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EXHIBITS AND SCHEDULES OF THE CASUALTY
ANNUAL STATEMENT BLANK

BY
THOMAS F. TARBELL

The paper entitled ‘‘Casualty Insurance Accounting and the
Annual Statement Blank,” Proceedings, Volume XV, Page 141,
deals with the most important sections of the annual statement
blank from the financial standpoint, namely, Income and Dis-
bursements, Assets and Liabilities and the Underwriting and
Investment Exhibit. The present paper is designed to supple-
ment this by treating the various exhibits and supporting
schedules of the blank* from the accounting point of view.

The exhibits and schedules herein described fall naturally
into four groups:

Exhibits

Exhibit of Premiums.

Recapitulation (of Premiums).

Business in (State) during the year.

Miscellaneous Schedules

Special Deposit Schedule.

Schedule of All Other Deposits.

Schedule E—Reinsurance Recoverable.

Investment or Asset Schedules

Schedule A—Real Estate.

Schedule B—Mortgage Loans.

Schedule C—Collateral Loans. N

Schedule D—Bonds and Stocks.

Schedule N—Bank Balances.

Schedule X—Unlisted Assets.

Underwriting and Reserve Schedules

Schedule H—Salvage Recovered.

Schedule G—Development of Unpaid Fidelity and Surety
Losses and Claims Outstanding at the end of
the seven prior calendar years.

*All references are to the ‘‘Convention Edition” blank for 1928. Since

changes in the blank are made yearly, item number references may change

in future editions. The changes effective for the 1929 blank are contained
and discussed in an ““Addenda,” Page 167.
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Schedule J—Current year's development of Unpaid Fidelity
and Surety Losses and Claims Outstanding at
the end of the previous year.

Schedule K—Tidelity and Surety Losses and Claims reported
during the current year and outstanding at the
end of the current year.

Schedule P—Liability and Compensation Loss Reserves.

Schedule O—Test of Loss Reserves (excluding Liability and
Compensation) as of end of previous year in the
light of developments during the current year.

The principal purposes of these exhibits and schedules are as

follows:

(1) To provide insurance departments with sufficient infor-
mation to determine if companies are complying with
state laws.

(2) To provide insurance departments with sufficient data
and details to permit a partial audit of the financial
statement during the interim between regular periodic
examinations which are usually made at intervals of
from three to five years.

(3) Toaffordinformationforthegeneral publicand policy-hold-
ers, particularly as respects a company’s investments.

The exhibits and schedules are taken up individually in the

order in which they appear in the statement blank.

SecTioN VI—ExHIBIT OF PREMIUMS—RECAPITULATION—STATE
BusiNess (PAGE T7)
(See Exhibit 1, Page 133)

Exhibit of Premiums—This exhibit shows the development of
gross premiums in force from the beginning to the end of the year.

Gross Business—Columns (1)-(5) The detail of the develop-
ment of reinsurance ceded premiums is not provided for, the net
amount of such premiums in force being entered in Column (6).
The difference between Column (5) and Column (6) produces the
net premiums in force, Column (7).

The purpose of this exhibit is to furnish a rough check of the
correctness of the premiums in force. The accuracy of the
unearned premium reserve is dependent upon the correctness of
the data in this exhibit and since the unearned premium reserve
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EXHIBIT 1

133

Form 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE 7
= e or slomp nama of Gompeng)
VI—EXHIBIT OF PREMIUMS
1] -] ® “ ® ® m
CLASS
your o ivtioing | durmgheseen Tou Exghuatm and wihemtal B v et eclans
Relcpurance pesCol 1, Page 3 Cacellations the year {Sckedule F) orce
1. Accident ., . . ,
2, Health ., , . , .
3, Nomeaneelabls acciden] amd
balh . . ., . .
4. Autoliability . . .
5.  Liability other han anlo .
8. Workmen's o . |
Fidelity . . . . .
8 Surety . . . . .
9. Plateglass . . . . —
10. Burglary and theft
11, Steamboller . . .,
12. Machinery
13. Avlo property damige , .
14, Auto collision . . .
15. By dumge and colisico
aae . . . —
RECAPITULATION
18. {Gross premiums (less reinsurance) upon all unexpired risks, viz:
) @ @ 0] [ © ]
Running ene year or Icss from date of policy | Running more than one year from date of policy|
Adv;mceod i Total premi per Total unearned
Premiuiins ""‘(2‘5";:?';:3,1‘)‘“ Preriums -‘\m(tér;; l::‘e:)md (100%) Column 7 Above premiums
19. Accident . + 4 .4 o
20. Health........
21. "%ﬂ*&?ﬁ“z ACCIDERT
22. Auto liability . . . .
23, WAL ...
2¢. VL ETion . . .
25, Fidelity ....,..
28, Surety ... 00
27, Plateglass ... ..
28. Burglary and theft ., .
20, Steam boiler ... .
30. Machinery . ..., .
81 ATRERSERTY
82. Autocollislon .., .
33, PRGN SMETRINDASS .
34, (s)
a5, TotALs ... ' !
BUSINESS IN._ - — — — — - - DURING *Crous prembigus esp retues wroes L ons Bl
“THE YEAR P emed dunna e year
8. ‘Aceident . . . . . . . . .
87 Health . . . . . ., . .
88. Non-cancellable accident and health . . .
39, Autoliability . . . . . . .
40. Liability other thaneuto ., . . . . .
41, Workmen's compensation. . . .+ . .
42, Fidelity. . . . . . .+ . .
43 Surety . . . s s s v s
44, Plateglass . . . . . . . . .
45, Burglaryandtheft . . . . . .
46. Steamboiler. . . . . . . .
47, Machlnery « . . « + « o« .
48. Autopropertydamage . . . .
49, Autocollision . . . . . . .
50. Property damage and collision other than auto .
51. (a) ..
52, Torars . . . . . . . .
1By gross premiums s meant the aggregate of all the premiums wiritten in the policies or renewals in force, Are they 0 returned i this ? Answer:

(a} Bater “Cred!t,” “Live Stock™ ar “Sprlusler.”

“Lets relnsurance io admleted companies
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constitutes, on the average, about 409, of the total liabilities of
a company, the importance of this exhibit is obvious.
The exhibit is subject to audit as follows:

Column (1) The amounts in this column check with the cor-

responding amounts in Column (5) of the
previous year's exhibit.

Column (2) The amounts in this column check with the

amounts in Items 4-20, Column (1), Page 2 of
current statement.

Columns (4) and (6) upon which depend the correctness of

Recapitulation.

Columns (5) and (7) are not subject to audit.
Column (4) is made up of (a) gross premiums on
expired policies; (b) net additional (or refund)
premiums developed by audit on expired poli-
cies; (c¢) gross premiums on policies not taken
and (d) gross (not return) premiums on policies
canceled during the policy period. In general,
it will be found that the amounts in Column (4)
of the current year’s statement will be substan-
tially the same as those in Column (2) of the
previous year’s statement. Thisis a very rough
and approximate rule and is not applicable
where premium volume 1s rapidly increasing or
decreasing or where there are unusual factors
present such as a material change in the pro-
portions of one year and three year business
written. It does, however, furnish a rough
check in most instances when applied to all
lines combined. In case of Column (6) it will
generally be found that the amounts vary ac-
cording to premium writings. If net reinsur-
ance premiums written increase during a partic-
ular year, the amount of reinsurance premiums
in force will tend to increase in substantially the
same ratio and vice versa. However, as in
case of Column (4), this is a very rough and
approximate rule and does not always hold.

This exhibit is a summary of the unearned

. . S »
premium reserve computation. The sums of the amoul*s in
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Columns (1), (8) and (5) check with the amounts in Column (6).
The amounts in Column (6) check with the amounts in Column
(7) of the “Exhibit of Premiums.” The sums of the amounts in
Columns (2), (4) and (5) check with the amounts in Column (7).
The sum of the amounts in Column (7)—Item 35—checks with
Item 25, Page 5 of statement.

Although this exhibit shows unearned premium results on a
net (gross less reinsurance ceded) premium-in-force basis, it is
the general practice of companies to compute the gross and
reinsurance unearned premium reserves separately.

There are two methods of computing the unearned premium
reserve—the half-yearly method and the semi-monthly method.*
Under the first method the reserve under policies running for one
year or less is 14 or 509, of the premiums in force and under
policies running more than one year the fraction for the unexpired
term, assuming all policies to have been isstied in the middie of
the year. Using policies issued for a period of three years, for
example, the unearned premium resetve factors are:

Policies issued in current year—5/6ths
“ 4  one year prior —3/6ths or 14
“ 4  two years prior—1/6th

Under the second method the resetrve is computed for each
month of issue (or expiration), assuming all policies to have been
issued in the middle of the month. The unearned factors for
one year policies are:

December issues—23/24ths

November issues—21/24ths

January issues —1/24th
In case of three year policies the factors are:

December of current year........ 71/72nds
November “ “ “ o 69/72nds
January of current year........ 49/72nds
December one year previous...... 47/72nds
November “ “ “ .. 45/72nds
January one year previous...... 25/72nds
December two years previous..... 23/72nds
November “ “ “« L. 21/72nds
January two years previous..... 1/72nd

*Thesemi-monthly methodissometimes referred toasthepro rata method.
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In case of companies computing the unearned premium reserve
by the half-yearly method, the amounts in Column (2) will, of
course, be one-half the amounts in Column (1). No check can be
applied to Column (2) in case of companies computing the
unearned premium reserve by the semi-monthly method.

