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Growing importance of Insurance as a Factor in Our Modern Business Life
THEORY OF ALL INSURANCE

Principle on Which Tire, L'f, Acoident,
Fidelity and Others Are Based.

SHARING OF RISKS OF LOSS BY MANY

Flan Old as Commerce and De-
veloped with the Growth of

( Trade to Immense
'"( Importance.

Insurance, like banking, has it begin.
Bine bo fir back In the affairs of the world
that Its origin Is lost In the antiquity of
trade; but It certainly grew out of the un-
certainty of commerce. Its earliest form
was that of the assmuptlon of a sliare In
the responsibility of a mercantile venture,
generally by sea, by each of a number of
Individuals. One man could not afford to
take the risk of having his all swept
.way by the mlscarrlnge of a single cargo,
whereas, several might Join, and If loss

hould ensue It would fall with lightened
force because of Its distribution. As com-
merce developed, the Idea of sharing the
responsibility grew also, until Its evolution
brought about the individual who was will-
ing to assume for a stated sum a portion
of the risk Involved without assuming any
direct Interest In the cargo. The transi-
tion was easy and natural, and the change
which brought Into the purview of the
plan other forma fit risk than those of
mere merchandising by land or sea was
also accomplished with facility. It has
been practically within the last century,
however, that Insurance a It la now gen-
erally understood has been developed.

In Its earlier forms Insurance was of the
class now known as marine; confined al-
most exclusively to curgocs in passage, be-
ginning when the vessel cast off Its fasten,
lnga at the port where its voyage com-
menced" and terminating when the vessel
was moored at the dock at the end of Its
trip. The second great division Is that
of fire Insurance, and deals with all forms
of property liable to Injury or destruction
by fire; this division Is subdivided Into' a
number of branches or special lines, such
as hall, tornado, plate glass, and the like,
but all on the same general principle, and
subject to the same control and regula-
tion. So general Is the practice of Insur-
ance that no prudent owner of property la
without the protection afforded by a
policy. The topic Is too broad for any-thin- g

like detailed consideration In a short
newspaper article, and can only , here be
touched upoA in a most general way.

Risk In rnderwrltlnar.
Underwriter of fire and marine insur-

ance, in any of their branches, begin busi-
ness with the handicap of Inability to esti-
mate at all what their liability is; they
can only figure on total loss, and. must
make their calculations accordingly. In
the absence of accurate figures, such aa
the experience tables afford the life as-
surance men, the,,jlre. nderwrlters are
compelled to rely on the Judgment of ex-
perts as to the nature of the risks as-
sumed. Men who have devoted their lives
to the study of the subject determine the
points Involved !n the general subject of
rate and on thotr decision Is based the
premium collected for assuming the risk.
The original Idea of distributing the pos-
sible loss among a number of Individuals
Is still in vogue, and the "line" of Insur
ance carried by any one large Arm or In-

stitution Is generally distributed among
a number of companies, so that the Indi-
vidual concern of any one company In a
particular risk Is generally small. In this
way the losses are kept down to a min-
imum.

In determining the conditions on which
a policy shall be written, or a risk as-
sumed, the underwriter gives due consid-
eration to all the elements- that can poa-lbl- y

enter Into or affect the safety of
the property to be covered. A building Is
Inspected from Its foundation to Its roof;
Its construction is thoroughly
and Its location as regard to other build-
ings Is given due weight. The matter of
publlo and private equipment for fighting
3ra Is Also nnnlilrri a rA all tUm i t v.i -
physical features that can in any way
affect the conditions of the property are
provided for. Such safeguards as experi-
ence or prudence dictate are necessary are

tlpulated, and everything Is done to make
the interest of the insured equal with that
of the Insurer fn the preservation of" the
property. This brings the question down
to the most delicate and perplexing prob-
lem the underwriter has to meet, that of
"moral hasajrd." By this la meant the
probability of the Insured destroying or
conniving at the deatructlon of the prop-art- y

In order that he may receive the
aum guaranteed him by the Insurer.

