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PIL1ING UP LIFE INBURANCE SURPLUS.
Surplus, as cverybocly lias conic, iii soi i In asure. to

uidlerstand(, is olle of thie essenitiîs of sounid lifc instur
amîce. As witli otlîeressetutial attributes of thebsis
thcre lias, hiowever, beeui thirownl arouinc il a good deal
of unnleccssary nîîîbiguîity and îlot a litile ahsturdity.
'l'lie tecliîal terns of tîte actuary and tîme traditiomual
explanatioîîs which are burdetied by bogariîttlni pro
funidity have beesi cînloyed tusually to de:îîoistrate ils
necessity aiid to advocate ils iuicrease. Tlicories, liow
ever, (Io îlot always agree with every dlay commuiin
sense, lior with plain, practical facts, anîc we deeiii il
tolcrabiy easy of dettionstration that thîe managers of
our life insuratîce co:npamies are, îiaîy of tlieil, iii
bondage t0 tlieories iii the niatter of tlie trtic fuîîctio:is
of surplus. lIn tle first placc, tlie real relation of sur-
plus to souîid life inisuranice is simle anîd easily untder.
stood wlien statcd ini the cvcry day lauîgtiage whicli %vC
apply te ollier kiîs of btisi îess. I)ivesteci of aIl tecli
nicalities aiîd bookisli ternis, it is silîipl « the differeuice
between wlîat a coînpamiy owsns aîid wliat it owves,
actually or prospectively. llie " «reserve " niade tip of
such portions of thxe prcîiliuiui as scientifie acctîracy
pronoulices adequate willh intercs% aud future prcîîiiis
te nicet future inortality liabilities is hield iii trust for
the policyhiolders, and is iii the îîattire of a (lclt wvlliclî
must be paid as il nmatuires at consecutive future periods.
When ho luis we add curreuit debts of wvliatsoevcr kid,
we have total liabilities, tlie différenice b)tecti wliich
and the assets owîîed is surplus.

That there should be any surplus is dite to tle fact
thal the portion of the preiniimi chargcd, whiclî is
designcd to nieet cuirrcnit expenlses, is ofteî miore: tliasi
sufficient for the purpose, Iliat ttie actual l)ayiiielts for
death clainis are less Ihan the expecmcd payînents pro
vîded for in the preiuinîs, alid thaI tic actual rate of
interest on invested fuilds is greater titan the assiîîîîcd
rate. Thiere are ininoer sources front whicli contribu-.
tions to the coînpany's treasury are niade, but surplus
cornes mainly front the three sources above naîncd. l
ils legitirnate uses tue surplus plays the part of a safety
fund. It is designed ho inake assuîranîce (lotibly sure,
and bas no otiier proper fuiction. The preunîsiiiii i
the level preîniuîn conîpatiies are i>urposely fi xed oi a
higher scale than is necessary to inccl the actîtal con-
ditions of the business se far existiiig, in order tliat
more adverse conditions inay be niet if îiîcy should
chance to arise iii the future. Tlie surplus bears about
the saine relation te life insuramice thaI the air-cuishioui
iii the modern elevator or lift bears to that so:newlîat
uncertain convenience. As in aIl kiudls of businîess,

à there are -conte contingencies iii life inisurauice wliicli
cannot be foretold with înatlîcmatical precision. W hiat
are they ? Are they sucli as te justify tlie holding of
a large or only a small surplus '