The reserve on December 31st will be greater or less than fifty
per cent., according to whether a larger proportion of business
is written in the second or first half of the year. In most
cases, however, the total of Column (2) will be less than one-
half the total of Column (1) since in case of Compensation
and the Automobile lines the proportion of business written
in the first half of the year is greater than the proportion written
in the second half of the year.

Column (4) is not subject to check. In general, the amounts
in Column (4) will approximate one-half the amounts in Column
(3) regardless of whether the unearned premium is computed by
the half-yearly or the semi-monthly method. However, many
exceptions are found to this rule and no reliable check is available
without referring to original unearned premium records.

Where a company employs the semi-monthly method the
expression ““50 per cent.” in parenthesis in Column (2) should be
changed to read either “‘semi-monthly basis” or “‘pro rata basis.”

Businessin . . . ..., .. during the year. This exhibit has no
reference to nor does it check with any part of the financial
statement. It is merely a statement of business transacted
during the year in the particular state to which report is being
made. The requirements of the various states are not uniform
as respects the basis of compiling this exhibit. Most states
provide for the reporting of gross premiums written (direct and
reinsurance assurned) less reinsurance premiums ceded to com-
panies authorized to transact business in the state and gross
losses paid (direct and reinsurance assumed) less reinsurance
received on business ceded to authorized companies. While no
reference is made to salvage it is generally assumed that losses
should be reduced by net salvage received. A few states require
the compilation of the exhibit on the basis of earned premiums
and incurred losses.
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SpeciarL DerositT Scuepurs (Pace 10)

As a condition precedent to receiving authority to transact
business, certain states require that a deposit of securities* be
made with a designated state official for the exclusive benefit of
policyholders (and creditors) in the particular state. This sched-
ule contains a description and other details of securities so de-
posited. It has no direct bearing upon the financial statement
and is not of sufficient importance to justify its reproduction.

ScHEDULE OF ALL OTHER DEPOsITs (PAGE 10)

As a condition precedent to receiving authority to transact
 business, certain states require that a company must have a de-
posit of a certain amount in the form of approved securities with
the proper official of its home state or some other state for the
benefit of all policyholders (and creditors). United States
branches of foreign companies are required to make similar de-
posits in some state in lieu of capital. The foregoing types of
deposits are known as general deposits. As in the case of special
deposits, they have no direct bearing upon the financial state-
ment and, accordingly, the schedule is not reproduced.

ScuepuLre A (PaGEs 11 AND 12 OF STATEMENT)

(See Exhibit 2, Page 138)

This schedule consists of three parts as follows:

Part 1—Real estate owned at the end of the year
“ 2—Real estate acquired (including additions and im-
provements) during the year
“ 3—Real estate sold (including payments on *“‘sales under
contract” during the year
The schedule as a whole balances between years according to
the following formula:

*In liew of a deposit of securities some states permit the filing of a
corporate surety bond.
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EXHIBIT 2

ANNUAL STATEMENT FOR THE YEAR 1928 OF THE.

Form3
(Wrize or stamp mams of Company)
SCHEDULE A—Part 1
Showing ell Regl Estate OWNED December 31 of Current Year, the Cost, Book and Market Value thereof, the Noture and Amount of all Liens and I neumbrances thereon, including Interest Due and Accrued, Elc.
GROSS AND NET INCOME, TAXES. REPATRS AND EXPENSES FOR EACK OF LAST THREE YEARS -
QUANTITY, DIMFXEIONE AND UOCATION R v A by oo = e I S Tamers,
“"OF LANDS: S1ZE AKD DENCKIPTION s Axow or *Acroar Book. Ve || b Boox v B 1928 L ¥ Seack CrarimcATas o7
e % G BULPINGS Acqumzs NAME OF VENDOR e Cor [l Doty e NaLve Jazve Crons Rental, | Favended for Grots Reatal. || Bxpended for N roms Fonwal, | Expented for Occorien EXtsion
@tsture of bocumbrusces, U Loy fcludiog (aterst v s wida || Domge, | Do | Toursorn | Taw Frodky f Nettmome | Lowinieonon Taiey Aeialy N tncoms | ominiatinl Tt out] Na tocome || oty || ot [ gl
; s s g s 5 s s s $ $ $ $ 5 5
Q 12 (3) 7S] 5] _(6) 7] (t)] (9) {10) (1) 112D [13) vy (s (e) 017) {8) 9) | (20) 4 (ey | (22}
I -
e —]
—— Ssa— R g 1
R r—
- - ! e
i ] T
Totais s g 3 8 3 ig 3 £ g K> 3 s s $ H3 2
“laclnding cost of scquiring title, and, il the property was acquired by loreclosure, such cost aball include the amounts expended for taxes, repairs and improvements prior to the date on which the company acquired the title. =
\
Form3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE_ ]
(Hris or @unp same of Company)
SCHEDULE A—Part 2
Showing all Real Estate ACQUIRED During Year, and Showing lso Amounts Expended for Additions and Permanent Improvements Made During soid Yeor lo ALL Real Estale
QUANTITY, DIMENSIONS AND LOCATION OF 1LANDS; SIZE AND DESCRIFTION OF BUI (0] 3 i
N R u B .
o ADDITIONSANDPB&A‘mP:“}::V&‘ _xupxom(p“hﬁ,,wg %34,2k BUILDINGS (OR) NATURE OF DATE ACOUIRED HOW ACQUIRED NAME OF VENDOR st A?E-‘i:&f:’ﬁ::n brelog Bif:c:%:'j;i
=]
L (2) =) &) <) ©® )
[— ———
T —
Totals J f ¥
SCHEDULE A—Part 3
Showing ali Real Esiate SOLD During Year, Including Payments During Year on “Sales under Contract”
QUANTITY, Di 0] LOCA' LANDS; a RO A X NOKO FO!
No NS NSAT'D SRR OB SESANDS: SIZEAND DESCRIFTION DATE or P M re “Corr T A eaeier, % AorsTaERT I i "1‘:-‘2‘"3.5!5‘51‘3'."' Pagrir Lo l"n‘lf‘.l.?ﬁ?:\?‘:'u;‘ T eraom
(btem of ioemmbracces. 1 34) s Couraxy BNt DR Incombicrs f| Ciows Contaact osue o sae e avAd
$ $ b3 3 3 3 3 $ §
w @ ) [— o (6 (D ) (o ol e U Ty 3]
L _/44
— 17/_/4-;’1 = I "
e ——
g ﬁ
Tolals $ ] $ 3 § 1 3 3 $
improvements prior to the date on which the compaay acquired the title,

eIncluding cout of acquiting tatle, aad, il the property was acquired by foreclosure, such cost "shall include the amounts expended for taxes, repairs and
tlodicate payments on “‘sales under contract” in Past 3 by inserting the letter “P** aiter the number of the mrved,
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Book Value December 31st of previous year $........

Add: Profitonsales, Part 3. ... .coiviierinnne crneninn
Increase by adjustment, Part 1............ ........
Increase by adjustment, Part3............ ........
Cost of acquirals, Part 2—Columns (6)
and (7). ..o e e e e -

Deduct: Lossonsales, Part3............. $........
Decrease by adjustment, Part 1.. ........
Decrease by adjustment, Part 3.. ........
Consideration received on sales,

Part 3.l e
Increase of encumbrances........ ........ L S
Difference—equals book value

December 31st, current year S

In addition to the general balance of the schedule, Part 3
balances as follows: The difference between the book value at
date of sale and consideration received on sale equals the net
profit or loss on sale, as the case may be.

In most instances the descriptions at the heads of the various
columns are self-explanatory.* The following explanations and
comments may be helpful to a clearer understanding of some
parts of the schedule and some of the problems met with in
practice in compiling the same.

ParT 1

Column (6): This column (actual cost) shows the gross cost,
including encumbrances assumed, if any.

Column (20): There is some uncertainty as to just what the
description (rental value of space cccupied by company) con-
templates. Most companies report the amount actually charged
during the year to agree with the amount included for company
occupancy in Item 29, Page 2. However, it would seem more
logical to report the annual rental charged itself by the company

*Column numbers are not contained in Schedules A, B, C, D and G as
printed in the convention annual statement blank but for convenience of
reference have been included in these schedules as reproduced in this paper.



140 EXHIBITS AND SCHEDULES

as of the end of the year. This amount may or may not check
with the amount included in Item 29, Page 2,

It should be noted that the amounts for company occupancy
included in Items 29, Page 2, and 33, Page 3, will not agree since
a portion of the rent expense is included in disbursement items
other than Item 33, particularly in Items 19-22 and 32 (See
Proceedings, Vol. XV, Number 32, Pages 152 and 153).

