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THEORY OF ALL INSURANCE

Principle on Which Fire, Life, Acoident,
Fidelity and Others Are Based,

SHARING OF RISKS OF LOSS BY MANY

Flan as Old as Commeree and De-
veloped with the Growth of
Trade to Immense
Imporiance,

Insurance, like banking, has Itn begin.
ning #o far back in ths affalrs of the world
that Itn orlgin la lost In the antiquity of
trade; hut it certalnly grew out of the un-
oertalnty of commerce, Its earllest form
was that of the assmupton of n share In
the responsibllity of n meroantile venture
generally by sen, by eaoh of a number of
Individuale, One man could not afMord to
take the risk of having his all swopt
Away by the mincarriage of a single cargo,
whoereas, several might Joln, and If loss
should ensus It would fall with lightened
force becauss of it distrfbution. Aws com-
merce developed, the ldea of sharing the
reaponsibility grow also, until its evolution
brought about the individunl who was will-
ing to asmime for a staled sum a portion
of the risk Involved without nssuming any
direct Intereast In the cargo. ‘The transi-
tion wam easy and natural, and the change
which brought Intoe the purview of the
plan other forms of risk than those of
mere merchandising by land or sea was
also accomplished with facllity, It has
been practioally within the last century,
however, that Insurance as it s now gen-
erally undnrstood has bean developed.

In its earller forms Ingurance was of the
class now known as marine; confined ul-
most exclusively to cargoes in passage, be
Einning when the vessel cast off its fasteb
Ings at the port where its vovage com-
menced and terminating when thes vesael
wis moored at the dock mt the end of lis
trip. Tha second great dvision s that
of fire instirance, and deals with all torms
of property llable to Injury or destruction
by fire: this division I8 subdivided Inte a
number of branches or gpecial lnes, wuch
as hall, ternado, plate glass, and the ke,
but all on the same general principle, and
subject to the same control wnd regula-
tlon. 8o genernl Is the practice of Insur-
ance that no prudent owner of property ls
without the protection afforded by a
policy. The tople I8 too broad for any-
thing like detalled consideration in & short
newspaper article, and ean only here be
touched upor In & most general way.

Risks in Underwriting.

Underwriters of fire and marine insur-
ance, in any of their branchds, begin bus!-
neas with the handieap of Inability to esti-
mate at all what thelr lability is; they
can only fligure on total loss, and must
make thelr calculations accordingly. In
the absenpe of mccurate figures, such ne
the experience tables afford the life as-
surencd men, tha fire mnderwriters arp
compelled to rely on the judgment of ex-
peris me to the nature of the rlsks as-
sumed, Men who bave devoted thelr lives
to the study of the subject determine the
points Invelved in the general subject of
rates, and on thelr decision 18 based the
preminm collected for assuming the risk.
The original idea of distributing the pos-
sible loss among a number of Individuals
Is mtill In vogue, and the *“lne™ of Insur-
ancoe ocarried by any one large firm or in-
stitution s genernlly distribhuted among
& number of companles, so that the indli-
vidual concern of any one company In a
particulnr risk la generally small. In this
way the lossas are Kept down to o min-
tmum.

In determining the conditions on which
& poliey shall be written, or a risk n=-
sumed, the underwriter gives due consid-
oration to all the elementa: that can pos-
sibly enter Into or affect the safety of
the property to be coverod. A bullding s
Inspected from ita foundation to Its roof;
its construction is thoroughly examined,
and ita loentlon as regard to other bulld-
Ingn ls given due welght. ‘'he matter of |
public and private equipment for fghting
fire In alno consldered, and all the visible
physical features that can In any way
affect the conditions of" the property pre
provided for. Buch safeguards as expori-
ence or prudence dictate are necessary are
stipulated, and everything Is done to make
the Interest of the Inmured sgual with that
of the insurer fn the preservation of the
property. This brings the question down
ta thé most delicate and perplexing prob-
lem the underwriter has to meet, that of
“moral hasurd.” By this s meant the
prababllity of the inwured destroying or
conuiving at the destruction of the prop-
erty in order that he may receive the
um guaranteed him by the insurer.

