

and under the incorrect method: 
(b) Gross A m o u n t  Total  lqet Amoun t  

Paid Salvage  I le insuraneo Deduction Paid 

$1,000.00 $250.00 $500.00 $750.00 $250.00 

Since reinsurance applies to the net loss sustained by a com- 
pany, method (a) is obviously correct as it shows reinsurance 
equal to 50% of the net loss - -  $250.00 --  ($1000.00-- $500) and 
method (b) incorrect since it shows reinsurance equal to 66~% 
of the net l o s s -  $500.00-  ($1000.00- $250.00). 

Reinsurance is usually collected sometime after the gross loss 
is paid. This results in reinsurance recoverable and some com- 
panies prefer to credit this to loss account immediately. This 
procedure is similar in theory to the crediting of written pre- 
miums. To accomplish this result a ledger asset account "Rein- 
surance recoverable on paid losses" is set up and the bookkeeping 
entries become: 

Debit : Reinsurance recoverable (on paid losses) 
Credit : Reinsurance recovered 

Items 18-50 and 53 and 54--Expenses 

These items cover various underwriting (claim, acquisition, ad- 
ministration, inspection, tax and bureau) and investment (real 
estate and other) expenses. No special accounting procedure is 
involved except in connection with claim, Items 18-24, branch 
office, Item 35, payroll audit, Item 36, and inspection, Item 37, 
expenses. The usual bookkeeping entries are: 

Debit: Expense (by item) 
Credit : Cash 

Claim expense is divided into two parts--allocated and unallo- 
cated. Allocated expense is that chargeable to specific claims, such 
as attorneys' and court fees, cost of medical examinations (in 
public liability claims) and cost of appraisals (in case of property 
damage losses). Unallocated claim expense consists of the gen- 
eral overhead cost of maintaining claim service, both in the field 
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and at the Home Office, comprising such items as salaries, travel- 
ing expense, rent, heat, light, printing and stationery, furniture 
and fixtures, etc. Separate ledger accounts are maintained for 
assigned loss expense by line the same as in the case of losses. 
Separate ledger accounts are also usually maintained for claim 
salaries and claim traveling expense, but not by line of insurance. 
The problem of determining what proportion of field and home 
office rent, heat, light, printing and stationery, furniture and 
fixtures, should be charged to claim expense and the further dis- 
tribution of such proportions plus claim salaries and claim travel- 
ing expenses to the various lines of insurance involves the appli- 
cation of advanced cost accounting principles and the treatment 
of this phase of accounting, even briefly, is beyond the scope of 
this paper. 

Problems similar to those involved in determining unaUocated 
claim expense are encountered in determining branch office, pay- 
roll audit and inspection expense, since these expenses are also 
made up of salaries, traveling expense, rent, heat, light, printing 
and stationery, furniture and fixtures, etc. 

It is obvious from the foregoing that the disbursements as 
shown on Page 3 of the statement will not check with the Trial 
Balance as respects many items--salaries, traveling expense, 
rents, printing and stationery, furniture and fixtures, etc. 

Item 51---"Stockholders for dividends (amount declared during 
the year, cash $ . - - ;  stock $ )" 

This item requires no special comment. The provision for show- 
ing in parenthesis dividends declared during the year is to provide 
a check on the liability for unpaid dividends, Page 5 of statement. 
The bookkeeping entries involved in the dividend account are as 
follows : 

Debit : Dividends paid 
Credit : Cash 

Item 52--"Policyholders for dividends, less $ dividends 
received from reinsuring companies" 

This item is peculiar to mutual companies or stock companies 
writing participating contracts. It involves no unusual account- 
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ing principles. Note, however, that dividends paid are net--gross 
paid less dividends received from reinsuring companies. Separate 
accounts are maintained--one for gross dividends and the other 
for reinsurance dividends. The bookkeeping entries are as follows : 

Gross dividends paid 
Debit : Dividends to policyholders 
Credit : Cash 

Reinsurance dividends received 
Debit : Cash 
Credit : Reinsurance dividends 

Item 5Sin"Decrease in liabilities during the year on account of 
reinsurance treaties" 

This item is explained in connection with Item 34, Page 2 of 
statement. 

Item 56--"Remittances to home ol~ce from United States branch 
(gross)" 

This item is the opposite of Item 35, Page 2, and represents 
surplus funds returned to home office. The bookkeeping entries 
are : 

Debit: Remittances to home office 
Credit: Cash 

Item 57--"Borrowed money repaid gross $ less amount 
borrowed $ - - - "  

This item is explained in connection with Item 36, Page 2 of 
statement. 

Item 58---"Interest on borrowed money" 
J 

This item is self-explanatory. The bookkeeping entries are, of 
course: 

Debit: Interest on borrowed money 
Credit : Cash 
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Item 59--"Agents' balances charged off" 

These are profit or loss items representing the charge-off of 
balances considered as uncollectible. 

There are two types of such items. One arises from errors in 
agents' paid premium reports or incorrect remittances discovered 
upon audit of reports in either the branch or home office. If a 
premium or commission is incorrectly reported or the amount of 
the net remittance of the agents is incorrect, the correct premium 
or commission amounts are charged or credited to the appropri- 
ate accounts and the difference or balance is charged or credited 
to a ledger asset account generally known as "Agents' sundry 
balances" (see EXHIBIT 3--OTHEI~ :LEDGER ASSETS, Items 27-31, 
page 4 of statement). These differences or balances are usually 
adjusted in subsequent reports, but if for any reason a company 
is unable to collect such a balance from an agent, the balance is 
charged off to profit and loss through the above account. The 
bookkeeping entries are: 

Debit: Profit or loss (Agents' balances charged off) 
Credit: Agents' sundry balances 

The other type arises where an agent has collected premiums 
from assureds but has failed to remit them to the company. These 
are termed defalcations or "shortages." This type of case is usu- 
ally cleared directly to profit and loss. Since the premiums actu- 
ally have been paid, it is necessary to clear them from the "Pre- 
miums in course of collection" account. The trans~tction is carried 
out by the preparation of a dummy paid-premium voucher pro- 
viding the following bookkeeping entries (assuming premiums of 
$1,000 and commissions of $250) : 

Debit 

P rof i t  a n d  loss  ( A g e n t s '  b a l ances  
c h a r g e d  off) . . . . . . . . . . . . . . . . . .  $ 750.00 

Co m m is s ions  . . . . . . . . . . . . . . . . . . .  250.00 

P r e m i u m s  in course  of  collection . . . . . . . . . .  

Credit 

. o o . , o ° ,  

$1,000.00 

$1,000.00 $1,000.00 
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Item 60--"Gross loss on sale or maturity o] ledger assets" Real 
estate, bonds, stocks or other ledger assets 

This is the opposite of Item 38, Page 2. The bookkeeping en- 
tries, so far as the loss on sale is concerned, are: 

Debit:  Profit and loss--loss on sale of (real estate, 
bonds, stocks or other ledger assets) 

Credit: Real estate, bonds, stocks or other ledger assets 
(book value) 

The bookkeeping entries for both Items 38, Page 2, and 60, 
Page 3, are further illustrated in the consideration of SECTION IV 
-----LEDGER ASSETS (Page 4 of statement), Item 4 "Book value of 
bonds" 

Item 61--"Gross decrease by adjustment in book value o] ledger 
assets" Real estate, bonds, stocks or other ledger assets 

This item is the reverse of Item 39, Page 2. For ordinary 
adjustments to bring the book value down to the market value 
the bookkeeping entries are: 

Debit:  Profit and loss--increase by adjustment in book 
value of (real estate, bonds, stocks or other 
ledger assets) 

Credit: Real estate, bonds, stocks or other ledger assets 
(book value) 

In case of companies valuing their bonds on the amortization 
basis the process is the reverse of that illustrated in connection 
with Item 39, Page 2. If a bond is acquired at a premium the 
effective rate of interest will be less than the nominal rate. As- 
sume that the nominal (coupon) rate is 4%, the purchase price 
111 and the term to maturity 20 years. The effective rate of 
interest would be 3a/~%. Under these circumstances the excess of 
the nominal interest over the effective interest would be used to 
amortize the premium over the term of the bond so that at 
maturity the bond would stand on the books at its par value. 
The bookkeeping entries would be: 

Debit: Profit and loss--amortization of bond premiums 
Credit: Bonds (book value) 
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Item 62--"Total Disbursements" 

This item is the sum of the extended amounts of Items 17, 24, 
47, 48 and 50-61. 

Item 63--"Balance" 

This item is the difference between the item "Amount brought 
forward" at the top of the page and Item 62. It balances with 
Item 32, Page 4 of statement (see Exhibit 3, Page 314). 

SECTION IV ASSEZS (Page 4) 

(See Exhibit 3, Page 314) 

This section is divided into three subsections: 

(1) Ledger Assets 
(9.) Non-Ledger Assets 
(3) Assets Not Admitted 

(1) LEDGER ASSETS 

Items 1-4--Investments--Real estate, Mortgage loans, Collateral 
loans, Bonds and Stocks 

These items call for the book values of the various forms of 
investments. It  should be noted that Item 1 provides for the 
deduction of incumbrances from the book value of real estate 
and the showing of only the net value as a ledger asset. This is 
not in accordance with the usual accounting practice of showing 
the gross value as an asset and mortgage incumbrances as a 
liability. 

When an investment is made the bookkeeping entries are: 
Debit: Real estate, mortgage loans, etc. 
Credit : Cash 

When an investment matures or is disposed of the bookkeeping 
entries are: 

Debit: Cash 
Credit: Real estate, mortgage loans, etc. 
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EXHIBIT 3 

ANNUAL STATEMENT FOR THE YEAR 1940 OF TItE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(Write  or stamp name of Company) 

Form 3 

IV--LLDGER ASSETSc ', i] 
I .  Book value of real es ta te  (le.ss $ . . . . . .  |neumbr mess), per Schedule A ............ 

2. Mortgage loans On real estute per Schedule B, first Hens $ .................................... 

other ths.n first. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

3. Loans secured by  p[edl,e of bonds, stocks or other col]ateraJ, per Schedu!e . . . . . . . . . . . .  

4. Book value of bonds, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; and 

stocks, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , per Schedule D . . . . . . . . . . . . . . . . . . .  1 

5. Cash in company's  o ~ c e  . . . . . . .  ", . • " $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 

6. Deposits in t rus t  companies and banks n o t  on interest,  per ~Cchedule N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  / 
7. Deposits in t rus t  companies and banks on interest,  per Schedule N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 

8. Gross premiums, lees return premiums and reinsurance, in course of collection, viz:  
{1) {2) 

o= I]degorRne,~JleltcUft~ Oa reade* or ~ t ~ d ,  ~'~,lv¢ 
~ a}~°t~ oc 0 ~  i e~ ~ t  y ~  pd=t to O~ob~ I ol ~ r r~ l  ~ r  

9. A c d d e n t  . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ ................................... 

tO. Hea l t h  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

11. N*n.caocel lable accident and heahb . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

12. A u t o  l iab i l i t y  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

13. L iab i l i t y  other than auto . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

14. 'vVorkmen's compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i 

I 
15. Fideli ty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

16. Surety . . . . . . . . . . . . . . . . . . .  • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

17. Plate g ] ~  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

18. Burg la ry  and thef t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

19. S team boiler . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

20. Machinery  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

21. Auto  property damage . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

22. A u t o  collision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

23. Property damage and coll ision other than auto . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

24. (a) ................................................................................................................................. 
95. TOT.U~ . . . . . . . .  $ .................................... $ ............................................. 

~6. Bills receivable . . . . . . . . . . . . . . . . . . . . . . . .  

27. Other ledger assets, vlz: 

............................................................................................. $ ........................... 

29~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

3|  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

,2. reag~ assets, a. per Ba,..¢o o .  vaSeNON.LEr.GER3 . . . . . . . . . . .  ASSETS i iiiiiii 
B 

83. Gross interest due, $. . . . . . . . . . . . . . . . . .  and accroed, S. ........................ on mortgages, per Stbedute B . . . . . . . . . . . . . . . .  

84, Grces interest due, $ ..................... d ..... d,$ .................... ....... co|lateral l .... per .~r~e~.le C, Par[, . iiii] 

35. Gross interest due, $. . . . . . . . . . . . . . . . . . . .  .and accrued, $ ......................... on bonds, not  in dclault ,  ~er St],~uk D, Pal 1 

36. G r o ~ i n t e r e s t d u e , $  ..................... andaccrued,  $ .................... ....on other assets (llve ilemS ar¢l amo~ls): . . . . . . . . . . . . . . . . . . . . . .  

3"/ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ ........ ...[.... 

38. Gross rents and interest due, $ . . . . . . . . . . . . . . . . . . .  .and accrued, $---.i .................... on company's property or [case ~ ..~ 

39. Marke t  value of real estate over  book  va lue ,  per Schedule A . . . . . . . . . . .  

40. *Market  ~ value Amortized or investment  ~ ( n o t  l n c l u d l n ~  i n t e r e s t  in ?-tern 35) of bonds over book  value~ per Schedule D . . . 

40A. Marke t  value of stocks over  book  va lue ,  per ScheduIe D . . . . . . . . . . . . . . .  

41. Other non-ledger assets, viz:  

43. 

44. Gros s  Asse t s  . . . . . . . . . .  . . . . . . . . . . . . . . .  

D E D U C T  A S S E T S  N O T  A D M F [ T E D  

45, Company's  stock owned, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; loan i on, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ ........................... 

46. Supplies, pr~-nted ma t t e r  and s ta t ionery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 7 .  F u r n i t u r e ,  fixtures and safes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

48. Gross premiums in  course of collection effective pr ior  to  Octo] ~er 1 of current  year . . . . . . . . . . . . . . . . . . . . .  _ . ~  . . . . . .  

49. B i l ls  receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

50. Lo~ris on personal security, endorsed or  no t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

51. Deposits in  suspended b~J~ks, less $ . . . .  estimate :[ amoun t  reooverab[e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

52. Book  value of  real estate over  m a r k e t  va lue ,  per Schedule A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

t lnarko l :  
53. Bc~k valoe of N:~ds over  I a m o r t i z e d  o r  i n v e e t m e n t  I y a k  e,  pe t  ScheduIe D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

53A, Book value of stoclrn over  m a r k e t  va lue ,  per  Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . .  . ............. 

53B. Interes t  due and a c ~ e d  on mortgage loans (s ta te  l ~ [ s )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~ C  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

54. Other  ~ e t a  not  admit ted,  via: 

~5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

57 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ..................................................................................................... 

68. T o t a l  A d m i t t e d  A s s e t s  . . . . . . . . . . . . . . . . . . . . . .  

(s) Eater llne or bu.~n~L 
*Stn'ke Oat "M~rk~t" ¢¢ " ~ o r t i u c l  or iaveatmemt." 

. . . . . . . . . . . . . .  + .... 

I 

.......... ,! =[  
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Where there is a profit or loss on sale or maturity at least three 
and in some instances four accounts are affected. Examples using 
the sale of a bond at a profit and a loss will illustrate. Assume 
that a bond carried at a book value of $980 is sold for par ($1000) 
and accrued interest of $15. The bookkeeping entries would be 
as follows: 

Debit Credit 

C a s h  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,015.00 . . . . . . . .  
B o n d s  (book  v a l u e )  . . . . . . . . . . . . . . . . . . . . . .  $ 980.00 
P r o f i t  a n d  l o s s - - p r o f i t  on  s a l e  o f  

b o n d s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 
B o n d  i n t e r e s t  . . . . . . . . . . . . . . . . . . . . . . . . . . .  15.00 

$1,015.00 $1,018.00 

If the book value and sale amounts were reversed, i.e., book 
value $1000 and sale price $980 plus accrued interest of $15, the 
bookkeeping entries would be as follows : 

Debit Credit 

C a s h  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 995.00 . . . . . . . .  
B o n d s  (book  v a l u e )  . . . . . . . . . . . . . . . . . . . . . .  $1,000.00 
P r o f i t  a n d  l o s s - - l o s s  o n  s a l e  o f  

b o n d s  . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 ° ,  . . . . .  . 

B o n d  i n t e r e s t  . . . . . . . . . . . . . . . . . . . . . . . . . . .  15.00 

$1,015.00 $1,015.00 

Item 5--"Cash in company's office" 

This item is self-explanatory. It  includes within its scope 
actual cash and cash items---checks, drafts and money orders. 

In order to conveniently record the various bookkeeping entries 
arising from either of the above transactions, a voucher would be 
prepared showing the four debits and credits. The cash would be 
posted in the cash book and the other entries in a journal designed 
to provide for entries such as the foregoing. Many companies 
maintain what is known as a cash-journal, a combination of cash 
book and journal, and in such cases all four entries would be 
posted in this book. 

Items 6 and 7--Deposits in Trust Companies and Banks 

Heretofore in all examples of bookkeeping entries involving 
actual receipts and disbursements, it has been assumed that such 
receipts and disbursements have been in the form of cash and for 
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simplicity of illustration "Cash" has been used as the account 
involved. In practice, however, only a small part of the actual 
business transactions of an insurance company involve actual 
cash but are represented by check receipts and disbursements. 
Accordingly, companies maintain, in addition to a pure cash 
account, separate ledger accounts with various banks. Checks 
received are usually charged to cash through the medium of the 
cash book and subsequently credited to cash and charged to the 
bank of deposit. Debit may be, and frequently is, made direct 
to the bank without the intermediate step of passing through the 
cash book. Under the latter conditions the bookkeeping debit 
would be to "Bank" instead of to "Cash." As an example the 
bookkeeping entries in connection with rents received (see page 
300) would be: 

Debit: Bank (by name) 
Credit: Rents received 

Disbursements, except for petty cash items, are almost invari- 
ably made by check and charged direct to the bank upon which 
they are drawn. Using gross losses paid, for example, the book- 
keeping entries in actual practice (see Page 907) would be: 

Debit : Losses 
Credit: Bank (by name) 

Items 8-25--"Gross Premiums, less return premiums and reinsur- 
ance, in course of collection"---(by line of insurance) 

The function of these items has been explained in connection 
with the consideration of Items 4-20, Page 2 of statement. The 
significance of the word "Gross" is usually interpreted as meaning 
"without deduction of commissions." These accounts consist of 
the net amount of unpaid direct and assumed reinsurance pre- 
miums (gross, less not taken and return) minus the net amount 
of reinsurance ceded premiums payable. 

When premiums are collected two asset and one disbursement 
accounts are affected, since premiums are remitted "net" (less 
commissions) by agents. Cash is debited, premiums in course of 
collection are credited and commissions are debited. If premiums 
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to the gross amount of $1000, with a commission rate of 25% 
were remitted, the bookkeeping entries would be: 

Debi t  Credit 

Cash (or bank) . . . . . . . . . . . . . . . . .  $ 750 .00  . . . . . . . .  
Premiums in course of collection . . . . . . . . . .  $1,000.00 
Commissions paid . . . . . . . . . . . . . . . .  2 5 0 . 0 0  . . . . . . . .  

$1,00020 $1,000.00 

On payment of reinsurance ceded premiums by the company 
the bookkeeping entries, assuming gross reinsurance ceded pre- 
miums of $1000 and a commission rate of 35%, would be: 

Debit Credit 

Cash (or bank) . . . . . . . . . . . . . . . . . . . . . . . . .  $ 650.00 
Reinsurance premiums payable... $1,000.00 . . . . . . . .  
Commissions paid . . . . . . . . . . . . . . . . . . . . . . . .  350.00 

$1,000.00 $1,000.00 

In actual practice the bookkeeping is handled somewhat differ- 
ently from the simple illustrations above. In case of direct busi- 
ness a summary of the premium, commission and any other 
charges or credits and the net cash remitted, usually referred to 
as a "Paid Premium Report" or "Account Current," would accom- 
pany the remittance. Using this as a voucher the net cash would 
be debited on the cash book or to the bank and the remaining 
items posted to the paid premium journaI. At the end of the 
month the total debits and credits would be posted therefrom to 
the appropriate ledger accounts--premiums in course of collec- 
tion, commissions and expense (by account), if any. 

Item 26----"Bills receivable" 

This item is of slight consequence in the accounts of insurance 
companies and involves no special accounting consideration. If a 
note were accepted from an agent for a balance due for premiums, 
the bookkeeping entries would be the same as in the foregoing 
illustration except that bills receivable would be debited instead 
of cash or bank. When the note was paid, the bookkeeping entries 
would be : 

Debit: Cash (or bank) 
Credit : Bills receivable 
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Items 27-31--"Other ledger assets, viz :" 

The more important items usually found in these lines are 
"Reinsurance recoverable on paid losses," referred to in connec- 
tion with the consideration of paid losses, Items 1-17, Page 3 
of statement, and "Agents' sundry balances," referred to in 
connection with consideration of Item 59, Page 3 of statement. 

When the reinsurance recoverable mentioned on page 308 is 
actually paid by the reinsuring company, the bookkeeping entries 
a r e  : 

Debit : Cash (or bank) 
Credit: Reinsurance recoverable on paid losses 

An example of an entry affecting the "Agents' sundry balances" 
account would be the case where an agent in reporting a premium 
of $1000 carrying a commission rate of 121/~% incorrectly com- 
puted the commission at 15%. The bookkeeping entries would be : 

Debit Credit 
C a s h  ( o r  b a n k )  . . . . . . . . . . . . . . . . .  $ 8 5 0 . 0 0  . . . . . . . .  
A g e n t s '  sundry balances . . . . . . . . .  25 .00  . . . . . . . .  
P r e m i u m s  i n  c o u r s e  o f  c o l l e c t i o n  . . . . . . . . . .  $ I , 0 0 0 . 0 0  
C o m m i s s i o n s  p a i d  . . . . . . . . . . . . . . . .  125 .00  . . . . . . . .  

$1,000.00" $1,000.00 

Item 32 "Ledger Assets, as per Balance on Page 3" 

This item is the sum of Items 1-4, 7, 25, 26 and 31, and, as 
indicated and also previously pointed out, must agree with Item 
63, Page 3. 

With the exception of "Capital," "Funds held under reinsurance 
treaties," "Borrowed money" and a few other ledger liability 
items of rather infrequent occurrence, all items which are derived 
from the Trial Balance of a company have been considered and 
the main purpose of the paper accomplished. Accordingly, con- 
sideration of the balance of the financial statement is made as 
brief as possible. 

(2) NoN-L~.DOER ASSXTS 

Items 33-37--Interest due and accrued on various ledger assets 

These items are necessary to compute the actual interest earned 
during the year. Their determination is mainly a matter of the 
arithmetical computation and summarization of detail items. 
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Item 38---"Gross rents and interest due, $ and accrued, 
$ on company's property or lease" 

This item is similar to Items 33-37. The inclusion of the words 
"or lease" is to take care of the case where a company leases a 
building or a portion thereof and subleases a part or parts thereof 
to other tenants. The rent received from subleases is reported as 
a credit to rents--Item 38, Page 3 of statement. 

Item 39--"Market value of real estate over book value, per 
Schedule A" 

Insurance companies are required to compile their statements 
upon market values of assets. If the market value exceeds the 
book value, the excess is treated as a non-ledger asset. 

Item 40--"  *Market 
Amortized or investment ) value (not including interest in 

Item 35) of bonds over book value, per Schedule D" 

* S t r i k e  ou t  " M a r k e t "  or  " A m o r t i z e d  or  i n v e s t m e n t . "  

This item is similar to Item 39. The alternative provisions for 
"Market" or "Amortized or investment" are included to provide 
for the particular basis on which a company values its bonds. 
They are not optional provisions, which would permit a company 
to use the higher of the two values. For example, if a company 
values its bonds on the amortized basis, which is the usual prac- 
tice (see Item 39, Page 2), it must use the amortized values in 
determining the amount to be entered in Item 40, regardless of 
whether such values are greater or less than the market values. 

Item 40A---"Market value o] stocks over book value, per Sched- 
ule D" 

This item is similar to Items 39 and 40 and requires no par- 
ticular comment. 

Items 41-43--"Other non-ledger assets, viz :" 

These items are to provide for unusual or infrequent non-ledger 
assets. In the case of a company which does not credit losses for 
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reinsurance recoverable at the time of paying the gross loss (see 
comments on reinsurance losses, page 308) but only upon collec- 
tion of the reinsurance the "Reinsurance recoverable on paid 
losses" would be carried as a non-ledger asset. 

Item 44 "Gross Assets" 

This item which is self-explanatory is the sum of Items 32, 
38-40A and 43. 

(3) ASSETS NOT ADMITTED 

From the "Gross Assets" certain deductions are made to arrive 
at the "Admitted Assets." These deductions consist of (1) assets 
of doubtful value in fact or arbitrarily so classified by law or 
rulings of insurance departments and (2) excesses of book values 
of assets over market (or amortized) values. 

Item 45--"Company's stock owned, $ 

Such items are of rare occurrence. 
admitted assets is, of course, logical. 

; loans on, $ - - - "  

Their treatment as non- 

Items 46 and 47~_ "Supplies, printed matter and stationery" and 
"Furniture, fixtures and sales" 

The treatment of the above items as non-admitted assets is open 
to question. Supplies, printed matter and stationery have a cer- 
tain asset value, especially to a going concern, and furniture and 
fixtures unquestionably have an asset value, both on the basis of 
a going concern and because of their resale value. The fact that 
no asset value is permitted for these items is probably due to 
difficulties incident to a proper appraisal of their worth. 

In view of the fact that no asset value is permitted for the 
above items, most companies carry no asset accounts for the same 
but treat all purchases as expense. 

Item 48--"Gross premiums in course of collection effective prior 
to October I of current year" 

This item is similar to the item frequently found in the state- 
ments of manufacturing and merchandising corporations under 
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the caption "Reserve for bad debts." It should be noted, how- 
ever, that insurance companies are not permitted to exercise any 
judgment in determining the amount of the item but are required 
to consider all premiums outstanding more than three months as 
uncollectible or of no value. Experience shows that as a matter 
of fact only a small proportion of such items are eventually 
charged off as uncollectible. 

Items 49 and 50--"Bills receivable" and "Loans on personal secur- 
ity, endorsed or not" 

The treatment of these items in their entirety as non-admitted 
assets is open to debate. Notes may be taken from agents as a 
last resort to effect collection of premium balances. On the other 
hand, notes or interest bearing warrants sometimes issued by 
municipalities in payment of premiums and assumed by a com- 
pany from its agents are usually perfectly good assets. Loans on 
personal security are of rare occurrence in the statements of insur- 
ance companies and their treatment of non-admitted assets works 
no great hardship. Banks make loans on personal security and 
such loans, if not in default, are considered as good assets. How- 
ever, it is a part of a bank's business to make loans to individuals 
whereas this functioIl is not necessary to the operation of an 
insurance company. 

Item 51--"Deposits in suspended banks, less $ 
amount recoverable" 

estimated 

This item is a result of the "depression" and was introduced in 
the blank in 1931. It  is self-explanatory and is of little conse- 
quence at the present time. 

Items 52-53A--Book value o] ledger assets over market value-- 
Real estate, bonds and stocks 

These items are the reverse of Items 39-40A. If the book value 
exceeds the market value (or amortized value, in case of bonds) 
the excess is treated as a non-admitted asset. 

In computing the excess of market values of the various ledger 
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assets over the corresponding book values the excesses for each 
particular asset are "net" and not "gross." If a company owned 
five pieces of real estate, on three of which the market value 
exceeded the book value and on the other two the book value 
exceeded the market value, the net excess would be entered in 
either Item 39 or Item 52. 

As pointed out on page 305, increases (or decreases) by adjust- 
ment of ledger assets are unnecessary so far as the effects of 
changes in security values upon surplus are concerned, since such 
changes in surplus are automatically reflected in Items 40 and 
40A or 53 and 53A, Page 4. A simple example will illustrate. 
Assume that a bond carried upon the books at $990 has a market 
value of $1,000. If an increase by adjustment is made, the effect 
upon the statement is as follows: 

I n c r e a s e  b y  a d j u s t m e n t  . . . . . . . . . . . .  $10.00 ( I n c r e a s e  in  s u r p l u s )  
I n c r e a s e  in l edge r  a s s e t s  . . . . . . . . . . .  10.00 
M a r k e t  v a lu e  of bonds  over  book va lue  0 
I n c r e a s e  in  g r o s s  a s s e t s  . . . . . . . . . . . .  10.00 
I n c r e a s e  in  a d m i t t e d  a s s e t s  . . . . . . . . .  10.00 

If the increase by adjustment is not made, the effect upon the 
statement is as follows: 

I n c r e a s e  b y  a d j u s t m e n t  . . . . . . . . . . . .  0 

I n c r e a s e  in  l edge r  a s s e t s  . . . . . . . . . . .  0 
M a r k e t  v a lu e  of bonds  over  book va lue  $10.00 ( I n c r e a s e  in s u r p l u s )  
I n c r e a s e  in  g r o s s  a s s e t s  . . . . . . . . . . . .  10.00 
I n c r e a s e  in  a d m i t t e d  a s s e t s  . . . . . . . . .  10.00 

Item 53B--"Interest due and accrued on mortgage loans (state 
basis)" 

This is also a "depression" item, incorporated in all statement 
blanks in 1936 because of the considerable number of loans on 
which interest became in default. I t  is of greater importance in 
the case of life companies than in the case of casualty companies, 
since the latter as a rule do not invest extensively in mortgage 
loans. Its purpose, as indicated, is to provide for the deduction 
as a non-admitted asset of any interest due and accrued, included 
in Item 33, which may reasonably be assumed to be uncollectible. 
No specific rules for computing such deduction are in effect, but 
it is obvious that a conservative policy should be adopted. 
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Items 54-57--"Other assets not admitted, viz :" 

These lines are to provide for the excesses of book over market 
values of any ledger assets not specifically provided for and for 
any other non-admitted assets. 

Item 58--"Total Admitted Assets" 

This item is the difference between Item 44 and the extended 
amount of Item 57. 

SECTION V LIABILITIES (Page 5) 

(See Exhibit 4, Page 324) 

With the exception of "Capital," "Borrowed money," "Funds 
held under reinsurance treaties" and a few other unimportant 
ledger liabilities the various items of liabilities are not taken from 
the books of account but are determined by inventory and formula 
methods. The most important items are the claim and unearned 
premium reserves, which usually account for from 80% to 85% 
of the total liabilities excluding capital. In addition to the claim 
and unearned premium reserves specific provision is made for lia- 
bilities or reserves for claim expense, commissions due or to be- 
come due, salaries and other expenses due or accrued, taxes due 
or accrued, declared and unpaid dividends, interest due or accrued 
including interest on borrowed money. 

It  seems unnecessary to comment upon each individual item of 
this section, and to attempt to describe the methods, formulae and 
accounting practices prescribed for or adopted by the companies 
is beyond the scope of this paper. 

The difference between the "Total Admitted Assets," Item 58, 
Page 4, and the sum of "Total amount of all liabilities, except 
capital," Item 48, and "Capital paid up," Item 49, produces the 
"Surplus over all liabilities," or company surplus, Item 50. 

Item 51, the sum of Items 49 and 50, is designated as the 
"Surplus as regards policyholders." 

Item 52, "Total," is the sum of Items 48 and 51 and, as indi- 
cated, balances with Item 58, Page 4. 
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F o r m  3 

EXHIBIT 4 

A N N U A L  S T A T E M E N T  F O R  T H E  Y E A R  1 9 4 0  C ' F  T H E  . . . . . . . . . . . . . . . .  
( W r i t e  or stamp ~,ame o[ Company)  

V - - L I A B I L : ! T I E S  
(1) <9) "~) (4) O~ ¢~ 

1. [ ~  ssd daim: 

2. A c d d e n t  

3, Hea l th  . . _ _  

O. Fidel i ty , . 

O. Sur e t y  , . 

7. Plato glass . j 
i 

8, Bazlhq ~ theft 

g. St eam  boiler . 

10. bla~hinery  . 

12. Auto  coIllslon 

13 ,  w~. ,b -  u ,~a ,  

z4. (~) . . . . .  

1,5. T ~ r ~ , s  . 

Adjusted or in Deduct tel'Or" i ~ c ~  bu~ [ lncur~p~d ~ n°t [ ~[ '~2 '~ '~°"~T22 '~° 'T  
adl I , 1 ( 2  ) :laiUme~ eunc~u ~idg ~ ' . . . . . . . . . . . . . . . .  

. . . . . .  

I0.  Reserve  for unpa id  l iabi l i ty losses . . . . . . .  $. ........... . p  . . . . . . . . . . . . . .  
and  work.men's compensat ion  Ioesea . . . . . . . . . . . . . . .  _ . . . . . . . . . . . . .  $. . . . . . . . . . . . . . .  

17, Reserve  for credi t  losses on policies expir ing in October ,  N o v e m b e r  an t December  of  cur ren t  year ,  being fifty 

pe r  cent  of $. , gross p remiums  received on said polit ies,  less $. . . . . . . . . . . . . .  .paid on losses 

under  said policlea . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

18. Reserve for accrued losses on  credit  Policies in force December  a l  of  current ,  year,  bering fifty pe r  cent  of  

$ _  . . . . . . . . . . .  earned p remiums  on said Policies, le.~ $. p a i d  on  losses under  sa id  Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

lO. To t a l  unpaid  c la ims . . . . . . . . .  . . . . . . . . . . . . . . .  

:20. Es t ima ted  expenees of invest igat ion and  ad jus tmen t  of  unpa id  c la l tm:  

21. Accident  S.. . . . . . . . . . . . .  ; Hea l th  $ ; n~,~,~a.~ ~,a~t $ . . . . . . . . . . . . . . . . . . . . . .  ; F idel i ty  $ . . . . . . . . . . . .  ; 

2 ~  Su r e t y  $. . . . . . . . . . . .  ; P la te  glass  $ . . . . . . . . . . . .  ; ~u'.gl~ t~tl theft $~ . . . . . . . . . . . . . . .  ; S t eam boiler $ . . . . . . . . . .  ; 
Pre~y ~tatq* 23. Machinery $ . . . . . . . .  : Aut0 trop. &rage $ . . . . . . . . . . . .  I ~t'lo IIO,t'~Mt $ . . . . . . . . . . . . . . . . .  : a~e;=h., *t~ z~a ~1~ $ . . . . . . . . . . . . . .  | 

24 .  (b )  . . . . . . . . . . . . . . . .  $ . . . . . . . . . .  ; . . . . . . . . .  $ . . . . . . . . . . . .  ; . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . .  ; . . . . . . .  $. . . . . . . .  ; 

25. Tota l  unearned p remiums  as shown by recapitulat ion,  page  7 . . . . . . . . . . . . . . . . . .  

2 5 ~  (¢) Addi t ional  reservn on non-cancdlab le  accident  and  heal th  Poli t ies $ _ .  . . . . . . . . . . . . .  less $ . . . . . . . . . . . . . .  .x~se.rve o a  po l ldes  r d n s u r e d  

2& Commiss inns ,brokerage  and o ther  charges dueo r  t o b e c o m e d a e  to age n t so r  br  0kerson Polideseffective on or  after October  1, of cur ren t  year ,  v lz :  

27. A c d d e n t  $ . . . . . . . . .  ; Hea l th  $. ; u~*~**~,h,~m ,~v~,,t $ . . . . . . . . . . . . . . . . . . .  ; Auto l h ~ l l  ~ . . . . . . . . . . .  : 
tkb~[y 0tbN 28. h . . ~  $ . . . . . . . . . . .  t W '~" ,~  ~ $ ; Fi(~elity $ . . . . . . . . . . . . . . . . . . . . . .  ; S u r e t y  $ . . . . . . . . . . . . . . . .  

29. Pla te  gla.~ $. . . . . . . . . . .  ; B s ~ , ~  and theft $ . . . . . . . . . .  ; $t¢ a m  boiler $ . . . . . . . . . . . . . . . . . .  ; Mach inery  $. . . . . . . . . . . . . . . .  ; 

30. ,tit0 pt0p. da~qe $ . . . . . . . .  ; Au to  collision $. ~ . . t y ~  

3 L  Salaries.  re~lts, expenses, bills, accounts ,  fees, etc.,  due  or  accrued . . . . . . . . . . .  . . . . . .  

32. Estimated a m o u n t  due or  ace ru~l  for  taxes  . . . . . .  : . . . . . . . . . . . . . .  

33. Div idends  declared and  unpa id  to stockholders,  $. ., to  Pol'i~'boMere, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

34. Due  and  to besome due for  borrowed money  . . . . . .  . . . . . . . . . . . . . . .  

85, Interes t  due or  accraed including $. . . . . . . . . . . . . .  on bor rowed money  . . . . . . .  . . . . . . . .  

36. Funds  held under  reinsurance t reat ies  . . . . . . . . . . . . . . . . . . . . .  

37. Other liabilith% viz: 

38. $. 

3g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . .  

40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 3  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

4 5  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 7  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 8 -  Tota l  a m o u n t  of all liabiliGes, excep~ capi tal  . . . . . . . . . . . . .  

49.  *Capl ta l  pa id  u p  . . . . . . . . . . . . . . . . . . . . .  $ 

50. SurpIas  over  al l  lhb] l [des  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

51. Surp las  as  regards Pol lcyhoMerl  . . . . . . . . .  . . . . . . . . . . . . . .  

~2. T o t a l  . . . . . . . . . . . . . . . . . . . . . . . . . . .  

l I  Eater :'Credlt (oa pot~clu ¢xph'iag pl%r to October of ca r ro t  year)o,' or other l[n~ t'f b u s ~  
e, ater lleel of b u l i ~ .  
State retorts bada lind d ea:rlhe mtt~odl treed. 
l~ctudlng $. for prtaeat value of llfe hdemMty ¢latm¢ " 

*Mutual Compla~l  to est." he~ the lmom2t of gutrtnty or other pe~ane.utly dr~gnsted funds with appropr~Ite dc~-r;ptioa, 
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UNDERWRITING AND INVESTMENT E X H I B I T  

(See Exhibit 5, Pages 326 and 327) 

The underwriting and investment exhibit corresponds to what 
is designated in general commercial accounting as the "Profit and 
Loss" account. In this exhibit the statement is transformed (in 
summary form) from a "cash" to a "revenue" basis and, in addi- 
tion, shows the gains or losses from various sources and the dis- 
position thereof. The exhibit is divided into three main parts as 
follows : 

(1) Underwriting exhibit 
(2) Investment exhibit 
(3) Miscellaneous exhibit 

The various subdivisions of Part  (1) arranged in debit and 
credit order are: 

Debit Credit 

Premiums earned . . . . . . . . . . . . . . . . . . . . . . . .  X 
Losses incurred . . . . . . . . . . . . . . . . . . . . . . . . . .  "X .. 
Loss adjustment expenses incurred . . . . . . . .  X .. 
Underwriting expenses incurred . . . . . . . . . .  X 
Underwriting profit and loss items . . . . . . . .  X or "X 

The net balance (I tem 41) of the foregoing produces the net 
gain or loss from underwriting, including underwriting profit 
and loss. 

The various subdivisions of Part  (2) arranged in debit and 
credit order are: 

Debit Credit 

Interest and rents earned . . . . . . . . . . . . . . . .  X 
Investment expenses incurred . . . . . . . . . . . .  "X 
Profit on investments . . . . . . . . . . . . . . . . . . . .  "X 
Loss on investments . . . . . . . . . . . . . . . . . . . . .  "X .. 

The net balance (Item 68) of the foregoing produces the net 
gain or loss on investments, including investment profit and loss. 

The various subdivisions of Par t  (3) arranged in debit and 
credit order are:  

Debit Credit 

Dividends declared to stockholders . . . . . . . .  X .. 
Dividends declared to policyholders . . . . . . . .  X 
Remittances from home office . . . . . . . . . . . . .  "X 
Remittances to home office . . . . . . . . . . . . . . . .  "X 
Increase (or decrease) in special reserves.. X or "X 
(Gain or loss) from other sources . . . . . . . . .  X or X 

The net balance (Item 78) of the foregoing produces the net 
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A N N U A L  S T A T E M E N T  F O R  T H E  Y E A R  1940  O F  TI-I.E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(Write or stamp name of Company) 
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U N D E R W R I T I N G  AND INVESTMENT E X H I B I T  

Showing t h e  Sources of t h e  I r  crease and  Decrease in  Surp lus  Dur ing  t h e  Yea r  

UNDERWRITING EX%IIBIT 

P R E M I U M S  

1. Total premiums, per item 20, page 2 . . ; . . . . . . .  

2. Add unearned premiums and.additlonal reserve Decem. 
her 31 of previous year, per item 4 of last year's 
exhibit . . . . . . . . . . . . . .  

3. Total . . . . . . . . . . . . . .  

4. Deduct unearned premiums and additiona[ reserve Dec. 
31 of current year, per items 25 and 2 5 ~ ,  page 5 . . . . . . .  

5. P r e m i u m s  earned  dur ing  the  y e a r .  

LOSSES 

O. Losses paid, per item 17, page 3 . . . . . . . . . . .  

7. Add salvage and reinsurance recoverable December 31 of 
previous year, per item 9 of last year's exhibit ........ 

8. Total . . . . . . . . . . . . . . .  

9. Deduct salvage and reinsurance recoverable December 31 
of current year, per items (a) ...................... page 4 ...... 

I0. Balance . . . . . . . . . . . . .  

"IL Add unpaid losses December 31 of current year, per item 
19, page 5 . . . . . . . . . . . . . .  

12. Total . . . . . . . . . . . . . .  

13. Deduct unpaid losses December 31 of previous year, per 
item 11 of last year's exhibit . . . . . . . . . .  

14. Losses Incurred dur ing  t h e  year  . . . .  

LOSS A D J U S T M E N T  EXPENSES 

15. Loss adjustment expenses paid during the year, per item 
2.$, page 3 . . . . . . . . . . . . . .  

10. Add loss adjustment expenses unpaid December 31 of 
current year, per item 24, page 5 . . . . . . . . . .  

17. Total . . . . . . . . . . . . . .  

18. Deduct loss adjustment expenses unpaid December 31 
of previous year, per item l0  of last year's exhibit -= = 

19. Loss a d j u s t m e n t  expenses incurred  dur ing  t h e  year  

U N D E R W R I T I N G  EXPENSES 

20. (e) Underwriting expenses paid during the year, per dis- 
bursement exhibit, page 3 . . . . . . . . . . .  

21. (a) Add underwriting expenses unpaid December 31 of 
current year, per liabilities exhibit, page 5, vig.'--- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

22. Total . . . . . . . . . . . . . .  

23. Deduct underwriting expenses unpaid December 31 of 
previous year, per item 21 of last year's exhibit . . . . . . .  

24. IJnde.rwtltIn~. expenses Incurred du r ing  t h e  year  . 

25. Underwr i t ing  losses and  expenses .  

26. (b)." ................... f rom underwr i t ing  dur ing  t h e  }.ear 

UNDERWRITING PROFIT AND LOSS ITEMS 

27. Gain from: 

28. Inspections, per item :21, page 2 . . . . . . . . . . .  

29. Agents' balances previously charged off, per item 37, 
page 2 . . . . . . . . . . . . . .  

30. Otber underwrifng income, per income exhibit, page 2(a) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

31. Total . . . . . . . . . . . . . .  

32. Loss from: 

33. Agents' balances charged off, per item 59, page 3 . . . . . . . .  

34. Other underwriting disbursements, per disbursement 
exhibit, page 3, other than losses and expenses, per 
items 8, 15 and 20 of this exhibit (a) . . . . . . . . . . . . . . . . . . . . .  

35. Total . . . . . . . . . . . . . .  

30. (b) . . . . . . . . . . . . . .  from items 27 to 35 . . . . . . . . . .  

37. Bills receivable and premiums in course of collection not 
admitted December 31 of previousyear, per item 38 
of last year's exhibit . . . . . . . . . . . . .  $ 

~8. Bills reo~ivable and premiums in course of collection not 
admitted December 31 of current year, per items 48 
and 49, page 4 . $ ......................... 

39. Co) ................. from items 37 and 38 . . . .  : : . . . . . .  

40. (b) . . . . . . . . . . .  f rom profit and  loss I t ems  . . 

41. Co) ................. f rom underwr i t ing  and  profit and  loss 
i t ems  dur ing  the  year  (carried forward) . . . 

GMN LOSSIN SURPLUS 

{a)a Give itatcment number o[ tach item or p~rtloa the.roof included he.rein 
¢o) w,i~e " c a  n" or "Lo~.". 
(c) In order to ~¢cure unilorm;ty ;n the reports of the yarlous companies, allc:ompan~es are directed to include in thls item all d;sbuttcments, except payments to pol;cyhokIer5 per item 17 

pa e S; agents' balances charged off, in item ,59. page 3.; loss edlustment.expenseg: rep~!.lrs, expenses and taxes on real estate: such other taxes and tees as apply to.lavest ments and personal property 
on~ divldcnds to Btockho dcr~: Io~ on tale or maturity and decrease ]n .book value )l ledger assets, and .such other 1terns, .d an~, u are known to apply exclusively to the asaetl of (he company, 
santo deduct from the tots oi sa d terns its mveitmeat expenses one-eighth of one I er cent. of the mean invested I~scts, v=: Ken ~tate owned, mo~gage onus, co ateral loans and stocks and 
bonds owned. 
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EXHIBIT 5--Continued 

ANNUAL STATEMENT FOR THE YEAR 1940 O F  THE 
(Write  or stamp name of Company) 

INVESTMENT E X H I B I T  

42. Brought forward . . . . . .  

INTEREST AND RENTS 

43. Interest, dividends and rents received during the year, 
per item 30, page 2. less item 58, page 3, and less 
$ .................. amortization and plus $ . . . . . . . . . .  accrua / 

44. Deduct interest, dividends and rents due and accrued 
December :31 of previous year, per item 46 of last 
)'ear's exhibit . . . . . .  

45. Balance . . . . . .  

40. Add interest, dividends and rents due and accrued De- 
cember 31 of current ),ear, per item 35, page 4, less 
the sum of item 35, page 5, and item 53B, page 4 

47. Add interest and rents paid in advance December 81 of 
previous year, per item 49 of last year's exhibit . 

48. Total . . . . . . .  

49. Deduct interest and rents paid in advance December 31 
of current year, per liability exhibit, page 5 . . 

50. Gross Interest ,  d ividends and  ren t s  earned dur ing  
the  year  . . . . . . .  

INVESTMENT EXPENSES 

51. (d) Investment expenses paid during the year, per dis- 
bursement exhibit, page 3. (Attach exhibit) ............ 

GAIN IN SURPLUS Loss IN SURPLUS 

52. Deduct investment expanses unpaid December 81 of 
previous year, per item 54 of last year's exhibit . 

5 3 .  Balance . . . . . . .  

54. (a) Add investment expenses unpaid December 31 of 
current year, per liabilities exhibit, page 5, via:--.... I 

55. I n v e s t m e n t  expenses incurred  dur ing  the  :,'ear . 

56. Net  Interest ,  d ividends and  ren t s  earned durinl~ 
the  year  . . . . . . .  

PROFIT ON INVESTMENTS 
57. Gain from sale of ledger assets, per item 38, page 2 

58. Gain from increase ia book value of ledger assets, other 
than for accruals, per item 30, page g . . . 

59. Gain from change in difference between book and rnarkel 
value during the year . . . . . .  

60. Gain from other investments, viz.'--(Give items and 
amounts) .................................................................... 

61. Profit on inves tmen t s  dur ing  the  year  . 

LOSS ON INVESTMENTS 
62. Loss from sale of ledger assets, per item 00, page 3 

63. Loss from decrease in book value of ledger assets, othe! 
than for amortization, per item 61, page 3 . . 

64. Loss from change in difference between book and raarkel 
value daring the year . . . . . .  

65. Loss from other investments, viz:--(Give items and 
amounts) .......................................................... 

60. Loss on Inves tments  dur ing  the  year  . . . 

67. Co) .................... f rom inves tmen t  profit and  loss i t ems  

68. (h) .................... f rom lnves tments  dur ing  t h e y e a r  . 

69. Total gains and losses from underwriting and invcstmentl 

MISCELLANEOUS E X H I B I T  .,,.m IN URPLUS 

70. Dividends declared to stockholders during the year . . . . .  

71. Dividends declared to policyholders during the year. . . . . .  

72. Remittances from home office (gross) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

73. Remittances to home office (gross) . . . . . . . .  

74 . . . . . . . . . .  crease in special reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

76. (a), (b) ........................ from other sources: 

70 ................................................................................................................... .................................................. 

77 .......................................................................................................................................................................................... 

78. Net  Co) ..................................... from items 70-77 . . . . . . . . . . . . .  

79. Total gains and losses in surplus during the year . . . . . . . . . . . . .  

80. Surplus December 31 of previous year, per item 81 of last year% exhibit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

81. Surplus December 31 of current year, per item .50, page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

82 . . . . . . . . . . . .  crease in surp lus  du r ing  the  yea r  (enter in column to balance) . . . . . . . . .  

83. Totals . . . . . . . . . .  ~ . . . . . . . . .  

84. Per cent. of losses incurred to premiums earned . . . . . . . . . . . . . . . . . . . . . .  

85. Per cent. of loss adjustment expenses incurred to premiums earned .............................. 

86. Per cent, of underwriting expenses incurred to premiums earned ................................ 

87. Per cent. of investment expenses incurred to gross interest and rents earned ............................... 

a Give statement nurnT~r of e~ch [tern or portion thereof included hereia. 
Write "Gain" or "Lo~". 

~dl Inc ude n hh item one-e!~hth of one per cent. of the mean lnv¢sted as all; repairs, e~penses and taxes on real ~tate; luch other taxes and fe~s aa apply to investments and persona] 
proper~y only; and zuch other items, U shy, u a~ known zo apply ¢zcluaive.ly to the s ~ t s  of the company. 
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gain or loss in surplus from miscellaneous sources after deduction 
of dividends to stockholders (and/or policyholders) and special 
reserve adjustments. 

The algebraic sum ( - [ - ~  credit balance or gain; - - ~  debit 
balance or loss) of the net balances of the three subdivisions 
produces the net increase or decrease in surplus during the year--  
Item 82. 

The various items of the underwriting and investment exhibit 
are all obtainable from Sections I-V of the current year's annual 
statement and Sections IV, V and the underwriting and invest- 
ment exhibit of the previous year's statement. I t  should be 
pointed out that in arriving at the investment expenses paid dur- 
ing the year it is arbitrarily assumed--see footnote (d), Page 9 
of statement--that a portion of general expense equal to ~ of 
1% of mean invested assets (Items 1-4, Page 4 of statement) is 
chargeable to investments in addition to all specific investment 
expense. In order to preserve the statement balance, this arbi- 
trary amount is deducted from underwriting expenses paid (Item 
20, Page 8 of statement). 

The earned income and incurred losses and expenses are deter- 
mined from the cash income, cash disbursements, non-ledger 
assets, non-admitted assets and non-ledger liabilities by means of 
the following basic formulae: 

Earned Income 
(1) To: Cash income (net) 
(2) Add: The current year's non-ledger asset 
(3) Add: The previous year's non-ledger liability (or 

liabilities) 
(4) Deduct: The previous year's non-ledger asset 
(5) Deduct: The current year's non-ledger liability (or 

liabilities) 
(6) Balance --  Earned income 

The foregoing formula applies to the subsections headed Pre- 
miums and Interest and Rents. 

Incurred Losses and Expenses 
(1) To: Cash disbursements 
(2) Add: The current year's non-ledger liability (or 

liabilities) 
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(3) Add: The previous year's non-ledger asset 
(4) Deduct: The previous year's non-ledger liability (or 

liabilities) 
(5) Deduct: The current year's non-ledger asset 
(6) Balance ---- Incurred losses (or expenses) 

The foregoing formula applies to the subsections headed Losses, 
Loss Adjustment Expenses, Underwriting Expenses and Invest- 
ment Expenses. 

The above formulae are inclusive so to speak. For example, in 
determining earned premiums (first formula) only Items (1), (3) 
and (5) are used in most instances as Items (2) and (4) are usu- 
ally "O". Similarly, in determining incurred expenses (second 
formula) only Items (1), (2) and (4) are used in most instances 
as Items (3) and (5) are usually "0". 

The items included in Lines 27-35, Page 8 of statement and 
Lines 57, 58, 62, 63, 72 and 73, Page 9 of statement, do not involve 
non-ledger items but are taken direct from the income or disburse- 
ment pages. 

Gains or losses involving only non-ledger assets, non-admitted 
assets, or non-ledger liabilities and not income and disbursements 
are determined by taking the differences between such items in 
the current and previous year's statements. These include the 
following :--Item 39, Page 8 of statement, and Items 59 or 64, 
60 or 65 and 74, Page 9 of statement. 

In the case of companies which value their bonds on the amorti- 
zation basis, the net amount of the increases for accrual of discount 
and the decreases for amortization of premiums is reported as 
interest in Item 43, Page 9 of statement instead of in Items 58 
and 63 respectively. This procedure is in harmony with the theory 
of valuation on the amortized basis, since the effective interest and 
not the nominal interest should be credited to interest account. 

CONCLUSION 

The revised paper is intended, as was the original paper, to 
serve merely as an introduction to the subject of casualty insur- 
ance bookkeeping and accounting and as a necessarily limited 
exposition of the requirements of the financial section and the 
underwriting and investment exhibit of the casualty annual 
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statement blank. As stated in the writer's review of the discus- 
sion of the original paper, "the paper was prepared primarily for 
students of our Society engaged in statistical and actuarial work 
and having some text-book knowledge of bookkeeping and ac- 
counting but little, if any, contact with the company books ..of 
account. The paper was intended to show briefly the rationale 
of the annual statement and the application of bookkeeping and 
accounting principles to the various insurance accounts." 

It is the intention of the writer to present at a subsequent 
meeting a revision of the original supplemental paper, "Exhibits 
and Schedules of the Casualty Annual Statement Blank, Proceed- 
ings, Vol. XVI, Part I." 

Since the original paper was presented, additional texts and 
papers bearing upon the subject of casualty insurance accounting 
in general and certain specialized phases thereof have been pub- 
lished. For purposes of ready reference, the following bibliog- 
raphy, incIuding previous and subsequent material, is submitted: 
Hull, R. S.: Casualty Insurance Accounting. 
Michelbacher, G. F. and Associates: Casualty Insurance Princi- 

ples. Chapter 19. 
Bailey, W. B. : The Allocation of Adjusting Expense to Line of 

Insurance. P.C.A.S. XIV, 2~ .  
Perryman, F. S. : The Theory of the Distribution of the Expenses 

of Casualty Insurance. P.C.A.S. XVII, 22. 
Waite, H. V. : Distribution of Inspection Cost by Line of Insur- 

ance. P.C.A.S. XXII,  15. 
Tarbell, T. F. and Waite, I-I. V. : The Distribution of Casualty 

Administration Expense by Line of Insurance. P.C.A.S. 
XXIV, 45. 

Report of Committee on Uniform Method of Expense Distribu- 
tion (New York Casualty Experience Exhibit). Association 
of Casualty and Surety Accountants and Statisticians. 
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THE NEW YORK MOTOR VEHICLE SAFETY 
RESPONSIBILITY ACT 

BY 

HAROLD M. JONES 

The governor has just signed the Page-Anderson Bill giving 
New York a new automobile financial responsibility law to be 
effective January 1, 1942. Although not a compulsory insurance 
law, it is the nearest thing to such a law that has been adopted 
since the Massachusetts Compulsory Act. 

The automobile highway safety problem has become so serious 
that compulsory automobile insurance proposals have been made 
in various states including New York. It  is because the same 
problem is confronting other states that the decision of New York, 
a model for many states, is of more than local interest. 