Ethical Phase of Problem.
Moral hazard Involves a purely ethical

phase of the general problem of Insurance,
and yet It Is the one to which the greatest
consideration is given. Apparently it may
be settled by the general character and
standing of the Insured In the business
community; but even with this condition
satisfactory on the surface, the insurer
must be on his guard In order that the In-

terest of the insured does not lie In the
direction of the destruction of the prop-
erty. No certain method of overcoming
thla element of darger la known to the
Insurers, other than that of refusing to
assume risks which offer any but the most
approved conditions. Some years ago a
considerable debate was engendered along
thla line by the proposal to enforce what
was then known as the "80 per cent clause."
Vnder thla plan the Insured became a er

to the extent of per cent of the
amount written In the policy; thus. If cer-
tain property were Insured for $1,000. and
were totally destroyed, the policy would
pay UMJ, while If the loss were but 1300. the
Insurer would be responsible for but 8240.
the difference being the risk assumed by
the insured as colnsurer to the extent of
to per xent of the face of the policy. For
very obvious reaions this form of policy
was not popular among those seeking pro-
tection In Are Insurance.

Opposed to the coinsurance plan is the
valued policy, a form under which the In-

surer la required to pay the whole rum
named In the policy. In rase of total loss,
or the full amount of the loss incurred In
event of partial lose. This form of policy
Is In vogue In Nebrsska under the statute.
Against the valued policy the underwriters
advanced the argument that It enormously
Increased the moral haiard: to which the
advocates of the law replied that thla
should be met by Increased vigilance on
part of the Insurers.

1. 1 a air Mitul
Another form of nre h.nr.n.. t. tk.

mutual, or "Lloyds." In which the Insured
are slao Insurers, the organisation being
made up usually of Individuals engaged In
a single Uue of Industry, or In Hues closely
allied, who agroe o ahare any losa thatnay be sustained by any one of their nuin-- 3

ber, the proportion of the loss to be met
by any one .member being based on the
amount of Indemnity lie Is guaranteed by
the association. Lloyd's, In London, which
Is the headquarters for marine insurance.
Is simply a plnie where a number of capi-
talists meet and discuss the 'Various rlrks
offered, each assuming such proportion as
he cares to Underwrite. Among some of
the larger mercantile Institutions of the
United States a modified form of Lloyds
exists, but the danger of this form of In-

surance Is shown by the experience of a
number of the big dry goods houses of Bal-

timore, who had formed a pool of the sort.
They were wiped out In the great confla-
gration, and as each firm sustained a total
loss, neither of them secured any in-

demnity.
Work of the (Adjuster.

The great advance in Are Insurance
methods is also made manifest by the ex-
perience of the Baltimore fire. While a
number of Baltimore companies were wiped
out as a result of the overwhelming
catastrophe, the amount of Insurance they
represented In comparison with the total
loss Is very small, and the fact that each
of them will be able to pay almost all
of the losses incurred will reduce tho
amount lost by failure of Insurance com-
panies to an Insignificant figure. In this
connection some reference should be made
to the function of one of the most Im-

portant of all Insurance experts, the ad-

juster. On him devolves the duty, fre-
quently delicate, of settling the amount of
loss and the Indemnity the Insurer Is to
be held liable for. Ho must be familiar
not only wtlh the Infinitude of detail In-

volved In the Insurance business, but must
also have some knowledge of the details
of nearly every other line of Indtasirlal psK
tivlty, In order that he may approach lift'
task of settlement with such intelligence
as will result In an equitable adjustment
of the loss and a satisfactory 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 Balti
more flro and its lessons to Insurance men.
One point on which alt are agreed Is that
the "conflagration" risk has not yet been
eliminated from the list of hazards. Other
points under consideration have to do wttn
tho question of construction and tend to-

ward a general demand for safer build-
ings, structures that are actually as well
as theoretically fireproof. As to the actual
loss resulting from that great fire, the In-
surance Field of February 18 says:

After a week's review, chairman Turner
of the general adjustment committee esti-
mates the loss in the Baltimore conflagra-
tion to have been 112O.00o.0ii0. with tnauruno
of 176,000,000. Sulvage and over insurance
win reduce the company loss to about
160.000,000. This estimate Is considered a
conservative one by the experts.

The burned district covers seventy-thre- e
squares In what was the heart of the finan-
cial and mercantile district of the city,
and about 2.600 buildings were destroyed.

