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REPORT ON INSURANCE BUSINESS.|

The report of the Massachusetts legislative com-
mittee on insurance published .in the N. E. In-
surance Gazetle reviews the history of ingurance
since the late war; speaks of the reckless vogpe-
tition as seea in’ the numerous fires which espe-
cially obtained from 1862 to 1867, and instances
the great Portland fire of July 4. 1866. During
this period many companies succumbed. Hazards
are now increasing from the greater use of. petro-
leum products, phosphorus, nitro-glyceripe, and
other chemicals. The increase of the ctime of
arson; the lvra(tirr of over-insuranee; the llvprt‘b-
sion of trade and diminttion of profits; are dwelt
upon, as.well as the bad system of brokerage in
use. The firé losses from 1st January, 1859, to
31st December, 1868, amount to 59.26 jof the
premiums; the average running expenses being 30
per cent., leaving ouly a margin of 10 peér cent.
for profit, deducting the earning of vested ¢apital,
which is stated at 9 per cent, ; the report concludes
that only 1.23 per cent. is the yeal profit! of in
surance business.

E4qually unfavorable, says the report, are the
results’ of the insurance business in New York
State, in which during the last three years, the
164 fire“and fire-marine insurance companies,
whichdo business in that State, received $110,-
720,700.28 in premiam receipts on fire and 'marine
risks; and disbursed $111,519,470.20, or’ §799,-
769.98 excess of disbursements over current re-
ceipts in a three years’ business. .

It is true that these companies "during that
period paid out §11,760,184 in the shape ¢f divi-
dends, or an annual average sum of £3,829 061.
Their totaliassets for the three years exhibit an
average of $72,902,578. Hence their nét eain-
ings, from all sources, were only 5.33 per cent.,
or but little wore than one-half the geneml aver-

o transaction.

relying apparently solely on the judgment of Mr.
Shrubb, gemeral manager and secretary of the
Hercules, but who is known to have hLad no actu-
arial knowledge whatever; and ‘his they do on
terms so monstrous that actuaries would have
been aghast at the bare suggestion. True, the
affairs of the International were valued by Mr.
Woolhouse, the eminent mathematician, before
the transfer took ;place ; but he seems not to have
acted on his own independent judgment, for he
assumed a basis of five per cent. instead of the
usual three or three and .\\m]f, and of course his
valuation was in consequence utterly upsound.
But nobody seems to have suspected this. Mr.
Shrubb was not likely to find it out, and can
hardly be suspected of having done so, especially
if his assertion that he never received & penny
over the transaction is correct ; the board relied
on their secretary, and so the whole mischief was
done.

Yet it is marvellous that it could have been so.
What were the directors about! Was it so small
a matter, this buying up the business of another
company, that it was not considered worth their
attention, or was jt so complicated that they
could not fathom the mysteries of it ? Mr. White,
the official liquidator in the winding up of the
Hereules; very properly points out, that had the
effect of purchasing on a valuation, not of pure
net premiums, but of gross premiums, at five per
cent., been seéen and considered by the board,
they mever could have heen perties to such a
““Yet,” he adds, *‘it must be appa-
rent to any shareholder (let alone ‘a director) who
has the least knowledge of insurance business,
gr of finance, in any form, that as it is nearly
impossible to invest considerable sums of money
so as to obtain more than £J per cent.—and
it is indeed very hard to invest large sums to
obtain uniformiy even that amount—that the
Hercules must have realized a heavy loss year

age,. But even these small dividends were not
derived from the profits of current business—
which as we have s¢en was really a losing one
but were borrowed from"the interest acerning on
their surplus funds. .
The following czleulation of percentages will
be interesting: |
Percentages of total losses to total premiam
receipts
Percentage of total

60.93

commissions to total

premitm receipts Ve
Percentage of total management expenses,
exclusive of and
total premium receipts ...,
Percentage of total taxes to total premiuth
receipts

11.8]

commissions taxes to

14.14 |

...} 101.29 |
]-u‘)_nut

Total

Percentage of excess of current expenses.to
current receipts cesh 1.29
The facts disclosed in the above tabular state-
ment are both significant and suggestive. They
show that 164 leading American insurance com-
panies doing a fire and fire-marine busipess paid
ouf, during the years 1865, 1866 and 1867, $12,-
500,000 more than their premium receipts; that
of $125,000,000 of total income for three years,
Jess' than $2,000,000 were reseswed for hdditions
to surplus, that the proportion of premium re-
ceipts saved for dividends is Jess than the amount

thercof paid for taxes,
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PRUDENTIAL AND
TIONAL.

THE INTERNA-

The whole of the revelations alout thd Hercules
are of the most extraordivary nature. They dis-

close a course of business which might be deemed |

ineredible.  The company undertakes the liabili-
ties of the International—a concern Which for
years was uiderstood to be in a bankrupt state—

by year upon the business it had taken.
There was no margin out of which oné¢ penny

| of direct profit conld be made by the investment

of the International funds, nor indeed, was there
any possibility of getting a single penny of margin
to cover the whole expense of working that Inter-
national business with its costly agencies in several
parts of England, in Paris, Brussels, New York,
Montre Jll, ll.:lilux, Nova ."l'ntin, and uﬂ](']‘ lnlm'('s,
Assuming (which is impossible in fact) that every
shilling received from premiums, or otherwise,

| under the Intérnational transfer could have been

invested at iaterest at £5 per cent., the moment
it was received, so that not a fraction of interest
was lost, the Hercules would then have had te

| bear,jout of its own proper and independent re.

sources, all the expenses incidental to the conduct
of the International business.