It had been known for some time that the Superintendent of 
Insurance of New York favored compulsory insurance as the 
answer to the highway safety question and a bill sponsored by 
him, proposing such legislation, was introduced in the legislature 
this year. There was no organized support and it was apparent 
soon that this was not the year for compulsory insurance. How- 
ever, both the proponents and opponents of compulsory insurance 
were in agreement that the existing financial responsibility law 
failed to meet requirements and that a change was needed. Within 
two months two very similar bills outlining new financial responsi- 
bility laws, both based on the New Hampshire Act, were intro- 
duced in the legislature and it is one of these which has become 
law. 

The advocates of the new financial responsibility law pointed 
out that under the 1937 New Hampshire Law the percentage of 
insured automobiles increased from 36 to 75. They also, argued 
that the financial responsibility law is more likely to make the 
average driver safety-conscious than a compulsory law and that 
the reduction of accidents is of primary importance and payment 
of damages secondary. This was to counter the Superintendent's 
statement that even an increase in insured automobiles to over 
70% still left a substantial number uninsured. 

The Superintendent, despite his opinion that compulsory insur- 
ance was the real answer indicated that since the times were un- 
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favorable for such a proposal, the Insurance Department would 
approve a revised financial responsibility law as a step in the 
right direction. 

Commencing in 1942, many more automobile owners and drivers 
than ever before will have to give evidence of financial responsi- 
bility, and many others will voluntarily buy insurance to avoid the 
penalties which will be theirs in the event of an accident or viola- 
tion of the law. 

The Commissioner of Motor Vehicles may suspend or revoke 
license to operate and registration certificates and plates upon any 
reasonable ground until proof of financial responsibility is given, 
but such action is mandatory under certain conditions. The Act 
provides no limit to the period during which proof must be fur- 
nished and proof once demanded must be continued as long as a 
license or registration is issued to the motorists, unless the con- 
viction or judgment is reversed on appeal to the court. 

The new law is entitled "The New York Motor Vehicle Safety 
Responsibility Act" and provides for the filing of proof by opera- 
tors and owners for 

1. Conviction of certain violations of the motor vehicle law. 
2. Failure to satisfy a judgment arising out of an automobile 

accident. 
3. Involvement in an automobile accident. 

Each of these divisions is reviewed below. 

1A. Proof of financial responsibility shall be required of persons 
convicted of certain infractions of the Motor Vehicle Law. 

The Commissioner shall suspend or revoke the operator's or 
chauffeur's license of any person upon receiving record of the con- 
viction of such person for : 

Homicide or assault arising out of operation of a motor 
vehicle 

Leaving scene of an accident after personal injury without 
report or identification. 

Leaving scene of an accident after property damage without 
report or identification 

Knowingly making false statement in application for 
registration 

Operating while intoxicated 
Three or more over-speeding convictions within 18 months. 
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lB.  

The Commissioner may at his discretion suspend or revoke 
the operator's or chauffeur's license of any person upon receiving 
record of any of the aforementioned without conviction or physical 
or mental disability or disability by reason of intoxication or drugs 
or for 

Conviction of a felony 
For persistent and habitual violation of motor vehicle laws, 

rules, regulations and ordinances relative to motor vehicle 
traffic 

Gross negligence in operation or operating with reckless dis- 
regard for life and property of others 

Knowingly permitting motor vehicle to be used in commission 
of a crime 

Preventing lawful identification or evading lawful arrest or 
prosecution while operating a motor vehicle 

For wilfully evading lawful prosecution in this or another 
state or jurisdiction for an offense against the motor vehicle 
or traffic laws. 

Provision is made in the law for reporting by Court Clerks to 
Commissioner of Motor Vehicles of all motor vehicle convictions 
(major offense) requiring or allowing suspension or revocation of 
operator licenses. 

Whenever the Commissioner suspends or revokes the operator's 
or chauffeur's license of any person convicted of any of the offenses 
listed above, he shall also suspend any and all registration certifi- 
cate and plates issued for any motor vehicle registered in the name 
of such person unless such owner has previously given or shall 
immediately give and thereafter maintain proof of financial re- 
sponsibility in the future for each and every automobile owned 
and registered by him. 

Such suspension or revocation shall remain in effect and the 
Commissioner shall not issue any new or renewal license or regis- 
tration until permitted under the Act and not then until such 
person gives proof of future financial responsibility. 

The Commissioner shall take the same action for any offense 
committed in another state or province as if it occurred in New 
York. 

For the purposes of this law the term conviction shall include 
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a forfeiture of bail or collateral deposited to secure a defendant's 
appearance in court upon a charge conviction for which requires 
or authorizes the Commissioner to suspend or revoke the license 
of such person. 

This section of the law is generally the same as in most financial 
responsibility laws with certain variations in the list of offenses. A 
similar provision existed in the previous New York Financial 
Responsibility Act. 

2. Proo] of Financial Responsibility Required for Failure to 
Satisfy Certain Yudgments. 

The Commissioner shall suspend the license to operate and 
registration certificates and plates issued to any person who has 
failed for a period of fifteen days to satisfy any judgment for dam- 
ages because of bodily injury to or death of any person or any 
judgment in excess of twenty-five dollars for damage to or de- 
struction of property arising out of the ownership, maintenance, 
use or operation of any motor vehicle. 

A judgment shall be considered satisfied when $5,000 is paid for 
bodily injury to or death of one person or $10,000 for bodily in- 
juries to or death of more than one person, and when $1,000 is 
paid for damage to property. Suspension of license and registra- 
tion will be waived if judgment debtor gives proof of financial 
responsibility and obtains permission from the court to pay the 
judgment in installments. 

However, until such judgment is satisfied or stayed or the debtor 
has obtained a release or a judgment in his favor and until the 
judgment debtor has given proof of future financial responsibility 
the suspension shall remain in effect and no new or renewal license 
or registration shall be issued to him by the Commissioner. 

Court Clerks will report to the Commissioner of Motor Vehicles 
all judgments in automobile cases. 

Up to this point the principal change in this section is in the 
reduction in the minimum property damage judgment for opera- 
tion of the law from one hundred dollars to twenty-five dollars. 

In the following New York has taken a step which has no proto- 
type in the New Hampshire Act or any other. 

The Motor Vehicle involved in the accident resulting in the un- 
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satisfied judgment shall not be registered in New York in the name 
o] any person until the person whose licenses have been suspended 
satisfies the judgment, obtains a stay or a release or a )udgment in 
his ]avor and gives prooj oJ ]uture financial responsibility. 

This ruling will not only prevent the transfer of the automobile 
to some other member of the household but makes it more diffi- 
cult for the judgment debtor to dispose of his car. Only a receiver 
or trustee in bankruptcy, a judgment creditor, and in some cases 
a lien or mortgage holder, can take possession and legally register 
it in New York. Therefore, if sold, the car must be sold out of 
state to a non-resident and the fact that it cannot be registered 
in New York may affect the sale price. 

The holder of a lien or mortgage on an automobile owned by a 
judgment debtor will be exempted from the prohibition against 
registering the automobile only if such lien or mortgage was taken 
before the Act became effective. Thus, the holder of a lien or 
mortgage taken on or after January 1, 1942, will not be able to 
repossess the automobile as long as the judgment remains unpaid. 
Obviously, the finance companies, banks and organizations who 
loan money with an automobile as security are going to insist that 
such automobile be insured against liability for bodily injury and 
property damage. 

There is some possibility that finance companies, banks, etc. 
will try to buy a special insurance policy to cover the risk of a 
financed car being tied up by the Act. It  does not appear, how- 
ever, that such an arrangement would be in the public interest. 

3. Security for and Proo] o] Future Financial Responsibility 
Required After an Accident. 

Not less than ten days or more than forty-five days after receipt 
of the report of an accident resulting in bodily injury to or death 
of a person or in damage to property in excess of twenty-five dol- 
lars the Commissioner shall suspend the license of any person 
operating, and the registration certificates and plates of the owner 
of any motor vehicle involved, unless the operator or owner or 
both shall have previously furnished or immediately furnishes suf- 
ficient security to satisfy any judgments for damages arising out 
of such accident and until the operator or owner or both give proof 
of future financial responsibility. However, if such operator or 
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owner can produce evidence that the liability for damages result- 
ing from the accident is insured by a liability policy or by a bond 
of the necessary limits, the Commissioner shall not require security 
or proof of financial responsibility from such operator or owner. 

In lieu of a deposit of security as required the motor vehicle 
owner or operator may, with the consent of the person who was 
injured or whose property was damaged, contract to pay the judg- 
ment in installments. Failure to pay any installment will result in 
immediate suspension of the license and registration certificate 
and plates of the judgment debtor until the judgment is satisfied. 
Any such arrangement for satisfying the judgment shall not 
avoid the requirement for furnishing evidence of future financial 
responsibility. 

Under the law as adopted all drivers involved in an automo- 
bile accident--innocent and guilty, must file reports with the 
Motor Vehicle Commissioner regardless of the amount of damage 
done. Failure to report an accident will result in suspension or 
revocation of license. However, an amendment is being con- 
sidered for the next session of the legislature whereby only acci- 
dents involving bodily injury or damage to property in excess of 
$25 need be reported. It is also proposed to amend the law to 
require proof of financial responsibility after an accident from 
only the driver found to be at fault. 

If the injured person does not bring suit within one year from 
the date of the accident, the Commissioner may issue in the name 
of the person whose license and registration certificates were sus- 
pended, new license and registration certificates provided such 
person furnish evidence of future financial responsibility. 

By requiring neither security nor proof of financial responsibil- 
ity of an owner or operator who can show insurance for damage re- 
sulting from an accident, the Act enables persons who voluntarily 
carry insurance to avoid application of this section. Knowledge 
of this should stimulate voluntary insuring of many automobiles. 

Non-resident Application. 

The law shall be applied to non-residents in the same manner 
as to residents by suspending the right of a non-resident operator 
to drive and by forbidding the operation of any motor vehicle 
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registered by a non-resident owner in New York until require- 
ments of the Act are met. 

Amount and Method o] Showing Proo]. 

The amount of proof required and method of showing proof of 
financial responsibility are generally the same as under the pre- 
ceding law. The only important change permits a non-resident to 
give proof of financial responsibility by filing a certificate of in- 
surance of an insurance carrier admitted in the non-resident's state 
even though not admitted in New York provided such carrier 
meet certain requirements. 

Expense o] Administering the Act. 

The provision for raising funds to administer the Act was added 
when certain members of the legislature would not approve the 
bill unless a specific means of raising funds was included. 

The total of all expenses incurred in connection with the admin- 
istration of the Act will be assessed upon all insurance carriers, 
self-insurers and persons who gave proof of financial responsi- 
bility by bond or deposit of money or securities in proportion to 
the number of motor vehicles for which proof of financial respon- 
sibility was furnished by them. 

It is provided that not more than the highest number of motor 
vehicles registered in the name of any person at one time during 
the fiscal year shall be counted With respect to such person in 
making the assessment. 

The adoption of a direct assessment upon the insurance carriers 
is a departure from the usual method of raising funds to admin- 
ister such a law and there is some concern as to what lengths this 
idea may be carried. In general, these costs come from the gen- 
eral funds. 

Under the new law in theory the motorist will pay these costs as 
a part of his insurance rate where previously they were borne by 
all taxpayers. While this is probably a fairer distribution of ex- 
penses than before, it puts the insurance carriers in the position of 
underwriting the bureau. In order to compute the rate increase 
necessary to produce the additional income, the costs of adminis- 
tration, and the increase in the number of insured automobiles 
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must be estimated. And, while desirable from the public angle, it 
further complicates matters for the carriers that the administra- 
tion of the Act will not be hampered by any budget limitation. 

The new Act will certainly increase the number of insured 
drivers and should increase safety consciousness among motorists 
and on these grounds can be considered an advance. It  is admit- 
ted that the Act has defects and already means of correcting some 
of these are being considered for the next session of the legislature. 
The cost and difficulty of administration at this time appear to be 
weaknesses which will provoke later discussion. In the opinion 
of the Commissioner of Motor Vehicles the cost of administra- 
tion which is estimated to be about $1,000,000 is much greater 
than the cost of a compulsory law. The machinery for detecting 
and obtaining proof from persons subject to the Act will be cum- 
bersome and in many instances slow moving because of inevitable 
disputes. The determination of the amount of damage immedi- 
ately after an accident will be very much a matter of opinion, and 
where the amount of such damages will decide whether a motorist 
must carry insurance forever after, there will be arguments. 

By voluntarily agreeing to establish a plan for assigning un- 
desirable risks, the insurance carriers have avoided any need for 
including such a provision in the Act. The carriers recognize that 
a state regulated assigned risk plan is the forerunner of a state 
insurance fund. The voluntary plan for handling assigned risk 
will probably follow those in effect in Maine, New Hampshire, and 
other states. 
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ABSTRACT OF THE DISCUSSION OF PAPERS READ AT 
THE PREVIOUS MEETING 

A 1940 VIEW OF NON-CANCELLABLE DISABILITY INSURANCE 

JARVIS FARLEY 

VOLUME XXVI~ PAGE 18 

WRITTEN DISCUSSION 

MR. JOHN ~. ~ILLE~ : 

In his very comprehensive and thorough paper Mr. Farley has 
clearly expressed the important, yet intangible, factor covering 
non-cancellable accident and health experience; namely, that it 
is largely a function of human behavior. The difficulties that 
have arisen in the past in connection with this form of insurance 
have, to a considerable degree, been due to a failure to recognize 
this fact. 

Non-can has its own arithmetic in which two and two may 
equal six, and five minus one may equal three. These relation- 
ships simply illustrate the fact that the average man will be dis- 
abled longer if he is indemnified at $50 per week than if at $25, 
usually not because he is dishonest, but because at the smaller 
indemnity economic necessity will send him back to work, per- 
haps too soon, while at the larger indemnity his doctor's and fam- 
ily's advice and his own desire may persuade him to remain at 
home until his recovery and convalescence are full and complete. 

Mr. Farley questions whether lifetime indemnity can possibly 
be written on any adequate scale. There is good reason to believe 
that, with the knowledge of underwriting that has been acquired 
together with that which could be obtained through additional 
research, such coverage could be written. However, the selection 
would have to be so severe and the standards of acceptance so 
high that the venture would probably prove impracticable from 
the sales standpoint. 

In connection with underwriting, there has been a considerable 
change over the years with regard to the occupational hazard. 
While there are wide variations between the cost of disability in 
different occupations, the cause seems to be not so much the 
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actual physical hazard of the occupation as other characteristics 
of the occupation, such as regularity of employment, stability of 
income, and whether or not the occupation involves regular hours 
at a definite location. 

Mr. Farley explains the important part which the agent has 
in the successful underwriting of non-can. This feature of the 
business cannot be overstressed. There is perhaps no other line 
of insurance in which the character and good faith of the insured 
is more important. It  is certainly obvious that policyholders of 
the desired type cannot be secured by agents who do not measure 
up to these standards themselves or who have not sufficient under- 
standing and training to appreciate the importance of proper 
selection. 

In non-can the field selection as well as the home office selection 
involve considerations different from those involved in life insur- 
ance selection. For this reason neither the agent, nor the lay 
underwriter, nor the medical examiner schooled in life insurance 
is competent to engage in non-can underwriting without consid- 
erable specialized training in the problems of disability insurance. 
The distinctions between non-can and life or any other form of 
insurance seem to require a special organization, both in the office 
and in the field, for its successful conduct. It is generally con- 
ceded that the unfortunate experience which the life companies 
had with disability insurance was due, in no small part, to the 
failure to underwrite the disability portion of the contract inde- 
pendent of the life insurance. 

Along with increased underwriting knowledge and a desire to 
issue the broadest coverage that can be offered with due regard 
to conservative management, the trend in non-can policies has 
generally been toward fewer and fewer restrictions. Restrictions 
in the contract are, with few exceptions, merely a substitute for 
proper underwriting. As the underwriting becomes more effective, 
restrictions at one time felt to be indispensable are removed. 

On page 49, Mr. Farley states that //~ is the equivalent of 
~Cg. A demonstration of the equivalence of the two may be of 
interest and may serve to illustrate the relationship between the 
two types of notation. In order to simplify the comparison, let 
us consider a benefit of 1 payable immediately upon disablement 
and annually thereafter during the continuance of disability. 
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Adapting formula (A)* on page 47 to the annual basis, without 
elimination period, we have 

• o 2 / 1  H~/~.= v ~+~ l~+~ s ~  + v z+a/2 l~+~ . s~1~ + v ~+~/2 lz+~. o(z) + etc. 

Defining o,/1 r~ l~. l~,+,~ + (using mixed life functions) 

I, ] 

1~+3/2 + . . . . . .  etc. 
= v '+~ l~- r~ l ~  

= v  ~ Dz • rz. az~-~ 

= "C~ (annual basis) 

It follows that K~ m,  which is the summation of H~ m , is the 
equivalent of'°ML which is the summation of "Ci. 

In the practical application of the two types of notation differ- 
ent approximations are used and, hence, exact equivalence of 
monetary results would not be achieved. The differences, how- 
ever, will be negligible if the approximations are reasonably 
accurate. 

Mr. Farley states the formula generally used in developing the 
active life reserve. In practice, there is little or no occasion to 
use the terminal reserve factors and accordingly it is often pos- 
sible to minimize the computations by figuring the mid-terminal 
reserves direct. This can be done most readily by the following 
adaptation of Mr. Farley's formula (10). i t  

vK.+.~ v K~ i" ( 0A) . _ , v o  = a + 
( D~+.-i 

{ . vN'z+,-1 + ~z+, '~ 
D~,+,-1 Dz+,,)  

• In the third line following formula (A)  a typographical error was noted, 
~P.v should read ½Pz" 

t This differs from Mr. Cammack's definition, P. C. A. S., VII ,  276, which 
is in the British form and uses Hunter's r,, which is actually p,a~. This 
formuIa is true only in case of an annual benefit, but is a fair approximation 
for monthly or weekly benefits after the first two years of disablement. 

vK~ , K ~  
~ 'The  last factor in formula (10) should read ---~-rather than v-~t" 

y ~ v  X 
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This formula can be applied by continuous process as follows: 

(10B) .+ ,~V._~-  ._~V~ = ( ~  vK~-~ ,~V~_, ) "½" 

D.+ . -1  q- Dx+~] 

The initial value can be obtained by use of formula (IOA) and 
additional values can be obtained by successive multiplication 
of the premium differences, working upward on the diagonal. By 
this method each reserve factor, after the first year, is calculated 
by a single multiplication. 

The table on page 56 shows an average reduction in premiums 
of about 2 ~  % resulting from a one point increase in the interest 
assumption. Although this comparison assumes no interest on 
the claim reserves, the difference would be slight even with the 
claim annuities figured at interest. Under shorter term policies 
the saving would be still less, particularly if there is an increase 
in premium at attained age 50, or other age, and a subsequent 
reduction in benefits. This relatively small reduction certainly 
does not justify the taking of investment risks in the hope of 
securing a better yield. The author's admonition of conservatism 
in investment policy is very proper, particularly since there is so 
little to be gained and so much to be lost through any other course. 

The reasons for the use of preliminary term valuation are ably 
presented in this paper. This basis of valuation simply recognizes 
the fact that acquisition costs and other disbursements in the 
first year leave no balance available for the establishment of a 
reserve, while, if the premiums are properly computed, adequate 
margin is provided in the renewal years for the accumulation of 
the necessary reserve. 

Both the preliminary term and the net level premium method 
take into account the incidence of claim costs. The net level pre- 
mium method ignores the true incidence of expenses while the 
preliminary term method makes allowance for the marked excess 
of first year over renewal expenses. There does not appear to be 
any more theoretical justification for ignoring the incidence of 
expenses than there would be for ignoring the incidence of losses. 
Both losses and expenses are taken into account in computing 
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the premiums to be charged. Both must be met if the company 
is to continue to fulfill its obligations and both should be provided 
for in the valuation method employed. 

Mr. Farley has done the business a fine service in writing a 
paper which so thoroughly and carefully covers the field of non- 
can insurance. It should be used as a guide book by any who 
may consider entering this field. 

MR. W. C. JOHNSON:  

A distinguished citizen of New England once wrote a letter to 
the Chairman of the Committee of Admissions of a very conserva- 
tive club, which, for brevity and clarity should appeal to the 
mathematical mind. It read: 

"Dear Sir : 
I have been requested to write a letter in connection with 

the application of Mr. X for membership in our Club. This 
is the letter." 

An official of our Society has suggested that as an interested 
observer of the trends of disability insurance in this country, I 
should prepare a paper discussing the views of Mr. Farley on 
non-cancellable health insurance as presented at the November 
meeting. This is the paper! 

You will realize, however, that the implications to be drawn 
from the two comments are entirely different, for whereas Mr. 
X was not listed among the elect, Mr. Farley, by his paper, has 
automatically enrolled himself among the select few who have 
an understanding of present problems and so may attain ultimate 
knowledge of how the business can successfully be handled. 

Mr. Farley's paper, so thoughtfully prepared and so well ex- 
pressed, to my mind opens all the nooks and crannies of all the 
problems affecting non-cancellable disability insurance, so that 
every corner is illuminated by the light of such experience as 
has been accumulated to date. Those who have read his paper 
with care, and then re-read it, as we have, will understand both 
our reluctance to discuss it, when the implications of experience 
as he clarifies it leave so little about which one could argue, and 
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our desire to comment  on it, in acknowledment of the obvious 
intelligence with which he appraises non-cancellable disability 
insurance and the thoroughness which he brings into the light 
every facet of the problem, thus serving to guide, and to warn, 
others who have adventured into the business, out over previously 
uncharted seas. Those who warn of shoals and quicksands, and 
indicate the channels through which one can hereafter safely 
sail, definitely contribute to progress. 

If it be understood that I am commenting for sake of emphasis, 
rather than discussing for purposes of argument, I will touch 
briefly on two points embodied in substance in Mr. Farley's paper. 

The first is that an extremely valuable service to which the 
public is entitled, namely, that which can be granted by non- 
cancellable disability insurance, has, as illustrated by the unhappy 
experience of practically all the life insurance companies in deal- 
ing with life indemnity, been hampered or even endangered by 
the unwillingness of those insured (and the courts) to differen- 
tiate between actual physical disability and a desire to live with- 
out working. Low limits of indemnity, through careful under- 
writing, may help, though they may offset in part only the low 
standards of character many persons betray in their dealings with 
insurance companies. I venture the suggestion that if the total 
disability benefits granted by all the life insurance companies 
had been limited to the original waiver of premium, and not 
broadened to include the payment to the insured of cash indem- 
nities, we would never have heard of "Class III ." 

All my observation leads to the belief that, to deal satisfac- 
torily with non-cancellable health insurance, some form of "stop- 
loss" provision should be used to control those who endeavor to 
substitute an impairment of the will to work for actual physical 
disability, and that the business can be profitably and perma- 
nently conducted, at proper rates, if that one point can be kept 
under reasonable control. 

Another subject which can well be mentioned to illustrate how 
the mind of the actuary can be used to illuminate the necessity 
of care in dealing with a lay function, is that of making antici- 
patory settlements of long term indemnity claims. Claim reserves 
may be figured from individual claims, but they are not so much 
an attribute of any single claim, or an illustration of what amount 
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may be needed to meet it, as a reflection of the sums needed on 
the average to meet a group of similar claims. Just as in dealing 
with human lives, some die sooner and some live longer than 
could in either event be reasonably expected, so in dealing with 
claims, some will naturally terminate, often by recovery, some- 
times by death, earlier than might well be anticipated. To with- 
draw from a disabled life experience the better lives (those most 
apt to recover and therefore those most apt to accept anticipa- 
tory settlements) may not alter by a penny the claim reserve 
which will actually be needed to meet ultimate liabilities on the 
group, even though the anticipatory settlements are made for less 
than the reserves on the individual cases thus handled. 

The light thrown by Mr. Farley's comments on these and all 
the problems which affect the underwriting and administration 
of non-cancellable disability insurance, should serve to guide all 
who seek to extend to the public the service which insurance of 
this type can grant, when soundly devised and administered; and 
we will be fortunate if from time to time future experience can 
be as clearly interpreted, as an aid to the safe conduct of the 
business. 

~ R .  WARD VAN ]3. HART: 

Mr. Farley's paper will appeal to two groups ; the students who 
are seeking educational material will find it a veritable textbook 
on non-cancellable insurance, while those of us who had close 
connection with that line from 1915-1930 will find it a stimulat- 
ing analysis whenever we happen to be trying to sharpen our wits 
on the vexatious problem of how to meet with safety the public's 
need for health insurance. 

Whether we arrive at the same conclusions as Mr. Farley or 
not, it can do none of us any harm to re-examine any convictions 
we may have that the history of non-cancellable insurance became 
practically a closed book ten or more years ago. Is it possible 
that the absence of the cancellation privilege has been unjustly 
held responsible for the unfortunate results of non-cancellable in 
the 1920's and that the real culprit was perhaps the lifetime 
indemnity benefit ? 

The company with which I am connected issued non-cancellable 
as early as 1915. (It was then issued only with life insurance, 
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but legally and actually was a separate contract, and, in fact, 
several of our policyholders have taken advantage of their legal 
right to drop the life insurance and continue the disability income 
coverage.) In 1920 we commenced issuing it with a two weeks 
waiting period without life insurance, and in 1921 and 1922 our 
program was broadened to include a much wider choice of wait- 
ing periods. As far as my memory serves me, I can recall during 
those days considerable fear of the potential loss from "repeat- 
ers"; the "vacation hazard" was one of the underwriter's worries, 
and borderline cases were at times granted a policy with a three 
months waiting period instead of one with a two weeks waiting 
period at a considerably higher premium. Relatively, if not abso- 
lutely, we would have made money by accepting the more liberal 
coverage. The presence of a lifetime indemnity benefit in the 
policies did not cause any of us much loss of sleep. After all, 
many life insurance companies had been issuing total and per- 
manent disability benefits for ten years or more, and a few of 
them for fifteen or even twenty-five years. The contract between 
the actual history of non-cancellable and the way some of us 
viewed it then would be amusing if it had not been so expensive. 

During more or less the same period, while non-cancellable 
insurance was expanding in volume, we and other accident and 
health companies were also issuing lifetime indemnity with our 
cancellable health policies. The experience on these also ran into 
losses of perceptible magnitude, a situation which many com- 
panies proceeded to correct during the later 20's and early 30's 
by cancelling those policies with the lifetime indemnity feature. 

Some of us were remarking semi-facetiously a few weeks ago 
that the ideal way to word a non-cancellable policy would be to 
limit the prohibition against the company's cancelling a policy 
to the situation where the company at the same time cancelled 
all policies of a given class. Theoretically, if such a policy courd 
be written, the company could terminate a period of unfavorable 
experience at will, but the policyholder would likewise be pro- 
tected against cancellation of his individual policy because of 
conditions peculiar to him and could not say, as he sometimes 
does, particularly regarding cancellable health insurance, "If  
you ever have a claim, the company proceeds to cancel your 
policy on you." 
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Seriously, however, the above remarks really bring to light the 
true distinction between non-cancellable and cancellable cover- 
ages. Although under the cancellable coverage the company occa- 
sionally can take steps to improve its experience by weeding out 
the poorest risks while the non-cancellable company still has to 
keep them on the books, that situation probably accounted for 
the less important portion of the financial loss which non-can- 
cellable insurance exhibited several yearsago. The essential dis- 
tinction between the two coverages was that we were in a position 
to get rid of our exposures under one type overnight when we 
finally made up our minds to do it, while we still have the expo- 
sures with us of the other type. 

Two characteristics of group insurance may serve to clarify 
our thinking in this respect: 

1. Group insurance is usually written with a "formula," 
employees of a given concern being eligible only accord- 
ing to some fixed and predetermined rule. The factor of 
adverse selection, which is perhaps the greatest single 
stumbling block in health insurance, is thus practically 
eliminated. 

2. The company has the right to readjust rates at periodic 
intervals. 

The individual is protected against cancellation of his own 
coverage provided the entire group is kept in force, and the 
company (if we regard the privilege of imposing a prohibi- 
tively high rate as being practically equivalent to cancella- 
tion) is protected against the entire case continuing to be 
unprofitable. As we all know, group insurance has enjoyed 
a very marked degree of success. 

The history of any line of insurance is likely to be a series of 
compromises between what coverage the carrier can soundly give 
and what coverage the economic life of the policyholder demands. 
Mr. Farley seems to make, if anything, a little too good a case 
for the adequacy of the policy with 100 months or 10 years limit. 
After all, while we may admit fairly that legitimate lifetime 
claims may be relatively rare, is it not exactly the rare event of 
a crushing and catastrophic nature which is the real danger 
against which most individuals wish to insure ? Instead of claim- 
ing that present day non-cancellable insurance is adequate, would 
it not be sounder thinking to say that life indemnity would be 
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closer to the ideal economic coverage but is one which the com- 
pany regretfully has to ask to be excused from granting ? 

In the last few years of disability income benefits incorporated 
in life insurance policies, several companies revised their clauses 
in connection with endowments maturing at ages 55, 60, 65, or 
70 so that in event of disability the insured would receive an 
income only until maturity and at maturity the disability income 
ceased and the insured then picked up an annuity purchased by 
the matured value of his endowment. It  is a pity that this direct 
attempt at avoiding the paying of superannuation benefits under 
the guise of disability was not tried earlier. While the scheme 
was particularly adaptable to disability benefits included in 
endowment policies, the same thought could have been carried 
over into other policy forms and even into the drafting of non- 
cancellable contracts. 

As Mr. Farley points out on Page 23, fear of the superannua- 
tion motive is one of the underwriting reasons for the absence of 
the life indemnity in present day non-cancellable insurance, 
although not the only reason. It  is interesting to speculate 
whether the criticism of not meeting the true economic need 
could be answered more gracefully if, instead of imposing a 
straight 8 or 10 year limit, the companies imposed a limit equal 
to the unexpired period from the date of disability to the time 
when normal retirement because of old age would occur. The 
imposition, as is quite prevalent today, of a limit of an arbitrary 
number of years may be regarded as a crude method of accom- 
plishing what could be done in a more elaborate fashion. 

Mr. Farley barely makes any specific mention of the use of 
an aggregate limit on all indemnities as distinguished from a 
limit placed only on any one accident or sickness. Apparently 
non-cancellable insurance issued with an aggregate limit is the 
prevailing type today. 

Fundamentally, of course, either method is a means to an end, 
namely, to stop somewhere short of the payment of complete 
lifetime indemnity. The use of an aggregate indemnity limit 
introduces the concept that with each claim the contractual rela- 
tion between the company and the insured is altered. Upon recov- 
ery, the policyholder finds himself, in effect, with a different 
contract than he had prior to the inception of the clalm. A strictly 
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logical mathematical development for premiums and reserves as 
they are built up in Mr. Farley's paper is not entirely possible 
under such a type of contract. For instance, the net one year 
Term premium, which in one form or another forms the raw 
material of the net level premium, cannot be a function merely 
of attained age but will depend on the duration of the policy and 
the consequent portion of the aggregate limit which, in theory, has 
already been used up. Given sufficient volume of reliable experi- 
ence exposed on the aggregate limit basis, sickness tables could 
be built up for each age at entry, provided that they were only 
to be used in calculations for policies to be issued in the future 
with the same aggregate limit as was used in the actual experience. 
This would be equivalent to using the assumption that disability 
occurring beyond the limit never actually occurred at all and 
would be one possible line of attack on a mathematical treatment 
of the problem. 

A rough check of investigations into premiums and reserves 
for an aggregate limit policy could be made by assuming that a 
policy with m months' aggregate limit was equivalent on the 
average to a policy with n months' limit on each separate claim 
but with no limit in the aggregate. Obviously n ~ m  and n must 
bear some logical relation to m which may be approximated by 
judgment. An interesting point to explore is whether the active 
life reserve on any individual life should be adjusted by the por- 
tion of the aggregate limit actually used up in past claims or 
merely by the portion which should in theory have been used up 
on the group as a whole. 

Another way to view the use of the aggregate limit, although 
one which is incapable of being translated into mathematical 
terms, is that it is a compromise between eancellable and non- 
cancellable insurance. Under cancellable insurance the company, 
after each claim, reviews the situation and cancels or modifies 
the insurance on some policyholders, leaving the policies of other 
claimants unchanged. Under the aggregate limit basis, with each 
claim there is an automatic reduction in the liberality of the 
future coverage irrespective of any individual consideration given 
to the particular claimant. 

Mr. Farley stresses the importance of giving every attention 
to sound underwriting and, in particular, to the matter of moral 
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hazard. One may agree most heartily with this without neces- 
sarily endorsing a point of view which Mr. Farley, perhaps 
unintentionally, assumes, namely, that the importance of sound 
underwriting and of watching the moral hazard is peculiar to 
non-cancellable insurance, or, in particular, non-cancellable in- 
surance as it has been administered in the past ten years. After 
all, no line of insurance is immune from the dangers of lax under- 
writing and insistence on elimination of the moral hazard is a 
prerequisite in the handling of any line. Although probably 
plenty of mistakes were made in underwriting the non-cancellable 
lifetime indemnity contracts of the 20's, even those contracts were 
underwritten by and under the direction of trained underwriters 
and yet the experience was unfavorable. The difference between 
the underwriting standards of that period and those of today, 
possibly, should be emphasized as one of degree rather than one 
of kind. As mentioned in connection with group insurance, the 
elimination of adverse selection is an important factor in any form 
of health insurance, and one of the reasons for the necessity of 
underwriting at all is to set up methods to combat this danger. 
It  remains to be seen whether under non-cancellable insurance 
as written today this and other problems have been satisfactorily 
solved. 

With regard to some of the specific underwriting points men- 
tioned, we are, however, in complete agreement, in particular, the 
necessity of watching the amount of insurance granted, both in 
relation to the income of the applicant and in absolute dollars 
and cents. Many of us have seen claims where the original under- 
writing had restricted the amount of income granted to what 
seemed a reasonable amount at the time, and yet the claimant, by 
investing a small amount in a trailer or by renting a very modest 
cottage in Florida, was apparently able to live for the rest of his 
life in what actually turned out to be a modest degree of luxury 
by a readjustment of his standards. 

If revised standards of underwriting are able to eliminate 
situations of that type, we feel it should be emphasized that the 
results will have been achieved as much by the change in the .  
type of contract offered as by the ability of the companies to 
accomplish the results merely through changes in underwriting 
standards. 
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If time were available for a discussion of Mr. Farley's treat- 
ment of claim administration, legal considerations, mathematical 
and accounting practice, many interesting points could be ex- 
plored. It has seemed to me preferable, however, to confine this 
discussion to bringing out some of the underlying philosophy of 
non-cancel]able insurance. 

While non-cancellable insurance furnishes protection both 
against disability resulting from accident and that resulting from 
disease, the health insurance aspect of non-cancellable insurance 
is the one which presents the most numerous problems. Today 
Accident policies sold on a cancellable basis generally furnish 
broader coverage and probably do a very good job of furnishing 
protection against loss due to accidental injuries. The cancella- 
tion feature is of relatively less importance than under health 
insurance and does not seem to be objectionable to the public. 
If it develops that the non-cancellable policies being sold today 
can be profitably underwritten by the companies, they will serve 
to some extent to meet the needs of the public for more complete 
health insurance. I have to conclude, however, as Mr. Farley 
does, that only time holds the answer. 

MR. K.  B. P IPER:  

Mr. Farley has given us a scholarly picture of an important 
and intricate subject. This is one field where practical approxi- 
mations are valuable to reduce the labor of calculation and are 
justified by the fact that morbidity rates vary widely with eco- 
nomic changes, underwriting practices and other factors. We 
may be especially grateful that the author has taken the trouble 
to cite alternative formulas and show how they differ. 

Mr. Farley's emphasis on a gross premium valuation is espe- 
cially timely. Net premium reserves have a deceptive appearance 
of accuracy. Because they are readily defined and may then be 
calculated without requiring more use of judgment than is neces- 
sary to choose an economical working formula, they are conven- 
ient and practical as a guide to the supervising authorities as 
well as for the ordinary use of management. 

But the facts lie deeper. Actuaries in the life field have long 
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recognized the need for the gross premium method of valuation 
in considering reinsurance of a block of business. The experience 
with reinsurance of insolvent life companies indicates that condi- 
tions in the past have been such as to make the usual net premium 
valuation of life insurance somewhat redundant, because the 
interest and mortality assumptions were conservative. 

Under present conditions of low interest return and particularly 
if there should be a long-term trend toward higher living costs, 
we might find it desirable to strengthen net premium reserves in 
the light of a realistic gross premium valuation or an equivalent 
study of asset shares. As Mr. Farley points out, the obligation 
to meet future expenses is just as binding as the liability to pay 
future claims. In fact a company cannot provide the benefits 
promised in its contracts unless it can meet the expenses incurred 
in the process. 

MR. JOHN M. POWELL " 

Mr. Farley is to be highly congratulated upon his paper on the 
subject of non-cancel]able disability insurance. It is exception- 
ally complete and there is very little with which one can take 
any great exception. 

He places great stress, and rightly so, upon the factor of moral 
hazard. Except for that factor, the writing of non-can disability 
insurance would offer few difficulties. 

My own valuation of the moral hazard would be fully as high 
Nand  possibly higher--than Mr. Farley has brought out, although 
his strong position has been indicated in many places throughout 
the paper. One of the strongest is his reference under the sub- 
heading "Adequacy of Limited Non-can Policies." He brings out 
that the Conference modification table shows about two-thirds 
of all disability occurs within two years, and one-third beyond 
the end of two years. He goes on, however, to say, "If it were 
possible to get a table which expressed true physical and mental 
disability, eliminating all malingering and superannuation, it 
would show that there is only a very small proportion of true 
total disability which cannot be covered by the policies available." 
It  is quite obvious, therefore, that the author considers that a 
substantial portion of the disability beyond two years is due to 
the effect of moral hazard; how much, of course, it is impossible 
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to measure. Some interesting observations may, however, be 
reached by reference to the Combined Health Experience cover- 
ing a period of five years prepared by the Committee of Five on 
Statistics of the Bureau of Personal Accident and Health Under- 
writers. 

According to that experience, of 118,323 persons disabled, 579, 
or only .49%, were still disabled at the end of the year. Among 
that group of 118,323, there was experienced a total number of 
2,484,678 disabled days, or a total of 4,291 days or 12 years of 
sickness for each of the 579 remaining disabled persons. As the 
Class (3) select life annuity value at the end of the first year of 
disability is equal to approximately six years of indemnity, this 
would indicate almost exactly one-third of the total morbidity as 
occurring beyond one year, instead of beyond two years. Fur- 
ther, as no doubt life indemnity would contain a greater percent- 
age of border-line disability than would the first year's experience 
indicated above, where in the main the policies upon which the 
Bureau experience was based were limited to one year, the con- 
clusion could easily be reached that far less than one-third of the 
total true morbidity was experienced beyond the end of one year. 

The author brings out the different effects of moral hazard upon 
short-term policies, medium-term policies and those paying life 
indemnity. I agree in general with his observations although I 
believe it is possible that this factor may be substantially more 
serious on medium-term policies than his statements would indi- 
cate. There is a general feeling that at some indefinite time in 
the future, following completion of our Defense Program, a serious 
business reaction is likely to be experienced. If we should have 
a group of let us say--ten policyholders who would give up an 
unprofitable business for what appeared to be a chance to obtain 
life indemnity, how many of that group would refuse to give up 
that business for an assured income that would in all probability 
carry them beyond the depression? Or if that group of policy- 
holders were nearing retirement age and as border-line cases would 
claim indemnity on a life annuity basis, how many of them would 
refuse to claim indemnity where it was limited to--let us say--  
five to ten years ? There would in each case be some difference, 
of course, but the difference may not be as great as might be 
assumed. That Mr. Farley has given consideration to such possi- 
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bilities is brought out in his comments under the heading "Effect 
of the Limit on the Moral Hazard." 

Under the heading "Underwriting the Moral Hazard," he has 
covered this subject splendidly. A new factor, however, is devel- 
oping which should make an underwriter somewhat more con- 
servative on the larger incomes, that is, the matter of substan- 
tially heavier income taxes. If a top limit of $500 indemnity 
per month is rigidly adhered to, a 75% of established steady 
income may not be dangerous although it does seem very high. 
The granting of $500 per month, or $6000 per year on an $8000 
income would, with the heavy income tax in prospect, leave a 
very small margin of safety. This income could easily shrink to 
five or six thousand dollars per year or even lower. As there would 
still be a substantial tax, this safety margin of 25% becomes very 
low. With incomes and indemnities above those amounts, a wide 
margin of safety between earned income and amount of indemnity 
becomes increasingly important very rapidly. In the company 
with which I am connected, we have followed, with few excep- 
tions, a limitation for indemnity carried in all companies, decreas- 
ing from 80% for incomes of $250 per month or less down to 50% 
where the incomes are in excess of $750 per month. Except in 
very unusual circumstances, the top limit of $500 has been 
followed. 

The author discusses the question of non-forfeiture values and 
rightly concludes that they have no place in this type of insur- 
ance. The maximum value that can ever be justified on any 
insurance policy is the true prospective reserve less the cost of 
securing a new policyholder of equal value. These true prospec- 
tive reserves, even for policies issued at the same age and having 
the same duration, will have an extremely wide variation, but 
with a large group of policyholders, their sum would be equal in 
the aggregate to the sum of their individual tabular reserves. 
Each one (on a net premium valuation basis) would consist of 
the present value of future prospective claims, giving effect to the 
physical conditions and the other factors pertaining to the indi- 
vidual that tend to affect claims less the present value of future 
premiums. These values would vary from one extreme on poor 
risks where the true reserve would be many times the tabular 
reserve to the opposite extreme on the best risks where there 
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would actually be a negative reserve. If it were feasible to con- 
struct such true reserves, it would be feasible to allow a cash 
value on those policies in the worst category, but there would be 
no value for the policies in the favorable category. As there is 
little likelihood of a policyholder in the unfavorable group per- 
mitting his policy to lapse, particularly where there is a grace 
period, it would follow that there are extremely few cases whePe 
injustice is done due to there being no non-forfeiture values. 

In conclusion, the student of non-cancellable disability insur- 
ance should find this paper exceedingly valuable. The author has 
used language which conveys very clearly the ideas which he has 
set out to express. He has dealt not only with the theoretical 
aspects of the various problems, but has discussed also numerous 
practical factors which should be very helpful not only to the 
student but also will give a new and interesting viewpoint on 
many matters to the experienced accident and health official 
whether interested in non-cancellable or cancellable business. 

AUTHOR'S REVIEW" OF DISCUSSIONS 

MR. JARVIS FARLEY: 

To those who participated in the discussion the author extends 
sincere thanks for the generosity of their comments and for their 
contributions in emphasizing and expanding a number of impor- 
tant points. Beyond that, there is little to say in review of the 
fine discussions. I t  is interesting that two of the written discus- 
sions were submitted by men who were directly concerned with 
the last paper before this Society on the subject of non-can under- 
writing problems--Mr. Laird's paper presented exactly twenty 
years ago. Mr. Johnson contributed to the discussion at that 
time, and Mr. Hart was in close daily association with Mr. Laird. 
Mr. Powell, too, has been active in this field almost since its 
inception. 

To me, the most striking feature of the written discussions is 
the emphasis which they lay upon the moral hazard in connection 
with non-can underwriting. In the opinion of those now active 
in the non-can field, no other field presents a moral hazard so 
subtle and so pervasive. As Mr. Miller said, "There is perhaps 
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no other line of insurance in which the character and good faith 
of the insured is more important." It  is true, as Mr. Hart  said, 
that "no line of insurance is immune from the dangers of lax 
underwriting and insistence on elimination of the moral hazard 
is a prerequisite in the handling of any line." In the field of 
non-can, however, the moral hazard is immeasurably greater than 
in most fields and, accordingly, less easily eliminated. The stand- 
ards of underwriting must be correspondingly higher and more 
diligently applied. The fundamental principle applies to all lines, 
but in different degree, and I believe that it is very difficult for 
a person schooled in the underwriting of regular life or casualty 
insurance lines to appreciate or even to conceive of the extreme 
degree with which the principle applies to non-can underwriting. 
Such an underwriter might believe that he was applying rigid 
standards to non-can risks when in fact his standards were not 
sufficiently high, or his application thereof was not adequately 
searching. For this reason, among others, I believe that non- 
cancellable disability insurance will in practice be developed most 
successfully by companies devoting their major attention to that 
field, rather than by companies who might write it as a sideline. 
This accords with Mr. Miller's statement that "the distinctions 
between non-can and life or any other form of insurance seem to 
require a special organization, both in the office and in the field, 
for its successful conduct." 

I would be less than fair if I accepted for my own the kind 
comments of the discussions without giving the credit where it 
is really due--to those actuaries of other companies who, by their 
frequent advice and assistance, have helped me to organize what 
actuarial education I may have accomplished, and to the execu- 
tives of my own company, who have patiently and completely 
shared with me their knowledge and experience in this field of 
non-cancellable disability insurance. 
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E X C E S S  COVERAGE (PER ACCIDENT BASIS) FOR SELF-INSURERS: 

WORKMEN'S COMPENSATION--NEW YORK 

.]'AMES M. CAHILL 

VOL. XXVII~ PAGE 77 

WRITTEN DISCUSSION 

MR. H. O. CRANE: 

As stated in Mr. Cahill's paper, the proposed formula for com- 
puting rates for New York for excess coverage over a $10,000 
per accident limit is as follows: 

Ser.  P . P . *  Excess  Cost** ( ) 
'Total P.  P.  X Ser.  Cost  X .598 X 1.000 -~ .080 + .020 + .103 . 5 9 8  -t- .010 

E x c e s s  R a t e  - -  X M a n u a l  R a t e  
( 1 . 0 0 0  - -  (.150 + .039) 

fSer. P . P . *  Excess  Cost** \ 
= ~ T o t a l  P. p . X  Ser. Cost  X .9873 + .0123 ] X M a n u a l  R a t e  

* F o r  Class.  
** For Hazard Group. 

This formula can be restated: 
Ser.  P . P . *  Excess  Cost** 
Tota l  P. P. X Scr. Cost  X .598 X M a n u a l  Rate*  

Excess R a t e  ~ .6057 + .0123 X M a n u a l  Ra te*  

• / S e r .  P . P . *  Excess  Cost** 
In this form the expresslon~,Tota I p. p. x Ser. Cost X .598 X Manual Rate* 

/ 

may be considered the excess pure premium and the formula can 
then be written thus: 

Excess  P u r e  P r e m i u m *  
Excess  R a t e  - -  .6057 + .0123 X M a n u a l  Rate*  

Now I believe it is approximately correct to say that .598 of 
the manual rate for a given class equals the class pure premium. 
(It would not be true to the extent that the $.01 catastrophe load- 
ing and the occupational disease loading of between $.01 and 
$.05 have not been removed from the manual rate before applying 
the factor of .598, but this inaccuracy should be relatively unim- 
portant.) Hence the following should be approximately correct: 

Excess  P u r e  P r e m i u m  - -  Set .  P . P . *  Excess  Cost** p . ,  
Tota l  P.  P. X Ser.  Cost  ' X Tota l  P. 

Excess  Cost** 
= Ser.  P . P . *  X "Ser. Cost  
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The propriety of this method of determining excess pure pre- 
miums is open to question in two respects. First, there may be 
some question as to whether the ratio of excess cost to serious cost 
which has been determined from full coverage experience is 
representative of the corresponding ratio which would be shown 
by self-insurers' experience, if an adequate volume of the latter 
could be compiled. However, I am inclined to believe that this 
possibility can be ignored. The second question is as to whether 
this ratio of excess to serious cost can be appropriately applied 
to the full coverage serious pure premiums in order to produce 
excess pure premiums. I believe this is extremely doubtful. It  
is common knowledge that loss experience is much more favorable 
on large insured risks than on small ones.* Self insurers are 
almost invariably large risks and it is reasonable to expect that 
the experience of a self insurer of a given size would be at least 
as favorable as that of an insured risk of equal size. Accordingly 
it would seem that the class serious pure premiums used in deriv- 
ing excess pure premiums ought to be considerably lower than 
the class average. Perhaps this could be taken care of by the 
introduction into the formula for computing excess rates of a 
factor to allow for the better than average experience to be ex- 
pected on self insured risks by reason of size of risk. 

The expense loading provision in the formula proposed by the 
New York Board seems to me to be extravagant. I have worked 
out the excess pure premiums for the fifteen classifications for 
which the proposed excess rates over a $10,000 per accident limit 
are shown in Mr. Cahill's Exhibit 11. The proposed expense load- 
ing varies by classification because it is based in part on the 
excess pure premium and in part on the full cover manual rate. 
For these fifteen classifications the loading ranges between 45.8% 
and 51.8%. Thus the ratio of proposed excess rates to proposed 
excess pure premiums ranges between 1.845 and 2.075. This is 
in contrast to an expense loading in the full coverage rates of 
40.2%, equivalent to a ratio of rate to pure premium of 1.672. 
For the reinsurance companies which are providing excess cover- 

* In this connection see paper by Mr. Charles J. Haugh entitled "Recent 
Developments with Respect to the Distributlon of Workmen's Compensation 
Insurance Costs," Proceedings, Volume XIV, page 262, and paper by Mr. 
Mark Kormes. "Small Risks versus Large Risks in Workmen's Compensa- 
tion Insurance," Volume XXIII, page 46. 
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age to self insurers an expense loading of 35% is certainly ample. 
This requires a factor of only 1.538 to mark up the pure premium 
to the rate. 

The difference between the expense loading proposed for excess 
rates and that included in the rates for full coverage is due entirely 
to the fact that part of the proposed expense loading is derived 
as a percentage of the full cover manual rate. Mr. Cahill does 
not explain the reason for this procedure other than to say that 
it is provided for "fixed company administration and payroll audit 
expenses." The rates for full coverage insurance contain a per- 
centage allowance for home office administration and payroll 
audit expenses which applies uniformly to every premium dollar 
regardless of manual classification or size of risk, except to the 
extent that in addition a small expense constant is imposed on 
policies where the premium is less than $500. It is difficult to 
see why the rates for excess coverage should be more heavily 
loaded. In fact the expense loading should be lower for excess 
coverage than for full coverage. The 2.0% loading for Depart- 
ment of Labor assessments should not be included because self 
insurers are assessed directly by the Department of Labor, and 
excess carriers are not so assessed. It is doubtful whether the 
1.0% provided in taxes for the Security Fund tax should be 
included. The Security Funds are not for the benefit of self 
insurers or employees of self insurers and the law levies the tax 
only against premiums written for policies which insure payment 
of compensation pursuant to the Workmen's Compensation law. 
Furthermore there is virtually no claim expense attached to this 
form of insurance. The self insurer has its own claim organiza- 
tion and is responsible for the investigation and settlement of all 
claims. The excess carrier has the right to participate in the 
negotiations for settlement or defense of any suit, but in practice 
this right is seldom exercised. Inspection expense is another item 
which exists only to a limited extent in handling excess insurance. 
Inasmuch as self insurers ordinarily have adequate safety organ- 
izations excess carriers do not make inspections except in the 
case of the occasional extra-hazardous risk. 

Preliminary to outlining the proposed rate making method, 
Mr. Cahill alludes to the actual excess coverage experience for 
policy years 1928-1937. This experience, which he presents in 
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his Exhibits 1 and 2, shows that the loss ratio was 35.7% for 
Board members and 91.5% for non-member reinsurance carriers, 
or a combined loss ratio of 70.8% on a total premium volume of 
$670,097. The author states that this was a very adverse loss 
ratio considering that the permissible loss ratio would average 
less than 50%. It should be noted, however, that the non-member 
reinsurance carriers could have well afforded a permissible loss 
ratio as high as 65%. Furthermore, it is unfortunate that Mr. 
Ca_hill did not bring out the fact that had the experience on a 
single large risk with very adverse results been excluded, the 
picture would have been entirely different with a loss ratio of 
only 36.7% for the non-member reinsurance carriers and only 
36.3% for all carriers combined. The effect on the experience 
of the results on this single risk is shown below: 

ACTUAL EXPERIENCE FOR POLICY YEARS 1928-1937 

BOARD MEMBERS 

A s  shown  in  Mr.  Cahi l l ' s  E x -  
h i b i t  1 . . . . . . . . . . . . . . . . . . .  

R e s u l t  a t t r i b u t a b l e  to a s ingle  
r i sk  . . . . . . . . . . . . . . . . . . . . .  

Resu l t  a d j u s t e d  to exclude! 
! above  r i sk  . . . . . . . . . . . . . . . .  

Earned 
Premium 

(I~ 

$248,633 

$248,633 

Incurred 
LosBes 

(2) 

$88,839 

$88,839 

Loss 
Ratio 

35.7% 

35.7% 

NoN-MEMBER REINSURANCE CARRIERS 

Earned 
Premium 

(4) 

AS shown in  Mr .  Cahi l l ' s  E x -  
h i b i t  1 . . . . . . . . . . . . . . . . . . .  $421,464 

Resu l t  a t t r i b u t a b l e  to  a s ingl  e 
r i sk  . . . . . . . . . . . . . . . . . . . . .  111,364 

R e s u l t  a d j u s t e d  to exclude 
above  r i sk  . . . . . . . . . . . . . . . .  i $310,100 

Incurred 
Losses 

(5) 

$385,770 

271,847 

LOBS 
Ratio 

(6) 

91.5% 

$113,923 36.7% 

ALL CARRIERS 

Earned Incurred Loss 
Premium Losses Ratio 

(7) ! (8) (9) 

!As shown  in Mr.  Cahi l l ' s  E x -  
h i b i t  1 . . . . . . . . . . . . . . . . . . .  i 

Resu l t  a t t r i b u t a b l e  to a s ingle  
r i sk  . . . . . . . . . . . . . . . . . . . . .  

R e s u l t  a d j u s t e d  to exclude 
above  r i sk  . . . . . . . . . . . . . . . .  

$670,097 

111,364 

$474,609 

271,847 

7O.8% 

$558,733 $202,762 36.3% 
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There is considerable justification for excluding this risk from 
the experience for the reason that it covered a large construction 
project written on virtually a non-cancellable basis and therefore 
on a form of coverage materially different from that contemplated 
by the proposed rates. 

Exhibit 11 of Mr. Cahill's paper presents a comparison of the 
proposed rates with the rates actually charged on risks covered 
on an excess basis in policy year 1937. The proposed rates 
in most instances are substantially higher than those actually 
charged, but Mr. Cahill states that the actual premiums do not 
serve as a good basis for comparison because over a period of 
years the actual premium charges have been grossly inadequate. 
As indicated above, the ten year actual experience excluding one 
risk was not at all unfavorable. Furthermore, the comparison of 
the actual with the proposed rates is rather misleading in certain 
respects. Excess coverage is frequently written for self insurers 
with operations in several states at a rate applying to the entire 
operations rather than at separate rates for each state. In such 
cases a rate which may be adequate for the risk as a whole will 
appear low for the New York operations by themselves because 
of the fact that the New York Compensation Act is more liberal 
than that of other states. Moreover the rates now being charged 
to self-insurers for excess coverage in most cases apply to the 
entire payroll of the self insurer regardless of manual classifica- 
tion, with the result that clerical office and similar employees take 
the same rate as do employees in the governing classifications, 
whereas the proposed rates contemplate payroll segregation in 
accordance with the manual rules. This point is not recognized 
in Mr. Cahill's Exhibit 11. 

