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Hon. George A. Harden,
Speaker of the House of Representatives.

Sik : I have the honor to transmit through yon to the
legislature the accompanying communication in regard to
public matters connected with the Insurance Department.

I am,

Very respectfully yours,

JOHN K. TARBOX,
Insurance Commissioner.
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Insurance Department, Boston, Jan. 3, 1884,

To the Honorable the Senate and House of Representatives:

The annual report of the Insurance Department cannot be
compiled and submitted in complete form in season to be of
use to the General Court in its ordinary session. Therefore,
and in order that the legislature may be advised of such
information as the department can furnish pertinent to sub-
jects likely to invite legislative action or discussion, this
communication is transmitted.

Illegal Reinsurance.
By section 1, chapter 33, of the acts of 1883, fire insurance

companies are prohibited to reinsure risks taken upon prop-
erty in Massachusetts in companies not duly authorized to
transact business in this Commonwealth. But no penalties
are provided for violations of the statute. This, I suppose,
was a legislative oversight. By section 225 of chapter 119
of the Public Statutes, a re-enactment of an earlier statute, a
similar prohibition is imposed upon foreign companies, under
penalty of a fine of five hundred dollars. I recommend that
a like penalty be attached to the violation of the present
statute, and that the agent effecting such illegal reinsurance,
as well as the company, be made liable to punishment for the
offence.

Fire Statistics.
By section 10 of chapter 35 of the Public Statutes, the

mayor and aldermen of cities and the selectmen of towns are
required annually to make returns to the department of the
number and cause, and other facts, connected with fires

Commomwcaltl) of iftassactyusctts.
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occurring within their municipal limits. The object is
information in aid of the adaption of measures, by legislation
or private enterprise, to prevent the destruction of property
by fire casualties. The conservation of property, whether
the gift of nature or the product of man’s labor and skill,
useful for human needs, is a fit subject for social concern and
municipal regulation, as a duty of the State, not only to its
individual members but to the whole body of its people.
Though a man may acquire a special property in material
goods, which entitles him to their particular use and enjoy-
ment, he has not such absolute ownership as that he may
rightfully destroy them in wantonness and malice. They
are part of the general wealth, and in providing for their
safety the civil government acts in behalf of the public at
large, as well as of underwriters and of persons who may
suffer a special loss in their destruction.

While, therefore, the purpose of the legislation is com-
mendable, the means provided for its accomplishment are
not the best possible. The mode of collection of these
statistics is not satisfactory, save in Boston, and perhaps a
few other localities. The reported facts are commonly not
verified by an intelligent investigation, and probably in most
cases are conjecture not based on evidence. We should
hesitate to credit the prevalence of the crimes of arson and
malicious burning to the degree indicated by the reported
number of incendiary fires; and the proportion of those
classified as “ unknown” cannot be accepted as the limit of
the knowable. The statistics as now got are not worthless ;

but their value would bo enhanced should provision bo made
whereby the circumstances of every fire should be inquired
into, and a report thereon made by some competent person
or board under official responsibility.

Plural Valuations op Life Policies.
The commissioner, at the expense of the companies, must

annually value all the policies in force of all the authorized
life companies. Certain other of the States require the same,
and the companies are thus compelled to pay duplicate
charges for the like service. Were it practicable and con-
sistent with the certain accomplishment of the object sought



4 [Jan.INSURANCE SPECIAL REPORT.

by the valuation, it were desirable to adopt measures by
which a single valuation might serve; and, to that end, it
has been urged that each State should compute the policies
of its home companies, and such valuation be accepted by
the other States in which such companies do business. There
are present objections to such a measure.

The bases of computation of policy values and legal
reserve are not uniform in the several States, and until
common standards shall be agreed upon distinct valuations
will need to be made. So fully do experience and conserva-
tive opinion approve the standard originally adopted and
since adhered to by Massachusetts as the true standard of
safety, that she cannot fairly be asked to lower it in deference
to opposite opinion, or from motive of convenience.

The radical importance to a safe test of the financial sound-
ness of a company of a verified scientific computation of its
liability upon its policy contracts has been lucidly set forth
in former reports by Commissioners Wright and Sanford,
to whose conscientious and capable labors in this depart-
ment the practice and science of life insurance, the pub-
lic, and their official successors owe a liberal debt. Li
so vital a matter it is but enlightened public policy to
insist that these valuations be made by official authority,
by persons acting under official responsibilities. This
Massachusetts has done for a quarter of a century, upon
a system now so perfected as to assure the best results
of accuracy and fidelity. The records of the department
exhibit the history of every policy of each company in
force at the date of the company’s admission to the
State, or issued since. Some ten years later, New York
equipped its insurance department with facilities for official
valuations, and preserves that organization in vigor. But
New York values by a standard different from ours. None
other of the States, I am informed, unless Connecticut may
be an exception, maintain an adequate actuarial service.
Some are content with valuations made by the companies.
Others employ the services of outside professionals. From
these considerations the obstacles appear insuperable, until a

common basis shall have been conformed to, and each State
with resident life companies shall make competent provision
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for a responsible valuation ; or unless, after the adoption of
a uniform standard of measure, the several States, by con-
certed action, shall create an authority acceptable to all to
make the computations. The cost under existing methods
is not considerable enough to justify the substitution of a less
thorough and reliable, if less expensive, system. Indeed,
even with the several principal insurance departments
equally well equipped for the service, I am not sure but the
added protection against fraud aud mistake afforded by the
separate verifications would be worth the price.

Fidelity Insurance.
This species of insurance is of recent institution in this

country, and not familiar to the general public. It is an
engagement for the financial accountability, and to indemnify
losses by breach of trust, of persons holding fiduciary rela-
tions in private and public employment. Two companies
the Guarantee Company of North America, of Montreal,
Canada, and the Fidelity and Casualty Company of New
York—are authorized to do this class of business in Massa-
chusetts. With a purpose to learn definitely the nature
and methods of the business pursued by these companies, I
caused them to be visited and examined. As information
on this subject will be of important use should legislation be
asked for, or deemed desirable, I submit the reports [Exhibit
A] of Mr. Noah A. Plympton, who was employed by the
department in the examinations. It will be observed that
court fidelity policies, or contracts of suretyship on bonds or
undertakings of persons holding judicial trusts or subject to
judicial obligations, are a feature peculiar to the Fidelity and
Casualty Company. This is done by virtue of a recent
statute of the State of New York, which permits courts and
magistrates in their discretion to accept the guaranty of the
company, in place of personal sureties, for the performance
of bonds and like obligations in judicial proceedings. Should
similar legislation be sought here, as may be, it will give
rise to questions entitled to serious consideration, which I
will not anticipate. The legal incorporation of this com-
pany, and its financial soundness, have been in controversy,
but as these questions have each had consideration by the
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insurance department and also by the judiciary of the State
of New York, I felt justified in accepting their favorable
conclusions. Our statutes impose certain prohibitions appli-
cable, as I conceive, to this company : first, that it shall not
incur in one risk a greater hazard than one-tenth of its unim-
paired capital ; and, second, that it shall issue no policy for
a term exceeding seven years. The Fidelity and Casualty
Company in one of its policies assumed an apparent liability
to an amount equal to its whole capital. Other of its policies
are for amounts nearly or quite equal to half its capital.
The claim of the company is that these liabilities are largely
protected by collaterals and other securities, which are pro-
vided for in contracts with their principals, and the actual
hazard is much less than the stipulated liability. This pro-
visional indemnity to the company, however, depends upon
the prudence of the company’s financial managers, and does
not rest in legal obligation, and no assurance exists of itso o 7

sufficiency to protect the liability above the statute limit.
Certain of the policies are for an indefinite period, being for
the performance of trusts which may not be fully executed
within seven years. The action of the department in the
premises will be controlled by the reply the attorney-general
shall make to my request for his opinion as to these contracts
in relation to the statute provisions. The yet indeterminate
quantities in the safe establishment of the .business of fidelity
insurance would seem to be the prudent rates of premium,
and the sufficient reserve for the protection of policy liabili-
ties. Perhaps, experience in the future of the business alone
can furnish an altogether satisfactory solution.

Annual Statements of Companies.

