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PREFACE

In our day insurance has taken on many forms but
always serves the same purpose and is based funda-
mentally upon the same principles. There is always
a more or less undefined risk which is run, involving
the possibility of loss uncertain either as to its occur-
rence, or the time of its occurrence, and against this
there is protection thru a contract. In its essence, ,
the contract is an agreement among a large number
who are exposed to the risk to share the losses when

they occur, thus lightening the burden on the individ-

ual and making for all a fixed charge instead of a .

catastrophe for some. 'The risks are mﬁmtely varied
and the new forms are constanﬂy appearing.

These risks affect business in the persons of those
engaged in business and in the property dedicated to

business purposes. Protection against both risks is

more than a personal matter, it is a vital condltmn 7
of successful business. '
It is the aim of the present Text to display the ~
fundamental principles of insurance in general terms,
and then to show these principles at work in the vari-
ous fields in which insurance has been introduced.

In the preparation of this volume the editors have -

_enjoyed the active assistance of a number of experts.
Professor Mudgett prepared for our use the material
X v
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on hfe msurance, M1 Mlchelbacher that on hablht
and workmen’s compensatlon insurance, Mr. Hardy .
that on fire insurance and Professor Huebner that
on marine insurance. Their aid and that of others‘} -
whose knowledge, skill and counsel has been drawn
~upon in the preparation of the volume is gratefully, ,
ac knowledged ~ -
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INSURANCE

CHAPTER I
k RISK AND INSURANCE

1. Business risk.—Risk is the life of business and
all busmess is essentlally rlsk taklng The risks of
business concern in the first instance the hoped-for

profits from the undertaking, but they extend also :

to the capital 1nvested in it. Busmess ability consxsts'
in large measure in an insight into the nature of the !
rlsks incurred and business skill is shown in the meas«f

ures Whlch are taken to avoid them or to mltlgate then'} ; ' o
consequences The foremost means which busmess -

has devised for reducmg the consequences of in Jury of =
one kind or another to the least possible inconvenience

to those concerned is found in the many forms of in-
surance. The development of insurance has, more-jf_f.
over, done much to promote the study and analysw of
the risks which insurance is designed to mitigate and

this in turn has led to many measures for the reducQ ,
tion of the risks concerned.

The v1c1ssﬂ;udes to which a busmess enterpnse is “i-_ -

posed are countless. 'The enterprise may be get

g

on 1ts feet and have brlght prospects for the fu’c'urei “ =




2 INSURANCE

. When the man upo:n whose energy and busmess ablhty% .
it depends for its success is suddenly removed by
death. Or it may be that he is injured by a railroad

o automobﬂe accident and perbaps for months is in- kik

ca pamtated for his business duties. His factory may

~ have a boiler explosion which puts the plant out of
: business for a considerable time. The explosmn may
result in death or injury of employes and the ensuing

damage suits may entail a serious loss. The ‘danger
of ﬁre Is ever present, and the m_}ury it does may

j ~ wreck the busmess Ifamanisina merca;ntlle bus.
~ ness, burglary may be a danger against which he

must take special precautions, in spite of which he

~ may sustain losses. Expensive plate glass windows
~ may be a necessary ad‘]unet to his business operatmns .

and an explcs:on’ in the nexghbmhood may reduce |
o thPm to splinters. He may have purchased a plat of =

_ground and begun expensive bulldmg operations only

. to find a flaw in his title to the property. One might -

~ goon Jindefinitely and pile up instance after instance
 of the risks which might entail losses upon a busmess

- enterprise; but enough has been said. - o
‘ The risks of business are foreseen and 1mf0reseen, i

‘ ,k‘some are unforeseeable, while others can be foreseen -
. ‘by thoughtful men. Insurance of course has to do' .

only with the foreseeable risks. But it will be. notedi .
that all such risks are incalculable. They exist as

. pmmbﬂmes, but ‘when or where they will result mf S
_ injury or loss no one can tell in advance. o
2 Wastes and losses. ——In the operatmns of a hu51- -
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ness, there is always a certain element of waste. I‘nf )

manufacturmg, the materials and supplies do not all
appear in the finished produc’c some of them are

spoiled, and some are lost in the process. In mer-
chandising, some goods will not sell, or will not sell
at the expected profit. When credit is extended, as .
it is in most business enterprises, a certain loss from
‘bad debts cannot be avoided. In short, every busi-

ness enterprise must reckon Wlth ‘more or less ﬁxed~ k

elements of waste. .
Now if we consider business as a whole the l‘lSkS

against which insurance is carried appear as the more

or less inevitable wastes of the world’s economic ac-

tivity. The destruction of vegetation by hail, wind ~,
and storm, the loss of life thru accident and disease

are, taking the world at large, just as normal happen-

ings as the sprouting of the harvests or the birth of

children. In the world’s business there is inevitably
a certain amount of waste thru shipwreck, thru fire,
thru explosion and accident, which is a part of the cost'
of doing business, of doing the world’s work. .

‘We must carefully distinguish between those wastes -
and losses which are inherent in every busmess en-
terprise, and those which may be inevitable in busmess“ o

as a whole, but which may or may not occur in any

particular enterprise. The first group of losses must .

be met by the individual enterprise alone. Take for
example the depreciation of plant and machinery.

No careful manager will fail to take note of this de-

~ preciation in the conduct of his enterprise, but pro-
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~ vision ag‘amst this deprecmtmn, an approxunately de»

~ terminable loss, i is not insurance. Itisacharge which
_each business must carry for itself in exactly the

same way as the other costs of production. Again,

every. selhng organization reckons with a certain per-

centage of bad debts and pwvxdes against it in its
marketing plan, but does not 1egard this as msuraﬂce. -
The latter concerns unusual loss. . -

In an earlier volume of the Modern Busmess
Course, “Credit and the Credlt Man,” an account is
given of credit insurance which brings out this dis-
tinction very aptly. This is a form of insurance de-

‘slgrned to protect the merchant from unusual loss -

from bad debts. It does not cover the usual Joss

 which the merchant must assume himself, but only

those losses which exceed the usual ones, the latter

' bemg ascertained by computmg the average for 4

series of years. :
3. Uncertain losses. —Tt can be seen therefore, that

msurance is a contract of indemnity against uneertam‘~ o

: losses. In most cases the losses whose effects it is
designed to neutralize in whole or in part are such

as may never occur in the experience of any particu-

lar person who has insured against them. The un-
certainty therefore affects both their occurrence and

_ their severity. This of course is not the case in the
most W;dely known form of i insurance, life insurance,

where there is no uncertainty regardmg the event
which may entail the loss, but only concermng the tune .
when it may occur. . S
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Hence the uncertainty concerned may rest upon‘ -

any one of three elements or any combination of them,

the occurrence of loss, the amount of the loss, and the

time when the loss occurs. Whatever the nature of
the uncertainty a serious derangement of the indi-

vidual’s economic condition results, when the u_ncer» ~

tainty becomes a reality. Measures cannot of course

be taken to remove the uncertainty entirely, but thru' -

the insurance contract a large measure of thls de‘
rangement can be obviated. o
4. Regularity of uncertainty.—All insurance has
its basis upon the principle which might be paradox-
ically called the regularity of uncertainty. However
casual and incalculable these events may be from the
standpoint of the individual they are fairly constant
from the standpoint of society at large. It may never
happen that your house burns down, but some houses
are burned each year and the annual fire losses va,ryi

little from year to year. Nothing is more ‘proverbi- .

ally uncertain than human life, yet in the mass few

things are more definite ‘than that a certain number ?

in each age of life will die each year. Some of the
events covered by insurance have been under observa-
tion for generatlons and centuries, others have: only re-
cently attracted attention. As expenenca accumu?,'

lates and as the range of observation increases the
more definite becomes our knowledge of the regu?
larity with which the phenomenon will recur.

The regularity of the apparently casual oécur«a

rences can be seen only when there is a consxderable?~
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rang ”Of observatlon. A series of ﬁres in a small
town will oceasion a relatively large loss.

 numberof large fires in a short space of time will cause .

the fire loss to mount alarmmgly A conﬁagratmn"

k like the Chmaga fire is a catastrophe long remem-
bered. But the losses of the small town or the cqty or
even of the great conflagration are swallowed up in

the fire losses of the entire United States. A local .
_epidemic may have a serious effect upon the death rate

o given city without appreciably aﬂ’ectmg the mor—f" .

. ftaltty of the nation as a whole. -

~ Again, the fire losses of a smgle day may greatly~

e ceed those of that which precedes or follows it, but

there will usually be less variation in one week as o
ccmpared with another. Variations from year to

year may entirely disappear when ﬁve-year perlods’:_
are concerned. . -

; It is important to estabhsh that the regul&rlty of
' uncerta.m events on which insurance is predicated d -

pends on the element of time as well as that of area.

Neglect of this limitation has been the rock uponf -

~ which many an ambitious project has gone to pieces.

5. Pmtectmg the individual—In the present or—“}f"k ‘
der of society, the individual protects himself from

 these losses thru insurance. It is nothing more than

~ spreading the risks of loss over large bodies of per- .
sons exposed to those risks. Each of the persons
exposed to the risks makes a certain contribution to

a fund from which those who suffer the loss are in-

- demnified. If the loss fell upon one person alone it
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would be a serious burden, which might wreck his

business. Distributed among a large number of per- -
sons exposed to like risk it becomes only a small an-

nual charge on his business. Thru the insurance con-
tract each individual is enabled to transform the waste
which is incident to business as a whole from an over-
whelming loss for certain undetermined individuals
into a fixed annual charge for many, which they reckon
among their regular costs of carrymg on. then' enter-
prises.

Insurance is a method of equalizing burdens as:
respects areas and as respects time. Thusif inagiven

state the loss thru personal accident in each year

be assumed to be a certain amount, and it is possible
to pay it out to the persons concerned from a fund
collected from all exposed to accident, the burden

upon each one would be a negligible quantity. This

is an adjustment of the individual loss and the com-

pensation for it, to all the losses, and all the persons‘ .

exposed to it within a given area. : ,

If then the chief purpose of insurance is to in-
demmfy one person among a large group for a loss
which may befall him, it would seem that the simplest
method of carrying it out would be to wait till the

loss occurred and then have all the members of the

group share it. There are in effect many small in- |

surance operations which are conducted in just thls .

~ way. By grouping the losses it is possible to conduct
~ even larger enterprises on this plan. But the as-

sembling of funds after the loss has occurred prevents




: the prompt settlement of losses, and hence the rule mp: .

insurance that funds to meet losses are payable inad-

vance. If the payment by the insured i is not calcul-

able as to its amount and as to its maturity, it bears
too close a resemblance to the possible loss which it is

designed to avoid. Yet even when the payment is ;

made in advance at a stipulated rate, subsequent pa’va
ments may in some forms of insurance be requlred in
order to meet unusual losses. ‘

The dlstmbu‘mon of losses among all the persons '

_exposed to them in a given area or group of persons,in

such a way that it falls comparatively lightly on each
one of them is a fundamental principle of insurance,
but it is not the only one. 'This distribution of the

burden of loss must take into consideration the ele-

ment of time as well as area. Thisis a fécognjtion of
the fact that the regularity of recurrence on which
insurance is based is relative and not absolute, and that ,
provision must be made for the possibility of consider-

able variation. In all forms of life insurance it is a
recognition of the familiar fact that death rlsks vary '

. - thh the age of the insured.

6. Cost of insurance—The insurer by his cantract‘ -

agrees to pay an indemnity to cover certain losses

which may occur to any person who has entered into
the contract. In order to do this he collects from all

the insured certain payments called premlums, which ‘ 
are usually annual payments. These premium re-
ceipts the insurer uses predominantly but not exclu-

sively to pay indemnities. What purposés the'nxda
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the premiums serve? They create a fund by means of |

‘which the insurer must be able to do three thmgs

1. Pay current losses. :

2. Pay future losses in excess of current income.

3. Pay the expense of running the business.

Unless the premiums are adequate for these three
purposes the enterprise will fail. ~All are equally im-
portant. Many persons have failed to appreciate

the significance of the second and third purposes here .

~ named, and there have been numberless attempts to
secure cheap forms of insurance. There is however
no such thing as cheap insurance if premium reduc-
tions are obtained by inadequate provision for any of
these things. There is a constant effort to reduce the
cost of insurance, that is, the amount of the preml-
ums, and within certain limits these eﬂ'orts may be :
highly successful. o
7. Reducing costs—Assume that a gwen company ,
has a certain premium income and that the propor-
tion required for the payment of current indemnities
is reduced. One of several things may happen. The
funds destined for future use may be increased at a
more rapid rate, or the saving may be turned into the
cost of doing business. The latter course is not so
improbable as it appears, since extravagance in ad-

ministration may occur. - If the company is orgamzed“ -

upon the stock basis the saving may become a source
of dividends to the owners if the rate of dividend al-
lowed by law to such compames has not already been :
'obtamed ~
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a1 Wlth ﬁxed premmm income the proportmn as- _ 
signed to future use is diminished, this saving, ifitis
~ legitimate to regard it as such, may either go fo payk '

_increased indemnities, should they be necessary, or ‘

may find its way into the cost of doing business as
suggested in the preceding paragraph. Economies

effected in the cost of doing business might serve to

inerease the amount available for current losses or for

future needs. It is clear that an excessive income
~could only be used in wasteful administration or in

building up an unusual reserve. Since most of the
insurance is done by mutual companies, there is a very

strong motive toward still another course, that is,

passing this good fortune on to the insured thru a re-
duction of premiums. The competition of companies

among themselves has a like tendency and more per- -

haps than in other lines of business a reductlon of the
cost finds expression in a reduction of price. ,
Cheaper insurance then is a possibility when there is
a proper provision for each of the several purposes
which the premium payment is designed to serve,

8. Classification and selection of risks.—The first -
step which can be taken towards reducing the current
loss payments is thru a classification and selection of

risks. It was, for example, long ago recognized that
the fire hazard was not the same for all buildings, ir-

respective of their construction and their use. Byes-

tablishing classes and defining their limits the insur-
ance companies can considerably reduce the prob-
ability of becoming liable for loss. Again the life
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risk is obviously not the same for all persons, regard-

less of their condition of health. The purpose of .

- medical examination in life insurance is to eliminate
poor risks. A very rigid examination reduces ma-
terially the cost of the insurance to the insurer, and
the insured reaps the benefit of this in reduced cost.

Again in workmen’s compensation insurance, not

: only‘the'character' of the occupation but the conditions
under which it is exercised have an Important mﬁu-’
ence upon the cost of insurance. '

9. Reducing the loss payments. —~—Wh11e the main
purpose of insurance is to indemnify those who suffer
a loss whose occurrence cannot be foreseen, the institu-
tion of insurance has in some cases done considerable
to reduce the probability of such loss. . Both laws and
self-interest are constantly at work in this direction.

- Take for example the fire risk. Building laws and
regulations decrease the probability of fire and the
fire-fighting apparatus and organization which towns
and cities establish reduce the loss which ensues when

~ fire occurs. Even where no laws establish standards G

of building construction, as in the rural districts, the
requirements of the insurance companies act as a
powerful stimulus to reduce the fire risk. .
Similar influences are at work in the mdustrxal
- field. Manufacturing establishments are giving in-
creased attention to the safety of the workers. With
all proper credit for the humanitarian motives which

have been at the root of the “safety first” movement,
it is not to be denied that they have been powerfully




reenforced by business considerations. ,W'ith;;’the;k
spread of workmen’s compensation legislation and in-

surance there has been a powerful incentive given to

the improvement of working conditions, and that in-
centive has been the lower cost of compensatlon insur-
ance. A man is easily persuaded to adopt reasonable

safety appliances when it can be shown that he

saves money by so doing. Up to a certain point this
is the case. Beyond that point the cost of installing
and maintaining safety appliances may be greater
than the losses which their absence entails upon him,
and here the economic motive is lacking. But here

again the law not infrequently interposes the weight .

of its authority and imposes obligations upon the man- -
ufacturer which may involve heavy annual charges.
In so doing it is not of course concerned with the wel-
fare of the manufacturer, but Wlth the pwtectzon of‘,
those in his employ. s .

Over a long period of time changed eondltlons of L
life and industry may tend to reduce the insurance
risk. If for example, as a result of improved sani-
tar.y conditions the death rate declines, as it has done
in the past hundred years, it is perfectly clear that
other things being equal, life insurance can be w:mtten';
at a lower cost than before. : ,

In a preceding paragraph it was shown how par-

ticular insurance might be reduced in cost thru a care-

ful selection of risks. Here it is shown that the cost

of insurance in general may dlrmmsh by a gradual -
improvement of the average risk. : e
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10. Provision for future losses.—If as one of the

necessities of a properly regulated insurance system,
provision for future losses has been mentioned, it
should be understood that reference is made to such
losses as may be excess in current income at such
future periods. By means of this feature of the

premium payment a surplus is built up for future con-

tingencies. ~

‘When such a surplus has been created it grows
both from within and from without, that is, it in-
creases by the receipt of interest on investment, and
by further contributions from current premiums.
Obviously if anything happened to increase the in-
ternal growth, such as a marked rise in the rate of
interest obtainable for safe investments, a fixed annual
addition to surplus could be obtained without draw-
ing to the same extent as formerly on current pre-
mium payments. In such a case it would be per-
fectly possible to reduce the price of insurance. Con-
versely, if the rate of interest falls, the surplus will
grow less rapidly. Hence, under these conditions, a
fixed rate of growth can only be maintained by in-
creasing premiums.

In all of this discussion it is assumed that adequatej
provision is made for these future emergenmes :

What is an adequate provision in the various typesof :

insurance has been a subject of infinite debate. It

is, however, clear that the longer the time for which

the insurance contract is entered into the greater will

be the importance of this element. Hence, the su-
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preme lmportance of the reserves as they are called 111:" -
life insurance. .

11, Costof opemtzons »———The thlrd outlay f0r thch -

the premium income must provide is the cost of oper-

ating the business. If this can be reduced insurance
can be offered to the public at cheaper rates.

A large part of the effort to secure cheaper insur-
znce is based upon the belief that established insur-

~ sance methods are costly. There is a large measure of

truth in this contention, and this may be ‘admit’tedfkf

~ without asserting that the costs of doing business are
higher than they ought to be under the present m-'

~ ganization of the insurance business.

Many of those who have sought to reduce the price -

of insurance have neglected this qualification. Too

often the tendency of reformers in the insurance field

has been to substitute inexperience for experience
with results that have proved costly in the long run.
While the general principles of insurance are easily
grasped, the practical working out of them is a highly
technical matter, requiring unusual skill and knowl-

edge. It is not samethmg that can safely be left to .

amateurs .
It is quite possible to conceive an orgamzatmn of .
the insurance business in which the costs would be

greatly reduced. One of the principal elements in -

cost is not that of carrying the insurance ‘but of se-

curing the business. If for voluntary insurance, "
~ which is in most fields what we know in the United
States, compulsory insurance were to be substituted,
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it is conceivable that the cost of securing msuraneef
could be reduced to a minimum and thus the general
cost of insurance operations could be reduced. -

* The soldiers’ and sailors’ insurance written by the
United States Government during the late war rested
in part upon this principle. The cost of securing in-
surance was a minimum, many of the initial costs, such

as medical inspection of risks dnsappeamng alto-
gether In the field of private insurance we find
a like condition as affects the cost of doing business
in the various forms of group insurance. When such

insurance is written certain standard items of expense
either disappear or are largely curtailed, and these
‘~sav1ngs find expression in a reduced premium rate.

A close analy51s and study of the practical work of .
insurance compames would reveal many points at

which economies of operation could be effected.

Some compames have been more successful than‘\ -

others in effecting such economies, and their policy-
holders reap the benefit of this efficiency. It cannot,
however, be too strongly insisted upon here as else-
‘where that any economies which are made at the ex-
~ pense of the service which insurance is desngned to
perform are illusory. ‘ '

12. Varying risks. —All insurance, as we have seen,

_rests upon the certainty of the uncertain. 'The events
which bring loss in their train to the individual tend to

recur with great regularity among large groups of

individuals. But regularity of occurrence is not

XVIlI~—3

‘equivalent to constancy of occurrence. From place
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to place and from time to time the frequency Wlth’

which the event takes place may vary within wide -

limits. Murders for example may be more frequent
in one nation than in another. Yet from year to
year in the same nation they will tend to be equal in

number. But note that the regularity stated is only

from year to year. From decade to decade they may
show a tendency to diminish.

What is true here is true also of the spemﬁc rlsks :
against whose consequences insurance has been de-
vised. Differences from place to place occur. For
example, the fire loss is far greater in the United
‘States than it is in European countries; and over con-
siderable periods of time the frequency of occurrence
may undergo considerable change. Progress in in-
surance means therefore a continual adjustment of

~ procedure and rates to changing conditions of risk.

- 18. Increased knowledge.—Thru experience and
observation our knowledge of the nature of risk and |
_the frequency of loss is constantly becoming more

precise and definite. Changes in this knowledge are

probably more potent in effecting adjustments in in- k

_surance practice than the changes in the absolute fre-
‘quency of the events discussed in a precedmg para—«: ‘
~graph. :
The growth of knowledge whxch perlmts a nicer
ad,]ustment of insurance rates to insurance hazards is
‘2. constant factor in the development of insurance
~practice. = Its significance, however, is most manifest
“in the early history of each form of insurance. Asa
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matter of fact few if any branches of insurance :

have been founded upon an adequate experience rec-

ord. All have at the outset gone thru an experimen- =

tal stage. Men have recognized the risk and have
seen the desirability of providing against its conse-
~ quences long before the full nature of the risk has
been understood; and the frequency of loss arising
from it has been ascertained with any degree of pre-
cision. The early history of each branch of insurance
is strewn with failure for this reason, and the de-
velopment of insurance has been an inereasing knowl-
edge of the risks involved as the records of experience
accumulated, as a better adjustment of insurance
practice to insurance needs become possible.

A case in point is recent American experience in

workmen’s compensation insurance. State after
_state enacted laws for the protection of workmen
“against loss arising from the accidents of industry, but

when it came to establishing insurance institutions ©

for carrying the burdens, it was found that there was
very little experience upon which to base them. - Acci-
dent records of other countries had to be drawn upon

and tentative rate schedules were adopted, which sub- -

~ sequently, as American experience began to accumu-
late, have been very greatly revised. ' S
14. The principle of indemnity. -——-Insurance, no

‘matter what it concerns, has only one purpose,

namely, to provide an indemnity in case of loss.

Hence the fundamental principle of all insurance
that the indemnity paid should not exceed in value the .
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loss mcurred In the case of property insurance thlsf' '
/imitation is well understood but it seems to have ‘no-

place in the consideration of life insurance. No pre-

cise valuation can, of course, be placed on any human
life, and in case of death, no definite amount of loss
could be proved. Hence, in any given pohcy there
is what might be regarded as a conventional valuation
(letermmed in advance and stated in the policy. In

other forms of policy there are also definite sums

stated in the policy, but these must in most cases not

be regarded as measures of the loss which may oceur,ff .

but as limits to the possible mdemmty to be paid.
Because the ‘purpose of insurance is to protect,
~ against losses it can only be written for the benefit ;
of those who actually suffer a loss thru the event
against which the insurance is taken. Hence the ori-
gin and explanation of the phrase that the beneﬁc:tary ~
of the insurance, must have an insurable interest in
the thing insured. The consequence of this prmmple
is that when the insurable interest expires, the insur-
ance expires also. Otherwise the contract of insur-

ance would become a mere bet or wager. Strange i

and unusual forms of insurance sometimes occur,

particularly in Great Britain, as when for example a

man takes out insurance against the occurrence of

rain upon some great public festival. On the face

of it this appears as a mere wager, but it will usually -

be found that when all the circumstances are known .

there is an insurable interest behind it. In the case
suggested the man securing the insurance might be
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a renter of public vehicles or grand stand seats and .

be liable to lose money in case of rain.

The insurable interest may be of very deﬁnlte,«ol.

of very indeterminate value. In the latter case a con-
ventional value has to take the place of a demonstrated

value. This must always be the case when the insur-

ance is designed to protect not against a loss of prop-
erty, but a loss of anticipated profits. ;
15. Forms and divisions of insurance. — The insur- ;
ance contract whose general features have been ex-
plained takes a wide variety of forms, and concerns
many and varied risks. In the present volume the
- chief forms of insurance will receive attention, and
the examination of them will disclose new principles

and reenforce by particular application those which .

have already been mentioned in general terms. In-
surance writers do not agree in detail with regard to

the classification of the various types of insurance
enterprise, but the underlying division of the present
text into personal and property insurance is widely
accepted. In the following treatment personal in-
surance is given the first place not only because of
its wider field of interest, but also because it exem-
~ plifies in a high degree the manysidedness of the in-
surance contract. Moreover, the interest in life in-
surance is by no means a purely personal one, since

life insurance is coming to play an increasingly im-

portant part in the conduct of business enterprises.
A close division of insurance into definite groups is

extremely difficult and the consideration of liability




and workmen’s compensation insurance which follows

the discussion of life and accident insurance can be

regarded as a bridge between the latter and the sev-
eral forms of property insurance; the diseussion of
which comprises the later chapters of the volume.

REVIEW

Compare depreciation and loss by fire as expenses in conducts i

ing business. :

 Would a socialistic state require insurance? g
What is meant by the statement that insurance rests upon

the regulanty of uncertainty and the distribution of risk?
What are the elements in the cost of insurance and how ean

they be reduced?: .
How do varying risks and mcreased knowledge of nsks af— :

fc et insurance practice? : N
What is msurable mterest?




CHAPTER II
THE LIFE RISKS

1. Element of uncertainty in modern life—Society
is organized for the realization of certain common V
purposes, but most of the activities of 1nd1v1duals .
within a social group are not carried on in coopera-
tion or for the realization of such purposes. They
are individual activities, directed toward individual
ends. They may, and usually do, contribute to group
welfare, but their success or failure is not conditioned

by social cooperatlon Thus a particular business

may be of the utmost importance to the life of a com-
munity and yet it succeeds or fails by its own efforts ;
Productive effort as carried on today is of an un-
usually speculative character. Most production is

for a demand in the future and the market for the -

product may never materializez Demand may 1

change or may have been entirely mis judged. Mean-

time every step in a roundabout productive process
represents money expended and if the final produet;
does not find a market this expenditure represents a
loss to some individual. The time element renders
production extremely uncertain and this creates a con-
stant source of possible loss. This might well be

charged as one of the costs of social progress and car-

21
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ried by the group, Butasa matter of fact this risk af -
loss or failure is carried by the individual from the ‘
moment the process begins until the product is in the -
hands of the consumers. :

This factor of time makes the success of any under-

taking dependent on the individual. Society is
deeply affected by the status of family life. But the
success of famﬂy life, in the economic sense, is not
guaranteed in any adequate way by social actlon

"The family as an economic institution depends on the

income of the bread-winner over a Iong term of 3 years,
but society makes no adequate provision that thls in-
come will be guaranteed. .

Thus in an important respect business life and fam— .
ily life are measured in terms of income, or of the

ability of some individual to produce income. The k

point emphasized here is that our present social or-
ganization allows these institutions to be established
as individual units wholly self dependent that the
' r#sponszbzlzty for their success or failure is mdmdual
not social; and that anything which causes an inter-
raption of the ser vice or the income of such individu-
als brings faﬂure to satlsfy responmblhty and conse-
quent loss upon particular members of socxe’cy We
have inherited this vast tradition of individualism
from an earher age and it has become an important
factor i in our national life. Tt is expressed repea’cedly
in our law and forms a chief chazactens’ac of our
written constitution. -
2. The risks of the individual.—The assumphon of .
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responsibility carries with it the hope of realization.
Failure may be due to personal shortcomings—the
lack of ability, the lack of enterprise, or the like—or
it may come from circumstances which the individual
cannot control and which are by nature unforeseen
or unforeseeable. 'Thus a family may suffer thru the
desertion of the father. He fails to provide the in-
_come to rear his children. Insofar as this is a matter
of his personal neglect, society may deal with him
directly and make him accountable, tho this may be a :
poor solution of the problem of care for his family.
But the father may be killed in industry or he may
contract an occupational disease which disables him
‘permanently. In these instances his family suffers
as before by deprivation of income, but responsibility
is not assessable as before.  Again his savings of years
may be lost and he or his wife left dependent in old
age; his home may burn or be destroyed by earth-
quake or windstorm, or property may be stolen.. '
Tosses such as these, due to the operation of natural
forces or the shortcomings of community life, are
properly charged as community costs and deserve to
be carried by the group. But the individualistic or-
ganization of civilized societies does not furnish the
basis whereby this may be done directly. Insurance
institutions are a response to the demand of indi-
viduals for protection against these unavoidable catas-
trophes. ' , o

3. The life risks.—Life msurance deals with one
phase of the general problem of risk. It isessentially
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a means of guaranteeing that responsibility once as-

sumed shall not fail of realization thru certain unfore—
seen occurrences comprehended within the term life
hazards, or life risks. 'To make clear their nature it is
possible to divide a life into three parts: the first
extending from birth until the child has completed
its education and is prepared to become self-dependent
—about twenty-five years in the average case. The
second period may be called the productive period,
when one is working and earning the income that will
enable him to bring up a f amlly, to engage in business

and to save money for old age. This period ends at

different times for men in different occupations.

Workers in some industries reach the end of their
usefulness by age forty-five or fifty; many business
men or men in agricultural pursuits retire at sixty or
sixty-five, while professional men sometimes work un-

til age seventy or later. For the purpose of illustra-

tion, the productive period of life may be said to end
on the average at age sixty-five. The third and last
division of life is the period of old age, when a man has
ceased to be a producer. 'That is, he has ceased by his
own efforts to add anything to the world’s supply of
consumable goods and lives oﬂ" the productxon of ~
others. =
4 Requzrements of p?‘oductwe age. ——Each of these .
periods may be viewed as a distinct unit of a man’s
life, and his needs may be considered separately for
each. In general it may be said that the income
earned during the second or productive period fur-
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nishes the means of providing financially for all three,
and a man does not satisfy his full duty to society

unless he produces the equivalent of this amount. - Of
course, no man from his own efforts can prowde for
his individual needs during childhood. That is done

by others. But his responsibility is merely carried
forward one generation and he satisfies the debt for
his own upbringing by rearing and educating off-
spring.  In addition to this, he has to care for himself
and wife during this period, and every man with
normal foresight looks forward to laying up a fund
which will care for him and his wife when they have
become old. Then again, there are special occasions

arising thruout this productive time of life when a

man is called upon to assume responsibilities which -
are carried out only thru his ability to earn an income.
He may enter a business, which he personally can
carry to success but which may fail in the hands of

another; the support of aged parents may devolve

upon him; or he may wish to accumulate an mhemtw
ance for a son or daughter. ‘
The responsibilities here alluded to fall upon every
man who rears a family, or engages in business, or
who becomes the source of support for aged, infirm or
other dependents. For those who have received an
inheritance from an earlier generation of the family
the problem is already solved; for the man who has
inherited only ability and capacity, and this includes -
the majority, the problem is solved by means of the ~
income earned during his productive life. '




This theory of a man’s obligations is stated very
well in accounting terms. The ledger account will
show an accumulation of debits during childhood;
during the productive period this liability will gradu-

ally be reduced and eventually be replaced by a con-

siderable credit balance. The latter will reach its
maximum at the age of retirement and will be com-
pletely exhausted at the time of death. Thus the ac-

count will balance at the close. The liability side of
this account will cover the financial value of all obliga-

tions assumed by the individual to wife, family or

other dependents and to business, and all other obhga- -

tions of whatsoever nature. Resources shall be meas-
ured in terms of his income. ‘ .

- There are two serious difficulties Wlth mee’cmg these, ‘
various responsibilities by the use of income earned

wvear after year. In the first place a man may die

prematurely and in the second, he may fail to save for
the time when his productive capacity ends, or his
~ savings may be lost thru unwise investments or thru
the various turns of economic prosperity known as

crises and depressions. Once the responsibility for
rearing and educating children is undertaken it will be

twenty or twenty-five years before one’s duty to these
children is fully satisfied; upon marriage a man or-
dinarily assumes the obligation to support his wife

_for ber entire life; a business may require his contin-

*ued attention for a number of years before he de- o
velops the organization which can succeed without

him. If the income-producer lives all is well; but if
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he dies he may leave wife and children unprovided

for, to become dependent upon charity, and his busi-
ness may become insolvent. Thus the failure of in-

come thru premature death brings misery and malad-, o

Justmen’c :
5. Needs of old age—Again, as the years pass he -
approac,hes the age where he can no longer keep up

with his younger competitors in the productive strug- k

gle. His efforts lose their economic value. In the
professions he retires, in industrial life he becomes
superannuated. He ceases to be a producer but re-

- mains a consumer. If all his responsibilities to others
have been satisfied during his productive life he must
still consider his personal needs during old age.
From his own efforts this period can be cared for only
thru the savings of years past. 'That is, he must have
produced more than he consumed between ages
twenty-five and sixty-five and this excess or saving
must have been preserved in such form as to give him
title to, or purchasing power over, the production of
others, during his old age. Furthermore, his respon-
sibilities to others may not have been fully paid at the
time of retirement. In such case capital must be ac-

~cumulated to liquidate these obligations.

The life risks which thus render uncertain the satis-
faction of one’s obligations are premature death and
failure to accumulate and preserve funds for old age.
The apparent solution is some sort of protection

‘against the financial consequences of premature death
and some means of investment or capital accumula-
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tion durmg productwe hfe that will surely preserve
these funds and guarantee their availability when
needed during old age. The need for a solution is
empbhasized by a consideration of the magmtude of .
these risks. s

6. Magnitude of these risks—The literal accuraay‘
of the following quotation cannot be ~vouched for, but
its substantial truth is attested by any mortality table
based on extensive experience, and by the recmds of:
numerous probate courts: :

If you take one hundred average men age twenty—ﬁve,‘ o
healthy, of good mental and physical caliber, but with no
means of support except their head and two hands, and
watch them as they swing down in front of the grand stand; ‘
on their successive ten year laps, you will find that thls 1s
what happens to them: -

Age 35. Five have died; ten have become waalth} ten
are in good circumstances; forty have moderate resour ces,f :
thirty-five have not 1mproved

‘Age 45, Eleven have died, making a total of sixteen; all
but three of those who had made and saved money have by
this time lost all their accumulations. Sxxty-sm are still
working and self-supporting, but without any other re-

sources ; fifteen are no longer self-supporting,—a few of these

still earn something, but not sufficient so that they may be
considered self-supporting cases—thru illness; aecident or
reverses.

Age 55.  Four more have died ; twenty are now dead of
the others one has become very r1ch three are in good cir-
cumstances ; forty-six are still working for a living, not hav-
ing been able to accummilate anything; thirty are now more
or less dependent upon their children or relatives or charity
for support; some of these may be able to do some kind of :
hg'ht work, but they are replaced by younger men. 3



THE LIFE RISKS 29

Age 65. Sixteen have died during this period, making . . -
total of thirty-six out of the one hundred. Of the remain-

ing, one is still rich, four are wealthy; one of those who lost

everything before forty-five has regained hold and become

wealthy ; only six are still self-supporting, but are compelled
to work for a living; the others (fifty-three) are dependent
on children, relatives, or charity. : '

Age 5. Survivors, ten years later: death has claimed
sixty-three; sixty of whom left no estate; two of the five
rich men have lost out. The rest are dependent upon their
children, relatives, or charity. ~From now on the old fellows
will die off rapidly but their financial condition will not im-
prove, and ninety-five per cent of them will not have sufficient
means to defray funeral expenses unless insured.!

REVIEW

Contrast the different aspects of the uncertainties of life
whether considered from the social or the individual point of
view. ;

What are, from the standpoint of income, the three chief
periods of human life? Sl
+ What are the obligations which rest upon middle life with
respect to childhood and old age? : e

Why is the accumulation of savings often ineffective to meet
these obligations? o e

1 Quoted in the “Virginia,? the monthly field bulletin-of the Life In-
surance Company of Virginia, February, 1917,
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~ LIFE INSURANCE PROTECTION =

1. Mutuality in life insurance.—The frequency
with which premature death occurs and with ‘which
men fail as individuals to save for old age reveals two
characteristics of these life risks: the uncertainty to
whom they will occur and the certainty that they do
occur with a considerable degree of regularity in a
group of sufficient size. The regularity of these
phenomena in a group makes possible a solution thru
cooperation of its members. The statement that
thirty-six of every one hundred men who reach
twenty-five years of age will die before they will havé
reached age sixty-five means that this result will oceur
on the average, not that the particular result will hap-
pen to any particular one hundred men. This being
50, and it being unknown in advance upon whom mis-
fortune will fall, all may agree that the consequences

of these misfortunes will be shared by all. Insurance

is said to be mutual and it is in this sense of group
cooperation in the payment of unforeseen losses that
the statement is true. Insurance organizations are
in no sense creators of capital, they are merely dis-

tributors of funds. Their payments represent the

transfer of funds from many persons to the few who
30 ,
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have suffered misfortune. This mutual character of

the insurance fund cannot be overemphasized. No
insurance carrier can be permanently successful un-
less its collections from the many insured cover the
losses of the few who meet disaster. e
There is a tendency among the uninformed to look ‘
upon the insurance company especially when it is a
corporation, as an organization apart from its policy-
holders. - The necessary relations between its assets
and the risks it carries is not seen and many unjust
demands are made upon it. In the simple applica-
tions of the insurance principle the mutual character
of the insurance fund is readily recognized. The
- neighbors who make voluntary contributions to a fam-
~ily whose home has been destroyed by fire do so in
part from a sense of common need, and in this act are
expressing one of the essential characteristics of insur-
ance. The Red Cross has been able to collect vast
sums of money in its recent drives because the con-
tributors have realized the connection between 1ts
work and their own needs. :
In life insurance the mutual character of the fund
to provide for losses thru premature death is easily
recognized ; the situation is not so clear with reference
to saving for the future and for old age.  But it must
be remembered that individuals may save and may
then lose their accumulations. This may be due
to lack of skill in investment, to lack of oppor- ‘
tunity to make safe mvestments or to influences en-

tirely beyond their control. The insurance company
XVII—4 :




as an investment agency deals not in small sums but
in millions, it is enabled to obtain the services of skilled
managers, and the few cases of loss which theyks‘uffer' :
will, when balanced against their entire earnings,
scarcely be noticed. Thus their ability to apply the
 principle of mutuality to investments protects them
against the uncertain losses to which an individual is
exposed. This mutuality, this sense of community
interest and willingness to help each other, is the basis
of insurance. o
2. The indemnity in life insurance—Group co-
operation in the replacement of unforeseen losses does
not necessarily result in complete replacement. The
- persons who suffer misfortune may merely be aided
during a time of readjustment. When efforts at co-
_operation are developed, however, to such an extent
that a complex organization is established and a fund
created from which to pay these losses, there is always
the danger that some one will attempt to misrepresent
the amount of a particular loss and make profit at the
expense of the group. For this reason, a second es-
sential element of insurance is indemnity—that is, the
replacement fund shall never be greater than the loss
sustained. 'This is a fundamental legal characteristic
of the contract issued by insurance organizations.
Life insurance offers the nearest approach to exemp-
tion from this requirement. The principle of indem-
nity is applied, however, only in a different manner.
Whereas, loss to property may be measured in terms
of the market value of property at the time of dis-
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aster, there exists no equivalentway of measuring the
value of a life. An approximation is obtained, to be

sure, in terms of a man’s income; but income is a vari-
able factor, tending normally to increase, and the law
recognizes the desirability of encouraging the ambi-
tion for higher standards of comfort. In the absence,
therefore, of plain intention to defraud, the common

law recognizes the legality of contracts of insurance .

on lives, granted there be a reasonable relationship
between the amount of insurance and the standard of
comfort a man might be expected to set for his de-
pendents. Insurance companies themselves exercise
a strict control over the possibility of excessive insur-
ance by limiting the amount of policies on a particular
life, by requiring that the existence of other insurance
be revealed in the applications of prospects and by
refusing to issue policies the premiums on which do
not bear a normal relation to a prospect’s apparent in-
come. i =
8. Contract—When a system of mutual protection
against risk is established on any extensive basis it be-
comes important that the members of the group have
a reasonable guarantee that their expectations will be
realized.  This eannot be accomplished -by -verbal
agreements or by general understandings that the vic-
tims of misfortune will be recompensed. It is neces-
sary that the nature of the relationship of members to-
the group be expressed by a definite contract. Inits
business operations the insuring organization there-
fore acts as a unit dealing with members according to
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its contractual obligations. While this appears at
first sight to be a departure from its mutual character
it is not so in fact. ~ A contract is the only basis for
maintaining the equity of all members and this is but
another way of saying it is the means of preventing
one member seeking advantage at the expense of
others, and of guaranteeing that the just expectations
o all members will be realized. This character of the
insurance carrier arises as a matter of practical ad-
mwinistration. - The control of these contract relation-
ships still lies with the members, or, in organizations
where this is not the case, for example stock insurance
companies, is supervised by government agencles in
the interests of policy-holders. e
- 4. Protection thru life insurance.—Insurance in its
bare essentials is thus seen to be cooperative activity
directed toward the end of relieving the individual of
the financial consequences of risk. = The losses due to
unforeseen disasters usually represent a net reduction
in social well-being, but by insurance their effects are
distributed among large groups and do not fall wholly
upon a few individuals. The San Francisco fire and
esrthquake in 1906 destroyed $300,000,000 worth of
~ property. Had the loss been borne by the people of
- San Francisco the city would never have recovered.
As a matter of fact insurance premiums collected over
the entire civilized world contributed to its rebuilding
and its recovery was phenomenal. Life insurance
performs this function for two risks—premature
~death and incomeless old age. It replaces personal
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or business income lost thru premature death and
thereby enables the fulfilment of one’s obligations, tho

death may come. This is its “protection” function, -

as it is usually called. Furthermore, it furnishes a
medium thru which men can safely invest their sav-
ings to meet obligations in later life that cannot be
satisfied from current income, or obligations maturing

after income has ceased thru retirement. This is

known as the “investment” function of life insurance.
Life insurance contracts may be used for protec-
tion to one’s family, to one’s ereditors or to business.

These various uses may be considered as family pro-
tection, personal credit insurance and business or

partnership insurance.

