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CASUALTY INSURANCE ACCOUNTING AND 
THE ANNUAL STATEMENT BLANK 

BY 

THO~IAS F. TARBELL 

FOREWORD 

The following is a revision of a paper under the same title, 
originally prepared by the writer and appearing in "Proceedings, 
Vol. XV, Page ~!41." The main purpose of the revision has been to 
reflect changes in item numbers, revised wordings, and treat new 
items, incorporated in the annual statement blank since the 
original paper was prepared. The writer has endeavored to clarify 
certain items and reflect constructive criticisms brought out in 
the discussion of the original paper. 

Methods of casualty insurance accounting are not and probably 
never will become standardized. Opinions differ as to the most 
efficient methods of recording and compiling accounting data. The 
annual statement blank, however, is, with a few unimportant 
exceptions, uniform for all states and, accordingly, whatever 
accounting methods are adopted must be designed to permit the 
assembling of the results to conform with prescribed uniform 
annual statement requirements. 

Insurance accounting is a highly specialized branch of account- 
ing and because of this fact text-books on general or commercial 
bookkeeping and accounting are not of material benefit to the 
student of insurance accounting other than to ground him in 
fundamental principles. 

The purpose of this paper is to show briefly the application of 
general bookkeeping and accounting principles to casualty insur- 
ance with particular reference to the requirements of the annual 
statement blank as respects Income, Disbursements and Ledger 
Assets. 
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The principles of double entry bookkeeping debit and credit 
are necessarily the same for all kinds of business enterprises. A 
debit represents either expense (decrease of proprietorship), an 
increase in an asset or a decrease ih a liability; a credit represents 
either income (increase of proprietorship), a decrease in an asset 
or an increase in a liability. It is fundamental, of course, that 
for each debit there is a corresponding offsetting credit and vice 
versa. These principles as applied to casualty insurance will be 
illustrated in connection with consideration of various annual 
statement items. 

The books of account used by insurance companies are basically 
the same as those used by other business enterprises and consist 
of Journal, Cash Book and Ledger. In practice, however, various 
journals are generally used, each for a specific purpose, and the 
general ledger is used for controlling or summary accounts only 
and various subsidiary ledgers maintained for recording details. 
As examples, most companies maintain separate journals for : -  

Premiums written 
Premiums paid 
Losses paid 
Expenses paid 

The premium and loss journals are in turn further subdivided to 
show transactions by line of insurance, and in case of premiums 
written according to kind of premium transaction (Gross written, 
Return and Reinsurance) ; in case of losses paid according to kind 
of loss transaction (Gross paid, Gross salvage received, Reinsur- 
ance received). 

The distinction between cash book and journal in insurance 
accounting as well as in the accounting of most large enterprises 
is not clearly drawn. As a rule, the cash book is in summary or 
condensed form, the supporting details being carried in various 
so-called journals. An illustration in connection with accounting 
for paid premiums is given at a later point. 

A simple illustration of a general ledger controlling account 
supplemented by subsidiary ledger accounts is the collateral loan 
account. The general ledger would show only the transactions 
affecting the general account and a subsidiary ledger would carry 
the details of the accounts with the individual borrowers. 
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The most important divisions of the annual statement blank 
from the financial standpoint are as follows: 

1. Income and Disbursements 
2. Assets and Liabilities 
3. Underwriting and Investment Exhibit 

In addition, the statement contains various general interroga- 
tories regarding the conduct of the business and numerous ex- 
hibits and supporting schedules, which have no effect upon the 
financial results but are designed chiefly to enable insurance de- 
partments to partially audit the statement results and provide 
information and publicity considered desirable from a supervisory 
standpoint. 

Statements of most commercial enterprises are prepared upon 
the so-called "revenue" or "accrual" basis. The books of account 
show earned income and incurred expenses. Insurance companies' 
statements of income and disbursements are prepared upon the 
"cash" basis and the books of account show only cash income 
(or the equivalent thereof) and paid expenses, subject to a few 
minor exceptions hereinafter referred to. While the Underwriting 
and Investment Exhibit of the casualty annual statement blank 
assembles the year's results on a revenue basis, the difference 
mentioned above makes it rather difficult for one whose knowl- 
edge of accounting and statements has been confined to general 
commercial accounting or the study of standard accounting text- 
books clearly to comprehend the insurance blank. 

The principle underlying the casualty annual statement blank 
is, in fact, rather simple. Expressed as a formula it is as follows: 

To:  Ledger assets at the beginning of the year 
Add or Deduct: Increase or decrease in capital during the year 

Add: Cash received during the year 
Add: Profit and loss adjustments in ledger assets-- 

Increases 
Deduct: Cash disbursed during the year 
Deduct: Profit and loss adjustments in ledger assets-- 

Decreases 
Balance - -  Ledger assets at the end of the year 

The term cash as used in the above formula means cash or the 
equivalent thereof and in many instances "net" cash as will be 
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brought out more fully upon consideration of certain specific 
income and disbursement items. 

The annual statement blank to which all subsequent references 
are made is that prescribed by the National Association of Insur- 
ance Commissioners known as the "Convention Edition" and 
supplied to the companies for their returns as of December 31, 
1940. It should be pointed out that changes in the blank are made 
yearly and, accordingly, item number references and descriptions 
of items may change in future editions. The various sections to be 
considered will be taken up in the order in which they appear in 
the statement. 

SECTION I--CAPITAL STOCK (Page 2) 

(See Exhibit 1, Page 298) 

Item 1--"Amount o] capital paid up December 31 o] current year" 

This item is merely a memorandum statement of the amount 
of capital paid up at the end of the year of statement. 

Item 2--"Amount o] ledger assets (as per balance) December 31 
of previous year" 

This item, which must agree with Item 32, page 4, of the previ- 
ous year's statement, is the starting point of the basic formula as 
set out on page 296 hereof. 

Item 3--"--crease o] paid-up capital during the year" 

This item is not an income item as it is merely an addition to 
or decrease of capital account. It  does, however, represent cash 
received during the year where an increase is made and, accord- 
ingly, enters into the accounting formula. Where capital is in- 
creased the bookkeeping entries are: 

Debit : Cash 
Credit : Capital stock 
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EXHIBIT 1 

ANNUAL STATEMENT FOR THE YEAR 1940 OF THE ............................................................................. Form 3 
(Write  or stamp name of Compau2;) 

[--CAPITAL S T O C K  

I. Amount  of capital paid up December 31 of current year . . . . . .  $ ............................. I 

2. Amount of ledger assets (as per balance), Dcctmbar 31 of previous'year . . . . . . . . .  $ ................. i 

3 ..... crease o! paid up capital during "the year ............................................. : 

Extended a t  . . . .  . - - [  ...... ~ - : . . :  : 

I I - - I N C O M E  
( i )  (2) f3) (4} (s) 

• G r ~  ~ m ~ u m ~  
t~cl~dZD* ~Rk~ . ~  mere. N ~  

I • ~L 2. ~/a~. Par: = Return prm;um, (~.~u~Rd~u~ncet~,~ ded~a~T°~l ~mrU~u s 

, .  ^ ~ i d o m  . . . .  ! . . . . . .  L 
5. H e a h h  . . . . .  

~ l ~ h k  a ~ a t  i ~, .ad bs~da . . . . .  

7, Auto liability (a) I 
/ 

. , , ~ .  s. ~ .~ : ' .~ .  " "  " 

o. % ' ~ . : . - - . " . ~ . .  i 

10. Fideli ty . . . . .  

i 
I I .  S u r e t y .  i- 

12. Plate glass . . . i 

1"3. B i r ~  trod thtl l  . ' 

14. Steam boi ler  . . ;i- 

15. Machinery . . . I 

16. Autol, rct~ly ~ a q e  . ,_.~, i 

17. Auto c o l l i s i o n . ,  i 

i9, (0 . . . . . . . . . . . .  : .L__~ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  i!' . . . . . . . . . . . .  ! ... 21. Iaspect[ol~ 

22. Gj'oss i~tarest  on mortgage loans, par  Schedule B,  less L . . . . . . . . . . . . . . . .  .accrued interest  on mortgages 
acquired during the  Fear . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . .  ! 

23. G r e ~  i n t ~ e s t  on collateral loans, per Schedule C . . . .  ; . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

24. GroGa interest  oa  bonds & . . . . . .  and dividends c a  stocJ~ $ . . . . . . . . . . . . . . . . . . . . . . . . . .  i 

l e ~  $ . . . . . . . . .  .accrued interest  on bonds acquL ed during the year. per Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

25. Gross interest  un deposifa i a  t rus t  companles and  bank.s, per  Sdaedu e N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

26. Gross in te tas t  from all  other oource~ (give i tems and amoantg): 

27. - . . . . . . . . . . . . . . . . . . . . . .  

28. . . . . . . . . . . . . . . . . . . . . . . . . .  

29. Gross income from company's  property, including $ . . . . . . . . . . . . . . . . . .  -...for company's  ~ c u p a n c y  of it~ own 

building, less $__ . . . . . . . . . . . .  _interest on incumbrance ,  ~ "  Schedule A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
I 

:~0. Tota l  LRermt, dividends and real es ta te  income .................. ; ...... 

31. From other  eouro~ (glve itema and amounta):  

a2. ~ _ $  . . . . . . . . . . . . . . . . . . . . . . . .  

34. Increase in llabilitles darhag the  year  o a  account of r ~ s u r a n c e  t r ~ t i e s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

35. Remlt tanoes from home o ~ i ~  to Ua l t ed  States  branch ~ r o u )  ..- 

S6. ~Borrowed money gross $ . . . . . . . . .  Mm amoun¢ repaid $i . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . .  

37. From a g e n t '  bahaa~s  previously char ted  off . . . . .  ~ . . . . . . . . .  [ 
i 

38. G r ~ a  profit on as]e or matur i ty  of ledger amete, viz: ' ' I 
(a) Real  estate,  per  ..qc.hedule A . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . .  ~ I 

(b) BO~d~, par Sc~ed~e  D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; 

Ce) Stod~ per Schedule D. i 

(d) ................................................................................................................................................ i 
39. Gross inc rea~  by ad jus tment  ia  book value of ledger a s . ~ ,  viz: 

(a) Real  ~ t a t e ,  per  Schedule A . . . . .  - . . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(b) Bond#, per Schedule D (including $ ......................... for adrenal of discount) ................................ 

(c) Storing per Schedule D 

tO. T o t a l  l u c e r n e  . . . . . . . . . .  . . . . . . . . . . . . . . .  . . ' " ' - ' , - ' ,  "--L " - -  " ' "  

41. Amount  carried forward . . . . . . . . . . . . . . . . . . .  
• By  g r ~  pren~iums is meant  the aggregate of all the premiums writ te~ ha the pollde~ or renewals i~ued  during the  

year. Are they so returned in this ~tacement? Answer' . .  . . . . . .  i . . . . . . . . . . . .  
"To be ~uppor~ by d[~'tributlon at premiums by stat~ u per Schedule T. 
(a) Ia¢lgdi.l~ net premiums an polldm ~ ha prtvioua year.- Indicate I'~) Including net p~mlums on pollde~ hm~ed ia prev~oui y~ng Indicate I ! 

mma& by minus sign. rdands by mlnu* .;go. 

|909, It ; lg.qS, $ . . . . .  ; 1937, $ _ _  "g3g, $ . . . . .  ; 1938, g . . . .  ; 1~7. $--...- . . . . . . . . . . . . .  ! 

| ~ , ~ 8 , [ - - ;  lOb, I - - -  ~ ; p r ~ x t o  ID35,11 "Q38, IL . . . . .  1 ~  $ . . . . . .  prior to 1035 g ............. 
tCompaay 5, at liberty to gate transac oa briefly, ~ hat ~ptana 0n can be carrk, d as f,~mo • a department re~. 