PaArT 2

Column (8): Cost to Company during vear. This column calls
for gross cost to company of real estate as it stands at date, or
dates, of purchase, 1. e., the cost of the land, if unimproved, or
cost of land and improvements, if improvements exist at date of
purchase, including, of course, cost of acquiring title. It should
not include any amounts expended for additions and permanent
improvements subsequent to date of acquiring title.

Column (7): Amount expended for Additions and Permanent
Improvements during year. 'This column calls for amounts ex-
pended during year for additions and permanent improvements
made subsequent to acquiring title and which are charged to
capital (asset) account. Ordinary repairs and expenses charged
to expense account should not be reported in this column, but in
Column (18) “Expended for taxes, repairs and expenses,” of
Part 1.

Column (8): Book Value December 31 of current year, less
encumbrances. There is some uncertainty as to just what purpose
this column serves, but it is probably intended to show by a
comparison between cost and book value, whether or not adjust-
ments of capital (asset) value are reasonable.

In filling out this column, only the book value corresponding
to that portion of the real estate appearing on this part of the
schedule should be considered. For example, if the transaction
indicated on the schedule consists of capitalized permanent im-
provements, only the book value of the permanent improvements
should be entered and not the total book value of the parcel.

PART 3

Where profit or loss adjustments are made to bring the book
value to the sale price, the amount to be entered in the “Book
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value at date of sale” column is the book value after the profit
or loss adjustments have been made, 1. e., the sale price.

Where sale is made subject to existing encumbrances, the
amount to be entered in the ‘“Amount received” column is the
sale price less the existing encumbrances.

‘Where, however, a sale is made of unencumbered real estate,
the company taking a mortgage as part payment, the amount to
be entered in the “Amount received” column is the gross sale
price.

Sales under contract, while not of frequent occurrence, are very
often incorrectly reported in the schedule. Where the agreed
sale price and book value are the same, no complications arise.
A pro rata amount is entered in the “Cost to company’’ column,
and the amount of the payment in both the “Book value' and
“Amount received” columns. Where the agreed sale price and
book value differ, two methods of accounting are open.

It may be assumed that there is a proportionate profit or loss
with each payment or it may be assumed that no profit or loss is to
be considered until the final payment has been made.

In the first case, pro rata amounts of the cost and book value
should be entered in the appropriate columns and the amount of
the .payment in the “Amount received” column. A pro rata
profit or loss, according to whether the agreed sale price is more
or less than the book value, will be shown in the profit or the loss
column. In the second case, the amount of the payment (except
for the final payment) should be entered in all three columns:
“Cost,”” “Book wvalue” and ‘“Amount received.” Proper ad-
justments of the amounts in the *Cost’’ and ‘“Market value"
columns of Schedule A, Part 1, should be made depending upon
the accounting method adopted.

Checks between various data in the schedule and certain items
of the financial statement follow:

The total of Column (7), Part 1-—Book value less encum-
brances—checks with Item 1, Page 4.

The difference between Columns (7) and (8)—Market value
less encumbrances—Part 1, checks with Item 39 or Item 52,
Page4.

The sum of the totals of Column (9), Part 1 and Column (6),
Part 3—Increase by adjustment in book value during year—
checks with Item 39(a), Page 2.
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The sum of the totals of Column (10), Part 1 and Column (7),
Part 3—Decrease by adjustment in book value during year—
checks with Item 57(a), Page 3.

The sum of the totals of Column (17), Part 1 and Column (12),
Part 3—Gross rental less interest on encumbrances—checks with
Item 29, Page 2.

The sum of the totals of Column (18), Part 1 and Column (13),
Part 3—Ezxpended for taxes, repairs and expenses during year—
checks with the sum of Items 35 and 36, Page 3.

ScHEDULE B (PAGE 13 OF STATEMENT)
(See Exhibit 3, Page 143)

The schedule proper shows “‘all mortgage loans owned Decem-
ber 31 of current year, and all mortgage loans made, increased,
discharged, reduced or disposed of during the year.” In addi-
tion, there is provided a recapitulation or classification of loans by
state and foreign country.

The schedule balances between years as follows:

Amount unpaid December 31st of previous

year—Column (8)................... L
Add: Amount loaned during year—Column (9)... .. ........
Total.......coveii .. . S

Deduct: Amount paid on account or in full during
year—Column (10).................. . S

Difference—equals amount unpaid Decem-
ber 3Ist of current year—Column (11) $._.........

The various checks between the schedule and the financial
statement follow:

The total of Column (8)—Amount unpaid previous year—
checks with the total of Column (11) of the previous year's state-
ment and also with Item 2, Page 4 of the previous year’s state-
ment. ’

The total of Column (11)—Amount unpaid current year—
checks with Item 2, Page 4.

The totals of Columns (14) and (15)—Interest due and accrued
—check with the respective amounts in Item 32, Page 4.

The total of Column (17)—Paid for accrued interest—checks
with the inside amount of Item 22, Page 2.

The total of Column (16)—Gross interest received—less the
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EXHIBIT 3

143

Fam 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE . "
(Frite or nomp Rame of Comzpumy)
SCHEDULE B
Showing all MORTGAGES OWNED December 31 of Current Year, and all Mortgage Loans Made, Increased, Discharged, Reduced or Disposed of During the Year
¥
PRINCIPAL INTEREST 7
DATE RECORD OF MORTGAGE iee Pam on . . Vawsor vizue or || LAvRAaGE iria wr
Auount Unmn Ax: Loanzn Avccount o2 1N Fun Axount Uy, AMouxt Past AWTACCRCED Crong AN'T Poid for dccreed Tuleo Lavns Bunpmes COMPANY ON LOCATION AND DESCRIPTION.
e e | v prengpne || BRI | TBEEAT | cieiie || pd| me (| SRS | oRIGL. ) Mgl || i || Memioe = Binists i Y PR T o et
Gives | Due State | Comty | Book | Fame Toms | o Doy | ca Dotars cu || Dodas 1 Y [ oemn] co || Domar | o || Do | coo Dalan | Cu Dalary Doliars Daltans
() bz} | {3 {4) () (6 (1) (8) L3} {10) () Qzyl 14 (14} %) {1k, iradd 13 ) L9
i
: =
|
! 1
i - ]
0
]
!
!
i
Totdls bl NPTIUTY FUUVI AT
(A) Including all mortgages “'purchosed™ or otherwise acquired during the year and all increases during the year on loana Dy 3lof ious year.
[2:)) ing rrortgages under w) has secured titls and possession by foreclosure.
CLASSIFICATION
Showing the Tolad Amount of Mortgage Loans on Real Eslate in eack State and Foreign Country
STATR AMOUNT STATE jll AMOUNT STATE “ AMOUNT STATE AMOUNT FOREIGN COUNTRY “ AMOUNT
s s is s s
Towls, B I8 2
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total of Column (17)—Paid for accrued interest—checks with
the extended amount of Item 22, Page 2.

As a rule, no difficulty is experienced in preparing thisschedule,
Where foreclosure is taken on a mortgage, mortgage loans account
is credited with the amount of the mortgage and interest on
mortgage loans with the amount of interest due, the corre-
sponding debit being to real estate account. Occasionally a
mortgage is sold or a compromise settlement accepted for less
than the face amount. In such event, the face amount of the
mortgage should be entered in the “Amount paid’ column, as the
schedule makes no provision for profit or loss, and a footnote
added showing the details. The net loss should. be entered under
Item 56(d), Page 3 as follows:

Gross Loss on Sale or Maturity of Ledger Assets, Vig:
(d) Mortgage Loans

ScHEDULE C (PAGEs 14 AND 15 OF STATEMENT)
(See Exhibit 4, Page 145)
This schedule consists of three parts as follows:

Part 1—Collateral loans in force at end of year.
% 2—Collateral loans made during the year.
% 3—Collateral loans discharged in whole or in part
during the year.

Provision is made in each part of the schedule for a record of
all changes in collateral during the year. The purpose of this
requirement is to show whether or not the collateral security was
adequate at all times.

The schedule balances between years as follows:

Amount loaned December 31st of previous

VEAT. it e

Add: Amount loaned during the year, Part 2—
Column (B)......cooiii it e e
Total..........cvviiiie e b

Deduct: Amount repaid during the year, Part 3—
Column (6)...........cvvviinivnnne e ® .