The committee on fireproof construction
of the National Fire Protection associa-
tion has not aa yet had an opportunity to
carefully Inspect the skyscrapers, but In-
surance men are generally Impressed with
the fact that the fireproof constructionbuildings did resist the flames and In some
cases run be safely repaired.

Insurartce experts all agree that the prin-
cipal lesson of the Baltimore fire is theImportance of tho exposure hazard and thenecessity of proper window shutters. Iron
shutters, wire glass and water curtains
each ttnd strong advocates.

The Spectator editorially discusses the
rltuation as follows:

The blow has proved even more serious
than , was at first anticipated, for a re-
ceiver has been appointed for one Tinltl.
more insurance company and receivers have
ieen arnxieu ror ror three other oompanles.
It Is also feared the actual loss payments
of many other companies will materially
exceed the published estimates. The losses
Incurred by some of the smaller companies
Iocs ted outside of Baltimore have been
sumcienuy neavy to impair their capitals
but it is Drohahle that comnanlea mn nltii.
atedi and which have reputations of Inmstanding to sustain, will make up theirImpairments and continue business. On
the whole, however, the relatively
murium? nmung me nre insurance com-
panies tins been a source of wonder to theaverage business man, and Is a pleasing

of the conservative principles
which have governed the administration of
fire underwriting affulrs during recentyears. It has demonstrated that. In all
probability, not even a repetition of thegreat Chicago fire would force the com-
panies which have provided "special re-
serve" and "guaranty surplus" funds to
fall back upon these funds in order to con-
tinue business.

One good effect of the Baltimore catas-trophe has been to lend professional firefighters to give more thought to the possi-
bilities of similar occurrences elsewhere,
and to the best means for preventing thesame.

Life Iniaiase Problems.
Differing greatly from the problems of

fire Insurance are those that confront the
underwriter of life assurance. In this tat-
ter branch of insurance activity the ele-
ment of hazard has been almost totally
eliminated. "Experience" tables enable the
actuary to tell with absolute deflnltentss
what are the chances of a normally healthy
man dying during any year between the
year he applies for Insurance and the cen-
tury mark, together with the reasonable
expectancy of life due him. With this In-

formation the matter of determining just
how much It will cost to insure a return
of a specified sum to the heirs of an Indi-
vidual la one of easy calculation. It is es-
sential, of course, that this cost be dis-
tributed among a number, just as the ex-
pense ot carrying fire risks is shared by
all the policyholders. But, while the fire
underwriter has no means of knowing when
a losa will be Incurred, the life underwriter
knows that sooner or later death will over,
take all his risks and he must make pro-
vision for the Inevitable end. To this end
each of a group of Insured persons carries
not only the expense of Insuring himself,
but of insuring all the others In the same
group, to the end that the heirs of each
may be Indemnified. In this respect all life
Insurance Is mutual, although the older
companies were organized on a basis of
profit for the shareholders. Competition
has so changed the practice that nowadays
the policy-hold- is also a sharer In the
profits, not alone of the strictly mutual
companies, but of the "old line" as well.

Modern Front Sharing.
In the various forms of endowment, ton-

tine or other limited paymsnt funds, the
Insured Is not only secured as to life pro-
tection or Indemnity In case of death, but
In return for specltled sums, paid at stated
intervals, is guaranteed a return of all be
pays in at the end of the period covered
by the contract, but a profit that shall not
be less than a given amount This added
profit is earned by the management of the
Immense sums held as surplusage by the
companies. At the beginning of the year
the total assets of twenty-nin- e leading life
insurance companies of the United States
amounted to more than t2.0u0.000.000, nearly
three times the capital of all the national
banks In the country, and more than

.aore than the aggregate valuo of all
the coin and bullion in the country, and
double the value of all the metals and
minerals mined In the country last year.
These figures are cited simply to show the
enormous extent of the life Insurance busi-
ness. Accurate figure are not at hand to
base an estimate of the business of the
minor companies, but they would swell the
total Immensely, and when the great fra--

Fire Insurance in the United States in 1903
The following tabulation shows the ageropntes of the fire hiKurauee huslnes. tnunwcjed In tho United States in 1903, and the financial condition of

the comimnles ns of January 1, 1904. The figure nre compiled from the sworn reports of the various companies by The Spectator of New York, and are
Issued In ndvauce of the State Insurance department report. The list comprises all American and foreign stock companies reporting to the New York In-
surance department:

COMPANIES.