Thus there are several reasons why the present rates are not 
nearly as susceptible of criticism from the standpoint of adequacy 
as would be indicated by Mr. Cahill's paper while the proposed 
rates appear too high with respect both to the pure premium basis 
and the expense loading. In fixing rates for excess coverage the 
carriers have nothing to gain by establishing a scale of rates which 
is too high. Such rates do not discourage self insurance, but 
merely provide an incentive for securing excess coverage from 
unlicensed insurers. 
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EXHIBIT SHOWING EXCESS PURE PREMIUMS AND EXPENSE PROVI8IOI¢ 'IN PROPOSED RATES FOR COVERAGE IN E~CES8 OF $10,000 
PER ACCIDENT FOR CLASSIFICATIONS FOR WHICH DATA SHOWN IN MR. CAHILL~S EXHIBIT II .  

Manual 
Code 
No. 

1421 
1463 
1624 
1701 
2095 
3883 
4OOO 
4511 
4527 
4683 
4720 
6260 
7309 
8742 
8810 

Proposed 
Excess 
Cover 

Rate (a) 

(1) 
$.630 

•352 
1.112 

.212 
• 170 
.321 
.949 
.091 
.152 
.395 
.204 

2.249 
.750 
.041 
.008 

Full 
Cover 

Manual 
Rate 

(2) 
$6.56 

4•75 
9.93 
2.62 
2.83 
4.79 
8.87 

.95 
1 . 6 5  
4.25 
2.87 

19.39(b) 
12.29 

.47 

.10 

Ratio 
(1)(c)(2) 

(3) 
.096 
.074 
.112 
.081 
.060 
.067 
.107 
.096 
.092 
.093 
.071 
.110 
.061 
•087 
.075(e) 

Proposed Exeess 
Cover Pure Premium 
[(3)--.0123]x.598x(2) 

.9873 

(4) 
$.333 

.177 

.600 

.100 

.082 

.159 

.509 

.048 

.079 

.208 

.i02 
1.218 
.363 
.021 
.004 

EXPENSE PROVISION IN PROPOSED EXCESS COVER RATES 

Acqui- 
sition 

(1)x.150 

(5) 
$ . 0 0 4  

.053 

.167 

.031 

.025 

.048 

.142 

.014 

.023 

.059 

.031 

.337 

.112 

.006 

.001 

Taxes 
(1)x.039 

(6) 
$.024 

.014 

.043 

.008 

.007 

.013 
•037 
.004 
.006 
.015 
.008 
.088 
.029 
.001 

Dept• of 
Labor 
Assess- 
meat 

.020 
- - x ( 4 )  
.598 

(7) 
$.011 

.006 

.020 

.004 

.003 

.005 

.017 

.002 

.003 

.007 

.003 

.040 

.012 

.001 

Adjust- 
men~ 

.080 
- - x ( 4 )  
.598 

(8) 
$.045 

.024 

.080 

.015 

.011 

.021 

.068 

.006 

.011 

.028 

.014 

.163 

.049 

.003 

.001 

Fixed 
Company 
Adminis- 
tration 

and 
Payroll 
Audit 

.010x(2) 

(9) 
$.060 

.047 

.099 

.026 

.028 

.048 

.089 

.009 

.016 

.042 

.029 

.194 

.123 

.005 

.001 

Inspection 
and 

Remaining 
Company 
Adminis- 
tration 

.103 
- - x ( 4 )  
.598 

(10) 
$.057 

.031 

.103 

.019 

.014 

.027 

.087 

.008 

.014 

.036 

.017 

.209 

.062 

.004 

.001 

Total Provision 
For Expenses 
(5) + (6) + (7) 

+ (8) + (9) + (10) 

(11) 
$.297 

.175 

.512 

.103 

.O88 

.162 

.440 

.043 

.073 

.187 

.102 
1.031 

.387 

.020 

.004 

~o  Expense 
Loading Included 

In Propoeed 
Exce~ Cover Pate  

(11)+(1) 

(12) 
47.1% 
49.7 
46.0 
48.6 
51.8 
50.5 
46.4 
47.3 
48.0 
47.3 
50.0 
45.8 
51.6 
48.8 
50.0 

(a) As shown in Column (7) Mr. Cahill's Exhibit I I .  
(b) This classification (a) rated; amount shown obtained by dividing propoeed exoe~ rate by percentage shown in Column (7), Mr. Cahill's Exhibit II .  
(e) Equivalent to percentages shown in Column (7), Mr. Cahill's Exhibit I I .  
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MR. ~]~ARK I4.OR~/IE$ : 

I 

On previous occasions I have written discussions of several 
papers and I must confess that each time I had to be prompted 
out of my inertia by a more or less urgent request of the then 
vice-president. The subject of this paper, however, was always 
of great interest to me and the study of excess cost was under- 
taken by the Compensation Insurance Rating Board only after 
a considerable prodding on my part of the members of the 
Actuarial Committee to whom it presented merely an academic 
problem. 

In view of the decision of Superintendent Conway* I felt all 
along that eventually stricter supervision and perhaps mandatory 
rates would replace the rather chaotic and highly competitive 
methods used in the underwriting of this form of coverage. The 
average excess rate being close to 9% of the manual rate and the 
Self-Insurers accounting for approximately one-fifth of the state's 
exposure, I saw the possibilities of an annual premium volume 
from one to two million dollars. The disparity between the rates 
actually charged and the advisory rate was considerable and the 
experience underlying such advisory rates ancient so that I felt 
that a thorough study was warranted. I have, therefore, kep: 
this matter continuously before the Actuarial Committee of the 
Board and finally succeeded in getting its approval to go full 
steam ahead. Alas, I was not fortunate enough to stay with this 
work to its conclusion and so it became my successor's privilege 
to present to the Society a paper on this subject. I enjoyed there- 
fore reading the paper and digesting its contents and it is with 
zest and relish that I am preparing this discussion. 

II  

It will not be amiss to begin with some aspects of historical 
nature which will have a bearing on certain elements of the dis- 
cussion. The advisory rates published in 1931 were calculated 
on the basis of experience of policy years 1922 and 1923. The 
excess cost was not computed on the basis of deferred annuities 

* See Mr. Cahili's paper. 
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but the amount of retention ($10,000) was deducted from the total 
incurred cost (indemnity and medical combined) on cases where 
such cost exceeded $10,000. This produced the following results: 

TABLE I 

Hazard Group 

1. High 
2. Medium 
3. Low 

Total 

Ratio of Excess to Serious 

Single Cases 
.075 
.079 
.053 
.062 

Catastrophes 
.085 
.026 
.005 
.014 

Combined 

.160 

.105 

.058 

.076 

Based on the study of the effect of using deferred annuities con- 
ducted by one company member of the Committee* it was found 
that a multiplier of 2.0 should be applied to the excess cost of 
single cases. No adjustment was made in the excess cost of 
catastrophes. This action is somewhat justifiable by the fact 
that in cases of catastrophes the amount of retention will be 
quickly exhausted and that therefore over a short period the value 
of temporary annuities will not differ greatly from the sum of 
annual payments. 

III 

Another element which was covered rather briefly in the paper 
is the method used in the calculation of excess costs on a deferred 
annuity basis. The formulae are rather elementary to a seasoned 
actuary but the student who seeks enlightenment or who prepares 
for the examinations will appreciate the following remarks. 

In connection with the evaluation of permanent total disabili- 
ties (or permanent partial disabilities awarded life benefits) the 
formula used for calculation of deferred annuities was: 

.[a== N=+. (1) 
D, 

The bar over the annuity symbol indicates the fact that continu- 
ous annuities are being used and it only remains necessary to 

explain the meaning of the symbol N,. 
The value of a continuous annuity is given by: 

a~,:a~,q-½ (2) 

* Aetna Life Insurance Company. 
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If we substitute for a~ the usual commutation symbols we obtain: 

_ ~  ~r~+l + ~D~ (3) 
a.~= + V2 - -  D~ 

or : 

where : 
#= -- D.  (4) 

~r~=~x+l+½D~ (5) 

The transition from formula (4) to formula (1) does not pre- 
sent any difficulties** 

As respects the valuation of death cases, it was quickly recog- 
nized that an attempt to make exact calculation of deferred annui- 
ties would introduce considerable amount of clerical labor. For 
this reason the Actuarial Committee decided to consider the full 
reserves for children as a part of payments made and to be 
deducted from the amount of retention. I t  should be observed 
that this procedure tends to reduce the amount of excess cost. 
For cases where the attained ages of the children as of the valua- 
tion date are advanced, the reduction is small but for cases where 
the attained ages are low, the reduction is rather substantial as 
may be seen from the following table: 

TABLE II** 

I Age of Widow 

26 

Ages of Children 

14, 15, 16 & 17 
6, 7, 8, 10 & 15 

1, 2 

Present Value of Excess over $10.000 

As Used in Exact  Percentage 
Study Calculations Difference 

$4,019 
6,903 
4,022 

$4,046 
7,559 
5,138 

+ .7% 
+ 9.4 
+ 27.7 

Whether and to what extent the method used has produced too 
low excess costs depends on the distribution of both the number 
of children and their ages as of the valuation date. In any case, 
the conclusion that the calculated excess cost is rather on the low 
side seems warranted from the above considerations. 

* The writer wishes to call attention to the fact that tables showing the 
values of No at 3~% are included in the December 1, 1938, edition of the 
New York Workmen's Compensation Statistical Plan. 

"** The values in this table are based on annual wages of $1,800. 



366 D.~SCUSSION 

These remarks will also serve to illustrate the considerable 
amount of labor required for the computation of excess costs over 
three distinct retentions for the 2,323 accidents included in the 
study. 

IV 

Let us now compare the results of the study with the data 
underlying the old advisory rates as shown in Table I I I  below: 

TABLE III 

Ratio of Excess (Over $10,000) to Serious Cost} 

Single Cases Catastrophes Combined 

Hazard  Group Old New Old New Old New 

1. High . . . . .  150 .174 .085 .055 .235 .229 
2. Medium . .158 .179 .026 .019 .184 .]98 
3. Low .106 .149 .005 .009 .111 .158 

The above table brings out an increase in the excess cost of single 
cases and a decrease in the cost of catastrophes. Whether this 
reflects the general trend or is merely due to the peculiarity of the 
experience periods is a question worthy of further research. If 
my information is correct, the experience period underlying the 
new rates does not include the famous "Observation" disaster. 

This table also serves to emphasize the fact that the hazard 
groups were selected on the basis of catastrophe hazard. The 
excess cost of single cases naturally depends on the wages of the 
injured employee and the ages of the beneficiaries and therefore 
this cost should not vary substantially by hazard groups. 

In general, it may be concluded from the comparison that the 
results of the study modify only slightly the original values. 

V 

Having thus touched upon some of the technical phases of the 
"pure" excess cost, let us turn to the element of expense loading. 
I am gratified to note that Mr. Cahill and the Actuarial Commit- 
tee of the Board found it advisable to reduce the expense loading 
but I do not think that they have bridged the gap between the 
advisory rates and the rates actually charged. From Exhibit XI 
of Mr. Ca_hill's paper one can readily find that the advisory rates 
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are practically 100% higher than the rates used in actual practice 
and apparently with moderate success. The application of such 
rates to the experience shown in Exhibit I of Mr. Cahill's paper 
would produce for Board members a loss ratio of approximately 
18%, for non-member Reinsurance Companies a loss ratio of 
46% a:~d over-all a loss ratio of about 36%. This, of course, 
under the assumption that the ratio of 2 to 1 would hold for the 
entire experience period. If my recollection does not fail me, the 
rates charged were on the whole considerably less than 50% of 
the then advisory rates. Bearing in mind that about 20% of the 
premiums and about 15% of the losses were incurred under poli- 
cies with a retention of less than $10,000, it would be difficult to 
justify rates producing such a substantial margin of profit. 

I t  therefore, deems proper to examine the expense loading for- 
mula in detail with the object of ascertaining whether or not it 
meets the tests of reasonableness and adequacy. 

Mr. Cahill presents the expense loading formula in the follow- 
ing form : 

/Serious P.P.* Excess Cost** ) 
Excess Rate --  Manual Rate X (  -To--~-P.--P--fi.* X Serious P.P.** X a-l-b, (6) 

where a and b are constants. The difference between the old and 
this proposed method of expense loading lies in the value of these 
constants, as explained in the paper, viz: 

.600 
.9375 

.80 X .80 - -  

.030 
b --  - -  .0375 

.80 - -  

/'1.000 -4- .080 -{-.020 + .103'~ D598 X \ .598 l 
1.000 --  (.150 -]- .039) 

- -  .9873 

.010 
b --- 1.060 --  (.150 + .039) = .0123 

Old Advisory rates : a --  

New Advisory rates : a --- 

* For a given classification, 
** For a hazard group to which the classification belongs. 
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Equation (6) indicates that the expense loading is a function 
of two variables, namely, (a) the manual rate and (b) the ratio 
of the serious cost to the total cost for the given classification. 
Equation (6) does not disclose readily what is the loss portion 
and what is the expense portion of the rate and for this reason 
I have developed below a different form for the expense loading 
formula which is more familiar in its appearance. 

Let 
Serious P.P. Excess Cost 

c - -  Total P.P. X Serious Cost (7) 

It may be readily seen that the excess cost per $100 of payroll 
or the "excess pure premium," E is given by 

E=~.r . (1 - -L )  (8) 

where r is the manual rate and L is the expense loading percentage 
in rates. To demonstrate equation (8) consider that:  

Serious Cost Excess Cost Total Cost 
y r .  (1 --  L) = Total Cost Serious Cost 1 -- L (1 -- L) 

--  Excess Cost ---- E 

From (8) we find that 
E 

' = r ( 1  - L )  ( 9 )  

Let ¢ represent the excess rate and )~ the expense loading percent- 
age in such excess rate, we have then : 

F. ( I 0 )  
~ - - I - - X  

Let us now write 'equation (6) by means of the symbols introduced 
above. We obtain 

--  r (~ a + b) (11) 

Substituting for ~ and ¢ expressions (9) and 10), we have 

1 - - A  -- r r ( 1 - - L )  + b  (12) 

Solving (12) for ~. we obtain: 

E (1 - -  L) (13) 
X - - 1 - - E a + r b  (1 - - L )  
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Since in the present rates 1 - - L - - . 5 9 8  the expense loading per- 
centage for excess rates is: 

.598 E 
2`--- 1 N  

.9873 E ~ .598 r .0123 

.598 E 
or 2̀  ~ 1 - -  (14) 

.9873 E -t- .0073554 r 

and the loading factor in excess rates 

1 _ .9873 E ~- .0073554 r (15) 
1 - -  2, .598 E 

The equations (14) and (15) permit us to analyze the expense 
loading provision in excess rates. I t  is apparent that the loading 
is a function of two variables, namely, the excess pure premium, 
or cost, and the manual rates. For a fixed rate, 2̀  will decrease 
as E increases and increase as E decreases, or, in other words, 
the loading percentage is smaller for higher excess cost and greater 
for lower excess costs. For a fixed excess cost, X will increase or 
decrease as the rate increases or decreases. 

In a given hazard group it is very likely that  two classifications 
with the same rate have a different serious pure premium. The 
classification with the lower serious cost and therefore lower 
excess cost will have a higher expense loading percentage than 
the classification with the higher excess cost. This is neither easy 
to justify to the Self-Insurer or supervisory authorities nor is it 
desirable from the point of view of the carrier. 

VI 

In this last chapter of my discussion, I would like to sketch a 
few suggestions relative to the matter of expense loading and 
underwriting of excess insurance in general. 

The argument may be advanced that  the expense loading per- 
centage for excess coverage must be higher than that  for standard 
coverage because of certain elements which will cost the same 
amount of money regardless of whether full or excess coverage 
is granted. As long as no definite information is available just 
what is the cost of these elements and judgment has to be em- 
ployed, it may be necessary to fix for the time being the per- 
missible loss ratio at say 55%. 
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I f  this method were to be employed, we would have 

E 
e . k . r =  . - -  

1 - - X  

where k is the factor to be determined. 
From (16), and since by (8) 

E - -  ~.r ( I - - L )  
we have 

~r (1 - - L )  
e ' k ' r = -  

1 - - A  
and finally 

(16) 

1 - - L  
k _ - -  (17) 

1 - -h  

Thus if X is taken at 45% the loading factor i-- ~ becomes 1.818 

and the formula for calculation of excess rates: 

(Serious P.P. X Excess Cost 
:- h{anual Rate X \ T--~P--~P~. Serious Cost/X 1.087 (18) 

Another approach might be the use of the formula: 

Excess Premium -- Payroll X Excess Rate -{- Policy Fee (19) 

where the excess rate would be obtained from 
Serious P.P. Excess Cost 

Excess Rate-- Total P.P. X Serious Cost X .9S73 X Manual 
Rate (20) 

Please note that formula (20) is equivalent to formula (6) where 
the constant b is assigned the value 0. 

The policy fee would vary within the limits in accordance with 
the premium (or payroll) volume and possibly also by industrial 
groups. 

The last method would be equivalent to the formula 

P = ~ p +  fl (21) 

prevalent in life insurance and although not publicized used quite 
effectively in connection with Self-Insurers' release policies in a 
somewhat modified form. This suggestion seems also to sound 
like an echo of some remarks in Sir. Perryman's  last presidential 
address.* 

*In this connection it may be also well to refer to a paper by Joseph 
Woodward, "Provision for Expenses in Workmen's Compensation Pre- 
mium," Proceedings, Vol. III, pp. 140. 
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It  would undoubtedly require careful study and analysis to 
determine the values of fl so that the results of their application 
are both adequate and reasonable. 

While excess premiums calculated under either of the above 
suggestions would be somewhat less than those produced by the 
revised advisory rates (depending, of course, on the selection of 
the permissible loss ratio or the determination of the values for 
fl), there will still exist a wide gap between the actual experience 
on excess policies and the premium charges. 

There are several possibilities which may account for this 
situation. In the first place the excess costs determined by the 
study are based on the entire body of the insured experience. 
Still Self-Insurers are more analogous to the group of large risks, 
say those with an annual premium of $5,000 or over. 

The retrospective rating plan especially designed to appeal to 
self-insured risks recognizes a gradation of expenses by size of 
risk. Surely the type of coverage provided under an excess policy 
as well as the fact that most Self-Insurers present fairly large 
entities seem to warrant a reduction in certain elements of expense 
loading, particularly commissions since the "service" to policy- 
holders would be negligible. 

Another and perhaps more effective approach to this problem 
would be the introduction of experience rating for this type of 
coverage. A study would be necessary to evolve a sound experi- 
ence rating plan and it would be desirable to re-examine the cost 
element in light of the experience of a substantial number of 
Self-Insurers. This, of course, might be fraught with insuperable 
difficulties. 

There are, of course, other methods available to Self-Insurers 
who desire to reduce the cost of excess insurance but they lead 
to considerations which are entirely beyond the scope of this 
discussion. 

AUTHOR'S REVIEW OF DISCUSSIONS 

Two motives prompted me to write this paper: the first, to 
publish the latest available data on excess costs for the informa- 
tion of casualty insurance men generally; and the second, to give 
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the reinsurance companies and others who are interested in excess 
coverage for self-insurers under the New York Workmen's Com- 
pensation Law an opportunity to review and criticize the rate- 
making method evolved by the Actuarial Committee of the Com- 
pensation Insurance Rating Board. I had in mind that the entire 
situation with respect to this form of coverage has been so unsatis- 
factory in recent years that the Insurance Department might wish 
to approve the revised method, when filed, to be effective on a 
mandatory instead of an advisory basis. Under the circumstances, 
all parties in interest should be furnished with the full facts in 
order to enable them to develop the arguments for their viewpoint. 

The discussions by Mr. H. G. Crane and Mr. Mark Kormes 
were written in a critical vein with respect to various elements of 
the rate-making method. This is what I asked for, so I should 
be happy about the whole thing. With several of their points I 
do not agree, however, and it is therefore necessary for me to add 
a further word on this subject. 

Both Mr. Crane and Mr. Kormes made the observation that 
they consider the pure premiums developed for the excess cover- 
age to be too high because they are based on the indications of 
the total experience for New York State. It is their thought that, 
since the larger risks develop more favorable pure premium ex- 
perience than the small risks in the case of full coverage, the 
same condition should hold true with respect to excess coverage. 
Furthermore, it is not practicable to perform an experience rat- 
ing calculation based on the self-insurer's statutory experience to 
determine the extent to which the manual rate for full coverage 
should be modified before proceeding with the computation of 
the excess coverage rate. I admit that there is some merit to 
these two points. I believe, however, that any tendency towards 
redundancy in the excess pure premiums resulting therefrom is 
more than offset by the following items: 

(1) The excess pure premiums are actually low because the 
excess cost for cases involving life payments was deter- 
mined using tables on a 3.5% interest basis whereas an 
interest rate of 2.5% would be more appropriate for today's 
investment conditions. In support of this statement, it 
may be said that the New York Workmen's Compensation 
Law provides for determining the present value of tabular 
cases on the equivalent of a 2.5% interest basis for claims 
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with date of accident on and after July 1 1941. Such a 
change in the interest rate used in evaluating tabular cases 
would have a very substantial effect upon the amount of 
the excess cost as computed in this study. 

(2) In this analysis, claims incurred under ex-medical coverage 
were not built up to what the cost would have been on a 
statutory medical coverage basis because such information 
was not available. Since the excess coverage policy pro- 
vides indemnification to the self-insurer for losses, includ- 
ing medical, in excess of his retention, it is apparent that 
this failure to adjust losses incurred under ex-medical 
coverage to the equivalent of statutory medical coverage 
has tended to depress the indicated excess cost somewhat. 

(3) There was a very bad catastrophe which occurred during 
the experience period of this study but for which the excess 
losses could not be included because the liability of the 
carrier was not decided in the courts until after the fourth 
report under the Unit Statistical Plan had been submitted 
to the Board. This was the well known "Observation" 
disaster, where the question as to whether the claims came 
under the New York Compensation Law was not adjudi- 
cated until many years after the date of the accident. The 
courts held that the New York Compensation Law applied 
and the losses incurred by the carrier which had written 
the policy for the contractor amounted to more than 
$670,000. 

(4) It  is my impression that most of the very costly catas- 
trophes occur on the larger risks. 

(5) With regard to costly single cases, I am inclined to believe 
that the excess portion over $10,000 per case would run 
higher for the larger risks than for the total experience of 
the state. The cost of such cases is in fairly close rela- 
tionship to the annual wages, which probably are higher 
in the larger establishments. 

These five points certainly outweigh those made by Messrs. Crane 
and Kormes and vitiate their argument that the excess pure pre- 
miums proposed are probably redundant. 

Considerable space was devoted in both discussions to the ques- 
tion of the proper expense loading. Unfortunately, this matter 
is largely one of judgment, since it is virtually impossible to prove 
one's point. It  is the same type of problem as that which faces 
us with regard to full coverage where a graduation of the expense 
loading by size of policy has been introduced effective July 1, 
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1941, largely on a judgment basis. The Actuarial Committee 
established the expense loading which, in its judgment, would 
produce the expense provision necessary for the writing and serv- 
icing of excess coverage policies. I don't know just how reinsur- 
ance companies determine what they consider to be the proper 
expense loading, but it is undoubtedly a fact that they wouldn't 
contemplate making detailed payroll audits such as direct writ- 
ing compensation carriers normally do, for example. 

Mr. Crane criticized the proposed expense loading formula in 
that provisions for the Department of Labor assessment and for 
the Security Funds tax were incorporated. Justification for the 
former is found in the fact that the insurance carrier becomes 
directly liable to the claimants in the event of the insolvency or 
bankruptcy of the self-insurer. Under such circumstances, it 
appears that the insurance carrier would likewise be liable for 
the Department of Labor assessment on such compensation pay- 
ments. With regard to the Security Funds tax, Mr. Crane is 
undoubtedly familiar with the fact that the question has not been 
definitely settled as to whether the premiums for this form of 
excess coverage are exempt from the Security Funds Tax. The 
Insurance Department is currently reviewing this problem from 
the legal standpoint, but its attitude to date has been that the tax 
is payable on the premimns for such excess coverage as well as on 
the premiums for full coverage policies. 

Mr. Crane gave an explanation as to why we should consider 
the actual loss ratio for the business of reinsurance carriers to 
be 36.7% 'instead of 91.5%, this improvement being effected by 
eliminating the experience attributable to a single risk. My com- 
ment is that, by using this same device, underwriters can invari- 
ably demonstrate that what has been an unfavorable class of 
business in the past nevertheless appears to be satisfactory as 
respects future underwriting policy. The argument used is that 
the risks which proved to be undesirable have been eliminated 
through cancellation or otherwise. This is not sound reasoning, 
however, since it ignores the fact that other risks of comparable 
quality may have been added. 

I had previously been much disturbed by the results computed 
in Exhibit 11 which indicated such a wide discrepancy between 
the actual premiums charged for this coverage and the premiums 
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determined by either the present or the proposed rates for excess 
coverage. It did not seem reasonable that there should be such 
wide differences. The second last  paragraph of Mr. Crane's dis- 
cussion gives the explanation for which I had been groping. The 
answer is that no conclusions can properly be drawn from the 
test given in Exhibit 11 because the method of determining and 
applying the actual excess coverage rates is not comparable with 
that contemplated with respect to either the present advisory or 
the proposed rates. In the actual writing of this business, the, 
carriers have disregarded the proper breakdown of payroll by  
classification and also, on interstate risks, average rates for the 
risk as a whole have been applied, although it is perfectly obvious 
that the rates for New York coverage should be much higher than 
those for other states with less liberal compensation laws. The 
present advisory and the proposed rates used in the test contem- 
plate an accurate assignment of payroll exposure by classification 
in accordance with the rules of the Manual and are designed to 
measure the excess cost under the liberal New York Compensation 
Law. If a breakdown of the actual payroll data by classification 
were available, and if a proper adjustment in the actual rates to 
eliminate the effect of interstate coverage were made, I have no 
doubt but what the wide differences between the actual and either 
the present or the proposed premiums would be substantially 
reduced. 

Whereas reinsurance carriers are probably not geared to obtain 
accurate detailed payroll audits incorporating the proper assign- 
ment of payroll by classification, this does not hold true of car- 
riers which also write full coverage policies. In order to avoid 
the possibility of unfair competition, it appears to be only proper 
to require that excess coverage policies in New York be written 
on a proper classification basis. There also appears to be no good 
reason why the proper rate should not be determined and applied 
by state instead of merely applying an overall average rate. 

As mentioned before, the situation with respect to this type of 
coverage has been very unsatisfactory, particularly in recent years, 
and it appears inevitable that it will be subjected to closer regu- 
lation than has been the case in the past. The schedule of pro- 
posed rates determined by the ratemaking method evolved by 
the Actuarial Committee of the Board can at least serve as the 
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starting point for discussion in the event that the Insurance 
Department rules that tariff rates must be established. 

EX-MEDICAL COVERAGE--WORKMEN'S COMPENSATION 

STEFAN PETERS 

VOLU~rE XXVII~ PAGE 110, 

WRITTEN DISCUSSION 

~R. SEX~OU~ E. S~ITI~ : 

Mr. Peters has given a thorough and comprehensive presenta- 
tion of ex-medical coverage for workmen's compensation risks. 
The historical and descriptive matter in the paper calls for no 
discussion--suffice it to say that it is complete. 

In the conclusions which the author draws from his investiga- 
tions there are several recommendations made calling for changes 
in the existing procedure. The first two are: (I) that the actual 
permissible loss ratio underlying the rates for a particular state 
be used in calculating ex-medical ratios rather than the average 
permissible loss ratio of 60%, and (2) that the 20% retention of 
the medical pure premium in the ex-medical rate be reduced to 
a 5% retention. The first point is well taken, and the only thing 
that can be said in favor of the present method is that it is 
simpler in calculation and the resultant error is very small. As 
for the second suggestion, while it is perfectly true that the 
experience of medical payments made by carriers on ex-medical 
risks will not support the 20% medical pure premium retention, 
it is the opinion of the writer that the 5% suggested is a bit too 
small, and that a retention of 10% would be more desirable. 
This 10% recommendation is not made for covering expected 
medical payments to be made by carriers, but to cover the con- 
tractual liability of the carrier to supply medical aid should the 
assured fail to do so. In a state such as New York, which pro- 
vides unlimited medical benefits as well as a free choice of hos- 
pital and physician, it is quite possible for a serious claim to 
incur $1,000 or $2,000 medical expenses a year over a period of 
30 years or more, and there is some doubt as to an assured being 
in business 10 or 20 years hence. Of course this is an extreme 
example, but it would require very few such losses to wipe out 
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a 10% medical pure premium retention on ex-medical risks accu- 
mulated over several years. There is also the additional hazard 
due to the fact that the carrier does not have control of a claim 
from the medical angle. It is of interest to note however that 
Mr. Peters' suggestions have born fruit, and that on April 3, 
1941, the Actuarial Committee of the National Council on Com- 
pensation Insurance adopted the following resolution: 

"Resolved, that effective concurrently with the next general 
revision of rates in each state, the ex-medical rates be deter- 
mined on the basis of a retention of 10% of the medical pure 
premiums with appropriate variations for the state permis- 
sible loss ratio." 

Thus the new formula for calculating the ex-medical rate will be: 

.90 Med. Pure Prem. 
ex-medical rate - -  Standard Rate - -  

1.0 - -  Acq. --  Taxes 

and the formula for determining the ex-medical ratio will be: 
.90 Per~nissible L.R. Med. Pure Prem. 

ex-medical ratio - -  1.0 --  Acq. - -  Taxes X Total Pure Prem. 

The third change in the present procedure proposed by Mr. 
Peters is that the saving in claim expense on ex-medical risks be 
reflected in the ex-medical rate, and that a reduction of about 
10% in the full claim provision would be a proper estimate in 
view of the lack of detailed experience. This proposal seems quite 
reasonable, although it is the writer's opinion that the saving in 
claim expense would follow the loss saving and be proportional 
to the ex-medical ratio, and that a reduction in the rate of 3% 
or 31/z% of the ex-medical ratio would be preferable to the flat 
10% reduction in the claim provision for all ex-medical risks. 

As an addition to the section in Mr. Peters' paper covering the 
treatment of ex-medical risks under the experience rating plan 
it is of interest to note the method of handling these risks under 
the socalled Multi-Split plan. In this latter plan experience 
developed on an ex-medical coverage basis is treated in the same 
manner as for full coverage risks, with the following exceptions: 

1. The primary expected losses are the product of the undis- 
counted expected losses and the ex-medical D ratio. 

2. The undiscounted expected losses are converted to an ex- 
,medical basis by applying to such losses the ex-medlcal multiplier 
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equal to 1 . 0 -  (1.33 X the ex-medical ratio). This factor of 1.33 

1.0 - -  Acq. - -  Taxes due to the 
will of course be changed to Permissible Loss Ratio 

recent action of the National Council Actuarial Committee. 

3. The ex-medical excess expected losses will be the difference 
between the converted undiscounted expected losses and the pri- 
mary expected losses. 

4. The undiscounted expected losses on a statutory medical 
basis will be used to determine the B and W values. 

Referring to Mr. Smick's paper on the Multi-Split Experience 
Rating Plan it is to be noted that the ex-medical D ratios are 
calculated as follows: 

Serious Indemnity Discounted 
D serious - -  

Serious Indemnity 

Non-Serious Indemnity Discounted 
D non-serious - -  

Non-Serious Indemnity 

D medical ---- .20 

Under the new procedure however the medical D ratio will be .10. 

Under the Retrospective Rating Plan the recent action of the 
National Council Actuarial Committee will require a change in 
the calculation of the Loss Conversion Factor for ex-medical 
risks. The present factor applied to the expense portion of the Loss 

.60 
Conversion Factor (excluding taxes) is 

.60 --  Ex-Medical Ratio. 
This will now become 

Permissible Loss Ratio 

Permissible Loss Ratio - -  Ex-Medical Ratio 1.0 - -  Acq. - -  Taxes 
.90 

In the final section of his paper, Mr. Peters discusses, in regard 
to the Retrospective Rating Plan, the variance in the insurance 
charge in the basic premium between risks written on a full medi- 
cal basis and risks written on the ex-medical basis. Since excess 
pure premium ratios have not been calculated on the basis of 
indemnity losses only, the author was forced to make certain 
maximum and minimum assumptions and then assume that the 
true results lie somewhere between these extremes. His investi- 
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gations indicate that the insurance charges for ex-medical risks 
are slightly deficient, but the writer agrees with Mr. Peters that 
the contingency margins are adequate to absorb this small amount. 

~VIR. RUSSELL P. GODDARD : 

If a layman were to stump the experts in a quiz contest, and 
win as a prize a set of twenty-five volumes of the Proceedings of 
the Casualty Actuarial Society, he might be interested enough 
to read all the papers presented by the worthy members, com- 
paring the several methods of approach. He would find all kinds 
of papers, of course, but he would be most impressed by two main 
types which may be called, for want of better names, the literary 
and the scientific. The literary paper is full of classical allusions, 
Latin phrases, and quotations from poets and philosophers, both 
American and Chinese. The scientific paper, on the other hand, 
resembles a mathematical textbook, and in addition to its impos- 
ing collection of formulas, it literally overflows with charts, 
graphs and tables of closely packed statistics which have to be 
folded in double in order to get into the book at all. 

Our layman would also notice, as he reached the back pages of 
each volume, that it is customary for each type of paper to be 
reviewed in its own vein. A literary paper gets a literary response. 
Shakespeare answers Milton, Childe Roland's slug-horn becomes 
impaled on Don Quixote's lance, and Christopher Morley is con- 
founded by Confucius. A scientific paper, on the other hand, is 
discussed scientifically or not at all. Our members have shown 
a commendable reluctance to argue about the multiplication table. 

All this is merely by way of saying that Mr. Peters has produced 
a very stimulating paper, definitely in the scientific tradition. 
After a thorough review of legal and underwriting restrictions, 
he outlines certain assumptions underlying ex-medical coverage 
and shows clearly what a consistent treatment of these assump- 
tions would mean in the experience and retrospective rating plans 
as well as in manual rate-making. 

The first part of the paper is, to a certain extent, an excursion 
into actuarial psychology, since Mr. Peters is interested, quite 
properly, not only in discovering the "true" formulas, but also in 
discerning the trend of actuarial thought on November 5, 1926. 
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Here the literary technique might have been used more effec- 
tively. I t  is not always possible to tell what an actuary is think- 
ing about from his formulas, for 

"Things are seldom what they seem 
Skim-milk masquerades as cream." 

This does not imply necessarily that actuarial technique is a 
mass of chicanery and subterfuge; it often happens, however, 
that a simple formula embraces more than appears on the face 
of it at first blush. 

The old formula for ex-medical rates in its standard form was 
as follows : 

Indemnity P.P. + .20 Medical P.P. 
Ex-medical rate --  

.60 
The present formula, in use in all states except California, is 

Ex-medical rate --  Indemnity P.P. -f- .40 Medical P.P. 
.60 

Neither of these formulas show, on their face, that any special 
assumptions have been made with regard to the expense loading. 
Mr. Peters demonstrates, however, that the second formula is 
equivalent to 

Ind. P.P. -]- Med. P.P. .80 Med. P.P. 
Ex-Med. rate -~ 

.60 .80 

In other words a sizeable amount of expense, equal to 20% of 
the medical pure premium, is masquerading as medical in the 
40% of medical pure premium retained in the rate. 

Similarly, the old formula might be construed to be 
Ind. P.P. ~ Med. P.P. 1.067 Med. P.P. 

Ex-Med. rate --  
.60 .80 

If the ex-medical rate were expressed in this way, it would mean 
that the entire medical losses and a portion of medical claim 
expense had been deducted as well as the medical portion of 
acquisition and taxes. Actually, it appears that this interpreta- 
tion was not used, since in the experience rating plan the expected 
ex-medical losses were taken as 60% of the final ex-medical rate. 

Mr. Peters recommends a formula about half-way between the 
present formula and the old formula, since he would use .95 
instead of .80 or 1.067 in the part to be deducted. The differences 
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may appear more clearly if an actual example is given, assuming 
a 6070 loss ratio with medical losses equal to half the indemnity. 

Ex-lVIEDICAL RATE 

!Indemnity Losses . . . . . . . . . . . . .  
Medical Losses . . . . . . . . . . . . . . .  
Claim Expense . . . . . . . . . . . . . .  
Administration . . . . . . . . . . . . . .  
Inspection & Bureau . . . . . . . . . .  
Payroll Audit . . . . . . . . . . . . . . .  
Acquisition & Taxes . . . . . . . . . .  

Old Present 
Formula Formula Proposed 

.400 

.075 

.025 

.020 

.146 

.733 

.400 

.040 

.080 

.075 

.025 

.020 

.160 

.800 

.400 

.010 

.080 

.075 

.025 

.020 

.153 

.763 

It will be seen that the proposed formula would be very similar 
to the old formula except in the provision for medical losses and 
loss expense. The old formula, however, was found to be unsat- 
isfactory because it did not "meet the needs" and before reverting 
to it, or part way to it, it would be desirable to determine as 
closely as possible in what respects it was deficient. 

To begin with, ex-medical coverage is a form of partial cover- 
age which has not always received the approval of state legisla- 
tures and is not always acceptable to the carriers. With any type 
of partial coverage there is the possibility of "selection against 
the carriers" which in the case of ex-medical coverage may mean 
that it will be selected by insureds who feel that their indemnity 
costs are high and their medical costs low. The fact that their 
medical costs may be lower than average is of no particular mo- 
ment, as Mr. Peters points out. On the other hand, the possi- 
bility of high indemnity losses is something which should be 
guarded against. Furthermore, there is the possibility that an 
assured with a normal distribution of indemnity and medical 
losses under full coverage may find his indemnity costs rising if 
ex-medical coverage is adopted. If the insurance company pays 
both medical and indemnity losses it will not hesitate to authorize 
extensive medical treatment in the hope that indemnity payments 
may thereby be reduced. If the insured is responsible for medical 
treatment, however, the financial incentive to attempt to reduce 
indemnity payments by increasing medical is largely lost. 

Under these circumstances it is not illogical to assume that a 



882 DISCUSSION 

certain amount of indemnity is masquerading as medical in the 
40% of medical pure premium retained in the present ex-medical 
rate. Obviously the proportion of indemnity retained would vary 
from class to class, depending on the relationship of indemnity 
and medical pure premiums. The net result is that the final 
formula is extremely simple, but is not based on hard and fast 
assumptions with regard to the exact amount of safety margin 
which it is designed to produce. With a rough and ready formula 
such as this, there has been a natural reluctance to introduce 
variations by state to conform to varying expense provisions and 
permissible loss ratios. 

The ex-medical manual rate, therefore, provides for full ex- 
penses and a small portion, equal to 20% of the medical pure 
premium, remains to cover a possible increase in indemnity losses 
and such medical losses as may be incurred, including those 
resulting from the insured's bankruptcy. In the manual rate it 
makes no difference whether this portion is called expected losses, 
safety margin, or contingency factor. In the experience rating 
plan, however, as Mr. Peters points out, "the expected losses must 
be determined in such a manner as to exclude all or almost all 
expected medical losses." To revert to the numerical example 
previously given, a risk with 100% credibility with indemnity 
losses equal to .400 and no medical losses would receive an experi- 
ence credit of 9.1% if expected losses were taken at .440. This 
would mean, under the present formula, an adjusted rate of .727 
which would be lower than the adjusted rate obtained under 
Mr. Peters' proposed formula. It  would also be lower than the 
adjusted rate obtained under the old formula if expected losses 
were taken at .400 instead of .440. It  becomes imperative, there- 
fore, to decide whether the "expected medical losses" included 
in the manual rate should be treated as ratable or non-ratable in 
experience rating. This decision will be influenced by the fact 
that some of these expected losses have been included to cover 
the uncollectible losses resulting from the insured's bankruptcy. 
Obviously it would be almost impossible to collect such losses 
through the medium of experience rating. 

In retrospective rating the assumption is made that there have 
been no medical losses incurred and that the amount collected for 
company expenses must be the same as would be collected for a 
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statutory medical risk. In retrospective rating, of course, the 
]a# has all been accompli, so it would be possible to use one fac- 
tor for indemnity losses and another factor for any medical losses 
which might have been incurred. The factor applicable to medi- 
cal losses would have to be very small in order to be consistent 
with the assumptions made in calculating the regular loss con- 
version factor. 

Mr. Peters has shown that the amount of actual medical losses 
incurred under ex-medical policies is very small. There exists, 
however, the possibility that such losses may be incurred as well 
as the possibility that indemnity losses may be larger under an 
ex-medical policy than otherwise. These losses will probably not 
be evenly distributed among all risks and it will consequently 
not be possible for the carriers on the risks to collect sufficient 
premium for them through the operation of the manual rate- 
making procedure or the experience rating plan. If this is true, 
some method should be devised to insure the collection of suffi- 
cient premium to cover this rather fortuitous type of loss. 

Another suggestion made by Mr. Peters is that an investigation 
be made to determine if claim expenses are reduced because of 
the exclusion of medical payments. The usual assumption is 
that claim expenses are 8% of the premium if losses are 60%, 
and that this same relationship holds when the permissible loss 
ratio is altered. Claim expenses therefore are usually treated as 
approximately 13.3% of losses regardless of the fact that the 
proportion of large and small losses, or the proportion of indem- 
nity and medical losses, varies between states and industry groups. 
In view of the fact that the total volume of ex-medical business 
is comparatively small, it would be difficult to make a study which 
would show conclusively that any variations from the normal 
claim expense ratio were due entirely to the elimination of medi- 
cal payments. 

Similar objections might be raised to the proposal that the 
insurance charge for ex-medical risks be different from that for 
other risks on the assumption that the insurance charge is affected 
by the proportion of medical losses. It  would be difficult to 
justify such a departure without first making sure that other 
departures should not be made for differences between states and 
industry groups. In any event, as Mr. Peters foresees, a change 
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such as this in the insurance charge would probably not alter 
the basic premium ratio but would only affect the contingency 
margin. 

AUTHOR'S REVIEW OF DISCUSSIONS 

~ R .  STEFAN PETERS : 

The constructive criticisms expressed in the discussions of 
Messrs. Seymour E. Smith and Russell P. Goddard will certainly 
contribute to the clarification of thought and improvement of 
methods dealing with ex-medical coverage in Workmen's Com- 
pensation Insurance. 

The main objection raised in both discussions against the modi- 
fication of the formula for the ex-medical manual rate which was 
proposed by the author is based on the assumption that for 
ex-medical risks there exists an anti-selection against the carriers 
with respect to compensation losses; that is, both reviewers 
believe that it is likely that indemnity losses of ex-medical risks 
may be relatively higher than those of comparable risks insured 
on a statutory medical basis. The theory underlying this assump- 
tion is that in those cases where the carrier insures both indem- 
nity and medical payments it may sometimes feel induced to 
spend an extra amount for medical care in order to reduce the 
duration of compensation payments, while in those cases where 
medical payments are borne by employers no incentive exists for 
the latter to reduce the duration of the compensation payments 
by increasing the amounts made available for medical care. 

I agree that, on its face, this argument has some probability of 
being true. I wanted, however, to check against the actual experi- 
ence, within the limits permitted by not too extensive a study, 
whether this assumption is proven by facts. In order to obtain 
a fair comparison between ex-medical and statutory medical in- 
demnity costs, indemnity losses incurred under the same classi- 
fications and for risks of approximately the same size must be 
compared. This was done in the following manner : Certain classi- 
fications which produced a substantial volume of payroll exposure 
under ex-medical coverage in New York in policy year 1938 were 
selected. The selection was further made in such a manner as to 
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lead to a fair proportion of ex-medical coverage for each industry 
group. The selected classes are shown below: 

1164 3081 3634 6251 8742 
1439 3082 4150 6252 8810 
1605 3179 4304 6254 8833 
2021 3241 4875 6872 9015 
2402 3548 5057 7309 9040 
2581 3612 5213 7380 9052 
3002 3632 6217 8039 

For each of these classifications the indicated indemnity pure 
premiums for statutory medical coverage were computed and 
then the ex-medical payrolls were extended at these indemnity 
pure premiums. The resulting theoretical indemnity losses for 
statutory medical coverage were compared with the indemnity 
losses incurred under ex-medical coverage. 

In order to eliminate, as far as possible, differences in the dis- 
tribution by size of risk between statutory medical and ex-medical 
experience, only the experience of risks with annual premium size 
over $5,000 was taken into consideration because, below this size, 
practically no ex-medical coverage exists. The experience of each 
classification was further subdivided into two risk size groups, 
namely $5,000---$9,999 and $10,000 and over. The indicated 
indemnity pure premiums for statutory medical coverage men- 
tioned above were determined separately for each of these size 
groups and then multiplied by the corresponding ex-medical pay- 
rolls, so that for each classification and each risk size group sepa- 
rately theoretical indemnity losses for statutory medical coverage 
could be compared with the corresponding indemnity losses for 
ex-medical coverage. Since, however, the experience for the indi- 
vidual classes and size groups was not of sufficient volume to be 
considered separately, the theoretical indemnity losses for statu- 
tory medical coverage and the indemnity losses for ex-medical 
coverage were totaled for both size groups and all classifications 
and thus the figures in line (a) of the following table were ob- 
tained. The figures in line (d) were derived by totaling the 
figures for both size groups and only those classifications belong- 
ing to the contracting industry group. The determination of the 
figures in lines (b), (c), (e) and (1) is self-explanatory. 
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WORKMEN'S COMPENSATION- NEW YORK 

Comparison of Indemnity Losses for Statutory Medical and 
Ex-Medical Coverages 

Policy Year 1938-  1st Report 

I t em 

(i) 
(a) All Classifieations . . . . . . . . .  
(b) Code No. 6251--Tunneling. 
(c) All Classifications exclud- 

ing Code No. 6251--Tun- 
neling (a) -- (b) . . . . . . . . . .  

(d) Contracting Classifications. 
(e) Contracting Classifications 

excl. Code No. 6 2 5 1 -  Tun- 
neling (d)-- (b) . . . . . . . . . .  

(f) All Classifications exclud- 
ing Contracting Classes 
(a)-- (d) . . . . . . . . . . . . . . . .  

Ex-Medlcal 
Payrolls 

(2) 
$63,304,938 

3,045,598 

60,259,340 
6,776,263 

3,730,665 

56,528,675 

Ex-Medical 
Payrolls  

Extended 
at  Indicated 
Star. Med. 
Indemni ty  
P. P.'s 

(3) 
$586,552 
156,544 

430,008 
301,562 

145,018 

284,990 

Actual 
Incur red  

Indemni ty  
Losses for 
Ex-Medical 
Coverage 

(4) 
$616,324 
212,576 

403,748 
360,815 

148,239 

255,509 

~atio 
( ) - - ( 3 )  

..051 
,.358 

.939 
.196  

•.022 

.897 

It  is seen from this table that, while in the aggregate the indem- 
nity losses for ex-medical risks are about 5% higher than those 
for statutory medical coverage risks, this result is entirely due to 
the inclusion of one classification--Code No. 6251 "Tunneling"-- 
which enters into the experience with a disproportionately large 
amount of losses. If this class is excluded, the indemnity losses 
of ex-medical risks are 6% lower than those for statutory medical 
coverage risks. The exposure under Code No. 6251 was incurred 
primarily in one operation, namely the construction of the Dela- 
ware Aqueduct Project for the City of New York. The experience 
incurred in this project differs materially in many respects from 
the average compensation experience in New York State and it 
is therefore felt that the exclusion of this classification from the 
study would be justified. 

The figures for the Contracting Industry Group show further 
that in this group the indemnity losses may actually be slightly 
higher for ex-medical risks than for statutory medical coverage 
risks whereas no such tendency can be discovered in the other 
industry groups. 
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It is not claimed that these results give a final and conclusive 
answer to the question whether ex-medical risks incur higher 
indemnity costs than statutory medical coverage risks because 
the volume of the experience employed in the study is not suffi- 
cient. I believe that, as far as this ir~vestigation goes, the answer 
would be negative, however. 

The reference of Mr. Smith to the estimate of the reduction 
in claim adjustment expenses for ex-medical risks does not take 
account of the fact that in the paper it was estimated that the 
claim adjustment expense would be reduced by about 10% of the 
claim adjustment expense relating to medical losses and not of 
that relating to total losses. This would mean a reduction of the 
claim adjustment expense provision in the manual rate by about 
1% times the ex-medical ratio and would be almost negligible. 
Besides, the proportion of 10% of the claim adjustment expense 
for medical losses is a very rough estimate and I agree with Mr. 
Goddard that it would be very difficult to obtain any reliable 
justification for it on the basis of actual experience. 

Mr. Goddard remarks that experience modifications computed 
by the method in use heretofore will tend to develop larger credits 
for ex-medical risks than will be the case under the proposed 
method because the expected losses under the old system include 
'20% of the expected medical losses while under the proposed 
system a smaller proportion of expected medical losses is included. 
I believe that this is quite proper because, if it is thought that 
the ex-medical pure premium should include a certain proportion 
of the medical pure premium the same should be true with respect 
to experience rating and the actual losses should properly be 
compared with those expected losses which are obtained by mul- 
tiplying the exposure by the ex-medical pure premium. 

In his introductory remarks, Mr. Goddard makes a brilliant 
analysis of the two main styles--the literary and the scientific-- 
in which papers can be written. I think that everybody who has 
read his discussion will agree that he is equally master of both 
styles, the first being ably illustrated in the introduction and the 
second being exemplified by his critical remarks. I should like to 
follow Mr. Goddard's suggestion to use the literary style where it 
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is indicated but I am afraid that my lack of talent in this field 
induces me to stay in the comparatively safe realm of scientific 
language. 

RECENT DEVELOPI~ENTS IN NEW YORK CO~rPENSATION RATE MAKING 

ROGER A. JOHNSON, JR. 

VOLU~rE XXVII, PAGE ]44 

WRITTEN DISCUSSION 

~R. N. ~.  VALERIUS : 

Mr. Johnson's paper gives a brief and accurate report of the 
latest refinements in compensation rate making for the great 
industrial empire of New York. As this state expends for com- 
pensation insurance one-fourth, more or less, of the entire expendi- 
ture in the United States for such protection, inevitably it is in a 
position of leadership in compensation rate making. 

The first development discussed in the paper, namely, keying of 
rate levels to the results of the most recent completed twelve 
months of issue or "policy month" experience seems at this time 
to have brought us almost to the ideal in respect to this item. Of 
course, it is not implied that twelve months experience would be 
ideal in a lesser state. 

The treatment of the general occupational disease portion of 
the experience and of the rates seemed very fair in view of the 
current status of statistics and knowledge of this item, as it must 
be remembered that only a part of the experience is on the basis 
of the all-inclusive law. 

With respect to the catastrophe provision until and unless fur- 
ther study indicates a proper departure from the present, it is 
better for all concerned that error therein, if any, be in favor of 
the carriers' surpluses. 

The second and third developments mentioned by Mr. Johnson 
relate to the determination of loss constants and their offsetting 
adjustments. A proper refinement seems to have been made in 
introducing the "k" factor in the formulas and, on the other hand, 
it was demonstrated that no material error arises from the appli- 
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cation of loss constants by "risk's governing classification" and 
application of the offsets by classification. 

The next and last section of Mr. Johnson's remarks, "New 
York Expense Loading," with a brief history thereof, is valuable 
for reference, and was included because the loading had been 
under scrutiny and continues so to be although there had been no 
very recent adopted change. 

Temporary or variable items it has not been deemed permissible 
or expedient to take into the expense loading in quite a parallel 
place with items of long standing and this tends to confusion. 
The lines between what should be provided for by a law amend- 
ment factor, a special factor, or a change in expense loading are 
hazy. Hence exhibits have appeared on occasion in which some 
items of expense have had to be found in a contingency provision, 
if any, or been unprovided for altogether. Also, in the experience 
rating plan the permissible loss ratio of .605 was ostensibly re- 
tained similarly because of the temporary or variable character 
of the variation therefrom when .598 say was the accepted value 
with the result that for some time past in explaining the rating 
factors the situation has been something like a conversation in 
code in which we agree to call certain things things they are not 
with resultant difficulties of thought adjustment. 

These remarks on the expense loading are not meant to be in 
criticism of present methods but merely by way of thanks to Mr. 
Johnson for setting out the matter clearly in a readily available 
place. 
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INFORMAL DISCUSSION 

WI-IAT STEPS SHOULD BE TAKEN BY AMERICAN CASUALTY COMPANIES 

TO PROTECT THEMSELVES AND THEIR POLICYHOLDERS AGAINST 

THE POSSIBILITY THAT DEVELOPMENTS IN THE WAR MAY MAKE 

IT INADVISABLE OR IMPRACTICABLE TO SECURE ADEQUATE EXCESS 

LIMITS OR SPECIAL RISK PROTECTION IN  FOREIGN MARKETS 

INSURANCE PROBLEMS AND RATE-~AKING PROCEDURE IN CONNECTION 

WITH UNITED STATES GOVERNMENT DEFENSE PROJECTS. 

AS RESPECTS THE LIABILITY LINES, W H Y  NOT ISSUE UNLIMITED COV- 

ERAGE AS STANDARD COVERAGE, SUBJECT TO LIMITATION BY 

ENDORSEMENT IN EXCEPTIONAL CASES 

MR. HAROLD J. GINSBURGH: We are fortunate, I think, in hav- 
ing before us for informal discussion three questions of two dis- 
tinct types. Two of these questions are of very current and vital 
interest; the third is one which should be very productive of 
thought. The idea of these discussions is to avoid any formal 
presentations. We shall have, I hope, in the case of each question, 
someone who will start the ball rolling. I hope that in each case 
the one who starts the ball rolling will also develop some further 
questions, and that other questions and commentaries will come 
from all sides of the room. Without further ado, let us begin. 
I think perhaps we might start with the first of these questions: 
"What steps should be taken by American casualty companies to 
protect themselves and their policyholders against the possibility 
that developments in the war may make it inadvisable or imprac- 
tical to secure adequate excess limits and special risk protection 
in foregn markets?" I wonder if Francis Perryman will start us 
off on that. 

MR. FRANCIS S. PERRYI~IAN : I thought maybe you wouldn't get 
around to me, and that I might be spared, but since I have to 
take part I shall do what Mr. Ginsburgh has suggested, name!y, 
give you a few lines of thought and hope that others will elaborate 
on them. At the outset I wish to make it clear to you, if neces- 
sary, that my discussion of this subject must not be taken as 
indicating a belief that there is necessarily any immediate possi- 
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bility, or even probability, that war developments may bring 
about the events the question seems to imply. 

The question is a timely one because, regardless of views as to 
the future development of the war, and the future position of 
Lloyds and other foreign reinsurance markets, it certainly involves 
the question as to whether the local reinsurance market here is 
adequate and also even the question as to whether and why there 
should be a local reinsurance market. First of all, assuming that 
events get materially worse on the other side, and that some of 
the foreign markets cease to operate in their present manner, it 
doesn't necessarily follow that those markets will be closed out 
to, say, American companies. If anything drastic happens I 
should imagine any market affected will be moved, as, for in- 
stance, Lloyds, from London to Canada, with no cessation of 
operations. As you know, Lloyds has a lot of funds on deposit 
in this country. This view, however, is beside the point. The 
question raises the thought as to why the American market 
shouldn't be built up, if it needs to be built up. The existence of 
foreign markets, of course, does tend to keep local reinsurance 
companies in line so that we can make a reasonable deal with 
them. We know that local reinsurance companies have to retro- 
cede a lot of their business abroad and that this would be impos- 
sible if the foreign markets were closed. I think it more appro- 
priate for them to tell you about that. Fire insurance involves 
a catastrophe hazard which is customarily spread all around so 
that if there is a large fire in San Francisco, or Chicago, or Tokio 
or anywhere, the effect of that is felt all around the world because 
the reinsurance is spread out that way. In casualty insurance 
you don't contend with that kind of catastrophes. Even when we 
had a hurricane here a few years ago it didn't have any such effect 
on casualty insurance. It broke a lot of glass and blew a lot of 
trees down, and some companies collected substantial amounts 
by way of excess reinsurance, but nothing like the amounts that 
would be involved in a good-sized conflagration. 