Difference—equals amount loaned December
3lst,current year................ ... 8
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EXHIBIT 4

Form 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE. -
(Write or womp mome of Compony)
SCHEDULE C—Part 1
Showing all Collateral Loans IN FORCE December 31 of Current Year, and all Substitutions of Collateral Thereon During said Year
e
Co ko or Secyams Houw 1, Rare " INTEREST j SUBSTITUTIONS OF COLUATERAL, ViZ:
5 OUATERAL Daceuses 31 o7 CORRRNT YeAx Ut T ARKET Auounr Da Mazvarry o
Ha. (Glye In ohia caluma the nymber of abtres of exch Pak Varuz ﬂ"“: Dt or Tarreen L.;‘:‘: Lo%n Far |baedsta ‘ﬂ‘ﬁ'.a"‘ A Cousrmna, Smdyome Couirms Raosts A T AL
i ot P of lnterent and year of Varox [ CumaE Yoax Loax | Covmd Year (| Comrmnt Yow T Description Date | Par Value || Market Valoc Oewcription Date || Par value lrt.m Value
: I
5 s s G $ s b
) 2 e @, [ g G 7 L@ e | vey J po (2] w3 las | an 16 ) aar | 0 I (2 /ﬁy.l./"_/
—d D Y g
— — = =
L T — |
Toals 18 ... 5 s 0o T O N i | P N ls
Form 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE
(Write or stamp nawa of Company)
SCHEDULE C—Part 2 ’
Showing AR Collateral Loans MADE During the Year, ond All Substitutions of Collateral Thereon During Said Year
R Maszzr - " Rary' SUBSTITUTIONS OF COLLATERAL. VIZ:
T L Wiy o Pax Vi Eﬁ Baa g D,ﬁr: 1Ly || e Cotammal SumTuzs _ Couamat Resaoss NAME 0% AcTUAL
Vitor Loan Loix Description Duse “ Bur Value l[ Market Valua Daciiption Date E Par Valus " Macket Vatae
i 1
g $ s l i Ik_
) i | = (4) tal Y] s 1) ) P S AT % P o>
L ] /
b\_’/ / e —
[P —— —
™~ T
's
Totals, 3 5 [PUTTPR PETVIOTY P U AT g 2 NP Joonen i$ 5
Norz—Subatitutions of collateral need be shown ig detail in only one exhibit. Refer in each of the otber exhibits to the number of the loan in the exhibit in which the substitution is shown and show the substitutions in Past 1 when possible.
SCHEDULE C—Part 3
Showing ARl Collateral Loans DISCHARGED in Whole or in Part During the Year, and AL Substitutions of Collateral Thereon During Said Year
Rare INTEREST SULSTITUTIONS OF COLLATERAL, ViZ:
. n-:;nsmr or cm;(m p‘Al_-d_m Wamx Loax Pax Varox lgh:? 70 Sy Auounz or D:'rl D;ﬂ e ANOUNT C CoLiaTrIaz RuLxavzn NAME OF ACTUAL BORROWRR
cottateral i DAz or Reram Loax || Reravacoer N Dnog " u
VaLoe o Toix Yty Descalptian Dita Far Value || Market Valoe Description D n Far Valoa “ Murket Valos
s s s $ le
il A —_ 4. AL ik, b d 15 a Lo {1 “z) L1s) {44} [15) [ATA] 4L {8) (1)
— " — ——
P — i . < //:4
— j
T I
[}
Totals s ... B 3 U | e 5 e 2 s =

Norg—Irdicnte partial payments in Part 3 by the letter “P™ in number columa.



146 EXHIBITS AND SCHEDULES

The various checks between the schedule and the financial
statement follow:

The total of Column (6), Part 1—Amount loaned-—checks
with Item 3, Page 4.

The totals of Columns (10) and (11), Part I—Interest due and
accrued—check with the respective amounts of Item 33, Page 4.

The sum of the totals of Column (12), Part 1 and Column
(10}, Part 3—Interest received—checks with Item 23, Page 2.

The preparation of this schedule presents no particular diffi-
culties. In case a borrower defaults and the sale of the collateral
does not realize a sufficient amount to pay off the loan, the loss
should be shown in the manner indicated for showing the loss
under a mortgage loan.

SceepULE D (PaGEs 16, 17, 18 AND 19 OF STATEMENT)
(See Exhibit 5, Page 147)
This schedule consists of five parts as follows:
Part 1—Bonds owned at the end of the year.
% 2—Stocks owned at the end of the year.
“ 3—DBonds and stocks acquired during the year.
4—Bonds and stocks sold, redeemed or otherwise
disposed of during the year.
Summary of bonds and stocks by classification.
The schedule as a whole, balances between years according to
the following formula:
Book Value December 31st of previous year. . $ooeemeee.....nc
Add: Profit on sales, Partd. . ....... ... .
Increase by adjustment, Part 1......... ..., oo
Increase by adjustment, Part 2....... ... . oo
Increase by adjustment, Part4............. ccoooooeeen.

«

Cost of acquirals, Part3....... ... . .
Total.....ovviini e B,
Deduct: Loss on sales Part4. . $eee
Decrease by adjustment, Part 1., ..............

Decrease by adjustment, Part2.. ...
Decrease by adjustment, Part4.. ...
Consideration received

on sales, Part 4.. $
Difference—equals book wvalue

December 31st current year ..........0 S
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Part 4 of the schedule balances as follows: The difference be-
tween the book value at date of sale and consideration received
on sale equals the net profit or loss on sale, as the case may be.

The following are the various checks between the schedule and
the financial statement: _

The total of Column (6), Part 1 checks with Item 4 (bonds),
Page 4.

The total of Column (3), Part 2 checks with Item 4 (stocks),
Page 4.

The difference between—(a) the sum of the totals of Column
(6), Part 1 and Column (3), Part 2 (book values), and (b) the sum
of the totals of Column (9), Part 1, and Column (6) Part 2
(market values) checks with Item 40 or Item 53, Page 4.

The total of Column (11), Part 1—Interest due and accrued—
checks with the extended amount of Item 34, Page 4.

The total of Column (6), Part 3—Paid for accrued interest—
checks with the inside amount of Item 24, Page 2.*

The sum of the totals of Column (12), Part 1, Column (11),
Part 2, and Column (12), Part 4—Gross interest and dividends
received—less the total of Column (6), Part 3 checks with the
extended amount of Item 24, Page 2.%

The sum of the totals of Column (13), Part 1 and the bond
portion of Column (8), Part 4—Increases by adjustment—checks
with Item 39(b), Page 2.

The sum of the totals of Column (12), Part 2 and the stock
portion of Column (8), Part 4—Increases by adjustment-—checks
with Item 39(c), Page 2.

The sum of the totals of Column (14), Part 1 and the bond
portion of Column (9), Part 4—Decreases by adjustment—
checks with Item 57(b), Page 3.

The sum of the totals of Column (13), Part 2 and the stock
portion of Column (9), Part 4—Decreases by adjustment—
checks with Ttem 57(c), Page 3.

The bond portion of Column (10), Part 4 checks with Item
38(b), Page 2.

The stock portion of Column (10), Part 4 checks with Item
38(c), Page 2.

*These checks will not apply for the 1929 statement blank because of
changes to become effective in 1929. See ‘““Addenda,” Page 167 for super-
seding checks.
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The bond portion of Column (11), Part 4 checks with Item
56(b), Page 3.

The stock portion of Column (11), Part 4 checks with Item
56(c), Page 3.

The schedule summary is of no particular consequence and is
inserted merely for the convenience of insurance departments,
some of which print this summary in lieu of a complete list of
security holdings.

Before passing to other features of this schedule, reference
should be made to the reporting of additional details in case of
companies valuing bonds upon the amortization basis. The
increases for accrual of discount and amortization of premiums
are usually included in Columns (13) and (14), Part 1, and Col-
umns (8) and (9), Part 4, with increases or decreases made for any
other purpose (such as increases or decreases to adjust the book
value up or down to the market value in case of bonds not subject
to amortization, 4. e., perpetual bonds, bonds in default as to
principle or interest and bonds not amply secured). Schedule
D, Part 1 of the Life annual statement blank (Convention edi-
tion) contains additional columns for reporting the increases or
decreases resulting exclusively from the amortized basis of
valuation. These columns, however, are not incorporated in
the Convention edition of the Miscellaneous (or Casualty) blank.
They are, however, incorporated in the Connecticut blank and
provide for the following data:

1. Effective rate of interest at which purchase was made.

2. Amortizedorinvestment value December 31st of current year,
3. Increase in amortized value during the year. '

4. Decrease in amortized value during the year.

Where a company values its bonds on the amortized basis,
changes in market values do not affect surplus except in case of
bonds not subject to amortization, and for the purposes of deter-
mining the amounts to be entered in Items 40 or 53, Page 4, as
respects bonds, the book values are compared with the amortized
values. The book and amortized values will be the same, pro-
vided a company adjusts its book values to market values in case
of bonds not subject to amortization, since for such bonds the
market value must be used as the amortized value. Otherwise,
there will be an excess in favor of one or the other basis.
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Where a company values its bonds on the amortization basis,
it is usual to amend the wordings of Items 40 and 53, Page 4,
to indicate that bond values are upon the amortized rather than
the market basis.

The following amended phraseology for Items 40 and 53,
Page 4, is sometimes used:

Item L0—"Amortized value (not including interest in Item 84) of
bonds and market value of stocks over book value, per
Schedule D.”

Item 53— Book value of bonds over amortized value and of stocks
over market value, per Schedule D."”