5. Family protection.—A man usually undertakes o

the responsibility upon marriage of supplying his
wife with income for the remainder of her lifetime.
Normally his income increases with his advance in
years and this is accompanied by an increase in their
standard of comfort. Life insurance for the protec-
tion of the wife, therefore, will take into consideration
the standards to which the wife is accustomed and the
fund available in case the husband dies prematurely
will be such as to provide that amount of income which
will maintain standards in the future. Note that the
insurance fund is for the purpose of preserving
an “income.” We ordinarily think of insurance
in terms of cash available at death, for instance $1000,
or multiples thereof; but the loss is of income and
the adequacy of insurance provision should be meas-
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ured likewise in terms of income. Analysis of this

- statement will show that insurance needs are much

greater in the early years of marriage than later, for
the income is needed thruout the lifetime of the wife
or while family responsibilities exist. Concretely,
a wife aged thirty may be expected to live forty
years longer in the average case, while a wife aged
fifty may live only twenty years on the average.
Measure personal needs by an income of $1000 per
~ year and the total sum required in the one case is
$40,000, and in the other $20,000. This comparison
will be modified to some extent by the fact that while
a wife’s needs at thirty are measured by $1000 a year,
at age fifty the family status may have improved and
$1000 per year become insufficient. There is another
factor to be considered here and that is that the wife’s
responsibilities after the death of the husband may in-
clude the care of children. If the children become
self-dependent at about twenty-five there is a tem-
porary period until the youngest child is age twenty-
five, during which insurance needs cover both wife
and children. It is apparent therefore that the needs
of a family are measured in terms of a large initial
amount of insurance, gradually decreasing as
responsibilities become fulfilled. Insurance needs are
always greatest at the inception of family obligations
and disappear with the cessation of earning power at
the time of retirement. 'This is a fact seldom stressed
in current discussions of insurance for protection.
6. Personal credit insurance—A vast amount of
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the world’s business is carried on today by credit.
Personal integrity combined with business or profes-
sional ability enables men to borrow the capital of

others and employ it profitably. While collateral
security may be given in many cases, yet there are
plenty of instances where loans are made on personal
security—the mere promise of the borrower to pay.
If the honesty and ability of a man are a guarantee
that he will use borrowed capital in a way to preserve

and increase it or to increase his personal capacity to

earn income the lender is safe but for one contingency.
The borrower may die. In this case he may use life
insurance to support his personal credit against his
death and thereby utilize his future earning power in
the present. Thousands of well-known business men
thus borrow money from banks on their personal notes
and the only protection the banks demand is insur-
ance sufficient to cover all such unsecured obligations.
Young men of good reputation and no capital in this
way capitalize their future by borrowing money on
their personal credit and furnishing the lender with a
life insurance policy from the proceeds of which the
debt will be paid in case of death. Funds may thus
be obtained to finance an education or to start a busi-
ness. .
7. Business insurance.—As a man’s income is im-

portant to his family so his services may stand be-

tween the success or failure of a business venture.
The success of many a corporation is dependent on

the vision of a particular manager during its early
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years. It is qulte proper therefore that the corpora~

tion should capitalize the value of his life by i msuranea o

Then if he should die the money received from insur-
ance policies will carry the company thru a period
of adjustment until another manager or a new or-
ganization can be developed to carry it to success.
~ Anyone will recall frequent instances in recent years
when the lives of promoters of large corporations have
been insured by and for the benefit of their firms.
‘When the success of a corporation depends largely
on the life of a single man it cannot afford to take the
chance of disaster thru his death. ;
It frequently happens that business ﬁrms make
“investments” in certain men for the purpose of re-
alizing a profit from their services. Prudence re-
quires that the money value of those services be se-
cured against the death of the man. Authors are
often insured by publishing firms against their failure
thru death to produce articles or books in the adver-
tising of which the publishers have incurred expense.
Partnership insurance is a special phase of business
protection to meet the needs of the partnership form
of organization. The death of a partner often neces-
sitates the liquidation of his interest and this produces
interruption and annoyance to the business. Life in-
~surance carried by each partner or by them jointly,
paid for by the firm and made available at the death
of a partner to liquidate his interest, will matenally”
reduce the severity of readjustments. , o
8. Saving and investment function of life insurance.
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~—There are two main functions of investment—to
provide means whereby capital may be accumulated
- thru periodic payments and to furnish an avenue for
the investment of surplus funds. = The one deals with
investments made for the purpose of carrying out
future obligations, the other generally with an ac-
cumulating estate which represents growth toward
affluence, a change perhaps from well-to-do to
wealthy. - The one may be called the saving function,
the other the investment function. : ,
This distinction may not be in general usage but
it represents with fair accuracy a real functional dif-
ference in two classes of investments. Most of the
conspicuously successful investment institutions of to-
day have concerned themselves wholly with the second
function. Thus, trust companies have'managed es-
tates, that is, managed accumulated capital, and have
not been an important agency in the process of ac-
cumulation.  The life insurance companies first em-
phasized investment contracts in the years subsequent
to the Civil War, but put their emphasis decidedly in
the wrong place. Their contracts were sold as specu-
lative investments on which marvelous returns were
promised. 'The companies now admit their mistake,
but they paid dearly for their experience. 'The analy-
sis of the life risks revealed the fact that men need to
accumulate capital in anticipation of obligations that
cannot be satisfied from current income or which ma-
ture in old age when an income is no longer being
earned. Saving for these purposes is the more im-
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portant function of the life insurance ‘company.
Savings banks and buildings and loan associations
have also been established to meet this need. =5
A successful method of saving and accumulating
money for a definite future purpose takes into con-
sideration the amount needed and makes provision
for regular periodic payments sufficiently large to
create the fund in the required time. Herein lies the
defect of the savings bank. No relationship is evi-
dent between the deposits and future needs. Itis a
great gain psychologically if the depositor realizes as
be makes each payment that he is some day going to
bave $1,000 and that his failure to make a deposit
piay mean failure to receive the $1,000. 'The savings-
bank depositor views his savings piecemeal instead of
focusing his attention on the total sum of money that
will some day result from them. The purchaser of
an endowment insurance policy clearly understands
that the receipt of the amount insured twenty or
t"nrty years hence depends on the continuation of his
premxum He sees a close relationship between his

premiums and his future needs. If capital is being

saved with a specific purpose in mind he is able to
measure his ability to supply future needs with cur-
rent income and is thus more likely not to assume re-
sponsibilities that can never be met. = This is one of
the strongest arguments m favor of life insurance
saving. .
The plan of operatlon of building and loan asso-
ciations offers a distinct advantage over the savings
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bank method. On becoming a member of such an
association one obligates oneself to make certain pay-
ments yearly and any failure to do so will result in a
penalty.  Upon withdrawal before maturity of a con- .
tract, the money paid in may be returned with interest
at three per cent, for instance, whereas the contract
may have guaranteed six per cent if carried to ma-
turity. The possibility of forfeiting thru withdrawal
a portion of one’s interest earnings tends to force
members to carry their contracts to completion.
It is open to question whether building and loan
associations are generally as safe as life insurance
companies. The safety of life insurance investments
lies in part in their minute regulation by the State,
but largely in the fact that the huge assets of the com-
panies can be distributed over a sufficient field to
secure the operation of the insurance principle of

average and, in the hands of able investment mian- o
agers, the losses from bad investments are reduced to

a minimum.  Investment expenses have bheen reduced
to as low as one-eighth of one per cent of the assets
per year in some companies and are not permitted in
New York to be over one-quarter of one per cent.
The contrast here made between saving and invest-
ment has emphasized the latter function as a matter
of preserving surplus funds and creating an estate
from them. This was contrasted with saving for
the purpose of satisfying obligations assumed. 'This
phase of the investment function is largely a matter :
of a good interest return on investments or such dis-




position of them as will cause them to increase as rap-
idly as possible. It is distinguished from saving, as
defined, by a certain speculative quality. The pru-
dent man satisfied first his duty to his dependents; any
surplus funds in excess of these requirements he more
or less takes chances with in the hope of increasing his
estate more rapidly. To a very slight extent does life
‘nsurance play any part in this phase of the invest-
ment function. ' : e -
But there is another aspect of the investment func-
tion which is of great importance. This is skilled
management of investments. Trust companies have
been established in large part to administer estates,
that is, to preserve and protect the capital fund and
to distribute income periodically; but again, their
weakness lies in the fact that they handle only large
estates. 'The funds paid by life insurance companies
to the dependents of their insured are in many cases
too small to be turned over to a trust company, but if
~ paid in cash to dependents unskilled in investments
will probably be lost in a very short time. The life
insurance company does not fulfil its function there-
fore in being solely an insurance and savings mstitu-

tion. It must be an administrator of estates, large

and small. Where the loss thru premature death or
old age is that of income it must, in any adequate solu-
tion, be replaced by income. This the company can
do only by becoming the administrator of the princi-
pal sum of maturing insurance contracts and by pay-
ing an income to beneficiaries during the time of need.
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The emphasis of insurance companies on “income in-
surance” in the last ten or fifteen years is a recogni-
tion of the importance of this function. :

REVIEW

Life insurance rests upon the ideas of mutuality, indemnity
and contract. Amplify this thought, :

What are the two chief purposes of life insurance? :

Describe each of the varied interests which may be protected
by life insurance. ’ f

Contrast saving thru savings banks and building and loan
associations with saving thru insurance.

What is the underlying idea of “income insurance’”?




CHAPTER 1V
LIFE POLICIES AND PREMIUMS

1. Types of contract—Life insurance companies
perform their functions by the sale of contracts of in-
surance. In detail these contracts are of many kinds
but, when stripped of their frills and trimmings, re-
duce to two or three types. In general, the life policy
and the annuity represent the two main divisions.
The distinguishing characteristic of the former lies in
the protection it affords against premature death; of 4
the latter, that it furnishes a life income during old
age.

2. The ordinary life policy.—The basis for the
discussion of life policies may conveniently be made
the ordinary life policy, as it is technically called.
This contract is probably sold more often today than
any other and represents, historically, the form out
of which most of the others have developed. It is
issued by commercial life insurance companies in
amounts of $1,000 or greater, usually multiples of
$500, and promises the payment of the principal sum
to a designated beneficiary upon the death of the in-
sured. This indemnity is contingent upon the pay-
ment to the company of an annual premium varying

in amount with the age of the insured and continuing
44 ,
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until his or her death. The rate books of two com-
panies selected at random quote the following pre-

mium rates at various ages:

Age First company Second company
25 $20.14 $19.00

30 22.85 21.80

35 26.35 2545 .
40 30.94 80.25

45 87.08 36,50

50 4545 45.10

55 56.93 56.50

60 288 - 9.0

8. Calculating the premiwm.—In order to under-
stand the various equities in this policy and the rela-
tionship of cost to indemnity it will be necessary to
describe briefly the method of caleulating the pre-
mium. 'To maintain the mutual character of life in-
surance the premium which is paid must be deter-
mined fundamentally by the rate at which men die
prematurely, since as we have seen the insurance com-
pany is a mere administrator of funds and all indem-
nity paid by it must in the final analysis come from

premiums paid by the many insured. So the pre-

mium of $19.00 per year payable by one insured at
age 25 for an ordinary life policy of $1,000, if cor-
rectly determined, measures his proper contribution
to this indemnity fund. The first requirement then
in the caleulation of costs is a measurement of the rate
of death at different ages. This is supplied by mortal-
ity tables. They may be constructed to measure rates '
of mortality in a general population or specifically
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among an insured group. The difference lies in the,‘ : .

fact that insurance of the type now being considered
~ is voluntary, and statistics show that, when the choice
of insurance is left to the individual, those who insure
show a higher rate of mortality than those who do not
insure, and this higher rate must be reflected in the
cost of insurance by a higher premium. 'The Ameri-
can Experience table of mortality is based on experi-
ence among insured lives and shows a conservative
rate of mortality. That is, it is higher than the mor-
tality usually obtaining among insured lives. 'This is
quite necessary, for inadequate premiums, will place
the insurance fund in the position of being unable to
pay promised indemnity and will be fatal to success.
Redundant premiums will leave the fund with a sur-
plus and this may be returned to policyholders.

AMERICAN EXPERIENCE TABLE OF

MORBTALITY

Age N umber living Number dying - Yearly probability of dyin g
10 100,000 749 007490
11 99,251 746 007516
12 98,505 743 007543
13 97,762 . 140 007569
14 97,022 737 007596
15 96,285 735 007634
16 95,550 ©o32 ; 007661
1700 94,818 729 2007688

- 18 94,089 7T 007727
19 93,362 725 007765
20 0 92,637 723 007805
21 91,914 722 007855
22 91,192 721 : +-.007906
23 90,471 0 007958
24 89,751 719 008011

Q50 89,082 718 14008065
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XVIII—5

Age - Number living - Number dying - Yearly
26 88,314 718 :
21 87,596 118
28 86,878 718
29 86,160 719
30 85,441 720
31 84,721 721
32 84,000 723
33 83,277 726
34 82,551 129
35 81,822 732
36 81,090 787
87 80,358 742
38 79,611 749
39 78,862 756
40 78,106 765
41 77,341 T4
42 76,567 85
43 75,182 797
44 74,985 812
45 - 74,173 828
46 73,345 848
47 72,497 870
48 71,627 896
49 70,731 927
50 69,804, 962
51 68,842 1001
52 67,841 1044
53 66,797 1091
54 65,706 1148
55 64,563 1199
56 63,364 1260
57 62,104 1325
58 60,779 1394
59 59,385 1468
60 57,917 1546
61 56,371 1628
62 54,743 1713
63 53,030 1800
64 51,230 1889
65 49,341 1980
66 47,361 2070

67 45,291 2158

L 88 43,138 2243
69 40,890 2321
70 38,569 2391
71 36,178 - 2448

probability of dying
008130
008197
008264
008345
008427
008510
008607
008718
008831
008946
009089
009234
2009408
009586
009794,
010008
010252
010517
010829
011163
011562
012000
012509
013106
.013781
014541
015389
016333
017396
018571
1019885
021335
022936
024720

1026693
028880

031292
033043
036873
2040129
043707
047647

4052002

056762

061993

067665
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Age Numberliving Number dying ‘Yearly probability of dying
073733

72 33,730 2487

73 31,243 2505 080178
74 28,738 2501 1087028
75 26,237 2476 094371
76 23,761 2431 1102311
77 21,330 2369 1111064
bES 18,961 2991 1120827
79 LU16,670 2196 131734
80 14,474 2091 144466
8y 12,388 1964 158605
82 10419 1816 174297
83 8,603 1648 191561
84 6,955 1470 211359
85 5,485 1202 235552
86 4,193 1114 " 265681
87 3,079 933 .303020
88 2,146 744 346692
89 1,402 555 395863
20 847 385 AbSAS
91 162 246 532466
92 216 137 631259
03 79 58 A3ALTY
94 21 18 857148
95 3 3 1.000000

4. Single premium.—The table is so constructed
as to represent a group of 100,000 persons starting
at exactly age ten; this group decreases year after
year by the number dying at each age until, at the
close of the 95th year of age, all will have died. Con-
sider now that the group at age ten should take poli-
cies promising to pay $1000 in case of death within
one year; manifestly, if deaths occur according to the
rate of mortality represented by the table, 749 poli-
cies will have matured by the close of the year and this
will create a group liability of $749,000; but suppose
again that the money to pay these death claims is col-
lected in advance and placed at interest at three per
cent. The amount to be collected in advance would



LIFE POLICIES AND PREMIUMS ' &9

then be the present value of $749,000 discounted at
three per cent, or $749,000 -+ 1.08 = $727,184,466.
- And since the fund is contributed to by all those ex-
posed to the risk of death during the year, namely
100,000, all will contribute to the premium fund. The
pro rata contribution of each will thus be $727,184.466
==100,000 or $7.27 . This amount, known as the
net or mortality premium, will be increased by a load-
ing charge to provide for conducting the business of
insurance, and the final result will be the gross or office
premium which the policy-holder pays for this one
year’s indemnity. The assumptions made in this sim-
ple illustration are exactly those used in the caleula-
tion of premiums by the commercial compa.nies and
the principles here used are employed in the caleula-
tion of costs on the most complicated policies.
Suppose now that it is desired to determine the cost
of a policy issued at age thirty-five and promising to
pay $1000 to those who die within two years from
the date of issue. The mortality table shows that
81,822 persons are living at the beginning of this
year; that 782 die during the first year and 787 dur-
ing the second. Tt is the practice of insurance com-
Ppanies to consider that death claims are payable at the
close of the year in which death occurs. These poli-
cies will thus represent $732,000 in matured claims at
the close of the thirty-fifth year of age and $787,000
at the close of the thirty-sixth year. If these policies
are purchased by a single premium at age thirty-five
it will be necessary to calculate the present values of
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$782,000 1n one year and $737,000 in two years. Ata
three per cent interest rate these discounted values are
respectively $710,679.61 and $694,693.19. “The total
premium payable at age thirty-five by 81,822 persons
for two years’ insurance against premature death will
be the sum of these two discounted amounts. The
premium per policy will be this sum divided by 81,822
or $17.18. This again will be the net or mortality
premium and will be increased as before by a loading
charge to cover expenses.

By an extension of these principles it is possible to
calculate the single premium payable at any stated age
for insurance against premature death for any dura-
tion. The ordinary life policy promises to pay the
sum insured upon death at any time. It should be
clear therefore that if deaths are estimated according
to the American Experience table, the calculations for
the cost of this policy must cover the entire span of the
table. Thus, were such a policy issued at age thirty-
five the premiums collected under it should cover
deaths up to and including age ninety-five, at the
close of which year all persons are assumed by the
table to have died. There is an important fact arising
from the last statement, namely, that since the table
assumes that all will have died before age ninety-six
is reached, premiums calculated on this assumption
will provide the funds by which the policy will cer-
tainly be paid.  For this reason the whole life policy is
paid by American companies if the insured lives until
bis ninety-sixth year. ‘
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5. The annual premiuwm.—The principles outlined
in these two calculations afford a method of caleulat-
ing single premiums on policies, that is, the total sum
which, paid at the beginning of the contract, will pro-
vide all costs under it. But the ordinary life policy
was defined as a contract purchased by premiums pay-
able annually until the contraet matures. So, in or-
~der to obtain the annual premium this single premium
must be converted into an equivalent annual amount.
The detailed method by which this is done will not be
~ described here. It will suffice to say that this calcula-
tion will take into consideration the fact that pre-
miums cease upon death or, in other words, the prob-
ability of survival.

6. Premiums based upon average.—There is an-
other fact to be emphasized with reference to pre-
miums so calculated. The premium of $7.27 for one
year’s insurance against premature death will not
cover the company’s liability against a single policy.
It will be adequate only in case the company insures a
sufficiently large group to obtain an operation of the
law of average. In other words, $7.27 is sufficient on
the average, and will enable the company to pay prom-
ised indemnity if it insures a sufficiently large group.

7. Level premiums and annual costs—The an-
nual premium for ordinary life policies at different
ages is a level amount paid thruout the life of the pol-
icy. But the premium for one year’s insurance at dif-
ferent ages shows a constantly increasing cost as the
age increases. This is revealed by a glance at the
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table showing the level annual premium for ordinary
life 1ssued at age thirty-five and the yearly premiums
for one year’s insurance at this and later ages. These
comparisons are based on net or mortality premiums.

NET PREMIUMS PER $1000 INSURANCE
' Am. Exp. '8 per cent Basis

Ordinary life premium Premium for one year’s

Age Policy issued at age 85 insurance at age stated
55 $21.08 3 869
40 21.08 9.51
2 21.08 10,84
50 21.08 : 13.38
&5 2108 18.03
56 21,08 19.31
57 21,08 20.71
60 L 21,08 2599
65 21.08 38,96
"0 21.08 60.19
s 21.08 91.62
80 21.08 ¥40.26
<88 21.08 : 228.69
10 : 21.08 441.31
95 ; 21.08 970.87

The net annual premium payable from age thirty-
five until death on an ordinary life policy is $21.08,
but the table shows that the cost of one year’s insur-
ance against premature death at age thirty-five is
only $8.69. Thus the insured pays more in this first
premium than the actual cost of the year’s indemnity.
"he table shows that these yearly costs are less than
the level annual premium until age 57, but after this
time always greater. In the long run these yearly
costs and the level annual premiums are equivalent
vwhen they are compared on an identical amount of in-
demnity and when the company deals with a large
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enough group to obtain average results. This last
fact is not made clear by the table because the indem-
nity covered in any particular year by the two policies
is not the same. The one year policy quotes rates in
each instance for $1000 insurance. To be of identical
kind with this the ordinary life policy should in the
year of its maturity pay $1000 plus the accumulated
amount of excess premiums. But this it does not do.
It pays only $1000. Thus the amount the company
has at risk in any year under the ordinary life policy
is the sum insured less the amount of the accumulation
to the credit of the policy-holder.

With the level annual premium system the amount
realized under the policy costs more in case of early
 death than if only the annual cost of insurance had
been paid; for, as stated, the sum insured only is paid
upon death, irrespective of the size of the premium.
"The reason for issuing policies on this level premium
basis however should easily be apparent. It is gener-
ally easier for the insured to pay premiums of the
same amount thruout the lifetime of his policy than to
have his income subjected to the strain of a contin-
ually increasing cost for his insurance. 'The practical
result is that level premium policies pay more for the
indemnity received in case of early death than yearly
cost policies, but that they are more fitted to the eco-
nomic condition of most policy-holders. :

8. Policy Reserves and Surrender Values—Even
with this advantage, the level premium policy might
possibly operate with injustice to the insured but for
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the fact that the company is required to hold excess of
level premiums above annual costs to his credit.  This
is not a matter of importance to the insured if the pol-
icy is carried to maturity, but, where life insurance is
voluntary, policies are often lapsed by non-payment
of premiums or surrendered thru necessity and the
Lolding of their accumulations to the credit of the in-
sured is then of great importance. These accumula-
tions are technically known as the reserve® on the
' policy. : L

The surrender value which is returned to the policy-
holder upon withdrawal from the company may be less
than this reserve but may not be more, if the equity of
other policy-holders is preserved. Many companies
follow the plan of deducting a small amount of the
reserve in case of surrender within five, ten or fifteen
years after the issue of the policy. This is done on the
eminently just grounds that the loading charges col-
lected from the policy-holder for several years follow-
ing the issue of his contract will not be sufficient to
cancel the expenses incident to placing his policy on
the books of the company. The following table shows
reserve accumulations on an ordinary life policy issued

1 This description of the reserve, while truly designating its origin, is
not-technically ‘true of its legal - character, for the reason that it is
besed on an assumption that is not necegsarily fact. The ‘assumption
i3 that the premium charged is adequate to pay all promised benefits.
The premiums charged by many fraternals do not meet this require-
ment, - The various states set standards of mortality and interest for
valuing reserves in commercial life insurance companies, usually Amer-
ean Fxperience, 31 per cent. : The legal ‘reserve then is the difference
between the present value of future premiums and the standards,
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at age thirty-five together with surrender values given
by two companies in case of withdrawal.

RESERVES AND SURRENDER VALUES PER. 81000
INSURANCE

Ordinary Life Policy, Age 35
Am. Exp. 3 per cent Basis

Duration ;
of . Age Terminal Surrender value
Policy Attained Reserve 1st company 2nd company
1 36 $ 12,98 L
2 37 26.13 B $ 13,00
3 38 39.76 $39.76 32.00
4 39 53.77 5307 4400 -
5 40 68,16 68.16 58.00
6 41 82.94 82.94 7200 "
7 42 © 98,11 98.11 .00
8 43 113.68 113.68
9 A 129.65 129.65
10 45 146.01 146.01 0L -
11 46 162.76 162.76 (Full reserve
12 47 179.87 17987 hereafter
13 43 197.35 197.35 omitting
14 49 21516 215.16 fractionsof
15 50 233,28 233,28 a dollar) .
16 51 251.68 251.68
17 52 270,34 270.34
18 53 289.22 289.22
19 54 308.32 308.32
20 55 327.58 327.58

The first case illustrates the very liberal practiéef'
followed by a few companies of deducting no surren-
der charge at all after the third premium has been

paid; the second represents what is probably the aver-

age practice. :

9. Dividends.—The mutual character of the insur-
ance fund has been emphasized repeatedly, ‘but the
foregoing analysis of costs and premiums has been
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made wholly on the basis of -assumption: an assumed
rate of mortality, an assumed rate of interest earn-
ings on invested assets, and a loading charge based
on estimated expenses. These estimates quite natu-
rally must be made, since premiums are collected in
advance. But if they are not adjusted to the actual
experience of the company the mutual character of the
fund may exist in name only. Policies are issued by
commercial life insurance companies on two bases,
participating and non-participating. 'The latter are
sold entirely by stock companies, and it is supposed
that their premiums are so adjusted in advance to
their experience that they will closely approximate
actual cost. This must necessarily be true, since the
stock companies are in active competition with mu-
tuals and will not obtain business unless the cost of
their contracts bears a reasonable relationship to the
cost of participating insurance. Non-participating
insurance has one advantage in the minds of some per-
sons, namely that the actual cost is correctly known
i advance. Where dividends are to be received in
the future the initial premiums must be higher. In
this case the insured is assuming a certain amount of
risk with reference to the ability of the company to
pay dividends in the future. With the non-partici-
pating contract the initial cost is less and the liability
for the failure of the company to pay promised in-
demnity falls in the first place upon the capital stock
and surplus of the insurance carrier. It is only when
these are exhausted that the non-participating policy-
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holder fails to obtain full indemnity for the premium
which he has paid.

Despite this apparent advantage of non-participat-
ing insurance it is probable that the larger part of
insurance written today is on the participating plan.
The premiums for this insurance will always be suffi-
ciently high to guarantee the company a safe margin
and usually have in mind also the prospect of paying
dividends. It has already been noted that the rate
of mortality by the American Experience Table is
greater than that experienced by the ordinary com- ‘
mercial company. Most companies, furthermore,
calculate premiums on a three and one-half per cent
interest basis and it is very unusual indeed for a com-
pany not to earn more than four per cent net on its
investments. 'The expense charge added to the pol-
icy is intended likewise to be adequate and in most
cases is more than this. So there are three sources of
- dividends on participating policies: lower mortality
than expected, higher interest earnings than assumed,
and lower expenses of management than anticipated.
The methods of calculating dividends on particular
policies for different durations of the policy vary
greatly with the several companies; but again the
final results in amount of dividend must approximate
closely insofar as the experience of the companies will
warrant, otherwise the company which pays unusually
low dividends will suffer in competition. Dividends
in standard companies generally do not differ greatly
in the early policy years, but differences of an unusual
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amount do occur on policies which have been in force
for a generation or more. This is seen clearly by the
table of dividends paid on ordinary life policies by
several companies: ‘

Dividends paid in 1917 on ordinary life, issued at age 35

Duration of
policy in First Second Third Fourth
years company company company company
$2.97 $3.85 $1.40 L B4T6
2 3.14 4.05 4.64 4.90
3 3.32 4.25 488 5.06
4 3,50 445 5.14 5.22
5 3.68 4.66 540 5,39
6 3.89 4.88 5.66 5.57
7 4.08 5.10 593 576
8 4.29 534 6.21 5.95
g 450 357 6.51 6.14

(The premium in each instance above was $26.35.)

Dividends, paid in 1916 on old policies—ordinary - life, age 85

Duration of First Second Third Fouarth
policy in company company company company
years {premium) (premium) (premium) (premium)

. ($26.60) ($27.10) ($26.54) ($26.00)
36 $770 $.7.35 $13.90 $14.25
41 8.69 7.84 15.74 1593
46 9.61 8.28 17,531 17.49
S 10.34 8.68 AV 20852
56 11.03 R . 21.82 2
61 12,18 i

1 Premium $r?b’.60.

2 Premium " $27.50, ;

(Quotations from “Annual and Deferred Dividends” by Spectator
Company.) :
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REVIEW

Explain the nature of a life table.

Hew would the single premium for ome year be calculated?
For two years? For life?

How are level annual premiums computed? :

What is meant by reserves and by surrender values, what
relation do these latter bear to reserves?

Explain the nature and origin of dividends.




CHAPTER V

‘MODIFICATIONS OF THE ORDINARY LIFE
POLICY :

1. Limited usefulness of life policies—The ordi-
nary life policy may be considered the type contract
which furnished protection against premature death.
It is an especially valuable policy to be carried for
family protection, where the sum insured may be made
available for several beneficiaries, such as wife and
children. It is equally valuable in many cases for
business protection or as a support to personal credit.
The policy has been described as one purchased by

level annual premiums paid continuously while the

contract is in force, and one which furnishes a cash

payment to the beneficiary upon the death of the in- .

sured. A contract of this character cannot be said
to be ideal for all purposes for which it may be used,
since many differences arise in the status of insured
persons, or of their beneficiaries, which require that
the policy be modified if it shall meet their special
needs. For instance, it may be that the policy is sat-
isfactory in every respect to the insured except that
he does not wish to obligate himself for the payment
of premiums thruout life. The productive period of
many lives does not extend beyond sixty or sixty-five,
60
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and the obligation of premium payments after this
age might easily work a hardship. Again it is pos-
sible that the payment of an annual premium might
cause a greater strain upon income than the payment
of premiums at shorter intervals.

The payment of the sum insured in cash will in
many cases defeat the purpose of the insurance. Es-
pecially in the case of family protection it rarely oc-
curs that beneficiaries can be trusted with the safe-
keeping of a large sum of money. True * protec-
tion” in such cases means a replacement of lost income
from the insurance company. Then again, the or-
dinary life policy has been defined as “permanent”
insurance. 'The policy matures only by the death of
the insured and death may occur in advanced old age.
But it has been seen that insurance is carried against
the loss of income during the productive period of
life, XIf this period terminates at age sixty-five there
would seem to be no economic reason for carrying pro-
tection against loss of productive income beyond this
age. Closely connected with this fact is another one
of importance, that the protection of old age requires
capital accumulation at the time of retirement. The
ordinary life policy has a surrender value of no incon-
siderable amount at this time, but if ten thousand dol-
lars, for instance, represents insurance needs until age
sixty-five it is improbable that the surrender value of
a ten thousand dollar policy at age sixty-five will
satisfy the need for capital accumulation to care for
one’s later years. The ordinary life policy must be
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2. Metkads of paying premzums—lzmztmg the
rumber —The continuous annual premium on an or-
cinary life policy at age thirty-five quoted on the
table of rates on page 68 is $25.45. 'This amount
~represents the equitable ‘contribution of the policy-
~ holder to the indemnity fund under the terms of his

, con’tract Keeping in mind the fact that all premiums
' ce are based on average, any modification
er method of premium pay-
ment must ‘on the aver s"furnish the insurance car-
rier with an equivalent sum. It has been seen that
continuous annual premiums may extend to an ad-
vanced age, for policy-holders sometimes live to be
eighty or ninety years old or more, and under the
terms of the ordinary life policy are required to pay
premiums until death or age ninety-five. But it is
also clear that the premiums for insurance normally
come from the income earned during productive life
and there is a strong economie reason why they should

cease with the termination of productive activity.

To meet this situation the commercial companies is-
sue what are called limited payment polic
instance, a life policy furnishing protection
premature death may be purchased on th

fifteen or ten payment plan. - In such eas the in-

sured pays premiums for twenty, fifteen or ten years
respectively and the policy then becomes ‘“paid up,”
no further premiums being required. Under these
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policies the insured may pay less than the stated num-
ber of premiums, since death at any time terminates
them and matures the policy, and death, of course,
may occur before the stated number are paid. Lim-
ited premiums will naturally be higher than continu-
ous, to compensate for their cessation in later years.
Comparisons are shown for the life policy used in this
Hllustration.

Life policy, age thirty-five, $1000 insurance *

Continuous premiums .......... $25.45 per year
Twenty premiums ............. 33.28 per year
Fifteen premiums . ............ 39.60 per year
Ten premiums .......... DN 52.00 per year

Under the continuous premium policy the insured
will pay over $1270 in premiums if he lives until age
eighty-five, or more than the amount receivable at
death. Balanced against this is the fact that death
may occur during the early policy years, when the
indemmnity received will be far greater than the
premiums paid.. The maximum amount payable in
premiums under the twenty payment life policy is
$665.60; on the ten payment plan, $520. The ap-
parent differences in the cost to the insured are due to
the fact that the company, under limited premium
policies, receives larger sums in the early policy years
and therefore derives a larger portion of the in-
demnity fund from interest earnings.

The larger premium paid under the limited plan'
has an important effect upon the reserve accumula-

1The figures are for gross, or office, premiums,
XVII—8
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tions on policies, foi the company is required by the
laws of several States to hold in reserve the difference
between the present value of premiums and the pres-
ent value of the insurance. 'When the policy becomes
“paid up” the company must hold in reserve the en-
tire present value of the insurance. In case of lapse
or surrender, therefore, the value returnable to the
policy-holder is correspondingly greater in the higher
premium policies. This is clearly shown in the table
of American three per cent reserves on the policies
under discussion.

TERMINAL RESERVES ON POLICIES ISSUED AT AGE 85
Arm. Exp. 8 per cent Basis

Years elapsed
sinceissue - Ordinary 20 Payment 15 Payment 10 Payment = -Single
of poicy Life Life " Life Life  Premium Life
1 $ 1288 $ 22.00 $ 28.94 3 42.65 $427.36
2 26.13 44,72 5847 86.85 4385.04
3 39.76 68.20 89.24 182.66. . 442.95
4% 8397 92,46 121.08 180.15 451.07
5 68.16 117.62 154.03 229.38 459.43
[:] 82.94 143.40 188,12 280.43 468.00
ki 98.11 170.1% 223.42 333.39 476.80
8 113.68 19777 259.96 388.34. 48583
9 129.65 226.31 29781 445.37 495.10
10 146.01; 255.78 3836.99 504.59 504.59
11 162.76 286.24 3158 -514.30 514.30
12 179.87 317.68 419.62 524.23 524.23
18 197.35 350.16 463.19 53437 534.37
14 215.16 383,70 508.37 544.70 544.70
15 233.28 418.33 55522 5565.22 555,22
16 - 251.68 454:11 565,89 565.89 565.89
17 270.34 491.07 576,71 576.71 576.71
18 289.22 529.31 587.67 587.67 587.67
19 308.32 56889 - 598.74 598,74 - 598.74

20 32758 609.92 609.92 609,92 609.98
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Years elapsed
since issue - Ordinary 20 Payment 15 Payment 10 Payment Single
of policy Life Life Life Life - Premium Life
25 42549 666,72 666,72 666.72 666,72
30 522,92 723.24 723.24 723.24 723.24
35 615.14 776,73 776.73 776,43 776.78
40 698.21 824,93 824.93 824,93 824.93
45 774,29 869.06 869.06 869.06 869.06'

The dividends pald on participating policies will
likewise be larger in the case of higher premiums.
This is due almost entirely to the larger reserves ac-
cumulated. It will be remembered that one impor-
tant element that enters into the determination of divi-
dends is interest earned on assets in excess of the rate
assumed in calculation. Illustrative dividends are
here shown. “

DIVIDEND FOR 20 YEARS—LIFE POLICY, AGE 35

Duration of .
Policy in Continuous 20 Payment
years ’ Premium Life Life
1 $4.15 $ 445
2 4.30 4.75
3 4.55 5,05
4 475 5.40
5 4.95 5.70
6 5.20 6.10
¥ 540 645
8 5.65 6.85
8 5.90 7.25
W0 6.15 7.65
11 6.65 8.35
2 6.95 8.80
3 7.25 9.25
14 7.55 9.70
15 785 10.20
16 840 10.95
i 8.76 11.50
18 9.10 12.00
19 9.50 12.55

20 9.90 13,05
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It is possnble to purchase insurance by a smgle'
Premlum tho in most cases this is not suited to the

economic condition of the policy-holder. The pri-
raary purpose of insurance being the preservation or
continuation of income, the premium usually repre-
sents a deduction from current income. The whole
life policy at age thlrty-ﬁve can be purchased in one
instance by a single prermum of $435.41 per $1000
* jnsurance; but the year’s income that can stand this
cleduction for insurance without injury to the other
demands upon it can not be protected by $1000 of
indemnity. The single premium method of paying
for insurance is thus available only to persons of
wealth and offers an opportunity of so dividing an
estate that part can be devoted to the care of future
obligations, the remainder being used to satisfy pres-
ent needs. 'The last column of the table of reserves
on pages 64-65 gives the reserve at the close of each
specified year on single premium policies. 'This re-

serve is equal to the net single premium for the in-
" surance at the age attained.

8. Increasing the frequency of premium payments
Tt sometimes happens that policy-holders find diffi-
culty in meeting insurance premiums which fall due
once a year. The margins between income and ex-
penditures are so small that it requires more foresight
than many men possess to save small amounts from
their monthly income in order to meet the annual in-
surance premium when due. To meet this situation
the insurance policies which have been discussed may
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be purchased by premiums paid semi-annually, quar-
terly, and in some cases monthly. Indeed, in the
“industrial” branch of the business of a commereial
life insurance company premiumis are payable weekly.
Clearly, the cost of collecting and crediting monthly
or quarterly premiums will be greater than for an-
nual premiums, hence, the policy-holder will pay a
small additional amount for the privilege of paying
his premiums more frequently than once a year. A
brief illustration will show the principle on which this
amount is determined. The starting point is the an-
nual premium. It is increased by three per cent and
the result divided by two to determine the semi-annual
premium. 'The annual premium increased by five per
cent and the result divided by four will give the quar-
terly premium. Different companies vary the per-
centages used, but the principle is the same:

4. Methods of paying losses—lump payments.—Tt
has been assumed in most of the preceding discussion
that the company pays the face value of the insurance
policy upon the happening of the contingency insured
against. Thus upon the death of the insured the
beneficiaries under an ordinary life policy will re-
ceive the face amount, $1000. But the previous dis-
cussion of life risks brought out the fact that the re-
ceipt of a cash sum such as this does not always satisfy
the purpose for which the insurance was taken. In-
- surance was defined in one instance as protection
against the loss of income thru premature death. If
this lost income is best replaced by cash then the policy
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will be so paid; bat if the obligations of the insured
can best be satisfied by the continuation of income
then the proper method of settling a matured claim
will be thru the payment of income. To illustrate,
partnership insurance is carried by the members of a
firm to prevent the disruption of the business by the
death of one of the partners and the consequent ne-
cessity of liquidation. Cash is urgently needed at
once and it would be folly to consider any other
method of payment of the policy than by cash.

But a policy carried for the protection of one’s
family covers a different need. The average wife
knows nothing about investing or caring for money
and if she received a large sum upon the death of her
husband would stand a fair chance of losing it. She
needs income. Recall that the insurance company’s
obligations are not fulfilled by furnishing indemnity
‘asgainst premature death; it has an investment func-
tion also, and one phase of this function is the admin-
istration of the proceeds of insurance policies for the
benefit of those who need income but do not have the
training to care for capital. In the ideal situation all
insurance for family protection would better be paid
in the form of income instead of cash, but it frequently
happens, indeed it is probably the usual case, that in-
surance carried is insufficient to replace the income
loss suffered by dependents of one deceased. 1In this
case the sum insured must be used to bridge over a
period of readjustment and may be so small that its
receipt in the form of an income over a period of
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several years would defeat its purpose. In such a
case the insurance should be paid in a single cash sum.

5. Income insurance.—The principle of income in+

surance is simple. 'The value of a matured claim is
held by the insurance company and increased by in-
terest earnings. From this fund of principal and in-
terest the company pays stated amounts at periodic
intervals to the beneficiaries under the policy. The
Income may be one of two types, the annuity cer-
tain or the life annuity. The more popular name for
them, in common insurance parlance, is the instalment
and the annuity. The former is characterized by the
gradual use of principal and interest of the fund held
by the company until both are completely exhausted;
the latter by the application of the insurance prin-
ciple to the distribution of this capital fund in such
way as to make it extend exactly over the life of a
particular individual or more than one. By the one
method a fund can be made to extend over a definite
number of years, depending on the size of the periodic
payments and the rate of interest realized; by the
other, the rate of interest and the size of the income are
important factors, but the controlling factor is the life
of the recipient, for the cost is calculated on the as-
sumption that income will be paid only during life
and this requires the application of the rates of sur-
vival according to some mortality table used as stand-
ard. 'This method can be made to operate with large
groups of persons, that is, the principle of average is
applied, and some persons will receive more than their
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actual funds W1th interest, while others will 1ece1ve
correspondingly less.

6. Instalment and annuity payments. —The mstal«
ment income is sometimes called group protection
since it may be made payable for the benefit of several
persons; it is therefore especially adapted to the needs

of a widow with dependent children. The annuity
income, being contingent upon the life of a particular
person is not suited to the needs of a group, and is
therefore called individual protection. In practice
the commereial companies lay emphasis on three kinds
of income policies, known as ordinary instalments,
continuous instalments, and annuities. The first and
last are identical with the types described; the con-
t'nuous instalment is a combination of the two. It
furnishes a guaranteed income for a stated number

of years, the receipt of payment after this period be- =

ing contingent upon the life of a particular person.
This is one of the most valuable contracts issued by
insurance companies. It was developed especially to
meet the needs of a widow with children. By means
of it a husband and father can be assured that after
his death an income will be forthcoming for a definite
number of years until the children will have grown
to maturity and that the same income will be con-
t'nued to his widow until her death. ‘
Policies can be issued to enforce any of these meth-
ods of settlement if the insured so desires. Many
men, realizing the necessity of an agency to admin-
ister insurance funds in order to realize the purpose
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for which they have been provided, thus fix the mode
of settlement when the insurance is effected. But
there are many cases in which the insured does not

know at the time his policy is issued what his particu-

lar needs will be at a later time. ~ For this situation a

fixed mode of settlement is not satisfactory. It is the
universal practice of the commercial companies to in-

clude in their standard policies a clause giving the

insured the right, in case he wishes to reserve it, to

choose the mode of settlement at any time or to change

it as conditions change; and if he does not exercise this

option his beneficiaries may do so after the policy has

matured. 'The companies and their solicitors are fol-

lowing the highly commendable practice of acting as

adyvisers to beneficiaries of matured policies to see that

these options are understood and that the best mode
of settlement for the particular situation is selected.

7. Duration of the insurance.—The ordinary life
policy being permanent insurance, its premium carries
a charge for mortality to the maximum age at which
the policy may be in force, and this may extend to age
ninety-six. There is something illogical in carrying
insurance against premature death after age seventy
or seventy-five, for death at these ages can scarcely be
said to be premature. The protection function of in-
surance has been emphasized repeatedly as the func-
tion of covering the income from productive services.
For later years a different type of need exists. To
deal consistently with the problems it is trying to
solve, therefore, life insurance should not offer pro-.
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tection insurance beyond the age of protection needs.
Only in case the mortality charge practically disap-
pears and the premium becomes an accumulating in-
vestment can the ordinary life policy be said to fit the
needs of the insured in these later years. This phase
of the policy will be considered shortly. Meanwhile
it is important to consider the extent to which the type
contracts may be modified in the direction-of furnish-
ing pure protection during productive years.

If one’s need for the services of an insurance com-
pany is limited to the protection of income from pro-
cuctive activity, the ordinary life policy, furnishing
permanent insurance, is more than satisfying this
reed, for this policy furnishes protection against
premature death until age ninety-six, in addition to
accumulating the sum insured by that time. The
premium therefore includes a mortality charge until
this time. This element of the premium, from an
economic point of view represents an unnecessary ex-
pense to the policy-holder. If he desires insurance
protection only until age sixty-five the policy %hich
fits his need will not exact a mortality charge after
this time. To meet this situation insurance com-
panies issue policies of shorter duration than whole
Iife, called term policies. The term contract which
will cover protection needs completely will extend if
necessary to the age of retirement.

8. Purpose of term insurance.—It is almost im-
possible to purchase this contract from old line com-
- panies. The special situations which call for term in-
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surance, and for which nearly all companies furnish
contracts are those in which a temporary need for in-
surance arises. A man may want an additional
amount of protection in the formative period of his
business; or his firm may wish to protect itself against
- the consequences of his death. These are temporary
needs and disappear in time. A mortgage being paid
off in instalments may need the protection of insur-
ance. The short term policy offers a convenient, and :
the cheapest means of furnishing protection of this
sort. - Term policies are issued in most cases for pe-
riods of five or ten years; a very few companies issue
them for fifteen and twenty years. ,

9. Premiums on term insurance~Tt will readily be
seen that the cost of the term policy is less than for
whole life insurance, since it will take into considera-
tion only the chances of death within the period cov-
ered. Theoretically term insurance may be pur-
chased by single premiums or level annual premiums,
as was the case with the whole life policy. Practi-
cally, the level premium only is used. 'The difference
in the annual costs of ordinary life, limited payment
life, and term policies is shown in the accompanying

- table:
NET ANNUAL PREMIUM PER $1000 INSURANCE
Am. Exp. 3 Per Cent Basis

Twenty
5-year 10-year . 15-year 20-year . Ordinary - payment
Age term term term term life life
25 $ 7.96 $ 814 $ 837 $ 8.66 $16.11 $24.98
35 8.97 942 10.03 10.91 21.08 . 2985
45 11.68 13.14 1512 17,63 29.67 3735

55 20.71 24.86 29.856 35.24 45.54 - 80.66




The premiums for term isurance, being much
smaller than for other policies, will be more nearly
exhausted each year in the payment of current mor-
tality costs. Thus an important difference arises in
the case of the term pohcles, that there is little ac-
cumulation of excess premiums held by the company
to the credit of policy-holder. Level premium ferm
insurance is thus a near approach to what has been
called yearly cost insurance. This is shown by the
reserves on term policies.

Reserves of such small amounts can pra,c’cically be
neglected by the company with no serious injustice
to the pohcy-holdel For this reason surrender val-
11es are seldom given when term pohcxes of short dura-
tion are canceled. :

Term policies differ from whole life in another im-
portant respect, namely, that at the close of their
duration they expire with no return to the policy-
holder. In other words, a term insurance contract
is identical in principle with the fire insurance policy
with which most people are familiar. Protection is
purchased for a definite number of years. The in-
surance company stands ready to pay the claim at
any time during this period upon the happening of
the event insured against. If the event does not oc-
cur the company has nevertheless earned its premium.
We do not expect our houses to burn just because
they are insured, and we do not think of asking for a
return of the fire insurance premium if no loss has
occurred. - So it is with the term insurance. It repre-
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sents a purchase of temporary protection and if the
period expires without death having occurred nothing -
is paid on the policy. :

10. ddvantages and disadvantages of term insui-
ance.—The commercial companies emphasize term in-
surance as desirable only in those cases where the
protection is of temporary character. It is doubtful,
however, whether the majority of term insurance poli-
cies sold are intended to cover needs that will expire
within a few years. An instance may be cited where
& group of insurance solicitors was asked what kind
of insurance each carried. While almost without ex-
ception they had favored whole life or endowment
insurance, the answers to the question revealed that
nearly two-thirds of those present, including most of
the younger men, carried term policies. This indi-
cates the probable truth that many men carry term
insurance in early life when their protection needs are
great and their income relatively small.

The objection that is brought against term policies
for this use is that they may expire before the need for
protection is past, and the policy-holder may be left
in later years in a physical condition that renders him
uninsurable at a time when his insurance needs are
rreat. As short term policies that make no provision
for this situation do not fully meet the needs of the
insured, & modification has been introduced. It con-
sists in making the policy renewable without medical
examination at the close of its duration, or permitting
its conversion within a certain time to a more perma-
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nent type of insurance. The renewal and conversion
clauses thus found in some term policies enable the
insured to maintain his insurability. The conversion
clause is quite generally found in term policies, the
renewal clause in very few. Under a renewed policy
the insured pays a higher premium for the second
term. Thus the net annual premium for a ten year
term from age thirty-five (Am. Exp. three per cent
basis) is $9.49; if renewed at age of forty-five for
another ten years, the net premium for the second
period is $18.14 per year. The objection of most
companies to the renewal clause lies in the fact that
the privilege of continuing the insurance for a second
term without medical examination will probably be
used only by those who would otherwise be uninsur-
able.  In other words, it creates an adverse mortality
selection against the company; and since term policies
do not accumulate reserves to extinguish the insurance
liability, a company with a large proportion of term
risks on its books may be saddling itself with an
unknown future liability sufficient to endanger its
solvency. ;
The conversion clause offers no such difficulty, It
permits the exchange of the term policy for one on
which a higher premium is paid for the same amount
of insurance. The conversion may be effected as
of the date of the original policy, in which case future
premiums will be those payable at the age of original
issue on a policy of the type selected, and the differ-
ences between this premium and the premium paid on
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the term policy will have to be made up to the com-
pany. Sometimes this is done by paying the differ-
ence in back premiums with interest compounded at
five or six per cent; sometimes by the payment of the
difference in reserves on the two policies. On the
other hand, the new policy may be issued as of the age
attained at the time of conversion, in which case the-
premiums payable will be those due from this age, and
no back payments will need to be made.