Even this was not the worst of the case, for ag

| attempt was made to show that the Herculeg

would, by profits on International policies bought
on advantageous terms, be able wholly to turp
the scale, which is mere moonshine. I,’mnking at
it altogether, it must be admitted that the Her u+
les has'landed itsel in a hole through one of the
most amazing' transaction8 in'insurance history,
The only }mlli"~ who seem to have been '-"nv‘ﬁ[;n]
by the transfer are Mr. John Sheridan, the nego.
tiator of the business, who netted £8 000 for T:is
trouble, and Mr. Richardson, the Secretary of the
International, who seems to have received £15.-
000, This sum of £23,000 was paid away mn.:,f
the assets of the International, reduc ing the fundy

| by that amount, though its position was at the

moment utterly hopeless.  We question whether
if the Court. of Chancery were appealed to tlhe
whole of this money would not im\v to be nf;
{ funded. If jit be not, the unfortunate share.
will have to make it good, Vesides a deficie ney of
some hundred thousands which they will have to
weribe 1€ le 1 ' ;

I\ul ri . to! enable the ll‘n!n'ntm], which hLas
| taken“over the Hercules business, subject to cetr
tain conditidns, to carry out thi rti !

3 1s portion of the
contract. . i

'ﬂ'uﬂ_\' asked than answered.

——.
——

So far as the Prudential is cobicerned, it scems
to have acted up to its name in the way in which
it has set about acquiring the business of the two
unfortunate companjes. It has (had their affairy
valued by two competent actuarips, and has agreed
to indemnify the policy holders ¢f both
in case the deficienéy in the ts is subscrl
It ¢ould hardly have set to work in a n
straightforward way. Meanwhile the whole
in regard to the absorbed offices,| now that it has
been fully exposed by Mr. White, cannot be teo
closely scrutenised or strongly condemmed. ' It
reads more like a page in a nove] than an incident
in real business life. The Hercnles di
appear to plunge into a difficult and delicate ‘
tiation, wholly in the dark ;| they vahﬁ
“ghoot Nis ') and elect ta do so with
eyés shut. 1ﬁz‘hv thing affords a striking lesson to
shareholders when ealled on to suffer iter-
ests to be transferred from one pom to
from comparative prosperity to "mn,lnf:vyl;: Hﬁ
to catastrdphe at a single step, land wd;ll’ in
transactions of this sert. ** hltt," it will be said,
“the safety valve is the actuary’s knowledge and
experience, 1f he is not to Ue relied on, what
security have we ! How are simple sharehglders fo
satisfly themselves and to secure their own interésts
unless by this means I The qtestion is far more
I'he whole
of shareholders in public companies is, in truth,
most unsalhf.r tury. 'l‘ln')’ canhot ln h m
to take- arf active part in the -trhnsactions of busi-
ness. That would never do. And even were it
practicable in other respects, intompetency would
furnish an effectual bar in nine| cases out of ten.
What are they to do then! [Why, they must
place reliance on those who age elected to sit at
the board-table. The directord must have exten-
sive powers and exercise a largd discretion,
the advice of accredited and competent officems '

This state of affairs cannot Be altered by'
legislative or other device. (jiven com
and extensive business arrangéments on the
side, and a large body of interdsted but ignorsnt
men on the other, and the prepent system is the
only system which will work! There may, of
course, be checks and countdr-checks; Govern-
ment actiaries may revise the caleulations of pri-
vate actuaries; accounts may [be submitted ' to
Government inspection or pulllished for general
information. Fifty different eu']n»dirnts may be '
resorted to; but the difficulties| Iying in the way
will never be got over, and the jmore complicated
the machinery, especially if thire is to be a gov-
ernment spoke in the wheel, the more likelyis
the whole thing to get out of gear. All_ that the
shareholders can do is to regatd with suspi
and scrutinise as cautiously ds possible all /the
propositions of #h extraordinary nature submitted
to them, demanding the l'ullc-s{ information, and
insisting on the most stringent precautions their -
sagacity or experience may syggest. Let them
not rely too surely on reprebentations made to
them, even when backed up My the advice of sn
actuary,’ who may not be a free agent, as we are
willing to believe was the case in this instance.

The secret of the whole thin;; seems to be that
tely

the International was absolutply rotten——that it
could npt stand much longed; and that, there-
fore, at all hazards it must get [rid of its liabilities
to some unwary concern. Fof some yearsit

been in the market without fipding a flat fo pur-
chase until the Hercules, utterly ignorant of se-
tuarial science, and probably kming the result of
an investigation, entered into hegotiations, on its
own behalf, and bad as it was {tself, actually con-
sented to take over that which|could onlyl“n &
worse. The negotiator of this js-andalous piece of |
business pocketed £8,000, and|the officials of the
Intercojonial netted an amouynt which seemsal-
most fabulous. As these pa:%ics, excepting' per-
haps thie lawyers, were the only ones that would
be benefitted by the transaction, their desire to
carry qut the transfer per fas et nefasis casily
understood. —Jnsurance Kecord, |
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