@) Eater uao d b=.h~ 

ii i i i i i [ 
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SECTION II INCOME (Page 2) 

(See Exhibit 1, Page 298) 

Items 4-20--Premium Income 

The annual statement blank requires that premiums be reported 
on a "written" instead of a "paid" basis. Hence, written pre- 
miums for statement purposes are considered as the equivalent of 
cash. Premiums are reported by line of insurance and according 
to kind of premium transaction. The "net" credit balances of the 
various premium accounts are shown on the income page. 

Since written premiums are credited but the cash not neces- 
sarily received until sometime subsequently, it is necessary to set 
up ledger asset accounts in which to carry the premiums receiv- 
able until they are collected. These accounts are known as 
"Premiums in course of Collection" (Items 9-25, Page 4 of state- 
ment). 

The bookkeeping entries involved in the various kinds of pre- 
mium transactions for each line of insurance are as follows: 

(1) Gross premiums, etc. 
Debit: Premiums in course of collection 
Credit : Gross premiums written 

(2) Return premiums 
Debit: Cancelation, return or "not taken" premiums 
Credit: Premiums in course of collection 

(4) Reinsurance (written basis) 

Gross written 

Debit : Reinsurance premiums written 
Credit : Reinsurance premiums payable 

Not taken and canceled (or return) 
Debit : Reinsurance premiums payable 
Credit : Reinsurance premiums written 

Note that it is not necessary to keep reinsurance premium 
accounts subdivided according to gross and canceled. 

Premiums in course of collection and reinsurance premiums 
payable receive further consideration in connection with SECTXON 
IV----LEDGER ASSETS (Page 4 of statement). 
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Item 21--"Inspections" 

This item represents income received by a company for inspect- 
ing mechanical equipment, usually steam boilers, where a regular 
inspection and indemnity contract is not carried in the company. 

The bookkeeping entries are: 
Debit : Cash 
Credit : Inspections 

Items 22-28--Interest Received on Various Forms of Ledger 
Assets 

These items represent net cash received--gross cash less amount 
paid for accrued interest, if any. The bookkeeping entries can be 
best illustrated by an example: Assume a 3% bond for $1000 with 
interest payable semi-annually acquired at par value plus three 
months accrued interest. The bookkeeping entries at purchase 
for the interest part of the transaction would be: 

Debit:  Bond interest (or bond interest accrued) $7.50 
Credit : Cash $7.50 

When the next coupon due was collected the entries would be : 

Debit:  Cash $15 
Credit: Bond interest $15 

The net interest received would be $7.50. 

Item 29---"Gross income from company's property, including 
$ ]or company's occupancy of its own building, less 
$ . .. interest on incumbrances, per Schedule A" 

This item may involve three accounts--Rents received, Rents 
paid and Interest on mortgages payable. 

The bookkeeping entries for space leased or rented to tenants 
would be: 

Debit : Cash 
Credit : Rents received 

The bookkeeping entries for rent charged the company by 
itself for its own occupancy would be: 

Debit: Rentspaid 
Credit : Rents received 
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The bookkeeping entries in connection with interest paid on 
incumbrances (mortgages) would be: 

Debit: Interest on mortgages payable 
Credit : Cash 

Items 31-33 "From other sources (give items and amounts) :" 

These lines are intended to provide for miscellaneous and un- 
usual income or cash received transactions and profit and loss 
adjustments not otherwise provided for. As an example, surplus 
paid in by stockholders would be reported in one of these lines. 
Such surplus is not income but merely an addition to surplus 
account. The bookkeeping entries would be : 

Debit: Cash 
Credit: Profit and loss (surplus paid in) 

Occasionally companies, in order to provide additional surplus, 
reduce the par value of their stock and transfer the difference 
between the amounts at the old and new par values to surplus. 
In such cases the decrease in capital would be reported in Item 3 
and the corresponding surplus gain in one of the Items 32-33 
under some such description as "Surplus transferred from capital 
account." The bookkeeping entries would be as follows: 

Debit : Capital 
Credit: Profit and loss (capital transferred to surplus) 

Item 34--"Increase in liabilities during the year on account o] 
reinsurance treaties" 

This is not a true income item and has no effect upon the profit 
or loss of the company, as the amount is offset by a corresponding 
liability. 

It is a condition of certain reinsurance agreements that the ced- 
ing company shall retain a certain percentage of the premium 
ceded for a certain period of time as a financial guarantee that 
the reinsuring company (frequently a foreign or alien company 
not authorized to transact business in the United States) will 
carry out the terms of the treaty. The amounts so retained are 
known as "Funds held under reinsurance treaties." Such funds 
are, in effect, similar to borrowed money (see item 36, page 2 of 
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statement), since they represent a liability to the reinsuring com- 
pany as the funds will ultimately be paid over to such company 
provided the conditions of the treaty are fulfilled. The ceding 
company does not receive cash from the reinsuring company, but 
the ceding company's ledger assets are increased since the "Rein- 
surance premiums payable" account is debited for the amount of 
such funds. As this is a credit balance account, the effect of 
debiting the account is to increase the general asset account 
"Premiums in course of collection." The effect is the same as if 
the ceding company actually paid the full (100%) amount of 
reinsurance premiums to the reinsuring company and that com- 
pany, in turn, returned to the ceding company its check for the 
portion to be retained by the ceding company. In such a case, 
there would be an actual cash income item (which would be offset 
by the corresponding liability item "Funds held under reinsurance 
treaties"). From the foregoing it is obvious that the amount of 
funds withheld must be reflected in the income page of the state- 
ment in order to preserve the balance of the formula stated on 
Page 296. 

When any part of such funds is paid over to the reinsuring 
company, the ledger asset "Cash" is decreased by the amount of 
such payment and such decrease must be reflected in the dis- 
bursement page. However, since only the net amount of increase 
or decrease in ledger assets is of consequence, the blank provides 
that only such net amount be entered as an income or disburse- 
ment item, as the case may be (see also Item 55, Ex~rBzT 2--- 
DISBURSEmeNTS, Page 3 of statement). 

The bookkeeping entries in connection with funds withheld are : 
Debit: Reinsurance premiums payable 
Credit : Funds held under reinsurance treaties 

and in connection with funds paid over to the reinsuring company : 
Debit: Funds held under reinsurance treaties 
Credit : Cash 

Item 35M"Remittances from home o1~ce to United States branch 
(gross)" 

This item applies only to the United States branches of foreign 
(alien) companies. It represents funds supplied by the Home 
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Office for capital and surplus purposes and is not income. The 
bookkeeping entries are: 

Debit: Cash 
Credit: Remittances from home office 

Item 36---"Borrowed money gross $ less amount repaid 
~ . 3 ~  

Borrowed money does not represent true income and has no 
effect upon the profit or loss of the company as the amount is 
offset by a corresponding liability. However, cash is received and 
the ledger assets are increased and, accordingly, the amount of 
increase must be reflected in the income page of the statement in 
order to preserve the balance of the formula stated on Page 296. 

Similarly, when borrowed money is repaid, ledger assets are 
decreased by the cash paid out and the amount of decrease must 
be reflected in the disbursement page. However, since only the 
net amount of increase or decrease in ledger assets is of conse- 
quence, the blank provides that only such net amount be extended 
as an income or disbursement item, as the case may be (see also 
Item 57, EXHiBIt 2----DtsBUaSZ~Er~XS, Page 3 of statement). 

The bookkeeping entries at the time the money is borrowed are: 

Debit : Cash 
Credit: Borrowed money 

and at the time of repayment 

Debit: Borrowed money 
Credit : Cash 

Item 37--"From agents' balances previously charged off" 

This item arises when a balance due from an agent and charged 
off as uncollectible is subsequently recovered. The bookkeeping 
entries are as follows: 

Debit: Cash 
Credit: Profit and loss (Agents' balances) 

This item is further discussed in connection with Item 59, Page 
3 of statement, "Agents' balances charged off," and Items 8-25, 
ExmB~r 3----LEDGE~ ASSETS, Page 4 of statement. 
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Item 38--"Gross profit on sale or maturity o] ledger assets"-- 
Real estate, Bonds, Stocks or other ledger assets 

The profit (or loss) on sale of ledger assets is the difference 
between the book value (not the actual cost, unless book value 
and actual cost are the same) at date af sale and the sale price. 
The bookkeeping entries for the profit portion are: 

Debit : Cash 
Credit: Profit and loss--profit on sale of (real estate, 

bonds, stocks or other ledger assets) 

There are two methods of accounting for profit and loss items 
in general use. One method (that followed in this paper) is to 
charge or credit such items as profit or loss on sale direct to a 
single controlling Profit and Loss ledger account and maintain 
subsidiary accounts for the details required by the annual state- 
ment. The second method is to carry separate profit and loss 
ledger accounts for each such annual statement item. Where the 
second method is followed the account credited in the above ex- 
ample would be "Profit on sale of (real estate, bonds, stocks or 
other ledger assets)." 

Item 39--"Gross increase by adjustment in book value oJ ledger 
assets"--Real estate, Bonds, Stocks or other ledger assets 

This item does not represent cash income or profit but is in the 
nature of accrued income or profit. Some companies follow the 
practice of maintaining the book values of real estate, bonds and 
stocks at approximately the market values. Profit and loss entries 
are made at the end of the year to bring the book values up to 
the approximate market values. The bookkeeping entries are: 

Debit:  Real estate, bonds, stocks or other ledger assets 
(book value) 

Credit: Profit and loss--Increase by adjustment in book 
value of (real estate, bonds, stocks or other 
ledger assets) 

In case of bonds a further use is made of this item by companies 
which value their bond holdings on the amortization basis, which 
is common practice at the present time as such basis is required by 
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at least one state. If a bond is acquired at a discount, the effective 
rate of interest will be in excess of the nominal rate. Assume that 
the nominal (coupon) rate is 3%, the purchase price 98 and the 
term to maturity 9½ years. The effective rate of interest, as 
determined by reference to any standard table of bond values is 
31,4%. If the bond were carried upon the books at $980 until 
maturity, a false profit on maturity of $20 would be shown and 
the interest income during the period would be too small, since it 
is reasonable to assume that the effective rate of 31/~% represents 
a fair interest return on funds invested at the time of purchase 
of the bond. The company would, however, receive only the nomi- 
nal interest of 3% during the term of the bond, the additional 
interest being deferred and accumulated at the effective rate until 
maturity. Such deferred interest would be taken credit for by 
adding the yearly accrual to the book value of the bond. The 
bookkeeping entries would be: 

Debit: Bonds (book value) 
Credit: Profit and loss--accrual of bond discount 

The foregoing is an exception to the general rule that the state- 
ment is based upon cash income or receipts. 