On other lines, such as burglary, accident and health, we don't 
have much difficulty in reinsurance. Occasionally we get a bur- 
glary policy for, say, a state treasurer to cover $5,000,000 or 
$10,000,000 and then we have to stretch the local market quite 
a bit. There are, however, a few lines where it is rather difficult 



392 INFORMAL DISCUSSION 

to get reinsurance in a local market for several reasons. One is 
that there are some kinds of reinsurance desired which I believe 
are not even permitted to be written by local companies. That 
is something that can be adjusted if necessary. 

One particular kind of insurance in which I am interested in 
personally, and for which it would be rather difficult to get ade- 
quate coverage without utilizing the foreign market, is aviation 
insurance, particularly with respect to passenger liability on 
scheduled air lines. There are three groups that write aviation 
business, but one of them does not write scheduled air lines. With 
three groups writing aviation insurance, a whole lot of liability 
finds its way to Lloyds of London. Without them it would be 
quite difficult to take care of the business. I think, however, that 
special steps could readily be taken. For instance, the three 
groups, together with local reinsurance companies, could partici- 
pate and provide the necessary coverage. But that isn't being 
done at present. Then there are a whole lot of trick reinsurances 
that companies can and generalIy do buy from Lloyds of London 
or abroad, which could very well be dispensed with or obtained 
from the local market if desired. These to my mind are not very 
important and a whole lot of them are superfluous. I know in 
our own company we have clone without a lot of this kind of 
reinsurance. 

MR. WINFIELD W. GREENE : This question, as worded, is chock- 
full of implications. It  seems to imply a dearth of domestic 
casualty reinsurance facilities and difficulty in obtaining admitted 
reinsurance in adequate limits. I am sure that on the whole these 
implications are not justified. Everyone here present is, I am 
sure, familiar with the term "accommodation business." Well, 
reinsurance companies admittedly write "accommodation rein- 
surance" from time to time but like direct writing companies they 
are not disposed to do so unless they have something to justify 
the accommodation, namely, a fairly substantial and profitable 
going account. It  follows that a company which does not, as a 
rule, patronize the domestic reinsurance market to any substantial 
extent may find it rather difficult to obtain certain odd coverages 
in that market. As for the great majority of direct writing cas- 
ualty companies which are consistently faithful to the domestic 
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reinsurance market, I venture to say that they encounter very 
few cases where they have difficulty in obtaining any reinsurance 
coverages which are really needed to take care of their business. 
Undoubtedly there are a few cases where very large limits are 
required which present some difficulty. In some but by no means 
in all of these cases, the high limits are actually needed. The 
operations of oil companies and public utilities properly call for 
large limits of property damage cover in certain instances. In 
the boiler and machinery field, the demand for high limits par- 
ticularly in respect of use and occupancy coverage has increased 
greatly during the past few months mainly because of conditions 
arising out of the war, such as anticipated difficulty in replacing 
power plant equipment. On the whole, however, I would say 
that the domestic casualty reinsurance market has proven ade- 
quate except possibly to a very minor degree. 

It is true that the domestic reinsurance companies are using 
the London market for retrocessional purposes, as they have been 
consistently doing for a long time. I am sure that all of the 
reinsurance companies have given considerable thought to the 
question as to whether this practice should be continued and I 
have no doubt that the corresponding question has also been 
studied carefully by primary carriers and self-insurers which are 
directly using the London market. My own conclusion is that 
thus far there is no justification for making a change. However, 
should it come to pass, and I sincerely hope that it will not, that 
that market will no longer be available, then there will be a 
problem for the domestic reinsurance companies but one which 
I believe can be met rather promptly. As for limits, and rather 
substantial ones, required in the ordinary course of business, I 
have no doubt that the situation can be met immediately through 
co-operative action of the reinsurance companiesl As for the few 
cases involving exceptionally high limits, it Would apparently be 
necessary to arrange a second excess bringing in the direct writ- 
ing companies for small participations for that purpose. 

Incidentally the few cases which really require exceptionally 
high limits do not involve enough premium to justify the invest- 
ment of new reinsurance capital. 

Reference has been made to dependence on the London market 
for reinsurance facilities in the aviation insurance field. I t  seems 
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to me that this situation could be adjusted very quickly through 
an exchange of reinsurance among the existing aviation insurance 
groups coupled probably with greater use of the facilities of the 
domestic reinsurance companies. It is true that the reinsurance 
companies have not to any great extent been a factor in the avia- 
tion field for some time. This, however, has been due to the fact 
that the covers which they have been asked to write heretofore 
have generally been of the excess of loss type, wherein a large 
potential exposure was coupled with a very small premium reve- 
nue. I believe that the reinsurance companies could readily be 
brought into the aviation picture if they were given the same 
type of participation as that assumed by the direct writing com- 
panies, that is, quota share from the ground up. In short, Mr. 
Chairman, I see no reason why the aviation casualty reinsurance 
situation presents any difficulties which cannot be adequately 
cared for if appropriate steps are taken. 

MR. GINSBURGH : It seems to me that the previous two speakers 
have given us the impression there isn't a great deal to worry 
about, at least according to present indications. We have had a 
very fine outline of this problem, with statements of opinion on 
present conditions. If nobody at the moment desires to discuss 
the question further, perhaps we can return to it later on. 

Question: Would Mr. Greene be a little more specific ? 

MR. GREENE: I understand thc question is "How long would it 
take to form an adequate casualty reinsurance market if the 
London market became unavailable?" A substantial amount of 
reinsurance coverage could be absorbed by the professional rein- 
surance companies among themselves. This step should not take 
long--if the need for such a step were definite, it could be accom- 
plished in a few days. In order to handle the cases involving 
exceptionally high limits, it would be necessary to arrange a sec- 
ond excess with small percentage participations by the direct 
writing companies. Assuming general cooperation in this idea, 
this second step still might take a few weeks' time. 

MR. Josm,~ P. GIBSON, JR. : It  seems to me part of this situation 
is tied up with the matter on which Mr. Perryman commented. 
Lloyds of London is always in the background. It  seems the 
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buyers over here are getting a break. The so-called professional 
reinsurer over here has more or less had to cut its pattern accord- 
ing to Lloyds' competition, which is in the background. For that 
reason, the casualty reinsurer has never to any extent been able 
to sit in the driver's seat. In the case of the munitions situation, 
for example, the companies have normally handled their work- 
men's compensation reinsurance according to their own desires, 
which is as it should be. Those same methods, however, could 
be applied to the munitions situation, particularly with respect 
to workmen's compensation which requires a policy of unlimited 
liability. At the moment, most of us don't know exactly what 
is going to happen to this munitions plan. Reinsurers have been 
very much interested in the details, but as far as I can find out, 
they have to read the papers for the results. Meanwhile, as Mr. 
Greene said, we reinsurers have attempted to do something con- 
structive by getting together and getting the feel of each other's 
elbows, so that when the time comes we can do something. But 
it will take a little more than 2%, for instance, to handle excess 
on explosives, and my present conclusion on the question as to 
what steps should be taken would be that the American companies 
have taken as many steps as they can. They are all dressed up 
and, frankly, have at the moment no place to go, until it appears 
just what the munitions plan will provide for the purchase of 
reinsurance. The reinsurer, of course, knows that he is subject 
to examination by the insurance departments, and is under the 
practical necessity of accepting business only at an adequate pre- 
n~ium. Those companies which have reinsurance with foreign 
reinsurers will, I think, find the American market adequate if a 
redistribution is necessary. So far as the market is concerned, 
if there is a retrocession abroad, I suspect that in 24 hours the 
American reinsurers could get together and provide adequate 
facilities. 

MR. GINSBURCH: References have been made by both the last 
two speakers to the matter of munitions. This leads very natu- 
rally to the next question we are going to consider--"Insurance 
problems and rate making procedure in connection with United 
States Government Defense Projects." I would like to ask Mr. 
.Cahill if he would start us off on that. 
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MR. JAMES M. CAHILL: I shall have to confine my remarks to 
the compensation field, because I have not recently been in close 
touch with the liability and surety lines, although I am sure that 
the problems there are equally as trying as those we have in the 
compensation field. I think you can sense what we are up against 
in connection with these national defense projects from the tempo 
at which we have been moving during the last few months. 

As I recall, in the first part of this year there was agitation to set 
up a special classification for military cantonment construction. 
There were two good reasons for that proposal. The first was 
the desire to segregate this experience and not have it enter into 
the classification experience and thereby affect the rates in the 
future for ordinary contracting operations. On the basis of the 
first World War experience, it was thought that there probably 
would be overtime payrolls, etc., which might tend to produce 
loss ratios more favorable than the permissible. The second rea- 
son was the desire to set up a composite classification since there 
is much interchange of labor in connection with such projects. 
It would have been a very difficult problem for the payroll audi- 
tors to assign the payroll to the proper classifications if a special 
composite class had not been erected. I know that in New York, 
as is likewise true in other states, the rate established for the 
military cantonments construction, classification reflects all these 
views. It was pitched somewhat low in recognition thereof. 

Subsequently, there was filed in most states, I believe, a pro- 
gram calling for a 20% reduction in rates for defense projects 
where the Government enters into the selection and approval of 
the insurance carrier. The reduction in rates was justified as 
coming entirely out of the expense element, but anyone who 
studied it very carefully could see that this statement probably 
was not entirely true. The reduction undoubtedly reflected the ex- 
pectation that the loss experience would be better than average. 

Then we had the problem come up of what to do in the case 
of joint ventures. On many of the Government projects where 
the contracts are on a cost-plus-a-fixed-fee basis, several con- 
tractors are invited to participate in the work and they are in- 
sured as joint venturers. Each such joint contractor really com- 
prises a new risk and should properly be manual rated. But a 
program was worked out whereby in New York, for example, we 
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are to apply the arithmetic average of the outstanding experience 
modifications for such joint venturers. In New Jersey, a weighted 
average is computed and used. In New York we had at least one 
company protest very strongly against the use of the arithmetic 
average method. The reason, I think, was that they were par- 
ticularly interested in one large contract on which it made a 
tremendous difference whether the weighted average method or 
the arithmetic average was used. I am no underwriter, but I 
question the judgment of some of the men who are striving so 
hard to obtain this business. I am thinking of one large con- 
tractor in New York who carries an experience rating credit of 
52.5% today which was developed not on the basis of manual- 
rated classifications like carpentry, masonry and concrete con- 
struction, but on certain (a) rated classifications for which the 
rating formula employed may be all wrong. The 52.5% credit 
is probably correct when applied against such (a) rated classifi- 
cation, but it is questionable whether the same credit should be 
applied against manual-rated classes. I am further convinced 
of that view because I know that some years ago when this con- 
tractor was doing work which called for application of manual- 
rated classes, he had a debit of over 100%. All this makes me 
very fearful of what may happen on those defense projects where 
we start with a 52.5% credit for this risk and later allow a fur- 
ther credit of 20%. In other words, the risk is actually written 
for 40% of manual. I don't think it can be done and have the 
carrier break even on it. 

Pressure next came in connection with overtime payrolls ; it was 
contended that overtime payrolls should be excluded from the 
audits. The next point advanced was that, instead of assigning 
the payrolls of watchmen, timekeepers and superintendents to 
the governing classification, as is called for by the manual rules, 
Code No. 5610 which carries a low manual rate should be allowed. 

Finally, we have had presented to us a plan, apparently having 
the approval of the War Department, which is proposed on an 
optional basis but which, it is said, will be mandatory for all 
sizeable War Department contracts. It has been a one-way street 
so far, and I think that it is about time we took another good 
look as to where we are going because if we cut and cut and cut, 
we can be sure that the experience of the last war will not be 
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repeated in connection with insurance lines this time. Companies 
instead of having very low ratios, will have high ratios. I am not 
condemning the latest plan, because I have not had the oppor- 
tunity to give it full study, and I think it is a plan which must 
be studied. If any state approves this plan, it should be with 
the knowledge and thought that it appears to be thoroughly 
sound, and not just something we have to take and like. I don't 
believe we have come to that situation in this country yet. We 
can still say what we think, and we can point out anything that 
is wrong with the plan. I believe that the War Department will 
give us an opportunity to express our views and will listen to 
us if we are convinced that the proposed plan is unsound. 

So far I have been talking mainly about these cost-plus-a-fixed- 
fee jobs, but, in addition to that, there are numerous contracts 
where the work is obtained by the contractor on a bid basis. The 
question has come up as to whether such experience will be in- 
cluded with the regular experience of the contractor or manufac- 
turer. Risks are interested in this point because of the experi- 
ence rating angle. They want to know whether in the future such 
experience is going to be included or excluded in rating. Some 
risks undoubtedly will want it in, and others will want it out. 
As a workable rule, it would seem that such experience must be 
included with the normal experience of the risk. 

I~.IR. GINSBURGI~: This was a very interesting discussion of the 
subject. I would appreciate it if Mr. Pinney, our President, 
would talk on this particular topic. I know he has had a close 
connection with it. 

MI~. SYDNEY D. PINNEY : Mr. Chairman, I think Mr. Cahill has 
covered very well the background leading up to the present situa- 
tion. I sat in on certain discussions after the War Department 
rating plan had been presented. After this plan had been pretty 
well formulated, we raised questions as to the expense provisions 
in the plan and the maximum provision. For those who don't 
understand exactly how that plan works, I might just briefly 
outline it. The plan is to operate on the basis of what is essen- 
tially a retrospective rating formula, with the premium determined 
finally on the basis of using a fixed charge percentage applied 
against the so-called standard premium, plus the incurred losses. 
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plus 12% of the incurred losses for payment of adjustment ex- 
penses, plus allocated loss expense--all subject to a maximum 
equal to 90% of the standard premium. The fixed charge per- 
centages are graded downward as the risk size increases. They 
start at 37% for a $5,000 risk, and grade down to 6 ~ %  when 
you reach $400,000 of premium, and at $700,000 they drop to 
6.3%. 

The plan applies to the combined experience of compensation, 
automobile liability and miscellaneous liability. The standard 
premium is determined by using full manual compensation rates, 
without any experience rating modification that might be in 
force for the individual contractor, and 50% of the manual rates 
for automobile and Other liability. That is the way the policy 
would be written, on the basis of full manual rates; for example, 
on automobile liability, using 50% of the manual rates without 
any recognition of experience rating modifications or the fleet 
rating plan. Then there are certain other modifications to deter- 
mine what the manual rates on automobile liability are to be. 
That is essentially the way the plan is set up. The plan operates 
on a so-called project basis. In other words, if you have a con- 
tract, say, that is going to run for two or three years, this plan 
applies to the combined experience over that period. However, 
if you have operations that are on an indefinite term contract 
basis, like munitions manufacturing, for instance, which might 
be let on cost-plus basis, there is a stop at the end of two years. 
In other words, a maximum period of two years would be used 
for rating. 

Now, to a certain extent, this has come about through the War 
Department's feeling that either the companies weren't moving 
fast enough, or the remedies the companies were setting up 
weren't going far enough. In the 20% fiat discount plan, for 
example, I think the Government felt that 20% wasn't enough. 
So they went right down to rock-bottom by putting in a percent- 
age charge for expenses, and using the actual losses. We had 
considerable discussion with the representatives of the War 
Department when the plan was finally presented, and it was 
quite evident that they felt this plan was going to work out all 
right from the standpoint of the companies. It will, provided 
we have enough for expenses and adequate provision for protec- 
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tion under their maximum. We had to argue with them to keep 
them from cutting the maximum down even further. As it is, 
there is very little so-called insurance charge in there to protect 
us against losses going over the maximum, and therefore, we 
should be protected by a maximum premium which shouldn't 
be lower in any way than 90% of the standard premium. That 
viewpoint finally prevailed. The War Department representative 
made the statement that if it was found that the plan didn't work 
out satisfactorily from the standpoint of the companies, the War 
Department would be willing to revise the plan. 

One of the things we have to check is, how much should be 
allowed for expenses; another is the maximum limit. These two 
points are of prime importance, and we don't know how the plan 
is going to work out. There has been some question about fixing 
the standard premiums at full manual compensation rates--with 
the effect of inflated payrolls due to high wage rates and overtime, 
plus the fact that employees disabled during a period of this kind 
are not apt to malinger. They want to get back to work, as their 
wages are high in proportion to compensation benefits. We have 
one large risk where they had no lost time due to accidents last 
month. In other words, all the accidents were simple medical 
cases and there was no lost time element involved. There have 
been other cases where the loss ratio at current tariff rates is 30%, 
20%, or down in even lower ranges. 

It is unfortunate that we had to move on this plan with con- 
siderable pressure behind it, but that is simply part of the whole 
set-up that we are facing today. Industry as a whole is being 
forced by the Government to move fast and do things that they 
would ordinarily like to take a little more time on. I think there 
is a feeling that we don't like to be pushed and be told by some- 
one else that we have to do something. We want to stop and 
think it over, as Mr. Cahill has pointed out, and see where we 
are going. We must probably, in this case, rely on the statement 
made to us by the representative of the Government, that if the 
plan is found to have gone too far in reducing the provision for 
expenses, or in not setting up an adequate maximum, or if the 
insurance charge isn't enough, we may lay our facts before the 
War Department and have it remedied. 
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MR. GREENE: May I ask a question Mr. Chairman. Is it your 
understanding that this plan will apply to munitions ? 

MR. PINNEY : This plan is to apply to munitions risks. There is 
a special provision in the plan which provides for an additional 
insurance charge for munition risks to be included in the so-called 
fixed charge. I believe there is a maximum of 2% additional 
charge that may be used on these risks, with further provision 
that if the Government is not satisfied, or if they can't find any 
carrier that is willing to write it at 2% additional, then the risk 
may be thrown open to competitive bidding. In other words, the 
Government has indicated that this is all subject to their review 
and acceptance of the need for the charge, but that they have 
been willing to go along with the companies up to a 2% addi- 
tional charge on munition risks. We have given some thought 
to these munitions risks, and, of course, at first we think of the 
extreme hazard in connection with them. But our later feeling 
is that there is not such a tremendous hazard in these munition 
risks for compensation insurance or liability insurance, because 
of the way the modern plants are constructed, with the segregat- 
ing of employees and other precautions. Whether 2% is going 
to be enough, I don't know. Of course, everything depends on 
the way the general experience of the risk would run. In other 
words, if you have $300,000 premium, and your normal loss ratio, 
say, on that $300,000 premium runs around 40%, you could 
absorb quite a bit of additional losses in a catastrophe and still 
be within the maximum on these cases. 

The reason we cut the automobile and other liability rates 50% 
was, I think, that we all felt there was a distinct reduction in 
the hazard from a liability insurance standpoint. Many of these 
defense projects are isolated from the public, and in the case of 
automobile insurance, much of the equipment is used on the 
premises, and we felt there was a real reduction in exposure to 
hazard. Of course the companies to a certain extent are to blame 
for some of the impressions the War Department has had. During 
the scramble for business that preceded this plan, the companies 
went out and cut the liability premium very drastically, and the 
Government remembered the fact. When we suggested the 50% 
cut, they didn't think we were going too far; they thought we 
ought to go down to 5%. 
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Mm GIBSON : If you don't mind listening to me for another half 
minute, it seems as though our President at this time takes a 
very timely topic. While he was talking, I was looking at the 
galley proof page where he has a table of expenses for the calendar 
year 1940 in connection with this munitions plan. Looking at it 
from the point of the reinsurer, if the direct carrier is able to 
handle this on the basis of what is proposed in view of the experi- 
ence shown here, it would seem that the amount to the reinsurer 
is going to be a minus quantity. 

MR. GINSBURGH: We have discussed this munitions defense 
rating. One element hasn't been mentioned, and that is the ques- 
tion of suretyship, and is it not involved in the defense program ? 
Has anyone anything to offer on that ? 

Are there any other questions or comments on this phase of 
the program ? 

MR. WAITE: Mr. Chairman, may I return again to the discus- 
sion on compensation. My understanding of the program pro- 
posed by the War Department and acted on yesterday in the 
National Council, is that manual rates are contemplated for com- 
pensation, subject to a 10% reduction in the insurance charge 
in lieu of experience rating modifications. Referring to Mr. 
Cahill's remarks, I have not personally been in favor of the 
previous program which contemplated a weighting or an arith- 
metic average of the experience rating modifications of the con- 
tractors, whether this produces results below or above manual, 
because I do not think that these jobs, whether involving manu- 
facturing or construction operations, are necessarily going to 
follow along the course of the work that the contractor or manu- 
facturer has previously performed. 

Dealing further with rates, question has been raised as to the 
accuracy of the rates for munitions manufacturing. Many of you 
here know that those rates underwent a very thorough study in 
the National Council. The published manual rates contemplate 
favorable conditions, with loadings to be applied in the event 
that plant conditions do not follow certain standards. I assume 
that the rates as used in the War Department Rating Plan are 
manual rates, that is, the same rates that would apply even 
though the War Department Rating Plan were not in effect. There 
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may be some question as to the adequacy of the expense provi- 
sions under this rating plan. The statement has been made that 
insurance companies should be willing to go along with the Gov- 
ernment with a pretty tight belt. Perhaps that means that we 
are contributing something from our expenses. However, I would 
not consider that the expense portion of the rate was related to 
reinsurance, as reinsurance involves losses rather than expenses. 
The insurance charge includes a provision to take care of the 
losses in excess of the maximum premium, that is, in excess of 
90% of the standard premium. It  is my understanding that the 
factors used to determine this amount are the factors in existence 
in the present Retrospective Rating Plan, which factors are con- 
sidered to be adequate insofar as there are actuarial data to 
demonstrate their accuracy. Presumably it is from the insurance 
charge that the reinsurance premium would be paid. Do I under- 
stand that the groups that have considered this subject would be 
unwilling to share in stop premium insurance ? It  is likely that 
the reinsurers would ask the carrying company to participate, 
but would the reinsurers be unwilling to participate in the losses 
above the maximum--for a proportional share of the insurance 
charge ? 

MR. GREENE: Possibly, after all, if this business is going to be 
underwritten, of course maybe it isn't, but if it is going to be 
underwritten, I assume that any company that writes a risk 
believes that it is all right, barring the unforeseen, which would 
be a catastrophe. 

~,~R. WAITE: That is right, absolutely right, Mr. Greene. We 
could approach the problem on the basis of what a proper rate 
would be for that coverage. I am quite sure on munition risks 
it would be considerably more than 2%. I put it that way. You 
say an insurance charge is there for the average risk. 

MR. GINSBURGH: I am sorry it is getting so late. We want at 
least to touch on our third question. I hope we can continue 
discussion informally later, because it is a question in which I 
know many of us are intensely interested. I use the word in- 
tensely advisedly. It is a type of question which is provocative 
of thought. It  doesn't bear directly on current issues, but it is 
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something that is causing us to think, and that may produce 
changes in the future. That question is--"As respects the liability 
lines, why not issue unlimited coverage as standard coverage, 
subject to limitation by endorsement in exceptional cases?" Mr. 
Barber, will you open the discussion. 

B~R. BAXB~g: A topic of this kind should be examined from 
three points of view; the policyholder's point of view, the point 
of view of the public, and the point of view of the insurance car- 
rier. I have a few notes, some comments, and a number of ques- 
tions that may be pertinent. 

From the assured's point of view, the increased protection 
would undoubtedly be welcome, provided that the additional 
premium cost was nominal. The question naturally arises as to 
how much would premiums be increased if the limits were re- 
moved. I presume that a proponent of this form of coverage 
would probably refer to some such line as residence public lia- 
bility. From an examination of the experience, we might find 
that the amount of losses paid on limits in excess of 5/10 may 
represent 1% or 2% of our total losses for 5/10 limits. Now 
unlimited coverage would sweep in losses over and above selected 
limits, and they might be worth possibly 2% or 3% or 4% more. 
Thus, it might be estimated that unlimited coverage could be 
written for some lines for less than 5% more than the cost of 5/10. 

Here are a few points which might be covered in a longer dis- 
cussion of this topic. Would some policyholders be paying for 
coverage under the proposal which was not needed, but which 
might be essential to other policyholders? Does the financial 
standing of the assured either rightly or wrongly have a bearing 
on the amount of liability settlements? Wasn't the $1,000 limit 
automobile policy designed with this situation in view ? On the 
other hand, in the event of a serious claim, are not high limits 
essential to anyone regardless of financial standing? Another 
point: If you were the "exceptional case," requiring a limit in 
your policy, would you have grounds for complaint on the basis 
of unfair discrimination ? Would this difficulty be overcome if 
the manual contained a schedule of discounts for specified limits ? 

From the point of view of the public: The public has taken an 
interest in unreasonable liability verdicts by enacting statutes 
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which limit the recovery for death in many states to some such 
amount as $10,000 or $15,000. Generally there is no limitation 
on the recovery for non-fatal injuries, but it may be inferred 
that the public is interested in keeping the cost of individual 
claims to a reasonable figure, thus perhaps helping along the 
cause for unlimited coverage. 

An insurance carrier would be better able to satisfy large ver- 
dicts in excess of customary limits than would an individual 
assured. Therefore, from the standpoint of the claimant, the 
proposal has advantages. Would costly accidents undermine the 
protection of other lines of insurance by seriously weakening the 
financial status of some carriers ? What has been the experience 
in connection with workmen's compensation where coverage for 
multiple accidents is unlimited ? Would reinsurance satisfactorily 
answer this criticism? Would the practice of issuing unlimited 
coverage tend to drive business toward the stronger carriers? 
Has unlimited coverage been issued in any other country, Eng- 
land for example, and what has been the experience? I under- 
stand that some forms of liability coverage are not limited in 
England. 

From the insurance carrier's point of view, there are a number 
of questions which occurred to me. How about the legal limit 
on the amount of insurance a carrier is permitted to assume? 
Would reinsurance overcome this difficulty? Would the unlim- 
ited coverage have any pronounced effect on the level of claim 
settlements ? Today damages claimed often coincide with policy 
limits. Possibly if there were no policy limits there would have 
to be a closer evaluation of actual damages or costs. Is the sim- 
plification in administration detail and the consequent saving 
in expense which would result from the elimination of limits a 
material advantage from the Company's point of view? With 
5/10 limits as standard, the underwriting of higher limits auto- 
matically receives consideration. If unlimited coverage were 
issued, is it possible that the unsatisfactory underwriting aspects 
of some risks might escape attention? Would the limitation of 
coverage of exceptional risks constitute unfair discrimination? 
Would it be subject to competitive abuse ? Is this an impractical 
feature of the proposal set forth in this topic? Is the proposal 
better suited to some lines of insurance, such as private residences, 
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apartments and tenements, and possibly private passenger auto- 
mobiles, than is the case with other lines such as contractors' 
public liability and elevator insurance? Is there any real need 
for making unlimited coverage apply universally since additional 
limits can be freely purchased today? In other words, is it not 
true that the present system is functioning satisfactorily in meet- 
ing the public demand for adequate coverage ? 

These are some of the comments which have occurred to me. 
I think the answers to many of them are quite obvious. There 
may be a basis for an interesting discussion in others of them. 

MR. GmSBUROH : The time is limited, but perhaps there is time 
for one more comment on this particular question. Mr. Masterson. 

MR. NORTON E. MASTERSON: Unlimited liability can extend in 
two directions. Liability can be unlimited vertically as to dollar 
liability or it can be unlimited horizontally as to types of hazards 
covered. 

To make my remarks brief, I think there is a greater need for 
a horizontal expansion of coverage to include more types of 
hazards than there is any need to make contracts unlimited as 
to dollars of liability for present coverage. Changes in the court's 
attitudes on liability and the different interpretations revealed 
from judgments in various states tended to lead the companies 
toward the so-called comprehensive liability. Consequently, cu~- 
rent conditions require us to expand horizontally to cover more 
phases of IiabiIity rather than unlimited dollar liability in the 
various types of contracts under which we now grant coverage. 
The future approach in studying this question should be toward 
more comprehensive liability coverage rather than of granting 
unlimited payment liability for present types of coverage. 

MR. GmSBURGH: I hate to cross off this part of our program, 
because I think the last two speakers really started something. 

MR. GREENE : It  has been suggested that the present practice of 
issuing liability policies with standard limits of $5/10,000 be 
discontinued in favor of the plan of making the standard policy 
unlimited. If the practice were changed in this respect it would, 
in my opinion, be a certainty that claim cost would increase very 
substantially. This opinion, as far as automobile liability busi- 
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ness is concerned, is based upon the observation of actual experi- 
ence. The assured would have to pay considerably more on the 
average for his coverage and of course the direct writing company 
would have to pay considerably more for excess of loss reinsur- 
ance. The experience above referred, and which removes the 
result from the realm of conjecture, has to do with a considerable 
volume of automobile business written for such high limits as 
to be virtually on an unlimited basis. The direct writing com- 
panies should have no doubt as to the increase in claim cost which 
would result from the suggested plan. The only interest of the 
professional reinsurers in this question would be, first, to counsel 
against what would seem to be a step in the wrong direction, and 
then, if unfortunately the step were taken, to make sure they 
obtain enough reinsurance premium to cover their substantially 
increased liability. 
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REVIEWS OF PUBLICATIONS 

CLARENCE A. KULP, BOOK REVIEW EDITOR 

Accident and Health Insurance, Edwin J. Faulkner. McGraw-Hill, 
New York City, 1940. Pp. 366. 

Mr. Faulkner's book is the most complete treatise ever pub- 
lished on the subject of accident and health insurance. As one 
who has lived with the subject matter for many years, the reviewer 
at times has noticed that certain subjects weren't treated fully 
and others were left out, only to find in a later portion of the book 
that each and every subject has been treated intelligently, thor- 
oughly and in a manner in which even the student of accident and 
health insurance can understand. It  is extremely difficult to write 
both a text book for the student and a reference book for the 
expert. Yet Mr. Faulkner has accomplished both purposes. The 
student can obtain a thorough knowledge of the subject by a 
careful and detailed study. The expert can use many of the por- 
tions of the book for permanent reference, particularly the chap- 
ters on premium rates, reserves, claims, the law department, non- 
cancellable insurance and hospitalization insurance. 

Throughout the book are many statistical and historical facts 
of practical interest, which can be used successfully by home office 
employees or the men selling in the field. Mr. Faulkner has in 
addition taken several subjects and delved into them so exhaus- 
tively that he has made a permanent contribution to the past and 
the present of certain phases of accident and health insurance. 
For example, his chapter on non-cancellable accident and health 
insurance brings, briefly and concisely, a very clear picture of the 
business up to the time the book was written. None of us today 
knows what the future might bring in non-cancellable insurance. 
Perhaps a few years from now there will be a mad scramble for 
this business, and the availability of the concise facts of the past 
could be of untold value. In his chapter on hospitalization insur- 
ance the author has taken the subject from its very inception and 
brought it up-to-date. Although it is still an infant which may 
be destined to prosper or die of childhood diseases, there should 
be some readily available picture of its progress to date. 

No reviewer should be too Pollyannaish, and part of his duties 
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should be to point out any possible criticism. Mr. Faulkner's 
book is "well nigh on to perfect"; nevertheless, he might have 
brought out some of his points more clearly had he occasionally 
used more of the case method. Reading the book will require the 
concentrated effort of the student and had more examples been 
given the mastering of the subject could have been made some- 
what easier. From the standpoint of the salesman the example 
also is all important. 

In Mr. Faulkner's treatment of hospitalization he is realistic 
and practical. Nevertheless he admits that there might be some 
merit in straddling the issue of the so-called non-profit hospital- 
ization association. There is no doubt that these associations 
have been actually helpful to the insurance business in that, by 
free publicity combined with a halo of paternalism, they have 
brought out the rather dormant desire in the insuring public for 
the purchase of hospitalization and income insurance. However 
a thorough study of hospitalization reveals that, in the long run, 
the insurance companies can give the public more for their money 
than the non-profit hospitalization associations. Whether or not 
current hospitalization association underwriting is unsound, and 
the various corrective measures indicate that this may be true, the 
criterion of the benefit to the public must be on the long-pull 
basis. However, should the insurance business be on the fence on 
a plan that has written over $32,000,000 in premiums in 1940? 
The trend is especially disconcerting if we realize (1) that practi- 
cally no  taxes were paid by these associations despite the fact 
that they were using facilities paid for by taxation of insurance 
companies, (2) that with negligible exceptions no insurance agent 
received a penny's worth of remuneration on these $32,000,000 
of premiums, and (3) that, again with essentially no exceptions, 
the $32,000,000 premiums were administered without the employ- 
ment of any member of the insurance fraternity. 

In summary, Mr. Faulkner's book is of real value to every one 
of us in the accident and health insurance business. It shows the 
result of many hours of research combined with a thorough knowl- 
edge of the business from a practical viewpoint. Without casting 
any discredit on previous ventures, Mr. Faulkner's book is by far 
the best and most complete. AR~AN'D SOM'~/IER. 
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Automobile Claim Practice, Victor C. Gorton. Rough Notes Co., 
Indianapolis, 1940. Pp. 233. 

It  is refreshing to realize that it is impossible for one to write 
of a subject without revealing his own character. Mr. Gorton 
has written a thorough exposition of the basic principles of auto- 
mobile claim investigation and adjustment. Throughout the book 
he makes a plea that insurance companies realize that the services 
they render in investigation and the money they expend in the 
settlement of claims are in the performance of a trust obligation. 
He emphasizes the insurance company's duty, not only to i ts  
policyholders but to the public, to perform that trust ethically 
and honorably. An author who earnestly contends for such a 
conception cannot but convince his readers of his desire to explain 
in a straightforward manner the principles of casualty insurance 
that lead to a thorough and proper disposition of the underlying 
problems. 

A section of the book is devoted to investigation of claims. The 
author stresses the great value of immediate investigation. He 
warns the reader that witnesses may forget or may be inclined to 
misrepresent the facts at the time of a trial long subsequent to 
the happening of the accident and advises the immediate taking 
of photographs of automobiles. These photographs will fix for 
all time the point of impact in collisions, the nature of the damage 
and to a certain extent the manner in which the accident hap- 
pened. I believe his suggestion with respect to photographs is 
one of the most important he has made. If witnesses for a claim- 
ant at the trial should undertake to testify that the front end of 
the defendant's automobile collided with the plaintiff's automobile 
it is easy to realize how effective would be photographs of the 
defendant's automobile showing the damage near or at the rear 
end. Such photographs although not living witnesses would oper- 
ate to destroy the testimony of any number of perjured, or to be 
charitable, mistaken witnesses. The author points this out very 
forcefully. 

He also sets forth in careful detail every step that should be 
taken in the investigation of an automobile claim, whether it be 
automobile liability, collision or fire or theft loss. A careful read- 
ing of this portion of the book will be of great help not only to 



~EVI]~WS OF P U B L I C A T I O N S  411 

investigators in the field but to home office executives having such 
work under their supervision. 

On the subject of compromising claims, he has been equally 
thorough and has provided suggestions that should enable an 
adjuster to understand how to negotiate the settlement of any 
automobile claim. He has stressed the need of immediate settle- 
ment where settlement is indicated and the danger of allowing 
such claims to live and grow more serious when common sense 
demands that they should be terminated promptly. I believe this 
is one of the most vital principles of claim adjustment and one 
that is so often overlooked, The attitude of mind that permits 
dangerous claims to remain open naturally grows from the human 
and understandable inclination to put off the evil day. The author 
warns of this danger and explains its disadvantages. He empha- 
sizes the fact that claimants must be treated fairly and that claims 
must not be settled for sums unreasonably below their real worth 
because such tactics lead to dissatisfaction and ultimately destroy 
good-will. 

He opens up an interesting field of thought in suggesting that 
insurance companies give consideration to the idea that it might 
be beneficial to step in and pay all medical expenses for the treat- 
ment of injured claimants and furnish doctors to render medical 
services for the purpose of restricting or eliminating malingering 
and exaggeration and of reducing damages where liability is found 
to exist. He admits that there is danger connected with this pro- 
cedure because it may be difficult for insurance companies to take 
such steps without appearing to admit liability. I believe that 
since companies have managed so long to obligate themselves to 
pay for medical first aid, a method can be devised by which they 
can pay all medical expenses and still leave open the question of 
liability. I am in agreement with the author in expressing this 
belief. 

In addition the book contains valuable suggestions on investi- 
gation and adjustment of bodily injury claims as contrasted with 
property damage and gives excellent advice as to the difference 
in legal relationship between occupants of the assured's car and 
of the claimant's car. The rights of street pedestrians and minors 
as well as persons who have received fatal injuries are discussed. 

There are careful instructions about waiver and estoppel and 
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methods of action are indicated by which they can be avoided. 
There are also suggestions to foster the establishment and main- 
tenance of the proper spirit and cooperation between the adjuster 
or the adjusting attorney and the home office of the company. 

The book is a complete analysis of its subject and it deserves 
a valued place in the libraries of all insurance companies and 
individuals engaged in investigation and adjustment of liability 
losses. I believe the reader will find that its principles apply not 
alone to automobile losses but to liability claims and law suits of 
every character, and that they deserve to be followed in all such 

lines of work. FRED H. REv.S.* 

* G u e s t  r e v i e w e r .  

Best's Fire and Casualty Aggregates and Averages. First Annual 
Edition. Alfred M. Best Co., Inc., New York City, 1940. 
Photo offset. Pp. xi, 145. 

Whatever annoyance one may have felt on discovering that the 
Best annual Casualty, Surety and Miscellaneous Report of 1940 
had dropped its useful section on Comparative Tables was dissi- 
pated with the appearance of the first edition of this new statisti- 
ca/compend. For casualty insurance it includes not only the old 
exhibits of individual company and multi-company underwriting 
results but expands these and adds long-missing comparable bal- 
ance sheet and income statement materials. With parallel ma- 
terials for fire insurance, for which both underwriting and financial 
analysis has been sadly defective even in Best publications, this 
new book fills a spot long and for the greatest part glaringly empty. 
Charco Charts and the Law Comparative Tables of Casualty and 
Surety Insurance Companies have done something to remedy this 
lack in our field (reviewed in these Proceedings, Vol. XXIV, Part 
I, pp. 177-180; Vol. XXVI, Part II, pp. 393-6, respectively) but 
neither fills nor attempts to fill the role of this new publication. 
At the same time Charco gets credit for having broken ground in 
more than one sector now occupied by Aggregates and Averages. 
The really remarkable success of the Charco publishers in com- 
pressing large quantities and long periods of balance sheet ma- 
terials can hardly have escaped the attention of Best. Charco 
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emphasizing the individual company proved that much could be 
done in small space that had never even been attempted; Best 
has exteaded the analysis to include not only detailed individual 
company results but long-term averages classified by type of 
carrier and by line of insurance. Charco, devised largely as a 
sales aid, uses more graphs and shows less original data, particu- 
larly for previous years; Best with more space and scope and 
with a different clientele adds to its traditional statistical tabula- 
tions a number of extremely interesting graphs particularly of 
time series. While in large part, the largest part perhaps, the 
publications do not compete, ideas have a way of getting into 
general circulation. There is no less credit to Best but credit 
must also be given to Charco. 

A review of a book like this must restrict itself to a bird's-eye 
look from afar with an occasional peek through a high-powered 
glass to give verisimilitude to the perspective. The book places 
approximately equal emphasis on trends and on detailed latest- 
year results ; on broad averages for a decade and for various types 
of companies and on specific information for the individual car- 
rier. Fire graphs for example cover as many as 50 years, casualty 
as many as 35. Balance sheet, income statement and underwrit- 
ing results are given not only for the aggregate or average com- 
pany but classified by type of operation: for example aggregate 
stock fire balance sheet data are classified as foreign-owned, auto- 
mobile, U. S. branches, miscellaneous ; mutual fire as agency writ- 
ing at deviated rates, agency at tariff rates, direct writing at 
deviated, direct writing at tariff, perpetual, associated factory, 
mill. Income statement and movement-of-surplus data for stock 
fire companies are classified under 10 heads ; for mutual fire com- 
panies under 6. The number of sub-classifications for casualty 
company exhibits is: 

Stock casualty 
Balance sheet . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income statement and movement-of-surplus . . . . . . . . . .  

Mutual casualty 
Balance sheet . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income statement and movement-of-surplus . . . . . . . . . .  

Classes  o f  
c o m p a l ~ y  
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A uniform system of analysis (as far as the data themselves 
permit) and of presentation makes comparisons between stocks 
and mutuals and between fire and casualty business the more 
significant. (Data for reciprocals and Lloyds are limited to bal- 
ance sheet figures for fire companies.) Practically every item of 
these aggregate statistics is new to Best publications. The cas- 
ualty student welcomes particularly the financial statistics given 
in the Best annual Reports only for individual companies. 

The new emphasis in Best has luckily not resulted in less atten- 
tion to the individual company and particularly to the strongest 
feature of the old annual Casualty Reports: the detailed analysis 
for the latest year and for a period of individual company and 
multi-company results by line of insurance. The old section 
headed Comparative Tables is included en bloc and continues for 
1939 and the decade ending 1939 an exhibit of underwriting 
results for which there is no parallel in this country, and as far 
as this reviewer knows nowhere else including Germany, where 
statisticians run riot. This book generally is much more complete 
for individual company data for casualty than fire companies, as 
the following exhibit shows: 

Classification of admitted assets . . . . .  
Analysis of underwriting disburse- 

ments . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Analysis of underwriting results by 

line . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Fire 

Stock Mutual  

y e s  y e s  

n o  n o  

n o  n o  

Casua l ty  

Stock M u ~ a !  

y e s  y e s  

y e s  y e s  

y e s  y e s  

In part these fire lacks are due to the nature of the business, 
in part to the deficiencies of the statistical raw materials which 
are due in turn in part at least to the antiquated reporting of fire 
company results. It  will be interesting to observe to what extent 
this new publication will contribute directly and indirectly to 
better and more meaningful information on fire company opera- 
tions, information far too long obscured by a combination of 
extreme laissez ]aire company policy and something less than close 
attention to detailed fire results by public officials. 

For the combination of fire and casualty results, the addition 
of graphical presentation (generally accompanied by the original 
data) and the new balance between underwriting and financial 
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data Best is to be congratulated. Some day perhaps official re- 
ports will furnish this wealth of current and comparative mate- 
rials. Until that day comes Best seems likely to be our principal 
reliable source of comprehensive casualty (and fire) statistics. 

C. A. KuLP. 

College Hans [or Retirement Income, Rainard B. Robbins. 
Columbia University Press, New York, 1940. Pp. v, 253. 

Dr. Robbins' second survey of retirement plans for colleges 
seems his best writing to date. All 3 of the sections will be 
valuable : 

(1) The meat of the book, Part II, for the full discussion of 
the problem of retiring college teachers, college administra- 
tors and non-teaching employees. 

(2) Part I, which gives in some detail brief analyses of a con- 
siderable number of individual college retirement programs. 

(3) The Appendix, which alphabetically lists the institutions 
which have used Teachers Insurance and Annuity Associa- 
tion plans, the institutions having contributory plans using 
contracts of other life insurance companies, the half-dozen 
institutions having contributory plans which accumulate 
their own funds, the plans included in broader retirement 
systems for public employees and religious workers, the 
non-contributory plans, the 8 institutions having Carnegie 
pensions only, and the longest list of all, those institutions 
for which Dr. Robbins can find no record of any formal 
protection, divided between those where he has reason to 
believe that there is no plan and those for which he has no 
information. 

As against Dr. Robbins' use of the World Almanac we have 
consulted the Federal Office of Education, which includes as insti- 
tutions of higher learning normal colleges and certain other types 
of institution which Dr. Robbins has omitted. There is some 
evidence that certain retirement programs are functioning among 
a few of those institutions for which Dr. Robbins found no 
information. 

The study is straightforward, understandable and mature. It  
carries to the reader the conviction that the author has written 
from a sound experience with the subject he is covering and with- 
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out claiming a simplicity which is necessarily lacking. Since in 
discussing retirement plans a full treatment cannot ignore either 
individual attitudes and plans or today the field of social insur- 
ance protection, these complementary areas are neither omitted 
nor brought into discussion too completely. The following ele- 
ments of his discussion particularly interested this reviewer: 

(a) The ways in which failure to retire men has seriously ham- 
pered the work of an institution. 

(b) The problems which abound in handling invalidity retire- 
ments. 

(c) The differences between the individual contract and the 
group contract. 

(d) The awkwardness of giving cash surrender values and of 
failing to provide for considerable service periods any 
eventual old-age incomes. 

(e) The high cost of any retirement allowance, particularly 
with current interest rates and current mortality. 

(f) The close interrelationship between the period of contri- 
bution, the amount of that contribution and the amount 
of the retirement allowance. 

(g) The problem of investments for individual institutions and 
for the urban community. (Since many colleges are to 
some extent supported by tax funds, the whole subject of 
college retirement plans impinges on the subject of state 
and municipal retirement programs.) 

The fact that Dr. Robbins' table on page 4 shows that more 
than half of the institutions reviewed seem to lack any formal 
program whatever emphasizes the practical value of this type of 
summary. The majority of the colleges of the country need some 
guidance in providing for retirement allowances for their teaching 
and non-teaching employees. Here in a temperate, thoughtful 
and helpful discussion has been embodied a brief survey of what 
the college needs to consider in moving from no retirement pro- 
gram to some retirement program. 

While the book is not a sales manual for the Teachers Insur- 
ance and Annuity Association, it will doubtless increase the pres- 
tige of that organization. The reduction in the slight subsidy 
which has heretofore existed will not of itself greatly change the 
overall costs of the Association. The expectation, however, that 
the staff and the institution together are expected to pay the full 
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share of costs should attract some of the colleges which might 
heretofore have leaned toward the commercial insurance company. 
As other insurance companies further recognize the importance 
of these retirement plans such special advantages as are present in 
dealing with a company organized for the particular purpose of 
handling college programs will be increasingly appealing. 

W. R. WILLIAIV[SON. 

The Compensation o] War Victims. Studies and Reports, Series 
E, No. 6. International Labour Office, Geneva, 1940. Pp. 91. 

A nation regularly maintains military and naval forces on a 
regular footing, with officers and men who enter the calling volun- 
tarily and as a regular employment. This employment carries 
with it a right to a pension at regular proportion of pay at the 
completion of the term of service, and disability or death benefits 
where these arise out of the service, also related to the pay. 

Where however in time of war, citizens are drafted for military 
or naval service, they undergo a loss by reason of being compelled 
to quit their regular vocations, to devote time and strength to a 
special and exalting service at a remuneration often far below 
their normal earnings, and at the end of their service to hunt a 
job in a world of which non-combatants have taken possession, 
and more likely than not distraught with post-war depression or 
reconstruction. If killed or injured, the loss to themselves or their 
dependents is measured, not by their military pay, but by what 
they would normally have earned but for the death or disability. 

All the great nations have methods of compensating conscript 
soldiers. These methods are based on a number of different con- 
siderations. The consideration may be a reward or bonus based 
on the fact of service and not undertaking to measure the indi- 
vidual loss involved. It may be an expression of a special social 
solidarity: an obligation arising out of the war to equalize the 
sacrifices of citizens and recompense individuals whose injuries 
and losses exceed the sacrifice required of all members of the 
community. Or it may be the recognition of an obligation on the 
part of the state to indemnify all suffering loss by reason of its 
acts to the full extent of the loss provided this is materially 
possible. 
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Some of these considerations apply also to the granting of 
benefits in cases where civilians are killed or injured--an incident 
in this war most horribly frequent. 

This report contains a study, first of the general principles of 
compensation; second of the compensation plans in force in 
France, Germany, Great Britain and Italy. The subject matter 
runs into detail in a fashion that cannot with any profit be abbre- 
viated. It  is of vital interest in view of the fact that the problems 
of these nations are now ours. It seems inevitable that the course 
of war will bring about an increased degree of national solidarity : 
that private activities will be ruthlessly coordinated in the inter- 
ests of the huge effort the nation is making to keep itself secure 
and maintain its integrity; that private wealth will be heavily 
drained by war taxation; and that national integrity and unity 
in the common cause will render necessary some equalization of 
the sacrifices of citizens, some just indemnification of those who 
are required to break the continuity of their careers, forego pri- 
vate gain and court the hazard of disablement or death. It  is 
necessary too that the method of doing this be sound, systematic 
and just, both to the persons directly concerned and to the nation. 
For this the examples and experience of other nations, up to date 
more sorely tried than ourselves, are of great importance, and 
this report therefore well worth our study. 

CLARENCE W. HOBBS. 

Digest o[ Workmen's Compensation Laws of the United States 
and Territories. Annotated. Sixteenth Edition. Association 
of Casualty and Surety Executives, New York City, 1939. 
Paging non-consecutive. 

This useful publication, unique in our casualty insurance litera- 
ture, has been improved even further with the 16th edition. From 
now on the Digest will be in loose-leaf format, the Association 
supplying the amended pages as they are required. The first sup- 
plementary pages issued since publication for example analyze 
the new Arkansas law. 

The Digest is particularly valuable for its compact and con- 
veniently comparable analyses of American state and federal 
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workmen's compensation laws and decisions, arranged first by 
jurisdiction, in turn by subject-matter. The lawyer, the insur- 
ance executive and the student, aided by uniform subject-matter 
classification (No. 6: employments covered; No. 8: extra-terri- 
torial effect), have quick access to a truly encyclopedic array of 
statutory and judicial materials. Injuries covered for example 
requires 4 close-packed pages in the California section, over 5 
in Pennsylvania, over 16 in New York. The Digest is not a sub- 
stitute for a legal text or a close examination of the laws and 
cases but it is a superb first step even for the specialist because 
it is up-to-date (or as nearly up-to-date as published materials 
permit). 

The Introduction presents in addition to a considerable range of 
historical data a series of summaries, tabular and other, of major 
features of the statutes. Here the Digest reverses the plan of the 
main section of the book and pulis together by subject-matter 
materials from all jurisdictions. Not as complete as the main 
section, it also offers a very useful short-cut. 

It  would be impossible to prepare a compendium of this scope 
and heft without errors of commission or omission. This reviewer, 
using the Digest intensively, has noted very few of either. One 
does not cavil with the telephone directory because occasionally 
a name is missing or appears misspelt, and in any case the odds 
are that the directory version of a name is more accurate than 
the impressions of the reader. Like the directory--the standard 
of accuracy is a high one--the Digest can be revised to catch the 
occasional mistake. C.A. KuLP. 

Food, Teeth and Larceny, Charles A. Levinson, D.M.D. Green- 
berg, Inc., New York, 1940. Pp. viii, 232. 

The dentist is a gentleman whom one resorts to, not from 
choice but from necessity; who causes one considerable pain and 
expense; and who is wont to voice his views at exactly the time 
when the patient's mouth is full of hands and instruments, and 
is in consequence in no position to talk back. A dentist who puts 
himself in print therefore has deserted his place of vantage, and 
must expect something more than mumbling acquiescence or pro- 
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test. The book has an intriguing title; it is not long, is passably 
well written and is set up in type mercifully large. It  touches on 
a subject in which casualty insurance companies of late years 
have been compelled to take an absorbing interest: the extent to 
which they and their clientele are being victimized by fraudulent 
claims for personal injury. This book deals with claims of this 
class based on alleged injury from foreign substances in foods. 
It  is inherently possible enough that foreign substances, such as 
stones, nails, glass or disgusting or unsanitary additions should 
in the process of preparing for sale, marketing, cooking or serving, 
find their way into food products of various kinds. If the sub- 
stance is hard or cutting, and the object is small, a broken tooth, 
a lacerated gum or even more serious injury might result. Some 
injuries, the author states, are bona fide. But many are fraudu- 
lent and there is a class of racketeers, with attendant corps of 
corrupt dentists, medical practitioners and lawyers, that produces 
claims and the evidence thereof with the greatest ease ; also petty 
grafters who seeing how easy it is to get a claim settled are tempted 
to repeat. 

The author makes out a good case for more and better dentists, 
skilled in diagnosing this type of injuries and in separating gen- 
uine cases from cases possibly, probably or certainly fraudulent. 
Greater use, he thinks, should be made of examining dentists, 
with preference for those who make good witnesses, and he urges 
that dentists perfect themselves in the art of preserving valuable 
evidential data and of testifying in court. He discusses certain 
technical points, notably the force exerted in biting and the force 
necessary to fracture a tooth, incidentally enriching the writer's 
vocabulary by the mouth-filling word, gnathodynamics. As to 
the policy of insurance companies with claims of this character, 
he thinks it ought to be a deal stiffer than it has been in the past, 
and is apparently of opinion that the racket has proliferated 
hugely because of the lavish way in which insurance companies 
settle claims. He is of the opinion seemingly that the most effec- 
tive work in curbing the racket has been done by trade organiza- 
tions and individual concerns and prints in extenso an article by 
Mr. Hathaway of the Hathaway Bakeries, Inc., who animadverts 
on the too great willingness of attorneys to settle claims, and 
states that his actual cost of handling this class of claims, includ- 

I 
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ing attorneys' fees, court costs and adjustments, was less than 4 
per cent of what it would have cost to carry insurance. 

These statements can hardly be discussed without some exhibit 
of facts. The casualty companies are far from indifferent to the 
peril of fraudulent personal injury cases and have set up bureau 
machinery to deal with them. To be sure, this class of cases is 
one in which many insureds want settlements made in order to 
avoid unsavory publicity and it is inherently quite possible that 
this causes many minor cases to be settled which should properly 
be resisted. Some work is probably necessary to educate the 
insured to resist fraud on principle and to be willing to take a 
little adverse publicity in the good cause. 

The fact that the author has seen fit to reproduce Mr. Cahill's 
excellent paper on product public liability should recommend him 
to the members of this Society. His work should he of interest 
to all who handle this type of claims. 

CZARENCE W. Ho~s .  

Liability for School Accidents, Harry N. Rosenfeld. Harper and 
Bros., New York City, 1940. Pp. xvii, 220. 

The development of the district public school has presented the 
community with many new problems. In contrast to the equip- 
ment of the little red school house, many of the new schools are 
equipped with gymnasiums, swimming pools, shops and studios. 
Numerous schools also operate large athletic studiums. In addi- 
tion school boards provide bus transportation for pupils to and 
from their homes. In view of all these school activities it is not 
surprising that students have been injured on school property 
and other places connected with schools. On account of accident 
the parents of an injured student may incur medical and other 
expenses. An attempt is usually made to sue the school board 
in order to recover for the injury to the child and the various 
expenses incurred by the parents. In different part of this coun- 
try insurance agents have sold liability insurance to school boards 
in order to protect the school district against legal liability on 
account of accidents to school children and others. These agents 
and insurance company executives will find a thoughtful and 
thorough study of negligence cases involving school boards de- 
scribed in court reports in this book. 
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An analysis of these cases will disclose that the right if any of 
the injured to recovery from the school board is subject to the 
following different legal theories: ( 1 ) In  some states the school 
board cannot be held liable for negligence. Some reasons ad- 
vanced for this theory are: (a) the school board is immune in a 
tort action, (b) the school board has no funds to make necessary 
payments. ( 2 ) In  some states by statute the school board is 
required to recompense a teacher who is held liable for injuries 
resulting from negligence. ( 3 ) In  some states the school board 
is held liable by peculiar judicial deviations from the theory that 
the school board is not liable in negligence. For example an 
injured person may be permitted to recover against the school 
board if the school board has purchased liability insurance. How- 
ever the amount of recovery is limited by the amount of insurance 
available under the insurance policy. ( 4 ) In  some states the 
school board is held liable in negligence, as is any citizen of the 
state. 