The annual returns of companies exhibit their financial
condition at the close of the year, and their transactions
during the year. They are sworn to by the company officers
who are in position to know, and whom the public have a
right to suppose do know, the truth of what they make oath
to. Abstracts of these returns are published with the depart-
ment annual reports for general information, and upon their
integrity the people rely in making their insurance. For
making wilful false statements and that is “wilfully
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clone, which is knowingly done—a company is liable on con-
viction to a line of live hundred dollars. The past year two
foreign companies made such false statements —if not with
fraudulent intent, certainly through culpable carelessness
and against each the statute penalty has been enforced, upon
suits therefor instituted by the attorney-general at the
instance of the insurance commissioner. To further pro-
tect by legal caution the integrity of these returns, I
advise the enforcement of a personal responsibility on the
part of the officers making them by the enactment of a law
to the effect that any person who shall make oath to such
return knowing the same to be false, or not having reason
to believe it true, and not having used all practicable dili-
gence to verify it, shall be deemed guilty of perjury, and
liable to the penalties for such offence.

Annual statements (except the home office statements of
companies of foreign countries) are required to be filed with
the department as early as January 15th, or, by consent of
the commissioner, not later than February Ist. Certain ot
the companies, with agencies in the remote Pacific States,
represent that it is practically impossible to prepare and file
exact accounts of the business of the entire preceding year
as early as the more liberal date. To meet such cases, in
order that the law may have full and exact obedience, and
the companies be,spared an unreasonable burden of incon-
venience, I recommend that the commissioner be given au-
thority, where sufficient cause/ appears, to extend the time
for filing the statement to as late as February 15th.

Companies of foreign -(countries do business in the United
States upon the credit of deposits and assets held in trust
for the exclusive benefit of their United States policy holders,
which constitute their capital basis. Annual statements of
their assets, liabilities and transactions in reference to their
United States business are required, as of other companies,
and these determine their financial status and ability under
our laws. They are also required to tile annual statements
from their home office of their whole business and affairs,
fhe utility of these home office returns is questioned by
some. There 'may be politic reasons why such statements
should he made; although, even in the event of the bank-
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ruptcy of the home company, the trust deposits and assets,
presumably sufficient for the purpose, are held for the pro-
tection of the policy holders in this country. One reason
urged in favor of the requirement is that these companies
recommend themselves to public confidence because of their
alleged financial strength at home, in addition to their assets
here, and therefore it is tit the public should be credibly
informed of what that responsibility is. The State of New
York, by force of a recent statute, no longer requires returns
from the home offices, and also prohibits the publication by
these companies of their foreign assets and business.

But whether a law is expedient is not for the commis-
sioner to consider. For purposes of official action he must
assume the importance of all laws which fall within his pro-
vince to obey or execute. The Sun Fire Office Company of
London, England, was admitted to do business in Massa-
chusetts December 9, 1882. It was accorded an extraor-
dinary privilege, and has not filed with the department the
specific statement of its financial condition and affairs, as
has been insisted upon and complied with in the case of all
other like companies prior to their admission. The supple-
mentary annual statement of the business and condition of
its American branch for the year 1882 was duly made. But
the full annual statement required by law to be made out at
its home office, and tiled in the month of November, has not
been made. I have been asked in behalf of the company to
accept as a compliance with.the law a statement in general
terms, not in the form nor embodying the information sought
by the prescribed statute interrogatories. This I have de-
clined to do. The law, as I read it, does not clothe the
commissioner with such discretion. And if it did, I could
not exercise the discretion so invidiously to other similar
companies, all of whom comply with the law, inasmuch as
no reason is made to appear, peculiar to itself, why the com-
pany cannot, or reasonably should not, furnish the exhibit
of its assets, liabilities and • business which the statute calls
for. The neglect of the company is not due to mistake or
inadvertence. At the time of its admission its agents were

notified that the department would insist upon a lull com-
pliance with the law iu regard to annual statements. That



91884.] HOUSE —No. 6.

the company for some reason is reluctant to disclose its pre-
cise financial condition is further evidenced by the circum-
stance that its general statement, tiled upon its admission,
was furnished with a condition that the statement should not
be for publication. There may be a sufficient and honorable
reason, but the law is not thereby satisfied ; and as the com-
pany understood the conditions under which it was admitted
to our commercial hospitality, it is in honor as well as law
bound to fulfil them. The department will insist upon a
full statement unless the legislature shall intervene.

Co-operative Assessment Insurance.
I commend to the legislature the urgency of appropriate

legislation in regard to organizations doing insurance husi-
O O o O

ness by authority of chapter 115 of the Public Statutes. The
history of this very liberal legislation in Massachusetts is
like to that of other States. The original enactment did not
contemplate the authorization of a purely insurance business
independent of the insurance laws; but was in aid of
the benevolent enterprises of fraternal societies, to enable
them, without being subject to the incompatible obligations
put upon insurance companies, to render assistance to
afflicted members and the families of deceased members.
But the authority of the legislation has been extensively
availed of in the formation of corporations for the transac-
tion of life insurance on a simple business basis by the co-
operative assessment plan. That many of these associations,
in their contracts and other transactions, exceed their proper
powers, I have no doubt; and I am equally certain that,
whatever may be the merits and possibilities of this method
of insurance under an intelligent development of the generic
idea, it cannot be erected into a safe and permanent system,
within the statute limits.

The relations now existing between these associations and
the insurance department are calculated to mislead the pub-
lic as well as expose the department to misconstruction.
Their incorporation by the State and their annual reports to
the department, are popularly interpreted to mean that the
State indorses their reliable character, and assures their
integrity and ability to fulfil their obligations bv efficient
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legal safeguards. Whereas, in fact, the law makes no pro-
vision of the sort. Their exemption from the operation of
the laws designed for the protection of insurance policy
holders is absolute, and the State provides no substitute.
The authority of the commissioner is confined to the collection
of certain information in regard to their affairs, of more or
less value. They are not subject to any such supervision by
the department as could afford efficient protection to the pub-
lic, however diligent, and, in the absence of positive laws
regulating their transactions, no effective administrative sur-
veillance is possible. When a policy holder in a company
under our insurance laws asks if his policy is good and if he
can safely rely upon it as provision for his family after his
death, the commissioner can answer from intelligent data.
Such a company, if sound and under capable and honest
management, does not depend upon fortunate contingencies
for its ability to fulfil its obligations to its policy holders. It
is not dependent upon new business. Though it may not
issue another policy, yet, with the means it has, and by law
must always keep in reserve, it will be able, so sure as ordi-
nary prudence can forecast, to meet all its contracts as they
mature. But an association which insures upon the assess-
ment plan does not give like hostages to the future. Whether
its certificate will be good to the beneficiaries of the holder
depends upon conditions for which no certain provision is
made. The only source of payment is an assessment to be
levied upon the survivors of the association ; and whether or
not the certificate shall be honored depends upon the condi-
tion that at the indefinite period of the holder’s death, per-
haps a half century hence, the association shall be in active
existence and able to collect assessments. Should it dissolve
for any cause or cease to enrol new members, the benefi-
ciaries of the survivors at date of dissolution, or of the last
survivor, get no benefit. This defect in the assessment
plan as a system of permanent insurance is clearly seen by
its sagacious advocates who propose to supply it by provis-
ion for a reserve. I allude thus to the matter, not contro-
versially, nor as decisive of the respective merits of rival
systems, but to indicate the embarrassment of the depart-
ment in its intercourse with the people, when called upon, as it
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often is, for information and assurance as to the stability and
responsibility of insurance associations. For in the case put,
of the certificate holder who survives his association, though
his certificate ceases to have value, he has had what ho paid
for, in the temporary protection afforded, and at a fair
price if his association was a well-ordered one. The diffi-
culty arises largely from the popular failure to apprehend
the distinction between the two kinds of insurance; Per-
manence is not assured in the assessment plan, as by the
elder system, which is the costlier for that reason ; but under-
stood as a method to furnish temporary insurance at the
smallest cost, it urges a respectable claim upon public con-
sideration.

From the returns of these associations made to the depart-
ment it appears that the number of policies or certificates in
force and held by residents of Massachusetts, Dec. 31, 1882,
was in excess of ninety-two thousand, to wit:

Masonic orders, 8,799
Odd Fellows associations, 10,111
Other secret orders, 37,572
All others, 35,631

Total, 92,113

The amount of insurance is not less than $190,000,000.
This indicates the magnitude of the interests involved, and

emphasizes the claim of these interests upon public care.
Most of the associations, outside the fraternal orders, have a
numerous membership, but their affairs are conducted and
controlled by a few persons, and usually by persons who
have a selfish concern in the management, and often with
opportunities for personal profit by abuse of their trust; not
singular in this respect, save in extent of opportunities, from
ordinary mutual life companies. Public policy has estab-
lished a code of laws and a special department of adminis-
tration for the protection of policy holders in insurance com-
panies of the older system ; and for like reasons it seems (it
the State should maintain a supervision of some sort, more
effectual than the law now provides, over these new organ-
izations in which dishonesty and incompetency may occasion
loss and grief to multitudes of confiding people.
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As the law now is, any seven persons, without character
and without capital, by compliance with/certain forms, may
erect themselves into an insurance company and do business,
with the seal of the Commonwealth as a device to win the
confidence of the credulous and simple. That bad men
should abuse the opportunities offered by so unguarded a
system is the familiar experience of human affairs, as other
communities where these enterprises have flourished for a
season in corrupt luxuriance have cause to know.