It will be shown upon consideration of SECTION IV--AssETs 
(Page 4 of statement) that increases (or decreases) by adjust- 
ment are unnecessary so far as the effect of changes in security 
values upon surplus and total admitted assets are concerned. 
They do, however, affect the amount of ledger assets. 

Item 40--"Total Income" 

This is the sum of the extended amounts of Items 20, 21, 30 
and 33-39. 

Item 41---"Amount carried ]orward" 

This is the sum of the ledger assets at beginning of year, plus 
or minus the increase or decrease in capital during the year, and 
total income (Item 40). 
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E X H I B I T  2 

ANNUAL STATEMENT FOR THE YEAR 1 9 4 0  O ~  THE ................................... 
( W r i t e  or  s t a m p  n a m e  o f  C o m p a n y )  

Amount  brought forward, 
I I I - - D I S B U R S E I ~ I E N T S  

(2) O) t4y (5) 

• Gross amount paid DEDUCT Net amount paid policy- 
for l ~ s  Grc~ sMvage (Schcd. H) I Reinsucance [ Tot.x[ deduction hold¢.-~ for l e ~  

, Ae den, I :1 
2, Hea l th  . . • 

4. Auto  liability 

O. Wozkmen's ¢0mpeQsalh, 

7. Fidellq, . i 

g Surety . { . . . .  

0, Plate glass . l 

10, Burglary and their  . . . .  . 

11, S team boiler . 

12, Machinery . 

13. Aub proFd! &Z~l[e 

14, Auto collision. . J_ 
promrty ~val~ *rd mm/~ I. 

z 0 ,  (a) . . . . . . . . . . . .  _ _ J .  
17, TOTALS . I I i 

18, Investlgatlon and adjustment of claims, vtz: 

19. Accident $ . . . . . . . . . . . . . .  ; H ~ J t h  ~ , ~ .  ~'v~, ,,m~,l $ . . . . . . . . . . . . .  ; ar, d I,,a~, $ . . . . . . . . . . . . . . .  ; 

~0. A u t o  liability $ . . . . . . . . . . . . . . . .  ; U.~lu2~ ,e., ~,~ w~-~* $ . . . . . . . . . . . . . . . .  ; ~ - , r  ~ $ . . . . . . . . . . . . . . . . .  ; 

21, Fideli ty $ . . . . . . . . . . . . . . . .  ; Sundry $. . . . . . . . . . . . . . . . . .  ; Plab! glares $ . . . . . . . . . . . . . .  ; 

92. B a r ~ n d ~ d I $  . . . . . . . . . . . . . . . . . .  : S team boiler $ . . . . . . . . . . . . . . . . .  ; M e c h l n e r 7  ~L . . . . . . . . . . . . . . . . . . .  ; 
Aub ~m*t~ ~ .  ~ $ . . . . . . . . . . . . . . .  ; Aao c o ~ u  $ . . . . . . . . . . . . . . . . . . . .  ; ~ . ,~ .~ .~P ' -? . . . ~ ,$  . . . . . . . . . . . . . . . . . . .  ; 

,24. (n )  . . . . .  $ . . . . . . . . . .  -" . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

9.5. Policy and membership fees retained by a g e n ~  . . . . .  . . . . . . .  ~ ................................. ' ....... 

26. C o m m i ~ o n s  or brokerage, lore amount  recelved on return p r o c u r e s  and reinsurance for the  following classes l 

27. Acc/dent  $. . . . . . . . . . . . . .  ; Health s*~'a,,.~w.*,w.~,-.t I $ . . . . . . . . . . . . . . . . .  ; . ~  ,~a,  $ . . . . . . . . . . . . . . . . . . . .  ; 

28. Auto liability $ . . . . . . . . . . . . . . .  ; ~,,~ ~, ~ ~ w~.;,e, 
J 

$. . . . . . . . . . . . . . . .  ; ~ f~¢~  $ . . . . . . . . . . . . . . . . . . .  ; 

90. Fidel i ty $ . . . . . . . . . . . . . . .  ; Surety 3.. . . . . . . . . . . . . . . . . . . . .  ; Plat~)glass $ . . . . . . . . . . . . . . . . . .  ; 
~0. 5 ,zgh~an4thdl$  . . . . . . . . . . . . .  ; S t s a m b o i l e t  $ . . . . . . . . . . . . . . . .  ;Mac '~inery  $ . . . . . . . . . . . . . . . . . . . . . .  ; 

.81. ~,g~m.~,  ; . . . . . . . . . . . . . .  ;A~  - r -h .  $. . . . . . . . . . . . .  ;~,,',',',',',',',','~*~,~,~ . . . . . . . . . . . . . . . . . . .  ; 

~2, (a) . . . . . . . . . .  $ . . . . . . . . . . .  ; . . , • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; ....... 
33. Salarles and all  o ther  compensatlan of oFllcere, direct.ors, 'tnmtee.s and I: ome o ~ c e  employees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , ........ 
~3~a). Pension, retiroment and other s lmihr  benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I ......... 
8 t .  H o m e o ~ c e t r a v d  . . -  . . . • . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
.$5, Salaries, t ravding and all other expenses of branch ofiSces and agents, iexcinding commlt~ans  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
80. Sa/aries, traveling and al! o ther  expenses of payrol! auditors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
87. Inspectlone, incinding accldent preventinn $. . . . . . . . . . . . . .  ; medical e.,cam~ners' fees and eslaries $....~= . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~ .  Rents, including $ . . . . . . . . . . . . . . . . . . . .  for company's  occupancy of i ts own bm'Idlng~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~9. Genera[ of~ce maintenance and expense . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
4.0, Taxes,  l lcan~s  aud fees: 

(a) S ta te  taxes  on premiums . . . . . . . .  . . $ . . . . . . . . . . . . . . . . . . . . . . . .  

(b) Insurance depar tment  . . . . . . . . . .  • " . . . . . . . . . . . . . . . . . . . . . . . . .  i 

(c) O ~ e r  state traces, i n d u i n g  $ ............. '. . . . . .  soc~.l t e c m h y  . . . . . . . . . . . . . . . . . . . . . . .  

(d) Federal, including $ . . . . . . . . . . . . . . . . .  social ~ecurlty . . . . . . . . . . . . . . . . . . . .  ~ . . . . . .  

(e) All other (except oa real estate)  . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

41. Legal  expenses $ . . . . . . . . . . . .  ; advertising 5 . . . . . . . . . . . . . . . .  ; priotin~ and stationery $'. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

42, Postage,  tdegraph,  telephone, exchange and exp'~ess $ . . . . . . . . . .  ...-~.._ ,.. ". in suranco $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

43. Furniture and  fixtures 5 . . . . . . . . . . . . . .  ; books, newspapers and per ixUcah $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

44.  Burea,.t and. ar~sociatlon dues and a...~e.zsments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

45. MisocUancous underwriting expense (itemize) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

,18. R e a l e s t a t e :  (a) repalrs and  expenses $ . . . . . . . . . . . . . . . . . . . . .  ; (b) t a x e s $  . . . . . . . . . . . . . . . . . . . . . . . . .  ...... 
,13. Misce l I~eoas  investmant  expense (itemlze) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  T . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

61. Stockholdem (or dividends (amount  declazed during t ea  year, cash $_~.' . . . . . . . . . . . . . . . . . . .  : s tock 5 . . . . . . . . . . . . . . . . . . . . . . . .  ) . . . . . . . . . . .  

S2. Policyholders for dividends, less $ . . . . . . . . . .  dividends recelveld from reinsuciog companies . . . . . . . .  . ...... 
E~. OCher d~sbursements (itemize) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~ . . . . . . .  v" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~55. Decrease ;n l inbi l i t les du r ing  fl~e year on account of r e h s n r a n ~  trenti?.~ . . . . . . . . . . . . .  _ . . . .  

fiB. Remhtances to home office f r om Un i ted  States branch (gross) . . . . . . . . . . . . . . . . . . . . . . .  

57. Borrowed money repaid grO~s $ . ~ l e s s  amount  borrowed ~ . . . . . . . . . . . . . . . . . . . . . . . . . . .  
58. Interest  on borrowed money . . . . . . . . .  . .  . , . . . . . . . . . . .  
~9. Agents '  balanee~ charged o~  . . . . . . . . . . . .  : . . . . . . . . . . . . . .  
60. Grose loss on eale or  matu r i t y  of ledger ac~e~, v iz :  

(a) Real  ~ t s t e ,  par Schedule A . . . . . . . .  , . . . . . . . .  $ . . . . . . . . . . . . . . . . . . .  
(b) Bonds, per Schedule D . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(c) S t o c k ,  per  Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

61. Gross dsereaze, by adjustment ,  in book value of ledger a~sets, viz: 
(a) Real  estate ,  per  Schedule A . . . . . . . .  . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . .  

(b) Bonds, per Scliedale D (including $ . . . . . . . . . . . . . . . . . . . . . . . . . .  for amortization of premiums) . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(e) Stocks, per Schednlo D . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e.~ Total Disbursements " ~  

CENT~ 

ALANCR . . . . . . . .  . . . . . .  ~ ~ " '  
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SECTION III  DISBURSE~IENTS (Page 3) 

(See Exhibit 2, Page 306) 

Items 1-17--Losses Paid 

Accounting procedure in connection with losses paid is com- 
paratively simple so far as annual statement requirements are 
concerned. The bookkeeping entries for each of the various kinds 
of loss transactions for each line of business are as follows: 

(1) Gross amount paid for losses 

Debit : Losses 
Credit : Cash 

(2) Gross salvage 

Debit : Cash 
Credit : Salvage recovered 

(3) Reinsurance 

Debit : Cash 
Credit : Reinsurance recovered 

In cases where salvage has been recovered on a paid loss under 
which there was reinsurance the original company would refund 
to the reinsuring company its proportion of the salvage recovery. 
The bookkeeping entries on payment to the reinsuring company 
would be : 

Debit : Reinsurance recovered 
Credit: Cash 

At first glance it would appear that this method of accounting 
is incorrect and that the bookkeeping entries should be : 

Debit: Salvage 
Credit : Cash 

It will be noted, however, that the heading "Gross" precludes 
any debit entries to the salvage account and an example will show 
that the prescribed method is correct. 

Assume that a company pays a gross loss of $1000 and that the 
risk is one-half reinsured. The statement as respects this item 
would appear as follows: 

Gross Amount Total Net Amount 
Paid Salvage Reinsurance Deduction Paid 

$1,000.00 . . . . . .  $500.00 $500.00 $500.00 
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If $500 salvage were subsequently received the statement under 
the prescribed method would show: 

(a) Gross A m o u n t  Total  N e t  Amoun t  
Pa id  Salvage Reinsurance Deduction Paid 

$1,000.00 $500.00 $250.00 $750.00 $250.00 

and under the incorrect method: 
(b) Gross A m o u n t  Total  lqet Amoun t  

Paid Salvage  I le insuraneo Deduction Paid 

$1,000.00 $250.00 $500.00 $750.00 $250.00 

Since reinsurance applies to the net loss sustained by a com- 
pany, method (a) is obviously correct as it shows reinsurance 
equal to 50% of the net loss - -  $250.00 --  ($1000.00-- $500) and 
method (b) incorrect since it shows reinsurance equal to 66~% 
of the net l o s s -  $500.00-  ($1000.00- $250.00). 