Given these varying theories it is not surprising that the author 
reports a case in which a board of education sued to recover the 
premium paid on bus insurance by the members of a previous 
board. The court permitted recovery on the theory that the board 
of education was not liable for injury and could not become liable 
by the purchase of insurance l In some states the attorney gen- 
eral has ruled that school boards cannot purchase insurance with- 
out an enabling legislative act. 

Mr. Rosenfeld believes that the chaotic situation concerning 
the rights of pupils to recover in negligence should be clarified 
so as to give the child a right to sue the school board. In addition 
he recommends and outlines a carefully devised and supervised 
accident-reporting system. He suggests that parents should sign 
a permission slip for certain school activities. This procedure 
may reduce the liability of the school board. At any rate he 
regards such procedure to be good school administration. 

The author discloses the growing tendency for legislative action 
"to permit the purchase of liability insurance by school boards. 
The purchase of liability insurance has been challenged on the 
theory that the school board should aim to prevent injury to 
children and not use an insurance policy to evade responsibility. 
In the reviewer's opinion it is strange to see ideas advanced which 
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fail to recognize that although the utmost care is taken injuries 
will occur ia connection with school activities and that some form 
of insurance should be used to meet possibly serious financial 
costs. Incidentally the purchase of liability insurance has also 
been criticized on the theory that it is financially inadvisable. 

The author proposes forms of liability coverage if such insur- 
ance is purchased by school boards. He apparently believes that 
clauses should be used in the policy covering certain specific types 
of accidents and suggests specific enumeration of employees who 
would be covered if suit were brought against such employees or 
against the school board due to the employment of such employees. 
These suggestions do not seem to be consistent with the present 
practice of insurance companies of issuing a policy with compre- 
hensive coverage which would protect the school board under the 
various circumstances cited by the author. 

There is a discussion of athletic protection funds which have 
been established to protect injured school athletes. In some states 
these funds are not subject to state insurance supervision and 
there is an indication that these funds are not based on actuarial 
computations in Mr. Rosenfeld's statement that: "Where funds 
have been insufficient, contributions were made by the sponsoring 
state athletic association." Incidentally even though the injured 
athlete has been paid under this plan, suit can nevertheless be 
brought against a teacher if the teacher's negligence caused the 
injury and suit were permissible by legal interpretation or by 
legislative act. 

The author limits the right of the school child to recover for 
accidents to cases in which the school board has been negligent. 
The reviewer does not so see why this right should be dependent 
on the antiquated theory of negligence. Even if suit can be 
brought against the board there is the possibility of denying 
recovery if the injured child himself has been negligent. This 
places an undue burden on the child and parents. In order to 
remove all doubt concerning the right to recover there should be 
a clear-cut statement giving the pupil that right by legislative 
enactment. Why should not the legislatures recognize that a 
child who has been injured should be compensated for injury 
regardless of negligence? Should not school accidents be consid- 
ered on the same basis as work accldents? Many schools have 
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machinery on their premises available for the use of children 
which is as hazardous as machinery found in factories. It  would 
therefore be an interesting experiment to enact a pupils' compen- 
sation law to meet the problem. With the passage of such an act 
each school board would have to pay a premium to meet the cost 
of compensation insurance. Maybe some school boards might 
become seriously interested in an adequate safety program to 
prevent the injuries to pupils and thus reduce the cost of insur- 
ance. The progressive school board under those circumstances 
could obtain adequate help from insurance companies and local 
agents trained in accident prevention work. 

S. B. ACr:ER~tA~r. 

Mathematics for Actuarial Students: Part I---Elementary Differ- 
ential and Integral Calculus; Part II  Finite Differences, 
Probability and Elementary Statistics. Harry Freeman. 
Cambridge University Press, England, 1939. Pp. viii, 183; 
xiii, 339. 

These two volumes constitute a revision of the author's Ele- 
mentary Treatise on Actuarial Mathematics published in one 
volume in 1931 and familiar to all actuarial students since that 
time as the most widely used text in the field of finite differences. 
The material on trigonometry and the infinitesimal calculus has 
been separately published in Part I of the revised text because 
the Institute of Actuaries recently made the examination on these 
subjects a preliminary test to be passed prior to candidacy for 
the standard Institute examinations. In Part II  of the revised 
text are included the sections on finite differences and probability 
together with a new section on statistics. The resulting order, 
with finite differences succeeding rather than preceding the infi- 
nitesimal calculus, has always impressed the reviewer as being 
the more practicable from the point of view of instruction, even 
though it may not follow the rigidly logical development. During 
the past year, it may be noted, the sequence of these subjects was 
reversed in the syllabus of examinations for the Casualty Actu- 
arial Society, finite differences now being listed after the infinitesi- 
mal calculus and including the common material on approximate 
integration. 



REVIEWS OF PUBLICATIONS 425  

Sirrce finite differences is the only subject for which the Free- 
man text is now cited as the principal reference in the syllabus 
of the Casualty Actuarial Society, it will be proper to devote this 
review primarily to the finite differences section. The cardinal 
value of the original text lay in the completeness of its treatment 
of this particular subject and in the abundance of excellent prob- 
lems under all topics throughout the book to be worked by the 
student. That statement is equally true of the new edition. No 
other elementary book which covers finite differences at all ade- 
quately is available. Extensive revisions have been made to 
reflect the reversal in the order of development of the subject 
matter, to simplify or to clarify old material, and to introduce 
new developments several of which first saw light in papers 
delivered before the Institute. The attention of the student who 
is accustomed to the old text should be directed to the revised 
notation used in the treatment of divided differences and to the 
new interpretation attached to the use of a negative exponent in 
the factorial notation. The chapter on interpolation with unequal 
intervals has been almost completely rewritten and greatly im- 
proved. Of the other chapters those dealing with central differ- 
ences and inverse interpolation have benefited most by the revi- 
sion. The emphasis on the respective formulae are more nearly in 
accord with their relative importance than previously. 

The reader who is not familiar with the Journal of the Institute 
of Actuaries will be particularly interested in Chapter VIII  
wherein are presented Aitken's general theorem for polynomial 
interpolation, the same author's methods of interpolation by cross 
means and Comrie's "throw-back" device for shortening interpo- 
lation work. The cross means methods are especially noteworthy 
because of their adaptability to machine calculations. 

The author continues his practice of including throughout his 
discussions copious references to more extensive treatments along 
the same lines in scientific journals and in other books. 

Despite its comparative excellence in the field the Freeman 
text is subject to one very serious disadvantage when considered 
in the light of the needs of American students. That disadvantage 
cannot in all fairness be expressed as a criticism because it de- 
rives from the fact that this text was prepared principally for 
use in the classes of actuarial students conducted in England 
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under the auspices of the Institute. That is, it was written to be 
used as a classroom text. The needs of the average American 
student are distinctly otherwise; as a rule he studies finite differ- 
ences, not in the classroom, but by himself with little if any 
assistance. The clarification which has been introduced into the 
revised edition makes it more suitable for the individual student 
than the original edition, but in various sections a too sparsely 
elaborated development of material and a superlative terseness 
in exposition are still sufficiently in evidence to preclude the 
revised text from fulfilling satisfactorily our requirements in this 
country. Further, and this is of particular concern to the stu- 
dent working alone, the author has not eliminated all of the 
lamentably numerous errata that crept into the original edition, 
particularly in the answers to the problems. When a student is 
working unaided his difficulties are multiplied if he cannot know 
when he has arrived at a correct answer. 

For the following list of errata in the text I am indebted to Pro- 
fessor Cooley of New York University who has also most kindly 
cooperated in the preparation of the list of corrected answers to 
problems. All of the answers listed have been checked by at least 
one individual working independently of the reviewer; only the 
problems in the finite differences section are represented. 

P. 54, 5 lines from bottom: The last two terms on the i'ight hand 
side should contain 4 (0) instead of 4, (x). 

P. 143 : The exponent of As U-2 in the lozenge diagram at the top 
of the page is missing. 

P. 151, line 10, formula (2): Substitution in u~ should be x----1 
instead of x = 0. 

P. 151, line 11 should read : Let the third degree curve through Uo 
and ul which has its slopes at these points given by (1) 
and (2) respectively be 

P. 192, line 8 : h should appear in the denominator of each fraction, 
whereas it is shown in the denominator of only the first. 

P. 192,line 10: The denominators of the 2nd, 3rd and 4th terms 
respectively should read 2, 12n and 24n instead of 2n, 
12n 2 and 24n 2. 

P. 317, Ex. 20: a + 4 should replace a + x at the top of the sum- 
mation sign in the definition of wa. 
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Corrections in the answers to problems are as follows: 

Chapter 1I: 
Ex. 17 : 14.73659 
Ex. 18 :3 .706  & 3.731 
Ex. 19 : 5280 
Ex. 28 : 58836 
Ex. 29 : Values of u~ from x = 6 to x = 12 should be 7.72, 9.50, 

11.46, 13.60, 15.95, 18.52, 21.32. These answers fail to 
cross-check by  one unit  in the second decimal place, but  
the answers in the book though extending only through 
the value of uzo clearly are much further from cross- 
checking. 

Ex. 31 : uo = 80.4 

Chapter III: 
Ex. 3 :2 .8168  
Ex. 10 :20 .45  
Ex. 11 : ,162 
Ex. 23 : (x - -  3) (x - -  4) 

Chapter IV: 
Ex. 6 : First  approximation gives 2.85807 
Ex. 12 : 2290 
Ex. 14 : 4.033 

Chapter V: 
Ex. 1 : 2 . 9  
Ex. 2 : 13.2 
Ex. 3 :2 .018  under par t  (i) 
Ex. 6: The  answer given is obtained by  Lagrange's  formula, but  

quite different answers are obtained by  other methods of 
solution. 

Ex. 12 : 3.092 

Chapter VII: 
Ex. 11 : . 108  
Ex. 23 : 3.9568 

Chapter IX: 
Ex. 9 : 199 sq. in. 
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Other criticisms which might be made of the finite differences 
section are minor in character. For example the inverse appli- 
cation of the method of detached coefficients might have been 
introduced to better advantage with the direct application in the 
first chapter rather than so much later in the chapter on summa- 
tion. No problems in osculatory interpolation have been included. 
Henderson's formula is mentioned only in passing. The question 
of significant figures and rounding is handled in a 5-line footnote : 
that a number of the answers to the problems are wrong by one 
unit in the last significant figure and that the inaccuracy can in 
some instances be traced to improper rounding may be mentioned 
as evidence of the importance of elaborating upon these particular 
rules. One could desire a more thorough-going treatment of the 
subject of remainders under the various formulae, but possibly 
the scope of the book does not properly permit extension in this 
respect. 

The section on probability in Part I I  remains noteworthy par- 
ticularly for the abundance of problems at the end of the chapter. 
The section on statistics will be of little interest to the American 
reader. The material therein is inadequate for the needs of the 
students in the American actuarial societies. 

Part I of the text has been very little revised, most of the 
changes being made to reflect the fact that this section now pre- 
cedes the section on finite differences. Certain minor defects in 
the original text have been corrected. Thus on page 22 the term 
"polynomial" is introduced; in the earlier text this was called 
"parabolic function," a term not in general use. On page 32 the 
confusion between series and sequences in the earlier edition has 
been eliminated. On page 34: limiting conditions for the value of 
x have been added in the discussion of the exponential function. 
The many errors in the answers to the problems have, for the 
most part, been corrected although there are still erroneous 
answers even among those revised, as for example the answer to 
problem 24 on page 89. 

Whereas the section on finite differences has virtues which 
establish it as superior to other elementary texts in that field, 
the same cannot be said for the section on the infinitesimal cal- 
culus. The explanation of this statement lies in the fact that 
there are available both in England and in America several well 
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written and satisfactorily complete texts on the latter subject 
but not on the former. The hiatuses which make this book difficult 
reading in spots may be illustrated by the discussion of d/dx sin x 
on page 48, where there is no indication of variation in solution 
according to quadrant; because of this omission the author him- 
self is led into difficulties on page 108 in discussing the inverse 
operation. Although the erroneous statement on the latter page 
was pointed out in the T.A.S.A. review 9 years ago it has not been 
corrected in the new edition. As another illustration may be men- 
tioned the development of Leibnitz' formula on page 52 with no 
comment there or previously on the extent to which the D-opera- 
tor obeys algebraic laws. In Chapter V the student would be 
greatly aided by hints on how to obtain the minima and maxima 
of implicit functions ; problems of this type are given at the chap- 
ter's close and are favorites with examination committees in the 
actuarial societies. Partial differentiation, which provides a defi- 
nite mode of attack on such problems, is not introduced until 
the following chapter and even there its application to such prob- 
lems is not mentioned. 

The importance of the Freeman text in the field of actuarial 
mathematics cannot be questioned. The section on finite differ- 
ences in particular has stood alone in filling admirably the most 
grievous gap in this mathematical field. The reviewer, with full 
realization that the text was prepared for class use, has attempted 
to indicate the disadvantages of the book from the point of view 
of American students. I t  is to be hoped that a text on finite 
differences meeting the needs of American students will be forth- 
coming in the near future. The situation is the more urgent 
because of the war emergency with the consequent strain on trans- 
portation facilities. As soon as a text appears on finite differences 
written with anything approaching the clarity of the average 
American college text on the infinitesimal calculus there is no 
doubt that it will be welcomed by the actuarial societies in this 
country. Meanwhile the excellence of Freeman's presentation 
stands as a challenge to the preparation of such a text. 

T. O. CA~Lso~¢. 
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The Modern Fire Underwriter, Charles F. Rupprecht. The Spec- 
tator, Philadelphia and New York, 1940. (Single volume.) 
Pp. Part I, xi, 114; Part II, vii, 334. 

On first reading this volume presents to the casualty actuary 
and underwriter a startlingly new and thought-provoking idea. 
On further reflection some of the questions subside but some 
remain. 

Mr. Rupprecht admits that many take part in the underwriting 
of a fire insurance company but holds that "only the person who 
makes the final decision may properly classify himself as an 
underwriter." He defines as the decisions to be made by the 
underwriter, the acceptance or rejection of the risk and the setting 
of the net line limit. 

In Part I are 31 chapters some of less than a page. Moral 
hazard is discussed in 4 pages, physical hazards in 3, hazards of 
occupancy in 4! Obviously all that can be done in such space 
is to indicate the general meaning of the terms and the fact that 
these types of hazard must be considered by the underwriter, and 
to give some idea of sources of information. Indeed in his intro- 
duction the author stresses the need for the ideal underwriter of 
a broad educational background in the physical sciences as well 
as in human nature and many other things. To the subject of 
rates he devotes a little over 2 pages! Apparently he does not 
regard the making of rates as within the province of the under- 
writer. They are one of the given factors in this problem. (After 
this statement probably most members of the Casualty Actuarial 
Society will hastily order a copy and see that it reaches the under- 
writer's desk.) "The importance of rates in underwriting and their 
effect upon the underwriter's judgment of the acceptability or 
degree of acceptability of a risk cannot be overestimated." By 
degree of acceptability the author appears to mean the net line 
for which the company may be committed. 

Part I of the book discusses general matters leading up to the 
proposition that the profit or loss of a fire insurance company 
depends primarily on its line-fixing policy and that therefore the 
line to be set on an individual risk should be arrived at by a care- 
ful systematic analysis of its peculiar hazards. Part II  provides 
basic material for the analysis. To those acquainted with life 
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insurance, workmen's compensation insurance and similar lines, 
where variation in the hazards of individuals is reflected in the 
rates, it is this thought, that variation in hazards of individual 
risks in the same class may be taken care of by variation in the 
line limit, that is startling. 

There is however apparently this difference between fire insur- 
ance and the lines with which we are familiar that seems to 
account for this possibility: acceptable individual risks within 
the same class differ little in respect to ignitability (which cor- 
responds to our accident frequency) but differ perhaps widely in 
the possibility of sustained combustion (corresponding to accident 
severity). If the rate for a class is not grossly inadequate and if 
the line is set small enough to exclude heavy losses the premium 
may be adequate for the risk assumed, may even show a margin 
of profit. 

This reviewer has not sufficient familiarity with actual fire 
hazard to feel qualified to pass judgment on the system of analysis 
for determining line limits. One or two points do stand out. The 
scheme provides for an increase in the acceptable line if the policy 
contains an average clause. Since the average clause is a device 
for dealing with partial losses and has no effect when the loss 
exceeds the limits of the clause, the_ reason it permits a larger line 
is not obvious. An important element in the scheme is the loss 
ratio on the class. If low, a higher limit is set than in the reverse 
case. A persistent low loss ratio however would seem to indicate 
too high a class rate. Obviously such business is safe (within 
reasonable limits) and profitable. If profit is the only motive 
perhaps the point may be passed without comment. But this 
reviewer questions whether carrying the profit motive to that 
extent is wise in this day and age. Will not the fire insurance 
business better serve the public and its own long-run interests by 
so correcting rating plans as to avoid low loss ratios for any con- 
siderable classes ? 

To the best of this reviewer's information and belief the tech- 
nique of fixing of lines has been regarded more or less as a trade 
secret, a personal skill to be guarded as an asset. Whether or not 
one agrees in all respects as to the items to be considered and the 
proper influence of each, this book should be welcomed as a step 
toward more open and scientific dealing with the problem. 

A. H. MOWBRA¥. 
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Odd Numbers or Arithmetic Revisited, Herbert McKay. The 
University Press, Cambridge, 1940. Pp. 215. 

Any one who takes the time and trouble to revisit arithmetic 
with Mr. IVlcKay will discover that it requires little time and no 
trouble. Odd Numbers is a thoroughly enjoyable review of 
elementary principles of mathematics, mainly as delimited by 
arithmetic proper but overlapping to some extent into algebra, 
geometry and trigonometry. While the author's style is simple, 
humorous and extremely readable the discussion always rests 
firmly on sound mathematical grounds. Even those who have 
never subscribed to the heresy that all forms of mathematics are 
dull are likely to find a new and heightened interest in many of 
the familiar subjects treated by Mr. McKay. 

In a delightful chapter entitled Weights and Measures, the 
author presents a spirited and persuasive defense of the English 
system as compared with decimal systems. In the matter of coin- 
age even the 21 shilling guinea is upheld, this coin being regarded 
by Mr. McKay "as a very handsome gesture on the part of com- 
merce toward the arts and professions." He would be very sorry 
to have his payments reduced from guineas to pounds, "even 
though every guinea I received must be a stab through the heart 
of a pedant." As for the metric system which was based upon 
"perhaps the most unscientific scientific report ever published," 
the survival of this innovation is attributed to several pieces of 
quite unmerited luck, including the facts that the ten-millionth 
part (approximately) of a quadrant of the earth's circumference 
(measured along the meridian of Paris) turned out to be not 
greatly different from the convenient yard, and that a thousand 
kilograms happened to be close to a ton. Mr. McKay's prefer- 
ence for the English system is based however upon its flexibility 
and convenience in commercial application and he implies that 
a universal precise standard, such as the metric system, may be 
desirable for scientific purposes. 

Another excellent chapter is that dealing with The Delusive 
Average. Averaging is the most popular of all arithmetical proc- 
esses, perhaps because of the simplicity of the method: "you 
merely add a few quantities and divide the sum by the number 
of quantities. Even textbook writers do not quite succeed in 
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making the process difficult. They do their worst, but the method 
remains obstinately simple." The popular determination of aver- 
ages has not been matched however by a popular appreciation of 
their significance or lack of significance, and Mr. McKay focuses 
some common-sense observations on this situation. The reading 
of this chapter might profitably be made a prerequisite to courses 
in elementary statistics. 

One of the final chapters throws interesting light on the various 
methods employed in constructing ingenious mathematical prob- 
lems of the type in which English text-books seem to excel. The 
selection of basic mathematical facts and the expression of these 
facts in innocent sounding language carefully designed to hide 
them is illustrated by new examples as well as by several old 
favorites. This chapter demonstrates that the construction of 
such problems is more difficult--and more fascinating--than their 

solution. OTTO C. RICHTER. 

The Principles o/Surety Underwriting, Luther E. Mackall. 5th 
Edition. Spectator, Philadelphia, 1940. Pp. xix, 387. 

The latest edition of Mr. Mackall's book on the principles of 
surety underwriting is, to the reviewer, a formidable affair. First 
appearing among the archives of the business in the historic year 
of 1914, it has since undergone 4 separate transformations, each 
reflecting the subject in the light of changed conditions and the 
author's maturing experience. It contains in brief a comprehen- 
sive catalogue of bond forms and a relief map of the ground which 
the successful underwriter must cover. In fact, as a vade mecum 
to the neophyte and to the junior underwriter, it contains almost 
everything except a time-table of loss expectancy. But it is as 
difficult to review as a cook book. 

Perhaps the chemistry of the kitchen is no more elusive of lay 
interpretation than the sound thought processes of the under- 
writing committee. We all know that certain edible ingredients, 
properly measured and mixed and exposed to heat of stipulated 
degrees, should produce palatable results with no serious after- 
effects on the consumer. But we also know that no two cooks 
applying the same culinary formula will arrive at precisely the 
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same result. The elements of experience, interpretation of condi- 
tions and a "feeling" for the task at hand have marked bearing 
on the successful outcome of the venture. Just so the controllable 
outcome of the underwriter's assumption of liability does not and 
cannot rest on a mere descriptive analysis and formula. 

The successful underwriting of fidelity and surety bonds is 
nothing but the application of sound business judgment seasoned 
by well-digested experience, not only to the facts at hand but to 
all facts pertinent to the case which can be adduced and inter- 
preted by the underwriter. This is not a business of formulae; 
it is a business of judgment, of objective appraisal of facts and 
conditions, of anticipation of those various and unrelated hazards 
which might adversely affect the desired outcome of the under- 
taking. To incorporate such basic principles within the covers 
of a book is, to this reviewer, an impossible task. But Mr. Mackall 
attempted it many years ago, stalking the subject from the cata- 
logue-formula side rather than from the basic philosophical side, 
and that he has met with popular success is attested by the fact 
that his work has been a best seller among the new recruits for 
more than a quarter of a century. 

To return to the kitchen for a moment, there is a great deal of 
meat in The Principles o/ Surety Underwriting. Some of it is 
rare; some almost overdone. Unlike the roast of beef, the rare 
portions are at the ends, while the extremely well-done part is in 
the center. Especially delectable are the first two chapters, newly 
introduced in this edition, which have largely to do with the basic 
functions of surety bonds and the rights and benefits of the parties 
thereto. The fact that some of the work is overdone probably 
results from its having been put back in the warming-oven so 
many times. 

There is a notable difference of style and approach in the newly 
added first two chapters and a large part of the remainder of the 
work. In these chapters the style is simple, almost conversational, 
and suggests a mellowness which comes only with maturity. The 
chapters on specific types of bonds, though written down to the 
freshman class, are as colorless, logical and incisive as a work on 
the axioms and corollaries of mathematics. The underwriting of 
surety bonds--even the basic principles of such underwriting-- 
cannot or should not be delineated in quite that fashion. The 
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book is undoubtedly of tremendous informative value, but either 
the title should be modified or generalized or the treatment of the 
individual chapters on bonds should include more subjunctives. 

It would be difficult to criticize, and extremely hard to find 
talent capable of improving on, Mr. Mackall's factual treatment 
of the subject. He has given us a competent, useable, trustworthy 
and in spots brilliant manual of our business. Like the cook 
book, he tells you how to do it--or rather how it has been done. 
Whether you can do it, with happy conclusion, is another matter. 
If you cannot then you will find that the author has escaped 
responsibility, for his book relates to the "principles" and not the 
"practices" of surety underwriting. 

This reviewer laments the fact that other seasoned practitioners 
of the business, qualified in experience and aptitude, have not 
been as generous of their time and as hospitable to newcomers 
as has Mr. Mackall. How easily and how profitably they could 
instruct and inspire the fledglings. How selfish it seems of some 
of them not to tap their great store of information for the benefit 
of the recruits to this industry, an industry which contributes so 
much to the security of business engagements. If more surety 
executives would follow Mr. Mackall's example, the efficiency 
level of their personnel would be perceptibly lifted. That is long- 
range economy but the ultimate pay-off would crown the effort. 

All through his book, Mr. Mackall reflects his own broad ex- 
perience, his academic knowledge of, and Sincere devotion to this 
business of surety bond underwriting. He is well and happily 
steeped in his subject. The field is richer by his sharing. 

* Guest reviewer. G. WILLIAM CRIST, JR.* 

Right to the Point. Fifth Edition. The Rough Notes Co., Inc., 
Indianapolis, 1939. Pp. 146. 

This little book, only about 6 by 4 inches and less than half 
an inch thick, is an elementary treatise on fire insurance. It was 
first published in 1898 and the present edition is the fifth. The 
publishers state that much material has been added and the 
plan of organization of the subject material has been completely 
revised. The book is intended for the instruction of fire insur- 
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ance agents and is written in language which should be readily 
understood by the merest novice in the business. 

In the Introductory section of the book a definition is given of 
insurance; the powers and duties of the agent are described; a 
brief description of the insurance company and insurance boards 
is given and a brief description of the fire insurance policy and 
the procedure that should be followed in connection with lost 
and spoiled policies. In the next section entitled Writing the 
Policy 42 pages are given to a description of the principal ele- 
ments entering into a policy under sub-heads such as The Amount, 
The Rate, The Insured, The Term, The Form, Values and Valued 
Policies, Clauses, Coinsurance, Endorsements and Daily Reports. 
In the section entitled Agency Methods and Practices there are 
discussions of cancellations, underwriting, losses, binders, appli- 
cations, renewal receipts and agency records and supplies. The 
last two chapters of the book contain a description of the various 
allied lines of insurance and a description of the various kinds of 
insurance companies. 

The entire book is written in the form of questions and answers 
and every effort is made to give information in the simplest pos- 
sible manner. By way of illustration the question, "How is the 
premium rate arrived at?" is answered: "It is based upon the 
loss experience of the companies combined with the expense of 
their management." "What is the premium?" is answered as, 
"The money charged by the company for the indemnity agreed 
upon, of which the policy is the evidence." 

It  is really remarkable what a large amount of information 
needed by the agents is packed into the small compass of this 
book. Printed on good quality smooth paper and bound in bright 
orange covers the book is attractive and of such compact size it 
can easily be slipped into a coat pocket. It  is said to have the 
widest distribution among fire insurance agents of any book of 
its kind ever published. The table of contents listed on 8 pages 
and the alphabetical index furnish a ready means of locating the 
particular page which contains the information desired. 

One could easily be critical of this book if one were seeking 
precise technical information. In preparing an instruction book 
in such brief form it has doubtless been necessary to eliminate 
all but the most important phases of each subject. The agent 
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who has learned all that this book contains can readily supplement 
his knowledge from other sources. 

H. O. VAN TUYL. 

Social Security and Life Insurance, Paul F. Cranefield, Erwin A. 
Gaumnitz, W. Bayard Taylor. Security Press, Wisconsin, 
1940. Pp. 202. 

This slender book by Cranefield, Gaumnitz and Taylor devotes 5 
chapters to Social Security benefits, largely to the program of old- 
age and survivors insurance, and 5 chapters to life insurance. The 
method of development within each chapter is to outline certain 
major points, to quote examples and to conclude with references 
suggested for further reading. It seems to be a series of classroom 
lectures stressing certain points which the lecturer believes impor- 
tant, illustrating those points and leaving the general synthesis 
for later review. 

There is a good deal of acceptance of the sales arguments of 
Social Security and life insurance with a pretty fair rationaliza- 
tion of both types of protection. There are numerous minor arith- 
metical errors in the development of the material covering social 
insurance. Frequently explanations of underlying reasons for 
certain social insurance limitations or safeguards seem inadequate. 
The discussion of the application of formulas in social insurance 
and the suggestion of installment settlements in life insurance are 
highly suggestive however and should make clear the large cost 
of an adequate program. The discussion may well suggest that 
adequacy is a shifting concept and that few of us expect to attain 
a completely satisfactory standard of adequacy in developing our 
individual insurance arrangements. 

While the treatment of national service life insurance, the civil 
relief act, the eventual possibility of war pensions and the diffi- 
culties of disability compensation is very much up to date, there 
seems no adequate appreciation of the effect on optional settle- 
ments of the steady reduction in interest returns. There is no 
discussion whatever of industrial or group insurance, two forms 
of life protection which together are furnishing a major service 
to those also protected by Social Security. 

The attitude that Social Security is inflexible and life insurance 
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flexible is not essentially sound since flexibility in major or overall 
features must apply to Social Security even more than to life 
insurance. 

Finally, it would seem that much of the Social Security material 
has been secured from reading those conscientious but incomplete 
appraisals of the new program which have appeared in print and 
that what might be termed the emerging philosophy of social 
insurance has necessarily been but briefly considered. Since both 
programs will adapt themselves more closely in the future to the 
needs of those covered this book will presumably have a rather 
temporary usefulness. 

W. R. WILI~IAMSON. 

Statistical Calculation ]or Beginners, E. G. Chambers. The Uni- 
versity Press, Cambridge; The Macmillan Company, New 
York, 1940. Pp. 110. 

The scope of this book is precisely defined by its title. Practi- 
cal methods of calculating such common statistics as averages, 
standard deviations, standard errors and coefficients of correlation 
are described in detail, and in each case a worked example, involv- 
ing the use of arithmetic only, is given. For the benefit of stu- 
dents desiring further practice in calculating these and other con- 
ventional statistics, additional exercises with answers are sup- 
plied. Throughout the text major emphasis is placed on the actual 
process of calculation and comparatively little attention is paid 
to the significance of the results, or to their use, and in particular 
to the limitations of their use in appraising and interpreting ob- 
served data. This is perhaps consistent with the author's declared 
intention of not assuming mathematical ability on the part of the 
reader. Unless the reader does have a reasonably sound mathe- 
matical background, however, he will probably find it difficult 
to follow intelligently such parts of the discussion as that describ- 
ing the normal distribution and its relation to the concept of sta- 
tistical significance, or the final chapter dealing with the chi 
squared test of contingency and goodness of fit. 

Within its limits this book should prove useful not only to 
computers but also to those who are familiar with statistical 
theory but feel the need of a brush-up review on methods. 

OTTO C. RICHTER. 
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Motor Vehicle Inspection Manual. American Association of 
Motor Vehicle Administrators and the National Conservation 
Bureau, New York City, 1940. Pp. 123. 

The Motor Vehicle Inspection Manual is a joint publication 
of the American Association of Motor Vehicle Administrators 
and the National Conservation Bureau. One chapter of the man- 
ual presents minimum standards for safe performance of motor 
vehicles that should be adopted by all motor vehicle inspection 
organizations. The remainder of the manual discusses the legal, 
organizational and administrative aspects of a model motor 
vehicle inspection system. The primary purpose of the manual 
is to aid states and municipalities in putting the code into effect 
and in fostering standard procedures for setting up and conduct- 
ing inspection stations. In addition, this publication may be used 
for the guidance of supervisors, inspectors, garage owners and 
others concerned with the inspection problem. It should also be 
of value to automobile mechanics who are called on to make 
necessary adjustments and repairs on motor vehicles before they 
are inspected or after they have been rejected. 

While it is recognized that the proper maintenance of motor 
vehicles in a safe condition is an important factor in preventing 
accidents on the streets and highways, this manual does not 
attempt to discuss other activities and procedures that are impor- 
tant from an accident prevention point of view. In other words 
a well organized motor vehicle inspection system is not a cure-all 
for maximum results in any state or municipality. This system 
must be organized hand in hand with other essentials such as 
standard driver licensing, accident reporting, a program of high- 
way construction and improvement, competent traffic engineering 
and safety education, backed by efficient enforcement. These 
supplementary activities are discussed in other publications that 
can be secured from the National Safety Council and other organ- 
izations. 

The Motor Vehicle Inspection Manual is amply illustrated. 

* Gues t  reviewer.  W .  DEAN KEEFER.* 
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PUBLICATIONS RECEIVED 

A Penn Yan Boy, Edson S. Lott. Montross and Clarke Company: 
New York City, 1941. 

Formulation o] Federal Invalidity Insurance Program, Frank 
Lewand. Privately published, Washington, 1940. 

Law's Statistical Tables. Fire and Marine Companies ]or 1941. 
Harrison Law, Nutley, N. J., 1941. 

Li]e Insurance in the Democratic State, M. Albert Linton. Uni- 
versity of California Press, Berkeley and Los Angeles, 194]. 

Theory and Practice of Accident and Health Insurance, S. M. 
LaMont. Spectator, Philadelphia, 1941. 

Reviews of the following publications appear in the current 
volumes of the Transactions of the Actuarial Society and the 
Record of the American Institute of Actuaries: 

The Canadian Medical Association and the Problems of Medical 
Economics: A Series of Articles, Hugh N. Wolfenden. The 
Canadian Medical Association, 184 College Street, Toronto, 
Ontario, Canada, 1941. Pp. 100. 

Accident and Health Insurance, Edwin J. Faulkner. McGraw- 
Hill Book Co., Inc., New York, 1940. Pp. 366. 

College Plans ]or Retirement Income, Rainard B. Robbins. 
Columbia University Press, New York, 1940. Pp. 253. 
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THOMAS O. CARLSON, CURRENT NOTES EDITOR 

AUTOMOBILE 

Financial Responsibility Laws 

Financial responsibility laws similar to the New Hampshire law 
have been enacted in Maine and New York. The Maine law took 
effect on July 25, 1041, while the New York law becomes effective 
on January 1, 1942. 

The laws differ in detail but essentially they require that, when 
a motor vehicle accident occurs resulting in property damage 
above a certain amount or in bodily injury or death, any person 
involved as driver or owner must have his liability covered by 
insurance up to $5,000 per claim and $10,000 per accident for 
bodily injury and $1,000 per accident for property damage; or 
he must post security sufficient to satisfy any judgment which 
may be obtained as a result of the accident up to the limits above 
specified. In any event, if a person is involved in such an acci- 
dent, he must provide evidence of financial responsibility in the 
future either in the form of an insurance policy or security up to 
the limits required and this must be done regardless of fault. 
Failure to comply with these requirements will result in the sus- 
pension of the person's license and registration. 

BURGLARY 
Coverages 

Coverage under a separate policy form was made available on 
March 1st to provide insurance against those hazards which are 
excluded under banker's and broker's blanket bonds, in order to 
meet the demand for special coverage from assureds. The hazards 
covered are those of riot, civil commotion, vandalism, malicious 
mischief, hurricane, cyclone, tornado, flood, earthquake, volcanic 
eruption or similar disturbances of nature. 
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GENERAL 

Annual Statement 

The Committee on Blanks of the National Association of Insur- 
ance Commissioners has adopted a number of changes in the 
annual statement blanks for 1941. The changes in the blank for 
miscellaneous companies were for the most part clarifications of 
wordings and changes in the captions. Noteworthy among the 
latter is the change in the caption for the fifth section of the state- 
ment appearing on page 5 to read "Liabilities, Surplus and Other 
Funds" in lieu of "Liabilities." 

The present Schedule 0 setting forth the record of "Losses 
and Claims Other Than Liability and Workmen's Compensation 
Claims," has been made Part 1 of the new Schedule O, and the 
columns have been rearranged in order to present a more logical 
development of data, two columns of totals being eliminated as 
unnecessary. A Part 9 has been added to Schedule O to show the 
development of incurred losses for Non-Cancellable Accident and 
Health insurance for a period of two years beyond the calendar 
year of claim. 

National De]ense Contracts 

A comprehensive rating plan has been generally adopted appli- 
cable as an alternative rating basis for national defense projects 
for which Compensation and Liability insurance is approved by 
or recommended by the United States Government or any agency 
thereof. In the earlier stage, insurance was contracted for on the 
basis of competitive bids. Under the new plan, which originated 
in the War Department, the contractor selects the company with 
which he wishes to insure and the person who will act as his 
insurance advisor. 

Risks which develop a premium of $5000 or more are eligible 
for the plan. since the plan provides for an adjustment of the 
premium for all coverages combined, dependent upon the losses 
incurred during the policy period, all of the coverages must be 
written by a single carrier. An exception is made in the case of 
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states having state funds writing Workmen's Compensation insur- 
ance, where arrangements may be made for the state fund to pro- 
vide the Workmen's Compensation coverage and another carrier 
to provide the Liability coverages; in such a case the compensa- 
tion and liability coverages are still combined for rating under 
the plan. 

The insurance is to be continuous and concurrent until the com- 
pletion of the project, except that if the project is of indefinite 
duration the insurance is to be for a period of twenty-four months 
after which time it is to be renewed and the rating plan applied 
as though it were a new project. 

The rating formula under the plan is as follows : Final premium 
equals (fixed charge -]- losses X 1.12 + allocated claim expenses) 
X tax multiplier, subject to a maximum premium equal to 90% 
of the standard premium X tax multiplier. 

For Liability insurance the standard premium is the premium 
obtained by the application of the manual rates discounted 50% ; 
this discount takes the place of experience rating and also recog- 
nizes the reduced liability hazards on these risks. For Work- 
men's Compensation the standard premium is defined as the pre- 
mium determined by the application of manual rules and rates. 
Experience rating is not applied to the Workmen's Compensation 
premium, but the standard premium is discounted 10% before 
applying the percentage used to obtain the fixed charge. The 
fixed charge is a percentage of the standard premium (standard 
premium less 10% in the case of Workmen's Compensation) vary- 
ing by size of risk from 37% for a $5000 risk to 6.3% for risks 
developing a premium of $700,000 or more. The loss multiplier 
1.12 provides for unallocated expenses of investigating and adjust- 
ing claims. The tax multiplier varies by state and provides for 
taxes which are levied as a percentage of premiums and for assess- 
ments for industrial commissions, rating boards and bureaus; the 
tax multipliers are determined separately for Workmen's Compen- 
sation, for Automobile Liability and for other Liability. Payment 
to the insurance advisor is to be made separately by the contractor 
under a specified graduated scale of percentages. The standard 
premium used as a basis for calculating the premiums to the insur- 
ance advisors is the standard premium as defined previously, dis- 
counted 10%. 
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WORKMEN'S COMPENSATION 

Rating oJ National Defense Projects--Pennsylvania 
A new rating plan was approved in Pennsylvania in April for 

alternative application to national defense projects for which the 
Workmen's Compensation or Employers' Liability insurance cov- 
erage is approved by or recommended by the Federal Government 
or any agency thereof. 

The plan incorporates a graduation of the allowances for pro- 
duction cost and for company expenses. The saving in expenses 
for all risks of a given size is returned to those insureds develop- 
ing favorable loss ratios, the return being in proportion to the 
difference between the permissible and the actual loss ratio on 
each risk. This is accomplished by establishing a table of "pre- 
mium return factors" varying by size of risk. The premium under 
the plan is then computed in accordance with the following for- 
mula: 

Final adjusted premium equals standard premium X [ 1 . 0 -  
premium return factor X (permissible loss ra t io--s tandard  
loss ratio) ] 

The standard premium is the premium at the rates which would 
normally be charged for the risk. The standard loss ratio is the 
ratio of the actual losses incurred to the standard premium for 
the particular risk involved. The permissible loss ratio varies by 
size of risk because of the expense graduation, ranging from 65.2% 
for a $5000 risk to 79.6% for a $250,000 risk. The premium return 
factor represents that part of the saving on the risk which is to 
be returned; it varies from 35.1% on a $5000 risk to 93.1% on a 
$250,000 risk. 

As an illustration of the application of the plan consider a $5000 
risk developing a 35% loss ratio. The difference between the per- 
missible loss ratio of 65.2% and the risk loss ratio of 35.0% at 
standard rates is 30.2%. The premium return factor for this size 
of risk is 35.1% and the product of 30.2% X 35.1% is 10.6%. 
The risk is therefore due a return at the end of the policy period 
equal to 10.6% of the standard premium, or $530, so that the net 
premium is $4470. 
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Ex-Medical Ratios 

Acting on the suggestion contained in the paper by Mr. Stefan 
Peters in Volume XXVII,  Part I of the Proceedings, the National 
Council on Compensation Insurance and the New York Compen- 
sation Insurance Rating Board have amended their procedure for 
calculating ex-medical ratios. The rating formula adopted by the 
two rating organizations provides for retention of 10% of the 
medical pure premium instead of the 5% retention suggested by 
Mr. Peters. 

The previous formula was as follows : 
Medical Pure Premium 

Ex-medical ratio --  .60 X T - - m - ~ P h - ~ I ' ~  

The formula adopted by the National Council is as follows: 

Permissible Loss Ratio Med. P.P. 
Ex-medical ratio --  .90 X 1.0 - -  Acq. - -  Taxes X Total P.P. 

The formula adopted by the New York Board was the same as 
that adopted by the National Council, with a modification intro- 
duced to recognize the inclusion of the Security Funds factor and 
the assessment for the expenses of the Department of Labor in 
the rates. 

The rating factors for application to ex-medical risks under the 
Experience and Retrospective Rating Plans have been modified 
accordingly. 

Rates for Explosive and Munition Manufacturing Risks 
Rates for this type of risk have in recent years been on an (a) 

rated basis. The advent of the defense program has increased the 
importance and number of these risks to such an extent that the 
National Council on Compensation Insurance has seen fit to estab- 
lish manual rates for the classifications involved. The rates estab- 
lished are for optimum conditions with provisions made for the 
addition of supplemental loadings according to a definite rating 
plan for those risks possessing an excessive explosion or fire 
hazard. 

Expense Graduation---New York 
In the rate revision which became effective on July 1st in New 

York State provision of 1 7 ~ %  for total production allowance 
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was restored on risks developing an annual premium of $1000 or 
less, and at the same time a gradation of both production and 
company expenses was introduced for application to all risks 
developing an annual premium of more than $1000. 

The change in the production cost allowance restored the pro- 
vision for this item of expense in the manual rates to the percent- 
age which was in effect prior to the July 1, 1935 revision, at which 
time the production cost allowance was reduced to 15% by order 
of the insurance commissioner. The saving resulting from the 

. gradation of expenses is passed on to the insured in the form of 
discounts varying by size of risk. The table of expense gradation 
and discounts applicable is as follows: 

PERCENTAGES OF UNDISCOUNTED PREMIUM 

i I Total Allowance for Undiscounted Premium Production Administration 
Premium Discount Cost Allowance  and Audit 

F i r s t  $1-~00 ~ ~.  ~ . . . . .  0 17.~% 8 . 8 ~  
[Next 4,000 . . . . . .  4~ 15.0 7.4 
Over 5,000 . . . . . .  12 10.0 4.7 

Retrospective Rating Plan--New York 

Concurrently with the rate revision effective July 1st, the rating 
values in the New York Retrospective Rating Plan were revised. 
The loss conversion factor was increased from 1.18 to 1.21 to 
include the expenses of the Department of Labor. The basic 
premium ratios were reduced to reflect the same gradation of 
company expenses as that noted in the preceding item of the cur- 
rent notes as applying to all risks. The table of rating values was 
extended from $150,000 to $500,000, the maximum premium being 
so graduated as to equal the standard premium at $500,000 as in 
the plan generally effective in other states. 

MISCELLANEOUS LIABILITY 
Manual Revision 

A completely revised set of manuals appllcable to miscellaneous 
liability insurance was issued on July 21, 1941. With this reprint 
the program, which was begun two years ago, of separating the 
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general liability manual into separate manuals for the different 
coverages was completed. Previously, separate manuals had been 
set up for Owners', Landlords' and Tenants' Liability, Elevator 
Liability and Product Liability. Now separate manuals for Con- 
tractual Liability, Manufacturers' and Contractors' Liability and 
Owners' or Contractors' Protective Liability are issued. 

The revision also resulted in the discontinuance of Teams' Lia- 
bility as a separate coverage. The Teams' classifications were con- 
solidated and included in the Owners', Landlords' and Tenants' 
Liability Manual. The rates for these classifications were revised, 
substantial reductions being made effective in most instances. A 
further over-all reduction for both bodily injury and property 
damage was effected by the application of the Owners', Landlords' 
and Tenants' excess limits tables. 

The rates for Owners' or Contractors' Protective Liability were 
also revised at this time resulting in a slight increase in the 
countrywide rate level for bodily injury and a reduction of 
approximately 30% for property damage liability. Several new 
classifications were erected for this coverage. 

New classifications were also erected for Contractual and for 
Product Liability Insurance. Some of the new classifications in- 
cluded in the Product Manual apply to the form of coverage 
formerly known as Grantors' Protective Liability. This covers the 
liability for the use or existence of any condition in premises 
alienated by the insured, provided the insured has no right of 
control over such premises and the accident occurs after the in- 
sured has relinquished possession of the premises to others. 

Newly included in the Owners', Landlords' and Tenants' Liabil- 
ity Manual were rates for the writing of Employers' Liability poli- 
cies providing for medical aid and funeral expenses up to a $250 
or a $500 limit. Previously these policies, which are only written 
concurrently with liability policies on residences and estates, pro- 
vided only immediate medical aid. 

The Manual reprint contained numerous changes in underwrit- 
ing rules and in the scope of coverage of the various forms of lia- 
bility insurance. Among the changes in the scope of coverage is 
the inclusion of a "batch clause" for Product Property Damage 
Liability which provides that if a product from one prepared or 
acquired lot shall, after sale, produce injury to more than one 
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thing, all damage proceeding from that common cause shall be 
considered as constituting one accident. 

Another change which applied to all forms of coverage was the 
broadening of the definition of bodily injury liability to include 
liability for damage due to sickness or disease. 

PERSONAL NOTES 

Herbert P. Stellwagen was elected Executive Vice President of 
the Indemnity Insurance Company of North America. 

Arthur Hunter has retired as Vice President and Chief Actuary 
of the New York Life Insurance Company. 

William A. Hutcheson has retired as Vice President and Actu- 
ary of The Mutual Life Insurance Company. 

Henry H. Jackson has been honored by election as President 
of the American Institute of Actuaries. 

E. Alfred Davies has been made Assistant to the Treasurer of 
the Liberty Mutual Insurance Company. 

Dudley M. Pruitt is Statistician of the Eastern Department of 
the Fireman's Fund Indemnity Company. 

Wendell M. Strong has retired as Vice President and Acting 
Actuary of The Mutual Life Insurance Company. 

James C. Barron has been elected Assistant Treasurer of the 
General Reinsurance Corporation. 

William H. Crawford has been made Secretary of the Firemen's 
Insurance Company of Newark, N. J. and Affiliated Fire & Cas- 
ualty Companies' Pacific Department. 

Samuel M. Michener is now Actuary of the Columbus Mutual 
Life Insurance Company. 

Harold S. Spencer is Statistician of the Aetna Casualty and 
Surety Company. 
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BY 

SAUL B. ACKER1VfAN 

(OF THE NEW YORK BAR) 

ACCIDENT--INJURY 

[Burns vs. Employers' Liability Assur. Corp., Ltd., of London, 
16 N. E. (2d) 316.] 

A sewer pipe broke in the hotel in which one Burns was staying 
and flooded through the cold storage tank of the hotel. In the 
sewage were amebae, and these amebae eventually infected the 
drinking water. Burns drank the infected water and contracted 
amebic dysentery, from which he died. Burns' widow brought 
this action against the insurance company for compensation for 
the death of her husband, upon an accident insurance policy which 
insured Burns "against bodily injuries sustained, during the term 
of this policy, solely and independently of all other causes through 
accidental means." 

Was the company liable on the policy ? 
The court held that although Burns died through accidental 

means, he had not suffered bodily injuries and therefore denied 
recovery. 

On the question of accidental means, the Court stated: 
"Generally an accident is considered as an event proceeding 

from an unexpected happening or unknown cause without design 
and not in the usual course of things. 

"The element of accident must be found to exist in the means 
or cause which produced the bodily injury rather than in the 
result. 

"Tested by the general rules of interpretation, if one would 
drink from a stream which had been polluted at some length of 
time and thereby contract a disease, that would not be an acci- 
dent. If, on the other hand, the stream had been clear prior to 
the time he stopped to quench his thirst, but shortly before a 
sewer pipe had broken and infected the water with disease germs 
which he drank, an accident would have intervened. True, the 
accidental force did not operate directly upon the one drinking, 
but the breaking of the pipe was unexpected and unforeseen and 
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did not happen in the usual course of things. It would not be so 
remote as not to be considered an accident so far as the consumer 
of the water is concerned. 

"In the instant case the breaking of the pipe was accidental. 
When Burns drew the water from the faucet he expected it to be 
pure. But for the breaking of the sewer pipe and the subsequent 
infecting of the water cooling system, it is to be presumed that 
it would have been. The amebae infected the water by an acci- 
dent, and consequently it was likewise accidental that they entered 
the system of Burns. We have no difficulty in holding that Burns' 
death was due to amebic dysentery which was accidentally con- 
tracted, as the term is commonly used in every day speech. 

"But," continued the court, "was the contraction of amebic 
dysentery a bodily injury covered by this particular policy? 
There was no violence, vis major, or other casualty which operated 
directly upon Burns. 

"Certainly, a disease such as pneumonia or typhoid fever is not 
thought of in every day language as a bodily injury. 

"Yet to uphold the contention of the insured would compel us 
to say that if the disease was due to any mishap, recovery may 
be had but not otherwise. Logically, this would lead to the con- 
clusion that all diseases are bodily injuries. There would be no 
difference between an accident policy and a health policy, except 
in so far as it would be necessary to trace the cause in the former 
to some mischance. 

"In the case before us, the intention was not to give full indem- 
nity. It was not a general health policy but a limited accident 
policy, and the premium collected was for a limited coverage. 
Therefore, bodily injury is and should be, in this type of case, 
considered as limited to bodily injuries resulting from physical 
or external forces known as accidents. 

"In this case Burns died of amebic dysentery. That is produced 
by a small parasite . . .  these parasites produce a degeneration of 
the tissues that, in some cases results in death. All diseases pro- 
duce a somewhat similar degeneration, and to include all diseases 
as bodily injuries seems to ignore the common meaning of the 
words." 

The court concluded: "The words 'bodily injury' are commonly 
and ordinarily used to designate an injury caused by external rio- 



LEGAL NO~ES 451 

lence, and they are not used to indicate disease. We do not speak 
of sickness as an accident or an injury. When we hear that some- 
one has suffered an accident, we conclude that he has suffered, 
more or less, some external bodily injury. Since the words 'bodily 
injury' are used in the policy in their common and accepted mean- 
ing, it is only by a strained and illogical construction of the words 
that they can be held to include a disease not resulting from some 
external violence. We do not think of one suffering from typhoid 
fever as being bedridden as the result of an accident or injury. 

"In order to create liability under a policy insuring against 
bodily injuries caused directly, solely and independently of all 
other causes by accidental means, there must be evidence of some 
external or violent and accidental force or cause." 

AUTOMOBILE----AuToMATIC INSURANCE 

[Aetna Casualty and Surety Co. vs. Chapman, 200 So. 425.] 

A retail grocer owned and operated a ~- ton pick-up Chevrolet 
truck in connection with his grocery business. He purchased an 
"Automobile Basic Liability Policy" on this truck covering bodily 
injury liability. During the policy period, he turned in the truck 
to a garage for repairs. This company furnished him its own 
Ford ~- ton pick-up truck, for use while his truck was under- 
going repairs. It was contemplated the ensuing day would be 
consumed in making repairs. While operating this Ford truck i n  
connection with his grocery business, and on the same day it was 
delivered to the insured, the insured ran into and killed a child. 

The liability of the insurance company depends on whether the 
Ford truck was covered under the clause of the policy entitled 
"V Automatic Insurance for Newly Acquired Automobiles." This 
clause provides, "If  the named insured who is the owner of the 
automobile acquires ownership of another automobile, such insur- 
ance as is afforded by this policy applies also to such other auto- 
mobile as of the date of its delivery to him, subject to the follow- 
ing additional conditions . . . (3) the insurance afforded by this 
policy automatically terminates upon the replaced automobile at 
the date of such delivery; . . . "  What is the company's liability ? 

The court held that the insured did not acquire ownership of 
the Ford automobile in order to bring the "Automatic" insur- 
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ance clause into effect. The court stated : "'Acquires ownership' 
we must conclude, clearly means such ownership as the ordinary 
man ascribes to his own, the property right which he holds as 
owner ; the right of user, and interest in its protection which goes 
with a sense of ownership. 

"We can see nothing in this stipulation favorable to a construc- 
tion extending the coverage to a truck obtained for temporary use 
while the truck covered by the policy is undergoing repairs. If, 
for example, this accident had occurred after the Chevrolet had 
been repaired and put back in the service covered by the policy, 
would the insurer be heard to say, this policy has terminated as 
to this truck, because you acquired and put into temporary serv- 
ice a Ford truck ? Again, if the ordinary citizen, while holding 
and using this Ford truck as here, had been asked whether this 
was a newly acquired truck, whether he had acquired the owner- 
ship of this truck, would he not have answered no; it is owned 
by the garage people, who let me have the use of it while my 
Chevrolet is being repaired ? 

"Our conclusion is the automatic insurance provision does not 
apply to the Ford truck under the facts of this case." 

AuTo I~OBILE---PROPEI~T¥ DAMAGE 

[Cohen & Powell, Inc., vs. Great American Indemnity Co., 16 
Atl. (2d) 354.] 

One Mauriello was engaged in the motor freight transport busi-  
ness which he operated from a large garage leased by him in New 
Haven. Mauriello sublet a definitely allocated space in this 
garage to Cohen & PowelI, Inc., for storage of one truck. This 
space was reserved for the exclusive use of Cohen & Powell, Inc., 
which stored its truck there nightly. This truck was damaged by 
reason of the operation of a truck owned by Mauriello and being 
driven by his employee. On the date of the accident, Mauriello's 
truck was covered by a liability insurance policy in the usual form, 
which contained a clause excluding coverage of damage to prop- 
erty "owned by, rented to, leased to, in charge of, or transported 
by the insured." 

Cohen & Powell, Inc., recovered a judgment against Mauriello 
and sought to hold the insurance company liable on its policy. 
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The company denied liability, claiming that the truck of Cohen 
& Powell, Inc., was in charge of Mauriello and therefore excluded 
from coverage. What were the rights of the company ? 

The court in refusing to apply the exclusion clause to the truck 
of Cohen & Powell, Inc., held that the latter's truck was not "in 
charge of Mauriello." 

Said the court, "While the word 'charge' has a very broad and 
varied meaning, a person or thing is not 'in charge of' an insured 
within the meaning of the policy unless he has the right to exercise 
dominion or control over it." Therefore Mauriello's insurance 
carrier was liable. 

BLANKET BOND----DEFALCATION 

[Continental  Casualty Co. vs. First Nat'l. Bank of Temple, 116 
F. (2nd) 885.] 

The insured bank had a blanket bond and the obligation of the 
bond was to " i n d e m n i t f y  . . . .  against the direct loss, sustained 
while this bond is in force, . . . .  of any money or securities, . . . .  
in which the insured has a pecuniary interest, or held by the 
insured as collateral or as bailee and whether the insured is liable 
therefor . . . .  through any dishonest act wherever committed of 
any of the employees . . . .  " 

The bank proved that funds were withdrawn from the accounts 
of the customers. When subsequent deposits were made by other 
customers, credits therefore were given to those accounts from 
which withdrawals had been made for the amounts of such new 
deposits. The new deposit slips were withheld from the records 
of the bank, so that the books would balance. However, such new 
deposits only served to cover up the previous withdrawals and the 
liability of the bank remained the same, being merely switche~t 
from one depositor to another. 