The objections of some companies to the term po]—.
icy are so great that they refuse even to offer a con-
version privilege, thereby insisting that term msur-
‘ance must be used only for temporary protection. - A
way out of this difficulty which will protect the inter-
ests of the company and still enable the policy-holder
to obtain protection without investment accumula-
tion will be to issue level-premium term policies ex-
tending thruout the productive period of life. 'The
“term to sixty-five” is the logical solution of the prob-
lem. " In only one or two instances, however, has this
policy been offered to the public. Were it popu-
larized it would make possible a very desirable situa-
tion in insurance, the separation of the insurance and
investment elements of the policy and the issue of
each as separate contracts. The companies claim with
‘much justice that it is difficult to make the insured
understand that he has value received for his pre-
mium at the expiration of the term policy; but this
situation is remedied by ending the discussion of the
ideal policy and talking in terms of needs. The term



LIFE POLICY MODIFICATIONS

policy covers but one need; it is pure protection. Tt

does not in any way concern itself with the savings

and accumulation function of the life insurance com-
pany. This phase of the life insurance contract must
now be considered. : 1
11. Accentuated accumulation—endowment insur-
ance—~Whole life and term policies stress the protec-
tion function of life insurance, since they furnish cov-
erage mainly against premature death; the one being
permanent, the other temporary insurance. In fact,
this coverage was named as characteristic of the gen-~
eral class of life policies to which they belong. But
protection against premature death is but one of two

needs of the insured; he needs also to save money to
care for obligations which at their maturity cannot

be met from current income or which mature in old
age. Life insurance has an investment function no
less important than that of protection, and it is neces-
sary to consider the extent to which policies must be
modified for this purpose. It will be remembered
that  the investment function covers two activities.
The administration of the proceeds of matured poli-

cies for beneficiaries has been considered in connection

with the ordinary life policy. Of equal importance

is the necessity of furnishing a means whereby one can

make investments ‘periodically from current savings

and have these preserved and accumulated at interest

to care for later needs.

The whole life or term policy can perform this fune-

‘tion only insofar as it represents capital accumulation.
XVIIT—7 :
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1t has been seen that there is at no time a reserve value
on the term policy of sufficient amount to be con-
sidered as accumulated capital. So small is this re-
sarve that many term policies have no surrender value
upon cancelation. Ordinary life and limited pay-
ment life policies differ from term insurance in the
important respect that the amount of the policy will
certainly be paid if the insured performs his part of
the contract by the payment of premiums. It has
been seen that these policies for a considerable number
of years carry a surplus in each year’s premium above
the cost of that year’s protection against premature
death for the sum insured. -These surplus premiums
are held by the company and increased at interest and
create the reserve value, which must always be a part
of the insurance company’s assets so long as it remains
solvent.  This reserve value gradually extinguishes
the insurance liability on the policy and if the insured
lives until age ninety-six, the company holds the entire
amount insured and pays it to the beneficiary. It is
‘not true therefore that the insurance fund carried
equals at all times the sum insured; for, whenever
death occurs this sum is paid, but at the same time the
reserve liability is canceled. In other words, the
amount at risk is always equal to the face value of the
policy less the reserve accumulations.  Instead of con-
sidering the whole life policy as an insurance for $1000
the more correct way to view it is as an accumulating
investment plus insurance for the difference between
the reserve and the sum insured. By this means it is
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possible to determine the proportion of the annual
premium which is being used to pay mortality costs
and the amount which is being invested at interest. .
12. Comparison of policies—Some salient features
of the various forms of life insurance policies are
brought out in the following table:

“COST OF INSURANCE

Issued at age 35, Am. Exp. 3 per cent Basis

?” PER $1000 UNDER DIFFERENT
POLICIES :

- i
= " g
L1 -1 - b B
E OB p B OB st § 0 pf
=3 8 g ) 5w g E £ a7
© = 52 BEE £ 2wl £ g
P we  H=E RIS HE &A= = &
1st $ 512 $8.20 $8.64 $8.77 $8.75 $ 8.83 $8.93
2nd 5.14 T.54 8,45 8.712 8.68 8.85 9,05
3rd: 5.14 6.82 8.25 8.67 8.60 8.87 217
4th 5.16 6.07 8.04 8.62 8,54 8.90 9.32
sth 5.18 525 7.81 8.57 8.46 8.93 948
6th 5.21 438 757 8.53 8.39 8.98 9.67
Tth 5.24 842 731 8,47 8.31 9.03 9.86
8th 5.27 2.38 7.03 8,42 8.23 9.09 10,09
9th 5.31 1.25 6.73 8.37 8.14 9.15 1038
10th 5.37 . Policy 6.42 8.33 8.06 9.25 10.63
11th 542  matures 6.06 8.29 .97 9.35 10.95
12th 550 end of 5.69 8.26 7.89 9.48 1133
13th 5.59  tenth 5.27 8.22 7.80 9.63 1176
Y4th 5.70 - year 4,80 8.20 7.71 9.82 12.96.
15th 5.83 4.27 8.18 7.62 10.05 12.86
16th 5.98 3.67 8.17 7.52 10,31 18.55
17th- .16 2.97 8.14% 740 10.61 ‘1433
18th 6.35 234 8.09 7.24 10,94 1522
19th 6.55 116 8.02 7.04 11,30 16.24
20th 6.79 Policy 7.92 679 1170 17.40
21st .04 matures . 7.76 ‘Sameas 1213 Policy
22nd 7.31 end of 7.54 single 12.60  expires
23rd 7.60. twentieth 7.24 premium 1310 end of
Z4th T.9% year 6.82 life 13.63 - twentieth
25th 8.2 : 6.28 hereafter 14.20  year

-
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2tth 8.59 : 5,57 14.81
27th 8.97 4.64 1546
2¢th 936 - 3.45 16.14
20th 9.7% 193 16.85
3Cth 10.21 Policy 17.59
86th 12.67 - matures 21.85
- 4Cth 15.24 end of 26.26
45th 17,25 thirtieth 29.73
50th 19.13 year 32,97
56th 21.68 37.36
60th 24.97 43.04
61st - Policy Policy

matures ) . matures
at age at age
96 96

Column seven of the table showing “costs of insur-
ance” per $1000 shows these costs on the ordinary life
policy issued at thirty-five for thirty years following
its issue and thereafter for each fifth year until the ul-
timate maturity of the policy at age ninety-six.

The objection to this policy as an investment con-
tract is that it carries a mortality charge, the cost of
insurance figure just referred to in the table, to the
maximum duration of the policy; and in the later
years of the policy this is relatively large, being $21.85
at age sixty-nine and thence increasing to $43.04 dur-
ing age ninety-four. If the previous analysis of life
risks has been correct, the payment of mortality costs
at these ages has no economic justification, for mor-
tality charges are supposed to cover the loss of income
from productive services and the productive period of
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life has passed for most men at these ages. As one
makes the transfer from productwe life to old age
‘the logical thlng is for the insurance charge to dis-
appear, for one’s pohcxes to become accumulating in-
vestments or to mature in such way that they can be
used to replace the income which has ceased.

The basic reason for the issue of limited life policies
is to make the period for the payment of insurance
premiums coincide with the period of income earning.
The payment of limited premiums for insurance, how-
ever, leads to another result no less important. The
higher premiums produce larger reserves and these
more nearly extinguish the insurance liability of the
policy. Column six of the table of costs of insurance
shows that the mortality cost under a twenty payment
life policy during the year in which the last premium

is paid is $6.79, as compared with $11.70 for the same

year on the ordinary life policy. So the limited pay-
ment policy in making premiums coincide with the

period of active earning power accomplishes the log-

ical result of more rapidly extinguishing the insur-

ance liability as old age approaches.

18. Providing for old age needs—But even this
policy fails to perform completely the investment
function of life insurance, since it carries a mortality
charge as long as it remains in force. This function
is performed by the accumulation of capital for use
in old age or for periods when capital needs are
greater than can be supplied from current income.
Strictly, it has no concern with premature death; at
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Izast old age needs mature after productive capacity
bas ceased. The logical investment contract, there-
fore, is one which will completely extinguish the in-
‘surance liability at the time when investment obliga-
tions normally mature. Clearly, therefore, the poli-
cies thus far discussed must be further modified if they
are to be used for this purpose. This modification
will take the form of a premium sufficiently large to
accumulate a reserve equal to the sum insured by the
time capital needs mature. On the basis of the some-
what arbitrary division of life into three periods; ‘as
used in illustrations heretofore, the age at which this
should take place is sixty-five. If the principle is cor-
rect the age for such maturity can be arranged to meet
the needs of a particular case. The type of contract
which is here suggested is issued by all commercial
insurance companies and is called the endowment in-
surance policy. The statement that the characteristic
o life policies is protection against premature death
is less true in case of an endowment than any of the
contracts thus far discussed, for the endowment subor-
dinates protection to investment. The conclusion
might well be drawn that the ideal type of investment
contract to provide for the needs of later life will be
a straight savings bank aceumulation, supplemented
during productive years by a separate policy carry-
ing protection against premature death. 'The en-
dowment insurance policy offers this ideal arrange-

ment in one contract. The table of comparative pre-
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miums and values on different policies shows reserves
on five different policies.

COMPARISON OF PREMIUMS AND VALUES ON DIFFERE"IT

POLICIES
$1000 insurance, age 35, Am. Exp. 3 per cent basis
Twenty Endowment * Twenty :
year Ordinary  toage year Tenyear
term life sixty-five _endowment endowment:
Net annual i
premiums . $10.91 $21.08 $27.83 $ 4197 $89.30
1 2,31 12.88 19.90 34,59 83.78 ¢
2 4.56 26.13 4044 7040 1100
3 6.76 89.76 61.66 107.50 261,02
4 8.88 58.97 83.55 145.91 354.76
& 10.90 68.16 106.16 18571 46213
6 12,79 82.94 129.48 296.93 553.29
7 14,54 98.11 158.56 269.66 658.45
8 16.13 113.68 178,42 313.94 167.80
9 17.51 129.65 204.06 359.85 881.57
10 18.64 146.01 230.52 40745 1000.06
11 1949 16276 257.82 456.84
12 19.98 179.87 285.97 508.08
13 20.05 197.35 814,99 561.28
14 19.63 215.16 344.91 616.55
15 18.59 233.28 B875.95 674.00
16 16.83 251.68 407.52 183897
17 14.23 270.34 440,28 796.05
18 10.67 289.22° 474.06 861.01
19 5.99 308,32 508.93 928.91
20 0.00 327.58 544.94 100000
25 42549 T45.98
30 522.92 1000.00
35 61514
40 698,21
46 T74.29
50 844.01
55 905.59
60 949,79

11 1000.00
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'These reserves in any year offer a measurement of
the extent to which investment predominates over in-
surance in the different contracts. The table shows
endowments of ten, twenty and thirty years’ duration
and the premiums in each case show the annual cost
to accumulate $1000 within the policy duration.
Thus the insured has a measure of the sum which must
be deducted from his yearly income in order to satisfy
obligations in ten, twenty and thirty years respectively
to the extent of a $1000 capital fund. The insurance
element in these several contracts is just sufficient to
guarantee that in case the insured dies before the
maximum policy duration is completed the amount of
his capital fund will be available at the time of death.
The table of costs of insurance per $1000 under differ-
ent policies furnishes a measure of the amount of pro-
tection against premature death, that is, of the dif-
ference between the sum insured and the reserve, on
seven different policies that have been considered.
Thus the policy-holder has $5.81 worth of insurance
during the ninth year on @a single premium life, on a
ten year endowment he hgs $1.25 worth of insurance;
and so each separate policy represents a different
amount at risk during this year.

The fact that the twenty year endowment has re-
ceived the lion’s share of attention from life insurance
companies in the past has acted very much to the detri-
ment of the true function of endowment insurance.
A twenty years endowment policy should be taken
out by one aged thirty-five only in case he wants to
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complete savings for any special purpose at age fifty-
five. If he is saving for old age and expects to retire
at sixty-five, the logical policy for him to take is the
- “ endowment to sixty-five,” and so for other ages.

14. The disability clause—Policy contracts issued
by commercial life insurance companies have to a
large extent been standardized. Competition has
been the most potent force in bringing this about, tho
in recent years a few states have passed laws requir-
ing that certain standard provisions be included in
every contract. The rights, privileges and options
which have been discussed heretofore are usually made
a part of each policy. It is not necessary to consider
these in detail.

A recent addition to the contract which has an im-
portant bearing upon the fulfilment of the purposes of
insurance is the disability clause. The early part of
this discussion emphasized the fact that the life risks
covered by insurance policies were only two among
many to which the individual is exposed. The func-
tions of insurance are not limited to protection against
these two risks, of course, but it is not desirable that -
hazards of heterogeneous character be covered by the
same fund. It happens however that the risk of dis-
ability bears a very close relationship to the risk of
premature death and the consequent loss of produc-
tive income. The system of premium payments by
which life insurance contracts are purchased presumes
the continuation of income until death occurs or until
the age of retirement. A cessation of income may
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oecur thru many causes, such as sickness or accident,
‘Where the duration of these oceurrences is more or
less temporary they need have no serious effects upon
+he continuation of one’s‘insurance. If, however, one
should become permanently incapacitated it might be
necessary to discontinue insurance which is vitally
needed. Permanent and total disability has been .
called a living death, for it leaves the insured in a state
of inability to earn income but with living expenses
continuing as before and possibly increased by the
costs incident to a disabled condition.

- The frequency with which permanent and total dis-
ability occurs is not great. The best available Ameri-
 can Experience shows that at age twenty-five the

- chances of becoming disabled within one’s life ex-
pectancy are about one in sixteen; at age thirty-five,
one in ten; and age forty-five one in five. The life
expectancy at these ages will carry one approximately
to the age of retirement, so these figures offer a fair
measure of the need for protection against total and
permanent disability. ~ Although they show the risk to
be small, they do not furnish a true measure of the
. need for protection. They are rather a gauge to the
cost of such protection. The true measure of need is

the consequences of disability to the insured. The

same experience which produced the above data shows
that the average length of time between the occur-

rence of disability and death is one year, four months

and twenty-eight days. If this average were experi-

enced by every disabled person the need for separate
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protection would still not be great, since but two pre-
miums would have to be’ paid after disability before
the policy would mature by death and they could
readily be borrowed from the company under the pre- -
mium loan clause of the contract. The real need for
disability protection arises from the fact that particu-

lar cases occur where years elapse between disability

and death. The consequences then are very serious.
The true solution lies in the application of the insur-
ance principle, protection to the individual.

The benefits given under these clauses at the pres-
ent time are of three types, the waiver of premiums
during the period of disability, the maturity of the
policy upon proof of disability and its payment at
once in some form, and the payment of a straight dis-
ability income without decreasing the sum payable at
death. 'The waiver of premiums is in some respects
a very satisfactory benefit; it furnishes a guarantee ‘
of first importance that the policy will not lapse
through non-payment of premiums during the period
of incapacity. Thus it meets the need of protecting
the insurance. It fails wholly to replace the income,
which ceases upon disability and is inadequate in this
respect. It was for this reason that many of the
waiver of premium clauses were soon modified by the
provision that the policy should mature upon proof
of disability and the sum insured be paid in instal-
ments. But even this desirable addition to the benefit
has a defect. Granted that the sum insured is a true
measure of obligations after death the adequacy of this ‘
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provision is reduced by every deduction made while
living. It follows therefore that true disability pro-

tection requires the preservation of the insurance fund
for post-mortem uses and the payment of a separate
disability annuity to take the place of income between

disability and death. This type of disability clause

has appeared on the market recently and is now being
issued by several insurance companies. It usually
promises the waiver of premiums and the payment of
an annual income equal to one-tenth the sum insured
during the period of disability and the entire sum in-
sured is paid upon death or the maturity of the policy.

REVIEW

To meet what needs were limited payment policies devised?
How does limitation of number affect amount of premium pay-
ments?

If payments are more frequent than once a year what is the
effect upon premiums?

In what different ways may the losses be paid?

Explain term insurance, its advantages and disadvantages.

What' are the -arguments for  endowment insurance? - For
twenty year endowments as compared with other terms.

In what forms is the disability clause introduced into life
policies? ,




CHAPTER VI

ANNUITIES AND PENSIONS

1. Purpose of annuities.—The contracts issued by
life insurance companies are grouped into two classes,
life policies and annuities. It was stated that the
characteristic of the latter was the provision of a life
income during old age. Annuity contracts are thus
concerned with the investment funection of life insur-
ance and more specifically, as will be seen presently,
with the administration of capital funds for vse in old
age. 'The need of an institution to care for such funds
and to guarantee that they will be available as needed
is clearly demonstrated by the fact that many men ac-
cumulate a competency during the prime of life and
then lose it thru speculation or unwise investments.
The truth of the representations in the following
figures taken from the quotation on page 28 can be
demonstrated within the range of almost anyone’s
acquaintance.  Of one hundred average men starting
at age twenty-five, sixty will have moderate resources
or be wealthy by thirty-five; at forty-five all but three
of those who had previously made and saved money
will have lost all their accumulations; by fifty-five one
will have become very rich and three will be in good

circumstances; the remainder of those living are either
91 :
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working or are more or less dependent upon others for

support; by age sixty-five one is still rich, four are

wealthy, fifty-three are dependent upon children, rela-
tives or charity. The survivors at age seventy-five
number but thirty-seven; sixty of those who died left
no estate; two of the five rich men have Jost their
money ; the remainder of the thirty-seven are depend-
ent. If these figures are anywhere near approxi-
mately true they demonstrate the need for an institu-
tion which will receive savings intended for old age
support, preserve them in safe investments, and re-
turn them to the owner in some form of income dur-
ing the period for which they are intended. The life
insurance company performs this function by the sale
of annuities.

2. Kinds of annuities: Immediate annuwities—

There are many different kinds of annuity contracts,
especially in those countries where this type of insur-
ance has been extensively developed. The most im-
portant are the immediate and the deferred annuity.
The former is purchased by a single cash payment and
pays a stated income periodically thereafter to the
annuitant. As the name suggests, the income is usu-
ally annual, but the term is freely applied today to
monthly incomes as well. - Immediate annuities may
be of the straight life type or guaranteed. The in-
come in the case of the former is payable only during
the lifetime of the recipient. It is thus made to fit
exactly the old age period. o

Many persons find objection to thls contract m
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_considered is far more likely to remain in a particular
employment. In many cases it has been found that
~ the group policy furnishes the only nsurance car-
ried by a great number of employes. 'Tho insufficient
in itself it may be the first step toward an adequate
coverage of life insurance needs. From a broad social
standpoint the group plan offers a distinct advantage
over the individual policy in the very unusual reduc-
tion in the expense of handling the business. By re-
placing a large number of individual policies with the
single group contract, by eliminating the expense of
premium notices and consequent postage, and by the
practical absence of the cost of medical examinations,
the collection costs of the group policy are materially
reduced. 'The agents’ commission which furnishes the
largest single item of expense on the individual policy
is under this plan reduced to a small fraction of the
usual rate. ~ Finally the excessive waste due to lapses
in individual insurance is largely done away with.
The resulting low expense of group insurance is a dis-
tinet social gain, for it is well known that one of the
most unfortunate features of commercial life insur-
ance, tho quite necessary, is the high ratio of expense
loading to mortality costs.

7. Objections to group insurance.—From time to
time in the earlier stages of group underwriting cer-
tain minor objections have been brought against the
~ plan. One of these is the absence of individual medi-
cal examinations. In some instances this objection
has been raised because the laws of certain states
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~ ployer contemplating the purchase of a group policy
usually considers the premium in terms of his annual
pay-roll and the relation of this additional amount to

any benefits he may receive in the way of greater :

efficiency or contentment of his employes, the pre-
mium is determined each year on strictly scientific

principles.  The census slips signed by each employe k

are tabulated according to ages and the aggregate pre-

mium for the group is determined by calculating the
true premiums for each age group. Experience has |
shown that premiums on non-participating policies

average about one and one-half per cent of the pay—
roll but no company guarantees such average, since
the premium each year is calculated in strict accord-

ance with the ages of the group insured. Ithasbeen

found that the general tendency thus far is for the
premium load of the employer to decrease after the
first year. This is due to facts connected with the
ckanges in the personnel of the force, a reduction in

the average age of the group thru the replacement of

older persons leaving the employment; promotions

within the force lead to the entrance of younger and

more inexperienced men, and, in consequence of thls, '
a reduction in the average salary of the group occurs.

6. Advantages of group insurance.—This type of

insurance is taken out by the employer with the pri- -
mary purpose of stabilizing his labor force and in-
creasing its efficiency thru positive measures which
show the company’s interest in their welfare. The
employe who knows that his interests are being thus
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3. Mortality experience—1It will be important to
know if the mortality experience among group risks
is higher than, or approximately the same as, among
those individually examined. The experience of none
of the companies is as yet broad enough to answer
this question. One company which writes non-partic-
 ipating group insurance has inserted a safety clause in
its policy providing for a revision of rates at the end of
five years based on actual experience. Participating
policies carry an element of safety in the higher pre-
mium charge and the possibility of adjusting divi-
dends to suit mortality experience. The protective
factors that now operate to maintain a normal mor-
tality rate are the inspection of the original group and
the medical examination of subsequent entrants. In
the light of unfavorable experience these inspections
can be made more rigid to suit the individual circum-
stances. '

4. Coverage of the group policy—Prior to the issue
of a group policy each employe is required to fill out
a census slip stating place and date of birth, sex, sal-
ary, date of employment and exact duties. The in-
surance, usually for an amount equal to one year’s
wages for each employe, is issued upon the one year

‘renewable term plan. Thus with each increase in the
employe’s income the benefit given is increased accord-
ingly.

5. Premiums.—Premiums are generally collected

~ monthly and are usually paid by the employer, tho
the employes sometimes contribute. While an em-
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individual risks in order to secure operation of the
fundamental principles of averages. But in the
special group insurance as considered, not only is the
group insured under a single policy, but the unit of
measurement upon which the average is to be obtained
is a group and not an individual. - The success of indi-

vidual life insurance is predicated largely upon the

possibility of careful selection of those insured in order
to obtain a normal mortality experience. Clearly if

the unit of measurement includes a great number of
persons, principles of selection may be established for -
the group which will attain the same end as the medical

examination of individuals, ~ The insurability Qf a
group is determined in the first instance by a prelim-

inary inspection by the insurance company. This
survey investigates the number of employes, their sex

and average age and their general condition of health.
It furnishes a description of the establishment and an
analysis of all factors determining its sanitary condi-
tion. If the inspection is satisfactory to the company

it furnishes the equivalent of a medical examination.
Since it determines conditions for the entire establish-
ment it is quite necessary that all employes be included
in order to eliminate the possibility of personal selec-

tion. Furthermore since changes are constantly
oceurring, an arrangement must be made for including

new employes. in the plan which will not adversely

affect the mortality experience. By requiring amed-

ical examination for new entrants the possibility of
adverse selection is eliminated.




CHAPTER VII
GROUP INSURANCE

1. Nature and purpose—~—Group insurance is one
of the recent experiments of the commercial life insur-
ance companies designed to effect the insurance of a
large number of lives against premature death under
one policy. Its purpose is to enable employers to buy
life insurance for their employes collectively. It has
grown less perhaps from a deep sense of need on the
part of the employers or their workers, than from the
careful fostering of the idea by the insurance com-
panies with the view of opening a hitherto untouched
field for the sale of their commodity, life insurance.
The attempt has met with a response from many em-
ployers who have been interested in plans for caring
for the insurance needs of their workers and who
realize that the contentment of employes necessary to
business efficiency may be stimulated by such a plan.
As contrasted with individual life insurance, which has
been studied heretofore, the parties to the group insur-
ance contract are the employer and the insurance com-
pany.

2. The unit of insurance.—There is a sense in which
all insurance is group insurance for it is necessary for
the insurance carrier to combine a great number of
104
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Thus the present pension load has nearly exhausted
the income of the Foundation and the obligations now
assumed in associated institutions are more than can
ever be paid by this income. The Carnegie Founda-
tion, realizing the seriousness of the situation, has
been carrying on educational propaganda among col-
lege and university teachers during the last two or
three years with the purpose of establishing a contrib-
utory pension system on a basis actuarially sound.
A Teachers” Insurance and Annuity Association has
been granted a charter by the state of New York and
will sell to this select group annuities of much the
same type as those now offered by the commercial
companies.  The yearly payments of the teachers are
to be accumulated on a straight savings bank basis
and the Foundation guarantees four and one-half per
cent interest. At the time of retirement the fotal ac-

cumulations are to be used to purchase an annuity on

the net McClintock’s four per cent basis. 'The entire

administrative expense is to be paid from the capital
aad surplus of $1,000,000 contributed to the Associa-
tion by the Carnegie Corporation.

REVIEW

Compare an annuity and a death benefit.

What is an immediate annuity, and what are the ob_;echons
which led to the guaranteed annuity?

Describe deferred annuities.

What has limited the sale of annuities in the United States?

Compare pensions and annuities.

Why have pension schemes gotten into diffieulties?
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Laws Commission as of January 1, 1916 showed the

following results: ,
Liabilities Assets Deficiencies

Police pension fund ......... $32,014,976 $1,412,097 - $30,602,879
Firemen’s fund .........000 14,103,917 331,906 13,772,011
Teachers’ fund ...c.ccovviiiae 10,795,641 5,194,442 5,601,199
Municipal employes’ fund ... 8,640,678 1,865,109 6,775,569.1

10n assumption of retirement at age sixty.

8. Carnegie Foundation pensions—The experi-
ence of the Carnegie Foundation for the Advance-
ment of Teaching in the ten years of operation of its
system of pensions for retired college and university
teachers illustrates very well the failure to grasp the
financial problem involved in a pension system. This
corporation at present holds approximately $14,-
000,000 * in its general endowment. Tt estimates that
an income of about $750,000 a year will be available
for the payment of pensions. The cost of pensions
allowed each year from the beginning is shown here-
with:

Year Annual load at end of fiscal year
1506 2 : $ 96,885
1906-1907 207,905
1907-1908 . 294,845
1908-1909 433,485
1909-1910 : 511,285
1910-1911 548,935
1911-1912 601,480
1912-1913 623,060
1918-1914 B 673,015
1914-1915 681,165
1915-1916 721,230
19161917 3 739,360

1 Data taken from the twelfth Annual Report (1917) of the Presi-
dent of the Foundation.

2 July 1 to Sept. 30.

3.0ct. 1 to June 30,
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Within the last few years there has been a gradual -

awakening to this situation and pension commissions
have been created with the avowed purpose of making
actuarial valuations of existing funds to determine the
question of their solvency and where necessary, to
recommend alternative systems which will be finan-
cially sound. These commissions represent practic-
ally every part of the country.

1t is interesting to compare the report of the Massa-
chusetts Commission on Old Age Pensions in 1908
with the recently published (1916) report of the Com-
mission on Pensions of the City of New York. The
former dealt entirely with the type of pension system
to be established. It discussed in detail the merits of
contributory and non-contributory systems and made
an analysis of pension systems in force in European
countries. It was not concerned with a scientific
analysis of the cost of the systems which it discussed.
The report of the Commission on Pensions of New
York City and likewise the report of the Illinois Pen-
sion Commission (1916) are concerned with an ex-
haustive analysis of the financial condition of the sev-
eral funds in these two localities. A few figures from
these reports demonstrate the need for such investiga-
tions as were made. 'The valuation of the combined
pension funds of the city of New York on June 30,
1914, showed liabilities (the present value of payments
to be made) of $215,520,418. The assets were $12,-
744,845, leaving a deficiency of $202,775,568. Four
Chicago pension funds valued by the Illinois Pension
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has been no need to consider the methods of accumu-
lating the funds for they have been of the nature of
immediate annuities supported by the taxing power of
the Government. '

The majority of municipal pensions, on the other
hand, have been of the contributory type, that is, the
employes have during their period of service contrib-
uted regularly to a retirement fund with the under-
standing that upon the completion of an agreed period
of service and the satisfaction of other requirements
they would be eligible for a life pension. The con-
tributions of employes are usually supplemented by
subventions from the municipality. - This type of pen-
sion thus bears several of the characteristics of the de-
ferred annuity. It is often provided that the employe
upon the termination of his service before the pension
is available, shall receive a return of his contributions
with interest, but in many cases these contributions
are forfeited in their entirety. The difficulty of this
type of pension system lies, not with the method of
contribution, but in a total failure to relate its size
to the benefits promised.

7. State and municipal pensions.—Almost without
exception governmental bodies have entered optimis-
tically into this plan of caring for an important eco-
nomic need of their employes but have paid little heed
to the scientific character of the problem with which
they have been dealing. Indeed there is slight evi-
dence that the problem has ever been appreciated as
one involving the application of scientific principles,
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under the various pension systems in operation in the
United States. An old age pension is no more or
less than a life annuity and may be of the immediate
or the deferred type. Pension systems have been es-
tablished quite generally for government employes
and are becoming common in large industrial estab-
lishments. The familiar example of the Civil War
pensions is known to all; and many municipalities have
developed retirement systems for various classes of
employes, such as police, firemen and teachers. The
avowed purpose of most of these systems is the same,
to furnish a fair and just means of releasing super-
annuated employes from the service for its better-
ment, and to furnish a cheap and efficient means of
caring for the old age of wage-earning employes or
those on a fixed salary and who are therefore unable
to make this provision unassisted. Such pension
plans have been inaugurated almost exclusively for
the lower-income groups, on the reasonable assump-
tion that their service pay is insufficient to maintain
them while working and at the same time provide sav-
ings for old age. 'They have been characterized there-
fore by a thoro comprehension of the economic needs
of such classes.

Had they been founded with an equally clear com-
prehension of the scientific basis of annuities or pen-
sions their outcome would have been less disastrous.
The Civil War pensions of the Federal Governnient
have had the credit of the United States behind them
and no question arises as to its ability to pay. There
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timés‘to his payments and the accumulations thereon.

This method of accumulation would make an attrac-
tive addition to the deferred annuity contracts issued
by commercial life insurance companies but is not at
present offered by any.

5. The sale of annuities in the United States—
While most of the life insurance companies in the
United States will quote rates for the various kinds
of annuities they make no special effort to sell them.
The annuity business is done mostly “over the coun-
ter.” 'The causes for the failure of insurance com-
panies thus to realize one of their greatest opportuni-
ties for msefulness are hard to assign. ~One impor-
tant reason is undoubtedly the speculative character of
our people, who, confronted with great resources, see
large profits being made in all sorts of ventures; and
cannot content themselves with the return on safe in-
vestments.  In older industrial countries such as Eng-
land, where people have become accustomed to con-
servative investments and slow accumulations, annui-
ties find a much readier sale. 'The majority of an-
nuities sold in the past by American companies have
been taken by people abroad. It is said that when
Dr. Emory McClintock constructed his annuity ta-
bles in 1899 from the experience of fifteen American
companies only about one-fourth of the number of
annuitants were actually American lives.?

6. Pension systems.—The annuities sold by insur-
ance companies are closely akin to the benefits given

1 Henderson:~ Mortality Laws and Statistics, p. 15
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during productive years with the annuity income
thereafter. The deferred annuity furnishes this type
of contract. In its simplest form it requires the pay-
ment of annual premiums throughout the period of
deferment and at the close of this period, providing
the insured is still living, begins the payment of the
promised annuity in return. The contract can be
purchased by a single premium but for practical rea-
sons seldom is. The premiums of the insured are in-
vested and increased at interest during the deferred
period. If the insured dies before the age at which
his income is due his premiums are forfeited to the
insurance fund. This type of contract is often re-
ferred to as the pure endowment method of accumula-
tion, the forfeitures by death in a group of such poli-
cies being used to increase returns to survivors. It is
oftentimes difficult to explain the character of this
policy to prospects and the commercial companies
find it convenient to modify it by promising that in
case of death before the annuity age is reached the
araount of premiums paid will be returned without
interest. This of course very considerably decreases
the return to the survivors, or to put it another way,
increases the premium required for an annuity-of any
stated amount.

The deferred annuity with return premiums is a
near approach to a straight savings bank method of
accumulation in which the premiums paid at periodic
intervals are invested and increased at compound in-
terest and in which the investor retains full title at all
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‘shows 11.6 per cent at age sixty-five, the last 9.5 per
cent. - The table furthermore shows the extent to
whieh the return varies as the age at time of purchase
varies. At age fifty-five the return is 8.3 per cent, at
age sixty-five, 11.6 per cent and age seventy-five, 16.1
per cent for the first rate quoted. This fact has an
important bearing upon the age at which annuities
should be purchased in cases where the capital avail-
able for such investment is limited in amount. Thus
a man may hesitate to retire at age sixty-five with sav-
ings of $10,000 knowing that he can obtain an annuity
of only $1168 per year when by contmumg in produc-
tive work for a few years longer he may increase his
yearly income thereafter by several hundred dollars.

The second table shows comparative incomes on
straight life and guaranteed annuities. Thus $1000
at age sixty-five returns a life annuity of $102.54; but
if the purchaser insists on receiving a return at least
equal to his investment he can obtain only $83.41 per
year in the one case or $79.99 in the other.

4. Deferred annuities—The investment in an im-
mediate annuity presumes that the capital for this
purpose is at hand. = This eapital fund may have been
accumulated through maturing endowments or in va-
rious other ways. But the endowment insurance pol-
icy does not always furnish the best means of accum-
ulating the purchase price of an annuity. It is desir-
able to make definite plans in early life for old age
needs and in many cases this is best done by a single
contract which combines a method of accumulation
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COMPARISON OF STRAIGHT LIFE AND GUARANTEED
ANNUITIES e

Return on investment of $1000

Annual income after age:

55 65 75
Life annuity «.......... $74.51 $102.54 $153.46
‘Guaranteed annuity (a)L = 65.44 8341 118.52
Guaranteed annuity (b)r  63.61 79.99 106,86

tIt is (a) agreed that, upon the death of annuitant if sum of #un-
nuities previously paid is less than capital invested, company willcon-
tinue payment until total amount paid shall' equal amount of capital
invested; it is (b) agreed under above circumstances to return differ-
ence between amount paid and annuities and amount of capital invested,

The first table shows different rates quoted for an-
nuities in the United States; in some cases the rate
g:ven is used by a single company, in some by several.
The quotations show the amount of income received
yearly on a straight life annuity for a capital invest-
ment of $1000, when purchased at age fifty-five, sixty-
five or seventy-five. This method of quotation per-
mits the determination at a glance of the percentage

return yearly on the investment. Thus the first case
XVIIT—8
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object to the possibility of receiving less than the pur-
chase price, an objection which has no economic basis
where no more than one person is dependent upon’
the income. The guaranteed annuity is the answer
to this objection. It likewise promises payment thru-
out the lifetime of the annuitant but adds a supple-
mentary agreement to the effect that a minimum num-
ber of payments will be made under any circum-
stances, usually a sufficient number to cover the orig-
inal cost. Granted that the psychological objection
to the straight life annuity could be removed there is
still use for the guaranteed annuity. Where the per-
son in receipt of the income still carries financial obli-
gations to others than himself the guaranteed annuity
gives assurance that his death will not leave these obli-
gations wholly unprovided for.

AMOUNT OF ANNUITY ON MALE LIVES PURCHASED BY
‘ $1000
Eleven different rates used by various companies
Annual income for life, if purchased at:

Age 55 age 65 age 75
1 $83.64 $116.31 $161.39
2 83.51 11514 163.88
3 82.30 115.21 163.93
4 80.81 112.37 160.72
5 80.65 112.61 158.73
6 79.28 110.98 15748
7 78.86 107.99 160,51
8 78.68 107.87 160.00
9 77,10 10341 153.87
10 7451 102.54 153.46
11 70.27 ‘ 95.24 : 140.25
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the fact that death may occur very soon after the in-
comne is purchased. A very small return is apparently
‘obtained for the purchase price. This is due to the
fact that the insurance principle of average is applied
in determining its cost.  The income is guaranteed for
the complete lifetime of the insured and it matters not
whether this be one year or thirty. The cost is based
upon the rate at which deaths occur at these ages and
is measured, the same as insurance costs, by a mortal-
ity table.

'The assumption is made and is borne out by experi-
ence that for every person who receives less than his
purchase price another will receive correspondingly
moere. Thus an immediate annuity purchased from
one of a number of insurance companies in the United
States by one aged sixty-five for $1000 will guaran-
tee $112.61 per year thereafter for life, the first pay-
ment being made one year after date of purchase.
Should the insured die within the year less than one
complete payment will be received; should he live for
twenty years, he will receive $2252.20 or two and a
quarter times his original outlay. It is in this way
that the life annuity exactly fits a particular need; by
means of the principle of averages it transforms a

capital fund into an income the duration of which can-
not be known in individual eases in advance but which

can be measured with approximate exactness in deal-
ing with large groups.

3. Guaranteed annuity.—Despite this very desir-
able characteristic of the life annuity many persons
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require such individual examinations from all appli-

cants for commercial life insurance. This difficulty is
easily solved by modification of laws to suit the new
conditions established by group insurance. There is
no inherent reason why the inspection of the group
and its place of work should not guarantee a normal
mortality experience for companies writing this busi-
ness and if the group business is maintained separ-
ately from other risks no objection in principle can be
found to it. .
The fraternal societies have objected to group in-
surance on the ground that plans were being laid to
insure whole lodges or societies on the group plan. It
is doubtful if common conditions of health and en-
vironment surround the members of a fraternal so-
ciety in the sense that this is true of the employes of a
business establishment. In this case the underwriting
of fraternal societies would be of a distinctly unique
character. There is no reason why the line of demar-
cation between the two fields of insurance should not
be maintained as at present and the fraternals be given
an opportunity to work out their problems alone.
Neither of these objections are of serious import.
From the viewpoint of social policy more serious
faults can be found with group insurance. In the
first place the benefit given upon death bears about as
close a relationship to the needs of the employe as did
the old employers’ liability benefits to the needs of the
industrially disabled. One year’s salary dces not go
far toward the care of the dependents of a deceased
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employe. Tt is a beginning, it is true, and has been
‘advertised only as such by the progenitors of the sys-.
tem. But there is danger that it may be over-empha-
sized to the detriment of a more complete solution of
the life insurance needs of the employed class.

A second serious objection to group insurance lies
in the fact that its professed purpose of creating loy-
alty to a certain employer operates as a positive check
cn the mobility of the insured. The mere fact that
lsaving a particular employment cancels the benefits
raay hold the worker to his task when both he and
somety will be benefited by the change.

REVIEW

What takes the place of separate medical examination in
group insurance?

1s it a satisfactory substitute? - Is this known by experience?

Describe the customary groups to ‘which this insurance ap-
lies.
! What elements enter into the computation of the premium?

State the nature of objections of fraternal orders to group
insurance. - Answer them.

Discuss the advantages of group imsurance as well as any
disadvantages it may present.



CHAPTER VIII

FUNCTIONS OF INSURANCE CARRIERS—THE OLD
LINE COMPANY

1. Functions of the insurance carrier.—The insur-
ance carrier, as the organization is called which
administers the insurance fund, is charged with the
duty of so conducting it as to realize the purposes for
which it is established. While the mutual character -
of the insurance fund has at all times been emphasized,
It is necessary when considering its administration to
view its organization as distinct from the individuals
who compose its membership, dealing with them on the
basis of the contractual relationships established by
their possession of policies of insurance. In order
to fulfil its purposes the insurance carrier must per-
form three functions, which may be called the under-
writing,* the insurance writing and the administrative
functions. i

2. The underwriting function.—The fundamental
basis of insurance is average. When a company
promises the payment of $1000 upon the death of the
insured in consideration for the annual premium of
$27.00, it does so, fully knowing that the premiums of

1In the popular use of these terms “underwriting” means “the writ-
ing of policies™—the work of the agent. The proper use of the term,
as here, confines it to the assumption of risk and the maintenance of
averages in loss experience, :
XVIII-—9 111
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the particular policy-holder will not be adequate to
guarantee the fulfilment of this obligation; for the
policy-holder may die very shortly after obtaining his
contract and have paid only one or a few premiums.
Tt is only by combining the risk assumed for this pol-
icy-holder with a great many others of like character
that the company will obtain assets to cover all matur-
ing obligations. When this combination is effected
the uncertainty which operates in the case of the indi-
vidual contract is reduced to certainty for the group,
because of the well-known fact that a small number
of deaths will occur out of the total number exposed.
The duties of the underwriter are to furnish a meas-
urement of the regularity with which deaths occur
among the insured, to establish premium rates ade-
quate to cover the hazards against which protection is
offered, and to so distribute the risks assumed by the
carrier as to guarantee the operation of averages in
its experience. Thru the calculation of monetary
values by the means of mortality tables and interest
assumptions it has been found that premium rates can
be established to cover the costs of the policies issued
by insurance companies. This phase of the under-
writing function has been thoroly standardized in the
field of life insurance. , ,

Where the mortality tables used in these calcula-
tions are constructed from insured lives selected by
nedical examination it is necessary, in order that they
may furnish a fair measure of risk among prospective
insurants, that the latter be subjected to a like exam-
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ination. The medical director is an important ad-
junct to the work of the underwriter. The impor-
. tance of medical selection lies in the fact that if no pre-
cautions are taken an adverse mortality selection will
take place against the insurance carrier, that is, those
who seek insurance will show a higher average mor-
tality than that on which policy costs are predicated.
Tho adverse selection may not throw a company into
insolvency, it can easily increase costs to such an ex-
tent that the company will suffer in competition.

The problem of so distributing its risks as to secure
the operation of averages is greatly simplified by the
fact that it is necessary only to obtain sufficiency in
numbers of insured. In other fields of insurance
catastrophe hazards exist which enormously compli-
cate the problems of the underwriter and require a dis-
tribution not only in respect to numbers but geograph-
ically as well. A fire insurance company, for in-
stance, could not possibly get average experience by
insuring all the property in a single large city, because
a conflagration might easily throw the company into
bankruptcy. = This type of catastrophe hazard has
been practically eliminated from life insurance by the
attainments of modern sanitary science. - Distribution
of risks in life insurance therefore comprehends the
insurance of sufficiently large numbers and, on con-
tracts which contain investment accumulations, the
maintenance of adequate reserves. The life insur-
ance underwriter is called an actuary.

8. The insurance-writing function.—In order that
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the volume of business necessary to its successful op-
eration may be obtained, the insurance carrier must
find a means of recruiting policy-holders. This is-of
primary importance in its early years, for the com-
pany must grow to fair size before it can be said to
have passed beyond the speculative stage of its exist-
ence. In these early years an unfavorable mortality
experience or misfortune with its investments may
cause disaster before the company has had an oppor-
tunity to function properly. Whatever method is
utilized to obtain policy-holders, its primary purpose
of furnishing the numbers on which average is based
is soon overshadowed by another of broader social
import, that of educating the community to the service
performed by life insurance.

The methods used to perform this function for life
insurance at the present time are three, the employ-
ment of agents or solicitors, the sale of insurance by
advertising and the creation of demand thru some
form of voluntary cooperation among those already
insured. Where the first method is used, the insur-
ance carrier establishes an agency department which
sends solicitors thruout the area in which it wishes to
operate, to make known the company and its contracts
and to obtain the applications of prospective insurants.
Life insurance soliciting takes its place today among
the dignified and socially worthy professions because
o? the high plane of service which these men have
taken for their goal.

The noteworthy success of advertising in creating a
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demand for the products of manufacturers has led to
an attempt to use it to create a corresponding demand
for life insurance.  If the insuring community can be
reached thru advertising it will materially reduce the
cost of writing insurance. 'The most serious objec-
tion that can be raised against the agency system is
that agents’ compensation must be sufficient to enable
them to make a profession of insurance writing and
this entails a considerable cost upon the policy-holder.
If a consciousness of his needs can be developed thru
advertising and this should prove cheaper than solici-
tation society would be gainer by the difference in cost.

The creation of a market for. insurance thru the
voluntary cooperation of insured groups is a step
further in advance. If those insured can be made so
keenly conscious of the value of their protection as to
urge it upon all their associates and friends, this func-
tion will be performed without outlay by the insur-
ance carrier and without cost therefore to the insured.
"This is the ultimate goal to be desired. 'The practical
results of these three methods will be considered later
in detail.

4. The administrative function—The life insur-
ance carrier in common with other business establish-
ments requires an organization to perform the details
of its administrative duties. It is required that they
shall be performed with that efficiency which will mean
the greatest net return in service to its membership.
The administrative officials of the life insurance com-
pany carry an unusual responsibility with reference
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to the investment of the funds of its policy-holders.
Where assets run into the hundred millions, it re-.
quires financial ability of the highest character to
handle them. : :

The executive management of the carrier is neces-
sarily concentrated in a small group of officials. This
concentration is fundamental to efficiency and dis-
patch in administration. But lest executive officials
forget to keep the interests of the policy-holders up-
permost it is important that they be subject to control
by or in behalf of the insured membership. In mutual
organizations this control is exercised directly by the
policy-holders thru their voting power; other types
of' organization may be subjected to governmental
centrol in the interests of the insured group.