Reinsurance is usually collected sometime after the gross loss 
is paid. This results in reinsurance recoverable and some com- 
panies prefer to credit this to loss account immediately. This 
procedure is similar in theory to the crediting of written pre- 
miums. To accomplish this result a ledger asset account "Rein- 
surance recoverable on paid losses" is set up and the bookkeeping 
entries become: 

Debit : Reinsurance recoverable (on paid losses) 
Credit : Reinsurance recovered 

Items 18-50 and 53 and 54--Expenses 

These items cover various underwriting (claim, acquisition, ad- 
ministration, inspection, tax and bureau) and investment (real 
estate and other) expenses. No special accounting procedure is 
involved except in connection with claim, Items 18-24, branch 
office, Item 35, payroll audit, Item 36, and inspection, Item 37, 
expenses. The usual bookkeeping entries are: 

Debit: Expense (by item) 
Credit : Cash 

Claim expense is divided into two parts--allocated and unallo- 
cated. Allocated expense is that chargeable to specific claims, such 
as attorneys' and court fees, cost of medical examinations (in 
public liability claims) and cost of appraisals (in case of property 
damage losses). Unallocated claim expense consists of the gen- 
eral overhead cost of maintaining claim service, both in the field 
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and at the Home Office, comprising such items as salaries, travel- 
ing expense, rent, heat, light, printing and stationery, furniture 
and fixtures, etc. Separate ledger accounts are maintained for 
assigned loss expense by line the same as in the case of losses. 
Separate ledger accounts are also usually maintained for claim 
salaries and claim traveling expense, but not by line of insurance. 
The problem of determining what proportion of field and home 
office rent, heat, light, printing and stationery, furniture and 
fixtures, should be charged to claim expense and the further dis- 
tribution of such proportions plus claim salaries and claim travel- 
ing expenses to the various lines of insurance involves the appli- 
cation of advanced cost accounting principles and the treatment 
of this phase of accounting, even briefly, is beyond the scope of 
this paper. 

Problems similar to those involved in determining unaUocated 
claim expense are encountered in determining branch office, pay- 
roll audit and inspection expense, since these expenses are also 
made up of salaries, traveling expense, rent, heat, light, printing 
and stationery, furniture and fixtures, etc. 

It is obvious from the foregoing that the disbursements as 
shown on Page 3 of the statement will not check with the Trial 
Balance as respects many items--salaries, traveling expense, 
rents, printing and stationery, furniture and fixtures, etc. 

Item 51---"Stockholders for dividends (amount declared during 
the year, cash $ . - - ;  stock $ )" 

This item requires no special comment. The provision for show- 
ing in parenthesis dividends declared during the year is to provide 
a check on the liability for unpaid dividends, Page 5 of statement. 
The bookkeeping entries involved in the dividend account are as 
follows : 

Debit : Dividends paid 
Credit : Cash 

Item 52--"Policyholders for dividends, less $ dividends 
received from reinsuring companies" 

This item is peculiar to mutual companies or stock companies 
writing participating contracts. It involves no unusual account- 
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ing principles. Note, however, that dividends paid are net--gross 
paid less dividends received from reinsuring companies. Separate 
accounts are maintained--one for gross dividends and the other 
for reinsurance dividends. The bookkeeping entries are as follows : 

Gross dividends paid 
Debit : Dividends to policyholders 
Credit : Cash 

Reinsurance dividends received 
Debit : Cash 
Credit : Reinsurance dividends 

Item 5Sin"Decrease in liabilities during the year on account of 
reinsurance treaties" 

This item is explained in connection with Item 34, Page 2 of 
statement. 

Item 56--"Remittances to home ol~ce from United States branch 
(gross)" 

This item is the opposite of Item 35, Page 2, and represents 
surplus funds returned to home office. The bookkeeping entries 
are : 

Debit: Remittances to home office 
Credit: Cash 

Item 57--"Borrowed money repaid gross $ less amount 
borrowed $ - - - "  

This item is explained in connection with Item 36, Page 2 of 
statement. 

Item 58---"Interest on borrowed money" 
J 

This item is self-explanatory. The bookkeeping entries are, of 
course: 

Debit: Interest on borrowed money 
Credit : Cash 
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Item 59--"Agents' balances charged off" 

These are profit or loss items representing the charge-off of 
balances considered as uncollectible. 

There are two types of such items. One arises from errors in 
agents' paid premium reports or incorrect remittances discovered 
upon audit of reports in either the branch or home office. If a 
premium or commission is incorrectly reported or the amount of 
the net remittance of the agents is incorrect, the correct premium 
or commission amounts are charged or credited to the appropri- 
ate accounts and the difference or balance is charged or credited 
to a ledger asset account generally known as "Agents' sundry 
balances" (see EXHIBIT 3--OTHEI~ :LEDGER ASSETS, Items 27-31, 
page 4 of statement). These differences or balances are usually 
adjusted in subsequent reports, but if for any reason a company 
is unable to collect such a balance from an agent, the balance is 
charged off to profit and loss through the above account. The 
bookkeeping entries are: 

Debit: Profit or loss (Agents' balances charged off) 
Credit: Agents' sundry balances 

The other type arises where an agent has collected premiums 
from assureds but has failed to remit them to the company. These 
are termed defalcations or "shortages." This type of case is usu- 
ally cleared directly to profit and loss. Since the premiums actu- 
ally have been paid, it is necessary to clear them from the "Pre- 
miums in course of collection" account. The trans~tction is carried 
out by the preparation of a dummy paid-premium voucher pro- 
viding the following bookkeeping entries (assuming premiums of 
$1,000 and commissions of $250) : 

Debit 

P rof i t  a n d  loss  ( A g e n t s '  b a l ances  
c h a r g e d  off) . . . . . . . . . . . . . . . . . .  $ 750.00 

Co m m is s ions  . . . . . . . . . . . . . . . . . . .  250.00 

P r e m i u m s  in course  of  collection . . . . . . . . . .  

Credit 

. o o . , o ° ,  

$1,000.00 

$1,000.00 $1,000.00 
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Item 60--"Gross loss on sale or maturity o] ledger assets" Real 
estate, bonds, stocks or other ledger assets 

This is the opposite of Item 38, Page 2. The bookkeeping en- 
tries, so far as the loss on sale is concerned, are: 

Debit:  Profit and loss--loss on sale of (real estate, 
bonds, stocks or other ledger assets) 

Credit: Real estate, bonds, stocks or other ledger assets 
(book value) 

The bookkeeping entries for both Items 38, Page 2, and 60, 
Page 3, are further illustrated in the consideration of SECTION IV 
-----LEDGER ASSETS (Page 4 of statement), Item 4 "Book value of 
bonds" 

Item 61--"Gross decrease by adjustment in book value o] ledger 
assets" Real estate, bonds, stocks or other ledger assets 

This item is the reverse of Item 39, Page 2. For ordinary 
adjustments to bring the book value down to the market value 
the bookkeeping entries are: 

Debit:  Profit and loss--increase by adjustment in book 
value of (real estate, bonds, stocks or other 
ledger assets) 

Credit: Real estate, bonds, stocks or other ledger assets 
(book value) 

In case of companies valuing their bonds on the amortization 
basis the process is the reverse of that illustrated in connection 
with Item 39, Page 2. If a bond is acquired at a premium the 
effective rate of interest will be less than the nominal rate. As- 
sume that the nominal (coupon) rate is 4%, the purchase price 
111 and the term to maturity 20 years. The effective rate of 
interest would be 3a/~%. Under these circumstances the excess of 
the nominal interest over the effective interest would be used to 
amortize the premium over the term of the bond so that at 
maturity the bond would stand on the books at its par value. 
The bookkeeping entries would be: 

Debit: Profit and loss--amortization of bond premiums 
Credit: Bonds (book value) 
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Item 62--"Total Disbursements" 

This item is the sum of the extended amounts of Items 17, 24, 
47, 48 and 50-61. 

Item 63--"Balance" 

This item is the difference between the item "Amount brought 
forward" at the top of the page and Item 62. It balances with 
Item 32, Page 4 of statement (see Exhibit 3, Page 314). 

SECTION IV ASSEZS (Page 4) 

(See Exhibit 3, Page 314) 

This section is divided into three subsections: 

(1) Ledger Assets 
(9.) Non-Ledger Assets 
(3) Assets Not Admitted 

(1) LEDGER ASSETS 

Items 1-4--Investments--Real estate, Mortgage loans, Collateral 
loans, Bonds and Stocks 

These items call for the book values of the various forms of 
investments. It  should be noted that Item 1 provides for the 
deduction of incumbrances from the book value of real estate 
and the showing of only the net value as a ledger asset. This is 
not in accordance with the usual accounting practice of showing 
the gross value as an asset and mortgage incumbrances as a 
liability. 

When an investment is made the bookkeeping entries are: 
Debit: Real estate, mortgage loans, etc. 
Credit : Cash 

When an investment matures or is disposed of the bookkeeping 
entries are: 

Debit: Cash 
Credit: Real estate, mortgage loans, etc. 
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EXHIBIT 3 

ANNUAL STATEMENT FOR THE YEAR 1940 OF TItE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(Write  or stamp name of Company) 

Form 3 

IV--LLDGER ASSETSc ', i] 
I .  Book value of real es ta te  (le.ss $ . . . . . .  |neumbr mess), per Schedule A ............ 

2. Mortgage loans On real estute per Schedule B, first Hens $ .................................... 

other ths.n first. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

3. Loans secured by  p[edl,e of bonds, stocks or other col]ateraJ, per Schedu!e . . . . . . . . . . . .  

4. Book value of bonds, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; and 

stocks, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , per Schedule D . . . . . . . . . . . . . . . . . . .  1 

5. Cash in company's  o ~ c e  . . . . . . .  ", . • " $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 

6. Deposits in t rus t  companies and banks n o t  on interest,  per ~Cchedule N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  / 
7. Deposits in t rus t  companies and banks on interest,  per Schedule N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 

8. Gross premiums, lees return premiums and reinsurance, in course of collection, viz:  
{1) {2) 

o= I]degorRne,~JleltcUft~ Oa reade* or ~ t ~ d ,  ~'~,lv¢ 
~ a}~°t~ oc 0 ~  i e~ ~ t  y ~  pd=t to O~ob~ I ol ~ r r~ l  ~ r  

9. A c d d e n t  . . . . . . . . . .  $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ ................................... 

tO. Hea l t h  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

11. N*n.caocel lable accident and heahb . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

12. A u t o  l iab i l i t y  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

13. L iab i l i t y  other than auto . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

14. 'vVorkmen's compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i 

I 
15. Fideli ty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

16. Surety . . . . . . . . . . . . . . . . . . .  • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

17. Plate g ] ~  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

18. Burg la ry  and thef t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

19. S team boiler . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

20. Machinery  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

21. Auto  property damage . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

22. A u t o  collision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

23. Property damage and coll ision other than auto . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

24. (a) ................................................................................................................................. 
95. TOT.U~ . . . . . . . .  $ .................................... $ ............................................. 