Experts at the trial testified that the effect of the withholding 
of the deposit slips resulted in the reduction of the assets of the 
bank by the amount of the withheld slips. The admission of this 
testimony was objected to by the surety on the ground that the 
question of direct loss as required in the bond was one for the 
jury. Was the surety liable ? 

With respect to the question as to whether there was a reduc- 
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tion of the assets, the court stated, "This could only have been 
true if the employees, at that time, had actually withheld or with- 
drawn the money represented by the deposit slips from the bank. 
If, on the other hand, they had placed it with the bank and given 
some other depositor credit therefor, in order to cover up money 
previously withheld or withdrawn and charged to the latter's 
account, the bank's assets would neither have been increased nor 
diminished, because, while it would have reduced its liability to 
the one whose funds had previously been taken, by the same act, 
it would have become liable to the new depositor for the amount 
represented by this deposit slip of entry in his bank book. It 
must be remembered that the insurance was against 'all direct 
loss, sustained while this bond is in f o r c e . . . '  A fair interpreta- 
tion of the language would seem to mean an actual present loss, 
as distinguished from a theoretical or bookkeeping loss. In other 
words, some action which reduced the available assets in the hands 
of these employees as against its liabilities to depositors, creditors 
and stockholders." 

As to the question of the admissibility of the testimony of the 
experts, the court stated, "I t  is our view that the experts should 
have been restricted to giving testimony as to what was actually 
so in each instance as revealed by the records and to explaining 
any technical matter involved in banking or accounting. It should 
have been left to the jury to determine the ultimate question as 
to whether any of the assets of the bank had or had not been 
diminished in making the final conclusions as to the liability of 
the surety . . . .  Before the bank can recover any part of its claim, 
it is necessary to show that a direct loss was actually sustained 
by the dishonest acts of its employees." 

B URGLARY--ILLEGALITY 

[Northwest Amusement Co., Inc., v s .  Aetna Casualty and Surety 
Co., 107 P. (2d) 110.] 

The Northwest Amusement Co., Inc., purchased a mercantile 
burglary insurance policy for direct loss by burglary of merchan- 
dise usual to insured's business, being that of "Premium Store." 
During the period of the policy the insured's premises were bur- 
glarized and twenty-seven slot machines were stolen therefrom. 
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At the time of the issuance of the policy there was in effect an 
ordinance which made it unlawful to possess slot machines or 
other gambling devices. The insurance company opposed the 
Amusement Company's claim for indemnification on the ground 
that because possession of slot machines is forbidden by ordinance, 
their loss by burglary cannot be made the basis of recovery upon 
the burglary policy. What were the rights of the insured? 

The Court held that the insured's possession of the slot ma- 
chines was a continuing violation of the ordinance. The posses- 
sion of the slot machines was prohibited by an ordinance which 
was an integral part of the insurance policy. The policy pur- 
ported to insure against the loss of such possession by burglary. 
Therefore, construing the policy as if the terms of the ordinance 
were written therein, in effect such policy undertook to insure 
against loss of a non-existent right, namely, the right to possession 
of slot machines. 

The Court applied the following four tests in determining 
whether or not recovery should be permitted upon contracts chal- 
lenged as illegal: 

(1) Did they aid or tend to aid a result possible of attainment 
only by an unlawful act or one contrary to public policy ? 

(2) Could the insured establish his case without reference to 
or reliance upon an illegal act or transaction ? 

(3) Is the contract a new contract based upon separate legal 
consideration ? 

(4) What is the evil apprehended if the contract be enforced? 

Applying these tests to the facts, the Court found: " . . .  the first 
three of these tests disclose that the contract of insurance herein 
is not enforceable. (1) It  terds to aid in the unlawful possession 
of slot machines. (2)The insured could not establish his case 
without proving his illegal possession thereof. (3)The consid- 
eration for the indemnity insurance was insured's possession of 
the slot machines; if there had been no such possession there 
would have been no insurance indemnifying the Amusement Com- 
pany against its loss by burglary." 

Applying the fourth test, the Court stated: "The evil to be 
apprehended if such policies are held to be valid and enforceable, 
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is such as invariably attends disregard for and violation of law, 
namely, a weakening of the only real safeguard of the rights and 
privileges of citizenship, which consists of respect for and enforce- 
ment of law." 

The Court concluded: "The rule of public policy, which pre- 
vented a recovery in Court upon such an agreement, is not based 
upon the impropriety of compelling the insurance company to 
comply with its contract. That in itself would generally be a 
desirable thing. Relief is denied because the insured is a wrong- 
doer." 

EMPLOYERS' LIABILITY--TuBERCULOSIS 

[Maryland Casualty Co. vs. Pioneer Seafoods Co. et al., I]6 F. 
(2d) 38.] 

In December 1936 the Pioneer Seafoods Co. purchased an 
employers' liability policy which purported: "I. To insure said 
named assured against loss from liability imposed by law upon 
the assured for damages (direct or consequential) on account of 
bodily injuries, including death resulting therefrom, accidentally 
suffered or alleged to have been suffered by any employee of the 
a s s u r e d . . ,  provided such bodily injuries or death suffered as the 
result of accident occurring within the terms of this insurance . . . .  " 

On April 12, 1938, Hansetb, who was employed by the insured 
as a gill netter and seaman, filed an action in a state court to 
recover damages and alleged that the insured furnished him sleep- 
ing quarters on the boat which "were negligently constructed, 
equipped and maintained," and that as a result of such negligence, 
his "health was so weakened and undermined t h a t . . .  (he) became 
physically weakened and his ability to resist germ invasion was 
almost completely d e s t r o y e d . . ,  his susceptibility to the attack 
of the tuberculosis germ was raised to a high point" and that he 
contracted tuberculosis. The state court gave a judgment for 
Hanseth and the insurance company denied liability on the policy 
on the ground that Hanseth's injury or disease was not sustained 
by "accident" within the meaning of the policy. Was the insur- 
ance company liable ? 

The court in determining that the company was liable stated, 
% . . (the company) is liable if (1) liability for damages was 
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imposed by law upon the (insured) for 'bodily injuries . . . acci- 
dentally suffered'; or (2) liability for damages was imposed by 
law upon the (insured) for 'bodily injuries . . . alleged to have 
been suffered'. Whether the injuries resulted from 'accident' is 
therefore immaterial under these provisions. However, the pro- 
vision requires such bodily injuries to be  'suffered as the result 
of accident occurring within the terms of this insurance.' There- 
fore, since liability was imposed by law upon the insured for Han- 
seth's bodily injuries, the company is liable if such injuries were 
suffered 'as the result of accident'." 

The court defined the nature of an accidental injury as follows: 
"if, in the act which precedes the injury, something unforeseen, 
unexpected, unusual occurs which produces the injury, then the 
injury has resulted through accidental means. Under this broad 
rule, the physical weakening of Hanseth was unforeseen, unex- 
pected and unusual as to him, and therefore the bodily injuries 
were accidental. Under such a policy, whether the injury was 
suffered as a result of accident is to be determined from Hanseth's 
standpoint, or in other words, while the event which caused the 
injury was the insured's negligence, the occurrence of the event 
as to Hanseth was accidental." 

The court distinguished the class of workmen's compensation 
cases where injuries such as here involved were held not to be 
accidental by stating, "while losses of that class are controlling 
in the determination of the question as to the proximate cause of 
death or injury, they are not controlling in the determination of 
the question as to what constitutes an 'injury'. Indeed the Work- 
men's Compensation Act specifically defines 'injury', giving it a 
much narrower meaning than the meaning which we must attrib- 
ute to the word in the policy." Therefore, the company was liable. 

FIDELITY ~{ULTIPLE EMPLOYERS 

[National Surety Corp. vs. Hall, 109 P. (2d) 905.] 

The Hall Garage purchased a fidelity bond which provided 
that: "The surety . . . hereby agrees to make good within sixty 
(60) days after receipt of proof satisfactory to it, any loss not 
exceeding during its entire period of suretyship, Two Thousand 
Dollars ($2,000), which M. G. Hall Garage, employer, may sus- 
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tain by reason of any act of larceny or embezzlement of L. W. 
Jones, employee, in the performance of the employee's duties as 
bookkeeper and cashier, at Trinidad, Colorado, in the employer's 
service, committed alone or in connivance with others, after 
the 7th day of August, 1928, and before the termination of this 
bond, . . ." 

The bond was in full force and effect from August 15, 1928, 
until terminated, as to subsequent acts, August 7, 1935, by mutual 
consent. During all this time the Paramount Oil Company, of 
which Hall was the manager and secretary-treasurer, with head- 
quarters in the Hall Garage at Trinidad, Colorado, had been oper- 
ating from that place of business. Hall "was answerable for the 
safekeeping of the property and funds of the (Paramount) com- 
pany," and all of its books were kept, and its business transacted, 
at the Hall Garage. During the time the bond was in force Jones, 
the bookkeeper and cashier for Hall, mulcted funds of the Para- 
mount Company to the extent of about $7,500, the theft being in 
various amounts during each of the years covered. No loss was 
discovered until April 1, 1936, when ]ones, after severing his 
employment with Hall, left a note informing his employer of his 
thefts. Notice of the claim was given April 6, 1936. 

The surety company raised several objections to its liability 
under the Hall bond. The company contended that the money 
was stolen from the Paramount Company and not from Hall, the 
obligee. In addition, the surety contended that since the pecula- 
tions were from the Paramount Company the Hall Garage suffered 
no loss, as the discrepancies appeared in the Paramount and not 
the Hall books. 

What was the liability of the surety company ? 
As to the company's first contention, the court stated: " . . .  

]ones worked on the books of the Paramount Company as a part 
of his duties as bookkeeper for Hall, such work being clearly 
within the language of the bond 'in the performance of the em- 
ployee's duties as bookkeeper and cashier, at Trinidad, Colorado, 
in the employer's service.' . . . Since there was no change in his 
work at the time the bond was written or at the time it became 
effective, we must assume that the company was aware of those 
duties and knew that they were included in the risk that it under- 
took to cover. The attempted segregation of the risk because of 
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separate legal entities is not persuasive, and does not relieve the 
company of liability." 

As to the second defense of the surety company, the court stated 
that " . . .  the loss is charged against Hall on the books of the 
Paramount Company and the mere fact that there is a possibility 
of the Paramount Company being reimbursed by other surety 
does not relieve Hall from his responsibility for the loss." There- 
fore, the surety company was liable. 

HOSPITAL--WAIVER 

[Great American Accident Ins. Co. v s .  Roggen, 144 S. W. (2d) 
1115.] 

Roggen was insured under a hospitalization insurance policy 
providing for monthly payments to be made on the twentieth day 
of the month. The important provisions of the policy were "if 
default be made in the payment of agreed premiums for this 
policy, the subsequent acceptance of a premium by the Company 
or by any of its authorized agents shall reinstate the policy, but 
only to cover accidental injury thereafter sustained and such sick- 
ness as may begin more than 15 days after the date of such 
acceptance." 

The policy further provided: "The time of payment of pre- 
miums shall be deemed to have expired, and insurance forfeited 
if premium has not been received at the office of the Company by 
12:00 noon . . . on the morning of the day the premium is due. 
Payment of any premium to any agent of the Company shall not 
effect r enewa l . . . "  

The facts were that all payments were due on the 20th of the 
month, that on June 22 a $2.00 payment was made for June, and 
that on July 22 a payment of $4 was made, $2 of which was for 
July and $2 for August ; and that all the payments were accepted 
without reservation. The insured's illness as a result of which 
she based her claim for benefits under the policy, started less than 
]5 days from June 21. 

The insured filed her claim for benefits under the policy for 
such illness and on August 25 the Company wrote a letter deny- 
ing liability under paragraph 3 of the policy, which reads: "This 
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policy shall not cover when the immediate and contributing cause 
is due to either injury or disease which had its inception prior to 
the issuance of the policy." The letter further stated: "For the 
foregoing reasons as well as other reasons none of which are being 
waived by us, we are of the opinion that no liability exists under 
this claim." The question is whether the Company is liable under 
the policy in view of its acceptance of the late premiums. 

The court after holding that the provision providing for the 
penalty for late payment of a 15 day forfeit of the monthly term 
of hospital protection provided for in case of sickness, was lawful 
in this type of insurance, found that there was no waiver of the 
terms of this provision by the letter of August 22nd. 

The court also stated : "Where the (insurance) Company refuses 
to pay a loss upon a specific ground, it is estopped from asserting 
other grounds relieving it from liability of which it had full knowl- 
edge where insured has acted upon its position as announced and 
has incurred expense in consequence of it, or, as the rule is some- 
times more broadly stated, when one specific ground of forfeiture 
is urged against a policy of insurance and the validity thereof 
denied on that ground alone, all other grounds are waived." 

The court continued however: "We are constrained to hold that 
the rule just referred to does not appIy to the facts found because, 
as appears from the letter, the insurance Company in effect stated 
that it was waiving no grounds which it had for not paying the 
claim. The intention to waive grounds of defense, which are not 
expressly stated, cannot be implied against the express statement 
that such grounds are not waived." 

Therefore the court found no liability on the part of the Com- 
pany under the policy. 

LIABILITY--CovERAGE 

[Standard Accident Ins. Co. vs. Thompson, 146 S. W. (2d) 238.] 

By an indorsement on a liability policy issued to a railroad, 
the insurance company agreed to insure the operator of the rail- 
road properties against loss from liability imposed by law upon 
the insured for damages on account of bodily injuries, including 
death resulting therefrom, accidentally suffered or claimed to have 
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been suffered by any person which was "caused by or in any way 
arising from, out of or by reason of any work whatsoever being 
done in connection with or incident to the construction of under- 
passes, overpasses or other work in connection therewith or inci- 
dent t h e r e t o . . . "  

While the policy was in effect, the operator was engaged in 
enlarging an underpass under the railroad tracks, and the work 
made it necessary to construct and maintain a temporary cross- 
ing for those using the highway which crossed the tracks where 
the underpass was being reconstructed. One Talley, while driving 
his automobile along the highway, struck, or was struck, by one 
of the operator's regular passenger trains. Talley's claim was 
settled by the railroad with the consent of the insurance company. 
Was the insurance company liable to the railroad ? 

In holding the insurance company liable, the court statedl "That 
the insurance company intended to assume a liability over and 
beyond the liability of the railroad for damages proximately 
caused by doing work on the underpass is manifested by the 
absence of a n y . . ,  limitation. It is a matter of common knowl- 
edge that there is an ever present danger of collision where high- 
ways and railroads cross at the same level. It is in anticipation 
of, for the purpose of obviating this danger that overpasses and 
underpasses are constructed. It was, therefore, entirely reason- 
able for the operation of the railroad, during the period that it 
was necessary to divert traffic which passed over the highway 
from passing through the underpass so as to make it cross the 
railroad in the very pathway of the trains, to insure against losses 
which the underpass, when open, obviated. 

"During the period that the work on the underpass necessitated 
that the traffic passing over the highway stop passing under the 
railroad and cross at the same level of the railroad, the operator 
was, because of such work, naturally exposed to the danger of 
collisions, as an incident of operating the railroad which the under- 
pass was designed to obviate, and thus subjected to damage suits. 
It  was as reasonable, therefore, for the parties to anticipate that 
during the time the work stopped the use of the underpass that 
crossing accidents might occur, as it was to suppose that there 
was any need to maintain such underpass after it had been re- 
paired and enlarged. As the terms of the endorsement are broad 
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enough literally to insure the operator against the liability here 
involved, and the construction to that effect is a reasonable one, 
we are constrained to hold that the endorsement insured against 
this type of accident." 

MALPRACTIcE--CoNTRACT 

[Safian vs. Aetna Life Insurance Company, 24 N. Y. S. (2d) 92.] 

The carrier issued a malpractice policy and in November 1935 
a patient of the insured doctor sued him for damages, alleging an 
express agreement by the physician to remove certain facial blem- 
ishes. After several operations the abnormality was worse and 
"by reason of the violation of the agreement" on the doctor's part, 
the patient sought $12,000 in damages. The insurance company 
notified the doctor it would not indemnify him for any recovery 
in the action if it was based on any contract, guaranty, or specific 
agreement in connection with the treatment of the patient. But 
as the doctor denied any contract to cure, the insurance company 
stated it would defend without waiving its rights. The Company 
referred to a statement in connection with the issuance of the 
policy in which the doctor represented that he did not have in 
force and would not "enter into any special contract or agreement 
• . .  guaranteeing the result of any operation or treatment." The 
jury rendered a verdict in favor of the patient on an action for 
breach of contract. The judgment was reversed by a higher court 
on a technicality. During the second trial of the case the doctor 
settled the claim and sought indemnification from the insurance 
company. Was the Company liable ? 

The court in finding no liability on the part of the Company 
stated : " In  this case no facts or circumstances establishing waiver 
or estoppel were established. Here the basis of nonliability is not 
that the coverage was voidable by reason of any breach of condi- 
tion, but that no insurance was ever issued or in existence cover- 
ing a cause of action based upon a breach of contract to cure. 

"I t  should be obvious that insurance coverage for claims arising 
out of 'malpractice, error or mistake,' is clearly legally distin- 
guishable from coverage for breach of contract. The legal duty, 
the breach of which is covered, is wholly different. If a doctor 
makes a contract to effect a cure and fails to do so, he is liable 
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for breach of contract even though he uses the highest professional 
skill. Insurance of such a contract would protect only medical 
charlatans. The honorable member of the medical profession is 
more keenly conscious than the rest of us that medicine is not an 
exact science, and he undertakes only to give his best judgment 
and skill. He knows he cannot warrant a cure. The settlement 
was made on the patient's claim that the doctor had breached his 
contract to cure. The insurance company gave no coverage for 
such a claim and is not answerable for any damages suffered by 
reason of a breach thereof." 

OWNERS', LANDLORDS' AND TENANTS' LIABILITY-- 
EXTRAORDINARY REPAIRS 

[Courtney vs. Ocean Accident and Guaranty Corp., 142 S. W. 
(2d) 858.] 

One Courtney was employed to make repairs on a building 
owned by Sprague, which had been damaged by a fire. Courtney 
was standing on a damaged elevator in the course of his duties 
when the lift fell and he was killed. Sprague had a liability policy 
with the insurance company and after the return of a judgment 
against Sprague unsatisfied, Courtney's widow sought to require 
the insurance company to pay the judgment. In resisting the 
claim of Courtney's widow, the insurance company relied on a 
provision of the policy which was as follows: "Unless otherwise 
specifically written in or endorsed on this policy, said policy shall 
not c o v e r . . ,  bodily injuries or death caused by the construction, 
reconstruction, demolition or extraordinary repair of any elevator 
or hoisting device, or the building or structure within which it is 
contained ; but privilege is granted under this policy to make such 
ordinary alterations and repairs as are necessary to the care of 
any elevator covered herein and its maintenance in good condi- 
tion including the renewal of existing mechanical equipment, pro- 
vided that such elevator shall not be used for service while such 
work is being done." 

The value of the building was $33,000. The repair bill amounted 
to $3,457.74. The damage as a fire insurance loss was adjusted 
for $3,716.20. 

The insurance company contended that the repairs made in the 
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building when the elevator fell were extraordinary repairs and 
that under the terms of the policy there was no liability. 

What was the liability of the insurance company ? 
The court held that there was no liability on the part of the 

insurance company since these were not ordinary repairs but 
extraordinary repairs, and consequently within the exculpation 
clause of the policy. As stated by the court, " 'Ordinary repairs' 
are such as result from ordinary wear and tear of the building 
and its decay, but 'extraordinary repairs' are something greater 
than this. It is such repairs as are made necessary by some un- 
usual or unforeseen occurrence which does not destroy the build- 
ing, but merely renders it less suited to the use for which it was 
intended. The word 'repair' does not include the word 'rebuild', 
and the courts have never so held if a house be destroyed by fire, 
to restore it would not be to 'repair' it, but to 'rebuild' it, and 
this is true even if the walls or some part thereof be standing in 
substantially the same condition in which they were before the 
fire." 

The court found the word "ordinary" defined in Webster's dic- 
tionary as "belonging to what is usual ; having or taking its place 
according to customary occurrence or procedure; usual, normal." 
The word "extraordinary" is defined by Webster as "beyond or 
out of the common order or rule; not of the usual, customary, or 
regular kind; not ordinary." 

Concluding, the court stated, "the repair work being done by 
Courtney at the time of his fall and death was part of the whole 
repair, and it cannot be said, in fairness and within reason, that 
the repairs were not extraordinary." Therefore, the company was 
not liable. 
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O B I T U A R Y  

WILLIAM THOMAS PERRY 

1878 - 1940 

William Thomas Perry, a Fellow of this Society, was killed 
on October 25, 1940, through enemy action. His wife, who was 
severely injured at the same time, died within twenty-four hours. 

Mr. Perry had been indisposed and at the urging of his asso- 
ciates remained at home on the day of the occurrence. An enemy 
flier, driven from the London area, on his way back to Germany 
dropped a bomb, which squarely struck the rear wing of Mr. 
Perry's home," The Hazard," at Crowborough in Sussex. 

Mr. Perry entered the service of The Ocean Accident and 
Guarantee Corporation, Ltd., in January 1898 in the Workmen's 
Compensation Department at the Head Office in London. His 
outstanding abilities were quickly recognized and after filling 
various important posts in that department, he was appointed 
in 1907 Manager of the Mark Lane (London) Branch. After 
achieving unusual success at that branch he was transferred to 
the United States Branch in 1917, and in 1918 was appointed 
Manager for Canada. In 1923 when Mr. W. Langton Cavers was 
appointed Manager at the Head Office in London, Mr. Perry was 
appointed Assistant Manager, subsequently being promoted to 
Deputy Manager, and finally Manager with Mr. Cavers. For 
nearly forty-three years Mr. Perry served the Corporation de- 
votedly and with distinction and his tragic death will be deplored 
by all of his friends and colleagues. 
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O B I T U A R Y  

EDWARD C. LUNT 

1863-1941 

Someone has coined the phrase "citizen of the world" to imply 
that one's activities and loyalties are of great scope. A some- 
what similar expression might be used to describe Edward C. 
Lunt's position in the insurance world. He was constantly em- 
ployed by one company or another; but it may be said that he 
was a servant of the business at large, so wide were his interests 
and his services. He was an institution and his death on January 
13, 1941, must be regarded as a public calamity. 

Edward C. Lunt was born at Malden, Mass., on March 1, 1863, 
the son of Andrew Francis and Amanda Clark Lunt. He attended 
Harvard University and upon his graduation became secretary 
to Senator George F. Hoar of Massachusetts. His first contact 
with the business of corporate suretyship occurred in 1901 when 
he joined the Fidelity and Casualty Company, which he was sub- 
sequently to serve as Vice-President. In 1922 Mr. Lunt left the 
Fidelity and Casualty Company to become President of the newly 
organized Sun Indemnity Company where he remained until 1926, 
when he resigned to install and operate the surety department of 
the Great American Indemnity Company as Vice-President of 
the Company, the position he was occupying at the time of his 
death. 

Mr. Lunt was an indefatigable worker. Realizing that a knowl- 
edge of the law was a valuable aid to one entrusted with the solu- 
tion of surety problems, he studied law and became a member of 
the New York Bar. 

Where others, on the "inside," might have been willing to capi- 
talize upon the popular conception that corporate suretyship was 
a mysterious and complicated business, Mr. Lunt, early in his 
career, resolved to educate all those who might be interested, in 
the principles and uses of surety bonds. Many persons now occu- 
pying positions of great responsibility and countless others less 
fortunately placed, will acknowledge a debt of gratitude to Lunt, 
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the author and lecturer who brought to his teachings and pro- 
nouncements a deep understanding of his subject, illuminated by 
a vocabulary and fecund wit seldom found in dissertations of such 
a technical nature. 

His book "Surety Bonds," has long been recognized as standard 
reading for students and his annual reviews of surety devel- 
opments were always eagerly awaited. In addition he was the 
author of numerous pamphlets and articles, one of which was 
"Surety Rate Making--An Approach to the Subject." (Volume 
XXV of our Proceedings.) 

Particularly fortunate were those who were privileged to hear 
Mr. Lunt speak. His services on the speakers' platform were 
greatly in demand, and his easy delivery, subtle humor, scholarly 
learning and masterful phrase-turning invariably captivated his 
audiences. 

In committee work he was recognized as a leader, conciliator 
and worker. Every existing practice, form, rule and classification 
bears, in some measure, the imprint of his mind. His guidance 
and counsel will be sorely missed in the Surety Association, 
Towner Rating Bureau, Bureau of Contract Information and 
elsewhere whenever surety men meet to discuss and to solve their 
mutual problems. 

To his personal relationships Mr. Lunt brought all the quali- 
ties which promote affection, admiration and respect. He was a 
gentleman--kind, considerate, courteous, tolerant, fair and rea- 
sonablein all his dealings. Little wonder, therefore, that his death 
is so widely mourned and that so many people are stunned as 
with a sense of deep personal loss. 
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O B I T U A R Y  

JAMES F. MITCHELL 

1877 - 1941 

James F. Mitchell, a charter member of this Society, died at 
his home in St. Davids, Pennsylvania, on Sunday, February 9, 
after an illness of about a year. He was buried in Valley Forge 
Memorial Cemetery on Tuesday, February 11. 

Mr. Mitchell was born in Baltimore on September 12, 1877, 
and was educated in the public schools of that city and the City 
College of Baltimore. He began his insurance career in the Home 
Office of the Maryland Casualty Company, starting as an office 
boy. He early became a deep student of the casualty business 
and as a result of his interest and study was advanced to the 
position of Secretary of the company. In 1916 he resigned this 
position to become Assistant United States Manager of the Gen- 
eral Accident Fire and Life Assurance Corporation in Philadel- 
phia. His special attention in this company was given to under- 
writing and he became a recognized authority on casualty, actu- 
arial and underwriting procedure. Much of the credit for the 
company's remarkable progress has been attributed to Mr. Mit- 
chell's ability as an underwriter and on April 1, 1935, he was 
appointed United States Manager to succeed Mr. Frederick Rich- 
ardson when the latter became Deputy Chairman of the Board 
in Perth, Scotland. 

Mr. Mitchell was a member of many clubs and organizations, 
including a number associated with the insurance business. In 
addition he was deeply interested in the affairs of the Wayne 
Methodist Church and was president of the board of trustees. 

It is with deep regret that we record the passing of another of 
the charter members of this Association. We owe much to the 
foresight and vision of men like James F. Mitchell and are grate- 
ful to him for the sound foundation which he helped to build for 
the casualty business. 
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ABSTRACT FROM THE MINUTES OF THE MEETING 
MAY 16, 1941 

The semi-annual (fifty-sixth regular) meeting of the Casualty 
Actuarial Society was held at Trinity College, Hartford, Connec- 
ticut, on Friday, May 16, 1941. 

President Pinney called the meeting to order at 10:30 A.M. 
(daylight saving time). The roll was called showing the follow- 
ing forty-two Fellows and fifteen Associates present: 

FELLOWS 

AINLEY GRAHA~r, C.M. MOONEY 
BARBER GREENE OBERHAUS 
BERKELEY HOBBS PAGE 
CAHILL HOOKER PERRY~IAN 
CAMERON HUNT PICKETT 
COATES, C.S. JONES, H.M. PINNEY 
COGSWELL KARDONSKY PRUITT 
COMSTOCK KIRKPATRICK SI~ITH, S. E. 
CRANE KORMES TARBELL 
DORWEILER LINDER VALERIUS 
FALLOW IA~ASTERSON VAN TUYL 
FARLEY MATTHEWS WAITE, A. W. 
FONDILLER MCMANUS WHITNEY 
GINSBUROH MILLER, J.H. WILLIAMS 

ASSOCIATES 

BARRON GIBSON PENNOCK 
BLACK, N.C. GILDEA PETERS 
BLACKHALL HALL, H.L. SPENCER 
FIZZ JOHNSON, R.A. WAR,N, C. S. 
FURNIVALL MARSH WILLIAMSON 

Dr. R. B. Ogilby, President of Trinity College, made an address 
of welcome. 

By invitation, a number of officials of casualty companies and 
organizations were present. 
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Mr. Pinney read his presidential address. 
The minutes of the meeting held November 15, 1940, were 

approved as printed in the Proceedings. 
The Secretary-Treasurer (Richard Fondiller) read the report 

of the Council and upon motion it was adopted by the Society. 
The Council had decided at its meeting on March 20, 1941, to 
adopt rules respecting admission of Fellows without examination 
for the guidance of the Committee on Admissions, including the 
condition that candidates for admission as Fellows without exam- 
ination shall be restricted to Associate Members of the Society. 
The Council had also decided that, commencing with 1942, the 
examinations would be held on the first Wednesday and following 
Thursday in the month of April in each year and that applica- 
tions must be received before the fifteenth day of January. Henry 
C. Carver had been reinstated as a Fellow of the Society. 

The President announced the deaths, since the last meeting of 
the Society, of four Fellows, Robert J. Hillas, Edward C. Lunt, 
James F. Mitchell and W. T. Perry, and the memorial notices 
appearing in this Number were thereupon read. 

The new papers printed in this Number were read. 

Hon. John C. ]31ackall, Commissioner of Insurance of Connec- 
ticut, addressed the Society. 

Recess was taken for lunch at the College Dining Hall until 
2:30 P. M. 

Informal discussion was participated in by a number of mem- 
bers and invited speakers upon the following topics: 

"As respects the Liability lines, why not issue unlimited 
coverage as standard coverage, subject to limitation by 
endorsement in exceptional cases ?" 

"Insurance problems and rate making procedure in  connec- 
tion with United States Government Defense Projects." 

"What steps should be taken by American casualty companies 
to protect themselves and their policyholders against the 
possibility tha~ developments in the War may make it 
inadvisable or impractical to secure adequate excess limits 
and special risk protection in foreign markets ?" 
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The papers presented at the last meeting were discussed. 

The Hartford Companies were hosts at a dinner which was 
given at the Farmington Country Club on Thursday evening, May 
15th, for members of the Society. A vote of thanks was adopted 
by the Society in appreciation of the hospitality of the Hartford 
Companies. 

Upon motion, the meeting adjourned at 5 P.M. 

INVITED GUESTS PRESENT AT THE MEETING 

HON. JOHN C. BL~CXA~, Insurance Commissioner, Hartford, 
Connecticut. 

ALVIN F. COMSTOCK, Rating Engineer, Century Indemnity Com- 
pany, Hartford, Conn. 

H. E. CURRY, Actuary, Farm Bureau Insurance Compauies, 
Columbus, Ohio. 

JosEPH H. Fo~s~, Associate Actuary, Liberty Mutual Insurance 
Company, Boston, Mass. 

E. A. Gn)DINOS, Asst. Secretary, Aetna Life Insurance Company, 
Hartford, Conn. 

HON. CHARLES F. J. HARRINGTON, Insurance Commissioner, Bos- 
ton, Mass. 

R. E. HATF~LD, Assistant Manager, Massachusetts Rating & 
Inspection Bureau, Boston, Mass. 

P. H. MAY, Vice President and Comptroller, Maryland Casualty 
Company, Baltimore, Md. 

RAY McK~NzIE, Manager, Fidelity & Deposit Company, Hart- 
ford, Conn. 

LESLIE W. SANDERS, Supervisor, Aetna Life and Affiliated Com- 
panies, Hartford, Conn. 

C. L. SCH~IER, Statistician, Compensation Rating & Inspection 
Bureau of New Jersey, Newark, N. J. 

F. B. SCHRO~R, Underwriter, Zurich General Accident & Lia- 
bility Insurance Company, 80 John Street, New York. 
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OF THE CASUALTY ACTUARIAL SOCIETY 

An asterisk (*) indicates that the work is included in the reading list of 
the current edition of "Recommendations for Study." Most of the abbrevia- 
tions used are familiar. The following are specifically explained: 

I.A.S.G. - -  Insurance and Actuarial Society of Glasgow. 
I.L.O. - -  International Labour Office. 
J.I.A. - -  Journal of Institute of Actuaries. 
(P.)C.A.S. - -  (Proceedings) Casualty Actuarial Society. 
(T.)A.S.A. - -  (Transactions) Actuarial Society of America. 
(P) - -  Indicates Paper Bound. 

ACCOUNTING 

Hod.ge, ,4lbert Claire and McK~nsey, James Oscar: Principles of Account- 
rag. 1920. Pp. 394. 

*Hull, Robert Sedgwlck: Casualty Insurance Accounting. 1930. Pp. 325. 
(3 copies.) 

*Kester, Roy B.: Principles of Accounting. 4th ed. 1939. Pp. 703. 
Principles of Accounting; practice problems, first series of 

the fourth edition. 1939. Pp. 235. (P) 
Schnackel, H. G. and Lang, Henry C.: Accounting by Machine Methods; 

the design and operation of modern systems. 1929. Pp. 563. 

ECONOMICS 

,4merican Economists Council for the Study of Branch Banking: Bibliog- 
raphy on Branch Banking. (Compiled by John M. Chapman.) 1939. 
Pp. 23. (P) 

Berridge, William .4. : Cycles of Unemployment in the Unitcd States, 1903- 
1922. 1923. Pp. 88. 

Bishop, ,4yard Longley: The Financing of Business Enterprises. 1929. 
Pp. 616. 

Bradford, Frederick `4.: The Legal Status of Branch Banking in the 
United States. 1940. Pp. 32. (P) 

Ely, Richard T. and others: Outlines of Economics. 4th revised ed. 1923. 
Pp. 729. 

Fisher, Irving: The Nature of Capital and Income. 1906. Pp. 427. 
Hardy, Charles 0.: Readings in Risk and Risk-Bearing. 1924. Pp. 368. 

Risk and Risk-Bearlng. Revised ed. 1931. Pp. 364. 
]ames, F. Cyril: A Colloquy on Branch Banking; contemporary questions 

and answers. 1939. Pp. 28. (P) 
Megrah, Maurlce: The Organization and Functioning of Branch Banking in 

England and Wales. 1941. Pp. 38. (P) 
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*Moulton, Harold G.: Financial Organization and the Economic System. 
1938. Pp. 515. 

Patterson, Edwin I47.: The Apportionment of Business Risks through Legal 
Devices. (In Columbia Law Review, April, 1924.) Pp. 335-359. (P)  

Persons, Warren M. and Foster. W. T. and Hettlnger, A. ]., Jr., editors: 
The Problem of Business Forecasting. (Papers before Amer. Stat. 
Assoc., 1923.) 1924. Pp. 317. 

Tausslg, 17. W.: Principles of Economics. 3rd ed. revised. Vols. I-II.  
1921. Pp. 545 and 576. 

Westerfield, Ray B.: Historical Survey of Branch Banking in the United 
States. 1939. Pp. 39. (P)  

*Willett, Allan H.: The Economic Theory of Risk and Insurance. 1901. 
Pp. 142. 

INSURANCE 
1. GENERAL 
American Academy of Political and Social Science: Modern Insurance 

Problems; The Annals, March, 1917. (Edited by S. S. Huebner.) 
Pp. 347. (P)  

Modern Insurance Tendencies; The Annals, March, 1927. 
(Edited by S. S. Huebner.) Pp. 238. (P)  

Hardy, Charles O. (See under "Economics.") 
Huebner, S. S.: Property Insurance; comprising fire and marine insurance, 

automobile insurance, fidelity and surety bonding, title insurance, credit 
insurance, and miscellaneous forms of property insurance. New ed. 
1922. Pp. 601. 

Incorporated Australian Insurance Institute: Journal, Vols. 2, 3, 5 (year 
1923) to date. 

National Association of Insurance Commissioners: Proceedings. (See un- 
der "Investments," Blackall.) 

Patterson, Edwin Wilhlte: The Insurance Commissioner in the United 
States; a study in administrative law and practice. 1927. Pp. 589. 

(See also under "Economics" and "Law.") 
Rieyel, Robert and Loman, H. J.: Insurance; principles and practices. Re- 

vised ed. 1929. Pp. 690. 
Tuma, F. L.: The Economic Theory of Reinsurance. (Paper before Ins. 

Inst. of London, 1932.) Pp. 29. (P)  
U. S. Bureau of the Census: Census of Business: 1935--Insurance. 1937. 

Pp. 41. (P) 
Willett, Allan H. (See under "Economics.") 
Wolfe, S. Herbert: The Examination of Insurance Companies; a series of 

talks to the members of his office staff. 1910. Pp. 248. 

2. CASUALTY INSURANCE AND SURETYSHIP 
Acker, Milton: Variations in Cost of Compensation and Public Liability 

Insurance. (Address before Amer. Road Builders' Assoc., 1936.) 
Pp. 12. (P) 

Blanchard, Ralph H.: Liability and Compensation Insurance; industrial 
accidents and their prevention employers' liability, workmen's com- 
pensation, insurance of employers liability and workmen's compensation. 
1917. Pp. 394. 

Workmen's Compensation in the United States. (I.L.O. 
Series M, No. 5.) 1926. Pp. 103. (P)  
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ance; their distinguishing features, their importance, and their growth 
and development. (Address before Ins. Soc. of N. Y., 1916.). 1917. 
Pp. 15. (P) 

*Casualty Actuarial Society: Proceedings, Vols. I to date, years 1914 to 
date; Index--Vols. I-X, Vols. XI-XX. 

• Proceedings--reprints of individual papers: 
Buck, G. B.: Vol. II,  No. 6. 
Cahill, 1. M.: Vol. XXI, Nos. 

43 and 44. 
Cammack, E. E. : Vol. II,  No. 4. 
DeBlois, L. A.: Vol. XIV, 

No. 29. 
Downey, E. H.: Vol. II, No. 4. 
Downey, E. H.: Vol. II,  No. 6. 
Dublin, L. L: Vol. II, No. 5. 
Fisher, A.: Vol. II, No. 4. 
Fisher, A.: Vol. II,  No. 6. 
Flynn, B. D.: Vol. II, No. 5. 
Fondiller, R. and Elston, ]. S.: 

Vol. XI, No. 23. 
Forbes, C. S.: Vol. II, No. 4. 
Garrison, F. S.: Vol. II, No. 4. 
Goodwin, E. S.: Vol. II, No. 6. 
Greene, W. W.: Vol. I, No. 1. 
Greene, W. W.: Vol. II, No. 6. 
Hobbs, C. W.: Vol. XI, No. 24. 
Hobbs, C. W.: Vol. XVIII ,  

No. 38. 
Hobbs, C. W.: Vol. XXII, 

No. 46. 

Hobbs, C. W.: Vol. XXIII ,  No..48. 
King, W. L : Vol. II, No. 4. 
Kormes, M.: Vol. XXIII ,  No. 47. 
Maddrill, 1. D.: Vol. II,  No. 5. 
Miehelbacher, G. F.: Vol. II, No. 4. 
Mowbray, A. H.: Vol. I, No. 1. 
Mowbray, A. H.: Vol. II, No. 4. 
Mowbray, A. H. and Black, S. B.: 

Vol. II, No. 6. 
Olifiers, E.: Vol. II, No. 5. 
Orr, R. K. : Vol. II, No. 4. 
Rubi~ww, I. M.: Vol. I, No. 1. 
Rubinow, I. M.: Vol. II,  No. 4. 
Rubinow, I. M.: Vol. II, No. 5. 
Rubinow, I. M.: Vol. II, No. 6. 
Scattergood, C. E.: Vol. II, No. 5. 
Senior, L. S.: Vol. XXIII .  No. 48 

and Vol. XXIV, No. 49. 
Speed, B. : Vol. II, No. 4. 
Wilson, H. M.: Vol. II, No. 4. 
Woode~ard, I. H.: Vol. II, No. 5. 
Woodward, ]. H. : Vol. II, No. 6. 

Recommendations for Study. 6th ed., 1935 and 7th ed., 1940. 
Year Book. 1927, 1928, 1930 to date. 

Casualty and Surety Journal, Nos. 1 to date ; May, 1940 to date. 
*Committee to Study Compensation for Automobile Accidents: Report. 1932. 

Pp. 300. (P)  
Corpus ]uris. (See under "Law.") 
Cowee, George Alvin: Bankers and Brokers Blanket Bonds. 1938. Pp. 267. 

*Crist, G. W., i t . :  Corporate Suretyship. 1939. Pp. 439. 
Crobaugh. Clyde 1. and Redding, Amos E.: Casualty Insurance. 1928. 

Pp. 773. 
Cunneen, Terence F.: State Supervision of Casualty Insurance. 1927. Pp. 

34. (P)  
Downey, E. H.: The Uses and Abuses of Schedule Z. n.d. Pp. 12. (P)  

Workmen's Compensation. 1924. Pp. 223. 
Hansen, Carl M.: A Brief Treatise on Schedule Rating for Workmen's 

Compensation Insurance. 1914. Pp. 16. 
Universal Analytic Schedule for the Measuring of Relative 

Work Accident Hazards in Manufacturing Industries. 1914. Pp. 54. 
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Hardison, Frank H.: The Origin and History of Schedule Z in Massachu- 
setts, n.d. Pp. 10. (P)  

Hobbs, Clarence W.: Experience Rating in Compensation Insurance. (Ad- 
dress before N.C.I.C., 1924.) Pp. 18. (P)  

Insurance Coverages; as affected by the charter powers of 
il)surance companies. (Address before N.C.I.C., 1923). Pp. 60. (P)  

- -  The National Council on Compensation Insurance; a description 
of its organization, history and rate making methods, of the connection 
of the National Convention of Insurance Commissioners therewith, and 
of the appointment and functions of the representative of the National 
Association of Insurance Commissioners. (1937.) Pp. 233. 

The Permanent Rate Making Method Adopted by the National 
Council on Co/npensation Insurance. (Address before N.C.I.C., 1925.) 
Pp. 21. (P)  

The Powers of Casualty Insurance Companies. (Address be- 
fore Ins. Soc. of N. Y., 1921.) Pp. 11. (P)  

Qualifying Bonds or Deposits in Workmen's Compensation and 
Other Lines of Insurance. (Address before Amer. Bar Assoc., 1934.) 
Pp. 22. (P)  

* Report Relative to National Council on Compensation Insur- 
ance. 1923 to date. (P)  (Latest three years on reading list.) 

The State and Vvorkmen's Compensation Insurance. (Ad- 
dress before Assoc. of Supts. of Ins. of Provinces of Canada, 1928.) 
Pp. 30. (P)  

Supervision of Super Insurers. (Address before Assoc. of 
Supts. of Ins. of Provinces of Canada, 1929.) Pp. 32. (P)  

*- - -  Workmen's Compensation Insurance; including employers' lia- 
bility insurance. 2nd ed. 1939. Pp. 707. (See under Michelbaeher 
and Nial for 1st ed.) 

*Hull, Robert Sedgw~ck. (See under "Accounting.") 
International Labour Office: Compensation for Industrial Accidents; com- 

parative analysis of national laws. (Series M, No. 2.) 1925. Pp. 
655. (P)  

Compensation for Occupational Diseases; comparative analy- 
sis of national legislation.s. (Series M, No. 3.) 1925. Pp. 76. (P)  

*Kutp, C. A.: Casualty Insurance; workmen's compensation, public liability, 
automobile, accident and health, burglary, plate glass, power plant, 
forgery, credit, and other lines. 1928. Pp. 610. 

*Law and Go,temporary Problems: Financial Protection for the Motor 
Accident Victim. (Vol. III ,  No. 4.) October, 1936. (P)  

Leslie, W.: The Determination of the Premiums and Reserves for Assur- 
ances against Accident and Civil Liability. (Reprint from Transactions 
of 10th International Congress of Actuaries.) 1934. Pp. 28. (P)  

Lunt, Edward C.: Surety Bonds; nature, functions, underwriting require- 
ments. Revised ed. 1930. Pp. 430. 

Mackall, Luther E.: The Principles of Surety Underwriting; a practical 
textbook for agents, underwriters and students. 4th ed. 1929. Pp. 
280. 

Michelbacher, G. F.: Miscellaneous Public Liability and Property Damage 
Liability Insurance in the United States. (Lecture before Ins. Inst. of 
Toronto, Canada, 1926.) Pp. 50. (P)  

*Michelbaeher, G. F. and associates: Casualty Insurance Principles. 1930. 
Pp. 709. 
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Michelbacher, G. F. and Nial, Thomas M.: Workmen's Compensation In- 
surance; including employers' liability insurance. 192.5. Pp. 503. (See 
under Hobbs for 2rid ed.) 

*National Bureau of Casualty and Surety Underwriters: Automobile 
Casualty Manual; bodily injury liability and property damage liability 
insurance. (Current, with rate sheets for Connecticut and New York.) 

A Bibliography of Publications on Casualty Insurance and 
Suretyship. (Prepared by Mildred B. Pressman.) 1930. Pp. 23. (P)  

* Experience Rating Plans and Forms (Current) : 
Automobile Experience Rating Plan and $50 Deductible Property Dam- 

age Experience Rating Plan. (With Garage Schedule Rating 
Form.) 

Burglary Experience Rating Plan. 
Employers' Liability Experience Rating Plan. 
Experience Rating Plan for Innkeepers' Liability Insurance, Safe De- 

pository Liability Insurance, Warehousemen's Liability Insurance. 
Glass Experience Rating Plan. (Form only.) 
Public Liability Experience Rating Plan. 
(See under National Council and New York Comp. Ins. Rating Board 

for other material bound with foregoing.) 
*-- Glass Insurance Statistical Plan; Part I--Instructions, and 

Part II--Codes. (Current.) 
Library Bulletin. (Ammal index to current literature deal- 

ing with casualty insurance, suretyship and related subjects.) Vols. 
1-6 (all that were issued, years 1928-33). (P) 

* Manual of Boiler and Machinery Insurance; rules and rates. 
(Current.) 

* Manual of Burglary, Theft and Robbery Insurance; rules and 
rates. (Current.) 

* Manual of Glass Insurance Including Glass in Automobiles; 
rules and rates. (Current, with New York City zone sheets.) (P)  

* Manuals of Liability Insurance. (Current, with Connecticut 
and New York rate sheets for Owners', Landlords' and Tenants' 
Liability.) 

Selected List of Books and Articles on Aeronautics for the 
Insurance Underwriter. (Prepared by Mildred B. Pressman.) 1928. 
Pp. 29. (P) 

* Statistical Plans (Current) : 
Automobile Bodily Injury and Property Damage Statistical Plan; Part 

I--Instructions, Part II--Codes. 
Burglary Statistical Plan; Part I--Instructions, Part II--Codes. 
Public and Property Damage Liability Statistical Plan ; Part I--Instruc- 
tions, Part II--Codes. 
(See under National Council and New York Comp. Ins. Rating Board 

for other material bound with foregoing.) 
*National Cozmcil on Compen,~ation Insurance: The Basic Manual of Rules, 
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Liability Insurance--1934. (Current, with rate sheets for Connecticut.) 

* Experience Rating Plans and Forms (Current) : 
Experience Rating Plan--1928; 'Workmen's Compensation and Em- 

ployers' Liability Insurance. 
Experience Rating Plan--1940; Workmen's Compensation and Em- 

ployers' Liability Insurance. (With Connecticut sheets.) 
(See under National Bureau and New York Comp. Ins. Rating Board 

for other material bound with foregoing.) 
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* The Industrial Compensation Rating Schedule--1935; adopted 
by Compensation Insurance Rating Board, New York. (Current.) 
(Bound with New York Comp. Ins. Rating Board : New York Occupa- 
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FOREWORD 
The Casualty Actuarial Society was organized November 7, 1914 as the 

Casualty Actuarial and Statistical Society of America, with 97 charter members 
of the grade of Fellow. The present title was adopted on May 14, 1921. The 
object of the Society is 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 collec- 
tion of a library and such other means as may be found desirable. 

Prior to 1914 little technical study was given to the actuarial and under- 
writing problems of most of the branches of casualty insurance. The organiza- 
tion of the Society was brought about through the suggestion of Dr. I. M. 
Rubinow, who became the first president. The problems surrounding work- 
men's compensation were at that time the most urgent, and consequently 
many of the members played a leading part in the development of the scientific 
basis upon which workmen's compensation insurance now rests. 

The members of the Society have also presented original papers to the 
Proceedings upon the scientific formulation of standards for the computation 
of both rates and reserves in accident and health insurance, liability, burglary, 
and the various automobile coverages. The presidential addresses constitute 
a valuable record of the current problems facing the casualty insurance 
business. Other papers in the Proceedings deal with acquisition costs, pension 
funds, legal decisions, investments, claims, reinsurance, accounting, statutory 
requirements, loss reserves, statistics, and the examination of casualty com- 
panies. The Committee on Compensation and Liability Loss Reserves sub- 
mitted a report which has been printed in Proceedings No. 35 and No. 36. 
The Committee on Remarriage Table submitted a report including tables, 
printed in Proceedings No. 40. The Special Committee on Bases of Exposure 
submitted a report which is printed in Proceedings No. 43. The "Recommen- 
dations for Study" appear in Proceedings No. 54. 

The lower grade of membership in the Society is that of Associate. No 
candidate will be permitted to present himself for any part of the Fellow- 
ship Examination unless he has previously passed, or shall concurrently 
present himself for and submit papers for, all parts of the Associateship 
Examination and all preceding parts of the Fellowship Examination. 
Examinations have been held every year since organization; they are held on 
the third Wednesday and following Thursday in May, in various cities in the 
United States and Canada. The membership of the Society consists of 
actuaries, statisticians, and executives who are connected with the principal 
casualty companies and organizations in the United States and Canada. The 
Society has a total membership of 305, consisting of 175 Fellows and 130 
Associates. 

The annual meeting of the Society is held in New York in November and 
the semi-annual meeting is held in May. The twenty-fifth anniversary of the 
Society was appropriately celebrated in New York on November 16 and 17, 
1939. 

The Society twice a year issues a publication entitled the Proceedings which 
contains original papers presented at the meetings. The Proceedings also 
contain discussions of papers, reviews of books, current notes and legal notes. 
This Year Book is published annually and "Recommendations for Study" is 
a pamphlet which outlines the course of study to be followed in connection 
with the examinations for admission. These two booklets may be obtained 
free upon application to the Secretary-Treasurer, 90 John Street, New York. 
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CASUALTY ACTUARIAL SOCIETY 

NOWMBER 15, 1940 

T H E  C O U N C I L  

*Oj~¢er$: SYDNEY D .  PINNEY . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  President 
HAROLD J.  GINSBURGH . . . . . . . . . . . . . . . . . . . . . .  Vice-President 
JAMES A. CAHILL . . . . . . . . . . . . . . . . . . . . . . . . . .  Vice-President 
RICHARD I~ONDILLER . . . . . . . . . . . . . . . . . . . .  Secretary-Treasurer 
CLARENCE W .  HOBES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Editor 
THOMAS O. CARLSON . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Librarian 

rEx-President: FRANCIS S. P~.RRYMAN . . . . . . . . . . . . . . . . . . . . . . . .  1944 

tEx-Vice-Presidents: HARMON T.  BAREER . . . . . . . . . . . . . . . . . . . . .  1944 
WlLLIAX~ J.  CONSTABLE . . . . . . . . . . . . . . . . . . .  1944 

~Elected: ARVHUR E.  CLEAlZV . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1941 
ROB~.RT V. SmNOTV . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1941 
EMMA C. MAVCRINK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1941 
NELS M .  VALERIUS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I942 
JOHN A.  MILLS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1942 

ALBERT Z. SKELmNC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1942 
RUSSELL P.  GODDARD . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1943 
PAUL DORWEILER . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1943 

CHARLES M .  GRAHA~I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1943 

*Terms  expi 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  1941. 
t T e r m s  expi 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 h e  y e a r  g iven .  
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COMMITTEES 

COMMITTEE ON ADMISSIONS 
THOMAS P. TARBELL (CHAIRMAN) 
GUSTAV F. MICHELBACHER 
WILLIAM J. CONSTABLE 
HIRAM O. VAN TUVL 
CHARLES J, HAUGH 

AUDITING COMMITTEE 
W. PHILLIPS COMSTOCK (CHAIRMAN) 
ERNEST T. BERKELEY 
DUDLEY M. PRUITT 

EDITORIAL COMMITTEE 
CLARENCE W. HOBBS (CHAIRMAN) 

ASSISTANT EDITORS 
CLARENCE A. KtrLP 
JACK J. SMICK 
THOMAS O, CARLSON 

EDUCATIONAL COMMITTEE 
THOMAS O. CARLSON (CHAIRMAN) 
CLARENCE A, I~ULP 
DANIEL J. LYONS 
ALBERT Z. SKELDING 
NELS U .  VALERIUS 
JOHN A. MILLS 

EXAMINATION COMMITTEE 
RUSSELL P. GODDARD (GENERAL CHAIRMAN) 

FELLOWSHIP 
ROBERT V. SINNOTT (CHAIRMAN) 
HARRY V, WILLIAMS 
ARTHUR E. CLEARY 

ASSOCIATESHIP 
MATTHEW I-~, McCONNELL, ~R. (CHAIRMAN) 
~sOHN A. MILLS 

EYMOUR E. SMITH 

COMMITTEE ON PAPEES 
ARTHUR N. MATTHEWS (CHAIRMAN) 
PAUL DORWEILER 
HOWARD G. CRANE 
CLARENCE W. HOBBS (ex-o.~cio) 

COMMITTEE ON PROGRAM 
SYDNEY D. PINNEY, CHAIRMAN (gX-O~¢iO) 
JAMES M. CAHILL 
HAROLD J. GINSBURGH 
CLARENCE W. HOBBS 
WILLIAM F. ROEBER 
RICHARD FONDILLER (eI-O.~C~O) 
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SPECIAL COMMITTEES 

COMMITTEE ON MORTALITY FOR DISABLED LIVES 
PAUL DORWELLER (CHAIRMAN) 
RALPH IV[. MARSHALL 
MARK I~ORMES 
HARMON T. BARBER 
S. BRUCE BLACK 
CHARLES ~V[. ORAHAM 
RICHARD IVY. PENNOCK 

COMMITTEE ON ESTIMATE OF COST OF AUTOMOBILE ACCIDENT COMPENSATION 
RALPH H. BLANCFIARD (CHAIRMAN) 
WILLIAM J, CONSTABLE 
HAROLD J. GINSBURGH 
GRADY H. HIPP 
I~"RANCIS S. 1DERRYMAN 
THOMAS 1%̀  . TARBELL 

COMMXTTEE ON UNEMPLOYMENT INSURANCE 
FRANCIS S. PERRY~AN (CHAIRMAN) 
HARMON W. BARBER 
JAMES M. CAHILL 
HAROLD J'. GINSBURGH 
ORADY H. HIPP 
CLARENCE A. KULP 
WILLIAM A. '~rlLLIAMSON 
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MEMBERSHIP OF THE SOCIETY, NOVEMBER 15, 1940 

FELLOWS 

Those marked (~) were Charter Members at date of organization, November 
7, 1914. 

Those marked (*) have been admitted as Fellows upon examination by the 
Society. 

Date Admitted 
*Nov. 2I, 1930 

*Nov. 13, 1931 

May 23, 1924 

*Nov. 20, 1924 

*Nov. 18, 1932 

*Nov. 13, 1931 

*Nov. 22, 1934 

t 

Apr. 20, 1917 

May 24, 1921[ 

t 

*Nov. 18, 1927 

Oct. 22, 1915 

*Nov. 18, 1932 

AINLEY, JOHN W., The Travelers Insurance Company, 700 Main 
Street, Hartford, Corm. 