Aetna, Hartford
Agricultural, Watertown..
Albany, Albany vAllemitnla, Pittsburg
American, Boston
American, Newark
American Fire, Philadelphia
American Central, St. Louis
Assurance Co. of America, New York a.
Boston, Boston
British-America- n, New York
Buffalo Commercial, Buffalo
Buffalo German, Buffalo
Caledonian-America- n. New York
Camden Fire, Camden

Capital, Concord
Citizens, Bt. Louis
Colonial, New York
Colonial, Washington
Commerce, Albany

Commercial Union, New York
Commonwealth, New York
Conoordiu, Milwaukee
Connecticut Fire, Hartford
Continental, New York

Delaware, Philadelphia
Detroit F. and M., Detroit
Dufchees, Poughkeepsle
Empire City, New York
Equitable F. and M., Providence
Federal, Jersey City ".

Fire Association, Philadelphia
Fire Ins. Co. of Co. of Phil.. Philadelphia..
Flremans Fund. San Francisco
Fire mens, Baltimore
Flrcmens, Newark
Franklin, Philadelphia
Oeorgla Home, Columbus
German, Freeport
German Fire, Peoria
German, Pittsburg
German Alliance, New York
German-America- n, Baltimore
German-America- n, New York
Oormanlu Fire, New York
Olrard F. and M., Philadelphia .7..
Glens Falls, Glens Falls
Ulobo and Rutgers, New York
Granite State Fire. Portsmouth
Greenwich, New York

Hamilton Fire, New YorU
Hanover Fire, New Yor'i
Hartford Fire, Hartford
Home, Baltimore
Home, New York

Home F. and M., San Francisco
Indemnity Fire, New York
Indianapolis. Indianapolis
Ins. Co. of North America, Philadelphia...
jns. to. or state ot i -- , roiiaaeipma I..
Kings County, New York:.
Lafayette, New York

Lumber mens. Philadelphia,. ....... ..........
Mechanics,. Philadelphia a
Mechanics and Traders, New Orleans
Mercantile F. A M.. Boston
Michigan F and M., Detroit
Milwaukee Fire, Milwaukee
Milwaukee Mechanics, Milwaukee
Nassau, Brooklyn... .'

National Allegheny
National, Hartford
National Union, ' Pittsburg
Naw Hampshire, Manchester
New York Fire. New York
Newark Fire, Newark
NlBRar Fire, New York
North British and Mercantile, New York.
North German Fire, New York

North River, New York
Northern, New York
Northwestern National, Milwaukee
Orient, Hartford.. ,
Pacific Fire, New York o
Pelican Fire, I Jew York
Pennsylvania Fire, Philadelphia
Peter Cooper Fire, New York
Phenlx, Brooklyn
Phoenix, Hartford
Potomac, Washington
Prov. Washington, Providence
Queen, New York
Reliance, Philadelphia
Rochester German, Rochester....!
Security, Baltimore
Security, New Haven
Spring Garden, Philadelphia
Springfield F. and M . Springfield
Bt Paul F. and M.. St. Paul
Star, Louisville!
Stuyvesant, New York
Teutonia, New Orleans
Trader, Chicago
Union, Buffalo

Union Philadelphia
United Firemen. Philadelphia
United 8tates Fire. New York
Victoria Fire. New York
Virginia F. and M.. Richmond
Virginia State. Richmond
Western, Pittsburg
Westchester Fire, New York..
Western Underwritern' Assn.. Chicago.
Wllllamsburgh City Fire, Brooklyn...