What legislation is expedient, or whether any scheme of
legislation can assure the safety and expectation of the pub-
lic in this plan of insurance, are questions I remit to the wis-
dom of the legislature. Some reflection of the subject
impresses me with a sense of the difficulty as well as the
urgency of its judicious treatment, and that it asks for its
wise decision full information and mature consideration.
The laws of other States designed to remedy mischiefs
developed within their jurisdictions contain suggestions of
value. Clearly the powers of these corporations should be
distinctly defined, and provision made to confine their trans-
actions within their authorized powers and under such safe-
guards for their prudence and integrity as may be found
reasonable and practicable. In any legislation, regard should
be had to different classes of associations, especially as
between the benevolent and fraternal orders with which
insurance is an incident, and those organized §olely for
insurance purposes and conducted under ordinary business
methods.

The views expressed in the annual department report upon
this general subject are strengthened by observation. That
some of the crudely formed of the associations cannot sur-
vive a considerable period, an examination of their plan and
methods must convince the commonest business intelligence.
I am informed to-day of one that has several death losses
due, for the payment of which it cannot provide, and I fear
that the sufferers will not kindly judge the responsibility of
the State for their disappointment.
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Department Examinations of Companies.

I report as to the companies visited and examined since 1
assumed charge of the department in April last.

I. Massachusetts Companies.
1. John Hancock Mutual Life, of Boston.
2. Berkshire Life, of Pittsfield.
3. Boylston Mutual (Fire and Marine), of Boston.
4. Cambridge Mutual Fire, of Cambridge.
5. Mutual Boiler, of Boston.
6. Dwelling House (Fire), of Boston.
7. Washington Fire and Marine, of Boston.
8 Berkshire MutualFire, of Pittsfield.
9. India (Marine), of Boston.

10. Dorchester Mutual Fire, of Boston.

These examinations verified the financial condition of the
several companies as set forth in their last annual statements
to the department, and disclosed no irregularities or want of
economy and careful business methods in the conduct of their
affairs. Aside from the observance due the positive com-
mand of the statute, the performance of the law in regard
to triennial examinations is enjoined by solid reasons of
public policy. Our home public depend upon it, as a wise
provision which they by their representatives have made for
the safety of their insurance contract; and the public of
other States with whom our companies transact business,
justly expect from our government the faithful enforcement
of laws designed to preserve the financial responsibility of
our insurance institutions. That I can report no greater
progress in that important service I regret. But as the
department during the year preceding my incumbency was
able to examine one company only, and I entered upon its
responsibilities without previous acquaintance with its duties
or skill in its labors, 1 claim a measure of indulgence. Ex-
aminations are more conveniently made, alike to the exam-
iner and the companies, early in the year, soon after the
annual accounts are made up. In 1877, the last and only
time the department examined the domestic life companies,
the legislature allowed an additional appropriation of a
thousand dollars for incidental expenses. Should the legis-
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latnre grant a like appropriation now, the department can
complete the examination of the companies—life, fire and
marine within the current year.

11. Companies of other States.
1. Spring Garden Insurance Co. (Fire), of Philadelphia, Penn.
2. Boatman’s Fire and Marine, of Pittsburgh, Penn.
8. Citizen’s Insurance Co. (Fire), of Pittsburgh, Penn.
4. Buffalo Insurance Co. (Fire), of Buffalo, N. Y.

These companies were examined upon their application to
be admitted to do business in Massachusetts, in accordance
with a rule of the department, approved by all my prede-
cessors, that no foreign company shall be admitted until its
financial condition and character shall have been verified
by visit and inspection. They were each found financially
sound and of well established credit in commercial circles.

6. Metropolitan Plate Glass Insurance Co., of New York City.
6. Lloyds Plate Glass Insurance Co., of New York City.
7. United States Plate Glass Insurance Co., of Philadelphia, Penn.
8. Fidelity and Casualty Insurance Co., of New York City.

Of these, the Metropolitan and the Lloyds were found in
satisfactory condition. The former was incorporated in
1874, and has conducted a prosperous business since. The
latter is of recent incorporation, and succeeded to the busi-
ness and assumed the risks of the individual Lloyds. They
are the only companies now authorized in that class of in-
surance in this State. The examination of the Metropolitan
was upon request of its officers, and that of the Lloyds in
consequence of an application made by its agent to the
department for a certificate contradictory of alleged defama-
tory statements published to the injury of its reputation.

As a result of the examination of the United States Plate
Glass Insurance Company, of Philadelphia, the authority of
the company was revoked, its condition, in my opinion, not
satisfying the requirements of Massachusetts law, however
sufficient it may be under the laws of the State of its incor-
poration. For the information of the legislature, I submit
my correspondence with the officers of the company [Ex-
hibit B], conveying the reasons for my action in the matter.
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The examination of the Fidelity and Casualty was to ascer-
tain the nature and methods of the somewhat novel class of
business it transacts. As to its finances and general affairs
in other particulars, I did not independently inquire, in view
of the exhaustive investigation made by the New York
supreme court. Elsewhere herein, in comments on the
topic of fidelity insurance, other mention is made of this
examination.

111. Companies of Foreign Countries.
1. United States Branch of La Metropole Ins. Co., ofParis, France.
2. United States Branch of City of London Ins. Co., of London, Eng.
3. Accident Ins. Co. ofNorth America, ofMontreal, Canada.
4. Guarantee Ins. Co. of North America, of Montreal, Canada.
5. British America Assurance Co., of Toronto, Canada.
6. Western Assurance Co., of Toronto, Canada.
7. United States Branch of British and Foreign Marine, of Liverpool,

Eng.
8. United States Branch of Imperial Fire, of London, Eng.
9. United States Branch of the Lion Fire, ofLondon, Eng.

10. United States Branch of Scottish Union and National, of Edinburgh,
Scotland,

11. United Branch of Union Marine, of Liverpool, Eng.

None of these, with one exception, were ever previous!}7

examined by this department, and several never by any
American department of supervision. Some have their prin-
cipal American offices in other of the United States, but
their relations to the several insurance departments are not
affected by the location of their official residence. All of
them, with the exception of La Metropole, which has ceased
business in this country, are corporations under the laws of
England and the Dominion of Canada, and are of assured
financial strength and entitled to public confidence.

The examination of La Metropole was in consequence of
its application for a certificate to enable it to withdraw a por-
tion of its assets held in trust for the protection of its United
States policy holders. This examination discovered viola-
tions of law on the part of the company, in that its statement
for 1882 did not truthfully state its condition and business,
and in that it had effected illegal reinsurances. The examin-
ation of the City of London, while finding the companj'
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financially sound, revealed similar violations of law. Upon
proceedings against the companies, instituted by the attorney-
general, the statute penalties for these offences to the amount
of two thousand dollars have been recovered and paid into
the treasury of the Commonwealth. The examinations of the
Montreal companies were upon the request of theirmanaging
director. The report of the investigation of the British and
Foreign Marine recites peculiarities in the organization and
transaction of its American business which I shall further
consider; but nothing appears to invite distrust of its
integrity and ability. Examinations of several other of this
division of companies are in progress.

The foregoing exhibit of what has been done, will suffi-
ciently reply to sundry ill-advised reflections upon the com-
missioner’s alleged abuse of his discretion in examinations of
foreign companies. To avoid all possible misconception by
any one disposed to deal justly with the public service, I
will further state that no examination of a foreign company
has been made, or is proposed to be made, except under
circumstances which fairly appeal to the discretion of the
commissioner in the spirit of the statute that confers his
jurisdiction. Foreign companies will be formally visited
and examined only in cases where other means of informa-
tion accessible to the department do not sufficiently evidence
their sound condition. It has been urged that the depart-
ment should accept as conclusive of the financial condition of
a company the certificate of the insurance department of the
State of its incorporation. Should such be the opinion of
the legislature I trust it will embody its will in a law to that
effect. But while the law imposes the burden of responsi-
bility, the justice of Massachusetts will surely not condemn
its servant for use of the means by which he may avoid the
blame he would incur should injury come from his neglect.
Meanwhile no sound and honorable company, loyal to the
laws, will suffer harm from any act of this department.