In the experience of aîîy ably and hlnsty inanaged
company-and it is oîîly sucli that this article cames te
consider-we know of but hwo contingencies whii jus-
tify the keeping of a surplus. Onie is the possible
losu on investnxents, and the othier is a decrease ii tlie
interest rate realized below the rate assumrecl. Sticli

are thc vast accumui ilations îield by the lueé conîpallies
to-day, that inittrest-hea.ritng inivcstient of the flinds
canniot I)e iade witlîouit iîicluding a class; of securitics
miore or less iltictuatiig iii elaracter. sucli as stocks and

bonds(l of large tranisportation or telegrapli or iiiiiufac-
tuirinig coi affles and tie like. J uciciouisly selected
iiîîiiiicipal b>onds. lirst iîîortgages ou1 reail estate, boans
oit the coiiipanules, owi policies securcd by the reserve,
aiîd perias elle or two otlier forins of inivestient, are
practically beyoiid conitigency ; buît te iiîvest and
kcp ilivsted profitably tie Vast anîioiît of life insur-
atîce assets wvitlîcut dealing iii soine securities miore or
less conîtingenit is probably an iliîpossibility. It is
prolbably truc tliat wiîlî well iiianage<l co:îîpanies tic
appreciation of the tlîictuatiiig class of securities
naiîd wiIl, iii the long mnit, equîal ca: excecd tic loss
froin depreciatioii, but tile clenîeiît of iiîîccrtaiîity existe'.
aiîd if a pcriod of depression, suel- as took place in
I)ecetinber last iii stocks anîd bonds iii Newv York, wcre
leiigtlicuie(l ont fora, vear or two, a little surplus would
serve te keelp tlîc issratice ship) ont ait even kt-el, and
Uîerefore is iice.So far, howcver, as Uic probability
tliat the coipaiîies tvill be calle(I tpon to calculate
tlîcir ruserves ont a lower rate of iîîtercst is coiiceriied,
anid that ain extraorciîary surplus shoîîld be accuinul-
ated te zîteet Iliat contiiigcicy, we regardl the contit
geîîcv.as cxcec<litigly reiniote. 'ic simiple fact thattUie
conîpaîîies in ttue United States aîîd Caînada have ex-
periiced but a sliglit reductioî iii the rilizedl interest
rate duinîg the past five years, anîd tîtat the netuial rate
is aîîd is likcly to conitinuie consiclerably above the
assuîîîed rate, shows tic renioteîîcss of the interest
rcclnctioîî coîitiîigcicy. Soutîe surplus is îîecessary
withouit dotibt. but lîow inîncli ? Ili or<ler to show the
trenîd of surplus accumîulationîs, we have coîupilcd, froni
the îuiost rcliable soures accessible, the total surplus
011 Decelîîl>er 31 of cadi o~f thc past five ycars, hield by
ail the coînpaîiies reportiiîg to the New York Inisur-
aller Departuîeîît, togetlier witli the liabilities aîîd the
ratio of tlie forîier to Uic latter. 'llie exîjibit is as fol-
lows:

I.a. itibi/lies. SuIrpllus. Ratio.
ifCC. ; 1, 1 S595 $053-483,497 $158,735,9 8  86.14

1894 91b,591,138 139,740,544 85.25
893 8.55.308,038 816,549-986 33.62

4. sc2 789,67-0817 114.060,520 84.44
:8C IS 23 ,045,945 96,356,907 83.33

Wc fiiid also that the above surplus for 1895 was
equal to s 3.c) of the total assets, aîîd iîl 1894 to 13.2, heiîîg
11.9 aîîd 12.6 respectively for 1893 and 1892. Thle
practical question is, are tic comipanies lîcre coiisidered
justified iii holding coniiitously suicl suins as surplus
iîîstead of rewriting the major portion of it iii dividcnds
te pohicylioldCrs, to whonîl, iii insural-ce oit the nitual
plait, it of course bcloîgs ? We think miot. Wc are
fauiiiar, rather too fsnlawitlî the old, cxplodcd
rcason given by Uie advocates of piliîîg up ait immennse
surplus, that elle of the umîforeseen contingencies te bc
providccl for is tic possible rectirrence of epideînics
produciîîg ani abnorînal dcath rate, and also that cx-
pense of inageîncîît inay excced tlie «'loading '
chiarged up te the regulir prcniiuni. So far as tlhcfir!s4
is concernced, actual experience for more thani a litîîdrcd
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