Foreign Companles.t
Aachen and Munich,
Alliance Assurance, Loudon
Atlas, London '.
British America. Toronto
Caledonian, Edinburgh
Cologne Reinsurance, Cologne..
Commercial Union, London
Hamburg-Breme- Hamburg
Uv, Union and Crown. London

London and Lancashire. Liverpool
London Assurance. London
Manchester, Manchester
Moscow Fire. Moscow
Munich Reinsurance, Munich

Netherlands. The Hague
North British and Mercantile, London....
Northern, London
Norwich Union, Norwich
Palatine, London

Phoenix, London
Prussian National. Stettin
Rossia. St. Petersburg p
Royal, Liverpool
Royal Exchange. London

Ralamandra. St. Petersburg
Scottish Union and National, Edinburgh
Skandla. Stockholm
Sun. London
Svea, Gothenburg
Thurlngla. Erfurt
Transatlantic. Hamburg
Union Assurance, London
Western, Toronto

Total for 1808
Increase in 1903 ' 'Totals. ISO? "Totals. 'Tl '.
Totals. 1900
Totals. 1

Totals. 18-

Totals. 1897
Totals, 198 .......
Totals, lh.1.
Totals, 194

Include trie premium, interest, rentand income from all other sources exceptdeposit premiums received on perpetualrl.ka, commlaaions received on reinsurances(deducted from commissions paidi, prem-
iums of 19(4 received, appreciation of se-
curities owned (not sold or nialurtdi. and.iu the cases of foreign companies, their r
reipts from their borne ofticee. Totaldisbursement are almost Invariably theaggregates ot the Iocs paid, dividend
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and expenses, the latter excluding deposit
premium returned on perpetual rlks, loot
on sale or maturity of ledger asset, re-
turn premiums aod reinsurance premiums
of 1902 mot deducted from lkul premiums),
commissions on 19ut business, depreciation
of securities owned (not sold or matured),
and similar Heme cannot properly
be classed ea expenaes: auto, tn the ease of
foreign companies, their remit txrires to
tbelr bom oOlcea. " Include &.j0 sur

plus paid In. t First column for foreign
companies is deposit capital, which ta no.
deducted from surplus. Decresse. a
This company abaorixd the National StHn-dar- d

of New York I 13. b Includes l &i
surplus paid in. r Includes tkO.OiO capital
and tlOO.uuu surplus paid In. d Einudri
tluO.000 capital and 1100.U0 surplus paid In.
e Iwludt-- taO.OuO paid In by stockholders,
f Includes pamnt to aorlp holder, g Ex-
clude new capital and new surplus plu lii.

He
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P313 0. h Profits on sale or maturity of
are excluded. I Cussed business In

lsl; reorganised and resumed business In
Includes t,i) surplus paid In. It

Kxcfii of receipts on account of losses.
I s tuiuuO surplus paid In. n

tluOuiO new capital pild In: o
Us bualiieaa in 1 and resutnad

Iin-mb(r- . 1' p Admilicd to New York
lu lr'bruery, lMsl,

ternal organisations or taken Into consid-
eration the extent of the business can be
only expressed In figure that ar almost
beyond grasp and entirely too large to b
appreciated.

Fraternal" 1.1 fe laisrssee.
Fraternal life insurance companies differ

from the old line in that they depend on
the constant Influx of members Instead of
fixed assets to perpetuate the ability of the
organisation to pay the amount of assur-
ance written on each of the member. The
difference In the plana may be understood,
probably, with this explanation. A com-
pany formed on the old line puvn with, sax,
10,000 members figures that a certain num.
bcr of these members will die each year
and that their places will not be taken by
new members: therefore It Is "necessary to
charge each at a rata that will Insure the
last risk be-ln- paid on maturity. T4 do
this each trust pay during the early part
of the life of tho policy more than ths
cost of carrying the rWt and during ths
latter port considerably leas. This Is based
on the mean cost With this plan the last
man Is aa certain of his policy being paid
as is tho first. With the. fraternal ths
general theory Is to furnish Insurance at
the lowest possible cost to the individual.
Must of them have prepared a table of
rates showing the exact coat of insuring
a life for a certain sun) nt a certain ago. '

and this cost la carried on through life,
no provision being made for the Increasing
cost as the Individual grows older and ths
time of his certain death comes nearer.
To offset this dependence Is placed on the
continual addition to the membership, thug
supplying the deficit in the amount of in-
come that would result from the deaths.
So long as the order is able to replace Its
death list by new members Its ability to
pay remains unimpaired, but if the. death
rate exceeds the Influx of new members
the prospects of payment to the survivors
beyond a certain time become less and less.
Some of the order make a partial pro-
vision for tho Increasing cost of carrying
the risk by adding each year to ths as-
sessment levied on the members, but the
general theory I dependence on new mem-
bers. Some have accumulated surplus funds,
but this Idea Is discountenanced by the m
Jorlty, who have faith that the attractive-
ness of the Insurance they offer will be
sufficient to Induce young men to Join and
thus obviate the necessity of accumulation
aalr.st the day when the assessments will
not be sufficient to care for the losses.