In general, the column headings of the various parts of the
schedule are self-explanatory and require no further elaboration.

In case of Columns (8), (9) and (10), Part 2, (dividend rates)
the rates to be entered are the annual rates of dividend (or annual
amounts per share on stock of no par value) paid during each of
the three years that the company has held the stock. Incaseofa
stock purchased during the period the full annual rate or amount
should be entered for the year of purchase, even though the com-
pany actually received dividends for only a fraction of the year.

In case of Column (7), Part 4 (book value at date of sale)
where profit or loss adjustments are made to bring the book value
to the sale price, the amount to be entered is the book value after
the profit or loss adjustments have been made, i. e., the sale price.

Infrequent and wunusual transactions sometimes present
questions as to the proper reporting of the same in the various
parts of the schedule, keeping in mind that the schedule must
always balance between years according to the formula set out
on Page 146. Thefollowing comments cover the schedule entries
for such transactions as are most generally met with in practice:

Stock Dividends. Since the Supreme Court of the United
States has ruled that stock dividends are not income, the proper
method of reporting the same in the schedule is to enter them on
Part 3, giving description, date acquired and par value as called
for. Under name of vendor, the notation *‘Stock Dividend”
should bemade. The cost to Company should be “0.”

Sale of Rights. The total proceeds from sale of stock rights do
not, as sometimes erroneously believed, represent profit. The
major portion of the proceeds represents a return of capital and
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the profit or loss is usually a comparatively small amount. For
this reason the simplest method of handling the annual state-
ment accounting for the proceeds from sale of stock rights is to
assume no profit or loss but to credit book value with the full
amount of the proceeds. In such case the entries in Schedule D,
Part 4, are as follows:

In the description column, the number of ‘‘Rights” should be
inserted before the name of the stock; “0” in the par value col-
umn; the consideration received (proceeds) in both the cost to
company and the book value at date of sale columns,

The actual profit or loss may be determined, if such refinement
is desired, in accordance with the method outlined in ‘“Regula-
tions 74—Income Tax—Revenue Act of 1928, Article 58,
Pages 14 and 15. It should be borne in mind that in determining
the profit or loss for annual statement purposes the same is
predicated upon book value rather than upon actual cost. Itis
the general, although not universal practice, of companies to
carry the actual cost as the book value and where this condition
exists the annual statement profit or loss will be the same as
profit or loss for Federal Income Tax purposes.

Transfers to Schedule X. The approved method of treating
transfers to Schedule X—Unlisted Assets (see Page 165)—is to
decrease the book value to ““0” by profit and loss entry. The
usual entries are made in Part 4 of the schedule, ‘0" being
entered in the consideration and book value at date of sale
columns; the date charged off in the date sold column; and the
notation ‘“Transferred to Schedule X" in the name of purchaser
column.

Transfers from Schedule X. Transfers from Schedule X must
pass through Part 3.  The following entries should be made:

The usual entries will be made in the description and par value
columns; the date of transfer in the date acquired column; the
notation “Transferred from Schedule X" in the name of vendor
column and “0” in the cost to company column. An increase by
adjustment must be made in Part 1 to establish the book value;
also the original cost should be entered in the actual cost column
of Part 1.

Receipis in Form of Securities—Receipts are not always in cash
but sometimes consist of securities. This frequently happens
where reinsurance of all the outstanding risks of a company is



152 EXHIBITS AND SCHEDULES

effected. Insuch cases the value fixed upon the securities should
be considered as the purchase price and properly entered in
Schedule D, Part 3, in case of the accepting company, or as the
sale price and properly entered in Schedule D, Part 4, in case of
the ceding company.

A similar rule would apply to any secutities received as salvage.
The fair market value would be reported as salvage received—
Items 1-17, Column (2), Page 3—and such value entered in the
“Cost to Company’’ column of Schedule D, Part 3, since the
transaction (from an accounting standpoint) is exactly the same
as if the company received the amount of cash and immediately
invested it in the security in question,

Exchange of Securities. Exchanges of securities may arise from
pure “‘swaps’’ carried out through a broker, but more frequently
result from ‘‘reorganizations.” The schedule accounting pro-
cedure in general is as follows:

Part 4—The book value of the old securities at the date of
exchange should be considered as the sale price.

Part 3—The book value of the old securities at the date of
exchange, minus the cash received or plus the cash paid, if any,
should be considered as the purchase price (cost to company)
of the new securities and the book value for Part 1.

Note that the foregoing assumes no profit or loss involved in the
transaction. This will be the situation in most instances. The
rule, however, does not apply if a book profit or loss is involved,
and in such rare instances each transaction must be handled in
accordance with the circumstances.

Where bonds are exchanged for part bonds and part stock, an
apportionment of the book value of the old securities (bonds) will
be necessary for determining the respective costs of the new
securities (bonds and stocks), taking into consideration also any
cash received or paid in connection with the exchange. No fixed
rule can be given. In some instances stock received on reor-
ganization represents potential future value only, and where this
is the case it is a question of whether or not the new stock should
be assigned any book value or cost. Each transaction must be
considered on its merits.

“Stock Split-Ups.” Where stock of a certain (or no) par
value is exchanged for a larger number of shares of the same class
of stock of a smaller (or no) par value, the transaction should be
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carried through Parts 3 and 4 of Schedule D, treating the book
value at the date of exchange as the sale price for Part 4 and the
purchase price for Part 3. 'As the change is one of form only,
no profit or loss on sale should be considered and on Part 2 of the
schedule the amount to be entered in the cost to company column
should be the original cost of the stock.

SCHEDULE H-—SALvAGE—(PaGe 20 oF STATEMENT)

This schedule provides for showing all salvage received during
the calendar year either in cash or property, according to the
following sub-divisions:

(a) On losses incurred and paid in the current year.

{b) On losses incurred in previous years but paid in the cur-
rent year.

(¢) On losses incurred and paid in previous years.

The total salvage received (cash and property) checks with
Items 1-17, Column (2), Page 3 of statement.

The schedule is not of material value and is not reproduced.

In case of salvage received in the form of property, a descrip-
tion thereof is called for. The purpose of this is to enable insur-
ance departments to formulate an opinion as to the reasonable-
ness of the value assigned to such property.

As a general rule, salvage in the form of property rarely appears
in this schedule for the reason that most property salvage is
converted immediately into cash and reported as cash salvage
or, if not immediately so converted, no credit is taken until the
property is actually sold.

Where, however, the amount of property salvage is substantial
and market conditions are such as to make it desirable to defer
sale of the same, the property would be reported in the schedule
and brought into the assets in the manner indicated under the
heading “Receipts in form of securities,” Page 151.

ScHEDULE E—REINSURANCE RECOVERABLE ON PAID AND
UnpaID LossEs—(PaAGeE 21 OF STATEMENT)
(See Exhibit 6, Page 154)
The headings of this schedule are self-explanatory. Checks
with the financial statement are as follows:
The total of Column (1) checks with ‘‘Reinsurance recoverable
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EXHIBIT 6
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on paid losses” as reportedin lines 28-30 or 42-43, Page 4,
depending upon whether such reinsurance is carried as a “ledger”
or a “non-ledger’’ asset.

The total of Column (2) checks with Item 15, Column (3),
Page 5.

ScHEDULE G—DEVELOPMENT OF UNPAID FIDELITY AND SURETY
Losses aND CrLaiMs—(PAGE 21 OF STATEMENT)

(See Exhibit 6, Page 154)

This schedule shows the developments to date of unpaid losses
and claims outstanding as of the ends of the seven calendar years
prior to the year of statement. Its purpose isto indicate whether
or not a company is maintaining adequate loss and claim reserves
for these lines of business. The test for any particular year’s
reserve consists of comparing the total of the amount paid to date
plus the present (current year) liability or reserve with the
reserve as of December 31st of the year under consideration.

For example, to determine the adequacy of the reserve as of
December 31, 1921, in view of subsequent developments the total
amount paid during the period 1922-1928 on losses and claims
outstanding December 31, 1921, plus the liability or reserve on
such losses and claims still unpaid December 81, 1928, is compared
with the liability or reserve set up as of December 31, 1921.

The schedule, beginning with calendar year 1927, is based
upon known losses and claims outstanding, 4. e., excludes reserves
for losses and claims incurred but not reported.

The amounts unpaid December 31st, for calendar years 1926
and prior check with the amounts in Items 5 and 6, Column (7)*,
Page 5 of the respective statements. The amounts unpaid
December 31, 1927, check with Ttems 5 and 6—Column (7)
minus Column (3)7, Page 5 of the 1927 statement.

*Column (7) of the 1927 statement corresponds to Column (6) of the
1928 statement.

{Column (7) minus Column (3) of the 1927 statement corresponds to
Column (4) of the 1928 statement.
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Scuepures J & K (PAGcEs 22 AND 23 OF STATEMENT)
(See Exhibit 7, Page 157)

These two schedules are considered as a group since they both
deal with unpaid fidelity and surety losses and claims. The
headings of the various columns are self-explanatory.