~6. Bills receivable . . . . . . . . . . . . . . . . . . . . . . . .  

27. Other ledger assets, vlz: 

............................................................................................. $ ........................... 

29~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

3|  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

,2. reag~ assets, a. per Ba,..¢o o .  vaSeNON.LEr.GER3 . . . . . . . . . . .  ASSETS i iiiiiii 
B 

83. Gross interest due, $. . . . . . . . . . . . . . . . . .  and accroed, S. ........................ on mortgages, per Stbedute B . . . . . . . . . . . . . . . .  

84, Grces interest due, $ ..................... d ..... d,$ .................... ....... co|lateral l .... per .~r~e~.le C, Par[, . iiii] 

35. Gross interest due, $. . . . . . . . . . . . . . . . . . . .  .and accrued, $ ......................... on bonds, not  in dclault ,  ~er St],~uk D, Pal 1 

36. G r o ~ i n t e r e s t d u e , $  ..................... andaccrued,  $ .................... ....on other assets (llve ilemS ar¢l amo~ls): . . . . . . . . . . . . . . . . . . . . . .  

3"/ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ ........ ...[.... 

38. Gross rents and interest due, $ . . . . . . . . . . . . . . . . . . .  .and accrued, $---.i .................... on company's property or [case ~ ..~ 

39. Marke t  value of real estate over  book  va lue ,  per Schedule A . . . . . . . . . . .  

40. *Market  ~ value Amortized or investment  ~ ( n o t  l n c l u d l n ~  i n t e r e s t  in ?-tern 35) of bonds over book  value~ per Schedule D . . . 

40A. Marke t  value of stocks over  book  va lue ,  per ScheduIe D . . . . . . . . . . . . . . .  

41. Other non-ledger assets, viz:  

43. 

44. Gros s  Asse t s  . . . . . . . . . .  . . . . . . . . . . . . . . .  

D E D U C T  A S S E T S  N O T  A D M F [ T E D  

45, Company's  stock owned, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ; loan i on, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ ........................... 

46. Supplies, pr~-nted ma t t e r  and s ta t ionery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 7 .  F u r n i t u r e ,  fixtures and safes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

48. Gross premiums in  course of collection effective pr ior  to  Octo] ~er 1 of current  year . . . . . . . . . . . . . . . . . . . . .  _ . ~  . . . . . .  

49. B i l ls  receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

50. Lo~ris on personal security, endorsed or  no t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

51. Deposits in  suspended b~J~ks, less $ . . . .  estimate :[ amoun t  reooverab[e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

52. Book  value of  real estate over  m a r k e t  va lue ,  per Schedule A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

t lnarko l :  
53. Bc~k valoe of N:~ds over  I a m o r t i z e d  o r  i n v e e t m e n t  I y a k  e,  pe t  ScheduIe D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

53A, Book value of stoclrn over  m a r k e t  va lue ,  per  Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . .  . ............. 

53B. Interes t  due and a c ~ e d  on mortgage loans (s ta te  l ~ [ s )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~ C  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

54. Other  ~ e t a  not  admit ted,  via: 

~5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

57 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ..................................................................................................... 

68. T o t a l  A d m i t t e d  A s s e t s  . . . . . . . . . . . . . . . . . . . . . .  

(s) Eater llne or bu.~n~L 
*Stn'ke Oat "M~rk~t" ¢¢ " ~ o r t i u c l  or iaveatmemt." 

. . . . . . . . . . . . . .  + .... 

I 

.......... ,! =[  
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Where there is a profit or loss on sale or maturity at least three 
and in some instances four accounts are affected. Examples using 
the sale of a bond at a profit and a loss will illustrate. Assume 
that a bond carried at a book value of $980 is sold for par ($1000) 
and accrued interest of $15. The bookkeeping entries would be 
as follows: 

Debit Credit 

C a s h  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,015.00 . . . . . . . .  
B o n d s  (book  v a l u e )  . . . . . . . . . . . . . . . . . . . . . .  $ 980.00 
P r o f i t  a n d  l o s s - - p r o f i t  on  s a l e  o f  

b o n d s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 
B o n d  i n t e r e s t  . . . . . . . . . . . . . . . . . . . . . . . . . . .  15.00 

$1,015.00 $1,018.00 

If the book value and sale amounts were reversed, i.e., book 
value $1000 and sale price $980 plus accrued interest of $15, the 
bookkeeping entries would be as follows : 

Debit Credit 

C a s h  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 995.00 . . . . . . . .  
B o n d s  (book  v a l u e )  . . . . . . . . . . . . . . . . . . . . . .  $1,000.00 
P r o f i t  a n d  l o s s - - l o s s  o n  s a l e  o f  

b o n d s  . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 ° ,  . . . . .  . 

B o n d  i n t e r e s t  . . . . . . . . . . . . . . . . . . . . . . . . . . .  15.00 

$1,015.00 $1,015.00 

Item 5--"Cash in company's office" 

This item is self-explanatory. It  includes within its scope 
actual cash and cash items---checks, drafts and money orders. 

In order to conveniently record the various bookkeeping entries 
arising from either of the above transactions, a voucher would be 
prepared showing the four debits and credits. The cash would be 
posted in the cash book and the other entries in a journal designed 
to provide for entries such as the foregoing. Many companies 
maintain what is known as a cash-journal, a combination of cash 
book and journal, and in such cases all four entries would be 
posted in this book. 

Items 6 and 7--Deposits in Trust Companies and Banks 

Heretofore in all examples of bookkeeping entries involving 
actual receipts and disbursements, it has been assumed that such 
receipts and disbursements have been in the form of cash and for 
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simplicity of illustration "Cash" has been used as the account 
involved. In practice, however, only a small part of the actual 
business transactions of an insurance company involve actual 
cash but are represented by check receipts and disbursements. 
Accordingly, companies maintain, in addition to a pure cash 
account, separate ledger accounts with various banks. Checks 
received are usually charged to cash through the medium of the 
cash book and subsequently credited to cash and charged to the 
bank of deposit. Debit may be, and frequently is, made direct 
to the bank without the intermediate step of passing through the 
cash book. Under the latter conditions the bookkeeping debit 
would be to "Bank" instead of to "Cash." As an example the 
bookkeeping entries in connection with rents received (see page 
300) would be: 

Debit: Bank (by name) 
Credit: Rents received 

Disbursements, except for petty cash items, are almost invari- 
ably made by check and charged direct to the bank upon which 
they are drawn. Using gross losses paid, for example, the book- 
keeping entries in actual practice (see Page 907) would be: 

Debit : Losses 
Credit: Bank (by name) 

Items 8-25--"Gross Premiums, less return premiums and reinsur- 
ance, in course of collection"---(by line of insurance) 

The function of these items has been explained in connection 
with the consideration of Items 4-20, Page 2 of statement. The 
significance of the word "Gross" is usually interpreted as meaning 
"without deduction of commissions." These accounts consist of 
the net amount of unpaid direct and assumed reinsurance pre- 
miums (gross, less not taken and return) minus the net amount 
of reinsurance ceded premiums payable. 

When premiums are collected two asset and one disbursement 
accounts are affected, since premiums are remitted "net" (less 
commissions) by agents. Cash is debited, premiums in course of 
collection are credited and commissions are debited. If premiums 
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to the gross amount of $1000, with a commission rate of 25% 
were remitted, the bookkeeping entries would be: 

Debi t  Credit 

Cash (or bank) . . . . . . . . . . . . . . . . .  $ 750 .00  . . . . . . . .  
Premiums in course of collection . . . . . . . . . .  $1,000.00 
Commissions paid . . . . . . . . . . . . . . . .  2 5 0 . 0 0  . . . . . . . .  

$1,00020 $1,000.00 

On payment of reinsurance ceded premiums by the company 
the bookkeeping entries, assuming gross reinsurance ceded pre- 
miums of $1000 and a commission rate of 35%, would be: 

Debit Credit 

Cash (or bank) . . . . . . . . . . . . . . . . . . . . . . . . .  $ 650.00 
Reinsurance premiums payable... $1,000.00 . . . . . . . .  
Commissions paid . . . . . . . . . . . . . . . . . . . . . . . .  350.00 

$1,000.00 $1,000.00 

In actual practice the bookkeeping is handled somewhat differ- 
ently from the simple illustrations above. In case of direct busi- 
ness a summary of the premium, commission and any other 
charges or credits and the net cash remitted, usually referred to 
as a "Paid Premium Report" or "Account Current," would accom- 
pany the remittance. Using this as a voucher the net cash would 
be debited on the cash book or to the bank and the remaining 
items posted to the paid premium journaI. At the end of the 
month the total debits and credits would be posted therefrom to 
the appropriate ledger accounts--premiums in course of collec- 
tion, commissions and expense (by account), if any. 

Item 26----"Bills receivable" 

This item is of slight consequence in the accounts of insurance 
companies and involves no special accounting consideration. If a 
note were accepted from an agent for a balance due for premiums, 
the bookkeeping entries would be the same as in the foregoing 
illustration except that bills receivable would be debited instead 
of cash or bank. When the note was paid, the bookkeeping entries 
would be : 

Debit: Cash (or bank) 
Credit : Bills receivable 
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Items 27-31--"Other ledger assets, viz :" 

The more important items usually found in these lines are 
"Reinsurance recoverable on paid losses," referred to in connec- 
tion with the consideration of paid losses, Items 1-17, Page 3 
of statement, and "Agents' sundry balances," referred to in 
connection with consideration of Item 59, Page 3 of statement. 

When the reinsurance recoverable mentioned on page 308 is 
actually paid by the reinsuring company, the bookkeeping entries 
a r e  : 

Debit : Cash (or bank) 
Credit: Reinsurance recoverable on paid losses 

An example of an entry affecting the "Agents' sundry balances" 
account would be the case where an agent in reporting a premium 
of $1000 carrying a commission rate of 121/~% incorrectly com- 
puted the commission at 15%. The bookkeeping entries would be : 

Debit Credit 
C a s h  ( o r  b a n k )  . . . . . . . . . . . . . . . . .  $ 8 5 0 . 0 0  . . . . . . . .  
A g e n t s '  sundry balances . . . . . . . . .  25 .00  . . . . . . . .  
P r e m i u m s  i n  c o u r s e  o f  c o l l e c t i o n  . . . . . . . . . .  $ I , 0 0 0 . 0 0  
C o m m i s s i o n s  p a i d  . . . . . . . . . . . . . . . .  125 .00  . . . . . . . .  

$1,000.00" $1,000.00 

Item 32 "Ledger Assets, as per Balance on Page 3" 

This item is the sum of Items 1-4, 7, 25, 26 and 31, and, as 
indicated and also previously pointed out, must agree with Item 
63, Page 3. 

With the exception of "Capital," "Funds held under reinsurance 
treaties," "Borrowed money" and a few other ledger liability 
items of rather infrequent occurrence, all items which are derived 
from the Trial Balance of a company have been considered and 
the main purpose of the paper accomplished. Accordingly, con- 
sideration of the balance of the financial statement is made as 
brief as possible. 