Ethival hase of Problem,

Moral hazard Involves a purely ethical
phase of the general problem of Insurances,
and yet it i» the one to which the greatest
cansideration Is given. Apparently It may
ba scttled by the genernl character and
standing of the Insured in the bLusinesa
community; but even with this condition
satisfactory on the msurface, the Insurer
must be on his guard In order that the In-
terest of the Insured doea not e In the

ber, the proportion of the loss (o be met
by any one member belng bDased on the
amount of Indemnity he l= guarantesd by
the association. Lieyd's. In London, which
is the headqunriers for marine Insurancs,
I simply a place where a number of capls
talists meet and discuss the. various rieks
offered, ench asasuming such proportion as
he eares to underwrite. Among some of
the Jarger mercantile Insthtutions of the
United States n modified form of Lloyds
exists, but the danger of this form of In-
surance I8 shown by the experience of a
number of the big dry goods houses of Bal-
timore, who had formed n pool of the sort.
They were wiped out In the great confla-
gration, and as each frm sustained a total
lons, nelther of them secured any in-
demnity.
Work of the \Adjaster,

The great advance In flre (nsurance
methods Is also made manifest by the ex-
perfence of the Baltimore fire. While a
number of Baltimore companies wore wiped
out as a result of the overwhelming
catastrophe, the amount of Insurance they
ropresented In comparimon with the total
losm s very small. and the fact that each
of them will be alble to pay almost all
of the loaren Incurred will reduce thes
amount lost by fallure of Insurance com-
panles to an Insgnifcant figure., In this
connection some reference should be mnade
to the furiction of one of the most im-
portant of nll Insurance experts, the ad-
Jurter, On him devolves the duty, fre-
quently delloate, of settling the amount of
loan and the Indemnity the Insurer i» to
bea held liable for. He must be famfliae
not only wtily the infinitude of detall In-
volved In the Insurance business, hul muat
alpo have msome knowledge of the detalls
of wearly svery other line of Indwadring )
tivity, In order that he may approash
tank of settloment with such Intelligerice
an will resuit In an cquitable adjustment
of the losy and a satlafactory settlement,
The adjuster as a rule earns his pay.

Lessons of the Baltimore Fire,

Just now the Insurance press of the coun-
try Is full of comment on the great Baltl-
more firo and 1ta lessona to insurance men,
One point on which all are agreed Is that
the “confingration” risk has not yet been
eliminated from the list of hagards. Other
poinis under conslderation have to do with
the question of compstruction and tend to-
ward a general demand for safer bulld-
Ings, structures that are actually as well
as theoretically fireproof. As Lo the actual
loas resulting from that great fire, the In-
surance Fleld of February 18 suys:

After & week's review, chalrman Turner
of the general adjustment commities estl-
mates the loss In the Baitimore conflugra-
ton to have been $120,000,000, with insurance
of FbW0,M0. Salvage and aver insurance
will reduce the ‘company loss 1o about
$00,000,000, This estimate is considered a
conservative one by the experte.

The burned district covers seventy-three

uares in what was the heart of the finan-
clul and mercantlle district of the eity,
and about 3,600 bulldings g:,re destroyed.

The commities on Nr f constraction
of the Natlonnl Fire Frotection associa-
tivn _has not as yet had an opportunity to
carefully Inspect the uk?-auuperl. but In-
surunce men are generally Impressed wit
the fact that the flreproof construction
bulldings did resist the flay and In some

cuses can bhe safely repair
Insurnmece experis nil ggree that the prin.

clpul lesson of the Baltimore fire Ia the
Importance of tho exposure hagurd and the
necensity of proper window shutters, Iron
shuttern, wite glass and water curtainme
each find strong advocates,

The Bpectator editorially dibcusses the
flfuation .as follows:

The blow has proved even mo? serious
than  was at first anticipated, for a re-
celver has been appolnted for ons Baltl-
more insurance company and recejvers have
been apptled for for three other companies,
It I¥ also feirod the nctual loxs payments
many other companies will materially
exceed the published estimates, The losses
incurred by soma of the smaller companies
located oulside of Balllmore have been
suMaciently h“"fem impalr thelr capitals;
but it Is probable that companies so situ-
ated; and which haye reputations of long
sianding to sustaln, will make up their
impalrments and contlhue business, On
the whaole, however, the relatively light
mortality among the fire insurance com-
panles ham been a source of wonder to the
nvern business man, and is -a pleasing
ryvelation of the conservative rrln'clplu
which have governed the adminis ratlon of
fire underwriting affulrs during recent
years. It has demonstroted that, fn all
bility, not even a repetition of the
great Chicago fire would force the come-
panies which have provided ‘‘special re-
perve™ and “guaranty surplus”  funds to
fall back upon these funds in order to con-
tinue husiness,

One good offect of the Baltimore catas-
tronhe has been to lead professional fire
rl]'hrorn to give more thought to the possi-
bilitles of similar occurrences elsewhere,
and to the best means for preventing the
same.,

Life Insurance Problems.

Differing greatly from the problems of
fire Insurance are those that confront the
anderwriter of life assurance. In thia lat-
Aer hrauch of insurance activity the ele-
ment of hagard has been almost totally
eliminated. “Experience” tables enable the
netuary to tell with absolute definitencms
whit are the chances of a normally healthy
man dying during any year between the
year he applies for insurance and the oen-
tury mark, together with the reasonable
expectancy of life due him. With this in-
| formation the matter of determining just
how much it will eost to Insure n return
of a specified sum to the heirs of an indi-
vidual s one of eany calculation. It Is es-
Irmmlanl. of course, that this cost be dls-
tributed among & number, just ms the ex-
pense of carrying fire risks Is shared by
all the polloyholdurs, But, while the fire
underwriter has no means of knowing when

direction of the destruction of the prop-
erty. No certaln method of overcoming
this slement of danger s known (o the
Insurers, other than that of refusing to
assume visks which offer any but the most
approved conditlons. Bome years ngo a
conslderable debate was engendered slong
this line by the proposal to enforce what

Was then known as the "8 per cent claune” |

Under this plan the {nsured became & co-
Insurer (o the extent of 2 por cent of the
Amount written In the pelley: thus If cer-
iain property were lnsured for §1.000, and
were totully destroyed, the policy would
pay B0, while if the loss were but 500, the
Insurer would be responsible for but 524,
the Alfférence bolng the risk assumed by
the Insured us colnsurer to the extent of
2 per cent of the face of ihe policy,
very obvious reasons this form of pollcy

For |

& lons will be Incurred, the e underwriter
knows thal sooner or later death will overs
| take all his risks and he must make pro-
vislon for the inevitable end To this end
ench of a group of insured persons carries
i!’.lnl only the expense of Insuring himself,
| but of insuring all the others in the same
| group, to the end that the helrs of sach
may be Indemnified, In this respect all life
ineurance Is mutual, although the older
| companles were organized on a basis of
| profit far the shareholders. Competition
has so chunged the practice that nowadays
the polley-holder Is also a sharer In the
 profits, not alone of the strictly mutual
Itompm:lrn. but of the "old line"” as well

\ Modern Profit Sharing,

In the varfous forma of endowment, ton-
tine or other limited payment funds, the
Insured 18 not only secured as to life pro-

was uot popular among those seeking pro- | tection or indemnity in cuse of death. but

tection In fire Insuranee.

Oppoaed to the colnsurance plan is the
valued policy, a form uuder which the In-
surer Is required to pay the whole sum
named i the policy. In case of tolal loss,
or the full amount of the loss incurred In
event of partlul lose This form of policy
is In vogue In Nebraska under the statute
Against the valued polley the underwreiters
advanced the srgument that It enormously
inoreased thie moral hazard: to which the
advocaies of the law replled that this
should be met by Increasid vigilance on
part of the Insurers,

Lleyds or Mutual Companies,
Another form of fire lnsurance = the
mutval. or “Lloyde™ In which the lnsured
&re also Josurers, the organization being
made up savally of Individuals sngaged in
& single e of lndusiry. of ln Unes closeiy
who agres ‘o share any loss that

susisined by any ooe of their puw-
A ] L1

In return for specified sums, pald at stated
Intervals, is guaranteed & return of all he
pays in at the end of the period covered
by the contrast, but a profit that shall not
| be less than a glven sugount This added
profit Is earned by the manugement of the
lmmense sums held as surplusage by the

companion. At the beginning of the year |

the total assetls of twenty-nine leading life

lusurance companles of the United Stiates |

amounted to more than §2,000,000,00, nearly
three times the capital of all the nat'onal
banks In the country, and more than §100,-
0,00 nore than the aggrogate value of all
| the coln and bullion In the country, and
double the wvalue of all the metals and
minerals mined in the country lest year
These figures are clted simply to show the