Schedule J provides for showing the developments during the
calendar year of all losses and claims unpaid—Column (8)—at
the end of the previous calendar year, 1. e., the amount paid, if
settled,—Columns (9), (10) and (11)—or the current year’s
reserve, if still outstanding—Column (12).

Schedule K provides for showing the reserve at the end of the
current year—Column (8)—for all losses and claims unpaid
which occurred (were reported) in the current year.

Losses and claims where the penalty of the bond is in excess of
$5000 are reported in detail. Those involving a penalty of $5000
or less are grouped.

The schedules beginning with 1928 embrace only known losses
and claims, 4. ¢., exclude the reserve for incurred but not reported
losses and claims.

The various checks between the schedules and the financial
statement and with preceding schedules are as follows:

The total of Column (8) of Schedule J checks with the sum of
the totals of Column (12) of Schedule J and Column (8) of
Schedule K of the previous year and with Items 5 and 6, Column
(4)*, Page 5 of the previous year’s statement. (Cases appearing
in Schedule K of the current year’s statement are transferred to
Schedule J of the following year’s statement.)

The total of Column (8) of Schedule J checks with the amount
shown as unpaid at the end of the previous year in Column (1)
of Schedule G.

The total of Column (11) of Schedule J checks with the amount
paid during the current calendar year, Column (8) of Schedule G,
with respect to unpaid losses and claims of the previous calendar
year.

The total of Column (12) of Schedule J checks with losses and
claims still unpaid, Column (9) of Schedule G, with respect to
unpaid losses and claims of the previous calendar year.

The sum of the totals of Column (12) of Schedule J and Column

*Column (7) minus Column (3) of the 1927 statement.
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Showing all Fidelity and Surety losses and cloims (with ilemized Vst of claims on bonds in excess of $5,000 penalty) of which notice was recm-ed a'urmg the ear, mdudmg ALL NOTICES received by the
. company of the occurrence of any event which may result in a loss under Fidelity and Surety contracts and which remain unpaid or not di d of D ber 37 of current year
() (73] 6 ) B (Ch ) ;Fs’) ®) 110) an ) @)
. Smated IRAN
. stima REMARKS REINSURANGE CO-TNSURANCE,
Claim Date on Groes penalty of ty
Number f rrent iy cok
Gurracge fn || Xick Gee NAME OF OBLIGEE NAME OF PRINCIPAL Ste || Amount claimed ol Ievirtbvell I R gt f oy *Name of reinstring P ofiame seomrany ot ot
w)uve received . for PR chual ting unount ul Jed company o ¢om panies lud;r:;nu;mz co-insurance L:gg.mp:?
—_— e T
—//

. e D e s e o0 0 R EEER

v e e v 8 e s IR

) here penaity of bond is §5,000 or less.

Total of Midelity claims (numter.
Total of Shrety claims (number,

where peralty of Eond is $5,000 or fess. . e s ox. DRI PR AN 0w

Totals
5

*1n reporting rinsurancs on New York Em.-e - bonds insert 1he words “Excise reinsuring companies” in ol naming jadividual companies, (2) Exclude reserve for claims incurred but not reported
gnnsurmg of g1 Tiability. ln reporting reinsurance on New York bonds mu in exch case smonst of tability of all such reinsuring companies.
u{t.bu:mlu-m-msdxd\du] K combined snoet agree with the totals of p-stﬁ unuﬁmdc. o 4,
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(8) of Schedule K checks with Items 5 and 6, Column (4), Page
5 of statement.

ScuepuLe P (PacEs 24, 25, 26, 27, 28 AxD 29 OF STATEMENT)

The make-up of this schedule conforms in general to the
requirements of the standard liability and compensation loss
reserves laws. (See for example New York Insurance Law,
Section 86, sub-section 2-C).

This schedule is divided into five parts as follows:

Part 1 Liability loss reserve.
4 2—Compensation loss reserve.
¢ 3—Total liability and compensation loss reserve.
“ 4—Distribution of wunallocated liability eclaim
expenses.
“ 5—Distribution of unallocated compensation claim
expenses.

Parts 1, 2 and 3 only are reproduced (See Exhibits 8 and 9,

Pages 159 and 160).

ParT 1

The headings of the various columns are self-explanatory with
the possible exception of Column (12) “Total estimated reserve
for liability losses; case-basis.” There is a question as to whether
or not the reserves in this column should include provision for
unpaid allocated and unallocated claim expense. Strictly speak-
ing, there can be no case-basis unallocated claim expense.
However, since the reserve on the prescribed formula basis for
the three most recent policy yearsis predicated upon an arbitrary
loss ratio of 609, including loss and both allocated and unal-
located claim expense, it is reasonable to assume that Column (12)
should embrace both allocated and unallocated claim expense.

The various checks to which this part of the schedule is subject
are as follows:

The difference between the totals of Column (1) of the current
and previous year’s schedules checks with the sum of Items 7
and 8, Column (6), Page 2 of the current year’s statement.

The difference between the total of Column (1) and the un-
earned premium reserve—sum of Items 22 and 23, Column (7),
Page 7—checks with the total of Column (2).

The difference between the totals of Column (3) of the current
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EXHIBIT 8

Form 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE. o

(Wrica or samp acma of Cempany)
SCHEDULE P—Part1
Special Reserve for Unpaid Liability Losses December 31 of Current Year
A bviaiediiotitibitoh Seliah e nn St == e

SCHEDULE OF EXPERIENCE

(¢} LIABILITY LOSS EXFENSE PAYMENTS P LIABILITY SOITS PENDING DECEMBER 31 OF CUERENT YEAR
(a) Gross LinbTky Amonuzt of - Liability loss sad of payments Total estimated || Total iability || Lisbility loss
Years {n which ishility premiums on policies earned Liability k(i) Lizbility Total loes expeast pa; ty |} to premiums N reserve for Lability fomses ratio, éCal. 13
ik b ; ) od (Col. [| Number A Total euit liabils Tostes: Sum of 1 divided
potices wece ineud written oF reaedted | (see Bcica s and Fymenn Allocated Usallocated [ Capw G0 || fmdlCal | Namber || Amoume | Tog mit bl casm basis w7 and 1) || CaL?) %
(Col. 4 plus Col. 5 Gl 2) each suit
(1) @) @) X (4) (%) @) () 8) (] (10 1 (12) (13) aH
Tot period 3 [ 3 13 5 15 3 5 5 3 3
Prior to 1919 1500
2ud period
1919 1000
1020 i 1000
1921 | 1000
1992 ! 1000 :
1923 1000 ‘!
1934 850
1925 850
Total 2nd period
3rd period
. 1926 . 750
1927 750
1928 750
‘Total 3rd period
Grand totals 3 J:s i3 3 i 3 5 $ 3 g $
COMPUTATION OF RESERVE FOR UNPAID LIABILITY LOSSES
Casry out for year 1026 AS COMPUTED BY THE COMPANY
809, of earned ments and Remaindee Liability suits ol 17 o 18, which
; ) -
Yanin which ablicy h'&f;,“m'#bd Eeame _ymc“ln_-[:ed (Gl Lo kess P e i st and Voluntary addiion! Towl bty Total incured Jneurred oy
policies were in Cal. 7, o " 11, thi & or years 1927-192! npai o83 reserves iability losses B
third period 1 negative enter “0 amoust siated in Col bty tosses (Col. 19 plus Col. 200 | (Col. 16 plea Col 21 divided by
as ey an 18) 19 (20) o1 2 123
1926 g k3 3 £ 3 kS 3 k3
1927
1028
‘Totals $ $ 32 3 8 ¥ 3 g
(24) Reserve for. suits pending on policies issued prior to 1918 (Col. 11 first period) $
(25) Reserve for. suits pending on policies issued during second peried (Col. 11, total sscond period)

(26) _Reserve for third period (total of Col. 21)

2n ‘Total reserve for unpaid lia_gility loszes 1
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EXHIBIT 9

fam 3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE.