There are four types of insurance carriers offering
protection against life risks at the present time: the
commercial carrier or old line company, the assessment
company, the fraternal society and the government.

5. Old line company’s guarantee—Old line com-
panies are characterized by the extent to which' they
detach themselves, in operation, from their insured
membership.  The contract with the insured furnishes
for a fixed premium a guarantee of performance, any
failure in which results in the termination of the com-
pany’s activities. Under the terms of its contract a
policy issued for an inadequate premium must be car-
ried to its maturity if the insured performs his part of
the contract. The failure of the assets of the com-
- pany to satisfy all liabilities is the only event which
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will prevent this policy-holder from receiving the ben-
_efits promised.

6. Kinds of companies.—O]ld line companies are of
two kinds, stock and mutual. The stock company is
established with a stock capital representing the own-
ership and control of the corporation. The interest
of the stockholders in the establishment of such a cor-
poration is the making of a profit and it is assumed
that this profit is made thru their ability to perform
efficiently the functions of an insurance carrier. = The
policies issued may be either of the non-participating
or the participating variety. . With the former the in-
sured knows in advance the exact cost of his contract
from year to year, any difference between liabilities
accruing under non-participating policies and the pre-
miums paid for them being a gain for the stockholders.
Their profits will be great or small; therefore, in so
far as the efficiency with which they conduct the com-
pany renders this margin large or small. - Even on
participating contracts it is assumed that the self-in-
terest of the stockholders will result in more efficient
management and therefore leave a surplus after the
payment of dividends sufficient to meet the competi-
tion of mutual companies. It is claimed that the self-
interest of the stockholders, therefore, results in the
most efficient operation of the carrier.

The mutual company is, in theory, controlled by the
policy-holders thru their right to vote at the election
of the officers of administration. Policies issued are
always participating, hence, whatever the original pre-
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- mium charged the policy-holders, any surplus above
the maturing liabilities is returned in the form of divi-
dends. - In practice as well as theory this representsa
close approximation to the essentially cooperative
nature of the insurance fund. Instead of returning
to stockholders as payment for their efficient manage-
went, this surplus is returned wholly to the policy-
holders. 'While the administrative officers of the mu-
tual company hold their positions subject to the will
of’ the policy-holders it does not result in instability
of administration, for policy-holders are so scattered
- and their knowledge of the administrative affairs of
the company is so meagre that few have either oppor-
tunity or interest in voting at annual elections. The
result is that the power of the policy-holders to control
the company is a reserve which may be called upon in
case of gross mismanagement by those in office.

The so-called mixed company has eertain character-
istics of both the stock and the mutual type. It
has a stock capitalization upon which dividends
are limited and which may hold the controlling
votes in the election of administrative officials. In
scme cases mutual companies are required by state
laws to maintain capital stock in their early years to
guarantee performance on their contracts until a suf-
ficient surplus has been accumulated. This capital
stock is retired eventually by payments from surplus.

7. Method of underwriting.—The method of un-
derwriting constitutes the strongest claim of the old
line companies to permanence. The premiums on



THE OLD LINE COMPANY 119

their contracts are calculated by the use of mortality
tables which represent experience among insured lives.
A prerequisite to obtaining a policy of insurance is the
passing of a medical examination which guarantees a
normal relationship between the actual mortality ex-
perience of the company and the experience on which
premium calculations are based. Furthermore on all
policies which carry investment accumulations these
companies set aside reserves each year according to
standards established in the states in which they op-
. erate. 'These principles are of the utmost importance
in enabling the company to fulfil the guarantee which
has been named as its characteristic. Experience of
several generations in life insurance underwriting
demonstrates that failures among old line companies
are due to other reasons than the method of under-
writing. :

8. Method of recruiting policy-holders.—The
agency method of obtaining policy-holders is used al-
most exclusively by old line companies. One of the
chief divisions of the home office organization is the
ageney department in chargeof a superintendent. It
is his business to establish agencies in the different ter-
ritories in which the company wishes to write insur-
ance, to establish the general lines of policy on which
solicitors are selected, and to maintain a general super-
vision over the work of the various agencies. = There
has been an organized movement in recent years
among life insurance solicitors to raise the standard of
the profession and to make its membership an active
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force in the education of insurance needs and in the
organization of a “service” that will fit the policy to
the needs of the insured. This propaganda has been
in part an answer to criticism directed against old line
companies because of the high expense of writing their
msurance. It has succeeded in emphasizing the fact
that the life insurance agent may be worthy of his hire
but that he must give a return in service for the com-
pensation which he receives. At least one company
has gone to the extent of establishing psychological
tests as a basis for the selection of its sales force and is
attempting by this means to eliminate those solicitors
who are unfitted to give the service for which the pol-
icy-holder pays. The largest single element which
enters into the expense of writing old line insurance is,
of course, the commission which is paid to the solicitor.
It is common for the company to pay the agent fifty
per cent of the first premium on ordinary life policies
and from five to ten per cent on renewal premiums for
about ten years as his compensation for obtaining the
policy.

An experiment is now being tried by one old line
company with the idea of eliminating a large share of
this cost by substituting the method of advertising for
that of solicitors. It is too early in the experience of
this company to say what the outcome will be.
Neither the success or the failure of the scheme has as
vet been demonstrated, tho the growth of the company
thru accessions of newly insured has been slow. The
majority of the old line companies maintain that vol-



THE OLD LINE COMPANY 121

untary insurance cannot be written except by agents.
Social interest demands that this experiment in ob-
taining insurance thru advertising be given a fair trial,
for tho the agent is worthy of his hire the social gain
may be tremendous if a cheaper method of obtaining
insurance can be found. :

The method of writing group insurance by agents
offers a modification of the system used in the old line
company’s ordinary business which bids fair to make
a considerable reduction in agency costs. This is'due
to the fact of insuring large groups under one policy
and to the saving in effort thereby accomplished by not
having to solicit individual applications from each
member of the group. There is a point of importance
which should not pass unnoticed in this connection.
This saving in agency costs is due to the fact that a
policy is issued on many lives because someone in a
position of influence in respect to these lives realizes
the need for insurance and takes the responsibility for
seeing that his employes have a limited amount of in-
surance protection. If a method can be found for
teaching insurance needs from the top down, as it
were, we may yet find that it is possible to make a con-
siderable reduction in the cost of writing policies.

9. The industrial insurance company.—The major-
ity of the business of old line companies covers the sale
of contracts of the types heretofore described, policies
with a face value of $1000 or more, usually paid for
by annual, semi-annual or quarterly premiums. Ex-
perience has shown that this type of contract is fitted
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to the needs of the fairly well-to-do. The impression
is quite general among the poorer classes that such in-
surance is too “expensive” for them and yet they are
found to have an astonishingly clear comprehension
of their needs for insurance. The uninformed of all
classes have always been a prey to schemes of unsound
‘nsurance and this is especially true of the poor. A
vealization of this situation brought out the attempt by
a few of the old line companies to place upon the mar-
ket a modification of their ordinary contracts which
would be fitted to the needs of the lower income
groups.  This is known as industrial life msurance.
A few of the characteristics of industrial policies may
be pointed out briefly. Instead of adjusting pre-
miums to unit amounts of insurance, the amount of
msurance is adjusted to a unit premium and the latter
is made payable weekly instead of annually. It has
been found that these classes can meet weekly pre-
miums whereas they are unable to save the funds
necessary to pay the whole of an annual premium at
one time. Life and endowment policies are sold for
weekly premiums of five, ten or twenty-five cents. In
the “intermediate” department, policies are issued for
a face value of $250. The premiums on industrial
policies are collected by the company’s solicitor who
calls regularly upon the insured. Industrial life in-
surance is a specialized phase of commercial life insur-
ance transacted by a few companies in the United
States. In fact most of the business has been written
by three companies. Its purpose was to furnish the
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poorer classes with insurance of the same quality as is
sold in the ordinary department of the old line com-
pany, and the same underwriting principles have been
used in determining costs and guaranteeing the fulfil-
ment of obligations. 'The medical examination re-
quired of industrial policy-holders is of a very incon-
sequential sort and the mortality rate in this business
is correspondingly higher. This necessitates the use
of special mortality tables in the calculation of costs.
These have now been developed from the experience
of American companies.

The industrial company deserves the credit for hav-
ing demonstrated that insurance can be sold to the
masses of the same sterling quality as that which is
available for the well-to-do. . The one great defect of
this insurance is the expense factor. With weekly
collection of premiums the cost of handling this busi-
ness is multiplied several times over that of the or-
dinary policy. It has meant that industrial insurance
cannot be made the basis for adequate provision for
the insurance needs of ‘these classes. The matured
poliey furnishes little more than the requirements for
a decent burial. It scarcely touches the problem of
the dependents of the deceased.

REVIEW

Explam the conmnection between the underwriting of insurance
companies and medical inspection.

Describe the methods of securing business.

Explain fundamental differences between stock and mutual
companies. :

What is industrial insurance?




CHAPTER IX
ASSESSMENT AND FRATERNAL INSURANCE

1. Natusre and origin of the assessment system.—
The essential difference between the assessment sys-
tem and old line insurance lies in the fact that the ben-
efits offered in the certificate of insurance of the for-
mer are not guaranteed upon the payment of a fixed
premium. The assessment company reserves the right
either to increase the premium or to reduce the amount
of the benefit. This system arose in the United States
in the years following the Civil War in response to
the demand for cheap current-cost insurance such as
could not be purchased from the regular companies.
The cheapest policy sold by the latter at this time was
the ordinary life, and its premium, as has been seen,
contains an overcharge above the yearly cost. The
public was misled as to the real nature of this premium
because of the refusal of the companies to return ac-
cumulations in case of forfeiture. It was assumed
that the premium covered only the yearly cost of in-
surance and in view of the large reserve accumulations
of the companies the conclusion was drawn that they
were making vast profits. In many cases further-
more the choice of the public lay between cheaper in-
surance and none at all, for many persons could not

afford the premiums necessary to carry ordinary life
124
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policies. - Assessment organizations therefore were es-
tablished on the idea of “pay as you go” and left no
place for the accumulation of reserves. :

2. Underwriting ~ methods—The underwriting
methods of the assessment system are determined
largely by the method of assessing premiums for in-
surance. At first upon the death of a member a uni-
form levy was made upon all the survivors and this
entire amount was paid to his dependents. It soon
became necessary to limit the amount of the benefits to
a definite sum and the number of assessments varied
with the number of claims arising. The next step was
to collect assessments in anticipation of maturing
claims. There are three ways in which these have
been apportioned among the membership ; uniform as-
sessments upon -all regardless of age; assessments
graded according to the age at entry; and assessments
based upon the rate of mortality at the age attained.
The assumption made by the advocates of the level
premium for all members irrespective of age is that a
sufficiently large group of persons will give a stable
rate of mortality. It is claimed with truth that the
rate of mortality per thousand in the population of

~the United States varies but slightly from year to
year; if a company, therefore, can insure a sufficiently
large group to obtain average results a stable premium
can be maintained. 'The difficulty with carrying this
assumption out in practice is twofold. In the first
place the premium charge has not been sufficient to
cover the mortality rate which would be realized in a
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stationary population. In the early years of such an
organization the membership is composed largely of
young persons and the assessments are made to cover
only the actual mortality. It is a well known fact, as
every mortality table shows, that the death rate in-
creases with age. As the membership of the assess-
ment association grows older therefore, and the group
approaches its stable mortality rate the assessments
must necessarily increase. This causes dissatisfac-
tion among the members, who have been led to believe
that the low cost of insurance can be maintained from
the beginning. When the average age of the group
increases to the point where the cost begins to approx-
imate that of policies in old line companies or is greater
than that of newly established assessment companies
with their younger membership, the second difficulty
with this assumption manifests itself. Policies are
lapsed in great numbers by the younger members and
by those in good health who will be able easily to ob-
tain insurance elsewhere. - This sends the average age
still higher and the death rate increases in proportion.
Were it possible to maintain a level assessment system
permanently the younger members would individually
pay more than the current cost of their insurance and
the older members correspondingly less. The in-
equity at the younger ages would be remedied in the
course of a lifetime.  If the selection of younger per-
sons in the earlier years of an assessment association
could be avoided and a stable mortality rate obtained
from the beginning, there would be no difficulty in
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principle with this method of charging costs. If in-
surance were made compulsory upon everyone attain-
ing a certain age and could not be discontinued, an in-
surance company could maintain a level premium rate
upon all without the accumulation of reserve funds.
With voluntary insurance as it exists today, it is diffi-
cult to see how this adverse selection can be prevented
from producing a mortality rate that will be fatal to
suceess.

8. Grading premiums by age at entrance~The
dim realization of this situation by managers led to the
attempt to grade premiums according to the age at
entry. It is usual to group members into age classes
and charge level assessments to all persons coming
within a particular group. Thus those insured at
ages thirty to thirty-five may be charged one pre-
mium; those between thirty-five and forty a slightly
higher one. The trouble with this plan is that the
amount of the premium assessment is usually based on
the mortality costs at the age of entry and the fact is
totally ignored that the mortality of this group in-
creases every year, until eventually the premium be-
comes viciously inadequate. Assessment managers,
facing the failure of premiums thus to meet maturing
liabilities, have attempted all sorts of subterfuges.
They have charged an extra premium for the purpose
of establishing a safety fund or an emergency fund, as
it has variously been called. Altho they have
been unwilling to admit it, this fund is in principle
identical with the reserve of the old line company.

V10 T 2
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Although this graded premium was intended to re-
main level its inadequacy has forced repeated at-
tempts to raise the assessment and, as in the case of the
level assessment at all ages, has caused wholesale laps-
ing of policies and a cessation of new applications
from younger persons. - Again there is no fault with
the principle of assessments graded according to age
granted they are made equal to a level annual pre-
mium for life. The fault lies in the inadequate initial
charge and the necessity for frequent revision. The
right of revising assessments is a safeguard to the com-
pany only when used sparingly, for it is always likely
to create dissatisfaction, bring about withdrawals, and
thus to increase the average age to the point which is
fatal

4. Variable premiums.—The third method of dis-
tributing mortality costs foregoes completely the idea
of a level premium. It presumes to charge annually
the cost of insurance for the age attained according
to the experience of the society. Since it is known
that the mortality rate increases with age this will
mean a constantly advancing premium. - In actuarial
terms, it is natural premium, or yearly renewable
term, insurance. In only a few cases has anything
approaching this been attempted. There is not the
least question but, were it tried out and the premiums
for each year stated definitely in the contract, it would
offer a solution of the main difficulty of other assess-
ment premium plans, for it would furnish low cost in-
surance at the younger ages and when the cost became
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prohibitive at the older ages the insurance would be
lapsed. This is a reversal of the usual experience
whereby the younger members lapse and the older per-
sist. 'This would not be permanent insurance, but it
would be pure insurance and would continue as long
as any one has use for carrying protection against pre-
mature death.

5. Comparison with old line companies.—The un-
derwriting system in assessment insurance is thus seen
to be of a radically different character from that of
old line insurance. Its success apparently lies in one
of two directions, either the furnishing of pure insur-
ance on the natural premium plan or the accumula-
tion of adequate reserves to guarantee the payment of
policies that are carried to advanced old age. The re-
serves which have been accumulated in recent years by
assessment companies and fraternals alike are an out-
standing admission that premiums have been inade-
quate in the past; and noteworthy attempts have been
made toward readjustments on a sound basis. Busi-
ness assessment associations have made use of the stip-
ulated premium plan, whereby the smallest premium
adequate to the risk has been charged but the company
has reserved the right to charge any deficiency in assets
against the policy-holder to be made good by extra
premiums or by a reduction of tht amount insured.
Where this plan has failed some have reorganized as
legal reserve companies, permitting their assessment
membership to transfer to the new basis or, where this
meets with too much opposition, carrying out the
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assessment contracts according to original stipula-
tions. 'The cost in the latter case has necessarily been
high.

6. Fraternal insurance—The fraternal societies
have gone thru the development of uniform. assess-
ments, assessments graded according to age at entry,
and have created emergency funds. The natural pre-
mium was introduced in one instance but it was not
carried out consistently, for the premium was made
level after age sixty. More recently they have en-
deavored to readjust their business on the basis of
level premiums according to a mortality table, in some
cases using their own experience, in others the Na-
tional Fraternal Congress table constructed from the
experience of several societies; a few have reorganized
as legal reserve fraternals upon an American Experi-
ence mortality basis. This movement has been fur-
thered in a number of states by the passage of a uni-
form fraternal law, known as the Mobile Law, or, in a
modified form, the New York Conference Bill. In
addition to establishing mortality and reserve stand-
ards, this legislation provides for actuarial valuations
of each society at intervals of three years and requires
that any deficit shall be reduced five per cent within
each of these three-year periods.

The main difference between fraternal and assess-
ment companies lies in the lodge system on which the
fraternals are organized. The social feature of the
local lodges is an important factor in holding them to-
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gether and the management of the societies is essen-
tially democratic.

7. Contracts.—The benefit certificates issued by
fraternal and assessment companies usually corre-
spond to the whole life policy. That is, they promise
the payment of benefits only upon the death of the
member. In a few cases attempts have been made to
issue limited premium or endowment policies. The
benefit certificate which is furnished the member is or-
dinarily of a much simpler character than the policies
of old line companies. It states briefly the character
of the benefit which is offered and the right of the so-
ciety to call for assessments. The statements made
by the member in his application are by reference
made a part of the contract and its validity is made de-
pendent upon them. Furthermore the provisions of
the constitution and by-laws of fraternal societies are
made binding upon him, both those in effect upon his
entry into membership and any which may be passed
thereafter. :

8. Insurance-writing methods—In recruiting their
membership fraternal societies depend almost entirely
upon the method of voluntary cooperation. Paid
representatives of the societies, it is true, aid in the
establishment of new lodges, but, once established, the
group spirit of the members and the social advantages
of membership make a strong appeal to the friends
and neighbors of those already insured. The result
is that the expense factor in fraternal insurance is a
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small fraction of what it is in the old line company.
"This is the greatest contribution of the fraternal insur-
ance carrier to the practical operation of the insur-
ence business. They have proved that their insurance
can be written without agents and have effected won-
clerful savings therefrom. In fact, the inadequacy of
the mortality provision of the fraternals has in many
cases been for a long time covered up by their low
expense ratio. It has not been uncommon for yearly
expenses to average less than one dollar per $1000
insurance. :

The assessment companies use both the method of
agents and voluntary cooperation among the insured
to obtain new applicants. The result is that their
expense ratios are higher, sometimes being nearly
equal to that of the old line companies. Those com-
panies that operate among homogeneous groups, such
as bankers, have sometimes shown a very low ex-
pense ratio, but where they operate on a wide scale
approaching that of the old line companies the case is
likely to be far different.

REVIEW

What was the purpose and origin of assessment insurance?

Describe different stages in the development of this form of
insurance, and premium difficulties encountered.

What are distinguishing features of fraternal societies?

How do they enter their business?



CHAPTER X
GOVERNMENT LIFE INSURANCE

1. Origin.—The establishment and operation of
life insurance funds by governmental agencies are
practically unknown in the United States except for
the numerous pension funds which have already been
discussed. 'These funds were found generally to have
been established in total disregard of the actuarial
principles upon which their soundness could be guar-
anteed and a beginning is only now being made toward
reorganizing them in accordance with such principles.

Of government insurance funds offering protection
against the risk of premature death there are only two
examples in the United States of noteworthy impor-
tance. - The State of Wisconsin several years ago es-
tablished a Life Fund to sell policies of insurance to
the citizens of the State. - The premiums on these con-
tracts are determined in accordance with American
Experience mortality, and the regular reserves are
carried. The fund has made no endeavor to compete
‘with old line companies by means of agents but has
obtained its business entirely “over the counter.”
The result has been that the growth of the fund has
been small and it has taken no important place in the

life insurance needs of its community.
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2. War risk insurance.—The second case referred
to is the life insurance furnished by the Bureau of
‘War Risk Insurance created by Congress on Septem-
ber 2,1914. The Bureau was established at that time
for the purpose of insuring vessels and their cargoes
against the war risk.  Its powers were enlarged by an
amendment of June 12, 1917, to permit the granting
of war risk insurance on the lives of officers and sea-
men of American merchant vessels.  The amount of
insurance carried is determined by the earnings of the
men, with minimum and maximum amounts respec-
tively of $1500 and $5000. Benefits are paid for
death, dismemberment and permanent and total dis-
ability resulting from any act of war or detention
after capture by an enemy of the United States.
Fremiums are paid by the owner of the vessel for each
voyage and vary according to the type of ship and
ports between which it travels. The Secretary of the
Treasury was given authority by this amendment to
compel owners of American vessels traveling in the
war zone to carry such insurance on the officers and
men in the crews, and on June 19, 1917, made such
insurance mandatory for all voyages to Europe and
to the Mediterranean coast of Africa.

3. Soldiers’ and sailors’ insurance.—~A further
amendment of October 6, 1917, established a division
of military and naval insurance. Its primary pur-
pose was to restore the insurability of men entering
the military and naval service of the United States and
who for that reason were unable to obtain insurance
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in the regular companies except at prohibitive rates.
Officers and enlisted men can obtain insurance to a
maximum of $10,000 on a yearly renewable term basis.
The premiums are to be paid monthly and are the net
American Experience three and one-half per cent pre-
miums. The entire cost of administration of this in-
surance is borne by the Government which had already
assumed the extra mortality cost due to the war
hazard. Tt was felt that this was a proper charge for
the Government to assume in furnishing protection to
the dependents of men in the service. It is provided
that the insurance shall be carried on the natural pre-
mium basis during the period of the war and for a
maximum of five years after. Within these five years,
policies may be converted into permanent insurance
on the regular life and endowment plans. If conver-
sion is not effected within this time, policies will lapse.
4. Its educational effect.—It is an important de-
parture for the Federal Government thus to have be-
come an insurance carrier on so broad a scope. One
of the most instructive phases of the plan is the way
in which this possibility of insurance protection was
made known to the men in the service and the unusual
extent to which they made use of the protection of-
fered. The plans were worked out by a government
committee in conjunction with the best known actu-
aries in the United States and were then explained in
detail to officers and men in the different army canton-
ments and military and naval establishments thruout
the country. It is said that in a large proportion of
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instances the maximum amount of insurance has been
taken. On the basis of the amount of msurance
in force this division of the Bureau is now one of the
largest life insurance institutions in the world. In
January, 1919, it carried insurance on the lives of
4,500,000 men in the military and naval service to the
extent of approximately thirty-eight billion dollars.

REVIEW

What precedents existed for government insurance before the
late war? .

What was the nature of the insurance of vessels and their
crews provided by the Federal Government?

Describe the Soldiers’ and Sailors’ Insurance established by
‘the Government.

How far was it suceessful and what permanent results may
properly be looked for?



CHAPTER XI
ACCIDENT AND HEALTH INSURANCE

1. Risk in accident insurance.—Personal accident
insurance is a form of insurance based upon the con-
tingency of loss of income thru accidental injury.
By means of an accident insurance policy, the insured
secures for himself an income during that period in
which he is prevented, by injury, from earning it.
- Human beings have always been subject to accidents.
They have been crippled and deprived of earning
power by falls, flying obstacles and a hundred differ-
ent causes. But until the era of modern times infor-
mation regarding the number and frequency of such
accidents did not permit the organization and prac-
tical conduct of accident insurance businesses.

Industrial progress and the development of the
many means of transportation have so affected the
risk that it has become possible to measure the chances
of injury with absolute safety. Industrial accidents
are of two kinds: those incident to the manufacture
of thousands of products and those effected by the
use of such articles. Transportation accidents also
are of two kinds: those resulting in injuries to persons
who are being propelled by the vehicle and those to
persons who in one way or another come in contact

with such vehicles.
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The aspect of accident insurance changes with dis-
coveries and inventions. Old causes give way to new.
A few years ago the bicycle played an important part
in the claims made under policies, and automobiles
and airplanes were unheard of. Today the condition
is reversed.

2. Certainty of accidents.—There is no uncertainty
about the happening or frequency of accidents. Fu-
man nature is sure that practically the same number
and kind of accidents occur annually. Tt will always
be so. The only element of gamble exists in deter-
mining who suffers the loss. Not everybody meets
with accident. Personally you may never suffer loss
vhru accidental injury just as you may never experi-
ence loss of property thru fire. In your life insurance
policy the liability of the company is fixed. At ma-
turity, which may be at the expiration of a limited pe-
riod or at death, it must pay the principal sum to you
or your beneficiary. On the other hand unless you
neet with accident, the sole benefit you may derive
from your accident policy is the security and comfort
which comes from having an income guaranteed
against disability thru accident.

8. Frequency of accidents.—A leading accident in-
surance company advertises that “one out of every
seven men is killed or injured by accident each year.”
If no favoritism is shown in the distribution of acci-
dents, and no one man sufférs more than one accident,
this statement, surprising as it is, may be accepted in
regard to industrial workers. £
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About 67 per cent of all accidents are so-called in-
dustrial accidents, sustained thru risks of employ-
ment. Out of a total of about 81,000,000 industrial
employes in the United States in 1916, 25,000 persons
were fatally injured, an average of one out of every
1250 people. 'There were 8,625,000 accidents during
the year which resulted in disability varying from one
day to a condition of permanent disability. Add to
these figures, the number of accidents that occur to
the same people outside of employment, and the aver-
age “one out of seven” is found to be true.

Tt is interesting to note the ratios in which the other
accidents have happened, without regard to occupa-
tions: at home, 25 per cent; pedestrians, 20 per cent;
automobiles, 12 per cent; recreations, 11 per cent;
horses and vehicles, 9 per cent; street car travel, 7
per cent; railway travel, 4.3 per cent; bicycles, 1.7 per
cent; steamship travel, 1 per cent; miscellaneous, 9.5
per cent.

The significant fact is that the original source of ac-
cident insurance, railway hazard, now plays a minor
part in the business. Six times the number of acci-
dents occur at home and almost five times as many in
walking as occur in traveling by rail. In explanation
of these proportions, it may be said that the greater
ratio of injuries occuring at home or in walking is due
to the fact that, while the individual hazard is less, so
many more persons are involved than are in traveling
on the railroad. ~

4. Health risk.—Health or sickness insurance is a
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form of insurance based upon the loss of income
brought about by sickness. Every one fears the day
when sickness will deprive him of his earning power
and the ability to carry on his particular work. 'The
savings of years are sometimes expended in a period
of sickness and recovery is retarded by the realization
that income has been cut off.  Health insurance was
designed to meet and overcome such conditions.

The hazard involved in the early period proved
too much for the success of the business. As in ac-
cident insurance, scientific and industrial progress
have now stabilized the risk. The gospel of good
health is preached in literature, in schools, at work
and in the home. People are becoming educated in
both public and private hygiene. Contagious dis-
eases are now quickly traced to their source and their
progress stopped by quarantine and vaccines.
Water is filtered. Food is prepared and distributed
under- proper conditions. Modern labor conditions
are conducive to better health. = Suitable working
hours; clean, light factory buildings, properly ven-
tilated; dietary accommodations and factory physi-
cians, have a tendency to reduce sickness to a mini-
mum. - These movements for the conservation of life
have made it possible for insurance companies to con-
duct health insurance as a practical business.

5. Liability for term only.—Accident and health
policies differ from life policies in being essentially
term policies. Once the applicant is accepted by the
life insurance company as an insurable risk, he cannot



" ACCIDENT AND HEALTH INSURANCE 141

be deprived of his nsurance. The fact that he is un-
fortunate enough to contract tubercular trouble or in
any way become an undesirable risk for additional in-
surance does not affect the contract already in force.
Commercial accident and health policies are issued for
terms of three or six months, or one year. Industrial
policies are now issued on a monthly basis. Renewal
depends upon the mutual agreement of both the in-
sured and the insuring company. One small eastern
insurance company is issuing a life health policy, not
subject to cancelation, but it so restricts its liability
that it is not sold to any great extent.

The accident company also reserves the right to
cancel a policy at any time upon return of the un-
earned premium, without prejudicing the rights of
the insured, arising from any loss that may result from
injury or sickness having its origin previous to
the cancelation. For instance, a policy-holder may
change his occupation to one more hazardous. The
company may reduce the benefits offered or raise the
premium or cancel the policy. If the insured has de-
veloped an unsatisfactory physical condition, such as
severe loss of weight or chronic indigestion, the policy
may be canceled.

Like the “term” policy in life insurance, the can-
celed or expired policy in accident and health insur-
ance has no “reserve” or cash surrender value. The
unearned premium must be returned to the policy-
holder.

6. Accident and health insurance measured.—If
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vou are physically sound, there is very little difficulty
in getting all the life insurance you can afford to pay
for. 1Itis true that companies limit the amount given
on' a single life, but there are more than two hundred
companies to buy from. Accident and health insur-
ence is measured by the loss involved. - The feature of
weekly indemnity was developed to offset pecuniary
loss due to disability, and insurance companies will not
permit a policy-holder to collect more than an amount
equal to his earnings. Many companies limit the in-
demnity to three-fourths of the actual loss.

If an applicant for a policy fails to reveal to a com-
pany the fact that he already has an accident or health
insurance policy, in the event of a claim, the com-
pany’s liability would depend upon whether the falsity
of his statements was with intent to deceive, or ma- =
terially affected the company’s acceptance of the risk.
In either case, no liability on the part of the company
would exist. No first class company will knowingly
accept a risk for over-insurance. Should any com-
pany do so, it may not then deny liability under the
policy. :

Furthermore, if the policy-holder fails to notify the
company in which he has insurance that he has taken
additional insurance of the same kind, it will be liable
only for that portion of the indemnity promised as
such indemnity bears to the total indemnity in all
policies covering the loss.

Therefore, if a man earning fifty dollars a week
already has a policy promising a weekly indemnity of
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fifty dollars, and takes additional policies of the same
kind in two other companies, in the event of a claim
the first company need pay but one-third of the prom-
ised indemnity, and the remaining two have no liabil-
ity except the return of the unearned premium.

But, if a man who earns fifty dollars weekly, tak'esi S

out a policy promising a weekly benefit of that
amount, and should, for some reason, have his earn- -
ings reduced, the company has no right in the event
of claim to reduce such benefits.

Altho there is no limit to the death benefit for which
an applicant may take accident insurance, companies
are slow to accept a risk of more than fifty thousand
dollars on any one life. In fact an effort is made to
have all indemnities on the so-called level plan, that
is one thousand dollars principal sum for every five
dollars weekly benefit. For example, if a man earns
one hundred dollars a week, the largest indemnity the
company is willing to guarantee is a principal sum of
twenty thousand dollars and a weekly benefit of one
hundred dollars. .

7. What is an accident?~The question arose very
early when claims were made as to whether an injury
was caused by an “accident.” There were many cases
which were on the border line and it became necessary
for the courts to decide whether or not the insurance
companies were liable for the loss.

In the case of the United States Mutual Accxdent

Association v. Barry (131 U. S. 100), the assured

died from injuries sustained in jumping off a plat-
XVIII—11
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form. The Supreme Court approved in its decision
the following instructions:

We understand from the testimony, without question, that
the deceased jumped from the platform with his eyes open,
for his own convenience, in the free exercise of his choice;
and not from any perilous necessity. He encountered no ob-
stacle in jumping, and he alighted on the ground in an erect
posture. So far we proceed without difficulty. But you
must go further and inquire, and here is the precise point on
which the question turns:  Was there or was there not any
- unexpected or unforeseen or involuntary movement of the

" body, from the time Dr. Barry left the platform until he
reached the ground, or in the act of alighting? Did he or
did he not alight on the ground just as he intended to do?
Did he accomplish just what he intended to do, in the way
he intended to do? Did he or did he not unexpectedly lose
or relax his self-control in his downward movement? Did his
feet strike the ground as he intended or expected, or did
they not? Did he or did he not miscalculate the distance,
and was there or was there not any involuntary turning of
the body in the downward movement, or in the act of alight-
ing on the ground? These are points directly pertinent
~ to the question in hand.

And T instruct you that if Dr. Barry jumped from the
platform and alighted on the ground in the way he intended
to do, and nothing unforeseen, unexpected, or involuntary
oceurred changing or affecting the dewnward movement of
his body as he expected or would naturally expect such a
movement to be made; or causing him to strike the ground
in any different way or position from that which he antici-
pated or would naturally anticipate, then any resulting in-
jary was not affected thru any accidental means. But if,
in jumping or alighting on the ground, there occurred,
from any cause, any unforeseen or involuntary movement,
+tarn, or strain of the body which brought about the alleged
injury, or if there occurred any unforeseen circumstance
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which interfered with or:changed such a downward move-
ment as he expected to make, or as it would be natural to
expect to make under such circumstances, and as caused
him to alight on the ground in a different position or way
from that which he intended or expected; and injury thereby
resulted, then the injury would be attributable to accidental
means. ‘

Considerable trouble was also encountered in de-
termining the liability for death thru poison cases.
The question as to when the taking of an injurious
substance was an accident has been answered by the
chief justice of the Supreme Court (152 N. W. 617)
in the case of Riley v. Interstate Business Men’s Acci-
dent Association. :

I am entirely clear that John N. Riley came to his death
by external, vielent and accidental means, and am just as
certain that deceased did not voluntarily take poison. = The
only question in the case in my mind is, Did he take it
involuntarily, bringing its taking within the meaning of the
exception in the policy?  The question is a narrow one.
What is the meaning of the term “involuntary taking of
poison”? I confess to some doubt on this proposition; for
I hesitate to apply it so broadly as to cover every case of
unintentional poisoning, as where 1t results from some lethal
substance found in ordinary food, or any case where the
poison is inadvertently mixed with other apparently in-
nocuous substance or substances by accident only.

There is some reason for saying that the exception is no
stronger than if it had read that the policy should not
be held to cover death from the taking of poison, no matter
whether the assured was sane or insane at the time of its
taking.  But on the whole I am disposed to think that it is
broad enough ‘to cover death resulting from the voluntary
or involuntary taking of poison, provided the poison be of
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the kind generally regarded as such, that is to say, arsenic,
strychnine, carbolic or sulphuric acid, or other drugs com-
monly known as a poison as distinguished from a drug, or
other concoction which, altho poisonous, is not generally
recognized as such. . I wish to so: limit my concurrence so
that ptomaine or other like poisoning, the taking of an
overdose of medicine not generally regarded as a poison,
or any other case except one where death directly results
from the voluntary or involuntary taking of what the ordi-
nary mind regards as poison, is covered by the policy.

The question of liability under accident policies was
further settled by the Supreme Court of the United
States in the following ruling:

That if a result is such as follows from ordinary means
voluntarily employed in not an unusual and unexpected way,
it cannot be as a result affected by accidental means, but
if in the act which precedes the injury something unfore-
seen, unexpected, unusual occurs, which produces the in-
jury, then the injury has resulted from accidental means.

There may be an unlooked for consequence of an
intentional act—such as the rupturing of a blood ves-
sel due to unaccustomed exercise. While the injury
may be clearly accidental, it is not effected by acci-
dental means, because the insured does what he wants
to do in the way designed, and the only unexpected
occurrence in connection with the incident is the unfor-
tunate result.

8. What is sickness?—The question involved in de-
termining when a person is justified in presenting a
claim under a health policy is much simpler, since ac-
cording to the terms of the usual contract, regular
attendance by a physician is necessary. Total dis-

#



ACCIDENT AND HEALTH INSURANCE 147

ability exists when the insured is confined to the house
by bodily disease and is unable to perform any of his
duties, when not confined o the house, but unable
to carry on his work, his condition is that of partial
disability. = Liability for indemnity under a general
health policy depends upon one question—was the
sickness contracted during the term of the insurance?
No company will pay claims for disease conditions
which existed at the time of or prior to the issue of a
policy, unless a statement revealing such conditions
appears in the application, and the company know-
ingly accepts the risk. It does not matter that the
applicant has been unaware of conditions that may
later develop into a disabling sickness. 'The company
may return the premium actually paid and avoid
liability on the ground that the sickness did not have
its origin during the life of the policy. 'This is fair
since the company issues the policy based upon a clean
bill of health. In the early years of health insurance,
the question arose in a few cases to whether the dis-
ability was the result of accident or sickness. As a
result of court rulings, most of the borderline distine-
tions are settled. Sunstroke and blood poisoning are
. now called accidents, but ptomaine poisoning is sick-
ness. :
9. Present extent of accident insurance~—It is to
James G. Batterson of Hartford, Connecticut, that
accident insurance in the United States owes a great
deal of its success. While traveling in England in
1863 he purchased a railway accident ticket and was
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impressed with the value of the idea. On returning
to the United States he sought and obtained a char-
ter from the legislature of Connecticut for the incor-
poration of the Travelers Insurance Company.

At first this company issued only railway accident
_policies, but in 1864 the charter was amended and it
was permitted to issue policies against all forms of
accidents.  Only the greatest care and perseverance
kept the company alive during the first few years of
its existence. Rates based on English statistics were
found inapplicable to American risks and Mr. Bat-
terson completely revised the classification of risks to
conform to American conditions. He experimented
with great caution and gathered his own experiences.
The premium receipts for the first year’s business of
the Travelers Insurance Company were $32,148; in
1917 they amounted to $4,691,655, and benefits paid
out were $2,118,661, representing claims on more than
15,000 accidents. It is the largest accident and health
insurance company in the world.

In little more than fifty years this form of insur-
ance has grown from one company which indemnified
the insured for loss sustained by railway accident only,
tc some 70 stock companies and 65 mutual, fraternal
and traveling men’s organizations, insuring against
loss as the result of any kind of accident. ~ Other
surety and casualty companies that have not hereto-
fore transacted personal accident insurance are rap-
idly taking it up. ;

The total premium for accident insurance in 1917
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‘was $48,575,777. Benefits paid out during the year
amounted to $21,529,788, a ratio of 49.3 per cent of
losses paid to premium.

10. Growth of health insurance—~The first period
of health insurance in the United States extended
from 1847-1897, and was characterized by failure.
Several companies were organized, but lack of finan-
cial backing and a proper table of premium charges
soon destroyed them. The Fidelity and Casualty In-
surance Company of New York undertook to write
health insurance in 1898 in connection with its accident
policies. Other companies quickly followed. A
rider was attached in which the company agreed to
pay a weekly indemmity in case of disability from a
limited number of zymotic diseases. A medical ex-
amination of the applicant was then required. As a
result of competition and varied experiences this rider
was gradually developed until in 1908 a general pol-
icy covering all diseases was issued with no require-
ment for medical examination.

The business is still in its experimental stage, and
financially is not a success. One large company re-
cently withdrew its health policy. In order to meet
competition, however, most accident insurance com-
panies now issue health policies either as a separate
contract or a part of the accident policy. ~Health in-
surance has not had the popular appeal that accident
insurance has. The premium income for health in-
surance in the Fidelity and Casualty Company in
1917 was $1,241,872, with benefits paid out amounting
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to $766,982. The total premium collected by 43
leading companies the same year was only $9,658,042,
an amount but little more than the accident insurance
premium collected by two companies. Total benefits
paid out were $4,769,648. It is an unusual coinci-
dence that the same rate between income and loss was
shown as in accident insurance, 49.3 per cent.

The future of health insurance is discussed fully in
a later paragraph.

11. Practical conduct of the business.—The single-
trip ticket insurance business of a half century ago
was not a very complicated affair. But the well de-
veloped business of today, involving thousands of
men (including agents) and millions of dollars, in-
vites careful study. In order to understand the prac-
tical conduct of the accident and health business, the
reader must become familiar with the method of cal-
culating premiums, establishing reserves, selecting
risks, features of the policy, and the settlement of
claims.

For many years premium rates for accident insur-
ance were fixed in an unscientific manner without
reference to experience, simply because no effort had
been made to acquire statistical information. The
business revolved around a unit of $25 per year—
benefits increasing or decreasing with a higher or
lower premium. It was not until the International
Association of Underwriters was formed in 1891 that
an effort was made to promote harmony and good-will
among American accident companies and to find a
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basis for establishing rates. But, for a number of
years following, all discussions of rates and classifica-
tions took place merely among the individual members
of the association. In 1904, as a result of the demon-
stration of many inaccuracies and inconsistencies in
the rates, a committee was appointed to receive and
tabulate the experiences of all companies.

In 1906, a standard manual of rates was issued.
The principal sum offered by the average policy is
$5000, the weekly total disability benefit is $25. The
Jowest premium for such a policy is $20 ($25 when
double indemnity is offered) per year. This is grad-
ually increased, according to the classification of the
risk, the highest premium being $150 per year. The
classification of each risk depends upon the exposure
to injury incident to employment. Classes are usu-
ally designated “Select,” “Preferred,” “Ordinary,”
“Medium,” “Special” and “Hazardous,” tho original
titles and more specific divisions are used in some
policies.

Classification of risks is determined, first of all, by
the comparative hazard of the occupation. A brake-
man is more liable to injury than a teacher. Sec-
ondly, the effect of the injury upon the performance
of the duties attending the occupation is also con-

_sidered. A dentist or pianist will suffer greater loss
thru injury to his fingers than will a salesman or law-
yer, Again, the moral hazard is another considera-~
tion. The risk is greater among those occupations
where employment is not regular, for idleness leads to.
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trouble. Actors, certain skilled laborers and ball
players, for instance, are periodically idle and there is
a temptation to have the accident company pay in-
- comes during a period of idleness. Finally, the rela-
tion of the occupation to the physical condition of the
body is taken into account. The conditions under
which certain kinds of work are performed, the habits
of a class of laborers, the excessive physical wear on
the body as a result of some occupation, may seriously
affect the risk. :

The stress of competition influences some compa-
nies to ignore the manual, but the tendency is to per-
sist in its use. An effort is made to attract the public
to accident insurance, and more particularly to their
own policies, by a liberalization of the contract and in-
creased benefits. :

12. Health insurance and premiums.—It has been
necessary for insurance companies to establish health
. rates out of their own experience. In 1847, the Phila-
delphia Company charged a premium of $5.25 for a
weekly indemnity of $4.00 for risks from twenty to
twenty-five years of age. Succeeding five year
groups up to sixty years of age were charged a small
increase in rates. Because the older risks were not
charged heavily enough, and on account of an unfair
selection of risks against the company, and a too lib-
eral treatment of fraudulent claims, the company
failed.

In 1897, the “limited risk” policy was sold for $2.00,
regardless of age or occupation. Such a policy is still
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sold for $2.00 or $3.00, tho it is not satisfactory and
hinders the popularity of health insurance. People
are so constituted that they look for many benefits for
little money, but when the claim is filed under such a
policy, usually some restrictive clause is found in the
policy under which the claim may be disallowed.

A general health policy is now issued to all those

‘not subject to certain occupational diseases, allowing
one thousand dollars as principal sum, and five dollars
weekly benefit, for seven dollars a year at ages eight-
een to fifty, and nine dollars a year at ages fifty-one
to sixty. The same policy is issued to those who are
subject to the hazard of occupational diseases at a
50 per cent increase.

Companies issue different policies at varying costs,
but a discussion of them would amount to advertising
certain features in such policies.

13. Reserves.—State insurance departments now
require accident and health companies to maintain
definite reserves. The reserve fund consists of two
parts, “Unearned Premium or Reinsurance” and
“Outstanding Claims.” An unearned premium is
that part of the premium which has been charged for
the unexpired term of insurance. Usually the
amount to be reserved is arrived at by taking 50 per
cent of the gross premiums. This method is used on
the assumption that the business is distributed evenly
over the year, and therefore, at the time of valuation,
the contracts will have been in force for an average of
half the term for which they are written.
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Under the reserve for outstanding claims we find
amounts sufficient to meet (1) unpaid drafts, or drafts
which have been sent out but not cashed; (2) claims
‘which may develop thru notices of accidents and sick-
ness already received; (8) continuation of claims now
being paid; (4) expense of settling claims which are
without merit. ‘ :

14. Selecting the risk.—The key to the successful
conduct of the insurance business is a careful selection
of risks.  This holds as true in the accident and health
branches as in the fire and life. The lower the rate
of losses or benefits paid out bear to the premium in-
come, the larger the surplus and the stronger the com-
pany becomes in the eyes of the insuring public. It is
much better to acquire such a reputation by careful
acceptance of risks than by disputing claims after they
zre presented.

The aim is to select risks that are in normal physical
condition but, in order to experience the minimum
number of casualties, consideration must also be given
the moral and financial responsibility of the applicant.
Unfortunately there are persons so eager to get rich
quick that they do not hesitate to present fraudulent
claims to accident insurance companies. Injuries are

_pretended or even self-inflicted. Misrepresentations
* not easily detected are often made in the application.
£gents should not solicit or accept business from men
of questionable honesty or financial irresponsibility.
As a rule medical examinations are not required
of applicants for accident or health insurance. The
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expense attached to such procedure would have to be
- added to the premium and the applicant would not
pay the increased premium. Securing new business
would become more difficult. The statements in the
application concerning the policy-holder’s previous
health and insurance record are warranties upon the
truth of which the policy is issued. Medical examina-
tion would probably deprive the company of the de-
fence of breach of warranty against imposition by
policy-holders. Such an examination, made the basis
for issuing a policy, would prevent the company from
canceling its contract. The information derived
from bureau records, inspection reports, eorrespond-
ence with other companies, studying an application
or claim papers, gives far more satisfactory informa-
tion to the experienced underwriter than a report fur-
nished by the average examiner. Medical examina-
tions often fail to reveal habits of intemperance, hid-
den injuries or even chronic diseases.