The Union Mutual Life of Maine.
The exclusion of this company from the State has provoked

much and various comment. For that, and the further rea-
son that an important question of the power and proper
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exercise of the power of this department was involved in the
transaction, I report the circumstances and inducements of
my action.

First. As to the reasons for my attempt to determine, by
au examination, the condition of the company’s affairs. Its
reputation, as borne to me by report, was not honorable.
Representations were made to me of alleged methods in the
conduct ofits relations with the public and its policy holders
which, if true, constituted a scandal to honest insurance and
a public injury. Frequent requests, oral and written, were
made to the department, by policy holders and others, for
information of its affairs, accompanied by expressions of dis-
trust. A reference to its history, written by itself in its
annual statements, did not inspire confidence, but, unex-
plained, lent color to suspicion. On December 31, 1875, its
reported surplus was $1,241,158. On December 31, 1876,
that surplus was reduced to $101,565. This shrinkage of
over a million dollars in a single year was not due to extra-
ordinary expenditure or increased liability, for the excess
of disbursements within the year over income was but
$105,557, and the increase of liabilities but $80,562. On
December 31, 1877, its reported surplus was §37,351. For
1876 its real estate was returned at “ cost value,” $556,809.
For 1877 the return is, “appraised value of real estate,
$1,227,981.” Upon what basis of actual valuation, if any,
and how and by whom made, the latter return may be jus-
tified, I had and have no information. Standing, as the
company then did, if not really insolvent, confessedly close
to that peril, the temptation was strenuous to save it by a
false representation of its assets. For 1882 the statement
is, “ cost value of real estate, $1,925,171.” Its real estate,
as thus valued, comprises nearly a third of its entire assets,

a greatly larger proportion of such assets than any other
life company holds. This real estate was acquired by fore-
closure of mortgages taken for injudicious loans. Its cost
to the company, which includes the amount of original loans,
interest, charges of foreclosure and other expenditure, is not
the proper measure of its present value. Upon its own
exhibit the company has a smaller relative surplus than any
other life company, save one, doing business in Massachu-
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setts. If its valuation of its real estate be 19 per cent, in
excess of a true value, it is insolvent by Massachusetts
laws, allowing the full credit it claims for other assets.
From 1875 to 1883 the company’s assets decreased from
$9,158,664 to $6,260,678 ; its annual premium income, from
$1,876,411 to $732,340; the number of its policies, from
22,122 to 14,040. Within that period, 5,762 of its policies
terminated by surrender, and 10,746 by lapse, —an ex-
traordinary record as compared with other companies of its
class. Meanwhile the salary of its president was increased
from $7,000 to $19,000, and its annual salary expense from
$19,000 to $32,000 ; while the ratio of its expense for agents
was largely in excess of the ratio of such expense by like
companies which show more satisfactory apparent results.
An order of the legislature of 1881 requested of the life
companies statements of the salaries and emoluments of their
officers. All complied except the Union Mutual, which re-
fused. Finally, and under apprehension of the consequences
of refusal, .which it was not then ready to brave, it fur-
nished the information ; and its statement, in the unusual
compensation paid its salaried managers, disclosed the mo-
tive of its contumacy to the legislative order. The peculiar
circumstances attendant upon the removal of the company’s
principal office from Boston to Portland, and the incidental
legislating out of office of a number of its directors, have
induced the suspicion that such action was schemed to pre-
vent a critical investigation of its affairs. These were chief
of the considerations which persuaded me of my duty, under
the authority of the law, to discover and verify the facts,
that the public might have assurance and the company have
justice. My concern was not confined to the question ot
solvency. The ascertainment that a company is legally sol-
vent at date of examination does not discharge the function
of a public supervisor of insurance. To discover the corpse,
after murder done, is well; to prevent the murder is better.
A proper investigation embraces an inquiry whether condi-
tions exist which, if allowed to remain, will imperil future
solvency. It is the company’s ability to fulfil its obligation
in the future, when his claim falls due, which most concerns
the policy holder. Furthermore, every well-based mutual
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life insurance company inevitably accumulates funds beyond
its legal reserve. - Its assets may be divisible into two funds :

the reserve, which it is required by law to have for the per-
formance of its policy contracts; and the surplus, which is
the accumulation above the reserve. This surplus is the prop-
erty of the policy holders. Ordinarily, in the administration
of a company, a portion of the surplus is held in investment
to protect the reserve, and the rest is distributed in divi-
dends in cash or applied to purchase of additional insurance
or reduction of premium payments, at the election of the
policy holders. Of all these funds the financial officers are
trustees, with equal fiduciary obligation to all. To mis-
apply, embezzle, or otherwise, by dishonest or improvident
administration, to spoil the surplus, works as positive a
wrong to policy holders as when the unfaithful administra-
tion affects the reserve ; for it robs the holder of his
just dividends, which reduce the cost of his insurance, and
imperils the reserve by the withdrawal of a natural support.
It results that incapable and dishonest managers may abuse
their trust, to the great injury of policy holders, and yet not
render the company, in contemplation of law, insolvent.
From abuses and injuries of this character the policy holders
are entitled to such protection as the vigilance of official
supervision can provide. And, in harmony with these views,
the examination I proposed of the Union Mutual contem-
plated an inquisition into all matters relative to the prudence
and integrity of its management and the maintenance of its
financial strength.

Secondly. As to the propriety of the procedure of the
commissioner in relation to the company and to the Maine
insurance department, I respectfully refer to the correspon-
dence on the subject [Exhibit C] which accompanies this
communication.

The right of Massachusetts by her agents to visit and
examine our foreign companies, as a condition of such com-
panies’ authority to do business within her jurisdiction, is
absolute. Equally absolute is the duty of the commissioner
to make such visit and examination whenever in his judg-
ment prudent. This authority and duty are not subordinate
to, dependent upon, or related with the laws or public
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administration of other States. Massachusetts does not
remit her people to a foreign government for protection in
matters within her own domain. If by act of its officers, or
by intervention of the authority of its State, or for any
cause whatever, a foreign company cannot, or will not, com-
ply with laws this Commonwealth enacts for the safety'- 0f
her citizens in their contracts with it, the commissioner is
bound to revoke its license.

No obligation of law, usage or courtesy rested upon me
to correspond at all with the Maine department relative to
my proposed examination. But from a desire for concerted
action by the departments, agreeable to his constituents and
to mine, I invited Commissioner Smith to co-operate in that
examination as also in contemplated examinations of Massa-
chusetts life companies. His failure to respond favorably
was a surprise. Should the commissioner of another State
desire my co-operation in his examination of a Massachusetts
company I can conceive of no circumstance which could per-
suade me to decline, or hesitate consent, especially if about
to make an examination myself. My letter to Mr. Smith
was mailed November Bth. Mr. Plympton on behalf of
this department waited upon him five days later, with the
result stated in the correspondence. As the commis-
sioner, after such interval, was unable to decide without
consultation with the president of the company, I felt it
undesirable, even discourteous, to urge the proposal. Pres-
ident DeWitt wrote me that Commissioner Smith was disin-
clined to have me join in his examination ; an obvious fact,
although Mr. Smith did not say so in terms. Yet I took an
impression that the commissioner’s disinclination was by the
president’s desire; an impression made conviction by the
circumstance that subsequently, and as soon as the president
signified his pleasure to that effect, the commissioner was
inclined and did invite other departments to join his exami-
nation. My suggestion “ that an examination on the plan
proposed by Commissioner Smith would not be satisfactory
to me,” has been construed as disrespectful to that official.
1 did not so intend it. Commissioner Smith, “ some weeks
before,” had “ started to make an examination ” and then
before he had got beyond the starting-point, or done any act
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under it, he suspended his proposed examination “ at the
request of the president who desired time to visit Chicago in
order to prepare a list of the company’s loans on real estate,
as also its property of the same character, together with the
valuation of the same.” Giving indefinite time to a company
to put its affairs in order for inspection, and allowing it, cir-
cumstanced as the Union Mutual is, by its agents to appraise
its principal assets, are methods of examinations my judg-
ment does not approve, and an investigation pursued on that
plan would not (and so I wrote) be satisfactory to me.