(2) NoN-L~.DOER ASSXTS 

Items 33-37--Interest due and accrued on various ledger assets 

These items are necessary to compute the actual interest earned 
during the year. Their determination is mainly a matter of the 
arithmetical computation and summarization of detail items. 
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Item 38---"Gross rents and interest due, $ and accrued, 
$ on company's property or lease" 

This item is similar to Items 33-37. The inclusion of the words 
"or lease" is to take care of the case where a company leases a 
building or a portion thereof and subleases a part or parts thereof 
to other tenants. The rent received from subleases is reported as 
a credit to rents--Item 38, Page 3 of statement. 

Item 39--"Market value of real estate over book value, per 
Schedule A" 

Insurance companies are required to compile their statements 
upon market values of assets. If the market value exceeds the 
book value, the excess is treated as a non-ledger asset. 

Item 40--"  *Market 
Amortized or investment ) value (not including interest in 

Item 35) of bonds over book value, per Schedule D" 

* S t r i k e  ou t  " M a r k e t "  or  " A m o r t i z e d  or  i n v e s t m e n t . "  

This item is similar to Item 39. The alternative provisions for 
"Market" or "Amortized or investment" are included to provide 
for the particular basis on which a company values its bonds. 
They are not optional provisions, which would permit a company 
to use the higher of the two values. For example, if a company 
values its bonds on the amortized basis, which is the usual prac- 
tice (see Item 39, Page 2), it must use the amortized values in 
determining the amount to be entered in Item 40, regardless of 
whether such values are greater or less than the market values. 

Item 40A---"Market value o] stocks over book value, per Sched- 
ule D" 

This item is similar to Items 39 and 40 and requires no par- 
ticular comment. 

Items 41-43--"Other non-ledger assets, viz :" 

These items are to provide for unusual or infrequent non-ledger 
assets. In the case of a company which does not credit losses for 
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reinsurance recoverable at the time of paying the gross loss (see 
comments on reinsurance losses, page 308) but only upon collec- 
tion of the reinsurance the "Reinsurance recoverable on paid 
losses" would be carried as a non-ledger asset. 

Item 44 "Gross Assets" 

This item which is self-explanatory is the sum of Items 32, 
38-40A and 43. 

(3) ASSETS NOT ADMITTED 

From the "Gross Assets" certain deductions are made to arrive 
at the "Admitted Assets." These deductions consist of (1) assets 
of doubtful value in fact or arbitrarily so classified by law or 
rulings of insurance departments and (2) excesses of book values 
of assets over market (or amortized) values. 

Item 45--"Company's stock owned, $ 

Such items are of rare occurrence. 
admitted assets is, of course, logical. 

; loans on, $ - - - "  

Their treatment as non- 

Items 46 and 47~_ "Supplies, printed matter and stationery" and 
"Furniture, fixtures and sales" 

The treatment of the above items as non-admitted assets is open 
to question. Supplies, printed matter and stationery have a cer- 
tain asset value, especially to a going concern, and furniture and 
fixtures unquestionably have an asset value, both on the basis of 
a going concern and because of their resale value. The fact that 
no asset value is permitted for these items is probably due to 
difficulties incident to a proper appraisal of their worth. 

In view of the fact that no asset value is permitted for the 
above items, most companies carry no asset accounts for the same 
but treat all purchases as expense. 

Item 48--"Gross premiums in course of collection effective prior 
to October I of current year" 

This item is similar to the item frequently found in the state- 
ments of manufacturing and merchandising corporations under 
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the caption "Reserve for bad debts." It should be noted, how- 
ever, that insurance companies are not permitted to exercise any 
judgment in determining the amount of the item but are required 
to consider all premiums outstanding more than three months as 
uncollectible or of no value. Experience shows that as a matter 
of fact only a small proportion of such items are eventually 
charged off as uncollectible. 

Items 49 and 50--"Bills receivable" and "Loans on personal secur- 
ity, endorsed or not" 

The treatment of these items in their entirety as non-admitted 
assets is open to debate. Notes may be taken from agents as a 
last resort to effect collection of premium balances. On the other 
hand, notes or interest bearing warrants sometimes issued by 
municipalities in payment of premiums and assumed by a com- 
pany from its agents are usually perfectly good assets. Loans on 
personal security are of rare occurrence in the statements of insur- 
ance companies and their treatment of non-admitted assets works 
no great hardship. Banks make loans on personal security and 
such loans, if not in default, are considered as good assets. How- 
ever, it is a part of a bank's business to make loans to individuals 
whereas this functioIl is not necessary to the operation of an 
insurance company. 

Item 51--"Deposits in suspended banks, less $ 
amount recoverable" 

estimated 

This item is a result of the "depression" and was introduced in 
the blank in 1931. It  is self-explanatory and is of little conse- 
quence at the present time. 

Items 52-53A--Book value o] ledger assets over market value-- 
Real estate, bonds and stocks 

These items are the reverse of Items 39-40A. If the book value 
exceeds the market value (or amortized value, in case of bonds) 
the excess is treated as a non-admitted asset. 

In computing the excess of market values of the various ledger 
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assets over the corresponding book values the excesses for each 
particular asset are "net" and not "gross." If a company owned 
five pieces of real estate, on three of which the market value 
exceeded the book value and on the other two the book value 
exceeded the market value, the net excess would be entered in 
either Item 39 or Item 52. 

As pointed out on page 305, increases (or decreases) by adjust- 
ment of ledger assets are unnecessary so far as the effects of 
changes in security values upon surplus are concerned, since such 
changes in surplus are automatically reflected in Items 40 and 
40A or 53 and 53A, Page 4. A simple example will illustrate. 
Assume that a bond carried upon the books at $990 has a market 
value of $1,000. If an increase by adjustment is made, the effect 
upon the statement is as follows: 

I n c r e a s e  b y  a d j u s t m e n t  . . . . . . . . . . . .  $10.00 ( I n c r e a s e  in  s u r p l u s )  
I n c r e a s e  in l edge r  a s s e t s  . . . . . . . . . . .  10.00 
M a r k e t  v a lu e  of bonds  over  book va lue  0 
I n c r e a s e  in  g r o s s  a s s e t s  . . . . . . . . . . . .  10.00 
I n c r e a s e  in  a d m i t t e d  a s s e t s  . . . . . . . . .  10.00 

If the increase by adjustment is not made, the effect upon the 
statement is as follows: 

I n c r e a s e  b y  a d j u s t m e n t  . . . . . . . . . . . .  0 

I n c r e a s e  in  l edge r  a s s e t s  . . . . . . . . . . .  0 
M a r k e t  v a lu e  of bonds  over  book va lue  $10.00 ( I n c r e a s e  in s u r p l u s )  
I n c r e a s e  in  g r o s s  a s s e t s  . . . . . . . . . . . .  10.00 
I n c r e a s e  in  a d m i t t e d  a s s e t s  . . . . . . . . .  10.00 

Item 53B--"Interest due and accrued on mortgage loans (state 
basis)" 

This is also a "depression" item, incorporated in all statement 
blanks in 1936 because of the considerable number of loans on 
which interest became in default. I t  is of greater importance in 
the case of life companies than in the case of casualty companies, 
since the latter as a rule do not invest extensively in mortgage 
loans. Its purpose, as indicated, is to provide for the deduction 
as a non-admitted asset of any interest due and accrued, included 
in Item 33, which may reasonably be assumed to be uncollectible. 
No specific rules for computing such deduction are in effect, but 
it is obvious that a conservative policy should be adopted. 
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Items 54-57--"Other assets not admitted, viz :" 

These lines are to provide for the excesses of book over market 
values of any ledger assets not specifically provided for and for 
any other non-admitted assets. 

Item 58--"Total Admitted Assets" 

This item is the difference between Item 44 and the extended 
amount of Item 57. 

SECTION V LIABILITIES (Page 5) 

(See Exhibit 4, Page 324) 

With the exception of "Capital," "Borrowed money," "Funds 
held under reinsurance treaties" and a few other unimportant 
ledger liabilities the various items of liabilities are not taken from 
the books of account but are determined by inventory and formula 
methods. The most important items are the claim and unearned 
premium reserves, which usually account for from 80% to 85% 
of the total liabilities excluding capital. In addition to the claim 
and unearned premium reserves specific provision is made for lia- 
bilities or reserves for claim expense, commissions due or to be- 
come due, salaries and other expenses due or accrued, taxes due 
or accrued, declared and unpaid dividends, interest due or accrued 
including interest on borrowed money. 

It  seems unnecessary to comment upon each individual item of 
this section, and to attempt to describe the methods, formulae and 
accounting practices prescribed for or adopted by the companies 
is beyond the scope of this paper. 

The difference between the "Total Admitted Assets," Item 58, 
Page 4, and the sum of "Total amount of all liabilities, except 
capital," Item 48, and "Capital paid up," Item 49, produces the 
"Surplus over all liabilities," or company surplus, Item 50. 

Item 51, the sum of Items 49 and 50, is designated as the 
"Surplus as regards policyholders." 

Item 52, "Total," is the sum of Items 48 and 51 and, as indi- 
cated, balances with Item 58, Page 4. 
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EXHIBIT 4 

A N N U A L  S T A T E M E N T  F O R  T H E  Y E A R  1 9 4 0  C ' F  T H E  . . . . . . . . . . . . . . . .  
( W r i t e  or stamp ~,ame o[ Company)  

V - - L I A B I L : ! T I E S  
(1) <9) "~) (4) O~ ¢~ 

1. [ ~  ssd daim: 

2. A c d d e n t  

3, Hea l th  . . _ _  

O. Fidel i ty , . 

O. Sur e t y  , . 

7. Plato glass . j 
i 

8, Bazlhq ~ theft 

g. St eam  boiler . 

10. bla~hinery  . 

12. Auto  coIllslon 

13 ,  w~. ,b -  u ,~a ,  

z4. (~) . . . . .  

1,5. T ~ r ~ , s  . 

Adjusted or in Deduct tel'Or" i ~ c ~  bu~ [ lncur~p~d ~ n°t [ ~[ '~2 '~ '~°"~T22 '~° 'T  
adl I , 1 ( 2  ) :laiUme~ eunc~u ~idg ~ ' . . . . . . . . . . . . . . . .  

. . . . . .  

I0.  Reserve  for unpa id  l iabi l i ty losses . . . . . . .  $. ........... . p  . . . . . . . . . . . . . .  
and  work.men's compensat ion  Ioesea . . . . . . . . . . . . . . .  _ . . . . . . . . . . . . .  $. . . . . . . . . . . . . . .  

17, Reserve  for credi t  losses on policies expir ing in October ,  N o v e m b e r  an t December  of  cur ren t  year ,  being fifty 

pe r  cent  of $. , gross p remiums  received on said polit ies,  less $. . . . . . . . . . . . . .  .paid on losses 

under  said policlea . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

18. Reserve for accrued losses on  credit  Policies in force December  a l  of  current ,  year,  bering fifty pe r  cent  of  

$ _  . . . . . . . . . . .  earned p remiums  on said Policies, le.~ $. p a i d  on  losses under  sa id  Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

lO. To t a l  unpaid  c la ims . . . . . . . . .  . . . . . . . . . . . . . . .  