AtmT, GILBERT E., Actuary, Church Pension Fund and Church 
Life Insurance Corporation, 20 Exchange Place, New 
York. 

BAILEY, WILLIAm{ B., Economist, The Travelers Insurance Com- 
pany, 700 Main Street, Hartford, Conn. 

BARBER, HARMON T., Assistant Actuary, Casualty Actuarial 
Department, The Travelers Insurance Co., 700 Main 
Street, Hartford, Corm. 

BARTER, JOHN L., Secretary, Hartford Accident & Indemr~ty Co., 
Hartford, Conn. 

BATHO, ELGIN R., Assistant Actuary, Equitable Life Insurance 
Company of Canada, Waterloo, Ontario, Canada. 

BENJAMIN , ROLAND, Treasurer, Fidelity & Deposit Company of 
Maryland and American Bonding Company, Baltimore, 
Md. 

BERKELEY, ERNEST T., Superintendent, Actuarial Department, 
Employers Liability Assurance Corporation, Boston, 
Mass. 

BLACKp S. BRUCE, President, Liberty Mutual Insurance Company, 
175 Berkeley Street, Boston, Mass. 

BLANCHARD, RALPH H., Professor of Insurance, School of Business, 
Columbia University, New York. 

BOND, EDWARD J., President, Maryland Casualty Company, Balti- 
more, Md. 

BREIBY, WILLIAM, Vice-President, Pacific Mutual Life Insurance 
Company, Los Angeles, Cal. 

BROWN, F. STUARt, Statistician, Indemnity Insurance Co. of North 
America, 1600 Arch St., Philadelphia, Pa. 

BROWN, HERBERT D., (Retired), Glenora, Yates County, New 
York. 

BUCK, GEORGE B., Consulting Actuary for Pension Funds, 150 
Nassau Street, New York. 

BURnA~S, CHARLES H., Standard Accident Insurance Company, 
640 Temple Avenue, Detroit, Mich. 



Date Admitted 
Apr. 20, 1917 

*Nov. 23, 1928 

*Nov. 19, 1929 

*Nov. 18, 1932 

t 

*Nov. 17, 1938 

*Nov. 21, 1930 

t 
*Nov. 13, 1936 

*Nov. 15, 1918 

*Nov. 17, 1922 

Oct. 27, 1916 

Feb. 19, 1915 

*Nov. 23, 1928 

*Nov. 22, 1934 

*Nov. 22, 1934 

t 

*Nov. 18, 1925 

t 

*Nov. 19, 1926 

*Nov. 18, 1932 

*Nov. 18, 1927 

t 
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BURHOP, WILLIAM H., Executive Vice-President, Employers 
Mutual Liability Insurance Company, Wausau, Wis. 

BURLIN6, WmLIA~ H., Assistant Actuary, The Travelers Insur- 
ance Company, 700 Main Street, Hartford, Conn. 

CAHILL, JAMES M., Actuary, Compensation Insurance Rating 
Board, 125 Park Avenue, New York. 

CAMERON, FREELAND R., Assistant Manager, Automobile ]Depart- 
ment, American Surety Company, 100 Broadway, New 
York. 

CAMMACK, EDMUND E., Vice-Presldent and Actuary, Aetna Life 
Insurance Company, Hartford, Conn. 

CARLETON, JOHN W., State Compensation Insurance Fund, 450 
McAllister Street, San Francisco, Calif. 

CARLSON, THOMAS 0., Assistant Actuary, National Bureau of 
Casualty & Surety Underwriters, 60 John Street, 
New York. 

CARPENTER, RAYMOND V., (Retired), 66 Park Avenue, New York. 
CLEARY, ARTHUR E., Actuary, Massachusetts Insurance Depart- 

ment, 10O Nashua Street, Boston, Mass. 
COATES, BARRETT N., Coates and Herfurth, Consulting Actuaries, 

582 Market Street, San Francisco, Calif. 
COATES, CLARENCE S., Assistant Secretary, Lumbermen's Mutual 

Casualty Company, Mutual Insurance Bldg., Chicago, 
Ill. 

CO~SWSLL, EDMUND S., First Deputy Commissioner of Insurance, 
100 Nashua Street, Boston, Mass. 

COLLINS, HENRY, Manager and Attorney, Ocean Accident & 
Guarantee Corporation and President, Columbia Casu- 
alty Company, 1 Park Avenue, New York. 

COMSTOCK, W. PHILLIPS, Statistician, London Guarantee & Acci- 
dent Company, 5,5 Fifth Avenue, New York. 

CONSTABLE, WILLIAM J., Secretary, Lumbermens Mutual Casualty 
Company, 342 Madison Avenue, New York. 

COOK, EDWIN A., Assistant Secretary, Interboro Mutual Indemnity 
Insurance Company, 270 Madison Avenue, New York. 

COPELAND, JOHN A., Consulting Actuary, Candler Building, 
Atlanta, Ga. 

CORCORAN, WILLIAM M., Consulting Actuary, c/o S. H and Lee J, 
Wolfe, 116 John Street, New York. 

COWLES, WALTER G., Vice-President, The Travelers Insurance 
Company, 700 Main Street, Hartford, Conn. 

CRANE, HOWARD G., Treasurer, General Reinsurance Corporation, 
90 John Street, New York. 

DAVIES, ~. ALFRED, Budget Supervisor, Liberty Mutual Insurance 
Company, 125 Berkeley Street, Boston, Mass. 

DAvis, EVELYN M., Woodward, Ryan, Sharp & Davis, Consulting 
Actuaries, 90 John Street, New York. 

DAWSON, MILES IV[., Consulting Actuary and Counsellor at Law, 
500 Fifth Avenue, New York. 



Date Admitted 

t 

*Nov. 17, 1920 

May 19, 1915 

*Nov. 24, 1933 

*Nov. 15, 1940 

*Nov. 17, 1922 

*Nov. 15, 1935 

t 

t 

*Nov. 15, 1940 

t 

*Nov. 15, 1935 

Feb. 19, 1915 

t 

Feb. 19, 1915 

t 

*Nov. 22, 1934 

t 

*Nov. 18, 1927 

t 
Peb. 19, 1915 

"Nov. 20, 1924 

8 
FELLOWS 

DEARTh, ELMER H., (Retired), 1156 Lincoln Avenue, St. Paul, 
Minn. 

DEtC~¥, ECKFORD C., President, DeKay & Company, 84 William 
Street, New York. 

DORWEILER, PAUL, Actuary, Aetna Casualty & Surety Company, 
Hartford, Conn. 

DUNLAP, EARL O., Third Vice President, Metropolitan Life 
Insurance Company, 1 Madison Avenue, New York. 

EDWARDS, JOHN', Casualty Actuary, Ontario Insurance Depart- 
ment, 91 Arundel Avenue, Toronto, Ontario, Canada. 

Er.LTOrr, GEO~6E B., Compensation Actuary, Pennsylvania Insur- 
ance Department, 938 Public Ledger Bldg., Philadelphia, 
Pa. 

ELSTON, JAMES S., Assistant Actuary, Life Actuarial Department, 
The Travelers Insurance Co., 700 Mall Street, Hartford, 
Corm. 

EPPINK, WALTER T., Vice-President, Merchants' Mutual Casualty 
CO., Casualty Insurance Building, Buffalo, New York. 

FAC~.ER, EDWARD B., Consulting Actuary, Fackler & Company, 
8 West 40th Street, New York. 

FALLOW, EVERETT S., Actuary, Accident Actuarial Department, 
The Travelers Insurance Co., 700 Mare Street, Hartford, 
Conn. 

PARLEY, JARWS, Asst. Treasurer and Actuary, Massachusetts In- 
demnity Co., 632 Beacon Street, Boston, Mass. 

FARRER, HENRY, National Security Fire Insurance Company, 99 
John Street, New York. 

FITZHUGH, GILBERT W., Assistant Actuary, Metropolitan Life 
Insurance Co., 1 Madison Avenue, New York. 

FLANIGAN, JAMES E., Agency Manager, Bankers Life Co., 225 
Broadway, New York. 

FLYNN, BENEDICT D., Vice-President and Actuary, The Travelers 
Insurance Co., 700 Main Street, Hartford, Conn. 

FONDILLER, RICHARD, Woodward and Fondiller, Consulting Actu- 
aries, 90 John Street, New York. 

FORBES, CHARLES S., Treasurer, Smyth, Sanford and Gerard, Inc., 
Insurance Brokers, 68 William Street, New York. 

FULLER, GARDNER V., Secretary, National Council on Compensa- 
tion Insurance, 45 East 17th Street, New York. 

FRANKLIN CHARLES H., (Retired) 4622 East 40th St., SeattIe, 
Washington. 

FREDRICKSON, CARL H,, Actuary, Canadian Underwriters Asso- 
ciation, 55 York Street, Toronto, Canada. 

FURZE, HARRY, (Retired), 42 Douglas Road, Glen Ridge, N. J. 
GARRISON, FRED S., Secretary, The Travelers Indemnity Co., 700 

Main Street, Hartford, Corm. 
GINSBURCH, HAROLD J., Assistant Vice-President, American 

Mutual Liability Insurance Co., 142 Berkeley Street~ 
Boston, Mass. 



Date Admitted 
*Nov. 21, 1930 

May 19, 1915 

*Nov. 13, 1931 

t 
*Nov. 19, 1926 

Oct. 22, 1915 

t 

May 25, 1923 I 

f 

t 

t 

Oct. 27, 1916 

Oct. 22, 191~ 

*Nov. 19, 1926 

Nov. 17, 1920 

Nov. 21, 1919 

May 17, 1922 

May 23, 1924 

Oct. 22, 1915 

9 
FELLOWS 

GLENN, J. ]3RYA~, Chief Actuary, Railroad Retirement Board, 
Washington, D.C.. 

GLOVER, JA-~ES W., (Retired), 620 Oxford Road, Ann Arbor, Mich. 

GODDARD, RUSSELL P., Amerlcan Mutual Liability Insurance Com- 
pany, 142 Berkeley Street, Boston, Mass. 

GOODWIN, EDWARD S., 750 Main Street, Hartford, Conn. 

Gm~HAM, CHARLES M., Associate Actuary, State Insurance Fund, 
625 Madison Avenue, New York. 

GRAHAM, THOMPSON B., Assistant Secretary, Metropolitan Life 
Insurance Co., 1 Madison Avenue, New York. 

GRAHAM, WILLIAM ~., Vice-Presldent, Equitable Life Assurance 
Society, 393 Seventh Avenue, New York. 

GRANVZLLE, WILLIAM A., Vice-President, Washington National 
Insurance Co., 610 Church Street, Evanston, Ill. 

GREENE, W~NFIELD W., Vice-President, General Reinsurance 
Corporation, 90 John Street, New York. 

HAMmTON, ROBERT C. L., (Retired) 80 Woodrow Street, Hart- 
ford, Conn. 

HAMMOND, H. PIERSON, Actuary, Life Actuarial Department, The 
Travelers Insurance Co., 700 Main St., Hartford, Conn. 

HARDY, EDWARD R., Secretary-Treasurer, Insurance Institute of 
America, Inc., 80 John Street, New York. 

HATCH, LEONARD W., (Retired), 425 Pelham Manor Road, Pelham 
Manor, New York. 

HAUGH, CSARLES J., Actuary, National Bureau of Casualty & 
Surety Underwriters, 60 John Street, New York. 

HEATH, CHARLES E., Vice-President and Secretary, Standard 
Surety & Casualty Company of New York, 80 John 
Street, New York. 

HENDERSON, ROBERT, (Retired) Crown Point, Essex County, 
New York. 

HERON, DAVID, Secretary and Chief Statistician, London Guar- 
antee & Accident Co., Ltd., Phoenix House, :King 
William Street, E.C. 4, London, England. 

HOnBS, CLARENCE W., Special Representative of the National 
Association of Insurance Commissioners, National 
Council on Compensation Insurance, 45 East 17th 
Street, New York. 

HODGKINS, LEMUEL G., Secretary, Massachusetts Protective Asso- 
ciatlon and Massachusetts Protective Life Assurance 
Co., Worcester, Mass. 

HOFYMAN, FREDE~mK L., Consulting Statistician, 3337 Elllott 
Street, San Diego, California. 



Date Admitted 
Oct. 22, 1915 

*Nov. 22, 1934 

Nov. 18, 1932 

? 

Nov. 19, 1929 

t 

? 

Nov. 18, 1921 

Feb. 25, 1916 

*Nov. 19, 1929 

May 19, 1915 

Nov. 23, 1928 

*Nov. I6, 1939 

*Nov. 17, 1938 

Nov. 17, 1938 

*Nov. 19, 1926 

*Nov. 21, 1919 

*Nov. 24, 1933 

Nov. 23, 1928 

Feb. 19, 1915 

Nov. 13, 1931 

*Nov. 24, 1933 

10 
F E L L O W S  

HOLLASO, C~ARLES H., Bennett & Palmer, 165 Broadway, New 
York. 

HOOKER, RUSSELL O., Actuary, Connecticut Insurance Depart- 
ment, Hartford, Conn. 

HUEBNER, SOLOMON S., Professor of Insurance, University of 
Pennsylvania, Philadelphia, Pa. 

HUGHES, CHARLES, Principal Insurance Report Auditor, New York 
Insurance Department, 80 Centre Street, New York. 

HULL, ROBERT S., Unemployment Compensation Division, Social 
Security Board, Washington, D. C. 

HUNT, BURRITT A., Assistant Secretary, Aetna Casualty and 
Surety Co., Hartford, Conn. 

HUNTER, ARTHUR, Vice-President and Chief Actuary, New York 
Life Insurance Co., 51 Madison Avenue, New York. 

HUTCHESON, WILLTAM A., Vice-President and Actuary, Mutual 
Life Insurance CO., 32 Nassau Street, New York. 

JACKSON, CHARLES W., Consulting Actuary, Woodward and 
Pondiller, 90 John Street, New York. 

JAcxsoN, HENRY H., Actuary, National Life Insurance CO., 
Montpeher, Vt. 

JOHNSON, WILLIAM C., Vice-President, Massachusetts Protective 
Association and Massachusetts Protective Life Assur- 
ance Co., Worcester, Mass. 

JONES, F. ROB~RTSON, Secretary, Association of Casualty and 
Surety Executives; and Secrctary-Treasurer, Bureau of 
Personal Accident and HeaIth Underwriters, 60 John 
Street, New York. 

JONES, HAROLD M., Liberty Mutual Insurance Company, 175 
Berkeley Street, Boston, Mass. 

KARDONSKY, ]~LSIE, Statistician, Compensation Insurance Rating 
Board, Pershing Square Bldg., 125 Park Avenue, New 
York. 

KELLY, GREGORY C., General Manager, Pennsylvania Compensa- 
tion Rating & Inspection Bureau, 938 Public Ledger 
Bldg., Philadelphia, Pa. 

•ELTON, WILLIAM H., Assistant Actuary, Life Actuarial Depart- 
ment, The Travelers Insurance CO., 700 Main Street, 

! Hartford, Conn. 
KIRKPATR~CK, A. LOOMIS, Insurance Editor, Chicago Journal of 

Commerce, 12 ]~ast Grand Avenue, Chicago, Ill. 
KORMES, MARK, Consulting Actuary, 299 Madison Avenue, New 

York. 
KtrLP, CLARENCe. A., Professor of Insurance, University of Perm- 

sylvania, Logan Hall, 36th Street and Woodland Avenue, 
Philadelphia, Pa. 

LAIRD, JOHN M., Vice-President and Secretary, Connecticut General 
Life Insurance CO., 55 Elm Street, Hartford, Corm 

I L~. MOST, STEWART M., (Retired), 305 Sheldon Avenue, New 

AN , Jo s ., "ef tuary, Wisconsin Insurance Department, 
State House, Madison, Win. 



D a t e  A d m i t t e d  

Nov. 17, 1922 

t 

t 

*Nov. 20, 1924 

Nov. 23, 1928 

*Nov. 13, 1936 

t 

*Nov. 23, 1928 

*Nov. 18, 1927 

*Nov. 19, 1926 
i 
i 

May 19, 19151 

*Nov. 16, 1923 

*Nov. 15, 1935 

May 23, 1919 

*Oct. 31, 1917 

t 

*Nov. 17, 1938 

t 

*Nov. 18, 1937 

t 

*Nov. 18, 192] 

Nov. 19, 1926 

11 
FELLOWS 

LAWRENCE, ARNETTE R., Special Deputy Commissioner of Banking 
and Insurance, 1203 Military Park Building, 60 Park 
Place, Newark, N. J. 

LEAL, JAMES R., Vice-President and Secretary, Interstate Life 
and Accident Co., Interstate Building, 540 McCallie 
Avenue, Chattanooga, Tenn. 

LESLIE, WILLIAM, General Manager, National Bureau of Casualty 
& Surety Underwriters, 60 John Street, New York. 

LINDER, JOSEPH, Consulting Actuary, c/o S. H. and Lee J. Wolfe, 
116 John Street, New York. 

LUNT, EDWARD C., Vice-President, Great American Indemnity 
Co., 1 Liberty Street, New York. (Deceased January 13, 
1941.) 

LYONS, DANXEL 3,  Chief Assistant Actuary, New Jersey Depart- 
ment of Banking and Insurance, Trenton, N. J. 

MAGOUN, Wn~LIAM N., General Manager, Massachusetts Rating 
and Inspection Bureau, 89 Broad Street, Boston, Mass. 

MARSHALL, RALPH M., Assistant Actuary, National Council on 
Compensation Insurance, 45 East 17th Street, New 
York. 

MASTERSON, Norton E., Vice-President and Actuary, Hardware 
Mutual Casualty Co., Stevens Point, Wis. 

MATTHEWS, ARTHUR N., The Travelers Insurance Co., 700 Main 
Street, Hartford, Conn. 

MAYCRINK, EMMA C., Examiner, New York Insurance Department, 
80 Centre Street, New York. 

McCLuRG, D. RALPH, Secretary and Treasurer, National Equity 
Life Insurance Co., Little Rock, Ark. 

McCoNNELL, MATTHEW H., JR., 1465 ttempstead Road, Penn 
Wynne, Pa. 

McDoUGALD, ALFRED, Ellerslle, Beddington Gardens, Wallington 
Surrey, England. 

MCMANUS, Robert J., Statistician, Casualty Actuarial Depart- 
ment, The Travelers Insurance Co., 700 Main Street, 
Hartford, Conn. 

MICHELBACHER, GUSTAV F., Vice-President and Secretary, Great 
American Indemnity CO., 1 Liberty Street, New York. 

MILLER, JOHN H., Vice President and Actuary, Monarch Life 
Insurance Company, Springfield, Mass. 

MILLIGAN, SAMUEL, Second Vice-President, Metropolitan Life 
Insurance Co., 1 Madison Avenue, New York. 

MILLS, JOHN A., Secretary and Actuary, Lumbermens Mutual 
Casualty Co., and American Motorists Insurance Co., 
Mutual Insurance Bldg., Chicago, IlL 

MITCHELL, JAMES F., U. S. Manager, General Accident Fire and 
Life Assurance Corporation, Ltd., 414 Walnut Street, 
Philadelphia, Pa. (Deceased February 9, 1941.) 

MONTGOMERY, VICTOR, President, Pacific Employers Insurance 
Co., 1033 So. Hope Street, Los Angeles, Calif. 

MOONEY, WILLIAM L., (Retired), 4 Pleamnt Street, West Hartford, 
C o n n .  



Date Admitted 
t 

t 

*Nov. 17, 1920 

May 28, 1920 

*Nov. 1S, 1935 

t 

Nov. 18, 1927 

t 

*Nov. 21, 1919 

Nov. 19, 1926 

*Nov. 18, 1921 

Nov. 15, 1918 

*Nov. 21, 1930 

Nov. 19, 1926 

*Nov. 24, 1933 

*Nov. 17, 1922 

*Nov. 13, 1931 

May 23, 1919 

*Nov. 19, 1926 

12 
FELLOWS 

MOORE, GEORGE D., Comptroller, Standard Surety & Casualty 
Company of New York, 80 John Street, New York. 

MOWBRA¥, ALBERT H., Consulting Actuary, 806 San Luis Road, 
Berkeley, Calif. 

MUELLER, LOUIS H., President, Associated Insurance Fund, 332 
Pine Street, San Francisco, Calif. 

MI.~LANEY, FRANK R., Vice-President and Secretary, American 
Mutual Liability Insurance CO., and Secretary, American 
Policyholders' Insurance CO., 142 Berkeley Street, 
Boston, Mass. 

MURPHY, RAY D., Vice-President and Actuary, Equitable Life 
Assurance Society, 393 Seventh Avenue, New York. 

OBERHAUS, THOMAS M., OFfice of Woodward and Fondiller, Con- 
suiting Actuaries, 90 John Street, New York. 

OLIFIERS, EDWARD, Actuary and Managing Director, Prevldencia 
do Sul, Caixa Postal 76, Porto Alegre, Brazil. 

O'NEILL, FRANK J., President, Royal Indenmlty Co., and Eagle 
Indemnity Co., 150 William Street, New York. 

OER, ROBERT K., President, Wolverine Insurance Co., Lansing', 
Mich. 

OUTWATER, OLIVE E., Actuary, Benefit Association of Railway 
Employees, 901 Montrose Avenue, Chicago, Ill. 

PAGE, BERTRAND A., Vice-President, The Travelers Insurance CO., 
700 Main Street, Hartford, Conn. 

PERKrNs, SANFORD B., Secretary, The Travelers Insurance Co., 
700 Main Street, Hartford, Conn. 

I 

' PERRY, W. T., Deputy Manager, Ocean Accident and Guarantee 
Corporation, 36 Moorgate, London, E. C. 2, England. 

PERR~AN, FRANCIS S., Secretary and Actuary, Royal Indemnity 
CO., and Eagle Indemnity Co., 150 William Street, New 
York. 

PHILLIPS, JESSE S., Chairman of Board, Great American Indemnity 
Co., I Liberty Street, New York. 

PICKETT, SAMUEL C., Assistant Actuary, Connecticut Insurance 
Department, Hartford, Conn. 

PINNEY, SYDNEr D., Assoc/ate Actuary, Casualty Actuarial De- 
partment, The Travelers Insurance CO., 700 Main Street, 
Hartford, Conn. 

PRuITr, DUDLEY M., Statistician, Fireman's Fund Indemnity Co., 
116 John Street, New York. 

I~ICBARDSON, FREDERICK, Deputy Chairman of the Board, General 
Accident Fire and Life Assurance Corporation, Perth, 
Scotland. 

RICHTER, OTTO C., American Telephone & Telegraph Co., 195 
Broadway, New York. 



Date Admitted 
May 24, 1921 

*Nov. 16, 1939 

*Nov. 16, 1923 

t 

*Nov. 18, 1937 

*Nov. 13, 1931 

*Nov. 24, 1933 

*Nov. 19, 1929 

*Nov. 19, 1929 

*Nov. 18, 1932 

*Nov. 15, 1940 

*Nov. 24, 1933 

Nov. 18, 1927 

Feb. 25, 1916 

Oct. 22, 1915 

*Nov. 17, 1920 

t 

t 

Nov. 17, 1922 

*Nov. 23, 1928 

*Nov. 21, 1919 

13 
FELLOWS 

RIEGEL, ROBERT, Professor of Statistics and Insurance, University 
of Buffalo, Buffalo, New York. 

ROBBINS, RAINARD B., Vice President and Secretary, Teachers 
Insurance and Annuity AssocLatlon, 522 Fifth Avenue, 
New York. 

ROEBER, WILLIAM F., General Manager, National Council on 
Compensation Insurance, 45 East 17th Street, New York. 

SCHEITLIN, E~UL, Treasurer, Globe Indemnity Co., 150 Will{am 
Street, New York. 

SHAPIRO, GEORGE I., First Vice President and General Manager, 
Public Service Mutual Casualty Ins. Corp., 342 Madison 
Avenue, New York. 

SILVERMAN, DAVID, e/o S. H. & Lee J. Wolfe, 116 John Street, New 
York. 

SINNOTT, ROBERT V., Hartford Accident and Indemnity Company, 
690 Asylum Avenue, Hartford, Conn. 

SKELDING, ALBERT Z., Actuary, National Council on Compensa- 
tion Insurance, 45 East 17th Street, New York. 

SKILLINGS, EDWARD S., Asst. Comptroller, Allstate Insurance Co., 
Allstate Fire Insurance Co., 20 North Wacker Drive, 
Chicago, 111. 

SMIcK, JACK J., National Council on Compensation Insurance, 
45 East 17th Street, New York. 

SMITH, SEYMOUR E., Casualty Actuarial Department, Travelers 
Insurance Co., Hartford, Conn. 

ST. JOHN, JOHN B., Social Security Board, Bureau of Old Age 
Insurance, Washington, D. C. 

STONE, EDWARD ?., T3". S. General Manager and Attorney, Em- 
ployers Liability Assurance Co~oration, Limited, and 
President, American Employers Insurance Company, 
110 Milk Street, Boston, Mass. 

STRONG, WENDELL M., Associate Actuary, Mutual Life Insurance 
CO., 32 Nassau Street, New York. 

STRONG, WrLLIAM RICHARD, No. 4 "Sher{ngham," Cotham Road, 
Kew, Victoria, Australia. 

TARBELL, THOMAS F., Actuary, Casualty Actuarial Department. 
The Travelers Insurance Co., 700 Main Street, Hart- 
ford, Conn. 

THOMPSON, JOHN S., Vice-President and Mathematician, Mutual 
Benefit Life Insurance CO., 300 Broadway, Newark N. J. 

TRAIN, JO~N L., President and General Manager, Utica Mutual 
Insurance Co., 185 Genesee Street, Utica, New York. 

TRAVERSI, ANTONIO T., Consulting Actuary and Accountant, 
London Bank Chambers, Martin Place, Sydney, Aus- 
tralia. 

VALERIUS, NELS M., Accident & Liability Department, Aetna Life 
Insurance Co., Hartford, Conn. 

VAN TUYL, HIRAM O., Supt., Accounts Department, London Guar- 
antee & Accident Co., 55 Fifth Avenue, New York. 



Date Admitted 
*Nov. 17, 1920 

*Nov. 15, 1935 

*Nov. 18, 1925 

*Nov. 15, 1935 

*Nov. 13, 1931 

t 
May 24, 1921 

14 
FE L L OWS 

WASTE, ALAN W., Assistant Secretary, Accident and Liability 
Department, Aetna Life Insurance Co., Hartford, Conn. 

WAITE, HARRY V., Statistician, The Travelers Fire Insurance Co., 
700 Main Street, Hartford, Conn. 

WARREN, LLOYD A. H., Professor of Actuarial Science, University 
of Manitoba, 64 Niagara Street, Wirmipeg, Manitoba, 
Canada. 

WHITNEY, ALBERT W., Consulting Director, National Conserva- 
tion Bureau, Association of Casualty & Surety Execu- 
tives, 60 John Street, New York. 

WILLIAMS, HARRY V., Rating & Research Dept., Hartford Accident 
and Indemnity Co., Hartford, Conn. 

WITTICK, HERBERT ]~., Secretary, Pilot Insurance Co., 199 Bay 
Street, Toronto, Canada. 

WOLFE, LE~ J., Consulting Actuary, 116 John Street, New Work. 
WOOD, ARTHUR B., President and Managing Director, Sun Life 

Assurance Company of Canada, Montreal, Canada. 



15 

ASSOCIATES 

*Nov. 15, 1918 

*Nov. 16, 1939 

Apr. 5, 1928 

Nov. 15, 1918 

*Nov. 21, 1930 

*Nov. 16, 1939 

*Nov. 24, 1933 

*Nov. 23, 1928 

*Nov. 15, 1940 

*Nov. 18, 1925 

Nov. 17, 1920 

*Nov. 15, 1940 

*Nov. 22, 1934 

*Nov. 23, 1928 

*Nov. 15, 1935 

*Nov. 15, 1918 

*Oct. 22, 1915 

*Nov. 20, 1924 

Mar. 31, 1920 

Nov. 17, 1922 

Those marked (*) have been enrolled as Associates upon examination by the 
Society. 

Numerals indicate Fellowship examination parts credited. 
Date ~..nrolled ' 

May 23, 1924 ACKER, MmTON, Manager, Compensation and Liability Depart- 
ment, National Bureau of Casualty and Surety Under- 
writers, 60 John Street, New York. 

ACKERMAN, SAUL B., Professor of Insurance, New York University, 
90 Trinity Place, New York. 

A~N, SAMUEL N., Office of George B. Buck, Consulting Actuary 
for Pension Funds, 150 Nassau Street, New York. 

ALLEN, AUSTIN F., President and General Manager, Texas Em- 
ployers Insurance Association and Employers Casualty 
Co., Dallas, Texas. 

ANKERS, ROBERT E., Secretary and Treasurer, Continental Life 
Insurance Co., Investment Building, Washington, D. C. 

ARCHIBALD, A. EDWARD, Actuary, Volunteer State Life Insurance 
Company, Chattanooga, Tenn. (I, II.) 

BArnEY, ARTHUR L., Statistician, American Mutual Alliance, 60 
E. 42nd Street, New York. 

BARRON, JAMES C., General Reinsurance Corporation, 90 John 
Street, New York. (I, II ,  IV.) 

BATEHAN, ARTHUR E., Liberty Mutual Insurance Company, 175 
Berkeley Street, Boston, Mass. (I, II.) 

BATHO, BRUCE, Asst. Actuary, Illinois Insurance Department, 
Springfield, Illinois. 

BITTEL, W. HAROLD, Associate Actuary, Woodward, Ryan, Sharp, 
& Davis, 90 John Street, New York. 

BLACK, NELLAS C., Statistician, Maryland Casualty Co., Balti- 
more, Md. 

BALCKHALn, JOHN M., Monarch Life Insurance Co., Springfield, 
Mass. 

BOMSE, EDWARD L., National Bureau of Casualty & Surety 
Underwriters, 60 John Street, New York. 

BOWER, PERRY S., Great West Life Assurance Company, Winnipeg, 
Manitoba, Canada. 

BRERETON, CLOUDESLEY R.., Domirdon Department of Insurance, 
Ottawa, Ontario, Canada. 

BRUNNQUELL, HELMUTH G., Assistant Actuary, The Northwestern 
Mutual Life Insurance Co., Milwaukee, Wis. 

BUFFLER, Loum, Director, Underwriting Department, State Insur- 
ance Fund, 625 Madison Avenue, New York. 

BUGBEE, JAMES M., Asst. Manager, AutomobiIe Department, 
Maryland Casualty Co., Baltimore, Md. 

BtmT, MARGARET A., Office of George B. Buck, Consulting Actuary, 
150 Nassau Street, New York. 

CAVANAUGH, LEO D., President, Federal Life Insurance Co., 168 
N. Michigan Avenue, Chicago, Ill. 



Date ]~nrolled 
*Nov. 18, 1927 

*Nov. 18, I927 

*Nov. 24, 1933 

*Nov. 18, 1932 

*Nov. 18, 1925 

*Nov. 24, 1933 

May 25, 1923 

June 5, 1925 

*Nov. 16, 1923 

*Nov. 18, 1927 

*Nov. 16, 1928 

Nov. 20, 1924 

*Nov. 13, 1936 

*Nov. 19, 1929 

*Nov. 22, 1934 

*Nov. 18, 1932 

*Nov. 17, 1922 

*Nov. 16, 1923 

Nov. 19, 1929 

*Nov. 18, 1927 

*Nov. 15, 1940 

*Nov. 15, 1938 

*Nov. 16, 1939 

*Nov. 18, 1921 

16 
A S S O C I A T E S  

CHEN, S. T., Actuary, China United Assurance Society, 104 
Bubbling Well Road, Shanghai, China. 

CONROD, STrIART F., Actuary, Loyal Protective Life Insurance Co., 
Co., 19 Fairfield Street, Boston, Mass. 

CRAWFORD, WILLIAM~H., Assistant Secretary, Fireman's Insurance 
Co. of Newark, N. J. & Affiliated Fire & Casualty Co's 
Western Dept., 844 Rush Street, Chicago, Ill. (I, II.) 

CRIM~INS, JOSEPH B., Metropolitan Life Insurance Co., 1 Madison 
Avenue, New York. (I, II.) 

DAvis, MALVIN E., Associate Actuary, Metropolitan Life Insur- 
ance Co., 1 Madison Avenue, New York. 

DAVIS, REGrNALD S., Assistant Comptroller, State Compensation 
Insurance Fund, San Francisco, Calif. (I, II.) 

ECONOMmY, HAR~LAUS E., Vice President and Comptroller, 
United Employees Casualty Co., Southern Underwriters 
Bldg., Houston, Texas. 

EGER, FRANK A., Seeretary-Comptroller, Insurance Company of 
North America and AfFfl/ated Companies, 1600 Arch 
Street, Philadelphia, Pa. 

FITZ, L. LEROY, Group Insurance Department, Equitable Life 
Assurance Society, 393 Seventh Avenue, New York. 
(r, If.) 

FITZGERALD, AMOS H., Assistant Actuary, The Prudential Insur- 
ance Company of America, Newark, N . J .  (I, II.) 

FLEMING, FRANK A., Actuary, American Mutual Alliance, 60 East 
42nd Street, New York. 

FROBERG, JOHN, Manager, California Inspection Rating Bureau, 
114 Sansome Street, San Franciso, Calif. 

FRUECHTEMEYER, FRED J., Liberty Mutual Insurance Co., 175 
Berkeley Street, Boston, Mass. (I, II.) 

FUENIVALL, MAURICE L., Assistant Actuary, Acddent Actuarial 
Department, The Travelers Insurance Co., 700 Main 
Street, Hartford, Conn. (I, II.) 

GATELY, JOHN J., General Reinsurance Corporation, 90 John Street, 
New York. (I, II.) 

GETMAN, RICHARD A., Life Actuarial Department, The Travelers 
Insurance Co., 700 Main Street, Hartford, Conn. (I, II.) 

GXBSON, JOSEPH P., JR., President and General Manager, Excess 
Underwriters, Inc., 90 John Street, New York. 

GILDEA, JAMES F., The Travelers Insurance Co., 700 Main Street, 
Hartford, Conn. 

GORDON, HAROLD R., Executive Secretary, Health & Accident 
Underwriters Conference, 176 West Adams Street, 
Chicago, Ill. 

GREEN, WALTER C., Consulting Actuary, 211 West Wacker DHve, 
Chicago, Ill. 

GROSSMAN ELI A., United States Life Insurance Co., 101 Fifth 
Avenue, New York. 

GUFRTIN, A. N., Actuary, New Jersey Department of Banking 
and Insurance, Trenton, N . J .  (I, II.) 

HAGEN, OLAF E., Metropolitan Life Insurance Company, 1 
Madison Avenue, New York. 

HAGGARD, ROBERT E., Superintendent, Permanent Disability 
Rating Department, Industrial Accident Commission, 
State Building, San Francisco, Calif. 



Date 
*Nov, 

*Nov. 

Mar. 

*Mar. 

NOV. 

Nov. 

NOV. 

*Nov. 

*Nov. 

Nov. 

*Nov. 

*Nov. 

*Nov. 

*Nov. 

*Nov. 

*Nov. 

*Nov. 

*Nov. 
*Nov. 

Mar. 

*Nov. 

Mar. 

"Nov. 

*Nov. 

Enrol led I 
17 1922 

i 
13, 1936 

24, 1932 

25, 1924 

21, 1919 

17, 1927 

19, 1929 

18, 1921 

15, 1940 

21, 1930 

21, 1919 

15, 1940 

17, 1922 

15, 1935 

16, 1939 

18, 1937 

18, 1937 

17, 1938 
13, 1931 

24, 1932 

18, 1925 

24, 1927 

13, 1936 

17, 1922 

17 
ASSOCIATES 

HALL, HARTWELL L., Associate Actuary, Connecticut Insurance 
Department, Hartford, Conn. 

HAM, Huo~ P., BHtlsh America Assurance Co., 807 Electric 
Railway Chambers, Winnipeg, Manitoba, Canada. (I,II.) 

HARMS, SCOTT, Vice-Presldent, Joseph Froggatt & Co., 74 Trinity 
Place, New York. 

HART, WARD VAN BUREN, Assistant Actuary, Connecticut General 
Life Insurance Co., Hartford, Conn. (I, II.) 

HAYDON, GEORGE P., General Manager, Wisconsin Compensation 
Rating & Inspection Bureau, 715 N. Van Buren Street, 
Milwaukee, Wis. 

HIPP, GRAPH H., Actuary, State Insurance Pund, 625 Madison 
Avenue, New York. 

JACOBS, CARL N., President, Hardware Mutual Casualty Co., 
Stevens Point, Wis. 

JENSEN, EDWARD S., Asst. Secretary, Occidental Life Insurance 
Co., Los Angeles, Calif. (III, IV.) 

JomcsoN, ROGER A., JR., Compensation Insurance Rating Board, 
125 Park Avenue, New York. 

JONES, H. LLOYD, Deputy General Attorney, of Phoenix-London 
Group, Vice-President, Phoenix Indemnity Company, 
and Deputy United States Manager, London Accident 
& Guarantee Co., 55 Fifth Avenue, New York. 

JONES, LORING D., Assistant Director, State Insurance Fund, 62S 
Madison Avenue, New York. 

KELLY, ROBERT G., New Amsterdam Casualty Co., 432-34 Chest- 
nut St., Philadelphia, Pa. 

KIRK, CARL L., Assistant U. S. Manager, Zurich General Accident. 
& Liability Insurance Co., 135 South LaSalle Street, 
Chicago, Ill. 

KHZROW, E. W., Vice-President, Hardware Mutual Casualty 
Co., Stevens Point, Wis. (I, II.) 

I~NOWLES, :FREDERICK, Commercial Union Assurance Co., Ltd., 
388 St..]ames Street, West, Montreal, Canada. 

KOLODITZKY, MORRIS, State Insurance Pund, 625 Ma~son Avenue, 
New York. (I, II, III.) 

LASSOW, WILLIAM, Statistician, Board of Transportation of the 
City of New York, 250 Hudson Street, New York. (I.) 

LIERLEIN, JULIUS, 2095 Honeywell Ave., Bronx, New York. 
MACKEEN, HAROLD E., The Travelers Insurance Co., 700 Main 

Street, Hartford, Conn. (I, II.) 
MAGRATH, JOSEPH J., Executive Assistant, Chubb & Sons, 90 

John Street, New York. 
MALMUTH, JACOB, Examiner, New York Insurance Department, 

80 Centre Street, New York. 
MARSH, CHARLES V. R., Comptroller and Assistant Treasurer, 

Pidelity & Deposit Co. and American Bonding Co., 
Baltimore, Md. 

MAYER, WILLIAM H., JR., Actuarial Department, Metropolitan 
Life Insurance Co., 1 Madison Avenue, New York. 

MCIvER, ROSSWELL A., Actuary, Washington National Insurance 
Co., 610 Church Street, Evanston, Ill. 



Date ~nrolled 
*Nov. 17, 1922 

*Nov. 13, 1931 

*Nov. 19, 1926 

*Nov. 18, 1937 

Nov. 17, 1922 

May 25, 1923 

*Nov. 21, 1919 

*Nov. 18, 1937 

*Nov. 19, 1929 

*Nov. 15, 1936 

*Oct. 27, 1916 

*Nov. 23, 1928 

*Nov. 18, 1925 

May 23, 1919 

*Nov. 19, 1926 

Nov. 20, 1924 

*Nov. 15, 1940 

Nov. 19, 1929 

*Nov. 17, 1920 

*Nov. 23, 1928 

*Nov. 18, 1927 

*Nov. 17, 1922 

*Nov. 13, 1936 

18 
ASSOCIATES 

MICHENER, SAMUEL M., Assistant Actuary, Columbus Mutual Life 
Insurance Co., 580 East Broad Street, Columbus, Ohio, 
(I, II.) 

MILLER, I'~ENRY C., Comptroller, State Compensation Insurance 
Fund, 450 McAllister Street, San Francisco, Calif. (I, II.) 

MILNE, JOHN L., Actuary, Presbyterian Ministers' Fund for Life 
Insurance, 1805 Walnut Street, Philadelphia, Pa. 

MINOR, EDUARD H. t Actuarial Department, Metropolitan Life 
Insurance Company, 1 Madison Avenue, New York. 

~/IONTGOMERY, JOHN C., Secretary and Assistant Treasurer, 
Bankers Indemnity Insurance Co., 15 Washington Street, 
Newark, N. J. 

MOORE, JOSEPH P., President, North American Accident Insurance 
Co., 455 Craig Street, W., Montreal, Canada. 

MOTHERSrLL, ROLLAND V., President, Anchor Casualty Co., 
Anchor Insurance Building, 758 So. MississippiRiver 
Boulevard, St. Paul, Minn. (III, IV.) 

MYERS, ROBERT J., Actuarial Mathematician, Social Security 
Board, Washington, D. C. 

MULLER, FRITZ, Director, Agrippina Life Insurance Stock Co., 
Berlin, W. 30 Mackensenstr. 16, Germany. 

NELSON, S. TIrLER, Utica Mutual Insurance Co., 185 Oenesee 
Street, Utica, New York. 

NEWELL, WILLIAM, Secretary, Assigned Risk Pool, 60 John Street, 
New York. (I, II.) 

NEWHALL, KARL, Group Department, The Travelers Insurance Co., 
700 Main Street, Hartford, Conn. 

NICHOLSON, EARL H., Actuary, Joseph Froggatt & Co., 74Trinity 
Place, New York. 

OTTO, W~TER E., President, Michigan Mutual Liability Co., 163 
Madison Avenue, Detroit, Mich. 

OVERHOLSER, DONALD M., Office of George B. Buck, Consulting 
Actuary for Pension Funds, 150 Nassau Street, New 
York. 

PENNOCK, RICl~ARD M., Actuary, Pennsylvania Manufacturer, 
Association Casualty Insurance Co., Finance Building, 
Philadelphia, Pa. 

PETERS, STEFAN, Compensation Insurance Rating Board, 125 Park 
Avenue, New York. 

PaILLIPS, JOaN H., Vice-President and Actuary, Employers' 
Mutual Liability Insurance Co., Wausau, Wis. 

PIKE, MORRIS, Vice-President and Actuary, Union Labor Life 
Insurance CO., 570 Lexington Avenue, New York. 

PIPER, KENNETH B., Actuary, Provident Life and Accident Insur- 
ance Co., Chattanooga, Tenn. (I, II.) 

POISSANT, WILLIAM A., The Travelers Insurance Co., 700 Main 
Street, Hartford, Conn. 

POORMAN, WILLIAM F., Vice-President and Actuary, Central Life 
Assurance Society, Fifth and Grand Avenues, Des 
Moines, Iowa. (I, II.) 

POTOI~SK~, SYLVIA, State Insurance Fund, 624 Madison Avenue. 
New York. (I.) 



Date Enrolled 
Nov. 17, 1922 

*Nov. 15, 1918 

Nov. 19, 1932 

*Nov. 18, 1932 

*Nov. 15, 1940 

*Nov. 18, 1927 

Nov. 16, 1923 

*Nov. 20, 1930 

*Nov. 20, 1924 

Nov. 15, 1918 

*Nov. 18, 1921 

*Nov. 19, 1926 

*Nov. 18, 1925 

*Nov. 18, 1927 

*Nov. 15, 1918 
Nov. 20, 1924 

*Nov. 16, 1939 

*Nov. 16, 1923 

*Nov. 21, 1930 

Mar. 23, 1921 

*Nov. 21, 1919 

*Nov. 20, 1924 

May 23, 1919 

Nov. 18, 1925 

19 
ASSOCIATES 

POWELL, JOHN l~.{., President, Loyal Protective Insurance Co. and 
Loyal Life Insurance Co., 19 Deerfield Street, Boston, 
Mass. (I, II.) 

I~AYWlD, JOSEPH, President, Joseph Raywid & Co., Inc., 92 William 
Street, New York. 

RICHARDSON, HARRY P., Secretary-Treasurer, National Council on 
Compensation Insurance, 45 East 17th Street, New York. 

ROBERTS, JAMES A., Life Actuarial Department, The Travelers 
Insurance Co., 700 Main Street, Hartford, Conn. (I, II.) 

IO-OSENBERG, NORMAN, Department of Banking and Insurance, 
Trenton, New Jersey. 

SARASON, HARRY M., Assistant Actuary, General American Life 
Insurance Co., 1501 Locust Street, St. Louis, Mo. 

SAWYER, ARTHUR, Globe Indemnity CO., 150 William Street, New 
York. 

SEVlLLA, EXEQUIEL S., Actuary, National Life Insurance Co., 
P. O. Box 2856, Manila, Philippine Islands. 

SHEPPARD, NORRIS E., Lecturer in Mathematics and Mechanics, 
University of Toronto, Toronto, Canada. (I, II.) 

SmLEY, JOHN L., Assistant Secretary, United States Casualty Co., 
60 John Street, New York. 

SMITH, ARTaUR G., Assistant General Manager, Compensation 
Insurance Rating Board, Pershing Square Bldg., 125 
Park Avenue, New York. 

SOMERVILLE, WILLIAM F., Assistant Secretary, St. Paul Mercury 
Indemnity Co., St. Paul, Minn. (I, II.) 

SO~tMER, ARMAND, Assistant to Vice-President, Continental Casu- 
alty Co., 910 So. Michigan Avenue, Chicago, Ill. 

SPEERS, ALEXANDER A., Secretary and Actuary, Michigan Life 
Insurance Co., Detroit, Mich. 

SPENCER, HAROLD S., Aetna Life Insurance Co., Hartford, Conn. 
STELLWAGEN, HERBERT P., Vice-President, Indemnity Insurance 

Company of North America, 1600 Arch Street, Phila- 
delphia, Pa. 

STELSON, HUGH E., Professor of Mathematics, Kent State Uni- 
versity, Kent, Ohio. 

STOXE, I~NDmCK, Actuary, Michigan Mutual Liability Company, 
163 Madison Avenue, Detroit, Mich. 

SULLIVAN, WALTER F., Associated Indemnity Corporation, 332 
Pine Street, San Francisco, Calif. (I, . I I . )  

T~OMPSOZ~, ARTHUR E., Chief Statistician, Globe Indemnity Co., 
150 William Street, New York. 

TRENCH, FREDERICK H., Manager, Underwriting Department, 
Utica Mutual Insurance Co., 185 Genesee Street, Utica, 
N.Y. (I, II.) 

UHL, ~ .  ELIZABETH, National Bureau of Casualty & Surety 
Underwriters, 60 John Street, New York. (I, II.) 

!WARREN, CHARLES S., Secretary, Massachusetts Automobile 
Rating and Accident Prevention Bureau, 89 Broad 
Street, Boston, Mass. 

WASHBURN, JAMES H., Actuary, 1501 Gale Lane, Nashville, Tenn. 



Date :Enrolled 

*Nov. 18, 1932 

*Nov. 18, 1921 

*Nov. 18, 1925 

*Nov. 21, 1930 

IvIar. 21, 1929 

*Nov. 18, 1927 

*Oct. 22, 1915 

*Nov. 16, 1939 

*Oct. 22, 1915 

*Nov. 18, 1937 

*Nov. 18, 1927 

*Oct. 22, 1915 

*Nov. 22, 1934 

*Nov. 18, 1925 

2O 

ASSOCIATES 

WEINSTEIN, ~V~AX S., Examiner, New York Insurance Department, 
80 Centre Street, New York. 

WELCh, EUGENE R., Associated Indemnity Corporation, 332 Pine 
Street, San Francisco, Calif. 

WELLMAN, ALEXANDER C., Vice-President and Actuary, Pro- 
tective Life Insurance Co., Birmingham, Ala. 

i WELLS, WALTER I., Supervisor of Applications, Massachusetts 
Protective Association, Worcester, Mass. (I, II.) 

WHEELER, CHARLES A., Chief Examiner of Casualty Companies, 
New York Insurance Department, 80 Centre Street, 
New York. 

WHITBREAD, ~'RANK G., Assistant Actuary, Great West Life As- 
surance CO., Winnipeg, Manitoba, Canada. 

WILLIAMSON, WILLIAM R., Actuarial Consultant, Social Security 
Board, Washington, D. C. 

WIT'rLAKE, J. CLARKE, Actuarial Department, Business Men's 
Assurance Company, Kansas City, Mo. 

WOOD, DONALD M., Childs & Wood, General Agents, Royal 
Indemnity Company, 175 W. Jackson Blvd., Chicago, Ill. 

WOOD, DONALD M., JR., Childs & Wood, 175 West Jackson Blvd., 
Chicago, Ill. 

WOOD, ~.IILTON J., Assistant Actuary, Life Actuarial Department, 
The Travelers Insurance Co., 700 Main Street, Hartford, 
Conn. 

WOODMAN, CHARLES ]~., Assistant Manager, Ocean Accident & 
Guarantee Corporation and Comptroller, Columbia 
Casualty Co., 1 Park Avenue, New York. 

WOODWARD, BARBARA H., Examiner, New York Insurance Depart- 
ment, 80 Centre Street, New York. 

WOOLERY, JAMES M., Actuary, North Carolina Insurance Dept., 
Raleigh, N. C. 

SCHEDULE OF MEMBERSHIP. NOVEMBER 15, 1940 

Membership, November 16, 1939 . . . . . . . . . .  
Additions: 

By examination . . . . . . . . . . . . . . . . . . . . . . .  

Deductions: 
By death . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
By withdrawal . . . . . . . . . . . . . . . . . . . . . . . .  
By transfer from Associate to Fellow . . . .  

Membership, November I5, 1940 . . . . . . . . . .  

Fellows 

180 

3 

183 

5 
3 

Associates 

127 

7 

134 

i 
3 

Total 

307 

10 

317 

175 130 305 
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OFFICERS OF THE SOCIETY 

S i n c e  D a t e  of  O r g a n i z a t i o n  

Elected President Vice-Presidents 
1914-1915 *I. M. Rubinow A. tI .  Mowbray B . D .  P lynn 

1916-1917 *j. D. Craig *J. H. Woodward *H, :E. Ryan  

1918 *J. H. Woodward B . D .  Flynn O . D .  Moore 

1919 B . D .  Flynn G . D .  Moore W. Leslie 

1920 A . H .  Mowbray W. Leslie *L. S. Senior 

1921 A . H .  Mowbray *L. S. Senior *H. E. Ryan  

1922 *H. E. Ryan  G . P .  Michelbacher E . E .  Cammack 

1923 W. Leslie G . F .  Michelbacher E . E .  Cammack 

1924-1925 G . F .  Michelbacher S .B .  Perk-lns l~. H. Blanchard 

1926-1927 S. B, Perkins G . D .  Moore T . F .  Tarbell 

1928--1929 G . D .  Moore S . D .  Pinney P. Dorwefler 

1930-1931 T . F .  Tarbell *R. A. Wheeler W . W .  Greene 

1932-1933 P. Dorweiler W . F .  Roeber *L. S. Senior 

1934-1935 W . W .  Greene R . H .  Blanchard C . J .  Haugh 

1936-1937 *L. S. Senior S . D .  Pinney F .S .  Perryman 

1938-1939 P .S .  Per ryman H . T .  Barber  W . J .  Constable 

1940 S . D .  P inney H . J .  Ginsburgh  J . M .  Cahill  

Secretary-Treasurer 

1914-1917 . . . . . .  *C. E. Scattergood 
1918-1940 . . . . . . . . . . . .  R. Fondiller 

Editor¢ 

1914 . . . . . . . . . . . . . .  W. W. Greene 

1915-1917 . . . . . . . . . .  R. Fondiller 

1918 . . . . . . . . . . .  W. W. Greene 

1919-1921 . . . .  G, F. Michelbacher 

1922-1923 . . . . . . . .  O. E. Outwater  

1924-1932 . . . . . . .  R. J. McManus  

1933-1940 . . . . . . . . . .  C. W. Hobbs 

*Deceased.  

Librarian t 

1914 . . . . . . . . . . . . .  W. W. Greene 

1915 . . . . . . . . . . . . . . .  R. Fondiller 

1916-1921 . . . . . . . . . .  L. I. Dublin 

1922-1924 . . . . . . . . . .  E. R. Hardy 

1925-1937 . . . . . . . . . . . .  W. Breiby 

1937-1940 . . . . . . . . .  T. O. Carlson 

$The offices of Editor and Librarian were not separated until 1916. 



22 

Date 
Nov. 

Aug. 

June 

Mar. 

Feb. 

July 

May 

Jan. 

Sept. 

June 
Jan. 

July 

Oct. 
July 

July 

Sept. 
Aug. 

April 

Oct. 
May 

Mar. 

Jail. 

Mar. 

Feb. 

Oct. 

Aug. 

Dec. 
Aug. 

NOV. 

Mar. 

Jan. 

of Death 
10, 1939 

22, 1937 

4, 1934 

30, 1935 

4, 1920 

23, 1921 

27, 1940 

20, 1922 

2, 1921 

21, 1931 
18, 1929 

9, 1922 

30, 1924 
15, 1938 

25, 1931 

28. 1940 
22, 1925 

15, 1937 

28, 1936 
17, 1940 

18, 1932 

22, 1937 

10, 1924 

11, 1928! 

15, 1918 

3, 1933 

9, 1927 
11, 1938 

29, 1933 

27, 1931 

18, 1936 

D E C E A S E D  F E L L O W S  
BRADSHAW, T~O~IAS, President, North American Life Assurance 

Company, Toronto, Canada. 
BROSMITH, WILLIAM, Vice-President and General Counsel, The 

Travelers Insurance Company and The Travelers In- 
demnity Company, Hartford, Conn. 

BUDLONG, WILLIAM A., Superintendent of Claims, Commercial 
Travelers Mutual Accident Association, Utica, N. Y. 

BURNS, F. HIGHLAND, Chairman of the Board, Maryland Casualty 
CO., Baltimore, Md. 

CASE, GORDON, Office of F. J. Haight, Consulting Actuary, 
Indianapolis, Ind. 

CONWAY, CHARLES T., Vice-Presldent, Liberty Mutual Insurance 
Co., Boston, Mass. 

CRAIG, JAMES D., Vice-President, Metropolitan Life Insurance 
Co., New York. 

CRAIG, JAMES MCINTOS~, Actuary, Metropolitan Life Insurance 
Co., New York. 

CRtr~l, FREDERICK S., Assistant Statistician, Prudential Insurance 
Co., Newark, N. J. 