" enurmous extent of the lifs insurance busi- |

neas. Accurnte fgures are not at hand to
base an estimate of the business of the
minor companies, but they would sweall the
uﬂlm.ﬂ'mllomut

!

Fire Insurance in the United States in 1903

Issued In advauee of the Riate lllntll‘stg\t‘? depurtment report.
sirance department:

The following tabulation shows the aggregntes of the fire insurance business transacted In the United States In 1803, and the finaneial condition of
the companics as of Janwary 1, 1004, The figures are complled from the sworn reports of the various companies by The Spectator of New York, and are
The list comprises all Awerican and forelgn stock companies reporting to the New York In-
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London and Lancasahire, Liverpool...
London Assurance. London
Manchester, Manchester....

Moscow Fire, Moscaw . .... .
Munich Relnsurance, Munich.....

Netherlands, The Hague. ... .....cvuivnnnnn.,
North British and Mercantile, London,.,
Northern, LonGon.......ccciconsirnsesassnrnanss
Norwich 1'nlon, Norwich........

Palatine, London.......ccciavnnas
Phoenlix, Laondon...

Prusslan Natlonal, Stettin
Rossia, 8t. Petersburg—p
Royal, Liverpool.............000s
Royal Exchange, London.......
Salamandra, Bt. Petersburg......covaiivnnn,..
Acotti=h T'nlon and National, Edinburgh..
Skandis, Btockholm........ o

Sun, London.. asenpaganie I
Bves, GOthEnDUNE.....oiviernnnnsiarnossanssosnns
Thuringia. Erfurt =3
Transatlantle. Hamburg.
I"nlon Assurance, B eiescasenta
Weatearn, Toronto....

Totale for 1802............
Inorease in 190, ...
Totals, 3982,...........
Totals,

Totnls,

Totals,

Totals,

Totnls,

Totals,

Totals,

Totuls,
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ternal organizations are taken Into consid-
eration the extent of the business can be
only expressed In figures that are almost
beyond grusp and entirely o large to be
appreciated,

“Fraternal” Life Insurance.

Frivternal life lnsurance companies diffor
from the old line in that they depend on
the constant Influx of members instead of
fixed wesels 1o perpetuate the ability of the
organization to pay the amount of assurs
anee written on each of the members. The
difference In the plans may be understood,
probabdy, with this explanation. A oome
pany formed on the old line plan with, say,
10,000 m"T::m flgures that o certaln num-
ber of th members will die ench year
and that their plnces will not be taken by
new members; therefore It In necessary to
charge each at & rate that will Insure the
Inst risk belng pald on maturity, 'TY do
this each must pay during the early part
of the life of the policy more than the
coit of carrying the risk and during the
Intter part conalderably Tesa, This is based
on the mean cost. With this plan the last
man Is as cortaln of his policy belng pald
nx I the firsl. With the fratemals the
generil theory s to furnish lnsurancs at
the lowest possible cost 1o the Individual,
Most of them have prepared a tables of
rites ahowing the exact cost of Insuring
A Hife for o certain sum nt & certidn nge,
nud this cost Is earrfed on through Ufe,
to provision being made for the lucreasing
coat un the Individual grows older and the
time of hisx ceértaln death comes noearer.
To offset this dependence is placed on the
continunl additlon to the membership, thus
mupplying the deficit In the amount of ins
come that would result from the deaths
So long as the order Is abla to replace Ita
death list by new members Its abllity to
pay remains unimpaired, but if the death
rate excoods the Mnflux of aew members
the prospects of payment to the survivors
beyond n certain time become leas and less.
Some of the orders make u partial pro-
vislon for the Increasing cost of carrying
the risks by ndding each year to the ase-
wensment levied on the members, but ths
general theory i¥ dependence on new mem-
Lers, Some huve dccumulated sirplus funds,
but this iden s discountenanced by the mas
Jority, who have falth that the attractives
ness of the Insuranees they offer will be
sufficlent to Induce young men to join and
thus obvinte the necessity of acoumulation
ngninst the day when the nasessments will
not be sufliclent to care for the losses,

Hazard In Life Insnrance.