:20. Es t ima ted  expenees of invest igat ion and  ad jus tmen t  of  unpa id  c la l tm:  

21. Accident  S.. . . . . . . . . . . . .  ; Hea l th  $ ; n~,~,~a.~ ~,a~t $ . . . . . . . . . . . . . . . . . . . . . .  ; F idel i ty  $ . . . . . . . . . . . .  ; 

2 ~  Su r e t y  $. . . . . . . . . . . .  ; P la te  glass  $ . . . . . . . . . . . .  ; ~u'.gl~ t~tl theft $~ . . . . . . . . . . . . . . .  ; S t eam boiler $ . . . . . . . . . .  ; 
Pre~y ~tatq* 23. Machinery $ . . . . . . . .  : Aut0 trop. &rage $ . . . . . . . . . . . .  I ~t'lo IIO,t'~Mt $ . . . . . . . . . . . . . . . . .  : a~e;=h., *t~ z~a ~1~ $ . . . . . . . . . . . . . .  | 

24 .  (b )  . . . . . . . . . . . . . . . .  $ . . . . . . . . . .  ; . . . . . . . . .  $ . . . . . . . . . . . .  ; . . . . . . . . . . . .  $ . . . . . . . . . . . . . . . .  ; . . . . . . .  $. . . . . . . .  ; 

25. Tota l  unearned p remiums  as shown by recapitulat ion,  page  7 . . . . . . . . . . . . . . . . . .  

2 5 ~  (¢) Addi t ional  reservn on non-cancdlab le  accident  and  heal th  Poli t ies $ _ .  . . . . . . . . . . . . .  less $ . . . . . . . . . . . . . .  .x~se.rve o a  po l ldes  r d n s u r e d  

2& Commiss inns ,brokerage  and o ther  charges dueo r  t o b e c o m e d a e  to age n t so r  br  0kerson Polideseffective on or  after October  1, of cur ren t  year ,  v lz :  

27. A c d d e n t  $ . . . . . . . . .  ; Hea l th  $. ; u~*~**~,h,~m ,~v~,,t $ . . . . . . . . . . . . . . . . . . .  ; Auto l h ~ l l  ~ . . . . . . . . . . .  : 
tkb~[y 0tbN 28. h . . ~  $ . . . . . . . . . . .  t W '~" ,~  ~ $ ; Fi(~elity $ . . . . . . . . . . . . . . . . . . . . . .  ; S u r e t y  $ . . . . . . . . . . . . . . . .  

29. Pla te  gla.~ $. . . . . . . . . . .  ; B s ~ , ~  and theft $ . . . . . . . . . .  ; $t¢ a m  boiler $ . . . . . . . . . . . . . . . . . .  ; Mach inery  $. . . . . . . . . . . . . . . .  ; 

30. ,tit0 pt0p. da~qe $ . . . . . . . .  ; Au to  collision $. ~ . . t y ~  

3 L  Salaries.  re~lts, expenses, bills, accounts ,  fees, etc.,  due  or  accrued . . . . . . . . . . .  . . . . . .  

32. Estimated a m o u n t  due or  ace ru~l  for  taxes  . . . . . .  : . . . . . . . . . . . . . .  

33. Div idends  declared and  unpa id  to stockholders,  $. ., to  Pol'i~'boMere, $ . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

34. Due  and  to besome due for  borrowed money  . . . . . .  . . . . . . . . . . . . . . .  

85, Interes t  due or  accraed including $. . . . . . . . . . . . . .  on bor rowed money  . . . . . . .  . . . . . . . .  

36. Funds  held under  reinsurance t reat ies  . . . . . . . . . . . . . . . . . . . . .  

37. Other liabilith% viz: 

38. $. 

3g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . .  

40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 3  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 4  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 5  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 7  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 8 -  Tota l  a m o u n t  of all liabiliGes, excep~ capi tal  . . . . . . . . . . . . .  

49.  *Capl ta l  pa id  u p  . . . . . . . . . . . . . . . . . . . . .  $ 

50. SurpIas  over  al l  lhb] l [des  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

51. Surp las  as  regards Pol lcyhoMerl  . . . . . . . . .  . . . . . . . . . . . . . .  

~2. T o t a l  . . . . . . . . . . . . . . . . . . . . . . . . . . .  

l I  Eater :'Credlt (oa pot~clu ¢xph'iag pl%r to October of ca r ro t  year)o,' or other l[n~ t'f b u s ~  
e, ater lleel of b u l i ~ .  
State retorts bada lind d ea:rlhe mtt~odl treed. 
l~ctudlng $. for prtaeat value of llfe hdemMty ¢latm¢ " 

*Mutual Compla~l  to est." he~ the lmom2t of gutrtnty or other pe~ane.utly dr~gnsted funds with appropr~Ite dc~-r;ptioa, 
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UNDERWRITING AND INVESTMENT E X H I B I T  

(See Exhibit 5, Pages 326 and 327) 

The underwriting and investment exhibit corresponds to what 
is designated in general commercial accounting as the "Profit and 
Loss" account. In this exhibit the statement is transformed (in 
summary form) from a "cash" to a "revenue" basis and, in addi- 
tion, shows the gains or losses from various sources and the dis- 
position thereof. The exhibit is divided into three main parts as 
follows : 

(1) Underwriting exhibit 
(2) Investment exhibit 
(3) Miscellaneous exhibit 

The various subdivisions of Part  (1) arranged in debit and 
credit order are: 

Debit Credit 

Premiums earned . . . . . . . . . . . . . . . . . . . . . . . .  X 
Losses incurred . . . . . . . . . . . . . . . . . . . . . . . . . .  "X .. 
Loss adjustment expenses incurred . . . . . . . .  X .. 
Underwriting expenses incurred . . . . . . . . . .  X 
Underwriting profit and loss items . . . . . . . .  X or "X 

The net balance (I tem 41) of the foregoing produces the net 
gain or loss from underwriting, including underwriting profit 
and loss. 

The various subdivisions of Part  (2) arranged in debit and 
credit order are: 

Debit Credit 

Interest and rents earned . . . . . . . . . . . . . . . .  X 
Investment expenses incurred . . . . . . . . . . . .  "X 
Profit on investments . . . . . . . . . . . . . . . . . . . .  "X 
Loss on investments . . . . . . . . . . . . . . . . . . . . .  "X .. 

The net balance (Item 68) of the foregoing produces the net 
gain or loss on investments, including investment profit and loss. 

The various subdivisions of Par t  (3) arranged in debit and 
credit order are:  

Debit Credit 

Dividends declared to stockholders . . . . . . . .  X .. 
Dividends declared to policyholders . . . . . . . .  X 
Remittances from home office . . . . . . . . . . . . .  "X 
Remittances to home office . . . . . . . . . . . . . . . .  "X 
Increase (or decrease) in special reserves.. X or "X 
(Gain or loss) from other sources . . . . . . . . .  X or X 

The net balance (Item 78) of the foregoing produces the net 
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U N D E R W R I T I N G  AND INVESTMENT E X H I B I T  

Showing t h e  Sources of t h e  I r  crease and  Decrease in  Surp lus  Dur ing  t h e  Yea r  

UNDERWRITING EX%IIBIT 

P R E M I U M S  

1. Total premiums, per item 20, page 2 . . ; . . . . . . .  

2. Add unearned premiums and.additlonal reserve Decem. 
her 31 of previous year, per item 4 of last year's 
exhibit . . . . . . . . . . . . . .  

3. Total . . . . . . . . . . . . . .  

4. Deduct unearned premiums and additiona[ reserve Dec. 
31 of current year, per items 25 and 2 5 ~ ,  page 5 . . . . . . .  

5. P r e m i u m s  earned  dur ing  the  y e a r .  

LOSSES 

O. Losses paid, per item 17, page 3 . . . . . . . . . . .  

7. Add salvage and reinsurance recoverable December 31 of 
previous year, per item 9 of last year's exhibit ........ 

8. Total . . . . . . . . . . . . . . .  

9. Deduct salvage and reinsurance recoverable December 31 
of current year, per items (a) ...................... page 4 ...... 

I0. Balance . . . . . . . . . . . . .  

"IL Add unpaid losses December 31 of current year, per item 
19, page 5 . . . . . . . . . . . . . .  

12. Total . . . . . . . . . . . . . .  

13. Deduct unpaid losses December 31 of previous year, per 
item 11 of last year's exhibit . . . . . . . . . .  

14. Losses Incurred dur ing  t h e  year  . . . .  

LOSS A D J U S T M E N T  EXPENSES 

15. Loss adjustment expenses paid during the year, per item 
2.$, page 3 . . . . . . . . . . . . . .  

10. Add loss adjustment expenses unpaid December 31 of 
current year, per item 24, page 5 . . . . . . . . . .  

17. Total . . . . . . . . . . . . . .  

18. Deduct loss adjustment expenses unpaid December 31 
of previous year, per item l0  of last year's exhibit -= = 

19. Loss a d j u s t m e n t  expenses incurred  dur ing  t h e  year  

U N D E R W R I T I N G  EXPENSES 

20. (e) Underwriting expenses paid during the year, per dis- 
bursement exhibit, page 3 . . . . . . . . . . .  

21. (a) Add underwriting expenses unpaid December 31 of 
current year, per liabilities exhibit, page 5, vig.'--- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

22. Total . . . . . . . . . . . . . .  

23. Deduct underwriting expenses unpaid December 31 of 
previous year, per item 21 of last year's exhibit . . . . . . .  

24. IJnde.rwtltIn~. expenses Incurred du r ing  t h e  year  . 

25. Underwr i t ing  losses and  expenses .  

26. (b)." ................... f rom underwr i t ing  dur ing  t h e  }.ear 

UNDERWRITING PROFIT AND LOSS ITEMS 

27. Gain from: 

28. Inspections, per item :21, page 2 . . . . . . . . . . .  

29. Agents' balances previously charged off, per item 37, 
page 2 . . . . . . . . . . . . . .  

30. Otber underwrifng income, per income exhibit, page 2(a) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

31. Total . . . . . . . . . . . . . .  

32. Loss from: 

33. Agents' balances charged off, per item 59, page 3 . . . . . . . .  

34. Other underwriting disbursements, per disbursement 
exhibit, page 3, other than losses and expenses, per 
items 8, 15 and 20 of this exhibit (a) . . . . . . . . . . . . . . . . . . . . .  

35. Total . . . . . . . . . . . . . .  

30. (b) . . . . . . . . . . . . . .  from items 27 to 35 . . . . . . . . . .  

37. Bills receivable and premiums in course of collection not 
admitted December 31 of previousyear, per item 38 
of last year's exhibit . . . . . . . . . . . . .  $ 

~8. Bills reo~ivable and premiums in course of collection not 
admitted December 31 of current year, per items 48 
and 49, page 4 . $ ......................... 

39. Co) ................. from items 37 and 38 . . . .  : : . . . . . .  

40. (b) . . . . . . . . . . .  f rom profit and  loss I t ems  . . 