In many cases, however, much valuable information
may be derived thru a medical examination. Espe-
cially is this true in all cases where investigation
proved previous disability from any form of abscess,
rheumatism, indigestion, disease of the ear, lungs; or
any disease which experience has shown must be
looked upon with suspicion.

15. Application a part of the policy.—The basis
upon which an accident or health policy rests is the
application, which is made a part of the policy itself.
The statements made in the application may be




156  INSURANCE

grouped into three classes: identification, exposure
and physical condition of the risk.

The identification includes the name, residence and ‘
physical description of the applicant, the name, ad-
dress and relationship of the beneficiary, and the in-
+ struction for payment of benefits. :

The exposure includes the statements of the gen-
eral occupation and specific duties of the insured, the
earnings from his occupation, and an enumeration of
such other-insurance as he may carry. These state-
ments will control the premium rate and the benefits
to be paid. : :

Under the statements covering the physical condi-
tion of the risk, we find his age, height, weight, bodily
and mental condition. There is also a history of med-
ical treatment during the preceding five years and of
previous claims with other companies. Since every
statement is a warranty, if it should develop that the
insured was materially impaired at the time the ap-
plication was made, as has previously been stated,
there would be no liability under the policy, whether
the failure to make mention of such impairment was
intentional or not.

16. Consideration and term of policy—A state-
ment of the consideration, which is the amount of
premium passmg from the insured to the insuring
company is placed at the beginning of the policy.
The term of the policy follows, usually either for
three, six months or one year.. At the expiration of
the term all liability ceases unless the company oﬁ’ers
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a renewal of the policy and the insured pays the pre-
mium. A renewal can be effected only by a mutual
agreement between the insured and the company.

17. Insuring clause—There is little variation in
the insuring clause of accident policies. The lan-
guage used is similar to that found in a well-known
policy:

%, . . does hereby insure . . . against loss resulting di-
rectly and independently of all other causes from bodily in-

juries effected solely thru external, violent and accidental
means, . » o

Three conditions must be met before liability is as-
sumed. TFirst, as previously pointed out, insurance
is not against loss due to “accident” but to loss due to
“gccidental means”; second, bodily injuries must be
effected by accidental means directly and independ-
ently, without the intervention of other causes, i. e.,
any contributing infirmity or disease; third, there must
be a loss resulting from the injury. There is no in-
surance against injuries as such, if they result only in
pain or inconvenience. :

Many companies now omit the words “external and
violent” from the insuring clause. These words
neither enlarge nor limit the words “accidental
means.” .

18, Specific losses—A schedule of fixed indemni-
ties for specific losses as a result of accidents is pro-
vided. Some policies make a distinction between the
loss of right and left hand, but usually all policies
agree on indemnities. The principal sum is paid for
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loss of life, both hands, both feet, a hand and a foot,
or a hand or foot and an eye; one-half the principal
sum is given for either one hand, foot or eye. Then
there are lesser indemnities for the loss of thumb,
finger, toe, speech, hearing, etc.

Any of these losses must occur within ninety days
from the date of the accident, unless there is continu-
ous and total disability as a result of the injuries.
If, during the period of total disability of not more
than four years any of the above losses ocecur, directly
as a result of the injuries, the specific benefit will be
paid in addition to the weekly benefit.

19. Weekly indemnity—The policy states the
weekly disability benefit which the company agrees to
pay. There are two classes of disability, total and
partial. Total disability exists when the condition
prevents the insured from attending to, performing or
transacting any and every kind of duty pertaining to
Ais occupation.  The disability must immediately fol-
low the injury and be continuous. Exception is made
‘n infection cases where a few days usually elapse be-
‘ore the disability begins. The indemnity is paid as
long as total disability continues. (Many policies
limit benefits to four years.)

Partial disability exists when the condition pre-
vents the insured from performing one or more im-
portant daily duties pertaining to his occupation. Tt
may follow the injury directly or a condition of total
disability. One-half of the amount payable for total
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disability is given and the benefit is usually limited to
twenty-six weeks.

20. Optional indemnity.—The insured is allowed to
take an immediate settlement for his injury rather
than await the end of his disability. The amount
payable is found by taking the average length of dis-
ability resulting from the specific injury. Such
preference must be stated within ten days (in some
cases twenty days) from the date of injury in order to
avoid adverse selection against the company. :

21. Double indemnity.—If the injury is sustained
in one of certain specified ways, all allowances are
doubled. Most policies contain similar limitations:

If such injuries, causing any of the losses are sus-
tained (a) while a passenger in or on a public conveyance
provided by a common carrier for passenger service (in-
cluding the platform, steps or running board of railway or
street railway cars): (b) while a passenger in a passenger
elevator (excluding elevators in mines) ; or are caused (¢) by
the burning of a building while the insured is therein; (d)

by the collapse of the outer walls of a building, while the ’

insured is therein; (e) by a stroke of lightning; (f) by a
cyclone or tornado; (g) by the explosion of a steam boiler;
the company will pay double the amounts otherwise pay-
able .

22. Special benefits—Policies now provide indem-
nities for surgical operations, should the injury neces-
sitate such, in addition to other indemnities. In lieu
of the claim for an operation fee, the insured may be

reimbursed for the expense of hospital treatment in
XVIII—12 ;
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a sum not exceeding one-half of the total weekly in-
demnity over a period not exceeding fifteen weeks.
(Some policies limit the period to ten weeks.) If the
injury is such as to prevent indemnity under the pol-
icy, but services of a surgical nature are required, the
company agrees to pay the cost of such treatment in
an amount not exceeding one week’s total disability.

28. Accumulations.—In order to lend a perma-
nency to the business, many companies have estab-
lished cumulative insurance. In all policies where
this feature is included it applies to the principal sum,
and in some it extends to the weekly indemnities.
These sums are increased annually from five to ten per
cent for five years. If a policy has been in force five
years, the principal sum under the ten per cent accum-
ulation would be increased from $5,000 to $7,500 and
the weekly benefit from $25 to $37.50. The clause
has been of great benefit to the policy-holder.

24. Identification clause—If a policy-holder is
suddenly stricken and is unable to reach relatives or
friends, the company agrees, upon receipt of the num-
ber of his policy, to communicate with relatives or
friends respecting him, and to defray all expenses
nzacessary to put the insured in their care, to an
amount not exceeding one hundred dollars.

25. Provisions of the health policy.—The contents
of the health policy generally used are similar to those
of the accident policy. There are indemnities for
total and partial disability; for permanent disability
as a result of loss of sight, use of arms or feet; for
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hospital charges not in excess of 50 per cent of the
weekly indemnity; surgical benefits according to a-
schedule appearing in the policy and double indemni-
ties under certain conditions.

New benefits are being constantly added in an ef-
fort to make a policy more attractive than a com-
petitor’s. .

96, Settlement of claims~—Accident and health
premiums are based upon the sum needed to meet the
claims which may be expected to arise, plus the cost
of securing the business and handling it and a margin
of profit for the investors. First of all, then, in order
to be financially successful, a company must have care
in selecting responsible risks, but hardly less in im-
portance is the equitable, fair and liberal settlement
of just claims and firm resistance of all fraudulent
claims. Manifestly, certain conditions must be ful-
filled before claims are recognized. :

Notification of an accident within a period varying,
according to the state in which the policy is-issued,
from thirty to sixty days from the date of the acci-.
dent must be sent to the company or an authorized
agent. Notice of illness usually must be given within
ten days. If the notice is not sent within the required
period, the burden is upon the insured or beneficiary
to prove that it was not reasonably possible to give
notice within that time. : ,

Proofs of loss, upon forms furnished by the com-
pany, must be sent within ninety days after the date
of loss or termination of disability. These include a




162  INSURANCE

“Claimant’s Affidavit,” “Attending Physician’s Cer-
tificate,” and in certain cases a “Certificate of Em-
ployer.” y

The claimant must submit to medical examination
when and as often as the company so demands or; in
the case of claim for accidental death, an autopsy may
be held in order to determine whether the death has
been due solely to bodily injuries received thru acci-
dental means. ‘

The company must be satisfied, before settling a
claim, that the policy was in force at the time of loss;
that the premium had actually been paid, that the loss
does not fall within exceptions made in the policy;
that the time for which indemnity is claimed is reason-
able in view of the evidence submitted, and that no
case of over-insurance exists thru the presence of
other policies covering the same loss.

27. Future of health insurance.—The premium in-
come from health insurance—Iless than ten million
dollars annually—when compared with the forty-four
millions from accident insurance, shows that it has not
been taken up very largely by the community. - But
for the past few years there has been a determined
effort, owing largely to the success of workmen’s com-
Pensation, to place health insurance in much the same
class; that is, to make it compulsory so far as that may
be possible under the state and federal constitutions.

Those who favor compulsory health insurance take
the ground that it is incumbent upon the State to
safeguard the health of its people since the people
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themselves have not taken advantage of the oppor-
tunities for self-protection. They also lay a similar
duty upon the employer, claiming that the average
wage system has not permitted individuals to pur-
chase such protection, and that compensation given
for industrial accidents should be extended to cover
disability growing out of occupational diseases. The
committee on social insurance which has for years
labored on the preparation of a health insurance act
has not ignored the fact that all responsibility for the
preservation of one’s health should not be taken from
the individual. - In the tentative draft of such an act
which is now before the public for criticism and dis-
cussion, the committee has divided the responsibil-
ity, thru the payment of premiums, into three, leaving
two-fifths to the State, two-fifths to the employer and
one-fifth to the employe. No plan satis{actory to all
concerned has yet been evolved. ‘
Much opposition-has been shown to the effort to
make health insurance compulsory. First of all, it is
said that the idea is contrary to American principles.
It is looked upon as retrogressive. It would take
away at least four-fifths of the responsibility for per-
sonal progressiveness. . It might even put a premium
upon sickness. It would tend to form classes in the
social scale in America and it would be with difficulty
that an individual could move from one class to an-
other. 'Those who oppose compulsory health insur-
ance say that it would be folly to attempt to restriet
this national characteristic. They contend that the




American wage-earner is not seeking relief of this
sort.

The experience of Germany can not be cited as an
indication of the success of such insurance in this
country. ~German political and economic conditions,
the highly developed administrative powers, and the
utter dependence of the people upon governmental
authority have made compulsory health insurance al-
most a necessity there, but such conditions are not
desirable here nor would a similar scheme of insurance
be workable here in practice.

Furthermore, such a system does not prevent sick-
ness,  If it does not tend to spread sickness and cause
malingering, it will do nothing more than mitigate
results. It does not get at the causes and conditions
which superinduce sickness, and undermine them.

The solution probably lies somewhere between the
system of voluntary and compulsory insurance. The
existing agencies, in an isolated effort, have been very
useful and have gone far in decreasing suffering
and poverty. A properly supervised state control
of existing insurance organizations, under a well-
thought-out system of coordination between the vol-
untary associations and companies and the public
health authorities, will eliminate the evils of sickness,
poverty, invalidity and old age.
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REVIEW

Give a general idea of the frequency of accidents and sick-
ness. ,
Why is it necessary to define precisely the terms accident and‘

sickness?
‘What has been the history of these two forms of insurance in
the United States? How are they related?

Are there any limitations upon amounts of health and accident -

policies? Why? How are the usual limits fixed?
What are the usual conditions of an accident insurance pollcy P
Give the arguments for and against compulsory health insur-
ance.




CHAPTER XII
LIABILITY INSURANCE

1. Scope of liability insurance.—Take up the latest
edition of your newspaper and glance thru it, with
the idea of noting the number of accidents in which
people have been killed or injured. You will find
automobile collisions, runaway teams, falling scaf-
folds, fires, explosions and all manner of accidents,
great-and small. - Then if you will classify these acci-
dents properly, throwing aside a few cases where the
responsibility cannot be fixed upon anyone except the
unfortunate victim himself, you will have a good as-
sortment of arguments for the liability insurance
agent.

Liability insurance covers every variation of the
liability fixed by common law upon employers and
owners or lessees of property for injury done to the
persons of others, not their employes, by them per-
sonally, their property or their representatives or em-
ployes: in addition, it embraces the common law liabil-
ity imposed upon employers for injuries suffered by
their employes during the course of their employ-
ment where this method of indemnification for the re-
sults of industrial accidents has not been superseded

by workmen’s compensation.
166
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2. Liability to others and to workmen.—From the
beginning of law and legal procedure, there has been
a measure of responsibility upon an employer or prop-
erty owner for injuries done to the persons of others.
In the beginning, however, because employes were
little more than slaves and were thus virtually the
property of their masters, no particular attention was
paid to them. If they were injured or killed, it was
equivalent to so much lost time or to a certain prop-
erty loss on the part of their owner. It was different
with the public, however. Their rights were safe-
guarded from the first. Later as the status of the
employe improved, the responsibility of the employer
for his well-being during working hours assumed more
definite form and the law on the subject was amplified
by interpretation and decisions until a respectable
code was established. Today there is scarcely an ac-
cident which does not involve the question of liability.
It follows that liability insurance has a considerable
field to cover and it is apparent that its influence must
be far-reaching. : e

The reasons for this Liability and the theory upon
which it rests need not be stated here. It will suffice
to quote from a decision written by Chief Justice
Shaw of Massachusetts for the purpose of pointing
out the general principles involved. Justice Shaw
said: ‘

This rule is obviously founded on the great principle: of
social duty, that every man in the management of his own
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affairs, whether by himself or by his agents or servants,
shall so conduet them as not to injure another; and if he
does not, and another thereby sustains damage, he shall an-
swer for it. i

8. Beginnings of liability insurance.—The first pol-
icy of liability insurance in this country was issued
by the American branch of an English company in
1886. This was an employers’ liability contract. It
was not long before additional companies, both for-
eign and domestic, entered the field and the insurance
was extended to cover other phases of common law
liability. ~ Strangely enough, however, this insurance
has only recently attained a volume comparable with
the importance of the liability against which'it affords
protection. Ten years ago (1908) the small volume
of twenty-one million dollars in premiums represented
the combined writings, of the nineteen companies
‘transacting this line of insurance in the United States.
In 1917, which is the last year for which complete re-
turns are available, fifty companies transacting liabil-
ity insuranee wrote a total volume of premiums of
approximately fifty-three million dollars. This com-
parison indicates a more rapid growth than is appar-
ent from the figures involved. In 1908 there were no
‘workmen’s compensation laws in this country and the

~volume of liability premiums in that year included a
relatively large proportion of income from employ-
ers’ liability insurance. 1In 1917, on the other hand,
workmen’s compensation had replaced employers’
liability in the majority of States, and the premiums
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from this source had, therefore, shrunk to a low figure.

There are two reasons for the rapid development in
this field. The insuring public is just now awakening
to the importance of this coverage and the insurance
carriers have only comparatively recently specialized
in and extended this line of insurance.

4. Features of policies—The common law liability
is so involved in its application to. individual cases
that a complex insurance is necessary to provide cov-
erage against it. ~In fact, liability insurance is prob-
ably as intricate as any other form of insurance.

First of all, there is insurance protection for the
employer in those states where the common law doc-
trine of employers’ liability still obtains. This is
known as employers’ liability insurance. 1t is being
gradually superseded by workmen’s compensation in-
surance and nothing will be said concerning it here, as
the subject is sufficiently covered in the following
chapter on workmen’s compensation insurance.

Then there is a variety of forins of coverage to pro-
vide protection against the liability imposed upon
owners or lessees of property and employers of labor,
for injury done to the persons of others, not their
employes. These various forms of coverage come
under the general heading of public liability insur-
ance. They constitute the greatest source of revenue
from liability insurance and are important enough to
warrant a somewhat detailed description.

Public liability policies are not uniform either as
regards the different forms of coverage or the prac-
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tices of the various insurance carriers, but there are
essential points common to all. 'The insurance car-
rier, with certain limitations, steps into the place of
the assured and assumes the obligation in all its de-
tails. It engages to “indemnify the assured against
loss from the liability imposed by law . . . for dam-
ages on account of bodily injuries, including death at
any time resulting therefrom, accidentally suffered or
alleged to have been suffered . . . by any person or
persons not employed by the assured. . . .” It agrees
to make investigations of all accidents, to defend any
suit which may be brought against the assured, even
tho it may be groundless, and it undertakes to
malke such settlement in each case as it may deem ad-
visable. Finally, it assumes the expense of investi-
gating and adjusting claims, the costs of legal pro-
cedure and in certain cases it holds itself responsible
for the expense of such surgical relief as may be im-
perative immediately following an accident.

The limits of coverage are always stipulated. The
standard rates provide for a limit of $5000 on account
of injury or death to one person and a limit of $10,000
for the total claims arising out of one accident. If
higher limits are desired, they may be obtained upon
payment of an additional premium. As part of the
service which it renders, the insurance carrier demands
the right to make inspections of the operations or
premises covered by the policy. 'This is a most im-
portant consideration in some forms of public liability
insurance such as elevator insurance, where efficient
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and intelligent safety inspection is more valuable than
protection against damage suits. The assured,
among other things, engages to report all accidents
covered by the policy without delay. 'This provision
is essential inasmuch as delay in notifying the insur-
ance carrier of the occurrence of an accident may be
prejudicial, not only to its interests but to the interests
of the assured as well, for the coverage is not complete
because of the limits and it is desirable, therefore, that
prompt investigation and adjustment of all claims
should be made. 1In addition to these provisions there
are others which deal with the calculation of the pre-
mium, the cancelation of the policy and like matters,
which, tho important, need not be described in de-
tail.

5. Varieties of  liability insurance—The various
forms of public liability coverage may be roughly
classified into two groups on the basis of the degree of
liability assumed by the insurance carrier.  This will
result in placing in one group those forms which pro-
vide coverage for persons who are primarily liable
for damages and placing in the other; those forms
which are sold to persons whose interests, by reason
of their connection with an enterprise, may be af-
fected by some underlying or contingent liability.
Adopting this method of classification, we may group
the principal forms of coverage as follows:

Group 1.

Teams, public liability insurance,
Automobile public liability insurance,
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Manufacturers’ and contractors’ public liability
Insurance,

Owners’, landlords’ and tenants’ public liability
insurance,

Elevator publi¢ liability insurance,

Theatre public liability insurance,

Druggists’, Physicians’ and Hospital public lia-
bility insurance.

Group 2.

Owners’ and contractors’ protective liability in-
surance,
Landlords’ protective liability insurance.

It is impossible to describe every refinement of this
msurance. A general idea of the scope and applica-
tion of each form of coverage is all that can be at-
tempted. The fact is emphasized, however, that
every insurable interest may be made the subject of
insurance, and that failure to mention all the varia-
tions should not be taken to signify that there is'a
Limit to the flexibility of the insurance to cover the
many phases of the problem.

6. Team insurance.—The teams’ public liahility
policy covers the liability arising out of the main-
tenance, use and operation of draught animals or ve-
bicles. In addition, the loading and unloading hazard
is covered, so that the policy applies while goods are
being placed upon or taken from the assured’s trucks
or other conveyances. For the purpose of this insur-
ance, teams are classified by the nature of the trade
or business of the owner or the use to which they are
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put, and the rate or cost of insurance is quoted per
team per annum.

A subsidiary form of coverage, related to this one
is known as teams’ property damage insurance. It is
similar to teams’ public liability insurance except that,
instead of covering personal injury, it covers damage
done to the property of others. 'This insurance may
be effected only if it is purchased concurrently with a
public liability policy and the rate is a definite per-
centage of the public liability rate. ;

7. Automobile insurance—An automobile public
liability policy offers protection against the liability
arising out of the ownership, maintenance or use of
automobiles. As might be expected, this insurance
originally grew out of and was modeled after teams’
public liability insurance. Today, however, it is far
more complex and the premium income from this
source is considerably greater than that ever produced
by its predecessor.

There are four principal forms of automobile liabil-
ity insurance, each of which has peculiar characteris-
tics of its own as regards the classification and rating
of automobiles. They are

(a) Private Pleasure

(b) Commercial

(c¢) Public

1. Livery
2. Other than livery 7

(d) Manufacturers’ and Dealers’ (including sales

agency, garage and station risks).
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In the case of private pleasure automobiles, the
unit of exposure is a single car insured for one year,
and rates are quoted per car per annum. Automo-
biles are first classified by type and motive power.
The gasoline and steam propelled automobiles are
thrown into one class, the electrically driven automo-
biles into a second and motorcycles into a third. Un-
til recently the insurable horse power was taken as
the basis for the further classification of gasoline and
steam driven automobiles. This was obtained by
using a standard horse power rating formula in which
the bore of the cylinder and the number of cylinders
were Important elements. Under the plan the rate
mmereased with increasing horse power, so that a high
powered car took a higher rate than one which de-
veloped a lower horse power. For various reasons in-
surable horse power was not an adequate basis for
premium calculation and it therefore was set aside.
Under the revised plan, cars of the private pleasure
type, propelled by gasoline or steam, are subjected to
a two-way classification for rating purposes. The
manufacturers’ list price is the primary basis of classi-
iication instead of insurable horse power. In addi-
tion, a second classification is provided according to
the use of the car and the character of the driver.
The classifications in detail follow:

LIST PRICE
Group : Range of List Price
) $  0to1199
1L 1200 to: 2499
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Group : o - Range of List Price '
oL ’ 2500 to 3499
IV. USE AND DRIVER 8500 and over
Grou ; Description :
I Car of private pleasure type used for

private pleasure purposes exclusively and
driven by no one except the owner.

IL. Car of private pleasure type used for
‘ private pleasure purposes exclusively and
driven not only by the owner but also by

members of the family or an employe.

III. Car of private pleasure type used in-
cidentally for business or professional
purposes. - No qualification as to driver:
car may be operated by owner; members
of the family or an employe.

The rates increase with increasing list price. In ad-
dition, cars of a given list price are classified according
to use and driver. The lowest rates apply to cars
used exclusively for private pleasure purposes and
driven by no one except the owner. ~The highest rates
apply to cars which are used incidentally for business
or professional purposes and in this case there are no
restrictions upon driving. Electrically driven auto-
mobiles and motoreycles are rated in separate classifi-
cations, there being but a single rate for each classifica-
tion.

Commercial automobiles are classified and rated in
the same manner as teams; that is, according to the
nature of the trade or business of the owner or the use
to which they are put. Dependent upon the classifi-

cation, the rate is quoted per machine per annum.
XVIII—13
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~ Hlere again there is some dissatisfaction with therpréé
mium basis, for at the present time all of the automo-

biles of a certain description are similarly rated, irre-
spective of carrying capacity or speed of operation.
This phase of the problem is likewise receiving con-
sideration and a study is being made to ascertain
whether other practicable premium bases exist.

Public automobiles are classified according to type

and use, into two groups—“livery” and “other than
livery.” Livery automobiles are then further classi-
fied by motive power into two groups—gasoline or
steam propelled and electrically driven automobiles,
and every automobile of each class, irrespective of
horse power or other method of differentiation is rated
the same. Public automobiles other than livery are
classified by carrying capacity and use into five
groups. Thus, all taxicabs are thrown together for
rating and all public automobiles designed to carry
more than twenty passengers are similarly treated.
The unit of exposure again is a single car insured for
one year, and the rate is quoted per car per annum.
Manufacturers’ and dealers’ automobile risks are
first classified into two divisions—manufacturers’ and
dealers’ risks and sales agency, garage or station risks.
Manufacturers’ and dealers’ risks are rated in two
ways, either of which may be applied to an individual
risk. The number of chauffeurs operating cars for
testing and demonstrating purposes, each of whom
nust be specifically named in the policy, or the num-

~ ber of cars actually operated, each of which must be
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specified by number, may be used as the basis of pre-
mium computation. The rate is quoted per named
chauffeur or specified car per annum. In the case-
of sales agency, garage or station risks, the premium
basis is the pay-roll of all employes and the rate is
quoted per $100 of pay-roll exposure per annum.

It is worth while in passing to point out that, as in
the case of teams’ public liability insurance, there is
an incidental automobile insurance covering damage
done to the property of others. Separate rates are
provided for this insurance, and it may be purchased
with or without concurrent public liability coverage.

8. Manufacturers’ and contractors’ insurance.—
This form of public liability insurance is issued for
 the protection of manufacturers of every description,
general contractors, building contractors, telegraph
and telephone companies, electric light and power
companies, mining companies and others who con-
duct operations not confined to manufacturing prem-
ises. In general the unit of exposure is $100 of pay-
roll expenditure and rates are quoted per $100 of
pay-roll per annum. Thus, when a public liability
policy is written concurrently with a workmen’s com-
pensation or employers’ liability policy, as is usually
the custom, a single basis is used for the computation
of both premiums and the transaction is thus simpli-
fied to some extent. There are other premium bases,
however, which are used whenever for any reason the
pay-roll expenditure is impracticable. Thus, rates
are quoted per machine in the case of the installation,
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- operation and maintenance of slot and vending ma-
chines and per day in the case of hod hoist mstalla-
tion, operation and removal. ;
This coverage does not include protection agamst‘
the liability arising out of the use, maintenance or
opelatxon of teams or automobiles. If such protec-
tion is desired, separate policies must be purehased
9. Owners’, landlords’ and tenants’ insurance.—
The owners’, landlords’ and tenants’ public liability
policy may be purchased by an owner, landlord or
tenant (not a manufacturer), for the purpose of pro-
viding protection against the liability for accidents
occurring to persons ‘“‘while within or upon the prem-
ises” under his control “or upon the sidewalks or other
ways immediately adjacent thereto, from any cause
whatsoever, including the making of such ordinary
zlterations and repairs as are necessary to the care of
the premises and their contents and the maintenance
of such premises and contents in good condition.”
"The premium is calculated on what is known as the
“area and frontage” basis; that is to say, the rates are
hased upon each lineal foot of street frontage and each
one hundred square feet of area in the building or
premises named in the policy. There are exceptions
o this rule in a few cases where for one reason or
another, the area and frontage basis does not produce
proper results. Thus, in the case of dance halls,
rates are quoted per $100 of admission receipts. =
In connection with this form of coverage, it is a
- universal rule that elevators, if there are any, must
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be either specifically rated in accordance Wlth the‘
manual rules or else excluded from the policy.

'10. Elevator insurance—As the name unphes, ele- '
vator public liability insurance is designed to cover
the liability for injuries sustained by reason of the
operation, maintenance or use of elevators. The
policy covers not only the car but also the hmstwayg
and equipment and it applies to ordinary repairs as
well as to the actual operation of the elevators. For
the purpose of premium computation, elevators are
classified according to type, the character of the build-
ing in which they are housed and ‘the use to which
they are put. The unit of exposure is one elevator
insured for one year and rates are quoted per elevator
__per annum, :

" 11. Theatre insurance—The theatre public Liability
policy is issued to owners or lessees of theatres or mo-
tion picture halls. It offers protection against the
liability for “accidents sustained by persons while
within the theatre or hall (including rooms or other
spaces appurtenant thereto and connected therewith
by interior openings) and upon approaches, exits or
sidewalks, by reason of the use, occupancy or main-
tenance thereof. . . .” The premium basis is the
seating capacity of the house. 'The unit is one seat
and rates are quoted per seat per annum. ‘

12. Drugygists’, physicians’ and hospital insurance.

~—1In general these forms of insurance may be said to

* cover the liability which arises out of malpractice com-
mitted in the treatment of patients, or mistakes made
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in compounding prescﬁptions or selling drugs or med-

icines. In the case of the druggists’ policy, the mis- '

take of any employe whether “in preparing, com-
pounding, dispensing, selling or delivering . . . any
of the drugs, medicines or merchandise customarily
kept for sale in drug stores” is covered. It is usual to
‘provide, however, that the carrier will not hold itself
responsible for injury or death caused by an employe
employed in violation of law or by failure to comply
with a local statute or ordinance. In other words,
every effort is made to restrict the application of the
policy to unintentional errors or mistakes. In the
case of physicians, surgeons, dentists or registered
-nurses, malpractice is covered, except that no respon-
sibility is assumed for the actions of persons under the
influence of intoxicants or narcotics, or while they are
eagaged in the performance of an unlawful act. The
provisions of the hospital liability policy are similar.

The calculation of premiums for these forms of in-
surance is complicated. In druggists’ insurance,
there is a charge per store in addition to which there is
a charge per clerk which varies, the highest being
assigned to registered prescription clerks and the low-
est to soda dispensers and employes of similar charac--
ter. The premium basis for physicians’ and sur-
geons’ policies is the number of persons covered by
the policy. There is a charge for the physician or sur-
geon and an additional charge for each assistant.
The premium for hospital policies is based upon the
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number of beds in the hospital and also upon the num-
ber of attending physicians or surgeons.

This completes a description of the pohcy forms i in
Group 1.

The policies clasmﬁed under Group 2 are issued to
persons who are not directly liable for injuries to the
public, but who nevertheless, by reason of their con-
nection with an enterprise, are contingently liable.

18. Qwners’ and contractors’ protective insurance.
—Owners’ and contractors’ protective policies are is-
sued to owners of buildings in the course of construc-
tion, or to principal contractors. Here there is a
measure of responsibility, even tho the actual work
may be performed by a contractor or sub-contractor
who is primarily liable for injuries inflicted by his
employes upon the persons of the public. The exist-
ence of this underlying and contingent liability has
made necessary the establishment of this particular
form of coverage. In this case the premium basis is
“the total cost of all work let or sub-let, including all
labor, material and equipment used or delivered for
use in the execution of such work, whether furnished
by the owner, the contractor or the sub-contractor,
also all allowances, bonuses or commissions made, paid
or due.” The unit of exposure is $100 of cost and
rates are, therefore, quoted in these terms.

14. Landlords’ protective insurance.—Landlords’
protective policies are issued to owners or general les-
sees of buildings, who have leased the entire premises
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to others and retain no control over them. In this
‘case there is also an underlying and contingent liabil-
ity for injuries sustained by the public, and this form
of insurance is designed to offer protection against it.
Landlords’ protective coverage is closely allied to
owners’, landlords’ and tenants’ insurance, the rates
being obtained from those cmrespondmw by the use
of a percentage differential.

In conclusion, a word should be added concermng
the rates for these various forms of insurance.
Tnough has been said to indicate the complexity of
the rate making problem. The many variations of
Lazard and the different methods of classification cre-
ate a number of difficult problems. Until compara-
tively recently no effort was made to standardize this
insurance. Today steps are being taken with this end
in view, and as a result, progress is being made in the
direction of uniformity of underwriting procedure
and a more scientific development of the rating prob-
lem. :

Tt should not be taken for granted that public liabil-
ity rates are the same thruout the United States.
"They differ considerably in certain forms of coverage
dependent upon the degree of hazard involved. The
exposure is one which involves the public and for the
most part it varies with population density. Thus,
in the case of teams’ insurance, there are three sets
of rates for the state of Pennsylvania, one set for Phil-
adelphia, which represents the greatest traffic hazard
because of population, another for Pittsburg, which
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represents a second degree of hazard, and still an-
other for the remainder of Pennsylvania, which may
be considered to represent a third degree of hazard.
This is only one example of the variation in rates.
Another cause for so-called differential rates is found
in variations in the legal and moral hazards in differ-
ent sections of the country The statutes covering lia-
bility for personal injuries do not differ widely from
state to state, altho there are some states where
the law on the subject is more severe than others, and
in these cases, this fact is recognized by an increased
rate. 'The principal variation, however, arises out of
the administration and interpretation of the law. In
some communities juries are less strict in their inter-
pretation of the law than in others. Then again,
wherever certain elements predominate in the popula-
tion, claimants are especially prone to exaggerate per-
sonal injuries and it is extremely difficult to control
the administration and ad justment of claims.” In this
case, also, the effect of these conditions is reflected in
the rates and an effort is made to assess the individual
district, city, or state for its proper share of the cost
of insurance.

REVIEW

In what does habthtv insurance take its origin?
~ How prevalent is this form of insurance in the United States’
What are the usual features of liability policies?
‘Enumerate the different varieties of llabxhty peolicy and dls-
cuss the chief characteristics of each. ,




CHAPTER XIII

WORKMEN’S COMPENSATION INSURANCE—
" GENERAL FEATURES

1. The insurance risk.—A policy of insurance al-
ways covers a contingent loss on the part of the policy
holder. Discover the nature of this loss and the essen-
tial characteristics of the insurance will disclose them-
selves. If workmen’s compensation insurance is sub-
jected to this analysis, it will be found to rest upon the
fact that there are laws in existence in certain states
which provide for the payment of definite compensa-
tion to employes who are injured in the pursuit of
their duties. To appreciate the function of work-
men’s compensation insurance, therefore, it is first
necessary to understand the principle of workmen’s
compensation and its application.

2. Accident indemnity under employes’ liability.—
Prior to the introduction of workmen’s compensation;
the only measure of responsibility imposed by law
upon an employer for injuries sustained by his em-
ployes in the course of their employment was em-
bodied in a code known as the employers’ liability doc-
irine. Under this system an employer was liable for
damages to an injured employe only when it could be

proved that the accident was the direct result of negli-
184
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gence on his part or on the part of his personal repre-
sentative. 1In practice the position of an employer in
resisting an action to recover damages was strength-
ened by three common law defenses, which were in-

troduced not as the result of legislation but by judicial -

interpretation. :

When an employer was sued at common law and
the charge of negligence was brought against him,
he might disclaim all responsibility and be relieved of
liability, provided he could prove: (1) That the em-~
ploye himself was negligent, that is, that by some ac-
tion or wrong doing, no matter how trivial, he contrib-
uted to the cause of the accident, the defense of con-
tributory negligence; (2) That a fellow-employe was
responsible for the occurrence of the accident, the fel-
low-servant defense; or, (8) That no person could be
held responsible for the accident: that the accident
was one which might be termed a pure accident aris-
ing out of the normal and inherent hazards of the
industry, of which the employe was aware and which
he accepted upon entering the employment, the as-
sumption of risk defense.

The net result of this situation was most unsatis-
factory. With the complication of industry and the
consequent widening of the breach of personal con-
tact between employer and employe, the employers’
liability doctrine was carried to its logical conclusion
and its weakness as a method of ad Jjusting claims for
damages was forcefully disclosed.

3. Difficulties in enforcing liability—It became al-
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most impossible for an injured employe to secure in-
demnity for an injury except in cases where the negli-
gence of the employer was glaring and thus clearly
demonstrable. The fact that damages could only be
collected by legal action created antagonism between
ernployer and employe. It made adjustments in-
efficient and wasteful and entailed expensive lawyers’
and court fees. It gave rise to ambulance chasing
with its gruesome practices. Instead of giving an
employe speedy relief and thus preventing suffering
and destitution, the system was slow in operation and
cases were adjusted only after great delay. Thus,
where legal proceedings were resorted to, the final
outcome was not ascertained for years. In one state
where an investigation was made, it was found that the
average time required to effect such settlements was
about five years. This in turn led to the practice of
lump sum settlements, the employe in many cases pre-
ferring to accept a sum certain, no matter how inade-
quate, in lieu of a possible uncertain adjustment in
the courts. It also resulted in the establishment of
the contingent fee practice, whereby an injured em-
ploye without funds turned his case over to an attor-
ney, upon condition that 50 per cent or so of the final
settlement was to be retained as payment for legal
expenses. : : :

4. Growth of compensation legislation.—The first
country to adopt workmen’s compensation was the
Gierman Empire in 1884. 'To be sure there may be
something in the argument that Bismarck was forced
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to sponsor legislation of this sort to quiet the socialis-
tic tendencies of the laboring classes. Nevertheless,
the fact that workmen’s compensation is immensely
_ superior to employers’ liability is demonstrated by the
rapidity with which the principle was accepted else-
where. 'The remaining Furopean countries followed
Germany’s example in rapid succession, the principle
being accepted even by autocratic Russia in 1903.

The first American state to adopt a workmen’s
compensation law was New York in 1910. The law
was declared unconstitutional and was never applied,
but nevertheless it established the principle in this
country and the lessons which its overthrow brought
to light were valuable in avoiding a similar fate for ;
legislation in other states.

Today the maJ or lty of the states have laws on the
subject and it is easier to enumerate those which still
operate under the antiquated employers’ liability sys-
tem than it is to list those which have enacted some
form of workmen’s compensation legislation..

The so-called employers’ liability states are:

Arkansas Mississippi
Florida : - Missouri *
Georgia North Carohna

South Carolina

'This list is gradually becoming smaller with each
year of legislative activity and it may safely be pre-

dicted that the principle of workmen’s compensation

will completely replace the doctrine of employers ha-
1 Now being subjected to a state reférendum. :
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bility in this country within the next five or ten years.
5. Advantages of workmen’s compensation.—1It is
obvious that inasmuch as workmen’s compensation is
- a remedy, it should largely eliminate the evils inherent
in. the employers’ liability system. This it has accom-
plished to a considerable extent. Under workmen’s
compensation, the question of responsibility for an
accident has little or no bearing upon the compensa-
tion of an injured employe. The common law de-
fenses of assumption of risk and fellow-servant have
been abrogated and the contributory negligence de-
fense greatly modified. The indemnity for injury is
no longer left to court judgment. Specific compen-
sation is provided, which is intended to measure the
degree to which the different types of injury result in
loss of earning capacity and deprivation of income.

The payment of compensation is certain and there is
no long delay in delivering it to the injured employe
or his dependents. The cumbersome legal procedure
has been eliminated. - For the most part cases of con-
troversy are taken from the courts and their adjust-
ment is intrusted to arbitration boards or commissions
which administer the compensation laws. These ad-
ministrative bodies have adopted a greatly simplified
procedure of an informal character and have to a large
extent eliminated the lawyer as a factor in settling
claims.  Their work may be characterized as a con-
scientious endeavor by an impartial body to get at
the facts and to conserve the interests of both em-
ployer and employe in adjusting differences of opin-
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ion. Thus, the time necessary for the final adjust-
ment of controversies has been reduced to a minimum.
In all jurisdictions the average is well under a year.

This revolutionary development in the method of
providing indemnity for work accidents rests upon the
theory that industry and society are responsible for
the cost of accidents; that as a matter of fact pay-
ments of compensation are legitimate charges against

 the cost of production and should be thus made. The

employer is assumed to be primarily responsible for
the reason that he is conducting an enterprise which
has accident-producing possibilities. He does not,
nor is he obliged to, bear the cost of compensation
alone. He passes it along to the ultimate consumer
by including it in the price of his product. The em-
ploye also takes part of the burden. He is required
to bear a percentage of the wage loss. In addition,
he, and those dependent upon him, must bear the en-
tire burden of suffering and mental anguish, which the
work accident creates. | :

6. Stimulus to Safety First movement.—One re-
sult of this new theory concerning the responsibility
for accidents has been the inauguration of the “Saf ety
First” movement. Accidents from certain causes
occur more frequently than they should. With the
introduction of workmen’s compensation these acei-
dents were forcefully brought to the attention of em-
ployers and the public, and a demand was made for

the elimination of the waste and the inefficiency from k
this source. A preventable accident was, and still is,




looked upon as unnecessary and in the nature of a
crime. Accident prevention is becoming progres-
sively important and thus the principle expressed by
the saying “‘an ounce of prevention is worth a pound
 of cure” is being rigorously practiced. %
- 7. General features of compensation legislation.—
1t is impossible to go deeply into the details of work-
men’s compensation legislation, for the reason that
there are as many different laws as there are compen-
sation states. A thoro knowledge of any individual
law ean be gained only by careful study. Certain
general principles may be mentioned, however, for the
purpose of pointing out important features which
should be given careful attention by an employer who
desires to become familiar with his obligations under
any law of this character. .
1. All laws are not compulsory. Where the law
is elective, it is usually provided that in case an em-
ployer fails to accept, his common Jaw defenses are
removed. He is thus left defenseless under the em-
ployers’ liability code. : '
9. Workmen’s compensation laws are not universal
in application. The usual exceptions are farm, do-
raestie and casual laborers. In some cases the act
covers only specific industries of a hazardous char-
acter or is limited in application to establishments
of a certain size. It is possible also that the act may
apply to accidents sustained outside the state pro-
vided the contract of employment is made within the
state. ‘ , s
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3. There are always provisions limiting the char-
acter of injuries which will be subject to compensa-
tion. Compensation never applies to accidents sus-
tained outside the course of employment. Thus acci-
dents occurring while employes are on the way to or
from work are never covered. It isusual also to pro-
vide that wilful misconduct or intoxication shall bar
an employe from his right to claim compensation.
Where the term “injury’ is used without the qualifica-

tion that it must be the result of accident, certain occu-
pational diseases have been included by interpreta-

tion.

4. The benefit schedule is perhaps the most impor-
tant feature. Accidents are classified, according to
‘the severity of the injury, into temporary partial,
temporary total, permanent partial, permanent total
and fatal cases. Specific compensation is provided
for each type and provision is made also for medical,
surgical and hospital treatment. A waiting period,
that is to say, a period of time immediately following
the occurrence of the accident, during which no com-
pensation is paid, is established. This varies from one
to two weeks, although in certain jurisdictions if the
disability is of sufficiently long duration, compensa-
tion is paid retroactively to the date of accident.
Compensation is payable weekly or monthly, and as a
usual rule, the payment is a specified percentage of
the employe’s average weekly earnings, there being
rules for the computation of the compensation basis.

Limits are imposed with regard to the amount of
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weekly or monthly payments, the period over which
payments may extend and the total compensatian
which may be received on account of injury.

5. A definite procedure is outlined for the adj Just—
ment of controversies. ,

6. Reference may be made to the manner in thch
insurance against the compensation obligation may be
eifected. :

7. In some cases provision is made for the super-
vision and regulation of insurance carriers. Policy
forms are required to be filed and approved; rates
- must be adequate, reasonable and non-discriminatory.

8. Reports of all accidents are required to be filed
with the administrative body.

9. In some cases, the liability of principals and con-
tractors is clearly defined. :

10. There may be important plowsxons regarding
accident prevention.

8. The workmen’s compensation insurance comn-
tract—From the description of workmen’s compensa-
tion laws, general as it is, the coverage offered by a
policy of insurance must be evident. By the terms of
its contract, the insurance carrier steps into the place
of the employer and engages to fulfil his obligations
under the compensation law. It agrees to pay such
compensation as the employes of the assured may be
ertitled to receive. It represents him before the
aclministrative body and in the courts in adjusting
contested claims. It undertakes to advise him con-
cerning the most economical and efficient methods of
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accident prevention. In certain cases it goes beyond
the workmen’s compensation law and covers the un-
derlying common law liability which may result in
claims for damages. 'Thus, in the case of marine risks
litigation in the Admiralty Courts may be taken care
of as well as claims under the workmen’s compensa-
tion act.

The important considerations in connection with the
insurance transaction are the method of payment of
the premium (the cost of insurance) by the assured
and the return which he receives in the way of cover-
age, service and guarantee of the solvency of the car-
rier. It is next in order, therefore, to examine the
various methods of insurance available and the char-
acter of the carriers engaged in the business.

9. Forms of insurance carriers—The following

forms of insurance carriers are found in workmen S
compensation insurance:

Stock Companies
Mutual Companies
State Funds

. Reciprocal Exchanges

w0

To these may be added a fifth, which in reality is
not a form of insurance at all, namely, self-insurance.
Self-insurance may be disposed of with brief men-
tion. It is really non-insurance, the employer him-
self assuming the burden of his obligation under the
compensation law, or, in technical parlance, carry-
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ing his own risk. Obviously, it is unsafe to permit
this practice indiscriminately and without supervision
because of the disastrous effects which might result
from the insolvency of an employer. The practice
is prohibited entirely in some states and is allowed
in others only after careful investigation by the ad-
ministrative body. In these cases, an employer must
convinee the administrative body of his ability to carry
his own risk; he must file a bond, make a deposit or
otherwise guarantee his obligations. Self-insurance
has advantages if the operations of the employer are
o extensive that they furnish a basis of averages in
themselves. - Even in such cases, however, it is ques-
tionable whether self-insurance is desirable.

Criticisms which have been made may be sum-
marized briefly as follows: = The employer may beled
to discriminate against employes who are partially dis-
abled or who have dependents. In the administra-
tion of claim settlements, the employer may offer re-
duced compensation, which employes will accept for
fear of losing employment. In case of permanent
disability, an employer by carefully placing an em-
ploye in certain occupations and later discharging him
may escape the full payment of compensation. In
general, the arrangement tends to establish the same
spirit of antagonism and distrust that existed under
employers’ liability conditions.

The relative importance of the different forms of
insurance carriers will be evident from the following
exhibit, which represents the approximate amount of
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premium income derived from workmen’s compensa-
tion insurance by each form of carrier during the cal-
endar year 1917: :

Form or Insurance CARRIER Premiom Income
Stock Companies $66,600,000
Mutual Companies 12,600,000
State Fuands 17,000,000
Reciprocal Exchanges, 8,600,600

A common point of distinction between the differ-
ent types of insurance carriers is the method of pre-
mium payment. Stock companies, with one or two
unimportant exceptions, issue so-called non-partici-
pating policies. 'The price of stock insurance per unit
of exposure is definitely fixed before the policy is is-
sued, and no further adjustment is contemplated.
The remaining carriers, however, issue participating
policies and do not as a usual rule guarantee that the
original quotation will represent the ultimate cost of
the insurance. = In such cases it is customary to con-
sider the original rate of premxum as approxxmate and
to provide for a return in case too much is collected
to cover losses, reserves and expenses, or for an add;e
tional premium in the event that the original rate
proves to be inadequate.