DAWSON, ALFRED BURm~TT, Consulting Actuary, New York. 
DEUTSCI~BERGER, SAMUEL, Actuary, New York Insurance Depart- 

ment, New York. 
DOWNEY, EZEKIEL HINTO•, Compensation Actuary, Pennsylvania 

Insurance Department, Harrisburg, Pa. 
FACKLER, DAVID PARKS, Consulting Actuary, New York. 
FELLOWS, CLAUDE W., President, Associated Indemnity CO., San 

Francisco, Calif. 
FRANKEL, LEE K., Second Vice-President, Metropolitan Life 

Insurance Co., New York. 
FROGGATT, JOSEPH, President, Joseph Froggatt & Co., New York. 
GATY, TItEODORE E., Vice-President and Secretary, Fidelity & 

Casualty CO., New York. 
GRAHAM, GEORGE, Executive Vice-President, Manhattan Life 

Insurance Company, New York. 
GOULD, WILLIA~ H., Consulting Actuary, New York. 
HILLAS, ROBERT J., President, Fidelity and Casualty Co., New 

York. 
HINSDALE, FRANK WEBSTER, Secretary, Workmen's Compensa- 

tion Board, Vancouver, B. C., Canada. 
HODGES, CHARLES E., Chairman of the Board, American Mutual 

Liability Insurance Company, Boston, Mass. 
HOOKSTADT, CARL, Expert, U. S. Bureau of Labor Statistics, 

Washington, D. C. 
KEARNEY, TBOMAS P., Manager, State Compensation Insurance 

Fund, Denver, Col. 
KIME, VIRGIL MORRISON, Actuary, Casualty Departments, The 

Travelers Insurance Co., Hartford, Corm. 
KoFF, EDWIN W., Assistant Statistician, Metropolitan Life Insur- 

ance Co., New York. 
LANDIS, ABB, Consulting Actuary, Nashville, Tenn. 
LIVrLE, JAMES FULTON, Vice-President and Actuary, Prudential 

Life Insurance Company, Newark, N. J. 
MEAD, FRANI~:LIN B., Vice-President, The Lincoln National Life 

Insurance Co., Fort Wayne, Ind. 
MELTZER, MARCUS, Statistician, National Bureau of Casualty & 

Surety Underwriters, New York. 
MILLER, DAVID W., Garden City, Long Island, New York. 
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Aug. 20, 1915 
Dec. 19, 1929 

Apr. 21, 1940 

Oct. 12, 1987 
July 24, 1915 
July 30, 1921 

Mar. 21, 1938 

Sept. 1, 1936 

Nov. 2, 1930 
Feb. 26, 1921 

Feb. 3, 1940 

June 22, 1938 

May 9, 1920 
July 19, 1934 ! 

May 25, 1935 

Feb. 25, 1933 

May 8, 1935 

Aug. 26, 1932 

Dec. 31, 1927 
May 15, 1928 
Oct. 23, 1927 

D E C E A S E D  FELLOWS--Cont inued  
Date of Death 

June 8, 1937 MOlR, HENRY, Chairman of Finance Committee and Director, 
, United States Life Insurance Company, NewYork. 
, MONTGOMERY, WILLIAM J. ,  State Actuary, Boston, Mass. 
MORRIS, EDWARD BONTECOU, Actuary, Life Department, The 

Travelers Insurance CO., Hartford, Conn. 
NICHOLAS, LEWIS A., Asst. Secretary, Fidelity and Casualty Co., 

New York. 
OTIS, STANLEY, Counsellorat Law, Manager, Otis Service, NewYork. 
PHELPS, EDWARD B., Editor, The American Underwriter, New York. 
REITER, CHARLES GRANT, Assistant Actuary, Metropolitan Life 

Insurance Co., New York. 
REMINGTON, CHARLES H., Pan American Casualty Company, 

Miami, Fla. 
RUBINOW, ISAAC M., Secretary, Independent Order of B'nai 

B'rith, Cincinnati, Ohio. 
R.YAN, HARWOOD ELDRIDGE, Consulting Actuary, New York. 
SaXTON, ARTHUR F., Chief Examiner of Casualty Companies, 

New York Insurance Department, New York. 
SENIOR, LEON S., General Manager, Compensation Insurance 

Rating Board, New York. 
SMITH, CHARLES GORDON, Manager, New York State Fund, New 

York. 
STONE, JOHN T., President, Maryland Casualty Co., Baltimore, Md. 
StrLLIVAN, ROBERT J., Vice-President, The Travelers Insurance Co., 

and The Travelers Indemnity Co., Hartford, Conn. 
THo~esoN, WALTER H., Kemper Insurance Organization, Chicago, 

Illinois. 
To3A, GUIDO, Director General, Institute Nazlonale Delle Assl- 

curazioni, Rome, Italy. 
WELCH, ARCHmALD A., President, Phoenix Mutual Life Insurance 

Co., Hartford, Conn. 
WHEELER, RoY A., Vice-President and Actuary, Liberty Mutual 

Insurance Co., Boston, Mass. 
WOLFE, S. HERBERT, Consulting Actuary, New York. 
WOODWARD, JOSEPH H., Consulting Actuary, New York. 
YouNG, WmUAM, Actuary, NewYork Life Insurance Co., NewYork. 

Date of Death 

Feb. 10, 1920 

Mar. 8, 1931 

May 8, 1939 

Dec. 20, 1920 

May. 8, 1937 

Feb. 23, 1937 

June 11, 1930 

D E C E A S E D  A S S O C I A T E S  

BAXTER, DON. A., Deputy Insurance Commissioner, Michigan 
Insurance Department, Lansing, Mich. 

HAJ.L, LESLIE LEVANT, Secretary-Treasurer, National Bureau of 
Casualty & Surety Underwriters, New York. 

JACKSON, EDWARD T., Statistician, General Accident Fire and Life 
Assurance Corporation, Philadelphia, Pennsylvania. 

Lusn¢, HARRY, Assistant Actuary, State Industrial Commission, 
New York. 

VOOGT, WALTER G., Treasurer and Director, Associated Indemnity 
Corporation and Associated Fire and Marine Insurance 
Company, San Francisco, Cal. 

WATSON, JAMES J., President and General Manager, Allied Under- 
writers Corporation, Dallas, Texas. 

WILKINSON, ALBERT EDWARD, Actuary, Standard Accident 
Insurance CO., Detroit, Mich. 
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STUDENTS 
This list includes candidates who have passed one or more parts of the Associate- 

ship Examinations during the last three years. 
Upon the completion of the requirements of the Council in respect to each of 

these candidates, they will be enrolled as Associates. 
The numerals after each name indicate the parts of Associateship Examinations 

passed. 

ACKER, ROBERT D., Ordinary Actuarial Division, Metropolitan Life Insurance Com- 
pany, One Madison Avenue, New York. (I, n ,  III.) 

ALLEN, EDWARD S., National Bureau of Casualty and Surety Underwriters, 60 John 
Street, New York. (I, II.) 

ANDERSON, PHILIP D., John Hancock Mutual Life Insurance Company, 197 Claren- 
don Street, Boston, ~[ass. (I, II, III, IV.) 

ARNOLD, KENNET~ J., 28 East Raleigh Avenue, West New Brighton, New York. (II.) 
ARTHUR, CHARLES I~.., Manufacturers Life Insurance Company, 100 Bloor Street, E., 

Toronto, Ontario, Canada. (I, II, In ,  IV.) 
BAILEY, CLARK J., Supervisor, Vermont Highway Planning Survey, Montpelier, Vt. 

(I.) 
BAILEY, ROBERT C., Actuary, Wisconsin Life Insurance Company, Wise. (I, I[, I I I ,  

IV.) 
BAKER, ROBERT W., Manufacturers Life Insurance Company, 100 Bloor Street, E., 

Toronto, Canada. (I, n ,  n I ,  IV.) 
BARNHART, LYLE H., Illinois Insurance Department, Capitol Bldg., Springfield, 111. 

(I, n ,  IV.) 
BART, ROBERT D., (American) Lumbermens Mutual Casualty Company, Mutual 

Insurance Bldg., Chicago, Ill. (I, II, IV.) 
BASH, JoHN K., Student, University of Michigan, Arm Arbor, Mich. (I, II.) 
BErate, JOHN R., Underwiter, Liberty Mutual Insurance Company, 173 Berkeley St., 

Boston, Mass. (I, II.) 
BILSBORROW, JOHN E., Benefit Association of Railway Employees, 901 Montrose Ave., 

Chicago, Ill. (I, II.) 
Born, FLETCHER S., Employers Liability Assurance Corporation, 110 Milk Street, 

Boston, Mass. (I, II,  HI.) 
BROCK, STANLEY E., Industrial Life Insurance Co., 319 Charest Blvd., Quebec City, 

Quebec, Canada. (I, II ,  III ,  IV.) 
BUCKMAN, ALYRED L., Occidental Life Insurance Company, 756 S. Spring Street, Los 

Angeles, Cal. (I, II,  III ,  IV.) 
CAMPBELL, GEORGE C., Metropolitan Life Insurance Company, One Madison Avenue, 

New York. (I, n ,  In ,  IV.) 
CANNON, LESLIE A., Assistant Actuary, Great West Life Assurance Company, Win- 

nipeg, Manitoba, Canada. (I, II,  III ,  IV.) 
CHAROUS, A. ARTRUR, Old Age Assistance Service of the Cook County Department 

of Public Welfare, 7300 University Ave., Chicago, IlL (II, III.)  
CHODORCOFF, WILLIAM, Assistant Mathematician, Prudential Insurance Company, 

Newark, New Jersey. (I, II,  III ,  IV.) 
CIvI~r, PAUL, Student, University of Buffalo, Buffalo, New York. (I, II, III,  IV.) 
CLEMENS, JOSEPH L., Student, University of Michigan, /~40 Packard Street, Ann 

Arbor, Mich. (II.) 



25 

STUDENTS 

CONRAD, FLORENCE, National Bureau of Casualty and Surety Underwriters, 60 John 
Street, New York. (II, III.) 

CROUSE, CHARLES W., Actuary, American Casualty Company, Reading, Pa. (I.) 
D'ALESSIO, WAGNER, 2240 Broderick Street, San Francisco, Cal. (II.) 
DANIELS, ARTHUR C., Secretary, Institute of Life Insurance, 60 East 42nd Street, 

New York. (I, II, III,  IV.) 
DI SALVATORE, PHILIP, Guardian Life Insurance Company, 50 Union Square, New 

York. (I, II, III, IV.) 
DODGE, FRANK F., Massachusetts Protective Association, Worcester, Mass. (I, II.) 
DORFMAN, ROBERT, 4319 15th Street, N. W., Washington, D.C.  (I, II, 1V.) 
DUNN, HAROLD C., Casualty Actuarial Department, Travelers Insurance Company, 

Hartford, Conn. (I.) 
EIDE, K. ARNE, Metropolitan Life Insurance Company, One Madison Avenue, New 

York. (II.) 
ENGLAND, ARTHUR W., OfiCice of Coates and Herfurth, Consulting Actuaries, 582 

Market Street, San Francisco, Cal. (I, II, III,  IV.) 
FARRELLY, PATRICK F., 994 St. John's Place, Brooklyn, New York. (I.) 
FLAY, MAURICE F., Equitable Life Assurance Society, 393 Seventh Avenue, New 

York. (I, II, III, IV.) 
FEED, JESSE, Social Security Board, Washington, D.C. (I.) 
FELDMAN, ISRAEL, Metropolitan Life Insurance Company, Ottawa, Ontario, Canada. 

(I, II, III, IV.) 
FELLERS, WILLIAM W., Prudential Insurance Company of America, Newark, New 

Jersey. (I, II, III,  IV.) 
FINKEL, DANIEL, 610 Vv'est 139th Street, New York. (I.) 
FONDILLER, LEONARD J., Office of Woodward and Fondiller, 90 John Street, New 

York. (I.) 
POOTE, JEAN VIVIAN, 42 Hochelaga Street, W., Moose Jaw, Sask., Canada. (I, II, 

III,  IV.) 
GINGERY, S. W., Prudential Insurance Company of America, Newark, New Jersey. 

(I, II, III,  IV.) 

GODDARD, DAVID G., The Travelers Insurance Company, 315 Montgomery St., San 
Francisco, Cal. (I, II, III, IV.) 

GOULD, WIILIA.M, Actuarial Division, Metropolitan Life Insurance Company, One 
Madison Avenue, New York. (I, II, III, IV.) 

GOUSS, HAROLD A., 712 So. 16th Street, Newark, N.J .  (III.) 
GREEN, M. BRUNN, New York City Employees' Retirement System, Municipal Bldg., 

New York. (II.) 
GREENE, FOSTER C., National Bureau of Casualty and Surety Underwriters, 60 John 

Street, NewYork. (I, II, III.) 
GREVILLE, THOMAS N. E., Instructor in Mathematics, University of Michigan, Ann 

Arbor, Mich. (I, II, III, IV.) 
GRODEN, GER.~t.D D., Student, University of Buffalo, Buffalo, N.Y. (I, II.) 
HARMATZ, BEN.TAMIR', 630 Water Street, New York. (I.) 
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ItENNINGTOS, HOWARD H., Equitable Life Assurance Society, 393 Seventh Avenue, 
New York. (I, III,  IV.) 

HENRY, MALCOLM H., Statistician, Office of State Budget Director, Lansing, Mich. 
(II.) 

HETHERINGTON, NORRIS W., 2332 College Avenue, Berkeley, Cal. (II.) 
HIBBARD, DONALD L., Group Insurance Department, Equitable Life Assurance 

Society, 393 Seventh Avenue, New York. (I, II, III,  IV.) 
HOLZINGER, ERNEST, Office of S. H. and Lee J. Wolfe, 116 John Street, New York. 

(II.) 
HOUSEMAN, RAYMOND, 144-25 33rd Avenue, Flushing, New York. (I, II, III.) 
JOl~FE, SAMUEL W., American Standard Life Insurance Company, Washington, D. C. 

(I, II, III ,  IV.) 
JoNEs, CHARLES H., Metropolitan Life Insurance Company, One Madison Avenue, 

New York. (I, II, III ,  IV.) 
JONES, W. E., Kemper Insurance Organization, 4750 Sheridan Road, Chicago, Ill. (I.) 
KALISH, DANIEL H., Compensation Insurance Rating Board, 125 Park Avenue, New 

York. (II.) 
KIRKPATRICK, THOMAS H., London Life Insurance Company, London, Ontario, 

Canada. (I, II, III ,  IV.) 
KI.EINBERG, SAMUEL L., 813 Park Avenue, Brooklyn, New York. (I, II, III,  IV.) 
KNOWLER, LLOYD A., State University of Iowa, 212 Physics Bldg., Iowa City, In. 

(I, III ,  IV.) 
I~WASHA, HERMAN, C/O Marsh & McLennan, 70 Pine Street, New York. (I, II, 

III, IV.) 
LAING, CHARLES B., Prudential Insurance Company, Newark, N.J.  (I, II, III, IV.) 
LAIRD, W. DARRELL, Actuary, Monarch Life Assurance Company, Winnipeg, Mani- 

toba, Canada. (I, II, III, IV.) 
LEARSON, RICHARD J., Associate Actuary, Western & Southern Life Insurance Com- 

pany, Cincinnati, Ohio. (I, 1I, III, IV.) 
LEHANE, LEO J., Central Life Insurance Company, Chicago, Ill. (I, II, 11I, IV.) 
LENGYEL, BELA A., Department of Mathematics, P, ensselaer Polytechnic Institute, 

Troy, N.Y.  (I, II, III.) 
LESLIE, WILLIAM, Jr., 18 Kensington Road, Searsdale, N. Y. 
LEVI, LEONARD LEWIS, Asst. Secretary & Actuary, Prudence Life Insurance 

Company, 407 South Dearborn St., Chicago, Ill. (I, IV.) 
LEwis, BARNETT, 372 St. John Avenue, Winnipeg, Manitoba, Canada. (I, II, III, 

IV.) 
LEwis, JOHN H., Lumber Mutual Casualty Insurance Company of New York, 41 

East 42nd Street, New York. (I, 1I.) 
LINCOLN, CHARLES C-., 51 North Quaker Lane, West Hartford, Conn. (I, II, III.) 
LITTLE, ROBERT H., EQUITABLE Life Assurance Society, 393 Seventh Avenue, New 

York. (I, II, III ,  IV.) 
LOADMAN, ARTHUR E., Assistant Secretary, Great West Life Insurance Company, 

Winnipeg, Manitoba, Canada. (I, II, III,  IV.) 
LUFKIN, ROBERT W., Employers Liability Assurance Corporation, 110 Milk Street, 

Boston, Mass. (I, II, III.) 
MARKS, MAXWELL, 243 Ryerson Street, Brooklyn, N.Y. (I, II.) 
MARSHALL, EDWIN B., American Mutual Liability Insurance Company, 142 Berkeley 

Street, Boston, Mass. (II.) 
MAXNARD , BURTON I., California-Western States Life Insurance Company, Sacra- 

mento, Cal. (I, II.) 



27 

STUDENTS 

MIDDLESWART, FRANCIS F., Equitable Life Assurance Society, 393 Seventh Avenue, 
New York. (Ill.) 

MILES, JAMES R., Joseph Froggatt & Company, Inc., 74 Trinity Place, New York. 
(I, If, IV.) 

MOORE, HAROLD P. H., Great West Life Assurance Company, Winnipeg, Manitoba, 
Canada. (I, II, III, IV.) 

MORRIs, JOHN C., State Farm Life Insurance Company, Bloomington, Ill. (I.) 
MORRIS, WILLIAM S., Equitable Life Assurance Society, 393 Seventh Avenue, New 

York. (I, IV.) 
MULLANS, G. ROBERT, The Travelers Insurance Company, Hartford, Conn. (I, II, 

i n ,  iv.)  
MUNTERICH, GEORGE C., National C6uncll on Compensation Insurance, 45 East 17th 

Street, New York. (I, n ,  i i i .)  
MUTH, A. F., Actuary of the Industrial Life Insurance Company, Quebec, Canada. 

(I, II, n I ,  Iv.) 
NORBERG, EMI L T., Underwriter, Iowa Farm Mutual Insurance Company, Des 

Molnes, Is. (I.) 
NORDEN, MONROE L., Student, Massachusetts Institute of Technology, Cambridge, 

Mass. (I.) 
NORDOS, WILBUR R., Actuarial Division, Metropolitan Life Insurance Company, 

One Madison Avenue, New York. (In.) 
OGUS, JACK, 180 Beach 41st Street, Far Rockaway, New York. (II.) 
O'KEEFE, RICHARD E., Metropolitan Life Insurance Company, One Madison Avenue, 

New York. (I, II, n I ,  IV.) 
ORLOFF, CONRAD, Marsh & McLennan, Inc., 164 W. Jackson Boulevard, Chicago, 

Ili. (I, II, In ,  IV.) 
PARRY, ARHTUR !~., Equitable Life Assurance Society, 393 Seventh Avenue, New 

York. (I, II, III,  IV.) 
PAULL, ALLAN E., Student, University of Manitoba, Winnipeg, Manitoba, Canada. 

(I, II, III,  IV.) 
PEARLSON, JEANNE S., Student, Massachusetts Institute of Technology, Cambridge, 

Mass. (II.) 
PENNEY, WALTER F., Metropolitan Life Insurance Company, One Madison Avenue, 

NewYork. (I, IV.) 
PERRY, ROBERT C., Asst. Actuary, State Farm Insurance Companies, Bloomington, 

Ill. (I.) 
POIRIER, ROLLAND, 764 Bloomfield, Outremont, P. Q., Canada. (1.) 
PRASOW, ROSE, Actuarial Department, Confederation Life Association, Toronto, 

Ontario, Canada. (I, n ,  n i ,  IV.) 
PURINGTON, FRANK H., Jr., Metropolitan Life Insurance Company, One Madison 

Avenue, New York. (Ill.) 
QUIRK, HELEN R., Kemper Insurance Organization, 4750 Sheridan Road, Chicago, 

IlL (I.) 
RACKOFF, HERBERT C., 356 West 84th Street, New York. (I, II, III, IV.) 
RICH, ROBERT F., Standard Accident Insurance Company, 640 Temple Avenue, 

Detroit, Mich. (II.) 
RINTOUL, JOHN W., Canada Life Assurance Company, Toronto, Ontario, Canada. 

(I, n ,  n I ,  IV.) 
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ROBERTSON, ARTHUR G., Government Insurance Department, Ottawa, Ontario, 
Canada. (I, n ,  In ,  iv.)  

ROOD, HENRY F., Lincoln National Life Insurance Company, Fort Wayne, Ind. 
(I, n ,  III,  Iv.) 

ROSENBLOOM, IRVING, Actuarial Department, Massachusetts Insurance Department, 
100 Nashua Street, Boston, Mass. (I, II, III.) 

Ross, SAMUEL M., National Bureau of Casualty and Surety Underwriters, 60 John 
Street, New York. (I, II.) 

SATTERTHWAITE, FRANKLIN E., Department of l~[athematics, State University of 
Iowa, Iowa City, Iowa. (I, II, III, IV.) 

SCHUC~, EDWIN G., National Council on Compensation Insurance, 45 East 17th 
Street, NewYork. (I.) 

SCHWARTZ, MAX J., New York State Insurance Department, State Office Bldg., 
Albany, N.Y. (I, II, III.) 

SCHWARTZ, RICHARD T., Actuarial Department, New York Life Insurance Co., 51 
Madison Avenue, New York. (I, II, III ,  IV.) 

SIEGELTUCH, NOR.~tAN-, 4607 York Road, Baltimore, Md. (I, II, III ,  IV.) 
SILLESKY, DARRISON, Life Actuarial Department, The Travelers Insurance Company, 

Hartford, Conn. (I.) 
SILVER, HAROLD J., Office of S. H. and Lee J. Wolfe, 116 John Street, New York. 

(II, IV.) 
STEIN, IRVING, Student, Massachusetts Institute of Technology, Cambridge, Mass. 

(n.) 
STRAND, IVAR E., Social Security Board, Washington, D.C.  (I, 113 
STRUBLE, WILLIAM I., The Travelers Insurance Company, Hartford, Conn. (r, II, 

n I ) .  
SUTHERLAND, HENRY M., Sun Life Assurance Company, Montreal, Canada. (1, n, 

IU, IV.) 
TEVLIN, DONALD J., Hartford Accident & Indemnity Company, Hartford, Conn. 

(I, n ,  IV.) 
THOMPSO1% EMERSON W., The Travelers Insurance Company, Hartford, Conn. (I, 

II,  I l l ,  IV.) 
TILLINGHAST, JOHN P., Union Central Life Insurance Company, Cincinnati, Ohio. 

(I, 11, III ,  IV.) 
TOWNE, ROBERT J., Union Central Life Insurance Company, Cincinnati, Ohio. (I, 

II, II1, IV.) 
TRACY, ELEANOR, CornelI University, Ithaca, New York. (I, II.) 
TUCK, IRA N., 342 Irving Avenue, South Orange, New Jersey. (I, II, III.) 
TURNER, PAUL A., Statistician, Eastman, Dillon & Company, 225 So. 15th St., Phil- 

adelphia, Pa. (IV.) 
TYR~ELL MARGERY, Student, Currier Hall, University of Iowa, Iowa City, Ia. (I.) 
UHTHOF~, D. R., National Council on Compensation Insurance, 45 East 17th St., 

NewYork. (I, II.) 
VERGANO, ELIA, Compensation Insurance Rating Board, 125 Park Avenue, New York. 

(n.) 
WALL, DEAN', Actuarial Department, General American Life Insurance Co., St. Louis, 

Mo. (I, n,  in ,  iv.) 
WARD, ROBERT G., Columbian National Life Insurance Co., Boston, Mass. (I, II, 

HI.  IV.) 
WAREHAM, RALPH E., General Electric Company, Schenectady, N.Y.  (I, u.) 
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WARTELL, BEN, 2402 65th Street, Brooklyn, New York. (I, II.) 
WEINFLASH, BERNARD, State Insurance Fund, 625 Madison Avenue, New York. (I, 

lI.) 
WEISS, LmlAN S., State Insurance Fund, 625 Madison Avenue, New York. (II.) 
WHITE, AUBREY, 82 Eglinton Ave., East, Toronto, Ontario, Canada. (I, II, III,  IV.) 
WILLIA~S, ] O ~  H., Office of George B. Buck, Consulting Actuary, 150 Nassau Street 

NewYork. (I, II.) 
WILSOn, John F., Manufacturers Life Insurance Company, Toronto, Ontario, Canada. 

(I, II, III ,  IV.) 
WOLFI~fAN, MAURICE, Office Of Harry S. Tressel, 10 South LaSalle Street, Chicago, 

Ill. (I, II, III,  IV.) 
YATES, J. ARNOLD, The Travelers Insurance Company, Hartford, Conn. (I, II, III ,  

IV.) 
YOUNG, WALTER, Prudential Insurance Company, Newark, New Jersey. (I, II, III,  

IV.) 
Zoc~, RICnMO~'D T., United States Weather Bureau, Washington, D . C .  (I, II, 

III, IV.) 



30 

CONSTITUTION 
(As AMENDED NOVEMBER 15, 1940) 

ARTICLE I.--Name. 
This organization shall be called the CASUALTY ACTUARIAL SOCIETY. 

ARTICL~ II.--Objea. 
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 Fellows and those 
who may be duly admitted to Fellowship as hereinafter provided. The 
Associates shall be the present Associates and those who may be duly 
admitted to Associateship as hereinafter provided. 

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 can- 
didate 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. 

Any person who shall have qualified for Associateship may 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 th~ Council, with not more than three nega- 
tive votes, followed by a three-fourths ballot of the Fellows present and 
voting at a meeting of the Society. 

ARTICL~ 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. The Council shall fill vacancies 
occasioned by death or resignation of any officer or other member of 
the Council, such appointees to serve until the next annual meeting 
of the Society. 
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ARTICL~ V.--Election of O~cers and Coundl. 
The President, Vice-Presidents, and the Secretary-Treazurer 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 President and 
Vice-Presidents shall not be eligible for the same office for more than 
two consecutive years nor shall any retiring member of the Council be 
eligible for re-election at the same meeting. 

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 So~aety 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. 

ARTZCLB VI.--Duties of Officers 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 for 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. 

ARTICLB ¥II.--Meetgngs. 
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 sh~ll be 
given by the Secretary. 

ARTICLS VIII.--Quorum. 
Seven members of the Council shall constitute a quorum. Twenty 

Fellows of the Society shall constitute a quorum. 
ARTXCLE IX.--Expulsion or Suspension 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 Pellows present and voting at a meeting of the Society. 

ARTXCr.~. 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 shah have been sent to each 
Fellow by the ~ecretary. 



32 

BY-LAWS 

(As AMt~NDED NOVE~tBm~ 13, 1936) 

ARTICL~ 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. 

ARTICL~ II.wCoundl 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.--D~iies of Offwers. 
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, 
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. 
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The Secretary-Treasurer shall also send out calls for a n n u a l  
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. 

ARTICL~ IV.hDues. 
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 hereafter admitted shall be 
the same as those of a Fellow. The payment of dues will be waived 
in the case of Fellows or Associates who have attained the age of 
seventy years or who, having been members for a period of at least 
twenty years, shall have attained the age of sixty-five years. 

I t  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.--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 VI.--Amendments. 
These by-laws 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 the proposed amendment shall have been sent to each 
Fellow by the Secretary. 
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SYLLABUS OF EXAMINATIONS 
Effective 1941 and thereafter 

Part 

I 

II 

III 

IV 

V 

Sections 

1 

2 

3 

4 

5 

6 

10 

ASSOCIATESHIP 
Subjects 

Algebra. 
Compound Interest and Annuities Certain. 

Differential and Integral Calculus. 
Calculus of Finite Differences. 

Descriptive and Analytical Statistics. 
Elements of Accounting, Including Corporate 

Accounting. 

Probabilities. 
Life Contingencies, Life Annuities and Life Assur- 

ances. 

Policy Forms and Underwriting Practice in Casu- 
alty Insurance. 

Casualty Insurance Rate Making Procedure. 

I 

II  

I I I  

11 
12 
13 

14 

15 

16 

17 
18 
19 

FELLOWSHIP 

Investments of Insurance Companies. 
Insurance Law and Legislation. 
Insurance Economics. 

Determination of Premium, Loss and Expense 
Reserves. 

Advanced Problems in Casualty Insurance Statis- 
tics. 

Advanced Problems in Casualty Insurance 
Accounting. 

Individual Risk Rating. 
Social Insurance. 
Advanced Problems in the Underwriting and Ad- 

ministration of Casualty Insurance. 



85 

EXAMINATION REQUIREMENTS 

RULES REGARDING EXAMINATIONS 
FOR ADMISSION TO THE SOCIETY 

1. Dates of Examination. 

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

2. Filing of Application. 

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 fifteenth day of February preceding the dates 
of examination. Applications should definitely state for what 
parts the candidate will appear. 

8. Fees. 

The examination fee is $2.00 for each part, with a minimum of 
$5.00 for each year in which the candidate presents himself; thus 
for one or two parts, $5.00, for three parts, $6.00, etc. Examina- 
tion fees are payable to the order of the Society and must be 
received by the Secretary-Treasurer before the fifteenth day of 
February preceding the dates of examination. 

4. Assoclateshlp and Fellowship Examinations. 

(a) The examination for Associateship consists of five parts 
and that for Fellowship consists of three parts. A candidate may 
take any one or more of the five parts of the Associateshlp Exami- 
nation. No candidate will be permitted to present himself for 
any part of the Fellowship Examination unless he has previously 
passed, or shall concurrently present himself for and submit papers 
for, all parts of the Assoclateship Examination and all preceding 
parts of the Fellowship Examination. Subject to the foregoing 
requirement, the candidate will be given credit for any part or 
parts of either examination which he may pass. 
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(b) A candidate who has passed Associateship Parts I-IV prior 
to 1941, but who has not been enrolled as an Associate because of 
lack of the experience qualifications required by the examination 
rules effective prior to 1941, will be enrolled as an Associate upon 
passing Part V. Such a candidate may also take Fellowship 
Examination Parts I-III  in the same year as Associateship Part V, 
subject to the provisions of paragraph (a) above. 

(c) An Associate who has passed no part of the Fellowship 
Examination under the Syllabus effective prior to 1941 is required, 
in order to qualify for admission as a Fellow, to pass Associate- 
ship Examination Part V and Fellowship Examination Parts I-III. 

(d) A candidate who has passed one or more parts of the 
Associateship or Fellowship Examinations under the Syllabus 
effective prior to 1941 will receive credit for the corresponding 
parts of the new Syllabus in accordance with the following table : 

Parts Passed Under 
Old Syllabus 

(Effective Prior to 1941) 

Parts Credited Under 
New Syllabus 

(Effective in 1941) 

Associateship, Part I Associateship, Part I 
. . . .  I I  " " I II  
" " III  " " II  
" " IV " " IV 

Fellowship, Part I 
" " I I  Fellowship, Part I 
" Parts  I I I  & IV " Parts II & I I I  

Other combinations of Fellowship parts passed under the old 
Syllabus will receive special attention by the Educational Com- 
mittee to determine the credit allowable and the further examina- 
tions required to obtain full credit for all Fellowship parts under 
the new Syllabus. 

5. Alternat ive  to Passing of  Fel lowship Parts II and IIL 

As an alternative to the passing of Parts II and I I I  of the 
Fellowship Examination, a candidate may elect to present an 
original thesis on an approved subject relating to casualty or 
social insurance. Such thesis must show evidence of ability for 
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original research and the solution of advanced problems in cas- 
ualty insurance comparable with that required to pass Parts II  
and III  of the Fellowship Examination, and shall not consist 
solely of data of an historical nature. Candidates electing this 
alternative should communicate with the Secretary-Treasurer and 
obtain through him approval by the Examination Committee of 
the subject of the thesis. In communicating with the Secretary- 
Treasurer, the candidate should state, in addition to the subject 
of the thesis, the main divisions of the subject and general method 
of treatment, the approximate number of words and the approxi- 
mate proportion to be devoted to data of an historical nature. All 
theses must be in the hands of the Secretary-Treasurer before the 
third Wednesday in May of the year in which they are to be con- 
sidered. 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. 

6. Waiver of Examinations for Associate. 

The examinations for Associate will be waived under Article III  
of the Constitution only in case of those candidates who meet the 
following qualifications and requirements: 

(a) The candidate shall be at least thirty-five years of age. 
(b) The candidate shall have had at least ten years' experience 

in casualty actuarial or statistical work or in a phase of casualty 
insurance which requires a working knowledge of actuarial or 
statistical procedure or in the teaching of casualty insurance prin- 
ciples in colleges or universities. Experience limited exclusively 
to the field of accident and health insurance shall not be ad- 
missible. 

(c) For the two years preceding date of application, the candi- 
date shall have been in responsible charge of the actuarial or 
statistical department of a casualty insurance organization or of 
an important division of such department or shall have occupied 
an executive position in connection with the phase of casualty 
work in which he is engaged, or, if engaged in teaching, shall have 
attained the status of a professor. 
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(d) The candidate shall have submitted a thesis approved by 

the Examination Committee. Such thesis must show evidence of 
original research and knowledge of casualty insurance and shall 
not consist solely of data of an historical nature. Candidates 
electing this alternative should communicate with the Secretary- 
Treasurer and obtain through him approval by the Examination 
Committee of the subject of the thesis. In communicating with 
the Secretary-Treasurer, the candidate should state, in addition 
to the subject of the thesis, the main divisions of the subject and 
general method of treatment, the approximate number of words 
and the approximate proportion to be devoted to data of an 
historical nature. 

RECOMMENDATIONS FOR STUDY 

To assist students in preparation for the examinations, Recom- 
mendations For Study have been prepared. This lists the texts, 
readings and technical material which must be mastered by the 
candidates. Textbooks are loaned to registered students by the 
Society. By "registered students" is meant candidates who have 
signified their willingness to take the examinations by the payment 
of their examination fees. 

LIBRARY 

The Society's library contains all of the references listed in 
the Recommendations for Study with the exception of certain 
periodicals and publications subject to periodical revision. It  also 
contains numerous other works on casualty actuarial matters. 
Registered students may have access to the library by receiving 
from the Society's Secretary the necessary credentials. Books 
may be withdrawn from the library for a period of two weeks upon 
payment of a small service fee and necessary postage. 

The library is in the immediate charge of Miss Mabel B. Swerig, 
Librarian of the Insurance Society of New York, 107 William 
Street, New York City. 



39 

1940 EXAMINATIONS OF THE SOCIETY 
M A Y  15  A N D  16 .  1 9 4 0  

E X A M I N A T I O N  C O M M I T T E E  
M A R K  KORMES - GENERAL CHAIRMAN 

IN CHARGE OF IN CHARGE OF 
ASS0CIATESHIP EXAMINATIONS FELLOWSHIP EXAMINATIONS 

A R T H U R  E. CLEARY.  CHAIRMAN R U S S E L L  P. GODDARD.  CHAIRMAN 
M A T T H E W  H. MCCONNELL ,  JR. ROBERT V. S I N N O T T  
J O H N  A. M I L L S  H A R R Y  V. W I L L I A M S  

E X A M I N A T I O N  FOR E N R O L L M E N T  AS A S S O C I A T E  

. 

PART I 

(a) Solve the equations: 

3 x 2 - - 2 y 2 +  5z~_--O 
7 x  2 -  3 y ~ - -  15  z ~ ~ 0 

5 x  - - 4 y  Jr  7 z  - - 6  

(b) Solve the following equation: 

3 x  2 -  7 + 3 V ~ 3 x  2 -  16x-] -  21 ~ 16x. 

. (a) A set out to walk at the rate of 4 miles an hour;  after he 
had been walking 2 ~  hours, B set out to overtake him 
and went 41~ miles the first hour, 4 ~  miles the second, 
5 the third, and so gaining a quarter of mile every hour. 
In how many hours would he overtake A ? 

(b) Prove that the sum of an odd number of terms in arith- 
metic progression is equal to the middle term multiplied 
by the number of terms. 

(c) I f  the sum of n terms of an arithmetical progression is 
2 n -[- 3 n 2, find the r-th term. 

. (a) Prove by mathematical induction that (x - -  y)  is a factor 
of (x ~ - -  y") if "n" is a positive integer. 

3 5 7 
(b) Sum 1 -]- ~-  -[- ~- + -~ -[- . . . . .  to infinity. 

. (a) There are three teetotums having respectively 6, 8 and 
10 sides. In how many ways can they fall and have at 
least two aces turned up ? 
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(b) In how many ways can the letters of the word "murmur" 
be arranged without letting two letters which are alike 
come together ? 

. (a) A loan of $10,000 is to be paid principal and interest at 
5 per cent, by yearly payments of $1,000, and one payment 
of whatever is due after all full payments of $1,000 have 
been made. This last payment is to be made a year after 
the last $1,000 has been paid. How many years are neces- 
sary to extinguish the debt and what is the last payment ? 

(b) A man deposits $300. at the end of each year in a bank 
paying 4% effective. A second man deposits $300. at the 
end of each year in a bank paying 4% nominal with half- 
yearly conversion intervals. At the end of 10 years how 
much more money does the second man have on deposit 
than the first man ? 

. (a) A man leaves a perpetual annuity of annual rent of $1,000. 
to be equally divided between two hospitals. One is to 
receive the full annuity until it has received its share, 
after which the other receives a perpetuity. How long 
does the first hospital receive the annuity of $1,000. and 
what is the last payment if money is worth 5% effective ? 

(b) An insurance policy maturing, the policyholder is given 
the option of a cash payment of $10,000 or an annuity 
certain for 10 years. At 31/2 per cent, what is the annual 
rent ? 

. (a) A man pays 50 cents at the beginning of each week as a 
premium on an industrial insurance policy. If money is 
worth 4 per cent compounded weekly, what would be the 
accumulated amount of the premiums at the end of the 
year if the man lives to pay all the 52 premiums ? 

(b) A city votes a bonus of $500,000 for a drainage system and 
arranges to pay principal and interest at 6 per cent pay- 
able semiannually in 40 equal semiannual payments. 
What is the semiannual payment ? 
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(a) A 3% bond for $1,000. issued January  1, 1940, with divi- 
dends payable semiannually and redeemable at par Janu- 
ary 1, 1945, is purchased January 1, 1940 to yield the 
investor 2% payable semiannually. What  is the purchase 
price ? 

(b) Prepare an amortization schedule for the bond in prob- 
lem 8 (a).  

a ~  - -  9.4713045 ( a t 1 % )  

a ~  - -  8.31660 (at 3 ½ % )  

a~  I - -  9.89864 ( a t 5 % )  

ar~ - -  10.37966 (at 5%) 
v 15 - -  .48102 (at 5%) 

i 
j - -  1.01948 (where i - -  4 % , j  = 52) 

si~ - -  12.0061071 (at 4%)  

1 
= .04326 (at  3%) 

a~g 

1.0220 - -  1.4859474 

P A R T  II 

(a) Define class mark and illustrate its use with a frequency 
distribution (1) where the variates are discrete and (2) 
where the variates are continuous. What  class limits for 
class width 5% would you consider preferable for a dis- 
tribution of loss ratios calculated to the nearest tenth of 
one per cent ; e.g., 61.3% ? 

(b) What  transformation is most useful in developing short 
methods for the calculation of statistical constants ? Illus- 
trate the transformation by a diagram and show how it 
applies in computing moments about the mean. 

(a) Compute the coefficient of correlation for the following 
data:  

x 3 4 5 8 9 11 12 15 17 20 

y 3 5 7 10 11 14 16 20 23 26 



42 

1940 EXAMINATIONS OF THE SOCIETY 

(b) Compute Fisher's "Ideal" index number with 1929 as the 
base given the following prices and quantities of selected 
commodities in the U. S. 

1929 1934 
Commodity Price Quantity Price Quantity 

Tin ............ 450 20 520 14 
Lead ........ 68 140 40 62 
Zinc .......... 65 130 44 65 

. By the method of least squares find the equation of the 
parabola fitting the following data: 

x 0 5 10 15 20 25 

y 10 5 10 20 35 50 

. When may a normal curve be reasonably fitted to a frequency 
distribution and what assumptions must be made ? Outline in 
detail the steps to be followed in making such a graduation, 
giving the column headings for the calculation. 

. The "X" Wholesale Jewelry Company is fully covered against 
loss by an insurance company. On August 1, the store is 
burglarized and all but $10,000 in goods is taken; the owner 
files a claim for $5,000. From his books you learn that he 
started the year with goods on hand worth $13,495.86; pur- 
chases during the first seven months totalled $54,835.64; 
accounts receivable on December 31st were $11,212.40 and on 
July 31st were $12,435.22; cash received from customers dur- 
ing the seven months amounted to $145,870.43 after allowing 
discounts of $2,906.75. Prepare a statement of your evalua- 
tion of the loss if the records show an average gross profit from 
sales of 180% during the past five years. How excessive was 
the claim ? 

6. Following are the balances of the general ledger of the A.B.C. 
Company as of December 31, 1939. Prepare a trial balance. 
You may abbreviate the accounts in order to conserve time. 
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Advertising ................................................ $ 25,000 
Accounts Receivable ............................... 250,000 
Accounts Payable ............................. 50,000 
Bonded Indebtedness ............................... 240,000 
Building ................................................... 265,000 
Bad Debts Written Off .............................. 10,000 
Capital Stock ............................................. 350,000 
Delivery Expenses ...................................... 7,000 
Discounts on Sales .................................... 11,000 
Discounts on Purchases .............................. 9,000 
Finished Goods Inventory 12/31/38 ........ 35,000 
Cash .............................................................. 85,000 
General Expenses .................................... 15,000 
Goods in Process 12/31/88 ........................ 10,000 
Heat, Light and Power ................................ 20,000 
Interest on Bonded Debt .......................... 12,000 
Insurance and Taxes .................................... 16,000 
Machinery and Equipment .................... 215,000 
Purchases ................................................. 600,000 
Rent .................................................... 4,000 
Reserve for depreciation ............................ 40,000 
Surplus .................................................. 111,000 
Sales .................................................... 1,200,000 
Salaries and Wages .................................... 420,000 

7. Make adjustments for the following in the case of the A.B.C. 
Company : 

Reserve for Doubtful Accounts . . . . . . . . . . . . . . . . . .  $ 1,000 
Accrued Payroll ........................................ 19,000 
Depreciation ............................................ 20,000 
Inventory December 31, 1939: 

(a) Finished Goods .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  52,000 
(b) Goods in Process ................................ 15,000 

8. Prepare a profit and loss statement and a balance sheet for 
the A.B.C. Company. 
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PART HI 

1. (a) Express 2 x¢ 3) ~ 7 x (2) ~ 2 x (1) - -  10 as a polynomial in 
x using the method of detached coefficients. 

(b) By means of a central difference formula obtain the value 
of ](41) given : 

](30) = 3,678.2 
I(35) = 2,995.1 
/ (40)  = 2,400.1 
](45) - "  1,876.2 
I(50) = 1,416.3 

2. Evaluate ~ x 2 4* 
1 (x -~  1) (x  ~ 2) 

3. (a) Prove that a divided difference of the pt~ order is a sym- 
metric function of its arguments. 

(b) Prove that if u~ be a rational integral function of x of the 
n *~ degree, and if values ua, ub, uc, • . . . .  of u~ be given, 
then the expression for u~ in terms of its divided differ- 
ences is the same whatever the order of arrangement of 
the u's. 

. If  w, - -  [5] u~, prove King's formula uo = .2 wo --.008 t,~5 w-5  
neglecting fourth and higher differences. The subscript 5 
indicates that  the difference is taken over an interval of 5. 

5. ( a ) P r o v e  du ~u dx 8u dy 
d---z = ~x dz ~ ~y dz 

where u is a function of x and y which are functions of z. 

(b) Using the above formula findd~given thatx l /3~yl l3=al /3 .  

6 .  Find the first three terms in the expansion of 

log ( 1 / 1 + x  + 1 / 1 -  x) 

in powers of x. 

S S 7. Evaluate (x nt. l ) (x2 + l ) dx an d (x -t- a) log (x -t-- b ) dx. 
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8. Discuss approximate integration. Write down the important 
formula~ noting their distinctive features. 

. 

P A R T  1V 

(a) A plays a game with B in which each has the same chance 
of winning. They repeatedly stake a dollar against a 
dollar. If A has m dollars and B has n dollars, what is A's 
chance of winning all m + n dollars ? 

(b) A and B are two inaccurate arithmeticians whose chance 
of solving a given problem correctly are b§ and ~{2 
respectively; if they obtain the same result and if it is 
1000 to 1 against their making the same mistake, find the 
chance that the result is correct. 

. A bag contains a coin of value M, and a number of other coins 
whose aggregate value is m. A person draws one coin at a time 
till he draws the coin M. Find the value of his expectation. 

. A, B and C play a game in which each has a separate score, 
and the game is won by the player who first scores 3. If the 
chances are respectively 1/~, 14, 1/i ' that any point is scored 
by A, B, C, find the respective chances of each player winning 
the game. 

4. A die is thrown until every face has turned up at least once. 
Show that on an average 14~o throws will be required. 

(1 + i) a~ 
5. (a) Show that p~ --  

•a'+l 

(b) Interpret in words the symbols nEd,s, ~Exl~ and ~E[~-~-. 

6. (a) Determine the net single premium and the net annual 
premium for an endowment insurance of $1,000 to a person 
age 28, the term being 20 years, interest rate 3 ~ % .  

Given : x D~ N~ M~ 

28 33157.4 661733.2  10779.94 
48 13738 .5  208509 .8  6687.466 
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(b) According to the American Experience Table a man age 
40 has a life expectancy of 28.18 years. Using the same 
table at 8½% interest we find that $16.45 is necessary 
to pay $1.00 a year to a man of 40. If this money were 
invested at 8½% interest would it just provide $1.00 a 
year for the 28.18 years ? 

7. State the Makeham law of mortality. How is a Makehamized 
table of mortality formed ? 

8. Describe the various methods of valuation of life insurance 
policies. 

E X A M I N A T I O N  F O R  A D M I S S I O N  A S  F E L L O W  

. 

PART I 

(a) Give and explain four elements of coverage provided under 
the Residence Policy Section of the Burglary Manual. 

(b) Give three of the four different ways in which the Resi- 
dence Coverage can be written. 

. (a) Assume an insurer has issued Compensation and Public 
Liability insurance to an Ice Cream manufacturing risk, 
and upon audit the following payrolls were developed: 

Plant Operations ..................... $100,000 
Drivers ...................................... 20,000 
Helpers ...................................... 10,000 

The compensation rate for Ice Cream Manufacturing in- 
cluding D. C. & H. is $3.00. The Public Liability rate 
for Ice Cream Manufacturing is $1.00. Calculate the 
earned premium for the two coverages. 

(b) Assume that one of the truck drivers employed by the 
above risk, while delivering a large can of ice cream to 
a retail store, injures one of the customers in the store. 
Would this accident be covered under the Public Liability 
policy mentioned above, or under an Automobile Liabil- 
ity policy? Give reasons for your answer. 
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3. If  your company were providing liability coverage for the 
tenant of a building under an Owners' Landlords'  and Ten- 
ants'  policy, in what two ways could you provide coverage 
for the owner and what are the advantages of each ? 

4. (a) Private Passenger automobile risks in most states are 
classified as A1, A, B, and C. What  types of risk are in- 
cluded in each of these classes, and how do the rates 
differ from class to class ? 

(b) Describe the Medical Payments  coverage now available in 
connection with automobile private passenger policies. 
For whose benefit are these payments made, what are the 
limits of coverage, and what rates are used ? 

5. (a) In what respects does a contract of suretyship differ from 
a contract of insurance ? 

(b) What  is a (1) bid bond 
(2) faithful performance bond 
(3) labor and material bond 

6. A casualty insurance company licensed in New York has cap- 
ital of $2,000,000 and surplus of $1,500,000. I t  owns $750,000 
of insurance company stock. 

(a) How much additional insurance stock may it purchase 
under the New York law ? 

(b) How much insurance stock may it accept as a stock 
dividend ? 

7. At the end of 1938 the distribution of admitted assets of a 
representative group of stock and mutual casualty companies 
was as follows: Stock Mutual 

Companies Companies 
Bonds - -  Government .................. 29.3% 34.6% 

State and Municipal .................. 6.7 8.0 
Other Bonds .............................. 16.2 20.8 

Total  Bonds ........................ 52.2% 63.4% 
Total  Stocks .................................. 20.0% 5.8% 
Cash .......................................... 11.2 17.1 
Uncollected Premiums ................ 9.6 5.9 
Real Estate and Miscellaneous .... 7.0 7.8 

Grand Total  ........................ 100.0%" ].00.0% 
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(a) Give reasons for the differences in distribution of assets 
between the two types of carriers. 

(b) What differences would be noted between the figures above 
and a similar tabulation as of the end of 1930 or 1931? 

8. Fire and casualty companies still hold substantial amounts 
of railroad securities. In view of the fact that the record indi- 
cates the railroad industry to be a decadent one, can this policy 
be justified ? Explain. 

. 

PART II 

(a) What factors generally determine the state in which a 
contract of insurance is made? 

(b) Under what principle of law would that contract be 
enforced in another state ? 

2. (a) Do Workmen's Compensation laws, which provide for 
payment of indemnity regardless of fault, violate the "due 
process" clause of the United States constitution or similar 
clauses in state constitutions? Explain. 

(b) What are the three classic defenses against employers' 
liability claims? Describe the part which they play in 
elective compensation laws. 

3. It has been stated that the real effect of the Paul v. Virginia 
decision was not that "insurance is not commerce" as it is 
usually quoted. Comment on this statement, and give the 
actual points at issue in this case. 

4. (a) Explain the purpose and method of operation of the Aggre- 
gate Trust Fund as established by the New York Com- 
pensation Law. 

(b) Explain the purpose and method of operation of the 
Security Funds required in New York. 

(c) What are the benefits provided for in the New York 
Compensation Law for partial or total disability or death 
due to silicosis after June 6, 1936? 
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5. (a) What effect has the Uniform Sales Act on Products Lia- 
bility Coverage ? 

(b) Assume that a stevedore is injured while on the gangplank 
of a ship. State the usual rule followed by the courts to 
determine whether the accident comes under State or 
Federal jurisdiction. 

6. What is the purpose of automobile guest laws as generally 
enacted? State which of the following classes of people are 
guests : 

(a) Relatives or friends who share expenses. 

(b) Employees of the owner. 
(c) Potential customers. 

(d) Fellow-employees of the same employer. 

7. (a) Discuss briefly the differences between self-insurance and 
non-insurance, pointing out under what conditions each of 
these devices is a satisfactory form of risk-bearing. 

(b) Describe various devices in common use in the business 
world to eliminate or transfer risk. 

8. Explain the method of operation of hospitalization plans as 
now offered by non-profit organizations and private insurance 
companies. What important form of coverage is not provided 
by these plans and how may this need be met ? 

PART llI 

1. (a) State what percent of the manual premium for Work- 
men's Compensation insurance is allotted for each of the 
following expenses: acquisition, claim adjustment, inspec- 
tion and bureau, payroll audit, administration and taxes. 

(b) In what way does the contingency loading in compensa- 
tion rates differ from a profit loading? 

(a) In workmen's compensation manual rate-making, what 
disposition is made of catastrophe losses, losses under 
common law or admiralty law, recoveries from third par- 
ties, and losses partially or wholly covered by reinsurance ? 

. 
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Calculate the Loss Conversion Factor, for use in the 
Retrospective Rating Plan, for a state with the standard 
expense loading. 

. (a) Explain the derivation and application of the credibility 
criteria for determining workmen's compensation formula 
pure premiums. What are the advantages and disadvan- 
tages of this method of measuring credibility, and what 
other methods might be adopted ? 

(b) What experience period is used in calculating workmen's 
compensation rate levels for an entire state, and for the 
industry groups within the state? State the criteria for 
full credibility in each case, and outline the procedures 
used if the experience is too small to warrant full credi- 
bility. 

. Complaint is made that the application of the Public Liability 
Experience Rating Plan is producing debits on O. L. and T. 
coverage for Department Stores although the loss ratios have 
been favorable. What feature of the Plan is causing this ? 

5. (a) Justify the use of average values for Death and Perma- 
nent Total disability cases in the compensation Experi- 
ence Rating Plan. 

(b) May an experience rating modification be revised if one 
of the losses used in the rating was reported incorrectly ? 
What revision, if any, may be made if a recovery is made 
from a third party after the full amount of the original loss 
has been used in a rating? 

6. (a) Discuss the elements which must be given consideration 
in Surety rate-making. 

(b) Outline the factors militating against the adoption of a 
merit rating plan for contract bonds. 

7. Describe briefly the excess limits tables now in use in automo- 
bile liability insurance. What methods would you employ for 
testing the adequacy of these tables ? 
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8. What  types of internal statistics would you use in order to 
maintain a favorable loss ratio in automobile l iabili ty in- 
surance ? 

PART IV 

1. The  following figures are taken from the 1938 and 1939 state- 
ments  of a casualty company.  

1938 S ta tement  

Ledger Assets December  31, 1938 . . . . . . . . . . . . . . . . . . .  35,000,000 
Interest  Due and Accrued .................................. 250,000 
Book Value of stocks and bonds over marke t  

or amortized value ........................................ 500,000 
Other Non-Admit ted Assets ............................... 350,000 

Total  A d m i t t e d  Assets  .......................... 34,400,000 

1939 S ta temen t  

Writ ten  Premiums ............................................... 24,000,000 
Interest  and Rents Received .............................. 920,000 
Profit  on Sale of stocks and bonds . . . . . . . . . . . . . . .  105,000 
Accrual of discount ........................................... 10,000 

Total  Income .......................................... 25,035,000 

Losses Paid ...................................................... 10,350,000 
Underwrit ing Expenses Paid ............................. 8,800,000 
Inves tment  Expenses Paid .................................. 200,000 
Dividends Paid ............................................... 400,000 
Loss on sale of stocks and bonds . . . . . . . . . . . . . . . . . . . .  400,000 
Amortization of Premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . .  210,000 

20,360,000 
Ledger Assets December  31, 1939 ...................... not given 
Interest  Due  and Accrued .................................. 310,000 
Book Value of stocks and bonds over marke t  

or amortized value ............................................ 300,000 
Other Non-Admit ted Assets .............................. 350,000 

Total  Admi t t ed  Assets ............................. not given 

(a) Calculate the ledger assets as of December  31, 1939, using 
the above information. 

(b) Calculate the "Gross Interest  and Rents Earned"  and 
the "Gain from investments during the year"  following 
the form used in the annual s ta tement  blank. 
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. (a) What provision for reporting the expenses of adjustment 
of Liability and Workmen's Compensation losses is made 
in the Disbursements and Liabilities pages of the annual 
statement? In what respects do these figures agree with 
the amounts shown in Schedule P ? 

(b) What instructions would you give to the Claim Depart- 
ment of an insurance company in order to insure a proper 
segregation of medical losses between those incurred under 
the regular provisions of the Standard Automobile Liabil- 
ity policy and those incurred under the Medical Payments 
endorsement ? 

. Describe the form used by the National Council o n  Compen- 
sation Insurance for Loss Ratio Calls. In what respects do 
the premiums and losses reported in these forms differ from 
those reported in: 

(a) Schedule Z 
(b) Schedule W 
(c) Unit Statistical Plan 

4. As actuary of a multiple line casualty company with branches 
throughout the country, you are called upon to determine 
whether the cost of the various branch offices is being kept 
within reasonable limits. Indicate the elements which you 
would consider in your treatment of this problem. 

. Outline a plan of compulsory automobile insurance which 
would avoid or minimize the undesirable features generally 
considered inherent in compulsory insurance. Make particular 
reference to: 

(a) Type of coverage afforded 
(b) Rate supervision 
(c) Treatment of Undesirable Risks 

. (a) Distinguish between facultative, open treaty and fixed 
treaty reinsurance. What other methods of reinsurance 
are used by casualty companies ? 
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(b) Describe briefly the regulations affecting reinsurance 
companies with particular reference to taxation and 
preparation of annual statements. 

. Design a punch card to furnish experience on individual com- 
pensation risks. Indicate the sources of information available 
for such a card, and the uses to which it might be put. 

. (a) 

(b) 

What devices may be used by a company which accepts 
business from independent brokers to insure a reasonably 
favorable loss ratio on the business so accepted ? 

The supervising authority of a certain state has ordered 
that the manual rates for coverage under the U. S. Long- 
shoremen's and Harbor Workers' Act be shown separately 
from the rates for coverage under the state act. Outline a 
practical method for meeting this requirement, and ex- 
plain how you would calculate the necessary rates. 
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