That an examination should be reasonable in time and
manner I agree. Had any objection of that sort been urged
it would have commanded my cheerful deference. Had an
examination been actually in progress I should not have
sought to proceed in any manner to interfere with it. But
the books, papers, and assets of the company were in posses-
sion and full control of its officers, and the Maine depart-
ment had no occasion for their use, and had not asked access
to them. Commissioner Smith informed Mr. Plympton that
he should not make the examination in person, but should
employ assistants, and had not then done so. The fact also
was within my information that at the time Mr. Plympton
made demand for access to the company’s books and papers,
Commissioner Smith was in correspondence with Mr. W. D.
Whiting of New York, the actuary of the United States
Life, of which the president of the Union Mutual was
formerly president and a large stockholder, and that gentle-
man had signified his disinclination to engage in the service
unless the insurance department of Massachusetts or of
some other State should be associated in the examination.
The reason assigned for refusal to submit to an examination
was a matter, if entitled to any respect whatever, for the
commissioner of Maine and myself to consider, and not for
the company to interpose in bar. I could have made my
examination before his was out of its suspense. Satisfied,
that the company by its representations was not acting in
good faith and did not intend to submit to the authority of
the State, 1 confronted the plain question : Shall a foreign
insurance company, whose solvency or honest management
I doubt, and whose affairs I am forbid to examine with expo-
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dition to prove if my doubt bo well-founded or not, be per-
mitted to continue business in Massachusetts? The conclu-
sion acted on was the only one possible to my sense of what
was due to the public, the law, and the dignity of the State.

This transaction, and kindred acts of the department,
have furnished the occasion of such injurious false statement
and inference, to the attempted discredit of the public
administration of the State, that I refer to the legislature the
propriety of a formal investigation of these matters, in order
that the truth may authoritatively appear, and justice be
done to the State and its servants, and to any complainant.
Should such inquest embrace in its scope all the affairs of
the department in its relation to the public interests in its
charge, the information obtained I am sure would be of value
to the law-making power and to the people.

Insurance Laws and their Enforcement.
Early in my observation of the department I forecast that

a positive and impartial discharge of its duties as prescribed
by law would invoke hostility of no mean power and in-
fluence. The event fulfils the expectation. The department
and its chief are loudly accused of persecution, tyranny, and
the jeopardizing of insurance interests by the excitement of
distrust of the integrity of insurance establishments. But as
the acts complained of as arbitrary and oppressive, and cal-
culated to distemper popular confidence, were done in the
letter and spirit of the law, I, the visible instrument of the
law, am but the nominal object of assault. If to disclose
infractions of law by insurance managers, which come to the
knowledge of the commissioner, or prudentially to examine
the affairs of insurance companies, tend to create a mis-
chievous unrest in the popular mind, the law is responsible,
since it commands such action. It is the law, with the sys-
tem of administration through which it enforces its will, that
is the real defendant. Therefore, I refer the controversy to
the legislature, the author of the offence, if oftence there be,
for its judgment. Whether and how far it is justified by the
common good to control the commercial liberty of the in-

surance business by civil law, or whether it is wiser to leave
t altogether to the natural laws of trade, may be honestly



231884.] HOUSE —No. 6.

debateable. But with loyal people, intelligently attached to
the civil order, there can be no dispute that the laws should
have full respect and observance. Should the legislature,
upon advisement, discover any provisions of existing law,
the enforcement of which in their robust integrity is hurtful
or inexpedient, I earnestly urge their repeal or modification
to conform to the legislative judgment of what the public
welfare demands. Upon that consideration I may be indulged
in some pertinent reflections, without discussion of specific
measures.

A great part, if not all, of the antagonism to the system
of legal regulation and supervision of the insurance business
is referable to selfish considerations that disregard the public
good. Certain journalistic publications oppose it because it
interferes with their vocation. They would like the matter
of supervision left to their care. They probably could do it
with advantage to themselves, however it might be with the
companies and the people. Those who violate the law and
suffer its penalties naturally regard it with disfavor. Those
who desire to carry on enterprises w'hich the law condemns
and forbids would abolish the power that balks their schemes.
With these classes supervision is hateful in proportion to its
effectiveness. The present administration of the department
has incurred their ill-will to a notable degree. A clear
apprehension of the motive and character of this opposition
will assist legislators to a just estimate of it.

State supervision, which must act by uniform rules, may
impose a measure of annoyance and inconvenience upon
honorable and legitimate business. But these should be
cheerfully borne for the sake of its benefits.

Were it open to the commissioner under the law as it is
not —to expose or conceal financial unsoundness or mis-
deeds when disclosed to his knowledge, with my convictions,
I could not adopt the policy of concealment. The fruits of
that policy have not been such as to approve its wisdom.
The notable recent failures in life insurance which Massa-
chusetts policy holders have sore cause to remember, were
the Charter Oak, the Globe Mutual Life, and the Knicker-
bocker Lite companies. The history of these convinces me
that had they been early dealt with by the insurance depart-
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merits, as their condition demanded, the disastrous conse-
quences of their failures might have been avoided. But then-
difficulties were tided over, and their weaknesses concealed
from the public, with the result of magnifying their final
ruin. The debility of the Knickerbocker Life was known to
the Massachusetts department in 1871. Its annual statement
shew it to be insolvent by the Massachusetts standard. But
it was allowed and assisted to revise its statement and con-
tinue its business in the State, with official credit as solvent
and reliable. At that time the commissioner wrote to the
president of the Knickerbocker as follows':
“ Within the last eight months it has been my duty to make

critical investigation into the financial condition of more than
thirty companies. * * * As a result, impaired or deficient
assets have been made up in several instances. * * * These
matters, so far as I and my department are concerned, have been
sub rosd. Had I adopted a different policy, the developments
which I have reached this very month, if known'to the public,
would have created a perfect panic on the subject of life insurance
from one end of the country to the other.”

While the commissioner wrote, there were more than a
score of life companies authorized to do business in Massa-
chusetts, all of whom failed within five years. Without
impugning the commissioner’s integrity of purpose, I deem
it pity he did not proclaim the truth and let the panic come,
if it must. Sound companies have nothing to fear from a
transient panic. Men will not fire their houses, or commit
homicide from fear of the stability of the companies they are
insured in. Chronic popular distrust is what the companies
have to fear; and to avoid that peril the effective policy is
to satisfy the people that the condition of the companies is
frankly made known, and that the public authorities are
vigilant and bold to expose abuses and financial unsound-
uess. Confidence will not be won or kept, if insurance
managers attempt to pervert in their interest the adminis-
tration of laws which the people have ordained for their
protection. The thing to be supervised must not be per-
mitted to control the supervisor, nor insurance departments
become the shelter of evils they were organized to prevent.
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The laws are sentinels, to warn of danger and guard against
surprise. They watch a wily foe, fertile in stratagem,
unscrupulous, selfish. And the care of the officer in charge
is to see they be not corrupted, nor sleep on their posts.

Financial Statement.
The receipts and expenditures of the department for 1883,

were
Receipts.

From valuations of policies, . . . $17,111 69
For filing statements, fees, etc. . . . 19,231 76

Total, ... $36,343 45

Expenditures.
For salaries, $9,447 84

additional clerical assistance, . . 6,823 95
general expenses, ..... 1,833 28

Total, .... 18,105 07

Balance accrued to the Commonwealth, . $18,238 38

The expenditures for 1883 were less than in any other
year since 1869, and the amount accrued to the treasury
larger by about $1,300 than in any previous year. The
department is not a public charge.

Respectfully submitted.

JOHN K. TARBOX,
Insurance Commissioner.
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Boston, Mass., Aug. 25, 1883.

Hon. John K. Tarbox, Insurance Commissioner, Commonwealth of Massa-
chusetts.

Sir : As instructed in your letter of the 20th instant, I have
made inquiry into the character and amount of fidelity risks
assumed by the Fidelity and Casualt}7 Insurance Company of New
York, and have the honor to report that I have examined the policy
registers and other books and papers of the company connected
with this branch of the business, and find that it is divided into
two classes. In one, risks are assumed upon employees holding
positions-of trust, principally employees of railroad companies,
banks, and other corporations. In the other class, court risks, so
called, including those of trustees, executors, guardians, adminis-
trators, etc., are assumed. In the class first mentioned, the
amount of single risks is limited to $25,000 in amount, and but
few are found upon the books in excess of $lO,OOO. These risks
are accepted for stated terms, and liability ceases upon failure to
pay the premium as agreed. The rate upon risks of this character
is about three-fourths of one per cent.

In the other class, there is no limitation of amount at risk, the
obligation has no stated time of expiation except the fulfilment
of the trust, and liability does not cease upon non-payment of
premium unless a release is granted by the court. In these cases,
however, the guaranteed is required to sign an agreement with the
company (a blank or form of which is annexed) in which he under-
takes and agrees to pay the annual premium in advance, and to
keep the company harmless against all loss, damage, cost, charges,
expense, etc. The guaranteed is also required, in some cases, to
give security by assigning to the company, or by other conveyance,*
a fixed amount of property conditional upon his fidelity in the per-
formance of his duties.