It is understood, of course, that in either case the
original premium is subject to adjustment if the num-
ber of units of exposure estimated beforehand is in
excess of or less than that actually experienced.
Thus, the rate of premium in workmen’s compensa-
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tion insurance is quoted per $100 of pay-roll exposure
per annum. An estimate of the pay-roll is given when
the policy is issued and provision is made for an ad-
Jjustment when the actual payroll for the year has been
ascertained. The distinction between participating
and non-participating insurance is that the rate itself
is subject to ad justment at the expiration of the policy
term in the former and not subject to adjustment in
the latter case.

Other peculiarities of the different types of insur-
ance will be disclosed upon examination.

10. Stock companies.—The stock company organ-
ization is analogous to similar organizations in other -
lines of business. The stock is privately owned by the
stockholders and the financial status of the carrier
depends upon the capital and such surplus as may be
accumulated. The control of affairs is in the hands of
a board of directors chosen by the stockholders. Tt
is not at all essential that the directors be experts in
insurance matters, as the technical details are always
entrusted to the officers, who are insurance men,
trained in finance, underwriting, salesmanship, claim
adjustment, engineering and actuarial and statistical
science. The stock company is in business to sell in-
surance as a commodity, to give the best and most
efficient service, the most absolute guarantee of solv-
ency and it expects in return to retain a reasonable
margin of the premium volume as its profit. ‘

An important feature of the stock company organ-
ization is the agency force. Insurance is solicited and
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a total acquisition cost of approximately 1714 per cent
of the premium income is expended in this process.
There has been much argument concerning the valid-
ity of this expense. - On the one hand it is argued that
workmen’s compensation insurance is a social matter
and that inasmuch as it is practically compulsory,
solicitation by the agent is unnecessary. On the other
hand, it is argued that the agent is worthy of his hire
and that he performs valuable service for his commis-
sion. All forms of insurance are experimental in
workmen’s compensation and it remains to be seen
whether the agency system is undesirable or indis-
pensable.

The stock insurance company usually transacts bus-
iness in a number of states and this develops a large
volume of premiums which stabilizes its affairs and
allows the law of averages full play. Furthermore,
this form of carrier does not rely upon workmen’s
compensation insurance for its existence, premiums
from other collateral lines of casualty insurance
amounting in all cases to considerably more than those
derived from workmen’s compensation. s

The affairs of stock insurance carriers are super-
vised and regulated by insurance departments.

11. Mutual companies—The mutual company,
with two or three exceptions, conducts its operations
in one state or in a single industry. As its name im-
plies it is a cooperative arrangement for pooling the
insurance hazards of its members. It isin fact owned

by the policy-holders and the board of directors, which
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is responsible for its management, is chosen by them
and holds office at their will. The officers for the most
part are trained insurance men, and they are entrusted
with the technical details of the business. :

As in other forms of mutual insurance, no attempt
is made to derive a profit from the business. Except
for the contributions, which may be made permdlcally
to the surplus of the company, the excess of premiums
collected over the amount necessary to pay losses and
expenses, and to establish reserves for outstanding ob-
ligations, if an excess develops, is returned to the
policy-holders as dividends. :

It has been pointed out that the original premium
quotation of the mutual is tentative; if too much is
collected on this basis, dividends will be available for
distribution.  On the other hand, if an insufficient
amount to carry the insurance is collected, policy-

holders are responsible for the deficit and must share,
with certain limitations, in any assessment which may
be levied to meet the situation.

The fact that the operations of the mutuals are lim-
ited in scope to a state or an industry has both advan-
tages and disadvantages. The intimate relatlonshlp
between policy-holders which such condition creates is

satisfactory. It leads to the proper spirit of coopera-
tion. Furthermore, it permits specialization. With
a comparatively narrow field to cover, intensive
studies may be made of safety conditions, claim settle-
ments and other features which affect the insurance.
On the other hand, a limited spread of exposure and
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an adverse selection of risks may result. It is pos-
sible also that the importance of securing expert in-

surance men to manage the business may not be ap-

preciated, and finally, politics may play a part in the

conduct of the affairs of the organization. There are

usually statutes requiring definite qualifications for

mutual associations as regards the number of risks

which must be combined before the organization can
be effected, etc., and the affairs of such carriers are

carefully regulated by state insurance departments.

The declaration of dividends is a most important mat-

ter for supervision, because the obligation in work-

men’s compensation may extend over a period of

years and excessive dividend returns may thus result

in a serious impairment of reserves.

As opposed to stock insurance, the mutual carrier
seldom solicits business. Where this is done it is not
accomplished by the commission plan but by the em-
ployment of salaried representatives. - With the elim-
ination of the agency system, the mutual reduces the
expenses of management. It is questionable, how-
ever, whether this actually results in a saving to the
policy-holders, for as has been pomted out, the agency
force is capable of performing various kinds of serv-
ice, which must be valuable else it would have been
abolished long ago.

12. State funds—The state fund is in reality a
form of mutual.  The initiative for its formation,
however, rests not with independent groups of em-
ployers but with the state, which administers and
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controls its affairs. In some cases this paternal rela-
tionship is definitely expressed by the payment of the
fund’s expenses or by granting it special privileges,
vrhich are not enjoyed by carriers in general. In all
cases the management of the fund is appointed by and
is directly responsible to the state government.

State funds are of two types, competitive and mo-
ropolistic. The competitive fund, as its name im-
plies, operates in competition with other forms of in-
surance carriers. Its functions are to provide insur-
ance at cost, to serve as an insurer for such risks as
cannot secure coverage elsewhere and to act as a bal-
ance wheel in the insurance field for the purpose of
preventing excessive rates and regulating the business
generally. The monopolistic fund, on the other hand,
takes the place of all forms of insurance carriers and
is set up as the single recognized carrier for workmen’s
compensation insurance. :

State insurance in this field rests upon the theory
that workmen’s compensation insurance is a social
proposition; that it should be conducted efficiently
and with a minimum of expense. The state provides
the insurance carrier, engages to carry the insurance
at cost and in general undertakes to administer the
obligations of employers without waste and in such a
manner that the greatest part of each premium dollar
may find its way to the employe.

The initial rate is subject to adjustment, altho
in certain cases provision is made by law that no assess-
ment shall be levied upon the policy-holders. In
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these cases dividends may be returned, but there is no
possibility that the cost of insurance will be greater
than that expressed by the initial rate. Should inade-
quate premiums be collected under this arrangement,
the state legislature would probably be called upon
to meet the deficit.

One difficulty which state funds experience in com-
petition is that for the most part they are restrained
from providing coverage against anything except the
compensation obligation as defined by the workmen’s
compensation law, whereas other forms of carriers
may engage to indemnify the employer against the
incidental and underlying liability at common law,
which in certain jurisdictions may constitute a' most
important consideration.

The state fund operates as does the mutual, without
the agency system. Branch offices are maintained
and salaried home-office attachés are employed as field
representatives. In at least one case, county clerks
and other local officials act as agents, but in general
the fund relies upon mail-order methods for its busi-
ness. i

The state fund experiment has not progressed
far enough to warrant a positive statement concerning
its success or failure. It will take some time to ascer-
tain whether the rates which have been charged and
the reserves which have been established are adequate,
as the compensation obligation extends over a consid-
erable period of years and time must elapse before an
experience can be had with catastrophe and other
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losses of considerable magnitude. Furthermore, the
effect of politics, if it is to be a factor, will only de-
velop as time passes.

13. Reciprocal exchanges.—Liittle need be said con-
cerning the reciprocal or inter-insurance exchange.
A manager or attorney-in-fact is the promoter or or-
ganizer. He attempts to form a pool of risks under
his management. The arrangement is thus one in
which every policy-holder insures all of the remain-
ing policy-holders and is in turn insured by them.
An advisory board is usually formed, the attorney-in-
fact nominating certain of his subscribers for positions
and submitting the matter to a vote of the members of
the exchange. 'This is purely a formality, however,
and the constitution of the council and its powers in
directing the affairs of the exchange obviously rest
with the attorney-in-fact.

The attomey—m«fact receives a. certain percentage

~of the premium income, say 80 per cent, which he uses
to defray the expenses of the exchange and to com-
pensate himself for his services. The remaining 70
per cent of the premiums constitutes a fund for the
payment of losses.  1f this fund is more than suffi-
cient, a dividend is returned. ~If not, an assessment
limited in amount may be levied to meet the deficiency.

The attorney-in-fact is carefully relieved of all re-
sponsibility for the solvency of the exchange and his
personal financial integrity and ability as an insurance
executive are, therefore, most important factors in the
situation. It is possible to make the cost of this insur-
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ance low but the service is limited, the coverage is
likely to be incomplete and the financial uncertainty
of the arrangement is most pronounced. So great
has been the distrust of inter-insurance that the ex-
changes are barred from certain states. In others
they are admitted only under certain conditions and
with severe restrictions.

REVIEW

Describe the rights ‘of injured workmen under the principle:
of employers’ liability. i

Why is workmen’s compensation deemed a superior protectiol
to the workman? ,

What are the most general features of workmen’s compensa-
tion laws?

Name the different forms of insurance carriers, and describe
the operations of each. ,




CHAPTER XIV

 WORKMEN'S COMPENSATION INSURANCE—
‘ RATE MAKING '

1. The premium rate—The price of insurance is
usually expressed in terms of rate, that is, the cost per
unit of exposure. In workmen’s compensation insur-
ance the rate represents the price per one hundred

dollars of pay-roll expenditure. The pay-roll has

been taken as a basis because compensation payments
are computed on the wages of injured employes and
the pay-roll indicates the extent of the insured’s oper-
ations and the consequent exposure to industrial acci-
dents.

The rate is divided into two parts, one of which is
~ designed to provide for the payment of such losses as
may be incurred during the currency of the insurance

and for the establishment of reserves to cover any -

losses which may be outstanding at the termination of
the insurance; the other provides for the necessary ex-
penses of administering the insurance contract and, in

_ the case of stock insurance, for a reasonable margin

of underwriting profit.

2. What the rate covers.—To fulfil its functions the
_ rate must meet three conditions:
(1) It must be adequate, otherwise sufficient funds

~ will not be available to enable the insurance carrier
: 204
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properly to meet its obligations and its solvency will

be threatened. In case of insolvency, employer and
employe alike will suffer. The employer will find
himself in the possession of a worthless contract and

will be forced to meet claims for compensation from
his own funds. The employe runs the risk of finding
himself without redress, for it is. possible that the em-
ployer as well as the insurance carrler may be una.ble -
to meet the insurance obligation. .
(2) It must not be excessive else the burden upon .
industry will be too great.

(8) It must be equitable so that each state, each :
industry, and even each risk shall contribute to the
total premium volume in proportion to its peculiar

hazard characteristics. = The total premiums for work-
men’s compensation insurance may be considered to

form a fund from which losses and expenses are with-
drawn. A form of taxation maintains this fund and; .
it is essential that the taxation should be so designed

that it will levy assessments upon states, industries

and employers in proportion to the demands which

these units impose upon the fund.

3. State supervision and control of rates.—More
than in other forms of i insurance, it is important in
workmen’s compensation insurance, that rates should
fulfil their proper function, because of the social as-
pects of such insurance. This has been recognized in
a number of compensation states by the adoption of

special leglslatlon providing for the regulation and
control of insurance rates and practices. There is
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some form of supervision in twenty-one states which
ranges from mere prohibition upon the carriers to
combine for the purpose of fixing rates to what is
aJmost equivalent to the establishment of rates by the
state itself.  The usual practice is to fix a minimum
rate, which is designed to be adequate to carry the
burden of insurance, altho in some cases a maximum
rate is also established, thus absolutely fixing the pre-
mium for each risk.

Some regulation of rates is desirable provided it is
intelligently administered and not influenced by polit-
ical considerations. Where there is no state action,
the carriers themselves have voluntarily combined for
the purpose of pooling their experience and thus de-
termining smentlﬁc rates upon the best basxs obtain-
able. :

4. Rate making orgamizations—FExcept where
there are monopolistic state funds, it is customary to
have some form of cooperation between insurance car-
riers. In certain cases this is accomplished by a vol-
untary arrangement among the carriers themselves.
Tn others, the state sets up the rating organization and
membership is practically compulsory.

The original organization for rate making and rate
administration and control was founded in 1910
by stock companies under the name of the Workmen’s
Compensation Service -and Information Bureau.
This Bureau has grown considerably in importance.
‘At the present time it is known as the National Work-
men’s Compensation Service Bureau. The functions
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of the Bureau are to collect statistics and mforma-

tion with reference to workmen’s compensation and

other forms of casualty insurance, to establish rates,
to issue manuals, to regulate and standardize inter-
company practices and to serve in general as a clearing
house for knowledge on the subjects of casualty rates,
casualty statistics and casualty underwriting proced-
ure. -
This Bureau originally made rates for workmen’s
compensation insurance, which, because they were the
only rates based upon dependable statistical data,
served as the basis for rates for all forms of insurance.
This continued to be true until 1914, when the first
independent state rating bureau known as the Com-
pensation Inspection and Rating Board was estab-
lished in New York. Tt is a voluntary organization
but embraces all the insurance carriers of the state,
which, of course, makes its membership broader than
that of the National Workmen’s Compensation Serv-
jce Bureau, which at the present time is limited to
stock companies. Tt was formed for the purpose of
standardizing workmen’s compensation rates and their
administration in the state of New York, and it acts in
an advisory capacity to the New York insurance de-
partment. ol
Since 1914, as other states have taken over a more
or less complete supervision of workmen’s compensa-
tion insurance, additional local bureaus have been
formed. Today there are such organizations in New

York, Wisconsin, California, New Jersey, Delaware
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and Pennsylvania. The National Workmen’s Com-
pensation Service Bureau also operates branch bu-

_ reaus in a number of states for the benefit of its mem-

bers, and in certain cases these local bureaus have been
recognized by the state authorities, and mutuals and
inter-insurance exchanges have been admitted as
members in the local jurisdiction only.
The decentralization of the rate making function
- would have upset matters considerably had it not been
possible to organize and maintain a nation-wide con-
ference on workmen’s compensation insurance rates.
The first effort in this direction was made in 1915,
when it become apparent that three bureaus were
about to proceed independently to undertake the enor-
mous amount of work incidental to a complete revision
of rates. As the result of this effort, the first joint
conference on workmen’s compensation insurance
rates was held. There have been some changes in
tizle and membership but substantially the same sort
of organization exists today under the name of the
National Reference Committee on Workmen’s Com-
pensation Insurance, with headquarters in New York
City. A second organization known as the National
Reference Committee on Schedule Rating completes
the machinery for national consideration of rating
problems in workmen’s compensation insurance.
These Committees are representative of stock, mu-
tual and state fund viewpoints. The proceedings are
held under the auspices and with the cooperation of
the insurance departments having approval of rates.
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They have been successful not only in maintaining
uniformity but in advancing the science of rate mak-
ing. The insurance departments in rotation act as
chairmen of the various committees. The managers
of the several bureaus act as a board of governors and
the membership of each committee is equally divided
between representatives of participating and non-par-
ticipating carriers. 'The committees serve as a clear-
ing-house for workmen’s compensation insurance.
Each bureau, before changing the manual on merit
rating plans, submits its proposition to the proper
committee. The committee considers it and makes a
recommendation which it transmits to all bureaus.
In this way the rates and the rating procedure are
carefully supervised and made uniform. General re-
visions of rates and rating plans are made by the com-
mittees, the experience of the United States being
pooled for this purpose and the work being done by
experts. ,
5. The rating scheme—basic rates—In discussing
rates and rating practices it will be understood that no
reference is made to conditions obtaining in the so-
called monopolistic state fund states.  These states
do not come within the jurisdiction of the National
Reference Committees and space will not permit a
discussion of the many variations which are found in
monopolistic state fund practices. :

The scheme of rating in workmen’s compensation =

insurance is divided into two parts. First, there is a
manual of classifications and rates.  This represents
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‘an attempt to classify industry upon broad lines and f -

to establish average rates, which reflect the peculiar
characteristics of the risks falling within the several
classifications. 'There are thirteen hundred classifica-
tions in the manual.  These are not intended specifi-
cally to describe each and every risk which is found in
industry, and the use of the manual involves a consid-
erable element of underwriting judgment. It is the
funetion of the underwriter to classify the business
of his company. He must, therefore, know what
hazards are represented by the manual classifications
and what risks are inherent in industrial processes and
hszards of all kinds. He is a specialist in industry, his
interest being centered principally upon the accident-
producing qualities of industrial operations of every
description.

It is obvious that with skillful and intelligent use, a
manual constructed on broad lines can be fairly ap-
plied to the problem of classifying industries or types
of risks. But even assuming that the manual can be
made to serve this purpose, the question then arises as
to whether or not the resulting rates are as equitable
as it is possible to make them. The classification of
risks throws them into compartments on the basis of
product or industrial process; it makes no pretense of
~ distinguishing between risks of the same classification
on the basis of relative hazard. Now it is known that
risks of any classification range from good to bad.
The average rate is, therefore, an accurate measure of
but a few risks within each division. It is too low for
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the bad risks and too high for the good risks. Inrec~
ognition of this, a method known as merit rating has
been devised, which superimposed upon the manual
classification scheme brings into the rate determina-
tion a more intimate valuation of the peculiar hazard
characteristics of individual risks. This constitutes
the second part of the rating scheme. G
6. Merit rating.—There are two forms of merit rat-
ing in practice—schedule rating, which distinguishes
between risks upon the basis of physical hazards and
experience rating, which in addition to measuring va-
riations in physical hazards, brings in a valuation of
such intangible hazards as the moral hazard, plant
management, the attitude of employers and employes
toward safety, ete. ﬁ
In the complete scheme as it is designed at present,

the manual comes first, the schedule second and the ex-

perience rating plan last, except in the case of non-
manufacturing risks where, in the absence of a sched-
ule which can be practically applied, experience rating
is the only method of merit rating available. :
In the case of a manufacturing risk, the manual is
consulted and the risk is assigned to a classification
describing it.  Thus, a first approximation to the rate
is obtained. A closer approximation is then made by
the schedule, which subdivides the classification and
reclassifies the risks therein on the basis of physical
hazards. The experience rating plan then completes
the process and produces a rate which reflects the
actual loss history of the risk as far as it is possible to




use this information as a guide to the hazard of the
risk. : ‘ : :

It is unnecessary to describe the details of the rating
scheme. A general analysis will be sufficient to point
out the characteristics of the manual and the schedule
and experience rating plans, and to explain the funda-
mental principles to which they give expression.

7. Basic manual.—The best basis for an insurance
rate is a broad experience. It follows that the most
satisfactory method of establishing workmen’s com-
Ppensation rates in this country involves the pooling of
the experience of all workmen’s compensation states.
There are difficulties in this procedure, however. In
the first place, the workmen’s compensation laws are
all different, thereby requiring entirely different bene-
fit payments per unit of exposure. Furthermore, the
frequency of accidents and the conditions surround-
ing the interpretation and administration of work-
men’s compensation laws may vary considerably. It
is obvious, therefore, that if there is to be a pooling
of experience, it must be done by establishing some
common level and reducing the individual state ex-
periences to this common denominator.

This has been done. 'The common level is repre-
sented by the benefit provision of some one workmen’s

~~ compensation act and the state experiences are modi-

fied so that they may be pooled and combined on this
besis. The basic act may be hypothetical or it may
be an act which is, or has been, in actual operation in
some state. When workmen’s compensation was
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first introduced, the Massachusetts insurance depart-
ment required the carriers to compile and file certain
statistical data concerning the cost of compensation in
each classification. This involved a record of payroll
exposure and losses and was known as Massachusetts
Schedule “Z.” It was natural, therefore, that with
this information as the only data of any value in this
country, the original Massachusetts act should be
taken as the basis for the establishment of the first
basic manual. This manual was prepared by the Na-
tional Workmen’s Compensation Service Bureau in
1914. The Massachusetts Schedule “Z” experience
was utilized and some use was made also of European
experience and the experience in this country under
employers’ liability and workmen’s collective policies.
As the principle of workmen’s compensation was

adopted by additional states, greater volumes of ex-

perience became available. The manual was gradu-
ally extended, the experience basis was broadened and
greater and greater accuracy was attained in the estab-
lishment of rates. Today the original Massachusetts
act is still the basic act, altho it is certain to be dis-
carded in the next general rate revision, because under
present conditions, it has outgrown its usefulness.

8. Standard accident table—The first step in rate
making involves the reduction of state experiences toa
common level. This is accomplished by means of re-
duction factors which reflect differences in cost condi-
tions between the common basis and the state experi-
ence. An important element of the reduction factor
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 js what is known as a law differential, the function of
which is to value the comparison between the benefit
provisions of different acts. For its computation, a
standard distribution of accidents by type and sever-
ity of injury is assumed. This is the so-called
“Standard Accident Table,” in which 100,000 acci-
dents are analyzed by kind of injury. Thus, 94,196
~ are classified as temporary total disability cases, 932
as deaths, etc. These groups in turn are analyzed.
The temporary total cases are classified by duration
of disability, the death cases by degree of dependency,
ete. In calculating a law differential, it is assumed
that there are 100,000 accident claims to be adjusted
under the basic act and under a certain state act. The
cost of benefits in each case is determined in terms of
weeks’ wages and a comparison is made to establish
the relative cost of the two schedules. Thus, the pres-
ent New York law is found to be 91 per cent more
costly than the original Massachusetts law and the
present Kentucky law 50 per cent more costly. In
reduction, therefore, the New York losses must be
modified so that each $1.91 in New York losses will
become $1.00 in losses under the original Massachu-
setts law. - Similarly the Kentucky losses must be re-
duced 88% per cent. In either case, the result will be
the Josses which would have been expended had the
New York or Kentucky claims been subject to ad-
Jjustment under the benefit scale of the original Massa-

~ chusetts act. By this process, the experience of all

compensation states can be brought together and com-
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‘bined and the greatest fund of information obtainable
can be utilized for rate making. .

9. Pure premium.—That part of the rate which
represents the provision for the payment of losses is
‘known as the pure premium. The pure premium
‘must be loaded for management expenses, taxes and
profit to obtain the gross rate. The problem of estab-
lishing rates, therefore, naturally divides itself into
two parts—the determination of pure premiums and
the establishment of the loadings, which are used in
obtaining gross rates. : ‘

The first approximation to the pure premium is
what the experience shows actually has been incurred
in the past per unit of exposure in the way of losses.
The losses of an experience are divided by the pay-roll
exposure to obtain this figure, which is known as the
experience or indicated pure premium. This is de-
pendable and can be used as the basis for rates only
in case the experience is broad enough to be reliable.
The reliability of experience depends both upon the
size of the pay-roll exposure and the distribution of
losses.  If the pay-roll exposure is large, the number
of employes exposed is likewise large, and this means
that a fair average is represented by the experience
pure premium. On the other hand, if there is but a
small pay-roll exposure, the experience cannot be
taken as absolutely conclusive. Again, if there are
losses arising from medical services and the payment
of temporary disability compensation, the experience
cannot be considered to represent the entire cost of
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compensation, for important elements of cost are not
represented at all. It is evident, therefore, that the
establishment of pure premiums and the use of classi-
fication experience is no simple matter. 'The reliabil-
ity of the experience must be weighed; its deficiencies
must be appreciated and accounted for and where it is
impossible to accept the experience as a reliable guide,
judgment must be used for the purpose of determin-
ing the basis for the rate.

Another difficulty which should be noted in this
connection arises from the fact that cost conditions in
workmen’s compensation insurance are constantly
changing. The cost conditions of today are not those
of the past, nor are they representative of those which
we may expect in the future. Couple with this the
fact that the experience which is used for rate making
purposes is past experience and the problem can be
appreciated. 'The establishment of proper pure pre-
miums requires a careful analysis of the experience to
ascertain what cost conditions are reflected therein.
It requires also a forecast of conditions which it may
be assumed will obtain during the period for which
the rates are contemplated. Differences which are
found in this investigation must be analyzed and fac-
tors must be established to measure their effect.

In present practice the experience which is used as
the basis for rates, has been reduced to the level of the
benefit provisions of the original Massachusetts act.
The pure premiums derived from this source, there-
fore, represent the cost of benefits under this act and
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such other cost conditions as are reflected in the ex-
perience. They are known as basic pure premiums.

10. Differential rates—The theory of the basic
manual is that there is a fundamental relationship of
hazard between manual classfications, which is not
affected by state lines. This fundamental relation-
ship is expressed by the basic pure premiums, which
measure the hazard of each classification and place the
proper relative value upon each. Thus, the basic pure
premium for steel foundries is approximately twice
that for iron foundries. It is assumed that this is the
relationship which should exist between the rates for
these classifications in all states. - This is an assump-
tion which has been demonstrated to produce approxi-
mately correct results in the majority of cases.
Where it is found to produce an improper result be-
cause of peculiar state conditions, a special state pure
premium is erected and the relativity expressed by the
basic pure premium is not maintained. As a general
rule, however, the basic pure premiums are used in all
compensation states as the basis for rates.

In the translation of basic pure premiums into state
rates, differences in benefit conditions are measured by
the law differentials. Differences in cost conditions
are measured by other factors. Thus, experience
which is used for rate making purposes may not be
completely known because of an element of outstand-
ing liability. The estimates of this liability may be
too low. If there is a feeling that this is true, an in-
vestigation is made to ascertain how much too low
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the estimates are and account is taken of this de-
ficiency in the establishment of rates. A statement
has been made to the effect that cost conditions in
workmen’s compensation insurance are changing.

Benefit schedules are being liberalized both by legisla-
tion and by interpretation. The past experience

‘must be modified to reflect these changes. Industrial
conditions affecting the production of accidents and

their severity are constantly fluctuating. 1If the past
experience has been accumulated during a period of

‘subnormal business activity and the rates are intended
for a period of intense activity, this fact must be con-
sidered. Finally, there is the problem of establish-
ing and applying the loadings for management ex-
penses, taxes and profit.

11. Resultant rates—All the factors and loadings
for a state are combined into a multiplier. This
raultiplier is then applied to the basic pure premium
for each manual classification. - In this way the corre-
sponding state rate is determined. 'Thus, the basic
pure premium for a classification may be $1.00. This.
represents the loss cost of the classification per one
hundred dollars of pay-roll exposure, upon the as-
‘sumption that the losses were incurred and adjusted
under the terms of the original Massachusetts law.
Jor a certain state the factors reflecting changed
conditions, and the fact that ad justments in that state
will be made under the compensation schedule of the
state law and the loading for management expenses,
taxes and profit, may combine to produce a state mul-
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tiplier of 2. In this case the state rate for the classi-
fication would be $2.00. If the state multiplier were
8.75, the corresponding state rate would be $3.75.
If the basic pure premium were $2.00, the state rate
‘would be $4.00, in the case of a state with a multiplier

of 2 and $7.50 in the state with a multiplier of 8.75.

The application of the basic manual theory will be
found to involve the establishment of basic pure pre-
miums, the determination of a multiplier for each
state and the consideration of special pure premiums
and special rates where state conditions are unique.
Thus, there is a so-called basic manual of classifica-
tions and rules, which is common to all states. In this
manual, instead of expressing rates in monetary val-
ues, they are expressed in symbols. These symbols
are then interpreted by reference to state rate sheets.
If a rate is desired for Illinois, the symbol will be in-
terpreted with reference to the Illinois rate sheet. If
a rate is desired for Texas, the Texas rate sheet is con-
sulted. The symbol is the same in each case. The
rate is different, however, depending upon the differ-
ence between the Illinois and Texas multipliers.

This arrangement has saved a great deal of time and
labor in the establishment of rates, for otherwise it
would have been necessary to establish a complete
manual for each state and with the large number of
states for which rates must be established, this would
have been practically prohibitive. -

This subject should not be passed without reference
to minimum premiums. A minimum premium is pro-
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vided for each manual classification and for each state.
In practice this is equivalent to the establishment of
a minimum premium for each type of risk which is sub-
ject to manual rating. The minimum premium is
designed to do two things. It represents the over-
head cost of writing and delivering a policy, and ad-
ministering the insurance obligation, and in addition
it provides some margin for the payment of losses.
It will be appreciated that the overhead expense per
policy is greater than the premium which might be
collected on a very small risk at a low rate. The
minimum premium is necessary for this reason. At
the present time the minimum premium represents
the sum of two quantities. = First, the cost per policy
of issuing and administering the insurance contract;
second an amount calculated on the basis of the man-
ual rate as being sufficient to provide for the payment
of losses on a minimum pay-roll exposure of $1,000
per annum.  One thousand dollars is taken as repre-
sentative of the yearly earnings of a full time em-
ploye, it being assumed that the minimum risk which
should be undertaken by an insurance carrier is repre-
sented by the exposure of one full time employe for
one year. The minimum premium is only applicable
in the case of a small risk where the manual rate is
low, although there are exceptional cases such as win-
dow cleaning and blasting, where by reason of the
peculiar nature of the hazard, a special minimum pre-
‘mium of considerable size must be established.

12. Schedule rating.—Schedule rating is designed
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to take into consideration variations in physical haz-
ards between risks. A schedule in reality represents
a list of hazard points, each of which may produce
accidents and all of which can be observed upon in- |
spection and corrected by physical safeguards. Thus,
the various hazard producing qualities of elevators
will be enumerated, as will also the hazards of ma-
chine equipment, etc. Each risk which is subject to
schedule rating is visited by an inspector, who makes
a survey of the plant, noting the condition of each ele-
ment covered by the schedule. There is a standard
for each condition. If in a given plant the condition
is either better or worse than the standard, a credit or
debit will be imposed. , ‘
It will be seen that the application of a schedule
has far-reaching results. Not only does it more
equitably adjust the manual rate to fit the peculiar
conditions of the individual risk, but it also commer-
cializes safety. Here is a list of hazards which are
physically in evidence so that they can be localized and
brought to the attention of the assured, and which also
can be remedied or entirely removed by physical safe-

guards. Furthermore, the relative importance of

each is given and its value is expressed in terms of in-
surance cost. The proposition of safety is reduced
to a simple problem in arithmetic. An employer de-
sires to purchase insurance against his liability to pay
compensation to injured employes. The cost is es-
timated by ascertaining the premium for his risk at
manual rates, but at the same time a survey is

i
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- made of his risk, in order that its condition, as an
accident producing unit, can be determined. Then
a comparison is made of his risk with the aver-
age tisk which the manual rate represents. It is
found to be better than the average in certain re-
spects and worse in others. But instead of telling
the assured that his risk as a whole is better or worse
than the average, the insurance carrier can be
specific and give him a list of details. He will receive
a credit for those conditions in his plant which are
superior and the prospect of a greater reduction is
held out asan inducement to him to correct those fea-
tures which are unsatisfactory. Or the same result
is accomplished by the imposition of a charge which
may be removed in case a bad condition is remedied.
As long as a certain stairway remains unguarded, he
must pay $15.00 in excess premiums each year. If
the lighting of the stairway is improved to standard,
one-third of this will be removed. If standard hand-
rails are provided, another one-third will be eliminated
and if the treads are all guarded properly, the re-
mainder of the charge will go. A simple calculation
will show how long it will take to save enough in in-
surance premiums to make the correction and the as-
sured knows that after the safety installation has been
paid for by a saving in insurance premiums, the in-

stallation will be his.  He also has the pleasant knowl-
edge that the presence of the guards may result in the
elimination of accidents from that source.  Further-

more, the schedule tells him where to start houseclean- 0
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ing. If he desires systematically to make his plant
safe, he can start with the more hazardous conditions
and gradually work down to the least hazardous.
The standards are there to guide him in this work, and
aside from humanitarian considerations there is the
certainty that with a reduced hazard there will come
a constantly reduced cost of insurance. ,
~ The present schedule is known as the Industrial
Compensation Rating Schedule—1918. It was pro-
duced by the National Reference Committee on
Schedule Rating and has been ratified by the majority
of the subscribing boards and bureaus. The schedule
is too complicated to describe in detail, but it may be
said that it is superior to any schedule which has been
developed, for the reason that there is greater uni-
formity of standards, the values have been more care-
fully selected and the rating procedure is so designed
that the results may be subjected to statistical analy-
sis and control.
The schedule is applicable to all manufacturing
- risks which produce an annual payroll of $5,000 and
an annual premium of $50.00. There are two sys-
tems of inspection in practice. In some states a cen-
tral bureau makes all inspections and promulgates the
rates. In others, the central bureau makes the first
inspection and the insurance carrier subsequent in-
spections, all rates being checked and promulgated by
the bureau. In either case, one or more inspections
are made each year, depending upon the size of the

premium. Thus, if the premium is over $500.00, an
XVIII—16
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assured’s plant may be inspected three times a year.‘

The first inspection is made for the purpose of deter-
mining the initial rate. Then the assured is given
three months to make safety installations and to ob-
serve and correct the conditions which the insurance
carrier or the inspector of the bureau has found to be
unsatisfactory. At the end of three months, the
plant may be reinspected and credit may be given for
preventive work done in the interim. Further in-
spection and modification of rates may then be made if
warranted at the end of six months.

18. Eaxperience rating.—Schedule rating is ap-
plicable to manufacturing risks alone and can be used
with success only in measuring physical hazards. I,
therefore, does not cover the entire field of merit rat-
ing. Tt has no place in the rating of mercantile and
contracting risks, nor does it adequately reflect the
effect of intangible hazards such as plant morale, the
attitude of employer and employe toward safety, and
so forth.

Experience rating, on the other hand, covers all the
hazards of a risk, for it deals with the actual loss ex-
perience of the risk, which, of course, reflects every
condition which tends to produce accidents and losses.

1t is the function of experience rating to bring into
the rate-determination the evidence contained in the
loss history of the risk. To some extent, it parallels
the schedule, but it goes further and accomplishes a
much closer approximation to the true hazards of in-
dividual risks. The problem of experience rating is
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to determine the evidential value of the risk experi-
ence and to place upon it the weight it should have in
establishing the rate for the risk. If the risk experi-
ence is complete and dependable, it can be given a
considerable weight in modifying the manual or sched-
ule rate. If not, the manual or schedule rate cannot
be deviated from to any considerable extent.

The reliability of the risk experience as an indica-
tion of the hazard and the role it should play in fixing
the risk rate depend upon two elements. It will be
apparent that as the risk increases in size and the pay-
roll exposure becomes greater, the basis of averages is
thus broadened. The result is an experience to which
considerable dependence can be attached. The indi-
cation of such experience should have a large weight
in determining the rate for the risk. On the other
hand, as the risk grows smaller, the exposure is re-
duced and the law of averages has less opportunity to
develop. Here an adverse or favorable experience
may result from pure chance and the experience can-
not be considered reliable as an absolute indication of
the hazard of the risk. The second element has much
the same effect as the first. It concerns the degree
of hazard represented by the risk experience. ~As the
hazard increases, the expected number of accidents
increases also, and this is equivalent to an increase in
exposure. To illustrate, if two risks are taken, each
with the same payroll exposure, the first having an
expectation of one hundred accidents per year and the
second an expectation of five hundred accidents per
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year, it is obvious that the second will develop as much
experience in one year as the first will develop in five
years. In using the risk experience, therefore,
greater weight can be placed upon it as the degree of
‘hazard increases.

The experience-rating procedure may be summed
up by saying that the weight of the risk experience in
modifying the manual or schedule rate increases with

‘increased payroll exposure and increased degree of
‘hazard, and decreases with decreased payroll exposure
and decreased degree of hazard. If the risk is small
and the degree of hazard low, it is impossible to place
much dependence upon the risk experience, and it is
thus impossible to produce much modification in the
manual or schedule rate. On the other hand, if the
risk is large and the degree of hazard high, the risk
experience will play an important part in determining
the risk rate and a considerable modification of the
manual or schedule rate will be permitted. Thus,
an extremely large risk with favorable experience may
by experience and schedule rating receive a rate based
almost entirely upon its own experience. This rate
will naturally be lower than the manual or average
rate for the class and in its determination the manual
or average rate will have less influence than the risk’s
own experience.

~ The present experience rating plan follows these
principles and was devised by the Actuarial Section
of the National Reference Committee. It has been
adopted by the majority of the compensation States
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where experience rating can be done, there being a few
States where workmen’s compensation has not been in
existence a sufficiently long period of time to produce
experience for individual risks and others where ex-
perience rating is either prohibited by statute or by a
ruling of supervisory authorities. The new plan is
so fundamentally sound, however, that there is ap-
parently a very good chance that it will be universally
adopted thruout the United States. It is applicable
to all risks of whatsoever type provided they produce
a premium at manual rates of approximately $300.00
per year. The risk experience is furnished by the in-
surance carrier to the rating bureau, where it is
checked and rates based thereon are computed and
promulgated once a year.

REVIEW

What must the premium rate in workmen’s compensation in-
surance cover?

Describe cooperative methods which have produced the ex-
isting body of rates.

Explain the theory of basm rates and how they are estab-
lished.

In what way are basic rates modified to meet the varying
requxrements of state laws?

What is the underlying idea of schedule ratmg, and what
influence does it have on accident prevention?

Describe .what is known as experience rating. ~Where is it
applicable?




CHAPTER XV
FIRE INSURANCE

1. Purpose of fire insurance.—Fire insurance in-
demnifies one who may sustain a “direct loss” by rea-
son of fire. If a claim for loss is to be sustained under
the policy it is necessary that there shall be an actual
fire, a “glow” as it has been termed in the court re-
ports. ‘Mere smoke of itself, with no fire, is not suffi-
cient. "The phrase “direct loss,” with reference to a
fire, however small, is used to indicate the damage
caused by the smoke of the fire as well as incidental
damage that may be done, as by the use of water in
putting it out.

2. Insurable interest—One essential of fire insur-
snceis that the insurer must have some actual interest,
either vested or contingent, in the property. The first
requisite, then, is that there be a financial interest,
capable of being measured in terms of money, in what-
ever the subject matter may be. This insurable in-
terest may appear in many forms. When a person
is the absolute owner of property thereis no question
as to his possession of a valid insurable interest. The
property may be mortgaged and still the owner will
have sufficient financial interest to insure. Under
such a circumstance the mortgagee also possesses an
insurable interest. Similar rights are possessed by

228
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those with an equitable interest in property, even tho
“the legal title has not passed as in the case of a written
- contract of sale. In transactions where one party is
the custodian of goods and has ineurred a liability for
their safe keeping, he possesses a right that enables
him to insure the property. Such cases are those of
warehousemen, wharfingers, executors and adminis-
" trators who owe a duty to the distributees of an es-
tate, sheriffs who have attached property, and in gen-
eral all pledgees or other persons responsible for the
safe keeping of property of any description. So,
also, a person who has a right to receive money from a
transaction involving the transportation or distribu-
tion of goods has sufficient interest to insure. A boat
owner who is transferring freight has a right to col-
lect charges for its transportation and this right will
enable him to insure the cargo, even tho he has no
actual legal or equitable interest in the goods them-
selves. The principle applies in the same way in the
case of consignees on consignment sales. Here, the
right is to receive the agreed share of any sale made
by virtue of the consignment.

In general, any person who possesses a legal or
equitable interest in property or who has a liability to
other persons in respect to that property possesses an
interest that may be insured. Where there are a num-
ber of persons or concerns interested in a property the
Jindividual may insure his own interest alone or he may
insure the entire property for the benefit of all con-
cerned. ‘
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. 8. Insurance methods—There are four different
types of companies that conduct the insurance busi-
ness today: : ~

(A) 'The stock companies which do 95 per cent of
the business. :

(B) The mutuals. These may be divided into
two classes: The first consists of small, local mu-
tuals which may operate to advantage with a limited
line of risk and in a limited territory. Such com-
panies have not succeeded where they have branched
out to any great extent. Second, the mill mutuals,
as they are called, which specialize in large manufac-
turing plants. They have had a most successful
career. 'They are organized primarily for fire pre-
vention and deal largely with sprinkler risks.. These
companies have attained a high standard in the work

~of fire prevention.

(C) Reciprocal Underwriters. Insurance busi-
nass is sometimes carried on by a group of individuals

~ who agree to insure one.another. The work is con-
ducted by one person who is appointed as attorney
and who transacts the business for the underwriters.
‘Fle is paid a certain percentage of the business written
and out of this the expenses are paid.

(D) Lloyd’s. A somewhat freer form of indi-
vidual business called Lloyd’s has almost entirely
passed away. Tt is still possible in some parts of the
‘United States for a group of individuals to undertake
the business of fire insurance if they do it within cer-




FIRE INSURANCE 981

tain limits. Many of these organizations spring up
and take the name of Lloyd’s because the name is
synonymous with insurance. ‘ -
4. Agents—The business of fire insurance is writ-
ten thru agents of whom there are several types. The
Jocal agent who is the company’s salesman is the one
with whom the insured is most apt to come into touch.
Such an agent is merely the company’s field repre-
sentative and his authority is recognized generally as

being limited to the solicitation of business. Insome

cases he has the authority to give interim receipts to
protect insured property pending the actual writing
of the policy. A commission agent holds a written
authority from the company which, in effect, gives him
the right to solicit insurance, write policies and coun-
tersign them, fix premiums in a specific territory as-
signed to him and to receive premiums paid. The
powers of such an agent are wide. It has even been
held that such an agent may walive provisions in a
policy even tho it may be stated in the face of the
policy that oral waivers will not be binding. It is
otherwise, however, if it is expressly stipulated in the
policy or agreement that agents have no authority to
vary in any way the terms of the written policy. In
dealing with a commission or a general agent, then,
the prospective insurer is dealing with a representa-
tive who has rather wide powers and who may, under
some circumstances, be able to bind the company to
agreements not specifically stated or to waive Ppro-
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visions of policy. General managers are a class of
representatives having wider powers and more ex-
tensive territory. :

5. Brokers—Between the agent and the company
has arisen a class of brokers who represent specifically
the interests of the insured. They are more numerous
in New York City than in any other part of the coun-
try and are found only to a limited extent in the
smaller towns. In New York City, for instance, the
insured is far more apt to know the broker whom he
employs than to know the company. .

6. How the business is transacted —1In writing fire
insurance, there are ordinarily five steps that are gone
thru. In the cases which involve a loss, there is a
sixth step in the matter of settlement. These suc-
cessive steps are as follows:

(A) Application for insurance
(B) Inspection of the risk

(C) Making of the rates

(D) Writing of the policy
(E) Collection of the premium
(F) Settlement of the loss.

The insurance contract may be entered into either
verbally or in writing. In smaller towns a large
percentage of the business is applied for and accepted
in this way. In larger cities, however, where the vol-
ume of business is great, it is customary to undertake
the contract in writing, and in such cases, a contract
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called a binder is used. 'This contract is usually lim-
ited to fifteen days. A form of this binder contract
follows:

NAME iy i i e i e i

L A P

..........................................

..........................................

Address of Mortgagee~Payee or of representa-
Bive Hhereof. .o oo v ey e e
Amount $.... Rate.... Time.... Months. ..

Each of the undersigned companies, for itself
only, insures the property above described for the
amount. set opposite name until the issue of its
Standard Policy on the same in place hereof, or
until twelve o’clock noon of the next business day
after the risk is declined, by notice to the insured-
or to the representative of the insured placing the
risk ; provided, however, that if the address of a
mortgagee-payee or of a representative thereof
is given above, such notice must also be sent to -
that address in order to terminate the insurance as
to such mortgagee-payee. But in no event shall
this insurance be in force over fifteen days from the
date of commencement of liability hereunder.

; 7. Inspection.—The next step will be an inspection
w\ of the property on the part of the company by its
- " agents. The points looked for in this inspection are
both general and specific. The general conditions
from a civic point of view in a town or city in which
the risk is located will be considered. These will in-

clude not merely the fire department and those related
_directly to it, such as water supply or those related
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directly to the business of insurance, but many things,
which perhaps are not ordinarily thought of, such as
the kind of streets, police force, high winds and nu-
merous other points. When this foundation has been
laid, the individual risk will be considered—its con-
struction, occupancy, hazards, exposure—that is, its
relation to the surrounding properties, its fire preven-
tion devices, the general tone of the management,
usually called house-keeping. Just as there are no 7
two human beings alike, so in all probability there are
po two risks that are absolutely identical.

8. Details of inspection.—In the case of the indi-
vidual risk, some of the points that are noted are as
follows: The kind of building, as frame, ordinary,
or fireproof; height; area; roof; thickness of floors, -
floor openings such as stairways, elevators, dumb-
waiters and protection, if any. The business con-
cducted floor by floor, including the nature of the
property on each floor; any work that is done, the
number of hands employed in the work and the kind
of machines used.

The majority of fires are due to carelessness.

