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deferred losses in liability imsvrarcb. 
Condrnutlon of ValmmbU Peprr, by Charlu H. Reely,

Apprerl»* |B tbe Rec.mtly Pnbll.bed Proceed- 
'*«■ ot tk* Iuaraaee Imatltsle of Toroato.

To properly estimate the ultimate cost of outstand
ing claims is the most perplexing problem that con
fronts the casualty insurance underwriter in making 
up his balance sheet, for it may he said that therein 
lies the vital ipiestion of profit or loss.

In no other branch of insurance underwriting does 
tills element of ‘contingent” or “outstanding' lia- 
biliti play such an important part, for in the nature 
of l-.mployers Liability, or Public Liability Insurance 
thf value of any claim is undetermined until it has 
been adjudicated by a court of last resort or settled.

In liability insurance, aside from giving the origi
nal notice of accident, no limitations of time for 
making claim may be imposed upon the insured with
out nullifying in a great degree his protection under 
the jxiliey Moreover, the occurrence of an accident 
to the workman of an insured does not necessarily 
constitute a loss under the policy ; there must have 
been not only accident but the "facts and circums
tances attending it must prove negligence on the part 
of the employer under the provisions of the Common 
law or legislative enactments of the Province in 
which the risk lies and therein are found the diffi
culties of the claims adjuster.

I lie first obstacle is the human tendency of the 
employ er to minimize his fault and put the blame 
ii|>.,n the unfortunate man who is injured. In his 
preliminary report of the occurrence that view is 
state !, and stoutly maintained throughout, until per
haps months or years afterward the evidence of the 
claimant i-» lmnight out in court.

I he insurance company is further lulled into secur
ity by the statement that the injury is trivial, esti
mating the period of disability at a few days, and 
that nothing more will be heard of the rase, when 
months or years afterward the injured makes claim 
for loss of hand or foot or mysterious internal in- 
jurics that will disable him for the remainder of his 
Id. I borough investigation bv the company of each 
accident would prevent such surprises to a large ex
tent hut the expense seems unwarranted and im
practicable in so-called ‘‘trivial'' cases and
risks.

results shown by a well known actuary of the United 
States dealing with millions of dollars of premiums. 

The table is as follows :I

RATE PER CENT. UK LOSSES TO PREMIUMS WRITTEN. 
Claims paid Outstanding Total 

Each year At end of each year. Claims paid 
41 81 p. c.
19 33

Year.4 1 » 2K p ç.
22 48

9 28 p. c. 
31 762

3 10 48 8.85 42.24
4 624 2.61 48.48
5 61.09
The difficulties of estimating each case with any 

degree of accuracy arc such as to render it impos
sible, and many plans of averages jtave been invoked 
by the different offices.

fly some all “claims’’ arc subdivided into three 
classes, viz. : "appeals,’" “suits'" and "claims" and the 
average cost in each subdivision as shown by past 
experience is used as a basis for making the out
standing list. This system lias its fault in two parti
culars. Certain “accidents" that were not consider
ed "claims’’ at the time of making the list, will sub
sequently develop into claims, and perhaps suits or 
appeals ; and many eases that were listed as “claims” 
will become suits or appeals, before settlement.

It therefore seems essential to a sound outstand
ing list that all known accidents should be dealt with 
on a uniform basis of average cost over a period of 
years, and with a view to the greater security of the 
public interest several of the American States, not
ably New York and Massachusetts have enacted le
gislation with the following requirements :

All accidents reported during a period of five years 
ending at least five years prior to the statement are 
taken into account—the gross sum paid thereon is 
shown and the average cost deduced. The number 
of accidents that resulted in suits, and the total cost 
of all suits arc segregated therefrom, and the aver
age cost per suit is found.

With this basis of averages made up from each 
company’s experience, the law requires that a com
pany shall show in its animal statement the total 
number of accidents reported to it during the last pr
eceding eighteen months, this number is multiplied 
by the average cost of accidents as previously deter
mined, and from the result is deducted the sum of all 
payments made on account of said accidents ; the 
balance is carried to the outstanding account. To 
this i- added the sum of all existing suits multiplied 
by the average cost of suits previously shown, and 
the total must be carried as a reserve for outstand
ing losses.

i'ltis comprehensive method of dealing with w hat 
may appear to the layman an unimportant element of 
the balance sheet, has appealed to the most experi
enced under» riters as the best known system of solv
ing this vexatious problem, hut it is not free’from 
fault because of the enormously increasing tendency 
of claims due to the greater physical hazard of mo
dern machinery, legislative enlargement of the work
ing man s rights and socialistic spirit of jurymen, as 
well as the unscrupulous conduct of certain members 
of the legal and medical professions.

A higher appreciation of the subtleties of this 
tingent liability is essential to the conservative 
ger who wishes to escape the humiliation of confes
sing to his hoard that his reserves of the previous 
year have proven inadequate, and the present year’s 
profit must lie drawn from to supply the deficiency, 
perhaps to the extent of impairing the dividend if not 
the surplus.
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I lie value «»f the claim being based primarily on the 
extent of the disability, in the nature of things the 
worst claims are longest deferred, and so universally 
1* this the 
on am

that settlements made within the year 
given years business constitute a small

case
. per

centage- «4 the total incurred claims of the year, and 
woe to the underwriter who, finding a large balance 
of cash left «»ver from his receipts and disbursements, 
passes lightly over the “outstanding*’ and distributes 
the funds in dividends ; he mav need them at a later 
date

I he following table lias been prepared from 
experience covering a large volume of premiums 
written and it -hows what percentage of these pre- 

\\a> paid out in hisses during each war from 
the time premiums were received.

I lie table show's that the loss payments 
math m the wars following the war in which the 
business was written amounted to 41.81 per cent., 
but there was no means of knowing that this would 
he the case when the company’s l>ooks were closed 
at 41st 1 >vcvmhcr of the year the business was writ- 

These results are remarkably similar to the
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