(Frite or semp woms of Compeny)

SCHEDULE P—Part 2
Special Reserve for Unpaid Workmen’s Compensation Losses December 31 of Current Yezr
S e St

SCHEDULE OF EXPERIENCE

(¢) COMPENSATION LOSS EXPENSE] PAYMENTS Percentage Unpald compensation claims
Amount of Com cion loss of puy‘- December 31 of current year
P, i earnsd . penz s to Com, tion
Yo hich (&) Gra at Compeasation mea Total compensation pensa
et || opimeEe | s | @cqmagees | S T ) e, Iremewipr | kegiewdies | Emeell
‘wreze issued (Sea notes b aad ¢} 2 o {Col 50 ptus Cal. 33) (sg. egqb die No. jated future payments Col. 20) %
Col. 29
(28) (29) (30) (31) (32) (23) 39) [E13) (36) a7 (38) 3
First period t3 P $ $ 3 5 13 $ $
Teios to 1610
1519
ap20
1821
1922
1023
1094
1925
Tatal firat peciod
Second period
1908
19°7
1908
JTotal second period
Comaod totals 3 3 3 3 b3 1j:3 £ 4
COMPUTATION OF RESERVE FOR UNPAID COMPENSATION LOSSES
AS COMPUTED BY THE COMPANY
Yeunsin which 857, of earned poyements and Remainder Unpaid 1550 o wad %8 —
compensation policies pr_emnunu;;mzzged expense stated Col. 40 leas Col. 41 compenation clai ‘amoumnt stat Voluntar¥ additional Total compensation Total incurred ratio (Col &7
were o 2 column 24 I negative enter “0”) (Col. 37) fn Col. 42 or 43, which- e uopad iy riimal compensation lomscs vided
over is groster compenstation loeses (Col. 44 plus Col. 45) {Col. 41 plus Col. 48) Col. 29)
L300 7 7 fan L4 L
HEF
1058 H’ 3. 5. Ls S 4 'l‘ r‘
1027
Yhas
Eatel ke = s 3 5
{40)~ Regerve for unpaid 2 Looses fisat period {Col 37, total first pariod) - »
{50)—Rassruo-Locunpaid ion losses seccnd-paried (Total of Col-45)
(51) Total reserve for unpaid compensation losses fﬁ
SCHEDULE P—Part 3
(52). Canrv out total reserve for napaid liability losses (Total line 27, Part 1 or Total of column 12, whichever s preater) l{ﬁ
63)__Total reserve for unpat sation losses (Total line 51, Part 2) )
Ni ¢ (8} There should be included In this column the groes premiums on policies written or renewed in each of the ive years plus the additi b on mid policies, leas the retumn i f ars aad rei Are they so retumned in thi; L
o (b; Eamed premiuma must include gross premiums chmgedme on all policies written during said period, including all d ined €xcess and additional i less retum H other than i returned to policyholders as dividead: mcﬁg- i ol g on pelicles conceled,
2cd less unezrned premiums on policics in force. Such premiums must be ch-ted or ch.ﬁed to calendar years in which policies were written, Are they ¢o recumned in this Answer: 4
€} Any participatiog compxay which had charged in its premiums a Joading solely for dividends Aot be required to include such loading in its eamed premiums, provided s statement of the amount of such loading bas been fled with and d by the i deat of &
) Thse should be inciuded with *-Loas payments” all payments for brat s and medica) actendance, . Ars they 30 retutned jn thi Answer:

) There should Le included mh.'u"lm expecs: payments” all payments for [

expeases, including attorney’s and witness fees and court costs, miaries and erpenses of investigators, odj
home gilice expeases other paycients under or on accouns of i

injurics, wheiher the payments are allocated to specific claims or arc unallocated,  Are they )0 returned in

usters and ficld men, rentu, stationery, telegraph and telephone charges, postage, salaries and f office
this Answer:.
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and previous year’s schedules checks with the sum of Items 4
and 5, Column (5), Page 3 of the current year’s statement.

The amounts in Columns (4) and (5) of the schedule do not
check individually with the financial statement, since no division
between allocated and unallocated claim expense is called for
on Page 3. The calendar year unallocated claim expense is,
however, shown separately on Part 4 of Schedule P where it is
distributed to policy years upon the percentages prescribed in the
standard liability loss reserve laws. Deducting the calendar
year unallocated claim expense from the total claim expense
included in Items 19 and 20, Page 3 of statement produces the
calendar year allocated claim expense, included in Column (4)
of the schedule. This permits the checking of Columns (4) and
(5) between years similar to the check applied to Columns (1)
and (38). In case of Column (6) the difference between the totals
of Column (6) of the current and previous year's schedules checks
with the total loss expense included in Items 19 and 20, Page 3
of the current year’s statement.

Part 2

The various checks to which this part of the schedule is subject
are similar to those to which Part 1 is subject and are as follows:

The difference between the totals of Column (28) of the cur-
rent and previous year’s schedules checks with Item 9, Column
(6), Page 2 of the current year’s statement.

The difference between the total of Column (28) and the
unearned premium reserve—Item 24, Column (7), Page 7—
checks with the total of Column (29).

The difference between the totals of Column (30) of the cur-
rent and previous year’s schedules checks with Item 6, Column
(5), Page 3 of the current year’s statement.

As in the case of Columns (4) and (5) of Part 1, the amounts in
Columns (31) and (82) of this part do not check individually
with the financial statement. The calendar year unallocated
claim expense is shown separately on Part 5 of the schedule and
distributed to policy years upon the percentages prescribed in the
standard compensation loss reserve laws. This permits the
checking of Columns (31) and (32) between years similar to the
check applied to Columns (4) and (5) of Part 1. In case of
Column (33) the difference between the totals of Column (33) of
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the current and previous year’s schedules checks with thetotal loss
expense included in Item 20, Page 3of thecurrent year’sstatement.

Part 3

This part of the schedule brings together the total liability and
compensation loss reserves. It will be noted that Item 52 re-
quires the use of the liability reserve on that basis which produces
the higher reserve—the ‘“‘formula’ basis, Item 27, or the case
basis, total of Column (12).

Items 52, 53 and 54 check with the corresponding amounts
called for in Item 16, Page 5 of statement.*

ParTs 4 AND 5

These two parts of the schedule, as previously mentioned,
show the distribution of calendar year unallocated claim expenses
to policy years for liability and compensation respectively.
Each part is divided into two sections—one for use of companies
which have been transacting the lines in question fourteen years
or more in case of liability and thirteen years or more in case of
compensation and the other for companies which have been
transacting the lines for less than fourteen years in case of liability
and less than thirteen years in case of compensation. The total
current calendar year’s unallocated liability claim expense in-
cluded in Part 4 checks with the difference between the grand
total of Column (5) of Part 1 of the current and prior year's
schedules. The total current calendar year’s compensation
unallocated claim expense included in Part § checks with the
difference between the grand totals of Column (32) of Part 1 of
the current and prior year’s schedules.

ScuepuLe O (Pace 30)
(See Exhibit 10, Page 163)

This schedule is designed to test by lines of business (excluding
liability and compensation) the adequacy of loss and claim
reserves set up in the previous year’s statement viewed in the
light of developments one year later—as of the date of the
current year’s statement. For lines other than fidelity and surety
the test is made upon the basis of the total loss reserve (the

*These checks will not apply for the 1929 statement blank because of

changes to become effective in 1929. See ‘““Addenda,"” Page 169 for super-
seding checks. '
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EXHIBIT 10

163

Form3 ANNUAL STATEMENT FOR THE YEAR 1928 OF THE_. -
(Write or stamp nams of Company)
SCHEDULE O
Losses and Claims Other Than Liability and Workmen's Compensation Claims
» Er Mlh\:('l? ld @ w @ @ nd (zl pald dorl; (”-?-.“ A o (")lo-i d chali 14 'Dluu:?ld R
it ility on un Lowes and clains pal ng the year fess . and calras anpa! cutTent yar, vin
Thmaa | Mmas | e lAmmmRm e 0 | SSSSSRSIANIT Y ] e | St iR e T
i“;"jﬁ};éﬂé-"" findicace S by « 2ud D B oases and ,.:. greed ko ;o: Incurred duiag the pear || O° komer pild prior thérao 1‘.3.‘::{;5. L Bec 3o wrwhi;é::“ ﬁmﬁfn‘. Uie year, ct:ehn:c:x and 12
1. Accident s s ] s 3 3 3 £ F3 3 $ £
2. Health
3. Nﬂ;ﬂ?l‘!‘e:‘l‘l::h Accldant
4, Fidelity . * L
5. Surety * hd b
6. Plate Glass
7. Burglary and Theft
8. Steam Boiler
9. Machinery
10. Auto Prop’y D,
11. Auto Collision
12, P erpurgd Colthlon
13. {a)
14. Totals *s B 3 s £ s i 3 g 3 *s b 3

*Exclude reserves for Fidelity and Surety K

» .
o) Eater “Credie{ i 17} 9050 7o LI 08 o

losses and claims incurred but mot reported.

{lncluding all loases and claims reported in the current year where the loms wag incurred prior thereto.
NOTE: Salvage and reinsurance as used in columns 7 and 8 include {1) Teceived in cash, and (2) recoverable (charged
ments, 2nd (2) recoverable~(charged during year of statement) if carried s a ledger anpet.

{b) Fidelity and Surcty estimated liability obtained by deducting column (3) Lines 5 and 6 from column (7) lines 5 and 6 respectively oo page 5 of the 1027 statement.

(¢) Fidelity and Surety resarves cbtained from column (4). lines 5 and 6, page 5.

duzing year of statement) If carried 28 & Jedger amet; a8 used in column 9 include (1) received in cash and not carried asa ledger asset in previous mave-
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reserve for known claims plus the estimated reserve for incurred
but not reported claims). In case of fidelity and surety the test
is made upon the basis of the loss reserve for known claims only.

The schedule contains much data which is not essential to pro-
ducing the results desired but which is incorporated for purposes
of check and audit with the financial section and other schedules.