[EXHIBIT A.]

FIDELITY INSURANCE.
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In the case of a guardian, trustee, executor, or administrator,
the guaranteed is also required to deposit the stocks, bonds, and
titles of estate or trust with a safe deposit company, the same to
be placed in a box requiring two keys to open or close it, one
of which is kept in the possession of the president of the Fidelity
and Casualty Company, and access to said box can be obtained by
the guaranteed only through the knowledge and personal assistance
of the said president. It is claimed by the company that these
requirements practically secure it against loss.

I find upon the policy register, records of risks of this kind
assumed to very large amounts. For instance, $3,809 and 3,810
guarantee the fidelity of one'man to the extent of 225,000. In
this ease the company has undoubted security in the assignment of
stocks and bonds as collateral.

In another instance, 7,046, amount penal $260,000, liability
$130,000, is secured by signature of the guaranteed to the agree-
ment above mentioned, and a further agreement to deposit the
bonds, stocks, and titles of estate or trust with a safe deposit com-
pany. as already- stated.

I find risks of the above description upon the policy register in
varying amounts, nineteen of the largest aggregating, in amount
at risk, penal $2,142,056, and liability $1,329,053. On these
nineteen risks the annual premium amounts to $6,645.26, the j;ate
being one-half of one per cent.

The reserve for unearned premiums upon the total fidelity busi-
ness of both classes, as returned to date, Dec. 31, 1882, amounts
to $23,037.62 ; the gross amount at risk being $5,702,750. Divide
them, and the reserve for unearned premiums on court risks would
not be proportionately as much; and as the liability is unlimited
as to termination, while the reserve, or asset, is arbitrarily limited
to fifty per cent, of the gross annual premium, it would appear that
the question as to what constitutes a reasonable amount ofreserve
is one worthy of consideration.

lu the other class of fidelity insurance, the conditions are entirely
different, liability ceasing upon non-payment of premium, as well
as upon expiration at stated periods. It is claimed, that practi-
cally such is the case as regards court risks ; still the fact remains
that the contract is open and indefinite, so far as the liability is
concerned, while the reserve or asset is limited by law.

Annexed will be found the report of the referee who made an
exhaustive examination of this company by order of the Supreme
Court of the State of New York ; also various papers furnished me
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by the secretary, as explanatory of the business and business
methods of the company.

Very respectfully, etc.,

Noah A. Plympton, Examiner.
Approved Dec. 18, 1883.

(Signed) John K. Tarbox, Insurance Commissioner.

Boston, Mass., Aug. 25, 1883.
Hon. John K. Tarbox,

Commissioner of Insurance ,

Commonwealth ofMassachusetts.
Sir : In pursuance of your instructions, I have examined into

the condition and affairs of the Accident Insurance Company of
North America, and also of the G-uarantee Insurance Company of
North America, both under one and the same management, at the
hhad office of the two companies in Montreal, Dominion ofCanada,
and have the honor to report that the annual statements of date,
Dec. 31, 1882, now on file in this department, were practically a
correct exhibition of the condition and affairs of both companies at
that date, and are a comparatively accurate statement of the same
at this time.

Upon examining the stocks and bonds, which comprise a portion
of the assets of both companies, deposited in bank in Montreal,
I found they bore indorsements in regard to ownership which
required an explanation, and refer to the annexed certificate and
explanation, marked “Exhibit A,” from which it appears that the
title to the same is now in the respective companies. I make men-
tion of this for the reason only that in some future examination
the same question might be raised and another and similar explana-
tion and certificate be required.

In the item ‘ ‘ Cash in bank,” in summary of assets of the Acci-
dent company, I found that a portion of the same resulted from
the discounting of certain notes which the company indorsed and
which were consequently a liability. The amount of these notes
was a trifle less than $3,000, and they were paid at maturity
without recourse to the company.

In item “Premiums in course of collection not more than three
months due,” in summary of assets of both companies, those more
than three months due were also included. In the Accident,
agents’ balances previous to 30th September, to the amount of
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$704.14, together with certain instalment notes to the amount
of $35,555.93, were included. These notes were received from
employees of railroad and other corporations, and were secured by
accepted orders for payment on the paymasters of said corproa-
tions. Company blanks, exhibiting the company’s business methods
in this particular, are annexed and marked ‘‘Exhibit B.” In the
Guarantee, premiums to the amount of $3,378.94, more than three
months due, were included in this item.

As nearly all of these premiums have since been paid, their
inclusion made no practical difference, although they ought not to
have been included, and I am assured will not be in future state-
ments.

A full list of all bonds and securities, as reported in the annual
statement, is annexed and marked “Exhibit C.” The market
value of the same at 31st December, 1882, and at 15th August,
will be found certified therein.

While both companies are under one and the same management,
it appears that the assets and entire business of each is kept
separate and distinct from the other. I examined particularly into
tiie investment in stock of one company by the other, and found
that the transactions were actual purchases, the same as in every
other purchase of stocks or bonds for investment of capital. I
state this simply as a fact, without expressing any opinion upon
the policy of such investments.

The accounts of each company are kept in separate books and
a separate corps of accountants and clerks are employed in the
service of each company.

I also made inquiry into the character and amounts of guarantee
risks, and found them to be composed almost entirely of guarantees
on employees to employers, in nearly every instance obtained and
premiums paid by the latter, who consist largely of railroad and
banking corporations in the United States and Canada, together
with the customs and postal departments of the Dominion.

The limit for a single risk is fixed at $25,000, and the company
has but very few in excess of $lO,OOO each. Court risks, including
trustees, guardians, administrators, etc., are not accepted, the
present policy of the company being to confine its business to the
limits and character as above indicated.

The condition of both companies appears to bo good, and their
affairs are apparently managed in a conservative and practical
manner.

Very respectfully, etc.,
(Signed) Noah A. Plympton, Examiner,
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Commonwealth or Massachusetts,
Insurance Department,

33 Pemberton Square, Boston, Oct. 25, 1883.

The United States Plate Glass Co.. Joseph S. Chahoon, President;
Isaac Rindge, Secretary.

Gentlemen : I have considered with care your complaint as
to the action of this department in revoking the authority of your
company to transact the business of plate glass insurance in this
Commonwealth.

In the recent examination I employed the Real Estate Title
Company, of Philadelphia, to appraise certain of your assets, and
their report thereon disclosed a condition which, in my judgment,
disqualified your compaiyy under the requirement of the laws of
Massachusetts. Of the character and reliability of the Real Estate
Title Company, I was assured by inquiries as to its reputation in
business circles, and by the circumstance of its employment in like
service by the insurance department ofPennsylvania, and the com-
mendation of the New York insurance superintendent.

An examination of your company by this department, in July,
1874, shows an apparent net surplus of $31,491.39. To the
record of that examination this note is appended: “The basis
upon which this company does business in this State is the $50,500
deposited with the State superintendent. The other assets would
not be allowed as above but for this fact.” Notwithstanding, your
company' was credited in the subsequent annual report’s of the
department with the financial basis of its entire claimed assets.

The laws of this State require of companies doing plate-glass
insurance, a capital of at least $50,000. The securities deposited
with the Pennsylvania commissioner, if admitted for their full face

value, cover that amount, with a slight margin. These consist of
three mortgages. One is for $lO,OOO on real estate in Philadelphia,

[EXHIBIT B.]

THE UNITED STATES ELATE GLASS INSURANCE CO
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and another for $5,500 on real estate, also in Philadelphia,
now owned by, and the former private residence of your president,
Mr. Chahoon. With these lam content. The other mortgage is
for $35,000 given by President Chahoon to the Plate Glass Com-
pany, presumably in consideration of a loan of that amount upon a
piece of real estate in Wilkesbarre, Penn. The sufficiency of that
security for the amount at loan is in controversy, and I have made
it a special subject of investigation. The Wilkesbarre property,
covered by the mortgage, is appraised by the Real Estate Title
Company in its report to this department, at $22,000 maximum.
I visited and examined it, and sought opinions as to its fair valua-
tion from disinterested persons in position to judge. An estimate
made at my request by an assessor at Wilkesbarre, valued the land
at $4OO per front foot, and the buildings thereon at $12,000.
The lot has forty feet frontage, and on that basis is worth $16,000.
This valuation I consider a liberal one. The fire insurance is
$lO,OOO, and that, with the land value, is the utmost appraisable
value of the mortgage lien. My conclusion is that a capable
investment board of any well managed insurance company would
not approve a loan of more than $20,000 on the property, and that
a loan for a larger amount cannot be deemed a safe or prudent one.
The mortgagor is not only the president of the company, but owns
a majority of its stock, and so controls its investments. A law of
Pennsylvania provides that no more than one-tenth of the capital
of an insurance company shall be invested in a single mortgage.
This mortgage may antedate the law, and so escape the legal
malediction; but the reason of the law enforces the unwisdom of
an investment like the one under discussion. But my suggestion
to your secretary to convert this mortgage into an admissible asset
did not meet with favor.