By eliminating certain proscribed occupa~
tlons and classifying all othars according
to the probability of death or disepss
overtaking resulting from the pursult
any one, the life Insurance underwriti
have practically reduced the question’
hazard to as certain a basls as they ha
the clement of cost, But they still have
the human problem to deal with, and the
“moral hagard” element enters as largely
into their calculations ne 1t does Into that
of fire underwriting. It takes the same
form, too, the willful destruction of the
property coversd by the policy.  Bulcide
in the ease of life inmiranoe s as perplex-
Ing a8 18 arson In the casa of fire Anmsups
ance, with the exception thht milvide s
more rendlly established. Many times have
the courts been called upon to determine
the labllity of life Inkurance companies to
pay the amount of indemnity written
ngninet the life of a sulelde and n long liet
of varying declslons have besn the result,
It is still & problem tq be sottled,

Other Forms of Insarance,

In many ways does tha principle of in-
surancs find expression and application in
modern  business nffairs. One attractive
line Is devoted to lusurance of Individuals
agalnet accidents or sickness, another
ugalnat loss or damage to property other
than by fire or marine accidents; another
provides for surety of employes er publio
officials or other persons who are required
to glve bond for the falthful performance
of undertakings of any sort, and in each of
these the fleld has been found profitable,

CAN GET NO ADEQUATE PROTECTION

Impossible to Secure Absolute Pro-
vislon Agninst Big Fires.

"The numerous great conflagrations dur-

iig the past half century demonstrate con-
clusively the fact that thers can be fio
adoguate provision against the fedrful fire
waste that has devastated many of our
cities and vilages,
, "Within the last fifty years more than
26,000,000,000 in property have succumbed
to the relentless fury o7 the fire flend.
Each decade contributes more than
$1,750,000.000 of the wenlth of the country to
this Insatiable element of destruction.

“During the same period almost 000 In-
surance companles came to the rescue of
thousands of thelr patrons, thus saving
Miem from hopeless bankruptoey.

“The record of fallures for fifty years
ahowa that 1452 Insurance companies -
tired from business. This enforced retire-
ment took out of the business of under-
writing over 0,000,000, These fallures
ara exclusive of the many hundreds of
township and town mutusls thet have
bowed to the Inevitable,

“Today there are 14 companies In the
United Btates In the hands of recelvers.
These slready properly belong to the rap-
ldly increasing mortality lst

"Out of & total list of 38 American jolnt
stock compunies now left to do business
In this country, only foriy-two Lave come
up fhrough the frea of more t balr
4 century. Nioe of these, beginning, as It
were, almost In the dawning of the nine-
teenith century, have passed through »
hundred conflagrations This surviving
few should be designated as the ‘Old Guard
of & Hundred Years.' They have stood to
the forefront of every great disaster and
stll stand In the grandeur of Inoreasing
strength—in the might of milllons of Ine
demnity.

"“Many of the successful managers of
these evarly plonecrs in _he bLusiness of ulls
derwriting have passcd wway, yet the
beneficinl results of continued wise and
mkcliifn ansgement will still bless the
uufunun‘o In the years to come."

W. H. HARFORD,
Assiatant General Agent Aeina Insurance

Company.

LIFE INSURAANTE MAKES PFROGRESS,
Galas Waonderful Sirength Duaring
Year Just Closed,

“Life Insurance was wonderfully streagih-
enod In 198 COwing o the eaormous
Slump In ovrtaln clusscs of securitios and
the consequent low price of tha very best
Investments., people were curious (0 wes
the reports of the great lfe Insurnnoe coms
panies.  But thesse milllons of invested
funds show no shrinkage worth mentions
lng, fully establishing the faot that the
wifest place to invest money I8 with the
aid. reliable iife companies.
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