Hasard in Life Insurance.
By eliminating certain proscribed occupa-

tions and classifying all others according
to the. probability of death or disease
overtaking resulting from the pursuit of
any one, the life Insurance underwriter
have practically reduced the question ' oi
haaard.to aa certain a basis as they hav
the clement of cost But they still have
the human problem to deal with, and ths
"moral haiard" element enters aa largely
Into their calculations as it does Into that
of fire underwriting. It takes the same
form, too, the willful destruction of the
property covered by the policy. . Suicide
In the case of life Insurance is as perplex.
Ing as Is arson In the rasa of fir insur-
ance, with the exception that suicide Is
more readily established. Many time have
the courts been called upon to dstermlns
the liability of life Insurance companies to
pay the amount of Indemnity written
against the life of a suicide and a long list
of varying decisions hare bean ths result
It Is still a problem tobe Settled.

Other Forms of Insurance.
In many way doe the principle of In-

surance find expression and application In
modern business affairs. One attractive!
lino is devoted to Insurance of Individuals
against accidents or sickness, anotheragainst loss or damage to property other
than by fire or marine accidents; another
provides for surety of employes er publlo
officials or other person who are required
to give bond for the faithful performance
of undertakings of any sort, and lit each of
thesa the field ha been found profitable.'

CAM GET KO AOE44IATE FROTKCTIOlf

Impossible to Seen re' Absolnto Pro-
vision Against Big Fire.

"The numerous great conflagrations dar-
ing the past half century demonstrate con-
clusively the fact that there can be 60
adequate provision against the fearful firs
waste that ha devastated many of our
cities and villages.
, "Within ths last fifty year mors than
86,000,000,000 in property hav succumbed
to the relentless fury o". the fire fiend.
Each decade contributes more than
81.250,000.000 of the wealth of the country to
this Insatiable element of destruction.

"Durlsg the same period almost 1000 In-

surance companies cam to the rescue of
thousands of their patron, thu saving
ahem from hopeless bankruptcy.

"The record of failures for fifty years
shows that 1,452 insurance companies re-
tired from business. This enforced retire-
ment took out of the business of under-
writing over 8750,000,000. These failures
ar exclusive of the many hundreds of
township and town mutuals that bave
bowed to the Inevitable.

"Today there are 164 companies In the
United States in the hands of receivers.
These already properly belong to the rap-
idly increasing mortality list

"Out of a total list of 242 American Joint
stock companies now left to do business
In this country, only forty-tw- o have corns
up (hrough the fire of more than half
a century. Nine of these, beginning, as It
were, almost in the dawning of the nine-
teenth century, have passed through a
hundred conflagrations. This surviving
few should be designated as tb 'Old Ouard
of a Hundred Years." They hav stood to
the forefront of every great disaster and

till stand In the grandeur of Increasing
strength In the might of millions of In-
demnity.

"Many of tii successful managers of
these early pioneer In .he business of un-
derwriting hav paased away, yet the
beneficial results ot continued wis and
skillful Management will still bless ths
unfortuiifte in ths years to come."

W. It HARFORD.
Assistant General Agent Aetna Insurance

Company,

LIFE IXSIHAKC-- MAKES PHOCRESS.

Gains Wonderful Strength Dnrlnn
Yenr Just Closed.

"Life Insurance was wonderfully strength-
ened in 1903. Owing to the enormous
slump In certain classes ot securities and
ths consequent low price of the very best
Investments, people were LUrious to see
the report of the great life Insurance com-
panies. But these millions of Invested
funds show no shrinkage worth mention-
ing, fully establishing the fact that the
safest place to Invest money Is with ths
old, reliable llf companies.

"O. W. NOBLE.
General AgaaU"