"Therefore, the inspector goes very carefully into the .

question of unsafe heating or lighting apparatus, un- :
tidiness, broken floors, windows, oily floors and other
points which denote a somewhat sub-standard con-
ception of housekeeping. In office or factory build-
ings fire-fighting devices will be carefully scanned,
such as the fire pails, the extinguishers, stand pipes,
sprinkler system and anything of that nature on the
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premises. 'The care of packing material and the kind
of doors which separate one building from another
will be taken into consideration. When the mnsur-
ance inspector is thru with the property he probably
knows many things about it which the insured himself
never suspected and in fact may never have had time
to investigate.

9. Canadian inspection system.—Inspection work
of the Underwriters’ Associations in Canada is thus
described by Mr. A. W. Ross, formerly secretary of
the Mainland Board of Fire Underwriters:

We maintain a number of experts who have had exten-
sive experience in inspection and applying schedules to
various classes of risks. Uniform practices in the manner
of conducting the business are demanded, concurrent forms
of policies upon all important individual risks are main-
tained. In this connection, all daily reports are examined,
and approved or otherwise, as the cases may warrant. In
the congested or mercantile sections of a city, special inspec-
tions and rates are made, each risk being rated upon its own
merits. The same thing applies with respect to special
hazards and all important risks. The inspections or survey
of each risk, together with detailed information, are kept
on file in our offices, and are open to the inspection of all
parties interested. It has been the practice of this associa-
tion to invite the inspection and criticism of the owners of
the risks, and we are only too pleased upon every occasion
to have the interested parties visit our offices and consult
upon any real or supposed grievance which may exist.. We
advise always to undertake improvements which they may
suggest. In this way we can materially improve the hazard
in the risk thereby reducing the rate.. In a few instances, we
experience some difficulty in inducing owners to undertake
suggested improvements, but we find the number of such per-
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sons is gradually becoming less, and our experience proves
‘“hat the large property owners and public generally are daily

becoming more disposed to consult with us on the question

of construction and protection than they ever have been

hefore.

Our surveying staff make periodical inspections of the
more important risks in so far as it is possible with the as-
sistance employed. Investigations are constantly ~being
made as to the extent and efficiency of fire departments, water
supply, character of streets, conditions and constructions
of buildings in various cities and other important matters
incident to the suppression of fires and the extent of the
conflagration hazard.

We also employ, or have made arrangements with other
#ssociations for the use of their sprinkling engineers, and
ve suggest and assist in the drawing up of plans for specifi-
cations for the sprinkler equipments and when installed
fnally inspect and pass upon the same.

10. Rates—Rates are minimum and specific. A
rainimum rate applies to a large group of properties
such as dwelling houses where the hazard, or risk, as
it may be better understood, is uniform in its charac-
ter and does not vary much in extent. Minimum
rates apply to groups of properties which the under-
vrriter finds he may safely insure without the expense
~of a specific inspection and the specific rating. Stores
and dwellings, including dwellings above the stores,
. also come under the minimum rates, provided the
stores are occupied by a business of a very mild hazard
such as dry-goods, groceries, drugs.

A specific rating applies where a business, or some
operation in it, is deemed to have a risk attached. The
underwriter goes to greater expense, exercises more
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care, an inspection is made by the rating organization
and a rate promulgated. The risk in question may be
a property with a dwelling above and a store under-
neath, but the store may be devoted to the sale of
furniture, a kind of stock which furnishes the very best
of fuel for a fire, with the result that there is usually a
heavy damage. In such a store, too, there are usually
oils, paints and varnishes, all highly inflammable.

11. Schedule rating.—A property in which there
is any risk at all owing either to its business or
size, is subjected to a very close analysis of all its fea-
tures. This analysis is made by means of a device
called the schedule. 'What enters into a schedule can
be seen from the case of theaters and churches. These
properties are erected for certain definite and specific
purposes. Both are distinguished by large auditori-
ums, a condition which greatly facilitates the spread
of fire once it has started. Schedules for these types
of properties always take the life-hazard into con-
sideration to some extent, altho primarily the fire un-
derwriter is not charged with responsibility for that
feature of a property. ILet us take a theater for a
closer analysis of this type of risk.. The modern the-
ater is divided into three divisions: the stage, includ-
ing all that part of the theater which is behind the
proscenitim wall; the auditorium where the audience
assembles; the entrance which includes the ticket and
general offices, and possibly some other features.
After the great Iroquois Theater fire in Chicago, a
special study of the design of theaters was made and

287
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the effort is now to separate these three parts so that
a fire, originating in either the entrance or stage por-
‘tions, may not be communicated to the auditorium and
so endanger the audience. The same would be true
in regard to a church property where the activities
conducted in connection with parish houses were
prominent. Such parish houses are frequently at-
tached to the church building without standard sepa-
rations. Schedule rating splits the rate into parts in-
stead of providing a flat rate, which was a practice for
many years. A schedule may make a uniform rate,
but one divided into many parts, charging for this de-
fect and crediting for that superior condition. This
system of charges and credits shows the property
owner where he has fallen below the standard, and
~where he has reached it. G
12. Universal mercantile schedule.—There are two
schedules which have been very successful in the at-
tempt to make a uniform method for all properties
of a given class. One is the universal mercantile
schedule. The essential features of the schedule are
as follows: (1) The key rate which is based wholly
on the general conditions of the town or city. 1t con-
siders all that is within the jurisdiction of the people
themselves, covering everything from the water sup-
ply up to the paving of the streets, the police force,
ete.  This is measured by a certain standard and the
key rate is fixed accordingly. (2) The building is
then analyzed as to walls, height and area, and these
are measured by a standard building. For example,
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a standard building is not supposed to be more than
four stories high, since the fire department cannot :
fight a fire to advantage above that height, hence a
charge is made for the additional stories. Good fea-
tures, which differentiate the property from ordinary
buildings, such as extra heavy beams and timbers,
first floor, fireproof, etc., receive credits. (8) The
occupancy of the building is then analyzed. The
schedule includes a list of occupancies which in the
beginning numbered over 1,200. In actual practice
it has been expanded by 600 further items. The an-
alysis of the occupancy of the building is divided into
two parts. The first embraces two features, the risk
or hazard and combustibility, while the second part
measures the susceptibility to damage. The stock
may not be a very dangerous or combustible stock,
but it may be very susceptible to damage. Millinery,
for instance, represents such a stock. It will not of
itself start a fire very quickly; but will burn rapidly
and, owing to its very light nature, it is highly suscep-
tible to damage from smoke, fire or water. (4) The
fire-fighting appliances of the risk are then considered.
These include water pails, watchman’s service, special
alarms and perhaps sprinklers. Certain features of
location may be considered, as where a building stands
on a corner so that a fire may be fought from two
sides. All these points help to constitute a property
as a favorable risk.  {5) The exposure of a building
is the next item taken into consideration. 'This means

the danger of fire from the surrounding property.
©OXVITI-17 : ‘
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"The next classification includes items which are called
faults because they need not exist. They mean un-
safe stove pipes or heating conditions, untidiness, im-
proper care of waste cans and all the numerous things
vhich are called in business properties, bad housekeep-
ing. For these the underwriter will make fairly stiff
charges. 'They are placed last in the rate as they can
be easily corrected when called to the attention of the
interested parties. 'They can then be taken off with-
out recomputation of the whole rate.

18. Rate of a mon-fireproof brick building.—The
rate is based on the Universal Mercantile Schedule;
the bmldmg has but one tenant, who is a Wholesale
dealer in drugs. :

Key rate for eiby .vovuinviinna i, .10
Floors, single .......viiiinie i i 05
Wood ceiling finish .. ... .. ..o .. .0 00 00 0T 07
Wooden side wall finish ... ... oo o 0 o .08
Floor openings, stairs only . ..... .. ... 0. o, 075
Skylight, non-standard ................. e .15
Fleetric lighting ........ ... .. .0 o0 0000 .01
Stoves for heating purposes .......... . ... 0. 01
Suab-standard ‘chimney . ....... e e T .06
Unprotected metal columns ... ....viy oo vns oo, 10
TOTAL « i i i i s 705
Oharge for hazard...... ... ..o iviien i, 125
TOTAT, v i e e e 83
Deduct for fire escapes 2% OF.........u.ve.onis 017
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Add for exposure. ..o i i e e .05
TOTAL .~ cvvv i iiia o n s e 863
Deduct 15% because insurance equal to 80% -of the
valueis carried. . .. .. i i i e 129
Finar RaTe oN BUILDING. . .. v ouivnin o o T34
Key rate for contents........ov . ove v, 169
Susceptibility charge contents..... ... ... 000 568
The stock above and below grade floor............. .07
TOTAL i vt v s e o snin i S 1.402
Deduct for fire escapes 2% or........0 o oo oo .028
| Remainder ......0iccoiiiiiiiiiiai i 1.874
Add for exposure. ... ... ... e e .06
TOTAL « v o i i v i s ey s s 1.4534:
Deduct, because insurance equal to 80% of the valueis
carried, T4 % OT. v v i i s 108
Frwar Rate oN CONTENTS. ... v non 1.826

It would be possible to make a substantial reduc-
tion in the rate of insurance on this property by cor-
recting the skylights, for which a charge of .15 gross is
made.  This would not be a difficult or expensive
thing to do. It should be noticed that the charges
which build up the schedule are specific amounts,
while the credits are percentages. :

14. Analytical schedule~—The universal schedule
probably owes its completion to the energy and per-
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sistence of Mr. F. C. Moore. The analytical schedule
is equally indebted to Mr. A. F. Dean. 'The base rate
in this schedule is founded on the town conditions.
Towns are divided into some seven classes.  No. 1,
the highest, is one which has everything the under-
writer could desire in the shape of water supply, fire
department and civic conditions which favor a low fire
record. No. 7, the last, shows a complete absence of
“these, especially of water supply and fire-fighting
force. 'The schedule from this point on is different
from the universal in that it makes all charges as well
as credits percentages of this base rate. 'The theory
on which this is founded is that there is a relation be-
tween the defective conditions of buildings and the
town in which they are situated. For instance; if
there is a town which is in grade 7 and in that town
there is a building with a defective chimney, the charge
for the defective chimney will be a certain percentage,
say ten. Now if the town improves so that it grades
in class 8, the charge for the defective chimney will
still be 10 per cent of the base rate. 'That is, the
same relation will exist between the chimney and the
base rate of the town then as that which existed be-
tween the chimney and the town in the first instance.
This shows the schedule as a system of relations be- -
tween all the forces which make for good or poor con-
clitions in fire matters.  The credits are based on a
percentage system. :
The charges for occupancy are divided into three
parts, ignitibility, combustibility and susceptibility.
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It carries the analysis of the occupancy to a finer point
than the universal schedule in that it does not lump
the two first conditions into one charge. The first and
second charges are percentages, but the third charge,
susceptibility, is a flat fixed charge and is based on
the principle that when fire has started, the contents
have a certain susceptibility to damage which is not
affected by their environment.

The treatment of the exposure is very highly devel~
oped, the tables providing for something like eighty
different conditions. 'This schedule has been applied
over a great extent of property and probably with
more uniformity in its application than any other that
has been made. 'The universal schedule is not copy-
righted and so it can be changed. With but few ex-
ceptions, it has not been used in its true form, but has
been adapted more or less by the local boards. The
analytical schedule, however, is copyrighted and can-
not be changed without the consent of the copyright
holders. 'This provision of the copyright is an ex-
cellent feature since it has enabled the business of fire
insurance to have a fair test of the schedule over a
wide extent of territory. It has been used in approx-
imately seventeen states. k

As a general rule, conditions governing the conduct
of the fire insurance business, and the establishment
and maintenance of rates, are on parallel lines in Can-
ada and the United States, but the attitude of the
Ppeople to insurance rating associations has been much
more demonstratively hostile in the United States
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than in Canada. As a consequence, legislation of one
kind or another has been general thruout the United
States, and while much of it has been wholesore, some
of it has been ill-advised.

15. Fire protection.—Closely wrapped up with the
business of fire insurance is fire protection. The
business of fire insurance may be said to have invented
fire protection. It is quite true that there were such
things as fire companies before fire insurance was

- known, but it is equally true that they were on a very
small scale and of very primitive development.
When the underwriter began to make allowance
thru his schedules for certain forms of fire-fighting
devices, it at once stimulated the manufacturer to fur-
nish these appliances. At present, thru the under-
writers’ laboratories of Chicago, nearly all such de--
vices are subject to a test and only those which have
passed the test and whose manufacture is subject to
inspection by the laboratory force, are accepted by the
underwriters for a reduction in the rate of insurance.

Prevention is a matter which is vital both to insurer
end insured.  The yearly loss to the insurance com-
panies thru fire approximates $250,000,000. TFire
fighting devices tend to reduce this sum and if the
insured can reduce his premium payment five per cent
by installing fire pails, it will be a good investment in
most cases. A fire pail is the simplest, the oldest and
even today one of the most serviceable fire-fighting
tools that we have. One of the most modern is the
sprinkler. = This is a device which is attached to pipes
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in the ceiling of the building. One sprinkler head is
presumed to protect 100 square feet. In a wet pipe-
sprinkler system, there is water in the pipes. The
sprinkler is held tight by a special solder which melts
at about 160 degrees. 'This releases the cap and the
water flows out of the sprinkler head thus putting the
fire out, - In buildings equipped with sprinklers, 90
per cent of the fires which originate are extinguished
with not more than three heads opening. 1If it were
not for the fire protection afforded to properties in
the form of sprinklers, large manufacturing plants,
stores and loft buildings would not be possible today.
‘We should be confined to very small units as the dan-
ger of conflagration would be so great. Again, the
sums paid for fire insurance in the City of New York
have not increased in the past ten years, altho the
liability which the insurance companies are carrying
has increased in that time nearly $1,000,000,000.
This increased liability is carried for the same amount
of money because of (1) the increase in properties of
fireproof construction, and (2) the increase in the
properties which are equipped with sprinklers.
Risks with sprinkler equipments are taken care of
by especially designed schedules, based on experience.
Today the difference in rate between sprinkled and
unsprinkled property is, in most cases, 40 per cent.
16. Rating organizations—The making of the rate
of fire insurance is the difficult problem connected
with the business. 'This work is done today almost
entirely by organizations which are known as rating
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organizations. They may cover a single city, as Chi-
cago, New York, Philadelphia, Baltimore, Boston,
Washington, or a state or group of states. The area
embraced depends largely on the local conditions and
the volume of business that is to be handled. The
making of this rate in the cooperative way is one of the
things which the business of fire insurance finds nec-
essary to its existence, and at the same time it is one
of the things which the insured is inclined to view with
the utmost suspicion. It exposes the business to the
epithet “trust” and similar names.

REVIEW

Define insurable interest as it affects real property.

Name four methods of conducting fire insurance.

What is included in the application for a policy?

What is the purpose and scope of the inspection of the prop-
erty? :
What do you understand by minimum rate? By specific
rate? Of what advantage is the minimum rate?

How is the key rate under the Universal Mercantile schedule
determined ?

How are the charges and credits under the Universal Mercan-
tile schedule figured ?

What elements affect the rate under the analytic schedule?

What is made the basic rate?

How are devices intended for fire protection tested?



CHAPTER XVI
FIRE INSURANCE POLICIES

1. The Policy—The insurance policy today is al--
most entirely standardized and based on either the
standard policies prescribed by the State of Massa-
chusetts or the State of New York. The importance
of New York as a commercial commonwealth has
caused the New York form to be very widely adopted,
altho it is later in date than the Massachusetts stand-
ard.

The standard policy is lettered from A to F for the
first six lines and thereafter in numerical order for
convenience of reference. The first six lines read as
follows: '

In consideration of the stipulations herein men-

tioned of §. ... premium does insure ....... . ...
for the termof ........... from the ... .00 o
dayof .......... 19..,atnoon, tothe. .. ......
dayof ............ 19..,atnoon .. ..v.. i

against all direct loss and damage by fire except
as hereinafter provided to an amount not exceed-
ing $...... to the following described property
while located and contained as herein and not else-
where, namely, ete.

A few points in connection with the opening will

be noted: (1) The consideration is not merely the
‘ 917
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premiums paid but the stipulations which are a part

of the policy. (2) The courts have decided that the
noon specified is that of local time and not standard
time, but in Massachusetts there is. a special statute
which fixes the time as standard. (8) 'The insurance
is against direct loss and damage by fire. Direct loss
and damage means not merely damage from the flame
but also from smoke and water. (4) The company
desires at all times to have the most definite knowl-
edge concerning the property it insures and the lo-
cation is of primary importance. Therefore, unless
the policy is what is called a floating policy, it will
apply only where the property is in a special location.

From the point given the policy is numbered line
by line. 'The general tenor will be gathered from the
comments made. The first ten lines set forth briefly
the limit of the company’s liability which cannot be
more than the face value of the policy, or the actual
cash value of the property destroyed by the fire, in
case this is less than the face value.

Cash means the nearest approximation that can be
arrived at, between the company and the insured, as to
the amount of cash that will make the insured whole
at the time the loss has occurred. The value of the
goods destroyed may have been more at the time of
the fire than when they were purchased. The in-
sured is entitled to a settlement at the value at the
time of the fire. The value may have been less and
if that is the case the settlement must be on this lower
value. It is not intended that the insurance policy
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shall do more than indemnify the insured. It aims
to make him whole and to put him in as good a posi-
tion as he was before the fire occurred, but not in a
better one. : : '

2. Restrictions.—The standard policy provision is
made for insuring certain classes of property which
the company may be willing to insure, or for granting
certain privileges which the company may be willing
to grant, but about which it wishes to have exact
knowledge.

Lines 11 to 30 contain provisions making the policy
void if certain things are done or exist without the
consent of the company. Briefly summarized they
are as follows: (1) If there is other insurance; (2) if
the plant is a manufacturing establishment and it is
continued in operation later than ten at night, or if it
cease to be operated for more than ten consecutive
days; (3) if the hazard is increased without notifying
the company; (4) if mechanics are employed more
than fifteen days at one time for repairs; (5) if the
interest in the property is not sole ownership; (6) if
the insured property stands on ground not owned in
fee simple by the insured; (7) if the property insured
is personal and there be a chattel mortgage; (8) if
foreclosure proceedings are commenced and notice of
a sale given; (9) if there is a change in the title other
than by death of the insured; (10) if the policy is as-
signed before a loss without notification to the com-
pany; (11) if illuminating gas is generated within
the property; (12) if benzine or similar oils are al-
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lowed on the premises; (13) if the building is vacant
or unoccupied for ten days.

Each of the conditions above specified renders the
property more hazardous than is contemplated in the
usual run of risks. The company may be quite will-
ing to grant the privilege for any or all of these con-
ditions. As a matter of fact many are granted as a
pure matter of form but it is very necessary that if the
insured wishes any of these privileges, the policy con-
tain the proper indorsement. Such indorsement is
obtained by “riders” which the agent attaches to the
. policy. ‘

8. Non-liability.—Lines 81 to 35 mention causes
such as invasion, insurrection or other circumstances
when there is a suspension of the real civic authority
from which, if losses occur, the insurance company is
pot liable. 'These lines also include the much vexed
problem of loss from explosion. The policy provides
that the company shall not be liable for loss by ex-
plosion unless there is a fire, and then only for the loss
caused by the fire. It is needless to point out the
difficulty of separating the two forms of loss.

Lines 86 and 87 make provision that the insurance
shall immediately cease if the building fall. The com-
pany insures a complete construction and not a mass
of rubbish; hence this provision. ~

4. Non-insurable items.—Line 88 gives a list of
items such as accounts, bills and currency, which the
company may not insure. The difficulty of proving
the loss in the case of money will be self-evident. 1f
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they could be insured the temptation to have such
losses would be possibly too much for human nature.
Many of the other items such as accounts and evi-
dences of debt have no real insurable value; they rep-
resent a certain legal right to property, a right which
exists altho the evidence may be destroyed.

5. Specific items.~—Lines 39 to 41 take up a set of
items which the company may insure but which must
be mentioned specifically patterns, curios
and things of that character. In the case of patterns,
there is the susceptibility to damage coupled with the
fact that in many cases they may represent a value
utterly disproportionate to the rest of the plant, as in
the case of an iron foundry. The common practice
in connection with patterns is to limit the insurance to
not more than ten per cent of the face value of the
policy. This is probably not a necessary procedure
where the property is insured for its full value or
80 per cent of its value.

The latter part of lines 41 to 44 provides that no
loss shall be paid by the company if the property is
damaged or the loss increased thru a eity ordinance.
In some cases, where a city ordinance forbids the eree-
tion of a frame building in a certain section of the
city, so that when a frame building is destroyed or
damaged by fire it may not be rebuilt in the same ter-
ritory, provision is made for this form of loss, but it
is questionable whether it is-a loss that is properly in-
surable under a fire policy. If the insured is obliged
to erect a building of better character than the one




952  INSURANCE

he lost, then he has the value in the better building.
In other words, it is not a loss that he has suffered.

6. Cancelation.—1In lines 51 to 55, it is stipulated
that the contract may be cancelled by either party—
by the insured immediately, and by the company if it
gives five days’ notice. If the insured cancels the
policy the company retains what is called the short
rate, which is a higher percentage of the premium than
the pro rata return would be. For instance, a policy
written for one year would on a pro rata cancelation
call for a return of six months’ premium to the in-
sured if the company were to cancel in that time, but
if the insured cancels the policy, the company is al-
lowed to retain 70 per cent of the actual pre-
mjum.  The five days’ provision means five days
from the receipt of the notice; and it is customary for
the company, in order to be positive that the cancela-
tion notice is received, to send it by registered mail.
The framers of the policy intended that, after the com-
pany has sent the cancelation notice, the insured
would return the policy, and that the unearned pre-
mium should then be sent. The New York Court of
Appeals has decided that the unearned premium must
‘be tendered to the insured with a notice of cancela-
‘tion, but this has not been the decision where the ques-
tion has gone to the United States Courts. It has
never been taken up to the Supreme Court, but the
Circuit Court has rendered an opinion that the return
premium need not be tendered with the cancelation

“notice.
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7. Mortgages—Lines 56 to 59 provide that if there
is a mortgagee interest, that interest shall be subject
to the provisions of the mortgagee clause. Less re-
sponsibility is placed on the mortgagee than on the
mortgagor. The mortgagee, after all, has only lim-
ited rights in connection with the property and so
should not be held to the same degree of responsi-
bility as the owner or mortgagor. It would be im-
possible, of course, to secure loans on property with-
out a prohibitive rate of interest if the lender were
held to the same degree of responsibility as the bor-
rower. - Hence, it has been necessary to make a modi-
- fied degree of responsibility to fit the conditions of the .
mortgage interest. L

8. Removal cover—The insured is responsible for
the proper care of his property during a fire as much
as he is before a fire occurs. If prudence makes it
necessary while a fire is burning to remove the prop-
erty which is undamaged, the insured may do this and
have the benefit of insurance for five days on the prop-
erty so removed to a new location. This is a salutary
provision which the policy makes for the parties, to
encourage the insured to take care of the property.

9. Procedure in loss settlements—Beginning with
line 67, down to and including 107, the procedure,
in case a loss occurs, is given. This procedure may be
epitomized briefly under fifteen different heads.
They are as follows: (1) Immediate notice must be
given of any loss.  The notice must be in writing and
the word “immediate” has been considered by the
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courts to mean reasonable promptness under the cir-
cumstances of the case. (2) The property must be
protected from further damage. (3) The damaged
and undamaged personal property must be separated.
(4) It must be put in the best possible order. (5)
A complete inventory must be made. (6) Within 60
clays from the date of the fire, a complete statement
raust be made to the company as to the time and
crigin of the fire. This statement must be in writing
and signed and sworn to by the insured. (7) He
raust set forth his interest and that of any other parties
in the property. (8) He must set forth the cash
value of each item and the loss incurred. (9) He
rust state any incumbrances on the property that
exist. (10) He must furnish a complete list of the
insurance whether valid or not. Policies may be is-
sued whose issuing companies are now insolvent or out
of business on the property, but if they have not ex-
pired by time limit, they must be set forth just the
same as those policies which are in good companies.
(11) The insured must have a copy of the description
and schedules in all policies.  (12) He must notify
the company of any changes of title to the property,
or in its use or occupancy. (13) A complete state-
~ ment as to who were the occupants of the building at

the time of the fire, must be given. (14) If called
upon he must verify the plans and specifications of the
building and machinery. (15) A certificate from a
magistrate or notary public may be required, setting
forth the fact that he has examined into the circum-
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stances of the fire and 1t is his belief that the loss sus-
tained is an honest one. This is not usually reqmred .

at the present time.

This list of the duties which are placed upon the in-
sured may seem somewhat formidable but they are not
really so. The insurance companies are in business
for the purpose of meeting their obligations and ob-

stacles are not placed in the way of a just settlement
with the insured. No company could afford to do

otherwise because it would soon be obliged to retire -

from business.

10. Forms.—Between the first six lines and line
No. 1 in the average policy, there is quite a blank
space. - This space is commonly known as the space
for the “form.” 'The form is a description of the

property that is to be insured under the policy in ques- -

tion. It should also be borne in mind that, where
the insured employs a broker or prepares the form
himself, the use of ambiguous language will be con-

strued against him and not against the éompany .

Two examples of forms are given below:

(1) -On Household Furniture, useful and ornamenta,l Beds, -
Bedding, Linen, Wearing Apparel, Plate, Plated Ware,

Chandeliers and Gas Fixtures, Printed Books and Music,
Pictures, Paintings and Engravings, and their Frames (at
not exceeding cost price), Bronzes, Statuary, and other

works of Art, and objeets_of Vertu, Pianofortes and other

Musical Instruments, Secientific Instruments, Scwmg Ma-
chmes, Mirrors, Watches, Diamonds, and all other Jewelry

in use; Fuel and Family: Stores, Tools, Bicycles, Guns and

other Sporting Implements, and Utensils, the property of-

the Assured, or any member of the Family.
XVIII—18




(2) $......0n household furniture and dther‘péfsbnd‘lfk: ,
property usual to a dwelling, but excluding accounts, bllls, ;
currency, deeds, evidences of debt, money, notes or securi-

ties; all ‘while contained in the....... ... ... .bulldmg . k

while occupled as. .. L Ll e cesii situate. .. i

e T L e e e s e e e e e e e e e e e e e e e T e e T

Permission is granted to use kerosene oil stoves, to be filled
by daylight only; also to keep on hand not exceeding one
quart of gasoline, benzine or naphtha for household use, but
the use of gasolme, benzine or naphtha for cooking, heatmg
or lighting is prohibited unless special permission is en-
dorsed hereon.

Permission is given for mechanics to be employed for ord}—
nary alterations in the described premises, but this shall not
be held to include the constructing or reconstructing of the =
building or buildings, or additions or the enlargement of the '
premises. :

Permission granted for the building to remain unoceupxed
a portion of each year. :

The first represents the style where many words are
used and the second represents a modern attempt to
reduce the language to the least possible limits. Ttis
doubtful, perhaps, whether the language in the latter
is quite sufficient to meet the conditions of the star'ldf o
ard policy, but these two are furnished as illustrations
for comparison. ,

11. Clauses.—There are certain fundamental pro~

visions which both parties to the contract may be will-

ing to embody in the _pohcy A good illustration of

this is the matter of coinsurance. The state provides

that the policy may be written under the terms of coin-
_surance, but if so, that the clause which expresses this
fact must be the one provided by the state.
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12. Average clause—The standard clause in use

with the New York Standard Policy, where the policy -
is issued with the understanding that the insured shall

carry insurance for a certain percentage of the prop-
erty, usually 80 per cent, reads as follows: :

This company shall not be liable for a greater praport}én :

of any loss or damage to the property described herein than '

the sum hereby insured bears to .............. . ... per-

centum (....%) of the actual cash value of said propel’ty - .

at the time such’loss shall happen.

“If the insurance under this policy should be divided into
two or more items; this average clause shall apply to each -

item separately

The important thing in the consideration of this
part of the contract of insurance is not the language
but the thing itself. A gleat deal of misapprehen-
sion exists as to the true aim and purpose of this part
of the insurance contract. The clause makes it ob-
ligatory upon the insured to carry insurance equal to
a certain percentage of the value of the property.
Ordinarily this is fixed at 80 per cent. Sometimes in

sprinkled risks it is fixed at 90 per cent; very rarely -

at 100 per cent. There is a common error of sup-

posing that if the policy has the 80 per cent average ;,
clause attached it means the insured will collect only

80 per cent of the amount of the loss. If the insur--
ance equals the amount called for, the clause will have

no effect in settling the loss. Perhaps an illustration

of the effect of a clause in an actual case will be better
than any words of explanation. The property is
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‘ valued at $10 009 and insured W}th the 80 pe cen

~ ¢lause which makes it obligatory on the insured to

carry $8,000 of insurance. The property is damaged .
to the extent of $4,000 by a fire. When the policies

are brought in, it is found that the insured has $8,000

worth of insurance and so will receive the full amount

of his loss, $4,000. Let us suppose, however, that
~ when the policies are brought in for checking up, the ‘

insurance carried is not $8,000 but $6,000. Now
this $6,000 is three-fourths of the amount which the
insured agreed to carry and therefore he has failed
by one-fourth to fulfil the obhgatlon which he as-

sumed, he will fail to recover his loss in the same pro—' o

portion at the settlement. Instead of recovering
4,000, the amount of his loss, he will recover $3,000
which is one-fourth less than the amount of the loss.
The whole aim of the average coinsurance clause is
0 make sure that practically the whole body of prop-

erty that may be subject to a loss, is covered by a pol-
icy of insurance. The fire insurance business has for

many decades been Working to the point where a ﬁ;xed
percentage of insurance is called for. ; ;
13. Premium.—The policy implies that the pre-
mium is paid as soon as the policy is issued. As a
matter of fact, however, custom governs the payment

of the premium. On an average thruout the United '
States there is usually a credit of two months. Like
all other commercial transactions some credit prob-

ably would be necessary. Insurance may be wanted
on any day during the month by the busy merchant,
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but as in the case of purchases, he would not expect

the bill to be rendered until at least the first of the
month. The policy, therefore, whether the premmm‘”
be pald or not, may reasonably be expected tobein
force when it has passed into the possession of the in-
sured. If the premium is unpaid the cancelation no-

tice must be furnished in the same way as tho the
premium had been paid. The fact that the company

has waived its right to immediate payment of the
premium will not enable it to deny liability if a loss o

oceurs.
14. Loss settlement.—We have set forth on p1evx-

ous pages the steps which the insured must take in o

the event of a loss. These need not be recapitulated.
The person who settles the loss for a company is called
the adjuster and for strictly business reasons, e even if
it had no higher motive, the company has every in-
ducement to make its loss settlement promptly, equi-
tably, and we might almost say, liberally. Neither
agent, broker nor insured would wish to do business
with a company that was a laggard in settling its
losses. Hence it follows that a company cannot af-
ford to be behind in any one of these things, if it hopes
to continue in the business. The losses under fire in-
surance policies are settled in 99 per cent of the cases
without the necessity of going to court. The manen-
gaged in fire insurance, like the merchant, knows that

to continue in business, he must pay his bills and he

does so.
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REVIEW -

- A owns a house in your city. - He goes away for six weeks,
~ leaving it unoccupied. The house is insured and no riders are
attached  to. the policy. A fire occurs during Ius absence
Does his policy cover the loss? ,
In the preceding question, if A had- employed workmen to
make extensive repairs during the time he was away would Jour
answer be different?  Why?
Outline the steps to be taken by the insured in case of a loss :
What is the application of the average clause? :

X ‘and Y are engaged in the manufacturing busmess x

owns the factory and Y is a secret partner in the business.

Insurance is taken out on the factory and stock. X is given as S
the owner. In case of fire will the company raise any objec-

tion: to paying the loss on either factory or goods? ,
What is the reason underlying the provision that answers thei o
preceding question? :
X takes out a policy on his house. Five months Iater hc sellﬂi :
the house to Y and Y immediately - conveys it to X’'s wife,
Mr. X wishes you to take a mortgage on the property What’
do you wish to know about the insurance policy? o
What will you instruct your agent to do thh the pohcy?




CHAPTER XVII

MARINE INSURANCE

1. Purpose and service of marine insurance.—The
purpose of marine insurance is to indemnify the loss
of ship, eargo, freight charges and anticipated profits

when caused accidentally by any of the numerous per-

ils connected with navigation. Without such protec-
tion commerce could not become general and continu-
ous, and would at best be a highly speculative if not a

gambling enterprise. . Few would care to risk their
fortunes, except with the prospect of abnormal profits,

_in enterprises surrounded by so many risks as are mer-

cantile ventures were it not for underwriters who are

willing for a definite consideration to assume the con-

sequences of such risks and who, by thus removing the
sense of fear, make the shipping industry one of cer-

_ tajnty instead of uncertainty. The universal use of -

credits in mercantile transactions and the small mar-

gin of profits on which business is usually conducted

make marine insurance an absolute necessity to the
shipowner and the over-seas merchant. In fact the
size of the premium itself is often the deciding factor
as to whether or not a mercantile venture will be un-
~dertaken. o

Vessel owners need marine insurance as protection
261 ,
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agamst the loss of their vessels and of fl elght charges : -

that have not been collected in advance,  Since most-,f -
~ cargoes are financed with botrowed funds and since .
~vessel owners can rarely be held responsible, it is also -

absolutely necessary that shlppers and consignees

should be secured against marine losses. They may
be further dependent upon insurance for the reim-
bursement of (1) lost profits because goods do not -

reach their destination, and (2) prepaid or collectible

freight on lost or damaged goods, because bills of lad-

ing issued by ship lines usually provide that “freight

prepaid will not be returned, goods lost or not lost,”
and that “full freight is payable on damaged or un-
sound goods.” Creditors, likewise, are vitally inter-
ested in the protection of goods against which they
_have a lien, and for this reason a marine policy or

certificate always accompanies a bill of lading or a ’~
foreign bill of exchange By enabling all these in-
terests in a marine venture to eliminate the element of

uncertainty, marine insurance enables business to be -
conducted on a much smaller margin of profit than -
could otherwise be the case. Vessel owners,ne loneer

obliged to accumulate a fund to meet an uncertain
hazard, will be willing to give their service for a rea-

sonable freight charge. Merchants will now be i ina -

- pomtlon to handle all kinds of goods on a narrow mar-

gin of return; while creditors, their task being greatly
reduced, can afford to be more liberal in the making

of large loans at greatly reduced rates of interest.

From every viewpoint marine insurance, by changing ;
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uncertamty into certamty, constitutes a material fac-' ’:

tor in reducing the cost of conducting marltlme com- -

merce. .
2. Types of underwriters.~—Five leadmg types, ,‘ f?
_insurers (or plans of insurance) furnish marine in-
surance today, namely: (1) individual underWrife'r's:
organized into so-called Lloyds Associations; (2)

marine or fire-marine companies, the former doing a |
marine insurance business exclusively and the latter
writing fire insurance in conjunction with their ma-

rine business; (8) self insurance; (4) mutual sh:tpﬁ
owners’ associations; and (5) Government plans.

- 8. Lloyd’s—Individual underwriting of marine

risks is best illustrated by the corporation of Lloyd’s,
or London Lloyd’s as it is commonly referred to.

The great importance of this Association from an in-

ternational standpoint justifies a brief explanation of
its organization and purposes.  Although dating back
to the middle of the Seventeenth Century, Lloyd’s did
not become an incorporated body until 1871. The

act of incorporation states that the Association existe L

for the purpose of conducting an insurance business,

of protecting the commercial and maritime mterestsj
of its members, and of collecting and disseminating

information pertammg to shlppmg Relative to the

first purpose, Lloyd’s is an insurance exchange Wlth’ .

some four hundred underwriters as members. No
risks are assumed by the Association as a corporation;
instead, all business is underwritten by the members

in their individual capacity. No responsibility is as-
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- smned by the corporatlon for the solvency of its memx-‘:fj?

~bers, and it only aims to provide them with proper

facilities for the conduct of their busmess, to limit ad- ;
_mission to persons of recognized standing, and to safe-
gnard transactions by the rigid enforcement of rules

~and regulations. As long as there is compliance with
its regulations, members are free to do as much under-

writing as they like and may pursue any kmd of -

surance they choose.

4. Making a contract at Lloyd’s—To effect insur-
ance at Lloyd’s the insurance broker must pass be-
fore the desks allotted to the several underwritersand =~
place before them his proposal of insurance, com-

monly called the “slip,”” containing the essential par-
ticulars of the risk he desires to place. Any under-

 writer who may desire to accept will sign his initials

on this slip, at the same time indicating the amounts ‘
that he is willing to accept for himself.  This amount
is usually not very large since underwriters prefer to

spread their business over many risks in order to se-

cure greater certainty thru the operation of the
law of average. Accordingly, it frequently happens

that a large risk may be assumed by as many as fifty .

to seventy-five underwriters. Later, when the policy
is issued, each of the accepting underwriters will sign
the same and again indicate after his name the amount
of his individual liability. To save time in placing
insurance among so many individuals, it may be
~ added, various groups of underwriters have organized

~ themselves into syndicates with a syndicate manager
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who is authorized to accept a certain volume of in.
surance which is then apportioned among the mem-
bers as per the terms of the syndicate agreement.
~ But tho the syndicate manager accepts the insurance
for the group, the policy is later signed by aH the
underwriters separately. =
5. Lloyd’s information service—Intelligent under-, =
writing at Lloyd’s requires prompt and detailed ship-
ping news. To serve its members in this important
respect, Lloyd’s is represented by agents at all the
leading ports of the world. ~ All maritime news of im-
portance is promptly cabled to London headquarters k
and is then distributed to Lloyd’s underwriters or to
such insurance companies or commercial bodies as
may be subscribing members. Various shipping pub-
lications are also issued by the ‘Association as fol««
lows: ! dand

"1 Publication of Lloyd's List and The Index was suspended during the
war.  Formerly - Lloyd’s also pubhshed “Lloyd’s Register of British
and Foreign Shlppmg,” a_volume enjoying a world-wide use in insur-
ance, shipping, and commercial offices. At present, however, this puh— :
lication is issued by the Society of Lloyd’s Register, a separate organi-
zation representing not only the corporation of Lloyd’s but insurance
companies, ‘ship owners’ associations. 'and  other commercial bodleS.‘
This famous pubhcatmn furnishes a statement of the general character

" ‘all 'vessels in the British marine of not less than 100 tons, besides

“erous vessels of other nations. ~Among other information, it states

‘name, materials of construction, and state of repairs of the vessel,
“limensions, registered tonnage, and general equipment, the date and

se-of ‘construction and by whom constructed, the name of the OWners, b
. port to.which the vessel belongs, the date of: the last survey, and :
“name of the master and the date of his appointment. =
“Similar- classifications ‘of vessels have been organized in France, Ger—

‘any, Austro-Hungary, Holland, Norway,. Italy, Greece, and the United

dates. In the United States we have the “American Bureau of S}upé

ring;” the “United  States ‘Steamship Owners’, Builders’ and. 11

sriters’ Association,” and the “Inland Lloyd’s of the United States”




INSURANCE

; (a) Lloyd’s List. —The official daily puhhcatmn of" "f
: kthe corporation, contaumng shipping news as cm,_l -

rently received.

(b) The Indem—A detailed list of Brltlsh and .
foreign vessels showing their condition and location
‘according to the latest reports. This publication is
not only open to inspection at Lloyd’s but is also avall-, o

able to subscribers.

(¢) Register of Captains—A Dbiographical dic-
tionary, containing a record of the service and pro-
ﬁmency of the certified commanders of the Brmsh‘k

marine,

~ (d) Record of Losses —Frequently called the' .
- #*Black Book.” : .
6. American insurance. ——~Wh1}e members of Lon—'
o don Lloyd’s underwrite a considerable portion of this
_ country’s marine insurance, by far the largest share -
of American business is transacted by insurance com-

panies. Under this plan the liability is assumed by
the corporation as distinguished from individual un-

derwriters. Some of the large steamship companies
. ’fpractlce self-insurance, i, e. insure their own risks

under an insurance fund especially established for

the purpose. Usually, however, this plan is limi
 to the less valuaBle items of the company’s prope
 and is not extended to very costly vessels wher:

single loss may prove so large as to seriously imp:

or exhaust the fund. Moreover, the plan may 1
 safely used only where the corporation’s vessels ar

sufficiently numerous to enable the law of averages t
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apply. Other vessel owners, particularly in Great
Britain and European countries, have seen fit to ob-
tain their marine insurance thru the creation of mu-
tual ship owners’ associations. These are essentia

“assessment associations, the several members being

assessed from time to time, usually in proportion to
the insured tonnage, to meet the payment of current
claims. : s e
7. War hazards and government insurance.—To
meet the enormous war hazard of the last few years
various nations have organized government plans of
insurance. Thus the British Government has for
some time extended insurance to American ship own-
ers and merchants. As a result of the submarine
menace, marine insurance rates reached such a high
level as to seriously interfere with the profits of Amer-
ican exporters and importers. It was to meet this
emergency that the British Government offered to
assume ‘the hazard at a rate much below the actual

cost of the insurance. No doubt the Government

was willing, because of the necessity of maintaining
the overseas trade, to furnish the insurance at a loss.
The Bureau of War Risk Insurance of the United

States Treasury Department: furnishes another ex-

ample of government marine insurance for the as-
sumption of the war risk of vessels, cargoes and

freight moving under the American flag. Since the
creation of this Bureau on September 2, 1914, a total
of $800,000,000 of insurance has been issued and at
the begining of September, 1917, the net amount at
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risk i;ms $165,700,000. The profitableness of the
plan is indicated by the fact that premiums received

by the Government up to September 6, 1917, exceeded «
 $25,000,000 while the known losses on that date
 reached $15,700,000.

8. Types of policies.—Probably no class of msur—j

~ ance presents such a large variety of forms of policies
as marine insurance. Thus, classified according to

“the subject matter insured, there are so-called “hull
policies,” “cargo policies,” “lighterage policies,”
“vacht policies,” “fishing policies,” “builders policies,”
ete. A comparison of these numerous policies shows

the printed form to be substantially the same altho -

certain differences are found which adapt the contract
to the particular character of the risk insured.

Again, classified with reference to the method of :
assuming the risk, policies may be “voyage” or
“ime,” “fHoating” or “named,” and “open” or “val-
~ued.” A voyage policy covers the risk for a single
voyage, as from New York to Glasgow, as distin-
guished from a time policy which covers the subject

matter for a specified period like a year. Floating
policies cover cargo carried by any vessel or vessels, -
altho the type or class of vessel to be used and the
limits of the voyage are usually described. Such

‘policies are especially useful to importers who usuallyf
order their goods long in advance and frequently are
‘not advised of the shipments until after the goods have

 been started. As soon as the name of the vessel be-

comes known, however, this information is declared to
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the underwriter, thus making the policy a ‘“named”

one. Under an open policy the value is left opento
be ascertained when the shipping documents are re-
ceived, whereas a valued policy stipulates some ag1 eed, =

value to the property insured.

* Special mention should be made of the open pohey

cargo form,” under which probably 90 per cen’g
cargo insurance is written. Altho specifying the

ports to or from which the goods are to be insured,
the date when the insurance commences, the desemp—”‘ S
tion of the cargo and the method of its valuation, and

‘the underwriter’s limit of liability by any one steamer,
this form of policy does not contain a termination

date, altho cancelation by either party is usually per-
mitted, subject to thirty days’ notice. Under this ar-

rangement the insured must report all shipments to

the underwriter and pay all premiums thereon as pro-
vided in the rate schedule attached to the contract.

The benefit of such an arrangement to merchants, who

cannot always be posted as to goods consigned to -

them and who would therefore constantly labor under
the anxiety of loss before receiving knowledge of the
shipment, must be apparent.
Besides offermg the advantages connected thh“
open policies, marine underwriters furnish so-called
“marine certificates” which serve a very useful pur-

pose to exporters and bankers. Under this arrange- '

ment exporters may themselves issue certificates con-
taining the essential provisions of the policy against
which they are issued. The commercial usefulness of




" ’,‘-thns devme is Well set forth by one leadmg companf
in the foﬂowmg statement:

: “Their use has been occasmned by the demands of bankers
~ and merchants for some kind of negotiable insurance docu-
ment, which is immediately available and can be issued with-
out any delay, so as to permit forwarding along with other

_sh'pping papers, thus facilitating banking and other com-

mercial purposes, 'They are usually issued in sets of th e .

each, and are not valid unless countersigned by someone so

‘authorized by the company. The original is sent forward L
with the other shipping documents, the duplicate retained

as the office record of the assured, and the memorandum copy
sent to the insurance company as an insurance declaration.

~ The use of certificates of insurance also promotes dispatch in
the settlement of losses occurring abroad, since besides their

function as certificates of insurance, they show in addition

the essentlal clauses of the contract, and our forelgn settling

. ~ agents are thus enabled to pay claims without referrmg to:

the terms of the original policy.”