Other transactions and affairs of your company are found unsatis-
factory. The loan of $1,500 on property valued at $6,000, and en-
cumbered by a prior mortgage for $3,500, cannot be justified as a
proper investment of insurance funds. This appears, in your state-
ment for 1882, as also in former statements, as a first lien. The
title to the ground rent, returned as a company asset, is found to be
in President Chahoon personally. This, your secretary explains, byaffirming that the title was supposed to be in the company until the
inspection of the record disclosed otherwise. By the annual report
of Commissioner Forster for 1882, the capital of the company showsan impairment to an amount of $7,000, upon a much too liberal
allowance of assets. Its entire premium receipts in 1882 were but
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$1 1,940.32, while its expenses of management, exclusive of inter-
est account, taxes and losses, amounted to $14,991.10.

The Downingtown Real Estate Association was a land corpora-
tion. It owned a large tract of unimproved land, which it surveyed
and planned for two hundred building lots. Its scheme was to im-
prove the premises, induce settlement, and create a valuablemarket
for its lands. The Plate Glass Company, July 1, 1874, loaned it
$lO,OOO, secured by mortgage of the whole tract. The association
commenced the erection of buildings upon several of the lots, but,
in December, 1876, the Plate Glass Company cancelled its mort-
gage and loan, and took a conveyance in fee of the ten partially im-
proved lots, paying to the association as consideration therefor ten
thousand dollars in addition to the release and satisfaction of its
loan. This was not done to secure its loan, which was amply safe
under its mortgage, and might have been enforced against the
entire property, but was in prosecution of a purely speculative en-

terprise of its own. The company then completed the improve-
ments at an alleged cost of $16,000. This is the property claimed
by the Plate Glass Company as worth $40,000, but is appraised by
the Real Estate Title Company at not to exceed $12,000. There
are five double tenements of brick upon the ten lots, the houses
being built on the division lines. My opinion is that the property
is not capable of a reliable valuation. The cost price supplies no
standard of measure. It was purchased and improved by the Plate
Glass Company as a speculation, and remains such. The evident
anticipation was that the laying out of the lands convenient for
small homesteads, and the erection of a few moderate cost tene-
ments, would attract purchasers and builders, and a neighborhood
population, and give the property a generous market value. That
expectation is not yet realized. The enterprise was begun in 1874,
and the only improvements are on the lots in question. Some of
these lots were mortgaged in 1877 by the Plate Glass Company for
$lO,OOO, the consideration being the sale, assignment, and transfer
to the company of certain judgments and liens upon the property
of the Downingtown Gas and Water Company, to the amount of
$30,000, more or less. This, again, was a speculation, and not
legitimate investment. Upon these judgments and liens, the pre-
cise legal character of which 1 am not advised, the Plate Glass
Company realized in shares of the re-organized Gas and Water
Company, of the par value of $lO,OOO, which it now holds, and the
value of which may be classed as speculative. Another parcel of
real estate in Philadelphia, subject to ground rents of the value of
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$4,066.66, was purchased by the company for $4,746,—simply as
an investment and not upon mortgage foreclosure, or to secure’a
loan, or to satisfy a judgment or other demand. This was mort-
gaged in April, 1877, bjr the Plate Glass Company for $2,000,
whether for cash or other consideration I am not aware.

These transactions, however legitimate to a corporation organ-
ized to speculate in real estate which hazards its funds alone, are
not to be approved in an insurance company which holds its funds
in stewardship for the protection of its insurance contracts. They
contravene sound business morals, and also, it appears to me, the
wise legislation of Pennsylvania which prohibits insurance com-
panies to acquire or hold real estate except for certain purposes
and under specified modes of acquisition and limit of tenure, none
of which conditions are met in these transactions. The funds of
an insurance company are, in the nature of a trust, to be admin-
istered with regard to the paramount rights of policy holders.
They ought not to be embarked in ventures of doubtful issue, im-
perilling the safety of policj' holders (who thereby cannot gain
and may lose) for the chance of large profits to stockholders.

After patient and conscientious review, anxious to do justice,
am satisfied that no wrong has been done in the revocation of the
authority of your company in Massachusetts, and that I could not
omit to take such action consistently with the discharge of my duty
as a servant of the law.

I am, very truly yours,

(Signed) John K. Tarbox,
Insurance Commissioner.
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Commonwealth or Massachusetts,
Insurance Department,

Boston, Nov. 8, 1883.

Hon. Okamandal Smith, Insurance Commissioner, Augusta, Me.

Mr Dear Sir ; My purpose is, early in January, to examine
the financial condition and affairs of the largest of our Massachu-
setts life companies, the New England Mutual and the Massachu-
setts Mutual. It will gratify me much if you will associate in
making these examinations, and thus strengthen the credit due to
the results found.

I desire to examine the Union Mutual of your State. In such
examination I shall be glad if you see fit to co-operate. Mr.
Plympton, whom I shall employ in the matter, as other official
duties will not allow my personal attention, will probably pay his
and my respects to you on Tuesday next, and invite your sugges-
tions and co-operation.

I am, very respectfully, yours,
(Signed) John K. Tarbox,

Insurance Commissioner.

Commonwealth op Massachusetts,
Insurance Department,

Boston, Nov. 12, 1883.
Mr. Noah A. Plympton.

Dear Sir : I desire an examination made of the affairs and
financial condition of the Union Mutual Life Insurance Company
ofPortland, Me., and authorize you to proceed with such examina-

[EXHIBIT C.]

THE UNION MUTUAL LIFE INSURANCE COMPANY.



1884.] 35HOUSE —No. 6.

tion, employing such assistants as you may require. It is also my
wish that the insurance department of Maine, if so disposed, shall
associate with this department in the examination, and I have writ-
ten Hon. Oramandal Smith, the insurance commissioner of that
State, to that effect. You will, therefore, before entering upon the
examination, wait upon Commissioner Smith and consult his pleaST
ure in the premises.

I am, very truly, yours,

(Signed) John K. Takbox,
Insurance Commissioner.

Boston, Mass., Nov. 14, 1883.

Hon. John K. Takbox, Insurance Commissioner of Massachusetts.

Sir : Agreeable to your instructions relative to an examina-
tion of the Union Mutual Life Insurance Company of Augusta,
Me., I waited upon Commissioner of Insurance Smith of Maine, at
his office in Augusta, to tender my respects and solicit the co-opera-
tiou of his department in said examination. I was informed by
him that some weeks since he had commenced an examination of
the company, which he had suspended at the request of the presi-
dent, who desired time to visit Chicago in order to prepare a list of
the company's loans on real estate, as also its of the same
character, together with the valuation of the same, and that he felt
under obligations to await his return before recommencing the work
of examination. I then suggested that, if he agreed to your pro-
posal for a mutual examination, we could at once proceed to look
over together such portion of his examination as he had made, and
then proceed together in continuing it. This ho declined to do,
stating that, in fact, nothing had actually been done. I then asked
him if he would agree to your proposal, to which he replied that
he was undecided on that point, and desired to await the president’s
return before giving a definite answer, that the president was daily-
expected, but if he did not return within three days, he would de-
cide and advise you at the expiration of that time. He said that
the law of his State required an annual examination of its domestic
companies, but it had not been complied with bv his predecessors,
and he felt it his duty to examine the Union Mutual, not only on
this account but because so long a time had elapsed since any cx-
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animation had been made of this, the only life of his State.
He also said he might think it proper that another and additional
department beside those of Maine and Massachusetts should take
part in the examination, to which I replied that you would undoubt-
edly be pleased if such should be his conclusion. After other con-
versation of a similar character, he closed the interview by saying
that he would consider whether he would permit the co-operation
of the Massachusetts department in his examination, and advise
}rou at an early date. He also wished me to wire him on my return
as to whether you would at once proceed with an independent ex-
amination should he decline to co-operate. As I was instructed in
your letter directing the examination to consult his pleasure, I re-
port as above, substantially, the result of my interview, and await
for further instructions.

Very respectfully yours,
(Signed) Noah A. Plympton, Examiner.

Commonwealth of Massachusetts,
Insurance Department, 33 Pemberton Square,

Boston, Mass,, Nov. 15,1883.
To Mr. Noah A. Plympton.