41. Co) ................. f rom underwr i t ing  and  profit and  loss 
i t ems  dur ing  the  year  (carried forward) . . . 

GMN LOSSIN SURPLUS 

{a)a Give itatcment number o[ tach item or p~rtloa the.roof included he.rein 
¢o) w,i~e " c a  n" or "Lo~.". 
(c) In order to ~¢cure unilorm;ty ;n the reports of the yarlous companies, allc:ompan~es are directed to include in thls item all d;sbuttcments, except payments to pol;cyhokIer5 per item 17 

pa e S; agents' balances charged off, in item ,59. page 3.; loss edlustment.expenseg: rep~!.lrs, expenses and taxes on real estate: such other taxes and tees as apply to.lavest ments and personal property 
on~ divldcnds to Btockho dcr~: Io~ on tale or maturity and decrease ]n .book value )l ledger assets, and .such other 1terns, .d an~, u are known to apply exclusively to the asaetl of (he company, 
santo deduct from the tots oi sa d terns its mveitmeat expenses one-eighth of one I er cent. of the mean invested I~scts, v=: Ken ~tate owned, mo~gage onus, co ateral loans and stocks and 
bonds owned. 
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EXHIBIT 5--Continued 

ANNUAL STATEMENT FOR THE YEAR 1940 O F  THE 
(Write  or stamp name of Company) 

INVESTMENT E X H I B I T  

42. Brought forward . . . . . .  

INTEREST AND RENTS 

43. Interest, dividends and rents received during the year, 
per item 30, page 2. less item 58, page 3, and less 
$ .................. amortization and plus $ . . . . . . . . . .  accrua / 

44. Deduct interest, dividends and rents due and accrued 
December :31 of previous year, per item 46 of last 
)'ear's exhibit . . . . . .  

45. Balance . . . . . .  

40. Add interest, dividends and rents due and accrued De- 
cember 31 of current ),ear, per item 35, page 4, less 
the sum of item 35, page 5, and item 53B, page 4 

47. Add interest and rents paid in advance December 81 of 
previous year, per item 49 of last year's exhibit . 

48. Total . . . . . . .  

49. Deduct interest and rents paid in advance December 31 
of current year, per liability exhibit, page 5 . . 

50. Gross Interest ,  d ividends and  ren t s  earned dur ing  
the  year  . . . . . . .  

INVESTMENT EXPENSES 

51. (d) Investment expenses paid during the year, per dis- 
bursement exhibit, page 3. (Attach exhibit) ............ 

GAIN IN SURPLUS Loss IN SURPLUS 

52. Deduct investment expanses unpaid December 81 of 
previous year, per item 54 of last year's exhibit . 

5 3 .  Balance . . . . . . .  

54. (a) Add investment expenses unpaid December 31 of 
current year, per liabilities exhibit, page 5, via:--.... I 

55. I n v e s t m e n t  expenses incurred  dur ing  the  :,'ear . 

56. Net  Interest ,  d ividends and  ren t s  earned durinl~ 
the  year  . . . . . . .  

PROFIT ON INVESTMENTS 
57. Gain from sale of ledger assets, per item 38, page 2 

58. Gain from increase ia book value of ledger assets, other 
than for accruals, per item 30, page g . . . 

59. Gain from change in difference between book and rnarkel 
value during the year . . . . . .  

60. Gain from other investments, viz.'--(Give items and 
amounts) .................................................................... 

61. Profit on inves tmen t s  dur ing  the  year  . 

LOSS ON INVESTMENTS 
62. Loss from sale of ledger assets, per item 00, page 3 

63. Loss from decrease in book value of ledger assets, othe! 
than for amortization, per item 61, page 3 . . 

64. Loss from change in difference between book and raarkel 
value daring the year . . . . . .  

65. Loss from other investments, viz:--(Give items and 
amounts) .......................................................... 

60. Loss on Inves tments  dur ing  the  year  . . . 

67. Co) .................... f rom inves tmen t  profit and  loss i t ems  

68. (h) .................... f rom lnves tments  dur ing  t h e y e a r  . 

69. Total gains and losses from underwriting and invcstmentl 

MISCELLANEOUS E X H I B I T  .,,.m IN URPLUS 

70. Dividends declared to stockholders during the year . . . . .  

71. Dividends declared to policyholders during the year. . . . . .  

72. Remittances from home office (gross) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

73. Remittances to home office (gross) . . . . . . . .  

74 . . . . . . . . . .  crease in special reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

76. (a), (b) ........................ from other sources: 

70 ................................................................................................................... .................................................. 

77 .......................................................................................................................................................................................... 

78. Net  Co) ..................................... from items 70-77 . . . . . . . . . . . . .  

79. Total gains and losses in surplus during the year . . . . . . . . . . . . .  

80. Surplus December 31 of previous year, per item 81 of last year% exhibit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

81. Surplus December 31 of current year, per item .50, page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

82 . . . . . . . . . . . .  crease in surp lus  du r ing  the  yea r  (enter in column to balance) . . . . . . . . .  

83. Totals . . . . . . . . . .  ~ . . . . . . . . .  

84. Per cent. of losses incurred to premiums earned . . . . . . . . . . . . . . . . . . . . . .  

85. Per cent. of loss adjustment expenses incurred to premiums earned .............................. 

86. Per cent, of underwriting expenses incurred to premiums earned ................................ 

87. Per cent. of investment expenses incurred to gross interest and rents earned ............................... 

a Give statement nurnT~r of e~ch [tern or portion thereof included hereia. 
Write "Gain" or "Lo~". 

~dl Inc ude n hh item one-e!~hth of one per cent. of the mean lnv¢sted as all; repairs, e~penses and taxes on real ~tate; luch other taxes and fe~s aa apply to investments and persona] 
proper~y only; and zuch other items, U shy, u a~ known zo apply ¢zcluaive.ly to the s ~ t s  of the company. 
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gain or loss in surplus from miscellaneous sources after deduction 
of dividends to stockholders (and/or policyholders) and special 
reserve adjustments. 

The algebraic sum ( - [ - ~  credit balance or gain; - - ~  debit 
balance or loss) of the net balances of the three subdivisions 
produces the net increase or decrease in surplus during the year--  
Item 82. 

The various items of the underwriting and investment exhibit 
are all obtainable from Sections I-V of the current year's annual 
statement and Sections IV, V and the underwriting and invest- 
ment exhibit of the previous year's statement. I t  should be 
pointed out that in arriving at the investment expenses paid dur- 
ing the year it is arbitrarily assumed--see footnote (d), Page 9 
of statement--that a portion of general expense equal to ~ of 
1% of mean invested assets (Items 1-4, Page 4 of statement) is 
chargeable to investments in addition to all specific investment 
expense. In order to preserve the statement balance, this arbi- 
trary amount is deducted from underwriting expenses paid (Item 
20, Page 8 of statement). 

The earned income and incurred losses and expenses are deter- 
mined from the cash income, cash disbursements, non-ledger 
assets, non-admitted assets and non-ledger liabilities by means of 
the following basic formulae: 

Earned Income 
(1) To: Cash income (net) 
(2) Add: The current year's non-ledger asset 
(3) Add: The previous year's non-ledger liability (or 

liabilities) 
(4) Deduct: The previous year's non-ledger asset 
(5) Deduct: The current year's non-ledger liability (or 

liabilities) 
(6) Balance --  Earned income 

The foregoing formula applies to the subsections headed Pre- 
miums and Interest and Rents. 

Incurred Losses and Expenses 
(1) To: Cash disbursements 
(2) Add: The current year's non-ledger liability (or 

liabilities) 
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(3) Add: The previous year's non-ledger asset 
(4) Deduct: The previous year's non-ledger liability (or 

liabilities) 
(5) Deduct: The current year's non-ledger asset 
(6) Balance ---- Incurred losses (or expenses) 

The foregoing formula applies to the subsections headed Losses, 
Loss Adjustment Expenses, Underwriting Expenses and Invest- 
ment Expenses. 

The above formulae are inclusive so to speak. For example, in 
determining earned premiums (first formula) only Items (1), (3) 
and (5) are used in most instances as Items (2) and (4) are usu- 
ally "O". Similarly, in determining incurred expenses (second 
formula) only Items (1), (2) and (4) are used in most instances 
as Items (3) and (5) are usually "0". 

The items included in Lines 27-35, Page 8 of statement and 
Lines 57, 58, 62, 63, 72 and 73, Page 9 of statement, do not involve 
non-ledger items but are taken direct from the income or disburse- 
ment pages. 

Gains or losses involving only non-ledger assets, non-admitted 
assets, or non-ledger liabilities and not income and disbursements 
are determined by taking the differences between such items in 
the current and previous year's statements. These include the 
following :--Item 39, Page 8 of statement, and Items 59 or 64, 
60 or 65 and 74, Page 9 of statement. 

In the case of companies which value their bonds on the amorti- 
zation basis, the net amount of the increases for accrual of discount 
and the decreases for amortization of premiums is reported as 
interest in Item 43, Page 9 of statement instead of in Items 58 
and 63 respectively. This procedure is in harmony with the theory 
of valuation on the amortized basis, since the effective interest and 
not the nominal interest should be credited to interest account. 

CONCLUSION 

The revised paper is intended, as was the original paper, to 
serve merely as an introduction to the subject of casualty insur- 
ance bookkeeping and accounting and as a necessarily limited 
exposition of the requirements of the financial section and the 
underwriting and investment exhibit of the casualty annual 
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statement blank. As stated in the writer's review of the discus- 
sion of the original paper, "the paper was prepared primarily for 
students of our Society engaged in statistical and actuarial work 
and having some text-book knowledge of bookkeeping and ac- 
counting but little, if any, contact with the company books ..of 
account. The paper was intended to show briefly the rationale 
of the annual statement and the application of bookkeeping and 
accounting principles to the various insurance accounts." 

It is the intention of the writer to present at a subsequent 
meeting a revision of the original supplemental paper, "Exhibits 
and Schedules of the Casualty Annual Statement Blank, Proceed- 
ings, Vol. XVI, Part I." 

Since the original paper was presented, additional texts and 
papers bearing upon the subject of casualty insurance accounting 
in general and certain specialized phases thereof have been pub- 
lished. For purposes of ready reference, the following bibliog- 
raphy, incIuding previous and subsequent material, is submitted: 
Hull, R. S.: Casualty Insurance Accounting. 
Michelbacher, G. F. and Associates: Casualty Insurance Princi- 

ples. Chapter 19. 
Bailey, W. B. : The Allocation of Adjusting Expense to Line of 

Insurance. P.C.A.S. XIV, 2~ .  
Perryman, F. S. : The Theory of the Distribution of the Expenses 

of Casualty Insurance. P.C.A.S. XVII, 22. 
Waite, H. V. : Distribution of Inspection Cost by Line of Insur- 

ance. P.C.A.S. XXII,  15. 
Tarbell, T. F. and Waite, I-I. V. : The Distribution of Casualty 

Administration Expense by Line of Insurance. P.C.A.S. 
XXIV, 45. 

Report of Committee on Uniform Method of Expense Distribu- 
tion (New York Casualty Experience Exhibit). Association 
of Casualty and Surety Accountants and Statisticians. 