Briefly, the rationale of the test is as follows: The excess or
deficiency in reserve, Column (3), is equal to the difference be-
tween (a) the reserve at the end of the previous year, Column (2),
and (b) the sum of the amount paid during the current year on
previous years’ claims, Column (7) and the loss reserve on pre-
vious years’ claims still outstanding at the end of the current
year, Column (11); or to summarize algebraically:

Column (3) = Column (2) — [Column (7) + Column (11)].

The preparation of the schedule requires the maintenance of
certain special statistical records whichit maybe ofinterest tonote.

Gross amount paid for losses must be divided as follows:

(a)—on losses incurred in previous years.
(b)—on losses incurred in the current year.

Reinsurance recovered during the current year must be sub-
divided as follows:

(a)—on losses incurred in the current year and paid in
the current year,

(b)—on losses incurred in previous years but paid in the
current year.

(c)—on losses incurred in previous years and paid in
previous years.

Salvage recovered during the current year must be subdivided
in the same manner as reinsurance. This subdivision of salvage
is also required for Schedule H as brought out on Page 153,

The schedule is subject to the following checks with the finan-
cial section and other schedules.

Column (2) checks by line with Items 2-14, Column (7)*,
Page 5 of the previous year’s statement except for fidelity and
surety where the check is with the difference between the amounts
in Column (7) and Column (3).7

*Column (7) of the 1927 statement corresponds to Column (6) of the
1928 statement.

tColumn (7) minus Column (3) of the 1927 statement corresponds to
Column (4) of the 1928 statement.
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It follows that Column (2) in case of fidelity and surety
(individually) checks with the amounts shown in Column (1) of
Schedule G of the current year’s statement as outstanding at the
end of the previous year.

It also follows that Column (2) in case of fidelity and surety
{combined) checks with the sum of the totals of Column (12)
of Schedule J and Column (8) of Schedule K of the previous
year’s statement.

Column (7) in case of fidelity and surety combined checks with
Column (11) of Schedule J of the current year’s statement.

Column (10) checks by line with Items 1-3 and 7-16, Column
(5), Page 3 of statement.

It follows that Column (7) in case of fidelity and surety
(individually and combined) checks with Column (8) of Schedule
G of the current year’s statement with respect to losses and claims
unpaid December 31 of the previous year.

Column (11) in case of fidelity and surety (individually and
combined) checks with the amounts shown in Column (10) of
Schedule G with respect to the immediately preceding calendar
year.,

Column (13) checks by line with Items 2-14, Column (6), Page
5 of the current year's statement except for fidelity and surety
where the check is with Column (4).

It follows that Column (13) in case of fidelity and surety
combined checks with the sum of the totals of Column (12) of
Schedule J and Column (8) of Schedule K of the current year’s
statement.

The following inter-schedule checks not specifically indicated
should be noted:

Column (5) checks with the sum of Columns (8) and (12).

Column (6) checks with the sum of Columns (7), (8) and (13).

It will be noted that Column (9) does not enter into the deter-
mination of the adequacy of the loss reserve—Column (3) but is
incorporated for checking purposes only; Column (10) which
equals Column (7), plus Column (8), minus Column (9) checks
with Items 1-3 and 7-16, Column (5), Page 3 of statement.
While the salvage and reinsurance recovered during the current
year included in Column (9) does not apply to losses outstanding
at the end of the previous year, it is, nevertheless, an undisclosed
credit as of such date and should logically be considered in deter-
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mining the true status of the loss reserve at such date. In other
words, the true excess or deficiency in reserve should be meas-
ured, not by Column (3) but by the algebraic sum of Columns
(3) and (9).

ScuepuLE N (PaGe 31)

This schedule shows the bank balances in each of the Com-
pany's depositories (according to the books of the company)
at the end of each month of the calendar year; also the rate of
interest on each account and the amount of interest received
during the yvear. It is not an important schedule and is not re-
produced. The amount of interest received checks with Item 25,
Page 2 of statement.

ScHEDULE X—UNLISTED ASSETS (PAGE 32)

This schedule provides for showing the details of “all property
owned by the company or in which it had any interest, on
December 31st of current year, which is not entered on any other
schedule and which is not included in the financial statement for
the current year’’—. e., property or assets not carried on the
company books. The information is similar to that contained in
the various investment schedules (A, B, C and D). In addition,
the schedule calls for the reasons for not carrying the property
onthe books. The schedule is not an important one and, accord-
ingly, is not reproduced.

The schedule, as indicated, is designed to show a record of
assets charged off the books of the company as of no or doubtful
value. In some instances the schedule is used to record potential
salvage assets.

Occasionally small amounts of income are derived from the
assets carried in this schedule. In such cases, excluding salvage
transactions, the income should be reported in the proper item on
Page 2 and an appropriate change made in the description of the
item. For example, if a dividend is received on a stock carried
in this schedule, the income should be included in Item 24, Page 2
and the wording of the item changed to read :—

“Gross interest on bonds and dividends on stocks, less §..... ...
accrued interest on bonds acquired during the year, per Schedules
Dand X.”
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Where salvage assets are carried in this schedule any outlays
thereon should be charged to losses and any income or proceeds
on sale credited to salvage and also included in the salvage
schedule (Schedule H).

Transfers of securities to or from Schedule X have been
treated in the consideration of infrequent or unusual transactions
involving Schedule D.

ADDENDA

Since the foregoing was prepared the changes in the annual
statement blank effective for the 1929 statement have become
available. Those of consequence and the resultant modifications
and amendments in the texts of this paper and the paper which it
supplements follow:

Item 24, Page 2 of statement now reading—

“Gross interest on bonds and dividends on stocks, less $........
accrued interest on bonds acquired during the year, per Schedule D
has been changed to read—

“Gross interest on bonds §.......... and dividends on stocks
. less §.......... accrued interest on bonds acquired
during the year, per Schedule D.”

The purpose of this change, as contained in the report of the
Committee on Blanks of the National Convention of Insurance
Commissioners, is ‘‘in order that the yield on various classes of
assets may readily be obtained."”

Schedule D—Part 4 (Page 19 of statement) has been amended
intworespects. The heading of Column 12 now reading—

“Interest and dividends received during year (including accrued
inlerest on bonds sold)"

has been changed to read—

“*Imterest on bonds received during year (including accrued interest
on bonds sold)”

A new column—Column (13)—has been added, reading—
“*Dividends on stocks received during the year”

The purpose of the two above changes as contained in the
report of the Committee are “‘to facilitate the audit of the bond
and stock interest and dividend items on Page 2.”
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Checks between Schedule D and Item 24, Page 2 as a result of
the three above changes will be as follows in the 1929 statement:—

The sum of the totals of Column (12), Part 1 and amended
Column (12) Part 4, will check with the first inside amount of
Ttem 24, Page 2.

The sum of the totals of Column (11), Part 2 and new Column
(13), Part 4 will check with the second inside amount of Item 24,
Page 2.

The total of Column (8), Part 3 (paid for accrued interest) will
check with the third inside amount of Item 24, Page 2.

Minor changes have been made in Schedule P looking to the
simplification of Parts 4 and 5 of the schedule (distributions of
unallocated claim expenses).

The following differences between the 1929 and 1928 forms are
noted:

Part 1—Columns or Items {1)-(27) remain unchanged except
that the instruction now contained in Item 52 of Part 3 and
reading ‘“Total Line 27, Part 1, or Column (12), whichever is
greater” has been transferred to Item 27 and changed to read
“Carry to Page 5, Line 16 of the statement, this total or total of
Column (12), whichever is greater.’”” The distribution of unallo-
cated claim expense for all calendar years prior to the current year
combined and for the current calendar year separately for com-
panies which have written the liability line for five years or more
has been taken out of Part 4 and appended to Part 1.

Part 2—Columns or Items (28)-(51) remain unchanged. The
distribution of unallocated claim expense for all calendar years
prior to the current year combined and for the current year
separately for companies which have written the compensation
line for four years or more has been taken out of Part 5 and
appended to Part 2.

Part 3 of the 1928 form has been eliminated as unnecessary.

Part 3 of the 1929 form replaces Part 4 of the 1928 form as
respects the distribution of unallocated claim expenses for com-
panies which have been writing the liability line for less than
five years.

Part 4 of the 1929 form replaces Part 5 of the 1928 form as
respects the distribution of unallocated claim expenses for com-
panies which have been writing the compensation line for less than
four years.
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The total current calendar year’s unallocated liability claim
expense included in either the section appended to Part 1 or in
new Part 3 will check with the difference between the grand total
of Column (5) of Part 1 of the current and priot year’s schedules.
The total current calendar year's compensation unallocated claim
expense included in either the section appended to Part 2 or in
new Part 4 will check with the difference between the grand total
of Column (32) of Part 2 of the current and prior year's schedules.

The checks between previous Part 3 and the financial section
mentioned on Page 162 are now superseded by the following
checks:

Part 1

Item 27 will check with the corresponding liability amount in
Item 16, Page 5 of statement.

Item 51 will check with the corresponding compensation
amount in Item 16, Page 5 of statement.