Hear Sih: I have considered your communication of yester-
day, informing me of your interview with Commissioner of Insur-
ance Smith of Maine, touching an examination of the Union Mutual
Life Insurance Company of that State. My inference is that an

examination on the plan proposed by Commissioner Smith would
not be satisfactory to me, and therefore I request you to proceed
without delay to examine the company and its affairs, financial and
other, and that the examination be thorough. Should it be found
advisable to appraise the company’s real estate in fee or mortgage,
I wish the valuation made by appraisers selected by this depart-
ment and not by persons selected by the company’s officers with-
out conference and approval.

I am, very truly, yours,
John K. Tarbox,

Insurance Commissioner,
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State op Maine.
Office op Insurance Commissioner,

Augusta, Nov. 16, 1883

Hon. John K. Tabbox, Insurance Commissioner, Mass.

Mt Dear Sir : —On my return, after a short absence, I found
awaiting me your note, in which y7 ou propose that I should join
with your department in making an examination of the Union
Mutual Life Insurance Company 7 of Maine. • As your examiner
was to call upon me' Tuesday, I wr aited to learn his suggestions
before making reply. I had, some time prior to the receipt of your
communication, started to make an examination of the Union Mu-
tual, and when Mr. Plympton, learning this fact, proposed to come
in as a representative of your department and make examination a
joint affair, I was in doubt whether that would be best or whether
I had best go on and finish my examination, and asked for a few
days in which to decide. Mr. Plympton said he would communi-
cate with you, take your instructions and inform me if you could
accommodate me by7 a short delay. I had no doubt you would
willingly do so, as I have explained to Mr. P. that I was waiting
for the return of the president of the company before going on with
the examination, and, in the mean time, had permitted m37 assist-
ant to go away 7 on other business. This morning I am in receipt
of a communication from Mr. Plympton, informing me that he is
directed to proceed immediately 7 with an independent examination.
This course of your department, entirely 7 unexpected, it seems to me,
closes all doors to the co-operation of the departments in an exam-
ination, and renders unnecessary 7 any reply from this department
to your proposition of the Bth inst. 1 propose to go on with my
examination as soon as possible.

Very truly,
(Signed)

, Okamandal Smith,
Insurance Commissioner of Maine.

Commonwealth or Massachusetts,
Insurance Department,

Boston, Nov. 20, 1883.
Hon. Ormandal Smith, State Insurance Commissioner, Auyusta, Me.

Dear Sir:—l have your favor under date of the 16th, this
morning received, in reply to my letter of the Bth.
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My desire and preference were and are that the two departments
co-operate in the examinationof the Union Mutual. My instructions
to Mr. Plympton are not intended to in any manner preclude such
co-operation, and I trust you will yet deem it advisable. But, for
reasons that are persuasive, and conclusive with me, I wish that
the examination shall proceed without delay, and that it be
thorough, and my instructions to Mr. Plympton are to that effect.

I am, respectfully yours,
(Signed) John K. Taebox,

Insurance Commissioner.

Portland, Me., Nov. 19,1883.
To Hon. John K. Taebox,. Commissioner of Insurance for the Common-

wealth of Massachusetts.
As stated to your representative, N. A. Plympton, on Friday

last, your request to examine this company at once was presented
to our board of directors at a meeting held this evening, and the
board by a unanimous vote instructed me to say that this company
does not refuse an examination by you, but it is now under the ex-
amination by the commissioner of Maine, as required by law, and
he is disinclined to have you join him in his examination. Tours,
therefore, must be deferred until he has finished. So far as we are
concerned, it will be the aim of this company that this examination
shall be made as diligently and faithfully as it can be made. Of
course you will not be called upon to adopt it, either in whole or in
part, except so far as you may see lit. You will be promptly in-
formed when it is completed.

Yours,
John E. I)e Witt, President.

Boston, Mass., Nov. 21, 1883.
Hon. John K. Taebox,

Insurance Commissioner, Commonwealth of Massachusetts:
Sir, Referring to my previous correspondence, now on file in

this department, relative to an examination of the Union Mutual
Life Insurance Company of Augusta, Me., as ordered in your letter
of instructions of the 15th inst., I have the honor further to report
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that I returned to Portland, Me., Monday, the 20th inst., and sent
the following communication to President John E. DeWitt of said
company:

Portland, Me., Nov. 19, 1883.
John E. DeWitt, President, etc.

I have the honor to inform you that I am prepared to proceed
with the examination of the Union Mutual Life Insurance Company of
Augusta, Me., as early as the books, papers, etc., of said company are
placed at my disposal for that purpose.

Very respectfully yours,
Noah A, Plympton, Examiner.

Falmouth House.

In reply to this I received a note from President DeWitt, as
follows:

Union Mutual Life Insurance Company,
Portland, Me., Nov. 19, 1883.

N. A. Plympton.

Deae Sib,— Your note of this date was duly received. In accord-
ance with my promise, the action of our board, at its meeting this
evening, has been communicated to Commissioner Tarbox by mail to-
night. Tours truly,

John E. DeWitt, President.

The contents of this note I wired 3'ou early in the morning of
the 20th, and received your telegram, as follows :

Boston, Nov. 20, 1883.
To Noah A. Plympton, Falmouth House.

Communication from DeWitt not yet received. Proceed as directed.
John K. Taebox,

Insurance Commissioner.

In accordance therewith, I at once waited uponPresident DeWitt
and presented to him the following communication ;

Portland, Me., Nov. 20, 1833.
John E. DeWitt, President, etc.

Sir, —By authority of a letter of instructions from Hon. John K
Tarbox, insurance commissioner of the Commonwealth of Massachu-
setts, bearing date Nov. 15, 1883, and which letter I presented to
you in person on the 16th inst., I do now demand that all the books and
papers of the Union Mutual Life Insurance Company of Augusta, Me.,
be forthwith placed at my disposal, for the purpose of examining into
the condition and affairs of said company.

Very respectfully yours,
Noah A. Plympton, Examiner.
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President DeWitt replied that he had already communicated
with you by letter ; and as it appeared from the above telegram
that his letter had not been received, requested that I communicate
again with you by wire, after its receipt, before making a formal
demand as above. To this request I agreed ; but on returning to
my hotel found the following telegram from you : —■

Boston, Nov. 20, 1883.
To Noah Plympton, Falmouth House.

DeWitt’s letter at hand. Delay is inadmissible. Proceed with ex-
amination. John K. Tarbox,

Insurance Commissioner.

I at once returned to the Office of the company and presented
the telegram to President DeWitt, and renewed my demands as
stated before. President DeWitt replied that he had nothing to
say beyond what he had already communicated to you as the action
of the board, and gave me a copy of the same.

Most, if not all, of the board of directors were present at this
interview ; and, after some remarks by one or more of the board,
I was asked if I should immediately return to Boston. I replied
that I was willing to wait a reasonable time for a definite compli-
ance with, or refusal of, my demand, informing them at the same
time that anything less than a full and complete compliance there-
with wouldbe construed and reported by me as a refusal to submit
to an examination.

It was then agreed on both sides that I should wait at my hotel
until 4 o’clock p.m. for any further communication.

In accordance with this agreement, I returned to the Falmouth
House; and having received no further communication from the
officers of the company, I hereby report that I am unable to com-
ply with your instructions to proceed without delay to examine
into the condition and affairs of the Mutual Life Insurance Com-
pany of Augusta, Me., by reason of the refusal of the officers of
said company to place at my disposal the books and papers of the
company for the purpose of examination.

Very respectfully yours,
(Signed) Noah A. Plympton, Examiner.
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Commonwealth of Massachusetts,
Insurance Department, 33 Pemberton Square,

Boston, Nov. 21, 1883.

Deeming it necessary for the protection of policy holders in this
Commonwealth, I proposed, in accordance with the authority con-
ferred upon me by the statute, to visit and examine the financial
condition and affairs of the Union Mutual Life Insurance Com-
pany, a foreign insurance company, organized under the laws of
the State of Maine, and doing business by agencies in Massachu-
setts. In execution of such purpose, I employed Mr. Noah A.
Plympton to assist in such examination, and authorized and in-
structed him to proceed to examine the affairs of the company for
the ascertainment of its financial condition and ability to fulfil its
obligations. Upon demand made therefor by Mr. Plympton, the
company, by its officers, refused to allow free access to its books
and papers, or to submit to such examination. Whereby, and by
force of the statute, its authority to do business in this Common-
wealth has ceased, and all certificates of authority granted in its
behalf or to its agents are revoked.

John K. Tarbox,
Insurance Commissioner.