; 9 Geneml nature of the risk assumed —The open-
ing words of the policy are devoted to a general de-

semptxon of the subject matter insured. When in- ,
surmg vessels the policy usually contains the follc)w- .

ing m’croductory Wordmg

“by the .....iienis insurance company, or account of

........ in case of loss to be paid in funds eurrent in the
,Umted Statesto ... oo ,lost or not lost, at and from

(bere follows the insertion of the voyage or the terms of

the insurance). If on a passage on the expiration of the

term, with liberty to the assured to renew the policy for one,
two or three months, at the same rate of premium, if ap-
plication be made to the company on or before the expira-




~tion of the first term. The,risk,jhowevér, is to terminate at
_any port at which she may first arrive during the said ex-
tended time, on her being moored therein twenty-four hours
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in good safety; a pro rata premium to be returned for each
entire month not entered upon of the extended time, there
being no loss or other claims made, = (Here usually follow
certain agreements) . . . upon the body, _tackle, apparel

and other furniture of the good .. . called the (name of
e

LY

vessel) whereof is master for this present voyage —
whoever else shall ‘go for master in the said vessel, or by
whatever other name or names the said vessel or the master
thereof, is or shall be named or called. : o
And it shall and may be lawful for the said vessel, in her
voyage to proceed and sail to, touch and stay at, any ports
or places, if thereunto obliged by stress of weather or other
unavoidable accident, without prejudice to this insurance.
The said vessel, tackle, etc., hereby insured are valued at

.............. without any further account to be given

by the assured, to the assurers, or any of them, for the
same.” 5

* In the case of cargo policies, while the form is simi-
lar to that mentioned above, the following provision
is usually inserted with reference to the beginning

erty:

Beginning the adventure upon the said goods and mer-
chandises, from and immediately following the loading thereof
on board of the said vessel, as aforesaid, and so shall con-
tinue and endure until the said goods and merchandises shall
be safely landed as aforesaid. . . . The said goods and mer-
chandises, hereby insured, are valued (premium included)
at.ees o e r e 2 ‘

In examining the above wording, the first feature

to attract attention is the expression “lost or not lost.”
XVII-~19 ,

and ending of the risk and the valuation of the prop- -
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"This phrase is intended to cover those cases where in-

surance is desired on a vessel or cargo which may be
~ overdue and unheard from, or where goods may be
exposed to marine perils before the consignee has
knowledge of their having been shipped. Under this
phrase the policy will cover the vessel or cargo altho
already lost or damaged at the time the insurance is
 effected. But to make the insurance valid it is essen-
tial that the underwriter must be given all the known
facts and that the insured does not conceal any un-
favorable knowledge concerning the condition of the
risk to be covered. -

- The importance of good faith on the part df"f‘t'he, .

Jirsured when negotiating marine insurance cannot be
overemphasized. Not only is the communication of
all material facts known to the insured and which he
feels would influence the judgment of the under-
writer in accepting or declining the risk or in fixing
the premium an implied condition in every marine
insurance contract, but it is absolutely essential, since
wager policies are illegal, that the insured should pos-

sess an insurable interest in the property covered by

‘the policy. Moreover, certain unwritten understand-

ings—commonly known as “implied warranties”—are

presumed to: exist altho nowhere specifically men-
tioned in the policy. Thus it is understood that the

vessel must be sea-worthy in all respects (as regards

the hull, machinery, supplies, efficiency and sufficiency
of the crew, etc.) for the intended voyage at the time
of starting. It is also always assumed that the vessel
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will proceed on her voyage without undue delay or
deviation from the usual route or usages of trade.
Again, it is presumed that the venture is alegalonein
all particulars. ‘ L

Turning next to a consideration of the statement of

valuation as expressed in the policy, we meet with one -
of the chief differences between marine insurance and =

fire insurance. Fire insurance companies, unless
compelled otherwise by so-called “valued policy” stat-
utes, are only liable for the actual cash value of the
property at the time the loss or damage oceurred.
The face of the policy merely indicates the maximum :
liability of the underwriter, and the value of lost or '
damaged property is settled after the occurrence of
the loss either by mutual consent or by appraisement

under the terms of an appraisal clause contained in .

the policy. In marine insurance, however, it is the
general practice to have the insured and the under-
writer agree in advance that the insured property
shall, in case of loss, be paid for at an agreed valua-
tion. As a result one of the leading sources of frie-
tion between underwriter and insured under fire pol-
icies is eliminated in marine insurance. As one lead-
ing marine underwriter has recently stated:

The wisdom of this provision is indicated by the fact f;hai; :

in all my experience of twenty-five years in the marine busi-

ness T have yet to see a suit between a marine underwriter
and his assured about the valuation of goods or other in-
sured property in case of loss, and I think this is solely

due to the fact that before the adventure is undertaken, :
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the value is agreed upvm and that source 9f fmctmnfre o
‘ fxrovedl =

10. The perils eovered bg the palzcy ——-Foﬂowmg '

~ the general description of the risk assumed, the pﬁhcy -

enumerates the many perils against which insurance is

granted, and in this respect presents another contrast
to fire insurance where but one hazard is covered.

This so-called “nsks and perils” clause usually reads

as follows: ‘ L

Touchmg the adventures and perils which the said Insur- .
ance Company is contended to bear, and takes upon itself
in this voyage, they of the seas, fires, men-of-war, enemies,
pirates, rovers, thieves, letters of mait and countermart,
Su rprisals, takings at ses, jettison, barratry of the master
and mariners, unless the assured on cargo be a part owner
of ‘the vessel, arrests, restraints and detainments of all kmgs,
~ princes and people of what nation, condition or quality so- ,,
ever and all other perils, losses and misfortunes (illicit or
contraband trade excepted in all cases) that have or shall
come to the hurt, detriment or damage of the sald guods
ard merchandlse or any part fthereof

Many of the aforementioned risks are self—explan—
 atory, while others, altho important at one time when
travel and means of communication were slow, have

become relatively unimportant thru modern improved '

appliances. Four of the perils mentioned, however,
should be briefly described, namely, “perlls of the
sea,” fire, jettison, and barratry.
The first has been defined as including

1Ben3amm Rush: A Brief Hlstory of Marine Insurance with an
]lxplanatxon of the ordinary marine cargo form, 1916, p. 11. ;
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all marine hazards and casualties resulting from the violent

action of the elements as distinguished from their silent,
gradual influence upon the vessel, and embraces all kinds of
marine casualties . . . and every species of damage to the
ship or goods at sea by the violent and immediate action.
of the winds and waves not comprehended in the ordinary
wear and tear of the voyage, or directly referrable to the
acts and negligence of the insured, as its proximate cause.t

9.

Accordingly, the term “perils of the sea’ would
cover all loss or damage to vessel or cargo occasioned
at sea from foundering, grounding, stranding, col-
lision, and straining of the vessel in heavy weather.
The term, however, does not embrace causes of loss
which are incidental to all navigation, such as ordinary
wear and tear by wind and waves and inherent defects
and natural deterioration of commodities. The same
limitation also applies in the case of fire, there being
no liability in case the fire is caused by the damaged
condition of the goods at the time of shipment or by
their inherent defects. Underwriters, however, are
responsible where the fire results from damage sus-
tained following the shipment of the goods, or where
the fire, irrespective of the origin, extends to other
goods (or to the vessel) in no way connected with the
cause, or where, in the effort to extinguish the fire,
irrespective of cause, water damage or other loss en-
sues. The fire hazard is also assumed where by ex-
press agreement or usage the insurance covers goods
while discharged and warehoused at a port of refuge
or to enable the repair of the vessel. -

1 Benjamin Rush: A Brief History of Marine Insurarce, p. 13. '
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o ettlson has reference to “the thro‘mng averboard
of a part of the cargo or any article on board the shlp,
or the cutting and casting away of masts, spars, rig-
‘ging, sails, or other furniture for the purpose of light-

ening or relieving the ship in case of emergency.”'

The act, however, does not involve liability where
occasioned by natural deterioration of commodities or
~ where, unless usage Or express agreement prowdes,'
otherwise, they are carried as deck cargo. Losses,;
such as water damage, unmedlately and necessarily
connected with the Jettison are also borne by the un-
cerwriter.
Barratry of the master and mariner relates to wzlful

and unIa,quI acts, with criminal intent as distin-

guished from mere error or omission, of the master or
crew of a vessel and without the connivance of the

ship-owner. Among the chief offenses coming under

this heading are the scuttling, burning, or wrecking of
- a vessel, the fraudulent diversion of a vessel from its
course with a view to selling it, or the using of a vessel
for smufrghng, illegal trade, or the violation of a block-
ade. Barratrous acts thus refer to. criminal conduct
of those aboard the vessel as distinguished from the
numerous perils arising from the violent conduct of
those not aboard and which are enumerated in the pol—; ‘
~icy under men—of—war, enemies, pirates, rovers,
thieves, letter of mart and countermart, surprisals,
taking at sea, .. . arrests, restraints and detain-
ments.” o
© *Templeman: “Marine " Tnsurance: Its Principles and 'Pfactice,”‘v'

p- 88
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~ After so long an enumeration of perils our curiosity

is naturally aroused by the terminal expression “all
other perils, losses and misfortunes that have or shall
come to the hurt, detriment or damage of the said
goods and merchandise (or vessel) or any part
thereof.” It might appear that this clause was in-
tended to be all comprehensive and to make the under-
writer liable for losses resulting from causes not spe-
cifically enumerated elsewhere. Such, however, is
not at all the case. Since the general terms follow
the specific list of perils, the purpose of the clause is
to make the policy cover all perils which are similar to,
but not necessarily identical, with, the enumerated
risks. Specie thrown over-board to prevent its be-
ing captured or the loss of a steamer thru a boiler
explosion, may not be construed as losses resulting
from capture and fire respectively; yet, under the “all
other perils clause” they may reasonably be construed
as sufficiently akin to capture and fire losses to bung
them within the scope of the contract. It is well un-
derstood, however, that the clause does not cover lcss ,

resulting (1) from ordinary wear and tear, leakageor

breakage, and (2) from inherent defects of the sub-~
ject insured, unless occasioned directly by a sea peril ,
such as decay, dampness, discoloration, moldiness, etc.
Frequently several perils, successively followmg
one another, may be held to have contributed to a
loss, and one or more of these risks may have been ex~
pressly waived by the parties to the contract; or in
other cases facts may be advanced by the underwriter
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 to show that the loss was omgmally occasmned by neg
ligence or some other cause not covered by the policy.

To determine the underwriter’s liability in such cases ‘

s necessary to apply the well-established legal doe-

trine or “proximate cause of loss,” i.e., in order to

determine the insurer’s liability the proximate, as dis-

tinguished from the remote, cause must be ascertained. - ;
The proximate cause, as summarized by Ostrander,

is not. the one which is nearest in time tdthekresult‘im‘lésés -

such cause be independent. That must be regarde'd' as

- proximate which is primary, efficient, the one which is the

-cause of causes. That which is only incidental and con-
tributing is in no sense responsible for the disaster.! :

11. -Marine losses classified—total loss. ——Havmg'
outlined the perils against which marine insurance
grants protectmn, we should next note tha‘c these
~ perils give rise to various forms of losses which are
known by special names and referred to in this man-
ner in policy provisions and special clauses. ‘Thus
there may be a “total loss,” which is either an. “actual”
or constructnfe total loss,” and the latter may involve
the practice of “abandonment.” A partial loss, on
the other hand, may _constitute “general average,’,’ f

“particular average,” or “salvage.” '

Actual total loss refers to those cases where the sub—

- ject matter of the insurance is totaHy destroyed com-

pletely taken out of the possession of the owner, or so
badly damaged as to be of no eommercxal value

1D, Ostrander “Law of Fire Insurance,” p. 365
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“Constructive total loss,” on the contrary, has r‘eféréf ’
ence to those cases where the subject of insurance “tho

existing in specie, is justifiably abandoned on account -

of its destruction being highly probable, or because it
cannot be saved from actual total loss, unless at a cost

greater than its value would be if such expenditure

were incurred.” * A case in point is that of a stranded

vessel uninjured in any serious particular and yet so

unfortunately located as to make the cost of liberation

so high, when compared with its value afterwards, as |

to make the attempt commercially undesirable. Un-
der such circumstances the property, assuming good
faith on the part of the owner, may be “abandoned”
to the underwriters as a total loss. This practice, it

may be added by way of contrast, is expressly pro-
hibited under the terms of fire insurance policies.
Then if the underwriters accept the “notice of aban-
donment,” they will make payment on the basis of a
total loss, and will become subrogated to all nghts in
the abandoned property with a view to possibly reim-
bursing themselves later by a recovery of part or all,,k‘
of the vessel or cargo. ,

12. Partial loss—general average. -—-—Turmng now

to partlal losses, the terms “general average” and
“pa,rtlcular average” require careful definition, be-

cause one or the other may be excluded by the termsof

the contract. To come under the heading of “gen-
eral average” the loss must occur under all of the

1 Templeman:  “Marine = Insurance: Its Prmc;.ples and Pra/ctxce:,
Pp. 45 ; : o




following circumstances: (1) it must result;«,fm@f,,;é;f'/ o
- voluntary sacrifice or an extraordinary expenditure .
to avert an impending peril; (2) the sacrifice must

be made for the common safety of all interests in-

volved, viz., the vessel, cargo and freight; and (3) the

sacrifice or expenditure must produce a successful re-

sult. Water damage to cargo resulting from efforts

to extinguish a fire aboard the vessel, or the jettison-
ing of a part of the vessel or cargo in time of distress,

may be mentioned among many others as typzcal e

stances of this type of loss. Ioss of interest on cap-
ital, demurrage, loss of market, or deterioration thru

delay, however, are not held to be dlrect consequences‘ e

of a general average act.

‘Since the very foundation of the Iaw of generalyfy’, -
cvelage is a common peril, it follows that the loss
should be assessed equitably over all the interests ben-

efiting from the sacrifice, Justice demands that the

owner of goods jettisoned for the benefit of all other

‘parties to the marine venture should not be compelled .
to bear the loss alone.  Instead, all interests involved

should contribute their just share, the ~saeriﬁ‘ced"intér_’ -
est, however, also contributing its proper proportion.

Hence we have the principle, now a part of the mari-
time law of all nations, and in existence even before
‘the Christian era, that all general average sacrifices
should be compensated by making them a charge upon
the value of all the other interests benefited. Thus
assuming the vessel, cargo and freight to be valued
respectively at $800,000, $250,000 and $30,000, z«md
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that $10,000 of the cargo has been Jjettisoned, the fol-
- lowing apportionment of the loss among the several
m‘cerests would occur: '

Total value of $580,000, contributing to a loss of $10, OOO.f -

Property saved ($570,000) . . .contributes 280 of $10,000
Property jettisoned ($10, OOO) contributes ——— of $10 000, ’; -
Vessel (Valued $800,000) ... .. contmbu’ces |
Cargo (Valued $250,000). . .. contribubes of $1O 000

Frexght {Valued $30,000). . contributes 5 D o $10,000
It s 1mportant to note that liability for general
average contributions is fixed by law and is therefore a
matter independent of marine insurance. Should the
risk not be covered by insurance, the owners must o
assume the contributions themselves. Where insur-
ance is carried, however, the liability for the contri-
bution falls upon the underwriter. In case the sac-
rificed property is insured, the underwriter, after pay-
ing the insured value, becomes subrogated to the right
to receive the contributions due from the other m’cer-
ests involved. Space forbids a discussion of the com-
plex problems and varying usages connected with the

of $10; 000 -

determination of the amounts to be collected under

general average, the ascertainment of the several con-
* tributing values, and the enforcement of the pay-
‘ments. Suffice it to say that questions of settlement ;




 have been discussed and regulated at Sevéml’,iﬁ'té

’ tional Congresses, particularly those at York, Eng-

land, in 1864, and at Antwerp in 1877, with the result

that marine policies are often stamped today as sub-‘,

Ject to York-Antwerp Rules. .
13. Particular average—Partial losses resultmgf

from accident, as distinguished from voluntary sacri-

fices, and in consequence of marine perils are termed{
particular average losses. Since they present no sac-
rifice for the common benefit there is no compensa-
tion from the other interests in the venture, and the
loss therefore falls altogether upon the owners or the
underwriters who may have assumed the risk, Sal-

~ vage, on the other hand, has been defined as “the com-
p@nsatmn allowed to persons by whose Voluntary exer- -

 tions the vessel or cargo are saved from damage orloss
in case of wreck, capture or other marine misadven-

ture.” The compensation thus paid is usually appor-
tioned over the Values of the several interests saved in

much the same manner as is the case under general
~ average, and where the contributing interests are ini* -

sured, recovery may be had from the underwriter.
Frequently, in order to obtain a lower rate, the 1 m-g

~ surance may be written “free of particular average,”

thus rehevmg the underwriter from liability for par-

tial losses that do not come within the meaning of

“general average.” 1Inthe same way a policy may be

written free of general average. The most common -
~ forms of particular average clauses are three in num{[ L
- ber, viz.: ’
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(1) The “F. P. A. E. C.” clause, meaning “free of clamx ‘
for particular average English Conditions,” or explained ,
more fully, “free of particular average unless the vessel be

stranded, sunk, burned, on fire, or in collision.”

(2) The “F. P. A. A. C.” clause, meaning ,
ticular average, American Conditions,” stated more fully,

“free of particular average unless caused by stranding, sink- o
ing, burning or collision.” Under this clause the loss must ;
be shown to be directly occasioned by some one of the perils

mentioned, whereas under the first clause it is not essential

to the validity of a claim that the loss or damage should -
‘have resulted directly from one of the specified perils. As-

“free of par~

suming that the vessel was stranded only for a brief period
and without injury to the cargo, that harmless stranding

would, under the first clause, change the policy and the cargo

would for the balance of the voyage be subject to, instead

of free of, particular average, thus making the underwriter

liable for damage occasioned by storm or some other peril

not enumerated in the clause.
(8) The “free of particular average unless amounting
to per cent” clause. Usually three or five per cent is

stipulated, and the loss or damage must amount, to the
stated percentage before a claim can be enforced. This
clause, it will be noted, does not exclude any of the marine

perils, and aims to protect the underwriter against small
losses irrespective .of the cause. : .

14. Other leading policy provisions and clauses.—
By far the largest part of a marine policy consists of
provisions which aim to protect the ~underwriter

against undesirable risks and fraud. An endless va-

contract by endorsement or attachment, are also used

to alter or supplement the terms contained in the |

riety of special ‘k:lauses’, usually incorporated into the

printed form of the policy with a view to meeting

 special circumstances. Our limits of space make im-
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posmble an explanatlon of all these clauses, and the

fore only those which are almost invariably used Wln’;

be explained. For the sake of clearness these pro-
visions may be grouped under the following heads* '

15. Sue and labor clause.—The universal use of -

this clause in marine contracts Justlﬁes its statement .
in full, viz.: o

And in case of any loss or misfortune; it shall be lawful
and necessary to and for the assured, his or their factors, i
servants and assigns, to sue, labor and travel for, in and
about the defence, safeguard and recovery of the said goods -
and merchandise, or any part thereof, without prejudice to
this insurance; nor shall the acts of the assured or in-
surers, in recovering, saving and preserv,ing the property

insured, in case of disaster; be considered a waiver or an

acceptance of abandonment ; to the charges whereof, the said
ansurance Company shall contrlbute according to the ra’cei_
and quantity of the sum hereinafter insured. :

Constituting an agreement distinet from the main
contract of indemnity, this clause aims to encourage
the owner to make every effort to save the insured
property from loss in case of accident by definitely

agreeing that such efforts shall in no way be regarded: -
as: mvahdatmg the insurance, and that the underm it

“ers-are willing to assume all expenses mcurred to the
extent that the property has been insured. ,
festly, the owner of the property should be mtere ed
in saving it and must therefore bear “sue and labor”
expenses in the proportion that he has chosen to“‘be, .
self-insurer. The terms of this are also regarded as

mandatory upon the insured, so that losses resultmg o
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from a failure on hls part or that of hls agents, to
exercise reasonable efforts in saving the property, are

not recoverable under the contract. Neither does the -

_clause cover general average losses which, as already
_explained, are settled in accordance with the require-
ments of maritime law, nor to losses arising from per- -
ils not assumed under the policy. -

16. Memorandum clause.—In cargo pohmes ﬂms :

clause represents an enumeration of a considerable va-

riety of articles, arranged in groups, concerning which
the underwriter limits his liability for particular av-
erage losses unless amounting to a specified percent-
age. Originally, no such limit was found in marine
contracts, but the increasing complexity of commerce
soon demonstrated that some limitation was desirable
for eertain classes of commodities whose inherent na-
ture made them susceptible to small losses resulting
from dampness, sweating, atmospheric conditions,

1A typical form of the memorandum’clause is the following:

“Tt-is also agreed, that bar, bundle, rod; hoop, and sheet iron, wire
‘of -all kinds; -etc.  (here follow a large number of —other enumerated
commodities), and all other articles that are perishable in their nature,
are warranted by the assured free from. -average unless general; hemp,
tobacco  stems, matting and cassia, except in boxes, free from average
under 20 per cent, unless general; and sugar, flax, flaxseed and bread,
are warranted by the assured free from average under seven per cent,
unless: general; and coffee, in bags or bulk, pepper in bags or bulk, free '
from average under 10 per cent, unless general. Profits warranted free
from claim for general average, but subject to same percentum of par-
tial loss as if the insurance were on goods. In case a total loss of
profits be claimed, the underwriters ‘to be entitled to a credit: of the =
same  percentum of salvage as if the insurance were on goods, and in
case of contribution in general average for any portion of the goods at
the cuastomary sound value, this company to be free from claim for
loss on such portion.  Not liable for loss arising from Wet breakage,~
leakage, or exposure of goods shipped on deck.”




- '  ate one group of products which are warranted free

- ~ to compromise with the needs of commerce by sub-
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- fvtc., for Whmh undervmters have not legally LSSU

o hablhty but which are apt, unless specifically prowded; »
for in the contract, to be the cause of endless dxspute
Hence the memorandum clause will usually enumer-

from all damage unless the loss be totéil or in the na-
ture of general average. Next follow other classes of
goods which are warranted free of loss, respectively,
under 20, 10 and seven per cent, unless the loss is a
general average one. Indeed, so detailed is the mem-
orandum in some policies that the underwriter’s ha-;»},t
bility is often limited with respect to more than 100
specified articles. Changes have also been made in
the clause from time to time to meet the needs of cor
merce in different markets. : -
‘With the increasing size of vessels and cargoes, lt -
soon became apparent that a comparatwely small per-
centage limitation in the memorandum might never-f"f"f,_
. theless represent an unduly large loss, as, for exam-
ple, $10,000 on a cargo of $100,000 under a 10 per -
cent limitation. Here the underwriter was compelled

dividing risks as rega,rds the apphcatlon of the
(entages This is done by dividing the carg’ int

“series,” as a certain number of bales of cotton or
chests of tea, ete., or, in the case of a vessel by ap
ing separate valuations for the hull, maehmery
with provision that the memorandum percentag,
shall apply to each “series” or valuation separately.
It may be added that the memorandum clause is often
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modified by special agreement since, as regards all
the various classes of articles mentioned in the clause
as well as others usually excluded under other elauses,,
underwriters are lelmg to assume all risks of loss
resulting from marine perils if pald a suﬁiment rate of
: premlum G - ~

Closely resembling the agreement in the ‘memoran-
dum are the policy provisions (some of which are at
times included in the memora,ndum) which protect the{ .
underwriter against loss amsmg ' .

From wet brea,kage, leakage or exposure of goods shlpped -

on deck. o
From dampness, change of flavor, or being spo’cted diss

co]ored, musty or mouldy, unless caused by actual contact

of sea water with the articles dama.ged occasloned by sea
erils.

g From leakage of molasses or ‘other hqmas unless caused by

'strandmg or colhsmn with another vessel. :

17. Other msumnce clause. *__This clause is pecul—

1 This clause usually reads as fo}lows»

Provided always, and it is hereby furthei égreed that if the said

assured shall have made any other insurance upon the property afore-
said prior in day of date to this Policy, then the said Insurance Com-.
pany shall be answerable only for so much as the amount of such
.. prior insurance may be deﬁment towards fully covering the property

i hereby Jmured And the said Insurance Company shall
.premmm upon 6 much of the sum by them insured as they s} ‘
_such prior insurance exonerated from. - And in case of any insu nce;
upon the sai ~property subsequent in day of date to th
said Insurance Company shall nevertheless be answerable for the fu

extent of the sum by them suhscnbeci hereto without right to el

* contribution from %ucb snbsequent insurance. And shall accordmgly o

be entitled 1o retain the premmm by them received in the same manne .
as if no such subsequent insurance has been made, Other in
upon the property aforesaid of date the same day as this polic

‘be deemed  simultaneous therewith; and the said Insurance Co
XVIII—20
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ier to Amerlcan policies—in fact is usualiy called th
American Clause—and serves to define the respectwh ,
liabilities of the several underwriters who may ‘have
insured the same vessel or cargo. It provides that
the several pohmes shall attach in the order of their
dates, i. e., the first pohey in date shall cover to its full
extent, the subsequent policy being liable only for any
unpald. balance. Where, however, the several poli-
cies are issued on the same date they will all share
loss pro rata, i. e., each underwriter will contnbute in
the proportion that hls insurance bears to the entlre'_ -
insurance on the lost or damaged propertv.”; Such
pro rata contmbuhon, it may be noted, is the general .
rule in fire insurance, irrespective of whether the pol-
icies are pmor, concurrent or subsequent in their date. L
For all praetmal purposes, however, the dlffereIme s
only one of method. A loss in one case, because of
the prior date of a company’s marine pahcy, will be -
~ counterbalanced, on the average, by some other case
where the company will happen to be the subsequent
underwmter. e o
18, W r rz‘sk clause. ——me a,"

tion of ‘the sum by them msured to the agglegate ef such

: lThls cIause a,ssumeq some such form as fullows ;
It is also agreed, that the subgect matter of this ms ral
ranted by the assured free from loss or damage arising |
‘ebvil commotion, capture, seizure, or detentmn or frcrm a
thereat, or kthe comsequences. thereof, or the direct or re
| ng from the acts of a
T p sons - whatso ver Hordinary piracy except d
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point of view the risk of war has proved ‘sorh&zai;dmis 4

as to preclude its assumption &xcept for a very large

additional premium. This clause is therefore mserted
into the policy with a view to giving the underwriter,
in the event of war being declared, the right to demand
an adequate rate to meet the greatly increased risk.

War rates must necessarily change from day to day, -

 depending upon the situation prevailing at the time of
the acceptance of the risk, and it would be grossly un-
fair to expect an underwriter to assume the war haz-
ard at the same rates as those prevailing in the or-
dinary course of business. Originally this clause was
written or stamped as an endorsement in the margin

of the policy for the purpose of nullifying the perils .

of "‘men—of-war, enemies, letters of mart and counter
mart, etc.” Later, however, it was embodied in the
main pcrtlon of the policy in order to avoid CIEI’IC&I
~labor. Should the risk of war be assumed by en-
dorsement, the policy usually contains another clause
by which the insured warrant “not to abandon in case
of capture, seizure, or detention until aftel the con-
demnation of the property insured, nor until nmety
days after notice of said condemnation is given to the
company”’; also “not to abandon in case of blockade,”, :
and to free the company “from any expense in conse-
quence of detention or blockade, but in the event of

blockade, to be at hbelty to proceed to an open port -
and there end the voyage.” - Were it not for thls addi-

traband of war, or the violation of any port regulation, or etherwxse«
. Also free from loss or damage resulting from measures or. ‘operations
incident to war, whether before or after the declaration thereof.”




ve an interest in defendmg and recovenng the prof
erty, while the underwriter will have time to combat
the decree of condemnation. - Furthermore, in case of
blockade, the underwriter is relieved from all exp nses
' ~result1ng from delay or detentlon. ‘

'dervmters have seen fit to use a elause whzch prevents‘, -

common carriers from endeavoring to avoid liability

: f or theu' own neghgence ’by stxpulatmg in thelr’bxﬂs of
n

“Warranted by the assured that this insurance ‘shall not enure di-
rectly or lhdl!‘e(‘ﬂy‘ to the benefit of the carrier or other baﬂee,
lztion in bill of lading or othermse, and any breach o ty

and any act or agreement by the assured prior or sul sequent her
whereby any carrier or party liable for or on
rhmage to any property ! insured hereunder, is glven the b
insurance effected thereon, shall render this polzcy
and void.?
 “In case of any agrecment by the assured, pr bseq
hereto, whereby any right of recovery of the assured for loss of
~damage to any property insured ‘hereunder, against any Person or
poration is released, impaired or lost, which would on aecept
anandonment ‘or payment of a loss by this Company, have enured t
banefit, but for such agreement ot act, this Company shall not be bound =
to pay any loss, but its nght to retam or recover the premmm slml! e
o nat be affected? Lo

“Warranted by the assured that the asqxgnment of this polxcy or. of
“any insurable interest therem, as also that the subrogahon:kof any right Sy
thereunder to any partv, without the consent of this i
render the msurance aﬂ‘ected by s ch assignment or subrogaho , Vol
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rier, and then sought to reimburse themséhesrz v

bringing suit in the msured’s name against the car r &

at fault. This practice was resisted by the car
and one of the plans adopted was the aforementioned
‘method of confiscating the insurance. To mee his
situation the policy now stipulates that any act or

s

agreement by the insured, either before or subsequent L

to the time the policy takes effect, whereby the carri
is given a claim to the msurance, shall void the policy.

Other clauses forbid the insured, on pain of having 'th“ei
insurance invalidated, from entering into any arrange-

ment which impairs or destroys the underwriter’s‘right ,

legally to recover a loss from :thoSe who are responsi-

~ble, or from assigning any interest in the policy or

from subrogating any right thereunder without the

underwriter’s consent.

20. Collision clause.—Collisions at sea conSﬁ%ﬁte .

one of the great risks of navigation, yet the ship own-
_er’s liability, if found to be at fault, for damage to the
other vessels by collision is not covered by the ordinary
form of marine policy. In other words, ‘while the
damage received by the insured vessel is assumed by

the underwriter, the ordinary policy does not cover

damage inflicted on the other vessel, as determined un-

der the Admiralty Law, and which will therefore fall
upon the vessel found to be at fault. To nbtain;pro“-' .

tection against such legal damages it is necessary to

have the underwriter specifically assume this risk, and .
‘to accomplish this purpose the so-called collision
elause has become well-nigh universal. Sometimes,




- 1he owner’s hablhty for such loss is assumed in fu
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 but frequently the insurance covers only three-fourt

of the damage, the owner calrvlng one—fourth himself
wﬂ:h a view to havmg him exercise the greatest carein
engaging efficient navigators for his vessel. Theun-
derwriter’s liability is also limited to the proportion

- that the insurance carried bears to the value of the i n- e
sured vessel. A like proportion of all legal costs is
also assumed where the habihty of the ship has been
contested with the consent in writing of a ma Jorlty of

the underwriters. Where both vessels are held to be

~ at fault, the underwriter’s settlement is usually based i:fl ‘
on the principle of cross-liabilities, i.e., each party:

pays to the other one-half the damage incurred.

21. Settlement of losses— American pohcles usu- _  o

ally provide for the payment of losses thirty days after

proofs of loss and proofs of interest have been pre-
sented.  But while given this ample opportunity to
examine proofs, payments are as a rule made much
sooner, sometimes in the course of a few days. Proofs! o
o7 loss consist of a “protest” or sworn statement, usu-
~ ally made to a Consul if at a forelgn port or to a
Notary Public if at a domestic port, in which the mas- -
ter and a part of the crew of the vessel explain the cir-
cumstances and perils under which the loss occmred o
Usually this protest is supplemented with a survey

“made by a sworn surveyor of the port, by certain Gov-

~ernment officials, or by some disinterested expert a,p—‘,
pointed by the interested parties. Should it pI'OVéW,: :
1mp0s31ble to agree on the amount of the loss in this
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way, the insured may exercise his nght to ask for al ;
sale at auction in order to determme the extent of the o
loss or damage. ' ' o

~Proof of interest usuaﬂy con31sts, in the case of a

ship, of the register of the vessel recorded in the Cus-

toms House, setting forth the owner and the extent of

his interest. 1In the case of cargo, proof of mterest; . -
~ usually consists of the inyoice and bill of lading andan
affidavit of the insured setting forth that he actually

possesses the interest claimed in the subject insured.

It should be added that underwriters usually haverep- .

resentatives at the leading ports who are placed ina

position to effect a settlement or to agree on a scale

at auction, thus greatly simplifying matters as regards
insurance on cargo cons1gned to distant pOi ts. The

final statement of loss, or “adjustment,” is usually

prepared by an expert, and presents a detailed show-

ing of the kinds of loss, the cause, and the. amounts of -

the underwriter’s liability. It is from the time that_ :
these several documentary proofs are presented by the

insured that the thirty-day time limit before payment -

begins to run. Space again forbids a technical ac-

count of the method of handling extra charges, cus- . .

toms duties, and various deductions and credlts for

materials in the adjustment of a claim. But atten-

- tion should once more be called to the unpoltzmt fact
that in marine insurance, unlike fire insurance, the pol-» '

icy is a valued one, i. e., the value is fixed for all pur-

poses of the insurance. Accordingly, the claim can
only be determined by first finding the percentage of




o ‘msured value

Thus mth respect ’so a cargO PO ;

,‘value In that case hhe prmmple underl’ 'n
_ determination of the claim m;ght be ﬂlust
f()IIOWS‘ , , .

= Insured value o . . o : $20,(}OO
' Market value b e 3‘0;000 o
Market value : o G $30,00()
, Scld at auctlon for fresaeiaan 15,000, .
- Deprecxatmn Ciiieeiiiiiiio. $15,000 (m' 56 )
Claxm ..... i .5()% of msured value: of $2(} 000 —

Snmiariy, if we nest assume that the nmrket Value, .
had declined below the insured value, it will againbe
found that the underwmter pays the same loss, namely
50 per cent of the insured value. The method of de-
termining the claim in thls mstanee may be' ndica
as follows: ' .

' Insured value Sl ; $20,0€)0

; : Market valu& cicriiceeei,o.... 15,000
© Market value S $15,000 =
Sold at auction for . .........o.. 1,500 .

o S $ 7,500 (o .
Claim....o.. . .50% of msured value ﬂf $20.000 =
o i ~ $10,000
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22, Determmatzon af mwrme mtes ——-There i

ers’ assomatwns whmh presenbe ratmg schedules
standards and fix rates that are binding on all
bers. In marine insurance, on the contrary, there-_
_ no rating compacts. Instead, rates are largely mt

tive or judgment rates, and are much more responsive :
to the condition of the insurance market or to the
effects of current events influencing navigation. Ma-

rine insyrance is probably the freest market in the
world. In fact the business is constantly subject to

international competition and for this reason there
will probably never be a binding marine rate compact.
Even supposing that American companies could effect

an iron-clad agreement among themselves, there; -

would still remain the free-lance competxtxon of 2

Lloyds underwriters. o
It must not be assumed, however, that because there; ,
are no elaborate schedules and ratlng compacts in ma-

rine insurance, that the companies “go it blind” 'and
foolishly ignore the benefits of cooperation and the

_ value of each other’s experience. In fact, two Amer-

ican associations—the American Hull Undefwmters

Association. and ’che -Atlantie Inland Assoc

possess ratmg committees of an adwsory eha cter -

Altho no “basis” or “key” rates exist in marine in o
ance, as is the case in fire i insurance, there are vamous, o

important factors which necessarily enter into the
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‘ makmg of a marine rate and in connection Wlth which
past experience serves as a. guide to underwriters,
Thus cargo rates are ‘based upon the nature of the .
commodlty, the voyage, the season, the vessel or shlp-
pmg line used, the method of packmg and discharg-

_ing, and the special conditions of the insurance con-

~ tract. Vessel rates will also take into account the

~owner of the vessel; its master, its class, and the condi-
tion of its hull, engine and other equipment. Butin
addition to all these factors constant attention must
be given to special existing conditions affecting the'f“"k‘
voyage and to congestion at the wharves. The im-
portance of the last two factors was clearly indicated
by conditions during the war. Not only did the un- .
precedented congestion then prevailing at most At- -
Jantic ports result in great delay and increased
hazard, which were reflected in the rates, but the pres-
ence of enemy submarines and the elimination of
various aids to navigation made certain trade routes so.
ex:tremely hazardous as to warrant rates at vari ous
times from ten to forty t;mes as hlgh as those re-
veuhng elsewhere ..

REVIEW

the necessu:y for it?
Describe the organization and cperatmn of Lloyds L
 What is the general character of the marine insura ce bu51-

ness transacted in the United States? s :

o
cammonly provxded against in thc pohczes 2



e

‘marine policies.

- MA IitNE;rINSthNcEL .

Dlstmgmsh between total loss, general average and partwu~"

lar average. =
Summarize and dxscuss the various clauses usuaﬂy fmmd m‘g :

Explain the methods of settlmg losses and contrast them w1th‘ -
those of fire insurance. ‘
Why are there no standard rates in marine msurance?




 tial business. It originated in this country in

CHAPTER XVIII

MISCELLANEOUS INSURANCE

I, Casualty insurance.—An inclusive term for "11; -
kinds of insurance outside of the three main groups
of life, fire, and marine insurance is casualty insur-
ance. Under this designation are included many
widely dissimilar forms. Some of the more impor-
tant of them, accident insurance, health insurance, the -
~various forms of hablhty insurance and workmen’s
compensation insurance have already been considered -
in this volume; and these forms comprise little more
than two-thirds of all casualty insurance business.

There are certain minor forms of i insurance Whlch'
merit brief consideration. -

2. Plate glass insurance.—The breakable nature of o
glass m:ght alone seem enough to prevent the develop- =
 mentof an insurance company to take care of this T
Plate gla.ss insurance is now, ‘however, a very substa

,when the New J ersey Plate Glass Insurance

:. for thls type of insurance, but as the demand came
La,rge pleces of plate glass and the value of
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,;necesmty The grawth of the ’busmess may be as -
tained by ‘comparing the premiums in 1874, ‘which
‘were $18,000, ‘with those of today, Whmh amo o
' nearly $6,000,000. . f
- Tt is estimated that there are at Ieast 4400' 00 to
'fronts insured under plate glass policies. T o
~ ness differs from possibly all others in that most of the

losses are not settled by cash payments. The "
_ pany replaces the glass, and for this purpose |
tains warehouses at central points, or makes a,rrange—‘
ments with Jobbers for handling the losses. .

- The causes of breakage number about one hundred. .

Stones and the small boy are accountable for about ’
75 per cent of all the losses. There are certain me-

chanical features, such as the settling of a building,

‘which may cause a loss; or the glass itself ‘may be
,properly set in the sash and the undue stram may :
cause it to break. . ‘

The cost of replacement varies. In the me’crb

to compar atwely Iarge ﬁgures hls cost of replace—
~ment naturally is a very important matter to take mto f 
consideration in writing the insurance. .

The risks assumed cover also the show—cases in
stores. These are often damaged by ob_]ects p}aced

on them for display. Church windows are i
‘clal class. The wmdows abeve the first floor are sel-

tan eenters the contracts Wlth the JObbE‘I‘S can be m de

Spea ‘ i




800

dom msured since they are cenSIdered ut

. ‘zune of danger. This view, however, has ¢

. way.

 ihe funds, perhaps, than in any other branch of

since the noted explosion and fire in J uly; 1916, at
Black Tom Island in New York Harbor. The loss
was the largest fl om a smgle dlsastel in thekhlstor}r Of .

gave the busmess an amount of advertlsmg which i .
perhaps could not possﬂaly have I'ecewed n any othe -

The fact that s0 fragﬂe a thmg as glass can be suc- f L
ce: ssfuﬂy insured reveals the possibilities in the field of
insurance for many types of risks which are nOW con-
sidered outside the scope of that business. - .
- 8. Steam boiler and fly-wheel insurance mSteam:
boiler insurance, like that of personal accident msur% .
ance in connection Wlth railroad travel, was among the
earliest of the casualty lines to be developed. It has ‘
now passed its fiftieth anniversary, while its younger
cousm, ﬁy-wheel 1nsurance, ‘was nut taken up . ‘ntll} -
The dlstmgmshmg feature of these two form
‘surance is conservation. The funds gathered
form of premiums are not spent prlmanly——wan‘
not intended to be—-for the payment of losses, altho
~ those are, of course, paid; but a larger proportmn, -

s
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and that usually results when a bmler explodes
is found that one boiler in every 170 is mechamcaﬂy -
defectwe and physxcally unsound, so that it is not safe
to operate it and, naturaﬂy, is not msmable Onefc
_ boiler in seven has defects that require attentlon 2
sometimes the. 1mmed1ate suspension of wor )
one boiler in every two possesses some defect, a ,,ho
may be of a minor character. One boiler in three :
scale, and one in every ‘seyventy is affected by it to a

dangerous degree. The insecure stay-bolt is ‘fnund**"% -

in one of every sixty boilers; while one in 270 is posi-
tively dangerous on account of this defect. A frac-
tured plate or head is found in one boiler in forty, '
and one in every 250 is seriously affected. One man

is injured annually, to every 1,000 boﬂers under -
steam and one killed, to every 5, OOO bozlels in opera-] -
'thIl . S

- 'This list of defects and dlsasters could be expanded' .
bu’c as it stands it is sufficient to put one in touch With' o

the genezal conditions which inspection service ‘
shown in this important field of conservatlon. :

ANl

too frequently the insured does not appreciate the loss .

that will follow from the shuttmg down of his pla
The failure to make allowance for such loss is t
often the reason why the insured is mdlﬁerent to the
kind of insurance which brings him 1nspectmn service.
Fly-wheel i insurance, which is now in its exghteen‘shi ;

year, is a very small part of this form of insurance;
its total premlums amount to less than half a ‘million

dollars per year. Undaubtedly the i mereasmg use of -




tlcles thru a’ctacks by burglars‘
Vnry slow growth, the bankers reqmre
Ttmn Some of this educaimn took the

 the scape is bmadened In addlho
- banks and trust compames, the busx 16




_ ments. Thls is merely an 1Hustrat10n of the braa_
ening-out process.

 “Mercantile 0pen Stoek Insurance
stocks which are not proteeted by saf
 These command a high A
~ coinsurance and the expenence wx’ch it has"bee
: ‘rather unsatlsfactory :

- 6. Robbery insurance. -——-Robbery insuran '
ogous. It mclud‘sf.‘; - : '

(a) Interior Robk
‘an office or store;

(b) Outside Messenger Robbery,
'bankmessengers, dehvery men and cal

have oceurred in this form of robbery' and protecty
XVII-21 ;




. ';Wﬂl g’row, and if the prmclple of
introduced mto the pohaes succe




- '.fer ofproperty, it

~ mand a good price for their services.

o of the title was a thing that ought t to be done

. other situations in which bonds are reqmr

;,exammed by competent partxes, and tha

“"nght oceur because the opxmon that ;the""
sound proved incorrect. ' :
There is no real risk a,ssumed here unless th'

“jof searching the title by the company orlg

defective, but the expense of the work is ve

It must be done by men of great ablhty, w 0 ¢

When first launched the business had to 'o k
the oppomtmn of those who had done the work ir
past, and also the general feeling that the examins

property was transferred. This hc)stzle at ;ude
‘passed away, and title insurance has ta,ken 1ts pe
_nent place in the Wmld of busmess o

- the busmess of many casualty compames ;

~ bonding and fidelity insurance. Oncrma' v es
lished to prevent employers from s
‘the dlshonesty of employes it has ex

Another form of insurance is hail insurance which




_ varieties of risk against which provision

- different forms of i msurance Umfor, ,
_ all branches of insurance are not avaﬂable,w

‘ i’cween ktk

: ing crdps from hall storms ,
~ Any attempt to enumerate all the varxetl

is made by msurance would lead us mtc mueh'

= tlve 1mp0rtance'from a ﬁnancml pomt of *v1e

‘ elﬂaractemstw faets may be noted. -

‘ Ordma.ry .

e e i Llfe(”,
Policies or certificates.......... 115 880
Insurance in force Fisy e §22,024 $5,2°3

, ,Imame Ciiavieieeia : $1248’7

~ Payments to 'pblicthldé: : 590.0

: Wo is dﬁﬁeult Some f ith
~ year 1917 are given m“terms“ of m;llm ]




MISCELLANEOUSA INST RAN CE

Stock ana Mutual

B g " Companies
'~ Total income seeanen $0819
~ Losses paid .. .o 2938
. Returned to pohcyholders 2997

From one—quarter to ene—thlrd of the busmess of these
orgamzatlons can probably be assxgned to marine
_surance. : ~
From the busmess pomt of view as a,lready oted
~ other forms of insurance are grouped as casualty' e
‘surance. The volume of business transacted n thlS
‘ ﬁeld in 1917 was as foIIOWS'

: “(lehons of Dollars ‘
. Premiums.
e = recelved
~“Accident and health ....
Liability ....ooiioien..n L ... 5141
‘Workmen’s compensation ... o ieieria, ... 8138
Fidelity and surety «i....ociiiiiiiiiiiin . 28.45
‘Plate glass «....ciiioies i
‘Steam boiler ... ..., B
CFly wheel L..viiiiiiiias
Burglary and theft .....
Credit .oviiiaiina

Sprinkler ....... B e s

Automobile property damage .

Workmen’s collective ....0 .00 L “

Tive stocle o oiiviviinies :

Physxclans defense ...........co.ne e 0.23
TOTAL ...ovivaiins o ST e ©e424250.06

What is the meanmg assigned to the term casualty in-
sura,noe? '

Explam pm'poses and methods of plate glass i insurance.
. What are the chief charactenstms of boiler and ﬁy
_insurance? ‘ '

Describe burglary i msurance, title insurance.

Give an idea of the relative 1mportance of the dxﬂ’eren Lo
branches of insurance. e
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